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Too Poor to Save ? 
They Cannot Afford not to Save !



The Risks Facing The Poor (1)
Rahman and Hossain (1995) 

Lifecycle Risks are related to such events as 
marriage and birth, education, healthcare, home-
making, widowhood, old age, death and the 
need for an inheritance for one’s heirs. 
They tend to have a certain degree of 
predictability that makes planning and 
managing them more feasible. 



Life Cycle Risks
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Life Cycle Needs



The Risks Facing The Poor (2)
Rahman and Hossain (1995)

Structural Risks tend to be long-term or 
permanent changes in the national or 
international economy. 
In East Africa, as in many other developing 
countries, the most conspicuous structural 
factors are linked to the implementation of 
structural adjustment programmes, and 
seasonal factors that affect income and 
expenditure. 



Structural Risk: Seasonality
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Consumption Smoothing



The Risks Facing The Poor (3)
Rahman and Hossain (1995)

Crisis Risks are sudden, unexpected shocks to 
the household that disrupt its ability to generate 
income.
Typically theft/cheating, fire, accident and 
illness/death of close relative (note overlap with 
lifecycle) … also school fees.
Are particularly difficult to manage without 
access to insurance and/or savings. 



Crisis Risks in Uganda
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In Summary
Poor people face a wide variety of risks/needs 
Some of these risks/needs are predictable, others 
less so
These risks/needs dictate that poor must and do 
save
The nature/predictability of these risks/needs 
have significant implications for the design of 
savings services/products



The Poor Have Been Saving in the 
Informal Sector for Years ...

A typical traditional Self Help Group in the Cordillera, Philippines



Balancing Convenience, Risk 
and Returns: Access

Most poor people do not have access to formal sector 
banks : 

physical proximity of the financial institution;
conditions governing the financial services;
the opening hours of the institution;
how long it takes to transact;
how the staff treat poor clients;
the appearance of the financial institution; and
the complexity of the paper work and the process 
necessary to make a transaction. 



Balancing Convenience, Risk and 
Returns: Security and Discipline

The poor look for some form of system or other 
to provide the security and accessibility 
necessary to save. 
This security is only relative, but the 
accessibility of a regular opportunity to save in a 
disciplined manner is what makes deposit 
collectors and RoSCAs so popular worldwide. 



Balancing Convenience, Risk 
and Returns: Liquidity

Access is markedly different from liquidity, and 
often considered more important by poor people 
who have little time to make their transactions. 
While many authors have stressed that “liquidity 
is the key to local savings mobilization”, it is 
important to note that in many circumstances 
the poor have a strong “illiquidity preference”. 



Balancing Convenience, Risk 
and Returns: Returns

With the exception of successful Accumulating 
Savings and Credit Associations (ASCAs) and 
auction RoSCAs, the return on savings in the 
informal sector is rarely above zero (real rate of 
return negative). 
Indeed often the poor pay to save through a 
conveniently accessible system such a deposit 
collector who visits daily to collect savings.



In Summary …
Poor people look for an appropriate mixture of:

Access
Security/discipline
Liquidity
Returns

Typically in that order
These too have significant implications for the 
design of savings services/products



No Where to Run to …
Given these risks/needs
Given these requirements for savings services
Given that they do not (typically) have access to 
the formal sector …
What are poor people actually doing?



Diversified and Informal Prudence

Prudence from 
Karatina saves 
using the 
following:

2 RoSCAs
1 ASCA
Informal Insurance
Cash at home
In-kind



Diversified and Informal Prudence (1)

RoSCA 1: 4 members daily contribution of $0.29. 
From this $26.57 is paid out each month to each 
member in turn

Use: School fees for grandchildren
RoSCA 2: 4 members weekly contribution of 
$2.90. From this $11.57 is paid out each week to 
each member in turn

Use: Re-stocking business (small market stall selling 
basic commodities: salt, rice, biscuits, soap etc.)



Diversified and Informal Prudence (2)
ASCA: 40 members save $1 a week, can 
borrow. The ASCA is liquidated annually in 
December

Use: Celebrating Christmas (savings) and 
emergencies (loan)

Informal Funeral Insurance Fund: 100 members 
contribute $11.40 per month – covers immediate 
family

Use: Risk pooling for “repatriation” to village



Diversified and Informal Prudence (3)

Emergency cash in the home: $3-$5
Use: Emergencies requiring immediate cash

A cow back in the village: looked after by 
Prudence’s brother

Use: Provision for old age/social capital 
maintenance



In Summary …
Poor people need a diversified range of savings 
products that meet a diversified set of needs:

Different terms
Different liquidity
Different schedules for saving
Options to save different amounts (small/regular and 
larger/irregular lump sums)

Many poor people have diversified savings to 
meet these needs



It’s A Wild World …
With all these diversified savings mechanisms, 
do the poor need access to formal/semi-formal 
sector savings services?



Savings and Losses Study: 
Methodology

Qualitative data set:
Existing MicroSave-Africa data from over 500 
group interviews [with groups averaging 6-8 people] 
and another 200 plus individual in-depth interviews) 
an additional 19 focus group discussions and 
participatory rapid appraisal exercises explicitly 
designed for this study. 
Research International hired to carry out the 
quantitative study of 1,500 face-to-face interviews 
among adults in Central, Eastern and Western 
Uganda.



Losses – the Big Picture
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The Relative Risk to Savings
Average Amounts Saved and Lost in the Last 12 Months by Sector
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Why?
Poor people have limited access to formal or 
semi-formal financial services (indeed this is the 
basic rationale for the development of the 
microfinance industry).
Poor people therefore lack formal financial 
service alternatives to the MFIs. 
If MFIs are prohibited from offering savings 
services to poor people, those poor people are 
forced to resort to the informal sector in order to 
save. 
The informal sector is an extremely risky 
environment.



Relative Risk
It is clear that when discussing the risk to poor 
people’s savings, this has to been evaluated on a 
relative basis. 
Very often all the alternative savings systems 
available to poor people are risky … thus poor 
people are left facing decisions on the relative 
risk (or relative security/safety) of the various 
semi- and informal savings systems open to 
them.
And that’s another reason they diversify …



Risks of Savings In Kind

Examples of savings in kind: coffee, maize, 
livestock
Risks: 

fluctuation of commodity prices 
e.g. coffee 1997: Ush. 3,000/kilo 

1999: Ush. 1,000/kilo

destruction through insects/fire etc.
thieves (particularly livestock)
feeding/tending (specifically for livestock)



Risks of Savings At Home
Risks/problems:

relatives with pressing “needs” and demands,
thieves breaking into the house in search of the 
money, 
insects eating it,
fire,
trivial spending prompted by visitors or small-scale 
celebrations



Risks of Merry-Go-Rounds
Risks/problems:

Uncompleted rounds
Limited level of trust within the community, 
so merry-go-rounds are usually small in scope: 
both in terms of the number of participants and 
the amounts of money rotated
They are poorly equipped to respond to:

unpredicted emergency needs, or 
the need build-up larger lump sums over time, 
or
changes in the ability to the member save 



So Establishing CBOs is Easy …
The risk to poor people’s savings under each of 
these traditional options is high. 
When the “Elgon Village Bank” was established, 
the people jumped at the opportunity. 
18 months after it formally opened, EVB has 
1,700 members who have:

bought $12,000 shares 
deposited $321,875 and 
withdrawn $313,750 savings 



“It is only fair to let us assess all the 
risks for ourselves”



It’s Not Good Enough …
It is not good enough to say, “We cannot 
guarantee the security of your deposits at 
unsupervised institutions, so you cannot save 
with them”
This simply drives people into (or strands them 
in) the highly risky informal sector. 
To depend on Central Banks to supervise every 
financial institution – they struggle with their 
main commercial banks
Time to think outside the box!!



The Two Strategies (1)

Outside agencies: strategy of “permanence and 
growth” and look to create sustainable institutions 
that deliver financial services to an ever-increasing 
number of clients 
Poor people: strategy of “replication and 
multiplication” and look to create many small self-
contained, often self-liquidating, schemes -
ROSCAs, Christmas clubs etc. 



The Two Strategies (2)

The permanence and growth institutions tend to encourage 
the long-term build-up of funds through relatively slow, but 
steady, saving (and are therefore extremely well suited for 
addressing longer-term savings needs). 
The replication and multiplication schemes tend to 
encourage the rapid accumulation and disbursement of 
funds (and are therefore better suited to meeting shorter-
term savings needs).


