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cnaractensu f t rn tary policy i that th m n ry uthoriri dire tly intlu nc it ems II
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espcci II ~' financial marker onditions, play ther .forc n r I · in tIl determination of fi nancial pric d
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15. indicator variabl arc not targe by th . c ntral bank but are suppo
to provide liable i al ' to the rtanc of mon La p Ii y. Th fa th contr llabili rit na i of

in of indicators. The main rit ria for hoo ing indi tors that III _ are liably
lin to . d v I pm D and inflation p surcs and that _ u ful for predicting agg egat
d mand and inflati n. part from th . main m n tar) and credit aggr at • an bl hich hav

i red in tl li lure indicators in lude ante rat s and financial ~[ pri nominal and I
I rat and th . Id cur" ). commodity pri . and . change rate . mforrnation cant nt of an
indicator ariabl \\ ' 11 importantly dep nd on the p xific in titutional nvir nm nt in a country d
;p ifically up 11 a country's financial struct r and the evolution of thi structure. us. indicators may
10 their predictiv PO\\ r du to a changing cc nomi and in tituti nal n ironm nt
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Numerous tudi analyzed sp me transmissio channc • ruch as the m n " and .lending or credit '
vi w or monetary transmission and the ways in which a c unt . ' financial SYS m affects these
transmit_ion channels. According to the man . vicv . a monetary shock is transmitted to the real side of
the conomy through changes in bank deposits ( i.c. the liability side of the balance sheet of banks). An
increase in th supply of reserves to the banking s. stem will lead to an expansion of bank deposits and
lower interest rate which in tum will raise intcrcst-sensinve parts of demand. In the case of the lending
view instead the main link g . through loans ( i.e, the asset side f a commercial bank). According to this

v, wh 111" central bank reduces the money supply. it drain rese . from the banking system forcing
to ucc I ing. A m netary co traction has a stron impact on mall firms since they are bank-

dependent and rely I vily on bank loans for financing in stm "n l . \ n til cent 1bank reduces bank
and u a contraction in bank I nding. . firn \\ d ' 0 n bank I ndin will reduce

111\ nt cling Th ·1\1,0 hann ls are not to be un . toad aJ mati tary transmis Ia n

p but c pi tary .

1\ . haracteri tics Financia ystems in . ub-: h r ' n frica

A ha nnpl ' mid- I 80's_ M st

f 012.Ul ~ 10 bv li izmg
. administratis transni fr rn

dir et to · drr : policy; (c) to restructu rei b ir sol C) " (d)
to dc\ lop financial mar . mainly primary markets f r 1 sury bil : and ( ) to rmprov the finan ial
infrasrru CU rl: including bank 5U rvisi n, audi . g, an accoun n J racncc
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T able 1
Financial Reforms i Sub-Saharan Africa

(Figures indicate nurnl r of countri )

Countri with Countries ,vith
R pr 1\: • ountri ~ with Liberal'

Financial Svstem Financial Svstem in Transit ion Financial Svstern
Inter t lUte Minimum/Maximum Selective No

ontro ls Rates Interest Rate Interest Rate
Controls Controls

21 16 6
B fore Reforms

... 10 10 2 1
Lat 1995

Credit Controls Selective No
Credit Controls Credit Controls

33 10
B 'fore Reforms

2 2 39
Late 199:

Intcre t Rate & Partia l Fi ancial Liberalization No
Credit Controls Interest c&

Credit Controls
32 5

BeforeReforms 6

9 24 19
Late 1995

At th end of 199-. it all tionwas stillcontrolled in 1:\"'0 SSA countries and lcctive controls existed
in anothertwo countri . In th~ . of interest rate co ois, only about half of th COUl1tn (21 countries)
Ii ized interest rates at d of 199- pared to six countri befor th art of forms. However,
Imost the same number of countries (20 countric ) mi . urn or maximum interest rates. or selective

inte raICS w still t by 0 mm nts or mane ry authoriti . Two countries were still reponed to
set interest.rates at the end of 1995.

Th e stylized fact ' on financial reforms indicate a broadly-based move towards market-based financial
15 and a transition fi II direct m etary cornrol to indirect monetary policy in a large number of SSA

countrie .

Financi Market Developm t .The development of financial mark h other important
mpoo t of finan ial s . r nns in SA tri S ifically, 0 \ er c last five years emphasis has

b en give in ) SSA countries to the . tablishmcnt of treasurv bill auctio . and the dev lopment of
financial markets . While important efforts have be n undertaken to develop dome lie tinancial markets

in manycountries financial markets in most SSA countries nrc still underdeveloped. Table 1 summarizes
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For de t a i l s on countri e s see Table 2 .
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absence of tinancial markets. otherwise monetary policy has to rely on sale of securities and/or foreign
currency in countries where only primary markets and/or foreign exchange markets exist.

Balance Sheet Structure of Commercial Banks: Re arding ban k restructurin countries appear
to have been less successful than in me reduction of financial repress ion. Most attempts ot r trucruring
bank balancesheets and of bank recapitalization have been reported to have failed. he corollary is a high
mcrdcucc of insolvency and bankruptcies among commercial banks in many SSA countries .

The assets ofmanycommercial hanks in SSA an: characterized largely by non-performing loans. Region­
wide loan-loss-ratios approach 40 to 60 percent. with some banks In [he region showing bad loans for more
than 9() percent of their portfolio (World Bank, 11.)1)4). The liabilities of commercial banks in SSA consist
mainly of demand and time deposits

Bank loans. as \\(:11 as demand and time deposits. constitute a relatively low share ofGDP in most SSA
CCWI(nt'S. According to Popiel (1994). domestic credit extcnded by commerciaI banks a\ crage 25.-l percent
of GOP. ranging from 4.8 percent in Uganda to 12 percent In Madagascar, and [0 ,10 I percent in Cote
d'Ivoirc, This large range indicates trot credits play varying rolesacross SSA African countries. TIle main
sources of funds ofcommercial banks are: demand deposits. time deposits. and central bank refinancing
Again. their ratios [0 GDP arc very small for the group of countries which Popiel (19l)·n analyzed.
Demand deposits average 10.7 percent ofGDP and time deposits 7.9 ofGDP.
There is very little diversity of financial contracts in the formal financial sector of SSA countries. Banks
credits arc. in general. short tam and mostly granted in the form of overdrafts which :1I~ rolled over.

Degree. of Competition within the Banking System .Competition b ·t\ een bunks 111 1110::;[ SSt\
countries is ',"cry limited. In the group of countries studied b~ rapid (I 94) more than 6tJ percent of the

S of the banking system is owned by at most four hanks. In several countri . such as Ghana. Mali,
Tanzania, and Uganda. one commercial bank alone accounts for more than 50 per nt of assets . The
financial system ill most countrie is dominated by commercial banks with non-bank financial institutions
playing only a minor role, With the exception of Kenya and South Africa. the share of' commercial banks'
assets in the 10t.11 assets of the financial system ran ,. from ~5 percent to ~5 percent.

Li ens ing of foreign banks has been recently liberalized in countries. such as Tan zania, and in many
countries foreign banks traditionally had subsidiari es. But often, foreign banks focus their business in

ec ial segments. uch as trade finance, and they can. the refore. often not be n..'gJrd..:d 3.." competitors of
local banks in the retail banking market.

Cap ital controls arc another barrier against foreign competition. Capital controls exist in most countries
in SSA. Exceptions arc Kenya which recently introduced capital account convertibility and the countrie...s
which belong to the West African Monetary Union and the Central African Monetary Union. The
currencies of the later two groups of countri ~ arc fully convertible with the French franc,

Ownership Structure.The rn:un r of banks in which go .rnrnents hold a controlling interest decreased
from 106 in 1982 to 76 in 19 2 in a gro up of 29 . S countries (World Bank. F)l)4) The trend towards
private commercial banks is also evi dent in the evolution of the number of pnvatc banks. While the total
number ofcommercial banks increased by 15 percent between 1982 and J992. the number of banks with
no government participation almost doubled from tJO La 115 b':lOKS during the same pcnod. Nevertheless.
the numberofbanks in which governments hold interests is still very large in the SSA region. In 1992, out
of 245 banks, governments were majority shareholders in 76. and minority shareholders in 54.
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v. Financial Institutional Structure and Regulatory Mechanis
11 . to L \ \ ll-functioning economy is the .ist n . of \ ll-functionin financial SJ stern which play
a vital roll: in a ll ing r our efficient ly. ...he ....by r our s arc han nclcd [0 tit ir most produ ivc
us ' . III Lh i S ' L • onsurncr-invcstors arc able to srno th consumption over time and diversify risk
ae ro 's ~I diversity of sccuriti ' S with imperfectly correlated ca h flow trcams , Thus, wcll-functio ing
financial ystcm encourages saving in financial form by providin investors with opportunities for
diversification and trading of risk among investors with differential return-risk preferences and liq i it.'
needs. 'Ole priciu ' of risk in this manner Sl~lV~S as an appropriate signal in the efficiency of resourc use
and also for the conduct of mark et-based government policies. includ ing indi et monetary policy.
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alb r obligatio . Thi ,\ uld, of course, engcnd r fisc I burd f d bt th t caul ultimat I.' bankrupt
go crnments if th Y tak vcr financially troubled banks with worthI 'S as > r . ubsidizc losing
nt rpri . Thu s, th t ntial co as iat d with implicit d po it in urance.

to corr t th distort· in nu c cing bank
regulati n, I n th lin of th ~ B I

capital. anempt
or capita uircrn 'n an '

tncno on r t ri choi in controllin risk- hiftin inc ntl , along with th rol of
mp n ti n In John. aun . , and enbct (I 94). and th adaptation in 1 u and

. ting r gulatory UXlI ly 00 bank pital ad quae ' requiremen
insurance. In th text fthe reforms 10 th bankmg _ m, th
on t choi for ,... eakly capitalized b . Th m th hav b
in d uat y John, nun and (I

and th Jri ing rul for d p it
a al a mandatory r tricu
n found to mcompl t and

t lized Fact on In t it tionallssu
haracteristic of institutio In I ted S

in 5S i cetion sununariz tyliz d fac on thl.;
countn s. Tabl 3 below summ rizc the characteristics.

AcounLri ha op up the banking t m to mar competition. How
to don on the regu at ry front. Th abs nc of pr rl. d igned a it i uranc

nors, as w the b D of or uncnfor pital ad uacj rovi io courazed ban
ul high collar ral on loans a pro I n m ham m. I b prev nc f'high col at ral on loam i

a ymptorn of an inad uat r gulatory capacIt) by c tral banks.
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VI. Summary and Policy Implications
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1I 1&lJ, I\..~ (j ralizarion in
ors- are larg....
for effici t rcgul 01)

environment in , 'hich it . th
ifi hi . the flow of infonna l

U . Tb ignifican variation in

W have rnphasi th need for explicit de osrt in u n and capit 1 regulat ion schemes that arc
compaublc with br der inc ntivcs fur risk-taking. n istcnt with social optimality. It should al 0 be
rec ruzed thai. th r atory role of the govcmment g beyond putting In place acceptable legal sy I I.:n1S

for contract en or cmen t. Jt includes a maintenance of appropriat monetary, fiscal and financial policic .
In 1.111 contact WI.: ende rs privatization of the financial system with a closer link to globalized m kCI .

111(: international mark ~ arc expected to introduce new standards to the African markets which must
compete in the global scene for international capital.
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