Do community-based savings, credit
and self-help groups cushion the
impact of income shocks on small-
scale farmers?

Lessons from Tanzania

Briefing
July 2026

challenge fund



This briefing highlights the main findings of a study investigating the effect of negative
income shocks on agricultural investment and household welfare among maize
farmers in Tanzania. It also examines whether savings and credit cooperative societies
and self-help groups, mitigate the potential impact of these shocks and provides
recommendations to better target rural poverty interventions.
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Background

What's the issue?

Smallholder farmers in Tanzania are highly vulnerable to negative
shocks such as droughts, floods, crop diseases and rising
agricultural input prices (World Bank 2020). These shocks reduce
household income and can affect farmers’ ability to invest in
productivity-enhancing agricultural inputs, particularly the adoption
of improved seeds and use of inorganic fertilisers, which can in turn
negatively affect agricultural productivity and household welfare
(Gebremariam and Tesfaye 2018; Teklewold et al. 2013; Sesmero et
al. 2018).

Access to insurance or credit markets can help mitigate the
potential effects of negative income shocks on agricultural
intensification and welfare. It is well documented that access to
financial services — especially credit — promotes the use of inputs
and the adoption of modern agricultural technologies (Deb and Suri
2013; Narayanan 2016). However, in rural Tanzania, conventional
formal insurance and financial systems remain weak and
inaccessible to many smallholders. As a result, farmers often
depend on community-based financial institutions such as savings
and credit cooperative societies (SACCOs) and self-help groups
(SHGs) for savings, borrowing and emergency support (FinScope
2023). In 2022 there were over 2.4 million members of SACCOs in
Tanzania (Tanzania Cooperative Development Commission (TCDC)
2024).

Despite the growing importance of SACCOs and SHGs, there is
limited empirical evidence on whether these institutions effectively
protect farmers from the negative effects of shocks on agricultural
investment and household welfare. Understanding the extent to
which shocks reduce agricultural intensification, and whether
SACCOs and SHGs provide adequate protection, is essential for
designing effective policies aimed at improving agricultural
productivity and livelihoods in rural Tanzania.

What does this briefing do?

This briefing highlights the main findings of a study that examined
whether negative income shocks affect agricultural intensification
and household welfare of maize-growing smallholders in Tanzania
- and if being a SACCOs or SHG member helps cushion the
potential effects of these shocks. The study used data from the
2014/15 and 2020/21 Tanzania national panel surveys (National
Bureau of Statistics (NBS) 2017; NBS 2022. The sample comprised
of smallholder farmers across the country that cultivated maize
during the year of the survey: 1,170 households in 2014/15 and
1,473 households in 2020/21.

Do community-based savings, credit and self-help groups cushion the impact of income shocks on small-scale farmers?



About the Challenge Fund
The DEEP Challenge Fund supports nationally-led research that is
designed to strengthen strategies and policies to end poverty.

By working closely with steering committees in each country,
Challenge Fund projects are chosen to reflect national priorities, fill
current evidence gaps and move countries closer to tackling the
root causes of poverty.

The Ethiopia and Tanzania Challenge Funds awarded grants in 2024
and the Bangladesh and Madagascar Challenge Funds in 2026.
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Key points

1. Exposure to negative income shocks reduced the likelihood of small-scale farmers adopting improved seeds, reducing
the potential for agricultural intensification. This impact was driven more by household-specific shocks (such as severe
illness of a household member or household business failure) than community-wide shocks (such as drought or market
price fluctuations).

2. This study did not find a significant relationship between negative income shocks and household welfare, which likely
reflects the complex relationship between shocks and monetary consumption.

3. Inthis study, savings and credit cooperative societies (SACCOs) and self-help groups (SHGs) were unable to cushion
households from the impact of negative income shocks on agricultural intensification or household welfare. This may
be attributed to the fact that the SACCOs and SHGs in question often operate with limited capital, restricting their ability
to provide loans of sufficient size and duration to finance improved agricultural inputs, particularly in the aftermath of
significant income shocks.

4. SACCOs and SHGs play a vital role in rural financial inclusion but may lack the resources, partnerships and support to
mitigate negative income shocks. It is therefore recommended that policymakers and practitioners implement
interventions to strengthen these institutions, and improve their ability to assist households in investing in improved
agricultural technologies.
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Findings

How do negative income shocks affect small-scale farmers?

Exposure to negative income shocks hinders agricultural intensification

Use of improved maize seeds

Exposure to a negative income shock significantly reduces the likelihood of a maize-growing household adopting improved seeds. In our study,
households that had been exposed to a negative income shock in the previous year were less likely to use improved seeds in the following year
by about 4 percentage points than their counterparts who had not been exposed to a negative income shock.

These findings seem to be driven more by exposure to idiosyncratic (household-specific) shocks than covariate (community-wide) shocks. The
results revealed that smallholders who had experienced an idiosyncratic negative income shock in the previous 2 years were 8.8 percentage
points less likely to adopt improved maize seeds than their counterparts who had not. Exposure to a covariate negative income shock during
the same period had no apparent effect on improved maize seed adoption.

Use of inorganic fertiliser

Exposure to negative income shocks did not significantly affect the use of inorganic fertiliser or the amount of inorganic fertiliser applied per
hectare of land cultivated. This applied to both covariate and idiosyncratic negative income shocks. There are several possible reasons for this:

e Fewer people may be able to afford inorganic fertiliser in the first place and those who can are more likely to continue using it even in the
face of a shock.

e Inorganic fertiliser is a high-return input that cannot be substituted easily.

e Inorganic fertiliser is widely considered a reliable tool for improving yields across a range of conditions, thus may be maintained as part of a
'safety-first’ strategy.
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The relationship between negative income shocks and household welfare is complex
No significant relationship was found between negative idiosyncratic or covariate income shocks and welfare, measured by consumption,
among smallholders in Tanzania. This could be for several reasons:

¢ Rural households often prioritise consumption smoothing over investment smoothing, particularly in response to shocks. They may adjust
non-essential expenditures, draw down savings, sell small assets, borrow from informal sources, or rely on remittances to protect food and
basic consumption. As a result, welfare indicators like consumption may remain stable, even when agricultural investments like use of
improved seeds or fertiliser decline.

e Our measures of welfare may not fully capture non-monetary dimensions of welfare loss, such as reductions in dietary quality. Households
may also shift to home-produced food or informal income sources, like casual labour, keeping total consumption levels stable but at the
cost of long-term wellbeing or asset depletion.

e Tanzanian rural communities often have strong informal support networks, including extended families, neighbours, religious groups and
community-based mutual help systems. These networks may provide food during times of crisis, helping households maintain a minimum
standard of living despite shocks.
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Did membership of a savings and credit cooperative society, or a self-help
group, mitigate impact?

Households were not cushioned against the impact of negative income shocks on agricultural intensification
Membership of SACCOs and SHGs did not significantly mitigate the impact of either covariate or idiosyncratic negative income shocks on
agricultural intensification in our study.

A plausible reason for this finding is that SACCOs and SHGs in rural Tanzania often operate with limited capital and, as a result, they may only
provide small, short-term loans that are insufficient to cover the cost of agricultural inputs like improved seeds or fertiliser, especially following
a substantial income shock. Related to this is the fact that members of these institutions often face borrowing limits tied to their savings.
Those hit hardest by shocks are unlikely to access meaningful support, especially if their savings are minimal. In addition, even when loans are
accessed, members facing a negative income shock may use them to cover basic needs rather than agricultural inputs.

The impact of negative income shocks on household welfare were not mitigated
The study found that members of SACCO and SHG who had been exposed to a negative income shock in the previous two years were generally
not better off in terms of welfare than non-members, when measured in terms of household basic consumption.

These findings suggest that despite SHG members relying on these groups during shocks, the assistance provided is often not sufficient to
fully offset welfare losses. While SHGs may offer loans or other support, the available resources are typically limited and must be shared
among many members, making them inadequate in the face of widespread shocks.
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Recommendations

The findings of this study indicate that these institutions may not have sufficient resources, strong enough partnerships, or be sufficiently
tailored to the needs of their users to provide meaningful assistance in times of hardship. Given the existing reach of SACCOs and SHGs,
strengthening these institutions to enable them to provide better loans and more flexible terms for borrowing may improve their effectiveness
in supporting households through negative income shocks.

Strengthen rural financial institutions

Policymakers should implement interventions that strengthen rural financial institutions and improve their ability to cushion against the
impacts of negative income shocks. This could be in the form of capital infusion initiatives, forging formal sector partnerships, establishing
structured risk-pooling arrangements, or designing adaptable emergency credit facilities. In addition, tailored support for SHGs could include
specialised training programmes and loan products that are explicitly synchronised with agricultural production cycles.

Invest in improved agricultural technologies

Since negative income shocks reduce agricultural intensification, interventions targeting vulnerable farming households may help sustain
investment in improved agricultural technologies. Possible options could include providing targeted input subsidies or seed voucher
programmes to support cash-strapped households.
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Conclusion

Farmers in Tanzania are highly vulnerable to natural disasters, economic instability and personal crises that can negatively impact their
livelihoods (World Bank 2020). Use of traditional financial services, especially credit, has been shown in other studies to positively affect the
adoption of agricultural technologies and improve productivity, which in turn has a positive impact on household welfare (Deb and Suri 2013;
Narayanan 2016). Expanding access to financial institutions and improving access to credit for rural households are essential to the realisation
of the Tanzania Development Vision 2050 and the Zanzibar Development Vision 2050 (United Republic of Tanzania 2025; Revolutionary
Government of Zanzibar 2020).

SACCOs and SHGs provide a lifeline in cases where conventional insurance and financial services are out of reach for smallholder farmers.
However, the findings of this study suggest that these organisations may have limited ability to cushion households against shocks.
Strengthening these institutions may improve their effectiveness in supporting members through economic hardship.
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Data & Evidence to End Extreme Poverty

DEEP’s mission is to build evidence, insights and solutions that help end extreme poverty globally.

We aim to contribute to new global and national data and evidence that governments, decision makers, citizens and researchers can use to
improve people’s lives and support the world’s poorest people in their efforts to escape extreme poverty.

We are a consortium of the Universities of Cornell, Copenhagen and Southampton, led by Oxford Policy Management, in partnership with the
World Bank’s Development Data Group and funded by the UK Foreign, Commonwealth and Development Office.

University of Dar es Salaam

The University of Dar es Salaam (UDSM) is Tanzania's oldest public university, with a longstanding commitment to excellence in teaching,
research and public service. Through its multidisciplinary expertise and strong engagement with policymakers, industry and communities,
UDSM generates knowledge and evidence that inform national, regional and global development.
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