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Oil production in Ghana:
Should the celebrations start?

T
/he announcement that oil had been
discovered in commercial quantities
in Ghana in June 2007 came with great

jubilation from all quarters of the country. In
February 2008 the government organised a
national forum on managing oil. This was in
response to concerns raised by many
commentators that oil production and the
expected revenue stream offers no
guarantee that the country's problems will go 
away.

Ghana's economy has seen significant
improvements since the 1990s with an
annual growth rate of about 4.7% over the
period 1990-2007. Importantly, the growth in
the economy has been associated with an
appreciable reduction in the incidence of
poverty. The poverty headcount index fell
from 52% in 1991/92 period to about 28.5%
in 2006. However, inequality has widened
over this period with the gini coefficient
increasing from 0.373 in 1992 to 0.394 in
2006.

Fiscal consolidation however remains a
problem even though revenue effort plus
foreign aid has improved significantly over
the years. Tax revenue has increased over the 

years and has been able to influence the
trends in Government revenue in a positive
direction. However, this positive achievement
with respect to revenue generation has been
outpaced by Government expenditures. Total
Government revenue as a percent of GDP
increased from 17.7% in 2000 to 26% in 2007
as compared to Government expenditure
which correspondingly increased from 24.5%
as a percentage of GDP in 2000 to about 44.8%
in 2007. The net result has been a worsening
of the overall fiscal balance. From a deficit
position of 3.0% of GDP in 1996 it increased to
about 8.5% in 2000, and improved marginally
to about 8.1% of GDP in 2007.

The main components of export remain cocoa
and gold. Their joint contribution to total
exports range from a high of 74% in 1996 to a
low of 54% in 2001. There has been a
worsening trade deficit especially from 2004
to date. This is a result of increasing import
bill. Undoubtedly the higher oil import bill as a
result of the unprecedented hikes in the price
of oil in the global market is a part of the
reason. Additionally however, non-oil imports
have also increased much faster than exports
over this same period.
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n commercial quantities in
Ghana is expected to start in 2010. The
reserve discovered so far is estimated at
about two billion barrels in total and is
expected to last for twenty years in full
production. In 2010 when production begins,
about 120,000 barrels are expected to be
produced daily. With a conservative price
estimate of about US$70 per barrel, oil
revenue to Ghana will be in the region of
about US$1.22 billion in 2010. This is
expected to increase to about US$2.54 billion
by 2012 when production is expected to rise
to about 250,000 barrels a day. Obviously
these are quite significant inflows when
compared with the fact that total grants and
loans in 2007 was about US$1.34 billion. It is
anticipated that oil production in Ghana will
solve a number of problems including the
increasing oil import bills that remain a major
challenge forthe economy today.

There is no doubt that the expected revenue
stream from oil production in Ghana will
significantly complement current efforts to
move the country to middle income status. A
good example is when one considers that the
overall funding gap for the Growth and
Poverty Reduction Strategy (GPRS II: 2006-
09) is estimated to be about US$1.79 billion.
This financing gap which is expected to be
filled by the external inflows and resources
from the capital market can be financed with
a year's revenue from oil. Indeed, oil revenue
is expected to become the most important
export earner for the country contributing
about 60% to the total exports by 2012.

Notwithstanding the numerous expected
gains from oil production, a lot of
reservations have been expressed over the
possibility of a 'resource curse' setting in. A
significant body of research over the last 

twenty years has shown that natural
resource endowment of many developing
countries adversely affected the efficiency
with which they have used their capital. This
phenomenon can cause a decline in
productivity in the agricultural and the
manufacturing sectors, resulting in
increased unemployment.

If the current underperformance of the
manufacturing sector is anything to go by,
then there is a higher risk of Ghana
experiencing the phenomenon, known as
the Dutch disease. For instance, it is
observed that in recent years when foreign
inflows have increased, it has been
associated with real appreciation of
exchange rate and an increasing trade
deficit. Should foreign earnings double with
oil production, it will definitely cause further
appreciation in real exchange rate with
possible adverse consequences for the real
sector, particularly manufacturing and
agriculture. Locally produced goods and
services will eventually lose out to
competition.

Resources will need to be spent in a way that
ensures increasing productivity to
compensate for any loss in competitiveness
that will result from a real appreciation of
the currency. With the current state of our
democratic governance, rent-seeking
activities associated with oil-producing
developing countries can be minimised.
Furthermore, Ghana has the benefit of
learning from the experiences of other oil
producing countries. It is therefore
important that the country continues to
grow institutions for proper economic
management and governance to be able to
fully reap the development benefits from
the oil find.
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PENTECOST UNIVERSITY COLLEGE

PROGRAMMES
The University currently runs the following programmes.

INTRODUCTION
The President of the Republic of Ghana His Excellency Mr
J A Kuffuor . inaugurated the Pentecost University College
on May 22. 2003. during the 34- Session of the General
Council meeting held at the Sowutuom campus, under the
Chairmanship of Apostle Dr. M K. Ntumy

VISION OF THE UNIVERSITY
To empower students to serve their own generation and pos­
terity with integrity and the fear of God

ROLE AND MISSION
Our mission, which represents our philosophy, is to be on the
cuting-edge of the dissemination of knowledge, quality edu­
cation. research and training for the purpose of producing an
excellent human resource base to meet the demands of our
country s development

BSc Administration, 4-Year (Four Options):
1. Marketing
2. Accounting
3. Banking & Finance
4. Human Resource Management

BSc Information Technology(4-Year)
1 BSc Information Technology (4-Year)

3-Yr Bachelor of Arts Degree, 2-Yr Diploma or 1 -Yr Cer­
tificate
1. Theology
2. Pastoral Studies
3. Mission Studies

The University shall be governed by the highest level of integ­
rity and ethical standards

This shall be achieved through:

• Building on our strengths and pursuing affirmative and open
door admissions policies.

• Providing a multifaceted education in Theology. Religious
Studies and Mission; Business Management Information
Technology and other academic courses towards higher
degrees.

• Aligning our current and future programmes to meet the
aspirations of our students, society and the worldwide com­
munity.

Accreditation and Affiliation
Pentecost University College (PUC) is a Christian University
accredited by the National Accreditation Board (NAB) and
affiliated to the University of Ghana. Legon

ENTRY REQUIREMENTS
• Three Core (including English and Core Mathematics)
• Three Elective passes at WASSCE/SSSCE & with

aggregate 6-24.
• Three A Level passes
• Recognised Diplomas/Certificates (GBCE, OLevel

RSA III. ABCE foundation stages of ACCA CIM. ICA
etc)

P 0. BOX KN 1739, KANES HIE ACCRA, GHANA - W. A. E-Mail: pentvars@ africaonline.com^i,
WEBSITE: mnw.pentvars-gh.org

CONTACT LINES 021 417057/8 OR 0244 65 7 7 29
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Do Managers Think Deeply?
TT( n this new dispensation of management,

; Managers are trained to admire and teach
■faction. This has raised the question as to
whether managers ever undertake deep thinking
in the course of their work. Some have argued
that people who rise to the top levels are very
productive and very diligent individuals who
tend not to reflect and are extremely efficient at
deploying other people's ideas. This implies that
these types of leaders are not likely to
understand, encourage, or recognize deep
thinking in others. In addition it is advanced in
some quarters that managers are not trained for
deep thinking because, persisting assumptions
borne out of success serve as roadblocks to act
on needed change. One Ulysses U. Pardey, was
however of the view that "Time-for-thinking is a
special moment which can be resource
consuming and an unsafe activity." Furthermore,
the 'tyranny' of technology and multi-tasking has
been argued to have significantly contributed to
the famine of deep thinking.

The triumph of bureaucracies and large
organizations has no place for deep thinkers. In
Ghana for example, bureaucracies are of the
view that deep thinking is exclusively for
entrepreneurs. To rise through middle
management to executive positions usually
requires that managers display the ability and
willingness to deploy the ideas and directives of 

those in positions of superior authority. Deep
and independent thinkers are usually perceived
as threats. These people who I will refer to as
'thought generators' use reflective thought in
their work and world. However, they are often
sidelined when exposed to requirements of
being middle managers.

Interestingly however, deep thinkers and
conformists co-exist in all organizations. The
paradox of this reality is that conformists tend to
be seen as valuable elements of organisations
as opposed to those who would challenge the
status quo and deeply ingrained corporate
accepted beliefs. Conformists most often are
regarded as useful corporate builders because
their conduct and behaviours would not
constitute a threat to anyone in position of
power in an organisation.

How do we get our managers and leaders to
think deeply and reflectively? Can it be taught?
To answer this question in itself raises a lot of
question. Frances Pratt comments, "To get deep
we must be deep." The issue is complicated
further by uncertainties about just what deep
thinking is. Is deep thinking the pursuit of all
possible options, or considering and adopting
another person's position or view.

Is deep thinking difficult and painful task? What 
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exactly are we to teach? How do we integrate it into a
business and other school's curriculum? If so, how
should it be approached? How do we foster deep
thinking? Some suggest fostering an environment
where transformation is truly value by
institutionalizing it. A percentage of employee's time
would have to be set aside for deep thinking. It is also
proposed that, it is imperative for organizations to
understand who their deep thinkers are and then
make absolutely certain that they are in a position to
take advantage of their rather distinctive
capabilities.

What are the real obstacles to deep thinking among
managers and in organizations? some suggestions to
deep thinking among others are: (a) unwillingness to
take risk, particularly when short-term performance
and objective are at stake, (b) the fear of disruption
consequential from thinking differently and deeply,
(c) the probable psychological cost of varying one's
psyche and (d) "the lack of information providing
deep insights on which to base deep thinking."
Whatdoyou think? Keep thinking.

Kofi B. Kukubor

The Role of Leaders

T
oday's business world is global, outsourced,
insourced, partnered, and supplied.
Competitors can be customers. Customers

can be suppliers. Everyone wants everything now.
Processes are complicated. Teams are diverse, and
motivational drivers are varied. Communication is
often unclear. Goals sometimes conflict. Workers
come from many different backgrounds so skills are
varied. Hence, many problems reflect the
complexity by having many root causes.

How can busy knowledge workers, tasked with
problem solving, hope to find their way through the
maze to discover a single cause let alone multiple
causes? It requires an artful form of big-picture
thinking and problem solving. Yet rarely are workers
tasked with problem solving by practicing big­
picture thinking. Why? Corrine Miller identifies two
inhibitersto big-picture problem solving:

1. Many times those tasked with problem solving
are practitioners or first-level managers who
lack the work experience to see the "big
picture." They have not been exposed to it,
since most of them have not held positions
across diverse functions. They don't know what
they don't know.

2. Deep exposure in one area causes us to see

things not as they are but as we are. When
given a problem to resolve, the process and
quality people recommend is process
improvement; the training people recommend
is skill development; and the organizational
design people recommend is reorganization.
They know a lot about what they know.

She has also found three inhibiters to problem
solving that big-picture thinking can cause:
1. The problem space is so broadly defined that

people are uncertain as to where to start or
what to do. So the problem remains unresolved.

2. The problem space is scoped but the structure
or culture inhibits the team from taking action.
So the problem remains unresolved.

3. The problem space is actually narrow and
complicating it by introducing a broader frame
distracts from the real cause or causes. So the
problem is resolved inappropriately.

What can leaders do to remove inhibiters and
increase big-picture problem solving? Miller offers
three steps.

□ Periodically review. Review the team’s thinking
during problem solving by asking big-picture
questions. This is not about doing the work for
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them, it is about leveraging your experience to
point them in the right direction.

UJ Enable others. Direct a cross-functional team to
develop a set of big-picture problem solving
questions to identify the various aspects. Add
your own. Ensure this question bank is available
to all tasked with problem solving.

IQ Reward, recognize, and consequence. Expect
big-picture problem solving. Praise those who
do it. Reprimand those who do not. Consider it
when reviewing performance.

Here is a question bank to get you started on big­
picture problem solving.

1. Process. If the process had been followed,
would the problem have occurred? If yes,
diagnose the process. If no, examine other
aspects.

2. Boundaries. Might boundaries be causing
confusion on roles and responsibilities or

communication problem due to language,
cultural, orfunctional boundaries?

3. Direction. Were those involved directed in any
way? For example, were they told to focus on
due date or cost versus quality, or market share
versus margin?

4. Motivation. Might there be a personal reason
why those involved might not be committed to
the work?

5. Skill. Might those involved have a skill deficit?
Was a new process put in place without training
or communication? Were new people hired
withouttrainingor mentoring?

Discovering all the issues saves time and money.
There is nothing worse than thinking you have fixed a
critical problem only to find it happening again, fixing
something else, and continuing the frustration cycle.
Like a cat-and-mouse game.

CaptSam Addaih (Rtd)

The Most Effective Way of Developing Leaders

eadership is a topic that is high on many
agendas today, whether in politics, business,

^or the church. This is because of a perceived 
leadership crises and vacuum in our organizations,
churches and country. Many people complain of the
character of some of our leaders and the youth of
today. These people including myself are worried
about the future of our country because of lack of
good and effective leaders. To address this 
leadership problem, this paper shares Mrs. Mary
Chinery Hesse's view on "Obaa Mbo", a program on
TV Africa that, Ghana needs to grow leaders if our
nation is to move forward. There is an urgent need
for the purposeful cultivation of quality and effective
leaders to save our organizations, churches, and the
country from mismanagement and total collapse.
Studies suggest that mentoring is one of the most
effective means of developing leaders. Mentoring 

therefore can help reduce leadership failure, provide
needed accountability, and produce empowerment
for a responsive leadership. This article takes a look
at mentoring, its importance and certain factors that
make it effective (dynamics).

Mentoring Defined
Mentoring is a relational process, in which someone
who knows something, the Mentor and transfers
that something (the power resources), to someone
else, the mentoree, at a sensitive time so that it
impacts Development. The power resource can be
advice, support, information, encouragement, etc.

Importance of Mentoring
Mentoring is one way that culture is transmitted. It
is an educational strategy by which we transmit the
culture of leadership from one generation of 
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management to another. Mentoring can be a
powerful tool to imprint values, change behaviors,
transfer skills, and improve performance and
communications as well as retain high performers in
an organization. Mentoring is the only way by which
leaders can impact succeeding leaders.

Mentoring also helps employees develop their
career. Employee learning is accelerated when on-
the-job training is supplemented with informal
coaching on the side by a trusted mentor. Mentoring
as well enhances relationships with employees.

Mentoring dynamics
Clinton (1991) identifies 5 (five) underlying factors
that relate to effective mentoring:
1. Attraction Dynamics is the natural tendency for
a mentoree to move toward a mentor because there
is something seen in the mentor's life that is
compelling and suggests the possibility of help for
the mentoree or for an experienced employee to
take an active interest in a newcomer to help
him/her develop his/her potential. Respect for a
person and recognition of something in that person
that is desirable for oneself is at the heart of
dynamics attraction. Mentors will not sustain an
empowering relationship if the mentoree is not
attracted to the mentor. You cannot force mentoring
on a person over a long period of time and expect
ownership of that which is being taught after the
relationship. Mentors must earn respect of
mentorees and demonstrate that there is something
worthwhile and worth subordinating one self to.

Need itself may be the most powerful motivator that
will drive a potential mentoree to see attraction that
is the possibility of that need being met by someone.
That is called bottom-up attraction (recruitment). A
mentor type person may see need in a potential
mentoree and cultivate attraction by modeling
potential to meet that need the mentor may recruit
the mentoree by modeling needed resources. That is
called top-down attraction (recruitment).

2. Relationship Dynamics. This is the personal
interaction between a mentor and a mentoree which
grows into a bond of trust on the part of both, which
is the basis upon which responsiveness, and
accountability will function and which will eventuate
in empowerment

3. Responsiveness Dynamics describes the
attitude of voluntary submission that a mentoree
exhibits toward the mentor. A mentoree is
responsive to a mentor when he/she submits to
advice, follows directions, learns needed
perspective, does what the mentor suggests.
Responsiveness is largely a mentoree controlled
function. If the mentoree does not want to respond
and is not willing to submit to the mentor's advice
and assignments then the relationship will enjoy
only a limited empowerment at best.

4. Accountability Dynamics is the responsibility of
oversight that a mentor must have in order to insure
that the mentoree follows through on advice and
assignments and actually profits from them. The
elements of accountability include what, how, when
and where. What will the mentoree be responsible
for doing and reporting on? How well he/she
reports? How often? Where?

5. Empowerment Dynamics refers to the fact of
progress made in the mentoree's life, that is,
development of any kind whether in leadership
character, leadership skills or leadership values, that
results from the mentoring relationship-that is the
transfer of resources from mentor to mentoree.
Empowerment essentially means that the mentoree
is further developed as leader than previous to the
mentoring time

The leadership gap and crises in our organizations,
churches and the country at large will never be met
and overcome until all effective and good leaders
begin to take active interest in and focus on
identifying and developing leaders in the
organizations, churches, schools, and colleges
through mentoring. Today's great leaders create
tomorrow's great leaders and leadership legacy
grows out of a strong, well-organized Mentoring
Program. More than likely, we already engage in
informal mentoring in our organizations, churches
schools etc. yet may never have had the opportunity
to hone this important skill. Now is the time!

Akua Frimpong
Otema Leadership Insights
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A Checklist of the Budgeting Process.

Introduction 

'W n practice, the budgeting process usually starts
I from the Chief Executive's desk. The Chief

•ikExecutive initiates a budget correspondence
through a memo calling attention to the forthcoming
process and setting out of the due dates.

The budgeting process commences and the Budget
Officer and line Managers with the responsibility for
preparing budgets for the areas under their control
begin to take the practical steps enumerated below
a checklist of budgeting process to ensure the
finalization and approval of the Profit Plan (budget):

Checklist
1. Budget committee: Several members
representing the various departments in the
organization with the Budget Officer usually as the
secretary is constituted as the Budget Committee to
ensure proper budget administration. The Budget
Officer ensures that time schedules are adhered to
and provides technical assistance to the budget
centre managers. The committee's job is to oversee
the work of preparing the budget. Each member
acts as a liaison between the Committee and his
department.

2. Budget Manual: It is always advisable to have a
written set of instructions and guidelines that serve
as a reference data for the preparation of the budget.
It should contain among others, details of the time
table, responsibilities of budget, Centre Mangers,
the budget format and tables as well as guidelines on
the development of the various tables and
commentaries.

3. Budget Guidelines: In order to conform to a
consistent and meaningful budget preparation, it is
pertinent that a set of guidelines are issued to all
concerned. Such matters as periods to be covered, 

tables commentaries, units of measure and the
amount of details required are to be covered in the
guidelines. There is also the need for a wider
statement of direction and commitment from top
management usually referred to as Strategy Update
Reports.

4. The Principal Budget Factor: the activities of
every organization are limited by some factors;
otherwise its activities could be expanded to an
infinite extent. The factor which effectively limits
the activities of a particular business is known as the
principal budget factor.

Consider factors such as:
■ Product supply/production capacity
■ Customerdemand
■ Competition etc
■ The economy
■ Cash

5. Environmental Report: Within the context of
global industry developments, local political,
economic and industrial environment, the
business can swim or sink. It is therefore
essential to review and identify the factors at
Play.

6. Competitive Evaluation: Review major
competition. Identify strengths and weaknesses.
Review industry leader and pacesetter. The
company's survival depends on how it can
survive under competitive forces.

7. Assumption: In order to forecast the future
some basic calculated guesses should be made,
For example, ask yourself the following
questions:

Are salaries going to increase?
■ Will the exchange rate worsen?
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■ Will demand for the company products
change?

■ Will government policy change?
■ Whataboutbanklendingrate?

8. Industry and National Statistics: The
Company's effort represents a fraction of what is
happening in the total industry therefore it helps to
know the Total Trade industry Demand (total Trade
Sales). Ascertain the percentage of the Total Trade
sales represented by your company's own sales (the
company's market share). Is there room for growth?
The answer to this question determines the
complexion of the Budgetto be prepared.

9. The Prior years Performance: A detailed
analysis of the past is a good start. Information on
the past two years will suffice.

10. Production Forecasting: All manufacturing
businesses must produce within the resources
available to satisfy the total customer demand.
Therefore the production budget is of prime
importance. There is need the to review internal as
well as external resources. Review by product, by
unit of measure with market share assumptions in
mind.

11. Sector Budgeting: the teamwork Approach: it
is important that possibilities for implementing the
eventual budget be linked to its evolution. Therefore
each budget centre should review its operations and
provide realistic forecasts. This way the final product
becomes the result of team work.
a) Sales Budget: The sales manager and his staff

should review and plan within the available
cash and production resources. Plan for
volume, cost rate and realization.

b) Income Forecast: this should be the combined
effort of the Purchasing Department,
Production Department, Sales Department,
Operating Department, and Accounting
Department.

c) Expense Budget: Each department should
review and plan the respective items.

d) Other income: whoever is responsible for its
generation should review and plan the
respective items.

e) Interest Income Expense: this is related mainly
to the banking policy and the Accountant
should reviewand plan.

f) Inventory Budget: Reconcile to avoid tying up
capital. Review slow moving/off specification
products.

g) Manpower Budget: Ask yourself the following
questions:
■ What is the present head count?
■ Do we need all these people to achieve the

anticipated results?
■ What is the quality of the personnel?
■ What is the total manpower cost?

h) Advertising and Sales Promotion Budget The
following questions will help in the preparation
of this budget.
■ Could the sales effort benefit from the

advertising?
■ What will be the incremental sales?
■ Is the advertising cost effective?

i) Contribution and Membership: society
requires that the company behaves as a good
corporate citizen. Therefore donations and
other project supports cannot be ignored. Plan
within the tax laws and support other trade
organizations eg. Chamber of Commerce.

12. The Financials:
a) Income Statement: this reveals the bottom line.

Profit can be managed, therefore the bottom
line should represent the best efforts.

b) Balance Sheet: Plan the corporate Balance
Sheet as at the end of the Budget period. Focus
on Fixed Assets, Proprietors Interest, and
Working Capital etc.

C) Cash Budget or Cash Forecast-The Cash Budget
indicates the effect of the budgeted activities on
the cash flow of funds. Such budgets are
normally developed over short base periods,
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usually monthly. The end result should
indicate the periods when cash resources are
likely to be inadequate or surplus will accrue.
Critical decisions are based on these results.

d) Trade account Receivable: A sale is not a sale
until proceeds are received. Prepare age­
analysis.

e) Dividend Policy: shareholders expect a return
on their investments. It is a sensitive issue and
should be planned.

f) Capital Budget: This is the investment
programme and should embody all items for
expansion as well as good housekeeping.

g) Taxation: The taxation effect should be
determined as distributable profit is net of tax.

13. Sensitivity Analysis: It is helpful to anticipate
other deviations from the basic assumptions
and determine its effect on the bottom line.
Consider some of the following possibilities:-
B Reduction in industry demand
n Reduction in margins
° Higher inflation and its effect on expenses.
B Worsening exchange rate.

14. The Master Budget - Profit Plan: Corporate
Budget Consolidation results in the Master
Budget which consolidates the total plans of
the business. It is usually prepared in the form
of a booklet and deals with all aspects of the
business. A good Profit Plan should have the
followingTable of contents:

Section A: Executive Summary. This should be a
two page summary of the highlights
of the Profit Plan. Use bull-points

> instead of polished prose. Provide
key indicators.

Section B: Environment Review
Political
Economic
Industry

Section C: Review of Current Year Operation
Section D: Assumptions
Sections E: Production Budget
Section F: Earnings Data and Commentaries

a) Earnings: Actual (prior years), Plan (current
year), Projection (current year), plan (Budget
year)

b) Commentaries: Current Year Projections V
Current Year Plan, Current Year Projection V
Prior Year, Forward Year Plan V Current Year
Projection.

Section G: Revenue
Section H: Expenses
Section I: Otherincome/expenses
Section J: Financing Items
Section K: Trade accounts Receivable
Section L: Inventories
Section M: Investment Programme (Capital

Budget)
Section N: Major Projects
Section O: Capital Budget Status Report

(Current Year)
Section P: Listing of Carry-overs into forward

years
Section Q: Cash Forecast.
Section R: Corporate Investment Portifolio
Sections: Third Party Borrowing
Section T: Manpower
Section U: Staff training
Section V: Expenses Containment

Programme
Section W: Principal Corporate Objectives
Section X: Sensitivity Analyses

15. Budget Presentation: This is the thorough
defence of the budget before the Executive
Committee or Board of Directors, who have the
prerogative to amend the Budget.

16. Approval of Budget: upon presentation, the
budget is approved either as presented or as
amended. Such approval should be communicated
in writing. The budget then becomes the blue print
for the activities over the planned period.

Prof. B. Omane-Antwi
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• Difficult childhood

• Had less than oneyearformal schooling

• Failed in business in 1831

• Defeated for legislature in 1832

• Again failed for business in 1833

• Elected to legislature in 1834

• Fiancee died in 1835

• Defeated for speaker in 1838

• Defeatedforelector in 1840

• Married, wife a burden in 1842

• Only one of his foursons lived past age 18

• Defeated for congress in 1843

• Elected to congress in 1846

• Defeated for congress in 1948

• Defeated for Senate in 1855

• Defeated for Vice-President in 1856

• Defeated for Senate in 1858

• Elected President in 1860

The failure: - Abraham Lincoln

Prof. J. B. K. Aheto
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Daniel Agyapong
Abstract

F
inancial innovations (FIs) have become
the bedrock of financial institutions
management. This reviewed literature

looks at the reasons, effects and forms of
financial innovations in the developed market
and in the Ghanaian context. It was found from
the reviewed literature that the reasons
sparking financial innovation are the need to
shift from the traditional spectrum of acquiring
funds as well as old modes of service delivery by
financial institutions - to look for a more
attractive mode of satisfying clients. The shift in
consumer demand, lifestyle and sophistication
has also caused financial institutions to look fora
more strategic approach to satisfy customer
taste and needs. It can be concluded that FIs
have major impacts on the performance and
management of financial institutions including
improved efficiency, facilitating the payment
system, quality service and increased revenue.
Moreover, different people benefit from
financial products including investors,

shareholders, customers, issuers and other
stakeholders.

Introduction
The turbulent nature of the financial
environment recently has imposed obligations
on financial institutions to search for alternative
means of managing their risks. The changes in
the financial environment have stimulated the
search by financial institutions for innovations
that are likely to be profitable. Changes in the
financial environment have not all the time
favoured financial institutions, hence the need
to look for alternative strategies to circumvent
the possible threats of environmental changes
on their operations. In view of this, to maximise
profits, financial institutions develop new
products and process to satisfy their own needs
as well asthoseoftheircustomers.

The idea of financial innovations (Fl) dates back
to 1961 when the first effective Negotiable
Certificate of Deposit (NCD) was introduced by
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National City Bank of New York (now
Citibank/Citicorp) to permit banks to purchase funds
and manage their liabilities (Sinkey, 1989). This set
the platform for the dynamic process of Fl. But
compared to the 1960s and 1970s the rate of
innovation is faster in the 1990s and 2000s. This has
been attributed to the current pace of technology as
well as the quest to gain competitive edge over
otherfirms in the industry.

In Ghana the first real effort at encouraging Fl may
be linked with the restructuring effort under the
Financial Sector Structural Adjustment Programme
(FINSSAP) launched to address the weakened,
financially distressed, the insolvency and the
significantly non performing loan books in the
financial sector in the mid 1980s. To address these
problems, FINSSAP was launched to restructure
distressed banks, clean up non performing assets (
NPA), restore banks to profitability, reform
legislation and the banking supervisory system,
allow the entry of new banks and financial
institutions and develop the money and capital
market. This effort led to the liberalisation of the
financial sector to make it more competitive and
attractive to investors. From this point, firms in the
industry tried to develop more effective means of
satisfying their clients hence the need to develop
new products. The Trust Bank introduced one of the
innovations that changed the phase of banking, the
Automated Teller Machines (ATMs), in the country.
Since then there has been a diffusion of this process
in the Ghanaian financial institutions with the
banking sector dominating. The general picture in
the financial sector is that there seems to be
acceptance of financial innovation.

The dynamic, uncertain and competitive nature of
modern day business and for that matter, financial
institutions means that firms devise means of
staying ahead of competition through the
development of new products and new processes.
Financial Institutions are using their product
offerings to attain product differentiation in a
conventionally undifferentiated era. Financial
institutions are allocating both financial and non
financial resources to enhance service delivery, 

branding, employee dedication, and quality
customer service. Developing financial products
among other things are meant to provide more
choice, convenience and economy for consumers, if
the firm is to reap its side of the benefits of financial
product innovation (profitability, growth and
survival). However, the objective of ensuring
consumer satisfaction by using new financial
products has been very difficult to achieve if not
impossible most especially for emerging financial
sector as that of Ghana.

Also the advent of new financial services
development is stimulated by deregulation of the
financial services, increasing customer needs and
expectations, advances in technology and new
forms of competitions. Such developments are
phasing out the traditional banking practices. Ghana
has gone through such development, but to what
extent has it affected the operations of its financial
institutions? Have financial institutions embraced
the idea of financial product innovations; and what
effect has it had on their performance. The ensuing
text is reviewed literature on this important and
topical issue.

The rest of the study is organized into the following;
first, a look at Ghana's financial market and banking
industry; then the theories, reasons, impact, forms
and categories of Fl; next is the findings and
conclusions drawn from the reviewed literature.

Ghanaian Financial Market and the
Banking Industry
The Ghanaian financial system includes the banks,
insurance companies, discount houses, finance
houses, leasing companies, savings and loan
associations, credit unions, and a stock exchange.
However, the banking system is by far the largest
component ofthe financial system.

According to Aryeetey (2001) the interventionist
approach began under "self-rule" in 1953 with the
establishment of Ghana Commercial Bank for both
political and economic objectives. As the existing
banks were less responsive to the needs of the
indigenes the National Investment Bank, the
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Agricultural Development Bank, the Bank for
Housing and Construction, Cooperative Bank,
National Savings and Credit Bank, Social Security
Bank were setup. However, the feature by the 1980s
was an economy dominated by state controlled
banks.

Nevertheless, such development created a financial
industry plagued with uniform accounting
standards; without any legal obligation to build up
loan-loss reserves, excessive concentrations of risk,
insufficient capital, unrecognised loan losses, and
reported inflated profits, failure to efficiently
mobilise resources for growth and development,
failure in its supportive role to the development of
the monetary sector among others. As a result
various policies became dysfunctional and were
often ignored in the operations of the institutions.
Broader macroeconomic indicators showed that
Ghana lagged behind other African nations in terms
of financial depth. Indeed, the negative impact of
repressive policies on financial sector development
was most clearly seen in the halving of financial
depth (World Bank, 1994).

The idea of bank restructuring took turns in 1989
with the support of legal and regulatory framework,
and the supervisory capabilities of the central bank,
as well as the support from the World Bank-funded
Financial Sector Adjustment Programme. The
Banking Law was amended to provide a stronger
prudential base in terms of minimum capital,
reporting and lending guidelines. A new Bank of
Ghana law in 1992 provided stronger regulatory and
supervisory powers. At the same time, entry of new
banks and non-bank financial institutions was
encouraged, especially through new laws in 1993 to
support development of leasing, housing finance,
and nine categories of non-bank financial
institutions. Indeed, state control over banks has
been reduced considerably. Among the reforms
policies include interest rate liberalisation. Ghana's
removal of restrictions on lending was much more
rapid than it was in most other countries (Soyibo,
1997).

There has also been the privatisation of state-owned
banks to strategic buyers who took over majority 

shares in large commercial banks. Though the state
has chalked up some gains in the area, the full
benefit is yet to be derived as most of these investors
think of profit repatriation than reinvesting in the
domestic economy for economic development.

The reform has also led to the granting of licenses to
the private sector to register financial institutions.
From the 1994 figure of 17 banks, the number by
May 2008 was 23 with all the new ones being
private. The growth of NBFIs also needs to be
mentioned as the development of finance houses,
leasing companies, savings and loans companies,
etc. has been on the increase.

In effect the reform aided the sector to gain
expertise in areas such as human resources;
regulatory issues; operating processes and
procedures; supervision, proper accounting and
auditing principles; capital and money markets
developments among others. It also led to the
generation of an active policy on informal and
microfinance. While formal finance has not
responded as expected to reforms, there has been a
more positive response from informal finance
agents in terms of savings mobilisation. But it is also
acknowledged that this has not led to significant
increases in the flow of credit to growing small
borrowers (Nissanke and Aryeetey, 1998).

Theories of Financial Innovation
In Silber's constraint theory of innovation (1975), Fl
was attributed to attempts by profit maximizing
firms to reduce the impact of various types of
constraints that have the impact of reducing
profitability. This may involve innovation in order to
circumvent constraints that restrict the operation or
market opportunities of the firm. Besides Kane's
market technology and political theory of
innovation (1984) saw financial innovation as an
institutional response to financial costs created by
changes in technology, market needs and the
political sphere particularly laws and regulations.
Regulations create institutional responses that are
designed to avoid the impact of regulation which in
turn, provides the seeds of a new round of
regulation. This could be seen with off-shore
banking which has led to new regulations springing 
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up to curb anti-money laundering and criminal
activities.

In another development, Miller (1991) proposed the
"regulation and taxation theory of innovation". He
recognizes that major innovation in the last two
decades or so has been exclusively due to changes in
tax laws and regulatory changes. He attributes the
development of many new financial claims to
attempts to alter the amount and timing of taxable
income. He also notes that many of the innovations
were the result of regulator barriers and the desire
of financial firms to avoid the impact of regulatory
constraints. Obviously every change in the tax laws is
a major event for tax lawyers, accountants and
investment bankers to try to profit by finding new
ways to reduce the tax burden.

Financial Innovation discussions have centred on
the quest to develop new financial products and
delivery system or the emergence of new kind of
financial providers. The motivation for Fl has been to
circumvent government regulations and loop holes
in corporate tax systems, curtail risk in the market
place and others (offer variety, improve efficiency,
competitive advantage etc.). So Tufano (2002)
posted that if the world were free of all
"imperfections" e.g. taxes, regulation, information
symmetries, transaction costs, and moral hazard,
and if markets were complete in the sense that
existing securities spanned all states of nature, one
could arrive at an M&M-likc corollary regarding
financial innovation. In the mist of market
imperfection therefore means the need for financial
innovation. Because imperfections prevent
participants in the economy from efficiently
obtaining the satisfaction they require from the
financial system.

Reasons for Financial Innovations
Several reasons have been assigned to the need for
financial innovations. This may include the need to
take advantage of a market opportunity (to have a
competitive edge over rivals) or solve a problem
(e.g. such as incomplete markets that prevent risk
shifting or asymmetric information).

According to Merton (1992), the reasons for Fl
include moving funds across time and space; pooling
funds; managing risk; extracting information to
support decision-making; addressing moral hazard
and asymmetric information problems; and
facilitating the sale or purchase of goods and
services through a payment system.

Different writers use slightly different lists of
functions, but there is much overlap in these
descriptions. Finnerty (1992) identifies a set of
functions, two of which correspond closely to
Merton's functions (reallocating risk and reducing
agency costs), and a third increasing liquidity, which
is an amalgam of Merton's movement of funds and
poolingfunctions.

However, BIS (1986) identified the transfer of risks
(both price and credit), the enhancement of
liquidity, and the generation of funds to support
enterprises (through credit and equity) as one of the
reasons for Fl. Each researcher strives to describe
the functions in an economical fashion, but it is
probably fair to say that no commonly accepted and
unique taxonomy of functions has been adopted.
Even if it were to exist, no functional scheme could
avoid the complication that a single innovation is
likely toaddress multiple functions.

Impact of Financial Innovation
According to Tufano (2002), while most authors
acknowledge that innovation has both positive and
negative impacts on society, their conclusion
regarding the net impact of FIs reflect a diversity of
opinions. For Merton (1992) Fl is the engine driving
the financial system towards its goal of improving
the performance of what economists call the real
economy. The development of international
markets for financial derivatives and the growth of
the mutual fund and investment industries are
examples where innovation has produced
enormous social welfare gains. Innovation leads to
materially lower mortgage rates charged to
borrowers (Jameson, Dewan and Sirmans, 1992)
But, others are of contrary opinion, citing costs of
innovation that defer and evade taxation, giving rise
to loss of tax revenues, loss of confidence in 
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government, a sense of inequity, and extensive
resources devoted to this activity which does not
enhance social welfare. More so, innovations lead to
complexity that in turn leads to bad business
decisions and social costs.

Ross (1989) put forth one of the conventional views
on FIs as allowing users to exploit arbitrage
opportunities, thus, facilitating the completion of
financial markets. It is shown that not only do these
instruments provide favourable reported earnings,
but they also enable issuers to show lower gearing,
thereby helping them to pursue dual accounting
objectives through one instrument.

Robert (1987) outlined the usefulness of other FIs
including off shore deposits, zero coupon bonds,
swaps, market indexes among others. Thus, Fl helps
investors by giving them an intermediary to manage
their investments. Swaps - reduce foreign exchange
risk. However, some participants have taken on
unusually large risks; these participants have been
attracted by the combination of the low margin and
prospective high returns.

Also equity market indexes enable investors to
specialize in carrying different risks; for example, the
buyer of an index is willing to pay a small amount for
the low probability of a high return, while the seller
of the index receives this same amount (less the
payment for intermediation) as a way to enhance the
total return associated with the securities that form
the basis of the call. The impact of financial
innovation and liberalization isto reduce the barriers
among financial institutions within each country and
the boundaries among national financial markets.
The likely result is a centralization of financial
activities and consolidation of the number of banks
and institutions (Aliber, 1987). Also Fl leads to variety
of products in the market thus varied needs of
specific customers are met as well as serving as an
insurance against the future in terms of savings. So
Miller (1991) refuted the contention that
innovations have increased market volatility and
then argues strongly that attempts to regulate
innovation will be counterproductive.

Tufano (2002) outlined some of the criticisms of Fl as 

being the site of battles between those who see
innovation as a good or bad influence on social
welfare (e.g. derivative market); and contributing to
high levels of market volatility (market crashes).
Also, Fl leads to complexity that in turn leads to bad
business decisions and social costs; reduce
shareholder value of the firm e.g. offshore banks
have increased their share of the worldwide market
for bank deposits at the expense of domestic banks,
largely because offshore banks are not subject to
interest rate ceilings on deposits or reserve
requirements, and thus pay higher interest rates
than domestic banks (Aliber, 1987).

Moreover, because FIs are complex and difficult for
consumers to understand, lenders take advantage of
this and trade low performing financial instrument
to the borrowers. Also, speculation under
derivatives markets introduces more risk into
business (Pianalto, 2007). It is a fact that loss of jobs
for Tellers is due to the use of ATMs. Employees
institutions using these innovations but have not
received needed training will become outmoded. In
addition FIs will promote fraudulent acts in terms of
credit cards and with off-shore banking it will
promote money laundering. Since these innovations
involve the use of computers and electronic devices,
a breakdown will have a huge spill over effect in the
financial institution. However, it is still difficult to
measure the social cost of financial innovation
though the argument rages on.

Forms of Financial Innovation
According to Drucker (1984) innovation may be
incremental (making alterations to existing products
to meet current demand or market pull); radical
(technology push, where a firm achieves a complete
breakthrough); and general purpose (one that
describes the really big innovations). FIs may take
similarforms.

Tufano (2002) posits that FIs are divided into product
and process. Product innovation is exemplified by
new derivative contracts, new corporate securities
or new forms of pooled investment products;
process innovation is typified by new means of
distributing securities, processing transactions, or
pricing transactions. He added that innovation 
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includes the acts invention (ongoing research and
development function) and diffusion (or adoption of
new products, services or ideas).

According to Buame (2004) the forms of innovations
range from completely creating new kinds of
product or process to the revitalisation of an existing
product (product extension). An innovation may fall
under: extension - the firm finds new use or different
application for the product; duplication: creating a
reproduction of an existing concept, to enhance or
improve upon it; Invention - creating totally new
products or synthesizing combining existing
concepts.

Also, Kane (1983) submitted some primary
distinction of innovation (autonomous and
induced), invention, diffusion and the spread of
financial innovations. Invention was seen to be an
unfolding technological opportunity; innovation was
seen to be the profitable application of an invention.
The lag between an invention and its embodiment in
an innovation is the innovation lag. The lag reflects
the time it takes to reduce the operating costs of the
new technology or generate the sales volume to 

make retail applications profitable.
Also whereas autonomous innovations are those
that just happen, induced innovations are caused by
some outside forces market forces (price or interest
rate movements) or regulatory forces (geographic,
price or product restrictions). Sinkey (1989)
following Kane's work concluded that most major
environmental factors driving the process of
financial innovations is captured by the TRICK model
Technology, Regulation Interest rate risks,
Customers and Kapital adequacy.

Categorization of Financial Innovations
Finnerty (2001) has created a list of over 60
securities innovations, organized by broad type of
instruments and their functions; including debt,
preferred stock, convertible securities, and common
equities. Others include warrants, convertible bonds
and municipal securities. Also Graham and Dodd
(1934) submitted a variety of innovative bonds
including the following contingency equity
contracts, alternative risk transfer, credit and
weather derivatives among others (see Table one).

Tablel Financial Innovations by Financial
Institutions in General

Source: Graham and Dodd (1934)

Financial Innovation Function
Pay - in - kind Bonds Issuer may choose to pay interest either in cash or

additional bonds with the same face value.
Step Up Bonds

Putable Bonds

Do pay coupon interest, but the coupon rate is low for
initial period and then increases (steps up) to higher
coupon rate.
A kind of option; If the bond's coupon rate exceeds
current market yields, the holder may choose to extend
the bond's life

Bonds with Stock Dividends Entitle holders to receive dividends like other shareholders.
Inflation Indexed Bonds Payments tied to the general price index or the price of a

particular commodity.
Voting Bonds Unlike other bonds, this gives the holder a right to vote in the

company
Non Voting Shares
Preferred Stock
MICR System

Holders do not have voting rights
It gives the holder a claim on divided if declared
Facilitate cheque clearing at the central bank

Collable Bond Gives the issuer the option to extend or retire the bond at
the call date
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In the area of foreign exchange transactions, Duffie
and Rahi (1995) identified some innovations in
exchange-traded derivatives, over-the-counter
derivative contracts as credit derivatives, equity
swaps, weather derivatives and alternative risk
transfer contracts/ contingent equity contracts
Bodie et al (1999) outlined the recent innovations
called the exotic over-the-counter options
(customised instruments traded on the OTC
markets). They include Asian options that has payoff
that depends on the average price of the underlying
assets at some portion of the option's life; Barrier
options that have pay offs that depend not only on
some assets price at its expiration, but also on
whether the underlying assets price has crossed
through some barrier; Lockback has payoffs that
depend in part on the minimum and maximum price
of the underlying assets during the life of the option;
and Binary options that have fixed payoffs that
depend on whether a condition is satisfied by price
of the underlying assets.
Additionally, Saunders (2002) identified FIs in
wholesale bankingto include:

© Controlled Disbursement Accounts - for
quicker account checking to give early
insight into net cash positions;

© Accounts Reconciliation - with a checking
feature to provide a record paid cheque;

© Wholesale Lockbox - centralised collection
service for corporate-payments to reduce

the delay in check clearing;
• Electronic Lockbox - for receiving online

payment;
• Funds Concentration - for redirecting funds

from accounts in a large number of different
banks or branches to a few centralised
accounts at one bank;

• Electronic Fund Transfer for - Includes
overnight payment via fed wire;

• Others include Electronic Initiation of LCs,
Treasury Management Software, and
Electronic Data Interchange.

Retail banking products, identified included ATMs,
point-of-sales debit cards, home banking,
preauthorised debit/credit, telephone bill paying, e-
mail billing, on-line banking, and smart cards (store
value cards).

In Ghana, some of the notable financial innovations
used by financial institutions are classified under
general and exclusive. The general ones are those
that are common to almost all financial institutions.
Exclusive ones pertain to individual financial
institutions. Some of the general ones are ATM,
MICR and Money Transfer Systems. The exclusive FIs
are in Table 2.

Table 2: Financial Innovations by Financial
Institutions in Ghana

Institutions Some Exclusive Financial Innovations
Agric. Development Bank Gold Drive Motor Loan, Farmers Drive Motor Loan
Amalgamated Bank
Barclays Bank
Databank Ghana

Kids and Teen Savings Accounts
Off-Shore Banking, BusinessMaster International
EPACK

CAL Bank All - in - One Accounts; SMS Banking
Ecobank
Fidelity Bank

Ghana Commercial Bank

Guarantee Trust Bank

Regional and Electron Cards
Margin; Salary Backed, Employer Guarantee & Auto Loan, Call, Premium

& Royal current account, Premium & Royal Reserve account
BONDEX; Express Money Transfer, Fodem and Royal banking

E-Products, Slip Free banking, GeNS, Target Savings & Easy Savers
Accounts, Max Advance, Triple "A"

HFC Bank Students Plus & Life Starter Accounts; Educational Loan, Mortgage
Product; Bill Pay Point and SMS Banking
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Source: Fieldwork, 2008

Institutions Some Exclusive Financial Innovations

Merchant Bank
National Investment Bank

On -line Banking, O-shore Banking, and Off-shore Banking
Bancassurance Product

Prudential Bank Business Savings Accounts, Fixed/CALL/CDs
SG-SSB Bank
Stanbic Bank

Visa & Master and Sika Text, Priority Banking and Money gram
Customer Access Terminal System (CATS) Africa provides a comprehensive
range of banking services and management information.

Standard Chartered Bank Telephone Banking
The Trust Bank TTB Gold Account is a Hybrid of Savings and Current Account.
Unibank Quick Deposit Services, Employee Privilege Loan
UBA
Zenith Bank Ghana

Zero Account for 30 days
Mobile and Corporate Internet Banking, Z Prompt and Mobile, Automated
Cheque Writing

Findings
It was found that the reasons sparking financial
innovation are the need to shift from the traditional
spectrum of acquiring funds as well as old modes of
service delivery by financial institutions - to look for a
more attractive mode of satisfying clients. Also Fl is
stimulated by deregulation of the financial services,
increasing customer needs and expectations,
advances in technology and new forms of
competitions. FIs are attempt by firms to reduce the
impact of various types of constraints that have the
impact of reducing profitability; an institutional
response to financial costs created by changes in
technology, market needs and the political sphere
particularly laws and regulations. It is an attempt to
alter the amount and timing of taxable income;
curtail risk in the market place and others (offer
variety, improve efficiency, competitive advantage
etc.)

The first real effort at encouraging financial
innovation may be link with the restructuring effort
by policymakers under the FINSSAP initiative as part
of the ERP.

It is also found that Fl is beneficial because it enables
firms to take advantage of a market opportunity or
solve a problem; aids in the transfer of risks,
enhances liquidity, help generate funds to support
enterprises; leads to materially lower mortgage
rates charged to borrowers; improve efficiency, 

facilitating the payment system, quality service and
increased revenue of financial institutions; allows
users to exploit arbitrage opportunities, thus,
facilitating the completion of financial markets.

It was also revealed that Fl leads to deferment and
evasion of taxes, giving rise to loss of tax revenues,
loss of confidence in government, a sense of
inequity, and extensive resources devoted to this
activity which does not enhance social welfare.
More so, innovations lead to complexity that in turn
leads to bad business decisions and social costs;
allows lenders take advantage of this and trade low
performing financial instrument to the borrowers; it
is a fact that loss of jobs for Tellers is due to the use of
ATMs.

Conclusion
Financial institutions are susceptible to several
socio-cultural, legal, economic, political,
technological and institutional influences. Inflation
and interest rates rise and the firm's inability to be
predicted occasionally have caused changes in the
demand conditions in financial markets. The shift in
consumer demand, lifestyle and sophistication has
also caused financial institutions to look for a more
strategic approach to satisfy customer taste and
needs. In addition, institution and professional
regulations more often than not become
burdensome, hence the need to circumvent these
regulations with the development of new products.
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Moreover rapid advancement in technology has
changed the financial assets supply conditions.

It is concluded that FIs have major impacts on the
performance and management of financial
institutions including improved efficiency,
facilitating the payment system, quality service and
increased revenue. Moreover, different people
benefit from financial products including investors,
shareholders, customers, issuers and other
stakeholders. It has increased globalization of
financial markets as result of enlarged competitive
markets. Fl can thus be described as the engine
driving the financial system towards its goal of
improving the performance of what economists call
the real economy.
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Abstract
"IrVhe Global Entrepreneurship Monitor (GEM)

has set the agenda for researching the
±=k differences between entrepreneurship in 

developed and developing countries. Particularly
significant has been the emergence of the GEM 2003
Executive report (Reynolds et al 2004) that has
helped us understand the diversity in the formation
of new firms in developed and developing countries.
Entrepreneurship in developing countries is
distinctive from that practised in more developed
countries. A better understanding of these
distinctions is critical to policy formulation and
private sector development in developing countries.
Of particular interest are new and growth-oriented
enterprises, which have a greater capacity to create
sustainable economicgrowth than micro enterprises
or long-established SMEs with limited growth
prospects. The purpose of this paper is to identify
some of the distinctive attributes of entrepreneur­
ship in developing countries that either help to
improve the probability of success or hold back
growth-oriented firms.

Introduction
Entrepreneurship is considered a crucial mechanism
of economic development. The centrality of
entrepreneurship in the current economy, or even
society, is expressed as such in scientific and policy
discourses as ’the entrepreneurial economy1 and
'the entrepreneurial society' (Ministerie van
Economische Zaken 1999a; Von Bargen et al. 2003).
At the macro level entrepreneurship is seen as a
driver of structural change and job creation. At the 

micro level entrepreneurship is the engine behind
the formation and subsequent growth of new firms.
The wealth and poverty of developing countries has
been linked in modern times to the entrepreneurial
nature of their economies. In countries where
entrepreneurship exists in high proportions it has
played an important role in economic growth,
innovation, and competitiveness and it may also play
a role over time in poverty alleviation.

Yet, entrepreneurship in developing countries is
arguably the least studied significant entrepreneur­
ship economic and social phenomenon in the world
today. Over 400 million individuals in developing
countries are owners or managers of new firms. Of
these, over 200 million are found in China and India
alone compared with just 18 million entrepreneurs
in the United States. Yet, in one of the best general
books on the state of research on entrepreneurship,
China is mentioned on two pages and India is not
mentioned at all (Bhide 2000).

Existing specialist literature has focused on
describing the attributes of entrepreneurship in
developing countries, rather than providing a
framework in which entrepreneurs and policy
makers alike can more rationally plan and execute
innovative business models. Existing models of
entrepreneurship, (such as Bhide's uncertainty-
/investment/profit diagram), are based largely on
research conducted in the United States and other
developed countries and do not adequately describe
how entrepreneurship is carried out in developing
countries. Not much literature exists on 
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entrepreneurship in developing countries,
particularly the characteristics of new and growth-
oriented firms. Scholars and practitioners alike have
implicitly assumed that entrepreneurship was
largely the same the world over and driven by the
same impulses or factors.

More recent empirical researchmost notably based
on the World Business Environment Survey (WBES)
and the Global Entrepreneurship Monitor (GEM)
projecthave brought to the fore the diversity, if not
the dynamics, of new firm formation in developing
countries. Even though methodological weaknesses
may limit the robustness of the GEM data, they offer
the first broad cross-country comparisons of
entrepreneurship and, in particular, allow
comparisons of the levels and possible drivers of
opportunity-based entrepreneurship. Recent
research has suggested that new firms are more
likely to grow. Whilst growth-oriented firms, are
more likely to create new employment opportunities
than stagnant ones. Reviewing available literature
by specialists and the outcomes of recent research
by the Global Entrepreneurship Monitor (GEM),
gives the notion that entrepreneurship in developing
countries, is distinctive from that practiced in
developed countries, and that understanding these
distinctions is critical to private sector development
in developing countries. This paper seeks to illustrate
what some of these distinctions might be and their
implications on new and growth oriented firms,
which recent research strongly suggests are more
likely to contribute to economic growth and provide
important new sources of higher quality
employment.

What is Entrepreneurship?
While it has become widely acknowledged that
entrepreneurship is a vital force in the economies of
developed countries, there is little consensus about
what actually constitutes entrepreneurial activity.
Scholars have proposed a broad array of definitions,
which when operationalised, have generated a
number of different measures in the development of
the entrepreneurship literature. There is no
generally accepted definition of entrepreneurship
for the developed countries of the OECD. The failure
of a single definition of entrepreneurship to emerge
undoubtedly reflects the fact that it is a 

multidimensional concept. The actual definition
used to study or classify entrepreneurial activities
reflects a particular perspective or emphasis. For
example, definitions of entrepreneurship typically
vary between the economic and management
perspectives.

From the economic perspective, entrepreneurship is
distinguished between the supply of financial
capital, innovation, allocation of resources among
alternative uses and decision-making. Thus, an
entrepreneur is someone encompassing the entire
spectrum of these functions: "The entrepreneur is
someone who specializes in taking responsibility for
and making judgmental decisions that affect the
location, form, and the use of goods, resources or
institutions" (Hebert and Link, 1989, p. 213). By
contrast, from the management perspective,
"entrepreneurship is a way of managing that
involves pursuing opportunity without regard to the
resources currently controlled. Entrepreneurs
identify opportunities, assemble required resources,
implementation of practical action plan, and harvest
the reward in a timely, flexible way," (Sahlman and
Stevenson, 1991, p.l). The most prevalent and
compelling views of entrepreneurship focus on the
perception of new economic opportunities and the
subsequent introduction of new ideas in the market.
As Audretsch (1995) argues, entrepreneurship is
about change, just as entrepreneurs are agents of
change; entrepreneurship is thus about the process
of change. This corresponds to the definition of
entrepreneurship proposed by the OECD,
"Entrepreneurs are agents of change and growth in a
market economy and they can act to accelerate the
generation, dissemination and application of
innovative ideas....Entrepreneurs not only seek out
and identify potentially profitable economic
opportunities but are also willing to take risks to see
if their hunches are right" (OECD, 1998, p. 11).

While the simplicity of defining entrepreneurship as
an activity fostering innovative change has its
attraction, such simplicity also masks considerable
complexity. Entrepreneurship is shrouded is
complexity for at least two reasons. The first reason
emerges because entrepreneurship is an activity
crossing multiple organizational forms. Does
entrepreneurship refer to the change inducing 
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activities of individuals, groups of individuals such as
networks, projects, lines of business, firms, and even
entire industries, or even for geographic units of
observation, such as agglomerations, clusters, and
regions? Part of the complexity involved in
entrepreneurship is that it involves all of these
types of organizational forms. No single
organizational form can claim a monopoly on
entrepreneurship.

The second source of complexity is that the concept
of change is relative to some benchmarks. What may
be perceived as change to an individual or enterprise
may not involve any new practice for the industry. Or,
it may represent change for the domestic industry,
but not for the global industry. Thus, the concept of
entrepreneurship is embedded in the local context.
At the same time, the value of entrepreneurship is
likely to be shaped by the relevant benchmark.
Entrepreneurial activity that is new to the individual
but not the firm or industry may be of limited value.
Entrepreneurial activity that is new to the region or
country may be significant but ultimately limited. By
contrast, it is entrepreneurial activity that is new
across all organizational forms, all the way up to the
global, that carries the greatest potential value.
Thus, one of the most striking features of
entrepreneurship is that it crosses a number of key
units of analysis. At one level, entrepreneurship
involves the decisions and actions of individuals.
These individuals may act alone or within the context
of a group. At another level, entrepreneurship
involves units of analysis at the levels of the industry,
as well as at spatial levels, such as cities, regions and
countries. The function of entrepreneurs is to
reform or revolutionize the pattern of production by
exploiting an invention, or more generally, an
untried technological possibility for producing a new
commodity or producing an old one in a new way...To
undertake such new things is difficult and
constitutes a distinct economic function, first
because they lie outside of the routine tasks which
everybody understand, and secondly, because the
environment resists in many ways."
Economists have long believed that entrepreneurs
push back the business frontier by challenging
existing practices and technologies. The role isn't
necessarily glamorous, but it's extremely valuable.

And it is often the missing performance factor in
poor countries, where economies are stagnant or
regressing. Developing countries trapped in
economic droughts need to be irrigated by the
entrepreneurial spirit. As IMF analyst Philippe
Beaugrand points out, being an entrepreneur
essentially comes down to "doing new things" or
"doing things differently" .Entrepreneurship, then,
basically means thinking outside of the box, which is
exactly what participants in the economies of
developing countries need to do in order to improve
theirsituation.

Entrepreneurship is not a well-developed
component of modern economic theory. Many
neoclassical economists find it difficult to reconcile
the requirements of rational decision-making with
the functions ascribed to entrepreneurshipcoor­
dination, arbitrage, innovation, and uncertainty
bearing (Barreto 1989). Entrepreneurs have been
described variously as bearers of risk, agents that
bring together the factors of production, or
organizers of innovation. However, none of these
thinkers distinguished between entrepreneurs
operating in different business environments or
considered differences between entrepreneurship
in wealthy and poor countries at various stages in
economic history.

Academic interest in entrepreneurs in developing
countries began in the wake of decolonization, with
interest until recently concentrating mainly on small-
scale industrialization and microenterprises. Four
types of entrepreneurial firms have been identified
in developing countries: newly established,
established but not growing, established but
growing slowly, and graduates to a larger size
(Liedholm and Mead 1999). With respect to the
study of the subset of new and growth-oriented
firms in developing countries, an important step
forward has been the rich output of the GEM project.

Some distinctive attributes of entrepreneurship in
developing countries
Some distinctive attributes of entrepreneurship in
developing countries appear to improve the
probability of success for growth-oriented firms,
while others appear to hold back these firms.
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Opportunity
Opportunities for entrepreneurs in developing
countries are broader in scope than in developed
markets, allowing firms to pursue a portfolio
approach to strategy that can efficiently manage the
higher levels of business and market risk.
Entrepreneurs in developing countries face a
different set of circumstances than their
counterparts in developed economies. These
differences are rooted in the underlying economies
in which they operate. Emerging markets lack the
stableness of mature markets and the consistency
that such markets offer. Consequently, the
opportunity for entrepreneurship in emerging
markets is pervasive. While Western entrepreneurs
operate at the fringes of the economy, emerging
market entrepreneurs operate closer to the core the
needs and opportunities are more widespread.
While the competitive threat to these entrepreneurs
from well-established incumbents is reduced, the
risks posed by economic, political and regulatory
uncertainty is heightened often outweighing direct
competitive threats.

The rational, though counter intuitive, response
(especially for those trained in Western business
strategy) is for entrepreneurs in developing
countries to spread resources across several
separate but related businesses in order to mitigate
systematic risk. In effect, the entrepreneur operating
in segmented markets (a feature of many developing
countries) often plays a surrogate role as a financial
investor who manages risk through portfolio
diversification. He manages portfolio risk by
operating several diverse businesses in lieu of
investors who might otherwise do the same. Lacking
alternative sources of financing, the successful
entrepreneur may use internally generated cash
flow from one business to fund his other businesses.
The keiretsu system in Japan and chaebols in Korea
are examples of highly developed conglomerates
with interlocking ownerships and business
partnerships that developed in this manner. In
addition to risk mitigation and a source of funding,
interlocking businesses provide a source of informal
information flow, access to a broader pool of skills
and resources, and, when well implemented, a
brand name that can be leveraged across all
businesses. If interlocking business conglomerates 

are common in emerging markets, how do they
start? Inadequate access to capital and fragmented
retail and distribution often require entrepreneurs
to begin businesses downstream with direct access
to the end customer.

Starting downstream businesses reduces initial
capital requirements as working capital is much
reduced and permits access to customers and
information flow that is frequently lacking. Access to
such information is often overlooked as a key success
factor. Lack of access to the end customer is a
primary reason for the failure of South American
businesses to move beyond commodity markets into
higher value added activities (Fairbanks and Lindsay
1997). Having achieved success in retail and
distribution, successful entrepreneurs often
leverage the domain experience, information flow,
and cash flow generated to vertically integrate and
move into upstream businesses.

Financial Resources
While entrepreneurial opportunities are broader
and resultant strategies are naturally self-hedging in
developed countries, limited personal and family
savings and an absence of financial innovation
severely limits the growth prospects of promising
startups in developing countries. The nature of
entrepreneurial opportunities in developing
countries plays a critical role in the market for
entrepreneurial finance in these countries. To a
greater extent than in developed countries, new
entrant entrepreneurs must answer the following
fundamental financial questions: if the odds of a new
enterprise surviving its first five years are less than
50%, is it rational for an entrepreneur to commit
financial resources (her own or others) to a new
firm? If not, how can we understand the persistent
tendency of entrepreneurs to start new businesses?
Reflecting the unpromising odds of entrepreneurial
success, internal finance comprises the majority of
financing for small and medium enterprises in most
developing countries. Entrepreneurs in emerging
markets rely very heavily on informal sources of
finance to start their businesses; these sources
provided between 87% and 100% of the outside
capital raised by entrepreneurs (Bygrave 2003).
Other sources of financing typically targeted by
development finance institutions interested in 
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improving access to finance in the emerging
marketsbank lending and venture capitalplay a very
limited role at present in financing entrepreneurs, at
least in the startup stage.

Very little is understood about the mechanisms by
which potential entrepreneurs in developing
countries gather the capital necessary to start a
business. How do entrepreneurs save funds from
their own sources of income in order to start a
business? Recent evidence suggests that startup
capital requirements could be quite modest in
developing countries (for example, Bhide 2004 and
Johnston et al. 2004). There are two issues here:
sources of income, and appropriate depositories for
savings until the new business is started. Sources of
income can include retained earnings from a
previous business, often in the retail or distribution
sector. In countries where well-paid government
positions are still available (such as the Middle East),
some potential entrepreneurs are able to save start
up capital from their salaries. Research on the
determinants of private savings in developing
countries suggest that countries that have
experienced economic instability are more likely to
have higher rates of private saving, maintained as an
insurance mechanism (Loayza, Schmidt-Hebbel, and
Serven 2000). Crisis represents opportunity; at least
as far as forming the pools of private capital
necessary for startup finance is concerned.
Moreover, while successful entrepreneurship is
correlated with urbanization, urbanization also
results in an increase in individual consumption and
a concomitant decrease in private savings. Thus,
successful entrepreneurs are likely to find ways to
access the greater pools of private saving in the
countryside in order to start their businesses. This
highlights the possible importance of well-
developed family networks that span both urban
and rural areas How such private rural savings are
intermediated into urban entrepreneurship is not at
present well understood and almost certainly will
vary by country.

In theory, microenterprises could also play a role in
creating a pool of savings from which a larger, more
sophisticated enterprise might be launched.
However, a shortage of attractive savings
mechanisms (including negative real interest rates 

on bank deposits) in the formal and informal
financial sectors and the difficulties associated with
investing in land or real estate as a savings vehicle
(including land tenure issues) have severely limited
savings. Other forms of de facto savings, such as
inventory accumulation, are also limited by the
absence of secure premises .These are some of the
many reasons why microenterprises have not
generally served as launching pads for growth-
oriented entrepreneurship in developing countries.

Finally, an important, but overlooked and
undocumented, development is the increasingly
consumerist nature of developing country
economies, which has caused personal savings rates
to fall and personal consumer-related indebtedness
to grow. Anecdotal evidence from regions such as
the Middle East and North Africa suggest that
inappropriate levels of personal indebtedness may
severely constrain an entrepreneur's willingness and
capability to start a new firm. Once established, new
firms use a wide variety of unconventional
techniques and strategies to obtain finance. Given
the underdeveloped nature of financial markets in
many developing countries, bootstrap financing may
have become the predominant form of early stage
financing in these countries. For example, small-
scale Chinese entrepreneurs have designed a wide
variety of techniques and institutions to provide
informal finance (Tsai 2002).

t

Why have outside, formal sources of financing,
particularly forms of risk capital finance required by
growth-oriented entrepreneurs in emerging
markets, failed to materialize in substantial
quantities? One major reason is that the
macroeconomic conditions in many emerging
markets militate against the high IRRs that investors
require in order to compensate them for their risk
(Leeds and Sunderland 2003). As a result, while
there are no industry-wide statistics on private
equity investing in emerging markets, it is estimated
that realized IRRs are roughly breakeven for the first
generation of such funds (those started in the early
1990s). It goes without saying that such returns are
insufficient to attract large amounts of new
investment into the next generation of risk capital
vehicles.
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Risk capital finance is particularly important for
growth-oriented entrepreneurs in the developing
world, because it aligns the incentives of
entrepreneurs and outside investors. Each is
properly motivated to maximize economic value of
the enterprise, rather than playing zero-sum games
designed to benefit at the expense of the other. Such
zero-sum games are typical of commercial bank
lending to entrepreneurs in developing countries. In
addition, properly designed and staffed fund
management organizations can add substantial
post-investment value to the growth-oriented
entrepreneurial enterprise. Lenders do not have
incentives to provide such post-investment
assistance. Post-investment value creation is often a
key to the development of growth-oriented
entrepreneurial enterprises.

While risk capital finance has been an important
component of the entrepreneurial process in a
number of developed countries, it has not realized
its promise in the developing world. The American
model of venture capital has had limited applicability
in these markets, but has often been the first
approach taken by fund managers focused on
developing countries. Venture capital funds are able
to work with only small numbers of companies,
limiting their development impact. Venture capital
and private equity funds have been unable to exit
many of their investments, due to the illiquidity of
local stock markets in developing countries.
Successful venture capitalists possess relatively rare
skills that can generally be acquired only through
experience, rather than through education and
training, thus limiting the number of risk capital
organizations that can be organized. Current forms
of risk capital finance require the setup of new
institutions (usually both a fund and a fund
management company) before commencement of
investment operations, thus slowing the investment
process and causing funds to invest too late in the
investment cycle in many cases. How might some of
these hurdles be overcome? Surprisingly, despite
the revolution in finance that has swept through
developed capital markets over the past fifty years,
little financial innovation has made its way to
entrepreneurial firms in developing countries. As
one example, income-linked loans (loans, the
repayment of which is tied to a borrower's future 

income) were first introduced to finance higher
education in the United States (Shiller 2003), but
could be applied to other classes of borrowers,
including entrepreneurial firms in developing
countries.

Lenders (commercial banks, non-bank financial
institutions, fund managers, and others) could offer
long-term (10 years or more) loans to
entrepreneurial borrowers. The repayment terms of
these loans would be tied to both the firm's future
income and some index of aggregate incomes. This
index of aggregate incomes might include borrowers
from the same sector throughout a region (for
example, all garment manufacturers in Indonesia),
corporate borrowers from any sector but in the same
geographic region (for example, all corporate
borrowers in Brazil), or a combination of the two.

Apprenticeship and Human Resources
Technical, industry-specific training is an important
component in the creation of globally competitive
firms. These firms often form into geographically
focused industrial clusters (Porter 1998). Indeed,
this has been found to be a powerful model that can
be extended to the emergence of globally
competitive industries in developing countries. The
software cluster in India, the animation outsourcing
cluster in the Philippines, and the wireless market in
China each conform to varying degrees with the
specifications ofclustering.

However, the clustering model is of limited value for
the vast majority of entrepreneurial opportunities
and those involved with public policy in markets
where essential preconditions do not yet exist and
may not be construed. It is not clear that clustering is
a precondition for the creation of globally
competitive firms in developing countriesJollibee
and Cemex are examples to the contrary. In addition,
what is to be done about industries in which the
market size is national and sub-national and business
conditions are essentially homogenous? How does
one operate in emerging markets without the
normal avenues of preparation and mentorship?
What does one do when in mal-developed orcorrupt
economies where leading companies do not
necessarily serve as the best guides for new
businesses? How do businesses achieve scale in the 
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absence of certain skill sets domestically such as
financial management?

Entrepreneurship is a lonely profession rendered
more difficult without the benefit of mentorship and
apprenticeship. Leading hotspots of innovation such
as Silicon Valley have a broad pool of well-trained
talent, a culture that encourages innovation and new
businesses, and marquee companies that serve as
informal finishing schools for entrepreneurs. Even in
the absence of these ideal situations, apprenticeship
and entrepreneurship may be developed in tandem.
At the most rudimentary level, micro lending
organizations have found that repayment and
business success rates increase markedly with even
the most basic business training and local support
groups of like-minded entrepreneurs. Unfortunately,
few of these enterprises scale to regionally
competitive levels, let alone national or global levels.
At a higher level, multinationals have played a
leading role as training grounds for prospective
entrepreneurs. Given that foreign direct investment
by multinationals is often directly related to the
general business environment, and that
apprenticeship in these firms can be an important
road to entrepreneurship, we shall need to reconcile
these observations with the lack of correlation of
levels of entrepreneurship with the general business
environment. In those markets where
entrepreneurship has flourished, successful local
businessmen may serve as mentors and outside
advisors.

As a business expands, corporate governance
supersedes mentorship as requisite guidance and
oversight; a mix of savvy local businessmen and
industry experts, even if attracted from abroad, play
an important role during this expansion stage.
Emerging markets require revolutionary change but
have few people with the requisite skills and
experience to effect such change. High potential
businesses in developed economies assemble
executive teams with common experiences but
diverse, complementary skills. Potential
stakeholders look for thoughtfully selected,
complete teams that include experienced executives
in sales, marketing, finance and operations. In
emerging markets, these skills are equally valid but
often in short supply. As a result, entrepreneurs look 

for other characteristics that are pertinent to the
local market environment, including the ability to
see through the fog of politics and economics in
crisis-prone developing countries. Trust is even more
highly regarded in these situations than in
developed markets where arms-length transactions
are well established. Family owned and operated
businesses are even more common in emerging
markets than in Western economies.

Conclusion
It is generally acknowledged that there are
differences in the distribution of entrepreneurship
across countries. Studies exploring differences in
entrepreneurship across countries often focus on
the incidence of new firm registration or self­
employment which may not be reliable indicators
when applied to developing countries with
significant informal economies and fewer
alternatives to self-employment. The contribution of
entrepreneurial activity to economic growth has
been found to be stronger for highly developed
countries as compared to developing countries. This
may be due to the distinct differences between the
two in relation to availability of financial resources,
apprenticeship and skilled human resource and an
appropriate legal frame work that support new firm
formation and growth oriented firms.

Due to the important economic, social, and political
roles new and small firms play in most economies,
governments at all levels federal, state/regional,
and local especially those in developing countries
must design strategies to support entrepreneurial
activity. One of the most important questions
regarding entrepreneurship policy is whether to
stimulate new firm formation, to help existing firms
survive, or to focus on (potentially) growing firms (cf.
Reynolds et al. 1994). Next, it is also important to
decide on whether to aim for generic policy or to
focus on particular regions or industries (cf. Stam
2005). Of course prior to any public policy should be
the establishment of a legal framework, a "rule of
law" (cf. De Soto 2001). This legal foundation is often
taken for granted, but is often not in place in
developing and transition countries. Perhaps the
first question must be whether governments should
be involved in supporting entrepreneurs at all. Why
should governments do more than enhancing the 
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general investment climate? So-called market
failures are often used to legitimize
entrepreneurship policy.

Entrepreneurs may not undertake projects which,
whilst in the interest of society as a whole, yield the
firm insufficient returns. The role of public policy
(e.g. subsidy) is to make it privately worthwhile for
the firm to undertake the project, enabling society as
a whole to benefit. In the context of high growth
firms, it might be that entrepreneurs do not pursue
certain projects, because the risks are too high (new
technology), or because they cannot fully
appropriate the returns (innovation). Public policy
could raise the private benefits of these projects in
order to produce the social benefits, e.g. job creation
and improved national productivity.
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Abstract

M
ergers and Acquisitions have been
identified as an important strategy for
corporate inorganic growth in the

banking industry. SG-SSB Ltd has recorded impressive
operating performance since 2003. It has therefore
become a reference entity in the Ghanaian banking
industry. Banks with merger and acquisition noise are
also performing well with the Agricultural
Development Bank, one of the banks with the most
recent M&A noise recording impressive sustainable
growth rate. Alberts (Decomposed) return on equity
model was used to study the operating performance
of Cal Bank, ADB and SG-SSB Ltd from risk return
perspective to indicate whether the attractiveness of
these banks as M&A candidates is due to poor
performance. The study indicates that the banks
with M&A noise in Ghana are attractive to potential
acquirers because of impressive performance and
high possibility of improved performance.

Keywords: Mergers and Acquisitions Noise, Mirror
Bank and Alberts Return on Equity Model.

Introduction
Corporate entities can grow through organic or
inorganic means. Mergers and Acquisitions (M&As)
are important inorganic growth strategies being
deployed in banking and non- banking corporate
entities in recent times. Inorganic growth strategy
because, the bank does not grow through the normal
business operations such as increase in bank
products and efficient services which may lead to
increase in number of branches and complexity of 

operations. According to Casu et al. ( 2006), a merger
as it relates to banking is a business transaction that
combines two distinct legal entities usually with
similar size to form a new operating single bank to
derive mutual economic and strategic benefits. In
mergers there are equal ownership stake.

Acquisition or takeover- is a business combination in
which one entity called the acquirer owns more than
fifty percent stake in the target or acquired firm.
Grinblatt and Titman (2001) explain that in
acquisition, onefirm acquires theotherbut the terms
merger and acquisition are used interchangeably in
many instances.

Economies of scale, economies of scope,
deregulation and competition have been identified
as the main reasons for banking M&As (Molyneux,
2003). The role of the central bank in reviewing the
minimum capital base of banks in Ghana upward may
further increase competition that may lead to some
M&As if individual banks can not raise the required
capital alone. This creates a fertile operating
environment for some foreign banks with good
capital base and strategy to operate in the banking
industry by merging with or acquiring existing banks
that do not have the capacity to raise the required
new minimum capital. The interesting issue is that
mergers and acquisitions are intended to generate
better performance hence there is the need to be
satisfied that the banks with M&As noise can deliver
the expected returns. Even though finance literature
is replete with research findings on M& A
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performance, the performance analysis of Ghanaian
banks with M&A noise from the perspective of risk -
return relationship has , however, not been studied
to the best of my knowledge and this paper provides
the research findings to inform the relevant
stakeholders.

Mergers and Acquisitions Noise
Any time an important entity (with promising
performance or underperformance) is to engage in
M&A deal, it normally generates public discussions.
The public discussions concentrate on the motives of
the deal, the effects on shareholders and other
important stakeholders on one hand and the general
economy and the specific industry on the other
hand. In Ghana these discussions receive inputs
from politicians (especially when the target is state
owned), academics, professionals, journalists and
the public. Discussions about M&As motives and
effects on stakeholders and the macro economy is
herein referred to as M&As noise. When the possible
M&A is hostile the noise concentrates on social
motives normally initiated with the hidden hands of
management to allow the public to speak against the
deal. M&As noise involving state- owned firms
becomes very difficult to decide on the benefit to the
state because economic arguments are sacrificed for
social and political reasons.

Bank M&As in Ghana
M&As have taken place in almost all industries
globally. In recent times some M&A activities have
been recorded in Ghana. Notable among them are
Guinness Ghana Ltd and KBL, Societele Generale
and SSB Ltd, MTN and Areeba, Intercontinental Bank
and City Savings and Loans Company Ltd. Possible
M&As are Stanbic Bank and Agricultural
Development Bank (ADB). Cal Bank and ADB Ltd are
examples of important Ghanaian owned banks with
M&A noise.

Berger et al. (2004) and Buch and Delong (2002)
explain that the surge in M&As over the past two
decades was due to globalization, deregulation,
improvement in technology and competition in the
banking industry. Ghana has gone through reforms
in the financial services sectors which removed the
administrative inefficiencies in the banking sector 

and introduced competition as a consequence.
Lindblom and Koch (2002) indicates that
geographical diversification to take advantage of
improved financial markets in emerging economies
is one of the motives for cross border M&A. This has
been the main strategic motive of Societel generale
at the time SSB Ltd was being taken over. Improved
macroeconomic environment which demands that
sector specific capital investment should be
increased, can lead to M&As when individual local
banks can not raise enough capital to meet new
required minimum capital.

There is inconsistent statement on the outcome of
M&As in the banking industry. Mueller (1999),
Schenk (2000) and Ulrich et al. (2005) argued that
M&As normally end up in failures irrespective of the
industry. However, Cornett et al. (2006) argued that
M&As can produce successful results if they focus on
revenue enhancing activities and adopt cost saving
measures as replicated in SG-SSB Ltd (Gatsi, 2006).

Performance Measurement of Mergers and
Acquisitions
Mergers and Acquisitions are seen as investment
that must produce returns. M&As are normally
measured using event studies or operating
performance of the new entity. It is normally
difficult to use event studies since the researcher
must monitor and collect stock price performance of
the bank from the date of announcement of the deal
on daily basis until the time of the research (Cornett
et al., 2006). The operating performance approach
is handy and more comfortable because it uses
accounting data of the banks over the period
covered by the study and they are often available in
the annual reports (Saunders and Cornett, 2004). In
using the operating performance related ratios such
as return on equity (ROE), return on assets (ROA) and
equity multipliers are computed for the analysis. The
operating performance approach is hereby favoured
for this paper.

Decomposed Return on Equity Model
In using the operating performance approach to
analyse the performance of Ghanaian banks with
M&As noise, the decomposed return on equity
(ROE) model is used because it incorporates all the 
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relevant measures of operating performance such as
return on asset (ROA), asset utilisation (AU), profit
margin (PM) and equity multiplier (EM). The model
was first published by Alberts (1989) and has since
been utilised by many researchers. Over the past few
years many M&As noise was heard in Ghana about
some banks. Cal Bank Limited and Agricultural
Development Bank were prominent. The study
therefore focused on these two banks with SG-SSB
Limited as a mirror bank in which the performance of
the selected banks were seen. The reason is that SG-
SSB Ltd is the first cross-border example of M&A in
the Ghanaian banking industry ever since the
restructuring of the industry in the late 1980s and
has improved its products and
services with modern payments
systems within the past five years. It
has also maintained consistent
improvement in ROE since 2002
(Ghana Banking Survey, 2006).

ROE =OI/E-IE/E = OI/E *A/A IE/E*D/D

ROE = OI/A*(E+D)/E - IE/D*D/E = Ol/A + (Ol/A-
IE/D)*D/E
We can state the ROE as Ol/A + (OI/A-IE/D)*D/E
while Ol/A is the operating income on assets, the
average interest expense is IE/D (Kd) and D/E is the
debt equity ratio. Again Ol/A is the return on
invested fund (ROIF). This implies we can rewrite the
ROE as ROIF + (ROIF- Kd )*D/E. But (ROIF- Kd ) is the
leverage spread while the product of the leverage
spread and the debt- equity ratio is the return on
financial leverage ( ROFL).

ALBERTS ( DECOMPOSED) ROE
___________MODEL____________

Derivation of the Model
The ROE is the rate of investment
return to shareholders which is
deduced by the ratio of operating
income (Ol) and equity capital (E).
The operating income is made up of
interest income and other income
less non interest and interest
expenses (Saunders and Cornett,
2004). According to Casu et al. (2006)
the ROE is the most important
measure of bank profitability and
growth potential. The ROE is therefore the
difference between the ratio of operating income
and equity and the ratio of interest expense (IE) and
equity. Also the extent of Ol is dependent on the size
and quality of the bank's assets (A) and the interest
expenses are related directly to the total debts (D).
The object of the decomposed ROE is to show that it
relates to return on invested fund and return on
financial leverage. The ROE model is not time bound;
it is the researcher who chooses the time period
within which to measure performance. For this study
the period from 2002 to 2006 is considered. The
relation deduced from the above is presented
below:

ROE = ROIF + ROH.

Dijinzin- Cretft hnemt rate Captal
risk nil: nik nti.

27

Source : Adapted from Lindblom ( 2001)

The model does not only talk about the ROE but also
liquidity risk as well as credit, interest rate and
capital risks. This is relevant because we are
informed about different kinds of risks to help­
stakeholders in making important decisions.

Results
The performance of SG-SSB Ltd from 2003 when it
was acquired by Socitele Generale of France has
improved steadily. On average the three banks have
performed beyond the industry average in terms of"
ROE but the associated risk was higher than the-
industry from 2002 to 2006. Considering ROIF , Cal
Bank performed slightly better than ADB but below

VOLUME 4, JULY- SEPTEMBER 2008• PENTVARS BUSINESS JOURNAL*



RETURN ON EQUITY
SG-SSB Ltd . However, in terms of
risk Cal Bank took the lowest risk
while SG-SSB Ltd was associated
with the highest risk. ADB
recorded the lowest leverage
(equity multiplier which is total
bank asset per equity capital)
and SG-SSB Ltd recorded the
highest. The leverage spread of
Cal Bank was associated with the
highest risk (capital risk) with SG-
SSB Ltd recording the lowest. Cal
Bank hasthe lowest ROFLbutthe
highest risk while SG-SSB Ltd
recorded the highest ROFL but
the lowest risk. Cal Bank
recorded the lowest risk in terms
of leverage spread implying the
lowest interest rate risk while
ADB recorded the highest risk and thus the highest
interest rate risk.

The performance of ADB and Cal Bank from 2002 to
2006 has been impressive using the decomposed
ROE Model. ADB and Cal Bank are more exposed to
risk than SG-SSB Ltd. The sustainable growth rate of
ADB is the most impressive due to continuous high
retention rate to finance increasing investment
opportunities in the agricultural sector.

Dataset and Analysis
The data for the analysis was collected from the
annual reports of the banks and the Ghana Banking
Survey (2006). Such a high standard deviation
implies high risk and low standard deviation
indicates low risk.

■io

In terms of ROE, SG- SSB Ltd performed better than
Cal bank and ADB and was above the industry
average. At the same time the risk measured by the
standard deviation shows that SG-SSB Ltd took the
least risk. Both ADB and Cal bank performed above
the industry average but took higher risk than the
industry average. The ROE of the banks are
presented in the bar chart above:

From the principle of risk and return, it is expected
that higher returns correspond with higher risk but
the standard deviation which is a measure of risk is
lower for SG-SSB Ltd than ADB. This implies some
level of management efficiency and risk
management by SG- SSB Ltd. The shareholder value
creation of the banks is a trade off between banks'
return and their risk taking. As a result, the main
components of the ROE are further analyzed with
respect to risk.

••• Adapted from Ghana Banking Survey (2006)

Table 1

ROE AND STANDARD DEVIATION (%) 2002- 2006
BANK
CAL
SG-SSB

2002
48.09

90.1

2003
45.91
80.95

2004
33.22
85.21

2005
41.91
89.51

2006
53.11
82.53

Average
44.448

85.66

S.d
7.465609
4.084103

ADB 49.7 49.94 58.87 46.75 58.4 52.732 5.535654
** INDUSTRY 32.6 30.8 31.9 26.9 30.55 2.543619
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Table 2.

ROIF AND STANDARD DEVIATION (%) 2002-2006
BANK
CAL
SG-SSB

2002
13.71
17.16

2003
13.08
16.77

2004
12.3
15.8

2005
13.23
14.9

2006
11.6

13.77

Average
12.784
15.68

S.d
0.833685
1.382877

ADB 13.83 10.94 13.98 11.54 12.59 12.576 1.350344

From table 2, SG-SSB Ltd recorded the highest
average ROIF (15.68%) and was associated with the
highest risk as indicated by the standard deviation
(1.38%). Cal Bank took the least risk (0.83%) but
higher returns than ADB. Using ROIF, SG-SSB Ltd
performed better than Cal Bank and ADB. It is,
however, difficult to associate this performance to
the acquisition since the pre-acquisition
performance of SG-SSB Ltd was equally better than
Cal Bank and ADB. From table 2, the highest
standard deviation associated with SG-SSB Ltd
implies its customers were exposed to the highest
liquidity and credit risks. From the table, it implies
the customers of Cal Bank were exposed to the least
liquidity and credit risks overthesame period.

deviation. SG-SSB Ltd seem to be cautious in taking
in more debt as seen in the reduction in its leverage
from 2005 to 2006 which recorded the lowest
standard deviation. On average, SG-SSB Ltd recorded
the highest leverage of 5.83 which is possibly
responsible for the improved ROE. The lowest
standard deviation of SG-SSB Ltd implies, the bank
was associated with the lowest capital risk even
though the average debt to equity ratio was the
highest.

From table 3, SG-SSB Ltd recorded the highest
average ROFL (69.97%) while Cal Bank registered the
lowest (31.66%) from 2002 to 2006. Cal Bank
recorded the highest risk associated with the ROFL

D/E AND STANDARD DEVIATION 2002-2006
BANK 2002 2003 2004 2005 2006 Average S.d
CAL 6.29 6.94 3.97 4.3 6.32 5.564 1.335152
SG-SSB 5.61 5.4 5.62 6.34 6.19 5.832 0.408375
ADB 3.74 5.45 5.53 4.53 4.9 4.83 0.734405

The debt to equity ratio of ADB is the lowest on
average but second in terms of risk. The debt to
equity ratio of Cal Bank kept increasing from 2004 to
2006 with the associated highest standard deviation.
ADB, however, consistently reduced its debt to
equity ratio over the same time period from 5.53 to
4.9 and was ranked second by the standard

And SG-SSB Ltd the lowest. This implies over the
period, Cal Bank was most exposed to leverage risk
and interest rate risk (7.58%) while SG-SSB Ltd was
least exposed to same risks (4.04%).

Table3.

ROFL AND STANDAR D DEVIATION (%) 2002 - 2006
BANK 2002 2003 2004 2005 2006 Average S.d
CAL 34.38 32.82 20.92 28.67 41.51 31.66 7.583769
SG-SSB 72.9 64.18 69.41 74.61 68.76 69.972 4.044017
ADB 35.87 38.99 44.9 35.21 45.81 40.156 4.966526
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Table 4.

LEVERAG E SPREAD AND STANDARD DEVIATION (%) 2002- 2006
BANK
CAL
SG-SSB

2002
5.46

13

2003
4.73

11.88

2004
5.27

12.35

2005
6.67

11.77

2006
6.56

11.11

Average
5.738

12.022

S.d
0.845086

0.70347
ADB 9.6 7.15 9.92 7.78 9.34 8.758 1.218614

The leverage spread reinforces the analysis of the
ROFL because the product of the leverage spread
and the debt to equity ratio is the ROFL. SG-SSB Ltd
recorded the highest leverage spread and the lowest
risk implying that it recorded the lowest interest rate
risk when compared with Cal Bank and ADB.

The high retention rate of ADB and Cal Bank indicate
their forward looking investment to expand their
activities. Thus SG-SSB Ltd has engaged in less
expansion overthe period.

sustainable growth rate may be far above that of
ADB. ADB is compelled to retain more than 80% of
its earnings because it has a cycle of investments
opportunities especially in the agricultural sector to
finance. This argument is reinforced by the mandate
of ADB to focus on the agricultural sector at a time

when other banks invest less of
the funds in agriculture.

Conclusion
The performance of Ghanaian
banks with M&A noise has been
studied by decomposing ROE
into ROIF and ROFL to indicate
the trade off between the
return and risk taking of these
banks. The performance of Cal
Bank and ADB has been
measured with that of SG-SSB
Ltd because this is the only

example of M&A in the banking sector with
operation beyond five years. SG-SSB Ltd is therefore
referred to as the mirror bank.

** DIVIDE ND PAYOU1 % ( 2002- 2005)
BANK
CAL
SG-SSB

2002
50.5
45

2003
16.9
56.7

2004
25.1
60.4

2005
30.8
69.1

ADB 6.1 6.3 13.1 20

BANK
** RETEN1
2002

HON RATE
2003

2002-200
2004

5)
2005

CAL 49.5 83.1 74.9 69.2
SG-SSB
ADB

55
93.9

43.3
93.7

39.6
86.9

30.1
80

SUSTAINABLE GROWTH RATE (% )

[ ROE *RETENTION RATE]

2002-2005)

BANK
CAL

2002
23.80

2003
38.15

2004
24.88

2005
29.00

Average
28.96

SG-SSB 49.56 35.05 33.74 26.94 36.32
ADB 46.67 46.79 51.01 37.4 45.47

In terms of sustainable growth rate ADB performed
better than SG-SSB Ltd and Cal bank. Sustainable
growth rate indicates the level of growth that
existing shareholders can finance. However, if SG-
SSB Ltd retains the same level of net income, its

The performance of SG-SSB
Ltd, Cal Bank and ADB in terms
of ROE is better than the
industry performance from
2002 to 2006. The sustainable
growth rate of ADB is higher
than Cal Bank and SG-SSB Ltd
due to the high retention rate
of ADB consistently in excess
of 80% over the period. Both

Cal Bank and ADB took more liquidity, credit, interest
rate and capital risks than SG-SSB Ltd.

The attractiveness of ADB and Cal Bank to potential
acquirers is mainly due to their impressive and
potential performanceoverthe period.
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Emmanuel A. Yarquah

Abstract

A
ll through the corporate world, women have
been instrumental in the drive for business
success in many ways, yet there are social 

barriers and conceptions about their gender that
tend to influence their place in management.

This paper looks at major causes of gender inequality
in our society the psychological and sociological
factors. It is a reflective study based on the concept
of the Glass Ceiling. It is drawn from a study done in
2007 using organisations in Ghana's Club 100 listing
of 2005.

The strongest common factor named as the cause of
societal discrimination against women is that of
social stereotyping. This influence cannot be
overlooked, especially in light of the fact that societal
stereotyping stems from physiological/natural
characteristics of women.

Introduction
The term 'Glass Ceiling' was coined in the 1970s in
the United States of America to describe the invisible
artificial barriers created by attitudinal and
organizational prejudices barring women from
occupying top executive jobs. According to an ILO
report "Breaking through the Glass Ceiling: Women
in Management" (Wirth, 2001), it is an apt definition
for an ongoing problem. And despite recent progress
the Glass Ceiling in Ghana is still relatively intact.

"All human societies divide themselves into two
social categories called 'female' and 'male'. Each 

category is defined on the basis of varying cultural
assumptions about the attributes, beliefs and
behaviours expected from males and females. The
gender of any individual depends on a complex
combination of genetic, body, physiological and
social elements, none of which are free from
possible ambiguity or anomaly. Traditionally, sexual
differences have been used to justify a male
dominated society in which women have been given
inferior or secondary roles in their working lives."
(Price, 2004, p. 458) It is an undeniable revulsion that
the woman, right from birth has seen herself
counted among the low esteemed in the traditions
of society (there are variations here depending on
the society one is coming from). Opinions are that:

1. The woman as an 'item' is bought and owned by
herhusband (Nash, 1981, p. 107).

2. Her place in life is the management of the home
even that subject to the man.

3. She is an 'element of pleasure' (George Aggudey,
Presidential aspirant of the Conventions People
Party for the 2004 General Elections) an assertion
which was widely condemned by women activists
in Ghana and beyond.

Some Causes of Gender Inequality
A number of studies have shown that society holds
some views about women which eventually lend
support to the glass ceiling, itself a product of gender
inequality. There are three levels of studies here: The
Individual, The Social Psychological Level and The
Sociological Levels.
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The Individual Level
Theories drawn in this level are largely physiological.
Much of the argument in these theories is with the
inequality in the division of labour. As far back as we
have acknowledged, human societies have to some
degree practiced a division of labour so that not
everyone in society performs the same set of tasks.
Views under this level of study include the
conventional anthropological and the bio
sociological views.

The Conventional Anthropological View—This
theory holds that in a small primitive society, the
vital task of having babies could only be assigned to
women. Other tasks assigned to women tended to
be work that was compatible with the focal
responsibilities of pregnancy and child rearing. This
left to the males the tasks requiring absence from
home and freedom from caring for children. There
could be variations from society to society in
precisely how men and women divided the tasks, but
this is a generalisation. Males took over and claimed
such important responsibilities as hunting, defence
and offence. Such physical differences gave males an
initial advantage, an advantage they exploited into a
system of structured inequality (Richmond Abbott,
1992).

As society shifted from subsistence living to industry,
the family gradually ceased to be the site of
economic production. Jobs were increasingly found
outside the home in workshops and factories. The
men ventured out into the work world and women
were tied to the home. This made men better of
economically than women who had by now come to
be all the more economically dependent on men.

The Bio Sociological View —This group made a
simple but significant input into this whole argument
for the source of gender inequality. According to
proponents of this theory, gender stratification in
society is not so much as caused by gender
determination. They contend that biological
contributions shape what is learned and that there
are differences in the ease with which the sexes can
learn certain things. This theory is in consonance
with that of Dr. Gary Smalley and Steve Scott
(Smalley & Scott, 1982; Ritzer, 1986). The issue here 
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is that biology plays a role in gender role
differentiation.

The Social—Psychological Level
Childhood socialisation—Socialisation for sex roles
play a causal role in sex role inequalities in that we
tend to socialise children into stereotypical male and
female characteristics. Boys are taught at a tender
age to possess instrumental personality traits which
involve being industrious, decisive, dominant,
aggressive, competitive, logical, tough, strong and
unsentimental. On the other hand, girls are made to
believe they must be sympathetic, compassionate,
sensitive, aesthetic, followers and more moral.

We must appreciate the fact that most parents have
these stereotypes in mind when they are raising
their children. Boys are given the toy gun and car as
Christmas gifts and the girls tend to have dolls
(telling them that they will grow to raise children).
The consequences of such stereotyping in the future
life of every child cannot be ruled out.

Jack Sattel has argued that boys are generally
socialised to be inexpressive; unable to show such
things as affection, tenderness and emotion. He
further contended that inexpressiveness is a
characteristic that is needed to exercise power and
that is what males learn during the process of
socialisation. (Sattel, 1982)

Sociological Level
The Schools —The educational system also
contributes to sex stratification in society. The
treatment of males and females in children's
textbooks depicts stereotyped sex roles. Even in pre
school books, boys are pictured doing active,
industrious and adventurous things. When girls are
pictured they are shown in more passive,
unproductive and generally inconspicuous postures.
Boys are the 'doers'; girls are passive supporters.
These are the forerunners of the instrumental and
expressive dimensions of traditional roles.

At Work—Institutional sexism at work is typically
portrayed in the gender segregation of occupations.
This means that certain jobs have been traditionally
assigned to women, while others have been 
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reserved by and for men. Heidi Hartmann has
examined the root of the question of occupational
sex segregation. She sees this division of labour as
the combined product of capitalism and patriarchy
(Hartmann, 1975).

Hartmann sees patriarchy or the hierarchical
relation between men and women in which men are
dominant and women subordinate as preceding
capitalism. In Patriarchical systems, men controlled
the labour of women (and children) through a
system of personal control. However, with the
advent of capitalism and its large scale economic
units, such personal control was no longer adequate.
What was needed in capitalism was more indirect
and more impersonal methods of control. Although
the capitalist control is not replacing Patriarchical
control, in the name of maintaining the patriarchal
system, men have acted in a variety of ways to keep
women in a subordinate position.

The Glass Ceiling at the Work Place
A number of factors have been espoused as
specifically contributing to why fewer women are
found in leadership positions in the corporate world.

1. First, the fact remains that the nature of women's
career paths blocks their progress to top positions.
At lower management levels, women are typically
placed in non strategic sectors and in personnel and
administrative positions rather than in professional
and line management jobs leading to the top. This
means most women will be left out of the
opportunity to do stretch assignments which
provide the experiences necessary for successful
promotions.

2. Often, these initial disadvantages are
compounded by women being cut off from
networks, formal and informal, so essential for
career advancement. Exclusions from informal
networks range from women not being invited to
play golf with male colleagues to being left out of key
discussions in the "men's rooms". The latter
happened to Dr. Jacquelyn Kosecoff, an Executive
Vice President of Pacific Care Health Systems
Incorporated (USA) when she was the only female
board member at another publicly held company. In 

the middle of a debate about a proposed acquisition,
some Directors and the investment bankers reached
a tentative agreement about important aspects of
the deal during a bathroom break.

3. For women with family responsibilities, their
upward movement may be hampered as they juggle
time to devote to both career and family. An
important feature of professional and especially
managerial work is the long working hours that seem
to be required to gain recognition and eventual
promotion. A recent ILO report revealed that
removing one's wedding ring before a job interview
has become commonplace among women, along
with hiding details about family plans.

Mrs. Elizabeth Adjei, Director of the Ghana
Immigration Service observed that:

The blunt fact is that women face multiple
social and professional challenges. There are
many social and professional barriers
militating against women's ability to realize
their full potential. There is the pressure to
live up to the expectation of womanhood;
the pressure to marry, procreate and mother
children. But ironically, fulfilling this role,
that is, being a mother or a potential mother
is a major obstacle to women's professional
mobility, because no one wants to have
people who are likely to be absent for long
hours, weeks and months in the name of
procreation.

Further, some professions are simply not
women/feminine friendly, both in terms of
job content and work environment. In the
security services for example, the job
structure and content, working hours,
transfers, etc do not help women to improve
themselves. Being unable to leave your
family to go on transfer or to undertake
physical activities gives the impression that
women are less committed to their
advancement than men. Yet appraisals
about performance and promotion are
dependent on how much time you can avail
to the job. And in this case, women, by virtue
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of their natural roles will always be
disadvantaged because the systems are
unsympathetic to family considerations.
(Adjei, 2006).

In 2007, a survey was conducted (by the author)
involving women managers and non managers as
well as men managers (to provide a balanced view)
from the Ghana Club 100 listing of 2005. A summary
of the survey revealed that:

100% of women managers and non
managers said it did exist;
76.9% of men managers admitted that the
Glass Ceiling existed.

Again, while majority of respondents affirmed that
there were barriers to women's advancement in the
business world, just a little over 55% admitted that it
was due to natural factors such as family life, career
tendencies and the biological disposition of women
that makes them very much at the centre of human
reproduction. The remaining percentage attributed
the glass ceiling effect to artificial causes such as
unfair workplace tendencies and societal prejudices
against women.

Call to Action
1. The level of stratification based on gender in our
school literature could be adjusted to ensure that
children do not grow up with the notion already
inculcated in them that men lead in society and
women are meant for raising families. School
textbooks, especially those at the lower levels of
Basic Education should be made to include
pictures/drawing of women taking active leadership
roles in society or doing the 'blue collar' jobs like
mining. These mental frames when built up in the
young girl child will certainly not make her behave as
if certain jobs are the preserve of men or that
leadership is reserved for men. That will also help
boys to raise their regard levels for girls and avoid
viewing girls as 'subordinates'.

Management. The problem here will be: how many
organisations have women in Top Management
Positions? The answer then will be to make
conscious attempts at promoting qualified and
capable women to fill vacancies in Top Management
positions. This will give other women managers Role
Models to look up to.

Childbearing, as a natural part of women, should be
treated as a National Asset. This is in the sense that it
is a means of providing the human resource base for
National Development. Countries such as Singapore
and Sweden place value on child birth and child
development. It is the developed human resources
that can channel material resources into real
development.

3. Corporate Institutions are also admonished to
provide women in management positions with
stretch assignments. This will provide opportunities
for them to explore and improve upon their
managerial and leadership skills. ICT should be used
to help reduce loss of man hours during Maternity
leave. Telecommuting with the aid of the
intra/internet will enable a woman on leave to
perform some duties that may not necessarily be
stressful.
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Abstract
Corporate finance practice is a function that deals
with the financing needs of a company. In this paper,
a critical survey was conducted to identify the key
literature in order to isolate the leading theoretical
and empirical issues surrounding company financing
and capital structure that are particularly relevant
for developing economies. The paper aims to take
stock of existing knowledge in the area and identify
the main strands of theoretical and empirical
literature, considering the policy implications of
existing knowledge, and spelling out the current
policy problems which should be addressed by
future research. The suggested areas resulted purely
from a PhD research conducted in the area of
construction finance in Ghana. The methodology
adopted for the main PhD work involved multiple
research approach. The empirical investigation was
conducted using structured interviews and survey
questionnaire. The interviews were conducted prior
to the survey to solicit in-depth information about
the financing practices and constraints of these large
contractors. The interviews led to the identification
of key issues which were not mentioned in literature.
These concerns were later investigated and tested
using survey questionnaires. Conforming to the
orthodoxy of purposive and cluster sampling
techniques, the dataset was obtained from 49 large
construction firms operating in Ghana. The
consideration of overlapping aspects of the study
largely motivated the use of factor analysis to
analyse the data which made it possible to make
scientific deductions, descriptions and built
explanations from the results. The development of 
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regression models using explanatory variables such
as financial condition of the firm, macro-economic
indicators, bankruptcy cost, financial risk,
transaction cost and financial policy to establish the
relationship between the corresponding dependent
variables (thus, equity finance and debt finance)
together with the management and sustainability of
suitable financing programme for construction firms
in Ghana recommended policy problems further
research.

Keywords: Capital Structure, Corporate Finance,
Financial Practices, Further Research

1.0 Introduction
Corporate finance practice is a function that deals
with the financing needs of a company (Graham and
Harvey, 2001). According to Heaton (2002),
corporate finance is the realm of tactics used to
increase cash flow as well as make practical
investment decisions in such a manner that the
company starts registering growth in all spheres.
Lamont (1997) stated that project cash flows could
not be sole contributors of cash, which is required to
realize essential financing needs of the company.
This would mean that the financial structure of a
company arises from the ways in which it finances
new investment. There are three main funding
choices which are then reflected in a firm's capital
structure: employ retained earnings, borrow using
debt instruments or issue new shares (Owusu, et al
2008). These components of capital structure also
reflect firm ownership in the sense that retentions
and equity correspond to shareholder interests 
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while borrowing gives rise to claims by debt holders
(La-Porta, et al 1999). Capital structure also affects
corporate behaviour (Hutton and Kenc, 1998).

Thus financial structure is concerned with the
closely-linked relationships among financing policy,
capital structure and firm ownership. The
development of these relationships is a key factor in
explaining how economic agents acquire and utilize
assets through firms and capital markets, and
creates returns, whether in the form of direct
remuneration, capital gains, debt interest or
dividends. Fawthrop (1969) reported that the
decision to use one method of financing a particular
project would usually interrupt the decisions as to
the financing of other projects, which the firm may
wish to implement sometime in the future. Although
these financial decisions may vary depending upon
the nature of the company, all of them are concerned
with enhancing the corporate value of the company
by ensuring that the return on capital always exceeds
the cost of the capital, without taking excessive
financial risks (Levy and Marshall, 1990). Corporate
finance decisions could be segregated into two
categories viz. long-term decisions, also called
capital investment decisions, and short-term
decisions, commonly known as working capital
management (Levy and Marshall, 1990).

While the former is concerned with decisions on
fixed assets and capital structure, the latter includes
decisions that manage short-term assets and short­
term liabilities in such manner that the company has
sufficient cash flow to fulfil the maturing short-term
debt as well as forthcoming operational expenses
(Larrain and Matias, 2005). Long-term corporate
finance decisions comprise of an investment
decision, a financing decision and a dividend
decision (Myers and Majluf, 1984). The investment
decision relates to the selection of assets in which
the company will invest funds. Thus, the investment
decision is broadly concerned with the asset mix or
the composition of assets in which the company
must make the investment (Levy and Marshall,
1990). The second component of capital investment
decisions is the financial decision, which relates to
the choice of the proportion of debt and equity
capital sources to finance the investment
requirements (Graham and Harvey, 2001).

Dependent upon the financial decision is the
dividend decision where the corporate finance
decision-makers decide whether to distribute the
company's profit as dividends to shareholder or to
retain for investment in the company itself (Baker
and Wurgler, 2002). This decision depends upon the
dividend payout ratio, preferences of the
shareholders and the investment opportunities
available, and the dividend policy of the company
(Koutsoyiannis, 1982; Mwenda, 1993).

Obviously, there is no doubt about the numerous
volume of research on company financial structure
and financing practices in developed countries, but
virtually no work has been done on developing
countries (LDCs), apart from a limited amount of
empirical research pioneered particularly by Singh:
for example, Hamid and Singh (1992), Singh (1995)
and Brada and Singh (1999). It is scarcely an
exaggeration to state that, until recently, corporate
finance did not exist as an area of research for LDCs.
Some of the reasons for this are clear. Many LDCs
initially chose a state-sponsored route to
development, with an insignificant role assigned to
the private corporate sector. In the poorer countries,
irrespective of development strategy, there is only
an embryonic corporate sector and most corporate
financing needs have been met by regional and
international development banks. However, in
almost all these countries, development banks have
experienced serious difficulties (Murinde, 1996;
Murinde and Kariisa-Kasa, 1997). Thus there is a
conspicuous gap in the empirical research on
corporate finance in LDCs; this gap requires urgent
attention, given that the research is likely to have
profound policy implications for promoting poverty­
reducing economic growth. It is against this
backdrop that this paper is initiated to identify the
possible researchable areas for the consideration of
future studies.

In this paper, a critical survey was conducted to
identify the key literature in order to isolate the
leading theoretical and empirical issues surrounding
company financing, capital structure and ownership
that are particularly relevant for developing
economies. The paper aims to take stock of existing
knowledge in the area and identify the main strands
of the theoretical and empirical literature,

• PENTVARS BUSINESS JOURNAL*VOLUME 4 , JULY- SEPTEMBER 2008



considering the policy implications of existing
knowledge, and spelling out the current policy
problems which should be addressed by future
research. The literature as a whole is fragmented,
and there are numerous ways in which a review
could be organized. As the subject area is vast, the
survey is highly selective. Well-known theories are
not discussed at length; only the main arguments
within the literature are summarized.

The paper does not cover the numerous topics, such
as dividend policy, which indirectly relate to capital
structure but which are the subject of a substantial
literature in their own right. In the empirical part of
the survey, the paper again concentrates on
research involving the direct description and
analysis of possible areas that need urgent
attention. The paper mainly reports on suggested
future study areas which evolved from a PhD
research conducted by the author himself. The
paper is carefully structured as follows; first, it
begins by drawing lessons from current finance
studies relevant to developing countries. These
lessons made it possible to identify the main strands
of research directions in finance studies and where
deliberation is needed. The paper continues by
discussing the abstract of the main PhD research.
This was intended to provide a summary of the main
research that made it possible to derive the policy
problems presented in this paper. The abstract is
concise and informative and focuses primarily on
findings of the research and the methodology that
drove the research process. The final section deals
with the policy problems with invitation directed to
experts and researchers to join hands in producing
knowledge to fill the empirical research gap in the
field of construction finance in Ghana.

2.0 RecentTrends in Corporate Finance Research
The recent corporate finance literature reflects two
major evolutionary trends, and two rather
significant departures from prior work. One major
trend is the integration of industrial organization
theories into finance. This linkage is obvious when
one is discussing the merits and demerits of internal
and external capital for the firm. The second major
trend is the continued refinement of ideas related to
the impact of taxation on corporate decision
making. One of the sharp departures from prior 

paradigms is the literature's increased focus on law
and finance, especially on corporate governance
issues.

The second sharp departure is evidenced by many
authors' willingness to adopt behavioural
approaches, including a willingness to assume that
informational inefficiencies are an important
determinant of managerial choices. In addition to
changes in its underlying theoretical paradigms, the
corporate finance literature has also experienced
several notable methodological changes with
particular emphasis on capital structure of the firm.
Finance and capital structure research has gone
through three phases in a half-century since
Modigliani and Miller's (1958) pioneering work
introduced arbitrage proofs into finance and
remains one of the most important focuses of
corporate finance research. Modigliani and Miller
(1958) assume market efficiency and treat operating
decisions as exogenous when analyzing corporate
finance decisions. The first phase of research
focused on relaxing assumptions regarding the
"perfect market" assumptions about taxes, inflation
and interest rate. Theoretical developments in the
1980s were affected by the increasing use of game
theory in corporate finance. In this golden age of
asymmetric information models in finance, the
assumptions of exogenous operating decisions and
semi-strong form market efficiency continued to
prevail. The second phase of capital structure
research began with the publication of Jensen and
Meckling (1976) and Myers (1977).

The takeover battles of the 1980s, and Jensen's
(1986) free cash flow analysis suggesting that
financial policy's effect on managerial incentives
was the primary motivation for leveraged buyouts
and debt-financed takeovers changed the paradigm.
The dependence of operating decisions on financial
policy is explicit in literature on contracting and on
product market-financial structure interactions. But
almost all of the analysis maintains the assumption
of semi-strong form market efficiency. The third
phase of capital structure research dropped the
assumption of market efficiency.

Following the publication on the long-run
performance of initial public offerings (Ritter 1991), 
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many studies have examined corporate financial
decisions where existing shareholders can create
value for themselves not only by having the firm
undertake positive projects, but also by timing
external financing decisions to take advantage of
time-varying relative costs of debt and equity
caused by market asymmetry. Graham and Harvey
(2001), survey practitioners about their views on
capital structure, securities issuance, payout policy,
and other central questions of corporate finance. In
general, the practitioners' opinions reflect tax and
other traditional literature views of the forces
shaping these financial decisions.

But the respondents also report strong support for
market timing based upon temporary mis­
valuations, a consideration dismissed in most
literature. Heaton (2002) developed several
predictions based on the assumption that managers
are over-optimistic about their abilities and their
firm’s prospects. Heaton predicted that managers
are loath to issue external equity because they think
that their firm is undervalued, and that they are
inclined to acquire other firms because they think
that their superior managerial abilities will create
value. Bakerand Wurgler (2002) demonstrate that a
firm's debt ratio today is heavily dependent on its
market-to-book ratios in the distant past. They
interpret this finding as consistent with firm's
successfully timing the market to take advantage of
overvalued external equity. Baker and Wurgler
(2002) and Welch (2004) both argue that, as with the
pecking order theory of capital structure, inertia is of
first-order importance in explaining observed
capital structures. While an active literature in
recent years deals with the determinants of capital
structure, relatively little work considers what
managers should consider in setting capital
structure.

This paucity of analysis is apparent in literature,
which contain few prescriptions on how to
determine the optimal debt ratio for a firm with
specific characteristics. One of the few papers that
tackle the difficult issue of what managers should do
is Stein (1996). Stein identifies the managerial
decision rules and argues that what a manager
should do depends upon 1) whether the firm is 

financially constrained or not, and 2) whether
managers have a short-term or long-term objective
function. Although some of the most exciting recent
work on capital structure and securities issuance has
dropped the assumption of market efficiency,
traditional approaches remain relevant. While the
traditional static model of capital structure that
trades off the tax advantage of debt financing and
the costs of financial distress has been in literature
for some time, most studies have little to say about
the empirical estimates of these two factors. Opler,
et al (1999) investigates the determinants and
implications of corporate cash holdings. They
interpret their findings as consistent with excessive
caution on the part of corporate managers, with only
slight tendencies to boost payouts.

3.0 Precis of The Empirical Findings from the Main
Research
The study of financing practices of construction firms
is largely considered an important subject in relation
to the growing number of projects that demand
considerable financial input and equipment
investment. It is clear that firms'financing issues play
a significant role in their day-to-day business
operations. However, it is hard to find any empirical
research which investigates and analyses the
financing practices of construction firms in Ghana. In
addition, knowledge on how best to engage
stakeholders towards suitable financing options for
construction firms is lacking. This study thus,
advanced knowledge on strategic decision choices in
relation to large construction firms' financing
practices in Ghana and examined the factors that
influence the financing strategy adopted by these
large Ghanaian construction firms. A review of
literature on corporate finance practices in terms of
capital structure and financing decisions revealed
some gaps in knowledge, which guided the setting of
the objectives and the key research questions in this
study.

The philosophical position of the research
influenced the methodology adopted for this study.
While taking an idealist view in ontological
assumptions, it holds social constructionist stance in
epistemological traditions with value laden
axiological undertakings. Adopting multiple research 
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approach, the empirical investigation was
conducted using structured interviews and survey
questionnaire. The interviews were conducted prior
to the survey to solicit in-depth information about
the financing practices of these large contractors.
The interviews led to the identification of key issues
which were not mentioned in literature. These
concerns were later investigated and tested using
survey questionnaires. Conforming to the orthodoxy
of purposive and cluster sampling techniques, the
dataset was obtained from 49 large construction
firms operating in Ghana. The consideration of
overlapping aspects of the study largely motivated
the use of factor analysis to analyse the data which
made it possible to make scientific deductions,
descriptions and built explanations from the results.
By the performance of this research, four major
findings have emerged with regard to the problems
inherent in contractors' equipment finance
practices, which were manifested in legal policy gap,
information gap, repayment gap and credit gap. The
study established that finance gap exists between
construction firms and financial institutions in
Ghana, mainly because of the imbalance between
the demand and supply side of finance. With regard
to the causes of the finance gap; lending policy gap,
management gap, financial strength gap and
information gap were observed by the study as the
main origins. The study provides fresh contribution
to knowledge and fills the empirical research gap by
deriving six new brands of uncorrelated variables
that better explain firms' financing practices and
decisions. These variables were manifested in the
financial condition of the firm, macro-economic
indicators, bankruptcy cost, financial risk,
transaction cost and financial policy of the firm.
Several policy measures have emerged by the
performance of this research and explained in terms
of establishing specialized construction bank,
constitution of adequate fiscal legal framework,
formation of reliable information bureau system,
establishment of credit guarantee scheme,
development of strategy for financial capability and
introduction of diminishing partnership formula.

4.0 Recommended Policy Problems for Future
Research
This research is a pioneer study that endeavoured to
investigate the financing practices of construction 
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firms in Ghana and has opened up several directions
for future studies. The following research areas and
themes are therefore suggested for future studies to
enrich the empirical research in Ghana and other
developing countries. Invitation is therefore thrown
to the entire research community in this field to join
hands in embarking on this endeavour.

4.1 Development of Regression Models
Five new brands of independent (explanatory)
variables that explain the choice between equity
and debt finance (dependent variables) of
construction firms in Ghana were established by the
study as earlier stated. Regression models could be
developed using these variables to examine and
establish the relationship between the explanatory
variables (financial strength, financial policy,
financial risk, bankruptcy cost and transaction cost)
and dependent variables (equity finance and debt
finance). This would be a valuable contribution to
the body of knowledge. Again, regression models
could be developed using the macro-economic
indicators (i.e. interest rate, taxation and inflation),
which have been used to explain firms' financing
behaviour in developed countries. Such a study
would validate and establish the relationship
between theoretical models and empirical findings
in the context of developing countries.

4.2 Management, Sustainability and Success
Factors of Construction Bank
Establishing a specialized construction bank was
highly recommended by the PhD research as a policy
direction. It should be recognized that this would
require investment in time, expertise, systems and
methodologies, and organizational structures.
Research would have to be undertaken to identify
institutions and organizations that would want to
participate, and the role they could play. Critical to
the success of the proposed bank would be
effectiveness of the board in guiding senior
management and analyzing its plans and reports.
There are no easy answers to effective governance.
An essential ingredient, however, would be to clearly
outline the functions of the board to enable
selection of members. Considering the diversity of
the construction process, and the need for several
interrelated factors to be addressed, it would be
necessary for the board to comprise diversity of
expertise. It must be recognized that, past 
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experiences should give as a clue on future
possibilities and should give us a sense of vision that
will direct us onto strategic actions to achieve
corporate success tomorrow. By this, it is reasonable
to suggest a research to probe into what led to the
eventual liquidation of the defunct Bank for Housing
and Construction. Thefindingsof such a study would
give insight into areas such as profitability,
productivity, project evaluation and monitoring
techniques, management and stakeholders,
marketing, recruitment of manpower, among other
variables.

4.3 Review and Modification of Financial
Regulationsand Policies in Ghana
Another important issue emerging from the study is
the role of legislative policies as a major constraint to
the development of accessible financial market for
construction firms. It would be a valuable type of
insight if the influence of these policies on the
financing behaviour of construction firms could be
studied. In particular, a research effort to explore
and examine the impact of the various clauses,
articles and sections of the existing financial
regulations on the financing behaviour and choices
of construction firms would be commendable. This
would help unearth the hard rules and conclusively
suggest possible amendments to the identified
problem rules.

4.4 Investigate the Impact of Financial Ratios on
Financing Behaviour of Firms
Little is known about the impact of financial ratios
upon the financing behaviour and financial choices
of firms. This study has been among the pioneering
studies to introduce the topic of financial variables
into empirical studies. There are hardly any
empirical studies covering these topics. It is
therefore recommendable to conduct a further
research to examine whether any significant
differences exist between financial variables such as
liquidity, profitability, gearing and asset base of the
firm with regard to their financing practices.

4.5 Define Framework for Achieving Financial
Capability
This study has established that financial capability of
managers is essential in achieving corporate
financial success. However, there are no indications
of how managerial financial capability could be 

achieved. Though this study has attempted to
provide possible directions and policy implications
for achieving financial capability, this would merit
further empirical probe to define a framework for
achieving financial capability for managements. The
results of such a study would be a valuable
contribution to the body of knowledge.

4.6 Criteria for Setting Financial Policies
Firms' financial policies might be a grey researchable
area. So far there are no empirical evidences about
the determinants of financial policies of
construction firms in Ghana. However, literature
suggests that firms in developed countries set their
financial policies under the following thematic
topics, thus, operating management policies, capital
management policies, debt management policies,
reserve policies, and financial reporting policies. A
study tailored to investigate the criteria for setting
financial policies for construction firms in
developing countries, particularly with Ghana would
significantly contribute to the empirical debate. The
findings of such a study would provide deep insights
into how firms could develop strategic actions to
achieve corporate financial targets.

4.7 Assessment of Financial Conditions of Firms
The study has endeavoured efforts to establish that
financial conditions of firms have influence on firms'
decision to use equity or debt to finance their
investment activities. However, the study failed to
establish the real financial conditions of
construction firms in Ghana and the factors that
determine financial conditions. This lack does not
give any clue on whether the current financial
position of construction firms would be able to
accommodate financing their investment activities
by debt. A clue about their past and current financial
position would also provide evidence to lenders
about their ability to service their debt if external
finance is granted to them. A further study
channelled to identify specific factors that affect
firms' financial conditions and analysis of these
factors to test performance of the firms against the
identified indicators would provide informative
tools for monitoring the financial conditions of the
firms thereby, allowing managements to be alert
and derive better understanding into the forces that
affect the cash and budgetary solvency of the firms 
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and the obstacles associated with measuring the
firms' financial condition. This would be a
meaningful contribution to the finance literature
pertaining construction finance.

4.8 Determinants of Lending Strategy
The study has given keen attention to one side of the
equation, that is, the demand side of finance
without looking at the supply side of finance. This
was intentional because the time allotted for the
study could not practically allow the consideration of
both the demand side (i.e. construction firms) and
the supply side (i.e. financial institutions)
simultaneously. However, the literature review
exhaustively considered both sides of the equation.
To better contribute to the understanding of
empirical debate on the topic and construction
finance literature and how financial institutions
respond to construction firms regarding provision of
external finance to construction firms, an empirical
study engineered to investigate the determinants of
lending strategy would be a meaningful contribution
to knowledge. Such a study would provide the
necessary information about lending criteria of
financial institutions, which positioned the potential
borrower to meet set financing requirements.

5.0 Conclusions
This paper confirms the recognition that no research
work, comparative or otherwise, is really complete
or will provide answers to all questions. This stems
from the fact that research is a continuous process,
and a logical and scholarly answer to a research
question is a stimulus to other research problems.
Throughout the course of this research, a number of
areas were identified and therefore opens many
opportunities for further investigations, which could
provide fruitful results if investigated further. The
areas suggested are relevant and hoped to directly
contribute to knowledge.
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Databank V!
Africa Stock Markets
2008 Half Year Review & Outloo

Group Research July 2008

Africa: An Oasis For
Investors

A
gainst the backdrop of economic
challenges such as the ever
increasing crude oil price on the

global market, rising food prices on the global
markets and attendant inflation, African
stock markets posted remarkable growth
during half year 2008.

Africa progressively offers an
imperative prospect for many
investors in global investment
allotment. This is attributable to
their strong performance and
potential especially in view of
steady and fast economic growth
throughoutthe continent.

Deepening economic
restructuring in recent years has
ensured robust GDP growth in
countries such as Zambia, Ghana,
Uganda, Nigeria, South Africa and
Kenya. In spite of volatile peace
situations in sections of the
African continent, Africa

entrenched its stock market
growth as countries across
the region posted
remarkable half year 2008
performance.

Out of the top ten
performing stock markets in the world, four
are African Stock Markets
(Zambia at no 3, BRVM at no 5, Ghana at no 6
and Tunisia at no 8). These four averaged a
HY return of 28 per cent.

Excluding South Africa, Namibia and
Botswana which posted abysmal
performance, the other countries averaged
a return of 15 per cent. Average return for
the entire continent was 10%, comparing

Performance of Regional Stock Markets (IIY2008)

Africa [ex SA| | | »

Lal in America | | 1 ’**•

Source: Africanfinancialniarkets. coin
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much favorably with the -11.75 per cent for the
world. Average PE for 11 out of the 15 markets at the
end of HY 2008 was 18.95x.

African stocks are forecasted to continue their rally
and stay ahead of the rest of the world. This will be
on account of fundamental economic growth and
high patronage of African markets by European,
Asian and American investors who wish to
circumvent their low yield markets and enjoy high
growth presented by the African markets.

Nigeria, South Africa and Kenya will albeit proceed at
a subdued pace since most stocks on these markets
are trading at rich price earnings multiples and
market correction is anticipated in the short term.

Africa investors should diversify their portfolios
across the continent with fewer holdings in the
southern markets. Financial stocks in the southern
parts of Africa are not expected to yield exciting
returns due to their high exposure to mature
markets.

OUNTRIES C
Stock Market Change(%)

P/E (X) Mkt Cap
(US$BN) INFLATION

Name Index Level YTD (LC) YTD (USD)

Zambia All Share 4169.03 17.99% 40.78% 22.85 9.81 109

BRVM BRVM Comp 236.80 18.73% 26.19% 13.70 10.34 na

Ghana DSI 11315.40 33.70% 25.67% 21.16 16.61 16.88

Tunisia TUNINDEX 3057.79 16.97% 22.74% na na 5.3

Morocco MASI 14191.07 11.78% 18 33% 28.96 89.68 3,7__________

Malawi Domestic 4409.31 15.32% 17.28% 11.19 1.47 8.1

Uganda ALSI 1095.87 10.57% 15.54% 18.10 4.10 12.4

Tanzania DSEI 1105.18 8.09% 3.62% na 2.89 9 1

Mauritius SEMDEX 1842 14 -0.54% 3.10% 12.10 6.18 8.8

Kenya NSE20 5185 56 -4.76% -1.47% 22.36 19.02 31.5

Egypt CASE 30 9827.28 -6.85% -4.82% 15.28 149.64 19.7

Nigeria All Share 55949.00 -3.52% -4.84% 33.37 91.22 9.7

South Africa JSE All Share 30413.43 5.03% -9.61% na na 11.7

Namibia Overall 956.37 2.90% -11.51% 9.41 147.73 9.7

Botswana DCI 7184.07 -14.75% -20.11% na 4.20 12.1
-------- -- -----------------
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Africa Sector Index Movements

Source: ABRI

Index Index Gains Turnover
HY’08 HY’07 HY’08 (US$’m) HY’07 (US$’m)

ABR Africa All Share (ex S-Africa) Index 10.96% 19.44% 28,810.14 13,716.47

ABR Africa Financial Services (Excluding Banks) Index 3.63% 20.16% 332.53 225.94

ABR Africa Financials Index 4 49% 54.13% 16,710.58 14,332.91

ABR Africa Insurance Index 20.14% 61.91% 1,387.47 352.57

ABR Africa Banks Index 6.69% 58.16% 10,290.15 10,018.26

ABR Africa Chemicals Index 41.09% 14.84% 1,504.57 579.20

ABR Africa Construction and Matenals Index 27 36% 23.16% 5,960.85 3,537.74

ABR Africa Consumer Goods Food and Beverages Index 6.48% 19.41% 1,741.91 1,131.50

ABR Africa Consumer Goods Index 10.07% 17.38% 8,055.91 5,263.94

ABR Africa Consumer Goods Non Food Index 47.66% -13.91% 3,674.52 1,508.83

ABR Afnca Diversified Conglomerates Index 12.55% 16.68% 599.16 644.94

ABR Africa Entertainment and Leisure Index 0.65% 29.73% 1,455.14 2,275.14

ABR Africa Automobiles and transport Equipment Index 3.96% 3.83% 254.73 41.82

ABR Afnca Agnculture and Raw Matenals Index 41.94% 22.81% 832.03 105.90
ABR Africa Industrials Index 25.20% 21.08% 9,329.91 5,113.27

ABR Africa Large Company Index 8.57% 21.13% 19,054.05 15,033.37

ABR Africa Manufacturing Index 18.88% 15.18% 985.24 211.39
ABR Africa Media Index 14.81% -13.63% 24.08 12.78

ABR Africa Medium Company Index 12 41% 39.32% 8,835.27 9,780.09

ABR Afnca Mining and Metals Index -0.50% 25.61% 388.15 126.66
ABR Afnca Natural Resources Index 27.41% -0.10% 1,486.98 1,267.63

ABR Africa Oil and Gas Index 30.95% -4.45% 1,098.83 1,140.97

ABR Africa Pharmaceuticals and Health Index 5.52% 11.81% 97.57 200.75
ABR Africa Property and Real Estate Index -9 79% 35.12% 4,700.43 3,736.14

ABR Africa Retail and General Trading Index -13.49% 50.28% 59.99 47.23

ABR Africa Services Index -2.75% 20.11% 103.15 97.03
ABR Africa Small Company Index 23.31% 33 05% 11,768.49 4,196.50
ABR Africa Telecommunications Index 10.98% 3.27% 3,031.17 2,570.12

ABR Africa Transportation Index 1.05% 24.82% 229.40 149.58
ABR Africa Utilities Index -7.03% 17.39% 710.72 214.60

Africa Regional Index Movements

Source: ABRI

Index Index Gains Turnover
Q1’08 Q1’07 Q1'08 (US$'m) Q1’07 (US$'m)

ABR Eastern Africa Index

ABR Northern Africa Index

ABR Southern Africa Index

ABR Sub-Saharan Africa Index

ABR Western Africa Index

6.47%

12.99%

-2.53%

7.97%

9.47%

4.31%

14.46%

52.40%

53.58%

76.98%

580.66

29,434.82

92.79

10,223.00

9,549.54

801.84

22.197.50

78.41

6,812.46

5,932.21
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Ghana
Political Outlook

P
residential and Parliamentary elections are
due in December 2008 and the two major
political parties; the ruling NPP and

opposition NDC are going all out in what most people
believe is an opportunity for Ghanaians to decide
between these two parties who have both had two
terms in office since 1992. The elections are
expected to be peaceful this year except for
concerns in the already volatile Northern Region.
The decade old conflict in the volatile north
continues to be a sticky point for an otherwise
peaceful country established as a beacon of peace
and democracy in Africa.

Economic Outlook
With the reversal of the disinflation process since the
last quarter of 2007, the economy is likely to further
suffer from price level shocks during the third
quarter. Persistent strong domestic demand
emanating from increased fiscal and banking sector
credit expansion has led to a further depreciation of
the cedi amidst capital inflows and continuing debt
relief effects. The Composite Index of Economic
Activity [ClEA] posted a year-to-date return of 28.5%
(y/y) during the first quarter of 2008; and we expect
it to further improve in the second half of the year.
Consumer and business expectations, however,
were on the downside by half year due to price
shocks. Interest rates are likely to continue going up
due to the deteriorating inflation outlook, but we do
not expect domestic credit expansion to slow down
in the next quarter. The Ghanaian economy remains
relatively resilient and is underpinned by increased
consumer demand which is facilitated by fiscal
expansion and improved banking sector credit
lending. Inflation is likely to remain high. The further
deepening of market reforms in the absence of
structural changes has worsened our current
account exposure. And in the wake of the ongoing
global energy and food price hikes we expect the
country's inflation to close the second quarter at
18.46%.

Stock Market Review & Outlook
Once the best performing market in the world, the
Ghanaian bourse continues to be upbeat among the
African markets with steady returns. The GSE
advanced steadily throughout the first half of 2008. At
the close of the HY 2008, the DSI in cedi terms stood at
11,315.40 points reflecting a year to date gain of 34
per cent. The return on the Ghanaian market in dollar
terms closed the half year at 26 per cent, placing
Ghana at number three on the African continent.
Capitalization for the GSE moved up from $13 billion
in June 2007 to $16.6 billion at the close of June 2008.
Activity on the GSE during the half year was
stimulated by both primary and secondary market
activity. On the primary market, rights issues by ETI,
HFC and PKL contributed to robust activity on the
GSE. Growth posted for FY '07 and QI '08 financial
performance by most listed companies also helped to
sustain the velocity of market activity. The volume of
shares exchanged was 176.2 million down 26% from
239.4 million over the same period in 2007. ETI (28%),
AYRTN (20%), SIC (12%), CAL (10%) and HFC (8%)
were the most liquid stocks.

Aggregate market turnover was GHC176.2 million, up
37% from GHC128.8 million recorded for the same
period in 2007. ETI (68%), EBG (7%), HFC (3%) and SIC
(3%) recorded the highest turnovers. In the second
half of 2008, we expect the GSE to continue its
northward trek. Initial Public Offerings are also
anticipated for Unique Trust Financial Services
Limited, TV 3 and Aviance. Companies listed on the
Exchange have strong fundamentals and are
expected to continue to post robust growth in the
remaining half of the year. The Ghanaian economy is
steadfast on a firmly positive growth trajectory with
real sector growth as measured by the composite
index at 29 per cent. This growth is expected to be
reflected by listed companies and drive stock market
activity. Banking and insurance stocks are tipped to
register the highest gains during the second half year
because of the crucial role they play in the evolving
Ghanaian economy.
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DSI Trend

TOP 5 ADVANCERS
Company (Ticker) Year Open IIY Close YTD (% FCFA) YTD (% USD)

BOPP 0.49 1.20 145 130

SIC 0.30 0.63 110 97

EBG 2.00 3.95 95 85

ETI 0.26 0.47 83 72

EIC 1.30 2.34 80 69

WORST FIVE LAGGARDS
Company (Ticker) Year Open HY Close YTD (% FCFA) YTD (% USD)
ALW 0.71 0.62 -13 -18

PKL 0.08 0.07 -13 -18

GWEB 0.06 0.05 -9 -15

SPL 0.06 0.05 -9 -15

TRANSOL 0.12 0.11 -8 -14

Market Structure
GSE Market Structure 0.2%

0.1%
0.3%

Bankng
■ Food

■ Brewery
Manufacturing
Agro-Rocessing

0.5% 1 7%
______________0.4%
o Consumer Goods
o Mining
o Riarmaceuticais

□ Dstribution & Trading
o hsurance
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Botswana

Political Outlook

B
otswana is one of Africa's most stable
countries. The highlight of the half year is the
country's condemnation of Mugabe's rule in

Zimbabwe. President Ian Khama's government first
refused Mugabe's claims that Zimbabweans
entering Botswana were doing it for political reasons
and rather granted them the status of economic
refugees and welcomed them. They also broke lines
with other Southern African countries by refusing to
export bulk fuel to Zimbabwe. Internally, President
Khama has established a hold on power and is
expected to win the next elections comfortably.

Economic Outlook
The economy benefited from the upsurge in the
prices of its major exports during the first quarter.
On annual basis, the local currency depreciated
sharply against all its major trading currencies,
except the South African rand. Specifically, the pula
was down against the yen and the pound by 16.3%
(y/y) and 2.3% respectively by April; and we expect
this trend to continue into the second half of the
year.

The downturn in inflation prior to October 2007 was
anchored on fiscal discipline and low commercial
credit growth; but with deteriorating global food
and crude oil prices, inflation closed May at 12.1%
compared to 11.1% for April. Increases in private
sector credit and a faster growth in public
expenditure led to domestic demand pressures.
These pressures facilitated a higher import bill which
led to a sharper depreciation of
the pula. Inherently, effects of
the global energy price hikes
were more felt on overall
inflation than the global food
price hikes; as food inflation for
March was down from 18.5% to
18.0%, while inflation for
housing, water, electricity, gas
and other fuel worsened from

3.2% to 5.1% during the same period. We expect
inflationary spill over effects from neighboring
South Africa and the worsening crude oil prices to
worsen the economy's inflation outlook within the
short term. Monetary policy is not targeting inflation
within the short term, but is instead focusing on
inducing real output growth; as a result we expect
the underlying credit growth to facilitate further
economic expansion inthesecond half oftheyear.

Stock Market Review & Outlook
The market correction that began in the last two
quarters of 2007 has obviously pushed through to
the half year of 2008. Profit taking has been
prominent as the Domestic Companies Index (DCI)
has fallen sharply losing 14.75% or 20.11%USD.
Rising interest rate concerns as well as exchange rate
worries have impacted negatively on the market as a
whole. Although business expectations on the
economy remains positive, rising costs of crude oil,
input costs generated by high demand due to the
regional expansion drive in the run-up to the South
Africa 2010 World Cup and unexpected power cuts
will continue to impact negatively on listed
companies.

The outlook for inflation, interest & exchange rates
remains gloomy. The rising rates have had
companies looking to fund their own expansion.
Some good results released so far have helped to
cushion the fall of the index. It however remains to
be seen whether companies will be able to publish
good profits. Either way, we do not see a turnaround
in the market's path. Full year performance of the
DCI will not close above the red.

Domestic Share Index Trend Graph
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TOP 5 ADVANCERS

EQUITY (TICKER) Yoor Open HY Close YTD (MUR) YTD (USD)

Imoro Holdings (IMARA) 7.50 13.00 73.33% 62 42%

Furniture Marl (FUNMART] 12.90 14.30 10 85% 3.87%

Sochobo Brewery [SECHABA] 17.00 18 60 9 41% 2.52%

MRI Botswana (MRIB) 1.05 1.12 0.67% -0.05%

Engon Botswana [ENGEN] 4.85 5.10 5.15% -1 47%

WORST 5 LAGGARDS

Company Year Open HY Close YTD (MUR) YTD (USD)

Botswana Insurance Holdings (BIHL) 16 90 10 50 -37.87% -41.78%

Barclays Bank Botswana (BARCLAYS) 7.49 5 50 -26 57% -31.19%

Standard Chartered Bank (STANCHART) 18.75 15.10 -19.47% -24.54%

RPC Data (RPC DATA) 0.60 0.50 -16.67% -21.91%

First Notional Bank (FNBB) 2 70 2.40 -11.11% -16.71%

15.00%

10.00%

5.00%

0.00%

-5.00%

10 00%

■15.00%

■20.00%
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BRVM-Ivory Coast

Political Outlook

A
long-awaited presidential election in the

country has been postponed from June to
the end of November. Violent protests

against rising food cost had President Gbagbo
canceling custom duties in an attempt to stem the
unrest. In May however, former rebels who still have
control of the northern half of the country have
began disarming, offering hope that the country
may have finally put the conflict behind her. Many
observers are waiting to see how the elections
campaign and the voting pan out.

Economic Outlook
Inflation rate within the BCEAO region remains
anchored below an average of 5%. The union has
been hit by increasing food prices on the global
front, as well as, energy price hikes. But overall
growth is likely to remain relatively strong compared
to the outturn for 2007. Continuing political stability
in Cote D'Ivoire is likely to facilitate the
strengthening of the regional economy. Togo's
poverty reduction and growth reform with the IMF,
and newly revitalized aid inflows are likely to
strengthen the regional block's external account
within the short term. Overall, we do not expect
economic policy direction to change during the third
quarter. The BCEAO is likely to continue injecting
fresh liquidity into the economy, in order to improve
regional liquidity and facilitate economic expansion
in the second half of the year.

Stock Market Review & Outlook
BRVM continues to generously reward investors
who are willing and able to take the risk of venturing
into their market. The BRVM has experienced
significant activity and growth in returns during HY
2008. At the end of the first half of 2008,
BRVM had the second highest market
returns in dollar terms of 26% in spite of
the political turmoil prevailing in the
country. The BRVM Composite Index
registered a growth of 19% in FCFA terms
and 26% in dollar terms to 236.8 points
(0.553 points in dollar terms) at the end of
the first half of 2008. Market liquidity
improved significantly (55%) recording a 

total market volume of 7.3 million shares over the
period, compared to 4.7 million shares traded
between June and November 2007. Market turnover
for the period increased in dollar terms by 191% on
account of the appreciation in value of the FCFA
against the dollar. Market turnover for the half year
was FCFA 41.7 billion ($178 million) compared to
FCFA 29.1 billion ($61.1 million) between June and
November 2007. At the close of the half year, market
capitalization had moved up 20% to FCFA 4,427.19
billion ($10.23 million).

At a price earnings multiple of 13.7x, the BRVM has
sufficient room for upward momentum. We forecast
a sustained growth in returns on the BRVM for the
rest of the year, culminating in a solidly positive
return of approximately 40% in dollar terms at the
close of the year. This will be on the back of excellent
financial performance posted and expected to be
sustained by sterling companies across the sub­
region that are listed on the regional bourse.
Consumer goods (captured under the distribution
sector), financial and agricultural stocks are
expected to spearhead the market advance going
forward as the world's financial system is becoming
increasingly sophisticated and global demand for
food and agro-based products increase.

Stocks expected to continue to delight investors
include Unilever, ETIT & SG. The management of
these companies pursued some corporate
manoeuvres during the HY and we expect that they
will yield dividends in both the short and long-term.
Unilever acquired the soap factory of Palm Cl to
entrench its position in the sub-region; ETI is
aggressively spreading across the continent and
acquired 75% stake in Societe Burundaise de Banque
et de Financement; Societe Generale is pursuing a
cost efficiency strategy.

Index Trend 2008

VOLUME 4, JULY- SEPTEMBER 2008 * PENTVARS BUSINESS JOURNAL*



TOP 5 ADVANCERS
Company (Ticker Year Open HY Close YTD (% FCFA) YTD (% USD)
PALC 10,200 27,450 169 188
UNLC 38,700 95,100 146 163
UNXC 11,000 22,000 100 114
PHC 8,505 15,300 80 93
SGBC 27,600 47,700 73 85

WORST FIVE LAGGARDS
Company (Ticker Year Open HY Close YTB FQFA YTD (% USD)
SLBC 370,000 230,000 -38 -33
STAC 6,850 4,305 -37 -33
CABC 24,000 16,580 -31 -26
TTRC 5,500 4,700 -15 -8
SVOC 6,000 5,300 -12 -5
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Kenya

Political Outlook

R
elative Political stability has returned to
Kenya after the swearing in of a new coalition
cabinet headed by President Kibaki and Prime

Minister Odinga in April 2008. The 42-member
cabinet is focused on achieving an ambitious reform
agenda and working to avoid a repeat of 2008's post
election political and tribal violence. This does not
however mean that all is well and there are still
incidences across the country of tribal related
violence and in some instances, displacement of
people from their towns and cities. The government
is currently working on a new constitution to be
launched by April 2009. We expect the coalition
government to hold together for this year at least
and this will help provide the leadership to heal
some of the deep tribal wounds opened up by the
political fracasearlierthisyear.

Economic Outlook
Further deterioration in consumer inflation has
worsened the outlook for price level stability for the
third quarter. The underlying cause for the inflation
hikes are food and alcoholic price increases, but the
post election crisis also led to production shocks that
have added to the deterioration. We do not expect
inflation to ease in the third quarter, but we believe
that as the economy recovers from the post election
shocks, inflation could close the year just marginally
above the expected single digit. Interest rates
continue to lag behind inflation. As the benchmark
91-day Treasury bill rate is currently 7.78% (June 24,
2008), inflation for May was 31.5%. Though this huge
spread results in negative real rate returns for
investors, it also indicates that inflation expectations
remain firmly anchored within the single
digit thresholds. We expect the economy
to continue to battle with the reversal of
capital flows during the post election
crisis, and this should continue to affect
the depreciation of the shilling against its
major trading currencies.

Stock Market Review & Outlook
Investor confidence in the Nairobi Stock
Exchange was somewhat threatened
during the QI by civil unrest experienced 

in the country. The Safaricom IPO however, allayed
the fears of many investors as they scrambled for
shares in the gigantic Safaricom which has positively
transformed the NSE. The market which had stocks
with rich valuations saw many investors (especially
foreign) taking profit and/or restructuring and
balancing their portfolios. The ensuing sell-off and
market correction translated into a 5% decline in the
Nairobi 20 Stock Index (NSE 20) in Kenya shillings
terms (-2% in dollar terms) for the half year. The NSE
20 is currently at a level of 5,185.56 points (in Kenyan
shillings) and 79 points (in US Dollars). Liquidity on
the Kenyan bourse surged by 495% (bolstered by the
listing of Safaricom's 40 billion shares) to 2.6 billion
shares (valued at Kshs 41.9 billion i.e. $628 million)
compared to same period in 2007. Capitalization for
the NSE improved by 68% from Kshs 744 billion
($11.1 billion) at the end of June 2007 to Kshs 1,231
billion ($18.9 billion) at the close of half year 2008.

The Kenya economy has become fairly volatile post
elections. Kenya's economy is currently bedeviled by
rising inflation (30%), budget deficit, due to rising
food and crude oil price on the global commodities
market. Kenya has a resilient economy and is
anticipated to absorb the short term economic
shocks being experienced. We therefore expect the
economy to return to its growth trajectory and
reflect in the financial results of some listed
companies. Nonetheless, Stock market outlook for
Kenya remains weak for the second half of 2008 as
we expect the stock market to continue to post
declines. NSE's price earning multiple of 22.9x is rich.
We anticipate a further correction of the market in
the second half of the year. Liquidity is however
anticipated to be sustained upwards on account of
the impending Kenya Commercial Bank rights issue
as well as sustained investor interest in Safaricom.
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TOP 5 ADVANCERS_______________
Company (Ticker) Year Open I IY Close YTD (% Kshs) YTD (% USD)
Equity Bank Ltd 148 321 117 136
Standard Group Ltd 30 58 92 108
AccessKenya Group Ltd 23 35 53 67
Safaricom 5 8 54 67
National Bank of Kenya Ltd 46 62 36 48

Market Structure

WORST I IVELAGGARDS
Company (Ticker) Year Open IIY Close YTD (% Kshs) YTD (% USD)
Pan Africa Insurance Holdings Ltd 99 73 -26 -20
Housing Finance Co Ltd 43 32 -26 -20
Eveready East Africa Ltd 8 6 -22 -15
Sasini Tea & Coffee Ltd 18 14 -21 -14
Kenya Airways Ltd 63 50 -20 -13

Average HY Return by Sector
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Malawi

Political Outlook

M
alawi's opposition parties have
threatened not to pass the proposed
national budget of the government if

crisis talks yield no compromise. This feud may lead
to Malawi losing millions of dollars in donor pledges
for its 2008/2009 budget. Uncertainty and rumor
mongering has become a part of the political fabric
and both parties will need to work together to quickly
resolve their political differences.

Economic Outlook
The economy remains resilient amid rising inflation.
Domestic liquidity expansion deteriorated during the
first half of the year, and is likely to push inflation up
within the short-term. The Central Bank left its
indicative interest rate unchanged, and we expect
liquidity growth to further increase in the sector
quarter. Despite the rise in inflation, the 'all-type
treasury yields' fell by 8 basis points to 9.5% in
January. This was in the wake of an apparent supply
increases from investor's during the period.
Government borrowing has intensified to
accommodate the increase domestic liquidity
position of the economy; but much remains to be
done if the liquidity expansion is to be mitigated. The
domestic kwacha strengthened against the South
African rand, but lost grounds against the euro and
the dollarthough marginally.

Essentially, the outlook for the Malawi economy
remains strong. We expect inflation to further rise in
line with hikes in global food and
energy prices; but this is not likely
to cause much volatility within the
short-term as overall
macroeconomic stability remains
robust.

Stock Market Review & Outlook
The MSE enjoyed a bullish run in
2007 and was among the best
performing markets in Africa. In
spite of the general expectation of a 

cooling off, the market is still northbound, although
slowly. The considerable slow down is even eminent
when examined through the lens of its HY-07
performance. Year-to-HY'08, the Domestic Share
Index returned only 15.32% (17%USD) which
compares unfavorably to the 71.26% (69.85%USD)
recorded in HY'07. Strong earnings results released
by some financial and real estate companies in the
second quarter of 2008 boosted activity, pushing the
return on the index up by more than twice that for the
first quarter. The financial industry in particular led
the drive due to their improved valuations.
Compared to the rest of Africa, the market is
relatively cheap. Although some individual stocks
have registered marginal improvements in their
valuation multiples as compared to same period last
year, the market, overall, has become more
expensive looking at its history.

Predominantly in the second quarter, Malawi
Properties Company (MPICO) traded some huge
volumes which boosted the total volume of shares
traded and aggregate market turnover. The slow but
steady upward movement of the DSI will continue
into the second half of 2008. Despite the fear of some
profit taking from investors as the market is currently
overvalued [compared to historical information], we
expect good full year results from listed companies to
provide the impetus to sustain, at least, a snail-pace
clamber. Granted improved tobacco sales, the
kwacha will maintain its resilience against the US
dollar allowing for the safeguarding of returns in
dollar terms. At its current pace, the index is likely to
hit at least 30%YTD in USD by end of year.
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TOP 5 ADVANCERS

EQUITY [TICKER] Year Open HY Close YTD (MUR) YTD (USD)

NBS 4.50 6.20 37.78% 55.34%

PIM 5.00 6.25 25.00% 24.83%

ILLOVO 105.00 130.00 23.81% 23.64%

FMB 8.20 10.00 21.95% 21.78%

SUNBIRD 7.50 9.00 20.00% 19.83%

WORST LAGGARD

Company Year Open HY Close YTD (MUR) YTD (USD)

MPICO 6.00 4.40 -26.67% -26.77%

I

Average HY Return (%) by Sector
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Mauritius

Political Outlook

I nternal divisions and criticisms have
I characterized consultations on electoral reforms
I proposed by the government, especially plans to

abolish the best loser system. The best loser system
practiced in Mauritius makes room for ethnic and
religious considerations in who wins office. The
present government now wants to do away with it.
Despite these upheavals, President Navin
Ramgoolam is expected to remain in power through
2009 and to push forward his proposed economic
reforms.

Economic Outlook
Concerns over maintaining the current level of
economic activity and sustaining existing
employment levels has led the Central Bank of
Mauritius to leave its key policy interest rate
unchanged at 8.0% in July. Despite the exposure of
the domestic economy to the deepening global food
and energy price hikes and an ease in the country's
major exports, inflation remains largely contained;
closing May at 8.8% compared to 8.9% in January.
The appreciation of the rupee during the first quarter
has helped cushion the economy against imported
inflation. The inflow of foreign direct and portfolio
investment have helped to strengthen the local
currency; a trend we expect to continue into the
third quarter. As the risk to the global economy
further intensifies, we expect domestic growth to be
more affected than inflation within the short-term.
Consequently, a reduction in the
cost of borrowing will be more
essential for short term
macroeconomic stability.

Overall, we expect inflation to
remain within single digit during the
next quarter, while the key policy
interest rate is likely to be reduced to
support real sector growth. Food
inflation is, however, likely to further
increase in line with global trends.
The main risk to the economy's short 

term growth outlook is further declines in export
demand, as growth in advanced economies which
serve as market to their commodity exports are likely
to slow in the next quarter as crude and food prices
further deteriorates.

Stock Market Review & Outlook
The Stock Exchange of Mauritius Index (SEMDEX)
started off on quite a good note, though it lost steam
half way into the first quarter of this year. In 2007,
the market had a good run aided by foreign portfolio
inflows, robust earnings, a friendly economic
environment as well as strong and attractive
valuations. Compared to its performance in the
corresponding period last year, the SEMDEX yielded
feeble returnsof-0.54%or3.10%USD bycloseof half
year 2008. A number of the equities show very rich
valuations and with the not-soimpressive first
quarter financial results released by these
companies, we do not expect the total positive
impact on the market to be great. Thus we expect to
see a further market correction. Again, the slow
down in tourism is expected to continue deep into
the second half of 2008. This is due to high costs of
fuel which has filtered into the price of tickets. The
Mauritius Rupee may not enjoy the kind of
appreciation it experienced in 2007. Thus, the
performance of the dollar SEMDEX will be greatly
measured. The Leisure and Hotels sub-sector which
has already taken a hit will continue to suffer on
these grounds; however, the Sugar sector may
provide some solace.

SEMDEX Trend Graph
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TOP 5 ADVANCERS
EQUITY [TICKER] Year Open HY Close YTD (MUR) YTD (USD)

Shell Mauritius Ltd [SHELL] 45.50 76.00 67.03% 73.14%
Mon Desert Alma Ltd [M D A] 430.00 705.00 63.95% 69.95%
Automatic Systems Ltd [A S L] 33.50 49.50 47.76% 53.17%
The Mount Sugar Estates Company [MOUNT] 45.00 65.00 44.44% 49.73%
The Mauritius Union Assurance [MUA] 46.00 62 00 34.78% 39.71%

WORST 5 LAGGARDS

Company Year Open HY Close YTD (MUR) YTD(USD)

Naiade Resorts Ltd [NRL] 11600 79.00 -31.90% -29.41%

National Investment Trust [N I T] 38.00 26.00 -31.58% -29.08%
Sun Resorts Ltd [SUN] 126.00 97.00 -23.02% -20.20%
New Mauritius Hotels [N M H] 194.00 155.00 -20.10% -17.18%
British American Investment Ltd [BAIN] 9.00 7.80 -13.33% -10.16%

30.00%
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20.00%
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Morocco

Political Outlook

K
ing Mohammed VI remains in absolute
control of the country and a weak Parliament
ensures that there is no serious threat to his

rule. Morocco remains a stable country politically
and this will not change during the rest of the year.
The threat of terrorist activities still remains as was
evidenced in the 2003 Casablanca bombings.

EconomicOutlook
Growth outlook for the economy remains strong,
with positive consumer demand expectations for
the rest of the year. The percentage change in the
cost of living index for the country slowed in the first 

for 2007. Capital gains made on the bourse pushed
aggregate capitalization up from MAD 598.2 billion
($76.96 billion) to MAD 674.2 billion ($90 billion).
The strong Moroccan economy and a well diversified
stock market proffers a good investment
environment for the second half of 2008. A sturdy
local currency (Moroccan Dirham) will especially
support foreign investors. Our outlook for CSE during
the second half of 2008 is positive. We forecast the
dollar return on the market to close 2008 at 30%.
Investors may consider adding some cement &
construction, banking and insurance stocks to their
portfolios as these sectors are expected to make a
stronger recovery during the second half on the back
of strong economic growth.

month of 2008, with an increase of 2.1%, compared
to 2.7% in the previous month. Change in

MASI Trend

underlying inflation, however, showed an
increasing trend with a monthly change of
2.7% in January 2008, compared to 2.1% in
December 2007. Consequently, treasury
yields responded to the average consumer
price increase, and increased from 3.3% to
3.6% during the same period. Consumer
inflation is likely to increase in the next
quarter due to deteriorating world crude
oil prices, and we expect this put further
upward pressure on treasury yields.

15.500.00
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14,500.00

14.000 00

13.500 00

13.000 00

12,500 00

12,000 00

Consumer demand growth is expected to 
remain robust, which should help sustain
economic activity within the short term.

Stock Market Review & Outlook
The Casablanca Stock Exchange made
impressive returns during the first half of
2008. The MASI registered gains of 12% in
local currency terms and 18% in US dollar
terms on account of the appreciation of the
local currency (MAD). The MAD MASI
closed the first half of the year at a level of
14,191.07 points, while the dollar MASI
closed at 1,916.09 points. Liquidity on the
CSE however declined during the period.
Monthly turnover averaged MAD 8.5 

TOP 5 ADVANCERS
Company Year Open HY Close YTD (% FCFA ) YTD (% USD)
MINIERE 613 921 50 59
GAZ 1.110 1,488 34 42
1AM 147 188 28 35
ADH 1,685 2.142 27 33
LCT 186 235 26 34

WORST FIVE LAGGARDS
Company Year Open HY Close YTD (% FCFA ) YTD (% USD)
MICRODATA 961 565 -41 -38
MAV 434 262 -40 -36
LGMC 749 520 -31 -27
HPS 1,460 1,060 -27 -23
ATLANTA 1,660 1,255 -26 -22

million compared with MAD 13.5 million
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Namibia

Political Outlook

I n April 2008, President Pohamba undertook a
I major cabinet reshuffle which most observers
U believe was long overdue. Mr. Pohamba is

expected to stand for re-election in 2009 for a second
term and his party, SWAPO, is poised for victory.
SWAPO is expected to win a majority in the assembly.
However, if it is able to win two-thirds of the
assembly seats, it will be able to control the make-up
of the new constitution and form the government of
its own choosing. Winning less than two-thirds of
seats will mean that it will have to compromise on
both the constitution and the government. So far,
campaigning has largely been devoid of violence and
intimidation and this is expected to continue.

Economic Outlook
Spill over effects from producer price hikes remain a
major threat to imported inflation within the third
quarter. The economy has been very responsive to
past monetary policy tightening, as both credit
expansion and monetary supply growth moderated
in the first quarter. With the prime rate unchanged at
10.5%, we expect domestic credit growth to remain
the same in the third quarter of the year. Inflation
closed May, marginally up from 9.3% in April to 9.7%.
Inflation is significantly imported from neighboring
South Africa, as the Namibia currency is pegged to
the rand. With inflationary pressures in South Africa
still high, we expect further inflation hikes in the third
quarter. The subdued domestic demand, however, is
likely to mitigate the full impact of the imported
inflation expected in the next quarter. Overall
business and consumer confidence remains robust,
and we expect this to translate into an improved
economic expansion in the third quarter. With an
efficient monetary transmission
mechanism, we expect
monetary policy to be
effective is curtailing
unwarranted hikes in inflation
within the
shortterm.

Stock Market Review &
Outlook
Featuring among the worst
performing markets in Africa,
the Namibian Stock Exchange

(NSX) recorded 16 laggards and 7 market advancers
with the overall index presenting a loss of -11.51%
(USD terms) or 2.90%YTD [in local currency terms] at
the close of the half year. This compares dismally to
the same period last year when the index returned
12.98% in local currency terms. Financial stocks were
the major sufferers as their performance reflected
the after-effects of the US sub-prime mortgage
meltdown which started in August 2007.

Stocks within the basic materials sub-sector were on
the other hand, prominent among the top advancers
for the period. The basic materials subsector, the
largest capitalized sector on the bourse, gained 28%
during the review period. The soaring gold prices will
continue to have positive ramifications especially on
the mining firms. A total of 55,182,212 shares worth
N$2,155,302,433 traded on the Namibian bourse.
Market capitalization on the main board (excluding
preference shares) reached N$1193.10 billion or
U$146.48 billion.

The positive outlook on commodities including basic
metals, coupled with the actions by international
central banks to salvage their financial systems, as
per the mortgage crisis, are expected to impact
positively on listed equities especially in the basic
materials and financial sub-sectors. South Africa's
power crisis and ESKOM's present challenges poses
some level of risk of output constraints for mining
firms. This notwithstanding, we expect the NSX to
mark improved performance in the second half of
this year sending the local index well above 2%YTD by
year end. Without a doubt, the steep depreciation of
the Namibian dollar against the US dollar will pose a
great challenge to the performance of the dollar
index. Unless the path of depreciation takes a sharp
turnaround, the dollar index is not likely to see
anything ranging between -5% to 1% by end of year.

VOLUME 4, JULY- SEPTEMBER 2008
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TOP 5 ADVANCERS _____________________________________

EQUITY [TICKER] Year Open HY Close YTD (ZMK) __ YTD (USD) 1

Paladin Energy [PDN] 30.60 41.74 36 41% 15.92%

Anglo American [ANM] 416.16 536.00 28.80% 9.46%

Namibia Breweries Ltd [NBS] 4.52 5.09 12.61% -4.30%

Oceana Group Ltd [OCG] 20.00 21.50 7.50% -8.64%

FNB Namibia Holdings [FNB] 9.30 9.91 6.56% -9 44%

WORST 5 LAGGARDS

EQUITY [TICKER] Year Open HY Close YTD (ZMK) YTD (USD)

Standard Bank Group [SNB] 101 00 72.75 -27.97% -38.79%
Mutual & Federal Insurance [MTF] 25.50 18.00 -29.41% -40.01%
Old Mutual [OLM] 22.96 15.87 -30 88% -41.26%
Nedbank Group Holdings [NBK] 136.00 89.40 -34.26% -44.14%
Firstrand [FST] 9.30 12.78 -37.04% -46.50%
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Nigeria

Political Outlook

N
 igeria and Cameroon have reached an

agreement on the long disputed Bakassi
Peninsula and final handover to Cameroon

will take place in August 2008. Corruption
allegations against former President Obasanjo
continue to trouble President Yar'Adua
administration with two former health ministers and
a daughter of President Obasanjo charged with
embezzlement of public health funds. Violence in
the Delta States persist causing oil production in
Nigeria to be cut by as much as half. However, we
note that most parts of the country remain free of
the violence and strife that pervades the oil-rich
areas.

Economic Outlook

At the close of half year 2008, the ASI had declined by
and -5% in naira and dollar terms respectively to

55,949.00 points and 446.13 points respectively.
Monthly market volume averaged 27,000 shares
while monthly turnover averaged N 393.7 billion
($3.3 billion). Capitalization for the Nigerian bourse
closed the half year at N 213.8 billion ($88.6 billion).
Against the backdrop of civil unrest in the oil rich
Delta region, our outlook for the second half of 2008
•s gloomy. The Nigerian economy derives its
sustenance from oil income. Curtailing state income
from the region spells disaster which will filter
through all economic activities within the economy,
especially those that are exchange rate sensitive. A
computer hitch which forced shares to trade up only
in June may temper investor confidence in the
Nigerian market and engineer a sell off. We therefore
expect market correction to proceed through the
rest of the year.

The Nigerian economy remained stable during the
first half of the year amidst the ongoing
crude oil and food price hikes, with
inflation firming up from 8.6% in January
to 9.7% in May. Inflation is, however,
expected to increase above a single digit
value due to worries over the intended
allocation of windfall oil revenue to
federal governments and to finance
energy infrastructure improvement.
Monetary policy in Nigeria has become
more effective due to the narrow spread
between the central bank's policy rate
and commercial bank's transaction
rates, as well as, the increased financial
deepening that resulted from the
financial sector consolidation. With a
recent increase in the monetary policy
rate from 9.5% to 10.0%, we expect
inflation to increase but at a
decelerating rate in the next quarter.

NSE ASI Trend

'IOP 5 ADVANCERS

Company (Ticker-)
Eterna Oil and Gas
Presco (Palm Oil)
International Energy Insurance
Chevron Oil Nigeria
Cappa & d'AJberto___________

Year Open HY Close
27
26

4
339
113

YTD C/*FCFA)YTD(%usm
67 68
77 78
81 82
112 112

- 157 158

Stock Market Review & Outlook
The Nigerian stock market encountered
a glitch during the half year. This was
however, necessary for market
correction following the bull run in 2007.

16
15
2

160
44

WORST FIVE LAGGARDS
Company (Ticker) Year Open H i Close \ TD (•/. FCFA) YTD P/.ncK:
Lafarge WAPC0 80 49 -38 -38
United Bank for Africa 49 31 -38 -37
Oceanic Bank 37 23 -37 -37Cement Co. Northen Nig. 23 14 -37 -37
Intercontinental WAPIC 9 6 -31 -31
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South Africa

Political Outlook

P
resident Mbeki still has some months to go

and is saddled with an energy crisis and
violence against immigrants which forced him

to deploy troops to restore order. Criminal activities
remain a major challenge to South Africa's stability
but we do not expect any major political upheavals
during the rest of the year.

Economic Outlook
The economy is very sensitive to global commodity
and food prices hikes and this has worsened inflation
outturns during the first quarter; as volatility in the
world economy intensifies. The slowing of credit in
response to monetary policy tightening
to contain inflation is likely to affect
gross domestic output growth for the
country within the short-tem. Headline
inflation closed April higher at 11.1%,
the highest since 2003. The South
African economy has been hard been hit
by increasing energy cost which is
underpinned by domestic electricity
supply disruptions. With increasing
crude oil price hikes, we expect domestic
production cost to worsen as companies
resort to use alternative power
generating plants that use fuels. With
current crude oil price above US$140 per
barrel, we expect private sector growth
to moderate within the short-term. Overall we do 

also posted unimpressive returns. The unimpressive
outturn re-emphasized the depth of the impact of
the credit crunch on companies, especially those in
the financial and insurance industries. Liquidity
improved over the half year as the number of trades
recorded, aggregate volume and turnover all pointed
north. At half year close, total shares traded stood at
37.65 billion, a mark up of 15% over that recorded in
the relative period in 2007. Aggregate turnover
spurred up 22% to Rl,572.73 billion. In spite of the
poor performance posted by the JSE in the half year,
we expect the market to improve during the second
half of 2008. The growth is expected to be driven first
by the basic materials sector, then the financials. The
JSE has direct exposure to international markets and
thus is susceptible toglobal trends. Given thattheJSE
stocks are currently fairly priced, we expect the JSE
All Share index to close the year well above the red
line

not expect any expansion in infrastructure JSE All Share Index Trend
to offset private sector growth slow
down in the third quarter. Consequently,
we expect gross output growth to
moderate during the period. The
inflation outlook is likely to worsen as
the rand is likely to further depreciate
and crude oil price hikes remain a threat.

Stock Market Review & Outlook
The JSE closed HY'08 at 5.03% (-
9.61%USD). This is in sync with the
performances of global markets which

31.500 00
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29,500 00

28.500.00

27,500.00
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Tanzania

Political Outlook

P
resident Jakaya Kikwete has taken bold
actions in tackling corruption; undertaking a
major cabinet reshuffle and appointing a new

head and Board of Directors of the Bank of Tanzania.
President Kikwete's appointment as head of the
African Union and his role in mediation efforts in
Kenya has enhanced Tanzania's stature on the
international scene. Tanzania will be looking at
consolidating its gains in democracy and political
stability in the coming months.

Economic Outlook
Outlook for growth remains strong, with promising
short-term prospects in the mining, tourism, and
telecoms industries. Though the economy has been
hit by worsening global crude oil price, real GDP
growth is likely to close the year at 6.9% as projected
by government. The local currency weakened
slightly during the first quarter, depreciating to
TSZ.l, 186.5 per USD. Against the backdrop of high
food, fuel and power prices, inflation closed March
2008 at 9.0%. We expect inflation to further
increase, but the economy is likely to remain
resilient to the global price shocks within the short
term. We expect economic performance to remain
strong, underpinned by a strong commitment by the
government to on going policy reforms.

Stock Market Review & Outlook
The Dar Stock Exchange Index (DSEI) closed the half
year at a gain 8.09%. The depreciation of the
Tanzanian shilling scooped off some of the gains
made leaving the dollar denominated index at 3.62%
at the end of the period. During the half year, activity
mainly centered on the manufacturing stocks; while
Tanzania Portland Cement (TWIGA) recorded the
highest volume of trades accounting for over 33% of
total volume of shares traded and market turnover,
Tanga Cement Company Ltd (SIMBA) offered
investors the highest returns at 41%YTD or
(35.20%YTD USD). Agricultural stock, Tanzania Tea
Packers Ltd and the cross listed stocks [East Africa
Breweries Ltd, Kenya Airways Ltd, Jubilee Holdings
Ltd] recorded absolutely no price change. The
quartet subsequently registered a 0% gain and a -
4.1% change in USD reflecting the rate of
depreciation of the Tanzanian shilling against the
USD. Swissport Tanzania Ltd (SWISSPORT) was the
sole laggard in local currency terms and the worst
decliner in USD terms.

The Bank of Tanzania is poise to curtail depreciation
of the Tanzanian shilling against the major
international trading currencies. We expect the local
currency to firm up towards year end, thus
translating into a better year-to-date performance of
the DSEI in dollar terms. Overall, we expect the DSE
to have a good run in the second half of 2008.

VOLUME 4 , JULY- SEPTEMBER 2008 PENTVARS BUSINESS JOURNAL



TOP 5 ADVANCERS
EQUITY [TICKER] Year Open HY Close YTD (ZMK) YTD (USD)

Tanga Cement Co. Ltd [SIMBA] 1220.00 1720.00 40 98% 35 16%

Tanzania Portland Cement Ltd [TWIGA] 1140.00 1480.00 29.82% 24 46%

Tanzanian Breweries Ltd [TBL] 1600.00 2060 00 28.75% 23 43%

Tanzania Cigerette Co. Ltd [TGC] 1340.00 1620.00 20.90% 15.90%

TOL Gases Ltd [TOL] 300.00 330.00 10.00% 5.45%

WORST LAGGARD

Company Year Open HY Close YTD (ZMK) YTD (USD)

Swissport Tanzania Ltd [SWISSPORT] 710.00 690.00 -2.82% -6 83%

Basic Materials,
0.9%

Agriculture,
0.8%

Transport,
2.2%

Market Structure

48.3%
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Tunisia

Political Outlook

Tunisia has been warned by its neighbours, Algeria,
of an imminent terrorist attack from Al Qaeda. Al-
Qaeda has said the attack will be in retaliation for
supporting the West and its antiterrorist activities.
President Zine el Abidine Ben Ali's government has
banned women’s head scarves in public buildings,
consideringthem to be a political statement. Despite
these, President Ben Ali is poised to be re-elected in
2009 and the local political scene remains stable. 

against the backdrop of a weakening dollar. An
aggregate of 116.5 million shares valued at D 1.9
billion ($1.6 billion) were exchanged during the half
year. Market capitalization stood at D 8 billion ($6.7
billion) at the end of June. We expect Tunisia's strong
economic growth to fuel corporate fundamental
growth for listed companies during the second half of
2008. Fundamental growth is therefore expected to
be the main driving force fuelling activity on the
bourse during the second half of the year. The
banking and insurance industries should sustain
investor interest since they play a key role in
economic growth and are projected to record the
highest capital gains.

Economic Outlook
The economy remained exposed to the
global food and energy price hikes. The
value of foreign trade for the first quarter of
the year was lower than that of the same
period in 2007. The surge in commodity
prices during the quarter has affected
production cost, and import cost has
deteriorated. These developments have put
pressure on domestic prices, with inflation
for March increasing by 40 basis points over
the previous month's outturn. Essentially,
the economy is suffering from the
deteriorating global food and crude oil
prices. Domestic liquidity remains relatively
high, with money market interest rates
fluctuating within the margin of 5.1% and
5.4%. The performance of the local dinar is
expected to remain mixed; with further
depreciation of the local currency against
the dollar, but appreciation against the euro.
Overall, outlook for growth remain
relatively strong; though we expect inflation
to further increase and put pressure on
short term yields to move up. This is also
likely to increase the cost of borrowing for
the private sector.

Stock Market Review & Outlook
The Tunisia Stock Exchange outperformed
most of the African markets during the half
year. The TUNINDEX registered a year-to-
date return of 17% in dinars and 23% in
dollar terms. The dinar made a strong
showing on the back of a robust economy

Market Structure
2%

TOP 5ADVANCt RS ~l
Company (Ticker) Year Open IIY Close YTD (% FCFA) YTD (% USD)
ASTREE 23 87 274 286
STAR 35 106 208 218
ASSAD 4 11 155 163
TUNISIE LEASING 14 26 86 92
ADWYA 3 6 81 87

WORST FIVE LAGGARDS
Company (Ticker) Year Open IIY Close YTD (% FC FA) YTD (% USD)
ELECTROSTAR 12 10 -19 -16
STB 11 9 -18 -16
ICF 59 49 -18 -15
SOMOCER 3 3 -17 -14
SOTRAPIL 24 20 -16 -13

■ BANKING ■ NSURANCE D LEASING o HOLCHNG
■ MXrSTRY a FOOD & BEVERAGE ■ PHARMACEUTICAL o RETAL
■ AR TRANS PORT ■ REAL ESTATE o OTHER SERV ICES

1%
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Uganda

Political Outlook

The resignation of the chief negotiator for the Lord's
Resistance Army, a rebel group in Uganda means that
two years of negotiations have stalled leaving
President Museveni with the hard task of reviving
peace talks aimed at a permanent end to the stand­
off. President Musevini is also under some pressure
to deliver on a long-term solution to the energy crisis.
Uganda will remain stable politically with a thriving
economic outlook.

Economic Outlook
Inflation concerns remain the major threat to the

April and September 2007. Aggregate market
turnover for the period stood at Ushs 42.6 billion
($26.9 million) compared to Ushs 2.1 billion recorded
for the six months ending in September 2007. Market
capitalization moved north by 31% from Ushs 5.1
trillion (Ushs 2.9 billion) to the year opening to Ushs
6.7 trillion (($4.2 billion). Apart from British
American Tobacco Uganda which posted a loss, all
the equities listed on the USE have strong
fundamentals. Some of Uganda's equities are trading
at attractive price earnings multiples. Our outlook for
the second half of the year is positive albeit not
stupendous. Bank of Baroda is anticipated to garner
in significant capital gains in the second half, while
Uganda Clay and New Vision presently trading at
rather rich PEs are expected to continue to sustain
the interest of growth investors.

economy's growth outlook within the
short-term. Despite the slower monetary
expansion during the first quarter of the
year compared to the last quarter of 2007,
inflation continued its up tick
underpinned by oil price hikes. Inflation
for May was 170 basis points higher than
the outturn for April. Inflation closed May
at 11.2% and was the fifth consecutive
monthly rise during the year. We expect
monetary policy to respond to the upturn
by further tightening domestic liquidity.
The strengthening of the capital account
during the period is likely to ease
depreciation pressures on the domestic
currency and sustain the average
appreciation trend of the shilling. Going
forward, we expect economic activity to
remain robust; but inflation is likely to
further deteriorate within the short term.

Stock Market Review & Outlook
The Uganda Stock Exchange posted a
modest return for the half year 2008. The
USE ALSI moved up by 11% in the Ugandan
shillings terms to 1095.87 points. In dollar
terms the index gained 16% to 0.64 points
in dollar terms. Liquidity on the smallest
bourse in Africa however jumped 475%
from the 14 million recorded between
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Zambia

Political Outlook

T
he dominant issue in Zambia's politics is the
feuding over the drafting of a new
constitution. Political stability in the country

has seen a dramatic improvement with the
resolution of conflicts in neighbouring Angola and
Democratic Republic of Congo. There are however
reports of growing anti-China sentiments and some
violence in the Copperbelt where there are a
number of Chinese-owned mines. President
Mwanawasa's economic reform program, the new
constitution and a hike in taxes and mineral royalty
rates for mining companies are expected to define
Zambia's political environment.

Economic Outlook
Despite the deterioration in external accounts
across most African countries, the Zambian
economy posted an improved balance of payment
surplus in the first quarter. The strong outturn was
underpinned by increased capital inflows into the
domestic economy and favourable metal prices.
Consumer inflation closed April at 10.1% (y/y)
compared to 9.8% in March. Though the outlook for
inflation remains positive on the back of improved
domestic production in May, a 150 basis point
reduction in value added tax and an appreciation of
the local currency; the upside risks posed by
increased production and transport cost resulting 

from ongoing power shedding remains a threat.
Overall, we expect growth in the economy to remain
strong. Foreign investor's interest in government
securities is likely to further improve the financial
account of the country which is likely to result in an
appreciation of the kwacha against the pound and
the dollar.

Stock Market Review & Outlook
The Lusaka Stock Exchange currently ranks as the
most expensive market on the continent. In line with
our expectations, the seemingly splendid
performance of the LuSE is mainly being driven by
the technical momentum garnered during its rally in
2007. Currently, the listed companies have quite high
price earnings ratios making them targets for profit­
taking. Should this happen, the market will head
south. These notwithstanding, the fresh injection
onto the market by Celtel Zambia, and some
expected good results by some companies would
sustain the markets current advance. Again, rising
copper prices and the subsequent strengthening of
the Zambian kwacha will continue to lift the index in
dollar terms higher. The LuSE All Share Index
returned 17.99% in the first half of the year which
compares unfavorably to the 63.34% recorded in the
corresponding period of 2007. In dollar terms,
however, the index has done at least 40.78%YTD,
currently making it the best performing market in
Africa and the third best in the world. The market
continued to remain liquid trading 1,227,078,023
shares during the half year with each listed stock
averaging about 5% of total volume of trades
executed.
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TOP 5 ADVANCERS
EQUITY [TICKER] Year Open HY Close YTD (ZMK) YTD (USD)
ZCCM Investment Holdings pic [ZCCM] 4500.00 28000.00 522.22% 642.03%
Bata Shoe Company plc[BATA] 74.00 180.00 143.24% 190.08%
Pamodzi Hotels pic [PAMODZI] 171.00 250.00 46.20% 74.35%
Standard Chartered Bank pic [SCZ] 438.00 600.00 36 99% 63.36%
Copperbelt Energy Coporation [CEC] 440.00 599.99 36.36% 62.62%

Company_________________________________________Year Open HY Close YTD (ZMK) YTD (USD)
WORST 5 LAGGARDS

Zambian Breweries pic [ZAMBREW] 2400.00 2300.00 -4.17% 14.29%
Farmers House pic [FH] 1700.00 1500.00 -11.76% 5.22%
Cavmont Capital Holdings Zambia pic [CCHZ] 13.50 11.50 -14.81% 1.59%
Shopnte HoldingsLimited - RSA [SHOPRITE] 18000.00 15000.00 -16.67% -0.62%
Metal Fabricators Of Zambia pic [ZAMEFA] 511 64 400.00 -21.82% -6.77%

Market Structure
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HALF YEAR 2008
PERFORMANCE OF GLOBAL STOCK MARKETS

Country Level Year-to-HY
Year Open IIY Close (%) (•/.USD)

LEBANON 1,022 KOI 1,563.243 52.84% 52 90%
ARGENTINA 2,918.834 4.187.658 43.47% 49.43%
Zambia 3,533.520 4.169.030 17 99% 40.78%
CZECH REPUBLIC 828.875 905 647 926% 30.80%
BRVM 199.450 236.800 18.73% 27.09%
Ghana 8.463.210 11.315.400 33.70% 25.67%
QATAR 848.771 1.069.333 25.99% 25.32%
Tunisia 2,614.070 3.057 790 16 97% 22.74*/.
BRAZIL 3,867 159 4,292.501 11.00°/. 22.39%
ISRAEL 264.020 277.568 5.13% 20.04%
OMAN 1.321.698 1.584.3 II 19.87% 19,87*/.
Uganda 991.120 1,095.870 10.57% 18.38%
Morocco 12.694 970 14.191.070 11.78% 18.33%
Malawi 3.823.490 4.409.310 15.32% 15.19%
JORDAN 252.898 286.265 13.19% 12.96%
BAHRAIN 1,148.061 1295.674 12.86% 12.59%
KUWAIT 1,194 546 1244.979 4.22% 7.59%
PERU 1,248 697 1.320.887 5.78% 6.92%
NORWAY 4.348.865 4,313.310 -0.82% 601%
COLOMBIA 619.260 607.104 -1.96% 5 29*/.
MEXICO 5.992.137 5,947.251 •0.75% 5.15%
DENMARK 6.036.589 5,915.893 -2.00% 5.02%
Mauritius 1,852.210 1.842.142 -0.54% 3.10%
Tanzania 1022.5 1,105.180 8.09% 1.83%
RUSSIA 1.536.372 1,492.787 •2.84% 1.64%
HUNGARY 1,137.407 1,004.704 •11.67% 1.32%
KAZAKHSTAN 1,048.427 1,057225 0.84% 0.77%
SWITZERLAND 4.237.343 3,857 739 -8.96% 0.66%
TAIWAN 293.976 276.220 -6.04% 0.40%
CANADA 1.930.056 1.993.565 3.29% 0.32%
AUSTRIA 3.273 183 3,057294 -6.60% 0.19%
POLAND 1,501 169 1.303.110 -13.19% -0.23%
AUSTRALIA 998.799 903.108 -9.58% -0.83%
JAPAN 3.034 399 2,838.517 -6.46% -1.01%
Kenya 5,444.830 5,185.560 -4.76% -3.71%
SINGAPORE 4,212 703 3,795.165 -9.91% -4.41%
Egypt 10,549 740 9,827.280 -6.85% ■4.82%
Nigeria 57.990.220 55,949.000 -3.52% -4.84%
FRANCE 2,275.125 1.958.827 -13.90% -7.65%
CHILE 1,802.836 1,714.688 -4.89% -7.76%
SPAIN 863.953 732976 • 15.16% -9.00%
UNITED ARAB EMIRATES 641.387 582.689 -9 15% -9.15%
South Africa 28.957.970 30.413.430 5.03% -9.61%
INDONESIA 677 577 597 370 -11.84% -9.95%
GERMANY 2,520.744 2,116.050 •16.05% -9.96%
SWEDEN 6.746.020 5,662.908 -16.06% -10.07%
Namibia 929.410 956370 2.90% -11.51%
SRI LANKA 155.411 136.687 •12 05% -11.73%
CROATIA 1,096.110 883.197 -19.42% -12.75%
ESTONIA 1,033.829 827 826 -19.93% -13.04%
ITALY 652 964 527.708 -19.18% -13.31%
IRELAND 441.791 352.232 -20.27% -14.48%
UKRAINE 1,055.180 793 307 -24.82% -16.60*/.
MALAYSIA 408.563 331.777 -18.79% -17.39%
BELGIUM 2,141.624 1.625.886 -24.08% -18.57%
SLOVENIA 1,039.841 780.075 -24.98% -19.53%
FINLAND 985 105 738.928 -24.99% -19.54%
THAILAND 267.350 238.364 -10.84% -19.99%
Botswana 8,426.770 7,184.070 •14 75% -20.11%
BULGARIA 985.678 721.123 -26.84% -21.67%
PORTUGAL 233 996 169.180 -27 70% -22.45%
CHINA 84 914 61.720 -27.31% -22.64%
GREECE 1,036.082 743.843 •28.21% -22.99%
HONG KONG 9,966.940 7,639.051 -23.36% -23.34%
PAKISTAN 187.118 149.565 -20.07% -28.16%
NEW ZEALAND 153 873 109.789 -28.65% -29.92%
PHILIPPINES 363.350 221 673 -38.99% -43.81%
INDIA 668.886 390.262 -41.65% ■46.30%
VIETNAM 985.573 417.037 -57.69% -59.72%
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Monetary Policy Highlights

b The key monetary policy rate used by Ghana's
central bank, the prime rate, has been increased
by 100 basis points to 17%; amidst growing
domestic demand and liquidity pressures, fiscal
expansion and volatile crude oil prices which are
likely to push inflation further up in the short
term.

Despite the persistent increase in the prime rate
since the last quarter of 2007, credit to the
private sector continues to surge; growing by
50.3% by the end of the first half of 2008
compared to 47.8% during the same period in
2007.

Source: MPC Reports. Databank Databases

INDICATORS HY 2008 2008F 2008T

Real GDP Growth n.a 6 80% 700%

Headline Inflation 18.40% 18.50% 6%-8%

Core Inflation 12.80% 14.80% n.a.

M2+ Growth (y/y) 36.10% 41 80% 17.00%

Total Credit Growth 50.80% 65.00% n.a.

GHff/USS Y-T-D 6 00% 11.50% n.a.

Fiscal Expenditure GHtf'b 2.80 7.50 7.10

Fiscal Revenue GHg'b 2.20 4.80 5.60

Fiscal Bal. % of GDP 3.80 11.30 4.00

Import Cover 2.40 2.60 3.00

Trade Balance USS’b -2.10 -4.30 -3.70

B.O.P Bal. USS'm -782 70 -650.90 834.10

Inflation & Prime Rate Trend

The external account for Ghana was pressured
during the first half of the year, with gross
international reserves closing the period at 2.4
months of import cover. The overall balance of
payment deficit outturn stood at US$782.7
million as at the end of June 2008, compared to
US$124.3 million during the same period in
2007.

Overview
The inflation shock during the first half of 2008 has
clearly strained monetary policy; and as risk to
inflation remains on the upside the central bank has
further adjusted the prime rate up by 100 basis
points to 17% in its recent announcement. Economic
growth for Ghana remained above 6% for the first
half of the year, underpinned by increased fiscal
spending and credit lending by commercial banks to
the private sector. Fiscal deficit for Ghana closed
June at GHC0.62 billion, which accounts for 3.8% of
GDP; while credit flows from commercial banks to
the private sector increased by GHC1.2 billion above
the 2007 outturn of GHC0.78 billion for the same
period.

Ghana: Prime Rate & Inflation Rate Dynamics

We expected the central bank to increase the prime
rate higher than the 17% that was announced to
reflect economy wide risk; but the marginal increase
seems to be a compromise decision to support
private sector borrowing. The challenge, however,
will be the extent to which commercial banks will
increase their base and lending rates after the new
rate announcement.
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Commercial banks are more likely to price credit to
reflect inflation rate risk exposure, and this may lead
to a further widening of the spread between the
prime rate and banking sector transaction rates. We
expect average lending rates to increase by 200 basis
points from 24.8% to 26.8% during the third quarter
of the year.

Credit & Money Supply Outlook
Banking sector credit to the private sector and
government continues to increase despite the
persistence lending rate increases in line with the
upward adjustments in the prime rate. Essentially,
households continue to borrow more, thus
decoupling the effects of interest rate increases on
domestic money supply growth. Credit to private
sector increase by 50.3% as at the end of May, 2008,
compared to 47.8% during the same period in 2007.
M2+ grew by 3.9% during the second quarter of the
year compared to a lower outturn of 3.3% in the first
quarter.

Overall, monetary expansion remains a threat
though annual broad money supply growth (M2+)
slowed to 36.1% (y/y) in May 2008, compared to the
higher outturn of 37.7% outturn in the same period
in 2007. The rate of return on capital seems higher
than the cost of borrowing, and this is likely to
facilitate further credit growth despite the 1%
increase in the prime rate to 17%.

Fiscal Policy Outlook
Fiscal policy remains unconsolidated during the first
half of the year after the slippages in 2006 and 2007
which were mainly due to wage increases, the
energy crisis, and the floods that affected the food
production regions of the country. While total
government revenue grew by 5.6% (y/y) to GHC2.2
billion as at the end of first quarter of the year,
government expenditure grew by 20.8% during the
same period to GHC2.8 billion. This translated into a
tax revenue to GDP ratio of 13.5% compared to a
government expenditure to GDP ratio of 16.7%
during the first half of the year. Government fiscal
deficit closed the first half of the year at GHC0.62
billion, which translate into 3.8% of GDP and higher
than the 2.9% outturn for the first quarter of the
year. Fiscal pressures are likely to continue during the 

second half of the year due to expected increases in
social expenditures like the Livelihood
Empowerment Against Poverty (LEAP), the
continuing excise tax and petroleum levy reliefs,
among others. We expect overall fiscal deficit to GDP
ratio to close the year higher at 11.3% compared to
the 9% outturn for 2007.

Inflation Outlook
Inflation remains a major threat to short term
macroeconomic stability for Ghana. Consumer
inflation closed the first half of the year at 18.4%- the
highest in the immediate three years. Inflation
opened the year at 12.7% and increased to 13.8% by
March. Inflation further increased to 18.4% in June.
As the economy remains overly exposed to external
shocks, the continuing volatility in crude oil prices,
higher global food inflation and the sharp
depreciation of the local currency will continue to
filter into consumer inflation. Increased domestic
demand induced by fiscal expansion is also inducing
demand led inflation.

Inflation is likely to further increase marginally
during the rest of the year until the domestic harvest
season sets in. We expect inflation to peak at 21%
unless crude oil price hikes ease. Essentially, crude
oil prices have eased from its record highs of above
US$145 per barrel during the second half of July to
below US$130 per barrel. This could revert the
economy to its disinflation process if fiscal expansion
is consolidated.

External Sector Outlook
The external sector of the economy was pressured
during the first half of the year due to a higher than
expected import bill, with gross international
reserves closing the period at 2.4 months of import
cover. While total merchandised exports grew at
34.7% (y/y) to US$2.89 billion, total merchandised
imports was up by 42.4% (y/y) to US$4.95 billion;
which translated into a merchandised trade deficit of
about US$2.06 billion. Though the key exports of the
country enjoyed favourable prices, these windfall
gains were more than counterbalanced by increases
in crude oil imports bill, as well as, non-oil imports
bills. We expect the overall balance of payment to be
strained by moderating financial inflows and further 
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deterioration in imports bill in the short term. This
could push gross international reserves further
below 2.4% by the end of the year. The challenge to
improving the economy's external sector requires an
improvement in export revenue and the slowing
down of import demand which is not likely within the
second half of the year.

Consequently, we expect some further deterioration
in both the current and overall balance of payment
position of the country by the end of the year.

Exchange Rate Outlook
The depreciation of the local currency against its
major trading partners as at the end of the second
quarterof this year wassharperthan expected. From
the beginning of the year to July 23, 2008 the local
currency fell by 7.39% against the dollar, 7.11%
against the pound, and 13.42% against the euro;
compared to 0.65% against the dollar, 5.03% against
the pound, and 5.10% against the euro during the
same period in 2007. The key factor that facilitated
the decline was the inability of external financial
flows to support the higher than expected import bill
and the increasing foreign component of broad
money supply. We think that any potential stability
on the exchange rate market within the short term
will depend on crude oil price dynamics. Overall, the
threats to further depreciation of the Ghanaian
currency are high and we expect the cedi to close the
year at a depreciation rate of 11.5%.

Policy Outlook & Financial Market Implications
The sustained expansion of economic activity during
the first half of the year, as indicated by the
Composite Index of Economic Activity [CIEA], gives
room for the central bank to further tighten
monetary policy in the second half of the year.
Though the prime rate has been increased to 17%, in
our opinion, it still does not reflect economy wide
risk; especially as the risk to inflation is on the upside.
The prime rate is likely to close the year marginally
above 18% unless the onset of the domestic harvest
season facilitates an early slow down in inflation by 

the end of the third quarter. We think the recent
upward adjustment was a compromise decision to
sustain credit growth and at the same time anchor
inflationary expectations to the downside. But the
challenge will be the extent to which commercial
bankswill increase their base and lending rates.

We expect commercial bank transaction rates to
further move up by 200 basis points during the third
quarter. While the prime rate increases are markedly
below the rate of increase in inflation, benchmark
treasury yields are moving up significantly to reflect
both government borrowing pressures and inflation
risk. Keeping benchmark interest rates below
expected inflation outturns encourage excessive
government borrowing and also facilitate the
misallocation of credit to the private sector. It also
facilitates excessive liquidity in the stock market,
which can leads to overvaluation of equities; as the
associated demand driven price increases are not
backed by fundamentals.

Essentially, we expect fixed income market activity to
be more brisk in the second half of the year than in
the first half. Money market fund managers will seek
to lock in on treasury instruments as their yields peak
during the period. But investors' are likely to tilt their
portfolios towards the short end of the market due to
the current yield curve dynamics of the country. We
expect the sharp depreciation of the cedi during the
first half of theyearto slow down the participation of
foreign investors in Ghana's Treasury bond market.
Overall, the economy remains relatively stable
despite the price level shocks and the deterioration
in fiscal and external accounts.

Fiscal policy remains a major threat to short term
macroeconomic stability in the wake of the external
pressures; and we expect both inflation and interest
rates to further firm up in the next quarter, amidst
the continuing volatile world economy.

sampson.akligoh(a)databankgroup.com
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