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ABSTRACT 

This study aimed at assessing people‟s access to financial services in rural remote 

areas in Tanzania by taking Kilindi district as a case study.  The study specifically 

focused on the performance of financial services in rural areas;  determining the 

factors affecting rural people to have access  to formal financial services and the 

risks that rural people face through using informal financial service providers.  

The study adopted cross sectional design so as to get the desired data. Respondents 

such as rural households from the selected wards in the district were randomly 

selected, while Ward Executive Officers, Bank Officers and District Community 

Development Officers were purposively selected. 

Data were collected using the survey method where interviews were conducted to 

110 households and 15 leaders from the group of informal financial service providers 

using structured questionnaire. Data analysis was done using SPSS where likert scale 

was used to analyze the criteria.  

The study found  that formal financial service providers did not penetrate well in the 

rural areas, and if they were available to the nearby rural households, the service 

were not  convincing to have access due to the complicated bank regulations, Bank 

terms and foreign language that is used in documentation . Based on the evidence on 

inefficiency of informal financial services, the study recommends that the 

government should impose policy to subsidize the commercial banks which serve 

rural people, hence leading to great expansion of formal financial services in the 

rural areas. Likewise, informal financial services should not be isolated, but need to 

be empowered in terms of capacity building and financial support as well as regular 

supervision from the Bank of Tanzania (BOT). 
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CHAPTER ONE 

1.0 Introduction 

This chapter intends to give a general picture of the provision of financial services. It 

starts with the background which discloses the access of financial services followed 

by the origin of financial services in the world. Furthermore, it highlights the current 

status of financial service providers in Tanzania as well as providing the statement of 

the problem, research objectives, research questions and the limitation of the study.  

1.1 Background of the Study 

The access to and use of financial services by both enterprises and households is of 

increasing concern to the policy makers across Africa and the developing world 

(Reyes and Leonardo, 2011). Recent data collection efforts on both enterprise and 

household levels have enabled a more vigorous analysis (World Bank, 2007). It has 

often been argued that lack of access to finance impedes poor people and prevents 

them in the modern market economy. This problem is potentially pressing in the 

developing countries in Africa and Asia. This study analyzed poor rural people in 

accessing formal financial services and the use of informal financial services as an 

alternative way.  

Historically, during the 1970s, the emerging microfinance featured financial 

institutions successfully reached people who had previously not been considered 

creditworthy (Reyes and Leonardo, 2011).They achieved this by extending  micro 

credits, hence providing the underserved population with access to financial 

institutions. Furthermore, these institutions allocated resources from donations to 

adjust infrastructure and train personnel in order to obtain a viable business strategy 
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tailored to this view segment. Today microcredit is strong but the challenge persists 

on how efficient it is, particularly to the rural remote area. 

1.2 The Original Need of Financial Services 

The history of the original need of financial services can be traced back to as far as 

the middle of the 1800s when the theorist Lysander Spooner was writing about the 

benefits of small credit entrepreneurs and farmers as a way of getting people out of 

poverty. Independent of Spooner, Friedrich Wilhelm Raifteisen founded the first 

cooperative lending banks to support farmers in the rural areas. The modern use of 

the expression into the microfinancing has roots in the 1970s when organizations 

such as Grameen Bank of Bangladesh with the microfinance pioneer Muhammad 

Yunus were starting and shaping the modern industry of microfinancing. Another 

pioneer in this sector is Akhtar Hameed Khan. 

Prior to the emergence of these financial services from the 1950s through the 1970s, 

the provisions were made by donors or governments in the form of subsidized rural 

credit programmes. These often resulted into high defaults, high loses and an 

inability to reach poor households (Robinson 2001). 

Poor people borrow from informal money lenders and save with informal collectors. 

They receive loans and grants from charities; they buy insurance from the state 

owned companies; and they receive and transfer funds through formal or informal 

remittance networks. In recent years, the states have been increasing emphasis on 

expanding the diversity financial institutions since different institutions serve 

different needs. 
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1.2.1 Statistical Data of Rural Financial Services (RFs) 

There have been systematic efforts to map the distribution of micro-finances as they 

have yet been undertaken. A benchmark was established by the analysis of 

alternative financial institutions in the developing world in 2004. The authors 

counted approximately 665 million client accounts at over 3000 institutions that were 

serving poor people rather than those which were served by commercial banks. 

Table 1: Data for RFs Status 

Financial 

services 

Microfinance Postal 

serving 

banks 

State 

Agriculture 

and 

Development 

Banks 

Financial 

Cooperative 

and Credit 

Unions 

Specialized 

Rural 

Banks 

Accounts(in 

millions) 

120 318 172 35 19 

Source of data:  Microfinance Information Exchange (2009). 

1.3 The Provision of Financial Services to the Rural People 

In this challenging world, there have been efforts to help people in the rural areas in 

many countries. For example, to date in Tanzania, there are new innovations which 

have started to penetrate the rural areas. These include Mobile Phone financial 

services such as Vodacom‟s, M-Pesa/Zantel‟s Z-Pesa, Airtel money and Tigo Pesa. 

These new innovations have promoted access to financial services and have enabled 

millions of poor people, both in the cities and rural areas, to send money and make 

payment within a short working distance and therefore should be encouraged 

(Migimwa BOT conference report, 2012).  
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1.4 The Funding Agencies to the Rural People 

1.4.1 World Bank 

Generally, there are hardly any empirical studies linking access to financial services, 

growth and poverty reduction despite a range of theories as to why this relationship 

might exist. However, more recent data collection efforts by World Bank or 

Consultative Group to assist the poor (CGAP) and others are beginning to remedy 

this gap. The World Bank has been given collecting micro level indicators of access 

to financial services in recent years, such as the number of accounts held and the 

number of bank branches or ATMs, from regulators and banks in a large cross 

section of developing countries.    

1.4.2 The Consultative Group to Assist the Poor (CGAP) 

The Consultative Group to Assist the Poor (CGAP) is a consortium of 29 bilateral 

and multilateral donor agencies that support rural finance. This mission is to improve 

the capacity of microfinance institutions to deliver flexible and high quality financial 

services to the very poor on a sustainable basis (Word bank, 2007). It develops 

innovative rural finance solutions in order to expand access to financial services for 

poor people in the world. 

1.4.3 International Fund for Agricultural Development (IFAD) 2004 

IFAD generally assist to provide solutions in the prevailing challenges such as 

building infrastructure with diverse strategies, promoting a conducive policy and 

regulatory environment, participation of stakeholders including those in rural remote 

areas, development of rural finance and enhancing institutional sustainability with 

outreach to the rural poor.    
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1.5 Financial Services in Tanzania 

Financial services have emerged over the past 30 years from a narrow notion of 

micro credit-well defined methodology to extend credit to the target groups of 

enterprise development or some other specific purposes to an ambitious and daring 

concept of building the entire financial systems that serve low income and poor 

people. In Tanzania, financial institutions have a long history from the colonial era to 

the time of socialism regime and now to the market economy. After the colonial era, 

many restructuring features in the microfinance industry have been realized way 

back in 1967 after the Arusha Declaration. The changes gained popularity of 

government monopoly in the banking industry as the government promoted and 

established the Presidential Trust Fund in the mid 1990s. Other MFIs commercial 

Bank emerged such as PRIDE, FINCA and YOSEFO. In the late 1990s, the Bank of 

Tanzania started specialized banks which were commonly known as community 

banks and cooperative banks such as Kilimanjaro Cooperative Bank, Mufindi 

Community Bank and Kagera Cooperative Bank. Akiba Commercial Bank became 

the first Commercial Bank to venture into rural financial service providers. The 

situation turned around in 1991after the government had decided to license private 

commercial banks. 

1.5.1 Financial Service Providers 

The financial service industry is still at the emerging state and constitutes a diverse 

range of practitioners and practices. For example, in microfinance the pioneers in 

Tanzania are NGOs which started to emerge in the mid 1990s.Then private banks 

joined the microfinance industry after being permitted by the government. Based on 

this background in Tanzania, it is generally accepted to categorize these financial 
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institutions by the group under which the provider belongs. The groups include 

NGOs MFI, Banks and Non-Bank Financial Institutions, Savings and Credit 

Societies, Informal financial service providers and Government/donor programs. 

1.5.2 NGOs MFI 

These organizations are specialized in the provision of financial services to the micro 

entrepreneurs. The major ones include PRIDE Tanzania, Presidential Trust Fund, 

Poverty Africa (T), FINCA Tanzania, Small Enterprise Development Agency 

(SEDA), and Youth Self Employment Foundation (YOSEFO).The first microfinance 

company was licensed by the Bank of Tanzania in July, 2011. Several NGO MFIs 

are currently lined up for the transformation to become microfinance companies. 

1.5.3 Commercial Banks and Community Banks 

During independence, financial services specifically to commercial banks were 

comprised, by branch, of foreign banks namely Standard Bank of South Africa, 

National and Grindlays Bank and Barclay Bank D.C.O which were dominating the 

banking  System. Other smaller foreign banks which were in operation in the country 

include Ottoman Bank (1958), Bank of India (1953), Bank of Baroda (1953), 

Commercial Bank of Africa (1961) and National Bank of Pakistan(1962). Generally, 

these banks were established to facilitate external trade rather than develop local 

activities (Bank of Tanzania, 1996). However, the presence of these banks 

necessitated some local traders and settlers to deposit the proceeds of exports in local 

accounts and imported foreign capital (Livingstone et al, 1980). 

Historically, in 1967 after the Arusha Declaration all commercial financial 

institutions were nationalized and put under the control of government whereby the 
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central bank and treasury authorities took in-charge as supervisors. Therefore, all 

commercial banks merged to form one bank named NBC (NBC act 1967) with very 

good ambitions during the socialism era for efficient distribution of the savings, 

mobilization through the banking system, generate income to the government, fair 

remuneration of deposits and rapid expansion of banking facilities throughout the 

country with the aim of promoting the rate of savings. 

So far, the reasons for transformation were not significantly successful because the 

banking sector was experiencing poor performance due to the government 

interference as well as inefficiency of legislation and operating system that was 

exercised during that time. That situation gave rise to the restructuring of the banking 

industry from monopoly to commercial in 1991 whereby banks were licensed to 

carry out the banking business (enactment of the banking and financial institutions 

Act, 1991).  The early entrants were Standard Chartered and Meridian BIAO. The 

latter was collapsed and taken by Stanbic Bank Ltd (BAFI Act No.120, 1991). To 

date, more than twenty commercial banks have been registered. 

1.5.4 Non-Bank Financial Institutions 

During the colonial era, non-financial institutions were the Post Office Saving Bank, 

Foreign Insurance Companies and three specialized Agricultural Credit Institutions 

initiated by the colonial government namely the Land Bank, the Local Development 

Loan Fund and African Productivity Loan Fund. Currently, all of these institutions 

are not in existence except the Post Office Saving Bank. However, there have been 

many establishments of non-profit oriented financial institutions such as the 

insurance companies and the government pensionable funds include PSPF, LAPF 

and NSSF. 
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1.5.5 Semi-Informal Financial Service Providers 

These include larger Savings and Credit Societies (SACCOS).They comprise of 

some sort of formal mechanism whereby financial resources are mobilized from 

members who are the main  beneficiaries. SACCOS are registered under the 

cooperative law and do get funds for lending to members from the internally 

mobilized savings and loans from commercial banks, community banks and 

government programs such as Small Enterprise Loan Facility (SELF). 

1.5.6 Informal Rural Financial services. 

However, informal microfinance service providers have been in Tanzania for a 

number of years. These include ROSCAs, ASCAs, Burial Associations, VICOBA, 

Clan Saving Groups, etc. Savings and Credit Societies (SACCOS) have a feature of 

semi-informal financial services which have been active in both rural and urban areas 

Usually informal financial service providers conduct their services and carry own 

risks without being regulated and supervised by the central banks. 

1.6 Statement of the Problem 

Access to financial services varies from developed countries, emerging powers, 

upper-middle income countries and developing countries specifically in remote 

areas. The access in developed countries is 88%, emerging powers 47.5%, upper 

middle-income countries 51.28% and developing countries 23.62% (Honohan, 

2007). However, the access through branches per 100,000 participants is 41.8% for 

developed countries, 11.7% middle income countries and 4.7% developing countries. 

Through ATMs, 80% for developed countries, 22.4% middle income countries and 

6.2% developing countries (Beck et al, 2005). 
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Generally, if the access to financial services tends to be enhanced, most of the poor 

people will be able to secure loans, savings and deposit the funds. Through this, they 

can also be able to engage into investment activities which will lead them to good 

standard of living. 

Despite the efforts which have been made to reach rural poor, the real situation 

shows that most people specifically in the remote areas are still facing difficulties to 

access financial services. It is believed that more than half of the world adult 

population lack access to credit, insurance, savings and other formal financial 

services (FATF, 2011).The problem is compounded y the fact that the poor majority 

survive on less than USD2 per day as their incomes are not only low but also 

irregular and are therefore more vulnerable to external shocks and uncertainties of 

their cash flows. Only less than 10% of people who live under USD 2 per day have 

access to formal financial services (FATF, 2011). 

So far, low income people are still suffering from basic financial needs although 

diversified as far as the type of financial services is concerned. Generally, low 

income persons especially those in rural areas in the developing countries may need a 

remittance agent location that is close to their homes as a bank branch where they 

can deposit a small amount of their money for safe keeping. They may also need 

micro loans to pay for fertilizers for planting seeds (FATF, 2011). 

In Tanzania, there is rapid growth of the  financial sector both formal and informal 

groups but yet there are great challenges in providing those services in terms of 

adequate range of safety, convenient and affordable to the disadvantaged and 

vulnerable groups including low income, rural and undocumented persons who have 

been underserved or excluded from the formal financial sector. However, adequate 
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financial regulations are provided by the central bank (BOT) to ensure that the 

services provided by financial institutions are accessible and affordable in terms of 

cost, fairness and transparency. 

 

 Even though there are some efforts, the central bank is trying to make sure that the 

financial services are enhanced to assist the majority who live in rural areas; this 

sector in Tanzania is still problematic (Millinga, 2012). According to Millinga, a fin 

cope survey which was done in 2009 by the financial sector Deeping Trust revealed 

that banks had reached only 12% of the market while 2% of the market is served by 

SACCOs and NGO MFIs. Majority of the poor in Tanzania are served by informal 

financial service providers and some have no access to finance of any type. Likewise, 

during the opening ceremony of the 16th conference of financial institutions in 

Tanzania (hosted by BOT), the Governor of the Bank of Tanzania, Prof. Benno 

Ndulu, on his foreword stated that Tanzania has witnessed in the financial sector 

over the recent years as poor households across the country struggle to access 

financial services from formal financial institutions. Mainstream banks tend not to 

serve the poor because of the perceived high risks, high costs involved in small 

transactions and inability by the poor to provide collateral. The statement was also 

supported by the late Hon. Minister for finance, Dr.William Mgimwa, who went 

further by saying the access to financial services in Tanzania was still very low 

particularly those who live in the rural areas. It is therefore important that we enable 

the rural Tanzanians to have access to financial services if we want to achieve 

sustainable growth and reduce poverty. 

Therefore, the challenges for this problem are still puzzle that either people are 

ignorant with the procedures of accessing financial services or high interest rates 
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subjected to the loans. Also, it might be the long distance from rural areas to the 

place where financial service centers have been located. Otherwise, the problem 

could be non-user friendly environment due to rules, regulations and communication 

barriers as all documents such as contractual terms are being prepared and written 

using a foreign language which is not well known by most people in rural remote 

areas. Or there might be other reasons other than the ones given above which render 

difficulty to the rural people in accessing financial services.  It is on this basis that 

the researcher intended to scrutinize these hypothetical challenges. 

1.7 Research Objectives 

1.7.1 General Objectives 

The main objective of this study was to assess the access to financial services for the 

rural poor particularly those living in remote areas and the great challenges that they 

face.   

1.7.2 Specific Objectives 

1. To assess the performance of financial service providers, both formal and informal 

    to the rural poor.. 

2. To examine potential factors hindering access to formal financial service  

     providers. 

3. To evaluate the risks pertaining to informal financial service providers. 

1.8 Research Questions 

1. How do financial services in remote rural areas meet the household expectations? 

2. What are the influencing factors that hinder the access to Formal  

   Financial services in remote rural areas?  
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3. How do the risks associated with informal financial service providers affect  

   People in remote rural areas? 

1.9 Significance of the Study 

This study would provide various positive impacts to different stakeholders: 

 To the Government:  The study findings would provide some basic tools for 

policy formulation regarding the provision of financial services to the remote 

rural areas.  

 To the Society: Any action which will respond to this study will enhance the 

provision of financial services to improve our societies from the existing poor 

challenging environment to new system which will create pleasant 

environment to the entire society. 

 Furthermore, poor people in remote rural areas will change their attitude of 

engaging in very risk practices regarding financial services hence improve 

their social well being and poverty eradication. 

  To the Researcher: The study will impart new knowledge to the researcher 

in the field of finance as well as being conversant in the research undertaken 

practices. 

 To the Academicians:  The research outputs will be beneficial for the 

academic purpose as well as providing chance for other researchers to 

conduct the study for the uncovered areas. 

 To the Informal Financial Service Providers: Again, the study will not 

exclude informal financial service providers; rather it might come with the 

solutions on how to improve them for the better benefits of the whole society. 
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 Nevertheless, this study will be significant to the formal financial service providers 

and other stakeholders to improve their services to have competitive advantages 

against others since the study will disclose important areas as well as challenges 

regarding the provision of financial services. 

1.10 Limitation of the Study 

This study has confined itself to the Kilindi District NMB Bank due to time and cost 

constraints. Also, as the researcher was supposed to meet the UDOM‟s graduate 

academic time table, a very large population was not a proper choice to meet this 

requirement. 

1.11 Conclusion 

It is the matter in question that the background of the financial services and all 

disclosed objectives and significance of the study gave good directives to the 

accomplishment of this dissertation as they showed the right track to the following 

chapters of literature review, research methodology, findings, recommendations and 

the conclusion. 
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CHAPTER TWO 

LITERATURE REVIEW 

2.0 Introduction 

This chapter focuses on definitions of key terms in the study, theoretical literature on 

commercial banks and review of literature on the provision of financial services both 

formal and informal providers. Nevertheless, it gives definition of all important terms 

regarding this study as well as conceptual framework. 

2.1 Definitions Regarding Financial Institutions 

2.1.1 Bank 

According to Mutaitina (1999), the term Bank refers to all types of deposit and credit 

institutions. On the side of microfinance, Wren (2005) defined as the provision of 

financial services to low income poor and very poor self employed people. These 

financial services, according to Ledger (1999), generally include savings and credit 

but can also include other financial services such as insurance and payment services. 

Scheiner and Colombet (2001:339) define microfinance as the attempt to improve 

access to small deposits and small loans for poor households neglected by banks. 

Therefore, microfinance involves the provision of financial services such as saving 

and loans insurance to poor people living in both urban and rural settings where are 

unable to obtain such services from the formal financial sector. 

 2.1.2 The Remote Areas 

A remote area is normally classified as poor and sparsely populated with limited 

infrastructure and tenuous links to urban financial system (Grant & Coetzee, 
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2005).Further, the area is subjected to elements of economics, livelihood locale and 

social status. It is featured by low cash flow and inflow circulation, limited economic 

potential and fragile agro-ecosystems such as mountainous, coastal or desert regions. 

Most of the economic activities are agriculture and animal feeding. However, the 

residents‟ livelihoods are characterized by risks such as drought, flooding, decline of 

natural environment and conflict. 

2.1.3 The Rural Remote Area 

Remote is simply as markets that are not served by other types of financial 

institutions. This definition includes the remote markets just described, market 

inhabited by, for example, tribal fishermen on the coast of India, and pastoralists in 

Northern Ethiopia and Quechua day laborers seeking work along the Bolivia border. 

At the same time, in the Lush high lands of Western Kenya where cash crop farmers 

can access non-member owned institutional services (MOI). Remote rural includes 

other market segments such as subsistence farmers. By this definition, remote rural is 

neither small nor marginal. In many countries, the unserved are the large majority 

(Madeline, Ahmad & Nanci, 2008) 

2.1.4 The Poverty and Poorer People 

According to Harack (2010), people in extreme poverty are the poorest people in the 

world. They have a total income that is calculated to be less than $ 1 USDper day. 

According to Matin (1999), poor people were seen as small farmers (mostly males) 

whose needs could be served via agricultural credit. 

 In Tanzania, 65.7% of people liveon $1.25 or less a day (World Bank, 2007).This 

implies that 29.5 million out of 44.9 million people are living under extreme poverty 

to recent population (2012 census). 
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2.2 Theories of Commercial Banks 

This part is divided into three theories that are micro economic theory, macro 

economic theory and modern theory.  

2.2.1 Earlier Microeconomic Theory of Bank 

The schools of thought under this view have not looked banking at the industrial 

level. The bank management has considered management problems faced by 

individual bankers. This literature was of pragmatic value to practitioners but was not 

flexible enough to evaluate policy changes since it operated within the framework of 

the existing environment.  

Gurley and Shaw‟s (1960), on earlier theories of financial intermediation (FI), stated 

that the main activity of intermediaries would be the transformation of securities 

issued by the firms (shares and bonds) into securities demanded by the investors 

(deposits). Financial intermediaries were considered valuable because they provided 

services of divisibility and risk transformation, which borrowers could not obtain on 

their own under identical conditions due to the transaction costs. If there are fixed 

costs associated with any financial transaction, borrowers will form coalitions to sell 

together in order to save these costs. If there are indivisibilities in the transaction 

technology, a coalition of investors will be able to build a more diversified portfolio, 

that is, one with lower risk than the portfolio where each member is able to build on 

its own. 

2.2.2 Macro-economic Theory of Bank 

According to Diamond and Dybvig (2008), macro-economic theory has focused on 

the bank‟s effects on the macro economy with special emphasis on their role in 
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determining the money supply. The banking industry‟s involvement in the money 

supply process is obviously an important consideration in bank regulatory policy. 

However, the regulatory policy motivated only by macroeconomic goals may destroy 

banks by preventing them to provide the desirable services. Some regulatory policies 

based solely on macroeconomic goals  which suggests  implicitly that we have no 

need for banks at all since  they can be replaced by other existing institutions (e.g. 

Mutual funds).  

2.2.3 The Modern Theory of Bank 

The modern theory focused directly on the banking industry particularly on the 

services provided by the banks. This theory is in the spirit underlying the recent 

deregulation which is motivated by a desire to improve the overall welfare of bank 

customers by making banks more competitive. Instead of relying on the general 

economic notions, such as efficiency of competition, the modern literature focused 

on a more detailed underlying analysis of the services offered by banks at a level of 

analysis used by economists to derive conditions under which competition is 

efficient. 

In modern theories of FIs, the most prominent explanations for the existence of 

intermediaries like depository institutions are the provision of liquidity and 

monitoring services. Banks are valuable as providers of liquidity services because 

they provide depositors with liquidity insurance (Bryant, 1980 and Diamond and 

Dybvig, 1983). By issuing demand deposits,  the bank can improve on a competitive 

market because these deposits allow for better risk sharing among households that 

face idiosyncratic shocks to their consumption needs overtime. 
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2.3 Microfinance Models 

Models usually refer to the products and services provided as well as the method in 

which they are provided. Internationally, some of the most well-known microfinance 

models include the Grameen Bank solidarity group, the Latin American solidarity 

group, the rural financial systems approach as epitomized by Bank Rakyat 

Indonesia‟s (BRI) unit desa system, community-owned village banks, savings and 

loans associations, credit unions and self-help groups. Ledgerwood (1999:82-86) 

provides a very useful description of the characteristics, products, significant 

examples and appropriate clients for some of the most well-known models.  

2.3.1 Grameen Bank Model 

The Grameen Bank solidarity group-lending mechanism (where social capital 

becomes the collateral for members‟ loans) has led to its replication in countries far 

beyond Bangladesh where it was originally developed. The appropriate clientele for 

this particular model are described by Ledgerwood (1999:84). According to the 

model, clients are from rural or urban (densely populated) areas and are usually 

(although not exclusively) women from low-income groups (means tests are applied 

to ensure outreach to the very poor) pursuing income-generating activities. This 

model is based on group peer pressure whereby loans are made to individuals in 

groups of four to seven (Berenbach and Guzman,1994).Group members collectively 

guarantee loan repayment and access to subsequent loans is dependent on successful 

repayment by all group members. Payments are usually made weekly (ledgerwood, 

1999). According to Berenbach and Guzman (1994), solidarity groups have proved 

effective in defaults as evidence by loan repayment rates attained by organizations 

such as the Grameen bank, which use this type of microfinance model. They also 
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highlight the fact that this model has contributed to broader social benefits because of 

mutual trust arrangement at the heart of the group guarantee system Bangladesh, with 

a population density of 965 people per square kilometer (World Bank, 2000) and a 

long established system of rural markets and off-farm income-generating activity has 

an appropriate clientele to support this form of microfinance. Replications and 

imitations of the Grameen Bank model have also been successfully established in 

countries where similar operating conditions and clientele with similar characteristics 

exist.  It must be said, however, that the significant outreach using this model has 

only been achieved in Bangladesh. All other Grameen Bank replicator programs of 

any considerable size are also working in Asian countries (Cornford, 2000). 

2.3.2 Village Bank Model 

These are Community Managed Credit and Savings. The model was developed in the 

mid of the 1980s and involves a sponsoring MFI organizing individual village banks 

with between 30 -50 members (mostly women). The product is loan whereby the first 

loans are around to USD 50 with the maturity of 4 to 6 months while payments are 

made on weekly basis. 

Holt (1994) argues that the model has been established by NGOs to provide access to 

financial services, build community self help groups and help members accumulate 

savings. The targeted members are those with low income individuals seeking to 

improve their lives through self employed activities. These members run the bank, 

elect their leaders, establish their own by-laws, distribute loans to individuals and 

collect payments and services (Grameen Bank, 2000a). The loans are backed by 

moral collateral; the promise that the group stands behind each loan (Global 

Development Research Centre, 2005). 
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The sponsoring MFI lends loan capital to the village bank, which in turn lend to the 

members. Members are usually requested to save twenty percent of the loan amount 

per cycle (ledgerwood, 1999). Members‟ savings are tied to loan amounts which are 

used to finance new loans or collective income generating activities and so they stay 

within the village bank. No interest is paid on savings but members receive a share of 

profits from the village banks re-lending activities. As many village banks target 

women (Holt, 1994), the model anticipates that female participation in the banks will 

enhance social status and intra-household bargaining power. 

2.3.3 Rotating Savings and Credit Associations Model 

This model suggests that these associations are formed when a group of people 

comes together to make regular cyclical contributions to a common fund, which is 

then given as a lump sum to one member of the group in each cycle (Grameen Bank, 

2000a). According to Harper (2002), this model is a very common form of savings 

and credit. He states that the members of the group are usually neighbours and 

friends, and the groups provide an opportunity for social interaction and are very 

popular with women. They are also called Merry-go-rounds or Self –Help Groups 

(Fisher and Sriram, 2002).  

2.4 Review of Literature on Access to Financial Services 

2.4.1 Access to Financial Services 

 Liliana et al (2010) argued that households and firms that are able to access financial 

services, if they choose to do so, can have substantial effects on welfare and can 

contribute to the reduction of poverty. 
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It is also argued that access to finance is a critical factor in enabling people to 

transform their production and employment activities and to exit poverty (Banerjee 

and Newman 1993; Aghion and Bolton 1997; Banerjee, 2001). 

Schumpeter (1934) emphasized that countries with better developed financial 

systems should be better able to exploit the growth opportunities. The same view was 

also emphasized by other researchers (Gerchenkron1962; Greenwood and Jovanovic, 

1990; Bencivenga and Smith, 1991). However, financial development may enhance 

financial stability with positive implications for economic performance (Bernanke 

and Gertler, 1990). Ghost, Mookherjee and Ray (1999) argued that access to credit is 

essential in allowing capital investments among producers (such as farmers) who are 

not able to save, as well as giving households the ability of credit to obtain 

emergency. However, the access enables the households to invest in micro-

enterprises in producing and thus facilitates greater capital accumulation (DFID, 

2004). 

It was strongly argued that financial development produces faster growth (Levine 

1997, 2005)  followed by (Karen et al 2010) that access to financial services enables 

households to invest in activities that are likely to contribute to higher future income 

and therefore to growth. 

So far, access to financial services enables households to invest in riskier investments 

to yield higher return (Eswaran and Kotwal, 1990). This was also argued by Deaton 

(1991) that the access decreases proportion of low risk, low return assets and enables 

households to invest in the high risk assets so as to yield greater returns. It is also 

argued by Ghost, Mookherjee and Ray (1999) that the increase in risk taking with 
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adoption of new technologies or productivity enhances investments for poor 

households or producers, contributing to the increase in production and income.  

Eswaran and Kotwal (1990) argue that having access to credit may reduce household 

vulnerability to negative shocks by increasing their ability to smooth consumption 

during difficult times. Liew (1997) argued further that the demand for cash is 

primarily to meet emergencies, for schooling, to meet traditional and religious 

obligation and for other basic necessities.  

Galor and Zeira (1993) found that access to household credit can have positive 

impacts on growth through its impact on human capital accumulation. De Gregorio 

(1996) argued that access to credit promotes human capital accumulation as credit 

constraints will force students to work, which will reduce the time available for 

study. This was also emphasized by Dehejia and Gatti (2002), Beegle, Dehejia and 

Gatti (2003) and Jacoby (1994) that access to risk reducing financial services 

increases investment in schooling. 

However, the evidence revealed that the vast literature on access to finance has 

identified a number of constraints based on the supply and demand side as suggested 

by Rojas-Suarez (2007) and further explored by Reinhart,Rojas-Suarez and Vazquez 

(2010). To them, obstacle to finance falls into five categories:  first, related to  socio-

economic constraints that limit both supply of and demand for financial services 

second,  involved with the weakness in the micro economic environment that hinders 

large segments of population from using the services provided by the firm financial 

system;  third, identifies characteristics in the operations of the formal financial 

system that impedes the adequate provision of the financial services to households 

and firms; and fourth, focus on institutional deficiencies with emphasis on the quality 
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of legal framework and the governability of countries‟ regulations that tend to distort 

the provision of financial services.  

Connecting to the above views regarding those obstacles, some theories predict that 

financial development primarily helps the rich. According to this view, the poor rely 

on informal, family connections for capital (Green and Jovanovich, 1990). 

Although most of the literature findings disclosed that financial development 

produces faster growth, they have not yet determined whether they benefit the whole 

population equally or they disproportionately benefit the rich or poor. This is clearly 

clarified by Galor and Zeira (1993) that although access to credit can have positive 

impact on human capital, only rich families are better able to invest in human capital 

accumulation. 

Likewise, the imposition of interest rate ceilings in the formal sector led to dualism 

of the industry and therefore the subsidized funds are concentrated in the hands of 

powerful few and terms in informal markets on which the poor depend being 

worsened (Adams et al, 1984; Bravern man and Guasch, 1986; Hoff and Stiglitz, 

1988). Generally, it is believed that credit was ineffective in reaching the poor, and 

may even have undermined rural development and increase rural poverty. 

2.4.2 Emergence of Informal Financial Service Providers in the World of Poor 

Reyes (2013) revealed that the poor do not have access to formal financial services 

account because they do not have regular income from jobs, they have little money, 

they cannot read, do not know how to open accounts, they do not want to pay fees, 

charges are too high, banks are too far, it takes too long to get money back, they 

could not speak language involved in the services, they prefer deals in cash, and they 

neither need nor trust banks. According to this view, many informal financial 
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services have been emerged in the world of poor to facilitate their transaction 

services (Karen, 2010). However, Ledgerwood (1999) defines this alternative way 

from formal financial services as financial services used for savings, credit and some 

other financial services that are engaged in insurance and payments. Further, 

Schrener and Columbet (2001:339) explain these as attempt to improve access to 

small deposit and small loans for poor hold neglected banks. Therefore, according to 

them, informal financial groups are involved in the provision of financial services 

such as savings and loans to the poor people living both in urban and rural settings, 

who are unable to obtain such services from formal financial sectors. 

These groups are in different forms as some commenters identified them and explain 

their roles. Grameen Bank (2000a) explains Rotating Savings and Credit 

Associations (ROSCAs) as a group of people who come together to make regular 

cyclical contributions to a common fund, which is then given as a lump sum to one 

member of a group in each cycle.  Harper (2002) argued that members of the groups 

are usually neighbors and friends and is very popular with women. Also, the other 

structure is Village Bank such as VICOBA which provides access to financial 

services, build community self help groups and help accumulate savings 

(Hot,1994).They usually run the bank, elect their own officers, establish their own 

by- laws, distribute loans to individuals and collect payments and services (Grameen 

Bank, 2000a) 

Therefore, the move to informal financial services was the alternative way from 

unfavorable environment in the formal financial services that was faced by the poor 

society. However, the challenge comes whether this means is efficient to eradicate 

their poverty or may result into worse situation. For example, some researchers argue 

that these financial services are not silver bullet when it comes to fighting poverty 
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(Hulme and Mosley, 1996). Although the aim of its establishment was to reduce 

poverty, most contemporary schemes are less effective than they might be (1996 

:134).They state that microfinance is not panacea for poverty alleviation and that in 

some cases the poorest have been made worse-off by microfinance (Rogaly, 

1996:109/110). Also, Wright (2000:6) states that microfinance projects fail to reach 

the poorest; generally, they have effects on income that drives women into greater 

dependence on their husbands hence they fail to provide additional services 

disparately needed by the poor. 

2.4.3 Reaching the Remote Areas 

According to Cuevas & Fisher (2006), the only institution that provides financial 

services to many rural areas are Member Owned Institutions (MOIs). Also,  the same 

view has also been proved by other researchers such as Grant Coetzee(2005), 

Hirschland(2005),Chao-Beroffetal(2000),Zeller(2003),Westley(2001), Sharm(2002), 

Johnson(Malkamaki&Wanjau,2006) and Sinha(2007). These MOIs are classified 

into small and large, and the first one reaches areas that are more remote than the 

latter (Grant & Coetzee, 2005; Chao-Beroff et al, 2000). 

However, according to Hirschland (2005), small MOIs can serve remote areas if they 

do not require regular transactions with another financial institution. Furthermore, 

some areas which were very costly to reach the promoting groups were highly 

preferred to promoting MOIs.   

Likewise, more evidence from other researchers disclosed that, hundreds of SACCOs 

and other members of Owned Financial Organizations are the most important sources 

of finance for thousands of rural and farm households (in Uganda). However, they 
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are among the weakest and least sustainable of the financial institutions (Meyer & 

Mugume, 2004). 

So far, Sharma (2002) arrived with the consensus that fifty eight percent of the total 

(Nepali) population lives in hills and most of them are poor. In some areas, people 

have to walk more than a day to reach a bank. In the Hill district, an effective way to 

get financial services is through SACCOs which ensure them cost-benefit advantage. 

Further, Westley (2001) stated that in Bolivia Credit unions provide financial 

services to many people who lack access to formal financial institutions. Unregulated 

unions are approximately to be 180 of 311 Bolivia‟s municipious. 

2.4.4 Serving the Poor 

According to MkNelly&Lippold( 1998), poverty tends to be more in rural than in 

urban; therefore, MOIs in remote often serve poorer markets simply by virtue of 

Geography. But Anyango et al (2007) argued in different ways that although the 

MOIs can reach poorer markets, it is not necessary that they serve the poorest 

segments of the population as they serve better off market segments. The only reason 

is that MOIs are led by better off and better educated members who are mostly 

working on their interest rather than responding to the poor members. Furthermore, if 

credit must be rationed, these leaders often reserve it for themselves or for other who 

are close to them. 

Also, proximity and product terms sometimes prevent MOIs from serving poorer 

market segments as Hirschland( 2003) argued that for small transactions, the poor 

may have neither the time nor resources to travel to offices that are even several 

kilometers away. According to Nteziyaremye & MkNelly( 2001), product terms that 
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may exclude the poor include obligatory credit, regular fixed payments, joint liability 

and minimum balance requirements. 

2.3.8 Group Serving   Members (GSMs) in Rural 

Several studies of promoting groups in India and Nepal show that the better off 

women and regions are mostly benefiting from the services of these groups. Or they 

reach the poorest less than that group‟s incidence in the population (Ashe & Parrot, 

2002; Thanka, 2002; Reddy & Prakash, 2003; Harper & Nath, 2004). 

So far, according to Cope & Kurtz (1980) and Smetz (2000), ROSCAs have been 

ignoring people who are not well off socially and financially. But also those leaders 

who are more educated as compared to group members used to accrue more than 

their shares (Harper &Nath, 2004; Rutherford, 1999b)   

2.4 Conceptual View 

As it was discussed by various researchers, the poor are largely living in rural areas. 

Again, informal financial services that are available are limited in nature but insecure 

and unreliable. Therefore, formal financial services are inevitable significant to them 

(Nagarajan &Meyer, 2005). 

This situation shows that the rural people are not getting services from the formal 

financial institutions. Contrary to the expectations, large micro finances have reached 

mostly urban and peri-urban. Rural finance is primarily left to serving producers and 

larger commercial farmers (Johnson, Malkamaki & Wanjau, 2006). 

The above prevailing condition is easier to explain. That means in order to maintain 

efficiency and sustainability of financial services, many factors need to be observed 

and implemented, otherwise it can be difficult to serve the rural people. For instance, 
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the rural area is characterized by poor infrastructure; transport cost is too high, long 

transit time and small transactions. Furthermore, cash circulation is seasonal as 

compared to urban (Zeller, 2003). However, skilled employees in the financial sector 

do not prefer to work in the rural environment. Due to high operational costs, the 

service providers do prefer to charge high interest rates to recover their money which 

on the other hand rural people are not able to afford such payment (Harper, 2005). 

So far, the rural environment is subjected to high risks. For example, credit risk is 

high for both borrowers and financial institutions. Households depend on agriculture 

and livestock and do not have any means of collateral. Therefore, they are most 

likely to default specifically during the drought season and outbreak of diseases. On 

the side of financial institutions, they are not able to recover their money. 

2.5 Empirical Review  

2.5.1Distance from Home to the Banks  

The provision of financial services in rural areas is associated with high unit costs 

both for institutions and the clients. This is due to the fact that infrastructure for 

transport, communication and information technology is less developed in rural 

areas, as well as to the remoteness of these areas. Clients frequently have to travel 

long distances to deposit savings or repay loan. As they usually travel on foot, this 

can cost them an entire working day (Caroline, 2008) 

In Ghana, dwellers had to travel long distances to receive payments (such as salary 

and pension deposits), transfer funds, and cash check payments or their agricultural 

produce (Ajani and Azeb, 2010). 
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In Tanzania, Karen (2010) said that not having a nearby financial service facility, it 

was most commonly cited as a problem especially amongst rural inhabitants. It is 

also noticed in Kenya, but the problem is not big as compared to Tanzania. 

However, the problem is also noticed in Brazil for the study on access to financial 

service on urban areas, but was not considered as a severe condition. In the World 

Bank survey on access to financial services in urban areas in Brazil in 2002, an 

attempt was made to see if physical distance restricted access. The question was 

structured, “are the banks far from clients?‟‟ The results revealed that more than half 

of the individuals (53%) were able to reach the financial institutions on foot. While a 

third used public transport, only 12% used private vehicles. More than third of the 

respondents (37%) took less than 10 minutes to arrive at their financial institution, 

and almost three quarters (73.5%) took less than 20 minutes. The relative 

unimportance of distance may be a reflection of the urban nature of the survey but 

not for the case of rural people.  

2.5.2 Bank Regulations 

Entrepreneurs can face burden regulation and corrupt procedures that essentially 

make it too costly to incorporate legally, forcing many small and start-up enterprises 

to remain in the informal or extra legal sector. The results are telling that, out of 1.1 

billion people in India, only 30 million are formally employed. Likewise, out of 8.8 

million people in Bolivia, only 400,000 are formally employed. The remainder 

largely operates their own microenterprises without legal recognition required to 

obtain traditional lines of credit, enforce contracts, or declare bankruptcy. Informality 

contributes to insufficient market information for financial institutions. Because most 

of the poor have never held checking or savings accounts, taken bank loans, or 
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entered into legal contracts, it can be difficult and costly for commercial institutions 

to determine what assets they have, what kinds of services they might need, or what 

levels of risk they might represent.  

It is realized that the banking system regulations such as interest rate caps, directed 

lending and high reserve requirements discourage them to have access to financial 

services; as a result, in developing countries only 26% of the citizens have basic 

checking or savings bank accounts worldwide, and only one billion of 6.5 billion 

people have bank account (Sutton and Jenkins, 2007). 

2.5.3 Bank Terms 

The terms used to have access to the financial institutions seem to be non-conducive 

to the rural people hence discourage them in demanding   for the bank services. For 

instance, withdrawal fees are expensive. Also, the households have negative attitudes  

towards the  terms pertaining to the collateral as the  study conducted in Kenya by 

Dupa, Green,  & Keats (2012) revealed that within 6 months only 3 percent of people 

had initiated the loan application process. The survey evidence suggests that people 

do not borrow because they do not want to risk losing their collateral. The survey and 

experiment evidence that have been conducted to examine the demand for loan, 

reveal that banks offer a variety of loans with interest rates per month ranging from 

16% -19.5% APR. 

Experience shows that in Kenya very few people take out loans. In the experiment 

sample, only 6 percent had ever applied for a formal loan at the base line. Through 

this knowledge of loan, options appear extremely limited as very few people know 

what conditions are for loans with either bank. Further, very few people reported 
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wanting loan for agricultural inputs such as fertilizer, despite high estimated returns 

to usage in Kenya (Suri 2011; Duflo et al, 2011). 

However, to come up with the rational argument a randomized credit intervention 

with two components were carried out, namely: 

 An information intervention in which people were told about the 

requirements and procedures to apply for loan. 

 An intervention in which people were given a voucher which lowered the 

eligibility requirements necessary to begin taking out loans with the bank. 

The outcome revealed that the majority took the vouchers when offered them, and 

40% redeemed them, only 3% of the experiment had even started the process of 

applying for loan. The evidence from qualitative surveys on barriers to borrowing 

suggests that the fear of losing one‟s collateral if one cannot repay the loan is the 

primary deterrent. 

These results are in line with numerous recent studies in microfinance which show 

limited demand for micro credit at the market rates (Johnston and Morduch, 2008; 

Banerjee et al, 2010; Crepon et al, 2011). Also, the recent experiment in Sri Lanka 

found that only 10% of the entrepreneurs who were given information about credit 

option took out loans due to difficult terms (De Mel, McKenzie and Woodruff, 

2009). 

Further, other terms that demoralize households can be traced on bank account. In 

the Kenya rural bank, all accounts must hold 100Ksh or about USD 4.25 at the 

current exchange rates. Although deposits are free and no monthly fees, there is a fee 

to make withdrawals. Saving account at commercial banks has no account opening 

fee but 200Ksh (USD 2.10) minimum balances were required. However, the bank 
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charges 30Ksh (USD 0.32) for withdrawal of any size made with the urban branch. 

Also, the account pays no interest unless the customer maintains 20,000Ksh (USD 

210) for at least a 3 month period, in which case interest is paid. 

In India, in 1992, there were persistent complaints regarding inadequacy of loan 

amount and rigidity of terms. Landless women were unable to offer land as 

collateral. This prevailing bank term that was needed was difficult to them hence 

only 2 to 7 percent of the rural credit went to artisans and village industries while 10 

percent of the borrowers in the commercial bank were only women (Mahajan, 2008). 

Further, the evidence in Brazil shows that, only 35% of persons without collateral 

had a bank account while almost one half of the respondents had owned bank 

account (World Bank Survey Brazil, 2002). 

In Uganda, the research suggests that women were highly entrepreneurial and 

extremely creditworthy, but they lacked control over resources, especially land. 

Thus, although women made up nearly 40% of business with registered premises, 

they received only 9% of all credit due to some restrictions such as collateral term. 

The bank in Uganda often requires land as collateral, but as a result of land allocation 

practices that favor men, women held only 7% of the registered land in Uganda 

(DFID, 2012). 

2.5.4 Income of Households 

The study in Kenya by Dupa, Green, Keats & Robinson (2012) disclosed the 

evidence on the view of households‟ income versus bank account. When they were 

asked directly what kept them from saving, many said that their income was simply 

too low for them to save at all. However, it is hard to know how to interpret those 



 

 

33 

responses. The existing evidence strongly suggests that even extreme poor people 

can save. For instance, research in the Gambia (Shipton, 1990) and Bangladesh, 

India, and South Africa (Collins et al, 2009) demonstrates that poor households do 

find ways to save, albeit often through informal mechanisms. 

Moreover, Banerjee and Duflo (2007) find that even among the poorest households 

living at or under USD 1 per day, the majority do not exhaust all their income on 

basic necessities. 

In Tanzania, the study conducted by Karen (2010) revealed that most of the 

respondents were facing difficulties in accessing loans due to low income of the 

households that they possessed (Table 2.1). It is observed that majority of the 

respondents (35%) were not able to secure loan due to low income. However, 33%of 

the respondents when asked they argued the return would not be favorable to them 

since it was very low. But also the same results (33%) happened to the people who 

thought the attempt to secure loans was meaningless which yielded no positive 

return. These results were seen to have great impact, but some other reasons have 

also been indicated in Table 2.1. 
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Table 2: Reasons not to Borrow from Financial Institutions 

S/N Reason Percentage (%) 

1 Don‟t have enough money 35 

2 I may not have enough money 33 

3 Never needed it 33 

4 Don‟t know where to get one 21 

5 They charge too much 13 

6 No place nearby to get one 12 

7 No collateral 11 

8 No guarantee/Referee 9 

9 Don‟t believe in paying interest 9 

10 I am too young to qualify 5 

11 Don‟t have the right ID/Documents 4 

12 Don‟t want debts. 1 

13 Strict conditions 1 

14 Not educated/aware  of loan 1 

Source: Survey study in Tanzania (Karen et al, 2010) 

 

However, the study in Brazil shows that only 15% of persons with income in the 

lowest quintile have bank accounts in contrast to 64% of the respondents in the 

highest quintile. About   nine percent of the persons with income in the lowest 

quintile have money in a special savings account, a current account or a term deposit 

account,  in contrast to 47% of persons in the top quintile. Further, the survey 

revealed that about 84% of the respondents with the lowest income had no deposits, 

in contrast to only 32% of higher earners.  

So far, most of the respondents when asked the question (multiple response) 

regarding the access to credit and loan, 92% of them argued that they did not apply 

for a loan while 74% applied(World Bank Survey in Brazil, 2002). 
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2.5.5 Language Barrier 

There are many reasons as why individuals may not take full advantage of 

mainstream financial service providers. In some cases, there might be a culture of 

mistrusting mainstreaming financial institutions especially when individuals come 

from countries where banks are not safe places to deposit funds. However, one of the 

primary reasons may be lack of understanding or familiarity with traditional financial 

services. There may be language barriers especially immigrant populations (FATF, 

2011). 

The study in Mali revealed the influence of ethnicity and language in microfinance. 

According to Ledgerwood (1999: 58), the Dagon Village in Mali has remained very 

secluded over the year because of their physical isolation and poor condition of 

communication networks. The study revealed that the Dagon culture was relatively 

homogenous and the traditions have remained very strong. In addition, villages have 

maintained their own linguistic identity. Dialects differ from one village to another, 

even though they are only a few miles away, making communication difficult. The 

total Dagon population amounts to only 600,000 people speaking at least 30 different 

dialects. 

For a local MFI, the multitude of dialects has three important effects:  firstly, all 

staffs have to be hired locally, taking into consideration their ability to master several 

dialects; secondly, training activities and documents for villagers on bank 

management have to be adopted into several dialects; and thirdly, networking among 

village banks involves many translations. 
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2.5.6 Risks  

High levels of default rate, inability for borrowers to offer adequate security for loans 

and risk associated with agricultural production created problem for households to 

have access o the commercial banks (Ajani and Azeb, 2010). To date, major problem 

that informal financial service providers that they face is risk associated with their 

operations. (Bruet, 2004) argued that interest rate risk will continue to be one of the 

key threats for informal financial service providers.  

So far ,according to (GTZ ,2004) the study revealed that management of informal 

financial service providers faced liquidity risk due to in ability to adequate anticipate 

and plan for changes in funding sources and cash needs.  

2.5.7 Transaction Costs 

The study that was conducted in India revealed that 30% of the borrowers of 

commercial banks rated their overall experience with the bank as good or above (on 

a five point scale from very bad to very good). One of the bad rating position was 

due to high transaction cost (Mahajan, 2008). According to Mahijan, the transaction 

costs of lending were high for rural loans, particularly the large majority of small 

loans. In the branches surveyed, 95% of all loans account were below Rs 25,000, and 

accounted for only 22% of the bank business. 

The study shows high transaction cost of borrowing which ranged from 17 to 22 

percent of the loan amount for commercial bank loans. In computing this transaction 

cost, besides pocket costs, payments to middlemen and the price difference of assets 

received as loan in kind versus their cash price in the marker were all taken into 

account. 
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2.6 Research Gap 

Generally, there is still a debate to many researchers on access to financial services 

both formally and informally as both agree that provision of financial services 

reduces poverty, but this is still challenging to the poor as their option to informal 

financial services due to inability to access formal financial sectors. Also, the 

researchers tried to address problems on both parties regarding formal and informal 

financial services, but they did not come up with the solution on what to do rather 

than one part strictly on the benefits of formal financial services which do not have 

good reputation to the poor society. All of them  do not focus on what to do with 

informal financial services to assist poor or how could formal financial services 

penetrate to the remote areas in an effective and  efficient way. Formal financial 

institutions seem to be potential to better off people, but the informal ones seem to be 

alternative solutions to the rural people and they are many in remote areas.   

However, the problem of poverty eradication is still persisting to both members and  

non-members of informal financial groups.  Definitely, there should be a task to do 

for both formal and informal financial service providers in rural remote areas. 

It is for this reason this study focused on  the general overview and access to formal 

and informal financial services as well as poorer society particularly in remote areas. 

This will involve factors hindering the access to formal financial services, the nature 

of these groups, their characteristics, and perceptions of people on financial service 

providers and how do they equip themselves in riskier financial service 

environments. 
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2.7 Conceptual Frame work 

This conceptual framework gives the summary of the factors hindering poorer people 

to have sustainable, affordable and achievable financial services so as to improve 

their standards of living.   

 

Figure 1: Conceptual Framework 

 

 

 

 

   

 

 

 

 

 

 

 

 

 

Source: Researcher‟s idea, 2014 
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insurance policy, the use of local language in documentation and improving credit 

worthy: the rural poor will be well served through efficiency delivery of financial 

services. 

 

2.8 Conclusion  

This chapter has reviewed literature related to the study. Various journal articles, 

books and related research topics regarding this study have been used. It has started 

with defining the key terms used in the study followed by reviewing the theoretical 

framework and common applicable models to the rural finance. The review of 

literature was deeply justified by the empirical analysis of similar situations in the 

Sub-Saharan countries in Africa and some other countries across the world. The 

theories outlined in this chapter have disclosed that financial services to the rural 

people are still challenging as the debate is still persisting on whether formal and 

informal financial sector can eradicate poverty in the rural poor people. The chapter 

has ended with the description of the conceptual framework. The following chapter 

will be discussing research design and methodology. 
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CHAPTER THREE 

RESEACRH METHODOLOGY 

3.0 Introduction 

This chapter presents description of the study area with the reason which   influenced 

its choice. It is then followed by the research design, setting, sample, sampling 

techniques and data collection methods. However, it presents data analysis 

techniques used in this study and ends with reliability and validity of the data. 

3.1 The Study Area 

3.1.1Description of the Study Area and the Rationales for the Choice  

Kilindi district of Tanga region in Tanzania was the study area for this study. It is 

one of the eight districts of Tanga region in Tanzania. It is bordered to the east by 

Handeni district, to the north by Kilimanjaro, to the west by Manyara region and to 

the south by Morogoro region. It split from Handeni in 2002. According to the 

national census (2002), the population of Kilindi district was 143,792.  It  is divided 

into 15 administrative wards with the area of 6443.52km
2
.The nature of inhabitants 

within this district influenced the choice as it reflects the optimal mix of all tribes 

within the region and new migrants from other regions such as  Nguu, Zigua, 

Kaguru, Bondei, Sambaa and Masai. Due to the potential opportunities available, to 

date many tribes from other regions in Tanzania have made their permanent 

residence in the district. 
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3.1.2 Research Design 

This study was designed to employ two strategies, namely survey and cross sectional 

(Kothari 2004). The former was used as the work intended to cover a large amount of 

data according to the nature of the study as it involved selecting the entire 

population, observing people going to open bank accounts and determining the time 

spent in accomplishing the formalities. The latter, which is the cross-sectional 

research design,  allowed data to be collected at a single point at one time and used in 

the descriptive study for  determining the relationships of variables (Bailey, 1998).  

However, the questionnaire was used to the bank responsible officers such as the 

branch manager and loans officer to get the desired information. Further, leaders 

from the informal financial services were interviewed on how they ran their services.  

Furthermore, the open-ended questionnaire was employed to the most targeted group 

who were poor people particularly in remote rural areas. Also, some key people from 

the Local Government Authority such as District Community Development Officer 

(DCDO) and the three selected Ward Executive Officers (WEOs) within the study 

area were involved to assist the researcher to get in touch with the informal financial 

group leaders and some important guidelines to achieve the study.  

3.2 Study Setting 

The study was divided into two classes or groups. The first group involved poor 

people from the three selected wards: one near the NMB branch and the other two 

located far away from the branch. These people were responsible for providing 

information about formal and informal financial services and their attitudes towards 

them. The second group involved informal financial service providers‟ leaders 
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whereby information about procedures, risks and general working environment were 

collected. 

3.3 Sample Size 

The sample taken involved participants in Kilindi district from three wards: Songe, 

Kikunde and Negero. The population of rural poor was estimated to be 

2200.Therefore, the sample of 110 respondents included those who had access to 

financial services, i.e. bank account, and those who did not have such  access which 

imply that the study involved street interviews. Therefore, the base for that sample 

was computed as suggested by Boyal et al (1981) cited in Thebans (2008) that, at 

least 5% of the population should be a good representative sample. 

However, the sample of fifteen informal financial service leaders within the district 

was assessed parallel to the formal financial service provider (NMB). Again, the 

District Community Development Officer was involved to support some necessary 

information regarding the level of poverty in the district and some strategies that 

were currently being implemented to boost poor people so that they might have safe 

and consistent access to financial services. So far, three WEOs from Songe, Kikunde 

and Negero wards were considered to provide all necessary information regarding 

this study. All individuals selected in the sample were limited due to time and cost 

constraints. 

3.4 Sampling Techniques 

 Simple random sampling technique was employed due to the nature of the study as it 

needed at least every person to have an equal chance to be included in the sample. 

Furthermore, some other areas used non-probabilistic technique (Lombard, 2002). 
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According to Lombard, this type bases on the truth that data to be collected depend 

on the easy accessibility to the researcher. Therefore, the street corner was employed 

to people who went to seek bank services, but most of the respondents were available 

on the market areas, shopping centers and some were walking around the streets. The 

application of these techniques based on their convenience due to time constraints as 

it was difficult to cover the whole population. 

3.5 Strategies and Data Collection   Methods 

It is revealed by Yin (1994) that there are five major research strategies suitable for 

the research questionnaire, namely case studies, histories, archival analysis, 

experiment and survey. For this case, the study applied the survey strategy to the 

rural areas people and informal financial group providers.  Furthermore, according to 

Yin ( ibid), the case study type is the most preferable one for questions of “how” and 

“why”  For this reason, the case study  was applied where the nature of questions 

based on why –how type. 

The methods used to collect data based on both categories of primary and secondary 

sources. Under the primary source, the researcher had to meet with the respondents 

and conduct interview with them using open-ended and close-ended questionnaires.  

Moreover, some data were collected through direct observation for what was being 

done    or what was happening when the customer went to open a bank account for 

the first time and what happened when he/she was in the process of opening the bank 

account. The observation based on the instructions and procedures that were given, 

ability to understand those procedures, ability to read and write, personal perceptions 

regarding those procedures, rules and regulations. Again, some respondents on the 

streets and some other areas were required to provide answers with the guidance of 
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administering open-ended questionnaires through direct interview. However, those 

key personnel including bank staffs and local government authority were asked to 

provide information regarding their institutions in relation to the rural households. 

Another method based on secondary source where the researcher collected data from 

three sources, namely NMB, local government authority and informal financial 

service providers. Under formal financial services, data regarding financial policies, 

rules and regulations for opening bank account and risk management policy were 

collected. Likewise, under informal financial services, some important data were 

requested such as how they elected their leaders, rules and regulations, general issues 

about the constitution, rights of the members and how did they manage risks. 

3.6 Collection Procedures 

The researcher under this point of view received a letter from the University of 

Dodoma which introduced him to the respective groups in order to permit him   to 

conduct his study. Before doing anything, the conversations with the responsible 

heads of the target organizations were made so as to put clear the purpose of the 

study and that confidentiality and anonymity could be maintained. However, the 

respondents were made clear that the study could not harm them in any way, either 

physically or psychologically.  

3.7 Data Analysis Techniques 

This study based on both qualitative and quantitative approach; therefore, the 

researcher in qualitative approach tried to fit the observed behaviors into an existing 

theory in order to draw some conclusions and analyze different scenarios by other 

researchers‟ opinions, suggestions and recommendations. For the case of quantitative 
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data, descriptive statistics was used. Through this, simple tables and diagrams were 

created (Cooper and Chireller, 2006) in order to establish the statistical relationship 

between variables by complex statistical modeling using software such as Excel, 

SPSS (Version 20) and Supercalc. However, in analysis, quantitative evidences were 

used to clarify or support the study as necessitated by Robson (2002).   Sometimes 

quantitative approach cannot stand alone to arrive at the rational decision hence the 

analysis was also supplemented by the qualitative approach. For this case, to arrive at 

the best logical answer, both approaches need to be applied (Hentschel, 1999).The 

application of both qualitative and quantitative base on the facts; the theory 

ladenness of facts; the value ladenness of enquiry; that reality is multiple, complex, 

constructed, and stratified; and the under determination of the theory by fact. 

Therefore, combining qualitative and quantitative is of great importance (Reinchard 

and Rallis, 1994).  

3.8 Reliability and Validity 

Reliability and validity are very important issues before conducting the study as the 

results could not yield the desired results if the instruments used do not result to 

reliability and validity.   Validity means the instruments should lead to the very 

sound outcome. Therefore, to achieve this, the pre-test between two samples was 

carried out and the variance noticed was very minimal which ensured that 

instruments led to the sound outcome. 

However, for the instrument to be reliable means it has to produce the same results 

even if the study will have to be taken more than once. To ensure this, the pilot test 

and training were carried out. 
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During the training, assignment was made to undertake rehearsal before conducting 

the study. One part acted as a researcher and the other part represented the 

respondents. During the exercise, instruments reflected the intended purpose, but 

some areas were not efficient, hence corrections to rectify the defects were made 

(Kothari, 2004).  

3.9 Ethical Consideration  

This study considered the following social issues in the process of collecting data 

whether primary or secondary sources. 

 Willingness of respondents was given special consideration during data 

collection; any respondents were allowed to be free to express themselves 

without being forced. 

 The official letter from the University was used and submitted to the 

concerned persons in order to undertake the study. 

 Questions were designed in such a way that they created friendly 

environment to the respondents. 

 The enumerators were trained on the procedures of data collection and 

ethical matters regarding to research undertaken.   

3.10 Conclusion 

This chapter has given the whole picture on how the work has been arranged, 

analyzed and presented. It is all about the plan and techniques used to disseminate 

the facts from the study.  It is for this reason, the following chapter, Chapter four, on 

data analysis and presentation was made possible.  
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CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

4.0 Introduction 

This chapter presents, analyzes and discusses the major findings of the study. It has 

been arranged according to the specific research objectives: the assessment of the 

performance of formal financial service providers in the remote rural areas, to find 

out the main factors affecting access to formal financial institutions as well as the 

risks which rural people faced as they engaged themselves in the informal financial 

service groups as the alternative ways from the formal financial institutions. Further, 

other important variables such as characteristics of the respondents have also been 

discussed. 

4.1 Characteristics of the Respondents  

The respondents‟ characteristics in this study were categorized into gender, age, 

income of the individual as well as average income of the members in the group of 

informal financial institutions as Table 3 shows.  

Table 3: Gender Category of the Respondents  

  Frequency Valid Percent 

Valid Female 68 61.8 

Male 42 38.2 

Total 110 100.0 

Source: Field data, 2014 
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(i) Sex 

The results showed that male were 61.8% (n=68) and female were 38.2 % (n 

=42). This seems that there was greater proportion of males available on the rural 

streets and trading zones as compared to females. Most of The female groups 

seem to be left at home and some were engaged in farming activities. Therefore, 

males were largely dominating street and trading zones as compared to females 

who dominated the domestic and agricultural activities. 

(ii) Age of the Respondents 

Table 4: Frequency for Age of the Respondents 

  Frequency Valid Percent 

Valid 18-30 35 31.8 

31-44 58 52.7 

45 and above 17 15.5 

  
 

Total 110 100.0 

Source: Field data, 2014 

 

Results from Table 4 shows that 52.7 % (n=58) of the respondents were between 31-

44 years old, while 31.8 % (n=35) of the respondents were aged between 18 - 30 

years old. Also, 15.5 % (n =17) of the respondents‟ age was 45 and above years. This 

implies that many people from maturity age were the significant group in the rural 

areas which used to work on the streets and trading zones. It is a potential age 

category for the improvement and increased of household standard of living. It can 

be further argued that the information collected was accurate and meaningful as it 

had good representative age group which could bring positive impacts on the whole 

society if it was utilized efficiently in the financial sector. 

 



 

 

49 

Table 5: Income of the Respondents  

 Tshs (Per day) Frequency Valid Percent 

Valid Below 5000 Tsh 59 53.6 

5000 Tsh 26 23.6 

Above 5000 Tsh 25 22.7 

Total 110 100.0 

Source: Field data, 2014 

From the findings in Table 5, it seems that 53% (n = 59) lived below 5000 Tsh, 

while23% (n =26) lived at 5000 Th per day, and 25% 22.7 lived above Tsh. 

50000.These findings imply that majority of people in rural areas lived below 5000 

per day which is indicative of the fact that they were unable to afford their daily 

domestic needs such as   food, clothes and health cost sharing.  Furthermore, these 

people could not engage in potential economic activities including growing 

businesses and exploitation of new opportunities available in their local places.   Had 

they engaged in agricultural activities, they would have not met their expectations 

since they used old technology; they could not afford to use modern technology due 

to high costs. This situation is very severe for people in rural areas as it was revealed 

that people who lived at Tsh.5000 and below Tsh. 5000 per day were equal to 77.2%. 

Here it is noticed that very few people could have access to some potential 

opportunities to exploit so as to improve their standards of living. 
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4.2. Performance of Financial Service Providers 

4.2.1 Performance of Formal Financial Services in Rural Areas 

4.2.1.1 Awareness  

Table 6: Frequencies for Awareness of the Respondents 

  

Responses Percent 

of Cases N Percent 

How is aware with 

bank services 

Strong disagree 75 21.2% 68.2% 

Disagree 107 30.3% 97.3% 

Neither agree nor 

disagree 

73 20.7% 66.4% 

Agree 98 27.8% 89.1% 

Total 353 100.0% 320.9% 

Source: Field Data, 2014 

From Table 6, it seems that 21.2% (n =75) of the respondents were not highly aware 

of the services provided by the banks, while 30.3 % (n = 107) of the respondents 

were not aware of the services provided. However, the findings revealed that 20.7 % 

of the respondents (n =73) were not sure whether they were aware of the services, 

but 27.8% of the respondents (n = 98) agreed that they were aware of the services 

provided. Therefore, the findings show that many respondents were not aware of the 

services provided by the banks. This is just a summary of the results, but the likert 

scale below shows the individual determinants of awareness that have been applied 

to come up with the above results. 
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Table 7: Likert Scale  

S/N

o 

Aware Strong 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strong 

disagree 

  (5) (4) (3) (2) (1) 

1. Hearing 46(41.8%) 63(57.3%) 0 0 1 

2. People 

receiving 

loan 

31(28.2%) 25(22.7%) 19(17.3%) 27(21.8%) 8(7.3%) 

3. Bank 

Deposit 

10(9.1%) 4(3.6) 15(13.6%) 40(36.4%) 41(37.3) 

4, Training 

and 

promotion 

0 6(5.5%) 39(35.5%) 40(36.4%) 25(22.7%) 

Source: Field Data, 2014 

With reference to Table 7, we can now understand the way and the reason for people 

not being aware of the bank services as discussed in the summary in Table 6. It is 

revealed that many people were aware through hearing about the presence of banks 

but were not aware of the kind of services provided. For example, 41 .8% (n=46) of 

the respondents were highly aware  of  the bank services through hearing from their 

friends, neighbors and relatives, while  57.3% (n=63) of the respondents indicated 

„agree‟ and „strong agree‟ meaning that they were aware  of the services provided by 

the bank through hearing others with the confidence of 99.1%. However, some 

respondents (28.2%) were highly aware of the bank services through getting 

information about the loan services from the formal financial institutions which was 

also supported by 22.7% (n=25) of the respondents. But this determinant has an 

adequate number of people who were also not aware of whether people were 

receiving loans from the banks or from other institutions. This is justified by 17.3% 
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(n=19) of the respondents as well as 21.8% (n=27) and 7.3% (n=8) respectively. 

Further, the great negative impact was on information about the bank deposit and 

training and promotion. It seems that there  was no training and promotion of 

financial service providers, which is the reason for  people not being aware  of their 

services as 36.4% (n 25) only of the respondents were aware of the services through 

training and promotion. Also, 22.7% (n= 25) of the respondents strongly disagreed of 

being aware through training although 5.5 % (6) agreed. However, 35.5 %( n=39) of 

the respondents were neutral implying that they knew nothing about training and 

promotion. 

The above discussion can also be presented through mean and standard deviation as 

shown in Table 8. 

Table 8: Indicators of Formal Financial Service Performance 

Indicators Mean Std. Deviation 

Awareness through hearing 4.3909 0.59193 

Awareness through people receiving loans 3.4 1.32166 

 Awareness through bank deposit 2.1091 1.21418 

Awareness through training and promotion of 

services offered 2.2364 0.86658 

Source: Field data, 2014 

From the table no 8 it reveals that most of the people get awareness through hearing 

with standard deviation of 0.59 and mean of 4.39.Bank deposit provide little 

awareness to the community with mean of 2.1091 and standard deviation of 1.214 

4.2.1.2 Owning Bank Account 

Researcher aimed to know the performance through owning bank account .From 110 

respondents were asked  and the researcher observed  that the  majority of 
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respondents 70% (n=77)  they do not have bank account and the rest 30 % (n=33) 

own bank account. This reveals that there was poor performance in formal financial 

institutions to serve rural people. This is clearly shown on the figure 4.1 below 

Figure 4.1: Owning Bank Account 

 

 

 

 

 

 

 

 

 

 

Source: Field data, 2014 

4.2.1.3 Loan Perception 

From Figure 4.2 below, many respondents [65.4% (n=72)] were demanding loans, 

but 34.6% (n=38) were not doing so. Definitely, these findings imply that majority of 

the respondents preferred loans to exploit the available opportunities thereby 

improving their standards of living. The remaining groups did not prefer to secure 

loans from formal financial services as they did not know the negative and positive 

implications. 
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Figure 4.2: Loan Perception 

 

 

 

 

 

 

Source: Field data, 2014 

4.2.2 Performance of Informal Financial Service Providers 

4.2.2.1 Membership of Informal Financial Service Providers 

 

Figure 4.3: Membership of Informal Financial  Service  Providers 

 

 

 

 

 

 

 

Source: Field Data, 2014 

From Figure 4.3 above, the findings show that 70.9% of the respondents were not 

members of informal financial service providers, which implies that many people did 

not know services that were provided by both formal and informal financial services 

as only 29.1% agreed to be members of informal financial services. This evidence 

that there is poor performance in informal financial sector. 
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4.2.2.2 Achievement  

From Table 9, it seems that 36% (n =198) of the respondents strongly disagreed that 

the informal financial service providers helped them, while 24.4 % (n = 134) simply 

disagreed of being helped by informal financial service providers. However, the 

findings revealed that 12.5 % of the respondents (n =69) were not sure of whether 

informal financial service providers helped them, but 15.6% of the respondents (n 

=86) agreed that informal financial service providers helped them, which was also 

supported by 11.5% (n=63). Therefore, the findings revealed that many respondents 

were not helped with the presence of services provided by informal groups, but few 

benefited from them. This is just a summary of the results, but the likert scale in 

Table 10 shows the individual determinants of the achievement.  

Table 9: (Multiple response summary) Achievement through IFSGs 

  

Responses Percent of 

Cases N Percent 

Do 

informal 

financial 

service 

help you 

Strong disagree 198 36.0% 180% 

Disagree 134 24.4% 121.8% 

Neither agree nor 

disagree 

69 12.5% 62.7% 

Agree 86 15.6% 78.2% 

Strong disagree 63 11.5% 57.3% 

Total 550 100.0% 500.0% 

Source: Field data, 2014 
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Table 10 : Likert scale Table 

S/No. Achievement Strong agree Agree Neither agree 

nor disagree 

Disagree Strong 

disagree 

1. Business 

grow 

0 7(6.4%) 22(20%) 26(23.6%) 55(50%) 

2. Pay children 

school fees  

0 5(4.5%) 2(1.8%) 38(34.5%) 65(59.1%) 

3. Quick/ 

urgent loan 

51(46.4%) 37(33.6%) 22(20%) 0 0 

4. Building 

house 

6(5.5%) 4(3.6%) 3(2.7%) 56(50.9%) 41(37.3%) 

5. No 

achievement 

6(5.5%) 33(30%) 20(18.2%) 14(12.7%) 37(33.6%) 

Source: Field data 2014 

According to the findings in Table 10, the researcher realized that many respondents, 

through using multiple response approach, were not helped by informal financial 

service providers. However, in other instances, as it is shown in Table 10, some 

people [6.45% (n=7)] admitted of being helped by informal financial service 

providers.  Therefore, business growth has low impact on formal financial service 

providers as most of the respondents fell on unsuccessful regions that 20% (n=22) 

were not able to determine whether informal financial service providers helped 

people in the rural areas. But 23.6% (n =26) and 50% (n=55) respectively   accepted 

that business growth was not assisted by the presence of informal financial service 

providers. 

The same happened to children school fees. No respondent accepted that informal 

financial services highly helped them to pay school fees rather than 4.5% (n=5) who 

accepted its significance. Again, 1.2 % (n=2) of the respondents did not understand 
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about the benefits, but majority [34.5% (n=38)] rejected the achievement, while a 

greater number in this category [59.1% (n=65] strong rejected.  

So far, the only achievement is seen in the availability of quick and/or urgent loan. It 

seems that many households in the rural areas used informal financial services as the 

best method to get quick loans once they faced an emergency that needed quick 

decision and financial support. For example, in Table 10, 10 respondents [46% 

(n=51)] were highly supported by urgent loan followed by 33.6% (n=37) who also 

accepted the potentiality of quick loan through informal financial service providers. 

Again, only 20% (n=22) of the respondents were doubtful of whether someone may 

get a quick loan when it is urgently needed. To validate the importance of informal 

financial group for quick and/or urgent loan, no one rejected its positive impacts. 

Building a house was not the achievement of households through informal financial 

services as majority rejected [50.9% (n=56)]. Likewise, paying school fees seemed to 

be of less importance. 

4.2.2.3 Criteria to Select Leaders 

Table 11: (multiple responses summary) Criteria Used to Select Leaders   

  

Responses Percent of 

Cases N Percent 

what criteria were 

used to select leaders 

Strong disagree 15 31.9% 100.0% 

Disagree 10 21.3% 66.7% 

Neither agree nor 

disagree 

13 27.7% 86.7% 

Agree 9 19.1% 60.0% 

Total 47 100.0% 313.3% 

Source: Field data, 2014 



 

 

58 

From the summary in Table 11, it was discovered that the important criteria used to 

select leaders to informal financial service providers were not given important as 

only 19.1% of the respondents agreed that all criteria were being used to select 

leaders and the rest either disagreed, strongly disagreed or kept neutral. To know 

which criterion was most applicable, the likert scale in Table 12 reveals the facts.  

Table 12: Likert Scale Showing Criteria Used to Select Leaders 

S/No. Criteria Strong 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strong 

disagree 

1 Educational 

background 

0 0 4(26.7%) 7(46.7%) 4(26.7%) 

2 Knowledge in 

accounting 

0 0 5(33.3%) 1(6.7%) 9(60%) 

3 Honest & 

integrity 

12(80%) 3(20%) 0 0 0 

4 Financial 

capacity 

1(6.7%) 6(40%) 4(26.7%) 2(13.3%) 2(13.3%) 

Source: Field Data, 2014 

From the likert scale in Table 12, it is revealed that no respondent from multiple 

response argued that educational criterion was used to select leaders. Only 26.7% (n 

= 4) of the respondents remained undecided on the question of using educational 

criterion in selecting leaders. However, 46.7% (n=7) disagreed to use educational 

criterion to select their leaders followed by 26.7% (n=4) who strongly disagreed. 

Likewise, knowledge in accounting was not a criterion used to select leaders as 

33.3% (n=5) of the respondents neither agreed nor disagreed, but 6.7% (n=1) of the 

respondents disagreed to apply the criterion followed by 60% (n=9) who strongly 

disagreed. So far, honesty and integrity  was the  most appropriate criterion applied 
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by informal financial service providers as no respondents rejected its application, 

while 20% (n=3) agreed to use it and the rest [80%(n=12)] of the informal financial 

group leaders  said to apply this  criterion. 

It was also revealed that at least financial capacity was somehow used as a criterion 

since 6.7% (n=1) of the respondents strongly agreed, which was supported by 40% 

(n=6) who agreed on the applicability of the criterion. Further, 26.7 %( n=4) neither 

agreed nor disagreed, while 13.3 %( n=2) disagreed and/or strongly disagree. 

From the scrutinized facts, the informal financial service providers used to select 

their leaders on the basis of “Honest and Integrity criterion‟‟. The educational level 

or the accounting knowledge of an individual did not matter; what mattered most was 

the faithfulness of the individual.  . If they needed additional qualifications, they had 

to consider the financial capacity; however, it was not necessary.  

4.2.2.4 Criteria to Join Informal Service Group Providers 

Table 13: (multiple response) Joining Frequencies 

  

Responses Percent of 

Cases N Percent 

Criteria used for 

joining to informal 

financial providers 

Strong disagree 13 17.3% 86.7% 

Disagree 11 14.7% 73.3% 

Neither agree nor 

disagree 

12 16.0% 80.0% 

Agree 19 25.3% 126.7% 

Strong agree 20 26.7% 133.3% 

Total 75 100.0% 500.0% 

Source: Field data, 2014 
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From Table 13, the summary shows that informal financial providers used criteria to 

join their groups as detailed in Table 14 using median, mode, mean and standard 

deviation. 

Table 14: Joining Criteria 

S/No. Criteria Median Mode Mean Std 

Deviation 

1. No Criteria 1 1 1.33 0.488 

2. Able to read and write 2 2 2.27 0.884 

3. Should have capital 5 5 4.4 0.737 

4. At least should be known by a 

member 

4 4 4.27 0.704 

5. Honest &integrity 4 4 4.2 0.775 

Source: Field Data, 2014 

From 14,   the mode is the value with the highest frequency; hence, the results show 

that the criterion “should have capital” was highly applicable to join the informal 

financial group providers. This criterion is followed by “at least should be known by 

a member” and the last criterion that was applicable was “Honest and integrity”. 

However, it seems that the criteria “able to write” and “no criteria” were not applied 

at all. 

Therefore, the discussion centered on only three criteria that without capital, no 

chance to have access to the informal financial service providers. The principle states 

that, “the greater the capital one possesses the greater the share he/she has in a 

group”  
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Nevertheless, in order for one to qualify to be a member, he/she should be known by 

at least one member in the group. This signifies that most of the members had family 

ties, such as close relatives and friends of the similar nature. Simply put, all activities 

and management were traditionally based. 

4.2.2.5 Capital Structure of Informal Financial Service providers  

Figure 4.4: Average Capital structure of the group Informal service providers 

 

 

 

 

 

 

 

 

 

 

Source: Field data, 2014 

It was discovered that 60 %( n=15) of informal financial groups had small capital 

structure less than one million Tanzanian shilling (1000, 000/=), while 20% (n=3) 

had capital ranging from one to four million Tanzanian shillings. However, 13.3% 

(n=2) possessed capital ranging from five to eight million Tanzanian shillings and 

6.7% (n=1) had capital between nine to twelve million Tanzanian shillings. 
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From the findings, it has been discovered that majority of the informal financial 

service providers who act as the alternative way from formal financial service 

providers  to serve households in rural areas posses  low capital structure due to 

small household income. For this reason the challenge comes to on whether these 

groups which characterized with low income can perform efficiently in this world 

which needs application of modern and high technology skills in financial sector 

which is very expensive.  

4.2.2.6 Informal Financial Service Providers’ Relationship with the Banks  

Figure 4.5: Relationship between Financial Service Providers and the Bank 

 

 

 

 

 

 

 

 

 

 

Source: Field Data, 2014 

From the data in Figure 4.5, 13.3% (n=2) of group leaders said to have relationship 

with the banks, and the rest 86.7% (n=13) said that they did not have any relationship 

with the banks. It is therefore evidence that majority of informal financial service 

providers did not get any assistance in terms of skills, experience and capacity 
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building from the formal sector which use modern technology and qualified staffs. In 

absence of existence of such relationship made very worse environment to informal 

financial service providers 

 

4.2.2.7 Ways Used by Households for Savings Money 

 

Figure 4.6: Ways Used by Households in Savings in the Absence of Banks 

 

 

 

 

 

 

 

Source: Field data, 2014 

From Figure 4.6, 53.6% of the respondents argued that they used mobile banking to  

keep their money, while 39.1% used home as the safe way  of  keeping their money. 

The rest 7.3% used their local organizations as the convenient means of keeping their 

funds. 

According to the findings, many households in rural areas used their mobile phones 

as the best way to deposit their money and carry out other transactions.  In order to 

achieve this, telecommunication companies such as Tigo, Airtel and Voda provide 

services for Tigo Pesa, Airtel Money and M-Pesa respectively.  Although this type of 

mobile banking is performing well and very helpful to the rural people, it is 

convenient for small transactions and deposits. Once the fund is received through 
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mobile banking, it is supposed to be withdrawn immediately for other activities; 

otherwise, savings through phone is also riskier. 

Contrary to mobile banking, some people in rural areas who do not have bank 

accounts use to hide their money at home where other people cannot easily see and 

difficult to reach. This money is kept by a single person, usually the father of the 

house, under high confidentiality. It is very rare for this secret to be shared by the 

couple. People of this attitude usually drill a hole on the floor or somewhere outside 

the house and hide the money. Then, the hole is well earthed to such an extent that no 

one can discover what has taken place therein.  This behavior is very risky once the 

secret is known to the third party or if the instrument containing the money rusts or is 

affected by in-soil organisms such as termites.  

Therefore, the evidence shows that there had been a numerous alternative ways for 

deposit and savings for rural households from the formal and informal financial 

providers which indicate that the services financial institutions were not highly 

demanded due to lack of desired services associated with easier accessibility, time 

conscious, deposit and savings costs hence poor performance. 
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4.2.2.8 Training Relationship  

Figure 4.7: Training Relationship 

 

 

 

 

 

 

Source: Field data, 2014  

The evidence revealed that 33.3% (n=5) of the respondents said that they got 

training, while 66.7% (n=10) did not get such a training. 

 

Table 15: Types of Training  

 

Training  Frequency Valid percent 

Entrepreneurship 2 40.0 

Financial management  Skill 3 60.0 

Total  5 100.0 

Source: Field data, 2014 

Also, among 33.3% who got training, 40 %( =2) were trained in entrepreneurship 

and 60% (n=3) attended workshop on financial management skills.   

However, those who were involved in financial management skills amounted to 

13.3% and (n=2), while those with financial managerial skills constituted 20 % 

(n=3).However, the findings shows that very few groups acquired training as table 15 

shows the total of 5 among 15 groups.  



 

 

66 

4.2.2.10 Ways of Running Business without Professionalism 

 

Figure 4.8: Methods of Running Business without the Desired Skills 

 

 

 

 

 

 

 

 

 

 

 

Source: Field data 2014 

 

 

Source: Field data, 2014 

For those who did not attend training, when asked how they conducted their services, 

majority [53.4% (=8)] said that they used the available constitution as the guideline 

for efficient operations, while the rest said that they just used experience [46.6 %( 

n=7)] to run their services.   

Therefore, the study revealed that operations of financial services base on the 

constitution and experience without considering education through training and 

workshop led to poor performance in the financial sector. 
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A bit contrary to  large capital, it seems this did not have greater impact on the access 

as very few agreed on its negative implications as it was indicated in the table  that 

8.2%(n=9) agreed with its contribution as a hindering factor. But a large number of 

respondents [48.2 %( n=53)] kept neutral on this factor. However, 30.9 %( n=34 

agreed that the factor was harmful to the rural people to have access to the financial 

services.  Furthermore, 12.7% (n=14) of the respondents said that the factor had 

nothing with the access to the formal financial service providers. 

 Again, the table shows distance from home to the financial location centre had 

greater impacts  on the access of the financial services as 26.4%(n=29) of the 

respondents  strongly argued that the factor  affected the access of services, which 

was supported by other many respondents [37.3%(n=41)] who  accepted the impacts 

of the factor. So far, 27.3 %( n=30) were neutral, while 8.2 %( n=9) disagreed with 

the factor followed by 0.1 %( n=1) who strongly disagreed. 

From the findings in Table 4.14, language barrier seems to be a significant factor 

after distance as 13.6 %( n=15) of the respondents strongly agreed to be affected by 

language used by formal financial service providers followed by 20 %( n=22) who 

also agreed to get trouble with the language used. But 32.7 %( n=36) of the 

respondents were neutral about this factor. However, 29.1 %( n=32) said that 

communication was not a problem to them to have access to the services from the 

banks, while 4.5 %( n=5) strongly disagreed to be hindered by communication. 

Therefore, it is noted that people who lived in rural areas did not know the 

regulations well on how to access the banks. Likewise, long distance from their 

homes created unpleasant environment for them to have access to the services as they 

did not have their own transports as well as being incapable to afford bus fare to seek 
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for the services from the banks. However, the bank terms were difficult to abide by 

due to low income characteristics of many households in rural areas, as they could 

not secure some services like loans which needed to have valuable collateral, which 

these people did not possess.  

Also, the language used was English which was problematic to majority of the rural 

people.  The Foreign language was not user friendly, hence demoralized them to seek 

services from the formal financial institutions. In some cases the staff used local 

language; still people  had negative perception with the foreign language. 

However the evidence from focus group interview between the researcher and bank 

staffs revealed that among 10 respondents 70% said banks used both language 

English and Kiswahili while 30% said English is the only channel of communication.    

4.4 Risks Affecting Informal Financial Service Providers  

From the multiple responses in Table 4.15, the evidence shows that the narrated risks 

were subjected to informal financial service providers as only 3.7% highly rejected 

the facts followed by 15.7% who also did not agree with the existence of the said 

risks.  Furthermore, 41% of the multiple responses were not sure about the risks, 

while 39.6% argued on the presence of riskier environment. 
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Table 17: (Multiple response summary) Risks Frequencies 

 

Source: Field Data, 2014 

From Table bellow No 18, the findings show that theft associated with robbers seems 

to be more risky as compared to others. It was discovered that 27.2% (n=30) of the 

respondents strongly agreed that informal financial service providers were most 

likely to be invaded by robbers, whereas 32.7% (n=36) of the respondents also 

agreed that informal financial service providers could be attacked by robbers. 

However, 40 %( n=44) of the respondents were neutral about the risk. To this 

problem, no respondents denied its impact on the members. But theft through 

trusting one another was strongly argued by 22.7%(n=25) of the respondents  as the 

great challenge they faced, which was also agreed by 39.1%(n=43) of the 

respondents,  while30%(n=33) of the respondents neither agreed nor 

disagreed,7.3%(n=8) of the respondents disagreed and only 0.9%(n=1) strongly 

disagreed . 

 

  

Responses Percent 

of Cases N Percent 

Most affecting informal 

financial providers 

Strongly 

disagree 

13 3.7% 11.9% 

Disagree 55 15.7% 50.5% 

Neither 

agree nor 

disagree 

144 41.0% 132.1% 

Agree 139 39.6% 127.5% 

Total 351 100.0% 322.0% 
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Custodian through unprofessional person seems 18.2 %( n=20) of the respondents 

strongly agreed, while 19.1 %( n=21) agreed with that risk. Again, 27.2 %( n=30) of 

the respondents were neutral leaving 28.2 %( n=31) who disagreed. These were 

supported by 7.3 %( n=8) who strongly disagreed. 

 

Further, custodian at unsecured place was strongly argued by 12.7 %( n=14) of the 

respondents. On the other hand, 35.4 %( n=39) of the respondents agreed with the 

risk. Again, 33.6 %( n=37) of the respondents neither agreed nor disagreed followed 

by14.5 %( n=16) who disagreed. This risk was strongly disagreed by 3.6 %( n=4). 

Therefore, the researcher discovered that a robber was the most risk that was likely to 

affect informal financial service providers in the sense that no any respondent denied 

its implication to the members of the group. These people conducted their meeting 

and raised their funds at the place where there was no security guard. Also, even if 

they had bank account- whether it was group account or account of one member of 

the group- the risk of robbery was very great due to the transport barriers that was 

signified by the long distance and transport cost which was huge as compared to the 

small amount of funds raised by the members once they met. 

Likewise, theft through trusting one another seemed to be a more significant risk 

although few respondents rejected it. Very often members believed that their chair 

person or group treasurer could take care of their funds with great ambition of 

honesty and integrity, which is contrary to their expectations. Sometimes these 

people could be tempted and cheated that they had been robbed of all the money. 

Also, custodian at unsecured place revealed to have impact on formal financial 

service providers but not so much as compared to the above discussed risks. Usually 

members did not have a strong room or security guard for protecting their money. So 
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far, the researcher revealed that custodian through unprofessional person was not a 

serious problem to informal financial service providers due to the slight difference 

between the „strong agree‟ and „agree‟ zone [37.3% (n=41)] versus „disagree‟ and 

„strong disagree‟ zone [35.5% (n=39)] respectively. These people seemed to trust a 

person to undertake financial management activities regardless whether he or she had 

the required skills or not.  

Table 18: Likert Scale for Risks through informal financial service providers  

 
Risk Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

Theft through 

robbers 

30(27.2%) 36(32.7%) 44(40%) 0 0 

Theft through 

trusting another 

25(22.7%) 43(39.1%) 33(30%) 8(7.3%) 1(0.9%) 

Custodian 

through 

unprofessional 

person 

20(18.2%) 21(19.1%) 30(27.2%) 31(28.2%) 8(7.3%) 

Custodian at 

unsecured place 

14(12.7%) 39(35.4%) 37(33.6%) 16(14.5%) 4(3.6%) 

Source: Field Data, 2014 
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4.5. General Perceptions and Opinion of Customers on Bank Services 

4.5. 1 Loan Interest 

Figure 4.9: Perception on Loan Interest 

 

 

 

 

 

 

 

 

Source: Field data, 2014 

From 4.9, 65.5% (n=72) of the respondents said that the interest rate that was 

charged by formal financial service providers was very high, while16.4% (n=18) said 

the interest rate was quite high. However, 10.9% (n=12) thought that the interest rate 

was just moderate and the remaining 7.3% (n=8) concluded that the interest rate was 

at a very minimal point. 

Regarding the revealed information, the rate fixed by the bank was very high to the 

loan that was provided. However, on the side of bank the evidence through personal 

interview involved researcher and bank loan officer interest rates charged by bank 

fall on four categorical group as such bellow. 
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 Salary worker loan 18% 

 Micro and Small Medium Enterprise 24% 

 Small Enterprise and Medium Enterprise 19% 

 Personal Loan 24% 

Therefore, the findings revealed that the households claimed about high interest rate 

but in reality the banks incurred costs associated with savings, deposit, wages and 

salaries which all of these need to be covered from different sources and charges 

include interest rate. Definite the problem was due to lack of education from 

households on cost implications regarding to interest rates.  

Nevertheless, for the institution that  aimed  at wealth maximization, in order to 

enhance good performance the consensus have to be reached to adjust personal rate 

to attract  many customers in rural areas which in the long run could be very 

potential people for the growth and nourishment of the banks. 

4.5.2 Opinion of the Respondents  

Figure 4.10: Opinion of the Respondents 

 

 

 

 

 

 

 

 

Source: Field data, 2014 
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From Figure 4.10, most of the respondents (50.9%) suggested that the bank services 

should be expanded to the remote areas, while 30% insisted the necessity of 

education on financial services to the whole society in the rural areas. Further, 10.9% 

of the respondents emphasized on lowering the interest rate on loans to create 

favorable environment to many households in rural areas to secure loan once they opt 

to do so.  

It was also noted that there were some few respondents (8.2%) who were totally 

against the interest rate on loan provided by formal financial services regardless 

whether it was kept higher or lower as it was against their religious beliefs. This 

group of people suggested that, “if the bank provides loan, let it be for the social 

benefit but not contrary to their local beliefs”. 

Therefore, the researcher discovered that many people preferred to use bank services, 

but they were not located in their places of domicile. This is because they had been 

told by their fellows who had access to it, yet the challenge was how to join 

something which was not present in their local areas. 

Furthermore, these people were ignorant of the bank services as they did not know 

what services were being provided by the banks and the benefits of each one. Some 

thought it was the place of depositing money only and others thought that it was the 

place where people could secure loans. Some people, however, knew nothing about 

the service.  
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 4.5.3 Insurance Policy 

Further, as few insisted on lowering the interest rate; very few wanted to remove all 

that had been ascertain on loan due to their beliefs. Some religious doctrines do not 

agree with interest rate for any business transaction and those strong disciples could 

not engage with all matters that were against their religion. From Figure 4.10, the 

researcher revealed that 86.7% of the informal financial groups did not have 

insurance policy, while only 13.3% did possess the policy. Members of the group 

conducted their financial operations without any insurance as they based on trusting 

one another and the group could not be extended to many people since they based 

only on family, friends, neighbors and close relatives. These people did not 

emphasize the need of insurance policy due to the small amount of capital they 

possessed and lack of education on the importance of insurance. However, those very 

few groups that had the policy depended on their relationship with the formal 

financial services that applied systematic and modern approach in running their 

businesses to avoid greater losses. 
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Figure 4.11: Insurance Policy 

 

 

 

 

 

 

 

 

Source: Field data, 2014  

4.6.3 Measures for customer Defaults 

Table 19: Measures for Customer Default 

Measures Frequency Valid percent 

Sue the Borrower 10 100 

Liquidation of pledged security 0 0 

Both of the two 0 0 

Total 10 100 

Source: Field data 2014 

From the above table the researcher intended to know what action is taken when the 

customer failed to pay back the loan. The evidence revealed that the only action was 

to seizing the pledged collateral which agreed by all 10 bank staffs members. This 

indicates that Collateral is the only way that banks depending to offset the debts 
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4.6 Bank exploration and analysis 

In the study the researcher with questionnaire was intended to know the other side in 

the formal financial services (Bank) so as to get good link which arrived at rational 

decisions and the following results were obtained. 

4.6.1Language used in Bank documentation 

Table 20: Language used in Banking Documents 

  Frequency Valid Percent 

Valid English 3 30.0 

Both Language 7 70.0 

Total 10 100.0 

Source: Field Data 2014 

From the above table the bank staffs who were asked to give their view on the 

language used 30% (n=3) said only English was used as communication media while 

n=70% (n=7) said that both language used as communication media. 

Therefore, the findings revealed that language that is used in bank office was English 

which is international language that is applicable to serve many customers all over 

the world. Otherwise for the case local customers who were not able to understand 

this language some other documents relevant to their local language were provided to 

facilitate easier access to the services. But this seem that most of the customers still 

complain with the language which indicate that bank management need to sensitize 

and publicize this transformation of communication channel to encourage the 

household to demand financial service with easier and affordable ways. 
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4.6.2 Criteria used to provide loan by bank 

Table 21: Bank’s loan Criteria 

Criteria Strong agree Agree Neither agree 

nor disagree 

Disagree Strong 

disagree 

Business 

experience 

1(10%) 2(20%) 3(40%) 0 0 

Banking 

experience 

0 2(20%) 3(30%) 3(30%) 2(20%) 

Own rent 

Premises 

2(20%) 5(50%) 3(30%) 0 0 

Collateral 6(60%) 4(40%) 0 0 0 

 Source: Field Data 2014 

From the above table, (10%) of bank staffs argued that Business experience is highly 

needed in order to furnish loan to the households, while ( 20%) agree that business 

experience is needed. However, own rent premises were highly accepted by 20% 

which also supported by majority of the staffs (50%) that in order to secure loan 

banking experience is important parameter to consider. So far the study revealed that 

Collateral was strong agreed by (60%) of the staffs that was important criteria to 

assess household who intends to secure loan. Likewise the rest staffs (40%) agreed 

that collateral is needed and neither respondent had doughty nor rejected the 

necessity of collateral when customer default. However, although this method seems 

to be convenient to bankers but it is burden to household since the amount value 

higher than the pledged security.  

Otherwise, some general questions which bank staffs asked such as whether the 

government provide subsidy to banks for rural remote area people the answer was 

that no any subsidy that the government use to provide to commercial banks to 

facilitate that goal(s). 
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CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

5.0 Introduction 

This chapter presents the summary, conclusion and recommendations of the study.  

5.1Conclusion 

5.1.1Performance of Financial Services in Rural Areas 

5.1.1.1Performance of Financial Services through Formal Financial Institutions 

The study concluded that formal financial services in rural areas do not meet 

household expectation because of poor performance in the sector; there were weak 

areas that needed improvement. From the study, many respondents were aware of the 

services provided through hearing, which was not a good criterion of measuring good 

performance. Nevertheless, some were made aware though people who received 

loans, but they were not directly involved in the services. Also, most of them proved 

that no training and promotion were being carried out which could be good indicators 

of good performance if people got knowledge of bank operations and their merits. 

Likewise, poor performance was clarified by the number of participants and their 

attitudes on loan provisions. Although it is good that most of the households had 

good perceptions on the need of loan, still many people in rural areas did not have 

bank account, which implied that very few were being served by formal financial 

institutions; hence, the sector was still facing some challenges of working under the 

desired performance so as to meet the customers‟ expectations.   



 

 

81 

5.1.1.2 Performance of Financial Services through Informal Financial 

Institutions 

In case of informal financial institutions, the performance was also very poor. 

Although this informal sector seemed to be an alternative to the rural people, many 

people were not members. This indicates that it was not popular and influential to 

many people due to its performance. Nevertheless, if it had performed better, most 

people could have taken an opportunity to join them due to their closeness to them as 

compared to the formal financial institutions. But also 60% of informal financial 

service groups had an average capital structure of 1000,000 Ths or below which 

imply that they do not exploit much the available opportunities. 

Further, the study shows that it was not possible to meet households‟ expectation due 

to low good relationship with banks and poor qualified management which hindered 

them to have access to formal financial sector that could help them in expansion of 

their capital and maintain efficiency and sustainable services in good manner. 

 5.1.2 Factors Affecting the Access to Formal Financial Services 

The study further concluded that there were many factors affecting rural areas people 

to have access to informal financial service providers as other researchers found. But 

this study went further to scrutinize the most affecting factors followed by the least 

ones in the descending order as it is seen below: 

5.1.2.1 Bank Regulations 

It was concluded that most people in the rural areas failed to access financial services 

due to the bank regulations; they did not understand all the procedures on how to join 

the banks. It is inevitable that the whole system in this sector is not user friendly 
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which makes the rural society to be isolated from; hence   the rural people are not 

aware of the regulations.   

5.1.2.2 Distance from Home to the Bank Service Centers 

The case of distance seems to be the second problem for people in rural areas which 

hinder them to access services of formal financial institutions. The long distance 

between households‟ homes and bank centers has negative implications to people 

due to financial constraints associated with the transport cost. However, people with 

funds whether going to deposit or to withdraw are likely to be at higher risk; their 

money can be stolen   or may get lost due to the long distance. All these 

circumstances discourage the rural people from seeking financial services in this 

sector. 

5.1.2.3 Bank Terms are Difficult to Meet and Abide by 

Bank terms are the third barrier for rural people who intended to access formal 

financial services since most of them were difficult to abide and affirm. The 

consequences of terms were many including liquidation of household property in 

case of default on loan payments. Also, people who intend to secure loan should 

have collateral which worth more than the loan that will be provided. This is a 

problem as many people live below Tsh.5000 per day (ranges from 2USD per day or 

below), which indicate that they do not own property of higher value. If they need a 

great loan, definitely they cannot get it since they qualify only for a small amount. 

Further, the rural people thought as a disturbance when they wanted to open accounts 

as they were asked to submit a letter from either ten leaders, WEOs or VEOs. Not 
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only that but they were also obliged to submit other many things including passport 

size and the minimum non-withdrawal amount of Tsh.15,000.  

5.1.2.4 Communication Barriers 

It was also concluded that the foreign language which was used as the medium of 

communication in bank documents and sometimes in oral communication was    

ranked fourth after bank terms.  Individuals in rural areas preferred their local 

language as most of them did not go to school, and if they attended, the local 

language was mostly used in the entire school life. Therefore, a new language that 

was used in bank services was treated as the way to exploit them since they did not 

understand unless the bank staff or the third party could interpret for them.  

5.1.2.5 Huge Capital Needed 

From the study, it was concluded that this was not a factor that hindered access to the 

financial services since no respondent mentioned its negative impacts, while many 

respondents were not able to decide whether it was affecting the access.  

Nevertheless, the rest of the respondents said that the capital that was needed was not 

a problem; hence, it was sufficient to prove that the factor could not qualify to have 

impacts on access to the financial services. 

5.1.3 Risks Subjected to Informal Financial Service Providers to Rural Areas 

People 

As it was explained earlier on in this study, most people in rural areas did not have 

access to the formal financial services and the appropriate deliberate option was to 

engage with informal financial service providers whose risks are explained 

hereunder:   
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5.1.3.1 Robbery 

This study concluded that people in the rural areas opted to use informal financial 

service providers, but the practice was riskier as robbers could get away with the 

money. The attempt of gathering and conducting a meeting in unsecured place was a 

great mistake which attracted robbers who knew that one of their agenda was fund 

raising from the members once they meet. Robbers could take advantage in the 

absence of security guards to invade the group or a leader of the group who had 

funds prior to bank deposit.  

5.1.3.2 Theft through Trusting One   Another 

The study has also concluded that trusting a person basing on honesty and integrity 

without following financial regulations and procedures was very risk as many people 

who had cash whether the chairperson, treasurer of the group or any person selected 

among members could be tempted and steal the money. 

5.1.3.3 Risk Associated with Custodian at Unsecured Place  

The study further concluded that the custodian at unsecured place was very risk. 

These groups in most cases used weak vessels to store their money as compared to 

those used by formal financial services.  

However, many people in rural areas who did not hold bank accounts and were not 

members of formal financial group providers faced greater challenges as some saved 

their money at home, especially in tunnels dug secretly around the compound. 

Moreover, some used mobile banking, which was also risk for huge money. 
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5.2. The Findings and Policy Implications 

This study is imperative in the sense that formal financial service providers are not 

the best solution to serve rural people if they are left alone without considering the 

contribution of informal financial service sector which go further to serve key 

potential customers who are isolated from formal financial institutions. To enhance 

service qualities that could satisfy all participants, policy makers have to review 

financial services and make necessary amendments which will suit all stakeholders in 

the sense of affordable service that will favor rural households as well as formal and 

informal financial service providers.  

5.3   Recommendations  

In order to ensure sustainability and affordability of financial services in rural areas, 

the study concludes that investment by smaller business could be constrained 

because of poor and costly access to finance and that improving access to finance for 

small and rural entrepreneur is the priority.  Therefore, the following 

recommendations should be taken into consideration by the government and all other 

stakeholders: 

(a) The financial institutions should make sure that the rural community is well 

educated on the essence of the use of financial services. 

(b) The government should impose policy which emphasizes financial institutions to 

expand as much to serve the rural people 

(c) The government should provide subsidy to all financial services that are located 

in rural areas to avoid loss for serving the poor people while ensuring the “going 

concern principle for the firm to exist”. 
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(d) The financial institutions should enjoy economies of scale through lowering 

interest rates on loan that will enable many rural households to access loan 

services. 

(e) BOT should ensure regular review on the trend of interest rates and fix the 

maximum rate with respect to subsidy provided by the government. All financial 

institutions have to obey and follow in order to make affordable services to the 

rural people.   

(f)  Informal financial service providers need to be recognized, empowered and 

supervised by the government through BOT so as to become successful and self 

sustainable entities. 

(g) The formal financial institutions have to take advantage through enhancing 

strong relationships with informal financial services to increase the number of 

customers if not the source of opening new branches. 

5.4 Suggestions for Further Research 

Despite the fact that the study pin-pointed the performance of formal and informal 

financial service providers to the rural people as well as factors affecting access to 

formal financial services and the risk subjected to informal financial sector, yet it 

cannot be denied that there are a number of outstanding issues that may require 

further study in future which are as follows: 

(a)  “The impacts of religious beliefs against the loan interest rates provided by 

financial institutions. This is because the findings of this study revealed that some 

few people were against the interest rate according to their religious beliefs.  

(b) The perception of the community in contributing to the financial institutions in 

rural areas. 
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APPENDICES 

APPENDIX 1: Research tool for street and rural area people 

 

A QUESTIONNAIRE FOR STREET AND RURAL AREA PEOPLE 

 

SECTION ONE  

 

This section intends to know the general overview  of the respondent. 

1. Sex of the respondent 

Male 

Female 

2. Age of the respondent 

18-30 

31-44 

45 and above 

3. What is your average income per day? 

Below Tsh. 5000  

Tsh. 5000  

Above Tsh. 5000  

 

SECTION TWO 

This questionnaire intends to know the performance of formal and informal financial 

institutions for the people in rural areas in terms of awareness, achievement and 

perception 

 

(A) Formal Financial Institutions 

3. Do you have Bank account? 

YES)/ (NO) 
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4. Is your society aware  of the services provided by the banks? 

Aware Strongly 

agree 

Agree Neither agree nor 

disagree 

Disagree Strongly disagree 

 (5) (4) (3) (2) (1) 

Through 

hearing 

     

People going 

to deposit 

their funds 

     

People 

receiving 

loans 

     

Training and 

promotion 

services 

     

  

5. Would you prefer to secure loan from formal financial institutions? 

         (YES)/ (NO) 

 

(B) INFORMAL FINANCIAL SERVICE PROVIDERS 

6. Do you understand about informal financial service providers? 

             (YES) / (NO) 

7. Are you a member of any informal financial service provider? 

              (YES) / (NO) 
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8. How do informal financial service providers help your people who do not have 

access to formal services? 

Achievement Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

Business 

growth 

     

To pay  school 

fees for 

children  

     

Domestic 

affairs 

     

Urgent loan      

Building a 

house 

     

Helpless      
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SECTION THREE 

This section intends to know risks associated with informal financial providers 

9. Grade the appropriate risk that is most likely to affect informal financial service 

providers 

Risk Strongly 

agree 

Agree Neither agree 

nor disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

 Theft through  

robbery 

     

Theft 

associated 

with trusting 

one another 

     

Custodian by 

un 

professional 

person 

     

Custodian at 

unsecured 

place 

     

 

10. With reference to question number 3, if you  do not have Bank account, how do 

you protect your money? 

Through mobile Banking 

Home 

Through the Informal financial service association group 
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SECTION FOUR 

This section intends to know factors hindering people not to have access to formal 

financial service providers. 

11. Put a tick to the correct answer with the grade strongly agree, Agree, Neither 

agree nor disagree, Disagree and Strongly disagree 

Factor Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

Distance from 

home place to 

the Bank 

     

Bank 

Regulations are  

not 

understandable 

     

Bank terms are 

not user friendly 

and affordable to 

abide by 

     

Huge capital is 

needed 

     

Language barrier 

(The use of 

English as a  

medium of 

communication) 

     

 

12. What is your view on the interest rate that is provided by the formal financial 

service providers? 

Very high 

High 

Moderate 

Low 
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SECTION FIVE 

This section seeks to get the opinions from the respondents about the provision of 

financial services for people who live in rural areas. 

13. What do you think the government should do for the people in rural areas to get 

affordable, secured and sustainable financial services? 

 Expand financial services to rural remote areas 

 Education on the need of formal financial services 

 Reduction of interest rate 

 

14. D o you have any other comments?.......................................................................... 

.........................................................................................................................................

....................................................................................................................................... 
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APPENDIX 2: Research Tool to Informal Financial Service Leaders 

A QUESTIONNAIRRE TO THE INFORMAL FINANCIAL SERVICE 

LEADERS 

 

SESCTION ONE 

GENERAL QUESTIONS 

The aim of this section is to know some characteristics of informal financial service 

providers 

1. Name of your group 

………………………………………………………………………………… 

2. How many are you in the group?................................ 

3. From question two above, classify according to the number of men and 

women (put the number in the box provided below) 

  Men 

                Women 

4. What is your capital income? 

    Below 1,000,000/= 

 

   1,000,000-4,000,000/= 

 

  5,000,000-8,000,000/= 

 

   9,000,000-12,000,000/= 
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                                     SECTION TWO 

This questionnaire aims at knowing the quality of leaders of informal financial 

service providers, which will determine their performance to the household 

expectations. 

       5. Do you have any relationship with the banks? (YES) / (NO) 

           If (YES) what type relationship?…………………........................................... 

       

  6. Which criteria used to select your leader?  

Criteria Strong 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strong 

disagree 

 (5) (4) (3) (2) (1) 

Educational 

background 

     

Knowledge 

in 

accounting  

     

Honest and 

integrity 

     

Financial 

capacity of 

the candidate 

     

 

7. Did you attend any training regarding the managing of financial matters? 

 (YES / (NO) 

8. If the answer is yes, what type of training?  

        Entrepreneurship 

        Financial  management skills 

        Managerial skills 

        Others                                                                                                

9. If the answer is no, how do you  manage your activities? 

        Experience 

        Through constitutional guidelines 

        No proper method 
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10. What is the average income of your members? 

        High 

        Middle 

        Low 

 

11. What are the criteria to join your group? 

Criteria Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

No criteria      

Able to read 

and write 

     

Should have 

capital 

     

At least 

should be 

known by 

members 

     

Honest and 

integrity 
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SECTION THREE 

This section wishes to get information associated with the risks from informal 

financial service providers as disclosed by their leaders 

12. What are the ways that are frequently used to protect your fund? 

Ways Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

Group  treasurer      

To any member 

who is appointed 

through the will 

of many 

     

To deposit 

money to the 

bank account of 

one member of 

the group 

     

To deposit 

money in the 

group  

Account 

     

 

13. For a person seeks to secure a loan is there any collateral that is declared to the 

firm?  (YES) / (NO) 

14. What action  do you take when  a member defaults? 

          Sue to the court 

          Seizing his/her collateral property 

          Terminated to the group 

15. Do you have insurance policy in case of any loss? (YES) / (NO) 
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SECTION FOUR 

This is the last part which seeks challenges and comments from leaders of informal 

financial service providers. 

16. Do you get any assistance from the government?  (YES) / (NO) 

If YES, what assistance?…………………………………………………………… 

.................................................................................................................................. 

.................................................................................................................................. 

17. What are the challenges faced by your group?.................................................. 

………………………………………………………………………………………….

.................................................................................................................................... 

18. Do you have any comments?................................................................................ 

………………………………………………………................................................ 
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APPENDIX 3: Research tool to Bank staff 

BANK STAFFQUESTIONNAIRE 

These questions intend to find the link with the questions involving individual 

household and informal financial service providers in rural areas. 

1.  Which language is used in your documents and contractual terms with your 

customer? 

   English 

          Swahili 

   Both languages 

   

2. What is the minimum amount required for a person to open a bank account? 

 

      3. What are the criteria used to provide loan to an individual? 

Criteria Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

Business 

experience 

is needed 

     

Banking 

experience 

is needed 

     

Own rent 

premise is 

needed 

     

Collateral 

with higher 

value than 

the loan 

applied 

     

Business 

license 
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      4. What are the rules and measures taken against the customer default? 

         Sue the Borrower      

        Liquidation of pledged security 

         Both of the two applied 

 

5. What are the risks associated with short- and long-term borrowing?................. 

............................................................................................................................ 

.............................................................................................................................

........................................................................................................................... 

3. Are many people aware of the loan services available at your  institution? 

Very high 

High 

Moderate 

Low 

 

4. How do you charge interest rate for short- and long-term borrowing under the 

following category: 

Salary worker loan………………………. 

Micro and small Medium Enterprise………….. 

Small Enterprise……………………… 

Personal loan……………………….. 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

104 

5. What do you think is the most obstacle with your rural people as targeted 

customers ( Rank as Strongly agree, Agree, Neither agree nor disagree, 

Disagree and Strongly disagree) 

Obstacle Strongly 

agree 

Agree Neither 

agree nor 

disagree 

Disagree Strongly 

disagree 

 (5) (4) (3) (2) (1) 

Distance 

from home 

to the Bank 

     

Bank 

regulations 

     

Bank terms 

are difficult 

to abide by 

     

Huge capital      

Ignorance of 

the people 

     

 

6. Is there any directive from BOT associated with loan provision to rural areas? 

(YES) / (NO) 

7. Is there any challenge faced by your office regarding loan borrowing? If yes, 

mention…................................................................................................ 

........................................................................................................................ 

8. Do you get any subsidy for rural remote areas? (YES) / (NO)  

 


