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Considering the rapid adoption of mobile phones in Bangladesh, the central bank (Bangladesh Bank) had issued guidelines for 
Mobile Financial Services (MFS) in 2011 to ensure easy access to financial services to the unbanked. Since then, the MFS sector in 
Bangladesh has witnessed significant growth in the number of registered and active users, as well as agents who provide mobile 
money services. For instance, as of March 2017, there were more than 50 million registered users of MFS as compared to 34.8 million 
in March 2016- an annual growth rate of 45%. Of these registered users, 48% of the clients are active1 MFS users. In the global context, 
Bangladesh is one of the leading countries where MFS has witnessed remarkable growth in the past few years. However, due to 
limited routine use-cases and compelling value propositions, the MFS market in the country has been limited to a handful of basic 
services, such as cash-in, cash-out, airtime top-up, and money transfer. For instance, as per March 2017 data by Bangladesh Bank, 
81% of the transactions conducted through MFS were cash-in and cash-out transactions2. This limitation has largely confined the 
growth of the MFS sector in the country as well as its expansion across various consumer segments, including Micro and Small 
Enterprises (MSEs). The development of MSEs plays a vital role in the social and economic development of Bangladesh. According to 
2013 Economic Census, approximately 8 million MSMEs operate in Bangladesh- a 114% growth over the 3.71 million units estimated 
in the last census conducted in 2003. It is estimated that 68.6% of small enterprises and 44.7% of medium enterprises lack access to 
formal financial services. 

Under its Business Finance for the Poor in Bangladesh (BFP-B) programme3, Nathan Associates commissioned MicroSave to undertake 
a comprehensive study, titled ‘Mobile Financial Services for Micro and Small Enterprises (MSEs) in Bangladesh: Prospects and 
Challenges’. The broad objective of the study was to analyse the existing policies for MFS in Bangladesh, understand the use of MFS 
by MSEs, and explore the opportunities available to regulators, policy makers, and industry players to address the needs for access to 
finance of the MSEs by MFS. This policy brief has been drafted in consultation  with regulators, think tanks, MFS providers, financial 
institutions, and fintech players. This brief also presents evidence-based policy recommendations and illustrates a detailed roadmap 
of implementation for policymakers, regulators, think-tanks, donors, and MFS providers. The aim of this brief is to help develop a 
comprehensive digital ecosystem in Bangladesh and promote MFS among MSEs.

Policy brief in a nutshell

As with most developing countries, Micro, Small and Medium 
Enterprise (MSME) form the backbone of the economy in 
Bangladesh. MSMEs play an important role in the economic and 
social development of the country by fostering entrepreneurship 
and innovation, enhancing economic dynamism, creating value 
chains, and developing the financial market. 

MSMEs constitute the foundation of the private sector and 
provide employment to a large number of people, more so 
in emerging economies like Bangladesh. According to latest 
estimates from the 2013 Economic Census4 conducted by 
Bangladesh Bureau of Statistics (BBS), there are approximately 
8 million MSMEs (non-farm economic units) in Bangladesh. It is 
estimated that 68.6% of small enterprises5 and 44.7% of medium 
enterprises  lack access to formal financial services. 

On the other hand, rapid strides in mobile technology, network 
capability and availability, as well as consumer adoption has 
led to an unprecedented rise in the use of MFS in Bangladesh. 
These numbers signify the unparalleled opportunities available 
to providers to innovate and offer new types of products and 
services for various consumer segments in the country. 

Government of Bangladesh and Bangladesh Bank Recognises MFS as a vehicle to 
Bring MSMEs under the Formal Financial System

Total Number of MFS 
account holders(Million)

$10Mn

4.9 Mn Transactions

Active MFS accounts7 Average daily transactions

>0.70 million*6

MFS agents in Bangladesh 

*These agents are non-exclusive 
and are likely to work for multiple 

MFS providers

35
50

45%
CAGR 

45%
33%

CAGR 

Executing Agency Implemented by Technical Assistance byFunded by Managed by



Policy Brief  |  Can MFS in Bangladesh guide MSEs towards greater opportunities? 2

This policy brief is an output of the study titled “Mobile 
Financial Services for Micro and Small Enterprises (MSEs) in 
Bangladesh: Prospects and Challenges”. 

It aims to:
• Analyse the existing policies for MFS;
• Understand the use of MFS by MSEs; 
• Identify key challenges that limit the usage of MFS among 

MSEs; 
• Explore the various needs of MSEs and opportunities 

available to regulators, policymakers, industry players, 
and MFS providers. 

• It should be noted that the study focussed extensively on 
MSEs in line with the programme and study objectives of 
Nathan Associates. 

MicroSave conducted a comprehensive study by following a 
phase-wise approach- from project inception to dissemination. 
A snapshot of the phases is as follows: 

Approach to the Study

With a view of bringing these MSMEs under the formal 
financial system, the Government of Bangladesh (GoB), through 
Bangladesh Bank (BB) has recognised MFS as one of the key 
mechanisms to meet their financial needs.

MicroSave conducted both qualitative and quantitative research 
to comprehensively undertake the study. The broad approach 
to the study has been diagrammatically represented below.

Given this context, this policy brief highlights insights from 
the study. It details out the key policy recommendations, along 
with a roadmap to develop a digital ecosystem for facilitating 
various payment solutions and to accelerate the adoption and 
use of MFS by MSEs in Bangladesh.
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Phase 4: 
Report 
finalisation & 
dissemination

Phase 3: 
Data 
consolidation 
& report 
preparation

Phase 2: 
Primary 
research

• Literature 
review on MFS 
in Bangladesh 
and other 
countries

• Secondary 
research on 
both MFS and 
MSE sectors 
focusing on 
the use of MFS 
among MSEs

• Preparation 
of research 
methodology

• Consultation 
with key 
stakeholders 
to review 
research 
methodology

• Preparation 
for primary 
research

• Pilot testing of 
data collection 
tools

• Further 
refinement 
to tools if 
necessary

• Primary data 
collection from 
quantitative 
survey

• Field 
monitoring

• Qualitative 
research 
consisting of 
FDGs and PIs

• In-depth 
interviews 
with 
stakeholders 
from demand, 
supply and 
regulatory 
sides

• Consolidation 
of data from 
primary 
research

• Data cleaning
• Analysis of 

primary data 
collected

• Distillation of 
findings from 
qualitative 
research

• Preparation 
of draft report 
and draft 
policy brief 
based on 
findings from 
secondary 
and primary 
research

• Address 
review of 
BFP-B on 
interim report 
and policy 
brief

• Preparation 
of a slide 
deck of key 
findings to be 
reviewed by 
BFP-B before 
finalisation

• Present 
report and 
findings in a 
dissemination 
seminar 
organised by 
BFP-B

• Inception 
report 

• Research 
plan and 
tools for 
primary 
research

• Draft 
research 
report

• Final 
research 
report

• Policy brief
• Presentation 

The qualitative research comprised of Focus Discussion Groups (FDGs) and 
face-to-face Personal Interviews (PIs) with owners/proprietors of MSEs who 
use MFS for business purpose to understand their experience of using MFS and 
requirements from the MFS providers. In-depth interviews were carried out 
with key stakeholders such as regulators, policy makers, industry players and 
MFS providers to understand supply side as well as regulatory aspects of the 
use of MFS for MSEs.
 
In addition, quantitative research was conducted with three types of 
respondents, i.e. 
a.  Owners/Proprietors of MSEs who use MFS
b.  Owners/Proprietors of MSEs who DO NOT use MFS
c.  MFS agents (non-dedicated)

This involved a 
comprehensive literature 
review and secondary 
research on the use of 
MFS, especially among 
MSEs as well as Policy 
and regulatory aspects. 
As part of the project 
inception, the research 
methodology was 
prepared and shared 
and reviewed with key 
stakeholders. An inception 
report was also submitted 
to BFP-B. 

This will involve preparation of a draft 
report and draft policy brief based on the 
findings from the primary and secondary 
research conducted. These will be 
submitted to BFP-B for review. Post BFB-P 
review, all comments and suggestion 
provided will be incorporated and the 
final report and final policy brief will be 
submitted. A presentation deck will be 
prepared by MicroSave and submitted to 
BFP-B for review before the dissemination 
seminar. The key personnel from 
MicroSave will present the key findings 
in a dissemination seminar organised by 
BFP-B. 

Secondary 
research, 
literature 

review 
and project 
inception

Primary 
research - both 

quantitative 
and qualitative 
including key 

informant 
interviews

Data analysis 
and distillation 

of findings 
from primary 

research

Draft report 
preparation 

and draft 
policy brief 

composition for 
BFP-B review

Final report 
and policy brief 

submission 
after BFP-B 
review and 

dissemination 
of findings

MSEs in Bangladesh face Significant 
Challenges in Accessing Formal 
Financial Services
A  few MSEs have been availing formal financial products 
and services to varying degrees of usage. However, most face 
numerous challenges in accessing formal financial services, as 
listed below:

• Lack of required products (mostly credit); 
• High-interest rate on loans; 
• Non-availability of documents required for compliance 

with banking procedures;
• Limited knowledge of the application and documentation 

process; 
• Low levels of technology adoption; 
• The incidence of illiteracy or semi-literacy among MSE 

owners, among other issues.

Collateral

Bureaucracy and corruption

Non-working capital credit

High interest rates charged by MFIs

High margin requirements

Lack of institutional credit

Compliance and  regulations

Lack of awareness

Challenges in accessing formal financial services

Don’t know

84%

4%
7%

16%
20%

22%
27%
27%

29%
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of micro MSEs 
and 54% of small 
MSEs make and 
accept payments 

from vendors 
and customers. 

of them utilise 
their personal 

MFS account to 
make vendor 
and supplier 

payment. 

of the MSEs 
receive and make 
payments from/

to their customers 
and vendors 
respectively. 

71% 63% 72%

                          Among MSEs who are MFS users

These transactions are all for business purposes

However, the current adoption and usage of MFS remain limited 
among the MSEs in Bangladesh. The usage of MFS by MSEs 
varies significantly with respect to the nature of their business. 
For instance, MFS usage for business purposes is higher within 
the service sector as compared to the agriculture sector. Some 
notable insights from MicroSave’s study are detailed below.

MFS

Collecting daily sales from vendors;

Payments to staff during emergencies.

Payments to creditors and wholesalers;

Disbursing salary payments to staff;

Receiving payments from wholesalers 
and customers;

Considering the growth of MFS in Bangladesh in terms of the 
number of agents as well as registered and active customers, 
mobile money services hold a significant potential of catering 
to various segments, including MSEs. MFS providers can use 
the learning outcomes from other countries, such as Kenya, to 
understand the business potential of catering to the MSEs by 
innovating digital payment solutions.

A few MSE owners use MFS to conduct the following 
transactions: 

Only a few MSEs use MFS regularly to 
conduct business transactions

A report on “Strategy for Development of the SME Sector in 
Bangladesh” suggests that inadequate access to finance is a 
prominent and commonly cited reason why SMEs fail to realise 
their full potential8 . As per the MicroSave study, this challenge 
is also common among microenterprises. Additionally, the 
study identified some challenges that MSEs in Bangladesh face 
related to accessing formal financial services. 

For most MSEs, banks remain the first choice for availing 
credit. Banks are considered to be a trusted source of finance 
that offer credit for a lower interest as compared to MFIs and 
other formal/informal institutions or channels. However, MSEs 
consider the process of filling and submitting a loan application 
as cumbersome and increasingly complex. There are a 
number of prerequisites, such as background checks, location 
verification, and transaction history analysis that MSEs need to 
satisfy in addition to a long gestation period of at least 15 days 
from application to the credit of loan amount. 

In the rural parts of Bangladesh, most microenterprise owners 
and their family members have easy access to MFIs. These MFIs 
readily offer credit to these family members – mostly through 
the female members. Moreover, the modality of repayment in 
case of MFIs is well-structured, and the repayment is mostly 
scheduled on a weekly basis. For most MFIs, however, the rate 
of interest ranges from 24% to 36% per annum depending on 
the terms of credit. At times, some money lenders offer loans at 
an even higher interest rate, but these are mostly without any 
documentation/hassle. However, for most MSEs, the repayment 
model is inappropriate for their type of business. The model of 
weekly repayments is instead better suited for people who are 
salaried or operate multiple businesses.

A few MSEs in Bangladesh use their current account to conduct 
business transactions. While it is mandatory to use a current 
account for business purposes, the study mentions that the 
account opening process is quite cumbersome. MSEs find 
it challenging to meet all the basic requirements involved 
in opening a current account, such as procuring a business 
registration certificate, VAT certificate, Tax Identification 
Number (TIN), filling up the application form, and meeting 
documentation requirements. For an illiterate MSE owner, it 
is difficult to comprehend the process. Moreover, bank staff 
often extend limited cooperation, which results in a reportedly 
unpleasant experience for MSE owners while visiting a bank 
branch.

Furthermore, MSEs are unable to access banks easily due to the 
limited reach of bank branches in rural and semi-urban areas. 
There is a huge opportunity-cost involved in visiting a bank 
branch and successfully availing financial services there. In 
addition, the existing working hours of banks do not suit the 
business hours of most MSE owners. Eventually, once the bank 
closes for the day, MSE owners have to scout for other financial 
service providers, such as MFIs, MFS agents, or other informal 
channels. 



Policy Brief  |  Can MFS in Bangladesh guide MSEs towards greater opportunities? 4

There are a number of barriers that limit the usage of 
MFS among MSEs.

• Multiple, unclear and incomplete regulatory guidelines on MFS
• Ambiguity amongst stakeholders on the supervisory body of MFS
• Limited coordination between regulators
• Non-uniform USSD pricing policy for MFS providers
• Limited awareness amongst regulators on the usage of MFS for MSEs

1.0 Key Regulatory and Policy-related Challenges 

• MFS considered as a secondary business
• Narrowed portfolio of MFS
• Lack of competition in the MFS sector 
• Partial understanding between MNOs and MFS providers
• Lack of required skills in the core project team of MFS providers 

2.0 Key Provider-specific Challenges

3.0 Key MSEs-specific Challenges
• Limited use-cases and value propositions of an MFS account for MSEs
• Insufficient transaction limits and high tariff
• Cumbersome process of making a merchant payment
• Inadequate knowledge of MFS
• Lack of interoperability amongst MFS providers
• Absence of push and pull features in most MFS account
• Issue of float management at agent level
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Key Regulatory and Policy-related 
Challenges 
The current set of regulations on MFS are opaque and 
non-comprehensive. For instance, existing guidelines on 
data security, data privacy, customer protection, and risk-
management framework, among others, are not entirely clear. 
Based on anecdotal evidence from stakeholders, the study 
chiefly indicates the following key limitations to the draft 
guidelines: 
• Lack of justification for the need of revised guidelines;
• Ceiling on ownership of non-bank partners;
• Cap of 15% on shareholding of a single company;
• Disparate licensing and compliance requirements as 

compared to agency banking;
• No provision for adopting e-KYC and tiered KYC;
• Lack of policies that are likely to drive competition in the 

MFS market.

There is uncertainty among industry players regarding the 
ownership of the regulator of MFS as well as the broader 
agenda of financial inclusion in Bangladesh. There is some 
confusion in the market regarding the sole supervisor of the 
MFS business. This is because a dedicated MFS (or Digital 
Financial Services) department in the central bank to govern 
and monitor various providers does not yet exist. The Payment 
Systems Department (PSD), which currently regulates MFS, 
has been a fairly nascent department that also looks after other 
activities. Industry experts contend that the ever-growing MFS 
business in Bangladesh involves multiple players, models, and 
challenges. As a result, there should be a dedicated department 
for monitoring and supervision of MFS players in the country. 

Moreover, in Bangladesh, MFS providers have to partner 
with Mobile Network Operators (MNOs) to offer mobile-
based services to customers via Unstructured Supplementary 
Service Data (USSD). This model involves a partnership of 
the two regulators, that is, Bangladesh Telecommunication 
Regulatory Commission (BTRC) and Bangladesh Bank (BB). 
However, there is limited harmonisation and lack of seamless 
coordination between the two regulators. As a result, industry-
level challenges, such as the formulation of a standard, uniform 
USSD pricing policy, and other related bottlenecks are pending 
to be addressed. 

Many small banks that are already operating and/or are planning 
to launch their MFS businesses receive non-preferential USSD 
pricing from the MNOs. For instance, due to a huge volume of 
business, the dominant MFS players have sufficient bargaining 
power to offer only 6–8% of their revenues to the MNOs. On the 
other hand, new and smaller players – most of which have limited 
customer base and business volumes – are at a disadvantage. 
They end up sharing around 20–25% of their revenues with the 
MNOs. Considering that MFS is a low-margin business, this 
commercial model becomes unsustainable for new entrants and 
smaller players. It further limits their ability to make significant 
investments in the MFS business, be it for product innovation, 
increasing distribution, or improving technology. 

A few key stakeholders at the regulatory bodies, such as 
Microcredit Regulatory Authority (MRA) and BB possess a 
limited understanding of the current state of the MFS sector 
in the country. In addition, they have insufficient idea and 
knowledge about the potential of MFS for MSEs. Consequently, 
there are only a few pilots for leveraging MFS for MSEs, limited 
roundtable discussions for promoting MFS among MSEs, and 
minimal high-level delegation visits to countries where MFS 
has been successfully expanded to the business line of MSEs.

1.0
Key Provider-specific Challenges
Most MFS providers/banks in Bangladesh hold a myopic view 
of MFS. They currently regard MFS only as a product (just 
like a savings bank account or a debit card), and not as a full-
fledged, revenue-earning business. To an extent, this approach 
has limited the willingness of providers to focus more on MFS 
and explore its potential avenues. During the study, most 
stakeholders suggested that a majority of banks are not very 
optimistic about the future of MFS. As a result, they have not 
made significant investments in the MFS business. 

MFS in Bangladesh is still in its infancy. As on March 2017, data 
shared by Bangladesh Bank suggests that cash-in and cash-out 
contributed to 81% of the total value of transactions conducted 
through MFS accounts. Some providers, in collaboration 
with partners, such as RMG factory owners and MFIs, have 
been offering a few MFS-based services. These include salary 
disbursement, loan disbursement, and merchant payments. 
However, most of such initiatives are run on a limited scale. 

Moreover, there are only a few products that are designed to 
cater to specific customer segments. It is often argued among 
industry players that customers view MFS only as a platform to 
transfer money and not as a ‘mobile wallet’ that could potentially 
be used to access a plethora of financial solutions. Product 
innovation remains limited by the low levels of competition in 
the market. Most banks have adopted a conservative approach 
to operating the MFS business. Traditionally, banks have been 
perceived to be risk-averse with limited investment appetite. 
This is also evident from the fact that most banks in the country 
have refrained from innovating and launching new products 
and investing in business expansion. Moreover, a majority of 
banks lack the appetite and balance sheet-strength to absorb 
losses that the MFS businesses are likely to incur during their 
initial years.

For most providers, the MFS business is managed by people 
with banking experience, and not by those with the right mix 
of human resources – who have the required experience of 
Fast Moving Consumer Goods (FMCG), MNOs, information 
technology and banks, among others. For instance, bKash’s 
success in Bangladesh is often credited to its core project team, 
which comprises people with varied experiences of industries 
other than banking. Their skills of establishing a large network, 
leveraging technology, and taking quick decisions have been 
instrumental in building a sustainable business model for 
bKash. 

The MFS market in Bangladesh is somewhat monopolistic 
and less competitive. The limited competition is frequently 
attributed to the following reasons:

• Ambiguity in the MFS guidelines on participation of 
nonbank, third party, and fintech players;

• Unfair USSD pricing policy, especially for new entrants to 
the market and smaller players;

• Lack of innovative approach of MFS providers;
• Lack of interoperability among players in the MFS market.

In a nutshell, the MFS market as a whole has failed to rationalise 
service charges or offer quality services to its consumers.

2.01.0
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Due to limited use-cases, most MSE owners view MFS solely 
as a money transfer service. Those MSE owners who are 
comfortable in using cash for business transactions do not see 
compelling value in the adoption and use of an MFS account 
for their business. For instance, these MSE owners are willing 
to use the e-money for paying tuition fees, insurance premium, 
monthly deposit against Deposit Pension Scheme (DPS) and 
hospital bills, or for receiving student scholarship and digital 
credit. But due to non-availability of such services, they are 
unable to do so.

Presently, the revised daily transaction limits for MFS are 
capped at 15,000 BDT (USD 180) for deposits and at 10,000 
BDT (USD 120) for transfers9. These figures are significantly 
inadequate for MFS owners, a few of whom generally conducts 
high-value business transactions. In addition, the transaction 
charges of using MFS for certain services are higher than banks. 
For instance, for a cash-out of 1,000 BDT (USD 12), the MFS 
providers charge approximately 20 BDT (USD 0.24). Paying the 
same charge, one can withdraw up to 50,000 BDT (USD 600) 
from most banks. 

Less surprisingly, the reach of all MFS providers is not the 
same in Bangladesh, and only a few dominant players have 
some presence in remote geographies. A lack of interoperability 
prohibits a few MSEs, mostly in rural areas, from using MFS for 
business transactions. 

Additionally, most MFS providers lack the feature of ‘push’ 
and ‘pull’, where an MSE owner may send money (push) to the 
bank account or can load money (pull) from the bank account 
into the MFS wallet. For cash-in, MSE owners find it difficult to 
visit agents during business hours. In rural areas, some MSEs 
face difficulties due to agent illiquidity. In most cases, only one 
agent operates in rural areas. As a result, the shortage of funds 
and float are major barriers that limit the adoption and usage of 
MFS among MSEs.

MSEs-specific Challenges
3.0

After analysing current policies, regulations, and study 
findings, MicroSave developed a detailed roadmap to suggest 
key action points to stakeholders. These action points have been 
designed to support the MFS sector in Bangladesh to develop 
a holistic digital ecosystem. For each action area, the roadmap 
also illustrates the implementation partners, key challenges to 
implementation, and potential outcomes. It is likely that the 
implementation partners would need to consider the views and 
consultations of various stakeholders as well.

A Policy Roadmap for Accelerating 
the Usage of MFS among MSEs in 
Bangladesh

Registered MFS users, who do not make 
business transactions, cite high transaction 
fees to be the major deterrent in using MFS 
for business.

Security/ Robbery/ Fraud

Insufficient transaction limit

Adequate existing channels

High transaction fees

No foreseeable benefit

Lack of awareness

Lack of documentation

Discomfort at agent

Reasons for not using MFS for business purpose

Supplier inacceptance

64%

5%
10%

11%
12%

20%
27%

29%

31%

Not required4%

Customer inacceptance20%
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April 2018 (tentative)
Bangladesh Bank, and Ministry of Finance, Government of Bangladesh

Existing Challenges

Action Points

Expected Outcomes

Release revised, comprehensive guidelines on MFS

O1
Clarity among market 
players on central bank’s 
plan to promote the 
uptake of DFS

O2 Entry of more, serious 
players 

O3
Favourable competition 
leading to innovative 
digital payment solutions

C1
Decision to allow 
entry of types of non-
bank players in the 
MFSsector

C2
Clearly defining 
their roles to create a 
competitive market

Develop guidelines for an enabling, fair and competitive 
environmentA1

Ensure that MFS guidelines complement agent banking 
guidelinesA2

Clarify central bank’s vision to promote DFS in the countryA3

Define scope of DFS/MFS, norms to allow for tiered KYC, 
vision on interoperability, risk management, data privacy, 
and customer protection

A4

Elaborate policies to promote partnerships, competition, 
innovation, and entry of new playersA5

April 2018 (tentative)
Bangladesh Bank, BTRC, MRA, MFS providers, MNOs, fintechs, and other third party players

Existing Challenges

Action Points

Expected Outcomes

Improve synergy and coordination amongst various stakeholders to promote sustainable partnerships

O1 Conducive environment
for all ecosystem players

O2 Progressive discussions
amongst key stakeholders

O3 Partnerships among
industry players such
as MFS providers and
MNOs

C1
Existing issues 
between leading MFS 
providers and other 
players in the market 

C2

Limited 
understanding of the 
potential of various 
partnership models 

Improve coordination among regulators such as BB, BTRC
and MRA to discuss the potential and scope of MFS for MSEs

A1

Resolve pending issue of commercial agreement between
MFS providers and MNOs

A2

Build capacity of various regulators on technical 
understanding of DFS operations

A3

Seek financial and technical assistance from different
international donor agenciesA4

Build and promote sustainable partnerships amongst various 
ecosystem players A5

July 2018 (tentative)
BTRC, BB, MFS providers, and MNOs

Existing Challenges

Action Points

Expected Outcomes

Formulate a uniform USSD pricing policy for all MFS providers

O1
Fair, uniform USSD
pricing policy

O2
Encouraging policy for
small players to ‘plug and
play’

O3 More competition in the
market

C1
Resistance of some 
MFS providers to 
adopt session based 
pricing 

C2 Time delay in
undertaking financial 
modelling exercise

Develop session based USSD pricing policy adopted globallyA1

Undertake a financial modelling exercise on costing and
pricing of USSD sessionsA2

Suggest interim tariff for USSD sessions till completion of the
exercise

A3
Averting revenue sharing
disputes between MNOs
and MFS providers

O4
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April 2019 (expected)
MFS providers

Existing Challenges

Action Points

Expected Outcomes

Develop more products, routine use-cases, value propositions, and an exclusive account for MSEs

O1
New products and 
services for MSEs using 
MFS 

O2 Greater uptake of MFS by 
MSEs 

O3
More compelling value 
propositions for MFS 
users 

C1
Limited need 
assessment of MFS 
users

C2
Lack of initiatives
undertaken by MFS 
providers to innovate 
new products

Assess the needs of existing and prospective MFS users to
conceptualise and design new products

A1

Develop tailor-made financial and non-financial solutions
for MFS consumers based on consumer demographics,
preferences, lifestyle, transaction points, and income pattern,
among others

A2

A3

A4

Make provision of an exclusive MFS (business) account for
the MSEs with higher transaction limits and reduced tariff
Provision of MFS account statement for MSEs, and its
acceptance to assess the creditworthiness of the consumers

April 2019 (expected)
Bangladesh Bank, Election Commission, a2i, MFS providers

Existing Challenges

Action Points

Expected Outcomes

Link MFS accounts with NID and bank accounts, and introduce e-KYC and tiered KYC

O1
Unique identification of
MFS consumers

O2 Track of fake/ghost MFS
accounts

O3 Types of MFS accounts
based on need

C1
Availability of at least 
one bank account for 
each MFS consumer 

C2 Back-end integration 
of systems, and 
sharing of KYC 
related data between 
Election Commission 
and MFS providers 

Leverage NID database to uniquely identify and on-board
MFS consumers

A1

Link MFS accounts to bank accounts to enable push/pull
transactions

A2

A3 Introduce tiered KYC- based MFS accounts with different
transaction limits and service features

July 2019 (expected)
MFS providers, a2i, Bangladesh Bank and relevant central government ministries

Existing Challenges

Action Points

Expected Outcomes

Build awareness about DFS, and incentivise MFS usage by MSEs

O1
Increased awareness
about MFS amongst
masses for usage of MFS
account for personal and
business purposes

O2 Increased uptake and
usage of MFS by MSEs

C1
Financial support
for organising
literacy campaign

Devise a plan to build awareness on DFS across the countryA1

Organise digital literacy workshops and adopt mass-media
channels for building awareness on DFSA2

A3

A4

Develop a comprehensive plan to incentivise usage of MFS
(include cash-back, discount, referral bonus and loyalty
points among others)

Design tax incentive schemes for using digital payment
solutions
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Our analysis of existing policies, regulations, and study findings 
suggest that there is an imperative need for regulators, policy 
makers, MFS providers, MNOs, and other industry players to 
adopt a concerted approach in addressing the bottlenecks that 
have limited MFS uptake in Bangladesh. We have elaborated the 
following six key recommendations that, when implemented 
together, are expected to increase the accessibility, adoption, 
and uptake of MFS among MSEs in the country.

Key Policy Recommendations to 
Promote MFS Uptake in Bangladesh in 
General; and Among MSEs in Specific

The MFS market in Bangladesh requires comprehensive 
guidelines to foster an enabling, fair, and competitive 
environment. The revised guidelines should cover the 
Bangladesh bank’s vision and plan to promote Digital Financial 
Services (and not just MFS) in the country. The revised 
guidelines should define the following in an unambiguous 
manner: a) scope of DFS in general and MFS in specific; b) norms 
to allow for tiered KYC and e-KYC; c) the central bank’s vision 
on interoperability, customer protection, and data privacy; d) 
risk-management framework; and e) policies for regulating and 
supervising the MFS sector in the country.

In addition, the guidelines should be designed to bring more 
clarity to market players on a) who can apply for a license, b) 
who they can partner with, c) how much would be the ceiling on 
ownership, and d) the types of MFS accounts that the providers 
can offer. The MFS guidelines should categorically highlight 
the central bank’s idea of allowing more separate entities/
subsidiaries of banks, which would promote partnerships, 
competition, and innovation in the market. The guidelines 
should also illustrate the central bank’s plans to allow new, 
non-bank players to enter the MFS market in Bangladesh. 
The guidelines on MFS and agent banking should, of course, 
complement each other so that the digital payments market can 
grow faster.

1.0 Release revised, comprehensive guidelines 
on MFS.

Tanzania launched mobile money in 2008. Presently, 
there are four mobile money providers in the country, 
namely Airtel Money, Tigo Pesa, Vodafone M-Pesa, 
and Zantel Ezy Pesa. In September 2014, the four 
providers reached an interoperability agreement 
to allow their customers to interact with each other. 
With time, data has emerged that highlights the 
positive impact of mobile money account-to-account 
interoperability for various providers.

It would be useful for regulators to study and understand live, 
successful examples from initiatives like interoperability in other 
countries such as Tanzania.

The revised guidelines on MFS will bring clarity among the 
industry players to better understand the intent and vision of the 
regulator. This is likely to encourage more MFS players to enter 
the market and innovate new products for various customer 
segments. The resulting competition will then push the market 
towards reduced competitive charges, better customer service 
and innovative products and services for the customers.

Regulators, such as BB, BTRC and MRA should work in harmony 
to improve the coordination among various industry players and 
develop a conducive, competitive environment. The regulators 
should encourage and support players in the ecosystem, such 
as MNOs, MFS providers, fintechs, and third-parties to build 
sustainable partnerships. BTRC and BB should work together to 
resolve the pending issue of commercial agreement between MFS 
providers and MNOs, and finalise a session-based USSD pricing. 

Regulators, such as BB, BTRC, and MRA should build capabilities 
on the technical understanding of MFS and DFS operations, 
along with global best practices, use and limitation of technology, 
payments and settlements, product innovations, interoperability, 
regulatory framework, and risk and fraud management, among 
others. Regulators should also learn and understand the scope 
and potential of MFS for other markets, industries, and sectors. 

For instance, MRA should not limit its understanding to the 
present business of MFS alone. It should interact with key 
stakeholders, such as SME Foundation, to recognise the needs 
and challenges of MSEs and credit institutions. SME Foundation  
can provide insights into the functioning of SMEs and can define 
the needs and challenges of MSEs and credit institutions. These 
interactions should be used as a launch pad to gauge the potential 
of MFS for MSEs, and should be helpful to draft broad contours of 
such an arrangement, such as regulatory body, product portfolio, 
a delivery mechanism, among others. 

There are various practical options to build the technical literacy, 
knowledge, and skills of regulators on the potential and use of 
DFS. The regulators, for instance, should undertake exposure 
visits to various countries around specific thematic areas. For 
instance, they could visit India to learn about supervision, eKYC, 
tiered-KYC, and Direct Benefit Transfers (DBT), and visit Tanzania 
to understand wallet-to-wallet interoperability. Regulators 
could visit the Philippines to experience the usage and impact 
of companion cards. In certain cases, regulators can partner with 
Alliance for Financial Inclusion (AFI) for the exposure visits to 
various countries. In addition to exposure visits, the regulators 
should plan training and mentoring sessions for high-level 
stakeholders and staff members to impart technical knowledge 
of DFS. For this, the regulators can engage with globally reputed 
training organisations like the Helix Institute or experts from 
other countries. 

For these initiatives, the regulators can seek financial as well as 
technical assistance from various international donor agencies to 
build their capacities, both by knowledge-sharing and learning 
from global practices. In short, it is essential to acknowledge 
that collaboration among regulators would be the key enabler to 
develop a comprehensive DFS ecosystem in Bangladesh. 

2.0 Improve synergy and coordination among 
various stakeholders to promote sustainable 
partnerships.

3.0 Formulate a uniform USSD pricing policy 
for all MFS providers.
A uniform USSD pricing policy will simplify the entry barrier and 
encourage smaller, new MFS players to easily ‘plug and play’. 
The entry of an increased number of such players is likely to 
drive competition in the monopolistic market of Bangladesh. The 
regulators should implement a globally accepted and adopted 
‘session-based USSD pricing’ policy.
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MFS providers should conduct a dipstick need-assessment 
study on existing and prospective MFS users to gather insights 
on their requirements from an MFS account. Providers can use 
this information to either innovate new products or re-engineer 
existing products to develop tailor-made financial and non-
financial solutions for MFS users.  

These products can be short-term (3-6 months) credit, micro-
insurance, facility for loan re-payment, provision to pay taxes to 
government (P2G), salary disbursements. In addition, the MFS 
providers can build products around use-cases such as school 
and college fee payments, term-loans, and utility bill payments.

4.0 Develop/re-engineer tailor-made 
products, routine use-cases, compelling value 
propositions, and an exclusive MFS account for 
MSEs.

A uniform and fair USSD pricing policy will encourage new, 
small and/or less active MFS players to operate in a level-
playing environment. Our analysis suggest that most MFS 
players, which considered preferential USSD pricing as a 
bottleneck, would extend its reach, cater to new customer 
segment, explore new partnerships, and innovate products. A 
fair pricing environment would enable all players to extend 
their MFS services to the MSEs, which holds huge potential in 
Bangladesh. 

The product development and refinement would be on the basis 
of consumer demographics, preferences, lifestyle, transaction 
points, and income pattern, among other factors. In addition, 
the providers should conceptualise relevant use-cases and 
compelling value propositions for the MFS users to move the 
MFS market beyond cash-in, cash-out, and payments.

Our research suggests that most MSE owners are willing to 
adopt MFS for business purposes, provided the products 
are customised to their needs. A provider, hence, can offer a 
separate, exclusive account to MSE owners to meet their high 
business requirements. This account could have features that are 
distinct from an existing MFS account for a general customer. 

Even though Safaricom reaped success with M-Pesa 
in Kenya, only 0.01% of the businesses in Kenya had 
an M-Pesa merchant account. KopoKopo, a company 
focused on building merchant networks for mobile 
payments, saw this opportunity and teamed up 
with Safaricom to help merchants accept payments 
through mobile money. KopoKopo provides tools to 
facilitate mobile payments through existing platforms, 
focussing on merchant payments that allow small and 
medium businesses to accept mobile money payments 
from their customers.

For instance, providers can revise their tariff (considered by 
most users to be expensive and prohibitive to MFS uptake) and 
offer higher transaction limits to MSEs, depending on the nature 
of their business and other predefined parameters. 

Furthermore, providers can offer new products like companion 
cards, and much-demanded services like provision of MFS 
account statement for MSEs. Financial institutions are likely to 
regard the provision for a statement in a positive way, and use it 
to assess the financial health and creditworthiness of consumers.

After rolling out new products and services, providers should 
create a pilot plan to analyse the impact of reduced, preferential 
tariff on a small, closed section of MSEs. The learning outcomes 
can be used to improvise and scale up the intervention. These 
initiatives are likely to increase the preference and uptake of 
MFS among MSEs in Bangladesh.

In Ghana, Ecobank Ghana and KopoKopo have 
launched a new initiative called ‘PayWith’, a service 
that lets merchants accept mobile money payments at 
the point of sale. The PayWith service gives merchants 
a single account through which they accept mobile 
money payments. In this model, KopoKopo has been 
the technology partner and will connect issuers to 
acquirers.

In addition, policy makers and regulators should develop a 
regulatory sandbox for players to innovate new products and 
services for MSEs. This initiative will leapfrog Bangladesh 
Bank’s efforts to move beyond payments and offer an enabling 
environment to various players in developing innovative 
financial and non-financial solutions for the financially excluded 
masses. A regulatory sandbox is likely to attract a number of 
new-age and innovative fintech players, including Payment 
System Providers (PSPs) and Payments Service Operators 
(PSOs), to test innovative products and services for various 
customer segments, such as MSEs. The provision of a regulatory 
sandbox will potentially assist the product developers to 
innovate solutions and source financial aid from international 
donors to develop and test them.

The NID-seeded MFS account will help Bangladesh Bank 
identify individual MFS users and track fake MFS accounts. This 
initiative has significant potential to limit the multiple accounts 
that MFS agents often use to facilitate OTC transactions.

Similarly, customers’ bank accounts and MFS account should 
be linked and seeded with NID number. In the foreseeable 
future, this would enable an interoperable environment, 
where users can conveniently transact (push/pull) across 
their bank and MFS account. The linkage will be of significant 
advantage to the government for all bulk Government-to-
People (G2P) disbursements, such as social security payments. 
It would enable the government agencies to uniquely identify a 
beneficiary, thereby eliminating instances of ‘ghost’ or duplicate 
beneficiaries. This, in turn, has the potential to prevent leaks 
and result in savings for the Treasury. 

The NID database should be further leveraged to actively 
facilitate the e-KYC process for customer on-boarding and 
transactions. In addition, depending on the extent of MFS 
customers’ KYC fulfilment (tiered KYC), regulators and 
providers can offer many types of accounts with varying service 
features. 

5.0 Link MFS accounts with National Identity 
Database (NID) and bank accounts, and 
introduce e-KYC and tiered KYC.

It is therefore proposed that the regulators should plan to 
undertake a financial modelling exercise on costing and pricing 
of a USSD session. It should, however, be noted that such an 
exercise can be time-consuming. In the interest of market players 
and MFS users, the regulators can set an interim tariff for USSD 
sessions. The regulators can learn from countries, such as Kenya 
and India, to adopt the USSD pricing policy. 
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Based on learnings from India, this integrated platform 
could also be used for a variety of transactions. These include 
transactions using biometrics for authentication, NID-to-NID 
transactions (known as an Aadhaar-to-Aadhaar transaction 
in India), and transactions for merchant payments using NID 
number for customer/account identification and biometric for 
authentication (known as Aadhaar Pay in India). 

This can act as an enabler to catalyse the uptake of MFS in 
Bangladesh and move beyond payments. Access to Information 
(a2i), Bangladesh bank and the MFS providers should work 
towards devising a program for incentivising the usage of MFS. 
The incentive will not only promote the adoption and usage of 
MFS amongst the MSEs, but also amongst the general users. 

On one hand, MFS providers can incentivise the MFS users 
in the form of cashback, joining bonus, referral bonus, loyalty 
points and discount on goods and services purchased using 
MFS. Further, the providers can tie-up with various retail outlets 
and offer exclusive offers to customers making payments using 
MFS account. 

On the other hand, the policymakers can figure out ways to 
offer tax incentives to the MSEs conducting payments using 
MFS account for business purposes. This should encourage 
those MSEs which are sceptical for using MFS as digital 
transactions will leave digital footprints. This will make it easy 
for the Income Tax (IT) department to track MSEs income level 
and tax declaration. As a result, the policy makers and Ministry 
of Income Tax should formulate policy which offers tax rebate 
to MSEs using MFS and encourages them to adopt MFS for 
business purposes.

6.0 Build awareness about DFS, and incentivise 
MFS use by MSEs.

The Government of India has been inclined to 
transit towards a less-cash economy through various 
initiatives. Following the demonetisation exercise on 
November 2016, there has been an increase in digital 
payments across the country, and both the volume 
and amount of money transacted through digital 
methods has increased manifold. To further accelerate 
this process, the Central Government decided on a 
package of incentives and measures for promotion 
of digital and cashless economy in the country. In 
addition to his, the central government appointed 
NITI Aayog, a think-tank of the central government, 
to lead its initiative to transform the country into a 
cashless economy.

Conclusion
There is little doubt about the enormous scope in the MFS sector 
in Bangladesh. There is a significant chance for stakeholders 
to bring about innovation, promote competition, generate 
consumer awareness, and facilitate sustainable partnerships 
to move the MFS sector beyond payments in the country. If 
providers and policymakers implement these recommendations 
while taking stakeholders’ view into account, it would change 
the MSE landscape in the country and further the agenda of 
financial inclusion through MFS.
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