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A. PURPOSE OF MISSION

1. The mission was mounted to participate in the Asia-Africa High-level Workshop on Advancing

Financial Intermediation in Africa, co-sponsored by the Government of the Republic of Mauritius, the

UNDP Special Unit for Technical Cooperation among Developing Countries (UNDP/TCDC) and the Office

of the Special Coordinator for Africa and the Least Developed Countries (OSCAL/DESA). The mission

also provided an opportunity to collect data and information related to Mauritius external trade, as per the

request of a colleague within ESPD.

B. BACKGROUND

2. The preparation of the draft Report of the United Nations Secretary-General's report entitled

"Towards Advancing Financial Intermediation in Africa" was coordinated by OSCA/DESA with a

significant contribution of ECA ( Trade and Development Finance Division and Secretariat of UN-

IATF). The final report (document A/50/490) which was submitted to the General Assembly in 1995

made recommendations on improving financial intermediation in Africa. The report proposed specific

measures including, among others, financial sector reform; the development of the formal financial

system by strengthening and promoting various bank and non-bank financial institutions; developing

and implementing indirect instruments of monetary policy and requisite financial (paper); strengthening

the informal financial systems and enhancing their linkages with the formal financial system; and

improving governance.The report envisaged a proactive role for governments in general, and central

banks in particular, in these areas.

3. The Secretary-General's report had emphasized the importance of certain preconditions for

enhancing financial intermediation in Africa. These, among others, include macroeconomic stability,

especially fiscal consolidation, as the basic precondition for advancing financial intermediation. Thus

the pursuit of sound macroeconomic policies must remain a top priority of African governments. A

second precondition is the capacity to design and implement policies and manage the liberalized

environment that is characterised by higher risks. The third requisite is the elimination of price

distortions that tend to adversely affect resource allocation into negative or sub-optimal areas of

investment. This calls for reviewing and rationalizing policies on ^discriminate subsidies for non-

performing sectors/ enterprises, with a view to eliminating their operational losses and improving

profitability, and eliminating practices such as deposited credits and controls on interest rates that result

in financial repression. There is also the need for restructuring the real sector. Another important

precondition is good governance in both public and private financial sectors, so that government

decisions are transparent, fair and objective. The development of human resources and management

systems as well as the establishment of information channels are fundamental to advancing financial

intermediation and for their financial institutions to conduct their operations in full view and confidence

of their clients, both depositors and borrowers.
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4. This workshop was organized against the backdrop of the findings and
recommendations of the Secretary-General's report and the recent developments in the economic

and political landscape in African countries as well as the recent financial crisis in East and South
East Asia. It has focused on three major aspects of advancing financial intermediation in Africa
which, among others, need to be addressed by African countries and their development partners

in order to improve Africa's financial intermediation systems. These are sound Banking system

and General Economic Performance, Development of Capital Markets, anl mproving the Intermediation

Role of the Informal Financial Sector. As the workshop was organized in the framework of the Asia-
Africa cooperation,, the Asian experience with regard to financial intermediation in general, and

especially in the above-mentioned three areas of focus was discussed and the lessons that African

countries could learn from it were delineated.

C. MISSION PREPARATION

5. The main theme of the workshop on "Advancing financial intermediation in Africa" and the sub-

themes on capital markets development and sound banking management are the issues dealt with by Sixth

session of the Conference of African Ministers of Finance, held at ECA Headquarters from 31 March to 2

April 1997. Consequently, the preparation of the mission consisted in the revisiting of the major

background documents for the Conference and the ensued recommendations. The Report of the Secretary-

General as well as some issue papers prepared by ESPD in relation to informal financial intermediation in

Africa were also reviewed.

D. SUMMARY OF THE OUTCOME OF THE WORKSHOP

6. Following the opening session the workshop consisted of: (i) a plenary session during which

presentations were made on the four sub-themes, namely "Sound banking management and

macroeconomic stability in Africa by Dr. Charles Kimei, "African capital markets: Development potential

and capacity building", by Dr. Mthuli Ncube, "Improving the Intermediation role of the informal

financial sector in Africa", by Prof. Chipeta, and "Asian experience in advancing financial intermediation-

lessons for African countries", by Mr. Bathia; (ii) a Special Forum on the recent financial crisis in Asia

by a panel of representatives from Korea, Indonesia, Malaysia, Philippines and Thailand; (iii) Group

discussion under each of the sub-themes; and a concluding plenary session for the presentation of the

conclusions of the groups and the draft action programme for advancing financial intermediation in Africa.

(i) Conclusions and Proposed Programme of Action.

7. The salient elements of the outcome of the discussions and proposed programme of action in

the three specific areas of financial intermediation, endorsed by the Workshop is reproduced in the

annex to this report.

(ii) Special Forum on the Current Financial Crisis in Asia

8. The Forum highlighted the fact that the causes and effects of the Asian recent financial crisis

varied from one country to another. Consequently, the remedial measures varied among the countries

afflicted. However, as no one of these countries experienced large budgetary deficit or high rate of

inflation, a common feature of the crisis was the exposure, for different reasons of the private sector.
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Indonesia

9. The Former Governor of the Bank of Indonesia stressed the fact that this country had to

manage a floating exchange rate since the 1970s with fluctuating band widening more and more over

the years. In this context, the crisis was at first perceived as an exchange rate problem. As it goes on,

the crisis deepened to become that of the entire banking system and led to loss of confidence not only to

the banking system but in the national currency. What has been learnt was the lack of perception that

while monetary management involves short-term variables and a sustainable healthy banking system

long-term variables, both are inter-linked.

Korea

10. Dr Lee of the Bank of Korea pointed out that the recent difficulties were never expected in

view of the relative macro-economic stability. According to him, what brought about the crisis was the

huge deficit in the current, essentially due to the shrinking in prices of semi-conductors, and the loss of

competitivity of Korean companies in almost all sectors. The insolvency of several conglomerates,

including KIA Motors affected the confidence in the financial system, especially by foreign investors.

This situation rapidly affected the real sector. What has been learnt is that the causes of the crisis are

rooted in past development policies that favoured over-borrowing by firms with insufficient supervision

of financial institutions and the inability to absorb external shocks, despite sustained efforts in reforms.

Thailand

11. A senior staff of the Central Bank of Thailand stressed the fact that the crisis was brought

about by the failure to timely correct policy mistakes, including over investments and over-borrowing

from foreign markets, maintenance a costly fixed exchange regime (spending about US$ 23 from the

reserve to defend the currency), mismanagement of financial institutions (spending about US$ 20 billion

to support unsound institutions. With the unprecedented intervention of the IMF (US$ 57 billion), the

current account turned from deficit to surplus, the currency recovered its value and inflation is

contained below 10 per cent. However, while the market confidence has been restored, there are

problems still to be tackled including the debt overhang and the restructuring of the financial sector.

Philippines

12. The Representative the Philippines noted that his country suffered mainly from a foreign

currency crisis but was able to cope with the situation following an IMF assistance, of US$ 1,8 billion,

as well as assistance from the World Bank and the Asian Development Bank to rebuild the reserve

What was learnt is that some of the policy measures taken before the crisis have allowed to limit the

effects. These included the reform of the financial sector (adoption of universal banking system.

Floating exchange rate, liberalization of interest rates, independence of the Central bank stated in the

Constitution) ;privatization of public corporations, especially in the banking system; and improved

external debt management.

13. The Representative of the Central Bank of Malaysia simply noted that for having been

pragmatic in reforming the economy (adequate sequencing and rigor) but reversmg some measures

when necessary, Malaysia was able to limit the effect of the crisis. Prior to the crisis, Malaysia
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addressed the deficiencies in the financial sector by introducing more efficient prudential measures to

discourage over-borrowing, balancing the current account. Remedial measures at time of the crisis

including the introduction of a credit plan and a self imposed stabilization programme, including (i)

cutting government expenditure by 20 per cent; (ii) reforming and consolidating the banking system

(disclosure of bad loans on a quarterly basis, increasing the minimum capital limit imposed to the

financial institutions, and consolidating the number of financial companies from 39 to 8); (iii)

improving stock exchange governance; and (iv) promoting a secondary mortgage markets.

Taiwan

14. The representative of Taiwan underlined the fact that the comfortable US$ 100 billion

reserve (20 billion in cash and 80 billion in gold) built over the years protected his country from the

crisis faced by other Southeast Asian countries. This level of reserve prevented that speculators play

against the national currency and represented a good protection of small and medium-scale

enterprises (SMEs) from large exchange rate fluctuations.

Lessonsfor Africa

15. At a time when several African countries face deficiencies in their financial system and have

embarked on necessary reforms, successes and mistakes that led to the recent crisis in some Asian

countries could serve give food for thought in several respects, including the main following:

• Important elements of the development of sound financial markets are:

■ Level of banking activities (largely dependent on per-capita income), and

" soundness

• Requisites for introducing and maintaining soundness include

■ Macro economic stability

■ Appropriate environment for the financial sector (appropriate and

transparent regulation system, efficient legal framework and account

disclosure)

■ Minimum intervention and only if the competitive elements in the

economy are maintained

■ Careful assessment of the feasibility and impact of measures for

maintaining soundness.

• Financial sector reforms

■ What matters is less the order in sequencing but more the ability to

capture in actual facts what will happen to the economy at each stage;

■ Building the required capacity before proceeding to financial liberalization



■ Conflicting impact of free capital movement, fixed exchange rate and

independent monetary policies (the simultaneous adoption of the three

measures should be avoided)

Key determinants for coping with external shocks

■ Significant foreign reserve

■ Bank capitalization and prudential

■ Quality and efficiency of control and supervision staff

■ Fiscal balance (surplus)

■ Good Performance of the export sector

E. CONCLUDING REMARKS

16. The Asia-Africa High-level Workshop on advancing financial intermediation in Africa was

successful as it gathered senior professional staff from the central banks and ministries of finance of

about half of African countries. The subjects dealt with are of crucial importance to Africa's

economic and social development. The workshop was also enhanced by the participation of

experienced experts from a dozen of Asian countries.

17. It is however worth noting that, apart from the Forum on the recent crisis in Asia, the

discussions and conclusions did not go beyond those of previous similar gatherings. As a matter of

fact, the background documents in relation to the development of capital markets drew a lot from the

technical papers presented during the Sixth Conference of African Ministers of Finance and

Governors of Central Banks. In relation to the informal financial intermediation, conclusions and

recommendations are not different from the outcome of the work of the International task Force on

Informal Sector Development in Africa.

18. In view of the above, it is needless to stress the imperative necessity for Departmental Units

of the United nations system to further harmonize and coodinate their initiatives and activities.



ANNEX

CONCLUSIONS AND PROPOSED PROGRAMME OF ACTIONS

I. Sound Banking System

8. Unsound and unstable banking systems create problems that can be costly in

financial terms and for growth. The banking sector dominates the financial system in

Africa and will play a leading role in the process of financial integration as a channel

through which the benefits will flow. The banking system in many African countries is

weak, characterised by poor management, deficient accounting, weak regulatory and

prudential provisions, bank oligopoly and public sector dominance. The Asian experience

suggests that bank soundness is ftindamental to sustained progress and to avoiding a crisis

of confidence. Sound banking can be advanced through increasing transparency of

banking, limiting public sector distortions, controlling risk through regulation and

supervision and strengthening the structural framework of the banking system.

Competition through free, but well supervised and regulated, entry of new banks and

appropriate policies, along with the above, should be the core of financial liberalization

policies. Action needed to rehabilitate the weak banking system in many African

countries include the following:

Area of action: Improvement of the legal and structural environment

Objective: To establish clear and well understood standards and rules for legal

procedures, accounting and auditing, that will provide more transparency to

the banking data, and produce timely and reliable information on the

operations of the banks for use by the supervisors and market participants

Actions required

• adopting laws that provide for public disclosure of financial statements, aiming at

increasing the market's ability to assess and compare performance and soundness of

banks, and providing depositors and other bank customers with improved mfonnation to

determine where they should bank

• adopting regulations that require the disclosure of quantitative and qualitative

information by banks in accordance with [best] internationally accepted standards

• reviewing outdated laws and adopting new and more effective laws on corporate

governance, bankruptcy procedures, contracts and private property

• improving the enforcement of existing laws



establishment of commercial courts

building human capacities in the areas of interest rate management under free market

conditions; management of problem banks; trade finance; credit risk management;

internal control assessment and weakness identification; treasury management, including

the use of derivatives; and training of examiners on spreadsheets and offsite data base

management

Area of action: Strengthening the role of the central bank

Objective: To ensure greater credibility and fewer risks of sudden changes in monetary

policy, and thereby greater macroeconomic stability, especially price stability

Actions required:

• providing the central bank with independence to enable it to pursue price stability as its

price objective and to have jurisdiction to ensure the soundness of payments system, bank

supervision, and accountability through legislation.

• equipping the central banks with appropriate research and operational capacity

• making the central bank conduct its operations with transparency, accountability, credi

bility and trust

• removing commercial activities from central banks.

• central bank lending to governments should be limited

Area of action: Supervision and regulation of the banking system

Objective: To assure greater stability and responsibility of the banking system by limiting

the adverse impact of the official safety-net on risk-taking, by preventing the

establishment and operation of shadowy and shaky financial institutions, while

assuring competition and development of innovative institutions and practices

Actions required:

• centralizing and strengthening the supervisory autonomy and responsibilities within the

central bank

• strengthening the financial market infrastructure, including the payments system, and

money, foreign exchange and capital markets, and promoting credit culture and appropriate

legal and judiciary systems
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further developing and unifying the regulatory machinery, upgrading the skill mix and

capacity of the supervisory agency to carry out their manifold functions, including

assessing the suitability of banks' owners and managers, adequacy of loan valuation

procedures, and the banks' net worth and consolidated financial statements

developing relatively high prudential standards, including policies allowing only financially

strong banks to operate, and limiting excessive risk taking by bank owners and

management, establishing appropriate accounting, valuation and reporting rules, and

providing for corrective measures and restrictions on the activities of weak financial

institutions

putting into place prudential regulations regarding minimum capital adequacy requirements;

limits on exposure to single borrowers; and minimum liquidity ratios

strengthening licensing capabilities of the central bank by giving them sole authority,

autonomy and adequate powers to issue and revoke banking licenses

shifting supervision from monitoring routine operations to monitoring credit analysis

procedures and bank portfolios; extending supervision to non-bank financial intermediaries

ensuring the compliance with regulations by giving the supervisory agency the authority to

take measures in case regulations are not respected, and to apply a range of corrective and

punitive measures

ensuring that there are no gaps in supervision and regulation; for example all deposit-taking

institutions must be supervised

in general, adopting the Basle Committee's Core Principles for Effective Banking

Supervision

Area of action: Improving the structural framework of the banking sector

Objective: To create competitive conditions which ensure more efficient resource

allocation, higher savings mobilization and flexible reactions to internal and

external shocks, benefiting both borrowers and lenders of funds

Actions required

• restructuring and recapitalizing existing weak banks and other non-bank financial

institutions [in order to create solid and sound banks].

• improving operations of state-owned banks by requiring them to operate according to

commercial criteria, conform to the same prudential rules as the private banks, and be

relieved of any quasi-fiscal operations



• reduchig monopolistic power of existing banks by promoting entry of [solid and sound]

new banks and non-bank financial institutions to foster competition and thereby expand the

share of commercial banks; reducing public sector dominance by privatization [when a

competitive, regulated environment has been established]

• promoting joint ventures and allowing entry of foreign banks [after the domestic banking

sector is strengthened.]

• allowing banks greater autonomy and more responsibility for operational performance,

which could lead to new lending policies, sophisticated information systems and new

products

• enacting anti-trust legislation, discouraging banking cartels, while encouraging the merger

of weak small banks

• strengthening or establishing the payment system

• gradually removing structural restrictions on lending, deposit and portfolio investment

activities of [non-bank] financial institutions [after existing financial institutions have been

restructured and recapitalized] in order to encourage particularly non-bank financial

institutions.

• providing for the training of management and mid-management staff in the most

recent techniques of management

Area of action: Capacity Building

Objective: To build and strengthen capacity in the public and private sector of risk

management, banking operations, and banking supervision and regulation

Actions required

training in the following areas:

legal framework

accounting

monetary operations

foreign exchange operations

banking supervision

research

II. Capital Market Development

9. The workshop stressed the importance of well-functioning capital markets, along with

well-designed institutions and regulatory systems within an environment of macroeconomic

stability, all elements that are conducive to long-term economic growth. Even though stock

exchanges have been established in several African countries, their development has yet not
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been generally satisfactory. However, capital markets of some sort will develop under the

influence of capital flows and financial integration with the world markets, and African

governments should therefore take steps to guide and encourage that development so as to

maximize benefits therefrom while minimizing the risks. It has become obvious that the broad

functions of capital markets extend beyond mere capital mobilization for investment, but include

other functions as risk pooling and sharing, information production as well as the facilitation of

international capital inflows, governance and control. Therefore it is vital to develop a

well-functioning capital market system characterized by a diverse range of financial

instruments, financial intermediaries and institutions, appropriate trading mechanisms, and legal

and regulatory regimes. The following areas of action have been identified:

Area of action: Development of investor confidence, an investment friendly

environment, and building of information and research capacities

Objective: To improve transparency and stability of the financial system, and thus to

reduce perceived risks and obstacles to investment which, in turn, will lead to

potentially higher investment

Actions required:

• Establishing effective supervisory, accounting and legal standards and practices in

conformity with international standards, and a strong and independent judiciary that

protects and ensures the enforcement of property rights

• putting in place a sound tax policy, and reducing indirect taxes (e.g. charges and

fees by regulatory agencies) and transaction costs.

• abolishing discriminatory laws against foreign capital inflows, and gradually

eliminating exchange controls as appropriate

• developing and maintaining a research and information arm supporting capital

market development which calls for regional cooperation by governments and

central banks, with the long- term objective of establishing regional research

institutes

• developing and organizing an African capital market data base by the relevant

regulatory institutions including timely and accurate disclosure of financial

information on listed companies, data on time series of security prices and their

indices, price and maturity characteristics of government treasury bills and bonds

markets, information on daily trading volume and prices on individual listed stocks,

and trading activities by institutional funds establishing regular publications on the

introduction of new products, new listings, indicators on macroeconomic

performance and fiscal stability
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Area of action: Design of efficient systems for financial regulation

Objective: To build regulatory agencies that put an emphasis on fairness, full disclosure

and transparency, and thereby create a capital market environment in which an

investor can make an informed decision

Actions required:

• developing a regulatory system that has sufficient flexibility in adjusting rules and

regulations as market conditions change

• creating self-regulatory agencies that design rules for business operations and

professional conduct of members who are properly licensed

• designating oversight functions to government administered securities and exchange

commissions, including the registration and supervision of stock exchanges and

other self-regulatory agencies and the outreach in building capacity of capital

markets

• strictly enforcing securities laws and regulations

• harmonizing laws and regulations towards international standards in cooperation

with regional partners and international institutions

Area of action: Capacity building in human resources and financial infrastructure

Objective: To have officials in the regulatory and operating agencies with the required

skills and knowledge for effective regulation, management and decision-making

in capital market business

Actions required:

• providing a well-structured training programme for officials in the government

regulatory agencies and self-regulatory agencies, encompassing basics in the

conduct of the securities business, the legal and the regulatory frameworks

supporting the securities market apparatus, the development of capital market

infrastructure

• building capacities in risk assessment and control, as well as hedging by improved

business environment and market infrastructure by developing systems and

institutions that facilitate the trade and custody of securities

Area of action: Promotion of regional cooperation and regional stock markets, where

feasible

Objective: To overcome the small size of many African countries which limits the

introduction of individual financial and capital markets, and thereby to provide

better conditions and incentives for capital inflows
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Actions required:

encouraging regionalisation of stock markets through currency convertibility, free

trade, and establishing regional financial institutions

commitment to harmonize legal and regulatory schemes, accounting and disclosure

rules, tax regulations and incentives, fiscal and monetary policy through the

establishment of regional securities and exchange commissions, regional

self-regulatory organizations and regional government and central bank committees

encouraging listing of companies across stock exchanges

enforcing cross-border monitoring and security laws

coordinating the design and implementation of programs for improving the

efficiency of payment systems

joining efforts to establish commercial courts to facilitate the resolution of domestic

and cross-border contractual conflicts

establishing a regional credit rating agency or joint venturing with an internationally

recognized credit rathig agency which will foster the development of secondary

markets in private bonds

Area of action: Promoting the growth of SMEs

Objective: to promote the growth of SMEs (a source of employment and growth) through less

stringent terms of access to the market.

Action required:

• establishing a secondary stock market targeted at SMEs

Area of action: Privatisation

Objective

To deepen and broaden the capital markets

Actions required

• Comprehensive valuation of public enterprises

• Preparation of a promotion and marketing campaign to raise public interest in share

investment



III. Improving the Intermediation Role of the Informal Financial Sector

10. The majority of the peoples of Africa-(some times up to 80%) are rural and largely

fall in what is characterised as the informal sector. A very high proportion, in some cases the

majority of the rural dwellers and urban poor have very limited access to the services of the

formal financial sector institutions. Therefore improving the intermediation role of the

informal sector for the benefit of SMEs would have significant relevance and important bearing

on poverty alleviation. The infonnal finance system plays a significant role in most African

countries. The informal financial sector flexibly satisfies some of the financial needs that

would remain unmet if sole reliance were placed on the existing formal system. But infonnal

financial institutions still do not effectively intermediate between surplus and deficit spending

units, that is between savers and borrowers. Therefore measures are needed to enhance the

intermediation role of the informal financial sector, and to utilize its full potential for the

development and growth of African economies. The first point in achieving this is the creation

of an enabling environment by getting the right mix of policies. This includes the

macroeconomic policies and credit policies and promotion of private sector development. In

addition, measures need to be taken in the following areas:

Area of action: Promotion of linkages between the formal, semi-formal and infonnal

financial sectors

Objective: To reduce fragmentation and dualisms through measures that forge functional

market specialisations and fully exploit the potential for efficient intermediation

of informal financial sector.

Actions required:

• Greater interaction between the infonnal and formal financial sectors to understand,

and profit from each other's comparative advantage, develop mutually satisfactory

procedures for financial interactions and encourage commercial banks to open or

maintain offices in rural areas, or to use to the facilities of the informal institutions.

(Action: Central Banks, Government)

• Formation of groups/associations of informal financial entities to provide the basis

for guarantees by commercial banks and adoption by the central banks of a

framework for semi-formal financial sector institution which will give them a

specific status and provide them with guidance including the supervisory and

regulatory requirements. (Action: Informal Financial institutions, Central Bank)

• Building capacities through training of local personnel that will serve as a bridge

between the formal, informal and semi-formal financial sectors (Action: Donors and

Governments)

Area of action: Mobilization of domestic savings

Objective: To utilize the potential of the infonnal financial sector to mobilize savings from

relatively marginal sections of the population not having access to the formal

financial sector
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Actions required:

• legally authorizing semi-formal financial sector institutions to accept deposits

(Action: Central Bank)

• reducing cost of savings by minimizing transaction costs (fees, charges, transaction

cost) (Action: Banks and semi-formal Financial Institutions)

• developing the postal savings system and making it offer competitive rates of

interest on deposits by appropriate investment e.g mutual funds (Action: Central

Banks)

• enhancing distribution of information and explanations on savings possibilities

(Action: Banks and informal financial institutions)

• supporting informal financial sector institutions with organizational and

management expertise in order to increase the volume of savings they are able to

raise and manage, and encouraging them to adopt a self-regulatory, supervisory and

prudential code (Action: Donors and Governments)

Area of action: Improvement of credit allocation

Objective: To promote decentralized lending in areas largely untouched by the formal

financial sector; to encourage more productive investment which in turn will

multiply income and savings and to develop sustainable lending programmes for

micro-finance institutions.

Actions required:

• Undertake appropriate research to determine the forms of credit suitable and the

people's attitude towards risk and maturities (Action: central banks and research

institutions: including universities)

• Developing appropriate products that meet the needs of informal sector

entrepreneurs (Action: central banks)

• Strengthening human resource capacity to manage the loan portfolio of semi-formal

financial institutions through appropriate training programme and seminars on

management techniques, accounting, financial control procedures and the

macroeconomic understanding (Action: supportive international institutions)

• Improving information flows between would-be lenders and would-be borrowers by

establishing regular publications and meetings (Action: informal and semi-formal

institutions, commercial banks, central banks)
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Facilitating policy dialogue with the donors, government institutions, formal

financial sector institutions (Action: governments)

Ensuring sustained lending and the possibility for graduation into formal banks

(Action: governments, commercial banks, central banks).
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