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ABSTRACT  

This study examined the extent to which consumers of microfinance services in 

Mainland Tanzania are protected under the current legal framework. Specifically, it 

entailed the exploration of the legal framework for financial consumer protection in 

microfinance services in Mainland Tanzania, an examination of the extent to which 

consumers in microfinance services are protected under the existing legal framework, 

and recommended reforms in the existing legal framework so as to enhance financial 

consumer protection in microfinance services.  

The study deployed more doctrinal research where a documentary review was 

conducted by reviewing various materials including Statutes, Books, Journal Articles, 

conference papers, theses, and online materials.  

The study also conducted a little field research where in-depth interviews and 

questionnaire survey were used to collect data from the respective respondents. 

The findings reveal that consumers of microfinance services are not adequately 

protected under the current legal and supervisory framework. It has been found that 

there is an inadequate institutional arrangement for the regulation of microfinance 

service providers, the over-arching mandate of the BoT, over-reliance of regulations 

to prescribe substantial matters, absence of data protection and privacy legal 

framework as well as the absence of comprehensive mechanisms for disputes 

resolutions.   

In light of the above findings, the study recommends the following:  (a) enactment of 

a new and standalone legislation on Financial Consumer Protection;(b) enactment of 

a new standalone legislation on data protection and privacy; (c) reconciliation 

between the NMP 2017 and the Microfinance Act; and (d) hasten the process of 

making regulations as an alternative route in addressing factors that hinder effective 

protection to consumers of microfinance services. 
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CHAPTER ONE 

GENERAL INTRODUCTION AND BACKGROUND INFORMATION 

1.1 Introduction 

Microfinance has been hailed by many to be one of the most effective tools in the 

process of fighting global poverty in both the developed and developing world. It has 

been particularly effective and beneficial in bringing products such as savings, deposits, 

insurance, and credit to the unserved and underserved community.1 However, despite its 

importance, if microfinance services are not properly regulated many poor and voiceless 

people may fall victims of predatory lending practices.2 Thus, in many countries 

including Tanzania microfinance subsector has grown to the extent where financial 

regulators have seen the need to frame a policy and eventually integrate it into the 

framework of regulated financial services institutions.3 One of the rationales behind such 

regulation is the protection of consumers in microfinance services.  

This study, therefore, examined consumer protection in microfinance services in 

Mainland Tanzania. In particular, it examined the legal and regulatory framework to see 

how it has been designed to provide protection to consumers of microfinance services 

from various risks. Such risks include high-interest rates, unfair loan collection and 

recovery measures, inadequate data protection, inadequate disclosure of lending terms 

and conditions and other malpractices by microfinance service providers. Moreover, the 

study sought to provide a deeper understanding and insights into the legal framework on 

consumer protection in microfinance services in Mainland Tanzania, to determine the 

extent to which consumers of microfinance services are protected under the existing 

                                                           
1W.H. Abera (2019).  Is Microfinance an Effective Social Program Intervention for Poverty Reduction? 
Impact Analysis Approach, University of Kwazulu Natal, Research Gate, p.3. Retrieved on 23rd February, 
2019 from the World Wide Web:  https://www.researchgate.net/publication/331132233. 
2 Predatory lending practices refers to those credit practices that take advantage of the borrowers' lack of 
financial literacy exploit customers through high-interest rates.   
3P. Meagher. (2002). Microfinance Regulation in Developing Countries: A Comparative Review of 
Current Practice, IRIS Center, University of Maryland, 2002, p.1. Retrieved on 16th January, 2019 from 
the World Wide Web: https://www.citeseerx.ist.psu.edu. 



 2      
 

legal framework and to recommend for reforms that are necessary to improve the 

existing legal framework. 

1.2 Background to the Problem 

The rise and growth of microfinance all over the world has a unique history. When 

Professor Muhammad Yunus4 founded and established the iconic Grameen Bank, ‘a 

bank for the poor’5 thirty five years ago, the Bank was positioned as the role model local 

financial institution for poverty reduction in Bangladesh. The success of the bank 

marked the ushering of microfinance in many developing countries. After successful 

operation of the Bank, the “Grameen clones”6 spread in many other developing countries. 

The importance of microfinance in developing countries lies in the influence on poverty 

reduction and indirectly in the disproportionate indebtedness reduction in these 

countries.7 

In developed countries, microfinance, originated in Germany some 150-200 years ago 

from small informal beginnings as part of an emerging self-help movement: with the 

first thrift society established in Hamburg in 1778; the first community bank in 1801; 

and the first urban and rural cooperative credit associations in 1850 and 1864, 

respectively.8 

 

                                                           
4 was awarded the Nobel Peace Prize in 2006 (as one the first, he established and successfully developed a 
micro- financial system in LDCs, concretely in Bangladesh for the so-called Grameen Banks).  
5 M. Bateman, (2014) The Rise and Fall of Muhammad Yunus and the Microcredit Model, International 
Development Studies, Working Paper Series, St. Mary’s University,  No. 001, p.1. 
6 Ibid 
7K. Srnec & E. Svobodova. (2009). Microfinance in Less Developed Countries: History, Progress, Present 
– Charity or Business? Czech University of Life Sciences Prague, Institute of Tropics and Subtropics, 
Kamýcká, Agric. Econ-Czech 55, No. 10,  p.467. 
8H.D Seibel. (2003). Microfinance in Nigeria: Origins, Options and Opportunities, University of Köln, 
2003 at p.1. Retrieved on 22nd  December, 2018 from 
file:///C:/Users/Hp/Desktop/Microfinance%20in%20Nigeria%20Origins-
Options%20and%20Opportunities-PROF-HANS%20DIETER.pdf. 
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In Tanzania, the country's microfinance sector has its roots in the late 1960s.9 For most 

of such period, the financial sector in Tanzania was mainly government-owned with 

pervasive government interference in the financial system.10 Credit was issued on the 

basis of government priorities with little regard to credit-worthiness, and banks were 

convenient agents of fiscal policy. The National Bank of Commerce (NBC) and the 

Cooperative and Rural Development Bank (CRDB) were dominant in providing 

microfinance services. NBC provided working capital and other short term finance to 

agriculture and other rural activities while CRDB provided development finance to rural 

development activities. These two institutions had a virtual monopoly in their functional 

areas: Each institution was governed by its own statute11 and the Bank of Tanzania’s 

(BoT) supervisory role was limited.12 

Both NBC and CRDB were not performing the way it was anticipated in terms of loan 

portfolio which led to the inability to attract new deposits from their customers. The 

failure13 of these two financial institutions in the mid-1980's, financial sector reforms 

were inevitable. In the circumstances, Tanzania initiated economic reform measures in 

1986. As part of the economic reform program, implementation of the financial sector 

reforms started in 1991 and aimed to develop a sustainable, efficient and effective 

financial system. The reforms included liberalization of interest rates, elimination of 

administrative credit allocation, strengthening of the BoT ’regulatory and supervisory 

role, restructuring state-owned financial institutions and allowing entry of privately 

                                                           
9 Wangwe, S Innovation in Rural Finance in Tanzania: Paper Prepared for the Third Annual Conference 
on Microfinance Held from 15th to 17th March 2004 at the AICC Arusha, p.4. Retrieved on 24th December, 
2018 the World Wide Web: from https://www.bot.go.tz/MFI/Library/InnovationInRuralMFinTZ.pdf. 
10Ibid. 
11CRDB was governed by the Tanzania Rural Development Bank Act No.7 of 1971 while NBC was 
governed by the Bank of Commerce (Establishment and Vesting of Assets and Liabilities) Act No. 1 of 
1961 respectively. 
12Ibid. 
13 According to the Loan Advancement and Realization Trust (LART) Annual Report, June 2002, 70% of 
NBC’s loan portfolio was in arrears and 95% of this was accounted for by parastatals and a substantial 
share by cooperatives as of 1988. The Cooperative Rural Development Bank's (CRDB) rural sector loan 
portfolio was no better, with 66% of its loan portfolio in arrears as of end 1988. With a non-performing 
loan portfolio, the two banks were unable to attract new deposits from their customers.  
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owned financial institutions.14Indeed the reforms sought to create an effective and 

efficient regulation on the financial system in the country.15 

In making these reforms a reality, Tanzania enacted the Banking and Financial 

Institutions Act (the Banking Act 1991).16  The Banking Act 1991 provided a room for 

the establishment of privately owned banks. The Banking Act 199117 also provided for 

the structure of regulation and supervision of the financial sector in the country.18 These 

reforms brought an appreciable impact on the development of financial systems in the 

country.  

The reforms brought efficiency and competition in the banking sector. On the other hand, 

these reforms resulted in widening the institutional gap in the provision of financial 

services to the lower income segment where access to basic financial services by the 

majority of Tanzanians increased proportionately. In the circumstances, the Government 

was prompted to initiate a process for mainstreaming microfinance services. The process 

aimed at ensuring the development of a broader-based financial system comprised of a 

variety of sustainable institutions, with wide outreach and diverse financial products.19 

The reforms also led to more competition and development of the financial sector with 

new and more efficient financial services.20 The reforms also forced the restructuring of 

state-owned banks so as to comply with the prudential requirements and to be able to 

compete in the market.21 The Banking Act 199122 also gave autonomous power to the 

Bank of Tanzania (BoT) not only in the formulation of monetary policies but in 
                                                           
14  G.C Rubambey. (2005). Policy, Regulatory and Supervisory Environment for Microfinance in 
Tanzania, Essays on Regulation and Supervision, IRIS Centre University of Maryland, No. 15. Accessed 
from www.arabic.microfinancegateway.org/sites/default/files/mfg-en-paper-policy-regulatory-and-
supervisory-environment-for-microfinance-in-Tanzania-2005.pdf on 18 November, 2018. 
15 D.Chuku and  N.Ndanshau. (2016). The Non-Bank Financial Intermediaries and Economic Growth in 
Tanzania: An Empirical Analysis 1967-2011, Tanzania Economic Review, Vol.6, No.1 & 2-1-25,  p. 1. 
16 No. 12 of 1991. 
17The Banking Act 1991. 
18 See  Part II of the Banking Act. 
19 See Part II of the Banking Act. 
20B. Randhawa and J. Gallardo. (2003) Microfinance Regulation in Tanzania: Implications for the 
Development and Performance of the Industry, African Region Working Paper Series No.51, p.13. 
21Ibid. 
22 The Banking Act 1991. 
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regulation and supervision of the financial sector. This was followed by the enactment of 

the Bank of Tanzania Act, 1995 (the BOT Act 1995)23 which repealed the Bank of 

Tanzania Act, 1965 (the BoT Act 1965).24 

However, these reforms were seemingly relevant only in the mainstream banking system 

and its clients and not to microfinance institutions. Both the Banking Act25 and the Bank 

of Tanzania Act (the BoT Act 1995)26 did not cover the aspects of regulation and 

supervision of microfinance institutions such as credit companies, Savings and Credit 

Cooperative Societies (SACCOS), Village Community Bank (VICOBA), Non-

Governmental Organisations (NGOs) Microfinance and individual money lenders. These 

institutions were established and operated under different pieces of legislation such as 

the Cooperative Societies Act,27 the Social Security (Regulatory Authority) Act,28 the 

Capital Markets and Securities Act,29 the Companies Act,30 the Trustees Incorporation 

Act,31 the Non-Governmental Act,32 the Societies Act,33 the Business Licensing Act34 

and the Insurance Act.35 However, all these legislations did not provide for aspects of 

consumer protection in microfinance services. 

Thus, having realised the importance of the microfinance industry and the need for 

consumer protection in microfinance services, the government took some significant 

initiatives by initiating a microfinance policy formulation process in 1996.36 In 1997 the 

BoT was appointed by the Government as a government focal point for microfinance in 

enhancing and coordinating the government’s support towards mainstreaming 

                                                           
23 No. 1 of 1995. 
24 The BoT Act 1995. 
25 The BoT Act 1995. 
26 The BoT Act 1995. 
27CAP 211. 
28CAP 135. 
29CAP 79. 
30CAP 212 which inter alia provides for incorporation and management of credit companies. 
31CAP 318. 
32CAP 56. 
33CAP 337. 
34CAP 208. 
35CAP 394. 
36B. Randhawa, p.13. 
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microfinance into the financial system. As the Government’s hub and agency with 

oversight on the banking system, the BoT, on behalf of the Government, led the process 

for the formulation of the microfinance policy and the review of the legal, regulatory and 

supervisory framework.37 

This process went on until 2000 when the government approved the first National 

Microfinance Policy (referred to as NMP 2000).38The policy called for regulation and 

supervision of microfinance industry in the country.  

In NMP 2000, the government recognised the microfinance sector as an integral part of 

the financial sector39by acknowledging the need for regulation and supervision of 

microfinance operations. However, the NMP 2000 could not acknowledge the need to 

have a legal framework for regulation and supervision of microfinance sub-sector.40 

Thus, only those institutions licenced to accept deposits from the general public or from 

other financial institutions were subjected to regulation and supervision.41 

One of the reasons for such non-regulation was that it was difficult to regulate and 

supervise small microfinance service providers because such institutions are formed by 

persons who are familiar to each other, thus, reducing financial risks that regulation 

could protect.42 In these premises, it entailed that the government could not realise the 

need to provide legal regulation and supervision on microfinance institutions. As pointed 

out earlier, the lack of specific legislation to regulate microfinance services was also 

reflected in the existing banking laws.43 

Nevertheless, the emerging trends, developments, complexities and challenges in the 

microfinance industry prompted the government to review the NMP 2000.  Other 

reasons which prompted the government to review the NMP 2000 were the growing 
                                                           
37 Ibid. 
38(2000) issued by the Government through the Ministry of Finance of the United Republic of Tanzania. 
39 bid.  
40 See NMP 2000, p. 14. 
41See NMP 2000, p.14. 
42See NMP 2000, p.14. 
43See section 3 of the Banking Act and the BoT Act on the interpretation of terms “bank” and “financial 
institution” respectively.  
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public concern on the business conduct of microfinance institutions which is associated 

with inadequate disclosure of lending terms and conditions, excessive interest rates, 

reckless lending and multiple loans contributing to over-indebtedness and unfair loan 

collection and recovery procedures.44These malpractices also brought about public 

complaints and concerns on issues related to consumer protection. Thus, in the new 

Policy45  the government proposed to establish microfinance legal, regulatory and 

supervisory framework which could help to address the identified issues of consumer 

protection in microfinance sub-sector.   

The identified gap within the existing legal framework called for enactment of the 

Microfinance Act46 to provide for licensing, regulation, supervision and protection to 

consumers of microfinance services by ensuring that consumers of microfinance 

services are protected and offered appropriate products and services for their wellbeing 

while enhancing the Government's objective to reduce poverty in the country by 

empowering low-income earners through financial inclusion and self-employment. 

Despite these developments, it was imperative to explore the extent to which consumers 

in microfinance services are protected under the existing legal framework. It is against 

this backdrop that this study was conducted. 

1.3 Statement of the Problem 

Microfinance services play a vital role in providing financial services to those who do 

not have access to the formal financial sector. It also facilitates entrepreneurship and 

economic development by providing entrepreneurs with small credits to finance their 

businesses.47Thus, considering such role to both the country and its people, and 

considering the number of people using microfinance services which is about 48.6 

                                                           
44NMP 2017, p. 23. 
45NMP 2017, p.30. 
46No. 10 of 2018. This Act is not yet in force. 
47Karim, Z.A. et al. (2015). Client Protection in microfinance: the current state of law and regulation. 
Ernest & Young Global Limited, United Kingdom, p.3. Retrieved on 11th November, 2018 from the 
World Wide Web:https://www.ey.com/Publication/vwLUAssets/EY-client-protection-in-
microfinance/$FILE/EY-client-protection-in-microfinance.pdf. 
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percent of Tanzanian's labour force,48  the Parliament of Tanzania enacted the 

Microfinance Act which provides for licensing, regulation and supervision of 

microfinance services in Mainland Tanzania.  

One of the key objects of the Microfinance Act is to provide protection to consumers of 

microfinance services in Mainland Tanzania by establishing microfinance consumer 

protection principles49 and other oversight mechanisms. The principles that microfinance 

service providers are required to comply with provisions of fair terms and conditions in 

the loan contract, full disclosure of products information, transparency on interest rates, 

provision of financial education to the consumers, to put in place complaints handling 

and dispute settlement mechanisms. Despite these achievements, it is not clear from the 

law on how those principles are going to be implemented, considering the fact that the 

institutions50 charged with regulation and supervision of microfinance services are also 

vested with other broad functions.51 

For example, BoT under the Banking Act and the BoT Act is charged with the functions 

of licensing, regulation and supervision of banks and deposit-taking financial institutions 

including mortgage financing, development financing, lease financing 52formulate and 

implement monetary policy including exchange rate policy issue currency, issue 

currency, to deal, hold and manage gold and foreign exchange reserves of Tanzania53 

and act as banker and fiscal agent of the Government.54 These broad functions are likely 

to hinder the realisation of the intended results regarding regulations of microfinance 

services. 

                                                           
48 This is according to FinScope Tanzania 2017, p. 44. This report was retrieved on 30th October, 2018 
from the World Wide Web:http://www.fsdt.or.tz/wp-content/uploads/2017/09/FinScope-Tanzania-2017-
Insights-that-Drive-Innovation.pdf. 
49 ss. 50 and 51 of the Microfinance Act.  
50In this case the BoT. 
51See the functions and duties of the BoT under the Banking Act and the BoT Act, the functions of TCDC 
under the Cooperative Act and the functions of the local government authorities under CAP 287 and CAP 
288.   
52See section 4 of the Banking Act. 
53See section 5 of the BoT Act. 
54See section 32 of the BoT Act. 
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In addition, provisions relating to consumer complaints handling mechanism and 

procedures, consumers’ data protection mechanism as well as dispute settlement 

mechanism under the Microfinance Act are still wanting. 

In those premises, it was imperative to investigate on the extent to which the current 

microfinance legal framework accommodates financial consumer protection concerns in 

microfinance services so as to make recommendations to address the factors that hinder 

effective consumer protection in microfinance services in Mainland Tanzania.  

1.4 Research Objectives 

During the investigation of the research problem, the researcher was guided by one 

general objective and three specific objectives as provided hereunder:- 

1.4.1 General Objective 

The general objective of this study was to examine the extent to which consumers of 

microfinance services in Mainland Tanzania are protected under the current legal 

framework. 

1.4.2 Specific Objectives 

i. To identify legal regime/framework for financial consumer protection in 

microfinance services in Mainland Tanzania. 

ii.  To examine the extent to which consumers in microfinance services are protected 

under the existing legal framework. 

iii.  To recommend reforms in the existing legal framework so as to enhance 

financial consumer protection in microfinance services.  

1.5 Research Questions 

i. What is the existing legal framework for consumer protection in microfinance 

services in Mainland Tanzania? 
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ii.  To what extent are consumers of microfinance services protected under the 

existing legal framework? 

iii.  What reforms are necessary to improve the existing legal framework on 

consumer protection in microfinance services in Mainland Tanzania?  

1.6 Significance of the Study 

This study was important in informing the relevant authorities about the weaknesses in 

the existing legal framework in relation to financial consumer protection in microfinance 

services in Mainland Tanzania. 

The study also provides some recommendations that may help the lawmakers to realise 

the need to make reforms to improve the existing legal framework so as to provide for 

effective regulation of microfinance institutions with an ultimate goal of strengthening 

financial consumer protection in microfinance services in the country. 

Also, the study adds important information on how the government and other 

stakeholders should work together to improve the delivery of microfinance services with 

a view of affording protection to consumers of those services.  

Ultimately, the study contributes to the literature on financial consumer protection, 

especially in microfinance services. 

1.7 Literature Review 

The aspect of consumer protection in microfinance services has received attention of 

many scholars around the globe. Studies and surveys have been conducted and the 

outcomes have been compiled in reports, books, journals and other media. However, 

literature from Tanzania scholars in relation to this area of the study is limited, thus the 

researcher consulted literature from other jurisdictions. The following is a discussion on 

the identified relevant scholarly works of other authors who have highlighted issues of 

consumer protection in financial services both local and from other jurisdictions with a 

view of identifying what have been done and what have not been done. 
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Binamungu C.S and Ngwilimi G.S55in their book entitled ‘Regulation of Banking 

Business in Tanzania,’ discussed about regulation of banking business in Tanzania 

where they acknowledged the absence of clear legal framework governing microfinance 

business in Tanzania.56  The authors went further highlighting on the National 

Microfinance Policy of 2000 (NMP 2000) which attempted to integrate microfinance 

operations into the financial system where the Bank of Tanzania was vested with the 

overall responsibility to coordinate its implementation.57 

Also, the authors noted that the NMP 2000 covered a wide range of microfinance 

operations conducted by commercial banks, by rural community banks, by non-

governmental organisations (NGOs) and by cooperative societies like savings and credit 

societies (SACCOS).58 

Apart from that, the authors attempted to answer two important questions which are 

‘why’ and ‘how’ do we regulate banks and financial institutions?59 In answering those 

questions, the authors provided for the reasons or rationale behind banking regulation by 

arguing that financial regulation have four main objectives which are protection of the 

economy against systematic risk, protection of individual depositors, protection of 

customers60 against business misconduct61 and protection of the society against financial 

crimes.62  Additionally, the authors considered consumer protection as one of the 

rationale for banking regulation on the basis of market imperfections and failures due to 

information asymmetry.63  Thus, in their view consumers in financial services or 

products are less informed than their suppliers and in most cases they would rely on 

                                                           
55Binamungu, C.S. and Ngwilimi, G.S. (2006). Regulation of Banking Business in Tanzania, Mzumbe 
Book Project, Mzumbe, Morogoro Tanzania.,p.1. 
56Op.cit, p.58. 
57Ibid. 
58Binamungu, C.S  Op.cit, p. 59. 
59Binamungu C.S, Op.cit, p.2. 
60In this study termed as consumers. 
61Emphasis is added. 
62Binamungu C.S, Op.cit, p. 22. 
63Op.cit, p.26. 
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suppliers’ information to accept the products giving opportunity to suppliers to exploit 

the market at the expense of consumers.64 

They went further highlighting on the regulatory and supervisory framework for banking 

and financial institutions in Tanzania by identifying the regulatory authority and 

explaining about the licensing procedure for banking and financial institutions in the 

country.  

This work was useful as it provided him with necessary insights into the rationale for 

financial regulation and how financial institutions should be regulated for consumer 

protection purposes.  

Pierce M65  in his Article entitled ‘Regulation of Microfinance in United States: 

following Peruvian Model,’ argues that regulation of MFIs plays a vital role in the 

protection of consumers, MFI investors and help the microfinance sector to grow.66 

Citing an Indian experience to amplify the need for MFIs regulation, the author is of the 

view that if the sector is left unregulated, consumers of microfinance services are likely 

to face harassment during collection and recovery measures and other sort of humiliation 

to consumers by money lenders.  

The author further argues that these incidences and other malpractices are the main 

considerations for the need to have a microfinance regulator by considering a Peruvian 

model as the best model for regulation of the United States of America (USA) 

microfinance.67 

Thus, this work provides some insights into the best practices affording protection to 

consumers of microfinance services. With the aid of this work the researcher was able to 

learn how Peruvian model has been designed and the mechanisms they employed to 

enhance protection to consumers in microfinance services. 

                                                           
64Op.cit. p. 27. 
65Pierce, M. (2013). ‘Regulation of Microfinance in the United States: Following Peruvian Model’, North 
Carolina Banking Institute, Vol.17 (1), p. 211. 
66Ibid. 
67Op.cit, p.213. 
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Haiyambo E68 in the thesis entitled ‘the impact assessment of regulation of microfinance 

institutions in Namibia. She argues as to whether microfinance institutions should be 

regulated and how they should be regulated. By using the case study of Namibia, the 

author came to the conclusion that regulation is necessary to enhance development of 

microfinance sector. The author further argues that regulation is important as it provides 

protection on financial system and safety to depositors.69 

On the other hand the author argues that regulation also enhances consumer protection 

by setting interest rates limits, requiring transparency and disclosure and preventing 

fraudulent practices.70 

The author also discussed about two main approaches of regulation that is prudential 

regulation and non-prudential regulation. The discussion of these two approaches aimed 

at differentiating the two approaches and recommending the best approach for regulation 

of microfinance institutions in Namibia.71 Her findings and recommendations helped in 

analysing research findings and reaching a well-reasoned conclusion. The researcher 

also found Haiyambo’s work as relevant and useful as it provides a rigorous discussion 

on why microfinance institutions should be and how they should be regulated and by 

whom. 

Muganga D .L72 in his Thesis entitled ‘the Role of Regulation and Supervision of 

Microfinance Institutions: Evidence from South Africa and its Implications for the 

Development of Non-Deposit Taking Microfinance Regulation in Kenya’, is of the view 

that regulation of microfinance institutions helps to define the legal status of institutions, 

                                                           
68E.Haiyambo. (2016). An Impact Assessment of the regulation of microfinance institutions in Namibia, 
PhD Thesis, Stellenbosch University, p.178.  Retrieved on 11th September, 2018 from the World Wide 
Web: file:///C:/Users/Hp/Downloads/haiyambo_impact_2016%20(5).pdf . 
69Op.cit, p.180. 
70Ibid. 
71Op.cit, see pp.188-197. 
72D.L Muganga. (2010). The Role of Regulation and Supervision of Microfinance Institutions: Evidence 
from South Africa and its Implications for the development of Non-deposit Taking Microfinance 
Regulation in Kenya. A Master DegreeThesis, State University of Bergamo-Italy. Retrieved on 3rd 
September , 2018 from the World Wide Web: 
www.universitymeetsmicrofinance.eu/uploads/2/5/8/2/25821214/thesis_muganga.pdf. 
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pointing out allowable and prohibited activities as well as the scope of offering 

microfinance activities.73 He further argues that regulation of microfinance institutions 

plays a vital role in enhancing consumer protection in microfinance services.74 

The author also notes that financial services offered by microfinance institutions can 

help poor people to transform their lives but if not designed and implemented properly, 

they can in some cases do more harm than good.75 Therefore, the author is of the opinion 

that regulation of microfinance institutions can help to avoid over-indebtedness, bring 

transparent pricing, set appropriate debt collections measures, set mechanisms for 

redress of grievances and provide mechanism for protection of client’s data.76 

However, the author does not provide for how the law should be designed to deal with 

the identified risks. This prompted the researcher to investigate on what should be 

included in the existing legal framework so as to improve and enhance consumer 

protection in microfinance services in Mainland Tanzania.  

Makuyana T77 in his Article entitled ‘Microfinance Regulation and Supervision in 

Zimbabwe: A Critical Overview ‘argues that regulation of microfinance institutions 

becomes necessary considering the unequal bargaining power that exists between 

consumers and providers of microcredit services.78  According to the author, the 

regulation of microfinance institutions is necessary because their failures and their 

market misconducts will not only cause harm to the owners but to the consumers of their 

services as well.79 For purposes of consumer protection, he argues that the law should 

                                                           
73D.L Muganga. (2010). The Role of Regulation and Supervision of Microfinance Institutions: Evidence 
from South Africa and its Implications for the development of Non-deposit Taking Microfinance 
Regulation in Kenya. A Master DegreeThesis, State University of Bergamo-Italy. Retrieved on 3rd 
September , 2018 from the World Wide Web: 
www.universitymeetsmicrofinance.eu/uploads/2/5/8/2/25821214/thesis_muganga.pdf. 
74Ibid. 
75Ibid. 
76Op.cit,  p. 23. 
77 (2016), Microfinance Regulation and Supervision in Zimbabwe: A Critical Overview, Mediterranean 
Journal of Social Sciences, MCSER Publishing Vol. 7, No. 1, p. 376.  
78Ibid. 
79Ibid. 
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seek to regulate microfinance institutions so as to minimise chances of those institutions 

in jeopardising the rights of their consumers.   

He further submits that the law should be couched to enhance consumer protection by 

providing for transparency and disclosure of lending terms and conditions, provisions 

which will help to avoid over-indebtedness to consumers80 but also to provide other 

relevant provisions.  

The author further argues that the supervisory role of microfinance institutions should be 

conferred upon another independent authority devoted for that purpose instead of the 

central bank.81 His argument is based on the truth that central banks have numerous 

tasks in their mandate as bankers to governments, other commercial banks, and deposit-

taking financial institutions.82 

Thus, Makuyana’s work is relevant as it provides certain guidance on the appropriate 

measures which Tanzania can learn to enhance financial consumer protection in 

microfinance services. From that work, the researcher borrowed a leaf on how 

Zimbabwe and other jurisdictions laws have managed to provide effective protection to 

consumers of microfinance services. 

Cranston R83in his book entitled "Principles of Banking Law" argues that consumer 

protection is one of the main reasons for banking regulations although; the issue of 

specific consumer protection for bank customers has been a rarity.84  He further points 

out with examples from different jurisdictions, the reasons as to why banking regulation 

was necessary to accord protection to consumers of financial services.85 Usury86 was one 

of the reasons as to why money lending need specific government regulation which 

                                                           
80Op.cit, p.379. 
81Op.Cit, p.383. 
82Ibid. 
83 (2002), Principles of Banking Law, 2nd Ed, Oxford University Press, New York, p. 65. 
84Op.Cit, p. 76. 
85Op.Cit, p.77. 
86 Refers to exorbitant interest rates charged on loans or credits. 
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could put certain interests rates under control. Furthermore, the author submits that in 

western countries, it reached a stage where usury was declared unlawful.87 

Other literature shows that such kind of practices is happening in Tanzania especially in 

microfinance institutions. Thus, although Cranston did not directly deal with the 

importance of regulation of microfinance institutions on consumer protection, the 

researcher found his work as useful as it lays down the foundation as to why financial 

consumer protection is necessary for this era.  

Roy T88 in his paper entitled ‘Regulation and Supervision of Microfinance Institutions: 

Principles and Best Practice, A Paper presented at the South Asian Association for 

Regional Cooperation (SAARC) Finance Seminar on Regulation and Supervision of 

Microfinance Institutions in SAARC Region’ amplified the concerns which call for 

regulation of microfinance institutions at the best interests of consumers of microfinance 

services. He identifies usurious interest rates, coercive recovery practice and other 

lending malpractices89 as part of the burning public concerns regarding the microfinance 

institutions. He further submits that non-regulation of microfinance institutions is rather 

benefiting the private shareholders, including foreign investors at the expense of poor 

borrowers.90 

The author went further sharing some experience on the regulation of microfinance 

institutions which reveals the nature and mode of microfinance regulations in other 

jurisdictions.91 It has been stated that in most jurisdictions, microfinance institutions are 

subjected to non-prudential regulation where the process of registration and licensing of 

microfinance institutions is not done by the central bank.92 Although, he notes that there 

                                                           
87Ibid. 
88 (2013) Regulation and Supervision of Microfinance Institutions: Principles and Best Practice, a Paper 
Presented at SAARCFINANCE Seminar on Regulation and Supervision of Microfinance Institutions in 
SAARC Region on 20-22 March, 2013, Kathmandu Nepal. This Paper was retrieved 16th September, 2018 
from the World Wide Web:  https://nrb.org.np/saf/seminar/mfonsaarcregion/Resource-Paper_Dr-Roy.pdf. 
89Ibid, p.2. 
90Ibid. 
91 Roy T, p. 9. 
92Ibid. 
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are some cases where central banks are involved in registration or licensing of certain 

categories of microfinance institutions. This experience seems to reflect the real 

situation in Tanzania jurisdiction where some of the microfinance institutions are 

licenced by the BoT and some are licensed by other delegated Government authorities.  

The experience learned from this work helped the researcher in building up his study as 

to why microfinance regulation is necessary for the best interest of consumers of 

microfinance services and what kind of regulation is appropriate for microfinance 

institutions.  

Amin N and Ilias I93 in their Article entitled ‘A study on the financial consumer 

protection in Malaysia with Specific Reference to the Financial Services Act' argue that 

the most common elements of financial consumer protection frameworks include 

disclosure and transparency, financial education, fair treatment, and dispute settlement 

mechanisms. But in some jurisdictions, financial consumer protection includes rules 

preventing over-indebtedness by placing minimum household earnings to qualify for an 

unsecured loan. The authors examined the financial consumer protection under the 

Malaysian Financial Services Act94 which provides for fair contract terms, prohibited 

business conduct, transparency and disclosure, redress mechanisms and responsible 

lending provisions.  

This work is useful as it gives the most recent experience on how other jurisdictions 

have addressed financial consumer protection in microfinance services. Thus, this work 

provided guidance in providing appropriate measures to address the identified legal 

weaknesses on consumer protection of microfinance services in Mainland Tanzania.   

                                                           
93Amin, N. & Ilias, I. (2013).  A study on the financial consumer protection in Malaysia with Specific 
Reference to the Financial Services Act. Malaysian Journal of Consumer and Family Economics. 
Retrieved on 12th September, 2018 from the World Wide Web: http://www.majcafe.com/wp-
content/uploads/2017/04/1.-consumer-protection.pdf. 
94(2013). 
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Ardic et al95 in their paper entitled ‘Consumer Protection Laws and Regulations in 

Deposit and Loan Services: A Cross-Country Analysis with a New Dataset’ presented 

their findings of a survey on consumer protection Legislations which was conducted in 

142 countries including Tanzania.96   The paper revealed that although consumer 

protection laws are in place in the majority of countries surveyed, it has been noted that 

the majority of those consumer protection laws do not respond to the issues specific to 

the protection of the consumer of financial services.97 

The findings of the survey found a number of challenges obstructing the effective 

implementation of the existing consumer protection laws. These challenges include 

ineffective enforcement mechanism which is caused by limited enforcement powers on 

the part of the regulators and limited monitoring capacity which is caused by the 

shortage of officials who could discharge the monitoring task.98 

It is also argued that unregulated financial institutions are rarely covered by existing 

financial consumer protection legislation. Despite its relevance and usefulness in this 

study, the paper does not clearly state the effects of lack of legal protection to consumers 

of financial services especially those offered by microfinance institutions. Thus, the 

researcher was sparked to investigate the extent to which consumers of microfinance 

services are protected under the existing legal framework.  

Jaeger et al. 99  in report entitled ‘TANZANIA: Diagnostic Review of Consumer 

Protection and Financial Literacy: Key Findings and Recommendations’ argue that the 

existing legal and regulatory framework in Tanzania provide less protection to 

consumers of financial services in microfinance institutions compared to those regulated 

                                                           
95 (2011). Consumer Protection Laws and Regulations in Deposit and Loan Services: A Cross-Country 
Analysis with a New Dataset, Policy Research Working Paper (5536). 
96 ibid, See Annex I,  p.42 which indicate that Tanzania is one of the countries surveyed on consumer 
protection legislation  
97Ibid, p. 16. 
98Ibid. 
99Jaeger J. et al (2013). TANZANIA: Diagnostic Review of Consumer Protection and Financial Literacy: 
Key Findings and Recommendations, Vol. 1,  p. 16. 
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by the BoT. They also argued that the current legal framework100 does not provide clear 

provisions dealing with the protection of consumers of financial services.101  

Furthermore, the authors are of the view argue that the existing legal framework 

contains a number of flaws as it does not provide for requirements of transparency, clear 

and comparable disclosure of key terms and conditions, applicable interests rates, fees 

and charges, debt collection mechanisms and handling of consumer complaints.102 

The authors further recommend for the inclusion of financial consumer protection 

provisions in the Banking Act. However, the report did not state categorically as to what 

aspects should be included in the current legal framework to enhance financial consumer 

protection. Thus, this study sought to go an extra mile by investigating on how the law 

should be designed to enhance financial consumer protection in microfinance services in 

the country. This study also proposed the most effective financial consumer protection 

mechanism to enhance financial consumer protection in the sub-sector. 

Flaming M, et al.103in their report entitled ‘Consumer Protection Diagnostic Study in 

Kenya' argues that the absence of regulation and supervision agency for microfinance 

institutions in Kenya reduces the chances for enforcing consumer protection related to 

transparency, fair practice, and recourse.104 

The study further found that microcredits consumers suffer frustrations with hidden fees 

and understanding the terms and conditions of their credit agreements.105 To enhance 

consumer protection against those practices, the study recommended to the Kenyan 

Ministry of Finance to make regulations under section 3(2)(b) of the Kenyan 

Microfinance Act106 that could set standards for transparency and disclosure, fair 

                                                           
100 Banking Act and its Regulations the Banking and Financial Institutions(Microfinance Activities) 
Regulations, 2014, GN No. 298 of 2014. 
101Op.cit, p.16. 
102Ibid. 
103(2011). Consumer Protection Diagnostic Study in Kenya, p.49. 
104Ibid. 
105Ibid. 
106 No.19 of 2006. 
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practices, plain language contracts and establishment of formal and informal dispute 

settlement mechanisms.  

It is further argued that those standards could help to provide valuable consumer 

protection, especially to the poor and low-income households and micro scale 

enterprises.107The findings and recommendations of the study were useful and relevant 

to this study as they gave the researcher some basic insights into what Tanzania can 

learn to enhance financial consumer protection in microfinance services in Tanzania. 

1.8 Research Methodology 

This part provided for the research design and methods which were used in the study as 

indicated hereunder. This part is intended to answer questions like, what was the type of 

data required, what were the sources of data, what methods were employed to obtain the 

required data? Where the study was conducted, what type of data was required, what 

kind of data collection instruments appropriate, what were the methodological 

limitations and how the researcher managed to mitigate them 

1.8.1 Research Design 

Research as a scientific study has to be properly designed and planned. A well-defined 

research design enabled the researcher to conduct his study smoothly from the beginning 

to the end of the study with a view of saving time and finances. Not only that a well-

defined research design helped the researcher to come up with the useful findings that 

enabled him to make suitable recommendations to address the identified problem.  

Taking into account the nature of the study, the researcher employed analytical research 

which enabled him to identify the legal weaknesses in the existing legal and regulatory 

framework for consumer protection in microfinance services in Mainland Tanzania.  

                                                           
107Ibid. 
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1.8.2 Scope of the Study 

This study focused on examining the extent to which consumers of microfinance 

services are protected under the existing consumer protection legal framework with a 

view of suggesting the best practice that will help to enhance consumer protection by 

addressing the identified weaknesses in the existing legal framework. 

1.8.3 Area of the Study 

The researcher conducted his study in Dar es Salaam, Morogoro and Dodoma. The 

choice of these areas was influenced by the easy accessibility to well-equipped libraries 

such as the University of Dar es Salaam Library, the National Assembly Library, 

Dodoma Regional Library and the Mzumbe University Library which were used to 

access relevant materials for documentary review.  On the other hand, Dar es Salaam 

and Dodoma were also chosen because most of the targeted respondents from the 

respective government institutions such as the Ministry of Finance and Planning, BoT, 

Business Registration and Licensing Agency (BRELA) and consumers of microfinance 

services were to be found.  

1.8.4 Population and Sampling Design 

Initially, the researcher intended to obtain the required data from some officials of the 

Ministry of Finance and Planning (MoFP), BoT, BRELA, microfinance institutions, 

umbrella organisations and consumers of microfinance services. The respondents were 

selected through both random and systematic sampling. Systematic sampling was 

employed in obtaining data from the respective government officials and officials from 

selected microcredit institutions; while random sampling was employed to collect data 

from consumers of microfinance services. However, the researcher could not manage to 

reach a satisfactory number of respondents due to a number of reasons the main one 

being tight work schedules which caused non–response to the scheduled interview 

sessions and to the questionnaires. 
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1.8.5 Methods of Data Collection 

The study mainly employed doctrinal research and partly a field research.108 With 

doctrinal research the research employed documentary review method by critically 

reviewing relevant instruments, both local and foreign statutes as primary sources of 

information.  

The researcher also reviewed relevant books, journal articles, conference papers, 

research papers and various published and unpublished materials pertinent to the study 

as secondary sources of information. Apart from that internet was also used to access 

online information on the subject matter. This method helped the researcher to extract 

information which was relevant to the study.  

Materials for review were obtained from Mzumbe University Library in Morogoro, 

Bunge Library in Dodoma and the University of Dar es salaam Library. The researcher 

also used Dodoma Regional Library to search materials for documentary review. 

Questionnaire survey method was also employed but only few two respondents one from 

the Ministry of finance and the other from the Business Registration and Licensing 

Agency were able to complete and return the questionnaire within the required time. 

While in-depth interviews which were scheduled with key officials from BoT, and 

MoFP, TAMFI and TFC failed as the respondents could not show up.  Despite the fact 

that data from interviews were not obtained yet it did not affect the study as the 

researcher relied on the data obtained from a documentary review.109  

                                                           
108Also known as non-doctrinal research. 
109

 The required data were obtained from the NMP 2017, the study by the World Bank, Tanzania 
Diagnostic review of consumer protection and financial literacy, Vol.1. Key Findings and 
recommendations, Washington D.C: World Bank, a study by Brown, A. et al. (2015). Financial Inclusion 
and Microfinance in Tanzania, Inclusive Growth: Tanzania Country Report, University of Dar es Salaam, 
Tanzania Financial inclusion and Infrastructure Practice, Financial Inclusion and Consumer Protection 
Service Line, Africa Region, a book by Thomas D & Frizon, F. (2012) Resolving Dispute between 
Consumer and Financial Businesses, Fundamental for a Financial Ombudsman, Washington D.C and a 
Journal Article by H. Ahmed & I. Ibrahim. (2017). Financial Consumer Protection Regime in Malaysia: 
Assessment of the Legal and Regulatory Framework, Journal of Consumer Policy, Vol.41 (2). 
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1.8.6 Data Collection Instruments 

Since the study employed both doctrinal and non-doctrinal research following 

instruments were used in collecting the required data: 

(a) Notebook and checklist for documentary review. A notebook was used to take 

down some relevant information extracted from the reviewed documents. 

(b) Interview guide and open ended questionnaires for field research. Interview 

guide and open ended questionnaires were intended to help the researcher in 

collecting data from the respondents.  

1.8.7 Data Analysis and Interpretation 

The researcher used qualitative method of data analysis. Analysis of secondary data was 

done through content analysis by carefully examining and analysing the content of 

relevant reviewed documents which were appropriate for identifying the legal 

weaknesses in the existing consumer protection legal framework in microfinance 

services. Analysis of primary data involved screening, summarisation, and 

categorisation of key findings. This process helped the researcher to determine as to 

whether the data collected matched with the research questions and objectives. 

1.8.8 Limitations of the Study 

In the course of conducting this study the researcher encountered some methodological 

limitations in the process of data collection. The limitations include tight schedules of 

the respondents and lack of commitment from some of the respondents. This happened 

due to the nature of work of some respondents who happened to have tight work 

schedules. Their tight schedules resulted into non-response to the questionnaire and non-

appearance to the scheduled interview session(s). Despite these limitations, the 

researcher managed to collect the requisite data through documentary review as 

highlighted under paragraph 1.8.5 of this Chapter.   
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1.8.9 Dissertation Scheme 

This Chapter has provided introductory information about the study, statement of the 

problem, objectives of the study, literature review and research methodology of the 

study. The dissertation has other four chapters as described hereunder:   

Chapter Two provides for conceptual framework of the study. Under this chapter 

established financial consumer protection principles that are necessary in improving and 

enhancing consumer protection in microfinance services are discussed. This chapter also 

defines some key concepts used in the study in an operational manner.  

Chapter Three analyses the existing legal framework for consumer protection in 

microfinance services in Mainland Tanzania. Under this chapter the researcher outlined 

all relevant legislations which provide for legal, regulatory and supervisory framework 

for consumer protection in microfinance services in Mainland Tanzania. The study also 

managed to identity strength and weaknesses of the legal framework which helped to 

come up with the recommendations for improvements.  

This chapter set a basis for what was investigated and presented in the next chapter for 

analysis and discussion in relation to the research problem. 

Chapter Four is designated for data presentation, analysis and discussions of research 

findings. Under this chapter the researcher shows the relationship between the research 

findings, research problem, research objectives and research questions. This chapter 

assess the extent to which Tanzania legal framework protects consumers in microfinance 

services by looking at the best practices from other jurisdictions. Thus, this chapter also 

enlightens on what should be learnt from the other jurisdictions so as to improve and 

enhance consumer protection in microfinance services in our country. 

Chapter Five concludes the study and makes recommendations. 
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1.8.10 Conclusion 

This Chapter introduced the study by providing for background information about the 

research problem, statement of the problem by showing the preliminary evidences 

relevant to the stated legal problem, research questions, research objectives and 

significance of the study. Furthermore, the chapter provided literature review showing 

what others have done and what has not been done; what was relevant in this study, 

research methodology, scope of the study and methodological limitations which the 

researcher encountered during the study and how he managed to overcome them.  

The following chapter provides for the conceptual framework on consumer protection in 

microfinance services and the meaning assigned to various concepts used in relation to 

the study. 
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CHAPTER TWO 

CONCEPTUAL FRAMEWORK OF THE STUDY 

2.1 Introduction 

The study of consumer protection in microfinance services in Mainland Tanzania carries 

with it one major theme, namely financial consumer protection. This Chapter is 

necessary for building a better understanding of the concepts of the study. Thus, it is 

important to have a discussion on consumer protection principles from different 

perspectives and good practices from other jurisdictions. Apart from that it is also 

necessary to have a discussion on some key concepts used in the study by assigning 

them meanings in an operational manner. In a nutshell, this chapter is crucial as it gives 

a direction to the answers of the questions of this study as explained hereunder.  

2.2 Financial Consumer Protection 

Consumer protection frameworks in the financial services are growing as products 

become more complex and a number of people rely on financial services.110 Thus, an 

effective financial consumer protection framework which includes three complementary 

aspects is necessary to enhance consumer protection. These aspects include laws and 

regulations governing relations between service providers and consumers that ensure 

fairness, transparency, and recourse rights.111 

The second aspect is an effective enforcement mechanism including dispute resolution 

mechanism and the third aspect requires the promotion of financial literacy and 

capability by helping consumers to acquire the necessary knowledge and skills to 

manage their finances.112 

Thus, this study is built on consumer protection principles which aims at providing a set 

of rules and regulations that are necessary in enhancing consumer protection in 
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microfinance services. These principles have been elucidated in various international 

instruments including the General Practices for Financial Consumer Protection.113 In this 

study, these principles are considered as variables which set the basis of consumer 

protection.  

It is necessary to note that these principles form a basis of establishing as to whether 

financial consumer protection in microfinance services is effective or not. It is from 

these established consumer protection principles the researcher was able to assess the 

existing legal framework and identify its shortcomings. 

2.2.1 Legal, Regulatory and Supervisory framework 

In guaranteeing protection to consumers of microfinance services, financial consumer 

protection must be made an integral part of the legal, regulatory and supervisory 

framework of the respective jurisdiction.114 This principle entails that specific laws and 

regulations related to consumer protection that applies to financial institutions supplying 

different services to consumers, should be put in place to enhance financial consumer 

protection.115 It is also a requirement that the legal framework should be able to identify 

legal institutions that are responsible for consumer protection.116  The identified 

institutions should be coordinated and be able to cooperate for purposes of 

implementing, overseeing and enforcing rules and regulations on consumer 

protection.117 

 Accordingly, OECD118 insists on the need to have an independent oversight body to 

ensure that the regulatory mandates are fulfilled. This entails that the law should set up 

institutions that could effectively enforce the protection of consumers by ensuring that 
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laws and regulations are applied.119 It is also a requirement that the regulatory body must 

have a clear mandate with a separate reporting structure to maintain credibility and to 

avoid conflict of interests.120 

Another important aspect under this principle is that regulation of microfinance services 

ought to reflect and be proportionate to the characteristics, type, and variety of financial 

products and consumers. It is also necessary for the legal framework to provide for 

rights and responsibilities of consumers.121 Furthermore, this principle stresses that 

strong and effective legal and judicial or supervisory mechanisms should be established 

to protect consumers and sanction against financial frauds and abuses.122 

Thus, it is insisted that oversight bodies should be provided with clear and well-defined 

responsibilities and appropriate governance. It is also insisted that oversight bodies 

should be provided with operational independence and be accountable for their 

activities.123 

2.2.2 Equitable and fair treatment to consumers 

This is another important principle in financial consumer protection. It is argued that the 

law ought to set a mechanism to ensure financial institutions are acting honestly and in a 

fair manner.124 This principle requires that the legal regime should set a mechanism to 

make sure that all consumers are treated equitably, honestly and fairly at all stages of 

their relationship with financial service providers.125 
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It is also a requirement that a regulatory framework has to explicitly prohibit unfair and 

deceptive practices by microfinance service providers and there should be a mechanism 

to punish dishonest service providers.126 

Additionally, it is urged that other than ensuring financial consumers are treated fairly in 

the course of dealings, the law should provide a clear provision prohibiting fraudulent 

practices.127 This is necessary because some dishonest service providers will tend to 

abuse loopholes in the regulatory regime and jeopardise consumers’ economic interests.  

2.2.3 Disclosure and Transparency 

This is another important principle in consumer protection framework. Existence of 

information asymmetry between the consumers and financial service providers gives the 

latter the upper hand in dealings and results in the inequality of bargaining powers.128 

Thus, the law ought to be designed to compel financial service providers to adequately 

disclose all relevant information to enable consumers of their services to make rational 

decisions.129 The legal regime should also provide a mechanism to make sure that 

service providers provide accurate, honest, understandable and correct information on 

their financial products or services.130 

Best practices call for a regulatory framework to require consumer agreements to 

contain key terms and conditions such as the regulatory status of the service provider,131 

the rights and responsibilities of the consumer, the rights and responsibilities of the 

financial service provider, all interest rates, costs, fees and charges that arise or may 

arise from the agreement when they can be applied and how they are calculated.132 

Furthermore, consumer agreements are required to state how and when the terms and 

conditions may be altered unilaterally by the financial service provider and how and 
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when the consumer will be notified about the changes.133 It is also a requirement that a 

consumer agreement should contain the penalties and any other remedies that a financial 

service provider may seek to impose in the event of a perceived breach of the agreement 

by the consumer and how disputes can be resolved.134 

Additionally, the regulatory framework should require a financial service provider to 

provide a printed or electronic copy of the final agreement to the consumer at the time of 

signing.135 Also, a financial service provider should be required to explain the key terms 

and conditions orally to the consumer on request or where necessary based on a 

customer's circumstances prior to the signing of the agreement.136 

In addition, a financial service provider should be required to provide specific disclose 

in respect of product or service agreement according to the type and or service being 

contracted.137 

It is also argued that disclosure may be required at the time of advertising or promoting a 

service,138 at the time of signing contract139 and during the period of the contractual 

relationship.140 It is further stressed that the type of information to be disclosed depends 

on the financial product.141  Thus, for credit services, the law has to provide a 

requirement for service providers to clearly disclose information regarding the interest 

rates, fees, computation of interest rates and other terms regarding the rights and 

obligation of consumers.142 

Additionally, it is argued that the legal framework has to provide a requirement to ensure 

that information provided to financial consumers is accurate, clear, timely and not 
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misleading and contravention of such requirement should be punishable under the law 

by either heavy fines or imprisonment.143 Similarly, this principle requires consumers of 

financial services not to supply false and misleading information to their service 

providers.144 

2.2.4 Consumer Data Protection and Privacy 

Another important aspect of financial consumer protection is the protection of consumer 

data and privacy. The realisation of this principle can only be possible where there is an 

effective legal regime that provides for a mechanism requiring financial service 

providers to keep their consumer's data confidential except where the law provides 

otherwise. The law should also set a mechanism that defines the purpose of collecting, 

processing, holding, using and disclosing them to the third parties.145 

Not only that, the law should require microfinance institutions to ensure that they protect 

the confidentiality and security of personal data of their customers from unauthorised 

access.146 Thus, it should be stated very clearly in the law that service providers should 

keep their customer’s data confidential except under certain circumstances permissible 

by the law or where the customer has consented for the disclosure.147 

Additionally, financial service providers should be required by the law to establish and 

implement policies and procedures that seek to ensure confidentiality, security, and 

integrity of all customers' data or information.148 Also, financial service providers should 

be made responsible for misuse of consumer data or for any breach in data security that 

result in loss or harm to the customer and should be required to put in place clear 
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procedures to deal with security breaches, including mechanisms to reimburse or 

compensate consumers in the event of security breaches.149 

2.2.5 Complaints, Redress and Dispute Settlement Mechanism 

This is one of the vital principles of consumer protection. It is urged that a regulatory 

framework should have a mechanism where consumer complaints and grievances on 

undesirable services can be channelled and addressed effectively.150 It should be made 

clear that consumers have the option of going to ordinary courts but it is not a viable 

option for them as it is troublesome, costly and burdens are vastly disproportionate.151 

Thus, a consumer is unlikely to initiate and go through the ordinary legal process when 

subjected to unfair treatment due to insufficient resources or understanding.152 It has 

been noted that in many cases, consumers have shown reluctance in seeking justice from 

ordinary courts due to its cumbersome procedures and the burden of costs involved in 

handling cases in ordinary courts.153 

Therefore, it is necessary that the law provides for alternative dispute resolution such as 

tribunals and financial ombudsman as they are considered to be efficient, affordable and 

less formal than ordinary courts.154  Literature suggests that for effective dispute 

settlement mechanism, two avenues should be set for that purpose, the first avenue 

should be within the institution itself (internal handling of complaints) and the second 

should be an external independent body.155 
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The external dispute settlement mechanism is necessary to accord consumers who are 

unsatisfied with the decision resulting from the internal complaints handling a right to 

appeal within a reasonable timeframe.156 The organ established for that purposes should 

be entrusted with powers to make binding decisions and should be independent in 

discharging its functions.157 

To achieve that purpose, the established financial ombudsman should be staffed by well-

trained professionals, well structure to ensure adequate and efficient operations, 

adequately financed, free of charge to the consumer to allow easy accessibility by 

consumers.158 

Furthermore, it is stated that the law should require a financial institution to have clear 

procedures for handling consumer complaints and provide access to affordable and 

efficient public dispute resolution mechanisms that include, a financial ombudsman.159 

Thus, it can be concluded that for effective complaints, redress and dispute settlement 

mechanism jurisdictions should strive to make sure that their legal framework for 

financial consumer protection set two avenues for dispute settlement as suggested above. 

2.2.6 Financial education and awareness 

Considering the complexity of financial transactions, it has been established that 

regulatory frameworks should provide for a mechanism to promote the provision of 

financial education and awareness to consumers before engaging them in financial 

transactions. It is therefore argued that legal frameworks should set a mechanism 

requiring financial service providers to provide education and awareness to their 

consumers, especially on their rights and responsibilities so that they can be able to 

appropriately understand the risks and opportunities involved in the respective 
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transaction.160 This will help consumers to make informed choices and take effective 

action to improve their financial well-being.161 

Thus, consumer protection principles can only be effective and realised if consumers are 

educated about the products and their rights. It is argued further that an educated 

consumer is not only less susceptible to risks or adverse effects of undesirable financial 

practices but is also better able to seek solutions and compensations when he faces 

mistreatment by a service provider.162 Therefore, it is necessary for the legal framework 

to impose a legal requirement for service providers to have financial education and 

awareness schemes for their customers.  

From the discussion above, it can be concluded that consumer protection laws ought to 

provide clear consumer protection rules and adequate institutional arrangements to 

ensure the thorough, objective and fair implementation and enforcement of such rules as 

well as of sanctions that effectively deter violations of these rules.163 Thus, it is argued 

further that there should be a specific law that creates effective consumer protection in 

microfinance services and there should be established an authority responsible for 

implementing, overseeing and enforcing consumer protection rules.164 

2.2.7 Guarantee Schemes and Insolvency 

Another crucial principle for financial consumer protection is the existence of guarantee 

schemes and insolvency.165 This principle seeks to provide protection to depositors in 

the event of insolvency of financial institutions. Thus, legal frameworks should ensure 

that the regulator is entrusted with the mandate to take necessary measures to protect 
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depositors in the event deposit-taking financial service provider is unable to meet its 

obligations, including the return of deposits.166 

In case of deposit insurance the law should clearly provide the mandate and powers of 

the deposit insurer, the scope of deposit insurers who are insured (e.g. natural persons or 

legal persons), types of financial instruments to be insured, coverage level limits, the 

mandatory membership of all deposit-taking financial service providers, creation of an 

ex-ante financed fund for payout purposes and the mechanisms and the timeframe to 

ensure timely payout to insured depositors.167 

Furthermore, it is urged that legal frameworks should be designed in a manner that 

depositors are given higher priority than other unsecured creditors in the event of the 

liquidation process of a financial service provider. 168Also, the law is required to provide 

a mechanism to ensure expeditious, cost-effective and equitable provisions to enable the 

maximum timely refund of deposits to depositors.169 

2.2.8 Consumer Obligations 

Apart from those consumer protection principles, it is also stressed that an effective 

consumer protection legal framework should also include provisions on consumer 

obligations. These provisions are necessary to ensure that consumers do not contribute to 

the violation of their rights.  

Thus, the legal framework should require consumers of financial services to fulfil their 

obligations contained in the loan agreement, provide accurate and up to date 

information, avoid over-indebtedness,  take necessary steps to be informed about a 

product or service including making comparison before subscribing to financial product 

or service,170 seek clarification where necessary, ensure that their personal information 

such as account numbers, personal identification numbers (PIN), access codes, 
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Automated Teller Machine (ATM) cards are safely protected and not shared with third 

parties including the staff of a financial institution; and  take reasonable steps to prevent 

fraud.171 

2.3 Description of Key Concepts used in the Study 

This section is dedicated to providing the operational meaning of some key concepts 

used in this study. In building a better understanding of this study, it is imperative to 

have a brief discussion or description of some key concepts used in the study. For 

instance, one may wish to know the meaning of the terms, consumer, microfinance, 

microfinance service, microfinance institutions, consumer protection, regulation, 

supervision and other terms or concepts that have been used in this study repeatedly.  

2.3.1 A Consumer 

Generally, Consumer protection laws are designed to protect and promote consumer 

interests, thus it is imperative to have a clear understanding of who is a consumer and 

what the law seeks to protect.172 

Accordingly, in this study, the term consumer refers to a customer or member of a 

microfinance service provider who acquires or intends to acquire the services or 

products of the microfinance service provider and acting primarily for personal, family 

or household purposes.173 In its broader perspective, the term consumer encompasses 

recipients of financial products, services or credits offered by microfinance service 

providers.  

2.3.2 Consumer Protection 

Simply refers to measures or safeguards provided by the law to protect and promote the 

rights and interests of a consumer by enabling them to make informed choices and 
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protect them from unscrupulous acts that deny them the true value and optimum benefits 

of microfinance services.174 

In other words, consumer protection entails the rules and regulations made purposely to 

protect consumers when they are dealing with financial service providers by inspiring 

confidence, transparency, disclosure, fair treatment and effective recourse to the general 

public. 175  The term encompasses the regulatory authority established and the 

enforcement mechanism designed for that purpose. 

2.3.3 Microfinance 

Pierce M.A176 in his Article entitled ‘Regulation of Microfinance in the United States: 

Following a Peruvian Model’ defines microfinance as an emerging market in the 

financial services industry, seeking to provide small loans to low-income clients or small 

entrepreneurs who are traditionally overlooked by the mainstream credit markets.177 

On the other hand, the Basel Committee on Banking Supervision defines microfinance 

as the provision of financial services in limited amounts to low-income persons and 

small, informal businesses.178 The term encompasses a variety of services including 

microcredit, micro savings, and micro-insurance.179 

In its broader sense, the term microfinance means provision of financial services 

including micro saving, microcredit, micro-insurance, micro leasing, micro-housing, 

micro pensions, money transfers, financial education, business development and any 

other services as approved by respective regulatory authority to the low-income 

population who are systematically excluded from the traditional financial system.180 But 

in this study, the meaning of microfinance is narrowed to mean the provision of financial 
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services including a micro saving and microcredit to the low-income population who are 

systematically excluded from the traditional financial system.  

2.3.4 Microcredit 

In this study whenever the term micro-credit appears should refer to small loans 

provided to low-income earners or financially underserved customers by a microfinance 

service provider.181 

2.3.5 Microfinance service or business 

This refers to financial services offered by a microfinance service provider in terms of 

micro savings, microcredits and other related services offered by a microfinance service 

provider. This definition encompasses deposit taking and non-deposit taking 

microfinance business and includes the activities of receiving money as deposits, 

accepting savings and providing microloans, micro-savings, micro-insurance, micro-

leasing, micro-pension, and micro-housing financing, transfer, and payment services 

including digital microfinance services, commodity loans and provision of financial 

education.  In this study, the terms ‘microfinance service' and microfinance business 

appears have been used interchangeably but they mean and refer to the same intended 

meaning.  

2.3.6 Microfinance institutions 

These are institutions established under specific law and specialised in the delivery of 

microfinance service or product to microfinance customers.182  It includes credit 

companies established under the Companies Act,183 Savings and Cooperatives Societies 

(SACCOS) established under the Cooperative Societies Act184 and other associations 

formed or incorporated under their respective laws and licensed to engage in the 

provision of microfinance services. 
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2.3.7 Microfinance service providers 

 Unless provided otherwise, in this study the term microfinance service providers refer 

to a natural person or group of natural persons, or a corporate body established under the 

respective law and licenced to provide microfinance services or products. It 

encompasses microcredits companies, microfinance banks, individual money lenders, 

SACCOS and community microfinance groups. 

2.3.8 Financial inclusion 

In the context of this study, the term financial inclusion should be understood as the 

process of ensuring access and regular use of appropriate financial products and services 

needed by low-income earners through payment system infrastructures at an affordable 

cost in a fair and transparent manner by mainstream institutional players.185 

2.3.9 Regulation and Supervision 

In this study, the term regulation denotes the establishment of binding rules or policies 

governing the conduct of microfinance service providers and implemented by a specific 

regulatory authority.186  It relates to a set of binding rules established to govern 

microfinance services; while supervision relates to the process of conducting external 

oversight so as to monitor and enforce compliance of the established standard of 

practices.187 Thus, regulation in this study refers to set of established binding rules or 

principles that seek to ensure consumer protection while supervision refers to monitoring 

and enforcement mechanism of those rules. 
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2.4 Conclusion 

This chapter discussed important aspects that are necessary to enhance financial 

consumer protection in microfinance services. It has been noted that for effective 

financial consumer protection it requires having in place a robust legal framework 

including laws, regulations and independent institutions that are assigned the role of 

regulation and supervision of microfinance services. An effective consumer protection 

legal framework requires the establishment of a separate and independent regulatory 

body that is charged specifically with regulation of microfinance services and 

incorporation and enforcement mechanisms of financial consumer principles. In other 

words, this chapter has attempted to provide on what an effective financial consumer 

protection legal framework should be.  

The parameters set in this chapter helped the researcher to assess the extent to which the 

current financial consumer legal framework in microfinance services provides protection 

to consumers of microfinance services and come up with necessary recommendations 

for improvements. The following chapter discussed the legal and regulatory framework 

for consumer protection in microfinance services in Mainland Tanzania.  
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CHAPTER THREE 

LEGAL AND REGULATORY FRAMEWORK FOR CONSUMER 

PROTECTION IN MICROFINANCE SERVICES IN MAINLAND TAN ZANIA 

3.1 Introduction 

This Chapter examines the existing legal and regulatory framework governing the 

operations of microfinance services in Mainland Tanzania in relation to consumer 

protection in microfinance services. The researcher made a critical analysis of the 

relevant laws, both principal and subsidiary legislation and the policy in relation to the 

research problem. In the course of analysis, the researcher examined the provisions of 

the relevant legislation with a view to ascertaining how the legal and regulatory 

frameworks are designed to provide effective protection to consumers of microfinance 

services. 

The Chapter is organised into the following parts: the introductory part, legal framework 

prior to the enactment of the Microfinance Act,188 the present legal framework in 

relation to regulation and supervision of microfinance services in Mainland Tanzania.  

3.2 Legal Framework for consumer protection in microfinance services prior to the 

Enactment of the Microfinance Act. 

Prior to the enactment of the Microfinance Act, the legal framework for consumer 

protection in microfinance services in Tanzania was a multifaceted, involving different 

legislations and agencies with limited enforcement powers.189 The complexity was due 

to the existence of microfinance institutions in different shapes and forms such as 

deposit-taking microfinance institutions, non-deposit taking microfinance institutions 

(credit only), Savings and Credit Cooperatives Societies (SACCOS) and community 

microfinance groups all of which were under different regulatory authorities depending 
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on the purpose and the nature of activities undertaken by the respective microfinance 

institution.190 

3.2.1 Deposit-taking Microfinance Institutions 

Prior to the enactment of the Microfinance Act the entry, conduct and operations of 

deposit microfinance business in Tanzania was governed by different legislations 

including the Companies Act,191 the Banking and Financial Institutions Act,192the 

Banking and Financial Institutions (Microcredit Activities) Regulations193  and the 

Banking and Financial Institutions (Disclosure) Regulations.194 

(a) The Companies Act 

The Companies Act was enacted in 2002 to provide for comprehensive provisions on 

matters relating to regulation, control, management and administration of companies. 

The Act also provides for the mode of forming companies, membership to a company, 

protection of the interests of members of the company and third parties dealing with the 

company and other related matters including powers, liabilities and decision-making 

mechanism of the company. 

In this study, the Companies Act became relevant due to the requirement that the 

provision of deposit-taking microfinance services is restricted to companies registered 

under the Companies Act.195 Thus, the person(s) seeking to operate as a bank or a 

deposit-taking financial institution must form a company under the Companies Act.196 

This entails that it is a mandatory requirement for individuals seeking to establish 

deposit-taking microfinance business in Tanzania to firstly form a limited company and 

proceed to apply for a licence to the Bank of Tanzania (BoT) in accordance with the 
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provisions of the Banking Act,197 the Banking and Financial Institutions (Microfinance 

Activities) Regulations198  and the Banking and Financial Institutions (Disclosure) 

Regulations.199 

(b) The Bank of Tanzania Act 

This Act establishes the Bank of Tanzania (BoT).200 It also provides for the functions of 

the BoT which are to formulate, implement and be responsible for monetary policy, 

exchange rate policy, to issue currency, to regulate and supervise banks and financial 

institutions including mortgage financing, to develop financing, leasing financing and 

revocation of licences and to deal, hold and manage gold and foreign exchange reserves 

of Tanzania.201 From this provision, it can be deduced that BoT is an important 

institution charged with the general mandate of regulating and supervising banks and 

financial institutions in Tanzania under the BoT Act and the Banking Act. Moreover, the 

BoT Act has an overriding effect in the event of a conflict arising from its provisions 

and other Act relating to the exercise of power and performance of functions of the 

BoT.202 

Additionally, the BoT is charged with the mandate to create a credit reference system 

designed to collect and provide information on the payment record of the clients from all 

banks and financial institutions, savings and credit schemes and other entities engaged in 

the provision of credit services in the country.203 This is one of the important aspects in 

relation to consumer protection because it helps in controlling over-indebtedness to 

consumers of microfinance services but also in avoiding bad debts on the part of a credit 

institution. 
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Another important aspect in relation to consumer protection is that the BoT is entrusted 

with powers to conduct examinations in respect of any oral and documented 

information, including information in computers, books, minutes, accounts, cash 

securities, documents, vouchers and anything in the possession or custody of a bank or a 

financial institution.204This aspect is very important as it helps to ensure that banks and 

financial institutions are in compliance with the required business standards including 

the adherence to consumer protection principles as provided by the law.  

(c) The Banking and Financial Institutions Act 

The primary objectives of the Banking Act are to provide supervision and regulation of 

banks and financial institutions. Also, the Banking Act seeks to maintain the stability, 

safety, and soundness of the financial system and to reduce the risk of loss to 

depositors.205 

To achieve those objectives, the Act provides powers to the BoT relating to the 

licensing, regulation and supervision of all banks and financial institutions including the 

deposit-taking microfinance institutions.206 As pointed out earlier, a company desiring to 

conduct deposit-taking microfinance services in Tanzania must apply and obtain a 

licence in accordance with the provisions of the Banking Act. Thus, the business 

conduct of financial institutions dealing with deposit-taking is subject to regulation by 

the BoT. 

Banking Act provides protection to consumers of deposit-taking financial institutions. 

The following are some provisions which provide protection to consumers of financial 

services in deposit-taking financial institutions in Tanzania. 

The Banking Act imposes a duty to every bank or a financial institution including 

deposit-taking microfinance not to divulge any information relating to its customers 

except in circumstances in which the law or practices and usages customary among 
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bankers renders it necessary to divulge such information.207 Accordingly, the law 

requires deposit-taking microfinance institutions to handle with care and keep the 

secrecy of their customer's information except where the customer permits to divulge 

that information or where the law permits to do so.208 

It is further provided that any person who divulges customer's information under the 

circumstances not permissible by the law shall be deemed to have committed an offence 

and shall on conviction be liable to fine not exceeding twenty million shillings or to 

imprisonment for a term not exceeding three years or to both.209 This is an important 

provision in ensuring compliance with the requirement of keeping the secrecy of 

customer's information or data. 

The Banking Act210 insists on fair lending and collection practices. Thus, financial 

institutions are prohibited to introduce any unilateral modifications relating to interest 

rates or other loan conditions including loan recovery procedures. It is further provided 

that any act purportedly done to that effect shall be rendered null and void.211 Moreover, 

the law insists that any indexed interest rate should be designed in line with a reference 

rate published by the Bank.212 

Also, the Bank213 is entrusted with powers to conduct examinations of banks and 

financial institutions.214  Through this power, the Bank can access any oral or 

documented information, including information in the computers, books, minutes, 

accounts, securities, documents, vouchers or anything in the possession or custody or 

under the control of a bank or a financial institution or its affiliate which relate to the 

business of a bank or a financial institution.215  This provision is necessary for consumer 

                                                           
207 See section 48 of the Banking Act. 
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protection as it helps to ensure compliance with disclosure and transparency 

requirements on the part of a bank or a financial institution conducting microfinance 

business.  

(d) The Banking and Financial Institutions (Microcredit Activities) Regulations, 

GN No. 298 of 2014 

The Microcredit Activities Regulations are made under the Banking Act for purposes of 

providing some regulatory matters pertaining to the conduct of microfinance 

activities.216 In this case, the term microfinance activities mean a business involving 

accepting deposits from the public, employing deposits in lending or extending credits at 

the risk of the person accepting the deposits including the provision of short term loans 

to small or micro enterprises and low income households using collateral substitutes 

such as group guarantees or compulsory savings.217   The Microcredit Activities 

Regulations form part of the legal framework for consumer protection in deposit-taking 

microfinance institutions as it contains some provisions on consumer protection 

principles. 

One of the principles of consumer protection provided under this Regulation is the 

disclosure requirement. Under this, the Regulations impose a condition that requires an 

applicant seeking to conduct microfinance activities to disclose her intended products 

and services.218 The rationale for this requirement is to ascertain the suitability and 

economic viability of the intended product or service. It is also to ascertain if the product 

or services are not detrimental to consumers.  

Apart from that the Regulations219elaborate on the disclosure principle by insisting on 

fair lending practices. It is provided that a contract between an institution engaged in 

                                                           
216 See regulation 2 of GN No. 298 of 2014. 
217 See regulation 3, ibid, on the interpretation of the term ‘microfinance activities.’ 
218 See Regulation 15, ibid. 
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microfinance activities and the borrower, has to state the interest rate, commissions, and 

fees, either in an annual or monthly basis.220  

(e) The Banking and Financial Institutions (Disclosure) Regulations, GN. No. 

289 of 2014 

The Banking and Financial Institutions (Disclosure) Regulations ( hereinafter referred to 

as the Disclosure Regulations) were made to ensure that banks and financial institutions 

maintain a level of transparency adequate to enable depositors, creditors and the public 

at large to make informed decisions when dealing with it.221 Also, these regulations were 

made to promote and maintain public confidence and enhance market discipline by 

requiring banks and financial institutions to provide financial information to various 

stakeholders especially their customers.222 

Furthermore, these Regulations provides for the disclosure and complaint handling and 

redress mechanism in financial services. It is a mandatory requirement for every bank or 

a financial institution to publish at least quarterly in at least one Kiswahili newspaper 

and one English newspaper of wide circulation in Tanzania information on lending rates, 

deposit rates for all type of deposits, fees or charges on all banking products or 

services.223  It is further provided that, that information should be displayed in a 

conspicuous position in a public part of its principal place of business and in its 

branches, ATM cubicles, and websites and at its agencies.224 This provision is very 

crucial as it helps to inform the consumers of the microfinance services on the terms and 

conditions of the products or services provided by the respective institution in both 

Kiswahili and English. Yet the Regulations do not provide in detail as what should be 

disclosed by a financial service provider.  
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It is also a requirement for every bank and financial institution to ensure that consumer 

complaints and redress mechanism are put in place and widely publicised using 

appropriate communication channels.225 Additionally, the information about complaint 

and redress mechanism must be displayed in a conspicuous position in a public part of 

its principal place of business and in its branches and agencies.226 

Moreover, it is provided that any bank or financial institution that fails to comply with 

the requirements of these Regulations shall suffer any of the sanctions provided for 

under regulation227 including revocation of license or suspension from conducting 

banking business for a prescribed period.228 

3.2.2 Non-Deposit Taking Microfinance Institutions 

Prior to the enactment of the Microfinance Act, non-deposit taking microfinance 

institutions were governed by the Companies Act and the Business Licensing Act.229 The 

practice shows that only companies incorporated under the Companies Act were eligible 

to apply for licence for the provision of microcredits in Mainland Tanzania under the 

Business Licensing Act.230 The licensing mandate for non-deposit taking microfinance 

institutions was vested with BRELA established under the Government Executive 

Agencies Act.231 

Thus, microcredits companies such as FAIDIKA, BLUE Financial Services Ltd, PRIDE 

Tanzania, BAYPORT Financial Services Ltd, and SELF Microfinance operated without 

being regulated and supervised by any financial regulator. Since neither the Companies 

Act nor the Business Licensing Act provided for financial consumer protection 

principles and other related matters that were necessary for the growth and sustainability 

of microcredits institutions. This mischief resulted in business misconducts such as 
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charging of high interest rates, over indebtedness to consumers, coercive and brutal 

recovery mechanism to consumers of microcredits services.   

3.2.3 Savings and Credit Cooperatives Societies (SACCOS) 

Financial SACCOS play a crucial role in the provision of microfinance services in 

Mainland Tanzania. It is reported that by March 2013 of the national total of 9,700 

registered cooperatives, 5,559 were financial SACCOS, with 45% in urban areas 

representing about 25% of clients in the financial sector (both formal and semi-formal 

organisations.232 Cooperative societies operate under the following legal and regulatory 

framework. 

(a) The Cooperative Societies Act 

The Cooperative Societies Act233  provides for the establishment of the Tanzania 

Cooperative Development Commission (herein referred to as TCDC)234  which is 

charged with functions of registering, regulating and supervising cooperative societies in 

Mainland Tanzania. The Act also provides for the formation, 235  constitution, 

registration, operation and promotion of cooperative societies development.  

Literally, the regulation and supervision of cooperatives fall under the Registrar of 

cooperatives assisted by Assistant Registrars both being appointed by the President of 

the United Republic of Tanzania236  For better carrying out the objectives of the law, 

sect oral ministry, regional secretariat and local government authorities are required to 

facilitate the establishment of a cooperative development office in their respective areas 

and ensure that such offices are allocated with necessary resources.237 
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The TCDC is vested with powers to determine disputes and complaints arising from 

cooperative societies.238  This provision is relevant in ensuring that consumers of 

microfinance services are well protected as it avails an avenue to members of 

cooperative societies to file and lodge complaints arising from the cooperative societies 

transactions. Procedures for handling disputes and complaints by the TCDC239 are 

provided in the Regulations.240 

Also, in discharging its supervisory powers, the TCDC is vested with powers to call for 

any information from any person conducting any activity affecting or relating to 

cooperative matters for investigation or compliance purposes.241 Failure to furnish the 

required information is offence punishable under the Act.242 This provision is also 

necessary for ensuring compliance to disclosure and transparency requirements which 

seeks to enforce compliance to the standards of business practice.  

The Cooperative Act also provides for the requirement of the provision of public 

education and awareness on matters relating to rights, obligations and liabilities of 

members of cooperative societies.243 This duty is imposed on cooperative promotion 

officers.244 Procedures for provision of such education have to be provided for in the 

Regulations.245  This would help consumers of microfinance services provided by 

SACCOS to be informed on the decision prior to joining or engaging in respective 

cooperative societies activities.  

(b) The Savings and Credit Cooperative Societies Regulations 

These are Regulations made under section 141 of the Cooperative Societies Act246 to 

provide for matters in relation to formation, registration and de-registration of 
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SACCOS,247 licensing,248 governance,249 capital adequacy,250 shares and savings,251 

lending requirements,252  loan delinquency and provisioning,253  liquidity and asset 

liability management,254 investment,255 inspection and suspension256 and consumer 

protection.257 However, the analysis under this segment focused on the provisions 

relating to consumer protection in SACCOS activities. 

The provision of regulation 46258 prohibits disclosure of consumers’ information to third 

parties. Officers and employees of the SACCOS are prohibited disclosing or permitting 

to be disclosed any information in relation to an account or transaction of a member with 

the SACCOS.259 Additionally, it requires any information obtained in the course of 

inspecting and supervising SACCOS to be treated as confidential and used solely for 

regulatory purposes. Contravention of this requirement is punishable under regulation 

135260 to a fine of not less than five million shillings but not exceeding ten million 

shillings or to imprisonment for a term of not exceeding three years or to both.261 

It is provided that, each SACCOS is obliged to have a written loan collection policy that 

establishes a period at which loan collections are to be activated, a description of the 

various stages of collection procedures, the criteria and procedures, including approval 

procedures and authorization required for extending or restructuring of loans and for 

                                                           
247 Provided under part II of the Cooperative Regulations. 
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257 Provided under part XV of the Cooperative Regulations.Emphasis is added. 
258 Of GN. No.115 of 2016. 
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transferring member’s voluntary shares and the criteria and procedures for approval and 

authorization required writing off non-performing loans.262 

Moreover, debt collectors are prohibited to harass, abuse, or oppress any person in 

connection with the collection of a debt or engage in any conduct such as the use of, or 

threat of use of violence or other criminal means to harm a physical person, reputation or 

property of any person.263Debt collectors are also prohibited to use obscene or profane 

language or engage any person in conversation or in person with the intent to annoy, 

abuse, or harass until they repay the debt.264 

On the other hand, the Cooperative Regulations265 provides for disclosure requirements. 

Every SACCOS is required to disclose to its members or potential members, information 

relating to the terms and conditions for each share, savings and time deposit.266 

SACCOS are also obliged to disclose the current interest rate and annual percentage 

established by the Board members not only that but also to disclose the method used to 

calculate the applicable interest rate.267 It is further provided that such disclosure should 

clearly state whether the account has a fixed or variable interest rate.268 

In addition, SACCOS is also under the obligation to provide disclosure on the frequency 

of the dividend or interest calculation and the time when the dividends or interest are 

paid or credited to an account. Also, the disclosure should state the minimum balance 

requirements for opening an account and limitations on withdraws.269 

Another important aspect of financial consumer protection is that relating the inspection 

and supervision of SACCOS. It is provided that the Registrar through the cooperative 

inspectors270 should conduct routine inspections on the by-laws, activities and financial 
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activities of a registered society271  and that it is a criminal offence to obstruct or hinder 

a cooperative inspector to conduct the inspection and such offence is punishable under 

the law.272 The essence of such inspection is to ascertain whether a registered SACCOS 

complies with the provisions of the law, its by-laws and policies in carrying out its 

operations.273 Again, this provision is necessary for ensuring the provisions on consumer 

protection in SACCOS activities are effectively enforced. 

Furthermore, the Regulations provides for dispute and complaints settlement procedures 

which is a crucial aspect in financial consumer protection. It is provided that any dispute 

concerning the business of SACCOS between the members and the Board or any officer 

of the SACCOS should be settled amicably through negotiation or reconciliation.274 

In the event negotiation or reconciliation of such dispute fails, it shall be referred to the 

Registrar for arbitration.275 In resolving the dispute referred to him, the Registrar may 

appoint a committee of experts or persons conversant with cooperative matters and law 

to assist him in reaching an appropriate decision and where necessary, he may refer the 

matter to an independent arbitrator nominated in consultation with respective parties.  

It is further provided that a person aggrieved by the decision of the Registrar may appeal 

to the Minister responsible for matters relating to SACCOS whose decision isfinal.276 In 

deciding the appeal the minister is not confined to the legal procedures or 

technicalities.277 

3.2.4 Community Microfinance Groups 

These are groups collectively formed by members to undertake microfinance business 

including mobilization of savings from its members and provision of loans to its 
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members.278 This meaning does not encompass community self-help groups formed for 

safety-net purposes and socio-economic welfare, special interest groups such as clubs 

and associations involved in the collection of financial contributions from members or 

receiving charity donations and groups occasionally formed for the purpose of receiving 

donations or fundraising for religious purposes or social events including marriages and 

other family related affairs.279 The study conducted by the World Bank in 2013 revealed 

that these kinds of institutions are self-regulated and do not fall under any regulatory 

authority.280 

From the analysis above, it has been found that provision of microfinance services in 

Mainland Tanzania existed in a very complex legal and regulatory framework involving 

different laws and agencies with limited enforcement powers.  Also, it has been noted 

that up to November 2018 Tanzania had no specific coordinating body overseeing 

microfinance provision. This means there is a multiplicity of the regulatory framework 

to microfinance. A summary of the regulatory status of microfinance existed prior to the 

enactment of the Microfinance Act is given in the table below. 
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Table Summary of Regulatory Framework for MFIs prior to 2018      

Type of Institution  Permitted 
Activities  

Registration 
&Licensing 

Responsible Authority 

Formal Institution 
Banks providing microfinance 
services 

Deposit-taking  
License, 
regulation & 
supervision 

BoT under Cap.197. 

Microfinance companies  Deposit-taking 

FICOs(financial Cooperatives) Member savings 
Deposits Loans 

 
License, 
regulation & 
supervision 

BoT 

Semi-formal  
SACCOS Member savings 

loans  
Registration, 
regulation & 
supervision 

TCDC under Cap.211. 

Credit only MFIs Loans  Registration 
and licensing  

Ministry of Industry and Trade-
BRELA under the Companies 
Act, Cap. 212 and Cap. 208. 

Financial NGOs Compulsory 
savings as loan 
collateral loans 

Registration  Ministry of Home Affairs under 
Cap. 337. 
Ministry of Community 
Development, Gender, and 
Children under Cap.58. 
Registration, Insolvency and 
Trusteeship Agency-RITA 
under Cap. 375. 

Informal Institutions  
SACAs 
Village Community Banks 
(VICOBAs) 
Village Savings & Loans 
Associations (VSLAs) 
Rotating Savings and Credit 
Associations (ROSCAs) 
Self-Help Groups (SHGs) 

Member savings 
loans 

Self-regulated  None 

 

3.3 Other Legislations governing provision of Microfinance Services in Tanzania 

This subpart provides a brief analysis of other legislation relating to the provision of 

microfinance services in Mainland Tanzania. The discussion is limited to the following 

legislation, the Social Security Regulatory Act,281 the Societies Act,282 the Trustees’ 
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Incorporation Act,283 the Non-Governmental Organisations Act284and the Insurance 

Act.285 

(a) The Social Security Regulatory Authority Act (the SSRA Act) 

Provides for the powers of the Bank of Tanzania to regulate and supervise the social 

security funds in relation to matters of investments.286  It is stated that the powers 

relating to regulation and supervision of financial matters shall be vested with the Bank 

of Tanzania.287 The reason why BoT is involved in the regulation of pension funds is 

that the law allows pension funds to invest in various businesses including the provision 

of credits to individuals and wholesale lending to Microfinance Institutions.  

(b) The Societies Act 

The Societies Act provides for the matters relating to registration of societies. The Act 

provides powers to the Registrar of Societies to register societies and groups that fall 

under its authority. The societies and institutions registered under this Act include 

churches, Mosques and other institutions formed to undertake social services activities. 

The institutions registered under this Act have been involving themselves in 

microfinance activities without being licensed and supervised hence increasing the risk 

to their members and financial instability in the country.  

(c) The Trustee’s Incorporation Act (the Trustees Act) 

The Trustees Act provides for matters relating to the incorporation of trustees. It gives 

powers to the Registrar General to register and deregister any registered trustee. 

Registrar General is also given the mandate to order by notice any trustee or trustees to 

furnish him with audited accounts. Some trustees have been engaging in the provision of 

microfinance activities without being supervised and regulated by neither the Registrar 
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General nor any other authority at the expense of consumers of their microfinance 

services.  

(d) The Non-Governmental Organisations Act (The NGOs Act) 

The NGOs Act was enacted to provide for the registration of non-governmental 

organisations (NGOs) with a view to coordinate and regulate their activities. The Act 

further provides for the powers and functions of the Director which include to register 

NGOs, ensure that operations of the NGOs are available for the government and public 

consumption and other functions provided for in the Act.288 

Furthermore, the NGOs Act establishes the Board289 and vests it with a number of 

functions including approving and coordinating the registration of NGOs, facilitate the 

implementation of the NGOs policy, to examine annual reports of the NGOs, to ensure 

NGOs adhere to their constitutions and to direct suspension or cancellation of any 

NGO.290 Also, the law requires NGOs to prepare and submit reports on their activities 

and annual audited reports to the Council and the Board for examination purposes.291 

Yet, the law allows NGO to engage in any activity prescribed in its registered 

constitution without putting any provision providing regulation and supervision 

especially to those engaging in microfinance activities. In the circumstances, members 

of NGOs or consumers of NGOs microfinance services are left without any legal 

protection.  

(e) The Insurance Act 

The Insurance Act was enacted to provide for the establishment of the Tanzania 

Insurance Regulatory Authority (TIRA)292 charged with functions of regulating and 

supervising the conduct of insurance business in Tanzania. The Authority is responsible 
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for formulation of standards in the conduct of the business of insurance which shall be 

observed by insurers, brokers and agents.293Also, TIRA is responsible for ensuring 

proper observance of the code of ethics and practice by insurers, brokers, and agents and 

protect the interests of policyholders.294 

The Act also provides for the establishment of the Ombudsman services and Tribunal for 

dispute settlement.295 Section 122296establishes an Ombudsman Services for purposes of 

resolving disputes arising between insurance consumers and insurance registrants 

business in Tanzania. The Ombudsman Services shall consist of an Ombudsman 

appointed by the Minister and other employees employed by TIRA.297 Furthermore, the 

Ombudsman Service is entrusted with powers to grant an award to the complainant for 

the losses and damage suffered by the complainant up to a maximum of fifteen million 

shillings.298 

In addition, the law provides for the establishment of a Tribunal299 which shall be an ad 

hoc forum consisting of three persons appointed by the Minister, one of whom shall be a 

lawyer with adequate experience.300 One of the members shall be appointed to act as a 

chairman to the tribunal.301 The Tribunal is entrusted with powers to hear and determine 

appeals emanating from the decisions of the Commissioner of Insurance and before 

determining an appeal, the Tribunal shall accord an opportunity to the appellant to 

appear before it.302 
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3.4 The National Microfinance Policy of 2017 

Prior to the National Microfinance Policy of 2017 (NMP 2017)303 there existed the first 

National Microfinance Policy of 2000 (NMP 2000)304 which recognised the role of 

microfinance sub-sector in poverty reduction and economic growth. This Policy 

provided some directives and guidance which enabled the participation of different 

stakeholders in the microfinance industry including microfinance service providers, 

investors, government funds, programmes and development partners.305 

But complexities and challenges brought in due to new developments in the 

microfinance sub-sector in terms of entry of Non-Financial Institutions (NFIs) with new 

innovations and technologies, improvement in products and services and delivery 

mechanisms a need arose to revisit and revise the NMP 2000 so as to accommodate the 

new developments, limitations, and challenges in the sub-sector.306 The NMP 2017 

seeks to achieve the following objectives: 

(a) Regulating Microfinance Service Provision 

The NMP 2017 seeks to create an effective legal and regulatory framework to 

government delivery of microfinance services.307  In so doing the government in 

collaboration with the stakeholders are required to enhance legal, regulatory and 

supervisory oversight in the microfinance sub-sector; enforce consumer protection in the 

microfinance sub-sector308 and enhance information sharing infrastructure among the 

regulators in the microfinance sub-sector.309 
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(b) Financial Inclusion 

Moreover, the NMP 2017 is there to promote the development of a robust, inclusive 

financial sector310 by encouraging the use of technology and availability of innovative 

financial products and services to meet the needs of low-income earners, enhancing 

financial education and public awareness on microfinance products and services and 

ensuring access to appropriate microfinance products and services at an affordable 

expense and in a fair and transparent manner. Low-income earners could now be able to 

access financial services which would otherwise be impossible due to inadequate 

supporting infrastructure and lack of land title deeds and other properties as collaterals to 

access loans.311 

(c) Sustainability of Financial Service Providers 

Furthermore, the NMP 2017 aims at achieving sustainability of microfinance service 

providers through the promotion of financial market and development, capacity building 

and encouragement of mainstreaming of community financial groups into the financial 

system.312This objective is necessary as it aims at overcoming the challenges facing 

most of the MFIs such as inadequate liquidity and capital growth, overdependence on 

external sources of fund, the inadequacy of qualified personnel, poor record keeping and 

weak institutional capacity.313 

(d) Research, Innovation and Product Development in Microfinance 

sub-sector 

Furthermore, the NMP 2017 seeks to promote research, innovation and product 

development in microfinance sub-sector by enhancing capacity in conducting research, 

promoting innovation and product development and encourage sharing of research 

information in the microfinance sub-sector.314 This could help the microfinance service 
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providers to focus on the real needs of low-income earners instead of providing products 

or services that do not suit their needs.315 

(e) Good governance in microfinance sub-sector 

Another objective of the NMP 2017 is to encourage adherence to principles of good 

governance in microfinance sub-sector by encouraging adherence to the principles of 

good governance within MFIs and ensuring MFIs disclose the source of funds in 

accordance with the respective laws such as the Anti-Money Laundering laws.316 This is 

considered as the key factor in delivering quality services and developing a vibrant 

microfinance sub-sector.317 

(f) Mainstreaming of Disadvantaged Groups, Gender, and Youth 

The NMP 2017 also seeks to promote equal access to microfinance products and 

services and expand the range of those services to meet the distinct needs of 

disadvantaged groups, gender, and youth.318 Availability of affordable microfinance 

services will lead to a reduction of marginalization level to those groups.319 

The NMP 2017 identifies the weaknesses of the existing legal and regulatory 

frameworks and suggests creating an appropriate, vibrant and effective legal and 

regulatory framework to enhance rapid growth and sustainable development of the 

microfinance subsector that will take into account consumer protection concerns.320 

Thus, the NMP 2017 is dedicated to addressing the identified legal weaknesses including 

lack of a specific legal and regulatory framework for non-deposit taking microfinance, 

community financial groups, such as Rotating Savings and Credit Associations 
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(ROSCAs) Accumulated Savings and Credit Associations (ASCAs), Village Savings 

and Credit Associations (SACAS) and money lenders.321 

To address the identified limitations within the existing legal and regulatory framework, 

the NMP 2017 directed for the enactment of specific legislation that will provide 

regulation and supervision to microfinance institutions in a tiered structure.322 

Additionally, the legislation shall also provide a mechanism for a smooth transformation 

from one tier to another so as to safeguard the interests of borrowers and financial sector 

stability.323 

Furthermore, the NMP 2017 provides for an institutional framework for regulation and 

supervision of microfinance institutions where the ministry responsible for finance is 

charged with the overall responsibility of coordinating the implementation of the NMP 

2017 including the legislation enacted to execute the Policy.324 In addition, the Ministry 

responsible for finance is also charged with the responsibility of licensing, regulating 

and supervising non-deposit taking MFIs. This responsibility is assigned to the 

Microfinance Unit within the Ministry.325 

Another institution responsible for regulation and supervision of microfinance 

institutions is the BoT. The BoT is charged with licensing, regulation and supervision of 

deposit-taking MFIs.326 In addition, BoT is responsible for enhancing the enabling 

environment for banks and financial institutions to support microfinance sub-sector.327 

Tanzania Cooperative Development Commission (TCDC) is another institution charged 

with the registration, regulation, supervision and licensing of SACCOS financial 

                                                           
321NMP 2017, p. 38. 
322NMP 2017, p.38. 
323NMP 2017, p.38. 
324 NMP 2017, p. 40. 
325NMP 2017,p. 41. 
326NMP 2017  p. 45. 
327NMP 2017  p. 45. 
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cooperative societies.328  This institution is also charged with the promotion and 

development of SACCOS.329 

Moreover, the NMP 2017 directs that Local government authorities shall be responsible 

for registration and regulation of community financial groups.330 Additionally, local 

government authorities are required to promote the formation of community financial 

groups through various initiatives.331 

Furthermore, the NMP 2017 provides for establishment of the Microfinance Regulators’ 

Forum which will be responsible to build consensus on issues of common interest in the 

microfinance sub-sector, create enabling environment to facilitate smooth transformation 

of different MFIs from one tier to the other, harmonise legal and regulatory framework 

and monitor emerging issues in the microfinance sub-sector, including new products to 

facilitate timely review of existing regulatory frameworks.332 Thus, this is an important 

aspect to be included in the legal framework as it will provide a platform for regulators 

to share their experiences on how best they can do to improve the provision of 

microfinance services in Mainland Tanzania.  

3.5 The Microfinance Act 

The Microfinance Act was enacted by the Parliament on the 16th day of November 2018 

to provide for the licensing, regulation and supervision of the microfinance business in 

Mainland Tanzania. It provides for different tiers of microfinance institutions, their 

regulation and they can be transformed from tier to another. It also vests the BoT with 

the mandate to oversee the microfinance sub-sector and powers to delegate certain 

powers to other government institutions.   

The Microfinance Act also provides for consumer protection principles including vetting 

of standard contracts, disclosure of relevant information on products and services, 

                                                           
328NMP 2017,  p.46. 
329NMP 2017  p. 46 
330NMP 2017, p. 44. 
331NMP 2017, p. 44 
332NMP 2017, p.42. 
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transparency on interest rates and other charges, methods for debt collection, recovery 

and attachment of debtor’s property. The Act shall come into force on such date as the 

Minister may appoint.333 At the time of completing this study334 the Microfinance Act 

was yet to come into force. 

3.5.1 Scope of Application of the Microfinance Act 

The Microfinance Act applies to Mainland Tanzania335 in respect of microfinance 

business undertaken by microfinance service providers established under their respective 

laws and those established and recognised under the Microfinance Act. Microfinance 

business which falls under the Microfinance Act include receiving money by way of 

deposits or interest on deposits or borrowing, accepting savings and providing loans or 

other credit facilities to micro enterprises, low-income households or individuals, 

providing microcredit, micro savings, micro-insurance, micro-leasing, micro-pension 

and micro-housing finance, transfer and payment services including digital microfinance 

services, commodity loans, and financial education.336 

3.5.2 Categorisation of Microfinance Service Providers 

Microfinance service providers which are subject to the Regulation under the 

Microfinance Act are categorised into four tiers.337 Tier 1 comprises deposit-taking 

microfinance service institutions.338 Tier 2 comprises non-deposit taking microfinance 

service providers such as credit companies and individual money lenders.339 Tier 3 

comprises Savings and Credit Cooperative Societies (SACCOS) and Tier 4 comprises 

community microfinance groups. It is further provided that deposit taking microfinance 

                                                           
333See section 1of the Microfinance Act. 
334, This study was completed and submitted on the 31st day of May 2019.  
335 see Section 2of the Microfinance Act.  
336 See section 4(2) of the Microfinance Act. 
337 See section 5(1) of the Microfinance Act. 
338See section 5(1) of the Microfinance Act. 
339See section 5(1) of the Microfinance Act. 
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institutions shall be regulated in accordance with the Banking and Financial Institutions 

Act.340 

3.5.3 Governance of Microfinance Service Providers 

It is provided that microfinance service providers shall be governed in accordance with 

their establishing laws and their constitutions.341 Nevertheless, both the BoT and 

Delegated Authorities are given the mandate to issue general or specific directives to the 

microfinance service provider regarding their operations and such directives shall be 

complied with.342 

3.5.4 Institutional Framework for Microfinance Services  

The following are institutions vested with powers to administer the provisions of the 

Microfinance Act. 

(a)  The Minister 

The Minister responsible for finance is charged with the general administration of the 

provisions of the Microfinance Act by ensuring conducive policy environment for the 

microfinance business, formulating policy and supervising the implementation of the 

microfinance policy.343 

Additionally, the Minister is also responsible for enhancing enabling environment to 

support microfinance business, ensure the sustainability of microfinance business, issue 

directives to the BoT on the implementation of the policy relating to microfinance 

business and ensure the promotion of microfinance business, transparency, and 

accountability.344 

                                                           
340 See section 5(2) of the Microfinance Act. 
341 See section 7(1) of the Microfinance Act. 
342 See section 7(2) of the Microfinance Act. 
343 See section 15(1)of the Microfinance Act. 
344 See section 15(2)of the Microfinance Act. 
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In performing his roles, the Minister is required to make consultations with relevant 

Ministers including the Minister responsible for local government authorities and the 

Minister responsible cooperative societies.345 

(b) The Bank of Tanzania 

The Bank of Tanzania is a corporation established under the BoT Act346 and charged to 

discharge the principal functions347 as explained in hereinabove.  This part is dedicated 

to providing for the functions and powers of the BoT in respect to the regulation and 

supervision of microfinance business in Mainland Tanzania as per the Microfinance 

Act.  

Generally, the BoT is charged with responsibilities to oversee and monitor microfinance 

service providers operating or undertaking microfinance business in terms of the 

provisions of the Microfinance Act.348 It is further provided that the BoT is also 

responsible for regulating and supervising the operations of microfinance business in 

accordance with the provisions of the Microfinance Act and other relevant laws.349 

In discharging those functions the BoT is responsible to do the following specific 

functions: issue licence to qualified microfinance service providers, 350advise and report 

to the Minister on matters relating to microfinance business,351 develop and manage 

database for microfinance service providers,352  inspect, monitor and evaluate the 

performance of microfinance business.353 

Moreover, the BoT is required to issue circulars and guidelines for microfinance service 

providers,354 assess and issue approvals for the transformation of microfinance service 

                                                           
345 See section 15(3) and (4)of the Microfinance Act. 
346See section 4 of the BoT Act. 
347Section 5 of the BoT Act. 
348See section 12(1)of the Microfinance Act. 
349See section 12(2)of the Microfinance Act. 
350See section 12(3) (a)of the Microfinance Act. 
351See Section 12(3) (b)of the Microfinance Act. 
352See section 12(3) (c)of the Microfinance Act. 
353 Section 12(3) (d)of the Microfinance Act. 
354 Section 12(3) (e)of the Microfinance Act. 
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providers,355  ensure proper management of complaints relating to microfinance 

business,356 ensure the protection of consumers of microfinance service providers 

including sanctioning usurious lending practices357 and ensure that credit information 

relating to microfinance business is collected, disseminated and shared.358 

Apart from that in ensuring proper and effective performance of the functions of the 

BoT with respect to the regulation and supervision of microfinance business, the BoT is 

entrusted with the powers to investigate or inquire into the operations of microfinance 

service providers,359 inspect and examine books of accounts, records, returns and any 

other document of microfinance service providers360 and demand information related to 

the activities of microfinance service providers.361 

Also, the BoT has the power to instruct on the proper management of the microfinance 

service providers,362 enter at any reasonable time, into any premises of a microfinance 

service providers or any premises in which it is believed that books of accounts, records 

or documents relating to the microfinance service provider are kept,363 open or cause to 

be opened any strong room, safe or other containers in which it is suspected that there 

are any securities, books of accounts, records or documents of a microfinance service 

provider364 and may require any officer, employee or agent of a microfinance service 

provider to explain or furnish information or documents concerning the microfinance 

service provider’s management or activities.365 

Apart from the general functions and powers discussed hereinabove, BoT is also 

entrusted with the mandate of licensing, regulation and supervision of deposit-taking, 

                                                           
355 See section 12(3) (f) of the Microfinance Act. 
356 See section 12(3) (g)of the Microfinance Act. 
357 section 12(3) (h)of the Microfinance Act. 
358See section 12(3) (i)of the Microfinance Act. 
359 See section 13(a)of the Microfinance Act. 
360 See. Section 13(b)of the Microfinance Act. 
361 See. Section 13(c)of the Microfinance Act. 
362 See. Section 13(d)of the Microfinance Act. 
363 See. Section 13(e)of the Microfinance Act. 
364 See. Section 13(f)of the Microfinance Act. 
365 See. Section 13(g)of the Microfinance Act. 
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non-deposit taking microfinance institutions and Individual money lenders.366 The 

powers of licensing, regulation and supervision of deposit-taking microfinance 

institutions shall be exercised in accordance with the provisions of the Banking and 

Financial Institutions Act. This implies that deposit-taking microfinance institutions are 

subjected to direct regulation and supervision by the BoT. 

On the other hand, it is provided that non-deposit taking microfinance institutions and 

individual money lenders shall be licensed, regulated and supervised by the BoT in 

accordance with the provisions of the Microfinance Act367 and the regulations made 

under that Act.368 It is further provided that the BoT shall not delegate its functions and 

powers relating to regulation and supervision of microfinance service providers in Tier 

2.369 

3.5.5 Regulation, Supervision, and Licensing of Savings and Credit Cooperative 

Societies (Tier 3 and Community Microfinance Groups (Tier 4). 

The Microfinance Act also provides for the regulation, supervision and licensing of 

savings and credit cooperative societies categorised as Tier 3 and community 

microfinance groups categorised as Tier 4 as discussed hereunder. 

(a) Regulation and Supervision of Tier 3 and Tier 4 Microfinance Service 

Providers 

Despite the BoT being the overall regulator and supervisor of all microfinance service 

providers,370 the law has put a mechanism requiring the BoT to delegate its functions in 

relation to the regulation and supervision of microfinance service providers under Tier 3 

                                                           
366 See section 5(2) and section 17 respectively of the Microfinance Act. 
367 See section 17of the Microfinance Act. 
368See section 17(4) and section 60(1) (a) and (p)of the Microfinance Act. 
369See section 14(5)of the Microfinance Act. 
370See section 12, 13 and 14(4) of the Microfinance Act. 
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to the Tanzania Cooperative Development Commission (TCDC)371  and in the case of 

Tier 4 to the local government authorities.372 

(b) Licensing of Tier 3 and Tier 4 Microfinance Service Providers 

A person who intends to undertake microfinance business under Tier 3 is required to 

apply to the BoT or the TCDC for a licence in a manner as prescribed in the 

regulations.373 

The application should be accompanied by a certified copy of registration issued in 

terms of the Cooperative Societies Act374proof of payment of a prescribed non-

refundable application fee375and such other information or documents as they may be 

required by the BoT or the TCDC.376 

On the other hand, a person who intends to undertake microfinance business under Tier 

4 is required to apply for registration to the BoT or local government authorities in the 

manner as may be prescribed in the regulations. The application for registration should 

be accompanied with: two copies of the constitution duly signed by all members of the 

applicant,377 members’ resolution to form and register a microfinance entity duly signed 

by all members,378 the proposed organisation structure and names of proposed leaders of 

the applicant,379 a letter of reference from the ward or village authority introducing the 

applicant380 and any other documents or information as the BoT or local government 

authority may require.381 

                                                           
371See section 14(1) (a)of the Microfinance Act. 
372See section 14(1) (b)of the Microfinance Act. 
373See section 18(1)of the Microfinance Act. 
374See section 18(2) (a)of the Microfinance Act. 
375 See section 18(2) (b)of the Microfinance Act.  
376 See section 18(2) (c)of the Microfinance Act.   
377See section 28(2) (a) of the Microfinance Act. 
378See section 28(2) (b) of the Microfinance Act. 
379See section 28(2) (c) of the Microfinance Act. 
380See section 28(2) (d) of the Microfinance Act. 
381See section 28(2) (e) of the Microfinance Act. 
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The BoT or a respective local government authority upon satisfying itself on the above-

mentioned requirements has to issue the applicant with a certificate of registration382 

containing the name and address of the microfinance service provider, the date and 

validity of the registration, the area of operation or place of the microfinance service 

provider and such terms and conditions as may be required.383 

A certificate of registration issued to a microfinance service provider shall be conclusive 

evidence of the microfinance service provider to operate or undertake microfinance 

business in terms of its constitutions and the Microfinance Act.384 This implies that a 

certificate of registration is deemed as licence to undertake microfinance business under 

Tier. 

It is further provided to the effect that a registered microfinance service provider shall by 

virtue of its registration be a body corporate capable in its own name of suing and being 

sued, acquiring and disposing any property, entering into contracts and performing all 

acts which can be done by a body corporate and which are necessary the proper 

performance of its duties.385 

(c) Licensing of foreign microfinance Service providers 

The Bank of Tanzania is also entrusted with powers to licence foreign microfinance 

service providers. It is provided that a foreign-owned microfinance service provider 

which desires to undertake microfinance business in Mainland Tanzania has to submit 

an application for a license to the BoT under the procedures and requirements prescribed 

in the regulations.386 Additionally, a foreign-owned microfinance is required to comply 

with applicable laws in local content including employment and training of 

Tanzanians.387 

                                                           
382See section 30(1) of the Microfinance Act. 
383See section 30(2) of the Microfinance Act. 
384See section 31(1) of the Microfinance Act. 
385See section 31(2) of the Microfinance Act. 
386See section 19(1)of the Microfinance Act. 
387See section 19(2)of the Microfinance Act. 
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From the analysis of the institutional framework of microfinance business, it can be 

concluded that the BoT is primarily involved in the regulation, supervision and licensing 

of all categories of microfinance service providers in a direct and indirect manner. It has 

been observed further that in the case of deposit and non-deposit taking microfinance 

business the BoT is directly involved in the regulation, supervision and licensing of 

microfinance service providers.  

While in the case of microfinance service providers in Tier 3 and Tier 4 the BoT is still 

directly involved in the regulation, supervision and licensing only that allows Delegated 

Authorities such as the TCDC and the local government authorities to undertake such 

functions in a similar manner.  

3.6 Requirements Relating to Consumer Protection in Microfinance Services 

The essence of this subpart is to identify the relevant provisions relating to consumer 

protection while commenting on the weaknesses of those provisions in providing the 

required standard of protection to consumers of microfinance services.  

The standard of consumer protection requires microfinance institutions to adhere to 

consumer protection principles such as disclosure and transparency about their interests, 

fees, charges and other contractual terms, confidentiality and security of consumers' 

data, complaints and dispute settlement system, information sharing system to avoid 

over-indebtedness to consumers, consumer obligations, provision of education and 

public awareness about microfinance services products and equitable and fair treatment 

of consumers. The following is a discussion on the relevant provisions relating to 

consumer protection in microfinance services. 

3.6.1 Consumer Protection Principles 

Consumer protection in microfinance services lies on the standard principles established 

in the respective laws and international instruments. The Microfinance Act has defined 

the term by including the principles intended to ensure transparency of the products and 

services of the microfinance service provider, fair treatment and safeguard of the 
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interests and rights of consumers and fair complaints handling and dispute settlement 

mechanism.388 

The Microfinance Act further stipulates for consumer protection principles including the 

requirement on disclosure and transparency on terms and conditions of the credit or 

related services. Additionally, the terms and conditions of the microfinance service need 

to be fair and legible.389 

Also, the Microfinance Act provides for the requirement of having a dedicated 

complaint handling and dispute settlement mechanism,390 full disclosure of relevant 

information on the products and services provided by an MFI,391 the requirement for the 

vetting of the standard credit contracts or agreements,392 provision of financial education 

to the consumers393 and transparency on interest rates, fees or penalties.394 

It is further stated that any term or condition stipulated in a contract or any relevant 

document purporting to grant to a microfinance service provider authority to unilaterally 

introduce or modify interest rate or any other loan condition shall be null and void.395 

In ensuring compliance with consumer protection principles by MFI, the Microfinance 

Act gives the mandate to the BoT or Delegated Authority396to take appropriate measures 

to any MFI which fails to comply with consumer protection requirements.397 

3.6.2 Other Requirements Related to Consumer Protection in Microfinance 

Services. 

The Microfinance Act provides for other requirements related to consumer protection in 

microfinance services as discussed hereunder. 

                                                           
388See section 50(3) of the Microfinance Act. 
389See section 50(2) (a) of the Microfinance Act. 
390See section 50(2) (b) of the Microfinance Act. 
391See section 50(2) (c) of the Microfinance Act. 
392See section 50(2) (d) of the Microfinance Act. 
393See section 50(2) (e) of the Microfinance Act. 
394See section 50(2) (f) of the Microfinance Act. 
395See section 50(4) of the Microfinance Act. 
396 Refers to TCDC or respective local government authority. 
397See section 50(5) of the Microfinance Act. 
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(a) Debt Collection and Recovery Measures 

The Microfinance Act has also provided for the manner of debts collection and 

recovery.398 The law is meant to ensure that a debt collection measure is initiated by the 

issuance of sufficient written notice to the debtor.399 Also, the attachment of a debtor's 

property or collateral security for purposes of sale to the discharge debt is applied as last 

resort.400 Additionally, a reasonable period is required and should be prescribed in the 

notice prior to the sale or disposal of a debtor's attached property.401 

(b) Payment of dividends to members or shareholders of a microfinance service 

provider 

The Microfinance Act has also provided some protection to members or shareholders of 

microfinance service providers in terms of payment of dividends or interests. The law 

treats this as an obligation402 to a microfinance service provider as it mandatorily 

requires microfinance service providers to pay dividends on its shares to its members or 

shareholders in the manner prescribed in the constitution or other documents of the 

microfinance service provider.403  However, the law does not provide an explicit 

mechanism designed to ensure compliance with the requirement of payment of 

dividends or interests by MFIs. 

(c) Disclosure of financial statements of a microfinance service provider 

The law also provides for disclosure of financial statements by MFIs. It is a mandatory 

requirement for a microfinance service provider to disclose its financial statements to the 

                                                           
398See section 51(1) of the Microfinance Act. 
399See section 51(2) (a) of the Microfinance Act. 
400See section 51(2) (b) of the Microfinance Act. 
401See section 51(2) (c) of the Microfinance Act. 
402See section 37(1) of the Microfinance Act. 
403See section 37(2) of the Microfinance Act. 
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BoT, Delegated Authority or other stakeholders.404 The manner of such disclosure has to 

be prescribed in the regulations.405 

Additionally, a microfinance service provider is required to display in a conspicuous 

place in its place of business, a copy of its current audited financial statements, a copy of 

a balance sheet and profit and loss account.  

However, this requirement applies only to microfinance service providers in Tier 2 and 

Tier 3. The manner in which the microfinance service providers in Tier 4 have to 

disclose their financial information will be prescribed in the regulations. 

This requirement is necessary for two main reasons: control of financial stability of the 

institution and the nation at large but also to protect the existing consumers and prevent 

the prospective consumers in case the statement indicates poor performance of a 

microfinance service provider.  

Failure to comply with disclosure of financial statements attracts the BoT or a Delegated 

Authority to take appropriate measure to ensure compliance.406 Yet, the term appropriate 

measure is not defined by the law. Seemingly the same could be explained or defined in 

the regulations. 

(d) Sharing of Credit Information 

Sharing of information is another requirement seeking to enhance consumer protection 

in microfinance services by reducing or avoiding over-indebtedness to consumers of 

microfinance services. Not only that but also sharing of credit information helps 

microfinance service providers from incurring losses by non-performing loans from 

over-indebtedness consumers.  

With this requirement, microfinance service providers are obliged to share information 

including personal information and credit history of borrowers or any other information 

                                                           
404See section 42(1) of the Microfinance Act. 
405See section 42(1) of the Microfinance Act. 
406See section 42(4) of the Microfinance Act. 
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such as paying, outstanding debts, tax obligations and any other business details of a 

borrower or a prospective borrower.407 

In achieving this purpose, the law requires microfinance service providers in Tier 2, Tier 

3 and Tier 4 to submit credit information to a credit reference bureau408 which may be 

accessed and used by other microfinance service providers in a manner provided in the 

regulations.409 It is important to note that the regulation of credit reference information 

has to be conducted in accordance with the BoT Act. 

It is further provided that where a microfinance service provider without reasonable 

cause, fails to comply with the requirement of sharing of credit information, such 

microfinance service provider shall be subjected to a measure by the BoT or Delegated 

Authority seeking to ensure compliance.410 

(e) Submission of periodic reports 

Microfinance service providers are also required to submit to the Regulatory authority, 

periodic reports of their business operations in the manner prescribed in the 

regulation.411 Failure to submit such reports is punishable under the law where the 

regulator is mandated to take appropriate measures to ensure compliance.412 This 

requirement is necessary as it seeks to ensure disclosure and transparency on the part of 

microfinance service providers. 

(f) Confidentiality of Consumer information 

Microfinance service providers are required to treat consumer information or data as 

confidential and not to disclose such information to any person413 except where it is 

permissible under the law.414 

                                                           
407See section 43(1) & (2) of the Microfinance Act. 
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411See section 44(1) of the Microfinance Act. 
412See section 43(2) of the Microfinance Act. 
413See section 46(1) of the Microfinance Act. 



 76      
 

(g) Inspection and monitoring of microfinance business 

 Regulators are mandated to conduct inspection and monitoring on microfinance service 

providers for purposes of ensuring compliance.415  However, the question remains on the 

capacity of the Regulatory Authority to effectively discharge that obligation considering 

the geographical area of the country, the number of microfinance service providers and 

the number of skilled personnel and equipment.     

3.5 Conclusion 

This Chapter has attempted to analyse the legal and regulatory framework for consumer 

protection in microfinance services in Mainland Tanzania. The analysis has revealed that 

despite the fact that the existing legal and regulatory framework for consumer protection 

in microfinance service has thrived to accommodate the core principles; there are a 

number of challenges that have been left unattended. These challenges are discussed in 

Chapter Four. 

 

 

 

 

                                                                                                                                                                           
414See section 46(2) of the Microfinance Act. 
415See sections 47 and 48of the Microfinance Act. 
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CHAPTER FOUR 

ANALYSIS AND DISCUSSION OF FINDINGS  

4.1 Introduction 

This Chapter makes a critical analysis of the law relating to the conduct of microfinance 

business in Mainland Tanzania. The Chapter sought to uncover the extent to which 

consumers of microfinance services are protected under the existing legal framework. 

While it might be seemingly early for this question to be answered, taking into account 

the infancy of the Microfinance Act, there are, however, notable and obvious elements 

that may assist to draw an inference in relation to that research question.  

 

Thus, the Chapter makes a critical appraisal of the legislative provisions to that effect. In 

so doing, the researcher used a comparative approach whereby the provisions relating to 

consumer protection enshrined in the Microfinance Act, are analysed within the context 

of the basic principles underlying microfinance consumer protection. 

Generally, the microfinance consumer protection regime is measured according to its 

compliance with certain principles governing microfinance practices. These principles 

are highlighted in the Good Practices for Financial Consumer Protection. The Good 

Practices (GP) complements, consolidates and expands other international principles and 

guidelines, including the BCBS and the Group of Twenty (G20) High-Level Principles 

on Financial Consumer Protection and Accompanying Effective Approach to Support 

Implementation.  

The GP has prescribed the basic principles that define a strong microfinance consumer 

protection regime. The stronger regime enables microfinance consumers to make well-

informed decisions on how best to use microfinance services, building public trust 

within the subsector and promoting fair competition among providers. These principles 

include legal and supervisory framework, disclosure and transparency, fair treatment and 
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business conduct, data protection and privacy, dispute resolution mechanisms and 

guarantee schemes and insolvency.  

The principles outlined by the GP have been partially reflected under section 50 of the 

Microfinance Act. 

4.2 Reflection and Adequacy of the Consumer Protection Principles under the 

Existing Legal Framework 

Despite the fact that the Microfinance Act, has thrived to accommodate the microfinance 

consumer protection principles, the researcher has observed several key flaws in the 

articulation of the provisions relating to such principles. These areas of concern are 

elaborated viz-a-vis each consumer protection principles as prescribed hereinbelow: 

4.2.1 Legal and Supervisory Framework 

The supervisory framework is one of the key principles that assist in determining the 

adequacy or not of the legal regime governing microfinance service consumer 

protection. It seeks to ensure that the supervision of microfinance service providers is 

undertaken in such a way that guarantees the protection of ultimate consumers of such 

services. In determining whether or not the supervisory framework is robust and 

comprehensive, important aspects and components have to be carefully demarcated. 

These include enforcement mechanisms as well as the interaction between the regulators 

and other relevant stakeholders.  

(a) Inconsistency between the Microfinance Act and the NMP 2017 on 

Supervisory Framework 

It has been revealed that the supervisory frameworks for regulating microfinance service 

providers in Mainland Tanzania have left much to be desired. The institutional 

arrangement envisaged through the NMP 2017 does not tally with the Microfinance. 

Review of the NMP 2017 and the Microfinance Act, revealed a number of 
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inconsistencies between the NMP 2017 and the Microfinance Act, as well as 

inconsistencies between the Microfinance Act and other legislation. 

It is a cardinal principle that any legislation is an outcome of certain government policy. 

To put it simply, legislation is a translation of public policy. This means that any 

legislation must have a bearing to certain government policy. Like any other legislation, 

the Microfinance Act is a by-product of the NMP 2017. According to the NMP 2017, 

one of the things that the Policy sought to cure is the absence of consumer protection 

mechanism in the microfinance sub-sector.416. This implies that one of the main 

objectives of the policy and subsequently the Act was to protect microfinance 

consumers. 

However, looking into both the policy and the Microfinance Act, one can rightly argue 

that the two instruments are not in harmony. The spirit and tenor of the Act are 

appallingly incompatible with the spirit and tenor of the NMP 2017. For instance, while 

under the policy, it was envisaged to establish a microfinance unit within the Ministry 

responsible for finance417, the Microfinance Act has designated BoT to be the regulator 

of the sub-sector. Likewise, while the policy intended to have regulators forum418 

(meaning that each tier would have its regulator), the Act has been couched to reflect a 

“one-man show” regulatory mechanism.  

Moreover, the policy envisaged ensuring that the Tanzania Cooperative Development 

Commission (TCDC) becomes the regulator of tier 3,419 the Act has made the BoT the 

regulator who has powers to delegate, at its discretion, the mandate to the TCDC. On top 

of that while the policy envisaged that BoT will manage, supervise and regulate only tier 

1 microfinance service providers,420 the Act has given it all to the BoT. The policy 

further envisaged equipping local government authorities to oversee the activities of 
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community microfinance service providers under tier 4,421 the Act has given it to BoT 

subject to its power to delegate. 

These inconsistencies between law and policy are a clear signal that the making of the 

Microfinance Act was rushed. This put in jeopardy the interests of microfinance 

consumers. 

(b) Enforcement of the Consumer Protection Principles 

From the review, it was revealed that one of the notable weaknesses of Tanzania's 

Microfinance Act is the lack of clear cut safeguards for enforcement of its provisions. 

Section 50(2) of the Microfinance Act provides the basic principles which must be 

adhered to by all microfinance service providers. Apart from the explicitly enumerated 

principles, the said subsection has left a room for other principles the thrust of which has 

bearing to fair treatment. A close look at these basic principles raises some few issues. 

How will consumer enforce these principles if the service provider fails to comply and 

as a result, thereof the consumer suffers damages? 

Again, even enforcement to regulators leaves many stones unturned. Under section 50(5) 

of the Microfinance Act, it is either the BoT or Delegated Authority who may take up 

actions against a microfinance service provider who fails to comply with the required 

principle. But is it a non-compliance of the principles or non-compliance of specific duty 

or function? The Microfinance Act ought to have been drafted in such a manner which 

cast a duty or function to a microfinance service provider.  

Furthermore, the Microfinance Act gives powers to any of the regulators to take 

appropriate measures to ensure compliance but what amounts to appropriate measures is 

not defined. Again, it is not in all cases that the measures must aim at compliance. 

Sometimes measures must intend to offer redress to a consumer who has suffered a loss 

due to the non-compliance by the microfinance service provider. 

                                                           
421 NMP 2017, p. 44. 
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On the other hand, review of the Microfinance Act found that the categorisation of 

microfinance service providers has left some of the microfinance business including 

micro-insurance, micro-leasing, micro-pension, micro-housing, digital microfinance 

services, commodity microfinance business and provision of financial education. This 

oversight is likely to pose a challenge in regulating those kinds of microfinance business 

because it is neither clear nor certain as to which authority is responsible to regulate 

them. 

(c) Far-reaching supervisory mandate and overarching coverage of the BoT 

A careful glance at the provisions of sections 5(1), 14 and 17 of the Microfinance Act 

clearly entails that the BoT is the regulator of all 4 microfinance tiers in Mainland 

Tanzania. Despite the fact that BoT is empowered to delegate some of its functions to 

either the TCDC or to local government authorities, the original mandate remains to it. 

Statistically, up to December 2013, there were about 53 commercial banks and financial 

institutions,422 133, 134 Savings and Credit Cooperative Societies (SACCOS), over 292 

Financial NGOs, 7 Social Security Funds, 5 collective investment funds, and 23,000 

community microfinance groups.423 Also, there were more than 811 microcredit 

companies operating in Mainland Tanzania.424 Yet, there is a likelihood that these 

statistics have changed at this moment. This makes it so difficult for BoT to exercise 

fully its regulatory role over all these institutions. 

Again, the researcher found the rights of microfinance consumers will not be adequately 

protected under the Microfinance Act, due to the fact that though the law intends to 

ensure that all microfinance activities and entities are regulated, the way the law itself is 

drafted makes it very difficult to implement. Over the years, the BoT has been the sole 

regulator of the financial sector in Mainland Tanzania. In so doing, BoT has been 

relying much on prudential regulations with a view to not only ensuring financial 

                                                           
422 Brown, A. et al, loc.cit, p.2. 
423NMP 2017, pp. 7-12. 
424 Information obtained from Mr. Tawi Kilumile a Senior Economist at BRELA responsible for business 
licensing including licensing of microcredit companies.  
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stability but also the protection of financial consumers. However, review of a study 

conducted by the World Bank reveals that BoT and other financial regulators such as the 

TCDC and SSRA which are responsible for enforcing compliance to consumer 

protection principles are under-resourced in terms of trained personnel and financial 

resources.425 Thus, taking the nature of microfinance activities and the broad functions 

of the BoT, may not be in a good position to effectively enforce consumer protection 

principles up to the required standards. 

On the other hand, the analysis further reveals the exclusion of applicability of some of 

Microfinance Act provisions to some activities.426  This means that microfinance service 

providers in tier 4 will not be subjected to stringent oversight rules that are applicable to 

other tiers. In this regard, the interest of microfinance consumers in tier 4 may be 

jeopardized by undesirable practices.   

(d) Lack of legal mechanisms for interaction between the BoT and Consumers 

Associations 

It is an obvious fact that the way the Microfinance Act, has been drafted, there are 

activities which are regulated and therefore subjected to prudential regulations and there 

are those activities which are unregulated (tier 4 microfinance service providers). Thus, 

since the providers under tier 4 are not subjected to prudential regulations, the 

Microfinance Act ought to have come up with clear cut mechanisms to enable 

interaction between the BoT or Delegated Authority (as the case may be) and the 

microfinance consumers associations. This would help the BoT or Delegated Authority 

to issue non-binding "guidelines" or liaise with the microfinance consumer associations 

with a view to using moral suasion as a means of implementing standards similar to 

those applicable to the regulated microfinance service providers. 

                                                           
425 The World Bank, Tanzania Diagnostic review of consumer protection and financial literacy, Vol.1. 
Key Findings and recommendations, Washington D.C: World Bank, Financial Inclusion and Infrastructure 
Practice, Financial Inclusion and Consumer Protection Service Line, Africa Region, November, 2013, p.2. 
426 Refer activities in tier 4. 
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The interaction between regulators and consumers associations was even envisaged in 

the NMP 2017. For instance, the NMP 2017 highlights the lack of National 

Microfinance Umbrella Association as one of the weaknesses of the NMP 2000. The 

NMP 2017 further recognizes the presence of a number of microfinance consumers 

associations including Tanzania Association of Microfinance Institutions (TAMFI), 

Networks of Cooperatives such as the Tanzania Federation of Cooperatives (TFC), 

Tanzania Informal Microfinance Association of Practitioners, to mention but few.427 

Similarly, the NMP 2017 recognizes the Microfinance Apex body which will be an 

umbrella association of all microfinance service providers.428 The apex body was 

envisaged to perform, among other things, the function of encouraging adherence to the 

legal and regulatory framework for microfinance sub-sector and other related 

legislation.429 

Thus, the absence of the clear cut legal mechanisms for interaction between 

microfinance regulators and microfinance consumer associations means that the law 

intended to allow the BoT to perform oversight function without collaborating with 

other important stakeholders. 

(e) Lack of intra-authority and inter-authority coordin ation 

Microfinance service providers are formed and regulated by various regulatory 

authorities, apart from the BoT. For instance, Mobile Network Operators (MNO), 

despite the fact that they engage in financial services, they are governed and regulated 

by a separate regulator and the legal framework. The same applies to micro insurance 

service providers who are governed and regulated by the Tanzania Insurance Regulatory 

Authority (TIRA) and others. In this regard, and for the effective protection of 

microfinance consumers, the Microfinance Act ought to set up a coordination 

mechanism between these regulators. 

                                                           
427NMP 2017, pp.20-21. 
428NMP 2017, p. 47. 
429NMP 2017, p. 47. 
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Though the NMP 2017 envisaged this coordination arrangement by setting up what is 

known as the Regulators Forum, the Microfinance Act omitted such an important aspect 

which would have a huge impact on consumer protection. Under the NMP 2017, among 

the core functions expected to be performed by Regulators Forum was to build 

consensus on issues of common interest in the microfinance sub-sector as well as 

monitoring emerging issues in the microfinance sub-sector.430 

The only coordination arrangement prescribed in the Microfinance Act involves the BoT 

and the National Economic Empowerment Council under section 33 of the Microfinance 

Act. However, the collaboration is restricted only in relation to tier 4 microfinance 

service providers. 

(f) Obscured interpretation of consumer protection principles 

Reading between the lines of section 50(1) of the Microfinance Act, the spirit and tenor 

behind the provisions of that section is obvious, that is to say, to provide for basic 

principles underlying the precept of consumer protection. Even so, the construction of 

sub-section (1) of section 50 of the Microfinance Act is marred by a number of 

obscurities. Firstly, the law imposes an obligation to financial service providers to 

comply with consumer protection principles provided for in the "applicable laws" and 

regulations made under the Microfinance Act. 

 However, the Microfinance Act has not provided a clear interpretation of “applicable 

laws”. Secondly, apart from the principles to be provided for in the applicable laws, the 

Act clearly states that other principles will be provided for in the regulations that the 

principles relating to consumer protection will be provided for in both the applicable 

laws and the regulations made under the Microfinance Act. 

Subsection (2) of the Microfinance Act goes on to enumerate the basic five principles to 

be provided in the regulations the contravention of which attracts sanctions under 

subsection (5). This means the principles and sanctions under the applicable laws are not 

                                                           
430NMP 2017, p. 42. 
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covered under the Microfinance Act while the title to that part talks about consumer 

protection principles. This is likely to cause difficulties in enforcing consumer protection 

principles at the expense of consumers of microfinance services. 

4.2.2 Disclosure and Transparency. 

Disclosure and transparency is yet another basic principle of microfinance consumer 

protection enshrined in the GP. This principle has six key components. The first 

component requires microfinance service providers to provide complete and accurate 

information in advertisements and marketing of microfinance products in a simple, 

plain, comprehensible and understandable language.  

Moreover, where microfinance service entails the execution of an agreement between 

the provider and consumer, such agreement must provide for key terms and conditions 

including rights and responsibilities of consumers as well as rights and responsibilities 

of microfinance service providers.  

The third component relates to advertisements and sales materials whereby such 

materials and advertisements should not contain misleading or false statement. Other 

key components under this principle include key facts statements, accounts statements as 

well as the notification of changes in rates, terms, and conditions. 

The principle of disclosure and transparency has been slightly accommodated under 

section 50 of the Microfinance Act. Subsection (2)(a) of section 50 of the Microfinance 

Act requires microfinance service providers to ensure that terms and conditions of the 

credit or related services are transparent, fair, legible and protect the rights and interests 

of microfinance consumers or members. This means that of the six key components of 

the principle, one component has been captured leaving out five other key components. 

Apart from that it has also been revealed that the Banking Act and its Disclosure and 

Microcredit Activities Regulations431 lacks explicit provisions relating to consumer 

complaint handling mechanism and dispute settlement mechanism. For instance, it has 

                                                           
431Refer to GN.No 289 and 298 of 2014 respectively. 
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been noted that the disclosure required under the Microcredit Activities Regulations is 

merely a prerequisite to establishing microfinance services. No oversight mechanism is 

put in place to ensure such disclosure is provided up to the required standard and that no 

room is left for microfinance service providers to conceal some of their information.   

4.2.3 Fair Treatment and Business Conduct 

The main thrust underlying this principle is that microfinance service providers must be 

obliged not to use unfair terms and conditions in their services or products. On top of 

that the principle requires particular legislation to provide safeguards against unfair 

practices, fraud, and misuse of consumer assets. 

The Microfinance Act has only mentioned about unfair terms and conditions in section 

50(2) (a) of the Microfinance Act. However, the Act has not gone any further, apart 

from directing the elaboration of this principle in the regulations. Up to the time the 

researcher completes this research, the regulations on unfair terms were not yet made. 

On the issue of unfair practices, section 36 of the Microfinance Act prohibits 

microfinance service providers to engage in prohibited activities. Ironically, what 

amounts to prohibited activity is neither defined nor further elaborated in the Act. 

Instead, the Microfinance Act has simply given the mandate to the Minister to make 

regulations prescribing in detail what are permissible activities and what are prohibited 

activities.  

4.2.4 Data Protection and Privacy 

Section 48 of the Banking Act has obliged every bank or financial institution to observe, 

except as otherwise required by law, the practices and usages customary among bankers, 

and in particular, not to divulge any information relating to its customers or their affairs 

except in circumstances in which, in accordance with the law or practices and usages 

customary among bankers, it is necessary or appropriate for the bank or financial 

institution to divulge such information. Similarly, sections 43 and 45 of the 

Microfinance Act, provides different mechanisms for accessing information relating to 
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consumers of microfinance services as well as the sharing of such information to credit 

reference bureau. In addition, section 46 of the Microfinance Act, provides for matters 

relating to the confidentiality of information acquired. 

Despite these encouraging attempts by both section 48 of the Banking Act and section 

46 of the Microfinance Act, the implementation, as well as enforcement of such 

provisions, is not possible. For instance, the rights and obligations of data subjects 

(microfinance consumers) are not well articulated. Similarly, the rights and obligations 

of data collectors (microfinance service providers) are also not clearly elucidated. Both 

the Banking Act and the Microfinance Act have failed to set up mechanisms for 

handling complaints relating to misuse and abuse of data collected from microfinance 

consumers.  

Moreover, matters relating to the security of data, offences, and penalties for misuse of 

consumer data as well as the appeal procedures are not well elaborated in both Acts. 

Worse still, since Tanzania has no comprehensive legal framework for data protection, it 

can be argued that the interests of microfinance consumers’ data are not adequately 

safeguarded. 

4.2.5 Dispute Resolution Mechanisms 

The Microfinance Act does not establish a robust framework for handling complaints 

arising out of microfinance activities. Instead, section 50(2) (b) of the Microfinance Act 

requires microfinance service providers to comply with the complaint handling and 

dispute resolution mechanisms to be prescribed in the regulations.  

It has also been noted that even the Cooperative Regulations which currently regulates 

the conduct of SACCOS business do not provide detailed procedures on handling 

consumer complaints at the institutional level SACCOS. This is inconsistent with the 

requirements of good practices that require the establishment of an alternative dispute 
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resolution such as tribunals and financial ombudsman as they are considered to be 

efficient, affordable and less formal than ordinary courts.432 

A review of the literature suggests the establishment of two avenues for dispute 

settlement. The first avenue should be within the institution itself (internal handling of 

complaints) and the second should be an external independent body.433 Thus, lack of 

establishment of such a mechanism for dispute settlement subjects consumers to the use 

of the ordinary court system which is costly, complex and time-consuming. 

Furthermore, it has also been revealed that consumers of microfinance services have 

been left without any avenue to lodge their complaints or seek stop orders in the event 

their properties at stake.434 Neither the BoT nor Delegated Authorities have the authority 

to issue stop order or nullify a sale or disposal of attached property which did not 

comply with the requirements section 51 (2) of the Microfinance Act. This entails that 

consumers could face challenges in trying to rescue their properties from being illegally 

disposed of by their service providers.  

4.2.6 Guarantee Schemes and Insolvency 

It is a settled principle in the financial system that there must be safeguards for 

protection of depositors' funds especially in cases involving deposit-taking microfinance 

service providers. This is to ensure the protection of depositors when a deposit-taking 

microfinance service provider is unable to meet its obligations, including the return of 

deposits. 

Though under the Microfinance Act, no mechanisms for the protection of deposits are 

enshrined, such mechanisms have been elaborated in other financial laws. For instance, 

under the Banking and Financial Institutions Act, the deposit insurance scheme has been 

established. 

                                                           
432Thomas D &Frizon F, Op.cit, p.11. 
433H.Ahmed & I.R. Ibrahim, Op.cit. 
434

 This refers to the illegal or unjustifiable sale or disposal of consumer’s properties by a microfinance 
service provider. 
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Deposit insurance is a guarantee that all or part of a depositor’s debt with a bank will be 

honoured in the event of bankruptcy. The specific form of insurance schemes can vary in 

a number of ways, including the fee structure (flat fee versus variable, risk-related fees); 

the degree of coverage (full versus partial coverage, maximum limits); funding 

provisions (funded versus unfunded systems); public versus private solutions; 

compulsory versus voluntary participation. Deposit insurance reduces (and in most cases 

eliminates entirely) the incentive to “run” on the bank in the event of financial difficulty. 

Therefore, it reduces the possibility that a temporary situation of illiquidity and 

insolvency of the bank actually lead to the failure of the bank.  

Furthermore, deposit insurance prevents the "chain reaction" that can also be started 

associated with the run on a single bank, so that it reduces the possibility of contagion in 

the banking system. 

In Tanzania, deposit insurance is implemented through the Deposit Insurance Board 

(DIB) and the Deposit Insurance Fund. Among the notable functions of the DIB include 

to: undertake insurance assessment and premium collection from banks and financial 

institutions and review of insurance coverage from time to time; monitors the health of 

banks and financial institutions, examine and identify risk areas or weaknesses through 

off-site and on-site examination; and institute corrective measures to prevent closure of 

banks and financial institutions through restructuring or provide financial assistance to 

distressed banks and financial institutions. 

The amount of protected deposit is the aggregate credit balance of any amounts 

maintained by a customer at a bank or a financial institution less any liability of the 

customer to the bank or financial institution to the extent determined by the Minister for 

Finance from time to time by order published in the Gazette. Currently, the amount of 

protected deposit rose from TZS 500,000.00 up to TZS 1,500,000.435 

                                                           
435 The relevant provisions pertaining to deposit insurance are sections 36, 37, 38, 39, 40 and 41 of the 
Banking Act. 
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As observed earlier on, the maximum amount of money that is legally protected is, 

currently, at the tune of 1,500,000/=. This amount is so trivial and disproportional as 

compared to the huge sum of money that one might have deposited in a bank or financial 

institution. This appears to be inconsistent with the tenor and spirit of the principle of 

indemnity as applied in insurance, which is to restore the insured into the same position 

as he was before the loss occurred. Again, such an amount might be disproportionate to 

the number of deposits of the consumer. This might jeopardize consumer's interests in 

case the relevant deposit-taking microfinance service provider undergoes liquidation. 

4.3 Conclusion 

From the preceding analysis, it can be concluded that though the Government has 

relentlessly thrived to ensure the stability of the financial sector in its holistic sense, the 

microfinance sub-sector is still lagging behind. The inconsistencies between the NMP 

2017 and the Microfinance Act, is a clear indication that the legislative process was 

rushed. Apart from such inconsistencies, the Act itself has left many “stones” un-turned.  

The Microfinance Act left most of the precious and substantial consumer protection 

principles to be elaborated in the regulations. This over-reliance on regulations might 

negatively impact the interest of microfinance service consumers. It follows, therefore, 

that to a large extent, the legal framework does not adequately and comprehensively 

address the issue of consumer protection in microfinance services. 
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CHAPTER FIVE 

SUMMARY, CONCLUSION, AND RECOMMENDATIONS      

5.1 Summary 

This study examined the extent to which consumers of microfinance services in 

Mainland Tanzania are protected under the current legal framework. Specifically, the 

study sought to identify the legal framework for financial consumer protection in 

microfinance services in Mainland Tanzania, to examine the extent to which consumers 

in microfinance services are protected under the existing legal framework, and to 

recommend reforms in the existing legal framework so as to enhance financial consumer 

protection in microfinance services. 

Moreover, the study sought to provide a deeper understanding and insights into the legal 

framework for consumer protection in microfinance services in Tanzania, to determine 

the extent into which consumers of microfinance service are protected under the existing 

legal framework and to recommend reforms that are necessary to improve the existing 

legal framework on consumer protection in microfinance services in Mainland Tanzania. 

5.2 Conclusion 

The study has observed that the legal framework on consumer protection in 

microfinance sub-sector in Mainland Tanzania is far from satisfactory. It was observed 

that the relevant legislation have serious flaws that have a high probability of negatively 

impacting interests of microfinance consumers. 

The study has revealed serious contradictions between the NMP 2017 and the 

Microfinance Act. The contradiction has been more serious to the extent which raises 

serious doubts on the government's commitment to improving the microfinance sub-

sector.  
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The contradictions relate to supervisory mandates on microfinance sub-sector, the 

interaction between different regulators within the subsector as well as collaboration 

with important stakeholders in the sub-sector. 

Moreover, another feature that undermines the adequacy of the microfinance subsector 

legal regime is the absence of a robust framework for consumer protection. It was 

observed that while the Microfinance Act, has provided some provisions on consumer 

protection, yet most of the key principles and components were left un-elaborated.  

Again, with the exception of section 50 of the Microfinance Act, which shallowly 

enumerates the six principles applicable in financial consumer protection, the Act has 

not clearly elaborated those principles. However, it must be emphasized here that this is 

not the problem in the microfinance sub-sector but the whole financial sector. As 

observed in chapter three, other sub-sectors within the financial sector like banks, 

insurance, capital markets, and social security schemes also lack a robust and 

comprehensive framework for consumer protection. 

Likewise, it was observed that the sub-sector lacks adequate mechanisms for protecting 

consumer's data and ensuring their privacy. Few provisions in the Microfinance Act 

have been put in place to mitigate the consequences. However, these few provisions 

cannot cater to the adequate mechanism to protect consumers personal data obtained in 

the course of consuming microfinance services. 

The study has further observed that the Microfinance Act has almost dumped everything 

in the regulations. Even for the things which are so serious and substantial. This has 

watered down the thrust of the Microfinance Act. For instance, section 50 of the 

Microfinance Act which caters to consumer protection principles, has directed that each 

principle should be more elaborated in the regulations. 

It has also observed that the Microfinance Act has failed to provide for adequate 

mechanisms for handling disputes. In the whole Microfinance Act, there is no single 

provision which provides an avenue or guidance on how to deal with complaints or 
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otherwise solving disputes. All these substantial matters have been left to be provided 

for in the regulations. 

5.3 Recommendations 

In order to tame the present situation, and ultimately ensuring adequate consumer 

protection within the microfinance sub-sector, the following are the key 

recommendations: 

5.3.1 Enactment of the new and standalone legislation on Financial Consumer 

Protection 

Since the financial sector is far-reaching, there is a need for the Government to come up 

with a comprehensive legal framework that will safeguard interests of consumers within 

the financial sector, instead of relying on regulations to provide for this important 

concept. The comprehensive legal regime will avoid the duplicity of regulations on 

consumer protection. 

5.3.2 Enactment of the new and standalone legislation on Data Protection and 

Privacy 

As highlighted in the preceding chapters, data protection, and privacy is one of the key 

principles in consumer protection. The Government should borrow a leaf from our 

neighbours, the Republic of Uganda who, apart from having standalone microfinance 

legislation, also has full-fledged and standalone legislation on data protection and 

privacy.436 South Africa is yet another country having two separate legal regimes on 

both microfinance and data protection437 

                                                           
436 The Data Protection and Privacy Act of 2019. 
437 Protection of Personal Information Act, No. 4 of 2013. 
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5.3.3 Reconciliation between the NMP 2017 and the Microfinance Act  

It is further recommended that policymakers should take the trouble to reconcile the 

current Microfinance Act and the NMP 2017. The spirit and tenor of these two 

instruments are not in harmony despite their common objective. 

5.3.4 Hasten the making of regulations 

As observed earlier on, the Microfinance Act has put much emphasis on regulations. 

Even to matters which are so substantial, the legislation has directed them to be 

prescribed in regulations. This makes the implementation of the Microfinance Act 

ineffective without such regulations. Thus, as an alternative route, the relevant Minister 

should hasten in causing such regulations to be made. 
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