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ABSTRACT

Microfinance has spread rapidly since the 1970sgaided a lot of international attention.
Advocates mean it is a good way to reduce poverystill there is no consensus within the
research about the impacts of microfinance ancbitgribution to poverty reduction.

The aim of this study is to assess the membergepéions about the impacts of the rural
member-based microfinance institutions (MFIs), 8gsiand Credit Cooperative Societies
(SACCOS) and Village Community Bank (VICOBA), on migers’ socio-economic situation
as well as their perceptions about the contributionpoverty reduction and to identify
potential obstacles. The study is mainly basednalividual semi-structured interviews with
members of SACCOS and VICOBA conducted betweenuaeprand April 2012 in Babati
district Tanzania and earlier research and studi#tsn the area of microfinance and poverty
reduction make up the theoretical framework.

There is a general agreement among the membersiawed that these MFIs have positive
impacts on their socio-economic situation. The lteshow that it helps to meet consumption
needs, pay school fees, run small businesses,aserand diversify the income and the
majority also believes that it can be a useful foolpoverty reduction. However, it doesn’t
lead to poverty reduction automatically, it dependshow the loans are used and this study
identifies several obstacles for SACCOS and VICO®BAe more effective and contribute
more to poverty reduction. The main obstacles foanediow repayment status, lack of capital

and lack of education in both entrepreneurshipleowd these MFIs operate.

Keywords: community-based microfinance, microcredit, povestuction, obstacles,

cooperative.
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1. INTRODUCTION

Poverty reduction or debt trap? Microfinance, ficiah services for poor people and low-
income earners, has received great internationahtadn and there seems to be a general
opinion about microfinance services as a useful fodevelopment and poverty reduction.
In 2005 The United Nations announced the Internati&Year of Microcredit (UN 2004) and
the following year, 2006, the Bangladeshi profesgagconomics Muhammed Yunus and his
Grameen Bank shared the Nobel Peace Prize for whaik with providing small loans
without collateral to poor people (Nationalencylddm 2012). Banerjee et al. writes that
“Microcredit has spread extremely rapidly sincebiggjinnings in the late 197088anerjee et
al. 2010:abstract) and according to the Microcr&ditnmit Campaign more than 100 million
of the worlds poor received a microloan in year2@@SC 2009c). Microfinance is argued to
help people to increase their income, start a legsirand reduce their vulnerability for risks
and economic stress and on the website of CGIAB stated that there is proof showing that
microfinance can be helpful in achieving the Miluim Development Goals. It is presented
that there are empirical evidence on positive imhgEcmicrofinance within the areas of
eradicating extreme poverty and hunger, primarycation, gender and empowerment of

women, reducing child mortality and environmentadtainability (CGAP 2012 a, 2012c).

But microfinance and especially microcredit, rafegrto the small loans, have also been
criticized for making poor people even poorer autlsin a negative spiral of more and more
loans, a debt trap, as well as for taking resoufices other projects and fields that might be
more successful in reducing poverty (Banerjee .€2@l0). A lot has been written about the
impact of microfinance and whether it leads to ptweeduction or not, but it has been
difficult to scientifically prove a direct link t@overty reduction and until now there is no
consensus about the impacts of microfinance andlifts people out of poverty (CGAP
2012a, 2012b).

This thesis is based on a field study in Tanzamieguntry that experienced a high economic
growth during the first decade of the twenty-ficeintury but according to UNDP Tanzania

(2010) thisgrowth was not pro-poor and therefore did not rtesul poverty reduction

! CGAP, Consultative Group to Assist the Poor, ieater for research and policy about financialises/to the
world’s poor and a branch to the World Bank (CGAR2d).



equivalent to the economic growth. One of the etgiems of the financial sector reforms
and liberalization in the beginning of 1990s waseahanced outreach for financial services
in the country, but this development has been §B&e 2007, Randhawa & Gallardo 2003)
and Bee even argues that the opposite has occuhadihe access to financial services
among rural households has decreased (Bee 200h& government of Tanzania believes in
microfinance as a tool for poverty reduction andsesiied this slow development and
established a National Microfinance Policy (NMP) facilitate the development of a
sustainable microfinance industry. In the NMP tiségte the need of microfinance and that
those financial services can contribute to povedgiuction as well as improve income
distribution (URT 2000). Commercial banks are stibstly located in urban areas, leaving
SACCOS (Savings and Credit Cooperative Societied)iaformal financial institutions, e.g.
VICOBA (Village Community Bank) as the most impartanicrofinance institutions (MFIs)
in rural areas (Bee 2007). The Tanzanian coopestiwhich include SACCOS, have a
history of problems, partly due to much politicatarference, resulting in bad management,
poor governance and in some cases break downse Hreblems resulted in low trust in
SACCOS but the government has made an effort &ngtnen the SACCOS which has
resulted in an increase in popularity (Triodos-F2097).

Difficulties in proving impacts as well as lack obnsensus about the general impacts of
microfinance and the somehow problematic and kedBtinew area of microfinance in
Tanzania made me interested in assessing theiasituait microfinance on a local scale in
rural Tanzania and to assess how the members thexsgeerceive the impacts. Since semi-
formal and informal MFIs are argued to be the mmgtortant in rural parts of Tanzania, this
thesis focus on the member-based MFIs; SACCOS, hwisicsemi-formal, and VICOBA,

which is informal.

1.1 Objective and Research Questions

The aim of this study is to assess the member<epéons about the impacts of rural
member-based microfinance institutions, SACCOS ¥IOBA, on their socio-economic

situation and if these microfinance institutionaddo poverty reduction. In order to fulfil this
objective this study tries to answer the follownegearch questions:

» How are SACCOS and VICOBA in Babati district orgaed and operated?



» What are the members’ perceptions about the impaSIACCOS and VICOBA on their
socio-economic situation?

» What perception do the members have of the miaafie institutions’ contribution to

poverty reduction and which are the potential aletafor leading to poverty reduction?



2. BACKGROUND

In this chapter relevant background informatiorpi®vided about what microfinance is and
its development globally, following the microfinangituation in Tanzania including a short
presentation of the country’s economic reforms adl &ws poverty situation. Finally the
development, organization and operation of SACCQBE\WCOBA are presented.

2.1 What is microfinance?

Microfinance services offer financial services foor people and low-income earners that
usually lack access to conventional financial s&sj and include small loans, savings and
insurance. (CGAP2012a). Microfinance is a wide concept includingvesal different
financial services, but sometimes the term miceofoe is used synonymous with microcredit
which is only the small loans provided to the paad low-income earners (Armendariz &
Morduch 2010:15). For example the Microcredit Sutm@ampaign, which is a campaign that
gather different practitioners and stakeholderslved in the microfinance movement writes
that “Microcredit is the extension of small loanmslaother financial services (such as savings
accounts) to the very poorMSC 2009a) where one can see that they use tme ter
microcredit but referring to the wider concept oficrofinance. The definition of a
microfinance institution (MFI) is also wide, CGARfthes it as “an organization that provides
financial services to the poor” (CGAP 2012e), hutlermore it is also common that MFIs
provide non-financial services like social internaidn, for example training and education
about finance, cooperatives and group formationdgleewood 1999:1, Bee 2007:153).
Ledgerwood means that “Microfinance is not simphnking, it is a development tool”
(Ledgerwood 1999:1). Within this wide definitiofh lFIs a variety of several suppliers are
involved, which are organized and operate in daférways, for example banks, NGOs,
community-based institutions like self-help groupepperatives and insurance companies
(CGAP 2012a). These various suppliers also differ inllsgacture and can be divided into
three groups, formal, semiformal and informal. Bfihmal and semi-formal institutions are
registered and subject to laws but the differesdbat semi-formal institutions are usually not
subject to banking regulation and supervision, gliile informal institutions are not under
any law at all and not registered. Formal MFIs faneexample private and public banks,
finance companies and insurance firms. Among semidl MFIs are credit unions and

cooperative banks, savings and credit cooperatives SACCOS, and sometimes NGOs,



while self-help groups, local moneylenders, NGOd amtating savings and credit
associations (ROSCAS) are informal MFIs (Ledgerwt©€9:12-13, CGAP 2012e).

The microfinance movement has received great iatemmal attention since this first summit
and this increased in 2005-2006 when UN annountednternational Year of Microcredit,
followed by Grameen Bank and Muhammed Yunus recgithe Nobel Peace Prize (UN
2004, Nationalencyklopedin 2012). This microfinano@vement originates from several
places, but the story from Bangladesh and Grameerk,Bvhich started in 1976, is the most
known and often referred to as the founder of niicamce. From a few experiments with
providing loans to poor people in a village in Beagsh, Yunus found that the poor
borrowers did both make profit and repay on timeealb of collateral. The fact that group
lending was used, which is also called joint lipibnd means that the borrowers work as
referees for each other instead of collateral, thatl they received some funding allowed the
Grameen Bank to grow fast. Today similar microficemodels are found in thirty countries.
(Armendariz & Morduch 2010:12-13). There is resbapointing out that the concept of
microfinance is not a new phenomenon, rather is$ohy is long in many countries today
developed as well as some of the developing cam(see for example Seibel 2005) but still
one can argue that there is\@w or modernmicrofinance movement that has been growing
fast. When the Microcredit Summit Campaign heldrthiest summit in Washington in 1997
they set up a goal to reach 100 million of the pediping in poverty in the world by 2005,
and especially the women. In 2005 they were vargecin reaching the goal and according to
them more than 106 million of the world’s poor pkopere provided a microloan in 2007
(MSC 2009b, 2009c). According to their latest rep&@tate of the Microcredit Summit
Campaign Report 2012he number is bigger. The report shows that enehd of 2010 more
than 205 million clients were reached, out of thesee than 137.5 million were defined to be

among the poorest and 82.3% of the poorest wereendiaes & Reed 2012:3).

2.2 Financial sector reforms in Tanzania

Tanzania’s political situation is described as Igtabut it is a country affected by economic
crises and ineffective administration (LandguidéiiPa). The country is still among the
poorest in the world and highly dependent on foreagd even though they have received
loans and foreign aid for decades. Foreign aid sofrean, among others, the Scandinavian
countries and a change in aid targeting has tuamexy from industry, school and health care

towards now focusing on economic reforms and deatimcdevelopment. In the middle of the



1980s Tanzania faced an economic crisis with dsorggoroduction as well as decreasing
agricultural exports, high inflation and problenas the industrial sector. The country needed
support by the International Monetary Fund, IMFJ avas forced into a structural adjustment
program that involved economic reforms and in tB80k the economic liberalization with
privatizations increased (Landguiden 2011b). In118% Tanzanian government decided, as
a part of the economic reforms, to allow commerdahking institutions to make the
financial system more effective. This decision unldd for example to allow both local and
foreign private banks and to strengthen the BanKavizania’s role regarding regulation and
supervision for financial institutions (URT 2000)he economic reforms have resulted in a
small increase in income for many Tanzanians ardctbuntry’'s GDP (Gross Domestic
Product) grew on average 6.5 % between the ye®2 &0d 2010. Still this economic growth
has not resulted in increased income and gainslfothe poor due to for example slow

bureaucracy, corruption and bad communicationsdgarden 2011b).

2.3 National Strategy for Growth and Reduction of Bverty

According to the 2011 Human Development Report abbd billion people live in
multidimensional poverfy and the number of people living under the intéomal poverty
line US$ 1.25 a day is estimated to be 1.3 billpwmople (UNDP 2011a). In Tanzania the
number of people living under the international @y line is almost 68% Tanzania is
ranked 152 out of 187 countries in the Human Dgwalent Index 2011 and belongs to the
countries with Low Human Development (UNDP 2011i)ere are a number strategies and
policies, both short-term and long-term, within tiedd of poverty reduction in Tanzania.
UNDP Tanzania writes that the National Strategy @owth and Reduction of Poverty
(NSGRP) is “a second generation of Poverty Redac8Btrategy” (UNDP Tanzania 2010)
and that it compared to earlier strategies andcigslifocuses more on growth, governance

and accountability.

The first National Strategy for Growth and Reductiof Poverty (NSGRP 1), running
between 2005/2006 — 2009/2010 stated that incomerfyowas reduced during the 1990s,
but more in the urban than the rural areas andwbaten have been more disadvantaged in

the rural areas. One of the actions it mentionaédoce income poverty in rural areas was:

2 Multidimensional Poverty Index (MP1) was presentedthe first time in the Human Development Report
2010 and involves ten indicators divided in theeéhdimensions; health, education and living stadgjdo
complement money-based poverty measures (UNDP 2011a

% Data from 2007.



Increasing access to rural micro-financial serviées subsistence farmers,
particularly targeting youth and women; promote andtain community-based
savings and credit schemes such as SACCOS andvirgyofunds (URT
2005:40).

At the moment the second National Strategy for Ginoand Reduction of Poverty (NSGRP
[I) is running in Tanzania. It was published in y&®10 and is to be implemented before
2014/2015. Even though GDP grew about 7% annuaitind the period of NSGRP 1 it is
stated in NSGRP 1l that not enough was achievedrdaggy reduction of income poverty
between these years (URT 2010:vii-viii). Compa@the first strategy, this second strategy
"is oriented more towards growth and enhancemeptaductivity, with greater alignment of
the interventions towards wealth creation as a waly of poverty” (URT 2010:ix) and
SACCOS and VICOBA are mentioned within the finahsctor that needs to be increased
in order to create and enhance employment and esrpoant, especially for women, youths
and disadvantaged (URT 2010:57). The NSGRP Il agemmts out the importance of
agriculture in reducing poverty, since many of f@or in rural areas depend on it, and
mentions MFIs and SACCOS among the ways to imptbgeaccess to agricultural financing
(URT 2010:134). The agricultural sector is impottand dominated in the country’'s
economy. More than three quarfecf the labour force is working within the agriaurtl
sector and its share of the GDP is 2WB 2012). According to UNDP Tanzania the slow
development of the agricultural sector is a chagéenn reaching the first Millennium
Development Goal (MDG), to eradicate extreme pgvarid hunger. This is because the
majority of the poor people in the country liverural parts and they are mainly dependent on
agriculture. One of the actions mentioned in otdeincrease people’s income is to increase

the access to microcredit schemes (UNDP Tanzarii@)20

2.4 Microfinance in Tanzania

The microfinance sector in Tanzania is still yousmall and, in rural parts of the country
very limited. A national survey found that 56% bétpopulation is lacking access to financial
services (Marr & Tubaro 2011:1). According to B&9(7:153-154) the NMP divide the
country’s microfinance providers into four grouplsanks, which include commercial,

community and cooperative banks, and non-bank éiaamstitutions; MFIs which specialize

4 Data from 2006.
® Data from 2010.



in providing microfinance; member-based MFIs amalfy; NGOs. Further Bee presents that
the cooperative financial services are also calemnber-based services and can be divided
into three different groups, namely cooperativeksalSACCOS; as well as VICOBAs and
SACAs (Savings and Credit Associations), which la#iscpre-cooperative groups (Bee
2007:154).

According to the microfinance institution PRIDE @Rrotion of Rural Initiative and
Development Enterprises Limited) the MFIs in Tanaaare all together estimated to provide
financial services to about 400 000 so called sw@uadl micro enterprises, which is estimated
to cover about 5% of the countries demand. Moshefinstitutions are in urban areas. Due to
high risks, high cost of operation and bad infrastiire most microfinance institutions are not
willing to expand their services to rural areas I(PR TZ 2005). According to Bee
(2007:195) Babati is one of the disadvantaged idistin Tanzania regarding transport
infrastructure and communication, two critical fast for the development of rural financial

services.

There are also a few studies and reports sayiriglteanicrofinance services in Tanzania are
not very successful in reaching the rural partstaedvulnerable poor. Randhawa & Gallardo
(2003) state that a majority of the branches antbadicensed banks and non-bank financial
institutions are situated in Dar es Salaam and gevices available for the rural population
are limited. Therefore the most important microfio@ institutions in the rural parts of
Tanzania are SACCOS and foreign NGOs, even thohghethas been a diversification
within the financial sector since the 1990s finahaector reforms (Randhawa & Gallardo
2003). Bee (2007) writes that the liberalizatiord dollowing privatization of the financial
sector in Tanzania has diversified the financialise providers in the country, but this did
not improve the rural households’ access to forrfimlncial services. In spite of
diversification in the financial sector banks atél dominating the sector and most of them
are in urban areas. According to Bee “banks perfartimited role in economic growth in
rural areas despite the extensive policy and utgiital reforms” (Bee 2007:188) and that this
has led to informal arrangements by the househadssemi-formal member-based financial
institutions and NGOs. In a microfinance countrarsenade by Triodos-Facet (2007) it is
also argued that mainly SACCOS have an outreadhdaural parts of the country and in

2006 over 3500 SACCOS were registered in the Miniet Cooperatives and Marketing,



with a total number of members of about 420 000 aalit 60% of these classified as rbiral
Most of the rural SACCOS are very small in size #mely tend to face capacity problems
such as lack of staff and appropriate technologyo{ibs-Facet 2007:12). The history of
SACCOS in Tanzania can be argued to have its oryithrift and credit societies which
started as early as 1938 in several areas in tnagg but it was in the 1960s that the number
of SACCOS started to grow (Bee 2009:75). As memiibm the introduction they have a
history of mismanagement which led to a bad repriabut the government has promoted
SACCOS and in 2006 the government said that 2bbillZS, which is 1 billion per region
and also known as the “JK Billions”, should be givia loans to SACCOS, through CRDB
bank and NMB (National Microfinance Bank). This qaartly explain why there has been an
increase of SACCOS (Triodos-Facet 2007:6, 12).

Although SACCOS are argued to be the most impoN#fis in rural areas of Tanzania, there
are other informal MFIs which have been establishexte recently and that are also of
importance in these areas. One is Village Saving$ laoan Associations (VSLA), first
introduced by CARE Tanzania in 2001 on Zanzibart later spread to the Tanzanian
mainland.VICOBA, subject of this field study, is also ananihal savings and credit group
that has been established in several areas oftn&ry by several promoters (Triodos-Facet
2007).Both VSLA and VICOBA are member-based MFIs and atiog to Kihongo (2005)
as well as the District Council Cooperative Offi¢BICCO) in Babalfithe VICOBA model is
based on a model introduced by CARE in Niger. VhE€OBA model and the different
promoters will be further presented later on i thapter.

2.4.1 National Microfinance Policy and Cooperative Societies Act

The government of Tanzania believes in microfinaasea meaningful tool for poverty
reduction and has established the National Micesfae Policy (NMP) to facilitate the
development of a sustainable microfinance industfiie NMP states the need of
microfinance and that those financial services @amtribute to poverty reduction as well as
improve income distribution. It is presented in tN&P that financial services can help
households and enterprises to manage resourcesefiectively and protect against risks.
Especially savings services are pointed out as fitapbto be able to handle emergencies,

periods with low income and large expenditure saglschool fees. Credits are also presented

® The numbers can be questioned due to problemsdefthing what is rural and what is urban in Tariaan
" Interview with DCCO 2012-04-11.



as useful for households, especially in periodwfincome such as before harvest, to meet
consumption needs and to make investments edtligresents that even though 31 financial
institutions had been established within the cqubyr March 1999, the development of the
microfinance services had been slow and weak amdesof the economic reforms had
actually had impacts leading to a reduction in io@aome people’s availability to financial
services. The fact that the interest rates werelecotded by the microfinance organizations or
projects themselves, which often resulted in irgierates not covering operational costs, as
well as the lack of a common law making it diffictd organize institutions and set standards,
are some of the explanations mentioned that canéi to the slow development of
microfinance services (URT 2000:1-6). This indicbéeneed to formulate a national policy to
be able to develop a sustainable microfinance ingusithin the country and the overall
objective of the NMP is:

to establish a basis for the evolution of an edfitiand effective micro financial
system in the country that serves the low-incomgmsat of the society, and
thereby contribute to economic growth and reductibpoverty (URT 2000:7).

The policy includes a vision for a sustainable digwaent of the microfinance industry and

states for example that MFIs should decide all pheing themselves, be based on best
practices, use appropriate techniques and prodiwted for low-income earners, have a
sound governance structure, be available for woamehmen and that the Bank of Tanzania
should be responsible for the implementation ofNIMP (URT 2000).

Regarding the regulation and supervision by thekBah Tanzania, all the institutions
providing microfinance services are not fully inddd. As mentioned before the formal
institutions are included, while informal MFIs amet, and semi-formal MFIs like SACCOS
are registered but not supervised by the Bank okzdaia (Ledgerwood 1999, Randhawa &
Gallardo 2003). Even though SACCOS and NGOs arallysnot subject to regulation and
supervision by the Bank of Tanzania, large memlased cooperative institutions can be
identified and incorporated. A new regulation withihis area was established in 2005, called
the Financial Cooperative Societies Regulationsofding to this regulation SACCOS that
accepts savings and deposits above 800 million Fd® their members in total will be
supervised by the Bank of Tanzania and licensed fasancial cooperative (Triodos-Facet
2007:8).
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SACCOS are regulated in the Cooperatives Sociatie$CSA) from 2003. SACCOS have to
follow the legislation and regulations from the NNRd the CSA. These regulations only
give the general conditions about for example howstart a SACCOS, conditions for
formation, structure and registration such as tim@mum amount of members, but the CSA
also states that the cooperatives should form tbein by-laws. Each SACCOS decide
themselves, in their by-laws, the costs for entediees, shares and savings needed to become
a member and take loans, how big amount of loarscan take, the interest rate, within what
time the loans should be repaid, consequencesmtgne is not paying back or using the

money for what was said as well as how to use tbfit [in the end of the year (URT 2003).

2.4.2 Organization and operation of SACCOS and VICOBA
This section is based on information and findingsifthe field study 2012, unless nothing

else is stated.

Both SACCOS and VICOBA are member-based MFIs, owarad run by the members and
for the members. They both provide savings sendcekloans to the members without any
collateral, instead using joint liability and redes within the institution. In some of them
though, assessments are made to control the basandarm and it happens that sometimes
assets are needed, it seems to differ a littlediiveen the different SACCOS and VICOBAs.
As one can see there are many similarities betwesm, many of the informants interviewed
for this thesis have pointed out that they are \gmyilar and provide the same services and
compared to a bank both of these member-based MHtially provide smaller loans. But
there are also some differences between SACCOY¥KEMBA, e.g. in size, formation, costs
and usually also how big amounts of loans they ipg@vWhile VICOBAs are informal
SACCOS are called semi-formal and SACCOS are aféem as the next step in development
after VICOBA, between VICOBA and a regular bank.eTorganization and operation of
these two member-based MFIs are described sepabaielv.

SACCOS

CSA defines a savings and credit society as "astexggd society whose principal objects are
to encourage thrift among its members and to cr@at@urce of credit to its members at a fair
and reasonable rate of intere@/RT 2003:10), and since cooperatives are run deatioally
and owned by the members cooperatives should atsade the members and possible staff

and managers with training and education so everyman take part in developing the
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cooperative (URT 2003:11). To become a member @ALCOS one have to pay a

membership fee and buy shares, the costs and anodustares needed differ between
different SACCOS and sometimes there are also iadditcosts such as for books to keep
records or for the form that has to be filled inbecome a member. Also additional to the
shares there is a need to put savings to be abéz¢ove a loan. It is not regulated how often
and how much one should save, but members arelysadilised to save regularly. The

conditions for taking a loan also differs betweelffedent SACCOS, but in the three

SACCOS included in this study the maximum amounbah one can be provided is two or
three times the savings the member has and twaree treferees from the SACCOS are
needed instead of collateral. If the member dodssooceed in repaying the loan and the
savings and shares are not enough to cover theynbatis left, the referees’ savings and
shares are usually used to repay. Some of the SAAC&Ed assess the farm, if the loan is to
be used for agricultural activities or the businégiss a business loan, and in some SACCOS
assets such as a house or a piece of land aredhiedkzeive a loan, which can be sold if the

loan is not repaid.

To give an example of the costs, in Gallapo FarrB&€COS one have to pay 5 000 TZS as
membership fee, 2 500 TZS for the books neededép kecords of savings and loans and
buy one share which is 10 000 TZS, resulting intaltamount of 17 500 TZS. To be able to
take a loan one need 5 shares, that is 50 000 &8¢ total cost to be able to take a loan is
57 500 TZS (about US$ 36,50 and 260 SERhese costs and savings from all the members
as well as the interest rates are needed to cgegational costs and increase the capital to be
able to provide loans to the members. Among theatiemal costs are office rents, salary to
office staff, sitting allowance when they have lbaneetings and paying for internal and
external controls. According to Marr & Tubaro (204)1 the members’ savings should
basically be the only source of funding to run 8&CCOS, but they argue that this is not
always the case and some also take loans from laanaksimilar financial institutions.

In Babati district there are 50 SACCOS, 23 of thama farmers SACCOS and they are
usually on ward level. It is common for SACCOS te émployee based, e.g. teacher’s
SACCOS, but in this study members from three difiérfarmers SACCOS have been

interviewed and all these three SACCOS provide dofmm agriculture as well as business

8 According to www.coinmill.com — The Currency Contes. 2012-05-17.
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activities and there are no specific conditionslé@n usage, apart from a description about
how the loan will be used. The repayment time diffeetween 6 and 12 months and the
annual interest rate is 20-25%. These three SAC&IB& provide emergency loans, which
are smaller amounts of money, with none or lowerest rate and with a shorter repayment
time. The SACCOS have to make a yearly budget hay &re controlled every year, both
internally by the Cooperative Officer and exterpally the Cooperative Audit and
Supervision Corporation (COASCO).

VICOBA

During the field study it was found that there sexeral different Village Community Banks
(VICOBAS) in the villages initiated by differentganizations but operating in a very similar
way. In the villages it is common that they all goder the name VICOBA, even though
some projects are called HISA and WEKEZ#y the initiator, and some people don’t know
the difference between them or who initiated tlggoup. Some of the initiators of different
groups are Orgut and Sedit, CARE Tanzania, Worlsiovi and Women in Action (WiA).
According to the DCCO in Babati these are justeddht names, they are all savings and
credit groups and the functions are all the saméiescalls them all VICOBR. Therefore in
this thesis all these different groups will alsougaler the name VICOBA since they are all a

form of Village Community Banks and organized apermted in a very similar way.

In Tanzania VICOBA was first initiated by CARE Tama, which started in year 2000 on
Zanzibar and later spread to the mainland and keerobrganizations and institutions.
According to Bee (2007:226) VICOBA started in Babat2003, initiated by Sida and Orgut
through a project called LAMP (Land and Agriculiukdanagement Programme). There are
more than 180 VICOBASs in rural Babati and all thikages in rural Babati have more than
one VICOBA'. There are VICOBASs also in urban Babati, but tleevit Council Cooperative
Officer (TCCO) does not know how many since theyraut registered.

VICOBAs are groups of maximum 30 people that megularly, usually once per week, to
save shares in the VICOBA and give loans to the be#sm Among the 30 people there is one

chairperson, one secretary and one accountantmiémbers within the group are divided

° Both HISA and WEKEZA are Swahili words and accagdfo The DCCO in Babati HISA means share while
the meaning of WEKEZA is saving or investing.

1% nterview with DCCO 2012-04-11.

! Interview with DCCO 2012-04-11.
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into sub-groups of five people to work as each istheferees when someone wants to take a
loan, which together with the savings works as la@yal instead of other assets. VICOBAS
are, as mentioned above, informal and not regulatembntrolled in any governmental act or
policy and the VICOBASs form their own rules andukgions. Therefore the interest rate and
repayment time differ between the VICOBASs. In thEC@BA groups subject of this thesis
the majority of the groups have an interest rat@G86 per month, even though some groups
have lower, 1.5% or 5% per month. The majority loé &VICOBAs have three months
repayment time, but some have six months. Apan fadferent rate and repayment time also
other things differ between different VICOBASs, sugh minimum and maximum amount of
savings and loans, and how often they divide thenayoamong the members, but the

organization and general operation is more ortlessame for all of them.

The VICOBAs decide themselves the minimum and marmnto save, by deciding how
much one share should be. Then the members carsehmw many shares to save each
week, some groups have maximum of three shareswpek while some groups have
maximum of five shares, but one can be a membesawel only one share every week. They
keep the money in an iron box usually in someoheiwie, but if they have a lot of money
they can also open an account in a bank. How laigd@ne can take depends on the amounts
of shares. Usually it is two or three times theisgw (also called shares), just like in the
SACCOS. There are no criteria or conditions fonlogage but you have to say how you are

planning to use the loan.

A difference with SACCOS is that many of the VICO8Alo not provide loans for
agricultural activities because the repayment tisn®o short so people will not have time to
harvest and get profit to repay the loan. SimilaBACCOS’ emergency loans VICOBA has a
social fund. A small compulsory weekly saving, Ugu&00 TZS goes to this social fund,
which is to support education and health as wetbaover operational costs. From this fund
the members can get money when there is an emegrglenexample if someone is sick or
for paying school fees. It differs between differ&ddiCOBAs in this study how this social
fund is operating, for example some give small $oavithout interest fees and shorter
repayment time similar to SACCOS, but some groups the money to members who need

it and they don’t have to pay back.
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Education and training about business and finanitgabcy is one of the basic things in the
VICOBA model. According to a documentation repdsbat the status of VICOBA one out
of four phases in the formation of a VICOBA is artensive training phase which should

cover 3-4 months. It states that it is an imporfargse divided into two modules:

In the first module group members are trained @ugmanagement and banking
operation system while in a second module theytrareed on the techniques of
selecting appropriate income generating activitig8As) for their families,
developing business plans and business manageeemiiques (MoFEA/PED
2009:10).

But according to many of the members interviewadles study training is often provided to
the trainers and leaders, not to all the members.

According to Begasha (2011:23) the main differehetveen the VICOBA model and the
well known Grameen model is how they use the ister@e. In Grameen model the interest
rate goes to the lender to cover operational cosite in VICOBA the interest rate is to
increase the capital to be able to provide biggan$ and at the end of the circle the interest
rate is usually divided between the members togetlith savings and give the members a

profit.
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3. METHODOLOGY

In this chapter the process of this study and ndghased are described, from choosing
methodology approach, identifying the study ared aformants as well as collection of
data. Some alternative methods are presented aotet are motivated and discussed from

a critical point of view.

This thesis is based on an eight weeks field studabati district, Tanzania between thd'17
of February and 13of April 2012. The first three weeks in field wetk as a pilot study to
get an overview of the microfinance situation inbBt, identify the member-based MFIs
operating in the district and understand the diifiees between them. Key informants were
identified with help from my field assistant anchtact person and interviewed to help me get
the general understanding about the context and giv introduction to the microfinance
activities in the district. The pilot study alsovgame an opportunity to test my interview
guide and make some improvements. The informataiheged within the pilot study helped
me to identify suitable SACCOS and VICOBA in thetdct to continue the field study.

The approach of this study is mainly inductive aeeks to observe and study the reality out
of a qualitative case study in Babati and to lihle tresults from this case to the bigger
theoretical framework with earlier reports and eesk for analysis. Since this thesis aims to
assess the members’ own perceptions about impaotgmfinance institutions a qualitative
case study with semi-structured interviews was nmstable since it gives a deeper
understanding than a quantitative study and semctsired interviews allows the informants

to talk freely to some extent.

The methodological framework is based on the R&aical Appraisal approach, RRA. This

approach involves a lot of different techniqueseoeive material for analysis quick and in a
holistic way to understand the whole complexityadystem (McCracken et al. 1988). Among
the different RRA techniques semi-structured intmg, which is the main method used for
collecting data in this field study, is presentsd‘tae most powerful of the RRA techniques”

(McCracken et al. 1988:20). Other RRA techniquesdus this study are secondary data
review, portraits and a simple ranking. Some osé¢htechniques are further described in the
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following data collection section and in the resulvo portraits of people interviewed in field
are presented.

3.1 Data collection

3.1.1 Semi-structured interviews

The main method used to collect data for this #esas individual semi-structured
interviews, mainly with members of SACCOS and VICOBout also with these MFIs’
chairman or secretary as well as cooperative officeo understand the organization and
operation. Not including the pilot study, 39 mensbbave been interviewed, 35 individual
interviews and 2 interviews with two members atshene time. The aim with the interviews
with the members was to understand their perceptabout the impacts of SACCOS and
VICOBA on their life, both economically and socyaltheir perception about whether it leads
to poverty reduction or not as well as improvemameded and potential obstacles. The
interviews with key informants like cooperative ioffrs and chairmen and secretaries of the
MFIs have been conducted mainly to understand thanization and operation of SACCOS
and VICOBA but also to get their view on impactentibution to poverty reduction and

especially what they see as obstacles for contobub poverty reduction.

In the pilot study two group interviews were conigaicto receive a lot of information fast and
to understand how the MFIs are organized and hew dperate. Since this thesis focuses on
members’ perceptions individual interviews were nfdumore suitable to provide that
information, which is why individual interviews weichosen. In Orngadida village though,
one group interview was combined with observationaoVICOBA meeting to see how the

weekly meetings are held and to understand howMi@&DBA group was organized.

The interviews with members were conducted withraerview guide organized in themes
with some under-questions instead of pre-formulgigestions in a specific order. The under-
questions helped if there was a need to guidentieennant back to the relevant subject and to
make sure all the information needed was answdred.themes used for interviewing the
members were:

= Personal information

= Description of the microfinance institutions andsens for joining

= Savings and loan usage

= Social and economic impacts
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= Poverty reduction and potential obstacles
= Agricultural methods

When interviewing chairmen and secretaries of tHddvas well as the cooperative officers
the interview guide was a bit more structured tkensure to get all the needed information
and data about how SACCOS and VICOBA are orgararedoperated.

As a part of the interviews with the members théigion was to use a simple ranking about
what they thought was the most important impaasnfbeing a member of the MFI. By
asking them about the most important, second aindl tmost important impact the plan was
to put this information in a table to help me amalywhat the members see as the most
important impacts. It proved a bit difficult for mya of the members to rank the impacts like
this though so there will not be a table but thesonmanking, as well as the others only
mentioning important impacts without any rankingstsll useful data for the results and

analysis.

Selection of study areas and informants

In the selection of areas and informants stratelgaice has been used. The pilot study helped
me identify suitable MFIs and areas were choseh halp from my field assistant depending
on the presence of farmers SACCOS and then VICORMbers were interviewed in the
same areas as the SACCOS. Farmers SACCOS wherencsiose | wanted to assess MFIs
and contribution to poverty reduction in the rypakts and many people living in rural parts
of Tanzania are farmers. Three different farmersCE®S were chosen; Gallapo Farmers
SACCOS, Muungano Mamire SACCOS and Bonga Group SBE€@nd in all the areas |
started out by interviewing the chairman or secyeta the SACCOS. Members, of both
SACCOS and VICOBA, were identified with help fromykinformants in the villages, like
the SACCOS secretary or chairman or the Villageroten. Most of the informants were
members of both SACCOS and VICOBA, which made nityainplan to have equal number
of members from the two MFIs a bit difficult. Stegic choice using key informants to help
me identify informants also affected the studyha tvay that several of the informants were
the ones being active in the MFI in some way, l&kéoard member or vice secretary.
Obviously this can be a source of bias and is discussed shortly in the result and analysis.
There were also some complications in some of faeep, especially in Mamire, to get

people to participate which resulted in not styi¢dllowing the initial plan of interviewing as
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many women as men, members with different wealthdafferent ages, and instead ended up
more or less interviewing the ones who wanted ttigggate. However, even though the plan
was not used as strictly as intended, there ik astd8pread among the informants and for

example the gender distribution among the memingéesviewed is 17 women and 22 men.

3.1.2 Qualitative literature review

Complementary to the field study in Babati thissiees based on secondary data, also one of
the RRA techniques mentioned above, and this takes of a qualitative literature review.
Prior to the field study relevant information antdces about Tanzania and microfinance was
read as an introduction to the study area, to peoai contextual insight, find a suitable topic
and for preparation of research questions as wdhtarview questions. Meanwhile and after
the field study the literature review continuediusitnig on articles, studies and earlier research
to gather further knowledge about the research anelato form a theoretical framework to

guide me in the analysis.

3.2 The study area location

All of the three SACCOS in this study cover severairds? so interviews have been
conducted in several villages. All of the villag&ynga, Mamire, Mwikantsi, Gallapo and
Orngadida are located in the south-eastern paBatfati district, which is an area with
relatively good agricultural conditions. It is laged on an altitude which usually gives
sufficient annual precipitation resulting in goals and all these villages are located in areas
with relatively good communications since they ajate close to bigger roads which

facilitate transport of productioff.

The study area

Arusha,

B‘Babati

Kondoa

Singida.

a Dodoma

Figure 1: Map showing where Babati district is loed in Tanzania. Source: (Lindberg 2000).

2\Wards are under district and division level andsists of several villages.
13 Field study 2012.
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3.3 Criticism of method

Apart from some complications and criticism of sélgg informants presented above, some
other alternative methods and criticism of metrogresented here. An alternative method to
this qualitative case study would have been a dasime study with more and shorter
interviews or even using questionnaires. This wdade resulted in more data but since this
thesis aims to assess the members own perceptiomst sghe impacts of the MFIs a
qualitative case study with semi-structured intemws was considered more suitable, since it
gives the respondents opportunities to talk frembyput given themes. Also more group
interviews as well as workshops could have beenluwcted complementary to the individual
semi-structured interviews in the case study, hig tb the limited time period and this
theses’ focus on the members’ perceptions abouintpacts of MFIs individual interviews

was found more suitable.

Due to shortage of time and the main purpose & #hudy no wealth ranking has been
conducted and wealth identification has only beedenwith help from my field assistant. |

am aware of the fact that this could be a sourckiad and that the most vulnerable and
marginalized poor may not be presented in thisysardl might not even be the members of
these member-based MFIs. However, since this stlo#ys not focus on investigating the
outreach to the villagers, but to see the impacish® members | decided it was not a

problem.

All the interviews, apart from the ones with theoperative officers, have been conducted
with an interpreter and translated from SwabhiliBoglish. This is a limitation since some
information, specific meanings and emotions cafobein the translation and limit the ability
to make follow ups of the answers and understaedifp nuances. To reduce this limitation
an effort to triangulate data have been made Brvigwing several members to see if they
give the same information and conducting compleargninterviews with chairmen or
secretaries as well as cooperative officers. Whesded, short talks to the interpreter have
also been performed after the interviews to make smswers were understood correctly.
This triangulation increases the reliability of théormation from the interviews. Furthermore
four interpreters have been used in total in migfsudy, one of them only in the pilot study,
and | have found that the interpreter is imporeamd crucial for making a good introduction

and creating a good atmosphere, which also affiectvhole interview.
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4. THEORETICAL FRAMEWORK

In this chapter some earlier literature and resdamwithin the area of microfinance and
poverty reduction as well as studies assessingntipacts of different microfinance models
are presented, as theoretical framework to guidamtbe analysis.

As presented in the introduction there is no cossenabout the overall impact of

microfinance and its ability to lift people out pbverty There are many studies presenting
successful anecdotes as well as less successfidssabout poor people becoming highly
indebted, but it has proven difficult to scient#ily test the impacts of microfinance due to
difficulties in knowing and proving the causes oieogroup doing better than another when
comparing groups with different access to micrafcea In other words it has been difficult to
prove that the reason for one group found to ddebes really caused by the access to
microfinance, because maybe that group would alksobéiter off without microfinance

(Armendariz & Morduch 2010:267-270). Still, accargito CGAP (2012b), until recently the

majority of the studies showed that microcredit hgsositive impact on both the economy
and social situation. And yet again, it seems the amount of reports and studies pointing
out shortcomings in the methodology and conclusiorsome of these optimistic reports are
growing, as well as the research showing that rfir@ace is not as big miracle as often

claimed by advocates.

The challenges in testing microfinance scientifichbve led to a growing amount of research
using randomized evaluations when assessing thacimg microfinance. However, these
reports have until today only managed to study tsteom results (CGAP 2012b). One
example of a randomized evaluation is a study fhoda by Banerjee et al. (2010) whom are
arguing that neither successful stories nor staal@sut borrowers who get deeply indebted
say anything about the general effects of microfoea They argue that because microfinance
clients can not be compared to non-clients, siheg thoose themselves to become clients
and to take a loan, the causal effects of microfteacan not be identified and “it is likely that
those who choose join MFIs would be on differemjeictories even absent microfinance”
(Banerjee et al. 2010:1). By using randomizatiod artroducing microcredit in one area in
India and leaving another area without, they artae the two different areas only differ in

the access to microfinance and can be compared. fifiings show a significant impact on
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the number of new businesses started as well deeononsumption of durables among the
people that already had a business when the stadgd, but not in average consumption or
social outcomes such as women empowerment, edncatid health. However, they argue
that effects on these things might come later. @bthors conclude that the impacts of
microcredit is heterogeneous and not suitable faha households, saying for example that
people borrowing money for the daily consumption emd up increasing their welfare as
well as the opposite if they borrow in an unsustbie way. Furthermore the authors conclude
that “Microcredit therefore may not be the ‘mirddieat is sometimes claimed on its behalf,
but it does allow households to borrow, invest, arehte and expand business@dnerjee

et al. 2009:31).

Roodman and Morduch (2009) criticize some of thestmoited studies about microfinance
based on data from the 1990s in Bangladesh. Ortbenh isMicrofinance and poverty:

Evidence using panel data from Bangladestich is using data from two different household
surveys conducted in Bangladesh during the 1990is. Study found that microfinance has

positive impacts both for the participants andlewhole local village concluding that:

Not only does the increase in consumption resulfregn borrowing raise the

probability that program participants will escapaverty but the microfinance
intervention also benefits nonparticipants throggbwth in local income. [...]

Microfinance has a slightly higher impact on exteepoverty than on moderate
poverty for everybody (Khandker 2005:285).

But, the methodology and data in Khandker’'s stuay,well as in two other studies, are
argued by Roodman & Morduch (2009:40) to be weak they mean that lack of statistical

proof is poor in the literature of microfinance latge, with some exceptions mentioned
within the recently growing area of research usargdomization. The authors state that “As a
result, strikingly, 30 years into the microfinano@vement we have little solid evidence that

it improves the lives of clients in measurable wagfoodman & Morduch 2009:4).

The bookPortfolios of the Poor: How the World's Poor Livaen 2 a Dayis based on
financial diaries from households in South Afribadia and Bangladesh in order to really see
how poor people live their lives and manage theialsincome to understand how and which
financial services are important for them. The atgtstate that the widespread idea that most

microloans are being used for business and micegamses is not true, instead they found
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that microfinance services are mostly used to smoonhsumption and manage risk. “The

poor households in the study seek loans for a tad#iof uses besides business investment:
to cope with emergencies, acquire household agsaysschooling and health fees, and, in

general, to better manage complicated lives” (@sllet al. 2009:25). Further the authors

argue that for poverty reduction more things aredee apart from just financial services,

such as jobs, infrastructure and safety nets, imain€ial services are important for poor

people and can help them to improve their livedl{@oet al. 2009).

Holmqvist (2010) argues in her thesis based omvim&s with microfinance clients in Peru
that for borrowers to be able to increase theiome, education is the most important factor.
She concludes that “while access to credit is fomgt#gally important for economic
development in Peru, it is seldom sufficient toateesustainable change without support and
education from the bank or NGO” (Holmqvist 2010:2).

Moving from the global arena about the overall istpaof microfinance to the situation in
Tanzania, what have earlier studies and assessmbotg microfinance and its impacts in
Tanzania found7o my knowledge, the studies about semi-formal iafmrmal microfinance

in Tanzania are not numerous, especially not spalif about SACCOS and VICOBA. But
some studies have been found which argue that fimarwe doesn’t reach out to the poorest
of the poor and that it can help the rural pooséme ways but does not lift people out of
poverty. One study assessing how well the MFIs workanzania regarding its contributions
to poverty reduction, as well as a study from Eakap found that microfinance reach the
relatively poor but is less successful in reachirggpoorest, the marginalized and vulnerable
poor (Josefsson & Aberg 2004, Andersson & Wikstr@0@9). Furthermore Josefsson &
Aberg (2004:28) conclude microfinance to be a gmstrument for poverty reduction even
though they don’t reach the poorest which are irstmeeed and Andersson & Wikstrand
(2009:34) present that the clients believe thair tteonomic situation has improved after

receiving a loan.

Another study focusing on the VICOBA model and atsntribution to poverty reduction
found that VICOBA does not take the members oupaferty but it can “act as a buffer to
protect rural poor not to fall under the establéspeverty line” (Begasha 2011:abstract). The
author concludes that the VICOBA model does natltes all the members leaving poverty,
but by letting members save and take loans on @aebasis it protects them against deeper
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poverty and it helps to smooth consumption. Furtioee the author also states that VICOBA
has a positive impact on the members’ social sdnaand that this might be important in
providing an increased “sense of security” (Begdihl:46). In another impact assessment
of VICOBA in Tanzania Kihongo (2005) argues tha ¥HCOBA model is an important tool
towards poverty reduction since the study foundtpesimpacts for the members in several
ways, for example in increase of income and capitalpacity building and women
empowerment. But the author also points out, irtespf positive impacts, the fact that
VICOBA is informal and therefore not registeredpart of a legal framework, arguing that
due to this “VICOBA project is not a viable micneéince scheme and is limited to operate big

volume of money and hence not sustainable” (Kiha2@@b:76).
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5.RESULTS AND ANALYSIS

In this chapter the results are presented on thedaf the research questions and analyzed

with help from the theoretical framework.

5.1 Impacts on the members’ socio-economic situatio

There is a general agreement among the membe@ESS and VICOBA interviewed for
this thesis that these member-based MFIs haveiymsipacts on members’ socio-economic
situation and that they can be a useful tool forgoty reduction. However, as will be further
presented later in this chapter, many say thatoksdnot lead to poverty reduction
automatically, e.g. it depends on how the loansuaezl and some members mean that there
are obstacles in the way and improvements neede@A€COS and VICOBA to lead to
poverty reduction. Before presenting these obstaatel improvements the focus will be on

the impacts on the members’ socio-economic sitoatio

Apart from the emergency loans and the social floahs are given for agriculture and
business. As mentioned earlier most VICOBAs doprovide loans for agriculture resulting
in mostly business loans while the SACCOS in thisdg are mainly giving loans for
agriculture, even though they provide some loamsbisiness too. When taking a loan for
agricultural activities the most common things flman usage among the members
interviewed for this thesis are buying modern seedsting a tractor and paying day
labourers. But when asking about the most importdange since becoming a member the
most common answer is paying school fees followethding able to afford daily expenses,
to improve or build a house as well as the abtlitymprove a business and agriculture. In
most cases regular loans are not provided onlysébool fees since it is not an investment
resulting in a profit. The emergency loans, howeaee for education and health but some
members also say they took a part of the regular to pay school fees while some say they
used loans to invest in agriculture or businessciwhesulted in a profit that they used for
school fees. Regarding the business loans somepéssraf common small businesses the
informants are running are small shops, local veatats as well as temporary businesses like
buying crops or other things and sell them for ghlr prize in another village or in Babati

town. These small businesses help members to ditkesr income, which is important for
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farmers that are dependent on the weather and eaardued to reduce the farmers’
vulnerability.

The majority of the members also experience thay thave had an increase in income
because loans taken for agriculture and business lead to more profit which they in turn
have been able to use for other things such ay daihsumption, e.g. better and more
nutritious food and clothes as well as bigger esperlike paying school fees and improving
or building their house. The majority of the mensbeay that they can now afford life

requirements and basic needs easier as well ag able to take their children to school.

One representative example of positive impacts iandme diversion is the case of Aziza
Msongo who lives in Bongaiziza has been a member of a VICOBA group indiaieCARE

for about three years. She is 26 years old andshdarmer and is doing some business. She
has a local restaurant, which is called mama lisheBabati, and she has been able to do
some temporary business as well as start otherldmalnesses since she became a member
of VICOBA. In that way she has diversified her meoactivities. Since she became a
VICOBA member she has taken loans several timeggagrand has used them, among other
things, for doing temporary business like buyingl aelling things, e.g. kitchenware and
women'’s clothes, as well as to start a small bussite make and sell bricks. This diversion of
economy has helped her to increase her income.tApan this she says that she has also
afforded to build a house, before she lived in ated house, and to pay school fees. Aziza
also mentions social impacts and says that sineebgltame a member of VICOBA she has
experienced an increased relationship with otheopgbe and she says that she now knows
where to go if she has to get support to solveablem. Before she had to go to a friend in
case of emergency, now it is better when she can tee VICOBA. Among the obstacles and
improvements needed she says that the loans ark anthalso there is a lack of capital
because people are not paying back on time. Evamgthshe has been successful in business
and diversified and increased her income, she s$hgt her VICOBA group needs more
education about business and entrepreneurship dieroto lead to more development for the

members.

Just like Aziza, the majority of the members intewed say that they have had an increase in
income since they joined the SACCOS or VICOBA, etleyugh it is difficult for them to say

how much. Several members count their income iseréa how much harvest they get. For
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example one man says that since he became a mefmbkrungano Mamire SACCOS and
has taken agricultural loans he has increaseddmsebt from 5 bags per acre to 15 bags per
acre due to modern seeds, day labour and bettévatidn. But there are also some, even
though only very few, of the members saying thaytihave not experienced an income
increase. For example one member of Muungano Ma8A€@COS says that the increase of
income is only when you receive the loan, when gay back there is no increase of income
left. Even though this member has started a smaliness since he became a member of
SACCOS and in that way diversified his livelihoodsis he does not experience an income
increase. He says that he has not had any traimibgsiness and entrepreneurship and that it
will only lead to poverty reduction if they educgteople, since many members do not know
about the benefits of SACCOS, how it works and dbumderstand the information. Another
villager in Orngadida that is a member of both SALICand VICOBA says that she has been
able to do some small business thanks to SACCCQSheualso says that it is now the second
year that she is unable to cultivate all her laeddose of too little capital and she has not
experienced an income increase because all thit goafs to school fees. She recently joined
VICOBA and thinks that it helps her more than SACGE@ccording to her Gallapo Farmers
SACCOS is too bureaucratic, it takes a long time iardifficult for poor people to get loans
and benefit from SACCOS. Further she mentions ithist easier for the members that are
active in the SACCOS, e.g. board members or innangittee, to get loans. Just as mentioned
in the methodology chapter several members intemdefor this thesis turned out to be active
in the SACCOS, which can be a source of bias.dfattive members do get loans easier they
might for example experience more positive impacts bigger income increase compared to
non-active members. Since several members inteeddvave been active the proportion of
informants experiencing positive impacts and inconueease might be bigger in this study
than is the case in the reality. However, ovetadiré is no distinct difference in regards of

perceived impacts observed between active and cibreanembers in this study’s findings.

Many of the informants mention that they preferC@BA becuase it is easier, more
participatory, less bureaucratic and no costs tmime a member. Some people can not even
join SACCOS due to membership fees and expensigeshand several members say that
they know people that want to join SACCOS but thaye too little income so they can not
afford it. The only people saying that they pres#&xCCOS seems to be people with a little
more money, not the poorest, and they say that grefer SACCOS because SACCOS

provide bigger loans.
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The case of Simon Nade in Mwikantsi village is ammmaple of a member that prefers
VICOBA. Simon has been a member of Muungano Mamire SAC@@E 2005 and a
member of VICOBA for almost two years. Simon @ranér and also runs a small business.
He owns a mill to make flour, so people come towith their crops and pay him to use the
machine. He has only taken a loan from SACCOS duedo low capital in the SACCOS so
they were not able to provide many loans, but ey have more members so the capital has
increased a bit. Simon used that loan for farmit\vities and for his business and bought
for example diesel to the mill. From VICOBA he ted®n a loan 2-3 times per year and also
he received 50 000 TZS from VICOBA'’s social funérwhis father was sick and needed
treatment. In his VICOBA the money from the sdtiatl does not have to be repaid. Simon
experiences that he has only had an income incrrase VICOBA, not from SACCOS, and
he says that more people now see that VICOBA ig lmemeficial than SACCOS. In SACCOS
there are no benefits apart from getting loans ardmentions lack of transparency and lack
of information from the SACCOS to the members anlem@bstacles as well as no training
and education to the members. In the VICOBA he thagshey are still trying to find ways to
come out of problems and he likes that is on \@ldgvel, more transparency and more
information as well as easier to get profit. Theimaroblem in VICOBA is late repayments
and from last year three or four people have siit paid back their loans since they broke up
the group and divided the profit at the end ofybar.

More about the obstacles that Simon mentions ilptesented in next section, but one thing
Simon mentions that a lot of the members talk pegit about is the emergency loans, which
are usually called social fund in VICOBA. Many infeants, especially members of
VICOBA, say that it is now better because if theyé an emergency they do not have to go
to friends and relatives anymore, just like in tdase of Aziza. Instead they know that they
can get help from the MFI in case of emergencysT$iin accordance with Begasha (2011)
saying that VICOBA can have social effects and giveense of security for the members.
Other social impacts are also mentioned, like iased level of interaction with other people
and that they exchange more ideas. One man in Giday&illage who is a member of both
VICOBA and SACCOS says that he has increased tlaiamship with other members,
strengthened social ties and shared information, nbainly through VICOBA where the

members are closer to each other.

28



Many of the informants are members of both VICOB&AI SACCOS to be able to take two
loans at the same time and the majority of the neemare planning to take more loans in the
future. Even though many mention problems and colega which are presented in next
section, they still plan to continue being a mendadt expect to take more and bigger loans
in the future. Even members saying that they haak problems with paying back former
loans on time, resulting in extra fees and exttar@st rates are planning to take more loans.
There seems to be a general agreement that thesg looth regular and emergency loans,
help to make investments and improve both busiaedsagriculture as well as to meet daily
consumption needs and pay school fees, especraliynes when income flow is low, for
example during the off season before the harves.tiThe fact that members take several
loans per year and that the majority interviewezhpb take more loans in the future, can be
an indication that these loans help people to nmakestments and improvements sooner than
they would have been able to do if they had to Veaiprofit from for example the harvest, in

accordance with what is presented in the NMP.

In accordance with Collins et al. (2009) the firginabout the impacts for members in this
study show that poor people do not only take Idanbusiness, but the way the members talk
about the importance of the emergency loans anthsayhey use part of the loans for school
fees indicates a need and an importance to betaligke loans for other uses apart from
business, like to cope with emergencies, pay sclieed and health costs and smooth
consumptions. The loans are not only taken to miageinvestments like expanding a
business or staring a new business, but these midsabed MFIs are important for these
members to be able to plan, control and diversigrrteconomy, and to be less dependent on
harvesting times and weather. Many of the memlads lbans several times every year for
small investments in agriculture, school fees oyitogi crops to store for later when prize is
higher. When you are poor and don’t have a buftertake from, it seems like these
institutions can help a lot if the loans are used productive way.

5.2 Obstacles

As already briefly mentioned some obstacles camehgn talking to members of VICOBA
and SACCOS about impacts, further development amdributions to poverty reduction.
According to the members interviewed the main aldetafor these MFIs to work effectively

are lack of capital, late repayments and lack obwedge and education about
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entrepreneurship and how to make productive investsnas well as about how these
member-based MFIs are organized and operated.

The major obstacle mentioned by almost all of tifermants is the low repayment status.
Late repayments are probably partly a result oeothbstacles also mentioned, like lack of
education and like some of the informants mentioortsrepayment time, high interest rate
and that the loans are not used in a productive Wso the fact that many members are
farmers and highly dependent on agriculture canemi@difficult for them to repay on time,
e.g. when the harvest is low due to climate andtabe of rainfall. This is especially if they
take a loan for agricultural activities. In turietlate repayment status also creates other
problems such as lack of capital resulting in othmbers not being able to take loans.
During the time period when interviews for this glsewere conducted the Gallapo Farmers

SACCOS did not give any emergency loans due taiagpwith low repayment status.

Lack of knowledge about entrepreneurship and basimeight be the main reason for an
unproductive loan usage, but also the fact thaMii@OBAs and SACCOS in this thesis do
not make any follow ups to see if members usedherd as they have said they would, as well
as emergencies and unexpected expenditure mighbalsauses contributing to loans being
used in unproductive ways. The repayment statusitnidg improved with more education,
longer repayment time and lower interest rate. iess@nted earlier in the background chapter,
education is mentioned in the CSA for all memberbé involved in the development of the
cooperative and an intensive training phase isadrfeur phases when starting a VICOBA,
but many members mention lack of knowledge anditigiabout entrepreneurship as well as
about the organization and operation of the MFlaabig obstacle, in accordance with
Holmqvist (2010) which found in her study in Pehatt education was the most important
factor for the MFI to lead to sustainable changettie members. Some members also say that
only the leaders and board members have had edncati

Regarding short repayment time it is mainly an atlstin VICOBA, which usually has a
repayment time of three months and many say thatighoo short and makes it difficult to
pay back the loans on time. For example one SAC@®@®ber in Bonga says that he is not a
VICOBA member because in VICOBA you have to do \aiiéis that give profit often
because the repayment time is short and you hasave every week. Since he is a farmer

and does not have any other business or souraacomie this is very difficult for him. In
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SACCOS you repay after one year and also put yawings every year after harvest he says.
Another VICOBA member in Mamire wants the repayntéene to be increased to six months
but she says that the majority in her group dodsmamt this change because then members
would have to wait even longer to get a loan ardels already a lack of capital so members
are waiting for others to pay back their loansrideo to receive one. Even Muungano Mamire
SACCOS, which have six months repayment time fbtha loans, have a similar problem.
Some members pointed out that they think six momh&o short but according to the
secretary of Muungano Mamire SACCOS they can notopg the repayment time at the
moment because then the members have to wait eager to get loans, since the SACCOS
is still young and still have a small capital. Tmslicates that more capital is needed for an
increase in repayment time to be possible, or astlén order to be effective, which can
underline the argument that support as well asslagith low interest rates are needed for

these MFIs to work more effectively, which is pneteel below.

Lack of capital like in the SACCOS in Mamire is #mer frequently mentioned obstacle. In
Bonga Group SACCOS low capital is also a problera thufew members. Bonga Group
SACCOS only have 75 members even though it stane2D05 and this is due to former
problems with leadership. The former leaders coutd organize the people and took
decisions without consulting the members, sometihgh resulted in a bad reputation for
the SACCOS, also there were few benefits for thenbexs and people did not see apparent
benefits of joining. Now the leadership has changiedl they are planning to take a bank loan
to increase the capital and provide more loansheomiembers can start benefit from the
SACCOS. It has been approved that they should ®waded a bank loan of 30 million TZS.
According to the secretary of Bonga Group SACCQS itha decision from the government
of Tanzania (might be from the JK Billions mentidna the background chapter) but the loan
is given by NMB with an interest rate of 18%. Borggaup have decided that they will add 4
percentage points for operational costs and prolades to their members with 22% interest

rate.

This is a problem according to the DCCO becaus&&@COS loose their freedom to set the
interest rate on their own and the TCCO says thasd high interest rates on the loans
provided by the banks benefit the banks more tharSACCOS and he continues to say that
because of these high interest rates from banksttiido educate the SACCOS to be more
independent. However, lack of capital is a big atlet in all the SACCOS and VICOBAs in
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this study and because members are usually péakas a long time to create a capital from
only their savings to satisfy the members’ requéstsioans. Even though all the MFIs
mention a lack of capital most of them do not takeank loan because of high interest rates
and fear about not being able to pay back dueisoathwell as late repayments among their
members. The secretary in Gallapo Farmers SACC@S that the bank does not consider
the problems their members face since almost ahem are farmers. If the climate is bad
and the harvest is low it is very difficult for tiheto pay back, so because farmers are very
vulnerable and dependent on climate the SACCOSncantake any bank loan he says.
Gallapo Farmers SACCOS joined together in a umo2006, from being smaller branches at
village level before, in order to get more powed amore capital to be able to provide bigger
loans to the members. But even though they are antwg SACCOS, with more than 1 200
members there is a lack of capital, which can pérl explained due to low repayment status.
Many of the informants think that the governmenbidd do something to make sure that
these MFIs are given support or loans so they canrgore and bigger loans to the members.
A few of the informants say that they have hearduala promise that the government will

give support to the SACCOS, but they say that tiee not seen any implementation of it.

One thing only mentioned by a few members, but twhscmentioned by both cooperative
officers as a problem and obstacle are the highrest rates. Many VICOBAS have an interest
rate of 10% per month, resulting in 30% for thenleéhich is usually supposed to be repaid
within three months. This gives an annual interat of 120% which according to the DCCO
is too high and the main reason why many membeakddfaepay the loans. He gives an
example saying that if one take a loan of 400 048,Tthen 40 000 TZS is supposed to be
repaid as interest rate after one month, and hg ablat kind of business can generate that
much profit in one month. Both SACCOS and VICOBA their interest rates by themselves,
but according to the DCCO they are not well dirdcad there is a lack of understating about
what the effects are when the interest rates asenhtgh. According to him many VICOBAs
see that it is a good thing that they pay interatd so there is a division in the end of the
year, like a saving that gives them profit laterbart they do not see the problems that comes
when it is too high. The results are late repaysierdgsulting in more fees for being late
which sometimes make people deeply indebted amdasates other problems like lack of
capital. For these institutions to work effectivelyd really help the members to develop he
thinks that the interest rate should be much |lcavier therefore he emphasises the importance
of education about how member-based MFIs like SAG@Ad VICOBA work and operate.
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Other obstacles mentioned, but not by the majaiftihe informants, are that there is a lack
of transparency and information given to the memli@rSACCOS and that the board takes
decisions without consulting the members. This & presented by VICOBA members

though, but one obstacle a few VICOBA members ment how they keep the money. The
fact that they are kept in a safe in someone’s hmmet secure when they are increasing

their capital. Some groups have an account in & bahnot all of them.

Regarding the late repayments both the SACCOS iitaggaand Mamire have started to
cooperate with a company called MASETO to help tleal with late repayments, and at
least Muungano Mamire SACCOS has experienced arkaivla improvement in repayment
status since they started to work with MASETO. Mayhis can be a good solution for other
SACCOS as well, though the problem might be thabsts a little. One can argue that for
these MFIs to really be pro-poor, improving the ditions, such as longer repayment time,
lower interest rate and more education could beeteb way to contribute to poverty
reduction. Instead MASETO put pressure on the mesnbg increasing the costs when
people are late with repayments and in that wayenpaople pay back on time because they
fear that their properties will be sold if they dot pay. Maybe a mix with both improved
conditions and an agreement with MASETO Company l&vdae the best solution and
increase the repayment status, and as a resulthascapital so more people can be given

loans.

5.3 Does it lead to poverty reduction?
“VICOBA is not only a tool for development, alsmaapon for poverty™

“| think it will reduce poverty, but not remove pengy”.

These two quotes are representative in the refultsd in this study regarding the question
whether SACCOS and VICOBA lead to poverty reductmn not. There is a general
agreement that these two member-based MFIs can teegubverty reduction but many
members also point out that it will only lead tovpdy reduction if people use the money in a

14 VICOBA member, Mdori Village, pilot study 2012-08-2
15VICOBA member, Mamire Kati 2012-03-27.
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productive way and that more education is neededtadntrepreneurship and business. The
first quote can mean that it is a weapon in the thay it really lifts people out of poverty or
the interpretation can be that it as a weapon agaleeper poverty, in accordance with
Begasha (2011). In general the findings of thisdgtis in accordance with the latter
interpretation of the first quote, as well as wille second quote saying that these MFIs
contribute to poverty reduction but do not lift theembers out of poverty completely or
automatically. This is consistent with Begasha (@0dnd Collins et al. (2009) arguing that
microfinance does not lead to poverty reduction lheips people to smooth consumption,

manage risk and cope with life.

Many of the members of both a SACCOS and VICOBAkhihat VICOBA leads more to
poverty reduction than SACCOS, because VICOBA isieza less bureaucratic, more
transparent, faster to provide loans, there is eonbership fee and they divide the profit at
the end of the year. However, there are also safbemants saying the opposite, namely that
SACCOS lead more to poverty reduction because VIE@8als with so small amounts so it
does not change and help much, but in SACCOS menuaertake bigger loans. This can be
seen from two different ways. In one way SACCOS banargued to contribute more to
poverty reduction because members can take bigges|which help more and can lead to
bigger changes, but on the other hand VICOBA caargaed to contribute more to poverty
reduction since it is easier and cheaper to joinclwhndicates a bigger outreach to the
poorest. What they have in common is that noneheint leads to poverty reduction
automatically, and in accordance with an earliedgtpresented, not without education given
to the members together with these savings and dearices. Additionally other obstacles
presented in the previous section also need tanpeoved for these to contribute more to
poverty reduction, e.g. longer repayment time, eisflg in VICOBA, lower interest rate,

external funding such as bank loans with lowerrggerate and so on.

It can be argued that these MFIs lead to povergucton indirectly in a long-term

perspective in the way that several of the infortmaran afford to pay school fees and
education is important and crucial for developmamd consequently also an important for
poverty reduction. However, it can be difficultpgay back a loan taken for school fees and if
that is the case it can be negatively in the shortand give them additional costs for late

repayments and they can find it difficult to repay.
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As mentioned, the majority of the members intenadwlan to continue taking loans and
some say that in the future they think they wilv@a@nough money so they will not need to
take more loans or they will be able to take a lsam a regular bank. But at the moment,
even though many members experience an incomeasenmany are still poor. This study
indicates that SACCOS and VICOBA can help poor pedp increase their income, to
diversify their activities and be less dependentagniculture as well as to meet basic
consumption needs and pay school fees. Being a ereoft/ICOBA or SACCOS can help

to reduce poverty, but does not lead directly toegpty reduction and the need of more
education and increased capital within the MFIsighlighted by almost all the members. In
agreement with Collins et al (2009) the DCCO in &alstates that “Microfinance is among
the tools that can be used in poverty reduction, v can not have only microfinance.

Microfinance is a centre, but we also need schdwispitals, various industries and so’8n”

18 |nterview with DCCO 2012-02-29.
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6. CONCLUDING DISCUSSION

In this chapter some of the results are discussed broader perspective, a few findings
beyond the research questions are presented an@ somclusions are drawn out of this

study’s findings. Lastly some suggestions for frrtlesearch are presented.

There is no consensus about the overall impactiafofiimance and whether or not it leads to
poverty reduction, but among the members interviewethis study the majority think that
being a member of SACCOS and VICOBA has had pasitiypacts on their socio-economic
situation, e.g. in income increase and being ablpay school fees, and the majority also
believes that it can lead to poverty reduction. Tésults of this study indicate that these
member-based MFIs can help people to increase ih@me, to diversify their activities
which decrease the vulnerability, to smooth condionpand afford basic things, pay school
fees, manage risk and work as a security in casamargencies. However, this study also
indicates, in accordance with some of the earesearch, that there is no guarantee that
microfinance leads to poverty reduction and thatrafinance alone does not lead to poverty
reduction. There are several obstacles for thesks kFwork effectively and the findings of
this study indicates that the biggest obstacleslawerepayment status, lack of capital and
lack of education in both entrepreneurship and hibwse MFIs work and operate.
Additionally short repayment time and unproductimgestments are among the obstacles
mentioned.These obstacles can affect each other, for exalapkeof education might lead to

unproductive investments and late repayments, whittirn create a low capital within the MFI.

The objective of this study has not been to ingasé the outreach of microfinance, but to see
what the members’ perceptions are about impac&A@COS and VICOBA on their socio-
economic situation. Still, it is an important anderesting question whether or not these
member-based MFIs really reach the most margirgleel vulnerable poor. As presented in
the theoretical framework some studies show thatafinance reaches the relatively poor but
not the vulnerable poor and even though this isthetfocus of this study some answers
indicate that this could be the case. Especial\6iaCCOS this can be argued to be the case,
which has higher membership costs than VICOBA apdsdime members presented to be
difficult and too costly to join. When asking abdhe differences between the two member-

based MFIs several informants answered that iagee to join VICOBA and as presented
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some informants said that VICOBA contribute moreptaverty reduction. This can be an
indication that VICOBA has a better outreach topberest than the SACCOS.

Another interesting thing that according to the L@ Babati is sometimes a problem in
VICOBA is dominance by people that are not congdeas poor. The DCCO means that the
real target for VICOBA is the poor and the problemthat sometimes people with already
existing capital join VICOBA to save but they dotriake loans. The poor members take
loans and pay back with a monthly interest ratesrobf 10%. At the end of the year when the
group usually divides the interest rate accordmfdw much savings you have this result in
the people with a lot of savings getting more & ihiterest rate even if they did not take any
loans and therefore did not pay any interest ilatéhis way money goes from the very poor
to the less poor. This was not presented by amhefmembers interviewed but something
important that could be subject of future reseaitlhis really appears to be the case in
several of the groups then some changes in operatight be needed. Apart from a need to
decrease the interest rate, the division shoulefilethe members that contributed to it the

most. Some other suggestions about further reseaechresented below.

These MFIs, especially VICOBA, have short repayntanés and can be argued to operate
and affect the members mainly in a short-term petgpe. For these rural member-based
MFIs to lead to a sustainable development therdniig a need to integrate a more long-term
perspective. Recently there is a growing amountesearch highlighting the need to link
microfinance with environmental issues, naturalouese management and sustainable
development and the term “green microfinance” haxsebbped (see for example Rouf 2012
and Anderson et al. 2002). Today, when the loares il relatively small and the
microfinance sector is still young, environmenté¢ets might be limited, but when the sector
and loans are growing the importance increasesnigfgiating sustainable development.
Expected increase of effects from climate changefanexample more droughts and floods
underline the importance of access to financiavises for farmers. Microfinance can be
needed and helpful in adapting the agriculturelitnate change as well as to decrease their
vulnerability by diversifying their income, e.g. Btarting a small business. None of the MFIs
in this study had any environmental policy or eammental conditions for loan usage and
barely any training about the importance of the irmmwment and natural resource
management. A few members mentioned that they haden little training about agriculture

methods such as the importance of planting treg$ailding contours to avoid soil erosion.
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Regarding future plans and development of thesesMbime VICOBA members mentioned
plans of starting a central bank where they camp ke money. Since VICOBA is still young
it will be interesting to see how these groups ica& to develop and what will happen when
they grow bigger. Many of the groups have alreattygased the cost for shares, i.e. the
weekly savings, so there has already been someagmo@nd development within these

groups.

Whether microfinance is the best way to reduce ggwa not is not answered in this thesis,
but it concludes that it can be one useful toa@utih several things can be improved in many
of the SACCOS and VICOBA subject of this thesisonder to work more effectively and

contribute to poverty reduction to a larger extefhis study shows a general agreement
among the members interviewed that even thoughoésdnot lead directly to poverty

reduction these member-based MFIs are helpful hisdnight indicate, in accordance with

some of the earlier research, that they are nesadelp people not to become more and
deeper stuck in poverty. Microfinance is not onbgitive or negative, for example it depends
on how the MFIs are operating, on the knowledgerayjrtbe members and how investments
are made. This study indicates that microfinanaeisthe only way and can not alone lead to

poverty reduction.

6.1 Suggestions for further research

This study is too small to express general conshssand only indications about the general
picture can be drawn. As presented the microfinaexor in Tanzania is still young and
there are improvements needed for SACCOS and VIC@BWork effectively and lead to
development and poverty reduction for members. Eylebally there is a need for more
comprehensive studies since there is still no amseabout the impacts of microfinance, not
even within the well-studied areas about impact moverty reduction and women
empowerment. Therefore more research within bagkdlrareas is needed, but | think there is
also a need for more research about the impaadang-term perspective and to increase a
more holistic view within the field of microfinancen accordance with the growing field of

environmental impacts of microfinance and greerrafilcance.

There is also a need for more and bigger studieBamezania focusing on several different
areas, but maybe most important are impact assessne see how well the MFIs are

working as well as to identify obstacles and imgments that are needed for more effective
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microfinance. More studies similar to the one udingncial diaries, to see how poor people
really use financial services, are also needed.bddlie most important thing to study is not
whether or not it leads to poverty reduction ingmah but to actually study how poor people
use financial services and how they should be desdigo really be pro-poor and help people

to improve their life situation.

Additionally more studies not only focusing on thecrocredit or microloans are needed, like
studying microfinance in a broader way as welltesimportance and effects of savings and
insurance. In Babati it would be interesting toegssthe SACCOS and VICOBAS again in a
few years to see if there have been any progresslamelopment since a lot of things are
happening and VICOBA is still young. Additionallypw to improve the legal framework for

microfinance as well as if there is a need to idelICOBAs and how this could be done is

another area that could be subject for furtheranrese
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