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ABSTRACT: This paper assessed the gap 

between services supplied by Microfinance 

institutions and services demanded by 

clients. The study was conducted at Arusha 

and Arumeru districts in three councils: 

Arusha City councils, Arusha district 

council, and Meru district council. One 

hundred and fifty one respondents were 

sampled from the two districts and 

particularly in nine selected Microfinance 

institutions. Institutions were selected to 

make a combination of different operating 

types, including, Community banks, 

Savings and credit associations, Village 

banks, Microfinance Company, and NGOs. 

The study findings revealed that 

Microfinance institutions supply deposit, 

credits, insurance, and training, payment, 

and money transfer services. Clients are 

demanding deposit, credits, insurance, 

training, and pension services. The 

conclusion drawn from the comparison of 

services supplied and demanded is that 

services supplied are less than services 

demanded in terms of types and features. 

Microfinance institutions are, to a greater 

extent, supplying the conventional 

microfinance services (deposits and 

credits) while clients are interested in the 

supply of a wide range of financial 

services including insurance and pension 

services. Moreover, some services seem to 

match supply and demand but they differ 

in terms of features, for example, clients 

demand loans of more than three years, 

contrary to the current status in which 

supplied loans are of not more than three 

years. Based on the identified gaps the 

study recommends amendment to the 

National Microfinance Policy, 

restructuring of microfinance service 

portfolio, establishment of members self 

managed institutions, and improved 

government supervision to ensure the 

attainment of the poverty alleviation goal. 
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1. INTRODUCTION 

Cornford (2001) defines Microfinance as 

the provision of a broad range of financial 

services to low income microenterprises 

and households. Microfinance is still a 

growing sector in Tanzania. Up to 1995 it 

was a relatively new concept, mostly 

linked to women and poverty alleviation 

(Kore 2005). The sector was enhanced by 

the financial sector reform since 1990s 

followed by the inception of the National 

Microfinance Policy in 2000. 

Currently, the operation of Microfinance 

in Tanzania and particularly in Arusha and 

Arumeru district, can be observed in a 

variety of forms, ranging from NGO-MFI, 

Saving and Credit Cooperative Societies 

(SACCOS), Savings and Credits 

Associations (SACAs), Village savings 

and loan associations (VLSA), Village 

Community Banks (VICOBA), 

Community Conservation Banks 

(COCOBA), Credit Unions, Microfinance 

companies, Cooperative Banks and 

Community Banks. Licensed Banks, 

Community Banks, Insurance companies, 

and Non-bank financial institutions 

provide financial services to 12.4% of 

Tanzanians; Semi-formal services are used 

by 4.6%; while informal provision is used 

by 27.3% (Triodos Facet 2011).  

Conceptually, a number of services can be 

provided by Microfinance institutions, 

ranging from banking services (such as 

deposits, credits, and lending facilities) to 

non-banking services (such as insurance 

and pension services). The structure of 

services provided by Microfinance 

institutions (particularly in Tanzania) has 

been generated from the ideal purpose of 

Microfinance, the National Microfinance 

Policy, and various regulations governing 

the operation of microfinance institutions.  

The demand for microfinance is derived 

from the financial needs of low income 

earners. Low income earners require 

savings, credit, and payment services 

(NMP 2000). The evolution of microcredit 

into microfinance in the early 1990s 

changed the perspective from lending 

money to microentrepreneurs to providing 

low-income communities with financial 

services (Churchill 2002). 

Although microfinance is intended to 

provide all financial services to the poor, it 

seems to be a misfit between services 

provided by MFI and those provided by 

banks and other financial institutions. 

Traditionally, the emphasis of 

microfinance has been on microcredit but 

microfinance is an umbrella term for a host 

of services including loans, deposits 

services, payment services, money transfer 

services, and insurance services (King 

2008). Moreover, the services provided 

seem to fit the goals of the Microfinance 

Institutions but not the desires of targeted 

customers.There are also complaints about 

the mode of service delivery adopted by 

Microfinance institutions. The intention of 

this paper is therefore establish the gap 

between the services provided by 

microfinance institutions against market 

demand. 

 

 

2. GLOBAL MICROFINANCE 

MODELS 

 

Different microfinance models have been 

applicable globally.  These models differ 

in terms of services provided, mode of 

service delivery, nature of customers, 

membership requirement, and 

management style. Fotabong (2011) 

pointed four microfinance models: 
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Grameen Bank model, MC2 model, 

Village Banking model, and Non-Banking 

finance company (NBFC) model 

 

 

2.1 Grameen Bank model 

This model was established in Bangladesh 

by Professor Mohammad Yunus in 1970s 

whereby microfinance offers microcredit 

to the poor in small groups of four to eight 

people found voluntarily. Borrowers are 

guaranteed by group members instead of 

providing collateral security. To ensure 

repayment of the loans a percentage of the 

loan is deposited in advance, and members 

have joint liability for the repayment of the 

member’s loan. 

 

2.2 MC2 Model 

The MC2 model has been pioneered by 

Dr. Paul K. Fokan, where by the 

community establish and manager 

microbanks that will be helpful in 

improving their living standard in a 

sustainable manner. The underprivileged 

people attempt to be self reliant and create 

wealth. This model is derived from 

Einstein’s formula: Victory over poverty 

(VP) is possible if the Means (M) and the 

Competence (C) of the Community (C) are 

combined.  

VP = M x C x C = MC2 

The methodology for setting an MC2 

microbank involves five stages. The initial 

stage of forming an MC2 bank is to 

sensitize the poor and raising their 

awareness. The second stage is to mobilize 

resources, and thereafter financing 

individual income generating activities. 

Stage four is to finance common interest 

economic projects, and the last stage is 

carrying out social development projects.  

 

2.3 Village Bank model 

According to Fotabong (2011) the Village 

Bank model was first developed during 

1980s in Bolivia by John Hatch. In the 

Village Bank model, microloans are 

offered to members after they have 

contributed into the bank. The village bank 

is formed as a self help support group of 

20-60 members (mostly women). The 

management of the bank is done by the 

members themselves. 

 

 2.4 Non-Banking finance company 

(NBFC) model 

This model has been observed in India 

whereby microfinance institutions are 

operated for profit. These institutions seek 

finance from the capital market like other 

profit making institutions. Institutions 

under this model are not deposit taking, 

their main sources of finance are equity 

investors and lenders, and their main 

customers are economic active poor with 

tangible collateral to support the loan 

request. The pioneers of this model believe 

that since the amounts required are huge, 

financial markets are the only way to 

mobilize resources 

 

3. A REVIEW OF THE 

NATIONAL MICROFINANCE 

POLICY, 2000  

In May 2000, the United Republic of 

Tanzania issued the National Microfinance 

policy with the main objective of 

establishing a basis for the evolution of an 

efficient and effective micro financial 

system in the country that serves the low-

income segment of the society, and 

thereby contributes to economic growth 

and reduction of poverty. 

Saving, Credit, and Payment services have 

been cited by the policy as demanded by 
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low income earners. Low income people 

need savings services so as to protect 

themselves against periods of low income, 

specific emergencies, and to cover large 

anticipated emergencies. They also 

demand credit facilities to finance their 

business or household consumption.  

Microfinance clients particularly in rural 

areas need safe and efficient payment and 

related services to facilitate their business 

transactions within their domestic and in 

foreign markets. Payment services include 

non-cash payment means, money transfer 

services and foreign exchange services.  

4. BRIEF EMPIRICAL REVIEW 

LITERATURE 

A list of services provided by 

Microfinance in Tanzania has been pointed 

out by Triodos Facets (2011). 

Microfinance actors in Tanzania are 

providing Agricultural loans, SME loans, 

Leasing finance and Microinsurance 

(Micro health and micro life insurance).  

 

Tom O. Kore (2005) reported group 

microloans, individual microloans, 

consumer loans, corporate loans and 

overdrafts as specific types of credit 

services offered by Microfinance. The 

study also highlighted a variety of deposit 

services offered by microfinance. 

Compulsory saving for borrowers, normal 

saving accounts, children’s savings 

account, fixed deposit accounts, and 

current accounts are main products. 

 

More relevant findings can also be derived 

from Brau James C, and Woller Gary M 

(2004), in their study, A comprehensive 

review of existing literature. In their 

review of 350 articles on microfinance in 

2004, Brau James and Woller Gary 

reported, among other findings, 

microcredit, crop and health insurance as 

services provided by MFIs.  On the 

demand side, just as a large demand for 

formal savings and loans exist among the 

poor, there is also believed to be a large 

demand for formal insurance. 

 

New microfinance services that differ from 

the traditional services have been analysed 

by Abeid F.H. and Martin I. (2007). The 

study findings came up with findings that 

reveal three new services, which are, 

Microfinance for Adolescents, 

Microfinance for commercial sex workers, 

and Entrepreneurship training and support. 

This study also revealed that MFIs have 

been providing training and support to 

microenterpreneurs to help them achieve 

their business goals and succeed in their 

economic activities.  

 

5. METHODOLOGY 

This study was conducted in Arusha 

region, Northern of Tanzania, particularly 

in Arusha district and Arumeru district. 

The study was undertaken by applying a 

Case Study research design and 

Functionalist research paradigm. Both 

primary and secondary data were collected 

from a sample of one hundred fifty one 

(151) respondents, composed of 

Government officials, Microfinance 

managers and staff, and Microfinance 

clients. Nine Microfinance Institutions 

were used for data collection, namely: 

Arusha Club Saccos Ltd, FINCA Tanzania 

Ltd, Project Abroad, BRAC Tanzania 

Finance Ltd, Petu SACCOS, Engitata 

VICOBA, Opportunity Tanzania Ltd – 

Tengeru branch, Meru Community Bank, 

and Pride RFW – Usa river. The sample 
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applied in this study was selected by 

applying both Probability and non-

probability sampling techniques. The 

selection of Microfinance institutions 

applied a stratified random sampling while 

the selection of clients applied a simple 

random sampling. Non- probability, 

particularly purposive sampling was used 

in selecting Government officials, and 

members from the management of MFIs 

 

The collection of primary and secondary 

data applied three methods: Questionnaires 

with checklists and open question, semi-

structured interviews, and Documentary 

review. The reliability of collected data 

was enhanced by considering the authority 

and reputation of the source. The data 

collection exercise was conducted while 

keeping in mind four threats to reliability: 

participant error, observer error, 

participant bias, and observer bias. The 

process of data analysis was facilitated by 

the use of a statistical software SPSS. 

Frequency distribution tables were mostly 

used to make conclusions on the research 

variables and the presentation of findings 

was done by the use of tables and charts 

This study was heavily guided by the 

following conceptual model and 

framework as depicted hereunder:- 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 MICROFINANCE 
SERVICES DEMANDED 

Loans ( >3yrs, personal, 
commercial, mortgage) 
Deposits 
Micropension 
Microlease 
Trainings 
Microinsurance (fire,theft, 
accidents, health) 
Money Transfer 
Payment services 
 

Are services 
provided the 
same as 
services 
demanded? 

Services 
provided 
same as 

demanded 

Services 
provided  

differ from 
services 

demanded 

GAP 1 
Services 

provided < 
Services 

demanded 

GAP 2 
Services 

provided > 
Services 

demanded 

NO GAP  

MICROFINANCE 
SERVICES PROVIDED 

Loans (1-3yrs, commercial, 
mortgage) 
Deposits 
Trainings 
Microinsurance (fire,theft, 
accidents) 
Money Transfer 
Payment services 

Dependent 
variables 

Independent 
variable 

Figure 1: Conceptual framework 

Source: Author’s research model 
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6. FINDINGS 

6.1 Respondent’s characteristics 

The study was conducted by collecting 

data from respondents with different 

profiles in terms of age, occupation, and 

experience in using microfinance services. 

Age analysis of respondents shows that all 

respondents were above 18 years with 

50% falling between 36-40 years. This 

provides a picture that middle age people 

are the main consumers of microfinance 

services. The classification of respondents 

in terms their occupations reveals that 

microfinance clients are undertaking a 

variety of economic activities mainly 

business, agriculture, employment, and 

studies. Client’s experience in using 

microfinance services has also been 

considered as a crucial factor in testing the 

reliability of data collected. Most (68.9%) 

of the interviewed clients have been using 

microfinance services for more than three 

years. 

6.2 Microfinance institutions 

operating in Arusha district and 

Arumeru district 

A portfolio of formal, semi-formal and 

informal institutions has been observed in 

both Arusha and Arumeru districts. Formal 

institutions are those which operate by 

following prescribed general laws and 

regulations, as well as specific laws and 

regulations that govern their operations in 

particular. Institutions found in this 

category include Community Banks, 

Savings and Credit Associations, 

Microfinance NGOs, and Microfinance 

companies. Semi-formal institutions 

category is formed by institutions that 

follow the general laws and regulations but 

does not follow specific regulations. These 

institutions include SACCOS and 

VICOBA in which by December 2013 a 

total of 212 SACCOS and 482 VICOBA 

were registered in Arusha district and 

Arumeru district. The Informal category is 

formed by institutions that are neither 

legally registered nor are they supervised 

by the central bank. These institutions are 

mostly money lenders and institutions that 

are registered by government authorities at 

district level, village community banks. 

Examples of these institutions are self help 

groups in work organizations, UPATU, 

Rotating saving and credit associations 

(ROSCA), and individual money lenders. 

 

6.3 Gaps between services provided 

by MFIs and services demanded 

by clients 

6.3.1 Gap in credit services 

A slight gap exists between credit services 

provided by MFIs and those demanded by 

clients. The two variable matches by more 

than 90%. Gaps have been identified in 

two aspects, one on the loan purpose and 

the other on the loan duration. 26.4% of 

interviewed clients express their desire to 

access Personal loans/ domestic loans. 

These are loans which can be used for 

miscellaneous domestic purposes such as 

acquiring home equipments and utensils, 

acquiring land, and financing unforeseen 

cash requirements. MFIs mostly offer 

commercial loans and loans for economic 

specific purpose. MFIs are reluctant to 

offer personal loans because of uncertainty 
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about repayment due to the lack of a 

measurable flow of personal income. 

Moreover, while loans offered by MFIs 

range from one week to three years, 51% 

of interviewed clients responded that they 

demand loans of more than three years. 

Study findings indicate that clients need 

loans to finance long term cash 

requirements and establish projects with 

long payback period and with greater 

returns. Clients are not satisfied with short 

term loans as far as they cannot be utilized 

to the extent of significantly reducing 

poverty among the poor. Short term loans 

are only helpful in financing projects that 

can generate income but not wealth that 

can materially improve the livelihood of 

the target clients. Figure 2,3,4 and 5 

demonstrate study findings concerning the 

gap in credit services. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 2: Demanded loans 

 
Source: Study findings 2013  

Figure 3: Supplied Loans 

 
Source: Study findings 2013  
 

Figure 5:Offered loan durations 

 
Source: Study findings 2013  

Figure 4: Demanded loan durations 

 
Source: Study findings 2013  
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6.3.2 Gap in Micro-insurance services 

Micro-insurance services demanded are 

more than those offered by MFIs. Clients 

have expressed their need for insurance 

covers to hedge against most vulnerable 

risks on their businesses and activities in 

which their loans are applied and they earn 

their incomes. While very few MFIs 

provide loan, fire, and natural calamities 

insurance covers, 71% microfinance 

clients demand more than those insurance 

services. Together with the current offered 

insurance services, they also demand 

insurance covers against theft, and health. 

As most of the businesses are operated in 

less secure places, and microentrepreneurs 

cannot afford to put in place proper 

security mechanism, theft insurance is 

required to cover loss that could arise from 

stolen business properties.  

With uncertain and variable flow of 

income, most of microfinance clients are 

not in a good position to pay for health 

services when need arise. Research 

findings indicate the wish of microfinance 

clients to have health insurance covers. 

The availability of health insurance 

services will provide assurance of 

treatment of microfinance client’s family. 

The preferred mode of making 

contributions for the insurance policy is 

monthly premiums. 

 

 

 

 

 

 

 

 

 

 

 

 

6.3.3 Gap in Micro-pension services 

Old age pensions and related services that 

are offered by retirement funds in 

Tanzania are also demanded by 

microfinance clients. National Social 

Security fund, PPF Pension Fund, Local 

Authority Pension Fund, and Public Sector 

Pension Fund are examples of funds which 

have been mentioned as references for 

services demanded by microfinance 

clients. The gap between supply and 

demand for this service can be 

demonstrated by 42.5% of clients who 

Figure 6: Demanded Insurance services 

 
Source: Study findings 2013 
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demand pension service as an assurance of 

maintaining their income generating 

ability at old ages when they lose energy 

and become incapable of performing 

economic activities to the extent of 

deriving sufficient income. None of the 

microfinance institutions provide pension 

services. Although some pension funds 

have started offering services to the private 

sector, still there is a need to have a special 

focus on low income earners. Current 

pension funds may be open to anyone 

interested regardless of the level of 

income, but the costs and conditions of 

accessing their services are impracticable 

to the low income earners. Therefore 

microfinance clients express their need for 

micro-pension funds, or micro-pension 

desk within the current pension funds. 

6.3.4 Gap in Lease financing 

An influential gap has been observed 

between supplied and demanded lease 

financing. Lease financing involves the 

agreements in which microentrepreneurs 

can use operating assets which are not in 

their ownership in return for specified 

periodic lease rent. This eliminates the 

need for microentrepreneurs to have huge 

capital to finance the acquisition of the 

required business operating assets. 

Study findings indicate that none of the 

researched institutions is offering lease 

financing. 20.7% of the 135 interviewed 

clients demand lease financing for 

agricultural implements, catering 

equipments, and secretarial services 

equipments. Although the gap is not 

significant, it may be huge in other areas 

apart from the study area. The gap might 

also be small because the clients are 

unaware of lease financing as an 

alternative means of obtaining capital for 

the business.  

Moreover, in certain cases microfinance 

clients prefer lease financing over asset 

ownership due to the costs associated with 

owning an asset. Costly agricultural 

equipments such as power tiller can be 

acquired by loans offered by microfinance 

but it is expensive to run and maintain it if 

the level of agricultural operation is low. 

Some significant costs of maintaining the 

item are fixed regardless of the level of 

operation. In this case, lease financing is 

the costs effective way of financing the 

acquisition of the required equipments 

7. CONCLUSION AND 

RECOMMENDATIONS 

7.1 Conclusion  

The general conclusion that can be drawn 

from this study is that there is a moderate 

gap between the services provided by 

MFIs and services demanded by clients. 

With reference to the conceptual 

framework applied to this study Gap 1 is 

dominating over Gap 2, that is, clients 

demand for microfinance services is more 

than the market supply. MFIs seems to 

supply mostly the conventional 

microfinance services (mostly credits and 

deposits) while microfinance clients 

demand a wide range of financial services 

including insurance and pension services 

7.2 Recommendations 

7.2.1 Recommendation to policy 

makers 

Policy makers should make amendments 

to the National Microfinance Policy (2000) 
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to accommodate the unsatisfied demand of 

microfinance clients. The current 

microfinance policy recommends the 

provision of traditional microfinance 

services, which are, saving, credit, and 

payment services only. The policy does 

not address sufficiently the needs for other 

financial services such as micro-insurance 

and micro-pension services. The policy 

also need to accommodate appropriate 

mode of service delivery.  For the 

providers of microfinance services to 

change their service provision structure, 

the policy has to be redefined to reflect the 

modern approach to microfinance.  

7.2.2 Recommendation to 

Microfinance institutions 

Microfinance institutions should 

restructure their service portfolios to cope 

with the changing needs of clients. MFIs 

should change their microfinance approach 

from the traditional to the modern 

approach in which all financial services 

are to be provided instead of the traditional 

lending and deposit services. MFIs also 

need to consider restructuring their current 

products to suit the existing client’s needs. 

The services should be specific to the 

clients’ demand in the area where the 

institutions operate. The provision of 

microfinance services should not be 

considered in an identical manner in 

different geographical areas since clients’ 

financial needs differ depending on the 

kind of economic activities, the level of 

income, and access to banking services.  

7.2.3 Recommendation to the 

government 

To reduce the gap between services 

provided by MFIs and services demanded 

by the target clients the government has to 

play a supervisory role. The government 

should improve its supervisory role on 

microfinance operations in the country by 

creating a mechanism for monitoring the 

changing needs of microfinance clients 

(low income earners). It should also 

strengthen its control mechanism that 

governs the conduct and operations of 

MFIs. This will facilitate the effective 

undertaking of microfinance activities for 

poverty alleviation. 

Suggested control mechanisms include the 

formulation of regulations that are specific 

to each distinct mostly demanded service. 

Currently, the specific regulations for 

microfinance are the Banking and 

Financial Institutions (Microfinance and 

Microcredit activities) Regulation 2005, 

Banking and Financial Institutions 

(Financial Cooperative societies) 

Regulation 2005, and Banking and 

Financial Institutions (Internal control and 

Internal Audit) Regulation 2005. There is a 

need for the government to develop 

specific regulations for micro-insurance, 

and micro-pension. It is also recommended 

for the government to establish to establish 

an overall supervisory body for 

supervising the operation of all 

microfinance institutions. Currently the 

supervision of microfinance institutions is 

scattered depending on the type and capital 

size of the institution. Some MFIs are 

supervised by the Bank of Tanzania; 

others are supervised by Cooperatives 

societies’ office, and the District 

Community Development office. The 

establishment of a single supervisory body 

will enhance the provision of services that 

are effective in alleviating poverty as well 



Imperial Journal of Interdisciplinary Research (IJIR)  
Vol-2, Issue-2 , 2016  
ISSN : 2454-1362 , http://www.onlinejournal.in 
  

Imperial Journal of Interdisciplinary Research (IJIR) Page 530 

 

as ongoing improvement of the sector with 

regard to the changing needs of the target 

clients. 

7.2.4 Recommendation to 

microfinance clients 

To enhance the satisfaction of their 

demand, microfinance clients should 

consider establishing microfinance 

institutions in which they will take part on 

management. This will help them 

influencing and making decisions on 

which service to offer, which will 

automatically be the services they demand.  

The gap between services provided by 

MFIs and those demanded by 

microfinance clients is on one hand caused 

by conflicting goals between managers of 

MFIs and clients. If the goal of the MFI is 

to generate financial profit, the institution 

will offer services that will result into the 

desirable return. The change in the 

composition of MFIs from non-profit 

making institutions to profit-making 

institutions has resulted into the 

divergence of goals among different MFIs. 

Most of the profit-making MFIs are not 

operating in line to the poverty alleviation 

goal to a satisfactory level. The 

establishment of institutions such as 

SACCOS at lower level and Community 

banks at higher level will help 

microfinance clients achieve their poverty 

alleviation goal 
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