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ABSTRACT

This study assesses the institutional factors affecting loan collection performance of Development Bank
of Ethiopia. The institutional factors are categorized as Staff-related Factors, Policy-related factors
and Management Information System-related factors. The study employs Descriptive Research Design
and applies quantitative research approach to analyze and interpret the findings. In addition to
reviewing the annual report of the bank as a secondary data, 50 questionnaires were completed by
respondents who are staff members in different departments. As a result, Development Bank of
Ethiopia's loan collection performance has been assessed to have significantly higher loan default
rates. Based on the findings of the study, the major institutional factors affecting loan collection
Performance of Development Bank of Ethiopia are Poor credit scoring and poor valuation of
collaterals, ineffective monitoring and controlling of debtors, policy ineffectiveness in creating
improved loan collection, restricting loan concentration and favoring loan diversification, , inefficiency
of Management Information System in making ease of administrative tasks, improving the Bank’s loan
collection performance, aiding operating efficiency, aiding controlling task of problem loans and lack
of supervision schemes. It is recommended that Development Bank of Ethiopia should focus on
upgrading its Management Information System so as to improve its loan collection performance. It is
also suggested that DBE's Management Information System should include a problem loan

management system.

Key Terms: Loan, Loan Collection, Loan collection performance
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CHAPTER ONE
INTRODUCTION
1.1 Background of the study

Financial institutions in developing countries provide financial services to aid several large scale
projects. This is an effort in line with the poverty reduction strategy of Ethiopia that is becoming the
Policy Related framework to translate the global MDGs (Millennium Development Goals) targets in to

national action (UNDP, 2016).

The historical emphasis on controlling the quality of managing the loan performance continues to be
essential, because effective loan portfolio management that begins with oversight of the risk in

individual loans requires prudent risk selection to maintain favorable loan quality, (Sundarajan, 2007).

The sustainability and continuity of the financial institutions to increase the volume of credit to
stimulate the poverty reduction goal depends on loan collectability. High level of loan collectability
allows the institutions to lower the interest rates and processing costs and consequently increase
patronage of loans. High level of loan collectability reduces the subsidy- dependence of the credit
institutions to help them reach a better sustainability level. Repayment performance thus serves as a
positive signal for increasing the volume of credit availability to various sectors of the economy.

(UNDP, 2017)

In view of growing complexity of banks’ business and the dynamic operating environment, risk
management related to loan collection has become very significant, especially in the financial sector
and controlling non-performance of loans is very critical for both the performance of an individual bank

and the economy’s financial environment, (Kenneth, 2013).
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Despite the voluminous related studies conducted at national and international level, to the researcher's
best knowledge, there is no prior studies thoroughly focused on institutional factors affecting loan
collection performance of Development Bank of Ethiopia. Hence, the study aims to fill the gap in the
literature by focusing on the factors affecting loan collection performance from the perspective of the

institution.

1.2 Statement of the problem

Although credit operation of Development Bank Ethiopia has shown a dramatic increase in loan
approval and disbursal there are non-performing loans, which resulted from clients’ default, which in
turn come about from lack of follow-up, market problems, environmental problems and Policy of the

Bank, (Derege 2010).

According to Greuning and Igbal (2007), some bank factors that relate to poor loan collection
performance put in place by banks were to blame for loan defaults. The researchers stated that these
banks factors include procedures used in credit risk assessment, negligence in monitoring loan defaults,

insider loans, lack of trained personnel and unaggressive credit collection methods.

Naol (2017), indicated that Development Bank of Ethiopia (DBE) has frequently encountered
delinquent loans due to challenges in the area of undertaking proper screening, disbursing loan at the
right time, conducing proper follow-up, providing sufficient amount of loan as per the feasibility study
of the project, and managing issues related to loan diversion and loan size. The researcher indicated that
the major factors behind the challenges are the number of contact officers responsible for follow up and

progress report, and quality of conducted feasibility before allocating loan to the clients.
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Another study has identified institutional factors including non-supervision of loan, inadequate
repayment period, ineffective mechanism to assist in loan utilization and repayment, poor monitoring

on loan use for intended purpose and incompetency of management staff, (Stella, 2013).

Similarly, a study conducted on Financial Institutions in Ghana relates loan delinquency with
institutional factors including lack of monitoring, high interest rate, inadequate loan sizes, improper

loan appraisal and improper client selection, (Korankye, 2014).

Abay (2015), relates poor loan collection performance of DBE with the credit follow up support using
inefficient technology on the other hand ridged credit police, complicated loan process, lack closed

follow up, lack of loan advisory service before and after the loan.

Amha and Narayana (2000) stated that Ethiopian Micro Financial institutions face numerous challenges
related to the microfinance industry's regulatory framework, limited support for micro and small
business development, NGOs' activities of providing credit as a grant, and the lack of solid linkages

between MFIs and commercial banks.

Institutional factors such as borrower training is lacking, there is a lack of monitoring and support, and
micro finance institutions' high interest rates, unfavorable loan repayment schedules, loan size, loan
capital shortages, employee and client training, lack of use of technology and cost-effective methods,
human resource issues, loan capital issues, and a weak loan collection system all have varying degrees

of impact on the microfinance institutions' performance. (Muluken and Mesfin, 2014)
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1.3 Rationale of the Study

Low level of loan collection performance is one the major factors behind the collapse of many banks
around the world, especially in least developed countries. There are a number of factors that can
potentially affect loan collection performance of a bank. Most studies such as Jemal, (2003), Abraham,
(2002) and Yodit, 2017) focus on customer related factors. Other studies such as (Muluken and Mesfin,
2014, Korankye, 2014), have assessed both customer related and institutional factors resulting
delinquent loans, and lack of monitoring, high interest rate, inadequate loan sizes, improper loan
appraisal and improper client selection, employee and client training, lack of use of technology and
cost-effective methods, human resource issues, loan capital issues, and a weak loan collection system

are amongst the problems identified.

Though some studies have been conducted on the factors affecting loan collection performance of
Development Bank of Ethiopia, to the best of the researcher’s knowledge, no prior study has primarily
focused on institutional factors. Thus, it is an important research area that needs to be worked
on. Therefore, this study investigates the factors affecting loan collection performance of Development

Bank of Ethiopia from the institutional perspective.

1.4 Research Questions

1. What is the level of Loan Collection performance of DBE?
2. What are the major staff related factors which affect Loan Collection performance of DBE?
3. What are the major Policy related factors which affect Loan Collection performance of DBE?

4. What are the major MIS related factors which affect Loan Collection performance of DBE?
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1.5  Research Objectives

1.5.1 General Objective

The general objective of the study is to assess the major institutional factors affecting loan collection

performance of Development Bank of Ethiopia, the case of Addis Ababa Head office.

1.5.2 Specific objectives

The following specific objectives are set to meet the general objective of the study.

« To show the level of Loan Collection performance of DBE

« To identify the major staff related factors which affect Loan Collection performance of DBE

« To identify the major Policy related factors which affect Loan Collection performance of DBE
« To identify the major MIS related factors which affect Loan Collection performance of DBE

1.6  Significance of the study

This research is expected to fill the existing gap in literature and to help Development Bank of Ethiopia

use the outcome of the research to improve upon their operations and loan collection performance.

The outcomes of the research are expected to help practitioners and scholars to understand the
institutional factors affecting loan collection performance of Development Bank of Ethiopia.
Furthermore, this research is expected to be a triggering point and a reference material for academic and
business researches to be conducted in the future in the study area. The study is also significant to help
identify the types of assistance that needed to be provided to curb such challenges so as to take specific

measures to be taken to improve loan collection performance of Development Bank of Ethiopia.
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1.7 Scope of the Study

Subject matter of the study delimited to the institutional factors affecting loan collection performance of
Development Bank of Ethiopia. This is because it is identified from the review made on the empirical
literature that a literature gap exists particularly in the institutional perspective. Geographically, the
study delimited to the head office of Development Bank of Ethiopia in Addis Ababa. In addition to its
geographical proximity and accessibility for data collection, the reason for delimiting the scope of the
study only to the head office is due to the representativeness of DBE’s head office data for all its
branches in terms of service types it deliver, type of customers it serve, type of projects it provide its
loan to, demographic composition of its employees relevant to the study. Consequently, the target
population of the study is delimited to employees at the head office. The study used both primary and
secondary data. The secondary data used in this study covers the last five years (2016/16-2019/20) due

to its availability and representativeness to demonstrate loan collection performance of DBE.

1.8 Limitations of the Study

The study focuses only on the main institutional factors affecting loan collection performance of
Development Bank of Ethiopia, specifically at the head office Addis Ababa. The complexity of the
subject requires further dimensions to be considered. Thus, it is important to point out the uncovered
areas which have significant relationship with the factors affecting loan collection performance of
Development Bank of Ethiopia. For example, the government policy, environmental factors,

demographic and other attributes of borrowers.
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1.9 Definition of Terms

Borrower: borrower is the one who borrows money from the lender (Bank). (Armendariz, 1999)
Credit: is defined as a contractual agreement in which a borrower receives something of value now and
agrees to repay the lender at some date in the future, generally with interest. (Armendariz, 1999)
Default: default is defined as liquidation, bankruptcy filing, loan loss or charge off, nonperforming
loan, or loan delayed in payment obligation are used at many bank as proxies of loan default.
(Armendariz, 1999)

Lending: Lending is the provision of resources (granting loan) by one party to another party where the
second party doesn’t reimburse the first party immediately there by generating a debt and instead

arranges either to repay or return those resources a later date. (Armendariz, 1999)

Nonperforming loan (NPL): NPL is a loan in which the borrower is in default due to the fact that they
have not made the scheduled payments for a specified period. Although the exact elements of
nonperforming status can vary depending on the specific loan's terms, "no payment" is usually defined
as zero payments of either principal or interest. The specified period also varies, depending on the

industry and the type of loan. (Armendaériz, 1999)

1.10 Organization of the Study

The research report will be divided in to five chapters, chapter one will present introduction of the
report which includes backgrounds of the study ,statement of the problem ,basic research question
,objective of the study ,significance of the study and scope of the study. Chapter two presents
discussion on literature review. Chapter three outline the research methodology that will be adopted in
the study. Subsequently, chapter four discusses the results and analysis of the findings to the study.

Finally chapter five comes up with the concision, recommendations, and direction for further research.
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CHAPTER TWO

LITERATURE REVIEW
2.1 Theoretical Literature
2.1.1 Financial Institutions
A financial institution is defined as “an institution that provides financial services for its clients or
members. Any institution that collects money and puts it into assets such as stocks, bonds, bank

deposits, or loans is considered a financial institution” (Nigam, 2011:27).

Financial institutions are one of the most important components of any country's financial system. They
play a vital role in determining the effectiveness and efficiency of the financial system, and come in the
importance of financial institutions in that they provide the economy services. They represent the vital
infrastructure through which money flows from savings to investors in various economic fields

(Mishkin, 2016:21).

2.1.2 The Purpose of Development Banks

It is stated in a book of Financial Management, that “development banks are established mainly for the
purpose of promotion and development of the priority sectors in a country. Development banks are also
called as financial institutions or statutory financial institutions or statutory non-banking institutions”

(Paramasivan and Subramanian, 2011:38).
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2.1.3 Development Bank of Ethiopia

Development bank of Ethiopia is state owned and specialized financial institution with the mandate of
providing long, medium and short term loans to feasible and viable projects of commercial agriculture,

agro processing and manufacturing sectors following government priority area.

Agricultural and Industrial Development Bank was the company's previous name until 1994, when it
was renamed Development Bank of Ethiopia. Ethiopia's Development Bank was established in 1909
and is located in Addis Ababa. Since its establishment in 1909 E.C the bank has been playing a
significant role in promoting overall economic development of the region in particular & the country in

general.

The bank organizational set—up comprises supervisory authority, a management board, president,
process managers(regional managers), branch manager, and the necessary staff pursuant to the public

enterprise proclamation No. 25/1992.

In its long years of existence, the bank has established recognition at national and international levels.
Nationally, it is the sole in long-term project financing, internationally, it is reignited as an important on
— lending channel for development fund programs financed by bilateral and/ or multilateral sources.
The recent focus of the government in relation to the bank is to provide financial assistance to projects,
which are solely engaged in priority area, projects such us agro processing, manufacturing, commercial
farming & export-oriented projects. With regard to this, the economic sub-sectors for which the loan
able financial resource will be availed are leather and leather products, textile and garment,
manufacturing industries, cotton farming, live animal export and meat processing industries as well as

production of horticultural crops including flower and high valuable vegetable crops and other projects
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exclusively targeted for foreign market. In line with this, the bank takes appropriate measure by way of
revising its credit delivery mechanism. This includes among others the amendment of some of its

existing credit policies and operational guidelines. (DBE, 2019)

2.1.4 The Role of Loan Collection in Financial Institutions

Loan Collection is an important service that helps to both maintain Borrowers and free up money for
lending again. It is a strategic process that is the key to generating good habits and a payment culture
among Borrowers. It can also be seen as a business activity whose primary objective is to generate

returns for the institution, converting losses into income (Wittlinger et al., 2008:p.2).

Financial Institutions should view collections as an essential piece of the credit cycle, not just the final
step. During the collections process, institutions receive feedback on policies and activities within each
sub-process of the lending cycle: promotion, evaluation, approval, and disbursement (Wittlinger et al.,

2008:p.4).

2.1.5 The Process of Loan Collection in Financial Institutions

“The collections process is defined as the set of coordinated, appropriate, and timely activities aimed at
full collection of loans from Borrowers. The process is intended to convert the financial institution’s
receivables into liquid assets as quickly and efficiently as possible, while at the same time maintaining

the goodwill of the Borrower in case of future transactions” (Wittlinger et al., 2008:p.4) .

The authors also asserted that “the collections process requires significant interaction with the

Borrower, beginning with a careful analysis of the Borrower’s situation and continuing through timely
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and frequent contact over the duration of the loan. Borrowers should be offered payment alternatives
that are timely and appropriate to each situation, and all collections activities should be recorded to
facilitate continuous monitoring and follow-up as well as control of Borrower compliance with

negotiated agreements” (Wittlinger et al., 2008:p.4).

According to the authors the typical collections activities include analysis of the particular case, contact
with the borrower, assessment, suggesting an alternative, securing payment commitments, compliance
with payment commitments, recording collections activities, follow-up on the case, intensification of

collections activities, and defining a loss.

2.1.6 Credit Risk Management

It is stated in NBE’s risk management guideline that the “failure to collect loans granted to customers
has been the major factor behind the collapse of many banks around the world. Banks need to manage
credit risk inherent in the entire portfolio as well as the risk in individual credits or transactions.
Additionally, banks should be aware that credit risk does not exist in isolation from other risks, but is
closely intertwined with those risks. Effective credit risk management is the process of managing an
institution’s activities which create credit risk exposures, in a manner that significantly reduces the
likelihood that such activities will impact negatively on a bank’s earnings and capital. Credit risk is not

confined to a bank’s loan portfolio, but can also exist in its other assets and activities” (NBE, 2016:2).

2.1.7 Credit Analysis and Approval Process

National Bank of Ethiopia in its Risk Management Guideline prepared for Banks operating in Ethiopia

states the following factors to be considered while granting a credit to borrowers:
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* Purpose of the credit and sources of repayment;

 Borrower’s repayment history and current capacity to repay, based on historical financial trends and

future cash flow projections under various scenarios;

* Terms and conditions of the credit including covenants designed to limit changes in the future risk

profile of the borrower;

* Adequacy and enforceability of collateral or guarantees under various scenarios;

* Current risk profile of the counterparty (including the nature and aggregate amounts of risk), and

sensitivity to economic and market developments, especially for major exposures; and

* Borrower’s business expertise and management capability. (NBE, 2016:8)

2.1.8 Reasons for Loan Delinquency

The following Factors (Staff Related Factors, Policy Related Factors and Management Information

System Related Factors) presented as identified by different authors based on two Hypotheses.

The bad luck hypothesis

The bad luck hypothesis predicts that external events increase non-performing loans in banks. This
leads to the bank incurring greater operating costs to deal with these problem loans, which, in turn,
hampers banking efficiency. These extra operating costs can result from various sources, including

monitoring of delinquent borrowers and the value of collateral, as well as the costs of seizing and
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disposing of collateral in cases of default. Consequently, under this hypothesis, we expect that an

increased volume of non-performing loans causes reduced cost efficiency. (Podpiera and Weill, 2008)

The bad management hypothesis

The bad management hypothesis considers low efficiency as a signal of poor managerial performance,
which also affects loan granting behavior. Indeed poor managers do not adequately monitor loan
portfolio management, owing to poor loan evaluation skills or to inadequate allocation of resources to

loan monitoring. This results in a greater volume of non-performing loans.

Therefore, this hypothesis predicts that reduced efficiency exerts a positive influence on non-

performing loans. (Podpiera and Weill, 2008)

e Staff Related Factors
There is strong evidence in favor of the bad management hypothesis and propose that regulatory
authorities in emerging economies should focus on managerial performance in order to enhance the
stability of the financial system (by reducing nonperforming loans). This suggests that bank supervision
and research should consider cost efficiency along with other traditional predictors of troubled banks

such as loan losses and credit risk. (Louzis,Vouldis and Metaxas, 2012)

After the loans become past due or non-accruing, the bank begins to expend additional managerial
effort and expense dealing with these problem loans. These extra operating costs include, but are not

limited to:

a) The additional monitoring of the delinquent borrowers and the value of their collateral

b) The expense of analyzing and negotiating possible workout arrangements
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c) The costs of seizing, maintaining, and eventually disposing of collateral if default later occurs,

d) The additional costs of defending the bank's safety and soundness record to bank supervisors and

market participants

e) Any additional precautions taken to preserve the high quality of loans that are currently performing,

which becomes more crucial for a bank in a perilous financial situation, and

f) the diversion of senior management attention away from solving other operations problems. (Berger

& DeYoung, 1997)

Low measured cost efficiency is a signal of poor senior management practices, which apply to both
day-to-day operations and to managing the loan portfolio. Managers do not sufficiently monitor and
control their operating expense, which is reflected in low measured cost efficiency almost immediately.
Managers in these banks also do not practice adequate loan underwriting, monitoring, and control. As

‘bad’ managers, they may:

a) Have poor skills in credit scoring and therefore choose a relatively high proportion of loans with low

or negative net present values

b) Be less than fully competent in appraising the value of collateral pledged against the loans

c) Have difficulty monitoring and controlling the borrowers after loans are issued to assure that

covenants are obeyed. (Berger & DeYoung, 1997).

e Policy Related Factors
The distinctive features of the banking sector and the policy choices of each particular bank with

respect to their efforts for maximum efficiency and improvements in their risk management are
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expected to exert a decisive influence on the evolution of NPLs. The argument is that a bank may
attempt to convince the market about the profitability of its lending by adopting liberal credit policies
and thus inflating current earnings at the expense of future problem loans. A bank may also use loan
loss provisions in order to boost its current earnings.16 As a consequence, past earnings may be

positively linked to future NPLs. (Louzis,Vouldis and Metaxas, 2012)

There is evidence that performance and inefficiency measures may serve as leading indicators of future
problem loans. This suggests that the regulatory authorities could use these measures to detect banks
with potential NPLs increases. Moreover, regulators should place greater emphasis on risk management

systems and procedures followed by banks in order to avert future financial instability. (Ibid)

“A loan loss provision is an income statement expense set aside as an allowance for uncollected loans
and loan payments. This provision is used to cover different kinds of loan losses such as non-
performing loans, customer bankruptcy, and renegotiated loans that incur lower-than-previously-

estimated payments” (Richmond, 2020:10)

The identification of the key determinant of bank failures is a fundamental issue for the authorities in
charge of supervising the banking industry, as the implications for economic policy strongly differ
depending on its origin. Specifically, if non-performing loans influence cost efficiency, banking
supervisors should limit banks’ risk exposures by restricting loan concentration and favoring
diversification. In contrast, an influence of cost efficiency on risk-taking would suggest that non-
performing loans are caused internally. Therefore, banking regulators and supervisors should focus on
enhancing cost efficiency through better education of bank managers and through increased foreign
ownership, as this latter element has been shown to favor cost efficiency, primarily through the transfer

of know-how. (Podpiera and Weill, 2008)
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e Management Information System Related Factors
Information Asymmetry Theory argues that asymmetric information occurs when one party in a
transactional relationship is more informed about the transaction than the other party. In the financial
decision space, asymmetric information literature looks at the impact of decisions based on the

difference in the information available to both parties (Mishkin, 1992).

There is a significant relationship between Management Information System used by a Bank and its
loan collection performance. The possible explanation for this relationship is that customer default on
interest and principal payments affects both the balance sheet and income statement. Customer failure
to repay principal amounts decreases the asset base of banks, the principal amount is written off as
expenses on income statement hence reduces bank profit. Similarly, customer failure to pay interest on
loans as expected reduces bank income, which also decreases the level of profits to the bank. This
finding supports information asymmetry theory and bad management hypothesis which argue that
increase in NPL is a result of adverse selection, and is linked to management inability to control

operating efficiency which in the long run lead to decrease in profitability. (Peter, 2018)

2.2 Empirical Literature

A study conducted on factors affecting loan repayment failure in commercial Banks shows that there is
a significant relationship between Institutional factors and the loan repayment among customers of
commercial banks. The study has find out institutional factors including inefficient and ineffective

credit risk management, poor performance of credit information management and not applying rigorous
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policies on loan advances. The study shows that “there is a significant relationship between firm/group
factors and the loan repayment among customers of commercial banks in Kenya. The study also
concludes that there is a significant relationship between individual borrowers’ factors and the loan
repayment among customers of commercial banks in Kenya. The study further concludes that there is a
significant relationship between loan factors and the loan repayment among customers of commercial
banks in Kenya. The study recommends that commercial banks need to have mandatory supervision
borrowers on loan utilization and repayment. The study also suggests that banks should apply efficient
and effective credit risk management that will ensure that loans are matched with ability to repay, no or
minimal insider lending, loan defaults are projected accordingly and relevant measures taken to
minimize the same. The study further recommends that commercial banks should pool together and
establish a credit information bureau to which reference can be made before a loan is disbursement. The
study recommends that commercial banks should also apply rigorous policies on loan advances so as
loans are awarded to those with ability to repay and mitigate moral hazards such as insider lending and

information asymmetry”. (Kenneth, 2013: 63)

Another study has identified institutional factors including non-supervision of loan, inadequate
repayment period, ineffective mechanism to assist in loan utilization and repayment, poor monitoring
on loan use for intended purpose and incompetency of management staff, (Stella, 2013). Similarly, a
study conducted on Financial Institutions in Ghana relates loan delinquency with institutional factors
including lack of monitoring, high interest rate, inadequate loan sizes, improper loan appraisal and

improper client selection, (Korankye, 2014).

A study conducted on loan recovery performance shows that “varies types of collateral that used to

serve credit applicants, the credit follow up support with technology on the other hand ridged credit
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police, complicated loan process, lack closed follow up, lack of loan advisory service before and after
the loan and pure loan recovery performance were among the identified factors .The researcher
recommends that the bank should provide Loan advisory service before and after the loan, diversified
loan types and the Bank developed strong credit assessment and follow up to reduce the amount of NPL
and the Bank should have to ensure that collateral is continues to be enforceable and realizable”. (Abay,

2015:45)

Another study conducted on similar topic indicates that “sufficient loan size and flexible loan
repayment period were the most statistically significant determining factors affecting Successful loan
repayment performance. During inflation amount of loan default is high and if banks couldn’t adjust
repayment schedule during inflation the borrowers would unable to repay their loan efficiently and
effectively and there might be loan default. Thus, if there is inflation, loan default may increase and
borrower couldn’t pay their loan successfully. Therefore, inflation has statistically significant and
negative association with loan repayment. The study suggested that sufficient and larger amount of loan
would enhance the investors’ access to basic inputs and improved business management opportunities,
which would lead to higher productivity, reduced per unit cost and increased income. Thus, lending
institution should disburse sufficient amount of money equivalent to loan applied by the investors”.

(Walelign, 2019:65)

A study conducted in Uganda revealed that “the inadequate relationship management to clients by
responsible Bank staff had a significant positive relationship with loan repayment (r=0.477, p<0.01).
An improvement in effective monitoring on the performance of UDBL borrowers by the credit staff
would improve loan repayment by 22.7%. One of the suggested recommendations is that the Bank

should build capacity in the loans department to manage the end-to-end process of the lending value
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chain. That is right from application through to termination of the borrower’s relationship. This would

greatly mitigate unforeseen circumstances that occur during the tenure of the loan”. (Alex, 2016:85)

Another study revealed that “Gender and suitability of repayment period were negatively related with
credit repayment performance, whereas loan supervision, availability of other sources of income, house
hold size, and adequacy of the loan were positively related with credit repayment performance. This
study contributes significantly to the knowledge of microfinance program at large, where it explains
that repayment performance plays an important role to ensure that MFIs (Micro Financial Institutions)
can continue providing microfinance to the micro entrepreneurs without depending on subsidies”.

(Nigussie, 2016:51)

A study conducted on Development Bank of Ethiopia revealed that “the Bank's loan portfolio is also
more vulnerable to various types of risks, such as to unpredictable risk, predictable, and controllable
risks. The bank’s NPL ratio was above 15% for the last five years. The regression result also showed
that sound credit granting process and the existence of comprehensive risk management system and
standards are the significant variables that affect loan portfolio quality of the Bank. Credit risk
management practice of the bank has insignificant effect on loan portfolio quality. Both in terms of
Non-performing loan and concentration, DBE has poor loan portfolio quality which is due to the bank’s
poor credit risk management practice. Therefore, there is a need to improve and enhance credit risk
management practice of the Bank, especially, by improving the credit granting process to have sound
credit risk management, and by updating credit risk management system and standards so as to have

strong credit management”. (Kebede, 2020:48)

A study finding showed significantly that “proper management of loans given to clients will yield more

profits for the firms. Also there was a significant relationship between the problem of recovery and
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overdue of loans and profitability. The relationship between deficient analysis of project viability and
profitability was also positive. Lastly, there was a significant relationship between the problem of

recovery and overdue of loans and deficient analysis of project viability”. (Evans et.al, 2014:8)

2.2.1 Summary of Empirical Literature

Though most studies focused on customer related factors, some has identified significant institutional
factors that affect loan collection performance. The identified factors in the empirical literature review
include poor performance of credit information management, not applying rigorous policies on loan

advances, poor monitoring on loan use for intended purpose and incompetency of management staff.

2.3 Research Gap

Based on the empirical literatures reviewed most of the studies that have been conducted on the factors
affecting loan collection performance of Development Bank of Ethiopia, focused on customer related
factors. Both theoretical literature and empirical evidences from other countries shows that loan
collection performance could also be affected by institutional factors including staff-related, Policy-
related and management information system related factors. This indicates that further studies should be

conducted to fill this gap in literature.
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2.4 Conceptual Framework

In order to meet the research objectives the following conceptual framework is designed based on the

literatures reviewed and the objective of the study.

=l Staff-related Factors

=] Policy-related factors

= Management Information System-related factors

Figurel: Conceptual Framework
Variables;

 Staff-related Factors
« Policy-related factors

» Management Information System-related factors

Source: Developed by the Researcher for the Study
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CHAPTER THREE
METHODOLOGY
3.1 Research Design

Research is a process of steps used to gather and evaluate information in order to increase
understanding on an essential topic. It consists of three steps, namely posing a question, collecting data

to answer the question, and presenting an answer to the question (Creswell, 2007).

This study has adopted descriptive research design. Descriptive research design focuses on describing
the characteristics of a certain individual or group, such as their age, gender, and educational level, as
well as assessing the answer on respondent agreement state on factors impacting the target variable.

Furthermore, descriptive studies can yield rich data that lead to important recommendations.

Therefore, this design is selected to assess the factors affecting loan collection performance of

Development Bank of Ethiopia, especially in the case of Addis Ababa Head Office.

3.2  Research Approach

The study applies quantitative research approach to analyze and interpret the findings. Quantitative
research approach is described “as the explaining of an issue or phenomenon through gathering data in

numerical form and analyzing with the aid of mathematical methods; in particular statistics” (Aliaga

and Gunderson, 2002:3).
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3.3 Population and Sample

3.3.1 Population

The population for the study is current employees of Development Bank of Ethiopia. There are a total

of 105 employees in the following departments:

Table 1 population for the study

Management | Project Project Compliance | Project Total

Department Directorate | Appraisal | Follow and  Risk | Rehabilitation
up MGT

Number of | 11 17 38 20 18 105
Employees
Number of | 11 4 10 5 6 36
Managerial
Staff

Source: DBE, 2021
3.3.2 Sampling Method
The researcher used simple random sampling formula to determine the sample size. Thus, the
researcher used simple random sampling formula to determine the minimal sample size of a population
size:- n=  N/1+N (e)?
Where: n = sample size,

N = population size and

e = the level of error. In this research a degree of variability (i.e. proportion) and a confidence
level of 95%.
Therefore; N= _ 105 =50

1+105 (0.05)?
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Thus, out of 105 staff members 50 respondents are selected using simple random sampling method. In
addition, the final respondents are selected using convenience and proportional sampling method to
each department.

3.4  Data Source and Type

The research is conducted using both Primary data and secondary data sources to retrieve the findings
and analyze the problem at hand. The primary data for the study is collected from employees of the
Bank using structured questionnaire. The secondary data used in this study is gathered from the banks

different Policy Related and financial report documents.

35 Data Collection Procedures

The necessary data for the research is gathered by structured questionnaire. The questionnaire,
developed to this study is a five point likert scale questionnaire and developed based on the literatures
reviewed. The questionnaire, developed to this study has passed through pilot-testing. The researcher
had received permission letter from the University before finding respondents and gather the necessary

data.

3.6 Ethical Consideration

The ethical issues to be considered in the study include worthiness, consent, and confidentiality. To
ensure informed consent, respondents and all those who had participated in the study have been
provided with all the relevant information about the study in order to ensure that they understand the

nature of the study, objectives of the research and the benefits to the researcher.
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3.7 Reliability Statistics

Reliability is concerned with the question of whether or not a result is stable (Bryman and Bell, 2007).

The idea of reliability is important for measuring. In order to improve the reliability of questionnaires,

Cronbach’s alpha were tested the reliability. It is commonly used measure of internal consistency

reliability. “The Cronbach’s Alpha provides a coefficient of inter-item correlations that is the

correlation of each item with the sum of all the other items.” (Cohen, Manion, and Morrison, 2007,

p.506).

Cronbach’s Alpha quantified this reliability by proposing a coefficient which theoretically ranges from

0 to 1. If alpha (a) is near O then the quantified answers are no reliable, and if alpha (@) is close to 1 the

answers are very reliable. The general rule of thumb is that a Cronbach's alpha of .70 and above is

good, 0.80 and above is better and 0.90 and above is best. Hence, the reliability of the instruments used

to collect primary data is determined as indicated in table below:

Table 2: Reliability Statistics

Variables Cronbach's No. of Items
Alpha
Staff Related Factors 0.8135 10
Policy Related Factors 0.8116 10
MIS Related Factors 0.7832 10
Overall reliability 0.802 30
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3.8  Data Analysis

Completed questionnaires were repeatedly checked for completeness, accuracy, uniformity and
comprehensiveness. Descriptive data analysis and interpretation is made with the help of SPSS
(Version, 20). The analyzed data is presented in the form of descriptive tabulations, percentages and
frequencies after a comprehensive analysis of statistics generated to determine the responses for each
item under the three variables. Descriptive Statistics involves organizing, tabulating, depicting, and
describing the collected data. Descriptive statistics are very important in reducing the data to
manageable form. When in-depth, narrative descriptions of small numbers of cases are involved, the
research uses description as a tool to organize data into patterns that emerge during analysis. (Glass &

Hopkins, 1984).

The results of data analysis are discussed in line with the research objectives to help answer the

research questions.

3.9 Measurement of Variables

Remises Likert's scale statement with five category response continuums of Strongly Agree, Agree,
Neutral, Disagree, and Strongly Disagree was used to measure the variables under research (Staff
Related factors, Policy Related factors and MIS Related factors) in the quantitative approach of data
gathering. Using this method, each respondent would choose the response that best describes each
statement. To score the items and form conclusions, the response categories were weighed from 1 to 5
and averaged for all of them. In addition, Development Bank of Ethiopia’s loan collection performance

has been assessed using delinquency rate formula which is dividing the number of loans that are

delinquent by the total number of loans that an institution holds.
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RESULTS AND DISCUSSION

CHAPTER 4

This chapter presents the data analysis and interpretation based the collected data. Data analysis

and interpretation is made on the demographic characteristics of respondents and descriptive

analysis on variables of the study based on respondents’ responses to the questionnaire.

4.1 General Information of Respondents

Demographic characteristics explored in the study include the respondents’ Gender, Age,

Educational Background, Department, and Status in the Department and Years of Work

Experience.

4.1 General Information of Respondents

Table 3: General Information of Respondents

SIN Characteristics Frequency Percent
1 Male 30 60
Gender Female 20 40
Total 50 100.0
2 Age Below 25 5 10
25-40 21 42
41-55 18 30
Above 55 6 6.3
Total 50 100.0
3 Educational Diploma - 0
Background Degree 36 72
MA/MSC Degree 14 28
PHD - -
Total 50 100
4 Department Management Directorate 8 16
Project Appraisal Project 9 18
Follow up 22 44
Compliance and Risk MGT 7 14
Project Rehabilitation 4 8
Total 50 100.0
5 Status in the | Staff Member 31 62
Department Managerial Staff Member 19 38
Total 50 100.0
6 Years of Work | Under 5 18 36
experience 5-10 15 30
11-20 10 20
Above 20 7 14
Total 50 100.0

Source; Questionnaire results
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The above table shows that 60% of the respondents are male and 40% of the respondents are female,
indicating proportional gender composition and confirmation on participation of both gender categories

in this survey.

The collected data shows that 72% of the respondents have BA/BSC Degree and 28% have a MA/MSC
Degree, signifying that the respondents are well educated. Besides, according to the demographic
statistics of the respondents, 30% have 5-10 years of work experience, 20% have 11-20 years, and 14%
have more than 20 years. The majority of the responders (64%) have more than five years of work
experience. This demonstrates that the most responders have worked in this industry for a long time and
so have significant credit related work experience. This also suggests that the information biases are

reduced in this survey.

Based on the data obtained, 16% of respondents work in the Management Directorate, 18% in Project
Appraisal, 44% in Project Follow up, 14% in Compliance and Risk MGT and 8% in Project
Rehabilitation department. This is a confirmation that the survey data is collected from respondents

working in all of the deferent departments directly related to the subject matter being investigated.

In addition, 62% of the respondents are staff member and 38% and managerial staff members. This
shows that the personnel in both managerial and non-managerial job positions from each department

are included as respondents in this survey.

In general, these demographic statistic findings imply that the study could obtain pertinent information

which can lead correct conclusion.
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4.2 Loan collection performance of Development Bank of Ethiopia

Table 4: Loan collection performance of Development Bank of Ethiopia

Percentage of (Delinquent & Unrecovered) Uncollected
Loans
Purpose
2015/16 2016/17 | 2017/18 | 2018/19 2019/20
Working 5.20 3.90 7.80 47.30 36.80
Capital
Construction | 5.00 3.90 1.30 58.80 32.00
Machinery 1.30 6.50 5.20 70.80 16.50
and
equipment
Vehicles 15.00 2.60 17.50 55.60 11.30
Irrigation and | 20.00 9.10 10.40 40.80 20.70
Plantation
Source: DBE

The above table shows the loan collection performance of development bank of Ethiopia on the loans
granted for the purposes of Working Capital, Construction, Machinery and equipment, Vehicles,

Irrigation and Plantation in the last five years.

“Delinquency rate refers to the percentage of loans within a financial institution's loan portfolio whose
payments are delinquent. When analyzing loans, the delinquency rate is an important metric to follow;
it is easy to find comprehensive statistics on the delinquencies of all types of loans. Typically, a lender
will not report a loan as being delinquent until the borrower has missed two consecutive payments. If

late payments persist, then each payment term that the borrower is late; the lender may continue
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reporting the delinquency. Delinquency Rate is calculated by dividing the number of loans that are

delinquent by the total number of loans that an institution holds”. (Kegan, 2020: 2)

According to the data gathered 9.3% of loans in 2015/16 fiscal year, 5.2% of loans in 2016/17 fiscal
year, 8.4% of loans in 2017/18 fiscal year, 54.6% of loans in 2018/19 fiscal year and 23.45% of loans in
2019/20 fiscal year have gone unpaid. The loans are currently non-performing loans. The bank did not

collect 32.93 % of loans it granted in the last five years.

As a result of unpaid and unrecovered loans, the bank has suffered losses in the last five years.
Thus, loan collection performance of Development Bank of Ethiopia is determined to have a

much higher loan default rates.
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4.3 Institutional Factors
4.3.1 Staff Related Factors
Table 5: Staff Related Factors

#

Statements

SD

SA

1

DBE staff's credit-scoring
undertakings have positively impacted
loan collection performance.

16.0

26.0

44.0

16.0

Following the occurrence of problem
loans, DBE's staff always responds in
ways that improve loan collection
performance.

40

20.0

46.0

30.0

DBE's loan collection performance is
improved as a result of expert
valuation of collateral supplied by
borrowers prior to loan approval.

26.0

30.0

40.0

4.0

The staff is well-versed in negotiating
with delinquent borrowers to come up
with the best alternatives in order to
improve loan collection performance.

4.0

26.0

64.0

6.0

The effectiveness of the follow-up
service for debtors after their loans
were approved improved loan
collection performance.

10.0

50.0

34.0

6.0

The staff is effective in monitoring
debtors once loans are granted,
resulted in improved loan collection
performance.

32.0

28.0

38.0

2.0

Once loans are granted, the staff is
capable of controlling debtors,
resulting in increased loan collection
performance.

22.0

28.0

22.0

20.0

8.0

DBE follows best management
practice that enhances its Loan
collection performance.

18.0

40.0

32.0

8.0

2.0

DBE's management puts enough effort
to transfer knowledge from other
banks in order to improve loan
collection performance.

6.0

58.0

28.0

8.0

10

Staff-related factors are rarely the
source of non-performing loans.

28.0

24.0

46.0

2.0

Source; Questionnaire results
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16% of the respondents strongly disagreed and 26% disagreed that DBE’s loan collection performance
is positively impacted its credit-scoring activities. This indicates that credit scoring is poorly
implemented in DBE. Poor credit scoring allows granting of borrowers with lower ability of repayment,
which hinders loan collection process. This is one of the reasons behind low level of loan collection

performance.

10% of the respondents strongly disagreed and 50% disagreed that the effectiveness of the follow-up
service for debtors improved loan collection performance. This indicates that DBE provides ineffective
follow-up service after loans are granted. Ineffective debtor follow-up stymies the loan collection

process and lowers its performance. This is also one of the causes of poor loan collection performance.

18% of the respondents strongly disagreed and 40% disagreed that DBE follows best management
practice that enhances its Loan collection performance. Loan collection performance would be
ineffective unless best management practices were followed. Yet, the result demonstrates that DBE’s

management is not doing its best to improve its loan collection performance.

26% of the respondents strongly disagreed and 30% disagreed that DBE's loan collection performance
is improved as a result of expert valuation of collateral supplied by borrowers prior to loan approval.
This indicates that DBE poorly valuates collaterals. Poor valuation of collaterals makes it difficult for
DBE to deal with problem loans as they occur. This is one of the factors bringing low level of loan

collection performance.

32% of the respondents strongly disagreed and 28% disagreed that the staff is ineffective in monitoring
debtors once loans are granted, resulted in improved loan collection performance. This implies

borrowers are not well monitored by DBE after loans are granted. Ineffective monitoring of debtors
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hinders the loan collection process and lowers its performance. This is also one of the reasons behind

low level of loan collection performance.

28% of the respondents strongly disagreed and 22% disagreed that the staff is capable of controlling
debtors, resulting in increased loan collection performance. Incapability of the staff in controlling
debtors is also another factor of boosting the number of delinquent loans and lowering loan collection

performance of DBE.

28% of the respondents strongly disagreed and 24% disagreed that Staff-related factors are rarely the
source of non-performing loans. This implies that Staff-related factors are potential causes of non-

performing loans in DBE.
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4.3.2 Policy Related Factors

Table 6: Policy Related Factors

#

Statements

SD

SA

1

DBE’s effective policy in
managing risks enhanced loan
collection performance

26.0

50.0

16.0

4.0.0

4.0

The policy choices of DBE is
helpful to enhance loan collection
performance

22.0

38.0

30.0

6.0

4.0

Loan collection performance is
improved by loan loss provisions
for reimbursement of payments
linked to uncollected loans.

10.0

6.0

18.0

36.0

30.0

DBE's policy has taken into
account the relationship between
problem loans and cost efficiency,
resulting in high level of loan
collection performance

8.0

12.0

30.0

32.0

18.0

DBE's policy contributes to the
bank's financial stability by
improving loan collection
performance.

8.0

42.0

36.0

14.0

DBE's policy makes it easier to
deal with problem loans, resulting
in  better loan  collection
performance.

4.0

22.0

56.0

18.0

DBE's policy choices are helpful
in lowering banks' risk exposures,
which could result in poor loan
collection performance.

30.0

38.0

12.0

12.0

8.0

Loan collection performance has
improved as a result of DBE's
policy restricting loan
concentration.

26.0

14.0

56.0

26.0

4.0

Loan collection performance has
improved as a result of DBE’s
policy favoring loan
diversification

12.0

36.0

48.0

4.0

10

Policy-related factors are rarely
the source of non-performing
loans.

6.0

44.0

38.0

10.0

2.0

Source; Questionnaire results

Page 34



26% of the respondents strongly disagreed and 50% disagreed that DBE’s effective policy in managing
risks enhanced loan collection performance. This is an assertion that DBE’s policy is ineffective in
managing risks. Loan collection performance could not be enhanced without effective risk management

system.

The respondents indicated their inferences with 22% strong disagreement and 38% disagreement that
the policy choices of DBE are not helpful to enhance loan collection performance. This is another

assertion that DBE’s policy is not tuned towards enhancing loan collection performance.

8% of the respondents strongly disagreed and 42% disagreed that DBE's policy contributes to the bank's
financial stability by improving loan collection performance. This implies that DBE's policy is not

effective in creating improved loan collection, resulting in financial instability.

The respondents indicated their inferences with 30% strong disagreement and 38% disagreement that
DBE's policy choices are not helpful in lowering banks' risk exposures, which could result in poor loan
collection performance. This implies that DBE’s Policies have created risk exposures, and thus,

negatively impacted its loan collection performance.

26% of the respondents strongly disagreed and 14% disagreed that Loan collection performance has
improved as a result of DBE's policy restricting loan concentration. This shows that DBE's policy is not
shaped towards restricting loan concentration. Loan concentration creates high number of delinquent

loans. Thus, this is one of the factors hindering its loan collection.

36% of the respondents strongly disagreed and 12% disagreed that Loan collection performance has

improved as a result of DBE’s policy favoring loan diversification. This shows that DBE's policy is not
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in full favor of loan diversification. Delinquent loans could occur as a result of poor implementation of

Loan diversification. Thus, this is another factor hindering its loan collection.

6% of the respondents strongly disagreed and 44% disagreed that Policy-related factors are rarely the
source of non-performing loans. This implies that Policy-related factors are also potential causes of

non-performing loans in DBE.
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4.3.3 MIS Related Factors
Table 7: MIS Related Factors

#

Statements

SD

SA

1

The Management Information System
deployed by DBE has increased loan
collection performance by keeping all
clients informed about their bank
transactions.

6.0

22.0

24.0

42.0

6.0

The Management Information System
deployed by DBE has increased loan
collection performance by keeping all
employees informed about the Bank's
transactional connection with its clients.

4.0

34.0

22.0

32.0

8.0

DBE’s Management Information System
is efficient in terms of improving the
Bank’s loan collection performance

26.0

34.0

34.0

6.0

DBE’s Management Information System
is helpful to create operating efficiency in
the Bank resulting in high level of loan
collection performance

42.0

30.0

26.0

2.0

DBE's Management Information System
aids in the control of problem loans,
resulting in  high loan collection
performance.

10.0

46.0

42.0

2.0

DBE's Management Information System
aids in the provision of follow-up
services to customers and projects,
resulting in good loan collection
performance.

6.0

2.0

56.0

22.0

14.0

DBE's Management Information System
has improved the Bank's organizational
structure, resulting in a high degree of
loan collection performance.

6.0

34.0

18.0

30.0

12.0

DBE's Management Information System
includes a problem loan management
system that results in high loan collection
performance.

18.0

32.0

26.0

24.0

DBE's Management Information System
has simplified the decision-making
process, resulting in increased loan
collection performance.

10.0

42.0

34.0

10.0

4.0

10

Non-performing loans are rarely caused
due to factors related with Management
Information System

8.0

58.0

22.0

8.0

4.0
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Source; Questionnaire results

26% of the respondents strongly disagreed and 34% disagreed that DBE’s Management Information
System is efficient in terms of improving the Bank’s loan collection performance. Efficient
Management Information System improves a Bank’s loan collection performance. Yet, inefficient

Management Information System is being applied in DBE.

42% of the respondents strongly disagreed and 30% disagreed that DBE’s Management Information
System is helpful to create operating efficiency in the Bank resulting in high level of loan collection
performance. Management Information Systems are intended to create operating efficiency. But the
results indicate DBE’s Management Information System is not well tuned to bring operating efficiency

in the Bank so as to grow the level of loan collection performance.

10% of the respondents strongly disagreed and 46% disagreed that DBE's Management Information
System aids in the control of problem loans, resulting in high loan collection performance. This is an
indication that DBE is not well served by its Management Information System in controlling of
problem loans. Uncontrolled problem loans are one of the major factors behind low level of loan

collection performance.

A Management Information System which comprises delinquent loan supervision scheme is helpful in
improving loan collection performance. Yet, 18% of the respondents strongly disagreed and 32%
disagreed that DBE's Management Information System includes a problem loan management system
that results in high loan collection performance. This is also another factor hindering the bank’s loan

collection.
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10% of the respondents strongly disagreed and 42% disagreed that DBE's Management Information
System has simplified the decision-making process, resulting in increased loan collection performance.
One of the major uses of Management Information Systems are simplifying decision-making process.
Yet, the results indicate DBE’s Management Information System is inefficient in making ease of

administrative tasks.

8% of the respondents strongly disagreed and 58% disagreed that Non-performing loans are rarely
caused due to factors related with Management Information System. This implies that MIS-related

factors are one of the major causes of non-performing loans in DBE.
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CHAPTER FIVE
CONCLUSIONS AND RECOMMENDATIONS
5.1 Conclusions
The overall research objective is to assess the institutional factors that influence the Development
Bank of Ethiopia's loan collection performance, specifically in the Addis Ababa Head Office.
The variables explored and considered for analysis in terms of loan collection performance are
staff related factors, policy related factors, and MIS related factors. The following conclusions

are drawn from the data collected and analyzed in the report.
5.1.1 Loan Collection performance of Development Bank of Ethiopia

Based on the analyzed data, DBE did not collect 32.93 % of loans it granted in the last five years.
Currently, the loans are non-performing. Thus, it is contingent that the bank has sustained losses

in the last five years as a result of unpaid and unrecovered loans. As a result, the Development

Bank of Ethiopia's loan collection performance has been assessed to have significantly higher

loan default rates.

5.1.2 The Major staff related factors affecting loan collection Performance of Development
Bank of Ethiopia

Based on the findings of the study, the Major staff related factors affecting loan collection Performance
of Development Bank of Ethiopia are poor management practices, Poor credit scoring and poor
valuation of collaterals before granting loans and ineffective follow-up service, monitoring of debtors

and inefficient controlling debtors after granting loans to borrowers.
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5.1.3 The Major Policy Related Factors affecting loan collection performance of Development

Bank of Ethiopia

Based on the findings, Poor risk management system, poor policy choices the policy’s ineffectiveness
in creating improved loan collection, restricting loan concentration and favoring loan diversification are
identified as the Major Policy Related Factors affecting loan collection performance of Development

Bank of Ethiopia.

5.1.4 The Major MIS Related Factors affecting loan collection Performance of Development Bank

of Ethiopia

Based on the findings, inefficiency of Management Information System in making ease of
administrative tasks, improving the Bank’s loan collection performance, aiding operating efficiency,
aiding controlling task of problem loans and lack of supervision schemes are identified as the major

MIS related factors affecting loan collection performance of Development Bank of Ethiopia.

5.2 Recommendations
e Credit scoring is poorly implemented in Development Bank of Ethiopia. As poor credit scoring

allows granting of borrowers with lower ability of repayment, loan collection process is being
hindered. In addition, DBE poorly valuates collaterals. As poor valuation of collaterals makes it
difficult for DBE to deal with problem loans as they occur, it is one of the factors bringing low
level of loan collection performance. Thus, the management of Development bank of Ethiopia
should make its staff capable of undertaking tasks related to credit scoring and poor valuation of
collaterals.

e Furthermore, borrowers are not getting finest follow up, monitoring and controlling services by

DBE after loans are granted. Ineffective monitoring and controlling of debtors is hindering the
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loan collection process and lowering its performance. Thus, the management of Development
bank of Ethiopia should make its staff capable of monitoring and controlling of debtors.

e DBE's policy choices are poor and ineffective in creating improved loan collection, resulting in
high risk exposure and financial instability. In addition, it is not shaped towards restricting loan
concentration, creating high number of delinquent loans. In addition, delinquent loans are
occurred as a result of poor implementation of Loan diversification. Thus, the management of
Development bank of Ethiopia should review its policies to be effective in creating improved
loan collection, restricting loan concentration and favoring loan diversification.

o Efficient Management Information System improves a Bank’s loan collection performance. Yet,
ineffective Management Information System is being applied in DBE. Management Information
Systems are intended to create operating efficiency. But the results indicate DBE’s Management
Information System is not well tuned to bring operating efficiency in the Bank so as to grow the
level of loan collection performance. In addition, DBE is not well served by its Management
Information System in controlling of problem loans. Uncontrolled problem loans are one of the
major factors behind low level of loan collection performance. It is suggested that DBE's
Management Information System should be redeveloped in a way which address these
problems.

e A Management Information System which comprises delinquent loan supervision scheme is
helpful in improving loan collection performance. But, DBE's Management Information System
does not include a problem loan management system. Thus, it is suggested that DBE's

Management Information System should include a problem loan management system.

Reference

Page 42



Abay Zimbalchew (2015). Assessment of loan recovery performance in construction and business bank
(cbb). (pp:45)

Abraham Gebeyehu (2002).loan repayment and its determinants in small-scale enterprise financing in
Ethiopia, Addis Ababa, University Ethiopia. (p.7)

Alex A. Korankye. 2014. Causes and Control of Loan Default/Delinquency in Microfinance Institutions
in Ghana. American International Journal of Contemporary Research (Vol. 4, No. 12). (pp.36-58)

Aliaga, M. and Gunderson, B. (2002) Interactive Statistics (Thousand Oaks). Sage Publications.(P.3)

Amha, W. & Narayana, P. (2000). Review of Microfinance Industry in Ethiopia: Regulatory
Framework and Performance, AEMFI.(p.36-45)

Alex Area, (2016). Institutional factors affecting loan performance of Uganda development bank
limited. (pp.85)

Armendariz de Aghion, B. (1999). Armendari Development Banking. Journal of Development
Economics. (pp83-100)

Brymman, A and Bell, E, (200)7. 'Business research strategies, Business research methods. United
States: Oxford University Press (second edition). (PP.3-37)

Cohen, L., Manion, L., Morrison, K., 2007, Quantitative data analysis, Research methods in education
edition: (PP.501-508.

Cohen, L. (1994). Research Methods in Education (4th ed.). New York: Rutledge.(25-82)

Creswell, J. ( 2007). Educational research: Planning, conducting, and evaluating quantitative and
qualitative research. Upper Saddle River, NJ: Merrill/Prentice Hall.(pp.24-71)

Evans B. Ntiamoah*, Emmanuel O., Beatrice O., Anthony S., (2014). Loan Default Rate and its Impact
on Profitability in Financial Institutions. Research Journal of Finance and Accounting (Vol-5) . (pp.8)

Jemal Abafita (2003) micro finance and loan repayment performance, case study of the OromiaCredit
and Savings Share Company (OCSSCO) in Kuyu. (p.6)

Stella, E. (2013). Loan delinquency and the factors influencing non Performing of loan repayment to
traders SACCOS Loan delinquency. Open university of Tanzania. (pp.29-65)

Kenneth, O. (2013). Factors Affecting Loan Repayment among Customers of Commercial Banks in
Kenya: a case of Barclays Bank of Kenya. University of Nairobi. (pp.43-61)

Muluken, A. and Mesfin, L. (2014). Assessment of Factors Affecting the Performance of Microfinance

Page 43



Institutions: The Case of Hawassa City. Vol.6 No. 1.(pp.45-48)

Bettina, W., Luz, C. and Tiodita, M. (2008). Best Practices in Collections Strategies. InSight series
(November Edition). (pp.4-15)

C. Paramasivan and T. Subramanian. (2011). Financial Management (2nd Edition). New Age
International (P) Limited. (pp.38-139)

Derege Worku (2010) Evaluation of credit management with reference to DBE North Region,
Mekelle University, Ethiopia.

NBE-National Bank of Ethiopia. (2016). Bank Risk Management Guidelines (Revised). (PP.2-18)
Richmond Federal Reserve. "Loan Loss Reserves.” Page 10. Accessed July 13, 2020.

Shailly Nigam. (2011). Financial Institutions and Services (2nd Edition). EXCEL BOOKS PRIVATE
LIMITED. (p.27)

Fredri Mishkin. (2016) .The Economics of Money Banking Financial Markets (6th Edition). Pearson
Publishers. (p.21)

Naol shiferaw (2017), factors affecting loan repayment performances:
A case study in development bank of ethiopia, jimma district

Sundarajan, V. (2007). Risk Characteristics of Products: Implications for Risk Measurement and
Supervision in Archer, S. And Karim, R. A. A. 2007, Finance: The Regulatory Challenge, John Wiley
and Son (Asia) Pte Ltd

Greuning, H. And Igbal, Z. (2007), Banking and Risk Environment in Archer, S. And
Karim, R. A. A. 2007, Finance: The Regulatory Challenge, John Wiley and Son
(Asia) Pte Ltd.

Julia, K. (2020, Dec, 1). Delinquency Rate: 2 Retrieved from
https://www.investopedia.com/terms/d/delinqguency-rate.asp

Kebede Adane, (2020). Credit Risk Management in the Development Bank of Ethiopia. Effects on the
Quality of Loan Portfolio. (pp.48)

Kenneth Ogol ochung (2013). Factors affecting loan repayment among customers of commercial banks
in Kenya: a case of Barclays bank of Kenya, Nairobi County. (pp.63)

Page 44


https://www.investopedia.com/terms/d/delinquency-rate.asp

Nigussie Girma, (2016). Factors affecting credit repayment performance in Oromia credit and saving
share company (OCSSCO): Goba branch.(PP.51)

UNDP(United nations development program) report,2016).
UNDP(United nations development program) report,2017).
Walelign Adinew (2019). Determinants of successful loan repayment performance in foreign owned

investments in Ethiopia: the cases of development bank of Ethiopia and commercial bank of Ethiopia.

(pp.65)

Piter Kingu. (2018). Impact of Non-Performing Loans on Bank’s Profitability: Empirical Evidence
from Commercial Banks in Tanzania. Article in International Journal of Scientific Research and

Management * (January 2018). (pp.3-8)

Podpiera, J. & Weill, L.(2008). Bad Luck or Bad Management? Emerging Banking Market

Experience.Journal of Financial Stability. (pp.4-58)

Berger, A. & DeYoung, R. (1997). Problems and cost Efficiency in Commercial Banks. Journal

of Banking and Financ. (pp.5-21)

Louzis, D. V. & Metaxas, V. (2012). Macroeconomic and Bank-Specific Determinants of Non-

Performing Loans in Greece: A Comparative Study of Mortgage, Business and Consumer

Loan Portfolios. Journal of Banking & Finance, 2012, vol. 36, issue 4. (pp.5-23)

Yodit, T (2017). Factors Affecting Loan Repayment Performance: The Case Of Enat Bank Share

Company. (p.6)

Page 45



Questionnaire

Dear Respondent,

I am a student of Addis Ababa University. | am conducting this research in partial fulfillment of MSC

Degree in Accounting and Finance. This research is being conducted on the institutional factors

affecting loan collection performance of Development Bank of Ethiopia: the case of Addis Ababa, head

office. 1 am thankful for your cooperation in filling this questionnaire. And | would like to assure you

that all the responses you provide through this questionnaire will remain confidential at all times and

will only be used for academic purposes.

Section 1: General Information

Guideline: (\/) Thick on the box under the option you select

General Information

Age Under 25 25-40 41-55 Above 55
Gender Male Female
Educational Diploma Degree MA/MSC PHD
Background

Management | Project Project Compliance | Project
Department Directorate | Appraisal Follow up and Risk | Rehabilitation

MGT

Status in  the | Staff Member Managerial Staff Member
Department
Years of | Under 5 5-10 11-20 Above 20
Experience

General Guideline: (\) Thick on the box under the option you select

SD- Strongly disagree D- Disagree

N- Neutral A- Agree SA- Strongly Agree
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Section 2: Staff-related Factors

# Statements SD SA

1 DBE staff's credit-scoring undertakings have positively impacted
loan collection performance.

2 Following the occurrence of problem loans, DBE's staff always
responds in ways that improve loan collection performance.

3 DBE's loan collection performance is improved as a result of expert
valuation of collateral supplied by borrowers prior to loan approval.

4 The staff is well-versed in negotiating with delinquent borrowers to
come up with the best alternatives in order to improve loan
collection performance.

5 The effectiveness of the follow-up service for debtors after their
loans were approved improved loan collection performance.

6 The staff is effective in monitoring debtors once loans are granted,
resulted in improved loan collection performance.

7 Once loans are granted, the staff is capable of controlling debtors,
resulting in increased loan collection performance.

8 DBE follows best management practice that enhances its Loan
collection performance.

9 DBE's management puts enough effort to transfer knowledge from
other banks in order to improve loan collection performance.

10 | Staff-related factors are rarely the source of non-performing loans.
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Section 3: Policy-related factors

# Statements SD SA

1 DBE’s effective policy in managing risks enhanced loan collection
performance

2 The policy choices of DBE is helpful to enhance loan collection
performance

3 Loan collection performance is improved by loan loss provisions for
reimbursement of payments linked to uncollected loans.

4 DBE's policy has taken into account the relationship between
problem loans and cost efficiency, resulting in high level of loan
collection performance
DBE's policy contributes to the bank's financial stability by
improving loan collection performance.

5 DBE's policy makes it easier to deal with problem loans, resulting in
better loan collection performance.

6 DBE's policy choices are helpful in lowering banks' risk exposures,
which could result in poor loan collection performance.

7 Loan collection performance has improved as a result of DBE's
policy restricting loan concentration.

8 Loan collection performance has improved as a result of DBE’s
policy favoring loan diversification

8 Loan collection performance has improved as a result of DBE’s
policy favoring loan diversification

9 Policy-related factors are rarely the source of non-performing loans.

10 | DBE’s effective policy in managing risks enhanced loan collection

performance
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Section 4: Management Information System-related factors

# Statements SD SA

1 The Management Information System deployed by DBE has
increased loan collection performance by keeping all clients
informed about their bank transactions.

2 The Management Information System deployed by DBE has
increased loan collection performance by keeping all employees
informed about the Bank's transactional connection with its clients.

3 DBE’s Management Information System is efficient in terms of
improving the Bank’s loan collection performance

4 DBE’s Management Information System is helpful to create
operating efficiency in the Bank resulting in high level of loan
collection performance

5 DBE's Management Information System aids in the control of
problem loans, resulting in high loan collection performance.

6 DBE's Management Information System aids in the provision of
follow-up services to customers and projects, resulting in good loan
collection performance.

7 DBE's Management Information System has improved the Bank's
organizational structure, resulting in a high degree of loan collection
performance.

8 DBE's Management Information System includes a problem loan
management system that results in high loan collection
performance.

9 DBE's Management Information System has simplified the
decision-making process, resulting in increased loan collection
performance.

10 | Non-performing loans are rarely caused due to factors related with

Management Information System
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