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Executive Summary

The expansion of credit to the masses in the United States during the 20th century was not a
singular event but a multi-decade, ecosystem-wide achievement. It was built upon four
foundational pillars: a socio-economic engine of industrialization and urbanization that
created structural demand for credit; relentless private sector innovation that developed the
tools of lending, from installment plans to credit cards; the construction of an institutional
bedrock of trust, most notably credit reporting bureaus; and catalytic government
intervention that de-risked and standardized the market. This report analyzes this historical
blueprint to understand the persistent low credit adoption in Tanzania, a nation that, 120 years
later, faces a vastly different set of initial conditions but a similar, fundamental challenge:
solving information asymmetry to unlock capital for its citizens.

Tanzania stands at a pivotal juncture, characterized by a paradox of high financial inclusion in
payments—driven by the remarkable success of mobile money—and a persistent credit gap,
particularly for its vast informal economy. While the U.S. model was built on analog
technologies over a century, Tanzania possesses a unigque strategic advantage to leapfrog this
legacy path. The ubiquitous mobile phone and the digital footprint it generates represent a
powerful, untapped resource that can form the basis of a modern, inclusive credit
infrastructure.

This report provides a detailed comparative analysis and presents a four-pronged strategic
roadmap for Tanzania to transition from a mobile payments economy to a credit-enabled one.
The strategy focuses on:

1. Building a 21st-Century Credit Infrastructure: Establishing a regulatory framework to
securely leverage alternative data from mobile network operators and other digital
sources to create a national system of digital financial identity, treating data as the new
collateral.

2. Empowering Local Institutions for the Digital Age: Modernizing the trusted,
community-based network of Savings and Credit Cooperative Societies (SACCOs) with
digital tools and fostering a regulated environment for innovative models like
peer-to-peer (P2P) lending.

3. Adapting the Government's Role as Market-Maker: Creating a "Digital FHA" model—a



government-backed guarantee fund that de-risks lending for private institutions that
adopt approved alternative data underwriting models, thereby catalyzing the market for
credit to MSMEs and underserved households.

4. Strengthening the Regulatory and Educational Framework: Balancing innovation with
robust consumer protection for digital lending to build long-term trust, complemented by
a national financial literacy campaign to empower citizens to use credit wisely.

By adapting the underlying principles of the American experience to its unique digital context,
Tanzania can solve the timeless problem of information asymmetry and unlock the
transformative power of credit to drive sustainable and inclusive economic growth.

Part I: The American Credit Revolution (1900-1970): A
Blueprint for Mass Adoption

Chapter 1: The Socio-Economic Engine: Forging a Nation of
Consumers

The dramatic expansion of credit in the United States in the early 20th century was not a
spontaneous financial phenomenon. It was the direct consequence of a profound
transformation in the nation's economic and social fabric. The Second Industrial Revolution
and the massive wave of urbanization it triggered fundamentally rewired American life,
creating both the structural need and the aspirational demand that made credit an
indispensable part of the modern economy:.’

Industrialization and Urbanization as Catalysts

Between 1880 and 1920, the United States transitioned from a predominantly rural, agrarian
society to an industrial economy centered in large metropolitan cities.” Millions of Americans
left farms for factories, and a concurrent surge in immigration supplied the labor for this new
economic engine.? This shift had a critical consequence for household finance. Life on a farm,
while often precarious, provided a degree of subsistence. In contrast, urban life was built
around the wage. Families became dependent on a regular cash income to pay for housing,
food, and all other necessities.*

This new reality of wage dependency created a structural vulnerability. The slightest
disruption—illness, injury, or a factory layoff—could plunge a household into immediate
financial distress.* Without the buffer of subsistence agriculture, families required a
mechanism to smooth consumption and manage emergencies. This created a powerful,



foundational

need for short-term credit. The early credit market that emerged to meet this need was often
informal and disreputable, dominated by pawnbrokers serving the poorest and small loan
lenders, or "loan sharks," who operated outside restrictive usury laws and lent to
wage-earners against their future pay or household goods.*

The Rise of Mass Production and Aspirational Consumption

While vulnerability created the initial push towards credit, it was the rise of mass production
that created the powerful pull. The early 20th century witnessed a consumer revolution, as
technological advancements made a host of new, desirable goods available to the market.
The most iconic of these was the automobile. The Ford Model T, introduced in 1908 at a price
of $850, was equivalent to over $20,000 in contemporary terms—a sum unattainable for the
average American worker via cash savings.” Similarly, new household appliances like radios,
refrigerators, and furniture became symbols of a modern, improved standard of living.”

This created a new category of demand: aspirational credit. Borrowing was no longer solely
for emergencies but became a tool for upward mobility and achieving a better quality of life.
The social perception of debt began to shift from a sign of destitution to an acceptable, even
celebrated, component of the "American way of life".* This dual-engine of demand—a "push"
from economic precarity and a "pull" from consumer aspiration—dramatically accelerated the
social acceptance and adoption of credit.

Development of National Infrastructure

This burgeoning consumer economy was underpinned by the development of a robust
national infrastructure. The dramatic expansion of the railroad network, which grew by
170,000 miles between 1871 and 1900, connected the country and enabled the efficient
movement of goods.? This was complemented by the telegraph, the telephone, and a national
postal service that, with the introduction of Rural Free Delivery (RFD), reached even remote
households.’

This infrastructure was the critical enabler for a new form of commerce: the mail-order
catalog. Companies like Spiegel House Furnishing and Sears, Roebuck and Co. could now
reach customers across the country.* This broke the confines of local, reputation-based
credit. A retailer in Chicago could now assess and extend credit to a customer hundreds of
miles away, relying on new systems and processes rather than personal familiarity. This
nationalization of the marketplace was a prerequisite for the nationalization of credit.



Chapter 2: Private Sector Innovation: Inventing the Tools of Modern
Credit

The fertile ground of consumer demand was cultivated by a wave of private sector innovations
that created the products and business models of the modern credit industry. Critically, these
innovations were often not driven by a desire to build a financial services empire, but by a
more immediate commercial imperative: to sell more goods. Credit became the ultimate sales
and marketing tool, a competitive advantage that unlocked new markets and propelled
corporate growth.

The Installment Plan Revolution

The concept of paying for goods in small, regular increments was the single most important
innovation in democratizing access to high-value products. Retailers were at the forefront of
this revolution. By 1906, Chicago's Spiegel House Furnishing Company was a leader in
installment selling, boasting the slogan, “We Trust the People—Everywhere,” and using its
mail-order department to spread the gospel of "small, easy payments" nationwide.” Their
success prompted competitors like Sears to follow suit, embedding the installment plan into
the fabric of American retail.*

The model reached its zenith in the automobile industry. Henry Ford, famously averse to debt,
initially offered a layaway plan where customers made weekly payments and could only take
their car home once it was fully paid for.” This approach was quickly outmaneuvered by
General Motors. In 1919, GM established the General Motors Acceptance Corporation (GMAC),
a dedicated subsidiary to provide customers with car loans.® This was a strategic
masterstroke. GM was no longer just selling a car; it was selling an affordable monthly
payment. This vertical integration of financing made the automobile immediately accessible to
the middle class, and GM's sales soared, forcing a reluctant Ford to create its own auto loan
subsidiary in 1928.” The success of GMAC proved that financing was a powerful competitive
weapon, and the model was soon replicated by finance companies financing other durable
goods like radios and refrigerators.”

Professionalizing Personal Lending

The market for cash loans also underwent a crucial transformation. The era of the illegal "loan
shark" gave way to regulated, professional personal finance companies.® A key pioneer was
the Household Finance Corporation (HFC). In 1905, HFC became the first cash lender to offer
monthly installment terms, mirroring the innovation seen in retail.* Just as importantly, HFC



and its founder, Frank Mackey, championed regulatory reform. They advocated for the
Universal Small Loan Law, a model statute that reformed restrictive usury laws to allow for
higher, commercially viable interest rates on small loans in exchange for state regulation and
licensing. This landmark reform legitimized the personal finance industry, providing a safer
and more transparent alternative for borrowers in need of emergency cash.*

Factoring and Business Credit

While consumer credit was exploding, a parallel innovation was occurring in business finance.
Many small businesses had significant assets tied up in accounts receivable—payments due
from their customers—but traditional banks refused to recognize these as collateral for
loans.'® This created a void that was filled by a new type of lender known as a "factor." These
firms would lend money to small businesses using their receivables as security. Factors not
only provided crucial liquidity but also often took over the risk of nonpayment and managed
collections.’ This service was particularly vital for the capital-intensive automobile industry
and allowed smaller firms to manage cash flow and compete with larger, better-capitalized
corporations.

The Dawn of the Credit Card

The final major innovation of this period was the shift from single-purpose installment credit
to general-purpose, open-ended credit. This began after World War Il with the creation of the
Diners Club card in 1950, initially for travel and entertainment expenses, with the balance due
in full each month.” The first bank credit card was introduced by Franklin National Bank in
1951, and the concept quickly spread.” The true revolution, however, came in 1958 when most
issuers began allowing revolving credit. This meant that for the first time, consumers did not
have to pay their balance in full each month, but could carry a balance forward, paying
interest on the outstanding amount. This invention marked the birth of the modern credit card
and a new era of consumer finance.’

Chapter 3: Building the Institutional Bedrock: Creating an Ecosystem
of Trust

The expansion of credit from local, relationship-based transactions to a national, impersonal
market was only possible because of the development of a new institutional infrastructure.
This infrastructure was designed to solve the fundamental problem of lending: information
asymmetry. A lender needs to be able to assess the likelihood that a borrower, often a
complete stranger, will repay their debt. The United States solved this problem through the



slow, century-long, analog development of institutions that created a standardized, trusted
language of risk.

The Birth of Credit Reporting

The origins of credit reporting lie in the 19th century, as growing cities and a more transient
population made it impossible for retailers to rely on personal familiarity when extending
credit.” To address this, local merchants began to band together in "protective associations"
to share information about their customers' payment habits.” These informal networks, which
often kept records in handwritten ledgers, were the precursors to modern credit bureaus.”

The first formal credit reporting agencies emerged shortly after the Civil War. In 1899, an
Atlanta-based grocer named Cator Woolford founded the Retail Credit Company, which would
eventually become Equifax, one of the three major national credit bureaus today.” These early
bureaus collected a wide range of information. In addition to tracking whether debts were
paid on time, they scoured local newspapers for notices of arrests, promotions, and
marriages, and often included unverified, "gossipy" information and rumors about consumers'
personal lives.”

From Gossip to Data: The Professionalization of Credit Reporting

The industry remained fragmented and unregulated for decades. It was the convergence of
technology and regulation in the mid-20th century that professionalized credit reporting. The
advent of computers and databases allowed for the efficient processing, organization, and
sharing of vast amounts of credit data, leading to the consolidation of small, local bureaus into
a handful of large, national players like TransUnion and TRW (now Experian)."™

This consolidation was accompanied by a landmark piece of legislation: the Fair Credit
Reporting Act (FCRA) of 1970." Spurred by congressional inquiries into the industry's invasive
and often inaccurate practices, the FCRA established a national framework for fair information
practices. It gave consumers the right to view, dispute, and correct their records; it limited
who could access a credit report and for what purposes; and it effectively forced the industry
to stop reporting subjective hearsay and focus on verifiable, credit-related information.’ The
FCRA was instrumental in institutionalizing the concept of a formal, portable credit
"reputation,” transforming the credit report from a secret file into a recognized financial
asset."

The Rise of Community Finance: Credit Unions



While for-profit companies were building the credit reporting system, a parallel, not-for-profit
movement was creating an alternative source of credit for working-class Americans. The
credit union movement was brought to North America in 1901, and the first U.S. credit union,
St. Mary's Cooperative Credit Association, was established in New Hampshire in 1909.

Championed by figures like department store magnate Edward A. Filene and attorney Roy F.
Bergengren, the credit union model was based on a simple premise: a member-owned
cooperative where individuals with a "common bond" (such as a shared workplace or
community) could pool their savings and provide affordable loans to one another.” This model
fostered a culture of thrift and provided a crucial alternative to high-cost personal finance
companies. The movement gained significant momentum with the passage of the Federal
Credit Union Act in 1934 during the Great Depression. Signed into law by President Franklin D.
Roosevelt, this act created a system for chartering federal credit unions, providing a "blanket
insurance policy" that legitimized and scaled the movement nationwide.® By 1952, there were
nearly 6,000 federal credit unions serving over 2.8 million members, forming a vital part of the
nation's financial ecosystem.'

Chapter 4: The Government as Catalyst: De-Risking and Standardizing
the Market

While private innovation created the products and institutions of the credit market, the U.S.
government played an indispensable role as a catalyst, particularly in the wake of the Great
Depression. The financial collapse of the 1930s exposed the inherent instability of the existing
system and prompted a wave of federal interventions that did not replace the private market,
but rather created the rules, standards, and safety nets that allowed it to operate at an
unprecedented scale.'®

The Federal Housing Administration (FHA): A Paradigm Shift

Perhaps the single most impactful government intervention in the history of American credit
was the creation of the Federal Housing Administration (FHA) through the National Housing
Act of 1934."" Prior to the FHA, mortgage lending was a risky, short-term affair. Mortgages
typically lasted only three to five years and required a large down payment, with a large
"balloon" payment of the principal due at the end of the term.” This structure made
homeownership inaccessible to most and was a major contributor to the wave of foreclosures
during the Depression.

The FHA fundamentally remade the housing market. It did not lend money directly. Instead, it
insured private lenders against the risk of borrower default on mortgages that met a specific



set of criteria."” This government backstop dramatically reduced the risk for banks and other
lenders, making them far more willing to extend mortgage credit.

Crucially, in exchange for this insurance, the FHA institutionalized a new type of mortgage: the
long-term (initially 20, later 30-year), fully amortizing, low-down-payment loan.® This product
standardization was revolutionary. It made monthly payments predictable and affordable, and
it eliminated the risk of the balloon payment. The 30-year fixed-rate mortgage became the
bedrock of American home finance, a direct result of this government-led initiative.

Creating a Secondary Market and Expanding Access

The government's role did not end with insurance. In 1938, the Federal National Mortgage
Association (Fannie Mae) was created to establish a secondary market for mortgages.’ This
allowed lenders who originated FHA-insured loans to sell them to Fannie Mae, which freed up
their capital to make new loans. This created a virtuous cycle of liquidity that provided the fuel
for the massive post-World War Il housing boom and the rise of American suburbs.®

The FHA system also played a critical role in expanding access to credit for underserved
populations. With lower down payment requirements and more flexible underwriting
standards related to credit history, FHA-insured loans became a primary vehicle for first-time
homebuyers, low- and moderate-income families, and minority households to achieve
homeownership."” The FHA often played a countercyclical role, continuing to insure mortgages
and provide liquidity during economic downturns when private credit markets tightened."
While the early history of the FHA was marred by discriminatory "redlining" practices that
denied insurance in minority neighborhoods, the passage of later fair lending laws like the Fair
Housing Act (FHA) and the Equal Credit Opportunity Act (ECOA) sought to rectify these
injustices and prohibit discrimination in credit transactions.”

The government's approach with the FHA provides a powerful lesson: its most effective role
was not as a direct lender, but as a market-maker and de-risker. By standardizing the credit
product and insuring the risk, it created the conditions for the private market to flourish at a
scale and level of safety it could never have achieved on its own.

Part ll: Tanzania's Financial Landscape: A Tale of
Duality



Chapter 5: The Paradox of Financial Inclusion

Tanzania's recent progress in financial inclusion presents a compelling yet complex picture.
On the surface, the metrics are impressive. The Tanzania Financial Inclusion Index (TanFiX), a
measure of the country's progress toward an ideal state of financial inclusion, rose from 0.69
in 2023 to 0.81in 2024.” Reports indicate that 70% of adults now have access to financial
services, a monumental leap from just 16% in 2009.%° This success, however, masks a
fundamental duality: Tanzania has achieved remarkable breadth in financial access, but lacks
the depth required for transformative economic impact.

The Mobile Money Engine

The engine behind these impressive statistics is unequivocally mobile money. With 60.75
million active mobile money accounts and a sprawling network of 1.48 million agents as of
2024, mobile financial services have become the primary interface with the formal financial
system for the majority of Tanzanians.?' This infrastructure, led by platforms like M-Pesa, Tigo
Pesa, and Airtel Money, has far outstripped the reach of traditional banks, whose agents still
constitute a tiny fraction of the total financial access points.”' The growth has been explosive,
with the number of mobile money accounts more than doubling since 2019.* Mobile money
has become foundational to financial inclusion not just in Tanzania, but across Sub-Saharan
Africa, providing a low-cost, accessible channel for payments, transfers, and savings.”

The Credit Gap

While Tanzania has successfully solved the "first mile" problem of getting its citizens into the
financial system, it is struggling with the "last mile" challenge of leveraging that access to
provide meaningful, wealth-creating services like credit. The contrast between transactional
inclusion and credit inclusion is stark. While digital loans are a growing segment—the number
of digital loan accounts doubled to 193.33 million in 2024—the scale remains modest. The
total value of these loans reached TZS 226.7 billion (approximately $87 million USD), indicating
that these are predominantly very small, short-term microloans.”

This reveals the core paradox: Tanzanians are financially included when it comes to payments
and transfers, but largely excluded when it comes to formal credit that can be used for
significant investments in businesses, housing, or education. The current financial system is
wide, reaching a majority of the population, but it is also shallow, with usage concentrated on
basic transactions. The critical policy challenge for Tanzania is to build upon its successful
mobile payments infrastructure to create a true credit market. The existing infrastructure is a
powerful but underutilized asset; the focus must now shift from expanding access to



deepening the quality and variety of services offered.

Chapter 6: The Dominance of the Informal Economy

To understand the barriers to credit in Tanzania, one must first understand the nature of its
economy. Unlike the rapidly formalizing, wage-based economy of the early 20th-century
United States, Tanzania's economy is dominated by the informal sector. In 2023, the informal
economy accounted for an estimated 45% of the nation's GDP and employed a staggering
76% of the non-agricultural labor force.?” This is not a fringe element of the economy; for the
majority of the population, it

is the economy.

Impact on Formalization and the Vicious Cycle of Exclusion

The prevalence of informality creates a fundamental mismatch with the operating model of
the formal financial sector. Traditional banks are designed to assess risk using formal data:
business registration certificates, tax returns, audited financial statements, and formal
property titles for collateral.” The vast majority of Tanzanian micro, small, and medium
enterprises (MSMEs) possess none of these. They operate without formal records, making
them appear opaque, unvetted, and inherently high-risk to a conventional lender.?®

This creates a vicious cycle that traps millions in low-productivity, survivalist enterprises.
Because informal businesses cannot access formal credit, they are unable to make the
investments in equipment, inventory, or premises needed to grow and increase their
productivity. This lack of growth prevents them from formalizing, which in turn perpetuates
their lack of access to credit.?” This dynamic is a significant constraint on Tanzania's overall
economic growth and structural transformation.

Broader Socio-Economic Context

The dominance of the informal sector has broader consequences that compound the credit
challenge. It results in a narrow tax base and low government revenues, which limits public
investment in the very infrastructure—such as rural roads, electricity, and water—that would
help informal businesses become more productive.?’ This contrasts sharply with the
socio-economic conditions of the early 1900s United States, which, despite its own
inequalities, was characterized by a rapidly formalizing wage-based economy and significant
public and private investment in national infrastructure.? Any successful credit strategy for
Tanzania cannot be premised on forcing mass formalization overnight. Such an approach



would fail to recognize the reality on the ground. Instead, the strategic imperative must be to
develop new methods and "lenses" that can accurately see, measure, and underwrite the
legitimate economic activity that is already occurring

within the informal sector.

Chapter 7: The Pillars of Local Finance: Savings and Credit
Cooperative Societies (SACCOs)

Within Tanzania's financial landscape, Savings and Credit Cooperative Societies (SACCOs)
represent a vital, community-based pillar of finance. As member-owned and
democratically-governed microfinance institutions, they play a crucial role in providing
essential savings and credit services, particularly to low-income and rural populations who
are often overlooked by the formal banking sector.*

Role, Function, and Scale

SACCOs operate on the principle of a "common bond," uniting members from the same
community, workplace, or association. This shared identity is their core strength. It allows
them to mitigate risk not through physical collateral, but through social collateral—trust, peer
pressure, and deep local knowledge of a member's character and repayment capacity.® This
model effectively solves the information asymmetry problem at a local, analog level.

The scale of the SACCO sector underscores its importance. As of 2022, there were 2,034
registered SACCOs in Tanzania, with a collective membership of 1.8 million people. They held
TZS 1.22 trillion (approx. $470 million USD) in assets and had TZS 1.05 trillion (approx. $405
million USD) in outstanding loans to members.*® These figures, based only on licensed
SACCOs, demonstrate that they are a significant source of capital for education, business,
and agriculture across the country.®

Challenges and Limitations

Despite their importance, the potential of SACCOs is severely constrained by significant
operational and technological challenges. Many are hampered by poor management, often
led by committees resistant to change and lacking professional financial expertise.*” This can
lead to mismanagement of funds and operational inefficiencies that result in delayed services
for members.®

The most critical limitation, however, is a profound lack of digitalization. A 2022 report from



the Tanzania Cooperative Development Commission (TCDC) revealed that only 208 SACCOs
were using any form of Information and Communication Technology (ICT) system.*® The vast
majority still rely on manual, paper-based processes. This technological gap prevents them
from improving their products, scaling their operations, managing data effectively, and
connecting to the broader national financial infrastructure. Governed by the Cooperative
Societies Act and classified as Tier 3 institutions under the 2018 Microfinance Act, SACCOs
are part of the regulated financial system but are operating with 20th-century tools in a

21st-century economy.® They represent a powerful, existing, and trusted "social
infrastructure" for finance that is performing far below its potential.

Chapter 8: Identifying the Core Barriers to Credit

The low adoption of formal credit in Tanzania is not the result of a single failure but a complex
interplay of systemic barriers that exist on both the supply (lender) and demand (borrower)
sides of the market. These obstacles are not merely financial; they are deeply rooted in gaps
in information, education, and trust, creating a formidable challenge to inclusive growth.

Supply-Side Barriers (Lender-focused)

1.

Stringent Collateral Requirements: This is consistently identified as the single greatest
obstacle. Formal banks, lacking reliable data to assess the creditworthiness of most
applicants, default to demanding physical collateral, typically in the form of a legal title to
property.”® The vast majority of low-income citizens and informal MSMEs lack such
assets, immediately excluding them from consideration.

2. High Interest Rates and Fees: Even when formal credit is accessible, its cost can be
prohibitive. Lenders price in the high perceived risk of lending to the informal sector,
leading to interest rates that can strain the cash flow of a small business and discourage
borrowing altogether.?®

3. Data Scarcity and Traditional Risk Assessment: The formal financial system is built on

a foundation of formal data. The absence of credit histories, formal business records,
and verifiable income statements for most of the population means that from a bank's
perspective, these potential borrowers are "invisible" or "unscorable".?® This data vacuum
forces a risk-averse posture and a reliance on the blunt instrument of collateral.

Demand-Side Barriers (Borrower-focused)

1.

Limited Financial Literacy: A widespread lack of understanding of financial products is
a major barrier. Many potential borrowers do not fully comprehend concepts like interest
rate calculations, repayment obligations, or the long-term consequences of default.?’



This knowledge gap fosters a "fear of debt," leading many to self-exclude from the
formal credit market, even when they might qualify.?®

2. Mistrust of Formal Institutions: There is a pervasive lack of trust in banks among
low-income Tanzanians. This stems from a combination of factors, including the
perceived complexity of application processes, poor customer service, a history of
financial exclusion, and skepticism about the fairness of loan terms and hidden fees.”’
Past negative experiences or reports of unethical practices can push borrowers towards
informal sources that, while more expensive, are often seen as more accessible and
transparent.”’

3. Geographic and Infrastructure Gaps: Despite the success of mobile money, significant
rural-urban disparities persist in access to physical financial service points and reliable
digital infrastructure.” For those in remote areas, the time and cost required to travel to a
bank branch can be a significant deterrent.

These barriers are interconnected. A bank demands collateral because it lacks data. A
borrower fears a bank loan because they lack financial literacy. A borrower prefers an informal
moneylender because the process is built on a trusted relationship. Therefore, a purely
product-based solution is destined to fail. An effective strategy must be an ecosystem
approach that addresses the challenges of data, education, and trust simultaneously.

Part Ill: A Comparative Analysis: Bridging a 120-Year
Gap

Chapter 9: Contrasting Foundations

A direct comparison between the United States at the turn of the 20th century and
present-day Tanzania reveals profoundly different starting points for their respective credit
revolutions. While the underlying challenge of extending financial trust to the masses is
timeless, the socio-economic, institutional, and technological contexts are worlds apart.
Understanding these foundational differences is crucial to adapting, rather than simply
replicating, the lessons from the American experience.

The U.S. in the early 1900s was a nation in the throes of a mature industrial revolution. It was
characterized by rapid urbanization fueled by both internal migration and massive
international immigration, creating a large and growing class of formal wage-earners.' Its GDP
per capita, even then, was significantly higher than that of many developing nations a century
later.®' Tanzania, by contrast, is a lower-middle-income country that graduated from
low-income status only in 2020.%° Its economy remains predominantly agrarian and informal,
and while it is urbanizing at one of the fastest rates in the world, this growth is often
unplanned and disconnected from a commensurate industrial expansion.?’



Institutionally, the U.S. of 1900 was building upon a century of established legal frameworks
for property rights and commerce, and a federal political system that, despite its flaws, was
capable of enacting sweeping national reforms like the New Deal.** Tanzania's modern
institutional framework is much younger, shaped by a colonial legacy that often undermined
indigenous economic structures and a post-independence period of Ujamaa socialism.** The

country is still in the process of building institutional capacity and strengthening

governance.*’

The most significant divergence, however, lies in technology. The American credit revolution
was an analog achievement, built on paper ledgers, mail, the telegraph, and eventually,
mainframe computers.” It was a slow, capital-intensive process. Tanzania's revolution,
conversely, can be built on the digital rails of mobile phones, cloud computing, and artificial
intelligence. This technological chasm represents Tanzania's single greatest strategic
advantage: the opportunity to leapfrog the entire analog era of credit infrastructure

development.

Indicator

United States (c. 1910)

Tanzania (c. 2024)

Economic Status

Leading Industrial Power
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Country

GDP per Capita (PPP)
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European settlement areas)
31

~$2,668 (2023) *
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~46% (1910) ?

~38% (2024, rapidly
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GDP) #/

Informal Economy (% of
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~45% %'

Key Infrastructure

National Railroad Network
(240,000+ miles) ®

Mobile Phone Penetration
(86.8M subscriptions) %

Primary Credit Barrier

Lack of standardized risk
information for transient

Lack of physical collateral
and formal financial data %’
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Chapter 10: The Information Asymmetry Problem, Then and Now

At its core, the challenge of building a mass credit market is the challenge of solving the
information asymmetry problem: how can a lender trust a borrower they do not know? The
United States and Tanzania have approached this problem in fundamentally different ways,
dictated by the technologies of their respective eras.

The Analog Solution (USA)

The U.S. solved this problem through a painstaking, century-long evolution of analog systems.
It began with informal, word-of-mouth reputation within small communities.” As cities grew,
this gave way to more organized systems: local merchants sharing handwritten ledgers of
good and bad payers." This evolved into for-profit credit bureaus that employed investigators
to compile detailed dossiers on individuals, which included both financial data and subjective
character assessments."” Finally, with the advent of computers and the legal framework of the
FCRA, this process was standardized and scaled into a national system of credit reporting.
The credit report and the FICO score became the ultimate proxy for reputation—a single,
trusted number that could be transmitted instantly and understood by any lender in the
country." This was a capital-intensive, decades-long process of creating a trusted language
for risk.

The Digital Opportunity (Tanzania)

Tanzania has the opportunity to bypass this entire analog stage. The ubiquitous mobile phone
in the hands of its citizens is not just a communication device; it is a real-time data generator.
Every mobile money transaction, airtime purchase, bill payment, and even call pattern creates
a digital footprint.>® This "alternative data" provides a rich, dynamic, and highly predictive
proxy for an individual's financial behavior, stability, and social network.

FinTech innovators globally, such as Tala and Branch, have already proven that machine
learning algorithms can analyze this smartphone-based data to accurately assess the
creditworthiness of individuals who have no formal credit history, often in a matter of
seconds.’ This represents a paradigm shift. Instead of spending decades building a
centralized, backward-looking database of past credit events, Tanzania can leverage a
decentralized, real-time stream of behavioral data to predict future repayment probability.
This is the essence of the leapfrog opportunity: solving the age-old problem of trust with



21st-century tools.

Aspect Evolution of
Credit Risk
Assessment
Mechanisms
Era Pre-1900 1900-1970 Post-1970 21st Century
(USA) (USA) (USA) (Tanzania
Opportunity)
Primary Data Personal Merchant Centralized Digital
Source Reputation Ledgers, Credit Files Footprints /
Investigative Alternative
Dossiers Data
Assessment Word-of-Mout Manual Review | Statistical Machine
Method h Scoring (FICO) Learning / Al
Algorithms
Key Local Credit Bureaus | FICO, Major FinTechs,
Institutions Shopkeepers, (Equifax, etc.) Banks MNOs,
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Chapter 11: Building a 21st-Century Credit Infrastructure: From Data




to Identity

The cornerstone of a modern credit market in Tanzania must be a new infrastructure built not
on land titles and physical assets, but on data. The most valuable untapped resource for
expanding credit in Tanzania is the vast trove of digital transaction data generated by its
citizens. Unlocking this data in a secure, privacy-preserving manner is the single most
important step toward solving the credit gap.

Mandating Alternative Data Inclusion

The Bank of Tanzania (BoT), in collaboration with the Tanzania Communications Regulatory
Authority (TCRA), should spearhead the development of a regulatory framework that
facilitates the use of alternative data in credit assessments. This framework must establish
secure, standardized, and consent-based data-sharing protocols between data
holders—primarily Mobile Network Operators (MNOs) and utility companies—and licensed
lenders and credit bureaus.”” The goal is not to create an open data free-for-all, but a
structured "give-to-get" system where lenders who contribute their data can access a richer,
more comprehensive credit picture of potential borrowers.' This would allow a lender to see
not just a person's formal credit history (if any), but also their mobile money transaction
frequency, average balance, airtime top-up habits, and utility payment history—all powerful
predictors of financial responsibility.>?

Leveraging FinTech Innovation as a Model

The viability of this approach has been proven globally and regionally. In neighboring Kenya,
M-Shwari, a partnership between MNO Safaricom and the Commercial Bank of Africa (CBA),
leveraged M-PESA usage data to offer instant micro-loans to millions, demonstrating the
power of a bank-MNO collaboration.*® Global FinTech companies like Tala and Branch, which
are active in several emerging markets, have built their entire business models on using
smartphone data and machine learning algorithms to underwrite the unbanked, achieving
high repayment rates while expanding access.”® These successful models provide a clear
blueprint for Tanzanian institutions. The BoT's FinTech Regulatory Sandbox, established in
2023, is the ideal environment to test and refine these innovative underwriting models in a
controlled manner before a full-scale market rollout.®?

Creating a National Digital Financial Identity

The ultimate objective of this data infrastructure is to create a portable, trusted, and
comprehensive digital financial identity for every Tanzanian. This identity, built from both



traditional and alternative data sources, would serve as the modern equivalent of the
American credit report. It would be a form of "digital collateral," allowing an individual to prove
their creditworthiness to any lender in the country without needing a physical asset. This
would fundamentally break the primary barrier to credit access, unlocking financial
opportunities for millions of individuals and informal businesses currently excluded from the
system.

Chapter 12: Empowering Local Institutions for the Digital Age

While building a new digital infrastructure is paramount, it would be a strategic error to ignore
the existing, trusted financial networks that already serve millions of Tanzanians. Instead of
attempting to replace institutions like SACCOs, the strategy should be to empower them with
21st-century tools, integrating them into the new digital ecosystem.

Digitizing the SACCO Network

A national initiative should be launched to accelerate the digital transformation of Tanzania's
2,000+ SACCOs. This program could involve providing technical assistance, training, and
subsidized access to affordable, cloud-based core banking software.* Digitalization would
solve many of the sector's most pressing challenges: it would automate loan and savings
management, improve data accuracy and reporting, reduce operational costs, and enable
faster service delivery to members.*® A digitized SACCO could connect to the Tanzania Instant
Payment System (TIPS), allowing members to make deposits and loan repayments seamlessly
via their mobile money accounts.?' This would transform SACCOs from fragmented, analog
institutions into a powerful, federated network of digitally-enabled community banks.

Fostering Regulated Peer-to-Peer (P2P) Lending

The principle of community finance that underpins SACCOs can also be applied at a digital
scale through Peer-to-Peer (P2P) lending platforms. These platforms connect individual
Tanzanian savers and investors directly with borrowers, disintermediating traditional banks
and potentially offering lower rates for borrowers and higher returns for lenders.®® The
success of such platforms in other African markets, like South Africa and Kenya, demonstrates
their potential.®’

However, the growth of P2P lending must be carefully managed. The BoT should develop a
clear and specific regulatory framework for P2P platforms, likely under the existing
Microfinance or National Payment System Acts.®’ This framework must ensure robust
consumer protection, require transparent credit assessment models, manage default risk



through mechanisms like provision funds, and enforce strict Anti-Money Laundering (AML)
and Know Your Customer (KYC) compliance.®’ A well-regulated P2P market could tap into a
significant pool of domestic capital, providing a new and vital source of funding for individuals
and MSMEs. Models like Kenya's PesaZetu, which combines crowdfunding with multi-source
data for risk profiling (including M-PESA data, government databases, and credit bureau
information), offer a sophisticated blueprint for what is possible.®®

Chapter 13: A "Digital FHA" for Tanzania?: The Government as
Market-Maker

The most powerful lesson from the American credit revolution is the role of the government
not as a direct lender, but as a catalyst that de-risks the market to unlock private capital. This
principle is timeless and can be adapted to Tanzania's 21st-century context. The creation of a
"Digital FHA"—a government-backed loan guarantee fund—could be a game-changing
intervention to accelerate the adoption of innovative lending practices.

Adapting the FHA Model for a Digital Age

This entity, structured as a public-private partnership (PPP) to ensure efficiency and market
alignment, would not issue loans directly. Instead, it would offer partial credit guarantees to
private lenders—including commercial banks, modernized SACCOs, and licensed
FinTechs—on qualifying loans made to targeted, underserved segments."” For example, the
fund could guarantee 50% of the principal on a loan to a first-time homebuyer or an MSME in
a priority sector like agriculture or light manufacturing.

The key innovation would be in the definition of a "qualifying loan." To be eligible for the
guarantee, a loan would not need to be secured by traditional physical collateral. Instead, it
could be underwritten using a lender's BoT-approved alternative data credit scoring model.
This would create a powerful incentive for incumbent banks, which are often risk-averse, to
adopt and trust these new underwriting technologies. The government guarantee would
effectively lower the cost of innovation for them, changing their risk calculation and
encouraging them to lend to customer segments they previously ignored.

Targeted Impact and Market Creation

The guarantee fund should be strategically focused on national development priorities. A
major focus could be on affordable housing, directly mirroring the FHA's historic impact on
homeownership in the U.S.."” By guaranteeing digitally-underwritten micro-mortgages or
home improvement loans, the fund could help address Tanzania's significant housing deficit.



Another focus would be on providing working capital and asset financing to MSMEs in the
informal sector.

This approach allows the government to act as a true catalyst. By using a relatively small
amount of public funds to capitalize the guarantee pool, it can unlock a much larger multiple
of private sector lending. It does not compete with the private market; it “creates” a new,
viable market for credit to the informal sector by reducing the perceived risk to a manageable
level. This is the most efficient and scalable role the government can play in driving credit
adoption.

Chapter 14: The Regulatory Tightrope: Fostering Innovation While
Protecting Consumers

The rapid expansion of digital credit, while holding immense promise, also carries significant
risks. A surge in easy-to-access credit, without the necessary guardrails, can lead to
over-indebtedness, predatory practices, and a subsequent collapse in consumer trust that
could set back financial inclusion for years. Therefore, fostering innovation must be balanced
with the implementation of a robust framework for consumer protection and financial
education. Regulation and education are not inhibitors of growth; they are essential
prerequisites for sustainable and inclusive growth.

Evolving the Regulatory Framework

Tanzania has already made important strides in creating a modern regulatory environment
with the Microfinance Act (2018) and the establishment of a FinTech Regulatory Sandbox.*®
This framework must continue to evolve to be agile enough to accommodate new business
models like P2P lending and digital-only lenders, while ensuring all players operate on a level
playing field. The recent move toward a guided self-regulation model for Tier Il microfinance
providers, in partnership with associations like TAMFI and TAMIU, is a positive step that can
enhance oversight and enforcement of ethical standards."

Strengthening Consumer Protection for Digital Lending

The BoT's issuance of the "Guidance Note on Digital Lenders" in August 2024 is a critical and
timely intervention that directly addresses the emerging risks in the market.” The
enforcement of this guidance must be a top priority. Key pillars of consumer protection
include:

e Transparency and Fair Pricing: Lenders must be required to provide clear, simple, and



upfront disclosure of all costs associated with a loan. This includes not just the interest
rate but all fees, charges, and penalties. The BoT's 2025 amendments to the Financial
Consumer Protection Regulations, which mandate the use of the reducing balance
method for interest calculation, are an important step toward standardization and
fairness.”

e Data Privacy and Security: The Personal Data Protection Act of 2022 must be strictly
enforced. Abusive practices such as accessing a borrower's phone contacts, call logs, or
photos for debt collection purposes—a common complaint in other markets—must be
explicitly prohibited and heavily penalized.”

e Ethical Debt Collection: The regulatory framework must outlaw predatory and harassing
debt collection tactics. The use of threats, violence, profane language, or public
"shaming" is unacceptable and erodes trust in the entire financial system.™

e Effective Redress Mechanisms: Consumers must have access to a clear, efficient, and
responsive process for lodging complaints and resolving disputes, with the BoT serving
as the ultimate arbiter with the power to enforce its decisions.’

National Financial Literacy Campaigns

Regulation alone is insufficient. It must be paired with a large-scale, sustained national
campaign to improve financial literacy. This campaign, a partnership between the
government, financial service providers, MNOs, schools, and civil society organizations,
should move beyond basic concepts and focus on the practical skills needed to navigate the
digital credit landscape. Topics should include understanding compound interest, the risks of
over-indebtedness, how to compare loan products, and knowing one's rights as a consumer.”’
Delivering this education through accessible channels, such as SMS, mobile apps, and
community radio, will be essential to reaching the entire population.

Conclusion: From Mobile Money to a Credit-Enabled
Economy

The journey of the United States toward mass credit adoption in the 20th century offers a
powerful, albeit contextually different, blueprint. It demonstrates that widespread credit is not
merely a financial product but the outcome of a complex, evolving ecosystem. It requires the
pull of economic demand, the push of private sector innovation, the foundational trust of
institutional infrastructure, and the catalytic hand of a government willing to act as a
market-maker.

Tanzania today is uniquely positioned to embark on its own credit revolution, one that can
unfold in a fraction of the time it took in the U.S. The nation has already built the digital rails of



a 21st-century financial system with its world-class mobile money network. This infrastructure

is the strategic asset that can enable Tanzania to leapfrog the slow, analog path of the past.
The challenge now is to build upon this foundation—to move from a system that excels at
payments to one that excels at creating economic opportunity through credit.

This will require a concerted, collaborative effort guided by a clear strategic vision. The
roadmap outlined in this report provides a pathway, built on four integrated pillars: building a
modern credit infrastructure founded on digital identity; empowering trusted local institutions
with new technology; deploying government capital strategically to de-risk innovation; and
wrapping the entire system in a robust framework of consumer protection and education.

By embracing this strategy, Tanzania can transform its vast informal economy into a dynamic
engine of growth, empower its citizens with the capital they need to build businesses and
improve their lives, and realize its full potential as a leader in digital finance in Africa. The

transition from a mobile money economy to a truly credit-enabled economy is the critical next
step in Tanzania's development journey.
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