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United Nations Development Programme (UNDP) 

United Nations Capital Development Fund (UNCOF) 
Country : Sudan 

January 2010 - December 2013 

Executive Summary 

The mainstream banking sector In Southern Sudan IS in its very early stages Overall, the Southern Sudan 
mlcrofinance portfolio compnses more than 30,000 clients , with a portfolio of about 12 million SOG and 
covering seven of the ten states through a network of some 60 outlets Overall , the regulatory environment 
is enabling though prudent In a market and region emerging from years of CIVil war, enabling has proven to 
be not enough to facilitate more entrants into the market 

Southern Sudan is entering a dynamic phase in the development of Its mlcrofinance sector There are a 
range of financial service providers (FSPs) emerging; the regulatory regime IS taking shape in a pOSItive 
direction; and a number of major funders (SSM OF, USAIO) are preparing to disburse significant amounts of 
funding UNCDF has recently committed US$ 7,287,983 to FSPs through MlcroLead to help jump-start the 
sector This funding IS primarily concentrated , as it should be, on retail FSPs 

The proposed best use of UNDP and UNCDF sector development fundmg IS to focus on gaps not currently 
covered by SSMOF or the USAID GEMSS programme The UN fundmg addresses opportunities and 
constraints as they emerge at the policy , meso [support mfrastructure) or retail levels 

To ensure harmonization within the GoSS framework established for supporting the microfinance sector, the 
GoSS - the Joint Programme will be implemented through the Southern Sudan Mlcrofinance Development 
Facility (SSM OF) SSMDF was established by the GoSS as a private company limited by guarantee to 
coordinate donor funding to microfinance In line with the Paris Declaration on Aid Effectiveness, UN 
country based funding will be through the SSM OF framework. Harmonization of UN funding will be further 
achieved through Joint Programme Arrangements 

In addition to UN support to local FSPs, UNCOF, through its global programme. "LOC Fund for Savings-Led 
Market Leaders· or "MlcroLead- will make available for Southern Sudan additional assistance to the FSPs 
that qualify for assistance under the global programme RecogniZing the Importance of 'market leaders· to 
drive sector development, UNCDF developed the "MicroLead" Programme to shorten the time poor people in 
LOGs would need to walt for access to financial services Based on proven business models market leaders 
can rapidly scale-up their own operations offering a variety of products and services while accelerating the 
pace of sector development With substanllal support from the Bill & Melinda Gates Foundation, MlcroLead 
Will provide loans and grants to leading microfinance Institutions and financial service prOViders on a 
competitive baSIS Southern Sudan Will benefit from USO USO 7,287,983 in MlcroLead resources 

The UNOAF calls upon "one UN·· interventions to focus on development of diversified, sustainable rural 
livelihoods and pro-poor financial services, particularly for women, youth and vulnerable groups In 
particular, the UNOAF notes that the current baseline number of clients of mlcrofinance services in the South 
IS limited to 11 ,180 Clients (CBOS) and sets a target dUring the UNOAF to increase to at least 150,000 actNe 
clients ThiS represents an increase in percentage coverage of potenltal demand for mlcrofinance services 
from a baseline in the South of 3% of the total to a target for the South of 25% of total demand Through an 
ambitious strategy of combining support to a range of local institutions and market leaders, this programme 
will target to substantially exceed that target: 240,000 active clients (savers andlor borrowers) by 2012. and 
reach double that target more than 300,000 active clients (savers andlor borrowers) by 2013 
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I. A. Situation Analysis 

This programme will contribute to UNOAF Outcome 3 livelihoods and Productive Sectors By 201[3]. poverty, 
especially among vulnerable groups, IS reduced and equitable economiC growth IS Increased through 
improvements in livelihoods, decent employment opportUnities, food secUrity, sustainable natural resource 
management, and self-reliance In terms of priorities, from the Government of Southern Sudan {GaSS] Budget 
Sector Plans, the programme will contribute to improving the livelihoods and income by accelerating equitable. 
sustainable economic development, with clear roles for the public and private sectors Of the five sUb-Outcomes 
this programme will contnbute directly to 

SUb-Outcome 1 

Sub-Outcome 2 

Sub-Outcome 5 

More rural households, Including women-headed households, are decently employed with 
increased sustainable agricultural producllvlty and diversification 

Individuals and communities, especially youth and vulnerable groups Including ex-combatants, 
mine victims, WAAFG and CAAFG, have access to improved income generation opportunliles 
and employment Ihrough decent work 

A more equitable, competitive and socially responSIble p(lvale sector IS In place 

The UNOAF notes that while economic growth is critIcally important for Sudan. It IS the pattern of such growth that 
will determme ItS sustalnability_ Growth has been heavily concentrated In oil and minIng. benefiting pnmanly the 
central states around Khartoum, while development of Sudan's productive sectors - agriculture. industry and 
hvestock - and the livelihoods these sectors support faces a range of obstacles Yet the more WIdely are the frUIts 
of development and service delivery distributed, especially to the poor, the greater the likelIhood of ensuring 
human security - thereby consolidating peace and stability 

Unemployment IS very high. Although data gaps are substanltal, it is beheved that 60 percent of those who are 
economIcally actIve are Involved in the Informal economy, and about half of these are poor Women playa major 
but often under-recognIzed role m hvellhoods and the economy Because of the mlgrallOn of men for work and 
heavy fatalities caused by war, many women now are heads of households In the formal sector, manufactUring IS 
weakly diversified: nearly atl manufacturing enterprises are small and concentrated In the North 

The high proportion of youth represents an opportunity to harness vast human capital for development - but young 
people also face numerous vulnerabilities, especially in the South, where many received little education during the 
war and face a return to destruction if frustrated by the lack of livelihood opportunities Other vulnerable groups -
partIcularly former combatants, mine vichms and WAAFG - also require Significant support to ensure better access 
to gainful and sustainable employment In Sudan, atl this manifests In the need to Increase employment among 
you th , women and other vulnerable populations and strengthen the private sector, particularly the industrial sector, 
to reduce overdependence on oil and mining 

A.i. Formal Financial Sector 

The mainstream banking sector in Southern Sudan is in liS very early stages, financial services provided by these 
banks include current accounts, savings, money transfers, and some credit on a very limIted basis On April 25. 
2007. the Bank of South Sudan ordered all Islamic system banks to convert to conventional banking or leave, 
comprehensive peace agreement signed in January 2005 whereby the agreement states that the south will have 
Its own conventional banking system, in parallel with the IslamiC banking system operating In the mainly Muslim 
north. Overall, the formal financial sector IS providing very limited services With very limited banking channels such 
as branch networks, ATM machines, and POS devices. And Ihese few services are often triple or quadruple the 
price for equivalent services In neighbOring Uganda or Kenya The recent Issues surrounding Nile CommerCIal 
Bank, WIth many small holders as well as development organizations awaiting restitution could have a potenllally 
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negative effect on the Southern Sudanese population attitude toward the safety of the banking system, and placing 
their savings within it 

A.2. Microfinance Sector 

Overall, the Southern Sudan microfinance portfolio comprises more than 30,000 clients , with a portfolio of about 12 
million SDG and covering 7 of the 10 slates through a network of some 60 outlets 3 states namely Western Bahr 
Ghazal, Warrap and Unity have none or insignificant access to mlcroflnance services The retail microfinance 
sector has 3 main Institutions which are BRAC Sudan, Sudan Mlcrofinance Instltullon (SUM I) and Finance Sudan 
BRAC Sudan started in March 2007 and now operates 6 branches in 5 states with over 11 ,000 clients SUMI 
started In 2003 and has 5 branches and 11 ouliets In 3 states with over 8,000 clients Finance Sudan has 2 
branches in 2 states with just over 1,000 clients. The institutions are mainly offering working capital loans to micro 
and small entrepreneurs as well as salary loans charging interest ranging from 20 to 40% There are a number of 
smaller but emerging organlsallons and initiatives offering a variety of financial services which Include working 
capital loans to self help groups The organisations include Jalia Savings and Credit Cooperative (JASCO); AMUT, 
SAVANNAH Farmers Cooperative; Community Development Services (CDS); Bahr Ghazal Youth Development 
Association (BYDA); ACORD; ACROSS; Catholic Relief Services (CRS) and PITA women association for 
Development 

With few formal financial services in Southern Sudan, the population looks to Informal mechanisms for gaining 
access to credit or savings The Sanduk System, often referred to as rotating savings and credit associations 
(ROSCAS), IS relatively well known and practiced Most prevalent in the markets of Juba IS the system whereby 
credit IS extended through merchandise Traders collect the merchandise from the supplier and payment IS made 
at a future date Finally, local moneylenders provide loans at generally high rates of Interes\. reported to reach as 
high as 50%-100% flat per month. While these sources provide some capital to Southern Sudanese, the poor state 
of the financial sector means that little excess funds are available, and if so, only at exorbitant rates 

The Southern Sudan Microfinance Forum was formed in May 2006 by SUM!, Finance Sudan and CHF 
International In order to bring together all stakeholders in the industry The forum alms to bUild a profeSSional 
microflnance Industry In Southern Sudan, to give sector gUidance as It becomes firmly Integrated Into the formal 
financial sector and to faCilitate capacity building of all stakeholders Regulations on mlcrofinance operations are 
yet to be streamlined 

There are a number of apex organizations that have been initiated with the support of the International community 
to provide funds for loans and capacity building support to microfinance instltullons in Southern Sudan The 
institutions include Southern Sudan Mlcrofinance Development Facility (SSMDF) a USD 6.9 million facility funded 
by the Multi-Donor Trust Fund [MDTFJ and managed by Frankfurt SchooL and USAID has recently launched a 
USD10 million facility (GEMSS) for loans and capacity building 

A.3. Regulatory Framework 

The Bank of Southern Sudan (80SS) was established on 1st February, 2006 pursuant to the proVISions of the 
Wealth Shanng Protocol concluded between the government of Sudan and the Sudan People 'S liberation 
Movement (SPLM) in Nalvasha, Kenya In addition, the conclUSion of the ComprehenSIVe Peace Agreement (CPA) 
entered Into In January 2005 also created a conducive environment for the financial sector It was then agreed that 
a dual banking system be Introduced in Sudan I.e, an Islamic banking system in Northern Sudan and a 
conventional banking system in Southern Sudan The BoSS was to be established as a branch of the Central Bank 
of Sudan headed by a Deputy Governor of the Central Bank of Sudan to manage the conventional Window uSing 
the conventional finanCing Instruments in implementing the same national monetary policy In Southern Sudan 
BoSS was to be further responSible for licenSing and supervISing flnanclallnstltutJons to Southern Sudan In order 
to conform with the Wealth Sharing Protocol , the Bank of Sudan Act, 2002 was amended in 2005 to cater for the 
duality of the banking system BoSS has its head quarters in Juba and sub-branches to the towns of Malakal, Yei 
and Wau 
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The regulatory framework to receive a commercial banking license has proven to be a relatively significant barrier 
to entry particularly with regards to the minimum capital requirement of USD 15 million. Though it is payable in 
three annual instalments of USD 5 million , it has proven to be at a level where many commercial banks are 
hesitant to commit those kinds of funds until the political and economic situations are more stable and the future of 
South Sudan more predictable. To date, the only new entrants to be granted a license are Kenya Commercial 
Bank and Equity Bank - Sudan. 

With the difficulty in attracting commercial banks to the market, BoSS has embarked on a strategy to license 
microfinance institutions. To date, the four main MFls namely BRAG, SUMI , Finance Sudan and Savannah are 
licensed by the Bank of Southern Sudan (BoSS) within the bill of conditions stipulated for licensing microfinance 
Banks for 2006 in accordance to the 2003 Act regulating Banking business. The paid up capital requirement and 
license fees are Significantly reduced for Southern Sudan Microfinance Institutions to encourage new entrants. The 
licensed MFls however are under non-prudential regulations as they are not allowed to take deposits. The only 
reporting requirements by the BOSS are the monthly and quarterly reporting under the funding contracts with 
SUMI, BRAG, Finance Sudan and Savannah. In a bid to fast track the microfinance regulatory environment BoSS 
has established a microfinance unit and has hired a policy adviser. 

Overall, the regulatory environment is enabling though prudent. In a market and region emerging from years of civil 
war, enabling has proven to be not enough to facilitate more entrants into the market. 

LB. Strategy 

B.1. Background 

World leaders have pledged to ~ make poverty history." The Millennium Development Goals (MDGs) set globally 
adopted targets for reducing extreme poverty by half by 2015. For over two billion people in the world who live on 
less than $2 per day, I access to financial products and services can directly provide the tools to protect. diverSify 
and Increase their sources of income and make their own economic decisions for the path out of poverty. The 
level of outreach by the financial sector also correlates strongly with the level of finanCial, institutional and 
infrastructure development across countries. Studies have shown that greater levels of financial outreach are tied 
to higher levels in standard economic development indicators.2 

The vision that guides this Joint Programme comes from the UN 'Blue Book' on Building Inclusive Financial 
Sectors An inclusive financial sector is defined as a financial sector that offers a range of financial services to 
the entire active population of a country. An inclusive financial sector is characterized by': 

• Access by all bankable households, including women, and enterprises to a full range of financial 
services at a reasonable cost, including savings, short and long-term credit, mortgages, insurance, 
pensions, payments, local money transfers, international remittances , teasing and factoring ; 

• Soundness of institutions, which is maintained through performance monitoring by stakeholders and, 
where required , sound prudential regulation ; 

• Financial and institutional sustainability as a means of providing access to financial services over time; 
• Multiple providers of financial services, wherever feasible , to bring cost-effective alternatives to 

customers, including sound private, non-profit and public providers. 

To realize the viSion of financial inclusion, financial services for poor and low-income people and micro and small 
enterprises should be seen as a central and integral component of the financial sector This sector should include 

] World Bank data (2004) estimates that 2.8 billion people in the world live on less than $2/day. [data used in the MDG indicators] 

1 Beck, Thorsten, Asil Demlrguc-Kunt & Maria Soledad Martinez Peria, "Reaching Oul: Access to and use of banking services across countries," 
World Bank. September 2005. 
j See "Building Inclusive Financial Sectors for Development" (2006) the 'BI e Book' UNCDF and UNDESA. 

http·IfWNW.uncdf org/eng Ijsh/microfina ncelpu bs/bluebookl 
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a continuum of financial Institutions, each with its own comparative advantages, and each presenting the market 
with an emerging business opportunity 

B.2. lessons Learned 

Despite positive developments In the area of financial inclusion during the past ten years, many poor and low
Income people and micro and small enterprises stiillack access to a broad range of financial products and services 
on a sustainable basis Currently , over 3 billion people around the world live without access to financial services, 
and this is especially so In post-conflict countries 
Key bottlenecks to access to finance include: 

• Lack of vision and commitment by pollcymakers to Include the development of inclusive financial 
sectors as part of their development agenda;· 

• Lack of enabling policy, legal. and regulatory environments to facilitate and remove constraints to 
greater access; 

• Lack of appropnate finanCial services Infrastructure to support financial transactions and Increased 
access to financial products at retail level ; 

• Lack of strong Institutions providing a broad range of financial services to serve large numbers of 
people on a sustainable basis ; and 

• limited engagement of the private sector In expanding access to financial services and developing 
new financial products and services that serve poor and low-income people and micro and small 
enterprises 

Recent experience in post-conflict settings underlines the importance of ensuring 
• a critical mass (USD SM) of funding is available from the start; 
• market leading institutions begin operations as early as poSSible; 
• a sector development approach can be applied from the outset and lead to greater efficiency In donor 

funding , as per the Pans Declaration on Aid Effectiveness 

A range of options to contribute to the VISion of inclUSive finance were conSidered based on opportunIties and 
constraints articulated by stakeholders and reViewed against current and planned activities by other actors [see 
Annex 1, gap analysis] The suggested interventions, focused on filling gaps not covered by others, are noted In 
the next section 'Country Strategy' 

B.3. Country Strategy 

Southern Sudan IS entering a dynamic phase in the development of ItS mlcrofinance sector There are a range of 
financial service providers (FSPs) emerging; the regulatory regime is taking shape in a positive direction; and a 
number of major funders (SSM OF, USAID) are preparing to disburse Significant amounts of funding UNCDF has 
recently committed US$ 7,287,983 to FSPs through MicroLead to help jump-start the sector This funding IS 
pnmarily concentrated, as it should be, on retail FSPs 

The proposed best use of UNDP and UNCDF sector development funding is to focus on gaps (see Annex 1) not 
currently covered by SSMOF or the USAID GEMSS programme The UN funding address opportunities and 
constraints as they emerge at the follOWing levels 

Policy (Vision statement, national strategy, coordination of funding/monitoring sector wide 
performance against targets, regulatory and supervisory, business environment) 

II Meso (support infrastructure training, audit, rating , credit reference , cel infrastructure, Association of 
MFls, funding apexes) 

III Retail FSP (Commercial banks, non-bank financial institutions, NGO-MFls, credit unions, 
cooperatives, Village savings and loan associations) 

IV Client financial literacy, training for managing a business/accounts 

, UNCOF & UNOESA, Blue Book on BUilding InclusNe Fln8nC181 Sectors for Development May 2006 and CGAP, Access for All BUilding 

Inc/uslV8 FinancIal Systems. 2006 
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To ensure harmonization within the GoSS framework established for supporting the microfinance sector, the 
GOSS - the Joint Programme will be implemented through the Southern Sudan Microfinance Development Facility 
(SSMDF). SSMDF was established by the Government of Southern Sudan [GoSS] as a private company limited 
by guarantee to coordinate donor funding to microfinance. In line with the Paris Declaration on Aid Effectiveness, 
U.N. country based funding will be through the SSMDF framework.s The SSMDF is governed by a board that 
includes the key ministries responsible for inclusive finance in Southern Sudan (MoCI , BoSS, MoFEP) and external 
representatives that provide a global and regional perspective on developing inclusive financial sectors. UNCDF 
and UNOP, while not initially directly taking voting seats on the Board of SSMDF, will provide their input via these 
private sector representatives 

The key opportunities and constraints to be addressed are noted below, based on consultations in 2008 and 2009, 
so that the programme could start with the most important issues. The gap analysis of constraints and other actors 
support is noted in Annex 1. 

The UNDAF calls upon "one UN" interventions to focus on development of diversified, sustainable rural livelihoods 
and pro-poor financial services, particularly for women, youth and vulnerable groups. In particular, the UNDAF 
notes that the current baseline number of clients of microfinance services in the South is limited to 11 ,180 Clients 
(CBOS) and sets a target during the UNDAF to increase to at least 150,000 active clients This represents an 
increase in percentage coverage of potential demand far micrafinance services from a baseline in the South of 3% 
of the total to a target for the South of 25% of total demand. Through an ambitious strategy of combining support 
to a range of local institutions and market leaders, this programme will target to substantially exceed that target 
240,000 active cllents (savers and/or borrowers) by 2012, and reach double that target more than 300,000 active 
clients (savers and/or borrowers) by 2013. 

B.3.1 Policy/Macro Level 
I. Sending a critical mass of the staff of responsible Ministries (BOSS, Ministry of Commerce, 

Ministry of Finance and Planning, Microfinance industry leaders) to the Boulder Microfinance 
training in Turin, Italy starting in July/August 2009, and continuing through the period of the 
programme. This group will collectively playa leading role in guiding sector development and, for 
the Ministry staff, be better positioned to advise their Ministers on key policy and funding decisions. 
SSMDF will receive nominations from relevant Ministries by February each year, so that the 
nominees direct responsibilities for microfinance can be confirmed, and the nomination list 
finalized prior to the opening of registrations 

II. Facilitating BOSS participation in the Alliance for Financial Inclusion (AFt , http://www.afi-global.org/ 
), including the inaugural meeting in September 2009.6 

III. Engaging the CGAP (www.cgap.org) policy cadre or its equivalent to provide guidance to BOSS in 
preparing draft regulations for the microfinance industry. 

8,3,2, Meso Level 

I. Rating of FSPs: External rating of FSPs will serve to accomplish several objectives related to 
capacity assessment and increased transparency: 
• Assist to identify common weaknesses thai need strengthening across FSPs that would justify 

industry-wide training activities. FSPs that wished to access industry wide training or 
scholarships would need to be externally rated7

. Initial ratings would be the property of the 

, Although endorsed by GOSS and coordinated with SMDF/Frankfort School. the Microlead funding was programmed prior to the formal 

establishment of SSMDF. However, to ensure harmonization. UNCDF will share quarterly reporting from all FSPs supported under MlcroLead 
with SSMDF. and UNCDF will task the SSMDF technical staff with monitoring performance problems tocally. as needed. 
; With support of a US$20 million grant from the Bill & Melinda Gates Foundation, GTZ is supporting Central Banks from developing countries 

to share lessons from policies to bring financial inclusion . 
) SSMDF technical secretariat may e)(empt smaller MFls or community groups where a rating would be premature 
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FSP, and shared with SSMOF technICal secretariat on a non-dlsclosure baSIS For Initial 
ratings the FSP would control the deciSion on external release or posting on the MIX Market 
(www.themixmarketorg) , 

• Identify FSP specific weaknesses that FSPs could utilize to refocus their business plans and 
could be addressed through training or technical assistance; 

• Establish a baseline of FSP institutional capacity that. when compared to final ratings in 2013, 
would provide a measure of the Impact of SSM OF and GEMSS capacity building aSSistance, 

• Increase transparency among the industry and thus external Investment by the SOCially 
motivated equity Investors FSPs would be encouraged to post their second (2013) rating on 
the MIX Market to achieve '5 diamonds' 

11 Support to the Audit Industry: At present, FSPs are receiving their audits from audit flnllS 
based 10 Kenya and Uganda. Because of the importance of credible audits for the development of 
a transparent sector, this reliance will need to continue for the short-term. The JOtnt Programme's 
strategy will be the following· 
• Regional and Local auditors will be mapped, and tnvlted to participate In a 

tratnlng/certlficatlon process to carry out audits accord 109 to CGAP standards, 
• All FSPs funded by SSMOF must provide annually audited finanCial statements to SSMDF; 
• Only audits from certified firms will be accepted; 
• Audit firms will be informed that inclusion of Southern Sudanese on their audit teams Will be a 

selection criteria, including the firms plan for bUilding local capacity 

III. Next Generation Technologies for Access to Finance: A range of technologies are betng 
deployed to lower the transaction costs of mlcrofinance and to further push the frontiers of access 
M-banking' IS emerging 10 a number of countries as a potential means to lower transaction costs, 
and potentially broaden access based on cell coverage. As the cell phone tnfrastructure In the 
country expands, the fund could launch a request for proposals for limited funding for Innovative 
pilots to serve the lower segments of the market Successful pilots could then apply to the global 
competition managed by CGAP 

8.3.3. Retail Level 

I. Young, promising local FSPs: the UN will make available through the SSMOF additional grant 
funding dedicated to young, promising local MFls to support their growth plans This fundtng Will 
be fleXible and tailored to the needs of each institution The Frankfurt School team of SSM OF 
has pledged their tntentlon to provide technical assistance to these MFls UNCoF and UNDP will 
make available to Southern Sudan stakeholders the lessons learned and the tools and 
instruments from the successful global, twenty country MlCroStart Programme The MlcroStart 
rogramme has a proven track record in aSSisting young, promising MFls to achieve sustalnabiltty 
Of the MFls assisted under the Programme, 69% achieved sustainability A key lesson was the 
importance of distinguishing between 'young and promising' and 'young and weak' UNCDF 
found that It was not successful in transforming 'young and weak' Inslltutlons IOta sustainable 
ones. In only a few cases (20% of the countries), the MFls have grown over a period of ten 
years to become market leaders In mlcrofinance9 

The Frankfurt School technical assistance team has reviewed the applicatIons made from the 
eight (8) local MFls that were not selected in the first round of the SSM OF 'business plan 
competition' and believes there are a few that have potential The Frankfurt School team has 
noted their IntentIon and commitment to assist these MFls ThIS is cntlcal, as UNCDF found that 
the IntenSive technical assistance on-Site was the most important element In MlcroStart·s success 

I See "Banking on Mobiles How. When, For Whom?" eGA? 2008 httpllwoNwcapo org/gmldocyment.j 9 4400!FN 48%20ENG 9-10·08 pdf 

, These lessons learned were attached to the concept note circulated among stakeholders as part of the process of preparing thiS 
document, although not attached here for brevity 

10 
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