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I. Introduction

In the near and immediate future, financial resources for

promoting social and economic development in developing countries

may have increasingly to come largely from domestic savings, given

the current rather dim prospects of net capital inflows from

abroad. In a majority of developed market economies, domestic

investment as a percentage of GDP has tended to be larger than the

rate of saving since 19 60, thus reducing the prospect of

channelling financial resources to developing countries.1

Moreover, the difficulties in attracting foreign financial

resources to developing countries, specially African LDCs, are

compounded by their heavy burden of external debt- The debt

situation of African countries is very severe. Some seventeen

African LDCs constitute more than 60 percent of the severely

indebted low income countries in the world and - in terms of

repayment capacities all the 28 African LDCs are classified as

debt-distressed. The DEBT/GDP ratio of some seventeen African LDCs

was over 50 percent in 1988- Equally as well the debt and interest

service ratios show that the annual export earnings from goods and

services of the African LDCs are far below their requirements to

service their debts.2 J

Further from a review of trends in output, investment, saving

and capital flows during 1961-70 in LDCs the following broad

conclusions were arrived: (a) maintenance of high investment level

is largely a function of domestic saving performance; capital flows

; . United Nations,"The Role of the Public Sector in the
Mobilization—of Domestic Financial Resources in Developing
Countries", TCD/SEM.86/3, INT/85/R63, New York, 1986, pp. 15-16

2
see IBRD,"World Debt Tables - External Debt of Develonino

Countries", 1989 - 1990. " " —



from abroad serves more as a catalyst and as a factor in relaxing

the foreign exchange constraint than as a major factor in

supporting rising level of investment. On the average, foreign

inflows did not finance more than 15-20 percent of the investment

in low and middle income LDCs; (b) the domestic saving rate is

positively related to the level of income and its growth rate; (c)

in mixed economies, the major part of domestic saving takes place

in the private sector and more particularly in the non - corporate

private sector (comprising households and non - corporate farm-and

non - farm enterprises. Exceptions apart, public sector savings

generally constituted less than 25 percent of total saving; and (d)

as regards the mobilization of domestic resources through the

government budget, the findings suggest that there is a

considerable scope for improving the allocation of government

expenditures and for rationalizing the tax structure because there

has been no systematic rise in public and aggregate savings

attributable to rising revenues in LDCs during the period under

consideration..3 From the foregoing it is evident that African

countries will have to increase self reliance in investment to

enhance their economic growth and development than hitherto.

Assistance from abroad, when examined closely, has not been

substantial in the past' and it will be even less in the future

especially when one conciders the recent preoccupation of developed

western nations, who have traditionally provided development

assistances to African countries:, in Eastern Europe. Equally as

well more vigorous promotion of the real sector is a prerequisite

as it is the source of income; upon which growth, saving and

investment depend.

The concern of this paper is to assess the financial

institutions, financial instruments and financial polices in the

Bhatt, V. V. and Jacob Meerman,"Resource Mobilization in
Developing Countries: Financial Institutions and Policies"'. World
Development, Vol. 6, No. 1, Jan. 1978, pp. 45-48.



African countries in view of their preparedness to assist the

growth of the real sector. Experience from developing countries has

revealed that efficient financial ■" intermediation helps the

development process in three way: (a) adequate financial

intermediation avails farmers and others living in the rural areas

the opportunity to choose between savings in currency ans/or

physical assets (grain, cattle, etc.) which are the traditional

system of savings in rural areas or interest bearing financial

assets; (b) in addition to improving collection of saving,

efficient financial intermediation is able to select more"

rationally between competing uses of funds thus it promotes optimum

allocation of resources; and (c) the social distribution.of savings

achieves a redistribution .of wealth because the people who did not

receive any return on savings when it was in the form of currency,

or goods are now able to share in the return on investments by

obtaining interest or .dividend if the funds are invested with

mutual funds.4

The Study is a desk research and it has drawn extensively on

materials available in the ECA library and to some extent also on

materials available in the library of the National ..Bank of

Ethiopia. Despite the fact that effort is made to base the analysis

on current state of affairs of the selected African countries, as

the nature of the study requires, such information like-the number

of banks and their ownership status, and interest and exchange

rate and credit policies may not be as current as can be desired

because in some of the cases the available information is from

early or mid 1980s. Changes in these respects are relatively

frequent in most of the African countries considered by the study.

. see Wai, Tun U."Financial Intermediaries and National
Savings xn Developing Countries", Praeger Puhi igft<=>T-gj 1972, pp. 30-

32. and ^ Bhatia, J. Rattan and Deena R. Khatkhate,"Financial
Intermediation, Savings Mobilization, and Entrepreneurial
Development : The African Experience", IMF Staff Papers, Vol. XXII
No. 1, March 1975, pp.132-138.



Information on financial institutions such as insurance companies

is difficult to come by as a result the study has dwelt only on

banking and related institutions. f

Obviously it is not possible to study the financial

institutions, instruments and policies of all ECA member states in

the given time period. Therefore fifteen countries are selected.

The countries have been chosen to provide a varying institutional

and policy frameworks, so that the discussion on financial

institutions, instrument and policies should assume a sufficiently

general one.

In section II of the paper, after giving a short resume of the

history of banking in Africa, the banking system, including its

density and adequacy, is discussed. Section III discusses major

financial instruments including capital markets. Section IV

presents the financial policies, ie., the monetary and fiscal

policies pursued in African countries and. finally section V

contains some general consideration relevant- to devising

appropriate financial institutions, instruments, and policies.

II. Evolution of the Monetary System and Institutions in Africa

The Financial systems of most African countries were under

developed until independence. Currency boards regulated the money

supply and maintained reserves that were invested in London and

Paris. A few foreign colonial banks, which Confined their

operations to port towns and other centers of commerce where the

expatriate communities were gathered, post office saving banks,

cooperative societies, and money lenders constituted the financial

intermediaries. Nigeria was the only African country with

indigenous commercial banks before the late 1940s.5 The following

. The World Bank, "World Development Report 1989". Oxford
University Press, 1989, p. 47.



is an attempt to evaluate the development of the financial systems

of African countries.

l. Banking Institutions in Colonial Africa: Historical Background

Before the formal partition of Africa into colonies, ie. prior

1884, European adventurers and traders, Arab slave traders and

Asian merchants had introduced various currencies to the continent,

especially to the costal regions. Throughout Africa a variety of

European, American, Arabian and Asian currencies were in

circulation. In East Africa, asian influence was predominant in the

sub-region. Chinese, Persian, Indian, Arab, Greek, and Portuguese

traders had established strong trading posts long before the

Germans and the British and the Indian silver rupee was the major

monetary standard for a long time, while coins brought by Latin

American countries made the greatest impact along the west coast of

Africa.6 On discovering that the different coins served the same

purpose as the indigenous commodity currencies in the exchange of

imported items, eg. liquors, clothes, guns, etc. which Africans

valued highly, coins became gradually acceptable alongside

traditional commodity currencies. This marked the beginning .o^

monetization on the continent and the demise of the indigenous

commodity standard. Active replacement of indigenous commodity

currencies with modern money however received its greatest impetus

with the outbreak of the colonial era. The individual colonial

power introduced its political and economic systems and currency.7

From historical perspective, the African monetary scene is

divided, according to some economists, into three main categories,

namely the Sterling Monetary Zone, the Franc Monetary Zone and the

. Onoh, K. J.,"Money and Banking in Africa", Longman, New
York, 1982, pp. 25 - 26

ibid.



Miscellaneous Monetary Zones.8 The colonies were closely and

intimately linked with the metropolitan financial, banking and

monetary systems. The banking system in/the territories were branch

extension of the metropolitan commercial banks which were used to

channel trade and other transactions largely to the metropolitan

market. The link was even more closely sealed through the currency

arrangement which anchored on the metropolitan currency system.

Before the introduction of managed paper currency, metallic

monetary standards were applied in African colonies for a brief

spell through the direct use of European currencies. The

introduction of the former made it imperative to establish colonial

currency boards to issue colonial' paper currency. Four different

types of currency management systems, namely: fully automatic

currency board system, fully automatic, income generating currency

board system, discretionary currency board system, and issuing bank

system emerged.9

In a fully automatic currency board system a national -currency

is offered 100 percent backing by a foreign currency or a basket of

foreign currencies. Thus under this system a national currency

becomes redeemable on demand at a fixed exchange rate by the

foreign currency backing it. Therefore the foreign currency or

currencies must be available at all times for the redemption of

local currency notes and coins issued or minted under-the fully

automatic currency board system. In fully automatic income

generating currency board system, unlike non-income generating

currency board system, a part of the foreign assets Which offer 100

percent backing to a national currency is held in interest earning

government or government guaranteed securities, which are usually

. Mohammed, Alhassan,"Theoretical Basis of Monetary Policy
in Africa", in Monetary Theory and Policy in Africa r African Centre
for Monetary Studies of the Association of African Central Banks,
Dakar, 1981, p.34.

9. Onoh, op. cit., p. 26.



negotiable instruments, of the foreign country or countries and are

actively traded in the capital market of the country whose currency

provides the backing for the national currency. In the case of

discretionary currency board system, instead of 100 percent

backing of the domestic currency the currency board backed .a

fraction of the currency in circulation and demand liabilities with

domestic assets, eg. crop papers, treasury bills, government

securities and bonds and first-class commercial bills. The currency

which is not backed 100 percent by foreign assets is denied of

automatic conversion into another currency on demand. An issuing

bank is the last stage in the evolution towards central banking. It

is granted the privilege of issuing currency notes on behalf of

government and the right to issue was granted under specific

conditions such as gold reserve management to the best interest of

the nation and granting of loans to the government.

(a) Sterling Monetary Zone

The Sterling Monetary zone in Africa constituted the British

colonies in Africa before 1950s. The zone, for the purpose of

monetary administration, was subdivided into West African Currency

Board, the East African Currency board and the Rhodesian Currency

Board. They were established in 1913, 1919, and 1945 respectively.

The currency boards system, save the discretionary currency board

system, as shown above, operated purely and simply as passive money

changer which received superior money, sterling, in exchange of

token money, local currency. A currency bokrd with the

discretionary powers of fiduciary issue excersises control over

money supply and the growth of the national economy. The West

African Currency Board (WACB) , was never endowed with discretionary

powers of fiduciary issue for over fifty years of its existence

whereas the East African Currency Board was only granted the right

of fiduciary issue in 1955, ie. after more than three decades of

its existence. Only the Southern Rhodesia Currency Board had

acquired fiduciary powers from the beginning as such that Rhodesian



stock backed a variable percentage of the Rhodesian currency

determined by the Board.10

(b) The Franc Zone

France evolved banks that exclusively issued Franc notes into

circulation in French overseas territories. In Africa they

constituted of Bank of West Africa, the Bank of Algeria and the

State Bank of Morocco. The former served the West African French

territories through branch offices and the later two served the

Maghreb countries. Unlike the currency boards established in

British territories, the banks in French territories were issuing

banks. They were given the exclusive monopoly to issue Franc notes

which were made legal tender in all the concerned Trench

territories. The amount of Franc notes that was permitted to let in

circulation was limited at a ceiling of three times of its metallic

reserve. ^Further the amount of notes in circulation, current

accounts and other liabilities were limited at the ceiling-of three

times the corporate capital and the reserve of the bank.11

(c) Miscellaneous Zone

This category includes the long time independent-'states of

Ethiopia, Egypt and Liberia and the Spanish, Belgian, and

Portuguese colonial territories and the Sudan. Notwithstanding the

predominance of a subsistence economy and the prevalence of barter,

coins were by no means unknown to Ethiopia in traditional times.

Egyptian, Hungarian, and Venetian coins were said to have had some

currency in the country in the middle ages in the country. The

early nineteenth century saw the advent of the Austrian Maria

10. ibid., pp. 34-35.

11. Mohammed, op. cit., p. 37



Theresa dollar which rapidly obtained an extensive circulation in

most parts of the realm. The nineteenth century and early twentieth

century also witnessed a number of other monetary innovations.

These included the inauguration of a national currency by Emperor

Menilek II in 1894 and subsequent issues of coin and notes by the

Emperor and his successor the Emperor Haile Selassie, as well as

the establishment of an Ethiopian banking system the beginnings of

which dates back to the foundation of the Bank of Abyssinia in

1905.12 Although Egypt gained its independence 1922, its monetary

system remained thoroughly colonial until 1951 when it established

its Central Bank. The National Bank of Egypt, a private note -

issuing bank and an agent to the colonial government was

established in 1898. The Bank was modelled upon the Bank of

England. It issued notes and engaged at the same time in commercial

bank transactions. In 1951, Egyptian monetary and banking policy

took a radical turn when nationalization became the cornerstone of

Egyptian economic policy. Thus the central Bank of Egypt was

established from the National bank of Egypt and was endowed with

full powers.13 Liberia continues to use US dollar notes and coins.

In the Portuguese, Spanish and Belgian African colonies, monetary,

banking and general economic development were, reportedly, relative

to the British and French colonies, less advanced. They were

operating branch banks from the metropolises and were issuing

colonial currencies. The Sudan used diverse currencies-related to

its Arab connection and its southern link with Central Africa.

Further the conquest and reconquer by different powers had brought

different currencies in different epochs in the country.

.^ Pankhurst, Richard, "Ethiopian Monetary and Banking

Innovations in the Nineteenth and earlv Twentieth Centuries",
reprinted from the Journal of Ethiopian Studies, Vol I, No. 2,
1963, p. 64.

13. Onoh, op. cit., p. 32,
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2. The Emergence of Indigenous Banks in Africa

(a) Central Banking '

Central banking is a relatively recent phenomenon. In most of

the presently developed countries the emergence of central banks

was gradual. Many contemporary European central banks were,

reportedly, transformed from joint stock companies which grew into

prominence and were entrusted with the important national functions

of issuing currency notes on behalf of their respective

governments.14 On the other hand in developing countries central

banks were automatically established on the attainment of sovereign

status. They are regarded by them as the crowning point of monetary

independence.

The factors that called for the emergence and growth of

central banks in the presently developed nations were (i) the

importance of domestic monetary management that ensures a stable

economy devoid of devastating inflation, (ii) the growth of world

trade and hence the need of national accounting authority that

records national credits and liabilities arising from trade and

follows-up the settlement of liabilities where they exceed credit,

(iii) government debt management; governments borrow from local and

foreign sources to finance their obligations which they einnot meet

through the collection of taxes and the central banks were created

to manage such debts, (iv) central note-issuing body precludes the

chances of fraudulent notes circulation andr finally (v)

international monetary cooperation schems reqired the creation of

central banks.15

. see de Kock, M. H., "Central Banking". Universal Book
Stall, 1984.

15 Onoh, op. cit., pp. 55-57.
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In Africa, save a few very small countries suc^i as Reunion,

the Comoros, and Djibouti which have currency issuing institutions

only, most countries have national ^-central banks. The member

nations of the Central and West Africa Monetary Unions have each

commen central banks. National and regional banks are vested with

statuary responsibility of economic advisor in financial matters to

their respective governments and they are responsible, intra alia,

for controlling money creation and circulation and regulating

credit and its distribution by the banking system. They are also

responsible for monitoring international economic relations for

which they draw up the balance of payments for their respective

countries.

The Central Bank of Nigeria is operational since July 1st,

1959. It is fully'owned by the Government of Nigeria. The Act which

established the bank provides it with most of the traditional

functions of a central bank. 16 According to Adekanye the banking

and monetary functions of the Central Bank are not applied to a

great extent because the financial arid capital market has not yet

well developed in Nigeria.17 An ECA study, among others, on the

banking and financial institutions of Nigeria indicates that

Government intervention in the working of the Bank is excessive as

such that it is marginalised in some of its banking and monetary

functions. 1fi The Bank of Ghana was established right after

independence in 1957. The Ordinance of 1957 which provided for the

establishment of the Bank was not equipped with the normal powers

of central banks. It had no control over the activities of the

country's financial intermediaries, and all currency issues were

16. Adekanye, Femi, "The Elements of Banking in Nigeria"-
Graham Burn, U.K., 1984, pp. 61-79.~^

17. ibid.

18

EGA, "The Impact of Transnational Corporations in the
Banking—and other Financial Institutions on the Economy of
Nigeria", E/ECA/UNCTC/53, 30 September, 1986.
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non-fiduciary and were backed 100 percent by sterling. In 1963 the

previous Ordinance was replaced by the 1963 Ordinance. The latter

was equipped with powers that permitted the Bank to function

largely as a normal central bank. Inspite of the improvement in the

powers provided to the Bank however. Government intervention,

especially in appointing senior management staff became

deterrmental for it to operate efficiently. Onoh notes that in some

cases party patronage rather than banking expertise determined

senior appointment and as a result of this incongruous set-up led

to mismanagement of Ghana%s external reserves. Therefore the

richest black Africa country was almost bankrupt within five years

after independence and successive efforts made to restore the

economy to the path from which it was jolted in the 1960s were

invain because internal weaknesses were exacerbated by world

monetary crisis of 1970s.19 The bank of Sierra Leone was

established in August 1964 and it is now regulated under the Bank

of Sierra Leone (Amendment) Act, 1970. The Bank operates in similar

fashion of traditional central banks. In addition to its banking

and monetary responsibilities, it has developmental

responsibilities in that it is required to maintain a Development

Credit Fund to be funded by Government and itself and is applied to

cooperative banks and corporations or institutions in which the

Bank is entitled to invest.20

French colonial policy in Africa was directed towards the

maintenance of its influence in the continent at all times. Thus

the structure of the banking system in the French speaking African

states was designed to reflect strong political and economic ties

with metropolitan France. Seven French speaking West African

states, namely, Senegal, Mauritania, Ivory Cost ( Cote d'lvor),

Togo, Benin, Niger, and Upper Volta. (Burkina Faso) formed a

19. Onoh, ibid., pp. 63-64.

• IBRD, "Sierra Leone. Financial Sector Study". Report No.
4457-SL, February, 1984, pp. 45-48.
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monetary union and a common central bank, Bangue Centrale des Etats

de l'Afrique de l'Ouest (BCEAO), in 1962. Along the same line of

the seven francophone West African estates, Cameroon and five

francophone Equatorial African countries, vis. CAR, Chad,

Equatorial Guinea, the Congo, and Gabon also formed a monetary

union and a common central bank, Banque Central des Etats de

l'Afrique Equatoriale et du Cameroon (BCEAEC) in 1964. The banks

are multinational corporations and banks of issue for money having

of legal tender throughout the territories of the respective member

states. The BCEAO and BCEAEC are organized along French lines and

they possess modern instruments of monetary control and -exertrise

all the functions of a modern central bank. France, which has

promoted the idea of mutual economic cooperation of the countries

within each other in the respective communities and eventuallywith

her, has contributed to the initial capital of the bankes. It has

also guaranteed the free convertibility of CFA francs. In exchange

France has acquired a substantial say in the policy decision making

of- the banks. For example one - third and one - half of the board

members in BCEAO and BCEAEC are. nominated by France. It has also

overall control over foreign exchange policy of the banks .21 In

each member country, a monetary commission is responsible for

current operations, with specific powers in matters of credit

control and distribution. Here also the Bank of France is

represented in the respective commissions.22 As will,.:• be shown

later, the common central banks control the operations of the

domestic financial intermedieries of the member countries through

fixing interest rates and and setting of rediscount ceilings. The

system seems to be beneficial to those member countries where

domestic saving is limited and external financial assistance Is

• Z1. Onoh, Op. cit., pp. 66-70.

_ 22. Rossignoli, Bruno, Cameroon, in "Banking Systems In
Africa", Casa Di Risparmio Delle Provincie Lombarde - Mila 1971
pp. 21-25. '
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needed. According to an emperical study of the actual and relative

economic performance of the member countries of the two monetary

unions, it is established that they have, between 1960 and 1981,

performed close to the performance of the average performance of

other developing countries and better than that of other African

countries. This is attributed to free convertability of the

domestic currencies into French franc and the openness of trade

among the member countries that is enhanced by the creation of the

unions.23 ,However, according to our findings the control of the

financial intermediaries by the common central banks tends to

retard financial development in those member countries where there

is the potential for healthy financial expansion. As a result some

financial intermediaries in the member countries do not always heed

the regualtion of the regional central banks. Further—the free

convertability of the domestic currencies of the member states into

French franc, advantagous as it may be, it encourages repatriation

of fund outside of the member countries.

Like in West Africa, the member countries of East Africa

Currency Board, opted in establishing their individual national

central banks when they won their independence. Thus the Bank of

Tanzania, Central Bank of Kenya and the Bank of Uganda were

proclaimed in December 1965, 23 and 28 May 1966 respectively. They

are provided to exercise banking, monetary and,/ as well

developmental functions.24

Following Proclamation No. 206 of July 1963, the National Bank

of Ethiopia evolved more or less in its present form from its

predecessor, the State Bank of Ethiopia, which was established in

. Guillaumont, P., et. al., "Participating in African
Monetary Unions: An Alternative Evaluation", World Development
Report. Vol. 15, No. 5, May 1988, pp. 569-575.

24. Onoh, op.cit., p. 72.
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1943 and used to operate both as an issuing bank and a commercial

bank. The bank is empowered to practice the traditional functions

of a central bank.25 A new statute was enacted in 1976 following

the nationalization of banks insurance agencies. On the surface the

proclamation appears to greatly enhance the authority of the Bank.

In reality however, the Bank is no more than a glorified issuing

bank which acts on the order of the central planning organ and the

Party as regards type, volume and destination of credit, interest

rate and management of foreign exchange. Thus the developmental

function of the Bank that has been created and nurtured since its

creation is completely washed away after 1976.

Financial developments, among others, in Botswana were closely

aligned to developments in South Africa by the British authorities*

It used the pound sterling up to 1960 when South Africa introduced.

the rand. Then after it belonged to the Rand Monetary Area even

after independence until 1975 when it established Bank of Botswana

(BOB). The Bank provides a.full range of central banking functions.

However the conditions which have prevailed since- the early 1980s

have rendered most of the tools of monetary policy less effective

than what they would have been under more normal circumstances. The

financial institutions, through which the policies should be

implemented, have been faced, to varying degrees, with

institutional, operational, and financial problems brought on by

inefficiencies, weak management, inadequate staff, and problems

faced by the sectors they are servicing. These institutions, by arid

large, have relied heavily on Government sources of tfunds and bail

outs , and have therefore not been able to carry out their

activities entirely independently, without -political

interference.26

25. Furness, L. Eric, "Money and Credit in Developing Africa".
Heinemann Educational Books LTD., London Nirobi, 1975, pp78-80.

26 IBRD, "Botswana; Financial Policies for Diversified
Growth", Report No. 7690-BT, August, 1989, pp. 13-16 and p. 103.
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The forerunner to the Reserve Bank of Malawi was the Bank of

Rhodesia and Nyasaland which was created by the British Central

African authorities in 1956. Like in"the other British overseas

territories, Northern Rhodesia and Nyasaland (now Zambia and

Malawi) opted to establish their own individual central banks upon

winning political independence. Malawi instituted the Reserve Bank

of Malawi. The Bank plays the traditional role of a central bank.27

The Central Bank of Morocco (Banque du Maroc) was established

in 1959. The Bank influences banking, monetary policies and

development decision making of the Government. The main policy

making body on monetary and credit matters in Morocco is the Credit

and Financial Market Committee which meets periodically to discuss

matters related to money and credit. The Governor of the Central

Bank is the next most important person after the Minister of

Finance in the Committee.28 The Central Bank of Egypt was

established in it's present form in 1960. It developed from the

National Bank of Egypt, a private joint stock bank which was

founded in 1898 arid was entrusted with not-issuing function, it as

well had also the function of commercial bank. The National Bank of

Egypt had gone through a gradual transformation from an instrument

that was gratifying the interest of foreign share holders,

especially that of the British banks, to a national institution in

service of domestic interest until the time it was relegated to

commercial banking functions and its responsibility of central

banking was vested to the new Central Bank. The Central Bank of

Egypt was endowed with all the powers of a central bank that

permits it to function as such.29

27
see "Banking Systems in Africa". op. ci.t., pp. 135-138.

28

. IMF, "Morocco - Recent Economic Developments", SM/87/261,
November 16, 1987, pp.38-39.

29. Onoh, op. cit., pp. 57-59.
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(b) Financial Intermediaries

Besides the central banks, the financial institutions of

African countries, consist of.various types of banks, financial

companies, and insurance companies. The following is an attempt to

evaluate the banking system including their structure, density (an

indicator of financial deepening), and ownership and adequacy in

the selected African countries. Table 1 shows the type of banks,

number of branches and density of bank services per 1000 of the

population in the respective countries. Table 2 indicates intensity

of the financial intermediation hence adequacy of the banking

system.

t(i) The structure and Ownership of Banks

As can be seen from Table 1, the banking system, consists of

uni-purpose banks. By far the largest number of the banks in the

African countries are commercial banks with the traditional sole

accent on short-term credit to trade and industry the -underlying

theory being that credit should be self-liquidating. The

implication of this is that the banks refrain from explicitly

financing fixed capital formation because it would lock up banks1

funds contrary to the tenets of sound commercial banking as

reflected in the 'golden rule of banking1 and because it would

reduce borrowers1 interest in their enterprises prosperity.

Development banks either specialized as agricultural or industrial

or investment or general development banks are the next important

group. Other banks include merchant banks, saving deposit banks

including post office banks, housing banks and land banks (credit

foncier) . From the outset one can surmise that the financial

intermediaries in African countries are not relevant to the acute

need of transforming the traditional Agriculture. The sector as

much as it is the mainstay of almost of the economies is also the

least developed. This implies that the type of financial
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intermediaries appropriate in most of the countries are those which

are risk assuming and are prepared to avail term loans. Further

they must take entrepreneurial development as part of the their

financing responsibilities. Unfortunately the nature of commercial

banks does not accommodate such tasks and yet they are the vast

majority in all the countries of Africa.

Table 1

Structure and Density of Banks in Selected African Countries

Country

Benin (1)

Botswana (2)

Cameroon<1)

CARC1)

Egypt (3)

Ethiopia (4)

Ghana (5)

Kenya (6)

Malawi (7)

Morocco (1)

Nigeria (8)

Sierra Leone (1

Tanzania (1)

Togo (1)

Uganda <1>

Commercial

banks

20

94

120

4

313

157

205

445

173

586 .

1500

33

308

14

66

Deve't

Banks

5

16

8

1

728

28

237

10

1

3

3

6

20 .

24

1

others

26

71

7

55

69

13

76

1089

247

8

26

2

1

Total

Bank &

branchs

51

181

135

.60

1110

198

518

1544

421

597

1529

41

329

41

67

Density/

OOQ'pop.*

0.013

0.151

0.014

0.024

0.022

0.005

0.038

0.067

0.059

0.027

~ 0.014

0.011

0.015 1

0.014

0.004

(1) IC PUBLICATION - 57, refers to 1984.

(2) IBRD, Botswana: Financial Policies for Diversified Growth,
Reoprt Ho. 7690-BT, refers to 1988.

(3) IMF, Arab Republic of Egypt - Recent Economic Developments,
May 10, 1988. ^ - \

(4) National Bank of Ethiopia, Annual Report, 1987/88, Refers to 1987.

<5) IBRD, Staff Appraisal Report, Republic of Ghana, Rural Finance
Project, 1989, refers to 1987.

(6) IMF, Kenya - Recent Economic Development, 1989, refers to 1988.
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(7) IBRD, Staff Appraisl Report, Malawi, Industrial and Agricultural
Project, 1985, refers to 1985.

(8) IMF, Nigeria, Recent Economic Develoments, 1989, refers to 1988.
f

* population figures used to calculate densities are adopted from
the Statistics Division of the ECA.

Benin, and Togo belong to the West African Monetary Union. In

Benin, there are presently four state owned banks operating. They

are the Banque Commercial du Benin (BCB), the Banque Beninoise pour

le Development (BBD), the Caisse Nationale de Credit Agricole

(CNCA), and the Caisse Nationale dfEparagne (CNE). In addition, the

treasury and the Postal Checking system (CCP) performe certain

banking functions- BCB has 20 branches, BBD has 2 branches, CNCA

has 3 branches, and CNE and CCP together have 26 branch.

According to an IMF report, BCB, BBD, ■ and CNCA were facing

accounting problems which made the analysis of their portfolios

very difficult. It was established that a considerable proportion

of the credit extended by these banks represented irrecoverable

claims and the situation was increasingly deteriorating from-one

year to the other. Many factors including mismanagement and bad

lending policies, among others, have reportedly contributed to the

deterioration of the financial situation of Benin's banking system.

The management of the banks including the board of directors were

political appointees without adequate knowledge and experience to

conduct bank business. As it was verified from the analysis of the

portfolios of the three banks, loans to parastatalsmad been often

approved without appropriate project appraisal. Consequently

unprofitable projects were financed and they could not pay their

debts. The financial situation of these banksris characterized by

severe liquidity problems arising from insufficient cash resources

and decreasing demand and time deposit. On, one hand public

enterprises, which, as a group, were performing unsatisfactorily

and hence are incapable to repay debts from the banks accounted for

a substantial proportion, eg. 56 percent in 1986, of the credit
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extended by the banks,. On the other hand private deposits held with

the banks were gradually declining as a result mainly from loss of

confidence in .the banking system. Benihinese authorities with the

support of the World Bank have launched on a review study towards

a detailed rehabilitation programme, including privatization, of

the banking system.30

Togo has ten deposit money banks three of which specialize in

development financing: the Banque Togolaise de Development (BTD),

the Caisse Nationale de Credit Agricole (CNCA) and the Societe

Nationale d'Investissement (SNI). The remaining are commercial

banks. They together operate through 38 agencies. Other financial

institutions include the Treasury, the Post Office and the Saving

Bank of Togo, and two non-bank financial institutions that have

access to the Central Bank's rediscount facilities. The Treasury

performs certain banking operations through its acceptance of

custom duty bills, which may be rediscounted at the Central Bank.

The Postal Checking system, through its many branches, acts as the

main depository for the private sector in the interior of Togo. The

Savings Bank also uses the facilities of the Post Office to collect

savings from the private sector, which are then invested with

commercial banks.31

BTD and CNCA experienced serious financial problems in the

first half of the 1980s that forced Government to launch programmes

to restructure and rehabilitate both of them. The financial

viability of the banks was impaired by deficiencies"in management,

lack of skilled manpower and insufficient project preparation and

project follow-up, concentration of loans in risky and

insufficiently guaranteed activities and finally, by a too high

IMF, "Benin - Recent Economic Developments". SM/87/220.
August 21,,1987, pp. 25-32.

31. IMF, "Togo - Recent Economic Developments".
SM/89/93, May 22, 1989, p. 45.
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dispersion of loans.32 The capital of most of the banks is owned

by the Togolise government and or national interest groups.

Exceptions are the Arab Libyan and Togalise Bank for External Trade

in which the Libyan interest constitutes 50 percent of the capital,

Commercial Bank of Ghana and Togo of whose capital is 100 percent

owned by the Ghana Commercial Bank, Lebanese-Togolise Bank of

whose 94.2 percent of the capital is owned by foreigners and a

branch bank of the International Bank of West Africa (BIAO) in

which the French interest is the majority. These banks are

relatively insignificant in terms of capital and as well branch

banks operation. In fact non of them operate outside their head

offices.33

Six commercial banks, a development bank and few other non-

bank financial institutions operate in Cameroon. The commercial

banks consist of the Bank of Credit and Commerce (BCC) , Banque

International de 1'Afrique . Occidentale (BIAO), Banque

International pour le Commerce et I1Industrie du Cameroun (BICIC),

Banque de Paris et des Pays-Bas du Cameroun (BPPC), Societe

Cameroounaise de Banque (SCB), Societe Generale de Banque -au

Cameroun (SGBC)„ Government controls at least 30 percent of the

capital in each of the commercial banks. The Cameroon Development

Bank (BCD), a wholly public controlled institution, holds share,

though small, in almost all of the commercial banks. Foreign share

holders are present in all of them. The commercial banks are

virtually the sole source of medium and long - term lending in

addition to short term lending in Cameroon. Their reported

performance is however unsatisfactory. To start with they suffer

from! under capitalization. They depend to a great extent on

borrowing from BEAC and deposit by Government to keep liquid. In

March 1984 the commercial banking system had been responsible for

32. Ibid. pp. 54-55,

33. IC Publications, "The Top African Banks". 16-69 Great
Queen Street, London, 1984, pp. 369-381
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65 percent of total BEAC zone credits but held only 38 percent of

the total equity. Government deposits made an important

contribution to liquidity of the banks' specially in the 1980 when

it amounted over 25 percent of the banks1 total deposit base.34

Mismanagement of what is available resource, including granting of

loans without proper appraisal and securing sufficient guarantee

had led the banks into financial crises. Bad loans of only three

banks alone reached over US $ 1 billion by the close of the

1980s.35 The Banking sector in Cameroon is being overhauled as part

of SAP. Some banks are being liquidated whereas some others are

being reinforced.

The deposit money banks in CAR consist of three commercial

banks. The 55 Post Offices, the Treasury, and the National Saving

Fund (CNE) perform also, though rudimentary, financial activities.

Of the commercial' banks, Banque Internaionale pour l'Afrique

Occidentale (BIAO) is a branch of foreign bank with several share

holders, and Union Bancaire en Afrique Centrale (UBAC) is a mixed

company with the state holding 60 percent of its capita. They are

under foreign management. They operate prudentlyand at a

substantial profits. Their operating procedures reflect those of

their mother banks which not only control the banks' activities,

but also, require submission of the most important credits for their

approval!. An agricultural banking institution. Credit Agrlcol et de

Development (BCAD) was established in 1984 was perceived initially

as a development bank. It is however engaged in commercial

activities.36

34. IBRD, "Cameroon - Financial Sector Report". 1986, Report
No. 6028-CM, pp. 65-71,

. Cameroon bank rises from the ash, "African Business".
October 1989, pp. 36-37.

36. IBRD, "Central African Republic - Country Economic
Memorandum". August 22, 1985, p. 59.
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The banking .system in Botswana currently operates, in addition

to the Central Bank, with four licenced financial institutions

(three commercial banks one finance company), a development finance

company mainly for agricultural finance, a building society, a

cooperative bank, and a finance house which provides packaged

financial assistance to small scale entrepreneurs.37 The commercial

banks operate through 35 branch banks, 53 agencies, 5 encashment

points. Thus they provide full and partial services at a total of

93 location all over the country. Reportedly the assets of the

commercial banks had increased rapidly throughout the 1980s

especially as a result of diamond mining successes. There has tiot

been, however, commensurate growth in the advances, loans and

leasing activities of the banks. This has been due to poor

absorptive capacity of the real sector. As a result the liquidity

in the commercial bank system, mainly in the form of commercial

bank deposits with the Bank of Botswana (BOB), has become

excessive.

The Botswana Development Corporation (BDC), The National

Development Corporation (NDB), Financial Service Company (Pty)

Limited (FSC), Botswana Cooperative Bank (BCB), and Tswelelo (Pty)

Limited are engaged in long and medium term financing of the

production sector of the Botswana's economy. The BDC provides

loans for and as well participates in equity of development

projects which are relatively large and which are designed to offer

employment opportunities, promote import substitution, create

business opportunities and utilize local raw materials. The

Corporation is also involved in promoting other financial

institutions including the Botswana Insurance Company. It: is also

in the process of establishing a brokerage company. In an attempt

to enhance private citicizens1 participation in its subsidiaries.

37. IBRD, "Botswana : Financial Policies ...", op. cit., pp.
13-21. **
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it sells shares that represent its holdings in eight of its most

profitable companies.

r

" The NBD was perceived, upon its creation, as a necessary

adjunct to the commercial banking system to make available the kind

of finance that these institutions were less likely to finance.

This included long and medium term loans to the agricultural sector

and loans to small indigenous entrepreneurs. Reportedly the Bank's

financial performance is not encouraging. It faces management and

administrative problems. Further its loan portfolio, which has been

substantially invested in the agricultural sector, has been

drastically affected by the severe drought in the 1980s.

The BCB was conceptualize to mobilize savings of -the

cooperative societies for investment within the cooperative

institutions. As a result of the prolonged drought coupled with

managerial and financial problems, the Bank was not successful in

raising deposits from the cooperative societies. It therefore

relies on Government assistance.

The FSC is a subsidiary of BDC and NBD whereas Tswelelo is a

private company owned in addition to BDC and NBD also by a Dutch

company, a financial institution that provides a package of

financial assistance to small-scale Batswana entrepreneurs. The

former used to provide leasing and hire purchase facilities to the

general public. It has, as of recent, commenced raising deposits

from the public and as a result its assets are increasing very

rapidly. It is said to be the fastest growing financial institution

in Botswana. Tswelelo provides a package of financial assistance to

small-scale indigenous entrepreneurs. The assistance it provides

include, in addition to project financing, project appraisal,

supervision and technical assistance.

The banking system of Botswana includes also the Botswana

Savings Bank (BSB). The Bank operates through local post office



f:^^^

25

system of over 70 post offices. It is considered .as an important

saving mobilizer specially in the rural areas. Apparently it is an

innovative financial institutions in*- that it has introduced a

variety of saving instruments to attract several different types of

savers.

The financial system in Malawi is dominated by the banking

sector which comprises in addition to the central bank, of two

commercial banks, a development financing institution. Post Office

Savings Bank, a building society, few insurance companies and a

number of credit unions.38 The two commercial banks, namely fehe

National Bank of Malawi and the Commercial Bank of Malawi, operate

through 173 branch banks and agencies. The banks are owned by the

state and state agencies (parastatals). Unlike most commercial

banks especially in African countries, the commercial banks in

Malawi, among others, advance term loans to the agricultural sector

although mainly to the estates. Reportedly both banks are

successful and self sustaining.39 The Investment and Development

Bank (INDEBANK) of Malawi■ finances long and medium terms investment

loans and as well participate in equity in agriculture, industry

and commerce mainly. The Bank promotes exclusively malawian

interest groups and it encourages interested foreign investors to

find local partners. According to an appraisal report of the Bank

by a World Bank team, INDEBANK is sound, well managed and

profitable institution. Consequently it enjoys a good reputation

among bilateral and multilateral agencies and has been successful

in mobilizing sufficient resources to finance its operations.40 In

addition to INDEBANK, the Small Enterprise Organization of Malawi

38

. IMF, "Malawi -. Recent Economic Developments". SM/89/169,
August , 1989, p. 31.

39. IBRD, "Staff Appraisal Report - Malawi - industrial and
Agricultural Credit Project", December 1985, pp. 14-16,

40
ibid., pp. 17 -26.
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(SEDOM) is a development agency which is specialized in lending and

providing technical assistance to small -scale Malawian industries.

Like in many African countries there is the Postal Saving Bank

(POSB) in Malawi. The Bank operates through 237 post offices,

postal agents and market agencies. The resource mobilized by the

institution is invested in Government bonds. The New Building

Society competes directly with POSB in attracting accounts from

small depositors. The institution provides mortgage financing for

commercial and residential purpose. It is owned 51 percent by the

Government of Malawi, and the remaining 49 percent is owned by two

foreign companies.41

There was an upsurge in the deposit money banks growth in

Nigeria especially in the 1980s. As of end of 1988 there were 42

commercial banks with more than 1500 branches, 24 merchant banks

and specialized development banks - the Nigerian Industrial

Development Bank, the Nigerian Industrial Development Bank, The

Nigerian Bank for Commerce and Industry, other specialized banks

include the Federal Saving Bank and the Federal Mortgage Bank, in

addition there are several insurance companies, pension funds, and

finance and leasing companies. Nigeria has stock exchange and the

stock brokerage firms are increasing rapidly. They increased from

22 in 1986 to 42 in 1988. The Securities and Exchange Commission

controls and monitors the Nigerian capital market. It is empowered,

among others, to revoke the registration of any stock -broker and

disapprove the establishment of a new stock exchange in the

Country.42 The expansion of the commercial and merchant banks in

Nigeria is however not without a problem.

. ibid., p. 12.

42
■- IMF, "Nigeria - Recent Economic Developments". SM/89/175

PP. 33-34. L ' ' '
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According 'to African Business of October 1989, commercial and

merchant banking activities have incurred the displeasure of

Nigerians. They suspect that banks .must be up to some dirty

dealings, primarily because of the phenomenal growth in their

number. The public does not regard the increasing profit rates and

assets of the banking system as deserved. Further the exchange rate

of naira has provoked an inflationary trend and made production in

the real sector costly. This has aroused popular suspicions that

the rush to establish new banks has something to do with illegal

foreign exchange transaction. In a desperate move to stem inflation

and social upheaval Government applied stricter regulations of

various fiscal policies including withdrawal of all government

agencies' funds from commercial and merchant banks and other non-

banking financial institutions in April 1989. This measure had

created the fear that some of the new banks would collapse as some

thirty of them were not able to trade in foreign exchange for six

weeks for lack of fund. Private savers have also had declining

confidence in the banking system and had called up their deposits

from some of the banks. As a result interest rate shot up to

between 18 percent and 25 percent squeezing out small borrowers. In

addition the banks were offering big-time depositors special

incentives, like privileged allocation of foreign exchange which in

turn induced further distortion of the foreign exchange market and

denial of export financing for non-oil exports. ,

According to an ECA study, mentioned earlier in this paper,

most of the relevant commercial banks and all the merchant banks in

Nigeria have transnational affiliation. The commercial banks in

Nigeria have assets with value even more than the Central Bank and

the those with transnational affiliation commanded more than 70

percent of it. Government participates in the equity of

transnational banks, commercial and/or merchant banks, whereas it

grants only loans to indigenous ones. Thus it is perceptibly

enhancing transnational banks. It is not therefore surprising that

despite the Government regulation that prohibits more than 40
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percent of ownership of financial institutions by foreigners,

transnational banks find their presence in Nigeria profitable.43

These banks finance mainly trade specially import export operations

by expatriate firms and which are preponderantly short term. They

have been relatively more active in providing finance for industry,

in recent times, as a result of various directives issued by

Government. Nonetheless, as noted by Adewunmi, The maturity

structure of loans from these banks have remained short term, ie.

one year and below. Further their security requirement is very

stringent.44

The deposit money banks in Ghana consist of commercial banks,

development banks, and other banks such as the Social Security

Bank, National Savings and Credit Bank, Bank of Credit and

Commerce, Merchant Bank Limited and Bank of Housing and

Construction. Ownership is predominantly public and Government

equity holdings vary between 30 and 100 percent. The three most

important commercial banks are the Standard Chartered Bank (Ghana),

Barclys Bank of Ghana Limited and Ghana Commercial Bank. They

handled 51 and 59 percent of the banking system.'.s . loans and

aggregate deposits in 1987. The development banks consist of the

Agricultural Development Bank and the National Investment Bank.

Other banks engaged in development activities are the Ghana

Cooperative Bank Limited and about 120 rural banks. The commercial

banks deal mainly with short term loans and advances to both

corporate and non-corporate customers while merchant banks handled

only corporate customers only. The development banks are involved

in medium and long term financing although the Ghana Cooperative

Bank and the rural banks provide services of commercial, fcank -nature

43. EGA, op. cit., pp. 118-130.

. Adewunmi, Wole, "Loan Management in Nigerian Banks". Bangor
Occasional Papers in Economics, No. 21, University of Wales Press,
1984, pp. 25-32.
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related tp rural development. The total bank branches including

rural banks was 446 by the end of 1988.45

Resource mobilization by the banking system in Ghana is

hampered by lack of confidence on the part of the private citizens,

specially affluent traders and wealthy individuals, who are

skeptical of banking confidentiality. Reportedly the measures, to

freeze accounts while investigating tax liabilities, recalling

loans used to finance inventories and demonetization of large

denomination notes, taken by Government in the recent past have

scared depositors away from the banks. As a result about 40 percent

of the broad money (M2) is outside the banking system.46 Further,

the banking system has been distorted, previous to 1989, by

interest rate controls and selective credit policies, lack of

competition and weak supervision by the Bank of Ghana. Consequently

it is posed with financial problems. There are large volumes of non

- performing loans and provision for portfolio losses are

inadequate. Operating costs are high due partially to inefficient

operations. In sum the capital bases of the banks is insufficient.

Accounting systems and management information leave a 1-ottobe

desired.47

Sierra Leone's financial system, apart of the central bank,

consists, of five commercial banks, five development banks one of

them with a commercial banking wing, a post office Saving Bank and

a few insurance companies.48 Of the five commercial banks -two

(Barclays and Standard) are subsidiaries of large international

45. IBRD, "Staff Appraisal Report - Republic of-Ghana-*- Rural
Finance Project". April 19, 1989, p. 9.

46. ibid., p. 10.

. IBRD, "Ghana : structural Ad-iustment for Growth", Report
No. 7515-GH, January 23, 1989. p. 47.

. IMF, "Sierra Leone - Recent Economic Developments". op.
cit.
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banking groups with their head quarters in the United Kingdom. The

respective local ownership in each bank is 40 percent and 19.4

percent. One commercial bank (The Sierra Leone Commercial Bank

Ltd.) is owned by the state. It is however autonomous in its

operation. The forth and the fifth banks are owned by private

individual groups. Middle Eastern interests hold a controlling

share of the equity of the Bank of Credit and Commerce

International. Sierra Leone citicizens in participation of foreign

businessmen hold the equity of the fifth commercial bank. The

resources of the commercial banks in Sierra Leone come from demand

deposits, time deposits and saving accounts. The banlcs .usually

provide overdraft facilities for foreign trade. Their involvement

in small business and agriculture is roughly only 10 percent of the

total loans advanced.49 .

The development banks consist of the National Development Bank

(NDB) and four rural banks all of them established in 1987. The NDB

is fully owned by Government. Initially, at it's establishment in

1968, it was meant to finance small and medium scale enterprises

which however been relaxed in the course of time and it included

large scale investment projects as well. The Bank has never managed

to expand its operations to a significant level. The reasons were

that: it was under capitalized and what resources it had were

consumed by irrecoverable loan. The poor rate of loan recovery made

unattractive to acquire additional resources. Consequently it

failed to build up a sustaining volume of business. The institution

is understaffed and what staff it had they were under paid. As a

result its portfolios have further deteriorated.50

All financial inistitutions in Ethiopia are state owned. The

system comprises, in addition to the National Bank, of one

49. IBRD, "Sierra Leone - ..". op. cit., pp. 45-48.

5O.ibid., pp. 70-78.
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commercial bank,, The Commercial Bank of Ethiopia (CBE), two

specialized banks, the Agricultural Industrial Development Bank

(AIDB) , and the Housing and Saving * Bank (HSB) , the Ethiopian

Insurance Corporation (EIC), and the Pension and Social Security

Authority (PSSA).51 There are also several saving associations. The

banking system and the insurance corporation together operate

through 219 branches. CBE has 157 branches and AIDB and HSB have 28

and 13 branches respectively whereas EIC has 21 branches.52 Short -

term mainly but occasionally medium credits are channeled through

the CEB. Long - term and medium - term loans and agricultural

production credits are advanced through AIDB. The HSB provides

housing and other construction loans on long - term basis. The CBE

and the HSB are engaged in mobilizing savings. The former accepts

deposits of all types other than time deposit. The latter operates

savings account and accepts time deposits. The AIDB is entitled to

accept time deposit but it is not exercising it.

At the end of 1988 the Kenya financial system, in addition to

the Central Bank, comprised of 25 commercial banks with 445

branches and mobile units and 56 non - bank financial institutions

with 93 branches. There were, in addition, 10 development finance

institutions, a Post office Saving Bank, a National Social Security

Fund, 38 insurance companies, 32 building societies, 64 hire

purchase companies, some 900 saving and credit cooperative

societies, numerous private pension funds, and a stock exchange.

Manufacturing is the largest outlet for bank credit, followed by

agriculture and the domestic trade sector.53

. IMF, "Ethiopia - Recent Economic Developments". SM/90/35
February 1990, p. 20. '

52

. National Bank of Ethiopia, "Annual Report", 1987/88.

53
• IMFr "Kenva - Recent Economic Developments". SM/89/83 May

9, 1989, p. 35
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Most of the commercial banks in Kenya are substantially

foreign controlled. However among the larger commercial banks. The

Kenya Commercial Bank and the National Bank of Kenya are totally

Government controlled. Barclays Bank, the largest bank in Kenya

issued, in April 1986, 30 percent of its equity to Kenyans leaving

70 percent in the hands of the London based parent company.54

Reportedly supervision of the banking system and non-bank financial

institutions by the Central Bank is lax. This has resulted in the

collapse of some nine financial institutions due to insolvency in

mid 1980s. A special investment committee had to be set up to set

the sector on its own feet and the law has been tightened to

increase the minimum capital requirements for banks and building

societies. In the mean time however, confidence in the Kenyan

banking sector was badly shaken.55

The deposit money banks in Tanzania consist of the National

Bank of Commerce, Peoples Bank of Zanzibar (PBZ), Tanzania

Investment Bank (TIB), Tanzania Rural Development Bank (TRDB),

Tanzania Housing Bank and Tanganyika Development Finance Company.

The former five are state owned while the latter is. controlled in

addition by the State also by foreign institutions that assist in

development financing in developing countries such as Commonwealth

Development Corporation, Deutsche Geselschaft fuer Wirtschaftlich

Zusammpnarbeit (DEG) and Nederlandse Financierings - Maatschappij

Voor Ontwikkelingslander (FMO),56

54. The Economist Intelligent Unit (EIU), "Country Profile
Kenya", 1988-1989, p. 30.

55. ibid.

56
'. see IC PUBLICATIONS, op. cit. pp. 361-369, and Nyirabu, C

M- * "Banking Policies and Priorities in Tanzania in the 1980s"
1980, p. 3. " "
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The National Bank of Commerce operates over 308 branches and

agencies. By its charter the Bank could primarily engage in

financing commerce and trade and not long-term or medium-term

capital investment in industry, agriculture and others. The Bank is

reportedly inefficient in resource mobilization and customer

services.57 in General the banking system of Tanzania is highly

under capitalized and relay heavily on Government loans and grants,

and financial assistances from abroad, especially the World Bank.

Further the banks do not sufficiently entertain small scale

entrepreneurs and their geographical coverage is limited.58

Documented information on the financial institutions of

Uganda is scarce. There were, in 1984, five commercial banks

including Uganda Commercial Bank and the Cooperative bank Limited

which are wholly controlled by the State and Ugandan interest

groups respectively. The remaining commercial banks are either

partially or wholly controlled from abroad. There is also one

development bank, the Uganda Development Bank, which is wholly

controlled by the State. It channels loans from international

sources into Ugandan enterprises and administers most of. the

development loans made to Uganda. The East African Development

Bank, jointly owned by Uganda, Tanzania and Kenya and which has

survived the breakup of the East African Community, has received a

new charter. It is concerned with development finance.5?'

The banking system in Egypt consist, in addition tothe

Central Bank, twenty - seven commercial banks, thirty - three

business and investment banks and four specialized banks. All

commercial banks have majority domestic ownership.....Pour fully

57. EIU, "Country Report - Tanzania". 1989, p.26,

58
. Nyirabu, op. cit., pp. 3-8.

59. see IC PUBLICATIONS, op. cit. pp. 397-403 and EIU, "Country
Profile - Uganda". 1987-88, p, 22.
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government owned commercial banks hold both majority and minority

shareholdings. Some commercial banks, including some public sector

banks, engage in universal banking investing^directly in companies

engaged production trade and tourism. Eleven of the business and

investment banks are joint venture enterprises and the remaining 22

are branches of foreign banks. The agriculture and industrial

development banks and two real estate banks constitute the

specialized banks.60

Though inclined, by the very nature of their specific

functions, to avert risk and make the highest possible profit,

Egyptian commercial banks have committed themselves to finance

development investments since the first Five - Year Plan (1960/61 -

1964/65). Their role specially in financing industrial development

has remained consistent with national objectives and plan. Loans

and facilities granted to industry by the commercial bank system

increased from around 22 percent in 1962 - 65 to 24 percent in 1983

- 87 of total domestic deposits. The share of industrial and

agricultural loans and credit facilities from the commercial bank

system, during the period from 1962 to 1987, was around 39 percent

of the total loans and credit facilities extended by the system,

although interest on loans to agriculture and industry have been

lower than that charged on trade and services.61

The investment and business banks are considered to be making

a substantial contribution to the Egyptian banking system. These

banks accept short - term deposits and used them to finance long

term investment in foreign trade and also, though to a lower

degree, in agriculture and industry. By end of June -1985, loans

60. IMF, "Arab Republic of Egypt - Recent Economic
Developments". SM/88/104, May 10, 1988. pp. 25-26.

61. National Bank of Egypt, "Economic Bulletin", Vol. XXX - No.
3, 1987, pp. 141 - 151.
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advanced to agriculture and industry amounted 14 percent of the

total loan and equity portfolio of the system.62

The Principal Bank for Development and Agricultural Credit

(PBDAC) with 17 regional agricultural banks and 700 village banks

finance subsidized credit programs of the agricultural cooperatives

and act as their agent. In addition to regular banking activities,

PBDAC is heavily involved in distribution of basic agricultural

inputs to farmers. The industrial Development Bank extends loans in

domestic and foreign currencies for up to fifteen years to finance

the fixed and working capital requirements of the industrial

enterprises in public and private sectors.63

Morocco's financial system consists, in addition to the

central bank, of fifteen deposit money banks, five specialized

credit institutions, the treasury, the Postal Checking system, the

National Saving bank, Caisse Central de Garantie and insurance

companies. The two largest deposit money banks, ie. Credit

Populaire and Banque Morocaine du Commerce Exterieur (BMCE), are

controlled by the public sector. Foreign holdings in the xemaining

deposit money banks is not substantial. All the specialized banks

are controlled by the public sector.64

Branch offices of the banking system of Morocco expanded at

the rate of 12 percent annually between 1976 and 77 and slowed down

to 6 percent until 1983 when the number of branches reached 671. In

addition the National Saving Bank offers a passbook account. It

had, at the beginning of the 1980s, about 650 customer service

facilities in post offices and postal agencies. The geographic-

Central Bank of Egypt, "Economic Review", Vol. XXV, No.
3, 1985, pp.266 - 267.

63
'• IMF, "Egypt- op. cit., p. 26.

64
IMF, "Morocco - Recent Economic Developments". SM/87/261

November 1987, p. 38.
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distribution of bank branches indicates a high consentration in

more developed regions, and in prticular on Atlantic Coast between

Rabat and Casablanca, where more than 75 percent of the total are

located. According to the financial sector study of Morocco by the

World bank, households tend to hoard rather than depositing in the

banks because (a) savers are not yet very familiar with the

financial institutions, and (b) banks are interested in having

large corporate customers and discourage households because their

marginal return for services they provide to household is negative

as a result of the controlled interest rate that does not reflect

their cost for of servicing small savers and or borrowers.65

(ii) The Adequacy of the African Financial Systems

Available evidence suggests that the banking systems in

African Countries are not adequate. The rough indication is that

accessibility of the banking system is poor even when one considers

institutions like Postal Checking Centers and rural banks which

provide only partial banking services as banks like it is assumed

in this study. In Table 1, the last column shows the density of

banks per 1000 population. In countries like Ethiopia and Uganda

there is one bank for nearly every 250 thousand of the population.

In others like Benin, Botswana, Cameroon, Nigeria, Sierra Leone,

Tanzania and Togo, the proportion of banks to populationis nearly

1:71,000. The corresponding ratio for CAR, Egypt, and Morocco is

around 1:40,000. The bank service to population ratios in Ghana,

Malawi and Morocco and Kenya are 1:28,000, 1:16,000 and 1:12,500

respectively. Empirical research on financial deepening in Cameroon

has evidenced that availability of bank services. has .positive

relationship to financial depth of an economy.66 The foregoing

analysis suggests that the physical number of the banks/branches

65. IBRD, "Morocco - Financial Sector study".
Report No. 4957-MOR, 1984, p. 37.

66. IBRD,"Cameroon...". op. cit. pp.23-26.
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and agencies is inadequate to enhance financial deepening in most

of the African countries.

Levels of financial deepening for the selected African

counties is shown in Table 2. The M2/GDP ratios of six of the

countries, namely: Benin, Cameroon, CAR, Ghana, Malawi, and Uganda

for 1980 and the latter years (1986 and/or 1987 and/or 1988) are

below 24. That compares well with the average M2/GDP ratio of

countries with average GDP growth rate of 3 percent. Their M2/GDP

ratio is 23.7.67 In fact M2/GDP ratios of CAR and Ghana are even

below 20. Further these ratios for the two countries and that of

Benin are declining suggesting declining financial intermediation.

The M2/GDP ratios for the remaining African countries are quite

high as compared to the average for countries with average GDP

growth rate of over 7 percent especially in view of the fact that

many of the African countries have not, as can be verified from the

GDP/Capita in the Table, experienced this kind of growth rate in

the 1980s. GDP/Capita indicates falling trend in some of the

countries as is evidenced in Benin, Egypt, Kenya, Morocco and

Nigeria. The above analysis suggests that, exceptions apart, unlike

what should be expected, positive financial development is not

necessarily accompanied with growth in the real sector.

The last column of Table 2 shows the ratio of credit advanced

by the banking system to government and the private sector. This

ratio is instructive in that it is more clearly associated with the

use of the banking system through which intermediation must

ultimately be carried out. The indication is that there are wide

differences in the use of the banking system among the African

countries.

67. IBRD, "World Development Report 1989".
op. cit., pp. 25-32.
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Table 2

Financial Developments in Selected African Countries in the 1980S

Country

Benin

Botswana

Cameroon

CAR

Egypt

Ethiopia

Ghana

Kenya

Malawi

Morocco

Nigeria

Sierra Leone

Tanzania

Togo

Uganda

Year

1980

1986

1980

1988

1980

1988

1980

1987

1980

1987

1980

1988

1980

1987

1980

1987

1980

1987

1980

1986

1980

1988

1980

1986

1980

1986

1980

1986

1980

1986

GDP/Capita

US $*

364.00

352.00

983.00

1395.50

772.00

1186.22

375.00

461.00

601.00

533.00

109.00

124.66

376.00

377.00

366.00

351.00

203.00

233.00

902.00

600.00

385.00

317.90

337.00

236.00

192.00

236.00

435.00

341.00

200.00

240.00

M2/GDP**

25.00

21.70

33.40

37.60

23.10

18.50

19.10

18.60

66.70

101.90

25.80

47.10

18.60

14.20

26.60

30.00

19.10

22.00

42.70

51.30

28.90

28.10

22.60

37.60

41.60

33.60

30.40

45.50

13.60

23.40

QM/GDP**

6.50

6.00

20.60

25.10

7.90

8.20

1.10

2.00

23.10

60.50

7.40

14.00

4.30

2.90

12.70

15.70

9.40

10.20

6.60

14.00

10.40

12.40

9.30

6.80

9.90

9.70

7.20

20.90

3.30

3.50

LB/GDP**

28.40

na

0.90

60.70

26.60

23.10

19.30

14.90

90=50

119.10

32.80

59.00

22.10

27.50

34.70

51.50

33.20

19.30

44.50

53.70

21.50

37.00

35.70

46.50

44.30

37.90

29.20

27.40

15.60

17.40

Source: * ECA Statistics Division, ** calulated from IFS

III. Financial Instruments Employed by African Countries

The pace and pattern of economic development are, as observed

in classical economics, a function of sequential and circular

relationship between the function of the growth of division of

labour and extent of the market for real goods and services. The

innovation of money and finance increases the size and extent of

exchange relationships or markets and thus promote division of

labor, leading to increasing returns to scale and technical change.

Compared to barter transactions, money as a unit of account and

medium of exchange reduces transaction and search costs, and as a

store of value it also provides time for making purchase decision
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thus reducing the risk of ill-formed and hasty decisions. Thus,

through reduction of transaction costs and risk, money tends to

enlarge the size of the market for real goods and services and

hence the possibility of division of labor - the two interacting,

mutually reinforcing forces that account for a process of sustained

economic development.68 Equally as money reduces transaction costs

and risk for contemporary exchange across space, financial

instruments reduce costs of transactions and risk for intertemporal

exchanges of goods and services. It is thus that the existence of

capital market enlarges the market for real goods and services. The

impact of money and capital markets on the market for jreal .goads

and services is similar to that of reduction of transport costs on

trade or exchange across space.

In order to enhance the development of an economy it is

important to mobilize savings and channel them where whose

investment demand tends to exceed their own savings. The mechanism

to this end takes two forms: one is represented by creation of

financial liabilities, such as bonds and equity capital, whereby

funds of surplus economic unites, specially households,.. are

transferred to capital investment in real assets. The other is

represented by indirect financial claims via financial institutions

that channel the funds (various types of bank deposits) of surplus

economic unites to those who want to spend on real capital

investment. For a variety of reasons, the direct channeling of

funds from savers to investors has declined in importance even in

those countries where it was once conspicuous, and the pattern now

most prevalent is one of financial intermediation.69 However

. Bhatt, v. V., "On Financial Innovations and credit market
Evolution", World Development. Vol. 16, No. 2, February 1988, p.
281.

69. Bhatia, J. Rattan & Deena R. Khatkhate, "Financial
Intermediation, Saving Mobilization, and Entrepreneurial
Development: The African Experience", IMF Staff Papers. Vol. XXII,
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although financial intermediation has an important role in

saving/investment process, as implied above, merely increasing the

supply of instruments will not under all circumstances stimulate

saving. The financial assets have to be attractive to saver and

governments have to pursue appropriate financial policies. A review

of the role of financial institutions in the economic development

of selected countries in Africa, Asia and Latin America indicates

many factors - such as inflation, the cost of collecting

contractual and other saving, and the malfunctioning of the

financial structure - as impediments to increased savings. It is

said that in the case of commercial banks, tradition and the

marginal cost of collecting (saving) contribute quiet often to

chock spontaneous efforts at promoting saving deposits.70

As financial instruments African countries use principally

money, quasi - money and government obligations. Merchant bills,

exchange acceptances and formal short - term financial market

outside the banking system are scarcely extant. Private debentures

and negotiated corporate equities are known only in very few

countries. In general the financial markets in almost all African

countries are under developed.

l. Major Financial Instruments

Claims and equity securities are the two basic-type of

financial instruments. The following attempts to briefly discuss

the development of claims during the 1980s in the selected African

Countries. Equity securities and other securities will be discussed

to the extent available information permits immediately here after.

No. 1, March 1975, p. 133.

70. Wai, U Tun, op. cit., p. 47.
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Table 3 shows the development of claims against financial and

non-financial institutions since 1980. Claims against financial

institutions have increased between two and four times in most of

the countries. Exceptions to this general situation are Ghana where

both money supply and deposit increased by over ten times. Sierra

Leone, where money supply increased by around ten times and

Botswana and Egypt where deposits increased by nearly by six times.

The development of claims against non-financial institutions has

increased by over three times for most of the countries considered.

However claims against government in Benin, Botswana, and Cameroon

are negative. This indicates that the governments in these

countries could invest more than they hitherto are doing. Relative

to the low claim, specially in Botswana on the private sector, it

appears that funds from government sources are kept idle.

A further indication that one draws from the picture of claims

against non-financial institutions is that in most African

countries governments dominate the use of national resources,

instead of the private sector, from official institutions. With the

exception of CAR and Togo, besides the countries mentioned above,

in all the remaining African countries considered here, claims

against governments are higher, by very wide margins, than claims

against the private sector. This is an undesirable situation. It

implies inadequate participation of the private sectbr in the

development of the real sector. Knowing the dire need to develope

the agricultural sector, in which most of the population - is

employed, and the manufacturing industries which preempts

development of entrepreneurship, it is unfortunate that financial

policies are not catering adequately for the private sector upon

which the development and expansion of the real sectors depend.
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Table 3

Major Financial Instruments in Selected African Countries

Country

Benin

Botswana

Cameroon

CAR

Egypt

Ethiopia

Ghana

Kenya

Malawi

Morocco

Nigeria

Sierra Leone

Tanzania

Togo

Uganda

Year

1980

1986

1980

1988

1980

1988

1980

1987

1980

1987

1980

1988

1980

1987

1980

1987

1980

1988

1980

1986

1980

1988

1980

1986

1980

1986

1980

1986

1980

1986

Claims against Financial

Institutions

Currency

45.41

78.93

90.60

406.50

208.20

389.10

34.61

53.60

6775.00

18241.00

1565.00

3722.00

6090.00

84170.00

8434.00

18917.00

97.20

435.92

25312.00

50029.00

9227.00

21446.00

153.00

1852.00

13346.00

35810.00

55340.00

89670.00

13959.00

6061.80

Q/Honey

16.00

30.22

146.30

821.90

107.20

308.50

2.01

6.50

3589.00

26637.00

628.00

1570.00

1860.00

21800.00

7702.00

20750.00

94.33

376.57

4649.00

18819.00

5163.00

16960.00

108.00

533.00

4174.00

14499.00

17230.00

75820.00

4494.00

1056.30

Claims against Non-Finane

Institutions

Gov't(net)

-15.18

na

-91.90

-2349.60

-52.80

-151.80

11.62

16.97

8400.00

23741.00 "■

1146.00

3453.00 " -

6518.00

156930.00

3959.00

23730.00

92.23

343.09

18766.00

42193.00

3539.00

27488.00

318.30

2509.00

11326.00

33945.00

4530.00

10850.00 ,.

15113.00

2324.80

Private

85.00

na

93.60

321.10

416.60

1023.90

188.30

323.70

5665.00

28735.00

289.00

384.00

2975.00

48450.00

11759.00

37974.00

241.14

262.38

12449.00

na

6744.00

20857.00

318.30

2509.00

1137.00

2935.00

64140.00

87170.00

5826.00

1237.00

Source: IFS and annual reports of various

the respective countries.
years of the central banks of

2. Capital Markets

As said above capital market in African countries is

underdeveloped. Among the selected African countries for the
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purpose of this study, Nigeria, .Kenya, and Morocco have relatively

advanced capital markets. Some progress is being made in

establishing and strengthening the capital market in Botswana since

1984. Reportedly security markets are emerging as of very recent in

Ghana and Uganda.

The Nigerian stock exchange started operations in mid 1961.

The participants consist of issuing houses (primary markets)

composed of 7 merchant banks and stockbrokers (secondary markets)

composed of 17 stockbroking firms. A second tier securities market,

aimed at encouraging entry into the capital market by small

companies was set up in 1985. The Lagos Stock Exchange has branches

in Kaduna and Port Harcourt. The indigenisation decree of 1977 had

reportedly boosted security trading activity and it is expected to

receive another large fillip from the privatization of parastatal

companies under the structural programme.71 Trading in securities

is held daily except on weekends and holidays. The Security and

Exchange Commission (SEC) monitors prices of outstanding securities

to discourage speculations. As for new issues, the SEC ensures that

the volume of new issues can be absorbed by the market.72 The

intervention by SEC as regards the volume of securities to be

issued must certainly introduce distortion in the prices of

securities being traded implying that the price of securities in

Nigeria is not an indicator of their true values. --r

Table 4 exhibits monthly traded newly issued securities in the

primary markets. The physically traded Government bonds increased

from an average of 10/month 1979 to 26 in 1988. It seems to be

decreasing as it had declined to 8 in 1988. Unlike that of

Government bonds, trading in stock equities in physical terms had

71. EIU, "Country Profile - Nigeria", 1987-88, 43.

72. African Centre for Monetary Studies, "Capital Market and
Economic Development in Africa". Dakar, 1985, pp. 35-37,
(unpublished paper).
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steadily grown from 258 in 1979 to 1789 in 1988. In terms of value

however the Government bonds account most of it although the value

of the average monthly issued stock equity had increased by nearly

times between 1979 and 1988.

Table 4

Nigerian Stock Exchange Transactions

(monthly average)

Year

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

No. of Securities

Gov't Industrials

10

18

10

15

24

16

26

22

20

8

258

577

840

768

969

1438

1936

2287

1701

1789

Total

268

595

850

784

993

1454

1862

2309

1721

1797

Gov't

20.80

31.70

24.90

17.20

32.10

20.10

24.60

39.60

28.20

18.10

Value <N mn)

Industrials

0.40

0.70

0.5G

0.70

1.10

1.30

1.90

1.70

3.50

2.70

Total

21.20

32.40

25.40

17.90

33.10

21.40

26.50

41.30

31.70

20.80

Source: The Economist Intelligence Unite, Nigeria, Country Profile.
1990-1991, p. 42.

The Nairobi Stock-Exchange was established in 1954. It was

brought up as a voluntary organization of stockbrokers. The

exchange operated for many years as a regional organization serving

Kenya, Tanzania, and Uganda that then formed the East African

Community. The effectiveness of the market derived from the wide

region was however considerably reduced when Tanzania adopted

natxonalization measures of business enterprises including

financial institutions in 1967 and Uganda introduced exchange and

currency control system in 1970.n It is a telephone market there

being no floor for the trading of securities. The exchange holds

daily session of bids and calls except on week ends and holidays

73
. African Centre for Monetary Studies, op. cit., pp. 32-33.
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and clients contact the brokers either by mail, telephone, or

personal visits.

Rough indication of the performance of the Nairobi Stock

Exchange is shown on Table 5 . Volume of transaction has dropped

from 16503 in 1971 to 5928 in 1977. The reason to this is said to

be, besides the break up of the East African Community, Government

imposition of capital gain tax from securities transactions, and

control of expatriation of profit out of Kenya.74 It appears from

a recent report by a World Bank mission to Kenya that the stock

exchange in Kenya, among others, is not very helpful to mobilize

domestic resources to provide for long-term capital investment. As

a result, according to the report Government created a number of

specialized- financial institutions. Development Finance

Institutions (DFIs) provide long-term credit and equity finance to

industrial enterprises, the housing sector, tourism, cooperatives,

and the agricultural sector. The DFIs rely primarily on donors and

the Government to fund their operations rather than local privet

funds.ra

74. ibid., pp. 34-35.

75
IBRD, "Kenva - Recent Economic Developments and Selected

Policy Issues", Report No. 7411-KE, September 1988, p. 39.
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Table 5

Transactions on the Kenya Stock-Exchange, 1971-1978

(in million K. E)

Year

1971

1972

1973

1974

1975

1976

1977

1978

Volume of

Transactions

16503

17030

16829

11386

7676

7569

5928

7450

Cange in

Transactions in %

-

3

-1

-32

-33

-1

-22

+26

Source: African Centre for Monetary Studies, Capital Markets

and Economic Development in Africa, 1985, p.84.

The financial instruments issued in Morocco are confined to

Government loans, issues of public and semi-public agencies

guaranteed by Government and share issues by private companies. An

overview of the primary capital market for five years extending

from 1978 to 1983 is shown on Table 6.

Government loans consisted of treasury bonds, capital

investment bonds, and long term bonds. Issue of long - t^erm bonds

contributed mainly for the development of Government loans as

indicated on Table 6. It increased by nearly 10 times, from 87 to

820 million dirhams, during the five years under-consideration.

Issue of capital investment bonds had remained stagnant from year

to year while treasury bonds seemed to start growing at an increase

rate since 1981. Long-term bonds and five year bonds are issued

upon Government guarantee. The latter are meant to finance hotel

construction, development banking and general construction

activities. The guarantee scheme is dominated by long-term bonds

the share of the other activities from the scheme was not

significant during the period under consideration.
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As shown in Table 6, corporate share issue is the most

dominant in the primary capital market of Morocco. The details of

the new share issues statistics showed^that the bulk of the issues

were related to capital increases of existing enterprises.

Corporate foundings share of the new issues was insignificant.

The major participants in the secondary market in shares in

Morocco are the insurance companies and SNI, a parastatal

responsible for mobilizing investment resources. The two together

hold about two-thirds of all listed securities. Thus the potential

of the market is limited by the amount of liquid fund available to

them. There are two major categories of stock market transactions

within the secondary market in shares in Morocco, namely floor

transactions and direct transfers. After steady growth which raised

the volume of stock market trading in variable - yield securities

from DH 43.4 million in 1970 to DH 209.5 million in 1975, the

market has slaked off steadily with trading volume dropping to DH

57.5 million in 1982 (see Table 6). The decline had been more

marked on the floor market (open market) than the direct transfer.

According to the World Bank report the decline in the secondary

market transaction of shares is attributed to: shortage in supply

of securities, ie. sufficient shares were not issued, higher rates

of interest paid on deposits as compared to rate of returns from

stocks, difficult economic climate that affected small -and medium

savers during that period, restrictive credit policy adopted by the

monetary authorities that curtailed advances by banks to finance

the purchase of shares by the public, and the 25 percent

withholding tax on dividends introduced in 1978 and which placed

shares at a distinct disadvantage in comparison with other

financial instruments.76

76. IBRD, "Morocco'- Financial Sector Study"T Report No. 4957-
MOR, December 1984, pp. 159-167.
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Table 7

SNI Activity on the Stock Market

(in million of dirhams)

Year

1979

1980

1981

1982

1983

Floor

Bonds

5.83

2.93

0.31

0.09

0.10

Trading

Shares

8.97

5.16

2.20

2.38

2.05

D i rect

Transfers

7.63

16.27

2.17

17.58

60.54

Total

22.43

24.36

4.69

20.04

62.70

Source: IBRD. Morocco - Financial Sector Study, Report No.4957-MOR,
1984, p. 164.

The financial authorities in Egypt operate stock exchange.

According to the available information the market is only in Cairo.

The cairo stock exchange transacts government bonds and company

shares. It deals in both cases in Egyption pound and US dollars.

According to the Economic Review of 1985 published by the Central

Bank of Egypt, transaction of government bonds both in Egyption

pound and US dollars is declining. Similarly transation of copany

shares in Egyption pound was declining where as dealings of company

shares in US dollars was increasing.77

A trust company, Sechaba Investment Trust Company (SIT), was

incorporated in 1984. It is the only investment trust qompany in

Botswana. It is set up by Botswana Development Corporation (BDC) to

attract public interest in; equity investments and to enable

investors direct investment in diversified portfolio of equities in

a variety of companies. Table 9 shows the number of shares issued

by SIT as of September 30, 1988. Evidently the Company, for the

short time of it's existence, has attracted equity participation

from different segments of Botswana's society although the share of

house holds of the total number of shares sold was only 17 percent.

77
Central Bank of Egypt, "Economic Review", op. cit.,

308-310.
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The authorities in Botswana are in the process to set up a

primary and secondary market for debt and equity issues. A number

of studies have been conducted by consultants to look into

potential capital market activities in Botswana. It is felt,

specially by the Botswana Development Corporation (BDC), which

spearheads the development of capital markets in the Country, that

in the initial development phase of the capital market a brokerage

house should be established. It is envisaged that the brokerage

house would meet the needs of investors and companies to use

primary and secondary markets for the purpose of capital formation,

portfolio diversification, and savings. It is believed that with

experienced management of the brokerage house, the functions of a

merchant bank, for primary stock and debt issues, and a stack

exchange, for share trading, could, over time, be incorporated. The

superstructure including the share capital of the company was

decided and the company was expected to become operational by June

1989.78

Table 8

SIT - Number of Sharres

(as of Sep. 30, 1988)

No of Average No.

shares % of Shares

BDC 409160 27 409160

Institutions 832980 56 118997- '

Individuals holding over

1000 shares (51) 130290 9 2555

Individuals holding less

than 1000 shares (514) 125760 8 " 245

Total 1498190 100 ~"

Source:.Botswana: Financial Policies for Diversified Growth, Report No.
7690-BT, August 1989, p. 169.

78. IBRD, "Morocco...", op. cit., pp. 159-167.
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IV. Financial Policies of African Countries

It is generally recognized that the existence of externalities

and other market imperfections justify government intervention in

financial markets. As has been shown in the foregoing discussion

the financial system in African countries can be broadly

characterized as being under developed and oligopolistic. It is not

therefore surprising to find that government intervention in the

financial markets of the these countries is pervasive. The relevant

question to ask in such situations is not whether government

intervention should be eliminated altogether but how these

intervention policies, imperative as they are, can be made less

distortion accentuating or more distortion attenuating. For -this

reason, it seems essential to evolve rational criteria by recourse

to which the authorities can determine the level and structure of

the various policy instruments. It is true that there is not one

single criterion but many alternatives on which they must base

their decisions. These decisions depend on the short-term and long-

term objective of economic policy at any given time and the current

phase of the economy and its relationship to the outside world.

Where there are multiple criteria, the weight to be assigned to

each is also important. Such difficulties not withstanding, it is

still essential to search for a set of guidelines that, combined

with judgmental considerations, would permit the determination of

intervntion instruments and their intensities compatible with the

macro economic objectives of a given country. The following is an

attempt, to the extent available information permits, to show the

financial policy employed and their impact in African countries.

1. Monetary Policy

Monetary policy in the context of less developed countries has

been variously interpreted since the post-World War II when

attention began to focus on the growth of the LDCs. Then Keynesian

economics was the dominant framwork for analyzing the role of money
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and monetary policy implying problem of underdevelopment of

resources in LDCs is synonymous to problem of employment in the

midest of economic depression in developed countries which had

instigated the emergence of Keynesian notions. The suggestion

followed naturally that aiming at an expanding money supply and

lower interest rates might be an appropriate monetary policy for

LDCs. This view prevailed, over the intelectual case for

conservative, highly disciplining rules that were the the

convensional wisdom of the decades that preceded the Kyenesian

revolution, for quite some time until the inflationary pressure

resulting from it became so serious as to retard growth in many

LDCs that adopted the suggestion. Often the inflationary pressures

that resulted when monetary discipline was abandoned were dealt

with by recourse to interventionist policies of one type or another

The result was the repression of the financial sector and hence the

undrdevelopment of its potential contribution to the development

process.

On the intellectual front, these development triggered

interest which induced the emergence of the two schools of thought,

stabilizing monetary policy and developmental monetary policy. The

former of which proponents are the orthodox monetarist preached the

demand and supply management of economies. The proponants of the

latter advocated for economic liberalization.79 The monetary policy

in African countries as can be observed from the survey of interest

rate, credit, and exchange rate policies of the selected countries

appears to empasize more on stabilizing monetary policy and less on

developmental monetary policy. Interest and exchange rates are

frequently regulated, see Table 10, and credit amount and

allocation is also often controlled.

. Coats, w. L. Jr. and D. R. Khathkhate, "Monetary Policy in
Less Developed Countries: Main Issues", The Developing Economics,
Vol. XXII, No. 4, December 1984, pp.329-346.
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Table 9

Interest and Exchange Rates and Credit Policies in Selected African

Country

Benin ;

Togo

CAR

Cameroon

Botswana

Halawi

Egypt

Morocco

Ethiopia

Kenya

Tanzania

Uganda

Ghana

Nigeria

Sierra Leaon

Interest Rate

Regulate

yes

yes

yes

yes

yes

yes

yes

yes

yes

na

yes

Deregulated

yes

yes

yes

yes

Exchange Rate

Controlled Decontrolled

yes

yes

yes

yes

yes

yes

partial

yes

yes

yes

yes

yes

yes

yes

yes

Credit

Ceiling

yes

yes

yes

yes

no

no

yes

yes

yes

yes

yes

na

yes

yes

yes

D i rected

yes

yes

yes

yes

no

yes

yes

yes

yes

no

yes

na

yes

yes

yes

(a) Interest Rate Policies

Until the early 1970s the economic literature on -saving and

investment mainly considered industrialized countries, with the

common presumption being that the same analysis applied to

developing countries. According to this analysis, the relationship,

between savings and interest rates could be ambiguous, in light of

ther opposing influences of income and substitution effect, but the

relationship between investment and interest rates was unambiguous.

Low interest rate would promote investment spending and economic

growth in developed and developing countries alike, in accordance
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to Keynesian theory. Economic .policy makers in developing

countries, including African countries, frequently adopted policies

of low interest rates as a way of promoting economic growth for two

main reasons. First, in less developed countries that are afflicted

by low income and investment, low interest rates are considered to

be investment inducing and hence justified. Second, deliberate

decisions to maintain low and stable interest rates are taken to

countervail the perceived baneful effect of the very high interest

rate prevailing in the informal credit market.

McKinnon and Shaw were the first to challenge seriously this

conventional wisdom.80 McKinnon analyzed an economy with very

limited possibilities for external finance for vast majority of

investors. He argued that, because of the lumpiness of physical

capital, savers may find it convenient to accumulate funds in

monetary assets until they have enough resources in high yielding

physical assets. In other words, according to McKinnon, deposit may

serve as a conduit for capital formation, making deposits and

capital a complimentary assets. Thus the availability of deposits

with positive real rates of return may encourage both saving and

capital formation. Similarly Shaw also stressed the importance of

positive real deposit rates as an inducement to save in financially

repressed economies. Focusing on the role of deposits as a source

of fund for financial intermediaries, Shaw argued that hi^h deposit

rates may stimulate investment spending by allowing the supply of

credit to expand in line with the financing needs of the productive

sectors of the economy. Both discounted the argument in favor of

low interest rates with the rational that, in the face of

inflationary pressures , low interest rates in nominal terms often

culminate in negative real interest rates. Thus the financial

80

-For most recent and detailed discussion of the contents and
similarities of Mckinnon and Shaw rationales see to Molho. Molho,
E. Lazaros, "Interest Rates, Saving, and Investment in Developing
Countries - A Re - Examination of the McKinnon - Shaw Hypotheses",
IMF Staff Papers, Vol. 33, No. 1. March 1986, pp. 90 - 114.
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markets, imperfect as they are in developing countries to begin

with, are distorted further, affecting the efficiency and pace of

the growth of the economy.81

Recent empirical research seem however to indicate that either

side of the arguments could not be verified. Khatkhate has analyzed

average relationship for 64 LDCs during the period 1971-80 between

some of the macroeconomic variables such as rate of growth of real

GDP, real financial assets, saving/income and investment/income

ratios and rate of return on investment, on one hand and the level

of real interest rate, on the other by applying non-parametric

Mann-Whiteny test. He has concluded that there is no difference

with any statistical significance between the groups of LDCs above

and below the mean real interest rate.82 This implies that the

level of real interest rate by itself has little or no impact on

the selected macroeconomic variables. Thus the result may be

considered to cast doubt on the whole corpus including McKinnon-

Shaw school that argue positive interest rate as a policy

instrument capable of carrying the whole burden of reforming the

economies of the developing world, as is emphasized by monetary

orthodoxy.

Though not as forceful as Khatkhate, Arrieta concludes, on the

basis of a review of empirical studies in respect to Mckinnon-Shaw

proposition of a positive interest rate responsiveness of saving

and the beneficial effect of financial liberalization policies,

that the issue is debatable. He suggests that more knowledge in

this field on empirical grounds is needed despite the data,

conceptual and methodological shortcomings faced in making these

: 81 ■
. Leite, Pereira Sergio, "Interest Rates Policies in West

Africa", IMF Staff Papers. Vol. 29, No. 1, March 1982, pp. 48-49.

8?

. Khatkhate, R. Deena, "Assesing the Impact of interest Rates
in Less Developed Countries", World Development. Vol. 5, No. 5, Mav
1988, pp. 577-586.
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efforts because the findings hitherto attained for those countries

on which empirical research has focused are ambiguous.83

Coming now to the African situation, in context of the

theoretical ambiguity of the impact of the level of interest rate

on investment, the interest rate policy discussion, here, will

focus more on the its evolution, objective (s) and impact of the in

the selected countries.

In the franc monetary union zones the two central banks, ie.

BCEAO and BEAC, play central role in evolving the interest rate

policies of the respective member countries. In Benin and Togo

which are members of West Africa Monetary Union, BCEAO,their

central bank, determines both the level and structure of interest

rates on bank lending by fixing the rediscount rates and bank

margins for preferential as well as for normal credit. Interest

rates in these countries change seldom. The objective of changes,

when they occur, are to reduce discrepancy between the member

countries of the Union and those applied in France. Experience has

shown that interest rates discrepancies have led the pulling out of

funds from the Union as it's currency is convertible into French

franc.

Alike to the West Africa Monetary Union, BEAC determines the

level and structure of interest rates in Central Africa Monetary

Union countries to which Cameroon and CAR belong. The current

interest rate structure provides for a multiple lending rates. The

multiplicity of the lending rates results from ^ (a)^the

distinction of discountable and nondiscountable; (b) the

distinction within each category, of short and medium-term; and

finally, (c) the distinction, between privileged and ordinary

. Arrieta, Gerardo M. Gonzales, "Interest Rates, Savings, and
Growth in LDCs : An Assesraent of Recent Emperical Research", World
Development. Vol. 16, No. 5, May 1988, pp. 589-603,
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operations. Like in West African Monetary Union Countries interest

rates are seldom changed and that is again to align the rates with

that of Paris in order to prevent the out flow of capital outside

the Union member countries. As regards Cameroon, it is reported

that interest rate selectivity (a) sometimes denies the banking

system of sufficient margin to operate loans; and (b) it adds a

considerable measure of complexity to the system without having

stimulative effect. As a result the banking system does not always

comply with the requirement of allocating a certain proportion of

their total credit to certain privileged sectors despite the

privileged access of the sector to rediscounts.84

In Botswana the concern in interest rates is to reduce the

excess liquidity of the banking system. Excess liquidity is

attributed to low absorptive capacity of the economy and the sheer

in flow of financial resources into Botswana arising from good

performance of export of diamond mainly. As a result government has

deregulated interest rate and it is encouraging the commercial

banks to lower lending rates and relax other borrowing

requirements. Commercial banks1 prime lending rate had decreased

from 14.5 in 1982 to 8 percent in 1988 85 Also in Malawi gradual

liberalization of interest rates had been initiated in 1987 and all

interest rates were deregulated by April 1988. The deregulation of

interest rates has resulted in reduction of the rates.^

In Nigeria, controls of interest rates in the form of maximum

and minimum rates were removed in July 1987.87 Similarly in Sierra

Leone commercial banks are free, since 1986, to set all deposits

and lending rates except savings deposit rate which is set by the

85

86

87

. IBRD, "Cameroon ..". op. cit., pp. 57-62.

. IBRD, op. cit., p.

-IMF, "Malawi ...". op. cit., p. 32.

- IMF, "Nigeria ..."- op. cit., p. 36.
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88
Central Bank.88 since 1983 the Government of Ghana has pursued a

more flexible interest rate policy with a view of mobilizing

domestic financial savings in support of its stabilization and

growth obj ectives, and improving the efficiency of credit

allocation. Controls on lending rates were lifted since September

1987 and the deposit rates were deregulated since February 1988.89

In Morocco and Egypt interest rates are regulated. In Morocco

the rates, as could be observed from interest rates developments

between 1980 and 1987, are changed in two to three years and

frequently upwards. Reportedly the upward adjustment of interest

rates coupled with deceleration of inflation rate has attracted

bank deposits.90 On the other hand in Egypt the strict control of

interest rates on Egyptian Pound has led Egyptians working abroad

to hold their remittances in foreign banks '"including"' in

nonresidence foreign banks because the regulated interest rates are

uncompetitive . This tantamounts to capital outflow.

Interest rates in Ethiopia, Tanzania and Kenya are regulated

although the financial authorities are entertaining to liberalize

interest rate and use it as an indicator of the open market price

of money in Kenya. The lending rates to the private sector in

Ethiopia, remained between 8.5 to 10.5 percent for different types

of credits for many years prior to a reform made in, 1986. The

reformed interest rates increased the differential between the

lowest and the highest interest to be paid. Further it

differentiates between borrowers in that public commercial

borrowers pay the least interests while private borrowers pay the

highest interest. Interest rates being paid by parastatales lay in

88

• IMF, "Sierra Leaone ...". np. cit., p. 29.

89. IMF, "Ghana ...". op. cit., pp. 46-47.

90. IMF, "Morocco ..."■ pp. 41 and 123.
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91
between. Although interest rates are also regulated in Tanzania,

they seem to be revised annually.92 In Kenya, the current trend is

to encourage the financial system to extend long - term credits and

help finance small and medium sized firms. To this effect the

margin between the highest lending rates and the minimum savings

rate is widened to allow institutions to attain a positive yield

curve that would better differentiate risk and maturities.

(b) Exchange Rate Policies

Sierra Leone employs strict foreign exchange control policy

where as Nigeria and Ghana have liberalized their foreign exchange

market. The monetary authorities in Sierra Leone have changed their

foreign exchange frequently in the 1980s. Prior to 1978 the Sierra

Leone currency, leone (Le), was pegged to sterling. In November

1978 it was devalued by 5 percent, and at the same time delinked

from sterling and pegged to SDR. The Le became increasingly

overvalued over the next three years and parallel markets

flourished. As a result Government introduced a two tier exchange

system and the Le was linked to US dollar instead of the SDR in

December 1982. On July 1, 1983, the two tier system was abandoned

and the rates were harmonized at Le2.50=$l. The value of .£e,could

not however be stabilized and the authorities had to devalue the

rate several times. It had reached Lel20=$l by January 1990.93

After operating two tier foreign exchange markets in Ghana and

Nigeria since the beginning of 1980s, the monetary authorities in

both countries have opted for open market policy since around the

close of the decade. Daily and weekly auction of foreign exchange

is operated in Nigeria and Ghana respectively. In addition foreign

91. IMF, "Ethiopia . -. op. cit., p. 79.

92
. Bank of Tanzania, "Economic Bulletin", March 1987, p. 21.

93. The Economist Intelligent Unit, "Sierra Leone - Country
profile". 1990-1991, pp. 7-8. "
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exchange bureaux, permitted to trade in foreign currencies, are

introduced and they are fast spreading in the urban areas of both

countries.94

The Central and West Africa Monetary Union countries have one

currency, CFA. It is pegged to French frank at CFAfr50=Frl and the

Banque de France guarantees the free convertability of the CFA

franc against the French franc in return for an undertaking by

member states to implement acceptable monetary, credit and exchange

rate policies and hold 65 percent of their reserves in the French

Treasury in Paris. The movement of the CFA franc is consequently

determined by movements in French franc.95

Prior 1979 the Tanzanian, Kenyan and Ugandan shillings were at

par and linked to SDR. Since then, however the East African

shillings are no longer equivalent. In Tanzania the Bank of

Tanzania quotes daily buying and selling rates of TSh against the

dollar. The rates for other currencies are determined on the basis

of appropriate cross rates in international markets. In Kenya the

shilling is still pegged to the SDR. The peg is being adjusted

every two or three quarters so as to maintain the real effective

exchange rate constant. Exchange controls are administered by-the

Central Bank. The stringency with which they are enforced tends to

depend on the balance of payment and reserve situatioh at that

time. Uganda has experimented various exchange rate policies in the

1980s including to allow the Ugandan shilling to float. As of

August 1988 a fixed exchange rate, at NUShl50=$l,' was enforced.

94
refer the Economic Intelligence Unit, "Country Profile".

of 190-91 under the heading Currency for tbe respective countries.

95. refer The Economic Intelligence Unit, "Country Profile".
of 1988-89 for the respective countries under the heading Currency.
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i

Government allocates foreign exchange according to priorities

set.96

The Ethiopian government keeps tight control on foreign

exchange, with strict currency restrictions and sparing allocations

of import licenses. The Bier has been pegged to the dollar since

1974 at Br.2.07=$l despite being considered overvalued by different

quarters.

Egyptian monetary authorities had in the past employed

different systems and rates of foreign exchange control. Currently

there are four systems and related rates of foreign exchange in

Egypt. They are the Central Bank rate, Commercial rate, Own rate

and Rate for trade with the Soviet Union. The Central Bank rate is

operated by the Central Bank and it is set at EP0.70=$l. The Bank

applies it to receipts and payments of designated export and

foreign assistance and imports such as food staff etc.. The

Commercial rate also known as the "free rate" is set daily at a

meeting of eight banks, four public and four private. Own rate is

a free exchange system of foreign currency amoung individuals. It

is free from State interferance except monitoring activities. The

Commercial rate and Own rates don't show significant -difference

implying the inistitutionally set exchange rate largly reflects the

market price of foreign exchange. Finally for transactions

concluded with the Soviet Union after December 1987, the prevailing

exchange rate is EP2.00=$l. Since around the middle of the 1980s

Morocco has gradually liberalized its foreign trade and exchange

control measures that previously effectively governed all

transaction with the rest of the world. The dirham is allowed to

float since 1985.97

96. refer The Economist Intelligence, "Country profile", of
1988-90 for the respective countries under the headings Currency
and Trade and Investment Regulation.

97. refer The Economic Intelligence Unit, "Country Profile".
of 1988-89 for the respective countries under the heading Currency.
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Although there is not free trade in foreign exchange in

Botswana, exchange control is very relaxed. Botswana frequently

devaluses and revalues its currency inorder to ensure the

comptitivness of its foreign trade with the rest of the world.98

Similarly in Malawi exchange rate policy has centered on making

discretionary adjustments in the rate since early 1980s. The

objective is to reverse slippages in competitveness arising from

the difference between Malawi's rate of inflation and that of its

trading partners. Consequently the kwacha was devalued several

times inthe 1980s.

(c) Credit Policies and Developments

As shown earlier the African monetary authorities frequently

pursue credit policies that control amount of credit to be

advanced and the sector to be financed. However, as is show in the

following discussions, with very few exceptions, bank lendings tend

to be biased in favour of commercial activities rather than the

productive sectors.

In BCEAO member countries, to which Benin and Togo, among the

countries considered here, belong, the credit policyinstruments

are: (a) monetary and credit targets; (b) ceilings on access to

central bank financing to control aggregate demand in-line with

external constraints and domestic growth objectives; (c)

preferential rediscounting and other selective credit policies to

channel credit to priority sectors; and (d) regulation of the

interbank money market arid interest rates with a view to

rechanneling excess funds of deposit money banks." National Credit

Committees, representing BCEAO, prepare a set of targets for money

98. The Economist Intelligence Unit, "Country Profile -
Botswana", 1988-89, p. 11.

". Bhatia, J. Rattan, "The West African Monetary Union - An
Analytical Review", IMF Occasional Paper 35r 1985. pp. 11-38.
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supply and total central bank credit on the basis of projected,

growth of economic activities and prices, assumed constant

velocities, and targeted evolution of the external sector in the

following year. Given projections for government financing

requirements, the annual ceilings for government and financial

institutions1 access to central bank credit are set. Credit ceiling

to government is related to the fiscal receipts collected during

the preceding budgetary year. With regard to the private sector,

this objective is pursued chiefly through the control of the amount

of credit extended by deposit money banks that can be rediscounted

by BCEAO. Further banks are required prior authorization from the

Central Bank, through the National Credit Committee, for all

credits beyond a certain limit (CEFA 30 million for Benin and Togo)

to any single enterprise.

Lending in Benin is strongly biased in favor of commerce. As

shown in Table 10, lending to the commercial sector is not only

relatively high it is also increasing. Between 1982 and 1986, the

proportion of lending had grown from around 34 to 39 percent. Had

lending to service sector been included the proportion would have

reached to about 50 percent of total lending in the economy. During

the same period lending to agriculture had remained stagnant at

about 15 percent whereas that to industry fluctuated between 24 and

28 percent. In addition a very large proportion of the lendings had

short-term nature. Long-term loans amounted only 4 percent of the

total lending for most of the; years under consideration, whereas

medium-term lendings amounted about 30 percent. The remaining,

something around 65 percent or so were short term lendings. Further

of the total lendings public and semi-public enterprises receive

over 50 percent, in value, of the loan.100

Similarly the share of agriculture and industry of the total

lendigns in Togo, relative to that of commerce, is very low. As

10° IMF "Benin ...", op. cit., pp. 29-31.
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shown in Table 10, Lending to agricultural sector is declining, it

was l percent of total lending to the economy in 1998. And lending

to industry was 10 percent whereas that to commerce was well above

40 percent. Although the proportion is lower, around 30 percent,

the share of public and semi-public enterprises of the total

lending to the economy, like that in Benin, is significant.101

Cameroon and CAR belong to the members of Central Africa

frank area and which share one central bank Banque des Etats de

1'Afrique Centrale (BEAC). Monetary policy, including credit

policy, in these countries is formulated by the Board of Directors

of BEAC assisted by national monetary committees. The committees in

the respective countries oversee implementation of credit policy,

assess credit requirements and proposes rediscount ceilings to the

BEAC Board. Credit to Government falls under a statuary ceiling

equivalent to 20 percent of budgetary revenue of national origin

during the preceding year. Annual rediscount ceilings relating to

credit to the private sector, including commercial public

enterprises, are the main policy instruments in pursuit of the

overall credit policy.

The principal intervention instrument by BEAC in credit

creation by financial intermediaries in the member states is the

rediscount ceilings. These ceilings are used not only -to control

the quantity of credit but its quality as well. As said above the

ceilings are determined by National Monetary Committees .for the

individual member countries in accordance with levels set for the

zone as a whole by BEAC; these are then subdivided according to

individual banks, type.of loans, and individual rediscount limits.

The individual rediscount limits, with respect to a particular

loan applicant, represent an important element of the overall

rediscount oriented BEAC system, and they have considerably more

101. IMF, ibid., pp. 29-31.



^^^ -

bites than the aggregate ceilings. As regards to short-term

lending, they are determined by an advance examination by the

national counterparts of BEAC of the - financial situation of the

individual borrowing enterprise, the sector of its activity and the

nature of its operations to be financed. The firms working capital

position is the most important element in determining the

individual rediscount limits. In respect to medium-term loans, BEAC

gives "prior authorization" for loans, up to limits in question, to

the individual enterprise. Because of the multiple advance

determination required with respect to whether a loan is

rediscountable or not, the Central Bank's involvement in the whole

process must be an intense and time consuming one whose

quantitative implications must be ■intimately involved with the

qualitative aspects in question. Among others this significantly

extends the lead time for BEAC responses to bank applications and

implies considerable uncertainty with respect to whether the loan

will be rediscounted or not. With the large number of lending rates

about which determinations must be" made on all sides, the overall

efficiency of the financial system in responding to the needs of

the economy is compromised. Also, with the BEAC taking on the task

of essentially examining the credit - worthiness situation of

virtually each individual borrower, there seems to be some

inclination for the commercial banks to slight this aspect of their

activities. The system as such is perhaps appropriate for countries

where domestic resources, including domestic saving for investment

and manpower to appraise investment projects adequately, fall short

of demand. Under such circumstances the social cost of

administrative complexity may be a small price to pay for financial

development.

Aggregate rediscount ceilings are far in excess of levels

required by Cameroonian financial system. Reportedly only about 20

percent of total lending had its source from BEAC rediscounts as

compared with the quantitative ceilings which would permit more

than double this limit. On the other hand the ratio of non-
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rediscountable credit to deposits is far in excess, of that

authorized for all banks. The monetary authorities do not seem to

be inclined to levy the established penalty (18 percent penalty

rate for all rediscount operations until the ratios are brought in

line) on the banking financial institutions. This may reflect

institutional difficulties in finding attractive rediscountable

loans. It may also reflect excess liquidity of the banking systems

due to Government deposit.

Table 10 shows sectoral distribution of credits approved by

the Development Bank of Cameroon for which only information could

be found. As is normal for development banks short-term financing

of commercial activities is outside its domain. As compared to

manufacturing sector, the weight of the Bank's loan to agriculture

is relatively heavy. This should be a gratifying incident as

agricultural development in Cameroon, as elsewhere in Africa is

crucial.

As a result of economic deterioration in CAR, credit demand

and time deposits declined from 8 percent of GDP 5.5 percent

between 1974 and 1983 and short-term credits have accounted for 80

to 90 percent of the total credit volume to the private -sector.102

Credit to the private sector in 1986 and 1987 declined by 5.4 and

4.3 percent respectively of beginning broad money stock.103 Table

10 shows also declining trend of credit as regards CAR. The share

of agriculture of the total volume of medium-term credit is small

and it is also declining. It decreased from 5.5 to" 1.2 percent of

the total medium term lendirigs between 1985 and 1987. Medium-term

credit to the industrial sector had stagnated around 15 percent

between 1984 and 1987. Although credit for commercial activities

excelled the other two sectors, it shows also declining trend.

. IBRD, "Central African Republic - Country Economic
Memorandum"- Report No. 5332-CA, 1985, p. 60.

103- IMF, "Central African Republic ,..". op. cit., pp. 9 - 10.
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One important feature of the Botswana economy is the very high

profile that the Government plays in the banking and financial

sectors. The Government's financial intervention in the economy

occurs in two way, as a deposit taker of the last resort and as a

financier. Taken together, the Government is, in fact, the largest

bank in the country, accepting more deposits and providing more

loans than the entire commercial banking system combined. It

accepts deposits from certain large depositors and parastatal. By

the end of 1988 nearly 80 percent of the deposit at the Bank of

Botswana came from Government and that was in addition of

Government's deposit of nearly 700 million pula at the commercial

banks. Further Government, through its lendings to parastatals,

account for almost all of the long-term domestic credit. As of end

of March 1988, outstanding credit under these Government facilities

was P 593 million , compared with total private sector credit from

the banking system of P 312 million.104 The terms of Government

lending are generally for 25 years with a three years grace period

and at an interest rate about 1 percent below the prime lending

rate.105 Table 10 shows the sectoral distribution credit from the

commercial banks. Credits from these banks are predominantly short

- term for trade and business finance and consumer credit.

Reportedly commercial banks in Botswana do not have the capability

to appraise investment projects on a large scale. Further their

capital base is often insufficient to entertain financing the lumpy

projects of parastatals which are usually viewed as the most

bankable.

For a long time the monetary policy in Malawi had relied

predominantly on credit ceilings. As of April 1989, the Reserve

Bank Act was revised to provide a framework for the Bank, among

others, open market operations. This legislative change was aimed

. IMF, "Togo ...". op. cit., p.107.

'. IBRD, "Botswana. ■.", op. cit., pp. 75-'
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at achieving more market oriented monetary policies by increasing

interest rate flexibility and reduced reliance on credit

ceilings.106

Reportedly Malawi has one of the most successful formal

smallholder agricultural (seasonal) credit system among developing

countries. This credit system is operated by the Ministry of

Agriculture. Following the launching of development agricultural

projects in late 1960s and the subsequent adoption of the rural

development programs (NRDP), which have become the main vehicle for

providing institutional credit to the smallholder subsector.

Provision of credit is closely linked to agricultural

extension.107 Agricultural credit from commercial banks as

compared to total credit to the economy is substantially high in

Malawi (see Table 10) . It was over 50 percent for most of the years

between 1984 and 1988. This reflects the country's agricultural

based development strategy. The proportion of credit to commerce

during the same period was mostly below 20 percent while that to

industry was for most of the years was around 10 percent.

In Egypt, the traditional monetary instruments have been a

loan - to - deposit ratio and partial credit ceilings introduced

for commercial banks in 1981 and then extended to cover the

operations of business and investment banks and specialized banks

since the second quarter of 1987. Two ceilings were placed on each

bank: one on growth of credit to the public sector companies; and

one on growth of credit to private sector. The ~ ceilings were

applied to Egyptian pound and foreign currency lending together.

Ceilings for each bank are set by the Central Bank in accordance

with itfs assessment of what is appropriate. In order to safe guard

106- IMF, "Malawi .,.". op. cit., p. 31-33.

107. IBRD, "Staff Appraisal Report - Malawi - Smallholder
Agricultural Credit Project". Report No. 6886-MAI, October 1987, p.
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the implementation of this credit policy instrument, penalties for

noncompliance are introduced. Any bank above its ceilings is

required to hold excess reserves with the Central Bank of an

equivalent amount, and for an equivalent period, to the extent of

infringement of the ceilings. Reportedly the banking system has

difficulties to observe the credit ceilings requirements for

various reasons and the implementation of this policy instrument is

posed with difficulties108

Table 10 shows the proportion of commercial banks lendings to

selected economic sectors. The proportion of credit advanced to

agriculture is low and has remained stagnant at around 3 percent

between 1982 and 1987. The corresponding figure for industry is

substantial. It has however also stagnated at around 3 6 percent.

Credit to commercial activities is high but it is declining. It

decreased from about 46 percent in 1942 to 40 percent in 1987.

The principal credit policy instrument in Morocco is fixing at

the beginning of each year quantitative maximum limits on total

bank lending to the private sector. In addition, however, the level

and direction of credit is influenced by the authorities, (a)

imposition on the banks to place predetermined proportion o^ their

deposits (placement ratio) in loans to specialized banks, such as

credit institutions for construction, development banks, etc,

through purchase of bonds issued by the specialized banks; (b)

compulsory purchase of 4.25 percent treasury bonds by the banks

equivalent to 35 percent of the amount of bank demand and time

deposit; inducing open market operation by the banks; and

increasing bank reserve ratios.

Credit development to selected sectors between 1982 and 1987

in Morocco is shown on Table 10. Unlike in most of the African

countries, the share of commerce of the total credit to the economy

10a. IMF, "Arab Republic of Egypt...", op. cit., pp. 32-33.
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is not dominant. It amounted only around 8 percent in 1987 and it

shows declining trend since 1982. Of the total credit to the

economy the share of agriculture was around 7 percent in 1987

whereas that of industry was around 25 percent in the same period.

However the development of credit indicates increasing trend in

respect to agriculture and declining trend in respect to the

latter. Further the total share of agriculture, industry and

commerce of the total credit to the economy was around 40 percent

for the period between 1982 and 1987. This is unlike many of the

African countries where these sectors, especially commerce, are

dominant in receiving most of the credit. This implies that the

Moroccan economy is relatively more diversified than in man African

countries.

At the beginning of each calendar year, the Central Bank of

Nigeria issues credit policy guidelines that sets the broad thrust

of monetary policy for the year. These policies may be amended by

monetary policy circulares in the course of the year. With respect

to control of credit creation by banks the instruments employed

are: setting of annual ceilings on the credit growth of banks, a

cash ratio that serves as a reserve requirement, and adjustments in

rediscount rate. The Central Bank also endeavors to influence the

distribution of credit by means of a complex set of selective

credit controls. The control consist of regional and sectoral

credit allocation, minimum grace periods, and maturities for
i

preferred sectors. Finally, various instruments are used for

prudential purposes, such1 as the liquidity ratio, and capital
adequacy ratio.

Ctedit ceilings both on commercial and merchant banks loans

and advances have become restrictive specially for the latter with

the introduction of the Structural Adjustment Programme in 1986.

They were set, since 1988, at 3 to 4 times lower than what they had

been previous to that period. However these ceiling have not become

effective because credit expansion has been growing beyond the

limits set. Noncompliance penalties, deposit requirement, with the
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Central Bank, equivalent to the excess of the ceilings are not as

well sufficiently observed.109 This reflects lack of seriousness

on the part of the monetary authority of Nigeria in respect of

policies they issue.

Recent credit development in Nigeria (refer Table 10)

indicates that commercial banks1 credit to the agricultural sector

as a proportion of total credit to the economy has steadily grown

between 1984 and 1988. The growth of credit to the agricultural

sector seems to be at the cost of other sectors since credit to the

industrial, although not substantially increased, has shown modest

growth.

Like in Nigeria, the credit policy instruments in Sierra Leone

are credit ceilings and liquidity ratios. However the banking

system in the country is reportedly excessively liquid because

viable investment projects proposals are limited, bankable projects

could not be promoted due to shortage of foreign exchange that is

needed to compliment local financial resources, lack of drive to

enhance development on the part of the banking system and the

depressed nature of the economy in general.110 For obvious reasons

broad money expansion has been higher than credit expansion-as

recent as April 1988.111 Evidently the priority policy concern in

Sierra Leone is the development of the real sector. .J

As could be seen in Table 10, credit from commercial Jaanks to

the production sectors is low and declining whereas credit for

commercial activities is substantially high and increasing. This is

despite a credit guarantee scheme the authorities have set up to

encourage increased provision of bank credit to small borrowers in

1°9- IMF, "Nigeria ...", np. cit., p. 34-35.

11°. IBRD, "Sierra Leone ...". op. cit., pp. 15-17.

111 ■

IMF, "Sierra Leone ...". op. cit., pp. 25-29.
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selective, mainly productive, sectors of the economy. Under this

scheme, the Central Bank guarantees 66 percent of commercial bank

loans to the preferred borrowers.112 *

In addition to interest rate, prescription of minimum ratios

for liquidity reserves of the banks and liberal allocation of

credit to priority sectors, ie. manufacturing and export are the

credit instruments in Ghana. Agriculture, probably because of its

cacao export, has received relatively more credit than commerce in

the early part of the 1980s. The trend is however seems to change

in favor of commerce towards the end of the decade (refer Table

10) . Credit to industry is steadily growing. The proportion of

credit to industry as compared to that to the economy increased

from around 16 percent in 1982 to 32 percent in 1988.

Ethiopia is a centrally planned economy in which the

perspective plan and the instructions for its implementation

constitute the principal instruments of economic policy. Credit

allocation accommodates the plan targets and monetary control is an

administrative matter. Credit developments in the 1980s indicate

that as compared to industry and commerce, agriculture was .given

higher share. Of the total credit to the economy, it's share

increased from around 16 percent in 1982 to about 21 percent in

1987 (see Table 10). This however is due to continuous ..pouring of

funds to state farms of non-performing loans. The farms, seen

totally, are financially unprofitable. Credit to industry has

stagnated between 4 and 5 percent of the total lending to the

economy during the period whereas credit to commerce has declined

from around 12 to 9 percent also in the same period.

The general approach to monetary policy which has been

followed hitherto in Kenya was close control over interest rate and

control the quantities and allocation of money and credit in the

"2. ibid.
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economy through instruments such as credit controls, cash and

1iquidity ratios, and less directly through exchange controls.

Experience has however shown that there are major difficulties in

seeking to control simultaneously both the quantity of money and

its price, ie. interest rate. This is because it is not possible to

strike the right interest rate for the desired quantity of money

and credit. This is verified by the very large fluctuations in

growth rate of money and credit, which have led to large variations

in the inflation rate and changing pressures on expenditure and on

balance of payments. The new approach, as of 1988, seeks to avoid

these problems. The aims now are to maintain much closer control

over money and credit growth rates, and to keep these more closely

in line with real economic performance. It is envisaged that this

policy will help substantially in keeping inflation rate low and in

stabilizing the balance of payments. An essential corollary of this

closer control over monetary aggregates is that interest rates must

be allowed to move more flexibly.113

In Table 10 is shown the proportions of total lendings by

commercial banks to agriculture, industry and commerce. Unlike in

many African countries the commercial banks provide credit

relatively more to the productive sectors, ie., agriculture and

industry, than to commerce. Although somewhat fluctuating is

receiving,as of recent about 18 percent of the total loan to the

private sector from commercial banks. The corresponding figures for

industry and commerce are 25 percent and 17 percent,

Lendings to agricultural and industrial sectors as compared to

the commercial sector by the commercial banks in Tanzania is

relatively low (see Table 10). As indicated in the Economic and

operations report of the Bank of Tanzania for the year 1987, the

. Central Bank of Kenya, "Economic Report for the Financial
Year ended 30th June. 1988". p. 20.
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bulk of the commercial lendings is on account of .marketing of

agricultural produce by the various marketing boards and

cooperatives.1U

Table 10

Lending by the Finanacial Institutions by Industrial Sectors
(in percent of total)

Country 1982 1983 1984 1985 1986 1987 1988

Benin(i)

Agric.

Indus.

Com.

Botswna(2)

Agric.

Indus.

Com.

Cameroon(3)

Agric.

Indus.

others.

CAR

Agric.

Indus.

Com.

Egypt(5)

Agric.

Indus.

Com.

Ethiopia(6)

Agric.

Indus.

Com.

Ghana(7)

Agric.

Indus.

Com.

Kenya(8>

Agric.

Indus.

Com.

Malawi(9)

Agric.

Indus.

Com.

Morocco(10)

Agric.

15.50

28.50

33.80

10.90

4.60

33.10

65.44

17.17

27.31

na

na

na

2.70

34.88

46.31

29.80

15.80

16.10

na

na

na

na

na

na

6.50

14.30

24.40

35.40

8.50

6.90

26.80

56.92

16.15

26.93

na

na

na

2.65

36.66

43.57

17.79

5.34

11.49

31.90

22.00

14.10

18.40

23.50

19.10

na

na

na

7.10

15.90

24.70

33.20

6.90

3.90

35.10

48.44

10.38

41.18

0.00

14.00

40.70

3.01

36.20

42.29

19.45

4.83

8.95

31.50

27.40

14.00

16.40

21.60

24.80

55.50

9.70

-14.60

6.60

14.90

27.80

34.90

6.30

5.30

22.30

na

5.50

16.70

25.00

2.80

35.00

43.11

19.74

4.92

8.66

24.30

28.00

20.00

15.50

23.00

24.20

65.00

5.40

15.90

6.60

15.40

24.70

39.20

5.80

6.70

29.00

na

1.30

18.80

28.30

2.90

36.08

39.54

20.96

4.56

8.02

19.30

27.90

24.40

;■

13.00

21.10

24.60

57.40

6.60

17.90

7.70

7.00

8.10

25.60

na

1.20

15.50

32.20

2.91

36.52

39.04

21.38

4.44

8^67

--■"

20.00

28.80

19.60

16.90

24.90

16.80

53.60

12.10

17.10

7?n

6.60

7.30

29.70

na

na

na

na

na

15.70

31.90

..22.60

17.90

16.70

41.90

10.50

26.40

na

. Bank of Tanzania, "Economic and operations Report for the
Year Ended 30th June. 1987". p. 16-18.



Irtdus.

Com.

Nigeria(H)

Agric.

Indus.

Com.

30.40

10.80

na

na

na

Sierra Leone(12)

Agric.

Indus.

Com.

Tanzania(13)

Agric.

Inus.

Com.

Togo(14)

Agric.

Indus.

Com.

3.80

5.40

49.70

4.30

7.10

77.70

na

na

na

29.00

9.90

na

na

na

3.00

5.90

58.10

2.90

7.50

79.50

na

na

na

t

29.60

9.50

9.00

27.00

64.00

4.70

7.00

58.30

5.00

10.20

79.60

2.40

19.40

40.00

28.50

8.60

11.00

27.00

62.00

4.20

11.10

60.70

3.70

8.20

76.70

2.30

11.00

46.50

26.40

7.90

12.00

27.00

61.00

4.40

10.90

61.90

4.50

4.80

81i70

1.20

7.70

47.60

25.10

7.80

13.00

29.00

58.00

2.30

1.30

67.50

6.80

8.70

50.00

1.00

8.50

50.00

na

na

15.00

30.00

55.00

na

na

na

na

na

1.00

10.00

47.60

to Iendings by alt types of financial institutions.

2. IMF, Botswana - Recent Economic Developments, November "T988, p. B0,
refers to commercial banks lendings.

3.IBRD, Cameroon - Financial Sector Report, Report No. 6028-CM,

June 1986, p. 99, refers to lendings by Cameroon Development Bank.

4. IMF, CAR - Recent Economic Developments, SM/88/257, November 1988, p. 45
refers to medium - term credit by financial institutions to the private
sector and commercial public enterprises.

5. National Sank of Egypt, Economic Bulletin,Vol.XXXX-Ho.3, 1987, p. 155.
refers to credit granted by commercial banks.

6. National Bank of Ethiopia, Annual Report of various years, refers to
loans and advances to the economy by the banking system.

7. IBRD, Ghana: Structural Adjustment for Growth, Report No. 7515-GH,
1989, p. refers to loans from all type of financial institutions.

8. IMF, Kenya - Recent Economic Developments, SH/89/83, 1989,-pi 42,
refers to commercial bank loans to the private sector.

9. IMF, Malawi - Recent Economic Developments, SM/89/169, 1989, p. 41,
refers to commercial banks1 loans by sector.

10. IMF, Morocco - Recent Economic Developments, SM/87/267, 1987,
p. 129, refers to creditto the private sector.

11. IMF, Nigeria - Recent Economic Developments, SM/89/175, 1989, p. 92,

12. IMF, Sierra Leone - Recent Economic Developments, SM/88/76, 1988,
p. 68, refers to commercial banks' loans.

13. Bank of Tanzania, Economic Bulletin, March 1987, Vol. XVII, No. 1,
p. 26, refers to commercial banks' lending.

14. IMF, Togo - Recent Economic Developments, SM/89/83, 1989, p. 107,
refers to credit to the private sector.
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Table 11

Average Fiscal Ratios for Africa and

Developing Countries, 1978-82

Developing

Africa Countries

(percentage)

Share of Central Government

Expenditures and Lending

Minus Repayment in GDP 25 25

Share of Capital Expenditures

in Expenditures and Lending

Minus Repayments 24 19

Share of Taxes in GDP 17 17

Share of Intrnational Trade

Taxes in Revenue 22 16

Share of Nontax Revenue in

Revenue 12 21

Share of Grants in Revenue 3 2

Sourrce: Adopted from O'Connell. Refer O'Connell, Steven,

Fiscal Policy in Low-Income Africa, IBRD Working Papers,
1988, p. 35.

Table 12 shows the government revenue and expenditure

development for some African countries in the 1980s. One

generalization that can be made is that African governments are

spending increasingly more than what they are collecting in terms

of revenue. This may not per se be undesirable so long the

expenditure is on capital investment that in the long run increases

the growth of real goods and services production hence7 economic

growth and development. This does not however seem to be the case.

As it is well known in most of the African countries inflation and

external debt services have gone beyond sustainable limits and as

a result they are experiencing economic depression.

In Central and West Africa Monetary Union countries which are

represented here by Benin, Togo and CAR, government revenue is

virtually dependent on taxes. In Benin, total revenue, as can be

seen from Table 12, is around 12 percent of the GDP of the country

and it is slightly declining. Import tax contributes over 95

percent of the tax revenue of Benin. Nontax revenue which almost
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entirely arises from interest payment received is insignificant

amounting less than 1 percent of total Government revenue. In Togo

total Government revenue amounts about a forth of the country's

GDP and about 30 percent and nearly 20 percent of it arises from

import taxes and petroleum fund respectively. Similar to that in

Benin total Government revenue amounts about 12 percent in CAR. Its

revenue base to the tune of around 50 percent is international

trade (import/export taxes). In all the three countries government

expenditure as a ratio of GDP is higher than the corresponding

figure for revenue. The current expenditure proportion of the total

expenditure in Benin, Togo and CAR amount about 12 ...percent* -.7.5

percent and 50 percent respectively. In Benin and Togo, especially

in the former interest payment due to external debt constitutes a

substantial amount of the current expenditure.

In Ghana, Nigeria and Sierra Leone revenue as percentage of

GDP seems to stabilize at around 14 percent, 20 percent and 24

percent respectively. The major source of revenue in Ghana,

accounting about 40 percent, are taxes collected on international

trade, such as export duties on cocoa. Also taxes on international

trade account for a substantial proportion, around 50 percent, of

the total Government revenue in Sierra Leone. Here however import

duties out weigh export taxes. In Nigeria petroleum receipts

account for over 80 percent of the Government revenue^'Regarding

Government expenditure, the gap between revenue and expenditure

seem to be closing in Ghana where as the gaps in nigeria and Sierra

Leone seem to remain stagnant. In all the three cases recurrent

expenditure is dominant, specially in Ghana and Sierra Leone, over

capital expenditure. It is over 60 percent in Sierra iebne, ov.er.7.0

percent in Ghana and around 50 percent in Nigeria. The proportion

of interest payment of total current expenditure is very

substantial in Nigeria and Sierra Leone, being over 50 percent,

where as it is around 10 percent in Ghana.
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In Egypt Government revenue as percentage of GDP seems to be

decreasing. It decl ined from around 3 9 percent in 1982 to 30

percent in 1986 while it remained around 22 percent in Morocco

during the same period. Taxes on international trade, specially

import taxes and stamp taxes, and nontax revenue consisting of

transferred profits and fees mainly form the basis of Government

revenue in Egypt. Each account for about 3 0 percent of total

Government revenue. On the other hand taxes on international trade

accounts for less than 20 percent of total Government revenue and

nontax revenue is not at all significant. Taxes on income and goods

and services are the major sources of Government revenue in

Morocco. Slight decline in the ratios of expenditure/GDP can be

observed. In both cases, specially in Egypt, expenditure is much

higher than total revenue. Over 65 percent of the total Government

expenditure of Egypt is current expenditure and over 30 percent of

the current expenditure is spent on defense and interest on

Government debt. The share of current Government expenditure of

total Government expenditure is even higher in Morocco being over

85 percent of total Government expenditure. Interest payment on

Government debt accounts here also for nearly 30 percent of total

current Government expenditure.

The proportion to GDP of the total government revenue in

Ethiopia is steadily increasing in Ethiopia unlike that of Kenya

which has not made substantial change. In Ethiopia it increased

from about 24 percent to 34 percent between 1982 and 1988 while it

increased only by 2 percent, from about 22 percent to 24 percent

between 1983 and 1988, in Kenya. Slightly above 50 percent of the

total Government revenue arises from income and profit i^axes - and

domestic excise and sales taxes. International trade taxes are not

very significant (around 15 percent of total Government revenue)

specially with the decline of export taxes that arose with the

decline of coffee price of which sur-tax used to be an important

element in international trade taxes. Nontax revenue is a

relatively important element in Ethiopia accounting for around one
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- third of the total Government revenue. The situation in the

structure of the elements of total Government revenue in Kenya is

quite similar to that of Ethiopia. In both countries government

expenditure as percent of GDP is increasing steadily. In Ethiopia

it has passed the 40 percent mark while in Kenya it is nearing 60

percent. Current expenditure is above 60 percent of total

Government expenditure in Ethiopia and nearly two-third of it goes

for wages and salary payments. Interest payment on Government debt

is not currently very substantial, ie. around 9 percent, but it is,

specially interest payment on foreign Government debt, is growing

fast. Current expenditure in Kenya accounts for about 80-percent of

total Government expenditure. Most of it (over 55 percent of total

Government expenditure) is spent on goods and services of which

wages and salary constitute a substantial proportion. Interest

payment on Government debts accounts for about 16 percent of total

Government expenditure and a third of the payment is for external

debt while the remaining is for domestic debt.

Malawi, like all the sample African countries discussed

hitherto, has Government expenditure/GDP ratio is -higher than

Government revenue/GDP ratio. Government revenue is around 21

percent of the GDP where as Government revenue is around 30 percent

of GDP again. On the contrary Botswana presents an exceptional

case. The proportion of Government revenue to GDP is higher than

that of Government expenditure to GDP. The maj or sources of

Government revenue in Malawi are taxes on income and profits and

taxes on goods and services. Each account for a little less than 30

percent of the total Government revenue. Taxes on international

trade account for about 15 percent of total government revenue -and

of that import taxes account for almost of it. In Botswana taxes on

income and profits is the most important variable within tax

revenue. It alone accounts for about 50 percent of the total

Government revenue. Nontax revenue, consisting among others of

mineral royalties and dividends and other property income, account

not less than 40 percent of the total Government revenue. Recurrent
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expenditure in Malawi amounts to nearly 70 percent of total

expenditure and most of it (about 70 percent of recurrent account)

goe_s to ^ross consumption and a littie less than 30 percent to

interest payment of Government debt. In Botswana again about 70

percent of total Government expenditure is current expenditure

Table 12

Government Revenue and Expenditure as Percent of GDP in Selected African Countries

Country

Benin

rev.

exp.

Botswana

rev.

exp.

CAR

rev.

exp.

Egypt

rev.

exp.

Ethiopia

rev.

exp.

Ghana

rev.

exp.

Kenya

rev.

exp.

Malawi

rev.

exp.

Morocco

rev.

exp.

Nigeria

rev.

exp.

Sierra Leone

rev.

exp.

Togo

rev.

exp.

Source; IMF,

1982

18.65

30.56

na

na

na

na

39.30

58.50

22.53

33.53

na

na

na

na

na

na

22.70

31.80

20.80

22.22

8.32

21.58

na

na

1983

13.79

30.02

39.54

35.34

14.50

16.89

37.20

60.30

24.80

28.38

4.50

8.25

22.20

31.81

na

na

22.30

30.40

17.70

21.54

7.52

17.33

27.50

35.40

1984

11.12

28.98

45.97

37.01

14.20

23.21

34.80

56.80

26.07

39.30

8.00

10.16

22.10

38.66

20.69

29.48

22.40

29.20

17.20

14.08

6.33

18.74

29.10

36.10

Recent Economic Developments,

1985

12.91

24.21

49.80

32.79

13.20

26.31

35.50

58.30

28.88

37.56

11.30

13.96

22.60

42.93

22.67

33.00

22.40

28.00

18.70

14.81

6.41

26,38

29.90

36.20

of various

1986

12.03

22.41

53.87

36.70

12.10

25.72

28.20

45.30

29.26

36.25

13.70

14^34

22.50

50.64

22.49

36.38

21.70

25.50

22.10

14.63

16.80

33.82

28.80

36.70

years

1987

na

na

39.34

28.74

11.80

26.17

na

na

33.05

39.13

14.10

14.34

23.20

50.67

-21.16

31.05

22.50

na

23.60

16.81

20.30

na

24.00

33.10

for the n

1988

na

™na

na

na

na

na

na

33.61

42.00

13.40

14.18

23.80

56.58

21.40

28.30

na

na

20.90

17.39

na

24.20

29.40

espective
countries.
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V. Conclusion

Central bank objectives are broadly classified into (1) the

tactical or conjunctural objectives of short - or medium-term

monetary stabilization, and (2) the strategic or developmental

objectives. Thus in addition to the traditional functions, ie.,

issuer of currency, government's banker, banker!s bank, controller

of credit, and lender of the last resort, central bank is also

developer of the financial system and promoter of economic

development.115 Conjunctural and developmental objectives are

frequently spelt out in central bank statues of many of the African

countries. The existence of statutory provisions alone do not

however seem to have permitted the central banks to function as

such. Pervasive intervention on the part of governments.

inefficiency of the part of central banks and the generally

unconducive economic climat prevalent in almost all of the African

countries obstruct the central banks' desirable contribution. There

can not be such thing as absolute independence of a central bank.

However governments intervention should be limited to monitoring on

how well a central bank defines and performs its role over time. To

this end the professional base of the bank itself is an important

factor. The strength of a central bank and its ability to

successfully perform its functions depends, among others, on the

professional quality of the staff and management. A central bank

needs a historical memory which, in part, depends on the quality

and permanence of its staff and management, and their cumulative

experience of tested and viable policies. Further, "it is critical

for a central bank to have a solid empirical base which includes in

115. Chandavarkar, G. Anand, "Developmental Role of Central
Banks", Finance and Development,. December 1987, pp. 34-37.
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addition to economic data for the country also knowledge of the

institutional structure of the country.116

The financial intermediation in African countries are

inadequate. Financial deepning is established to be relatively

poor. Africa's economic and social transformation depends on the

modernisation of the agricultural sector. In turn the modernisation

of the agriculture is so dependent on the adoption of new

technologies and the use of improved seeds, fertilizers, pesticides

and farm implements that, without effective financial facilities,

innovation and growth are hardly possible. As can be deduced from

our analysis of the banking institutions, it is evident that small

farmers have very little access to institutional credit in Africa

because (a) the banking system in African countries is dominatedJdv

commercial banks which by their very nature are not development

oriented. They often provide short-term loans whereas the credit

need of the farmer is of medium and long-term nature; (b) They are

over cautious about risk and require securities which are often

beyond the means of farm households; (c) often the cost to formal

financial institutions of opening branches in villages and small

towns is not justified by the business that can be generated. In

one African country it was estimated that an institution serving a

largely noncorporate clientele would require a minimum of 2500

deposit accounts to cover the cost of a single employee for a

year.117 and (d) as a result of the foregoing reasons commercial

banks show little enthusiasm for expanding their network in rural

areas. The gap has been partially filled by specialized credit

institutions and/or programs such as development banks, specialized

agricultural banks, development projects and soforth. However,

these interventions, are seldom wholly satisfactory. They often

reach only a small part of the rural population. Consequently,

116 Erb, D. Richard, "The Role of Central Banks", Finance and
Developmentr December 1989, pp. 11-14.

117

. IBRD, "WORLD Development Report 1989". op. cit. 112.
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despite their large share in total population and output of most

African countries, fewer than 20 percent of the African farmers

have access to financial services.118 -

Informal financial institutions are well entrenched in the

culture of most African countries and are making remarkable

contribution in resource mobilization for investment. In Ethiopia,

for example, they have been estimated to handle savings and loans

equal to 8 percent or more of the national income.119 A sample of

3 98 village households in rural Niger in 1986 indicated that

informal credit accounted for 84 percent of total loans arid was

equal to 17 percent of the agricultural income.120 The informal

financial innovations which have received by far the greatest

attention in the literature include rotating savings and -credit

associations (ROSCAs) in which each participant contributes to a

fund that is then given to one member each time the group meets;

fixed -fund associations which are most like saving banks of the

formal sector. They often accept savings of members for safe

keeping but as well may advance loans with or without interest to

118 ■

. Mittendorf, J.H., "Mobilization of Personal Savings for
Agricultural and rural Development in Africa", cited by Philippe
Egar, "Banking for the rural poor: Lessons from some innovative
savings and credit schemes", in ILO, International Labour Review.
Vol. 125, No. 4, 1986, pp. 447-463.

119. Girma Begashw, "The Role of Traditional Saving and Credit
Institutions in Ethiopia", cited by Marvin P. Miracle et. al.,
"Informal Savings Mobilization in Africa", Economic Development and
Cultural Change. Vol. 28, No. 4, 1980, pp. 701.

120
. IBRD, "World Development Report 1989". op. cit., p. 113.
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members and to nonmembers, and mobile bankers which accept savings

and as well avail credit to depositors. They may advance loans

several times more than the deposit pf a participant.121 In the

first instance African governments should enhance such informal

financial institution and encourage increased financial innovations

that are well adapted to local situations. In addition African

countries may need to reconsider alternative financial systems

other than commercial banking and specialized banks in

strengthening and expanding their formal banking systems. In this

respect Multipurpose banking (Universal banking) institutions

should be given a serious consideration. Their merits and relevance

to the African situation include (a) economic efficiency which

arises from economics of scale such banking institutions are likely

to assume. This permits them higher portfolio diversification~and

management, and lower information and transaction costs as compared

to commercial banks and specialized banks. Thus they could be

economically more efficient, than the latter two. Further their

inherent quality of responsiveness to changing demand.is another

aspect of higher economic efficiency they can claim against

commercial banks and specialized banks; (b) multipurpose financial

institutions have a clear advantage, against commercial banks and

specialized banks, in that they can marshall both short-term and

long-term capital under competitive conditions for financing

agricultural and industrial developments. Since term capital is one

of the most essential ingredients in development process, how

efficiently and effectively it is provided is one of the most

important criteria for choosing among alternative -financial

systems; and (c) as a result of higher portfolio diversification

121
Miracle, P. Marvin, et. al., op. cit.
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and management, multipurpose banks tend to be more financially

stable than commercial banks and specialized banks.122

Non negotiable, ie., various types of bank deposits are the

maj or financial instruments employed in African countries.

Negotiable instruments such as bonds, bills and equities are,

naturally, only little known. Naturally because (a) income is low

and hence the majority of the population cannot participate in

financial markets where these instruments can be traded; (b)

although the concept of negotiable financial instrument is old and

preceded, in some of the presently developed countries, financial

intermediation and the deposit money banks, it appeared relatively

late on the scene. It requires in addition to economic development

social transformation, such as confidence in the instruments being

traded and those trading them. Further the ready availability of

reliable market information (e.g. about prices) is also necessary

as is the willingness of investors to take the risks inherent in

any financial market.123 These factors that should precede the

establishment of organized capital markets have yet to be developed

in most of the African countries and (c) unlike in the countries

where such negotiable instrument were developed, public investment,

from budgetary sources and from local and foreign borrowings, in

the modern sector is pervasive in most of the African countries.

Perhaps this situation has made development of capital markets and

the ensuing instruments redundant. This however needs to be

verified through research. In general the backwardness of the

development of financial instruments in African countries is

122
. see Khatkhate, R. Deena and Klaus-Walter Riechel,

'■Multipurpose Banking: its Nature, scope, and Relevance for Less
Developed Countries", IMF Staff Papers. Vol. 27, No. 3, September
1980, and World Bank, "World Development Report 1989. op. cit.,
p.50.

. Kitchen, L. Richard, " Finance for the Developing
Countries", John Wiley & Sons, New York, 1986, pp. 16-22.
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related to the backwardness of the real sector. Hence the,solution

for the former has to be sought in the latter.

■ African countries generally employ stabilizing monetary

policies. Such policies provide little guidance to appropriate

policy for maximizing the financial sector's contribution to their

economic growth. The use of money should be seen as efficiency

mechanism in the growth process of African countries. Growth

requires more than the accumulation of physical assets and labour

skills; it requires the accumulation of the appropriate physical

and human capital and their efficient utilization. This is likely

only if the system is exposed to competitive forces. With such a

shift in emphasis, money comes into the picture. The importance of

money is enhanced because of its functioning a producer good and

its role in transferring resources from those sectors where they

are in surplus to those where they are in greater demand for

investment purposes. Thus money becomes an instrument to raise

efficiency through competitive adjustment in resource allocation in

the entire economy. With the present economic crises and the

requirements of SAPs, can African governments engage in

developmental financial policies? Unfortunately the answer seems to

be NO.




