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Acronyms and Abbreviations

ATM automated (or automatic) teller machine
BSL Bank of SierraLeone
DFS digital financial services
FinTech financial technology
IBSA India, Brazil and South Africa
Le leone*
MFI microfinance institution
MNO mobile network operator
NSFI National Strategy for Financial Inclusion
SDG Sustainable Development Goal
UNCDF United Nations Capital Development Fund
USsD Unstructured Supplementary Service Data

*Conversion rate: US$1= Lel0,215.

Source: United Nations Treasury operational rates of exchange (https://treasury.un.org/operationalrates/OperationalRates.
php), 1 June 2021. This rate is used wherever United States dollar (US$) equivalents are provided for SierraLeone leones (Le).

Glossary

Term Definition

Active customer

An account with which at least one transaction was conducted in the last 30 days or the last 90 days. A
transaction includes cashrin, peer-to-peer transfer, cash-out, bill payment and/or airtime top-up Conducting a

account balance inquiry, resetting a personal identification number or completing another transaction that does not
involve the movement of value does not qualify for a customer account to be consideredactive.
Agent A proprietary agent (an agent who is managed by and operates under the exclusive branding of a particular

Active agent

provider) or a third -party agent, either of whom handles more than 30 transactions per month, including
cash-in and cash-out. In many instances, an agent registers new customers.

Airtime top-up

Automated (or
automatic) teller
machine (ATM)

When customers add credit to a pre-paid phone, in order to accessthe n e t w oserkiogssi voice, mobile
data, short text messages,etc. i until the credit has run out.

An electronic telecommunications device that enables the clients of a financial institution to perform
financial transactions without the need for a cashier. ATMs may be operated either offline or online with
real-time accessto an authorization database.


https://treasury.un.org/operationalrates/OperationalRates.php
https://treasury.un.org/operationalrates/OperationalRates.php

Term Definition

Bank account to
mobile money
account transfer

A direct transfer of funds made from a customer bank account to a mobile money account. This transaction
typically requires a commercial agreement and technical integration between the bank and the mobile
money provider to allow direct transfers.

Bank of
Sierra Leone

Central bank of Sierra Leone.

Bill payment

The payment of bills using DFS, either from the c u s t o MESabceunt or using an agent (i.e. over
the counter).

Bulk payment

Transaction conducted from one account to many accounts, or from many accounts into one account. The
former, such as salary payments or government transfers, are referred to as ¢ o moena n ylée latter, such
as several customers paying for utilities, comprise collections by an organization from multiple payers;
they are referredto asé mamwmp ne 6 .

Cashin Deposits of any value from a customer into a wallet (mobile money account) through an agent i in other
transactions words, the process by which customers pay cashto an agent to be credited to their account.
Cashout Transfers of any value from an agent to a customer i the process by which customers deduct cash from
. their wallets (mobile money accounts). Usually, an agent gives the customer cash in exchange for a
transactions "
transfer of e-money fromthec u s t o malet.6 s
(Agent) Revenues paid by the DFS provider to its agents. Generally, agents earn commission by conducting

Commission

transactions and onboarding new customers.

Customer
activity rate

The number of active customer accounts as a percentage of the total number of a DFSpr ov i
registered customer accounts.

Debit card

An electronic card issued by a bank that provides clients with access to their accounts to withdraw
cash or pay for goods and services. It eliminates the need for the clients to go to a physical bank
branch to withdraw cash, as they can go to an ATM, pay electronically at merchant locations, or make
payments online.

Digital financial
services (DFS)

A broad range of financial services accessed and delivered through digital channels, including payments,
credit, savings, remittances, pensions and insurance. Digital channels include ATMs, point-of-sale
terminals, mobile phones and the Internet.

Digital loan

Aloan given to a customer by a DFSprovider via a mobile device or online. The entire processis automated,
from loan applications to disbursal and repayment.

E-money (mobile
money)

The currency stored on electronic systems and digital databases, with which users can conduct
transactions electronically.

Financial inclusion

Access to a range of affordable, convenient and appropriate financial services for all eligible citizens. These
services could be formal financial products/services that are provided by formal financial institutions (banks
and/or non-bank financial institutions bound by legally recognized rules) or informal financial p roducts/
services that are unregulated and operate without recognized legal governance (e.g. village banks or
village development funds).

FinTech

The integration of technology into financial servicesc o mp a roffedngs) to improve their use by and
delivery to consumers.




Term Definition

International
remittances

Either the total number of inbound or outbound cross -border fund transfers, or the cross-border fund
transfer from one person to another person. The transaction may be a direct mobile money remittance or |
may be completed through an intermediary organization such as Western Union.

Know-your -customer
requirements

Financial institutions and regulated financial service providers are obligated by regulation to perform '
due diligence to identify their customers. Know your customer refers to these requirements and/or to '
the regulation that governs these activities. The Financial Action Task Force recommends a riskbased
approach to due diligence for anti-money-laundering and counter-financing of terrorism controls. Due to
the lack of formal identity documents in some markets, solutions such as tiered know -your-customer |
requirements and adjusting the acceptable documentation requirements can help DFS providers facilitate
customeradoption (increasing both the number of <cus
services) and increase financial inclusion, especiallyin rural areas.

The management by a mobile money agent of the balance of cash ande-money hel d to n

Liquidit ) .
mang emyent demands to purchase (cashin) or sell (cash-out) e-money. This balance (also known as the float balance)
9 is the key metric used to measure the liquidity of an agent.
Merchant An individual or a registered business that accepts payments for goods and services via a DFS channel.

The DFSchannel could be through a point-of-sale device, mobile device or the Internet.

Merchant payments

Movements of value from a customer to a merchant to pay for goods or services at the point of sale.

Mobile money
operator

A licensed provider of financial services through mobile phones and mobile telephone networks.

Over-the -counter
transactions

Money transfers or bill payments that are conducted without a registered account. Some mobile money
services (e.g. bill payments) are offered primarily in this format. In such cases, a mobile money agent

performs the transaction on behalf of the customer, who does not need to have a mobile money account
to use the service.

Peer-to-peer

Also known as person-to-person transfers, these originate from a customer DFS account and terminate

transfers in another customer DFSaccount.
Registered . . . .
cugtomers Customers who have registered for a service, regardless of whether the service is active.

(Agent) Revenue

The total commission earned by agents for all the transactions they conduct through their agent accounts.

Second-generation
products

More-advanced DFS, such as microcredit and microinsurance products, loan repayments, merchant
payments, push (to bank)/pull (from bank) transfers and international remittances.

Third -party provider

DFS provider that leverages the infrastructure of MNOs. A third-party provider is usually MNO-agnostic
and, in some cases, are master agents or act on behalf of a DFS provider or an MNO under a service
agreement, a joint venture agreement or another contractual arrangement.

Transaction

Any activity that involves the movement of value, for example cash -in, peer-to-peer transfer, cash-out, bill
payment and/or airtime top-up.

Unstructured
Supplementary
Service Data (USSD)

A communications protocol used in GSM (Global System for Mobile Communications) networks for

sending short text messages. USSDis an instant messaging service, so messages are not stored by

the operator oronthe subscri berds device. Customers can af{
mobile phone.






FOREWORD

The United Nations Capital Development Fund (UNCDF), in partnership with the Bank of Sierra Leone and
with support from the India, Brazil and S outh Africa (IBSA) fund, is pleased to publish the State of the
Digital Financial Services Market in Sierra Leone report for 2020. The report presents the findings from
the Annual Provider Survey conducted between March and June 2021.

Thi s year desentsvery intergsting outcomes. The COVID-19 pandemic, which first hit Sierra
Leone in early 2020, reinforced the need for accelerated adoption of DFS by private and public sector
actors and customers alike. The number of active DFS users for a 90-day period reached 2.2 million
in December 2020, from 1.4 million in the same period in 2019. The growth indicates the resilience of
transactions to the pandemic, and the increased value proposition for DFS usage. There were also more
varied transaction types, including bulk payments and digital loans.

To adapt to the crisis, providers relied on wider cooperation, which resulted in increased integration,

especially between mobile network operators (MNOs) and banks. Accountto-wallet and wallet-to-account
transactions increased. These collaborations are good for the financial services industry, as providers are

|l everaging each otherdés platforms and infrastructur e
services for clients. Seven institutions currently share APIs (application programming interfaces) with

other establishments, aimed at building partnerships and deepening the value proposition.

The number of DFS providers increased in 2020, bringing the total to 13 providers. For the first time since
the introduction of the Annual Provider Survey in Sierra Leone in 2017, a microfinance institution (MFI)
has joined the list of providers offering DFS. In addition, two other MFIs are currently designing DFS
interventions and intend to deploy full solutions by early 2022.

Agency banking is a new addition to the channels available, with the issuance of agency banking guidelines
by the Bank of Sierra Leone in January 2020. Some commercial banks have already started building their
agency banking platforms and processes with the view of full implementation by the fourth quarter of
2021 and first quarter of 2022. Providers see agency banking as a means to extend their presence and
also reach more rural areas of the country. The model must, however, be carefully thou ght through and
run in line with the context of Sierra Leone and best practices from different countries.

During 2020, more DFS providers invested in building robust IT infrastructure to enable them to gradually
capture more granular data and allow for faster and more secure transactions. This improved infrastructure
should help Sierra Leone keep up with current global trends that predict more mobile payments and
increased use of advanced digital tools. The implementation of the national switch will further deepen
this proposition, as it will help facilitate interoperability among industry players and improve the DFS
ecosystem.

The drive towards digital is inevitable, not only with regards to financial services but also in many other
sectors, such as healt, education and energy. To foster growth in other sectors, identifying key market
constraints that hinder the development of an inclusive digital economy should be a key priority for the
government. In line with the strategy of leaving no one behind in th e digital era and with the need to help
governments in the least-developed countries measure the inclusiveness of digital development, UNCDF
has developed an inclusive digital economy scorecard (IDES). The IDES is a strategic policy tool that
governments can use to help set the priorities of their ¢ o u n tdigital Gransformation agenda.



This yeards Annual Provider Survey was conducted at
Strategy for Financial Inclusion (NSFI) 20171 2020. The NSFI had DFS as one of its thematic areas. Inputs

from the Annual Provider Survey will therefore be incorporated into the design and development of the

next NSFI.

We at UNCDFare encouraged by the results achieved so far and remain committed to providing support
to our stakeholders to develop, improve and expand DFS in Sierra Leone. We remain inspired by the
leadership of the Bank of Sierra Leone and are hopeful that the work undertaken since 2017 will continue
to yield results in the coming years.

Wycliffe Ngwabe
Country Lead i UNCDF Sierra Leone




PREFACE

To compile this report, the United Nations Capita
Development Fund (UNCDF) and the Bank of Sierra
Leone counted on the dedication of all providers, and

were successfully able to secure full participation in the
survey. This is testimony to the motivation and hard
work of the industry players and to the added value that
this report gives DFS providers in Sierra Leone.

The Bank of Sierra Leone

The Bank of Sierra Leone is the central bank of the Republic of Sierra Leone and is
charged with developing the ¢ o u n tfinapcialssector. The bank led the development
of the National Strategy for Financial Inclusion (NSFI) in Sierra Leone (2017i 2020) and
provides leadership and coordination support to the Digital Financial Services Working
Group. At the time of writing (June 2021), the NSFI is in the assessment phase. This
State of the Digital Financial Services Market in Sierra Leone report outlines the
progress achieved, while suggesting further improvements and highlighting underlying
challenges. The findings from this report can support the design of the next NSFI in

Sierra Leone (20211 2025).

UNCDF

The UN Capital Development Fund makes public and private finance work for the poorinthe wo r 146 6 s
least developed countries (LDCs).

UNCDF ofFéaers miileo finance models that unl ock publi
domestic level, to reduce poverty and support local economic development.

UNCDF&6s financing models work through three médcannel
individuals, households, and small businesses with financial ecasystems that catalyze participation in the

local economy, and provide tools to climb out of poverty and manage financial lives; (2) local development
finance, which capacitates localities through fiscal decentralization, innovative municipal finance, and
structured project finance to drive local economic expansion and sustainable development; and (3)
investment finance, which provides catalytic financial structuring, de -risking, and capital deployment to

drive SDGimpact and domestic resource mobilization.



Leaving No One behind in the Digital Era

The UNCDF strategy OLeaving 'ns bmasebdebinnadvien ®wheedi
digital finance in Africa, Asia and the Pacific. UNCDF recognizes that reaching the full potential of digital
financial inclusion in support of the SDGs aligns with the vision of promoting digital economies that leave

no one behind. The vision of UNCDF is to empower millions of people by 2024 to use services daily that
leverage innovation and technology and contribute to achieving the SDGs. To achieve this vision UNCDF

uses a market development approach and continuously seeks to address underlying market dysfunctions

that exclude people living in the last mile.

In Sierra Leone, UNCDF and the Better Than Cash Alliance have been providing technical assistance
and investment grants for digital services since December 2014, when they were asked to implement
the Payments Programme for Ebola Response Workers with the National Ebola Response Centre.The
efforts successfully demonstrated the use of digital payments, which led to a US$10 million saving for
the Government of Sierra Leone.

Since June 2017, UNCDF has supported the Regulairy Sandbox pilot programme, which is currently
supervised by the Bank of Sierra Leone and is the first of its kind in the region. A regulatory sandbox is

designed to deploy and test innovative products, services and solutions in a live environment prior t o

|l aunch. The Sierra Leone Sandbox will advance the ce
and support evidence-based approaches to regulation that advance the goals of financial inclusion,

financial stability and integrity, as well as consumer protection.?

Recently, UNCDF partnered with the Directorate of Science, Technology and Innovation to map the digital
landscape in Sierra Leone and identify opportunities to accelerate digital development and financial
inclusion for all.

UNCDFProject Team

Developing the UNCDF Annual Provider Survey included gathering data, assessing the incentives of the
providers of Sierra Leonean digital finance, and surveying local stakeholders. Information was gathered
in May and June 2021 and represents data for December 2019 to December 2020.

(¥ X0 (X X (X X i.i

Ege ags ags u
Sierra Leone Inclusive DFSExpert, Results Measurement Resuts &
Country Lead SierraLeone Expert Learning Lead

+* UNCDF, Leaving No One Behind in the Digital Era (May 2019). Available athttps://www.uncdf.org/article/4931/global -strategy-leaving-no-one-behind-in-the-digital-era,
(accessed21 August 2021).

2 UNCDF,6 Si éeomedecomes the second country in Africa to launch the Sandbox Framework to test FinTechi n n o v a(Ereetwns Sierra Leone, 10 April 2018). Availablg
at h ttps://www.uncdf.org/article/3486/sierra -leone-becomes-the-second-country-in-africa-to-launch-the-sandbox-framework-to-test-fintech-innovations (aceessed 2%, Augus

2021) q
/

\
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This fourth Annual Provider Survey provides information on the state of the

digital financial services (DFS) industry by aggregating industry data and through
interviews. This report presents the number of players in Sierra Leone that offer

DFS, the number of registered and active customers, the volume and value of
transactions condu cted monthly, as well as the type of services offered in the
market. The report also provides information on the different DFS distribution

channels in Sierra Leone and highlights barriers and challenges that providers
face. Finally, the report also gives recommendations to address certain challenges,
outlines the direction of DFS in the country, and reveals global best practices.

O— State of the Global DFS Industry

The year of 2020 was marked by the unprecedented pandemic, the impacts of which lasted thro ughout
the year and beyond. To stem the COVID-19 pandemic, restriction measureswere put in place: economies
came to a halt, physical businesses shut down, and people refrained from gathering and moving around.
Overnight, physical bank branches closed and mobile money agents were restricted in their operations.

Central banks, governments and health practitioners encouraged use of cashlessand contactless modes
of payment to reduce the risk of virus spread through handling of cash, thus creating new opportu nities
for the adoption of DFS. Providers took on the challenge to adapt quickly to offer digital services to

their customers. Customers had to adapt quickly to digital payment solutions. In addition, DFS enabled

governments to provide quick and secure financial support to hard-to-reach people and businesses, as
demonstrated in Namibia, Peru, Zambia and Uganda? This helped mitigate the economic fallout and

strengthened the recovery.

Figures1 and 2,from the State of the Industry Report on Mobile Money in 2020, published by GSMA,

present how the industry grew in 2020. Overall, there was a 17 percent increase in the number of active

30-day accounts, which brought the total number of registered accounts to over 300 million. In addition,

the total transaction value grew by 22 percent i faster than the number of transactions, which grew by

15 percent . Providers also invested in growing and &
there were 4.8 million active agents around the world.

Figures1
2020 Global Overview

Registered vActive 30-Day Transaction Transaction Registered v Active
Accounts Accounts Volume Value (US$) Agents Agents
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Source: State of the Industry Report on Mobile Money: 2021, GSMA

3 Ulric Eriksson von Allmen and others, 6 Di dfinancéal inclusion in the times of COVID-1 9 &MF Blog (1 July 2020). Available at https://blogs.imf.org/2020/07/01/digital -
financial-inclusion-in-the-times-of-covid-19/ (accessed21 August 2021).
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Figures2
Mobile Money in 2020
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Source: State of the Industry Report on Mobile Money: 2021, GSMA

The digital financial inclusion space is growing globally; Africa and Asia made great progress in 2020, but
with significant variations across countries. In Africa, for instance, Ghana, Kenya and Uganda are front-
runners. Kenya, Ghana and Liberia supported the shift towards digital with measures such as lowering
fees and reducing restrictions on mobile money transactions.

The following will allow for further expansion of DFSin the post-COVIDera.

A Improved accessto digital infrastructure for all (accessto electricity, mobile and Internet coverage,
and digital ID)

Greater financial and digital literacy

Consideration of consumer and data protection principles

Interoperability among players nationally and across borders

o 3o Do

The fallout from the pandemic shows that the trend towards greater digitalization of financial services
will persist. To build inclusive societies and address rising inequalities during and after the ongoing crisis,
global and national leaders must aim to close the digital divide across and within countries to reap
the benefits of DFS. This means finding the right balance between enabling financial innovation and
addressing several risksi insufficient consumer protection; lack of financial and digital literacy; unequal

access to digital infrastructure; data biases that need action at the national level; and money -laundering
and cyber risks 7 through international agreements and information sharing, including on antitrust laws,
to ensure adequate competition.

State of DFSin Sierra Leone

UNCDF has been providing technical assistance and investment grants for DFS since December 2014,
when it was asked to implement the Payments Programme for Ebola Response Workers with the National
Ebola Response Centre. The consequent successful demonstration of digital payments led to overall
savings of US$10million for the Government of Sierra Leone.



UNCDFnoted the following industry changesin Sierra Leone for 2020:

Increased registration of DFS

Out of the 13 providers, 12 reported growth in their registered customer base
between December 2019 and December 2020. On average, the number of registered
DFS accounts grew by 47 percent per provider. The number of active 90-day DFS
accounts reached 2.2 million in December 2020, from 1.4 million in December 2019,
representing a 63 percent growth.

Increased use of DFSthrough innovative channels

With the fallout from the COVID-19 pandemic, traditional bank branches became
increasingly unsafe, and it became a priority to reduce the over-reliance on cash
handling. Consequently, customers shifted to using mobile banking, mobile money
platforms, automated teller machines (ATMs) and Internet banking.

Merchant payments, however, remained low, as they have not yet resonated with
both customers and merchants. Providers attribute the low uptake to: (i) merchants

not using the channel because the option is more expensive than accepting cash
or simple peer-to-peer transfers; and (ii) lack of trust and a low level of consumer

awareness of the use and benefits of the channel.

Changesin the volumes and values of different transaction types

In 2020, basic transaction types such as airtime top-up, cashin and cash-out
represented a smaller share in terms of total volume and value of transactions in the

DFS space compared with previous years. Moreadvanced service types became
increasingly available and attractive to customers. Bulk payments and transfers
increased as more corporate entities adopted the technology to facilitate payments,

also in response to the COVID-19 crisis. Digital loan products were also designed and
developed to offer better servicesto clients.

Key Figures for December 2020

4,718,009 Registered
DFSAccounts

>

2,216,044 Active
90-Day DFS Accounts

11,307 Active EDE 291 Active

Agents 13 DFSProvidersin Merchants

the Market E

12,043,852

Average number of customer transactions per month

15
















































