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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
Af¬rican Monetary Zone (CSWAMZ).
Its main objective is to provide an in
depth analysis of the performance of
financial institutions in Member States
of the WAMZ, with a view to identifying
the key risks facing the financial
system and efforts made to address
these challenges. The Report also
highlights the inter-linkages between
macroeconomic stability and financial
stability in the WAMZ.

This Report is prepared by the West
African Monetary Institute (WAMI),
under the general supervision of the
Director Gen¬eral, Dr. Abwaku Englama.
The overall analysis and production of
the Report was undertaken by staff of
the Financial Integration Department
led by A. Barry (Director), assisted by K.
Mansaray(Senior Economist), R. NtimOfosu(Economist), A. Diallo(Economist)
and O. Sherif(Economist). The Banking
Su¬pervision Departments (BSD) of
member central banks of the WAMZ
provided the financial sector data
and individual country reports. The
publication was sub¬jected to review by
In 2014, the financial system in the the Operations Com¬mittee of WAMI,
WAMZ remained sound despite and also benefited from comments and
macroeconomic challenges, particularly suggestions by external reviewers and
the drop in the price of the major exports member central banks.
of the region such as oil, iron ore, bauxite
and gold; the continuous depreciation The Report is structured into 6 chap¬ters.
of domestic currencies;, and the Following the summary, Chapter 1
ramifications of Ebola Virus Disease reviews international developments and
(EVD) outbreak in three of the region’s domestic macroeco¬nomic and financial
Member States, which had a somewhat developments. Chapter 2 dis¬cusses
spiral effect in the region and posed the developments in the financial
some threats. The banking system in the markets in the WAMZ, while Chapter 3
WAMZ showed a favourable balance analyzes the general condition of the
sheet with increasing deposits and banking industry in the WAMZ. Chapter
assets. The regulatory and supervisory 4 reviews developments in Non-bank
environment continued to underpin the financial institutions, while Chapter 5
expansion of banking activities and the covers the developments in the WAMZ
gradual growth of financial markets in financial system infrastructure. Chapter
the region through relevant legislations 6 concludes the Report with an overall
and guidelines.
assessment of financial stability in the
WAMZ.

viii FINANCIAL STABILITY REPORT

I am of the hope that this edition
of the Report will provide useful
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 coun¬tries
of the WAMZ.
Your feedback on this Report will be
high¬ly appreciated. Please send all
comments and suggestions to: info@
wami-imao. org.
kmansaray@wami-imao.org
rofosu@wami-imao.org
osherif@wami-imao.org
AGNES O. MARTINS
Director,
Banking
Supervision
Department, Central Bank of Nigeria
Chairman, CSWAMZ
JULY, 2015
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SUMMARY

G

lobal economic growth remained
modest in 2014, reflecting the
geopolitical tensions in Europe
and weak global demand, due to
measures taken to rein in credit growth.
In addition, global output growth was
hindered by a deceleration of economic
activity in China and a resultant slump
in commodity prices. Inflationary
pressures also moderated in 2014, on
account of contractionary monetary
policies and fiscal consolidation
measures adopted by emerging market
economies. Monetary policy rates
generally remained stable, while the
currencies of major emerging market
economies depreciated against the US
dollar, due largely to the turmoil in many
financial markets in early 2014.Other
developments were the slow economic
recovery in advanced economies and the
impact of the tapering of quantitative
easing in the US.
Weak global economic activities and
the outbreak of EVD in West Africa
culminated in a slowdown in real
economic growth in the WAMZ. With
the exception of Nigeria, real GDP
growth in 2014 was below its 2013
level in all Member States. Inflationary
pressures increased during the review
period, although inflation declined and
remained within single digits in Guinea,
Liberia, Nigeria and Sierra Leone, on
account of tight monetary policy.
Overall fiscal deficits, excluding grants,

remained high although it declined
marginally to 6.5 percent of GDP
from 6.7 percent in 2013. The national
currencies of Member States generally
depreciated against the US dollars,
owing to foreign exchanges demand
pressures.
During the review period, financial
markets remained vibrant as the volume
of interbank transactions increased
due to the rise in interbank bank
rates consequent of monetary policy
tightening in some Member States. The
volume of foreign exchange transactions
increased largely on account of foreign
exchange demand pressures across the
Zone, which led to restrictive monetary
policies to dampen heightened exchange
rate expectations. Holdings of Treasury
securities generally increased on account
of higher government borrowing.
Insurance markets also recorded strong
growth in gross premiums, except
in Guinea and Sierra Leone, where
economic activities slowed due to the
Ebola epidemic. However, the two
stock markets, Ghana Stock Exchange
(GSE) and Nigeria Stock Exchange
(NSE) recorded weak performances
during the review period as total Market
Capitalization (MktCap) fell on both
Exchanges. The development was on
the backdrop of a gradual withdrawal of
foreign investors owing to the recovery
of developed economies, and the effects
of the US Federal Reserve tapering of its

x
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quantitative easing (QE) policy as well
as macroeconomic challenges in Ghana.
Market turnover, however, increased on
the NSE on account of the dual listing
of Seplat Petroleum Development
Company Plc on the NSE and the London
Stock Exchange (LSE) during the review
period.

indicating that banks’ loss absorption
capacity was strong. Banking sector
liquidity remained strong, although
the overall liquidity ratio generally
declined in most Member States.
Profitability also increased aross the
Zone, particularly in Liberia, where the
return on assets turned positive during
2014 from a negative trend in the last
three years. This was however, largely on
account of the regulatory forbearance
by the Central Bank of Liberia (CBL) on
loan loss provisions for loan facilities
affected by the EVD crisis. There were
mixed trends in asset quality, as NonPerforming Loans (NPLs) increased
and remained above the 10 percent
tolerable limit in Liberia and Sierra
Leone, due to the adverse effects of the
EVD but nonetheless contained within
single digits in The Gambia, Nigeria
and Guinea. In The Gambia and Ghana,
the percentage of NPLs to gross loans
declined on account of improvements in
credit risk management. Bank operating
cost remained high, as the ratio of
non-interest expense to gross income
increased, indicating declined efficiency
of resource utilization.

Banking activities expanded with growth
in assets, following the introduction
of new products to boost financial
outreach. Capital and equity levels also
increased in the review period, largely
on account of the increase in minimum
capital requirement, particularly in The
Gambia and Guinea. Interbank rates
were lower than monetary policy rates
in Member countries which spurred
interbank transactions. The growth
of bank credit and deposit, however
moderated, mirroringg the slowdown
in economic activities across the Zone.
In addition, the recent exchange rate
depreciation in most Member States
presents major risks to financial stability,
indicating the rise in foreign currency
risks, which might adversely affect
banks’ balance sheets. Net interest rate
spread also rose owing to high lending
rates, reflecting an increase in the cost Cross border banking remained active
of funds with potential adverse effects and dominated by Nigerian bank
on financial intermediation.
subsidiaries. The College of Supervisors
of the West African Monetary Zone
The banking system in the WAMZ (CSWAMZ) continued to provide the
generally remained stable with improved platform for the enhancement of
financial soundness indicators. Capital supervisory cooperation, harmonization
Adequacy Ratio (CAR) remained above of supervisory practices, promotion of
15.0 percent in all Member States, over financial stability and capacity building.
the 10.0 percent regulatory minimum, In a bid to foster cooperation among
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supervisors in the sub-region, two
members of the College (Ghana and
Liberia) signed cooperation agreements
with the Banking Commission of
UEMOA. The planned joint examination
of seven Nigerian bank subsidiaries in
the West Africa Region was postponed
because of the outbreak of the EVD.
Consequently, only one Nigerian bank
subsidiary was jointly examined by the
Central Bank of Nigeria and Bank of
Ghana of the CSWAMZ during 2014.
Non-bank financial institutions (NBFI)
continued to play a crucial role in the
financial sector through intermediation,
risk pooling and financial inclusion.
Microfinance
Institutions
(MFIs)
recorded strong growth in assets on
account of increased loans and new
entrants, buoyed by reforms to promote
financial inclusion in Member States. The
insurance sector witnessed significant
improvements during the review period
with strong growth in gross insurance
premiums in most Member States.
Member States continued to implement
reforms to improve the depth and
efficiency of the pension industry,
particularly in Ghana and Nigeria. The
pension industry in The Gambia, Ghana,
Nigeria and Sierra Leone were emerging
as key financial sector players in the
intermediation of long term funds.
Member States implemented key
reforms and measures to enhance
compliance
with
international
regulatory standards and strengthen
financial regulation and supervision in

xi

the sub-region. The implementation
of risk-based supervision (RBS), Basel
II and International Financial Reporting
Standards (IFRS), recorded significant
progress during 2014. Nigeria became
the first within the WAMZ to successfully
migrate to Basel II in October, 2014.
Member States sustained the strong
commitment towards combating money
laundering and the financing of terrorism
(AML/CFT) activities, by implementing
measures enhancing financial integrity
in the zone. The modernization of
the payments systems in the WAMZ
continued with the implementation of
various reforms across the Zone. The
completion of the WAMZ payments
system development project in Guinea
and Liberia was, however, delayed
due to the outbreak of the Ebola
epidemic. Member States took steps to
enhance the structures for compiling
and disseminating credit information
within their respective central banks. In
particular, Liberia launched the second
web-based collateral registry system,
in the WAMZ, following the example of
Ghana.

CHAPTER ONE

OVERVIEW OF MACROECONOMIC AND
FINANCIAL DEVELOPMENTS
1.1 International Developments

prices. Output growth in Russia was
0.6 percent in 2014, compared with 1.3
1.1.1 Output
percent in 2013, due to low investments,
low oil prices, weak demand for exports
Global economic activity remained
due to the economic sanctions and the
subdued in 2014, as real GDP growth
crisis in Ukraine. Despite the structural
rate was estimated at 3.3 percent, same
challenges and weak demand in India,
as in 2013, against the initial projection
output grew by 5.8 percent in 2014
of 3.7 percent. Economic activity was
from 5.0 percent in 2013.
dampened by the intensification of geopolitical tension between the Russian Despite the decline in oil prices as well as
Federation and Ukraine and weak political uncertainties in the Middle East
global demand. Notwithstanding these and North Africa (MENA) region, real
drawbacks, the advanced economies GDP growth increased to 2.8 percent in
grew by 1.8 percent compared to 1.3 2014 from 2.2 per cent in 2013, mainly
percent in 2013, largely underpinned by on account of stable inflation and
a rebound in economic activity in USA. exchange rates. Output growth in subGrowth in the US economy rallied to 2.4 Saharan Africa (SSA) moderated to 5.0
percent at end-December 2014 from percent in 2014 from 5.2 percent in 2013,
2.2 percent in 2013, due to improved partly as a result of fiscal consolidation
household spending and industrial in most countries, domestic supply-side
activities as well as increase in shale oil adjustment measures within the region,
production.
declining oil and other commodity
Real GDP growth in emerging markets,
which fuelled a great deal of global
activity in the recent past, decelerated
to 4.4 percent from 4.7 in the previous
year. Output growth in China, the
world’s second largest economy, slowed
to a five-year low of 7.4 percent in 2014
from 7.8 percent in 2013, reflecting
moderation in domestic demand due
to measures taken to rein in growth in
credit and real estate activities. The
development in China, one of the world’s
largest commodity consumers resulted
in a slump in international commodity

prices and the outbreak of EVD in the
West African sub-region.
1.1.2 Inflation
Global
inflationary
pressures
generally eased in 2014, reflecting
the tight monetary policies and fiscal
consolidation measures adopted by
emerging market economies. However,
in advanced economies, average
inflation rose to 1.6 percent in 2014
from 1.4 percent a year earlier, largely
attributable to increased aggregate
demand. In the US, inflation rose to 2.0
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percent from 1.5 percent in 2013, whilst
in the euro zone, inflation moderated to
0.5 percent from 1.3 percent. Inflation
moderated to 5.5 percent in emerging
and developing economies, from 5.9
percent in 2013. In sub-Saharan Africa,
inflation remained largely stable,
slightly edging up to 6.7 percent in
2014 from 6.6 percent in 2013, due to
tight monetary policies, and declining
commodity prices.

1.1.4 Exchange Rates

During the review period, currencies
of major emerging market economies
depreciated against the US dollar,
reflecting largely the turmoil in many
financial markets earlier in 2014,
slow economic recovery in advanced
economies and impact of the tapering
of quantitative easing in the US. The
decline in commodity prices created
additional pressures on currencies of
1.1.3 Commodity Prices
emerging markets. In addition, divergent
monetary policy stance in China and
The prices of key commodities generally Japan worsened the fragility of financial
declined during the review period. markets and currency risks in developing
The average crude oil price per barrel economies.
declined to US$ 96.2l in 2014, from
US$104.6 in 2013.
Cocoa prices, In North America, the Canadian Dollar
however, strengthened by 25.6 percent and Mexican Peso depreciated against
to US$3062.8 per metric ton in 2014, the US Dollar by 9.43 and 12.6 percent,
while iron ore prices declined by 28.5 respectively. Similarly, in South America,
percent to $96.8 per metric ton. The the Brazilian Real, Argentine Peso, and
average price of gold per troy ounce fell Colombian Peso depreciated against
to $1265.6 in 2014 from $1411.46 in the US Dollar by 12.71, 29.91 and 23.17
the previous year. Similarly, the average per cent, respectively. In Europe, the
price of rubber per pound, declined to British Pound, Euro and Russian Ruble
88.8 cents in 2014 compared to 126.8 depreciated against the US Dollar by 6.67,
cents in 2013, and groundnut prices per 13.70 and 84.79 percent, respectively.
metric ton fell to US$2148.3 in 2014 Also, in Asia, the Japanese Yen, Chinese
from $2314.5 in 2013.
Yuan and Indian Rupee also depreciated
against the US Dollar by 13.79, 2.64,
The main factors that accounted for and 2.01 per cent, respectively. In Africa,
the decline in commodity prices in the the Nigerian Naira, South African Rand,
review period included supply increases Kenyan Shilling, Egyptian Pound and
across most commodity sectors, weak Ghanaian Cedi depreciated against the
global growth and appreciating US US dollar by 7.89, 9.98, 4.98, 2.88 and
dollar. In particular, the fall in crude oil 31.3 percent, respectively.
prices was attributed to ample supply
combined with a weak demand as well
as OPEC’s policy shift from supporting
prices to maintaining market share.
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1.1.5 Monetary Policy

3

and deflation in the Euro-zone. This
prompted the European Central Bank
During the review period, monetary (ECB) to announce its intention to
policy rates were generally stable in embark on asset purchases to boost the
most advanced economies. The Bank Euro Zone economy.
of Japan, Bank of England, U.S. Federal
Reserve, Bank of Canada, Bank of South The US stock market was for the most
Korea and Reserve Bank of Australia part on a positive path as investors
maintained rates between 0.10 and 2.50 countered the collapse in crude oil
percent. The European Central Bank prices with increased focus on the
reduced its policy rate from 0.25 per strengthening of US economy. In
cent in December 2013 to 0.05 percent North America, the S&P 500, S&P/TSX
in December 2014. In emerging markets, Composite and Mexican Bolsa Indices
monetary policy reflected mixed stance increased by 11.4, 7.4 and 1.0 percent,
during the review period. While Russia respectively. In Europe, the FTSE 100,
and Hong Kong maintained their CAC 40 and MICEX indices decreased
respective rates of 8.25 and 5.0 per cent, by 2.7, 0.5 and 7.1 per cent respectively,
rates in India, Brazil and South Africa while DAX index increased by 2.7 per
inched up slightly. In contrast, Mexico cent. However, in South America, the
and Chile each reduced their rates of Brazilian Bovespa and Columbian IGBC
3.50 and 4.50 per cent to 3.0 percent. General indices decreased by 2.9 and
The upward changes in the rates were 5.8 percent, respectively, while the
notably reflective of the capital outflows Argentine Merval increased by 83.1
on the back drop of the expected percent.
normalization of monetary policy of the
US Federal Reserve after completing In Asia, the Japanese economy went into
the tapering of its quantitative easing recession amidst threat of deflation,
necessitating the Bank of Japan to
programme.
step up its stimulus programme.
1.1.6 Stock Markets
However, towards the end of 2014, the
stock market stabilized and the yen
The performance of international stock strengthened amidst weak oil prices and
markets was mixed during the review sluggish global growth. Japan’s Nikkei
period. Stock movements in North 225, China’s Shanghai Stock Exchange-A
America, Asia and Africa were largely and India’s BSE Sensex indices increased
positive, while markets in Europe and by 7.1, 53.1 and 29.9 percent, respectively.
South America were mostly negative. However, the slowdown of the Chinese
On the whole, the developments in the economy as well as the rise in nonglobal equity markets were influenced performing loans in the banking system
by concerns about slow and fragile moderated gains on the Asian market.
economic growth; falling oil prices

4
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Stock market indices in Africa, notably
South African “JSE ASI”, Kenyan “Nairobi
NSE 20”, Egyptian “EGX CSE 30”
and Ghanaian GSE “All-Share Index”,
increased by 7.6, 3.8, 31.6 and 5.4 per
cent, respectively. The Nigerian All-

Share Index, however, declined by 16.1
percent due largely to the fall in oil
prices and investors’ concern about
political risks in the run up to the 2015
general elections.

Table 1.1: Selected International Stock Market Indices

Source: Bloomberg

1.2 The WAMZ Environment1
During 2014, the WAMZ Member States
were directly or indirectly affected by
declining commodity prices and the
negative effects of the outbreak of Ebola
epidemic in Guinea, Liberia and Sierra
Leone.
1.2.1 Output
During the review period, economic
growth slackened in all Member States,
except Nigeria. In Nigeria, real GDP
rose to 6.2 percent from 5.5 percent

in 2013, owing to the robust growth in
agriculture, services and construction.
Economic growth in The Gambia
declined by 4.0 percentage points
to 1.6 percent in 2014, on account
of weak agricultural output and the
effects of the EVD on tourism. Real GDP
growth rate moderated to 4.0 percent
in Ghana from 7.3 percent in 2013, due
largely to the persistence of the energy
crisis which dampened activities in the
industrial and services sectors. In Guinea,
economic growth slowed to 1.1 percent
from 2.3 percent in 2013, explained by

Further analysis can be found in the WAMZ Macroeconomic Developments and Convergence Report, which is a bi-annual publication of the
West African Monetary Institute and can be downloaded from www.wami-imao.org.
1
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the subdued activity in trade, transport,
manufacturing and agriculture following
the EVD outbreak. The Liberian economy
recorded a significant slowdown as the
real GDP growth rate moderated to 0.7
percent in 2014 from 8.7 percent in the
previous year, mainly on account of the
contraction in mining and agricultural
activities due to EVD and the drop in
commodity prices. In Sierra Leone, real
GDP growth slumped to 7.1 percent
from 20.1 percent in 2013, explained by
disruptions of activities in all sectors as
a result of the outbreak of EVD and the
drop in the international price of iron
ore, the country’s main export.
1.2.2 Inflation
The average inflation rate for the WAMZ
increased to 9.4 percent in 2014 from 8.8
in the previous year. Inflation declined in
Guinea, Liberia, Nigeria and Sierra Leone
but increased in The Gambia and Ghana.
However, all Member States except
Ghana recorded single digit inflation. In
Ghana, inflation rose to 17.0 percent in
2014 from 13.5 percent a year earlier,
reflecting the depreciation of the Ghana
cedi and high deficit financing. Inflation
in The Gambia increased to 6.9 percent
in the review period from 5.6 percent in
2013, owing to the depreciation of the
national currency and the associated
increases in the prices of imported food
products. In Guinea, the inflation rate fell
to 9.0 percent from 10.5 percent in the
previous year, due mainly to a reduction
in the prices of food and non-food
products. The inflation rate in Liberia

5

declined from 8.5 percent in 2013 to 7.7
percent, largely on account of exchange
rate stability attributable to increased
inward remittances and foreign inflows.
Inflationary pressures in Nigeria were
anchored by the tight monetary policy
stance of the CBN. The year-on-year
inflation rate stood at 8.0 per cent at
end-December 2014, the same level
as at the end of 2013. In Sierra Leone,
the inflation rate declined to 7.9 in 2014
from 8.2 percent in the previous year,
on the backdrop of increased domestic
food supply, prudent monetary policy
and stable exchange rate.
1.2.3 Fiscal Sector
The fiscal policy in Member States in
2014, focused on increasing revenue
mobilization and the rationalization of
expenditure. Fiscal deficits excluding
grants, declined marginally to 6.5
percent of GDP from 6.7 percent in
2013, mainly on account of increased
efforts at boosting revenue mobilization
in some Member States.
In The Gambia, the fiscal deficit excluding
grants increased to 12.5 percent of
GDP in 2014 from 11.0 percent in
the previous year, whereas the deficit
including grants rose to 9.1 percent
from 8.7 percent. However, fiscal deficit
excluding grants, although still high in
Ghana, declined to 7.1 percent from 8.1
percent in 2013, whilst deficit including
grants stood at 6.4 percent in 2014
compared to 7.6 percent a year earlier.
In Guinea, the fiscal deficit excluding

6
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grants fell to 6.2 percent in 2014 from 7.1
percent in the previous year. However,
deficit including grants increased from
2.9 percent in 2013 to 3.9 percent in
the review period. In Liberia, the fiscal
deficit excluding grants increased from
1.1 percent of GDP in 2013 to 2.1 percent
in the review period, whereas the fiscal
balance including grants recorded
a surplus of 0.2 percent in 2014
compared to 2.1 percent a year earlier.
Fiscal operations in Nigeria resulted in
a deficit of 0.8 percent of GDP in 2014,
an improvement from the deficit of 2.7
percent of GDP in the previous year. The
outturn deteriorated in Sierra Leone
as the overall budget deficit excluding
grants increased to 7.6 percent in the
review period from 4.1 percent in 2013,
whilst deficit including grants rose to
3.4 percent in 2014 from 1.5 percent, a
year earlier.
1.2.4 Monetary Sector
Monetary policy in Member States
continued to focus on price stability. The
Gambia, Ghana and Nigeria maintained
restrictive policies, whereas Guinea and
Liberia relaxed their monetary policies
in order to mitigate the impact of the
Ebola epidemic. The Bank of Sierra Leone
(BSL) kept the monetary policy rate
(MPR) unchanged throughout 2014.
The Central Bank of Gambia (CBG)
raised the MPR by a two percentage
points, to 22.0 percent in August
2014, mainly on account of elevated
inflationary pressures and exchange

rate depreciation. The Bank of Ghana
(BoG) gradually increased the MPR from
16.0 percent in December 2013 to 21.0
percent in December 2014, with a view to
containing the depreciation of the cedis
and inflationary pressures triggered by
the hike in domestic petroleum product
prices as well as rising utility tariffs. In
Guinea, the Central Bank reduced the
policy rate from 16.0 percent to 13.0
percent between January and June 2014
to support economic activities. The
required reserve ratio (RRR) was also
reduced to 20.0 percent in November
2014 from 22.0 in December 2013. In
order to mitigate the effects of the EVD,
increase liquidity in financial markets to
support credit to the private sector and
reduce the high demand for US dollar,
thereby stabilizing the exchange rate in
the short run, the Central Bank of Liberia
(CBL) reduced the RRR on the US dollar
to 16.0 percent from 22.0 percent.
The Central Bank of Nigeria (CBN)
maintained a tight monetary policy
stance as it kept key central bank rates
unchanged in the first ten months of the
year. However, the MPR was reviewed
upward by 100 basis points to 13.0
percent in November 2014, in response
to the sharp depreciation of the naira. In
addition, the cash reserve requirement
(CRR) on public sector funds was
increased to 75.0 percent from 50.0
percent while the CRR on private sector
funds was raised to 15.0 percent from
12.0 percent, to mitigate the economic
impact of declining oil revenues, the
drawdown of reserves, depletion of the
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excess crude account, falling FPI inflows,
and the widening gap between CBN
and bureau de change exchange rates.
The foreign exchange rate band for
CBN’s intervention was also widened.
Consequently, with the exception of the
inter-bank call rate and banks’ deposit
rates, average money market rates fell
below the levels at end-December 2013.
Although the MPR was unchanged in
Sierra Leone during 2014, domestic
money market rates generally declined,
owing to excess liquidity and limited
investments opportunities for banks.
1.2.5 External Sector
External sector policy in Member
States generally focused on stabilizing
exchange rates and maintaining
sufficient levels of international
reserves. During the review period, the
national currencies of The Gambia,
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Ghana, Guinea, Nigeria and Sierra Leone
generally depreciated against the US
dollars. The Ghana cedi depreciated by
31.3 percent against the US dollars in
2014 compared to 14.5 percent in 2013
while The Dalasi depreciated against the
US dollar by 16.3 percent. In Nigeria,
the average exchange rate at the retail
Dutch auction system (rDAS), interbank and Bureau de Change (BDC)
segments depreciated by 7.30, 11.15
and 8.88 percent, respectively, against
the US dollar during 2014. The Leone
depreciated by 12.0 percent against
the US dollar during the review period
compared to 0.5 percent in 2013 while
the Guinean Franc depreciated by 3.1
percent in 2014 compared to 0.5 percent
in 2013. Exchange rate of the Liberian
dollar per US dollar in 2014 remained
the same as the previous year.

CHAPTER TWO

THE FINANCIAL MARKETS
The financial markets in the WAMZ
generally comprise the money and
capital markets. This chapter therefore
reviews the developments in the money
and capital markets in order to examine
the implications for financial stability in
the zone.

improved institutional arrangements
in some Member States, which helped
to promote interbank activity.
The
volume of interbank transactions in
Nigeria and Sierra Leone increased by
33.1 and 12.9 percent, respectively,
during the review period. On the other
hand, transaction volume fell in The
2.1
The Money Market
Gambia, Ghana and Guinea by 0.6, 4.6
and 50.4 percent, respectively in 2014.
Money market interest rates generally
In terms of percentage share of the total
increased during the review period. The
transactions, Nigeria accounted for
Treasury bill market and the interbank
89.5 percent, Ghana 10.3 percent while
money market indicated intensified
The Gambia, Guinea and Sierra Leone
activity while the Treasury bond
accounted for less than 1 percent.
segment recorded some moderation.
Figure 2.2:Interbank Rates (%)
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Figure 2.1: Interbank Transactions (US$ Million)
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The interbank transactions in the
WAMZ increased by 10.8 percent in
the review period to US$ 47.7 billion,
up from a decline of 55.9 percent
in 2013. The upsurge in interbank
transactions was largely attributed to

Average interbank rates in the WAMZ
rose to 12.35 percent in the review
period from 11.25 percent in 2013,
mainly in response to high policy rates
in some Member States. The average
interbank rate increased in Ghana
and Guinea, to 23.7 and 12.0 percent,
respectively in 2014, from 16.3 and
10.0 percent in the previous year. The
rates however, declined in The Gambia,
Nigeria and Sierra Leone to 14.1, 10.4
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and 1.5 percent, respectively in 2014,
from 15.8, 10.9 and 3.2 percent a year
earlier.

Guinea, however, recorded declines in
their holdings of treasury bills during
the review period.

2.1.2 The Treasury Bills Market

Figure 2.4: 91-Day Treasury Bill Rate (%)

Total holdings and average 91-day bill
rate increased.
Figure 2.3: Treasury Bill Holdings (US$ Million)
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Treasury bills holdings in the WAMZ
grew by 7.11 percent in the review
period to US$ 31.8billion compared
to a 34.0 percent in 2013. The
development was attributable mainly
to increased government borrowing in
some Member States’ on account of
deficit financing. Treasury Bill Holdings
increased significantly in Sierra Leone,
where it almost tripled to US$ 0.36
billion compared to US$ 0.11 billion in
2013, owing to increased Government
net borrowing from the banking
sector following revenue shortfalls
and expenditure overruns in respect
of budget support for Ebola response.
In Ghana and Nigeria, the stock of
outstanding Treasury Bills increased by
15.0 and 2.3 percent, respectively, during
2014 relative to 57.5 and 21.3 percent,
respectively, in 2013. The Gambia and

The average rate on the 91-day bill in the
WAMZ rose by 6.75 percentage points
to 12.5 percent in the period under
review, contrary to the instrument
shedding 2.09 percentage points in
rate in 2013. With the exception of
Ghana and Liberia, rate on treasury bills
declined in various degrees in all WAMZ
countries. Ghana continued to show the
highest rate with the instrument rate
rising to 23.9 in 2014 from 19.3 percent
in the previous year, on account of
increased government borrowing from
money market. The rate on treasury
bills also increased in Liberia. However,
the rates on treasury bills declined in
Sierra Leone, Guinea, The Gambia and
Nigeria to 2.49, 11.25, 14.01 and 11.52
percent, respectively, in 2014 compared
to 5.37, 15.7, 15.85 and 12.57 percent,
respectively in the previous year.

10
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2.1.3 The Foreign Exchange Market

2.1.3.2 The Foreign Exchange (FOREX)
Interbank Market

Central banks in the WAMZ continued to
use the Auction and Interbank platforms The value of transactions increased
for foreign exchange management.
significantly
2.1.3.1 The Foreign Exchange (FOREX)
Auction Market
The value of transactions increased

Figure 2.6: Interbank FOREX Transactions (US$
Million)
WAMZ
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Figure 2.5: Retail Dutch Auction System (FOREX)
Transactions (US$ Million)

Dec-14
Liberia

Dec-13
Dec-12

Ghana
The Gambia
0

WAMZ
Sierra Leone

Dec-14
Dec-13

Nigeria

Dec-12

Guinea
0

10000

20000

30000

40000

The value of transactions on the auction
platform of the FOREX market in the
WAMZ increased by 27.3 percent in
the review period, to US$ 32.8 billion
in 2014. This was attributable mainly
to the 27.1 percent increase in retail
auction in Nigeria to US$32.5billion.
With the drop in oil prices and its
subsequent pressures on the Naira, the
CBN intervened heavily in the FOREX
market. Nigeria accounted for 99.1
percent of transactions in the review
period, while Guinea and Sierra Leone
made up the difference. Transactions
increased by 23.9 percent in Guinea
(to US$ 211.3million) and in Sierra
Leone by 209.4 percent (to US$79.9
million), owing to the intervention by
the respective central banks to stabilize
their exchange rates.
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During the review period, the total
value of transactions on the interbank
platform in the WAMZ, maintained its
upward trend as it increased by 101.4
percent to US$ 11.2 billion, similar to
the preceding period when the value
increased by almost 100 percent. The
development reflected heightened
foreign exchange demand pressures
across the Zone and the intervention by
the Central banks to stabilize exchange
rate expectations. In Ghana, interbank
foreign exchange transactions increased
by 193.2 percent, to US$3.6 billion
in 2014 while in Nigeria interbank
transactions increased by 88.5 percent,
to US$7.5 billion. In terms of percentage
share of the total, Nigeria accounted for
67.4 percent while Ghana accounted for
32.6 percent.
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2.2 The Capital Markets
During the review period, the GSE and
the NSE were the active exchanges
on the market while SLSE was not in
operation. Ghana and Nigeria continued
to have markets for corporate and long
term debts instruments.
2.2.1 The Market for Government
Bonds
Outstanding holdings decreased, while
average bond rates increased

Nigerian Over-The-Counter market,
the value of cash transactions for
government bonds declined by 19.81
percent, from US$52.5 billion in 2013
to US$42.1 billion in the review period,
following the move by the CBN to
increase the CRR. Nigeria and Ghana
dominated the market segment,
accounting for 88.4 and 11.1 percent,
respectively.
Figure 2.8: Treasury Bonds Rates (%)
Dec-14
Dec-13
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Figure 2.7: Outstanding Treasury Bonds (US$ Million)

11

Dec-12

Sierra Leone
Nigeria

WAMZ

Ghana

Sierra Leone
Dec-14

Nigeria

Dec-13

Ghana

The Gambia
0

5

10

15

20

25

30

Dec-12

The Gambia
0

10000

20000

30000

40000

50000

During the period under review, the
total outstanding treasury bonds in
the WAMZ stood at US$ 33.9 billion,
representing a year-on-year decline of
26.1 percent, relative to a 22.6 percent
increase in 2013. Except for Sierra
Leone, bond holdings fell in all the
Member States. In Sierra Leone, bond
holdings increased by 94.6 percent, to
US$129.8 million in 2014, due largely
to increased expenditure to support the
Government Ebola-response measures.
Bond holdings, however, retreated in
The Gambia (by 77.7 percent to US$37.7
million), Ghana (by 73.1 percent to
US$3.8 billion) and Nigeria (by 5.2
percent to US$ 29.98 billion. On the

The average rate on Treasury bonds
rose by 0.77 percentage points to 15.13
percent, having previously decreased
by 4.49 percentage points between
2012 and 2013. The development was
largely due to attempts by governments
to make bonds much more attractive
to investors. Except for Sierra Leone,
which recorded a decline, rates were
up in Ghana (10.4 percentage points to
25.40) and in Nigeria (20.7 percentage
points to 15 percent). Although Treasury
bond holdings rose significantly in
Sierra Leone, the rate declined by 100
basis points to 5.0 percent in 2014, as
investors struggled to find alternative
investments of better risk-return trade
off.

12

FINANCIAL STABILITY REPORT

2.2.2The Market for Corporate Bonds
Outstanding stock of Corporate Bonds
increased
With regard to new corporate bond
issues, there were four new bonds issued
on the Ghana Stock Exchange (GSE)
and the Nigerian Stock Exchange (NSE)
bringing total outstanding corporate
bond holdings to 19. Total outstanding
corporate bond holdings amounted
to US$ 863.4 million compared to
US$1.4 billion in 2013, representing a
shortfall of 37.1 percent mainly due to
currency risk, the recovery of developed
economies and adverse macroeconomic
developments. The listing of corporate
bonds on the GSE was an encouraging
development as corporate bonds had
been liquidated in the preceding period.
2.2.3 The Market for Equities
Market Capitalization generally declined
while market turnover increased on the
NSE
Figure 2.9: Market Capitalization (US$ Million)
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Developments on both the GSE and NSE
were mostly bearish during the review
period. Total Market Capitalization
(MktCap) in the WAMZ fell by 20.8
percent to US$ 119.6 billion in the
review period from US$151.0 billion
in 2013, due to unfavorable market
conditions. The development was driven
largely by the performance on The
Nigerian Stock Exchange (NSE), where
year-on-year MktCap declined by 17.1
percent (from a 45.6 percent increase in
the preceding year) to US$99.5 billion.
This followed the gradual withdrawal
of foreign investors from the Nigerian
market, owing to the recovery of
developed economies and the effects
of the US Federal Reserve tapering of
its quantitative easing (QE) policy. The
subdued activity on the NSE was also
on account of the collapse of crude oil
prices and its related pressures on the
naira, the impact of the Central Bank’s
monetary policy measures throughout
the year; declining foreign reserves;
worsening insurgency in Nigeria;
and uncertainty in the run up to the
2015 general elections. In the Ghana
market, MktCap retreated by 35.2
percent to US$20.1billion following
adverse changes in the macroeconomic
environment such as depreciation of
the cedi, rising inflation and energy
crisis that negatively impacted the
performance of the GSE and slowed
down market activity.
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Figure 2.10: Market Turnover (US$ Million)
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Despite adverse events in both markets
in 2014, market turnover in the WAMZ
improved by 16.9 percent to US$ 8.0
billion. Specifically, a 19.4 percent rise
to US$ 7.9 billion performance on the
NSE surpassed a 54.2 percent decline to
US$ 108.1 million on the GSE. The NSE
amplified its dominance in total amount
of value traded, as its percentage share
of the WAMZ market rose to 98.6
percent compared to 96.6 percent in
the preceding period. During the review
period, the turnover of the NSE rose
as it experienced its largest trade ever
with increased sell side market activities
and the dual listing of Seplat Petroleum
Development Company Plc on the NSE
and London Stock Exchange (LSE).

13

CHAPTER THREE

BANKING SECTOR STABILITY

WAMZ

Sierra Leone

Nigeria

Liberia

Guinea

-5.00

Ghana

underlying the increase in net interest
rate spread. Nonetheless, the banking
system in WAMZ is expected to remain
sound and stable with the continued
improvement in the regulatory and
supervisory environment in Member
States, as countries take steps to
implement international regulatory
standards (such as Basel II & III and risk
based supervision programs). Sound
3.1 General Condition of the Banking macroeconomic policies to revive
System
economic activities particularly in
Guinea, Liberia and Sierra Leone would
The banking system in the WAMZ boost banking activities and strengthen
generally remained stable during 2014 financial stability across the Zone in the
despite the adverse impact of the EVD medium-term.
on the economies of member states.
The financial soundness indicators 3.2 Asset Accounts
improved and key balance sheet
indicators such as credit, deposits and The pace of growth in total bank assets slo
assets also expanded. The expansion of wed
the bank balance sheets was attributed
to the increased activities by banks to Figure 3.1: Asset Growth Rate
boost financial intermmediation. In
Dec-12
addition, the profitability and capital
Dec-13
Dec-14
levels improved markedly during 2014. 20.00
Although the liquidity of the banking 15.00
industry generally declined, it remained 10.00
strong while the asset quality recorded
5.00
mixed trends across the Zone.
The Gambia

This 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, as well as
results on profitability.

However, the spate of exchange rate -10.00
depreciation in most Member States
underpins the rise in foreign currency
risks, which may adversely affect the Total assets of the banking industry
banking sector in the coming year. In in the WAMZ grew by 3.5 percent in
addition, lending rates remained high December 2014 (to US$ 175.7 billion)
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During the review period, the share of
foreign currency assets in total assets
increased marginally to 37.1 percent from
36.8 percent in 2013. In The Gambia
and Ghana, the ratio of foreign currency
assets as a percentage of total assets
increased to 49.8 and 29.1 percent,
respectively, in December 2014, from
42.8 and 25.2 percent, in December
2013. The development indicated rise in
the preference for foreign assets, owing
mainly to foreign exchange pressures.
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Figure 3.2: Asset in Foreign Currency/Total Assets

Figure 3.3: Productive Asset/Total Assets

Ghana

Foreign currency assets increased

3.2.2 Productive Assets

The Gambia

3.2.1 Foreign Currency Assets

Foreign currency assets, however,
declined in Guinea, Liberia, Nigeria and
Sierra Leone, indicating a fall in foreign
ownership of domestic bank assets.

Percent

compared to the growth of 10.7 percent
in the previous year. Bank assets grew
in all Members States in domestic
currency terms, as a result of an
increase in productive assets (largely
bank credit), funded mainly by the rise
in deposit mobilization. However, in US
dollar terms, total assets declined in
The Gambia, Ghana and Sierra Leone
due mainly to the rapid depreciation of
domestic currencies during the period
under review.
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The portfolio of productive assets
declined but the share of bank credit
increased
The ratio of productive assets
(investments and credit) as a percentage
of total assets declined to 55.5 percent
from 61.6 percent in December 2013.
The ratio declined in all countries
except Guinea and Sierra Leone, where
it increased to 57.2 and 54.2 percent
in 2014 from 55.0 and 52.1 percent,
respectively in 2013, mainly on account
of growth in credit. The sluggish growth in
bank credit, which was not compensated
for by an increase in investments, led to
the reduction in productive assets in the
other countries (The Gambia, Ghana,
Liberia and Nigeria).
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Figure 3.4: Composition of Productive Assets 2014
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Figure 3.5: Growth Rate of Total Bank Credit
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Figure 3.6: Sectoral Allocation of Total Bank Credit
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In terms of its composition, the
productive assets portfolio continued
to be dominated by credit. The ratio
of credit to total productive assets
increased to 65.2 percent in 2014
from 59.6 percent, while the share of
investments declined to 34.8 percent
from 40.0 percent. Bank credits were
larger than investments in all countries
except in The Gambia and Sierra Leone,
where the reallocation of the productive
assets portfolio continued to favour
investments, as banks reduced credit on
account of high lending risks.

Agric &
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Percent
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During the review period, total bank
credit in the WAMZ grew by 8.7 percent
to US$ 79.0 billion, compared to 20.1
percent in 2013. Bank credit increased
in Guinea, Liberia and Nigeria although
the pace of credit growth slowed in
Liberia and Nigeria. However, credit
declined (in US dollars terms) in The
Gambia, Ghana and Sierra Leone,
partly reflecting the depreciation of
domestic currencies. In Ghana, the
decline was attributed largely to the
monetary tightening measures adopted
by the monetary authorities to subdue
inflation. High lending risks driven by
bottlenecks in domestic economies
continued to account for the sluggish
growth in total bank credit.

In terms of the sectoral allocation of
credit, services continued to receive
the largest share followed by industry,
other activities (including household
and consumer loans) and argriculture.
However, bank credit declined in all
the sectors except industry, where its
share to total credit increased from
5.4 percent in 2013 to 22.2 percent,

FINANCIAL STABILITY REPORT

due largely to increased lending to the
mining subsector, particularly to oil and
gas.

Figure 3.8: Growth of Total Deposit
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During the review period, the growth
rate of bank liabilities slowed to 3.5
percent US$ 173 billion) from 10.4
percent in 2013. Bank liabilities grew in
all countries, except Ghana and Sierra
Leone where it declined in 2014 by
1.7 and 2.1 percent from 11.9 and 19.0
percent, respectively in 2013. This was
mainly on account of the depreciation
of the Ghana cedi and the leone as
liabilities increased in domestic currency
terms. The overall growth in bank
liabilities in The Gambia, Guinea, Liberia
and Nigeria was partly on account of
increased foreign claims and moderate
growth.
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Figure 3.7: Growth Rate of Total Bank Liability

(15.0)

Dec-14

50.0

The growth rate of total bank liabilities
and deposits moderated

(10.0)

Dec-13

60.0

3.3 Liability Accounts

(5.0)

17

Total deposits of the banking system
grew moderately by 0.05 percent to
US$ 119.9 billion in 2014 compared
to 13.7 percent in the previous year.
With the exception of The Gambia and
Liberia, bank deposits increased in all
Member States attributed largely to the
aggressive efforts by banks to increase
funding sources and boost asset growth.
The moderation in deposit growth
reflected a slowdown in the pace of
savings mobilization, which reinforces
the need to deepen reforms aimed
at promoting financial inclusion. The
decline in deposit growth in The Gambia
and Liberia, however, was as a result
of the fall in both time and demand
deposits, reflecting macroeconomic
volatilities.
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3.4 Equity

3.5 Sensitivity to Market Risk

Zone-wide equity levels increased

3.5.1 Foreign Exchange Exposure

Figure 3.9: Growth Rate of Commercial Bank Equity
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During the review period, the growth
rate of commercial bank equity levels
slowed to 3.7 percent (US$ 20.2 billion)
compared to 8.0 percent in 2013.
Equity levels increased in The Gambia,
Guinea and Nigeria by 7.3, 5.9 and 5.0
percent, respectively in 2014. This was
underpinned by the rise in retained
earnings and increases in minimum
capital requirement/paid up capital,
particularly in Guinea and The Gambia.
Equity level (paid-up and reserves) in
Ghana increased in domestic currency
terms. However, the decline in forex
terms resulted from the translation
effect due to the depreciation of the cedi.
The decline in Liberia and Sierra Leone
was as a result of losses registered by
some banks, which impacted adversely
on their capital positions.
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Deposits in foreign currency as a
percentage of total deposits declined
marginally to 37.2 percent during the
review period, from 37.4 percent in 2013.
Foreign currency deposits declined in
Liberia, Guinea and Sierra Leone, an
indication that depositors’ preference
for foreign-currency-asset was falling.
In Sierra Leone, policy measures to
restrict the withdrawal of foreign
currency partly explained the decline
in foreign currency deposits. However,
the increase in foreign currency deposits
in The Gambia, Ghana and Nigeria,
indicated an increasing preference for
foreign assets, partly on account of
rising exchange demand pressures. In
Liberia, the outbreak of EVD resulted
in a rush to withdraw foreign exchange
from local banks.

FINANCIAL STABILITY REPORT

Figure 3.12: Foreign Exchange Trading Gains/Losses
to Gross Income
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Figure 3.13: Bank Foreign Liabilities/Capital
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The overall exposure to foreign currency
declined to 3.6 percent in 2014 from
13.9 percent in December 2013. The
development was due to the reduction in
NOP in all countries with the exception
of Sierra Leone. The decline in the NOP,
in tandem with the marginal reductions
in foreign currency deposits, indicated
that foreign exchange exposure across
the Zone was subdued during the
review period and unlikely to impair
bank balance sheets. Nonetheless, there
was need to continue to strengthen
asset/liability management in banks to
mitigate the potential risks arising from
higher foreign exchange exposure.

During the review period, the gains from
foreign currency trading in the WAMZ
improved marginally to 12.8 percent
from 11.9 percent in 2013, despite the
reduction in the NOP. This was mainly
attributable to over a 100 percent
increase in foreign exchange trading
incomes in Sierra Leone, on account of
increased activity in the foreign exchange
market. However, other Member States
recorded declines in foreign exchange
trading incomes although there were
no aggregate losses. Overall, the gains
in foreign exchange trading remained
strong across the zone due to stringent
enforcement of prudential standards by
Supervisory Authorities.
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Figure 3.11: Net Open position in foreign currency to
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The overall ratio of foreign liabilities2 to
bank capital increased to 259.3 percent
from 250.1 in 2013, indicating that
foreign financing of banks continued
to be exceptionally high. The ratio
increased and remained over 100 percent
in Ghana and Nigeria. Limited funding
opportunities, especially for trade
financing, at the local level, largely led
to increased level of foreign liabilities.
Concerns about its adverse effects on

Foreign bank liabilities relates mainly to trade credit than bond issuance.
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bank balance sheets, especially in light 3.6 Financial Soundness Analysis
of the recent exchange rate depreciation
3.6.1 Capitalization
across the Zone, remained.
Capital levels increased

3.5.2 Interest Rate Risk
Net interest rate spread increased

Figure 3.15: Average Capital of the Banking Industry

Figure 3.14: Interest Spread
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The average net interest rate spread
rose from 13.6 percent in 2013 to 14.7
percent in the review period, mainly on
account of higher lending rates in The
Gambia, Ghana and Guinea. However,
net interest rate spread declined in
Nigeria and Sierra Leone due largely to
reduction in money market operations.
In Liberia, net interest rate spread was
unchanged at 11.0 percent, as lending
and savings rates remained generally
sticky. The overall increase in net interest
rate spread underlies the growth in gross
incomes of banks across the Zone.
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During the review period, aggregate
average capital for banks in the WAMZ
increased to US$ 823.1 million from US$
778.6 million in 2013. This was largely
due to the increase in the minimum
capital requirements in The Gambia
and Guinea. In Nigeria, average bank
capital increased to US$ 754.8 million
from US$ 700.2 million in 2013. This
was attributed to the new requirements
for banks to hold additional capital to
match their risk profile, in line with the
implementation of Basel II. However,
average capital levels of banks declined
in Ghana and Sierra Leone on account
of the depreciation of the exchange
rate, as well as losses recorded by some
banks in Sierra Leone, which prompted
more provisioning to cover losses.
On the whole, average capital of the
banking industry remained higher than
the minimum capital requirements in all
Member States.
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Figure 3.16: Percentage of Banks with Capital
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3.6.2 Solvency
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3.6.2.1 Capital Adequacy Ratio (Loss
Absorption Capacity)
The loss absorption capacity remained
strong
Figure 3.17: Average CAR of the Banking Industry
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The overall capital concentration of
banks in the Zone also changed during
the review period. The percentage of
banks with capital levels equal to (or
more than) the average of the banking
industry, generally increased in Ghana,
Guinea and Liberia. This indicated a
reduction in capital concentration, as
more banks now account for the larger
share of capital. However, in Nigeria and
Sierra Leone, the percentage of banks
with capital greater than the industry
average fell to 37.5 and 38.5 percent
from 41.7 and 46.2 percent, respectively,
in 2013. The development indicated
stronger concentration of banks’
capital in fewer banks, underscoring the
need to strengthen the surveillance of
systemically important banks.
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During the review period, all membercountries recorded an average capital
adequacy ratio (CAR) that exceeded
15.0 percent. This implied continued
very strong capacity of banks to absorb
losses in all Member States. However,
the average CAR declined in all Member
States except in The Gambia and
Sierra Leone. On account of the rise
in risky assets, this indicates that the
loss absorption capacity of banks was
being impaired. On the other hand, the
increase in average CAR in The Gambia
and Sierra Leone was on account of a
reduction in risky assets as credit growth
was subdued.
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Figure 3.18: Percentage of Banks with CAR greater

Figure 3.18: Average Equity/Assets
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The ratio of average equity to total assets
declined marginally to 12.8 percent in
the review period from 13.0 percent
2013. The ratio declined in all Member
States except The Gambia and Guinea,
implying the gradual deterioration of
the underlying capitalization of banks.
The development emphasized the
need to inject more capital to match
asset growth, particularly risky assets.
The increase in the ratio of average
equity to total assets was mainly on
account of increase in minimum capital
requirement coupled with the growth in
bank equity.
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The trend in the strength of bank
capitalization was mixed. The proportion
of banks with CAR greater than or equal
to industry average improved in The
Gambia, Ghana, Guinea and Nigeria,
whilst it deteriorated in Sierra Leone.
The ratio remained unchanged in Liberia.
On the whole, about half of the member
banks recorded a CAR above or equal to
the average of the banking industry. The
rise in the ratio in The Gambia, Guinea
and Nigeria indicated an improvement
in the capitalization and loss absorption
capacity of the banking industry. In 3.6.2.2 Provisions Coverage
Sierra Leone, the general decline in Provisioning for bad loans increased
the proportion of banks with CAR
greater than the industry’s average was Figure 3.19: (NPL - Provisions)/Capital
indicative of deteriorating capitalization
Dec-12
of the banks, although all met the
70.0
Dec-13
60.0
Dec-14
minimum CAR.
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During the review period, the
provisioning for bad loans increased to
22.6 percent, from 20.7 percent in 2013,
reflecting the deterioration in the quality
of asset some Member States which
made banks to commit more capital to
make up for bad loans. The ratio of nonperforming loans (NPLs) net of specific
provisions increased in all countries
except in The Gambia and Ghana. In The
Gambia, NPLs remained higher than the
level of provisioning, hence the ratio of
net provisioning to capital continued
to be negative. On the other hand, the
decline in NPLs in Ghana and Guinea led
to the reduction in capital at risk.
3.6.3 Asset Quality (Credit Risk
Analysis)
Developments in Asset quality was mixed

improvements in risk management and
stringent implementation of prudential
standards. However, NPLs increased
significantly in Liberia and Sierra Leone
from 18.7 and 33.4 percent in 2013
to 14.8 and 22.4 percent in 2014,
respectively largely due to new losses on
bank balance sheets. The development
required the implementation of robust
policy measures to reduce NPLs in Liberia
and Sierra Leone. These would include
improving credit risk management,
introducing policies for banks to writeoff bad loans and publishing the names
of delinquent borrowers. In addition,
NPLs remained in double digits in all
Member States, except Guinea and
Nigeria, which emphasized the need
for increased focus on improving asset
quality.
Figure 3.21: Distribution of Total NPLs in the WAMZ

Figure 3.20: NPLs/Gross Loans
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During the review period, the zonewide ratio of NPLs to gross loans
(asset quality) remained unchanged at
13.0 percent, although NPLs generally
declined in The Gambia, Ghana,
Guinea and Nigeria. In Guinea and
Nigeria, NPLs remained below the 5.0
percent prudential limit on account of

-

Agriculture

Industry

Services

Other
Activities

Analysis of NPLs by economic sector
revealed that the services sector
continued to record the highest, , with
its share of total NPLs increasing to
63.6 percent from 47.4 percent in 2013.
NPLs in the agricultural sector also
increased marginally to 4.9 percent in
2014 from 4.5 percent, a year earlier.
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NPLs however, declined in the industrial
and “other activities” sectors, from
22.6 and 25.3 percent in 2013 to 21.0
and 7.6 percent, respectively in 2014.
Agriculture continued to record the
lowest NPLs, mainly due to its lowest
share of credit.
3.6.4 Profitability

Figure 3.23: Return on Equity
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Figure 3.22: Return on Assets
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in Liberia was also enhanced by the
regulatory forbearance by the CBL on
loan loss provisions for loan facilities
affected by the EVD crisis.

Return on Equity (ROE) also increased
to 27.9 percent in 2014 from 15.2
percent a year earlier. ROE increased in
all Member States on account of high
interest margins as well as increased
income from commissions and fees. In
Liberia, ROE improved to 1.0 percent
in 2014 from negative 3.8 percent in
the previous year largely due to robust
growth in gross incomes following the
introduction of money market securities
in 2013.
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The zone-wide level of profitability as
measured by Return on Assets (ROA)
increased to 4.2 percent in 2014 from
2.4 percent in the previous year. With
the exception of Guinea, ROA increased
in all Member States on account of
the strong growth of gross incomes 3.6.5 Leverage
including both interest incomes and
commissions. The decline of ROA in There was a reduction in leverage
Guinea marginally to 1.8 percent from Figure 3.24: Leverage (Total Assets/Equity)
2.0 percent in 2013 was due largely to
Figure 3.24: Leverage (Total Assets/Equity)
the increase in bank assets. In Liberia,
10.0
Dec-12
9.0
ROA was positive for the first time in
8.0
Dec-13
7.0
Dec-14
6.0
four years, indicating improved profit
5.0
4.0
seeking behaviour of banks in light of
3.0
2.0
the recent introduction of treasury
1.0
securities. The increase in profitability
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Risk appetite, as measured by the
ratio of RWA to total assets, increased
marginally to 56.6 percent in the
review period, from 56.4 percent in
2013. This was mainly on account of
modest growth in bank credit. The ratio
increased in The Gambia, Ghana, Liberia
and Nigeria as a result of the surge in
risk weighted assets. On the other hand,

Figure 3.27: Core Liquid Assets/Total Asset
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Figure 3.25: Risk Appetite (RWA/Total Assets)

Overall liquidity of the banking system
remained robust

Ghana

Risk Appetite increased marginally

3.6.7 Liquidity

The Gambia

3.6.6 Risk Weighted Assets (RWA)

the reduction in risk appetite in Guinea
and Sierra Leone was due largely to the
fall in risk weighted assets. In general,
the overall ratio of RWA to total assets
(56.6 percent) indicated that the
riskiness in the lending environment
remained moderate.

Percent

The overall leverage of the banking
system, measured by total assets over
equity, increased marginally to 8.0 in
2013 from 7.9 percent in the previous
year. Leverage increased in Ghana,
Liberia and Sierra Leone due mainly to
sluggish growth in commercial bank
equity. Leverage declined in The Gambia
and Guinea, reflecting growing equity
levels. However, in Nigeria, leverage
remained unchanged at 8.9, though
still one of the highest. On the whole,
the overall level of leverage across the
Zone indicated wider scope for banks to
expand assets and enhance profitability
by utilizing debt.
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During the review period, the ratio of
core liquid assets to total assets declined
to 34.3 percent from 39.6 percent 2013.
The ratio fell in The Gambia, Guinea
and Nigeria due mainly to a reduction
in liquid assets in the review period.
On the other hand, liquidity increased
in Ghana, Liberia and Sierra Leone on
account of the rise in idle cash bank
balances of banks as credit growth was
subdued. However, the overall liquidity
position remained strong in all Member
States except Nigeria and Sierra Leone,
indicating that the banking industry was
generally in a strong position to meet
any unexpected demand for cash by
depositors.
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During the review period, the ratio of
net interest margin to gross income
Figure 3.27:Core Liquid Asset/Short term
declined to 42.8 percent from 45.8
Liabilities
Dec-12
Dec-13
90.0
percent in December 2013, mainly
80.0
Dec-14
70.0
on account of the increase in gross
60.0
50.0
incomes. The development indicated a
40.0
slump in the performance of productive
30.0
20.0
assets (investment and credit) due
10.0
partly to the fall in the return on banks’
investment and higher performance
on non-performing assets. The ratio
The ratio of core liquid assets to short- of net interest margin to gross income
term liabilities also decreased during however, increased in The Gambia and
the review period, to 45.8 percent, from Guinea as a result of the increase in the
56.8 percent in 2013. The ratio generally net interest spread.
declined in Guinea, Liberia and Nigeria.
On the other hand, core liquid assets Figure 3.29:Non-interest Expense/Gross Income
to short-term liability increased in
Dec-12
The Gambia, Ghana and Sierra Leone,
Dec-13
200
indicating an improvement in banks’
Dec-14
150
ability to meet short term obligations.
100
Moreover, the overall level of liquidity
50
for the WAMZ remained strong (46.4
0
percent). This implied a wider scope for
banks to expand credit and seek profit
maximizing opportunities.
3.6.7 Financial Margins
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Figure 3.27: Core Liquid Asset/Short term Liabilities
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The efficiency of resource utilization
The performance of productive assets and by banks, measured by the ratio of
the efficiency of resource mobilization non-interest expense to gross income,
deteriorated. Non-interest expense to
declined.
gross income increased to 68.5 percent
Figure 3.28: Net Interest Margin/Gross Income
in 2014 from 65.7 percent in 2013,
underpinned by increased non-interest
Dec-12
80
expenses in banks in Guinea and Sierra
Dec-13
70
Dec-14
60
Leone. Non-interest expense to gross
50
40
income declined in The Gambia, Ghana,
30
Liberia and Nigeria following efforts to
20
10
reduce operating cost and increased
0
gross incomes. On the whole, non-
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interest expense remained high in Member States due to high operating cost,
underscoring weaknesses in the efficiency of resource utilization.

CHAPTER FOUR

THE NON-BANK FINANCIAL
INSTITUTIONS
The non-bank financial institutions
(NBFIs) are crucial component of the
financial sector, especially in relation
to its growth and stability. Reforms in
the financial sector in recent years were
geared towards improving the share of
NBFIs in the sector. Developments in the
NBFIs were generally mixed, especially
in countries affected by the Ebola Virus
Disease (EVD), notably, Guinea, Liberia
and Sierra Leone.
4.1 Microfinance
In 2014, total assets of microfinance
institutions(MFIs)expanded
substantially by 30.8 percent to US$ 5.1
billion in 2014, from US$3.9 billion in
2013, mainly as a result of robust growth
in micro credit in the review period.
Microfinance activities expanded in The
Gambia, with a 58.2 percent increase
in total assets, amounting to US$11.4
million. Outstanding loans in the
industry totaled US$10.6 million, an
increase of 35.9 percent. The Central
Bank of The Gambia initiated plans to
create an apex body to carry out the
oversight regulatory functions of MFIs.
This is expected to significantly improve
the soundness of the industry.
In Ghana, total assets declined slightly
to US$2.1 billion from US$2.2 billion in
2013. Similarly, capital declined from
US$373.4 million in 2013 to 357.4
million in 2014. However, the loan

portfolio of MFIs increased from its 2013
level of US$855.8 to US$1.05 billion in
2014.
In Guinea, there were 4 new entrants
in microfinance while 2 licenses
were withdrawn in the microfinance
sector during the period under review,
bringing the total number of MFIs to
19 compared to 17 in 2013. Total assets
increased from US$37.2 million in 2013
to US$39.2 million in 2014 and the
value of loan disbursed increased from
US$21.7 million in 2013 to US$23.3
million. However, profitability of the
sector deteriorated by 37.0 percent
from US$9.1 million in 2013 to US$5.8
million in 2014. The BCRG implemented
measures to address systemic risk in the
microfinance sector by strengthening
regulations. This included the imposition
of ceilings on transfers and investments
as well as on-site inspections to identify
weaknesses in internal controls. Total
assets of MFIs in Liberia are estimated
at US$17.7 million in 2014 compared to
US$15.1million in the previous year.
The total number of microfinance
institutions (MFIs) in Nigeria stood at
825 during the review period. Total
loans disbursed by the MFIs in the review
period totaled US$1.06 billion compared
to US$791 million in 2013. The total
assets of MFIs grew significantly by 71
percent, from US$1.66 billion in 2013
to US$2.85 billion in 2014. Regarding
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financial soundness, 549 MFIs or
66.5 percent met the minimum CAR
requirement of 10.0 percent while 656 or
80.0 percent met the minimum liquidity
ratio of 20 percent. However, the
portfolio-at-risk (PAR) ratio increased
from 41.5 percent in 2013 to 47.0
percent at the end of December 2014,
exceeding the prescribed maximum
rate of 5.0 percent; attributable to poor
corporate governance and weak credit
administration in the sector.
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The number of MFIs in Sierra Leone
increased from 12 in 2013 to 13 in the
review period. Micro loans expanded
as loan portfolio increased to US$20
million in 2014 from US$17.58 million
in 2013. Total assets increased by 24.3
percent from Le 152.2 billion (US$30.4
million) to 189.1 billion (US$ 37.8 million)
in 2014. During the period under review,
the BSL established a microfinance unit
to regulate and expand the sector as
well as making loan more accessible to
the poor.

Table 4.1: TOTAL ASSETS OF MICROFINANCE INSTITUTIONS

4.2 Insurance
Figure 4.2: Gross Insurance Premium in the WAMZ
(US$ Million)
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The insurance sector in the WAMZ
continued to exhibit an upward trend

in both assets and coverage. Gross
insurance premiums increased by 13.7
percent to US$2.8 billion during the
review period. With the exception of
Guinea and Sierra Leone, insurance
premiums increased in all member
countries. Gross premiums increased by
13.0, 8.0, 29.4, and 25.0 percent in The
Gambia, Ghana, Nigeria, and Liberia,
respectively. Guinea and Sierra Leone
recorded a decline in gross premium by
3.0 and 5.0 percent, respectively.
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In The Gambia, the number of insurance
companies and brokerage firms
remained at 13 and 9 respectively,
as in 2013. Total assets of the sector
increased by 11.8 percent to US$10.6
million in 2014, from US$ 9.48 million
in 2013. Similarly, gross premium rose
marginally to US$6.33 million in 2014
from US$5.6 million in the previous year,
mainly on account of the depreciation
of the Dalasi coupled with the indirect
impact of the EVD on tourism, as
travel related insurance fell sharply.
Insurance penetration remained low
and unchanged, at about 1.0 percent in
2014 as in the previous year.
During the review period, the total
number of insurance companies in
Ghana increased to 50 from 46 in 2013.
In terms of composition, life, nonlife and reinsurance increased by 2, 1
and 1, respectively in 2014. The total
number of insurance brokerage firms
operational during the review period
stood at 68 compared to 61 in 2013.
Gross premium increased to US$557.48
million compared to US$516.2 million in
2013 while insurance penetration was
estimated at 1.6 percent.
In Guinea, the number of insurance
companies during the period under
review stood at 10, same as in the
previous year. The number of brokers
dropped to 42 from 54 in 2013, while
the number of agents remained
unchanged at 38. Turnover in the
sector declined from US$ 35.2 million
in 2013 to US$34.1million in the review

period due to the adverse effects of
EVD on economic activities. Insurance
penetration was 0.5 percent for Guinea
in the year under review.
Liberia experienced a significant
progress in the insurance sector in 2014,
compared to the previous year. The
total number of insurance companies
increased to 20 in 2014 compared
to 18 in the previous year. The sector
comprised one (1) life, two (2) non-life
and seventeen (17) composite operators.
Total assets stood at US$ 39.0 million.
Despite the ramifications of EVD, gross
premiums increased significantly by 25.0
percent from US$23.6 million in 2013
to US$29.5 million in 2014, as a result
of the reforms to sanitize the sector.
Insurance penetration remained below
1.0 percent during the review period. In
addition, there were important policy
intervention by the CBL that were aimed
at the promotion and establishment of
rural community finance institutions
(RCFIs). In 2014, the CBL promoted the
establishment of four (4) RCFIs in a bid
to improve access to finance and provide
basic banking services in the rural parts
of the country, and to serve the lowincome groups as a means of supporting
rural economic activities.
In Nigeria, the number of insurance
companies declined to 58, from 59 in
2013, and comprised twenty-nine (29)
General Insurance, fifteen (15) Life
Insurance, and fourteen (14) Composite
Insurance companies. Also, there were
2,453 Registered Agents and fifty (50)
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Insurance Loss Adjusters Companies.
Gross premium for the period was
estimated to be about US$2.2 billion
compared to US$1.7 billion in 2013, with
insurance penetration at 0.4 percent.
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bringing the total to 12 in the country.
Gross insurance premium in Sierra Leone
decreased to US$17.2 million in 2014
from US$18.2 million in 2013due to
subdued economic activity occasioned
by EVD. Insurance penetration was 0.4
The Sierra Leone Insurance Commission percent.
licensed one insurance company in 2014,

ȼ

ȼ
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4.3 Pension
The pension schemes commenced
to emerge as key financial sector
players in the WAMZ, especially in The
Gambia, Ghana, Nigeria and Sierra
Leone. In the Gambia, four (4) pension
funds continued to operate under the
Social Security and Housing Finance
Corporation (SSHFC). However, total
membership of the scheme decreased
from 5283 in 2013 to 4865 in the review
period.
The performance of the pension
industry in Ghana remained impressive
during the review period as total assets
increased to US$2.53 billion. Total
contributions to the Pension Fund
increased moderately by 2.5 percent to
US$467.6 million compared to US$456
million in 2013. Several measures were
implemented by the pension authority
to improve the sector. These included
the reduction in the age exemption
of applicants from 55 to 50 years,
correction of the formulation for the
computation of pension, and the
introduction of emigration benefits. The
number of institutions in the pension
industry increased in the review period
to 65 Pension Fund Manager(PFMs), 17
Pension Fund Custodians, and 27 private
corporate Trustee Schemes compared
to 46, 15, and 24 respectively, in 2013.

new members as well as key changes
in the areas of eligibility, contribution
rates, covered earnings and closure
of contracted-out plans. As at endDecember 2014, the total pension
fund assets stood at US$27.2 billion, up
from US$25.8 billion at end-December
2013. To mitigate against practices that
could be detrimental to pension system
and services, the Pension Commission
of Nigeria issued a circular, in 2014,
disallowing licensed pension operators
from outsourcing or using contract staff
for critical function, such as pension
administration, benefit administration,
fund management and accounting,
settlement, safe-keeping, contribution
collection and administration, as well
as information and communication
technology. The circular further
emphasized that licensed operators
could only engage outsourced staff in
sales and marketing functions.

Membership of the National Social
Security and Insurance Trust (NASSIT) in
Sierra Leone increased by 10.5 percent
to 222,794 in 2014 from 201,469 in
2013. Contributions increased by 19.3
percent to US$ 60.1 million in 2014 from
US$50.3 million in the previous year.
The Net Assets of the NASSIT increased
by 18.0 percent from US$156.0 million
in 2013 to US$185.7 million during the
review period. Average rate of return
increased to 3.93 percent in 2014,
In Nigeria, the Pension Reform Act compared to 2.46 in 2013. However,
(PRA) was signed into law on July 1, NASSIT continued to face the challenge
2014 to replace the Social Security of huge indebtedness by the public
Act of 2004. The new Act featured the sector, which constituted a huge chunk
closure of stand-alone pension plans to of its portfolio.
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4.4 Financial Inclusion3

of private sector credit to GDP for the
WAMZ declined marginally from 14.4
Figure 4.3: Private Sector credit (percent of GDP)
percent in 2013 to 13.8 percent in the
25.0%
review period. The ratio declined in
The Gambia, Nigeria and Sierra, with
20.0%
Nigeria showing the largest decline in
15.0%
of 6.6 percentage points. A rebasing of
10.0%
Nigeria’s GDP (2010 base year) provided
2013
2014
an accurate estimate of its size and
5.0%
structure; that financial inclusion is less
0.0%
than was previously thought. Private
sector credit to GDP nonetheless
increased in Ghana, Guinea and Liberia,
as a result of reforms to improve access
During the review period, efforts were to finance.
made by Member States to improve
access to finance. However, the ratio

Private sector credit as a percentage of GDP was used as a proxy for financial inclusion mainly because the index of financial inclusion adopted
in 2013 largely remained unchanged when compared to 2014.
3

CHAPTER FIVE

FINANCIAL POLICY AND INFRASTRUCTURE
5.1 Financial Regulation, Supervision that six risk types (credit, market,
and Reporting
operational, liquidity, reputational and
strategic risks) were common to all the
During the review period, Member banks. The lapses observed included the
States implemented key reforms and failure of some institutions to set aside
measures to enhance compliance sufficient capital for the risks identified,
with
international
regulatory insufficient information regarding the
standards and strengthen financial data used for the assessment process and
regulation and supervision in the the lack of clarity on the assumptions
sub-region.
The implementation underlying the stress tests carried
of Risk-Based Supervision (RBS), out. However, sustained regulatory
Basel II and International Financial dialogue with the banks was expected
Reporting Standards (IFRS), recorded to improve the implementation of Basel
significant progress was recorded II, going forward. The Bank of Ghana
during 2014. Ghana, Guinea, Liberia (BoG) initiated preparations for the
and Nigeria continued to implement implementation of Basel II and setup
RBS methodology for bank surveillance a task force to spearhead the process.
and conducted several rounds of Guinea, Liberia and Sierra Leone
examinations using the approach. To adopted a gradual approach toward
facilitate the implementation of RBS, the implementation of Basel II with the
the BSL received a long-term advisor initial emphasis on pillar I and II.
from the International Monetary Fund
(IMF), drafted key guidelines to support Banks in Ghana, Liberia, Nigeria and
the risk management framework in Sierra Leone continued to prepare
banks.
financial statements in compliance with
The CBN successfully migrated to Basel
II in October 2014, after the initial
parallel run of both Basel I and Basel II
reporting of the capital adequacy ratio
(CAR), from January to September 2014.
During the review period, all banks
and discount houses submitted their
first set of Internal Capital Adequacy
Assessment Process (ICAAP) reports as
at end December, 2013. The supervisory
review and evaluation process showed

the IFRS. In addition, the CBL engaged
a Consultant from the World Bank to
continue to build capacity on IFRS. The
Gambia enacted the Financial Reporting
Act and commenced preparations for
its implementation. In Guinea, the
implementation of IFRS was still at the
planning stages, although technical
assistance was being sought to expedite
the process.
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Key milestones were recorded in the
automation of the banking supervision
process, . The BSL launched the
Valtech
Regulatory
Compliance
System (V-RegCoSS) in 2014, with the
commercial banks placed on a parallel
run until December 2015. The Central
Banks of Guinea and Liberia initiated
plans to implement the V-RegCoSS.
The CBN initiated plans to introduce
a new system which will incorporate
Basel II, non-interest banking and
the International Financial Reporting
Standard (IFRS). The Bank of Ghana
also took steps to upgrade its electronic
surveillance system, eFASS. In The
Gambia, the Credit Reference Bureau,
operating on the V-RegCoSS platform
continued to function satisfactorily,
while efforts to finalize the institutional
and legal frameworks required for
the implementation of the Collateral
Registry progressed.
5.2 Financial Integrity (Intelligence/
Surveillance)
During the review period, Member States
continued to show strong commitment
towards combating money laundering
and the financing of terrorism by
implementing measures to enhance
financial integrity in the zone. In Ghana,
the AML (Anti-Money Laundering) Act
of 2008 was further amended in 2014,
to strengthen the implementation of
the Financial Action Task Force (FATF)
Recommendations in the country.
The critical pillars of the AML/CFT
compliance in Ghana include Guidelines
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to Financial Institutions, Suspicious
Transaction Reporting, Record Keeping,
Customer Due-diligence (CDD) and
Independent Testing, among others.
Guinea commenced the implementation
of key measures to address the gaps in
AML/CFT regulatory framework that
were identified by the 2013 mutual
evaluation by GIABA. The terrorism
finance and AML laws had been enacted,
but the country was yet to establish an
independent Financial Intelligence Unit
(FIU) as well as the Inter-ministerial
Committee.
In The Gambia, the independent
Financial Intelligence Unit established
by the Central Bank of The Gambia had
been given more autonomy to carry out
its functions. In Liberia, the AML Act of
2013 was gazetted and forwarded to all
financial institutions during the review
period. The CBL developed regulations
for cash transaction reporting and
setup a task-force on AML/CFT to
address all emerging issues. Special
training programmes were organized
for all commercial banks, and the banks
had been directed to designate AML/
CFT compliance officers. The CBN
established an AML division within
its banking supervision department
(BSD), which regularly conducts special
examinations on AML/CFT as part of its
overall RBS framework. In addition, joint
AML/CFT focused examinations were
organized with the Nigeria Financial
Intelligence Unit (NFIU), an indication
of the strong cooperation between the
various national agencies responsible
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for AML/CFT issues. As part of the
increasing prominence of AML/CFT
issues, the CBN issued a directive that
individuals who issue bounced cheques
should be banned from the banking
system for 5 years.

CRMS database was 125,371 comprised
of48,837 credit borrowers, and 78,341
outstanding credits.
In Sierra Leone, the Credit Reference
Bureau (CRB) issued 17,918 credit reports
during 2014 on both individual and
business basis. Credit reports issued on
individuals amounted to 12,080 whilst
the remainder was issued on businesses.
The CRB currently has fourteen (14)
participants; Thirteen (13) commercial
banks and one mortgage home.

In Sierra Leone, the FIU had been
established and was fully functional.
The Central Bank Governor was the
chair of the Technical Committee of the
FIU, while the Minister of Finance chairs
the Inter-ministerial Committee. The
BSL commenced the process of signing
a MoU with the FIU. The BSL also took In 2014, measures were taken in Liberia
steps to setup an AML/CFT unit in the to upgrade the existing credit reference
system to a more robust system.
Banking Supervision Department.
5.3 Accessibility of Credit Information 5.4 Consumer Protection
During the review period, Member
States continued to enhance structures
within their respective central banks
for compiling and disseminating credit
information. The private credit bureaus
in Ghana and Nigeria, responsible
for disseminating credit information,
continued to expand their coverage.
The three (3) private credit bureaus
in Nigeria increased their credit
records by 317.30 percent to US$97.69
million at end-December 2014, from
US$23.41 million at end December
2013, reflecting increased patronage.
The Credit Risk Management System
(CRMS) in Nigeria also continued to
complement the process of credit
administration in the banking industry.
At end-December 2014, the number of
borrowers registered by banks in the

Since the financial crisis, the issue of
consumer protection has become a
major priority for many policymakers
and regulators, considering the close
link between financial stability and
consumer protection. Some central
banks in the WAMZ, notably the CBN and
CBL, have taken measures to strengthen
and address consumer protection issues
as a critical part of their regulation and
supervision of the financial system. The
CBL issued a Consumer Protection and
Market Conduct Regulation in December,
2014. The regulation sets standards for
transparency, disclosure and redress for
the consumer of financial services, and
requires the banking industry to develop
and implement a code of conduct.
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5.5 Developments
System

in
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Payments system regulations and commenced
preparations for implementing National
Switch. The implementation of national
The West African Monetary Zone switch (GAMSWITCH) in The Gambia
(WAMZ) Payments System Development also progressed as seven banks were
Project in The Gambia, Guinea, Liberia connected to the platform, with
and Sierra Leone, funded by the African efforts being made toward nation-wide
Development Bank (AfDB), entered coverage. The CBN introduced reforms
its final phase of implementation in to further strengthen the payments
2014. However, the outbreak of Ebola system in line with the Payment System
epidemic in some of the beneficiary Vision 2020 (PSV2020). In addition,
countries delayed the completion of the RTGS was successfully integrated
the project, particularly in Guinea and with SWIFT in order to support
Liberia, as some key activities were improvements in interoperability of
suspended. Given the prospects of the country’s financial infrastructure,
eradicating Ebola, implementation is enhance settlement security and
expected to resume in these countries eliminate risk. The BOG, in collaboration
in 2015. The payments systems in The with development partners, developed
Gambia and Sierra Leone, which went a National Payments System Strategy.
live in 2013, however continued to The Bank also reviewed Guidelines for
function smoothly.
ACH and Cheque Codeline Clearing
(CCC), Bankers’ Clearing House Rules
Member States continued to introduce and e-switch compliance for financial
reforms, through legislation and institutions regulated under the Banking
guidelines, to improve and upgrade their act of 2004.
payments system infrastructure during
the period under review. Sierra Leone and
Liberia introduced national payments
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5.6 West African Capital Markets of Capital Markets in West Africa and
Integration
guided by a Technical Committee. The
integration programme is expected to
The West African Capital Market result into:
Integration
Council
(WACMIC),
comprised of the Heads of the Stock • Harmonized platform for crossExchanges and Securities and Exchange
border listing and trading of
Commissions, in the UEMOA Zone,
securities;
Ghana, Nigeria and Sierra Leone, was
regulatory
established in 2013, to spearhead the • Common/identical
standards, rules and practices across
integration of capital markets in the
the region;
region. The Council’s activities are
backed by the Charter for the Integration
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•

Common passport and
recognition of capital
operators (CMOs); and
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mutual Exchanges. In addition, sensitization
market workshops were organized in Abidjan,
Accra, Lagos and Abuja during 2014,
with the aim of engaging key capital
• Common platform for clearing and market operators (CMOs) as well as
settlement of all transactions across to provide a platform for feedbacks.
the region.
However, the CMOs were yet to fully
upgrade their Order Management
In 2014, the Council adopted a three- Systems (OMS) to accommodate cross
phased approach for the integration border risks, consequently, cross-border
of capital markets in West Africa trade was yet to be consummated under
namely: Sponsored Access (SA), Direct Phase 1. In addition, The Sponsored
Market Access (DMA) or Qualified Access Framework provides for trades
West African Brokers (QWABs) and to be settled in the local currency of
the Integrated West African Securities the Sponsoring Member, underscoring
Market (WASM). Phase 1 (Sponsored the need for an anchor currency, given
Access) was launched in April 2014. the limited convertible of currencies of
The rules, standard agreements and Member States.
operational procedures for sponsoring
and sponsored brokers were approved
by Council, paving the way for interested
parties to submit application to Member

40 FINANCIAL STABILITY REPORT











5.7 Cross Border Supervision
The College of Supervisors of the West
African Monetary Zone (CSWAMZ)
continued to provide the platform for
promoting financial system stability and
integration in the WAMZ. In 2014, the
College held two statutory meetings in
pursuance of its mandate to promote
financial stability in the Zone. However,
two statutory meetings were postponed
due to the outbreak of the Ebola Virus
Disease (EVD) in West Africa. Similarly,

the planned joint examination of seven
Nigerian bank subsidiaries in the West
Africa Region was also postponed.. Only
one Nigerian bank subsidiary was jointly
examined during the review period.
However, the Central Bank of Nigeria
(CBN) examined thirteen foreign
subsidiaries of Nigerian banks outside
West Africa during the review period.
Following the examination, two banks
were rated “High Risk”, four “Above
Average Risk” and seven “Moderate
Risk”.
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CHAPTER SIX

CONCLUSION: AN OVERALL ASSESSMENT

D

espite the sluggish economic
growth performance in some
Member States mainly on
account of the Ebola epidemic, the
financial system in the WAMZ remained
stable in 2014, evidenced by the general
improvement in financial soundness
indicators and the continued growth
in bank balance sheets. Total assets
of the financial system of the WAMZ
(including banks, insurance companies,
OFIs and MFIs) expanded significantly
on account of increased activity by
banks and favourable macroeconomic
environment. Deposits and equity levels
grew modestly, while capital increased
following the rise in minimum paid-up
capital in some Member States. The
growth of bank credit slowed during
the review period, particularly in The
Gambia, Ghana and Sierra Leone,
where the exchange rate depreciated
markedly. However, the ability of banks
to absorb losses remained strong as all
countries reported CAR above the 10
and 15 percent minimum. In addition,
the overall liquidity ratio remained
robust, above the 30 percent minimum
in all countries, even though it declined
generally.
The industry recorded robust profits in
the review period, particularly in Liberia,
where returns on asset and equity turned
from negative to positive. However,
there were mixed trends in asset quality

as NPLs increased in Liberia and Sierra
Leone and remained above the 10
percent tolerable limit but nonetheless,
persisted at single digits in Nigeria and
Guinea. The financial markets remained
vibrant as the volume of interbank
transactions increased, due to the rise
in interbank bank rates, occasioned by
monetary policy tightening in some
Member States. The holdings of Treasury
securities generally increased due to
increased government borrowing. The
insurance markets also recorded strong
growth in gross premiums, except
in Guinea and Sierra Leone, where
economic activity slowed. However,
stock markets witnessed downturns,
mainly as a result of weak performance
of the GSE and NSE.
Risks to financial stability re-emerged
during the review period. The overall
operating cost of banks increased
and remained high, reflecting the
deterioration in the efficiency of resource
utilization. This underscores the need for
banks to implement measures to reduce
overheads. In addition, exposure to
foreign currency risks increased, except
in Guinea, was attributed mainly to the
depreciation of the exchange rates in
all Member States. This, in addition to
sluggish economic growth performance
of Member States might constrain
the growth of banking activities and
undermine the soundness of the
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industry. Furthermore, the increase
in net interest margins, while good for
bank profitability, increased the cost of
funds with potential adverse impact on
the growth of bank balance sheets. The
high level of NPLs, which exceeded 10
percent in most countries, as well as
the recent spike in NPLs in Liberia and
Sierra Leone could erode the capital
of banks, and represented the greatest
risk to stability in the coming year. It is
therefore important for Member States
to continue to strengthen reforms
aimed at significantly improving credit
underwriting standards in deposit
money banks, including new prudential
measures, which spell out robust
principles for credit administration
and overall credit risk management.
Member States should institutionalize
corporate governance reforms and fasttrack the development of loan recovery
mechanisms.
The assets of insurance companies and
OFIs (including Securities Brokerage
Companies, DFI and FHs among others)
expanded significantly during 2014 on
account of favorable macroeconomic
developments and new regulatory

43

reforms. Microfinance activities also
grew substantially with the rise in
microloans and the entry of new MFIs,
on the backdrop of reforms to improve
access to finance. Reforms in pensions
administration, particularly in Ghana
and Nigeria, buoyed the expansion of
activities in the sector, which continued
to play a key role in the intermediation
of long term funds. However, financial
inclusion remained low despite the
introduction of new electronic financial
products such as mobile money. This
underscored the need to sustain and
deepen reforms to promote financial
inclusion, including the establishment
of financial institutions in rural
areas, extension of microcredit and
development in payments systems. In
addition, financial literacy campaigns
should be expanded and targeted at the
informal sector and rural population.
Ultimately, reforms and measures to
boost compliance with international
regulatory standards and strengthen
financial regulation and supervision
in Member States would be critical for
deepening financial intermediation and
maintain stability.
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GLOSSARY
Basel II: A 2004 accord among national
bank supervisory authorities (the Basel
Committee on Banking Supervision) that
revised the Committee’s 1988 adequacy
standards, with regard to bank capital
for credit risk, and introduced capital
requirements for operational risk. Basel
II made the capital requirement more
sensitive to variations in the riskiness of
the bank’s assets. Basel II also revised
its recommended supervision processes
and increased disclosure by banks.
Pillar 1 of the Basel Accord covers the
minimum capital adequacy standards
for banks; Pillar 2 focuses on enhancing
the supervisory review process; and Pillar
3 encourages market discipline through
increased quantitative and qualitative
disclosure of banks’ risk exposures and
capital adequacy.

Basel Committee on Banking
Supervision (BCBS): A committee of
banking supervisory authorities that
provides a forum for regular cooperation
on banking supervisory matters. Its
objective is to enhance understanding
of key supervisory issues and improve
the quality of banking supervision
worldwide. The BCBS also develops
guidelines and supervisory standards in
various areas, including the international
standards on capital adequacy, the
Core Principles for Effective Banking
Supervision, and the Concordat on
cross-border banking supervision.

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,
Basel III: A comprehensive set of reform and to provide for unexpected losses.
measures introduced in the aftermath The Basel Committee on Banking
of the global financial crisis to improve Supervision recommends 8 percent for
the banking sector’s ability to absorb banks that operate internationally but
financial and economic shocks, enhance smaller banks in developing countries
banks’ risk management and governance, may require a higher percentage.
and increase banks’ transparency and
disclosure. These measures revised the Core liquid assets to total assets:
existing definition of regulatory capital gives an indication of the level of
under the Basel Accord, enhance capital liquidity required to meet expected and
adequacy standards, and introduce, unexpected demand for cash.
for the first time, minimum liquidity
adequacy standards for banks. See also Core liquid assets to short term
liabilities: measures liquidity mismatch
Capital adequacy ratio (CAR).
of assets and liabilities to show the
extent by which banks can meet shortterm obligations.
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Credit risk: The risk that a party to a
financial contract will incur a financial
loss because a counterpart is unable or
unwilling to meet its obligations.

dimension. The decision rule states that
financial inclusion is high, medium and
low when the IFI > 0.5, 0.3 < IFI < 0.5,
and IFI ≤ 0.3, respectively. 		

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.

Insurance Penetration Rate: is
measured as the ratio of gross premiums
underwritten in a particular year to the
Gross Domestic Product

International Financial Reporting
Standards (IFRS): is a set of accounting
standards developed by an independent,
Index of Financial Inclusion (IFI): not-for-profit organization called the
measures access to financial services International Accounting Standards
by incorporating information on several Board (IASB).
aspects, such as bank penetration,
availability and usage of the financial Leverage: is defined as total assets
system. The advantage of the IFI is that it divided by equity, and measures the
is easy to compute and allows for cross- degree to which the banking system is
country comparison. It is computed utilizing borrowed money. High leverage
may increase the risk of bankruptcy if
using the following formula:
banks are unable to make payments on
(W1 – D1)² + (W2 – D2)²)/√N
debt, but it may also increase return
on equity and the tax associated with
Where; W1 = Weight attached to first
borrowing.
dimension (banking penetration)
Liquidity: defined as the amount of
D1 = Banking penetration 		
bank’s asset adjusted for risk. It shows
(No of bank branches/1000
the exposure to risks in terms of the level
inhabitants)
of loan losses that the bank is willing to
W2 = Weight attached 		
accept without running into difficulties.
to second dimension (usage of
financial services)
Liquidity risk: The risk that increases in
D2 = Share of private sector 		
credits in GDP
N = Number of dimensions
W is given any weight between 0
and 1 based on the importance of the

assets cannot be funded or obligations
met as they come due, without incurring
unacceptable losses. Market liquidity
risk is the risk that asset positions that
are normally traded in reasonable size
with little price impact can only be
transacted at a substantial premium/
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discount, if at all. Funding liquidity risk
is the risk that solvent counterparties
have difficulty borrowing immediate
means of payment to meet liabilities
falling due.

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.

Member Central Banks: refers to central Non-interest expense to gross income:
banks of WAMZ countries.
measures the size of administrative
expenses in gross income. It shows the
Member States: refers to countries efficiency of bank’s use of resources.
of the WAMZ, namely: The Gambia,
Ghana, Guinea, Liberia, Nigeria, and Non-performing Loans (NPLs): Loans
Sierra Leone.
for which the contractual payments
are delinquent, usually defined as
National Switch: is a common platform being overdue for more than a certain
through which all banks interconnect number of days (e.g., more than 30 or
their Automated Teller Machines (ATMs) 60 or 90 days). In Member States, a
and Points of Sale (POS) with other loan is overdue after 90 days. Prudential
financial products.
regulation in Member States consider
single digit NPLs as the acceptable level
Net Interest Rate Spread: is the for banks.
difference between the average yield a
financial institution receives from loans Productive assets: implies interest
and other interest-accruing activities earning or income generating assets of
and the average rate it pays on deposits banks. For the purpose of this report,
and borrowings
productive assets are typically the
investments held by banks and credit
Net Open Position (NOP): shows extended by banks.
the net short and long positions of
each currency other than the reporting Provisions Coverage: is defined as the
country’s currency, and the net long amount that is set aside to cater for bad
or short position in gold converted at loans expressed as a proportion of total
spot rates into the reporting country’s capital.
currency. The net short and net long
positions are summed separately to Return on Assets (ROA): measures
give the total net short position and the the performance of banks in terms of
total net long position respectively. The average total assets. It indicates a bank’s
higher of these two totals is taken as the capacity to use all its resources (real
overall net foreign exchange position.
and financial) to generate income in a
period.
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Return on Equity (ROE): measures the Risk-weighted asset (RWA): is a bank’s
performance of banks in terms of own assets or off-balance-sheet exposures,
funds and reflects the return obtained weighted according to risk
from shareholders’ contribution.

APPENDIX I: SELECTED DATA ON THE
FINANCIAL MARKETS IN WAMZ
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Market Capitalization in the WAMZ ($Million)
Dec -12
Ghana
Nigeria
WAMZ

30,457
82,386
112,843

Dec -13
27,779.22
120,000
151,045.00

Dec -14
20,109.82
99,481.38
119,591.19

APPENDIX II: SELECTED BANK SYSTEM
INDICATORS IN WAMZ
A.
Total Assets of the Banking System in the WAMZ (Million USD)
Total Assets of theDec-11
Banking SystemDec-12
in the WAMZ (Million
Country
Dec-13 USD) Dec-14
Country
Dec-11
Dec-12
Dec-13
Dec-14
661.0
603.9
626.4
The Gambia
583.4
The Gambia
583.4
661.0
603.9
626.4
14,224.5
16,440.8
16,075.3
Ghana
13,453.0
Ghana
13,453.0
14,224.5
16,440.8
16,075.3
Guinea
1,536.0
1,428.0
1,637.0
1,927.9
Guinea
1,536.0
1,428.0
1,637.0
1,927.9
Liberia
712.4
763.6
839.6
892.8
Liberia
712.4
763.6
839.6
892.8
135,409.0
149,282.6
155,226.7
Nigeria
113,762.5
Nigeria
113,762.5
135,409.0
149,282.6
155,226.7
Sierra Leone
681.3
843.9
993.8
972.6
Sierra Leone
681.3
843.9
993.8
972.6
153,330.0
169,797.7
175,721.7
WAMZ
130,728.6
WAMZ
130,728.6
153,330.0
169,797.7
175,721.7
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