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Key Points

• Weekly theme: «Predicting Banking Crises in Developing Countries»
• Global markets pared gains from previous weeks due to intensifying speculation on the timeline 

for the US FED’s tapering plans. 

 Predicting Banking Crises in Developing Countries 

For at least two decades, central banks have been using various Early Warning Systems (EWS) to 
monitor the risk of bank runs and failures. However, the repeated occurrence of banking crises 
during this period including the Asian crisis, the Russian bank crisis the Brazilian bank crisis and 
the most recent global financial crisis are testament to the difficulty of the ability to predict crises 
and subsequently safeguarding the banking system. However, these historic episodes of financial 
crises have highlighted a pressing need for modifying the methods for predicting banking crises. 

Amidst the financial crisis of 2008-09, several studies employed a wide range of modelling 
techniques to evaluate models predicting bank failures and crises. For example, Alessi and Detken 
(2011) [1] show that signalling methods can be used to predict severe asset price boom/bust cycles 
that lead to banking crises in a group of OECD countries. In the signalling approach, a warning 
signal is issued when an indicator exceeds a threshold, defined by a particular percentile of an 
indicator’s own distribution. In this particular case, the indicator is a weighted average of equity 
prices, residential and commercial real estate prices, deflated by a national consumption index. 
In another example, Barell et al. (2010) [2] demonstrate that higher unweighted capital adequacy 
and liquidity ratios have marked effects on the probability of a banking crisis with implications 
for the long-run benefits of imposing regulations that guarantee wider bank spreads. While these 
approach seek to modify ‘old’ methods for constructing EWS, their relative superiority can only be 
tested against their ability to predict past crises better than prevailing models. 

While most of the focus has been on advanced economies, which have been at the epicenter 
of the recent financial turmoil, there has been inadequate attention to the study of predicting 
banking crisis in low and low-middle income countries (LICs and LMICs). A recent study at the 
African Development Bank [3] attempted to fill the gap by building an early warning system (EWS) 
for predicting systemic banking crises in 35 African countries. The study is a first attempt to build 
a body of literature on banking crises in Sub-Saharan Africa (SSA) using a novel Multinomial Logit 
model methodology, which is an improvement over the widely-used binomial model. 

The results of the study show that banking systems in Africa’s LICs are more likely to collapse when 
economic growth stalls two years prior to full-fledged banking crises. Undiversified economies 
are likely to face a severe build-up of bank exposure to a few sectors and borrowers magnifying 
credit risk during economic downturns. Sectoral concentration of loans ranges from 50-70 percent 
in Africa’s LICs, with the majority of loans being provided to just one or two economic sectors. For 
instance, personal household and real estate loans in Kenya account for 38 percent of gross loans 
and advances [4]. These same sectors accounted for 36 percent 38 percent of non-performing loans 
in December 2012 and March 2013, respectively [5].  Such concentrated lending is likely to expose 
the  banking systems to sector-specific shocks, which could exert pressure on profitability and 
solvency. For instance, it is estimated that shocks to the housing sector in Rwanda would reduce 
banking industry core capitalization to 6.3 percent from 12 percent and regulatory capitalization 
to 10.5 percent from 20 percent if 30 percent of currently good housing loans end up becoming 
non-performing loans [6]. 

1. Alessi, L., and Detken, C., (2011). «Quasi real time early warning indicators for costly asset price boom/bust cycles: A role for global 
liquidity,» European Journal of Political Economy, Elsevier, vol. 27(3), pages 520-533. 
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OECD countries,» Journal of Banking & Finance, Elsevier, vol. 34(9), pages 2255-2264, September. 

3. Caggiano, G., Calice, P., and Leonida, L., (2013), “Early Warning Systems and systemic banking crises in low income countries: A 
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5. Central Bank of Kenya (2013), “Developments in the Kenyan Banking Sector for the Quarter ended 31st March 2013,” Quartetly 
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Stock Markets
Global Markets

Global stock markets fell modestly as ongoing speculation on the timeline for US FEDs tapering plans outweighed news of 
a budget deal in US. Despite the gains from the budget deal in terms of reducing automatic spending cuts that were part 
of the previously passed sequestration, stock markets continue to feel the effects of uncertainty surrounding FED tapering 
plans.  The DJIA and CAC-40 fell 1.7 percent, while the Nikkei 225 edged up slightly (0.7 percent).  

African Markets

African markets closed the week with mixed performance. The South African All Share Index shed 3.2 percent amid growing 
concerns that the nation will struggle to finance its current-account gap when US Federal Reserve stimulus dries up. Foreign 
investors sold-off South African bonds for a second consecutive week, the longest streak since October 2008.Nigeria’s 
composite index (NGSE All-share) edged up by 0.2 percent due to modest increases in trading volume as liquidity constraints 
ease. 

Another finding of the study relates inflated credit activity to the intensification of banking crises. Particularly, banking 
systems that engage in excessive credit activity relative to the deposit base one year before a banking crisis are more likely 
to experience sustained systemic crises. Banks in the sample countries tend to rely heavily on volatile customer deposits 
for funding. In particular, checking accounts, which are typically perceived as the most unstable category of deposits, 
represent the bulk of total deposits in many of these countries. On the other hand, savings deposits, which are normally a 
stable source of funding for banks in advanced economies, exhibit a short lifespan in Africa’s low and low-middle income 
countries due to the low income of most depositors.  

The literature on African banking emphasizes a distinct relationship between loan and deposit maturity distributions 
across Africa. One such study [7] shows that more than 80 percent of deposits are slight deposits or deposits with a maturity 
of less than one year and only less than 2 percent of deposits have a maturity of more than 10 years. There is a similar bias 
towards the short-end on the lending side. Close to 60 percent of loans are for less than one year and less than 2 percent 
of loans have a maturity in excess of 10 years. 

African banking systems that are characterized by excessive direct foreign exchange risk (FX risk) through currency 
mismatches between the value of their assets and liabilities are more likely to experience distress a year prior to a banking 
crisis. In Africa’s low and low-middle income countries, rapid fluctuations of exchange rates, which often reflect thin FX 
markets, expose commercial banks to potentially sizeable losses, threatening the soundness and the stability of the banking 
system. Exposure to direct FX risk is intensified by the absence of derivatives markets, which limit hedging opportunities. At 
the more severe spectrum lies the Angolan financial system that is dominated by Portuguese banking groups accounting 
for half of the banking system. As a recent study shows, the Portuguese banking system is more dependent on its Angolan 
subsidiaries than the other way around. The Angolan financial system is dollarized with over 50 percent of deposits and 
loans denominated in foreign currency that introduce significant currency risks [8].  

The study by Calice et al. (2013) derived important policy recommendations regarding financial regulation and central bank 
governance in Africa. More importantly, it advises central banks to implement an effective macro-prudential framework for 
monitoring systemic risk arising out of credit concentrations as well as from maturity and currency mismatches. Some LICs 
in Africa already use tools that are widely viewed as macro-prudential in nature. These include reserve requirements, caps 
on FX positions and limits on loan concentration. Correspondingly, many of the LICs have adopted financial regulations 
beyond traditional capital adequacy rules. Nevertheless, most countries do not have a macro-prudential framework in 
place and often regulators have no explicit objective to prevent the build-up of systemic risk.

7. Beck, Thorsten (2013) and R. Cull, “Banking in Africa,” Center for the Study of African Economies, CSAE Working Paper, WPS/2013-16, August 2013.
8. World Bank (2012), “African Financial Sectors and European Debt Crisis: Will Trouble Blow Across the Sahara?” Crisis Monitoring Briefing, January 2012.
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Commodity Markets

Crude (Brent): Oil prices dropped 2.5 percent as falling demand boosted fuel inventories on concern that the US 
Federal Reserve will curb stimulus. During the week, the Energy Information Administration reported a significant 
rise in stockpiles of gasoline and distillate fuels - the most in 11 months.  

Gold & Silver: Gold and Silver advanced (0.8 percent and 1 percent, respectively) as speculative pressure continues 
over the intentions of the US Federal Reserve to slow down bond purchasing as soon as in coming weeks. Gold and 
silver prices are down approximately 26 percent and 34 percent this year. 

Cotton: Cotton futures surged 3.2 percent, despite the record production expected in 2013-14. Even though recent 
estimates show that Cotton futures will average as low as 73 cents a pound in Q4 2013, earlier estimates of a decline 
in import demand from China were overly exaggerated. The International Cotton Advisory Committee had forecast 
a 40 percent slump in cotton imports by China in 2013-14. However recent market reports show that China is selling 
its cotton from state reserves at the equivalent of 133 cents a pound, a price well above the international market. 
This is expected to induce imports by firms. China currently holds more than half of the world’s cotton inventories. 

Coffee: : Arabica coffee gained a whopping 10.2 percent on speculative pressure as investors view the convergence 
in price with other varieties as a sign of a turnaround in the USD 6.3 billion Arabica market. The price of robusta 
firmed up 3.8 percent amid falling stockpiles and slow exports from Vietnam.

Cocoa: The price of cocoa edged lower (0.7 percent) as speculative pressures over an anticipated second year 
of shortages eased. Net-long positions declined to 63,170 futures and options as of Dec. 13, down from 79,190 
contracts a week earlier. Speculative bets on higher cocoa prices more than doubled this year as consumption is 
forecast to outstrip production in the 2013-14 season started in October. Bean supplies will fall short of demand by 
127,000 metric tons in the period, according to data. 

Figure 2: Price of Crude Oil Figure 3:  Oil & Metals – Weekly price changes (%)

Source : Bloomberg (Nov. 2013)

Source : Bloomberg (Nov. 2013)

Figure 4: Price of Gold (US$/t.oz)                                                                  Figure 5:  Agricultural commodities 
Weekly price changes (%)

Market Brief Volume 4, Issue  52;  For the period of Dec 9 - 13, 2013

3



Food Security Watch

South Africa: Maize prices spikes began in October as the lean season approached. Price levels remained above their 
five-year average levels due to tight regional supplies resulting from localized production shortfalls during the 
previous two seasons, as well as strong export and institutional demand. Maize grain and meal prices continued 
to increase atypically in parts of Zambia and Malawi. 

Sovereign Debt Issues in Africa

African yield spreads tightened for a fourth consecutive 
week. The yield on Egypt’s on one-year pound-
denominated T-bills fell 38 basis points in an auction 
during the week to 10.95 percent, taking its decline 
since the military takeover of power in July to 446 basis 
points. At the same auction, the Egyptian government 
raised EGP 3 billion in three- and seven-year T-bonds. 
The yield on the benchmark 2016 notes fell 19 basis 
points from the last sale in Dec. 2 to 12.2 percent, 
while the yield on 2020 securities advanced five basis 
points to 13.95 percent. Nigeria’s bond yields softened 
as a result of cautious investments ahead of the 2015 
presidential elections. Yields on the 30 year bond (FGN 
2030) declined from 12.98 percent in early September 
to a low of 12.97 during the week. 
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Currency Markets

The US dollar fell against the Euro (1.2 percent) as speculative trading continues in the foreign-
exchange market due to uncertainties regarding the timeline for the commencement of 
FED tapering. The euro rose against the dollar as a survey of purchasing managers showed 
manufacturing and services output in the region expanded. The dollar dropped against 
most of its 16 major peers as futures traders bet the Federal Reserve will keep interest rates 
at almost zero through 2014. 

Major African currencies edged up against the US dollar. The South African rand firmed 0.6 
percent against the dollar. News of a year-on-year rise in manufacturing production in South 
Africa (1.5 percent) in October supported the rand against the dollar. The Naira edged up 
0.2 percent against the US dollar due to an increase in the supply of US dollars at the Dutch 
Auctions by the Central Bank in order to stabilize the currency. 
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Figure 6: Weekly % Changes of Selected African Yield Spreads                                                                     

Source : AfDB (Dec, 2013)

Development Partnerships

African Development Bank: The AFDB and the Government of Japan signed a bilateral Exchange of Notes for a loan 
of 9.48 billion Japanese yen (about US$ 100 million).This is the fourth loan to the Bank under the Enhanced Private 
Sector Assistance (EPSA) for Africa Initiative, which supports entrepreneurship, job creation and economic growth in 
Africa. The fourth Private Sector Assistance Loan will help fund the Bank´s private sector (non-sovereign) operations 
supporting African SMEs and investments critical to private sector growth and development. This includes public-
private partnerships for the provision of essential economic infrastructure and direct investment by the Bank in key 
African financial institutions and enterprises.
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Countries in Focus

Cote d’Ivoire: Cote d’Ivoire plans to sell USD 500 million in bonds in the first half of 2014. The USD 500 million will 
be used to fund public investments over the period of 2014 to 2015. Cote d’Ivoire had USD 4.4 billion of its debt 
cancelled after it completed an economic-reform program backed by multilateral donors in 2012, as well as USD 
4.73 billion of bilateral debt from the Paris Club. The government has expressed its intentions to seek USD 300 
million in concessional debt from China in 2014 to finance energy projects.
  
Ethiopia: Ethiopia plans to obtain a credit rating to attract more foreign direct investment and offset a decline in 
exports. The economy is forecast to expand 7.5 percent in 2014, compared to an estimated 7 percent in 2013.
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Updates on African Economic Indicators

Nigeria: Nigeria’s inflation quickened in November, the first uptick in four months, mainly on higher food prices 
in major food classes such as meat, fish, as well as bread and cereals due to domestic supply constraints. Inflation 
this year has stayed within the Central Bank of Nigeria’s target of less than 10 percent. The bank has maintained 
the benchmark interest rate at 12 percent since October 2011 to help stabilize the Naira and keep inflation under 
control. Price pressures may increase as the nation prepares for elections in 2015. 

Sierra Leone: The Bank of Sierra Leone cut its benchmark interest rate to bolster growth in sub-Saharan Africa’s 
second-fastest growing economy. The bank lowered the rate 200 basis points, or 2 percentage points, to 10 percent 
as the outlook for inflation remains favourable. Inflation slowed to 9.4 percent in October from 9.9 percent a month 
earlier.  Food inflation is expected to continue to decline, as a result of anticipated bumper harvest and stable prices 
of non-food items in the coming months.

Gabon: Gabon issued USD 1.5 billion of dollar bonds as part of an exchange and buyback of existing debt. The 
securities due 2024 were priced to yield 6.375 percent.  Gabon which is issuing international bonds for the first 
time since 2007 raised USD 890 million in the new offering. The 6.375 percent coupon is less than the 7.875 percent 
Ghana paid in its July 2013 offering and the 6.625 percent Rwanda received in an April 2013 issue. 

South Africa: South Africa’s inflation rate fell to 5.3 percent in November, giving the central bank room to keep 
borrowing costs unchanged. Inflation eased from 5.5 percent in October, close to median estimates of 5.4 percent. 
Fuel and administrative tariff hikes contributed to higher non-discretionary costs to households. Gasoline prices 
have increased 11 percent this year as the rand lost 18 percent against the dollar.  Inflation exceeded the central 
bank’s 3 percent to 6 percent target range in July and August. 
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Chinese Purchasing Managers’ Index (PMI)                            India Purchasing Managers’ Index (PMI)

Japan Purchasing Managers’ Index (PMI)                USA Purchasing Managers’ Index (PMI)

                    Eurozone Purchasing Managers’ Index (PMI)                                   US Unemployment Rate

Source: Markit and US, Institute of Supply Management. 2013
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Appendix Table 2 : Exchange Rate Movements – Week ending 13 December 2013

        Appendix Table 1: Stock Market Movements – Week ending 13 December 2013
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Source : ADB Statistics Department, December 2013. 
* in the interbank currency market.

Source: Bloomberg. * value at end of 14/12/2013


