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Enabling Poor People to Overcome Poverty and
Innovative Access to Finance for Small and
Medium Enterprises in the United Republic of
Tanzania by Rotating Savings and Credit
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Abstract— The United Republic of Tanzania is an emerging economy with high growth potential. With per capita gross domestic product
(GDP) of US$500, the economy has shown strong and consistent growth in the last two decades the Tanzanian economy went through a
period of successful transition in which economic liberalization and institutional reform led to a recovery of GDP growth to more than 7%
per year since 2000. However, during the same period, the country has been unable to achieve significant reductions in poverty.
Approximately 90 per cent of the United Republic of Tanzania’s poor people lives in rural areas. The incidence of poverty varies greatly
across the country but is highest among rural families living in arid and semi-arid regions. The main aim of this paper is to enabling poor
rural people to overcome poverty and increase their savings by introducing The Rotating Savings and Credit Association (Rosca)
method. It plays an important role as a financial intermediary in many parts of developing countries. It flourishes in both urban and rural
settings, especially where formal financial institutions seem to fail to meet the needs of a large fraction of the population.
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1 INTRODUCTION

N Tanzania, this in 1999 ranked 156 out of 174

countries in the Human Development Index (HDI),

53% of the population is below the age of 18. It is
estimated that Tanzania’s economy must grow by 7% per
annum. 51% of the population lives on less than $1 a day.
About half or 42% of these live in absolute poverty on less
than $0.75 cents a day [12].A popular and useful definition
of a poor person is someone who doesn't have much
money. Among academics, and in the aid industry, this
definition has gone out of fashion. Poor people can save
and want to save, and when they do not save it is because
of lack of opportunity rather than lack of capacity. During
their lives there are many occasions when they need sums
of cash greater than they have to hand, and the only
reliable way of getting hold of such sums is by finding
some way to build them from their savings. They need
these lump sums to meet lifecycle needs, to cope with
emergencies, and to grasp opportunities to acquire assets
or develop businesses.
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The job of financial services for the poor, then,
is to provide them with mechanisms to turn savings into
lump sums for a wide variety of uses (and not just to run
microenterprises). Good financial services for the poor
are those that do this job in the safest, most convenient,
most flexible and most affordable way. The poor seek to
turn their savings into lump sums by finding reliable
deposit takers, by seeking advances against future savings
(loans), or by setting up devices like savings clubs and
ROSCAs [4].

ROSCAs are a means to ‘save and borrow’
simultaneously. Rotating Savings and Credit Associations
can be found all over the world and go by different names
in different regions and countries. In broad terms, a
ROSCA can be defined as ‘a voluntary grouping of
individuals who agree to contribute financially at each of a
set of uniformly-spaced dates towards the creation of a
fund, which will then be allotted in accordance with some
prearranged principle to each member of the group in
turn’ [2]. It is considered one of the best instruments to
cater to the needs of the poor.

Upatu are the Tanzania equivalent of the Rotating
Savings and Credit Associations (ROSCA). It enables poor
people to convert their small savings into lump sums. The
concept of upatu originated more than 1000 years ago.
Initially it was in the form of an informal association of
traders and households within communities, wherein the
member contributed some money in return for an
accumulated sum at the end of the tenure.
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Participation in Upatu was mainly for the purpose of
purchasing some property or, in other words, for
consumption purposes [3].

ROSCAs are found worldwide (like Asia, Latin
America, and the Caribbean Africa) in countries with
vastly different levels of economic development [6].
ROSCA participation is high in Africa [5]. These estimated
that, in Central African countries, about 20% of household
savings are accumulated in informal ROSCAs [15]. A
sample of 115 households in central Kenya showed that
45% were participating in a ROSCA [7]. In a sample in
urban Zimbabwe 76% of urban market traders participate
in a ROSCA; even though 77% of these traders have a
banking account [8]. Taiwan with relatively well
functioning credit markets as many as 80% of adults is
estimated to belong to ROSCA [9]. ROSCA can provide a
commitment mechanism that ties participants hands and
commits them to saving patterns and sometimes to
spending patterns as well [5]. Several commitment devices
that villagers in East Africa use to stick to saving plans,
including buying a lock box and throwing away the key
[1]. ROSCA is one of the vital methods in various countries
to reduce poverty and increase saving potential. The main
objective of this paper is to reduce the poverty percentage
in Tanzania and increase the participant’s percentage in
ROSCA like the above mentioned countries.

2 PRELIMINARIES

In this section, we first state the number of people in
poverty, population and housing census of Tanzania,
changes in the poverty head count in selected countries.

2.1POVERTY STATISTICS 2001 AND 2007

Overall, in the 16 year period between 1991 and 2007,
poverty fell by about 5%. From the tablel There are more
poor people today than in 2001 While the percent of
people living in poverty (i.e. on less than Tsh.500/- per
person per day) went down slightly since 2000/1, because
the population has increased, the total number of people
living below the poverty line increased by 1.3 million in
the same period. Tanzania has signed up to the
Millennium Development Goals (MDGs). The First MDG
commits Tanzania to reduce poverty between 1990 and
2015 by 50%. In 1991/92 poverty was 38% in Tanzania, SO
the objective is to reduce poverty to 19% by 2015 [10].

TABLE |
NATIONAL BUREAU OF STATISTICS 2001 & 2007

2.2POPULATION AND HOUSING CENSUS

In Tanzania, the latest population and housing
census that covered all regions was carried out in 2002.
The 2002 census was preceded by three other post-
independence population censuses which were conducted
in 1967, 1978 and 1988[11].The above table shows that
United Republic of Tanzania, 2002 Population and
Housing Census. From Table Il Mwenza, Dar es Salaam
and Mbeya region has the highest population when
compared with other region [11].

TABLE Il
UNITED REPUBLIC OF TANZANIA,
2002 POPULATION AND HoOUSING CENSUS

Year Population Poverty Number of
(Tanzania rate (%) people in
main land) poverty

2001 324 35.6 115

2007 38.3 334 12.8
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Population(Number) Households

Region

Males | Females | Total |[Number|Avg.Size

Country Total |16,910,32117,658,91134,569,232(6,996,036 4.9
Dodoma 823,504 | 875,492 |1,698,996| 376,530 45
Arusha 638,261 | 654,712 |1,292,973| 286,579 45
Kilimanjaro 667,865 | 713,284 |1,381,149| 297,439 4.6
Tanga 797,240 | 844,775 |1,642,015| 356,993 4.6
Morogoro 877,238 | 882,571 |1,759,809| 385,260 4.6
Coast 440,161 | 448,993 | 889,154 | 200,919 44
Dar Es Salaam 1,261,077 | 1,236,83 |2,497,940 | 596,264 42
Lindi 381,359 | 409,947 | 791,306 | 190,761 41
Mtwara 534,402 | 594,121 |1,128,523| 293,908 3.8
Ruvuma 545,547 | 571,619 |1,117,166| 232,340 438
Iringa 708,927 | 786,406 |1,495,333| 346,815 43
Mbeya 990,825 |1,079,221 | 2,070,046 | 491,929 42
Singida 531,015 | 559,743 |1,090,758| 217,572 5.0
Tabora 846,196 | 871,712 |1,717,908| 291,369 5.9
Rukwa 559,120 | 582,623 |1,141,743| 222,868 51
Kigoma 807,859 | 871,250 |1,679,109| 242,533 6.9
Shinyanga 1,369,581 1,435,999 | 2,805,580 | 445,020 6.3
Kagera 999,941 |1,033,947 | 2,033,888 | 394,128 5.2
Mwanza 1,459,570 1,482,578 | 2,942,148 | 495,400 5.9
Mara 653,449 | 715,153 | 1,368,602 | 246,600 5.5
Manyara 534,565 | 505,896 |1,040,461| 199,860 5.2
Zanzibar North 67,093 69,860 136,953 | 27,854 49
Zanzibar South 47,830 46,674 94,504 | 19,937 47
Zanzibar Town/West| 190,937 | 200,065 | 391,002 | 74,363 5.3
Pemba North 90,943 95,070 186,013 | 33,019 5.6
Pemba South 85,816 90,337 176,153 | 29,776 5.9
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2.3POVERTY IN SELECTED COUNTRIES

From the figureiTanzania’s performance in poverty
reduction compares poorly relative to comparator
countries which like Tanzania were relatively stable and
who underwent macro-economic reform in the region
(Ghana, Uganda) and in Asia (Vietham and India).
Whereas in Tanzania headcount poverty declined by 2.4%
between 1991 and 2007, it dropped in Uganda, Ghana and
Vietnam by 10 times as much: approximately 23 to 24%.
India too achieved a much higher reduction in poverty
(by 7%) over a much shorter period [10].
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FIGURE;: CHANGES IN POVERTY HEADCOUNT IN SELECTED COUNTRIES.
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FIGURE, .PERCENTAGE OF CONTRIBUTION OF SERVICES SECTOR TO
GDP IN2006.

The above figure: shows Percentage of contribution of
services sector to GDP in 2006. The highest contribution
service from Tourism(Trade, Hotels and restarunt). In case
of financial and business approx 5-6%. Financial service
approximately 3-4%. In this paper we focus on providing
funds to the low income households and reduce their
poverty and increase their saving potential by Rotating
Savings and Credit Association method. By introducing
this method percentage of contribution of financial service
sector to GDP will increase. This method will be useful to
achieve the target of the MKUKUTA (reduce poverty
between 1990 and 2015 by 50 %.).

3 THE RANDOM AND BIDDING ROSCA SYSTEM

It is difficult to predict a random ROSCA as a series of
loans and debt repayments [3]. The bidding allotment
mechanism allows member to obtain a upatu when an
unexpected opportunity or emergency arise, albeit at the
cost of a discount [14]. Thus, in a certain world, a random
Rosca is preferred by identical individuals desiring to
overcome indivisibilities in consumption, while a bidding
Rosca is superior in responding to heterogeneity among its
members [13]. In contrast, the bidding ROSCA illustrated
in Tables suggest that bidding ROSCA elements of lending
and borrowing. There are 12 people who come together
and form a group. Each one will contribute Tsh.10000/- per
month and this will continue for next 12 months (equal to
number of people in the group). In this group there will be
one organizer, who will take the pain of fixing the
meetings, collecting money from each other and then
doing other procedures. To generate the pot of
Tsh. 120000/- for example the organizer would gather six
other participants and require that each (plus himself/
herself) contribute Tsh.10000/- monthly. So each month all
these 12 people will meet on a particular day and deposit
Tsh.1,0000/- each. That will make a total of Tsh.120,000/-
every month. At the end of the first rotation of
contribution by seven participants, the organizer receives
the Tsh.120000/- pot (including Tsh.10000/- of his own
funds). In the second rotation naturally there will be few
people who are in need of big amount because of some
reason like some big expenses, liquidity crunch, business
problem etc. Out of all the people who are in need of
money, someone will bid the amount, depending on how
desperate he/she is for this money. The person who
submits the highest bid for the rotation receives the pot.
Suppose out of total 6 people who bid for Tsh.500/-,
Tsh.750/- and Tsh.1,000/-, the one who bids the highest
will win. In this case it’s the person (P2) who has bid
Tsh.1,000/-. The high bid amount Tsh.1000/- will be
deducted for the rest of the person (P3 to P12) so each
person (P3 to P12) will contribute Tsh.9000/- for the second
rotation. Hence participant P2 receives the total
contribution for the second rotation Tsh.110000/-. So here
you can see that the main winner took a big loss because of
his desperate need of getting the money and others
benefitted by it. So each person actually paid just
Tsh.9000/-, not Tsh.10000/- in this case (they got Tsh.1000/-
back). Note that when a person takes the money after
bidding, he/she can’t bid from next time, only rest of the
people will be eligible for bidding. Now next month the
same thing happens and suppose the best bid was
Tsh.1500/- , then winner will get Tsh.106500/- this is
illustrated in tables and the Tsh.1500/- will be reduced to
people (P4 to P12). So each person (P4 to P12) is paying
effectively Tsh.8500/-. This way each month all the people
contribute the money, someone takes the money by
bidding highest and the rest money is deducted back to
members.
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TABLE Il
ROSCA BIDDING SYSTEM BASED ON TWELVE PARTICIPANTS
Members Contribution by Month (in Tsh)
High Bid 1000 1500 2000 1000 1500 1000 2000 1500 1000 2000 B Total Net gain
Round R1 R2 R3 R4 R5 R6 R7 R8 R9 R10 R11 R12 paid (loss)
(OrgZiizer) 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 | 10000 | 120000 0
P2 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 10000 | 10000 | 120000 | (10000)
P3 10000 9000 10000 10000 10000 10000 10000 10000 10000 10000 10000 | 10000 | 119000 | (12500)
P4 10000 9000 8500 10000 10000 10000 10000 10000 10000 10000 10000 | 10000 | 117500 | (13500)
P5 10000 9000 8500 8000 10000 10000 10000 10000 10000 10000 10000 | 10000 | 115500 (2500)
P6 10000 9000 8500 8000 9000 10000 10000 10000 10000 10000 10000 | 10000 | 114500 (3500)
P7 10000 9000 8500 8000 9000 8500 10000 10000 10000 10000 10000 | 10000 | 113000 2000
P8 10000 9000 8500 8000 9000 8500 9000 10000 10000 10000 10000 | 10000 | 112000 0
P9 10000 9000 8500 8000 9000 8500 9000 8000 10000 10000 10000 | 10000 | 110000 5500
P10 10000 9000 8500 8000 9000 8500 9000 8000 8500 10000 10000 | 10000 | 108500 9500
P11 10000 9000 8500 8000 9000 8500 9000 8000 8500 9000 10000 | 10000 | 107500 10500
P12 10000 9000 8500 8000 9000 8500 9000 8000 8500 9000 8000 10000 | 105500 14500
136300
TOTAL 120000 | 110000 | 106500 | 104000 | 113000 | 111000 | 115000 | 112000 | 115500 | 118000 | 118000 | 12000 0
RECEIVED 0 )
Note: Shaded cell represent the period in which the participants received the pot.
You will realize that the person who takes the money at TABLE IV

the end will get all the money because there is no one else
to bid now. So the person will get around Tsh.1,20000/- in

the end, if you try to find out the returns which he/she got

out of the whole deal, it will depend on things, how

higher bids were each month. If bids and charges are very
low, then a person will make more money at the cost of

other situations.

CAsSH FLOWS OF A MEMBER
WHO TAKES THE LOAN IN THE SECOND MONTH

much

MONTHLY CASH FLOW:LOAN IN 12® MONTH
140000

20000

B Month

E0000

B Prize Amount/Loan in Tsh

40000 Contribution in Tsh

Prize Amount/Loan in Tsh

§ 7 85 9 10 11 12

-20000

Month

Prized I
Month Amount/Loan Contribution
In Tsh

In Tsh.
1 0 -10000/-
2 110,000/- -10000/-
3 0 -10000/-
4 0 -10000/-
5 0 -10000/-
6 0 -10000/-
7 0 -10000/-
8 0 -10000/-
9 0 -10000/-
10 0 -10000/-
11 0 -10000/-
12 0 -10000/-

Figure4: Monthly Cash Flow in Second Month
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Using the equation for net present value, the usual
approach to finding a loan interest is to set the amount of
loan received is equal to the sum of discounted present
values of the monthly loan payments made for the term of
the loan.
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FIGURE 3: MONTHLY CASH FLOW IN SECOND MONTH
TABLE V

CAsSH FLOWS OF A MEMBER
WHO TAKES THE LOAN IN THE SEVENTH MONTH

Prized o
Month Amount/Loan Contribution
In Tsh
In Tsh.
1 0 -10000/-
2 0 -90000/-
3 0 -8500/-
4 0 -8000/-
5 0 -9000/-
6 0 -8500/-
’ 0 -9000/-
8 0 -8000/-
9 0 -8500/-
10 0 -9000/-
11 0 -8000/-
12 120,000/- -10000/-

Using the below equation we can find the monthly
interest rate is denoted by r

Where,
p - Principal amount borrowed
A - Periodic payment

r - The periodic interest rate divided by 100 (annual
interest rate also divided by 12 in case of monthly
installments.

n - The total number of payments (for a 30 years loan with
monthly payments n=3*13=360.
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5 CONCLUSIONS

The results from this study underscore the importance
of savings and borrowing vehicle for the poor and lower
income households in Tanzania. ROSCA method is s a
very good tool for financing poor people. Especially in a
ROSCA, members have quicker access to a large sum of
money or a commodity than when saving individually.
A further strength of the ROSCA is that it binds the
members to save regularly, and thus to accumulate
savings. An upatu is not a scalable model unless the upatu
manager or company has sufficient personal resources as a
backup for financial contingencies. The result in this paper
provides strong support about benefit of saving and
borrowing money for participants. In future work we plan
to implement impact of setting up registered upatu in
rural areas, impact of altering collateral/guarantee
requirements, developing a credit scoring model for
ROSCA. The day when the government and the industry
participants alike understand the importance of ROSCA to
the economy would mark the beginning of a new era.
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