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ABSTRACT

In Zanzibar, 30.4 percent of the populations are living under the poverty line. Despite
the fact that Zanzibar has recorded considerable success in ensuring basic needs of its
people, persistent poverty remains as a big challenge in the Islands. The prevalence of
persistent poverty in Zanzibar may be linked to financial exclusion which undermined
the business activities as well as acquisition of adequate sustainable livelihood. Given
this issue, this thesis investigates the impact of Islamic social finance on the
alleviation of intergenerational transmission of poverty in Zanzibar. Having adopted
positivism as its philosophical assumption, the researcher has mainly employed
quantitative research approach with appropriate method of analysis for this study. The
sample size for this study consists of 287 head of households from the Islands of
Pemba and Unguja in Zanzibar, and survey questionnaire was used as data collection
instrument. To achieve a credible study, Structural Equation Modeling (SEM), based
on maximum likelihood estimation, and relevant analyses are used to analyse the
collected data from relevant respondents. The results indicate that both involuntary
and voluntary Islamic social finance exclusion barriers exist in the Islands, and they
both significantly account for the financial exclusion of the households. Involuntary
Islamic social finance exclusion was found to be a barrier to both the development of
micro and small enterprises, as well as the acquisition of sustainable livelihood assets
by the poor. However, voluntary Islamic social finance exclusion was found to have
an impact on the development of micro and small enterprises, but not to the
acquisition of sustainable livelihood assets. Finally, the study has offered several
recommendations with regard to the means and practices of poverty alleviation in
Zanzibar via Islamic social finance.
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CHAPTER ONE
INTRODUCTION

1.1 BACKGROUND OF THE STUDY

Poverty is one of the main social concerns of many countries around the world.
According to the World Bank's (2016) estimate on poverty, 10.7 percent of the
world’s population are living on less than US$1.90 a day and most of them are from
developing and less developed countries. In some cases, even developed countries are
not spared from the menace of poverty. For example, data from the Census Bureau
(2014) indicates that 15.5 percent of the United State population, or 48.7 million
individuals out of 315 million total population in 2013, are poor.

Moreover, more than two-thirds of the world’s poor people are living in Asia,
and nearly half of them are domiciled in Southern Asia (World Bank, 2009). The most
affected areas with which up to 80 or 90 percent of poor are in the rural areas (IFAD,
2010). Poverty has been the main cause of hunger, malnutrition, illiteracy, diseases,
and social problems around the world. According to Asia Development Bank (2012),
hunger affects nearly 60 percent of the Asian population who are 65 percent extremely
poor and 81 percent of their children are underweight.

While this is the case in Asia, the situation in Africa is much more the same, if
not alarming; particularly in the rural areas which account for 70 percent of the
poverty incidence (Thomas & Zuberi, 2012). Tanzania, which is the focus of this
study, is no exception. More than 28.2 percent of Tanzanians are poor as in 2012. In
2016, the World Bank report emphasizes that approximately 70 percent of Tanzanians
continue to live on less than US$2.00 a day. In Zanzibar which is semi-

autonomous part of Tanzania and almost 100 percent Muslims, poverty remains a big


https://en.wikipedia.org/wiki/Autonomous_area
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challenge. For example, poverty level increased to 40.2 percent in 2010 from 17.6
percent in 2009.% A survey conducted by the Zanzibar Household Budget Survey
2014/2015 shows that 30.4 percent of the Zanzibar population (approximately 443,540
people) is living on less than TZS 53,377 (USD 25) a month (ZHBS, 2016).

According to Borgen Project (2014), about one-fifth and a quarter of the
population of people living in the developing countries is faced with hunger and
malnutrition respectively. In Tanzania, the issue of hunger is mentioned by the 2010
Global Hunger Index which ranks the situation as “alarming”. According to Tanzania
Demographical Health Survey (DHS) (2015/2016), 34 percent of children under the
age five are stunted (shorter than their age); five percent are wasted (thin for their
height) and 14 percent are underweight (thin for their age).

The DHS also corroborates the trend observed by the Tanzania National
Survey (TNS) for Zanzibar; the statistics of malnutrition show that 35 percent of
children below five years are stunted, 25 percent are underweight and six percent are
wasted (TFNC, 2014). Also, poverty has an impact on education attainment in
Zanzibar. For example, 40 percent of Zanzibaris are illiterate with 60 percent of these
being women (ZPRP, 2002). In addition, the data from the Household Budget Survey
(2014/2015) shares the statistics that 42.5 percent of the head of household in
Zanzibar has no education.

Generally, poverty can be broadly classified into absolute and relative poverty.
The former refers to the poor’s inability to meet basic survival needs, such as food,
clothing and shelter, while the latter reflects inequalities resulting in unemployment,
low income, poor health care coverage, and lack of education. Surprisingly, half of the

world extreme poor are living in Sub-Saharan Africa, according to the World Bank

! The speech of the Minister of Finance ZANZIBAR 2016, Dr. Khalid Salum Mohamed



(WBG, 2016). Similarly, Roser and Ortiz-Ospina (2017) contend that the world
population living in absolute poverty have increased significantly over a period 195
years (1820-2015). In the 1820, notwithstanding the population of the world was just
under 1.1 billion people, more than 1 billion lived in extreme poverty. It is clearly
indicated that poverty is not a static; rather, a dynamic social menace capable of
transferring from one generation to another through different factors (Bellani & Bia,
2016) Transferring of poverty from generation to generation is referred to as
intergenerational transmission of poverty (IGTP) (Adewale, 2010).

The concept of IGTP refers to a transmission of poverty from one generation
to another in such that, poor parents are likely to have poorer children who, in
sequence, are predicted to become poor adults in themselves. According to Jenkins
and Siedler (2007a), intergenerational transmission of poverty is all about persistence
of poverty across generations. In such instance, individuals who experienced poverty
during childhood and adolescence are highly susceptible to being poor in adulthood
relative to their cohorts that grew up in affluence. There is widespread concern that
material disadvantage is transmitted across generations from parents to children
(Jenkins & Siedler 2007b).

Grundiza and Vilaplana (2013) explain the meaning of intergenerational
transmission of poverty as the persistence of low level of education, low ability to
make ends meet, or the economic situation “not at work™ of individuals through two
generations from parents to their children. From this definition, there are three
individual factors interlinked to one another and important for analysing the causes of
intergenerational transmission of poverty. For instance in the EU-28, 22.0 percent of

current adults are within the low level of education, 15.9 percent of current adults are



within the low education and low ability to make ends meet, and 9.3 percent of current
adults have low education and are not at work (Grundiza & Vilaplana, 2013).

More so, a study conducted by Bellani and Bia (2013) retrospectively used the
module on intergenerational transmission of 2005in which case questions relating to
parental demographics such as education, age, occupation were asked to guage the
susceptibility of children to being poor in adulthood. The result obtained indicate that
being poor in childhood decreases significantly with the level of income at adulthood
(of around 3,000 euro on average), but there is an increasing probability of being poor
by upward of three percent.

Similarly, Bellani and Bia (2016) in their study on over 27 European countries
noted that the probability of IGTP in adulthood increases by five percentage points in
the risk of being poor in adulthood and a decrease of five percent in the adult
equivalent income. Moreover, Bellani and Bia (2016) revealed further that the
prevalence of IGTP increases likely exclusion from secondary education by 12
percentage points on average, which also accounts for almost 35 percent of the total
effect on adult income.

In Sub-Sahara African, the intergenerational transmission of poverty has
resulted from many factors in the society. Among these factors are inequalities, lower
investments in the education, discrimination based on ethnicity or gender, and others
(Smith, 2006). Similarly, a pilot study conducted in Ghana and Gambia in 2003 shows
that young and low-income people in Ghana and Gambia involved in a variety of
work activities from child labour. According to Cooper (2010), in Zimbabwe fathers
may neither transfer cattle to sons for their bride wealth nor assign a significant
portion of their farmlands until a stage where the former’s own physical capacity is

considerably diminished. Cooper (2010) indicates that intergenerational transfers of



property should be considered in terms of several different and potentially competing
interests among family members, and indeed between family members of different
generations.

Specifically, Zanzibar as a part of Tanzania has also been affected by the
problem of intergenerational transmission of poverty for a long period of time despite
of the efforts that have been taken to deal with the problem of poverty in general. To
address this concern, a survey conducted by Household Budget Survey in 2014/2015
showed that 74.3 percent of the people living in rural areas are more affected by this
problem of IGTP due to their believe that having many children in the family is
among the ways of being rich. Their expectation is that at least some of these children
will succeed in their future life and help their parents. However, the problem starts
from the parents by failing to provide quality secondary education or even primary
education for their children.

More importantly, dependency ratio is also a leading cause of intergenerational
transmission of poverty in Zanzibar. Kessy and Omar (2017) justify that population
structure of Zanzibar is dominated by children and youth, and has high dependency
ratio (86 percent in 2014/2015).This that shows large households are more likely to
have higher dependency ratio than smaller households. Apart from dependency ratio,
education level is another factor which contributes to the existence of
Intergenerational transmission of poverty. The data of HBS 2014/2015 shows that, in
Zanzibar, there is a decrease in the population with no education from the young aged
group from 41.2 percent to 27.4 percent, and subsequently to 17.2 percent from
2004/2005, 2009/2010, and 2014/15, respectively.

The revolution government of Zanzibar (RGoZ) through the Ministry of

Finance and Economic Affairs has suggested different strategies and policies to



reduce poverty in the Islands. In the year 2000, Zanzibar launched the Zanzibar
Development Vision of 2020 which gives a blueprint of social, political, cultural, and
economic philosophy of the government. The drive of the vision is the eradication of
absolute poverty and attainment of sustainable development. The Zanzibar Poverty
Reduction Plan (ZPRP) is the first generation of national development framework to
implement the vision of 2020 and was launched in 2002. This strategy worked for
three years up to 2005 and divided into three areas, namely; macro-economic,
provision of social services, and good governance. It focuses on reducing income
poverty, improving human capabilities, survival and social well-being, and containing
the extreme vulnerability; however, the strategy was faced with a lot of obstacles in its
implementation (ZSGRP, 2010)

The impediments in execution, and lack of proven evidence of success of the
ZPRP as highlighted by the stakeholders during a review process culminated into the
launching of the Zanzibar Strategy for Growth and Reduction of Poverty (ZSGRP
).2This is a second generation of the national development framework to implement
Vision 2020 which was launched in 2007 and worked for three years up to 2010. The
main focus is to ensure attainment of sustainable growth, reduction in both income
and non-income poverty among the citizens of Zanzibar. Moreover, the ZSGRP
(2007-2010) also provides support for small and medium enterprises (SMESs) through
business development supports. Although some achievements have been recorded
from this strategy, poverty nonetheless, remains a big challenge in the islands of

Zanzibar (Khatib, 2015).

2 In its Kiswahili also known as Mkakati wa Kukuza Uchumi na Kupunguza Umasikini Zanzibar
(MKUZA).



Moreover, another strategy was launched for the Vision 2020 in the year 2010;
The Zanzibar Strategy for Growth and Reduction of Poverty 1l (ZSGRP 11)? is a five
years strategy plan (2010 to 2015). The reasons for implementing this strategy are to
improve the areas that are found to be lacking or inadequately covered in MKUZA 1.
In addition, the strategy aims to increase access to business development services with
affordable financial services.

Apart from protecting human rights, the strategy aims to empower all members
of the society in order to enable them to realize their potentials in contributing to their
livelihoods. This is because the livelihood assets* are the most valuable assets if used
properly, and could help sustain the present and future generations. However, they are
hindered by the failure in gaining access to financial resources needed to invest in new
business (Hassan, 2013).

More recently, small and medium enterprises (SME’s) in Zanzibar are still
faced with the problem of financial support, technological inadequacy, financial
management and management capability, and skills (Makame, 2014). These problems
that are faced by SMEs in Zanzibar are attributed to some of the following reasons; (a)
98.4 percent of small businesses in Zanzibar are formally owned by sole proprietors,
and (b) only 3.4 percent of small businesses are registered under Business
Registrations and Licensing Agency (BRELA) (NBSR, 2012). So, it is very difficult
to be eligible for access to formal financial services.

In addition, there is a lack of livelihood assets management strategies and the
roles in livelihood assets acquisition in Zanzibar (Jayaweera, 2010). According to the

2014 Youth Map Assessment’s report, the policies/strategies established in Zanzibar

 or MKUZA Il in its Kiswahili acronym,
* Are the resource bases of the community and of different categories of households. The different types
of assets can be human, natural, financial, physical and social.



(ZPRP 2002, ZSGRP 2007-2010, and ZSGRP 2010-2015) fail to prepare youth to take
advantage of livelihood opportunities in Zanzibar. Therefore, the policies introduced
by the government of Zanzibar for poverty alleviation seems to have failed; as such,
there is a need to look for another alternative.

To alleviate intergenerational transmission of poverty, a combination of
positive, preventive, and corrective measures have been suggested from time to time
by various researchers. Researchers expect society to take such positive measures via
Islamic social finance (zakat, Waqf, sadagah and Islamic microfinance) as the
dimensions toward poverty alleviation. According to Mohd Ali, et al. (2015),
allocation of the perfect amount of zakat distribution to eliminate poverty and offering
the alternative zakat distribution model is the best way to reduce income inequality
and to maximize the social welfare in Zanzibar. For this reason, Nadzri, et al. (2012)
suggest that effective use of zakat institution for poverty alleviation would improve if
collaborated with other institution, like Islamic microfinance. Therefore, the
integration of Islamic social finance sectors can be an alternative
instrument/institution to alleviate intergenerational transmission of poverty.

Islamic social finance offers an Islamic platform whereby its financing can be
better leveraged to reduce vulnerability (Obaidullah & Shirazi, 2017). The primary
objective of Islamic social finance is to meet the needs of the poor and to make a dent
on their ever rising level of poverty (Obaidullah & Shirazi, 2015). This mechanism —
Islamic social finance — is becoming increasingly linked to the developmental
architecture that explores opportunity in the humanitarian sector. The statistics from
the World Humanitarian Summit held at Istanbul in 2016 show that the Islamic
finance industry’s assets are presently estimated to be worth USD 2 trillion and are

forecast to rise to USD 5 trillion by 2020 (WHS, 2016). This expectation can be



