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ABSTRACT 

The Reserve Bank of Zimbabwe (2005) had it on good record that by 

December 2003 only 260 out of the initially registered 1700 micro-finance institutions 

(MFIs) were still in operation. The period 2006-08 saw the number of MFIs go down 

massively again due to the economic meltdown and cases of fraud or 

misappropriations which shot up and were committed by employees, managers and 

board members. The research study sought therefore to investigate challenges faced 

by operational Zimbabwean MFIs in the multicurrency era (2009-2012) in their 

service delivery to the public. Questionnaires were used to solicit data from members, 

while investors, board members and staff were interviewed. The descriptive survey 

research design was used to capture data, which were then presented in the form of 

tables and graphs. The findings revealed that authorities and management lacked 

accounting and financial background, internal controls, and general regard of business 

ethics, were greedy and corrupt in their service delivery to the clients. It was also 

further revealed that there was massive abuse of office by managers and employees, 

lack of supervision from internal regulatory authorities, lack of proper division of 

responsibilities between office bearers, absence of internal controls, flawed assets 

procurement procedures, illegal assets disposals, business with non- members, lack of 

collateral,  centralisation of authority and power in few individuals, poor performance 

of management in terms of discharging of duties, a fragmented and out-dated legal 

framework were some of the factors that enhanced fraud and/or misappropriation of 

funds by management and workers in MFIs and MTSACCOS Ltd in particular. 

Therefore, for MFIs to grow and develop, the study came up with the following 

recommendations because of the diversity of MFIs. The government should enact 

policies which universally fit into monitoring operations of all institutions offering 

microfinance in Zimbabwe in terms of ownership structure sizes, location, products 

offered, target markets, academic requirements of management, members and MFI 
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sophistication. The current Micro Finance Bill should be enacted into law through 

Parliament. Also a similar study including more organisations of a related nature in 

big Zimbabwean cities should be done before the research study’s findings are 

generalised. 

 

KEYWORDDS: Microfinance Institutions, Small To Medium Enterprises, Credit 

Reference Bureau, Multi-Currency Era, Millennium Development Goals 

 

1.0 INTRODUCTION 

The title of this paper, “An investigation of Operational Microfinance 

Institutions in Zimbabwe in the Multi Currency Era: 2009-2012” refers to an analysis 

of the performance of the few remaining microfinance institutions [MFIs] in 

Zimbabwe during the dollarization era. The underpinning key words in this research 

are investigation and operation. Investigation entails a qualitative approach of study 

and excludes modelled research whereas operation refers to any institution that is 

legally registered with the RBZ for conducting MFI services. A great downfall in the 

number of MFIs in Zimbabwe was experienced up to end of 2009. From a whopping 

figure of around 1700 MFIs around the year 2003, it was reported that by the end of 

2009, only 95 registered MFIs were duly registered under the auspices of the Reserve 

Bank of Zimbabwe. It is the intent of this paper to unearth the causal factors leading 

to this phenomenon and recommend suitable ways of reconstituting the growth of 

MFIs. To this end, the research looks at human, financial and regulatory causal factors 

that led to the massive closure of most MFIs and reasons for slowed growth of MFIs 

in today’s business world. The paper also intends to enlighten on the performance of 

these operational MFIs in relation to governing statutes and benchmarks set in the 

industry. 

 

METHODOLOGY 

This research study employed the descriptive survey design which entailed 

measurement of variables by asking respondents’ questions and examining the 

variables for any meaningful relationships. The descriptive survey design is a very 

valuable tool for assessment of both opinions and trends. 
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The reasons for choosing such a design are mainly its suitability for the nature of data 

involved in this research. Collection of data was done through questionnaires and 

interviews, and the researchers paid particular attention to issues of reliability and 

validity of data so as to ensure that the results can be accurately generalised to the 

population under study. Data sifting and rearrangement was done to come up with 

meaningful and easy to decode presentations through the use of graphs and tables. 

The greatest part of the respondents in this research study were Loan Officers 

or Credit Controllers followed by Finance Managers, Internal Auditors, Accountants 

and Board Members respectively. The overall response rate was 80% due to non-

response by other respondents. They could not be contacted for interviews because of 

their geographical locations which were quite distant from the researchers. 

 

3.0 ZIMBABWE’S PERSPECTIVE OF MICROFINANCE INSTITUTIONS 

3.1 Concept of Micro Finance Institutions 

Microfinance is generally defined as the provision of a range of financial services, 

including savings, small loans, insurance and money transfer services to marginalised 

members of the population and SMEs that do not have access to finance from formal 

financial institutions [Microfinance Policy]. 

In a different way, Schreiner and Colombet (2001, p.339) define microfinance 

as “... the attempt to improve access to small deposits and small loans for poor 

households neglected by banks.” This therefore means that microfinance involves the 

provision of financial services such as savings, loans and insurance to poor people 

living in both urban and rural settings who are unable to obtain such services from the 

formal financial sector. 

Underlying Schreiner and Colombet’s definition [2001] is that there is a target 

group of people who are not eligible to access finance from the formal sector because 

of their failure to match up the requirements for funding, especially collateral security. 

A survey conducted by the Zimbabwe National Task Force on Microfinance between 

December 2005 and March 2006 in collaboration with a private consulting firm, 

found out that close to seventy percent[70%] of the economically active population in 

Zimbabwe had no access to formal financing, hence, the underlying term, neglected, 

in the afore-mentioned definition was proven. 
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According to Otero (1999, p.8), microfinance is “the provision of financial services to 

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

according to Ledger wood (1999) generally include savings and credit but can also 

include other financial services such as insurance and payment services. The term 

“poor” remains subjective until quantified. It is the researchers viewpoint that a 

revision of the definition be done. For the purpose of this research, in addition to the 

above definitions, “poor” would mean all people living below the poverty datum line 

(PDL). Following such an approach would mean that the greater populace of 

Zimbabwe is poor including the majority of the working class members. 

 Otero’s definition also leaves out the inclusion of youths into the equation, 

hence the need to redefine micro finance as “provision of financial services to men, 

women and youth living below the poverty datum line and improve their access to 

finance from the formal financial sector”. In this definition, financial services 

encompass savings, credit, insurance, payment and capacity building. In order to 

alleviate poverty and increase standard of living, micro finance institutions should 

also take seriously into account capacity building programs for those that manage to 

have access to financing through MFIs. 

The current situation in Zimbabwe is that there is no middle class anymore, 

hence the majority fall into the broad lower class of society. Most of these people are 

having difficulty in accessing loans and have no collateral security required by banks. 

Therefore, together with most rural dwellers, many people are living below the PDL 

and hence can be declared poor. 

In our research findings, it was highly noted that there was an agreement 

between MFIs that their key role was provision of financial services at small scales to 

individuals and SMEs. To this end, they provided mostly consumer loans to salaried 

individuals. Hence, our redefinition of MFIs to be institutions offering services to the 

“poor” (including the working class) becomes a reality as most employees are earning 

below the current PDL pegged at USD584. The real poor are at the mercy of NGOs 

who assist from time to time but however there is a massive flight of such institutions 

from the country currently due to political reasons. It therefore leaves the unemployed 

being unable to access funding from the new dispensation of MFIs and formal 

banking sectors, hence increasing the levels of adjunct poverty in the country. 

 

 



JIARM VOLUME 1           ISSUE 6             (JULY 2013)       ISSN : 2320 – 5083 
 

386 
www.jiarm.com 

3.2 Target Market and Population Statistics 

The research found out that salaried individuals topped the list of borrowers 

from MFIs with a 75% representation of the sample population under study. 

Following individuals were SMEs taking the remaining section under study as 

depicted in the pie chart below; 

Figure 1:   Type of Borrowing Entity 

 

 
The reason why most MFIs go for salaried people in Zimbabwe is that they are 

downplaying high levels of default risk. In order to achieve this, they are offering 

their services mainly to civil servants and deduct their repayments through Paynet and 

SSB operations. These are stop order arrangements that enable MFIs to deduct 

monthly dues from civil servants salaries as they are credited into their bank accounts. 

It is therefore of paramount importance for the Zimbabwean government to 

look into the registration of more NGOs to cater for the unemployed and unbanked 

populace. In addition, the researchers also recommend additional financing support to 

MFIs for them to cater for all people, both the salaried and unemployed as well as 

minimising interference in the operations of NGOs if the MDG of poverty alleviation 

is anything to be achieved in the near future. 

Depicted in the chart above is the fact that the majority of borrowers were 

individuals who borrowed mainly for consumption purposes. Although, the standards 

of living had slightly improved for these individuals, economic growth was still on a 

standstill or even declining. A nation’s economic growth is highly dependent on 

investment spending rather than consumption spending. If such borrowing patterns for 

consumption are on the increase, the level of economic growth, employment 

generation and poverty alleviation remain a great challenge to the nation. 

It was also noted that the majority of the MFIs interviewed, i.e. 69% of these 

institutions had been in business for years between 1-5 years to the date of interviews, 

25% were in the 5-10 years range and only 6% have been in business for more than 
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10 years. The majority of 69% were those institutions that re-opened their doors to the 

public after the economic meltdown and new organisations that had recently opened. 

A few seasoned MFIs withstood the test of the “economic dry spell” that Zimbabwe 

faced since the beginning of the 2000s era. 

Table 1: Number of Annual Borrowers and Amounts Borrowed 

Number of Borrowers Percentage (%) Amounts Borrowed (USD) 

       1  -  1000 12.5 > 1000 

1001  -   2000 43.75 1001  -   2000 

2001  -  3000 31.25 2001  -  3000 

3001  -  4000 12.5 3000+ 

 

The institutions under study had on average 43.75% of their borrowing clientele 

between 1001 and 2000 borrowers per year, borrowing amounts in the range of 

USD1001- USD2000. The majority of these MFIs were issuing out loans 3.75 times 

one’s net salary. During initial credit, most of their clients are placed under category 

B of the borrowing schemes and were closely monitored in their repayment trends. 

For those clients that pay their dues on time and consistently after a number of loan 

cycles, on average three, they get promoted into category A in which they could 

access loans averaging at most 4.5 times their salary. 

In this research, it was also found out that most MFIs had annual profit 

portfolios ranging above USD 40 000 per year. The reason for this was the exorbitant 

interest charges that MFIs were charging which were between 30 -40% on the 

remaining balance due. 

3.3 Statistical Information of Zimbabwean MFIs 

A big fall in the number of Micro Finance Institutions in Zimbabwe was 

experienced, steeply decreasing in number from 1,700 in 2003 to 75 in 2008 (Makina, 

2009) as a result of hyperinflation. There has not been much increase in the numbers 

over the period to 2012 as depicted underneath; 

Year 2003 2008 2009 2010 2011 2012 

Number of 

Microfinance 

Institutions 

 

1700 

 

    75 

 

95 

 

114 

 

132 

 

157 

Source: RBZ Monetary Policy Statements 
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The introduction of the multicurrency era in 2009 saw the survival of a few 

microfinance institutions in the region of 95 registered MFIs which had to service 

much of the population of 12.2 million people. 

Table 1.1: Zimbabwe’s Population Profile at a Glance in 2009 

Total Population      12.2 million 

Population Growth Rate     1 % 

Doubling Time      63 years 

Total Fertility Rate (TFR)     3.3 

Average Life Expectancy     43.3 years 

Infant Mortality Rate     67 deaths per 1,000 live-births 

Under-five Mortality rate     94 deaths per 1,000 live births 

Maternal Mortality Rate     725 deaths per 100,000 live 

births 

Percentage of Population under 10   23.9% 

Percentage of Population aged 10-30   45.6% 

Percentage of Population aged 31-64   26.8% 

Percentage of Population above 65   3.7% 

Dependency Ratio      81% 

Percentage urban Population    29% 

Percentage rural Population    71%   

Population Density      31.3 persons/ sq km 

Sex Composition      52% Females, 48% Males 

Source: CSO – 2009 Population Projection, Multiple Indicator Monitoring (MIMS) 2009, MHCW 

 

As a nation, Zimbabwe is still challenged at how to meet the financial demands of the 

general populace that is fighting alleviation of poverty and also meet the vast 

demands of the SMEs sector.  Rural population is 71%, and this is where most 

funding is needed as revealed in being the top priority in the MDGs1 constituted as 

policy in Zimbabwe. 

                                                
1 The MDGs are (I) eradicate extreme poverty and hunger; (ii) achieve 
universal primary education; (iii) promote gender equality and empower women; (iv) 
reduce child mortality; (v) improve maternal health; (vi) combat HIV/AIDS, malaria 
and other diseases; (vii) ensure environmental sustainability; and (viii) develop a 
global partnership for development (Littlefield, Murduch and Hashemi, 2003). 
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3.4 Causal factors for steep Reduction in MFIs in Zimbabwe  

Many factors have been attributed to the closure and/or reduction of MFIs in 

Zimbabwe. Chief amongst the key factors are human, financial and regulatory factors. 

Empirical evidence from the research suggests that even though there were external 

causal factors, much of the downfall resulted from internal factors. The internal – 

external causal factor continuum clearly shows a high rate of challenges faced by 

MFIs to be on the internal side of things, touching on human factors such as 

recruitment and selection of personnel, corporate governance issues and management 

aptitudes. In addition, financial concerns such as internal audit and control, risk 

management techniques and portfolio management amongst many, were also 

contributing on the internal side of the continuum as shown in the following table; 

Table 2: Causal Factors for Steep Reduction of MFIs in Zimbabwe 

Factor Yes (%) No (%) 

Human factor 68.75 31.25 

Recruitment and Selection 67 33 

Poor Board Management Skills 70 30 

Role Conflict between Board and Senior Management 65 35 

The table explicitly shows that most MFIs interviewed were in agreement with the 

above-mentioned factors as causes for steep reduction during the period prior to 2009 

and for the slowed growth and /or decline thereafter. 

A. Human Factors 

1. Poor Recruitment and Selection Criteria 

Revealed in the research findings is a disturbing result that the majority of MFIs were 

been run improperly. The founding members were responsible for recruitment and 

selection, a function that should be conducted by Human Resources professionals. 

Recruitment and selection was not on the basis of merit but on whom the Founder 

member wanted in his organisation and mostly on nepotism basis. Hence, what one 

finds in most MFIs is a bunch of ill qualified personnel. 
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2. Poor Management Skill/Weak Institutional Capacity 

In any organisation, the world over, the role played by management was 

crucial and indispensable as far as decision making and controlling of the proceedings 

was concerned. Any lapse in the role of management meant vulnerability of the 

organisation to fraud, theft, corruption and nepotism or even to all other forms of 

misappropriation of funds by employees and boards. 

Management involves a set of four inter-related and inter-twined activities of 

planning, leading, controlling and organising [Stoner, 1982]. These functions cannot 

be separated from each other if the organisation is to achieve its desired goals. In 

addition to these functions, management should follow a strong vision on ethical 

grounds for the growth of the organisation. It is the researchers’ view that if this issue 

on skills or management aptitudes is not looked into carefully, we are likely to face 

more closure of MFIs as they would not last for long under bad management. 

Given the current fibre of boards in most organisations, the researchers forecast that 

come mid- year 2012; more MFIs are likely to close down if Board of Directors do 

not change their attitudes towards operational efficiency and effectiveness. Board 

members were said to be after benefits only neglecting the good health of their 

respective organisations. This was evidenced by the huge honoraria allowances they 

pay out to each other and the big drawings that they made on a consistent and regular 

basis.   

3. Role Conflict between Board and Senior Management 

Another issue that has resulted in the dwindling of most MFIs was that of role 

conflict within organisations. There was no clear cut separation of duties resulting in 

lack of accountability.  Mapani [2004] argues that role conflict led to skewed balance 

of power in favour of the Chief Executive Officer, thereby rendering organisation 

susceptible to fraud by such officers. In addition, boards are assuming total ownership 

of all duties across the organisation, leaving little or no room for autonomy of the 

organisations’ departments. 
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4. Corporate Governance Issues 

Issues pertaining to corporate governance cited by respondents as causes for 

steep reduction and slowed growth in Zimbabwean MFIs were nepotism, fraud and 

corruption with response rates of 62%, 25% and 13% respectively. With regards to 

nepotism, employment was done on relationship and political backgrounds and 

through private placements. Secondly, it was also noted that in most cases there was 

recruitment of ill qualified personnel. Boards of management and employees were 

seriously defrauding their respective organisations and embezzling funds due to weak 

internal controls. The research also revealed that boards were involved in illegal 

disposal of assets or misappropriation of assets. In order to dispose any asset, the 

MFIs generally required the blessings of the Annual General meetings and/or the 

blessing of the parent ministry or Central Bank but however, disposals were being 

done wily nilly and at whatsoever time the board befit fitting.  

A disturbing issue worth mentioning was the presence of “ghost applicants” in 

most MFIs clientele portfolios. Employees were issuing loans to non-existent people, 

hence defrauding their firms.   

Corrupt tendencies arose from favouritism in accessibility to loans from MFIs. 

At times, it was noted that the same applicants continued to benefit at the expense of 

the masses. It was reported that issuing officers were getting “side-kicks” or personal 

favours from applicants to the extent that some people were given new loans before 

fully repaying their initial debt. 

B. Financial Factors Affecting Operations of MFIs 

The role played by finance in an organisation can be equated to that played blood in 

an animal. Table 3 that follows clearly shows the respondents views with regards to 

financial factors that contributed to the downfall of most MFIs; 
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Table 3: Financial Causal Factors 

Factor Yes (#) No (#) Total (#) 

Weak capital base 53 27 80 

Weak financial management practices 40 40 80 

Weak internal financial controls 55 25 80 

Weak risk management controls 67 13 80 

Weak internal regulatory controls 24 56 80 

Adequate central bank regulation 58 22 80 

Adequate central bank supervision 60 20 80 

Internal board regulation and supervision 40 40 80 

1. Weak Capital Base 

Most of the existing MFIs had no fund base to enable lending to micro 

entrepreneurs who had no collateral security. This has resulted in the few remaining 

MFIs charging exorbitant interest rate charges to try to cushion themselves from this 

high risk. Godfrey Chitambo, the Executive Director of ZAMFI revealed that since 

the introduction of dollarization, MFIs have been facing real challenges, which 

include inadequate capitalisation.  The current liquidity crisis is a real threat at 

macroeconomic level and if the main banking sector catches a cold, then MFIs freeze, 

since they are less prepared to combat the crisis,” said Chitambo [Zimbabwe 

Independent-18/02/2012]. Economic analysts have indicated that MFIs were feeling 

the impact of the current liquidity crisis and were operating on low capital bases, 

impacting on their lending activities to individuals and small-to-medium enterprises 

(SMEs). “Most MFIs are operating on thin capital bases, and unfortunately, lend to 

individuals and SMEs that banks would term high risk and unbankable,” said Brains 

Muchemwa, an economic analyst [Zimbabwe Independent-18/02/2012]. 

2. Weak Financial Management Practices 

There is a strong need for today’s MFIs to improve on their financial management 

practices. Chief amongst them is creditor management, if MFIs are ever going to be 

anything that would last forever. Most of the MFIs interviewed, including 

MTSACCOS showed that loan recovery was a great challenge in their operations. On 
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record MFIs were facing increases in delinquent loans. By this, the researchers mean 

loans that have been written off by the MFIs due to default in payment.  Microfinance 

is more of character based lending, hence lending is based on how the issuing officer 

assesses and knows the borrower. This has proved to be a milestone since most of 

those considered to be of good social standing were also failing to pay back. Because 

of the laxity in management supervision, issuing officers at most times were issuing 

out loans to their relatives and friends even if they had no capacity to repay. At most 

times, such officers go against the regulatory principles of determining loan size and 

issuing out very large loans to their close ones. As a result, it culminated in over-

borrowing by clients and increased chances of defaulting payment. 

The absence of a CRB in Zimbabwe has even exacerbated the rate of default. RBZ 

Governor, Dr Gideon Gono said in his January 2012 Monetary Policy Statement, that 

the microfinance sector in Zimbabwe was currently facing a number of challenges, 

including insufficient funding, inadequate IT infrastructure and absence of a credit 

reference bureau. But the huge demand for credit in the economy presents challenges 

for banks and MFIs to accurately measure and ascertain credit risk profiles given the 

absence of a CRB in Zimbabwe. 

Because of adverse selection in their lending processes, the MFIs sector was 

generally characterised by huge default rates, which impacts on the viability of the 

sector. Most individuals were highly borrowed and the bubble was expected to burst 

owing to the increasing subprime lending. ZAMFI cemented that many people were 

over-borrowed and because of the lack of a CRB, the demand for credit has escalated 

to a phenomenal level, resulting in a high default rate. 

It is therefore of paramount importance that MFIs work on improving their 

collection techniques whilst operating on ethical backgrounds. The RBZ Governor 

recently warned MFIs to desist from unorthodox recollection methods. According to 

subsection 5.73 of the Monetary policy statement of 2012, the Reserve Bank 

continues to receive complaints from microfinance clients regarding unethical and 

undesirable business practices such as inadequate disclosure of business conditions 

and abusive debt collection practices including disposal of pledged collateral without 

following due legal procedures. 
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Subsection 5.76 of the statement clearly indicated that MFIs are sternly warned that 

failure to comply with laws and regulations when conducting microfinance activities 

will lead to the imposition of appropriate supervisory action, including cancellation or 

nonrenewal of licences. 

3. Weak Internal Financial Controls 

According to Horngren [1994] all internal controls are supposed to provide 

reasonable insurance considering authorisation [whether transactions are executed in 

accordance with management’s general or specific intent]. In their argument for 

internal controls, Brigham and Ehrhardt [2002] advocate that managerial 

conservatism or aggressiveness by some managers of organisations enabled some 

firms to boost their profit levels, and go on to realise economic growth and 

development. 

They further argue that growth opportunities for a firm are invested in its 

operating value, which is equal to the value of its asset in place plus its growth 

opportunities. The next mix of assets in place versus growth opportunities have 

implications for the capital structure of a firm and need not be tempered around with 

as this will drive the organisation out of business. However, the above stated 

opportunities can only be enhanced if and only if organisations have effective 

financial control measures in place. 

Internal controls are mechanisms put in place in order to reduce the scope and 

frequency of risk exposures and to maintain financial viabilities of institutions. The 

mechanisms MFIs can put to use include policies and procedures, code of conduct, 

board and senior management oversight, appropriate delegation of authority and 

segregation of conflicting duties. The organisation can also employ external and 

internal audits, design a clear cut organisational succession plan, mandatory leave and 

adequate training as well as adequate rewards and compensation for workers. It’s 

further argued that mandatory forms of leave are important, and the same applies for 

proper documentation, adequate management information systems and maintenance 

of a customers’ compliance diary [for client’s services improvement]. MFIs can also 

implement spot checks and have proper internal audit divisions in place to fortify 

existing financial controls. 
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It is argued that though there were codes of conduct in some MFIs, there were not 

being effectively adhered too for operational modalities. 

4. Regulatory Controls and Supervision 

The research findings revealed that most MFIs had no internal or external auditors 

in place, hence increasing fraud chances. However, the Central Bank was appraised 

for their quarterly visits as a supervisory strategy. 

5. Weak Risk Management Controls  

A performance evaluation framework would enable the Central Bank to assess the 

impact of microfinance activities and facilitate appropriate policy interventions. “The 

Reserve Bank is currently working on an appropriate Performance Evaluation 

Framework to enable evaluation of the impact of microfinance activities and facilitate 

appropriate policy intervention,” said Dr Gono. To this end, implementation of Basel 

II was at an advanced stage and has been implemented with full effect from 1 March 

2012. In addition, due to lack of the presence of the CRB in Zimbabwe, a recent 

phenomenon on the rise was “double dipping” where clients were accessing loans 

from many MFIs at the same time for they cannot tell how much one’s exposure was 

due to poor vetting procedures. Amongst most of the operating MFIs, it was noted 

that their vetting criteria were through analysis of applicant bank statements and pay 

slips for any stop orders. If an applicant has many stop orders, this reduced his/her 

chances of getting a loan. However, there was a pitfall on reliance on these statements 

for vetting purposes since they did not reflect all debt owed by the applicant.  

3.5 Regulation Framework Governing Operations of MFIs in Zimbabwe 

 A regulatory framework includes the laws, regulations, guidelines, rules and 

codes that regulated entities are required to comply with and an institution or structure 

for enforcing compliance.The regulatory structure is therefore an institutional form 

which carries out supervision of the regulated entities. Supervision has broadly been 

defined as a process of enforcing the regulatory framework.  It includes the interaction 

between the regulatory authority and the regulated institutions that enables the 

regulatory authority to: 
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 Monitor the financial soundness of the regulated intermediaries; 

 Proactively identify and respond to emerging trends and problems in 

the industry and at specific institutions;  

 Enforce compliance with regulations;  

 Manage the exit of failed institutions from the financial system with 

the aim of preventing financial system instability and losses to small, 

unsophisticated depositors. 

3.5.1 Tiered Approach to Regulation 
Tiers 

 
Institutions Supervisory Category Supervising Agency 

Tier 1 
Banks and Building 

Societies 

Prudential Supervision Reserve Bank 

Tier 2 Microfinance Banks Prudential Supervision Reserve Bank 

Tier 3 
Savings & Credit Union 

Cooperatives 

Prudential Supervision Discretional Ministry responsible for 

Cooperatives 

Tier 4 Microfinance Institutions Non Prudential Supervision Reserve Bank 

Source: www.rbz.co.zw 

Under this tiered approach to regulation; 

 Prudential regulation should not be imposed on “lending-only” microfinance 

institutions (MFIs) that merely lend out their own capital, or whose only 

borrowing is from foreign commercial or non-commercial sources or from 

prudentially regulated local commercial banks.  

 Depending on practical costs and benefits, prudential supervision in some 

cases may not be necessary for regulation of MFIs that take cash collateral 

(compulsory savings) as part of a loan contract, but do not take other savings 

(especially if the MFI is not lending out these funds).  

 Financial cooperatives—at least large ones—should be prudentially supervised  

 Designers of new regulation for microfinance need to pay much more 

attention than usual to issues of likely effectiveness and cost of supervision. 

  In issuing financial intermediation licences, the government invites public 

reliance and implicitly promises effective measures to mitigate depositor risk.  

 Before issuing licences, a government needs to be clear about the nature of 

such promises and its practical ability to honor them.  
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 Prudential Vs Non Prudential Supervision 

 Prudential 

 Aimed at protecting the financial system. 

 Protect safety of small depositors. 

 More complex, difficult and expensive. 

 Minimum capital requirements, lending limits, corporate governance issues, 

and standard loan documentation.  

 Non-prudential 

 Focus on conduct of business. 

 Applied to non-deposit taking MFIs. 

 Disclosure of effective interest rates. 

Draft Microfinance Bill 

A Draft Microfinance Bill is currently under consideration by the Reserve Bank, the 

Ministry of Finance and other microfinance stakeholders. The Bill once promulgated 

is expected to address some of the problems facing the sector such as tenure of 

licences, consumer protection issues and transparent pricing in line with international 

developments in the microfinance sector. To this end, MFIs are once again urged to 

observe the internationally agreed CCCP for microfinance in conducting their 

microfinance business [MPS 2012]. 

 

4.0 SUMMARY AND CONCLUSIONS 

 Though human factors contributed mostly to the steep reduction in MFIs 

numbers, other factors such as economic factors also played a key role. For 

instance, the economic meltdown and poor financial management practices 

such as lowering of interest rates in order to lure more clients. This has 

resulted in most MFIs “eating out” the little profits they earned and which 

were used to sustain business operations. 

 The rate of policy changes with regards to MFIs regulation was found to be 

constant during the multicurrency era. 

 Most MFIs are highly affected by high default rates due to absence of the CRB 

and no proper vetting strategies, hence a quick need to reintroduce this 

organisation. 



JIARM VOLUME 1           ISSUE 6             (JULY 2013)       ISSN : 2320 – 5083 
 

398 
www.jiarm.com 

 Basel II and King II are not familiar to almost all operating MFIs. The RBZ is 

held responsible for not educating MFIs on the existence of such risk 

management and corporate governance frameworks. 

 The definition of “poor” in defining service provision by MFIs should 

incorporate only salaried people earning below the PDL. 

 The very poor would include the unemployed populace. 

 In addition to provision of small scale loans, MFIs should also look at capacity 

building exercises especially for SMEs and build up on project management 

and entrepreneurial skills. 

 Management Development Programs for Board levels should also be put in place. 

 In order to reduce arrears in MFIs or default rates, MFIs can enhance their 

follow up schemes on debt; quick loan follow - ups are advisable as they send 

a signal to the borrowers on the importance of repayments. 

 In addition, MFIs can institute solidarity group funding, whereby people are 

required to form small manageable groups, say at most ten and guarantee each 

other. This works well in that members supervise each other and pay back 

regularly.  

   In an endeavour to reduce fraud cases, more incentives can be issued to loan officers  

 Due to lack of debt and equity funds for MFIs, government should inject 

capital into these organisations for onward transmission to the very poor. 

 

5.0 SUGGESTIONS FOR FURTHER RESEARCH 

Due to a myriad of factors, the research study was carried out at a small scale (as a 

case study) but chances were very high that if a similar study were to be done in other 

MFIs or similar organizations operations, in larger towns or cities, different results 

could have been produced. Thus the researchers acknowledge some limitations of the 

current study in terms of scope. Therefore the researcher recommends that further 

researches be done where a different research design could be used before 

generalisations of the research findings /results above could be made as far as the 

operations of Zimbabwean MFIs were concerned.  
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