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Introduction
Finance is the private sector’s lifeblood. Without 
adequate funding, private investments and 
working capital are stifled, new businesses cannot 
get started, existing ones struggle to expand and 
economic growth suffers. Yet access to finance 
remains problematic in Africa, particularly for 
MSMEs, which make up most of Africa’s private 
sector (Chapter 1). There is an estimated 55 to 67 
million such businesses on the continent, of which 
70 % are financially underserved. Their funding 
needs are between US$ 385 and 455 billion71. 
Thus, the issue of limited access to finance needs to 
be addressed in order to unlock Africa’s potential 
for a sustained and inclusive growth. The issue 
of access to finance encompasses both finance 

availability and funding characteristics in terms of 
cost and maturity.

The Financing Gap

Africa versus Other Developing Regions

Access to finance remains more challenging in 
Africa than in other regions at similar levels of 
economic development (Table 4.1). Although a 
third of Africa’s large businesses face challenges 
to access finance, small companies struggle the 
most: almost half report that accessing finance is a 
major constraint – a proportion over three times as 
high as in developing Europe.

Chapter 4 :

PRIVATE SECTOR FINANCE IN AFRICA

Despite significant progress in terms of financial sector deepening and broadening, 
the African private sector remains financially underserved. The chapter documents 
the state of private sector access to finance in Africa and highlights characteristics 
of underserved groups as well as barriers preventing companies from receiving 
funding. Overall, access to finance in Africa remains undermined by inefficiencies 
related to the economic, political and legal characteristics of local economies, 
demand side factors related to the poor capacity and low capital levels of corporate 
Africa; and the structure of existing financial sectors which remain bank-dominated. 
Notably, the chapter documents a resource curse affecting African private sector 
access to finance. In order to alleviate the financing constraint, further efforts are 
needed to build capacity both from the supply and demand side, to address existing 
bottlenecks in terms of contract enforcement, asset repossession procedures, and 
information asymmetry. Innovative solutions leveraging on progress made in 
mobile phone technology could be a game changer.

71 McKinsey & Company 2011.
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Table 4.1: Percentage of Firms Identifying Access to Finance as a Major 
Constraint across Regions and by Size

Région Small Medium Large

Africa 48,2 40,8 32,7

Developing Asia 26,3 24,5 21,6

Developing America 30,8 25,3 18,8

Developing Europe 14,0 13,7 15,3

Source: AfDB calculations using World Bank Enterprise Surveys data. 

The World Bank Enterprise Surveys (WBES) 
document difficulties that African companies 
are facing for funding from formal financial 
institutions. Only 22 % of surveyed African 
companies hold a loan or a line of credit from 
a financial institution, compared to 31 % in 
developing Asia, 47 % in developing America, 
and 48 % in developing Europe (Table 4.2). 
This mainly reflects the inability of African 

companies to present bankable applications and 
sufficient collateral as well as credit rationing 
from banks. When it comes to borrowing from a 
financial institution, size matters in Africa even 
more than elsewhere: Africa’s large companies 
are three times more likely to obtain a loan or a 
line of credit than small ones; in other developing 
regions, however, the gap is less than twice.

Table 4.2: Percentage of Firms with a Loan or Line of Credit across 
Regions and by Firm Size

Région Small Medium Large Average

Africa 16,1 31,8 47,7 22,2

Developing Asia 24,7 34,8 48,2 30,6

Developing 
America 38,9 53,6 67,7 47,0

Developing 
Europe 40,9 57,2 67,4 48,1

Source: AfDB calculations using World Bank Enterprise Surveys data.

The scarcity of external funding forces African 
companies to rely heavily on internal sources of 
finance to meet their needs, making them the largest 
users of internal finance. This trend holds across all 
size groups (Figure 4.1). African companies that 
participated in the WBES reported that roughly 
80 % of their investments were financed internally 
— a significantly higher proportion than in other 
regions.

Similarly, banks are the main source of external 
formal financing for private sector investment in 
Africa. This reflects the lack of depth and breadth 
of African financial systems. Credit to the private 
sector, however, has been growing faster than the 
continent’s GDP over 2005-2009 (Figure 4.2), 
though it remains below levels reported for other 
developing regions.
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Figure 4.1: Sources of Investment Funding across Regions by Firm Size (Percentage)

Source: AfDB calculation using World Bank Enterprise Surveys data.

Figure 4.2: Credit to the Private Sector in Africa (Percentage of GDP)

Source: Financial Structure dataset.

Almost 10 % of investment spending made by 
African companies is from banks, while the share 
ranges from 16 % to 26 % in other developing 

regions. Variations according to company size are 
more pronounced in Africa than elsewhere, with 
large companies relying most on bank credit to fund 
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investment. This supports the common belief that 
banks in Africa mainly cater to large corporations. 
Despite their heavier reliance on bank credit to 
fund investment compared to smaller businesses, 
large African firms still use less bank credit (18 %) 
than small firms in developing America (19 %) 
and developing Europe (23 %). This further 
highlights the severity of financing constraints on 
the continent.

Most alternative external sources of finance to 
bank credit such as stock exchanges, bond markets, 

leasing companies, and venture capital providers, 
remain underdeveloped in Africa. Leasing finance, 
for instance, accounts for less than 2 % of gross 
fixed capital formation of most African countries 
and remains underdeveloped compared to other 
regions (Figure 4.3). Similarly, bond and stock 
markets rarely exist and when they do, they lack 
liquidity. These low penetration rates result from 
the poor level of financial sector development, 
dominance of banks in the financial sector and 
companies’ lack of familiarity with these sources 
of funding.

Figure 4.3: Leasing Volume across the World, 1990–2009 (US$ billion)

Source: White Clarke Group 2010.

Access to Finance within Africa

While the private sector in Africa significantly lags 
behind other developing regions when it comes 
to accessing finance, comparisons across African 
countries reveal significant variations. For instance, 
about 75 % of WBES respondents identified access 
to finance as a major constraint in Burkina Faso 
and DRC whereas less than 15 % did so in South 
Africa. Overall, the problem appears most acute 
in West and Central Africa, where about half the 
companies surveyed considered access to finance 

a major challenge (Figure 4.4). Available statistics 
also suggest that the size effect documented earlier 
is present across all countries. In most African 
countries SMEs have limited access to finance 
and when they do, they are required to pay higher 
nominal interest rates. For example, in Angola 
and Tanzania, SMEs pay nominal interest rates of 
about 16 %, and 14 % respectively whilst larger 
companies pay, on average, 15.6 % and 12 % 
respectively.

Access to finance is less challenging in Southern 
Africa (Figure 4.4). Banks in Botswana, Malawi, 
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Figure 4.4: Percentage of Firms Identifying Access to Finance as a Major Constraint

Source: AfDB calculation using World Bank Enterprise Surveys data.

Seychelles, and South Africa are well capitalized 
and offer a wider range of financial products to the 
private sector. This has been fostered by innovative 
approaches to improve financial inclusion in the 
region, often facilitated by flexible regulatory 
frameworks. For example, the South African 
Financial Sector Charter sets targets to improve 
small and micro enterprise and poor households’ 
access to credit and other financial services. M-pesa 
in Kenya had also striking effects on financial 
inclusion. Conversely, financial systems in West 
and Central Africa, apart from Nigeria and to a 
lesser extent Ghana, remain underdeveloped, with 
banks extending credit mainly to large companies.

Table 4.3 shows a positive relationship between 

access to finance and level of economic 
development in Africa. Indeed 27 % of companies 
in ADB countries have access to credit against 
only 21 % in ADF economies. While one cannot 
ignore the virtuous effects of economic growth on 
financial sector development and credit availability, 
statistics in Table 4.3 are also consistent with a 
large body of the literature documenting a positive 
relationship between access to credit and economic 
growth. Indeed, even after controlling for reverse 
causality and country characteristics, countries that 
have higher levels of credit to the private sector 
seem to grow faster. It is estimated that Africa 
could have had a GDP that is 13 % higher, should 
it had the same growth rate of credit to the private 
sector, as a share of GDP, than East Asia72.

Table 4.3: Percentage of Firms with a Loan or Line of Credit by Country Classification

Small Medium Large Country average
ADB Countries 19,5 31,1 42,7 26,8
ADF Countries 15,2 32,0 49,1 20,9
Africa 16,1 31,8 47,7 22,2
Oil Exporting ADB Countries 8,5 24,2 45,6 19,2
Oil Exporting ADF Countries 11,0 15,8 36,8 13,4
Fragiles states 13,0 22,4 36,5 14,9
ADF Countries except Fragiles States 16,4 36,9 54,8 23,9
Oil Exporting Fragile States 13,1 14,6 27,09 13,9

Source: AfDB calculation using World Bank Enterprise Surveys data.

72 Beck and others 2011.
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Interestingly, this conclusion does not hold across 
all size groups in Africa. Evidence suggests that 
financial institutions in ADF countries are more 
likely to extend credit to medium and large firms 
than those in ADB countries. Small businesses, on 
the other hand, face higher hurdles in ADF than in 
ADB countries (Table 4.3). Besides income level, 
lack of political stability also hinders access to 
finance: Fragile States report a significantly lower 
country average than ADF countries overall.

Notably, access to finance is more challenging 
in oil exporting countries, regardless of the level 
of economic development and political stability. 
While banks in oil producing countries tend to be 
liquid and well capitalized, they seem to extend 
less credit to the private sector. This trend suggests 
a resource curse whereby revenues accruing from 
the sale of natural resources reduce government 
incentive to build effective financial sectors to 
smooth consumption over time and make the 
sector less attractive for investment73. Often, this 
translates into inefficient intermediation systems. 
In Africa, it seems that resource abundance does 
not necessarily facilitate private sector access to 
credit.

Beyond finance availability, the issue of private 
sector access to finance encompasses finance 
affordability and quality. Africa Finance remains 
expensive. Beck and others (2011) document high 
interest rate margins and spreads in Africa. The 

interest margin for African banks is about 482 
basis point compared to 334 for banks from the 
rest of the world. The high cost of finance, often 
attributed to the small size of local financial sectors 
and the high risk of borrowers, represents a barrier 
preventing the private sector from receiving 
finance, even when it is available. Related to issue 
of finance affordability are the excessive collateral 
requirements for African private sector companies, 
which are repeatedly cited as one of the main 
barriers preventing African firms from accessing 
finance. According to the WBES, collateral for 
African firms amount to 139 % of loan value on 
average, and as high as 155 % in ADF countries. 
Yet, these levels remain inferior or comparable to 
those observed in other developing regions. For 
instance, value of collateral represents 133 % of 
loan value in Eastern Europe and Central Asia and 
192 % in Latin America & Caribbean. Notably, 
many African firms are poorly capitalized and 
therefore have few tangible assets to offer as 
collateral.

Perhaps the larger issue is access to long term 
finance. Local financial institutions are unable 
to extend loans with long maturities, given their 
limited access to long-term resources. Most bank 
credit is short term in Africa: almost 60 % of loans 
have maturities shorter than one year, while less 
than 2 % have maturities greater than 10 years 
(Figure 4.5). Scarcity of long term finance dampens 
private sector investments and growth potential.

Figure 4.5: Maturity Structure of Loans across Africa

10 %

36% 54 %

Source: Financial Structure dataset and AfDB/Making Finance Work for Africa database.

73 Beck 2010.
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Financial institutions in Fragile States are less likely 
to provide long-term financing than in ADB and 
ADF countries (Figure 4.6). This suggests a positive 
relationship between economic development, 
political stability, and credit maturity. Oil exporting 
countries have almost no long-term credit or deposits 

(Figure 4.7), suggesting that oil revenues fail to 
facilitate long-term investments. This is consistent 
with the idea that resource abundance dampens 
financial sector development and leads to inefficient 
financial systems.

Figure 4.6: Maturity Structure of Loans and Deposits across Africa by Income Level

Source: Financial Structure dataset and AfDB/Making Finance Work for Africa database.

Figure 4.7: Maturity Structure of Loans and Deposits for Oil Importing 
and Oil Exporting African Countries

Source: Financial Structure dataset and AfDB/Making Finance Work for Africa database.
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Challenges to Accessing Finance in 
Africa

The political, economic and legal environment, 
financial sector development and companies’ own 
composition all weigh on businesses ability to 
access finance.
Political, Economic, and Legal Environment. The 
economic, political and institutional environments 
in which African companies operate undermine 
their capacity to access finance. Macroeconomic 

and political instability increases risks, which 
translates into both higher financing costs for 
financial institutions and a reluctance to lend to 
the private sector. Moreover, governments saddled 
with chronic budget deficits borrow frequently and 
heavily on local markets. Government borrowing 
often offers attractive returns at a low risk level, 
reduce banks’ appetite to lend to the private sector. 
Furthermore, a large share of African companies 
operates in the informal sector (Figure 4.9), which 
limits their ability to obtain funding from formal 
financial institutions.

Figure 4.8: Informal Economy and Access to Finance in Africa

Source: AfDB calculation using data from Schneider and others (2010) and the 
World Bank Enterprise Surveys data.

The legal system seems also to affect the level of 
credit provided to the private sector. Private credit 
as a share of GDP has a median of 24 % in common 
law African countries as opposed to 15 % in civil 
law countries74. This reflects, among others, higher 
flexibility in common law systems which often 
allow for innovations that have the potential to 
improve access to finance. The M-Pesa experience 
in Kenya is a notable example.

Corruption, red tape, and inefficiencies in contract 
enforcement also impede financial intermediation 

and reduce companies’ capacity to access finance. 
In many African countries, the judicial system 
is not functioning properly as well (Chapter 2), 
and financial institutions are discouraged to lend 
because of inefficient, lengthy, and costly asset 
recovery procedures.

Regulation can also discourage lending to the 
private sector, either by increasing financial 
institutions’ capital cost or by reducing their desire 
or ability to cater to the private sector. For instance, 
Morocco requires microfinance institutions to 

74 Beck and others 2011.
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have a non-profit association status and limits the 
amount that MFIs can extend to US$ 3,530. This 
restricts their capacity to lend to SMEs. Regulatory 

barriers affect not only funding from financial 
institutions but also from capital markets. Box 4.1 
describes such barriers in West Africa.

Box 4.1: Regulatory Barriers to Access the Bond Market in West Africa

In some cases, regulation is too conservative. For example, the West Africa stock market 
regulator, the The Regional Public Savings and Financial Markets Council (RPSFMC) 
requires private companies to offer a guarantee equal to 100 % of the issue value, covering 
interest payments and borrowed capital. The guarantee must be provided by a bank or the 
parent company of the issuer and could represent up to 2 % of the loan cost. This guarantee 
requirement undermines private companies’ access to bond funding.

Similarly, the Inter-African Conference on Insurance Markets (CIMA) requires insurance 
companies in its 14 West and Central African member countries to hold at least 15 % 
of their regulated commitments in government bonds and no more than 40 % of their 
holdings in corporate bonds. This reduces the amount of resources that private companies 
can tap to from these institutional investors.

Source: BRVM authorities.

Financial Systems. Africa’s financial systems also 
have a significant impact on the availability and 
cost of finance. First, African financial systems 
are dominated by banks which by nature do not 
provide equity funding and venture capital and 
stock markets are underdeveloped. This makes 
equity finance scarce and excludes de facto 
companies that are poorly funded and need equity 
rather than debt financing. Moreover, most African 
banks focus on asset-based lending and lack the 
skills to assess applications submitted by SMEs. 
This creates a missing middle which is too large to 
be served by microfinance institutions and is too 
small for banks. African banking systems report 
low intermediation ratios. On average, African 
banks transform only 74 % of their deposits into 
loans, while the intermediation ratio in non-African 
developing countries stands at 109 % of deposits75.

Second, most African banking systems are 
concentrated. Figure 4.9 suggests that African 
countries with more concentrated banking systems 
have lower levels of credit to the private sector. 
Limited competition —not only among banks but 
also between banks and other financial providers 
such as leasing companies— is often attributed to 
high barriers to entry and the small size of African 
economies, which impedes economies of scale for 
new entrants. Low saving rates in the continent 
reduce further the space for potential entrants 
by limiting resources that banks can mobilize. 
Low saving rates can limit the banking sector 
capacity to sustain the economy even when the 
banking sector is competitive (Box 4.2). Banks are 
therefore in a position to charge interest rates well 
above actual costs, making credit unaffordable for 
many businesses.

Box 4.2: Funding the Economy when Banks Reach their Limits:
 The Case of Morocco

Bank credit in Morocco expanded by over 20 % a year over the period 2007-2010, driven 
by stiff competition in the banking sector and the dynamism of the local economy, which 
was growing by over 5 % per annum.

75 Beck and others 2011.
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Fuelled by the large number of private and public projects, and the development of the 
mortgage market, banks are starting to have difficulties keeping pace with the increasing 
demand for credit. Despite a slowdown in 2009, when bank credit grew by 9.4 % compared 
to 23 % in 2008, bank loan portfolios continue to grow faster than their deposits. Liquidity 
was squeezed in 2008 when former state-owned banks were required to increase their 
solvency ratio from 8 % to 10 %. In response to the crunch, the central bank (Bank Al 
Maghrib) reduced the minimum reserves ratio several times up to 6 % in 2010. Following 
the global financial crisis, the central bank also injected significant amounts of liquidity 
into the system (MAD 15 billion per week) and lowered its base rate from 3.5 % to 3.25 % 
in March 2009.

In order to keep funding the economy, banks need to mobilize additional resources while 
dealing with four key ratios: the solvency ratio, the dividend payout ratio, the return on 
equity ratio, and the single obligor limit. A reduction in the payout ratio will help keep more 
internally generated funds for bank activities but will penalize shareholders. Improving 
the return on equity would also generate more funds but is very difficult to achieve given: 
(i) stiff competition that does not allow for increases in bank margins and (ii) increasing 
compliance costs, including those generated by Basel II requirements. The third option 
would be a relaxation of the solvency ratio, which is currently computed on the very 
conservative assumption that banks lose 30 % of their deposits. The central bank could also 
increase the limit on single obligor exposure —currently fixed at 20 %— or offer a guarantee 
structure to help free up part of banks’ risk capital. Revising these two ratios without careful 
management, however, could potentially jeopardize the stability of the banking system.

Over the long term, banks are expected to increasingly rely on the stock and fixed-income 
markets to raise funds, and resort more frequently to capital increases. Non-bank financial 
institutions will also have to play a bigger role in funding the economy.

Figure 4.9: Bank Concentration and Credit to the Private Sector, 2009

Source: Financial Structure dataset, AfDB/Making Finance Work for Africa database 

and World Development Indicators.
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Company composition. Companies’ age, size, 
ownership structure, sector of activity, and 
management quality also affect their capacity to access 
finance. In Africa, SMEs are the backbone of most 
economies (Chapter 1). These companies often have 
limited resources and capacity. Lack of management 
capacity affects companies’ ability to translate 
business ideas into bankable projects and submit loan 
applications in a professional format. It also leads to 
poor management of resources which reduces further 
companies’ capacity to repay. The poor quality of 
applications is related, among other things, to low 
literacy, the absence of entrepreneurship training 
(Chapter 7), and the scarcity of market intelligence 
and statistics. Capacity also affects companies’ 
knowledge and understanding of financial products 
and their ability to make fully informed decisions. 
Only a minority of African companies, for instance, 
understands how private equity and leasing work.

Besides limited capacity, companies’ access to 
finance is affected by their sector of activity. 
New data show that companies operating in the 
agriculture and transportation sectors are less 
likely to receive bank credit than those operating 
in the manufacturing, trade, services, and 
construction sectors (Figure 4.10). The severity 
of the financing constraint in underserved sectors 
reflects both systemic and specific inefficiencies. 
For example, agriculture is financially underserved 
because the sector remains dominated by small 
scale farmers, vulnerable to external shocks and 
suffer from unreliable and unclear land tenure 
and registration procedures which restrict the use 
of land as collateral. This situation hinders long-
term investment in the agriculture sector despite 
its importance in terms of food security and 
employment generation.

Figure 4.10: Sector Distribution of Bank Credit to the Private Sector in Africa, 2005-09

Source: Financial Structure dataset and AfDB/Making Finance Work for Africa database.

Additionally, weak accounting and auditing 
practices hinder banks’ ability to assess applicants’ 
financial situation. In  Africa, it is common practice 
for companies to produce multiple versions 
of their financial statements for their bank, 
accountant, and tax authorities. Such practices 
undermine the credibility of companies’ accounts, 

and therefore financial institutions’ willingness to 
lend. Only one in three small-size firms in Africa 
produce externally audited financial statements, 
compared to three quarters of large companies 
(Figure 4.11). A recent study based on a sample 
of 14,000 companies in 42 African countries 
revealed a positive relationship between audited 
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financial statements and a softening of the finance 
constraint76. Weak accounting practices reflect in 

a large extent the high level of the informal sector 
in most African economies.

Figure 4.11: Share of Firms with Audited Financial Statements by Size Group in Africa 
(Percentage)

Source: AfDB calculations using World Bank Enterprise Surveys data.

Information asymmetry at the company level is 
exacerbated by inexistent or poor functioning 
credit information systems at the country level. 
Credit information systems act as information 
brokers and improve market transparency. Sub-

Saharan Africa has the lowest quality of credit 
information (Figure 4.12). Creating credit 
information systems in Africa, particularly 
private credit bureaus, would therefore improve 
corporate access to finance77.

Figure 4.12: Depth of Credit Information Index across Regions

Source: World Bank 2009.

76  Triki and Gajigo 2011.
77  Triki and Gajigo 2011.
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Addressing the Private Sector’s 
Financing Needs

The financing requirements of the private sector 
in Africa are enormous. Overall, these barriers 
revolve around three dimensions: companies’ 
characteristics, the environment in which they 
operate and the structure of the financial sector 
that is expected to provide the financing. Hence, 
addressing the main constraints to accessing 
finance will require a holistic approach. However, 
while addressing bottlenecks across the entire value 
chain makes intuitive sense, African countries have 
different priorities and needs depending on their 
level of economic development, natural resource 
endowment, and political situation. A “one size 
fits all” approach does not exist and solutions must 
be adapted to the local context: what suits Tunisia 
does not necessarily suit DRC.
The lack of financial infrastructure and appropriate 
regulatory frameworks is more severe in ADF 
than in ADB countries. This is also the case for 
banks’ capacities in terms of human capital, 
lending procedures, risk management and IT 
systems. The priority in ADF countries is create 
a well-functioning financial system by building 
an adequate financial infrastructure, shoring 
up institutions, organizing capacity building 

programs for both finance providers and regulatory 
authorities, and designing clear regulatory 
frameworks that foster competition and innovation 
within the financial sector. Reforms aimed at 
improving macroeconomic stability and creating a 
more conducive business environment for the real 
sector are also critical.

A well-functioning microfinance sector can support 
small businesses especially in Fragile States and in 
some ADF countries where the banking sector is 
not sufficiently developed. By providing funding 
to poor individuals and households, microcredit 
can be an efficient tool for improving access to 
finance. Sound microfinance institutions can also 
help address the problem of the missing middle 
in Africa. DFIs can assist Fragile States and ADF 
countries in the development of their microfinance 
sectors, through provision of financial support and 
technical assistance to microfinance institutions, 
central banks, and regulatory bodies. Developing 
microfinance activities could be done in 
collaboration with existing financial institutions. 
Initiatives seeking to improve private sector access 
to financial services that rely on local informal 
institutions can successfully contribute to easing 
the financing constraint for small companies (Box 
4.3). Notwithstanding, microfinance institutions 
have been criticized for not reaching the poorest 
and for charging high interest rates.

Box 4.3: Barclays Microbanking- Susu Collectors Initiative
The Barclays Microbanking- Susu Collectors Initiative is a pilot program seeking to 
improve access to financial services for small informal businesses excluded from the 
banking system. Ghana’s 4,000 or so informal Susu collectors gather deposits from small 
businesses daily or weekly. Accumulated savings are given back after about one month, 
minus a fee. Each Susu collector serves between 200 and 850 small businesses per day. 
Susu collectors are convenient for small businesses unable to afford high bank fees.

This initiative provides capital to Susu collectors, to be on-lent to small businesses. In 
addition, financial training is offered to collectors, but also to microfinance institutions 
and their clients, on topics such as Delinquency Management, Financial Management and 
Risk Management. In addition, a brainstorming and education platform gave Barclays 
Bank an opportunity to interact with end-users to help design products adapted to their 
needs. So far, Barclays has provided ¢2.4 billion (US$ 300,000) in investment capital to 
this program.

Source: Growing Inclusive Markets.

Beyond Banking. Improving access to finance 
requires a broader approach than the credit-

led strategy conducted through microfinance 
institutions. This calls for innovative solutions. For 
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instance, advances in mobile phone technology can 
substantially enhance access to finance. What has 
started with the successful experience of M-pesa 
in Kenya could be a silver bullet for Africa. First, 
by reducing the required investment in physical 
branches, mobile technology can help financial 
institutions improve their outreach, especially in 
rural areas. This would lead to economies of scale 
and eventually lower cost of finance. Second, 
mobile technology offers small companies more 
flexibility to receive payments from clients and to 
make their orders which could translate into lower 
working capital needs. Third, mobile phones could 
be used to receive market information or managerial 
support. This is particularly useful for smallholders 
who often struggle to find information about prices 
for their crops. More recently, mobile phones have 
been used to improve access to risk management 
tools which have the potential to smooth 
companies’ revenues and enhance their capacity to 
receive credit and repay. For instance, Safaricomm 
and UAP, a Kenyan insurance company, partnered 
to offer a “safe farming” contract to smallholders.

Developing financial products for SMEs would 
also help address the specific financing challenges 
that these business face. This can be encouraged 
for instance by pushing existing institutions down 
market. For example, South African banks, through 
the Mzansi account and Moroccan banks, namely 
Banque Centrale Populaire (BCP) and Attijari 

Wafa have embarked in low income banking 
experiences that helped improve their outreach to 
low income population and small businesses.

Non-bank financial institutions, such as leasing 
and factoring companies, also need to be 
supported. Since a large share of African private 
enterprises is financially constrained, leasing 
is a useful instrument to acquire machinery 
and equipment necessary for growth without 
requiring collateral. Leasing also reduces 
investment costs, which should help foster 
entrepreneurship activities. However, despite 
efforts led by DFIs and other donors, leasing 
activities remain embryonic in Africa. Similarly, 
factoring provides companies with immediate 
funds needed to finance either working capital or 
short-term investments, while reducing risk. The 
factoring company buys accounts receivables 
at a discount and takes on the firm’s client-
default risk. With the exception of a handful 
of African ADB countries, however, factoring 
activities are nonexistent in Africa (Table 4.4). 
Yet, developing the leasing and factoring sectors 
requires the implementation of clear regulatory 
frameworks, and programs to familiarize 
companies with the functioning and value added 
of these sources of finance. It would also require 
addressing bottlenecks in asset repossession, 
which might involve the establishment of non-
court resolution systems.

Table 4.4: Factoring Activities in Selected African Countries in 2009

Egypt Mauritius Morocco South Africa Tunisia

Number of Factoring Companies 4 2 6 5 3

Domestic Factoring Turnover (in 
Millions of EUR) 35 120 750 13,3 250

International Factoring Turnover (in 
Millions of EUR) 75 1 160 200 26

Total Factoring Turnover (in 
Millions of EUR) 110 121 910 13,5 276

Source: Factors Chain International.

Fostering the development of the contractual 
savings industry, private equity activities, and a 
business environment conducive to FDI would help 

increase long-term finance. Insurance companies, 
as well as pension and social security funds, 
are potential providers of long-term resources 
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not only for financial markets, but also for the 
real sector. In bank-based systems, contractual 
savings development is correlated with firms’ debt 
maturity profile78. However, this would require 
concerted efforts to stabilize the macroeconomic 
environment through prudent monetary and fiscal 
policies and to revise the regulatory framework 
governing these institutions’ activities.

Besides provision of long-term finance, private 
equity offers management assistance as well, 
which is critical for private sector development in 
Africa (Box 4.4). The development of the private 

equity industry requires regulatory reforms, fiscal 
incentives, and capacity building for regulators. 
Institutional investors could be encouraged 
to support the development of this sector. For 
example, regulation 28 of South Africa’s Pension 
Fund Act recently increased the share of assets 
that South African institutional and retail investors 
could invest in private equity from 2.5 % to 10 %. 
This new regulation should boost the value of assets 
managed by private equity funds, as it applies to 
the US$ 167 billion managed by private pension 
funds and the US$ 151 billion in assets held in the 
Government Employee Pension Fund.

Box 4.4: Value Added of Private Equity Funds in Africa

Private Equity Funds (PEF) in Africa invest in SMEs with significant growth potential. 
Private equity funds can provide the capital and management expertise desperately needed 
for small African firms to thrive. Even though the private equity market is nascent in 
Africa, the deals to date have a positive impact on employment, sales growth, innovation, 
and profitability. As illustrated in Table A, PEF-backed companies have been growing, 
exporting, and creating jobs at a higher pace than other firms. Sales of firms funded by PEF 
grew by an average of 20 %, compared to 18 % in companies listed on the Johannesburg 
Stock Exchange (JSE).

Table A : Employment and Sales of SMEs funded by PEF

 Indicator Average # Country Period Benchmark
performance

Panel A: Sales growth performance

Total sales growth 20 % 90 South Africa 2005-2009 18 % (JSE listed 
businesses)

Annual sales growth 30 % 92 Morocco 1993-2008 NA
Annual sales growth 22 % 26 Tunisia 1997-2010 NA

Panel B: Employment Growth Performance
Annual worldwide 
employment growth rate 9 % 37 South Africa 2005-2009 4 % (JSE listed businesses)

Annual domestic 
employment growth 10 % 79 South Africa 2005-2009 1 % (all businesses in 

South Africa)
Annual employment growth 17 % 92 Morocco 1993-2008 2.98 % (North Africa)

Annual employment growth 23 % 27 Tunisia 1997-2010 2.98 % (North Africa)

PEF also fosters innovation. Over two thirds of PEFs-backed companies introduced new 
products and/or services. Their research and development expenses also grew by 7 % a 
year from 2005-09, compared to 1 % in JSE listed companies. In addition, PEFs have been 
helping out underprivileged groups set-up viable and sustainable enterprises. The number 
of black-owned enterprises tripled post investment to reach 52 %. Similarly, in 2007, 69 % 
of total PEF funds had at least 5 % of black ownership.

78  Impávido and others 2001.
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Employment and Sales Growth Performance of PEF- Backed Companies. 
Returns reported on PEF deals in Africa show that these benefits do not come at the expense 
of profitability. A survey by the Moroccan Venture Capital Association, for instance, found 
that 26 exited deals made by private equity funds generated on average an internal rate of 
return of 26.85 %.

Source: AfDB calculation using data from different fund managers, 
De Beer and Nhleko 2007; AMIC, 2010; and ILO 2010.

The development of a thriving private equity 
industry would require efforts on the demand 
side as well. Initiatives to support the sector 
could prove to be unsuccessful if they are not 

accompanied with capacity building programs 
to help companies understand the benefits of 
private equity funds and how it functions (Box 
4.5).

Box 4.5: The Small and Medium Industries Equity Investment 
Scheme (SMIEIS) in Nigeria

The Small and Medium Industries Equity Investment Scheme (SMIEIS) was set up in 
1999 under the leadership of the Central Bank of Nigeria to increase access to finance for 
small businesses. It requires all banks reporting profits to set aside 10 % of their pre- tax 
profits to invest in SME equities. By doing so, the SMIEIS was expected to lower financial 
constraints faced by SMEs while harnessing the advisory, technical, and managerial skills 
of the banking sector. Firms from all sectors were eligible to benefit from the SMIEIS 
except those involved in trading, merchandising, and financial services. Eligible firms 
were also allowed to receive loans from commercial banks in addition to equity investment 
under the SMIEIS. Commercial banks unwilling to invest in SMEs were penalized by the 
Central Bank.
As of December 2005, the total amount set aside by banks under SMIEIS exceeded Naira 
38 billion. However, only 27.5 % of funds set aside by banks had been utilized as of 
September 2005. Potential beneficiaries instead relied on personal savings, bank loans, 
relatives and friends to fund their startup capital or expansion. This reflects, among other 
things, lack of familiarity with the benefits of private equity financing.

Source: Central Bank of Nigeria and Abereijo and Fayomi 2006.

Bond and Stock Markets. In ADB countries, 
the development of corporate bond markets can 
provide an attractive source of long-term financing. 
This requires actions to address the limited 
and undiversified investor base, as well as the 
inefficiencies in bankruptcy and listing procedures 
that plague most African systems. The creation of 
credit rating agencies to assess the creditworthiness 
of private enterprises would also facilitate market 
activities and bond pricing. With governments and the 
private sector competing for the same pool of savings, 
reducing fiscal deficits would maximize potential 
credit to the private sector. Private enterprises in ADB 

countries and a few ADF countries (such as Nigeria, 
Ghana, Kenya, and Tanzania) could also rely on stock 
markets, which have helped finance the expansion of 
large African enterprises, to fund investmen79. Over 
the period 1995-2002, 12 % of total asset growth of 
listed companies in Ghana was financed through the 
stock market.

Additional measures beyond the privatization 
programs adopted in the 1990s would encourage the 
development of stock exchanges in ADB countries. 
For instance, efforts should be made to develop 
financial infrastructure, reduce listing fees, and 

79  Yartey and Adjasi 2007.
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develop the capacity of regulators. Market segments 
with relaxed listing rules can also be developed to 
help SMEs access funding (Box 4.6). Stock markets 
would also benefit from financial literacy programs 

helping companies understand the benefits of listing 
and from the promotion of institutions that drive 
stock markets liquidity, such as pension funds, 
credit rating agencies etc.

Box 4.6: Improving SMEs Access to Finance through Stock Markets

South Africa’s AltX was set up in 2003 as a window within the JSE dedicated to small and 
medium-size companies with high growth potential. A registered advisor is designated 
to assist eligible companies through the listing process, the initial public offering and 
helps them maintain their status once listed. Along with AltX, the Directors’ Induction 
Programme (DIP), a compulsory education program offered to managers of AltX-listed 
companies on issues such as corporate finance, management and governance, was set up.

Egypt’s Nile Stock Exchange (Nilex) is a platform within the Cairo and Alexandria 
Stock Exchanges (CASE) launched in 2007 to facilitate SMEs access to stock markets. 
Yet trading only started in 2010. Nilex has relaxed listing rules compared to the CASE, 
including lower minimum capital and fewer share requirements. Similar to AltX, an 
advisor is nominated to help eligible SMEs prepare their financial statements, comply 
with the listing rules and complete the initial public offering of their shares. Advisors can 
be selected from financial consulting firms, investment banks and underwriters, private 
equity firms, etc.

AltX has been quite successful and allowed several SMEs access funding through the 
stock market. The Nilex initiative is too recent for its full impact to be assessed, and it 
has been affected by the recent political events in Egypt. Still, both experiences show 
that establishing stock markets with relaxed listing rules needs to be accompanied with 
capacity building programs for companies to understand the benefits and procedures of 
listing, and potentially with some financial support to help SMEs bear the cost of listing.

Source: EGX, JSE and Nilex.

Guarantees. Guarantee schemes also have the 
potential to enhance banks’ appetite to lend to 
the private sector, especially to SMEs. Guarantee 
funds could help alleviate the collateral problem by 
shouldering the risk of default. Different categories 
of guarantee schemes have been developed in 
Africa, mainly as a result of governments’ or 
Development Finance Institutions’ initiatives. 
Such initiatives include the Guarantee Fund 
for Private Investment in West Africa (GARI), 
the African Fund for Guarantee and Economic 
Cooperation (FAGACE) and the Guarantee for 
Bank Loans of the French Development Agency  
(ARIZ). Guarantee schemes should be designed 
in a way that minimizes moral hazard while 
ensuring the highest coverage against credit 
risk. The effectiveness of these schemes depends 
on the quality on their management and their 

adaptability to local contexts.

Credit Bureaus. The issue of information asymmetry 
and collateral could be addressed through the creation 
of private credit bureaus (Figure 4.13). Progress has 
been made to set up private credit bureaus in Africa, 
but further efforts are needed. Empirical evidence 
and current initiatives supported by Bretton Woods’ 
institutions seem to favor the private credit bureau 
model. Recent research indicates that public 
credit registries could help alleviate the financing 
constraint if their design includes certain features 
(Box 4.7)80. This is particularly attractive for small 
and fragile African countries which often fail to 
attract private initiatives. Yet, research shows that 
the financing constraint is less severe in countries 
with private credit bureaus compared to those with 
public credit registries.

80 Triki and Gajigo 2011.
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Figure 4.13: Private Credit Bureaus in Selected African Countries

Source: AfDB compilation.

Box 4.7: The Benefits of Public Credit Registries and Private 
Credit Bureaus in Africa

Credit registries can facilitate the cost-effective exchange of accurate and timely credit 
information, which allows financial institutions to assess borrowers’ creditworthiness. 
This should translate into lower barriers to access finance, especially for SMEs which 
often suffer from high levels of information asymmetry. Credit registries help potential 
borrowers use their reputation, rather than tangible assets, as collateral. Credit registries 
can be either private credit bureaus or public credit registries hosted within the central 
bank.

Access to finance is on average higher in African countries that established private 
credit bureaus, relative to countries with public credit registries or countries with neither 
institution. This finding could be explained by differences in the mandates of these 
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institutions. Indeed, while credit bureaus are private institutions created to address the 
problem of information asymmetry in credit markets, private credit registries are publicly 
managed initiatives designed to supervise systemic risks in the banking sectors and should 
therefore have limited effects on firm’s ability to access finance. However, the positive 
relation between improved access to finance and the presence of a private credit bureau 
is not robust to control for the country level of economic development which suggests 
that financial sector development and the creation of a private credit bureau may be 
simultaneously determined.

On a related note, credit registries that collect positive and negative information on 
borrowers are more efficient in softening the financing constraint while provision of online 
credit information and reduction of the minimum cut-off for loan coverage improve credit 
registries’ effect on access to finance only when the country has a high internet penetration 
rate and the registry collects both positive and negative information respectively.

Source: Triki and Gajigo 2011.

Conclusion
This chapter discusses access to finance by the 
private sector in Africa. It first compares Africa’s 
performance to other developing regions and shows 
that Africa is still lagging behind despite progress 
made over the past decade. African firms continue 
to rely on internal financing sources to a much 
greater extent than their peers in other developing 
regions. Next, variations across the continent are 
highlighted based on aggregations by income level, 
endowment in oil resources and political stability. 
The chapter discusses the lack of depth and breadth 
in African financial systems, scarcity of long term 
finance and highlights a resource curse that is 
undermining private sector access to finance. The 
chapter also discusses barriers preventing private 
sector from accessing finance and argues that these 
barriers are related to 3 dimensions: the country 
institutional environment, the extent of financial 
sector development, and firms’ characteristics. The 
institutional environment encompasses regulation, 
macroeconomic conditions and political stability. 

Financial sector development spans across the 
structure of the financial sector, the level of 
competition and concentration, and availability 
of financial infrastructure. Firm’s characteristics 
that may discriminate against access to finance cut 
across size, age, ownership structure (both in terms 
of foreign ownership and gender), and its capacity 
to provide audited financial statements.

The problem of limited access to finance must be 
solved holistically to address bottlenecks across the 
entire value chain. Indeed, efforts are needed, not 
only, on the supply side but also on the demand side 
through capacity building and literacy programs. 
Moreover, sequencing of reforms and initiatives 
should be carefully thought. It is also necessary to 
avoid the “one size fits all” approach and to adapt 
solutions to the local context. Differences in access 
levels highlighted in the chapter build the case for 
such approach. Finally, innovative approaches and 
institutions should be encouraged. For instance, 
mobile technology could be Africa’s silver bullet 
to improve private sector access to finance.


