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ABSTRACT 

Non-Performing loans (NPLs) has been a historical problem affecting Financial 

Institutions (FIs) in Tanzania, Maendeleo Bank PLC is one of them. The study analyzed 

the causes of NPLs in FIs in Tanzania, Maendeleo Bank PLC being the case study. The 

study’s specific objectives were: (i) to determine the contribution of National economic 

downturn on NPLs at Maendeleo Bank PLC, (ii) to determine the contribution of Bank 

lending interest rates on NPLs at Maendeleo Bank PLC, (iii) to determine the contribution 

of staff collusion on NPLs at Maendeleo Bank PLC, (iv) to determine the contribution of 

inappropriate use of loans on NPLs at Maendeleo Bank PLC and (v) to determine the 

contribution of inflation on NPLs at Maendeleo Bank PLC. Methodologically, the 

researcher used purposive and simple random sampling through to collect primary data 

from a sample of 60 respondents in Maendeleo Bank PLC. Secondary data were collected 

from the same bank, BOT and NBS covering year 2014 – 2018. SPSS was applied on data 

processing and inferential statistics on data analysis. 

 

A correlation analysis performed on the data revealed that, most variables were correlated 

and met a Pearson correlation significance “r” at moderate and strong correlation of 

variables, as discussed in chapter four of this study. Strong correlation were between INT 

and NED whereby results showed that p 0.05. (r = 0.710; p = 0.046). Variables with 

moderate correlation were INT and STC that is significant p 0.01 (r = 0.560, p = 0.000), 

INT and IUL correlated at p 0.01. (r = 0.545; p = 0.000) and STC and IUL that was 

significant at p 0.01. (r = 0.545; p = 0.000). Also, a regression analysis performed on the 

data showed that all independent variables (NED, STC, IUL, INF and INT) were positively 

related to NPLs with unstandardized coefficient beta “B” of 0.075, 0.005, 0.027, 0.432 and 

0.032, that means 1 % change in independent variable cause a change in NPLs by 

percentage magnitude of the respective coefficient. Therefore the correlation and 

regression analysis results mean that NED, STC, IUL, INF and INT are the causes of NPLs.  

Therefore, it is recommended that FIs, particularly Maendeleo Bank PLC should improve 

its credit policies and invest in staff training so as to enhance an effective management of 

NPLs. Also, further studies should be carried on the causes of NPLs in FIs with focus on 

broad spectrum of regional banks in Dar Es Salaam and in other areas as recommended.  
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CHAPTER ONE 
 

INTRODUCTION 

1.1 Background to the Study 

According to Roussakis (1997), financial institutions (FIs) originated in Italy from 

12ThC. Bardi, Peruzzi and Medici were the earliest and largest banks that mainly dealt 

with deposit taking and lending. Chachi (2005) affirms that the earliest FIs originated 

in Italy around 12thC. Also, Roussakis (1997) adds that Italian banking services 

expanded to London and Geneva from 12thC to 15thC. Kindleberger (1998) revealed 

that in 13thC FIs grew from Italy to other parts of Europe. Hildreth (2001) states that 

Loans Chamber was formed for the first time at Venice about 700 years ago, mainly 

sourced funds for the authority in warfare. Others were the Bank of England (1694) 

and Bank of North America (1781). According to World Bank (2018) the Italian FIs 

expanded to Germany from 16thC - 17thC and issued loans from 18thC.  

In Africa, Chachi (2005) reveals that Egypt was the first country to introduce FIs in 

Africa as a result of Italian banks expansion. Further, IBRD (2018) reported that the 

19th Century globalization led to the expansion of modern banks globally. 

In Tanzania, FIs evolved during the colonial era, in early 1900s with dominance of 

commercial banks (BOT, 2011). According to Kimei (as cited by Ndalichako, 2016), 

the Deutsche Ostafrikanische (1905) that operated as Central Bank and Commercial 

Bank and Handelsbank für Ostafrika (1911) that served as Cooperate Bank, were the 

first FIs during the Germany rule in Tanganyika. Further, under British rule that started 

in 1949 in Tanganyika, the National and Grindlays Bank, Barclays Bank and the 

Standard Bank entered the Tanganyika market; hence, making a total of 5 banks. BOT 

(2011) showed that in 1950s, Bank of India and the Bank of Baroda entered 

Tanganyika. In the same period, specialized NBFIs, such as Post Office Savings Bank 

and Land Bank, were formed while the Agriculture Credit Agency (1962) was found 

to finance key sectors in the country development. After independence, the 

Government of Tanzania formed the National Cooperative Bank (1964), Tanzania 

Bank of Commerce in 1965 while the Government of Zanzibar found the People’s 

Bank of Zanzibar in 1966 as government bankers and financier of SOEs. 
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Kimei (as cited by Ndalichako, 2016) reveals that the 1967 Arusha declaration led to 

the nationalization all foreign banks and called for the National Bank of Commerce  

and People’s Bank of Zanzibar to take-over branches that operated in Mainland and 

Isles respectively. Further, BOTDBS (2017) reported that as at the end of year 2017, 

Tanzania had 58 regulated deposit taking FIs. According to Kewe, Mushi and Seifert 

(2017) FIs in Tanzania offer products such as loans, overdrafts and deposit taking and 

services to corporate, retail, small and medium customers.   

Globally, the NPLs challenge surfaced due to the 2007 - 2008 US - rooted global 

financial crisis (GFC). According to Pop (2009), financial crisis is a condition caused 

by the asset bubble burst triggered by a sudden fall in asset prices resulting into deficit 

of financial resources supply; hence, causing liquidity problems in the market. The 

liquidity problems impede stakeholders to meet their financial obligation such as 

effecting loan repayments hence causing NPLs build-up. The climax of financial crisis 

leads into economic crisis; hence, affecting various economic sectors (like 

transportation and manufacturing) in an economy (ibid).  The US-rooted 2000s GFC 

caused high NPLs rate in the US FIs that eventually spread to countries that traded 

with US (Azeem, Kouser & Saba, 2012). 

Further, NPLs problem spread to CESEE and Commonwealth Independent States 

following the 2007 – 2008 GFC (Karimbayeva, Zhumabayeva and Mingaleva, 2014). 

The NPLs ratio during the GFC reached 10.00% and outside the GFC was at 6.00%. 

In Nordic countries, for instance, the GFC triggered NPLs ratio to a peak of 9.00 to 

10.00% and as at the end of 2017 various countries hit by GFC were still struggling 

with the NPLs problem (Ari, Chen and Ratnovski, 2019). Also, IMF (2018) revealed 

that a declining but still elevated NPLs still remain in some banks globally. 

  



3 
 

Also, as part of Africa, the NPLs spread in the East African countries (Kenya, Rwanda 

and Uganda) showed a rising trend in Kenya and Uganda from 5.5 % and 4.10 % to 

9.50 % and 8.40 % in the year 2014 (December) to 2017 (March) respectively, while 

NPLs in Rwanda recorded a relatively improving trend from 6.90 % to 6.40 % in said 

periods respectively (BOTDFS, 2017).  

According to Balele et al. (2018), in 1980’s the state owned FIs experienced the 

growing trend of NPLs to about 65 % of loan portfolio. In response, the Nyirabu 

Commission was formed in 1988 to analyze and recommend solutions to the 

challenges (ibid). BOTDBS (2017) reported that the banking sector’s loans and profits 

recorded a shrinking trend due to a rise in NPLs to 11.90 % in 2017 from 10.27 % in 

2016, this was a result of higher loan impairment attributed to factors such  as weak 

credit assessment and inefficient recovery processes (ibid). Also, the report revealed 

that in the year 2017, BOT revoked licenses of some banks due to legacy NPLs related 

problems (ibdi). According to BOT (2018) through circular no. FA.178/461/01/02, 

dated 19 February 2018, stated that apart from revoking licenses of some FIs due to 

alarming NPLs ratio, also other FIs with relatively higher NPLs ratio were given 6 

months period to improve their respective credit processes.  

Further, BOT (2018) unveiled that unaudited financials for 19 FIs for the third quarter 

of 2017 showed that NPLs ranged from the low of 4.00 % to the height of 51.00 % 

while the industrial NPL benchmark is 5.00 %. A vivid example is at Maendeleo Bank 

PLC where statistics revealed that this Bank experienced a generally increasing trend 

of NPLs problem from the year 2013 (0.00 %) to year 2018 (4.36 %). This trend led 

FIs to curtail lending especially to private sectors to avert the risk entailed to further 

lending under such condition, since higher NPLs ratio affect FIs profit making. 

Therefore the NPLs problem is still persistent in the Tanzanian FIs; hence, calling for 

the need for research studies to be conducted to find a lasting solution to solve this 

problem.  

1.2 Statement of the Problem 

The Financial sector in Tanzania has been challenged by the problem of NPLs. This 

problem led FIs to hold higher impairment, experience weakening profitability, 
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illiquidity and undercapitalization, curtail lending to private sector hence a declining 

growth of Loan portfolio (BOTDBS, 2017). The sector’s NPLs increased from 10.27 

% in 2016 to 11.90 % at the end of year 2017 ibid. Unaudited financials for 19 FIs for 

the third quarter of 2017 revealed that NPLs ranged from 4.00 % to 51.00 % while the 

industrial NPL benchmark is 5.00 % (BOT, 2018). The weakening FIs profitability 

due to rising NPLs impacts the country’s economy due to shrinking revenues derived 

from taxes collected from FIs. In the year 2017, BOT revoked licenses of some banks 

due to legacy NPLs related problems (BOTDBS, 2017). Closure of such banks caused 

lay-off of a number of employees hence unemployment problem in the country.  

To counter the NPLs challenge, FIs curtailed lending to private sector and focused on 

recovery. BOT resorted to strengthen credit risk management and improving corporate 

governance as means to curb NPLs in FIs while in 2018 issued to all FIs Circular No. 

FA.178/461/01/02 of 19Th February 2018 that stipulated measures to be adopted by 

the FIs to reduce the aforementioned problems. Saliently, BOT requires FIs, inter alia, 

to have robust credit policies, strict credit processes oversight and to submit to BOT 

Strategy adopted to contain NPLs compliant to 5.00 % statutory capping. BOT has 

started to review its policies and regulations to put unregulated MFIs under its control 

(BOTDER, 2019).  

Stakeholders have done initiatives on NPLs resolution across the globe and introduced 

standards that were adopted in various countries. For instance, Baudino and Yun 

(2017), under Bank for International Settlement, recommended measures to be taken 

by FIs across the world to resolve the NPLs problem. Also, EBCI (2012) revealed that 

in 2012 World Bank, IMF and other stakeholders formed a working group on NPLs 

and recommended solutions to address the problem in the CESEE countries. 

According to Balgova, Nies and Plekhanove (2016),in 2012, China established four 

Asset Management Companies to resolve the NPLs crisis by restructuring and 

recapitalizing banks, likewise, in Africa, Nigeria in 2014 formed Asset Management 

Company of Nigeria to manage NPLs.  

Despite the measures taken FIs and other stakeholders to resolve the NPLs problem 

both at global and national level, the problem still persists. BOTDER (2019), reported 
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that NPLs rate as on December, 2017 stood at 11.90 % being a bit higher by 1.50 % 

as compared to 10.40 % reported on December, 2018 which is still above the capping 

of 5.00 % by more than 100.00 %. Also, IMF (2018) revealed that a declining but still 

elevated NPLs still remain in some banks globally. According to Saini and Sindhu 

(2014) FIs play a key role in a country’s economic development through loans 

issuance or capital formation. Thus, if well managed, loans contribute to the FIs 

profitability and economic growth and the reverse become true if loans become non-

performing as Njanike (2009) stated that inefficient management of credit risk may 

cause FIs to collapse.  Prevalence of NPLs led to the closure of some FIs by BOT in 

early 2018 (BOT, 2018). 

Speculatively, the possible causes of NPLs according to global literatures such as 

Malpani, Rathore and Sharma (2016); were, inter alia,  the national economic 

downturn, high lending rates, inappropriate use of the loan, hiding of vital information 

on loan application and lax procedures. Viswanadham and Nahi (2015) revealed that 

globalization contributed to bank failure in some developing countries. Klein (2013) 

and Balgova et al. (2016) both found that factors behind the NPLs are macroeconomic 

conditions such as GDP growth, inflation, and unemployment and Bank-specific 

factors. Also, NPLs are caused by lapses in credit risk assessment and inefficient 

recovery processes (BOTDBS, 2017).  

Therefore, this study analyzed the causes of NPLs in FIs in Tanzania using Maendeleo 

Bank PLC located in Dar Es Salaam and recommend steps to be taken in order to arrest 

the situations. 

 

1.3 Objective of the Study 

The general objective of this study was to analyze the causes of non-performing loans 

in financial institutions in Tanzania, Maendeleo PLC being the case study. 

1.3.1 Specific Objectives 

The study worked on the following specific objectives; 

i. To determine the contribution of Bank lending interest rates on NPLs at 

Maendeleo Bank PLC.  
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ii. To determine the contribution of staff collusion (fraud) on NPLs at Maendeleo 

Bank PLC. 

iii. To determine the contribution of inappropriate use of the loan on NPLs at 

Maendeleo Bank PLC. 

iv. To determine the contribution of national economic downturn on NPLs at 

Maendeleo Bank PLC.  

v. To determine the contribution of inflation on NPLs at Maendeleo Bank PLC. 

1.4 Research Questions 

The research was guided by the following research questions:- 

i. How lending interest rates contribute to NPLs at Maendeleo Bank Plc?  

ii. How staff collusion (Fraud) contributes to NPLs at Maendeleo Bank Plc?  

iii. How inappropriate use of loans contributes to NPLs at Maendeleo Bank Plc? 

iv. How national economic downturn contributes to NPLs at Maendeleo Bank 

PLC? 

v. How Inflation contributes NPLs in Maendeleo Bank Plc?  

1.5 Significance of the Study 

The results of this study and recommendations thereby will be useful to researchers, 

policy makers, FIs and add up to the empirical literatures on the causes of NPLs. 

Recommendations may be adopted by policy makers and FIs to reshape their policies 

so as to enhance effective control of credit processes and reduce the NPLs in the FIs 

accordingly. Additionally, this study will add up knowledge and bridge the gap in the 

body of existing knowledge on the causes of NPLs in FIs that will be used by other 

researchers and academicians for reference in carrying other related studies. 

Furthermore, this study is the partial fulfillment of completion of the researcher’s 

Master’s degree.  

1.6 Scope of the Study 

This study focused on determining the causes of Non-Performing Loans in the FIs in 

Tanzania in general and specifically at Maendeleo Bank PLC in Dar Es Salaam. The 

researcher proposed to carry out this study because the problem of non-performing 

loan prevails in this Bank, nonetheless researcher is interested and experienced with 
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banking Industry for about two decades. Therefore from such experience researcher 

expected to get reliable information and hence developing this research smoothly 

especially in this situation of prevalence of Non-Performing Loans in various FIs that 

he eve served.   

1.7 Organization of the Study 

This study comprises five chapters of which chapter one has presented about overview 

of the study which includes background of the study, statement of the problem, main 

and specific objectives, research questions, significance and scope of the study. 

Chapter two has discussed about literature review whereby key concepts are defined, 

theoretical and empirical literature review and conceptual framework are presented 

and discussed. Research methodology is presented in chapter three. It describes the 

research design, area of the study, population and sample, sampling design, sample 

size and sampling techniques, units of analysis, data collection, data processing and 

analysis, data validity, reliability and ethical consideration. Chapter four presentsthe 

research findings followed by analysis and discussion of the same based on the specific 

objectives. The study ends with chapter five which presents the summary, conclusion 

and recommendations 
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2 CHAPTER TWO 

LITERATURE REVIEW 

2.1 Introduction 

In this chapter, the researcher reviews and presents works of previous researchers that 

are related to the study under investigation. The literature review helps the researcher 

to identify research gaps existing in the area of study; hence, being able to put forward 

new research proposition that can add value to the existing body of knowledge on the 

field of this subject. However, this chapter is composed of two main parts, which are 

the theoretical literature review and empirical literature review. The former explains 

about the theories and some important concepts that are relevant and directly linked to 

the area of the study. The latter portrays practical findings and challenges encountered 

by the past researchers as well as recommended solutions thereto. Also, the conceptual 

framework is presented in this chapter to explain the relationship between variables.  

2.2 Definitions of Key Terms 

2.2.1 Loans 

The term “Loan” refers to a credit facility issued in terms of sum of money borrowed 

for a specific purpose by a borrower from a bank (lender) and is subject to be repaid 

in installments within a specified future period at an agreed or set interest rate 

(Combley, 2011). A loan can be secured or unsecured. Other types of credit facilities 

are such as advances, overdrafts, Guarantees, Letters of credit, performance bonds and 

lease financing. Credit facilities are also known as Credit accommodations (BOT, 

2014). 

 
 

2.2.2 Performing Loans 

Performing loan is a credit facility or credit accommodation granted to the borrower 

by a lender, serviced in compliance to the terms and conditions governing operations 

of such a product as set up by the lender and communicated to the borrower through a 

credit facility letter of offer issued by the lender to the borrower. As stated by Boachie 

(2016), performing loan is defined as a debt on which the borrower has historically 

been managing to make payments as required. 
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2.2.3 Non-Performing Loans 

Once a loan is issued or granted to the borrower it is expected that the borrower will 

service the same pursuant to the agreed terms and conditions governing operations of 

such a product set up by the lender. One of the key conditions stipulated in the facility 

letter of offer to be fulfilled by the borrower is the requirement for the borrower to 

ensure timely repayment of installments to the lender. Failure to repay installments as 

required is one of the factors that lead a loan to become a Non-Performing loan. 

Alternatively, Non-Performing Loans are also known as Non-Performing Assets 

(NPAs). Thus NPLs are alternatively known as NPAs, 

The Tanzania’s Banking and Financial Institutions (Management of Risk Assets) 

Regulations (2014) defines Non-Performing Loans as any credit accommodation for 

which contractual obligation for repayment is past due for more than ninety days or is 

classified as substandard, doubtful or loss. Non-Performing Loans are placed on a non-

accrual basis. 

According to Reserve Bank of India, a ‘Non-Performing Asset’ was defined as a credit 

facility in respect of which the interest and/ or installment of principal has remained 

‘past due’ for a specified period of time.For instance in 1995 onwards the specified 

period was set to be two quarters (Mishra and Pawaskar, 2017). As defined by Kauko 

(2012), Non-Performing Loans is a status of a loan when customer payments are in 

arrears, before being written off. 

From the study conducted by Saba et al. (2012), a non-performing loan is defined as 

a sum of borrowed money upon which the debtor has not made his or her scheduled 

payments for at least 90 days. 

2.2.4 Financial Institutions 

Financial institution means an entity engaged in the business of banking, but limited 

as to size, locations served, or permitted activities, as prescribed by the BOT or 

required by the terms and conditions of its license (BOT, 2006).  
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2.2.5 Banking Business 

Refers to the business of accepting deposits from the public which are payable on 

demand or after a fixed period or through the frequent sale or placement of bonds, 

notes or other securities, and to use such funds, in whole or in part, for loans or 

investments for the account of and at the risk of the person doing such business (BOT, 

2006). 

2.3 Theoretical Literature Review 

In this section,two theories are discussed on the basis of availability of loans and 

prevalence of NPLs in FIs. 

 

2.3.1 Availability of Loans in Financial Institutions in Tanzania 

Financial institutions in Tanzania offer a number of credit facilities which include 

loans such as term loan and personal loans. Other credit facilities are such as 

overdrafts, advances, letters of credit and guarantees. These products are common in 

almost all commercial Banks in Tanzania, Maendeleo Bank PLC, BOA Bank and FNB 

commonly offerterm loans and personal loans.  

Hagemann (2010) reminds us on the 1920s L. Albert Hahn’s Economic Theory of 

Bank Credit. In this theory, Hahn (1920) contends that bank’s credit creation ability 

or capital formation does not depend on the funds deposited by outsiders such as 

savings but rather it depends on the Bank’s capital. This theory is also known as The 

Credit Creation Theory, Further, according to the Tanzania’s BOT (2006), 

conceptually, financial institution is an entity engaged in the banking business which 

means business of lending money or issuing loans to the customers. Heffernan(2005) 

states that “a bank is a financial firm which offers loan and deposit products on the 

market, and caters to the changing liquidity needs of its borrowers and depositors”.  

Also, Werner (2015)highlighted on the three theories of Banking one of which is the 

Financial Intermediation Theory which stipulates that a bank collects deposit and then 

issues loans from the collected deposits. The Credit Creation Theory and the Financial 

Intermediation Theory which do oppose each other though they are all practical in the 

banking operations. That is banks can lend from both capital and customer deposit. 
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This shows that financial institutions have a duty of issue loans to the stakeholders in 

the general public.  

2.3.2 The Credit Creation Theory 

The 1920s L. Albert Hahn’s Credit Creation Theory contends that bank’s credit 

creation ability depends on the Bank’s capital (Hagemann, 2010). This theory affirms 

that FIs do credit creation which is issuance of loans (Cochran, Call and Glahe, 1999). 

The applicability of this theory in this study is that it ascertains that banks do issue 

loans from its capital which is the funds invested by shareholders. Availability of loans 

precedes prevalence of NPLs in FIs since NPLs are non-existent unless loans are 

issued in FIs. 

 
 

2.3.3 The Financial Intermediation Theory 

Werner (2015) highlighted on the Financial Intermediation Theory which stipulates 

that Bank issues loans from the collected deposits. It shows that loans are offered by 

FIs. The relevance of this theory in this study is that it also shows that banks do issue 

loans to its customers. However, the facilities so issued are from deposits collected 

from customers and precedes prevalence of NPLs in FIs since presence of loans is a 

key determinant of prevalence of NPLs in banks. 

Therefore, the above theories converge on that all banks issue loans to the borrowers 

but oppose each other as regards to the source of funds for loan issuance. However, in 

practice, loans can be issued from both bank’s capital and customer deposit.  

 

2.3.4 Prevalence of Non-Performing Loans in Financial Institutions in Tanzania 

The researcher investigated on the presence of non-performing loans in Financial 

Institutions by reviewing two theories. In this regard, the Theory of Information 

Asymmetry and The Agency Theory are cited in this section to explain the NPLs 

prevalence phenomena. 

 

2.3.5 The Theory of Information Asymmetry 

Leland and Pyle (1977) expounds that the Theory of Information Asymmetric 

creates an informational gap between lender and borrower as such one side which is 
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the borrower holds a greater chance to dupe the counterpart. Akerlof (1978) stated that 

Informational Asymmetric exposes the lender to Adverse Selection and Moral 

Hazards. According toRichard (2011), adverse selection and moral hazards caused 

increase of NPLs in FIs. 

 
 

2.3.6 The Agency Theory 

According to Viswanadham and Nahid (2015), the Agency Theory explains the 

linkage between Principals (Shareholders) and Agents (Managers) whereby agents are 

vested with decision-making authority as the proxy of the principals. Agents are 

obliged to serve the interest of the principals; however, due to moral hazard, they tend 

to pursue personal interests. Also, Jensen and Meckling (1976) explained that 

managerial rent-seeking is a moral hazard problem that compromise FIs lending 

policy; hence, cause NPLs.  The moral hazard problem arises after the contract is 

entered between parties while the adverse selection problem is observed before a 

contract is effected (Abdelhafi and Mohammed, 2019). 

 

2.3.7 Fundamental/Applicable Theory of the Study 

A review of various theories provides a better view and conceptualization of things in 

broader perspectives. Thus, four theories (the Credit Creation Theory, the Financial 

Intermediation Theory, the Theory of Information Asymmetry and the Agency 

Theory) have been discussed, whereas the first two justified availability of loans in 

FIs while the other two have been used to show prevalence of NPLs in FIs. The bottom 

line is that there must be loans in order for the NPLs to arise in FIs.  

In light of the above, therefore, the fundamental theories for this study are the last two 

(the Theory of Information Asymmetry and The Agency Theory) as they show direct 

relationship of NPLs and the respective causes. However, the most applicable theory 

is the Theory of Information Asymmetry since it reflects both the moral hazard and 

adverse selection which explains the causes of NPLs in FIs.. 

2.4 Empirical Literature Review 

In this section, the researcher reviews literatures of previous studies from both local 

and global perspectives with key focus on the study research question and objectives. 
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2.4.1 Causes of Non-Performing Loans in Financial Institutions Worldwide 

The 2008 global economic crisis caused the NPLs trends worldwide (EBCI, 2012). 

However, the problem still exists, researchers have conducted studies to find out the 

causes of NPLs in FIs globally including Tanzania as reviewed in the follows.  

In Europe, Klein (2013) studied on the determinants of NPLs in the CESEE region 

over 1998 – 2011 using the Vector Auto Regression Methodology. The results showed 

that NPLs increased from just above 3.00 % in 2007 to an average of 11 % in 2011 

and impacted the FIs lending operations in the regions. The findings showed that 

macroeconomic and banks’ specific factors caused the increase NPLs in the region. 

This affirms the findings of the study conducted by Skarica (2013) in the CEE region.  

In America, Saba et al. (2012) studied on determinants of NPLs – a case of US banking 

sector over 1985 -2010. The researcher used correlation and regression models on the 

data analysis and the result revealed that both the bank specific and macroeconomic 

factors such as GDP and Interest Rate, Inflation rate and Regulatory Framework had 

notable effect on the NPLs. Keeton (1999) found that an increased credit growth in 

Columbia district of US is attributed by poor credit standards in US banks which led 

into loan losses as affirmed by (Mc Goven, 1993).  

In Asia, on finding the causes of NPLs using hypothesis testing method Hu, Lu and 

Thangavelu (2005) revealed that Chinese banks had systemic lending bias in favour 

of SOEs especially those with high risk of default. The high risk of default is due to 

the fact that Chinese SOEs suffered from Soft Budget Constraints (SBCs) which at the 

end impaired them to repay their loans in banks, this led to the increasing NPL rates. 

Saba et al. (2012) conducted a study on determinants of NPLs – a case of US banking 

sector and observed that NPLs are attributed by both Firms-level issues namely Total 

Loans and Credit Policy, Macroeconomic factors which are GDP and Interest Rate 

and Regulatory Framework. The study identifies real GDP per capita, Inflation and 

Total Loans as independent variables and NPL ratio as dependent variable. Data used 

in this study were sourced from the US Federal Reserve System from year 1985 up to 

2010. Further, the researcher acknowledges Sinkey & Greenawlat (1991) who pointed 
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out that high interest rates and over-lending as the attributes to high NPLs in the United 

States of America (US) banking sector. 

Makri, Tsagkanos and Bellas (2014) conducted a study on determinants of Non-

Performing Loans on aggregate basis in the Eurozone and their findings revealed that 

macroeconomics as well as bank-specific factors have more influence on NPLs. This 

is in line with findings of other researchers such as Fernandez, Martinez and Saurina 

(2000),Espinoza and Prasad (2010) and other scholars as highlighted herein above. 

Also, the researcher concurs with Keeton (1999) who established that an increased 

credit growth in US’s district of Columbia is attributed by poor or lax credit standards 

in US banks which leads into loan losses as affirmed by John McGoven (1993). In this 

context, it means that poor credit standards lead into credit growth due to lack of 

proper risk filters thus attracting even defaulters to obtain loans from banks. The laxity 

so observed lead into NPLs build up in US banks which are written off as losses. 

2.4.2 Causes of Non-Performing Loans in Financial Institutions in Africa 

Omoruyi and Igbinosa (2014) studied the determinants of NPLs in Nigerian banking 

sector over 1980-2012. The researchers applied the Engle and Granger (1987) two 

stages Co-integration Estimation Technique for the long-run equilibrium relationship 

and associated Error Correction Mechanism to estimate the multivariate model. It was 

found that economic variables had insignificant effect on NPLs in Nigerian banks due 

to, inter-alia, the level of economic development in the country. Brownbridge (1998) 

studied on causes of financial distress in local banks in Africa and implication for 

prudential policy, it was found, inter alia, that moral hazard of bank owners, adverse 

selection of borrowers and Insider lending as the causes for of NPLs in African 

countries, especially of Kenya, Uganda and Zambia. The researcher agrees with 

Caprio, 1997 in that insider lending causes bank failure in the world.   
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As stated by Nkusu (2011) the real effective exchange rate has a positive influence on 

Non-Performing Loans. An increase of the real exchange rate implies depreciation of 

the domestic currency, while a decrease of the real exchange rate indicates its 

appreciation. Real depreciation is expected to result in expansion of the export-

oriented enterprises; however, it has a negative effect on the import-oriented ones 

(Nucci & Pozzolo, 2001). Moreover, real depreciation can worsen the net-value of 

financial institutions if they have vast liabilities in foreign exchanges and could make 

them uncertain for crediting under situations of depreciation, since they will have to 

get extra funds in the domestic exchange with the intention of repaying their loans. 

The result will be complications for the institution in meeting their obligations to the 

banks, leading to deterioration of the banks’ balance sheets, provoking a credit crunch 

and ultimately inducing financial crisis followed by a significant decline in economic 

activity (Pratap & Urrutia, 2004). 

So as to impact the price stability, inflation rate that is measured over consumption 

amounts, its influence on NPL is not as clear. Specifically, when inflation is high, it 

can make servicing of the debt easier according to the real value decrease of the 

financial loans; alternatively, still, higher inflation can worsen the ability of clients to 

service their debts by decreasing their real income. Empirical studies conducted also 

confirm the conclusion. Therefore, studies conducted by (Gunsel, 2008; Rinaldi & 

Sanchis-Arellano, 2006) recognized a positive relationship amongst inflation and NPL 

in Northern Cyprus while the study by Zribi & Boujelbene (2011)in the case of the 

Romanian banking sector, showed negative correlation between inflation and other 

variables. 

2.4.3 Causes of Non-Performing Loans in Financial Institutions in East Africa 

The Association of Microfinance Institutions in Rwanda; AMIR (2015) conducted a 

research to determine the causes of NPLs in Rwanda. The study was carried out 

through documentary review, interviews, discussions and field consultations with 

AMIR staff, MFIs, and other stakeholders. The results revealed that causes of NPLs 

included, inter alia, inappropriate policy and inadequate sharing of information among 

MFIs.  
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Also, Muriithi (2011) carried out an investigation on the causes of non-performing 

loans in commercial banks in Kenya whereby Inflation, Interest rates and growth of 

loans were the independent variables. The researcher used descriptive research design 

and multiple regression model to identify the relationship between causes of non-

performing loans in commercial banks in Kenya. It was established that in Kenya’s 

commercial banks there existed a positive correlation between non-performing loans 

and inflation and negatively correlated to loan growth rate and interest rate.  

Moreover, Haniifah (2015) carried out a study to examine the economic determinants 

of NPLs in Ugandan commercial banks. The researcher applied excel and SPSS on the 

data analysis and multiple linear regression model to find the relationship of predictors 

(Inflation, Interest rate, exchange rate and GDP growth) on the NPLs. It was 

established that Inflation, exchange rate and GDP growth had insignificant negative 

relationship with NPLs as opposed to Interest rates.  

 

2.4.4 Causes of Non-Performing Loans in Financial Institutions in Tanzania 

Kingu, Macha and Gwahula (2017) examined bank specific determinants of NPLs 

with empirical evidence from 16 commercial banks in Tanzania over 2007 to 2015. 

Descriptive statistics and multiple regressions were used for estimation. The study 

revealed that Independent Variables (asset growth, higher capital ratio and loan to 

asset ratio) related negatively to and Dependent Variable (NPL), except cost 

inefficiency related positively to NPLs. 

 

2.5 Research Gap 

Other researchers have studied on NPLs by considering the loan portfolio in general 

or credit portfolio as an aggregate but have not shown breakdown of it to indicate sub-

products, for instance Term loans, Mortgage loans and overdrafts that are affected by 

NPLs. In this study, the researcher has shown breakdown of NPLs effect product-wise 

at Maendeleo Bank PLC. Also, past studies on NPLs have been conducted in large 

banks like CRDB, NBC and NMB in Tanzania. However, few studies have been 

carried out in new regional banks that affected with NPLs like Maendeleo Bank PLC 

which forms the basis for the researcher to choose this bank as study area. 
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2.6 Conceptual Framework 

Conceptual framework shows the relationship between the main concepts of the study 

(Adom, Agyemi and Hussein, 2018). The researcher has identified causes of NPLs in 

FIs as independent variables and NPL as the dependent variables. The diagram below 

shows the conceptual framework and the direction of relationship between variables. 

 

Figure 2. 1: Conceptual Framework 

 

 

 

 

 

 

        Source: Created by Researcher (2018) 
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Table 2. 1:  Description of Variables 

 

No. 

Causes of NPLs Increase Decrease Effect on NPLs 

(Independent variables) (+) (-) 
(Dependent 

Variable) 

1 National economic downturn 
(+)   Increases 

  (-) Decreases 

2 Inflation 
(+)   Increases 

  (-) Decreases 

3 Staff Collusion 
(+)   Increases 

  (-) Decreases 

4 Inappropriate use of loans 
(+)   Increases 

  (-) Decreases 

5 Bank lending interest rates 
(+)   Increases 

  (-) Decreases 

Source: Created by Researcher (2018) 

2.6.1 Independent Variables in Connection to NPLs 

The table above shows the direction of the relationship between the five independent 

variables and the dependent variable as reflected in the conceptual framework. The 

changes on the independent variables trigger changes on the dependent variable 

respectively. 

As the national economic downturn increases, the NPLs increases as well, and as the 

national economic downturn eases, the NPLs decreases. Kalani and Waweru (2009) 

stated that an increased economic downturn increases NPLs in FIs. Also, an increase 

in inflation in the economy leads to an increase in NPLs in FIs while an ease reduces 

the NPLs. According to Saba et al. (2014) inflation as one of the determinants of NPLs 

on U.S. Banking sector had a positive and significant effect on NPLs.    

High staff collusion causes an increase in NPLs while reduction in such fraud reduces 

the NPLs. Mingaleva et al. (2014) established that about 85 % of all NPLs in 

Kazakhstan was caused by fraud and internal corruption in banks.  
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An increase on inappropriate use of loans increases the NPLs and an appropriate use 

of loan reduces the NPLs in FIs. According to Richard (2011), utilizing borrowed 

funds contrary to agreed purpose is one of the major causes of NPLs. Also, high bank 

lending interest rates increases NPLs and the reverse will be true when lending rates 

are reduced as supported by Saba et al. (2012) and Ombaba (2013) who revealed that 

the lending rates, inter alia, affect borrowers’ loan repayment ability as it reduces 

borrowers’ disposable income.  
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3 CHAPTER THREE 
 

RESEARCH METHODOLOGY 

3.1 Introduction 

Research methodology is a systematic way by which the research problem is solved 

Kothari (2004). This part presents the research design, research approach, area of the 

study, population, sample size, sampling technique, units of inquiry, data collection 

methods, data processing and analysis. 

 

3.2 Research Design 

According to Kothari (2004), research design is the detailed blue print used to guide a 

research study toward its objectives. There are various types of research design, inter-

alia, are descriptive, exploratory and causal research design. In this study, the 

researcher used the descriptive research design which is structured, have clear 

objectives and investigative questions.  

 

3.3 Area of Study 

This research was conducted at Maendeleo Bank PLC in Dar Es Salaam region. Like 

other financial institutions in Tanzania, Maendeleo Bank PLC, has been challenged 

by an increasing trend of the NPLs problem which if not resolved may have adverse 

impact to the economy of Tanzania. In Tanzania, NPLs was above 10 % in 2018 which 

was above the maximum threshold of 5 % (BOT, 2018). Maendeleo Bank PLC 

recorded NPLs of 1.53 % in 2014 and 4.36 % in the year ended 2018 which signifies 

an increasing trend (Maendeleo Bank PLC, 2018). Also, the NPLs is an old problem 

but the Bank is new and has been facing this challenge. Therefore, the researcher 

would like to know causes of this problem in Maendeleo Bank PLC as a new financial 

institution with about six (6) years of operation. Hence, it forms the basis for the 

researcher to carry out this study. 

 

3.4 Populationand Sample 

3.4.1 Population 

According to Adam (2007), population is the totality of the objects under 

investigation. In this study, researcher considered financial institutions as the 
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population from which Maendeleo Bank PLC was selected as the case study for the 

aim of generating required information.  

 

3.4.2 Sample 

As sample is defined as an element selected from the population to give required 

information (Adam, 2007). A sample is chosen for conducting a study because it is 

not easy to conduct a study for the whole population due to time, cost and other 

impediments (Mugenda and Mugenda, 1999). In this study respondents were directors, 

senior managers, managers and officers of the Maendeleo Bank PLC. The bank was 

estimated to have seventy (70) employees who were considered as potential 

informants for the study. 

3.5 Sample Size and Sampling Techniques 

3.5.1 Sample Size 

According to Adam (2007), sample size refers to a number of items to be selected 

from the population to constitute a sample. There are many ways to draw a sample 

from a defined population.However, according to Yamane (as cited by Israel, 1992) 

sample size can be created by the following formula:  

n = 
𝑁

1+𝑁(𝑒)2
 whereby: n = Sample size, N = Population size (under case study),  

  e = Margin of error 

In this case, the researcher used the above mathematical formula to establish the 

sample size of the study. Taking the population (N) of Maendeleo Bank PLC, to be 70 

employees and assuming the marginal of error to be 5.00 % as confidence interval of 

95 %. Therefore, the sample size is calculated as follows; 

 n = 
70

1+70(0.05)2
  n = 59.57, approx. 60 respondents. 

Therefore, the sample size used by the researcher in this study was 60 respondents 

composed of the Directors and staff of different ranks in Maendeleo Bank PLC who 

have knowledge and experience of credit as shown in the table below. 
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Table 3. 1: Distribution of the Population and Sample Size 

Category Respondents  Case Population Sample  Size 

01 Directors  (Non-executive) 8 7 

02 Managing Director (Executive 

Director) 

1 1 

03 Senior Managers 5 4 

04 Managers 10 9 

05 Officers 46 39 

 Total 70 60 

Source: Created byResearcher (2019) 

3.5.2 Sampling Techniques 

Kothari (2004) defines sampling design as a plan used to obtain a sample from a 

defined population. It can be either probability or non-probability sampling design. In 

this, study the researcher used a probability sampling design (ibid). Probability 

sampling refers to the sampling approach in which every unit in a population has a 

chance of being included in a sample (ibid). This study was conducted based on 

purposivesampling and simple random sampling techniques. 

3.5.2.1 Purposive Sampling 

According to Kothari (2004), purposive sampling refers to a sampling technique which 

involves a deliberate selection of unit(s) from a population to make it part of a sample 

or to form a sample for a study. It is also known as deliberate sampling. Directors, 

Senior Managers, Managers and Officers were the key informants purposely contacted 

by the researcher to obtain information required for this study. 

3.5.2.2 Simple Random Sampling 

Simple Random Sampling is the sampling technique by which a sample is chosen from 

the defined population whereby each element of the possible sample has equal 

probability of inclusion (Kothari, 2004). The researcher used this technique to choose 

60 respondents to form a sample.  

3.6 Unit of Analysis 

The units of analysis in this study were the staff (respondents) who formedthe sample 

for this study. 
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3.7 Data Collection 

Data collection is the process of gathering required information carried out by the 

researcher to facilitate completion of the study on the matter under investigation 

(Adam, 2007). The researcher used both primary and secondary data collection 

methods. 

 

3.7.1 Primary Data Collection Methods 

In this study, the researcher applied questionnaires and interviews as primary data 

collection methods.  

3.7.1.1 Questionnaires 

Questionnaire is a data collection instrument used in business research (Cooper and 

Schindler, 2014). The researcher distributed self-administered questionnaires to 

respondents at the Maendeleo Bank PLC and retrieved them back after completion. 

3.7.1.2 Interview 

This is the data collection methods applied by the researcher to gather primary data 

from selected respondents in the field (Cooper and Schindler, 2014). The researcher 

used interview to obtain additional data or clarification from the respondents. 

 

3.7.2 Secondary Data Collection Method 

Secondary data can be obtained from literature sources such as manuals, handbooks, 

books, journals and computer data base (Adam, 2007). The researcher used secondary 

data collection method due to its reliability (are approved sources) and accessibility 

that are obtainable in libraries and internet sources. The secondary data source used in 

this study was the website of BOT and NBS and requesting extract of information 

from Maendeleo Bank PLC’s reports. 

 

3.8 Data Processing and Analysis 

3.8.1 Data Processing 

Data processing entails sub-processes such as editing, coding, classification and 

tabulation of gathered data for ease of analysis of the same (Kothari, 2004). In this 

stage the researcher edited, coded, rearranged and tabulated collected data into a 
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format that could be easily further input into the SPSS computer system followed by 

data analysis.  

 

3.8.2 Data Analysis 

The researcher analyzed data through the use of descriptive statistics and inferential 

statistics by using Statistical Package for Social Sciences (SPSS). Also, the study 

model (composed of dependent variables and independent variables) is used to guide 

the data analysis.  

 

3.8.3 Descriptive Statistics 

The researcher employed descriptive statistics such as mean and standard deviation 

values to show the data description in terms of central tendency and spread, while the 

line graph was used to show the trends of some variables.  

3.8.4 Inferential Statistics 

The researcher applied the Pearson Correlation and Multiple Linear Regressions to 

describe the relationship between variables and generalizability of the sample.  

3.8.4.1 Pearson Correlation 

Cooper and Schindler (2014) states that Pearson Correlation Coefficient shows the 

strength of linear relation and direction between interval and ratio variables. The 

researcher used Pearson Correlation to show the magnitude (positive or negative) and 

intensity (weak, moderate or strong) of the relationship between independent variables 

to see if there was occurrence of multicollinearity. 

3.8.4.2 Multiple Linear Regression 

Multiple linear regression is a statistical method applied to create an estimation 

equation that predicts value of dependent variable from independent variables values 

(Cooper and Schindler, 2014). A model was created with reference to study conducted 

by Carlos and Bonilla (2012) and Akinlo and Emmanuel (2014) using National 

Economic down-turn, Inflation, Staff collusion, Inappropriate use of loans and 

Lending interest rates as independent variables and Non-performing loans as 

dependent variable. The researcher applied this model to analyze the causes of NPLs 
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in Maendeleo Bank PLC. The results were tabulated and presented and discussed with 

a back-up from the literatures.  

The empirical model is as shown in the following equation: 

Dependent variable = f (Independent variables) 

Whereby; 

Dependent Variable = Non - Performing Loans (NPLs) 

Independent Variables = National Economic Downturn (NED), Inflation INF),  

Staff Collusion (STC), Inappropriate Use of Loan (IUL) and 

Interest Rates (INT). 

Therefore:  NPLs = f (NED, INF, STC, IUL, INT) 

Assumption: Y= NPLs, NED = X1, INF = X2, STC = X3,IUL=X4 and INT= X5 

Then: Y = f (X1, X2, X3, X4, X5) 

Thus, the regression model is as shown below: 

Y = β0 + β1 X1 + β2X2 + β3 X3 + β4 X4 + β5 X5+ e 

β0= Constant term, βi, i = 1, 2, 3, 4 and 5) = Coefficients of independent variables and 

e = stands for standard error of the estimate. 

 

3.9 Reliability, Validity and Ethical Consideration 

The researcher tested for validity of data by using the questionnaire and reliability of 

findings by using the Cronbach’s Alfa coefficient. Questionnaire was prepared and 

taken to the supervisor for approval prior to availing it to the respondents. Also 

adherence to research ethics was dully observed.  

 

3.9.1 Reliability 

According to Cooper and Schindler (2014), reliability is the degree to which 

measurements are free from error. Reliable measures provide consistent results. 

Cronbach’s alpha reliability coefficient ranges from 0 to 1 and the reliability becomes 

greater as the coefficient approaches 1 (Gliem and Gliem, 2003). 
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In this study, the researcher carried out the reliability test of the study using 

Cronbach’s Alpha Coefficient reliability test method. The results revealed, as per 

Table 3.2, that an Alpha Coefficient of 0.739 existed for the six (6) items namely 

NPLs, INT, STC, IUL NED and INF, suggesting that the items have relatively high 

internal consistency which is within the range of acceptable reliability. 

 

Table 3. 2: Reliability Test 

Reliability Statistics 

Cronbach's Alpha Number of Items 

.739 6 

Source: Created byResearcher (2019) 

3.9.2 Validity 

Validity is the extent to which test of research findings reveal what the researcher wish 

to measure (Kothari, 2004). It is the degree of truthfulness of the research results 

(Mohajan, 2017). To ensure validity of data for this study, the researcher collected 

primary data from respondents who are employees of Maendeleo Bank PLC. 

Secondary data were sourced from BOT, NBS and Maendeleo Bank PLC as well.  

3.10 Ethical Consideration 

Recent studies show that ethical concerns are not sufficiently addressed in 

dissertations (Fridlund, Kjellstrom and Ross, 2010). This study was conducted 

pursuant to the ethical consideration principles as stipulated by Bryman and Bell 

(2007), such that the researcher ensure thesafety of participants, obtained informed 

consent of respondents on their participation in the study, observe confidentiality by 

not divulging any information obtained from respondents. The researcher obtained 

approval from Mzumbe University to proceed with data collection which was backed 

up by a data collection request letter delivered to Maendeleo Bank PLC. The Bank 

granted the request (as per appendix 3) that allowed the researcher to collect data 

smoothly. Also, the researcher kept respondent’s anonymity as agreed by not 

disclosing the identity. Rights and dignity of each respondent was respected. The 

researcher did not compromise interest of respondents; he carried out the study 
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sincerely without any kind of deception or hidden motives.Also, the researcher was 

transparent at all time when interacting with respondents.  
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4 CHAPTER FOUR  

PRESENTATION OF FINDINGS AND DISCUSSION 

4.1 Introduction 

This study aimed at assessing the determinants of non-performing loans in financial 

institutions in Tanzania. This section therefore, presents the findings of the study based 

on the data collected, analyzed and interpreted in order to arrive at a logical conclusion. 

As stated in Chapter Three, the data for this study were both primary and secondary data. 

The primary data were gathered through questionnaires and interviews with employees 

from Maendeleo Bank PLC while secondary data were obtained from BOT and NBS from 

2014 – 2018 since it is from this time Maendeleo bank was in existence; as well as the 

Bank’s documentations or reports.  

The findings have been presented in line with the specific objectives of the study which 

is to determine the contribution of National economic downturn on NPLs in Maendeleo 

Bank PLC; to determine the contribution of Bank lending interest rates on NPLs at 

Maendeleo Bank PLC; to determine the contribution of Staff collusion (Fraud) on NPLs 

at Maendeleo Bank PLC; to determine the contribution of Inappropriate use of loans on 

NPLs at Maendeleo Bank PLC and to determine the contribution of Inflation on NPLs at 

Maendeleo Bank PLC as stated  in Chapter One. The researcher grouped the variables 

into Macroeconomic Variables (National Economic Downturn and Inflation) which were 

analyzed based on data obtained from BOT and NBS and Bank Specific factors (Staff 

Collusion, Inappropriate use of loans and Bank Lending Interest Rate) which were 

analyzed based on data collected from Maendeleo Bank PLC. The results were presented, 

interpreted and discussed. Therefore, the following are results obtained in the study. 

4.2 Background of respondents  

This section is about demographic characteristics of respondents, whereby age of 

respondents, current position of respondents and years of experience of respondents in 

Maendeleo Bank PLC are presented.  
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4.2.1 Age of the Respondents 

Age is an indicator of expected level of maturity of an individual. In this study, the 

researcher explored to know the age of respondents since quality information can be 

obtained from matured individuals. Figure 4.1, indicates age distribution of respondents. 

Figure 4. 1: Ages of the respondents 

 
Source: Research Data (2019) 

 

From the Figure 4.1, it is indicated that 20 respondents (33 %) represented respondents 

with less than 30 years, 16 respondents (27 %) represented respondents with the age 

between 30 to 40 years, 19 respondents (32 %) represented respondents between the age 

of 41 to 50 years, and finally, 5 respondents (8 %) represented respondents with the age 

more than 50 years. 

Further, it was observed that a total of 40 respondents (67 %) were in the age of 30 years 

and above. The rest (33 %) were under 30 years. Figure 4.1 has graphically shown it.  

Basing on information from Figure 4.1, it implies that most of respondents (67 %) 

involved in the study are people who are more matured, thus, they provided more reliable 

information than the rest. 
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4.2.2 Gender of the Respondents 

The researcher considered gender of respondents as one of the key aspects in obtaining 

information that are not gender biased. Table 4.1, shows distribution of gender involved 

in this study. 

Table 4. 1: Gender of the Respondents 

Gender                 Frequency Percentage 

Male 
38 63 

Female 22 27 

Total  
60 100 

Source: Research Data (2019) 

In the Table 4.1, 38 respondents (63%) were male while 22 (37%) were female. This 

shows that the respondents were structured in a gender sensitive manner. Therefore, the 

information obtained from Maendeleo Bank PLC was largely from respondents that 

comprised all gender hence a gender balanced views or opinions. 

4.2.3 Current Positions of the Respondents 

Respondents who are in higher position can provide more quality and reliable information 

than the junior ones. Also, participants who are in Credit department are potential 

provider of required information more readily since they deal with credit operations on 

daily basis. Table 4.2, indicates distribution of participants position-wise. 
 

Table 4. 2: Current Position of the Respondents 

Current Position Sample size Percentages 

Directors 8 13 

Credit Managers 5 8 

Relationship managers 8 13 

Credit Analyst 14 24 

Loan Officers 4 7 

Recovery/Monitoring Officers 5 8 

Others  16 27 

Total  60 100 

Source: Research Data (2019) 



31 
 

From the Table 4.2, it is indicated that 8 respondents (13 %) were Directors (Executive 

Directors and Non-executive Directors), 5 respondents (8 %) were Credit Managers, 8 

respondents (13 %) were Relationship Managers,  14 respondents (23 %) were Credit 

Analysts, 4 respondents (7 %) wereLoan Officers while 5 respondents (8 %) were 

Recovery/Monitoring Officers and finally 16 respondents (27 %)  consisted of other 

employees: Branch Managers, Business Development Managers, Cashiers, Bank 

Operational Officers, Customer Advisors and Back Office Officers. This is well 

summarized in Table 4.2. 

Basing on Table 4.2, it is revealed that Directors, Credit Managers, Relationship 

Managers, Credit Analysts and Loan Officers  who were 44 in total representing 73 % 

provided more quality, reliable and analytical information since they are involved in the 

decision making; also, they are more versatile with credit operations and loan 

management processes than the other 16 respondents (27 %).  

4.2.4 Work Experience at Maendeleo Bank PLC 

The researcher considered work experience in banking of respondents as key factor to 

obtaining quality and reliable information on NPLs causes. Figure 4.2, indicates 

distribution of respondents based on their work experience at Maendeleo Bank PLC.  

Figure 4. 2: Respondents’ Work Experience at Maendeleo Bank PLC 

 
Source: Research Data (2019) 
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In the Figure 4.2, respondents were requested to state the years of experience they have 

in the company. This question was as well to test the validity of the data. Whether the 

respondents have an idea in the subject of the study, 9 (15%) respondents said they had 

worked for less than one year; 21 (35%) respondents had working experience of 1 – 2 

years; 20 (33%) respondents had 3 – 4 years working experience and 10 (17%) 

respondents  said they had 5 years and above working experience.  

From the above, it was observed that majority of the respondents (51) equivalent to 85 %  

had more than 1 year of working experience at Maendeleo Bank PLC, which signifies 

that they were more knowledgeable with the subject of the study; hence, provided more 

reliable data or information.  

4.2.5 Respondents Served in the Credit Department 

The study considered respondents with work experience in the credit department as a 

source of more credible information. Such participants are more exposed to and versatile 

with credit operations. Table 4.3, provides details of participants who served in the credit 

department. 

Table 4. 3: Respondents Served in the Credit Department 

Served in the credit department Frequency Percentage 

Yes 36 60 

No 24 40 

Total  60 100 

Source: Research Data (2019) 

In Table 4.3, the respondents were asked if they had ever served in the credit department. 

This was to test their knowledge in the topic of the study. The total of 36 respondents (60 

%) said they had ever worked and 24 respondents (40 %) said they had never worked in 

the credit department.  



33 
 

Therefore, majority of the respondents (36 respondents / 60 %) had ever served in the 

credit department; it signifies that they had more knowledge of credit, hence, the 

information derived from them were more reliable. 

4.2.6 Respondents’ Work Experience in Credit Department 

In this study, the researcher considered respondents’ length of service in the credit 

department as proportional to the knowledge and versatility with credit operations. 

Therefore, respondents who served longer in the credit department were expected to 

provide more reliable information on the causes of NPLs in Maendeleo Bank PLC than 

the less experienced. Table 4.4 shows respondents’ experience in credit department. 

Table 4. 4: Respondents’ Work Experience in Credit Department 

Experience in credit Frequency Percentage 

Less than one year 6 17 

1-2 years 7 19 

3-4 years 14 39 

5 years and above 9 25 

Total  36 100 

Source: Research Data (2019) 

 

In Table 4.4, respondents who had served in the credit department were further asked how 

the length of their experience in the credit department. The total of 6 respondents (17 %) 

said they had served for less than one year; 7 respondents (19 %) said they had served for 

1 – 2 years; 14 respondents (39 %) said they had served for 3 – 4 years and 9 respondents 

(25 %) said they had served for more than 5 years.  

From the above, it was revealed that 30 respondents (83 %) had served for more than 1 

year in credit department. This implies that majority of the respondents had sufficient 

knowledge of credit processes or loan processes; hence, the information provided in this 

study were more reliable. 

 



34 
 

4.3 Types of Credit Facilities Normally Offered to Customers 

The study identified varieties of credit products offered to the customers which helped 

to know causes of NPLs in Maendeleo Bank PLC Product-wise. Table 4.5 shows types 

of credit facilities offered to customers in the Bank. 

Table 4. 5: Types of Credit Facilities Normally Offered to Customers  

Types of Credit Facilities Frequency Percentage 

corporate term loan 50 83 

corporate overdraft 43 72 

corporate mortgage 29 48 

corporate others 32 53 

SME term loan 30 50 

SME overdraft 33 55 

SME mortgage 39 65 

SME others 25 42 

Personal term loan 37 62 

Personal overdraft 30 50 

Personal Mortgage 32 53 

Personal Others 30 50 

Source: Research Data (2019) 

 

Respondents were requested to mention credit facilities offered to the customers at 

Maendeleo Bank PLC and the results were as shown in Table 4.5. It was revealed by  50 

respondents (83 %) that Maendeleo Bank PLC offers corporate term loan, 43 respondents 

(72 %) reported that there is corporate overdraft in Maendeleo bank PLC, 29 respondents 

(48 %) connoted that corporate mortgage is offered by Maendeleo Bank PLC, 32 

respondents (53 %) said that there are other corporate facilities offered by Maendeleo 

Bank PLC. 

Also, 30 respondents (50 %) reported that SME term loan is offered by Maendeleo Bank 

PLC, 33 respondents (55 %) said that SME overdraft is offered by Maendeleo bank PLC, 

39 respondents (65 %) argued that SME mortgage loan is offered by Maendeleo bank 

PLC, 25 respondents (42 %) recommended that there are other SME facilities offered by 

Maendeleo bank PLC, 37 respondents (62 %) argued that Maendeleo bank PLC offers 

personal term loan. 
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In addition to that, 37 respondents (62 %) argued that personal term loan is offered by 

Maendeleo Bank PLC as one of the credit facilities, 30 respondents (50 %) connoted that 

Maendeleo Bank PLC offers personal overdraft, 32 respondents (53 %) reported that 

Maendeleo bank PLC offers personal mortgage but also 30 respondents (50 %) said that 

there are other personal credit facilities offered by Maendeleo Bank PLC. 

4.4 Maendeleo Bank PLC Experiencing Non-Performing Loans 

The researcher wanted to know respondents’ awareness that Maendeleo Bank PLC 

experiences NPLs. Table 4.6 shows the response from the respondents on the prevalence 

of NPLs at Maendeleo Bank PLC. 

Table 4. 6: Maendeleo Bank PLC Experiencing Non-performing Loans  

Gender                 Frequency Percentage 

Yes 

 

No 

 

I don’t know 

                     42 

 

                     18 

                             

                       0      

70 

 

30 

 

0 

Total  60 100 

Source: Research Data(2019) 

 

Table 4.6 indicated that 42 respondents (70%) said there is an experience of NPLs at 

Maendeleo Bank PLC. This is further supported by data shown in the Figure 4.4 whereby 

NPLs trends in this Bank was 0.00% in the year 2013 and rose to 4.36 % in the year 2018. 

It was also indicated by 18 respondents (30%) that Maendeleo Bank PLC do not 

experience NPLs and non of the respondents said “I don’t know”. Overall, the results 

were affirmative that the bank experiences NPLs. Figure 4.3 shows NPLs trends at 

Maendeleo Bank PLC from 2013 to 2018. 
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Figure 4. 3: Non-Performing Loans Trends in Maendeleo Bank PLC - 2013 to 2018 

 

Source: Maendeleo Bank PLC (2019) 

 

4.5 Acquaintance with the Causes of Non-Performing Loans at Maendeleo Bank PLC 

The researcher wanted to know the respondents who know the causes of NPLs at 

Maendeleo Bank PLC so as to expect certain response from them and the results were as 

summarized in the Table 4.7. 

Table 4. 7: Acquaintance with the Causes of Non-performing Loans at Maendeleo 

Bank PLC 

Response Frequency Percentages 

Yes  59 98 

No 1 2 

Total  60 100 

Source: Research Data (2019) 

The result indicated that, 59 respondents (98 %) agreed that causes of non-performing 

loans at Maendeleo Bank PLC are well known to them while the remained 1 respondent 

(2 %) reported that causes of non-performing loans at Maendeleo Bank PLC are not well 

known to them. This shows that most respondents are aware about the causes of non-

performing loans at Maendeleo Bank PLC. 
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4.6 Bank Lending Interest Rates 

In this aspect, the researcher investigated to see if Maendeleo Bank PLC conducts an 

assessment to know Customer’s Perception on Bank’s Lending Interest Rates (INT), to 

see what is the general perception of customers on INT, how INT cause Non-Performing 

Loans and credit products that are affected by INT as explained below; 

 

4.6.1 Assessing Customer’s Perception on Bank’s Lending Interest Rates 

The study assessed whether or not Maendeleo Bank PLC assesses customer’s perception 

on the Bank Lending Interest Rates (INT) on the credit products offered. Assessment of 

customers’ perception on the INT helps to predict customers’ future loan consumption, 

preference and repayment trends. Table 4.8 shows that the bank carries out the 

assessment.   

Table 4. 8: Assessing Customer’s Perception on Bank’s Lending Rates. 

Response   Frequency Percentages 

Yes  58 97 

No 2 3 

Total  60 100 

Source: Research Data (2019) 
 

Respondents were asked whether or not the bank assesses customer’s perception on 

bank’s lending rates and the response were as shown on the Table 4.8, it indicates that, 

58 respondents (97%) agreed that there is assessment of customer’s perception on Bank’s 

lending rates, also the remained 2 respondents (3%) disagreed on that matter.  

 

4.6.2 Customers’ General Perception on the Bank Lending Interest Rates 

The researcher investigated to know customers’ general perception on the bank’s Lending 

Interest Rates (INT). As explained above, this Assessment helps to predict customers’ 

future loan consumption, preference and repayment trends, hence be able to know how 

INT affects the NPLs. Table 4.9 shows customers’ general perception on the INT.   

Table 4. 9: Customers’ General Perception on Bank’s Lending Rates. 
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Response  Frequency Percentage 

High 35 60 

Average 14 24 

Low 9 16 

Total 58 100 

Source: Research Data (2019). 

 

An assessment was conducted to determine bank’s understanding on the customer’s 

perception on the level of bank’s lending interest rates and the results were as summarized 

in the Table 4.9. It is indicated that, of the 58 respondents who agreed that there is 

assessment of customer’s perception on Bank’s lending rate, 35 respondents (60 %) 

agreed that customer perceived that the bank’s lending rates was high while 14 

respondents (24 perception) responded that rates were perceived as average and the 

remained 9 respondents (16 %) perceived it as low. The results revealed that the 

assessment on Banks’ lending rate was mostly high. Therefore, high INT implies high 

costs of fund which decreases customers’ ability to repay the loan leading to loan 

impairment and hence, causing NPL in Maendeleo Bank PLC. 
 

4.6.3 Bank Lending Interest Rates Cause Non-Performing Loans in Maendeleo 

Bank PLC 

The researcher wanted to know whether Bank lending interest rates (INT) cause non -

performing loans at Maendeleo Bank PLC. Feedback was obtained from the respondents 

through questionnaire and results were as summarized in Table 4.10. 
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Table 4. 10: Bank’s Lending Interest Rates Cause Non-Performing Loans at 

Maendeleo Bank PLC 

Response  Frequency Percentages 

Yes  48 80 

No 12 20 

Total  60 100 

Source: Research Data (2019) 

 

Results in Table 4.10, revealed that 48 respondents (80 %) agreed that INT was a cause 

of NPLs in Maendeleo Bank PLC while the remained 12 respondents (20 %) disagreed. 

By majority rules, it was confirmed that INT caused NPLs in the bank. 

4.6.4 Credit Products Affected by Bank Lending Interest Rates 

The study investigated on the credit products affected by Bank Lending Interest Rates 

(INT) so as to establish causes of NPLs product-wise. The results were as indicated in 

Table 4.11. 

Table 4. 11: Credit Products Affected by Bank’s Lending Rates in Maendeleo 

Bank PLC 

Credit facility Frequency Percentage 

corporate term loan 52 87 

corporate overdraft 45 75 

corporate mortgage 48 80 

corporate others 35 58 

SME term loan 35 58 

SME overdraft 33 55 

SME mortgage 38 63 

SME others 25 42 

Personal term loan 31 52 

Personal overdraft 30 50 

Personal Mortgage 32 53 

Personal Others 30 50 

Source: Research Data (2019) 
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The results in the Table 4.11, summarizes credit products affected by INT as indicated by 

respondents. The products are corporate term loans, corporate overdrafts, corporate 

mortgages, SME term loans, SME overdrafts, SME mortgages, personal term loans, 

personal overdrafts, personal mortgages and others. 

4.6.4.1 Corporate Credit Products Affected by Bank Lending Interest Rates 

Table 4.11 shows that credit products affected by Bank’s lending interest rates in 

Maendeleo Bank PLC are products offered to corporate, SME’s and personal customers. 

The total of 52 respondents (87 %age) showed that corporate term loan is affected by 

Bank’s lending rates at Maendeleo Bank PLC, 45 respondents (75 %) indicated that 

corporate overdraft is affected by Bank’s lending rates at Maendeleo Bank PLC, 48 

respondents (80 %) connoted that corporate mortgage is affected by Bank’s lending rates 

at Maendeleo Bank PLC, 35 respondents (58 %) meant that corporate others are affected 

by Bank’s lending rates at Maendeleo Bank PLC. 

 

Table 4.11 shows that 35 respondents (58 %) reported that SME term loan is affected by 

Bank’s lending rates at Maendeleo Bank PLC, 33 respondents (55 %) said that SME 

overdraft is affected by Bank’s lending rates at Maendeleo Bank PLC, 38 respondents (63 

%) showed that SME mortgage is affected by Bank’s lending rates at Maendeleo Bank 

PLC, 25 respondents (42 %) said that there are other SME facilities affected by bank’s 

lending rates at Maendeleo bank PLC. 

 

4.6.4.3 Personal Credit Products Affected by Bank Lending Interest Rates 

Table 4.11 shows that  31 respondents (52 %) showed that personal term loan is affected 

Bank’s lending rates at Maendeleo Bank PLC, 30 respondents (50 %) connoted that 

personal overdraft is affected by bank’s lending rates at Maendeleo Bank PLC, 32 

respondents (53 %) reported that personal mortgage is affected by Bank’s lending rates 

at Maendeleo Bank PLC, but also 30 respondents (50 %) said that there are other personal 

credit facilities affected by Bank’s lending rates at Maendeleo Bank PLC.  
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4.7 Staff Collusion (Fraud) 

The researcher studied to see whether there were staff collusion incidences in Maendeleo 

Bank PLC, to understand the bank’s status on staff collusion, to see how staff collusion 

contributes to Non-performing Loans in the bank As well as credit products affected by 

staff collusion as explained hereunder; 

4.7.1 Maendeleo Bank PLC Experience Staff Collusion (Fraud) 

An assessment was conducted to see whether or not Maendeleo Bank PLC experience 

staff collusion (fraud). The result on that were as indicated on the Table 4.12. 

Table 4. 12: Maendeleo Bank Experience Staff Collusion (Fraud) 

Responds  Frequency Percentages 

Yes  13 22 

No 47 78 

Total  60 100 

Source: Research Data (2019) 

The results in Table 4.12 revealed that 13 respondents (22%) concurred with the argument 

that Maendeleo Bank PLC experiences staff collusion (fraud) while 47 respondents (78%) 

disagreed that Maendeleo Bank PLC is affected by staff collusion.  

4.7.2 Status of Staff Collusion (Fraud) in Maendeleo Bank PLC. 

The researcher investigated to know if there are incidences of staff collusion (Fraud) in 

Maendeleo Bank PLC as a potential cause of NPLs in the Bank. The results as 

summarized in Table 4.13. 

Table 4. 13: Status of Staff Collusion (Fraud) at Maendeleo Bank PLC 

Response  Frequency Percentages 

High  12 20 

Low 48 80 

Total  60 100 

Source: Research Data (2019) 
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The results in Table 4.13 showed that 12 respondents (20%) revealed that there is high 

staff collusion (Fraud) at Maendeleo Bank PLC while 48 respondents (80%) indicated 

that Maendeleo Bank PLC has low staff collusion (fraud). This implies that STC is a 

potential cause of NPLs in the Bank moderately. 

 

4.7.3 Staff Collusion (Fraud) Contributes to Non-performing Loans at Maendeleo 

Bank PLC 

The researcher investigated to see whether or not Staff Collusion (Fraud) causes NPLs at 

Maendeleo Bank PLC and the results obtained as per Table 4.14. 

 

Table 4. 14: Staff Collusion (Fraud) Contributes to Non-performing Loans at 

Maendeleo Bank PLC 

Response  Frequency Percentages 

Yes  13 22 

No 47 78 

Total  60 100 

Source: Research Data (2019) 

 

The results in Table 4.14 revealed that 13 respondents (22%) agreed that staff collusion 

(fraud) contributes to non-performing loans in Maendeleo Bank PLC while the 47 

respondents (78%) disagreed which suggests that this factor causes NPLs moderately. 

 

4.7.4 Credit Products Affected by Staff Collusion (Fraud) 

The study investigated to identify credit products affected by Staff Collusion (Fraud) in 

Maendeleo Bank PLC, the results obtained as indicated in the Table 4.15. 
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Table 4. 15: Credit Products Affected by Staff Collusion (Fraud) in Maendeleo 

Bank PLC 

Credit facility Frequency Percentage 

corporate term loan 12 92 

corporate overdraft 10 77 

corporate mortgage 11 85 

corporate others 7 54 

SME term loan 5 38 

SME overdraft 3 23 

SME mortgage 8 62 

SME others 5 38 

Personal term loan 1 8 

Personal overdraft 3 23 

Personal Mortgage 4 31 

Personal Others 5 38 

Source: Research Data (2019). 

The results in the Table 4.15, reveals credit products affected by STC. The products are 

such as corporate term loans, corporate overdrafts, corporate mortgages, SME term loans, 

SME overdrafts, SME mortgages, personal term loans, personal overdrafts, personal 

mortgages and other corporate, SME and personal loans. 

4.7.4.1 Corporate Credit Products Affected by Staff Collusion (Fraud). 

The researcher assessed to identify credit products affected by staff collusion (Fraud) and 

the results were as shown in Table 4.15. It was established that, based on the 13 

respondents who agreed that staff collusion contributes to non-performing loans at 

Maendeleo Bank PLC, 12 respondents (92 %) reported that corporate term loan is affected 

by staff collusion (Fraud) at Maendeleo Bank PLC, 10 respondents (77 %) indicated that 

staff collusion (fraud) impaired the performance of corporate overdraft in Maendeleo 

Bank PLC, 11 respondents (85 %) showed that non-performing loans on corporate 

mortgage product is attributed by staff collusion (Fraud) at Maendeleo Bank PLC, 7 

respondents (54 %) indicated that other corporate facilities are affected by staff collusion 

(fraud) at Maendeleo Bank PLC. 
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4.7.4.2 SME Credit Products Affected by Staff Collusion (Fraud) 

Additionally, (as per Table 4.15) 5 respondents (38 %) showed that SME term loan is 

affected by staff collusion (Fraud) at Maendeleo Bank PLC, 3 respondents (23 %) 

indicated that SME overdraft is affected by Bank’s lending rates at Maendeleo Bank PLC, 

8 respondents (62 %) revealed that staff collusion (Fraud) affected SME mortgage 

facilities at Maendeleo Bank PLC and 5 respondents (38 %) revealed that there are other 

SME facilities were impaired by staff collusion (Fraud) at Maendeleo bank PLC. 

4.7.4.3 Personal Credit Products Affected by Staff Collusion (Fraud) 

Further, 1 respondent (8%) indicated that personal term loan is affected by Staff collusion 

(Fraud) at Maendeleo Bank PLC, 3 respondents (23%) showed that personal overdraft is 

affected by staff collusion (Fraud) at Maendeleo Bank PLC, while 4 respondents (31%) 

connoted staff collusion affected personal mortgage product at Maendeleo bank PLC and 

5 respondents (38%) revealed that other personal credit facilities are impaired by staff 

collusion at Maendeleo Bank PLC. The above were extracted from Table 4.15. 

4.8 Inappropriate Use of Loans 

The researcher investigated on whether Maendeleo Bank PLC monitors customers’ 

utilization of loans, on whether the bank’s customers make inappropriate use of loans,  

also to see how inappropriate use of loans contribute to Non-performing Loans in the 

bank and on the credit products affected by inappropriate use of loans. 

4.8.1 Maendeleo Bank PLC monitors customers’ utilization of loans 

The study investigated to establish if the bank monitors utilization of loans granted to 

customers, the results were as indicated in Table 4.16. The monitoring process helps the 

bank to ascertain that the disbursed funds are not misappropriated or used in projects or 

obligation contrary to what the funds were sought for. There is a risk of failing to repay 

if funds are utilized in obligations that were not agreed upon during the loans processing. 

For instance the loan may not be settled hence lead into build up of NPLs if funds sought 

for business then is misappropriated into personal use. 
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Table 4. 16: Maendeleo Bank PLC Monitors Customers’ Utilization of Loans 

Response  Frequency Percentages 

Yes  50 83 

No 10 17 

Total  60 100 

Source: Research Data (2019) 

 

On investigating whether or not Maendeleo Bank PLC monitors on how customers utilize 

granted facilities, the researcher (as per Table 4.16) established that 50 respondents (83 

%) affirmed that Maendeleo Bank PLC monitors customer utilization of loans while 10 

respondents (17 %) indicated that Maendeleo Bank PLC does not monitor customer 

utilization of loans. Based on the findings, it is noted that the bank monitors customers 

utilization of loans. 

 

4.8.2 Maendeleo Bank PLC Customers Make Inappropriate Use of Loans 

The researcher investigated to see whether or not customers at Maendeleo Bank PLC 

make inappropriate use of granted loans and the results were as summarized in the Table 

4.17. 

Table 4. 17: Maendeleo Bank PLC customers make inappropriate use of loans 

Response  Frequency Percentages 

Yes  8 13 

No 52 87 

Total  60 100 

Source: Research Data (2019) 

Investigation results as per Table 4.17, revealed that 8 respondents (13%) showed that 

monitored customers of Maendeleo Bank PLC make inappropriate use of loans while 52 

respondents (87%) affirmed Maendeleo Bank PLC customers do not make inappropriate 

use of loans. It means majority confirmed that the bank’s customers utilize granted loans 

properly. 
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4.8.3 Inappropriate Use of Loans Contribute to Non-performing Loans at 

Maendeleo Bank PLC 

The researcher investigated to see whether or not the non-performing loans at Maendeleo 

Bank PLC are attributed by the inappropriate use of loans by customers. The results were 

as summarized in Table 4.18. 

Table 4. 18: Inappropriate Use of Loans Contribute to Non-performing Loans at 

Maendeleo Bank PLC 

Response  Frequency Percentages 

Yes  9 15 

No 51 85 

Total  60 100 

Source: Research Data (2019) 

 

The researcher investigated to see whether or not the non-performing loans at Maendeleo 

Bank PLC are attributed by the inappropriate use of loans by customers. The results as 

summarized in the Table 4.18, indicated that 9 respondents (15 %) revealed that 

inappropriate use of loans contribute to non-performing loans at Maendeleo Bank PLC 

while 51 respondents (85 %) indicated that inappropriate use of loans does not contribute 

to non-performing loans at Maendeleo Bank PLC. 

4.8.4  Credit Products Affected by Inappropriate Use of Loans 

The study investigated to identify credit products affected by Inappropriate Use of Loans 

(IUL) in Maendeleo Bank PLC, the results were as indicated in the Table 4.19. 
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Table 4. 19: Credit products affected by Inappropriate Use of Loans. 

Credit facility Frequency Percentage 

corporate term loan 2 22 

corporate overdraft 3 33 

corporate mortgage 5 56 

corporate others 2 22 

SME term loan 6 67 

SME overdraft 2 22 

SME mortgage 6 67 

SME others 5 56 

Personal term loan 9 100 

Personal overdraft 5 56 

Personal Mortgage 3 33 

Personal Others 1 11 

Source: Research Data (2019) 

The results in the Table 4.19, shows credit products affected by IUL. The products are 

such as corporate term loans, corporate overdrafts, corporate mortgages, SME term loans, 

SME overdrafts, SME mortgages, personal term loans, personal overdrafts, personal 

mortgages and other corporate, SME and personal loans. 

4.8.4.1 Corporate Credit Products Affected by Inappropriate use of loans 

An investigation was conducted to identify credit product affected by inappropriate use 

of loans in Maendeleo Bank PLC. Table 4.19 shows results obtained on the credit 

products affected by inappropriate use of loans in Maendeleo Bank PLC based on the 9 

respondents who concurred that inappropriate use of loans contribute to non-performing 

loans in Maendeleo Bank PLC. It was noted that 2 respondents (22 %) showed that 

corporate term loan is affected by inappropriate use of loans at Maendeleo Bank PLC, 3 

respondents (33 %) revealed that inappropriate use of loans affected the performance of 

corporate overdraft in Maendeleo Bank PLC while 5 respondents (56 %) indicated that 

performance of corporate mortgage facilities are impaired by inappropriate use of loans 

at Maendeleo Bank PLC and 2 respondents (22 %) revealed that other corporate facilities 

are affected by inappropriate use of loans at Maendeleo Bank PLC. 
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4.8.4.2 SME Credit Products Affected by Inappropriate Use of Loans 

Also, in Table 4.19, it was indicated by 6 respondents (67 %) that SME term loan is 

affected by Inappropriate use of loans at Maendeleo Bank PLC, 2 respondents (22 %) 

revealed that SME overdraft is impaired by Inappropriate use of loans at Maendeleo Bank 

PLC, 6 respondents (67 %) revealed that Inappropriate use of loans affected SME 

mortgage facilities at Maendeleo Bank PLC and 5 respondents (56 %) showed that other 

SME facilities are impaired by Inappropriate use of loans at Maendeleo Bank PLC. 

4.8.4.3 Personal Credit Products Affected by Inappropriate Use of Loans 

Further, (in Table 4.19) 9 respondents (100 %) revealed that personal term loan is affected 

by Inappropriate use of loans at Maendeleo Bank PLC, 5 respondents (56 %) connoted 

that personal overdraft is affected by Inappropriate use of loans at Maendeleo Bank PLC, 

while 3 respondents (33 %) indicated that inappropriate use of loans impaired 

performance of personal mortgage product at Maendeleo bank PLC and 1 respondent (11 

%) showed that other personal credit facilities are impaired by Inappropriate use of loans 

at Maendeleo Bank PLC. 

 

4.8.5 Customers who Inappropriately Use their Loans Manage to Repay Back 

The study investigated to identify whether Maendeleo Bank PLC customers who misuse 

(IUL) loans granted to them manage to repay back. Investigation results were as indicated 

in the Table 4.20. 

Table 4. 20: Customers who inappropriatelyUse their Loans Manage to Repay 

Back 

Response  Frequency Percentages 

Yes  0 0 

No 9 100 

Total  9 100 

Source: Research Data (2019) 
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Table 4.20 shows that all 9 respondents (100 %) disagreed that customers who 

inappropriately use their loans manage to repay back. This might be supported with the 

fact that the same respondents agreed that inappropriate use of loans cause non-

performing loans in Maendeleo Bank PLC. 

4.9 Causes of Non-Performing Loans in Credit Portfolio Products 

With regard to causes of NPLs in credit portfolio, product-wise, majority of the 

respondents (52 or 87 %) indicated that INT caused NPLs in Corporate Term Loans. With 

reference to Table 4.11, 4.15 and 4.19, it is shown that the highest number of respondents 

indicated that INT was the prime cause of NPLs in Corporate Term Loans which implied 

that this product was mostly affected by NPLs attributed by INT while fewer respondents 

indicated that NPLs in other products were caused by INT, STC and IUL. Further, it 

means that more risk was on the Corporate Term Loan product than other products. Also, 

as per Table 4.9, majority of respondents who were 35 (60 %) indicated that most 

customers perceived that the bank’s INT as high. Therefore, Maendeleo Bank PLC is 

required to pay special attention on Corporate Term Loan pricing so as to minimize 

impairment by giving affordable lending rates.  

4.10 National Economic Downturn 

The researcher investigated to determine how National Economic Downturn attributed to 

NPLs build up in Maendeleo Bank PLC. The results on this aspect were as indicated in 

Table 4.21. 

Table 4. 21: National Economic Downturn Causes Non-Performing Loans 

Response  Frequency Percentages 

Yes  47 78 

No 13 22 

Total  60 100 

Source: Research Data (2019) 
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Table 4. 22: Record of Economic Growth Trends in Tanzania (GDP). 

Years  2013 2014 2015 2016 2017 2018 

GDP (Economic growth) 7.0% 7.0% 7.0% 7.0% 7.1% 6.8% 

Source: BOTDER, 2013-19 

 

Table 4.21 shows that 47 respondents (78 %) showed that National Economic Downturn 

contributes to non-performing loans at Maendeleo Bank PLC while 13 respondents (22 

%) indicated that National Economic Downturn does not contribute to non-performing 

loans at Maendeleo Bank PLC. 

 

According to BOTDER (2014) Tanzania’s economy grew by 7.0 in 2013 largely 

attributed by performance of construction and transport sector. However, mainly driven 

by construction, transport and agriculture sectors’ performance, the economy of Tanzania 

recorded a slight decline to 6.8 % in 2018 (BOTDER, 2019). The decline in GDP implies 

the economic downturn and is in line with the results summarized in Table 4.21. Table 

4.22 summarizes records of economic growth trends in Tanzania for the period of 2013 – 

2018. 

 

4.11 Inflation 

The researcher studied to see how Inflation (INF) attributed to the level of NPLs in 

Maendeleo Bank PLC. The results on this aspect were as indicated in Table 4.23. 

Table 4. 23: Inflation Causes Non-Performing Loans 

Response  Frequency Percentages 

Yes  56 93 

No 4 7 

Total  60 100 

Source: Research Data (2019) 
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Table 4. 24: Record of Inflation Trends in Tanzania 

Years  2013 2014 2015 2016 2017 2018 

Inflation (Headline) 11.4% 6.3% 6.1% 6.0% 5.3% 4.3% 

Source: BOTDER, 2013-19 

Table 4.23 shows that 56 respondents (93 %) revealed that inflation causes non-

performing loans at Maendeleo Bank PLC while 4 respondents (7 %) indicated that 

inflation does not contribute to non-performing loans accretion at Maendeleo Bank PLC. 

 

BOTDER (2014) reported that during the period of 2013/14 annual headline inflation 

stood at single digit average of 6.3 %. This was attributed by a generally lowering prices 

of food and fuel backed up by sound monetary and fiscal policies. Further, BOTDER 

(2019) revealed that inflation improved to 4.3 % in 2018 due to easing prices of food 

attributed by sufficient food supply in the economy. Table 4.24 summarizes records of 

inflation trends in Tanzania for the period of 2013 – 2018. 

4.12 Descriptive and Inferential Analysis 

The researcher performed the descriptive and inferential analysis as explained hereunder.  

4.12.1 Descriptive Analysis  

In this study the researcher performed a descriptive analysis from the data collected. In 

the analysis, range, minimum value, maximum values, mean values, standard deviation, 

skewness and kurtosis were determined. Table 4.25 presents the descriptive analysis of 

the study. 
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Table 4. 25: Descriptive Statistics of the collected data 

 N Range Minimum Maximum Mean Std. Deviation 

INT 60 1 1 2 1.35 .481 

STC 60 1 1 2 1.35 .481 

IUL 60 1 1 2 1.25 .437 

NPL 60 .26 .03 .29 .0838 .049 

NED 60 .18 .01 .19 .080 .059 

INF 60 .08 .01 .09 .060 .027 

Source: Research Data (2019) 

Table 4.25, indicates that the standard deviation of IUL was 0.437 which makes it the 

lowest in micro factors while in macro factors INF has the lowest standard deviation of 

0.027 which means that there was a significance in the variables in relation to NPLs.  

The NED had a mean of 0.080 which was the highest of the macro variables while in 

micro factors were the STC and INT with mean of 1.350 each. This means that NED, INT 

and STC had the most significance in the analyzed causes of NPLs in FIs.  

4.12.2 Inferential Statistics 

The researcher performed the correlation analysis to test the relationship between 

variables and multiple linear regression analysis to assess the ‘goodness of fit’ of the 

model to the actual data and the extent to which the independent variables explained the 

variation in the dependent variables. The results of the analysis were as per Table 4.26 

and 4.27 respectively.  

4.12.2.1 Correlation Analysis 

Correlation analysis is used to assess the relationship between variables. It measures the 

extent of correspondence between the ordering of two random variables. It makes use of 

the linear product moment correlation coefficient which is also known as Pearson’s 

correlation coefficient to express the strength of the relationship. This coefficient is 
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generally used when variables are of quantitative nature that is ratio or interval scale 

variables. 

 

Table 4. 26: Correlations Analysis Results of Predictors 

 INT STC IUL NED INF 

INT Pearson Correlation 1 .560** .545** .710* -.052 

Sig. (1-tailed)  .000 .000 .046 .347 

N 60 60 60 60 60 

STC Pearson Correlation .560** 1 .545** .232* -.013 

Sig. (1-tailed) .000  .000 .038 .461 

N 60 60 60 60 60 

IUL Pearson Correlation .545** .545** 1 .359** -.014 

Sig. (1-tailed) .000 .000  .002 .457 

N 60 60 60 60 60 

NED Pearson Correlation .710* .232* .359** 1 .034 

Sig. (1-tailed) .046 .038 .002  .398 

N 60 60 60 60 60 

INF Pearson Correlation -.052 -.013 -.014 .034 1 

Sig. (1-tailed) .347 .461 .457 .398  

N 60 60 60 60 60 

**. Correlation is significant at the 0.01 level (1-tailed). 

*. Correlation is significant at the 0.05 level (1-tailed). 

Source: Research Data (2019) 

The Table 4.26 shows the correlation analysis of the study. As mentioned in Chapter 3, 

correlation between the two variables indicated that changes in one variable are associated 

with changes in the other variable. Results were as follows. 

Data show that there was a moderate positive correlation between INT and STC that is 

significant p 0.01 (r = 0.560, p = 0.000). This means that, as INT increases, STC 

increases significantly and vice versa.  
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Moreover, it is seen that INT and IUL have a moderate positive significant correlation at 

p 0.01. (r = 545; p = 0.000) this means that, as INT increases, IUL increases and vice 

versa.  

There was a strong positive correlation between INT and NED that was significant at p 

0.05. (r = 0.710; p = 0.046). This means that as INT increases, NED increases and vice 

versa. 

There was a moderate positive correlation between STC and IUL that was significant at 

p 0.01. (r = 0.545; p = 0.000). This means that, when STC increases, IUL increases as 

well and vice versa. 

There was a weak positive correlation between STC and NED that was significant at p 

0.05. (r = .232; p = 0.038) this means that as STC increases, NED will increase and vice 

versa.  

There was a positive correlation between IUL and NED that was significant at p 0.01. 

(r = .359; p= 0.002) this means that as IUL increases NED increases and vice versa. 

Therefore, data show a strong correlation between INT and NED that was significant. 

4.12.2.2 Multiple Linear Regression Analysis 

In this part the researcher used Strength of the Study Model to show coefficient of both 

correlation and determination, Analysis of Variance to show the variance and correlation 

between each pair of variables that are constant across NPLs variable and, Model 

Specifications (to show coefficients of each variable as well as their significance levels) 

based on which the discussion on the five objectives of the study was made. 

4.13 Strength of the Study Model  

This involved testing the ‘goodness of fit’ of the model to the actual data and the extent 

to which the independent variables explained the variation in the dependent variables. 
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Table 4. 27: Model Analysis 

Model R R Square Adjusted R Square Std. Error of the Estimate Durbin-Watson 

1 .928a .861 .513 .032 1.433 

a. Predictors: (Constant), INF, NED, INT, STC, IUL 

b. Dependent Variable: NPL 

Source: Research Data (2019) 

The table 4.27 shows that the adjusted R2, which is the coefficient of determination 

measuring the proportion of variation in NPLs is 0.513 indicating that about 51.30 % of 

variation in the dependent variable in the regression model are due to independent 

variables while 3.20 % are due to error term or chance. The coefficient of correlation (R2) 

is 0.861 (86.10 %) which shows that a strong positive correlation (Relationship) exists 

between independent variables (INT, NED, INF, IUL, STC) and dependent variable 

(NPL).  

4.14 Analysis of Variance 

Analysis of Variance (ANOVA) is used to test the relationship between independent 

variables and dependent variable. Also, to examine whether the variance and correlation 

between each pair of variable are constant across NPLs variable, a compound symmetry 

(CS) covariance structure was tested and the results were as indicated in Table 4.28. 

Table 4. 28: ANOVA Test 

ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 Regression .013 5 .003 2.473 .001b 

Residual .002 2 .001   

Total .015 7    

a. Dependent Variable: NPL 

b. Predictors: (Constant), INF, NED, INT, STC, IUL 

Source: Research Data (2019) 
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Table 4.28 shows that the F-statistics is 2.473 and is significant at 0.001. Thus, the 

independent variables (INF, INT, IUL, NED and STC) in the model jointly influence 

NPLs at Maendeleo Bank PLC. The model was therefore considered strong or fitted well 

to the actual data of the variables. 

4.15 Model Specifications 

This shows the interconnection between the predictors and dependent variable. The 

results of the regression analysis performed on the data showed that predictors (NED, 

STC, IUL, INF and INT) were positively related to NPLs with unstandardized coefficient 

beta “B” of 0.075, 0.005, 0.027, 0.432 and 0.032 respectively. That means 1% change in 

independent variable cause a change in NPLs by percentage magnitude of the respective 

coefficient, hence the predictors are the cause of NPLs in the bank. 

Table 4. 29: Multiple Linear Regression Analysis 

Model 

Unstandardized Coefficients 

T Sig. B Std. Error 

1 (Constant) .115 .026 4.325 .000*** 

INT .032 .017 1.905 .002*** 

STC .005 .017 .300 .050** 

IUL .027 .019 1.416 .071* 

NED .075 .114 .652 .001*** 

INF .432 .572 .584 .000*** 

Source: Researcher, 2019 

Note: ***denotes significance at 1%, ** at 5% and * at 10% 

The following basic study model is presented through a linear regression function, which 

links NPLs to the macroeconomic and bank-specific factors as identified in Chapter 3; 

NPLs = f (NED, INF, STC, IUL, INT) 

Assumption: Y= NPLs, NED = X1,   INF = X2, STC = X3, IUL=X4 and INT= X5 

Then: Y = f (X1, X2, X3, X4, X5) 

Thus, the regression model will be as shown below: 

Y = β0 + β1 X1 + β2X2 + β3 X3 + β4 X4 + β5 X5 , Meaning that ; 

NPLs = f(0.075, 0.432, 0.005, 0.027, 0.032) 
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Y = 0.115 + 0.075NED + 0.432INF + 0.005STC + 0.027IUL + 0.032INT + 0.032 

Figure 4. 4: Skewness to testing Assumptions of Linear Regression 

 

Source: Research Data (2019) 

The pattern in the Figure 4.4 indicates no problems with the assumption that the residuals 

are normally distributed at each level of Y and constant in variance across levels of Y. 

SPSS does not automatically draw in the regression line (the horizontal line at residual = 

0). The figure shows normality of data meaning that the prediction errors are normally 

distributed.  
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CHAPTER FIVE 

SUMMARY, CONCLUSION, AND POLICY IMPLICATIONS 
 

5.1 Discussion 

The discussion on the results of this study has been conducted based on the study 

objectives which is specifically, to determine the contribution of National economic 

downturn on NPLs in Maendeleo Bank PLC; to determine the contribution of Bank 

lending interest rates on NPLs at Maendeleo Bank PLC; to determine the contribution of 

Staff collusion (Fraud) on NPLs at Maendeleo Bank PLC; to determine the contribution 

of Inappropriate use of loans on NPLs at Maendeleo Bank PLC and to determine the 

contribution of Inflation on NPLs at Maendeleo Bank PLC as stated  in Chapter One and 

supported by references from previous empirical findings and theories, as follows. 

5.1.1 Contribution of Bank Lending Interest Rates on NPLs.  

The study found that there is positive relationship between NPLs and INT of β - value = 

0.032 as shown in the Table 4.28. This means that when INT increases by 1 %, NPLs 

increases by 3.2 % keeping other variables constant. Therefore, with reference to the data 

presented above, it was generally observed that, INT has positive relationship with NPLs 

at Maendeleo Bank PLC. This is supported by the results in the Table 4.28 which shows 

the correlation (significance relationship) of 0.002 existing between INT and NPL which 

is within normal range of Sig.: 0.000 ≤ X ≤ 0.050. This means that the relationship is 

strong because sig. 0.002 is closer to Sig. 0.000 which signifies the strongest correlation.  

Similarly, these results are supported by Haniifah (2015) whose study on economic 

determinants of non-performing loans established that there was a positive relationship 

between INT and NPLs in Commercial Banks in Uganda. Also, Beck, Jakubik and Piloui 

(2013) investigated to determine causes of NPs in 75 developed and developing 

economies and in their findings concluded that bank lending interest rates was one of the 

factors that affected NPLs.Santoro and Pfajfar (2008) concluded that information 

asymmetry caused different inflation expectation in different demographic 

groups.Pradham and Dhungana (2017) established that an increase in inflation led to an 

increase in Bank lending interest rates. This impairs borrowers’ ability to service their 
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loans hence causing NPLs.Then, Chowdhury (2012) indicated that expectation of a rise 

of the inflation in future cause people to demand a nominal interest rates in their favour. 

5.1.2 Contribution of staff collusion on NPLs  

Another objective of this study was to determine the contribution of staff collusion on 

NPLs at Maendeleo Bank PLC. Moreover, the study shows a positive relationship ofβ – 

value = 0.005 existed between NPLs and STC as shown in the Table 4.28. This means 

that when STC increases by 1.00 %, NPLs increase by 0.50 % keeping other variables 

constant. This shows that there is a positive relationship between STC and NPLs in 

Maendeleo Bank PLC. Also, results in the Table 4.26 showsthat correlation (significance 

relationship) of 0.050 existed between STC and NPL which is within normal range of 

Sig.: 0.000 ≤ X ≤ 0.050. This means that the relationship between STC and NPLs is very 

weak because sig. 0.050 is within the stipulated standard range of relationship 

significance and on the least side, thus it signifies the weakestrelationship between the 

variables and it connotes that to some extent STC may be a contributor of NPLs at 

Maendeleo Bank PLC. This further gives the implication that NPLs at Maendeleo Bank 

PLC is highly caused by other factors rather than STC and therefore it might be true that 

Maendeleo Bank PLC’s staffdo not commit frauds in their daily undertakings. 

Moreover, in the study conducted by Mingaleva et al. (2014), it was established that about 

85 % of all NPLs in Kazakhstan was caused by fraud and internal corruption in banks. 

However, in the referred study fraud was regards as a special factor that caused NPLs. As 

supported by the Information asymmetric theory, the lender is exposed to adverse 

selection and moral hazards Akerlof (1978). Moral hazard allows a person to take high 

risk without bearing the cost and adverse selection allows a lender to make decision based 

on wrong information. Wrong information can be due to staff collusion or fraud. 

Mingaleva et al. (2014) stated that the loan defaulting was known to staff prior to issuing 

loans. According toRichard (2011), adverse selection and moral hazards caused increase 

of NPLs in FIs.However, STC is a big threat to the banking system and other organization 

as it is an internal enemy. This can be reduced by a close and continuous monitoring 

abnormal staff behaviors in the bank. 
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5.1.3 Contribution of Inappropriate Use of the Loan on NPLs 

Determining the contribution of inappropriate use of the loan on NPLs at Maendeleo Bank 

PLC is among the objectives of this study. The results showed (as summarized on Table 

4.28) that there was a positive relationship between NPLs and IUL of β – value = 0.027. 

This means that when IUL increases by 1 %, NPLs increase by 2.70 % keeping other 

variables constant. Referring to analysis, it has been noted that there is a positive 

relationship between IUL and NPLs in Maendeleo Bank PLC. Results through multiple 

linear regression analysis revealed that significant value (Sig) indicated 0.071 which is 

above normal range of Sig.: 0.000 ≤ X ≤ 0.050. This connotes that, there is no relationship 

between them, meaning that inappropriate use of loan rarely causes NPLs in Maendeleo 

Bank PLC.  

According to Kalani and Waweru (2009), in their study on commercial banking crises in 

Kenya: causes and remedies, the results of the study showed that most respondents stated 

that accretion of NPLs in Kenyan banks was due to customers’ defaults and consequent 

diversion of loan funds to other uses contrary to agreed purposes, thus customers 

inappropriately utilized the loan proceeds. This inappropriate use of loans is determined 

by the Information Asymmetry Theory since the banks failed to filter or detect defaulting 

customers due to moral hazards or adverse selection. Therefore, banks should implement 

the continuous monitoring of customers utilization of loan proceeds so as to avoid 

misappropriation of the funds. 

5.1.4 Contribution of National Economic Downturn to NPLs 

Further, the researcher wanted to determine the contribution of national economic 

downturn to NPLs at Maendeleo Bank PLC. After investigation, the results summarized 

on the Table 4.28 indicated that there was a positive relationship between NPLs and NED 

of β – value = 0.075. This means that, as NED increases by 1.00 %, NPLs increases by 

7.50 % keeping other variables constant. Also, results from this study revealed that 

significant values (Sig.) was found to be 0.001, this means the relationship between  NED 

and NPLs is higher because for a variable to be highly correlated needs to have significant 
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value within the range of 0.000 ≤ X ≤ 0.050. It connotes that there is no doubt in the 

closeness of relationship among those NED and NPLs.  

 

The researcher reviewed findings of past studies that concluded NED was a predictor of 

NPLs as summarized hereunder. According to Beck, Jakubik and Piloui (2013) in their 

study to determine causes of NPs in 75 developed and developing economies, the study 

findings showed real GDP growth as one of the factors that affect NPLs. In this study 

GDP trend is regarded as an indicator of economic growth or down-turn. Similar to the 

study findings of Brownbrifge (1998), Kalani and Waweru (2009) concluded that bad 

economic condition, especially NED was the key factor that caused NPLs in FIs in 

Kenya.Mingaleva et al. (2014) concluded that in 2012 – 2013 Kazakhstan and Russia 

faced accretion trend of consumer facilities amid negative economic situation. Most such 

loans turned into NPLs as an impact of economic downturn. All these results are in line 

with findings of this study on the relationship of NPLs with NED. 

According to Landsman and Barth (2010) the 2007- 2008 global financial crisis (GFC) 

originated in US demised a number of banks and prominent institutions. Schwarcz (2011) 

revealed that information asymmetry led to the collapse of the subprime mortgages in the 

United States. The crisis nearly led into collapse of the banking sector in the US and 

Europe.  Mingaleva, et al. (2014) revealed that a great accretion of NPLs started in 2007 

following the U.S. mortgage sector problem which triggered the spread of the 

problemglobally by 2009. Claassen (2015) argued that moral outrage about banks’ 

behaviour was triggered mainly by the fact that others had to pay for the excessive risks 

taken by banks. This is in line with the theory of information asymmetry which is about 

moral hazard and adverse selection. Therefore, the GFC caused global economic 

downturn hence the rise of NPLs. Tanzania the market in which Maendeleo Bank PLC 

operates was also impacted by this problem. Since the NED is a result of global financial 

crisis, it is important that Tanzanian Government should learn from other countries and 

devise means that will prevent recurrence of the crisis and safeguard Banking sector. 

5.1.5 Contribution of Inflation on NPLs 
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The fifth objective of this study was to determine the contribution of inflation on NPLs 

at Maendeleo Bank PLC. The researcher discovered that there was a positive relationship 

between NPLs and INF of β – value = 0.432 as reflected in the Table 4.28. This means 

that as inflation increases by 1.00 %, NPLsincreases by 43.20 % keeping other variables 

constant. Also, as per Table 4.26, the study established that a significant value (Sig.) of 

0.000 existed between INF and NPLs which implies the two variables are highly 

correlated as the obtained significance value is on the highest side and within the scale 

range of sig. value of 0.000 ≤ X ≤ 0.050. It connotes that there is no doubt in the closeness 

of relationship betweenINF and NPLs. 

Haniifah (2015) studied on the economic determinants of NPLs in Ugandan commercial 

banks the results of which indicated that on both correlation and regression analysis, 

Inflation had negative but statistically insignificant impact on NPLs. Rajha (2016) 

established that inflation had negative significant effect on NPLs in Jordanian banking 

sector. This is contrary to the outcomes of this study. According to Saba et al. (2014) 

inflation as one of the determinants of NPLs on U.S. Banking sector had a positive and 

significant effect on NPLs. This agrees with the outcomes of this study. 

Inflation is a macroeconomic variables which occurs when the prices of products (goods 

and services) are arising in an economy over a period of time (Haniifah, 2015). When 

INF occurs in a particular area it lowers customers’ purchasing power hence leads to 

difficult lives, this may in turn cause borrowers to find difficulties when it comes to 

making repayments of their loans. These facts are supported by the national monetary 

policy 2018/19 that there is risk challenge facing inflation that “upward risk remains to 

possible rise in oil price following agreement among OPEC member countries to cut 

down production” (BOTDER, 2019). In this way, the rise of oil products prices in turn 

cause high prices of transportation, production costs, higher commodity prices then 

lowering purchasing power of which in one way or another prices of commodities become 

higher; hence, hampers customers to repay their loans due to income shortfall hence, 

causing NPLs. Appendix 3 shows rising trend of commodity prices in the world market  
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whereby oil prices increases from 48.48 USD Per Barrel in 2016/17 to USD 67.77 Per 

Barrel in the year 2018/19.  

According to Santoro and Pfajfar (2008) information asymmetry caused different 

inflation expectation across different demographic groups. Chowdhury (2012) revealed 

that expectation of a rise of the inflation in future cause people to ask for a nominal 

interest rates on their savings. Pradham and Dhungana (2017) established that Bank 

lending interest rates increases with increase in inflation. This also impairs borrowers’ 

ability to service their loans hence causing NPLs. 

The researcher performed a multiple regression analysis so as to test relationship among 

independent variables (IUL, STC, INT, NED and INF) on the dependent variable (NPLs). 

According to the model summary, R is the correlation coefficient which shows the 

relationship between the independent variables and dependent variable. It is notable that 

there exists strong positive relationship between independent variables and dependent 

variable known as R values. The coefficient of determination (R2) explains the extent to 

which changes (variations) in the dependent variable can be explained by the change in 

the independent variables or the percentage of variation in the dependent variable and the 

independent variables that were studied. 
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CHAPTER SIX 

SUMMARY, CONCLUSION, AND POLICY IMPLICATIONS 
 

6.1 Introduction 

This chapter presents a general summary of the whole study particularly the main 

findings, general conclusion, recommendations on what should be done by the Bank 

Management to resolve or reduce the NPLs problem in FIs in Tanzania, limitations of the 

study and suggestions for further research studies. 

 

6.2 Summary 

The study specifically analyzed the causes of non-performing loans in financial 

institutions in Tanzania, a case study of Maendeleo Bank PLC. The specific objectives of 

the study included to determine the contribution of NED on NPLs in Maendeleo Bank 

PLC; to determine the contribution of INT on NPLs at Maendeleo Bank PLC; to 

determine the contribution of STC on NPLs at Maendeleo Bank PLC; to determine the 

contribution of IUL on NPLs at Maendeleo Bank PLC and to determine the contribution 

of INF on NPLs at Maendeleo Bank PLC. The population of this study comprised 70 staff 

of Maendeleo Bank PLC in Dar Es Salaam Tanzania from whom a sample of 60 

respondents was drawn and data were analyzed by using SPSS. 

The study was descriptive in nature where by both the primary and secondary data were 

collected. Primary data were collected from the staff of Maendeleo Bank PLC and 

secondary data were collected from the same bank but also macroeconomic data from 

NBS and BOT website. The sample size of 60 respondents was made up of 38 males (63 

%) and 22 females (37 %). 

A correlation analysis was performed on the data using the SPSS and it was found that 

NPLs was strongly correlation to INT, NED and INF with statistical significance of 

0.002, 0.001 and 0.000 respectively, STC had a weak correlation with NPL with statistical 

significance of 0.050 while IUL had very weak correlation with NPL since it had 

statistical significance of 0.071 which implies very weak relationship. This means that 

NPL is strongly affected by INT, NED and INF, moderately affected with STC while IUL 
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had very weak effect on NPLs. It means that banks providing more credit are destined to 

have great credit problems as reflected by the significant relationship between NPLs and 

INT, NED and INF and relatively less effect on credit with respect to STC and IUL as 

indicated by moderate STC and IUL relationship with NPLs. The results also proved that 

higher NED, INF and INT could impair the loan payment capability of debtors; hence, 

lead into the increase of NPLs also higher STC leads into higher NPLs.  

 

6.3 Conclusion 

The purpose of this study was to analyze the causes of NPLs in FIs in Tanzania. As NPLs 

in banks can be affected not only by bank specific factors but also by macroeconomic 

factors; thus, the researcher used both the macroeconomic factors and bank specific 

variable in the analysis of the causes of NPLs in FIs in Tanzania using Maendeleo Bank 

PLC as the case study. Using correlation and regression, the results showed that among 

bank specific factors, INT and STC were the most important factors that affect NPLs 

strongly with correlation of sig. 0.002 and 0.050 respectively. 

With regard to the effect of macroeconomic factors on NPLs, it was established that both 

NED and INF correlate with NPLs statistically with sig. 0.001 and 0.000 respectively. In 

regard to the study findings, Tanzanian FIs should pay more consideration to various 

factors when providing loans in order to decrease the level of compromised loans. It is 

necessary for Tanzanian FIs to take effective measures to strengthen their loan appraisal 

by considering macroeconomic factors so as to reduce their NPL growth and ensure the 

stability of the financial system and the economy at large. 

These FIs should also take the performance of the real economy into account when 

extending loans given the fact that loans impairments are likely to be higher during 

periods of economic downturn.  
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The NPLs have been affecting economies around the world from time to time. Central 

banks all over the world have taken strong measures to resolve the NPLs problems. The 

results from this research are in line with the findings of other studies that have been done 

in other areas. But factors that determine the NPLs in one region do not work in the similar 

manner for different regions in the world.  BOT has taken several measures to curb the 

NPL level in the country including issuing measures to be adopted by FIs to resolve the 

NPLs problem.  

To conclude, FIs shouldn't expand their loan assortment by extending the credit to 

customers of higher risk. The BOT should as well increase its monitoring structure to 

include introduction of more stringent measures against non-compliant FIs. Also, provide 

a list of macroeconomic indicators such as Inflation and GDP that must be analyzed in 

credit processing in FIs.  

6.4 Policy Implications and Recommendation 

Based on the data analysis, the study revealed that Maendeleo Bank PLC offers a number 

of credit facilities to corporate, SMEs and personal customers. Also, after analyzing the 

macro-factors and micro-factors (bank-specific factors), the study indicated that out of 

the five (5) tested factors, four (4) factors namely INF, NED, INT and STC showed to 

have relationship with NPLs with correlation significance of 0.000, 0.001, 0.002 and 

0.050 respectively. Further, it was established that Maendeleo Bank PLC experiences the 

NPLs problem and that the problem generally recorded an increasing trend as viewed in 

the span of five (5) years from the year 2013 (0.00 %) to year 2018 (4.36 %) as shown in 

Figure 4.5. However, this is just below the NPLs industrial capping of 5.00 %. Measures 

have been introduced at global and national level in an effort to arrest the NPLs problems. 

However, NPLs still poses a threat to financial system due to the adverse impact that they 

cause on Bank’s profitability, liquidity, growth and reputation. These problems require 

FIs, particularly Maendeleo Bank PLC’s Management to make concerted effort to reduce 

or resolve it. In this regard, therefore, the following are recommended: 

i. FIs/Maendeleo Bank PLC management should improve their credit policies to 

have robust measures to curb NPLs. It should include among other things 
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considerations of macro factors such as Inflation in the credit appraisal so as to 

minimize the credit risk or the likelihood of default that lead into accretion of 

NPLs.   

 

ii. The Government of Tanzania, through BOT and the arm of international 

cooperation should learn from Nordic countries which managed to resolve NPLs 

problem in three years after the GFC as it is also suggested by Ari, Chen and 

Ratnovisk (2019). (). 

 

iii. FIs / Maendeleo Bank PLC should devise means to ensure that sets competitive 

Bank Lending Rates all the time that will not create repayment burden to the 

customers. Higher lending rates create repayment burden to the customers. 

 

iv. FIs / Maendeleo Bank PLC should devise means to reduce staff collusion as it 

affects the credit portfolio of the Bank. Staff collusion can be reduced by 

implementing strict controls in credit processing, administration and recovery. 

This includes observing conflict of interest, check and balance and segregation of 

duties. 

 

v. FIs / Maendeleo Bank PLC should invest in staff training especially on the Bank’s 

product knowledge so as to eliminate the staff’s knowledge gap on the products 

offered by the Bank. This is to address the fact that some staff did not know if 

some credit products are offered by Maendeleo Bank PLC.   

 

vi. FIs should put in place a clear policy background that addresses issues of conflict 

of interest, ethical standards, check and balance in the decision-making process 

for all those involved in the credit process ensure its implementation. 

 

vii. FIs / Maendeleo Bank PLC should have in place a policy that requires continuous 

improvement of credit controls so as to proactively be able to manage the NPLs 

effectively. This includes regular review of effectiveness of policies and 

procedures that are in place. 
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viii. FIs / Maendeleo Bank PLC should introduce a Credit Portfolio Joint Management 

Strategy in managing Bank’s credit portifolio. This is an approach by which all 

Bank Executive Management staff build a joint ownership culture that requires 

mutual cooperation in monitoring and controlling critical issues in the Bank. This 

includes management of Bank’s NPLs and others. To implement this, each 

member of the Bank executive management must have a “Dashboard” that 

indicates all joint management matters. It gives one a chance to monitor progress 

continuously, query on the anomaly before it is too late, remind stakeholders on 

the needful and advise members on any idea immediately as it is generated. 

 

ix. FIs / Maendeleo Bank should strictly comply to the guidelines issued by BOT to 

all FIs in Tanzania on the measures for arresting NPLs. 

 

x. The study recommends that FIs should implement some measures for dealing with 

NPLs on the other variables current not cited and which are not already 

implemented by the bank. 

 

xi. FIs / Maendeleo Bank PLC management should consider some ways of 

controlling the chances of NPLs such as close monitoring how customers repay 

loans and customer account deposit trend. 

 

xii. The stakeholders in the credit system including the banks and the government 

must implement policies that will facilitate the minimization of the factors that 

precipitate NPLs. 

 

xiii. The government, as well as other stakeholders in the economy, should 

acknowledge the threat that bad loans pose not only to the banking sector but also 

to the general economy. The government must take into account that NPLs can 

contribute to the collapse of the banking sector and to the entire economy. 
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Therefore, the Government should design policies that will enhance the quick 

resolution of NPLs. 

 
 

xiv. All FIs operating in Tanzania must endeavor to reduce the other bank-specific 

factors and other macroeconomic factors that precipitate high levels of NPLs. 

 

xv. FIs should be cautious in advancing loans, must have a proper balance between 

risk control and the need to make profit as there is a greater risk which follows it 

in a situation where the loan defaults. In other words, loan loss or defaulted loans 

endangerthe FI especially when they are in the greatest amount. 

6.5 Limitation of the study 

The main constraints to this study were time, social and financial aspects. The researcher 

faced some social challenges that compelled him to postpone carrying out the research in 

time. This rendered him to limited time when he was able to proceed with the study. 

Therefore he requested for study extension permission from the Principal – DCC and 

received approval. Also, there were challenges in obtaining data through questionnaires 

due to delays caused by some respondents. Further, it was even more difficult to obtain 

some statistical data such as NPLs trend in Maendeleo Bank due to the sensitivity of such 

data. Bank officers were apprehensive in case the data are inappropriately used. To 

overcome this challenge the researcher had to meet the Managing Director of the Bank 

who assisted to obtain the requested data. Financially, sometimes, due to financial 

limitation, the researcher was unable to follow up several issues pertaining to data 

collection on time. However, the researcher obtained financial support from relatives to 

facilitate completion of this study. Combination of these factors impeded finalization of 

this study on time.  

6.6 Suggested areas for further study 

This study aimed to analyze the causes of NPLs in FIs in Tanzania, a case of Maendeleo 

Bank PLC, by looking on macroeconomic and bank factors. In this regard, therefore, it is 

recommended that further studies be conducted in future as in the follows:- 
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i.  Studies to be carried out on the causes of NPLs in FIs with focus on broad 

spectrum of regional banks in Dar Es Salaam for ease of generalization and 

creation of lasting solution. 

ii. Studies to be carried out to determine sector-wise contribution to NPLs in 

Tanzania with focus on regional Banks in Dar Es Salaam. This will enable the 

researcher to understand or identify and map riskier sectors in Dar Es Salaam and 

this information will be useful to FIs in credit risk management. 

iii. Further, studies should be undertaken to identify sectors which cause NPLs in 

Tanzania, with the focus on regional Banks in Tanzania. This will enable the 

researcher to understand or identify and map riskier sectors in Tanzania and this 

information will be useful to FIs in credit risk management. 

iv. More research should be undertaken to investigate comparatively causes of non-

performing loans in regional banks and commercial banks in Tanzania so as to 

know if causes are the same or different, then being able to chart solution 

accordingly. 

v. Since NPLs is a legacy problem globally which has attracted efforts of different 

stakeholders to reduce or resolve it, therefore, it is imperative to conduct studies 

to investigate status or level of NPLs in FIs and identify solutions applied by each 

stakeholder.   

vi. Since NPLs in FIs reflect customers’ failure to meet their obligations, therefore, it 

is recommended that further studies be carried out to identify customer-centric 

causes and solutions to NPLs in FIs in Tanzania. 

vii. Further studies should be conducted to determine product-wise level of non-

performing loans in FIs in Tanzania. Findings of this study will help to identify 

products which are more prone to loans impairments.  
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viii.  Additionally, studies are needed to understand better the interactions and 

relationships between NPLs and the different types of borrowers, namely: 

individuals, small and medium enterprises, and corporates
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5 APPENDICES 

Appendix 01: Research Questionnaire for Maendeleo Bank PLC 

QUESTIONNAIRE 

Instructions 

Dear Respondents,  

The bearer of this questionnaire is an MSc Student at Mzumbe University. As part of his 

ongoing academic development, he is required to conduct a research and write a report 

on Non-Performing Loans in Financial Institutions: An Analysis of the Causes Using 

Maendeleo Bank PLC in Tanzania. 

You have been selected to involve in this study as respondent.Therefore, you requested, 

in support to our country’s higher education sector, to complete this questionnaire and 

submit the same to its bearer. Please, note that the information which will be collected 

will be treated with utmost confidentiality, and used solely for the academic purpose 

indicated here only. Thank you for your assistance and support. 

QUESTIONNAIRE 

(Tick appropriate boxes) 

 

SECTION ONE: Background Information. 

1. Your Branch  Phone Number Email   Date 

__________________ ______________ _______________ __________ 

2.  i. Age:  ii. Gender:       Male   Female 

 

3. Your current position in Maendeleo Bank PLC. 

i.   Loan officer    iv. Relationship Manager   

ii.  Credit Analyst    v.  Recovery/Monitoring Officer  

iii. Credit Manager    vi. Director     

Others, please specify: 

____________________________________________________________________ 
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4. Indicate your experience at Maendeleo Bank PLC 

i. Less than 1 year   iii. 3 – 4 years   

ii. 1 – 2 years   iv. 5 years and above    

  

5. Have you ever served in Credit department at Maendeleo Bank?  

  Yes.    No. 

(Skip Qn.5 if your current position is (i), (ii), (iii) or (v) in Qn.3) 

 

6. Indicate your experience in the Bank Credit Processes 

i. Less than 1 year   iii. 3 – 4 years   

ii. 1 – 2 years   iv. 5 years and above    

 

SECTION TWO: Non-Performing Loans in Maendeleo Bank PLC 

7. What types of credit facilities do you normally offer to the customers? 

   Corporate   SME  Personal 

i.   Term Loan 

ii.  Overdraft 

iii. Mortgage 

iv. Others, specify  

     _______________ 

 

8. a. Is Maendeleo Bank experiencing non-performing loans? 

 Yes.  No.           I don’t know  

 

 (if No to part (a) above, skip part (b) below) 

 

b. Are you familiar with causes of non-performing loans in Maendeleo Bank PLC? 

 Yes  No 

 

9. Which of the following are among the causes of non-performing loans at Maendeleo 

Bank PLC? 

a. National Economic Downturn      Yes           No  

b. Inflation        Yes           No 

c. Other causes (please, specify hereunder) 

i. __________________________________________________________ 

ii. _________________________________________________________ 
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iii. ________________________________________________________ 

iv._________________________________________________________ 

v. _________________________________________________________ 

 

10. a. Do you normally assess your customers’ perception on your product pricing, 

especially on your Bank’s lending rates? 

 i.    Yes   ii. No    

b. If Yes on Qn.10 (a) above, what is the general perception of your customers on 

your Bank’s lending rates? 

 i.             High  ii.      Average    iii.            Low   

c. Does Bank lending rate cause non-performing loan in Maendeleo Bank PLC? 

 i.    Yes   ii.    No  

d. If the answer is “Yes” on Qn.10 above, which credit product has been affected 

by Bank lending rate in Maendeleo Bank PLC? 

   Corporate SME  Personal 

i.   Term Loan 

ii.  Overdraft 

iii. Mortgage 

iv. Others, specify  

 

11. a. Does Maendeleo Bank PLC experience staff collusion (fraud)? 

i.   Yes   ii.      No. 

 

b. If Yes on Qn. 11 (a) above, what is the status of staff collusion (draud) in 

Maendeleo Bank PLC? 

i.              High  ii.       Low 

 

c. Does staff collusion (fraud) contribute to the non-performing loans in 

Maendeleo Bank PLC. 

i.             Yes   ii.       No  

 

d. If the answer is “Yes” on Qn.11 above, which credit product has been affected 

by staff collusion (fraud) in Maendeleo Bank PLC? 

   Corporate  SME  Personal 

i.   Term Loan 

ii.  Overdraft 
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iii. Mortgage 

iv. Others, specify  

 

12. a. Does Maendeleo Bank PLC monitor customers’ utilization of loans?  

i.             Yes   ii.       No 

b. If Yes on Qn. 12 (a) above, do customers make inappropriate use of loans? 

i.    Yes   ii.      No 

 

c. Does inappropriate use of loans contribute to non-performing loans in Maendeleo 

Bank PLC? 

i.   Yes   ii.      No. 

 

d. If the answer is “Yes” on Qn.12 above, which credit product has been affected by 

inappropriate use of loans in Maendeleo Bank PLC? 

   Corporate  SME  Personal 

i.   Term Loan 

ii.  Overdraft 

iii. Mortgage 

iv. Others, specify  

 

13. a. Do customers who inappropriately use their loans manage to repay them back? 

i.   Yes.   ii.  No.   

 b. If the answer is Yes on Qn. 13 (a) above, to what extent is that obvious? 

i. It is obvious to the most of them  

ii. It is obvious to the few of them  

14. Which challenges does Maendeleo Bank PLCface due to prevalence of Non-

Performing Loans?  

 i. ________________________________________________________________ 

 ii. _______________________________________________________________ 

 iii. ______________________________________________________________ 

iv. ______________________________________________________________ 

v. ______________________________________________________________ 

 

Your assistance/participation in this task is highly appreciated. 

Thank you for your cooperation 

MAY GOD BLESS YOU! 
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Appendix 2: General Trend of NPLs in Tanzania from 2013 to 2017 
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Appendix 3: World Commodity Prices 
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Appendix 4: Approval Letter to Conduct Research at Maendeleo Bank PLC 
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Appendix 5: Language Editing Confirmation Letter 

 


