
I
t is well documented that financial deepening 

is much less developed in SSA than in most of 

the emerging market countries, with some ex-

ception such as South Africa and Mauritius, which 

have developed financial systems. Yet great strides 

have been made over the last decade and this has 

helped boost GDP growth rates in SSA countries. 

Since 2000, most of these countries have seen hi-

gher growth rates for private sector credit than 

for nominal GDP. �e trend is encouraging and 

has been underpinned by lower inflation in most 

African countries and headway in liberalizing inte-

rest rates and foreign exchange markets which has 

given banks more flexibility to mobilize and allo-

cate financing to creditworthy borrowers.

Yet despite these encouraging results, the ratio 

of credit to the nongovernment sector to GDP re-

mains relatively low. In most SSA countries, even 

those where growth performance has been high 

over the last decade (Benin, Burkina Faso, Ethio-

pia, Ghana, Mali, Mozambique, Niger, Rwanda, 

Tanzania, Uganda, Zambia…), the ratio of bank 

private sector credit to GDP was still under 20 per-

cent in 2007 (see table p.9). Indeed, in 2007 few 

SSA countries reached ratios of over 20 percent: 

Botswana, Kenya, Nigeria, Senegal, Swaziland and 

Togo (20 to 25%), Seychelles (35%), Cape Verde 

and Namibia (roughly 50%), and Mauritius and 

South Africa (over 75%). 

In contrast, over the last decade this ratio has risen 

sharply in many of the world’s emerging market 

countries where financial intermediation had pre-

viously tended to be low. In Latin American and 

Asian countries such as Brazil, Costa Rica, Colom-

bia, Mexico, India and Sri Lanka, ratios were low 

in 2000 but have risen by half and in 2007 topped 

the 40 percent mark in most cases. Central and 

Eastern European countries, where ratios were 

also low at the turn of the decade, have experien-

ced a credit boom which has pushed the ratio over 

the 40 percent mark in most countries. Hence, 

while Africa has seen an overall improvement in 

the various forms of financial intermediation, the 

pace of progress has been faster in the rest of the 

world. �is is a source of concern. 

�ere has been much analysis on how to deepen 

financial intermediation in Africa in order to scale 

up access to credit, especially for SMEs. What is 

needed is more reliable systems for collateral, land 

titles and credit guarantees, that must give suffi-

cient security to creditors; better information sys-

tems must be implemented via well -developed 

credit bureaus; leasing needs to be developed by re-

moving legal and judicial constraints that hamper 

repossessions; tax rules that prevent lessors from 

deducting capital depreciation as well as taxes ap-

plied to the repayment of principal by lessees must 

be suppressed; mutual guarantee schemes need to 

be developed so that SMEs can benefit from the 

support of other members; instruments are nee-

ded to mobilize long-term savings that give longer 

terms for investment financing; swifter judicial 

credit recovery procedures are required and judi-

cial systems must be more equitable in terms of 

debtor protection and creditor claims. 

Over the last decade the African continent has 

made headway in reforms to improve legal, ad-

ministrative and judicial arrangements in these 

areas. But progress has been uneven. Credit infor-

mation systems have been established in Kenya, 

Tanzania, Uganda, Mozambique and Zambia, al-

though there is still room for improvement 
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Despite signs of progress, SSA is still lagging compared to other regions  
when it comes to scaling up the volume of loans allocated to the private sector.  
If it is to catch up, some progress needs to be made in areas such as information 
dissemination, the appropriateness of bank products, the regulatory  
environment and loan securitization. �e last aspect is essential for SME lending 
activities, as the latter generally cannot provide sound guarantees.  
�is issue of securing loans could be overcome by applying the principles  
of microfinance to SME financing.



 in their operation, as well as in the legal envi-

ronment allowing for access to this information to 

non banking institutions. 

Accounting standards have improved in many 

countries and have thus strengthened account 

transparency. An example is the introduction of 

the SYSCOA uniform accounting system in Wes-

tern African Economic and Monetary Union 

(WAEMU) member countries in 2001. �e creation 

of  a regional bond market in WAEMU countries 

and the start of a similar market in Central African 

Economic and Monetary Community (CEMAC) 

countries have also helped mobilize long-term fi-

nancing; bond markets have deepened in Ghana, 

Kenya, Tanzania, Uganda and Zambia and have 

made it easier for larger companies and financial 

institutions to raise capital. SMEs may not have 

access to these markets, but they can benefit from 

their development via support from financial ins-

titutions and large firms that can enhance their 

financing. Payment systems have also improved 

throughout the continent, facilitating transaction 

settlements between economic agents. 

While these improvements are encouraging, there 

is still a long way ahead to bring the various insti-

tutional arrangements close to best practices. Cre-

dit information systems still need to improve in 

terms of coverage and access, auditing standards 

need to be reinforced and the small size of markets 

– with some exceptions such as the WAEMU re-

gional market or the South African capital market 

– still limits access to long-term financing. More 

progress towards establishing regional capital 

markets, such as the efforts underway in the East 

African Community, will help create deeper capital 

markets. Due to the limited bond market, regio-

nal development banks such as the BOAD in the 

WAEMU, the BDEAC in the CEMAC area as well as 

some public national development banks, play an 

important role in providing long-term financing. 

�e risk is that non-economic factors may influen-

ce these institutions’ credit allocations. Moreo-

ver, these large institutions are not sized to target 

SMEs and can at best have an indirect effect on 

SME financing via financing for large firms.

It is probably fair to say that progress has been 

slowest in judicial system reforms aiming to 

strengthen title regimes, particularly land titles, 

speed up collateral recovery procedures and enfor-

ce judgements. It is still a lengthy and difficult pro-

cess to recover credit or realize guarantees in most 

countries what explains why banks remain extre-

mely cautious when selecting borrowers and conti-

nue to have high collateral requirements. �is is 

particularly true when banks deal with SMEs since 

it is probably more difficult to realize guarantees 

with these counterparties than with larger corpo-

rate clients that can post better collateral. In many 

countries borrowers can adopt a series of delaying 

tactics to block creditors’ efforts to collect delin-

quent loans, recovery fees are high, and accoun-

tants and lawyers specialized in insolvency issues 

are scarce. With low confidence in the mechanisms 

for collecting overdue loans, it is not surprising 

that banks remain very liquid and prefer to invest 

in government bonds. 

Private sector access to bank credit is consequently 

limited. �ere are no easy solutions to these diffi-

culties, as improvement in judicial and administra-

tive systems may run counter to important vested 

interests. �e title regime is complex on much of 

the continent as property has been held in com-

munal form and the issuance of individual land 

titles may go against long-standing traditions.

In addition, efficient judicial systems require the 

allocation of important additional resources for 

legal personnel training, court equipment and 

information systems. Countries facing pressing 

needs in the social sectors and in basic infrastruc-

ture have traditionally neglected these areas. 

Data on SME access to credit is not systematically 

available. Some information has been collected 
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 by a series of World Bank country Investment 

Climate Assessment (ICA) reports which typically 

survey a number of firms and collect data on how 

many firms applied for loans, the number of loan 

rejections and reasons for them, why firms do not 

apply for loans... �ese assessments are, however, 

made infrequently and general conclusions on cre-

dit trends in SSA cannot consequently be drawn.

World Bank ICA surveys in countries such as Ca-

meroon, Kenya, Mali, Rwanda, Senegal, Tanzania 

and Uganda indicate that most of the collateral 

posted for loans is constituted by real estate (land 

and buildings), and, to a lesser extent, by owner’s 

own assets, machinery and equipment and ac-

counts receivable. In Kenya (World Bank, 2004) 

small firms appear to be less likely to own colla-

teral and are reported to be more credit constrai-

ned than larger firms. A larger share of small firms 

never applied for a loan. It is also worth noting 

that the ICAs report that a majority of firms sur-

veyed in these countries have never applied for a 

loan and small firms are more likely never to have 

applied, although the share of firms that never 

applied differs from one country to another (it is 

lower for instance in Kenya than in Tanzania and 

Uganda). Reasons for not applying include high in-

terest rates, too high collateral requirements, com-

plexity of procedures and no need for credit. It is 

likely that collateral requirements are heavier in 

countries where contract enforcement is weaker, 

stronger enforcement would consequently help ex-

pand credit access.

In this environment, microfinance principles, whe-

reby groups of loan applicants are jointly respon-

sible for loan repayments, can help unlock credit 

in systems where contract enforcement is weak. 

�e main limitation of microfinance is the small 

size of loans. However, in a number of countries 

such as Senegal and Benin, the strongest micro-

finance networks have been able to receive credit 

lines from traditional banks and have consequent-

ly been able to raise loan sizes. �is suggests that 

the development of adequate mutual guarantee 

schemes among firms could be an important ave-

nue for unlocking credit and promoting credit ac-

cess for SMEs.

In conclusion, the road for developing access to 

credit in SSA remains difficult and challenging, 

but experience in other regions of the world shows 

that the obstacles can be surmounted if appropria-

te reforms to address the basic needs of credit sys-

tems are implemented. �is includes more accu-

rate information, adequate accounting standards, 

proper product diversification, functioning credit 

recovery mechanisms and contract enforcement, 

including for collateral recovery. 
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