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Ease of new 
business establishment

The ease with which new businesses can 
enter and establish comfortably in Ghana is 
paramount not only to attract foreign investors 
and grow the economy but also job and wealth 
creation.  Further, some prudent measures 
must be put in place in order to improve the 
attractiveness of Ghana as an investment 
destination.  Some of these measures are: 

•	 Embracing Information Technology;
•	 �Provision of lines of credit by banks and 

other financial institutions to corporates, 
SMEs and individuals 

•	 �Offering of more sophisticated finan-
cial products;

•	 Tax reliefs;
•	 Competitive market environments;
•	 Free trade zones;
•	 Zero tolerance on corruption;
•	 Transparency 

Infrastructure funding

Poor or inadequate infrastructure hinders 
any development programs hence the need 
to invest.  There are different ways of funding 
such projects including loans, monetisation 
(trade by barter), PPP, use of future revenue 
receipts (structured financial products that 
could be linked with future oil receipts e.g. 
securitization), government funding, private 
funding etc.  

Perhaps the most important means of funding 
infrastructure projects (for an emerging 
economy) such as transport and construction of 
homes etc is through public private partnership 
programs.  Therefore, Ghana needs to intensify 
the utilization of this form of funding.

Just recently, Ghana signed a $10.4 billion 
concessionary loan for the development of a 
railway system from Kumasi to Paga, Ghana’s 
Eastern Corridor roads network and other 
sectors of the economy.15   

Of this, $4 billion would go into the railways 
system, $6 billion for ancillary energy 
infrastructure, education and sanitation 
amongst others, and $400 million for the 
Eastern Corridor roads.  The execution of the 
roads and railways project is expected to open 
up the eastern, middle and the northern parts 
of Ghana for accelerated development.  

This initiative also seeks to promote the 
exploitation of mineral deposits and the 
execution of the Savanna Accelerated 
Development Project meant to open up 

the Upper West, Upper East and Northern 
Regions towards poverty reduction.  

This move also reaffirms the government’s 
zeal to fulfil its intentions as stated in the 
2010 Budget speech to expand and complete 
key infrastructure in the country including 
power, transport, and information and 
communications.16 

Immediate and Future plans
There is a risk that, in spite of all the programs 
being put in place for the development of the 
Ghanaian economy, non-corporate citizens 
may not necessarily be able to adequately 
contribute to, or gain from, this process.   
The future of Ghana lies in the hands of all 
its citizens (educated and un–educated alike, 
corporate and non-corporate etc) and its 
development fundamentally lies in internally-
driven policies as well as internal and foreign 
investments.  

In September 2009, the Ghanaian president 
launched a new national pension scheme that 
would provide retirement security for the 

“informal” sectors.  Not only will this stimulate 

Africa’s profitability is one of the best kept secrets in 
today’s world economy”. Statement by the former UN 
Secretary-General, Kofi Annan, in 1999.

15 Ghana Business News (GBN)
16 Dr. Kwabena Duffuor - Budget Statement and Economic Policy
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the capital market and maintain sense of 
ownership, the contribution to this scheme will 
also serve as collateral for home mortgaging 
hence encouraging home ownership as well as 
developing the mortgage market.  

It is anticipated that this scheme will be fully 
operational by 2011.  This move has to be 
carefully managed as there are quite a few 
inherent risks (including but not limited to 
fund custodian/investment risk and regulatory 
risk) that come with such developments.

The future looks vibrant for Ghana and given 
the above, it is forecasted that the GDP will 
continue to grow robustly and that foreign 
investments will also continue to come into  
the economy.  

The risk is that it may not be fully ready to cope 
with the rate of influx of these investments.  
An advantage for Ghana, however, is the 
opportunity to learn from the mistakes of its 
neighbours by ensuring the following:

•	 �Periodic review of its trading and foreign 
business ownership laws.

•	 �Independent and robust analysis of foreign 
investment system – it should dictate the 
terms and not be dictated to.

•	 �Continue to build and maintain an attrac-
tive investment platform for investors.

Ghana’s untapped 
investment potential

“Africa’s profitability is one of the best kept 
secrets in today’s world economy” was a 
statement made by the then UN Secretary-
General, Kofi Annan, in 1999.17   

This is undoubtedly true given the huge 
profits that foreign and domestic companies 
(e.g. telecommunications) are reaping in many 
African countries such as Angola and Nigeria.  
However, this is only achievable and sustainable 
if Ghana continues to maintain a sustainable 
balance between local and foreign investors for 
the sake of persistent economic development”. 

The Ghana Investment Promotion Centre 
(GIPC), the office responsible for encouraging, 
promoting and facilitating investments in all 
sectors of the economy except mining and 
petroleum, has been working to improve 
knowledge, build relationships and implement 
strategies in the economy amongst domestic 
and foreign investors in terms of providing 
relevant and prompt information, agreed 
corporate tax and custom duty exemptions, 
developed investment frameworks for investors 
etc for sustainable economic development.

Given the growth in the regulated sectors of the 
economy such as the banking and finance sector, 
there is the need to equally develop the non-
regulated trade and commerce sectors such as 
self-employed traders.  

The general consensus is that this category of people 
does not contribute enough to the national income.  

Conclusion
The indirect contagion effect of the global 
economic crisis on African economies as 
a whole was the immediate withdrawal of 
funds which led to significant loss of value 
in a number of the African equity markets.  
Ghanaians do not invest in the stock market 
enough and as such need to and own more in 
the exchange than foreigners in order to deal 
with such contagion effect.  The regulator of 
the market, Ghana’s Securities and Exchange 
Commission, should seek to educate the 
general population in order to stimulate the 
capital markets.  

Equally, Ghanaians in the Diasporas should be 
encouraged to bring back their expertise to the 
development of the economy in terms of being 
involved in manufacturing, agriculture, real 
estate, construction and architecture and so on.

In ensuring growth and stability in the mid- to 
long- term, the government of Ghana must 
continue to review its comprehensive set of 
policies and initiatives thereby continuing to 
progress its varied development programs for 
the sustainment of a better, more prosperous 
Ghana.  

For bespoke solutions, training and consultan-
cyservices, please contact Applied Capital Market 
Ltd (ACM), at info@acm-consult.com.

17 At the annual summit meeting of the Organization of African Unity (OAU) in Algeria on 12 July 2009 (http://www.un.org/ecosocdev/geninfo/afrec/subjindx/132inves.htm)
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Over the past few years, emphasis, in many 
African countries, has been on the development of 
local currency bond markets.  The main driving 
force for this includes a desire to avoid the 
currency mismatch that is associated with domestic 
debt that is denominated in foreign currencies – 
which has been known to trigger, or worsen the 
severity of, financial crises. Another aim is to 
develop local capital markets so as to improve the 
flexibility and effectiveness with which financing 
is raised for local infrastructure and other projects 
of a medium- to long-term nature that could 
improve socio-economic development.

In Nigeria, the Federal Government has been issuing debt securities 
at increasing longer maturities over the past decade so as to lengthen 
the maturity profile of government securities issues in order to 

establish a benchmark yield curve for corporate bond issues. The idea 
here is to encourage companies and other entities in infrastructure sectors 
to issue bonds as a way of financing infrastructural development. But the 
corporate bond market has nevertheless remained largely underdeveloped 
and very small in terms of size and volume.  However, some impetus to 
corporate bond issues has come from the effects of higher bank lending 
rates which followed the onset of the acute phase of the global financial 
crisis in the latter part of 2008.

Recently, the Nigerian government approved tax exemption on corporate 
bond issues and a reduction in stamp duty in order to stimulate the 
development of the corporate bond market. As a result of stimulating a 
more favourable environment, more corporate organisations are planning 
to issues bonds (including banks). This blind mass exodus from equity 
issues to bond issues by banks needs to be approached with caution, so 
that we do not end-up in another asset price bubble. 

Corporate Bond  
Market Hullabaloo!
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Applied Capital Market Ltd (ACM) believes that one of the main 
causes of the recent banking crisis, in Nigeria for instance, was inefficient 
allocation and utilization of capital raise via the equity markets, 
which was used, in significant proportions, for funding speculation 
in the equity and oil markets.  The result was the creation of big, and 
ultimately unsustainable, asset bubbles.  In the present challenging 
banking environment where the reform agenda is somewhat unclear at 
the moment (coupled with the proposed abolition of universal banking), 
we think that it may be very financial and economically risky for retail-
focused banks to be issuing corporate bonds.  

So, ACM suggests that the Central Bank of Nigeria (CBN) should set a 
limit on banks’ gearing ratio so as to prevent an unsustainable growth of 
banks’ balance sheet size.  The CBN, in collaboration with SEC, should 
constitute a committee to evaluate any proposed bond issues by banks.  
Please note that we are not saying that corporate bonds should not be 
issued by banks, only that it may be right for all banks and the timing 
may not be right for some banks.  For banks that intend to participate in 
the funding of long term capital-intensive projects (such as infrastructure) 
or even to fund small businesses over, say, a 5 year duration, and to also at 
the same time properly manage their asset/liability mismatch, we believe 
that debt finance has an important part to play, and here bonds of suitable 
maturity profiles can and should play an essential role.  For a more in 
depth analysis of corporate bonds, please see our publication ACM-
Insight! (http://acm-consult.com/articles/Corporate Bond Markets Now.
pdf ).

The experts at ACM agree that in order to stimulate corporate bond 
markets, there should be some incentives such as tax-exemptions but we 
do not agree with a blanket tax-exemption for all corporate bond issues.  
Instead, it should be targeted at real sectors (such as manufacturing, 
agriculture) and infrastructural development.  

We believe that corporate bond issues by banks should be taxed 
and so should foreign investors in certain sectors (such as bank, 
telecommunication and oil & gas). This would create the right balance in 
the nascent corporate bond market so as to avoid the debt market being 
over-dominated by banks issues, and also to help stimulate investors to 
invest in the real sectors (and, so, increase liquidity).

For sustainable development of the corporate bond market, banks’ 
major role should be to provide corporate finance advisory services, 
underwriting and market-making (trader to create liquidity) activities.  
Here, we mean “investment banks” (or investment banking divisions of 
universal banks), not pure “retail banks”.  

Also, the Securities and Exchange Commissions of countries across 
Africa need to better educate investors a lot more on bond fundamentals, 
create an efficient bond architecture (such as evaluating bond credit 
worthiness, database of company financials etc), set minimum standard 
templates for bond prospectuses (presently, the content of such prospectus 
lacks adequate information), and liaising with Debt Management Offices 
and central banks to create risk-free yield curves benchmarks.  The 
experts at ACM believe that present returns on bonds do not adequately 
compensate for both credit and inflation risks which are inherent in it, so 
the CBN should endeavour to ensure that inflation is well managed.  

In conclusion, ACM would like to make clear that we support a rapid 
deepening of the corporate bond market but merely highlight the need 
for potential issuers to seek appropriate professional advice because 
bonds are not suitable for all borrowers or for all circumstances.

For any further discussion or questions, please email:  
info@acm-consult.com.
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Success 
in these terrain 
demands more than 
business as you know it.  
At Africonomie, 
we combine experience
and deep local knowledge
to help our corporate
and institutional clients. 
We are your gateway into 
the new frontier-Nigeria. 
our clients say; we are their 
preferred partner when it 
comes to business in Nigeria. 
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Background

In the first quarter of 2010, the Central Bank of 
Nigeria (CBN) reviewed the Universal Banking 
Model used by banks in Nigeria.  

The CBN, which initially introduced universal 
banking in 2000, now believed that the regime 
had exposed banking business to greater risks that 
challenge the stability of the financial system.   
The stated aims of the then proposed changes were 
to “enhance the quality of banks, ensure financial 
system stability and promote the evolution of a 
healthy financial sector”.

Applied Capital Market Ltd (ACM) decided to contribute 
to the consultation process by providing comments to assist 
in the CBN’s policy development process in this area.  Our 

comments, which we sent to the CBN in April 2010 (and which we 
also published in Proshare), are reproduced below.  

We set out under three headings below, namely:

•	 Abolition of the Universal Banking Model
•	 Classification of Commercial Banking Activities
•	 The HoldCo-based Universal Banking Model

Abolition of the Universal Banking Model

The CBN’s Proposal
The universal banking regime was introduced by the CBN in 2000 
(under the “Guidelines for the Practice of Universal Banking in 
Nigeria”). The CBN now proposes to abolish it universal banking 
model in order to achieve its stated aim of having banks focus on 
their core banking business.

Applied Capital Market’s Comments
We agree with the proposed abolition of the Single Licence aspect of 
the Universal Banking Model.  Though we believe a financial group 
should be permitted to conduct different financial activities, but 
these should be done under the Holding Company Model proposed 
by the CBN.  

CBN’s Review of the Universal 
Banking Model – ACM’s Response
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Given that three different regulatory authorities are responsible 
for the supervision of the three main financial sectors (banking, 
securities and insurance), it is not appropriate that a single regulatory 
licence obtained from the CBN should be sufficient to enable the 
carrying on of different activities.  We also agree that regulatory 
licences should be linked to the actual activities of an institution, not 
just a blanket one.  

The prudential and other financial risks inherent in banking, 
securities and insurance activities differ greatly and should not be 
confused.  For example, liquidity risk is particularly acute for deposit-
taking banks while it is relatively less of an issue for, say, the insurance 
sector given the differing speeds with which either may collapse.  

We also believe that no financial institution should hold a licence for 
an activity that it does not, and does not intend to, carry out in the 
short term.

Classification of Commercial Banking Activities

The CBN’s Proposal
In the proposed new regime, commercial banks (and the associated 
licences) would be classified by reference to: coverage, location and 
operations.  The three proposed classifications are: 

Regional Banks: Subject to a minimum capital base requirement of 
N15billion, operations to be in a minimum of 5 and a maximum of 
10 contiguous states, and must have the word ‘regional’ in its name.  
Its activities are the same as national banks except that regional 
banks cannot act as settlement banks. 

National Banks: Subject to a minimum capital base requirement of 
N25billion, allowed to operate in Nigeria only (all 36 states and FCT), 
can conduct all financial activities except insurance underwriting, loss 
adjusting services, re-insurance services, asset management, broker/
dealer, issuing house/underwriting and proprietary trading. 

International Banks: Subject to a minimum capital base requirement 
of N100billion, allowed to operate in Nigeria (all 36 states and FCT) 
and overseas.

Applied Capital Market’s Comments
While we appreciate that the CBN’s proposals are intended to 
enhance the stability and diversity of the banking sector in Nigeria, 
we have a number of reservations about this proposal.  It is important 
that measures implemented for the purpose of reforming the banking 
sector should not be in conflict with the national goal of increasing 
savings as well as banks’ provision of financing to the real economy.

We can see no business/economic justification to distinguish 
between national and regional banking.  We also believe that 
specialised banking models (such as Sharia or non-interest banking, 
Microfinance Banks etc) would achieve the main purpose of regional 
banking.  But lower capital base requirements and geographical 
restrictions (i.e. embedded regional constraints features) will not 
achieve the desired goal of grass-root banking and boost savings.

Therefore, we strongly disagree with the proposed classification 
of commercial banking activities into regional, national and 
international banks.  We can decipher neither a sound policy 
rationale nor an economic imperative to necessitate such 
classifications.  Further, we disagree with the proposed imposition of 

differing minimum capital base requirements on different bank types.  
Below, we set out some of the reasons for holding these opinions.

•	 �Regulatory arbitrage and level-playing field concerns:  The 
classification into regional, national and international will result 
in an unlevel playing field for the participants in the banking 
market.  This will severely hinder competition which, as you know, 
is essential for economic growth, choice within the market as well 
as an efficient market for consumers.  In a given segment of the 
country, the national and regional banks will be competing for the 
same deposits and for the provision of banking services but the 
national banks will have a competitive disadvantage as a result of 
having to have a significantly higher capital base requirement.  

•	 �International banks:  We believe that the minimum capital base 
requirement of N100 billion is excessive and is wholly unnecessary 
in order to obtain the permission of the CBN to operate a foreign 
subsidiary.  The reasons for this view are:

•	 �The deposits of the foreign subsidiary will be insured by the 
relevant country’s deposit insurance scheme and not the 
Nigeria Deposit Insurance Corporation.

•	 �Since the proposed changes include a requirement to ring-
fence banking activities and assets away from others under 
the Holding Company model, there is no need to impose a 
significantly higher capital base requirement.

•	 �Increase in regulatory capital base requirements may deter real 
sector growth because capital would be idle in order to meet 
regulatory requirements.  

•	 �Since one of the main aims of increasing the capital base 
requirement is to reduce or eliminate contagion effects from 
banks’ international operations, in order to immunize Nigeria 
from these, we propose these: 

•	 �Higher minimum qualifying capital to risk weighted assets 
ratio (of, say, 12%);

•	 Compliance with Basel 2 and IFRS; and

•	 �Additional risk-asset stress tests, such as stress on fungibility of 
capital (ability to move cash/capital between regulated entities 
within a banking group in times of stress), diversification 
benefit (risk offset between entities or risk exposures), and 
liquidity risk (the risk that cash sources are insufficient to 
meet cash needs under either current conditions or possible 
future environments.

•	 �Regional banks definition:  The definition of a regional bank is 
ambiguous.  There would need to be a well defined classification 
along the lines of, perhaps, political or constitutional structures.

•	 �Purpose of the capital base requirement:  The minimum 
capital base requirement is not a risk-sensitive measure and 
is therefore there merely to serve as an effective barrier to 
entry for firms that are not sufficiently capitalised so as to 
give us confidence in the strength of the banking sector.   
 
The figure of N25bn was imposed in view of the many banking 
crises that Nigeria had suffered in the past few decades.  Should 
the CBN wish to review the continuing appropriateness of N25bn 
as the minimum capital base requirement, this would be a different 
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matter.  But varying it according to the geographical spread of a 
bank is, in our view, unnecessary and counter-productive.

•	 �Geography and risk:  We are of the view that the riskiness of a 
bank’s activities does not change according to its geographical 
spread.  In fact, it may be argued that a bank is better able to 
manage concentration risk by enhancing its geographical spread.   
Therefore, it may well be that a national bank is actually safer than 
a regional bank, whereas the latter has a much smaller capital 
base requirement to contend with.  This means that the proposed 
changes, though seemingly well-intentioned, may have a counter-
productive effect.

•	 �Benefits of international expansion:  Similarly, the mere fact that 
a Nigerian bank chooses to establish a subsidiary overseas does 
not necessarily increase its risks and it certainly does not increase 
its risk four-fold.  The nature of the “group risks” to which such 
a banking group is exposed may change as a result of a foreign 
investment and these should be factored into the consolidated 
supervision of the group by the CBN.  However, an overseas 
investment may offer diversification benefits as well as business 
expansions opportunities.  It also allows Nigerian banks to cater 
for the significant group of Nigerians in the diaspora who require 
“diaspora banking services”.  Note that the diaspora contributes 
significantly to the economy of Nigeria – a fact publicly 
acknowledged by the Federal Government. 

Therefore, a measure that is intended to serve as an entry requirement 
and an effective barrier to those not sufficiently capitalised should, by 
its very nature, be a straightforward, non-complex and, perhaps more 
importantly, uniform measure.  This measure should neither vary nor 
fluctuate.  

It is right that prudential capital requirements, on the other hand, 
should vary according to the riskiness of the assets of a given bank.

The HoldCo-based Universal Banking Model

The CBN’s Proposal

A Holding Company (HoldCo) shall own a bank (or banks) and may 
also engage in other financial services activities closely related to banking 
but only through non-bank subsidiaries.  The HoldCo will be permitted 
to own entities that perform banking, clearing house activities, capital 
market activities, insurance services or such other services permitted by 
the CBN.  

The HoldCo will be required to be regulated by the CBN when a licensed 
bank decides to expand into other type(s) of banking or financial services 
(such as insurance, asset management, brokerage etc), and if a shareholder 
owns or controls a minimum of 20 percent of one bank, the same level of 
ownership is exerted on other financial institutions within the holding 
company. 

It is worth pointing that this proposed HoldCo structure is similar to 
Financial Holding Companies in the USA, created by the Gramm-Leach 
Act (also known as the Financial Services Modernization Act of 1999). 

Applied Capital Market’s Comments

HoldCo Framework:  We commend the efforts of the CBN in 
recognising the importance of universal banking which itself stems from 

globalization and the liberalization of the financial services industry.  
There are also, as you are aware no doubt, diversification benefits through 
reduction in the resources required to manage risk and lower costs of 
capital which in turn results in lower pricing of services to consumers.  

So, we support the CBN’s proposed HoldCo model as a way of 
maintaining the universal framework in a sustainable manner, and 
without creating unnecessary bottlenecks and panic (the type that usually 
accompanies regulatory changes). 

 Our reasons for supporting this model are that:

•	 �it is good for recovery and resolution plans to be utilised in a time of 
stress (and so helps address too-big-to-fail problem as well); and 

•	 �it can help to preserve or maintain the status quo in terms of multiple 
business lines and participation in different financial sectors but with-
out generating unnecessary regulatory panic.

However, we are concerned about:

•	 imprecise definitions of allowable activities;

•	 the absence of an efficient legal framework;

•	 the absence of a holistic regulatory and risk framework;

•	 �insufficient measures to constrain on intra-group exposures to make 
the changes more effective; and 

•	 �an effective monitoring system to ensure that retail deposit are not 
used to fund proprietary trading for instance.  

Further, the HoldCo model looks at things purely from a banking point 
of view, perhaps to be expected given the CBN’s remit.  But there needs 
to be some consideration of what happens from the other side.  For 
instance, if an insurance entity holds or exercises control (>50%) or 
significant influence (>20%) over a bank, is there any need for a HoldCo?  
If yes, who will supervise the HoldCo?

The present framework is one-directional, so there is a need for a 
comprehensive framework to discourage any regulatory and policy 
loopholes and arbitrages.  We therefore encourage the CBN to engage 
other regulators such as the National Insurance Commission in 
facilitating a coherent set of reforms.

Conclusion

Applied Capital Market Ltd (ACM) welcomes the CBN’s aims of 
enhancing the quality of banks, ensuring financial stability and promoting 
the evolution of a healthy financial sector.  We hope you find our 
comments constructive and helpful as you go through your undoubtedly 
challenging process of policy development.

We also think that, in line with international standards, the CBN should 
do a Quantitative Impact Study (QIS) to understand what the economic 
impact of the proposals might be.  This should also include a detailed 
Cost Benefit Analysis (CBA).  

On a more general note, the CBN should, in future publications, 
endeavour to have a Market Failure Analysis (MFA) setting out 
exactly what the market failures are that it is trying to correct with the 
introduction of any new proposals. It should also detail alternative policy 
solutions that have been considered and discarded, together with the pros 
and cons.  The timeframe of two weeks is also a little bit short in order to 
engender a proper debate in the industry.
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Capital Market Updates

The combination of policy stimulus 
and cyclical inventory adjustments 
has boosted demand, and world 

trade has picked up in 2010. The data on the 
world’s largest economies in 2010 show signs 
of possible sustainable recovery, as evidenced 
by data on manufacturing output which is 
at a 5 year high, consumer sales which is up 
significantly and new hiring by companies. 

These early signs of optimism in economic 
activity in the advanced economies and the 
emerging markets are sparking demand for 
commodities such as crude oil. For instance, 
crude oil prices have increased and traded at 
close to US$88 per barrel in the first week of 
April 2010, the highest level since 2008, as 
a result increase in demand for commodities. 

Equity markets gave positive returns between 
December 2009 and December 2010 for 
African stock markets. The Ugandan All 
Share Index (USE ALSI) and Kenyan All 
Share index (NSE ALL) appreciated by 64% 
and 36% respectively over the period. In 
the same period, Ghana, Morocco, Nigeria, 
Zambia, Egypt and South Africa increased 
by 32%, 21%, 19%, 18%, 17% and 16% 
respectively. 

In the first quarter (Q1) and fourth quarter (Q4) of 2010, most of the African stock market 
indices witnessed significant recovery (except Mauritius and Malawi with declines of 1% and 
4% respectively in Q1; and Kenya with a decline of 4% in Q4). The Nigeria All share index 
(NSE ALL) and Kenya (Nairobi All share index), appreciated by about 25% in Q1. For Q2 
and Q3, there were no dominant patterns, as some appreciated while other declined over 
the periods.

The Ghana All Share index appreciated in Q2 (10%) and Q3 (4%), but the Nigerian NSE 
ALL depreciated in both Q2 and Q3 largely due to banking stocks which constitute about 
50% of NSE ALL (this may be attributed to the uncertainties surrounding the formation of 
the Asset Management Company of Nigeria (AMCON) designed to rescue ailing banks). 
See Chart 1, for more information on other African indices.

African Capital 
Markets Updates

CHART 1: STOCK MARKET - AFRICAN EQUITY MARKETS AT A GLANCE

COUNTRY INDEX Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Q1 '10 Q2 '10 Q3 '10 Q4 '10

NIGERIA NSE ALL  20,827  25,966  25,409  23,051  24,771 25% -2% -9% 7%

GHANA GSE ALL  5,572  6,014  6,591  6,836  7,369 8% 10% 4% 8%

KENYA KSE ALL  3,248  4,073  4,339  4,630  4,433 25% 7% 7% -4%

UGANDA USE ALSI  724  779  1,019  1,118  1,188 8% 31% 10% 6%

EGYPT EGY30  1,701  1,907  1,668  1,851  1,997 12% -13% 11% 8%

MOROCCO MCSI  21,701  23,942  24,176  24,673  26,192 10% 1% 2% 6%

S. AFRICA JALSH  27,666  28,748  26,259  29,456  32,119 4% -9% 12% 9%

MAURITIUS SEMDEX  1,661  1,639  1,654  1,761  1,967 -1% 1% 6% 12%

ZAMBIA ZCCM-IH  2,807  2,888  3,018  3,118  3,304 3% 5% 3% 6%

MALAWI MASI  5,155  4,970  4,852  4,927  4,953 -4% -2% 2% 1%

NAMIBIA FTN098  772  812  720  802  867 5% -11% 11% 8%

Source:  Bloomberg and Applied Capital Market (ACM) Ltd
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For advanced economies, stock markets 
appreciated in Q1 and Q4 of 2010, as a 
result of the positive impact of economic 
recovery, but depreciated in Q2, because 
of concerns over possible sovereign default 
in some European Union countries such as 
Greece, Spain, and Ireland. Overall year-on-
year returns were 16%, 13%, 9%, 5%, -3% for 
German, US, UK, Hong Kong, and France 
equity indices, respectively.

In terms of risk in equity markets, volatilities of returns in each country’s equity index is used 
as a measure of risk. Amongst African equity markets in 2010, the Nigerian equity market 
was more volatile compared to others; this was due to uncertainties in regulatory reform and 
the terms of bank bail-out programmes. Table 1, shows the annualised volatilities (measured 
as a standard deviation of daily index return), for 2008, 2009, and 2010 and by country. 

CHART 2: STOCK MARKET - WORLD MARKETS AT A GLANCE

COUNTRY INDEX Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Q1 '10 Q2 '10 Q3 '10 Q4 '10

UK FTSE 100  5,413  5,680  4,917  5,549  5,900 5% -13% 13% 6%

USA SP 500  1,115  1,169  1,031  1,141  1,258 5% -12% 11% 10%

EURO-ZONE E300  1,046  1,079  993  1,061  1,122 3% -8% 7% 6%

FRANCE CAC 40  3,936  3,974  3,443  3,715  3,805 1% -13% 8% 2%

GERMANY DAX  5,957  6,154  5,966  6,229  6,914 3% -3% 4% 11%

HONG KONG HSEG  21,873  21,239  20,129  22,358  23,035 -3% -5% 11% 3%

JAPAN NIKKEI 225  10,546  11,090  9,383  9,369  10,229 5% -15% 0% 9%

BRAZIL IBOV  68,588  70,372  60,936  69,430  69,305 -13% -13% 14% 0%

Source:  Bloomberg and Applied Capital Market (ACM) Ltd

EQUITY INDEX CHANGES IN Q1, Q2, Q3 & Q4 2010

EQUITY INDEX CHANGES IN Q1, Q2, Q3 & Q4 2010
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The changes in volatility by year, demonstrate 
the non-constant nature of volatility.  
Volatility risk was particularly high in 
2008 and 2009 for developed countries (as 
result of the credit crisis) and for African 
countries in 2009 (due to the delayed spread 
and contagious effects of the 2008 global 
financial crisis).

The correlation between African stock 
markets and developed markets’ stock indices 
were positive (except the Ghanaian index 
which was negatively correlated, but the 
correlation was weak). The African Frontier 
markets (Nigeria, Kenya, South Africa, and 
Egypt) were strongly positively-correlated 
while others were weakly positively-
correlated (see Table 1). This demonstrates 
that African capital markets are integrating 
into the wider world economy, hence 
reduction in diversification benefits.

Most African currencies appreciated 
against the US dollar between December 
2009 and December 2010 (except South 
African and Namibian currencies; see Chart 
4).  The appreciation of some currencies 
was attributable to increased commodity 
prices, which resulted in increased foreign 
exchange reserves, as a result of US dollar 
inverse relationship with commodity prices 
(compare Chart 3 and Chart 4).  In Q2 09, 
most African currencies depreciated against 
the US dollar with the exception of the 
Nigerian naira and Botswana’s pula.

TABLE 1: VOLATILITY OF AFRICAN AND DEVELOPED ECONOMIES’ EQUITIES

COUNTRY 2008 2009 2010

NIGERIA 19.8% 29.0% 21.6%

GHANA 11.5% 21.5% 16.0%

KENYA 25.2% 22.6% 11.7%

EGYPT 41.3% 36.4% 20.1%

MOROCCO 17.8% 13.9% 10.1%

S.AFRICA 38.0% 24.7% 16.9%

MAURITIUS 23.3% 20.3% 7.9%

UGANDA 31.3% 25.9% 15.4%

UK 38.5% 23.8% 17.6%

US 40.0% 27.6% 18.1%

EURO 37.8% 24.9% 18.9%

JAPAN 46.9% 27.3% 21.1%

Source:  Applied Capital Market (ACM) Ltd

TABLE 2: CORRELATION BTW AFRICAN EQUITIES AND DEVELOPED 
ECONOMIES’ EQUITIES ( Jan 07 to Dec 2010)

COUNTRY FTSE 100 S&P 500 EURO NIKKEI 225

NIGERIA 59.9% 73.4% 72.6% 71.7%

GHANA -50.6% -40.6% -44.1% -40.3%

KENYA 85.4% 89.3% 87.9% 81.6%

EGYPT 81.5% 86.9% 81.9% 75.8%

MOROCCO 41.8% 51.0% 41.0% 34.1%

S.AFRICA 83.0% 76.3% 65.1% 50.6%

MAURITIUS 47.4% 42.3% 27.5% 10.0%

UGANDA 48.5% 45.2% 34.3% 19.9%

Source:  Bloomberg and Applied Capital Market (ACM) Ltd

CHART 3:  CURRENCY MARKET - AFRICAN MARKETS AT A GLANCE

COUNTRY FX NAME Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Q1 '10 Q2 '10 Q3 '10 Q4 '10

NIGERIA NAIRA  149.50  149.95  149.80  154.55  152.00 0.3% 0.1% -3.1% 1.7%

GHANA CEDI  1.43  1.42  1.44  1.43  1.49 -0.8% -1.5% 1.2% -4.1%

S. AFRICA RAND  7.38  7.26  7.65  6.98  6.59 -1.6% -5.1% 9.6% 6.0%

KENYA SHILLING  75.85  77.32  81.75  80.75  80.70 1.9% -5.4% 1.2% 0.1%

ZAMBIA KWACHA  4,641  4,690  5,175  4,845  4,800 1.1% -9.4% 6.8% 0.9%

EGYPT POUND  5.48  5.51  5.70  5.70  5.81 0.4% -3.3% -0.2% -1.7%

FRANCPH* CFA FRANC  457.45  484.55  534.84  482.68  489.70 5.9% -9.4% 10.8% -1.4%

ALGERIA DINAR  71.91  73.52  74.65  74.10  74.47 2.2% -1.5% 0.7% -0.5%

UGANDA SHILLING  1,900  2,080  2,280  2,243  2,310 9.5% -8.8% 1.6% -2.9%

TUNISIA DINAR  1.32  1.40  1.52  1.42  1.44 5.9% -7.7% 7.0% -1.3%

MOROCCO DIRHAM  7.90  8.28  8.98  8.23  8.34 4.9% -7.7% 9.1% -1.4%

BOTSWANA PULA  0.15  0.15  0.14  0.15  0.16 -1.7% 4.2% -6.6% -2.3%

MAURITIUS RUPEE  30.35  30.14  32.14  30.01  30.88 -0.7% -6.2% 7.1% -2.8%

MALAWI KWACHA  146.00  150.80  150.77  150.77  150.77 3.3% 0.0% 0.0% 0.0%

NAMIBIA DOLLAR  7.38  7.26  7.65  6.98  6.96 -1.6% -5.1% 9.6% 0.3%

*Francophone Africa countries: Benin, Burkina Faso, Côte d’Ivoire, Mali,Niger,Togo, Guinea Bissau, Cameroon, Central African Republic, 
Chad, Republic of Congo, Equatorial Guinea, Senegal and Gabon. 

Source:  Bloomberg and Applied Capital Market (ACM) Ltd
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Overall the commodity market out-
performed other asset classes (equity, fixed 
income) over the course of 2010. Silver, 
Gold, Platinum and Diamond increased by 
82%, 30%, 21%, and 17% as at December 
2010 compared to December 2009. One of 
the reasons for increased demand for these 
commodities was increase in demand by 
investors for higher quality assets (that are 
less susceptible to erosion in asset values).  
Further, the demand for commodities 
was enhanced by manufacturing demand 
(especially from China) and the perception 
of greater risk in holding government debt.   
Chart 4 depicts major commodity markets 
at a glance with a graph of quarterly changes. 

FX CHANGES AGAINST US DOLLAR IN Q1, Q2, Q3 & Q4 2010

FX CHANGES AGAINST US DOLLAR IN Q1, Q2, Q3 & Q4 2010

CHART 4: COMMODITY MARKET - WORLD MARKETS AT A GLANCE
COUNTRY FX NAME Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Q1 '10 Q2 '10 Q3 '10 Q4 '10

GOLD GOLDS  1,097  1,113  1,242  1,308  1,422 1% 12% 5% 9%

SILVER SILV  17  17  19  21.8  30.90 4% 7% 17% 42%

CRUDE OIL 

BRT

BRENT  78  81  75  82  95 5% -8% 10% 15%

CRUDE OIL 

BNY

BONNY  79  83  75  83  96 5% -10% 11% 16%

DIAMOND PLPH0AAI  113  119  125  126  132 5% 5% 1% 5%

PLATINUM PLAT  1,466  1,644  1,534  1,657  1,769 12% -7% 8% 7%

COTTON N' 2 COTTON N2  76  75  76  102  144 -2% 2% 33% 41%

COFFEE 

ARABIC

COFFEE AR  168  164  191  216  262 -2% 17% 14% 21%

COFFEE 

ROBUSTA

COFFEE RB  1,418  1,422  1,731  1,726  2,095 0.3% 21.7% -0.3% 21%

Source:  Bloomberg and Applied Capital Market (ACM) Ltd
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ACM’s 2011 Sub-Sahara 
Frontier Economies

Nigeria: Growth will probably be dull 
even though pre-election spending should 
support consumption. ACM anticipates a 
negative 2011 outlook, as a result of political 
uncertainty, with down-risk in regulation 
reform and fiscal policy sustainability. We 
expect inflation rate to between 13%-15%, 
growth rate of 4.5% in 2011, and possible 
negative outlook on sovereign ratings. 

The presidential elections in 2011, is likely 
to create major volatility in the markets, and 
instability in the political climate. Our base 
case remains a People Democratic Party 
(PDP) election victory once again, but the 
concern is the ruling PDP’s internal politics, 
given the furore over regional zoning which 
has created internal division within the 
party (leading some to challenge the right 
of incumbent President Jonathan Goodluck 
to contest for president).  Reforms are likely 
to remain paused in the meantime, but we 
would expect to see them gain momentum in 
Q3 and Q4 (i.e. after the elections).  

The up-side is that the proposed 2011 budget 
is about 10 per cent less than that of 2010 
estimation, and based on a conservative 
average oil price of $65 (less than our 
projected average oil price of $80 per barrel), 
hence likely increase in foreign reserves and 
appreciation or stability of the naira, with 
resultant growth if the excess revenue is 
utilised in improving infrastructure and 
alleviate poverty. 

The down-side risks are: (i) regulation risk 
introduced by lack of an institutionalised 
regulatory framework; and (ii) political risk. 
Our base case is that Jonathan wins the 2011 
presidential election, but if an opposition 
party wins, there is a risk that most of the 
recent banking reforms (especially the 
repeal of the universal banking model) may 
be reversed. A substantial and unexpected 
rise in international oil prices could trigger 
an administered local fuel price increase 
(if the proposed removal of oil subsidies 
is implemented) and a steep increase 
in inflation.

 

Kenya: Kenya’s economy has a very strong positive 2011: expected increase in investment to 
be driven by a robust consumption growth outlook, political stability, booming commodity 
exports, and likely further sovereign credit rating upgrades as a result of sound economic 
fundamentals.  This should also create the fiscal basis for accelerated infrastructural spending. 

We also project further deepening of the capital markets, as a result of increased liquidity 
in both the equity and bond markets. The 2010 growth will be sustained as a result of the 
increase in prices for some of Kenya’s main commodity exports (tea and coffee).  2011 
outlook is positive hence the Central Bank of Kenya (CBK) forecast growth of 4.2% for 2011 
is reasonable. 

The down-side is a possible increase in 
inflation, as a result of fall-out effect of 
increase in oil-prices, which may result 
in increase in energy prices (since energy 
prices are not subsidised in Kenya). Similarly, 
preparation towards the 2012 election is 
likely to slow down fiscal policy activities 
and weaken the coalition government; and 
hence, may retard growth and influence 

inflation rates.  The country’s exports are vulnerable to both international prices and weather 
conditions, and, so, fall in commodity prices and bad weather condition are potential down-
side risks.

Ghana: 2011 growth is will likely be influenced strongly by revenues from oil exports, hence 
increase in economic activities, capital market, foreign direct investment and the increase in 
non-oil revenue (due to hikes in income, goods and services taxes) are expected. We expect 
the growth of 9% (less than the 12.3% projected in 2011 budget), inflation of 11% (greater 
than Bank of Ghana’s targeted inflation of 9%), and strong positive sovereign ratings. 

The 2011 budget targets a deficit of 7.5% of GDP, 
less than the 9.7% for 2010, but higher than our 
expectations. Since the 2011 budget depends on oil 
revenue of GH¢584 millions ($401millions), although 
less than 10% of the total revenue, but Ghana’s revenue 
is highly susceptible to volatility in international Oil, 
Gold and Cocoa prices; hence, likely to affect current 
account and inflation and, to some extent, policy rates. 

The down-side is the anticipated effects of oil risk, such as over-dependence on oil, possible 
neglect of other sectors, increase in cedi against major international currencies, hence fuel 
local demand for foreign goods without increase in production thus leading to export-import 
trade imbalances.  Also, due to impact on crude oil prices and the significant build-up in 
foreign exchange reserves arising from inflows of private capital in the money markets and 
in foreign direct investment. The Bank of Ghana may be forced to react to lingering high 
inflation with a rise in policy rates (from 13.5% to 14.5%) though there is a risk that policy 
will remain unchanged and focused on growth rather than inflation. 
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Key Facts

It is officially known as Republic of Kenya, located 
in East Africa, with a population of 37.9mn (UN 
2008 estimates) and size of 582,650 km2. It capital 
is Nairobi and official language is English/Kiswahili 
and currency is Kenyan Shilling (KES). The 
Kenya’s economy depend on commodities (tea, coffee, 
horticultural products, petroleum products, cement, 
pyrethrum, soda ash, sisal, hides and skins, fluorspar) 
exports.  Kenya has external debt of $6.94bn (as at 
June, 2010 estimate) and foreign reserves of about 
$4.1bn (as at Sept 2010).  It relies relatively heavily 
on customs and excise duties, which represent close to 
50% of total revenue. The total public external and 
domestic debt was equivalent of 21.6% of GDP at the 
end of December 2008. 

The economic growth rose to a two-decade high of 7.3% in 
2008. Kenya’s legal system is based on English common 
law and common law court precedent. It is based mostly on 

sound principles, although in some areas it does not reflect modern 
approaches to regulating investment and commercial transactions. 
Actual practices also do not necessarily respect the spirit and 
principles of the law, although the constitution provides for an 
independent judiciary, the president has considerable influence over 
the judiciary. The president appoints and dismisses the High Court 
Judges with the advice of the Judicial Service Commission. S&P 
rated B+ for both long term and short-term ratings, with positive 
outlook, as at Nov 2010, as results of fallen in political risks and 
projected economic outlook to improve and gross domestic product 
is expected to expand 5.4 percent in 2011.  

Financial Sector

The Central Bank of Kenya (CBK) was established in 1966 through 
an Act of Parliament - the Central Bank of Kenya Act of 1966 and 
amended Central Bank of Kenya Act in April 1997. It core mandate 
of the Bank are: (1) to formulate and implement monetary policy 
directed to achieving and maintaining stability in the general level 

Kenya’s Market 
At A Glance
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of prices; (2) to foster the liquidity, solvency and proper functioning 
of a stable market-based financial system; and (3) subject to (1) and 
(2), to support the economic policy of the Government, including 
its objectives for growth and employment. CBK also have overall 
supervisory and regulatory authority in all matters relating to 
banking sector.

In 2004, the government introduced a comprehensive Financial 
Sector Reform Strategy that calls for changes to the Banking Act, 
including the transfer of operational and licensing powers from 
the Minister of Finance to the CBK. The government influences 
the sector through state-owned banks, including the large, state-
controlled Kenya Commercial Bank and the National Bank of 
Kenya. From 2012 bank core capital would be KSH 1bn from the 
current KSH 250m. Kenya has 43 insurance companies (20 general 
insurance only, seven long term business only and 15 composite 
(both life and general)) which are regulated by the Office of the  
Commissioner of Insurance. 

The Insurance Regulatory Authority (IRA) became operational 
towards the close of 2007. This will enhance the regulatory 
environment of the industry and increase the minimum capital 
requirement for insurance companies to KES 300m for general, KES 
150m for life and KES 450m for composite insurance companies 
with full compliance expected by 2010. 

Capital Market 

The Capital Markets Authority (CMA), which comes under the 
Capital Markets Authority Act, regulates the capital markets. Kenya 
capital market was started in the 1920’s by the British as an informal 
market for Europeans only. In 1954, the market was formalized 
through incorporation into a Nairobi Stock Exchange (NSE), with 
its own set of listing regulations, and responsible for approving the 
listing of new issues.  

In 1963, Africans were allowed to join and trade in the market. 
The NSE listed company’s shares and bonds of both local and 
multinational corporate. As end of July, 2009 there 57 listed 
companies with a total market capitalization of KES 1,169bn 
(USD 14.5bn).  For any listing on the NSE, a minimum of 25.0% 
of the issued share capital is reserved for resident investors while the 
balance becomes a free float for all classes. 

The NSE has signed Memoranda of Understanding with the 
Ghana Stock Exchange, the Nigerian Stock Exchange and the 
other two East African Securities Exchanges (namely the Uganda 
Securities Exchange (USE) and Dar es Salaam Stock Exchange 
(DSE), Tanzania) for cross-border listing of securities quoted on 
their markets.

Fixed Income & Money Market 

The CBK issues treasure bills (91, 182 and 364 days) on weekly and 
treasury bonds (tenor of 2-15 years) on monthly using multiple price 
auctions with both competitive and non competitive bids accepted in 
all auctions. The non competitive price is established as a weighted 
average of all accepted competitive bids. The CBK acts as an agent 
for Government with respect to issuance of government securities, 
maintenance of the domestic debt register, and redemption and 

payment of interest on the securities. The govt securities market is 
considered relatively liquid, while corporate bond market is very 
illiquid. In January 2009, the Central Bank of Kenya issued the first 
Infrastructure Bond for a total value of KES18.5bn to finance specific 
projects in the Roads, Energy and Water sectors. 

The bond is has actively traded in the secondary market, owing to the 
large size and higher yields. The bond market has recently received 
considerable interest from investors, evidenced by the increased 
liquidity in the fixed income market. This may be attributed to 
investors preferring guaranteed returns in the bond market at a time 
when the NSE performance is on a declining trend. The settlement is 
on T+5 and the day-count convention are Actual/364 and Actual/365 
for Govt bonds and T-Bills, respectively.  

Foreign Exchange

The Kenyan Shilling (KES) is a managed floating currency. 
Foreign exchange controls were relaxed in 1995 and foreigners 
are able to repatriate all income, capital and profits freely. The 
central bank maintains a minimal intervention approach in the 
foreign exchange market and when it intervenes, it does so only 
for smoothing out disorderly trading activity. The KES has been 
on an appreciating trend since 2004. As of Nov 2010, it closed at  
KES 80.25 per USD$ 1. 

Investment Taxation

Kenya’s tax system is relatively straightforward and is not widely 
used to provide targeted sectoral incentives. The administration of 
the system is efficient and fair relative to other developing countries. 
The rate for withholding tax are 15% and 10% for long-term debts 
and 0% for debts used for infrastructure development, while the tax 
rate for bearer securities is 25%. Government securities are exempt 
from withholding tax.  Newly listed on the NSE are taxed at either 
25% or 27% for first five years of their listing if they float a minimum 
of 30% or 20% of their capital, respectively. Resident companies are 
taxed at a rate of 30% of earnings, regardless of sector of operation 
and ownership, while local branches of non-resident companies 
are taxed at a rate of 37.5%. Kenya has double tax treaties with 
the United Kingdom, Germany, India, Canada, Norway, Sweden, 
Denmark, Zambia, France, South Africa, East African Community 
and Thailand. 

Entry Restriction 

The Investment Promotion Act (2004), makes it mandatory for 
foreign investors to apply for Investment Certificate from Kenya 
Investment Authority (KIA) with minimum capital limit of USD$ 
500,000. There are also formal limits on foreign for companies listed 
on the NSE of at least 25 per cent national ownership. However, 
foreign investors are permitted to participate in both govt debt and 
equity issues.

Sources: The Central Bank of Kenya; Nairobi Stock Exchange; Kenya 
National Bureau of Statistics; Africa Development Bank; International 
Monetary Fund; Central Intelligence Agency (CIA); United Nation 
Development Programme (UNDP); Organisation for Economic 
Co-operation Development (OECD).
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