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ABSTRACT 

This study assessed the impacts of personal loans on livelihoods of workers, in 

particular Capital Development Authority workers. The study assessed the socio-

economic, legal environments and policies, as far as personal loans are concerned in 

an attempt to raise the life standard/economic well-being of a worker and his/her 

dependants. 

 

In its execution, the study employed qualitative approach through structured 

interviews and questionnaires to enable the collection of information needed for the 

assessment of the impact of personal loans on poverty alleviation.  Data on impact 

of loans were analyzed using Statistical Package for Social Sciences 

(SPSS).Descriptive analysis like frequency and percentage were the main techniques 

 

The findings of this study revealed that the personal loans as an intervention tool 

towards achieving economic well-being have both positive and negative impacts in 

poverty alleviation. While it was expected for loans to increase the workers‘ ability 

to do potential and profitable investment opportunities through the loans they take; 

the study found that majority of the respondents tended to use the loans for 

consumptions. There is no prudence in borrowing, workers take more debts just 

because loans are freely available with cheap interests, and hence the management 

of finance becomes a problem. Savings has become impossible, budgeting and 

planning a far dream. The vulnerability of respondents to life shocks and risks has 

increased and they live impoverished life than before. 

Further, the finding revealed that diversion of loans proceed is normal. There is 

neither follow up nor supervision by the financial institutions which offer the loans. 
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Youth and educated workers have shown a tendency of purchasing nonproductive 

assets that create a somewhat artificial material well-being. However, Respondents 

with higher social position tend to utilize the loans better; their social position is a 

key determinant of financial literacy and also financial behavior. 

 

The researcher recommends that financial literacy lessons should be introduced in 

education curricula so that students can get this knowledge from early ages. As for 

those in employment already, through retirement seminars, their management should 

introduce financial literacy workshops so as to improve workers financial 

management skills. Approving of loans that subject the employee to salary 

deduction of more than 1/3 of their salaries should be stopped. And the financial 

institutions should be making follow-ups so as to ensure diversion of funds is 

checked, and lastly employee should be educated on the government policies on 

poverty reduction and the millennium goals. 
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CHAPTER ONE 

BACKGROUND INFORMATION 

1.1introduction 

Generally the term ―loan‖ refers to the amount of money borrowed from another 

person or another firm (Wrenn, 2005).In this context, the borrower is a person or a 

firm that is receiving the amount of money loaned, whilst, the lending person or firm 

is the one which is giving away loan. In business, granting of loans or credits is 

usually given for a definite purpose and for a predetermined period (Wrenn, 

ibid).Usually receiving loan is not free as such lending/granting money to a person 

or a firm. Loans are given to people or firms with the aim of getting interval time of 

payment. The interests charged can be simple or compound; meaning that, for the 

former, one is paying the agreed interest rate for the remaining principle only, while 

for the latter, one pays interest on the remaining principle plus the unpaid interest. 

Loans are highly beneficial to individuals, firms, companies and industrial concerns. 

When loans are properly used, they may help in meeting short-term and long term 

financial needs of business enterprises and lenders; thus becoming a source of stable 

income. On the other hand, it is generally agreed globally, specifically in Africa as 

well as in Tanzania that there are at least three concepts of loan: loan spent for 

survival, loan spent for fun or prestige and for livelihood improvement (Kamal, 

1996).The concept of loan for survival relate to the people of low income. For them, 

loan helps to meet household‘s basic needs and protect them against risks. The 

concept of loan for fun or prestige tends to be adopted by middle class as well as 

high class society. These people take loans to buy vehicles, houses and others. For 
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these people possessing such things will make them enjoy and establish their 

reputation as well off people. The concept of loan for improvement applies for those 

people who always think of how the loan can create chances to get beneficial 

outcomes and use them for potential income (Kyando, 2007). 

 

The history of loans can be tracked from several thousand years back; forms of 

lending were evident in ancient Greek and Roman times, and monetary loans were 

even mentioned in the bible (Robinson, 2001). One of the early forms of lending that 

should be explored in the history of loans is the indentured loan (also known as 

indentured servitude), initially practiced in the middle ages and through the 19
th

 

century by land owners and the wealthy people, indentured servitude allowed poor 

individuals to borrow the money needed for expenses such as travel and real estate 

(Georgia, 2001). Once the land owner or wealthy individual had secured a ship 

passage or piece of real estate for an individual, that individual would then have to 

work for their debt over the course of several years. Unfortunately, in many times, 

the land owners would be dishonest and will greatly inflate the debt or would 

continue to adding new provisions after it had been repaid 

(http://en.wikipedia.org/wiki/loan). 

Luckily, legitimate banks were developing even as indentured servitude was 

rampant (http:en.wikipedia). Individuals known as money lenders played an 

important part in the history of loans in fact, it is form of the Italian money lenders 

of the middle Ages that we get the English word bank that we have today. 

All loans, no matter what they are, are either secured or unsecured. Secured loans 

are those secured (or borrowed) against an asset the borrower own, such sa house, 
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which is offered as collateral. Ultimately, if the borrower defaults on the loan 

payment, the bank will get their money back by way of foreclosing their collateral 

object. 

 

Unsecured loans (as they sound) not secured against any asset. The amount of loan 

granted is largely attributable to credit history and income/assets/debts at the time of 

application (http://www.wisebread.com/personalfinance/banking).There is 

considerably higher assumption of risk on the lenders part with an unsecured loans; 

thus, the interest rate becomes much higher (Rollins,2008). Example of unsecured 

loans includes loans issued to employees by financial institutions. These loans are 

referred to as personal loans. 

 

Personal loans provide its borrowers with a great financial satisfaction since it gives 

what a person want in life. These loans ensure the borrower enjoy all the luxuries of 

life even if the borrower cannot afford to them pay back. Employees who are able to 

use the loan amount judiciously that can have all that they had desired of in their 

dreams. In that regard, loans may be used to plan for an exciting cruise, buy the 

house of one‘s dream, ride in the car of their choice, and pursue further studies, 

lavish parties and starting a small business.  According to Amanda (2003) personal 

loans cater for varied needs and aspirations of the people seeking such loans. In 

most cases, a personal loan is meant for aiding in buying things like furniture, car, 

financing wedding ceremonies, purchasing a house, paying for holiday packages. 

However, there are good loans and bad loans (Kiwosaki, 1997).A good debt is that 

http://www.wisebread.com/personal
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which puts money in someone‘s pocket every month; and a bad debt is that which 

takes money from someone‘s pocket every month. 

The practice of employee taking personal loans from banks was initiated in 2004 

(BoT, 2004). Of late personal loan taking has thrived among employees. The system 

of payment is through deducting the agreed amount of money from their monthly 

salaries. In this case, it is the employers who guarantee the loans. Employers ensure 

monthly loans deductions are made and payments are made on time to the respective 

banks. 

 

In Tanzania a number of banks issue loans. These banks include: NBC, NMB, 

CRDB, ACB, TPB, TEB and some small microfinance banks such as FINCA, 

B.Blue, PRIDE Tanzania, Tanzania Exim Bank (TEB). 

 

There is a significant increase of the banks which give personal loans in Tanzania. 

One reason for such expansion of number of banks that accept request for loan is the 

low salaries of employee in Tanzania do not meet household needs, combined with 

the simplicity and the easy processes in securing these loans. An employee may fill 

the loan forms in the morning and gets his/ her loan in evening of the day. On the 

part of the lenders, the banks, good return they get from lending money and small 

risk associated with lending money to salaried employee have made the personal 

loans portfolio to be more popular. 
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The interest charged by these banks ranges between 12% and 50% per annual. The 

loans are normally calculated based on employee‘s salary based on the government 

regulation that after all monthly deductions, an employee remains with 1/3 of his/her 

monthly salary (Weaver, 2008).However, the monthly deductions made on 

employee salaries may likely cause additional stress on the little monthly income he 

or she obtain from the employer, reduces the purchasing power and saving and 

investment ability of the employee. 

1.2Statement of the researchproblem 

It is globally known that people take loans for various reasons, including for 

improving their livelihood or satisfying their needs and desires or for expanding 

their business. In both developed and developing countries, successful business 

persons and/or companies are considered to have managed their business well by 

using funds borrowed from banks (Bettiet al, 2001). However, there are businesses 

that were closed and even are closing today because they were not able to compete 

with other companies in a free market or mismanaged the loaned fund and thus, they 

went bankrupt. In most cases, individual people who take loans fail to manage the 

loan properly because they fail to put loan proceeds to productive ventures 

effectively (Campbell, 2006). In addition, these loans (personal loans) have 

relatively restricted uses that do not necessarily conform to the need of borrowers. A 

borrower gives false justification just to ensure eligibility, but he/she uses the 

proceeds for different purposes without the lender questioning or making follow-up. 

 

Employees of Capital Development Authority (CDA), as any other employees in 

Tanzania engage in these loan facilities in order to improve their lives, through such 
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things like building houses, purchasing cars, buying piece of land, furniture, paying 

for education, starting or running small business .Deductions made on employees 

‗salaries to repay the loans normally reduce the employee‘s purchasing power. This 

might have resulted in poor living standard by the employee thus inviting the 

dubious business including bribery, using employers‘ time for private business 

activities; employee‘s becoming inefficient or becoming alcoholic with the end 

results of being expelled out of job (Keith, 2008). Up-to-date, what is not known is 

how the loaned funds are spent in order to improve the people‘s livelihood. So, this 

study shows how the loaned funds are spent by the borrowers. 

 

If the current problems that some employees are facing from the loans they take 

remain unknown, where the ultimate solution for such problems are not critically 

analyzed, the social problems within the household of the employees who received 

loans will grow from worse to worst. Likewise, employees not being efficient in 

their work place due to social problems emanating from the loan secured the 

institute they are serving may suffer direct or indirect by not fulfilling their duties. 

The bank and other institutes that give loans will directly or in directly loose 

customers as the new potential customers will need to see the benefit that other 

colleagues who received loan previously have done so far, and whether their 

livelihood have changed from worst to better. 
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1.3Objective of the Study 

1.3.1Main objective 

The main objective of this study was to assess the impact of employee personal 

loans on poverty alleviation. 

 

1.3.2Specific Objectives 

1. To assess the impacts of personal loans on the life of employees of different 

salary scale. 

2. To investigate factors which influence CDA employees to seek for different 

loans from banks 

3. To explore the role of CDA on assisting its employees to acquire knowledge 

on proper use of the loans 

4. To investigate social-economic problems the employees encounter during the 

loan period. 

 

1.4Research Questions 

1. Are personal loans having a positive impact on the life of employee of 

different salary scales? 

2. What factor influences the employees to seek for loans from banks? 

3. How CDA as employer assist employees to obtain the necessary knowledge 

on the proper use of the loans? 

4. What are socio-economic problems the employees face during the loan 

period? 
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1.5 Significance of the Study 

The findings of this study make valuable contribution on understanding the positive 

and negative effects of personal loans to the livelihood of employee‘s. Also this 

study provides a better understanding of current financial situation of loan 

recipients. Based on the information from the study, preparation of favorable loan 

policies for the benefit of workers of all grades will be possible. 

In addition this study shows the necessity of the government, employers to prepare 

their employees to be able to better manage their loan proceeds and instill discipline 

in the use of personal loans and, hence, foster their efforts towards poverty 

reduction. 

The results and recommendations from this study are useful tool for policy makers 

and other development practitioners to hasten the overall process of development 

and poverty reduction as far as personal loans issued to employees are concerned. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.1Definition of Debt/Credit and its Differing Forms 

Credit, as defined by Betti (2001, pg 4), is money lent, which an individual intends 

to repay (often in a set period of time and at a set rate). Debt, on the other hand, is 

defined as financial liabilities, regardless of how these are incurred (Betti, 

2001,pg.4). It incorporates all debts, ranging from money owed in the form of 

mortgages, hire purchase agreements and door-to-door money lenders, government 

fines and fraud (Betti, 2001). Debt can also be referred as financial distress or 

constraint because of borrowings, whereas credit can also be referred as borrowings. 

Following Kempson et al (2004) the term debt refers to two different situations. 

Firstly, people are said to be indebt if they have fallen behind with the payments on 

their household bills and commitments (Kempsonet al., 2004). This is similar to the 

notion of financially constrained households that is households who are having 

difficulty paying their bills (Cava and Simon, 2005). 

 

The terms liabilities and ‗indebtedness‘ can also be interpreted to the mean the same 

thing as debt for the purposes of this research. Being indebted is seen as normal 

consumer behavior and is inevitable for most households, especially in the early 

stages of the life-cycle (Betti, 2001). For example, a young person or household may 

use debt in a deliberate manner to shift expenditure from one period of their lives to 

another when their income potential may be a lot higher. On the other hand, not all 

use of credit is necessarily informed and planned and may lead to unforeseen 

consequences.  
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From the perspective of the creditor (financial institution in this context) there are 

two types of debt, which are unsecured and secured debt. For the consumer, 

unsecured debt is usually the debt with the higher interest attached to it (i.e. more 

expensive), with the exception of hire purchase, as the creditor does not have 

property or assets attached to the contract that can be repossessed if the debtor 

defaults on their repayments. On the other hand, secured debt like that of a mortgage 

is where the asset is partially owned by the bank until the mortgage is paid off (Del 

Rio and Young, 2006). Unsecured debt is generally more likely to be accessed by 

those in the lower socioeconomic groups as they are often turned down by creditors 

offering more reasonable interest rates. The most common examples of unsecured 

debt are credit cards, personal loans and bank overdrafts. 

 

Interest rate is a cost of borrowing or the price paid for the rental of funds Goacher, 

(1999).Mutasa (2003) defines interest rate as the price of money that is the amount 

that lenders receive when they extend credit. 

2.2Theories Related to Consumer Indebtedness 

One theory which helps to explain why people are inclined to get into debt is the 

life-cycle income model. This model in its most rudimentary form asserts that 

individuals are likely to borrow money when they are younger and save more as 

they get older, and then slowly deplete their financial resources into old age (Betti, 

2001; Chien and Devaney, 2001). The model generally sees debt as a reasonably 

unproblematic phenomenon by which people use debt so as to still have purchasing 

power before their income potential grows in later life. Therefore, as is often the 

case many informed consumers use debt in a constructive manner shifting 
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expenditure from one period of their lives to another without facing overly stifling 

repayments in later life (Bettiat el, 2001) The life-cycle theory also works in relation 

to the idea of 'time preference' which refers to a consumer‘s desire to consume more 

in the present period than their income allows (NolleandMotte, 2005). This 

relatively new attitude to consumption has greatly contributed to the growing 

amount of household debt whereby people are no longer as uncomfortable with high 

levels of debt as long as they expect to increase their income potential over their life-

cycle, and therefore pay off their debts later in life when the disposable income is 

available.  

Because of the inherent uncertainty in a person‘s income which may be prone to 

unforeseeable changes, what may initially be a practical use of credit may become 

unsustainable due to a loss of employment or some other life shock. This example 

shows how with a fully informed consumer, awareness of all important aspects of 

the market and making  rational decisions based on that information can still become 

impractical, given the unpredictability of people‘s financial situation. This means 

that when looking at statistics on debt, one has to be able to look at the situations 

behind someone‘s debt and be able assess whether it is likely to create any long-term 

financial difficulties (Valins, 2004). For example, if a person‘s disposable income 

minus the necessities of life such as rent/mortgage, food and clothing, etc does not 

even allow them to pay off the interest on their debts and then this would be 

considered over-indebtedness whereby the debt was very likely to become a long-

term financial problem. 

In contrast to this theory, one can explain an individual‘s attitudes and behaviors in 

relation to debt, and consequently their likelihood of accessing it by considering that 

―…debtors interpret and negotiate debt in accordance with their socially constructed 
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environments‖ (Wang, 2006, pg. 34). This theory is called the social exchange 

theory and has been proposed by Biggart and Castanias(1988) who assert that 

people‘s economic exchanges are influenced by their social networks which guide 

their financial decision making (as cited in Wang, 2006). This implies that actors are 

not just seen as making economically rational decisions in relation to their potential 

income when accessing debt, as is supported by the life-cycle income model, but are 

instead far more inclined to use their social networks as a reference of how to utilize 

the debt. Therefore, the social exchange theory would interpret individuals with 

more financially developed and knowledgeable peers and families as more likely 

utilize credit in a ‗financially responsible‘ manner. 

2.3PersonalLoans Compared to other Forms of Debt 

In comparison to other major forms of debts some personal loans in some instances 

may, more than any other, represent money spent on assets which are not likely to 

benefit the individuals in the future in the same way as a mortgage, students loans, 

or even hire purchase does. In the case of mortgages and student loans, these 

represent debts which are likely to benefit the debtor in the form of an investment in 

a house or a better job in the future. In stark contrast to this, credit card debt is in 

most cases spent on reasonably expendable goods and services that, due to reduced 

disposable incomes are now often spent on necessities like food and clothing. For 

those who struggle to pay their monthly minimum bills, interest rates may form 

additional outing on their monthly expenses. 
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2.4Over-consumption and the Cultural Influence of Modern Materialism 

Cooper et al (1983) defines savings as the act of postponing current consumption 

such that saving is referred to as abstaining from using all of one‘s current income to 

purchase goods and services. Savings releases, resources for consumption of other 

economic units or for investment by saver or others. 

Household savings is measured by measuring the difference between current 

disposable household income and household expenditure, whereby if expenditure 

exceeds disposable income, then these result in a negative households savings rate 

(Hull, 2003). 

A number of authors have attributed the growth of modern materialism and a 

consumer orientated culture with the declining levels of savings among 

industrialized countries (Watson, 2003). There are a number of definitions of 

materialism but we will focus on one given by Richens and Dawson (1992) who 

simply define it as ‗possession defined success, therefore, if people are increasingly 

predisposed to being partial to this material related perception of achievement, then 

a growing proportion of people will take on debt to spend creating a somewhat 

artificial representation of material wellbeing. From an economist‘s perspective, 

materialism is seen as a desire to consume goods for non-utilitarian reasons; 

therefore meaning that they (materialism) consume for consumptions sake, using 

assets to define their success and status. Similarly Duesenberry‘s theory posits that 

when a materialistic philosophy is applied to people in low-income brackets, there is 

a tendency for them to use wealthier people as a reference group and thus spend 

according to their reference group which is above their spending capacity (1949). 
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Therefore, the increase in a society‘s tendency towards possession defined success 

puts increased pressure on those in the lower income brackets due to a lesser ability 

to fulfill those success criteria, which is likely may be the case with CDA workers as 

people in lower income brackets willingness to take on debt would indicate. 

2.5Normalization of Personal Loans 

The growing competition in the traditional banking market in serving large and 

medium sized firms coupled with a desire of some bank diversify and perceived risk 

free profits are being cited as the reason for the growing interests on personal loans 

by financial houses(Kyando,2007). Consumers are now constantly inundated with 

offers for easy credit from finance companies, but also from other sources such as 

personal loans, and hire purchase, which allow the consumer to delay their payment 

for the goods and services they purchase for an agreed interest rate. Once seen as a 

large burden that should be largely avoided at all costs, debt is now widely 

considered to be an everyday part of life. Therefore, it would seem that allowing 

large amounts of credits to be lent to the consumer has been used to increase the 

spending power of the consumer without increasing their income substantially. This 

means that the possession defined success discussed earlier, which is realized in a 

consumer orientated society is progressed to the point where consumers buying 

power is at its upper limit no longer withheld by the constraints of individuals 

disposable income. 

One of the major instigators of possession defined success and the consumer driven 

culture that exists in our society today is the media, which is intrinsically prone to 

promoting excessive consumption and the importance of material wealth. An article 

by Martha Starr explains this phenomenon of consumer over-consumption, in 
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relation to the US media, arguing that this consumer behavior is mainly due to 

‗representations of consumption behavior in contemporary culture, which works to 

normalize over-consumption, using media that celebrate this kind of irresponsible 

consumer behavior (Starr, 2007). With media like television, print, film and popular 

music contributing to the shaping of what people value, they often contribute 

towards instilling a sense of the importance of material affluence, linking positive 

consequences to the attainment of goods and services that are associated with the 

wealthy modern individual. The possibility of this trend towards a more consumer 

driven society being reversed seems almost inconceivable when one considers the 

growth of advertising, consumerism, and technology which as catalyst for this 

growth. Therefore, there will invariably be a continuation of the pressure by the 

media on consumers to take on more debt and continue to spend conspicuously. 

 

2.6 Unsecured Loan as a Necessity to Supplement Inadequate Income 

Another issue that arises from the use of credit by those in the lower socio-economic 

groups of society is that it can have the effect of hiding some of the more visible 

aspects of poverty, by allowing the poor to look less poverty stricken in some 

respects despite their large hidden debts. An article by Draut points out that to lower 

income families ‗credit is the new safety net for families during times of need and 

hardship (2007). This concept is elaborated further by Scott who says that for the 

poor ―credit subsidizes their insufficient incomes‖ (2007). This means that for those 

who are living close to or below the poverty line, the credit can act as a somewhat 

artificial buffer that can temporarily alleviate poverty by allowing low income 

families to pay for the necessities on high interest loans. Therefore, any temporary 
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buffer effect that the credit card has can only last a certain length of time before 

payment of credit become unsustainable. Once this happens it is not unusual for a 

household to become crippled with debt that their low income does not allow them 

to get out of with any ease. 

2.7Attitudes to Personal Loans and Debt in General 

A number of articles observed changing attitudes to credit and other forms of debt as 

a large contributor to the growth in both these areas. Consumers are now, more than 

ever, willing to use credit as means to finance their current consumption (Chienand 

Devaney, 2001). Although the literature as to what extent it sees attitudes to credits 

as having a direct correlation with how people use credits. Due to these changes in 

people‘s preferred method of payment, there has been a recession in what is referred 

to as the cognitive connect by which consumers do not rationalize that they are 

spending hard earned cash when they take personal loans(Scott, 2007).  

 

Attitudes to credits are also heavily influenced by demographic and socio-economic 

factors that lead to differing levels of acceptance of debts. For example, an 

individual on a high-income is more likely to see debt in a more positive fashion 

because of the relative ease by which they can pay it off. According to studies by 

Mathews and Slocum (1972), high-income consumers were more likely to have 

favorable attitudes to credit than those with lower incomes (ChienandDelaney, 

2001). When we differentiate between different socioeconomic groups in society, 

we can also expect different consumer trends in relation to how the individuals treat 

debt. In the case of those with high socioeconomic status, they are more likely to 

seek financial advice from multiple sources and generally take broader and more 



 

17 

 
sophisticated approaches to personal investments (Bird at el; 1999). In contrast to 

this, the less affluent borrower is less likely to fully understand the conditions of his 

or her credit, and is less inclined to pick the most suitable form of credit for them, if 

in fact any credit option is suitable (Bird at el, 1999). For example, a lot of the 

resources and information on how to escape and control debt is on the internet, 

which most low-income families do not have, excluding them from this much 

needed information. Furthermore, wealthier person‘s social networks are likely to be 

more financially literate and, therefore, their sources of information may be more 

enlightened on the finer details of credit arrangements. 

2.8 Financial Capability/Wellness 

The terms financial wellness and financial capability are used interchangeably in this 

research. Strumpel (1976) contend that financial wellness has evolved from simple 

happiness or general satisfaction with one‘s material or financial situation to 

complicated perception which includes satisfaction with income and income and 

savings, awareness of opportunities, ability to make ends meet, sense of material 

security, and sense of fairness of reward distribution system. Williams (1983) 

theorized economic well-being as a function of material and non-material aspects of 

one‘s situation. To identify economic well-being, she included money income, real 

or full income, and psychic income or perceived adequacy. 
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Draughanat el.(1994) discussed economic well-being as consisting of three 

components: financial adequacy, perceived economic well-being, and satisfaction 

with the level of living. Financial adequacy was an objective assessment of 

adequacy of income to meet overall economic survival. Perceived economic well-

being is defined as subjective assessment of overall economic survival. Satisfaction 

with level of living reflected the perception of ability to meet financial demands for 

needs. The center for financial capability defines financial capability as being able to 

cover monthly expenses with income, tracking spending, planning ahead and saving 

for future, selecting and managing financial products and services, and, gaining and 

exercising financial knowledge. Garman and Forgue (1997) argue that personal 

financial management can be thought of as an important component in financial 

wellness. Personal management is the management of personal and family resources 

to achieve financial success. Financial success is the achievement of financial 

aspirations that are desired, planned, or attempted. It includes (a) financial planning 

under long term financial goals, (b) financial management of income and credit,(c) 

financial practice through purchasing of housing, insurance, automobile, and durable 

and non-durable consumer goods,(d) investment for the future 

(GarmanandForgue,1997). The quest to achieve financial wellness compels many 

household to look for loans so as to make their money work better for them. 

However, not all debts /loans may be good.   
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According to LaToya (2007), some loans may be considered an investment; for 

example, when the loan is used to finance for education or purchase something that 

will increase in value and hence contribute to one‘s overall financial health, then it 

possible that debt is good. Similarly, David (2010) maintains that to achieve 

economic well-being financial literacy is very important. 

2.9 Financial Literacy 

A definition of financial literacy can be split into three connecting parts: (1) 

Competencies, (2) proficiencies, and (3) opportunity and enabling environment. This 

means that a financially literate person must be proficient in a number of 

competencies, and have the opportunity to access finance and become competent 

through experience. Financial literacy increases as more links are established 

between the competencies and proficiencies, and as long as an inclusive financial 

environment exists. The six competencies are: numeracy and money management, 

budgeting and living within means, saving and planning, borrowing and debt 

literacy, choosing financial products, and recourse and self-help. The analysis then 

shifts to consider financial capability, which introduces proficiencies including 

knowledge, ability and skill. 

2.10 Meaning of Financial Literacy 

A number of definitions of financial literacy exist in the literature (David, 2010). At 

its most basic level, financial literacy refers to the knowledge and understanding of 

financial concepts thereby resulting in the ability to make informed, confident and 

effective decisions regarding money. Financial literacy can be defined broadly or 

narrowly. A broad definition of financial literacy adopts an understanding of 

economics and how economic conditions and circumstances affect household 
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decisions (Andrew, 2006). A narrow definition of financial literacy focuses on basic 

money management tools such as budgeting, saving, investing and insurance 

(Natalieet al,2010).It is the narrow view of financial literacy that is particularly 

relevant consumer decisions concerning financial products. The alternative names 

given for financial literacy and financial capability include empowerment financial 

knowledge, and economic literacy. Intended outcome such as lifetime financial 

security, and the skills required to realize those outcomes (Sikwezi,2007) Another 

definition for personal financial literacy is  the ability to read, analyze, manage and 

communicate about the personal financial conditions that affect material wellbeing. 

It includes the ability to discern financial choices, discuss money and financial 

issues without (or despite) discomfort, plan for the future and respond competently 

to life events that affect every day financial decisions, including events in the 

general economy (Lois, 2000). A closer analysis reveals that the definitions explain 

the same thing, just in a different Way. The definitions attempt to define financial 

literacy as a state of understanding about financial resources. This understanding 

equips a person with the knowledge and skills needed to realize financial security 

and thus survive and achieve lifetime well-being. The definitions refer to broad 

outcomes, and explain that financial literacy provides lifetime financial security and 

well-being, and the ability to respond competently to life events, to survive in a 

modern society and to function in society on a daily basis. The common thread of 

financial literacy is positive financial outcomes resulting from proficient competence 

in key financial activities and concepts .Financial literacy is comprised of three 

distinct but dependents components: (1) the key competencies, (2) proficiencies of a 

financially literate person, and (3) the opportunity and enabling environment 

necessary for those competencies and proficiencies to be realized. That is, a 
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financially literate person must be proficient in the key Competencies, and be given 

the opportunity to realize financial literacy and its benefits while having the 

motivation to act (Sandra, 2010). 

2.11 The Key Competencies of Financial Literacy 

Although no universal definition of financial literacy has been accepted in the 

literature, a number of key competencies can be listed to elucidate the meaning of 

financial literacy. A financially literate person should be proficient in the following 

key competencies: 

 Money basics, including numeracy and money management skills; 

 Budgeting, including the ability to keep track of expenses and income; 

 Saving and planning; 

 Borrowing and debt literacy, including knowledge of different types of loans, 

Such as secured and unsecured personal loans, and mortgages, such as fixed 

and variable, as well as positive and negative gearing. Debt literacy concerns 

the required understanding to mitigate debt and repay loans. 

 Understanding financial products, including the ability to determine whether 

independent advice has been or will be given, the ability to decide between. 

Financial advisors not just financial products, understanding product features 

and investment considerations such as risk, return, interest rates, compound 

interest, simple interest, inflation, company features etc., the ability to 

compare products and investments by shopping around, and understanding 

concepts such as diversification and risk minimization. Financial products 

include insurance; and 
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 Recourse and self-help, which denotes whether consumers have the ability to 

protect themselves by understanding dispute resolution procedures, taking 

redress against a financial institution, and being able, where possible, to 

identify and take action against fraudulent schemes. The ability to 

understand financial and legal information is also important. All these 

elements are component parts of financial literacy. Remund (2010) explains 

that based on a review of the literature: the operational definitions of 

financial literacy most commonly used in contemporary research fell within 

four categories – budgeting, saving, borrowing and investing all of which are 

behavior or ability based (Remund, 2010). 

 

These key concepts can be expanded or refined, depending on the elements of sound 

budgeting, saving, borrowing and investing. Huston‘s review identifies at least four 

distinct content areas: (1) money basics, including the money value of time, 

purchasing power and financial accounting concepts; (2) inter temporal transfers of 

resources between time periods including both borrowing, such as the use of credit 

cards, loans and mortgages, and investing, through the use of savings accounts, 

stocks, bonds or mutual funds, and (3) protecting resources through insurance or 

other risk management techniques. As Huston (2010) argues, measures that 

incorporate all content areas are likely to be more accurate. The UK Financial 

Services Authority uses the following key competencies: keeping track, making 

ends meet, planning ahead, choosing products and staying informed (FSA, 2006). 
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2.12 Money Basics 

Money basics relates to the knowledge, skills and understanding required for the 

most essential day to day calculations. These take the form of numeracy and money 

management skills, which includes a broad range of life skills (Maaternet al.2007). 

Essential, day to day, calculations include the cost of purchasing goods, paying bills, 

determining the value of money over time, assessing the value of products, 

understanding the influence of inflation, and calculating interest payable, percentage 

discounts etc. (IEF, 2009). Numeracy and arithmetic skills may be less necessary 

where tools exist in common usage which makes these skills redundant in certain 

transactions. Therefore, skills in money basics also relates to the ability to use tools, 

such as online calculators and websites that compare financial products. Huston 

(2007) argues that lack of arithmetic skills will certainly impact financial literacy 

measures, but available tools (e.g., calculators and computer software) can 

compensate for these deficiencies; thus, information directly related to successfully 

navigating personal finances is a more appropriate focus than numeracy skills for a 

financial literacy measure. Kempson (2010) points out that with calculators now 

being a function of most mobile phones, the ability to calculate mentally may be less 

important than it once was. However, while the process of calculating may be done 

by a machine, numeracy is still vital to understanding what the numbers mean and 

also estimating whether the numbers produced by the machine are accurate. 

2.13 Numeracy 

Numeracy, a skill which allows people to assess the suitability of expenses for 

themselves, is more beneficial than mere knowledge about certain products or 

financial concepts. Financial literacy starts with numeracy. Numeracy is the 
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foundation of considering which financial products are cost effective (Maarten et al, 

2007). Numeracy has been found to play an important role in influencing, saving 

and even budgeting. Higher numeracy has also been linked with higher levels of 

households‘ wealth and good financial decisions, while poor numeracy has been 

linked with unnecessary expenses (Maarten, 2007). 

2.14 Money Management Skills 

Kempson‘s (2009) contents that three core areas that define money management 

skills are: financial control, making ends meet and approaches to financial 

management. Financial control relates to budgeting, keeping records and knowledge 

of daily living costs and the ability to pay. Making ends meet includes a person‘s 

ability to predict times when finances may be low, and to remedy that situation. This 

also includes assessing the ability to maintain spending and keep up with 

commitments. Approaches to financial management relates to impulsiveness during 

spending, using credits instead of cash and general spending patterns that result in 

using more money than is available (Elaine, 2009). 

2.15 Budgeting and Living Within Means 

Under budgeting comes the notion of keeping track of finances and reducing 

unnecessary spending (World Bank, 2008). Budgeting is the most basic and 

effective tool for managing money. What budgeting does is to clearly show how to 

allocate money and present choices on what stuff to enjoy –based on financial 

limitations. It saves from the grief of overspending and being too much in debt. The 

benefits of budgeting includes; giving the person control over money, keeping the 

person focused on money goals, it makes the person aware what is going on his/her 

money, it enables the person to save for expected and unexpected costs, it 
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determines if the person can take debt and how much and it provides the person with 

an early warning for potential problems. 

2.16 Saving and Planning 

While short term savings relate to budgeting, long term savings are relevant to 

retirement and large items required in life such as a house or a car. Superannuation 

is a retirement option that uses investment strategies, so an understanding of 

investment is important. It includes those who save only for an item and those who 

habitually save for a rainy day. This also includes setting aside funds for expected as 

well as unexpected future events, (IEF, 2010). Planning is an important part of 

saving or most financially literate respondents in the surveys (FLF, 2007). Kempson 

(2009) identifies a number of core areas relevant to saving and planning: 

• Provision for an emergency through savings and insurance held; 

• Attitudes to financial planning; 

• Saving and planning for retirement; and 

• Saving and planning for expected expenses. 

 

Provision for an emergency is expressed by way of a hypothetical situation in which 

a household loses the main wage for three months, testing reliance on savings. This 

also includes meeting an unexpected expense, such as a medical bill, illness or 

another unexpected emergency. 
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2.17 Borrowing and Debt Literacy 

Many people take up loans. An indicator of competent borrowing is the loan amount 

relative to earnings, (Monetary Authority of Singapore, 2005). Given that all forms 

of debt stem from loans, debt literacy is a vital aspect of proficient borrowing. 

 

A key competency of a financially literate is the ability to understand debt, and the 

processes involved to avoid it, reduce it, repay it and maintain a good credit rating. It 

relates to competence in using loans (Annamaria, 2009) and responses to debt 

including the ability to determine whether credit is justified (WB, 2008), and the 

inclination to repay debt and bills when they are due (FLF, 2007). Debt illiteracy is, 

therefore, related with over indebtedness, and an inability to reduce existing levels 

of debt (Annamaria, 2009). 

2.18 Understanding Financial Products 

Competence in investing and choosing financial products is a key feature of 

financial literacy. Financial products include shares, managed funds, saving 

accounts, and personal loans and mortgages, and insurances. According to the UK 

financial services authority: a person who makes capable choices is someone who 

collects information on a range of products, compares key features as well as cost, 

identifies risk, and takes an overall view of the product on offer in order to make the 

right choice. This kind of a person will know when to say ‗no‘ to a salesperson and 

when to change providers. They will certainly know the key features of the products 

that they buy. Interestingly, however, it was generally accepted even when this kind 

of highly capable person struggles to understand the terms and conditions in the 
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small print of the products they buy, as they are often not written in plain English 

(FSA, 2006). 

Three criteria are used to choose financial products: safety, liquidity and profitability 

(Bank of Japan, 2002). Further, structuring investments is also important, and this 

includes an understanding of diversification, consolidation (for example, bringing 

together a number of loans into one loan to be repaid) and risk minimization. A 

financially literate and capable person will know where, and how, to get help and 

financial advice (FSA, 2006). This can also include the ability to assess whether the 

advice is independent, and whether the advisor is working on commission based fees 

(Roland, 2010). 

2.19 Recourse and Self Help 

The competency includes the person‘s ability to protect him or herself and it 

concerns both recourse and self-help. In relation to recourse, this includes 

understanding how to resolve disputes with financial institutions, and the legal 

remedies and options available to consumers. This is summarized by the Financial 

Regulator of Ireland as an appreciation of the power of people against financial 

institutions, and an understanding of all avenues of recourse available (World Bank, 

2008). 

 

In relation to self-help, this includes the ability to identify fraudulent schemes, 

interpret financial and legal language and the ability and inclination to read terms 

and conditions (John and Hogarth 2008). It may be that people are too poor or 

lacking in motivation to review all the information and make an informed decision 

(John and Hogarth, 2008). However, people should have the confidence and ability 



 

28 

 
to take action and seek assistance when difficulties arise (John and Hogarth, 2008). 

This includes knowing where to go for help. Effective recourse and self-help is 

made possible by a consumer‘s awareness of institutions and the way those 

institutions are structured. An awareness of the institutional framework of financial 

markets and institutions is important because understanding bureaucracy increases 

the ability to resolve disputes and act proactively. This can be summarized as 

competence in navigating institutions and bureaucracy, and knowing where to 

complain (Chiara, 2010). 

2.20 Financial Literacy Linked to Financial Capability 

All the above competencies are necessary for financial literacy, but these 

competencies also require a degree of proficiency. Thus, a financially literate person 

must be proficient in the key competencies, having proficient knowledge, ability, 

skill and experience in the key competencies. This is assisted by positive attitudes 

about money and context which allows the exercise and acquisition of the key 

competencies. The components of financial literacy go beyond knowledge, to 

encompass abilities, skills, motivations, competence and understanding (Roland, 

2008). 

2.21 Knowledge 

An important aspect of proficiency is the person‘s level of financial knowledge. This 

refers to a person‘s knowledge of the competencies. Understanding foundation of 

economic concepts is an example of financial knowledge. This can include the 

influence of inflation, the value of money over time, whether a product will retain its 

value and opportunity cost (World Bank, 2008).  
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Huston (2009) argues that financial literacy includes knowledge and proper 

application. The UK treasury has noted that financially capable consumers plan 

ahead, find and use information, know when to seek advice and can understand and 

act on this advice, leading to greater participation in the financial services market. 

However, knowledge cannot be usefully applied without relevant skills.   

2.22 Skills and Confidence 

A financially capable person possesses all the skills necessary to effectively manage 

finances to achieve well-being, and this includes communication skills, interpersonal 

skills, reading skills, mathematical and computational skills, etc. The definition of 

financial literacy adopted in the United States by the Jump start coalition is as 

follows: 

 

Financial literacy is the ability to use knowledge and skills to manage financial 

resources effectively for a lifetime of financial well-being (Remund, 2000). 

Financial literacy means having the knowledge, skills and confidence to make 

responsible financial decisions. The many conceptual definitions of financial literacy 

fall into five categories: (1) knowledge of financial concepts, (2) ability to 

communicate about financial concepts, (3) aptitude in managing personal finances, 

(4) skill in making appropriate financial decisions and (5) confidence in planning 

effectively for future financial needs. Financial literacy, therefore, requires 

communication skills. It includes the ability to apply knowledge and to 

communicate that knowledge, and making financial literacy vital to effective 

decision making. This decision making process is assisted with the aptitude to 

understand the complex nature of financial products and finances including the 
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ability and understanding to manage finances. This understanding is made possible 

by the‖ skill‖ necessary to make informed, successful and intelligent financial 

decisions from that knowledge. These skills have even been extended to critical 

thinking skills and decision making, with the ability to distinguish a favorable path 

from an unfavorable path depending on one‘s own needs. Skillfulness can enhance 

confidence, although not all scholars integrate confidence in financial planning into 

the financial literacy equation. 

2.23 The Benefits of Financial Literacy 

Financial literacy is important because it benefits consumers, the financial system 

and the economy. Financial literacy causes consumers to behave in a particular way, 

and develop particular attitudes concerning money. The microeconomic benefits to 

the household extend out to produce macroeconomic benefits for the economy and 

the financial system. 

 

(a) The Benefits to Consumers 

Financial literacy gives consumers and households the knowledge and skills 

necessary to assess the suitability of financial products and investments. This 

translates into a number of benefits (Tullio, 2010).  

 

(b) Increased Saving and Retirement Planning 

Financially literate people have a greater capacity to save for retirement and do so. 

This is achieved by financial efficiency which results in saving money, making an 

effort to set aside money and an enhanced ability to set realistic retirement goals and 

select suitable investments to realize those retirement goals. Tullio (2010) asserts 



 

31 

 
that a better-informed consumer will save for the future, for retirement and for 

unforeseen circumstances and emergencies. For example, one study found that 

members of the armed forces who had financial education were more inclined to 

save regularly, possess a savings account and pay off credit cards (Catherin, 2009). 

Saving behavior is particularly important for Australia, given that a third of 

Australians surveyed by ANZ expressed their view that superannuation alone would 

be insufficient to fund retirement (Suncorp, 2010). Low levels of financial literacy 

are linked with lower long term savings, such as for retirement or superannuation. 

Kempson and Finney (2008) identify three types of savers: (1) rainy day savers who 

save regularly (3) instrumental savers who save for a purpose and (3) non-savers, of 

which there are very few people. They propose that with the correct education, non-

savers can become instrumental savers, and instrumental savers can become rainy 

day savers. 

(c) More Realistic Assessments of Financial Knowledge by Consumers 

Financial education ensures that people have a realistic view of their own financial 

knowledge and accordingly approach investments and financial decisions with the 

caution that their particular level of understanding warrants (Gallery, 2010) 

(d) Life Skills and Bargaining Power 

The realization of good financial behavior is achieved through the development of 

knowledge and skills, which provides the basis for making informed decisions, 

(Haiyang, 1998). A skillful and knowledgeable person with good attitudes is in the 

best position to make the most of life‘s opportunities and to budget and plan 

spending (Catherine at el 2008). Financial education can help children to understand 

the value of money and teach them about budgeting and saving. It can give students 

and young people important skills for independent living, for example in managing 
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and repaying student loans. It can assist adults in planning for major events like 

buying a home or becoming parents. 

 

The European Commission has recognized that financial literacy gives consumers 

greater bargaining power through understanding finance and terms in consumer 

contracts. As a result, consumers can gain better deals and demand more from 

service providers (European Commission, 2008). In light of the fact that contact 

with financial institutions is necessary for a normally productive and enjoyable life, 

the ability to understand financial institutions and the products they offer are 

important benefit of financial literacy. 

 

(e) Financial Efficiency 

Financial literacy results in financial efficiency. This refers to the use of financial 

products and investing without waste and unnecessary costs. Financial literacy, 

therefore, gives consumers the ability to live more efficiently, without unnecessary 

costs and waste (Tullio, 2010). Rajat (2007) explains that financial literacy allows 

people to increase and better manage their earnings and, therefore, better manage 

their life events like education, illness, job loss, or retirement. Financial efficiency 

can include selecting the best value product on the market, and paying the lowest 

possible price on the market for a particular product or service. Financial efficiency 

is achieved by comparison shopping, an attribute of financially literate consumers. 

Comparison shopping leads to savings by purchasing the best value products 

(Malcom, 2007). 

People who understand financial issues make better choices of financial services for 

their particular needs, they are less likely to purchase products they do not need, be 
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tied into products that they do not understand, or take risks that could drive them 

into financial difficulty (European Commission, 2010). This means that financial 

literacy should result in much more than realizing financial goals (Keith, 2008). 

Realizing financial goals lifetime utility (the optimal enjoyment of life) at the lowest 

possible price is the result of financial literacy. That is, behavior that does not result 

in unnecessary expenses, such as delayed credit card bills payments, choosing the 

wrong financial product or paying higher interest rates, etc. (Catherine at el., 2009). 

The Assistant Governor of the Reserve Bank of Australia has associated financial 

illiteracy with the spiraling debt problem impacting consumers who have a ‗buy 

now, pay later‘ credit mentality (Keith, 2008) .This relates to the efficient use of 

money, and being able to function with the least possible unnecessary expense. This 

results in more disposable income and greater money to spend, save and invest 

(Thomas, 1997) which translates to a better quality of life. 

 

(f) Lifetime Utility and Financial Wellbeing 

Keith (2008) describes the costs of financially illiteracy quite broadly: a far lower 

standard of living than was otherwise achievable .The end result of financial 

literacy, on the other hand, is a lifetime of financial well-being or realizing financial 

goals and healthy household balance sheets.42 This is achieved through financial 

efficiency, realized by financially literate consumers. Measures of financial 

wellbeing include increases in wealth, income, savings, improved credit ratings, 

manageable debt relative to assets, home ownership, accumulating retirement 

savings and an investment portfolio that reflects the needs of the consumer. Cole and 

Fernando (2007) write: 
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A compelling body of evidence demonstrates a strong association 

between financial literacy and household well-being. Survey after 

survey shows that households that demonstrate low levels of 

financial literacy are those that tend not to plan for retirement, 

borrow at high interest rates, and acquire fewer assets. 

 

(g) Active Debt Management 

Financial efficiency is linked with debt literacy, which includes financial knowledge 

of debt and how best to avoid and manage debt. According to Lusardi (2008), debt 

illiteracy can be linked to a number of high cost financial experiences, such as 

borrowing on credit, using pay day lending or pawn shops. Debt literacy results in 

selecting products which are needed, while avoiding unnecessary products which 

increase costs. Understanding where to get help is the first step in remedying debt, 

and, therefore, knowledge of this process is important in preventing, mitigating and 

repaying debt. 

 

(h)Activity in Financial Markets 

Financially literate consumers possess more financial products and are productive 

investors. Limited financial market participation, or inertia, may be a consequence 

of low levels of financial literacy (ShawnandFernando 2008).  People with low 

levels of financial literacy are significantly less likely to hold shares and stocks 

(Maaternet al. 2007). This limited financial market participation can result from a 

lack of knowledge about finance that makes a person unlikely to be financially 

active, such as to open a bank account. Financial literacy not only enhances 

participation, but also encourages sound investment strategies such as diversification 
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(Tullio, 2010). The assumption is that financial illiteracy causes anxiety when 

dealing with financial products accordingly; financially illiterate people avoid 

financial products which are perceived to be difficult to understand. As a result, the 

optimal approach for a person who is financially illiterate is to abstain from market 

participation, and avoid purchasing costly products or borrowing. However, in the 

long term financial exclusion may be extremely costly and cause a person to miss 

the benefits and opportunities of the financial system. 

 

(I)Investing and Choosing the Right Financial Products with Confidence 

A financially literate consumer will be more confident when making decisions about 

finance, thereby increasing participation in the market. Financial literacy can 

influence the types of products selected, and the types of investments made. The fast 

moving nature of financial markets means that individuals who understand product 

features and market environments are best placed to make an informed decision 

about their financial needs. Financial education can contribute to financial stability 

by helping consumers to choose appropriate products and services, leading to lower 

default rates, for instance on loans and mortgages, and more diversified and 

therefore safer saving and investment (European Commission, 2007). 

 

This also leads to consumers avoiding unnecessary costs. An improved 

understanding of financial products and services develops greater financial 

confidence in consumers, who select the most appropriate products and organize 

those products (such as by diversification strategies, for example) in the best 

possible way. 
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(j)Consumer Rights and Regulatory Intervention 

Education in consumer laws and fraudulent schemes is a component of financial 

literacy. This knowledge gives people the tools and understanding to identify and 

avoid fraudulent schemes and reduce the severity of falling victim to such schemes 

(European commission, 1997). This translates into lower levels of regulatory 

intervention because consumers are better able to take care of themselves. 

Financially capable person ‗knows where to go for help (Robbert, 2010).  

 

(k) The Benefits to the Financial System and the Economy 

Financially literate consumers can also create a more competitive, innovative, safe, 

stable, accessible, disciplined and liquid financial system and markets. 

 

(l) Greater Competition, Innovation and Quality Products 

Financially literate consumers are more financially efficient. Seeking and purchasing 

better, cheaper and more appropriate products and services can drive efficiencies in 

the financial industry (European Commission, 2007). This leads to increased 

competition, better quality products, and greater innovation and diversity in the 

market. Knowledge of consumer rights and contracts also allows consumers to 

evaluate products more carefully and as a result demand more from suppliers. 

 

(i) Market Discipline 

Hall promotes the view that financial literacy bolsters market discipline, which is the 

collective consumer influence on financial institutional behavior, making these 

institutions ‗more likely to operate in a safe, sound and efficient manner‘. The 

rationale for this stems from transparency and the ability to filter good from bad 
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financial institutions: Certainly, if there is enough transparency in the financial 

system so that customers are both knowledgeable and well-informed, it does seem 

reasonable to predict that they will direct their business away from riskier, poorly 

run financial institutions to those that are better managed (Keith, 2008).As a result, 

better informed consumers are collectively able to influence the ways that financial 

institutions are managed, and thus reward those institutions which offer better 

quality products and services, at the best value. 

 

(ii) Coverage of Risk 

Financially literate consumers have a greater appreciation of risk and, therefore, the 

problem of under coverage of risk (European microfinance Network, 2010), is not as 

prevalent as in markets in which people are not financially educated. A greater 

appreciation of risk translates into the purchasing of appropriate insurance and 

careful investment decisions; therefore reducing the burden on the financial system 

from under coverage of risk and underinsured ventures, reducing costly 

insolvencies, bankruptcies and business inefficiency. 

 

 (iii) Self-funding of Retirement 

The increased saving and retirement planning resulting from increased financial 

literacy also has positive effects on the financial system and economy, by reducing 

the burden on the state to provide pensions and government funding for people 

experiencing financial hardship. Instead, people are more willing to build wealth 

during their working lives to fund retirement. 
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(iv)Overcoming “Procyclicality” in Lending 

Financial institutions and banks tend to be myopic in lending decisions, being 

flexible in good economic times only to tighten lending when the economic climate 

turns bad. This is known as ―procyclicality,‖ and it can have significant negative 

effects on highly leveraged borrower who do not plan for the changed cycle and 

therefore default in harsh economic times. Hall explains: 

In a financially educated society borrowers will be less likely to 

take on more debt just because credit is cheap and freely available. 

As a result, they will have a far better chance of riding out an 

economic downturn without defaulting on their debt repayments – 

which, in turn, will help minimize the bad debt experience of 

financial institutions and, by doing so, help bolster the stability of 

the financial system, (Keith, 2008).As a result, financially literate 

consumers will understand cyclical changes in the financial 

markets, and will borrow and invest accordingly, while also being 

resilient in harsh economic times. 

 

(v)The Benefits to the Community 

Financial literacy also has considerable benefits to the community, in particular 

enhancing inclusion in the financial markets and increasing the awareness by the 

public of financial issues, thereby creating an informed citizenry which can evaluate 

the appropriateness of government financial policies. 
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(vi)Financial Inclusion   

Greater financial understanding and knowledge allows those members of society 

who are otherwise excluded the opportunity to use financial products and services. 

For example, knowledge of a term deposit may prompt a person to earn more 

interest, whereas no knowledge of the existence of such a product will result in less 

interest being earned and an opportunity lost. Financially, literacy provides the 

understanding required to access particular products which allows people to borrow 

and become financially active. Those who have received some form of education on 

financial matters are far more likely to be engaged with the mainstream financial 

industry, and they do not have to rely on higher-cost and higher risk fringe providers 

or loan sharks. It can encourage citizens, even those on low incomes, to plan and 

save some part of their incomes. It can help to develop the skills to form the 

financiers of tomorrow (European Union Communication, 2007). Financial literacy, 

therefore, increases social inclusion, and gives people the knowledge to avoid highly 

priced, unconventional and riskier forms of credit and financial products. 

 

(vii) Government Financial Policies 

Financially literate people are also able to better assess financial polices of 

governments and the actions of financial institutions. This creates better informed 

citizens who are able to make sense of policy reform to the financial sector. For 

example: ‗Financial literacy promotes understanding and acceptance of important 

political reforms, such as health care or pension reforms‘ (Rajat, 2007). While many 

political reforms are highly complex, transparent financial sector reforms which can 

be understood by an informed public are important because they give the public the 

ability to critique government policies  
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2.25 The Causal Link from Financial Literacy to Positive Financial Behaviour 

Financial knowledge and literacy promotes particular forms of positive financial 

behavior. However, particular behaviors (such as investing) or situations (acquiring 

wealth, joining the family business, etc.) result in market experience, and this can 

also promote higher levels of financial literacy (Lisa et al., 2008). It is important to 

establish the link between financial literacy and good financial behavior to elucidate 

the benefits of financially literate consumers. Because financial literacy has become 

increasingly important for the economic wellbeing of the nation‘s future (Rajat, 

2007), It is important that it can be explicitly linked with financial behavior and 

hence financial success and sustainability. 

 

Figure 1: Analytical Frame work:  The Variables that Influence Financial Behaviors 

 

2.26 Good Loans and Bad Loans 

Just like there are good loans, there are bad loans too (LaToya, 2007). For example, 

when loan is used to finance things that can be consumed, this kind of debt may 
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create an unhealthy financial situation and hence create financial troubles. 

According to LaToya (2007), sometimes it makes sense to borrow but a lot of time it 

doesn‘t. They would be borrower should, therefore do the following:  

 Thinking carefully before borrowing. Is borrowing made for an essentials 

need or just a ―nice‘‘ to have? 

 Time factor should be considered. Can the borrower take the time save the 

money or is the need immediate? 

 The borrower should do his homework? Learn as much as he/she can about 

different lenders and the personal loans they offer before choosing   a loan. 

 Size up their options.  Interest rates should be compared, repayment terms, 

fees and types of loans before making a decision. 

 The borrower should ask questions. There is no such  as a silly question 

where your finances are concerned 

 Know what they can afford. Before decision to apply for a personal loan, the 

borrower should make an in depth review of his/her financial situation. How 

much do he/she make each month? How much do pay out for bills and other 

expenses? Are there any big financial changes on the horizon? 

 In hard times, do they talk to the lender first? If you have difficulty keeping 

up with your personal loans payments, talk to his/her lender right away. Most 

lenders are willing to put together a repayment plan to help you with the 

situation. Protect the good credit. The number or rule for good financial 

health is to always make personal loan payments on time. 
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2.27   Attitudes of Workers towards Personal Loans 

According to Muhammad (1996), who first conceptualized the Grameen Bank of 

Bangladesh, self-employment is more dignified than wage employment in terrible 

conditions to move out of the poverty cycle (Wright, 2000). Wage employment, 

however unpleasant it can be in developing nations, is often seen as a necessary step 

of development and capital accumulation for economists focusing on top down 

development approaches (Lal, 1985). 

 

Workers travel the pathways of life experiencing a number of normal events that 

cause financial stress, such as moving from one home to another, hospitalization for 

an injury or illness, marriage, death of family members, and occasional loss of 

income while between jobs. Many of these events which occur normally negatively 

impact one's personal and family finances. These events, while common, also cause 

stress in people's lives. A study conducted by Elizabeth Finn care in UK in 1997 

found out that; 

 

•       Low-earning employees can face multiple challenges in relation to their 

finances that have the potential to negatively impact on their wellbeing and 

work and home lives. In the present study some employees were struggling 

with debt, which was both a practical drain on their income as well as 

described as being psychologically draining. Employees talked about how it 

had a negative impact on their wellbeing to constantly live so close to the 

edge of their means, in addition to reducing money for personal spending, 

leisure activities and savings. Of course, not all employees were experiencing 

difficulties. However, for all lower-earning employees it is possible that they 
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may find themselves unexpectedly in a vulnerable financial position should 

they face a drop in income or large one-off expense. 

 

•       The majority of interviewees in the study said they would turn to personal 

loans including credit card debts and some would turn to their friends or 

family if they were struggling financially.  

 

The concept of using personal loans as an effective tool to fight poverty arouse with 

the history of loans itself; however as for the case of employees, there are two points 

of focus: The relationship between employee and poverty and the impact of loans on 

poverty alleviation and income generation. 

2.28   Personal Loans Impact on Poverty Alleviation 

A system of credit provision is a sine qua non for capitalist development. 

Entrepreneur‘s need credit to begin their organizations, and generally need credit 

throughout the life of their enterprises to fill the lag between purchasing inputs and 

receiving payment for outputs‖ (Roth, 1997). 

The primary purpose of all credit programs is to raise the living standards of the 

beneficiaries, their families and their communities (Levistsky, 1993). 

According to Microfinance Development strategy—ADB.org 

(www.adb.org/microfinance) Personal loans when borrowed smartly, results in the 

following impact on poverty: 

 Higher income 

 More diversified income sources 

http://www.adb.org/
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 Less volatile income in household consumption 

 Increased housed consumption 

 Better education for children 

 Severity of poverty is reduced 

 Empowerment reduce social exclusion 

 

Boitumiloet al, (1995) contend that in order for the credit to influence income 

activities and hence poverty alleviation, the following need to be addressed: 

 Education and training 

 Borrowing arrangements 

 Business supervision 

 Awareness creation 

 Confidence building 

 Follow up 

 Marketing 

 Resource mobilization 

 Business environment 

Awareness and confidence building needs to be given significant attention this is 

crucial in the process of empowerment. 

According to EAC/ATRW (1990) studies done in Ethiopia, Rwanda, and Uganda to 

study the access to credits in the countries identified a number of problems. These 

include: 

-loan size and repayment schedules; 
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-lack of entrepreneurial skills; 

-lack of loan negotiation skills; 

-banking restrictions; 

-social customs; and 

-lack of collateral. 

The above problems need to be addressed in order to guarantee full and prosperous 

business involvement. According to Hulme and Mosley (ibid), households need a 

minimum of economic characteristics in order to use loans successfully. These 

characteristics include the following: 

 

 Existence of a reliable income; 

 Freedom from pressing debt; 

 Sufficient health to avoid incapacitating illness; 

 Freedom from imminent contingencies; 

 Sufficient resources to cope with problems when they arise; and 

 Household creditworthiness. 

According to Kiyosaki(1997), Rich dad, Poor dad; good debt is that which puts 

money in your pocket every month; and bad debt is that takes money from your 

pocket every month. 

 

 

 (a) The Community Economic Impact of Loans 
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Loan programs impact the local economy in at least two important ways: directly 

and through induced effects (World Bank, 2006). 

 

(i) Direct Economic Impact 

Loans directly impact the local economy in two ways: 

 

(1) through purchases of goods and services from local merchants by the 

program itself; 

(2)  Through purchases of goods and services from local merchants by 

employees and through purchases of raw materials, working capital, 

equipment, or other enterprise or non-enterprise related items from local 

merchants by loan recipients. 

 

(ii)Induced Economic Impact 

Loans also have a variety of induced or consumption impacts on local economies. 

When bank clients spend their loan proceeds within the local community, these 

spending sets off a chain of secondary, tertiary, etc., expenditures that filter through 

the local economy cause increased overall spending much greater than the initial 

spending. Such increases are known as income multipliers (Pronyk, et al. 2006).  

Technically the income multiplier as the total change in income earned by all 

workers in the local economy resulting from an exogenous change in investment, 

consumption expenditures, government spending, and so forth. Income multipliers 

work in the following way. 
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Person ‗A‘ takes a loan and spends her loan in the local economy. This creates 

demand for local goods and services. In doing so, Person ‗A‘ creates employment 

and income for person ‗B‘. Person ‗B‘ next spends her income on goods and 

services, thus creating additional demand that results in employment and income for 

person ‗C‘. Person ‗C‘ in turn spends her income, and so on it goes. The same 

process ensues when another worker makes direct expenditures from loan proceeds 

within the community. The increase in local expenditures and income, however, is 

not infinite.  

 

A portion of spending at each cycle leaks out through either savings or spending in 

another community, and the chain of new income and spending eventually 

dissipates. The speed at which the income and expenditure chain dissipates is 

primarily a function of how much leakage occurs at each stage. More leakage results 

in quicker dissipation and a smaller multiplier, while less leakage results in slower 

dissipation and a larger multiplier. ―Community economic impact,‖ defined here as 

the direct and induced impact of the loans on local economic activity. The concept 

of community economic impact captures the fact that any organization that engages 

in commercial transactions—for example, that buys supplies, equipment, or 

inventory from local merchants—or pays salaries to its employees, or makes loans 

to local residents will have some impact on the local economy. This impact can 

range from very small to very large, depending on a variety of factors, such as the 

size of the organization, the amount it and its employees spend in the local economy, 

the extent and nature of local competition, and the expenditure leakage outside the 

local economy. The benefits of microfinance programs are economic as well as 

social; that the economic benefits of microfinance programs extend beyond program 
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beneficiaries into the wider local community; that these economic benefits can be 

non-trivial by themselves and are quite possibly significant in the aggregate. 

 

(b) Personal Loans and Asset Creation 

Asset creation is also a main element and indicator to estimate the poverty of the 

people. Microfinance institutions also give loans to purchase assets. Women acquire 

credit for purchasing sewing machines, knitting machines, etc. and the male clients 

normally take loan for raising animals, opening new business activities or for the 

working capital need of the existing business. Finance institutions offer a wide range 

of products and services to its clients, one of them is buying car, house construction 

finishing, buying furniture, computers, livestock loan from which the clients can 

purchase sheep, goats, buffalos or any other livestock to earn their livelihood. As the 

income and savings of the client increases, they purchase more assets for their need 

or to enhance their earning capacity.  

 

Hulme and Mosley (1996) stated that when loans and increase in assets are 

associated with each other, and loaners are encouraged to go for savings activities 

and when the clients are to be facilitated to invest in income generating activities 

which are comparatively lower riskier; the vulnerability of the poor is reduced and 

their poverty situation improves. In Uganda after three years of microfinance 

programs, studies show that there was significant increase in assets, savings as 

compared to non-participants of the program and they earned more profits from their 

micro businesses, Barnes, (2001). Kim et al. (2006) observed, in South Africa, that 

there is an increase in household assets after 2 years of participation in microfinance 

program. Pitt (1996) and Khandker (1998) suggested that there is a positive 
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relationship between credit and human development and their tangible assets. 

Mosely and Hulme (1998) observed that the income of the borrower improve the 

position of assets owned. 

(c) Education 

McCulloch et al, (2009) contend that by improving education of the poor 

particularly of the household heads, can lead towards reduction in poverty since it 

can help people make useful strategies for income generation. Without or with low 

education these strategies cannot be formulated effectively. Wood and Sharif( 1997) 

reported that the inferior health and education are the constraints for extremely 

poverty due to these constraints the poor cannot take part in high return activities 

because of time period and limited resources.  

 

Herz and Tzannatos (1998) concluded that education is one of the strongest 

indicators, at a household level of income and poverty. The lower level of education 

leads the household towards greater, vulnerability to income-poverty. Further it is 

suggested that it is not necessary that the education compensate for disadvantages 

associated with working in low-wage environments in which the poor are often 

discriminated against, but it can increase relative earning power as there is automatic 

association between education and income. 

2.29 Tanzania National Microfinance Policy, Mkukuta I and Mkukuta II 

In Africa there are many community-oriented policies and programs which 

incorporate different objectives related to economic development, national 

development, nation building or simply development. Most of these policies and 
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programs were or are designed to improve the socio-economic conditions/well-being 

of the country population.  

 

In Tanzania, in the year 2000 the government issued a National microfinance policy. 

The need for this policy was necessitated by the fact that the majority of Tanzanians 

whose incomes are very low, access to financial services offers a possibility of 

managing scarce household and enterprise resources more efficiently, protection 

against risks, provision for the future, and taking advantage of investment 

opportunities, for economic returns. Financial services allow higher standard of 

living to be achieved with the same resources, while, for enterprises and farmers, 

financial services can facilitate the pursuit of income growth, the policy further 

argues nearly all households need to save to protect themselves against periods of 

low income or specific emergences and to cover large anticipated expenses like 

school fees. The overall objective of the policy is to establish a basis for the 

evolution of an efficient and effective micro financial system in the country and 

thereby contribute to the economic growth and reduction of poverty. Microfinance 

program, the Mkukuta I and Mkukuta II, has been viewed as a unique program for 

the reduction of vulnerability, and hence the achievement of the millennium 

developmental goals (Adamu, 2007). Microfinance allows poor people to diversify 

and increase income sources, the essential path out of hunger. Diversification makes 

people more resilient to external shocks. 

The microfinance policy and the Mkukuta I and Mkukuta II ray the intervention 

strategy for insuring a creation of a middle class society in Tanzania. The 

intervention primarily involves credit services; the supply of loans, savings and 

other basic financial services to the poor. The bank offers an array of products in 
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order to meet the needs of its target market. The services include micro individual 

loans, solidarity group lending, and salary loans for low income workers, savings 

accounts, money transfer. Services of DCB are designed to meet demand driven 

financial services to the poor. Clients increase their income by the way of starting 

new business, expanding their existing business or utilize the loan amount for any 

productive purpose, so that the income of the clients increases. 

 

2.30 Conceptual Frame work 

 Conceptual frame work is setting of two or more interrelated concepts that present a 

systematic view of a phenomenon that helps to explain it and make predictions 

about the phenomenon. The conceptual framework will be used to give coherence 

throughout the research design and process (Engesrom, 2001). The model used 

below was developed by the researcher.  

Poverty avoidance or mitigation involves the use of loans to meet household 

substance needs, to fill a safety net function in times of emergency, or to serve as a 

gap filler in seasonal periods of low income in order to lessen the degree of poverty 

experience or to avoid falling into income poverty,(Sundeline,2007,p 22).Poverty 

elimination refers to the use of loans to help lift the household out of poverty by 

functioning as a source of savings, investment ,accumulation, asset building and 

lasting increase in income and well-being. 

The diagram below depicts the relationships between poverty elimination and loans 

and associated outcomes. Loans provide exist from poverty via investment, 

accumulation, savings and asset creation which results into higher standard of living, 

higher income, reduced vulnerability, better health care and better education and 
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high income means high household demand for goods and services. High incomes 

have a multiplier effect on poverty and hence the workers get empowered. 
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Figure 2:   Conceptual Framework of the study 
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.1Introduction 

This chapter explains the  methods that were employed in data collection, analysis 

and interpretation which include research design, study area, the population sample 

and sampling procedures, sampling frame and size, data collection methods and data 

analysis arrangement, reliability and validity, ethical issues were well thought-out. 

3.2Research Approach 

The study utilized both qualitative and quantitative approach of research so as to 

complement each other. A qualitative approach intends to present facts concerning 

the nature and status of the situation. In addition, that approach helped to describe 

present conditions, events or system based on the impression or reactions of the 

respondent of the research in narrative way (Creswell, 1994). At the same time, 

quantitative approach was useful in drawing conclusion on situation under study. 

This approach helped to collect quantifiable data where by quantitative and 

qualitative methods worked well together. For example, quantitative methods can 

show, before and after tests, what change has occurred in term of numbers; and, by 

surveys, how generally and frequently it occurred. Qualitative methods can reveal, 

in fine detail, just how change occurred in day-to-day activities, negotiations and 

decisions. 

3.3Research Design 

Research design is an arrangement of conditions for collection and analysis of data 

in a manner that aims to combine relevance with the research purpose, to constitute 
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the blue print for the collection, measurement and analysis of data (Kothari, 

2003).Also research design is the scheme outline or plan that is used to generate 

answers to research questions as explained by Orodho (2003). 

 

Descriptive design are studies concerned with describing the characteristics of 

particular individuals or a group or situations, this was used in this study so as to get 

usefully information on the process application ,and use of personal loans. The 

major purpose of descriptive research is description of status of affairs exist. 

Analytical researches use facts or information already available and analyze them to 

make a critical evaluation of materials. 

3.4 Study Area 

Dodoma Region lies at 4
0
 to 7

0
Latitude South and 35

0
 to 37

0
Longitude East. It is a 

region located in central Tanzania and is bordered by four regions namely: Manyara 

in the North, Morogoro in the East, Iringa in the South and Singida in the West. 

Large part of the region is a plateau rising gradually from some 830 meters in Bahi 

Swamps to 2000 meters above sea level in the north highlands of Kondoa 

District.(www.nationalgeographic.com/dodoma region) 

Infrastructure in Dodoma is rapidly developing. New roads and highways are being 

constructed to connect Dodoma with other regions in the country. Small private 

aircrafts operate from the airport located in town center, which is managed by 

Mission Aviation Fellowship.  

Dodoma, in addition to being the site of the regional administration, it is the capital 

city of the URT and is the home to the parliament of the URT and other numerous 

institutions such as the University of Dodoma, St. Jon‘s University of Tanzania, 

http://www.nationalgeographic.com/dodoma
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College of Business Education, Institute of Rural Planning and Capital Development 

Authority. 

 

 

Figure 3: Map of Dodoma Region (Source: Tanzania National Website) 

3.5Sampling Site: Capital Development Authority 

The study was carried out in Dodoma Town at the Capital Development Authority 

offices which are at the center of Dodoma municipality. The Capital Development 

Authority was established through a presidential decree early in the 1970‘s by 

Mwalimu Julius KambarageNyerere, the then President of Tanzania. The Authority 

has been entrusted with the responsibility of ensuring proper planning and 
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development of the city through surveying and allocating plots to different 

developers. 

Capital Development Authority is a parastatal organization under the Prime 

Minister‘s Office. Capital Development Authority, with three hundred and fifty 

employees, is the next biggest employer in Dodoma proceeded by the University of 

Dodoma. Administratively, the organization is divided into six directorates, namely 

Directorate of Finance and Administration, Directorate of Planning, Directorate of 

Estate Development, Directorate of Environment, Director General Office and 

Directorate of Engineering and Construction. With the exception of the Directorate 

of Finance and Administration which is manned by supporting staff, other 

Directorates are technical and are staffed by well trained personnel who are well 

paid than their counter part in the Directorate of Finance and Administration.  

Historically, the CDA employees used to get paid same salary scale as other 

parastatal organization; however, due to high staff turnover there is a move to revise 

favorably the salary scales so as to curb the problem. 

3.6Justification for Selecting the Sampling Site 

Capital Development Authority was selected for the study due to the following 

considerations: The organization has a large number of employees of different levels 

of education who, in most case, were thought to portray a true picture of the 

behaviours of most Tanzania workers who take loans. In addition, the Capital 

Development Authority is among the first organizations in Dodoma to guarantee its 

workers to get personal loans. It was, therefore, thought that the Capital 

Development Authority management and workers have enough experience in 

dealing with loans and will provide relevant information for this study. Other 
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considerations include convenience time and financial issues on the part of the 

researcher as he is the employee of CDA. 

3.7 Sampling technique 

In order to save time and costs, 10% of employees from each department were 

drawn from the CDA general employees file. The sample size was, therefore, 41 

employees from CDA and three Bankers (loan officers) who were purposely drawn 

from the banks in Dodoma and by virtue of their positions. The bankers participated 

in this study were from NBC, NMB and CRDB. In selecting the sample, 

consideration was on the type of population, sample unit and the size of workers 

population. 

 

Table 1: Summary of the sampled departments and actual number of 

respondents selected 

Directorate Number of respondents 

1.  Director General‘s office 3 

2.  Directorate of Finance and Administration 18 

3.  Directorate of Environment Management 5 

4.  Directorate of Estate development 6 

5.  Directorate of engineering and construction 5 

6.  Directorate of planning 4 

7.  Bank officials 3 

Total 44 

Source: Field Data, 2012 
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3.8 Sampling Procedure 

Both probability and non-probability sampling procedures was adopted. Multi stage 

sampling procedure was used whereby the first stage was to identify the study 

population from each department. Then eleven point seven percent (11.7%) of 

employees was identified systematically and then purposive sampling technique was 

used to select respondents based on gender, age and education level. Three bank 

officials were purposely sampled where a loan officer from each bank (NBC, NMB, 

and CRDB) were used in the study . 

3.8Sampling Frame 

The CDA workers population studied included 350 employees. The sampled 

participants were drawn from the list of employees in each Directorate of the Capital 

Development Authority. 

Table 2: Directorates of the CDA 

Department Name Number of workers 

Director general‘s office 12 

Directorate of finance and Administration 177 

Director of Estate Development 55 

Directorate of Planning 25 

Directorate of Environment Management 48 

Directorate of Engineering and Construction 33 

Total 350 

Source: Capital Development Authority (2012) 



 

60 

 
3.9Sampling Unit 

The sampling unit was individual employees in one side and the representative from 

the financing entity in the municipality to the other side. 

3.10Data collection 

Data collection methods included interviews and surveys where the respondents 

participated in the study by responding to the interviews and questionnaires as 

elaborated in the following subsections. 

3.10.1Questionnaire survey 

To get sufficient information about the impacts of personal loans on poverty 

alleviation and employees‘ lives, questionnaires were distributed to twenty one (21) 

respondents out of forty one (41) respondents from the CDA in Dodoma. The 

researcher chose about a half of the participants sampled from each department at 

random. The names of each participant sampled from each department were listed 

on a paper, and then half of them were assigned numbers and then picked randomly 

to participate in the study through questionnaire surveys. Twenty one (21) 

respondents were sampled to respond to the questionnaires and they were asked to 

fill in the questionnaires after the sampling process. The remaining twenty (20) 

participants participated in the study through interviews. The questionnaires were 

collected from the respondents two days after they were distributed. The researcher 

decided to use questionnaires against Focus Group Discussion to collect data for this 

study because the study is sensitive as it touches peoples‘ lives and their income, so 

some respondents would have thought to withhold some information. Since 
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maximum confidentiality was upheld and that the opportunities for bias were 

reduced by questionnaire surveys, open-ended questionnaires were used in the study. 

The questionnaires aimed at getting the respondents to give information about 

personal loans they took from different financial institutions. Specifically, the 

questionnaires addressed questions such as what factors influence employees to take 

loans from the financial institutions, what challenges do they face after taking the 

loans, how the loan help to improve their lives and how do their employers assist 

them in securing the loans from the financial institutions. 

3.10.2 Interviews 

The researcher had an opinion that the response rate from the questionnaire survey 

would be low because of many reasons, including the reasons that the respondents 

are employees who are very busy with their work and the study is sensitive to their 

lives, which would make some respondents not to return the questionnaires with 

dully filled information for the study on time. Hence, the researcher decided to use 

interviews in addition to the questionnaire surveys to increase the level of adequacy. 

Interviews were used because they involve face-to-face contact between the 

interviewer and the interviewees.  The same questions asked in the questionnaires 

were asked orally to the interviewees. Interviews also were done to the four bank 

officials involved in this study to find out information related to personal loans from 

the banks. Bank officials were asked to give information about their loan applicants, 

specifically the reasons that applicants gave when applying for the loans, if the 

banks make follow ups to see if the loans are used for the purpose applied for, if the 

banks educate their clients about financial literacy and whether they know if their 

clients have loans from other financial institutions. 



 

62 

 
A good amount of information and data was gathered from working with key 

informants. The respondents, bank loan officers, salaries section employee, 

employee in the human resources officer were believed to have the necessary 

knowledge regarding loans and loan deduction and other issues related to 

employees‘ welfare. 

Interview approach was used to gain in-depth knowledge.  

 

The interview was unstructured open ended informal conversation initiated and 

guided by the researcher.  Pre-determined set of questions were used to guide the 

interviews. The major advantage of using this instrument is that it helped the 

researcher to make best use of the limited time available while at the same time 

interviewing different people more systematically. Additionally, interviews enabled 

the researcher to probe and ask follow up questions thereby gaining a deeper 

understanding of respondents, experiences, feelings, and perspectives. For these 

reasons the semi-instructed interview were adopted 

3.10.3Documentary Analysis 

Best and Kahn (1992) define documentary review as data collection method 

which involves deriving information by studying written documents. In this study, 

documentary analysis was used by the researcher to explore data whereby the 

researcher consulted different records such as salary ledger binders, salary slips, loan 

application forms, loan application process, monthly payrolls and personal files of 

respondents were studied. The usefulness of documents was based on their stability, 

in that they were reviewed repeatedly to validate information obtained from other 

sources. All key documents related to employee personal loans matters in general 
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were scrutinized. Consideration of some documents before the interviews helped the 

researcher to come up with refined interview questions. The researcher obtained 

permission from the CDA management to review these documents, and the 

documents were reviewed by the researcher confidentially. They were analyzed to 

find out the information about the number of loans that an employee is having; the 

amount of deductions from their salaries and what they remain with after the 

deductions 

3.11 Data Processing and Analysis 

3.11.1 Data Processing 

The collected data was processed in terms of editing, classification, coding and 

tabulation. This was done in order to enhance amenability for analysis process. All 

this was done using a computer Statistical Package for social Science (SPSS) 

programmed for simplification of data analysis process. 

3.11.2 Data Analysis 

Data analysis is a process which implies editing, coding, classifying and tabulating 

collected data (Kothari, 2004). Since the study involved both qualitative and 

quantitative approaches, the data collected were analyzed qualitatively and 

quantitatively. The data collected from interviews and observation was analyzed 

through qualitative technique of data analysis. The data from the structured 

questionnaires were quantified in terms of numbers of frequency; percentages and 

tables. The raw data were organized and broken into manageable units. Through 

content analysis of data the researcher synthesized and search for general pattern by 

grouping the data into meaningful categories.  
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3.11.3 Data Presentation 

The findings of this study are presented in form of charts, tables and descriptive data 

is being presented in terms of words reporting mode. 

3.12Reliability and Validity 

3.13 Reliability 

Reliability is an important test to assess the accuracy of the data to be obtained and 

objectivity of the study, this study used both secondary and primary data to ensure 

the reliability of the research. 

3.14 Validity 

Validity was ensured since data was collected from the people who are responsible 

with the process in the CDA and other people who are knowledgeable, also 

questionnaires were structured in a language that was understandable to all, and so, 

both English and Kiswahili language were used. 

3.15Ethical Issues and Informants’ Consent 

All social researchers share a number of ethical concerns (Patton, 1990).This study 

considered ethical issues; first, by consulting the University of Dodoma to permit 

the researcher to perform the study, and second, CDA so much so that rules and 

regulations were not violated.  

 

All necessary issues for the study were informed to obtain respondents consents; 

each respondent was ensured confidentiality of his or her responses and the fact that 
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the information would be used for the purpose of this study only, in order to make 

them free to give more information. 

3.16 Conclusion 

This chapter discussed the methods used by the researcher in data collection. The 

researcher in this chapter presented: research approach, research design, area of the 

study, and the location of the study areas, study population, data collection 

techniques and instruments, data processing, analysis and presentation, ethical issues 

and informants consent, reliability and validity. After the discussions in this chapter 

concerning the methods used in the study, in the next chapter presents the study 

findings. 
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CHAPTER FOUR 

RESULTS AND DISCUSSION 

4.1Chapter Overview 

This chapter presents research findings that were analyzed from the data collected 

through documentary reviews, interviews and questionnaires. The primary purpose 

of the study was to assess the impact of loans on the livelihood of workers. The 

major issues discussed in this chapter include policies, process and procedures of 

securing loans, types of loans and number of loans each worker has, financial 

literacy and knowledge of government policies related to poverty reduction, 

particularly the national microfinance policy and the Mkukuta I and II. 

4.2 Social Demographic characteristics of respondents 

Investment and consumer behavior is influenced by social factors (Kent&Hohn, 

2002). These social factors include socio demographics, culture, markets and 

products. Thispart, therefore presents the description of personal characteristics of 

the respondents. Personal distinctiveness examined in this study was age, sex and 

education level. Data related to those personal personalities of respondents were 

gathered and discussed. Moreover, the data relating to the topic ‘From Assessment 

ofthe impacts of personal loans‗were gathered and results were given out. 

4.2.1Gender 

The study looked at the gender issues since they both take loans from the banks. In 

this regard, these variables were essential in determining types of loans applied and 

how the proceeds were put in use in relation to gender. Table 3 summarizes the 

gender distribution in which female respondents were less than 30% (n = 41). 
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Table 3: Gender Distribution (N=41) 

Category Frequency Percent 

Male 29 70.7. 

Female 12 29.3 

Total 41 100.0 

Source: Field Data, 2012 

4.2.2 Age of Respondent 

Findings of the study show that respondents were distributed to different age groups 

from 20 to 38 years and above (see Table 4). Nevertheless, majority of respondents 

were of the age 38years and above which scored 73.2% of all respondents, 28-37 

scored 21.9% of the respondents and 20-27 were only 4.9%. 

Table 4: Age of Respondents (N=41) 

Category Frequency Percent 

20-27 2 4.9 

28-37 9 21.9 

38-above 30 73.2 

Total 41 100.0 

Source: Field Data, 2012 

 

Table 4 above shows that, 73.2% of the respondents aged 38 years and above; which 

means that they are in a good place to make good decision due to experience in 

handling financial matters. Young people involved in this study were the people 

between the ages of 20-27 who make 4.9% of the respondents in this study. 

Respondents from different ages helped to give relevant and useful data for the 

study. Many financial literacy surveys indicate the link between lack of financial 



 

68 

 
literacy and particular social demographics, educated and experienced people tend to 

be more financially literate (Annamariaet al., 2009). 

4.2.3Level of Education 

Education was another essential characteristic of the respondent. Table 5 below 

indicates that majority 47.5% of the respondents possess secondary education while 

primary level education were only 17.5% of the respondent, and those who had 

university education were 35% of all respondents. 

Table 5: Level of Education (N=41) 

Category Frequency Percent 

Primary Education 7 17.5 

Secondary Education 19 47.5 

College or University Education 14 35.0 

Total 41 100.0 

Source: Field Data, 2012 

 

The participants‘ level of education was considered in this study because the 

employees‘ level of education is the main factor used in determining financial 

literacy of the workers; hence presumably better utilization of the resources when 

the employees are well educated. As pointed by John et al. (2008) education enables 

people to have self-help, which is the ability to identify fraudulent schemes, interpret 

financial and legal language and the ability and inclination to read terms and 

conditions. Education will further help people to have confidence and ability to take 

actions and seek assistance when difficulties arise and where to go for help. The 

findings of the study as indicated in Table 5 above give a typical picture of the 

Capital Development Authority workers‘ education level. Most CDA employees 
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hold an Ordinary secondary certificate, which is the group earning low income as 

compared to those who have post-secondary school education. Both age and 

education level of the workers give a worker enough knowledge and information on 

how to use the loans. Herz and Tzannatos (1998) concluded that education is one of 

the strongest indicators, at a household level of income and poverty. The lower level 

of education leads the household towards greater, vulnerability to income-poverty. 

Similarly, Tullio (2009) asserts that a better-informed consumer will save for the 

future, for retirement and for unforeseen circumstances and emergencies. The fact 

that most CDA employees have ordinary secondary certificates make it clear that 

they lack enough financial literary which makes them fail to utilize the loans to 

generate profit.  

4.2.4 Marital Status 

The summary of marital status among the respondents is shown in Table 7.Majority 

of the respondents corresponding to 78% of all, were married, small proportion of 

the participants were divorced (4.9%), while 7.3% of the respondents were widows. 

The remaining 9.8% were single. 

 

Table 6: Marital status of the respondents (N=41) 

Marital status Frequency Percent 

Single 4 9.8 

Married 32 78 

Divorced 2 4.9 

Widowed 3 7.3 

Total 41 100.0 

Source: Field data (2012) 
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4.2.5Occupations of the Respondents 

The occupation of the respondents who were all employed by the Capital 

Development Authority were as follows: majority of the respondents were those 

with low rank in employment occupations in the institute who constituted a total of 

61% of all the respondents from the CDA, these includes the messengers, drivers, 

security guards and others. The rest were the middle and high level employees who 

constituted 39% of all the respondents.  

Table 7: Occupation of the Respondents (N=41) 

Category Frequency Percent 

Lawyer 2 4.9 

Accountants 3 7.3 

Land surveyors 2 4.9 

Human resources 1 2.4 

Land planners 3 7.3 

Foresters 3 7.3 

Engineers 2 4.9 

Security guards 8 19.5 

Drivers 4 9.8 

Messengers 5 12.2 

Others 8 19.5 

Total 41 100.0 

Source: Field Data, 2012 

 

General view of the distribution shows that most employees were office low income 

workers whose level of education is standard seven though few have secondary 

school level of education and fewer of the employees are officers who graduated 
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from various University Colleges. In that matter, this upshot reveals that people who 

have high education are fewer compared to the majority. 

 

4.3 Impacts of the Loans on the Life of Different Salary Scale Employees 

Introduction 

This study looked at both positive and negative impacts of the loans at individual, 

family as well as at the community level. At individual level, the study found that 

the loans have marginally helped people in advancing the use of technology, i.e. 

purchase of computers, education etc. For instance, 9.1% of respondents whose aged 

ranged from 20 to 37 years and 13.3% of respondents aged 38 yearsand above used 

the loan proceeds for education purposes. However, the similar proportion of 

respondents, (9.1%) of aged between20-37 and 13.3% of respondents aged 38 years 

and above used the loan proceeds for other purposes which includes consumption 

smoothening and more diversified source of income. On the other hand, 10% of 

respondents aged above 38 years used the loans to finance their business and none of 

the respondents aged 20-37  used the loan proceeds to invest. Generally, the loans 

were used to purchase furniture which includes TV sets, fridges, purchasing of plots, 

financing education of self and family members, House renovation, treatment, and 

financing business ventures. 

In contrast, at the family level, the impacts of the loans include better education for 

children, more diversified income for the family and nutrition improvement and the 

society level, the impacts of the loans are seen in job creation through business 

enterprises and using loan proceeds to purchase goods within the society. Loans 

were also employed in creation of non-productive assets. For instance, 9.1% of all 
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respondents whose age range between 20-27 and 6.7% of respondents aged above 

38 used the loans to purchase TV sets, 30% of respondents aged above 38 purchased 

plots and undertook house renovation. As a middle aged, TV sets and housing are 

the life dreams of individuals at the age. (Please show what literature is suggesting 

about this).The findings concur with the research result which was conducted by 

woods et al (1997) in Bangladesh where low income earners were found to use the 

loans for income smoothening rather than investing. 

4.4 The Reasons Advanced by Respondents When Applying for Loans 

The findings of this study show that the loans have virtually unrestricted use; even 

though the employees were required to mention the reason for applying for the 

loans, they were not compelled to use the loans proceeds for the mentioned purpose. 

Neither the employer nor the financial institutions have any follow-up mechanism to 

ensure the employees use the loans for the intended purpose. Table 8 below gives a 

summary of the reasons claimed when applying for the loans as advanced by the 

loan beneficiaries. 

Table 8: Reasons Advanced when Applying for the Loans 

Category Frequency Percent 

Education 4 9.8 

Purchasing Plot 3 7.3 

House renovation/finishing 7 17.1 

Treatment 2 4.9 

Furniture 6 14.6 

Other reasons 19 46.3 

Total 41 100.0 

Source: Field Data (2011) 
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Contrary to the reasons advanced by the loans applicants, this study found that the 

loans were not used for the reasons indicated during the loans application. The study 

found that the loans were used for buying luxurious goods (as presented in table 9 

below) which do not contribute in alleviating the employees‘ poverty. This is 

because they want to be seen by neighbor as rich people who possess good, 

expensive and sophisticated materials. 

 

Table 9: Uses of Loans by Respondents 

Age between 20-37 Age above 38 

Category Frequency percent frequency Percent 

Purchase of car 8 72.7 8 26.7 

Purchase of TV 1 9.1 2 6.7 

Purchase of Plot - - 3 10.0 

Others 1 9.1 4 13.3 

Education 1 9.1 4 13.3 

House renovation - - 6 20.0 

Starting/financing Business venture - - 3 10.0 

Total 11 100 30 100.0 

Source: Field Data (2012) 

 

Table 9 above shows that 72.7% of respondents aged between 20 and 37 years used 

the loans proceed to purchase cars and 26.7% of respondents aged 38 and above 

used the loans proceed to purchase cars. Observation by the researcher noted that 

these cars are on the road during the end of the month and they are packed at home 

in most cases because the owners whose 1/3 of salary is deducted, cannot afford to 

buy fuel throughout the month. This implies that the goal to reduce poverty will not 
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be reached through provision of loans if the employees receiving loans do not 

adhere to what the loans were meant for, because in most cases the loans are being 

misused. 

 

These finding concur with the previous research done by Richens and Dawns (1992) 

who pointed out that materialism is ―possession defined success.‖ When people are 

increasingly predisposed to being partial to this material related perception of 

achievement, then growing proportion of people will take on loans to spend creating 

somewhat an artificial presentation of well-being, they consume for consumption 

sake using assets to define their success and status.  

 

Similarly, Duesenberry‘s (1949) theory posits that when materialist philosophy is 

applied to people of low income bracket, there is a tendency for them to use 

wealthier people as a reference group and thus spend (live) according to their 

reference group which is above their spending capacity. Therefore, the increase in a 

society‘s tendency towards possession defined success puts increased pressure on 

those in the lower income due to lesser ability to fulfill those success criteria. Likely, 

this has been the case with CDA employees who have been taking loans to buy 

luxurious things. On the other hand, this indicates that there is lack of financial 

literacy on the party of the respondents. A car for personal use does not bring money 

in the pocket of the owner; instead it draws money out of the pocket of owner and 

draws money out of the country through importing fuel to run the cars. A car from 

time to time needs maintenances; a car for personal use is a liability, not an asset. 

This is the most expensive way of buying a sense of belonging to social class. 
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As for job creation, only 10% of respondents aging 38 and above used the loans to 

start income generating activities which means the loans have a minimal impact. On 

education, the results show that 9.1% of the respondents aged between 20 and 37 

used the loans proceed to finance education. This brings big impact not only for the 

employees who took the loan but also to the society surrounding him/her.  

 

4.5 The Amount of Loans Taken by the Employees 

The researcher intended to find out the magnitude of loans applied by each 

respondent in order to know whether they were of sufficient to use in asset creation 

for example construction of a house. The findings, as presented in Table 10, shows 

that 55% of the respondents applied for the loan amount ranged between one million 

(1,000,000.00) and three millions (3,000,000.00) Tanzania shillings. These were the 

low income earners and the middle income earner group, respectively. 19.5% of the 

respondents applied for loans ranging between 3,000,000 and 5, 000, 000, while 

21.5% applied loans ranging between 5,000,000 and 7,000,000.Only 4% of the 

respondents applied for loan amounting 7,000,000.00 and above.  

 

Table 2: Magnitude of Loan per Respondent 

Category Frequency Percent 

1,000,000-3,000,000 22 55.0 

3,000,000-5,000,000 8 19.5 

5,000,000-7,000,000 9 21.5 

7,000,000-Above 2 4.0 

Total 41 100.0 

Source: Field Data (2012). 
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These results show that there is an unequal benefit that respondents could get from 

these loans, the high earning employees benefit more because they get sizable 

amount of loans compared to the low income earners. The asset creation ability of 

the high income earners are highly enhanced by the loans. 

 

4.6Factors Which Influence Employees to Seek for Loans 

The study on the factors which influence the employees to seek for the loans 

included factors like the sufficiency of monthly income, availability of savings, 

reviewing responses and plans to unexpected and expected drops in income, major 

expenses and investing in income generating activities. Key altitude for living today 

was used as to test an incompetent planning outlook. Fifty six percent (56%) of the 

workers who participated in this study agreed with the statement that they live for 

today, and 66% had no savings at all. The following questions and attributes 

emerged as important determinants of influences: 

 Low salaries 

 Having no or insufficient savings to meet financial commitments 

 Insufficient provision for the unexpected loss of income 

 The length of time they could make ends meet if income suddenly    drops 

 The dependence of only one source of income 

 Life competition  

 

In order to know whether respondents have enough income, the questions ―do you 

live for today?‖ was asked to the respondents. The results in Table 11 shows that 

56% of the respondents agreed that they live for today, while 44% do not live for 
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today. The findings, as presented in Table 11, suggest that the majority of 

respondents do not have enough monthly income and depend on other source of 

income. 

Table 3: Do you live for today? 

Category Frequency Percent 

Yes 23 56 

No 18 44 

Total 41 100 

Source: Field data (2012) 

 

Table 4: Employees’ Saving Status (N=41) 

Category Frequency Percent 

Having saving 14 34.0 

No saving 27 66.0 

Total 41 100.0 

Source: Field Data, 2011. 

 

Table 12 above shows that 66% of the respondents had no savings and only 34% of 

the respondents had savings. The noted results suggest that these respondents are 

vulnerable to risks and they will not be able to alleviate the poverty at their families. 

Hulme and Mosley (1996) stated that when loans and increase in assets are 

associated with each other,  and loaners are encouraged to go for savings activities 

and they are  facilitated to invest in income generating activities which are 

comparatively low riskier; the vulnerability of the poor is reduced and their poverty 

situation improves. Savings is a risk coping instrument and reduces diversion of loan 
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use tendency as savings is available to cope up with risk or shock. The loans 

proceeds can be used to smoothen consumption or meet unplanned expenses as can 

exhibited by Table 14,when the respondents were asked ―did you use the loans 

proceeds for the purpose applied for‖ ,73.4% said no and only 26.8 said yes.  

These findings concur with Draut‘s (2007) concept that, to lower income families, 

credit is the new safety net for families during times of need and hardship. The same 

is argued by Scott (2007) who says that for the poor/low income earners credit 

subsidizes their insufficient incomes. 

Table 5: Diversion of Loans Proceeds (N=41) 

Posed question: Did you use the loans proceeds for the purpose you applied for? 

Category Frequency Percent 

No 30 73.2 

Yes 11 26.8 

Total 41 100 

Source: Field Data (2012) 

Table 6: Living Without Planning 

Posed Question: Are you planning for your life? 

Category Frequency Percent 

Yes 11 40 

No 30 60 

Total 41 100 

Source: Field Data (2012) 

 

This also accords with an earlier observation by Hulme and Mosley (1996) that 

households need a minimum of economic characteristics in order to use the loans 
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successfully, these includes the existence of a liable income, sufficient resources to 

cope with problems when they arise. 

 

4.7The Role of the Management in Assisting Employees to Get Knowledge 

 About Proper Use of Loans 

Choosing financial products relate to the capacity of the employees and the 

respondents to research, review and assess different loan products. It also relates to 

the capacity of workers to research and keep informed of the terms and conditions of 

the products, knowledge and skill necessary to assess the suitability of financial 

products and understanding the government policies on poverty reduction. The study 

also tested the respondent‘s existing knowledge about products and whether 

respondents sought professional advice from their management before going for the 

loan product. The following attributes emerged as important determinants of 

financial incapability: 

 Choosing financial products without regard to interest charged 

 Bankers approaches the management to solicit for business 

 Not reading and understanding the terms and conditions of the contract 

 Not collecting enough information about products in the market 

 Not shopping around for the best deal 

 No knowledge of government policies i.e. national microfinance policy, 

MKUKUTA I and II 



 

80 

 
Table 7:  Knowledge of the Microfinance Policy and the Mkukuta I &II and 

Millennium goals 

Category Frequency Percent 

Not heard about it 32 78.0 

Heard but not read 6 14.7 

Heard and read 3 7.3 

Total 41 100.0 

Source: Field data (2012) 

 

The findings above show that the employees have no enough knowledge about 

finance and good use of loans. Further, the workers were not even assisted by their 

management at work to get knowledge about proper use of the loans.  There is a 

strong link between financial literacy and good financial behavior; workers fail to 

use the loans for poverty alleviation since they do not have enough knowledge about 

finance and proper use of loans. According to Rajat (2007), financial literacy has 

become increasingly important for the economic wellbeing of the nation‘s future. It 

is important that loans be explicitly linked with financial behavior for financial 

success and sustainability. 

4.8 Socio-economic Problems which Employees Meet after Securing the Loans 

The socio economic problems included dwindling of monthly income, economic 

hardships, making ends meet and keeping track of finances. Through interviews, 

workers argued that they live depending on midmonth salaries and borrowing from 

co-workers and other sources because their salaries are deducted after taking the 

loans. The number of workers who do not manage their daily expenditures after 

taking the loans is 66% per cent, and just 20% respondents said that they kept bills 
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and financial commitments. The following questions or attribute emerged as 

important determinants of financial incapability: 

 Impulsive purchasing 

 Living beyond means 

 Spending more than saving 

 Disorganized when managing money 

 Having no money at the end of the month 

 Heavily indebted 

The research findings, as presented in Table 17, show that 31.7% of respondents had 

two loans, 48.8% had three loans each and 12.2% had more than three loans. The 

respondents with more than one loan make a total of 92.7%. These loans were 

acquired from MjiMkuu Sacco‘s and the Banks. 

 

Table 16: Number of Loans per Respondent (N=41) 

Number of loans Frequency Percent 

1 3 7.3 

2 13 31.7 

3 20 48.8 

>3 5 12.2 

Total 41 100 

Source:  Field Data (2012) 

 

This implies that the CDA management do not educate and advice its workers when 

they apply for loans which leads to financial problems to CDA employees. Financial 

illiteracy causes people to live beyond their financial means. Most respondents have 

not been taught how to manage their money appropriately and thus many do not 
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know or lack the discipline necessary for future oriented mind set to create and 

follow a household budget or long range financial plan.  

4.9 Surviving with Loans 

The researcher intended to know how the respondents live with more than one loan. 

The question ―how do you survive till the end of the month?‖ was asked to the 

respondents. The findings, as presented in Table18, show that 58.5% of the 

respondents survived through applying for salary advances, 22% survive by cutting 

down expenses, 7.3% survive by borrowing from coworkers, and 4.9% borrow from 

neighbors. The implication of the finding is that most respondents are in deep 

financial troubles. The problem is that most people with financial struggles feel 

deeply embarrassed about their situation and do not know how to make it better. 

Having financial problems can be stigmatizing experience that involves many 

unpleasant consequences for a person‘s sense of self-esteem and social standing as a 

result the respondents may look for other means to get money, lawful or unlawful 

and hence breeding of corruption in work place.  

 

Table 8: Actions Taken by Borrowers to Survive after Taking Loans (n=41) 

Category Frequency Percent 

Borrowing from co-workers 3 7.3 

Borrowing from neighbors 2 4.9 

Applying for midmonth salary advances 24 58.5 

Cutting down expense i.e. eating Ugali with beans 

daily 

9 22.0 

Skipping some meals 3 7.3 

Source: Field Data (2012) 
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The findings of the present study are contrary to those by Katherine (n.d.) who 

found that the majority of interviewees in the study would turn to personal loans 

including credit card debts and some would turn to their friends or family if they 

were struggling financially.  

4.10 Challenges which Workers Face After Securing the Loan 

The researcher intended to examine if respondents ever find any challenge when 

they get the loans. Findings suggest that most people face a lot of challenges on 

securing the loan that forces loan proceeds to be used for other purposes. 

 

The findings are that 43.9% regularly run out of cash, 29.3% respondents said their 

incomes dwindles, and 12.2% find themselves unable to pay bills in time (see Table 

19 below). The finding suggests that the financial abilities of the respondents further 

reduced by loan deduction, subject the employees to even worse living conditions 

than before they had the loans. Reduction of poverty is partially a process of 

increasing income and economic stability which enables fulfilment of basic needs 

and access to different kinds of services; it involves developing a range of assets that 

will reduce the vulnerability of the poor to physical, economic and social shocks. 

What we see in this study is that the loans do not help the workers in eradicating 

poverty. The implication of the findings as presented in Table 19 is that loans as a 

tool for fighting poverty has proved failure for the employees as there is no poverty 

reduction but raising level of poverty. 

 

1. The findings of the current study concur with those ofa study conducted by 

Katherine (n.d.) for Elizabeth Finn care in UK which found that low-earning 
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employees can face multiple challenges in relation to their finances that have 

the potential to negative impact on their wellbeing and work and home lives. 

In that study some employees were struggling with debt, which was both a 

practical drain on their income as well as described as being psychologically 

draining. Employees talked about how it had a negative impact on their 

wellbeing to constantly live so close to the edge of their means. In addition 

to reducing money for personal spending, the loans affected the employees‘ 

savings and leisure activities. Of course, not all employees were 

experiencing difficulties as those with good financial knowledge could use 

the loans to generate profit. These findings support Lusardi‘s (2008) idea that 

debt illiteracy can be linked to a number of high cost financial experience. 

 

Table 9: The Challenges which Workers Meet afterSecuring Loans 

Category Frequency Per cent 

Dwindling of income 12 29.3 

Regularly running out of money 18 43.9 

The loan amount not being enough 

for the purpose 

3 7.3 

Regularly being unable to pay bills 5 12.2 

None  3 7.3 

Total 41 100 

Source: Field data, 2012 

4.11 Obstacles which Hinder Better Use of Loans 

There are range of assets that reduce vulnerability; these are financial assets (which 

includes income size, regularity and security, savings), human (skills and 

knowledge, ability to work, good health, self-esteem, bargaining power, autonomy 
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and control over decisions), physical (housing, land, productive possessions) and 

social which includes freedom from violence and wider access to society and social 

institutions. With this in mind, the researcher asked the respondents to identify 

causes that hinder good application of the loans to achieve asset creation. Through 

questionnaires and interviews respondents were asked to respond on the question 

―what hinders profitable utilization of the loans?‖ 

 

The results (as presented in Table 19) show that 48.8% of respondents pointed out 

that illiteracy on loans management is what hinders them from using the loans 

effectively, 26.8% of all respondents suggested that amount of loans were not 

enough to meet the needs, 17.1% pointed out that it is the lack of good business 

ideas, and 7.3% said that high interest rates charged by banks are the main 

impending factors for good loan management. The implication of the results is clear 

that people know why they fail to utilize the loans better and they are eager to learn; 

it is for the management of the organization to ensure loan applicants are educated 

on the proper use of the money. 

Table 10: Obstacles Hindering Better Use of Loans 

Category Frequency Percent 

Literacy and low level education 20 48.8 

Loan amount being insufficient 11 26.8 

Interest rates being higher 3 7.3 

Lack of better business ideas 7 17.1 

Total 41 100 

Source: field data (2012) 

 



 

86 

 
4.12 Measure to be taken to ensure that the secured loans benefit the 

respondents 

The researcher wanted to find out suggestions from the respondents experience on 

what should be done to ensure the loans becomes more beneficial to the workers. 

This study findings (as presented in Table 20) shows that 8 (19.5%) proposed that 

the loan amount should be raised, while 23 (56.1%) said education for borrowers on 

better use of loans should be given priority. 

Table 11: Employees Suggestions 

Category Frequency Percent 

Loan amount should be raised 8 19.5 

Lowering interest rate 4 9.8 

Supervision and follow-up should be introduced 6 14.6 

Borrowers should be educated on the better  use of the 

loans 

23 56.1 

Total 41 100 
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CHAPTER FIVE 

CONCLUSION AND RECOMMENDATIONS 

 

This chapter presents the summary of the dissertation, conclusion, and 

recommendations relating to the Impacts of employee Personal Loan on   Poverty 

Alleviation. 

5. Conclusions 

The study intended to assess the impact of personal loans to workers livelihoods. 

The study found that employee seek loans due low monthly salaries which do not 

meet  employee financial needs, however, the loans are more beneficial to high 

earning employees this is because the banks are ready to give them big amounts of 

money; they are able to invest in income generating activities and thereby create 

employment to other people. There is clear evidence that the impact of a loan on a 

borrower's income is related to the level of income which directly relate to the level 

of education one attained. This finding is concluded that those employees with 

higher incomes have a greater range of investment opportunities, more information 

about market conditions and can take more risk than the poorest households, without 

threatening their minimum needs for survival. Respondents with higher social 

position tend to utilize the loans better. This higher social position corresponds with 

greater wealth and stronger social capital or social networks, assisting with career 

progression and performance in formal education. This leads to more exposure to 

the experiences and information which strengthens the skills and knowledge defined 

as financial literacy. Therefore, social position is a key determinant of financial 

literacy, and also financial behavior. 
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For the low income earning, the loans have not been useful to them, the loan 

amounts they are given are enough to meet small commitments only, life events, 

income stagnation, financial literacy, psychological factors and experience are 

remarkable challenges. Even though, the organization has been trying to assist 

employees through sourcing cheap loans which attract comparably reasonable 

interest, the interest charged are still very high comparing to the risk associated with 

workers loans, also the organizations‘ management has been approving more than 

one loan for the same employees hence causing even more problems to the 

employees. Employees due to over borrowing become vulnerable to emergencies 

that create a sudden and unanticipated need for a large sum of money.. 

 

Generally, regardless of the abuse of loans, one thing can hail to have been achieved 

by the policy makers; the opening up mainstream banks for those under normal 

circumstances could not have accessed the loan services, the financially excluded 

workers. Financial exclusion is reached where a proportion of the population have 

limited access to mainstream financial services. However, the current study 

concludes that there is a need for financial education and that many existing 

approaches are effective. More specific conclusions might be best described as 

tentative given the current scarcity of research in some areas. A summary of these 

include the following: 

1) Employee seek loans due to lack of saving and insufficient monthly salaries 

2) The loans do benefit the high    income earners more than the low income earners 

3) The interest charged by the banks is relatively high hence instead of helping the 

employee; loans are a drain of the employee income.  

4) Some workers make mistakes with personal finance decisions; 
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5) Mistakes are more common for low income and less educated employees; 

6) Employee needs to be educated on the proper use of the loans for their future 

economic well-being 

7) There is a connection between knowledge and behavior, with increases in 

knowledge having a positive impact on personal finance behaviors (i.e., the causality 

runs from knowledge to behavior); 

8) The purpose and aim of the Government for creating an enabling condition for 

these loans to be availed to worker has not been understood by both the borrowers 

and the banks and there is a conflict of interest, while the government aims at 

creating a middle class society, the banks aims at making as much profit as possible 

for their shareholders and on the other hand employee take loans to address short 

term financial needs. 

5.4.1 General Recommendations 

Government and other policy makers should ensure that when the policies are set, 

there should be coordination between the different stakeholder and follow-up to 

ensure every stakeholder plays his part. Strategies earmarked in the microfinance 

policy, the Mkukuta I and II should all be coordinated and follow-ups should be 

there so as to ensure the aims of introducing the loans to workers are attained. 

5.4.2 Suggestions to Stakeholders 

5.4.2.1The Banks 

The aim of any business undertaking is to make profit and has been the main goal of 

banks. Making business with a middle class society is even more profitable. Since 

banks need to do more business and get more profit, they should, therefore, be more 

future oriented in discharging their functions rather than thinking of the profit of 
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today. The microfinance policy and the Mkukuta I and II all aim at creating a sizable 

middle class in Tanzania, creating employment to Tanzanians. The banks being 

stakeholders should support this move by offering good products to their customers, 

do more research and create a follow-up mechanism to ensure that the loans are 

being utilized as intended. 

 

In addition to that, the interest rates should be transparent to the borrowers and 

should be reduced for this investment portfolio is almost risk free. This being the 

case the loan amounts should also be sizable to enable the employees do something 

tangible. 

5.4.2.2 Employer 

Approving too many loans for employees contrary to the International Labor 

Organization regulation causes employees to constantly be in financial problems. 

They become vulnerable to life risks and contingencies. There are many substantive 

areas of costs associated with employees being in financial stress, i.e. absenteeism, 

corruption, depression, tardiness, fighting with co-workers, job stress, reduced 

employee productivity, lowered employee morale, substance abuse, theft from 

employee, lack of employee focus on the strategic goals of the employer, etc. 

Financial stress impacts both families and organizations. Persons with financial face 

problems in family life which leads to fighting with spouses, child abuse, arguments 

with relatives and heavy emotional stress. Human resources managers ought to 

know this and hence refrain from approving more than one loan to employees. In 

addition to this, retirement seminars should be conducted from time to time for the 

benefit of all employees of all ages. 
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Another thing is that employees should be educated since they are eager to advance 

themselves economically through the loan program, employers should arrange in-

house training so that the benefit of the loans are realized 

 

5.4.2.3 Employees 

Everyone should go through policies concerning poverty reduction; these are the 

National Microfinance policy and the Mkukuta I &II. The employee should strive to 

increase financial literacy. Reading and understanding the government policies on 

poverty reduction will make them know the loans are available for them to develop 

and what they should use the same for furthering the aims of the policies. 

 

5.4.2.3 Researchers 

Further researches need to be done on the impact of personal loans to workers 

livelihood in Tanzania and in other developing countries. More investigation in 

similar subject in different set up is highly recommended so as to add up knowledge 

that will help the government in improving the poverty reduction policies so as to 

hasten attainment of millennium goals. Banks and the government should research 

further to see whether follow-up mechanism can be introduced in personal loans so 

as ensure the beneficiaries utilize the same mechanisms for the better of the 

economy of the family and the country as a whole.  
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APPENDICES 

Appendix 1 

OFFICIAL QUESTIONARES TO BE FILLED BY REPONDENTS 

 

Introduction 

This is a research study for Master of Business Administration, the topic being 

“Assessment of the Impacts of Personal Loan on   Poverty Alleviation: A Case 

of Capital Development Authority Employees”. Do not write name on this paper; 

however, be certain to answer all questions. 

Reponses will be confidential. Thank you for your participation 

1. Gender: 

i. Male        (  ) 

 ii. Female ( ) 

 

2. Age of the Individual 

i. 18-27    (  ) 

ii 28-37     (  ) 

iii. 38-above (  ) 

 

3. Education level 

i. primary education  ( ) 

ii. Secondary education ( ) 

iii. College or university  (  ) 
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4. Marital status 

i. single    (   ) 

ii. Married (  ) 

iii. Divorced (  ) 

iv. Widow   (  ) 

 

5. Which field of specialization are you………………………….. 

 

6. Occupation………………………………………………………………….. 

 

7. Since when have you been employed by CDA…………………………………….. 

 

8. What is your salary scale……………………………………………………… 

 

9. In which department are you working………………………………………… 

 

10. Have you applied for a personal loan from banks……………..? 

 

11. Why did you apply for the loan? 

i. Low wages   (  ) 

            ii. Need to increase assets   (  ) 

            iii. Pressing domestic needs (  ) 

            iv. Need to acquire decent housing (  ) 

            v. Need to start income generating activity    (  ) 
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12. Before securing the loan were you trained by the bank or CDA management on 

the better use of the    same? 

i. No       (  ) 

ii. Yes     (  ) 

 

13. Did you use the loan proceeds for the purpose you applied for? 

i. No       (  ) 

 ii. Yes     (  ) 

 

14. How did you use the loan proceeds?……………………………………………… 

 

15. Did the Bank or CDA management made any follow-up to ensure you used the 

loan proceeds for the purpose you applied for? 

i. Yes   (  ) 

 ii. No    (  ) 

 

16. Do you have more than one loan? 

i. Yes (  ) 

 ii. No    (  ) 

 

17. If the answer above is yes, from which sources did you secure those 

loans?(please list your sources). 

i…………………………………………………………………………………….. 

 ii………………………………………………………………………………………    

iii……………………………………………………………………………………… 
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iv……………………………………………………………………………………… 

 

18. Are you used to keeping records of income and expenditure? 

i. yes   (  ) 

ii. No   (  ) 

 

19. Before applying for the loan did you have savings? 

i. Yes   (  ) 

 ii. No    (  ) 

 

20. Do you normally have a budget/plan how to use your money before incurring 

expenses? 

i. yes, occationaly I do budgeting  (  ) 

ii. Yes, always I do budgeting ( 

iii. No, I don‘t budget  (  ) 

 

21. Apart from employment, do you have any other income generating activity ? 

i. Yes (  ) 

 ii. No   (  )      

 

22. Did you experience significant reduction of income due to loan deductions? 

a. Yes, My income dropped in such a way I could hardly survive.  (  ) 

b. Yes, my income dropped as well as my living condition               (  ) 

c. Yes, my income dropped, I now live an impoverished life than before (   ) 
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23. How did you manage to make ends meet when your income dropped due to loan 

deductions? 

a. I cut down expenses                                                                     (   ) 

b. I borrow money from relatives, friends and acquaintances   (  )   

c. I ask for a midmonth (salary advance)                                      (  ) 

d..My family resorts to eating ugali na maharage                      (  ) 

e. sometimes skipping meals                                                          (  ) 

 

24. What challenges do experience as a result of taking the loan? 

 I. Dwindling of income (  ) 

  ii. Regularly running out of money (  ) 

 iii. The loan amount not being enough for the purpose (  ) 

 iv. Regularly being unable to pay bills   (  ) 

v .None of the above                                 (   ) 

 

25. What obstacles hinder better utilization of the loans? 

i. Literacy and low level education (  ) 

ii. Insufficient loan amount               (  ) 

iii. Interest rates being high              (  ) 

iv .lack of better business ideas     (  ) 

v. Low wages                                      (  ) 

 

26. In your opinion what measures should be undertaken to make the loans 

profitable to the borrowers? 

i. Loan amount should be raised                    (  ) 
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ii. Lower Interest rates                                      (  ) 

iii. Supervision and follow-up should be introduced (  ) 

iv. Borrowers should be educated on the better use of loans (  ) 

 

27. Do you know the National policy on poverty reduction and millennium goals? 

i. No      (  ) 

 ii. Yes     (  ) 

 

28. If the answer in no 12 is yes which specifically policy do you know? 

i. Mkukuta 1   ( ) 

ii.Mkukuta11 (  ) 

iii. National microfinance policy (  ) 

 

 


