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This study deals with the comparative analysis of financial development in the top fourteen 

growing economies of Sub-Saharan Africa – Angola, Botswana, Cote d`Ivorie, Congo Democratic 

Republic, Ethiopia, Ghana, Rwanda, Liberia, Niger, Nigeria, Sierra Leone, South Africa, Tanzania 

and Zambia with special reference to Ethiopia. Unlike the traditional measures of financial 

development like broad money to GDP ratio, private sector credit to GDP ratio, Stock market 

turnover and others, this study developed a financial development index and sub-indices in 

terms of access, depth and efficiency from available financial development indicators through 

factor analysis. The result found out showed that as compared to the well performing country 

South Africa, the other countries financial development is nascent. Ethiopia has relatively better 

position in depth and efficiency of financial institutions. However, it lags behind in terms of 

access to financial institutions and the financial market development.  
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Introduction  

Finance is the life-blood of the economic activities. To perform any economic activity, there is a 

need for certain resources, which are to be pooled in terms of money (i.e. in the form of currency 

notes or other valuables). Finance is a prerequisite for obtaining physical resources, which are 

needed to perform productive activities and carrying business operations such as sales, pay 

compensations, reserve for contingencies and others1. Finance is, therefore, can be defined in the 

other way as the art of managing various available resources like money, assets, investments, 

securities, etc., to carry out these productive activities.   

Financial development by itself is a wider phenomenon that comprises issues from 

enlargements in the financial institutions to establishments of fair regulations governing the 

financial system. However, the difficulty of getting a numerical variable to measure this wide 

range of institutional and regulatory changes in the financial system forced scholars to opt for 

the use of simple proxy variables that are accessible in many financial databases. For instance, 

(Kablan, 2010) used private credit to GDP ratio as one measure of the financial development.  

As the economy of any country is composed of the financial and real sector, these two sectors 

have an interlinkage in one or another way. In recent years, some countries in Sub-Saharan 

Africa, specifically Ethiopia, have shown a remarkable economic growth rate. Examining and 

making a comparative analysis on the financial development scenario of these growing countries 

is the basic aim of this study. 

A sample of fourteen top growing countries in the Sub-Saharan Africa countries, which 

registered above the regional average growth of 5.5, were selected which are representatives of 

the upper mile income, lower middle income, and low income countries which exist in the region.  

The countries include Angola, Botswana*, Cote d`Ivorie*, Congo Democratic Republic, Ethiopia, 

Ghana, Rwanda, Liberia, Niger, Nigeria, Sierra Leone, South Africa*, Tanzania and Zambia.  

The study made a comparative analysis of financial development in these countries by 

constructing a single financial development index and sub-indices of financial access, financial 

depth and financial efficiency for both financial institutions and financial markets unlike most 

previous studies, which used a single financial development indicator as a proxy for the 

development of the financial system.  

 

 

                                                 

1
http://kalyan-city.blogspot.com/2011/11/what-is-finance-meaning-defin ition.html 

Countries in * are not top growing but the relatively growing countries from the u pper and lower middle income 

countries taken to make the sample representative 

http://kalyan-city.blogspot.com/2011/11/what-is-finance-meaning-definition.html
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Review of Related Literature  

Literarily speaking, financial development refers to the improvement in the quality, quantity and 

efficiency of the financial intermediary services within the financial system 2 of a country.  

Fernánde & César E.Tamayo (2015:  p. 5) defined financial development as “the process by 

which financial systems ameliorate or eventually overcome information and enforcement 

frictions in order to facilitate trade, mobilize savings, and diversification and management of 

risks.” 

Department for International Development (2004) defined the financial sector as all the formal 

and informal institutions in an economy offering financial services to consumers, businesses, and 

other financial institutions. This includes everything from banks, stock exchanges, and insurers, 

to credit unions, microfinance institutions, and moneylenders. 

In general, financial development refers to the improvement in the financial system of a country. 

The financial system comprises of the financial institutions, the financial market, and the 

financial infrastructures.   

Though definitions of financial development ascertain as it is being a wider phenomenon 

because of the difficulty of getting a numerical variable to measure this wide range of 

institutional and regulatory changes in the financial system, most scholars used simple proxy 

variables that are accessible in many financial databases to measure financial development. 

 In this regard, Lynch (1996) used money/GDP ratio and amount of private sector credit to GDP 

to quantify financial development. These measures do not consider the full extent of financial 

intermediation because they ignored securities markets and nonbank financial institutions, like 

insurance companies.   

To describe the development and structure of financial intermediaries, Demirgiic-Kunt & Levine 

(1996) used measures of the overall size of the financial intermediary sector through the 

allocation of credit, the spread between borrowing and lending interest rates, and the size of 

particular types of financial intermediaries, such as banks, insurance companies, and pension 

funds. 

Most empirical studies in the earliest periods used private credit to GDP ratio as an indicator of 

the level of financial development in a country (Kablan, 2010). The Global Financial 

Development Report of 2013 measured financial development empirically by using four 

characteristics of the financial system of a country.  These are the financial access, depth, size 

and soundness of the financial system. 

Beck, et al. (2000) viewed financial sector development on three dimensions- size, access, and 

efficiency. Their focus was on three groups of financial institutions namely central banks, deposit 

money banks/commercial banks and other financial institutions. The ratio of respective 

                                                 

2
 The financial system in this case comprises of the financial institutions/intermediaries, the financial market and 

the financial regulators. 
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institutions assets to GDP used as a size indicator. They used the ratio of private credit to GDP 

ratio by each group of the financial institutions as a measure of their activity. Interest rate 

margin and the overhead cost of the institutions were the efficiency measures. They also used 

the concentration of commercial banks and foreign bank penetration as a measure of the market 

structure whether it is competitive or not.  

Agbetsiafa (2004) used five indicators of financial development in his effort to explore the 

causality between financial development and growth. These indicators were the ratio of broad 

money to gross national product, the ratio of bank deposit liabilities to GDP, the ratio of claims on 

the private sector to GDP, the share of private sector credits in the domestic credit and the ratio 

of domestic credit to GDP.  

Kang & Ping-Chin (2008) estimated a regression equations to make a comparative analysis on 

the link between financial development indicators and economic growth in India and Taiwan. 

They used only the financial deepening indicators measured by the broad money supply 

(M2/GDP), the stock market value per GDP, the exchange rate and the interest rate as measures 

of financial development.  Scholars like Ozkok (2008); Andrianova & Demetriades (2008); 

Perez-Moreno (2011); Azra, et al. (2012); Chemli (2014); Dauda & Makinde (2014) and money 

other scholars used a single indicator as proxy for financial development in their study that links 

finacial development with other macro economic variables like growth, poverty or income 

inequality.  

Materials and Research Methodology  

The financial sector in developing countries is largely dominated by the financial institutions and 

to some extent with financial markets. Banks, insurance companies, and MFIs dominate the 

financial institutions. On the other hand, Financial markets in Sub-Saharan Africa they are at a 

nascent stage. Stock markets are none existence in many countries.  

There is a bulk of measures of the financial development as proposed in the literature. 

Considering the availability, the data for the Sub-Sahara African countries the following series of 

variables that measures the depth, access and efficiency of both the financial institutions and the 

financial markets are used in the calculation of the financial development index that enables easy 

comparison across countries.  The data series on financial development indicators are very 

scant in the case of developing countries. Even the available series are started to be recorded in 

the last decade of the 20th Century. The list of variables used to construct the financial 

development index of countries in the paper are described in Table 3.1 which are obtained from 

the World Bank Global Financial Development Data base, Global Financial Inclusion data base 

and Financial Structure and Development data base for the time period covering from 1996 to 

2014.  
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Table 3.1: Financial development indicators 

Financial Development Indicators 

For Financial Institutions C.      Financial Efficiency  Indicators 

a.      Financial Access Indicators 1. Bank Cost to Income Ratio  

1. ATMs per 100,000 adults  
2. Bank Non-Interest Income to Total 

Income  ratio 

2. Bank Branches per 100,000 adults 3. Bank Overhead Costs to Total Assets  

b.      Financial Depth Indicators 4. Bank Return on Assets (%, after Tax):  

1. Central bank assets to GDP  5.  Banks Return on Equity (%, after Tax):  

2. Credit to government and state owned enterprises  

to GDP   
6. Net Interest Margin  

3. Domestic credit to private sector to GDP For Financial  Markets 

4. Deposit Money Bank Assets to GDP  a.      Financial Access Indicator 

5. Financial System Deposits to GDP  
No. of Listed Companies  Per 1,000,000 

Population 

6. Life Insurance Premium Volume to GDP 

(percentage)  
b.      Financial Depth Indicators 

7. Non-Life Insurance Premium Volume to GDP  1. Stock Market Capitalization to GDP  

8. Liquid Liabilities to GDP  
2. Stock Market Total Value Traded to GDP 

(percentage) 

9. Private Credit by Deposit Money Banks to GDP   C.      Financial Efficiency  Indicator 

  1. Stock Market Turnover Ratio   

Adopted from (IMF Staff Discussion Note, 2015 pp: 34) 

Considering the listed set of financial institution and financial market development indicators 

from three perspectives- access, depth and efficiency factor analysis by using the principal axis 

or most commonly known as principal component analysis method, sub- indices of access, depth 

and efficiency from the sub-indices a single index of financial development for the sample 

countries has been made. This enabled the reduction of multi dimension indicators of financial 

development to a single index, which made a relative comparison of the level of financial 

development among countries easy. Adnan (2011) used similar methodology to make a relative 

comparison of financial development in forty-one developed countries.  

With regard to the procedure of financial development index, in the first step, missing data had 

been treated in three ways: exclusion, treating as zero or splicing.  All variables with a large 

number of missing in data in the time series were excluded. If data was assumed non-existence 

before, then it was treated as zero. For example, for most of Sub Saharan Africa countries, ATM 
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machine was introduced after 2000 and there was no stock market for five of the selected 

countries in this study. Splicing was done by taking the weighted average and moving averages 

from the most recently available data. The weighted average was used to drag back and forth for 

data missing which showed regular trends. The moving average technique was used to fill 

missing data where the neighboring existing data show irregular trends.  

After the treatment of missing and extreme values in the series, a global min-max procedure was 

used to normalize each indicator in a sub-category between zero and one. Treatment of extreme 

values was done throw winsorization (replacing extreme values with less extreme values) at 5 

and 95 percent quantiles. This helps to keep the original number of observations to have 

adequate sample rather than trimming technique.  

After standardization of the series at the first stage, a sub-index three categories were formed by 

using the principal component analysis method. Before the construction of the indices, reliability, 

sample adequacy and inter variable correlation adequacy to conduct PCA were tested by 

Cronbach Alpha, KMO and Barttlet test of sphercity respectively. Once, these tests assured the 

possibility of making PCA, sub-indices were formed by using the following procedures. 

a. Financial Institutions Access index (FIA) 

FIAit =  θi1ATMindex it +   θi2BBindexit … … … … … … … 3 

Where the weights θ`s represent the squares of factor loadings of each respective series in the 

first principal component of the PCA analysis, which has egaine value above one. ATM index and 

BB index represents the series of Automatic Teller Machine and Bank Branches per 100,000 

adults for countries over time.  

b. Financial Institutions Depth Index(FID) 

FID1it =  w1CBAtoGDPit +  w2CtoGandSOE to GDPit +  w3DCtoPSofGDPit  +  w4DMBAtoGDPit

+  w5FSDtoGDPit +  w6LIPVtoGDPit +  w7LLtoGDPit

+  w8PCbyDMBtoGDPit … … … … … … … … … … … … … … … … … … … 4 

FID2it =  γ1CBAtoGDPit +  γ2CtoGandSOE to GDPit +  γ3DCtoPSofGDPit  +  γ4DMBAtoGDPit

+  γ5FSDtoGDPit +  γ6LIPVtoGDPit +  γ7LLtoGDPit

+  γ8PCbyDMBtoGDPit … … … … … … … … … … … … … … … … … . … … 5 

Where w`s and γ`s are square of factor loadings of the variable on the first and second principal 

components respectively.  

FID1: Refers to Financial Institutions Depth Index that was measured from the private sector 

perspective. It measures the size of finance available to the private sector. The variables that 

measure financial availability such as CtoPSofGDP (Credit to Private Sector), DMBAtoGDP 

(Deposit Money Bank Assets), FSDtoGDP (Financial System Deposits), LIPVtoGDP (Life and 

non-life Insurance Premium Volume), LLtoGDP (Liquidity Liability) and PCbyDMBtoGDP 

(Private Credit by deposit Money Banks) all as percentage of GDP have high factor loading on the 

first principal component. 
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FID2:  Refers to Financial Institutions depth from the government sector side. Because here the 

factor loadings of CBAtoGDP (Central Bank Asset to GDP index) and CtoGandSOE to GDP 

(Credit to Government and State Owned Enterprises as a percentage of GDP) are significantly 

high on the second principal component as compared to the rest of other variables. Then the 

overall level of financial institutions depth (FID) of countries was obtained by following the same 

procedure to obtain the following equation.   

FIDit = β1 FID1it +   β2FID2it … … … … … … … … … … … … … … … … … .6  

c. Financial Institutions Efficiency (FIE)  

FIEit = α1BCsttoIRit + α2 BOtoTAit + α3BnonIItoTIit + α4BRonAit

+ α5BRonEit … … … … … … … … . … … … … … … … . … … … 7 

The overall financial institutions efficiency index(FIE) is constructed by equation 7 by using five 

indicator variables- Banks Overhead Cost to Total Income Ratio (BCsttoIR), Banks Overhead cost 

to Total Asset(BOtoTA), Banks non-interest Income to Total Income (BnonIItoTI), Banks Return 

on Assets (BRonA and Banks Return on equity(BRonE). The coefficients represented by α are 

square of factor loadings of the indicator variables for the first principal component from the 

PCA.  

The overall level of financial institutions development represented by FIDev is estimated from 

the previous three indices- Financial institutions access, depth, and efficiency (FIA, FID, and FIE) 

- by using the same procedure in equation 8.  

FIDevit = δ1FIAit  +  δ2FIDit +  δ3FIEit … … … … … … … … … … … … … … … … … .8  

However, in the case of the financial market analysis, there were no enough indicators to perform 

the PCA in order to represent financial market access and efficiency.  There for a standardized 

index of a number of listed companies per 1 million people (NofLCper1mP) and stock market 

turnover ratio (SMTR) were used to represent the development of financial market access and 

efficiency. The financial market depth was constructed from two indicators stock market 

capitalization to GDP percentage (SMCtoGDP) and stock market total volume of trade to GDP 

percentage (SMTVTtoGDP) through the PCA method.  

FMDit = δ1SMCtoGDPit  +  δ2SMTVTtoGDPit … … … … … … … … … … … … … … … .9 

The overall financial market development of countries was estimated from NofLCper1mP, SMTR, 

and FMD that indicated financial market access, efficiency, and depth respectively.  

FMDevit = π1NofLCper1mPit +   π2FMDPit +  π3 SMTRit … … … … … … … .10 

The final index for financial development was estimated by the following linear equation from 

FIDev and FMDev, which are indices of the financial institutions and financial markets 

development respectively.  

FDit = σ1FIDevit +   σ2FMDevit … … … … … … … .11 

Note that all the weights/coefficients are the square of factor loadings of respective indicators in 

the PCA.  
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After completion of the construction of the financial development index, the countries were 

ranked based on the average values to make an easy comparison. An emphasis should be given 

here that the level of financial development explored works only for the sample countries, as it is 

a relative measure, which is not an absolute.  

Results and Discussion  

The method of treatment of missing data was discussed in the methodology part. The maximum 

missing data was observed for Liberia, which was 11 percent, and the least was for South Africa, 

which is zero percent. The series are on 20 indicators for 19 years constituting a total of 480 

observations for each country.  

Figure 4.1:  Composition of Data by country and type 

 

The following table shows the proportion of variations explained by the principal components in 

estimating all the financial index equations from three to eleven that were described in the 

methodology part.  

Table 4..1: Proportion of  Variance Explained by Principal Components in the PCA   

Financial Institutions 

Component     Access 

(FIA) 

Depth PSr 

(FID1) 

Depth GSr 

(FID2) 

Overall Depth 

(FID) 

Efficiency 

(FIE) 

Development 

(FIDev) 

Comp1        0.8887 0.6852 0.6852 0.6599 0.5169 0.5913 

Comp2         0.1113 0.1792 0.1792 0.3401 0.1959 0.2611 

Comp3   0.0746 0.0746   0.1411 0.1476 

Comp4   0.0478 0.0478   0.0957   

Comp5   0.0077 0.0077   0.0504   

Comp6   0.0038 0.0038       

100% 96% 94% 99% 96% 92% 
98% 98% 95% 97% 93% 91% 89% 91% 

0% 4% 6% 1% 4% 8% 
2% 3% 5% 3% 7% 9% 11% 9% 

0%

20%

40%
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Comp7   0.0014 0.0014       

Comp8   0.0002 0.0002       

Total 1 1 1 1 1 1 

  

Financial Markets Over all Development (FD) 

Component     Depth Access Efficiency Development 

(FMDev) 

Comp1        0.9789     0.7917 0.8669 

Comp2         0.0211     0.1601 0.1331 

Comp3       0.0482   

Total 1     1 1 

The essence of principal component analysis is that the first principal component summarizes 

the latent information – in this case, financial access, depth, and efficiency. All the first principal 

components explain about 52 to 98 percent of the variations in the sub-indices of financial 

development. A linear combination of indicators by using the square of their factor loadings on 

the first principal components was used to get the sub-indices of the financial development.  

The weights, which are square of factor loadings on the first principal component, are shown in 

figure 4.2. In the PCA, there is a single principal component with egine value greater than one in 

each case of the indices, except the financial institution's depth. egine value one is the common 

minimum requirement how much components to retain. However, in the case of financial 

institutions depth, there are two principal components with egine value greater than one. 

Therefore, both of them were retained so that the first component to explain the latent 

information on financial depth of the private sector (FID1) and the second component to explain 

the financial depth of the government sector (FID2). Statistical tests were made to cheek the 

appropriateness of PCA analysis for the series of indicators in constricting indices of financial 

development. The rule of thumb is that the KMO test of sample adequacy should be greater than 

or equal to 0.5, the Cronbach alpha measure of scale reliability should be greater than 0.7. The 

Brattle test of Sphercity with a null hypothesis of no inter-correlation among variables to 

perform PCA should be ignored. The study satisfies all these conditions. 

Table 4.2: Statistical tests of the PCA by  sub-indices 

Type of Test  FIA FID1 FID2 FID FIE FIDev FMD FMDev FD 

KMO -Sample 

adequacy 

0.5 0.7524 0.7524 0.5 0.651 0.6 0.5 0.677 0.5 

Cronbach Alpha 0.861 0.9223 0.9223 0.8264 0.733 0.75 0.9764 0.8588 0.8095 

Brattle  Test of  

Sphercity 

For each of them, the chi-square test shows 1 percent level of significance.  

The weights used in the estimation of sub-indices to indicate financial access, depth and 
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efficiency for both the financial institutions and for the financial markets were shown in figure 

4.3.  

Figure 4.2:  Weights of indicators and sub-indices: Square of factor loadings from PCA 

 

 

1.1 Development of Financial Institutions 

Banks, insurance companies, and MFIs, mostly dominated the financial institutions in 

Sub-Saharan Africa countries. Since data on the indicators of micro finance institutions 

development in the region is scant, the study mainly focused on the development of banks and to 

some extent insurance companies in the selected countries from three perspectives-access, 

depth, and efficiency. 

4.1.1 Financial Institutions Access  

The financial institution's financial access was measured by an index constructed from bank 

branches and ATMs per 100,000 adults. These indicators mainly were linked to the financial 

access to the banking sector. Data recordings on the financial access measures for insurance 
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companies and MFIs were not available. The trend of the financial access index had shown an 

increase for the countries under the study after 2008. South Africa, Botswana, Angola, and 

Nigeria have shown an improved access to finance index in recent years. However, for countries 

like Niger, Sierra Leone, Tanzania and Ethiopia the index is very low.  Ethiopia`s access to 

finance showed a slight improvement after 2010 as illustrated in the graph below.  

Figure 4.3: Trend in Financial Institutions Financial Access index   

 

The relative comparison among the listed countries was made by taking the mean financial 

access index of the countries for the previous 19 years. The result obtained from the PCA showed 

that Ethiopia stands twelve in the financial access index from all countries in the study.   

Table 4.3: Average Financial Access Index (1996-20014) 

Country FIA Index Rank  Country FIA Index Rank  

South Africa 0.5039502 1 Rwanda 0.0870817 8 

Botswana 0.4190451 2 Tanzania 0.0670236 9 

Angola 0.2292315 3 Sierra Leone 0.0643216 10 

Nigeria 0.2253108 4 Liberia 0.0606372 11 

Ghana 0.1645938 5 Ethiopia 0.0484865 12 

Zambia 0.1522431 6 Niger 0.0266078 13 

Côte d'Ivoire 0.1016101 7 Congo, Dem. Rep. 0.0196695 14 

Total 0.1549866 
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4.1.2 Financial Institutions Depth 

In the context of financial institutions, financial depth refers to the size of the formal and 

informal financial institutions. Credit to the private sector as a percentage of GDP has been the 

traditional single proxy for financial depth in literature(Kablan, 2010).  The study considered 

central bank asset, credit to government and state owned enterprises, domestic credit to private 

sectors, deposit money banks asset, financial sector deposits, life and non-life insurance 

premium values, liquidity liability and private credit by deposit money banks all as percentage of 

GDP are the proxy indicators used to estimate the financial institutions depth. Since central bank 

assets and credit to government and state owned enterprise showed a high factor loading in the 

second principal component in the PCA, they represent the depth in finance from the 

government side (FID2) and the rest of the indicators reflects the financial depth of the private 

sector (FID1).   

Figure 4.4: Trend in Financial Depth index of the Government sector   

 

The trend government sector financial depth is very steady for most the countries.  South Africa 

out shine in all the other countries by far in the financial deepening index of the government.  

Ethiopia stands third in recent years next to Botswana. The Congo Democratic Republic has 

fallen behind as compared to the rest of the countries.  

However, in the case of the financial deepening index for the private sector, there was a down 

ward trend for Ghana, Zambia, and Ethiopia until 2008. Angola`s trend has improved since 2006. 

However, for the rest of the other countries, there was a steady state status. As it can be observed 

from Figure 4.5.4 of the lower panel, Congo Democratic Republic has relatively the lowest 
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financial depth index followed by Sierra Leone and Liberia.  

The overall financial depth index in the trend shows that South Africa`s index is large, stable and 

slightly rising in recent years. Angola has shown an improvement after 2006, while Tanzania, 

Zambia, and Ethiopia` indices were declining until 2008, but became stable afterwards. For the 

rest of other countries, overall financial depth indices are stagnant.  

Figure 4.5: Trend in Financial Depth index 
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Table 4.4: Average Financial Depth Index (1996-20014) 

Country FID Index Rank  Country FID Index Rank 

South Africa 0.5540459 1 Botswana 0.1783646 8 

Ethiopia 0.3643402 2 Angola 0.1728037 9 

Ghana 0.3281873 3 Sierra Leone 0.1430043 10 

Zambia 0.2831712 4 Rwanda 0.1257768 11 

Nigeria 0.2103853 5 Liberia 0.0989702 12 

Tanzania 0.199962   6 Niger 0.0845513 13 

Côte d'Ivoire 0.1972969 7 Congo, Dem. Rep. 0.0296857 14 

Total  0.2121818 

The average index on financial depth for the study period rank South Africa the first while the 

Democratic Republic of Congo is the last.  Ethiopia, unlike the financial access index, it stands 

second in this index followed by Ghana and Zambia.  The comparative analysis of the indices of 

financial access and financial depth for Ethiopia has given an insight that the relatively large size 

of finance in the country was not converted for access in the real economy.   

4.1.3 Financial Institutions Efficiency 

Traditionally, the net interest rate margin (net interest income as a share of total earning assets) 

of financial institutions was used as an indicator for their efficiency. It measures the deviation 

between commercial banks’ lending interest rate with the deposit interest rate. The higher the 

value shows lower financial institutions efficiency.  This study uses banks overhead cost to total 
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income, overhead cost to total asset, total non-interest income to total income, return on assets 

and return on equity ratios as indicators of financial institutions efficiency in our study. The net 

interest margin was considered separately as it is not appropriate variable for aggregation in the 

PCA. One reason behind this is that in many developing countries the lending and deposit  rate 

for the financial sector was set by the central banks. For example, in Ethiopia until 2012, the 

lending and deposit rate for banks was set by National Bank of Ethiopia. Hence, the use of net 

interest margin index as a measure of efficiency may not work for all countries since they have 

no similar type of regulations on interest rates settings, for some, it is government determined 

and for others being market regulated (South Africa). The efficiency index constructed mainly 

sows the efficiency of the banking sector in these countries.  

Table 4.5: Average Financial Efficiency Index (1996-20014) 

country Net inters Margin 

Index 

FIE Rank by FIE Rank by NIM 

Botswana 0.6434169 0.7630376 1 7 

Ghana 0.4224916 0.6978477 2 13 

Tanzania 0.5807589 0.6763122 3 8 

Ethiopia 0.8155437 0.6524447 4 2 

Angola 0.6949275 0.6071757 5 5 

Rwanda 0.4285953 0.5722173 6 12 

Sierra Leone 0.3629131 0.5668177 7 14 

South Africa 0.8159919 0.5666185 8 1 

Nigeria 0.5537824 0.5581744 9 10 

Côte d'Ivoire 0.7461342 0.5216255 10 3 

Zambia 0.5332044 0.4963925 11 11 

Niger 0.7072473 0.4891407 12 4 

Liberia 0.6871386 0.397636 13 6 

Congo, Dem. Rep. 0.557456 0.3811654 14 9 

Total 0.6106858 0.5676147     

The financial efficiency index revealed that Botswana is the most efficient whereas Congo 

Democratic republic is the least. Ethiopia stands forth above the average in the study area.  

4.1.4 Financial Institutions Development  

The aggregated financial institutions development index through PCA from the sub-indices 

portrayed above shows that South Africa is the leading among the fourteen top growing 

Sub-Saharan Africa countries followed by Botswana.  Ethiopia stands fourth which has an index 

value above the total average.  
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Table 4.6: Average Financial Institutions Development Index (1996-20014) 

Country       FIDev Rank Country       FIDev Rank 

South Africa 0.5379669 1 Tanzania 0.2556705 8 

Botswana 0.3987937 2 Côte d'Ivoire 0.2332776 9 

Ghana 0.3486636 3 Rwanda 0.2103288 10 

Ethiopia 0.3093813 4 Sierra Leone 0.2074766 11 

Nigeria 0.2932208 5 Niger 0.1525646 12 

Angola 0.2904896 6 Liberia 0.1508486 13 

Zambia 0.2812128 7 Congo, Dem. Rep. 0.1039529 14 

Total 0.2695606 

Figure 4.7: Average Financial Institutions Development Index (1996-20014) 

 

Besides the average index, the overall trend in the countries` financial institutions index reveals 

that South Africa and Angola have shown improvements in recent years. However, for the rest of 

other countries, there is a stable trend as it can be observed from figure 4.7. 

1.2 Development of Financial Markets  

For many developing countries where access to finance is very low, financial markets play an 
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important role in the provision of financing both for the government and the private sector. 

However, the financial market in Sub- Saharan Africa is nascent. The financial sector is 

dominated by the banking sector. Recently, there is positive indicators that the future of financial 

markets in financing investment activities will be vital and the main instrument for growth in the 

region. Stock and bond/debt markets are the two constituents of the financial market that exist 

in the region. Limited data availability and the non-existence of data on financial markets 

hampers the detail investigation of financial market development for the sample studies in the 

region. 

 Data for Four years on the bond market, which is available at the African Financial Market 

Initiatives open data portal of the African Development Bank Group,  revealed that the value of 

debt, which is the sum of outstanding value of treasury bills and corporate bonds as percentage 

of GDP outstanding, is very low for the countries under the study. Ethiopia, Congo Democratic 

Republic, and Liberia have an insignificant share of the debt security to their respective GDP.  

Sierra Leone had a figure of 0.19 and 0.08 percent of GDP debt security in 2012 and 13.  

Figure 4.8: Debt Securities as percentage of GDP 2010-2013 

 

Data Source:  AFMI 

The graph depicted above still shows the dominance of South Africa in the bond market as 

compared to the other countries followed by Ghana and Nigeria. 

According to the African Securities Exchange association, Sub-Saharan Africa has twenty-one 

countries with stock markets. Nairobi Stock Exchange is the oldest stock market in the continent 

and was launched in 1954.  From the fourteen sample countries of this study, only eight of them 

have a stock market. Cote d`Ivoire and Niger are a member of the regional stock exchange market 

of eight French speaking West African countries called “BRVM-Bourse Régionale des Valeurs 

Mobilière” (Amo Yartey and & Charles , 2009).  
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Table 4.7: List of countries with Stock market.  

No.  Country Name Name of Stock Market 

1 Botswana Botswana Stock Exchange 

2 Ghana  Ghana Stock Exchange 

3 Cote d`Ivoire &Niger BRVM-Bourse Régionale des Valeurs Mobilière 

4 Tanzanian  Dare Salaam Stock Exchange 

5 Zambia Lusaka Stock Exchange 

6 Nigeria Lagos Stock Exchange 

7 South Africa Johannesburg Stock Exchange, South African Futures Exchange 

8 Sierra Leone Sierra Leone Stock Exchange 

Source: African Securities Exchanges Association, http://www.african-exchanges.org 

The PCA of the financial market development, as described in the methodology part, constitutes 

only the stock market indicators, which are stock market capitalization as a percentage of GDP, 

the stock market total volume of trade as a percentage of GDP, number of listed companies per 

one million people and stock market turnover ratio. Data are unavailable on Niger and Sierra 

Leone because of the nascent nature of their stock markets.  

The number of listed companies in stock market per one million people index, which was used as 

a proxy for financial market access in this study, showed that Botswana has shown a relatively 

better growth. The trend of South Africa was deteriorating from 2000`s but stable afterwards.  

Figure 4.9: Number of Listed Companies per million people Index (1996-2014)  

http://www.african-exchanges.org/yearly_statistic/all/sierra-leone-stock-exchange
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Stock market capitalization to GDP and stock market total volume of trade to GDP ratio indices 

were used to show the depth of the financial market for countries under the study. The PCA 

analysis on the indicators rendered an insight that South Africa is by far the better country in 

terms of financial market size. For the rest of the other countries, financial market depth is by far 

at a low level of development (Figure 4.10).  

 The efficiency of the financial market (stock market) for countries measured by stock market 

turnover index gives a picture that the stock market efficiency is fragile for most of the sample 

countries. South Africa has relatively the most efficient stock market followed by Nigeria and 

Ghana ((Figure 4.11).  
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Figure 4.10: Trend in Financial Market Depth Index (1996-2014) 

 

Figure 4.11: Trend in Stock Market Turnover Index (1996-2014) 
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The overall financial market development described by the stock market development as proxy 

showed that as compared to South Africa, the other countries level of development is at an infant 

stage. Botswana and Nigeria are relatively at a better level of financial market development next 

to South Africa (See Figure 4.11 and Table 4.8).  

Figure 4.12: Trend in Financial Market Development Index (1996-2014) 

 

Table 4.8:  Average Financial Market Development Index (1996-2014) 

Country       FMDev Rank 

South Africa 0.6936745 1 

Botswana 0.2410994 2 

Nigeria 0.1502829 3 

Ghana 0.0833734 4 

Côte d'Ivoire 0.0771094 5 

Zambia 0.0546562 6 

Tanzania 0.0305931 7 

Total 0.0950564 

The principal component analysis method of aggregation on financial institutions and financial 

markets development to develop a single index of financial development for countries showed 

that South Africa is by far the most financially developed one among countries under this study 

followed by Botswana and Nigeria. Ethiopia stands seventh from all the fourteen countries. 

However, in terms of the value of the financial development index average, it is below the total 
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average. All the countries together have an average value of financial development index of about 

0.1828, whereas Ethiopia has a value of 0.1547(Table 4.9). 

In general, the relative comparative analysis of financial development among the top fourteen 

growing countries in Sub-Saharan Africa Countries showed that most of the countries are at the 

lower level.  South Africa` financial development index is about two fold better than the second 

placed Botswana, about four times better than the seventh placed Ethiopia and twelve times 

better than the last placed Democratic Republic of Congo.  

Table 4.9:  Average Financial Development Index (1996-2014) 

Country FD Rank Country FD Rank 

South Africa 0.6158089 1 Angola 0.1432969 8 

Botswana 0.3199404 2 Tanzania 0.1431291 9 

Nigeria 0.2217476 3 Rwanda 0.1051624 10 

Ghana 0.2160143 4 Sierra Leone 0.1037363 11 

Zambia 0.1679313 5 Niger 0.0762809 12 

Côte d'Ivoire 0.1635454 6 Liberia 0.0754229 13 

Ethiopia 0.1546877 7 Congo, Dem. Rep. 0.0519754 14 

Total 0.1827628 

 

Figure 4.13: Trend in Financial Development Index (1996-2014) 

This section of the study clearly explores the level of financial development for the countries 
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under this study. It clearly shows that as compared to the well performing country south Africa, 

the level of financial development for the other countries is at a lower level. The result clearly 

showed that as compared to their remarkable growth rate in GDP in recent years, there is no a 

significant improvement in the financial sector of this sample countries. If that is so, 

governments in these countries should focus on policy that would bring better financial markets 

and institutions development in their jurisdiction to enhance the recent growth in the real sector 

of the economy.  

Conclusion   

To make a comparative analysis of financial development in a sample of fourteen top growing 

Sub-Saharan Africa countries including Ethiopia, a PCA method of analysis were applied to 

construct sub-indices and index of financial development from various indictors.  The sub- 

indices include financial access, financial depth, and financial efficiency both for financial 

institutions and financial markets. From the sub-indices, a single financial development index 

was constructed that enabled the comparative analysis of countries possible.  

According to the results found out the financial institutions are mainly composed of Banks, 

Insurance companies, and MFIs. However, data on MFIs was unavailable. In terms of the financial 

Institutions depth, South Africa, Botswana, Angola, and Nigeria have shown an improved access 

to finance index in recent years. However, for countries like Niger, Sierra Leone, Tanzania and 

Ethiopia the index was very low. The implication is that access to finance is still a big problem in 

low-income countries as compared to the upper middle-income countries. However, there is still 

an improved trend in access to finance in all the sample countries.  

The average index on financial depth for the study period rank South Africa the first while the 

Democratic Republic of Congo is the last. Ethiopia, unlike the financial access index, it stands 

second in terms of financial depth followed by Ghana and Zambia. The comparative analysis of 

the indices of financial access and financial depth for Ethiopia has given an insight that the 

relatively large size of finance in the country was not converted for access in the real economy.   

The financial efficiency index revealed that Botswana was the most efficient whereas Congo 

Democratic republic was the least. Ethiopia stood fourth above the average in the study area.  

The aggregated financial institutions development index obtained through PCA from the 

sub-indices portrayed above showed that South Africa was the leading among the fourteen top 

growing Sub-Saharan Africa countries followed by Botswana. Ethiopia stands fourth which has 

an index value above the total average.  

The financial market in Sub- Saharan Africa is immature. Stock and bond/debt markets are the 

two constituents of the financial market that exist in the region.  

The value of debt, which is the sum of the outstanding value of treasury bills and corporate 

bonds as a percentage of GDP outstanding, was very low for the countries under the study. 

Ethiopia, Congo Democratic Republic, and Liberia have an insignificant share of the debt security 
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to their respective GDP.  South Africa has a bond market as compared to the other countries 

followed by Ghana and Nigeria. 

According to the African Securities Exchange association, Sub-Saharan Africa has twenty-one 

countries with stock markets. From the fourteen sample countries of this study, only eight of 

them have a stock market. Ethiopia has no stock market.  

The overall financial market development described by the stock market development as a proxy 

was showed that as compared to South Africa the other countries level of development is at  an 

infant stage.   Botswana and Nigeria are relatively at a better level of financial market 

development next to South Africa. 

It clearly shows that as compared to the well performing country south Africa, the level of 

financial development for the other countries is at a lower level of this stage. If this is the case, 

what is the link between financial developments of these countries with their economic growth?  

Does it have any significant contribution to their recent promising growth rate? If that is so, 

governments should focus on policy that will bring a better financial markets and institutions 

development in their jurisdiction.   
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