REFUGEE BANK ACCOUNT OPENING

Barriers to Financial Inclusion & the Rise of Informal Alternatives — KYC / AMI.-CFT Compliance in Practice

Process step Barrier / pitfall reported in practice [ll Outcome

Application Initiated

A refugee seeks to open a bank account and presents government-issued refugee identity documents (Refugee Certificate / Refugee ID) to the institution.

KYC / CDD Screening
The bank initiates Know Your Customer (KYC) and Customer Due Diligence (CDD) checks as required under AML/CFT regulation.

Identity Document Assessment

The refugee identity document is ass

ssed by compliance staff against the bank's onboarding and identity-verification standards.

4 REPORTED EFFECTS

Pitfall 1 — Inconsistent Recognition of Refugee IDs
Refugee documents are accepted inconsistently across institutions and

» Refugee documents inconsistently
. . * accepted Additional documentation
branches, undermining predictable access.

requested Identity verification failures

4 REPORTED EFFECTS

Pitfall 2— Uncertainty Over Regulatory / KYC Requirements
Ambiguity in how KYC tules apply to refugees leaves front-line staff - (Ol it G i
3 q g * Uncertainty in KYC requirements
uncertain about what is actually required. .
Failure to apply a risk-based approach

A REPORTED EFFECTS

Disconnect between legal recognition and banking

° Pitfall 3 — Overly Cautious AML/CFT Compliance
Institutions default to the most conservative reading of AML/CFT

» practice Lack of standatdised onboarding procedures

obligations, treating refugee status itself as elevated risk. » Uneven implementation across financial institutions

4 REPORTED EFFECTS

+ Account opening delays or rejection

o Pitfall 4 — Failure to Apply the Risk-Based Approach
Rather than tailoring due diligence to actual risk, blanket restrictions are

* Exclusion from formal banking

applied to all refugee applicants.

* Reliance on informal financial systems

° Documents Rejected / Further Documentation Requested

The identity document is rejected outright, or the applicant is asked to return with additional documentation they may not be able to obtain.

° Account Opening Delayed or Denied

The application stalls indefinitely or is formally declined, with no standardised route to resolve the underlying documentation issue.

o Financial Exclusion

The refugee is left without access to formal banking services entirely, regardless of their legal right to reside and work in Kenya.

RESULTING OUTCOME

Reliance on Informal Financial Systems

INFORMAL FINANCIAL SYSTEM ALTERNATIVES

Where formal banking is inaccessible, refugees turm o three principal informal

Hawala Systems Savings Groups Cash Transactions

REASONS REASONS REASONS

+ Tack of access to formal banking
* Documentation bartiers

* Need for remittances and daily transactions
KEY FEATURES

o Fast

» Low cost

* Accessible

* Trust-based

CHALLENGES

= Limited transaction records

* Reduced transparency

* AML/CFT monitoting challenges

Risk of misuse

+ Limited access to bank accounts
= Safe place to save money

* Access to small loans

KEY FEATURES

+ Community-based

+ Regular savings

* Mutual support

* Flexible contributions

CHALLENGES

. Limited legal protection
« Small capital base
* Risk of fund mismanagement

* No formal financial history

* No access to formal banking
* Widely accepted

* Immediate transactions
KEY FEATURES

« Simple

* No documentation required
* Fasily accessible
CHALLENGES

« Theft and loss risks

* No transaction records
Difficult AML/CFT monitoting

Limited access to credit and other services
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INTRODUCTION

For most people, opening a bank account is an ordinary administrative process and is
seldom questioned. Few pause to genuinely consider that presenting a national identity
card, completing an application form, and satistying customer verification requirements
are privileges that flow from the State’s legal recognition of an individual’s identity and
status, as a citizen of that state. For refugees, however, this seemingly routine process is
neither straightforward nor guaranteed. A refugee’s ability to access banking services is
often determined not by their willingness to comply with regulatory requirements or
their financial capacity, but by whether the identity documents issued to them are

recognized within Kenya’s formal financial system.

These requirement for financial institutions to identify and verify the various customers
they receive is viewed as part of Kenya’s broader efforts to prevent money laundering and
the financing of terrorism. Its importance has become particularly evident since 2024,
when Kenya was grey-listed by the Financial Action Task Force (FATF) following an
assessment conducted by the Eastern and Southern Africa Anti-Money Laundering
Group (ESAAMLG), which revealed weaknesses in the country’s anti-money laundering
and counter-terrorism financing framework. In this context, KYC requirements serve an
important purpose by enabling financial institutions to identify their customers, thereby

reducing the risk of the financial system being misused for illicit purposes.

The paper is organized into four substantive sections. The first examines the legal and
regulatory framework governing the recognition of refugee identity documents. It
demonstrates that both international and domestic law provide a coherent legal basis for
recognising refugee documentation within customer due diligence processes. The second
explores the practical barriers refugees continue to encounter when seeking to access
banking services, highlighting the disconnect between legal recognition and institutional

practice.

The third analyses how these barriers have contributed to reliance on informal financial
systems, including community-based savings groups, digital financial workarounds such
as mobile money accounts and digital wallets, and finally the Hawala system. It considers
the implications that such practices have on refugee livelihoods and the objectives of
Kenya’s Anti-Money Laundering and Counter-Terrorism Financing (AML/CFT)
framework. Finally, the paper examines the Central Bank of Kenya’s Prudential
Guideline CBK/PG/08 and argues that the existing risk-based approach to customer due
diligence already provides financial institutions with sufficient regulatory flexibility to
recognise government-issued refugee identity documents while maintaining the integrity

of Kenya’s financial system.



THE LEGAL RECOGNITION OF REFUGEE
IDENTITY DOCUMENTS WITHIN KENYA’S KYC
FRAMEWORK.

Internationally, the recognition of refugee identification is grounded in Article 27 of the
1951 Convention Relating to the Status of Refugees, which requires contracting states
to issue identity documents to refugees.[1] Additionally, the Financial Action Task Force
(FATF) encourages countries to adopt a risk-based approach to Customer Due Diligence
in order to promote financial inclusion while maintaining effective Anti-Money
Laundering measures. Under this approach, financial institutions are expected to assess

and manage risks rather than apply uniform requirements to all customers.[2]

Kenya is transitioning from a humanitarian encampment model to a system of
socioeconomic integration through the Refugees Act, 2021 and the Shirika Plan 2025-
2026.[3] This transition is further supported by the Refugees (General) Regulations.[4]
Under Section 28(7) of the Refugees Act, 2021, the Refugee Identity Card has the same
legal status as a foreign national registration certificate. This means that, in principle, the
refugees can use the Refugee ID to access both public and private services.[S] To
reinforce this position, the Government issued a Kenya Gazette Notice on 19
September 2023 (Legal Notice No.143 of 2023) which expressly recognised the Refugee
ID, alongside other identification documents as a valid form of identification for
tulfilling legal obligations and accessing government and private services.[6] Despite
these legal developments, meaningful economic inclusion ultimately depends on
whether the Refugee ID is recognised within Kenya’s KYC framework, which financial

institutions use to verify the identity of their customers.

In contrast, access to the formal banking sector remains limited due to the strict

application of Customer Due Diligence requirements under the Proceeds of Crime and

Anti-Money Laundering Act (POCAMLA), 2009

PRACTICAL BARRIERS TO REFUGEE BANK
ACCOUNT OPENING: BETWEEN REGULATORY
COMPLIANCE AND FINANCIAL INCLUSION

Refugee financial exclusion in Kenya stems less from risk than from statutory
misalignment. The Refugees Act, 2021 recognises the Refugee ID as a valid form of
identification. However, the Proceeds of Crime and Anti-Money Laundering Act
(POCAMLA), 2009, and its Regulations, the primary legal framework governing banks’
KYC obligations, have never been amended to recognise it. As a result, branch staff, who
are the first enforcers of KYC requirements and must comply with institutional policies
to avoid regulatory or internal sanctions, are left to resolve this legal inconsistency

individually and, in most cases, adopt the more conservative approach. [7]



The Hawala system operates through a network of trusted intermediaries known as ‘the
hawaladars.” In a typical transaction, a sender gives money to a hawaladar in one locatio

who then communicates the transaction details to a corresponding hawaladar in t

recipient’s location. The sender is usually given a code or other means of authentication,
which the intended recipient provides to the corresponding hawaladar before receiving
the equivalent amount in local currency. The two intermediaries do not necessarily
transfer the money across borders; instead, they settle the resulting obligation between
themselves at a later stage through reciprocal transactions or other arrangements. The
system therefore relies heavily on trust and established relationships, allowing money to

move quickly and with fewer formal procedures than conventional banking systems.
[14]

The continued use of the Hawala system is largely explained by its practical advantages,
in that it is generally faster, more accessible, and less expensive than conventional
banking services, and equally ensures that the participants benefit from the established
relationships of trust within refugee and migrant communities; this is clearly illustrated
in the efficient workings of the Hawala system. [15] In addition, the Hawala system
remains actively functional in areas affected by conflict, weak banking infrastructure, or
economic instability, thus making it particularly valuable where formal financial

institutions are absent or inaccessible. [16]

At the same time, its informal nature presents regulatory concerns, since transactions
often involve limited documentation and operate outside the reporting obligations
imposed on regulated financial institutions, making it more difficult for authorities to
monitor transactions and detect money laundering or terrorist financing risks. [17]
Upon recognising both the legitimate role of informal money transfer systems and the
risks that they may pose, the Financial Action Task Force (FATF) recommends that
countries should make it a priority to regulate money or value transfer services through a
risk-based approach rather than prohibit them outright, therefore ensuring the
protection of the integrity of the financial system while preserving access to essential

financial services for vulnerable populations. [18]

THE CENTRAL BANK OF KENYA’S SECTOR-SPECIFIC
GUIDELINES: A PATHWAY TO REFUGEE FINANCIAL
INCLUSION

The Central Bank of Kenya (CBK) has not issued guidelines specifically addressing the
financial inclusion of refugees. However, its Prudential Guidelines and Guideline on
Anti-Money Laundering and Combating the Financing of Terrorism (AML/CFT),
issued under the Proceeds of Crime and Anti-Money Laundering Act (POCAMLA),
provide a regulatory framework that can facilitate refugees’ access to formal financial

services.



The Guidelines adopt a risk-based approach to customer due diligence, requiris
financial institutions to verify customers using reliable and independent sour
documents, data, or information, rather than insisting on a specific form of

identification.

This approach is particularly relevant for refugees, who may not possess Kenyan national
identity cards or passports but are issued legally recognized documents such as Refugee
Identity Cards, Asylum secker Pass, Proof of Registration, Movement Pass, Letter of
Recognition, or Convention Travel Documents. [19] By allowing institutions to rely on
alternative forms of identification, the Guidelines reduce one of the major barriers to
financial inclusion. In addition, the requirement that Enhanced Due Diligence be
applied only where a customer presents a higher risk means that refugee status alone
should not justify exclusion or more burdensome verification requirements; instead,
financial institutions are encouraged to assess each customer based on their individual

risk profile.

The CBK framework further supports financial inclusion by promoting digital financial
services, including electronic Know Your Customer (e-KYC) systems, remote
onboarding, and mobile money platforms. These innovations are especially important
for refugees, many of whom face practical challenges in accessing conventional banking
services due to their location or documentation constraints. [20] However, by making
financial services more accessible through technology, the CBK has helped create
opportunities for refugees to receive humanitarian cash assistance, transfer money, save,
and participate in the formal economy. More broadly, the Guidelines reflect the
principle that protecting the financial system should not come at the expense of

excluding legitimate users. [21]

This is consistent with the Financial Action Task Force recommendation that financial
institutions manage risks through proportionate measures rather than excluding entire
categories of customers. When read together with Articles 27 and 43 of the Constitution
of Kenya, 2010 and the Refugees Act, 2021, the CBK’s risk-based approach provides an

important pathway towards refugee financial inclusion. [22]

In its Kenya Monthly Operational Update for June 2021, the UNHCR reported that
41,500 bank accounts were operational in Kakuma Camp and Kalobeyei Settlement to
facilitate its Cash Based Intervention programmes, [23] while the Kenya National
Financial Inclusion Strategy 2025-2028 records that only approximately 6% of refugees
have access to bank accounts, with access falling to approximately 3% among refugees in
Daadab. [24] According to the UNHCR 2025 Kenya Annual Results Report, 57% of
the bank accounts opened by refugees’ and asylum seekers are used for savings and

transactions with women holding 62.3% of these bank accounts. [25]



These figures demonstrate that the existence of banking infrastructure does nor
necessarily translate into broad or equal access to financial services. However,
continued reluctance of some financial institutions to accept refugee documentat
demonstrates that there remains a gap between the regulatory framework and its
practical implementation, highlighting the need for clearer guidance and more consistent

application of the existing rules.

CONCLUSION

This analysis demonstrates that Kenya’s existing legal and regulatory framework provides
a sufficient foundation for the recognition of refugee identity documents within
customer due diligence and formal financial services. The principal difficulty therefore
lies less in the absence of legal recognition than in the inconsistent interpretation and
implementation of existing requirements by financial institutions. The resulting gap
between law and practice has significant consequences, especially for refugees who do
not cease to participate in economic life when they are excluded from formal banking;
rather, they adapt by turning to alternative financial channels, including Hawala,

community-based savings mechanisms and mobile money platforms.

The growing reliance on mobile money, particularly Safaricom’s M-PESA, presents an
important area for further consideration. Mobile money has the potential to provide
refugees with a more accessible entry point into formalised financial services by enabling
them to receive, transfer and store funds without necessarily maintaining a conventional
bank account. Its accessibility and widespread use therefore make it a potentially valuable
instrument for advancing refugee financial inclusion. At the same time, mobile money
should not be treated as a complete substitute for access to formal banking, as questions
surrounding the recognition and verification of refugee documentation, access to SIM
cards and mobile money accounts, transaction and account limitations, compatibility
with broader financial services, and the extent to which mobile money users can access
savings, credit and other banking products remain significant areas requiring further

research.

Ultimately, the paper demonstrates that reconciling refugee protection with financial
integrity does not necessarily require the creation of entirely new legal standards; rather,
it requires the consistent application of the recognition already provided under the law,
clearer regulatory guidance for financial institutions, and a genuinely risk-based
approach to customer due diligence. The objective should therefore not be to choose
between financial inclusion and AML/CFT compliance, since if properly implemented,
the two are mutually reinforcing, in that when legitimate users are provided with
accessible formal financial channels, financial activity becomes more visible, traceable
and capable of regulation. The future of refugee financial inclusion in Kenya therefore
lies not merely in recognising refugee identity documents in law, but in ensuring that
such recognition is meaningfully reflected across the full range of financial services

through which refugees participate in the economy.
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