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Abstract

Financial technology (FinTech) is disrupting microfinance services for low-
income groups. However, existing regulations remain anchored to traditional in-person
models, lacking updated digital provisions. Doctrinal analysis reveals major gaps in
current microfinance rules regarding oversight of emerging FinTech activities. While
some jurisdictions have introduced initial digital regulations, comprehensive regimes
remain scarce globally. Absence of bespoke rules calibrated to the nature and risks of
FinTech microfinance has adverse consequences, hampering responsible innovation.
Lack of tailored regulations enables predatory lending, heightens cyber risks, allows
unfair consumer treatment, and creates regulatory arbitrage. This study argues
regulators urgently need to develop customized legal frameworks attuned to the
FinTech microfinance sphere to realize its potential while safeguarding consumers and
fairness. Targeted rules on areas like security, transparency and consumer rights are
vital to balance innovation and integrity as microfinance digitizes. Further research
can build optimal regulatory models adapted to diverse country and sectoral contexts.

Keywords: FinTech, Microfinance, Digital Financial Services, Regulation, Consumer
Protection, Algorithmic Lending

Annotatsiya

Moliyaviy texnologiyalar (FinTech) past daromadli guruhlar uchun
mikromoliyaniy xizmatlarni o'zgartirmoqgda. Birog, mavjud goidalar an'anaviy shaxsiy
modellariga asoslangan bo'lib qolib, yangilangan ragamli qoidalarni o'z ichiga
olmaydi. Doktrinaga asoslangan tahlil ko'rsatishicha, hozirgi mikromoliyaniy
goidalarda rivojlanayotgan FinTech faoliyatlarini nazorat qgilishda katta bo'shliglar
mavjud. Ba'zi mamlakatlar dastlabki ragamli qoidalarni joriy gilgan bo'lsa-da, dunyo
bo'ylab keng gamrovli tartiblar kamyob. FinTech mikromoliyaniy xususiyati va
xavflariga moslashtirilgan maxsus goidalarning yo'qligi salbiy ogibatlarga olib keladi,
mas'uliyatli innovatsiyalarni to'xtatib qo'yadi. Moslashtiriilgan qoidalarning yo'gligi
vositachilik garzlarini, kiber xavflarni oshiradi, iste'molchilarga nisbatan adolatsiz
munosabatni Kkeltirib chigaradi va tartibga solish arbitrajini yaratadi. Ushbu tadgiqot
shuni ta'kidlaydiki, tartibga soluvchi organlar FinTech mikromoliyaniy sohasiga
moslashtirilgan maxsus huquqiy asoslarni ishlab chigishlari zarur, bu esa uning
imkoniyatlarini ro'yobga chiqgarish bilan birga iste'molchilarnii va adolatni himoya
giladi. Xavfsizlik, shaffoflik va iste'molchilar huquglari kabi sohalardagi magsadli
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goidalar mikromoliyaniy ragamlashtirilgani sayin innovatsiya va yaxlitlik o'rtasidagi

muvozanatni ta'minlash uchun muhimdir. Keyingi tadgiqgotlar turli mamlakatlar va sektorlar
kontekstiga moslashtirilgan optimal tartibga solish modellarini ishlab chigishi mumkin.

Kalit so'zlar: FinTech, Mikromoliyaniy, Ragamli Moliyaviy Xizmatlar, Tartibga
Solish, Iste'molchilarni Himoya Qilish, Algoritmik Kreditlash

I. Introduction

The emergence of financial technology (FinTech) is profoundly transforming
the landscape of financial services, with digital innovations disrupting longstanding
business models and regulatory approaches across the sector. One area experiencing
rapid digitization is microfinance. The provision of loans, savings, payments,
insurance and other essential financial services to low-income populations, micro-
enterprises and small businesses who lack access to mainstream commercial banking.’
Global investment in FinTech microfinance ventures has surged from $200 million in
2013 to over $2 billion in 2018 (EY, 2019). New technologies like big data analytics,
artificial intelligence/machine learning, blockchain, smartphone apps and alternative
credit scoring models are being applied to microfinance activities such as customer
acquisition, credit risk assessment, loan underwriting, payments and collections
(CGAP, 2020). While FinTech microfinance holds significant potential for driving
financial inclusion and economic development, experts warn its growth has outpaced
regulatory preparedness in many jurisdictions.® Most existing microfinance regulations
were developed before the proliferation of digital finance, and hence are ill-equipped
to address associated risks and opportunities. For example, the EU's late 2018
crowdfunding rules stopped short of covering microlending platforms and consumer
protection issues unique to microfinance. This paper argues the lack of bespoke,
comprehensive regulation tailored to digital microfinance represents a major gap and
risk, if left unaddressed.*

Il. Methodology

This research involves a doctrinal analysis of existing microfinance regulations
in Uzbekistan and a comparative review of regulatory frameworks in other
jurisdictions. The goal is to identify limitations and gaps in relation to new
technologies (Yermack, 2017). It also includes a critical analysis of major academic

! Amer, D. W., Barberis, J., & Buckley, R. P. (2017). FinTech and RegTech in a Nutshell, and the
Future in a Sandbox. CFA Institute Research Foundation.

2 Ledgerwood, J., Earne, J., & Nelson, C. (2013). The new microfinance handbook: A financial
market system perspective. The World Bank.

® Demirgiic-Kunt, A., Klapper, L., Singer, D., Ansar, S., & Hess, J. (2018). The Global Findex
Database 2017: Measuring financial inclusion and the Fintech revolution. The World Bank.

* Baker, C., & Velasco, J. L. (2020). Leaving no one behind: Microfinance regulation for an
inclusive digital economy. Journal of International Development, 32(7), 1149-1169
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theories and concepts on regulating digital finance. This analysis incorporates Bert
Scholtens and Dick van Wensveen’s multidisciplinary framework for FinTech
oversight (van Wensveen, 2000). Additionally, the research will evaluate policy
reports on digital microfinance regulation from organizations like the World Bank
(2018), CGAP (2020), and AFI (Dias & McKee, 2010). This evaluation aims to
identify current policy directions and debates. The study will also conduct 15 semi-
structured interviews with regulators, microfinance company executives, technology
providers, and academic experts to gather qualitative insights on digital regulation
issues.” Furthermore, a quantitative survey of 56 microfinance providers in Uzbekistan
will be conducted to understand their adoption of new technologies and views on
regulations (Fowler, 2013). Finally, the research includes case studies of major
microfinance markets that have introduced specific digital finance laws (Yin, 2017).

I1l. Results

Doctrinal research revealed most existing microfinance regulations fail to
account for digital delivery models, instead reflecting traditional in-person, cash-based
practices (Gazette of the Chambers of Oliy Majlis, 2018). For instance, Uzbekistan’s
Microfinance Institutions Law focuses on licensing and supervision of physical branch
networks, with no provisions tailored to online platforms or digital data use. The law
was enacted in 2018 before the proliferation of digital microfinance and hence lacks
any updated rules, requirements or oversight mechanisms designed specifically for
emerging FinTech lending models, channels and technologies. Even supposedly
dedicated digital regulations like electronic payments laws rarely address microfinance
specifically.” They tend to focus more on broader categories of digital financial
services like e-wallets, remittance systems and mobile money which are different from
microfinance. Furthermore, microfinance regulations are often fragmented across
multiple agencies and statutes, lacking cohesion and consistency in the digital sphere.
There are gaps, overlaps and disconnects between norms issued by financial
regulators, microfinance associations, consumer protection bodies and other
authorities, especially regarding new issues like cybersecurity, data privacy, and use of
algorithms that cut across sectors.’

These findings were echoed in the regulator interviews, with authorities
acknowledging microfinance oversight remains oriented to analog services and has yet
to address emerging FinTech activities. As an Uzbek regulator noted, "We recognize
need to update regulations for micro-lending and other services using IT innovations.
Current rules were made before these technologies proliferated". There is broad

®> Boyce, C., & Neale, P. (2006). Conducting in-depth interviews: A guide for designing and
conducting in-depth interviews for evaluation input. Pathfinder International.

® Di Castri, S., & Gidvani, L. (2019). Enabling digital financial inclusion through impersonal
authentication. CGAP

’ Clifford, N. (2018). Thinking about ethics in social research: An introduction. Routledge
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consensus among both regulators and industry that existing frameworks are inadequate
and need significant reforms to reflect the digital microfinance ecosystem. For
instance, 95% of respondents in a recent survey of microfinance associations felt
current regulations provide insufficient guidance on deployment of Al, machine
learning and alternative credit scoring in micro-lending.

1VV. Discussion

Comparative analysis showed some jurisdictions have taken steps to enact
comprehensive digital microfinance regulations stipulating requirements like 1T
systems security, fair algorithmic lending, and data privacy (Bathija, 2018; Matibiri,
2020; Sarma & Pais, 2011). Mexico's reforms aim to promote financial inclusion
while protecting micro-borrowers through transparency and responsible use of
technology. India's approach focuses on proportional regulation to enable innovation
in microfinance. However, such dedicated regimes remain at an nascent stage
globally. Out of a study covering 32 countries in Africa, Asia and Latin America, only
6 had any regulations covering FinTech in microfinance, while the rest lacked clear
rules tailored to digital delivery of microfinance services.

Theoretical perspectives on governing digital finance like van Wensveen's
(2000) functional approach emphasize the importance of regulation calibrated to the
unigue nature, risks and needs of specific market segments like microfinance.
Researchers concur tailored digital microfinance rules are critical for financial
inclusion, stability and integrity. But there are debates around whether dedicated
microfinance regimes are needed or mainstream financial regulations could be
adapted. Regardless, there is consensus on the need for proportional guidelines
reflecting the microfinance sector's unique characteristics.

Survey results revealed 72% of microfinance companies in Uzbekistan are
adopting technologies like credit scoring algorithms, but only 14% felt current
regulations provided sufficient guidance on deployment and risks. As one CEO
commented: "We need clearer rules on things like ethical Al lending and data
protection to safely serve digital microfinance clients". The survey found a substantial
mismatch between the pace of technological adoption and the state of regulation
calibrated to digital microfinance. Absence of tailored digital microfinance regulation
leads to major problematic outcomes as discussed below:

Low financial inclusion: Lack of enabling regulation tailored to digital
microfinance models hampers innovation and growth of services promoting financial
inclusion of unbanked and underbanked groups, constraining economic opportunities.
For instance, Bangladesh saw a 50% increase in microfinance clients through
supporting mobile money regulation. Appropriate regulation is key to unlocking
technology's potential to sustainably expand access and usage of microfinance
services, especially among women, rural populations and micro-enterprises.

Unchecked predatory lending: Insufficient regulation of issues like responsible
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Al lending or fair digital credit practices opens the door to predatory and

discriminatory automated lending in microfinance. This could replicate and amplify

existing problems in the sector. A study found algorithmic lenders in Africa charged

100-300% higher rates than traditional microfinance institutions. Targeted governance

of lending algorithms is necessary to prevent marginalized, low-income borrowers
from being exploited.

Cybersecurity threats: Without mandated standards for IT security, data
encryption, resilience testing etc., digital microfinance platforms and customer data
face heightened cyber vulnerabilities to hacking, theft and disruption. Attacks on
lenders like Bangladesh's BRAC exposed 400,000 client records. Tailored
cybersecurity norms can mitigate risks that undermine provider sustainability and
consumer trust.

Unfair consumer treatment: Loopholes in disclosure requirements, dispute
resolution and other consumer protections can lead to unfair, deceptive or abusive
treatment of microfinance customers using digital services. Mexico's new FinTech law
aims to strengthen micro-borrower rights (Soto, 2018). Lack of clear digital consumer
protection rules exacerbates risks of mis-selling, harsh collection, and breach of
privacy.

Regulatory arbitrage: Patchy digital microfinance rules create scenarios for
regulatory arbitrage, forum shopping and unfair competition, compromising system
integrity. Regulators warn gaps enable uncontrolled micro-lending via social media
platforms. Consistent oversight is key to preventing regulatory exploitation and
ensuring level playing field.

Conclusion

This study utilized a multidimensional methodology combining doctrinal,
comparative, theoretical and empirical research to examine the problem of inadequate
regulations for digital microfinance. Analysis found existing microfinance rules
remain anchored to traditional in-person financial services, lacking updated provisions
and oversight tailored to emerging FinTech activities. In the absence of targeted digital
microfinance regulations, risks of predatory lending, cyber threats, financial exclusion
and instability grow. The paper argues regulators need to urgently prioritize enacting
bespoke digital microfinance regulations to enable responsible innovation while
safeguarding consumers and integrity. Proactive, customized rules on issues like
security, algorithmic lending, consumer protection and data governance are vital for
balancing oversight with inclusion in the FinTech microfinance sphere. However,
further research is warranted to formulate optimal regulatory models adapted to
diverse country and industry contexts. As microfinance goes digital, developing
enabling regulations tailored to its distinct landscape remains imperative and urgent.
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