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This Financial Sector Assessment (FSA) is based on the work of the joint IMF/World 
Bank mission that visited Senegal as part of the Financial Sector Assessment Program 
(FSAP) from November 6-17,200O and January 28-February 5,200l .I Members of the 
team also visited Ccite d’Ivoire in order to conduct assessments of the regional capital 
market, Securities Commission, and Banking Commission, and Lome, Togo for 
discussions with the regional social security regulator, CIPRES. The FSAP mission’s 
findings were discussed with the authorities in July 2001 in the context of the 2001 
Article IV Consultation. 

This report summarizes the main findings of the mission, identifies key financial 
sector vulnerabilities, and provides policy recommendations. 

MACROECONOMIC CONTEXT AND BACKGROUND 

Senegal is the second largest member of the eight-country West African Economic 
and Monetary Union (WAEMU), and its GDP of $4.4 billion accounts for roughly 17% 
of the union’s GDP. Members share a common central bank (Banque Centrule des Etats 
de I TAjFique de l’ouest, or BCEAO), whose currency, the CFA franc, is pegged and fully 
convertible into the euro at CFAF 655.957/euro. France guarantees the convertibility of 
the CFA Franc through an operations account thqt BCEAO holds at the French treasury. 

’ The FSAP team was composed of Piero Ugolini (IMF, Mission Chief), Ann Rennie (World Bank, Deputy 
Mission Chief), Mark Zelmer, Christine Sampic, and Sandra Marcelino (all IMF), Luc Cardinal, 
Carlos Cuevas, Elena Folkerts-Landau, Charlie Garrigues, Daria Goldstein, Gregorio Impavido, 
Andres Jaime (all World Bank), Kalidou Gadio (African Development Bank), Amaud de Villepoix 
(Consultant-Banque de France), Brian Gelfand (Consultant-IOSCO), and Marcel Maes (Consultant- 
Belgium). 
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The stability of the currency is founded on tight monetary and credit policies, 
underpinned by a certain number of safeguards and monetary arrangements with France. 
Senegal is currently undertaking an adjustment program supported by the Poverty 
Reduction and Growth Facility. 

The degree of financial development in Senegal and WAEMU is low by international 
standards. It nevertheless has a relatively developed financial sector compared to other 
member states of the Union. Total deposits as a percent of GDP were 22 % in Senegal in 
2000, compared to an average of 14 % for the WAEMU. 

The financial sector is dominated by commercial banks, which control more than 85 
% of financial sector assets. Banks controlled by foreign financial institutions, primarily 
French, in turn make up almost 80 % of banking system assets. Insurance companies 
account for most of the remainder of financial sector assets, and there is an embryonic 
securities market. While the microfinance sector remains small in absolute terms, it has 
been expanding rapidly, and now reaches twice the number of households served by the 
banking sector. With the exception of the regional development banks, the African 
Development Bank (AfDB) and Banque Ouest Africaine de Developpement (BOAD), 
there are no development financial institutions operating in Senegal, but there are two 
banks that specialize in providing agricultural credit and housing loans, respectively. 

MAIN FINDINGS 

National and regional authorities have taken a number of initiatives over the past 
decade to strengthen the financial sector, which have resulted in a sounder system that is 
better able to weather exogenous shocks and economic downturns. Many of the problems 
that led to the last systemic banking crisis, which occurred in the late 1980’s, have been 
successfully addressed. The government has divested itself of controlling shares in banks, 
and government interference in the sector has been substantially curtailed. Regional 
supervisory agencies have been established for banks and insurance companies; which 
have substantial powers and supervise the sectors reasonably effectively. The banking 
sector, which is dominated by reputable private international banks, is now liquid, 
profitable, and relatively well-capitalized. Competition remains moderate, but there are 
recent indications of increased competition for top customers, and a broadening of the 
customer base to include SME’s. 

The primary risk in the financial system today remains the country’s narrow 
economic base and the high degree of risk concentration in banks’ portfolios. Banks’ 
exposure to SONACOS, the troubled state-owned groundnut exporter, for example, 
represented 68% of the total equity of the banking system as of April 30,2002. The 1999- 
2000 groundnut crop financing was not repaid on time, and had to be re-scheduled. Loans 
to SENELEC, the state-owned utility, are also a cause for concern due to its unclear 
viability and the arrears it is accumulating with local suppliers such as the SAR refinery 
and oil companies. Loans to SENELEC represented roughly 20 % of total bank capital. If 
the banks’ exposures to SENELEC’s local oil suppliers are included, the equivalent in 
terms of these banks’ capital rises to 70 %. Thus, the stability of the locally incorporated 
banks is highly dependent on the financial condition of these two borrowers and their 
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ability to honor their financial commitments. The Government of Senegal has indicated 
that measures have been taken to strengthen the financial condition of these two 
borrowers; nevertheless, this level of systemic exposure to individual or related 
enterprises represents a significant vulnerability. 

Stress tests were conducted to assess the resilience of the banking sector to foreign 
exchange, interest, and liquidity risks. Foreign exchange rate exposure is limited, because 
banks are allowed to hold only small open positions in foreign exchange, and all maintain 
net long exposure to the Euro. Similarly, banks face only a very limited interest rate risk, 
because most of their assets and liabilities are short-term or priced on a floating rate 
basis. Thus these market risks for banks operating in Senegal are primarily indirect ones 
linked to credit risk: exchange or interest rate movements may alter the financial 
condition of local borrowers, and spill over to the banks in the form of higher loan losses. 
Finally, there is currently sufficient liquidity in the system to withstand a serious crisis of 
confidence similar to that which preceded the 1994 FCFA devaluation, when capital 
flight resulted in a 20% decline in bank deposits. 

A secondary, but increasing problem, appears to be the difficulties encountered by 
financial intermediaries in enforcing contracts in the courts. While the underlying legal 
framework appears solid and comprehensive, a lack of human and technical resources, 
coupled with poor competence of the courts in financial matters, have resulted in a 
marked deterioration in the judicial environment for financial intermediaries. 

Notwithstanding these vulnerabilities, the FSAP team is of the view that the 
probability of a major systemic crisis is low. There are several factors which limit the 
likelihood of broad macroeconomic problems originating in the financial sector: the low 
level of monetization, the large ownership of the major banks by reputable international 
banks, and the membership of Senegal in the monetary union, which limits volatility and 
provides a cushion against certain macro shocks. In addition, the embryonic state of the 
interbank market, domestic and regional, and the current high level of liquidity in the 
banking system make a contagion effect in the event of a bank failure unlikely. Other 
sectors of the financial system are fairly small and do not pose a threat to financial 
stability. There is, however, a risk of contagion from the banking sector to smaller 
financial sub-sectors, since insurance companies, microfinance institutions, and pension 
funds maintain significant deposits with the banks. 

The key findings with respect to the other components of the financial system are 
enumerated below: 

INSURANCE: Senegalese insurance companies hold 11 % of total financial system 
assets, and display several signs of vulnerability and weakness: low minimum capital, 
weak licensing procedures, lack of appropriate internal controls, and limited use of 
reinsurance. There are a large number of companies operating in a narrow, protected 
market. As a general rule, these companies retain too much risk and are poorly 
diversified. The ability of both insurance companies and pension funds to invest in a 
diversified range of longer-term investments is hindered by a lack of suitable domestic 
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investments and the difficulty of investing offshore because of existing foreign exchange 
regulations which effectively preclude such investment. 

PENSIONS: The Senegalese pension system includes two schemes, one for civil 
servants (FNR), and one for private sector and other public sector employees (IPRES). 
As is the case for much of the continent, coverage is low, with less than 10% of the labor 
force covered by a formal pension scheme. Linkages with the rest of the financial sector 
are weak as they are essentially pay-as-you go schemes: FNR has no reserves, while 
IPRES has just 35 billion FCFA in reserves, representing 5% of total financial sector 
assets. The reserves are placed almost entirely in the banking sector and are expected to 
decline over time, reflecting the changes in the demographic structure of the population 
covered. 

The current schemes are overly generous and unsustainable in the medium and long 
term. The civil service scheme is further plagued by a demographic hump arising from 
the rapid growth of the civil service in the 1960’s and 1970’s and subsequent 
retrenchment. This will have a significant budgetary impact if fundamental reforms are 
not undertaken. The Senegalese government is well aware of this problem and has made 
pension system reform one of its priorities. The government has requested, and is 
receiving, technical assistance from the World Bank in this area. Emerging reform 
proposals may involve the introduction of funded individual accounts on either a 
voluntary or mandatory basis. While over time this could provide a great impetus to the 
development of the capital market, given its current state of development, consideration 
would have to be given to investing a portion of the funds offshore. 

CAPITAL MARKET. The regional stock exchange in Abidjan, the BRVM, is a 
relatively new component of the financial system in the WAEMU, having commenced 
operations in September, 1998. Senegal has only one company listed on the exchange, 
Sonatel, the largest and most liquid of the companies listed. Market activity is quite 
limited. In 2000, market capitalization stood at approximately $1.2 billion, with total 
trading of just US$ 52 million, or approximately 0.2 % of regional GDP. The overall 
trend in prices, market capitalization, and trading volumes has been negative virtually 
since inception, due primarily to political instability and plummeting investor confidence 
in C8te d’Ivoire, the region’s largest economy. Foreign investors are allowed to freely 
remit investment earnings and proceeds, though foreign portfolio investment to date has 
been very limited. 

The bond market, in contrast, has shown quite dynamic growth. Total value of listed 
bonds has increased from CFA 40 billion in September 1998 to CFA 129 billion at end of 
2000. Currently there are 17 bonds listed, from thirteen different issuers. Issuers vary 
from national governments, to quasi-public regional development banks to privately 
owned commercial banks and industrial companies. There have been no payment defaults 
on publicly traded bonds since the inception of the regional market. The bond market 
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should be given further impetus by the expected introduction of government securities by 
WAEMU governments states.2 

The WAEMU regional securities market faces multiple issues, some of which are just 
the natural consequence of being a recently established market. The most immediate 
issue affecting this market is that of its financial viability and sustainability. At this stage 
of development, the financial market has not reached the volume of activity required to 
cover its operating costs. In addition, owing to this low level of activity, intermediation 
costs are high, which further limits the market’s liquidity. There is a disconnect between 
the size of the actual market and the magnitude of the structures created to launch it. 
BRVM operates under the political constraint of having to ensure identical conditions for 
market participants in all countries of the Union in spite of the high cost of the 
infrastructure needed for such a service standard. The fixed costs of this infrastructure 
vastly exceed what a market of the current size can bear without being overburdened. To 
ensure the survival and development of the market, it is important to seek means of both 
containing costs and stimulating the supply and demand of new securities. The stock 
exchange, securities commission, and BCEAO are cognizant of the weaknesses of the 
market, and indicated they were actively seeking to identify obstacles to development and 
take appropriate corrective measures. 

MZCROFZNANCE: In Senegal, the number of microfinance institutions (492) and 
their membership has reportedly grown to reach about 18 % of households, a rate of 
outreach almost three times the 1995 coverage rate. Aside from the three dominant MFIs, 
there are a large number of entities with small membership and weak institutional 
structures. While this represents a positive development in terms of providing greater 
access to financial services, the rapid expansion of the sector and the apparent lag in 
establishing adequate monitoring mechanisms are cause for concern. There is a risk of 
excessive proliferation of weak institutions and subsequent failures involving the loss of 
savings for low-income households, which could negatively impact the overall image of 
the sector. The capacity to adequately supervise existing MFIs and perform due diligence 
in the licensing of new entities is currently extremely limited. 

STANDARDS AND CODES 

Since Senegal is a member of a monetary and economic union, monetary policy and 
financial sector regulation and supervision are carried out largely by regional bodies. The 
supranational character of regulatory bodies tends to provide them with greater autonomy 
from political interference than would otherwise be the case. Given this regional aspect, 
not all relevant assessments of standards and codes were conducted or finalized in the 
context of the Senegal FSAP. Assessments completed to date indicate that the region has 

2 To date member states have had access to an overdraft window at the BCEAO. In September, 1998, the 
WAEMU Council of Ministers decided on the elimination of central bank credit to governments by end 
2001, thus necessitating other forms of borrowing. The BCEAO and national Ministries of Finance have 
been working on modalities for introducing government securities with assistance from an advisor from the 
U.S. Department of Treasury. 
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a relatively comprehensive and well developed supervisory infrastructure, and is largely 
compliant with international codes and practices. 

BASEL CORE PRINCIPLES: A preliminary assessment indicates that Senegal is 
compliant or largely compliant with most of the Base1 core principles. The regional 
authorities have significantly strengthened the prudential framework in recent years, and 
further efforts to correct remaining weaknesses are underway. The preliminary FSAP 
assessment reflects these advances, but also identifies a few remaining problems, 
including the absence of regulations on money laundering. A working group (BCEAO 
and FATF) is in the process of preparing a regional legislation on money laundering to be 
adopted in 2002. The division of responsibilities between the regional Banking 
Commission and national Ministries of Finance in granting and withdrawing bank 
licenses and appointing administrators should be reviewed. Finally, enforcement of 
prudential norms, notably on large exposures, needs to be strengthened. 

ZOSCO: A regional Securities Commission (CREPMF) is the central regulatory body 
of the securities market. While the regulatory system partially observes the principles and 
objectives for financial regulation established by IOSCO, a number of weaknesses were 
identified. The commission has been granted sufficient powers of inspection, 
investigation and surveillance, but is not equipped with sufficient resources or expertise 
to effectively implement these powers. There are no prudential rules for market 
intermediaries, and the commission is not sufficiently transparent in its formulation of 
policy or rulemaking. Finally, there are no provisions for cooperation with other domestic 
or regional authorities, such as the Banking Commission. 

IAZS: Insurance companies are supervised under the 1992 CIMA (Inter-African 
Conference on Insurance Markets) treaty among the 14 African Franc zone countries. 
The CRCA (Regional Insurance Supervision Commission) is responsible for preparing 
regulations and conducting on and off-site supervision. The CRCA is also empowered to 
impose sanctions against insurance companies in violation of prudential standards, and 
has extensive intervention powers. In the first few years of operation, it has intervened 
and closed 11 companies in the region, including three in Senegal. An assessment of 
compliance with IAIS principles was conducted in the Cameroon and Gabon FSAPs, 
which indicated the region is largely compliant with IAIS principles. Weaknesses include 
the lack of requirements with respect to internal controls and corporate governance, and 
the lack of adequate staff and resources to conduct on-site supervision in the 14 member 
states. 

Monetary Policy: A preliminary assessment indicated that transparency of monetary 
policy in the WAEMU is generally satisfactory, and BCEAO has, as a rule, met its 
monetary objectives. In recent years, BCEAO has endeavored to improve the readability 
of its monetary policy and the information provided to the public on its mission, 
objectives, main activities, and decisions. Commercial bank representatives, however, 
have indicated that the transparency process could be enhanced by increasing the 
frequency and scope of consultation. 
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POLICY RECOMMENDATIONS 

While a certain degree of risk concentration in bank portfolios is unavoidable given 
Senegal’s narrow economic base, the authorities should nonetheless endeavor to alleviate 
the concentration of credit risk by more rigorous application of prudential limits on risk 
concentration. Tax distortions that favor bank lending (over, e.g., commercial paper) need 
to be eliminated. 

The FSAP team recommends that all responsibility for the licensing, appointment of 
administrators, or withdrawal of banking licenses be transferred to the Banking 
Commission. The current role played by national Ministries of Finance is incompatible 
with rapid intervention that might be required to protect depositors in a crisis. Moreover, 
it would appear to be inconsistent with the recently passed law allowing banks to operate 
throughout the Union with a single banking license. The authorities have indicated that 
modifications to the relevant statutes would be examined in the context of a regional 
deposit insurance scheme, which is currently under study. 

Rapid parametric changes need to be made to the pension system, while studying 
fundamental reforms to ensure the long-term viability of the system. Immediate measures 
should include, insofar as possible, enlarging the contribution base, strengthening the link 
between contributions and benefits, and tightening entitlement rules. 

The FSAP team recommends a temporary moratorium on the licensing of new 
microfinance institutions until an assessment of the state and performance of existing 
institutions can be completed, and the advisability of creating a special supervisory body 
evaluated. The evaluation needs to clearly identify strengths and weaknesses of existing 
MFIs, particularly in basic managerial skills. The present usury ceiling for MFIs should 
be eliminated to promote transparency in loan contracts and remove incentives for MFIs 
to place funds away from the target clientele due to high transaction costs. 

In order to address the growing inefficiency of the judicial system, additional human 
and technical resources, as well as training and specialization of court officials, should be 
provided. 

In order to encourage further development of the capital market, steps need to be 
taken to reduce operating costs, accelerate and streamline regulations for issuance, 
eliminate tax distortions that serve as an obstacie to investment in securities, and 
encourage new listings through privatizations of public enterprises, pension reform, and 
creation of a new segment of the equity market for relatively young companies with high 
growth potential. The regional Securities Commission requires restructuring and 
technical assistance to enable it to perform its role in the market effectively. The 
Commission should also increase the transparency of its decision-making, and formally 
consult with market participants prior to issuing new regulations or instructions. 

In order to strengthen the insurance sector, the mission recommends that minimum 
capital be increased, principles of corporate governance and appropriate internal controls 
be mandated, fit and proper tests be applied for licensing of new companies, and 



increased resources be allocated to the regional supervisor to increase the scope and 
frequency of on-site inspections. Higher rates of reinsurance should be encouraged, while 
eliminating mandatory reinsurance with local or regional companies. Consolidation in the 
sector should be promoted, and regulations amended to allow diversification of risk in 
foreign markets. 


