Southern New Hampshire University
&
Open University of Tanzania

Master of Science in Community Economic Development
[2007]

Enhancement of Capital Mobilization Skills for
Rural Economic Development Projects

Case Study of WACOD - Women in Kisarawe District, Coastal Region, Tanzania

By Clarence Kipobota



Southern New Hampshire University
&
Open University of Tanzania

Master of Science in Community Economic Development
(2007)

Enhancement of Capital Mobilization Skills for Rural Economic Development Projects:
Case Study of WACOD — Women in Kisarawe District, Coastal Region, Tanzania

A Project on Capital Mobilization Submitted in Partial Fulfillment of
Requirements for Masters of Science in Community Economic Development
in the Southern New Hampshire University at the Open University of
Tanzania in 2007

By Clarence Kipobota



Certification of the Supervisor

This is to certify that, [ have read the Project Paper and found it to be in a Form

Acceptable for the Review.

Y’QJ\XUM wla



Copyright ©

No part of this Project may be reproduced, stored in any retrieval system, or transmitted
in any form by any means, electronic, mechanical, photocopy, recording or otherwise
without prior written permission of the author or the Open University of Tanzania/

Southern New Hampshire University in that behalf,



Declaration by the Candidate

I hereby declare that this work is my original work and that it has not been submitted for

the similar degree in any University.




Dedication

To my Sweet Mother Catherine Budotela and Loving Memory of my Father and

Guardians the Late Raphael Kipobota, John and Cecilia Banene.
































































































































































































































































































86

money is mostly for a specific project an d within specifie d period of time). The project
has inspired various groups to start working on registration/ formalization of their group s
as one of the proposed way acquiring legal recognition. It should be noted that for them
being informal was on e o f the reasons, whic h inhibite d them fro m securin g loans from
financial institutions . Secondly, some o f the propose d traditiona | mobilization schemes
are als o proposed t o b e formalized . Paragraphs 1.8. 3 an d 1.8. 5 o fthis Projec t Report
highlights the importanc e o f initiating Microfinance Institutions (MFI ) at village levels.
In fact, Section 22 of the Co-operatives and Societies Act” allow s registration of various
groups including saving clubs at all levels from village'"“.

5.3.3.3 Goal Three: Well Organized Management of at Least Ten CBOs in Kisarawe

District in accordance to Principles of Organization Management

This projec tha s als o enable d participatin g CBO st o enhanc e thei r organizationa |
management (OM) . Fo r instance, th e evaluatio n findings indicated that, the four CBO s
affiliated t o WA COD, th e hosting organization designed th e organizatio n structures an d
allocated specific duties in each person. The informal groups als o designed constitution s
which include the name, address, objectives, mission, vision, structure, principles/ values,
meetings an ds oo n o fthos e organizations . Thi swa snot ea cas ebefor eth e
implementation of this project. The y can now efficiently perform their duties comparing

with previous years.

5.3.3.4 Goal Four: Finances of the CBOs are well Managed

""" Cap. 211 ofthe Revised Edition ofthe Laws of Tanzania (2002).
"'* Se e Paragraph 1.8.5 (Chapter One) of this Project Report for more explanations.
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This project has also enabled adoption of financial and accounts management skills for
the management of income and expenditures. Previously, everything was done arbitrary.
But having been taught basics of financial management and accounts, the CBOs involved
are now capable of drawing and maintaining simple cash flow statements such as
Ledgers, Profit and Loss Accounts and Trial Balances. The manual which is due to be
finished (see paragraph 5.4) also includes the samples of these simplified financial

statements.

5.4 Sustainability

5.4.1 The Essence of Sustainability to this Project

This project mostly focuses on the capital mobilization and financial sustainability. This
has been a focus because of the fact that most of the socio-economic groups in Kisarawe
District were stagnating or collapsing and closed down because of lack of profit and
capital to initiate new businesses or boost the stunted ones''”. The envision of this project
was, therefore, to consider where will they (CBOs) secure capital and how the capital and

profit obtained will be sustainable.

5.4.2 Sustainability Elements and Plan
The project expected to be made sustainable through the initiation of local saving clubs,
income generating units, enhancement of organization management, which will be

capable of initiating programs, plan them and manage finances.

""" See Problem Statement in Chapter One of this Project Report.
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Moreover, all what have been explored, advised and taught and implemented during the
project phase/study such as alternatives to normal capital mobilization strategies,
financial/business management (including cash flows, record keeping, etc), customary
care, organization management, participatory project circle management, participatory
monitoring and evaluation mechanisms, formalization of socio-economic groups
(registration, application for business names, etc), capitalization of income, capitalization
of non-financial contributions (called “Social Capital“g”), marketability of produce,
profit management (profit and loss simplified accounting system), and the like has been
summarized in a form of a Handbook called “Mwongozo wa Biashara na Shughuli
Ndogondogo za Kiuchumi na Maendeleo” (“Resource Book on Petty Business and

other Economic Development Activities”), which is still in the drafting process.

Some of the issues that this handbook shall incorporate were not part of the study/project.
The handbook is prepared in Kiswahili language, shall have annextures of necessary
documents such as samples of Profit and Loss Account, Balance Sheet, Ledger Accounts,
sample of Constitution of any organization, sample of organization structure, sample and
procedures of registering business names, illustrations and pictures of empirical
literatures have also been planned to be incorporated in this resource book. This book

shall be launched at the end of September 2007; all people are participating to suggest

'8 Though there is no broad consensus on the notion of social capital, the term is generally understood to
refer to social networks and relationships built on mutual trust, shared values, and spirit of cooperation and
reciprocity. A growing body of research has explored the links between social capital, economic growth
and poverty reduction. It is generally argued that social capital improves the quality of social interactions in
a society, contributes to worker productivity, and helps reduce transactions costs, all of which influence the
process of economic growth. There is now growing evidence that social capital is critical for poverty
reduction and sustainable human and economic development (Reference: Musleh-ud Din (2002) Social
Capital and Economic Development: A Case Study of the Northern Resource Management Project in
Pakistan, Pakistan Institute of Research Economics: Pakistan ).
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what important parts should be included. Its framework was circulated to them for

discussion.

5.4.3 The Institutional Plan

Moreover, to achieve sustainability of what have been proposed by this work done the
ideas generated must be embedded in the existing social organization and be compatible
with local capacity. That is, the idea is a capital for any economic activity in Kisarawe
District must come from the community itself and from not from any other source. If any
other source will be identified or used, its funds should only be regarded as supplement to
what the community has generated. Therefore, the financier of the community projects is
actually the community itself through the five proposed schemes discussed in Chapter
One of this Report. Herewith, it is insisted to utilize available local opportunity by using

the community members themselves.

According to the observational research during the project implementation, poor people
are rarely have strong organizations to make their voices heard therefore there was the
importance of investing in building the capacity of the local groups. The hosting
organization, WACOD, has been prepared as an instrumental in helping other local
groups to organize themselves to solve their own problems and to network with others to

mobilize resources and design solutions.
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At the moment, the proposals contained in this report considered to be mainstreamed
within the functioning of the Ward Development Committees (WDC)'". Therefore, if the
community work would be the construction of a market area, everyone shall contribute
through the “Harambee” scheme proposed in this report. If the program would be to
enhance the effort of the youth in the community “Kopa and Lipa” scheme would be an
appropriate measure for that. These local ways can work-out if they are institutionalized
within the WDC and acquire the enforceability by the local government. As is has been
indicated in Chapter Three, laws and policies do encourage the establishment of these
schemes through have not been specifically named by their names as appear in this

report.

Social Workers have also picked the recommendations and are working on them. It is
also expected that, if these recommendations (explained below) are captured in the legal
and policy frameworks, this project shall be more sustainable and an illustration for other

similar project to be implemented in other rural areas/ districts in Tanzania.

9 WDCs shall play a pivotal role in facilitating the participation of people in whatever is planned
according to the suggestions of this report.
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Chapter VI

Conclusions and Recommendations

The implementation of this project has been an impetus to the exploration of alternative
sources of capital. Participation of different groups or actors was imperative as far as a
need of sensitization of those alternatives (discussed in Chapter One) is concerned. At
this end, it is hereby found that, the choice of targeted group and venue fro the
implementation of the project was perfect and has yield the intended overall objective of
empowering community to think beyond normal financial resources for their socio-
economic activities. The challenges that this Project Report comes with instigate a need
for policy reform as well as further researches in related academic and practical areas.

6.1 Conclusion

A key feature of the project was its focus on programs whereby communities of Kisarawe
District are enhanced to mobilize capital and took management of finance and

organization of their groups. It targeted capital mobilization because it is what a need

assessment of this projected directed it to.

The assumption of this project was not to the effect that the communities of Kisarawe
District do not have any alternative way of fundraising income for capital; rather, it was
assumed, inter alia, that because of limited business and finance managerial knowledge
and skills, they have not been able to secure income for their designated economic
activities. Therefore, this projected was aimed at boosting the knowledge and skills that

they had.
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The broader objective which this policy sought to improve was the improvement of legal
and framework which would accommodate the traditional or informal strategies of
fundraising, saving and/or providing credit facilities especially from those which have

been established in the community localities.

As for the activities, most of them were underpinned by a community participatory
approach which contributed to a great deal of social mobilization and made the program
interventions more effective and responsive to the needs of the beneficiaries. As the result
this project has succeeded in mobilizing and organizing the beneficiaries around common
interests in fundraising, organizing and working in groups. Before that the so called
“social capital” (discussed above) very latent and rarely used. Despite the fact that the
project succeeded in facilitating the participation of the community as said above, there is
still a need to work on how will it permanently mainstreamed in the government and
social structures. Therefore, there is important way forward for future programs of this

nature.

6. 2 Recommendations

6.2.1 Need to Institutionalize Social Capital

Due to the fact that people especially in the village are poor, they can not access loan as
capital from formal banking and financial institutions. Their economic situation does not
allow them to have collaterals which would be mortgaged for loans in the financial
institutions. In this way, there is a need to capitalize their traditional non-financial
initiations into income or monetary capital. The explored alternatives of capital

mobilization according to this study are ingredients of what it is called social capital.
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The role of social capital in the process of economic development, growth and poverty
reduction is not new at all nor will it be used for the first time in Kisarawe District. It is
increasingly being emphasized in the literatures as it has been cited above. Therefore, the
first recommendation which this study makes is the adoption and incorporation of “Social
Capital” in the Tanzania’s Legal Framework and Financial Policies so that they can
acquire a direct reorganization and avoid unnecessary legal complication in the

registration and operation processes.

Social capital has many manifestations and thus there is lack of a consensus on an all-
encompassing definition. However, a widely accepted notion of social capital terms it as
“the institutions, relationships, attitudes, and values that govern interactions among
people and contribute to economic and social development” (Grootaert and van
Bastelaert, 2002). Uphoff (2000)'*° distinguishes social capital into two forms: structural
and cognitive. The structural social capital refers to social organizations, such as
networks, associations, and institutions and the rules and procedures they embody,
whereas the cognitive form of social capital is thought to comprise more subjective
notions such as attitudes and norms of behavior, shared values, reciprocity and trust.
Another important distinction in the concept of social capital is between micro, meso, and

macro levels.

120 Uphoff, N. (2000) “Understanding Social Capital: Learning from the Analysis and Experience of
Participation”, in Dasgupta, P., and Sirageldin, 1. (eds.) Social Capital: A Multifaceted Perspective.
World Bank: Washington DC, Pages 10 — 20.
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At the micro level, social capital comprises relationships between individuals and
households, whereas at the meso level social capital is viewed in the context of
communities, clusters of companies, and regions. At the macroeconomic level, social
capital refers to the forms of institutions such as rule of law, the judicial system, the
quality of contract enforcement etc. The institutional aspects, which have been studied
under the rubric of institutional economics. Other concepts related to social capital have
also been highlighted and studied in the literature including social capability
(Abramovitz, 1986), social infrastructure (Hall and Jones, 1999), and social cohesion

(Ritzen, 2001).

A growing body of literature has emphasized the role of social capital in the process of
economic development and growth. It is argued that cooperative norms, interpersonal
trust and social ties improve the quality of social interactions in a society, contribute to
worker productivity, and help reduce transactions costs, all of which influence the
process of economic development and growth. On the other hand, the so called
institutionalist school of thought (Rodrik, 1998) emphasizes that institutions such as
property rights, civil liberties, and rule of law etc. play an important role in the process of

economic growth.

It is argued that these institutions reduce information costs, encourage capital formation
and capital mobility, and allow risks to be priced and shared, all of which positively
influence economic growth. Also, there is a strong view that countries with better

institutions and more secure property rights tend to invest more in physical and human
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capital, and to use these factors more efficiently to achieve a greater level of income.
Econometric studies also show that local associations and networks have a positive

impact on local development and the well being of households.

For example, a study of 750 households from 45 villages in Tanzania suggests that social
capital makes a significant contribution to household welfare. Using multivariate
regression analysis, the study rigorously demonstrates that village level social capital is a
key contributor to household welfare while controlling for the size of household, male
schooling, female schooling, household assets, market access, and agro-ecological zone
(Narayan and Pritchett, 1997). In a study of local institutions in Indonesia, Grootaert
(1999) finds a positive and significant correlation between social capital and household
welfare. Households with high social capital have higher expenditure per capita, more
assets, better access to credit, and fewer children not attending school. The study
concludes that social capital reduces the probability to be poor, and the returns to
household investment in social capital are higher for the poor than for other segments of

the population.

6.2.2 A need to enhance the Local Organizational/Groups’ Capacities

Both Formal and informal economic development groups, business entities, CBOs and
NGOs in Kisarawe District have weak organization capacity in terms of sourcing funds,
managing the same and control the management of their groups in general. Therefore,
there is really a need to continue building the organizational capacity in order to enhance
the ability of people to trust one another, work together in solving problems, mobilize

resources, resolve conflicts, and network with others to achieve agreed upon goals. When
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people cooperate and work together, they can overcome problems of coordination, risk
and limited information and individual skills. This can be done by the district authorities
under the development committees. It can be also done through the Ward Development
Committees (WDC) available in each Ward of this District. The manual'?' this is
prepared by the researcher of this study shall always be resource book for the capacity

building processes.

6.2.3 Need of Community Economic Empowerment and Involvement

The findings as highlighted in paragraph 1.7.6 indicate that, at least 98% of the
respondents and participants of this project work were not aware of key development
policies and strategies as have been indicated in Table IX annexed at the end of this
report. This finding raises a serious issue of community involvement in the development
process. The implication of 98% is that, the formulation and implementation of the

policies do not include people’s ideas, choices and views.

During the implementation of this project, the participants to the project took liberty of
addressing these issues. Some of the issues which came out are; adults who missed
primary education are left behind in the development programs and yet in other places
like Mwonowamongo Ward, some of the decision makers are actually illiterate adults.
The second issue in relation to community development, facilitation and participation

was that, people are nowadays not guided by anyone from the government like the farm

12! The “Mwongozo wa Biashara na Shughuli Ndogondogo za Kiuchumi na Maendeleo” (“Resource Book
on Petty Business and other Economic Development Activities™).
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managers (Bwana Shamba), vet-doctors and others and the like who used to move around

the villages for guidance.

As part of the implementation therefore, the implementers of this project decided to bring
this matter out and to advocate for good changes. The aim was and is to sensitize policy
markers to involve community in decision making process and implementation of the
programmes. The attachments marked as “newspapers cutting for advocacy” attached
herewith brought forward these issues and received lot of feedbacks from different
peoples such as the Netherlands embassy and a lecturer from the Ushirika University

College of Tanzania.

It is recommended that, for any programme to be effective and sustainable, people need
to be guided and involved in the process. This should be a focus of every programme at
all levels of governance. There is also a need to resume the old arrangements of using
experts of various professions to guide people in rural areas. At the moment, for example
in Kisarawe District, community is not well informed of what it is doing in terms of

sOcio-economic activities.

6.2.4 Need of Adoption of Village Saving and Credit Committees/ Clubs
As it has been explained in Chapter One’s findings and the illustrations under paragraph
3.2 of Chapter Three of this Project Report, financial intermediaries or commonly known

as Microfinance Institutions (MFIs) need to be initiated at the village levels. There are
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SACCOS'* but they are limited in terms of who can borrow from them. The major
requirement is that, one needs to be a member to the SACCOS for him/her qualifying fro

the loan. This is the major challenge of SACCOS.

The Village Saving and Credit Committees/ Clubs (VSCC/C) which this Project is
talking about are clubs or committee which are mainstreamed in the Ward Development
Committees (WADC). They can as well be initiated and operate out of the WADC. It can
be the same as Grameen Bank Credit Scheme of Bangladesh'®® especially by adopting the
principle of “confidence to each other” and “solidarity” but the VSCC/C can go beyond
that by allowing not only credit but also savings. Savings as sources of capital for the
clubs can be, as said previously, in a form of money or properties such as crops and

animals.

This Project proposes that, each village can elect three to five people who shall supervise
the VSCC/C who will be responsible for selecting borrowers and keep records of savings.
The decision making can be left entirely on the local government leaders at the levels of
Kitongoji (hamlet) or otherwise. Alternatively, each economic group such as farmers,
fishermen, traders, etc can have their own VSCC/Cs in accordance with the sub-sectors

and register their clubs under Section 22 of the Co-operative and Societies Act'** .

Moreover, a crucial point for these proposed groups to be successful is the issue of

capacity building trainings to them as it has been suggested above under Paragraph

122 See Paragraph 1.8 for more explanations about SACCOS.
123 See Chapter Three, Paragraph 3.2.
12 1bid also see Paragraph 1.8.4 of this Project Report.
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6.2.2. These groups should be left flexible in terms of operation and management. Strict
rules would discourage them. Available traditional monitoring tools and administration
can be made applicable. At village levels, apart from local (formal) governance system,
in Kisarawe District, they do have other tribal and clan systems of administering their

affairs. These can be made applicable to the operation of VSCC/Cs as well.
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