The problem does not lie with
formulating and adopting
principles, rules, procedures,
codes and standards of

good and internationally
accepted behaviour, but
implementing them

at the national level

In Mauritius the governor and the managing director of the Bank of Mauritius are
appointed by the prime minister, who also appoints the other directors of the bank
on the recommendation of the minister of finance. The president or prime minister
can remove any of these officials from office in case of insolvency, misconduct or
other crimes or lapses. The government recognises the need for improvement and
is in the process of amending the Bank of Mauritius Act to give the bank greater
independence in formulating and implementing monetary policies.

Namibia’s constitution and the Bank of Namibia Act of 1990 provide for the es-
tablishment of the Bank. Neither document explicitly mentions the bank’s inde-
pendence, although in practice it has independence in administrative and financial
matters. Because, the president appoints the governor and the deputy governor, on
the advice of the minister of finance, the overall independence of the bank is rated
as moderate.

The independence of the Central Bank of Swaziland is compromised to some ex-
tent by the fact that the governor is appointed by the king, who has an important
role in the political life of the country. Not surprisingly, there are reports that the cen-
tral bank is subject to political and commercial influence.

Regulatory and supervisory bodies

Effective regulation and supervision of banks and other financial institutions are
crucial to ensure stability and credibility in the financial system. The main objectives
of regulating and supervising banks and other financial institutions are proper valu-
ation of assets, prompt recognition of losses, early corrective measures to prevent
insolvency and prompt action to deal with failures. The Basel Committee on Bank-
ing Supervision identified the preconditions for effective banking supervision in its
Core Principles for Effective Banking Supervision.! As is often the case, the problem
does not lie with formulating and adopting principles, rules, procedure, codes and
standards of good and internationally accepted behaviour. The problem is how to
implement them at the national level.

Several African countries have improved their regulatory and supervisory bodies,
but limited institutional capacity has been a major stumbling block to more prog-
ress. The arrangements for regulating and supervising banks and other financial
institutions in Botswana are still evolving, with several bodies in the government,
central bank and other agencies sharing overlapping responsibilities and interests
in this area. For example, while the Bank of Botswana regulates and supervises the
financial institutions it licences, mainly commercial banks, the Ministry of Finance
and Development Planning is responsible for development financing institutions,
insurance companies and pension funds, and there is a separate body for the stock
exchange. Some of these regulatory authorities, such as the Bank of Botswana,
have independence and credibility, but others, such as those responsible for non
banking financial institutions, lack independence. On the whole, the banks are well
regulated and supervised, and efficiency in the banking system improved between
1997 and 2001.

Ethiopia has been trying to reform its financial sector since 1992/93 by improving its
legal, institutional and regulatory framework. Major steps in this direction were the
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adoption of proclamations 84/1994 and 86/1994, which provided for the licensing
and supervision of banks and insurance companies, authorised private entry into
the financial sector and defined the regulatory and supervisory role of the National
Bank of Ethiopia. Proclamation 40/1996 provided for the licensing and supervision
of micro finance institutions and established the legal framework for their opera-
tions. The National Bank of Ethiopia is empowered to licence and supervise banks,
insurance companies and other financial institutions and to issue directives on cred-
it transactions. To enable the bank to perform its duties effectively, the Supervision
Department was created in the 1990s, but it has a serious shortage of specialised
workforce. Consequently, regulation and supervision of the financial sector is not
yet effective.

The Bank of Ghana has made some progress in performing these functions, and
the proliferation of new banks and other financial institutions has resulted in greater
competition, improved efficiency and the introduction of new and improved financial
products. But, the financial system is still weak, due to the operation of unlicensed
foreign exchange dealers and the hoarding and conservation of assets in foreign
currency because of the lack of confidence in monetary stability, which the bank
has been unable to control.

Several agencies are responsible for regulating and supervising the financial sector
in Kenya: the Central Bank of Kenya, the Capital Markets Authority, the Commission
of Insurance and the Retirement Benefits Authority. All of these institutions report
to the Treasury. The Central Bank of Kenya has, on the whole, successfully regu-
lated and controlled the banking system, but it has not been effective in controlling
non performing loans in commercial banks or in supporting the small and unsta-
ble banks that have recently threatened the banking system. The Capital Markets
Authority has, however, successfully mobilised domestic and foreign capital for
investment, reorganised the legal framework and become involved in the creation
of an integrated East African Capital Market. Similarly, the Commission on Insur-
ance has effectively supervised the insurance industry. There are concerns, though,
that the existence of several regulatory bodies for the financial sector might lead to
overlap in responsibilities and conflicting regulatory requirements, and thus to inef-
ficiency in the regulatory and supervisory system.

The Bank of Morocco, the Bank al Maghrib, suffers from several shortcomings that
limit its ability to have an effective regulatory and supervisory role. This has led to
attempts to revise the statutes governing the bank. Among the objectives are adapt-
ing the legal framework for intervention and the bank’s mission to the evolving finan-
cial system and integrating transparency rules on monetary policies into the regula-
tions on its operations. An equally important objective is to establish new rules to
regulate the relationship between the bank and the Treasury, especially with respect
to lending by the bank to the Treasury.

The regulation and supervision of South Africa’s financial sector is considered quite
good. Increasingly, the Reserve Bank seems to be shifting its concentration from
micro-prudential or the day-to-day supervision of the operations of banks to macro-
prudential supervision or the financial system as a whole. As in other countries,
the Reserve Bank carries out its supervisory functions through off-site and on-site
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Among the obstacles to
effective regulation and
supervision of the financial
system in Africa are the
multiplicity of regulatory
and supervisory bodies with
overlapping mandates but
no division of responsibilities
or effective mechanisms

for coordination

inspections. South African banks are generally well managed, with sophisticated
risk management and corporate governance systems. But there are weaknesses
among small banks, as demonstrated by the recent collapse of two small banks
that were then acquired by larger banks. Some major micro-credit institutions have
also collapsed due to their failure to comprehensively analyse the credit exposure of
borrowers, including liabilities to retail stores.

The regulation and supervision of banks in French-speaking West and Central Africa
was rather lax in the 1970s and 1980s. There were numerous cases of government
intervention in the granting of loans and political appointments in the banking sys-
tem. Government-owned development banks were particularly affected by these
shortcomings. In the early 1990s, steps were taken to address these problems.
Most government-owned development banks were closed or privatised, the gov-
ernment sold its shares in other banks, and steps were taken to recover nonper-
forming loans. These measures benefited from the support of donors, especially
France. A Banking Commission was created for West Africa in 1990 and another for
Central Africa in 1993, both of which had more regulatory and supervisory powers.
These measures have gone a long way in improving the quality of regulation and
supervision of the financial system in these regions.

In sum, while some African countries have achieved good success in regulating and
supervising their financial sectors, there are several countries where a great deal
more needs to be done. Among the obstacles to effective regulation and supervi-
sion of the financial system in Africa are the multiplicity of regulatory and supervisory
bodies with overlapping mandates but no division of responsibilities or effective
mechanisms for coordination, the failure to implement rules and regulations in place
because of political interference or the lack of the capacity to do so, gaps in the reg-
ulatory framework and in enforcement procedures and shortcomings in the overall
macroeconomic framework and in the system of governance and accountability.

Addressing these deficiencies requires a multipronged approach, with active sup-
port from the international community. Several African countries are taking action—
providing additional training for existing staff to enhance skills and improve produc-
tivity, modernising equipment and information systems, hiring new staff, especially
in the field of information technology, enacting new legislation to give the regulatory
and supervisory bodies the power to carry out their mandates and involving civil
society in the process to sensitise and educate stakeholders on the role of regula-
tory agencies in the financial system.

To achieve these objectives, regulatory and supervisory authorities must have the
authority to deal decisively and in a timely manner with troubled financial institu-
tions. Specifically, regulatory and supervisory bodies must be empowered to make
and enforce regulations. They must also have access to all bank records and data,
independently examine loan, investment and other financial policies and procedures
and ensure that internal control and audit mechanisms are adequate. The support
of international institutions, especially the World Bank and the IMF, is also being
actively pursued to achieve these goals and objectives. If these efforts are energeti-
cally pursued, they would go a long way in improving the effectiveness of regulatory
and supervisory institutions.
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Concluding remarks

Progress has been made in economic governance, public financial management
and accountability and the integrity of the monetary and financial systems by sev-
eral African countries. As a result, the situation in Africa today is better than it was a
decade or so ago. However, a great deal remains to be done.

The reasons behind these shortcomings are many. The question of leadership and
how seriously it is committed to sound public financial management and account-
ability and the integrity of the monetary and financial system is central, as is the
question of the ability of other institutions of government and civil society in general
to control the executive and make it accountable. In this regard, the role of parlia-
ments and civil society organisation is crucial. These institutions must be empow-
ered and their capacity enhanced so that they are more or less equal interlocu-
tors and partners with the executive branch of government. The dominance of the
executive over the legislature and the judiciary must be sharply curtailed, and a true
and genuine system of checks and balances must be established among the three
branches of government.

In addition, civil society organisations must be strengthened, and their indepen-
dence from the government as well as their ability and capacity to play a greater and
more effective role in economic policymaking and implementation must be greatly
reinforced. Many of these organisations simply lack the capacity and experience to
be effective in economic governance and public financial management.

Another equally important shortcoming that needs to be addressed is the absence
of the necessary capacity in many African countries to implement well intentioned
reform programmes and measures. African countries are being called upon to in-
troduce far-reaching reforms in several areas simultaneously and within a very short
period of time—reforms that took decades if not centuries in other regions. The
capacity to introduce all these changes within the expected period of time is simply
lacking in most African countries.

Given the magnitude of the challenges and the tasks facing African countries,
African governments and other stakeholders, especially the international com-
munity, must focus not only on devising schemes, policies and programmes and
adopting internationally accepted rules, regulations and codes of good practices,
but also on ensuring that the capacity to implement these well conceived reforms
are available. A holistic approach will be needed for the problem of governance
and to make progress on all fronts simultaneously, challenging though this may be.
The timing and sequencing of these reforms also need to be carefully considered,
to avoid overtaxing the countries’ capacity and diverting limited attention and re-
sources to areas of secondary, rather than primary, importance.
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Note

1 The Basel Committee on Banking Supervision, established by the central bank
Governors of the Group of Ten countries (Belgium, Canada, France, Germany,
ltaly, Japan, Luxembourg, the Netherlands, Spain, Sweden, Switzerland, United
Kingdom and United States) in 1974. It has identified the preconditions for effective
banking supervision in its Core Principles for Effective Banking Supervision.

They are:

e An effective framework consisting of sound and sustainable macroeconomic
policies.

e A well-developed public infrastructure.

o Effective market discipline.

Procedures for fair and effective resolution of business disputes and an appro-

priate level of systemic protection.

Clear responsibilities and objectives for each supervisory agency.

Operational independence and adequate resources for each agency.

A suitable legal framework for banking supervision.

Appropriate arrangements for sharing information among supervisors.
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