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Abstract

Financial inclusion is said to be very important &zonomic growth and policymakers had high expiecta
about the prospect of their financial sector wreclcourage financial inclusion. The year 1990 maxtethging
point in Tanzania financial sector following finaacliberalization. Since then the level of finaalcsector has
steadily increased supported by an increase imtingber of banks and financial services. Howeverzaaian
banks have not been able to include various segn@rthe population into the banking services. sTaper
highlights the overall status of financial inclusiin Tanzania through looking at existing statics people
access to various financial services and institigtia he overall people’s perception and understandier the
accessing of these financial services were alserebd through simple questionnaire. The paper foiad
despite the increase in financial services thelleff@ccess to these services especially in thendbbanking
sector remain very low. According to the FinScopevay Tanzania 2013, the proportion of adult pofoitain
Tanzania with access to formal banking services apsoximately 14%. The paper also found that isdike
cost, lack of robust technology, lack of awarenasd regulatory requirements are among the chalienge
hindering financial inclusion.

Keywords: Financial Inclusion, Financial sector, Financidbésnialization and challenges.

1. Introduction

Well-functioning financial systems serve a vitatpase, offering savings, credit, payment, and msitnagement
products to people with a wide range of needs.ubiek financial systems allowing broad access riarftial
services, without price or nonprime barriers toirthuse are especially likely to benefit poor peoata other
disadvantaged groups (Demirglic-Kunt and Klapperd320Hence in order for a financial system to be
beneficial, it must be inclusive (Claessens, 2M&as-Suarez, 2012). Financial inclusion can Haneeé as a
“state in which all people of working age have asct a full suite of quality financial servicespyided at
affordable prices, in a convenient manner, and digmity for the clients” (Accion International 20D A UN
report in 2006 which was focused on building inlasfinancial sectors for development defined asiusive
financial system as one which provides credit tdteinkable” individuals and firms; insurance td iasurable
individuals and firms; and savings and paymentisesvfor everyone.

Over the last decade, financial inclusion (bankithg poor) has made its way into the center stage of
development policy (FinAccess, 2009). Worldwidas iestimated that 2.5 billion of adults do notéaeccess to
basic formal financial services. The main repotiadiers for this include: costs of services, pbgsdistance to
access points and lack of documentations (Iserrdari€oker, 2009; Allen et.al, 2012). Until now,Africa and
elsewhere, little had been known about the readhefinancial sector the extent of financial irettn and the
degree to which such groups as the poor, womenyanth are excluded from formal financial syste (
Koker and Symington, 2011; ). Systematic indicatmrghe use of different financial services hadrbkeking
for most economies (OECD, 2008; World Bank. 2012)Tanzania, the level of Financial Inclusion igl $bw
despite various initiatives deployed by public gmivate sectors. By 2012, only 17 percent of adofpulation
(about 3.7 million) had access to bank accountsnipic-Kunt and Klapper, 2012 ;). This is more tliawas
recorded in FinScope survey Tanzania 2013 thatptbportion of adult population in Tanzania witlrcass to
formal banking services was only 14%. Accordingtie 2011 Agriculture Finance Markets Scoping Survey
(AgFiMS), of 519 450 agri-business SMEs only 168,382 percent of the total) accessed formal fir@nci
services, approximately 13 percent were informalyved and slightly over 54 percent were totallgleced
from any formal or informal financial services. Thyh this data comes from a small sample, a poinbte is
that the generalization of this data provides arcfgcture of financial inclusion in the countryhieh shows
financial inclusion in Tanzania, is still not insiue as the term itself stipulates. Hence, basimthese statistics,
the rest of the paper seeks to review the liteeatund establish the status of financial inclusioifanzania and
intentionally looking at challenges hindering asessin financial sector.

2. M ethodology

The paper used both secondary and primary datectiolh methods to explore the relevant informatieaded.
Different literatures were reviewed and a simpleitired questionnaire was used to collect daten fi®0
respondents through purposive sampling method eord the selected individual and institutions. Fpant
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Linker Scale ranging from 1 (strongly disagree) tstrongly agree) was used to measure responses.

3. Literaturereviews

During last few decades there has been an incied#terature on financial inclusion. Joseph Mas$2§10)
said that, role of financial institutions in a dmng country is vital in promoting financial indion. The
efforts of the government to promote financial ustdbn and deepening can be further enhanced bprthe
activeness on the part of capital market playeshi@ing financial institutions. Financial institoms have a very
crucial and a wider role to play in fostering fic&l inclusion. National and international forunvbeaecognized
this and efforts are seen on domestic and glolvaldeto encourage the financial institutions toetalp larger
responsibilities in including the financially exdied lot.

A number of researchers have investigated theletkveen financial inclusion and economic growtltufsing
primarily on whether there is a positive relatidpshetween the two concepts (Center for Financialusion,
2011). Consistent with economic theory that wouldgest that financial inclusion should promote ecoic
growth, existing research generally demonstratepositive correlation between financial development,
economic growth, and the alleviation of income imady. Financial development has typically acconipd
economic growth and broader participation in thénstaeam financial sector by all segments of thpytetion
and generally strengthens this connection. Therggaf a savings account, access to credit, amegtaosts of
basic financial transactions tend to increase Hmlde’ abilities to insulate themselves from a egriof shocks
and may enhance consumer confidence. Wider acoefsancial services also tends to distribute ecaino
opportunities more broadly, particularly among mwdrouseholds and businesses.

Furthermore, recent global financial crisis idéatifthe weaknesses of financial markets routedstitutional
flaws like absence of good credit appraisal, rigthagement etc. An efficient and organized finareéator can
contribute to economic growth through savings nipailon and capital formation. Governments aedt@l
banks have an important role to play to avoid p&iwea market failures and financial inclusion cotielp
overcome frictions in the market mechanism by egjyancoverage to poor and underprivileged peokith
and Al Mamun, 2011).

In broad perspectives, financial inclusion widehe tesource base of the financial system by deirgiop
culture of savings among large segment of ruralufaijfon and plays its own role in the process afneenic
development (Allen et.al, 2012). Further, by brimgglow income groups within the perimeter of forrhahking
sector; financial inclusion protects their finaaiealth and other resources in exigent circum&arnBeck, et
al. 2006). Financial inclusion also mitigates thpleitation of vulnerable sections by the variousrmay lenders
by facilitating easy access to formal credit. BaBy, there is recognition that in countries dtimtome levels,
there are population groups that are not adequatalyiced by the formal financial system, henceakaial
inclusion involves expanding their access to tharitial system at an affordable cost (Shankar,2043grm of
challenges many authors talk about demand and wgigés of the coin. On the supply side they inelud
challenges like transaction cost and regulatorynéaorks that hinder the quality and quantity ofafinial
products and services. On the demand side theydadhck of national identification system, inalilio track
individuals’ financial history and low level of famcial literacy. All in all, Klapper at el, (201®)dicated that
cost, distance and documentation requirements lgrehallenges for financial inclusion.

4. Current state of financial inclusion in Tanzania

Constructing inclusive financial sector has inciegly become a priority of academician, practitimend
policymakers both nationally and internationallyanZania recognizes this role of inclusive finanoce i
empowering individuals economically and socially.

At national level, the Government has initiatediamas policies, which contribute to the promotionfioiancial
access. Tanzania financial inclusion was spearliebygéhe enactment of the Banking and Financiditlii®ns
Act (BFIA) in 1991 which allowed the entrance ofiate sector (both local and foreign) in the Tamaan
financial sector. The new Act also paved way fer ititroduction of financial markets in the econormkis was
followed by an enactment of the Bank of Tanzania At 1995 which relieved the Bank from multiple
objectives in order to focus on a single objecti¥grice stability. In the conduct of monetary pgli the Bank
of Tanzania introduced indirect instruments of ntane policy namely: open market operations; repaseh
agreements; discount window and Lombard facilibrefgn exchange market operations; statutory mimmu
reserve requirement; and moral suasion.

The financial sector intermediation and deepeniagehmproved quite appreciably with the number afiks
increasing from 3 before the 1990s to currentlyasin®3. The opening up of the financial sector asitated the
Bank of Tanzania to put in place a robust systeficefising, regulating and supervising commercaiks. In
addition, the Bank has undertaken deliberate meagormodernize the National Payment Systems (WPtBe
country with the objective of enhancing safety,rstness and efficiency in the payment and settlesysiems.
The Bank of Tanzania has also facilitated the dguakent of a Microfinance Policy and regulationsufsing on
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promoting a viable and sustainable microfinanceistiy with a wide outreach. The Government has amat
the transformation of Tanzania Investment Bank {TiiiBo a Development Finance Institution and wdtiaily
launched in November 2010, whereas the Financeelaad Mortgage Finance Laws were enacted in 2008.
Technological changes relating to telecommunicaté;md data processing have also motivated financial
inclusions that have altered financial product &edvices and production processes. The change lsas a
supported by establishment of new banks includargifin banks, expansion of branch network, groviiagks
linkage with SACCOS, introduction of agent bankiegpansion of mobile banking and integration of @b
financial services to the banking system.
The usage of electronic payment system also hasngsignificantly overtime and contributed towarddei
outreach of financial services to unbanked poputatif both rural and urban area of the country.ré&fmas been
a rapid growth in the use of the new financial prtd over the 2009 — 2013 periods as shown irethle t.

Table 1: New financial products.

Category 2009 2010 2011 2012 2013
Internet banking (TZS million.) 8,130 10,42( 12,040 17,768 22,725
Mobile (SMS) banking 124 155 224 302 587
Mobile payment system 158,538 1,006,430 5,563,281,40,726| 28,852,294
Automated TeIIe_r Machine _(ATM) value of 7747 8.200 9.642 5.279 7.637
transaction( TZS billion)
Point of sales ( P%ﬁl)i(;/sue of transaction( T"81,149 279 203 198 347

Last year, Tanzania launched a National financialusion framework with the ambitious goal of exgizag
access to more than half of the country populabp2016. The framework , alongside the goal of H%tount
ownership aims to achieve 50% regular usage, 25&eaolt with at least two weeks worth of income énnfial
saving accounts and 25% of adult with electronisgeal records.
Although there are now 53 different banks in thantoy, there is only a small rise in the total n@mbf adult
who use bank products ( Finscope Tanzania 2013)leTa shows the usage of bank products by adult
population

Table 2: %age of bank products usage by adults.

Use bank product Use only non bank produgt Usaindl mechanisms only excluded
2013 13.8% 43% 15.8% 27.4%
2009 9.1% 6.7% 28.8% 55.5%

Source: FinScope 2013
Despite disappointing account ownership figure,dbentry has achieved progress in other areas. dggt\sept
2012 and 2013, access to mobile money servicesdred from 63 to 90% nationally, with nearly 43%hef
population actively using mobile money services.
According to FinScope survey Tanzania 2013, thoepl@yed in agriculture are the least likely to umsnk
products and services, though access to non bardugr has shown a significant impact. The distidruis
shown in table 3

Table 3 : Access strand comparison by main sourg&ome

Use bank product  Use only non bank product Use irdbmechanisms only  excludeld
Employed formally 78.6 18.4 1.1% 1.9%
Own business 19.6% 53.4% 11.0% 16.0%
Subsistence farme 4.9% 36% 23.5% 35.5M
Agribusiness 7.1% 39.5% 21.0% 32.5%

Sources: FinScope 2013

4.1 Respondent’s answer on access of financialcesv

In order to establish the respondent’s perceptigar the access to financial services, establistiegoverall
respondents answer on access to financial serxécesred the presence of a common standard thhsuwidlall
the respondents. In order to do so, the reseasdiablished a set of statements that were distébegually to
all respondents of this research. The statemeatswibre provided to the respondents aimed at ésftatiie
overall feelings of the respondents concerning sée financial services in a country, such statgmiclude:
Access to basic financial services is a significargblem in my country; Access to finance is a Higant
barrier to the growth of enterprises in my counifjie lack of knowledge about basic financial prdaduand
services is a major barrier to financial accessragrtbe poor in my country; and access to financeitngroved
significantly over the last 5 years.

On average, large percentage of the respondergsed@nd strongly agreed on the issues, meaningitgajd
the statements that were provided to them. An dimepvas seen in on the last statement which aiated
establishment the improvement of access to finarsgievices over the five years. This statement shtve
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existence of a close relationship between the refgputs who agreed and those who disagreed. Implicat
derived from this statement is that, in actual pcas there has been an improvements in the ovacabss to
financial services however, such an improvemenhctibe assumed to be of significant to change ttezadl
number of people having access to these finanogltutions. Improvements explained in this sectima in
terms of variations of bank accounts from differbahks, increase in overall number of banks andyémeral
reduction in the overall charges of opening accoant access to credit in general, Branchless BgnBelow
is the figure presenting the general response flemespondents over the access to financial ssvic

W Agree

M Strong Agree
Neutral

MW Disagree

W Strong disagree

Figure 4.1: Respondent’s answer on access of flabservices
Basically, as explained in the beginning of thistphuge percentage of the respondents agreed mrityaf
the statements that were provided. Looking atabéetout of all respondents questioned 38% agrdwie \84%
strongly agreed. This data indicates that more thamalf of the respondents agreed with majoritythef
statement which all of them were specifically dasigjto measure the level of financial inclusiothi@ country.
Basing on this fact, very small number of the resj@mts disagreed with the statements, indicatiag iththe
country we still face the problem of accessingaasgifinancial services such as bank accounts.
4.2 Access to Credit
The rate of origination of new loans formal andoimfial is relatively high in Sub-Saharan Africa witfi% of
adults reporting having borrowed money in the g@&smonths compared to 34% worldwide and North Afric
(Demirguc-Kunt and Klapper, 2012). In Tanzania,thse was not different in terms of access of loansking
at the loans issued, majority of the respondenisaled the existence of problems with loan acceb®re
despite of the presence of several institutionsgsging such loans has been a problem to largeopdiie
populations. Among the factors mentioned, colldtenad high interest rates were the dominating facto
hindering effective access of loans services tottadl respondents. Out of all 100 respondents trere w
qguestioned from various sectors, only 37% of thepoadents answered they have accessed the loa¥s, 33
selected No they haven't accessed, while the 22%efespondents said they lacked the requiredndton
and knowledge in general to access such partidodars. further analysis shows that those who fenoess
with loan have taken from informal sources like mphenders, relatives, friends and neibour. Thelende is
supported by FinScope survey 2013 as shown in tébld

Table 5: Sources of credits

Sources %
Family/ Friend — No interest 71.8
Family /Friend- With interest 6.9
Family / Friend — No payback 5.2
Shopkeeper 21.2
Saving and credit group 13.4
MFI 3.4
Banks 3.1
SACCOS 3.0
Money lenders 2.9

Source: FinScope Survey 2013

4.3 Distribution of Coverage of banking service3anzania
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For better understanding of the distribution of Mithance and banking services the researcher edagpt
statement of Tanzania being a big country with spelised population of roughly only 45 million pespl
However it is estimated that nearly 40% of aduét aathin a 5 km radius of bank branches, an ATM,| MF

SACCOS or a mobile money agent.
The overall analysis of this indicated that regionghe south and west are generally less sereal tie rest of
the country. Basically, the fact in this was obwdhese east and north regions that serve varges such as
Centre for business, Tourism, and the presencaridus education institutions which are the maitedeinants
of establishing financial services. However, therall data still show a general low level of accesfinancial

services as still there is a huge portion of thenty currently lacking potential access to finahcervices. The
evidence of inclusion is supported by the FinScaypeey of 2013 as shown in table 6 and 7 :
Table 6 : Areas with highest level of financialluion:

Use bank product Use only non bank product Usaiinél mechanisms only excluded
Kilimanjaro 16.8 70.1 6.9 6.2
Dar es salaam 31.6 53.8 4.8 9.8
Njombe 16.4 50.3 23.1 10.3
Morogoro 17.3 46.5 23.7 12.4
Iringa 25.9 39.5 19 15.6
Manyara 54 36.1 42.4 16.1
Source: FinScope survey 2013
~
Use bank product
=== Jse only non bank
product
Use informal
mechanisms only
== excluded
" J
Table 7: Areas with highest level of financial exsibn:
Use bank product  Use only non bank product Usaindl mechanisms only]  Exclude
Zanzibar 11.5 25.5 171 45.9
Singida 7.0 34.9 12.3 45.8
Lindi 6.2 35.0 14.6 44.1
Mtwara 7.4 35.4 13.4 43.8
Mbeya 6.6 42.0 9.4 42
Shinyanga 12 32 14.5 41.5
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Use bank product

Use only non bank
product

Use informal
mechanisms only

excluded

~ J

Overall observation indicate that mobile phonewjoi® a convenient way through which basic bankienyises
can be distributed quickly and relatively cheap. wes have seen above, almost all this increasenanfiial
inclusion is driven by the telecommunication conipanand the increased penetration of services ssch
MPESA, Tigo Pesa, Airtel Money and Z-Pesa. If welede this category of financial services we seg tianks
have done little to increase financial inclusiornhie country.

4.4 Challenges hindering financial inclusion in Zania

Overall, there was a need to look at the challetigggshinders financial inclusion in Tanzania. Thbunot in big
scale financial inclusion in the country is stitl lawer scale as the statistics provided are nowicwing and
promising over the extent of financial inclusion time country. The most mentioned challenges thatewe
identified by huge number of the respondents ag ineder effective financial inclusion include

a) Lack of education

In this, it was established that, lack of sufficieducation or knowledge concerning with accessatdous
financial services is a problem to majority of Tanans which in turn affects the overall peopletsess to
finances. Basically, it was realized that , majoof people within the country lacks information warious
services particularly loans in terms of accessrapdyments. Also other seems to lack the impokaotwledge
on the requirements for securing such loans. Hedge to this, one of the basic ways that can lesl ts
improve people’s access to financial services ésptovision of education to the public, so as tmaoee the
wrong long-stuck mentality on various serviceshi® public.

b) Low technology (ICT)

In this part the major problem was realized to le low information communication technology infrasture
which causes uneven distribution of informationwetn the financial institutions and the peopleizitiy the
financial services. In this, banks need to makaii@nt improvements in various areas such as gament
Information System. The improvements of technologyl assists in uniting many people in different
geographical locations.

c) High costs associated with the important finahservices

Another challenge that was highlighted was the cctisat are associated with the consumption of €irzn
services. In this various charges such as theesitentes and service charges on using ATMs wargh$do
exert pressure on the customers which in turn efféheir general usage of the services. Basicallihis, it was
realized that the charges that are put on variensces are in most cases destructive to the dwe@dd of the
respondents to utilize the services of the findriaistitution. In order to curb this, there is aedeto harmonize
the overall charges so that the users can be ctabferin paying them without any problem.

d) Regulatory requirements

Regulatory requirements such as know your customges that have been introduced to prevent money
laundering can also make it difficult for poor p&opo open even a bank account as they may not theve
necessary documentation. It has also been obs#raedhany people do not have collateral or crestibrd due
to the lack of proper credit bureau.
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5. Conclusion and Recommendations

Generally, the overall statics has identified wessanin the financial inclusion system in TanzaSaveral
dimensions that were used by this study (accedmamncial services; distribution of financial irtstion and
access to credit) revealed weakness in the oweradiss to these services by large number of themdsnts. In
general, despite the recent financial sector groaviti development in Africa as the continent over plast
decades, many individuals and firms are still estetlifrom access to financial services in Tanzahlidough
the number is reducing over time, the rate of rédnds small as measurements of overall growtfiriancial
inclusion show a minimal increase in the overatllusion of both firm and individuals. Due to ththjs paper
recommends the following

First and foremost the government should advisbaaiks to open Basic Saving Bank Deposit (BSBDpaots
with minimum common facilities such as no minimuaiémce, deposit and withdrawal of cash at bankdtran
and ATMs, receipt/ credit of money through electtggayment channels, facility of providing ATM card
Secondly, both the interest rate and the requirésnehproperty to be used as collateral should dziiced.
Although this can be argued as detrimental to &sponsible financial institutions, over time as tiuenber of
people will increase and the bank again will meetiginal profits.

Thirdly, policy maker should recognize the impodarof Microfinance Institutions as potentially udefor
promotion of financial inclusion. These institutgoas they grow they are likely to expand their padange to
include other services and definitely could alspasad their outreach.

Finally, as policy makers have recognized the elngies attributing to financial exclusion, theredtidoe a
comprehensive variety of providers, products ardhrielogies that best suits the social-economicitipal,
cultural and geographical condition. For exampkrelshould be a diversification of products inahgdislamic
finance products which would foster financial depthd inclusion by catering to individuals who dot no
participate in the conventional financial sectocdiese of the religious reasons.
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Appendix 1: Respondent’s answers on access todiakbservices

Statement A.|SAIN| D |SD
1. | Access to basic financial services is a sigaifigoroblem in my country 10 34 B 11 B8
2. | Access to finance is a significant barrier te tjrowth of enterprises in my43 | 29| 7| 11| 10

country
3. | The lack of knowledge about basic financial pidd and services is a majpB88 | 38| 7| 10 7
barrier to financial access among the poor in mynty
4. | In my country, access to finance has improvgdificantly over the last 5 years 29 36 |8 [16 [11

AVERAGE 3834|7112 9
KEY: A- AGREE; SA- STRONG AGREE; N- NEUTRAL; D- DISGREE SD- STRONG DISAGREE
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