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Efficiency of Rotating Savings and Credit Associations
(ROSCAS) As a Model of Interest-free Financing of Small and
medium-sized enterprises (SMEs) in Egypt
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Abstract

A broad segment of society in Muslim countries, including Egypt,
tends to reject conventional modes of microfinance and traditional mi-
crocredit for religious reasons, because they believe it is a form of usury.
The development of Sharia-compliant products was therefore essential.
For this reason, recent studies have developed alternative microfinance
programs aimed at creating credit unions for the poor, such as Rotat-
ing Savings and Credit Association (ROSCA). These unions are infor-
mal microfinance associations widely used in many countries. In these
unions, the group members lend to each other without interest, and the
bank acts as guarantor.

The aim of this research is to review experiences of the (ROSCAs)
as a model for interest-free financing of small enterprises, and to evalu-
ate these experiments on the basis of their efficiency and relevance to
the nature of microenterprises in Egypt.

Research findings indicate that (ROSCAs) have the financial effi-
ciency to contribute to narrowing the microfinance gap in Egypt. This
system has a great ability to meet requirements of the parties of financ-
ing process; financier and investor, in addition to serving the needs of the
society and the economy to achieve the optimal use of resources. Apart
from its economic function as a model for microfinance, (ROSCAs) rep-
resent a part of social safety net in society, protecting it from the negative
impacts of economic shocks.

Keywords: Microfinance, SMEs, Rotating Savings & Credit Asso-
ciation (ROSCA), Egypt.
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“The risk-free interest rate is the rate of return of a hypothetical invest-
ment with scheduled payment(s) over a fixed period of time that is assumed
to meet all payment obligations”. Fisher (ar.)®
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“It should be obvious that the rate of interest cannot be a return to saving
or waiting as such. For if a man hoards his savings in cash. he earns no inter-
est. though he saves just as much as before. On the contrary. the mere defini-
tion of the rate of interest tells us in so many words that the rate of interest is

the reward for parting with liquidity for a specified period™. Keynes. (arv).”

(4) CGAP. Good Practice Guidance for Funders of Microfinance Consensus Guidance 2006.
Retrieved from:
https://www.cgap.org/sites/default/files/researches/documents/CGAP-Consensus-
Guidelines-Good-Practice-Guidelines-for-Funders-of-Microfinance-Oct-2006.pdf.
CGAP-Technical-Guide-Measuring-Results-of-Microfinance-Institutions-Minimum-
Indicators-That-Donors-and-Investors-Should-Track-Jul-2009. (n.d.).

(5) Fisher, R.A. (1930) The Genetical Theory of Natural Selection. Clarendon Press, Oxford.
http://dx.doi.org/10.5962/bhl.title.27468.

(6) Keynes, John Maynard (1936). The General Theory of Employment, Interest and Money.
London: Macmillan (reprinted 2007).
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