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EXAMINING VOLUNTARY SOCIAL PROTECTION IN TANZANIA’S INFORMAL
SECTOR: EVIDENCE FROM DAR ES SALAAM, MOROGORO, AND MANYARA

Judith Msangi

Abstract

This paper examines the voluntary coverage of social protection within Tanzania’s informal
sector. Social protection is increasingly recognized as an important tool for poverty
reduction in low and middle-income nations, and it is the central goal of social policy. In
particular, the paper aims to examine permanency and consistency, compliance, and
contribution capability on the coverage of the social security scheme. Since the paper
examines the significance of social protection to the community, a multiple regression
analysis was employed to analyze data collected in three regions: Dar es Salaam, Morogoro,
and Manyara. The 361 five-point Likert scale questionnaires were distributed to gather data
from the respondents as the primary source of information for this study. All formulated
hypotheses were tested, and the results demonstrate a significant relationship between CC
and CSS. The results from the regression coefficient showed that there is no significant
relationship found between Compliance Status (CS), Permanency Contribution (PC), and
Social Security Schemes Coverage (CSS). These findings suggest that employees working in
the informal sector can contribute to social security schemes. Therefore, the government
should develop inclusive and accessible social protection policies tailored to the informal
sector.

Keywords: Informal Sector, Social Protection, Voluntary Requirement, Compliance, and
Permanency Contribution

INTRODUCTION

Social protection is increasingly recognized as an essential tool for poverty reduction in low
and middle-income nations, and it is the central goal of social policy (UNRISD, 2006;
Wiman et al., 2007). This is because, apart from deprivation in terms of income and
consumption, the defining intention of poverty is vulnerability to shocks and contingencies,
including both natural and human-made disasters (Tostensen, 2008). With this fact, social
protection systems are inevitable and should be the focal point of social and economic
development policies. The Sustainable Development Goals outlined in the 2030 Agenda for
Sustainable Development emphasize the role of social protection in reducing poverty and
inequality, as well as promoting human development (International Labour Organization
[ILO], 2021). Social protection can help to promote empowerment and security by improving
risk management and facilitating higher return investments by poor people. It further supports
human capital development by expanding the capabilities of poor and vulnerable individuals
and helping break the intergenerational transmission of poverty (George, 2023; Olopade et
al., 2019). More than 60% of the global workforce is employed in informal employment
(ILO, 2018), and 55% of the global population lacks access to social security due to their
involvement in the informal sector.
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According to Masabo (2019), expanding social security coverage to the informal sector can
be achieved by making key information accessible and available to everyone, thereby
encouraging them to join the social security schemes. In Tanzania, 91% of all employed
workers (including agriculture) work in the informal economy and only 3% work in the
formal sector, accommodating mostly those with formal education (Riisgaard et al., 2021).
The majority of those in the informal sector are people with low level of education or no
education (Ibid). Excluding agriculture, the proportion of people in informal employment is
slightly lower, as 67% of all employed individuals work outside agriculture (ILO, 2000,
2021). The informal sector is the primary focus in this article because it carries a significant
number of people compared to those employed in the formal sector.

Although social protection is important in Tanzania, little research has been conducted to
study the factors influencing the coverage of social protection in the informal sector. Studies
by Masanyiwa et al. (2020), Masabo (2019), and Masalangi (1998) support this contention,
arguing that little has been written about the development of social security in developing
countries in Africa, including Tanzania. Therefore, this study aims to examine the
development of social security in Tanzania, focusing on permanency and consistency,
compliance, and contribution capability in terms of the coverage of the social security
scheme.

LITERATURE REVIEW
Formal and Informal Social Security in Tanzania

Tanzania has a large workforce employed in the informal sector, particularly in agriculture,
with a significant proportion being subsistence farmers (peasants) compared to those
employed in the formal sector (Masabo, 2019). The existing social security schemes do not
adequately cover the labour force working in the informal sector despite their ability to
contribute to schemes, including those in the informal economy (Nino-Zarazua et al., 2010).
Current estimates suggest that formal social security programs cover less than 3% of
Tanzania’s total employed labour force, as they are employed in the formal sector, including
the government, where joining the social security schemes is mandatory, not optional
(Riisgaard et al., 2021). Approximately 90% of the labour force lacks any form of social
protection, and even the remaining 10% coverage is declining due to ongoing day-to-day
reforms, which reduce formal employment (Olomi, 2009). The limited coverage of social
security schemes for individuals working in the information sector hinders the rapid growth
of both the individual and national economies (Habtom & Ruys, 2007).

Permanency and Consistency, and the Coverage of Social Security

Enterprises in the informal sector face several challenges, including a lack of premises, and
some are also seasonal (Olomi, 2009; Dau, 2003). The absence of permanent premises and
inconsistent operations due to seasonality may hinder the coverage of social security
schemes. A fixed business location could make it easier for social security authorities to
monitor compliance with regulations. However, informal businesses often operate without
formal structures and are closely tied to their owners’ personal circumstances. It can be
easier for the social security scheme to monitor whether enterprises in the informal sector
comply with regulations if they have specific premises. Bangens and Soderberg (2011)
highlight additional challenges in extending social security to this sector. While permanency
and business consistency influence social security coverage, research on their specific impact
in the informal sector remains limited. However, studies on the influence of the permanency
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and consistency of businesses in the informal sector are still scant. Therefore, it can be
hypothesized as follows:

Hi:  Permanency and consistency influence the coverage of the social security scheme

Compliance Requirements and Coverage of Social Security Scheme

Compliance with the requirements of the social security scheme is considered to be the most
crucial aspect in the relationship between the employer and the social security scheme (ILO,
2001). Lack of compliance may result in penalties and other legal actions being imposed on
the defaulters. This may lead to lack of incentives to register with the schemes. Firms in the
informal sector may be motivated not to register since they will face several penalties and
other legal actions. However, scholars like Bangens and Soderberg (2011) argue that
penalties and legal actions may not deter enterprises from registering with the social security
scheme. It is the bureau and legislation that mainly focus on the formal sector, which acts as a
barrier. However, this study includes the enforcement of compliance as one of the factors that
may influence the coverage of social security schemes (Miti et al., 2021). Gassmann and
Behrendt (2006) argue that low coverage is a critical issue in current social security systems,
with most informal workers excluded. The majority of the population, most of whom work in
the informal economy, are not covered. The provision of social assistance to vulnerable
groups is limited (Masanyiwa et al., 2020). Most of the support provided is in the form of
emergency relief and disaster management. Therefore, based on compliance requirements, it
can be hypothesized as follows:

Hz:  Compliance with social security requirements influences the coverage of the social
security scheme

The Contribution Capability and the Coverage of the Social Security Scheme

Most enterprises in the informal sector are small-scale (FSDT, 2012) and often face financial
constraints (Bangens & Soéderberg, 2011). These limitations hinder their ability to make
consistent contributions to social security schemes as mandated by law (Dau, 2003). Since
many informal businesses operate at subsistence levels (Olomi, 2009; Muyot, 2022), their
limited contribution capability restricts the expansion of social security coverage within the
sector. This may not motivate informal businesses to register in the social security scheme or
prompt the scheme to focus on these sectors. However, like other factors, the existing
literature has not been able to explain the relationship between the contribution capacity and
the coverage of the social security scheme. People cannot contribute to society and their own
well-being unless they have the capacity to do so and can satisfy their basic needs (Deneulin,
2006). This fact justifies government intervention and financing in health and education
services, as well as in food and housing. Social security mechanisms can play an important
role in the financing and the provision of access to these services (Fang et al., 2019;
Ginneken, 2003; Segrott et al., 2016). Social insurance often plays an essential part in the
financing of health care and government subsidies can improve access to food, education and
housing. The main functions of social insurance are to make provisions for various capacity
deprivations (contingencies), to avoid indebtedness, and to make household expenditure more
predictable (Marmor et al., 2014). Therefore, it is hypothesized as follows:

Hz:  Contribution capability influences the coverage of the social security scheme
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Theoretical Literature Review
Social Security and Life Cycle Accumulation Theory

The social security and life cycle accumulation theory, developed by Kotlikoff (1939)
describes the importance of social security schemes to people, especially during retirement
age. It encourages participation in the scheme as a strategy for saving for the future.
Therefore, the theory highlights the importance of considering social security schemes for all
individuals, including the self-employed (French, 2005).

The theory considers the social security scheme vital during retirement age, where saving
through the social security scheme plays a significant role in retaining the wealth of retired
employees (lbid). Therefore, this theory relates to the study of compliance with
the requirements of social security schemes. However, this study used economic theory to
enrich the scope of understanding.

Economic Theory

An individual may make rational decisions when they receive proper information about
Social Security. Rational choice is a context for understanding and modeling economic
behaviour (Uzonwanne, 2016). In this regard, individuals may choose whether to join the
social security scheme based on their assessment of its cost. This study is supported by
economic theory, which suggests that information can influence saving behavior. However, if
changing the saving behaviour/decisions is perceived to be too costly or complicated, it may
not influence actual decision (Carter and Skimmyhorn, 2018; Hastings et al., 2013).
Employers may make a rational decision if they are capable of contributing and they can
fulfill all compliance requirements of the social security scheme.

Conceptual Framework

A conceptual framework shows the relationship between two main concepts: independent and
dependent constructs. The independent constructs are composed of three variables:
Permanency and Consistency (PC), Compliance with social security requirements (CS), and
Contribution Capability (CC). The dependent construct is composed of the Coverage of
Social Security Scheme (CSSS) variable.

Figure 1: Conceptual framework

requirements (CS) Social Security
Scheme

Permanency and Consistency (PC)
Compliance to social security \ Coverage of

Contribution Capability (CC)

Source: Field Data (2024)
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RESEARCH METHODOLOGY

This study employed a cross-sectional design, utilizing a quantitative approach to test the
hypotheses. The five Likert point scale questionnaires were distributed to 399. However, only
361 were collected from SME owner-managers in three regions, Dar es Salaam, Morogoro,
and Manyara. The regions were selected based on the fact that they boost large business
densities compared to other regions in Tanzania (Financial Sector Deepening Trust [FSDT],
2012). The Statistical Package for the Social Sciences (SPSS) version 21 was used to perform
multiple regression analysis. A pilot study was conducted to confirm the reliability of the data
using Cronbach's alpha test.

FINDINGS

In this study, multiple regression analysis was used to examine the predictive ability of a set
of independent variables on the dependent variable (Prasad, 2018). This allows comparison of
independent variables and finding the best set of variables that predict a dependent variable
(Frost, 2017). This paper aimed to examine the relationship between the Informal Sector (IS)
and the Coverage of Social Security Scheme (CSSS). It focused on three variables:
Permanency and Consistency (PC), Compliance with Social Security requirements (CS), and
Contribution Capability (CC). The variables were assessed in terms of their predictive power
(Ochonogor & Amah, 2021). Multiple regression analysis was used to determine the strength
of relationship between variables by determining how well the data fits the model and how
much of the variance in the dependent variable (CSSS) is explained by the independent
variables (informal sector factors) to: provide an indication of the relative contribution of
each independent variable, determine the statistical significance of the results in both the
model and individual independent variables, estimate model coefficient, and to test the
hypotheses of the study (Ochonogor & Amah, 2021). The following are the results of the
multiple regression analysis conducted to achieve the objectives of the study on the Informal
sector and Social Protection coverage as a voluntary requirement in Tanzania.

The model summary provides useful information on how well the model fits the data. The
table below presents the information from the analysis. The multiple correlation coefficient,
represented by R, is considered the best measure of the quality of prediction for the
dependent variable. Frost (2017) provides a guideline on how to assess the degree of
correlation between variables. He states that if R lies between 0.10 and 0.29, it indicates a
slight correlation, 0.30 and 0.49 indicate a medium correlation, while 0.50 and 1.0 indicate a
significant correlation.

Table 1: Model summary

Model Summary

Model R R Square Adjusted R Square Std. Error of the Estimate
1 2412 .058 .050 .954

a. Predictors: (Constant), PC, CC, CS

Source: Field Data (2024)

The results from the model summary indicate that the value of the correlation coefficient R is
0.241. This implies that there is a correlation between variables. The value shows that all
informal sector factors are good indicators for the coverage of the social security scheme.
This is supported by Frost (2017), who argues that if the value of the correlation coefficient R
is above 50 percent, it indicates that the data fit the model, implying a strong relationship
between the variables. Frost (2017) proposes that the highest R square (above 50%) is
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considered to be one of the indicators of a good model. The results from the analysis (Table
1.0) indicate that the value of R square is 0.58. This value implies that informal sector factors
explain 58% of the variability in coverage of the social security scheme, and 42% of the
variation is attributed to other factors indicated in the model. This means the proposed
informal sector factors precisely predict the coverage of the social security scheme.

The adjusted R square shows how much of the variance of the coverage of the social security
scheme is explained by the informal sectors included in the model. Frost (2017) argues that
the low discrepancy between R square and adjusted R square indicates a good fit of the
model. Table 1 indicates R square, which is 58% and adjusted R square which is 50%.
Stephen (2018) argues that for a good model, adjusted R square should always be less or
equal to R square. This study aimed to test whether the independent variables (informal
sector factors) significantly predict the dependent variable statistically (coverage of the social
security scheme). The F-test was used to test whether the overall regression model was a
good fit for the data at the selected probability level. It was intended to check if the informal
sector factors (PC, CS, and CC) statistically predict coverage of the social security scheme
(CSSS).

The predictor is considered statistically significant if its P value is less than 0.05; otherwise, it
is considered insignificant. The data in the ANOVA table show that the F-ratio is given by
F(3, 35) = 7.193, P = 0.000. The good fit of data in this analysis of the regression model
implies that the informal sector is statistically significant in predicting the coverage of the
social security scheme (as indicated in the data).

Table 2: ANOVAa

ANOVA?
Model Sum of Squares | df Mean Square  |F Sig.
Regression 19.643 3 6.548 7.193 .000°
1 Residual 318.621 350 .910
Total 338.265 353
a. Dependent Variable: SC F statistics = 7.193; P< 0.000; df= 353
b. Predictors: (Constant), PC, CC, CS

Source: Field Data (2024)

It was essential for the study to determine the contribution of the informal sector factor
included in the model to predicting the coverage of the social security scheme. The study
results provide an avenue for social security funds to consider the informal sector. It proposes
that each informal sector included in the model contributes to the coverage of the social
security scheme. The study used standardized coefficients from Table 3, which compares
different informal sector factors by considering the B values. Using a standardized coefficient
ensures that all values for each of the different informal sector factors are on the same scale,
making comparisons easier. The coefficients table represents the standardized coefficient f3
values for each informal sector factor, with their significance marked. The 3 values represent
the contribution of each informal sector factor to the coverage of the social security scheme.
Results from Table 3 show that the B values under standardized coefficients for CC, CS, and
PC were 0.240, 0.034, and 0.084, respectively. Since the study aimed to compare the
contributions of each informal sector factor by considering the B values, the results suggest
that CC has the largest B value, followed by PC and CS. This indicates that CC has a
significant correlation with the coverage of the social security scheme, followed by CS and
PC, which exhibit very low correlation power.
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Table 3: Coefficients

Coefficients?
Model Unstandardized Coefficients Standardized t Sig.
Coefficients
B Std. Error Beta
(Constant) 3.320 .588 5.643 .000
1 CC -.360 .079 -.240 -4.530 .000
CS .049 .079 .034 .623 533
PC 232 150 .084 1.547 123
a. Dependent Variable; SC

Source: Field Data (2024)

Multiple regression analysis was used to test the proposed hypotheses (H1, H2, and H3)
related to the coverage of the social security scheme and informal sector factors. Results from
the regression coefficient show that there is a significant relationship between CC and CSSS
(B = -0.240, Significant at 0.000). Results from the regression coefficient show that there is
no relationship between CS and CSSS (B = 0.034, significant at 0.533) and PC and CSSS (=
0.084, significant at 0.123).

DISCUSSION OF FINDINGS

The results show that Contribution Capability (CC) has a positive influence on the Coverage
of Social Security Schemes (CSSS). Therefore, there is a high capability of the people who
are working in the informal sector to contribute to the social security schemes. The informal
sector employees are aware of the advantages of social security schemes for their future
benefits. The finding is supported by Wang et al. (2023), who argue that the social security
scheme is essential for maintaining the well-being of employees after retirement (Masanyiwa
et al., 2020). Most of the people working in the informal sector are often uncertain about their
future after retirement. People working in the informal sector are willing to contribute to the
social security schemes only if the schemes can accommodate them. As Hafsari & Seftiani
(2022) point out, the challenges of social security schemes have not been adequately
addressed to introduce a scheme suitable for the large number of informal sector workers.
Umap (2023) and Nyland et al., (2016) argue that the informal sector requires special
attention, despite its ability to contribute to the scheme, because employees in this sector do
not receive sustainable monthly contributions like their formal counterparts. According to
Brownie et al., (2018) and Meng et al., (2019), the unsustainable monthly contributions to the
schemes are caused by unstable income due to factors such as unpredictable financial and
marketing conditions.

CONCLUSION AND IMPLICATIONS

This study aimed to investigate the informal sector and coverage of social security schemes in
Tanzania. It focused on the coverage of social security schemes in the informal sector. The
results revealed that the Contribution Capability has a positive influence on the coverage of
social security schemes in Tanzania. This means that informal sector employees can
contribute to the social security schemes. Therefore, employees from the informal sector are
capable of contributing to the schemes. However, there is a doubt on permanency and
consistency. The government, through social security funds, should create a friendly scheme
for employees in the informal sector, allowing them to also benefit from these schemes.
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RECOMMENDATIONS

The results revealed that Contribution Capability has a positive influence on the coverage of
social security schemes in Tanzania. This means that employees in the informal sector can
contribute to social security schemes. Therefore, it is the role of the government, through
social security funds, to develop a friendly scheme for employees working in the informal
sector. The special scheme is essential because employees in this sector have distinct
characteristics compared to those working in the formal sector.

LIMITATION

This paper used 361 instead of 399 participants after failing to collect all the distributed
questionnaires from the respondents. The capability of the informal sector to contribute to
social security schemes in Tanzania should not be generalized, nor should it be concluded
that all employees in the informal sector have the same financial capacity. A significant
number of employees in the informal sector receive very little money, which affects their
daily consumption.

AREA FOR FURTHER STUDIES

Another study may focus on the role of social protection in improving the community and
financial well-being. This is because most social security schemes focus on improving the
well-being of retired employees and do not prioritize enhancing community well-being in
general. That is why the beneficiaries of social security are those who were members and
contributed to the schemes.
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