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ABSTRACT 

This study focused on credit risk management for salaries loans to government 

employees using a case of Tanzania Postal Bank (TPB). It aimed at examining how 

the Bank grants loans to employees in public owned institutions, identifying the 

trend of non-performing loans (NPLs) at TPB, finding out the reasons behind the 

rising problem of non-repayment of loans and examining measures that could solve 

the problem of non-performing loans. Interviews, questionnaires and observation 

were used to obtain the primary data and various documents were reviewed to gather 

secondary data. The data gathered were analyzed by using computer programs. 

 

The study findings showed that TPB had policy and procedures on credit risk 

management on salaried staff loans but the policies were not fully implemented. The 

level of NPLs had been increasing year after year which means there was poor 

management of staff loans. And that death of borrowers and labor turnover had been 

the major causes of increasing non performing loans. Other reasons included poor 

cooperation between the bank and employers, lack of legal action against non-

complying borrowers, lack of alternative collateral, borrowers possessing multiple 

loans and inadequate training to credit officers on risk management. 

 

In order to control NPLs, the study recommends that the bank should implement 

landing policies and procedures, perform proper credit customer analysis, train 

credit officers on key risk indicators and how to manage the same, cooperate with 

employers, adopt use of supplementary collaterals and  take legal action against non-

complying borrowers. 
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CHAPTER ONE 

INTRODUCTION AND OVERVIEW OF THE STUDY 

 

1.0 Introduction 

This chapter covers nine parts of the study. The first part tells the role that 

commercial banks and financial institutions play in the development of countries; 

the second part tells the brief history of commercial banks and financial institutions 

in Tanzania; then the general overview of the Tanzania Postal Bank by giving its 

history, functions and objectives. Background to the problem is also covered under 

this part as well as the statement of the research problem. The chapter also includes 

the objectives of the study by stating general and specific objectives; it also states 

research questions to be answered by this study, and finally the chapter explains the 

significance of the problem and limitation of the study. 

 

1.1 Commercial Banks and Financial Institutions 

Commercial banks and financial institutions have come to play a significant role in 

the development of countries. Banks are necessary for trade and industry; this is due 

to the fact that trade and industrialization could not take place without the use of 

money. In all large transactions, payments are not made in terms of money but in 

terms of cheques and bankers draft. Banks create credit to public and help business 

expansion. Expansion of bank credit provides funds to entrepreneurs for investment. 

But all these credit facilities result from capital employed, retained profit and the 

huge deposits collected from various customers; hence production in the country 

increase and the problem of unemployment can be solved.  
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The availability of banking services to the community enhances the society around it 

to have the habit of depositing their money in banks and withdrawal on demand. 

This may assist to the great extent the reduction of the incidences of robbery.  

 

1.2 Financial Institutions in Tanzania 

The first financial institution to be formed in Tanzania was the German commercial 

bank known as the Deutsche Ostafricanishe (1905). Others which dominated in 1919 

to 1950 were the big three commercial banks of the British origin, namely the 

National & Grindlay Bank, the Barclays Bank D.CO and the Standard Bank. Other 

banks from Pakistan, India and Netherlands were established in 1950s. After 

independence, the government established a new financial system that could 

compete with foreign owned financial institutions and cater for the financial needs 

of the traditional sectors and indigenous Africans who were neglected by the 

foreign- financial institutions, hence formed National Co-operative Bank (1962) and 

the Tanzania Bank of Commerce (1965). Also the Peoples Bank of Zanzibar (1966) 

was formed to function as commercial bank and Central Bank of Zanzibar (Lwiza & 

Nwankwo, 2002). 

 

As effect of Arusha Declaration, as far as the banking sectors concerned, all 

commercial banks which were operating in Tanzania were nationalized and placed 

under state ownership and control, where they enjoyed a high degree of monopoly in 

their areas of specialization. 

 

The financial sector reform came into effect with the enactment of the Banking and 

Financial Institutions Act (BFIA) in 1991 based on the recommendations of the 
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Presidential Commission (1990) on the problems of the financial sector in Tanzania 

(Lwiza & Nwankwo, 2002). This Act legalized the establishment of private financial 

institutions and gave the BOT the responsibility to license, regulate and supervise 

banks and non-bank financial institutions. In 1992, the entry of private banks was 

permitted, and Standard Chartered Bank and Meridian-BIAO began operations in 

1994. Meridian-BIAO was taken over by the BOT in view of the failure of its parent 

company and was subsequently acquired by another foreign private bank (World 

Bank, 2000). THB was also closed in 1995 following the huge loan losses. This 

situation destabilized the economy and it was on such grounds that the government 

began to restructure most of the unstable banks and decided to privatize others. 

 

Due to the financial sector reforms and restructuring program in 1996, the country 

experienced a dramatic expansion in the financial sector (Chijoriga, 1997).Public 

owned banks were privatized and new private banks were opened during this period. 

Currently, there are licensed commercial banks, Non-bank FIs, foreign exchange 

bureaus and a number of other financial institutions including community banks, 

savings, credit and cooperative societies, etc. Despite the large number of non-bank 

and other financial institutions, the financial sector is dominated by commercial 

banking. 

 

1.3 General Overview of Tanzania Postal Bank 

As part of the Financial Sector Reform Programme, Tanzania Postal Bank (TPB) 

was established by the Tanzania Postal Bank Act No.11/1991 as amended by Act 

No.12 of 1992. This bank became operational as a separate entity from the then 

Tanzania Posts and Telecommunications Corporation (TP&TC) from 1st March 
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1992 with its own Board of Directors and Management. It was established as a 

successor to the Tanganyika Post Office Savings Bank (TPOSB), which was 

established by the Post Office Savings Bank Ordinance of 1925 and became 

operational in 1927. The creation of this new bank took into account its strengths 

and particularly the advantage of canvassing the masses both in urban and rural 

areas.  

 

The TPB Act that was passed by the Parliament addressed itself to some of the basic 

problems, which were besetting TPOSB performance. Among others, it provided for 

a legal framework that made it a corporate body. 

 

1.3.1 Objectives and Functions 

In accordance with the TPB Act, the bank's objectives and functions are to mobilize 

local savings and to promote the saving habits of the population and to provide in 

accordance with the provisions of the Banking and Financial Institutions Act of 

1991 the following: adequate and proper banking services and facilities throughout 

the United Republic; mobilization of resources by accepting deposits, floating 

bonds, debenture and other monetary instruments; administration of such special 

funds as may from time to time be placed at the disposal of the bank; and, to 

undertake any other functions performed by commercial banks.  

 

1.4 Background to the Problem 

The Concise Oxford English Dictionary (1976) defines the word risk as the chance 

of hazard, bad consequences, loss etc. Commercial banks face risks in their 
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operations which include; credit risk, liquidity risk, interest risk, capital risk and 

foreign exchange risk. 

 

Credit risk is simply defined as the probability that a bank borrower or counterparty 

will fail to meet its obligations in accordance with agreed terms (Paul & Suresh 

2008). 

 

According to the Basle Committee on Banking Supervision (2000), credit risk is 

defined as the potential that a bank borrower or counterparty will fail to meet its 

obligations in accordance with agreed terms. Generally, credit risk is associated with 

the traditional lending activity of banks and it is simply described as the risk of a 

loan not being repaid in part or in full (Casu et al, 2006). 

 

Risk Management is a discipline at the core of every institution and encompasses all 

the activities that affect its risk profile. Risk management as it is commonly 

perceived does not mean minimizing risk, rather the goal of risk management is to 

optimize risk-reward trade-off. This can be achieved through putting in place an 

effective risk management framework which can adequately capture and manage all 

risks an institution is exposed to (BOT, 2005). 

 

BOT (2010) identifies six common types of risks affecting banks and financial 

institutions in Tanzania: credit, liquidity, market, operational, strategic and 

compliance risks.  
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(a) Credit Risk  

Arises from the potential that an obligator is either unwilling to perform on 

an obligation or its ability to perform such obligation is impaired resulting in 

an economic loss to the institution.  

 

(b) Liquidity Risk 

Is potential for loss to an institution arising from either its inability to meet 

its obligations as they fall due or to fund increases in assets without incurring 

unacceptable cost or losses. Liquidity risk includes inability to manage 

unplanned decreases or changes in funding sources. It arises from the failure 

to recognize or address changes in market conditions that affect the ability to 

liquidate assets quickly and with minimal loss in value.  

 

(c) Market Risk 

Is the risk of losses in on and off balance sheet positions as a result of 

adverse changes in market prices, i.e. interest rates, foreign exchange rates, 

equity prices and commodity prices.  

 

(d) Operational Risk  

Is the risk current and prospective risk to earnings and capital arising from 

inadequate or failed internal processes, people and systems or from external 

events.  
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(e) Strategic Risk 

Is the risk current and prospective impact on earnings, capital, reputation or 

good standing of an institution arising from poor business decisions, 

improper implementation of decisions or lack of response to industry, 

economic or technological changes.  

 

(f) Compliance Risk  

Is the risk or prospective risk to earnings, capital and reputation arising from 

violation or non-compliance with laws, rules, regulations, agreements, 

prescribed practices, or ethical standards, as well as from incorrect 

interpretation of relevant laws or regulations. Institutions are exposed to 

compliance risk due to relations with a great number of stakeholders, e.g. 

regulators, customers, counter parties, as well as, tax authorities, local 

authorities and other authorized agencies.  

 

1.5 Statement of the Research Problem  

The banking sector experience poor financial conditions in lending business due to 

the incidences of increasing Non-Performing Assets (NPAs). Many problems have 

been found in the banking industry such as unbalanced market structure, highly 

concentrated risk, unbalanced ownership structure, low profitability and inefficient 

management rules and regulations (Lardy, 1998, Park and Sehrt, 2001; Bahattasali, 

2002). A direct consequence of these problems is the vulnerability of the banking 

system manifested by the large amount of non-performing loans especially in the 

state owned banks. This is a threat to the healthy development of the Tanzanian 

economy. Therefore, accuracy in assessing credit risk in order to lower the 
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proportion of non-performing loans in Tanzania has become a hot topic among 

Tanzanians and international scholars since the late 1990s. (Fan, 2003). 

 

Many credit problems reveal basic weaknesses in the credit granting and monitoring 

processes. Commercial banks have found that carrying out credit assessment is a 

substantial challenge. For traditional bank lending, lack of capabilities, competitive 

pressures and the growth of loan syndication techniques create time constraints that 

interferes them with basic due diligence principle (Diamond & Rajan, 1999). 

 

Currently, commercial banks are involved in granting loans to employees with 

employment being their guarantees. Most of them do this to government employees 

as well as to private sector employees where in both sectors the labor mobility 

(employee turnover), death of employees, transfers and other factors exist. High 

employees turnover need effective credit review process before advancing a loan. 

Effective credit-risk management would likely lead the bank into increasing 

profitability. The increase in non-performing assets indicates that; in part there is 

poor credit risk management in the bank. 

 

Tanzania has experienced a number of private and government banks either 

collapsing or being privatized, e.g. Green land bank, THB and Meridian bank. 

Among the reasons behind their collapse was miss-management of credit (World 

Bank, 2002). To prevent more banks falling into the trap of collapsing the credit 

management of the bank needs to be critically assessed. This study assesses the 

credit risk management on salaried staff loan and comes up with the solution which 

would minimize the risk and lower the proportion of non-performing loans.  
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1.6 Objective of the Study 

1.6.1 General Objective 

The main objective of the study was to examine credit-risk management for 

government staff loans in Tanzania Postal Bank and its effect on the control of non-

performing assets. 

 

1.6.2 Specific Objectives 

More specifically the study intended to:  

i. Examine how the Bank grants loans to government employees. 

ii. Identify the level, situation and trend of NPLs at the Tanzania Postal Bank. 

iii. Find out the reasons which resulted in a rising problem of non-repayment of 

loans when they fall due. 

 

1.7 Research Questions 

This study based on the following research questions: 

      1. What are conditions and procedures undertaken by the TPB in processing    

and granting loans to customers? 

      2. What is the status of non-performing loans in Tanzania Postal Bank? 

      3. What are the factors that determine non-recovery of loans? 

 

1.8 Significance of the Study 

Academically, the findings of this study were expected to help understand other 

factors necessary to assess the borrower. This would help to increase knowledge to 

the researcher and prospective learners on credit risk management. The study would 

provide useful recommendations and suggestions to Postal Bank management on the 
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improvement of credit-risk management on salaried staff loans. For credit officers 

and managers, would add more knowledge on other factors to consider while 

assessing customers before granting a loan. On managerial perspective, the study 

would help in formulation of lending and borrowing policies which would have 

implications to the public especially on behavioral aspect of non-repayment of loans 

as they fall due. Furthermore, the study would contribute to the existing knowledge, 

something that will lead to the review of operational method in managing credit risk 

in financial institutions in Tanzania. The findings would serve as a guide for future 

reference to other researchers in case they find it desirable to conduct further studies 

on the same in partial fulfillment of the requirements for an MBA degree. 

 

1.9 Scope of the Study 

The study covered only five years from 2005 to 2009. The period was chosen 

because the Bank’s loans have a minimum repayment period of 12months and can 

take up to 5 years. Therefore, from 2005 to 2009, the NPLs would be revealed well. 

The location of the study was at Tanzania Postal Bank - Dodoma Branch. The 

location was chosen because geographically it was easy to be accessed by the 

researcher and also to get the required amount of data for the study.  

 

1.10 Limitations of the Study 

This study was carried out by using a case study approach where TPB was used as a 

platform. This was done in order to have an in-depth analysis as well as to overcome 

time and other resource constraints. It is, however, acknowledged that if more 

commercial banks were involved in the study, richer and more interesting findings 

could be obtained. 
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CHAPTER TWO 

LITERATURE REVIEW 

 

2.0 Introduction 

This section deals with theoretical and empirical literature review relevant to the 

study. Some key terms used in this study are defined and the general understanding 

about the problem is provided. The chapter also explains the theoretical approaches 

to credit risk. Furthermore, it describes the conceptual framework of the study.  

 

2.1 Theoretical Literature Review 

This section on conceptual overview explains the important concepts related to this 

study. Specifically, due to their relevance to this study, the following concepts are 

explained under this section: the concept of risk, the risk management and Non-

Performing Assets, measurement of risk, risk analysis, unsystematic risk, systematic 

risk, diversification of risk and credit rating system used to assess risk. 

 

2.1.2 The Concept of Risk 

Anbar (2006) defines credit risk as the risk of losses caused by the default of 

borrowers. BOT (2010) elaborates that credit risk arises from the potential that an 

obligator is either unwilling to perform on an obligation or its ability to perform 

such obligation is impaired resulting in an economic loss to the institution. A credit 

risk arises from on balance sheet claims such as loans and overdraft as well as off 

balance sheet commitment such as guarantees, letters of credit and derivative 

instrument. For most institutions, loans are the largest and most obvious source of 

credit risk. Losses may result from reduction in portfolio value due to actual or 
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perceived deterioration in credit quality. Credit risk emanates from an institution or 

individuals, corporate, financial institutions or a sovereign. Credit cannot necessarily 

occur in isolation. The same source that endangers credit risk for the institution may 

also expose it to other risk. For example, a bad portfolio may attract liquidity 

problems. The BOT guideline explains further that common sources of credit 

problems are credit concentrations and credit process issues. 

 

Giesecke (2004) defines credit risk as the risk induced from credit events such as 

credit rating change, restructuring, failure to pay, repudiation and bankruptcy. 

Giesecke, (2004) explains further that, it is the distribution of financial losses due to 

unexpected changes in the quality of counterparty in a financial agreement. 

 

According to Santomero (1997), credit risk arises from non- performance by a 

debtor. It may arise from either inability or unwillingness to perform in the pre-

committed contracted manner. Credit risk is diversifiable but difficult to hedge 

perfectly because most of the default risk may result from systematic risk. 

 

2.1.3 Risk Management and Non-Performing Assets (NPAs) 

The main stream of business for the banks is lending out money. A greater extent of 

the volume of credit extended to borrowers depends on the performance of the 

business, the economy in general and the volume of deposits. 

 

A loan is an asset for a bank as the interest payments and the repayment of the 

principal create a stream of cash flows. It is from the interest payments that a bank 

makes its profits (TPB, 2006). 

http://moneyterms.co.uk/principal/
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As per TPB (2006) non-performing assets, also called non-performing loans, are 

loans, on which repayments or interest payments are not being made on time. Loans 

are treated as non-performing if they are not serviced for some time. If payments are 

late for a short time a loan is classified as past due. Once a payment becomes really 

late (usually 90 days), the loan is classified as non-performing.  

 

When it is a matter of risk management, it is more than an issue of how to avoid the 

Non-Performing Assets (NPAs). Risk is a case that has to be a concern with the 

highest management and which must not be excluded from credit control and other 

managerial functions. The role of the risk management is to support the successful 

accomplishment of the strategic goals and objectives of the Bank (Rajevski, 1995). 

 

BOT (2010) describes risk management as a discipline at the core of every 

institution and encompasses all the activities that affect its risk profile. Risk 

management does not mean minimizing risk; rather the goal of risk management is 

to optimize risk-reward trade off. This can be achieved through putting in place an 

effective risk management framework which can adequately capture and manage all 

risks an institution is exposed to. Risk management entails four key processes which 

are risk identification, risk measurement, risk control and risk monitoring. 

 

In Tanzania, borrowers obtain loans from commercial banks but they are more than 

often unable to repay their loans (CRDB Bank Limited operating manual, 1998). 

This gives rise to non-performing assets (NPAs). In other words, it is referred to as 

bad loans. A number of reasons have been put forward to explain this shortfall. Bad 

loans arise from unwise lending practice, poor review and control of loan accounts 
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with regard to unforeseen risks as change in interest rates, natural disasters and 

grand by customers (Davis & Kears, 1980). 

 

Bad loans arise if there is no careful evaluation of loan applications followed by 

close monitoring of borrowers. Bad loans occur if there is no regular monitoring to 

facilitate identification of their causes. Bad loans need special attention and prompt 

action to turn them around. Prompt action must be well guided by dealing with 

causes and not symptoms of the problem (BOT, 1991). 

 

BOT (2010) identifies sources of credit problems as credit concentration and credit 

process issues. Credit concentration is viewed as any exposure where potential 

losses are large relative to the institution’s capital or its total assets. This may be in 

the form of single borrowers or counterparties, a group of connected counterparties, 

and sectors or industries such as trade, agriculture, etc. 

 

BOT (2010) explains further that many credit problems reveal basic weaknesses in 

the credit granting and monitoring processes. While shortcomings in underwriting 

and management of credit exposure represent important sources of losses in 

institutions, many credit problems would have been avoided or mitigated by a strong 

internal credit process. 

 

The points raised above suggest that bank lending is a complex business. If it is not 

managed properly, it leads to bank losses and even collapse. 
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2.1.3 Measurement of Risk 

The risk of a security and risk of a portfolio are commonly measured by the variance 

or standard deviation of expected return and coefficient of variation, given estimated 

probabilities about what actual return might be. Generally, investors estimate the 

expected returns by assigning probability values ranging from 0 to 1. An impossible 

event is assigned the probability of 0, and a certain event the probability of 1. Basing 

on the probability distribution of rate of return, the expected rate of return and the 

standard deviation of rate return can be determined. Through this, the probability of 

occurrence of that outcome can be computed. Lending banks are expected to assign 

probability values for each loan granted to customers. For the purpose of risk 

management of approved credits in commercial banks, the Bank of Tanzania has 

classified loans according to their probabilities of defaults. The classifications 

include doubtful, sub-standard and loss. The standard deviation is used to measure 

the risk of projects of the same size.  

(a) Standard Deviation 

 Is a measure of the dispersion of a set of data from its mean. The more 

spread apart the data, the higher the deviation. Standard deviation is 

calculated as the square root of variance. It is a commonly used measure of 

risk. Variance measures the deviation about expected cash flow of each of 

the possible cash flows. Standard deviation is a square root of variance 

(Pandey, 2004). 

 

(b) Risk of Portfolio 

Variance of portfolio includes the proportionate variances of the individual 

securities and the covariance of the securities, where the covariance depends 
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on the correlation between the securities in the portfolio (Pandey, 2004). The 

risk of the portfolio would be less than the weighted average risk of the 

securities for the low or negative correlation.  

 

The greater the standard deviation of a probability distribution the greater is 

dispersion of outcomes around the expected value. If the two projects have 

the same expected value (mean), then one which has the greater standard 

deviation will be said to have the higher degree of uncertainty or risk. 

 

The standard deviation can be misleading in comparing the uncertainly of 

alterative projects as they differ in size. Therefore coefficient of variation is a 

correct technique in such cases. 

 

(c) Coefficient of Variation  

Is a relative measure of risk. It is the standard deviation of the probability 

distribution divided by it expected value (Pandey, 2004). It is a useful 

measure when we compare the projects which have the same standard 

deviation but different expected values, or different standard deviation but 

the same expected values, or have different standard deviations and different 

expected values 

 

(d) Covariance 

Is a measure of the degree to which returns on two risky assets move in 

cycle. A positive covariance means that asset returns move together. A 

negative covariance means returns move inversely (Pandey, 2004). One 
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method of calculating covariance is by looking at return surprises (deviations 

from expected return) in each scenario. Another method is to multiply the 

correlation between the two variables by the standard deviation of each 

variable. 

 

2.1.4 Risk Analysis 

The approach of risk analysis examines the major factors that cause a firm’s income 

flows to vary. The more the volatile income flows the greater the risk (uncertainty) 

facing the investor. Commercial banks are expected to analyze their performance in 

terms of risk faced in their products. There are two components of risk: one, 

unsystematic risk; and two, systematic risk. 

(a) Unsystematic Risk 

Risk can be reduced by diversification and even eliminated if the 

diversification is efficient. This is a total variability of the return on a security 

that is not related to the unavailability of the return on the other security. It is 

a portion of total risk that is unique or peculiar to the security in question 

(Pandey, 2004). This means that it is independent of economic, political and 

other factors that affect securities in a systematic manner. This risk can be 

reduced by diversification and even eliminated if the diversification is 

efficient. 

 

In order to make proper risk analysis, it is important to consider categories of 

unsystematic risk which are grouped as business risk and financial risk. 
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(b) Business Risk 

This risk is associated with a firm being unable to cover operating costs. This 

uncertainty is due to the firm’s variability of sales of its products because of 

change in customers’ demand, technology and emergence of  a new 

competition. Specifically, a firm’s earnings vary over time because of its 

sales and production cost variations. Thus, when granting credit, commercial 

banks would value the loans according to their repayment period and 

inflationary effects. These in fact will influence the bank earnings (Pandey, 

2004).  

 

(c) Financial Risk 

 This is the risk that arises due to the variability of earning per share caused 

by the use of financial leverage (Pandey, 2004). Firms exposed to same 

degree of operating risk can differ with respect to financial risk when they 

finance their assets differently (Pandey, 2004). Pandey explains further that, a 

totally equity financed firm will have no financial risk. But when debt is used, 

the firm adds financial risk. Therefore, financial risk is an avoidable risk if 

the firm decides not to use any debt in its capital structure. 

 

(d) Systematic Risk 

No matter how many securities are held, there will always be an element of 

risk which cannot be cancelled out by broadening the portfolio. It is the result 

of the risk factor that is common to all firms. These include macroeconomic 

movements such as economic growth, inflation and exchange rate changes. 

Others are such as the growth rate of the Gross National Product (GNP), the 
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level of government spending, money supply, and interest rate structure. 

These factors affect all the time and investors cannot avoid them. This type of 

risk cannot be diversified away. Systematic risk is commonly denoted by 

Beta (β). Beta is simply the slope of the characteristic’s line. 

 

Generally, investors are concerned with two key variables: the risk and return 

on their assets portfolio, that one which will maximize the expected return for 

any given level of risk or equivalently minimize the risk for a specified 

expected return 

 

.A portfolio describes the collection of various assets that make an investor’s 

total investment. The full spectrum of investment must be considered because 

the return to assets in a portfolio is important. A good portfolio is not simply 

a collection of individual good investments; a good portfolio will depend on 

the following factors: first, the individual risk of each security; second, the 

number of securities in the portfolio; and, third, the degree to which the 

securities in the portfolio are correlated. 

 

Thus, granting of credit in commercial banks must be considered from two 

sides, which are risk and returns of the overall portfolio of investments held 

by a bank. The portfolio theory assumes that all investors are basically risk 

averse. This means that in the event of making a choice between two assets 

with equal rate of return, the one with lower risk will be preferred. The theory 

is a conceptual framework that studies reasons for the investors making 

changes in their financial assets. It is concerned with decision making aspects 
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where the outcome of future event cannot be provided with complete 

certainty. The Tanzania Postal Bank has to analyze how risky it is when 

granting loans to government employees.  

 

2.1.5 Diversification of Risk 

Rational investors in financial assets do not put all eggs in one basket, that is, they 

are not usually contended to place all their financial wealth in only one financial 

asset. A typical investor will hold a bundle of financial assets known as the asset 

portfolio. Creating the diversified portfolio of assets is perhaps the most well 

established method of managing risk. The purpose of diversification is to reduce the 

standard deviation of the total portfolio. 

 

Marcowtz (1958), a Nobel Prize winner, developed the first portfolio model. In the 

model, he had developed the formula for the expected return and expected risk 

measure for portfolio of assets. The model specified that if the return on Stock A and 

B will have a very high risk, there is no advantage to diversity. Alternatively, if the 

return of Stock A and B have perfect negative correlation, the risk will be highly 

reduced by diversification. 

 

2.1.6 Credit Rating System 

To help commercial banks to measure the creditworthiness of the customers, there 

are rating company agencies which provide tables of credit risk ratings. In this 

rating, the best quality credit are rated by AAA, followed by AA, A,BBB, BB, B 

and then CCC, CC finally D for in default. The + and – signs indicate just slight tune 
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showing that BB+ has higher credit rating than BB but not as good as BBB (Casu et 

al, 2006). 

 

Therefore, commercial banks can obtain information on credit worthiness of a 

customer through these credit rating agencies and help to make proper lending 

decisions. 

 

2.1.7 Credit Scoring 

To obtain information on the potential borrower, banks will initially adopt a 

qualitative approach which involves asking the applicant a number of questions. 

They will then allocate points (weights) to the answers. Questions may concern the 

applicant’s employment history, the length of time as a customer with the bank, the 

number and type of accounts held, the length of time at their present address, etc. 

 

Credit scoring system awards points for each factor that helps predict who is most 

likely to repay the debt. The total number of points (a credit score) helps predict how 

creditworthy the applicant is, that is, how likely will that particular customer repay a 

loan. 

 

2.2 Empirical Literature Review 

This section presents empirical findings related to management of credit risk in 

commercial banks and financial institutions. Specifically, the section discusses 

findings related to risk management and traditional systems in assessing credit risk 

or credit condition. 
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2.2.1 Possible Causes of Bank Failure 

Empirical evidence suggests that bank failure is due to external (macro) and internal 

(micro) factors (William, 1995; Chijoriga, 1997; Kimei, 1998). According to the 

literature, reckless lending, corruption, fraud and dishonest, embezzlement, 

management deficiencies, poor credit documentation, non-use of credit classification 

and risk assessment methods, lack of adequate capital, low level of technology, lack 

of full information disclosures, concentration of ownership and lending to insiders 

and poor supervision capacity are considered as bank specific (micro) related causes 

of failure (Williams, 1995; Chijoriga, 1997).  Other than bank specific and internal 

related factors, there are general (macro) factors such as poor and sluggish monetary 

and fiscal policies, bank deregulation/regulation policies and procedures, which may 

trigger the collapse throughout the entire banking system or economy a whole. 

 

Lack of information among depositors may lead bank customers to think that their 

bank has problems. This may force them to withdraw their funds (bank run), and 

creating liquidity problems to the bank (Saunders, 1994, Chijoriga, 1997).  

 

Concentration of few borrowers or group of borrowers may also create a possibility 

for a bank to collapse. For example, one of the reasons why the British Bank was 

forced out of business was because of one major customer (The Economist, 1996). 

When this major customer suffered liquidity problems, the bank was equally 

affected. Likewise TPB had offered a large part of salaried loans portfolio to public 

(government) employees which had turned to be NPAs. Thus, when the government 

employees fail to repay their debts, the Bank finds itself in a risk of losses. 
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Poor risk management is also mentioned to be one of the reasons for the bank 

failure. When a bank does not properly analyze the customer’s creditworthiness, 

there is a danger of offering a loan to a possible loan defaulter. The use of credit 

scoring methods such as Multi Discriminant Analysis (MDA) does assist in 

classifying a customer and assessing in advance the possible risk of default. The 

non-use of MDA in screening and reviewing a loan application can result in making 

wrong decisions as to who should be offered or rejected a loan. The advantage of 

using MDA includes knowing in advance the likelihood of default and enables the 

bank to make correct lending decisions (Altmman, 1968, 1980 & 1983; Chijoriga, 

1997).  Wrong lending decisions lead to either the bank offering a loan to a possible 

defaulter, hence losing the principal amount and interest, or not offering a loan to a 

credit worthy loan applicant, and therefore losing the interest income and the 

customer. Both of errors can cause bank liquidity problems. 

 

Edward et. al (1989) have pointed out that the problem of loans and losses in banks 

is a result of many factors. On one side is the character of the borrower towards 

loans compliance that will determine the extent to which the loan will be paid. If this 

is positive, i.e. relative to the bank loan conditions, fewer non-performing assets will 

be observed. On the other hand, it is the ability of the project to generate enough 

cash to repay the loan as agreed. Both are basic management issues. 

 

Mwisho (2001) argues that the commercial credit decision is a result of an extensive 

process. It presents the product of interviews, investigation, factorial verification and 

analysis of all materials relevant to all applicants’ credit worthiness. Much decision 

making activity is based on assumptions and interpretations; the anticipated result of 



 

 

24 

this process is that the decision-maker will understand the applicant’s company and 

its management as fully as possible. 

 

Another study was conducted by Damsetz et al (1997) on diversification, size and 

risk at bank and holding companies. They revealed that, the fundamental implication 

of modern portfolio theory is that diversification reduces variance of the return of 

financial assets portfolio. Applied to banking; portfolio theory suggests that 

diversification can potentially reduce the probability of failure. Tanzania Postal 

Bank introduced the salaried staff loans as another product to expand their sources 

of income and also as one way of diversification. By doing this, they expect to 

increase revenue and also to implement the corporate social responsibility whereby 

they will be improving the standard of life of citizens in one way or another. A study 

by Diamond (1984) pointed out that, diversification across borrower projects may 

also reduce the costs of providing a bank with appropriate incentives to monitor 

borrower and make payments to depositors. 

 

The investigation is a way to develop information not at hand. It is also a way to 

verify the information supplied. Most credit verification starts when an individual 

asks for credit and supplies some personal credit information (Cole, 1992). 

Therefore, in order to analyze the creditworthiness of employees, one may use 

different ways, the popular one includes: 

 

2.2.2 The 5Cs of Credit 

A number of factors are emphasized in lending decision. These are usually referred 

to as the 5Cs of credit. The number of Cs varies from lender to lender but the 
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following 5Cs are commonly used: Character, Capacity, Collateral, Conditions and 

Capital (Casu et al, 2006) 

(a) Character 

This refers to the personal traits of the borrower (completely apart from financial 

standing) which may be significant in the credit decision. Terms such as ethical, 

honesty and integrity are important in this regard. Character is said to be very 

important because the dishonest borrower can always find a way to avoid the 

restrictions imposed by the lender through the agreement. 

 

(b) Capacity 

Refers to capacity to generate income or refers to ability of the borrower to 

generate sufficient funds through liquidation of assets or earnings to repay the 

loan. The applicant must be able to conduct business in a manner that will be 

able to generate enough cash flow to service the approved credit facility and 

maintain surplus amount. 

 

(c) Collateral 

This refers to the ability of the borrower to pledge specific asset to secure the 

loan. These assets may be fixed in nature i.e. land and building or working 

capital (inventories and receivables). Collateral is important in reducing risk. It 

should be reviewed as a substitute for adequate potential earnings. 

 

(d) Conditions 

These refer to general terms and conditions for each credit type as well as 

specific ones for each credit facility. The terms and conditions determine how 
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the facility will be administered and are objectively set in order to mitigate 

existing and prospective credit risks. 

 

(e) Capital 

This refers to the strength of the borrower’s balance sheet. In the Tanzania Postal 

Bank, the amount approved must be adequately covered by owners contributed 

capital to cushion possible risk of business failure by at least 25% of the 

approved amount.  

 

In relation to this study, the Tanzania Postal Bank is in a good position to use 

such models to analyze their customers. Study of customers using the 5Cs is 

termed as Know Your Customer (KYC). 

 

2.3 Gaps in the Literature 

A number of studies as listed above have been conducted on NPAs in and outside 

Tanzania on commercial banks. However, from the theoretical and empirical 

literature review which has been covered, much has been done on credit risk 

management in banking industry on business loans and micro credits, but none has 

been done on salaried loans offered to the government employees. The literature 

lacks empirical evidence which shows the role of commercial banks in managing 

risks on salaried loans to the government employee and public institutions. It is, 

therefore, the intension of this study to bridge that gap. Taking the case of Tanzania 

Postal Bank as an example, the researcher examines credit-risk management for 

salaried loans to government employees and its effect on the control of non-

performing assets. 
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2.4 Conceptual Framework 

In this study, it is conceptualized that in the current economic climate and with the 

aim of increasing income, commercial banks have decided to expand their lending 

bands to government employees as another alternative to generate revenue and to 

help the society to improve their living standards. Since 80% of Tanzanians are 

farmers (Wangwe, 1995; URT, 2003), then 20% are employees of either government 

or private companies. The framework below provides three key areas where the 

controls of non-performing assets need to be centered i.e. controls of non-

performing assets depend on clear policies, regulations and rules which are drawn 

from strong and well set credit risk management strategies which are implementable. 
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Figure 1: Conceptual Framework 

 

Independent variable                     Intermediate                  Dependent 

Variable                                                     Variable                           Variable 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Credit risk management 

strategies: 

 Strong recovery unit. 

 Indemnifying all 

loans. 

 Observing 1/3 of 

borrower’s salary. 

 Early collection of 

recoveries. 

 Identifying overdue 

loans. 

 Close follow-up of 

monthly recoveries 

Policies 

 

Regulations, 

 

Rules 

 

Control 

Of 

NPLs 

 



 

 

29 

CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Introduction 

This chapter describes the research design, area of the study, population of the study, 

the sample and sampling procedures. It also discusses data collection methods 

employed in answering the research questions. Data analysis and issues related to 

credibility are also covered in this chapter.   

 

3.1 Research Paradigm 

There are two research paradigms: positivist and phenomenology. They are all used 

in conducting academic researches. According to Barnes (2002), the positivist 

paradigm claims that the source of knowledge is observable and measured variables. 

The phenomenology paradigm tends to draw upon the methods that develop 

meaning to the participants’ point of view and generally favor a more qualitative 

approach to data collection and interpretation. 

 

This study used both qualitative and quantitative research paradigms. The two 

methodological procedures were used in order to counter shortcomings of each 

technique (Saunders et al, 2003). The concept of triangulation was based on the 

assumption that any bias to be inherited in a particular data source, investigator, and 

method would be neutralized when used in conjunction with other data sources, 

investigators, and methods (Creswell, 1994).  
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3.2 Research Design 

Research design is a plan used to get the expected results of the study. It is the 

arrangement of conditions for collection and analysis of data in a manner that aims 

to combine relevance to the research purpose with economy in procedure. Research 

design is needed because it facilitates the smooth sailing of the various research 

operations (Kothari, 2004). In this study, the researcher used descriptive case study 

design. 

 

Descriptive research approach is intended to gain more information about the nature 

of a particular area of study. This approach therefore is used to provide a picture of a 

situation so as to be able to describe it. The main purpose of descriptive research is 

to provide a description on the state of affairs as it exists at present or at a given time 

(Kothari, 2004).  

 

According to Stake (1998), case may be selected based on the opportunity to learn. 

In this case, the researcher was assured the possibility to obtain access to data and 

information to fulfil research objectives. Further, given time constraint and the need 

to have in depth analysis, this study considered a holistic case approach as opposed 

to multiple embedded case methods. The case study is essentially an intensive 

investigation of the particular unit under consideration (Kothari, 2004). The method 

allows the researcher to investigate in detail the findings about management of 

salaried staff loan in the Bank.  

 

The justification for choosing Postal Bank as case study was to see how banks can 

manage salaried staff loans, especially the ones granted to the government 
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employees while there is a tendency of labor mobility. This design also enables 

investigation as it involves a single organization and further more provides an 

opportunity to apply different methods of data collection such as interviews, 

observation, questionnaires and documentary sources. 

 

3.3 Area of the study  

The study was conducted at Tanzania Postal Bank Dodoma Branch, because the 

respondents relevant to the research objectives are found in the Banks and Financial 

Institutions, TPB being one of the Institutions. TPB –Dodoma branch was selected 

for the study based on two reasons: 

(a) Opportunity to learn. Stake (1998), contends that when selecting case 

studies, balance and variety are important but opportunity to learn is of 

primary importance. 

(b) TPB - Dodoma branch is a typical case when compared to other Banks and 

Financial Institutions in Tanzania with respect to provision of banking 

services. According to Saunders et al., (2003), one justification of selecting a 

case for study is where the case is typical when compared to others. 

 

3.4 Sample and Sampling procedures 

In research, it is difficult to interview the whole population because of the scarce 

resources like time, finance and manpower, just to mention a few and therefore there 

must be a sample drawn from the population which represents the whole population 

and even an inference bases on this sample population. The research used random 

sampling techniques in order to avoid biasness. The Dodoma Branch represents the 

Bank in general. A sample size of 80 people were randomly drawn from the 
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population which included employees and management staff of the bank, 

government employees and lastly from borrowers. A guide interview form and 

questionnaires were used. According to the pre-study survey, TPB Dodoma Branch 

had 25 employees, 15 of them were included in the study: 1 branch manager, 1 

branch finance officer, 2 branch credit officers, 6 other bank officers and 5 bank 

tellers. Sixty borrowers from various government organs were included in this study: 

15 from Police force, 15 from the Local Authority Pensions Fund (LAPF), 15 were 

teachers from Government secondary schools and the remaining 15 were from other 

government institutions. Five (5) respondents were employers where TPB grants 

loans to their employees under collective guarantee between the two, i.e. TPB and 

the Government/public owned institutions; these include Police Force, DED 

Chamwino, Capital Development Authority, RAS Dodoma, and LAPF. 

     Table 1: Sample Composition 

Category of respondent Sample selected Percentage of Sample 

Tanzania postal bank staff 15 18.75% 

Employers  5 6.25% 

Borrowers from police force 15 18.75% 

Borrowers from LAPF 15 18.75% 

Borrowers who are teachers 15 18.75% 

Borrowers form DED, PCCB, 

CDA; etc 

15 18.75% 

Total  80 100% 

      Source: Field data, 2012 

 

3.5 Data Collection Methods 

There are two types of data, namely primary and secondary data. Primary data are 

those which are collected for the first time and then happen to be original in 

character. The secondary data, on the other hand, are those which have already been 
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collected by someone else (Kothari, 2004). In this study, both primary and 

secondary data were utilized due to the fact that no single research technique is 

completely adequate on itself and which is deemed to be the most perfect over the 

other in generating valid information. Primary data were collected through the use of 

questionnaires and interviews. On the other hand, secondary data were obtained 

through documentation review and internet. 

 

3.5.1 Primary Data Collection Methods 

The researcher obtained primary data related to credit risk management from the 

TPB staff, management of the Tanzania Postal Bank, government employers and 

from borrowers using questionnaires and interviews. 

 

3.5.2 Questionnaires 

This is a series of questions prepared and distributed to different people who were 

selected as a sample. The instrument provides more information because anonymity 

attracts respondents to answer the questions (Babbie, 1983). Structured 

questionnaires specially designed for acquiring data and information from 

respondents were utilized in this study.  Structured questionnaires were constructed 

to capture both qualitative and quantitative data. These questionnaires consisted of 

both open and closed ended questions. 

 

In conducting this study, questionnaires were distributed to the three selected 

categories of respondents. The questionnaire was designed to capture information 

from the bank’s staff and management concerning the risk management processes. 

The branch management and staff of the bank are responsible for managing the 
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bank’s assets including loans disbursed to customers, liquidity and other valuable 

assets of the bank.  The questionnaire was also administered to government/public 

institutions employers who guarantee repayments of the banks’ loans granted to its 

employees by submitting monthly deductions to the bank for loans recoveries. 

Furthermore, the questionnaire was directed to borrowers who were also government 

or public owned institutions employees and also who agreed to service their loans 

without failure on a monthly basis. 

 

3.5.2.1 Interview 

 This method of collecting data involves the presentation of oral- verbal stimuli and 

reply in terms of oral-verbal responses. Interviews are suitable for intensive 

investigations (Kothari, 2004). In this study, the researcher conducted interviews to 

the banks’ branch manager in Dodoma, two credit officers of the branch and to 25 

borrowers from the Police force and the LAPF in Dodoma. 

 

Structured interview was used as a data collection technique in order to generate 

information needed to meet the purpose of the study. The researcher interviewed the 

respondent face to face with guide interview questions and collected immediate 

information. 

 

3.5.3 Secondary Data Collection Methods 

The researcher used secondary data because are very important as most of the 

borrowers’ information is stored by the bank and the researcher had to obtain and 

review policies and procedures from the Postal Bank which were used in assessing 

the borrower before granting a loan. The policies were reviewed so as to identify 
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whether any weaknesses existed, also if the credit officers complied with the policies 

and procedures in granting salaried loans. Documentary review method was used in 

this study to obtain secondary data and information. The main sources of 

documentary review were financial reports, TPB landing manual, consumer credit 

collective guarantee, consumer credit letter of offer to borrowers, loan application 

form credit Policy, risk management framework and internet search. The reviews 

enabled the researcher to obtain information necessary to provide sufficient evidence 

on the prescribed rules about how lending activities are carried out. 

 

3.6 Data Analysis and Presentation Techniques 

Data analysis is a general way that involves a number of closely related operations 

which are performed with the purpose of summarizing the collected data and 

organizing them in such a manner that they answer the research questions or, the 

computation of certain indices or measures along with searching for patterns of 

relationships that exist among the data groups (Kothari, 2004). Data analysis can be 

categorized into qualitative analysis and quantitative analysis. This study employed 

both types of analysis. Quantitative data were analyzed through the use of simple 

counts, tables and percentages. Qualitatively, data were analyzed through the 

application of pattern matching, strong explanation building and comparison of data 

and information as proposed by Yin (1994). Detailed analysis of data and 

information collected was carried out to bring out issues of credit risk management 

on salaried staff loans, strategies for loan recovery to combat the problem of non-

performing Assets (NPAs). 
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3.7 Validity and Reliability of Research Instruments 

In this part of the study, the researcher has justified and verified the acceptability 

and usefulness of the instruments that were used in the study. The researcher has 

also indicated the trustfulness of the instruments.  

 

Validity refers to the extent to which methodologies and instruments measure what 

they are supposed to measure. A data collection method is reliable and valid to the 

extent that it produces the same results repeatedly. Valid evaluations are the ones 

that take into account all relevant factors, given the whole context of the evaluation, 

and weigh them appropriately in the process of formulating conclusions and 

recommendations. Validity refers to the quality that a procedure or instrument used 

in research is accurate, correct, true, and meaningful and right. In order to obtain 

reliable data, the researcher was careful and clear in operationalizing research 

concepts and variables, and being keen with the way questions were asked to 

respondents so as to obtain consistent information.With the understanding that 

reliability and validity of data is very important in any research (Kothari, 2004), 

sound methodologies were adopted right from the research design, data collection 

and during the analysis of the collected data. 

 

Reliability entails consistency and dependability of data collected through repeated 

use of a scientific instrument or data collection procedure under the same 

conditions.  Absolute reliability of evaluation data is hard to obtain. This research 

ensured reliability by formulating questionnaires which were unambiguous and less 

complicated. In addition, the researcher was very keen on clarity of instructions 
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given to data collection methods. The clearer the instructions, the higher the 

reliability of what is to be obtained and supposed to be measured. 
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CHAPTER FOUR 

RESEARCH FINDINGS AND ANALYSIS 

 

4.0 Introduction 

This chapter presents the findings of the study. The chapter begins with the 

presentation of the profile of the respondents, followed by a section on the 

conditions and procedures for granting staff loans in Tanzania Postal Bank, and then 

it elaborates the status and trend of Non-Performing Assets in TPB. Lastly it gives 

the reasons for the increasing non-performing loans in TPB. The chapter presents 

measures taken by TPB to combat credit risk on salaried staff loans as well as what 

the bank, employers and borrowers should do in order to mitigate the risk on salaried 

staff loans. 

 

4.1 Respondents’ Profile 

Under this section the researcher has looked at the categories of respondents, sex, 

age and education. 

 

4.1.1    Categories of Respondents 

This study comprises 80 respondents; of which 15 were TPB staff working at 

Dodoma Branch, 5 were employers whose staff members get staff loans from TPB, 

and sixty were borrowers from various government/public sector where by 15 were 

from police force, other 15 from the Local Authority Pension Fund, other 15 were 

teachers from government secondary schools and the last 15 were from PCCB, DED 

and CDA. The distribution of respondents by category is summarized in table below: 

         Table 2: Distribution of Respondents by Category: n=80 
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Category of respondent Number of respondent Percentage 

% 

Tanzania postal bank staff 15 18.75% 

Employers  5 6.25% 

Borrowers from police force 15 18.75% 

Borrowers from LAPF 15 18.75% 

Borrowers who are teachers 15 18.75% 

Borrowers form DED, PCCB, 

and CDA 

15 18.75% 

Total  80 100% 

          Source: Field data, 2012 

 

4.1.2 Distribution of Respondents by Sex 

The number of male respondent was 50 (62.5%) and the number of female 

respondents was 30 (37.5%). The distribution of respondents basing on their sex is 

summarized in table 3 below. 

             Table 3: Distribution of Respondent by Sex: n=80 

Sex Number of respondents Percent 

Male 50 62.5% 

Female 30 37.5% 

Total 80 100% 

             Source: Field data, 2012 

 

4.1.3 Distribution of Respondent by Age 

Twenty five respondents’ age were between 18 and 30, which is a younger group, 

while 35 respondents were in the middle age of between 31 and 45, and 20 

respondents had the age between 46 and 60 years which is the oldest group. Table 4 

below indicates the age distribution of respondents. 

         Table 4: Distribution of Respondent by Age: n=80 
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Age range Number of respondents Percent 

18 – 30 years 25 31% 

31 – 45 years 35 44% 

46 – 60 years 20 25% 

Total 80 100% 

        Source: Field data, 2012 

 

4.1.4 Distribution of Respondent by Education 

The educational level of the respondents ranged from secondary education to 

university education. Respondents with university degree and above were 50%. This 

group comprised the largest portion of the respondents. The level of education from 

diploma to university degree group comprised 25% of respondents and the last level 

of education was that of secondary education which was also formed by 25% of the 

respondents. The level of education summary of the distribution of the respondents 

is presented in table 5 below: 

         Table 5: Distribution of the Respondents by Level of Education 

Level of Education Number of 

respondents 

Percentage (%) 

Secondary education and 

below 

20 25% 

1
st
 Degree and Diploma 40 50% 

Above 1
st
 Degree 20 25% 

Total 80 100% 

           Source: Field data, 2012 
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4.2 Conditions and Procedures for Granting Salaried Loans in Tanzania 

Postal Bank 

The first research problem of this study was to examine how the Tanzania Postal 

Bank grants loans to government employees. This section presents the procedures, 

conditions and criteria for a borrower to get a loan from the bank. Review of 

samples on appraisal reports of past loans applications and the study of the credit 

manual used by bank has shown the procedures and process followed in advancing 

credits. 

 

 At first contact with the customer a bank officer ensures that he/she gathers enough 

information for appraising the credit facility. The next step is for the employees to 

apply for the salaried loan. Every credit applicant will be interviewed basing on 

personal details filled in the application form. And then the interviewing officer will 

determine whether the applicant qualifies for a loan or not. If the customer does 

qualify, the credit officer processes the application forms and forwards them to the 

Branch Manager for approval at the branch level if it is Ths five million or below, 

but for the amount above five million the application is sent to the head office for 

loan approval. If the applicant does not qualify for starting loan processing, the 

officer advises the customer immediately. 

 

Conditions  

Conditions are general terms which determine how the facility will be administered 

and are objectively set in order to mitigate the existing and prospective credit risk. 

The study revealed that the bank needs to ensure that the employees have permanent 

status of employment, apart from that they need to know the basic salary and the net 
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payment per month which will be the basis for calculating amount of loan to be 

disbursed. This information can be collected by interviewing the customer and 

verification from human resources or through the borrowers’ original salary slip. 

 

4.3 Status and Trend of NPAs in TPB 

Non-performing Assets (NPAs) are referred to as bad loans. This section presents 

the level, situation and trend of non-performing loans at TPB. The section responds 

to the question regarding the status and trend of NPLs in the Bank, the question was 

set for the Bank employees because they are in the position to know better the status 

of the NPAs, also review of financial statements was inescapable in order to identify 

the actual figures of NPLs for the relevant period of the study. The findings reveal 

that, there were non-performing salaried loans in TPB for the five selected years of 

the study. Figure 2 below indicates the trend of non-performing salaried loans as 

revealed in the financial statements for the years 2005, 2006, 2007, 2008 and 2009.  

 

In year 2005, the figure of non-performing loans was 10.42% of the total salaried 

staff loans in the bank; the NPL was dropping whereby in year 2006 & 2007, NPLs 

were 8.48% and 6.10% respectively. However, the NPLs started to rise in year 2008 

and it became 6.7% which was higher than the previous year by 0.6%. Likewise, in 

the year 2009, it grew up to 10.06%. This trend implies that the Bank lost its control 

in regard to management of salaried loans and therefore exposes its assets and 

depositors monies at risks of losses caused by default of borrowers. This goes in line 

with the theory developed by Anbar (2006) that credit risk are caused by the default 

of borrowers. 
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         Figure 2: Trend of Non-performing Salaried Loans in TPB 

 
        Source: TPB 2005, 2006, 2007, 2008, & 2009 Financial Statements 

 

 

The findings reveal that, despite the fact that lending Banks ensures that all the 

conditions are fulfilled by the applicant before extending loans, yet TPB experience 

some delinquency (non-payment of loan as they fall due). In table 6 below, the 

respondents’ opinions show that there is a medium range of loan defaulter at 54%, 

while 20% of the respondents stated that there is high percentage of loan defaulters, 

and 26% of the respondent stated that the status of default is low. For properly 

managed loans, the NPLs are supposed to be at its minimum or no NPLs at all.  

        Table 6: Opinions on Status of Salaried Loans Defaulters at TPB: n=15 

Level  of loan default Responses Percentage 

High (60% and above) 3 20% 

Medium (59%-40%) 8 54% 

Low ( 39% and below) 4 26% 

Total 15 100% 

        Source: Field data, 2012 
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4.4 Reasons for Rising Problem of Non-Performing Loans 

It has been pointed out that the problem of loans and losses in banks is a result of 

many factors. On one side is the character of the borrower towards loans compliance 

that will determine the extent to which the loan will be paid. If this is positive, fewer 

non-performing assets will be observed. This section presents various factors behind 

the rising problem of non-performing loans in the Bank as observed by the 

researcher for the relevant periods of the study through opinions gathered from 

respondents of all categories: the staff of the Bank, employers and borrowers as 

elaborated below.  

 

4.4.1    Raising of Salaried Loans above Ceiling Amount Contrary to the  

            Bank’s Policy 

From the discussion held between the researcher and the branch management, the 

researcher observed that the banks’ policy states that “ceiling amount for personal 

loans shall not exceed 75% of the total loans portfolios of the bank for safety 

diversification” but contrary to the policy, salaried staff loans composed over 75% 

of the bank’s total loans portfolio for four consecutive years from year 2006 up to 

2009. Based on the study findings, staff salaried loans went up by 2% in the year 

2006, then in the next year 2007 there was a substantial increase of salaried loan of 

about 24.1% as well as in the year 2008 as it is indicated in figure 4 below, the loans 

increased further by 27% while in year 2009 the loans increased by 22.5%. 

However, there is a decreasing rate of 4.5% as compared to the year 2008. This 

implies that the Bank’s policy has been ignored and this could contribute to growing 

of non-performing loans. Figure 4 below indicates the composition of salaried loans 

in the loan portfolios of the Bank. 
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       Figure 3: Composition of Salaried Loans in TPB Loan Portfolios  

 
        Source: TPB Financial Statements; 2005,2006,2007,2008 & 2009 

 

4.4.2    Proper Lending Policies and Procedures 

The findings show that credit policies and procedures are being set by senior 

management.  This implies that there is no participation in setting credit policies and 

procedures. Respondents from the bank’s staff admitted that the bank had policies 

and procedures for granting salaried staff loans to the government employees. From 

table 7 below, 100% of the respondents agreed to the question as to whether the 

Bank had the policies. However, 6.7% of the employees stated that the responsible 

authority for setting credit management policies and procedures was the Board of 

directors while 93.3% of the respondents stated that the senior management officials 

were the ones responsible for the same. The researcher observed the number of 

credit officers in the branch being only two; this number is very minimal for them to 

undergo all the procedures of processing loan applications until the time of 

advancing loans to customers. This makes difficult the exercise of segregating duties 

of loan application processing, reviewing loans, appraising, disbursing, advancing a 

loan and follow-up since some of the procedures are to be performed by the same 
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person, consequently the risk of credit officer to temper with the loans can take 

place. 

       Table 7: Responses on Setters of Credit Policies and Procedures at TPB:  

                     n=15 

Title Frequency Percentage 

Board of director 1 6.7 

Senior Management 14 93.3 

Credit Committee 0 0 

Lending officer/Credit Manager 0 0 

Branch Manager 0 0 

Others 0 0 

Total 0 0 

        Source: Field data, 2012 

 

 

4.4.3     Ex-government Employees not Servicing their Outstanding Loans 

Character refers to the personal traits of the borrower (completely apart from 

financial standing) which may be significant in the credit decision. Borrowers’ 

ethics, honesty and integrity are important in this regard. Based on the findings, 

some of the ex-government employees do not continue servicing their outstanding 

loans. This question was posed to bank staff for the reason that they had all the 

access to information regarding the ex-government staff and the status of their loans 

outstanding. As indicated in table 8 below, fifteen respondents responded to the 

question and 13% of them agreed that ex-government employees continue to service 

their loans while 54% disagreed on the same. However, 20% of the respondents 

were not aware of whether ex- government employees serviced their loans or not 

and the remaining 13% of the respondents stated that it depended on the borrowers’ 

traits and self-restraint. Character is said to be very important because the dishonest 
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borrower can always find a way to avoid the restrictions imposed by the lender 

through the agreement.  

      Table 8: Ex- government Employees Continuing Servicing their Loans:    

                     n=15 

Responses Frequency Percentage 

Agreed 2 13% 

Disagree 8 54% 

Not aware 3 20% 

Others 2 13% 

Total  15 100% 

        Source: Field data, 2012 

 

4.4.4 Main Causes of Staff Loans Defaulters 

This section discusses the main reasons of defaulting salaried loans as expressed by 

the respondents. The main reasons mentioned in this study include death, 

resignation/labor turnover/termination from employment, lack of risk management 

skills to loan officers and lack of legal action taken by the bank against defaulters. 

Other reasons were that, the borrowers had no alternative security to cover up for 

their loans; some borrowers had multiple loans which could lead to financial distress 

to them and failed to recover their loans outstanding, shifting to other employers, 

employers’ ignorance of their responsibilities, lack of customer information, poor 

loan follow-up, change of employment code, and finally is weakness in formulation 

of policies and procedures. Table 9 below shows how respondents responded on the 

causes of rising NPLs at TPB. 
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     Table 9: Responses towards Causes of Salaried Loans Default at TPBN=80 

Reason Respondents Percentage 

Death 64 80% 

Resignation/labor turnover 65 81% 

Lack of supplementary security 56 70% 

Poor loan follow up 46 58% 

Shifting to other employer 36 45% 

Borrowers having multiple loans 42 52% 

Lack of legal action taken against defaulters 25 31% 

Change of code of employer 25 31% 

Lack of customer information 34 43% 

Employers ignorance of their responsibility 

as per agreement 

 

17 21% 

Weakness in formulation of policies and 

procedures 

 

13 16% 

Lack of risk management skills to loan 

officers 

 

15 19% 

      Source: Field data, 2012 

 

(a) Death of Borrower 

Tanzania Postal Bank has insured all its salaried loans against death of borrowers 

whereby in case of any death occurred while the borrower had an outstanding; the 

bank has to be compensated for the same. From the respondents’ opinions, the 

researcher observed that death of borrowers was among the main cause of default of 

salaried loans despite the insurance of all its salaried loans against incidences of 

death. Table 9 above demonstrates that 80% of the respondents from TPB staff said 

that death had been contributing to increasing NPLs. Some respondents remarked 

that poor cooperation from employers for not informing the bank on the incidences 

of death of their employees lead the loans to be classified as Non-Performing Assets. 
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(b) Resignation/Labor Turnover 

Salaried loans are especially for employed individuals who earn monthly salaries 

from their employment. Most of the customers depend solely on employment in 

order to recover their loans. Empirical observation shows that labor turn-over/ 

resignation from employment is among the major causes of non-repayment of loans. 

This is due to the fact that once an employee is terminated from his/her job he/she 

has no other means to repay his/her loan outstanding. Table 9 above indicates that 

81% of the respondents agreed that job termination was among the major reasons for 

non-repayment of loans. The researcher observed the trend of labor turnover from 

the randomly selected employers for the period of five years and discovered that a 

big number of employees had moved out from their employment to other employers 

or activities for some reasons. As from table 10 below, in the year 2005, 14 

borrowers left their jobs while they had loans outstanding with TPB; in 2006, 15 

quitted their employment leaving their loans outstanding un-serviced. Likewise, in 

2007, 10 employees left their jobs with loans outstanding, in 2008, 14 employees 

resigned from their jobs while they had loans. Furthermore, in 2009, 11 employees 

quitted their jobs leaving behind loans outstanding. This implies that there is a great 

danger of the bank continuing losing the depositor’s monies. 

 

 

 

 

 

 

 



 

 

50 

       Table 10: Government Employee Turnover with Loans 

Number of employee who left their jobs   

 Employer Years 

 2005 2006 2007  2008 2009 

Police 5 7 4 6 4 

LAPF 2 1 1 2 4 

DED,CDA &PCCB 3 4 3 4 2 

 Secondary Teachers 4 3 2 2 1 

Total turnover for the 

year  14 15 10 14 11 

         Source: Field data, 2012 

 

 

(c) Lack of Supplementary Security/Collateral 

Collateral refers to the ability of the borrower to pledge specific asset to secure the 

loan. These assets may be fixed in nature i.e. land and building or working capital 

(inventories and receivables). Collateral is important in reducing risk. TPB in its 

business loans and micro credits policy, borrowers must state supplementary 

security apart from the one placed for securing the loan granted. However, from the 

respondents’ point of view in table 9 above, 70% of the respondents agreed that lack 

of alternative securities to the loan was also among the biggest reasons for non-

repayment of salaried loans. Some of the respondents commented that lack of 

alternative security left the borrowers irresponsible especially when they left their 

jobs. The researcher held discussion with some borrowers whereby none of the 

interviewees agreed to have placed alternative security against the salaried loans 

they had.  The researcher observed that all salaried loans borrowers of TPB had no 

supplementary collaterals for their loans other than employment. 
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(d) Poor Loan Follow-up 

It has been pointed out by BOT that bad loans arise if there is no careful evaluation 

of loan applications followed by close monitoring of borrowers. TPB has good 

policy manuals regarding loans. Each credit officer has to perform his/her part 

concerning loan processing including loan follow-up for repayment. The credit 

officers are required to submit monthly reports on loan repayments. In case there is 

default in a particular month, the officer responsible is required to remind the 

customer his duty to repay the loan. 

 

However, from table 9 above, the researcher observed that policies and procedures 

on this aspect were good, but the researcher observed 58% of the respondents saying 

that poor loan follow-up by banks’ officials was among the major causes of loan 

defaults. Some respondents’ comments were that the number of credit officers at the 

branch was only two, and they were supposed to deal with all kinds of loans offered 

by the bank which also could make the exercise of monitoring borrowers ineffective. 

 

(e) Shifting to other Employers 

Some of the government employees have been shifting to other government 

institutions under normal course of government sectors dealings.  

 

However, this had been causing inconveniences to the bank since some of the 

transferred employees had loans outstanding. Furthermore, the was done without the 

knowledge of the bank. Consequently, the bank could not trace them easily. The 

findings in table 9 above show that 45% of all respondents agreed to the reason. 
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These practices had caused difficulty in negotiating with a new employer on the take 

action of deducting employees’ salary and remit the same to the bank. 

 

(f) Borrowers Having Multiple Loans 

TPB lending manual stipulates that the borrower should not possess multiple loans 

from other Banks or financial institutions before he has been granted a loan. This 

means that the borrower must possess a single loan that is from TPB. However, the 

findings in table 9 above show that some borrowers have been acquiring loans from 

other banks after they have been loaned by TPB. About 52% of the respondents 

responded positively to the factor. Multiple loans lead the borrowers to have 

financial distress and fail to recover their loans as required, thus causing losses to the 

Bank. 

 

(g) Lack of Legal Action Taken by the Bank for Non-complying Employers 

TPB in its policies and collective guarantee agreement with various employers 

stipulates that the employer will be liable for legal action of non-compliance of any 

clause in their agreement. This policy is strongly good for effective recovery of 

salaried loans. 

 

However, the researcher observed that there was no any legal action taken against 

any employer for late or delay submission of loan recoveries to the bank. About 31% 

of the respondents agreed that there was no legal action taken against non-

complying employers, Table 9 above indicates the respondents’ reaction towards the 

reason. 
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(h) Change of Employers’ Code 

The findings show that changing employer’s code also affects negatively repayment 

of salaried loans. About 31% of the respondents agreed to the factor that change of 

employers’ code causes default of salaried staff loan due to the reason that their 

salaries are to be prepared from another code of employer though consequently the 

loans become classified as bad loans. Table 9 above shows responses from the 

respondents. 

 

(i) Weakness in Formulation of Policies and Procedures  

 From table 9 above, the findings show that only 16% of the respondents agreed that 

there was weakness in formulating policies and procedures regarding salaried staff 

loans. This indicates that the Bank has good policies on its loans. However, some 

respondents commented that since the bank had a single manual for all loans, it 

should consider separating the two manuals for policies and procedures in order to 

attract more attention to the users during processing loans for customers. This is due 

to the reason that the main collateral for salaried loans is employment and depends 

solely on salary to repay the loans.   

 

(j) Employer’s Ignorance of their Full Responsibilities as per Collective 

Guarantee Agreement between themselves and TPB 

TPB in its collective guarantee agreements with various employers stipulates that 

employer’s responsibility is to deduct loan recoveries from employees’ monthly 

salaries and remit the same to the bank for monthly repayments. Likewise, the 

employer is required to remit terminal benefits of an employee who lives his/her job 

in order to clear up the loan outstanding balance. 
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However, most of the employers have failed to fulfill their obligation of remitting 

terminal benefits to the bank, consequently the bank ends up writing off the non-

performing loans against its profits. From table 9 above, only 21% of the 

respondents agreed that some employers were ignorant of their responsibilities as 

stipulated in the agreement between them and the bank as a result the bank suffers 

loss. 

 

(k) Lack of Enough Customer’s Information 

It has been contended that the commercial credit decision is a result of an extensive 

process. It presents the product of interviews, investigation, factorial verification and 

analysis of all materials relevant to all applicants’ credit worthiness. Tanzania Postal 

Bank undertakes credit appraisal before advancing loans to its customers. This stage 

is very sensitive and the credit officer is required to appraise the loans carefully in 

order to catch up adequate information concerning the borrower. 

 

However, from table 9 above, the researcher observed that about 43% of the 

respondents agreed on lack of enough customers’ information in the loan application 

forms. Some of the respondent insisted that the information filled in the loan 

application forms could not be verified, especially personal details, e.g. place of 

domicile, phone numbers as people change their phone numbers frequently, spouse 

information, etc. Also, that permanent residence of the borrower should be identified 

with certainty. 
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On the other hand, the branch manager explained that some of the information filled 

by the borrowers in the application form was neither verifiable with accuracy nor 

self-sufficient to tress the customer. 

 

(l) Lack of Knowledge of Risk Management 

Knowledge of risk management to the bank staff, especially at the branch level 

including credit officers, is of the vital importance so the bank needs to establish the 

same and equip the employees accordingly.  

 

However, the researcher observed that the bank did not conduct any course for risks 

management to its staff. From table 9 above, about 19% of the respondents agreed to 

lack knowledge of risk management. Some of the bank employees commented that 

the bank did not even conduct a single course on risk management. This made the 

exercise of managing risk unrealistic as the relevant staff who dealt with loans 

everyday were not even aware of what risk management was.   

 

 

 

 

 

 

 

 

 

 



 

 

56 

CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.0 Introduction 

In the beginning, this study pointed out that, commercial banks face risks in their 

operations which include; credit risk, liquidity risk, interest risk, capital risk and 

foreign exchange risk. Tanzania Postal Bank has experienced an increasing level of 

nonperforming salaried loans hence the risk of losses arises. The main objective of 

this report was to study and examine credit risk management on salaried loans to the 

government employees. Apart from this, the researcher was required to examine 

credit policies and procedures available for salaried loans, to know the situation of 

non-performing salaried loans, to find out reasons causing the rise of non-repayment 

of salaried loans, and lastly, to make recommendations for what should be done to 

minimize credit risk on salaried staff loans. 

 

This chapter presents the summary of the overall study, concluding remarks, 

recommendations and addresses some issues for further studies. It is, therefore, 

divided into three sections where section one explains the summary of research 

finding; section two is on conclusion, and section three is on recommendations. 

  

5.1 Summary  

This section summarizes the major findings of the study. The section starts with the 

conditions and procedures of granting loans in TPB, followed by the status and trend 

of NPAs in the Bank, and finally, the reasons for rising NPAs.  
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5.1.1 Conditions and Procedures of Granting Loans in TPB 

TPB has conditions and procedures to be followed before granting salaried loans to 

borrowers. The process of loans applications starts at the branch level to the head 

office. The conditions and procedures seem to be fulfilled although there are only 

credit officers at the branch. 

 

5.1.2 The Status and Trend of NPAs in the Bank 

TPB has been granting salaried loan to the government employees after going 

through various processes and procedures as stipulated in the lending manual 

including observing credit risks management policy. However, TPB has been facing 

the problem of increasing NPAs, which indicates that there is poor management of 

risks on salaried loans. 

 

5.1.3 Reasons for Rising NPAs 

TPB has policies and guidelines concerning managing credit risks on salaried loans 

and other risks facing the bank. However, death, labor turnover, lack of risks 

management skills, lack of legal action against defaulters, lack of supplementary 

security, multiple loans to borrowers, shifting of employees to other employers, 

employers’ ignorance of their responsibilities, lack of customer information, poor 

loan follow-up, weakness in formulation of policies and procedures and change of 

code of employers have been the major cause of increasing NPAs. 

 

5.2 Conclusion 

The study aims at: (i) examining how the Bank granted loans to government 

employees, (ii) identifying the level, situation and trend of NPLs at TPB, (iii) 
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finding out the reasons which resulted in a rising problem of non-repayment of loans 

when they fall due, (iv) Examining useful measures for the improvement and 

suggesting possible solutions to the problem of non-performing loans in Tanzania 

Postal Bank. The findings showed that TPB has policy and procedures on risk 

management which have to be adhered to in provision of salaried staff loan but the 

policies are not fully implemented. The level of Non-Performing Loans has been 

increasing year after year, which means there is poor management of staff salaried 

loans. And that death of borrowers, labor turnover/job termination has been the 

major cause of increasing Non-Performing Loans, poor cooperation between the 

bank and employers, lack of legal action taken against non-complying employers, 

lack of customer information, poor loan follow-up, lack of alternative collateral 

placed to cover up for a loan apart from employment, and inadequate training to 

credit officers on risk management. 

 

5.3 Recommendations 

TPB salaried loans offered to employees are recovered through deductions from 

their monthly salaries by the employers. Failure to remit deductions and in time 

leads the bank to have NPAs hence the bank ends up with losses even. The 

following are recommendations to the bank. 

 

5.3.1 Recommendations for Action 

5.3.1.1 Lending Policies and Procedures 

It has been pointed out that effective lending policies and procedures have in many 

cases resulted into increasing operational efficiency of many banks. The study found 

that the management of the Bank has employed proper lending policies and 
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procedures that may enable it to succeed to a large extent in its operations. The 

findings show that policy making lacks participation since it has been done by senior 

management hence implementation becomes somehow not effective. Also, the 

amount of staff salaried loans exceeds the limit of 75% of the total loans portfolios 

of the bank as set in the lending policy. It was also found that customer information 

was not self-sufficient in itself. It is therefore recommended that the management 

should make sure that all credit policies and procedures are practiced throughout the 

year and severe measures should be taken to those who go against them. Secondly, 

the bank should involve lower level managers in policy making since they are the 

ones who deal with customers at the branch level and are responsible for loan 

follow-up and recovering collections from employers. Thirdly, for effective 

diversification, the bank’s management should adhere to its policy by maintaining 

total amount of salaried staff loans at 75% so as to minimize the risk of losses due to 

high labor mobility of employees as per findings above. 

 

5.3.1.2 Training of Staff on Key Risk Indicators 

The study points out that the bank does not have any program to train its key 

employees including credit officers on how to manage risks associated with lending 

activities which is also a sign of rising of non- performing loans.  It is recommended 

that TPB should ensure that their staffs have appropriate expertise and knowledge on key 

risk indicators as well as the importance of risk management.  Staff should be trained on 

how to identify and measure risks associated with salaried staff loans so as to reduce the 

impact of non-performing loans through risk management program. 
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5.3.1.3 Maximum Cooperation between Employer, the Bank and Social 

Security Fund 

The findings show that there is poor communication between the bank and the 

employers which leads to non-recovery of loans especially for those who quit their 

jobs. It is therefore recommended that the bank should arrange from time to time 

seminars and workshops to employers on the importance of remitting loan 

recoveries within time limits and put emphasis on maximum cooperation between 

two parties. Also, TPB should remind them on their obligation to remit loan 

recoveries and their legal liability in case they do not comply with what is included 

in the contractual agreement between the two. Thirdly, the bank should cooperate 

with the social security funds in eliminating the problem of NPL, especially for 

borrowers who leave their jobs. By involving the social security funds in the 

exercise, it will be easier for the bank to access the recoveries of outstanding amount 

of loans. 

 

5.3.1.4 Use of Alternative Collaterals 

Introducing the use of alternative securities will help the borrowers to stick to their 

obligation they have to the bank so that when they leave their jobs they will have to 

repay their loans outstanding by fearing of losing their valuable properties. It is 

recommended that the bank should introduce placement of valuable securities by the 

borrowers to supplement their employment collateral so that in case of default the 

bank will be able to dispose the alternative security placed rather than writing off the 

whole loan outstanding and incur total loss. 
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5.3.1.5 Legal Actions to be Taken against Non-complying Employers 

Legal action has been pointed out as a useful measure that can be used in order to 

enable the bank to recover the loans to the great extent. However, the findings show 

that the bank does not implement the same as it is stipulated in its lending policy and 

even in the collective guarantee agreement signed between it and various employers. 

Consequently, the employers have not been putting much effort on the issue of 

remitting loan recoveries in time and even some do not bother to submit terminal 

benefits for the quitting employees hence the bank has to write off the loans against 

profit. It is therefore recommended the bank management should implement this by 

sending the non-complying employers to court so that they can repay the loans 

outstanding to the bank. 

 

5.3.2 Recommendations of Areas for Further Studies 

The researcher advises that the following areas need to be researched: 

(a) Liquidity risk management in commercial banks. Since commercial banks 

suffer credit risks, then this could lead to serious liquidity problems in the 

banks. Hence, this is a potential area for study. 

(b) Another promising area for further research is the salaried loan borrowers’ 

behavior. The reason is to get an insight on the behavioral aspect of salaried 

staff loan borrowers, which could also assist in formulating better policies 

and procedures for this category of loans. 

(c) The role of credit bureau in managing credit risks in Tanzania. This will help 

banks and financial institution in collaboration with the BoT on how they can 

be able to extend the use of credit bureau to salaried staff loans which has 

been seriously affected by labor turnover. 
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APPENDICES 

Appendix 1: Timetable  

 

      Table 21: Timetable 

S/n Output Dates 

1 Submission of a proposal draft Mid February 2012 

2 Submission of final proposal  Early April 2012 

3 Submission of a draft Project Report End June 2012 

4 Submission of final Project Report Mid of July 2012 

 

     Table 22: Research Proposed Financial Budget 

Items Proposed amount (TSH) 

Transport, Meal and accommodation 400,000 

Stationeries 800,000 

Consultancy fees 3,000,000 

Research allowance 1,200,000 

Total                                                    5,400,000 
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Appendix 2: Letter to the Respondents 

University of Dodoma School of Social Sciences, 

P O BOX  259, 

Dodoma. 

 

08.02.2012 

 

Dear Respondent, 

 

RE: REQUEST TO RESPOND TO THE QUESTIONNAIRE 

 

The caption above is concerned. 

 

 I am Bertha M. Mataba, an Evening MBA student of The University of Dodoma. I 

kindly request you, the selected staff of Tanzania Postal Bank to co-operate with me 

in fulfilling my research by responding to these questions. 

 

The study is about Credit Risk Management for Salaried Loans to Government 

Employees: A Case Study of Tanzania Postal Bank. Your positive and constructive 

response in answering the questions will really assist in making a study a success in 

terms of obtaining precise and reliable data and recommendations for improving 

credit risk management in salaried staff loans.  

 

The study is for academic purposes only; it will not be used in any other way 

Kindly Assist.  

Yours Sincerely 

 

Mataba Bertha M. 
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Appendix 3: A Questionnaire for Tanzania Postal Bank Employees 

You are the employee of Tanzania Postal Bank, please fill in whichever appropriate: 

1. Personal details:   

  Name :…………………………………( not necessary) 

  Gender: Male/ Female  

  Position in the bank………Years in service:………… 

Age : 18-30 yrs (   ),    31-45yrs (   ); 46-60yrs (   )  tick where 

appropriate. 

2. The bank has policies and procedures of advancing loans to its customers?    

(Tick where appropriate) 

Agree Disagree Not aware 

   

 

3. Who among the following is/are responsible for setting and administering 

credit risk management policies and procedures? 

Board of Directors  

Senior Management  

Credit Committee Members  

Lending Officer/Credit Manager  

Branch Manager  

Others (Specify)…………......  

 

4. Does the bank have specific policies and procedures for advancing salaried 

loans? 

Agree Disagree Not aware 

   

 

5. How many credit officers are in your Dodoma branch? …………………… 

6. Are the functions of processing person loan applications, follow-up and 

reviewing the loans done by different persons? ….Yes/No……………… 

7. If No, why? ………………………………………………………………… 
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8. Do government ex- employees continue to service their loans? 

Agree Disagree Not aware 

   

             Others (specify)……………………………………………………….... 

9. What are the obligations of the employer in case of loan defaults? 

         ………………………………………………………………………… 

10. What is the status of default for salaried staff loans at Postal Bank?  

High Medium Low 

   

 

11. What are the procedures available for loan defaulter? 

a. …………………… (b)……………………(c) ………………….. 

12. Among the following what do you consider to be the main reasons for 

increasing a level of non-performing salaried loans? Tick appropriately 

and give comments where necessary 

Reason  Response 

  Positive Negative Comment 

Death    

Resignation/labor turnover    

Lack of supplementary security    

Poor loan follow up    

Shifting to other employer    

Borrowers having multiple loans    

Lack of legal action taken against defaulters    

Change of code of employer    

Lack of customer information    

Employers ignorance of their 

responsibilities as per agreement    

Weakness in formulation of policies and 

procedures    

Lack of risk management skills to loan 

officers    



 

 

68 

13. What efforts has the bank made in managing credit risk on salaried loans 

that contribute much in reducing Non-Performing loans? 

a…………………………………………………………….. 

b. …………………………………………………………….. 

c. ……………………………………………………………... 

14. What do you think should be done to improve the situation? 

………………………………………………………………………………

………………………………………………………………………………

……………………………………………………………………………… 
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Appendix 4:In Interview Guide for Tanzania Postal Bank Staff 

 

Main question: 

1. Is there any strong loans recovery unit at TPB? 

 

Supporting questions: 

i. What are the functions of the unit? 

ii. Do the staffs of the recovery unit go for training? 

iii. How many times per year do they go for training? 

iv. What are the challenges faced by the recovery unit? 

  

     Main question: 

2. Inefficiency implementation of credit policy is the problem, which causes 

poor return in credit facility portfolio. How efficient is the postal bank in 

implementing credit policies?     

 

Supporting questions: 

i. Is there any risk management training program conducted to the 

employees of the branch? 

ii. If the answer in (i) above is NO, do you think that lack of credit 

risk management skills on salaried loans a reason for defaulting? 

iii. If the answer in (i) above is YES, do credit officers use the credit 

policies throughout the year? 

iv. Which do you think is the weakness in the formulation of 

policies and procedures for customer analysis? 

 

Main question: 

3. Does the government influence borrowers to fail to honor their 

obligations? 

 

Supporting question: 

i. How do government employers influence? 
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     Main question: 

4. Is misallocation/Deviation of loan facilities leads to non-repayment of the 

bank loans? 

Supporting question: 

i. Is there any means to verify the usage of the loan granted to an 

employee? 

 

Main question: 

5. Is Unemployment/ labor turnover one of the reasons for borrowers’ 

failure to pay back their loan?            

Supporting questions: 

i. Are poor securities factors for low rate of credit repayment in the 

bank? 

ii. What makes terminated employees not to continue paying their 

loans? 

iii. What are other reasons apart from the mentioned above for not 

paying back salaried loans? 

 

Main question: 

6. What do you think should be improved so that Postal Bank can reduce 

None-performing loans with respect to salaried loans? 
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Appendix 5:  Questionnaires for Government/Public Employers where 

Tanzania Postal Bank Issues Loans to its Employees 

1. Company details:    Name & Address:……………………………………. 

                                      Business:…………………………………………….. 

                                      Location:……………………………………………. 

2. Personal details:  Name:………………………………(not necessary) 

                                 Position:…………………………………………… 

                                 Period of service:………………………………… 

Age : 18-30 yrs (   ),    31-45yrs (   ); 46-60yrs (   )  tick where appropriate. 

3. What employees information is requested by the postal bank before advancing 

loans? 

a)………………………………………………….. 

b)………………………………………………….. 

c)……………………………………………………. 

Reason  Response 

  Positive Negative Comment 

Death    

Resignation/labor turnover    

Lack of supplementary security    

Poor loan follow up    

Shifting to other employer    

Borrowers having multiple loans    

Lack of legal action taken against 

defaulters    

Change of code of employer    

Lack of customer information    

Employers ignorance of their 

responsibilities as per agreement    

Weakness in formulation of policies and 

procedures    

Lack of risk  management skills to loan 

officers    
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4. What is the obligation of the company in relation to staff salaried loans advanced 

to employees? 

……………………………………………………………………………………

…………………………………………………………………………………… 

 

5.  (a) What do you consider to be the main causes of salaried staff loan default at 

Postal Bank? Tick in the table and give comment if necessary. 

 

(b) In your own opinion, what else do you consider to be the reasons other than the 

listed above? 

6. Employee turnover: 

2005 2006 2007 2008 2009 

     

 

7. How many people are discontinued from employment while still servicing their 

loans with Tanzania Postal Bank? 

2005 2006 2007 2008 2009 

     

 

8. What should be done so that employees may benefit from the Tanzania Postal 

Bank Loan at the same time the Bank earns profit? 

 By Employer:………………………………………………………… 

 By 

Employees:………………………………………………………… 

 By Postal Bank:……………………………………………………… 
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Appendix 6: Questionnaire for  Borrowers 

You are the loan customer of the Tanzania Postal Bank, please fill in whichever 

appropriate: 

Personal details:   

  Name :…………………………………( not necessary) 

  Gender:  Male/Female (tick) 

Age : 18-30 yrs (   ),    31-45yrs (   ); 46-60yrs (   )  tick where appropriate. 

 

1. Name of your employer:…………………………..Years in service:…… 

2. Do you have a loan from the Postal Bank? Yes/No……………………. 

3. How any times have you applied and granted a loan from the Postal Bank? …… 

4. What can you say about interest rate charged by the Bank? Tick  below: 

a) Low 

b) Moderate 

c) High 

d) Too high   

5. What do you say about the repayment periods?  

a) Short 

b) Medium 

c) Long 

d) Too short 

6. Do you have any other loan facility from other banks or financial institution? 

a) Yes 

b) No 

7. If yes,   (a) what can you say in terms of interest charged in comparison with 

TPB? 

……………………………………………………………………………………

……………………………………………………………………………………

…………………………………………………………………………………… 

 (b) What can you tell about the repayment periods comparing the 

two? 

…………………………………………………………………

………………………………………………………………… 
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8. What can you say about the general services offered by the bank in terms of 

salaried staff loans? Tick below: 

a) Slow 

b) Fast 

c) Satisfactory 

  

9. Is the monthly installment reasonable? 

Yes/No 

 

10. What do you consider to be the main causes of salaried staff loan default at 

Postal Bank? 

Reason Response 

  Positive Negative Comment 

Death    

Resignation/labor turnover    

Lack of supplementary security    

Poor loan follow up    

Shifting to other employer    

Borrowers having multiple loans    

Lack of legal action taken against defaulters    

Change of code of employer    

Lack of customer information    

Employers ignorance of their 

responsibilities as per agreement    

Weakness in formulation of policies and 

procedures    

Lack of risk management skills to loan 

officers    

  

(b) In your own opinion, what else do you consider to be the reasons other than the 

listed above? 

a ……………………………………………………………….. 

 b ……………………………………………………………… 
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11. Would you like to continue borrowing from the Tanzania Postal Bank? 

  Yes or No 

 

12. Why?........................................................................................................................

..................................................................................................................................

.................................................................................................................................. 


