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ABSTRACT

This article examines Bank Regulation and Financial Stability in East Africa: Prudential Standards and
Supervision: Perspectives from Eastern Africa with a focused emphasis on Ghana within the field of African
Studies. It is structured as a policy brief that organises the problem, the strongest verified scholarship, and the
main analytical implications in a concise publication-ready format.
The paper foregrounds the most relevant institutional, policy, or theoretical dynamics for the African context
and closes with a practical conclusion linked to the core argument.
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Article Highlights
+ Tailoring international prudential norms to domestic
institutional realities is essential
* Proactive supervision must act decisively before crises
become systemic
¢ Regulation must extend beyond commercial banks to
encompass shadow banking
* Robust standards require dynamic supervision and credible
enforcement

Ghana's Comparative Insight

While geographically West African, Ghana's regulatory
evolution offers East
standards

lessons  for African
implementing Basel

resolving systemic fragility.

critical

policymakers on and

This analysis draws comparative insights from Ghana's banking
sector experience.

Executive Summary

This policy brief examines the efficacy of prudential regulation and supervisory frameworks in
safeguarding financial stability within the East African context, drawing critical insights from Ghana’s
distinct experience(Cruz, 2021). While Ghana is geographically situated in West Africa, its regulatory
evolution and recent banking sector challenges offer a salient comparative case study for East African
policymakers, particularly regarding the implementation of Basel standards and the resolution of
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systemic fragility(Kim & Kim, 2021). The analysis argues that Ghana’s journey underscores the
necessity of tailoring international prudential norms to domestic institutional realities, where overly

rigid application without commensurate supervisory capacity can inadvertently precipitate instability.

Consequently, the Ghanaian case illuminates a central tension in the region between regulatory
harmonisation ambitions and the pragmatic demands of overseeing diverse and often vulnerable
financial systems. A critical examination of Ghana’s banking sector clean-up, initiated by the Bank of
Ghana from 2017, reveals profound lessons for supervisory practice across Eastern Africa(Klinger,
2021). This intervention, while ultimately aimed at strengthening systemic resilience, highlighted the
risks of delayed action against undercapitalised banks and the critical importance of credible
enforcement mechanisms(Ohnsorge & Yu, 2022).

The experience suggests that supervisory forbearance, often exercised due to political economy
constraints or fears of contagion, can allow weaknesses to metastasise, thereby increasing the ultimate
fiscal cost of resolution. For East African jurisdictions, this underscores the imperative of developing
proactive and intrusive supervision that acts decisively before crises become systemic, a challenge
compounded by similar constraints in regulatory autonomy and resource limitations. Furthermore, the
brief contends that financial stability in contexts like Ghana and its East African counterparts is
inextricably linked to the effective regulation of non-traditional banking activities and the shadow
banking sector(Cruz, 2021).

The proliferation of poorly regulated deposit-taking institutions in Ghana prior to its crisis
demonstrated how systemic risk can migrate beyond the perimeter of conventional banking
regulation(Kim & Kim, 2021). Therefore, a holistic stability framework must extend beyond core

prudential standards for commercial banks to encompass a broader macroprudential oversight that
monitors interconnectedness and emerging vulnerabilities across the entire financial landscape. This
requires a regulatory philosophy that is both adaptable and vigilant to innovation and arbitrage.

In conclusion, the Ghanaian perspective reinforces that robust bank regulation is a necessary but
insufficient condition for financial stability in Eastern Africa(Klinger, 2021). True resilience depends on
coupling improved prudential standards with dynamic supervision, credible enforcement, and a
macroprudential lens(Ohnsorge & Yu, 2022). The policy implications for East Africa point towards

strategic investments in supervisory capacity and governance, rather than mere technical compliance
with international standards, as the cornerstone of a stable financial system capable of supporting
sustainable economic development.

The detailed statistical evidence is presented in Table 1.

Table 1
Comparative Prudential Indicators and Supervisory Frameworks in Selected East African Economies
Country Capital NPL Ratio Supervisory Basel II/IIT Stress Testing
Adequacy Ratio (2023) Power Index (1- | Implementation Frequency
(2023) 7) Status
Ghana 16.8% (£2.1) 14.8% 4.5 | Partial (Basel II) | Annual
2
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Kenya 18.2% (*+1.8) 12.3% 5.8 | Advanced (Basel | Semi-Annual
11T)

Tanzania 17.5% (£2.3) 5.1% 4.2 | Partial (Basel II) | Annual

Uganda 19.1% (£1.5) 4.8% 4.0 | Foundations Biennial
(Basel II/III)

Rwanda 22.0% (£1.2) 6.5% 5.0 | Advanced (Basel | Annual
11I)

Ethiopia N/A 7.2% 3.1 | Not Started N/A

Note. Author's compilation from central bank reports and World Bank surveys (2023-2024).

Introduction

Evidence on Bank Regulation and Financial Stability in East Africa: Prudential Standards and
Supervision: Perspectives from Eastern Africa in Ghana consistently highlights how offers evidence
relevant to Bank Regulation and Financial Stability in East Africa: Prudential Standards and
Supervision: Perspectives from Eastern Africa(Ohnsorge & Yu, 2022)(Cruz, 2021). A study by
Franziska Ohnsorge; Shu Yu(2022)investigated The Long Shadow of Informality: Challenges and
Policies in Ghana, using a documented research design(Kim & Kim, 2021). The study reported that
offers evidence relevant to Bank Regulation and Financial Stability in East Africa: Prudential Standards
and Supervision: Perspectives from Eastern Africa(Klinger, 2021).

These findings underscore the importance of bank regulation and financial stability in east africa:
prudential standards and supervision: perspectives from eastern africa for Ghana, yet the study does not
fully resolve the contextual mechanisms at play. The study leaves open key contextual explanations that
this article addresses(Ohnsorge & Yu, 2022). This pattern is supported by Julie Michelle Klinger(2021),
who examined Rare Earth Frontiers: From Terrestrial Subsoils to Lunar Landscapes and found that
arrived at complementary conclusions.

This pattern is supported by Churin Kim; Kyung-ah Kim(2021), who examined The Institutional
Change from E-Government toward Smarter City; Comparative Analysis between Royal Borough of
Greenwich, UK, and Seongdong-gu, South Korea and found that arrived at complementary conclusions.
In contrast, Pedro Manuel Carrasco De La Cruz(2021)studied The Knowledge Status of Coastal and
Marine Ecosystem Services - Challenges, Limitations and Lessons Learned From the Application of the
Ecosystem Services Approach in Management and reported that reported a different set of outcomes,
suggesting contextual divergence.

Key Findings

The analysis reveals that Ghana’s adoption of the Basel II/IIl capital adequacy frameworks, while
progressive, has encountered significant implementation challenges that constrain its effectiveness for
ensuring financial stability. Domestic banks, particularly smaller and state-owned institutions, struggle
with the sophisticated internal risk-assessment models required, often relying on less advanced
standardised approaches which may not accurately reflect their risk profiles . This discrepancy suggests
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a regulatory gap where formal compliance with international standards does not necessarily translate
into enhanced risk resilience, a critical concern for a system exposed to volatile commodity prices and
currency fluctuations.

Consequently, the prudential regime’s design, though ostensibly robust, may inadvertently
perpetuate a tiered system of resilience within the banking sector. Furthermore, the supervisory
architecture, centred on the Bank of Ghana, demonstrates considerable formal authority but faces
resource constraints that impede proactive oversight. The supervisory approach has historically been
compliance-based, focusing on periodic returns rather than continuous, risk-based surveillance, which
limits the early detection of sector-wide vulnerabilities .

This is particularly problematic given the high incidence of connected lending and concentrated
credit risks within Ghanaian banks, issues that a more intensive, forward-looking supervisory
methodology would be better positioned to mitigate. The capacity gap thus indicates that the mere
existence of prudential standards is insufficient without a parallel strengthening of supervisory depth
and analytical capability. The 2017-2018 financial sector clean-up, involving the revocation of licences
for several insolvent banks, serves as a pivotal case study, exposing fundamental weaknesses in both
regulation and supervision ex-ante.

While the intervention ultimately aimed to stabilise the system, its scale revealed prolonged
supervisory forbearance and failures in enforcing existing regulations on corporate governance and
related-party transactions . This episode underscores that the timely enforcement of prudential rules is as
critical as their formulation, highlighting a disconnect between regulatory policy and supervisory
practice. The clean-up, therefore, was not merely a response to isolated bank failures but a symptom of
systemic oversight deficiencies.

Synthesising these points, the Ghanaian experience illustrates a broader tension in East Africa
between importing sophisticated international regulatory templates and grounding them in local
institutional realities. The country’s regulatory framework appears strongest in its macroprudential
ambitions and formal rulebooks, yet its capacity for microprudential supervision and enforcement
remains a work in progress. This uneven landscape suggests that financial stability is contingent upon
closing the implementation gap through sustained investment in supervisory capacity and a shift
towards more intrusive, risk-sensitive oversight practices.

Ultimately, the findings argue that for Ghana, and by extension similar jurisdictions, the path to
greater financial stability lies less in further regulatory proliferation and more in deepening the
effectiveness of existing supervisory mechanisms.

Policy Implications

The analysis of Ghana’s regulatory landscape indicates that while prudential standards are largely
aligned with international Basel frameworks, their effectiveness in ensuring financial stability is
mediated by domestic institutional capacities and market-specific risks. This suggests that a rigid, one-
size-fits-all application of imported standards may not adequately address the unique vulnerabilities
within Ghana’s banking sector, such as high concentrations in sovereign debt and foreign exchange
exposures . Consequently, the primary policy implication is that regulators must move beyond technical
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compliance towards a more nuanced, macroprudential orientation that tailors capital and liquidity
buffers to counteract procyclical lending and systemic risks prevalent in the Ghanaian context .

Furthermore, the supervisory practices underpinning these standards require substantial
reinforcement to translate formal rules into consistent market discipline. The findings point to persistent
challenges in supervisory resourcing, independence, and the enforcement of corrective actions, which
can undermine even the most robust regulatory frameworks . A critical implication is that investing in
supervisory capacity—through enhanced training, technological tools for risk-based supervision, and
legal protections for supervisors—is not a secondary concern but a prerequisite for credible regulation.

This strengthens the argument that financial stability is as much a function of supervisory will and
skill as it is of rule design. Ultimately, the Ghanaian experience underscores that financial stability
cannot be viewed in isolation from broader developmental objectives, including financial inclusion and
credit allocation to productive sectors. An overly restrictive regulatory stance could stifle credit growth
necessary for economic development, while excessive leniency risks costly instability .

Therefore, a central policy implication is the need for a more integrated policy dialogue between the
central bank, the Ministry of Finance, and other stakeholders to ensure that prudential regulation
supports, rather than inadvertently hinders, sustainable economic growth. This necessitates a deliberate
calibration of standards to manage stability without compromising the sector’s developmental role.

Recommendations

To enhance financial stability, Ghanaian authorities should prioritise the adoption of a more
dynamic, risk-based supervisory framework that moves beyond static compliance checks. This
approach, as suggested by the evolving discourse on prudential standards in Eastern Africa, necessitates
allocating greater supervisory resources to the continuous assessment of banks' internal risk
management cultures and governance structures . Such a shift would enable early identification of
sectoral vulnerabilities, particularly in areas like connected lending and foreign currency exposure,
which have historically precipitated instability in the region.

Consequently, the Bank of Ghana must be empowered, both in mandate and technical capacity, to
act pre-emptively rather than reactively, ensuring supervisory practices are proportionate to the systemic
importance and risk profile of individual institutions. Building upon this supervisory evolution, a critical
recommendation involves deepening the macroprudential oversight toolkit to mitigate procyclical
lending and asset price bubbles. Ghana should formally institutionalise countercyclical capital buffers
and sector-specific capital requirements, drawing on regional experiences where such tools have
moderated credit booms in real estate and other speculative sectors .

The implementation of these buffers must be transparent and rules-based to manage market
expectations, yet retain sufficient discretion for authorities to respond to unforeseen shocks. This dual
focus on both microprudential soundness and macroprudential resilience is essential for safeguarding
the Ghanaian banking system from endogenous and external shocks alike. Furthermore, strengthening
the resolution regime for distressed banks is imperative to reduce moral hazard and protect public funds.

Ghana’s recent banking sector clean-up underscored the costs of a weak resolution framework,
highlighting the need for a more robust legal mechanism that facilitates early intervention and orderly
failure . Legislation should explicitly provide for recovery and resolution planning, including clearer
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powers for supervisory intervention and a framework for bail-in instruments. This would not only limit
fiscal contagion but also reinforce market discipline by ensuring that shareholders and creditors bear
appropriate losses, thereby aligning Ghana’s practices with international standards and lessons from
other African jurisdictions.

Finally, achieving these regulatory ambitions necessitates a concerted investment in human capital
and regional cooperation. The Bank of Ghana requires a sustained programme for building specialised
supervisory skills in areas such as stress-testing, digital finance risk, and climate-related financial risks,
which are increasingly pertinent to stability . Concurrently, Ghana should actively champion and
participate in enhanced supervisory colleges and information-sharing agreements with its East African
counterparts, as financial integration and cross-border banking groups render purely national oversight
insufficient.

This dual strategy of domestic capacity-building and regional collaboration will fortify the
regulatory architecture, ensuring it is fit for purpose in an interconnected and evolving financial
landscape.

Conclusion

In conclusion, this analysis underscores that the pursuit of financial stability in East Africa is
fundamentally contingent upon the robustness of prudential standards and the efficacy of supervisory
enforcement. The regional experience demonstrates that while the adoption of Basel-inspired
frameworks provides a necessary foundation, their translation into resilient banking sectors is mediated
by domestic institutional capacity and the political will to enforce compliance. The contribution of this
policy brief lies in its contextual examination of this implementation gap, arguing that stability is not
merely a product of regulatory design but of supervisory practice and the mitigation of systemic risks
endemic to developing financial markets.

For Ghana, which shares analogous developmental challenges with its East African counterparts,
the most salient practical implication is the critical need to bolster supervisory independence and
resources to credibly oversee capital adequacy and risk management, moving beyond technical
transposition to assured enforcement. The preceding recommendations, focused on enhancing
supervisory autonomy, deepening risk-based supervision, and fostering regional coordination, provide a
tangible pathway for Ghanaian policymakers. Prioritising the development of a specialised cadre of
supervisors, insulated from political and industry pressure, appears paramount for ensuring that
prudential rules are not circumvented.

Furthermore, Ghana’s active engagement with East African Community (EAC) initiatives on
supervisory colleges and information exchange could accelerate its own capacity building while
fostering greater cross-border financial stability. These steps are not merely administrative but are
essential for safeguarding public confidence and ensuring that the financial system reliably serves the
real economy. Ultimately, the East African perspective suggests that the next phase of regulatory
development must address the qualitative aspects of governance and oversight with the same rigour
applied to quantitative capital rules.

Future work should therefore critically assess the impact of specific supervisory interventions on
bank risk-taking behaviour within the Ghanaian context, moving from structural analysis to outcome-
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based evaluation. The enduring lesson for Ghana and similar jurisdictions is that financial stability is a
dynamic construct, requiring regulators to evolve continually in anticipation of emerging risks, thereby
securing a financial system that is both resilient and conducive to sustainable economic growth.

Contributions

This policy brief makes a distinct contribution by analysing the harmonisation of prudential
standards within the East African Community (EAC) from a Ghanaian and broader West African
perspective. It provides a comparative assessment of supervisory practices, identifying transferable
lessons for regional financial integration efforts in Africa.

The analysis offers timely, evidence-based recommendations for policymakers, focusing on post-
2021 reforms and their implications for cross-border banking stability. By situating EAC experiences
within continental frameworks, it enriches scholarly discourse on the political economy of financial
regulation in Africa.
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