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Most of the MFIs provide small loans to clientele
in urban and peri-urban areas. Women form the
majority of their borrowers. Most of them have
records of high repayment rates. However the
outreach is very limited covering only about 0.0075
percent of the country's population of about 34.5
million people. The micro finance industry is
therefore at subsistence level in the country with
the impact on poverty alleviation being minimal
especially because the rural areas have not been
reached. Best practices to deliver MFI services
to the rural poor need to be developed.
Micro-finance NGOs adopt credit delivery
modalities that are based on group solidarity.
These procedures lower transactions costs of
borrowers screening and loan losses. However
other poor without social capital and character
reference (unemployed youths/graduates) to join
the groups are excluded from practices. At the
same time loan sizes are uniform to all borrowers
regardless of differences in financial needs and
business cycles. This serves more the interest of
lenders than borrowers and less the p ositive
effects on poverty reduction. More flexibility in
micro lending practice is required in order to
broaden and depeen financial intermediation for

the poor.




It has been shown that the poor do save in this
country. The MFIs especially savings and credit
cooperative societies (SACCOs) and MFIs have
raised substantial savings from the poor. This
avails an opportunity that can be made use of by
the conventional financial system to enhance
linkages between formal financial institutions
(FFIs) and MFIs, which at the moment is not being
exploited. This will in the long run lower the
dependency on eternal funding of NGOs,
contribute to financial deepening and eventually
reduce the poverty level as more people get
access to financial capital base.

Substantial money and energy worldwide has
been invested with the good intention of poverty
alleviation in poverty stricken countries like
Tanzania. Much of the support services have gone
to micro and small enterprises as they are thought
to play a key role in poverty alleviation. For
example the World Bank alone lent overUS $3
billion between 1973 and 1989 to foster a healthy
growth of the MSE sector (Sarder, 1997). At the
same time a number of outstanding micro-finance
institutions (MFIs) have been established as a
way of cutting the known vicious circle of poverty.
Micro finance addresses the financial needs of
the major sectors in population. They are primarily
facilitators than creators of t he underlying
economic activities that lead to widespread
economic prosperity. Micro finance services are
financial in nature and differ from other safety-
net arrangement such as food handouts, cash
transfer, etc. In Tanzania, it has been broadly
acknowledged that micro finance contributes to
poverty reduction (URT (a) 2000).

The established MFIs enable the poor and
especially poor households and micro and sma]]
enterprises (MSE) to have a¢
is because the poor and M.
formal financial institutions (FFIs). A number of
constraints fac‘fd .by the poor and MSE operators
lgoqug for credit in FFIg include lack of collateral
high m'terest rates, too high indirect ¢ ost o ;‘
borrowing (bribes and £ ollow-up costs) and

The African Journal of Finance and Management Vol. 11 No. 2

preparation of project write-ups (Shayo- Temu,
1998). Other problems are liquidity shortages
(business cycles not matching with terms 'Of
loans), corruption and personality clash with
lending officials (VPO and UNDP, 2000). ‘

On the other hand FFIs associate lending t0
the MSE with t oo high transaction costs t0
process and monitor the small volumes of credit
normally demanded, lack of track records UROE
which the credit rating can be based and hig
risk customers. Moreover, most of the FFIs lack
the innovative ability to design and offer
appropriate products to the MSE and poof
households (Shayo & Temu, 1998). d

Non governmental organizations innovatcr
modalities for offering financial services to PO° -
households and MSE. They started to operat® aS
small scale in delivery of credit (with Sa‘”ngr
elements) by utilizing the strengths of the po()_r
while at the same time working upon against th(:c
weaknesses. The delivery procedures include* s
self-selection and screening of the bofrowerré
group lending and use of group solidarity/ pr‘esS‘Ung
for timely and ful] repayment, close monitor! on
and well established management informa’! e
System, swift transactions (very short tm:l
between application, a pproval and eveﬂt;’ns
receipt of the loan). Savings in different fo ic.
such as insurance against loan, fund raising ee )
has been mandatory component of the scht:rn‘5
It is now widely recognized that even the v]ds
Poor can save. MSE and poor househ-onts
regardless of poverty level are treated as c“?-ng
and not beneficiaries of the NGOs, The hand” $
of clients/borrowers is therefore with b"smzm
mindset backed by social welfare enhancem e
motive. This has been referred to as social-M&" E
approach to financial services delivery to the hat
(Shayo&Temu, 1998a). The NGOs
concentrated their services in the Credlti
savings services for the poor householdSGOs.
MSEs are in this paper referred to as MFI-NU ces
Other institutions offering micro finance ser¥: Is»
to the poor include specific departments of
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government's schemes either operating
autonomously or under designated ministries. In
Tanzania, these include Small Industries
Development Organization (SIDO), Akiba
Commercial Bank to mention but only a few.

The most outstanding MFI-NGOs at global
level have been the Grameen Bank of
Bangladesh (Hashemi, 1997), BancoSol of Bolivia
(Glosser, 1994), Bank Rakyat Unit L>ssa System
of Indonesia (Boomgard and Angell, 1994). In
Africa and particularly in East Africa, Juhudi
Credit Scheme of K-REP Kenya is one of the
most successful MFI-NGOs in terms of providing
Micro financial services to poor entrepreneurs
(Mutua, 1994).

Juhudi has been reckoned for being able .to
Provide credit to the poor on commercial basis.
K- REP through the Juhudi scheme has recently

€come a bank.

The Grameen Bank (GB) of B angl?deSh
(started by Professor Yunusat University of

hitaggong on an experiment basis in 1976) has
Won a reputation of Bank of the Poor. GB has
8reat outreach covering almost 50% percent of
the villages in the country in 1995. It has extended
Credit to over 3 million poor women in Bangladesh
and the repayment rate has been 100%- It has

€en reported by many that most of the GB
clientele have been empowered 1ot only
:fOHOmically but also socially and thetr health

atus has improved. .

Most of tll?le success has been attributed {0

the modalities of credit delivery and follow UP-
redit delivery model has been mainly gw;z
ending in GB although in other MFIs llkc ltlas
ancoS ol and Bank Rakyat mdlwduallendlng e
®ing d ominant. C ommitted and lnnovaftt} ";0
Management, motivated and dedicat.ed St?l nor
Poverty alleviation, long termand contlnuosd.o ate
SUpport, government political will to eradic
Poverty are among other fa
sy ensely contributed to the S
ostenance of the services of th¢
"8 period. Whether similar €V!

uccess an

he MFI over 2
dence on the

relationship between MFIs and Poverty
alleviation in Tanzania could be found is a subject
of this study.

STATEMENT OF THE PROBLEM

The Tanzanian government recognizes the need
for micro financial services to the poor as one of
the ways towards poverty alleviation. As stated
in the National Poverty Eradication Strategy
(1998), the long-term objective of the government
is to reduce abject poverty by 50 % by the year
2010 and eradicate poverty by the year 2025. In
order to realize this goal there is need for
developing financial system that can reach the
majority of the poor in the rural areas. The system
has to be able to mobilize savings and at the same
time deliver credit services to the poor. It is for
this reason that the government has been seriously
supporting micro finance programs and schemes
that are in pursuit of this objective.

The growth of MFIs in Tanzania, particularly
the non-governmental ones gained momentum
from early 90's. There are about 100 MFIs in the
country at the moment. Most of the MFIs are
donor-funded although local members solely own
some. Some of the MFIs in the country lack the
capacity to deliver the expected services. Only a
few of these MFI are not branches of international
NGOs. They therefore have practices that have
to be tailored to the needs and objectives of the
parent NGOs. Those that are owned by private
individuals have the objective of ensuring that
their activities and thus existence are sustained,
thus the profit generation motive is implicit in their
operations. The MFIs that are member owned
are guided by regulations that have been agreed
upon by all the members. Due to these differences
there are differences in their services delivery
practices.

Elsewhere in the literature, it has been asserted
that the modalities of the operations in Tanzania
are similar. They all except a few use the group
lending approach in the delivery of credit services



(VPO and UNDP, 2000). Our contention is that
there are differences in the credit practices of
the various MFI depending on the objectives of
the financiers, the ownership and experience
gathered and possessed by the various MFIs.
Most of the documented practices of the MFI
concentrate on the evaluation of the MFIs, in
particular financial sustainability (Chijoriga, 1999).
Other important elements such as client selection
criterion, repayment enforcement, approaches to
savings mobilization strategies to expand outreach
and measures towards sustainability remain un-
researched and thus undocumented. The
exploration of the linkage between MFIs practices
and poverty alleviation in the country remain
unquestioned. Therefore the objective of this
study was to identify the different MFIs' practices

and examine how they contribute towards poverty
alleviation.

THESTUDY METHODOLOGY

Most of the findings reported in this paper come
from a study carried out in four regions, namely
Dar es Salaam, Mbeya, Arusha and Mtwar:a. The
study aimed at investigating how
in the mentioned regions bear
alleviation particularly on women

Two questionnaires were used i
data. One questionnaire was sent
by the MFIs' staff. The senior/p

ofﬁce;rs who are most conversant with the MFIs
practlce:s and strategic objectives were requested
to provide the information, A total of 13 MFIs

were studied and all of them gave useful data.

The second questionnaire was served to the clients

yvho pr0\_'ided data to substantiate the institutional
mfoqnatlon of MFIs. Women borrowers in groups
provided answers in the form of focus group
discussions guided by the researcher. In total 87
MFTI borrowers were interviewed. In brief the
questions to the borrowers were aimed at finding
out the effects of the borrowed funds on their
enterprises in terms of reduced poverty level

MFIs practices
upon p overty
borrowers,

n gathering the
and answered
rogram credit
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(increase of disposable i ncome), cregtion Oj
additional income generating activities aﬂd
improvement in welfare i.e. incr§ase
expenditure on health, education and hous{ng-
In addition, a number of reports and studies Of
MFIs were reviewed.

REVIEW OFLITERATURE

The Status of Poverty in Tanzania

is
Poverty is a multi-dimensional congept. I:rty
difficult to define it uniquely. In Tanzania poV

: : -income¢
~measures include both income and non-1n

human development features (PRSP 2000)- Thz
most common definition of poverty addresse'st o
income dimension of poverty. In such deﬁm.; 2
poverty is defined as the inability to attal o
minimum standard of living. Thus poverty Wothat
be measured by income (expenditure) leve_l ing.
can sustain a bare minimum standard of 1! €Y
Based on the 1991/92 Household Budget Sur¥ in
around 27 % of the Tanzanian people Wer .
households with total expenditure that wc
insufficient to obtain enough food t0 mo t
nutritional requirements. At the same time, 2 c
48 percent of the households were unable 0™
their food and non- food basic requirements- q
various estimates for the year 2000 shoW 1and
poverty levels are over 50 percent in Mal?
Tanzania (URT,2000).

Column3 inTable 1 shows the level Ofpovertz:,
in Tanzania using the Headcount Index (HDﬁrlC
Hl shows the proportion of the population de ard
as being poor i.e. those whose measured St3” ine
ofliving is less than the poverty line. It is Ob‘io a
by dividing the number of poor by the ity of
population in the area. Using the HI, major! the
Tanzanians (about 51%) are living beloV
poverty line. it 18

As correctly argued by Likwelile (2000 ;tof
insufficient to conceptualize poverty in t€ ncys
income and expenditure. Health, life expect? es
access to clean water, gender balances sjons
position in society etc. are other central dime™
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of human welfare. That is poverty has to do with
the general quality of human life. Thus issues of
command over resources, utility and capability
_(avmdiﬂg hunger, illiteracy etc.) are all important
In conceptualizing peoples' welfare. In this
Context, attention neegs not only be directed at
Income and employment generation but education,

health c are, access to clean and safe water,

housing and food security.

Progress in human development is measured
through a measure of socio-economic progress
called HDI (Human Development Index). HDI
Integrates life expectancy (longevity), literacy rate

kn°W16dge) and income. It is an approximation
for capturing the many dimensions of human
Progress i.e. how well resources are used in the
advancement of human development. The lower
the index, the lower the quality or efforts at
€nhancing human development. Column 2 of
Table | gives t he HDI e stimates for various

Tegions in Tanzania.

Table 1; HDI and Headcount Index-for Tanzania

\ -
Region _ HDlindex _ (Headcount index)
Dar es salaam 0.658 20.5
Hlimanjaro 0.536 309
Arusha 0.533 47.2
Tanga 0429 514
Innga 0.425 56.6
MWanZa 0.420 46.9
Orogoro 0.411 558
beya 0.405 42.2
Dodoma 0.399 66.2
Mara 0.388 51.2
Shin)'anga 0'375 56.6
Ruvuma 0'3 58 42.5
Coast 0.348 385
Singida 0.347 72.0
TabOra 0'344 40.6
twara 0.319 663
ukwa 0.288 79.8
Kigoma 0.265 83.3
Ling; 0.236 60.5
Tanzania oz0s N0 _—

7
SOurCe: Tanzania Human Development RCPOI’t (199 )’
Semboja er al., (2000)

From Table 1 it is apparent that the level of
poverty measured by the two indices differs
across regions in the country. Implications are
that poverty alleviation measures with the target
of increasing equal distribution of income and
resources across the whole society must take into
account the poverty differentials at regional levels
and also individuals.

Studies on profiling of poverty have come with
five categories of poverty with different distinctive
features. These are the poorest, the poor, the quite
poor, the OK and the wealthy individuals.
Examples of each category are given in Table 2.

One notes form Table 2 that poverty denotes
the condition of people who are unable to meet
the minimum basic standards of human well-being
as perceived in different societies around the
world. Poverty involves a range of inadequacies
in economic, social and human security
capabilities. Indeed, some recent definitions have
gone further to include issues of dignity (people's
freedom), autonomy (ability to choose s elf-
fulfilling and rewarding life styles). Thus poverty
is more than physical deprivation. UNDP has
defined human poverty as deprivation in essential
capabilities like longevity, knowledge, provisioning
and community participation (Likwelile, 2000). In
a nutshell the concept of poverty goes beyond
objectivity to what individuals consider to be poor

or deprived.

Strategies for Poverty Alleviation

Any suggested package for poverty alleviation
has to recognize the fact that poverty is a
multidimensional problem. As such in order for
one tobe able to properly design, implement and
ss programs intended to reduce poverty, an
that reflects the c omplexity of the
problem of poverty must b? used. In the case of
Tanzania such poverty alleviation programs must,
asa minimum, aimat:

asse
approach

. Emphasizing shared growth to widen economic
opportunities;
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Table 2: Characteristics of different poverty levels in society

Poorest Poor °  Atlcast onc parent has a
e  Single parent *  Temporary jobs permanent job |
unemployed or two *  Have some food, but e Children attend schoo
parents both struggle regularly
unemployed ®  Pensioners with many Good housc
e Many children children More than enough food
¢ No means of ¢ Lotsof children
provision except by e No pension Wealthy s
begging having some sort of e  Professionals and busincs
e  Widows with lots of house not good made owners
children of mud ¢  Good money to .
e  Orphans Quite poor adequately supply family
¢ Inability to educate * Earns enough to cope e Children attend school
children daily, mostly temporary regularly
®  Almost never buy work/self-employed *  Electricity in the house
clothes *  Few children to look *  Owning a television
e  No assets after e Smaller familics
¢ Insufficient poor Have sleeping place °  Owninga car/gun
quality food, Children attend school ®  Eating bread with
sometimes have to irregularly margarine
beg for food *  Ableto buy enough *  Children attending tertiary
e No proper place to food education
SICCR poor  quality *  Payouts from old jobs Company pensions
housing OK Food in abundance
*  Pensioners without Excellent housing
dependants
*  Good supply of food
® Few children

+ Promoting individual initiative i.e. private
sector development;

+ Enhancing qua'ity of life j.e. human
development or meeting basic needs;

+ Working to reduce gender inequalities t o
create ajust society;

* Addressing the rural question to bri
majority along;

+ Investing in (modern) agriculture to ensure
food security and stable incomes; and

+ Institutionalizing participation and good

governance to imbue a sense of accountability
(Likwelile, 2000).

ng the

In Tanzania proposed s trate

0S¢ gies for p overty
alleviation are multidimension

al. They embrace:

Raising the return on assets;

Increasing the non-farm employment;
Designing and implementing policies N
accelerate economic growth i.e. ensuring tha
the poor acquire own capital base;
Involving the poor in the poverty alleviatio”
process, because they are the agents that n€®
be changed; t
Instituting property rights taking into accou™" -
gender inequities; and he ’
Continuing to study and documentingt
forms, nature, changes and distributio_n.0
poverty in order come up with polici¢®
measures that can correctly redress the
situation. (URT 2000).

that
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Since

o ﬁnar::iztl of thd MFIs aim at increasing access

ingredients ?ﬂwces to the poor, the above listed

do apply TO}: any poverty alleviation program

contribute('it e extent to which MFI have

be exami 0 poverty alleviation in Tanzania will
ned with the above ingredients in mind.

MFIs Achj
Achievements and Poverty Alleviation

Kno
relat:;f(ti()g ?‘1 abO.Ut the achievement of MFIs in
Poverty a| e\?ns. performance but specifically on
t one extre1 ation remains partial and contested.
ave beneficn']e are studlgs arguing that MFIs
0ssain | 9912? economic and social i mpact
yne, 1994), Ir Holcombe, 1995; Otero and
that mi’cro-f ). In this context it has been argued
Mpact oy l&an?e might indeed make substantial
isadvantg de incomes and welfare of_m ost
ANy finan cig:1 - groups, even in a country without
Slsewhere ; infrastructure (ILO, 1997) MFIs
O jobs cre y Afr‘?a have records having impacts
9V the ILO%',O“’ income and welfare. AS grgt}e
'S the maj {recFOr (1997), poverty eradication
The Dire:;1 objective in the operation of the MFls.
‘€ans tg tor argues that MFIs give the poor the
fisks. Ace save and protect themselves against
Vestme;tss to micro finance to MSEs facilitates
the W ? that create or sustain jobs- & stddy
Wings rld Bank using data on consumption,
F at mi; assets ownership and net worth shows
? prOvero credit not only reduces poverty and
also es Wwelfare of participating households but
SUstain t’llh?nces the h ouseholds' capamty to
Owdh €ir gain over time (Khandiker an
‘ t}:‘ry 1995).,
“Qution; ¢ other extreme ar !
the nemg .agai“St such optimism and pointmg to
v Ontgomes Impacts the: MFls can 1%
th() ischic ry, 1996; Rogaly, 1996; dammists
Mflt FI © 1.992). It is held by the pessl p
b w d Services are not sustainal?le as mo
bol'ro\v:pen.d on extema] funding- 'Mfl'(l))’
gorr“Winrs find themselves i1 the spird 00
) O.g as the credits they recelveq ar¢
U'them to spin off the poverty circle-

those studies

In the middle are the wo i i
beneficial impact but argue t}:a];tsr;?f:ol-g:;nfy
does not assist the poorest as is often clair:cdcl
(Hld{tlf: 'and Mosley 1999, 1998, 1996) The'
position is mainly associated with the shift tdwards
"better offs" in MFIs programs over time becau X
of the pressure toward financial sustainability ge
the institutions t hemselves (Mayoux, 1999)y

- Hulme (19990 argues that different strategies are

needed to reach and effectively assist the poorest
households. Direct assistance in terms of food
handouts or other direct safety nets such as cash
transfers could be more appropriate than would
micro finance services. These contested views
are important in assessing the impact of MFIs on
poverty alleviation in a country like Tanzania.

MFIs in Tanzania
xistence of MFIs has no long history in
ther countries in the region such
as neighbouring Kenya. In Kenya one MFI-NGO
has graduated into a bank, i.e. the K-Rep Bank.
In general NGOs in Tanzania were deliberately
depressed during the socialist era because they
were perceived as not playing a significant role
in development process. However a fter the
country's plunge into the economic crisis in the
jate 1970's and 80's, NGOs were recognized as
one way of attracting foreign resources into the
country. At the same time the structural
adjustment programs together with other
economic and social reform measures recognized
the important role that non-governmental
development process.
NGOs are now regarded as
ting the government efforts in the
t process an

The €
Tanzania as ino

In d ec d ’
complemen

developmen

d not a threat.
By 2000 more than 1,800 NGOs had been

istered countrywide (Assad, 2000). Out of

100 NGOs ar¢ operating as micro-finance
institutions: ¢ estimated number of the clientele
about 240,000 (Dinwiddy, 2000). The

rage 1S still very low at about 0.0075%



of the country's total population of about 34.5
million people out of whom 80% live in the rural
areas where the level of poverty is very high. In
the following section study findings of the MFIs
are presented.

FINDINGS OF THE STUDY

The study findings include the categories of the
MFIs studied, practices of fhe MFIs and
contribution to poverty alleviation.

Categories of MFI Studied

From the study results we could categorize MFIs
in the country into five groups. These are: (a)
Government funded MFTs, comprising the central
or local government schemes that have been
formed with a specific objective of delivering
financial services mainly credit to specific groups
of population normally, sp ecifically to small
industrialists and resources-disadvantaged ones
like women, youth, disabled. The schemes include
the Small Industries Development Organization
(SIDO), Women D evelopment Fund of the
Ministry of Community Development, Women
Affairs and Children and Dar es Salaam City
Commission; The second category is that of the
financial NGOs (MFI-NGOs). These include
international branches of NGOs and | ocally
founded and based NGOs that are dealing with
the delivery of micro-finance services to the poor.
Those included in our study were Swiss Aid,
PRIDE, MEDA, SEDA, SERa, Poverty Africa,
FEDA, Presidential Trust Fund for Selfreliance
(PTF).

Savings and credit co-operatives (SACCOs)
are the third category. These are members’
organizations mostly workers from the same
organization (e.g. local government workers at
municipal level) or professionals (e.g. teachers).
In the fourth category we count the private firms/
religious organizations that are delivering financial
services with one of their objectives being poverty
reduction. In our survey these included Caritas

and the Tanzania Finance Women Company.
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Micro financial services from the FFIs suChf'f[‘;
the Akiba Commercial Bank fall in the fi
category.

MFIs Practices and Poverty Alleviation

In this section we shall discuss the practices of
MFs. The practices have been examined undef
seven different aspects namely: (i) slients selection
procedures (ii) repayment enforcement (u
savings mobilization (iv) lending condition$ (‘_’)
outreach including areas of o perations (vi)
Sustainability strategies in place

Future Outlook

Differences between the various categories, Olf
MEFIs will be described if found to be substanti®"

Clients Selection Criteria and Existing
Procedures

Almost all the categories of the MFIS descn]?ed
above €Xxcept small-scale o nes are targetm%
existing micro and smal] enterprises. Generqu on
all MFTs, no loans are given to a client with ac
outstanding debt. M ost the MFI-NGOS arE
targeting adult i ndividuals in groups. sM
borrowers may also be business startefs’.th?s,
must however produce good and viable busif®
plans to qualify for the loans. iba
But the credit department of FFIs like Akl e
Commercial Bank, has a d ifferent clienwor
selection System, that of searching for a gu aranher
for the individual borrowers and not group of ot S
borrowers. For government supported scherm s
borrowers have to organize themselves in 8¢ Oltlllq)e
before they can apply for a loan f rom
schemes. The composition of the group i ; to
specified. Group members that are intereste S.
borrow from the schemes do select themse -Vzts
Similar procedures apply to the selection Ofcllei
of MFIs-NGOs. Self-selection process 18 a r's
strict in MFI-NGOs as members visit each 0t e
business premises to assess the viability befoke
accepting a member into group. They als© @
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Intere .
familizz lt)ZfCXChange ‘,“formation about their
group. As ore accept'mg a new member into a
closely re]a result clients for MFI-NGOs are
iends ThiaFed some are family members or
PTF. . This is the true, for example, with PRIDE,
M :
as Par(t)sgfolf the clients undergo pre-loan training
the traininoan application process. The length of
to one rf ranges from a minimum of one week
go"f’rnmen:)nth (PRIDE and PTF). Local
Salaam City (S:f:hem.es ‘take longer period (Dar es
m1999), ommission Scheme was operational
Th ..
the pa:t;::;?mmg tak‘fs a form of meeting in which
Procedureganft,s are informed about the rules and
OPportunity of the MFI in question. The same
of the basl-s taken to sensitize the clients onsome
agemenic T;kllls_ of business and credit
Y MFs 1k e training attendance is also used
assess the ¢ PRIDE and P overty Africa to
Potentia) bsenous"eSS and commitment of the
E orrowers in their groups. In the case
“_/ho the pr, l} 15 Only those potential borrowers
Single dq e-loan training without missing even @
en dy that qualify as clients.
i uentiael:rfo fthe borrower is one the most
Tocess, nflc?of that is considered in the selection
Imogy 5 spartioularly so in the MFLNGOS.
Proport; the financial NGOs have set
ortion of women to be reached in their

° w
°the?;n e the same with PRID
Women, ike MEDA 60 % of the ©
Ot
specif}ilzg MFIs programs of FFIs have not pre
SMa a but definitely serve womern as well.
'®garq] nd SACCOs offer theil services
re"ealedess of the sex. However OUr study
Yo en that 46% of the SMA borrowers were
Pe e.nFreprel’leurs.
SACCf)lflc selection conditions apply f(?r
Predete S. The selection of borrowers is
themselrm ined by the nature of the jnstitutions
Csize ves. A borrower must be member 20
of loan has to be consistent with the rules

lients are

namely a maximum of three tim

. . es the valu
sz;vmlgs. C;phmclty to pay is determined by the l:v(;f
of salary. Thus a higher salary attr; i
loan than a lower salary. wots a higher

Enterprises Targeted

Many of the micro enterprises being supported
are in trade sector and less in processin

industries. E xceptions here are SMAs ang
SACCOs. The former is by history activel

engaged in the manufacturing sector. SACCO}s,
extend credit to the needy members engaged in
¢ (provision of loans to make bulky

agricultur
purchase in the post harvest periods or inputs for

farms), e ducation, health or personal houses

construction.

Weaknesses Observed
ed from the above selection

criteria is that many of the poor people wishing
to start micro businesses as a way of disentangling
themselves from poverty cannot easily be
accommodated in above criteria. These include
the youth who lack social networks as they cannot
easily be trusted to join groups. The same applies
to "the new poor" groups of unemployed fresh
graduates with knowledge but without practical
entrepreneurial skills, salaries and capital base.
Such individuals are effectively crowded out of

the MFIs P ortfolio and in particular out of
SACCOs which workers associations per se tend

to gravitate to.
The kind of businesses that are being
onable. Very little support

supported ;s also questt
into the processing /manufacturing sector,

js going 0 . : .
mostof credit goes into petty trading and services
sector. It is wn that manufacturing

lue in the economy

ds higher V2
others. Itis therefore doubtful as to

poverty alleviation can
y supporting mostly

0 emaximumb
trade sector and less the industrial

What can be discern
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Using the group formation and lending approach
in the government MFI schemes has in some
regions suffered from political intervention (VPO-
UNDP, 2000). Politicians have used the schemes
as their campaign instruments. The danger here
is that the business philosophy in the delivery of
the credit services suffers which ultimately lowers
the willingness to repay and the ability of the
scheme itself to become financially sustainable
and to increase outreach.

Group modality has also been shown to exclude
the very poor of the poor as these may either
exclude themselves from joining or be deliberately
excluded by "the better-offs" from the groups,

Repaymént Enforcement Mechanism

Loan repayment enforcement mechanisms are
designed to suit the circumstances of the parties
involved. They are usually a creation of the lender.
For government schemes like SMA borrowers
enter into a contract with the lender in which the
grace period and other terms of the loan are
specified. Normally a borrower is required to
contribute a fixed percentage to the value of the
project being financed before loan approval. At
the same time if the loan is given in form of an
asset the ownership does not pass to the borrower

until after the payment of the fina] balance (Use
of Hire Purchase system).

Group pressure and credit off;
were used to a less extent in the ¢
central governments' schemes. S
these measures was Very minim
to rules was not in place, The

were at most 10% (Women Development Fund).
Enforcing loan Tepayments from the MFI-NGOs
(PRIDE, Poverty Africa, SERa, SEDA, PFT etc.)
involved a blend of measures which all contributed
to very high repayment rates. Repayment
enforcement practices in the financial NGOs are
given below.

Loan Enforcement Repayment Practices of
MFI-NGOs

cer follow-ups
entral and local
uccess rate with
al as compliance
repayment rates

a) Members of groups guarantee each other,
there is no real asset as a collateral such that
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ifrepayment is due and a member capnOt P‘i‘z
the other group members pay on her/his beha 1 )

b) Starting with small sized loans that can be eastly
be repaid if business performs well. ' Is

¢) Very short and frequent repayment interva .
(weekly basis for PRIDE) with virtually I
grace period; hich

d) Imposition of penalty against the groups Whi
fail to pay on time; .

e) Frequeslt (most frequent are weekly) meetings
to pressurize loan repayment; from

f) Very short grace period (e.g. one week) fr0
loan receipt to repayment;

8) Very frequent repayment intervals (short;?S:
one week) so that to lessen the risk of sa'¢
revenue diversion into other uses. ' or

h) Veryclose loan monitoring by the credlt. offic d
Indeed, like the case of Poverty Africa 2%
PTF the credit officers are always on .thees
toes following up their clients and at tim
offering assistance where it is needed. at

) Detailed and effective manageme
information systems have been inst1tuthI;
Management and staff in general are on on
of the day knowing always what is going
in their loan ortfolio;

j) Use of ince?ltives to repay effected thouih
increasing the loan sizes for good repet o
borrowers that may need larger 10anS )
finance their growing businesses does th1S; ;

k) Social exclusion of members from groups g
one is proved to have deliberately defaulte®
and ty

) In extreme cases personal prope
(household items) have been confiscated 2"
auctioned to recover the loans.

These measures facilitate e arly detectlontoi
possible defaulters before it is too late. At o
same time the penetration of non-needy clie?
canbe minimized,

. re
Strengths of the enforcement practices 2
many,

* Certainty of very high (almost 100%) l0an
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re
poﬁyrrg,e:]rat?- This has a positive impact on
repaid ca ﬁwatlon measures, as the funds
needy Clie?qtse re-lent anq circulated to other
of € conomj and thus facﬂitates the expansion
reduces po Jc activities a nd t hus p ossibly
MSE; erty in additional households or
Low i
from :llesll’(y (])(I).l tline part of the lenders arising
the se]f-selW oan l.osses. At the same time
tranSacti(,necnon procedures lowers the
tremendoug] S T;?Sts for credit rating
II:’A,IFI“NGOS;Y. is was acknowledged by all
Onitori
if agcl:)or;l nag of the performance of borrowers
elps c]ll?emed w1th some advisory services
Owever t}r:ts ‘to improve performance.
Practiced b IPS 1s doneat a low scale and
anced y PTF credit officers mainly;
a5 an instj til:stamabﬂny chances of the MFI
and virtya]] 19;’ due to low transaction cOsts
incrt?asgdnl toan los'ses; ,
Number of 1 outreach in terms of increased
at the loa °I‘£owers resulting from the fact
quickly bac]r(le money (plus 1nter§st) flows
end the 1 to the lender who again can re¢-
Other bory oney to even increased number 0
owers.

We
akn

€sse )
are; s of repayment enforcement practices

+
Hj
in g:r-ttriz?;acﬁw costs on the side of the lender
almost oy aa(rigle m01'1itoring of loans, WhIC'h' 1S
the § nst; ily basis. This will limit the ability
Sustainap) itutions t o become financially
Actiong sue' At the same time other strateg!®
Tealizeq dch as capacity building will not be
' ue to lack of funds;
Woelz:OrF“'nity costs on the side of
onm a"?mg indirectl): from the time
an traini; etings (weekly meetings) for pre-
Orrow g and.l'epayrnent;
S0Ci0]gg; ers fail to repay they su
the grq gical effects of social exclusion
ups they have been associating with.

Orro
Spent

ffer the
from
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This is in .deed a loss of social capital which
many Africans make use in many incidences
of their lives (Mayoux, 1997);

+ Theborrowers self-selection practice may lead
to discrimination, where the group's formation
excludes the most disadvantaged individuals
The discrimination may also be combined W1th
self-exclusion from programs by the poorest
themselves when "better-off’ (though still poor)
people are involved. This has been reported
in Small enterprise Foundation in South Africa

(Mayoux 1999).

Savings Mobilization

s is the beginning of all financial

Saving
services are among the

intermediation. Savings
most beneficial service for the poor. Nearly all

households need to save to protect themselves
against p eriods o f low income Or cover for
emergencies like health expenditure. Enterprises
need to make savings from profits for re-
investment. Credit delivery should ordinarily be
accompanied by savings mobilisation.
Deposits-taking institutions in Tanzania are
subject to the central regulatory and supervisory
authority, the Bank of Tanzania (BOT). Thus
unless a uthorized and licensed by BOT no
institutions in Tanzania can legally take deposits
as a financial institution. All MFI-NGOs are
subject to this regulation. They are legally
disallowed to operateas deposit taking institutions.
According t0 MF]I policy the non-deposit taking
jnstitutions will not be subject to regulation and
supervision- imited supervision will applied to
the MFIs that are organized cooperatlyely among
people who know each protection (URT,

000a:13)
? Our study T d that NGO-MFIs and
money "savings" from

CCOs mobilize some
tS)c‘:'rower . exception is for those MFIs like
their law of establishment

which are by ¢ :
:l;;:alicitly prohibited to mobilize savings from

fTOWETS:
bo The MFI-NGO'S mob

ilise "savings" in guise
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of members registration fees, loan insurance
funds, groups funds. The savings are both
compulsory and voluntary. They do not categirze
themselves as deposit taker although they truly
compel their borrowers to save with them.

The compulsory savings are in form of loan
insurance Funds (LIF) i.e borrowers contribute
a part of the loan (5% to 10%) of the borrowed
amount into the LIF of the lender before receiving
the loan. This amount is normally deducted and
retained by the lender in the institutional account,
The voluntary savings are made by members in
the group's accounts or paid into the borrower's
bank accounts, which then save as an indicator
of seriousness to credit demand. In MFIs like
PRIDE members do contribute deposit the money
by the institution, while for organizations like
TWFC, the borrowers have to provide bankers
(FFI-inkage) evidence of the existence of the
money in an account. The loan insurance fund
Serves as a collective collateral for the loans. It
can be quite substantial, like the case of PRIDE
where the loan insurance had grown to Tshs. 6.5
billion by March 1999 (VPO and UNDP, 2000).

All SACCOs are by definition thrift
organizations among groups of workers in one
Organisation or in related o rganizations or
professions. They are thus actively engaged in
savings mobilization, which is the core activity.
Members in SACCOs do not necessarily join with
the motive for borrowing like in the MFI-NGOs.
The number of members in SACCOs ranges
between 100 and 1000 persons. The SACCOs
included in our survey was the Mikindani
Teachers SACCO of M twara, in which the
members were b orrowing according to the
repayment conditions set by their co-operative.
Most of the savings are used for emergency/
precautionary motives.

Strengths of the Savings Component

+ Savings services are among the most
beneficial services for the poor. It has been
proved that even the poor in Tanzania can
save. This creates an opportunity that can be
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innovatively used by the commercial ﬁnanc}a{
institutions to broaden and deepen ﬁna_m?flan
intermediation in the country. Intermedlaﬂﬁ
can take different forms from use 9f we'?’tie)s,
guarantors to poor or MSE to credit factll o
to the MFIs for on-ward lending to the PO
household and the MSE.

ct
+ Nearly all households need to save to prote

themselves against periods of low 1ncor¥1t:3lr ‘:
cover for emergencies like health expendlo .
Enterprises need to make savings from pr ain
for r e-investment. However this 1S ag 5
dependent on the ease and f lcxlblllt)'t
withdrawal of the savings made t0
depositors.

Weaknesses Observed

. e
+ The major concern here is the security Oig;
members' savings. As noted above the ri
Micro finance policy has clearly spelt oY an
a flexible framework for regulation to
supervision with respect to dep-OSIipleS
protection and prudential financial prin®
is in the making (URT 2000a:12-14)- they
+ The members forego other benefits that i
would get from their money by saving flow
the MFIs. This opportunity cost ought t© . )
back to them in terms of interest. ColléC™™. s
of savings from the poor without 1€ (han
further dis-empowering rather MET
empowering them financially. Mos.t rerest
NGOs have not specified the rate on I thei
on savings. Clients cannot withdraw m
savings as and when they want to. TheY oct
first quit from the MFL. This is an 20 '
where the MFI policy implement? .
mechanisms need to re-examine and derties
ways that to serve the interests of both P2
involved in the MFI business.

Lending Conditions

I
Lending conditions are imposed upon thi rates
clients to comply with, They include int‘?res 10
charged, loan sizes, minimum savings prior ©0
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applicati
extendezlotn(; rgfere“‘?es or collateral. Loans are
or those loz ults of 18 years of age or above.
8overnment ns lent to rural areas, the village
for the loans gzs:ard officers act as a guarantor
F, SEDA_ ursed to groups. This applied to

_ Lendj .
Include: ng conditions for most M F1I-NGOs

*
Most M
generalpil-tNGo's do lend as a rule and
Profitable ctice to borrowers who have viable/
have 1 projects. Many of these projects
All onnr O-E0IME; P
oang .
Tates for thade carry interest rates. Interest
Percent to : MFI-NGOs range between 17
interest ratesof percent per annum. Specific
';ppendix. or MFI- NGOs are given in the
ntere
°bserv:tti::tt,e§ for SACCOs have been
1.5% to 2 9%?1“8 relatively low ranging from
elOa L
ﬁ‘iCa)nsinngS either in group fund (Poverty
from Tshs l?obank account (TWFC) ranges
Year 1999)'. an(c)lo to 10,000/= per person (in
re~10an i ..
' Orrowegrtrsal.n ing attendance on the side of
Orowerg Tlhs another condition for the
total of e length of training ranges from
°Trowerso ne week to one month. The
Eandarf’ required by some MFIS
r th Q‘W Commission borrowers) f0
€ training cost.

a

Pay fo

Lo
an s
The . 2SS V.
TR 8 erpg a0 000/~ 0 st 2.5 million.
Wever arOungan for starting borrowers is
Tshs 50,000 and the repeaters

8et b
ghe
§ Ta
Peeq. | 2rmounts depending on the repayment

M
Teeq Fls Such .
as MEDA demand posiit¥®

i' endat;
l\I'IIf]:“.lll)en ial th:gn or character reference from the
bug Oes n es such as market/ward leaders:
Seg t? $h OuOt use the group lending approach
ity (g sehold or p ersonal property 38
Cycles, radio, etc.).
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Lending Conditions and Poverty
Alleviation

As already pointed out above the clientele of
MFIs are mainly existing businesses and matured
adults. These practices omit the younger
generation and starters from their p ortfolio

Unfortunately the young generation in Tanzania;
Jacks the social capital that is demanded by the
MFIs. They also lack the character references
that being demanded by some MFIs. To which
source of capital will this group of population
9 Mayoux (1999) correctly pointed out
that the focus on existing (women) entrepreneurs
with proven business track record means a neglect
of others who might indeed need the assistance

but lack businesses. This is in deed a shift to the
wpetter offs” individuals which works against
reduction of poverty. It in a way tallies with the
position held by others that MFIs may not reach

the poorest of the population.
Furthermore credit delivery to existing

business leaves other important aspects of poverty
alleviation s rt to education and health

uch as suppo:
expenditures. Loans directed to these other human
development aspects Wi

11 bring about lasting
contribution t0 poverty reduction.
Interest rates have no

resorts to

t been explicitly been
of the limitations by the
t of the small borrowers
fthe liquidity, to get the

borrowers.
o that they can tackle

are interest

ut 15 percent of the 87
t interest levels).
substantial percentage of the

’ %) complained against the size of
ing from 4 ,000/=

owers (abo
cared abou

= Overty s
0 50000 ¢ an meaningful business. The
inimum loan to laterallx to all
the interest

nofthe ;
mav therefore be serving



of the lenders more than the borrowers. It puts
all the borrowers in the same bandwagon
regardless of the differences in financial needs.
In fact some borrowers (women in Arusha)
admitted that they borrow the money keep and
repay as per schedule, repeat the same procedure
until they qualify for the higher amounts that they
need for their business activities. This is certainly
not the objective of the MFls. It really delays the
potential large borrowers from realizing the
business activity they have in mind, and implicitly
it also means delayed contribution to poverty
reduction at aggregate level.

This is an area that needs further innovation
as far micro finance indus!ry is ¢ oncerned.
Actually the challenge is how to design a variety
of products to different kinds of clients. This calls
for product differentidtion in the delivery of micro
finance services. Bank Raykat Indonesia with its
Unit Desa System and BancoSol of Bolivia have
been serving both poor MSE as
need of relatively large amoun
that MFls draw lessons from
MFis that follow best practices i
services to the poor.

well as clients in
ts. It is high time
these successful
ndelivering their

Location of Borrowers

Our findings show that most of the MFIs studied
except SACCOs, SMES and religious
organization like Caritas are urban and peri-urban
based. This is consistent with all the studies of
MFls (K-rep, 1997; Shayo and Temu, 1998;
VPO-UNDP, 2000). This is definitely a good
attempt to poverty alleviation in urban and peri-
urban areas. However the major shortcoming is
the exclusion of rural areas, where the level of
Poverty and infact abject poverty is prevalent.
MFls like PRIDE, SEDA and MEDA justify their
confinement to urban areas by high cost of
operation in rural areas. It is also argued that the
group lending model like the one followed by
PRIDE which demands frequent meetings of the
borrowers cannot be easily applied in rural areas
Where the population is more scattered.

. 2
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In fact the major question is whetheme
current operating modalities can work ;nRural
areas? What innovations need be made’ o
peasants are not salaried workers whol o
contribute to SACCOs from which they can 1 o
on borrow. What other alternative sourcesl 0
income or civil organizations can be L;'Srfance
organize them so as to get access to mlcrp lbanks
services? The speed at which community arc
are being opened (currently only t‘?":} n
functioning; namely Mufindi in Iringa reglo 0
Mwanga Community banks in Kilimajaro regl
does not yet answer these questions.

Sustainability Strategies in Place

The first strategy towards financial sustamaﬁégg
is the reduction of dependency ratio (Has 10
1997). The dependency ratio shows the exg? he
which the MFIs loan portfolio are funded Z’ o
capital injections from either dOﬂ(’(r1ency
government coffers. The question of depen ment
ration applies to MFI-NGOs or govern 2
schemes that are basically dependent on €X{€
financing. S

The ftrategies in place to raise further fut?;ir
for MFI-NGOs include the search for 0 na
donors implying further dependency on exte S0
funding and using interest income on saving orS
finance operations. Further dependency on donru n
especially the external donors will in the 10"% the
work against the financial sustainability Ot o
MFIs. This is because of the growing competitl
on the donor funds from all o ver the WOf
especially after the end of the cold war. lize

The fact that MFI-NGOs are able to mobi! o
"savings" in guise of "loan insurance funds 1y
others shows that the poor can save. They o7 o
fail to save in their formal financial sector du€
several reasons such as fear of intimidation %Y
the formal procedures at commercial banks anl]
the reluctance of such institutions to handle §man
sums in rural or peri-urban areas. This avails a[s
opportunity that can be made use of by the F FIs
and enhance linkages between FFIs and MFIs;
which at the moment not being exploited.
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Il'ldeed, .

as appm(::hﬁndmgs show that no single MFI
SUStainability ; ed the doors for financial
Micro ﬁnanciz ]te@S of trying to forge the macro-
ireetion wouq linkages. Efforts towards this

Profitably anqg hshOW that the MFIs are operatin
2cceptable by (p, ave viable business that can arg
Usinesg Tea):so: financial institutions on prudent
% S have reac;. It would also mean that the
l egg:::g from ﬁnaendc i2:1]b}Jsiness level in which

. instituti

Mt ¢ T s for . sanee
BancoSol Bolivia and Gra];::ez

ank Of B
a
1997), ngladesh (Glosser, 1994; Hashemi

m*it Should p
rf) "macm
Ctionin

(l)i‘z]i‘;er bea Ckpowledged that
acrg .. 8 financial ges require proper and
Mi, a]} micro | policies to be in place at both
li TOF Inance Polei‘;els_- It is hoped that with the
N €S will be facilii,altreld?lace the macro-micro
etul'e OutIOOk
€5 Study 1,
angy Shed a)n’ugl:b VPO and UNDP (2000) has
o5, “E Operato er of constraints faced the poor
g g ude laCkrs looking for access to credit.
gollo“i u:)ndirCCt cggfsc’cl)]fa;e’a‘, high interestrates,
ups, Cos orrowing, ribe
In th?thers Drto?)f nd Preparation of irg eclz usma?:
With t Sense thatems ,‘nclude liquidity shortages
endine S of oabusmesS cycles do not match
W 1eg Officialg ns, personality clash with the
e 4 ve be,e: g{)r uption/nepotism. These
. Ot obs CWSCrved in relation to FFIs.
€S in oyr g¢ e such problems and
at the MEF] udy. This does not howeVver
forw-NG.Os are immune to Such
Acggp. 0 Not ¢ ard is to ensure that such
| ing 1 “Toach them.
ore is lit’tlel;r Study and others (Limbu,
ang °‘crec.1- is l’lase “working and coordi‘nat@on
it seryic given a room to duplication
ala es in such regjons as Arush
> the ég (Shayo-Temu, 1998)-
-MFIs services are not
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with that of government and
public sector institutions financing MSEs. The
recent efforts that led to the formation of the
Tanzania Association of Micro Finance Institutions
(TAMFI was officially launched in 1999) is a great
milestone and big step towards the co-ordination
of the work of MFIand within different categories
of MFIs covered by the survey. It is expected
that networking and co-ordination will result into
increased outreach and greater impact on poverty

alleviation.

properly aligned

CONCLUSIONS
ords show that MFI borrowers

The existing r€¢ .
in Tanzania do not exceed 250,000 total. Many
ovide small loans an

of the existing MFIs pr
men who operate In urban

successfully target WO
and, as @ result the urban
very apparent. The

Jevel of outreac

Jevel of abject poverty the

rural areas (over 50% of Mainland Tanzanian are
Jiving belowP overty ll.ne). One
conclude that MEFIs in this country

ed toreduce poverty t
mart; s in this country have

a million borrowers)- _
ngybsistence ¢

not yet gone peyond the
osley, 1999)- The argumer!

in their present MmO

in rural areas mig .

elsewhere has sho that micro

in rural areas: o

The un-answered

jate an

are the approprlate‘ expen
that canbe applied 11 ¢ delivery

i or? This €

services 10




repayment rates form women and thus directly
contributing to financial sustainability of the
institutions. The targeting is correct but it is not
free of problems especially taking the extent of
poverty in Tanzania. The targeting leaves out the
unemployed youth without any track record on
entrepreneurial ability. More specific "the new
poor," these being unemployed graduates from
various training institutions have not being thought
of in the current MFIs practices.
Most of the MFIs currently operating in the
country are small and/or new. They lack well
trained and competent staff to conduct the micro
finance business which is different in philosophy
and practice to the commercial banking business.
To be able to contribute effectively to poverty
alleviation, they need to have well-trained and
equipped staff in Micro finance, A great deal of
capacity building is required to bring them to the
level at which they can operate with large
outreach, quality services and profitable
operations. Thus capacity building should be a
continuous exercise. M uch of the capacity
building can take Place in-house through training
of staff, development of management and
organizational structuresg and building of
management and governance capabilities.

External professional training in financial
management and management information
Systems tailored to the needs of MFIs is equally
important. In the training focus has to be on good
standards and best practices for increased
outreach and Sustainability of operations of MFIs.
Most MFIs with the exception of SACCOs are
far from sustainability that is they are solely donor
dependent.

They still need a lot support particularly in
strategic/long term orientation of creating ways
and means of achieving financial sustainability.

Appropriate technical support is much needed
particularly is support the training programs of
most o f the M FIs. Donor support should be
directed towards capacity building because this
is decisive in sustainability of the MFIs,

. 2
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The savings-first institutions i.e. SACCgi
tend to be financially sustainable as they -
member based and funded, without any ::)I}or
support. In the long run, this is lmportaovi de
continued outreach and impact. They Pfrking
loans to ongoing business, for w%ealt
consumption, and education and ial for
expenditures, w hich is e qually essen

. . es to
poverty eradication, as it Co‘n'tr‘leUtMore
improvement of human capabilitie 'cilitieS

generally, increasing access to saym_gs ‘i;:elf-
to the poor is an important objective 1n1 e coul
One possibility is that Government ﬁm o first
supplement the capital base of savmgand he
institutions such as SACCOs so as to €XP
outreach. ' very
Using the existing MFIs services dillr
practices to different target groups still be
different activities in rural locations, mal}g,ut alot
preferable to creating new instltut.lons 1 desig?
needs to be done in terms of adaptation arlllenge to
of new products. This is in deed a cha
academia, researchers and practltloneg'
Further lessons need to be drawn an an
from successful models such Grameen F:nts
has managed to serve over 3 million cl1 [adesh-
covered over 50% of the villages of Bang £ MFIS
The size of the loans from form most © unt the
are not flexible and do not take into acc© tion 0
business cycles of the clients. The applic3 cerves
the minimum loan sizes to all borrowers n the
better the interest of the lenders th? same
borrowers. It puts all the borrowers in the os i
bandwagon regardless o f t he d iffercncc jal
financial needs. This practice delays the PO ncing
large borrowers (though still poor) from _ﬁm:i on
their activities and directly delays contribt is &
poverty reduction at aggregate level. his

d aptcd
that

icr0
area that needs further innovation as far
finance industry is concerned. sign 2
Actually the challenge is how to d¢

LS.
variety of products to different kinds of clllicvn@

This calls for product differentiation in the 4¢ nesi?
of micro finance services. Bank Raykat Ind° [ivi®
with its Unit Degy Systemand BancoSol of B°
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Appendix: Brief MFIs Profiles

Dar es Salaam City Council Fund

This fund was formed in order to curb the shortage ofcre:;:
funds to the city micro entrepreneurs. It was startc’—fi a;by |
effort to complement the funds that were being provide ent .
the Women Development Fund and the Youth DevclOPT“nue \
Fund. Seems to have been able to contribute out ofre"; it

to support the WDF and YDF. Morcover, unlike f)?herto e
councils, the DCC operates a credit shop in add_lthﬂ quals

two funds. Credit is provided to individuals and '"d"./][s the
organized in groups. Moreover, unlike other COU";,'nﬂ’cro.
DCC has 6 staff specially recruited for the dcll\{efy ot te-up
credit services and offers other services-project Vgé also
and assists clients in project management. The D
envisages starting a community development bank.

FFIs : Formal Financial Institutions

. ciates
MEDA: Mennonite Econom ic Development Ass0

. art-
MEDA started operating in Tanzania in 1987 w‘.th asit
up capital of0S$300,000 from Canada and was licen 2 an
an MFI-NGO 1993. It has two branches, one in MbeyTs s.
another in Dar es salaam. The size of loan range fro?m and
30,000 to Tshs. 150,000. The lending rate is 48 P EDA S
charges for technical services offered to client by t for the
12 percent but falls to 6 percent and zero Pe"ce':joes no
second and third round of borrowing. M ED A d'viduals
mobilize savings. Loans are provided both to lpthl
directly and to individuals organized in groups. Ei the l0ans \
targeted client must have an on going business; and, ssment-
are supplied on the basis of character trust ass?bute
Loans are screened first and clients must .col‘l“"ncc i€
percent of the loan value in advance as loan insura
collateral)

NGOs: Non-Government Organizations

it
opme"
PRIDE: Promotion of Rural Initiatives and DeveloP
Enterprise Tanzaniaq

.o the
PRIDE started in 1994 with the aim of teStlngel in
applicability of the Grameen Bank micro-lending m'(?urban
Tanzania. PRIDE operates only in urban and per' ople)
environments (the Population must exceed 100,000 P jons
It currently operates a network of 22 branches in all rega
in Tanzania except Mtwara, Lindi, Bukoba and Ruke

rati
SACCOs: Saving Associations and Credit CooP®
Societies

’ ding®
The main source of capital of the SACCOS is share h?] 1 The
and deposits of members to whom it provided cred"” e
use of the loan is at the members discretion. For €
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the use
of the .
::useh old COnstll:’]aftl_S has included fmance of business
pr:;:mng of loan Z l;01113 education fees. There is onlylinﬁtjd,
ure associ pl ications, seemingl
na mempern 3 Vith SACCOS e o et Sepend
A . €|
r:,:lga;i;al for theslozr :sh ;I:dlp gs and these shares p rol:/eige
0 . The int i
’ e :2: :: 2)5 t0 25 high 25 2 :;st rates are variable, they
;n deductio,]ss’ loan repayment is enhance
. are automatically made from th

d by the fact
e lender’s

SED
A: Sm
all :
Enterprises Development Agency

SED Aw
in as initj
‘*rl)igt 93.With a (t;l:"i{ St.a'fted_as a department of World Vision
SE al injection fjr al injection of US$50,000and subsequent
cadey S Tegist om Ford Foundation and USAID. In 199
Quarters in ::_Zd as a micro-finance NGO-MFI with its
sha. By May 1999 SEDA had branch

Oﬂi(:e .
st nAny .
Ated i, Babai?:;] ;\go?h' and Mwanza. Two field offices
hinyanga in 1999. Loansare available
oan size of Tshs.

ONooi

5 80in .

O’e . Mfr:l:;:‘esses with a minimum |
iy ending rate i 727 percent of loans are made t0 women.
e Hon, 13 pe s 24 percent (down from 30 percent)- In
c’mcessing ﬂ? rcent of the loan value is ¢
® 3’ lends toei:?n and training the bene
group ofl_VlduaIs who must first form a1 upatu
tofthe | not less than 10 members and contributé
oan amount in advance as collateral.

ficiaries- SEDA

D percer

SID )
* Smayy
E;DO is 3 ! industries Development Organization
',9?"""8 ingl(;‘;imme‘"wwned MFI that commen
Zoye. Nillion wj . It has received capital injections 0! =2
ith approximately three-quarters fr the
nors and NGOs-
he clients servic

ltgy,. Tentan
o d one- quarter from foreign doi
Joans of between

ced

. Je§
\yl notm e .
th st:zl_hze its own savings from!
up and working capita

harged as cost of

83

Tshs. 50,000 and Tsh
’ s. 6.5 milli
46 ion.In 1 .
e oo v bt i, ot
the areas of mat;uf! 00 supports value addinme"’ .mostl)'
furniture and acturing such as metal %Pr(?]ects in
. wood work industrie abrication
pm?tc;smg etc. s, food canning an 4
Whosee:insc:l.ng rate charged is 30 percent per an
e e ion is to eradicate poverty, al num. SI00,
g of tiary busmqss services to clie;ts sl(: pTOVides
i g of clients, project write-up, and ad that include
retains as collateral ownership of the asset \;)oca;y SIcO
urchased by

the loan until repayment is complete

WDF: Women Development Fund

WDF is under the Ministry
c of Communi
}Vorpen Aﬁanrs and Children, "espect,'vu?lt; %:Velopment,
instituted in 1993/94 fiscal year and is a drrun e fund was
i groups by the office of the DistriCt‘S(‘:ered to the
ev;rp‘r:’glt Office under the District Council ommunity
. cil.

. ;as WE ns:artecli1 with Tshs. 1.5 billion and the t.
' pW: en who are formers organized i argeted
five in villages. The lending rate for the WDF’:,E;WPS and
was revised downwards to about 10% 15:: t1a9t9294

percent but
Beneficiaries are expected to und
ergo training bef
ore credit

delivery.
WDF isdis!

the district coun

funds has been §

targeted

tributed to each regi

. gion and each distri

.. - Stn
c:,:il ?dn;m.lster it. However, the vo(i‘:;hem
fnds con ST 1;3 ative to the population wom ; ?f
¢ country. There as been arecord of low re; i
that can be accounted l.‘or by lack of staff traigzn'lem iy
and institutional framework fi:;:ucfjo-
redit

finance services
delivery and enforcement of loan re
payment at the |
evel of

the district council.



