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ABSTRACT 

This study assessed the impact of social security investments in improving retirement 

benefits, a case study of Local Authorities Pensions Fund (LAPF) Head Offices in 

Dodoma.  Four research objectives guided the study. First, to find out the types of 

investments held by LAPF, in the second place was to find out the proportion of members 

contribution towards payment of their retirement benefits; thirdly, to find out the 

proportion of investment income towards improvement of the retirement benefits and 

fourthly, to examine the impacts of retirement benefits towards retirees of LAPF. The 

study applied qualitative and less quantitative approaches and cross survey research 

designs was employed. The sample size was 32 respondents. The study used primary and 

secondary data. Data were collected through questionnaires, interviews and documentary 

reviews. Data were analyzed using Statistical Package for Social Sciences (SPSS) version 

16.0 and the use of descriptions was also employed to describe different phenomena. 

The findings identified several types of investment made by the organization. These 

comprise buildings, bank deposits, customer retaining through customer care and 

promotion of services for new customers to sustain the provided benefits. This study found 

out that the proportion of members‟ contribution towards payments of their retirement 

benefits was significant. Furthermore, it was found out that the proportion of investment 

income towards improvement of the retirement benefits is much significant since 

investments generate more and more funds for benefits payments and financing various 

administrative activities of the organization.  

It has been recommended that LAPF should improve its services to its customers, reduce 

the time for benefits processing so as to be able to pay benefits on time and also 

investment activities should be improved by investing in a well diversified portfolio. 
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CHAPTER ONE 

INTRODUCTION 

1.0 Introduction 

This chapter gives a clear picture of the background of the organization, background of the 

problem, the statement of the problem, the general objective, specific objectives, and 

research hypotheses, significance of the study, limitation of the study and the scope of the 

study. 

1.1 Background of the Organization 

The Local Authorities Pensions Fund (LAPF) was established as Local Authority 

Provident Fund by the Provident Fund (Local Authorities) Ordinance No.20 of 1944 and 

became one of the departments under the Ministry responsible for Local Government.   

 

On 1
st
 July 2000, the Fund was transformed into a corporate body governed by the Board 

of Trustees following the enactment of LAPF Act No.6 of 2000. However, the Provident 

Fund had been in operation since 1944. Although it had been abolished in 1972, it was re-

established in 1986. The provident Fund operated on a defined contribution basis i.e. the 

benefits payable on retirement or earlier exit were based on the accumulated members‟ and 

employers‟ contribution plus interest. Further, the benefits were payable as a single lump 

sum at the point of retirement or earlier exit. 

 LAPF has undergone transformation from a provident to a pension scheme in order to 

improve the benefits and services to its members.  Further transformation of the Fund was 

made in November 2006, when the Local Authorities Pensions Act was enacted by the 

Parliament.  The implementation of the Act started on 14
th

 December, 2006 when the 

President of the United Republic of Tanzania, honorable Jakaya M. Kikwete assented. 
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LAPF‟s transformation has called for a review of the organizational structure in order to 

discharge its mandate more effectively and position the Fund strategically in order to 

provide quality services and thus, be able to attract new members as well as retain existing 

ones.  

 

The objectives of the Fund as provided by LAPF Act No. 9 of 2006 section 5 are: 

 To provide a scheme for payment of  benefits to ensure persons payable under 

LAPF Act 

 To formulate policies, strategies and administer the scheme in accordance with 

LAPF Act  

 To work towards the gradual and continuous improvement of the retirement and 

benefits payable to member LAPF Act. 

 

 Its key functions are: 

 To register employers and employees who are required by law to contribute to the 

fund 

 To collect contributions from registered employers and employees   

 To pay benefits to the entitled members 

 To safeguard members contributions and other sources of the Fund through keeping 

and maintaining up-to-date and high-yielding avenues 

 To invest members‟ funds in secure and high-yielding avenues 

 

The Organization structure of the Fund 

The administration of the fund is vested on the Board of trustees for all approvals of major 

decisions and policies making. The day to day management of the Fund is entrusted to the 
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LAPF management headed by the Director General, who is assisted by the directors and 

head of units. 

The head Office of the fund is located in Dodoma and has five zonal offices at Dar es 

Salaam, Arusha, Mwanza, Dodoma and Iringa, headed by Zonal managers. 

 

1.2 Background of the Problem 

In recent years, a great deal of attention has been given to the reform of social security 

systems in developing countries as well as in developed countries. Every human being is 

vulnerable to risks and uncertainties with respect to income as a means of life sustenance. 

To contain these risks, everyone needs to invest in some form of social security guaranteed 

by the family, community and the society as a whole (URT, 2003). Basic, social security 

investment can be implemented via public pension arrangements. Indeed, social protection 

is increasingly considered as contributing to the development process in the same way as 

health and education (van Dullen 2007). 

 

Unfortunately, about 80 per cent of the world‟s population has no access to formal social 

security beyond the possibilities presented by informal networks such as family, kinship 

groups or communities. In other words, four out of every five people in the world live in 

conditions of social insecurity. This proportion is even higher in countries of sub-Saharan 

Africa where more than 90 per cent of the population is generally not covered under any 

social security scheme (Hakijamii Trust, 2007). One of the factors that have contributed to 

this scenario, especially in countries of sub-Saharan Africa, is the absence of laws and 

policies on social security, which means that whatever social security programmes exist are 

not the product of coherent, co-ordinated and participatory policy-making processes. 
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Social security in Tanzania covers a wider variety of public and private measures meant to 

provide benefits in the event of the individuals‟ earning power permanently ceasing, being 

interrupted, never developing, being unable to avoid poverty, or being exercised only at an 

acceptable social costs (URT, 2003). 

 

Investment is one of the social security funds inseparable functions. The sustainability of 

the funds and the improvement of the members‟ benefits depend on the income obtained 

from investments held by the fund upon other sources of funds‟ income
1
. 

 

With time, nearly every fund has expanded the rate of investments not only by investing in 

shares but also investing in other sources such as investment properties, treasury bills, 

treasury bonds, bank deposits, loans and many others alike, which as a result led to the 

growth of social security funds together with the benefits being offered to its members. 

With this growth of investment level the fund is assured with the ability to meet the benefit 

payments together with other financial liabilities whenever they become due. 

 

 1.3 Statement of the Problem 

As societies became more industrialized as a result of industrial revolution in the 19
th

 

century more people became dependent upon wage employment and it was no longer 

possible to rely upon the traditional system of social security (URT, 2003). The major 

objective of the social security pension schemes is to provide protection measures for its 

members, through a series of public measures against economic and social distress that 

would otherwise be caused by stoppages or substantial reduction of earnings resulting from 

sickness, maternity, employment injury, unemployment, disability, old age, death, the 

                                                 
1
 LAPF Investment Policy (2008 review). 
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provision of medical care subsidies for families with children. To fulfill this objective, the 

benefit level must be adequate and delivered at the required time. 

These social security institutions mobilize their substantial funds from member‟s 

contributions, income from investments and other sources. The funds are held in order to 

safeguard their ability to pay benefits and provide quality services. The improved benefits 

and services are financed by, among others, income from investments made in various high 

yielding avenues. However, if the investment activities of the Fund are not generating 

enough returns that would facilitate the financing of members‟ benefits, an increase of the 

contribution rate would be inevitable. This situation would not be a feasible approach in 

the long-term as it burdens members with additional charges. 

 

In previous generations, many workers could expect to automatically receive a steady 

stream of retirement income from social security and a pension from their union or 

employer. With all the members‟ benefits offered by the fund, the retirement benefits at 

LAPF appear to have the highest proportion compared to the rest. For example, 50% of all 

the benefits payment goes into paying retirement benefits. Retirement benefits are the old 

age benefits paid to LAPF members to guarantee them income replacement on retirement. 

It needs a member to have reached pensionable age of 55 (voluntary retirement) to 60 

(statutory retirement) years. And he/she should have contributed at least 180 credits to the 

fund, here he/she will be eligible for the gratuity (lump sum) together with monthly 

pension to death, but if a member attains voluntary or statutory age but has not reached 180 

contribution credits he/she will be paid gratuity (lump sum) only. 

 

Since the main aim of social security is to help individuals maintain a reasonable standard 

of living when faced with social and economic contingencies, there has been an increasing 
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recognition of the need to understand the adequacy of benefits. Despite this recognition 

there is inadequate empirical evidence on the benefits of retirees from their invested funds 

for the future life after retirement. Therefore, this study evaluated the impact of the LAPF 

investments returns towards the improvement of the retirement benefits offered to its 

member.  

 

 1.4 Objectives of the Study 

 

 1.4.1 General Objective 

The general objective of this study was to evaluate the impact of the LAPF investments 

returns towards improving the retirement benefits offered to its members. 

 

1.4.2 Specific Objectives 

The specific objectives of the study were: 

i. To find out the types of investments held by LAPF 

ii. To find out the proportion of members contribution towards payment of 

their retirement benefits 

iii. To find out the proportion of investment income towards improvement of 

the retirement benefits 

iv. To examine the impacts of retirement benefits towards retirees 

 

1.5 Research Questions 

Research questions of the study were: 

i. What are the types of investments held by LAPF? 
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ii. What is the proportion of members‟ contribution towards payment of their 

retirement benefits? 

iii. What is the proportion of investment income towards improving the 

retirement benefits? 

iv. What are the impacts of retirement benefits towards retirees? 

 

1.6 Significance of the Study 

The results of this study will be of great importance to social security investment and 

organizations particularly the LAPF, the researcher and to the others in the following ways: 

i. The results obtained from the study will be used by the organization in improving 

its services and benefits offered to its members so as to attract more people to join 

the fund. 

ii. The results obtained from the study will be of benefit to the society at large as it 

will enable them to understand the impacts of the investments held by LAPF in 

improving the retirement benefits. 

iii. The results of the study will help other researchers to conduct further research 

concerning similar problem. 

iv. The research activity will enable the researcher to improve her knowledge of the 

key operations in the social security industry as well as generate new ideas in this 

field of social security investments. 

v. The results of the study will help the researcher to fulfil the academic requirements 

for the award of the Masters of Business Administration at the University of 

Dodoma. 



 

 

8 

1.7 Limitations of the Study 

Research, as other tasks that need resources, is always confronted by different setbacks. 

During the study the researcher faced the following problems: 

 Shortage of funds:  This research required stationeries, transport costs which 

costed much for the researcher to meet the requirements. 

 The time for data collection was another challenge, given other responsibilities of 

the researcher. However, the researcher managed to overcome the challenges and 

the research was successfully done. 

 

1.8 Scope of the Study 

The scope of the study in terms of content of the research generally was to evaluate the 

impact of social security investments in improving retirement benefits with specific focus 

to Local Authorities Pension Fund located in Dodoma Region. The study focused in 

determining types of investments held by LAPF, proportion of members‟ contributions 

towards payments of retirement benefits and proportion of investment income towards 

improving retirement benefits together with the assessment of the impacts of retirement 

benefits towards retirees. 

1.9 Organization of Chapters 

This research report has five chapters. Chapter one presents background of the study and 

research problem. It also presents objectives, significance, scope and limitation of the 

study. Chapter two presents the review of the related literature. The next chapter presents 

the research methodology used. It organized in the following sections; the study area, 

research design, data collection techniques, sampling frame and sample size and data 

analysis techniques. This chapter is followed by chapter four which presents results and 



 

 

9 

discussions of the findings. The final chapter is chapter five which presents summary of the 

findings, conclusions, recommendations and area for further research.   
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

This chapter presents a theoretical review of literature on the investments in social security 

institutions. Specifically, it describes the concepts of social security, social security system 

in Tanzania, types of investments held by social security institutions, and the risks faced 

together with risk management measures applied. Empirically, it analyses the investment 

policy of LAPF, the investment valuation criteria and lastly the rationale behind the 

retirement benefits offered by LAPF. 

 

2.1 Theoretical Literature Review 

2.1.1 Definition of Key Terms 

 

2.1.1.1 Social Security 

Social security is defined in its broadest meaning by the International Labour Organization 

(ILO) as the protection measures which society provides for its members, through a series 

of public measures against economic and social distress that would otherwise be caused by 

the stoppages or substantial reduction of earnings resulting from sickness, maternity, 

employment injury, unemployment, disability, old age, death, the provision of medical care 

subsidies for families with children. 

2.1.1.2 Investment 

According to Graham, Benjamin and David Dood (1951), investment means putting money 

into something with the expectation of a gain, that upon thorough analysis, has a high 

degree of security for the principle amount, as well as security return, within an expected 

period of time.  
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Thus in other words, investment refers to the concept of deferred consumption, which 

involves purchasing an asset, giving a loan or keeping funds in a bank account with the aim 

of generating future returns. Various investment options are available, offering differing 

risk-reward tradeoffs. An understanding of the core concepts and a thorough analysis of the 

options can help an investor create a portfolio that maximizes returns while minimizing 

risk exposure. 

2.1.1.3 Benefits 

Is the benefit that provides employees with guaranteed retirement benefits that are based on 

a benefit formula. A participant‟s retirement age, length of service, and preretirement 

earnings may affect the benefit received (U.S. Bureau of Labour Statistics, 2009). 

2.1.1.4 Retirement 

The Webster dictionary defines retirement as a “withdrawal from one‟s position or 

occupation or from active working life.” Although not erroneous, this definition does not 

capture the full complexity of the experience. According to Cavanaugh, chair of APA‟s 

Committee on Aging (CONA), “retirement relates more to a self-definition process than a 

specific point in time” (cited in Greer, 2004, p.10). Thus, retirement may actually involve a 

re-definition of the self based on something other than one‟s occupation and job-related 

competencies (Malette and Oliver, 2006) 

2.1.1.5 Contribution 

A contribution specifies the level of employer contributions and places those contributions 

into individual employee accounts. Retirement benefits are based on the level of funds in 

the account at the time of retirement (U.S. Bureau of Labour Statistics, 2009). 

2.1.1.6 Income 

Sperling (2009) defines income as total annual cash receipts before taxes from all sources. 

It include money, wages and salaries before any deductions; net receipts from non-farm or 



 

 

12 

farm self-employment (receipts from a person's own business or from an owned or rented 

farm after deductions for business or farm expenses). Income also include regular 

payments from social security, railroad retirement, unemployment compensation, strike 

benefits from union funds, workers‟ compensations, veterans‟ payments, training stipends, 

alimony, and military family allotments; private pensions, government employee pensions 

(including military retirement pay), and regular insurance or annuity payments; dividends, 

interest, net rental income, net royalties, periodic receipts from estates or trusts, and net 

gambling or lottery winnings.  

2.1.2 Life Cycle Theory of Saving and Retirement 

This life-cycle theory of saving and retirement is not a complete model of saving and 

retirement behavior. There are several influences that it does not incorporate. For example, 

people may engage in precautionary saving to guard against income shocks, and they may 

also save to provide bequests (Skinner, 1985). In addition, whereas in many developing 

countries the elderly are supported to a large extent by intra-family transfers, in many 

industrial countries the elderly derive considerable support from social security systems. 

These transfer systems clearly affect incentives to save and to retire. Notwithstanding its 

limitations, the life-cycle model can provide valuable insights into behavior. In addition, 

optimal decisions by individuals with complete markets generate an efficient outcome that 

can be used to guide policy even under market imperfections. 

 

When life expectancy rises, existing social security arrangements often become financially 

unsustainable. A common argument is that the resolution of this problem requires some 

combination of increased contributions, reduced benefits, and extended working life, with 

a division of the burden of adjustment across all three margins. The problem with this 

"balanced" approach is that it increases leisure, because the retirement age does not go up 
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as fast as life expectancy, while reducing consumption, both when working (to pay the 

higher contributions) and in retirement (due to lower benefits) (Bloom, Canning and 

Moore, 2007). 

 

Mandatory retirement may prevent individuals from responding optimally to longer life 

spans through longer working lives. Although few social security systems have mandatory 

retirement, a substantial body of evidence indicates that retirement in industrial countries 

clusters around specific ages that depend on retirement incentives inherent in the national 

social security system (Gruber and Wise, 1998). Mandatory retirement, or incentives that 

amount to the same thing, are not required in social security systems. It is possible to sever 

the link between social security pensions and stopping work, or to allow a longer working 

life with an actuarially fair benefit adjustment when retirement does occur. The mandatory 

retirement element of a social security system has a welfare cost. Adding a retirement 

constraint to the optimization problem given by equation generates a shadow price for this 

constraint. 

2.1.3 Types of Investment 

According to Levy and Sarnat (1994), there are many different types of investments, but 

they all fit into four asset classes. Within each asset class, there are investments to suit 

different kinds of risk, duration, returns and liquidity. There are also different ways of 

investing. An investor can take the 'DIY' route and invest directly in one or more of the 

asset classes, or one can invest in a managed fund where fund managers make a wide range 

of investment decisions on his/her behalf. These four types of asset classes are:- 

1. Short Term Deposits 

In this class of asset, the types of investments included are:- 

 

http://www.sorted.org.nz/glossary/term/215
http://www.sorted.org.nz/glossary/term/260
http://www.sorted.org.nz/home/sorted-sections/investing/investment-types#invest-directly#invest-directly
http://www.sorted.org.nz/home/sorted-sections/investing/investment-types#managed-funds#managed-funds
http://www.sorted.org.nz/home/sorted-sections/investing/investment-types#shortterm#shortterm
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(a) Bank Savings Accounts 

This is the simplest kind of a short term (or cash) investment. Returns are low compared to 

other investments, but the returns are guaranteed by the bank interest rates so that one‟s 

investment will not drop in value in the short term like others might do. An investor can 

withdraw a part or all of his/her money whenever s/he wants (total liquidity). This makes 

this type of investment ideal for short term savings goals or as a place to keep your 

emergency fund, not ideal for medium or long term goals. 

(b) Bank Fixed Deposit Accounts 

Here the investor gives the bank a lump sum of money for a set period (a fixed term) let us 

say six months, a year or even more and in return an investor gets a higher interest rate 

than s/he could get in a straight savings account. This can be a good short or medium term 

investment, depending on interest rates. Interest rates are always changing, sometimes they 

go through a 'high phase', and this is usually a good time to have money on fixed term 

deposit. 

2. Bonds 

Bond is commonly used to refer to any security which is founded on debt. These are fixed 

income instrument which are issued for the purpose of raising capital. When an investor 

purchases a bond, s/he is lending out his money to a company or a government. In return, 

they will give him/her interest on his money and eventually pay him/her back the amount 

s/he lent out. Bonds issued by the Government carry the lowest level of risk but could 

deliver fair returns.                           

     

Whilst bonds generally provide a more attractive return than cash, they do carry higher 

risk. The price of a bond rises as interest rates fall, and falls as interest rates rise. Bonds are 

http://www.sorted.org.nz/glossary/term/241
http://www.sorted.org.nz/glossary/term/236
http://www.sorted.org.nz/glossary/term/237
http://www.sorted.org.nz/home/sorted-sections/investing/investment-types#bonds#bonds


 

 

15 

generally suited to investors who are seeking a higher return than is available from cash, 

but who are still seeking a low risk investment. 

3. Property 

Owning property rented to individuals or businesses can be a safe and profitable 

investment. Returns from property investment come from rental income, after deducting 

expenses, and from the increase in the value of property over time. 

Property investment offers value to investors in two ways: 

(a) Properties increase in capital value over time as house and land prices rise. 

(b) Earned rental income from tenants. 

Like shares, property prices fluctuate and have periods of sustained high returns and 

sustained low returns.  So property is generally only suitable as a long-term investment. 

Property is generally best suited to investors who: 

(a) Do not require “emergency” access to their money. 

(b) Have a long-term investment timeframe (5-7 years and above) 

(c) Have the ability to meet mortgage repayments in the event that interest rates rise or 

when they have difficulty finding tenants. 

 

That is to say one can benefit from property as an investment and there are several 

different ways in investing in property, but the common ones are direct and indirect 

investment. If an investor is interested in direct property investment, s/he can manage the 

day-to-day administration of his rental property himself, or use a property management 

company to do it for him. A property management company takes on the tasks of finding 

tenants, collecting the rent and bond monies, and attending to maintenance issues etc on an 

investor‟s behalf and the fees charged for these services are usually a percentage of the 

rental income. 

http://www.sorted.org.nz/home/sorted-sections/investing/investment-types#property#property
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For an indirect property investment, an investor can invest in managed investment fund 

that invests some of his money in property. This could be by way of ownership of rented 

buildings or by way of an investment in shares of public companies, which specialize in 

property ownership. This gives an investor many advantages of property ownership 

without having to find the property and do the hands on management himself. This type of 

indirect property investment also makes it easier for the average investor to get the benefits 

of diversification. 

4. Shares/ Stocks 

A share is any of the equal portions into which the capital stock of a corporation is divided 

and ownership of which is evidenced by a stock certificate. 

When an investor buys a share, s/he become a part owner in the company and become 

entitled to share in its future value and profits. 

Shares offer growth to investors in two key ways which are:- 

a) As the overall value of the company increases, the value of investor‟s shares 

also increase. 

b) Companies can also opt to pay part of their profits to shareholders as an 

income payment, rather than reinvesting all profits back into company. 

These income payments are known as “dividends.” 

Shares are generally best suited to investors who: 

(a) Want to build up a solid nest egg for medium and long term savings goals. 

(b) Have a longer investment timeframe (5-7 years and above). 

(c) Are comfortable with some volatility in their investment value over the short-

term, in exchange for higher returns over the long-term. 

 

http://www.sorted.org.nz/home/sorted-sections/investing/investment-options
http://www.sorted.org.nz/home/sorted-sections/investing/investment-types#shares#shares
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Shares can also lose value and any loss or gain in value is said to be 'realized' if an investor 

sell the shares right there and if s/he holds onto them the loss or gain is then 'unrealized.' 

Thus the price of shares in any individual public listed company can vary from day to day. 

On any day some shares may go up in value and some down depending on how investors 

view the prospects of each company. All of the listed company shares in a particular 

country or industry may increase or decrease in price because of rises and falls in economic 

confidence or changes in the particular industry. 

 

Because of that volatility of share prices (i.e. the fact that in the short term they may go up 

or down) it is not wise to invest funds which an investor needs in the short term, in shares. 

When one needs his/her money he/she will generally be able to sell the shares, but the price 

at the time may be below or above his purchase price. Thus shares should be used as a 

long-term investment. 

Also stocks/shares are more volatile and riskier than bonds; however, they provide 

relatively high potential returns as compared to bonds. 

2.1.4 Criteria used to Evaluate Investments 

In any investment undertakings it is crucial to evaluate and project the cost and benefits 

expected to arise out of it. Two approaches are pointed out by Mwisho (2002) under which 

a firm may use to evaluate its investments:- 

 

1. Non-Discounted Cash Flow Technique 

This method of capital budgeting does not explicitly consider the time value of money. In 

other words, each Tanzania shilling earned in the future is assumed to have the same value 

as each Tanzania shilling that was invested many years earlier. 
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a) Payback Period 

The payback period measures the time that it takes to recoup the cost of the investment. If 

the cash flows are an annuity, then we can simply divide the cost by the annual cash flow 

to determine the payback period. Otherwise, we may subtract the cash flows from the cost 

until the reminder is zero. The shorter the payback period, the better. Thus generally firms 

will have some maximum allowable payback period against which all the investments are 

compared. 

 

The advantages of this method are:- 

 It is simple to understand and easy to calculate. The firm‟s executives consider 

the simplicity of method as a virtue, which is evident from the heavy reliance 

on it for appraising investment proposal in practice. 

 It is cost less than most of the sophisticated techniques, which require a lot of 

the analyst‟s time and the use of computers. 

 It gives a measure of the liquidity of the project.        

 

The disadvantages of this method are:-. 

 It ignores the time value for money 

 It ignores all cash flows beyond the payback period                          

           

  

Thus the payback period is not a good method for evaluating the acceptability of the 

investment projects; however it can be used along with the NPV rule as the first step in 

roughly screening the projects. In practice, the use of DCF has been increasing but payback 

continues to remain popular and primary method of investment evaluation. 
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b) Simple Rate of Return 

This is another capital budgeting technique that does not involve discounted cash flows. 

The method is also known as the accounting rate of return, the unadjusted rate of 

return, and the financial statement method. Unlike the previous method, the simple rate 

of return method does not focus on cash flows. Rather, it focuses on accounting net 

operating income. The approach estimates the revenue that will be generated by a proposed 

investment and then to deduct from these revenues all of the projected expenses associated 

with the project. The net operating income is then related to the initial investment in the 

project, as shown in the following formula: 

[Simple rate of return = (Incremental revenues − Incremental expenses, including 

depreciation  

= Incremental net operating income) / Initial investment]     

The advantages of this method are:- 

 It is simple to calculate and easy to understand. 

 It is popular because it uses the accounting data which are familiar. 

 It incorporates the entire stream of income in calculating the project‟s profitability. 

 

This method also has its limitations which are:- 

 Crude and unsophisticated. 

 It ignores cash flows available to the business (It uses net profit after tax). 

 It does not take into consideration the time value of money. 

  No objective way to determine the minimum acceptance rate of return. 



 

 

20 

Thus the simple rate of return method continues to be used as a performance evaluation 

and control measure but its use as an investment technique is certainly undesirable and it 

may lead to unprofitable allocation of capital. 

2. Discounted Cash Flow Technique 

This is a valuation method used to estimate the attractiveness of an investment opportunity. 

Discounted cash flow (DCF) analysis uses future free cash flow projections and discount 

them (most often using the weighted average cost of capital) to arrive at a present value, 

which is used to evaluate the potential investment. If the value arrived at through DCF 

analysis is higher than the current cost of the investment, the opportunity may be a good 

one. 

Despite the complexity of the calculations involved, the purpose of DCF analysis is just to 

estimate the money one would receive from an investment and to adjust for the time value 

of money. 

a) Net Present Value Analysis 

The net present value (NPV) is the difference between the present value of the cash flows 

(the benefit) and the cost of the investment (IO): 

              NPV = Present Value of Cash Flow - Initial cost of Investment.  

 

 In other words, this is the increase in wealth that the shareholders will receive if the 

project is accepted. All projects with NPV greater than or equal to zero should be accepted. 

The advantages of this method are:- 

 It takes into consideration all cash flows. 

 It is a true measurement of profitability. 

 It is based on the concept of the time value of money. 

 It satisfies the value-additive principle. 
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 It is consistent with wealth maximization. 

 

The method has also its limitations and these are:- 

 It requires estimation of cash flows, which is the tedious task. 

 It requires computation of the opportunity cost of capital, which poses 

practical difficulties. 

 It is sensitive to discount rates. 

b) Profitability Index 

Profitability Index (PI) is another DCF of evaluating the project proposals, and it is the 

ratio of the present value of cash inflows, at the required rate of return, to the initial cash 

outflow of the project. 

Profitability index is the derivative of NPV approach.  However, in this case it is re-

expressed as a ratio. The formula for calculating profitability index is:- 

PI = Present value of the cash inflows / Present value of the cash outflows  

 

According to the acceptance rule, when the profitability index is greater than one, the 

project should be accepted due to the fact that net present value is positive and if the 

profitability index is less than one, it should be rejected because the net present value is 

negative. 

The advantages of this method are:- 

 It considers all cash inflows. 

 It recognizes the time value of money. 

 It is a relative measure of profitability. 

 It is generally consistent with the wealth maximization principle. 
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The method also has its limitations and these are:- 

 It requires estimation of cash flows, which is the tedious task. 

 It requires computation of the opportunity cost of capital, which poses practical 

difficulties. 

 It is sensitive to discount rates. 

(c) Internal Rate of Return 

Internal Rate of Return (IRR) is another DCF which takes into account the magnitude and 

timing of the cash flows. IRR is defined as the discount rate that equates the present value 

of cash inflows with the initial investment associated with the project. The IRR, in other 

words, is the discount rate that equates the NPV of an investment opportunity to zero 

(since the present value of cash inflows equals the initial investment). 

According to the acceptance rule, using the IRR technique is to accept the project if its IRR 

is higher than the opportunity cost of capital. The project shall be rejected if IRR is lower 

than the opportunity cost of capital. The decision may remain indifferent when IRR is 

equal to opportunity cost of capital. 

  The advantages of this method are:- 

 It considers all cash inflows. 

 It is a true measure of profitability. 

 It is based on the concept of time-value of money. 

 It is generally, consistent with wealth maximization. 

 

The method has also its limitations and these are:- 

 It requires estimates of cash flows, which is the tedious task. 

 It does not hold the value-added principle. 

 At times it fails to indicate correct choice between mutually exclusive projects. 
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 At times yields multiple rates. 

 It is relatively difficult to compute. 

2.1.5 Risk and Risk Management Systems for Pension Funds 

The Fund, being a social security and an institutional investor, is primarily concerned with 

mobilizing members' contributions and investing the same for the purposes of building 

financial capacity and maintaining its long-term solvency so that it can meet social security 

obligations of its members as they fall due. These two main activities of the Fund entail the 

need for an adequate and systematic risk management system (LAPF Investment policy, 

2008). 

2.1.5.1 Types of Investments’ Risks 

The following may be considered as the broad categories of risks which pension funds 

face. It should be noted that not all risks apply to each type of pension fund, and any risk 

management system needs to identify which risks are material to the particular pension 

fund in question (according to whether it is a defined benefit or defined contribution fund, 

offers guarantees, is funded by a plan sponsor etc.). It is also important to determine 

whether these risks are borne directly by the fund itself, the plan sponsor, or some other 

entity such as pension fund managers and administrators and also how risks affecting other 

parties may impact the pension fund
2
. 

i. Investment or market risk: risk of losses due to adverse movements in 

interest rates and other market prices. The risk may also arise due to investment 

in unregulated/ unlisted products. „Concentration‟ risk is also possible – i.e. risk 

                                                 
2 IOPS Working Paper No.11/ OECD Pensions and Insurance Working Paper No.40 

http://www.iopsweb.org/dataoecd/31/33/43946778.pdf 
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that the pension fund‟s portfolio is not adequately diversified and is too exposed 

to one asset or issuer.  

ii. Counterparty default risk / credit risk: risk of loss from the failures of a 

counterparty to meet its obligations.  

iii. Liquidity risk: the risk that an entity will not be able to meet its financial 

obligations as they fall due because of shortage of funds.  

iv. Asset-Liability mismatch risks: risk arising from insufficient assets to meet 

liabilities, which may arise from. For example, adverse market movements 

having a differential effect on assets and liabilities.  

v. Actuarial risk: risk arising from inappropriate actuarial valuation methods and 

assumptions (e.g. mortality, longevity, disability, inflation, liquidity etc.).  

vi. Governance and agency risks: risks which could otherwise be described as 

„competition risk‟ or „competition failure.‟ Issues include excessive fees, 

conflicts of interest, biased funding decisions, fraud misappropriation and 

misallocation, as well as inadequate objectives and strategies and other aspects 

of bad governance.  

vii. Operational and outsourcing risks: the risk of losses resulting from 

inadequate or failed internal processes, people and systems, including IT 

systems, as well as the risks related to the outsourcing of business activities. 

Record keeping risks (such as errors in investment holdings, benefits not paid or 

late contributions etc.) would also be included.  

viii. External and strategic risk: these are the inherent risks with regard to the 

sensitivity of the fund to external factors (such as political risk, demographics, 

competition, technology, reinsurance, mergers, plan sponsor risk, political 

stability, natural disasters, etc.). The risk of non-payment of contributions 
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should also be considered. Strategic risk is the risk resulting from strategic 

business decisions.  

ix. Legal and regulatory risk: the likelihood of adverse consequences arising 

from the failure to comply with all relevant laws and regulations.  

x. Integrity risk: risks arising as a result of close association with another entity – 

the risks may be direct through financial exposure or indirect through reputation 

damage. Integrity or reputational risk may also arise from possible damage to 

an entity‟s reputation as a consequence of negative public perception (e.g. 

among clients, business partners, shareholders or the authorities).  

2.1.5.2 Risk Management System 

Risk management system can be defined as the process designed to provide reasonable 

assurance regarding the achievement of objectives of the organization in terms of: 

effectiveness, efficiency and resilience of operations; reliability of financial reporting; and 

compliance with laws and regulations. The process does not involve  just one policy or 

procedure performed at a certain point of time but should be continually operating at all 

levels of the organization, and involve all staff.   

 

The risk management system needs to be well integrated into the organizational structure 

and in the decision making process of the pension fund. According to (Monyo, 2000), risk 

management system includes the following:- 

(i) Diversifying your Investment Portfolio 

The extent of diversification would depend on an investor‟s risk tolerance. But remember 

too much of diversification can also strip away an investor‟s potential returns that s/he may 

have enjoyed. Moreover, a well diversified portfolio is advisable for those who seek for 

steady returns over the longer term. 
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(ii) To do an Advance Research before you start Investing  

An investor should research on various investments opportunities beforehand, get familiar 

with the investing terms, theories and numbers. This will make him/her more confident in 

his investments and also take away some of the worries that many people have regarding 

their investment. 

(iii)To Focus on Long Term Investments 

This plan will help an investor to cope with volatility. Long term investments can also help 

an investor to save a little on taxes, hence with a careful planning an investor can 

eventually minimizes the taxes s/he has to pay on his gains. Thus, an investor should 

follow a long term investments process to protect himself from substantial losses. 

(iv) An Investor should know the Marketing Patterns 

So, get familiar with the wonderful marketing world of investments, while keeping in your 

mind that investments carry risk as well as reward. It could be fun at the same time risky, 

therefore always an investor should remember to stick to his goals and plans and keep a 

proportional perspective so that s/he is not carried away by some exciting temptations and 

stretch to far above his limits. 

2.1.6  Social Security System in Tanzania  

Social security in Tanzania, as in many countries, is broadly divided into formal and 

informal provisions.  

2.1.6.1 Informal Social Security 

Informal social security refers to collective traditional and neo-traditional mutual aid 

practices, arrangements and schemes carried out largely by communities. In times of 

contingencies such as famine, diseases, and old age; individuals have depended on family, 

clan members and members of the community for assistance in the form of cash or in kind. 

While it is recognized that over time, traditional social security system has tended to decay 
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and change forms in response to the forces of urbanization and industrialization. There is 

evidence that in Tanzania family and community social support system have remained as 

means of social security within different social groups. Overtime, socio-economic reforms 

have slowly resulted into disintegration of the family-based social security protection 

leading to the formation of self-help groupings such as UPATU, UMASIDA, VIKOBA 

and VIBINDO (URT, 2003). 

2.1.6.2 Formal Social Security 

Formal social security are the public programs adopted through legislation and operated 

under public administrative bodies to handle some of the major social-economic risks and 

uncertainties in human life (Gbossa, 1998). Therefore, social security is rooted in the need 

for solidarity and risk pooling efforts by the society given that no individual can guarantee 

one‟s own security. Most developing countries, like Tanzania, have inherited these formal 

social security systems from their colonial masters, consequently, these countries have 

found themselves tracking, more or less, along the same basic social-economic lines as laid 

down by their colonial regime.  

 

Social Security systems are usually categorized as being made up of contributory and non-

contributory schemes. The performance of any social security institution can be judged by 

three criteria, proportion of the population covered, scope of coverage and adequacy of 

benefits. Status of these criteria of any formal scheme describe comprehensive picture with 

regard to width and scope of coverage as well as adequacy of benefits (ILO, 2008).  

 

In Tanzania, currently there are five major formal institutions that provide social security 

protection in Tanzania. These are the National Social Security Fund (NSSF), the Public 

Service Pension Fund (PSPF), Parastatal Pension Fund (PPF), the Local Authorities 
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Pensions Fund (LAPF) and National Health Insurance Fund (NHIF) offering health 

insurance coverage to pensionable employees of central government. The formal social 

security total coverage in Tanzania is about 871,000 members distributed as 363,000 for 

NSSF, 193,000 for PSPF, 180,000 for NHIF, 90,000 for PPF and 45,000 for LAPF. This 

represents about 85% of the persons employed in the formal employment sector (URT, 

2003). 

2.1.6.3 The Structure of Social Security Services in Tanzania  

Social security systems in Tanzania address a wider variety of public and private measures 

meant to provide benefits in the event of the individuals‟ earning power permanently 

ceasing, being interrupted, never developing, being unable to avoid poverty, or being 

exercised only at acceptable social cost (URT, 2003). The major domains of social security 

are: poverty prevention, poverty alleviation, social compensation and income distribution. 

Many issues relating to social security are sensitive, as they touch on the material interests 

of organized workers and the unorganized poor as well as insurance industry and employer 

organizations. The social security system in Tanzania comprises the following key 

elements:-  

a) Social assistance schemes which are non-contributory and income-tested, provided 

by the state to groups such as people with disabilities, elderly people and 

unsupported parents and children who are unable to provide for their own minimum 

needs. In Tanzania social assistance also covers social relief, which is a short term 

measure to tide people over a particular individual or community crisis ; 

b)  Mandatory schemes, where people contribute through the employees to pension or 

provident funds, employers also contribute to these funds;  
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c) Private savings, where people voluntarily save for retirement, working capital and 

insure themselves against events such as disability and loss of income and meet 

other social needs.  

 

Despite the existence of this framework, service delivery has not reached the majority of 

Tanzanians due to inadequate financing and fragmented institutional arrangements. 

According to URT (2001), the total population of Tanzania in 2001 was about 33.5 million. 

Out of this, 70 per cent were in the rural areas, while the rest are in urban areas. The total 

labour force of Tanzania was estimated at 16 million, where 5.4% of the total labour force 

or 2.7% of the total population was covered by the mandatory formal social security 

system. 93 per cent of the capable workforce was engaged in the informal sector in both 

rural and urban areas; out of that 80 per cent is in engaged in the agrarian economy. The 

above information shows how the formal social security systems in Tanzania cover a small 

portion of the population.  

2.1.6.4 The Coverage of Formal Social Security System in Tanzania  

In Tanzania, the coverage of formal schemes is generally limited to workers‟ in the formal 

employment which is a small fraction of the working population equivalent to 6.5 percent 

and 1 per cent of the total population. Scope is limited to old age, death, survivors, 

invalidity, maternity and workmen‟s compensation and the levels of benefits are low. The 

majority of workers who work in the informal economy and their families are excluded 

from contributory schemes and this is a major challenge facing these schemes, bearing this 

in mind, there is an urgent need to reform the structure of the formal social protection 

schemes (Clive, 2002). 
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2.1.6.5 Challenges facing the Social Security System in Tanzania  

Challenges are also part and parcel of the performance of Social Security funds in 

Tanzania.  Apart from the challenges relating to width and scope of the coverage and  

benefit adequacy, Social Security Systems in Tanzania also face a number of operational 

challenges from different stakeholders (URT, 2003).The National Social Security Policy of 

the United Republic of Tanzania has provided some of these challenges which include:-  

a)  Weakening of Informal Social Protection System  

Socio-economic developments taking place in Tanzania have resulted into a slow but 

steady disintegration of the kinship or family-based social support systems on which the 

majority of Tanzanians have depended for protection against contingencies. Economic 

hardships have made it difficult for individuals, families and/or kin members to provide 

assistance to each other in time of crisis and need. The high rate of urbanization has also 

taken its toll on traditional social protection systems. There has been increasing 

fragmentation with families becoming more dispersed thereby eroding the capacity of 

extended families to function as social safety nets (URT, 2003).  

b) Limited Growth of the Formal Employment  

Public sector reforms have resulted into retrenchment of workers, freezing employment in 

the public sector and privatization of public enterprises. These have led to increased 

unemployment, which in turn has forced more people to resort to employment in the urban 

informal sector where earnings are often inadequate and/or uncertain. There is however a 

limited growth in employment in the private sector (URT, 2003). 

c) Reduced Access to Social Services  

Despite the deliberate measures by the government to improve provision of social services 

to the public, considerable part of the population has either limited or no access to services. 
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In some instances, cost sharing in the provision of social services has reduced the capacity 

of the people to access the services (URT, 2003). 

d)  Low Levels of Income 

Incomes for the majority of the people in Tanzania are generally inadequate to meet their 

basic requirements and save for future use (URT, 2003).  

e)  Declaration of Low Insurable Earnings  

Some employers provide remunerations composed of basic salaries and allowances, while 

deductions for social security are based on basic salaries only, leading to lower benefits 

from social security institutions upon retirement (URT, 2003).  

f) Lack of Mechanism for Portability of Benefit Rights 

There is no established mechanism that can allow benefit rights of a member to be 

transferred from one scheme to another. This results into employees losing some of their 

benefit rights when they move from one sector to another. However the government has 

established social security regulatory authority which will reduce or eliminate this 

problem.  

g)  Difficulties in Managing Pension Reserve Funds 

Most Pension Funds in Tanzania, provident or otherwise, have generated surplus resources. 

Management of these reserves is proved problematic and has contributed to the existing 

and forthcoming difficulties. There are multiple reasons why management of funds has 

been difficult. To begin with, governments have had a considerable degree of say on how 

pension surplus funds should be utilized. In almost all countries, governments have either 

borrowed or appropriated resources from the pension funds. As a consequence, in many 

cases the interest rates were below market returns, and in some cases below inflation rate. 

Countries are finding it increasingly necessary to clarify the accounts between the 

government and the pension funds.  
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According to LAPF Investment Policy (2008), in each financial year, the proportion of 

funds set aside for investment should be determined by the projected benefit liabilities and 

other financial obligations. Implicitly, the investments horizon of the Fund reflects the 

expected liabilities in short, medium and long-term as stated in LAPF valuation report.  

Also in each particular year, the Fund shall set aside at least 80% of its funds generated in a 

year for investment purpose. The remaining 20% shall be used for benefit payments, 

administrative expenses and for capital development expenditure. Investments of the Fund 

shall be evaluated as follows:- 

(i) Assets shall be strictly valued in accordance with generally accepted accounting 

principles, i.e. International Financial Reporting Standards (IFRS). 

(ii) The objective shall be to ensure that information about investments is as accurate, 

complete, timely and transparent as possible.  

(iii) To achieve this goal there shall also be disclosure of the results that would have 

been obtained using the main alternative financial methodologies such as 

market value or fair value when assets are shown at historical cost (LAPF 

Investment Policy, 2008). 

According to LAPF Investment Policy (2008), the overall authority on approving 

investments is vested to the Board; however in order to enable smooth implementation of 

the investment function the Board needs to delegate some of this authority to the 

Management or other organs created by the Board. Table 1 shows proposed approval limits 

to be vested on each authority, for each type/category of investment at LAPF. 
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Table 1: Approval Limits Vested to Different Authorities 

   Securities Amount/Limit (Tshs) Approving 

Authority 

1 Government Securities Up to 10,000,000 Director General 

2 Fixed Deposits and other 

Short-Term Securities 

(REPOs) 

Up to 10,000,000 Director General 

Over 10,000,000 Management 

Investment 

Committee 

3 Guaranteed Corporate 

Bonds 

Any amounted to be 

invested 

Management 

Investment 

Committee 

4 Shares of companies listed 

at Dar es Salaam Stock 

Exchange  

Up to 10,000,000 Management 

Investment 

Committee 

5 Other Corporate Bonds Any amount to be 

invested 

Board of trustees 

6 Direct Lending  Any amount to be 

invested 

Board of trustees 

7 Syndicated lending Any amount to be 

invested 

Board of trustees 

8 Real estate‟s Investment Any amount to be 

invested 

Board of trustees 

9 Other investment 

opportunities 

Any amount to be 

invested 

Board of trustees 

Source: Local Authorities Pensions Fund Investment Policy (2008) 
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Retirement (old age) benefits are the benefits paid to LAPF members at old age so as to 

guarantee them income replacement on retirement after the qualifying conditions met by 

the client. A beneficiary should have attained pensionable age of 55 on voluntary 

retirement or 60 years on statutory retirement. 

Note: If a member attains a voluntary or statutory age but has not reached 180 contribution 

credits, s/he will be paid the gratuity (lump sum) only, this means s/he won‟t be receiving 

the monthly pension and thus s/he won‟t be a permanent pensioner. 

But if a member has attained a voluntary or statutory age and has reached 180 contribution 

credits, s/he will be paid the gratuity (lump sum) together with the monthly pension during 

his/her life time up to death. 

2.2 Empirical Literature Review 

2.2.1 Studies Conducted in Developed Countries 

Abel (2000) conducted study titled “the Effects of Investing Social Security Funds in the 

Stock Market when fixed costs prevent some Households from holding stocks” in USA and 

he found out that Social Security system in the United States currently runs a surplus of 

$100 billion per year, which is used to buy bonds that are held in the Social Security Trust 

Fund. The study projected that the value of this trust fund is projected to grow to more than 

$2.3 trillion dollars in the year 2015.  

 

The study stipulated more that pension systems in developed countries cover more than 

90% of the labor force. Of course, this is a highest percent compared to those which could 

be found in less developed countries. All of these countries have a mandatory pension 

scheme, but the balance between voluntary and mandatory provision of pension benefits 

differs greatly. 
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 Justino (2003), conducted study in the United Kingdom and Canada regarding voluntary 

pension scheme and he found out that private pension provision is widespread in countries 

such as Canada, the United Kingdom, and the United States, which have relatively small 

mandatory pensions. In countries where a large share of income is replaced under the 

mandatory system, those covered have no need to make any voluntary provision for 

retirement.  

2.2.2 Studies Conducted in Developing Countries 

Justino (2003) conducted study entitled “Social Security in Developing Countries” in India 

and he argued that social security policies in developing countries should aim at the 

protection and promotion of both human and physical capital. The report added that 

policies that protect human capital include better access to better nutrition, better health 

support, health insurance policies, and improved access to schools, universal primary 

education and so forth. Physical capital can be protected by policies aimed at employment 

creation, promotion of rural development, research and incentives to encourage labour-

intensive investments, better access to housing and land, improved infrastructures, 

reduction of remoteness of some population groups, measures to eliminate biases against 

women and other vulnerable groups as producers and consumers improved access to 

services related to pension.  

 

Social security policies have important private and social benefits in developing countries. 

Adequately targeted policies aimed at protecting individuals and households against socio-

economic shocks may improve living standards and strengthen livelihoods. They may also 

increase the productive capacity of the poor and thus contribute towards the increase of 

their potential to secure employment, improve their productive capacities and increase 

incomes. This may, in turn, be a benefit to social security services to employees and 
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retirees. But policy is not enough; issues of transparency and accountability in the policy 

implementation should be focused. 

2.2.3 Studies Conducted in Africa 

Kaseke (1999) conducted study titled “Social Security and the elderly: the African 

experience” in Zimbabwe and he found out that formal social security protection around 

the world covers about one third of the population. In Africa, the coverage is very low, 

between 18 percent and 30 percent of the population. The main reason for this is that only 

people in regular employment have access to becoming members of such schemes. 

However, formal employees are only a small percentage of African labour force.  

 

Palacios, Pallares-Miralles (2000) conducted study on International Patterns of Pension 

Provision in sub-Saharan countries of Africa and found out that less than 10% of the older 

population has a contributory pension scheme. Additionally, ILO research discovered that 

one of the most vulnerable groups in any society is particularly older women. Yet, 

according to the study only one in five workers is covered by adequate social security 

schemes.  

 

Stewart and Yermo (2009) conducted study on coverage of social security in Ghana and 

they found out that both the mandatory and voluntary pension schemes in Ghana cover less 

than 10 percent of the labor force in Ghana and cost around 1.5 percent of GDP. 

 

Although it has been recognized that social security investment for retirement had great 

importance to human economic benefits, the World Bank (Holtzman, Hinz 2001) point out 

that 85% of the world„s population has no retirement benefit at all.  
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ILO conducted study in Kenya on existing pension schemes and the study discovered that 

pension schemes are limited to formal sector workers. This study discovered that about 84 

per cent of the labour force is excluded, while many of those who are covered receive 

benefits that fall short of their basic needs. In addition, basic health care remains out of 

reach for the 56 per cent of Kenyans who live in poverty (Hakijamii Trust, 2007).  

2.2.4 Studies Conducted in Tanzania  

United Republic of Tanzania (2003) conducted study on social security policies in 

Tanzania and the study found out that efforts by the government to provide social security 

protection in the country have brought about significant development. However, due to the 

absence of an elaborated social security policy to guide effective functioning of the 

industry, there are some structural, operational and policy weaknesses inherent in the social 

security system.  

 

The study pointed out that social security institutions in Tanzania have been investing in 

portfolios such as commercial loans, real estate, government securities, Loanable funds, 

bank deposits and equities; all of which have contributed to social and macro-economic 

development of the country. There has been an increase in the level of public awareness on 

the social security system in respect of benefits offered, coverage, investments and general 

operations of the sector. 

 

The 2002 census conducted in Tanzania indicated that the country had a population of 

about 34.5 million people (URT, 2002). Out of this population, 16.9 million represent the 

active labour force. Those working in formal employment represent about one million, of 

which 900,000 people were covered by the formal social security schemes as at the year 

2000. This was about 5.6 per cent of the active labour force (URT, 2000). 
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2.3 Conceptual Framework 

A conceptual framework guides a research in determining what measures, and what 

statistical relationships is looked for (Kombo & Tromp, 2006). In the conceptual 

framework presented in figure 1, independent variable presumed to influence or precedes 

another variable (dependent variable). The variable is systematically manipulated by the 

researcher to determine changes in the dependent variable. An independent variable is a 

factor that can be varied or manipulated in an experiment (e.g. time, temperature, 

concentration, etc). It is usually what will affect the dependent variable also known as the 

experimental variable or moderating variable. 

http://www.everythingbio.com/glos/definition.php?ID=3386
http://www.everythingbio.com/glos/definition.php?ID=2658
http://www.everythingbio.com/glos/definition.php?ID=684
http://www.everythingbio.com/glos/definition.php?ID=3389


 

 

39 

Figure 1: Conceptual Framework: Determinants of Late-Age Labor Force Participation 

 

Independent variables     Dependent variables 

              

          

 

 

 

 

 

 

 

 

 

 

 

 

 

Intermediate factors 

 

 

 

 

 

 

 

 

This conceptual framework determines a worker‟s motivation to remain in the labor 

market, and those that represent a worker‟s opportunities to remain employed. Preferences 

regarding leisure, job amenities, opportunity costs of non work, and level of personal and 

pension savings for retirement all affect individual motivation to remain in the labor 

Employment Stability 

 

Industry Firm Size 

 

Health/Functional Ability 

 

Family Obligations 

Education 

 

Occupation 

Attainment 

 

Marital Status 

 

Ethnicity 

 

Gender 

 

Race 

 

 

 

 

 

 

 

 

 

 

 

 

Income 

(Opportunity 

cost of non-

work) 

 

Saving for 

Retirement 

  

Pension 

 

 



 

 

40 

market. Employment characteristics that determine a worker‟s vulnerability to involuntary 

job loss (such as employment health and functional ability, and family obligations 

determine whether workers can maintain their desired level of labour market. Both 

ascribed and achieved characteristics influence these motivational and opportunity 

characteristics. 

 

To elaborate on Figure 1, the higher average educational and occupational attainment of 

elderly whites afford them higher pension coverage and greater savings for retirement 

motivating them to leave the labour market at younger ages. At the same time, their higher 

opportunity costs of non-work, better working conditions, better average health and 

functional ability both motivate them to remain in the labour market and ensure that they 

are better able to do so. Conversely, the lower educational and occupational status of 

minority older workers seldom provide the pension and savings that facilitate retirement, 

which forces many to remain in the labor market out of economic necessity. 

 

This conceptual framework and review of prior studies shows that older workers, but 

particularly the former, are more vulnerable to adverse forms of labor market exit as they 

approach retirement age. It is particularly important to prepare economical security as they 

approach to retire. It has been also expected that women exhibit more involuntary 

pathways out of the labor market than their male peers. However, it has been expected that 

prior labor market characteristics will exert a strong impact on employment in the pre-

retirement years, such that workers who faced employment insecurity at younger ages are 

more vulnerable to involuntary labour market withdrawal as they approach retirement. 



 

 

41 

2.4 Critical Review of the Literature 

ILO conducted study in Kenya on the coverage of pension schemes and the study 

discovered that about 84 percent of the labour force is excluded.  However, this study did 

not recommended the way forward to deal with this problem in order to ensure that a great 

percent of labour force is covered by social security schemes for the improvement of their 

living standard. The protection measures which social security institutions provide for its 

members, protect them against economic and social distress that would otherwise be 

caused by the stoppages or substantial reduction of earnings resulting from sickness, 

maternity, employment injury, unemployment, disability, old age, death and the provision 

of medical care subsidies for families with children. 

 

The study conducted by United Republic of Tanzania (2003) on social security policies in 

Tanzania, found out that social security sector lack elaborated policy to guide effective 

functioning of the industry. It was expected that this study could have pointed out specific 

policies which need to be improved in order to tackle the existing problems and challenges 

facing the social security industry but unexpectedly, this was not the case. The findings of 

this study were too general to solve various specific problems facing social security 

industry in Tanzania. 

 

Holzmann and Jorgensen (2000) defined social security as consisting of public 

interventions to assist individuals, households and communities better manage risk and to 

provide support to the critically poor. Underlying this definition is the idea that social 

security is both a springboard and a safety net for the poor.  
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The fundamental social security needs of the poor in Tanzania are the result of chronic or 

structural poverty and only secondarily of conventional social insecurity. However, this 

definition and explanation do just underpin the poor people. Social security is for all the 

classes of people within the society regardless their differences in economic aspect. 

Therefore, an attempt to define social security should therefore take into account both the 

conventional definition as well as the basic needs definition of social security which 

portrays the situation in Tanzania. 

2.5 Relevance of Literature 

The study conducted by Salum Miraji (2010) on “Performance Assessment of Pensions 

Fund in Tanzania” is relevant to the efficient and effective operations of Social Security 

Sector since it pointed out the needs of Pensions Funds to determine what actually have the 

cause-effect impact to the performance of the registration and contribution collection level 

and capitalize in the operational components which bring about the positive results in the 

performance of the registration and collection. Furthermore, Pensions Funds in Tanzania 

were advised to begin initiatives to establish Product which benefit members today on top 

of the traditional retirement benefit, improve quality and quantity of benefits, halt the 

accumulation of the arrears by eliminating defaulters, focus on 100% degree of compliance 

and not absolute values, establish the minimum monthly pension floor policy and index the 

monthly pension with inflation rate of the country. 

 

The study conducted in India by Justino (2003) on Social Security Policies in Developing 

Countries is relevant to this study, since it suggested the need of social security policies to 

aim at the protection and promotion of both human and physical capital. This is due to the 

fact that members of pension funds are human capital in their respective countries and it is 

necessary for them to have better access to better nutrition, better health support, health 



 

 

43 

insurance policies, and improved access to schools, universal primary education and so 

forth.  

 

It is equally important that physical capital be protected by policies aimed at employment 

creation, promotion of rural development, research and incentives to encourage labour-

intensive investments, better access to housing and land, improved infrastructures, 

reduction of remoteness of some population groups, measures to eliminate biases against 

women and other vulnerable groups as producers and consumers improved access to 

services related to pension.  

 

The study conducted by Ramadhani Mgaya (2010) on “Delays and Diversion of Statutory 

contributions; their causes and impacts, (The case of Local Authorities Pensions Fund in 

Tanzania) is relevant to the betterment of Social Security sector as it recommended that the 

Government should take social security seriously and protect its people from poverty after 

retirement by punishing those employers who delay and divert social security 

contributions. Currently that exercise is supposed to be done by the Social Security 

Institutions and they are not doing a good job as contributions are still being delayed. 

Social Security should be part of good governance evaluation to employers and other 

CEOs and failure to comply should be punishable by the Social security laws, the 

government, and in accordance to international human rights conventions. However, Social 

Security should be extended to cover more than those in the formal sector who make up 

only 6 percent of the working force leaving the majority in the population that work in the 

informal sector uncovered. Once Social Security coverage is extended to majority of 

voters, then, the state will pay close attention to Social Security contribution.  
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This study also emphasized the importance of creating public awareness with regard to 

Social Security Institutions (SSIs) and Social Protection (SP) using various methods like 

member education, trainings and seminars, school curricular to include SSIs and SP in 

higher learning institutions. This will argue against the unawareness to Social Security 

issues. This will not only enlighten the employees on their right to social security, but will 

also enable them to ensure that their employers remit their contributions from the time they 

are employed to retirement.  
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CHAPTER THREE 

RESEARCH METHODOLOGY 

3.0 Introduction  

This chapter on research methodology describes the research design, area of the study, 

population of the study and the sample and sampling procedures. The chapter also 

discusses data collection methods that were employed in answering the research questions. 

Data analysis and issues related to credibility are also covered in this chapter.   

3.1 Research Design 

Kothari (2003) defines research design as an arrangement of conditions for data collection 

and analysis of data in a manner that aims to combine relevance with the research purpose 

with economy in procedure. It constitutes the blue print for the collection, measurement 

and analysis of data. This study employed the case study research design. This approach 

was intended to gain more information about the nature of a particular area of study; it is 

therefore, used to provide a picture of a situation so as to be able to describe the situation 

(Burns and Grove, 1999). 

3.2 Area of the Study 

The study was conducted at the Local Authorities Pensions Fund (LAPF) headquarters 

located in Dodoma region. 

3.3 Study Population 

According to Babbie (1994), population is that aggregate of elements from which the 

sample is actually taken. Target population refers to the total number of subjects or the 

total environment of interest to the researcher (Kothari, 2004). The researcher included all 

the staff members of the accounts and finance department, compliance and benefits 

department together with those in the planning and investment department in LAPF 

headquarters Dodoma who in general comprises a total population of 38 staffs being 16 
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Accountants, 10 Operation officers, 9 Investment officers, 1 Treasury Manager, 1 Director 

of Finance and 1 Director of Planning and Investment, thus making a total target 

population of 38 people. 

3.4   Sampling Techniques and Sample Size 

3.4.1   Sampling Techniques 

Kombo and Tromp (2009) define sampling techniques as the process of selecting a suitable 

sample or a representative part of a population for the purpose of determining parameters 

or characteristic of the whole population. The researcher used two types of sampling 

techniques in carrying this study and these are:- 

(i) Judgmental Sampling 

Kothari (2004) points out that judgmental sampling is a deliberate selection of particular 

units of the universe for constituting a sample that represents the universe. This type of 

sampling was applied by the researcher in selecting the appropriate top officials in the 

departments that were under consideration for the purpose of this study. In this method the 

researcher had an appropriate chance to select a sample on the basis of his own knowledge 

of population, its element and the nature of the research. 

(ii) Simple Random Sampling 

Gall et al., (1996) define simple random sampling as a technique used to obtain a group of 

individuals from a large group where all individuals in the group have equal chances and 

independent chances of being selected as a member of the sample. This type of sampling 

was used by the researcher to obtain a representative sample as under this type of sampling 

all elements in a given population of the staff members had an equal and independent 

chance of being selected in a particular sample to be chosen. 
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3.4.2   Sample Size 

Sample size is the absolute size of the sample which is important, not its size relative to the 

population (Veal, 1997). The researcher used a sample of 32 people being 1 Director of 

Finance, 1 Director of Planning and Investments and 1 Treasury Manager, 9 planning and 

Investments officers,  10 Operation officers, 10 Accountants from LAPF head quarters 

Dodoma. The sample size of 32 was found as an appropriate because according to Hogg 

and Tanis (1977), a sample size of 25 to 30 is enough for analysis and reporting purposes. 

However, this study amplified the sample size to 32 in order to increase accuracy and 

reliability of the findings (Saunders et al., 2000). 

Table 2: Sample Composition 

Category Sample Selected Percent of Sample (%) 

Directors 2 6.3 

Managers 1 3.0 

Planning and Investment Officers 9 28.1 

Operation Officers 10 31.3 

Accountants 10 31.3 

Total 32 100 

Source: Field research, 2012 

3.5   Types of Data Collected 

The researcher collected two types of data for the purpose of this study, namely primary 

data and secondary data. 

(i) Primary Data 

Primary data are data which are collected for the first time (Kumar, 2005). In this study, 

primary data were collected using questionnaires and interviews with members in the 

targeted population. 
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(ii) Secondary Data 

According to Kumar (2005), secondary data are those which have already been collected 

and analyzed by someone else. These data were already collected, analyzed and published 

concerning the study. The researcher obtained secondary data using documentation method 

from organization records such as journals, audited financial statements, different financial 

reports and other documents which were found containing relevant data for the study. 

3.6   Data Collection Methods 

The researcher used different types of data collection methods to suit different 

circumstances accordingly. These methods were:- 

(i) Questionnaires 

Kothari (1990) defines questionnaire as the method of data collection which is quite 

popular, particularly in case of big enquires, it is being adopted by private individuals, 

research workers, private and public organization and even by governments. In this 

method, a questionnaire is sent (usually by post or on hand) to the person concerned with a 

request to answer the question and return the questionnaire. The researcher used both open 

ended and closed ended questions in the questionnaires which were distributed to various 

staff and officers within the organization so as to obtain relevant data required. The data 

collected using questionnaires were primary data and was qualitative in nature. 

 

The questionnaires aimed at collecting the data related to the problems faced by LAPF 

during investments activities, measures taken by the organization to overcome those 

problems, the adequacy of the retirement benefits offered by the fund and the significance 

of the contribution of the investments returns towards improving the retirement benefits. 
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(ii) Documentary Review 

Best and Kahn (1992) define documentary review as data collection method, which 

involves deriving information by studying written documents. The researcher used 

documentation method to collect secondary data which was quantitative in nature. The data 

collection was focused on the retirement benefits paid to a given number of beneficiaries at 

a given time, the contributions which members have contributed up to the point of 

retirement and the returns collected from the investment at that point of time. With these 

data the researcher was able to examine the significance of the investment returns in 

improving the retirement benefits. 

(iii) Interviews 

Interview is defined as an interchange of views between two or more people on the topic of 

mutual interest (Gay, 1981). This study adopted semi-structured interviews. Unlike 

structured, semi-structured interviews allow for the flexibility in probing much more 

information from the respondents (Denscombe 1998). This method was used in obtaining 

primary data and information on various aspects. The technique was undertaken by means 

of personal interviews and discussions with both officials holding office and other 

members in the target population. With this method the researcher was flexible in 

construction of questions depending on the response of the respondents. 

3.7   Data Analysis Methods  

Kothari (2004) defines data analysis as a general way that involves a number of closely 

related operations which were performed with the purpose of summarizing the collected 

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

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

relationships that exist among the data groups.  
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The Statistical Package for Social Sciences (SPSS) version 16.0 computer software was 

used in analyzing data. Descriptive statistics were used to analyze data so as to find for 

sample means for studied variables. Multiple responses technique was used to analyze all 

open ended questions in the study. The collected data was first classified into meaningful 

categories; in addition, they were assigned numerals/codes to assist in the analysis. After 

the analysis, research findings were put in categories based on the research objectives. 

 

Data analysis can be categorized into qualitative analysis and quantitative analysis. In this 

study the researcher employed both methods of data analysis that is, qualitative analysis 

and quantitative analysis. 

3.8 Validity 

Validity determines whether the research truly measures that which it was intended to 

measure or how truthful the research results are (Joppe, 2000). The validity of data 

collection tools assured by accommodating comments from supervisor, administration of 

tools by the researcher and testing of some tool before the actual data collection. In 

addition to that in order to ensure that the instruments are valid, the researcher distributed 

the instruments to few students selected for checking. The checking was done to see if the 

instruments cover the objectives set in the study and relevance of the items of the 

instruments in relation to the research questions. 

3.9 Reliability 

Joppe (2000) defines reliability as an extent to which results are consistent over time and 

an accurate representation of the total population under study is referred to as reliability 

and if the results of a study can be reproduced under a similar methodology. Then the 

research instrument is considered to be reliable if they can bring consistent results. In this 

study reliability was achieved through interviewing the entire sample size to ensure the 
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reliability of the findings. However, different questions were constructed cutting across the 

information required, hence achievement of the reliability of data collected.   

3.10 Research Ethics 

Permission to conduct this study was from relevant authorities, including Dodoma 

Municipal Council. This includes written permission from the University authority. In 

addition to that, the respondents were assured of the confidentiality of the information they 

provided to the researcher. 
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CHAPTER FOUR 

PRESENTATION AND DISCUSSION OF RESULTS 

4.0 Introduction 

This chapter presents the data presentation, interpretation and discussion of results and 

major findings of the study in regard to data obtained from the study area. Discussions of 

the findings are based on data and information obtained from respondents in the area of 

study. However, the discussions of the findings are based on the research objectives which 

included finding out types of investments held by LAPF, finding out the proportion of 

members contribution towards payment of their retirement benefits, finding out the 

proportion of investment income towards improvement of the retirement benefits and 

analysis of impacts of retirement benefits towards retirees. The chapter also describes other 

important variables in relation to the subject, especially the socio-economic profile of 

respondents.  

4.1 Socio-Economic Characteristics  

The targeted respondents for this study were all the selected employees or staff of LAPF in 

Dodoma municipality. The discussed characteristics of respondents for this study include 

sex, age, education level, marital status and position of the respondents.  

4.1.1 Working Departments of the Respondents 

This study visited three department of LAPF where information for the study was obtained.  

Results on each department show that large proportion of respondents (40.6%) equivalent 

to 13 of total of respondents came from finance department as shown in Table 3. This was 

followed by operations department which had 31.2% of total of the respondents. The third 

and last department included in the study from the organization was planning department.  
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Table 3: Departments of the Respondents 

Department  
Results 

Frequency Percent (%) 

Finance 13 40.6 

Planning and investment 9 28.2 

Operations 10 31.2 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

These departments were selected purposively because it was believed that reliable data 

could be obtained from these departments.  Another reason is that the researcher was 

familiar with these departments in which data collection was made in convenience way. 

Therefore, they represented other departments in the organization. 

4.1.2 Sex of the Respondents 

The study employed a total number of 32 respondents from the presented departments in 

the organization. Results on the sex of respondents show that large number of the 

interviewed respondents 20 (62.5%) were males as demonstrated in Table 4.  On the other 

hand, the results on this aspect show that 12 (37.5%) of the total of the respondents were 

females.  

Table 4: Sex of the Respondents 

Sex 
Results 

Frequency Percent (%) 

Male 20 62.5 

Female 12 37.5 

Total 32 100.0 

Source: Fieldwork Survey, 2012 
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Despite that respondents were selected randomly from the visited departments, it has been 

observed that disparities on gender issue exist in the organization. Men were dominant to 

women at the work place. These results indicate that a large number of employees in the 

studied departments of the organization were men, hence this imply that gender gap in 

employment opportunities still exists in some of the organizations. In regard to the study, it 

can be said that men are more likely to have enough information on the impact of social 

security investment in improving retirement benefits.   

4.1.3 Age of the Respondents 

Results of this study on age of the respondents showed that a large number of the 

respondents 13 (40.6%) were aged between 36 to 45 years as presented in Table 5. This 

was followed by the age group of 26 to 35 years old as has shown by 8 (25%) of the total 

respondents. The age group between 46 to 60 years comprised 6 respondents (18.8%) and 

the least age-group which were between 18 to 25 years old.  

Table 5: Age of the Respondents 

Age (years) 
Results 

Frequency Percent (%) 

18 – 25 5 15.6 

26 – 35 8 25.0 

36 – 45 13 40.6 

46 – 60 6 18.8 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

 

Age group is an important variable in services provisions at any place of work as can 

determine the ability and experience of the employee. In the context of this study, these 

results imply that mainly young people were employed in the organization. Therefore it 

can be said that information about evaluation of the impact of the LAPF investments 
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returns towards improving the retirement benefits offered to its members were obtained 

from the dominant age groups.  

4.1.4 Education Level of the Respondents 

Results on the education level of respondents showed that 21 (65.6%) of respondents had 

first degree level of education as shown in Table 6. This is followed by those employees 

with post graduates who accounted for 9 (28.1%) of total of respondents. The table shows 

further that minority of respondents accounted by 2 (6.3%) of total of the respondents had 

diploma level.  

Table 6: Education level of the Respondents 

Level 
Results 

Frequency Percent (%) 

Diploma 2 6.3 

Post graduates 9 28.1 

First degree 21 65.6 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

 

These results imply that majority of the respondents were graduates from higher learning 

institutions and universities. It is perceived that education is the key to better opportunities 

for employment, accessibility to information, and for services, independent and correct 

actions with regard to survival and sustainable development as well as to services provision 

for the health of the organization. In regard to this study, most information about the 

evaluation of investments in improving retirement benefits has been obtained from 

respondents who are graduates from various higher learning institutions. 
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4.1.5 Marital Status 

Another characteristic of the respondents was marital status. The results of the study on 

this aspect show that 46.8% of the total respondents were married as indicated in Table 7. 

The table shows further that 40.6% of the total respondents were single, while the divorced 

and widowed were only 6.3% of the total respondents.  

Table 7: Marital Status 

Status 
Results 

Frequency Percent (%) 

Married 15 46.8 

Single 13 40.6 

Divorced 2 6.3 

Widow 2 6.3 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

 

This indicates that most of the respondents were married, with great responsibility of 

caring their families through their earnings from employment. Therefore, it can be said that 

they work for their personal and family development. Eventually, for single accounted 

nearby married people indication is that there is high new recruitment rate than the rate of 

retirement in the organization because single people are normally young people.  

4.1.6 Working Time Experience in the Organization 

On the aspect of working time within the organization, results show that 18 (56.2%) of 

total of respondents had worked in LAPF for about 6 to 10 years period as indicated in 

Table 8. This is followed by employees with at least 5 years as shown by 18.8% which is 

equivalent to 6 of total of respondents. At least 3 (9.4%) of all respondents worked in the 

organization for 16 and above years.  
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Table 8: Working Experience 

Time 

Results 

Frequency Percent (%) 

Less than 5 years 6 18.8 

6-10 years 18 56.2 

11-15 years 5 15.6 

16-20 years and above  3 9.4 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

 

These results imply that most of the interviewed staff had enough experience with the 

organization. Therefore, they were suitable for the study as they provided required 

information since they were familiar with the environment and structure of the 

organization particularly as well as services the organization was providing. 

4.2.1 First Objective: Types of Investments Held by LAPF  

The interviewed respondents were required to mention types of investments held by LAPF. 

The mentioned investments were government securities, bank deposits, buildings, 

customers retaining (customer care) and promotion of the services to new customers as 

depicted by Table 9. 
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Table 9: Investments Held by LAPF 

                      

Investment 

Results 

Frequency Percent (%) 

Government securities 21 65.6 

Bank deposits  15 46.9 

Buildings 12 37.5 

Customers retaining 

(customer care) 
6 18.8 

Promotion of the services 

to new customers 
4 12.5 

Total 58 181.3 

Source: Fieldwork Survey, 2012 

Note: The information in table 9 is based on multiple responses 

4.2.1.1 Government Securities 

The results show that government securities have dominated the investment portfolio of 

LAPF as depicted in Table 9. This was mentioned by 21 respondents‟ equivalent to 65.6% 

of the responses. Respondents argued that LAPF invest much in government securities due 

to the fact that they carry the lowest level of risk but could deliver fair returns. 

4.2.1.2 Bank Deposits 

Another mentioned investment held by LAPF was bank deposits which accounts for 46.9% 

of total responses. This was explained that LAPF gives the bank a lump sum of money for 

a set period (a fixed term) in return with higher interest rate. Respondents argued further 

that bank deposits have continued to be the alternative money market instrument for LAPF.  

4.2.1.3 Buildings  

Apart from general activities of providing services to customers, LAPF has the task to 

invest in order to ensure sustainability of the services to its members. Another mentioned 

investment is buildings which accounts for 37.5% of total of responses as demonstrated in 

http://www.sorted.org.nz/glossary/term/241
http://www.sorted.org.nz/glossary/term/236
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Table 9. This was explained further that buildings for rent were made in order to generate 

income for benefits payments and for financing necessary running expenses. 

4.2.1.4 Customers Retaining (Customer Care) 

Furthermore it was mentioned that customers retaining (customer care) with response 

proportion of 18.8% of total responses was said as one of the investment of LAPF. This 

means that maintaining customers is also an investment. This is to invest good customer 

care by providing reliable and satisfactory services to customers. Investing in caring 

customer needs commitments and costs. 

4.2.1.5 Promotion of the Services to New Customers 

Not only caring existing customers and investing in material but also promotion of the 

services to new customers which accounts for 12.5% of total of responses was said as 

important investment as could bring new customers and make the organization sustainable 

in its service. 

4.2.2 Types of Services Provided by LAPF  

The interviewed respondents were required to mention types of services provided by LAPF 

to customers. The mentioned services are presented in the Table 10. 
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Table 10: Services Provided by LAPF 

                      

Types of services  

Results 

Frequency Percent (%) 

Registration and keeping record of customers 14 43.8 

Processing pension payments 17 53.1 

Paying retirement pensions 16 50.0 

Promotion of pension services 17 53.1 

Issuing contribution statements 18 56.2 

Total 82 256.2 

Source: Fieldwork survey, 2012 

Note: The information in table 10 is based on multiple responses 

4.2.2.1 Registration and Keeping Records of Customers 

One of the mentioned services provided by the LAPF was registration and keeping records 

of customers which has shown by 43.8% of total responses as presented in Table 10. This 

was explained more that when a member is registered it is required that the members‟ 

records to be recorded into the registrations files for future reference. For example, when 

the customer is served or paid some of the payments, records must be updated to keep 

information up to date. 

4.2.2.2 Processing Pension Payments 

Another mentioned activities or services performed by the organization to customers were 

processing pension payments which accounts for 53.1% of total of respondents. This 

activity was elaborated that members were directed to fill claim forms (relating to the 

respective type of claim) in order for the Fund to be able to process their payments.  

4.2.2.3 Paying Retirement Pensions 

After processing the information as the payment preparation process the payments were 

made to the payee. This was mentioned as paying retirement pensions which accounts for 
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50.0% of total of responses. This was explained more that normally the paid sum is 

deposited directly to the member‟s bank account. 

4.2.2.4 Promotion of Pension Services 

It was also observed that apart from the services given to customers the organization makes 

advertisement to acquire new customers. This was mentioned as promotion of pension 

services (53.1%) to other new customers to expand the services in terms of broad coverage. 

This is normally done through media advertising, public relations and exhibitions.  

4.2.2.5 Issuing of Contribution Statements 

Not only that but also it was mentioned that LAPF has the responsibility to issue 

contribution statements to its members which accounts for 56.2% of total responses. This 

was explained that operation officers have the duty to ensure that contribution statements 

are issued to the respective members on demand. 

4.2.3 LAPF with Provision of Pension Benefit Services to Pensioners Reliably  

This study wanted respondents to indicate the reliability of pension services provided by 

the organization. On this aspect results show that the majority of respondents 23 (71.9%) 

of total of the respondents said the organization was providing reliable services as 

presented in Table 11. On the other hand, about 9 (28.1%) of total respondents said the 

organization was providing unreliable services. Results from the table imply that the 

impact of the LAPF investments returns towards improving the retirement benefits offered 

to its members might be positive to beneficiaries. However, in the opposite side, any 

organization must have several challenges that could be hindering the provision of services 

in particularly in less developed countries like Tanzania. Therefore, LAPF has some of 

weakness on its activities as some of the respondents perceived that the services given to 

customers were not reliable. Therefore LAPF needs to consider this as the challenge for 

improvement of services to beneficiaries.                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                                     
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Table 11: Reliability of Pension Services 

Reliability 
Results 

Frequency Percent (%) 

Reliable 23 71.9 

Not reliable 9 28.1 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

 

4.3 Second Objective: Proportion of Members’ Contribution Towards Payment of 

Retirement Benefits 

The findings indicate that proportion of members‟ contributions towards payment of 

retirement benefits is significant. This was explained by 19 respondents (59.4%) who said 

that members‟ contributions is the major source of income for investment activities which 

in turn generate funds for benefit payments. On the other hand 13 respondents equivalent 

to 40.6 % of total respondents said that contributions received from members are not 

significant for payment of retirement benefits as shown in the Table 12. 
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Table 12: Proportion of members‟ Contribution to Retirement Benefits 

                      

Investment 

Results 

Frequency Percent (%) 

Significant 19 59.4 

Not Significant 13 40.6 

Total 32 100.0 

   

Source: Fieldwork Survey, 2012 

 

4.4 Third Objective: Proportion of Investment Income Towards Improvement of the 

Retirement Benefits  

4.4.1 Benefits Offered to Members 

With all the member benefits offered by the fund, the retirement benefits at LAPF appears 

to have the highest proportion compared to the rest, as about 50% of all the benefits 

payment goes into it. Retirement benefits are the old age benefits paid to LAPF members 

to guarantee them income replacement on retirement. It needs a member to have reached 

pensionable age of 55 (voluntary retirement) to 60 (statutory retirement) years. And he/she 

has contributed at least 180 credits to the fund, here he/she will be eligible for the gratuity 

(lump sum) together with monthly pension to death, but if a member attains voluntary or 

statutory age but has not reached 180 contribution credits he/she will be paid gratuity 

(lump sum) only. 

4.4.2 Retirement Benefits 

Among the mentioned benefits to LAPF members was retirement benefits which was 

accounted for 96.9% of total responses as presented in Table 13. This was explained 

further that once the public workers are employed they are required by Law to register in 
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Social Security fund for instance Local Authorities Pensions Fund (LAPF) for the future 

benefits especially after retirement.  

4.4.3 Survivors’ Benefits 

Likewise, as on retirement benefits survivors benefits was also mentioned as one of the 

benefits offered by LAPF. This was explained by 43.8% of total responses. This was 

elaborated that Survivor‟s benefits are payable to dependants of a deceased LAPF member. 

The benefit is intended to compensate for the loss of economic support previously provided 

by a LAPF member who has died. Survivors‟ benefits are normally paid to the deceased‟s 

widow/ widower, children or parents.  

4.4.4 Invalidity Benefits 

Lastly, it was noted that another benefits provided by LAPF was invalidity benefits. This 

point accounts for 15.6% of total responses. The aim of invalidity pension is to guarantee 

income security to the affected LAPF member who has permanently lost his earning 

capacity, resulting from physical or mental condition due to an occupational or general 

disease.  

Table 13: Benefits Offered by LAPF 

                      

Benefits 

Results 

Frequency Percent (%) 

Retirement benefits 31 96.9 

Survivors benefits 14 43.8 

Invalidity benefits 5 15.6 

Total 50 156.3 

Source: Fieldwork Survey, 2012 

Note: The information in table 13 is based on multiple responses 
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Generally, it was found out that the above mentioned benefits offered by LAPF are greatly 

financed by funds generated from various investments held by LAPF. These include 

government securities, bank deposits, buildings and long term loans. 

4.5 Fourth Objective: Examination of the Impact of Retirement Benefits towards 

Retirees 

Ability to Meet the Basic Needs Through Pension Benefits 

The researcher asked respondents to indicate their ability to meet basic needs through 

funds obtained from benefits. On this aspect, results show that the majority of respondents 

(65.6%) were able to provide basic needs to their family through pension benefits as 

presented in Table 14. Meanwhile about 34.4% of total respondents said that benefit earned 

were not enough to satisfy the basic needs of their families. This signifies that benefit 

received from LAPF had positive impact to retirees. 

Table 14: Ability to Meet the Basic Needs Through Pension Benefits 

Ability  
Results 

Frequency  Percent (%) 

Able 21 65.6 

Not able 11 34.4 

Total 32 100.0 

Source: Fieldwork Survey, 2012 

 

4.6 Summary of the Chapter 

This study identified several types of services provided by LAPF. These include 

registration and keeping record of customers, issuing contribution statements to members 

on demand, paying retirement pensions, promotion of pension services and processing 

pension payments. It was observed that contributions from members form the major source 

of income for investment. Furthermore, income generated from investment activities 
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finance payment of benefits.  It was found out that benefits received from LAPF help 

retirees to provide basic needs to their families.  
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CHAPTER FIVE 

CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction   

This study was carried out to evaluate the impact of the LAPF investments returns towards 

improving the retirement benefits offered to its members. In this chapter, conclusion has 

been presented in regard to the findings of the study. However, recommendations of the 

study are presented in this chapter as well. Finally, the chapter presents areas for further 

research as identified by the study on the bases of objectives.  

5.1 Summary 

5.1.1 Summary of the Findings 

The findings of this study in the aspect of types of investments held by LAPF identified 

several types of investment made by the organization. These comprise buildings, 

government securities, bank deposits, customer retaining through customer care and 

promotion of services to attract new customers so as to sustain the provided benefits. 

The study also found out that the services provided by LAPF include registration and 

keeping records of customers, processing of pension payments, paying benefits to 

respective members, promotion of pension services and issuing of contribution statements. 

This study found out that the proportion of members‟ contribution towards payment of 

their retirement benefits were significant. This is because the contributions received from 

members form the major sources of income for investment activities.  

 

The results of this study pointed out that in large proportion LAPF provide reliable services 

to its customers, though the improvement in service provision is required since few 

respondents argued that the service provided is not reliable.  
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Furthermore, it was found out that the proportion of investment income towards 

improvement of the retirement benefits is much significant since investments generate 

more and more funds for benefits payments and financing of various administrative 

activities of the organization.  

The long term benefits offered by LAPF as found out by this study includes retirement 

benefits, survivors‟ benefits and invalidity benefits. 

The study also found that retirement benefits have positive impacts to the retirees since it 

act as their major source of income after retirement. 

5.1.2 Summary of the chapters 

Chapter one presents background of the study and research problem. It also presents 

objectives, significance, scope and limitation of the study. Chapter two presents the review 

of the related literature. The next chapter presents the research methodology. The research 

methodology chapter is organized in the following sections: the study area, research 

design, data collection techniques, sampling frame and sample size and data analysis 

techniques. This chapter is followed by chapter four which presents results and discussions 

of the findings. The final chapter is chapter five which presents summary of the findings, 

conclusion, recommendations and areas for further studies.   

5.2 Conclusion 

This study identified several types of services provided by LAPF. These include 

registration and keeping record of customers, issuing contribution statements to members 

on demand, paying retirement pensions, promotion of pension services and processing 

pension payments. It was found out that LAPF investment portfolio includes government 

securities, buildings, bank deposits and long term loans. It was observed that contributions 

from members form the major source of income for investment.  
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Furthermore, income generated from investment activities finance payment of various 

benefits offered by LAPF which includes retirement benefits, survivors‟ benefits and 

invalidity benefits together with various administrative costs of the organization. It was 

found out that benefits received from LAPF help retirees to provide basic needs to their 

families and hence improve their living standard. 

 

In general this study will contribute to the existing knowledge, an addition that will lead to 

review methods of undertaking the investment activities of the social security institutions. 

The researcher being an employee of the same industry will benefit by enhancing her 

understanding of the key operations in the industry and become an indispensable asset and 

change agent to higher corporate performance.  

5.3 Recommendations  

5.3.1 Recommendations for Social Security Institutions  

Social Security Institutions are advised to work on participatory approach in order to share 

experience for services improvements. 

5.3.2 Recommendations to LAPF 

 LAPF should improve its services to its members, by providing quality services so 

as to minimize the level of complaints from customers who argued that services 

provided are unreliable. 

 Since the findings of the study indicate that proportion of members‟ contribution 

towards payment of retirement benefits is significant, LAPF should make sure that 

members‟ contributions are remitted to the Fund on time. 

 LAPF should improve its investment activities by investing in a well diversified 

investment portfolio to ensure sustainability of the Fund since investment income 

finance various administrative activities as well as payment of benefits. 
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 Furthermore, as retirees depend on benefits funds to meet their basic needs, LAPF 

should look on the possibility of improving benefits it offers.  

5.3.3 Recommendations for Policy Makers 

Policy makers and planners should review the existing policies to address the various 

problems facing social security sector. 

5.3.4 Recommendations for Government 

The government should intervene to ensure efficient and effective operations of Social 

Security Sector. Also it has to create conducive environment for the promotion and 

development of the Social Security Sector. 

5.3.5 Recommendations for Beneficiaries or Retirees  

Retirees or beneficiaries should spend wisely the benefit amount received from Social 

Security Institutions.   

5.4 Areas for Further Studies 

The study was limited to only one region that is Dodoma. Therefore, there is a need to 

conduct a study on other regions also. 

The study was a case of only one Social Security Fund; hence it is recommended that the 

study to be conducted in other Social Security Funds. 

Another area for further research is a comparative study among various Social Security 

institutions.  
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Appendix 1: Questionnaire for Employees 

Dear respondent, you are kindly requested to answer the set of questions below giving 

relevant details for the research on Evaluation of the impact of the LAPF investments 

returns towards improving the retirement benefits offered to its members.  They are purely 

meant for academic purpose for the award of Master Degree in Business Administration 

from the University of Dodoma as your contribution. Any inconveniences that may arise 

are highly regretted.  

 

1.0 Section one: Personal information 

1.1 Working department of respondent............................................................................. 

1.2 Sex of respondent (a) Male (b) Female      {   } 

1.3 Age of respondent (a) 18-25 (b) 26-35 (c) 36-45 (d) 46-55 (e) >55 {   } 

1.4 Marital status (a) married (b) Single (c) divorced (d) widow/widower   {    } 

1.5 Working period of respondent in the organization…….………………………..... 

1.6 Level of education (a) O-level (b) A-level (c) Diploma (d) Degree/post graduate {   } 

1.7 Position of respondent in the organization…….……………………….................... 

 

2.0 Section two: Types of investments held by LAPF 

2.1 Are you aware of services provided by the LAPF? (a) Yes (    ) (b) No (    ) 

2.2 If yes, mention those services you know 

i.…………………………………………………………………………………………… 

ii…………………………………………………………………………………………… 

iii…………………………………………………………………………………………… 

iv…………………………………………………………………………………………. 

2.3 What are the official types of investment held by LAPF?  
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i.…………………………………………………………………………………………… 

ii…………………………………………………………………………………………… 

iii…………………………………………………………………………………………… 

iv…………………………………………………………………………………………. 

2.4 What are the retirement benefits to retiree? 

i.…………………………………………………………………………………………… 

ii…………………………………………………………………………………………… 

iii…………………………………………………………………………………………… 

iv…………………………………………………………………………………………. 

 

3.0 Section three: Proportion of members’ contribution towards payment of their 

retirement benefits 

3.1 Can you give the number of retirees in your organization? (a) Yes (    ) (b) No (    ) 

3.2 If yes, give the number 

……………………………………………………………………………………… 

3.3 Do customers contribute towards payment of retirement benefits? (a) Yes (    ) (b) No (    

) 

3.4 What could be the proportion of members who contribute to the fund system? 

(a) Large (    ) (b) Moderately (    ) (c) Small (    ) 

 

Thank you for your cooperation! 

 

4.0 Section four: Proportion of investment income towards improvement of the 

retirement benefits 

4.1 Is there any efforts made to improve retirees‟ benefits? (a) Yes (    ) (b) No (    ) 
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4.2 In estimation, what is the investment income proportion on improving benefits?  

……………………………………………………………………………………… 

4.3 Are the benefits adhering to standards? (a) Yes (    ) (b) No (    ) 

4.4 Are the benefits relevance to the contributions by clients? (a) Yes (    ) (b) No (    ) 

 

Appendix 2: Interview Guide for Retirees 

Sex of respondent.. ........................................................................................       

Age of respondent ........................................................................................  

Marital status (a) married (b) Single (c) divorced (d) widow (    ) 

Level of education ………........………………………............................ 

Year of retirement ..................................................................................... 

Questions 

1. For how long did you worked in Local Government Authority?  

2. When did you retired from public services? 

3. Do you earn benefits of pension from LAPF? 

4. Are you satisfied with the current services to your pension service?  

 

Thank you for your cooperation! 


