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1 Bank Regulation 
in Africa 
at a Crossroads

In many African countries, capital markets

remain peripheral as vehicles for raising

capital. However, with banking systems

expanding over the past few decades, and

offering an increasingly wider range of fi-

nancial instruments,  the continent has

found itself at a crossroads. How should

bank supervision and regulation adapt to

prevent crisis in the future, in a context

marked by the failure of conventional re-

gulatory frameworks? 

Historically, the regulation of banks in Africa

has evolved through several overlapping

phases. In the pre-independence phase,

African colonies and territories were served

by colonial currency boards (precursors of

central banks) which were barely able to

address market failure1. In the 1960s and

1970s, national central banks replaced cur-

rency boards and assumed limited bank

regulation, mostly to direct credit to local

entrepreneurs through state-owned deve-

lopment banks2. However, African banks

experienced many difficulties, notably due

to principal-agent problems, given that

many managers were political protégés.

Credit was largely allocated through politi-

cal peddling, and in a number of cases,

bank crises were prevented because of

government guarantee.

When Basel I regulatory framework was

initiated in 1988, the emphasis was on a
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1 Kirkpatrick et al., 2008; and Hyuha and Djumba, 1992
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Building Capacity for Bank 
Regulation in the Era of Basel III
Challenges and Opportunities for Africa

W hile the recent financial crisis has severely affected banks all over the world,
Africa is one of the world’s regions that have suffered the least.  This can be
explained by the poor integration of the continent’s banks with the global fi-

nancial system. Indeed, African economies have long been—and are still largely—cha-
racterized by banking systems that tend to offer a limited range of financial instruments,
predominantly deposits and loans. In many African countries, capital markets remain pe-
ripheral as a vehicle for raising capital.  Further, the crisis occurred at a time when many
African countries had made commendable efforts to strengthen their financial systems’
resilience to shocks. At a time when Africa is being encouraged to adopt the Basel III re-
gulatory framework,  the continent has an opportunity to explore the challenges and op-
portunities associated with such a move in the light of the lessons of past experience in
capacity  development for financial risk management.  



set of minimum capital requirements for

banks in order to address credit risk. Afri-

can countries adopted the principles pres-

cribed in this framework, but its enforce-

ment varied considerably. Massive Bank

failures in the 1990s led to the adoption of

the Basel II framework with new proce-

dures for computing minimum capital re-

quirements for market and operational

risks; new rules for supervisory review of

capital adequacy; and new policies that

force banks to disclose accurate, transpa-

rent information, among other innovations. 

The recent financial crisis has, however,

dramatically exposed the limitations of Ba-

sel I and II, as capital adequacy rules pro-

vided for by these frameworks proved ina-

dequate to prevent it. While this has

resulted in increased calls for the adoption

of Basel III, there is still considerable debate

about  its ability  to prevent future crises. 

o Proponents of Basel III argue that  the

framework will be effective, thanks to the

substantial increase in the quality of ca-

pital; significant improvement in the co-

verage of risks; requirement of much hi-

gher levels of capital; introduction of a

global liquidity standard to supplement

the capital regulation; and the introduc-

tion of stronger supervision, risk mana-

gement and disclosure standards. 

o Critics, however, argue that strengthe-

ning capital standards or empowering

supervisors does not boost bank effi-

ciency, reduce corruption in lending, or

lower banking system fragility. They are

of the view that what is more promising

is introducing reforms that place far more

emphasis on policies that promote mar-

ket discipline. These include disclosure

requirements and transparency in the

banking sector, as well as better private-

sector monitoring of banks.3

It is now imperative to provide evidence

as to why and how the above dilemma

would be best addressed. As African go-

vernments are invited to adopt Basel III

bank regulatory framework, the Continent

has to address multifaceted challenges be-

fore a clear picture of the potential gains

of such a move can be obtained. In this

regard, Africa is still faced with several key

questions, whose answers are likely to help

chart the way forward.  

2 Important Questions 
Are Still Open 

The first key question is whether the su-

pervisory function should be assigned to

the central banks or not. As shown in Table

1, there are three main models of bank su-

pervision in Africa: the model where the

central bank is the only regulatory and su-

pervisory authority; that in which there are

multiple bank supervisors, including the

central bank; and the group where the su-

pervisory authority is a quasi-autonomous

agency, not the central bank. 

Globally, bank regulation has become just

one more component of financial services

regulation, with a range of regulatory func-

tions, hitherto performed by self-regulating

agencies, now nationalized and performed

by public agencies. The main issue, to be

considered in an attempt to answer the

above question, is whether the greater po-

wer of enforcement that comes from the

authority of the public agency offsets the

informational disadvantage experienced by

an external regulator4. 
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“Since the time of the
colonial currency
boards, bank
regulation and
supervision in Africa
has been confronted
with four major
changes: creation of
central banks in the
1960s, Basel I in the
1980s, Basel II in the
1990s, and now Basel
III. ”

“Improving the quality
of capital, risk
coverage,
supervision, risk
management, and
disclosure standards
forms the backbone
of Basel III.”

“Critics of Basel III
argue that rather than
capital standards,
policies that improve
market discipline,
private-sector
monitoring, and
transparency in the
banking sector, are
more likely to
increase efficiency,
integrity, and stability
in the sector.” 
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3 See Barth et al., 2006; Barth et al., 2004; and Beck et al., 2006.
4 See Kay, 2009.



o The global crisis occurred during the

transition from Basel I to Basel II for many

African countries, thus complicating the

transition and raising a number of ques-

tions: Should African central banks jetti-

son the encumbering supervisory func-

tion or recast it? Does Basel III suit the

present-day needs of African banks?

More importantly, can the regulator ef-

fectively supervise banks without jeopar-

dizing monetary policy independence?

In this regard, it is interesting to note that

the group of countries where central

banks do not supervise banks is domi-

nated by CFA zones countries, where

neither central banks nor governments

have full monetary authority. 

o Equally important is the question raised

by transnational regulation issues arising

from cross-border supervision, especially

non-convergence of national and inter-

national regulation. How can Africa re-

duce information asymmetry and non-

convergence of national and international

regulation, especially where large foreign

banks are heavily involved in small, poor

economies? This requires the redefinition

of Africa’s role in sharing information for

transnational regulation, given that Africa

cannot effectively regulate foreign bank

subsidiaries without strong information

sharing internationally?

o The requirements arising from African

banking systems’ increasing international

exposure also spill over to the risk-wei-

ghing systems. The financial crisis expo-

sed the unreliability of risk weights pro-

duced by key rating agencies as a mar-

ket-discipline component of bank

regulation. Overall, bank risk was under-

valued, and weights for specific risks

were inappropriately set. A key unresol-

ved issue is how to measure and assign

risk weights to the mix of banking ser-

vices, given that specifically for Africa,

regulation must allow for flexibility in re-

modeling risk-weighted assets, especially

where foreign banks dominate. 

3 Lessons of Experience 
in Building Capacity 
for Banking System’s 
Resilience to Adverse 
Shocks  

Recent experience of capacity strengthe-

ning for enhanced stability of banking sys-

tems in Africa illustrates the need to resort

to a whole series of instruments that have

proven their effectiveness in capacity de-

velopment. These range from organizatio-

nal capacity to institutional capacity—no-

tably through the reinforcement of

accountability systems—; the alignment of

incentives;  redefinition of roles; coordina-

tion and sequencing; and  capacity for po-

licy dialogue,  to  mention a few.  

o Private credit bureaus have been esta-

blished in a number of African countries,
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“Whatever
supervisory authority,
one key issue will be
whether it will be able
to supervise the
banking sector
without interfering
with monetary policy.”

“As international
exposure of African
banking systems
increases, cross-
border supervision is
becoming a
challenge, especially
in cases of non-
convergence between
national and
international
regulations.”

“Particularly
challenging is the
measurement and
assignment of risk
weights to the mix of
banking services,
while taking into
account both the
international
requirements and the
local context.”

“Credit bureaus have
effectively
strengthened the
organizational
capacity for reducing
market information
imperfections. Any
decision to move
toward Basel III
should be taken in full
consideration of this.”
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Central bank, the only 
supervisory authority

Multiple supervisors, 
including the central bank

Central bank, not 
supervisory authority

Botswana; Burundi; Egypt;
Gambia; Ghana; Kenya; Le-
sotho; Libya; Namibia;
Rwanda; South Africa;
Sudan; Swaziland; Tunisia;
Uganda; and Zimbabwe

Morocco; and Nigeria

Algeria; Benin; Burkina
Faso; Cameroon; Central
African Republic; Chad;
Cote d’Ivoire; Gabon; Gui-
nea Bissau; Madagascar;
Mali; Niger; Senegal; Togo

Source: Barth et al., 2006, updated.



as a means of strengthening the organi-

zational capacity for reducing asymmetric

information, moral hazard and adverse

selection problems between borrowers

and lenders5. The bureaus have effecti-

vely reduced credit risk, supported ac-

cess to credit and improved credit re-

payments. The relevance and

effectiveness of the measures proposed

by Basel III to meet this objective and

the decision to move to Basel III must

be examined in full awareness of this

proven role of private credit bureaus in

addressing credit market information im-

perfections. 

o Past experience has also shown that

strengthening the discretionary powers

of prudential supervisors in countries with

weak institutional capacity and particu-

larly inadequate systems of incentives

leads to lower level of bank development,

greater corruption in lending, and banks

that are less safe and sound6. The mes-

sage to African policy makers is that

‘best practices’ for advanced countries

may not work for developing ones, and

the suggestion is that contextualized

‘best fit’ solutions will do better than

quick fixes inspired by ‘best practices’

in developed countries. 

o Defining roles, with a view to reducing

systemic risk, in such a way to achieve

the micro prudential role mainly through

market discipline, while assigning the

macro prudential role of financial stability

to a quasi-government agency should

be abandoned to adopt a regulatory re-

gime that encompasses both roles. 

o In any case, it will be necessary to make

sure that the framework that is retained

is in line with the human capacity availa-

ble. In this regard, there is a growing

consensus among experts that Africa

may not need complex models such as

Basel III, with its value at risk (VaR) mo-

dels for which it cannot collect data, let

alone run the model competently. 

o It is also necessary to reinforce African

countries’ capacity for policy dialogue,

with a view to strengthening Africa’s

voice in post-crisis bank regulatory fora.

Adequate definition of roles and appro-

priate sequencing will be crucial. In the

short term, the African Development

Bank, as the secretariat of the African

Committee of 10 (C-10) which represents

African finance ministers and central

bank governors needs to catalyze

Africa’s contribution in discussions on

banking regulation reforms being coor-

dinated by the Financial Stability Board

(FSB) and the Basel Committee. At the

same time, robust and sustained efforts

to equip African governments with the

required capacity for negotiation through

appropriate training and knowledge ge-

neration and sharing would seek to en-

sure a more active role of governments

in the medium term. 

o Last but not the least, enhanced coordi-

nation efforts should aim to reinforce the

interbank market in the Continent. This

market provides the market discipline

component of regulation, in addition to

its role in managing liquidity and hence,

monetary policy. Therefore, bank regu-

latory policies that enable markets to bet-

ter monitor banks, and that encourage

private actors to “discipline” banks are

associated with desirable outcomes. 
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“Prudential
supervision in
countries with
particularly weak
institutional capacity
and inadequate
incentives requires
contextualized ‘best
fit’ solutions, than
quick fixes inspired by
‘best practices’ in
developed countries.”

“The adoption of a
regulatory regime
with self-regulated
payment systems and
which encompasses
both micro and macro
prudential roles
should be
encouraged.”

“Given African
countries’ inability to
finance large bailout
plans in the event of
major bank failures,
introducing a financial
transaction tax on
bank balance sheets
to build a fund against
such risks should be
considered”

“To strengthen
Africa’s voice in bank
regulatory fora,
enhancing capacity
for policy dialogue is
needed. The African
Development Bank
could assume a
catalytic role in the
short term, and
devolve
responsibilities to
African countries
progressively.” 
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4 Conclusion

Many African countries have transitioned

their regulation from Basel I to Basel II, but

post-crisis, these countries are stuck at a

crossroads. Going back to Basel I is not an

option; meanwhile, Basel II has been inef-

fective in preventing the financial crisis. Afri-

can countries must therefore move towards

Basel III, albeit cautiously. In addition to Ba-

sel III not being a case of ‘one size fits all’

fix, quite a number of the emerging themes

for the framework are merely tangential to

the concerns of African economies. There-

fore, there is need to:  

o Review Basel III recommendations to de-

cide on the key aspects that need to be

incorporated into African banks’ regula-

tory frameworks; 

o Develop risk management frameworks for

identifying, measuring and mitigating po-

tential risks; and 

o Go beyond market risk concerns to re-

present development-enabling regulation. 

All these requirements will be met only if

Africa has the required human and institu-

tional capacity to manage the process ade-

quately. Hence, the success of the move

toward Basel III will depend on how signifi-

cant and sustained the effort to enhance

such capacity, harness an enabling envi-

ronment,  as well as generate and share

the relevant knowledge will be.
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“To enable markets to
better monitor banks,
and encourage
private actors to
“discipline” them,
interbank markets
should be reinforced
through enhanced
coordination.”
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