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FOREWORD

T

he Financial Stability Report of
the West African Monetary Zone
(WAMZ) is an annual publication of
the College of Supervisors of the West African Monetary Zone (CSWAMZ). Its main
objective is to carry out a peer review of
the performance of financial institutions
in member countries of the WAMZ, with
a view to identifying the key risks facing
the financial system, and more importantly, proffering solutions. The Report
also highlights the inter-linkages between
macroeconomic stability and financial
stability in the WAMZ.
The current report, which covers the period June 2012-December 2012, indicates
that the performance of the banking system in the WAMZ continued to improve
in the second half of 2012, following
the general strengthening of the financial soundness as well as the expansion
in key balance sheet indicators including
credit, deposits and assets. Favourable
macroeconomic environment supported
the expansion of bank balance sheets
and the increase in private sector credit. However, the recent currency depreciation in some member countries (The
Gambia and Ghana) underscores the
rise in foreign currency risks, which could
adversely affect bank balance sheets in
the future. It is expected that sound macroeconomic policies and sustained real
economic growth, as well as improved
regulatory and supervisory environment
would continue to support the expansion in banking activities, and strengthen
financial stability across the Zone in the
medium-term.

This Report was co-ordinated by the West
African Monetary Institute (WAMI), under
the general direction of the Director General, Dr. Abwaku Englama. The overall
analysis and production of the Report
was directed by E.N. Egbuna (Director),
assisted by E. A. Onwioduokit (Deputy
Director), M.D. Umo and K. Mansaray
(Senior Economist) of the Financial Integration Department. The Banking Supervision Departments (BSD) of member
central banks of the WAMZ provided
the financial sector data and individual
country reports. The publication was subjected to review by the Operations Committee of WAMI, and also benefited from
comments and suggestions by external
reviewers and member central banks.
The Report is structured into six chapters. Following the summary, Chapter 1
reviews global and domestic macroeconomic and financial developments, with
a view to assessing their impact on financial stability in the WAMZ. Chapter 2 discusses the developments in the financial
markets in the WAMZ, while Chapter 3
analyzes the general conditions of the
banking industry in the WAMZ. The key
areas in this chapter include macro-prudential analyses and the behaviour of the
assets and liabilities accounts, as well as
the assessment of the financial soundness
and loss absorbtion capacity of banks.
Chapter 4 reviews developments in Nonbank financial institutions, while Chapter
five deals with the developments in the
WAMZ financial system infrastructure.
Chapter six concludes the Report with an
overall assessment of financial stability in
the WAMZ.

vii

I am of the hope that this edition of the
Report will provide useful and up-to-date
information and policy recommendations
to Governors of member central banks,
other policy makers, as well as regulators
of the financial system in member countries of the WAMZ.
Your feedback on this Report will be highly appreciated. Please send all comments
and suggestions to: info@wami-imao.
org.

TOKUNBO MARTINS (MRS.)
Chairman, CSWAMZ
Director, Banking Supervision 		
Department
Central Bank of Nigeria		
September, 2013
viii

SUMMARY

T

he growth in global output in the
second half of 2012 slowed to 3.2
percent, on account of the persistent debt crisis and austerity measures in
the euro zone, sluggish recovery of the
US economy owing to the fiscal cliff and
hurricane Sandy, dwindling demand and
recession in Japan and the United Kingdom; as well as significant reduction in
the growth rate in developing economies.
The combined effects of a weakened
global economy and sluggish domestic
demand resulted in a 1.2 percentage
points contraction in growth in the emerging/developing economies. However, the
ASEAN and MENA regions grew by 5.7
and 5.2 percent, respectively, compared
to 4.5 and 3.5 percent in 2011. In the
WAMZ, growth remained robust, averaging 6.8 percent, albeit a decline from 8.2
and 7.3 percent in December 2011and
June 2012, respectively. Global inflation declined in the review period due to
lower average commodity prices, as well
as moderation in the growth rates in the
United States of America and Japan. In
the emerging and developing economies, average inflation declined by 1.1
percentage points. However, inflationary
pressures in the WAMZ increased.
Fiscal deficit in the WAMZ remained low,
owing to the consolidation of public finances and improved revenue mobilization as well as public expenditure rationalization measures across member
countries. Gross external reserves in the
WAMZ increased by over 27 percent.
The performance of member countries’
currencies against the USD was mixed,
with two depreciating, one remaining unchanged and three appreciating.

The performance of financial markets in
the WAMZ was mixed in the review period. The activities on the money market
segment were generally on the decline,
while capital markets activities witnessed
huge boosts. The development is not unconnected to the persistent debt crises
and austerity measures in Europe, as
well as the sluggish growth of the US and
Japanese economies. Despite the fall in
interbank rates, the volume of interbank
transactions declined, and the declining yield on the 91-day treasury bills resulted in a fall in its holdings across the
WAMZ. The falling rate was indicative
that government borrowing costs was on
the decline, with positive implications for
private sector credits. Activities in the corporate bonds segment of the market continued to be low in the WAMZ, with only
one member country recording transactions in the review period. The low level
of activities in the corporate bonds market and high cost of private sector bonds
led to an increase in the volume and in
the yield of government bonds across the
WAMZ. Continuous reforms in the capital markets resulted in increased investor confidence and an upsurge in capital
market activities. Market capitalization
and turnover thus soared significantly at
end-December 2012.
Robust economic growth and favourable
macroeconomic policies continued to
support the expansion of bank balance
sheets in the WAMZ. The growth in assets
and liabilities of the banking industry was
further underpinned by the improvement
in the regulatory and supervisory policies
of member countries.

ix

Banks in the WAMZ remained financially
sound, although the average capital adequacy ratio (CAR) declined slightly 23.4
percent in December 2012, from 24.9
percent in June of the same year. The
slightly lower CAR reflected loan provisioning accros the WAMZ. All member
countries recorded CAR above the minimum requirement of 10 percent (or 15
percent in Sierra Leone). Equity contribution in banks’ capital increased during
the review period.

x

Asset quality deteriorated slightly in the
review period as a result of increases in
non-performing loans in some member
countries. The development underscores
the need for regulatory authorities to continue to strengthen prudential measures,
especially those aimed at improving assets quality. However, the operations of
the Assets Management Corporation of
Nigeria (AMCON) as well as sound risk
management frameworks continued to
account for the improvement in asset
quality in some member countries.
The zone-wide level of profitability as
measured by return on assets (ROA) and
return on equity (ROE) increased. The
rapid growth of credit and high interest
margins, largely explained the improvement in profitability in most member
countries.
The efficiency of resource utilization
worsened, as the ratio of net interest
margin to gross income declined in all
but one member countries. The development indicated a slump in the performance of productive assets (investment
and credit) due partly to the fall in the return on banks’ investment, in particular,
the reduction in Treasury bill rates (banks’
main investment assets). The Zone-wide
exposure to foreign currency as measured by the “net open position in foreign

currency to capital” (NOP) increased, but
remained within prudential limits. This
resulted from increases in three member
countries, and reflects the prominence
of foreign exchange risks on banks’ balance sheets, especially against the backdrop of the recent depreciation in some
member countries’ currencies.
The cross-border banking landscape
continued to be dominated by Nigerian
banks. Twenty-one subsidiaries of six Nigerian banks were operating across the
WAMZ, underscoring the need for close
and coordinated cross-border supervision to consolidate financial stability The
College of Supervisions of the WAMZ
continued to provide the platform for enhancing financial stability and collaboration among regulators in the Zone,
including the harmonization of banking
supervisory processes. In this regard,
fourteen Nigerian bank subsidiaries
were jointly examined by members of the
CSWAMZ.
The interconnectedness of the Non-Bank
Financial Institutions (NBFIs) with the
main stream banking industry has wider
implications for financial stability across
the WAMZ, since risks can be transmitted from one sector to the other. Microfinance activities remained robust, with
total assets expanding as a result of the
increase in microcredit/loans and the
number of microfinance institutions in all
member countries. The insurance sector
in the WAMZ witnessed significant growth
during the review period, evidenced by
the growth in gross premiums in all countries. The number of life, non-life and reinsurance companies as well as licensed
insurance brokers and loss adjusters also
increased. Pension funds are also emerging as major players in the financial sector
in the Zone, as member countries continued to undertake key activities to improve

the depth and efficiency of the pension
industry. Member countries continued to
demonstrate strong commitment towards
the strengthening and implementation of
the laws that regulate the establishment
and operation of banks and non bank financial institutions, as well as those for the
capital markets and payments and settlement system. In particular, member states
are fully embracing the shift from microprudential to macro-prudential guidelines. Consequently, there was increased
compliance with prudential norms,. Plans
were kick-started to harmonize the framework for the supervision and regulation
of microfinance institutions in the WAMZ
commenced, especially in member countries where these guidelines were either
inexistent, or inconsistent with those of
the WAMZ. Access to credit information
continued to improve and the operations
of Private Credit Reference Bureaux in
four member countries were sustained.
The resulted in increased transparency in
the lender-borrower relationship, albeit
at a premium.
The implementation of Payments System
Development Project continued in The
Gambia, Guinea, Liberia, and Sierra Leone. The Project is expected to be completed by end-June, 2014 in all the four
member countries. The payments system
infrastructure in Ghana and Nigeria also
witnessed improvements through software upgrades as well as the introduction of “cash-lite” particularly in Nigeria.
The development underscores the importance of an efficient and effective payments and settlement system infrastructure in the WAMZ.

xi

CHAPTER 1
OVERVIEW OF MACROECONOMIC AND
FINANCIAL DEVELOPMENT
1.1

International Developments

1.1.1 Output
The growth in global output slowed to
3.2 percent in 2012, representing a decline of 0.7 percentage point relative to
the level in 2011. The development was
attributable to the euro zone debt crisis
and the sluggish recovery of the United
States of America’s economy.
Economic growth in the advanced economies was estimated at 1.3 percent in
2012, compared to 1.6 in 2011. This
was on account of the austerity measures
in the euro area; fiscal cliff and hurricane
sandy in the United States of America;
the sluggish demand and recession in Japan and the United Kingdom. In the euro
area, austerity and fiscal consolidation
measures (including substantial budget
cuts) accounted for a significant contraction of growth, to negative 0.4 percent,
relative to 1.4 percent in the preceding
year.
In the emerging and developing economies, the combined effects of a weakened global economy and sluggish
domestic demand resulted in a 1.2 percentage point contraction in growth in
2012, relative to 6.3 percent in 2011.
However, the ASEAN1 and MENA2
regions grew by 5.7 and 5.2 percent,
respectively, compared to 4.5 and 3.5
percent in 2011. In China, owing to contraction in manufacturing output, as well
as exports and demand, the growth rate

declined from 9.3 percent in 2011 to 7.8
percent in 2012. Output growth in SubSaharan Africa declined by 0.5 percentage point to 4.8 percent in 2012 mainly
as a result of the impact of the global
slowdown.
The anticipated improvements in the economic performance of the United States
of America (2.0 percent); Japan (1.2
percent); and China (8.2 percent); and
improvements in the growth projections
in emerging markets/developing economies as well as robust activities in SubSaharan Africa, informed the projection
of a global growth rate of 3.5 percent in
2013, up by 0.3 percentage point relative to 2012.
1.1.2 Inflation
Global inflation declined in 2012 compared to 2011. This was explained by lower average commodity prices, which led to
lower-than- projected growth in the BRICS3
economies, as well as moderation in
the growth rates in the United States of
America and Japan. In general, inflationary pressures were well contained in
the advanced economies, recording an
average of 2.0 percent in 2012. Persistent economic slacks and adequately anchored inflation expectations were some
of the other key factors responsible for the
decline in global inflation. In the emerging and developing economies, average inflation declined by 1.1 percentage
points to 6.1 percent in the review period,
relative to the previous period.

ASEAN is the acronym for Association of South East Asian Nations, and comprises of Brunei, Cambodia, Indonesia,
Laos, Malaysia, Myanmar, Philippines, South Korea, Thailand and Vietnam.
1

MENA is the acronym for Middle East and North Africa, and comprises of Bahrain, Egypt, Iran, Iraq, Israel, Jordan,
Kuwait, Lebanon, Libya, Morocco, Oman, Qatar, Saudi Arabia, Syria, Tunisia, United Arab Emirates and Yemen
2

3

Acronym for Brazil, Russia, India, China and South Africa

1

1.1.3 Commodity Prices

2

On the average, global commodity prices declined in the review period, relative
to the preceding period. This resulted
was due to weaker global demand arising from persistently sagging economic
performance in the advanced economies
and low demand in the emerging economies. Prices of industrial commodities
including agriculture and base metals,
declined by nearly 31.0 percent, due to
weaker global economic growth and low
Chinese manufactured exports. Commodity prices were projected to maintain
the downward trend in 2013 due to slow
demand and improved supply prospects.
International crude oil prices averaged
US$ 105.1 per barrel, compared to
111.0 per barrel in 2011. However, the
price of Gold increased to US$ 1,652.0
per ounce, compared to US$ 1,447.0
per ounce in 2011 on account of strong
demand from Asian.
1.1.4 Monetary Policy
Monetary policies in the advanced economies were generally accommodating
due to the continued resolve to stimulate
demand,. Policy rates were maintained at
0.2, 0.5, 1.0, 0.1, 0.7 and 2.5 percent
in the United States of America, United
Kingdom, Canada, Japan, European
Central Bank and New Zealand, respectively. In Australia and Korea, policy rates
were progressively reduced to 3.0 and
2.7 percent, from 3.5 and 3.3 percent in
June 2012, respectively. Apart from Russia that marginally raised it rate from 8.0
percent in June to 8.2 percent in December 2012, policy rates in the BRICS economies trended downwards in the second
half of 2012.
Monetary policy stance was mixed in the
ASEAN economies in the review period.
Policy rate was upped in Indonesia from

3.8 percent in June to 4.0 in December
2012. In the Philippines, the rate was reduced to 3.5 percent in December from
4.0 percent in June 2012,while Malaysia maintained its rate at 3.0 percent
throughout the year. Rates were maintained throughout the year in Mexico and
Chile, and reviewed downwards in Turkey and Colombia.
1.1.5 Exchange Rates
The performance of the United States
dollar against the major world currencies
was mixed. In Europe, the British pound,
the euro and the Russian rubble all appreciated against the dollar. In Asia,
while the Japanese yen witnessed some
depreciation in value against the dollar,
the Chinese yuan and the Indian rupee
recorded varying degrees of appreciation.
In Africa, the South African Rand, the Kenyan shilling and the Egyptian pound recorded varying degrees of depreciation,
while the Nigerian naira appreciated
against the dollar. In North America, the
Canadian dollar and the Mexican Peso
also appreciated against the dollar. In
South America, the Colombian Peso and
the Brazilian real appreciated against the
dollar, while Argentinean peso depreciated against the dollar.
1.1.6 Financial Markets
Sustained monetary easing in most global economies and continuing macroeconomic reforms in the euro area, as well
as the moderate progress recorded in resolving the fiscal cliff in the United States
of America, resulted in marginal increases in most stock market indices around
the world during the review period.
In North America, The S&P 500 in the US,
The S&P/TSX Composite in Canada and

the Mexican Bolsa increased by 4.7, 7.2
and 8.7 percent relative to June 2012, to
close at 1, 426.9, 1,362.2, and 40,199.6
at end-December 2012, respectively. The
improved performance on the United
States market was attributed to increased
investor confidence, occasioned by expectations of robust corporate finance
performance, positive developments in
the housing industry, declining rate of
unemployment and the reduction in tax
as well as spending cuts that had been
scheduled for January 2013. Increased
investor and business confidence, resulting from increased industrial production,
retail sales and consumer spending, were
adduced for the performance of the Ca-

nadian stock market. The turn-around in
the fortune of equities in North America
and Europe, as well as declining unemployment, improved investor confidence
and strong capital inflow resulted in an
increase in the performance of stock
markets in South America.
In Europe, The FTSE 100, French CAC
40, the German M-DAX and the Russian
MICEX increased by 5.7, 13.9, 18.6 and
6.7 relative to June 2012, to close at 5,
897.8, 3, 641.1, 7,612.4 and 1,478.6
by end-December 2012, respectively.
Sustained quantitative easing (to boost
financial sector liquidity and credit expansion), economic reforms across the

Table 1.1 Performance of selected stock indices

Country Index

31-Dec-12

28-Sep-12

29-Jun-12

31-Dec-11

% Change
30-Jun12 - 30- 31-Dec-11 Dec-12
30-Jun-12

Africa
Nigeria
S. Africa
kenya
Egypt
Ghana

All Share Index
JSE African ASI
Nairobi NSE 20
EGX CASE 30
GSE All Share

28,078.81
39,250.24
4,133.02
5,462.42
1,199.72

26,011.63
35,757.98
3,972.03
5,821.82
1,047.72

21,599.57
33,708.31
3,703.94
4,708.59
1,045.48

20,730.63
31,985.67
54.42
3,622.35
969.03

30.00%
16.44%
11.58%
16.01%
14.75%

4.19%
5.39%
6706.21%
29.99%
7.89%

North America
US
S&P 500
Canada S&P/TSX Comp.
Mexico Bolsa

1,426.19
12,433.53
43,705.83

1,440.67
12,317.46
40,866.96

1,362.16
11,596.56
40,199.55

1,257.60
11,955.09
37,077.52

4.70%
7.22%
8.72%

8.31%
-3.00%
8.42%

South America
Brazil
Bovespa Stock
ArgentinaMerval
ColumbiaIGBC General

60,952.08
2,854.29
14,715.84

59,175.86
2,451.73
14,056.60

54,354.63
2,346.68
13,417.51

56,754.08
2,462.63
12,665.71

12.14%
21.63%
9.68%

-4.23%
-4.71%
5.94%

5,897.81
3,641.07
7,612.39
1,478.61

5,742.07
3,354.82
7,216.15
1,458.26

5,577.66
3,194.36
6,416.28
1,385.18

5,572.28
3,159.81
5,898.35
1,402.23

5.74%
13.98%
18.64%
6.74%

0.10%
1.09%
8.78%
-1.22%

10,395.18
2,269.13
19,426.71

8,870.16
2,184.71
18,762.74

9,003.48
2,330.53
17,396.41

8,455.35
2,199.42
15,454.92

15.46%
-2.63%
11.67%

6.48%
5.96%
12.56%

3

Europe
UK
FTSE 100
France CAC 40
Germany DAX
Russia MICEX
Asia
Japan
China
India

NIKKEI 225
Shanghai SE A
BSE Sensex

Source: Index Mundi

euro area, as well as improved corporate
financials, were some of the key reasons
for the upsurge.
Stock markets in Africa generally mirrored the global trend. The All Share Index in Nigeria, South Africa, and Ghana,
as well as the Kenyan NSE 20 and Egyptian EGX 30 increased by 30, 16.4, 14.8,
16.0, 14.8 from the levels at end June
2012 to close at 28, 078.8, 39, 250.2,
1,199.7, 4, 133.0 and 5, 462.4, respectively, at end-December 2012. The development was on account of an upsurge in
portfolio investments, as global investors
sought to take advantage of the high returns in the African equities market.
In Asia, the Japanese NIKKEI 225 and
the Indian BSE Sensex recorded increases, while the Shanghai Stock Exchange in
China recorded a decline in its inde
4

1.2 Developments in the WAMZ4
This section discusses the macroeconomic developments in the WAMZ, focusing
on the output and inflation, as well as the
fiscal, monetary and external sectors.
1.2.1 Output
Economic growth in the WAMZ remained
strong in 2012 with real GDP growth rate
estimated at 6.8 percent, albeit a decline
from the 8.2 percent growth in December 2011. In The Gambia, the economy
rebounded from a growth rate of -4.3
percent in 2011 to 3.9 percent in 2012
following the recovery in the agricultural
and tourism sectors, while in Ghana it
remained robust at 7.9, although it was
much lower than the 15.0 percent posted
in 2011. Real GDP growth was sustained
at 3.9 percent in Guinea during the review period. The Liberian economy grew

at 8.3 percent compared to 6.9 percent
recorded in 2011, driven largely by the
industrial sector. In Nigeria, however,
growth slowed to 6.7 percent in 2012,
from 7.4 percent in 2011, owing to the
decline in oil production. Sierra Leone
had the strongest growth performance
in the Zone, surging from 6.0 percent in
2011 to 17.9 percent in 2012, largely on
account of iron ore mining activities during the review period.
The service sector remained the largest
contributor and the main growth driver in
most of the Member States during the period under review. However, adverse developments in the external environment
continue to pose risks significant to the
growth of WAMZ economies, particularly
in terms of a slowdown in demand for
exports, lower foreign direct investment,
as well as a reduction of receipts from
remittances and tourism.
1.2.2 Inflation
Inflationary pressure in the Zone remained (replace with appropriate/suitable word), as inflation stood at 11.6 percent in 2012, compared to 11.2 percent
in 2011. Nonetheless, inflation was contained within single digits in The Gambia,
Ghana, and Liberia, at 4.9, 8.8, and 5.5
percent, respectively. In Guinea and Sierra Leone, although inflation remained
in the double digits, it eased considerably from 19.0 to 12.8 percent in Guinea
and from 16.9 percent in 2011 to 11.4
percent in Sierra Leone. However, inflation increased from 10.3 percent to 12.0
percent in Nigeria, due mainly to the lingering effects of the 2012 fuel subsidy
removal and the associated high cost of
electricity, gas and other fuels.

Detailed analysis of macroeconomic developments in the WAMZ can be found in the WAMZ Macroeconomic Developments and Convergence Report. This Report is a bi annual publication of the West African Monetary Institute and
can be downloaded from www.wami-imao.org
4

1.2.3 Fiscal Sector
The fiscal policy thrust across the Zone
generally focused on consolidating public finances through improved revenue
mobilization and the rationalization of
public expenditures. Overall, fiscal deficit
(excluding grant) for the Zone averaged
3.2 percent of GDP in 2012, same as in
the preceding year. Including grant, however, the deficit averaged 2.9 percent of
GDP in 2012, compared to the 2.8 percent recorded in 2011. The development
was on account of the surplus (1.8 percent of GDP) reported by Liberia and the
lower deficit (2.5 percent of GDP) posted
by Nigeria. In addition, fiscal deficit declined from 10.0 percent of GDP to 8.1
percent in Sierra Leone on account of
prudent expenditure management and
increased revenue. On the other hand,
fiscal deficit increased in both Ghana (to
12.0 percent of GDP from 2.9 percent in
2011) and Guinea (to 5.5 percent of the
GDP from 4.7 percent in 2011).
1.2.4 Monetary Sector
Price stability remained the focus of the
monetary policy thrust in all the Member
States. With the exception of Ghana and
Liberia that had adopted inflation and exchange rate targeting, respectively, other
member states applied monetary targeting framework. Generally, the monetary
policy stance in Member States was restrictive during the review period. In
Ghana, the policy rate, which was 12.5
percent in 2011, was gradually raised
to 15.0 percent by end-June 2012, and
maintained at that level throughout the
rest of the year. In Guinea, the policy rate
and reserves ratio were maintained at 22
percent. The growth of broad money in
Liberia, was sharply reduced from 33.9
percent in 2011 to 2.9 percent in 2012,
on account of a 5.2 percent decline in
net foreign assets (NFA). In Nigeria, the
monetary policy rate, cash reserve ratio

(CRR) and liquidity ratio (LR) were maintained at 12.0, 8.0, and 30.0 percent,
respectively while the growth of broad
money slowed to 13.7 percent from 15.4
percent in 2011. The monetary policy
rate and the required reserve ratio remained unchanged in Sierra Leone, at
20.0 and, 12.0 percent, respectively
throughout 2012. This helped to contain
broad money growth at 22.5 percent in
2012, almost the same as 2011.
1.2.5 External Sector
External policy was geared towards international reserves accretion and stability in the exchange rate. External sector
outcomes were generally mixed in 2012
with respect to the balance of payment
position, international reserves and exchange rate developments for each
Member States. Gross external reserves
for the WAMZ grew by 27.3 percent,
from US$ 39.8 billion to US$ 50.7 billion
at end- 2012 on account of robust reserve growth in all member countries. of
the level of imports cover by reserves increased to 7.0 months from 5.7 months
due mainly to rise in reserves and moderate growth in imports.
Exchange rate developments were also
mixed. The Gambian dalasi and the
Ghanaian cedi depreciated against the
US dollar, by 14.0 and 17.5 percent, respectively. The Liberian dollar remained
unchanged against the US dollar. In contrast, the Guinean franc, the Nigerian
naira, and the Sierra Leonean leone appreciated by 1.7 percent, 0.6 percent,
and 1.0 percent, against the US dollar,
respectively.
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CHAPTER 2
FINANCIAL MARKETS

2.1 The Money Market
The development of the money market
in the Zone progressed with the issuance
of treasury bonds in Liberia in the review
period, . Although, in terms of depth,
member countries are at varying degrees
of development, the money market is
deepest in Nigeria.
2.1.1 The Interbank Money Market5
Total interbank transactions and interbank
rate fell

to the preceding period, while interbank
transactions fell in Guinea and Nigeria.
Although Nigeria’s share in the overall volume declined by 9.2 percentage
points, the country, with 54.8 percent of
the total transactions, still accounted for
the bulk of the transactions in this market segment.. Ghana’s contribution increased significantly from 26.9 percent in
June 2012 to 44.2 percent in the review
period. The Gambia, Guinea and Sierra
Leone jointly accounted for less than 2.0
percent.
Figure 2.2: Interbank Rates

Figure 2.1: Interbank Transactions
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Relative to June 2012, the volume of interbank transactions in the WAMZ fell by
14.2 percent to USD68.2 billion in the
review period. The year-on-year decline
was even more significant, as interbank
transactions fell by 46.0 percent. The
development was largely due to the significant fall in interbank transactions to
USD 37.9 billion, from USD 49.9 billion
and USD 67.2 billion in June 2012 and
December 2011 respectively. The Gambia, Ghana, and Sierra Leone recorded
increases in the volume of interbank
transactions in the review period relative
5
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Relative to June 2012, the average interbank rate in the WAMZ fell by 0.9 percentage points in the review period. The
development reflected the lull in activities
in this segment of the market, and the efforts by respective countries’ authorities to
promote the interbank market. Although
the year-on-year comparison indicated a
decline, it was less significant, as it fell by
only 0.5 percentage point relative to December 2011. Between December 2011,
to December 2012, the rate increased
steadily in The Gambia, was maintained
at 22.0 percent in Guinea, and fluctuated in Ghana, Nigeria and Sierra Leone. Nigeria recorded the most signifi-

The Interbank Money Market is at its infancy in Liberia. Most of the analysis in this chapter therefore excludes Liberia

cant fluctuation, from 12.1 in December
2011, to 14.9 in June 2012, and 11.7 in
December 2012.

Figure 2.4: Average Yields on 91 Day Treasury
Bills

2.1.2 The Treasury Bills Market
Total holdings and average yield decreased
Figure 2.3: Treasury Bills Holdings

Total Treasury bills holdings, increased by
16.0 percent between December 2011
and June 2012, fell by 8.9 percent to
USD 15.5 billion in the review period.
However, relative to December 2011, total treasury bills holdings in the WAMZ
increased by 6.4 percent. Generally, the
fall in treasury bills holdings in the WAMZ
was attributable to the reduction in government borrowings and fiscal consolidation in some of the member countries.
Holdings increased in The Gambia,
Ghana, and Sierra Leone but fell in
Guinea and Nigeria in the review period.
Nigeria and Ghana continued to account
for the majority of holdings, recording
68.8 and 25.7 percent, respectively. The
Deposit Money Banks (DMBs) across the
Zone maintained their dominance of the
holdings, recording over 70.0 percent,
and reflecting the paucity of investment
avenues and low financial intermediation
within the WAMZ.

The average yield on treasury bills across
the zone decreased by 2.9 percentage
points relative to June 2012, but increased by 0.8 percentage point relative
to December 2011. In the three reporting windows, the average yield increased
steadily in Ghana and Nigeria, reflecting
the appetite of the respective governments to borrowing, with the attendant
effect of crowding out the private sector.
However, the decreasing yield of the instrument across the Zone is beneficial, as
it reflects a decline in the cost of funds to
governments, and by extension, reduced
lending rates to the private sector.
2.2 The Foreign Exchange Market
Two platforms (auctions and interbank)
continued to exist for transactions in the
USD- dominated foreign exchange market across the WAMZ. The auctions platform is further sub-divided into wholesale
(Wholesale Dutch Auction System-WDAS
in Nigeria) and retail auction (Guinea,
Liberia and Sierra Leone). Nigeria continued to remain the only country within
the WAMZ that operates both platforms.
2.2.1 The Auctions Foreign Exchange
(FOREX) Platform
Volume of FOREX sold declined

In the review period, the total volume of
FOREX sales on this platform declined by
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24.2 and 74.4 percent to USD8.9 billion,
relative to June 2012, and December
2011, respectively.
Figure 2.5: FOREX Sales on the Auctions Platform

Demand-reducing and foreign capital
flow-enhancing policies in Nigeria, generally accounted for the decline. However, there was an upsurge in activities in
the Guinean FOREX market segment in
the review period.

Two of the existing three Stock Exchanges
continued to be fully operational and vibrant in the review period. However, corporate and long-term debt instruments
are not common in the WAMZ, as only
Ghana and Nigeria have thriving markets. Guinea and Liberia do not issue
long term debts, while short-term debt
stocks were recently converted to longterm debts in The Gambia and Sierra
Leone. Additionally, Guinea has neither
a secondary market nor a rediscount
window for its treasury securities, forcing
investors to hold bills to maturity.
2.3.1 The Market for Government
Bonds
Total Holdings and average yield increased
Figure 2.7: Outstanding Treasury Bonds

2.2.2 The Interbank Foreign Exchange (FOREX) Platform
FOREX sales increased
Figure 2.6: FOREX Sales (Interbank)
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The volume of FOREX sales on this platform rose astronomically by 445.1 percent to USD11.9 billion in the review period, relative to the preceding period, and
by 453.1 percent, year-on-year. Government’s resolve to mitigate the slide of the
cedi in Ghana necessitated an upsurge in
activities, resulting in the huge volumes.

Activities in this sector increased by 9.7
percent to USD46.7 billion relative to
June 2012, and compared to the 12.4
percent increase between December
2011 and June 2012. Activities in the
segment continued to be dominated by
Nigeria (91.9 percent) and Ghana (7.6
percent). While the outstanding stock of
treasury bonds remained unchanged in
Sierra Leone, it increased in Ghana and
Nigeria, but fell in The Gambia. Generally, the increase resulted from new issuances in Ghana and Nigeria.

Figure 2.8: Average Yield on Treasury Bonds

2.3.3 The Market for Equities
Market capitalization and turnover increased
Figure 2.9: Market Capitalization

The average yield on treasury bonds remained unchanged in Sierra Leone, but
increased in The Gambia, Ghana, and
Nigeria, reflecting the increasing cost of
long-term funds for the respective governments. By end-December 2012, the
average yield stood at 18.9 percent, representing an increase of 1.9 percentage
points relative to June 2012. Year-onyear, the increase stood at 2.9 percentage points.
2.3.2 The Market for Corporate Bonds
Ghana and Nigeria remained the only
countries in the WAMZ where corporate
bonds for debt financing are common.
However, there were a few Over-theCounter (OTC) type transactions in other member countries during the review
period. The liquidation of existing stock
and the absence of new issues in Ghana
meant that activities in this market segment were limited to Nigeria alone in the
review period. The preference for government bonds, as well as the escalating
cost of borrowing brought about a reduction in the outstanding stock of corporate
bonds in Nigeria during the review period. Total outstanding stock, thus, stood
at USD10.5 billion at end-December,
2012, compared to USD14.4 billion at
end-June 2012.
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Capital markets activities increased in the
Zone. The development was attributed to
the continued reforms, especially in the
Nigerian Stock Exchange. Thee reforms
included the appointment of market
makers for specific equities, increase in
allowable price changes from five to ten
percent and extension of trading hours.
Others were bail-out of some stock
broking firms, as well as transaction
charge waivers that stimulated investor
confidence both locally and internationally. . Consequently, market capitalization
in the zone increased by 12.5 and 18.5
percent to close at 112.5 billion at endDecember 2012, from USD98.4 billion
and USD91.6 billion at end-June2012
and end-December 2011, respectively.
Nigeria accounted for 73.2 percent of the
total market capitalization in the WAMZ,
a 3.1 percentage point increase compared to the preceding reporting period.
Figure 2.10: Market Turnover (Value Traded)

UEMOA is the first monetary union in West Africa and comprises all the francophone countries except Guinea
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Market turnover (in terms of value traded), at USD22.2 billion at end-December
2012, increased by 8.3 and 23.0 percent
relative to end-June 2012 and end-December 2011 respectively. With Ghana’s
share increasing from 1.2 percent in
June 2012 to 2.7 percent in December
2012, Nigeria still dominated activities in
the capital market, accounting for 97.3
percent of the entire market turnover in
the WAMZ.
2.4 West African Capital Markets Integration
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Efforts at integrating the three Stock
Exchanges in The WAMZ- Ghana
Stock Exchange, Nigeria Stock Exchange and the Sierra Leone Stock Exchange as well as that in the UEMOA6
Zone-Bourse Regional de Valuers Mobiliere (BRVM) received a significant boost
during the review period, with the conclusion of the draft Charter to be signed by
members of the inaugurated West African Capital markets Integration Council
(WACMIC).

CHAPTER 3
BANKING SECTOR STABILITY

T

his Chapter assesses the stability of
the banking system in the WAMZ.
The assessment is based on the performance of bank balance sheets and
other financial soundness indicators including, capital adequacy, asset quality
through credit risk, sensitivity to market
risk, liquidity risk, operational risk exposure and profitability.
3.1 Overall Condition of the Banking
System/Macro prudential Outlook
The performance of the banking system
in the WAMZ continued to improve in the
second half of 2012, following the general strengthening of the financial soundness and the expansion in key balance
sheet indicators including credit, deposits
and assets. Favourable macroeconomic
environment supported the expansion of
bank balance sheets and the increase in
private sector credit. However, lending
rates remained high during the review
period while the net interest rate spread
of banks widened mainly on account of
the high inflation environment. Liquidity of the banking system nonetheless
remained strong. The recent currency
depreciation (against the UD dollar) in
some member countries’ currencies (The
Gambia and Ghana) underscored the
rise in foreign currency risks, which could
adversely affect bank balance sheets in
the future.
Sustained implementation of sound macroeconomic policies and real economic
growth is expected to support the expansion in banking activities across the Zone
in the medium-term. Moreover, as countries take steps to adopt international financial standards (RBS, Basel II & III and

IFRS) the regulatory and supervisory environment will improve significantly thereby strengthening financial stability. Going
forward, financial stability in the Zone is
expected to be reinforced through improvements in banking supervision and
regulation.
3.2 Asset Accounts
An overall expansion in the asset portfolio
Figure 3.1: Growth in the Asset Portfolio of Banks
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The asset base of the banking industry in the WAMZ grew by 7.1 percent in
December 2012 compared to 9.4 and
6.9 percent in June 2012 and December 2011, respectively. At end-December
2012, the portfolio of assets of the banking system stood at US$ 153.30 billion,
up from US$143.04 billion in June. With
the exception of Guinea, the momentum in asset growth was underpinned
by increases in banking industry assets,
propelled by the expansion in credit. On
the other hand, the drop in bank assets
in Guinea was due to the regulators’
requirement of compulsory write-offs
of bad loans aimed at strengthening
bank balance sheets, and banks’ desire
to strengthen asset quality, by reducing
non-performing assets.

3.2.1 Foreign Currency Assets
Foreign currency assets increased
Figure 3.2: Assets in Foreign Currency/Total Assets

The ratio of productive assets (investments and credit) as a percentage of
total assets, rose to 60.2 percent in December 2012 from 53.6 percent in June,
and 57.2 percent in December 2011.
The productive assets portfolio increased
in all countries during the period. The
overall expansion in the portfolio was on
account of the relative ease in credit conditions in most member countries as well
as the rise in investments by banks.
Figure 3.4: Composition of Productive Assets, June
2012
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The share of foreign currency assets to
total assets in the WAMZ increased marginally to 38.1 percent in December
2012, from 37.0 percent in June. All
countries in the Zone with the exception
of Guinea, accounted for the increase.
The development indicated a rise in foreign ownership of domestic bank assets,
which was counter-balanced by a falling
ownership of these assets by the nationals. In Guinea the ratio of foreign currency assets as a percentage of total assets decreased during the review period,
from 33.0 percent in June 2012 to 32.0
percent in December due the fall in the
preference for foreign assets.
3.2.2 Productive Assets
Productive assets increased but the portfolio
was dominated by credits
Figure 3.3: Productive Assets/Total Assets

In terms of composition, productive assets portfolio continued to be dominated
by credit which stood at 64.2 percent.
However, the share of credit in the productive assets portfolio decreased to
64.2 percent in December 2012 from
66.2 percent in June. The share of investment on the other hand, increased
from 33.7 percent in June 2012 to 35.8
percent in December. The re-allocation
of the productive assets portfolio continued to favour the rise in investments in
The Gambia, Nigeria and Sierra Leone.
However, credit exceeded investment in
all countries except The Gambia.

Country

Table 3.1: Composition of Productive Assets
Dec-11
Jun-12
Dec-12
Credit Investment Credit Investment
Credit Investment

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

46.7
59.3
43.4
98.7
75.8
63.1
64.5

53.3
40.7
56.6
1.3
24.2
36.1
35.4

45.1
63.6
55.6
98.8
76.2
58.1
66.2

54.9
36.4
44.4
1.2
23.8
41.2
33.7

42.6
63.5
65.9
98.8
55.9
58.4
64.2

57.4
36.5
34.1
1.2
44.1
41.6
35.8

Source: WAMZ Member States and WAMI Staff Estimates
3.2.3 Bank Credit
Figure 3.5: Evolution of Bank Credit in the WAMZ

ter and Gas sectors fell to 3.2 percent in
the review period from 4.6 percent in December 2011.
Figure 3.6: Sectoral Allocation of Total Bank
Credit in the WAMZ
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The total credit portfolio for the Zone
grew by 6.2 percent to US$ 60.2 billion
in December 2012 from US$ 56.7 billion
in June (a 3.2 percent growth). On yearon-year basis, the portfolio expanded by
9.7 percent from US$ 54.9 billion in December 2011. There was overall growth
in credit portfolio in all the countries. This
reflected the stable macroeconomic conditions and banks’ renewed optimism to
lend.

Similarly, credit to the manufacturing and
transport, storage and communication
sectors, fell from 11.6 and 10.8 percent
to 7.4 and 8.6 percent, respectively. Agriculture continued to receive the lowest
credit, with a share of 4.4 percent in December 2012, down from 5.9 percent in
June.

“Other Activities” comprised of commerce and financial services, mining and
quarrying, and household sub-sectors
continued to receive the largest amount
of bank credit. The sub-sector’s share of
total credit increased to 74.4 percent in
December 2012 from 68.4 percent in
June 2012. Credit to the Electricity, Wa-

During the review period, the overall
composition of credit in terms of government and private sectors changed slightly.
The overall share of credit to government
increased to 7.5 percent in December
2012 and 5.8 percent in June due to the
rise in government credit in Ghana, Nigeria and Sierra Leone. For these same

Table 3.2: Composition of Credit
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Dec-11
Jun-12
Government (%) Private (%)Government (%) Private (%)

14.9
2.1
2.2
0.3
7.3
7.8
5.8

85.1
97.9
97.8
99.7
92.7
92.2
94.2

11.4
2.8
3.5
0.1
7.1
9.9
5.8

88.6
97.1
96.5
99.9
92.9
90.1
94.2

Dec-12
Government (%) Private (%)

11.4
12.9
2.0
0.1
7.8
10.5
7.5

88.6
87.1
98.0
99.1
92.2
89.5
92.5

Source: WAMZ Member States and WAMI Staff Estimates

countries, the share of bank credit to the
private sector declined to 92.5 in December 2012 from 94.2 in June owing to the
corresponding rise in the share of bank
credit to government (Table 3.2).

growth. The growth rate of bank liabilities
was however negative in Liberia, while it
declined in Nigeria.
Figure 3.8: Growth Rate of Total Deposit

3.3 Liability Accounts
The growth rate of bank liabilities accelerated
as total deposits expanded
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Figure 3.7: Growth Rate of Total Bank Liabilities

The overall growth of bank liabilities
increased by 7.4 percent in December
2012 (US$ 151.1 billion) compared to
9.6 percent (US$ 141.1 billion) in June
and 3.1 percent (US$ 129.4 billion) in
December 2011. On year-on-year basis, liabilities expanded by 17.1 percent
supported by the rise in bank liabilities
in The Gambia, Ghana, Guinea and Sierra Leone,on account of strong deposit

Total deposits of the banking system grew
by 42.9 percent to US$ 105.4 billion in
December 2012, from US$ 73.7 billion
in June. On an annual basis, total deposits of the zone expanded by 13.0 percent,
from US$ 93.3 billion in December 2011
to US$ 105.4 billion in December 2012
. Bank deposits expanded in all member countries on account of the favourable macroeconomic environment in the
Zone, and aggressive efforts by banks as
well as regulatory authorities to deepen
financial intermediation. The strong
growth of bank deposits in these countries, was indicative of a surge in savings
mobilization and financial intermedia-

tion, and reinforced the need to continue
to engender financial inclusion.
3.3.1 Foreign Exchange Exposure
(Sensitivity to Market Risk)
Exposure to foreign currency risk increased
Figure 3.9: Deposits in Foreign Currency/Total
Deposits

Deposits in foreign currency as a percentage of total deposits increased marginally
to 38.0 percent during the review period
compared to 33.0 and 32.4 percent in
June 2012 and December 2011, respectively. This was due mainly to increases
in foreign currency deposits in The Gambia, Ghana and Sierra Leone, indicating
a preference for foreign-currency-asset
by depositors. However, foreign currency deposits declined in Guinea, Liberia,
and Nigeria. This was partly on account
of policy measures to discourage depositors’ preference for foreign currency assets.
Figure 3.10: Net Open Position in Foreign Currency to Capital

The overall exposure to foreign currency
as measured by the “net open position
in foreign currency to capital” (NOP)
rose to 5.5 percent in December 2012,
compared to 3.9 and 2.0 percent in June
2012 and December 2011. The rise in
foreign currency exposure was due to
increases in NOP in The Gambia, Ghana and Sierra Leone. This reflected the
prominence of foreign exchange risks
on banks’ balance sheets, particularly in
the light of recent depreciation in some
member countries’ (The Gambia and
Ghana) currencies. Despite the increase,
NOP remained within prudential limits.
The increase in foreign currency deposits,
which were reinforced by the increase in
NOP was indicative of an aggregate rise
in foreign exchange exposure across the
Zone. The development which may undermine financial stability, requires banks
to strengthen asset/liability management
in order to mitigate the potential risks.
Figure 3.11: Foreign Exchange Trading Gains/
Losses to Gross Income

The gains from foreign currency trading
in the WAMZ improved to 5.9 percent
from 5.7 percent in June 2012 and 4.2
percent in December 2011. The overall
increase was supported by the increases
in The Gambia, Liberia and Sierra Leone
and reflected the increased exposure in
foreign currency across the Zone. Furthermore, the strengthening of prudential
standards on foreign exchange in some

15

member countries increased gains from
foreign currency trading. However, the
gains from foreign exchange trading decline slightly in Ghana and Nigeria due
to exchange losses recorded by some
banks in these countries.

3.4 Equity
Zone-wide equity levels increased
Figure 3.13: Growth Rate of Commercial Bank
Equity

Figure 3.12: Bank Foreign Liabilities/Capital
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The ratio of foreign liabilities7 to bank
capital indicated that foreign financing
of banks continued to be substantial in
Guinea and Sierra Leone. Even though
the ratio declined relative to the level in
December 2011 in both countries, it remained significantly high at 443.0 and
252.0 percent during the review period. It however increased from 434.0
and 197.8 percent, respectively, in June
2012. The high level of foreign liabilities
could be attributed to limited funding opportunities especially at the local level.
The ratio of foreign liabilities to capital
remained under 60 percent in The Gambia and Ghana and below 20 percent
in Liberia and Nigeria. The high ratio
of foreign liabilities to bank capital in
some member countries combined with
the recent exchange rate depreciation
in some member countries in the Zone
could adversely affect the balance sheets
of banks.

7

The zone-wide equity levels of commercial banks increased by 8.4 percent to
US$ 18.1 billion during the review period, compared to a 6.5 percent decline
in June 2012 (from US$ 17.8 billion in
December 2011 to US$ 16.6 billion in
June 2012). The growth in equity levels
in all countries was underpinned by the
rise in bank reserves as well as increases
in minimum capital requirement/paid up
capital across the zone.
3.5 Financial Soundness Analysis
3.5.1 Capitalization
Capital levels decreased
Figure 3.14: Average Capital of the Banking
Industry in the WAMZ

Foreign bank liabilities relates mainly to trade credit than bond issuance.

The average capital of the banking system in the WAMZ declined to US$ 812.4
million in December 2012 from US$
824.1 in June 2012, mainly of the fall in
average bank capital in Nigeria. In Nigeria, average bank capital declined to
US$ 734 million from US$ 750 in June
2012 million due to losses recorded by
some banks. However, average capital of
banks increased in The Gambia, Ghana,
Liberia and Sierra Leone following increases in minimum capital requirement
during the review period.

tries. This underscores the importance of
strengthening surveillance of banks that
are of systemic importance to safeguard
financial stability.
3.5.2 Solvency
3.5.2.1 Capital Adequacy Ratio (Loss
Absorption Capacity)
The loss absorption capacity remained strong
Figure 3.16: Average CAR of the Banking Industry

Figure 3.15: Banks with Capital Greater or Equal
to Industry Average (%)

The overall capital structure of banks in
the Zone was mixed. In Sierra Leone,
the percentage of banks whose capital
levels were equal to (or more than) the
average of the banking industry stood at
38.5, the same as June 2012. However,
in The Gambia, Ghana and Nigeria, the
percentage of banks with capital greater
than the industry average increased significantly, reflecting a reduction in concentration with more banks accounting
for the bulk of the industry’s capital. In
Guinea and Liberia the percentage of
banks with capital levels equal to (or
more than) the average of the banking
industry, fell to 7.1 and 22.4 percent from
42.8 and 44.4 percent, respectively, indicating an increase in the concentration
of the banking industry in these coun-

The average capital adequacy ratio
(CAR) of the banking industry in the Zone
remained strong, although it declined
marginally to 23.4 percent in December 2012 from 24.9 percent in June. All
countries recorded CARs that were above
the minimum requirement of 10 percent
(or 15 percent in Sierra Leone). In addition, the average CAR of the banking
industry increased in all countries except Guinea and Sierra Leone where it
declined to 23.0 and 27.9 percent from
31.0 and 31.9 percent, respectively in
June 2012. The overall level of the zonewide CAR suggests that the capacity of
banks to absorb losses remained very
strong in all member countries.
The strength of bank capitalization was
however mixed during the review period. The percentage of banks with CAR
greater than or equal to the industry average increased in Ghana, Liberia and
Nigeria on account of the general rise
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in capital adequacy. On the other hand,
the percentage of banks with CAR that
was greater than/equal to industry average declined in The Gambia and Guinea from 53.8 and 92.8 percent to 50.0
and 14.3 percent, respectively. This suggested a weakening in the capitalization
of banks even though all banks met the
minimum CAR of 10.0 percent.

Figure 3.19: Provisions - NPLs/Capital

3.5.2.2 Provisions Coverage
Provisioning for bad loans declined

Figure 3.17: Banks with CAR Greater or Equal to
Industry Average (%)
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Additionally, zone-wide average equity
to total assets ratio remained unchanged
at 11.7 percent during the review period.
However, the ratio declined from 12.9
percent on a year-on-year basis. The
growth in bank assets across the zone
largely explained the decline, suggesting that the underlying capitalization of
banks was gradually diminishing. However, there was marked improvement in
the ratio in The Gambia, Ghana and Liberia on account of strong equity growth
in these countries.
Figure 3.18: Average Equity/Total Assets (%)

The level of provisioning for bad loans
remained relatively high during the review period. The ratio of provisions for
non-performing loans (NPLs) to capital
for the Zone remained unchanged at
24.8 percent. It however increased from
22.4 percent in December 2011 due
largely to reduction in NPLs in Nigeria
and Guinea. Provisions coverage (capital commitment to cater for bad loans)
generally increased in Guinea, Liberia
and Sierra Leone, on account of policy
measures adopted by the regulatory authorities to clean up the balance sheets of
banks and strengthen risk management.
However, the ratio declined significantly
in the (name the countries), as improvements in the quality of banks assets made
them to commit less capital to make up
for bad loans.
3.5.3 Asset Quality
(Credit Risk Analysis)
Asset quality deteriorated

The zone-wide ratio of NPLs to gross
loans (asset quality) increased from 11.7
in June 2012 to 12.5 percent in December. This was mainly on account of the
rise in NPLs in The Gambia, Liberia and
Sierra Leone, above the prudential limit
of 10.0 percent. However, NPLs declined
in Guinea and Nigeria.

Figure 3.20: NPL/Gross Loans

7.6 percent in June 2012. NPLs in the industrial sector increased to 38.8 percent
from 35.3 percent in June 2012. Agriculture continued to record the lowest NPLs,
though its share of the non-performing
portfolio increased to 5.1 percent in December 2012 from 4.2 percent in June.
3.5.4 Profitability
Overall level of bank profits increased
Figure 3.22: Return on Assets

The operations of AMCON and sound
risk management continued to impact
positively on asset quality in Nigeria while
in Guinea, it was due to sound credit
management. On the whole, the high
level of NPLs prevalent in some member
countries, underscore the need for regulatory authorities to strengthen prudential
measures aimed at improving the soundness of the asset portfolio of banks.
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Figure 3.21: Distribution of NPLs by Sector

3.5.4.1 Return on Assets

The distribution of NPLs by sector
changed remarkably during the review
period. Services and Industry recorded
the highest NPLs, even though its share of
NPLs declined to 40.8 percent from 53.0
percent in June 2012. NPLs to the “Other
Activities” sector including building and
construction and credit to households
rose to 15.4 percent of total NPLs from

The zone-wide level of profitability as
measured by Return on Assets (ROA) increased 1.5 percent in June 2012 to 2.4
percent in December. The overall outcome was influenced by the increases in
ROA in all countries with the exception of
Liberia and Nigeria. ROA declined in Liberia and Nigeria to -0.07 and 0.8 percent in December 2012 from 0.2 and 1.5
percent, respectively. This underscored
the need for banks in these countries
to seek more avenues for revenue generation through measures to enhanced
financial inclusion as well as innovative
bank products.

3.5.4.2 The Return on Equity
Figure 3.23: Return on Equity
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The Return on Equity (ROE) also increased during the review period to 14.2
percent from 8.9 percent in June 2012.
This was largely due to the rise in ROE in
all countries except Liberia and Nigeria
where it declined to -0.5 and 7.8 percent
from 1.4 and 13.0 percent, respectively,
in December 2012. The rapid growth of
credit combined with high interest margins largely explained the improvement
in profitability in most member countries.
However, losses were recorded by some
banks in some countries.

Overall leverage of the banking system,
measured by total assets over equity, fell
to 9.8 percent in December 2012 from
10.1 percent in June. The development
was attributed to the strong growth in
commercial bank equity. The leverage increased in Guinea and Nigeria from 8.4
and 7.8 percent in June 2012 to 8.8 and
8.9 percent, respectively, underpinned
by rising bank liabilities. However, the
overall level of leverage across the Zone
created more room for banks to utilize
debt to expand assets and enhance profitability.
3.5.4.4 Risk Weighted Assets (RWA)
Risk Appetite declined marginally
Figure 3.25: Risk Appetite (RWA/Total Assets)

3.5.4.3 Leverage
There was a reduction in leverage
Figure 3.24: Leverage (Total Assets/Equity)

Risk appetite, measured by the ratio of
RWA to total assets increased marginally to 54.8 percent, from 54.0 percent
in June 2012. This was supported mainly
by the increase in the ratio in Guinea
from 44.1 percent in June 2012 to 64.6
percent in December as a result of strong
credit growth. However, the RWA to total
assets ratio, declined slightly in the other
WAMZ countries reflecting the riskiness in
the lending environment in these countries.

3.5.5 Liquidity
Overall liquidity of the banking system remained robust

The liquidity of the banking industry in
the WAMZ continued to be robust. The
ratio of core liquid assets to total assets
fell marginally from 32.3 percent in June
2012 to 31.8 percent. This was on account of the reduction in the ratio in Ghana and Guinea.
Figure 3.26: Core Liquid Assets/Total Asset

was due largely to the reduction in the
ratio in Guinea, Liberia and Sierra Leone, although overall liquidity remained
strong. However, the ratio declined in the
other countries, indicating an improvement in banks’ ability to meet short term
obligations. On the whole, the prevalence of the high level of liquidity across
the zone implies that there is more room
for banks to expand credit and seek profit maximizing opportunities.
3.5.6 Financial Margins
Efficiency of resource utilization worsened
even though performance of productive assets improved
Figure 3.28: Net Interest Margin to Gross Income
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Overall, the banking industry remained
in a strong position to meet any unexpected demand for cash by depositors.
Figure 3.27: Core Liquid Asset/Short term Liabilities

There was a marginal reduction in the
ratio of core liquid assets to short-term liabilities, from 52.4 percent in June 2012
to 50.8 per cent in December 2012. This

During the review period, the ratio of
net interest margin to gross income declined to 57.6 percent in December 2012
from 65.7 percent in June. This was due
to decreases in the ratio in all countries,
with the exception of Guinea. This development indicated a slump in the performance of productive assets (investment
and credit), due partly to the fall in the return on banks’ investment. In particular,
the reduction in Treasury bill rates (banks’
main investment assets) could pose risks
to revenue and profits.

Figure 3.29: Non-interest Expenses to Gross
Income
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The efficiency of resource utilization by
banks, measured by the ratio of noninterest expense to gross income, worsened. The ratio increased to 78.6 percent
from 77.2 percent June 2012. The development was due to the increases in The
Gambia, Liberia and Sierra Leone. The
other countries however recorded improvements in the efficiency of resource
utilization, as reflected in the reduction in
the ratio. Non-interest expense remained
above 50.0 of gross income, except in
Ghana, where it was 39.1 percent. This
reflected the huge overhead cost and the
low level of bank profitability across the
zone.

Figure 3.30: Net Interest Spread

The average net interest rate spread rose
to 15.3 percent in December 2012 from
13.1 in June. This was due mainly to the
increase in net spread in all countries, except Guinea and Liberia. In Guinea, the
net spread declined to 22.0 percent from
22.9 percent in June 2012, while in Liberia it remained unchanged at 11.0 percent. Generally, high lending rates continued to account for high bank spread
across the Zone. This had however, not
reflected in high profitability owing to the
high overheads.

Box 3.1: Stress Test of Nigerian Banks – Summary of Results
The stress test conducted at end-December 2012 evaluated the key risks in banking
industry balance sheet and the stability of the financial system. The results reaffirmed
the resilience of the industry to key shocks.
Credit Risk
The banking industry resilience to credit risk showed an upward trend. The impact
of the most severe shock (200% rise in NPLs) on capital was well absorbed at a
CAR of 11.40 percent. Also, the large and medium banks were less vulnerable to the
shock, maintaining CARs of 12.92 and 13.97 percent, respectively. However, the
small banks’ CAR deteriorated to -5.22% from 16.93%. Thus, it would require about
N30 billion to raise the CAR of the affected small banks to the regulatory threshold of
10 percent. Under this scenario, 12 banks maintained CARs above 10 percent.
Liquidity Risk
The result showed that the industry liquidity ratio declined to 16.1 and 7.8 percent
after the 5-day and cumulative 30-day shocks from the pre-shock position of 68.0
percent. Some banks recorded liquidity ratios below the regulatory threshold of 30
percent for the 5 days and cumulative 30 days runs scenarios. Also five (5) banks recorded negative liquidity ratios following a cumulative 30 days shock. However, under
the rollover risk, assets in the 30 days buckets were adequately funded following the
three scenarios used for the test.
Interest Rate Risk
The result of the tests on the net position of interest sensitive instruments in terms of
“return on assets”, and “return on equity” revealed that the entire banking industry,
“categorized banks” and individual banks maintained a less vulnerable position to
interest rate risk, as the pre-shock positions (in terms of capital impairment, ROA and
ROE) declined marginally after the most strained shocks were applied.
Exchange Rate Risk
The test result showed that the impact of exchange rate risk on net foreign assets of
banks would result in deterioration in CAR, if a 50 per cent appreciation in exchange
rate is applied. This would result in eleven banks failing to meet the required 10 per
cent minimum regulatory capital. The position was due largely to high foreign exchange asset level relative to total risk weighted assets.
FX Trading Risk
The industry was less vulnerable as ROA and ROE would only change marginally even
after an induced 100 per cent decline in foreign exchange (FX) trading income. This
was due to banks’ high level income positions from other sources relative to the size of
their FX trading income.It is expected that the on-going banking industry reforms and
the current short- to medium-term monetary policy stance of the CBN would address
liquidity and exchange rate volatility concerns in the near- to medium-term.
Source: CBN
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3.6 Cross Border Banking
The cross-border banking landscape
continued to be dominated by Nigerian
banks. In 2012, twelve Nigerian banks
had 68 operating units in 27 jurisdictions comprised 60 full-fledged banks,
6 representative offices, a branch and
a regulated investment banking outfit.
In addition, four foreign banks operated subsidiaries in Nigeria. Within the
WAMZ, there are currently six Nigerian
banks with twenty-one operating units.

The College of Supervisions of the WAMZ
(CSWAMZ) continued to provide the platform for enhancing financial stability
and collaboration among regulators in
the Zone including the harmonisation of
banking supervisory processes. In pursuance of its mandate to promote financial
stability in the Zone through supervisory
cooperation, the College held three statutory meetings during the review period.
In addition, fourteen (14) Nigerian bank
subsidiaries were jointly examined by
members of the CSWAMZ. Joint examination reports were issued to examinedbanks to help them identify potential risks
and measures required to mitigate them.

Box 3.2: Other Key Cross-border Banking Developments in Nigeria
Agreement by the College of Supervisors of the WAMZ to harmonize supervisory
standards within the West African region;
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Execution of MoUs with the central banks of Tanzania, Mozambique, and Burundi as
well as the Banking Commission of West Africa (BCEAO); and
The hosting by the CBN of the 17th meeting of the Committee of Banking Supervisors
of West and Central Africa in December 2012 during which the Committee’s Charter
was signed.
Source: CBN

CHAPTER 4
NON-BANK FINANCIAL INSTITUTIONS

T

his chapter reviews the developments in non-bank financial institutions (NBFIs) in the WAMZ,
which constitute about 25.0 percent of
total assets of financial institutions. The
NBFIs such as microfinance institutions
(MFIs), mortgage banks, pension funds
and insurance companies have strengthened competition in the financial sector
through their savings mobilization functions. Furthermore, their interconnectedness with the banking industry has wider
implications for financial stability since
risks can be transmitted from one sector
to the other.
4.1 Insurance
The insurance sector in the WAMZ witnessed significant growth during the review period, evidenced by the growth
in gross premiums in all countries. The
number of life, non-life and reinsurance companies as well as licensed insurance brokers and loss adjusters also
increased. In addition, confidence levels
in insurance companies continued to improve particularly in Ghana and Nigeria.
In The Gambia, the number of insurance
companies increased from eleven (11) in
2011 to twelve (12). The new entrant to
the industry is Enterprise Life Assurance
Company (ELAC Gambia Ltd). Nine (9)
of the twelve (12) insurance companies
in the country underwrite general business (non-life business), while two (2)
are wholly life insurers, and one (1) is a
composite insurer. The numbers of brokers and agents also expanded to eight
(8) and sixty-eight (68), respectively,

from seven (7) brokers and thirteen (13)
agents in the previous period. On the
other hand, the total number of insurance companies operating in Ghana remained at 43, consisting of 18 life, 23
non-life and 2 reinsurance companies.
Also, 40 broking companies, one reinsurance broking company and one loss
adjusting company were in operation
during the review period. Specific challenges for the industry include the factoring of risk elements into the credit policy
on premium, making the industry IFRScompliant, and the adoption of RBS.
Two new insurance companies were licensed in Guinea, bringing the total
number of operators to 9. One Insurance
company which was under temporary
administration was recapitalized with the
sum of GNF 6 billion by the Government
of Guinea. The insurance sector also
include of 55 brokers and 48 general
agents, out of which 25 operated in the
hinterland and 23 within the capital city
Conakry. The level of market penetration
(0.50 percent) was however weak, while
the sector was highly concentrated, with
a single insurance company responsible
for 53.4 percent of the market share.
The industry’s turnover increased by 22
percent to GNF 161 billion in the review
period, however the Guinean Insurance
sector continued to grapple with sundry
challenges including low level of capitalization, lack of opportunities for reinvesting the mobilized resources, high taxes
on life insurance premiums and the absence of reinsurance to cover the main
mining companies.
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During the period, 10 new companies
were registered in Liberia, bringing the total number of insurance companies to 24
of which, 12 met the reform requirements
and the other 12 were given a grace period up to May 31, 2013. The number of
insurance brokers also rose by 2 to 3 in
2012. The total assets of the insurance
industry stood at US$29.03 million, while
liabilities amounted to US$8.61 million.
The insurance sector in Nigeria made significant progress in 2012, reflecting the
effective implementation of the NAICOM
strategic plan. The total premium income
for all insurance companies increased
from N210 billion in 2011 to N260 billion in 2012. The number of insurance
companies as at end-December 2012
stood at fifty (59), while there were two
reinsurance companies. The number of
brokers and insurance agents increased
from 550 and 1750 in 2011 to 579 and
2250 in 2012, respectively. The number
of companies with foreign ownership
also increased from three (3) in 2011 to
ten (10) in 2012, mostly from South Africa. The increase in foreign ownership
indicated the perception of opportunities
in retail insurance markets.

In Sierra Leone, the insurance industry
continued to record strong growth with
total gross premium estimated at Le 57.3
billion (US$ 13.3 million). Total premium from the life and non-life businesses
amounted to Le 10.7 billion and Le 46.6
billion, respectively. The number of insurance companies increased to ten (10)
from nine (9) in 2011 due to the licensing
of one reinsurance company in 2012.
However, the industry is heavily concentrated with the top five (5) accounting for
about 90 percent of the gross premium
while insurance penetration remained
low, it increased to 0.74 percent in 2012
from 0.56 percent in 2011. The minimum
capital requirement per class of business
in the life and non-life sectors remained
low at US$ 53,333.3.
Despite significant improvements in the
insurance markets across the Zone, insurance penetration (gross premium as
a percentage of GDP) remained low, at
under 2.0 percent in all countries.

Box 4.1: Recent Insurance Reforms in the WAMZ
Ghana
The National Insurance Commission (NIC) initiated several projects to improve both efficiency and depth of the industry:
The NIC undertook the review of the Insurance Act to make it relevant to current insurance market developments, especially with regard to micro-insurance and agric-insurance.
NIC issued new prudential guidelines mandating companies to submit monthly returns to
the Commission through an online automated software system as a basis for migration
to RBS.
The Commission also issued directives for all companies to prepare their accounts in line
with IFRS.

An actuarial capacity development project was launched to train actuaristss locally and
enhance the capacity of existing actuaries to encourage insurance companies to have
in-house actuaries.
There were plans to raise the minimum capital requirement to cedi equivalent of US$5
million from its present level of US$1 million.
Guinea
A Vehicle Guarantee Fund was introduced during the review period to take charge of
road accident victims in cases where accident culprits were not known or insolvent.
Liberia
The Insurance Reform Road Map (IRRM), which was issued to insurance companies in
September 2011 to enhance regulatory compliance was revised in 2012, to ensure flexibility upon the commitment made by the insurance companies. Requirements regarding
adequate capitalization, corporate governance, adequate risk management and adequate reinsurance cover were to be met by December 31, 2012. Those companies thst
met the reform requirements on/before the deadline were to be licensed by the CBL to
operate as legally recognised insurance companies.
A new Insurance Bill was prepared and expected to be laid before the Legislature for
passage.
Nigeria
The National Insurance Commission (NAICOM) continued to implement reforms to boost
the insurance sector, especially the introduction of micro-insurance and establishment
of Takaful operations. The Commission also undertook a self assessment through the
Financial System Assessment Program (FSAP) in August 2012. It also released guidelines
on “No Premium No Cover” and continued to work towards migration to IFRS in line with
international best practices.
Sierra Leone
The Sierra Leone Insurance Commission (SLICOM) was reviewing the Insurance Act of
2000 to improve compliance with the Insurance Core Principles and raise minimum capital requirements to match the growth of the insurance sector.
SLICOM established a public compliant bureau to address customer complaints and
boost the confidence levels of the general public. The Commission also recently reviewed
the policies of all insurance products to improve claims handling and underwriting as
well as enhance transparency.
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4.2 Pension
(Member States continued to undertake
key activities to improve the depth and
efficiency of the pension industry during
the review period.
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In Ghana, the National Pension Regulatory Authority (NPRA) continued with
the implementation of the new three-tier
pension scheme during the review period. The NPRA registered 15 trustees,
15 pension fund custodians and 36 pension fund managers. The Authority also
conducted outreach programmes to
educate the public on the new pension
scheme. The second tier contributions
were lodged into an account at the Bank
of Ghana (BOG) and licensed fund managers would manage the contributions
according to the set guidelines contained
in the Occupational and Personal Pension Schemes Regulations (OPPSR). NPRA
also issued two legal instruments (LIs)
namely, Basic National Social Security
Regulations (BNSSR) and Occupational
and Personal Pension Schemes (General)
Regulations (OPPSR) to guide the implementation of the new pension scheme.
The National Social Security Fund (Caisse
Nationale de Sécurité Sociale (CNSS))
and the Pension Funds Department
(Division des Fonds de Retraite : DFR)
collectively managed Pension funds in
Guinea in the review period. The CNSS,
which is a public institution under the
Ministry of Social Affairs, Women and
Youths, is vested with administrative and
financial authority for the country’s Pension funds. The DFR was established
through Decree no. D/2007/041/PRG/
SGG of 5th December 2007 and covers
the country’s ministerial departments and
general secretariats. In line with the provisions of this Decree, the departments in
charge of managing pension funds were
merged into one Division under the Na-

tional Directorate of Budget of the Ministry in charge of Budget.
During the review period, the National
Pension Commission (PENCOM) of Nigeria issued the minimum capital requirements for the pension fund custodians and administrators at N 1 billion
and N 2 billion, respectively. Accordingly,
twenty (20) companies out of thirty-one
(31) recapitalized, while others that could
not inject new capital were bought over
or merged. The number of licensed pension fund custodians (PFCs) and pension
fund administrators (PFAs) in operation in Nigeria, therefore, declined to 4
and 24 from 5 and 31, respectively. The
PFAs continued their functions of opening retirement savings account for all
employees, managing pension fund investment and administering retirement
benefits. Plans were underway for the
implementation of a new three-year plan
for the sector for which series of strategic meetings between PENCOM and
other stakeholders were held in 2012.
PENCOM, in collaboration with VALTEC
Limited, developed robust risk management analysis software, which is expected
to go live in 2013. The Commission appointed Recovery Agencies to enhance
compliance with payment obligations. It
also established a joint committee with
the International Monetary Fund (IMF) to
develop investment outlets for its fund,
and collaborated with NAICOM to provide guidelines on employing an annuity
strategy as an alternative. The Commission was also working on modalities to
extend coverage to informal sector.
The pension scheme in Sierra Leone
which is administered by the National Social Security and Insurance Trust (NASSIT)
continued to witness significant developments as the total insured population
rose to 190,945 in 2012, from 179,026

in the previous year. In addition, contribution collections increased by 41.1 percent
during the review period, to Le 195.3 billion. Total investment income also rose by
41.6 percent, to Le 31.3 billion. However,
the average return on investment stood
at 5.6 percent as against 5.8 percent in
2011. Administrative expenses increased
by 7.7 percent, to US$ 9.5 million while
benefit payments amounted to US$ 8.4
million in 2012 compared US$ 6.1 million in 2011. NASSIT reviewed its asset
allocation strategy and investment management framework in order to maximize returns from investment. It also initiated preparations, in collaboration with
Government, for the establishment of a
special court on social security to prosecute delinquent establishment and thus,
boost contribution collection. To improve
benefit processing, the Trust also installed
new benefit processing software. NASSIT was collaborating with other pension
agencies to extend coverage to Sierra
Leoneans abroad.
4.3 Other
(OFIs)8

Financial

Institutions

OFIs continued to play a key role in the financial sector of member countries especially in Ghana and Nigeria, where they
are becoming sophisticated. Institutions
such as securities and brokerage companies, mortgage finance companies,
mutual fund, development finance companies, etc, that are prevalent in Ghana
and Nigeria are yet to be developed in
the other WAMZ countries. Securities
brokerage in particular is done over the
counter in the other member countries.
However, with the establishment of the
stock exchange in Sierra Leone in 2007,
three securities brokerage companies
were recently issued licenses.

In Nigeria, the total assets of the primary
mortgage banks (PMBs) increased slightly by 2.2 per cent to US$2.45 billion in
December 2012, from US$ 2.4 billion as
at end-June. The PMBs continue to intensify competition for loans and deposits in
the banking system although their total
asset size remained small (equivalent to
about 5.0 percent of total assets of the
banking system). Finance houses, mortgage companies and unit trusts have also
increased competition in the financial
system even though their share of total
assets remained minuscule.
4.4 Financial Inclusion
During the review period, member countries continued to implement policy measures that were aimed at increasing access to finance. The measures ranged
from the development of national payments systems to setting up of guidelines
for the operations of microfinance institutions (MFIs). Financial inclusion however,
remained low across the Zone owing
to structural bottlenecks in the domestic
economies of member countries. Key indices of financial inclusion such as bank
penetration and bank usage remained
unchanged when compared to June
2012 (see June 2012 WAMZ FSR). This
underscored the need for deeper reforms
that will substantially enhance access to
finance.
4.5 Microfinance
Microfinance activities remained robust
during the review period as the total assets of microfinance institutions (MFIs)
expanded across the Zone. Total assets
of MFIs (excluding Sierra Leone) stood at
US$ 3.8 billion in December 2012, up by
17.4 percent from June. The overall asset
growth was supported by the expansion
of microcredit/loans in all member countries, except Guinea where microloans

OFIs include Securities and Brokerage Companies, Finance House, Development Financial Institutions(DFIs), Mortgage Finance Institutions (MFs), Foreign Exchange Bureaus (FB), Discount Houses (DHs) and Leasing Companies.
8
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declined by 6.6 percent. New entrants
into the microfinance sector on account
of recent reforms to increase access to
credit further supported the overall expansion in microfinance assets.
Figure 4.1: Total Assets of MFIs

However, the microfinance sector continued to be confronted with key challenges
including weak surveillance of MFIs, inadequate or lack of reliable internal control and accounting information system
in some MFIs, the lack of proper synergy
between banks and MFIs and poor risk
assessment as well as inefficient loan recovery procedures by MFIs.

Box 4.2 Recent Microfinance Reforms in Guinea
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The establishment of the Agence Nationale de la Microfinance and the putting in
place a GNF 130 billion fund to support women and the youth in revenue-generating
activities.
The Agency undertook sector diagnosis, with the support of development partners;
covering regulation, supply and demand for financial services.
The Agency was developing a national strategy document for inclusive financing.
Source: Central Bank of Guinea

CHAPTER 5
FINANCIAL POLICY AND INFRASTRUCTURE

A

strong and vibrant financial system
infrastructure is both a necessary
and sufficient condition for the effective functioning of the financial system.
This is especially important for member states of the WAMZ as the drive for
foreign capital mobilization intensifies.
Additionally, financial soundness and
stability is greatly enhanced by financial
system integrity, financial inclusion, efficient payments and settlement system, as
well as by financial regulation, supervision and reporting. The financial system
infrastructure, consisting of the financial
institutions, instruments, rules and standards for financial intermediation is reviewed in this chapter.
5.1 Financial Regulation, Supervision
and Reporting
Member states continued to demonstrate
strong commitment towards the strengthening and implementation of laws that
regulate the establishment and operation
of banks and non bank financial institutions, as well as those for the capital markets and payments and settlement system.
In addition, there is a gradual shift from
micro-prudential to macro-prudential supervision in order to strengthen compliance with prudential norms.
The completion of the ongoing implementation of the V-RegCoss technology
in Sierra Leone (the equivalent of eFASS
in Nigeria and Ghana), would increase
the number of countries with fully automated off-site bank examination procedure in the WAMZ to four. The system is
already operational in Nigeria, Ghana,

and the Gambia. In the review period,
Liberia, with assistance from the United
States Agency for International Development (USAID), developed a business
case document which is expected to be
submitted to the World Bank and African Development Bank (AfDB) for funding. The Central Bank of Liberia was also
considering internal funding should donor support be impossible. Guinea was
yet to install the technology, and may be
unable to do so before 2014, due to unavailability of donors
The College of Supervisors of the West
African Monetary Zone continued to play
a key role in the promotion of a sound,
vibrant, robust and stable financial system in the WAMZ. Consequently, member states of the WAMZ demonstrated
strong commitment towards the institutionalization of sound corporate governance principles, and the implementation
of Risk Based Supervision (RBS), Basel
Core Principles (BCPs), as well as Basels
II and III and the International Financial
Reporting Standards (IFRS) in all deposit
money banks operating within their jurisdictions. Specifically, Guinea successfully
migrated to RBS within the review period,
joining The Gambia, Ghana, Liberia and
Nigeria. Member states were at various
stages of implementation/migration of /
to BCPs, Basels II & III, as well as IFRS.
Eight Nigerian bank subsidiaries were
jointly examined by the CBN and the
Central Banks of The Gambia, Ghana,
Guinea and Liberia during the review
period. Three more banks operating in
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Sierra Leone were examined later in the
year. Commission Bancaire of the UEMOA zone communicated its willingness
to jointly examine two Nigerian bank
subsidiaries operating in that zone with
the Central Bank of Nigeria.
During the review period, plans to harmonize the framework for the supervision
and regulation of microfinance institutions in the WAMZ commenced, especially in member countries where these
guidelines were either non-existence, or
inconsistent with those of the WAMZ. To
this end, The Gambia began the process
of amending its microfinance guidelines
following the enactment of the financial
institutions bill. , Ghana issued new microfinance guidelines which broadly reflect that of the WAMZ. In Guinea and
Liberia, the microfinance guidelines were
being reviewed in line with the WAMZ
guideline.
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5.2 Financial Integrity (Intelligence/
Surveillance)
In the review period, member states of the
WAMZ continued to demonstrate strong
commitment towards combating money
laundering and the financing of terrorism. The CBN, in conjunction with other
stakeholders, continued to implement the
recommendations of the Financial Action
Task Force (FATF 40+9). In The Gambia,
the review of the Money Laundering Act
2003 was concluded with the final enactment of the Anti-Money Laundering and
Countering the Financing of Terrorism
(AML/CFT) Act 2012. The implementation of the Act also commenced within
the review period. Appropriate analytical
software was acquired by the Financial
Intelligence Unit to enhance the analytical capabilities of staff of the Zone’s Central Banks.

5.3 Accessibility to Credit Information
In the review period, access to credit information continued to improve. Private
Credit Reference Bureaux continued to be
operational in The Gambia, Ghana, Nigeria and Sierra Leone. The Central Bank
of Nigeria continued to complement the
efforts of the private credit reference bureaux in the country through its Credit
Reference Management System (CRMS).
In the review period, registered borrowers
in the CRMS rose by 2.7 percent, relative
to end-June 2012 to 86, 438 at end-December, 2012.. Additionally, the number
of borrowers with outstanding facilities of
N1 million and above increased by 18.4
percent to 30, 929, while the number of
credits rose by 29.6 percent to 43,866
in the review period. However, the value
of outstanding credits declined by 23.7
percent to N3, 532 billion. The decline
in credit may not be unrelated to cost of
the credit referencing system, which has
implications for the overall cost of borrowing. The operation of fast-track commercial courts in some member states
eased the problem of collateral realization within the zone.
5.4 Developments in Payments System
The Payments System Infrastructure Development Project in The Gambia, Guinea, Liberia, and Sierra Leone, as well
as the continuous upgrading of the Payments System infrastructure in Ghana
and Nigeria progressed during the review period.
During the review period, Guinea completed the Infrastructure upgrade while
equipment were installed for the Core
Banking Application (CBA). In Liberia,
the project was officially launched during the review period with the completion of scoping studies for staff of the

CBL and some of the solution providers
commenced implementation. The project
is expected to go live by end-July 2013
in Sierra Leone. The solution provider
for the CBA had installed equipment at
the main site, technical and operational
training had been concluded.
Pursuant to the achievement of the Payments System Vision 2020, the CBN reviewed the guidelines on Stored Value and
Prepaid Card Issuance and Transaction
Switching Services. The Bank also granted commercial licenses to five (5) mobile
payment scheme operators, bringing the
number of operators to twenty (20). The
cheque truncation scheme commenced

in the Lagos clearing zone, with the clearing cycle reduced to two days from T+2.
The N100 fee on the ‘not-on us’ ATM
cash withdrawal was abolished.
The volume and value of interbank transfers through the CBN RTGS (CBN Interbank Funds Transfer System- CIFTS) decreased to 213, 825 and N57, 285.87
billion at end December 2012, from 273,
105 and N58, 576.85 billion at endJune 2012, respectively. This was attributed to the use of alternative payments
platform such as the Nigerian Inter-Bank
Settlement System (NIBSS) and NEFT.

Box 5.1 Recent developments in AML/CFT in Nigeria
Amendment of the AML/CFT Regulation 2009 to align with the Money Laundering Prohibition Act, 2011, and Terrorism Prohibition Act, 2011
Issuance and gazetting of the AML/CFT Risk-Based Supervision (RBS) Framework
Approval of the use of Independent National Election Commission (INEC) Voters’ Registration Card as an alternate means of identification for the purpose of account opening
Inauguration of the AML/CFT Stakeholders’ Consultative Forum
Development of the AML/CFT training manual for bank examiners and operators
Source: CBN
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CHAPTER 6
CONCLUSION: AN OVERALL ASSESSMENT

T

he financial system in the WAMZ remained stable, notwithstanding the
financial vulnerabilities in the global
arena. In particular, the banking system
and capital markets recorded significant
progress in the review period. This progress was of course, on account of stable
and sustained macro-economic policies,
robust economic growth, enhanced regulatory and supervisory environment as
well as the continuation of reform measures across member countries.
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The balance sheet of the banking industry continued to trend upwards, especially
as a result of increased risk assets and
deposits liabilities, despite the growing
completion from the NBFIs. Although
there was an increase in the quality of
assets, NPLs exceeded the regulatory
minimum of 10 percent. The impressive
provisioning ratios however, indicated
the banks’ abilities to absorb these losses
in the event that they crystallize. However,
the increase in the NOP in some member
countries is worrisome.
Despite the general strengthening of the
financial soundness of banks, the downside risks to financial stability reported in
previous editions of the FSR are still prevalent. These include high operating cost,
high lending rates and increasing market
risks. High operating cost that reflects the
inefficiencies in the banking system have
hampered the profitability potential of
banks across Zone. Contractionary monetary policy in response to rising inflation
continued to increase interest rates in
some countries thus elevating the prob-

ability of loan defaults that may undermine the quality of bank loan portfolios in
the future. Also, high interest rates have
led to a general rise in interest margins
but was counter-balanced by higher administrative expense, further constraining
profitability. This underscores the need
for banks to widen profit opportunities
by seeking firms and business areas with
high growth potential. In addition, improving efficiency through a reduction in
operating costs, and by enhancing the
effectiveness of credit risk management
could strengthen bank profitability.
The operations of NBFIs continued to improve through the intensified of competition for deposits thereby increasing the
depth and liquidity of the financial system.
Microfinance assets grew remarkably on
account of the expansion in microcredit, the entry of new MFIs and reforms to
improve financial inclusion. In addition,
insurance companies and pension funds
remained critical to financial stability and
future economic growth given the rapid
growth in their assets. The relentless pursuit to strengthen the financial system architecture of member countries through
the developments of national payments
system, adoption of international financial standards (IFRS, RBS and Basel
II) and promotion of financial integrity
(AML/CFT) would support and enhance
financial stability going forward.

GLOSSARY
Capital Adequacy Ratio (CAR): measures the equity capital of banking institutions expressed as a percentage of
weighted of risky assets (assumed risk
level). It is used to protect depositors, by
strengthening the ability of banks to absorb short and long-term losses, and to
provide for unexpected losses. The Basel
Committee recommends 8 per cent for
banks that operate internationally but
smaller banks in developing countries
may require a higher percentage.
Core liquid assets to total assets: gives
an indication of the level of liquidity required to meet expected and unexpected
demand for cash.
Core liquid assets to short term liabilities: measures liquidity mismatch of
assets and liabilities to show the extent by
which banks can meet short-term obligations.
Financial intermediation margin:
measured as the ratio of net interest margin to gross income, it shows the performance of productive assets (credit and
investment) in relation to total earnings.
In other words, it reveals the efficiency of
banks’ decision making.
Leverage: is defined as total assets divided by equity, and measures the degree
to which the banking system is utilizing
borrowed money. High leverage may increase the risk of bankruptcy if banks are
unable to make payments on debt, but it
may also increase return on equity and
the tax associated with borrowing.
Liquidity: defined as the amount of
bank’s asset adjusted for risk. It shows
the exposure to risks in terms of the level
of loan losses that the bank is willing to
accept without running into difficulties.

Member Central Banks: refers to central banks of WAMZ countries.
Member States/Countries: refers to
countries of the WAMZ, namely: The
Gambia, Ghana, Guinea, Liberia, Nigeria, and Sierra Leone.
National Switch: is a common platform
through which all banks interconnect
their Automated Teller Machines (ATMs)
and Points of Sale (POS) with other financial products.
Net open position: shows the net short
and long positions of each currency other than the reporting country’s currency
and the net long or short position in gold
converted at spot rates into the reporting
country’s currency. The net short and net
long positions are summed separately to
give the total net short position and the
total net long position, respectively. The
higher of these two totals is taken as the
overall net foreign exchange position.
Net interest spread: defined as the
nominal average difference between borrowing and lending rates, without compensating for the differences the amount
of earnings and borrowed funds.
Non-interest expense to gross income: measures the size of administrative expenses in gross income. It shows
the efficiency of bank’s use of resources.
Non-performing Loans (NPLs): is defined as 90 days past due loans. Prudential regulation in Member States consider
single digit NPLs as the acceptable level
for banks.
Productive assets: implies interest earning or income generating assets of banks.
For the purpose of this report productive
assets are typically the investments held
by banks and credit extended by banks.
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Provisions Coverage: is defined as the
amount that is set aside to cater for bad
loans expressed as a proportion of total
capital.
Return on Assets (ROA): measures the
performance of banks in terms of average total assets. It indicates a bank’s capacity to use all its resources (real and
financial) to generate income in a period.
Return on Equity (ROE): measures the
performance of banks in terms of own
funds and reflects the return obtained
from shareholders’ contribution.
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ACRONYMS AND ABBREVIATIONS
ACGSF
ACSS		
AfDB		
AMCON
ATM		
BCP		
BCRG		
BSL 		
CAB		
CAR		
CB		
CBA		
CBG		
CBL		
CBN		
CRMS		
CSWAMZ
DFI		
DMB		
DRC		
ECB		
ECOWAS
EME		
ETF 		
FED 		
FH 		
FIA		
FSA 		
FSI 		
FSR 		
GAIC 		
GDP 		
GIABA 		

Agricultural Credit Guarantee Scheme Fund
Agricultural Credit Support Scheme
African Development Bank
Asset Management Corporation of Nigeria
Automated Teller machine
Basel Core Principles
Banque Centrale de la Republique de Guinea
Bank of Sierra Leone
Current Account Balance
Capital Adequacy Ratio
Community Bank
Core Banking Application
Central Bank of the Gambia
Central Bank of Liberia
Central Bank of Nigeria
Credit Risk Management System
College of Supervisors of the West African Monetary Zone
Development Finance Institutions
Deposit Money Banks
Democratic Republic of Congo
European Central Bank
Economic Community Of West African States
Emerging Market Economies
Exchange Traded Funds
Federal Reserve Bank of the United States of America
Finance Houses
Financial Intelligence Act
Financial Services Association
Financial Stability Institute
Financial Stability Report
German Agency for International Cooperation
Gross Domestic Product
Inter Governmental Action Group against Money Laundering and 		
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GSE		
IFC		
IFRS 		
IMF 		
IT		
MB		
MDRI		
MFB 		
MFI 		
MICR 		
MITAF
MoU 		
NAICOM
NPRA		
NASSIT
NBFI 		
NDA 		
NFA 		
NIC 		
NIRSAL
NPRA		
NSE 		
OFI 		
PCB 		
PCRB 		
PENCOM
PFA 		
PFC 		
PFM 		
POS 		
PSV 		
RBS 		
ROA		
ROE 		
RTGS 		
Rupees
RWA 		
SEC		

Financing of Terrorism in West Africa
Ghana Stock Exchange
International Finance Comporation
International Financial Reporting Standard
International monetary Fund
Information Technology
Mortgage Banks
Market Development and Restructuring Initiative
Micro Finance Banks
Micro Finance Institutions
Magnetic Ink Character Recognition
Micro Finance Investment and Technical Assistance facility
Memorandum of Understanding
National Insurance Commission (Nigeria)
National Pension Regulatory Authority
National Social Security and Insurance trust (Sierra Leone)
Non Bank Financial Institutions
Net Domestic Assets
Net Foreign Assets
National Insurance Commission (Ghana)
Nigeria Incentive-based Risk Sharing system for Agricultural Lending
National Pension Regulatory Authority (Ghana)
Nigeria Stock Exchange
Other Financial Institutions
Private Credit bureau
Private Credit Reference Bureau
Nigeria Pension Commission (Nigeria)
Pension Fund Administrators (Nigeria)
Pension Fund Custodian
Pension Fund Managers (Ghana)
Point Of Sale
Payments System Vision
Risk Based Supervision
Return On Assets
Return On Equity
Real Time Gross Settlement
Indian currency
Risk Weighted Assets
Securities and Exchange Commission

SMG 		
SSNIT 		
SSS 		
SWIFT		
T24 		
UBA 		
US 		
USA 		
USAID
US SEC
UN 		
UNSCR
Yen 		
Yuan		
WAMZ

Societe Monetique de Guinea
Social Security and National Insurance Trust (Ghana)
Scriptless Securities Settlement
Society for Worldwide Interbank Financial Telecommunications
Temenos twenty four hours nonstop banking application
United Bank for Africa
United States
United States of America
United States Agency for International Development
United States Securities and Exchange Commission
United Nations
United Nations Security Council Resolutions
Japanese currency
Chinese currency
West African Monetary Zone
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APPENDIX 1: SELECTED BANK INDICATORS

A.
Tota l Asse ts of the Ba nking Syste m in the W AMZ
Jun-11
Dec-11
Jun-12

Country
The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

548.8
12,930.1
1,348.3
619.7
111,306.0
643.5
127,478.1

583.4
13,453.0
1,536.0
712.4
113,762.5
681.3
130,728.6

661.0
13,143.1
1,352.0
783.0
126,386.2
718.6
143,043.9

Dec-12

661.0
14,224.5
1,428.0
763.6
135,409.0
843.9
153,330.0

B.
40

Country

Tota Bank Credit in the WAMZ (Million $)
Jun-11
Dec-11

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

181.2
5,143.2
220.0
201.6
47,574.1
216.9
53,537.0

181.0
6,037.7
445.0
223.0
47,853.6
244.9
54,985.2

Jun-12

163.2
5,968.1
326.0
239.5
49,799.2
250.2
56,746.2

Dec-12

190.5
6,800.6
430.0
260.7
52,344.5
265.5
60,291.8

C.
Total Liabilites of the Banking System in the WAMZ

Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Jun-11

564.5
11,180.6
1,348.3
520.0
111,306.0
643.5
125,543.9

2011

575.4
12,273.0
1,536.0
609.2
113,762.5
681.3
129,437.3

Jun-12

573.1
11,409.8
1,352.0
678.7
126,368.2
718.6
141,100.4

Dec-12

661.0
12,510.2
1,428.0
665.6
135,409.3
834.9
151,509.0

.D.
Total Deposits of the Banking System in the WAMZ (Million $)
Jun-11
2011
Jun-12

Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

427.4
9,061.8
1,104.1
440.0
75,785.2
488.6
87,307.1

435.5
10,323.2
1,164.0
494.0
80,327.4
526.1
93,270.2

437.8
9,631.0
1,075.1
520.4
61,517.1
537.2
73,718.6

Dec-12

459.7
10,226.2
1,083.0
531.5
92,398.7
652.8
105,351.9

E.
Banking Capitalization Indicators, December 2012
Minimum Capital
($ Million)

Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone

5.2
40.8
7.2
10.0
165.2
4.2

Average
Capital ($
Million)

7.4
31.9
8.4
11.9
734.2
9.6

Number of Bank
% of Bank with
with Capital
Greater or Equal Capital Greater or
Equal to Average
to Average

11.0
13.0
1.0
2.0
8.0
5.0

91.7
50.0
7.1
22.2
40.0
38.5

F.
Capital Adequacy Indicators in Percentages, December 2012

Country

Regulated Capital
Adequacy Ratio
(CAR)
Average CAR

% of Banks with
Average
CAR Greater or
Equity/Total Assets
Equal to Average (%)

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone

10.0
10.0
10.0
10.0
10.0
15.0

30.0
18.6
23.0
22.7
18.3
27.9

91.7
50.0
7.1
22.2
40.0
38.5

14.8
7.9
11.4
14.2
7.0
14.9

Total Re gion

10.8

23.4

41.6

11.7
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G.
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Provisions - NPL/Capital
Jun-11
Dec-11

41.3
38.6
3.1
36.0
34.7
24.0
29.6

14.7
35.3
3.0
45.0
14.8
21.4
22.4

Jun-12

Dec-12

28.6
47.7
3.0
45.1
6.8
17.5
24.8

10.5
40.7
10.3
60.0
6.1
21.1
24.8

Jun-12

Dec-12

13.8
13.2
5.0
19.6
4.3
14.2
11.7

16.5
13.2
1.9
24.9
3.5
14.7
12.5

Jun-12

Dec-12

H.
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ
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NPLs/Gross Loans
Jun-11
Dec-11

12.7
16.4
4.7
18.5
10.3
15.7
13.1

12.6
14.2
2.8
20.8
4.9
15.1
11.7

I.
Return On Assets
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Jun-11

0.6
1.8
1.4
0.1
0.2
2.3
1.1

Dec-11

0.2
3.7
2.5
(0.7)
0.2
3.8
1.6

1.3
2.2
1.5
0.2
1.5
2.2
1.5

2.2
4.8
3.0
(0.1)
0.8
3.7
2.4

J.
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Return On Equity
Jun-11

3.4
9.3
16.3
0.4
54.5
10.0
15.6

Dec-11

0.2
19.7
30.9
(4.7)
1.9
15.6
10.6

Jun-12

Dec-12

Jun-12

Dec-12

2.4
13.5
13.0
1.4
13.0
10.1
8.9

12.5
25.7
22.0
(0.5)
7.8
17.4
14.2

K.
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Risk Appetite RWA/Total Assets
Jun-11
Dec-11

52.0
67.4
35.4
46.7
64.9
52.6
53.2

63.0
68.8
43.7
46.9
58.6
51.9
55.5

48.0
71.8
44.1
48.2
63.0
48.7
54.0

44.1
67.6
64.6
46.6
58.8
46.9
54.8

L.
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Leverage: Total Asset/Equity (# of times)
Jun-11
Dec-11
Jun-12

7.3
7.5
11.9
6.3
66.1
6.6
17.6

6.3
7.3
12.3
6.9
78.5
6.8
19.7

7.5
13.4
8.4
7.5
7.8
16.2
10.1

Dec-12

6.7
12.6
8.8
7.1
8.9
14.9
9.8
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M.
Country

The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Core Li qui d Asse t/ S hort te rm Li a bi l i ti e s
Jun-11
Dec-11
Jun-12

63.9
50.8
84.9
59.0
19.4
7.9
57.2

68.1
46.9
78.3
65.3
25.7
6.9
58.2

73.7
58.3
82.7
45.2
28.0
26.5
52.4

Dec-12

81.5
77.3
66.4
44.4
28.9
6.5
50.8

N.
Country
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The Gambia
Ghana
Guinea
Liberia
Nigeria
Sierra Leone
WAMZ

Co re L i q u i d Asse ts/ T o ta l Asse t
Jun-11
Dec-11
Jun-12

42.3
25.3
43.9
31.0
17.7
6.7
27.8

43.7
37.2
42.3
33.0
36.5
5.8
33.1

46.9
42.3
43.8
31.5
24.0
5.4
32.3

Dec-12

51.9
38.7
38.0
31.9
24.7
5.6
31.8

APPENDIX 3:
SELECTED MACROECONOMIC INDICATORS IN THE WAMZ

2005

2006

2007

2008

2009

2010

2011

2012

Output and prices

Real GDP growth (%)
Nominal GDP ($mil)
Inflation Rate (end of Period)

6.3
6.0
6.3
6.2
6.4
7.7
8.2
6.8
113,075.7 160,036.0 215,237.6 221,631.9 199,531.0 234,146.1 284,399.7 310,463.4
13.4
11.5
8.2
15.2
13.5
12.4
11.2
11.6

Money and credit

Money Supply (M2+) growth (% change)
Velocity (Nom. GDP/M2+)

17.7
4.6

52.0
4.3

52.2
3.8

37.2
2.8

4.5
2.4

8.9
2.6

11.6
2.9

13.0
2.8

55,541.5 46,452.0 38,082.1 39,808.6
11.1
13.9
7.0
5.7

50,675.8
7.0

External sector

Gross International Reserves ($mil)
Gross International Reserves (in months of import)

30,479.3
10.0

44,918.5 54,634.4
12.2
11.4

Governments Fiscal operations

Tax Revenue ( % of GDP)
Salary mass/Total tax revenue

19.6

15.3

11.2

16.9

12.0

12.3

13.0

13.2

21.1

22.7

34.7

25.3

35.6

41.2

41.2

39.0

Public Investments from domestic receipts

38.3

-7.8

31.1

24.1

35.5

24.8

19.8

16.2

Captital Expenditures / Total Expenditures

19.4
42.6
1.1
1.7

19.1
28.2
-3.8
-3.3

15.4
25.3
0.8
1.3

14.1
31.8
1.0
1.4

21.8
22.7
3.3
3.8

12.9
28.8
5.9
6.3

12.5
24.9
2.8
3.2

11.2
24.4
2.9
3.2

Expenditure (% of GDP)
Fiscal Balance includ. Grants ( % of GDP)**
Fiscal Balance excl.Grants ( % of GDP)**
Source: WAMZ Authorities and WAMI Staff
(**) (+) means deficit and (-)means surplus

(**) (+) means deficit and (-)means surplus
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