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Abstract 

The concept of corporate governance and its impact on sustainable growth and profitability of 

banks has been embraced worldwide. Whilst most studies on banks in Ghana were related the 

financial sector reforms to performance, no work has been done on the effect of the reform on 

corporate governance. Specifically, no study is known to have related privatisation to corporate 

governance of banks in Ghana. Meanwhile, such studies are relevant to evaluate whether the 

divestment of state ownership improved corporate governance of banks. Using the generalised 

agency theory combined with the institutional perspective, the study has established that the 

problems relating to privatisation and the corporate governance are complex and multi-

dimensional. Using desktop analysis, questionnaire surveys and case studies, this study examined 

how corporate governance changed since the banking sector privatisation in Ghana between 

1995 and 2000 and its possible effect (s) on the corporate governance outcomes. To effectively 

analyse how corporate governance in Ghanaian banks has changed since the sector privatisation, 

the thesis addressed the following research areas: the state of corporate governance before 

privatisation, how states continuous residual ownership affected corporate governance of banks, 

Ƙƻǿ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊǎΩ ƛƴǾƻƭǾŜƳŜƴǘ ƛƴ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŀŦŦŜŎǘŜŘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ ōŀƴƪǎ ŀƴŘ 

whether or not the ownership forms affected the internal control and risk issues differently. The 

state of corporate governance did not change significantly in state owned banks after the sector 

privatisation. The questionnaire survey and case studies showed that corporate governance 

weakness was widespread in state owned banks resulting in outcomes such as frauds, insider 

lendiƴƎ ŀƴŘ ǘƘŜ ŀōǳǎŜ ƻŦ ŘŜǇƻǎƛǘƻǊΩǎ ŦǳƴŘǎ ōȅ ŀƎŜƴǘǎ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ǇǊƛƻǊ ǘƻ ǘƘŜ ǎŜŎǘƻǊ 

privatisation before the sector privatisation. This however changed after divestment of 

ƎƻǾŜǊƴƳŜƴǘΩǎ ǎƘŀǊŜǎ ǎƻƳŜ ƻŦ ǘƘŜǎŜ ōŀƴƪǎΦ !ƭƭ ǘƘŜ ōŀƴƪƛƴƎ ŦƻǊƳǎ ǎǘǳŘƛŜŘ ŜȄǇŜǊƛŜƴŎŜŘ 

concentrated ownership due to the strategic privatisation adopted by government of Ghana. The 

studies confirmed that, the continued government influence adversely affected top management 

performance. For example COOP and NIB continued to use their pre-privatization top managers 

after privatization experienced more managerial entrenchment. Thus, continuity in top 

management from SOE to privatized firm reduced the likelihood of organizational restructuring, 

since managers lacked the skills or knowledge to introduce initiatives that enhance bank firm 

performance. It also confirmed that the continuous government residual ownership and 

interruption resulted in minimum restructuring and or persistence of old corporate structure, and 

limited management evaluations. As a result, corporate governance weaknesses such as poor 

internal control systems and poor risk persisted during and after the sector privatisation. These 

ǿŜŀƪƴŜǎǎŜǎ ƭŜŘ ǘƻ ǇǊƻōƭŜƳǎ ǎǳŎƘ ŀǎ ǊŜƭŀǘŜŘ ǇŀǊǘȅ ǘǊŀƴǎŀŎǘƛƻƴǎΣ ŦǊŀǳŘǎΣ ŀōǳǎŜ ƻŦ ŘŜǇƻǎƛǘƻǊΩǎ ŦǳƴŘǎ 

and sectoral lending. Even in partially privatised banks, the activities of cartels led to collusion and 

fraudulent practices during the study period. Privatised banks in the foreign control reported 
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stronger corporate governance structures before and after their acquisition of \government 

ǎƘŀǊŜǎΦ CƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊǎ ǿƘƻ ƘŜƭŘ ǎǳŦŦƛŎƛŜƴǘƭȅ ƘƛƎƘ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ǎƘŀǊŜǎ ƧǳǎǘƛŦƛŜŘ 

their combining ownership with degree of board control, in contrast to the state owned banks. 

FOBs studied registered no irregularities in top management after government buyout. FOBs 

Consistent with their reputation and experienced in the banking business, foreign investors 

ƳŀƛƴǘŀƛƴŜŘ ǎǘǊƛŎǘ ŎƻƴǘǊƻƭ ƻŦ ƳŀƴŀƎŜǊǎΩ ŀŎǘƛƻƴǎ ŀƴŘ ŜȄŜǊǘŜŘ ŎƭƻǎŜ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ƳŀƴŀƎŜƳŜƴǘ 

activities to ensure superior performance. Even the former SOB (SG-SSB) experienced no 

weaknesses after privatisation. This confirms that, when majority shareholdings were sold to 

foreigners, corporate governance improves. The findings also re-enforced the importance of the 

legal and regulatory enforcement in liberalised or privatised banking environments. Whilst it was 

the intention of the law to tackle agency problems between insider controller (controlling agents) 

and other stakeholders, the pre-privatisation regulation framework, paid insufficient attention to 

another type of agency problem. The empirical findings indicated weak and lax enforcement of 

the rules by the regulators. Poor enforcement of the regulation as reported by the cases negated 

any merits of the pre-privatization (1989) regulations. The corporate governance problems 

experienced appeared to have been curtailed by the post privatisation banking Act 673 of 2004, 

which was noted to be more robust and enforceable across ownership types. The new 

regulations, which set a new standard on the quality of bank owners, managers and internal 

control system, appeared be more effective in tackling corporate governance weaknesses in most 

banks, hence the near absence of poor corporate governance practices between 2004 and 2010. 

 

Keywords: corporate governance, privatisation, state-owned banks, foreign-owned banks. 
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Chapter One: Introduction and Research Description 

1.1 Background 

Economic reforms in the late 20th century brought a significant revolution in the global economy 

leading to a liberalisation and prudential regulation spree, which in turn emphasised the need for 

efficient and sound financial and banking sectors (Arun, 2004). This wave of economic reforms has 

also created millions of new owners whose financial fortune depends upon the performance and 

survival of the corporations in which they have invested. However, despite the implementation of 

these reforms, the results have been disappointing (Aryeetey et al., 1997; Brownbridge and 

Kirckpatrick, 2000). Scores of corporate failures including some famous ones such as Northern Rock, 

RBS, City Bank and others coupled with turbulent financial crises around the world, have generated 

renewed interest into the quality of corporate governance (CG), in financial institutions (John and 

Young, 2008; Griffin et al., 2009; Du Plessis et al., 2010; Ferrell et al., 2012). Financial firms demand 

much more attention to their governance, since their failure have far reaching systemic implication 

for economy at large (Winkler, 1998; Bhattacharyya and Purnanadam, 2012).  

Poor corporate governance of banks has been viewed as one of the structural weaknesses that were 

responsible for the onset of the IMF led Financial Sector Adjustment Programme (FINSAP) in 

developing countries, such as Ghana. For example, state owned banks (SOBs) are inadequately 

monitored by boards of directors in the absence of a strong market for corporate control. In these 

SOBs, controlling managers were said to have pursued their private interests relatively easily, often 

ŀǘ ǘƘŜ ŜȄǇŜƴǎŜ ƻŦ ƳƛƴƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘŜǊǎ ŀƴŘ ǘƘŜ ŦƛǊƳǎΩ ǇǊƻŦƛǘǎ ōŜŦƻǊŜ ǇŀǊǘ ƻƴŜ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ 

reform was implemented (Brownbridge and Gockels, 1996). Even though economic growth has 

rebounded after FINSAP despite seemingly limited progress in improving corporate governance 

(Antwi-Asare, 2000), this should not be taken as evidence that corporate governance of banks 

matters little in Ghana. Without strengthening corporate governance, economic growth is unlikely to 

be sustainable and may be vulnerable to another crisis in the future (Baumol et al., 2007; Boubakri 

et al., 2012). 

Understandably, Financial Sector Adjustment Programme (FINSAP) packages have given high priority 

to corporate governance reform. FINSAP measures have included improving specific governance 

mechanisms both within banking firms and in external mechanisms (such as regulatory reforms), and 
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strengthening the rights of small shareholders by making it easier for them to exercise such rights 

(Brownbridge and Kirkpatrick, 2002). Nevertheless, many people doubt that these corporate 

governance reforms measures have been taking root in the developing economies. They are 

sceptical that the IMF model (based on Anglo-American framework) will work in this highly 

concentrated ownership structure of banks after the sector deregulation.1 Critics observed that the 

changes introduced were superficial, because embedded institutional and socio-cultural norms and 

values limit the effectiveness of the newly instituted mechanisms (Nam, 2004). For instance, board 

of directors chaired by the controlling agents consisting largely of insiders and outsiders handpicked 

by the government is unlikely to challenge management proposals or enforce restructuring 

measures, especially in cultures that discourage overt opposition to authority (Berglöf and Roland 

1998; Peng et al., 2008).2 

In developing countries, issues such as weaker public and legal institutions, concentration of 

ownership, reliance on internal finance due to weak capital markets, the existence of special interest 

groups, dominant government ownership of banks and ineffective prudential regulation and 

supervision make it easier for banking agents and distributional cartels to misappropriate bank funds 

raising the risk of bank failures (Osman, 2003). Developing economies also lack takeovers that 

discipline poor performing managers and weak institutional investor monitoring (Berglöf and 

Claessens, 2006), may be due to conflicts of interest in the case of private investment funds and 

limited investment by public investment funds (Winkler, 1998). These poor responses to the FINSAP 

by the banks were attributed largely to the lack of the appropriate CG mechanism (Winkler, 1998; 

Nam, 2004). The development of a robust financial system requires trust between banks and 

stakeholders as there is ample opportunity for moral hazard and adverse selection. Without sound 

corporate governance in banks, such trust will not deepen, thereby impeding the growth of the 

market relationship, which is vital for developing a strong financial system (Winkler, 1998). The 

opaqueness of bank portfolios, broader extent of claimants, heavy reliance on debt, high social 

costs, and enhanced moral hazard, all support the case for urgent attention being directed towards 

banking sector governance (Oman, 2003).  

                                                           
1
This model based on shareholder sovereignty was questioned even in those countries where it originated (Gustavson et 

al., 2009). 
2
Evidence suggests a negative relationship between state ownership of banks and banking sector development and 

efficiency (Levine, 2003).  Typically, SOBs have larger NPLs than private banks (Mishkin, 2005). 
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1.2 Rationale of Study 

As part of the FINSAP, government of Ghana divest its shares or control in public banks under the 

sector-wide privatisation strategy between 1995 and 2000. Privatisation provides a paradigmatic 

example of the more general proposition that establishment of a market economy requires a change 

in the role of government rather than the elimination of all government action, with the new role 

being one that focuses on providing an environment within which the private sector can act 

effectively (Williamson, 1998).3 Thus, putting the private sector rather than the government in 

charge of determining who gets credit and at what price (Williamson and Mohar, 1998; Claessons at 

al., 2008).  

In attempt to cede banking sector business to private owners and or professional managers, the 

government of Ghana divested its shares in some public banks, management and advanced 

measures to regulate the liberalised sector in early in the 1990s. Relevant to this study are the 

ǊŜŦƻǊƳǎ ƳŀŘŜ ǘƻ ŘŜǊŜƎǳƭŀǘƛƻƴ ƻŦ ƻǿƴŜǊǎƘƛǇ ƻŦ ōŀƴƪǎ ǘƘŀǘ ƎŀǾŜ ǿŀȅ ǘƻ ŘƛǾŜǎǘƳŜƴǘ ƻŦ ƎƻǾŜǊƴƳŜƴǘΩǎ 

interest partially or fully. Secondly, bank autonomy was considered to be crucial, if market forces 

should work efficiently. Professional managers were made to control the bank business instead of 

politicians or bureaucrats from government ministries. Thus, by depoliticizing the firm, privatization 

separates politics, state management, and economic activities, thereby keeping the state out of day-

to-day business of privatized firms (Johnson, 2009; Hellman and Kaufmann, 2003). 

The effect of privatisation on corporate governance is therefore likely to depend on how control is 

allocated across types of owners during the privatization process. It is argued that corporate 

governance may be weaker in state-owned banks (SOBs) than in private banks because of some 

perculiar agency problems. SOBs have multiple objectives and many principals who have no clear 

responsibility for monitoring (Alchian 1965).4 Since there is no way for any single owner to sell 

shares of an SOB, individual owners or tax payer stand to gain or lose less from firm performance 

than private owners who can sell their shares, so owners of SOBs are less likely to effectively 

monitor management performance in SOBs (see  2.7.2 below). Alternatively, when government is 

the sole or concentrated owner, its agents are free to pursue inefficient goals and have lower 

                                                           

3
 It was discussed already that before reform the Ghanaian economy had a financial system of the sort that of Shaw (1973), 

characterized as "repressed". Literature generally looked at privatisation from two complementary change perspectives 
that establish a modern banking system capable of acting as the "brain of the economy" and allocating the economy's 
savings in the most productive way among different potential investments. 

4
 Strong government intervention may lead banks social and employment goals. For instance, government policies that 

seek to maximize social stability and employment (Fogel et al., 2008) may constrain {h.Ωǎ ability to undertake profitable 
ventures. 
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motivation to monitor management (Vickers and Yarrow, 1991; Boardman and Vining, 1992).  For 

example, SOB are said to have poorer corporate governance due to the weak incentives managers 

have to perform efficiently (Berglof and Roland, 1998; Liet al., 2008). Reasons stated were that, SOB 

managers do not face a market for their skills or a credible threat of losing their job for non-

performance, and bankruptcy, liquidation or hostile takeover are not credible threats for public firms 

(Berglof and Roland, 1998). Thus, SOBs may not adequately be monitored; leading to poor incentive 

structures, as there is no individual owner with the necessary incentives to engage in active 

monitoring (Clarke et al, 2005). In addition, the government appoints managers (bureaucrats) that 

maybe good at dealing with politicians but not necessarily at effectively facing competitive market 

conditions. The lack of adequate monitoring of these politically-oriented managers/bureaucrats will 

likely discourage management performance, thus hindering or delaying improvements in privatised 

or corporatized SOBs (Fan et al., 2007; Boubakri et al., 2008). Based on these observations, it can be 

hypothesized that government residual ownership in banks may be negatively related to good 

corporate governance.  

However, privatized firms may not perfectly mimic private firms (Stiglitz, 1999).  Some argue that if 

the root cause of poor SOB performance was an institutional environment (e.g. weak legal and 

regulatory enforcement) that hampered voters from holding politicians accountable, then 

privatization will be as prone to error as SOB management (Stiglitz, 2000).  For example, 

underdeveloped capital markets, weak court systems, inadequate procedures for bankruptcy or 

takeover will all prevent privatized firms from performing efficiently (Cook and Kirkpatrick, 1997).  

When majority bank shareholdings were sold to outsiders, especially to foreign investors, 

management monitoring improved (Claessen et al., 2001). Comparatively, foreign investors play a 

more active role than local investors in advocating better firm-level governance which may influence 

overall corporate governance quality (Ferreira and Matos, 2008). Foreign owners who are offered 

tranches in privatized firm are more likely to better monitor management performance, given their 

financial resources and managerial know-how they bring into the organisation.5 However, banks in 

developing economies will be less efficient if they are sold to their managers and workers since this 

may prevent necessary restructuring and limit capital infusion (Ayogu and Fosu, 2002). Local 

indigenous large owners may be hampered in their monitoring efforts because of the possible lack of 

                                                           
5
Micco et al (2004) find that the presence of foreign banks is associated with increased competitiveness of domestic banks. 

FOBs ŀǊŜ ōŜǘǘŜǊ ǘƘŀƴ ŘƻƳŜǎǘƛŎ ōŀƴƪǎ ŀǘ ƳƻƴƛǘƻǊƛƴƎ ΨƘŀǊŘΩ ƛƴŦƻǊƳŀǘƛƻƴ όŜΦƎΦ ŀŎŎƻǳƴǘƛƴƎ ƛƴŦƻǊƳŀǘƛƻƴΣ ŎƻƭƭŀǘŜǊŀƭ ǾŀƭǳŜύΣ ōǳǘ 
are noted to lend to safer and more transparent customers (Mian, 2006). Giannetti and Ongena (2007) documents that 
foreign presence can help mitigate connected lending problems and improve capital allocation. 
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resources and expertise to monitor their investments.6The banks may also have connections with 

ǘƘŜ ŎƻǳƴǘǊȅΩǎ ƎƻǾŜǊƴƛƴƎ ŜƭƛǘŜ ŀƴŘ Ƴŀȅ ōŜ ǎŜŜƪƛƴƎ ōǳǎƛƴŜǎǎ ƻǊ ǇƻƭƛǘƛŎŀƭ ŦŀǾƻǳǊǎ ƛƴ ǊŜǘǳǊƴ ŦƻǊ 

acquiescing with government requests.7Thus, large local institutional shareholders may not always 

use their influence through board representation to exercise control over management.  

 

While a large body of literature documents that agency conflicts resulting from the separation 

between ownership and control affect corporate governance (e.g., firm mentoring, restructuring, 

divestment, and mergers), an issue that ǊŜƳŀƛƴǎ ƭŀǊƎŜƭȅ ǳƴŜȄǇƭƻǊŜŘ ƛǎ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ǎƘŀǊŜƘƻƭŘŜǊǎΩ 

identity on corporate governance as an evidence of privatization (Boubakri et al., 2012; Djankov, 

1999). Understanding how new ownership identity affects monitoring and evaluation of 

management is important, as illustrated by the wave of government bailouts to contain the financial 

distress in the Ghanaian SOBs before and after FINSAP (Brownbridge et al, 2000). Whilst corporate 

governance in privatised or private financial organisations has dominated policy agenda in 

developed market economies for more than twenty years, it is now warming its way to the top of 

the policy agenda of developing economies. The Asian crisis and the relative poor performance of 

the banking sector in sub-Saharan Africa have made corporate governance a catchphrase in the 

development debate (Ayosu and Fosu, 2002). Ghana is increasingly embracing the concept of good 

corporate governance because of its ability to impact positively on sustainable growth and 

valuations and boost the bottom-line.  For example, studies on corporate governance of financial 

institutions have increased over the last fifteen years (Castellini and Agyemang, 2012; Badu, 2012; 

Brownbridge and Gockels, 1996; Mensah, 2004; Tsamenyi et al., 2007; McGee, 2009; Tshorhe et al, 

2011).  

However, there are no known studies that analysed the effects of privatisation on corporate 

ƎƻǾŜǊƴŀƴŎŜ ƛƴ DƘŀƴŀƛŀƴ ōŀƴƪǎΦ ¢ƻ ǘƘŜ ōŜǎǘ ƻŦ ǘƘŜ ǊŜǎŜŀǊŎƘŜǊΩǎ ƪƴƻǿƭŜŘƎŜΣ ǘƘƛǎ ǎǘǳŘȅ ƛǎ ǘƘŜ ŦƛǊǎǘ ǘƻ 

provide a detailed analysis of privatisation and corporate governance in the banking sector of Ghana. 

Although there were studies by Zorklui (2001) and Antwi-Asare (2000) analysing liberalisation and 

performance with respect to the banking sector, no study has so far analysed the relationship 

between privatisation and corporate governance specifically for the banking sector of Ghana. This 

doctoral thesis attempts to examine the effects of privatisation of state banks on corporate 

governance in the banking sector of Ghana.  

                                                           
6
See Arun and Turner, 2002; Ayogu and Fosu, 2002 

7
Local banks are also notably linked with politicians who increase the problem of moral hazards (Arun and Turner, 2002). 
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The study is expected to contribute significantly to the discourse on corporate governance of 

privatised banks in developing countries in general. It is also expected to become the reference point 

for future studies on corporate governance mechanisms within the Ghanaian banking sector. 

{ŜŎƻƴŘΣ ōȅ ǎƘƻǿƛƴƎ Ƙƻǿ ǎǘŀǘŜ ŀƴŘ ǇǊƛǾŀǘŜ ƻǿƴŜǊǎΩ ŎƻƴŘƛǘƛƻƴ ōŀƴƪǎΩ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜΣ ǘƘŜ 

ƭƛǘŜǊŀǘǳǊŜ ƛǎ ŜȄǘŜƴŘŜŘ ƻƴ ǘƘŜ ƛƳǇƻǊǘŀƴŎŜ ƻŦ ǘƘŜ ǎƘŀǊŜƘƻƭŘŜǊǎ ΨƛŘŜƴǘƛǘȅ όDǳŜŘƘŀƳƛ Ŝǘ ŀƭΦΣ нллфύΦ 

Finally, the study contributes to the literature on the institutional environment and ownership 

structure in privatized banks (Boubakri et al., 2005) by documenting that the legal and regulatory 

enforcement conditions the corporate governance practices of private banks (including  foreign 

owners). 

1.3 Objective 

The main objective of the study was to examine how corporate governance changed since the 

banking sector privatisation in Ghana between 1995 and 2000 and its possible effect (s) on the 

corporate governance outcomes. To effectively analyse how corporate governance in Ghanaian 

banks has changed since the sector privatisation, the thesis addressed the following research 

questions:  

i. What was the state of corporate governance before privatisation? 

ii. How did the states continuous residual ownership affect corporate governance of 

banks?  

iii. Iƻǿ ŘƛŘ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊǎΩ ƛƴǾƻƭǾŜƳŜƴǘ ƛƴ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŀŦŦŜŎǘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ 

banks?  

iv. Did the ownership forms affect the internal control and risk issues differently? 

1.4 Research Scope 

As previously stated, the purpose of this study is to analyse the effect of privatisation on corporate 

governance. To achieve this, commercial banks with a particular focus on banks with government 

residual ownership and banks acquired by foreign investors between 1995 and 2000 were 

considered. There are a number of reasons why this study focuses on banking sector. First, 

commercial banks hold the largest share of deposits in the Ghanaian banking sector, commanding 

close to eighty-five percent of the financial market share (BoG, 2009). Second, after a monopoly by 

state owned banks, financial sector privatisation and deregulation resulted in the licensing of a 

number private sector banks. As a result, there was a decrease in state banks and growth of foreign 
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and private indigenous banks in the 1990s. The effect of the privatisation on corporate governance 

of the free banks (privatised) provides a fertile ground for research. Third, a number of banks 

experienced pre-privatisation restructuring between 1991 and 1994 (presumably given operational 

autonomy) and, while private sector banks (foreign and local) were established as a result of the 

sector deregulation through a new licensing regime. The corporate governance should relate to the 

post-privatisation ownership concentration and ownership types. Fourth, banks with government 

residual ownerships suffered financial distress or collapsed after their privatisation. An analysis of 

the problems in these banks and comparison with foreign banks would be informative. Finally, the 

study also examines the need to put in place an appropriate regulatory framework prior to 

privatisation and deregulation, which could have prevented any possible corporate governance 

challenges or banking crisis. Privatisation without supportive arrangements regulation and 

supervision can easily lead to anti-social behaviour by bankers, of the forms referred to as "looting 

and gambling"(Williamson, 1998; Li et al, 2008; Pent et al, 2010).8  

The main study period was set between 1995 and 2000. The time of bank establishment is used as 

an important background. The study period covers the period from the pre- and post-privatization. 

Thus, between 1995 and 2000, that spans the period of the actual privatisation in the banking 

institutions in Ghana. Based on this timeline, the study was able to analyse privatisation, ownership 

structure and corporate governance aspects both before and after financial crisis in public banks in 

2000. 

1.5 Structure of thesis 

This thesis contains a total of nine chapters. Chapter 2 reviews literature on corporate governance, 

privatisation and the institutional perspective. It begins with a discussion on theories of corporate 

governance such as the agency theory and stakeholder of corporate governance. It then reviews 

literature on the extended agency theory, the institutional perspective and corporate governance of 

banks before moving on to literature on post privatisation ownership structure, Chapter 3 sets out 

the methodology chapter. After which chapter 4 highlight historical background to the analytical 

chapters and provides an overview of the banking sector. It dilates also on the privatisation 

performance of the banking sector before and after FINSAP. 

                                                           
8
 Thus, weak regulation and lax enforcement are pre-cursor to government expropriation, selfish and political (Doidge et 

al., 2009; Leuz, 2010; Clarke and Cull, 2003). 
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The five chapters which follow (Chapters 5-9) present the results of data analysis. Chapter 5 present 

the results from a questionnaire survey on the Ghanaian banking sector and provides an overall 

picture of change in corporate governance practices over the study period. In chapters 6, 7 and 8, 

the research questions are further addressed by a series of case studies. The case study chapters are 

employed in order to allow an in-depth analysis of selected banks. Three cases of state owned banks 

(privatised and or restructured) established before 1991 are studied in Chapter 6. Three foreign 

banks (privatised) established before 1991; Chapter 8 presented comparative analysis and Chapter 9 

outlines the concluding and recommendations. 
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Chapter Two: Corporate Governance: A Review of Literature 

2.1 Introduction 

The foundations of the Modern Corporation were boosted when new legislation defining 

corporation was passed. The key concept of this legislation was the creation of an entity with its own 

legal base (Mason et, al, 2007), being regarded as separate from the owners, yet holding many legal 

property rights, such as the ability to sign contracts, to sue and be sued, to own property, and to hire 

and fire. The consequence was that the spectacular growth of business led to the development of 

ideas concerning appropriate management and governance theories. However, strategies relating to 

the application of such theories to ensure the best interests of all the concerned parties from 

depositors to shareholders have been lacking. Researchers have placed importance in management 

and organisational theories with lesser focus on actual roles, behaviour and accountability of 

managers. The issue of Corporate Governance (CG) has been ignored until comparatively recently 

(Jensen and Meckling, 1998 and 2000). However, recent corporate failures in the business and 

financial sectors have brought this issue into focus (Oshinsky and Olin, 2005; Clark, 2008; Cole and 

White, 2012; and Berger et al., 2012).  Evidence for a relationship between privatisation and sound 

governance has been demonstrated by several researchers (Coffee, 1999; Dyck, 2000 and 2001; 

Boubakri et al., 2005, 2008 and 2009). It is therefore, appropriate and reasonable to consider what 

the term Corporate Governance actually means, and this is considered in the following section. 

The Ghanaian banking industry has been characterised by privatisation under FINSAP (including 

divestment of government shares and control in public banks), to encourage private ownership and 

or management. State ownership has not traditionally been concerned about the financial 

performance of investments, but rather with meeting social and political goals (Gerlack and Lincoln, 

2000; Williams, 2005). Consequently, governments have been less concerned about the role of 

boards of directors in maximising shareholder wealth (Gerlack et al, 2006; Roe, 2004 and 2012). This 

changed in the advent of banking sector crisis in the late 1980s. The regulatory framework 

implemented in 1990 allowed for private sector participation in ownership and or control of bank 

business. Privatization or divestment of government stake in banks therefore provides an interesting 

setting in which to understand corporate governance, because it is a discrete event that often leads 

to a drastic change in the ownership structure. Corporate governance could be seen as a response to 
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the agency problems that arise from the separation of ownership and control in a corporation 

(Lawton, 2002 and 2012). 

This chapter is organised as follows; the next section is a general overview of literature on corporate 

governance. In this section, the various definitions and models of corporate governance are 

presented. The following section after this discusses the nature of banks and literature on corporate 

governance of banks. The section after this discusses the conceptual framework adopted in this and 

the last section summarises the chapter. 

2.1.1 Defining corporate governance 

/ƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ŀǎ ŀ ǇŀǊŀŘƛƎƳ ŘŀǘŜǎ ōŀŎƪ ǘƻ !ŘŀƳ {ƳƛǘƘΩǎ όмттсύ ǎŜƳƛƴŀƭ ǇǳōƭƛŎŀǘƛƻƴ ǘƘŜ 

Wealth of Nations in which he expressed the fear that the level and quality of vigilance 

demonstrated by managers would be far less than that displayed by the shareholders of a firm. 

Corporate Governance therefore deals with concerns that one or more parties involved with 

organisational decision-making may not behave in the best interest of the organisation and 

associated parties (OECD, 2000). However, it is Berle and Means (1932), whose ideas evolved around 

the growing separation of power between the executive management of the major public 

companies and their shareholders, who are considered to be the pioneers in the contemporary 

thinking about CG. Later studies by Jensen and Meckling (1976) developed the agency theory which 

has become central to current debate on corporate governance. 

The stakeholder theory is concerned with broader governance structures, governance mechanism 

include a wide range of institutional arrangements such as a set of strict accounting standards and 

financial disclosure requirements, highly developed capital markets and specialised financial 

institutions, a significant corpus of law and regulations, and well-functioning labour markets, etc 

(Roe, 2004).  

From the finance perspective, providers fund to the corporations require assurances that their 

investments are both productive and protected (Shleifer and Vishny, 1998). Effective CG is about 

providing those assurances sustainably. Although, from a theoretical point of view, one may 

subscribe to the broader stakeholder perspective, this study concentrates on relationships (formal 

institutional) between shareholders, managers of banks (Including BODs) and regulatory agents, to 

keep the empirical analysis focused. With privatisation of state banks, the issue of new owners and 

the managers is crucial, because the states dual role of management and regulation has been 

curtailed. 
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2.2 Theory of Corporate Governance 

Neuman (2007) defines a theory as a system of interconnected ideas that condense and organize 

knowledge about the world. The issue of corporate governance has come to prominence in various 

fields such as finance, economics, accounting, law, management, organizational behaviour and so 

on. There are several theories adopted in the corporate governance, but this research concentrates 

on two main streams of them: one is agency theory which is based on the interests of shareholders; 

the other is stakeholder theory which is based on the profits of all the stakeholders.9 

Of the two conceptions the first seems to be dominant, especially in the Anglo-Saxon environment. 

In a somewhat different perspective the various corporate institutional systems prevailing in 

different countries may be seen, whoever are the principals, as different methods to deal with the 

problem of the separation of ownership and control. The second part of the present section is 

dedicated in particular to the consideration of the latter issue in the specific framework of the 

stakeholder view. 

2.2.1 Agency Theory 

 

The theoretical underpinnings of the agency theory were largely developed from the classical thesis, 

ά¢ƘŜ aƻŘŜǊƴ /ƻǊǇƻǊŀǘƛƻƴ ŀƴŘ tǊƛǾŀǘŜ tǊƻǇŜǊǘȅέ ōȅ .ŜǊƭŜ ŀƴŘ aŜŀƴǎ όмфонύ ǿƘƛŎƘ ŘŜǎŎǊƛōŜ ǘƘŜ 

fundamental agency problem in modern firms where there is a separation of ownership and control. 

This separation of ownership and control may result in the divergence from the corporate objective 

of maximising shareholder wealth because managers (agents) have the opportunity to act in their 

own self-interest rather than the interests of shareholders (Lawton, 1996 and 2002). The principal-

agent problem is the key issue of corporate governance. The agency relationship is a contract in 

which one or more persons (the principal/s) engage another person (the agent) to take actions on 

behalf of the principal(s). This engagement involves the delegation of some decision-making 

authority to the agent. As a result of the conflicts and congruencies between external providers of 

capital (principals) and the manager of the firm (agents) and also between large (both internal and 

external) and small shareholders, Shleifer and Vishny (1997) suggests that the concentration levels 

of ownership is an important factor in the monitoring of managers by shareholders. The theory also 

assumes that each of the players (whether principal or agent) will attempt to maximise their own 

wealth through either self-interestedness or opportunism (Djankov et al, 2008). Opportunism is seen 

                                                           
9
The corporate governance debate is often polarized between supporters of the shareholder model (Contractarians/Neo-

classics) and those of the stakeholder model (Communitarians/Networkers) raising concerns about the credibility and 
validity of such a dichotomised approach. 
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as a deliberate hidden operation of the agent based on asymmetrical information to achieve 

personal benefit at the expense of other parties to the contract (Fan et al, 2007). 

 

The position by Gomez-Meija et al (2007) makes explicit assumption of self-interestedness of 

organisational actors, which may not necessarily reflect opportunism. In this context, opportunism 

ǎǳŎƘ ŀǎ ǘƘŜ ŀōǳǎŜ ƻŦ ŘŜǇƻǎƛǘƻǊΩǎ ŦǳƴŘǎ ōȅ ōŀƴƪ Ƴŀnagers or insider loans is viewed as an adaptation 

ƻŦ ƻƴŜΩǎ ŀŎǘƛƻƴǎ ǘƻ ŎƛǊŎǳƳǎǘŀƴŎŜǎ ƛƴ ƻǊŘŜǊ ǘƻ ŦǳǊǘƘŜǊ ƻƴŜΩǎ ƛƳƳŜŘƛŀǘŜ ƛƴǘŜǊŜǎǘΣ ǿƛǘƘƻǳǘ ǊŜƎŀǊŘ ǘƻ 

principles or consequences. According to Jensen and Meckling (1976), since the interests of the 

agents and principals are often different, there are some costs connected with the relationship 

ǿƘƛŎƘ ƴŜŜŘ ǘƻ ōŜ ǎǇŜƴǘ ƛƴ ƻǊŘŜǊ ǘƻ ƭƛƳƛǘ ǘƘŜ ΨŜŦŦƻǊǘ ŀǾŜǊǎƛƻƴΩ ōȅ ƳŀƴŀƎŜǊǎΦ ¢ƘŜ ŜȄǇŜƴǎŜǎ όΨŀƎŜƴŎȅ 

ŎƻǎǘǎΩύ ŀǊŜ ƛƴŎǳǊǊŜŘ ŀǎ ǇǊƛƴŎƛǇŀƭǎκƻǿƴŜǊǎ ŜƴǎǳǊŜ ǘƘŀǘ ŀƎŜƴǘǎκƳŀƴŀƎŜǊǎ ŀŎǘ in their principals 

interests (Jensen and Meckling, 1976). The agency costs include monitoring expenditure by the 

principal such as auditing, budgeting, control and compensation systems, bonding expenditure by 

the agent and residual loss due to divergence of interests between the principal and the agent. The 

level of the costs will depend on the ability of the principal to find an appropriate solution to 

reducing information asymmetries through measuring managerial performance, determining 

effective incentives, as well as implementing rules and regulations to limit unwanted behaviour or 

moral hazard (Faccio and Stolin, 2006, Gomez-Meija et al. 2007). Whilst achieving zero agency costs 

is practically impossible, as the marginal costs of doing so will eventually be higher than the 

accompanying benefits of perfect alignment (Jensen et al. 1976), monitoring and incentives intends 

to minimize them (Shapiro 2005). In this regard, the separation of ownership and control in a firm 

Ŏŀƴ ōŜ ǾƛŜǿŜŘ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ άŜŦŦƛŎƛŜƴǘ ŦƻǊƳ ƻŦ ŜŎƻƴƻƳƛŎ ƻǊƎŀƴƛȊŀǘƛƻƴέ όCŀƳŀΣ мфулΤ Leeladhar, 

2004).  

One of the conditions which cause the occurrence of the agency problem in firms is information 

asymmetry. By virtue of residual control of the company, managers often have better information 

about the firm compared to other stakeholders. The consequence of this is that management often 

end up with significant influence over how to allocate investor funds. Dispersed shareholders may 

not have the capacity or ability to access information relating to mismanagement or fraud by 

managers (Mwiti, 2003). The expropriation of funds by managers can take place in various ways, 

including managers overpaying themselves, tunnelling and insider trading for self-enrichment, 

engaging in unprofitable but power enhancing projects or staying on the job even though they are 

no longer competent (Dyck, 2001). 
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The nature of ownership of firms in Anglo countries such as US, Canada, UK and Australia has further 

complicated the principal-agency problem. In these countries, institutional investors own the 

majority of shares in most of the largest publicly traded firms, unlike in continental Europe and 

Japan.10 The problem with institutional ownership is that their investment managers are fiduciary 

agents of the beneficial owners which create the problem of agents representing agents (Jensen & 

Meckling (1976). In summary, the agency theory is based on the primacy of shareholder value and 

assumes that human behaviour is opportunistic and self-serving. As a consequence, the agency 

theory predicts that governance mechanisms are important to put disciplinary effects on managerial 

behaviour and ensure that managers act in the best interests of shareholders. One important 

assumption of the agency theory is that firms are widely held, with dispersed shareholding (wƛŘƭŜȅπ

Duff, 2007). However, this is not the case in developing countries and is also not the reality in 

developed countries (La Porta et al, 1998; Tricker, 2012). 

 

Thus, the theory is based on the primacy of shareholder value and assumes that human behaviour is 

opportunistic and self-serving11. By virtue of residual control of the company, managers often have 

better information about the firm compared to other stakeholders. The consequence of this is that 

management often end up with significant influence over how to allocate investor funds. Dispersed 

shareholders may not have the capacity or ability to access information relating to mismanagement 

or fraud by managers (Mwiti, 2003). The expropriation of funds by managers can take place in 

various ways, including managers overpaying themselves, tunnelling and insider trading for self-

enrichment, engaging in unprofitable but power enhancing projects or staying on the job even 

though they are no longer competent (Dyck, 2001). This implies that the actions of directors, acting 

as agents of shareholders, must be checked to ensure that they are in the best interests of the 

shareholders. Thus, the agency theory predicts that governance mechanisms are important to put 

disciplinary effects on managerial behaviour and ensure that managers act in the best interests of 

shareholders.  

However, the agency theory and its assumption of self-interestedness has been criticised for being 

too narrow in its analytical focus since shareholders are not the only ones who make investments in 

a corporation (Vives, 2000; Arun and Turner, 2003). There are other different resource providers 

with a potential to affect the economic performance of a firm. The theory ignores on-going 

                                                           
10

In 1994, institutional Investors, such as pension and mutual funds collectively owned more than 57 percent of the top US 
1,000 firms (Hawley and Williams 1996). 
11

 Though the theory opines that people are self-interested rather than altruistic and cannot be trusted to act in the best 
interests of others, others argue that people seek to maximize their own utility. The agency theory presents the 
relationship between directors and shareholders as a contract (Adams, 2002).  
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interaction between choices made and the context in which they are embedded (Muller, 1995). He 

described it as a static corporate governance analysis. However, a dynamic thinking of the corporate 

governance mind-set should encourage the multiplicity of corporate governance reality and pluralist 

claims in theorising and analysis based on the observation that one size cannot fit all (Letza and Sun, 

2002). For example, in the analysis of corporate governance in banks, it has been argued that the 

unique nature of banks requires a broader stakeholder view, which encapsulates shareholders, 

regulators and depositors (Arun, 2004 and Caprio, 2003). Thus, a more holistic view of corporate 

governance systems that is embedded in larger institutional, legal frameworks and stakeholders are 

becoming prominent (Davis and Marquis, 2005). 

2.2.2 Stakeholders Model 

This model is regarded as the most fundamental challenge to the principal-agent model since it 

emphasizes that the purpose of firm should be defined broader than the mere maximization of 

shareholder welfare. Blair suggests that stakeholders, such as employees, have a residual risk in the 

firm and therefore should have a more important governance role12. Thus, corporate governance 

should refer to the design of institutions to make managers internaƭƛȊŜ ŀƭƭ ǎǘŀƪŜƘƻƭŘŜǊǎΩ ǿŜƭŦŀǊŜ 

ό±ƛǾŜǎΣ нлллύΦ hǘƘŜǊ ǇŀǊǘƛŜǎΣ ǿƘƻ ƘŀǾŜ ƛƴǘŜǊŜǎǘǎ ƛƴ ǘƘŜ ŦƛǊƳΩǎ ƭƻƴƎ-term success, should also be taken 

ƛƴǘƻ ŀŎŎƻǳƴǘ ǿƘŜƴ ŀ ŦƛǊƳΩǎ ƻōƧŜŎǘƛǾŜ ŦǳƴŎǘƛƻƴ ƛǎ ŘŜŦƛƴŜŘΦ ¢ƘŜǎŜ ǎǘŀƪŜƘƻƭŘŜǊǎ ƛƴŎƭǳŘŜ ŜƳǇƭƻȅŜŜǎΣ 

suppliers and customers. Supporters of this model believe that this stakeholder approach is more 

equitable and socially efficient (Keasey et al., 1997; Philip and Freeman, 2003).13 

In this regard, the goal of the directors and management should be made to maximise total wealth 

creation while aligning the interests of critical stakeholders with that of shareholders (Blair, 1995). 

The stakeholder model views corporate governance as important in encouraging co-operation 

amongst stakeholders in creating wealth, jobs and the sustainability of financially sound enterprises 

(OECD, 1999). Freeman (1984) who is often credited with the development of the stakeholder 

theory defines stakeholders as those individuals whose support is essential for the continuation of 

ǘƘŜ ŦƛǊƳΩǎ ŜȄƛǎǘŜƴŎŜΦ 

                                                           
12

 ¢ƘŜ /ŀŘōǳǊȅ wŜǇƻǊǘ όмффнύ ŀƭǎƻ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ǿƘƛƭŜ ǘƘŜ 5ƛǊŜŎǘƻǊΩǎ wŜǇƻǊǘ ƛǎ addressed to the shareholders, it is also 
important to a wider audience including employees. 

 

13
The model also holds that corporations should be socially responsible institutions managed in the interests of the public. 

In this regard, the goal of the directors and management should be to maximise total wealth creation while aligning the 
interests of critical stakeholders with that of shareholders (Blair, 1995).  
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In terms of economic relations, firms face situations described in the well-known Game theory, i.e. 

ŎƻƻǇŜǊŀǘƛǾŜ ƎŀƳŜǎ ƻǊ ǇǊƛǎƻƴŜǊΩǎ ŘƛƭŜƳƳŀΦ ¢ƘŜ ŜǎǎŜƴŎŜ ƻŦ ǘƘŜ ǘƘŜƻǊȅ ƛǎ ǘƘŀǘ ǘƘŜ ƻǳǘŎƻƳŜ Ƴŀȅ ƴƻǘ 

only depend on the choices made by one person, but also on the strategies selected by other 

participating parties (Walker1a et al., 2002). Game theory concludes that full-cooperation maximizes 

ǘƘŜ ǇŀǊǘƛŎƛǇŀƴǘǎΩ Ƨƻƛƴǘ ǇŀȅƻŦŦǎ ōǳǘ ŎƻƴŎŜŘŜǎ ǘƘŀǘ ŎƘŜŀǘƛƴƎ ǊŜƳŀƛƴǎ ǘƘŜ ŘƻƳƛƴŀƴǘ ǎǘǊŀǘŜƎȅ ƛƴ ŀ ƻƴŜ-

shot game. Advocates of this model believe that ethical treatment of stakeholders will benefit the 

firm because trust relationships are built with stakeholders. Therefore, in order to achieve the 

maximum efficiency in the costs of social association the long-term contractual associations 

bŜǘǿŜŜƴ ŀ ŦƛǊƳ ŀƴŘ ƛǘǎ ǎǘŀƪŜƘƻƭŘŜǊǎ ŀǊŜ ƴŜŎŜǎǎŀǊȅ όƪŜŀǎŜȅ Ŝǘ ŀƭΦΣ мффтύΦ ¢ƘǳǎΣ ŀ ŦƛǊƳΩǎ ŎƻƴǘǊŀŎǘǎ ǿƛǘƘ 

its stakeholders involve co-ǎǇŜŎƛŀƭƛȊŜŘ ƛƴǾŜǎǘƳŜƴǘǎΣ ǿƘƛŎƘ ƎŜƴŜǊŀǘŜ άǉǳŀǎƛ-ǊŜƴǘΦέ Lƴ ƻǊŘŜǊ ǘƻ ǇǊŜǾŜƴǘ 

participants from attempting to increase their shares, mechanisms needs to be devised to overcome 

such problem.  

When analysing corporate governance of banks, the stakeholder approach is often projected as the 

appropriate theoretical framework since banks have other critical stakeholders such as depositors 

and regulators in addition to the shareholders (Macey and O'hara, 2003). However, one of the major 

criticism of the stakeholder model has been that it is difficult, if not impossible, to ensure that these 

wider objectives are fulfilled. The broad nature of the stakeholder theory has also been subject to a 

lot of criticisms. Sundaram and Inkpen, (2004) and Sternberg (1997) have argued that the 

stakeholder theory replaces the accountability of business to shareholders, with accountability to 

everyone and therefore to no one. Sternberg (1997) also argues that the stakeholder theory is 

incompatible with corporate governance, since it denies that corporations should be accountable to 

their shareholders, and as a result, it has no common and effective standard against which corporate 

agents can be judged. Jawahar and McLaughlin (2001) have also cautioned that many proposals of 

the stakeholder theory rely on variables which have been mixed and linked with a set of stake holder 

related performance variables, without any theoretical linkage. Thus, the approach may not able to 

be developed into an effective and testable theory.  

From the discussions so far, the two models have their own perceived causes of corporate 

governance problems and solutions thereto. The principal-agent model believes the agency 

problems caused by the separation of ownership and control is the reason behind corporate 

governance problems. The stakeholder model blames narrowly defined corporate objective as the 

ŎŀǳǎŜ ŦƻǊ ǇǊƻōƭŜƳǎΦ IƻǿŜǾŜǊΣ ǘƘŜ ǊŜǎŜŀǊŎƘŜǊ ŘƛŘ ƴƻǘ ŎƻƴǎƛŘŜǊ ǘƘŜ άǿƘƻǎŜ ƛƴǘŜǊŜǎǘ ǘƘŜ ŎƻƳǇŀƴȅ 

ǎƘƻǳƭŘ ōŜ Ǌǳƴέ ŀǎ ǘƘŜ ǇƛƴƴŀŎƭŜ ƻŦ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜΣ ǊŀǘƘŜǊΣ άƘƻǿ ŜŦŦƛŎƛŜƴǘ ǘƘŜ ŎƻƳǇŀƴȅ Ŏŀƴ ōŜ 
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Ǌǳƴ ƛƴ ǘƘŜ ƛƴǘŜǊŜǎǘ ƻŦ ǘƘŜ ǇŀǊǘƛŎƛǇŀǘƛƴƎ ƻǊ ƛƴǘŜǊŜǎǘŜŘ ǇŀǊǘƛŜǎέ14. With interested parties not limited to 

the owners and managers, extended agency perspective appeared to have offered a better 

deterministic approach to understand corporate governance of banks.  

2.3 Combining the traditional agency theory with the Institutional theory 

 

The one size fits all Anglo-Saxon theoretical approach to corporate governance has been criticized as 

ignoring the continuous and on-going interaction between choices made and the context in which 

they are embedded (Muller, 1995; John et al., 2008). Based on this approach, shareholding or 

stakeholding is pushed as a true representation of what seems to be an optimal and universal 

reality. However, a progressive way15 of thinking encourages the multiplicity of corporate 

governance reality and pluralist claims in theorising and analysis based on the observation that one 

size cannot fit all (see 2.2.3). 

 

There are several reasons why this framework was adopted for this study. First, most studies 

ŀƴŀƭȅǎƛƴƎ ǘƘŜ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ ōŀƴƪǎ ƘŀǾŜ ƘƛƎƘƭƛƎƘǘŜŘ ǘƘŜ ƭƛƳƛǘŀǘƛƻƴǎ ƻŦ ǘƘŜ ΨǘǊŀŘƛǘƛƻƴŀƭΩ 

agency theory based on its focus on the primacy of shareholder value at the expense of other 

stakeholders such as depositors and regulators (Adam and Mehran, 2003; Arun and Turner, 2004, 

2009). As discussed already, besides agency problems between shareholders and managers, agency 

problems in banks can also be experienced in two other areas. Agency problems can exist between 

managers and other stakeholders due to differences in preferences and also between bank owners 

and depositors (discussed above). A generalised agency theory would be able to capture all three 

types of agency problems. 

 

Meanwhile, previous studies agree on the usefulness of institutional theory in extending models 

ǿƛǘƘƛƴ ŀƴ ŀƎŜƴŎȅ ǘƘŜƻǊŜǘƛŎŀƭ ŦǊŀƳŜǿƻǊƪ ŘǳŜ ǘƻ ǘƘŜ ŎƻƴǘŜȄǘǳŀƭ ƛƴŦƭǳŜƴŎŜǎ ǘƻ ŀǎǎƛǎǘ ƛƴ ŜȄǇƭŀƛƴƛƴƎ ΨƪŜȅ 

ŎƻƴǎǘǊǳŎǘǎΩ ǎǳŎƘ ŀǎ ǘƘŜ ƴŀǘǳǊŜ ƻŦ ǎŜƭŦ-interest and the oversight responsibility available to principals 

(Aguilera and Jackson, 2003). Institutional arrangements such as organisational and national culture 

or regulatory frameworks might have an impact on how the agency problem is construed. 

Williamson (1998) has offered frameworks regarding the role of institutions in corporate governance 

that are based in a rational actor model of corporate governance. In this regard, self-interested 

individuals, as envisaged by the agency theory, might prefer to cooperate rather than be 

                                                           
14

 A healthy company should be in the interest of both the financiers and society at large (Ameza, 2005).  
15
/ƻƴǘƛƴǳƻǳǎ ŀŎǘƛƻƴΣ ƻǇŜǊŀǘƛƻƴǎΣ ƻǊ ǎŜǊƛŜǎ ƻŦ ŎƘŀƴƎŜǎ ǘŀƪƛƴƎ ǇƭŀŎŜΩ ǊŀǘƘŜǊ ǘƘŀƴ ǎǘŀǘƛŎ ǇƘŜƴƻƳŜƴƻƴ ŜȄƘƛōƛǘŜŘ ōȅ ǘƘŜ 

traditional theory. 
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opportunistic (Nanka-Bruce, 2009, 2011). This will lead to conformity by the actors to basic 

principles and consequences which serve to link the agency theory with the institutional theory 

(Gomez-Meija et al, 2005). However, the unique challenges within developing country context, such 

as weak legal and regulatory systems, corruption and government interference in banks, require a 

contextualised discussion on how these factors affect corporate governance in developing countries. 

The next section discusses the importance of the institutional approach as a supplementary theory 

to this analysis. 

2.3.1 The Institutional Perspective 

Though definitions vary, institutions comprise norms, regulations, and laws that establish the rules 

of the game or condition and or modify the behaviour of individuals and groups making their actions 

more predictable to others (Shirley, 2005). They do so through formal rules that include laws, 

contracts and the like, as well as through informal means such as social norms and conventions that 

evolve over time.  It is worth indicating here that, the use of institution is quite different to that 

where it is taken as synonymous with organization. Institutions according to North (2000) are 

humanly derived constraints that structure human interaction including formal constraints such as 

constitutions and laws and informal constraints, such as norms, conventions and self-imposed codes 

of conduct. Institutions are the rules of the game in a society, while organizations are the players. 

Institutions can therefore be taken as being constitution, and sets the rules by which the game is 

played.  

In addition to the brief insights on institutions, two other perspectives relevant to the research are 

reviewed subsequently. The first, explored, is the property rights approach. This approach points out 

one crucial difference between private and public firms. The practical difficulties in transferring 

ownership rights among individuals in the public sector and the relative ease of such transactions 

with private assets which includes, the ability of owners (citizens) to monitor their agents (elected 

ƻŦŦƛŎƛŀƭǎΩ ŀƴŘ ōǳǊŜŀǳŎǊŀǘǎΩύ ōŜƘŀǾƛƻǳǊΦ  !ƭŎƘƛŀƴ όмфсрύ ǇǊŜŘƛŎǘŜŘ ǘƘŀǘΣ ƎƻǾŜǊƴƳŜƴǘ ƳŀƴŀƎŜǊǎ ǿƛƭƭ ƴƻǘ 

organize the inputs under their direction in such a way, as to maximize the wealth of the tentative 

owners, the general citizenry. This presupposes that, state owned enterprises (SOEs) will be less 

ŜŦŦƛŎƛŜƴǘΣ ǘƘŜƛǊ ƳŀƴŀƎŜƳŜƴǘ ǿƛƭƭ ŜƴƧƻȅ άǉǳƛŜǘŜǊ ƭƛǾŜǎέ ŀƴŘ ōŜŎŀǳǎŜ ƻŦ ǘƘƛǎ ǘƘŜ ǇǳōƭƛŎ ǿƛƭƭ ƎƛǾŜ ǘƘŜƳ 

lower levels of discretion than their colleagues in private firms (Durven and Fauver, 2009).  

Alchian and Demestz (1972) argue that private ownership provides undisputed property rights and 

this, in turn, ensures that the firm is run more efficiently than SOEs, none of whose stakeholders 

have a clear right over its assets and profits. Thus, managers of a privately owned firm would always 
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be induced to perform efficiently because they would otherwise become vulnerable to takeovers, 

leading to loss of control for the incumbent management (Fama, 1980). Management of SOEs, on 

the other hand, would be immune from such discipline, and hence may be more interested in 

furthering their own interests rather than adding to the efficiency and profitability of these firms 

(Vickers and Yarrow, 1994).  Hart, et al., (1997) argue that, indeed, the management of SOEs has 

weak incentives to take decisions that lead to cost reduction or innovation, implying, therefore, that 

private ownership of productive assets is more desirable.  

The second one considereŘ ƛǎ άtǳōƭƛŎ /ƘƻƛŎŜ ŀǇǇǊƻŀŎƘέ ǘƘŀǘ ŎƻƴŎŜƴǘǊŀǘŜǎ ƻƴ ǇƻƭƛǘƛŎŀƭ Ŏƻŀƭƛǘƛƻƴǎ ŀƴŘ 

their effect on input usage, reward and/or product characteristics. The approach emphasizes the 

importance of the political system as a set of institutional arrangements that shape the behaviour of 

politicians and interest groups by providing incentives and constrains (Laffont, 2001). However, 

Gropp and Köhler (2010) argue that government officials maximize their own utility and government 

ownership and management of firms can lead to persistence of inefficiencies. This argument seems 

especially valid for the case of enterprises with state ownership. Given the relative loose monitoring 

of SOEs by the political review authorities, a rational position for the latter given the gain-sharing 

may result in poor monitoring, managers will likely indulge their taste for security more than those 

in private firms. Public choice analysts believe that simply changing decision-makers will not make 

significant lasting alterations to government behaviour (Rosen, 2008). Thus, in a partially privatised 

firm, the residual income is of an economic magnitude set arbitrarily by the bureaucracy 

(Williamson, 1998), and the firm may not have rights to dispose of their assets.  

It presupposes that, bureaucracy exercises residual-income rights and control rights on behalf of the 

whole people; there is no incentive for it to act in their interests (Megginson and Netter, 2001).  On 

the contrary, there was room for bureaucrats, who are agent-owners of state firms, to serve their 

own interests without bearing the costs of such behaviour (Fan et al, 2007).  On the other hand, 

private or privatised banks find themselves in the hands of the freed managers that may gamble with 

ŘŜǇƻǎƛǘƻǊǎΩ ƳƻƴŜȅΦ Lǘ is important that institutions are designed to restrain the public and private 

actors that may pursue their own selfish agenda. In so doing, investors and depositors can 

reasonably be sure that management decisions will be in their interest.  

2.3.1.1 Isomorphism 

It is assumed above, that actors are selfish, utility maximising individuals such as the freed managers 

who pursue self-interests and build economic institutions to solve the problems such as reducing 

transaction costs, and managing the principal agent relations is closer to the generalised agency 
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theory assumptions of self-interestedness (see 2.21 and 2.2.2). It has been argued that the most 

relevant and promising corporate governance research seeks to understand the institutional context 

in which it occurs, in contrast to the traditional agency or transaction cost perspective (Dharwadkar 

et al., 2000; Macher and Richman, 2008). Extending the generalised agency theory with 

institutionalism is therefore important in understanding the formal and informal rules and context in 

which the agency theory is analysed.  

A critical assumption within the institutional theory is that all social actors are seeking legitimacy, 

and or reinventing legitimacy norms within the institutional environment (North, 1990). This 

constraining mechanism that forces one unit in a population to resemble other units that face the 

same environmental conditions causing similarity of structure, thought, and action is referred to as 

isomorphism (DiMaggio and Powell, 1983). Three types of isomorphism have been identified in 

sociology by these authors in their pioneering study. They are coercive, mimetic and normative 

isomorphism. The first two of these theoretical constructs are relevant to the analysis made in this 

thesis.  

 

i.  Coercive Isomorphism 

One of the major influencers of adherence to effective corporate governance within a national 

economy will be the presence of institutions that can force and/or coerce organizations into 

transparent and fair governance practices (Radaelli, 2000). The primary motivation is to conform to 

the demands made by powerful constituents and stems from a desire for legitimacy as reflected in 

the political influences exerted by other organizations.  These influences can be formal or informal 

and may include persuasion as well as invitations to join in collusion.  If the influencing group has 

sufficient power, change may be mandated16.  

This pressure is often made and enforced by the state and public authorities and firms are punished 

for non-performance. Based on this assumption, one of the major influences of adherence to 

effective corporate governance will be the presence of institutions that can force or coerce 

organisations into transparent and fair governance practices (Radaelli, 2005; Yamak and Süer, 2005). 

Having a well-defined regulatory and legal framework with good enforcement standards can be 

thought of as a way to force economic actors to observe the rules and not engage in questionable 

behaviour. In the absence of a strong legal and regulatory environment, property rights will suffer, 

minority shareholders will be abused and moral hazards for owner managers will increase (La Porta 

                                                           
16

 Change is imposed by an external source such as a powerful constituent (e.g., customer, supplier, and competitor), 
government regulation, certification body, politically powerful referent groups, or a powerful stakeholder.   
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et al., 2000). In the context of this study, government deregulation and divestiture in banks, made 

the role of regulatory agents and rule enforcement very crucial to prevent expropriation of the 

minority shareholders and/or compel the new actors to conduct their operations in a responsible 

manner. 

 

Arun (2004) and Glaeser et al., (2004) argued that, success of the reform depends on the genuine 

efforts of government to ensure good governance. For example, government and its agencies make 

ǘƘŜ ƴŀǘƛƻƴΩǎ ǊǳƭŜǎΣ ƛƴ ǘƘŜ ŦƻǊƳ ƻŦ ƭŀǿǎ ŀƴŘ ǊŜƎǳƭŀǘƛƻƴǎΣ ŀƴŘ Ƴŀȅ ŜƴŦƻǊŎŜ ǘƘƻǎŜ same rules with 

varying degrees of success17. An institutional theory perspective therefore suggests banks may pay 

more attention to their CG practices because of the potential and practical repercussion they face 

from the legal and regulatory agents. Under such environment, banks may show that they are trying 

to improve their governance practices. Thus, board and management reforms may be motivated not 

only by economic motives but to some extent institutional pressures. In these regards, the two 

theories can play complementary roles in shaping the behaviour of internal and external interest 

groups by providing incentives and constraints. 

ii. Mimetic Isomorphism 

Mimetic isomorphism refers to the tendency of social actors to imitate other social actors that are 

viewed as successful and legitimate18. This occurs when social actors imitate other social actors, 

which are viewed as successful and legitimate. Imitation may occur for competitive reasons 

(Wallsten, 2001) or in ambiguous and uncertain situations, where organisational changes are 

imitated to obtain legitimacy (Stryker, 2000).  

Imitation among members of a social system can occur for competitive reasons (Scott, 2001).  

Competitive imitation pressures exist when firms learn from each other how to operate more 

efficiently and/or effectively or when they mimic each other so as to minimize the risk of losing a 

customer or a source of supply (Guler, et al, 2002).  One area where imitation might take place is in 

the area of corporate governance practices, especially with respect to situations where legitimacy 

pressures are paramount (Aguilera and Cuervo-Cazurra, 2009). In sum, the greater the imported 

competition, the greater the pressures to imitate successful firms who might be practicing better 

corporate governance. This phenomenon can occur when one organisation perceives a need to 

                                                           
17

If the government is democratically accountable to the general public, one would expect better corporate governance 
because government officials will lose their jobs and/or be punished for not monitoring business adequately (Caddy, 2001). 

 

18
 It is defined like a response to the uncertainty. The uncertainty on the goals or the harmful behaviours encourages the 

imitation by the adoption of the models seemingly most legitimate or most successful. 
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establish or revise their corporate governance structures based on international best practice.  If 

there are no established criteria within the organizational field or there is no powerful constituent(s) 

forcing the adoption of specific criteria, a firm is likely undeǊǘŀƪŜ ǘƻ ƛŘŜƴǘƛŦȅ ŀ άǎǳŎŎŜǎǎŦǳƭέ ƳƻŘŜƭ 

institution and to adopt, or adapt, its promotion and tenure criteria (Kostova et al., 2008). Mimetic 

isomorphism therefore is particularly insidious in that both the borrower organization and the model 

organization are likely to erroneously perceive an increase in corporate governance quality.  The 

borrower lacks objective measures to suggest otherwise (i.e., uncertainty abounds), and the model 

ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǇǊŜǎǘƛƎŜ ƛǎ ŜƴƘŀƴŎŜŘ ŀƴŘ ƛǘǎ ƻǊƎŀƴƛȊŀǘƛƻƴ ŦƭŀǘǘŜǊŜŘΦ  CƻǊ Ŝxample, the local banks of 

Ghana, maybe forced to copy the so-ŎŀƭƭŜŘ ƛƴǘŜǊƴŀǘƛƻƴŀƭ ΨōŜǎǘ ǇǊŀŎǘƛŎŜΩ ǳǎŜŘ ōȅ ǘƘŜ ŦƻǊŜƛƎƴ 

organisations without re-inventing the wheels. Similarly, the privatised banks and or managers of 

banks may adopt what foreign banks were doing in terms of corporate governance. 

 

Lƴ ǎǳƳƳŀǊȅΣ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ŀ ŎƻǳƴǘǊȅΩǎ ƭŜƎŀƭ ǘǊŀŘƛǘƛƻƴǎ ŀƴŘ ƛƴǎǘƛǘǳǘƛƻƴǎ Ǉƭŀȅǎ ŀƴ ƛƳǇƻǊǘŀƴǘ ǊƻƭŜ ƛƴ ǘƘŜ 

financial development and ownership patterns of firms through enforcement of contracts, and 

property rights. Corporate governance according to Durnev and Kim (2005) has more value in 

ǿŜŀƪŜǊ ƭŜƎŀƭ ŀƴŘ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ǊŜƎƛƳŜǎΦ ²ƘŜƴ ŀ ŎƻǳƴǘǊȅΩǎ ƛƴǾŜǎǘƻǊ ǇǊƻǘŜŎǘƛƻƴ ƭŀǿǎ ŀǊŜ ƎƻƻŘΣ ƛǘ 

reduces expropriation of minority investors (Doidge et al., 2009; La Porta et al 1999). Extending the 

generalised agency theory with the institutional perspectives is intended to analyse the privatisation 

and corporate governance of banks within the Ghanaian institutional context. Strong regulation and 

supervision of banks is important in countries with weak institutional mechanisms particularly in 

developing countries (Arun and Turner, 2002 and 2009; Boubakri et al, 2005). These include 

weaknesses such as poor disclosure and poor quality of accountancy data provided by banks in their 

financial results. Observations suggest that in many cases, standard accounting and auditing 

procedures are not rigorously applied and there was wilful misrepresentation of the financial 

position of banks (Heath and Boatright, 2010; Llewellyn, 1999). In addition, differences in country-

level governance should be included. The country-ƭŜǾŜƭ ƎƻǾŜǊƴŀƴŎŜ ƳŜŎƘŀƴƛǎƳǎ ƛƴŎƭǳŘŜ ŀ ŎƻǳƴǘǊȅΩǎ 

laws, its culture and norms, and the institutions that enforce the laws (Aggarwal et al., 2011; La 

Porta et al., 1998; 2002; Yamak and Süer, 2005). La Porta et al., (1998) show that the legal protection 

of shareholder rights differs around the world. They also find that the quality of law enforcement is 

very weak in countries with low level of per capita income. These authors report that companies 

with good governance practices operating in stringent legal environments show a valuation discount 

relative to similar companies operating in flexible legal environments. Thus, law and the quality of its 

enforcement are likely to influence the monitoring role played by the market. Consequently, we 
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expect post-privatisation corporate governance practices to be higher in countries which write laws 

that protect shareholder rights and with a legal system that efficiently enforces these laws. 

 

2.4 The concept of Privatisation 

The concept of privatization is not new, it appeared in the writing of Adam Smith as early as 1762. As 

WŀŎƪǎƻƴ όнллмύ ŎƻƴŎƭǳŘŜǎ άbƻ ǎƛƴƎƭŜ ŘŜŦƛƴƛǘƛƻƴ ƛǎ ǊƛƎƘǘ ƻǊ ǿǊƻƴƎΣ ŜŀŎƘ Ƴǳǎǘ ōŜ ƧǳŘƎŜŘ ƛƴ ǘŜǊƳǎ ƻŦ ƛǘǎ 

usefulness for a specific ǇǳǊǇƻǎŜΦέ ¢ƻ ǎǳƳ ǳǇΣ ǘƘŜ ŎŀǘŜƎƻǊƛŜǎ ƻŦ ŘƛǎǇǳǘŜǎ ǊŀƴƎŜ ŦǊƻƳ ǾŜǊȅ ƴŀǊǊƻǿ ŀƴŘ 

ǎǘǊƛŎǘ ǘŜǊƳǎ ǘƻ ōǊƻŀŘŜǊ ŀƴŘ ƳƻǊŜ ƛƴŎƭǳǎƛǾŜ ǘŜǊƳǎΦ άtǊƛǾŀǘƛȊŀǘƛƻƴ Ŏŀƴ ōŜ ŘŜŦƛƴŜŘ ƛƴ ƴŀǊǊƻǿ ǘŜǊƳǎ 

reserving the concept for the sale of public sector assets; alternatively, it can be widened to 

ƛƴŎƻǊǇƻǊŀǘŜ ŀ ƴǳƳōŜǊ ƻŦ ŀǎǎƻŎƛŀǘŜŘ ǇƻƭƛŎƛŜǎέ /ƭƛŦǘƻƴ Ŝǘ ŀƭΦ όнллсύΦ19 In a strict sense, privatization has 

to be the transfer of majority of ownership to the private sector. Partial divestiture, especially when 

the state still holds majority shares, is not categorized as privatization. For example, according to 

Kikeri and Nellis (2004), ǇǊƛǾŀǘƛǎŀǘƛƻƴ ƛǎ άŀ ǘǊŀƴǎŦŜǊ ƻŦ ƻǿƴŜǊǎƘƛǇ ǎǳŎƘ ǘƘŀǘ ŀ ƳŀƧƻǊƛǘȅ ƻŦ ǘƘŜ ǎƘŀǊŜǎ ƻǊ 

equity in an enterprise passes from the state or public ownership into private handǎέΦ20 

Broader definitions include the transfer of ownership and/or control of state-owned organizations to 

private investors, either full or partial in terms of the amount of equity sold to private investors only 

if the ownership has been transferred from public to private hands (Cowan, 1990; Megginson and 

Netter, 2001). They argue that, proportion divested may leave the government with either majority 

or minority shares, but the practical effect is to put the current operation of the firm or service in the 

hands of private managers. The main types of non-divestiture privatization options include 

organizational, financial and operational restructuring, together with commercialisation and 

corporatisation, the privatisation of management and contracting out.  

2.4.1 Commercialization, Restructuring, corporatisation and Privatisation 

Commercialization is closely related to the change of market environment and restructuring. It is the 

introduction of commercial principles and objectives into the management and operations of SOEs. 

Part of this procedure may involve removing government subsidies; applying user charges; 

commercial objectives and commercial accounting standards and turning SOEs into a commercially 
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 There are so many definitions of privatization, differing from every book or paper (Cowan, 1990; Hague, 2001). They 
simulate with each other while embracing few characteristics according to the different context and goals. 
20

 ²ƻǊŘǎ ǎǳŎƘ ŀǎ ά{ŀƭŜ ƻŦ ŀǘ ƭŜŀǎǘ рл ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ǎƘŀǊŜǎέΣ άǘǊŀƴǎŦŜǊ ƻŦ ƳŀƧƻǊƛǘȅ ƻǿƴŜǊǎƘƛǇέ ŀƴŘ άǘƘŜ ǇǊŜŘƻƳƛƴŀƴǘ ǎƘŀǊŜ 
ƛƴ ƻǿƴŜǊǎƘƛǇ ƻŦ ŀǎǎŜǘǎ ƻƴ ǘǊŀƴǎŦŜǊέ ŀǊŜ ǳǎŜŘ ƛƴ ǘƘŜ ŘŜŦƛƴƛǘƛƻƴ ƻŦ .ŜŜǎƭŜȅ ϧ [ƛǘǘƭŜŎƘƛƭŘ όмффпύΣ YƛƪŜǊƛ ŀƴŘ bŜƭƭƛǎ όнллпύ ŜǘŎΦ  
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viable and profit-making enterprise exposed to market disciplines. The internal measures in 

commercialization are included in the process of restructuring. Restructuring involves making 

changes in the SOE allowing it to operate more efficiently, such as labour-shedding, product mix 

changes, the diversion of sales to advance economies, and instituting marketing improvements 

(Havrylyshyn and McGettingan, 2000).  

Restructuring is a set of non-ƳŀǊƎƛƴŀƭ ŎƘŀƴƎŜǎ ƛƴ ǘƘŜ ǎǘǊǳŎǘǳǊŜ ƻŦ ŀƴ ŜȄƛǎǘƛƴƎ ŦƛǊƳΩǎ ƻǳǘǇǳǘ ƳƛȄΣ 

including the closure of some activities, which in turn requires significant non-marginal changes in 

resource use. The purpose of restructuring is both to save resources and to re-deploy resources to 

more efficient use. In market-oriented economies, such restructuring is usually motivated by an 

attempt to restore or regain competitiveness and enhance long-term shareholder value in response 

to a radical change in the business environment or to a gradual erosion of competitiveness. To 

promote the transition from command to market economies, restructuring requires profit 

orientation as the overriding objective of the enterprise. By definition, restructuring is a process of 

radical adjustment that will break some vested interests.21 

Restructuring includes organizational and labour restructuring, financial restructuring and 

operational restructuring. In the dispute on restructuring and privatization, one school of thoughts 

argues that restructuring, rather than privatization, should be put at the centre of the analysis of 

enterprise sector reform. The other school trusts that restructuring cannot substitute privatization. 

¢ƘŜ ŦƻǊƳŜǊ ŀǊƎǳƳŜƴǘ ǎǘŜƳǎ ŦǊƻƳ ǘƘŜ ŀŎƪƴƻǿƭŜŘƎƳŜƴǘ ǘƘŀǘ ǘƘŜ {h9ǎΩ ǇǊƻōƭŜƳ ƛǎ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ 

related to their ownership, it can be overcome by the change of objectives, organizational cultures 

and control systems (Wei and Kabir, 2002ύΦ ¢ƘŜȅ ŎƻƳǇŀǊŜ ǘƘŜ ŜŀǊƭȅ άŘŜŦŜƴǎƛǾŜέ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ōȅ 

both SOEs and privatized. They include such measures as labour shedding and wage restraint as 

άŘŜŦŜƴǎƛǾŜέ ŜƴǘŜǊǇǊƛǎŜǎΣ ŜǾƛŘŜƴŎŜ ǎƘƻǿǎ ǘƘŀǘ ǇǊƛǾŀǘƛȊŜŘ ŦƛǊƳǎ ƘŀǾŜ ŘƻƴŜ ōŜǘǘŜr than SOEs in 

maintaining an improved performance (Ibid).  Ghana launched a gradual restructuring program 

between 1991 and 1994 to revive its banking sector (see section 4.4). Measures include top 

management, financial and internal control restructuring to improve performance in the state 

owned banks (SOBs). Nonetheless, all the SOBs became insolvent, with three out of the eight banks 

liquidated. It proved that the first school of thought did not work in this case.  

Corporatisation goes further than commercialization and restructuring in the sense that 

corporatisation means the creation of a normal limited liability company incorporated under the 

corporation law, and the transfer of the business conducted by the government to that company 
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 Restructuring encompasses both survival-driven cost-side changes aimed at reducing existing inefficiencies and growth-
oriented revenue-side changes to re-ƻǊƛŜƴǘ ǘƘŜ ŜƴǘŜǊǇǊƛǎŜΩǎ ǇǊƻŎŜǎǎŜǎ ŀƴŘ ǇǊƻŘǳŎǘǎ ǘƻ ŎǳǊǊŜƴǘ ƳŀǊƪŜǘ ǊŜǉǳƛǊŜƳŜƴǘǎ ŀƴŘ 
thereby achieve improvements in performance over the longer run 



42 
 

(Nor-Aziah and Scapens, 2007). In Ghana, few SOEs were corporatised including Cooperative bank 

under the FINSAP. The bank was converted into a legally and economically independent legal 

person, while the government retains its ownership (Appiah-Kubi, 2001; Kikeri and Nellis, 2004).  

Commercialization converts SOBs into a separate entity under statutory law, while corporatisation 

converted SOBs into a joint stock company (for large enterprises) or a limited liability company 

under company legislation. Following corporatisation, privatization is treated as going from non-

divestiture to divestiture options.   

.ƻǳōŀƪǊƛ ŀƴŘ /ƻǎǎŜǘ όнллнύ ŀǊƎǳŜǎΥ ά!ƭƻƴƎ ǿƛǘƘ ǎǳŎƘ ǘǊŀƴǎŦŜǊǎ όǇǊƛǾŀǘƛȊŀǘƛƻƴύ ŎƻƳŜ ŀ ŎƘŀƴƎŜ ƛƴ 

management and even a radical restrucǘǳǊƛƴƎ ƻŦ ŀ ŦƛǊƳΩǎ ŘŜƭƛōŜǊŀǘƛǾŜ ƻǊ ŜȄŜŎǳǘƛǾŜ ŀǳǘƘƻǊƛǘȅΦ Lƴ ǘƘƛǎ 

latter case, the change in ownership goes hand in hand with a shift in the manner of corporate 

ƎƻǾŜǊƴŀƴŎŜέΦ ¢ƘŜ ǇǊƻŎŜǎǎ ƻŦ ǇǊƛǾŀǘƛȊŀǘƛƻƴ ƛǎ ŀ ǇǊŜǎǎǳǊŜ ŀǎ ǿŜƭƭ ŀǎ ŀ ŎƘŀƴŎŜ ŦƻǊ ǘƘŜ ŦƛǊƳ ǘƻ ŦǳǊǘƘer 

improve their corporate governance. Based on the assumption that different governance structure 

leads to different performance, ceteris paribus, the interest here is to further identify the effects 

privatization poses on corporate governance and how it works. The core of the contention may still 

be whether to transfer the ownership, that is to say, if the provisional system of corporate 

ƎƻǾŜǊƴŀƴŎŜ Ŏŀƴ ōŜ ŀŎƘƛŜǾŜŘΣ ǿƘȅ ǿƛƭƭ ΨŦǳƭƭ ǇǊƛǾŀǘƛȊŀǘƛƻƴΩ ǎǘƛƭƭ ōŜ ƴŜŜŘŜŘΚ tǳōƭƛŎ ƻǿƴŜǊǎƘƛǇ ōǊƛƴƎǎ 

with it attention to certain classes of government goals and practices. E.g. salaries for top executives 

will be very low by industry standards. Politics will inevitably play some role in the operation of the 

ŜƴǘŜǊǇǊƛǎŜΦ άwŜǘŀƛƴƛƴƎ ƻǿƴŜǊǎƘƛǇ ƻŦ ŀƭƭ ǘƘŜǎŜ ōǳǎƛƴŜǎǎŜǎ ό{h9ǎύ ǿƻǳld entail the on-going risk that a 

ƭŀǊƎŜ ǇƻǊǘƛƻƴ ƻŦ bŜǿ ½ŜŀƭŀƴŘΩǎ ŀǎǎŜǘǎ ǿƻǳƭŘ ǳƴŘŜǊǇŜǊŦƻǊƳέ22. Privatization changes the ownership, 

and thus changes the structure of incentives and the criteria used to judge success. 

The State-owned Enterprise Reform ProgrŀƳƳŜ ǿŀǎ ƭŀǳƴŎƘŜŘ ƛƴ мфууΣ ŀǎ ǇŀǊǘ ƻŦ DƘŀƴŀΩǎ ƻǾŜǊŀƭƭ 

Economic Recovery Programme prior to the FINSAP. The SOE Reform Programme contains measures 

to improve the performance of enterprises that remain state-owned, as well as the rationalization of 

the SOEs by means of a divestiture program.23 Between 1995 and 1998, the Government moved to a 

new phase of the divestiture process covering major enterprises in the transport, energy, and 

banking sectors (Appiah-Kubi, 2001).  
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 See Appiah-Kubi (2001) 
23

Between 1987 and 1999, Ghana's privatisation programme generated revenues for the government equivalent to about 
14 per cent of GDP from a moribund public sector which had previously been dependent on state subventions, and thus 
succeeded in fulfilling a key role in easing the fiscal crisis and in fostering the Structural Adjustment Programme (Appiah-
Kubi, 2001). 
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2.4.2 Privatisation and corporate governance arrangement 

During privatization, ownership is transferred from the state to new owners, thereby creating new 

agency relationships. Agency theorists argue that new owners must be concerned with managerial 

perquisite consumption and entrenchment problems (Eisenhardt, 1989; Fama, 1980; Jensen and 

Meckling, 1976). In response to these problems, new owners must incur agency costs in monitoring 

the actions of management or must use incentive alignment to ensure goal congruence between 

principals and agents (Eisenhardt, 1989; Jensen and Meckling, 1976).  Corporate governance 

arrangement functions in three aspects, i.e., how to allocate and use control rights; how to supervise 

and evaluate the board of directors, the managers and the employees and how to design and carry 

out incentive system to realize those two goals. Optimal corporate governance gives managers 

sufficient freedom to manage the enterprises; shareholders cannot intervene too much, but are able 

to supervise the managers to protect the interest of the shareholders. Based on the conclusion of 

Erakovic and Wilson (2005), the main corporate governance differences between corporatised and 

non-corporatised firms are on ownership, control and incentives.  

2.4.2.1 Ownership 

Divestment of an SOE raises several ownership structure and corporate governance issues.  Each 

ownership structures have its unique ability to reduce traditional agency problems in the weak 

governance context. Ownership concentration is analysed as an alternative control mechanism in 

corporate governance. First, ownership concentration can help ease information asymmetries 

(Williamson, 1975) because it is relatively easy for individual shareholders to coordinate actions and 

demand information from management teams with which to assess their performance (Berle and 

aŜŀƴǎΣ мфонύΦ {ŜŎƻƴŘΣ ƻǿƴƛƴƎ ŀ ƭŀǊƎŜ ǇŜǊŎŜƴǘŀƎŜ ƻŦ ǎǘƻŎƪ ƴƻǘ ƻƴƭȅ ŜƴƘŀƴŎŜǎ ǎƘŀǊŜƘƻƭŘŜǊǎΩ ŎƻƴǘǊƻƭ 

but also increases their incentives to monitor managers, as the effectiveness of large shareholders is 

intimately tied to their ability to defend their rights (Shleifer and Vishny, 1997). Third, as developing 

economies usually have a more volatile economic environment and immature market, ownership 

concentration is more suitable for Ghana (see 2.5 below). However, State ownership is a renowned 

example of concentrated control with ineffective legal protection, limited cash flow rights and 

socially harmful objectives (Shleifer and Vishny, 1997). Xu and Wang (1997) and Wang (2005) argue 

that, firms' profitability is either negatively related or not related to the fraction of state shares. On 

the contrary, Chen (1998) finds just the opposite evidence, SOEs with larger state share fractions 

performed better than those controlled by the private sector.24 The correlation between the 
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 IŜ ǎǳƎƎŜǎǘŜŘ ƛǘ ƛǎ ŜŀǎƛŜǊ ŦƻǊ {h9ǎ ǘƻ ƎŜǘ ƎƻǾŜǊƴƳŜƴǘΩǎ ǎǳǇǇƻǊǘΦ 
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proportion of state shareholding (the degree of privatization) and the companies' performance is 

still not clear in previous studies.  

It presupposes that concentrated insider or outside ownership minimises the separation between 

ownership and control and gives insiders potential information advantages which can be exploited 

for personal benefit at the expense of outside owners (Blasi et al. 1997). This is largely because, the 

controlling rights are aligned and majority shareholders have the incentive and power to monitor 

management.25 As a result, higher insider ownership is deemed to be associated with minimum risks 

to capital structure (Mehran and Mollineaux, 2012). However, controlling shareholders, conditional 

on the regulatory and legal environment, may exploit their private benefits of control by diverting 

assets and profits out of the firm (Johnson et al., 2000). Furthermore, large equity owners may 

stimulate the firm to undertake higher-risk activities since shareholders benefit on the upside, while 

debt holders share the costs of failure.26 

In the context of privatization, the state is categorised as an insider because of its prior ownership of 

the privatized firm. With a government-owned bank, the severity of the conflict between depositors 

and managers very much depends upon the credibility of the government (Arun, and Turner, 2004; 

2009). Foreign investors can reduce expropriation problems and are less likely to use economic and 

social expropriation mechanisms. Exceptions notwithstanding, the usual effect of privatization has 

been to improve efficiency (Megginson and Netter 2001). Foreign investors are likely to be under 

greater government scrutiny than local firms, and this might discourage foreign investors from 

disregarding minority shareholder interests through transfer pricing and profit repatriation (Li and 

Zhang, 2009).  

2.4.2.2 Firm Control 

Internal control mechanisms include monitoring by BODs and mutual monitoring by top 

management (Johnson, et at., 1993; Walsh and Seward, 1990). BODs can assist shareholders in 

evaluating management performance and can control management perquisite consumption and 

entrenchment by adopting a range of short-term (e.g., by using reward systems) and long-term (e.g., 

by changing corporate structures) solutions (Gedajlovic and Shapiro, 1998; Zahra and Pearce, 1989). 

When effective, internal control mechanisms can resolve traditional agency problems. Typically, 
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A study by Abor (2008), suggest that insider shareholders are more concerned with the continued good performance of 
their firms since they have a greater non-diversifiable risk to debt than outside shareholders and institutional investors 
who may have a well-diversified portfolio. 
26

 Referring to blockholders of banks, such as investment funŘǎΣ aŜƘǊŀƴ ŀƴŘ aƻƭƭƛƴŜŀǳȄ όнлмнύ ŀǊƎǳŜ ǘƘŀǘ άǘƘŜǊŜ ƛǎ ƴƻ 
economic framework suggesting that owners of these investment funds should care about safety, soundness, and default-
ǊŜƭŀǘŜŘ ŎƻǎǘǎΦ ²Ƙȅ ǎƘƻǳƭŘ ǘƘŜȅ ōŜ ŎƻƴŎŜǊƴŜŘ ǿƛǘƘ ŘƻǿƴǎƛŘŜ ǊƛǎƪΚέΦ 
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effective internal control mechanisms are associated with the German-Japanese model of corporate 

governance, where shareholders can actively use BODs to control management and where external 

corporate control mechanisms (such as hostile takeovers) are uncommon (Prowse, 1994).  

A. Board Composition  

By appointing the board of directors27, new shareholders may have an instrument to control 

managers and ensure that the firm is run in their interest. According to Fama and Jensen (1983), 

boards are the front-line control mechanism for reducing agency problems in modern corporations. 

Boards are responsible for corporate leadership; they use their power to hire, fire, and compensate 

the top-level decision managers, and monitor important decisions, while leaving day-to-day 

operations to the chief executive officer (CEO) and senior executives. Board composition is believed 

to be a most important dimension of control structure (Walsh and Seward, 1990; Shan and Xu, 

2012).  

In the various mixtures of directors, the outside vs. inside directors (e.g., top managers of the firm) 

mixture is the most often discussed issue. The most popular argument is the necessity of decreasing 

the relative number of inside directors. It is believed insiders are representing their own interests 

but not the owners' interest, and since insiders expand their power in a "power vacuum" in 

transition economy, the problem incurred can be said as a principal-agent problem. Outside 

directors are believed to be not liable to collude with managers to expropriate wealth from residual 

claimants, and they have more incentives to carry out their tasks in the interests of the shareholders 

to maintain their prestige as independent expertise. Also outside directors can provide a breadth of 

knowledge, experience and objectivity to bear upon board decisions (Fama and Jensen, 1983; 

Hortsmeyer, 2011ύΦ !ƭǘƘƻǳƎƘ ǘƘŜ ǾŀƭǳŜ ƻŦ ǘƘŜ ƻǳǘǎƛŘŜǊ ŘƛǊŜŎǘƻǊǎΩ ƘǳƳŀƴ ŎŀǇƛǘŀƭ ŘŜǇŜƴŘǎ ǇǊƛƳŀǊƛƭȅ 

on their performance as internal decision managers in other organisations, they use their 

directorships to signal to internal and external markets that they are decision experts (Fama and 

Jensen, 1983). However, if internal decision control breaks down and an outside takeover is 

ŀŎǘƛǾŀǘŜŘΣ ǘƘŜ ƻǳǘǎƛŘŜ ŘƛǊŜŎǘƻǊǎΩ ƘǳƳŀƴ ŎŀǇƛǘŀƭ ǿƛƭƭ ōŜ ŘŜǾŀƭǳŜŘ ǎǳōǎǘŀƴǘƛŀƭƭȅΦ 

There aǊŜ ŎƻǳƴǘŜǊ ŀǊƎǳƳŜƴǘǎ ƻŦ ǘƘŜ ƛƴǎƛŘŜ ŘƛǊŜŎǘƻǊǎΩ ŀŘǾŀƴǘŀƎŜǎ ǘƻƻΦ CƛƴŜƎƻƭŘ Ŝǘ ŀƭΦ όнллтύ 

summarize the benefits into four points. First, insiders have valuable specific information and 

experience and they are more influential on the management. Second, inside directors provide a 

direct communication link between the board and the other organizational members (Wu, 2004). 

¢ƘƛǊŘΣ ƛƴǎƛŘŜǊǎ ǎƛǘ ƻƴ ǘƘŜ ōƻŀǊŘ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ άǇŀǎǎƛƴƎ ǘƘŜ ōŀǘƻƴέ ǇǊƻŎŜǎǎΣ ǇǊŜǇŀǊƛƴƎ ŦƻǊ ŦǳǘǳǊŜ 
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  Ghana uses the so-called one-tier board, which consists of a mix of outside (non-executive) directors and inside 
(executive) directors, who are the top executives of the firm.  
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leadership position transfers (Faleye, 2007). Fourth, insiders are often promoted to the board to 

provide incentives for their excellent managerial performance.  

B) Organisational System  

In addition to board changes, executive changes can bring in new management with capacities, skills, 

and resourceǎ ǘƘŀǘ ŀǊŜ ƳƻǊŜ ǎǳƛǘŜŘ ǘƻ ǘƘŜ ƴŜǿ ƳŀǊƪŜǘ ŜƴǾƛǊƻƴƳŜƴǘ ό/ƻŦŦŜŜΣ мфффΤ 5Ω{ƻǳȊŀ ŀƴŘ 

Megginson 2000; Nguyen and Nielsen, 2010). Management is a key to a successful business and a 

change, especially in top management, is often crucial for a new strategic direction to be built and 

for a new culture to be introduced into the organisation. Researchers (Megginson et al, 2004) find 

that top executives can substantially alter the success of organisations. Whilst, some (March and 

aŀǊŎƘΣ мфттύ ŀǊƎǳŜ ǘƘŀǘ ƳŀƴŀƎŜǊΩǎ ŀŎŎƻǳƴt for little variation in organisational outcomes; some 

studies such as, Goll et al. (2008) suggest effectiveness of an executive is closely associated with the 

discretion available to him or her, provided that there are effective mechanisms to check the agency 

problem. ¢ƻ ǊŜŎǘƛŦȅ ǘƘŜ ŘŜǾƛŀǘƛƻƴ ƻŦ ƳŀƴŀƎŜǊǎΩ ōŜƘŀǾƛƻǳǊΣ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴŀƭ ƳŜŎƘŀƴƛǎƳ ǎƘƻǳƭŘ ōŜ 

ŎƘŀƴƎŜŘ ƻǊ άǊŜ-ƻǊƎŀƴƛǎŜŘέ ό!ƘŀǊƻƴȅ Ŝǘ ŀƭΦΣ нлмнύΦ !ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜƳΣ an organizational mechanism is 

a kind of playing rule concerning the formation of the managers, the awarding of control rights, the 

evaluation and supervision to stimulate and constrain managerial behaviour. 

2.4.2.3 Incentive Scheme 

Besides the BOD monitoring, incentives can be similarly employed to limit moral hazard on the part 

of the mŀƴŀƎŜǊΦ tǊƛǾŀǘƛȊŀǘƛƻƴ ƛǎ ŀƭǎƻ ŜȄǇŜŎǘŜŘ ǘƻ ŎƘŀƴƎŜ ǘƘŜ ŘƛǊŜŎǘƻǊǎΩ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ƳŀƴŀƎŜǊǎΩ 

behaviour. Although corporate boards are typically not required by law to institute formal 

ƳŀƴŀƎŜƳŜƴǘ ŎƻƴǘǊƻƭ ƻǾŜǊ ǘƘŜ a5Ωǎ ǇŜǊŦƻǊƳŀƴŎŜΣ ǎƻƳŜ ŀǳǘƘƻǊǎ ŀƎǊŜŜ ǘƘŀǘ ŀ ŦƻǊƳŀl process for 

ŜǾŀƭǳŀǘƛƴƎ ƳŀƴŀƎŜǊǎΩ ǇŜǊŦƻǊƳŀƴŎŜ ƛǎ ŀ ŦǳƴŘŀƳŜƴǘŀƭ ŦŜŀǘǳǊŜ ƻŦ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ό¢ƻǎƛ ŀƴŘ 

Gomez-aŜƧƛŀΣ мффпύΦ !ƎŜƴŎȅ ǘƘŜƻǊȅ ǎǘǊŜǎǎŜǎ ǘƘŀǘ ǇǊƛǾŀǘƛȊŀǘƛƻƴ ǿƛƭƭ ǇǊƻƳƻǘŜ ŀ ōƻŀǊŘΩǎ ƛƴŘŜǇŜƴŘŜƴŎŜ 

in overseeing the MD and adopting a formal performance evaluation process (Young et al., 2000), 

ōŜŎŀǳǎŜ ǘƘŜǊŜ ǿƛƭƭ ŜƳŜǊƎŜ ƛƴŎŜƴǘƛǾŜ ƳŀƴŀƎŜƳŜƴǘ ŘǳǊƛƴƎ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ΨŎƻǊŜΩ ǎƘŀǊŜƘƻƭŘŜǊǎ ǿƘƻ ƘƻƭŘ 

ŀ ǎǳŦŦƛŎƛŜƴǘƭȅ ƘƛƎƘ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ŀ ŎƻƳǇŀƴȅΩǎ ǎƘŀǊŜǎ ǘƻ ƧǳǎǘƛŦȅ ǘƘŜƛǊ ŎƻƳōƛƴƛƴƎ ƻǿƴŜǊǎƘƛǇ ǿƛǘƘ ǎƻƳŜ 

degree of board control, in contrast to the dispersed minority shareholders of SOEs (Shleifer and 

Vishny, 1986). 
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A) Compensation Mechanisms  

Compensation mechanism is a kind of revenue arrangement using salary, allowance and bonus to 

stimulate and constrain managerial behaviour; the essence is the degree to which the managers are 

involved in residual claims (Wang, 1998). By establishing private ownership, privatization helps fix 

the incentives of the managers and other stakeholders. For the managers, monetary incentives after 

privatization may become stronger than rent seeking because of significant increase in both 

compensation and pay-performance sensitivity of managers (Dyck, 1999; Cuevo and Villalonga, 

2000). Unlike their counterparts in SOEs, managers in privatized firms do face the threat of dismissal 

if they underperform (Muravyev, 2001; Firth et al, 2006).  

Empirical work suggests privatisation leads to the need for incentive-based compensation for 

executives (Palia, 2001). As a result, banks are turning toward the use of equity based remunerations 

and accounting based remunerations to align shareholder and executive interests and bank 

compensation structures are becoming more like those at non-banks. Deregulation allowed banks to 

expand their opportunity sets and led to unprecedented corporate control activity. This shift in 

industry structure suggests that banks now face environments more similar to non-banks and thus 

increased agency problems (Claessens, 2006). Thus, as the financial industry is deregulated, banks 

turn toward the use of incentive based remuneration to align shareholder and professional 

ƳŀƴŀƎŜǊǎΩ όŜȄŜŎǳǘƛǾŜ ŀƴŘ ƴƻƴ-executive) interests and bank compensation structures can become 

more like other firms (DeYoung et al, 2013). 

B. Top Management Evaluation 

The World Bank (1997) emphasizes that incentives have to be redefined so as to bring them into line 

with the principaƭΩǎ ƻōƧŜŎǘƛǾŜǎΦ Mako and Zhang (2003) argue that, "incentive vacuum" exists for the 

agents of the former SOEs because managers are government officials, and evaluation standards are 

more efficiency. Second, because of the incomplete market system and immature market 

ƳŜŎƘŀƴƛǎƳΣ ƳŀƴŀƎŜǊǎ ƴŜƛǘƘŜǊ ƎŜǘ ǘƘŜ ǇǊŜǎǎǳǊŜ ŦǊƻƳ ǘƘŜ ǎǘƻŎƪΩǎ ǇǊƛŎŜ ƛƴ ǘƘŜ ƳŀǊƪŜǘΣ ƴƻǊ ǿƻǊǊȅ 

about possible takeovers. Third, because of the multi-layered principal-agent relationship, the 

ultimate owner hardly has effective incentives on managers because of the information asymmetry 

and the possible dual collusion (Ayogu and Fosu, 2002). However, the accountability and 

ǘǊŀƴǎǇŀǊŜƴŎȅ ƻŦ ǘƘŜ ŎƻƳǇŜƴǎŀǘƛƻƴ ƳŜŎƘŀƴƛǎƳ ƛƴ DƘŀƴŀΩǎ ƭƛǎǘŜŘ ŎƻƳǇŀƴƛŜǎ ƘŀǾŜ experienced some 

improvement, despite thir minimal impact on organizational mechanism (Mensah, 2002). 
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2.5 Corporate Governance in developing economies 

The rise of governance in developing countries is due to poor economic performance and the 

resultant high international debt levels, necessitating the intervention of international financial 

bodies such as the World Bank and advocating increased focus on governance issues as part of 

general reforms (Barth and Levine, 2008). Thus, the World Bank, the IMF and the IFC have worked to 

encourage the improvement of governance levels in developing economies after long unsuccessful 

economic recovery programmes (Tsamenyi and Uddin, 2009).28However, transforming the public to 

private monopoly may actually render society worse off in such an environment; while the benefits 

are privatised; the costs are imposed on society. Efficient contracting between managers, 

shareholders and creditors along with markets for corporate control is vital for realising the 

expected benefits from privatisation. Improved corporate governance systems can serve as an 

incentive for foreign investment in developing economies (Okpara, 2011). 

La Porta et al. (1999) suggest that although the agency problem in developed countries is between 

managers and shareholders, in developing countries this exists between majority and minority 

shareholders. Tsamenyi and Enninful-Adu (2007) agrees but, argues that conflict between managers 

and shareholders does arise in developing countries, but ill-functioning capital markets, information 

asymmetry and lack of adequate infrastructure is much of a problem. Furthermore, Oman (2001) 

stressed that, special interest groups are active, government ownership of banks is dominant, the 

effect of market forces is below par, prudential regulation and supervision is largely absent or 

ineffective, and legal institutional support in most of these countries are weak. Nevertheless, the 

best aspect of the privatisation process of the 1990s in Ghana was the design of a set of pre-FINSAP 

regulatory framework in 1989. It is argued that establishing a regulatory framework before 

privatisation improves the outcomes of the process but a comprehensive set of corporate 

governance mechanisms guarantees successful operation for the long term as stated by Dyck 

(2001).29 

Unless developing countries embrace a corporate governance perspective, privatisation is unlikely to 

provide the benefits of improved performance with accountability. Privatisation by itself cannot 

sufficiently strengthen the institutions required for nurturing its potential benefits. It ought to be 

                                                           
28

Over 2,700 public enterprises had been divested in Africa by 1997 as part of the structural adjustment programmes 
embarked on by many African countries.  
 
29

Ayogu and Fosu (2002) also suggest that privatisation through capital markets can help diversify ownership as well as 
enhance transparency and efficiency in pricing and governance through markets for corporate control. Thus, the thinness 
of stock markets in Africa requires remedying.  
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accompanied by special efforts at institution building, such as stronger legal and regulatory 

structures (see 2.4.2.1 above). 

2.6 Importance of Corporate Governance of Banks 

Unlike other organisations, banks are different from non-financial firms in several dimensions. First, 

their failure may have more serious consequences due to their unique position in financial 

intermediation and the payment system. Thus excessive risk-taking by banks can create significant 

negative externalities and systemic risk which is one of the reasons that the financial sector is more 

heavily regulated than non-financial sectors (Flannery, 1998). As pointed out by Laeven (2012), the 

owners of banks do not internalize the risks that the failure of their bank will pose on the rest of the 

financial system, even though such systemic risk can pose significant threats to the broader 

economy.30  Paradoxically, their systemic importance creates incentives for large financial firms to 

take even more risk. As a consequence, failure of a large bank is supposedly more feared by 

supervisors than the failure of a small bank, since the former is more likely to result in 

ƳŀŎǊƻŜŎƻƴƻƳƛŎ ŜȄǘŜǊƴŀƭƛǘƛŜǎ ό.ŜŎƪ Ŝǘ ŀƭΣ нллоΥ .ƻȅŘ Ŝǘ ŀƭΣ нллфύΦ .ŀƴƪǎ ǘƘŀǘ ŀǊŜ Ψǘƻƻ ōƛƎ ǘƻ ŦŀƛƭΩ 

receive a de facto government guarantee, which will be reflected in their riskiness as perceived by 

creditors.31 

 

Second, banks rely on depositors for their funding and this creates an incentive to take too many 

risks. This is because high-risk investments may bring in more revenues that accrue to the 

intermediary, while if it fails a substantial part of the costs will be borne by the depositors. As 

pointed out by Shleifer and Vishny (1997), debtholders have power as their loans typically have a 

short maturity so that borrowers (i.e., the banks) have to come back at regular, short intervals for 

more funds. However, as banks have diffuse debt in the form of many small depositors debt 

renegotiations are difficult, weakening this mechanism (Laeven, 2012). In addition, depositors do not 

have good incentives to monitor bank managers due to high information asymmetry and 

coordination costs (Demirgüç-Kunt and Detragiache, 2002).32 Depositors are therefore generally 

protected by some deposit-insurance system, but this provides the intermediary with an even 

stronger incentive for risky behaviour (Boehme et al, 2009; Merton, 1977). As depositors are 

protected, they are less sensitive to bank risk than other investors (i.e., uninsured creditors) and 
                                                           
30

 see Laeven and Valencia (2008). 
 
31

TƘŜǊŜ ƛǎ ǎƻƳŜ ŜǾƛŘŜƴŎŜ ŦƻǊ ǘƘŜ Ψǘƻƻ ōƛƎ ǘƻ ŦŀƛƭΩ Ǉƻƛƴǘ ƻŦ ǾƛŜǿ ό5Ŝ Iŀŀƴ ŀƴŘ tƻƎƘƻǎȅŀƴΣ нл12). However banks may also be 
Ψǘƻƻ ōƛƎ ǘƻ ōŜ ǊŜǎŎǳŜŘΩΦ  
 
32

 AǎȅƳƳŜǘǊƛŜǎ ŀǊŜ ƭŀǊƎŜǊ ǿƛǘƘ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎ όCǳǊŦƛƴŜΣ нллмύΣ Ƴŀƛƴƭȅ ŘǳŜ ǘƻ ƘƛƎƘŜǊ ƻǇŀŎƛǘȅ ƻŦ ōŀƴƪǎΩ ŀǎǎŜǘǎ ŀƴŘ ǘƻ 
ōŀƴƪǎΩ ŀōƛƭƛǘȅ ǘƻ ǉǳƛŎƪƭȅ ŎƘŀƴƎŜ ǘƘŜ Ǌƛǎƪ ǇǊƻŦƛƭŜ ƻŦ ǘƘŜƛǊ ƛƴǾŜǎǘƳŜƴǘǎΦ 
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hence do not demand adequate compensation for bank risktaking which makes debt a cheap source 

of funds and biases banks toward it (Mehran et al., 2011). Financial firms are therefore much more 

leveraged than non-financial firms (Acharya et al., 2009). According to Laeven (2012), the typical 

leverage ratio of a bank is about 10, which is much higher than that of most non-financial firms. 

 

According to agency theory, managers prefer less risk than desired by shareholders because they 

enjoy private benefits of control and also because of their non-diversifiable human capital 

investment in the companies they manage (Faleye and Krishnan, 2010). In addition, managers can 

lose their invested wealth in the firm if it goes bankrupt (Devriese et al., 2004). Hence, a board 

seeking to maximize shareholder wealth would encourage greater risk-taking, thereby also 

increasing the chance of failure. These agency problems of banks are exacerbated by the presence of 

ƎƻǾŜǊƴƳŜƴǘ ƎǳŀǊŀƴǘŜŜǎ ŀƴŘ ŘŜǇƻǎƛǘ ƛƴǎǳǊŀƴŎŜΣ ǿƘƛŎƘ ŘƛǎǘƻǊǘ ōŀƴƪŜǊǎΩ ƛƴŎŜƴǘƛǾŜǎ ŀƴŘ ŜƴŎƻǳǊŀƎŜ Ǌƛǎƪ-

taking. In addition, the special role of banks and the negative externalities of their failure make 

ōŀƴƪǎΩ ŀƎŜƴŎȅ ǇǊƻōƭŜƳǎ ŎƻǎǘƭƛŜǊ ŦƻǊ ǘƘŜ ŜŎƻƴƻƳȅ ŀǘ ƭŀǊƎŜΦ 

 

Thus, within the extended agency theory, there are also agency problems between bank owners and 

depositors because a bank has superior information than its depositors about its own financial 

condition and the nature of its deposit contracts. Corporate governance problems can arise because 

management have different risk preferences from other stakeholders such as the central bank,33 

owners or creditors. Problems can also arise because management have limited competence in 

assessing the risks involved in the decisions they make, although they may still have freedom of 

action to make the wrong decisions due to inadequate control systems and information asymmetry 

(Beck et al, 2003; Prowse, 1995). 

 

The principal-agent problem is therefore more acute in banks since managers may have information 

advantages which give them the opportunity to take self-interested actions by engaging in 

unobserved, socially costly behaviour or abuse (Alexander and Dhumale, 2001). Moral hazard (or 

adverse incentives) arises in a variety of principal agent relationships characterised by asymmetric 

information and can be caused by a number of factors. These include negative real interest rates in 

the economy which may cause borrowers to choose investments with higher returns when 

successful but with lower probabilities of success, increasing the risk of speculative behaviour and  

non-performing loans (Gu, 2001; Stiglitz and Weiss, 1981). 

                                                           
33

 Another stakeholder is the regulator. Regulators expect boards to ensure the safety and soundness of the financial 
ƛƴǎǘƛǘǳǘƛƻƴΣ ŀƴ ƻōƧŜŎǘƛǾŜ ǘƘŀǘ Ƴŀȅ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ōŜ ƛƴ ǘƘŜ ǎƘŀǊŜƘƻƭŘŜǊǎΩ ōŜǎǘ ƛƴǘŜǊŜst (Adams and Mehran, 2003).  
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It has been observed in literature that moral hazard is inversely related to bank capital. Owners of 

poorly capitalized banks have little money of their own to lose from risky investments in the event of 

ŀ ōŀƴƪ ŦŀƛƭǳǊŜΦ !ǎ ǘƘŜ ōŀƴƪΩǎ ŎŀǇƛǘŀƭ ŦŀƭƭǎΣ ǘƘŜ ƛƴŎŜƴǘƛǾŜǎ ƻƴ ƻǿƴŜǊǎ ǘƻ ǇǳǊǎǳŜ ǎǘǊŀǘŜƎƛŜǎ ǿƘƛŎƘ 

preserve the solvency of the bank are reduced because once bank owners have enough capital of 

their own invested, there is greater incentive to invest in more prudent assets (De Meza, 2002). 

aƻǊŀƭ ƘŀȊŀǊŘ ōŜŎƻƳŜǎ ǎŜǊƛƻǳǎ ǿƘŜƴ ōŀƴƪǎ ƭŜƴŘ ǘƻ ΨǊŜƭŀǘŜŘ ǇŀǊǘƛŜǎΩ ǎǳŎƘ ŀǎ ŎƻƴƴŜŎǘŜŘ ŘƛǊŜŎǘƻǊǎ ƻǊ 

managers. Insider lending has been noted as one of the major causes of bank failures across the 

world (Barth and Laevine, 2006). This is because the incentive for imprudent and fraudulent 

management increases where all the profits arising from a particular project are internalised. These 

moral hazards reveal corporate governance weaknesses which can be corrected by strict regulation 

and supervision by central banks. 

2.7 Bank Privatisation and Corporate Governance ς The Framework 

Privatization or divestment of government stake in banks provides an interesting setting in which to 

understand corporate governance, because it is a discrete event that often leads to a drastic change 

in the ownership structure. Nevertheless, the ultimate success of privatization depends on the 

effectiveness of post privatization corporate governance mechanisms. The literature reviewed in 

2.4.2 above distinguishes two types of governance mechanisms: internal and external. Internal 

mechanisms include, among other things, the ownership structure, the board of directors and 

managerial reorganisation, while the external mechanisms include the monitoring of capital market 

and legal institutional system. Shleifer and Vishny (1997) and Denis and McConnell (2003) examine 

the role of ownership structure and investor protection (internal and external mechanisms, 

respectively) in providing efficient corporate governance. They find many developing countries lack 

an established institutional framework for efficient corporate governance. Such deficiencies point to 

the possibility that internal mechanisms may substitute to external mechanisms in providing 

efficient governance. 

2.7.1 Privatization and Ownership 

The shift in ownership and control to private owners accompanying privatization changes the 

ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǇǊŜǾŀƛƭƛƴƎ ƛƴŎŜƴǘƛǾŜ ǎǘǊǳŎǘǳǊŜΣ ǿƛǘƘ ƎǊŜŀǘŜǊ ŜƳǇƘŀǎƛǎ ǇƭŀŎŜŘ ƻƴ ǇǊƻŦƛǘǎ ŀƴŘ ŜŦŦƛŎƛŜƴŎȅ 

(Boycko et al., 1996; Shleifer and Vishny, 1997). The shift in incentives resulting from privatization is 

thus likely to affect the monitoring and management performance of the firm. The effect of 
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ownership on corporate governance is likely to depend on how control is allocated across types of 

owners during the privatization process.34 

 

I. State Residual Ownership 

With a state-owned bank (SOBs), the severity of the conflict between depositors and managers 

ŘŜǇŜƴŘǎ ǳǇƻƴ ǘƘŜ ŎǊŜŘƛōƛƭƛǘȅ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΦ ¢Ƙƛǎ ƛǎ ōŜŎŀǳǎŜΣ άƎƻǾŜǊƴƳŜƴǘ ƻǿƴŜǊǎƘƛǇ ƻŦ ŀ ōŀƴƪ 

has the potential to alter the strategies and objectives of the bank as well as the internal structure of 

governance. It is reviewed above that conflict between the government/taxpayers (as owners) and 

the managers/bureaucrats who control the bank is the main corporate governance issue. For 

example, bureaucrats who control SOBs may continue to have many different incentives that are not 

aligned with those of taxpayers.35 These bureaucrats may maximise a multivariate function which 

includes, amongst other things, consumption of prerequisites, leisure time and staff numbers 

(Brownbridge, 2002 and Clarke et al, 2003). Also, bureaucrats may seek to advance their political 

careers, by catering to special interest groups, such as citing banks at some non-profitable locations 

(Shleifer and Vishny, 1997).  

Where there is state residual ownership in banks, it is very unlikely that equal treatment will be 

given to all shareholders in terms of honouring shareholder rights including access to relevant 

information (Nam, 2006 and Arun, 2004). It was also noted that where government is the majority 

shareholder, decisions can be made without any support of minority shareholders, including 

decisions on the selection of directors (Brownbridge, 2002). In such partnerships, it is important that 

equal treatment is given to all shareholders in terms of shareholder rights to relevant information 

on related-party transactions, and self-dealing (Gerlach and Peng, 2005; Nam, 2006).  However, 

given a credible government and political stability, there will be little conflict as the government 

ultimately guarantees deposits. Therefore, the question in this case is whether or not the 

ƎƻǾŜǊƴƳŜƴǘ ŀƴŘ ƻǊ ƛǘǎ ŀƎŜƴǘǎ Ŏŀƴ ŎǊŜŘƛōƭȅ ŎƻƳƳƛǘ ǘƘŀǘ ǘƘŜȅ ǿƻƴΩǘ ŜȄǇǊƻǇǊƛŀǘŜ ǇǊƛǾŀǘŜ ŎŀǇƛǘŀƭ 

owners and tax payers36. 

 

II. Private involvement in bank Ownership 

Apart from state ownership, the study considers the three dominant outsider ownership forms that 

exist in privatized firms (i.e., local individual investors, local institutional investors, and foreign 

                                                           
34

Changes in corporate ownership can trigger changes in corporate governance structure (Li, 1994).  
 
35

Government ownership of banks is a common feature in many developing economies (La Porta et al., 2002), supporting 
vested interests and distributional cartels (Arun and Turner, 2002). 
36

Partial divestment of public sector banks may not bring desired changes in corporate governance mechanisms (Arun and 
Turner, 2002).  
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investors). Concentrated domestic private or foreign ownership is more likely to ensure the success 

after privatization, as large or institutional investors exert a close monitoring of management 

activities that ensures superior returns in privatised firms (Bonin et al. 2003; Clarke et al., 2003 and 

2006). Thus, when majority shareholdings were sold to outsiders, especially to foreigners, 

monitoring management performances in banks improve (Clarke et al., 2006). An empirical study by 

Levine (1999) suggest that that the presence of foreign banks reduces the likelihood of banking 

crises and may result in banks becoming more prudentially sound.37 However, there is a serious 

intellectual case against foreign entry, which stems from the notion that a substantial positive 

franchise value induces self-discipline in lending (Hellmann and Murdock 1997). But if investor 

knows that it can expect to earn a stream of quasi-rents from its reputational capital in the future, it 

will not risk its reputation (Williamson, 1998). 

 

Comparatively, foreign owners are crucial in bringing about active and deep restructuring of firms. 

Foreign owners may also bring new skills and expertise that are more valuable in a well-governed 

bank. Reasons cited in literature are summarised as follows: First, foreign investors are likely to be 

under greater government scrutiny than local firms, and this might discourage foreign investors from 

disregarding minority shareholder interests through transfer pricing and profit repatriation (Li and 

Zhang, 2009). Second, scholars have suggested that foreign corporate investors' access to 

governance expertise reduces monitoring costs, owing to resource availability and previous 

experience (Parker and Kirkpatrick 2005; Luez and Warnock, 2009).  Third, such foreign investors as 

multinational corporations or foreign bank-sponsored funds are likely to have more diversified 

portfolios of production facilities or investments compared to local blockholders, making them less 

risk adverse (Faccio and Stolin, 2006; Havrylchyk, 2003). Indeed, foreign banks may be less sensitive 

to indirect government requests and pressures than domestic banks (Stiglitz, 1994). The ability of 

foreign banks to ignore government requests may give them a further competitive advantage. Thus, 

foreign bank penetration could undermine the ability of the governments to use the banking system 

to achieve social and economic objectives.  

 

Dominant local individual or institutional investors in a privatised bank can also resolve monitoring 

and risk-bearing problems. Many local banks are believed to be characterised by deficiencies in the 

institutional mechanisms for constraining adverse selection and moral hazards such as under-

capitalisation, lack of adequate expertise and weak supervising systems (Brownbridge, 1998). Recent 

works also questioned the monitoring and risk-bearing abilities of local indigenous ownership (Gillan 
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 Foreign investors can reduce expropriation problems and are less likely to use economic and social expropriation 
mechanisms. 
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and Starks, 2003; Ferreira and Matos, 2008).38  Local indigenous owners are hampered in their 

monitoring efforts because of the possible lack of resources and expertise to monitor their 

investments.  

 

If banks are completely privatised then there must be adequate legal and regulatory enforcement 

necessary to protect depositors and prevent a financial crisis (Arun and Turner, 2002; Ayogu and 

Fosu, 2002).39 

2.7.2 Changes in Board of Directors and Top Management 

The other internal control mechanism is the board of director and managerial changes. New owners 

whose objectives are more aligned with profit maximisation could replace under-qualified managers, 

and new monitoring mechanisms could be put in place by the new shareholders. Changes in the 

ǇǊƛǾŀǘƛȊŜŘ ŦƛǊƳΩǎ ǳǇǇŜǊ ƳŀƴŀƎŜƳŜƴǘ Ƴŀȅ ŀƭǎƻ ǘǊƛƎƎŜǊ ŜŦŦƛŎƛŜƴŎȅ ƎŀƛƴǎΦ wŜǇƭŀŎƛƴƎ ǘƘŜ ƻŦǘŜƴ ǇƻƭƛǘƛŎŀƭƭȅ-

appointed manager of the SOB with a professional business person should give them autonomy and 

ability to improve performance. For example, Lopez-de-Silanes (1997) recognize that the existing 

SOB management may lack the appropriate human capital to effectively guide the privatized firm in 

the new, competitive market. Based on literature reviewed, one expects that restructuring a firm in 

the form of board and top management changes will positively impact firm monitoring and 

management performance respectively. Besides, incentives to monitor managerial behaviour are 

poor, leaving managers considerable discretion to pursue their personal agendas (Williams and 

Nguyen, 2005). Changes in the membership of the BOD as well as changes of the executive team can 

be put in place to ensure more effective monitoring and management respectively. The importance 

of changing human capital (directors and managers) has been stressed in literature because, it 

ǎŜǊǾŜǎ ŀǎ ƛƴŎŜƴǘƛǾŜ ǘƻ ƳŀȄƛƳƛǎŜ ǘƘŜ ǇǊƛǾŀǘƛǎŜŘ ŦƛǊƳΩǎ ǾŀƭǳŜ όUjunwa, 2012). Changes in members of 

the board as well as changes of the MD can be put in place to ascertain more effective monitoring 

and management, respectively.  The under-qualified managers could be replaced by others whose 

objectives are more aligned with profit maximisation, and new monitoring mechanism could be put 

in place by the new shareholders (Harber, 2005). Therefore, it is expected that, restructuring of the 

                                                           
38

As a result, institutional shareholders are not always there to monitor the controlling shareholder or stop the 
expropriation of minority rights. 
39

 For example, owners or managers of poorly capitalized banks have little money of their own which may increase their 
incentive for imprudent and fraudulent management practices. These moral hazards reveal corporate governance 
weaknesses which can be corrected by strict regulation and supervision by central banks (Barth et al., 2006). 
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BOD and changing of MD and or key management staff can positively affect the performance of top 

managers and reduce banking risk. 

 

Changes in board and organizational structures can provide opportunities to observe management 

behaviours, increase monitoring effectiveness and will help identify an individual manager's 

performance. Scholars argue that the new structures allow for more efficient monitoring of 

managerial discretionary behaviours and can substitute for weak corporate control mechanisms 

(Williamson, 1975; Sanda et al, 2008). However, some works suggest that continued government 

influence adversely affects top management performance after privatisation (Spulber, 1997).Their 

presence is likely to weaken managerial autonomy and accountability and independence of the 

boards, and might bring out conflicts of interest arising from the multiple roles of the state. It was 

further noted that bureaucrats might serve as a channel of state interference in the operation of the 

bank and weaken the functions of the boards. Thus, continued government influence adversely 

affects top management performance after privatisation (Harber, 2005). 

 

Others often related traditional agency problems, such as entrenchment, to top management tenure 

in organizations (Tosi et al., 1997; Kuhnen and Zwiebel, 2008). If top management of the firm 

remains unchanged after privatization, managers with long tenures are more likely to be concerned 

about their job security and likely to initiate entrenchment efforts to thwart restructuring. 

Alternatively, Yarrow 1996 and others argue that government as the sole owner is free to pursue 

inefficient goals without regards to smaller owners and with lower motivation to monitor 

management (Clarke et al, 2003). Thus, political objectives, poor information, and principal/agent 

problems can compromise the privatized firm in ways that keep it from performing as well as a de 

novo private enterprise (Caprio et al, 2012).   

 

Unlike non-banking firms, regulation may also act as a substitute for monitoring by boards. For 

example, the regulatory framework broadly cites the principle of good practice that advocate the 

engagement of qualified individuals to run banking institutions.40 Theoretically, the impact of 

regulation on the effectiveness of corporate governance is not clear. On the one hand, if regulation 

restricts managerial discretion and its scope to adversely affect shareholder wealth, shareholders 

may need fewer mechanisms to monitor managers.41However most regulators do not stipulate 

                                                           
40

All companies in Ghana have a unitary board system in line with the Anglo-Saxon model before the sector liberalisation. 
The board of directors performs the supervisory, advisory roles, and the executive roles (Company code, 1961). In addition, 
top managements are subjected to fit and proper test.  
41

In the banking industry, regulators have the authority to restrict the type of activities that banking firms may engage in, 
require increases in regulatory capital, enforce reversals of high-risk policies, and veto takeover proposals. 
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levels of board independence (or other governance arrangements), their presence will still coerce 

regulated firms into adopting effective governance structures (Becher and Frye, 2011). This is 

because directors of regulated firms wish to be perceived by regulators as managing their firm well 

and are mindful of the legal and reputational consequences that would result if regulators lost trust 

in them (Hardlock et al, 2002). The stronger the mandate that regulators have been equipped with 

ǘƻ ƛƴǘŜǊǾŜƴŜ ŀƴŘ ŘƛǎŎƛǇƭƛƴŜΣ ǘƘŜ ƎǊŜŀǘŜǊ ǘƘŜ άǘƘǊŜŀǘ ƻŦ ŀŎǘƛƻƴέ όLōƛŘύ ǘƘŀǘ ǊŜƎǳƭŀǘƻǊǎ ǇƻǎŜ ǘƻ 

independent directors. Strict bank regulation therefore provides incentives to independent directors 

to monitor soundly and effectively. Thus, strict regulatory environments may promote firm-level 

governance that is effective in controlling for agency cost so that a complementary relationship 

exists between governance and regulation (Hagendorff et al., 2010). Either way, the presence of 

regulation will affect the design of internal governance mechanisms and their impact on corporate 

governance of banks.42As previously argued, bank regulators offered subsidized monitoring services 

before the sector privatisation, boards were not pressured to monitor diligently under strict 

regulatory regimes. By contrast, post-privatisation stricter bank regulation can be understood as a 

signal that conveys a threat of action in the event of managerial or monitoring failures, this will 

encourage effective monitoring by the board under strict bank regulatory regimes. The existence of 

regulation means there is an additional external force with the power to discipline the agent. Under 

ǘƘŜ DƘŀƴŀΩǎ ŎƻƳǇŀƴƛŜǎΩ ŎƻŘŜ ό!Ŏǘ мтфύΣ ǘƘŜ ōǳǎƛƴŜǎǎ ƻŦ ŀ ŎƻƳǇŀƴy is managed by the BODs except 

ŀǎ ƻǘƘŜǊǿƛǎŜ ǇǊƻǾƛŘŜŘ ƛƴ ǘƘŜ ŎƻƳǇŀƴȅΩǎ ǊŜƎǳƭŀǘƛƻƴ ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ ǘƘŜ ǎŜŎǘƻǊ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ 

 

Apart from ownership changes discussed already, the rest of the internal mechanism is discussed 

under the following sub-headings: Board features such as board composition and independence, 

board qualifications and objectives and functions, Management features and compensation of the 

board are some of the important determinants that should change for the board to effectively carry 

out its fiduciary function of monitoring the actions of management (Sullivan, 1998). These are 

discussed in turn. 

 

i. Board composition and Independence  

Bank autonomy was considered to be crucial to financial reform, if market forces should work 

efficiently. Thus, putting the private sector rather than the government in charge of determining 

who gets credit and at what price (William and Mohar, 1998). Effective separation between decision 

management and decision control calls for outside directors to carry out their tasks properly and not 
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 Leaven and Levine (2009) report that stricter regulation decreases bank risk when a bank is widely held but increases it 
when it has a large controlling shareholder. 
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collude with managers to harm the interests of the residual claimants. In a developed market 

economy, such incentives are thought to lie in the desire of outside directors to develop reputation 

as expects in decision control (Herman, 1981; Triker, 2012). 

It is expected that the size of inside directors will likely decline and that of outside directors increase 

to enable to board to make independent and unbiased decisions (to avoid the pre-reform situation 

in which the MD in many instances undermine the effectiveness of monitoring).43 Increased number 

of outside directors will help minimize the private benefits to management. The importance of 

independence in agency theory is therefore due to a better ability to monitor management (Huang 

2006). In the absence of state agents and or appointees, independent board is expected to focus on 

the monitoring function and on strategy formation (Nguyen &Nielsen, 2010). Thus, the separation of 

the board of directors and executive officers is likely to have positive impact on the monitoring 

function and the strategic decision-making capacity of the board.  

 

In a commercially oriented entity, priority should be put on accumulating and disseminating 

business-related information rather than the political and social oriented information, as previously 

circulated. For example, the number of politicians on the board and top management positions 

within state banks is likely to shrink and the number of foreign directors many increase. Presence of 

politicians or ministers on the board may indicate control of the government. The presence of 

foreign directors and professional managers on the board may signal the opportunity of introduction 

of innovation and paradigm shift on the board.  

 

ii. Qualification, Knowledge and Expertise 

The poor pre-reform banking sector performance was partly blamed on the lack of qualified 

managers and the presence of directors with limited knowledge in the helms of banking affairs.44 

Changes are therefore necessary to ensure directors and mangers with requisite qualification and 

skills are appointed. The relevance of industry and firm knowledge can therefore not be 

underestimated as it is especially crucial with regards to resource distribution, in relation to the 

understanding of proposed projects or business (Adjaoud et al, 2007).  

 

The qualification or skill appraisal should include review of the minutes of board meetings and, for 

each functional area, a complete set of reports provided regularly to the relevant director. The 

                                                           
43

In line with good practice introduced in 1991, BOD must comprise at least one non-executive or an independent member. 
But this was not included in the pre-privatization hard law in 1989.  
44

 It was widely known that, bank directors at the time were holders of any qualification provided they belong to the ruling 
government.  
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follow-up actions undertaken by the directors can assessed to determine if the board is effectively 

ŦǳƭŦƛƭƭƛƴƎ ƛǘǎ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ǘƻ ǎǳǇŜǊǾƛǎŜ ǘƘŜ ŀŦŦŀƛǊǎ ƻŦ ǘƘŜ ōŀƴƪ ŀƴŘ ǘƻ ǎǘŀȅ ƛƴŦƻǊƳŜŘ ƻŦ ǘƘŜ ōŀƴƪΩǎ 

condition (Nam, 2006). As such, it can additionally be argued that the predominance of agency 

theory within financial education and governance practice means that expert directors will be 

familiar with the best practice and act accordingly (Surendra 2010 and Weaver 2006).  

 

iii. objectives and Functions of the Board/ top management  

The companies code (Act 179) defined the functions and responsibilities of boards of directors quite 

clearly before the sector liberalisation in the early 1990s.45 For listed banks, however, the listing 

regulation expands the scope of the Board's duties to include the determination of the remuneration 

ǇƻƭƛŎȅΦ IƻǿŜǾŜǊΣ ǇƻƭƛǘƛŎŀƭ ƛƴǘŜǊǾŜƴǘƛƻƴǎ ƻŦ ǘƘŜ ōƻŀǊŘǎΩ ǊƻƭŜǎ ŀƴŘ ŦǳƴŎǘƛƻƴǎ ƘŀŘ ōŜŜƴ ǊŜǇƻǊǘŜŘ ōŜŦƻǊŜ 

after the sector privatisation. With the orientation of management goals, it is expected that there 

will be a restructuring of board committees and executive committees to deal with relevant issues.  

{ƛƴŎŜ ǘƘŜ ōŀƴƪǎΩ ǎǳǊǾƛǾŀƭ ŀƴŘ ŘŜǾŜƭƻǇƳŜƴǘ ƛǎ ƴƻǿ ǘƻ ōŜ ƳƻǊŜ ŘŜǇŜƴŘŜƴǘ ƻn the market, the board 

and top management can be expected to place more attention to gaining competitive advantage, by 

establishing competent committees within the board and executive directors, to deal with the new 

market challenges. A consequence of this separation is that it is now more costly for the government 

to intervene into the privatized firm (Williamson, 1998). The need to have a profit oriented board 

and top management free of political or unprofessional interventions is an urgent call, should the 

bank be run as a viable commercial unit. Unilateral non-business or political decision making of 

agents of government could be expected to cease.  

2.7.3 Changes in Organisational System and Management Features 

i. Management Appointment and competence 

Banking crisis mostly comes from the absence of good managerial ideas in corporate decision-

implementation level. White (1993) argues that bank failures are seen by many to be caused by 

mismanagement, fraud and deregulation. Therefore, competence and focus play a major role in 

banking (Spiegel, et al. 1996: 51). According to Spollen (1997), mismanagement, especially excessive 

risk-taking, is the main cause of bank failure. Other reasons given include; inability of management 

to appreciate and control a business; inability of management to ensure compliance with lay down; 

                                                           

45
All the banks in Ghana have a unitary board system in line with the Anglo-Saxon model before the sector liberalisation.  
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procedures. Insufficient number of staff, particularly middle management, which can subject a small 

number of employees to over-time work, which could eventually result in the failure of a bank.  

 

To reverse poor pre-FISAP firm level performance, the most important step may be to establish new 

management and key staff that does not carry on the status quo (Kotter and Hesketh, 1992), but can 

instigate paradigm shift. Bringing in new individuals at the managerial level is one of the common 

practices in changing management, but new management need not always mean the replacement of 

old people with new ones. Training can sometimes do the same task by altering the mental 

framework or paradigm adopted by existing management. In addition, when the banks become 

more independent of government agencies, it can be expected that the mode of appointing 

managers, at both the top and line management positions, will change. Where reforms become 

entrenched, administrative interference from government agencies should be reduced when making 

staff appointments and disengagements.  

 

i. Bank and staff rationalisation, appointment and training 

 

In addition, when SOBs become more independent of government agencies, it can be expected that 

the management and staff appointment process, at all levels will change. Where deregulation or 

privatisation become entrenched, administrative interference from government agents should be 

minimised when making staff appointments. Meanwhile business related skills and abilities, rather 

than political and party membership, should become the main reason when choosing managers. 

SOBs would not depend on subventions from Government but will be left to generate revenue for 

maintenance of the organisation, because the previous tendency to render more of social services 

than financial profits would change.  

 

The SOBs were unable to make profit, as they depend solely on government subvention and faced 

development difficulties before their privatization or corporatisation. With the emergence of private 

investors it is believed that loss making branches will be closed. Prior to the reform, several factors 

have been cited to be responsible for failure of the public sector as business entity; they are faulty 

recruitment of employees, inadequate training, incompetent staff (Anka, 2006). Firstly, there was 

the need to recruit and retain specialists; secondly, there was the need for conception of new 

management of the public service and thirdly the new penvironment was to motivate them to 

achieve defined goals more effectively. Changes in organisational structure within firms may also 

mean that large-scale labour lay-offs occur in SOBs, in order to lessen the overstaffing long suffered 
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before reforms. In order to keep skilled staff and good performing branches, branch and staff 

ΨǇǊǳƴƛƴƎΩ ǘƻ ƳŀƪŜ ōŀƴƪǎ ƳƻǊŜ ŜŦŦƛŎƛent and profitable.  

2.7.4 Change in Executive Compensation and Performance Evaluation schemes 

Prior to privatisation, salaries were set according to public servant scale enterprise payment scheme 

world-wide and were graded according to seniority of the post and the age of the employee. When 

the reforms deepened in Ghana, the system of permanent employment may be abandoned and 

contractual employment adopted (Firth et al, 2006) meanwhile, pecuniary means were introduced 

to motivate employees. In such circumstances, it is to be expected that, with the reform of state 

banks, pay will have to become more closely linked to individual performance. The increased entry 

of foreign investors may likely force the local banks to change their compensation system in order to 

retain the valued skilled staff. Changes are also to be expected in the remuneration of managers and 

in the evaluation of their performance (Werner et al, 2005). These are two areas closely related to 

control and incentive mechanism used within firms.  

 

tŜǊǊȅ όмфффύ ŦƛƴŘǎ ǘƘŜ ǳǎŜ ƻŦ ƛƴŎŜƴǘƛǾŜ ŎƻƳǇŜƴǎŀǘƛƻƴ ōȅ ōƻŀǊŘΩǎ ǊŜǎǳƭǘǎ ƛƴ ƛƳǇǊƻǾŜŘ ƳƻƴƛǘƻǊƛƴƎ ōȅ 

directors. Hermalin and Weisbach (1998) and Gillette et al. (2003) developed models where 

incentive compensation for directors increases their monitoring efforts. Jensen (1993) proposes 

director Accounting Based Performance (ABP) will increase awareness about how their decisions 

affect shareholder wealth. In addition to providing motivation to monitor, incentive based 

remunerations may be needed to attract and retain high-quality directors and managers. 

Performance-based compensation linked to long-term stock performance might be a viable 

mechanism to mitiƎŀǘŜ ŀƎŜƴŎȅ ǇǊƻōƭŜƳǎ ōȅ ōŜǘǘŜǊ ŀƭƛƎƴƛƴƎ ƳŀƴŀƎŜǊǎΩ ŀƴŘ ǎƘŀǊŜƘƻƭŘŜǊǎΩ ƛƴǘŜǊŜǎǘǎΦ 

Nevertheless, as argued by Bebchuk and Spamann (2010), executive remuneration that is favoured 

by shareholders might diverge from the one favoured by the board of the bank.46 This divergence is 

caused by the profit-driven interests of shareholders, which do not necessarily coincide with 

financial stability concerns of supervisors. 

With regards to the ŜǾŀƭǳŀǘƛƻƴ ƻŦ ƳŀƴŀƎŜǊǎΣ ƛǘ ƛǎ ŜȄǇŜŎǘŜŘ ŘƛǊŜŎǘƻǊǎΩ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ƳŀƴŀƎŜǊǎΩ 

behaviour will change by exposing the bank to market forces after privatisation. Although corporate 

boards are typically not required by law to institute formal management control ovŜǊ ǘƘŜ a5Ωǎ 

ǇŜǊŦƻǊƳŀƴŎŜΣ ǎƻƳŜ ŀǳǘƘƻǊǎ ŀƎǊŜŜ ǘƘŀǘ ŀ ŦƻǊƳŀƭ ǇǊƻŎŜǎǎ ŦƻǊ ŜǾŀƭǳŀǘƛƴƎ ƳŀƴŀƎŜǊǎΩ ǇŜǊŦƻǊƳŀƴŎŜ ƛǎ ŀ 

                                                           
46

 The risk-ǘŀƪƛƴƎ ƛƴŎŜƴǘƛǾŜǎ ƻŦ ŜȄŜŎǳǘƛǾŜǎ Ƴŀȅ ōŜ ŜȄŀŎŜǊōŀǘŜŘ ƛŦ ǘƘŜȅ ǊŜŎŜƛǾŜ ƻǇǘƛƻƴǎ ƻƴ ōŀƴƪΩǎ Ŝǉǳƛǘȅ ŀǎ ŎƻƳpensation 
instead of shares (DeYoung et al., 2013).  
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fundamental feature of corporate governance (Tosi and Gomez-Mejia, 1994). It is stressed that 

ǇǊƛǾŀǘƛȊŀǘƛƻƴ ǿƛƭƭ ǇǊƻƳƻǘŜ ŀ ōƻŀǊŘΩǎ ƛƴŘŜǇŜƴŘŜƴŎŜ ƛƴ ƻverseeing the MD and adopting a formal 

performance evaluation process (Brown and Heywood, 2005; Young et al., 2000). It is expected that 

the performance of managers in Ghanaian banks will now be evaluated more in line with agreed 

business goals, and managers will be remunerated more according to the results of such evaluation, 

than previously. Such practices are expected to replace politically determined remuneration and 

promotion. 

2.8 Conclusion 

The ineffectiveness of several privatized firms within developing economies underscores the 

importance of agency theory issues and their impact on the privatization and corporate governance 

relationship. I argue that weak governance and limited protection of minority shareholders intensify 

traditional principal-agent problems (perquisite consumption and entrenchment) and create unique 

agency problems (expropriation). It is suggested that post privatization CG can be enhanced by using 

appropriate ownership, management, and corporate structures that mitigate agency problems in the 

context of weak governance.  

The study adopts largely agency theory and an aspect of institutional perspective to complement it 

in interpreting the interactions among stakeholders based on the institutional constraints they face.  

Combining these two approaches minimises the weakness in the traditional agency approach to 

corporate governance. First, most studies analysing the corporate governance of banks have 

ƘƛƎƘƭƛƎƘǘŜŘ ǘƘŜ ƭƛƳƛǘŀǘƛƻƴǎ ƻŦ ǘƘŜ ΨǘǊŀŘƛǘƛƻƴŀƭΩ ŀƎŜƴŎȅ ǘƘŜƻǊȅ ōŀǎŜŘ ƻƴ ƛǘǎ ŦƻŎǳǎ ƻƴ the primacy of 

shareholder value at the expense of other stakeholders such as depositors and regulators (Arun and 

Turner, 2004). Apart from shareholders-managers agency problems, banks experience it between 

managers and other stakeholders as a result of diverging preferences and also between bank owners 

and depositors. But, a generalized agency theory would be able to capture all three types of agency 

problems. Second, studies such as Aguilera and Jackson (2003) agree on the usefulness of 

institutional theory in extending models within an agency theoretical framework due to the 

ŎƻƴǘŜȄǘǳŀƭ ƛƴŦƭǳŜƴŎŜǎ ǘƻ ŀǎǎƛǎǘ ƛƴ ŜȄǇƭŀƛƴƛƴƎ ΨƪŜȅ ŎƻƴǎǘǊǳŎǘǎΩ ǎǳŎƘ ŀǎ ǘƘŜ ƴŀǘǳǊŜ ƻŦ ǎŜƭŦ-interest and 

the oversight responsibility available to principals. Institutional arrangements such as organisational 

and national culture or regulatory frameworks might have an impact on how the agency problem is 

construed. It has been widely agreed that the corporate governance system of a country is 

embedded in institutional settings. The qualitȅ ƻŦ ŀ ŎƻǳƴǘǊȅΩǎ ƭŜƎŀƭ ǘǊŀŘƛǘƛƻƴǎ ŀƴŘ ƛƴǎǘƛǘǳǘƛƻƴǎ Ǉƭŀȅǎ 

an important role after divestment of government ownership in banks through enforcement of 
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contracts, and property rights. Corporate governance according to Guedhami et al. (2009) has more 

value in wŜŀƪŜǊ ƭŜƎŀƭ ŀƴŘ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ǊŜƎƛƳŜǎΦ [ŀ tƻǊǘŀ Ŝǘ ŀƭ όнлллύ ŀƭǎƻ ŀǊƎǳŜ ǘƘŀǘ ǿƘŜƴ ŀ ŎƻǳƴǘǊȅΩǎ 

investor protection laws are good, it reduces expropriation of minority investors. Consistent with 

this argument, Durnev and Fauver (2009) find that firms generally have less incentives to practice 

good governance, which positively affects bank performance (John et al., 2008), if the government is 

predatory.  

Consequently, the degree of corporate governance in privatized banks therefore depends on such 

environment. John et al. (2008) show that in better governance environments, stakeholders are less 

able to reduce corporate risk-taking to pursue their self-interest, that is, corporate risk-taking 

increases with the quality of country-level governance. To conclude this section, both internal and 

external governance institutions need to be developed in order to strengthen the banking sector of 

any economy  
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Chapter Three: Research Methodology and Data Collection 

Techniques 

3.1 Introduction 

The first chapter of the thesis set out the research context and discussed in detail the four research 

questions that this study addresses. It followed an exhaustive review of literature on the corporate 

governance and privatization generally, and specifically on banking sector, with particular focus on 

Ghana. As established in the previous chapters, the thesis complimented agency theoretical 

underpinnings with institutional perspective established a conceptual framework to facilitate the 

understanding being sought concerning corporate governance in Ghana. The relevant theoretical 

and empirical literature as well as the conceptual framework that guide the study has been 

discussed in the previous chapters. The purpose of this chapter is to clarify the research 

methodology, method and techniques utilized in this research from the initial stages of its 

conceptualization right through to its completion. It describes the methods and technics employed 

to collect and analyse quantitative and qualitative data that was employed in subsequent chapters 

for the purposes of seeking answers to the research questions set out in the first chapter of the 

thesis. Apart from expanding on the methodology outlined whilst discussing the research questions 

in chapter one, this chapter also aims to ensure that appropriate methodological and design 

procedures have been followed for data collection and analyses. 

 

The next part looks into the overall research design and methodology with a detailed discourse on 

three major strategies of inquiry (quantitative, qualitative, and mixed-methods). Although all three 

methods have been employed in the field, yet qualitative enquiry would be most suitable for a study 

of this nature and out of the four major types of multiple methods designs (triangulation, 

embedded, explanatory and exploratory), the most appropriate approach to multi-methods 

(triangulation) has been used.  

 

The final part of the chapter looks into the selection and choice of indicators and variables used for 

designing the questionnaire for administering face-to-face interviews for data collection in the field. 

Finally, the stakeholders considered for the survey are discussed alongside the sampling strategy 

used and aspects relating to data coding, data entry and reliability. 
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3.2 Research Design 

The section discusses the underlying philosophy of the research process identified series of 

knowledge claims and discussed how and which of these related to this study. Generally speaking, 

research studies can be categorised into two basic types of scientific enquiries, namely deductive 

and inductive. While these methodologies are ultimately concerned with the development of theory, 

the direction from which this task is approached is different. A deductive research involves the 

clarification of a set of concepts which form a conceptual scheme and derivation of a set of testable 

propositions (Bergman, 2008). Upon this basis the original theoretical position is either not or is 

modified. By contrast, an inductive research starts with the analysis of empirical data and then move 

on to building of theory upon the basis of the data (Creswell and Garrett, 2008). The study reported 

in this thesis was intended to assess the impact of privatisation on the corporate governance of 

Banks in Ghana. It presupposes that, the research is concerned with reaching an understanding of 

how corporate governance is practised in banks after privatisation, than building theory per se. As a 

result, a deductive approach was employed in this research. 

 

Deductive research can be conducted either quantitatively or qualitatively, or a combination of the 

two (triangulation). While the two most commonly used designs are qualitative and quantitative 

(Creswell 2003, 2008), Creswell (2008) argues that a study only tends to be more qualitative than 

quantitative or vice versa, rather than being either one of them, while according to Saunders et.al. 

(2003; 2012), it would be misleading to state that there is a rigid division between both approaches. 

Unquestionably, the three approaches are not as discrete as they first appear and qualitative and 

quantitative approaches should not be viewed as polar opposites or dichotomies; instead, they 

represent different ends on a continuum (Forman et al., 2008; Peräkylä, 2004).  

 

This research utilised broadly qualitative method of analysis. A minimum quantitative approach was 

also employed, short of regression methods, as it was difficult to distinguish between the separate 

effects of privatisation on the various dimensions of corporate governance.  

3.2.1 Quantitative research method 

Quantitative data comprises closed-ended information that might involve using a closed-ended 

check-list, on which the researcher records the behaviours seen and observed in the field (Creswell 

and Clark 2007; Creswell 2008).  It represents the positivist paradigm, which dominates natural 

sciences investigations; it seeks to explain a phenomenon through a sense of solid and objective 

analysis (William, 2011). In the context of this research, it may offer the avenue of providing explicit 
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and stronger causal relationships and provides a picture of trends and relationships. The approach 

was more appropriate with large number of samples within a relatively shorter period of time which 

help to augment methods of generalisation capacity (Berg, 2001). In the absence of large number of 

banks, the assessment of privatisation on the corporate governance of banks could be over 

simplified if the method was used as the only form of analysis. Also, the quantities analysis of 

relationships between variables creates a static view of social life or process and lacks in-depth 

knowledge (Ivankova et al., 2006); it can amount to what Silverman et al. (2007) referred to as a 

ΨǉǳƛŎƪ ŦƛȄΩΣ ƛƴǾƻƭǾƛƴƎ ƭƛǘǘƭŜ ƻǊ ƴƻ ŎƻƴǘŀŎǘ ǿƛǘƘ ǇŜƻǇƭŜ ƻǊ ǘƘŜ ΨŦƛŜƭŘΩΦ ¢Ƙƛǎ ŜƳǇƘŀǎƛǎ ƻƴ ǘƘŜ ǳǎŜ ƻŦ 

statistical correlations may be based upon variables that, in the context of naturally occurring 

interaction, may be arbitrarily defined.  

 

Furthermore, the pre-FINSAP era performance data were said to have been doctored generally to 

meet regulatory requirement (Brownbridge and Gockels, 1996), the data available before the 

reforms have been manipulated and could not be relied on to give the real picture of the impact of 

the reforms on the banking sector behaviour. Sole reliance on quantitative method, involving these 

figures, might have generated inadequate result. Instead, a qualitative approach allows the research 

questions in this thesis to be explored in more depth (Silverman et al, 2007; Rubin, and Babbie, 

2010). 

3.2.2 Qualitative research Approach 

Adoption of a qualitative approach is expected to result in an enhanced quality of data and a deeper 

understanding of the subject, as it views the world as processual rather than static one observed in 

quantitative method. Several advantages have been attributed to this approach of research 

methods. Qualitative approach further provides greater depth of understanding and provides a 

means of accessing unquantifiable facts and seeks answers to questions by examining various social 

settings and those individuals who inhibit the setting.  Babbie (2010) on his part argues for 

qualitative procedure as an effective strategy for studying subtle nuances in attitudes and behaviour 

and for examining social processes over time. Creswell in his works (2003 and 2007) cited flexibility 

and validity as important advantages for the qualitative research approach. It implies that, the 

approach allows room for investigator to be innovative and to work within researcher-design 

frameworks. Qualitative research is broad (McLeod, 2008), and is a type of research that does not 

use statistical measure to produce its findings. Data for qualitative research is often generated 

through discussion, observation and conversation.  
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Despite the merits, the approach has being criticised as having a number of weaknesses. Lack of 

generalizability of result and difficulty in verifying information and influencing policy due to lack of 

precision of numbers are often cited as weaknesses of the approach (Yin, 2009). However, the use of 

multiple methods, or triangulation, reflects an attempt to secure an in-depth understanding of the 

phenomenon in question. The combination of multiple techniques, empirical materials, perspectives, 

and cases in a single study is best understood, then, as a strategy that adds rigor, breadth, 

complexity, richness, and depth to any inquiry (Smith, 2006).  If systematically controlled and 

conducted, the method can lead to rigorous conclusions (Kuper et al, 2008). With these methods in 

mind, the study attempted to link the corporate governance observed before and after the reform is 

studied in natural context (multiple technique approach). 

3.2.3 Triangulation 

 

Triangulation can be a powerful technique that facilitates validation of data through cross 

verification from two or more sources. In particular, it refers to the application and combination of 

several research methodologies in the study of the same phenomenon increase the credibility and 

validity of the results (Altrichter et al., 2008). Since much social research is founded on the use of a 

single research method and as such may suffer from limitations associated with that method or from 

the specific application of it, triangulation offers the prospect of enhanced confidence (Weed, 2009). 

Triangulation of different data collection methods is considered for this research to ensure that the 

data are telling us what we think they are telling us (Lietz and Zayas, 2010).47 

 

The combination of various research techniques leads to a well-rounded and informed formation of 

opinion. Jick (1979) argues that this design is largely a vehicle for cross-validation as two or more 

distinct methods are found to be congruent and yield comparable data, and it also tends to provide 

researchers with several important opportunities as it allows them to be more confident of their 

results, which is the overall strength of the multi-method design. The effectiveness of triangulation 

rests on the premise that the weaknesses in each single approach will be compensated by the 

counter-balancing strengths of the other (Allen et al, 2008).   

 

 

 

 

                                                           
47
ά¢ǊƛŀƴƎǳƭŀǘƛƻƴ ŀƭǎƻ ŎǊƻǎǎŎƘŜŎƪǎ ƛƴŦƻǊƳŀǘƛƻƴ ǘƻ ǇǊƻŘǳŎŜ ŀŎŎǳǊŀǘŜ ǊŜǎǳƭǘǎ ŦƻǊ ŎŜǊǘŀƛƴǘȅ ƛƴ Řŀǘŀ ŎƻƭƭŜŎǘƛƻƴέ 
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Figure 3-1: Triangulation across various methods of research 

 

It is expected that the triangulation of approaches in this research will be more effective in exploring 

privatization measures and corporate governance mechanisms in a processual way whilst making 

the results more robust by using approaches which support stronger forms of measurement. Yeung 

(1995) confirms that triangulation can improve the validity and reliability of data collected through, 

for example, using different methods (e.g. interviews, participant observation, archival research) or 

through posing verification questions within a single method such as an interview.  

3.2.4 Research Time Frame 

Since the research is concerned with changes in corporate governance, as a result of privatisation, it 

is important to decide on an appropriate time span for this research. Ideally, research on changes 

taking place over time should be conducted using series of follow up studies across the time period: 

but this sort of research design is impracticable for this research conducted over three years of full-

time study. Therefore, instead of conducting fieldwork at different points in time, the researcher 

employed a strategy of collecting both historical and current data during the field work. Asking 

respondents to describe situations years earlier is open to criticism that memories maybe defective, 

but the clock cannot be put back. Since the study is concerned with change in corporate governance 

resulting from privatisation as part of FINSAP II, the main study period was set at 1995 and 2000, an 

era when the actual divestment of state shares in the Ghanaian banks took place.  

 

Before undertaking fieldwork in Ghana, the relevant literature on the financial sector reforms, 

privatisation and the issues of corporate governance in Ghana, as well as policy responses were 

reviewed. These reviews helped to isolate the research problem and questions and further provided 

the basis for developing a conceptual framework to guide the study. Both the theoretical and 
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empirical literature helped to clarify the research questions and associated research propositions. 

The literature search also enhanced the interpretation, discussion and analysis of the data.  

3.3 Research Method 

Having explored the various methodologies and techniques, the preceding sections discussed the 

methods employed by the research. Combining the quantitative and qualitative approaches, the 

research adopted questionnaire survey, case study and minimum banking sector performance 

analysis. 

3.3.1 Questionnaire Survey 

This study used a questionnaire survey to obtain an overall picture of privatisation, ownership 

structure and corporate governance of banks before and after 2004. A survey is described as a 

means of gathering information about a particular population by sampling some of its members 

usually through a system of standardized questions for purposes of eliciting information which, after 

evaluation, results in a profile or statistical characterisation of the population sampled (Punch, 

2005).48 There are two basic survey designs which use questionnaires to collect data; cross-sectional 

and longitudinal surveys (Babbie, 2010). By asking the same or similar question to all respondents, 

the research method is said to be useful in describing the characteristics of a large population 

(Baxter and Babbie, 2004).49 Thus the broader picture that maybe generated by the survey 

questionnaire will be reduced to a narrow one in the individual cases. 

In total, the questionnaire had factual and opinion based questions on ownership structure and 

corporate governance of Ghanaian banks. These questions were grouped into five main sub-

headings which are; general information on the banks, ownership structure, Board of directors, 

Management features, compensation and evaluation, and the effect of the 2004 banking law. All the 

questions in the questionnaire were closed ended questions to allow respondents to specify 

anything listed in the choices to determine the changes that might have taken place between 1995 

ŀƴŘ нлллΦ !ƴ ƻǇǘƛƻƴ ƻŦ ΨƻǘƘŜǊΩ ƻǊ ΨƴŜƛǘƘŜǊ ŀƎǊŜŜ ƴƻǊ ŘƛǎŀƎǊŜŜΩ ǿŀǎ ŀƭǎƻ ŀŘŘŜŘ ƛƴ ǘƘŜ ǉǳŜǎǘƛƻƴƴŀƛǊŜ ǘƻ 

                                                           
48

 43 According to Punch (2005), the term survey has different meanings. It is sometimes used to describe any  research 
which collects data (quantitative or qualitative) from a sample of people. 

 

49
 44 Babbie (2004) also suggests that the method is said to be the most commonly used technique to collect data that are 

beyond the reach of the investigator. 
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allow flexibility where respondents did not agree with the listed choices. Missing data in returned 

questionnaires were filled out through telephone calls and face to face meetings with the 

respondents. A more detailed discussion on how the questionnaire was administered is discussed in 

chapter 5 where the survey results are analysed (Appendix I). 

3.3.2 Case Study Approach 

Having explored the sector-wide corporate governance in research issue one by mostly using 

Questionnaire survey (3.3.1), the study proceeds to validate the findings at the bank firm level using 

in-depth case studies to unearth how privatisation affected CG of these. Generally speaking, 

questionnaire survey employed by closed ended questions has inherent problem. Whilst these 

questions are necessary to get specific responses on some of the research issues, it is difficult to get 

in-depth and context related information. To offset this limitation, the researcher uses case studies. 

Case studies are defined as an empirical inquiry that investigates a contemporary phenomenon 

within its real-life context, especially when the boundaries between phenomenon and context are 

not clearly evident, and in which multiple sources of evidence are used (Eisenhardt and Graebner, 

2007). This approach will reasonably deal with the research issues 2, 3 and four which explores how 

the reforms affected the behaviour of banks. A preliminary analysis of the despondences from the 

survey showed that there were improved corporate governance practices of the commercial banks 

as a whole than what pertained before the FINSAP specifically in 1995 when government 

implemented its share divestment policy in banks. 

 

Hartley (2004) argued that case study methods often answer why and how questions, which is 

exactly why the study will adopt the case method, since the questionnaire survey will address what 

question. Whilst the questionnaire survey will answer the question to what is changed, it cannot 

however give an answer to how the changes affect the corporate governance in banks50. It is very 

important to use case study (to get complete impression) to further validate the information at the 

bank firm level. The case study is preferred in examining contemporary events, but when the 

relevant behaviours cannot be manipulated. This is an advantage for the use of the approach, and 

this research investigates corporate governance phenomenon which hitherto could be manipulated 

or be unknown to the researcher. Consistent with Yin (2003), the researcher used multiple source of 

collection of information: documents, archival records, interviews, and direct observations. The 

researcher also uses three month internship period in the late 2009 with the central bank as a way 

                                                           
50

 ibid 
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of gaining more insight into the Legal, regulatory and enforcement issues at both individual firm and 

industry levels. 

3.3.2.1 Case Study Design 

¢ƘŜ ǎŜŀǊŎƘ ŦƻǊ ŀǇǇǊƻǇǊƛŀǘŜ ŀƴǎǿŜǊǎ ǘƻ ǘƘŜ ǉǳŜǎǘƛƻƴ ǇƻǎŜŘ ŦǊƻƳ ǘƘŜ ǘƘŜƻǊŜǘƛŎŀƭ ǇŜǊǎǇŜŎǘƛǾŜ ƛǎ ŘƻƴŜ ƛƴ 

ǘƘƛǎ ǘƘŜǎƛǎ ōȅ ƳŜŀƴǎ ƻŦ ŀ ŎŀǎŜ ǎǘǳŘȅΦ 9ŀŎƘ ǎǘǊŀǘŜƎȅ ƛƴ ǎƻŎƛŀƭ ǎŎƛŜƴŎŜ ǊŜǎŜŀǊŎƘ Ƙŀǎ ǇŜŎǳƭƛŀǊ ŀŘǾŀƴǘŀƎŜǎ 

ŀƴŘ ŘƛǎŀŘǾŀƴǘŀƎŜǎΣ ŘŜǇŜƴŘƛƴƎ ƻƴ ǘƘǊŜŜ ŎƻƴŘƛǘƛƻƴǎΥ όŀύ ǘƘŜ ǘȅǇŜ ƻŦ ǊŜǎŜŀǊŎƘ ǉǳŜǎǘƛƻƴΣ όōύ ǘƘŜ ŎƻƴǘǊƻƭ 

ŀƴ ƛƴǾŜǎǘƛƎŀǘƻǊ Ƙŀǎ ƻǾŜǊ ǘƘŜ ŀŎǘǳŀƭ ōŜƘŀǾƛƻǳǊŀƭ ŜǾŜƴǘǎ ŀƴŘ όŎύ ǘƘŜ ŦƻŎǳǎ ƻƴ ŎƻƴǘŜƳǇƻǊŀǊȅ 

ǇƘŜƴƻƳŜƴŀΦ ! ŎŀǎŜ ǎǘǳŘȅ ƛǎ ŀƴ ŜƳǇƛǊƛŎŀƭ ƛƴǉǳƛǊȅ ǘƘŀǘ ƛƴǾŜǎǘƛƎŀǘŜǎ ŀ ŎƻƴǘŜƳǇƻǊŀǊȅ ǇƘŜƴƻƳŜƴƻƴ 

ǿƛǘƘƛƴ ƛǘǎ ǊŜŀƭ-ƭƛŦŜ ŎƻƴǘŜȄǘΣ ŜǎǇŜŎƛŀƭƭȅ ǿƘŜƴ ǘƘŜ ōƻǳƴŘŀǊƛŜǎ ōŜǘǿŜŜƴ ǇƘŜƴƻƳŜƴƻƴ ŀƴŘ ŎƻƴǘŜȄǘ ŀǊŜ 

ƴƻǘ ŎƭŜŀǊƭȅ ŜǾƛŘŜƴǘ51Φ !ǎ ŘƛǎŎǳǎǎ ŀƭǊŜŀŘȅ ƛƴ ƳŜǘƘƻŘƻƭƻƎȅ ŀƴȅ ŜƳǇƛǊƛŎŀƭ ǊŜǎŜŀǊŎƘ Ƙŀǎ ŀƴ ƛƳǇƭƛŎƛǘ 

ǊŜǎŜŀǊŎƘ ŘŜǎƛƎƴΦ Lƴ ǘƘŜ Ƴƻǎǘ ŜƭŜƳŜƴǘŀǊȅ ǎŜƴǎŜΣ ǘƘŜ ŘŜǎƛƎƴ ƛǎ ǘƘŜ ƭƻƎƛŎŀƭ ǎŜǉǳŜƴŎŜ ǘƘŀǘ ŎƻƴƴŜŎǘǎ ǘƘŜ 

ŜƳǇƛǊƛŎŀƭ Řŀǘŀ ǘƻ ŀ ǎǘǳŘȅΩǎ ƛƴƛǘƛŀƭ ǊŜǎŜŀǊŎƘ ǉǳŜǎǘƛƻƴǎ ŀƴŘΣ ǳƭǘƛƳŀǘŜƭȅΣ ǘƻ ƛǘǎ ŎƻƴŎƭǳǎƛƻƴǎΦ 

 

Lƴ ǘƘƛǎ ǎǘǳŘȅΣ ƳǳƭǘƛǇƭŜ ŎŀǎŜǎ ŀǊŜ ǳǎŜŘ ǘƻ ƻōǘŀƛƴ ŀ ŘŜŜǇŜǊ ǳƴŘŜǊǎǘŀƴŘƛƴƎ ƻŦ ǘƘŜ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ 

ǇǊŀŎǘƛŎŜǎ ƻŦ ǘƘŜ ǎŜƭŜŎǘŜŘ ōŀƴƪǎ ŀŦǘŜǊ ǘƘŜ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ǘƘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴ52Φ ¢ƘŜǎŜ ŎƘŀǇǘŜǊǎ 

ŀŘŘǊŜǎǎ ǘƘŜ ǊŜǎŜŀǊŎƘ ƛǎǎǳŜ ǊŜƎŀǊŘƛƴƎ Ƙƻǿ ǘƘŜ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƳŜŎƘŀƴƛǎƳǎ όƛƴǘŜǊƴŀƭ ŀƴŘ 

ŜȄǘŜǊƴŀƭύ ǿŜǊŜ ŀŦŦŜŎǘŜŘ ōȅ ǘƘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǇƻƭƛŎƛŜǎ ƘŜŀŘŜŘ ōȅ ǘƘŜ ŘƛǾŜǎǘƛǘǳǊŜ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ 

ŎƻƳƳƛǘǘŜŜ ό5L/ύΦ ! ƳǳƭǘƛǇƭŜ ƴŀǊǊŀǘƛǾŜ ƛǎ ǳǎŜŘ ǘƻ ŘŜǎŎǊƛōŜ ŀƴŘ ŀƴŀƭȅǎŜ ǘƘŜ ŎŀǎŜΣ ǎƛƴŎŜ ǘƘŜ ǎǘǊŀǘŜƎƛŜǎ 

ŀƴŘ ǘŜŎƘƴƛǉǳŜǎ Ƴŀȅ ƴƻǘ ōŜ ǿŜƭƭ ŘŜŦƛƴŜŘ ȅŜǘ ό¸ƛƴΣ нллтύΦ Lƴ ǇǊƛƴŎƛǇƭŜΣ ǘƘŜ Řŀǘŀ ǘƻ ōŜ ǇǊŜǎŜƴǘŜŘ ŀƭƭƻǿǎ 

ŜȄǘŜǊƴŀƭ ƻōǎŜǊǾŜǊǎ ǘƻ Ŧƻƭƭƻǿ ǘƘŜ ŘŜǊƛǾŀǘƛƻƴ ƻŦ ŀƴȅ ŜǾƛŘŜƴŎŜ ŦǊƻƳ ƛƴƛǘƛŀƭ ǊŜǎŜŀǊŎƘ ǉǳŜǎǘƛƻƴǎ ǘƻ 

ǳƭǘƛƳŀǘŜ ŎŀǎŜ ǎǘǳŘȅ ŎƻƴŎƭǳǎƛƻƴǎΦ /ƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŀǊǊŀƴƎŜƳŜƴǘǎ ǳǎŜŘ ƛƴ ŎƘŀǇǘŜǊ ŦƛǾŜΣ ǘƘŜ ŎŀǎŜǎ 

ǎǘǊǳŎǘǳǊŜŘ ǳƴŘŜǊ ƻǿƴŜǊǎƘƛǇ ǎǘǊǳŎǘǳǊŜΣ .ƻŀǊŘ ƻŦ ŘƛǊŜŎǘƻǊǎΣ aŀƴŀƎŜƳŜƴǘ ŦŜŀǘǳǊŜǎ ŀƴŘ /ƻƳǇŜƴǎŀǘƛƻƴ 

ŀƴŘ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ƻŦ ōŀƴƪǎ ǿƛǘƘƛƴ ōŀƴƪǎΦ ¢ƘŜ ŜŦŦŜŎǘǎ ƻŦ ǘƘŜ ƭŜƎŀƭ ǊŜƎǳƭŀǘƻǊȅ ŜƴŦƻǊŎŜƳŜƴǘ ŀŦǘŜǊ ǘƘŜ 

ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǿŜǊŜ ŀƭǎƻ ŎŀǇǘǳǊŜŘ (appendix II). 

                                                           
51

Using case studies is believed to be an appropriate approach when an investigator identifies cases within boundaries and 
seeks to provide an in depth understanding of the cases or comparison of several cases (Creswell, 2007 and Yin, 2003).  
 
52
DŜƴŜǊŀƭƭȅ ǎǇŜŀƪƛƴƎΣ Řŀǘŀ ŦƻǊ ŎŀǎŜ ǎǘǳŘȅ Ŏŀƴ ŎƻƳŜ ŦǊƻƳ Ƴŀƴȅ ǎƻǳǊŎŜǎ ƻŦ ŜǾƛŘŜƴŎŜΦ {ƛȄ ƛƳǇƻǊǘŀƴǘ ƻƴŜǎ ƘŀǾŜ ōŜŜƴ ŘƛǎŎǳǎǎŜŘ 
ƛƴ ƭƛǘŜǊŀǘǳǊŜΥ 5ƻŎǳƳŜƴǘŀǘƛƻƴΣ ŀǊŎƘƛǾŀƭ ǊŜŎƻǊŘǎΣ ƛƴǘŜǊǾƛŜǿǎΣ ŘƛǊŜŎǘ ƻōǎŜǊǾŀǘƛƻƴΣ ǇŀǊǘƛŎƛǇŀƴǘ ƻōǎŜǊǾŀǘƛƻƴΣ ŀƴŘ ǇƘȅǎƛŎŀƭ ŀǊǘƛŦŀŎǘǎΦ 
¢Ƙƛǎ ǎǘǳŘȅ ŦƻŎǳǎŜǎ ƻƴ ŀǘ ƭŜŀǎǘ ŦƻǳǊ ƻŦ ǘƘŜǎŜ ǎƻǳǊŎŜǎΦ  
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3.3.2.2 Selection of cases 

¢ƘŜ ŜȄǘŜǊƴŀƭ ǾŀƭƛŘƛǘȅ ƻŦ ŎŀǎŜ ǎǘǳŘƛŜǎ Ƙŀǎ ōŜŜƴ ŀǊƎǳŜŘ ǘƻ ōŜ ŜƴƘŀƴŎŜŘ ōȅ ǘƘŜ ǎǘǊŀǘŜƎƛŎ ǎŜƭŜŎǘƛƻƴ ƻŦ 

ŎŀǎŜǎ ǊŀǘƘŜǊ ǘƘŀƴ ǘƘŜƛǊ ǎǘŀǘƛǎǘƛŎŀƭ ǎŜƭŜŎǘƛƻƴ ό5Ŝ ±ŀǳǎΣ нллмύΦ Lǘ Ŝƴǘŀƛƭǎ ōŜƛƴƎ ǎƻƳŜǿƘŀǘ ƪƴƻǿƭŜŘƎŜŀōƭŜ 

ŀōƻǳǘ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ƻŦ ǘƘŜ ŎŀǎŜ ōŜŦƻǊŜ ŀ Ƴŀƛƴ ƻǊ ǇǊƻǇŜǊ ŎŀǎŜ ǎǘǳŘȅ ōŜƎƛƴǎΦ ¢Ƙƛǎ ƛǎ ŀ ŦǳƴŘŀƳŜƴǘŀƭ 

ŎƻƴǎƛŘŜǊŀǘƛƻƴ ŦƻǊ ŎŀǎŜ ƳŜǘƘƻŘǎ ŀƴŘ ǎǳŎŎŜǎǎŦǳƭƭȅ ƭƛƴƪƛƴƎ ǘƘŜ Řŀǘŀ ŀƴŘ ŎƻƴŎƭǳǎƛƻƴǎ ǘƻ ǘƘŜ ǘƘŜƻǊŜǘƛŎŀƭ 

ǇǊƻǇƻǎƛǘƛƻƴǎΦ /ŀǎŜǎ Ƴŀȅ ōŜ ŎƘƻǎŜƴ ōŜŎŀǳǎŜ ǘƘŜȅ ŜȄǘŜƴŘ ŜƳŜǊƎŜƴǘ ǘƘŜƻǊȅΣ Ŧƛƭƭ ǘƘŜƻǊŜǘƛŎŀƭ ŎŀǘŜƎƻǊƛŜǎΣ 

ǇǊƻǾƛŘŜ ŜȄŀƳǇƭŜǎ ƻŦ ǇƻƭŀǊ ǘȅǇŜǎΣ ƻǊ ǊŜǇƭƛŎŀǘŜ ǇǊŜǾƛƻǳǎƭȅ ǎŜƭŜŎǘŜŘ ŎŀǎŜǎ ό9ƛǎŜƴƘŀǊŘǘ ŀƴŘ aŀǊǘƛƴΣ 

нлллύΦ Lƴ ǘƘƛǎ ǊŜƎŀǊŘΣ ǘƘŜ ƴŜŜŘ ŦƻǊ ŀǇǇǊƻǇǊƛŀǘŜ ǎŜƭŜŎǘƛƻƴ ŎǊƛǘŜǊƛŀ ƛǎ ƴƻǘ ŘƛŦŦŜǊŜƴǘ ǘƻ ǘƘŀǘ ƻŦ ŀƴȅ ƻǘƘŜǊ 

ŦƻǊƳ ƻŦ ŜȄǇŜǊƛƳŜƴǘŀǘƛƻƴ ŎŜƴǘǊŜŘ ƻƴ ǊŜǇƭƛŎŀǘƛƻƴ ƭƻƎƛŎ ό¸ƛƴΣ нллфύΦ ¢ƘŜ ŎƘƻƛŎŜ ƻŦ ŎŀǎŜ ƛǎ ǎƻƳŜǘƛƳŜǎ 

ƻōǾƛƻǳǎ όŜΦƎΦ ŎǊƛǘƛŎŀƭΣ ǳƴƛǉǳŜ ƻǊ ŜȄǘǊŜƳŜ ŎŀǎŜǎύΦ Iƻǿ ƻƴŜ ŀǇǇǊƻŀŎƘŜǎ ǘƘŜ ǉǳŜǎǘƛƻƴ ƻŦ ǎŜƭŜŎǘƛƻƴ ōƛŀǎ ƛƴ 

ǘƘŜ ŎƘƻƛŎŜ ƻŦ ŎŀǎŜǎ ŘŜǇŜƴŘǎ ƻƴ Ƙƻǿ ƻƴŜ ƛƴǘŜƴŘǎ ǘƻ ƎŜƴŜǊŀƭƛȊŜ ŦǊƻƳ ǘƘŜ ŎŀǎŜ ŀƴŀƭȅǎƛǎΦ ¸ƛƴ όнллрύ 

ǎǳƎƎŜǎǘŜŘ ǘƘŀǘ ǊŜǎŜŀǊŎƘŜǊǎ ǎƘƻǳƭŘ ŘŜŎƛŘŜ ǿƘŜǘƘŜǊ ǘƻ Řƻ ǎƛƴƎƭŜ-ŎŀǎŜ ƻǊ ƳǳƭǘƛǇƭŜ-ŎŀǎŜ ǎǘǳŘƛŜǎ ŀƴŘ 

ŎƘƻǎŜ ǘƻ ƪŜŜǇ ǘƘŜ ŎŀǎŜ ƘƻƭƛǎǘƛŎ ƻǊ ƘŀǾŜ ŜƳōŜŘŘŜŘ ǎǳō-ŎŀǎŜǎΦ53 ̧ ƛƴ όнллфύ ŘƛǎǘƛƴƎǳƛǎƘŜǎ ōŜǘǿŜŜƴ 

ϦŎǊƻǎǎ-ŎŀǎŜϦ ŀƴŘ άǿƛǘƘƛƴ-ŎŀǎŜϦ ŀƴŀƭȅǎƛǎΣ ŀǊƎǳƛƴƎ ǘƘŀǘ ƻƴƭȅ ƛƴ ǘƘŜ ŦƻǊƳŜǊ ƛǎ ǎŜƭŜŎǘƛƻƴ ōƛŀǎ ŀ ǇǊƻōƭŜƳΦ 

 

I. Main Selection Criteria 

Using the main research question, this study selected bank cases that were established prior to the 

FINSAP in order to ascertain the corporate governance in banks before and after the reform. That is 

the best way to adequately address the research question, since banks established after FINSAP may 

not have sufficient information to address the main research question. The study therefore uses the 

time of bank establishment as the main criterion or yardstick to select the cases. In order to achieve 

the objective of examining the change in corporate governance after the sector privatisation, it is 

important that the cases selected were established before the reform.  

 

Consistent with the research question, ownership forms (state and foreign) may occur 

independently or in some combination54 during privatisation process were considered in this 

category. This form of identity is considered to have corporate governance implications for banks.55 

Different bank ownership forms (State and Foreign) are believed to have differing effects on 

corporate governance based on empirical studies discussed already (section 2.6), because they vary 

                                                           
53

Random sampling is not typically a viable approach when the total number of cases to be selected is small. Hence 
attention to purposive modes of sampling is needed.  
54

 These can be grouped into patterns of ownership concentration dominant and distributed ownership. 
55

Different types of bank ownership (State and Foreign) are believed to have differing effects on corporate governance. 
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in their relative ability to reduce traditional agency problems in an organisation.56  In this regard, 

state banks (SOBs) are defined as banks in which the state is the majority controlling shareholder, 

and foreign banks (FOBs) are those in which the majority shareholder is a foreign shareholder (Table 

4.1).57 

 

II. Other selection Criteria 

Within each ownership type, issue of traditionality was considered. The traditional SOB was not 

divested or no shares in the public institutions were sold, the second bank was divested through 

initial public offering on GSE. In both cases there is potential expropriation by the state as managers 

may not be effectively monitored,58 but new owners in the listed bank may subject management to 

extra corporate governance mechanism. In FOBs, the corporate governance practices in the 

traditional FOBs and the new FOBs (former state banks), may not be the same. Bonin et al., (2003), 

argued that, new privatised banks may not mimic their traditional counterparts in corporate 

governance due to their experience in the market.59 It is important therefore that, within the foreign 

banks, selected cases include the traditional banks and the very new ones resulting from 

privatisation. 

 

a. Group A 

In line with the second sub question, the first group represent banks with residual state ownership 

designated Group A. The group ǊŜǇǊŜǎŜƴǘǎ ǘǿƻ ōŀƴƪǎ ǘƘŀǘ ǊŜƳŀƛƴŜŘ ƛƴ ǘƘŜ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇ ŀŦǘŜǊ ǘƘŜ 

ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǳƴŘŜǊ ǘƘŜ CLb{!t LLLΦ Lƴ ǘƘƛǎ ƎǊƻǳǇΣ ƻƴŜ ƛƴŘƛǊŜŎǘƭȅ ƻǿƴŜŘ ōȅ ƎƻǾŜǊƴƳŜƴǘ ǘƘǊƻǳƎƘ ǎǘŀǘŜ 

ƛƴǎǘƛǘǳǘƛƻƴǎ ǘƘǊƻǳƎƘ ǎǘǊŀǘŜƎƛŎ ǊŜ-ŎŀǇƛǘŀƭƛǎŀǘƛƻƴ ƭƛǉǳƛŘŀǘƛƴƎ ǘƘŜ ǎƘŀǊŜǎ ƻŦ ǘƘŜ ƳƛƴƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘŜǊǎ 

ό/ƻƻǇŜǊŀǘƛǾŜǎύ ŀƴŘ ǎŜŎƻƴŘ ōŀƴƪ ǘƘŀǘ ƘŀŘ ǳƴŘŜǊƎƻƴŜ ƎƻǾŜǊƴƳŜƴǘ ǎƘŀǊŜ ŘƛǾŜǎǘƳŜƴǘ ǘƘǊƻǳƎƘ 

ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǇǊƻŎŜǎǎ όLthύΦ Lƴ ǘƘƛǎ ƎǊƻǳǇΣ DƘŀƴŀ /ƻ-ƻǇŜǊŀǘƛǾŜ .ŀƴƪ ό/hhtύ ŀƴŘ DƘŀƴŀ /ƻƳƳŜǊŎƛŀƭ 

.ŀƴƪ όD/.ύ ƘŀǾŜ ōŜŜƴ ǎŜƭŜŎǘŜŘ ŀǎ ŎŀǎŜǎ ǊŜǎǇŜŎǘƛǾŜƭȅΦ  

 

 

 

 

                                                           
56

Experts argue that in SOBs, the main corporate governance problem is the conflict between the government/taxpayers 
(as owners) and the managers/bureaucrats who control the bank (Micco et al, 2007). Foreign investors can reduce 
expropriation problems and are less likely to use economic and social expropriation mechanisms ( section 2.7.2) 
57

Private indigenous banks in which the majority shareholders are private local shareholders were excluded from the 
studies because, they are established after the sector privatisation and did not experienced the change studied. 
58

 Local Institutional investors may have incentive to monitor management actions and deter managerial opportunisms 
(Weir, et al, 2002), provided they have resources and expertise to better access to information about the company. 
59

 Traditional FOBs are those under foreign control before their buy-out of rest of state shares in them. 
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b. DǊƻǳǇ . 

Lƴ ƻǊŘŜǊ ǘƻ ŘŜŀƭ ǿƛǘƘ ǘƘŜ ǘƘƛǊŘ ǊŜǎŜŀǊŎƘ ǎǳō-ǉǳŜǎǘƛƻƴΣ ǇǊƛǾŀǘƛǎŜŘ ōŀƴƪǎ ǿƛǘƘ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊ 

ƛƴǾƻƭǾŜƳŜƴǘ ǿŜǊŜ ŎƻƴǎƛŘŜǊŜŘ ƛƴ DǊƻǳǇ .Φ ¢ƘŜȅ Ŏƻƴǎƛǎǘ ƻŦ ōŀƴƪǎ ǿƘƛŎƘ ǿŜǊŜ Ŧǳƭƭȅ ƻǊ ǇŀǊǘƛŀƭƭȅ ƛƴ ǘƘŜ 

ƘŀƴŘǎ ƻŦ ǘƘŜ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊǎ ŀŦǘŜǊ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ ¢ƘŜ ƎǊƻǳǇ ƳŀŘŜ ƻŦ ƻƴŜ 

ŦƻǊŜƛƎƴ Ŧǳƭƭȅ ƻǿƴŜŘΣ ƴƻƴ-ǘǊŀŘƛǘƛƻƴŀƭ ŦƻǊŜƛƎƴ ƻǿƴŜŘ όŦƻǊƳŜǊ ǎǘŀǘŜ ƻǿƴŜŘ ōŀƴƪύΣ ƻƴŜ ǇŀǊǘƛŀƭƭȅ ƻǿƴŜŘ 

ǿƛǘƘ ƭƻŎŀƭ ƛƴǎǘƛǘǳǘƛƻƴ όŦƻǊƳŜǊ ǘǊŀŘƛǘƛƻƴŀƭ ŦƻǊŜƛƎƴ ōŀƴƪύΦ Lƴ ŜȄŎŜǇǘƛƻƴ ƻŦ ǘƘŜ Ŧǳƭƭȅ ǇǊƛǾŀǘƛǎŜŘ ŦƻǊƳŜǊ 

ǎǘŀǘŜ ƻǿƴŜŘ ōŀƴƪΣ ǘƘŜ ƻǘƘŜǊ ǘǿƻ ōŀƴƪǎ ǿŜǊŜ ǘǊŀŘƛǘƛƻƴŀƭ ŦƻǊŜƛƎƴ ƎǊƻǳǇǎ ǘƘŀǘ ōƻǳƎƘǘ пл ǇŜǊ ŎŜƴǘ 

ǎƘŀǊŜǎ ŜŀŎƘ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǎƘŀǊŜǎ ƛƴ ǘƘŜƳΦ ¢ƘŜ ǘǊŀŘƛǘƛƻƴŀƭ ŦƻǊŜƛƎƴ ōŀƴƪǎ ǿŜǊŜ ŘƛǎǘƛƴƎǳƛǎƘŜŘ ōȅ 

ǾƛǊǘǳŜ ƻŦ ǘƘŜƛǊ ƭƛǎǘƛƴƎ ǎǘŀǘǳǎ ƻƴ ǘƘŜ D{9Φ ¢ƘŜǎŜ ōŀƴƪǎ ƛƴŎƭǳŘŜ {D-{{. [ǘŘΣ .ŀǊŎƭŀȅǎ ōŀƴƪ [ǘŘ ό..[ύΣ ŀƴŘ 

{ǘŀƴŘŀǊŘ /ƘŀǊǘŜǊŜŘ .ŀƴƪ [ǘŘ ό{/.ύ ǊŜǎǇŜŎǘƛǾŜƭȅΦ !ƭƭ ǘƘŜ ǎŜƭŜŎǘŜŘ ōŀƴƪǎ ƛƴ ŜŀŎƘ ƎǊƻǳǇ ƻǇŜǊŀǘŜŘ ōŜŦƻǊŜ 

ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ŎƘŀƴƎŜǎ ƛƴ мффл ǿƘƛŎƘ ǳƴŘŜǊǇƛƴƴŜŘ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŀƴŘ ƻǿƴŜǊǎƘƛǇ ŘŜǊŜƎǳƭŀǘƛƻƴ ƻŦ ǘƘŜ 

ōŀƴƪƛƴƎ ǎŜŎǘƻǊΦ 

.ȅ ǎǘǊŀǘŜƎƛŎŀƭƭȅ ŎƘƻƻǎƛƴƎ ǘƘŜ ŎŀǎŜǎ ƛƴ ǘƘƛǎ ǿŀȅΣ ǘƘŜ ŎŀǎŜ ǎǘǳŘȅ ŎƘŀǇǘŜǊǎ ǿŜǊŜ ǘƻ ŜǎǘŀōƭƛǎƘ ǎƛƳƛƭŀǊƛǘƛŜǎ 

ŀƴŘ ŘƛŦŦŜǊŜƴŎŜǎ ƛŦ ŀƴȅΣ ǿƛǘƘƛƴ ŀƴŘ ŀƳƻƴƎ ǘƘŜ ƎǊƻǳǇǎΦ DŜƴŜǊŀƭƭȅΣ ōŀƴƪǎ ƛƴ ƻǇŜǊŀǘƛƻƴǎ ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ 

ǘƘŜ ƛƳǇƭŜƳŜƴǘŀǘƛƻƴ ƻŦ ǎŜŎǘƻǊ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǿŜǊŜ ŎƻƴǎƛŘŜǊŜŘ ŦƻǊ ǘƘŜ ǊŜǎŜŀǊŎƘ ό¢ŀōƭŜ о-мύΦ 
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¢ŀōƭŜ о-м /ǊƛǘŜǊƛŀ ŦƻǊ ŎŀǎŜǎ {ŜƭŜŎǘƛƻƴ 

 

{ƻǳǊŎŜΥ !ǳǘƘƻǊΩǎ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ ǊŜƎƛǎǘǊŀǘƛƻƴ ŘƻŎǳƳŜƴǘ ǿƛǘƘ ǘƘŜ ōŀƴƪ ƻŦ DƘŀƴŀΦ 

Ownership 

forms 

Method and Degree of privatization Majority 

shareholder 
Selected Bank(s) 

 

SOBs 

(Group A) 

 

 

Direct sales 

Partially 

nationalised 

(Capitalisation) 

Public Institutions 

(SSNIT) 

{ǘŀǘŜ- /ƻƻǇŜǊŀǘƛǾŜǎ ǇŀǊǘƴŜǊǎƘƛǇ ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ мффрΦ /ƻǊǇƻǊŀǘƛȊŜŘ ŀƴŘ ŎŀǇƛǘŀƭƛǎŜŘ ōȅ 

ƎƻǾŜǊƴƳŜƴǘ ƛƴǎǘƛǘǳǘƛƻƴǎ ƛƴ ōŜŦƻǊŜ мффлΦ {ǘŀǘŜ-/ƻƻǇŜǊŀǘƛǾŜǎ-ƭƻŎŀƭ ƛƴǎǘƛǘǳǘƛƻƴŀƭ  

ǇŀǊǘƴŜǊǎƘƛǇ ŀŦǘŜǊ ŎƻǊǇƻǊŀǘƛǎŀǘƛƻƴ 

IPO Partially divested Public Institution 

(SSNIT) 

Cǳƭƭȅ ǎǘŀǘŜ ƻǿƴŜŘ ōŜŦƻǊŜ мффрΦ tŀǊǘƛŀƭƭȅ ŘƛǾŜǎǘŜŘ ǘƘǊƻǳƎƘ ƭƛǎǘƛƴƎ ƻƴ ǘƘŜ D{9Φ 

όDƻǾŜǊƴƳŜƴǘ-ƭƻŎŀƭ ƛƴǾŜǎǘƻǊ ǇŀǊǘƴŜǊǎƘƛǇύ 

 

 

 

 

FOBs 

(Group B) 

 

IPO 

 

Fully divested 

Foreign Institutions  

(SG-SSB) 

Cǳƭƭȅ {h. ōŜŦƻǊŜ мффр ǇŀǊǘƛŀƭƭȅ ƭƛǎǘŜŘ ƻƴ ǘƘŜ D{9 ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ŘƛǾŜǎǘƳŜƴǘ ǇǊƻŎŜǎǎ ŀƴŘ 

ǘƘŜ ǊŜǎǘ ǿŀǎ ǎǘǊŀǘŜƎƛŎŀƭƭȅ ƻǊ ŘƛǊŜŎǘƭȅ ǎƻƭŘ ǘƻ ŦƻǊŜƛƎƴ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ƛƴǾŜǎǘƻǊΦ ό! ŦƻǊŜƛƎƴ-

ƭƻŎŀƭ ǇŀǊǘƴŜǊǎƘƛǇύΦ 

 

 

 

Direct sales 

 

Complete buy-out 

Foreign Institutions 

(Barclays Plc.) 

CƻǊŜƛƎƴ-{ǘŀǘŜ ǇŀǊǘƴŜǊǎƘƛǇ ōŜŦƻǊŜ мффр ό.ŀǊŎƭŀȅǎ ƳŀƧƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘŜǊύΦ .ŀǊŎƭŀȅǎ ōƻǳƎƘǘ 

ƻǳǘ ƎƻǾŜǊƴƳŜƴǘ ǎǘŀƪŜ ƛƴ ǘƘŜ ōŀƴƪ ǘƻ ōŜŎƻƳŜ ǘƘŜ ŦƛǊǎǘ Ŧǳƭƭȅ ƻǿƴŜŘ ŦƻǊŜƛƎƴ ōŀƴƪ ŀŦǘŜǊ 

CLb{!t LLΦ bƻƴ-ƭƛǎǘŜŘ ƻƴ ǘƘŜ D{9 ōŜŦƻǊŜ ŀƴŘ ōŜŦƻǊŜ ǘƘŜ ōǳȅ-ƻǳǘΦ 

 

Complete buy-out 

Foreign Institutions  

(Standard chattered) 

CƻǊŜƛƎƴ-{ǘŀǘŜ-[ƻŎŀƭ ƛƴŘƛǾƛŘǳŀƭ ǇŀǊǘƴŜǊǎƘƛǇ ōŜŦƻǊŜ мффр όǿƛǘƘ {/. ōŜƛƴƎ ǘƘŜ ŘƻƳƛƴŀƴǘ 

ǎƘŀǊŜƘƻƭŘŜǊύΦ {ǘŀǘŜ ƛƴǘŜǊŜǎǘ ǿŀǎ ōƻǳƎƘǘ ōȅ ƛǘǎ ǇŀǊŜƴǘ ƎǊƻǳǇΦ ¦ƴƭƛƪŜ ..DΣ {/. ƭƛǎǘŜŘ 

ŎƭƻǎŜ ǘƻ пл҈ ƻŦ ƛǘǎ ǎƘŀǊŜǎ ƻƴ ǘƘŜ D{9 ŀŦǘŜǊ мффсΦ όCƻǊŜƛƎƴ-[ƻŎŀƭ ǇŀǊǘƴŜǊǎƘƛǇύ 
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¢Ƙƛǎ ŎǊƻǎǎ ŀƴŀƭȅǎƛǎ ƻŦ ƳǳƭǘƛǇƭŜ ŎŀǎŜǎ ǎǘǳŘƛŜǎ ƛǎ ƛƳǇƻǊǘŀƴǘ ƛƴ ŜǎǘŀōƭƛǎƘƛƴƎ ǘƘŜ ŎƛǊŎǳƳǎǘŀƴŎŜǎ ƛƴ ǿƘƛŎƘ ŀ 

ǘƘŜƻǊȅ ǿƛƭƭ ƻǊ ǿƛƭƭ ƴƻǘ ƘƻƭŘ ό¸ƛƴΣ мфупύΦ ¢Ƙƛǎ ƳǳƭǘƛǇƭŜ ŎŀǎŜǎ ŀǇǇǊƻŀŎƘ ƛǎ ƛƳǇƻǊǘŀƴǘ ƛƴ ŀƴŀƭȅǎƛƴƎ ǘƘŜ 

ǘƘŜƻǊŜǘƛŎŀƭ ŀǎǎǳƳǇǘƛƻƴǎ ŘƛǎŎǳǎǎŜŘ ƛƴ ǘƘŜƻǊŜǘƛŎŀƭ ŦǊŀƳŜǿƻǊƪ ƛƴ ǿƘƛŎƘ ƻƴŜ ǳƴƛǘ ƛƴ ŀ ǇƻǇǳƭŀǘƛƻƴ ƛǎ 

ŦƻǊŎŜŘ ǘƻ ǊŜǎŜƳōƭŜ ƻǊ Ƙŀǎ ǎƛƳƛƭŀǊ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ǿƛǘƘ ƻǘƘŜǊ ǳƴƛǘǎ ǿƘƛŎƘ ŦŀŎŜ ǘƘŜ ǎŀƳŜ ŜƴǾƛǊƻƴƳŜƴǘŀƭ 

ŎƻƴŘƛǘƛƻƴǎ ǎƛƳƛƭŀǊƛǘȅ ƻŦ ǎǘǊǳŎǘǳǊŜΣ ǘƘƻǳƎƘǘΣ ŀƴŘ ŀŎǘƛƻƴΦ 

3.3.3 Data collection 

¢Ƙƛǎ ŎŀǎŜ ǎǘǳŘȅ ǊŜǎŜŀǊŎƘ ŀǇǇǊƻŀŎƘ ŜȄǇƭƻǊŜǎ ōƻǳƴŘŜŘ ǎȅǎǘŜƳόŀ ŎŀǎŜύ ƻǊ ƳǳƭǘƛǇƭŜ ōƻǳƴŘŜŘ ǎȅǎǘŜƳǎ 

όŎŀǎŜǎύ ƻǾŜǊ ǘƛƳŜΣ ǘƘǊƻǳƎƘ ŘŜǘŀƛƭŜŘΣ ƛƴ-ŘŜǇǘƘ Řŀǘŀ ŎƻƭƭŜŎǘƛƻƴ ƛƴǾƻƭǾƛƴƎ ƳǳƭǘƛǇƭŜ ǎƻǳǊŎŜǎ ƻŦ 

ƛƴŦƻǊƳŀǘƛƻƴ όƛƴǘŜǊǾƛŜǿǎΣ ƳƛƴƛǎǘŜǊƛŀƭ ǊŜǇƻǊǘǎΣ ŀƴŘ ŘƻŎǳƳŜƴǘǎ ŀƴŘ ǊŜǇƻǊǘǎύΣ ŀƴŘ ǊŜǇƻǊǘǎ ŀ ŎŀǎŜ 

ŘŜǎŎǊƛǇǘƛƻƴ ŀƴŘ ŎŀǎŜ ōŀǎŜŘ ǘƘŜƳŜǎΦ ¢ƘŜ ǎǘǳŘȅ ƻŦ ŦŀŎǘ ƻŦ ŀƴȅ ǇŀǊǘƛŎǳƭŀǊ ƛǎǎǳŜΣ ǘƘŜ ŎƻƴǘŜƴǘǎ ƻŦ ǿƘƛŎƘ 

ǊŜǉǳƛǊŜ ŀƴ ƛƴ-ŘŜǇǘƘ ŦƻŎǳǎ ƻŦ ǘƘŜ ǎƻŎƛŀƭ ǎŎƛŜƴŎŜǎ ŀǊŜŀ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ƛǘǎ ǇƘŜƴƻƳŜƴƻƴ ƻƴ ǘƘŜ ōŀǎƛǎ ƻŦ ƛǘ 

ōŜƛƴƎ ŀƴ ƛƴŘƛǾƛŘǳŀƭ ǇǊƻōƭŜƳ ό²ŀƭŎƻǘǘΣ нллмύΦ Lǘ ƛǎ ƛƴ ǘƘƛǎ ƭƛƎƘǘ ǘƘŀǘ ǘƘŜ ŎŀǎŜǎ ƎŀǾŜ ŀƴ ƛƴŘƛŎŀǘƛǾŜ όƛƴ-

ŘŜǇǘƘύ ǎǘŀƴŎŜ ƻŦ ǘƘŜ /D ŎƘŀƴƎŜǎ όƳƛŎǊƻ ƻǊ ŦƛǊƳ-ƭŜǾŜƭύ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ǘƘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ ¢ƘŜ ǎǘǳŘȅ 

ǎǘǊŀǘŜƎȅΩǎ ό/ŀǎŜǎύ ǎǘǊŜƴƎǘƘ ƛǎ ǘƘŀǘΣ ƛǘ ƭŜŀŘ ǘƻ ƎŜƴŜǊŀƭ ŦƛƴŘƛƴƎǎΣ ŀƴŘ ƛǘǎ ǇǊƻŎŜŘǳǊŜǎ όǉǳŜǎǘƛƻƴƴŀƛǊŜΣ 

ƛƴǘŜǊǾƛŜǿΣ ŀƴŘ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ŀƴŘ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ŀƴŀƭȅǎƛǎύ ŀǊŜ ǿŜƭƭ ǘŜǎǘŜŘΦ ¢Ƙƛǎ ǘŜŎƘƴƛǉǳŜ ƻŦ Řŀǘŀ 

ŎƻƭƭŜŎǘƛƻƴ ƛƴ ŎŀǎŜ ǎǘǳŘȅ ǊŜǎŜŀǊŎƘ ƛǎ ǘȅǇƛŎŀƭƭȅ ŜȄǘŜƴǎƛǾŜΣ ŘǊŀǿƛƴƎ ƻƴ ƳǳƭǘƛǇƭŜ ǎƻǳǊŎŜǎ ƻŦ ƛƴŦƻǊƳŀǘƛƻƴ 

ό/ǊŜǎǿŜƭƭΣ нллоύΦ60 

 

¢ƘŜ Řŀǘŀ ŦƻǊ ǘƘŜ ŎŀǎŜ ǎǘǳŘƛŜǎ ǿŜǊŜ ŘǊŀǿƴ ƭŀǊƎŜƭȅ ŦǊƻƳ ǎŜƳƛ ǎǘǊǳŎǘǳǊŜŘ ƛƴǘŜǊǾƛŜǿǎ ŎƻƴŘǳŎǘŜŘ ŘǳǊƛƴƎ ŀ 

ŦƛŜƭŘ Ǿƛǎƛǘ ǘƻ DƘŀƴŀ ƛƴ !ǳƎǳǎǘΣ нлмлΦ Lƴ ŜŀŎƘ ƻŦ ǘƘŜ ǎŜƭŜŎǘŜŘ ōŀƴƪǎΣ ǎŜƳƛ-ǎǘǊǳŎǘǳǊŜŘ ƛƴǘŜǊǾƛŜǿǎ ǿŜǊŜ 

ŎƻƴŘǳŎǘŜŘ ǿƛǘƘ ŎƘƛŜŦ ŜȄŜŎǳǘƛǾŜǎΣ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎΣ ƻǊ ǘƻǇ ƭŜǾŜƭ ƳŀƴŀƎŜǊǎΦ CƻǊ ǘƘŜ ƭƛǉǳƛŘŀǘŜŘ ōŀƴƪ 

ό/hhtύ ǿƘƛŎƘ ƛǎ ƴƻ ƭƻƴƎŜǊ ƛƴ ŜȄƛǎǘŜƴŎŜΣ ƛƴǘŜǊǾƛŜǿǎ ǿŜǊŜ ŘƻƴŜ ǿƛǘƘ ŦƻǊƳŜǊ ōŀƴƪ ŜȄŜŎǳǘƛǾŜ ƻŦ ǘƘŜ 

ōŀƴƪΦ ¢ƻ ŎƻƳǇƭŜƳŜƴǘ Řŀǘŀ ƻƴ ǘƘŜ ŎƻƭƭŀǇǎŜŘ ōŀƴƪǎΣ ƛƴǘŜǊǾƛŜǿǎ ǿŜǊŜ ŀƭǎƻ ŘƻƴŜ ǿƛǘƘ ōŀƴƪƛƴƎ 

ǎǳǇŜǊǾƛǎƛƻƴ ŘŜǇŀǊǘƳŜƴǘ ό.{5ύ ƻŦ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪΦ ¢ƘǳǎΣ ǘƘŜ ǎǳǇŜǊǾƛǎƻǊόǎύ όǊŜƭŀǘƛƻƴǎƘƛǇ ƳŀƴŀƎŜǊǎύ 

ŦǊƻƳ ǘƘŜ .{5 ƻŦ .ƻD ŀƴŘ ƻǘƘŜǊ ŜȄǇŜǊǘǎ ǿŜǊŜ ƛƴǘŜǊǾƛŜǿŜŘ ǘƻ ŎǊƻǎǎ ŎƘŜŎƪ ƻƴ ǘƘŜ ŦŀŎǘǎ ǇǊƻǾƛŘŜŘ ōȅ ǘƘŜ 

ōŀƴƪǎΦ ¢ƘŜȅ ǿŜǊŜ ŀƭǎƻ ŀǎƪŜŘ ǉǳŜǎǘƛƻƴǎ ǘƘŀǘ ŦƻŎǳǎŜŘ ƻƴ ŎƘŀƴƎŜǎ ǘƻ ǘƘŜ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ǊŜƎǳƭŀǘƛƻƴ 

ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ ǘƘŜ ǎŜŎǘƻǊ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ 

 

 

Similar the analysis of internal governance mechanism discusses in 2.5, the research include a study 

of the Legal, regulatory and enforcement as a component of external mechanism of corporate 

                                                           
60

 Creswell όнллоύ ǊŜŎƻƳƳŜƴŘŜŘ ǎŜǾŜǊŀƭ ǘȅǇŜǎ ƻŦ ƛƴŦƻǊƳŀǘƛƻƴ ǘƻ ŎƻƭƭŜŎǘ ƛƴ ŀ ƳǳƭǘƛǇƭŜ ŀǇǇǊƻŀŎƘ ŎŀǎŜ ǎǘǳŘȅΥ ŘƻŎǳƳŜƴǘǎΣ 
ŀǊŎƘƛǾŀƭ ǊŜŎƻǊŘǎΣ ƛƴǘŜǊǾƛŜǿǎΣ ƻōǎŜǊǾŀǘƛƻƴΣ ŀƴŘ ǎǳǊǾŜȅ ŀƳƻƴƎ ƻǘƘŜǊǎΦ 
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governance. From the discussion in chapter 2, businesses are run in reaction to constraints and 

incentives presented by their governance structure, be it external or internal. Changes in this 

external mechanism unit should result in adaptations in behavioural at the bank firm level. A shift in 

legal, regulatory and enforcement functions may impinge on soundness of the banking environment 

during privatisation era. The impact of changes to the legal, regulation and enforcement regimens 

were looked at. The main stakeholders considered for interviews were drawn from the central banks 

and other relevant areas in the financial sector (Table 3-2). 

 

Table 3-2 Details of the Banks Interviewed 

Source: Authors own construct based on survey and interviews carried out in 2010. 

Bank 
Ownership 

Controlling owner 
Name Position 

COOP Government of Ghana 

MEYK Non-Executive Director (former) 

MLYB Managing Director (TTB) 

DJKA Former Executive Director 

MPEC  Assistant Director (BoG) 

MBDM Head of Banking Supervision Dept. 

GCB Government of Ghana  

MSMD Deputy Executive Director 

MSMN Executive Director (Finance) 

MRAB Chief Examiner of Banks 

MRAM Relationship Manager 

SG-SSB Societe General 

MEYK Non-Executive Director (former) 

MJAE Non-Executive (Former) 

MJAG Executive Director (Legal-ADB) 

MOAB Relationship Manager 

MRAB Chief examiner of Banks 

BBG Barclays PLC 

MEAS Seniour manager (Finance) 

MDAMK Executive Director  

DCMF Non-Executive Director 

MMQA  Chief Manager (BoG) 

SCB Standard Chartered PLC 

MDSZ  Executive Director (Legal) 

MRAA Non-Executive Director 

DQQA Director of Research (BoG) 
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3.3.3.1 Interview procedures 

The selection was based on the suitability of the interviewees in enlightening the issues under study 

(Savage and Williams, 2008). Most of the interviewees were officials of the central bank and the rest 

coming from different corporate sectors with each holding executive management positions 

including Managing Director and Chairmen. Many of the interviewees were found to be closely 

associated with the banking sector over the study period.  The objective behind the selection of 

interviewees was to cover a wide range of interviewees representing different stakeholder groups of 

ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎΦ 9ƛƎƘǘ ƎǊƻǳǇ ƻŦ ǎǘŀƪŜƘƻƭŘŜǊǎ ǿŜǊŜ ƛŘŜƴǘƛŦƛŜŘ ǿƘƻ ǿŜǊŜ ǘƘŜ ΨŎƭŀƛƳŀƴǘǎΩ ƻƴΣ ƻǊ 

have influence in the banking sector of Ghana, and these are: Consultants or financial experts, legal 

and regulatory bodies, government, academic, Association of Ghanaian Accountants, Association of 

Bankers, Institute of Bankers, Ghana Stock Exchanges and SEC. In total the total of five selected 

banks were interviewed to fifteen bank supervisors (including 11 relationship managers). Another 

ten stakeholders who are experts were also interviewed. The study used the snowballing technique, 

where personal networking was used to encourage respondents to participate. This technique 

resulted in favourable responses. To my knowledge, this study is the first attempt to incorporate a 

ǿƛŘŜ ǊŀƴƎŜ ƻŦ ǎǘŀƪŜƘƻƭŘŜǊǎΩ ǇŜǊŎŜǇǘƛƻƴǎ ǘƻ ƘŜƭǇ ǳƴŘŜǊǎǘŀƴŘ ǘƘŜ ōŀǊǊƛŜǊǎ ǘƻ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƛƴ 

developing countries, taking the particular case of the banking sector Ghana. 

 

A total of 20 interviews were carried out from 5 different banks. The details of the banks interviewed 

are shown in Table 3.2. For the sake of anonymity, the names of the interviewees are not given. This 

was required by the interviewees due to the sensitivities of the subject. Most of the interviewees are 

also still in their jobs, which could compromise their positions were they to be identified. !ƭƭ ǘƘŜ 

ƛƴǘŜǊǾƛŜǿǎ ǿŜǊŜ ƘŜƭŘ ŀǘ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎΩ ǇƭŀŎŜ ƻŦ ōǳǎƛƴŜǎǎΣ ŀǎ ǇǊŜŦŜǊǊŜŘ ōȅ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎΦ ¢ƘŜ 

ƛƴǘŜǊǾƛŜǿǎ ƭŀǎǘŜŘ ŦƻǊ ŀ ƳƛƴƛƳǳƳ ƻŦ пл ƳƛƴǳǘŜǎ ŀƴŘ ŀ ƳŀȄƛƳǳƳ ƻŦ ƻƴŜ ƘƻǳǊ ŘŜǇŜƴŘƛƴƎ ƻƴ ǘƘŜ 

ƪƴƻǿƭŜŘƎŜ ŀƴŘ ƛƴǘŜǊŜǎǘ ƻŦ ƛƴǘŜǊǾƛŜǿŜŜǎΦ !ƭƭ ƛƴǘŜǊǾƛŜǿǎ ǎǘŀǊǘŜŘ ǿƛǘƘ ǘƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ǘƘŜ ǊŜǎŜŀǊŎƘ 

ǇǳǊǇƻǎŜΣ ƳŜǘƘƻŘΣ ŜǘƘƛŎŀƭ ƛǎǎǳŜǎΣ ŀƴŘ ŀƭǎƻ ǘƘŜ ǊƛƎƘǘǎ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎΦ ¢ƘŜ ǎǘǳŘȅ ŀƭǎƻ ǘƻƻƪ 

ǇŜǊƳƛǎǎƛƻƴ ŦǊƻƳ ŜŀŎƘ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎ ōŜŦƻǊŜ ǊŜŎƻǊŘƛƴƎΣ ŀƴŘ ŜȄŎŜǇǘ ŦƻǊ ƻƴŜ ŎŀǎŜΣ ŀƭƭ ǘƘŜ 

ƛƴǘŜǊǾƛŜǿŜŜǎ ŀƎǊŜŜŘ ǘƻ ǘƘŜ ǾƻƛŎŜ ǊŜŎƻǊŘƛƴƎ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǎŜǎǎƛƻƴǎΦ CƛŜƭŘ ƴƻǘŜǎ ǿŜǊŜ ǘŀƪŜƴ ƛƴ ŀƭƭ 

ŎŀǎŜǎ ǘƻ ǎǳǇǇƭŜƳŜƴǘ ǘƘŜ ǊŜŎƻǊŘŜŘ ƳŀǘŜǊƛŀƭΦ aƻǊŜƻǾŜǊΣ ŀƴ ƻǳǘƭƛƴŜ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǿŀǎ ǿǊƛǘǘŜƴ ǳǇ 

ƛƳƳŜŘƛŀǘŜƭȅ ŀŦǘŜǊǿŀǊŘǎ ŀƴŘ ǎŜƴǘ ǘƻ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜ ŦƻǊ ǾŜǊƛŦƛŎŀǘƛƻƴ ŀƴŘ ŦǳǊǘƘŜǊ ŎƻƳƳŜƴǘΦ  

 

¢ƘŜ ǎŜƳƛ-ǎǘǊǳŎǘǳǊŜŘ ƛƴǘŜǊǾƛŜǿ ƎǳƛŘŜƭƛƴŜ ƛƴ ŀǇǇŜƴŘƛȄ LL ǿŀǎ ŦƻƭƭƻǿŜŘ ǘƻ ŜƴǎǳǊŜ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǇǊƻǘƻŎƻƭΣ 

ǿƘŜǊŜ ǉǳŜǎǘƛƻƴǎ ǿŜǊŜ ŀǎƪŜŘ ƛƴ ŀƴ ƻǇŜƴ-ŜƴŘŜŘ ŦŀǎƘƛƻƴ ŦƻƭƭƻǿƛƴƎ ŀ ŎƻƴǾŜǊǎŀǘƛƻƴŀƭ ǎǘȅƭŜ όGerson and 

Horowitz, 2002ύΦ CƻƭƭƻǿƛƴƎ ǘƘŜ ƎŜƴŜǊŀƭ ƛƴǘǊƻŘǳŎǘƻǊȅ ǉǳŜǎǘƛƻƴǎΣ ǘƘŜ ŘƛǎŎǳǎǎƛƻƴ ƳƻǾŜŘ ƎǊŀŘǳŀƭƭȅ ƻƴ ǘƻ 
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ǘƘŜ ǎŜƳƛ-ǎǘǊǳŎǘǳǊŜŘ ǉǳŜǎǘƛƻƴǎ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿΦ 5ŜǇŜƴŘƛƴƎ ƻƴ ǘƘŜ ƛƴǘŜǊŜǎǘ ŀƴŘ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ 

ƛƴǘŜǊǾƛŜǿŜŜǎΣ ǘƘŜ ŘƛŀƭƻƎǳŜ ŎƻǾŜǊŜŘ Ƴŀƴȅ ŘƛŦŦŜǊŜƴǘ ƛǎǎǳŜǎ ǿƘƛŎƘ ŜƛǘƘŜǊ ǘƘŜȅ ƘŀǾŜ ǇŜǊǎƻƴŀƭƭȅ 

ŜȄǇŜǊƛŜƴŎŜŘ ƻǊ ƘŀǾŜ ƻōǎŜǊǾŜŘ ƻǘƘŜǊǎ ǘƻ ŦŀŎŜΦ IƻǿŜǾŜǊ ƛƴ ŜŀŎƘ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿǎΣ ǘƘŜ ǊŜǎŜŀǊŎƘ 

ŜƴǎǳǊŜŘ ǘƘŀǘ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎ ŘƛǎŎǳǎǎŜŘ ǇƻǘŜƴǘƛŀƭ ŀƴŘ ŀŎǘǳŀƭ ŎƘŀƴƎŜǎ ƛƴ ǘƘŜ ƪŜȅ ƛǎǎǳŜǎ ŀǎ ǊŜǎǳƭǘ ƻŦ 

ǘƘŜ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ 

 

This technique also helped the study to avoid a risk associated with interviews, which arises when 

the interviewees attempt to convey views perceived as socially desirable and representative of what 

they believe the interviewer wishes to hear, or alternatively they hide facts (Saunders et al., 2007). 

In addition, attempts were also made to minimize any potential effects of biased opinions by 

thorough preparation, careful design and conduct of the interviews. ! ƭƛǎǘ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŘ ŦƛǊƳǎ 

ŀƴŘ ǘƘŜ ǇŜƻǇƭŜ ƛƴǘŜǊǾƛŜǿŜŘ Ƙŀǎ ōŜŜƴ ŘƛǎŎǳǎǎŜŘ ŀōƻǾŜ όǎŜŜ ¢ŀōƭŜ о-нύΦ Lƴ ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŜ ǎŜƳƛ-

ǎǘǊǳŎǘǳǊŜŘ ƛƴǘŜǊǾƛŜǿǎΣ Řŀǘŀ ŦǊƻƳ ǘƘŜ ǉǳŜǎǘƛƻƴƴŀƛǊŜ ǎǳǊǾŜȅ ŀƴŘ ǎŜŎƻƴŘŀǊȅ Řŀǘŀ ǎƻǳǊŎŜǎ ǎǳŎƘ ŀǎ 

ŀǊŎƘƛǾŀƭ ǊŜŎƻǊŘǎΣ ŀƴƴǳŀƭ ǊŜǇƻǊǘǎΣ ƭƛǎǘƛƴƎ ŘƻŎǳƳŜƴǘǎ ŀƴŘ ŎŜƴǘǊŀƭ ōŀƴƪ ǊŜǇƻǊǘǎ ƻƴ ǘƘŜ ŎƻƭƭŀǇǎŜŘ ōŀƴƪǎΣ 

ōŀƴƪƛƴƎ ǊŜƎǳƭŀǘƻǊȅ ŘƻŎǳƳŜƴǘǎΣ ŎƻǳǊǘ ŘƻŎǳƳŜƴǘǎ ŀƴŘ ƴŜǿǎǇŀǇŜǊ ǊŜǇƻǊǘǎ ǿŜǊŜ ŀƭǎƻ ǳǎŜŘ ǘƻ 

ŎƻǊǊƻōƻǊŀǘŜ ǘƘŜ ŎŀǎŜ ǎǘǳŘȅ ŦƛƴŘƛƴƎǎΦ ¦ƴƭŜǎǎ ƻǘƘŜǊǿƛǎŜ ǎǇŜŎƛŦƛŜŘΣ ǘƘŜ Řŀǘŀ ŦƻǊ ǘƘŜ ŎŀǎŜ ǎǘǳŘƛŜǎ ŀǊŜ 

ŦǊƻƳ ǘƘŜ ǎŜƳƛ ǎǘǊǳŎǘǳǊŜŘ ƛƴǘŜǊǾƛŜǿǎΦ61 

 

CƻƭƭƻǿƛƴƎ ǘƘŜ ƎŜƴŜǊŀƭ ƛƴǘǊƻŘǳŎǘƻǊȅ ǉǳŜǎǘƛƻƴǎΣ ǘƘŜ ŘƛǎŎǳǎǎƛƻƴ ƳƻǾŜŘ ƎǊŀŘǳŀƭƭȅ ƻƴ ǘƻ ǘƘŜ ǎŜƳƛ-

ǎǘǊǳŎǘǳǊŜŘ ǉǳŜǎǘƛƻƴǎ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿΦ 5ŜǇŜƴŘƛƴƎ ƻƴ ǘƘŜ ƛƴǘŜǊŜǎǘ ŀƴŘ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎΣ 

ǘƘŜ ŘƛŀƭƻƎǳŜ ŎƻǾŜǊŜŘ Ƴŀƴȅ ŘƛŦŦŜǊŜƴǘ ƛǎǎǳŜǎ ǿƘƛŎƘ ŜƛǘƘŜǊ ǘƘŜȅ ƘŀǾŜ ǇŜǊǎƻƴŀƭƭȅ ŜȄǇŜǊƛŜƴŎŜŘ ƻǊ ƘŀǾŜ 

ƻōǎŜǊǾŜŘ ƻǘƘŜǊǎ ǘƻ ŦŀŎŜΦ IƻǿŜǾŜǊ ƛƴ ŜŀŎƘ ƻŦ ǘƘŜ ƛƴǘŜǊǾƛŜǿǎΣ ǘƘŜ ǎǘǳŘȅ ŜƴǎǳǊŜŘ ǘƘŀǘ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜǎ 

ŘƛǎŎǳǎǎŜŘ ǇƻǘŜƴǘƛŀƭ ŀƴŘ ŀŎǘǳŀƭ ŎƘŀƴƎŜǎ ƛƴ ǘƘŜ ƪŜȅ ƛǎǎǳŜǎ ŀǎ ǊŜǎǳƭǘ ƻŦ ǘƘŜ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ 

 

1. hǿƴŜǊǎƘƛǇ ǎǘǊǳŎǘǳǊŜ 

1. .ƻŀǊŘ ƻŦ 5ƛǊŜŎǘƻǊǎ 

2. hǊƎŀƴƛǎŀǘƛƻƴŀƭ ǎȅǎǘŜƳ ŀƴŘ aŀƴŀƎŜƳŜƴǘ CŜŀǘǳǊŜǎ 

3.  /ƻƳǇŜƴǎŀǘƛƻƴ ŀƴŘ aŀƴŀƎŜƳŜƴǘ 9Ǿŀƭǳŀǘƛƻƴ 

4. 9ŦŦŜŎǘ ƻŦ ŎƘŀƴƎŜǎ ƻƴ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ŀƴŘ Ǌƛǎƪ ƛǎǎǳŜǎ ŀǎ ŜǾƛŘŜƴŎŜ ƛƴ ǘƘŜ ƻǳǘŎƻƳŜ ŎƻǊǇƻǊŀǘŜ 

ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎ ƻǾŜǊ ǘƘŜ ǎǘǳŘȅ ǇŜǊƛƻŘΦ 

                                                           
61
¢ƘŜ ǎŜƳƛ-ǎǘǊǳŎǘǳǊŜŘ ƛƴǘŜǊǾƛŜǿ ƎǳƛŘŜƭƛƴŜ ǿŀǎ ŦƻƭƭƻǿŜŘ ǘƻ ŜƴǎǳǊŜ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǇǊƻǘƻŎƻƭΣ ǿŜǊŜ ŀǎƪŜŘ ƛƴ ŀƴ ƻǇŜƴ-ŜƴŘŜŘ 
ŦŀǎƘƛƻƴ ŦƻƭƭƻǿƛƴƎ ŀ ŎƻƴǾŜǊǎŀǘƛƻƴŀƭ ǎǘȅƭŜ όGerson and Horowitz, 2002ύΦ 
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3.3.3.2 Archival, Documentary and other Secondary Sources 

In addition to the primary data obtained through field survey and interviews, we also collected 

secondary data from individual banks and the BOG. The secondary and time series data are based on 

(a) the consolidated balance sheet and income statement of commercial banks in Ghana, (b) 

prudential and audited returns from the BOG, (c) macro-financial data from BOG, and (d) 

macroeconomic data from the Ministry of Finance and Economic Planning (MFoEP) and bank 

statistics with the Ghanaian Association of Bankers. The analysis of the impact of the reform on the 

efficiency of the banking sector and its impact on financial deepening and savings mobilization relied 

on secondary data supplemented by primary data from the survey questionnaires. The secondary 

data was analysed from the macro and micro level. The scope of aggregate macro data ranges from 

1960 to 1988. However, firm level data for the analysis is from 1989 to 2000. 

 

Documents may be regarded as physically embodied texts, where the containment of the text is the 

primary purpose of the physical medium (²ŀƧƴǊȅōΣ мффрύΦ Documents obtained from banking 

supervision division (BSD) include the meeting memos, corporate articles, periodic BSD reports, 

banking sector publications of the central bank (annual, quarterly and newsletters). These data were 

used to verify and complement the information collected through interviews. It was found during 

the process of analysis that the data from these sources were generally consistent. 

3.4 Data Analysis 

Most of the data used in writing the case came from face-to-face interviews. Interviews provide the 

opportunity for the researcher to probe deeply to uncover new clues, open dimensions of a problem 

and to secure vivid accurate inclusive accounts that are based on personal experience (Kirchner et 

al., 2004). The semi-structured interview is a data-collecting method based on a set of questions that 

have been worked out in advance, while providing the researcher with freedom to modify the 

questions according to the context of the conversation (Elo, S., & Kyngäs,2008). It not only allows the 

researcher to control the whole process of an interviewee with opportunities to give a description of 

an episode, a linkage and an explanation (Ibid). In each bank, more than one informant was 

interviewed (see table 6-2). This phenomenon gives us the chance to verify the answers given by the 

contact director. This was made possible by the networking effect of the researcher in his previous 

employment and professional group effect.  Some of the respondent directors as a result were ready 

to recommend other members of the board and or other high ranking executive director with the 

requisite information in most cases studied. This single limitation must be kept in mind when 

interpreting the results. However, the multiple informant participation in the other banks might 
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obliterate the weakness that may arise from only one bank. To limit error, various internal 

documents were necessary to validate the information obtained from the interview. Few of the 

banks were unwilling to produce these materials, since they are obliged to give a copy to the bank of 

DƘŀƴŀ ƛƴ Ƴƻǎǘ ŎŀǎŜΤ ƛǘ ǿŀǎ ƳǳŎƘ Ŝŀǎȅ ǘƻ ƻōǘŀƛƴ ƛƴ ƻƴŜ ƭƻŎŀǘƛƻƴΦ ¢ƘŜ ǊŜǎŜŀǊŎƘŜǊΩǎ ŀōƛƭƛǘȅ ǘƻ ƻōǘŀƛƴ 

this at a central location enables us to focus on just interviews without creating impression of over 

exposing the banks. 

3.4.1 Data entry and cleaning and reliability 

Chapman (2005) insists that no matter how efficient the process of data entry, errors will still occur 

and therefore data validation and correction cannot be ignored. Data cleaning is therefore an 

essential part of managing information in an efficient manner. Various checks were made such as 

format checks, completeness checks, consistency checks and rationality checks, etc.  

3.4.2 Fieldwork Difficulties 

Collecting the data required for this thesis was not without its challenges. Although the researcher 

overcame most of these difficulties, some of these challenges experienced are highlighted here. In 

most cases, banks were unwilling to provide data on their operations since most of the data is 

protected by banker-client confidentiality. Banks are also generally opaque and disclose only the 

minimum information as compelled by regulations. In Ghana, acquiring data regarding corporate 

governance is particularly challenging since such information is considered sensitive, following the 

arrest of a number of some bank officials on allegations of corporate governance violations.  

 

In this polarised environment, gathering data from either the central bank or the banks themselves 

regarding corporate governance may be regarded by the respondents as being accusatorial. This 

could have created a problem in which respondents painted a positive picture of the corporate 

governance practices in their banks which could affect the reliability of the results. In most banks, 

interview appointments were difficult to secure since most of them were with the very busy 

individuals. Some of the appointments were also postponed or cancelled and required rebooking.  

 

Most of the interviews were recorded after seeking consent from the interviewees. Notes were 

taken in a fieldwork diary where an interviewee elected not to be recorded or appeared 

uncomfortable. Collecting the performance data also presented several challenges. Bank 

performance data for the period before FINSAP and early 1990 was generally unavailable. 
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Performance data was not available for the banks which collapsed after the financial sector reforms 

and this limit the level of analysis to one liquidated bank.  

3.4 Limitations of the Research. 

5ŜǎǇƛǘŜ ǘƘŜ ǊŜǎŜŀǊŎƘŜǊΩǎ ǎƛƴŎŜǊŜ ŜŦŦƻǊǘ ǘƻ ǇǊŜǎŜƴǘ ŀ ǘƘŜǎƛǎ ǿƛǘƘ ǘƘŜ ōŜǎǘ ǇƻǎǎƛōƭŜ Řŀǘŀ set and 

analysis, some limitation are inevitably presents, the first being the lack of any prior study and/or 

database on corporate governance of banks in Ghana, which required the extraction of primary 

data covering all aspects of corporate governance from banks in Ghana via a lengthy questionnaire.  

It is important to highlight that this research suffers from some possible limitations. Though the 

study covers two different periods in time would have needed to be conducted at the same bank 

twice (in the case of this research, before and after the crisis) to get a more balanced view of the 

changes over different periods, the data was taken in 2010. This had its weakness, as respondents 

may forget crucial issues over time. 

A further study could also collect more individual bank data over a longer period. A wider research 

would be able to make an in-depth analysis of the banks across all three ownership types. Further, 

with more individual bank level data over a longer period, empirical studies can then be conducted 

using a time series or panel regression analysis. It was also observed in the study that the situation 

in the Ghanaian banking sector has been changing constantly. As a result, there is an obvious need 

to carry out series of follow-ups to modify the data and the arguments, where appropriate. 

!ŘŘƛǘƛƻƴŀƭƭȅΣ ōŜŎŀǳǎŜ ǘƘŜ /ŜƴǘǊŀƭ .ŀƴƪΩǎ ŘŀǘŀōŀǎŜ ƻŦ ƛƴŘƛǾƛŘǳŀƭ ōŀƴƪǎ ǿŀǎ ƻƴƭȅ ŜǎǘŀōƭƛǎƘŜŘ ŘǳǊƛƴƎ 

FINSAP II, it has not been possible to conduct a comparative performance analysis over very long 

period of time, and such an opportunity would have allowed for a more vigorous analysis of the 

issues prior to the reform era62.  Despite these limitations, pioneer studies to analyse the effect of 

privatisation on the corporate governance, the research is expected to contribute to the literature 

on the corporate governance of banks in Ghana and in developing countries in general. 
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Performance data for the banks which collapsed as a result of the financial sector crisis was also unavailable. As a 
consequence, the limited data curtailed the scope of the empirical analysis for pre-FINSAP era.  
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3.5 Conclusion 

This chapter focuses primarily on research methodology and design. Three major strategies of 

inquiry (quantitative, qualitative and mixed-methods) were identified in the research methodology. 

The chapter discussed the methodology adopted in this study to address the research questions. 

Triangulation of research approach, research methods and data is employed. Firstly, there is a 

triangulation of research approach in which qualitative and quantitative approaches have been 

combined. Second, the research employs a triangulation of research methods which includes a 

questionnaire survey, case studies and analysis of bank performance. Third, the research also uses 

data triangulation by using both first and second hand data. In this regard, the study mixes 

approaches, methods and data to get more viewpoints regarding the subject being studied and 

make the research findings more valid, reliable and rigorous (Creswell, 2007). 

 

The next chapter in this research discuss broadly the country features and banking sector 

performance data, with the other chapters dealing with empirical work. Chapter 5 starts with the 

results from the questionnaire survey. Chapter 6-8 discusses the case study findings and Chapter 9 

draws the study to a conclusion by summarising the main findings. 
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Chapter Four: Historical Development, reform and 

performance trends in the Ghanaian Banking Sector 

4.1 Introduction 

he first chapter set out the research context and discussed in detail the research questions that this 

research addresses. While chapter two discussed the theoretical underpinnings, the last chapter 

addressed issues pertaining to the design and methodology of the research. This chapter discussed 

the evolution of the banking sector before and after independence of Ghana, and completed by in-

depth analysis of financial sector reforms (FINSAP). It also attempts to analyse the performance 

change resulting from the privatization and regulatory reforms to the financial sector of Ghana. The 

banking sector in Ghana has experienced several regulatory changes and banking restructuring 

overtime. These changes are important in understanding how the current corporate governance 

architecture developed and the institutional mechanisms which may have contributed to this 

evolution. The chapter provides background information regarding some country specific features 

which may be important in contextualizing the research. An overview of the history of banks is 

important in understanding how the banking sector and corporate governance practices evolved and 

the institutional arrangements which could have affected this development. It also attempts to give 

an overview of the sector performance before and after the FINSAP. The overview gives an idea of 

performance change resulting from the implementation of the sector liberalisation or FINSAP. 

 

The rest of this chapter is organised as follows, the next section discusses briefly the political 

economical and institutional environment in Ghana over time. In this regard, the macroeconomic 

environment, and the legal and regulatory systems are discussed. The following sections discuss the 

historical development of banks before and after the FINSAP. The last section summarises the 

discussions made in this chapter.  

4.2 Legal and Regulatory Framework of the Banking sector of Ghana 

Ghana is a common law country. The origin of the present legal and judicial system is based in part 

on English common law. However the legal system of Ghana is different from the absolute form of 

English law from the perspectives of socio-cultural values and religious guidelines. The companies 

are governed by the Companies Code 1969 which is based on the 1908 UK Companies Act (Mensah, 

2002). All domestic companies of Ghana are incorporated under this Act. It governs the relationship 

T 
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between shareholders and a company, audit system, transparency, disclosure procedure and the 

jurisdiction of the courts in relation to companies. In addition to the Company code 1969, there are 

also some other principle laws which shape the corporate governance system of Ghana: for 

ŜȄŀƳǇƭŜΣ ǘƘŜΣ {ŜŎǳǊƛǘƛŜǎ ŀƴŘ 9ȄŎƘŀƴƎŜ hǊŘƛƴŀƴŎŜ мфсф ǘƘŀǘ ŘŜŀƭǎ ǿƛǘƘ ƛƴǾŜǎǘƻǊǎΩ ǇǊƻǘŜŎǘƛƻƴΣ ŎŀǇƛǘŀƭ 

issues, registration and regulation of the Stock Exchange, capital market regulation and issues in 

relation to securities. The Ghana Stock Exchange (GSE) is the only one established in 1990 under the 

FINSAP II.  

The central bank and the stock exchange are important institutions in analysing financial institutions, 

including the banks. The Bank of Ghana (BoG) is the main licensor and supervisor of the banking 

sector. The evolution of the Ghanaian central bank is intertwined with the colonial history of the 

country. Before it attained independence in 1980, Ghana was called Gold Coast, under the rule of 

Britain. The government established one central bank as the single monetary authority. This 

regulatory authority was established in 1953 and called the BoG and became fully operational under 

an Act of Parliament in 1956 (Brownbridge and Gockel, 1996). The central bank had its office in 

Accra and had the responsibility of issued notes and coins. However, Gold Coast attained its 

independence in 1957 and changed its name to GƘŀƴŀΦ DƘŀƴŀΩǎ ŎŜƴǘǊŀƭ ōŀƴƪ ǿŀǎ ŀŎŎƻǊŘƛƴƎƭȅ ŎŀƭƭŜŘ 

the Bank of Ghana.  

At present there are four key regulatory institutions which have influence on Ghanaian corporate 

governance from the view of establishing corporate governance norms and compliance in the 

banking sector.63 These are (i) the Registrar of Companies and Firms which is responsible for 

registering companies under the Companies Code; (ii) the Regulator of Financial Sectors or Bank of 

Ghana (BoG) which is the primary regulator of banks and non-banking financial institutions in Ghana; 

(iii) the Securities and Exchange Commission (SEC) which is in charge of regulating the capital market 

ƛƴŎƭǳŘƛƴƎ ǇǊƻǾƛŘƛƴƎ ǇǊƻǘŜŎǘƛƻƴ ƻŦ ƛƴǾŜǎǘƻǊǎΩ ƛƴǘŜǊŜǎǘǎ ŀƴŘ ǘƘŜ ŘŜǾŜƭƻǇƳŜƴǘ ƻŦ ǘƘŜ ǎŜŎǳǊƛǘƛŜǎ ƳŀǊƪŜǘΤ 

and (iv) the Institute of Chartered Accountants of Ghanaian (ICAB), which has responsibility for 

setting accounting standards for companies.  

4.3 Post-Colonial Banking Sector 

Extensive government intervention characterised financial sector policies in the post-independence 

period. Public ownership dominated the banking system: all of the banks set up between 1950 and 

1990 were wholly or majority owned by the public sector, while the government also acquired 

minority shares in the two already established foreign banks. Interest rates were administratively 
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 Appendix VIII outlined the regulatory landscape between 1990 and 2010 
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controlled by the Bank of Ghana (BOG) and a variety of controls were also imposed on the asset 

allocations of the banks, such as sectoral credit directives (Osei et al, 2005). The motivation for these 

policies was the belief that, because of market imperfections and the nature of the financial system 

inherited from the colonial period, the desired pattern of investment could not be supported 

without extensive government intervention in financial markets. Policies were motivated by three 

objectives: to raise the level of investment, to change the sectoral pattern of investment, and to 

keep interest rates both low and stable (Aryeetey and Kanbur, 2007). Financial sector policies were 

characterised by severe financial repression, real interest rates were steeply negative and most of 

the credit was channelled to the public sector. 

4.3.1 Involvement of government in Banking Business 

Dissatisfaction with the foreign banks focused on their conservative lending policies, modelled on 

those employed in the UK, and in particular their demands for the types of security (life insurance 

policies, stock certificates, bills, etc) which were uncommon in Ghana (Osei et al, 2005).64 The Ghana 

Commercial Bank (GCB) was set up in 1953 to improve the access to credit of indigenous businesses 

and farmers.  

 It was also instructed to extend a branch network into rural areas, so that people in the rural areas 

would have access to banking facilities, and was heavily involved in lending to agriculture. GCB 

became the largest bank in Ghana: it had 36% of total bank deposits in the late 1980s. The GCB was 

set up following the recommendation made by the Trevor Report, an enquiry commissioned by the 

government into banking in the then Gold Coast. The enquiry had been prompted by local criticisms 

of the operational practices of the expatriate banks and the workings of the sterling exchange 

system (Brownbridge and Harvey, 1998). 

The Social Security Bank (SSB) was set up in 1977. It grew rapidly to become the second largest bank 

in Ghana, with 18% of deposits in the late 1980s, providing credit, including longer term loans, for 

businesses and consumers (Antwi-Asare and Addison, 2000). It also invested in the equity of several 

large businesses. Two smaller commercial banks began operations in 1975. The National Savings and 

Credit Bank (NSCB) - formerly the Post Office Savings Bank - and the Cooperative Bank: these were 

                                                           
64

 The government established its own commercial and development banks for two reasons: the belief that the operational 
focus of the foreign commercial banks, in particular their lending policies was too narrow, thus depriving large sections of 
the economy of access to credit, and, second, the contention that sectors important for development, such as industry and 
agriculture, banks to finance them. 
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expected to provide consumer loans, credit for small industries and cooperatives.65  A merchant 

bank, Merchant Bank Ghana (MBG), was set up in 1972 as a joint venture between ANZ Grindlays, 

the government and public sector financial institutions, with the former having a 30% stake. To fill 

the perceived gaps not served by the commercial banks, especially for long term finance, three 

development finance institutions (DFIs) were set up: the National Investment Bank (NIB), in 1963, to 

provide long term finance for industry; the Agricultural Development Bank (ADB) in 196566  and the 

Bank for Housing and Construction (BHC), in 1974, to provide loans for housing, industrial 

construction and companies producing building materials. The DFIs mobilised funds from deposits as 

well as from government and foreign loans and undertook commercial banking activities as well as 

development banking. 

The government did not nationalise the two pre-independence foreign owned banks - Barclays Bank 

and Standard Chartered Bank (SCB) - This had been established in Ghana during the colonial period, 

but it did acquire 40% equity stakes in the banks following an indigenisation decree enacted in 1975 

(which was applied to all large scale industries)67. 

4.3.2 Interest Rate and Credit Directives 

The BOG determined the structure of bank interest rates, including minimum interest rates for 

deposits and maximum lending rates. Priority sectors, such as agriculture, received preferential 

lending rates: in some cases these were lower than the minimum savings deposit rates. The 

structure of interest rates set by the BOG made no allowance for loan maturity or risk; indeed 

incentives for banks to extend credit were often perverse because riskier sectors such as agriculture 

were accorded a preferential rate. Nominal interest rates were held below prevailing inflation rates 

in most years and, when inflation accelerated in the second half of the 1970s and early 1980s, real 

interest rates were highly negative (Sowa, 2003).  A Cooperative Bank had been set up in 1946 to 

serve cooperatives in the cocoa growing areas, but it was temporarily closed down in 1961 for 

political reasons, and its assets and liabilities transferred to GCB in the following year (Sowa, 2003). 

Sectoral credit guidelines, based on an annual credit plan drawn up by the BOG, were imposed on 

the banks to channel credit towards the priority sectors of agriculture, manufacturing and exports: 

these usually took the form of maximum permitted percentage increases in the stock of loans to 

each sector, with priority sectors accorded larger increases than non-priority sectors (Sowa, 2003). 

Since 1981 an additional regulation stipulated that lending to agriculture should comprise a 
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  A Cooperative Bank had been set up in 1946 to serve cooperatives in the cocoa growing areas. 
66

 The ADB was originally called the Agricultural Credit and Cooperative Bank. 
67

 See Brownbridge and Gockels, 1996 
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minimum of 20% of total loans, with shortfalls to be transferred to the ADB. Foreign companies were 

required to obtain BOG permission to access loans from domestic banks (Brownbridge and Gockels, 

1998). 

4.3.3 Prudential Regulation and Supervision 

The 1970 Banking Act provided the regulatory framework for the banking industry. This imposed 

minimum paid up capital requirements for foreign and locally owned banks of C2 million and C0.5 

million respectively (the latter was subsequently raised to C0.75 million). The minimum capital 

requirements were worth very little by the early 1980s because of inflation. At the end of 1983, the 

minimum paid up capital for a local bank was equivalent to only $16,000 (Brownbridge and Gockels, 

1996). 

Banks were also required to maintain capital and reserves of at least 5% of their total deposits 

(rather than risk assets which would be more relevant as an insurance against insolvency). The 

capital adequacy requirements were in any case largely meaningless because of the absence of clear 

accounting rules regarding the recognition of loan losses, provisioning for non-performing assets and 

ǘƘŜ ŀŎŎǊǳŀƭ ƻŦ ǳƴǇŀƛŘ ƛƴǘŜǊŜǎǘΦ ¢ƘŜ ǘǊǳŜ ǎǘŀǘŜ ƻŦ ōŀƴƪǎΩ ōŀƭŀƴŎŜ sheets, including the erosion of their 

capital as a result of loan losses, could therefore be concealed. Although the Banking Act did provide 

some rules to constrain imprudent behaviour by banks, penalties for infractions were minimal. There 

were also important regulatory omissions, such as limits on single borrower loan exposures. 

A Bank Examination Department (BED) was established in the BOG in 1964 but its activities were 

largely confined to ensuring that banks complied with allocative and monetary policy directives, such 

as sectoral credit directives, and reserve requirements, rather than prudential regulations. The BED 

also lacked adequate resources to monitor and inspect the banks. In the early 1980s it had only five 

professional staff, of which only two had any training in bank supervision. On site examinations were 

infrequent and off site supervision was impeded because of deficiencies in bank reporting (ie the 

submission of financial data by the banks to the BOG). Hence the BED lacked the information 

ƴŜŎŜǎǎŀǊȅ ǘƻ ŜǾŀƭǳŀǘŜ ǘƘŜ ŎƻƴŘƛǘƛƻƴ ƻŦ ōŀƴƪǎΩ ŀǎǎŜǘ ǇƻǊǘŦƻƭƛƻǎΣ ǘƘŜƛǊ ǇǊƻŦƛǘŀōƛƭƛǘȅ ŀƴŘ ǎƻƭǾŜƴŎȅ ό²ƻǊƭŘ 

Bank, 1986). 

4.3.4 Impact of post-colonial government Policies on Banking Markets 

The pre-reform policies of financial repression and public ownership of banks had important 

consequences for the banking system. Financial depth collapsed, and with it the ability of the 

banking system to supply credit, including to the priority sectors which financial policies aimed to 
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support. With the exception of those banks which retained foreign equity participation (ie Barclays, 

SCB and MBG), the banks all became insolvent as a result of bad debts and investments in 

commercially unsuccessful ventures (Epstein and Heintz, 2006). A World Bank study of the Ghanaian 

banking sector (World Bank, 1988) concludes that it was characterized by (a) inefficiency and high 

operating costs, (b) huge non-performing loan portfolios, (c) inadequate provisions for loan losses, 

(d) insolvency of the banking system, (e) capital inadequacy, and (f) inflated profits. The banking 

ǎŜŎǘƻǊ ŜȄǇŜǊƛŜƴŎŜŘ ŘŜǘŜǊƛƻǊŀǘƛƻƴ ƛƴ ƛǘǎ ǇŜǊŦƻǊƳŀƴŎŜ ŘǳǊƛƴƎ ǘƘŜ ŎƻǳƴǘǊȅΩǎ ŜŎƻƴƻƳƛŎ ŘŜŎƭƛƴŜ ƛƴ ǘƘŜ 

late 1970s and early 1980s. For example there was inefficiency of deposit mobilization by the 

banking system attributed ǘƻ ƛƴŦŜǊƛƻǊ ǉǳŀƭƛǘȅ ƻŦ ŀ ƴǳƳōŜǊ ƻŦ ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪǎΩ ŎǳǎǘƻƳŜǊ ǎŜǊǾƛŎŜǎ 

(Antwi-Asare, 2000). Additionally, the limited scope of financial instruments and banking services 

discourages increased savings mobilization. It is also argued that banks in general find it unnecessary 

to innovate if they do not face any stiff competition from within or from outside (Khalid, 2006).  

The lack of adequate prudential regulatory enforcement and supervision of commercial banks has 

also impacted negatively on the sector as less attention was paid to the provision of required reserve 

and capital requirements (Sowah, 2003). The consequence has been the insolvency of many banks in 

Ghana and other sub-Saharan African (SSA) countries. A World Bank Development Report (1989) 

indicates that regulation and bank supervision in developing countries should emphasize compliance 

with monetary policy and foreign exchange guidelines. Bank supervision should promote banking 

ǎŜŎǘƻǊΩǎ ǎŀŦŜǘȅΣ ǎǘŀōƛƭƛǘȅΣ ŀƴŘ ŜŦŦƛŎƛŜƴŎȅΦ 

4.3.5 Lending to Priority Sectors 

Although financial sector policies aimed to support priority sectors through the use of sectoral credit 

guidelines and preferential interest rates, the supply of credit to these sectors declined precipitously 

in real terms. Credit to the whole of the non-government sector (which included both priority and 

non-priority sectors) amounted to only 3.6% of GDP in 1983, having fallen from 9.8% in 1977 

(Brownbridge et al, 2000). The main reasons for the decline in credit supply were the fall in financial 

dŜǇǘƘ ŘƛǎŎǳǎǎŜŘ ŀōƻǾŜ ŎƻƳōƛƴŜŘ ǿƛǘƘ ŎǊƻǿŘƛƴƎ ƻǳǘ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ōƻǊǊƻǿƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎΣ 

which reduced the aggregate volume of funds which banks had to lend to all non-government 

borrowers, including public enterprises. The government took 87% of net domestic credit in 1983. 

While the total volume of bank lending fell, the sectoral credit directives were not always effective in 

ensuring that the desired sectoral distribution of credit was realised. Although credit to agriculture 

usually exceeded the stipulated minimum of 20% of total loans, there is anecdotal evidence that 

agricultural loans were diverted to other uses, such as trading. Credit to other priority sectors often 
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fell short of the maximum permitted under the credit ceilings while that to non-priority sectors often 

exceeded their ceilings (World Bank, 1986). 

Banks were discouraged from allocating their available funds to priority sectors because of the 

lending rate controls which made no allowance for the risk of lending, or for transactions costs. 

Banks had strong incentives not to extend credit to potentially risky borrowers but to invest in 

government securities instead, since the latter offered the same, or almost the same, interest rates, 

but unlike the former were both liquid and virtually risk free (Aryeetey and Kanbur, 2007). 

4.3.6 Financial Distress among Public Sector Banks 

Financial distress afflicted all the public sector banks in the 1980s. The DFIs appear to have run into 

serious difficulties first, while the emergence of distress in the two main commercial banks - GCB 

and SSB - was delayed until the mid-1980s. All the banks were rendered insolvent by non-performing 

assets (NPAs) and had to be restructured in 1989-91, when a total of C62 billions of NPAs was 

identified in the banking system and replaced by BOG bonds or offset against liabilities of the banks 

to the BOG or the government. Loan losses would probably have been much greater had not lending 

been curtailed by the high liquid reserve requirements and credit ceilings imposed in the 1970s and 

1980s. The DFIs also incurred heavy losses from foreign exchange exposures: they had converted 

foreign currency liabilities into domestic currency assets without providing for the risk involved. 

The main reason for the losses incurred by the public sector banks was that they had been pressured 

into extending finance to unbankable projects to meet developmental and political objectives. The 

banks were very vulnerable to political pressure because the government had the authority to 

appoint ŀƴŘ ŘƛǎƳƛǎǎ ǘƘŜ ōŀƴƪǎΩ ŜȄŜŎǳǘƛǾŜǎ ŀƴŘ ƳŀƴŀƎŜǊǎΦ ¢ƘŜ ŜŎƻƴƻƳƛŎ ŎǊƛǎƛǎ ŀƴŘ ǘƘŜ ǊŀŘƛŎŀƭ 

changes in economic policy implemented during the 1980s also contributed to the deterioration in 

ǘƘŜ ōŀƴƪǎΩ ŀǎǎŜǘ ǇƻǊǘŦƻƭƛƻǎΦ {ƻƳŜ ƻŦ ǘƘŜ ǇǊƻƧŜŎǘǎ ŦƛƴŀƴŎŜŘ ōȅ ōŀƴƪǎ ǿŜǊŜ Ŏƭosed down because 

foreign exchange to purchase inputs was unavailable. Many importers, almost all of the NPAs had 

been incurred by banks wholly owned by the public sector: Barclays, SCB and MBG accounted for 

only 4% of the NPAs transferred to NPART (Sowa, 2002).  The total assets of all the banks at the end 

ƻŦ мфуф ŀƳƻǳƴǘŜŘ ǘƻ /омс ōƛƭƭƛƻƴΥ ƘŜƴŎŜ bt!ǎ ŀŎŎƻǳƴǘŜŘ ŦƻǊ ŀƭƳƻǎǘ нл҈ ƻŦ ǘƘŜ ōŀƴƪǎΩ ǘƻǘŀƭ ŀǎǎŜǘǎΦ 

Aggregate capital and reserves of the banks was negative C2.4 billion at the end of 1989 (Bank of 

Ghana, 1992,) to whom letters of credit had been extended by the commercial banks, were unable 

to meet their obligations following the large exchange rate devaluations which began in 1983. 

/ƻǊǊǳǇǘƛƻƴ ŀƴŘ ŦǊŀǳŘ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ǘƘŜ ǎŎŀƭŜ ƻŦ ǘƘŜ ōŀƴƪǎΩ ƭƻǎǎŜǎ ǿƛǘƘ Ǉƻlitically connected 

borrowers being able to access unsecured loans which would not have been given to them on 
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commercial grounds and to avoid pressure to repay. For example, under the Acheampong military 

government loan applicants obtained notes from military officers and took these to bank managers: 

If the manager did not comply he risked being sacked over the radio (Brownbridge and Gockels, 

мффсύΦ aŀƴȅ ƻŦ ǘƘŜ .I/Ωǎ ōŀŘ ŘŜōǘǎ ƘŀŘ ōŜŜƴ ŜȄǘŜƴŘŜŘ ǘƻ ƳƛƭƛǘŀǊȅ ǇŜǊǎƻƴƴŜƭΦ Lƴ ŀŘŘƛǘƛƻƴ ǎƻƳŜ ƻŦ 

ǘƘŜ ōŀƴƪǎΩ ǎǘŀŦŦ ƭŀŎked the necessary qualifications and expertise because recruitment was 

influenced by nepotism and political influence. 

The public sector banks continued in operation throughout the 1980s despite the poor quality of 

their asset portfolios. GCB and SSB were able avoid liquidity shortages partly because the very high 

reserve requirements imposed in the 1970s and the credit ceilings in the 1980s forced them to hold 

large volumes of liquid assets. But the DFIs, whose asset portfolios were both longer term and more 

badly impaired than those of the commercial banks, and which had the additional burden of foreign 

currency denominated liabilities, were worse affected by  financial distress and suffered liquidity 

shortages in the early 1980s.68 Both the BHC and NIB required injections of equity and loans from 

the BOG to maintain liquidity and boost capital, but this only allowed further large losses to be 

incurred in the second half of the decade.69 ¢ƘŜ ǘǊǳŜ ǎǘŀǘŜ ƻŦ ǘƘŜ ōŀƴƪǎΩ ōŀƭŀƴŎŜ ǎƘŜŜǘǎ ǿŀǎ 

concealed by the failure to make adequate provisions for NPAs and to suspend accruing unpaid 

interest as income. Hence banks appeared solvent, according to the data in their published accounts, 

(even though the capital adequacy levels of some banks were very low) when appropriate 

accounting procedures would have revealed that losses had completely eroded capital. The extent of 

the financial distress in these banks was only revealed when diagnostic studies were carried out in 

1987 as part of the preparations for the Financial Sector Adjustment Programme (FINSAP). 

However, the banks with foreign equity participation (Barclays, SCB and MBG) avoided incurring 

significant levels of loan losses and were generally profitable.70 Despite the government equity 

stakes in these banks and the credit directives issued by the BOG, they were able to resist most of 

the pressure to extend loans to non-creditworthy borrowers. They maintained conservative lending 

policies with loan applications evaluated according to strict commercial criteria. Foreign ownership 

appears to have provided some protection against government interference in lending decisions 

                                                           
68

 By the end of 1983, the BHC and NIB had arrears rates of around 85% and 52% of their respective asset portfolios. After 
making provisions for arrears in 1984, the NIB recorded a loss which more than wiped out its capital and reserves (World 
Bank, 1986; National Investment Bank, 1991, appendix 6). 
69

 The NIB and BHC each received C880 million from the BOG in the form of equity and loans in 1983/84(Broenbridge and 
Harvey, 1998).  
70

 Bank of Credit and Commerce, which also had foreign ownership, did suffer from financial distress in 1991: see section 6 
below. 
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which was so pervasive in the public sector banks. Although the foreign banks had to comply with 

credit guidelines, they were able to identify the more creditworthy borrowers within the priority 

sectors to lend to; usually the larger established private sector companies which had a wide range of 

business activities in different industries. Where loans were made to riskier sectors such as 

agriculture, Barclays and SCB protected their balance sheets by using BOG credit guarantees. In 

addition the SOEs - a major source of bad debts - were given instructions to bank with GCB, thereby 

allowing the foreign banks to avoid this sector. 

4.4 Financial Sector Adjustment Programme (FINSAP) 

The period 1983-1988 was an era of crisis in the financial system in Ghana. High default rates had 

rendered most bank assets non-performing, the high rates of inflation had wiped out the capital 

base of most banks, and the weakened confidence in the financial system had adversely affected 

bank deposits. These affected the ability of the banks to perform their intermediation function 

properly. This also affected the recovery effort initiated under the ERP. Thus, in 1988, a 

comprehensive Financial Sector Adjustment Programme (FINSAP) was launched. The FINSAP was 

financed with an adjustment credit from the World Bank, with co-financing from Japan and 

Switzerland. The Government of Ghana also contributed by converting its loans to the banks into 

equity and by paying government guaranteed loans to the state-owned-enterprises (Booth et al, 

2010). The primary justification underlying these reforms was the potential to reduce systematic 

sources of inefficiency in the banking sector. These regulatory reforms have resulted in corporate 

governance changes, which can be studied at three distinct levels (World Bank, 1996). 

The central bank embarked on financial sector reforms characterized by liberalization, prudential 

regulations and institutional strengthening of the banking industry as part of financial sector 

structural program (FINSAP). The primary justification underlying these reforms was the potential to 

reduce systematic sources of inefficiency in the banking sector. These regulatory reforms have 

resulted in corporate governance changes, which can be studied at three distinct levels (World Bank, 

1996). The Government of Ghana also contributed by converting its loans to the banks into equity 

and by paying government guaranteed loans to the state-owned-enterprises. The financial reform 

involve institutional restructuring, enhancement of the legal and regulatory framework for banking 

operations, and liberalizing interest rates. These were carried out in phases. FINSAP-1 covered the 

period 1988-1991; FINSAP-2 is from 1992-1995; and FINSAP-3 started in 1995.  

The major objectives of FINSAP-1 were: (1) to review the legal and regulatory environment and 

amend the existing Banking Acts and Laws; (2) restructuring the banking sector to make the banks 
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viable and efficient; and (3) revitalize the financial sector by creating new institutions. FINSAP-2 and 

3 were to continue with the restructuring and privatisation of the financial sector.  

4.4.1 Liberalisation of Interest Rates and Credit Directives 

Under the financial reform interest rates have been deregulated. This move was in part to encourage 

competition among the banks. But, the deregulation of the interest rate was also to conform to the 

new form of financial programming Ghana was following under the Structural Adjustment 

Programme (SAP). Under the SAP, Ghana was using the money supply as the nominal anchor. This 

implied that the price of money (the rate of interest) should be determined by market forces. The 

move towards interest rate liberalization was a gradual process. The first distinctive move was the 

abolition, in September 1987, of the maximum and minimum deposits, except the minimum saving 

deposit rate, which was temporarily maintained at 12%. In February, 1988 minimum lending rates 

for commercial banks were also abolished and by March of 1989 commercial banks were given the 

right to determine their own rates and display them in their banking halls. In November 1990, there 

was further liberalization of the financial sector by the abolition of 20% mandatory lending to 

agriculture. Thus by the beginning of 1991 the financial sector was almost liberalized. The bank 

specific credit ceilings, which had been the main instrument of monetary control employed during 

the ERP, were removed in 1992, and replaced with an indirect market based system of monetary 

control involving the weekly auctioning of TBs and other government and BOG securities, backed up 

with statutory cash reserve and liquid asset requirements (Alexander et al, 1995). Hence by the early 

1990s banks were free to price deposits and loans and to allocate loans according to market criteria, 

although the very high reserve ratios imposed by the BOG were a major constraint on the volume of 

credit they were able to extend. 

The liberalisation of controls over interest rates and credit allocation, together with the adoption of 

a more commercially oriented approach to lending by the public sector banks, should enhance the 

efficiency of credit allocation: i.e. enable banks to direct credit towards those borrowers capable of 

generating the highest rates of return. It is likely that credit allocation has improved - the reduction 

ƛƴ ǘƘŜ ƭŜǾŜƭ ƻŦ ōŀƴƪǎΩ bt!ǎ ƴƻǘŜŘ ƛƴ ǎŜŎǘƛƻƴ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ōŀƴƪǎ ŀǊŜ ƎŜƴŜǊŀƭƭȅ ŀǾƻƛŘƛƴƎ ƭŜƴŘƛƴƎ ǘƻ 

commercially unviable projects - although this is probably due more to the institutional reforms 

undertaken by the public sector banks than by liberalisation of administrative controls (Sowa, 2002). 

The main constraint to an increase in the efficiency of credit allocation by the banks has been 

macroeconomic instability, as in several other African countries undertaking financial sector reforms. 

Large fiscal deficits, financed partly through domestic borrowing, and unsterilized balance of 
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payments surpluses have led to relatively high and variable rates of inflation and high nominal 

interest rates in the 1990s (Sowa, 2003). 

Although ex post real lending rates have not always been very high (and sometimes been negative), 

the combination of nominal lending rates of up to 39% and high but unpredictable inflation entails 

considerable risk for borrowers. Consequently loan demand has been depressed while the banks 

have been reluctant to expand their lending, instead investing in government and BOG securities. 

Government securities have offered the banks returns which have often been comparable to 

prevailing lending rates, without the risk involved in lending to the private sector. Bank lending has 

also been constrained by the high reserve ratios imposed by the BOG in an attempt to restrain 

monetary growth. Bank lending to the private sector has remained at very low levels since the 

FINSAP began, amounting to only 5.3% of GDP in 1994 (Aryeetey and Kanbur, 2007).  

4.4.2 Regulatory and Legal Reforms 

The regulatory environment for the Ghanaian banking sector has experienced some major changes 

over the years. Firstly, up until the financial sector reforms, Ghanaian banks were governed and 

ǊŜƎǳƭŀǘŜŘ ōȅ ǘƘŜ ΨƻƭŘΩ .ŀƴƪƛƴƎ !Ŏǘ ǿƘƛŎƘ ǿŀǎ ŜƴŀŎǘŜŘ ŀǎ Ǉƻǎǘ-independence policy measure in 1967. 

The Act did not provide for the prudential regulation and supervision of the banking sector. As was 

the case with other developing countries, the 1967 Banking Act was enacted at a time when all 

commercial banks in Ghana were either state owned and or foreign owned (subsidiaries of large 

international banks) (Brownbridge and Harvey, 1998).  

The 1967 Banking Act had no provisions regarding ownership limitations on the amount of 

shareholding that an owner could have, nothing on the maximum ratio of shareholder funds that 

could be lent to any one borrower or guidelines on insider lending, no definition of risk assets or the 

amount of capital required to support bank lending. Disclosure requirements were limited to 

irregular reporting of accounts, until the amendment of the Banking Act under the PNDC regime 

(Zoprklui, 2001). The Act had no provisions for the inspection of banks except where a case could be 

made for an enquiry into fraudulent or other criminal activity.  

The Banking Law (PNDCL 225) was revised in 1989. The innovations in the new law included (i) the 

tightening of risk exposure limits, (ii) establishment of tighter capital adequacy ratios, (iii) 

strengthening of accounting standards and making them uniform for all banks, (iv) broadening the 

scope for audits of the banks, (v) imposition of stringent reporting requirements, and (vi) 

improvement of on-site and off-site supervision of banks by the Bank of Ghana. A revised Bank of 

Ghana Law (PNDCL 291) was also enacted in 1992 to give more supervisory powers to the central 
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bank. These two laws together provide the legal and regulatory framework for the banking business 

in Ghana. In order to bring more financial institutions under the purview of the Bank of Ghana a 

Financial Institutions (Non-Banking) Law (PNDCL 328) was also enacted in 1993. This law covered the 

activities of discount houses, finance houses, acceptance houses, building societies, leasing and hire-

purchase companies, venture capital funding companies, mortgage financing companies, savings and 

loans companies, and credit unions.  

4.4.3 Financial Restructuring 

The reforms also involved management and financial restructuring of the banks. New boards were 

created for most of the banks and there were shake-ups in the top management positions as well. 

Financial restructuring involved in the main the recapitalization of the banks with equity injection 

where liquidity was low, and the cleaning up of their balance sheet of non-performing assets. All 

state-owned banks at the time have undergone complete sector restructuring. The restructuring of 

the public sector banks began in 1990, and involved balance sheet restructuring and reforms to their 

management and operating procedures. For each of the financial reforms were examined to 

determine which banks implemented the restructuring measures in Ghana. The foreign banks (BBG 

and SCB) have undergone limited financial restructuring, because they were generally sound and 

unaffected by the liquidity problem that engulfed all the state banks (Table 4-3).  

4.4.4 Financial Restructuring and Recapitalisation 

To deal with the extent of non-performing assets at the banking institutions, the government 

encouraged debt restructuring in all commercial banks. In 1989, the Non-Performing Assets 

Recovery Trust (NPART) was established to clean ǳǇ ǘƘŜ ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪǎΩ ōŀƭŀƴŎŜ ǎƘŜŜǘ ōȅ ǘŀƪƛƴƎ 

ƻǾŜǊ ŀƭƭ ǘƘŜ ōŀƴƪǎΩ bt[ǎΦ ¢ƘŜ ŎǊŜŀǘƛƻƴ ƻŦ ǘƘƛǎ ǳƴƛǘ ǿŀǎ ƴŜŎŜǎǎŀǊȅ ǘƻ ŘŜŀƭ ǿƛǘƘ ǘƘŜ ƛƳǇŀƛǊŜŘ ŀǎǎŜǘǎ ƻŦ 

banks that were transferred from government-owned banks to asset Management Company. Most 

of the NPAs were transferred to the Non-Performing Assets Recovery Trust (NPART) in 1991. Balance 

sheet restructuring was necessary because the banks were insolvent and the magnitude of their NP 

As was too large for them to be able to restore adequate levels of capitalization from future profits 

(Woldie et al, 2008). Most of the NPAs were transferred to the Non-Performing Assets Recovery 

Trust (NPART) in 1991. The NPAs included non-performing loans, letters of credit and equity 

investments which yielded no income. Non-performing loans amounted to C32 billion, representing 

41% of all outstanding loans to the non-government sector (Kapur et al, 1991). Of the C50.4billion of 

NPAs which was eventually transferred to NPART in 1991, GCB, BHC and SSB accounted for 28%, 

25% and 25% respectively (Sowa, 2003). 
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Around 47% of the NPAs transferred to NPART had been extended to SOEs, many of which were not 

economically viable. The government had provided guarantees for some of the loans extended to 

SOEs but these had not been honoured. The other 53% of NPAs transferred to NPART were 

accounted for by private sector creditors or joint ventures between the private sector (including 

foreign companies), traditional councils and the banks. These were mainly medium and small scale 

companies in import substituting industries. Many of these projects were not properly appraised by 

the banks providing the finance, some were clearly only marginally viable, if viable at all, and the 

collateral provided had little resale value. Loan documentation was inadequate; as was loan 

monitoring and little effort was made to recover many of the bad debts. 

Table 4-1 below shows the distribution of NPAs in the banking sector prior to the financial 

restructuring. Table shows also that, all banks in operation before 1990, undergone some level of 

corporate debt restructuring. However, the foreign banks constitute a paltry 2 percent of such 

losses, and that was the only restructuring measures implemented by them.  

Table 4-1    Non-Performing Assets transferred to NPART by Banks (Cedis Millions) 

Bank 
Amount of NPAs transferred to 

NPART(Cedi Million) 

% of total NPAs transferred to 

NPART 

GCB 14,321 28.4 

NIB 6,623 13.1 

ADB 1,293 2.6 

SG-SSB 12,585 25.0 

BBG 689 1.4 

SCB 462 0.9 

Others (2) 14,459 28.6 

TOTAL 50,433 100 

      Source: Brownbrigde and Gockel (1996) 

The NPAs included non-performing loans, letters of credit and equity investments which yielded no 

income. Nonperforming loans amounted to C32billion, representing 41 % of all outstanding loans to 

the non-government sector (Kapur et aI., 1991). Of the C50.4 billion of NPAs which were eventually 
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transferred to NPART in 1991, GCB, BHC(liquidated) and SG-SSB (fully privatised) accounted for 28%, 

25% and 25% respectively (Table  4-3). Loan losses would probably have been much greater had not 

lending been curtailed by the high liquid reserve requirements and credit ceilings imposed in the 

1970s and 1980s (Brownbridge and Gockel, 1996). 

The development finance institutions (DFls) including NIB and ADB also incurred heavy losses from 

foreign exchange exposures: they had converted foreign currency liabilities into domestic currency 

assets without providing for the risk involved (Table 4-1). Unlike the state owned banks, foreign 

banks had only about 2.0 percent of the banking sector bad debt transferred to NPART. This signified 

a possible good corporate governance practices in foreign banks. The other two state owned banks 

(Cooperative Bank and Bank for Housing and Construction) did not survive the restructuring and 

were liquidated in January 2000. 

4.4.5 Board, Management and Branch Restructuring 

In addition to recapitalization it was necessary to reform the management and operating procedures 

of the banks to prevent bad debts from recurring, and to reduce operating costs. New boards of 

directors and executives were appointed to five surveyed banks, and turnaround plans formulated 

for each of the banks. Technical assistance was provided through Training arrangements with foreign 

banks such as the State Bank of India. The management restructuring involved also the overhaul of 

credit policies and strengthening of credit appraisal, loan monitoring and loan recovery systems, 

areas which had been particularly weak prior to the reform. Internal controls, inspection and audit 

were improved and budgetary and performance appraisal systems were introduced. Staff training 

programmes were enhanced. To cut costs, staffing levels were reduced by 38% between 1989 and 

1992, and some bank branches were closed (Brownbridge and Harvey, 1998).  

Firstly, state-owned banks have passed through phases of restructuring and downsizing. Funded by a 

$300 million loan from the World Bank, state-owned banks were subjected to restructuring and 

downsizing in 1997, apparently to cut financial intermediation cost and to enhance rate of return on 

deposits. Under this initiative five all banks operating at the time, launched their respective 

employee separation schemes and eventually 21,996 bank employees (or about 22% of their 

employees in 1996), were released under voluntary golden shake-hand schemes from these banks 

between July 1997 and December 1999. To further rationalize the cost structure about 26% of total 

branches in 1996 of these state-owned banks were closed down; some 814 loss making branches 

were closed down between 1997 and 2000 while 1,122 branches were closed down between 2001 

and 2003 (Brownbridge and Gockels, 1996). 
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4.4.6 Institutional Restructuring and new Entrants 

There was also institutional restructuring of the financial system involving the establishment of new 

institutions, mergers and liquidation of banks and divestiture of public sector shareholding in some 

of the banks (Sowa, 2003). Under the FINSAP, five new banks and twenty non-bank institutions were 

established. This was to encourage competition in the financial sector. In 1995, the Social Security 

Bank merged with the National Savings and Credit Bank. Under the institutional restructuring, the 

money market was formalized in the creation in 1991 of a second discount house, the Security 

Discount Company (SDC) to compete with the Consolidated Discount House (CDH), which was 

created in 1987.  

There have been several new entrants into banking markets since the reforms began. Two merchant 

banks - Continental Acceptances (CAL) and Ecobank - began operations in 1990: both are joint 

ventures involving local public sector shareholders and foreign shareholders. A foreign commercial 

bank - Meridien Bank BIAO - was set up in 1992 with a minority local shareholding by the Social 

Security and National Insurance Trust (SSNIT). Two more merchant banks commenced operations in 

1995: First Atlantic and Metropolitan and Allied (Zorklui, 2001). 

Although licensing policy appears to be cautious, with applicants required to fulfil a number of 

conditions such as the submission of a feasibility study with five year financial projections, and to 

provide particulars of the promoters and prospective managers, the number of applicants for bank 

licenses since the reforms began, and the number of rejections, has not been large (Zorklui, 2001). 

This may be attributable to the weakness of the local business class and its lack of close links to the 

government: local investors may have been wary of entering a high profile sector such as banking 

ǿƛǘƘƻǳǘ ǘƘŜ ǇǊƻǘŜŎǘƛƻƴ ƻŦ ǇƻƭƛǘƛŎŀƭ ŎƻƴƴŜŎǘƛƻƴǎΦ Lǘ ƛǎ ŀƭǎƻ ǇƻǎǎƛōƭŜ ǘƘŀǘ ƭƻŎŀƭ ƛƴǾŜǎǘƻǊǎΩ ƛƴǘŜǊŜǎǘŜŘ ƛƴ 

financial markets have instead opted for less ambitious ventures, such as foreign exchange bureaux 

and NBFIs, in which the capital investment required is much lower than that needed to set up a 

bank. 

In addition to the new entry into banking markets around 20 NBFIs, including leasing companies, 

finance houses, building societies and savings and loan companies, have been established during the 

1990s. Many of these NBFIs accept deposits and extend credit, and therefore provide some 

competition for the services offered by the banks (Antwi-Asare and Addison, 2000). 

Although the first rural bank in Ghana was established in 1976, the period of the financial sector 

reform saw a lot more of them coming up. This was to make up for the inability of the commercial 

banks to reach the rural areas and also to support agriculture. The rural banks were established as 
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small unit-banking operations, which are owned and managed by the rural communities. The central 

bank also owns shares in the rural banks and also acts as their supervisor. The prime aim was to 

mobilize savings from the rural folk and also to help cottage industries (Sowah, 2003).  

4.4.7 The Capital Market 

¦ƴŘŜǊ ǘƘŜ CLb{!tΣ DƘŀƴŀΨǎ ŎŀǇƛǘŀƭ ƳŀǊƪŜǘ ǿŀǎ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ мфуфΦ ¢ƘŜ DƘŀƴŀ {ǘƻŎƪ 9ȄŎƘŀƴƎŜ όD{9ύ 

began full operations in November 1990 with 12 listed companies and one Government bond. 

Market capitalization within the first two years of operation increased from 30 billion cedis in 1991 

to 43 billion cedis in 1992 while the listed companies to increase to 15. In 1993, the total market 

capitalization went up by about 120 percent to 95 billion cedis(Sowa, 2002). Thus, the GSE 

established itself as a profitable investment venture for the Ghanaian economy with total capital 

gains amounting to 123 percent at the end of 1993. There is no doubt that the Ghana Stock 

Exchange has the potential to attract long-term financing of investment in Ghana. During the seven 

years of its existence, the market has raised about 140 billion cedis and US$ 4.8 million through 

equities and bonds and the number of listed companies has risen to 21.  

The companies listed on the Ghana Stock Exchange are governed by the Ghana Stock Exchange Act 

of 1990 and the GSE listing rules (2002). As at 2000, the GSE had a total of 23 companies listed on 

the exchange from different economic sectors. The listing requirements provide an extra layer of 

oversight with strict disclosure requirements for listed companies. The listing Rules also compels 

companies to include a statement in their annual reports indicating the extent to which they comply 

with the rules to enable shareholders and potential investors to evaluate how the principles have 

been applied.  

4.4.8 Privatisation of the state owned Banks 

Before the financial crisis, there were restrictions on foreign holdings of stocks of domestic 

companies. In accordance with the Banking law in 1989 Act, however, the Ghanaian government 

took major steps to reduce entry barriers to the financial sector. It lifted the limit on equity holding 

by an individual foreign investor in a domestic financial institution. This applies to foreigners 

engaging in any industry in the financial sector such as banking. This expansion was mainly due to 

the need to facilitate the financial sector restructuring undertaken in the wake of the crisis by the 

sale of a number of not-immediately-viable domestic banks to domestic and foreign bidders 

(Worldbank, 1996).  
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.ŜŦƻǊŜ мффмΣ ǘƘŜ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ƻŦ DƘŀƴŀ Ƴŀƛƴƭȅ ǎŜǊǾŜŘ ŀǎ ŀ ǘƻƻƭ ǘƻ ƛƳǇƭŜƳŜƴǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ 

development strategy. To this end, all domestic commercial banks were nationalized in 1972, and 

five state-owned commercial banks were set up after merger of these nationalized banks. These 

banks were used by the government to direct bank credit to some preferred sectors of the economy. 

Foreign banks were allowed to operate in this period, but they could not grow and extend 

operations due to regulatory restrictions on the number of bank branches. This resulted in five state-

owned banks dominating the scene holding more than 90% share in banking assets in 1990; the rest 

of the share was held by 16 foreign banks. While the system of nationalized banks first proved 

effective at fostering more equal use of bank credit across the priority sectors, it later became clear 

that the banking system under state control creates economic inefficiencies.  

Although the first rural bank in Ghana was established in 1976, the period of the financial sector 

reform saw a lot more established. This was to make up for the inability of the commercial banks to 

reach the rural areas and also to support agriculture. The rural banks were established as small unit-

banking operations, which are owned and managed by the rural communities. The consequence of 

this reform is obvious. Today there are twenty-one private (14 foreign-owned and 7 private 

indigenous) banks in the country while there were just about three foreign and no private 

indigenous banks prior to the reform. 

Privatisation of banks initiated through Divestiture Implementation Committee (DIC) alongside the 

removal of barriers to private bank formation. The policy has been aimed at creating efficiency 

through competition in the banking sector and the gradual privatisation of the remaining five state-

owned banks (Zorklui, 2001).  Under the banking law (based on the repealed 1989 law), a person is 

allowed to hold any amount of shares in a commercial bank. The DIC was established to conduct exit 

strategy for the government to divest its ownership in all the banks. Until 1994, government had 

total control of all the banks, except SCB and BBG, in which it holds 40% percent each. The lowering 

of entry led into the granting of licenses to the private sector participants to register financial 

institutions. Generally speaking, the number of banks rose from 14 in 1989 to 26 in 2010. The 

increase in foreign participation in the financial sector through acquisition and foreign direct 

investments (FDIs) has led to a high degree of foreign ownership with the increasing stakes and 

foreign management control of domestic banks (Antwi-Asare and Addison, 2000). 

4.5 Post-FINSAP banking law and prudential supervision (2004) 

Basically, bank regulation can be classified as economic and prudential. The former comprises 

restriction on interest rates, credit allocation and on financial market entry similar to the pre-FINSAP 



100 
 

era. These are also largely the subjects of financial liberalization (Jalilian et al., 2007). Prudential 

regulation and supervision on the other hand, aims at ensuring the safety and soundness of financial 

institutions and hence at preventing financial crisis (in particular among commercial banks), by 

examining capital adequacy, asset quality, management, internal controls and audit, earnings and 

liquidity (Cook and Kirpatrick, 1997). For example, the Banking Act 693(2004) was enacted provided 

the legal framework for prudential supervision of the banking sector. Apart from the legal and 

regulatory issues, the 2004 law dealt with all the internal mechanism of the bank (appendix IV). 

4.5.1 Internal Mechanism 

The banking law re-enforced the company code, 1963 (Act 179) in its preamble and where there is a 

conflict between the two laws, the banking law prevails (s.1 Act 673).71 Based on the Bank of Ghana 

report (guidelines), the fit and proper test has been applied to bank owners, directors and top 

managers.  In addition to this test, Bank of Ghana has formed a coordination network with the 

offices of the Attorney General and the National Security to prevent any form of banking crimes. The 

provision also specifies the regulations governing duty of care, the violation of which may lead to 

cǊƛƳƛƴŀƭ ƭƛŀōƛƭƛǘƛŜǎ ŀƴŘ ŎŀǎŜǎ ƻŦ ŘƛǊŜŎǘƻǊǎΩ ƭƛŀōƛƭƛǘƛŜǎΦ   

4.5.2 Owners and Controllers of the Bank 

Fiduciary requirements were tightened under the banking Act 673 as amended Banking Act 738. 

Bank ownership is regulated and shareholders in addition to the above requirements are to satisfy 

the bank industry entry requirements as outlined in the s.3-s.22 of the banking Act 673 and 

amended banking Act 738. In accordance to general corporate law perspective, shareholders of 

banks have the same rights and obligations with those of other forms of corporations. However, 

ǎƻƳŜ ǎǇŜŎƛŦƛŎ /ƻƴǘǊƻƭƭŜǊǎΩ όƳŀƴŀƎŜǊǎύ ǊŜǉǳƛǊŜƳŜƴǘǎ Ƴǳǎǘ ōŜ ŦǳƭŦƛƭƭŜŘ ōȅ ǘƘŜ ǎƘŀǊŜƘƻƭŘŜǊǎ ƻŦ ōŀƴƪǎΦ 

For example, controlling shareholders have to pass the fit and proper test conducted Bank of Ghana 

and meets the minimum capital requirements; otherwise they must give their approval for being 

merged with other banks (sections 34 - 40).72 

 

Unfit people are barred by the law from holding positions in banks. For example top executives of 

banks cannot be those who have been dismissed from public offices due to fraud of have been 

                                                           
71
¦ƴŘŜǊ ǘƘƛǎ ƭŀǿΣ ŎƻƳǇŀƴȅΩǎ ǎŜǇŀǊŀǘŜ ƭŜƎŀƭ Ŝƴǘƛǘȅ ŀƴŘ ǘƘŜ ǊƻƭŜ ƻŦ ōƻŀǊŘ ƻŦ ŘƛǊŜŎǘƻǊǎ Ƙŀǎ ōŜŜƴ ŀŦŦƛǊƳŜŘ ōȅ ǘƘŜ ŀǊǘƛŎƭŜ ƻƴŜ ƻŦ 

the banking law (Act 673).  
72

 See Appendix IV. 
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through bankruptcy.73 Although the law allowed appointment of the members of the BOD to be 

made by a general meeting of shareholders, the candidates must pass the fit and proper test and be 

approved by the BoG. The Board of Directors should comprise at least one non-executive or an 

independent member. The Board of Directors nominates executive and non-executive members, 

while independent, non-executive directors are dictated by the General Meeting. However, the law 

is silent on the specific number of non-executive directors and also offers no definition of the term 

'non-executive, independent directors'. The BoG issued guidelines (best practice) from time-to-time 

not only in filling in the gaps but also supplementing the provisions in the law. For example, banks 

were urged to have at least more non-executive directors than executives on their boards.  

4.5.3 Management Issues 

The sector laws (Banking and security) defined the functions and responsibilities of boards of 

directors quite clearly before the financial sector reform in the Company code (Act 179). These 

functions and responsibilities generally included reviewing and making final decisions on 

appointments of senior management, compensation for senior management, budgets, financial 

statements, corporate strategies, major transactions, disposal of key assets, changes to capital 

structures, disclosure processes, risk management policy, and related-party transactions (s.196 ς 209 

of Act 179).  

4.5.4 Audit and Information disclosure 

To improve the effectiveness of internal audit and control procedures, the BoG announced 

guidelines that specify the responsibilities of internal auditors, the scope of auditing, and BoG 

reporting requirements. The provision for internal audit and control cover issues including the 

procedures for receiving, paying and lending, creating contingent liability, investing in securities, and 

selling assets (s. 70 ς 81 of Acts 673). 

 

The banking law has a provision on information disclosed to the regulatory agencies and the 

stakeholders of the Ghanaian banks. Prior to the reforms, the accounting practice was done in line 

with those of advanced countries. Significant changes had developed during the reform era. These 

are disclosure of consolidated accounts and off-balance sheet materials. The regulator (BoG) 

provided the banks with guidance for reporting, manual of accounting. Compliance to content, 

                                                           
73

 Potential managers are subjected to fit and proper test. This involves the investigation and due diligence conducted by 
the National Security and Bank of Ghana. In addition, top executives must have a good ethical business background with a 
commendable work record and no record of imprisonment (s.88-89 of Act 673). 
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accuracy and time is enforced as part of the reform measures and accordingly enshrined in law 

(Appendix VII).  

 

The law directed inter alia to secure that: all open positions stemming from transactions involving 

market risk are reconciled at least once every calendar month; all transactions are properly recorded 

and filed so that ex post inspection is facilitated and reproduction of all transactions in chronological 

order is made possible. All financial statements of banks must be certified by a BoG approved 

external auditor who is a member of the Ghanaian Accounting Association. External auditors are 

ǊŜǉǳƛǊŜŘ ǘƻ ǇǊƻǾƛŘŜ ŀƴ ŀƴƴǳŀƭ ŀǳŘƛǘƻǊǎΩ ŎƻƳǇŜǘŜƴŎȅΣ ŀƴŘ ǳƴǳǎǳŀƭ ƭŜƴŘƛƴƎ ǇǊŀŎǘƛŎŜǎΦ ¢ƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ 

of manual of accounting for external auditors; guide for reporting Institutions and IFRS have 

improved the transparency and reporting quality of banks (s. 81 of Acts 673).  

Another area in which significant improvements have been made in relation to information 

disclosure is the provision of information about directors. Shareholders need to have accurate 

information on directors and how they perform as directors. The items for which information must 

be disclosed have also been expanded significantly. In addition to the usual items such as financial 

information, information on such items as corporate governance structure and practices, education 

and professional experience of directors and key executives, remuneration of directors and key 

executives, any deviation from corporate governance codes, and forward-looking statements of the 

company are required.  

4.5.5 Lending to or investing in related parties 

Special attention is granted to the conduct of transactions with persons maintaining a 'special 

relationship' with the bank. BoG has also enhanced regulations governing related-party transactions 

and now requires management to fully inform shareholders about all related-party transactions 

involving money or assets that exceed a certain level. Thus, Related-party transactions are required 

by law to be disclosed to BoG. Individual who are the executives or major shareholders and their 

close family members are barred, unless approved by the Bank of Ghana. Under the regulation, 

banks are prohibited to lend to insiders who are the executives (directors and managers) and major 

ǎƘŀǊŜƘƻƭŘŜǊǎ ǿƛǘƘƻǳǘ ǘƘŜ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ .ƻDΦ LƴǎƛŘŜǊǎ ŀƭǎƻ ƛƴŎƭǳŘŜ ŜȄŜŎǳǘƛǾŜǎΩ ƛƳƳŜŘƛŀte family 

and affiliated companies in which they own more than 30% of the shares. A bank is allowed to lend 

to or invest in companies in which the insider holds less than 30% of the shares. However, such 
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transaction must not exceed the limits of 5% of the ōŀƴƪŜǊΩǎ ŎŀǇƛǘŀƭΣ нр҈ ƻŦ ǘƘŜ ǘƻǘŀƭ ƭƛŀōƛƭƛǘȅ ƻŦ ǎǳŎƘ 

ŎƻƳǇŀƴƛŜǎΣ ƻǊ рл҈ ƻŦ ǎǳŎƘ ŎƻƳǇŀƴƛŜǎΩ ŜǉǳƛǘȅΣ ǿƘƛŎƘŜǾŜǊ ƛǎ ǘƘŜ ƭƻǿŜǎǘ όǎΦ пм ς 50 of Acts 673). 

4.5.6 Bank Supervision 

¢ƘŜ .ƻDΩǎ ŘŜǎƛǊŜ ǘƻ Ƴŀƛƴǘŀƛƴ ǎǘǊƻƴƎ ōŀƴƪƛƴƎ ǊŜƎǳƭŀǘƻǊȅ ǎȅǎǘŜƳ ƛǎ ōŀǎŜŘ ƻƴ ƳŀƛƴǘŀƛƴƛƴƎ  further 

enhance by s.51 ς 69 of Act 673 under powers of supervision and control. The present day on-site or 

off-site supervisory guidelines are implemented to judge and evaluate the functions of banking 

organisations in Ghana. This systematic rating framework for banks   helps the central banks to take 

follow-up measures to ensure compatibility and also to ensure public confidence towards the 

banking system. 

hŦŦǎƛǘŜ ƳƻƴƛǘƻǊƛƴƎ ǎȅǎǘŜƳǎ ŎƻƳǇƭŜƳŜƴǘ ŜȄŀƳƛƴŀǘƛƻƴǎΩ ŦƻŎǳǎ ƻƴ ǘƘŜ ōŀƴƪΩǎ ŎǳǊǊŜƴǘ ŎƻƴŘƛǘƛƻƴΣ ŜΦƎΦΣ 

reform implementation status, deposit, credit, income, and capital, and are designed to accomplish 

ŀ ƴǳƳōŜǊ ƻŦ ƻōƧŜŎǘƛǾŜǎΦ CƻǊŜƳƻǎǘΣ ǘƘŜȅ ǎŜǊǾŜ ŀǎ ŀƴ άŜŀǊƭȅ ǿŀǊƴƛƴƎ ŘŜǾƛŎŜέ ǘƻ ŘŜǘŜŎǘ ŜƳŜǊƎƛƴƎ ōŀƴƪ 

financial problems. The success of an offsite supervision system hinges on several elements. First, 

the type and time of the data required by BOG is displayed in appendix VII. Second, the technology 

used to capture the data and compile the comparative ratios, trend analyses and percentile ranks 

relative to peers.  Ψhƴ-ǎƛǘŜ 9ȄŀƳƛƴŀǘƛƻƴΩ ǇǊƻŎŜŜŘǎ ōȅ ΨǇǊŜ-on-ǎƛǘŜ ŜȄŀƳƛƴŀǘƛƻƴ ǇƭŀƴΩ ǘƘŀǘ ŎƻƳǇǊƛǎŜǎ 

όƛύ ƻǾŜǊŀƭƭ ǇƭŀƴƴƛƴƎΣ ŀƴŘ όƛƛύ ǎǇŜŎƛŦƛŎ ǇƭŀƴƴƛƴƎΦ !ǘ ǘƘŜ ΨƻǾŜǊŀƭƭ ǇƭŀƴƴƛƴƎΩ ƭŜǾŜƭΣ ǘƘŜ .{5 ŘǊŀǿǎ ŀ ōǊƻŀŘ 

schedule of exams to be conducted in 12 months period. Whatever the condition of banks, banks are 

examined at least once in a year based on intelligent report. Pending on the decision of the BSD, the 

on-site examination could be either; (a) full scale, where all main risks and operations of a bank are 

examined, or (b) limited scope and specialized examination that covers only certain areas of risk (e.g. 

asset quality) and specific area of bank operation (e.g. management information system). The 

examination could be an announced or a surprise one. 

4.5.7 Regulatory Enforcement 

FINSAP regulatory enforcement suffered from two different fronts. First, penalties for violations that 

had been prescribed by law in 1989 were in many cases, insufficient to deter serious violations. Such 

penalties were clearly insufficient to deter criminal activities by managers and dominant 

shareholders that could give them illegal profits worth several hundred times the amount of the 

maximum fine. Second, the penalties prescribed by laws were rarely enforced (Appendix VI). 
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Penalties for various other criminal offenses committed by directors and managers have also been 

substantially increased. Corporate directors who fail to carry out their fiduciary duties properly may 

also be subject to other forms of penalties in addition to criminal penalties and civil liabilities. Class 

action suits can be a more effective deterrent to violations, as they give a strong pecuniary incentive 

to law firms, which can earn substantial amounts of money by representing minority shareholders in 

suits against directors, but class action suits are not currently available in Ghana. Ghana therefore 

has no specific provisions for class actions suits related to securities; but only for large firms and for 

a limited class of cases involving securities fraud, such as stock price manipulation, accounting fraud, 

and provision of false information (and audit-related violations are scheduled to be subject to class 

action suits . 

Last part of the banking law (2004) provides that, directors are liable for their actions individually as 

directors and collectively as a board (Appendix VI). Penalties for insider trading and violation of laws 

pertaining to disclosure have already been explained. Note, however, that uncertainty about the 

interpretation and implementation of laws regarding the liability of directors appears to be 

significant in most of the countries under review. Few actual cases have occurred in which directors 

were found to have breached their duties and were forced to pay penalties. The permanent 

attachment of examiners to each bank discussed above made enforcement much easier. The 

operation of the bank of Ghana is partly financed by fees and fines, hence much more likely 

motivated to enforce the rules. 

4.6 The Post Reform Performance trends in the banking sector of Ghana. 

This section gives an overview of the banking sector performance data before and after the financial 

sector reform (FINSAP). The results provide evidence on the performance across banks in operation 

before and after FINSAP.74 /!a9[{Ω ŦǊŀƳŜǿƻǊƪ ƻŦ ŦƛƴŀƴŎƛŀƭ ƛƴŘƛŎŀǘƻǊǎ was used to compare the data 

before and after FINSAP was implemented, using bank level data from 1989 to 2008. Depending on 

data availability, this period is further broken up into two equal sub-periods, to correspond to the 

pre-financial sector reform period 1989-86, and the period from 1990 to 96 during which the 

Banking Law (1989) was in force. Most banks have used the new accounting system since 1989. This 

has standardized entries and allows greater comparative analysis.  

Due to the data reliability issues, the study used 1989 to 2008 broadly to examine the trend in 

impact of the privatization measures in the key financial ratios. The detailed analysis based on each 

                                                           
74

 Otchere (2003) also analysed the pre and post privatization performance of privatized banks in low and middle-income 
countries.  
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of the six groups of CAMELS indicators is presented in this section. The CAMELS ratios are discussed 

separately for the banks in operation before and after the FINSAP III, where the sector experienced 

private sector involvement in banking business. 

4.6.1 Capital Adequacy (CAR) 

CAR shows the extent to which the capital and reserves of a bank provide coverage to its liabilities 

(mainly to its depositors). Prior to 1991, it was mandatory under the central bank directives to 

provide six percent of total demand and time liabilities as capital as capital but very few banks (two 

foreign banks) in Ghana did fulfil this condition. Almost all banks were undercapitalised and because 

of provision shortfall and deteriorating condition of assets quality, further erosion of capital engulfs 

the banking sector (Zorklui, 20001). Hence, risk-weighted capital adequacy requirements were 

introduced by the 1989 banking law reform and it is was mandatory for the banks to maintain ten 

percent of assets in the risk-weighted manner.  

In 1989, this ratio was negative as all the state banks in this sector made huge losses. The 

subsequent recovery in this ratio can be explained by capital injection and improved regulatory and 

supervisory reforms. It is only after 1990 that improvement in the CAR ratio relative to the pre-

privatization level can be seen for the public sector banks. However, the central bank had to provide 

capital support to the public banks in during the financial restructuring state to prevent further 

erosion of its capital base (see 4.5 above). 

Table 4-2 summarised the banking level data on CAR over the period. Prior to the FINSAP II, the 

industry average was at negative 4.6 (Table 4.1). Industry CAR has risen significantly from negative 

4.6% in 1989 to 10.9% at the end of 2008. It averaged 12.3% and 12.7% between 1990-1995 and 

1996-1999 respectively and as at end-December 2005 it stood at 12.5%. The capital adequacy of the 

entire banking system is seen to have improved marginally as a result of the reform process since 

1990.  

Table 4-2: Trend Analysis of CAR (%) 

 Ψуф Ψфл Ωфм-95 Ωфс-Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

CAR (4.6) 10.9 12.3 12.7 12.0 11.4 11.3 11.8 12.2 11.4 10.5 10.3 

Sources: Calculated from Antwi-Asare and Addison, 2000; Annual reports from banks 
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The increase in CAR in 2008 may partly be due to the revised mode of calculation of the capital 

adequacy ratio stipulated in the Banking laws (both 1989 and 2004 provisions), which frees more 

capital for banks in risk assumption. Besides, the new entrants have increased their stated capital 

above the required minimum between 1995 and 2000, when most private sector banks were 

established.  

When the ownership forms were compared, SOBs has been comparatively higher averages than the 

industry level (banking system) since 1997, indicating robust capital base of SOBs. The CAR ratio of 

state banks is well above the level of the FOBs and PIBs during the period under examination. At its 

minimum of 11.3 percent in 2001 (Table 4-3), the ratio was still considerably higher than the 

maximum levels attained by the private sector banks between 1997 and 2008.  

Table 4-о /ŀǇƛǘŀƭ !ŘŜǉǳŀŎȅ ŀŎǊƻǎǎ ōŀƴƪǎ ό{ƘŀǊŜƘƻƭŘŜǊǎΩ ŦǳƴŘǎ κǘƻǘŀƭ ŀǎǎŜǘǎύ 

Banks Ψфт Ψфу Ψфф Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

SOBs 16.8 11.4 14.2 14.1 13.5 13.7 11.3 12.4 13.4 12.7 13.7 13.4 

FOBs 11.2 11.3 9.9 8.5 10.8 10.9 11.6 10.0 11.7 10.8 9.0 9.7 

PIBs 14.3 14.1 11.3 10.0 13.1 7.2 10.2 12.0 11.8 10.2 8.1 7.2 

Source: Calculated annual reports of banks 

The capital adequacy of the newly established PIBs was substantially higher than that of FOBs. For 

example, in the early years of the operations of these banks, their level of capital adequacy was even 

better than that of the FOBs. As the deposit base of these banks widened in subsequent years, their 

capital to liability ratio started declining from 13.1 percent in 2001 to less than half of that by 2002 

at 7.2 percent. However, after 2003 this ratio began rising again reaching nearly 10.5 percent, but 

slump back in 2007 and 2008 at 8.1 and 7.2 respectively. 

The low figure in 2001 was partly due the losses incurred by the metropolitan and Allied Bank (-

12.56%) and prudential bank (5.2%) in that year (Sowa, 2003). The capital adequacy of these banks 

improved considerably in 2003 when the well capitalized UniBank joined the ranks of the privatized 

banks, but the ratio still remained below the average for the entire banking system. The reduced 

figures in 2007 and 2008 could also be due to the increased competition that prevents the small 

private banks from making the enough profit to cater for the losses. 
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The foreign banks have had a fairly good CAR values and on few occasions perform at a marginal 

level or thin line. As the figures indicate, the CAR ratio for FOBs was the lowest of all the four groups 

of banks analysed here, reflecting the poor capitalization of some of these institutions (Table 4-3). 

The gains between 1997 and 2001 took a dip slightly below the required 10 percent in 2007 and 

2008. The comparatively poor CAR was mostly due the losses incurred by the second largest bank 

(Barclays) and weak results posted by the other large banks (Standard chartered and Ecobank) in the 

years concerned.  

¢ƘŜ /!w ŦƻǊ ōŀƴƪǎ ƛƴ ǘƘŜ άǎǘŀǘŜ ŎƻƴǘǊƻƭƭŜŘ όǇŀǊǘƛŀƭƭȅ ǇǊƛǾŀǘƛǎŜŘ ƻǊ ƴƻǘ ǇǊƛǾŀǘƛǎŜŘύέ ƎǊƻǳǇ ŀǇǇŜŀǊ ǘƻ ōŜ 

very high possibly due to the fact that most of these banks particularly, were capitalised before 

divestiture. For example, unlike, in SCB and BBG where there was simply divestment (or 

denationalisation) of government shares, all the former state banks (including SG-SSB) were 

capitalised under FINSAP II. SG-SSB also benefitted from the new capital injection by the new 

controlling shareholder (Societe General). 

4.6.2 Asset Quality 

The asset quality of any financial institutions is an important determinant of its financial health 

ƴŀƳŜƭȅ ƛǘΩǎ ŜŀǊƴƛƴƎ ŀōƛƭƛǘȅΦ ¢ƘŜ ŀǎǎŜǘ ǉǳŀƭƛǘȅ Ŏŀƴ ōŜ ƳŜŀǎǳǊŜŘ ǳǎƛƴƎ ƛƴŘƛŎŀǘƻǊǎ ƭƛƪŜ ŜŀǊƴƛƴƎ ŀǎǎŜǘǎ ǘƻ 

total assets and Non-performing loans to total advances (gross). A low bad debt to gross loans ratio 

is an indication of good asset quality, which is a mark of efficient banking. It was discussed in chapter 

two that, before the FINSAP II in 1992, many banks were saddled with huge nonperforming assets. 

The asset quality can be measured using indicators like earning assets to total assets and Non-

performing loans to total advances (gross). 

The result shows asset quality of the entire banking system as gauged by the ratio of earnings assets 

to total assets has seen much improvement as the result of the privatization. In fact, this ratio has 

declined in the latter half of the 2000s maybe due to the deterioration in the asset quality of banks 

(Table 4-пύΦ LǘΩǎ ƻƴƭȅ ŀŦǘŜǊ мффр ǘƘŀǘ ǎƛƎƴƛŦƛŎŀƴǘ ƛƳǇǊƻǾŜƳŜƴǘ ƛƴ ǘƘƛǎ Ǌŀǘƛƻ ǿŀǎ ƻōǎŜǊǾŜŘ ǿƘŜƴ ŜŀǊƴƛƴƎ 

assets reached 2,762 billion cedis nearly 74 percent of total assets.  

Due to data limitations on loan write-offs the computation of the asset quality to provision for loan 

loss as a percentage of advances or loans for 1997 to 2008 was used.  The data show that the 

ōŀƴƪƛƴƎ ƛƴŘǳǎǘǊȅΩǎ ǇǊƻǾƛǎƛƻƴ ŦƻǊ ƭƻŀƴǎ ŀǎ ŀ ǇŜǊŎŜƴǘŀge of total loans declined sharply from 57.32% in 

1989 to 26% in 2008 for the banking sector.  
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Table 4-4: Trend Analysis of Asset Quality (%) 

 Ψуф Ψфл Ωфм-96 Ωфт-Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

E/A - - - 105.1 62.2 62.0 62.9 65.2 70.6 69.8 69.7 80.7 

NPLs/ 

ADs 
57.3 44.2 26.4 8.4 7.2 6.0 4.9 3.8 3.1 1.7 1.5 2.2 

Sources: Calculated from Antwi-Asare and Addison, 2000; Annual reports from banks 

Similarly, the ratio of non-performing loans to total loans increased during the 1990, reaching their 

highest level of 23.2 percent in 1999. It is only after 2000 that an improvement can be observed in 

this ratio. The quality of loans and advances of the banking industry has improved tremendously 

over the years. This was reflected in a decline of the provision ratio (provision for bad and doubtful 

debts to gross loans and advances) from 18.19% at end December 2002 to 15.36% at end December 

2003 and further down to 10.85% by end-December 2005. The non-performing loans ratio 

(calculated as the ratio of non-performing loans to total gross loans and advances) also fell from 

22.73% at end December 2002 to 12.95% by end- December 2008. The level was however marginally 

above the prudentially acceptable limit of 10.00%. The improvement recorded in the quality of the 

loan portfolio was largely explained by the expansion in the credit base of the banking industry and 

to a lesser extent, recoveries.  

In SOBs, deterioration was reportedly observed in the ratio of earning assets to total assets before 

the sector restructuring to over hundred percent. After the first wave of privatization in 1996, when 

private sector was involved in bank ownership, there has been some marginal improvement in asset 

quality, can be seen up to 2001, after which the ratio declines continuously hitting its lowest level in 

2008, when only 82.8 percent of the total assets were earning as compared to 72 percent in 1997 

when the privatization process was implemented in the banks concerned.  
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Table 4-5:  Asset Quality across banks 

Source: Calculated annual reports of banks 

Another indicator of asset quality is ratio of non-performing loans to total loans. SOBs are seen to 

have an increasing trend in the ratio of NPLs to total advances (Table 4-5) between 1998 and 2002, 

indicating a decline in their asset quality. This can be mainly attributed to the decreasing amount of 

loans provided by the public sector banks on political grounds, in the 2000s. However, another 

factor responsible for the increasing quantum of nonperforming loans may be higher disclosure 

requirements prescribed by the central bank in the banking Act 673, which forced banks to reveal 

the true picture of their stuck up loans and investment decisions. 

The ratio of earnings assets to total assets for the FOBs remained stable at around 58.8 percent 

throughout most of the 1990s (Table.4-5). However, a decline can be observed in this ratio towards 

the end of between 1997 and 2002.  There was a slight increased, but stable performance between 

2003 and 2008. Looking at the ratio of non-performing loans to total advances for foreign banks, the 

ratio remained stable at around 1 to 6 percent during most of the period. This ratio is considerably 

lower as compared to the local banks in the other two categories, reflecting the much lower rates of 

default and higher rates of recovery of the foreign banks. 

The ratio of earning assets to total assets show a high level of fluctuation in PIBs during the period 

under study, with a low of 54 percent in 1997 and a high of 84.5 percent in 2008. Looking at the ratio 

of non-performing loans to total advances, again the ratio is considerably lower than that of public 

sector and foreign banks. The ratio shows a stable trend up to 2003 after which it starts rising again. 

Banks Ψфт Ψфу Ψфф Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

SOBs EA/TA 71.9 68.7 71.6 70.1 59.5 66.8 67.3 67.4 70.8 69.4 73.2 82.8 

NPLs/GA 13.7 2.70 4.11 11.29 9.2 12.3 8.0 6.20 4.08 1.93 2.18 1.90 

FOBs EA/TA 77.3 71.6 66.7 68.0 66.2 58.5 66.1 63.0 70.9 70.0 68.7 78.7 

PBD/GA 5.40 1.20 1.49 5.70 5.17 3.35 3.12 1.71 2.09 1.27 1.13 2.05 

PIBs EA/TA 54.3 67.3 57.6 63.2 63.6 55.8 64.0 67.6 71.8 71.0 66.3 84.5 

NPLs/GA 6.30 2.27 1.76 1.27 4.74 8.48 4.10 3.92 3.81 3.78 2.15 0.78 
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This may be due to the fact that the domestic private banks were established only after 1995 and 

therefore, it would take some years to see the effects of their lending policies. 

4.6.3 Management Soundness 

A major objective of the restructuring as part of the privatization drive is to streamline banking 

operations by upgrading staff and hiring new qualified staff. The growth of any financial institution is 

heavily dependent on the soundness of its management. Unlike the other indicators in the CAMELS 

framework, the measurement of management soundness of any financial institution involves a 

higher degree of subjectivity and is therefore not easy to quantify. Nevertheless, the ratio of total 

expenses to total income and earnings per employee are generally employed to determine 

management soundness.  

The ratio of total expenses to total income for public sector banks increased significantly after 2002 

(Table 4-6), showing the growing operating inefficiency in the management of these institutions. In 

1989, before the start of the privatization process in the banking sector, total expenses of the 

industry were 60 percent of their total income, which had grown to well over 63 percent by 1997 

after decline between 1990 and 2001 (Table 6.5). By 2008, a slight improvement in this ratio can be 

discerned. 

Table 4-6: Trends in Management Efficiency (%) 

 Ψуф 1990 Ωфм-95 Ωфс-Ψлл 2001 2002 2003 2004 2005 2006 2007 2008 

TOC/TOI 59.5 43.2 36.7 38.7 38.8 46.2 49.5 50.1 59.1 59.6 62.5 56.9 

Sources: Calculated from Antwi-Asare and Addison, 2000; Annual reports from banks 

The increase in transaction cost ratio in the banking industry since 2001 can be interpreted to mean 

dwindling efficiency in the operation of banks. The ratio has risen from 38.7% in 2000 to 59.1% in 

2005 might be due to rising operating cost of banks particularly technology and staff cost and 

dwindling income due to falling interest rates and competition in the industry.   

The period 2001-2008 witnessed downward trend in profitability as seen in falling-out and ROE in 

the industry. The drop in profitability was partly due to several factors. These includes; High 

operating cost of most banks mostly from infrastructural cost (technology) and staff cost, as 

commercial banks increased working conditions to keep and poached skilled staff in the industry. 

Second, there is falling interest rates in the economy. This equally affected the bank lending rates to 
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fall drastically from 47% in 2000 to 25.02%% in 2008 and reduction in Treasury bill rates (91-day) 

from 42% in 2000 to 14.9% in 2008 (ISSER, 2009). Most importantly, the drastic increase in number 

of commercial banks has contributed to the fall in profit margins, as competition as a result drive 

margins down. Finally, consistent with the increased competition, non-performing assets were also 

high due general macroeconomic instability particularly high interest rates and depreciation of the 

cedi leading to high loan default.  

The below analysis was conducted from 1997 ς 2008. At the firm level, the degree of efficiency gains 

varies from ownership form to form.  For example, the newer banks display greater efficiency gains 

in terms of a reduction in transaction costs than do the other types of banks. The second indicator of 

transaction costs corroborates the findings above.  The study shows that staff costs as a percentage 

of revenue, compares favourably with the above measures of operating costs. 

Table 4-7:  Management Efficiency across banks 

Banks Ψфт Ψфу Ψфф Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

SOBs 

 

TOC /  TOI 50.5 52.8 41.6 31.8 35.8 45.1 52.1 54.2 68.6 55.7 70.3 61.8 

E/Emp 0.049 0.052 0.088 0.22 0.28 
0.40

2 

0.37

5 

0.46

7 

0.51

7 

0.66

9 
0.067 0.096 

FOBs 

 

TOC /  TOI 42.5 41.9 44.1 37.1 38.6 43 45.8 47.3 49.8 54.5 58.1 63.8 

E/Emp 0.086 0.11 0.21 0.39 0.051 
0.55

0 

0.80

7 

0.82

5 

0.92

9 

1.03

1 
0.102 0.155 

PIBs 

TOC /  TOI 68.7 58.9 62.9 55.0 71.2 53.5 56.2 59.6 50.3 64.8 65.8 71.1 

E/Emp 0.052 0.077 0.084 0.158 0.176 
0.24

2 

0.28

7 

0.38

4 

0.54

0 

0.69

9 
0.062 0.089 

Source: Calculated annual reports of banks 

Consistent with the banking industry, the SOBs had seen some improvement in the indicators of 

management soundness in the early part of the nineties as the expenses to income ratio declined 

(Table 4-8). However, after 2007 a sharp increase in this ratio can be observed due primarily to the 

mounting expenses of some loss making SOBs. 
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This can be mainly attributed to an increase of 59,909cedis billion in provisioning expenses against 

NPLs due to the enforcement of more stringent standards of classifying bad loans by the central 

bank, Bank of Ghana( See section 4.3 above). Though the total expenses had declined to around 32 

percent of total income in 2000, this could not be sustained due may be to the competition from 

new banking and non-banking. On the other hand, earnings per employee ς another measure of 

management soundness shows a steadily rising trend during the period under review. From GHC 

0.49 billion in 1997, they grew by nearly 14 times to GHC 0.70 billion by 2002. One possible 

explanation for this can be the substantial reduction in the workforce as a result of staff 

restructuring exercise in all state owned banks where voluntary separation scheme were offered to 

their employees. Between 1997 and 2006, these banks were able to reduce their workforce from 

5371 to 3681 through branch staff and branch rationalisation. 

The management of FOBs is seen to be sounder than that of the other two groups of banks 

examined, as can be seen by the lower level of expenses to income ratio of these banks (Table 4-7). 

The total expenses as a percentage of total income declined from 42.5 percent in 1997 to 38.6 

percent by 2001 (Table 4-7) after which there was very gradual increase in trend can be observed. 

Total expenses as a proportion of total income reached their highest point in 2008 when they 

represented 63 percent of total income. This can be attributed mainly to the mounting expenses of 

the loss making BBG (-7350 Billion cedis), which is the second largest bank in the industry. The 

earnings per employee of foreign banks were at a much higher level in comparison to the other two 

categories of banks (Table 4-7), reflecting the lean organizational structure adopted by these Bank 

compared to their local counterparts.  

The management soundness of the PIBs as seen by the ratio of total expenses to total income shows 

a mixed trend during the period of study. Starting from just 69 percent in 1997, total expenses 

reached a peak of 71 percent of total income in 2001. On the other hand, the earnings per 

employee, another indicator for measuring the management soundness of any financial institution, 

showed a steady increase during the period under consideration. From just GHC 0.052 billion per 

employee, earnings increased more than thirteen times to GHC 0.699 million per employee by 2006. 

The state banks, Ghana Commercial Bank, National Investment, Agricultural Development Bank and 

Merchant Bank seem to have weak credit culture.  Evidence seems to suggest that foreign owned 

banks have better credit culture than locally owned banks in Ghana. The increase in bad loans of 

most of these banks, were attributed to the prevailing adverse economic conditions (high inflation 

and interest rates) making it difficult for most borrowers to pay back their loans. 
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4.6.4 Earnings and Profitability 

For any financial institution to be viable in the long term, it has to be profitable. Earnings add to the 

capital base while losses result in the erosion of capital base. The most commonly used indicators for 

assessing profitability of a financial institution are the Return on Assets (ROA) and Return on Equity 

(ROE). Profitability may be considered a sign of management efficiency in generating higher returns 

on capital.   

At the industry level, profitability, as measured by the indicators, has increased greatly since the 

financial sector reform. The profitability of the entire banking system recorded improvement since 

1990 (Table 4-8). The industry registered negative ROA and ROE values in the late 1980s a revival in 

the profitability can be seen in between 1990 and 2001, but the values have been declining since 

2002. In 1989, the banking sector recorded a negative profit, as exhibited by all the profit indicators.  

Table 4-8: Trend analysis of Sector profitability (%) 

 Ψуф Ψфл Ωфм-95 Ω96-Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

ROA -3.5 5.5 3.4 5.3 5.3 3.8 3.4 5.7 3.1 2.8 2.4 2.2 

ROE -76.6 50.3 27.5 42.I 44.5 33.3 30.1 31.9 25.7 24.7 22.7 20.9 

Sources: Calculated from Antwi-Asare and Addison, 2000; Annual reports from banks 

In terms of the return on assets gross margin, the industry ratio increased from a negative ratio of -

3.5% in 1989 to 5.5% in 1990. Similarly, the return on equity increased from -77% to 50% in 1990. 

The indicators declined at 5.5% (ROA) and 41.7(ROE) in 2001, and have been falling since to 2.2 % 

(ROA) and 20.9 respectively by 2008.  

Looking at the figures for the SOBs (Table 4-9) we see an increase in ROA in the early part of the late 

nineties after which their profitability deteriorated substantially over the study period. The 

increasing quantum of non-performing loans along with increased provisioning requirements and a 

decline in the proportion of earning assets affected the income generating capability of these banks. 

While on the expenditure side, the rising share of borrowing caused expenses to increase faster than 

income leading to reduced profitability. 

wŜǘǳǊƴ ƻƴ 9ǉǳƛǘȅ ǊŜŦƭŜŎǘƛƴƎ ǘƘŜ ȅƛŜƭŘ ƻƴ ƘƻƭŘƛƴƎ ōŀƴƪΩǎ ŎŀǇƛǘŀƭ ǎƘƻǿŜŘ Ƴƻǎǘƭȅ ŀ ŘŜŎƭƛƴƛƴƎ ǘǊŜƴŘ ŦƻǊ 

the state owned banks. Moreover, this ratio became negative in 1996 improving only after fresh 

capital was injected in two of the loss making nationalized banks. 
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Table 4-9: Earnings and Profitability across banks 

Banks Ψфт Ψфу Ψфф Ψлл Ψлм Ψлн Ψло Ψлп Ψлр Ψлс Ψлт Ψлу 

SOBs ROA 6.1 4.1 4.8 6.6 5.2 4.4 2.3 3.3 2.5 2.9 2.2 2.3 

ROE 36.3 36.4 34.0 46.8 38.3 27.0 19.9 26.9 18.2 22.8 16.2 21.5 

FOBs ROA 5.7 5.8 4.8 5.1 6.0 4.6 4.6 4.4 4.3 3.0 2.5 2.1 

ROE 50.4 50.0 48.4 60.0 54.7 42.0 39.5 39.2 37.6 28.4 27.2 21.5 

PIBs ROA 3.9 3.8 3.0 3.9 2.6 0.6 2.4 1.8 2.7 1.2 1.5 1.2 

ROE 27.0 26.7 26.0 39 25.3 9.6 24.1 15.2 24.4 11.9 18.9 16.8 

 Source: Calculated annual reports of banks 

For the PIBs, the return on assets shows improvement during the first half of the nineties (Table 9). 

Afterwards, the ratio started declining due to a drop in earning assets to total assets. The return on 

assets and return on equity for this group of banks, however, remained above those for the public 

sector banks and the privatized banks during the most of the years between 1990 and 2002. It 

ranges from a low of minus 1.5 percent in 2000 to a high of 0.4 percent in 2002. This can again be 

attributed to the poor performance of the BPI (MAB) and PBL in this area. The profitability of this 

bank started declining after 1997 and became negative in 2001 to 2002 due to the large losses of 

over GHC. 22967 billion made in two years, which offset the profits made by the other banks in the 

group.  

The profitability of foreign banks was much stronger during most of the nineties. However, a sharp 

fall in the profitability can be seen in 2008 when the biggest of the foreign firms made losses, which 

negatively impacted on the group. The period 2001-2008 witnessed downward trend in profitability 

as seen in falling-out and ROE in the industry. The drop in profitability was partly due to several 

factors. These includes; High operating cost of most banks mostly from infrastructural cost 

(technology) and staff cost, as commercial banks increased working conditions to keep and pouch 

skilled staff in the industry. Second, there is falling interest rates in the economy. This equally 

affected the bank lending rates to fall drastically from 47% in 2000 to 25.02%% in 2008and reduction 

in Treasury bill rates (91-day) from 42% in 2000 to 14.9% in 2008 (ISSER, 2009). Most importantly, 

the drastic increase in number of commercial banks might have contributed to the fall in profit 

margins, as competition drives margins down.  
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The restructuring measures (discussed in above), private involvement in the banking sector and 

prudential investment may have partly contributed to the rapid turnaround. However, the increasing 

number of new financial organisations into the industry and consequent competition kept the profit 

margins low. Finally, consistent with the increased competition, non-performing assets were also 

high due general macroeconomic instability particularly high interest rates and depreciation of the 

cedi leading to high loan default.  

4.7 Conclusion 

The institutional settings discussed in this section are important in understanding the formal and 

informal rules, practices and organisational behaviour which could have been important in the 

evolution of ownership patterns and corporate governance mechanisms in the banking sector. This 

is in line with the institutional approach adopted in the previous chapter. In this regard, the 

institutional environment which constitutes formal and informal rules, regulations and enforcement 

mechanisms have the capacity to heavily influence the ownership structure corporate governance 

culture within banks.  

.ŜŦƻǊŜ мфуфΣ ǘƘŜ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ƻŦ DƘŀƴŀ Ƴŀƛƴƭȅ ǎŜǊǾŜŘ ŀǎ ŀ ǘƻƻƭ ǘƻ ƛƳǇƭŜƳŜƴǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ 

development strategy. To this end, all domestic commercial banks were nationalized in 1972, and 

five state-owned commercial banks were set up after merger of these nationalized banks. Over the 

Ǉŀǎǘ нл ȅŜŀǊǎ DƘŀƴŀΩǎ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ Ƙŀǎ ǳƴŘŜǊƎƻƴŜ ŀ ǊŜƳŀǊƪŀōƭŜ ǘǊŀƴǎformation. Privatization and 

restructuring of state-owned banks and mergers and acquisitions of private and foreign banks have 

substantially changed the governance of the banking organizations. This structural change is 

generally attributed to financial sector adjustment programme [FINSAP]. While the relative decline 

in importance of state-owned banks has undoubtedly reduced their share in assets and deposits, it 

has also increased healthy competition between the banks to provide better financial services to 

their customers with significantly improved infrastructure. 

The Ghanaian regulatory framework with regard to corporate governance of banks the Ghana 

Companies Code (1963), Banking Laws (Act 673 and amended Act 738), the Securities Industry Law, 

1993 (PNDCL 333) (hereafter referred to as SIL) as amended, and the Membership and Listing 

Regulations of the Ghana Stock Exchange (GSE, 1990). The history of the Ghana banking sector has 

also been reviewed, from the establishment and the domination of state ownership until FINSAP in 

1980 and 1990s after which private indigenous banks were registered. The privatisation and the 

2004 regulation have also been detailed. The purpose of the historical review was to provide a 

http://www.emeraldinsight.com/Insight/ViewContentServlet;jsessionid=423D789D243E5D4EF9B523555AE3CEF9?Filename=Published/EmeraldFullTextArticle/Articles/0510220306.html#b5#b5
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general picture of the historical development of the Ghanaian banking sector and the institutional 

setting in which this occurred. 

The chapter also presents the sector performance before and after FINSAP. These results highlight 

the superiority of foreign ownership compared to state ownership and are consistent with the 

agency theory which suggests that foreign banks are more able to mitigate agency problems that 

arise from the separation of ownership and control than in SOBs. Again the results also indicate a 

significant relationship between efficiency changes in one hand, and control relinquishment by the 

government. The FINSAP II era performance of the foreign banks has been generally good compared 

to their local counterparts. Thus, the benefits expected to result from reforms may not materialize 

under continued government control over banking operations.   

The results show that the gains in profitability and efficiency are more significant for the banks in 

foreign control. For example, firms with foreign investors achieve an average improvement of in 

profitability, in efficiency and liquidity. For those firms with no foreign ownership, the gains in 

efficiency, performance is less significant while profitability decreased much more steeply. 

Environment and corporate governance may also explain performance improvements. In particular, 

the relinquishment by government of shares and or control to the private professionals could 

determine the gains observed after during the FINSAP and beyond. The effect of corporate 

governance cannot be overlooked, since there was performance difference across ownership forms.  

Dyck (2000) argues that corporate governance can explain the performance of privatized firms after 

the reform. 
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Chapter Five: Corporate Governance in Ghanaian Banks: 

Questionnaire Survey Findings 

5.1 Introduction 

 

The importance of corporate governance within the banking sector has already been highlighted in 

the literature reviewed earlier in this research Ghana has suffered serious financial sector crisis 

before FINSAP and this underpins the need for good corporate governance as one of the 

mechanisms which can prevent bank crisis and protect stakeholder interests. Regulatory framework 

has been introduced in 1989 and implemented in 1990 that deregulates the sector and allowed 

private ownership of banks. In spite of the divestment of government shares and or control in bank 

business between 1995 and 2000, the industry continues to experience financial crisis culminating in 

the collapse of some public banks in 2000.  

 

The later part of the last chapter analysed the financial performance of the banking sector before 

and after the financial sector reform (FINSAP), placing emphasis on the differences of the various 

ownership forms that emerged from privatisation. This however, gave an overview of the sector 

performance with little idea of corporate governance effect over the study period. The main 

objective of the chapter was to provide a general picture of corporate governance practices in banks 

before and after before divestiture and restructuring programmes in 1995 and 2000 (discussed in 

section 4.4 above). The opinions of the respondents on the effects of sector privatisation between 

1995 and 2000, and the impact of 1989 and 2004 banking laws on corporate governance of banks 

have also been explored respectively.75 The rest of this chapter is organised as follows: the next 

section looks at the design of the questionnaire and the administration of the survey. The following 

section presents the results of the survey on ownership structure, the board of directors and opinion 

based responses on the effect of the post privatisation ownership (ownership changes) on corporate 

governance. The last section concludes by summarising the findings from the survey.  

 

                                                           
75

Although largely subjective, these opinion based responses are used to corroborate the main survey results and to 
analyse the collective observations of the respondents on the effect of the changes. 
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The text in this chapter is organised as follows. The next section details the research methods and 

ǉǳŜǎǘƛƻƴƴŀƛǊŜ ŘŜǎƛƎƴΦ ¢ƘŜ ŦƻƭƭƻǿƛƴƎ ǎŜŎǘƛƻƴ ǇǊƻǾƛŘŜǎ ŀƴ ŀƴŀƭȅǎƛǎ ƻŦ ǘƘŜ ǊŜǎǳƭǘΣ ŎƻǾŜǊƛƴƎ ŦƛǊƳǎΩ 

ownership, board of directors, management, compensation and evaluation. These corporate 

governance areas were derived from a review of the literature on the privatisation of state owned 

banks in chapter 2. The last section concludes by summarising the findings from the survey. The 

results from this survey have also been used and referred to in several other chapters in this thesis. 

5.2 Questionnaire Survey 

The purpose of the questionnaire survey as a research method has been discussed previously in the 

methodology chapter. This section discusses the design of the questionnaire, the administration and 

response rate of the survey.  

5.2.1 Questionnaire Design 

Two types of questions were used; the first type asked the respondents to give factual information 

on relevant corporate governance issues, the second were questions asked the respondents to 

provide their opinions. The questionnaire consists of fact and opinion options. One was asked 

respondents to choose what they think was true and the other to rank what they identified/choose. 

Since the research looks at changes in corporate governance, a number of questions were designed 

to include choices concerning both situations in 1995 and 2000 (Appendix I). 

However, a design involving asking questions relating to attitude and behaviour in earlier years, may 

mean some limitations in terms of response rate and reliability of the information provided by the 

firms. Ideally, a questionnaire survey regarding situations at two points in time should be conducted 

to the same enterprise twice, in 1995 and again in 2000. But this proved impracticable for this study. 

The limitation of human memory is improved in this research by cross checking data from 

questionnaire survey and subsequent face-to-face interviews. As shown in this and following 

chapters, the answers provided are broadly consistent. This means that the managers have to spend 

relatively more time completing the questionnaire. Given that managers in the banking sector are 

very busy people and privacy issues relating to bank information, managers may be reluctant to 

respond but this was counteractŜŘ ōȅ ǘƘŜ wŜǎŜŀǊŎƘŜǊΩǎ ƭƻƴƎ ǊŜƭŀǘƛƻƴ ǿƛǘƘ ǘƘŜ ƛƴŘǳǎǘǊȅ ŀƴŘ ǘƘǊŜŜ 

month attachment with the central bank prior to the survey. 

 

Opinion answers provided by respondents are subjective and may sometimes be tempered with 

emotionalism which may affect their reliability. To mitigate these limitations, the responses on 
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factual questions were cross-checked with data collected from secondary sources and from 

interviews conducted at the banks. The opinion based responses were used largely to supplement 

the fact based survey results. In spite of this, analysis should bore in mind the issue of memory 

lapses due to inability to recollect past behaviour and practices. Some resulting bias cannot be ruled 

out, although there are no grounds for believing that the findings are highly unreliable ς they are 

consistent with the with the interview findings and some existing studies. In order to capture the 

change in corporate governance after the privatisation, same questions (factual and opinion) were 

given to respondents of banks were in operation before the FINSAP III. This gives an idea of the 

corporate governance in the banking before and after privatisation. All the banks were involved on 

the question of the effects post privatisation regulatory reforms in in 2004. 

5.2.2 Pilot Studies and Questionnaire Administration 

A pilot survey was conducted to check the wording and relevance of the questions, to ascertain the 

time taken by respondents to complete the questionnaire and to identify any problems which could 

have arisen in its completion and subsequent analysis of the results. After the pilot, amendments 

were made to the wording of some questions. The questionnaires were then distributed to all the 26 

banks in the banking sector.76 The initial draft of the questionnaire contained questions that were 

designed to capture information from the banks in operation in Ghana. During the pilot testing 

phase, it was discovered that in fact different banks may be needed for the various aspects of the 

questionnaire.  

 

First, some measures were noted not relate to corporate governance and or not applicable to most 

newly established banks ( in initial version ) were made to answer aspect of the reforms that 

affected them, as it became evident that they did not experience privatisation and or sector 

restructuring under the FINSAP II. Second, Questions that asked respondents to tick were 

supplemented by additional space for respondents to give additional corporate governance issues or 

reform measures where applicable, as the list provided may not be exhaustive. It was observed also 

that banks not in existence prior to the reforms may not tick a given reform measures directly, but 

indicate situations or factors that represent or could be ascertained the listed ones.  

 

                                                           
76

 The Pilot Survey was completed by Executive Directors in three of the privatised banks. The respondent was kind enough 
to provide feedback on the structure of the questions, the amount of time it took him to complete his responses and to 
advise on any questions which required rewording because they were ambiguous.  
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It also became apparent during the pilot studies that, banks that were established after the FINSAP II 

were not able to directly indicate a change in all the various corporate governance issues between 

1995 and 2000. For instance, for a change questions to be answered properly, banks established 

before privatisation policies are the only firms experienced the change. However, the prevailing 

regulatory framework and deregulation has had impact on all banks. Consequently, questions were 

tailored to capture the changes that were relevant to the banks concerned. 

5.2.3 Administration of the Survey 

The questionnaire survey was conducted in Accra, where all the commercial Banks have their head 

offices. Prior to the distribution of the questionnaires, the principal researcher and the field assistant 

went to see each Managing Director or his/her representative to explain the process and ask 

permission for the survey. Many mangers expressed their interest and cooperation with researcher. 

Prior consultation and explanation of the study with the potential target directors were done to 

explain in details the issues the research was meant to achieve. The questionnaires were hand-

delivered to corporate secretaries or executive directors and the responses were received largely by 

hand (see appendix A for the survey questions). The researcher was given a date between one week 

to one months to collect the completed forms. In these meetings, the researcher explained in details 

problems with terms or jargons and necessary changes were made for ease of completing of the 

questionnaire. This is to ensure that the data obtained is consistent with the research question.  

 

The response, therefore, represent the views of top management; although it is possible that 

completion of the questionnaire was delegated to subordinates. Different types of bank ownership 

(State, Foreign and Private) are believed to have differing effects on corporate governance of a 

company based on empirical studies discussed in chapter two already.  Among these banks were 

foreign owned banks (FOBs), state owned banks (SOBs) and private indigenous banks (PIBs).77 

Although the focus of this research is on SOBs and FOBs, a survey of the entire commercial banking 

sector was conducted to allow for a comparison of the ownership structure and corporate 

governance practices across different banking types.  

                                                           
77

In privatisation literature reviewed in section 2.7, several basic ownership types that may occur after privatisation. These 
include; (1) government or state institutions (2) foreign investors (3) local institutional investors (4) local individual 
investors 
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5.3 Analysis of Survey Responses 

This section presents the results from the survey. Firstly, the general information about the banks is 

presented. This is followed by an analysis of the responses regarding ownership structure, board 

features and opinion based responses on the effect of the 2004 regulatory changes on corporate 

governance. Table 5.1 presents some background information on the respondent banks. The table 

shows that the respondents were across the three different ownership types, namely, state, private 

indigenous and foreign owned banks. Responses were received from all the twenty-six fully licensed 

banks in operation in Ghana. Caution should be taken when analysing the results of this survey. 

There is a potential bias that banks with better corporate governance are more likely to respond to 

the survey than those with poor corporate governance. As a result, the results from the survey may 

present a brighter picture of corporate governance and related practices. 

5.3.1 Banking sector evolution and privatisation 

Prior to government divestment of its interest in banks, the ownership of banks was dominated by 

the Government with only two banks having foreign equity involvements. Under FINSAP II, 

restrictions were relaxed to allow for private ownership up to 100% subject to Bank of Ghana 

approval (Bank of Ghana)78. The mode or process of privatisation could determine the ownership 

concentration and forms of firms. For example, Megginson et al. (2002) and Bortolotti et al. (2000) 

show that the method or process of privatization (i.e., public share issues versus private asset sales) 

determines the ownership concentration in the resultant ownership structure. 

 

To ascertain the evolution of the banking sector, all the 26 respondents were asked to indicate the 

year of the establishment of the bank. They were also asked if they had undertaken privatisation 

measures as part of the FINSAP III and 1995 and 2000. A follow up questions to respondents to state 

ǘƘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ƳŜǘƘƻŘǎ ŀŘƻǇǘŜŘ ŀƴŘ ǘƘŜ ŜȄǘŜƴǘ ƻŦ ǎǘŀǘŜ ōŀƴƪǎΩ ŘƛǾŜǎǘƳŜƴǘΦ The results on this are 

presented in Tables 5-1, 5-2 and 5-о ǿŜǊŜ ǎǳǇǇƭŜƳŜƴǘŜŘ ōȅ Řŀǘŀ ŦǊƻƳ ǘƘŜ ōŀƴƪǎΩ !ƴƴǳŀƭ wŜǇƻǊǘǎ 

and registration documents lodged with the Bank of Ghana (BoG). 

 

Table 5-1 gives an idea of the evolution of commercial banks in Ghana. Until 1995 when the sector 

was privatised, there were five SOBs and two traditional FOBs. The rest of the banks are either in 

complete government control or private control. Seven of the respondents were established before 

                                                           
78

 Prior to the reform measures, the ownership of commercial banks were tightly restricted and limited to government. 
Though, the law does not limit the ownership, BoG, will have to approve ownership above 10%. 
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1995, eleven private were established during FINSAP II & III (between 1991 and 2000), and eight 

were established after 2000.  

 

Table 5-1: Bank evolution and divestment 

Bank 

forms 

Before 

1995 
1995-2000 

After 

2000 

Method of privatisation Extent of privatisation 

PDS IPO Partial Full 

SOBs 6 0 0 1 1 2 1 

        

FOBs 2 6 6 2 1 0 2 

        

PIBs 0 5 2 0 0 0 0 

Total 7 11 8 3 2 2 3 

Source: Survey data.   * The three liquidated banks are excluded from the data SOBs- State owned 
banks; FOBs ς Foreign owned banks; and PIBs ς Private indigenous banks.  
 

The drastic increase in private sector banks (FOBs and PIBs), might have been due to the divestment 

of state shares and deregulation of bank ownership that allowed private individual and institutions 

to own up to 100 per cent of shares in banks. For example, out of the seven before 1995, two of the 

divested banks were listed on the GSE as part of the privatisation process. It shows that, the 

government divested its shares completely in three banks, but partially holds unto its interest in two 

others. Three banks remained completely in the hands of the government and its agencies. It is also 

noted that, the government used direct private sales (strategic) (three banks) and IPO on the Ghana 

stock exchange in its quest to divest its interest in these banks (Table 5-1). It also shows that only 

three of the banks had undergone complete state to private change of ownership, and the two 

others were in state-private partnership through partial privatisation.  

5.3.2 Change in Ownership Concentration of Banks 

Unlike minority shareholders, controlling shareholders have a strong incentive to monitor the 

managers (in case they do not perform the managerial function by themselves). Section 2.7.1 shows 

that privatization can lead to ownership concentration in various ownership forms, depending on 

the  amounts of shares that changed hands among the state and the new owners.  

To determine the ownership concentration and forms, a question required the banks to indicate the 

major shareholder(s) in 1995 and 2000 and amount of share(s) involved. The author used 
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registration document of the all the banks lodged with the central bank to verify the information 

given. The shareholding structure was useful in establishing concentration by block holders such as 

state, foreign investors and the local indigenes. 

 

Table 5-2 presents the ownership structure across banking types considered for this research 

between December 1995 and December 2000.  The table also shows that, five banks (shown by 

asterisk) experienced privatisation between 1995 and 2000. This is explained by the reduction in 

state shares in these banks within the period under review. 

 

Table 5-2 Change in ownership structure of banks between 1995 and 2000 

Ownership 

form 

Sub-

Group 

Major Shareholder  (1st  January, 1995) Major Shareholder  (31st 

December,2000) 

SOBs  Name  type Shares 

(%) 

Name Type Share (%) 

NIB NP GOG State 90.0 GOG State 100.0 

ADB NP GOG State 82.0 GOG state 100.00 

MBG NP GOG State 70.0 SSNIT Public  55.00 

GCB* PP GOG State 100.0 SSNIT Public 29.0 

TTB* PP BAIO Foreign Inst. 100 SSNIT Public  61.00 

Avg    88.4   59.3 

FOBs        

SCB* FP SCB, BV. Foreign Inst. 60.0 SCB, BV. Foreign  66.5 

BBGL* FP Barclays Foreign Inst. 60.0 Barclays Foreign 100.0 

SG-SSB* FP SSNIT SPF 100 Societe Gen. Foreign 51.00 

EBG  EcoBank   Foreign Inst. 100 EcoBank Foreign 87.5 

ICB  ICB  Foreign Inst. 91.00 ICB Finance Foreign 100.0 
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Source: Calculated from survey data and central bank documents; Key: PP (partially privatised), FP (fully 

privatised), NP (not privatised), and NSE (No state equity involvement).  Institutions = Financial organisations; 

GOG=Government of Ghana; SPF=State Pension fund; SSNIT=Social security and national insurance trust. * 

Banks that were listed as part of the privatisation method. 

 

Table 5-2 also shows ownership structure patterns across ownership types highlighting the level of 

ownership concentration irrespective of the banking form concerned. For example, the sector 

average concentration percentage reduced slightly from 66.5 to 62.9 in 1995 and 2000 respectively. 

The only distinction noted was in the identity of the shareholders with concentrated ownership. In 

state and foreign owned banks, the majority shareholder was the government or the parent foreign 

company whilst the largest shareholders in indigenous banks were institutional.  

 

ABL  Meeky  Foreign Inst. 49.10 Meeky Ent. Foreign 49.1 

SB  Standard Foreign Inst. 97.3 Standard Foreign 97.3 

Avg    79.6   92.9 

PIBs        

CAL  SSNIT Public Inst. 20.1 SSNIT Public 

Inst. 

27.3 

HFC  SSNIT Public Inst. 15.5 SSNIT Public 

Inst. 

20.9 

PBL  Ad  consult Local 30.00 Ad  Consult Local Inst. 33.0 

FAMBL  SSNIT Public Inst. 20.9 SSNIT Public  20.9 

UTB  Business 

Focus 

Local Inst. 92.5 Business 

Focus 
Local Inst. 

92.8 

UBL  Star Ass. Local Inst. 48.2 Star Ass. Local Inst. 48.2 

Avg    43.4   40.5 

Avg. (All 

banks) 

   66.5   62.9 
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When the three subgroups were compared, high concentration of shareholding was prevalent in 

both periods across all ownership types.  It highlights that when taken as averages; FOBs had the 

highest concentration of shares of major shareholders constituting an average of 92.9 compared to 

PIBs and SOBs that had 79.6 and 59.3 % respectively for the two periods. Closely related to this is a 

change in concentration within each ownership form between the periods. While, SOBs reduced 

from 88.4 to 59.3, FOBs increased from 79.6 in 1995 to 92.9 in 2000.The change in the major 

shareholding in SOBs and FOBs might have been partially been due to the privatisation or 

divestment of state shares which were predominantly acquired or purchased by foreign investors. 

Private indigenous banks have an average of 43.4 per cent and 40.5 per cent shareholding by the 

major owner indicating no significant change. PIBs were largely established under FINSAP III and no 

significant ownership change took place within the short time of their establishment. The PIBs were 

therefore less concentrated in the hands of largest shareholder or much more widely-held.79 The 

high concentration of shareholding in SOBs and FOBs may be largely the results of the privatization 

method and deregulation that allows share ownership up to 100%. The method of privatisation was 

found to have ownership forms and concentration implication for privatised firms (Dyck, 2001; 

Claessens and Djankov, 1997).  

5.3.3 Government Residual ownership versus Private ownership forms 

Unless the state have the courage to run the banks (partially and or non-privatised) as economic 

entities, the minority shareholders and or the tax payer stand to be expropriated in most of these 

banks.  Concentrated domestic private or foreign ownership is more likely to ensure the success 

after privatization, as large or institutional investors exert a close monitoring of management 

activities that ensures superior returns in privatised firms.  

 

The remarkable development shown in the Table 5-2 is the decline of the number of SOBs and a 

significant increase in FOBs and PIBs since the government divestment drive in 1995. For example, in 

the SOBs, 20% of the shares were now owned by indigenous individuals. FOBs were controlled 

predominantly by the foreign financial institutions up to 100% share ownership at the end of 2000. 

Within the SOBs, the government and its agencies as the main sponsor controlled more than 50% 

shares in all the SOBs.   

 

                                                           
79

 However, among PIBs, the results also indicate high concentration of shares within the top 5 shareholders ranging from 
73 per cent to 99.7 in the hands few local institutions and the pension fund of Ghana (SSNIT). 
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However, government retained substantial interest in banks between 1995 and 2000. Apart from 

TTB which had about 39 % private ownership (including 23.6 per cent foreign institutional 

ownership)80, majority of tƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǎƘŀǊŜǎ ŀǊŜ ƻǿƴŜŘ ǘƘǊƻǳƎƘ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎ όƳƻǎǘƭȅ 

SSNIT and BoG). The most important governance issue in these SOBs has to do with the tendency for 

the state and or controlling agents to expropriate by virtue of its lager shareholdings in the partially 

privatised banks (GCB) and other state-private partnership types ( TTB and MBG). Similarly, the fully 

privatised banks and or where the state divested its interest completely were found to be controlled 

by foreign investors (SCB, BBG and SG-SSB). Other banks remained in government control with no 

private investor involvement (NIB and ADB) in both periods. In partially owned SOBs, the insider 

shareholding (stake of government) was high (Table 5-2). For example, the government listed 49% 

on the GSE exchange for private participation, whilst others (MBG and TBL), small shares were sold 

to specific targeted institutions and individuals.  

 

The results also indicate significant increased private institutional participation (local and foreign) 

across bank forms. The Table 5-2 shows that the state banks have the lowest non-public institutional 

investors, with only TTB having foreign institutional investment of about 25% (Dutch Development 

Fund). The Social Security and National Insurance Trust (which is the state Pension Fund) was the 

largest shareholder in SOBs and PIBs alongside other local institutional investors. From the survey, 

institutional shareholders own 81% of the shares of banks, suggesting that they would have greater 

incentive to monitor effectively. Foreign investor involvement in privatisation can positively impact 

on corporate governance due to their experience, reputational and resources available to them, but, 

local institutional owners may lack the expertise and resources to monitor (Klock et al, 2005).  

 

¢ƘŜ ǉǳŜǎǘƛƻƴƴŀƛǊŜ ŀƭǎƻ ŀǎƪŜŘ ŀōƻǳǘ ǘƘŜ ǇŜǊŎŜƴǘŀƎŜ ƻŦ ǎƘŀǊŜǎ ƻǿƴŜŘ ōȅ ǘƘŜ ōŀƴƪΩǎ ŜȄŜŎǳǘƛǾŜ 

directors (including the MDs) to establish the level of executive ownership which is also important in 

determining the level of inside ownership81. There was absence of executive shareholding in most of 

the banks surveyed. The reduced executive interest in banks may have been due to the central 

ōŀƴƪΩǎ ŘŜƳŀƴŘ ŦƻǊ ƘƛƎƘ ŎŀǇƛǘŀƭ ƻǳǘƭŀȅΦ ¢ƘŜ ƭŀŎƪ ƻŦ ŜȄŜŎǳǘƛǾŜ ƻǿƴŜǊǎƘƛǇ ƛƴ ǘƘŜ ǇǊƛǾŀǘƛǎŜŘ ōŀƴƪǎ 

indicates a separation between ownership and control and may lead to increased management 

efficiency, reduce related party transactions which precipitated pre-reform bank collapses. Though 

                                                           
80

 France based COFIPA (10%) and Netherland Development Finance Company (FMO) (13.6%) 

 

81
 Executive Ownership is measured as a proportion of shares sold to executive directors as part of the privatisation 

measure. This is because share ownership of employees in privatised firm is believed to have an impact on the corporate 
governance of firms (Khanna and Palepu, 1999). 
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managerial ownership is more likely to lead to enhanced monitoring of privatised firm (Li, 1998), 

firms with majority managerial ownership the probability of a hostile takeover equals zero Shultz, 

1988).Increase the effectiveness, monitoring function of the board and increase protection of 

depositors is expected.   

 

In summary, more banks were established after 1995, when the banking sector was deregulated and 

privatised. The banks remained concentrated in the various forms between 1995 and 2000 under 

review. The continuous state ownership even in minority shares of privatized banks was found to 

have negative effects on management performance. Selling only a small stake increases the 

likelihood of continuing government interference and delay restructuring of personnel and poorly 

performing banks (Xu and Wang, 1997; Gropp et al. 2010). The high presence of foreign institutions 

could be recipe for quality corporate governance; given their financial resources, reputation, 

experience managerial know-how advantages they have over other forms of owners (Dyck, 2001), 

and could be recipe for quality corporate governance, given their financial resources, reputational 

concerns, managerial know-how advantages they have over other types of owners (Leuz and 

Warnock, 2009).82 

 

The findings are consistent with other studies that suggest that, private ownership tends to 

concentrate over time following privatization and or deregulation (Clarke et al. 2003). Thus a 

decrease in the governmentΩǎ ownership is mostly absorbed by local institutions and foreign 

financial institutions (Clarke et al. 2005). The observed ownership concentration might significantly 

and positively result in increased shareholder monitoring of banks and subsequently impact on 

corporate governance issues. The level of ownership concentration is said to be influenced by 

industry level factors such as the regulation of a particular industry (Demsetz and Lehn, 1985). And 

the deregulation of the sector by allowing up to 100% of shareholding by any individuals and 

institutions may have contributed significantly to the concentration across ownership types. 

5.4 Change in the Board of Directors and top management 

Apart from the ownership changes, the other internal mechanisms are the board of Director (BOD) 

and management changes. In privatisation literature the low qualification of government-appointed-

bod members and managers are considered as the cause of poor performance of the SOEs (Lopez-

de-Silas, 1977). Besides, incentives to monitor managerial behaviour are poor, leaving managers 
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From the survey, institutional shareholders own 81% of the shares of banks, suggesting that they would have greater 
incentive to monitor much more effectively. 
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considerable discretion to pursue their personal agendas (see section 2.7 above)83. Changes in the 

constitution of the BOD as well as changes in managing director (MD)/executive can be put in place 

to ascertain effective monitoring and management respectively (Barberis et al, 1996 and Boubakri et 

al, 2001).84 The under-qualified managers could be replaced by others whose objectives are more 

aligned with profit maximisation, and new monitoring mechanisms could be put in place by the new 

owners (Xu, 2012). In the wake of the Ghanaian financial crisis in the early 1990s, BODs of SOBs did 

not function according to existing relevant laws and the spirit behind those laws (Mensah, 2002; 

Zorklui, 2001). It is expected that the reduced government involvement in day-to-day bank business 

would make BODs more responsible and more effective.85 

 

Restructuring of the BODs and changing the MD and top management can impact positively on 

corporate governance of the affected organisation. 18 banks operating between 1995 and 2000 

were asked if there was any form of changes to the board and top management between 1995 and 

2000. In total, 9 banks indicated a change between the periods. They are identified by asterix in 

Table 5-3 below. While, the SOBs and one FOB (SG-SSB) think it was due to new owners or 

privatisation; all the other private sector banks ascribed the changes to their normal corporate 

practice.  

 

To find how the composition and independence of the board changed, questions were asked on 

board and management features between 1995 and 2000.  The survey asked questions regarding 

BOD composition, independence and the functions of the board. Other questions asked the 

respondents to list the board members and indicating their qualifications and whether they are 

executive or non-executive for 1995 and 2000 respectively.  

5.4.1 Composition and Independence 

In a free market economy, incentive to monitor management is thought to lie in the desire of 

outside directors to develop reputation in decision control (Herman, 1981)86. Respondents were 

                                                           
83

 By appointing the board of directors
83

, new shareholders may have an instrument to control managers and ensure that 
the firm is run in their interest 
84

 New structures may allow for more efficient monitoring of managerial discretionary behaviours and can substitute for 
weak corporate control mechanisms (Tosi et al., 1997; Shan and Xu, 2012), by appointing the board of directors, new 
shareholders may have an instrument to control managers and ensure the bank is run in their interest. 
 
85

 By depoliticizing the firm, privatization separates politics, state management, and economic activities, thereby keeping 
the state out of day-to-day business of privatized firms (Hellman and Kaufmann, 2003). This in turn helps limit the extent of 
interference of the government. 
86

 Effective separation between decision management and decision control calls for outside directors to carry out their 
tasks properly and not collude with managers to harm the interests of the residual claimants. 
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asked about the number of external directors when the respondent in 1995 and 2000 respectively, 

to assess whether there was a change over time. Since outside directors are regarded as more 

independent than inside directors, it is argued that they can monitor managerial performance more 

effectively (Fama, 1980). Effective boards should therefore have high proportion of outside 

directors.87The results on this are presented in Table 5.3 and Table 5-п ŀǊŜ ǎǳǇǇƭŜƳŜƴǘŜŘ ōȅ ōŀƴƪǎΩ 

Annual Reports. 

 

Table.5-3 shows increased number of non-executive directors had been engaged within the period 

(i.e. from 53.8% in 1995 to 65.3% in 2000). Change in the outside director composition of the board 

had been more significant in SOBs. The composition of the outside directors increased from the 

average of 44.5 per cent in 1995 to 69 per cent in 2000. PIBs recoded some changes but, FOBs 

posted no significant change over the period (except SG-SSB). 

Table 5-3: Change in Composition of Boards of Directors within Banks 

Name of      

Bank 

Executives Outside    Outside 

executives   (%) 

Foreign 

director 

State officials 

/Cadres    

SOBs 1995 2000 1995 2000 1995 2000 1995 2000 1995 2000 

NIB 5 2 4 7 44.4 63.6 0 0 9 10 

ADB 5 4 3 5 37.5 55.5 0 0 8 5 

MBG* 4 3 3 6 42.9 66.7 0 1 6 4 

GCB* 6 4 4 7 40.0 63.6 0 0 10 3 

TTB* 3 3 4 6 57.1 66.7 0 1 7 3 

Average 4.6 3.2 3.6 6.8 44.4 63.2 0 0.4 8 5 

FOBs          

SCB* 4 4 8 7 66.7 63.6 3 2 0 0 

BBGL* 5 3 8 9 61.5 75.0 2 3 0 0 

SG-SSB* 3 3 5 6 62.5 66.7 5 5 8 0 

EBG* 3 3 6 7 66.7 70.0 5 5 0 0 

                                                           
87

 . The effects of outside directors on strategic decisions and firm performance have been studied by a number of 
researchers. Strategic decisions include greenmail payments (Kosnik, 1987), golden parachute contract (Singh and 
Harianto, 1989), and dividend payment (Schellenger et al, 1989). 
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ICB 3 2 4 6 80.0 75.0 4 4 0 0 

ABL 5 4 5 8 50.0 66.7 3 3 0 0 

SB 4 2 4 6 50.0 75.0 4 4 0 0 

Average 3.9 3.0 5.7 7 62.5 70.2 2.8 3.7 1.1 0.0 

PIBs          

FAB 3 3 5 6 62.5 66.7 0 0 0 0 

Cal* 3 2 4 6 57.1 75.0 0 0 0 0 

HFC* 3 3 5 5 62.5 62.5 0 0 0 0 

PBL 4 3 4 5 50.0 62.5 0 0 0 0 

UBL 5 3 2 4 40.0 66.7 0 0 0 0 

UTI  3 2 2 5 40.0 71.4 0 0 0 0 

Average 3.5 2.7 3.7 5.2 52.0 67.5 0 0 0 0 

Industry 

Average 

4.0 4.2 4.5 4.8 53.9 67.4 1.1 1.6 2.8 1.5 

    Sources: Survey and BoG sources *Banks that underwent BOD and top management restructuring 

between 1995 and 2000.  

 

The increase in outside director maybe a good thing, but the commitment of SOBs to engage 

professional managers is the issue addressed in column seven of table 5-3. The increase in outside 

ōƻŀǊŘ ƳŜƳōŜǊǎ Ƴŀȅ Ǉƭŀȅ ŀƴ ƛƳǇƻǊǘŀƴǘ ƛƴŘŜǇŜƴŘŜƴǘ ǊƻƭŜ ƛƴ ǇǊƻǘŜŎǘƛƴƎ ǎƘŀǊŜƘƻƭŘŜǊǎΩ ƛƴǘŜǊŜǎǘ ōȅ 

crafting the structure of executive compensation, preventing the misuse of corporate resources, and 

encouraging the reallocation of the free cash flow back to the shareholders (Roe, 2008). It appears 

the commitment of the government of Ghana to allow professional to manage affairs of the bank (as 

per restructuring), appear to give mixed result. For example, non-privatised SOBs continue to have 

very large government officials on the board and senior management positions, both in 1995 and 

2000. The, FOBs and PIBs as expected had minimum political agents than SOBs. Between 1995 and 

2000, the membership of the party or Revolutionary Cadres seemed very important in non-divested 

SOBs. For example in ADB and NIB, there were no marked changes in the government officials and or 

party cadres on the board. It appears the board restructuring between 1991 and 1994 had not 



131 
 

significantly changed regarding the presence of government agents on the boards of SOBs. The 

continuous presence of politicians on boards of SOBs made them more likely to be exposed to 

government pressure through the directors. The presence of government appointees on the BOD of 

the SOBs may aid ǘƘŜ ΨŘƛǎǘǊƛōǳǘƛƻƴŀƭ ŎŀǊǘŜƭǎΩ ǊŜŦŜǊǊŜŘ ƛƴ ǘƘŜ ǘƘŜƻǊŜǘƛŎŀƭ ǎŜŎǘƛƻƴ όǎŜŜ {ŜŎǘƛƻƴǎ нΦс ŀƴŘ 

2.7.1). 

 

The situation had changed drastically in most partially privatised or SOBs with private involvement. 

For example in GCB, a bank under state-private partnership, registered less than 30%  political 

representation, with significant number of professional not affiliated to government/party 

appointed to the board. The SOBs with substantial or complete state ownership, the difference is 

minimal, as most of the appointees are either politicians or bureaucrats from the sector ministries. It 

presupposes that non-privatised FOBs appear to have had more stable directors than the other 

ownership forms. Unlike non-divested SOBs, there were more personnel changes in banks that 

divested partly (state control) or fully private owned (mostly in foreign control). Overall, it appears 

that top managers were hanging to their jobs despite board restructuring aimed at giving 

operational control to the board in most SOBs. 

Increased foreign expertise is observed during the period under study. An increased presence of 

ŦƻǊŜƛƎƴ ŜȄǇŜǊǘǎ Ŏŀƴ Ǉǳǘ ǇǊŜǎǎǳǊŜ ƻƴ ǘƘŜ ŦƛǊƳΩǎ ōƻŀǊŘ ǘƻ ŦƻŎǳǎ ƻƴ ǎƘŀǊŜƘƻƭŘŜǊǎΩ ƛƴǘŜǊŜǎǘǎΣ ǎƛƴŎŜ ǘƘŜȅ 

are not constrained by the cultural and traditional business practices of domestic shareholders to 

consider stakeholder claims to the residual88. Apart from SCB, all the foreign banks indicate the 

presence at least one foreign director on the board of directors. One local indigenous bank (UTI) has 

one foreign director on the board of directors. In mixed banks, at least one foreigner served on the 

board, possibly representing foreign investor at the end of 2000. Foreign investors will always invest 

when they are sure their interest will be well served (Clarke et al, 2003).Increased foreign directors 

on allowed the affected banks to potentially and or practically benefit from knowledgeable and 

experienced directors from the parent groups all over the world. New owners may by this be more 

at home with the foreign directors who they believe could serve their interest. 

 

When the respondents were asked to state the reasons for the change at the board level if any, most 

of the FOBs and PIBs indicate the changes were due to the normal corporate strategy and corporate 

bylaws. Three of the SOBs think the international best practice promoted by Bank of Ghana (BoG) 

underpinned the various boards of director changes. SG-SSB (FOB) confirmed that privatisation 

informed their current board structure, as they now ŎƻƴŦƻǊƳ ǘƻ ǘƘŜ ǇŀǊŜƴǘ ƎǊƻǳǇΩǎ ǿŀȅ ƻŦ ŘƻƛƴƎ 
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 See Yoshikawa and Phan (2001) 
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business. Partially privatised or mixed bank firms follow similar trend as they relate their change to 

involvement on professional on the board. 

5.4.2 Board Qualification, Knowledge and expertise 

Pre-privatisation performance of SOBs was partially attributed to the low qualification of 

government-appointed-BOD and managers (Nam, 2004). Although educational; level does not 

necessarily equate with high management ability, managers were asked about their educational 

qualifications.89 Respondents were asked to indicate educational and professional attainments of the 

members serving on the board at the two periods. The survey data of 2000 shows most of the board 

members are now qualified professionals with diverse backgrounds. Though private banks generally 

reported higher educational attainment amongst upper management than the SOBs in 1995, all 

bank types have qualified directors in most crucial subject areas at the end of 2000(Table 5-4).  

Table 5-4: Change in Knowledge and Expertise in Board and top Management 

 Changes in Academic and Professional Qualification of Directors and Top managers 

 School   

certificate 

Technical/ 

vocational 

University/ 

professional  

Law Accounting Banking/ 

finance 

Mgt/Econo

mics 

others 

SOBs Ψфр Ψнл Ψфр Ψнл Ψфр Ψнл Ψфр Ψнл Ψфр Ψнл Ψфр Ψнл Ψфр Ψнл Ψфр Ψнл 

NP 2.7 2.0 2.0 1.3 3.3 6.3 1.0 2.0 1.3 1.3 0.7 2.0 1.7 3.7 3.3 1.0 

PP 1.5 0.5 1.5 0.0 5.5 9.0 1.0 1.0 1.5 2.0 1.0 1.5 2.5 4.0 2.0 0.5 

Average  2.2 1.4 1.8 1.0 4.2 7.4 1.0 1.6 1.4 1.6 0.8 1.8 2.0 3.8 2.8 1.0 

 

FOBs                 

FP 1.0 0.0 1.0 0.0 9.0 10.0 1.3 1.0 2.7 2.0 2.3 2.3 3.0 4.3 1.7 1.3 

NSE 0.0 0.0 0.3 0.0 7.8 8.8 1.0 1.0 1.8 1.8 1.8 2.3 3.0 3.0 1.3 0.5 

Average  0.4 0.0 0.6 0.0 8.3 9.7 1.1 1.0 3.0 1.9 1.9 2.3 2.7 3.8 1.4 0.9 

 

PIBs                 

NSE 0.5 0.3 0.3 0.0 6.2 7.5 1.0 1.2 1.7 1.7 1.0 1.3 2.2 2.5 1.0 1.0 

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ Řŀǘŀ ŀƴŘ .ŀƴƪ ƻŦ DƘŀƴŀ ǎƻǳǊŎŜǎΦ  Key: 

PP (partially privatised), FP (fully privatised), NP (not privatised), and NSE (No state equity involvement).  
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 A board that displays a wide diversity of board background in a bank may be more likely to improve their monitoring 
capabilities (Nam and Nam, 2004) 
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The 1995 data indicate the presence of directors with secondary education and or vocational 

qualifications in all SOBs. However, all SOBs reported a dramatic change over the two periods, since 

low level qualification reduced drastically in 2000. Apart from one fully privatised SOB (SG-SSB) that 

indicates no unqualified individuals in 2000, all the other SOBs residual state ownership indicate 

average reduction of non-graduates from 4.0 to 2.4 in 1995 and 2000 respectively. This might have 

been due to the involvement of new private owners that employed and or train directors to the level 

required running the banks more efficiently. Generally, most of the other banks (FOBs and PIBs) say 

they had no directors with qualifications lower than university degree (s) in the two periods.  Whilst 

the FOBs and PIBs banks failed to register changes in the University and professional qualifications, it 

had increased significantly in all the SOBs between 1995 and 2000. It was not unexpected, since the 

private sector was noted to have engaged qualified staff prior to the sector privatisation. 

 

Consistent with the improved director qualifications over the period under study, table 5-4 also 

shows changes in career area relevant for the banking industry over the periods in most banks. SOBs 

were the most affected as they appeared to have registered the highest changes in expertise 

diversity in the important disciplines over the two periods. For example, the changes in occupations 

of the directors included Lawyers (1.0 to 1.6), Qualified Accountants (1.4 to 1.6) financial and 

banking experts (0.8 to 1.8), and Management/Economists specialists (2.8 to 3.8) in 1995 and 2000 

respectively. The SOBs conspicuously registered drastic reduction in other non-essential disciplines 

from 2.8 in 1995 to 1.0 in 2000. This group included politicians, university professors, chiefs and 

other practitioners that were related to the government. Thus the proportion of non-banking related 

expertise in the public banks reduced, giving way to more qualified professionals by the years 2000. 

This change could have been due to the reduction in appointment of bureaucrats and individuals 

based on political affiliation only. On the whole, the education level of SOB top managers improves 

in privatised banks and private indigenous banks. This may be due to the appointment of managers 

by the government which was based mostly on the political factors rather than management ability 

required for the job over the study period. 

 

The increased board qualification across banking forms is more likely a result of privatisation or 

private involvement in ownership under FINSAP III. The wide diversity of board background 

displayed is more likely to improve their monitoring capabilities. The educational qualifications and 

experience of the board are important in deepening perceptions of board members on issues such 

as risk and monitoring and also reduces board complacency (Nam, 2004). Firm specific knowledge 
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cannot be underestimated as it is especially crucial with regards to resource distribution, hereunder 

in the understanding of proposed projects (e.g. loans and investments) (Brownbridge and Gockels, 

1996). The general increase in qualification confirms that, when enterprises move into a new 

competitive environment changes in directors and top management are effected to introduce new 

blood more able to manage in the face of the associated commercial pressures (Parker, 1995).90 

5.4.3 Board Objective and Functions 

¢ƘŜ ǇǊƻōƭŜƳ ƻŦ ǘƘŜ DƘŀƴŀƛŀƴ {h.ǎ ǿŀǎ ǘƘŀǘΣ ŀƭƳƻǎǘ ŀƭƭ ǘƘŜ ƪŜȅ ΨƳǳƭǘƛ-tasƪƛƴƎΩ ŦǳƴŎǘƛƻƴǎ ƻŦ ǘƘŜ ōƻŀǊŘ 

ǿŜǊŜ ǇŜǊŦƻǊƳŜŘ ƻǊ ŀǘ ƭŜŀǎǘ ƘŜŀǾƛƭȅ ƛƴŦƭǳŜƴŎŜŘέ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƻǊ ƳƛƴƛǎǘǊȅ ƻŦ ŦƛƴŀƴŎŜ ŀƴŘ 

economic planning (MOFEP) prior to the FINSAP (Zorklui, 2001).91The need to have a profit oriented 

board and top management free of political or unprofessional interventions was an urgent call, 

should the bank be run as a viable commercial unit (FINSAP II). Independent professional managers 

may have to make decisions, guided perhaps by general rules, so that responsibility for bad 

outcomes is unambiguous.92 

It is expected that, divestment in ownership and control should produce profit oriented 

professionals that are responsible for important business and operational decisions. One cannot 

expect bankers who are not allowed to decide whom to appoint, and how much to pay to motivate 

and retain good staff, to take responsibility for the outcome of their operations (Ameza, 2005). 

5.4.3.1 Board objectives 

Under the privatisation drive implemented, it is expected that banks would transform completely 

from traditional multi-purpose SOBs to business units operating according to market dictates.93 In 

order to examine the extent of change in SOBs, respondents were asked to tick what were their 

most important (by rating) objectives of their banks for the two periods.94 

                                                           
90

Directors with diverse backgrounds may be more creative, take higher quality decisions and thus minimises monitoring 
costs (Raheja 2005).  
91

SOE executives always claim that the reason they are losing money is not that they are inefficient or incompetent, but 
that they have been pursuing other (social, job creation or development) goals(Stiglitz, 1989). And it is virtually impossible 
for an outsider to judge the validity of those claims.  
 
92

Privatization per se may not change incentives, although it offers an opportunity to change the corporate governance of 
the company. 
93

 See Sowa (2003). 
94

 They are ranked according to scale of importance of between 1 to 3 (0 =1; Y=2   and Y+=3), with the highest was assigned 
3 points. The other two were important and somewhat important respectively, with two and one points assigned to them 
respectively. Those that were not cited as the most important objective and at the same time had an aggregate score of 
less than three were excluded. 
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The result shows that the board and top management places more emphasis on business or 

profitability decision rather than political/social goals in 2000. Total scores were then worked out for 

each of the ownership types, and the three highest scored objectives (Table 5-5). All the banks 

surveyed put profit making first place; although the extent of market orientation still varies across 

ownership forms.  

Table 5-5 Change in Corporate objectives and priorities 

Bank 

forms 

Ranks Profitability  Regulatory 

requirements 

Technology /  

Innovation 

State/social needs 

 1995 2000 1995 2000 1995 2000 1995 2000 

SOBs Y+ 0.0(0.0) 1.0(2.0) 0.0(0.0) 2.0(2.0) 0.0(1.0) 0.0(2.0) 2.0(1.0) 0.0(0.0) 

y 1.0(1.0) 2.0(0.0) 0.0(1.0) 1.0(0.0) 1.0(0.0) 2.0(0.0) 1.0(1.0) 2.0(0.0) 

0 2.0(1.0) 0.0(0.0) 3.0(1.0) 0.0(0.0) 2.0(1.0) 1.0(0.0) 0.0(0.0) 1.0(2.0) 

Total Agg 3.0(3.0) 5.0(6) 3.0(3.0) 6.0(6.0) 4.0(4.0) 5.0(6.0) 8.0(5.0) 5.0(2.0) 

Avg 1.0(1.5) 1.7(3.0) 1.0(1.5) 2.0(3.0) 1.3(2.0) 1.7(3.0) 2.7(2.5) 1.7(1.0) 

  

FOBs Y+ 4.0(2.0) 4.0(3.0) 1.0(1.0) 1.0(2.0) 3.0(2.0) 4.0(3.0) 0.0(1.0) 0.0(0.0) 

y 0.0(1.0) 0.0(0.0) 1.0(1.0) 2.0(1.0) 1.0(0.0 0.0(0.0) 1.0(0.0) 0.0(0.0) 

 0 0.0(0.0) 0.0(0.0) 2.0(1.0) 1.0(0.0) 0.0(1.0) 0.0(0.0) 3.0(2.0) 4.0(3.0) 

Total Agg 12.0(8.0) 12.0(9.0) 7.0(6.0) 8.0(5.0) 10.0(7.0) 12.0(9.0) 5.0(5.0) 4.0(3.0) 

Avg 3.0(3.7) 3.0(3.0) 1.8(2.0) 2.0(1.7) 2.5(2.3) 3.0(3.0) 1.3(1.7) 1.0(1.0) 

  

PIBs Y+ 5.0 6.0 4.0 4.0 4.0 4.0 0.0 0.0 

y 1.0 0.0 1.0 2.0 2.0 2.0 1.0 0.0 

 0 0.0 0.0 1.0 0.0 0.0 0.0 5.0 6.0 

Total Agg 17.0 18.0 15.0 16.0 16.0 16.0 7.0 6.0 

Avg 2.8 3.0 2.5 2.7 27.0 27.3 1.2 1.0 

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ ŘŀǘŀΦ  CƻǊ ǘƘŜ {h.ǎ ŀƴŘ Ch.ǎΣ ǘƘŜ 

privatised banks have their values in the parenthesis. 

 

The data shows that the SOBs registered a much more steep change in their corporate objectives, 

followed by the private indigenous banks (PIBs), with the foreign owned banks showing minimal 

change over the period under study. For the state banks, the, most important objectives was 

increasing outputs, and fulfilling the tasks set by the government/ministry. However, technical 

innovation, increasing profit or shareholder value were the most important objectives for SOBs and 



136 
 

FOBs. This suggests that between 1995 and 2000, the non-privatised SOBs paid more attention to 

the plans of the government than profit earned. By 2000, there had been a distinct change. Profit 

and employee incomes, achieving regulator objectives were ranked the most important objectives, 

irrespective of the ownership types. Within the state owned banks put profit making in the first 

place; although the extent of market orientation still varied between them. For example, for the 

SOBs fulfilling tasks from government authority had a rather high score, close to that of the objective 

of increasing social needs, suggesting that the state agents still remained influential in determining 

objectives. 

 

If the traditional SOBs and mixed ones were examined, their objectives were the same as those of 

the SOBs in 1995. This is perhaps not too surprising because the privatised and or mixed banks were 

traditional SOBs in 1995. By 2000, these banks appear to have objectives more like the private 

banks. More attention was given to profit earning by the newly acquired or partially acquired banks.  

The percentage of this subgroup that cited profits as their primary objectives increased from 

drastically from 7.0 to 13.0 aggregate points.  This suggests privatisation of SOBs had an impact on 

management objectives, as the government intended. The transformed SOBs seem to have geared 

their goals to market competition at a greater pace than the non-transformed ones. The traditional 

SOBs, which continued to operate under the old management system, appear to have made less 

adjustment towards the emerging market economy. SOBs pursue objectives that frequently conflict 

with profit-maximization, the level of ownership retained by the state should affect the newly-

ǇǊƛǾŀǘƛȊŜŘ ŦƛǊƳΩǎ ŜŦŦƛŎƛŜƴŎȅ ό.ƻǊǘƻƭƻǘǘƛ Ŝǘ ŀƭΣ мффтύΦ aŀƴŀƎŜǊs may also undertake restructuring in 

anticipation of privatization if the government commitment is credible (Pohl et al, 1997). 

 

The lack of change of objectives in private banks (including FOBs) might have been due to the fact 

that FOBs had been profit oriented long before FINSAP. The most important objective that was 

mentioned by all FOBs was the need to meet parent group requirement in all aspect of corporate 

governance dimensions. For example, the quality of board, compensation/evaluation, and general 

corporate culture are geared towards meeting foreign investor specifications. SG-SSB, a former SOB 

in 1995, changed drastically, possibly in line with the new parent group objectives and goals. No 

foreign investor will commit resources to any business that is perceived as not well managed or 

riddled with old bureaucratic principles and objectives (Faccio and Stolin, 2006). 

 

The result suggests that in 1995 the SOBs paid little attention to the plans of government than to 

profit earned. By 2000, there had been a distinct change. Profit objective was ranked in 2000 as the 
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most important goal irrespective of company ownership type. All the banks surveyed put profit 

making first place; although the extent of market orientation still varies across ownership forms. For 

example, the SOEs fulfilling tasks from government had rather high score, close to that of the 

objectives of social goals, suggesting government still remained influential than in the case of other 

sub-groups. 

5.4.3.2 Board Functions and Roles 

Prior to 1995, government of Ghana in many instances runs SOBs directly through the influence of 

its board nominees and directives given to the MOFEP (Mensah, 2002). This put the bank boards in 

άǳƴǘŜƴŀōƭŜ ǇƻǎƛǘƛƻƴǎΣ ǘƻǊƴ ōŜǘǿŜŜƴ ǘƘŜƛǊ Řǳǘȅ ƻŦ ƭƻȅŀƭǘȅ ǘƻ ǘƘŜ {h. and the need to act on behalf of 

ǘƘŜ ǎǘŀǘŜέΦ95With the increased banking sector privatisation, the challenge is whether board role and 

functions has become more insulated from political pressure. 

 

To address this issue, managers were asked about the decision making processes in the bank ( for 

example, appointment of directors and senior managers or executives, business decisions and other 

roles played by the board and top management) their educational attainment, their relationship to 

the ruling government and personnel changes over the study period. 

 

i. Appointment Decision Making 

If the board is to fulfil its profit oriented functions properly, they will need minimum external 

interference from third party96. With the orientation of ownership objectives, it is expected that 

there will be a restructuring of business decision making.  

The decision making role of the SOBs increased over the study period. Table 5-6 summarises the 

proportion of top managers appointed by the government in 1995 and 2000. Between 1995 and 

2000, it seems that partially privatised banks had more autonomy than the fully owned state banks 

over appointment and business decision making. None of the SOBs could appoint their top managers 

without the involvement of government authorities and only one had their appointment done 

                                                           
95

Although pre-privatisation restructuring may give public banks some autonomy in the appointment of managers at 
middle level, business decision making are influenced by government agencies (Arun and Turner, 2002). 
96
ά!ƴ ƛƴŘŜǇŜƴŘŜƴǘ ōƻŀǊŘ ǎƘƻǳƭŘ ōŜ ŀǳǘƻƴƻƳƻǳǎ enough to carry out its responsibilities as mandated by the banking laws 
ǿƛǘƘƻǳǘ ǳƴŘǳŜ ƛƴǘŜǊŦŜǊŜƴŎŜέΦ 
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externally.  By 2000 there had been an increase in bank autonomy in all the ownership types. In all 

the partially privatised banks and or private banks no top managers were appointed by government; 

while only two of SOEs had broken free of the influence of government. The data show that 

privatisation seem to factor in explaining autonomy. Both complete autonomy and high influence 

from government were found in both partially and non-privatised banks in 2000. 

Table 5-6 Changes in Board and top management appointments and business Decisions making 

Name 

of 

Bank 

Decisions Board of Directors Major 

shareholders 

CEO/Exec. Committee. 

1995 2000 1995 2000 1995 2000 

 

 

SOBs 

Appointment. 0.0(0.0) 0.0(0.0) 3.0(2.0) 3.0(0.0) 0.0(0.0) 0.0(0.0) 

Loans/Investments 0.0(1.0) 0.0(2.0) 2.0(1.0) 2.0(0.0) 1.0(0.0) 1.0(0.0) 

Business Strategy 0.0(0.0) 3.0(2.0) 1.0(1.0) 0.0(0.0) 0.0(0.0) 1.0(2.0) 

Avg.  0.0(1.0) 3.0(4.0) 6.0(4.0) 5.0(0.0) 1.0(0.0) 2.0(2.0) 

 

 

FOBs 

Appointment. 4.0(2.0) 4.0(3.0) 0.0(1.0) 0.0(0.0) 0.0(0.0) 0.0(0.0) 

Loans/Investments 4.0(2.0) 4.0(3.0) 0.0(0.0) 0.0(0.0) 0.0(1.0) 0.0(0.0) 

Business Strategy 4.0(2.0) 4.0(3.0) 0.0(0.0) 0.0(0.0) 0.0(1.0) 0.0(0.0) 

Avg.  3.0(2.0) 3.0(3.0) 0.0(0.3) 0.0(0.0) 0.0(0.7) 0.0(0.0)  

  

 

PIBs  

Appointment. 3.0 4.0 1.0 1.0 1.0 0.0 

Loans/Investments 4.0 4.0 0.0 0.0 2.0 1.0 

Business Strategy 4.0 5.0 1.0 0.0 0.0 1.0 

Avg.  1.8 1.5 0.3 0.2 0.5 0.3 

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ ŘŀǘŀΦ  ϝ¢ƘŜ Řŀǘŀ ŦƻǊ ǇǊƛǾŀǘƛǎŜŘ {h.ǎ 

and FOBs in parenthesis. 

 

ii. Business Strategy and Loans Decisions 

Bureaucrats are by nature risk averse, and will therefore undertake less risk than is optimal from the 

ǘŀȄǇŀȅŜǊǎΩ Ǉƻƛƴǘ ƻŦ ǾƛŜǿΦ Lƴ ƻǊŘŜǊ ǘƻ ǇŀǊǘƛŀƭƭȅ ƳƛǘƛƎŀǘŜ ǎǳŎƘ ƻǇǇƻǊǘǳƴƛǎƳΣ ōǳǊŜŀǳŎǊŀǘǎ Ƴŀȅ ōŜ ƎƛǾŜƴ 

little autonomy in making business and loan/investment decision making.  
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In the case of loans and investment, high percentage of respondents across ownership forms 

depends heavily on the board of directors to make decision in both periods under discussion. In 

1995, state banks were under almost complete control of the MD and the ruling elite as shown by 

the strategic and loan/investment decision making authorities. In 2000, three of the five SOBS 

identified in majority shareholder or government responsible for loan decisions in 2000. 

Government continue to influence, although not in privatised banks (GCB, TBL), the non-privatised 

banks experienced no change in loan decision making over the periods. The private individual banks 

also exhibit some change in the ability of the board to act independent of the major shareholder and 

or the executive. The foreign banks maintained their position and have their decisions made 

completely independent of major shareholder (s) and or the executive.  

The result confirms that board and top management are responsible for business, loans and 

investments decisions in 2000 in across banks. Apart from appointment decisions, it indicated 

change predominantly in SOBs in decision making over the two periods. The only difference between 

the FOBs and the SOBs was that whilst the foreign ones had their boards responsible for all major 

business decisions, non-privatised SOBs think the government or the sector ministry was responsible 

for appointments and business decisions making in 1995. GCB and TBL (state-private or partially 

privatized firms), again indicate that the board was involved in their business decisions (loan) in 

2000. Bankers should make their own decisions, guided perhaps by general rules, but making 

inherently discretionary decisions like these for themselves so that one can know is entirely 

responsible for bad outcomes.97 

5.5 Changes in Management Features 

In addition to board reforms, executive and senior staff changes can bring in new management with 

ŎŀǇŀŎƛǘƛŜǎΣ ǎƪƛƭƭǎΣ ŀƴŘ ǊŜǎƻǳǊŎŜǎ ǘƘŀǘ ŀǊŜ ƳƻǊŜ ǎǳƛǘŜŘ ǘƻ ǘƘŜ ƴŜǿ ƳŀǊƪŜǘ ŜƴǾƛǊƻƴƳŜƴǘ ό5Ω{ƻǳȊŀ ŀƴŘ 

Megginson 2000). In the pre-reform era, the appointment of managers needed the approval of 

sector ministry or the MOFEP. Though pre-privatisation restructuring under FINSAP I gave banks 

more autonomy in appointment of managers at branch managerial and departmental level, very 

often appointing managers was still heavily influenced by government agencies (Mensah, 2002). 

When the actual privatisation and deregulation were implemented under FINSAPIII in 1995, an 

interesting question is whether the managers have gained more insulation from political pressures. 

                                                           
97

See Gillan, 2006 
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To address this question, managers were asked about the appointment of senior managers (branch 

managers, and departmental managers), their educational attainment, and possible affiliation to the 

government/party between 1995 and 2000.  

5.5.1  Appointment of Branch and Departmental managers 

The data on the senior management appointment follow the pattern observed at the board level. 

When the various subgroups of the ownership types were treated separately, all SOBs had less 

autonomy over managerial appointment and business decision making than those that were 

privatised SOBs for the two periods. In spite of management restructuring before 1995 the SOBs that 

were later privatised seem to have been controlled by the government, but, this quickly changes in 

2000 to resemble the situation in FOBs. This may be due to the fact that the new managers replaced 

the old government appointees. Generally speaking, the partially privatised exercised more 

autonomy than their traditional counterparts, though some degree of autonomy was experienced 

inn all SOBs. This suggests that transforming SOBs into private ownership and or control influences 

board decision making. Continues state influence may be due to the continuation of large 

shareholding and the importance of the banks to the government.  

The 1995 data shows that all SOBs had top management positions completely filled by government 

appointees or bureaucrats from sector ministries.98 The situation had changed in 2000. Unlike other 

ownership types, little difference in party membership on SOB boards. This presupposes that non-

divested SOBs are ever more likely to be exposed to political pressure through the top management 

than the privatised banks. The effectiveness of top management is related to the discretion available 

to him or her, provided effective mechanism is in place to the agency problem (Goll et al, 2008). 

Foreign banks recorded small change compared to the two others. For example, board of directors 

were largely responsible for corporate decision with no dominant owner involvement for the two 

periods. This re-iterated the fact that, the FOBs conservatively adhered to the way they managed 

during the study period and further equity acquisition from government had no significant effect. 

5.6 Change in Compensation and Evaluation schemes 

tǊƛǾŀǘƛȊŀǘƛƻƴ ƛǎ ŀƭǎƻ ŜȄǇŜŎǘŜŘ ǘƻ ŎƘŀƴƎŜ ǘƘŜ ŘƛǊŜŎǘƻǊǎΩ ƳƻƴƛǘƻǊƛƴƎ ƻŦ ƳŀƴŀƎŜǊǎΩ ōŜƘŀǾƛƻǳǊΦ ! 

ŎƻǊǇƻǊŀǘƛƻƴΩǎ ōƻŀǊŘ ƻŦ ŘƛǊŜŎǘƻǊǎ ƛǎ ƭŜƎŀƭƭȅ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ƻǾŜǊǎŜŜƛƴƎ ǘƘŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ƳŀƴŀƎŜǊǎΦ 

Before the sector deregulation and privatisation, salaries were set according to nation-wide state 

                                                           
98

 Mostly from the SSNIT, MOFEP and BOG  
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enterprise payment scheme and were graded according to seniority of the post of the employee (see 

2.7.6).  When the reforms deepened in Ghana, the system of permanent employment weakened as 

people lost their jobs (see section 2.7.4). In such circumstances, it is to be expected that, with the 

reform of state banks, pay will have to become more closely linked to individual performance and 

various pecuniary means introduced to motivate employees. 

In order to determine possible change in pecuniary and evaluation systems between 1995 and 2000, 

questions were asked on compensation schemes and evaluation system place over the period? 

 

The results on this are presented in Table 5.7 and Table 5-8 and were supplemented by data from 

ǘƘŜ ōŀƴƪǎΩ !ƴƴǳŀƭ wŜǇƻǊǘǎ ŀƴŘ .ƻD ǎƻǳǊŎŜǎΦ Table 5-7 shows that annual salaries were continued to 

be used in all ownership forms but the use of incentivised remuneration schemes have increased in 

the sector. Generally, the remuneration is largely salary and performance-bonus based for directors 

and top managers for the two periods. However, two of the SOBs indicated additional performance 

based compensation in 2000.  

 

Table 5-7 Compensation and Evaluation Schemes between 1995 and 2000 

Name 

of Bank 

Year Salaries Bonuses Evaluation/compensation schemes & policies 

Executives Managers Performances 

Bonuses 

Regular 

Evaluation 

Remuneration 

policy 

Market-linked 

reward system? 

SOBs 1995 5 5 0(1) 0(0) 0(1) 0(0) 

2000 5 5 1(2) 0(2) 0(2) 1(2) 

FOBs 1995 7 7 7(3) 4(2) 4(2) 4(2) 

2000 7 7 4(3) 4(3) 4(3) 4(3) 

PIBs 

banks 

1995 6 6 4 5 5 5 

2000 6 6 6 6 6 6 

Total 

(all) 

1995 18(100) 18(100) 16(88.9) 14(77.8) 15(83.3) 15(83.3) 

2000 26(100) 26(100) 26(100) 25(96.2) 26(100) 26(100) 

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ ŘŀǘŀΦ  ϝ¢ƘŜ Řŀǘŀ ŦƻǊ ǇǊƛǾŀǘƛǎŜŘ {h.ǎ 

and FOBs in parenthesis. 
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Both state and foreign banks predominantly pay the executives and senior managers by monthly 

salaries. Compared to before 1995, the 2000 data shows the local banks were aggressively using 

incentive based remunerations in other forms to entice skilled individuals from their opponents. The 

increase in diverse incentive schemes in 2000, might have been influenced by rise in number of 

financial organisations (six of the eight FOBs and three of the six PIBs were established within this 

period), over the period of 1995 to 2000. This might have contributed to the scramble for or 

poaching of skilled staff. The results suggest that firms alter director incentives in an effort to deal 

with the increased complexity following liberalization, such as poaching and development of staff 

carrier observed (all the banks). 

 

Again most of the private banks surveyed nevertheless responded that performance-based 

incentives are very important in their incentives for both periods. The FOBs show no changes as all 

the respondent banks indicate the presence of the evaluation and compensation schemes studied. 

Only three of the SOBs (those with private involvement) have regular evaluation, and paid according 

to market forces.  Though all banks indicate that remuneration is market based for the two periods 

compared, evaluation of executive performance varied from bank to bank. A formal mechanism for 

ŜǾŀƭǳŀǘƛƴƎ ŘƛǊŜŎǘƻǊǎΩ Ǉerformance between 1995 and 2000 seems to be operating effectively in most 

of FOBs and all PIBs and only two of the banks in public sector (SOBs). While the situation in private 

sector banks between the two periods registers no change in evaluation mechanisms in all the FOBs, 

4 of the PIBs, 2 SOBs remained unchanged at the end of 2000. These two banks are both non-

privatised SOBs. The response of the non-privatised banks, indicate that, the managers are not 

threatened by job losses in event of poor performance. 

When respondents were asked to indicate any other forms of remuneration or compensation 

schemes in the banks between the periods, several schemes were listed across banks.  These 

include; mortgages, car  loans, paid executive holidays, free fuels and maintenance, career 

development schemes (outside Ghana), transfers to group branches overseas  and house help 

services among others. The increased market and performance based reward, coupled with these 

various enticing incentives might be due to the increased number of new banks (six) and other 

financial organisation after the public sector liberalisation. The increased use of other forms of 

remuneration maybe due to pressure of the increased number of financial organisations over the 

period due to the deregulation and privatisation. The need for qualified top management and skilled 

essential staff becomes crucial to success; banks have no other choice than to incentivised staff to 

avoid pouching from others. These findings are consistent with Zingales (2000) who found that 
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attracting, motivating, and retaining talented employees and directors, is critical to the post 

privatisation success of the firm.  

The result suggests privatisation incentive-based compensation for executives increased for the 

privatised banks. In the absence of pre-1995 employment protection schemes bank compensation 

structures of the surveyed banks turn towards to the use of incentive based remuneration to align 

shareholder aƴŘ ǇǊƻŦŜǎǎƛƻƴŀƭ ƳŀƴŀƎŜǊǎΩ όŜȄŜŎǳǘƛǾŜ ŀƴŘ ƴƻƴ-executive) interests and bank 

compensation structures are becoming more like those at nonbanks (DeYoung et al, 2013). The 

increased entry of foreign investors may likely force the local banks to change their compensation 

system in order to retain the valued skilled staff. 

 

Apart from the non-privatised SOBs, most banks in 2000 evaluated managers and staff more in line 

with agreed business goals, and their rewards more linked to the results of such evaluation, than 

1995. When the reforms deepened, the system of permanent employment may be abandoned and 

contractual employment began to prevail (Cuevo and Villalonga, 2000), meanwhile pay will have to 

become more closely linked to individual performance (Firth et al, 2006). 

5.7 Change in behaviour and conduct of Top managers of the bank 

It is believed that divestment of government shares and or control in business, should make the 

banks more efficient (Guedhami et al, 2009), by removing the grabbing hands and cartels that were 

in operation before the reform.99Pre-1995 era was saddled with widespread top management 

irregularities and fraud at board and or management levels in the Ghanaian banks (Brownbridge, 

1996). As a result, privatization or divestment of control professional managers with ethical 

behaviour replaced the old deadwoods. It is expected that there will be reduction in high level 

misconducts since top management were exposed to market forces and the regulatory framework 

introduced before FINSAP II. 

 

The surveȅ ŦƛƴŘƛƴƎǎ ŀƭǎƻ ǎƘƻǿ ǘƘŀǘ ŜȄŜŎǳǘƛǾŜǎΩ ŎƻƳǇƭƛŀƴŎŜ ǎƭƛƎƘǘƭȅ ǊŜŘǳŎŜŘΣ ōǳǘ ǇǳƴƛǘƛǾŜ ƳŜŀǎǳǊŜǎ 

were still ineffective in 2000. For example Compared to pre 1995, no top managers were arrested, 

interdicted, dismissed or were forced to resign across banks. Wrongs remained generally punished 

                                                           
99

 This situation is conditional on the independence and or ability of the regulatory framework to constrain the controlling 
agents of the bank (Johnson et al, 2000). Privatisation without proper regulation and supervision can easily lead to anti-
social behaviour by bankers(Williamson, 1998).  
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across banks. Table 5-8 shows that there had not been much wrongs committed over the period in 

private banks. However, the most banks reported no change in disclosure breaches. 

 

Table 5-8 Change in Director Compliance and Conduct 

 Bank  Banking rule 

violation 

Corruption/ 

Fraud 

Disclosure 

breaches 

Arrests/ 

Prosecutions 

Termination/R

esignation 

Conviction 

Banks 1995 2000 1995 2000 1995 2000 1995 2000 1995 2000 1995 2000 

SOBs 5.0 3.0   3.0 1.0  5.0 4.0 0.0 0.0 0.0 0.0  0.0 0.0 

             

FOBs 1.0 0.0  0.0 0.0 3.0 4.0 0.0 0.0 1.0 0.0  0.0 0.0 

             

PIBs 1.0 0.0 0.0 0.0 5.0 3.0 0.0 0.0 1.0 0.0 0.0 0.0 

             

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ ŘŀǘŀΦ   

 

The period saw little changes to actions taken in SOBs for the various wrongs committed by the top 

managers of the bank over the period. Between 1995 and 2000 no executive director were arrested 

on allegations relating to violation of the Banking regulations in any of the banks. In 1995, SOBs 

reported several wrongs, none of these resulted in prosecution or termination of appointment, and 

one PIB reported wrong doing and the directors was subsequently removed. The only wrong 

recorded in the FOB category was indicated by a former SOB (SG-SSB) prior to its privatisation. 

However, the respondents report that none of the executives who stood trial for the alleged 

improprieties were convicted of any of the offences during the period. Thus, by 2000 executives 

were not held for their conducts. Whilst the finding of reduced wrong doing across banking forms 

could be partly due to divestment of control by government, the inability of the culprits in SOBs to 

be penalised raised an issue of legal and or enforcement difficulties. It is however possible that lot of 

incidents went without reporting and are treated insitu, as the Ghanaian culture frowns on washing 

dirty linen in public. 

 

The limited incident of wrong doings observed in FOBs may be due to increase monitoring by the 

new owners and the restructured board that replaced the old ones with questionable characters 

(Dyck, 2001). The inability to bring wrongdoers to book indicates the inability of government or its 

agents to regulate banks due to conflict of interest or weak regulatory framework and or properly 

enforced regulations (Arun, 2004). The continued breach in reporting or disclosure during the period 
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could be due to the inability of the central bank to enforce the law between 1995 and 2000. This 

result is in line with others who suggested that incentive for controlling agents to overlook 

regulatory infringements in the bank for the sake of political or selfish interests (Leuz et al., 2009).100 

5.8 Perceptions of the Effects of government share and control divestment on corporate 

governance of Banks 

Having discussed the results of largely factual data above on state of corporate governance, this 

section moved to analyse the opinion data to answer the effect of the reforms observed in the last 

section. Opinions are subjective, but may be more useful than factual information.101 The degree of 

change in certain rules and practices and their underlying reasons may be obtainable only by asking 

expert opinions (Nam, 2006). An opinion survey can also obtain respondents' perspectives about 

priority tasks for enhancing corporate governance (Ibid).102 

 

The opinion survey results are presented in three sub-sections. These include; (1) Effects of 

privatisation policies on ownership structure (2) effects of privatisation on organisational and Staff 

restructuring measures ; (3) effects of the 1989 regulatory framework on (i) information disclosure; 

(ii)banking rule enforcement and overall corporate governance of banks; and (iii) (Act 673) after 

2004 on  corporate governance of banks. 

5.8.1 Ownership structure and privatisation Measures. 

The objective of the section is to relate privatisation ownership structure and ownership forms to 

the privatisation policy measures adopted under the FINSAP II. Ownership restriction was relaxed 

under the FINSAP II for private share ownership up to 100 per cent103. The questions aimed at 

                                                           
100

 Privatisation has improved operations and performance (Porta and Lopez-de-Silanes, 1999), but it failed to stop the 
ΨƎǊŀōōƛƴƎ ƘŀƴŘǎΩ 5ȅŎƪ όнллмύ. 
 
101

Since the opinions by the respondents are purely subjective, the results presented in this section are not treated with 
the same weight as the factual based responses in the previous section.

 
 They are used largely to corroborate the findings 

in the previous section and to provide a general picture on how the reform (Privatisation and regulatory changes) were 
viewed to have impacted on corporate governance.  
 
102

Opinion based questions were asked in the questionnaire to establish how the changes in board composition and 
responsibilities, director compliance and liabilities, risk and disclosure requirements, bank regulation and supervision 
during the study period. 
 
103

 Deregulation of entry requirement (licensing regime), financial market development and FINSAP measures. 
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establishing how the ownership observed between 1995 and 2000 above was influenced by the 

privatisation measures implemented.104 

The result indicates that privatisation policies measures had affected the ownership structure of the 

banking sector of Ghana. Table 5-9 shows the various factors that had influence on the ownership 

observed.  

Table 5-9 Effects of privatisation on ownership structure of banks 

Banks Forms  

Rank 

Partial 

divestment 

Full 

divestment 

Establishment of 

Stock Exchange 

Licensing 

Reform 

 

SOBs  

Y+ 0 2 1 2 

Y 1 3 0 0 

0 4 0 4 4 

 

FOBs 

Y+ 1 5 3 4 

Y 0 2 1 3 

0 6 0 3 0 

 

PIBs  

Y+ 2 3 3 6 

Y 4 2 3 0 

0 0 1 0 0 

Total (all)  18 18 18 18 

Source: Authors own compilation from Survey Data. Y+ = to a large extent; Y to some extent 0 = no 

effect. 

Commonly listed measures include; divestment of government shares, licensing changes (entry 

liberalization) and Foreign Direct Investment (FDI) encouraged the involvement of private sector 

(foreign and local) in banking business.  

The private sector banks respond more positively ("large extent" or "some extent") to the factors 

that influenced the ownership structure. Privatisation (full and partial) had had very important 

effects on bank ownership in six banks that were in operation between 1995 and 2000. Strong 

positive ("large extent ") responses to the impact of FDI/licensing reforms emerged from the private 

sector 100% of the FOBs and PIBs, in contrast to about 40% of the SOBs. Stock market establishment 

contribution to the ownership structure was indicated by banks as being important. The low impact 

                                                           
104

 In this regard, the respondents were asked to express the extent to which they agree or disagree on a given statement 
from Y+ (large extent); Y (to some extent); and 0 (no effect).  
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observed might have been due to the fact that, most of the state banks were either not listed or 

earmarked for divestment on GSE. The over-all effects of privatisation observed might be due largely 

to the 1989 regulatory framework that allowed private share ownership up to 100% and the 

reluctance of government to go all out for free for all divestment. 

5.8.2 Organisational and Staff restructuring measures 

In addition to management level changes discussed in 5.4, organisational and staff changes can bring 

in new capacities, skills, and resources that are more suited to the new market environment. We 

expect that organisational structure and pre-reform large workforce of the banks will be 

streamlined; especially the rationalisation of branches and staff will be carried out. Functional 

management is also crucial to a successful business and a change, especially in management and 

middle management and or skilled staff category is often crucial for new strategic direction to be 

built and for a new culture to be introduced into the firm (section 2.7.3 ii).  Thus, reforms to the 

branch managers, key or skilled staff and closing of poorly performing branches are crucial to the 

survival of the bank.   

 

Questions were asked on appointments, employment conditions, labour lay-offs, branch closures, 

skilled staff recruitment and training between 1995 and 2000. Respondents were asked to indicate 

the extent of these organisational and staff reforms in their banks.105 

 

Out of the 18 banks in operation between 1995 and 2000, only ten indicated a change in one or 

more of the issues raised.106 The table shows extent of change in organisational and staff 

rationalisation, between 1995 and 2000, questions were asked on the closure of branches and 

redundancy of staff carried out within the period. The data indicates that privatised banks and or 

banks with private involvement reported restructuring in organisational and staff indicators studied 

between 1995 and 2000 (Table 5-10). 

 

 

 

 

 

                                                           
105

(In this regard, the respondents were asked to express the extent to which they agree or disagree on a given statement 
from Y+ (very large extent); Y (large extent); Yo (some extent); and N (no change). 
 
106

 The rest of the banks all of which are private banks (FOBs and PIBs) were excluded from the analysis. 
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Table: 5-10 Organisational Changes between 1995 and 2000 (%) 

Name of 

Bank 

Change working 

conditions 

Lay-offs  Improved   Pecuniary 

incentives 

New 

recruits 

Training Branch 

closures 

SOBs       

GCB* 
Y Y Y Y Y Y 

NIB N N Y N Y N 

ADB N N Y N Y N 

MBG* N Y Y N Y N 

TTB* Y+ Y Y Y Y+ N 

       

FOBs        

SCB* Y+ Y+ Y+ Y+ Y+ Y+ 

BBGL* 
Y N 0 

N 0 0 

SG-SSB* 
Y N 0 

N 0 Y+ 

EBG 
0 0 Y 

0 Y 0 

CAL 
0 0 Y 

0 Y 0 

Source: Authors own compilation from Survey Data. Y+ = to a large extent; Y= to some extent; 0 = no 

effect.  N= disagree; and N+= disagree totally.  *Banks with private investor involvement or 

privatised. 

 

The answer suggested that, unlike the non-privatised SOBs, the privatised ones had extensive staff 

rationalisation to reverse the pre-reform inefficiencies. For example, GCB and TTB recorded high 

restructuring measures compared to the banks with no private ownerships (NIB, ADB) between 1995 

and 2000. Apart from SG-SSB (fully privatised), all the other foreign banks to some extent 

experienced reforms in pecuniary incentives, training, and branch closures. This could be due to 

their corporate governance structures being ƳŀŘŜ ǘƻ ŎƻƴŦƻǊƳ ǘƻ ǘƘŜƛǊ ŦƻǊŜƛƎƴ ǇŀǊŜƴǘ ƎǊƻǳǇǎΩ 

standard before 1995. The new foreign banks and domestic banks disagreed or disagreed totally 

(excluded from the data). This might be due to the fact that, these banks were newly established and 

might have already adopted good practice promoted by FINSAP II.  The marked change occurred in 
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the banks with divestment of government shares between 1995 and 2000. This could have been due 

to the actions taken by the new owners and or the reconstituted board to ensure comprehensive 

organisational reforms. 

 

Table 5-10 shows that most banks agreed that that training and pecuniary incentives had increased 

between 1995 and 2000. This change could be attributed to the increase number of financial firms 

that triggered struggle for skilled staff.  The change in senior managers and skilled staff, observed in 

privatised banks was crucial for a new strategic direction to be built and for new culture to be 

introduced into the organisation. When enterprises move into new competitive environment this 

may be associated with changes in senior management, to introduce fresh blood more able to 

manage successfully in the face of new commercial pressures (Packer, 1995).  It may also cause a 

paradigm shift in work culture where old ways are exchanged for new ways of doing things (Argyris 

and Schon, 1978). Bringing new blood in at management in changing situations can re-assure new 

owners that the business run professionally. 

5.9 Changes in law and regulatory enforcement 

Privatisation is argued in section 2.7 above to have increased the severity of agency problems and 

the need for more efficient governance structures. It is therefore premised that regulatory and legal 

reforms of the banking sector would lead to increased external regulatory mechanism - increased 

regulatory and supervision (Corlin, 2006). It is believed that the reforms to the regulatory framework 

in 1990 will create a regulatory and legal environment in which the quality and effectiveness of bank 

risk management can be optimized in order to contribute to a sound and reliable banking system. 

5.9.1 Information Disclosure 

Timely disclosure of accurate information on important firm-related matters is crucial for the 

protection of shareholder rights. In the course of providing banking services, conflicts of interest 

arise often among different bank clients, between bank (insiders) and clients, and between bank and 

bank insiders (Gup, 2005).107Having written and implemented the law before the FINSAP III,one will 

expect that investors are protected through quality disclosure and robust regulatory enforcement. 

 

                                                           
107

Literature further advocates the importance of maintaining the bank's public confidence and trustworthiness by 
ensuring senior management's implementation of policies and procedures that prevent abuse of conflicts of interest 
(Polsiri, 2005). 
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The result shows that the regulatory reform placed important emphasis on content of information 

disclosed, somewhat important on accuracy of the information, but much less important on 

timeliness between 1995 and 2000. All the banks interviewed in this category either think the 

ŎƻƴǘŜƴǘ ƻŦ ǘƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ŘƛǎŎƭƻǎŜŘ ƛǎ ŘŜŀƭǘ ǿƛǘƘ ŜŦŦŜŎǘƛǾŜƭȅ ōȅ ǘƘŜ ǇǊŜǾŀƛƭƛƴƎ ƭŀǿ όά±ŜǊȅ ŜŦŦŜŎǘƛǾŜΣ 

ŜŦŦŜŎǘƛǾŜ ƻǊ ƴŜƛǘƘŜǊέύΦ ¢ƻǘŀƭ ǎŎƻǊŜǎ ǿŜǊŜ ǘƘen worked out for each of the ownership types, and the 

all the banking forms scored highest for information content (Table 5-11).108 

Table 5-11: Information Disclosure Quality of banks 

Bank forms   Accuracy timeliness content 

 

SOBs 

Y+ 0 (0) 0 (0) 4(12) 

Y 1 (2) 0(0) 1(2) 

0 4(4) 5(5) 0(0) 

     

 

FOBs 

Y+ 1(3) 0(0) 6(18) 

Y 2(4) 1(2) 1(2) 

0 4(4) 6(6) 0(0) 

     

 

PIBs 

Y+ 3(12) 1(3) 4(12) 

Y 1(6) 1(2) 1(2) 

0 2(0) 4(4) 0(0) 

     

Total (Average)  18(1.9) 18(1.2) 18(2.7) 

Source: Survey data; Scale Y+ = 3; Y= 2; and 0 = 3; aggregate scores in parentheses 

 

Accuracy was considered in-between effectiveness and ineffectiveness (1.9) out of 3.0. The 

timeliness was not dealt with effectively by the legal framework (mostly ineffective), with the lowest 

score of 1.2 out of the maximum of 3.0. However, a sizeable number of PIBs and some FOBs think 

the regulatory frame work was concerned with all the parameters concerned. This was not the case 

in SOBs, most of them did not think accuracy and timely disclosure was effectively done by the 

prevailing regulatory framework. 

                                                           
108

 Respondents ranked the impact on the scale of  (Y+ )Very effective= 3; (Y) Effective = 2; and (0) neither effective nor 
ineffective = 1  
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5.9.2 Regulatory Enforcement 

A weak enforcement of property rights led to a unique set of problems in privatized firms. Law and 

quality of its enforcement are likely to influence monitoring role played by the market (La Porta et 

al., 1998). Post privatisation monitoring by external mechanism to be higher after reform to 

regulatory mechanism prior to the sector privatisation. 

Questions 7.2.2 attempts to find out how swift banking rules or regulations were enforced between 

мффр ŀƴŘ нлллΦ ¢ƘŜ ǊŜǎǇƻƴŘŜƴǘǎΩ ƻǇƛƴƛƻƴ ǿŀǎ ŀǎƪŜŘ ƻƴ ǘƘŜ ŘŜƎǊŜŜ ǘƻ ǿƘƛŎƘ ǎŀƴŎǘƛƻƴǎ ŀǊŜ ƳŜǘ ƻǳǘ 

or swiftness of intervention of the bank of a Ghana. Table 6-18 shows the regulatory enforcement 

between 1995 and 2000. 

Table 5-12 shows that sanctions or interventions toward breaches were slowly carried out. While 

5.5 % and 16.7% of all banks ("swift or "slow") to the questions whether how swift are the rules 

implemented, such positive responses account for four of the private sector banks.  All state banks 

indicate that response to breaches had been slow. 

Table 5-12 Enforcement of banking rules 

Name of Bank   Very swift Swift slowly 

 

SOBs 

Y+ 0 0 4 

Y 0 0 1 

Y- 0 0 0 

 

FOBs 

Y+ 0 0 6 

Y 0 0 0 

Y- 0 1 0 

 

PIBs 

Y+ 0 1 2 

Y 1 0 1 

Y- 0 1 0 

Total (Avg)  1(5.5%) 3(16.7%) 14(77.8%) 

Source: Survey data 

Consistent with the effectiveness of the prevailing law, most of the respondents do not think the 

enforcement of the rules or response to breaches had been swift enough. Only four private sector 

banks think sanctions and interventions were swift. None of the SOBs responded in the positive. The 

finding shows regulatory enforcement was not uniformly done or the private sector banks depend 

heavily on their internal policies or their parent group policy on information disclosure. The inability 
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of the prevailing regulatory system to deal with the quality of information and to enforce the rules, it 

is unlikely the central bank can exert monitoring and eliminate expropriation. Property rights would 

have been protected if quality of information and enforcement of disclosure were improved. In 

similar studies, Pagano and Roell (1998) confirm that, developing countries with weak per capita 

income is generally weak.  

 

5.9.3 Impact of the prevailing regulation on corporate governance of banks 

Several cases of privatisation failure were due to lack of careful consideration for regulatory 

framework and the post privatisation failures of public banks can be linked to weak and or poor 

regulatory enforcement ( see section 2.7). 

 

To examine the effectiveness of the prevailing regulatory framework, respondents were asked to 

give their opinion on the effect of the prevailing regulatory system on bank supervision and internal 

mechanism of the bank between 1995 and 2000. The result shows that the impact of the regulation 

on corporate governance was generally weak on the scale of 0 to 5.  

The result in Table 5-14 below gave mixed responses for across ownership forms. None of the 

ǊŜǎǇƻƴŘŜƴǘǎ ƛƴŘƛŎŀǘŜŘ άbƻ ƛŘŜŀέ ƛƴ ¢ŀōƭŜǎ р-13 and 5-14. 

 

Table 5-13 presents the responses by bank on the effectiveness of the prevailing or 1989 law on 

corporate governance of banks.109 Generally, low scores were registered by the pre-1995 banks in 

regulatory enforcement and the increased overall operational environment. Thus, pre-FINSAP banks 

generally disagreed that, the 1989 banking law was effective in corporate governance of bank 

between 1995 and 2000.  Whilst PIBs gave high scores to the effect of the prevailing regulatory 

system on corporate governance, the older banks (SOBs and FOBs) responded in the negative by 

reporting low scores. 

 

 

 

 

 

 

 

                                                           
109

The question in this section asked the respondents to rank on the scale of 5 to 0. Y+ (strongly agree =5); Y (Agree = 4); Y- 
(Somewhat =3); 0 (Neither agree nor disagree =2); N (Disagree =1) and N+ (no idea=0). 
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Table 5-13: Prevailing regulatory framework and corporate governance. 

Responses Increased bank regulatory 

supervision 

Increased internal mechanism Overall  

Banking     

Environment  On-

site 

Off-

site 

rule  

enforcement 

Board 

quality 

Reduced bank 

official wrongs 

Internal        

Control 

SOBs        

Y+ 0 0 0 5 0 0 0 

Y 0 4 0 8 0 4 0 

Y- 3 9 6 6 6 3 3 

0 6 2 4 0 4 6 6 

N- 1 0 1 0 1 0 1 

Avg 2.0 3.0 3.0 3.8 2.2 2.6 2.0 

FOBs  

Y+ 0 5 5 0 0 0 0 

Y 4 8 0 4 0 4 0 

Y- 6 3 6 15 12 9 12 

0 4 2 6 2 4 4 4 

N- 1 1 1 0 1 1 1 

Avg 2.1 2.7 2.6 3.0 2.1 2.6 2.1 

PIBs  

Y+ 10 10 5 10 10 5 10 

Y 4 8 4 8 4 8 8 

Y- 6 6 6 3 3 3 3 

0 2 0 2 2 2 4 2 

N- 0 0 1 0 1 0 0 

Avg 3.7 4.0 3.0 3.8 3.3 3.3 3.8 

 

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ ŘŀǘŀΦ   

 

When the three subgroups were compared, the traditional SOBs had much lower score for the 

impact of the prevailing regulatory system on corporate governance of banks. Apart from PIBs, most 

banks did not regard the 1989 regulation as being effective in regulatory enforcement and regulating 
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internal mechanism. This presupposes that, pre-privatisation regulatory framework is not a solution 

to banking failure, unless it is enforced. Continued state influence and or lack of the necessary 

autonomy of the BoG as a supervisory agent might have underpinned the opinion of older banks 

(SOBs and FOBs).  

 

This observation also attest to the fact that, the regulators paid more attention to new private banks 

may ōŜ ǘƻ ǇǊŜǾŜƴǘ ŦǊŜŜ ƳŀƴŀƎŜǊǎ ŦǊƻƳ ŜȄǇǊƻǇǊƛŀǘƛƴƎ ŘŜǇƻǎƛǘƻǊǎΩ ŦǳƴŘǎΦ {ƛƳƛƭŀǊ ǘƻ ǇǊŜǾƛƻǳǎ ǎǘǳŘƛŜǎΣ 

SOBs are likely to be the least tightly regulated. For example, whereas a regulatory authority can 

credibly threaten a private bank with the suspension of license, such threats are immaterial when it 

comes to government banks (Mian, 2003), their hands are heavily tied up when it comes to dealing 

with SOBs(Arun and Turner, 2009). 

5.9.4 Impact of the banking law 2004 on the corporate governance of banks. 

Respondents were asked to rank their opinion on how they view the effect(s) of 2004 law (Act 673) 

on supervision; internal control, banking environment; director conduct or compliance in the bank. 

This gives an idea as to how the banking law introduced after post privatisation banking crisis has 

impacted on corporate governance.  

 

A table 5-14 present the extent of respondents believes that 2004 law is more effective in corporate 

governance of banks.110 Unlike the pre-privatisation law examined above, most of the surveyed 

banks expressed the opinion that the 2004 regulatory changes were most effective in corporate 

governance of banks. High scores were registered by the three banking types in regulatory 

enforcement and the increased overall operational environment. 
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The question in this section asked the respondents to rank on the scale of 5 to 0. Y+ (strongly agree =5); Y (Agree = 4); Y- 
(Somewhat =3); 0 (Neither agree nor disagree =2); N (Disagree =1) and N+ (no idea=0). 
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Table 5-14 Effect of regulatory and supervision reforms in 2004 on corporate governance 

Banks Increased bank regulatory 

supervision 

Increased internal mechanism Overall 

sound 

environment On-

site 

Off-

site 

Enforce-

ment 

Board 

quality 

Reduced 

official wrongs 

Internal        

Control 

SOBs        

Y+ 15 10 15 10 10 10 15 

Y 4 8 8 4 8 8 8 

Y- 3 3 0 3 0 0 0 

0 0 0 0 2 2 2 0 

N- 0 0 0 0 0 0 0 

Avg 4.4 4.2 4.6 3.8 4.0 4.0 5.4 

FOBs  

Y+ 25 20 25 5 5 10 5 

Y 16 16 12 12 12 8 12 

Y- 6 6 6 6 6 9 15 

0 2 4 4 12 16 10 10 

N- 2 2 2 2 2 2 0 

Avg 3.6 3.4 3.5 2.6 2.9 2.9 3.0 

PIBs  

Y+ 30 25 20 15 20 10 35 

Y 4 4 8 12 4 8 0 

Y- 0 3 6 0 6 9 0 

0 0 0 2 2 0 2 0 

N- 0 0 0 1 0 0 0 

Avg 4.9 4.6 3.7 4.3 4.3 4.0 5.0 

Source: !ǳǘƘƻǊΩǎ ƻǿƴ ŎƻƳǇƛƭŀǘƛƻƴ ŦǊƻƳ vǳŜǎǘƛƻƴƴŀƛǊŜ {ǳǊǾŜȅ ŘŀǘŀΦ   

 

Table 5-14 show that most banks agreed that regulatory and internal mechanism had improved 

since the changes were implemented. When all banks are considered, regarding whether the 

regulatory changes had led to increased regulatory supervision, most agreed (Y+,Y,Y-), whilst three 

banks neither agreed nor disagreed. Unlike the 1989 regulatory framework discussed in 59.3 above, 



156 
 

increased effect of the 2004 banking law on corporate governance was evidence in Table 5-14, 

suggesting an increase in regulatory supervision long after the FINSAP had been implemented. 

 

The result for the internal mechanism observed is mixed across banking forms. While the SOBs and 

PIBs registered equally higher scores (Between 3.8 -4.3 out of 5.0) for increased internal mechanism, 

FOBs registered lower values (between 2.6-2.9). This might be due to the fact that, FOBs had been 

engaging qualified individuals before the introduction on fit and proper concept of international best 

practice promulgated by the 2004 banking law. The high score for the SOBs for the post-privatisation 

also gave an insight of much more regulatory enforcement by the BoG. This is not surprising, as the 

government exercised its political will and allowed three insolvent banks including two SOBs to be 

liquidated without any further attempt to recapitalise them in 2000. While 1989 law was silent on 

ownership and BOD issues, 2004 banking Act addressed this internal mechanisms and reduced it to 

hard law enforceable in court.111 

5.10 Conclusion 

As part of general liberalisation under the FINSAP, the government deregulated the banking sector 

and privatised some of the public banks and put others up for sale between 1995 and 2000 (FINSAP 

III). By studying the changes in ownership, BOD, management and compensation in the banks, this 

chapter had presented the preliminary assessment of the effects of the public banking sector 

privatisation on corporate governance of banks. The government and the central bank adopted a 

gradual and strategic privatisation method. The 1989 regulatory framework deregulates the 

ownership of shares in the banking organisation, making it possible for the private sector to 

potentially own up to 100 per cent in shares. Between 1995 and 2000, up to six banks had been 

divested fully or partially. It was found from the study that this approach resulted in high 

concentration of banks in the hands of the various ownership forms.  Government shares in the 

privatised banks were acquired by foreign investors, who are more likely to monitor and evaluate 

their investment.  

 

The chapter highlighted a high concentration of shareholding by the sponsors across the three 

ownership types before and after privatisation. Whilst this chapter indicates concentration of private 

ownership over time, it also shows that on average, privatization results in control relinquishment by 

the government. The dominant shareholders within the banks indicate a high degree of ownership 
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 Refer to section 4.5.1 discussed earlier. However, there is no corporate governance code for the banking 

sector of Ghana. 
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concentration by the largest shareholder regardless of ownership type. The differences in the largest 

shareholders are only in the identity of the largest shareholder. These investors were the 

government in the case of state banks, foreign investors in foreign banks and institutional investors 

in the case of private indigenous banks. The widespread concentration of ownership across banks is 

mostly due to the privatisation method adopted coupled with the deregulation measures that 

allowed for bank ownership up to 100% by reputable institutions. 

 

Generally speaking, there seem to be signs that progress has been made by banks in introducing 

more business-profit oriented practices. Firms now seem to put a higher priority on market oriented 

objectives than they were in 1995. They also enjoy greater autonomy when appointing or dismissing 

managers and staff. They also have the discretion on the compensation package of the BOD and 

management. The sector-wide privatization also appeared to have helped in fixing the incentives of 

the managers and other skilled workers. Monetary incentives after privatization become stronger in 

both compensation and pay-performance sensitivity of managers. Unlike in pre-1995 era firms, 

managers in liberalised environment do face the threat of dismissal if they under perform. On the 

issue of compensation, all banks adopted incentive based remuneration in addition to the annual 

salary system to attract and maintain qualified individuals in the banks. More banks, especially the 

state owned banks adopt different bonus and incentive schemes between 1995 and 2000. But most 

SOBs indicate this is not based on performance, but to keep staff from being pouched by other 

banks. Evaluation of senior staff performance was wide spread in the foreign banks, followed by the 

domestic private banks. Apart from the listed state banks (GCB), all the others do some form of 

evaluation but for promotional reasons rather than performance improvement.  

 

Evidence from the questionnaire survey further suggests that while the fully owned SOBs were 

intended to provide improved conditions for market oriented behaviour, the changes do not appear 

to have been sufficient to lead to greatly changed behaviour in SOBs in complete state hands. The 

partially owned banks have much more convincing changes in corporate governance practices. The 

result shows that effective corporate governance structures are critical to promoting organizational 

outcomes. It has also been noted that the few directors were either arrested or forced to resign for 

corporate governance violations across banks. The results also indicate that none of the directors 

who were arrested were convicted on any of the charges in the two periods studied. The results 

have also highlighted the prevalence of loans to the board in 1995 and a reduction in 2000. It has 

also been observed that local banks, particularly private indigenous banks were largely affected by 

the related party transactions over the study period. The opinion based responses on board features 
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have also supported these findings, suggesting that autonomy increased between 1995 and 2000 

due to the reforms introduced. 

 

Unlike the 1989 regulatory framework, most banks indicate that the 2004 banking Act had been 

effective in curbing top management misconduct and enhanced their compliance to the rules of the 

game. They generally agreed that the post privatisation regulatory reforms have had a positive effect 

on these measures. Thus, the banking law of 2004 appeared to have prevented expropriation or 

grabbing hands of the controlling agents of the banks that survived the post privatisation failures.  

 

The result of the questionnaire survey need to be treated with some caution, considering that the 

sector privatisation happened long ago, it is likely information given may not quite represent what 

pertained about 15 years ago. In spite of 100% response rate, the findings of the questionnaire 

survey need to be assessed against other evidence. To this end in-depth case studies were 

undertaken in six selected banks established before the sector privatisation based on interviews and 

branch and central bank data. The result is reported in the following three chapters. Chapter six 

looks at SOBs; chapter 7 discusses the answers from the FOBs; and chapter 8 compare the 

ownership forms and summarised the findings. 
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Chapter Six: Corporate Governance practices in Banks with 

government residual ownership established before FINSAP 

6.1 Introduction 

¢ƘŜ ǉǳŜǎǘƛƻƴƴŀƛǊŜ ǎǳǊǾŜȅ ŎƘŀǇǘŜǊ ǇǊŜǎŜƴǘŜŘ ŀ ōǊƻŀŘ ǇƛŎǘǳǊŜ ƻŦ ǘƘŜ ƻǿƴŜǊǎƘƛǇ ǎǘǊǳŎǘǳǊŜǎ ŀƴŘ 

ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎ ƛƴ ǘƘŜ DƘŀƴŀƛŀƴ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ /ƘŀǇǘŜǊǎ 

ǎƛȄ ŀƴŘ ǎŜǾŜƴ ǳǎŜ ŎŀǎŜ ǎǘǳŘƛŜǎ ƛƴ ǎŜƭŜŎǘŜŘ ōŀƴƪǎ ǘƻ ŜȄǇƭƻǊŜ ǘƘŜ ƛƳǇŀŎǘ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ƻŦ DƘŀƴŀΩǎ 

ǊŜǎƛŘǳŀƭ ƻǿƴŜǊǎƘƛǇ ƻƴ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ ōŀƴƪǎ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ !ŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ 

ǘƘŜƻǊŜǘƛŎŀƭ ŦǊŀƳŜǿƻǊƪ ŘƛǎŎǳǎǎŜŘ ƛƴ /ƘŀǇǘŜǊ оΣ ǘƘŜ ŜȄǘŜƴǘǎ ƻŦ ǊŜǎƛŘǳŀƭ ƎƻǾŜǊƴƳŜƴǘ ƻǿƴŜǊǎƘƛǇ ŀŦŦŜŎǘ 

ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ ōŀƴƪǎ ŘƛŦŦŜǊŜƴǘƭȅ ŦǊƻƳ ǘƘƻǎŜ ƛƴ ǇǊƛǾŀǘŜ ƘŀƴŘǎ ƻǊ Ŧǳƭƭȅ ŘƛǾŜǎǘŜŘΦ {ƛƳƛƭŀǊƭȅΣ ǘƘŜ 

ŎƻƴŘǳŎǘΣ ōŜƘŀǾƛƻǳǊ ŀƴŘ ƻǊ ƎǊŀōōƛƴƎ ƘŀƴŘǎ ƻŦ ǘƘŜ ǇƭŀȅŜǊǎ ƻǊ ǎǘŀƪŜƘƻƭŘŜǊǎ ƛƴ ǘƘŜ ōŀƴƪƛƴƎ ƛƴŘǳǎǘǊȅ Ƴŀȅ 

ōŜ ǎƘŀǇŜŘ ōȅ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ǎȅǎǘŜƳ ƛƴ ǿƘƛŎƘ ǘƘŜȅ ŜȄƛǎǘ ŀƴŘ ƛƴ ǊŜŀŎǘƛƻƴ ǘƻ ǘƘŜ ŎƻƴǎǘǊŀƛƴǘǎ ŀƴŘ 

ƛƴŎŜƴǘƛǾŜǎ ǘƘŜȅ ŦŀŎŜΦ 

 

Lƴ ǘƻǘŀƭΣ ŦƛǾŜ ŎŀǎŜ ǎǘǳŘƛŜǎ ŀǊŜ ŀƴŀƭȅǎŜŘΦ ¢ƘŜȅ ŀǊŜ ƎǊƻǳǇŜŘ ƛƴǘƻ ǘǿƻ ŎŀǘŜƎƻǊƛŜǎ ōŀǎŜŘ ƻƴ ǿƘŜǘƘŜǊ ǘƘŜ 

ōŀƴƪǎ ŀǊŜ ƛƴ ǘƘŜ ƘŀƴŘǎ ƻŦ ǘƘŜ ǎǘŀǘŜ ƻǊ ƛƴ ŦƻǊŜƛƎƴ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ƛƴǾŜǎǘƻǊǎ ōŜŦƻǊŜ CLb{!t LL ƻǊ ōŜǘǿŜŜƴ 

мффр ŀƴŘ нлллΦ ¢Ƙƛǎ ŎƘŀǇǘŜǊ ŀƴŀƭȅǎŜǎ ǘǿƻ ŎŀǎŜǎ ƻŦ ōŀƴƪǎ ǿƛǘƘ ǊŜǎƛŘǳŀƭ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇ όǇŀǊǘƛŀƭƭȅ ƻǊ 

ŎŀǇƛǘŀƭƛǎŜŘύ112Φ /ƘŀǇǘŜǊ ǎŜǾŜƴ ǇǊŜǎŜƴǘǎ ŜǾƛŘŜƴŎŜ ŦǊƻƳ ŀƴƻǘƘŜǊ ƎǊƻǳǇ ƻŦ ǘƘǊŜŜ ōŀƴƪǎΣ ǿƘƛŎƘ ŀǊŜ ŜƛǘƘŜǊ 

Ŧǳƭƭȅ ǇǊƛǾŀǘƛǎŜŘ ŦƻǊƳŜǊ ǎǘŀǘŜ ōŀƴƪǎ ƻǊ ǘǊŀŘƛǘƛƻƴŀƭ ŦƻǊŜƛƎƴ ōŀƴƪǎ ǘƘŀǘ ōǳȅ-ƻǳǘ ǎǘŀƪŜǎ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ƛƴ 

ǘƘŜƳΦ /ƘŀǇǘŜǊ у ŎƻƴŎƭǳŘŜǎ ǘƘŜ ŎŀǎŜ ǎǘǳŘȅ ŀƴŀƭȅǎƛǎ ōȅ ƳŀƪƛƴƎ ŀ ŎƻƳǇŀǊŀǘƛǾŜ ŀƴŀƭȅǎƛǎ ƻŦ ǘƘŜ ōŀƴƪǎ ƛƴ 

ǘƘŜǎŜ ǘǿƻ ƎǊƻǳǇǎ ό! ŀƴŘ .ύΦ 

 

¢ƘŜ ǊŜǎǘ ƻŦ ǘƘƛǎ ŎƘŀǇǘŜǊ ŜȄŀƳƛƴŜǎ {h.ǎ ƛƴ DǊƻǳǇ !Σ ƴŀƳŜƭȅ /hht ŀƴŘ D/.Φ Lƴ ǎƻ ŘƻƛƴƎ ǘƘŜ ǊŜƳŀƛƴƛƴƎ 

ǎŜŎǘƛƻƴ ŀŘŘǊŜǎǎŜǎ ǊŜǎŜŀǊŎƘ ǉǳŜǎǘƛƻƴΣ ǿƘƛŎƘ ƭŀǊƎŜƭȅ ŜȄŀƳƛƴŜ ǘƘŜ ŜŦŦŜŎǘ ƻŦ ǘƘŜ Ŏƻƴǘƛƴǳƻǳǎ ǎǘŀǘŜ 

ƻǿƴŜǊǎƘƛǇ ƻŦ ōŀƴƪǎ ƻƴ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜΦ ¢ƘŜ ŦƛǊǎǘ ŎŀǎŜ ƛǎ /hht ƭƛǉǳƛŘŀǘŜŘ ǘƻƎŜǘƘŜǊ ǿƛǘƘ ǘƘŜ 

.ŀƴƪ ŦƻǊ IƻǳǎƛƴƎ ŀƴŘ /ƻƴǎǘǊǳŎǘƛƻƴ ό.I/ύ ƛƴ нллл ŀŦǘŜǊ ƛǘǎ ŎŀǇƛǘŀƭƛǎŀǘƛƻƴΦ ¢Ƙƛǎ ƎǊƻǳǇ ƻŦ ŎŀǎŜǎ ŀƭǎƻ 

ƛƴǾŜǎǘƛƎŀǘŜǎ ǘƘŜ ŜŦŦŜŎǘǎ ƻŦ ǘƘŜ Ŏƻƴǘƛƴǳƻǳǎ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇ ƻƴ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƻŦ ōŀƴƪǎ ƛƴ 

DƘŀƴŀΦ Under state ownership the government is both the owner and the regulator of assets, 

leading to a potential conflict of interest. State ownership is also associated with disincentives of 

agents to monitor and evaluate management effectively as ƎƻǾŜǊƴƳŜƴǘ ƻŦŦƛŎƛŀƭǎ ƳŀȄƛƳƛȊŜ ǘƘŜƛǊ ƻǿƴ 
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ƳŀƪŜ ǘƘŜƳ ƳƻǊŜ ŀǘǘǊŀŎǘƛǾŜ ŦƻǊ ǇǊƛǾŀǘŜ ŀŎǉǳƛǎƛǘƛƻƴ ƻǊ ŦƻǊŜƛƎƴ ŘƛǊŜŎǘ ƛƴǾŜǎǘƳŜƴǘ όC5LύΦ 
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ǳǘƛƭƛǘȅ ǿƘƛŎƘ ƛǎ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǇǊƻŦƛǘ ƳŀȄƛƳƛȊŀǘƛƻƴ ƻŦ ǘƘŜ ŦƛǊƳ όMiranda and Lerner, 

1995ύΦ ¢Ƙƛǎ ǇǊƻōƭŜƳ ōŜŎƻƳŜǎ ŦǳǊǘƘŜǊ ŀƎƎǊŀǾŀǘŜŘ ǿƘŜƴ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƛǘǎŜƭŦ ŎƘŀƴƎŜǎ ǘƘŜ ŦƛǊƳǎΩ 

ƻōƧŜŎǘƛǾŜǎ ŦǊŜǉǳŜƴǘƭȅ ǘƻ ŀŎŎƻƳƳƻŘŀǘŜ ǘƘŜ ƛƴǘŜǊŜǎǘǎ ƻŦ ŘƛŦŦŜǊŜƴǘ ǇǊŜǎǎǳǊŜ ƎǊƻǳǇǎ όLōƛŘύΦ ¢ƘƻǳƎƘ ǎƻƳŜ 

ŦŀƛƭŜŘ ǘƻ ǇǊƻǾŜ ƛǘΣ ƎƻǾŜǊƴƳŜƴǘ ƻǿƴŜǊǎƘƛǇ ƻŦ ōŀƴƪǎ ƛƴŎǊŜŀǎŜǎ ǘƘŜ ƭƛƪŜƭƛƘƻƻŘ ƻŦ ōŀƴƪƛƴƎ ŎǊƛǎŜǎ ƛƴ ŦƛǊƳǎΦ 

¢ƘŜ ŎƘŀƴƎŜǎ ƛƴ ǘƘŜ ǇŜǊŎŜƴǘŀƎŜ ƻŦ ǘƘŜ ōŀƴƪƛƴƎ ǎƘŀǊŜǎ ƘŜƭŘ ōȅ ƎƻǾŜǊƴƳŜƴǘ ƛƴ ōŀƴƪǎ ŀǇǇǊƻȄƛƳŀǘŜǎ ǘƘŜ 

ŎŀǳǎŜ ƻŦ ŎǊƛǎƛǎ ό/ǳƭƭ Ŝǘ ŀƭΦ нллнύΦ 

6.2 The Case of Cooperative of Ghana 

/hht ǿŀǎ ǊŜŎŀǇƛǘŀƭƛǎŜŘ ŀƴŘ ŎƻǊǇƻǊŀǘƛǎŜŘ ǿƛǘƘ ǘƘŜ ǾƛŜǿ ƻŦ ƳŀƪƛƴƎ ƛǘ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ 

ǎŜŎǘƻǊ ǿƛŘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŘǊƛǾŜ ǿƛǘƘ ǘƘŜ ƘŜƭǇ ƻŦ ŀ ǎŜƭŜŎǘŜŘ ƭƻŎŀƭ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎΦ !ǎ ŘƛǎŎǳǎǎŜŘ ƛƴ 

ǎŜŎǘƛƻƴ нΦтΣ ƭƻŎŀƭ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ƛƴǾŜǎǘƻǊǎ Ǉƭŀȅ ŀ ōŜǘǘŜǊ ǊƻƭŜ ƛƴ ŀŘǾƻŎŀǘƛƴƎ ōŜǘǘŜǊ ŦƛǊƳ-ƭŜǾŜƭ ƎƻǾŜǊƴŀƴŎŜ 

ǘƘŀƴ ǘƘŜ ƻǊƛƎƛƴŀƭ {h.ǎΣ ōǳǘ ŀǊŜ Ŝǉǳŀƭƭȅ ǎǳǎŎŜǇǘƛōƭŜ ǘƻ ǇƻƭƛǘƛŎŀƭ ŀƎŜƴǘǎ ŀƴŘ Ƴŀȅ ƭŀŎƪ ǘƘŜ ǊŜǎƻǳǊŎŜǎ ŀƴŘ 

ƪƴƻǿƭŜŘƎŜ ǘƻ ƳƻƴƛǘƻǊ ƳŀƴŀƎŜƳŜƴǘΦ It is important to consider a traditional state owned bank with 

local institutional involvement alongside the predominant SOB that partially divested on the stock 

exchange in analysing corporate governance differences in the banking sector. 

6.2.1 Background of the Co-operative bank 

/ƻƻǇŜǊŀǘƛǾŜ .ŀƴƪ ό/hhtύ ǿŀǎ ƭƛŎŜƴǎŜŘ ƛƴ мфтрΣ ǘǿŜƴǘȅ-ǎŜǾŜƴ ȅŜŀǊǎ ŀŦǘŜǊ ƛǘ ƘŀŘ ƻǇŜǊŀǘŜŘ ŀǎ ŀ Ŏƻ-

ƻǇŜǊŀǘƛǾŜ ǎƻŎƛŜǘȅ Ƴŀƛƴƭȅ ƛƴ ǘƘŜ ŎƻŎƻŀ ƎǊƻǿƛƴƎ ŀǊŜŀǎΦ Lǘ ƘŀŘ ƛǘǎ ƎŜƴŜǎƛǎ ƛƴ ǘƘŜ DƻƭŘ /ƻŀǎǘ /ƻ-

ƻǇŜǊŀǘƛǾŜ .ŀƴƪΣ ǿƘƛŎƘ ǿŀǎ ŜǎǘŀōƭƛǎƘŜŘ ōȅ ǘƘŜ !ǎǎƻŎƛŀǘƛƻƴ ƻŦ /ƻŎƻŀ /ƻ-ƻǇŜǊŀǘƛǾŜ {ƻŎƛŜǘƛŜǎ ƛƴ мфпуΦ 

Lǘǎ Ƴŀƛƴ ƻōƧŜŎǘƛǾŜ ǿŀǎ ŘŜǇƻǎƛǘ ƳƻōƛƭƛȊŀǘƛƻƴ ŀƴŘ ŦƛƴŀƴŎƛƴƎ ŎƻŎƻŀ ǇǳǊŎƘŀǎŜǎ ōȅ ǘƘŜ Ŏƻ-ƻǇŜǊŀǘƛǾŜǎΦ 

¢Ƙƛǎ ōŀƴƪ ǿŀǎ ŎƭƻǎŜŘ Řƻǿƴ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƛƴ мфсм ŦƻǊ ǇƻƭƛǘƛŎŀƭ ǊŜŀǎƻƴǎΣ ŀƴŘ ƛǘǎ ŀŦŦŀƛǊǎ ǿŜǊŜ 

ǘŀƪŜƴ ƻǾŜǊ ōȅ ǘƘŜ DƘŀƴŀ /ƻƳƳŜǊŎƛŀƭ .ŀƴƪΦ Lƴ мфтоΣ ƛǘ ǿŀǎ ǊŜǾƛǾŜŘ ōǳǘ ƛǘ ōŜƎŀƴ ƻǇŜǊŀǘƛƻƴǎ ƻƴƭȅ ƛƴ 

мфтрΦ /ƻ-ƻǇ ǿŀǎ ŦƻǳƴŘŜŘ ƛƴ DƘŀƴŀ ƛƴ мфтп ōȅ ǘƘŜ wŜƎƛǎǘǊŀǊ ƻŦ /ƻ-ƻǇŜǊŀǘƛǾŜǎ ƛƴǎǘƛǘǳǘŜŘ ōȅ ǘƘŜ /ƻ-

ƻǇŜǊŀǘƛǾŜ {ƻŎƛŜǘƛŜǎ 5ŜŎǊŜŜ мфсу b[/5 нрнΦ Lǘ ƎŀƛƴŜŘ ŀ ƭƛƳƛǘŜŘ ƭƛŀōƛƭƛǘȅ ŎƻƳǇŀƴȅ ǎǘŀǘǳǎ ƛƴ мффн ŀǎ 

ǇŀǊǘ ƻŦ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ ƭƛōŜǊŀƭƛȊŀǘƛƻƴΦ ¢ƘŜ ƻǿƴŜǊǎ ƻŦ /ƻ-ƻǇ ǿŜǊŜ ǘƘŜ DƘŀƴŀ DƻǾŜǊƴƳŜƴǘΣ ǘƘŜ 

{ƻŎƛŀƭ {ŜŎǳǊƛǘȅ ŀƴŘ bŀǘƛƻƴŀƭ LƴǎǳǊŀƴŎŜ ¢Ǌǳǎǘ ό{{bL¢ύΣ ǘƘŜ {ǘŀǘŜ LƴǎǳǊŀƴŎŜ /ƻƳǇŀƴȅ ό{L/ύΣ /ƻ-

ƻǇŜǊŀǘƛǾŜ ƻǊƎŀƴƛȊŀǘƛƻƴǎ ŀƴŘ ǎƻƳŜ ƛƴŘƛǾƛŘǳŀƭǎΦ 

6.2.2 Change in Ownership structure 

¢ƘŜ ōŀƴƪ ǿŀǎ ǇǊŜŘƻƳƛƴŀƴǘƭȅ ƻǿƴŜŘ ōȅ ŦŜǿ ǇǳōƭƛŎ ŀƴŘ ǇǊƛǾŀǘŜ ƭƻŎŀƭ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎΣ ǿƛǘƘ ƭŜǎǎ 

ǘƘŀƴ нл ǇŜǊŎŜƴǘ ƛƴ ǘƘŜ ƘŀƴŘǎ ƻŦ ǘƘŜ ŎƻƻǇŜǊŀǘƛǾŜǎ ŀŦǘŜǊ ƛǘǎ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ tǊƛƻǊ ǘƻ ƛǘǎ ǊŜŎŀǇƛǘŀƭƛǎŀǘƛƻƴ 

ŀƴŘ ŎƻǊǇƻǊŀǘƛǎŀǘƛƻƴΣ ǘƘŜ ǇƻƻǊ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ ǇǊŜŎƛǇƛǘŀǘŜŘ ǘƘŜ ǎǘŀǘŜ ŘƛǾŜǎǘƳŜƴǘ ƻŦ ǎǘŀǘŜ ǎƘŀǊŜǎ ŀƴŘ 



161 
 

ŎƻƴǘǊƻƭΦ Lƴ мфус ŀ ǎƘŀǊŜ Ŧƭƻǘŀǘƛƻƴ ǿƛǘƘ ŀ ǘŀǊƎŜǘ ƻŦ Ϲрлл Ƴƛƭƭƛƻƴ ȅƛŜƭŘŜŘ ƻƴƭȅ Ϲмор ƳƛƭƭƛƻƴΦ Lǘ ŎƻǳƭŘ ƴƻǘ 

ƳŜŜǘ ǘƘŜ ǎǘŀǘǳǘƻǊȅ ŎŀǇƛǘŀƭ ǊŜǉǳƛǊŜƳŜƴǘ ƻŦ с҈ ƻŦ Ǌƛǎƪ-ǊŀǘŜŘ ŀǎǎŜǘǎ ǎŜǘ ōȅ ǘƘŜ .hD ŘǳǊƛƴƎ мфуу ŀƴŘ 

мфуфΦ ¢ƘŜ ōŀƴƪ ǿŀǎ ǘƘŜƴ ǊŜƳƻǾŜŘ ŦǊƻƳ ǘƘŜ .ŀƴƪ /ƭŜŀǊƛƴƎ IƻǳǎŜ {ȅǎǘŜƳ ōŜŎŀǳǎŜ ƻŦ ƭƛǉǳƛŘƛǘȅ 

ǇǊƻōƭŜƳǎΣ ǎƻ ƛǘ ŀǊǊŀƴƎŜŘ ǘƻ ŎƭŜŀǊ ƛǘǎ ŎƘŜǉǳŜǎ ǘƘǊƻǳƎƘ ǘƘŜ b{/. ōŜǘǿŜŜƴ мфуф ŀƴŘ мффнΦ ¢ƘŜ .ŀƴƪ ƻŦ 

DƘŀƴŀ ǎǳǎǇŜƴŘŜŘ ƻǇŜǊŀǘƛƻƴǎ ƻŦ ǘƘŜ ōŀƴƪ ƻƴ ǘƘŜ олǘƘ WǳƴŜ мффн ŦƻǊ ǘǿƻ ǿŜŜƪǎΣ ŘǳǊƛƴƎ ǿƘƛŎƘ ǘƘŜ 

ƻǿƴŜǊǎƘƛǇ ǎǘǊǳŎǘǳǊŜ ǿŀǎ ŎƘŀƴƎŜŘ ŀƴŘ ƛǘǎ ƭŜƎŀƭ ǎǘŀǘǳǎ ŎƘŀƴƎŜŘ ƛƴǘƻ ŀ ƭƛƳƛǘŜŘ ƭƛŀōƛƭƛǘȅ ŎƻƳǇŀƴȅ όŦǊƻƳ 

Ŏƻ-ƻǇŜǊŀǘƛǾŜ ƻǿƴŜǊǎƘƛǇύΦ ¢ƘŜ ōŀƴƪ ǿŀǎ ǊŜŎŀǇƛǘŀƭƛǎŜŘ ōȅ ǘƘŜ ōŀƴƪ ƻŦ DƘŀƴŀ ό.ƻDύΣ {ǘŀǘŜ ǎŜŎǳǊƛǘȅ ŀƴŘ 

bŀǘƛƻƴŀƭ LƴǎǳǊŀƴŎŜ ¢Ǌǳǎǘ ό{{bL¢ύ ŀƴŘ {ǘŀǘŜ LƴǎǳǊŀƴŎŜ /ƻǊǇƻǊŀǘƛƻƴ ό{L/ύΣ ŘƛƭǳǘƛƴƎ ǘƘŜ ƘƻƭŘƛƴƎǎ ƻŦ ǘƘŜ 

ŎƻƻǇŜǊŀǘƛǾŜǎ ŀƴŘ ƻǘƘŜǊ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ǎƘŀǊŜƘƻƭŘŜǊǎΦ !ǎ ŀǘ мффтΣ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ Ŝǉǳƛǘȅ ǘƘǊƻǳƎƘ ǘƘŜǎŜ 

ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎ ǊƻǎŜ ǘƻ ум ǇŜǊŎŜƴǘΣ ǿƛǘƘ ǘƘŜ ǊŜƳŀƛƴƛƴƎ мф҈ ƛƴ ǘƘŜ ƘŀƴŘǎ ƻŦ ŎƻƻǇŜǊŀǘƛǾŜ ƳŜƳōŜǊǎΦ 

¢ƘŜ Ŝǉǳƛǘȅ Řƛƭǳǘƛƻƴ ōȅ ǘƘŜǎŜ ǎǘŀǘŜ ƛƴǎǘƛǘǳǘƛƻƴǎ ǊŜ-ŜƴŦƻǊŎŜ ǎǘŀǘŜ ƎǊƛǇ ƻƴ ǘƘŜ ōŀƴƪΣ ǎƛƴŎŜ ƛǘ ŀǇǇƻƛƴǘǎ ǘƘŜ 

ŘƛǊŜŎǘƻǊǎ ǘƻ ǘƘŜ ōƻŀǊŘΦ 9ǾƛŘŜƴŎŜ ǎǳƎƎŜǎǘǎ ǘƘŀǘ /hht ǿŀǎ ƻǿƴŜŘ ƭŀǊƎŜƭȅ ōȅ {{bL¢Σ ƳŀƪƛƴƎ ƛǘ ƳƻǊŜ ƻŦ 

ŀƴ {h.Φ Local institutions such as these maybe hampered in their monitoring efforts because the 

information asymmetry and monitoring problems due to resources and expertise constraints.113 

Local Institutional owners may have previous business relationships with the banks and render them 

ineffective monitors (see section 2.7.2). 

! ŦƻǊƳŜǊ ŜȄŜŎǳǘƛǾŜ ƻŦ ǘƘŜ ōŀƴƪ όDJKAύ ƻōǎŜǊǾŜŘ ǘƘŀǘΣ ǘƘŜ ōŀƴƪΩǎ ƻǿƴŜǊǎƘƛǇ ǎǘǊǳŎǘǳǊŜ ǘȅǇƛŦƛŜŘ ŀ ǎǘŀǘŜ 

ƻǿƴŜŘ ōǳǎƛƴŜǎǎ ŀǎ ǘƘŜ Ƴŀƛƴ ǎƘŀǊŜƘƻƭŘŜǊǎ ƻŦ ǘƘŜ ōŀƴƪ ǿŜǊŜ ǎǘŀǘŜ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎΦ !ŎŎƻǊŘƛƴƎ ǘƻ 

ƘƛƳΣ ǘƘŜ ōŀƴƪ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŀƴŘ ŎƘŀƴƎŜ ƛƴ Ŝǉǳƛǘȅ Ǉƻǎƛǘƛƻƴ ŘƛŘ ƴƻǘ ŎƘŀƴƎŜ ŎƻƴǘǊƻƭ ǎǘǊǳŎǘǳǊŜ ǿƛǘƘ ǘƘŜ 

ƎƻǾŜǊƴƳŜƴǘ ǎǘƛƭƭ ƘƻƭŘƛƴƎ ŎƭƻǎŜ ǘƻ ул҈ ƻŦ Ŝǉǳƛǘȅ ǘƘǊƻǳƎƘ ƛǘǎ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎΦ ¢ƘŜ ƻƴƭȅ ŎƘŀƴƎŜ ƘŜ 

ƛƴŘƛŎŀǘŜŘ ǿŀǎ ǘƘŜ ŀǇǇƻƛƴǘƳŜƴǘ ƻŦ ƳƻǊŜ ōǳǊŜŀǳŎǊŀǘǎ ŦǊƻƳ ǘƘŜ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎ ŀƴŘ ǊŜŘǳŎŜŘ 

ƴǳƳōŜǊ ƻŦ ǘƘŜ ǇǊƻŦŜǎǎƛƻƴŀƭ ǇƻƭƛǘƛŎƛŀƴǎ ƻƴ ǘƘŜ ōƻŀǊŘΦ IŜ ǊŜƎǊŜǘǘŀōƭȅ ǊŜŎƻǳƴǘŜŘ ǘƘŜ Ŏƻƴǘƛƴǳƻǳǎ 

Ŏƻƭƭǳǎƛƻƴ ōŜǘǿŜŜƴ ǘƘŜ ōƻŀǊŘ ŀƴŘ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ aŀƴŀƎƛƴƎ 

5ƛǊŜŎǘƻǊ ƘŀŘ ǳƭǘƛƳŀǘŜ ŎƻƴǘǊƻƭ ƻŦ ǘƘŜ ōŀƴƪ ōǳǘ ǳǎŜŘ ǘƘŜ ōƻŀǊŘ ǘƻ ǊǳōōŜǊ ǎǘŀƳǇ Ƙƛǎ ŘŜŎƛǎƛƻƴǎΦ DJKA 

ǊŜŦŜǊǊŜŘ ǘƻ ǘƘƛǎ ǇŀǊǘƴŜǊǎƘƛǇ ŀǎ ΨǎŎǊŀǘŎƘ Ƴȅ ōŀŎƪΩΦ  ¢ƘŜ ƻƴǎƛǘŜ ŜȄŀƳƛƴŀǘƛƻƴǎ ōȅ ǘƘŜ .{5 ōŜǘǿŜŜƴ мффр 

ŀƴŘ нллл ǊŜǾŜŀƭŜŘ ǎŜǊƛƻǳǎ ƛƴǎƛŘŜǊ ǘǊŀŘƛƴƎΣ ŜȄǘǊŜƳŜƭȅ ǇƻƻǊ-ƭŜƴŘƛƴƎ ǇǊŀŎǘƛŎŜǎΣ ŀƴŘ ǾŜǊȅ ǿŜŀƪ ŎǊŜŘƛǘ 

ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ŀƴŘ Ǌƛǎƪ ƳŀƴŀƎŜƳŜƴǘ ǎȅǎǘŜƳ ǇǊƻōƭŜƳǎ ǿƘƛŎƘ ǿŜǊŜ ŀƭǎƻ ŘƛǎŎƻǾŜǊŜŘ ŀǘ /hhtΦ Lƴ ǘƘƛǎ 

ŎƻƴŎƭǳǎƛƻƴΣ ƛǘ ŀǇǇŜŀǊǎ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪΩǎ ƛƴŀōƛƭƛǘȅ ǘƻ ƘƛƎƘƭƛƎƘǘ aŀƴŀƎƛƴƎ 5ƛǊŜŎǘƻǊΩǎ ƛƴŀŘŜǉǳŀŎƛŜǎ ŘǳŜ 

ǘƻ Ƙƛǎ ŀŦŦƛƭƛŀǘƛƻƴ ǘƻ ǊŀƴƪƛƴƎ ǇƻƭƛǘƛŎŀƭ ŦƛƎǳǊŜǎ ƛƴ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΦ  

                                                           
113
¢ƘŜ ŎƻƴǘǊƻƭƭƛƴƎ ŀƎŜƴǘǎ ǇƻǘŜƴǘƛŀƭƭȅ ŀƴŘ ǇǊŀŎǘƛŎŀƭƭȅ ŎƻǳƭŘ ŜȄǇƭƻƛǘ ǘƘŜ ŘƻƳƛƴŀƴǘ ƻǿƴŜǊ ǎƛǘǳŀǘƛƻƴ ǘƻ ǳƴŘŜǊǘŀƪŜ Ǌƛǎƪȅ ŀŎǘƛǾƛǘƛŜǎΣ 
ǿƘƛƭǎǘ ƻǘƘŜǊ ǎǘŀƪŜƘƻƭŘŜǊǎ ǎƘŀǊŜ ǘƘŜ Ŏƻǎǘ όaŜƘǊŀƴ ŀƴŘ !ŘŀƳΣ нллоύΦ 



162 
 

6.2.3 Change in Board of Director and top management 

¢ƘŜ ǎǘǳŘȅ ƴƻǘŜŘ ǘƘŀǘΣ ǘƘŜ ŎƘŀƴƎŜ ƛƴ ƻǿƴŜǊǎƘƛǇ ŎŀǳǎŜŘ ƴƻ ƳŀƧƻǊ ŎƘŀƴƎŜǎ ƻƴ ōƻŀǊŘ ŦŜŀǘǳǊŜǎΣ ŀǎ Ƴƻǎǘ 

ƳŜƳōŜǊǎ ǊŜƳŀƛƴŜŘ ŀǘ Ǉƻǎǘ ŀŦǘŜǊ мффрΦ Lƴ ǘƘŜ ŀōǎŜƴŎŜ ƻŦ ǎǳǊǾŜȅ Řŀǘŀ ƻƴ /hhtΣ ǘƘŜ ǎǘǳŘȅ ŘŜǇŜƴŘŜŘ 

Ƴŀƛƴƭȅ ƻƴ ǘƘŜ ƛƴǘŜǊǾƛŜǿǎ ŀƴŘ ǎŜŎƻƴŘŀǊȅ ǎƻǳǊŎŜǎ ŦƻǊ ǘƘŜ ŎŀǎŜΦ114  5ǳǊƛƴƎ ǘƘŜ ƛƴǘŜǊǾƛŜǿΣ ǘƘŜ 

ǊŜǎǇƻƴŘŜƴǘ ŘƛŘ ƴƻǘ ƛƴŘƛŎŀǘŜ ŀƴȅ ŎƘŀƴƎŜǎ ƛƴ Ƴƻǎǘ ƻŦ ǘƘŜ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƛǎǎǳŜǎ ǊŜƭŀǘƛƴƎ ǘƻ .ƻ5ǎ 

ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ƛǎǎǳŜǎ ŘǳǊƛƴƎ ǘƘŜ ǎǘǳŘȅ ǇŜǊƛƻŘΦ ¢ƘǳǎΣ ƴƻ ǊŜŀƭ ŎƘŀƴƎŜ ǘƻƻƪ ǇƭŀŎŜΣ ƛƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ǇǊŜ-

ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ōŜǘǿŜŜƴ мффл ŀƴŘ мффн ŘƛǎŎǳǎǎŜŘ ƛƴ ǎŜŎǘƛƻƴ пΦп ōȅ ƎƻǾŜǊƴƳŜƴǘ ǘƘǊƻǳƎƘ 

ǘƘŜ ǎŜŎǘƻǊ ƳƛƴƛǎǘǊȅΦ CƻǊ ŜȄŀƳǇƭŜΣ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǇǊŜ-ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǇǊŀŎǘƛŎŜΣ ŘƛǊŜŎǘƻǊǎ ǿŜǊŜ 

ƘŀƴŘǇƛŎƪŜŘ ōǳǊŜŀǳŎǊŀǘǎ115  ŀƴŘ ƻǊ ŎƻƴƴŜŎǘŜŘ ƛƴŘƛǾƛŘǳŀƭ ǘƻ ǘƘŜ ǊǳƭƛƴƎ ƎƻǾŜǊƴƳŜƴǘ ŀǘ ǘƘŜ ŜƴŘ ƛƴ ōƻǘƘ 

мффр ŀƴŘ нлллΦ !ǇŀǊǘ ŦǊƻƳ ǘƘŜ ǇƻƭƛǘƛŎƛŀƴǎΣ ǘƘŜ ǊŜǎǘ ƻŦ ǘƘŜ ōƻŀǊŘ ǿŀǎ ƻŎŎǳǇƛŜŘ ōȅ ǘƘŜ ōǳǊŜŀǳŎǊŀǘǎ 

ŦǊƻƳ {{bL¢Σ .ƻD ŀƴŘ {L/ ǘƘŜ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ǎƘŀǊŜƘƻƭŘŜǊǎ ƻŦ ǘƘŜ ōŀƴƪΦ ¢ƘŜ ōŀƴƪ ŎƻƴǘƛƴǳŜŘ ǘƻ ǊŜƭȅ 

ƻƴ ǘƘŜ ǇǊŜ мффр ōƻŀǊŘ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ǳƴǘƛƭ ƴŜǿ ƎƻǾŜǊƴƳŜƴǘ ŎŀƴŜ ƛƴǘƻ ǇƻǿŜǊ ƛƴ 5ŜŎŜƳōŜǊΣ нлллΦ  

¢ƘŜ ƭŀŎƪ ƻŦ ƴŜǿ ƻǿƴŜǊǎ ƻǊ ƭƛǉǳƛŘŀǘƛƻƴ ƻŦ ƳƛƴƻǊƛǘȅ ǎƘŀǊŜǎ ƻŦ ǘƘŜ ǇǊƛǾŀǘŜ ƛƴǾŜǎǘƻǊǎ ƳƛƎƘǘ ƘŀǾŜ 

ƛƴŦƻǊƳŜŘ ǘƘŜ ƘŜǎƛǘŀǘƛƻƴ ǘƻ ōǊƛƴƎ ƛƴ ǇǊƻŦŜǎǎƛƻƴŀƭ ƳŀƴŀƎŜǊǎ ǘƘŀǘ ŀǊŜ ǉǳŀƭƛŦƛŜŘ ǘƻ Ǌǳƴ ōŀƴƪƛƴƎ 

ƻǊƎŀƴƛǎŀǘƛƻƴǎ ǎǳŎŎŜǎǎŦǳƭƭȅΦ 

6.2.3.1 Board Composition and Independence 

¢ƘŜ ƛƴŘŜǇŜƴŘŜƴǘ ƻŦ ǘƘŜ ōƻŀǊŘ ǿŀǎ ŎƻƳǇǊƻƳƛǎŜŘ ōȅ ǘƘŜ Ŏƻƴǘƛƴǳƻǳǎ ŀǇǇƻƛƴǘƳŜƴǘ ƻŦ ǇƻƭƛǘƛŎŀƭ ŜƭƛǘŜǎ ǘƻ 

ǘƘŜ ōƻŀǊŘ ŀŦǘŜǊ ǘƘŜ ǊŜŦƻǊƳǎΦ  {ƛƴŎŜ ǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ όǇŀǘŜǊƴŀƭƛǎǘƛŎύ ōŜǘǿŜŜƴ ŘƛǊŜŎǘƻǊǎ ƻŦ ǘƘŜ ōŀƴƪ ŀƴŘ 

ǘƘŜ ǎǘŀǘŜ ŘƛŘ ƴƻǘ ŎƘŀƴƎŜ ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘ ǘƘŜ ōƻŀǊŘ ƛƴŘŜǇŜƴŘŜƴŎŜ ǊŜƳŀƛƴŜŘ ōƭǳǊǊŜŘΦ ¢ƘŜ ōƻŀǊŘ ŘƛŘ 

ƴƻǘ ŀǇǇŜŀǊ ǘƻ ŜȄŜǊŎƛǎŜŘ ƻōƧŜŎǘƛǾŜ ŀƴŘ ƛƴŘŜǇŜƴŘŜƴǘ ƧǳŘƎƳŜƴǘ ƛƴ ǘƘƛǎ ŎŀǎŜ ƻǾŜǊ ǘƘŜ ǘǿƻ ǇŜǊƛƻŘǎ ǳƴŘŜǊ 

ǎǘǳŘȅΦ ¢ƘŜ ƭŀŎƪ ƻŦ ǘǊŀƴǎǇŀǊŜƴŎȅ ƛƴ ǘƘŜ ǇǊƻŎŜŘǳǊŜ ƻŦ ǎŜƭŜŎǘƛƴƎ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ŀǇǇŜŀǊŜŘ ǘƻ ƘŀǾŜ 

ŀŦŦŜŎǘŜŘ ǘƘŜ ŀǳǘƻƴƻƳȅ ŀƴŘ ŎƻƳǇŜǘŜƴŎŜ ƻŦ ǘƘŜ ōƻŀǊŘΦ 

 

DJKA ƻǇƛƴŜŘ ǘƘŀǘΣ ǘƘŜ ƻǳǘǎƛŘŜ ŘƛǊŜŎǘƻǊǎ ŀǇǇƻƛƴǘŜŘ ŀǇǇŜŀǊŜŘ ǘƻ ƘŀǾŜ ƛƴŎǊŜŀǎŜŘ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘΣ 

ōǳǘΣ ǘƘŜȅ ǊŜƳŀƛƴŜŘ ƭŀǊƎŜƭȅ ǘƘŜ ōǳǊŜŀǳŎǊŀǘǎ ŦǊƻƳ ǘƘŜ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎ ŀƴŘ ǎƻƳŜ ǇƻƭƛǘƛŎŀƭƭȅ 

ŎƻƴƴŜŎǘŜŘ ƛƴŘƛǾƛŘǳŀƭǎΦ116!ǇǇƻƛƴǘƳŜƴǘ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎ ŘƛŘ ƴƻǘ ŎƘŀƴƎŜ ŀŦǘŜǊ ǘƘŜ LaC ǇǊŜǎŎǊƛōŜŘ 

ōƻŀǊŘ ŀƴŘ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ǊŜǎǘǊǳŎǘǳǊƛƴƎΦ DJKA further ǎǳƎƎŜǎǘǎ ǘƘŀǘΣ ǳƴǘƛƭ ƛǘǎ ƭƛǉǳƛŘŀǘƛƻƴ ƛƴ нлллΣ 

                                                           
114
¢ƘƻǳƎƘ ǘƘŜ ōŀƴƪ ǿŀǎ ƭƛǉǳƛŘŀǘŜŘ, the interviewee was asked to indicate if there have been changes to board size, 

Number NEDs, committees, objective and function, and member qualifications. ƛƴǘŜǊǾƛŜǿŜŜ ǿŀǎ ƳŀŘŜ ǘƻ ƎƛǾŜ Ƙƛǎ ƻǇƛƴƛƻƴ 
ƻƴ ǘƘŜ ōƻŀǊŘ ƻŦ ŘƛǊŜŎǘƻǊ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ŦŜŀǘǳǊŜǎ ƛƴ мффр ŀƴŘ нллл ǊŜǎǇŜŎǘƛǾŜƭȅ 
 
115

Prior to the reform qualification of top managers were school leavers and or had non-finance related qualifications, 
hence had little knowledge in bank management. 
 
116

 The annual reports for the periods shows that more than 60 per cent of directors were picked from the shareholding 
public institutions and the ministry of finance.  
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ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ǿŜǊŜ ǎŜƭŜŎǘŜŘ ŀƴŘ ŀǇǇƻƛƴǘŜŘ ōȅ ǘƘŜ aƛƴƛǎǘǊȅ ƻŦ CƛƴŀƴŎŜ ŀƴŘ ŜŎƻƴƻƳƛŎ ǇƭŀƴƴƛƴƎ 

όahC9tύ ƻƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΦ Lǘ ƛǎ ƴƻǊƳŀƭƭȅ ǘƘŜ aƛƴƛǎǘŜǊ ƻŦ CƛƴŀƴŎŜ ǿƘƻ ƳŀƪŜǎ ǘƘŜ 

ǎŜƭŜŎǘƛƻƴ ƻŦ ŘƛǊŜŎǘƻǊǎ ƻƴ ōŜƘŀƭŦ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƻŦ ǘƘŜ ŘŀȅΦ IŜ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ ǘƘŜ ǇƻƭƛǘƛŎŀƭ 

ŀŦŦƛƭƛŀǘƛƻƴ ǿŀǎ ǘƘŜ ƳŀƧƻǊΣ ŀƴŘ ƛƴ Ƴƻǎǘ ŎŀǎŜǎΣ ǘƘŜ ōŀǎƛǎ ƻƴ ǿƘƛŎƘ ǇŜƻǇƭŜ ǿŜǊŜ ŀǇǇƻƛƴǘŜŘ ŀǎ ŘƛǊŜŎǘƻǊǎ 

ƻŦ ǘƘŜ ōŀƴƪ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘ ǳƴŘŜǊ ǊŜǾƛŜǿΦ ¢Ƙƛǎ ǾƛŜǿ ǿŀǎ ŀƭǎƻ ǎǳǇǇƻǊǘŜŘ ōȅ ǘƘŜ ŎƘƛŜŦ ŜȄŜŎǳǘƛǾŜ ƻŦ 

ǘƘŜ {ǘŀǘŜ 9ƴǘŜǊǇǊƛǎŜǎ /ƻƳƳƛǎǎƛƻƴ ƛƴǘŜǊǾƛŜǿŜŘΦ DJKA ƴƻǘŜŘ ǘƘŀǘ ǇƻƭƛǘƛŎŀƭ ŀƭƛƎƴƳŜƴǘ ƻŦ ōƻŀǊŘ 

ƳŜƳōŜǊǎ ƛǎ ǊŜǉǳƛǊŜŘ ōȅ ǊǳƭƛƴƎ Ŏƭŀǎǎ ŀǎ ǘƘŜȅ ŀǎǎǳƳŜŘ ƭƻȅŀƭ ōƻŀǊŘǎ ǿƛƭƭ ƘŜƭǇ ƪŜŜǇ ǎǘǊƻƴƎ ƎǊƛǇ ƻƴ ǘƘŜ 

ōŀƴƪΦ !ǎ ǎǳŎƘΣ ǘƘŜȅ ōŜŎƻƳŜ άƛƴǎǘǊǳƳŜƴǘǎ ƻŦ ƳŀƴŀƎŜƳŜƴǘέ ŀƴŘ ŀǊŜ ƴƻǘ ŜŦŦŜŎǘƛǾŜ ƛƴ ƛŘŜƴǘƛŦȅƛƴƎ ŀƴŘ 

ŎƻǊǊŜŎǘƛƴƎ ǇǊƻōƭŜƳǎ ǊŜǎǳƭǘƛƴƎ ƛƴ άŘƻǳōƭŜ ŀƎŜƴŎȅέ ǇǊƻōƭŜƳΦ ¢ƘǳǎΣ ƳŀƴŀƎŜƳŜƴǘ ŀŎǘŜŘ ƛƴ ǘƘŜ ōŜǎǘ 

ƛƴǘŜǊŜǎǘ ƻŦ ǘƘŜ ǎǘŀǘŜ ŀǎ ǘƘŜ ǎƘŀǊŜƘƻƭŘŜǊΣ ǿƘƛƭŜ ŀǘ ǘƘŜ ǎŀƳŜ ǘƛƳŜ άōŜŎƻƳƛƴƎ ǘƘŜ ŀƎŜƴǘ ƻŦ ǘƘŜ {h. ƻƴ 

ǘƘŜ ōƻŀǊŘ ƻŦ ǘƘŜ ƛƴǾŜǎǘŜŜ ŎƻƳǇŀƴƛŜǎέ117Φ  

 

DJKA ƛƴŘƛŎŀǘŜŘ ǘƘŀǘ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎΣ ŀƴŘ ƛƴ ǇŀǊǘƛŎǳƭŀǊ ǘƘŜ a5Σ ƘŀŘ ǳƭǘƛƳŀǘŜ ŎƻƴǘǊƻƭ ƻŦ Ƴƻǎǘ 

ōŀƴƪ ŘŜŎƛǎƛƻƴǎ ǿƘƛƭǎǘ ǘƘŜ ōƻŀǊŘ ǿŀǎ ƻŦǘŜƴ ǳǎŜŘ ǘƻ ǊǳōōŜǊ ǎǘŀƳǇ ƳŀƴŀƎŜƳŜƴǘ ŘŜŎƛǎƛƻƴǎΦ ¢ƘŜ 

ŎƘŀƛǊƳŀƴ ƻŦ ǘƘŜ ōƻŀǊŘ ǿŀǎ ŎƻƴǎƛŘŜǊŜŘ ǘƻ ōŜ ƳƻǊŜ ƻŦ ŀ ǇǳōƭƛŎ ǊŜƭŀǘƛƻƴǎ Ǉƻǎƛǘƛƻƴ ǘƘŀƴ ǘƻ ƳƻƴƛǘƻǊ 

ƳŀƴŀƎŜƳŜƴǘ ŘŜŎƛǎƛƻƴǎ ŀƴŘ ǇǊƻǘŜŎǘƛƻƴ ƻŦ ǎǘŀƪŜƘƻƭŘŜǊǎ ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ ǘƘŜ ŎƘŀƴƎŜ ƛƴ Ŝǉǳƛǘȅ 

ǎǘǊǳŎǘǳǊŜ ƻŦ ǘƘŜ ōŀƴƪΦ  ¢ƘŜ ǇƻƭƛǘƛŎŀƭ ŀŦŦƛƭƛŀǘƛƻƴ ƻŦ ǘƘŜ ŜȄǘŜǊƴŀƭ ŀƴŘ ƛƴǘŜǊƴŀƭ ŘƛǊŜŎǘƻǊǎ ƳŀŘŜ ǘƘŜ 

ƛƴŎǊŜŀǎŜ ƛƴ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ƻƴ ǘƘŜ ōƻŀǊŘ ƛǊǊŜƭŜǾŀƴǘΦ 9ȄŀƳǇƭŜǎ ŎƛǘŜŘΣ ǿŀǎ ǘƘŀǘΣ ǘƘŜ ōŀƴƪ 

ŜȄǘŜƴŘŜŘ ƭƻŀƴ ōŀǎŜŘ ƻƴ ŘƛǊŜŎǘƛǾŜǎ ŦǊƻƳ ǘƘŜ ǎŜŎǘƻǊ ƳƛƴƛǎǘǊȅ ŀƴŘ ǘƘŜ ǎŜŀǘ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ǘƻ ŀǇǇƭƛŎŀƴǘǎ 

ƛƴ ōƻǘƘ мффр ŀƴŘ нлллΦ ¢Ƙƛǎ ŀǊǊŀƴƎŜƳŜƴǘ ŎƻƴǘƛƴǳŜŘ ŀŦǘŜǊ мффр ƎƛǾƛƴƎ ǘƘŜ a5 ŀƴŘ ǘƘŜ ŜȄŜŎǳǘƛǾŜǎΩ 

ǳǇǇŜǊ ƘŀƴŘ ƛƴ ǘƘŜ ƘŀƴŘƭƛƴƎ ƻŦ ǘƘŜ ōŀƴƪǎ ŀŦŦŀƛǊǎΣ ǿƛǘƘ ƳƛƴƛƳǳƳ ōƻŀǊŘ ƛƴǇǳǘΦ ¢ƘŜ ƳŜŜǘƛƴƎ ƻŦ ǘƘŜ 

ōƻŀǊŘ ŘƛŘ ƴƻǘ ƛƳǇǊƻǾŜŘ ŀƴŘ ǘƘŜ ƻǳǘǎƛŘŜ ŘƛǊŜŎǘƻǊ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ŀƴŘ ōƻŀǊŘ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎ ŘƛŘ ƴƻǘ 

ƛƳǇǊƻǾŜ ŜƛǘƘŜǊΦ  

 

MRAH, ŀ ŦƻǊƳŜǊ ōƻŀǊŘ ƳŜƳōŜǊ ƻŦ ǘƘŜ ōŀƴƪ ŘŜǎŎǊƛōŜŘ ǘƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ōŜǘǿŜŜƴ ǘƘŜ ōƻŀǊŘ ŀƴŘ ǘƘŜ 

ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ǘƻ ŎƻƭƭŜŀƎǳŜǎ ƛƴ ǇƻƭƛǘƛŎǎ ǘȅǇŜΦ ¢Ƙƛǎ ŦǳǊǘƘŜǊ ŎƻƳǇǊƻƳƛǎŜŘ ǘƘŜ ōƻŀǊŘΩǎ 

ƛƴŘŜǇŜƴŘŜƴŎŜ ƛƴ ƛǘǎ ŦƛŘǳŎƛŀǊȅ Řǳǘȅ ƻŦ ǇǊƻǾƛŘƛƴƎ ƻǾŜǊǎƛƎƘǘ ǘƻ ƳŀƴŀƎŜƳŜƴǘΦ MRAH ƛƴŘƛŎŀǘŜŘ ǘƘŀǘ ǘƘŜ 

ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎΣ ŀƴŘ ƛƴ ǇŀǊǘƛŎǳƭŀǊ ǘƘŜ a5Σ ƘŀŘ ǳƭǘƛƳŀǘŜ ŎƻƴǘǊƻƭ ƻŦ Ƴƻǎǘ ōŀƴƪ ŘŜŎƛǎƛƻƴǎ ǿƘƛƭǎǘ ǘƘŜ 

ōƻŀǊŘ ǿŀǎ ƻŦǘŜƴ ǳǎŜŘ ǘƻ ǊǳōōŜǊ ǎǘŀƳǇ ƳŀƴŀƎŜƳŜƴǘ ŘŜŎƛǎƛƻƴǎΦ Lǘ ǿŀǎ ƴƻǘŜŘ ŦǊƻƳ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǘƘŀǘ 

ǘƘŜ a5 ǇǊƻǘŜŎǘŜŘ ƘƛƳǎŜƭŦ ōȅ ǎǘŀƛƴƛƴƎ ǘƘŜ ƘŀƴŘǎ ƻŦ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ŀƴŘ ŜȄǇŜŎǘ ǘƘŜ ōƻŀǊŘ ǘƻ 

                                                           
117
 Ƴŀƴȅ ǎǳŎƘ ōƻŀǊŘ ƳŜƳōŜǊǎ ƻƴ ǎŜǊǾŜ ōȅ ǾƛǊǘǳŜ ƻŦ ǘƘŜƛǊ Ǉƻǎƛǘƛƻƴ ŀǎ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ǘƘŜ ǎƘŀǊŜƘƻƭŘŜǊ ŀƴŘ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ 
ōŜŎŀǳǎŜ ƻŦ ǘƘŜƛǊ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ŀƴŘ ŜȄǇŜǊƛŜƴŎŜΣ ǘƘǳǎ ƳŀƪƛƴƎ ōƻŀǊŘ ƳŜƳōŜǊǎƘƛǇ ŀ άǇŜǊƪ ƻŦ ǘƘŜ ƻŦŦƛŎŜέ όaŜƴǎŀƘΣ нллнύ 
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ǊŜŎƛǇǊƻŎŀǘŜ ōȅ ǎǳǇǇƻǊǘƛƴƎ ƘƛƳ όŀǘ ƭŜŀǎǘ ōȅ ǊŜƳŀƛƴƛƴƎ ƛƴŘƛŦŦŜǊŜƴǘ ǘƻ ōŀƴƪǎ ƻǇŜǊŀǘƛƻƴύΦ118 CƻǊ ŜȄŀƳǇƭŜ 

ƛƴ мффу aw!I ǊŜŎŀƭƭŜŘ ǾƛǾƛŘƭȅ ǘƘŀǘ ŎƘŀƛǊƳŀƴ ǎǘŀǊǘŜŘ ŀ ƳŜŜǘƛƴƎ ōȅ ŀǎƪƛƴƎ άLǎ Ƴȅ ǾŜƘƛŎƭŜ ǊŜŀŘȅ ŦƻǊ Ƴȅ 

ǘǊƛǇ ǘƻ YǳƳŀǎƛέΦ hƴŎŜ ǘƘŜ a5 ǊŜǎǇƻƴŘŜŘ ƛƴ ŀŦŦƛǊƳŀǘƛǾŜ ǘƘŀǘ ǘƘŜ ŎǊƻǎǎ ŎƻǳƴǘǊȅ ǾŜƘƛŎƭŜ ǿŀǎ ǊŜŀŘȅ ŦƻǊ 

Ƙƛǎ ǳǎŜΣ ǘƘŜ ƳŜŜǘƛƴƎ ǿŀǎ ŀƭǊŜŀŘȅ ŀǘ ƛǘǎ ŜƴŘΦ ¢ƘŜ ǊŜǎǘ ƻŦ ǘƘŜ ƳŜŜǘƛƴƎ ǘƛƳŜ ǿŀǎ ǳǎŜŘ ōȅ ǘƘŜ a5 ǘƻ ōǊƛŜŦ 

ǘƘŜ ǘƘǊŜŜ ƳŜƳōŜǊǎ ǇǊŜǎŜƴǘ ƻƴ ǘƘŜ ōŀƴƪΩǎ ƻǇŜǊŀǘƛƻƴǎΦ ¢ƘŜ ƛƴŎǊŜŀǎŜŘ ŜȄǘŜǊƴŀƭ ŘƛǊŜŎǘƻǊǎ ŘƛŘ ƴƻǘ 

ŀǇǇŜŀǊ ǘƻ ƘŀǾŜ ǘǊŀƴǎƭŀǘŜŘ ƛƴǘƻ ƛƴŎǊŜŀǎŜŘ ƻōƧŜŎǘƛǾŜ ŘƛǊŜŎǘƻǊ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ ŘŜƭƛōŜǊŀǘƛƻƴǎ ŀƴŘ ŘŜŎƛǎƛƻƴ 

ƳŀƪƛƴƎΦ 

6.2.3.2 Board Qualification, Knowledge and Expertise 

Lǘ ŀǇǇŜŀǊǎ ŦǊƻƳ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǘƘŀǘ ƻŦŦƛŎƛŀƭǎ ƻŦ ǘƘŜ ōƻŀǊŘ ƛƴ ōƻǘƘ мффр ŀƴŘ нллл ǉǳŀƭƛŦƛŜŘ ƛƴ ǾŀǊƛƻǳǎ 

ŦƛŜƭŘǎΣ ōǳǘ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ŎƻƳǇŜǘŜƴǘ ŜƴƻǳƎƘ ǘƻ Ǌǳƴ ōŀƴƪ ōǳǎƛƴŜǎǎΦ  Lǘ ǿŀǎ ŀƭǎƻ ŜǾƛŘŜƴǘ ǘƘŀǘ ŀǘǘŜƳǇǘǎ 

ǿŜǊŜ ƳŀŘŜ ǘƻ ŀǇǇƻƛƴǘ ƳƻǊŜ ƎǊŀŘǳŀǘŜǎ ŀƴŘ ǇǊƻŦŜǎǎƛƻƴŀƭ ŀƴŘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ōŀƴƪƛƴƎ ǊǳƭŜǎ ƛƴ 

нлллΦ IƻǿŜǾŜǊΣ ƎƻǾŜǊƴƳŜƴǘ ƛǎ ǎŜŜƴ ŀǎ Ƨǳǎǘ ǘƛŎƪƛƴƎ ǘƘŜ ōƻȄ ƛƴ ƻǊŘŜǊ ǘƻ ǎŀǘƛǎŦȅ .ƻD ǊŜǉǳƛǊŜƳŜƴǘ ŀƴŘ 

ŎǊŜŀǘŜ ƛƳǇǊŜǎǎƛƻƴ ǘƘŀǘ ǘƘŜ ōŀƴƪ ƛǎ ōŜƛƴƎ Ǌǳƴ ǿŜƭƭΦ  ¢ƘƻǳƎƘ DJKA ŀƎǊŜŜŘ ǘƘŀǘΣ ƳƻǊŜ ƎǊŀŘǳŀǘŜǎ ǿŜǊŜ 

ŜƴƎŀƎŜŘ ƛƴ нллл ǘƘŀƴ ƛƴ мффрΣ Ƴƻǎǘ ƻŦ ǘƘŜǎŜ ŀǇǇƻƛƴǘŜŜǎ ǘƻ ǘƘŜ ōƻŀǊŘ ƘŀŘ ƭƛƳƛǘŜŘ ƪƴƻǿƭŜŘƎŜ ƛƴ 

ōŀƴƪƛƴƎΦ CƻǊ ŜȄŀƳǇƭŜΣ ƛǘ ǿŀǎ ŎƻƳƳƻƴ ǘƻ ƘŀǾŜ ƎǊŀŘǳŀǘŜǎ ƛƴ IƛǎǘƻǊȅ ƻǊ ǿƛǘƘ ƴƻƴ-ƳŀƴŀƎŜǊƛŀƭ 

ōŀŎƪƎǊƻǳƴŘǎ ƻƴ ǘƘŜ ōƻŀǊŘΦ !ǎ ǇŀǊǘ ƻŦ ǘƘŜ ǊŜǎǘǊǳŎǘǳǊƛƴƎΣ ǘƘŜ ōƻŀǊŘ ǿŀǎ ǊŜǇƭŀŎŜŘ ǿƛǘƘ ŦǊŜǎƘ 

ƎƻǾŜǊƴƳŜƴǘ ŀǇǇƻƛƴǘŜŜǎΩ ǇǳǊǇƻǊǘŜŘ ǘƻ ƘŀǾŜ ǎŀǘƛǎŦƛŜŘ .ƻD ǉǳŀƭƛŦƛŎŀǘƛƻƴ ŎǊƛǘŜǊƛŀΦ IŜƴŎŜ ǇƻƭƛǘƛŎƛŀƴǎ ŀƴŘ 

ōǳǊŜŀǳŎǊŀǘǎ ǿƛǘƘ ǾŀǊƛƻǳǎ ōŀŎƪƎǊƻǳƴŘǎ ǿŜǊŜ ǎŜǊǾƛƴƎ ƻƴ ǘƘŜ ōƻŀǊŘΣ ōǳǘ ǘƘŜȅ ƭŀŎƪŜŘ ŜȄǇŜǊǘƛǎŜ ƛƴ ōŀƴƪ 

ōǳǎƛƴŜǎǎΦ ά¢ƘŜ ƻƴƭȅ ŎƘŀƴƎŜ ǘƘŀǘ ǘƻƻƪ ǇƭŀŎŜ ōŜǘǿŜŜƴ мффр ŀƴŘ нллл Ƙŀǎ ǘƻ Řƻ ǿƛǘƘ ƛƴŎǊŜŀǎŜ ƛƴ 

ƎǊŀŘǳŀǘŜǎ ƻƴ ǘƘŜ ōƻŀǊŘΣ ōǳǘΣ ōŀƴƪ ǊŜƭŀǘŜŘ ŘƛǎŎƛǇƭƛƴŜ ŘƛŘ ƴƻǘ ŘƛǾŜǊǎƛŦȅ ŜƴƻǳƎƘ ǘƻ ŜƴǎǳǊŜ ƎƻƻŘ 

ƎƻǾŜǊƴŀƴŎŜέ DJKA ŎƻƴŦƛǊƳŜŘΦ ¢ƘŜ ƭŀŎƪ ƻŦ ǊŜǉǳƛǎƛǘŜ ǉǳŀƭƛŦƛŎŀǘƛƻƴ Ƴŀȅ ƘŀǾŜ ǇƻǘŜƴǘƛŀƭ ǊŜǇŜǊŎǳǎǎƛƻƴ ƻƴ 

ǘƘŜ ōƻŀǊŘΩǎ ŎƻƳǇŜǘŜƴŎŜ ǘƻ Ǌǳƴ ŀ ōŀƴƪ ǎǳŎŎŜǎǎŦǳƭƭȅΦ CƻǊ ŜȄŀƳǇƭŜΣ ōƻŀǊŘ ƳŜŜǘƛƴƎǎ ǿŜǊŜ ǳǎŜŘ Ƴƻǎǘƭȅ 

ŦƻǊ ǘƘŜ a5 ǘƻ ōǊƛŜŦ ǘƘŜ ōƻŀǊŘ ƻƴ ǘƘŜ ǎǘŀǘŜ ƻŦ ŀŦŦŀƛǊǎΣ ǿƛǘƘ ƳƛƴƛƳǳƳ ŜȄǘŜǊƴŀƭ ŘƛǊŜŎǘƻǊ ǇŀǊǘƛŎƛǇŀǘƛƻƴΦ   

6.2.3.3 Objectives and Board Functions 

/ƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŘƛǎŎǳǎǎƛƻƴǎ ŀōƻǾŜΣ DJKA ŀǊƎǳŜŘ ǘƘŀǘ ǘƘŜ ōŀƴƪ ǿŀǎ ōŜƛƴƎ Ǌǳƴ ōȅ ƎƻǾŜǊƴƳŜƴǘ 

ǘƘǊƻǳƎƘ ǘƘŜ ŜȄŜŎǳǘƛǾŜǎ ǿƘƻǎŜ ŀƎŜƴǘǎ ƘŀŘ ƴƻ Ǉƭŀƴ ŦƻǊ ǘƘŜ ōŀƴƪ ōǳǘ ŎƻƴǎƛŘŜǊ ƛǘ ŀǎ ŀƴ ŜȄǘŜƴǎƛƻƴ ƻŦ 

ǘƘŜƛǊ ǇƻƭƛǘƛŎŀƭ ƻŦŦƛŎŜΦ ¢ƘŜ ǾŀǊƛƻǳǎ ōƻŀǊŘ ŎƻƳƳƛǘǘŜŜǎ ǿŜǊŜ ƴƻǘŜŘ ǘƻ ǊŜƳŀƛƴ ƛƴŀŎǘƛǾŜΣ ŀǎ ǘƘŜ ŜȄŜŎǳǘƛǾŜ 

ǘŀƪŜ ōƻǘƘ ǎǘǊŀǘŜƎƛŎ ŀƴŘ ƻǇŜǊŀǘƛƻƴ ŘŜŎƛǎƛƻƴǎΦ 9ȄǘŜǊƴŀƭ ŘƛǊŜŎǘƻǊǎ ǿŜǊŜ ǳƴŀōƭŜ ǘƻ ŘƛǎŎƘŀǊƎŜ ǘƘŜƛǊ ŘǳǘƛŜǎ 

ǎŀǘƛǎŦŀŎǘƻǊƛƭȅ ōŜŎŀǳǎŜ ǘƘŜȅ ŘƛŘ ƴƻǘ ŘŜǾƻǘŜ ŜƴƻǳƎƘ ǘƛƳŜ ǘƻǿŀǊŘǎ ǘƘŜ ƻǇŜǊŀǘƛƻƴǎ ƻŦ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴ 
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 Envelops full of cash was believed to be changing hands and non-executive directors not present in meetings also 
benefit from such hand outs. These favours were rewarded by allowing the executive to operate with minimum monitoring 
and oversight. 
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ŀƴŘ ǿŜǊŜ ƛǊǊŜƎǳƭŀǊ ŀǘ ƳŜŜǘƛƴƎǎΦ {ƻƳŜǘƛƳŜǎ ƛƴŦƻǊƳŀǘƛƻƴ ǿŀǎ ǇŀǎǎŜŘ ǘƻ ǘƘŜ ŘƛǊŜŎǘƻǊǎ ǎƻ ŎƭƻǎŜ ǘƻ ǘƘŜ 

ƳŜŜǘƛƴƎ ŘŀǘŜ ǘƘŀǘ ǘƘŜȅ ŘƛŘ ƴƻǘ ƘŀǾŜ ǘƘŜ ǘƛƳŜ ǘƻ ǊŜŀŘ ŀƴŘ ŘƛƎŜǎǘ ǘƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ŎƻƴǘŀƛƴŜŘ ƛƴ ǘƘŜ 

ǇŀǇŜǊǎΦ !ǎ ŀ ǊŜǎǳƭǘΣ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ƭŀŎƪŜŘ ǘƘŜ ƴŜŎŜǎǎŀǊȅ ƛƴŦƻǊƳŀǘƛƻƴ ǘƻ ŎƻƴǘǊƛōǳǘŜ ƳŜŀƴƛƴƎŦǳƭƭȅ 

ǘƻ ōƻŀǊŘ ŘŜƭƛōŜǊŀǘƛƻƴǎΦ  

6.3 Organisational and managerial changes 

Lǘ ŀǇǇŜŀǊǎ ŦǊƻƳ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǘƘŀǘΣ ǘƘŜ ƻƴƭȅ ƻǊƎŀƴƛǎŀǘƛƻƴŀƭ ǊŜŦƻǊƳ ǿŀǎ ƭƛƳƛǘŜŘ ǘƻ ǘƘŜ ǇǊŜ-ǇǊƛǾŀǘƛǎŀǘƛƻƴ 

ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŘƛǎŎǳǎǎŜŘ ƛƴ ǎŜŎǘƛƻƴ 4.5.3.2. The management and staff engagement according to the 

interview produced managers and staffs that were unable to appreciate and control a business, 

unable to comply with lay down banking procedures and rules. Insufficient number of skilled staff, 

middle managers, was left to handle huge work load in the bank. This situation could be due to the 

lack of real re-organisation of the bank and its human resource capital.  For example, Most of the top 

management of the bank remained unchanged after restructuring, as managers with long tenures 

clung to their job for survival. 

6.3.1 Changes in Managerial Features 

aŀƴŀƎŜƳŜƴǘ ŦŜŀǘǳǊŜǎ ƻŦ ǘƘŜ ōŀƴƪ Ŝǉǳŀƭƭȅ ǊŜƳŀƛƴŜŘ ǳƴŎƘŀƴƎŜŘ ōŜǘǿŜŜƴ мффр ŀƴŘ нллл ŀƴŘ ǘƻǇ 

ƳŀƴŀƎŜǊǎ ƭŀŎƪŜŘ ǘƘŜ ƴŜŎŜǎǎŀǊȅ ǎƪƛƭƭǎ ǊŜǉǳƛǊŜŘ ǘƻ ƳŀƴŀƎŜ Řŀȅ ǘƻ Řŀȅ ƛǎǎǳŜǎ ƻŦ ǘƘŜ ōŀƴƪΦ  ¢ƘŜǊŜ 

ŀǇǇŜŀǊǎ ǘƻ ōŜ ƴƻ ǊŜŀƭ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ƻŦ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ƪŜȅ ǎǘŀŦŦ ŀǘ ŀƴȅ Ǉƻƛƴǘ ōŜǘǿŜŜƴ мффр ŀƴŘ 

нлллΦ ¢ƘŜ Ŏƻƴǘƛƴǳƻǳǎ ƛƴǾƻƭǾŜƳŜƴǘ ƻŦ ahC9t ŀƴŘ ƻǘƘŜǊ ǎǘŀǘŜ ŀƎŜƴǘǎ ƛƴ ǊŜŎǊǳƛǘƳŜƴǘ ŀŦŦŜŎǘŜŘ ǘƘŜ 

ǉǳŀƭƛǘȅ ŀƴŘ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜ ǎŜƴƛƻǊ ǎǘŀŦŦ ŜƴƎŀƎŜŘ ōȅ ǘƘŜ ōŀƴƪ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ 9ƴǘǊȅ ƭŜǾŜƭ 

ōŀƴƪŜǊǎ ǿŜǊŜ ǊŜŎǊǳƛǘŜŘ ǘƘǊƻǳƎƘ ŀ ǊŜŎǊǳƛǘƳŜƴǘ ǎȅǎǘŜƳ ƻŦ ǘƘŜ ōŀƴƪ ǎƘǊƻǳŘŜŘ ƛƴ ǎŜŎǊŜŎȅΣ ǿƛǘƘ ƴƻ 

Ǉƻǎƛǘƛƻƴǎ ŀŘǾŜǊǘƛǎŜŘΦ ¢Ƙƛǎ ŎǊŜŀǘŜŘ ŀ ŦŜǊǘƛƭŜ ƎǊƻǳƴŘ ŦƻǊ ƴŜǇƻǘƛǎƳ ŀƴŘ ŎƻǊǊǳǇǘƛƻƴ ƛƴ ŜƴƎŀƎƛƴƎ ƪŜȅ ǎǘŀŦŦ 

ƻŦ ǘƘŜ ōŀƴƪΦ MRAH ǎǳƎƎŜǎǘŜŘ ǘƘŀǘ ǘƘŜ ōƻŀǊŘ ǿŀǎ ǇƻǿŜǊƭŜǎǎ ƛƴ ǘƘŜ ƳŀǘǘŜǊǎ ƻŦ ǇǊƻƳƻǘƛƻƴ ŀƴŘ ǘǊŀƴǎŦŜǊ 

ŀǳǘƘƻǊƛǘȅ ƻŦŦƛŎƛŀƭƭȅ ƭƛŜǎ ǿƛǘƘ ǘƘŜ ahC9tΦ Lƴ нлллΣ ǊŜŎǊǳƛǘƳŜƴǘ ǿŀǎ ǎƛƳƛƭŀǊ ǘƻ ǇǳōƭƛŎ ǎŜǊǾƛŎŜ 

ƳŜŎƘŀƴƛǎƳΣ ǊŜŎǊǳƛǘƳŜƴǘ ƻŦ ƻǳǘǎƛŘŜǊǎ ŦƻǊ ƳƛŘŘƭŜ ƭŜǾŜƭ ƳŀƴŀƎŜƳŜƴǘ Ǉƻǎƛǘƛƻƴǎ ǿŜǊŜ ƴƻǘ ŀŘǾŜǊǘƛǎŜŘΦ 

!ōƻǾŜ ƳƛŘŘƭŜ ƳŀƴŀƎŜƳŜƴǘ ƭŜǾŜƭΣ ǘƘŜ ōƻŀǊŘ ǿŀǎ ǇƻǿŜǊƭŜǎǎ ŀǎ ǘƘŜ ǇǊƻƳƻǘƛƻƴ ŀƴŘ ǘǊŀƴǎŦŜǊ ŀǳǘƘƻǊƛǘȅ 

ƻŦŦƛŎƛŀƭƭȅ ƭƛŜǎ ǿƛǘƘ ǘƘŜ ahC9tΦ Lǘ ǿŀǎ ŜȄǇŜŎǘŜŘ ǘƘŀǘ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ǿƛƭƭ ōŜ ƛƴǾƻƭǾŜŘ ƛƴ ŀǇǇƻƛƴǘƳŜƴǘ ŀƴŘ 

ƻǘƘŜǊ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎ ŜŦŦƻǊǘǎ ŀŦǘŜǊ ǘƘŜ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ƛƴ мффпΦ 

 

¢ƘŜ ƳŀƴŀƎŜƳŜƴǘ ŘƛŘƴΩǘ ǎŜŜƳ ǘƻ ōŜ ǎǳƛǘŀōƭȅ ǉǳŀƭƛŦƛŜŘ ŜƛǘƘŜǊ ǎƻ ǘƘŜ ǇǊƻōƭŜƳ ǿŀǎ ƴƻǘ Ƨǳǎǘ ƎƻǾŜǊƴƳŜƴǘ 

ƛƴǘŜǊǾŜƴǘƛƻƴ ōǳǘ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ǘƘŜ ǇŜƻǇƭŜΦ Lǘ ƛǎ ƛƳǇƻǊǘŀƴǘ ŦƻǊ ǘƘŜ ǇŜƻǇƭŜ ƛƴǾƻƭǾŜŘ ƛƴ ǊǳƴƴƛƴƎ ōŀƴƪǎ ǘƻ 

ōŜ ǉǳŀƭƛŦƛŜŘ ŀƴŘ ƘƻƴƻǳǊŀōƭŜ ǇŜƻǇƭŜΦέ ¢ƘƻǳƎƘ ōǊŀƴŎƘ ƳŀƴŀƎŜǊǎ ŎƻǳƭŘ ōŜ ŀǇǇƻƛƴǘŜŘ ōȅ ǘƘŜ ŜȄŜŎǳǘƛǾŜ 
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ŎƻƳƳƛǘǘŜŜκa5Σ ƛǘ ǿŀǎ ǊŜǇƻǊǘŜŘ ǘƘŀǘΣ ǘƘŜ a5 ŀǇǇƻƛƴǘŜŘ ƻƴƭȅ Ƙƛǎ ŦŀǾƻǳǊƛǘŜǎ ŀƴŘ ǘƘƻǎŜ ǎǳƎƎŜǎǘŜŘ ōȅ 

ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŀƎŜƴǘǎΦ !ǎ ǇŀǊǘ ƻŦ ǘƘŜ ŎƻǊǇƻǊŀǘƛǎŀǘƛƻƴ ƳŜǎǳǊŜǎΣ ǎƻƳŜ ƴŜǿ ŦŀŎŜǎ ǿŜǊŜ ŜƴƎŀƎŜŘΣ ōǳǘΣ 

ŘǳŜ ǘƻ ǘƘŜ ŀǇǇƻƛƴǘƳŜƴǘ ŎǊƛǘŜǊƛŀΣ ǘƘŜ ǎƻ ŎŀƭƭŜŘ ƴŜǿ ōƭƻƻŘ ǿŜǊŜ ƴƻǘ ǎƻ ǉǳŀƭƛŦƛŜŘ ŀƴŘ ƻǊ ƻŦ ƘƛƎƘ ŎŀƭƛōǊŜ 

ƛƴ ƭƛƴŜ ǿƛǘƘ ǊŜŦƻǊƳ ƻōƧŜŎǘƛǾŜΦ ¢ƘŜ ōŀƴƪ ŀƭǎƻ ǎǘǊǳƎƎƭŜŘ ǘƻ ŀǘǘǊŀŎǘ ŜȄǇŜǊƛŜƴŎŜŘ ǎǘŀŦŦ ŦǊƻƳ ŜǎǘŀōƭƛǎƘŜŘ 

ōŀƴƪǎ ŘǳŜ ǘƻ ŀ ǇŜǊŎŜǇǘƛƻƴ ƻŦ ǇƻƻǊ ŎŀǊŜŜǊ ǇǊƻǎǇŜŎǘǎ ŀǘ ǘƘŜ ōŀƴƪΦ !ƴƻǘƘŜǊ ŦŀŎǘƻǊ ǿƘƛŎƘ ŎƻǳƭŘ ƘŀǾŜ 

ŀŦŦŜŎǘŜŘ /hht ŎƻǊŜ ŎƻƳǇŜǘŜƴŎƛŜǎ ǿŀǎ ŀ ƘƛƎƘ ƭŜǾŜƭ ƻŦ ǎǘŀŦŦ ǘǳǊƴƻǾŜǊ ƛƴ ōƻǘƘ ōǊŀƴŎƘ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ 

ǎƪƛƭƭŜŘ ǎǘŀŦŦΣ ŀǎ ǘƘŜ ōŀƴƪ ŦƛƎƘǘ ǘƻ ƪŜŜǇ ǎƪƛƭƭŜŘ ƘǳƳŀƴ ǊŜǎƻǳǊŎŜǎ ǊŜǎǳƭǘƛƴƎ ŦǊƻƳ ǘƘŜ ƛƴŎǊŜŀǎŜŘ ōŀƴƪƛƴƎ 

ƛƴǎǘƛǘǳǘƛƻƴǎ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ ¢ƘŜǎŜ ǎƛǘǳŀǘƛƻƴǎ ǇƻǘŜƴǘƛŀƭƭȅ ŀƴŘ ǇǊŀŎǘƛŎŀƭƭȅ ƘŀǾŜ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ 

ǇƻƻǊ ƳŀƴŀƎŜƳŜƴǘ ŎŀǇŀōƛƭƛǘƛŜǎ ǿƛǘƘƛƴ ǘƘŜ ōŀƴƪΦ 

6.3.2 Bank and Staff Rationalisation/training 

¢ƘŜǊŜ ǿŀǎ ƴƻ ƳŜŀƴƛƴƎŦǳƭ Ǌŀǘƛƻƴŀƭƛǎŀǘƛƻƴ ƻŦ ǇƻƻǊƭȅ ǇŜǊŦƻǊƳƛƴƎ ōǊŀƴŎƘŜǎ ƻǊ ŦǳǊǘƘŜǊ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ƛƴ 

ǎǘŀŦŦ ƴǳƳōŜǊǎ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ ¢ƘŜ ŎƘŀƴƎŜ ƛƴ ǎǘŀŦŦ ŦƻǊŎŜ ƘŀŘ ōŜŜƴ ǊŀǊŜΣ ƘŜƴŎŜ ƛƴǘǊƻŘǳŎǘƛƻƴ 

ƻŦ ƴŜǿ ǎǘŀŦŦ ōŜǘǿŜŜƴ мффп ŀƴŘ нлллΣ ǿŀǎ ǎŜŜƴ ǘƻ ōŜ ƛƴǎƛƎƴƛŦƛŎŀƴǘΦ Lǘ ǿŀǎ ƛƴŘƛŎŀǘŜŘ ǘƘŀǘ ǘƘŜ ōŀƴƪ ǎǘƛƭƭ 

ǎǳŦŦŜǊ ŦǊƻƳ ƻǾŜǊ ƳŀƴƴƛƴƎ ǇǊƛƻǊ ǘƻ нллл ŀƴŘ ƎŀǾŜ ŀƴ ƛƴŘƛŎŀǘƛƻƴ ƻŦ ǊŜǇƭŀŎŜƳŜƴǘ ƻŦ ƻƭŘ ƛƴŎƻƳǇŜǘŜƴǘ 

ŀƴŘ ƻǊ ǇƻƻǊƭȅ ǉǳŀƭƛŦƛŜŘ ǎǘŀŦŦ ǿŀǎ ƳŀŘŜ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘΦ DJKA ǎƘƻǿǎ ǘƘŜǊŜ ǿŜǊŜ ǎǘŀŦŦ ŀǘǘǊƛǘƛƻƴ ŀƴŘ 

ǊŜǇƭŀŎŜƳŜƴǘ ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘΦ wŜǇƭŀŎŜƳŜƴǘ ŦƻǊ ǘƘŜǎŜ Ǉƻǎƛǘƛƻƴǎ ǿŜǊŜ ƴŜǾŜǊ ŀŘǾŜǊǘƛǎŜŘ ŀƴŘ ǎƘǊŜŘŘŜŘ 

ƛƴ ǎŜŎǊŜŎȅΦ ¢Ƙƛǎ ǎƛǘǳŀǘƛƻƴ ƻŦ ƻǾŜǊ ƳŀƴƴƛƴƎ ƘŀŘ ǇƻǘŜƴǘƛŀƭ ŀƴŘ ǇǊŀŎǘƛŎŀƭ ŜŦŦƛŎƛŜƴŎȅ ŀƴŘ ǇǊƻŦƛǘŀōƛƭƛǘȅ 

ƛƳǇƭƛŎŀǘƛƻƴǎ ŦƻǊ ǘƘŜ ōŀƴƪΦ 5ǳŜ ǘƻ ǘƘŜ ƳƛƴƛƳǳƳ ǎǘŀŦŦ ǊŀǘƛƻƴŀƭƛǎŀǘƛƻƴΣ ǘƘŜ ƭƻǿƭȅ ǉǳŀƭƛŦƛŜŘ ǎǘŀŦŦ 

ǊŜƳŀƛƴŜŘ ŀǘ Ǉƻǎǘ ŀǎ ƭƻƴƎ ŀǎ ǘƘŜȅ ŎƻǳƭŘΦ ¢ƘŜ a5 ƻŦ ŀƴƻǘƘŜǊ ōŀƴƪ όMLYBύ ƛƴŘƛŎŀǘŜŘ ǘƘŀǘ ŀǎ ƭŀǘŜ ŀǎ ƛƴ 

мффуΣ ŎƭƻǎŜ ǘƻ ŀōƻǳǘ рл҈ ƻŦ ǘƘŜ ǎǘŀŦŦ ŦƻǊŎŜ ǿŀǎ ƴƻƴ-ƎǊŀŘǳŀǘŜǎ (personal communication, September 

6, 2010). aƻǎǘ ƻŦ ǘƘŜǎŜ ƛƴŘƛǾƛŘǳŀƭǎ ƘŀŘ ǎŎƘƻƻƭ ŎŜǊǘƛŦƛŎŀǘŜΣ ǾƻŎŀǘƛƻƴŀƭ ŀƴŘ ǘŜŎƘƴƛŎŀƭ ǉǳŀƭƛŦƛŎŀǘƛƻƴǎΦ 

 

Lǘ ǿŀǎ ŦƻǳƴŘ ǘƘŀǘΣ ƴƻ ǎŜǊƛƻǳǎ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ǎǘŀŦŦ ǘǊŀƛƴƛƴƎ ŀƴŘ ŘŜǾŜƭƻǇƳŜƴǘ ǇǊƻƎǊŀƳƳŜǎ ǿŜǊŜ 

ƛƳǇƭŜƳŜƴǘŜŘ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ bƻ ǎǇŜŎƛŀƭ ǘǊŀƛƴƛƴƎ ǿŀǎ ǊŜǇƻǊǘŜŘ ƛƴ ǘƘŜ ōŀƴƪ ŜȄŎŜǇǘ ƛƴ-ǎŜǊǾƛŎŜ 

ǘǊŀƛƴƛƴƎ ǘƻ ǳǇŘŀǘŜ ǘƘŜ ƪƴƻǿƭŜŘƎŜ ƻŦ ǎǘŀŦŦ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘ ƛƴ ǉǳŜǎǘƛƻƴΦ ! ǎƛǘǳŀǘƛƻƴ ƻŦ ƛƴǎǳŦŦƛŎƛŜƴǘ 

ƴǳƳōŜǊ ƻŦ ǎƪƛƭƭŜŘ ǎǘŀŦŦ ŀǊƻǎŜΣ ǇŀǊǘƛŎǳƭŀǊƭȅ ƛƴ ōǊŀƴŎƘ ƳŀƴŀƎŜƳŜƴǘΦ ¢Ƙƛǎ ǇƻǘŜƴǘƛŀƭƭȅ ŀƴŘ ǇǊŀŎǘƛŎŀƭƭȅ 

ǎǳōƧŜŎǘŜŘ ǎƳŀƭƭ ƴǳƳōŜǊ ƻŦ ǎƪƛƭƭŜŘ ŜƳǇƭƻȅŜŜǎ ǘƻ ƻǾŜǊ-ǘƛƳŜ ǿƻǊƪΣ ǿƘƛŎƘ ƳƛƎƘǘ ǎǳōǎŜǉǳŜƴǘƭȅ 

ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ǇƻƻǊ ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ōŀŘ ōŀƴƪƛƴƎ ǇǊŀŎǘƛŎŜǎΦ ¢ƘŜ ǎƛǘǳŀǘƛƻƴ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ 

ƛƴǘŜǊǾƛŜǿŜŜ ŎƘŀƴƎŜŘ ƛƴ мффуΣ ǿƘŜǊŜ ƳƻǊŜ ǎƪƛƭƭŜŘ ǎǘŀŦŦǎ ǿŜǊŜ ǊŜ-ǘǊŀƛƴŜŘ ŀǘ ǘƘŜ .ŀƴƪƛƴƎ /ƻƭƭŜƎŜΣ ōǳǘΣ 

ǘƘƛǎ ǿŀǎ ǿƘŜƴ ǘƘŜ ōŀƴƪ ǿŀǎ ƛƴ ǎƻ ƳǳŎƘ ŘƛǎǘǊŜǎǎΦ 
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6.3.3 Change in Remuneration and Evaluation of Management and Staff 

Lƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ƛƴŎǊŜŀǎŜ ƛƴ ŎƻƳǇŜǘƛǘƛƻƴ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΣ /hht ŘƛŘ ƴƻǘ ŜȄǇŜǊƛŜƴŎŜ ŎƘŀƴƎŜǎ ƛƴ 

ŎƻƳǇŜƴǎŀǘƛƻƴ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ŜǾŀƭǳŀǘƛƻƴ ƛǎǎǳŜǎΦ  Lǘ ǿŀǎ ƴƻǘŜŘ ŦǊƻƳ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǘƘŀǘΣ ǘƘŜ ǎǘŀŦŦ 

ǊŜƳǳƴŜǊŀǘƛƻƴ ƛƴ нллл ǿŀǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǿƘŀǘ ǇŜǊǘŀƛƴŜŘ ƛƴ мффрΦ DJKA ǊŜǾŜŀƭŜŘ ǘƘŀǘΣ ǘƘŜ 

Ŏƻƴǘƛƴǳƻǳǎ ŎƭŀǎǎƛŦƛŎŀǘƛƻƴ ƻŦ ǇǳōƭƛŎ ǎŜŎǘƻǊ ƛƴǎǘƛǘǳǘƛƻƴ ŀŦǘŜǊ ƛǘǎ ŎƻǊǇƻǊŀǘƛǎŀǘƛƻƴ ƛƴŦƻǊƳŜŘ ǘƘŜ ǘȅǇŜ ƻŦ 

ǊŜƳǳƴŜǊŀǘƛƻƴ Ǉǳǘ ƛƴ ǇƭŀŎŜΦ ¢ƘŜ ǎŜŎǘƻǊ ƳƛƴƛǎǘǊȅ ŎƻƴǘƛƴǳŜ ǘƻ ŘŜǘŜǊƳƛƴŜ ŎƻƳǇŜƴǎŀǘƛƻƴ ǎŎƘŜƳŜǎ ōŀǎŜŘ 

ƻƴ ǘƘŜ ǇǳōƭƛŎ ǎŀƭŀǊȅ ŀƴŘ ǊŜƳǳƴŜǊŀǘƛƻƴ ǎŎƘŜƳŜ ŦƻǊ ǘƘŜ ōŀƴƪΦ 

 

aŀƴŀƎŜǊǎ ǿŜǊŜ ǊŜƳǳƴŜǊŀǘŜŘ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ƴŀǘƛƻƴǿƛŘŜ ŀƴƴǳŀƭ ǎŀƭŀǊȅ ǎŎƘŜƳŜ ŦƻǊ ǘƘŜ {h9ǎΣ ǿƘƛŎƘ 

ǎŜǇŀǊŀǘŜ ǘƘŜ ǿƘƻƭŜ ǇŀŎƪŀƎŜ ƻŦ ǎŀƭŀǊȅ ƛƴǘƻ ŀƴƴǳŀƭ ǎŀƭŀǊȅ ŀƴŘ ŀƭƭƻǿŀƴŎŜǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ Ǉƻǎƛǘƛƻƴ 

ōŜƛƴƎ ƻŎŎǳǇƛŜŘΦ ¢Ƙƛǎ ǎȅǎǘŜƳ Ǉǳǘ ƎǊŜŀǘ ǾŀƭǳŜ ƻƴ ǎŜƴƛƻǊƛǘȅ ōǳǘ ƭƛǘǘƭŜ ƻƴ ǘƘŜ ŀōƛƭƛǘƛŜǎ ǊŜǉǳƛǊŜŘ ōȅ ǘƘŜ ƧƻōΦ 

! ōƻƴǳǎ ǎȅǎǘŜƳ ǿŀǎ Ǉǳǘ ƛƴ ǇƭŀŎŜ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ǇŀŎƪŀƎŜΣ ōǳǘΣ ǿŀǎ ƛǎǎǳŜŘ 

ƎŜƴŜǊŀƭƭȅ ŀǎ ŀ ǊƻǳǘƛƴŜΣ ǿƛǘƘƻǳǘ ǎŜǊƛƻǳǎ ŘƛǎŎǊƛƳƛƴŀǘƛƻƴ ŀƳƻƴƎ Ǉƻǎǘǎ ŀǘ ǘƘŜ ǎŀƳŜ ƭŜǾŜƭΦ ²ƻǊƪŜǊǎ ǿŜǊŜ 

ŀƭǎƻ ƎƛǾŜƴ ŜƴŘ ƻŦ ȅŜŀǊ ōƻƴǳǎŜǎ ōŀǎŜŘ ƻƴ ǇǊŜ-ǎŜǘ ŎƻǊǇƻǊŀǘŜ ǘŀǊƎŜǘ ǘƘƻǳƎƘ ƛǘ ǿŀǎ ƳŜŀƴǘ ǘƻ ōŜ ōŀǎŜŘ 

ƻƴ ŎƻǊǇƻǊŀǘŜ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ƻǊ ŀǎ ƭƻƴƎ ŀǎ ǘƘŜ ōŀƴƪΩǎ ŦƛƴŀƴŎƛŀƭ ǎƛǘǳŀǘƛƻƴ ŀƭƭƻǿŜŘΦ Lƴ ǊŜŀƭƛǘȅΣ ƛǘ ǿŀǎ ŀ 

ŦǊŜŜ ǊŜƳǳƴŜǊŀǘƛƻƴ ǘƻ ŀƭƭ ǎǘŀŦŦ ōŀǎŜŘ ƻƴ ŀ ǇŜǊŎŜƴǘŀƎŜ ƻŦ ŀƴƴǳŀƭ ǎŀƭŀǊƛŜǎΣ ƛǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ƛƴŘƛǾƛŘǳŀƭ 

ǇŜǊŦƻǊƳŀƴŎŜ ƻǊ ǘƘŜ ŦƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ ƻŦ ǘƘŜ ōŀƴƪΦ ¢Ƙƛǎ ƳƛƎƘǘ ƘŀǾŜ ōŜŜƴ ŘƻƴŜ ǘƻ ǊŜǘŀƛƴ ƪŜȅ ǎǘŀŦŦΤ 

ǘƘŜǊŜ ǿŀǎ Ŏƻƴǎǘŀƴǘ ǘƘǊŜŀǘ ƻŦ ǎǘŀŦŦ ǇƻŀŎƘƛƴƎ ŦǊƻƳ ƻǘƘŜǊ ŦƛƴŀƴŎƛŀƭ ŦƛǊƳǎΦ  

 

²ƘŜƴ ŀǎƪŜŘΣ ǿƘȅ Ǉŀȅ ŦƻǊ ǇƻƻǊ ǇŜǊŦƻǊƳŀƴŎŜΣ ǘƘŜ DJKA ǎŀƛŘ ǘƘŀǘΣ ǘƘŜ ōŀƴƪ ǿŀǎ ǊŜŀŎǘƛƴƎ ǘƻ ǿƘŀǘ ƻǘƘŜǊ 

ōŀƴƪǎ ǿŜǊŜ ǇŀȅƛƴƎΣ ŀǎ ŦŀƛƭǳǊŜ ǿƛƭƭ ŎŀǳǎŜ ǎƪƛƭƭŜŘ ǎǘŀŦŦ ǘƻ ōŜ ǇƻŀŎƘŜŘ ōȅ ƻǘƘŜǊ ōŀƴƪǎΦ ¢ƘŜǊŜ ǿŀǎ ƴƻ 

ǊŜǇƻǊǘ ƻŦ ŜȄŜŎǳǘƛǾŜ ƳŀƴŀƎŜƳŜƴǘ ǇŜǊŦƻǊƳŀƴŎŜ ŜǾŀƭǳŀǘƛƻƴ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ Lƴ ǘƘŜ ŎŀǎŜ ƻŦ 

ƻǘƘŜǊ ƳŀƴŀƎŜǊǎ ǊŜǇƻǊǘǎ ǿŜǊŜ ƪŜǇǘ ŀǎ ǎŜŎǊŜǘ ŦǊƻƳ ŜǾŜǊȅƻƴŜ ŜȄŎŜǇǘ ǘƘŜ ŀŦŦŜŎǘŜŘ ƛƴŘƛǾƛŘǳŀƭǎΦ ¢ƘŜǊŜ 

ǿŀǎ ƴƻ ǊŜŎƻǊŘ ƻŦ ǇƻƻǊ ǇŜǊŦƻǊƳƛƴƎ ƳŀƴŀƎŜǊǎ ƻǊ ǎǘŀŦŦ ōŜƛƴƎ ŘƛǎŎƛǇƭƛƴŜŘ ƻǊ ǇǳƴƛǎƘŜŘΤ ƘŜƴŎŜ ƴƻ ƻƴŜ ƘŀŘ 

ōŜŜƴ ǊŜƳƻǾŜŘ ŦǊƻƳ Ǉƻǎǘ ŘǳŜ ǘƻ ǇƻƻǊ ǇŜǊŦƻǊƳŀƴŎŜ ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ ǘƘŜ ǊŜŦƻǊƳǎΦ 

6.3.4 Internal control mechanisms after the bank Corporatisation and Restructuring. 

The continuous ownership concentration in COOP after its reform, lack of board autonomy, 

inadequate restructuring, and weaknesses in the internal controls appear to have contributed to 

ǇƻƻǊ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƛƴ /hhtΣ ǿƘƛŎƘ Ƴŀȅ ƛƴ ǘǳǊƴ ƘŀǾŜ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ǘƘŜ ōŀƴƪΩǎ ŎƻƭƭŀǇǎŜΦ 

Some practices which may have been a result of corporate governance weakness between 1995 and 

2000 are discussed below. 
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6.3.5 Poor Risk Management Procedures 

¢ƘŜ ƭŀŎƪ ƻŦ ŎƘŀƴƎŜ ƛƴ Ǌƛǎƪ ƳŀƴŀƎŜƳŜƴǘ ŎƻƴǘƛƴǳŜǎ ǘƻ ŀŦŦŜŎǘ ǘƘŜ ōŀƴƪ ŀŦǘŜǊ ƛǘǎ ŎŀǇƛǘŀƭƛǎŀǘƛƻƴ ōȅ ǘƘŜ 

ƭƻŎŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎΦ Lǘ ƛǎ ŀǊƎǳŜŘ ǘƘŀǘΣ ǘƘŜ Ǉƻǎǘ ǊŜŦƻǊƳ ƭƻǎǎŜǎ ŀǊŜ ŘǳŜ ǘƻ ǘƘŜ Ŏƻƴǘƛƴǳƻǳǎ ǇƻƻǊ ǇŜǊŎŜǇǘƛƻƴ 

ƻŦ Ǌƛǎƪ ōȅ ƳŀƴŀƎŜƳŜƴǘ ƻǾŜǊ ǘƘŜ ǇŜǊƛƻŘΦ ¢ƘŜ ƛƴǘŜǊǾƛŜǿŜŜ ǘƘƛƴƪǎ ǘƘŜ ŦŀƛƭǳǊŜǎ Ŏŀƴƴƻǘ ōŜ ŀǘǘǊƛōǳǘŜŘ ǘƻ 

ǘƘŜ ƭŀŎƪ ƻŦ ǇƻƭƛŎƛŜǎΣ ŀǎ ƭƻƴƎ ǇƻƭƛŎȅ ŘƻŎǳƳŜƴǘ ǿŜǊŜ Ǉǳǘ ƛƴ ǇƭŀŎŜ ŘǳǊƛƴƎ ǘƘŜ ōŀƴƪΩǎ ǇǊŜ-ǇǊƛǾŀǘƛȊŀǘƛƻƴ 

ǊŜǎǘǊǳŎǘǳǊƛƴƎΦ IƻǿŜǾŜǊ ǘƘŜǎŜ ŜȄƛǎǘƛƴƎ ǇƻƭƛŎƛŜǎ ŀƴŘ ǇǊƻŎŜŘǳǊŜǎ ǿŜǊŜ ƴƻǘ ƻōǎŜǊǾŜŘΦ !ǎ ŀ ǊŜǎǳƭǘΣ ǘƘŜ 

ōƻŀǊŘ ŦŀƛƭŜŘ ǘƻ ƛƳǇƻǎŜ ŎƻƴǎǘǊŀƛƴǘǎ ƻƴ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ǊŜƎŀǊŘƛƴƎ ǊŜƭŀǘŜŘ ǇŀǊǘȅ ǘǊŀƴǎŀŎǘƛƻƴǎΣ ŦǊŀǳŘǎ 

ŀƴŘ ǇŀǘǊƻƴŀƎŜ ƭƻŀƴǎ ƳŀŘŜ ǘƻ ǇƻƭƛǘƛŎƛŀƴǎ ǿƛǘƘƛƴ ǘƘŜ ŦƛǾŜ ȅŜŀǊ ǇŜǊƛƻŘΦ  

 

Lƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ǊŜŎƻƴǎǘƛǘǳǘƛƻƴ ƻŦ ǘƘŜ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ ǿƛǘƘ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎΣ DJKA ŎƻƴŎŜŘŜǎ 

ǘƘŀǘΣ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŀƴŘ ǘƘŜ ǎŜƴƛƻǊ ƳŀƴŀƎŜǊǎ ǿŜǊŜ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ǘƘŜ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ƻŦ ƭƻŀƴǎΣ ŜȄŎŜǇǘ 

ǘƘŜ ǇǊƻǘƻŎƻƭ ƻƴŜǎΦ Lǘ ǿŀǎ ŦƻǳƴŘ ǘƘŀǘΣ ǘƘŜ ōƻŀǊŘ ŎƻƳƳƛǘǘŜŜ ƻƴ ŎǊŜŘƛǘ ǿŀǎ ŘȅǎŦǳƴŎǘƛƻƴŀƭ ŀƴŘ ǘƘŜ 

ŜȄŜŎǳǘƛǾŜ ŎƻƴǘƛƴǳŜŘ ǘƻ ǊŜƭȅ ƘŜŀǾƛƭȅ ƻƴ ǘƘŜ ǎŜƴƛƻǊ ƳŀƴŀƎŜǊǎ ǘƻ ŘŜŀƭ ǿƛǘƘ ƴƻƴ-ǇǊƻǘƻŎƻƭ ƭƻŀƴǎΦ ¢ƘŜ 

ƛƴǘŜǊǾƛŜǿ ŀƭǎƻ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ ŜȄŜŎǳǘƛǾŜ ǘƘǊŜǎƘƻƭŘ ƭŜǾŜƭǎ ǿŜǊŜ ŜȄŎŜŜŘŜŘ ƛƴ Ƴƻǎǘ ŎŀǎŜǎΣ ōǳǘ ǿŜǊŜ 

ǊŜƎǳƭŀǊƛǎŜŘ ƛƴ ōƻŀǊŘ ƳŜŜǘƛƴƎǎ ŀŦǘŜǊ ǘƘŜ ƭƻŀƴǎ ǿŜǊŜ ƭƻƴƎ ƎƛǾŜƴ ƻǳǘΦ  ¢ƘǳǎΣ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ǿŀǎ 

ǳƴŀōƭŜ ǘƻ ŀǇǇǊŜŎƛŀǘŜ ŀƴŘ ŎƻƴǘǊƻƭ ŀ ōǳǎƛƴŜǎǎ ŀƴŘ ǘƻ ŜƴǎǳǊŜ ŎƻƳǇƭƛŀƴŎŜ ǿƛǘƘ ƭŀƛŘ Řƻǿƴ ǇǊƻŎŜŘǳǊŜǎ 

ŎŀǳǎŜŘ ǘƘŜ ōŀƴƪ ƭƻǎǎŜǎ ǘƘǊƻǳƎƘ ǳƴǊŜŎƻǾŜǊŜŘ ƭƻŀƴǎΦ ¢ƘŜǎŜ ŦŀƛƭǳǊŜǎ ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ǊŜǎǇƻƴŘŜƴǘ Ŏŀƴ 

ōŜ ǘǊŀŎŜŘ ǘƻ ǘƘŜ ƭŀŎƪ ƻŦ ǇƻƭƛŎƛŜǎΣ ŀƴŘ ƛŦ ǇƻƭƛŎƛŜǎ ŜȄƛǎǘŜŘ ŀǘ ŀƭƭΣ ǘƘŜȅ ǿŜǊŜ ƛƴŀŘŜǉǳŀǘŜ ŀƴŘ ǿŜǊŜ ƴƻǘ 

ƻōǎŜǊǾŜŘΦ Lƴ ǎƻƳŜ ŎŀǎŜǎ ǘƘŜ ōƻǊǊƻǿŜǊǎ ŎƻǳƭŘ ƴƻǘ ōŜ ǘǊŀŎŜŘ ŘǳŜ ǘƻ ƭƻǎǎ ƻŦ ŦƛƭŜǎΣ ƭŀŎƪ ƻŦ ǎŜŎǳǊƛǘȅ ŀƴŘ 

ƛƴŀōƛƭƛǘȅ ǘƻ ǘǊŀŎŜ ǘƘŜ ŘŜōǘƻǊǎΦ IŜ ŀƭǎƻ ƛƴŘƛŎŀǘŜ ǘƘŀǘ ƛƴǎǳŦŦƛŎƛŜƴǘ ƴǳƳōŜǊ ƻŦ ǎǘŀŦŦΣ ǇŀǊǘƛŎǳƭŀǊƭȅ ǎƪƛƭƭŜŘ 

ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘ ǎǘŀŦŦΣ Ƙŀǎ ƘŀŘ ŎƻƴǘǊƛōǳǘŜŘ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ǘƻ ǘƘŜ ŦŀƛƭǳǊŜ ƻŦ ǘƘŜƛǊ ōŀƴƪ ōŜŦƻǊŜ ǘƘŜ 

ǊŜŦƻǊƳǎΦ aƻǎǘ ŎǊŜŘƛǘ ŘŜǇŀǊǘƳŜƴǘ ǎǘŀŦŦ ƘŜ ǎŀƛŘ ǿŀǎ ƘŀǾƛƴƎ ŀŎŎƻǳƴǘƛƴƎ ōŀŎƪƎǊƻǳƴŘΦ !ƴ ŀŎŎƻǳƴǘŀƴǘ 

Ƴŀȅ ƴƻǘ ƴŜŎŜǎǎŀǊƛƭȅ ƘŀǾŜ ǘƘŜ ǊŜǉǳƛǎƛǘŜ ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘ ǎƪƛƭƭǎ ǘƻ ŀǎǎŜǎǎ ŀƴŘ ǊŜŎƻǾŜǊ ƭƻŀƴǎΦ   

 

DJKA ŦǳǊǘƘŜǊ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ǘƘŜ a5 ƘŀŘ ǳƭǘƛƳŀǘŜ ŎƻƴǘǊƻƭ ƻŦ Ƴƻǎǘ ōŀƴƪ ŘŜŎƛǎƛƻƴǎ ƻƴ ǎǇŜŎƛŀƭ ƭƻŀƴǎΣ 

ǿƘƛƭŜ ǘƘŜ ǊŜǎǘ ǿŜǊŜ ƘŀƴŘƭŜ ŀǘ ōǊŀƴŎƘ ƭŜǾŜƭ ōȅ ǘƘŜ ŎǊŜŘƛǘ ƻŦŦƛŎŜǊǎΦ ¢ƘŜ ƛǊǊŜƎǳƭŀǊ ŎƻƳƳƛǘǘŜŜ ƳŜŜǘƛƴƎǎ 

ǿŜǊŜ ƻŦǘŜƴ ŎŀƭƭŜŘ ǘƻ ōǊƛŜŦ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ŀŦǘŜǊ ǘƘŜǎŜ ǘǊŀƴǎŀŎǘƛƻƴǎ ƘŀŘ ƭƻƴƎ ōŜŜƴ ŎƻƳǇƭŜǘŜŘΦ !ǎ 

ŀ ǊŜǎǳƭǘ ƭƻŀƴǎ ǿŜǊŜ ƛƴŜŦŦƛŎƛŜƴǘƭȅ ƳŀƴŀƎŜŘ ŀƴŘ Ƴƻǎǘ ƻŦ ǘƘƻǎŜ ǿƘƻ ōƻǊǊƻǿŜŘ ŦǊƻƳ ǘƘŜ ōŀƴƪ ƴŜǾŜǊ 

ǊŜǇŀƛŘ ǘƘŜƳΦ ²ƛǘƘƻǳǘ ŎƻƭƭŀǘŜǊŀƭΣ ǘƘŜ ōŀƴƪ ǿŀǎ ƭŜŦǘ ŘŀƴƎŜǊƻǳǎƭȅ ŜȄǇƻǎŜŘ ǘƻ ŦŜǿ ŎǳǎǘƻƳŜǊǎΩ ŜǎǇŜŎƛŀƭ 

ǇǳōƭƛŎ ŜƴǘŜǊǇǊƛǎŜǎ ό½ƻǊƪƭǳƛΣ нллмύΦ LƴŘƛǾƛŘǳŀƭ ŘŜōǘƻǊǎ ǿŜǊŜ ŀƭǎƻ ƴƻǘŜŘ ǘƻ ōŜ ƻŦ ǇƻƻǊ ǉǳŀƭƛǘȅ ŀƴŘ ǿŜǊŜ 

ƘƛƎƘ Ǌƛǎƪ ŎǳǎǘƻƳŜǊǎΦ ¢Ƙƛǎ ǿƻǳƭŘ ƘŀǾŜ ǊŜǉǳƛǊŜŘ ǎǘǊƻƴƎ ƭƻŀƴ ŀǇǇǊŀƛǎŀƭ ŀƴŘ ƳƻƴƛǘƻǊƛƴƎ ǎȅǎǘŜƳǎΣ ǿƘƛŎƘ 

ǿŜǊŜ ƭŀŎƪƛƴƎΦ ¢ƘŜ ōŀƴƪ ǿŀǎ ƳŀŘŜ ǘƻ ƭŜƴŘ ǘƻ ǎǘŀǘŜ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ƛƴŘǳǎǘǊƛŜǎ ŀƴŘ ƴƻƴ-ǇŜǊŦƻǊƳƛƴƎ 

ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ ƛƴŘǳǎǘǊƛŜǎΦ {ƻƳŜ ƻŦ ǘƘŜ ǇǊƻƧŜŎǘǎ ŦƛƴŀƴŎŜŘ ōȅ ōŀƴƪ ǿŜǊŜ ŎƭƻǎŜŘ Řƻǿƴ ōŜŎŀǳǎŜ ŦƻǊŜƛƎƴ 

ŜȄŎƘŀƴƎŜ ǘƻ ǇǳǊŎƘŀǎŜ ƛƴǇǳǘǎ ǿŀǎ ǳƴŀǾŀƛƭŀōƭŜΦ ¢ƘŜ ŎǊŜŘƛǘ ǇǊƻŎŜŘǳǊŜǎ ǎǳŎƘ ŀǎ ǘƘŜ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ƻŦ 
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ƭƻŀƴǎ ŀƴŘ ƭƻŀƴ ǎŜŎǳǊƛǘƛŜǎ ǿŜǊŜ ƛƴŀŘŜǉǳŀǘŜΦ {ŜǾŜǊŀƭ ƭƻŀƴǎ ǿŜǊŜ ŜȄǘŜƴŘŜŘ ǘƻ ŎƭƛŜƴǘǎ ōȅ ǘƘŜ ōŀƴƪ 

ǿƛǘƘƻǳǘ ǇǊƻǇŜǊ ŎǊŜŘƛǘ ǇǊƻŎŜŘǳǊŜǎ ōŜƛƴƎ ŦƻƭƭƻǿŜŘ ƻǊ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ƻǊƛƎƛƴŀǘŜŘΦ !ŎŎƻǊŘƛƴƎ ǘƻ ŀ 

ǎǳǇŜǊǾƛǎƻǊ ǿƛǘƘ ǘƘŜ .ƻD όMPECύΣ ǘƘŜǊŜ ǿŀǎ ƭƛǘǘƭŜ ŜǾƛŘŜƴŎŜ ǘƻ ǎǳƎƎŜǎǘ ǘƘŀǘ ŀ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ 

ǎŜǇŀǊŀǘŜ ǿŀǎ ŦǊƻƳ ǘƘŜ /9h ŜȄƛǎǘŜŘ ǘƻ ǇǊƻŎŜǎǎ ƭƻŀƴ ŀǇǇƭƛŎŀǘƛƻƴǎΦ aƻǎǘ ƻŦ ǘƘŜ ƭƻŀƴǎ ǿŜǊŜ ŀǳǘƘƻǊƛȊŜŘ 

ōȅ ǘƘŜ a5 ǿƛǘƘƻǳǘ ǊŜŎƻǳǊǎŜ ǘƻ ǘƘŜ ōƻŀǊŘΦ ²ƘŜƴ ǘƘŜ ōŀƴƪ ǿŀǎ ƛƴ ŘƛǎǘǊŜǎǎΣ ǎƻƳŜ ŘƻŎǳƳŜƴǘǎ ŎƻǳƭŘ ƴƻǘ 

ōŜ ǘǊŀŎŜŘ ƻǊ ǿŀǎ ƴƻƴ-ŜȄƛǎǘŜƴǘΦ  ²ƘŜƴ ǘƘŜ ōŀƴƪ ǿŀǎ ƭƛǉǳƛŘŀǘŜŘΣ ǊŜŎƻǾŜǊȅ ƻŦ ƭƻŀƴǎ ōŜŎŀƳŜ ŀ ǾŜǊȅ 

ŘƛŦŦƛŎǳƭǘ ǘŀǎƪ ŦƻǊ ǘƘŜ ōŀƴƪ ǎƛƴŎŜ ǘǊŀŎƛƴƎ ōŜŎƻƳŜǎ ŘƛŦŦƛŎǳƭǘ ŀƴŘ ƛƳǇƻǎǎƛōƭŜΦ 

 

²ƘŜƴ ŀ ōŀƴƪ ŜȄŀƳƛƴŜǊ όMRABύ ƛƴǘŜǊǾƛŜǿŜŘΣ ƘŜ ŎƻƴŎŜŘŜŘ ǘƘŀǘ ŜȄŀƳƛƴŀǘƛƻƴǎ όƻƴ-ǎƛǘŜ ŀƴŘ ƻŦŦ-ǎƛǘŜύ ōȅ 

ǘƘŜ .ŀƴƪƛƴƎ {ǳǇŜǊǾƛǎƛƻƴ 5ƛǾƛǎƛƻƴ ƻŦ .ƻD ό.{5ύ ōŜǘǿŜŜƴ мффп ŀƴŘ нллл ǊŜǾŜŀƭŜŘ ΨǎŜǊƛƻǳǎ ƛƴǎƛŘŜǊ 

ǘǊŀŘƛƴƎΣ ŜȄǘǊŜƳŜƭȅ ǇƻƻǊ-ƭŜƴŘƛƴƎ ǇǊŀŎǘƛŎŜǎΣ ŀƴŘ ǾŜǊȅ ǿŜŀƪ ŎǊŜŘƛǘ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ŀƴŘ Ǌƛǎƪ ƳŀƴŀƎŜƳŜƴǘ 

ǎȅǎǘŜƳΩ ǇǊƻōƭŜƳǎ ǿŜǊŜ ŀƭǎƻ ŘƛǎŎƻǾŜǊŜŘ ŀǘ ǘƘŜ ōŀƴƪΦ IŜ ǿŀǎ ǳƴŀōƭŜ ǘƻ ǘŜƭƭ ǿƘȅ ǘƘŜ .ƻD ŦŀƛƭŜŘ ǘƻ ǘŀƪŜ 

ŀŎǘƛƻƴ ǳƴǘƛƭ ƛǘǎ ƭƛǉǳƛŘŀǘƛƻƴ ƛƴ нлллΦ MRAB ŎƭŀƛƳŜŘ ǘƻ ƘŀǾŜ ōŜŜƴ ŀǎǎƛƎƴŜŘ ǘƻ ǘƘŜ ōŀƴƪ ŀƭƻƴƎ ǿƛǘƘ 

ƻǘƘŜǊ ǘƘǊŜŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ƳŀƴŀƎŜǊǎ ǘƻ   ƪŜŜǇ ŜȅŜǎ ƻƴ ǘƘŜ ōŀƴƪ ōŀǊŜƭȅ ǘǿƻ ƳƻƴǘƘǎ ǇǊƛƻǊ ǘƻ ƛǘǎ 

ƭƛǉǳƛŘŀǘƛƻƴΦ 

6.3.6 Poor credit Administration 

¢ƘŜ ƭŀŎƪ ƻŦ ǊŜŀƭ ŎƘŀƴƎŜ ƛƴ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ǎǘŀŦŦ ŜƴƎŀƎŜŘ ōŜǘǿŜŜƴ мффр ŀƴŘ нллл ŀƭǎƻ ŀŦŦŜŎǘŜŘ ƎǊŀƴǘƛƴƎ 

ŀƴŘ ǊŜŎƻǾŜǊȅ ƻŦ ƭƻŀƴǎ ƛƴ ǘƘŜ ōŀƴƪΦ ¢ƘƻǳƎƘ ǘƘŜ ǊŜǎǇƻƴŘŜƴǘ ŀƎǊŜŜŘ ǘƘŀǘ ǘƘŜ ŎǊŜŘƛǘ ŘŜǇŀǊǘƳŜƴǘ ƘŀŘ 

ŜƴƎŀƎŜŘ ǎƻƳŜ ŀŎŎƻǳƴǘƛƴƎ ǎǘŀŦŦ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ǊŜŦƻǊƳǎ ōŜǘǿŜŜƴ мффс ŀƴŘ мффуΣ ǘƘƛǎ ŘƛŘ ƴƻǘ ǊŜŦƭŜŎǘ ƻƴ 

ǘƘŜƛǊ ǇŜǊŦƻǊƳŀƴŎŜΦ DJKA ŀǊƎǳŜǎ ǘƘŀǘΣ άvǳŀƭƛŦƛŎŀǘƛƻƴ ƛƴ ŀŎŎƻǳƴǘƛƴƎ ŘƻŜǎ ƴƻǘ ǘǊŀƴǎƭŀǘŜ ƛƴǘƻ ƎƻƻŘ ŎǊŜŘƛǘ 

ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎέΦ The ŎƻƴǘƛƴǳŜŘ ƭŀŎƪ ƻŦ ǎƪƛƭƭǎ ŀŦǘŜǊ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ƭŜŀŘ ǘƻ ŀ ǎƛǘǳŀǘƛƻƴ ǿƘŜǊŜ ǘƘŜǊŜ ƛǎ ƴƻ 

ŎǊŜŘƛǘ ŜǾŀƭǳŀǘƛƻƴ - ǿƘŜǊŜ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ƻƴƭȅ ŜƴŦƻǊŎŜ ŀƴŘ ǎǳǇŜǊǾƛǎŜ ǘƘŜ ŎǊŜŘƛǘ ƳŀƴǳŀƭΣ ǿƘƛŎƘ ƛǎ 

ƴƻǘ ǳǇŘŀǘŜŘ ǘƻ ǊŜŦƭŜŎǘ ǾŀǊȅƛƴƎ ǇŜǊƛƻŘǎΦ  

 

{ǇŜŎƛŦƛŎŀƭƭȅΣ ǘƘŜ ōŀƴƪ ŘƛŘ ƴƻǘ ƘŀǾŜ ŀŘŜǉǳŀǘŜ ŜȄǇŜǊǘƛǎŜ ǘƻ ǎŎǊŜŜƴ ŀƴŘ ƳƻƴƛǘƻǊ ǘƘŜƛǊ ōƻǊǊƻǿŜǊǎ ǘƻ 

ŘƛǎǘƛƴƎǳƛǎƘ ōŜǘǿŜŜƴ ƎƻƻŘ ŀƴŘ ōŀŘ Ǌƛǎƪǎ ŀǎ ǇŜƻǇƭŜ ƻŦ ŀŎŎƻǳƴǘƛƴƎ ōŀŎƪƎǊƻǳƴŘ ǿŜǊŜ ŎƻƴǎƛŘŜǊŜŘ ŦƻǊ 

ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘ ǳƴƛǘǎ ƻŦ ǘƘŜ ōŀƴƪΦ {ŜǾŜǊŀƭ ƭƻŀƴǎ ǿŜǊŜ ŜȄǘŜƴŘŜŘ ǘƻ ŎƭƛŜƴǘǎ ōȅ ǘƘŜ ōŀƴƪ ǿƛǘƘƻǳǘ 

ǇǊƻǇŜǊ ŎǊŜŘƛǘ ǇǊƻŎŜŘǳǊŜǎ ōŜƛƴƎ ŦƻƭƭƻǿŜŘ ƻǊ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ƻǊƛƎƛƴŀǘŜŘΦ ¢ƘŜǊŜ ǿŀǎ ƭƛǘǘƭŜ ŜǾƛŘŜƴŎŜ ǘƻ 

ǎǳƎƎŜǎǘ ǘƘŀǘ ŀ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ ǿŀǎ ǎŜǇŀǊŀǘŜ ŦǊƻƳ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŎƻƳƳƛǘǘŜŜ ƛƴ ǇǊƻŎŜǎǎƛƴƎ ƭƻŀƴ 

ŀǇǇƭƛŎŀǘƛƻƴǎ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ [ƻŀƴǎ ŀǳǘƘƻǊƛǎŜŘ ōȅ ǘƘŜ a5 ǿƛǘƘƻǳǘ ǊŜŎƻǳǊǎŜ ǘƻ ŎǊŜŘƛǘ ǘŜŀƳ 

ǿŜǊŜ ƴƻǘ ŦƻƭƭƻǿŜŘ ƻǊ ƴƻǘ ǊŜŎƻǾŜǊŜŘΣ ǎƛƴŎŜ ǘƘŜ ŎǊŜŘƛǘ ƻŦŦƛŎŜǊǎ ŘŜŜƳŜŘ ǘƘƻǎŜ ŀǎ ƘƛƎƘ ƭŜǾŜƭ ǘǊŀƴǎŀŎǘƛƻƴΦ  
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!ƴƻǘƘŜǊ ƛǎǎǳŜ ƻƴ ǿƘƛŎƘ ƴƻ ŎƘŀƴƎŜ ƛǎ ŦƻǳƴŘ ǿŀǎ ŀŘŜǉǳŀŎȅ ƻŦ ǎƪƛƭƭŜŘ ǎǘŀŦŦ ŀƴŘ ǿƘŜǘƘŜǊ ƛǘ ŀŘŘǊŜǎǎŜǎ 

ǘƘŜ ōŀƴƪΩǎ ƴŜŜŘǎΦ ¢ƘŜ ƭŀŎƪ ƻŦ ŎƻƳǇŜǘŜƴǘ ƛƴŘƛǾƛŘǳŀƭǎ ƛƴ ǘƘŜ ōŀƴƪ ŎƻǳƭŘ ƘŀǾŜ ŘŜǾŀǎǘŀǘƛƴƎ ǊŜǇŜǊŎǳǎǎƛƻƴ 

ƻƴ ƛǘǎ ŎƻƴǘǊƻƭ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ όbŀƳΣ нллсύΦ CǳǊǘƘŜǊƳƻǊŜ ƛƴǎǳŦŦƛŎƛŜƴǘ ƴǳƳōŜǊ ƻŦ ǎǘŀŦŦΣ ǇŀǊǘƛŎǳƭŀǊƭȅ ƛƴ 

ōǊŀƴŎƘ ŀƴŘ ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘΣ ǿŀǎ ŀƭǎƻ ǊŜǇƻǊǘŜŘ ǘƻ ƘŀǾŜ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ΨƻǾŜǊ-ŘŜǇŜƴŘŜƴŎȅΩ ƻƴ ŦŜǿ 

ŜƳǇƭƻȅŜŜǎΦ DJKA ǊŜŎŀƭƭŜŘ ǎƛǘǳŀǘƛƻƴǎ ǿƘŜǊŜ ŎǊŜŘƛǘ ǎǘŀŦŦ ǿŀǎ ƳŀŘŜ ǘƻ ǿƻǊƪŜŘ ƻǾŜǊ-ǘƛƳŜΣ ǊŜǎǳƭǘƛƴƎ ƛƴ 

ǘƘŜ ŘŜƭŀȅŜŘ ƭƻŀƴ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ŀƴŘ ǊŜŎƻǾŜǊȅΦ ¢ƘŜǎŜ ǿŜǊŜ ǘƘŜ ƭƻƴƎ ǎŜǊǾƛƴƎ ǿƻǊƪŜǊǎΣ ǿƛǘƘ ƴƻ ƻǊ 

ƳƛƴƛƳǳƳ ǇŀǊŀŘƛƎƳ ǎƘƛŦǘ ŀƴŘ ŘƻƛƴƎ ǘƘƛƴƎǎ ǎŀƳŜ ǎƛƴŎŜ ǘƘŜ ƛƴŎŜǇǘƛƻƴ ƻŦ ǘƘŜ ǎŜŎǘƻǊ ǊŜŦƻǊƳΦ ¢ƻ Ƴŀƛƴǘŀƛƴ 

ŀ ƘƛƎƘ ǇǊƻŘǳŎǘƛǾƛǘȅΣ ŀƴ ƻǊƎŀƴƛȊŀǘƛƻƴ ƴŜŜŘǎ ŀŘŜǉǳŀǘŜ ǎǘŀŦŦ ŎƻƳǇƭŜƳŜƴǘ ŀƴŘ ŀǇǇǊŜŎƛŀǘŜ ǘƘŜƛǊ ƛƴǘŜǊŜǎǘǎ 

ό{ǇƻƭƭŜƴΣ мффтύΦ  

6.3.7 Fraud and Related Lending 

.ŜŦƻǊŜ мффрΣ ŎƻǊǊǳǇǘƛƻƴ ŀƴŘ ŦǊŀǳŘ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ǘƘŜ ǎŎŀƭŜ ƻŦ ǘƘŜ ōŀƴƪǎϥ ƭƻǎǎŜǎ ǿƘŜƴ ǇƻƭƛǘƛŎŀƭƭȅ 

ŎƻƴƴŜŎǘŜŘ ōƻǊǊƻǿŜǊǎ ŀŎŎŜǎǎŜŘ ǳƴǎŜŎǳǊŜŘ ƭƻŀƴǎ ǿƘƛŎƘ ǿŜǊŜ ƴƻǘ ƎǊŀƴǘŜŘ ǘƘŜƳ ŀǘ ŀǊƳΩǎ ƭŜƴƎǘƘ ŀ 

ό½ƻǊƪƭǳƛΣ нллмύΦ119  ¢ƘŜ ǎǘǳŘȅ ŦƛƴŘǎ ƴƻ ŎƘŀƴƎŜ ǘƻ ǊŜƭŀǘŜŘ ƭŜƴŘƛƴƎ ŀƴŘ ŦǊŀǳŘ ǇŜǊǇŜǘǳŀǘƛƻƴ ƛƴ ǘƘŜ ōŀƴƪ 

ŀŦǘŜǊ ƛǘǎ ŎƻǊǇƻǊŀǘƛǎŀǘƛƻƴΦ ά¢ƘƻǳƎƘ ƛǘ ǿŀǎ ŘƛŦŦƛŎǳƭǘ ǘƻ ǇǊƻǾŜ ƛƴ ǇǊŀŎǘƛŎŀƭ ǘŜǊƳǎΣ ōŀƴƪŜǊǎ ǿŜǊŜ ŀŎŎǳǎŜŘ ƻŦ 

ƳƛǎŎƻƴŘǳŎǘ ŀƴŘ ŎƻǊǊǳǇǘƛƻƴΣ ŀǎ ƳƻƴŜȅǎ ŜȄŎƘŀƴƎŜ ƘŀƴŘǎ ōŜŦƻǊŜ ŀ ƭƻŀƴ ǿŀǎ ƎǊŀƴǘŜŘέ DJKA ŎƻƴŦƛǊƳŜŘΦ 

DJKA ŀƭǎƻ ǎǳƎƎŜǎǘǎ ǘƘŀǘΣ ǘƘŜ ŀōǎŜƴŎŜ ƻŦ ŀ ŎŀǇ ƻƴ ōŀƴƪ ŎǊŜŘƛǘǎ ƭƛƳƛǘǎΣ ǘƘŜ ŀƳƻǳƴǘ ŀƴŘ ǘƘŜ ǘȅǇŜ ƻŦ 

ōƻǊǊƻǿŜǊǎ ƭŜƴǘ ƳƻƴŜȅ ǘƻ ƘŀǾŜ ōŜŜƴ ōƭǳǊǊŜŘ ǿƛǘƘƻǳǘ ŀƴȅ ŜǎǘŀōƭƛǎƘŜŘ ƎǳƛŘŜƭƛƴŜΦ 9ǾŜƴΣ ǘƘŜ ōŀƴƪΩǎ ƻǿƴ 

ǇƻƭƛŎȅ ƳŜŀǎǳǊŜǎ ǘƘŀǘ ŎƻǳƭŘ ƘŀǾŜ ƳƛƴƛƳƛǎŜŘ Ǌƛǎƪǎ ǘŀƪŜƴ ōȅ ƻŦŦƛŎƛŀƭ ǿŜǊŜ ŦƭƻǳǘŜŘ ǿƛǘƘ ƛƳǇǳƴƛǘȅ ŦƻǊ 

ǎǳǇŜǊ ǇǊƻŦƛǘ ǊŜŀǎƻƴǎΦ CƻǊ ƛƴǎǘŀƴŎŜΣ ǿƘŜƴ ǘƘŜ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ ǿŜǊŜ ƭƛōŜǊŀƭƛǎŜŘΣ ǘƘŜ ōŀƴƪ ǎŜǘ ƛǘǎ ƻǿƴ 

ǇǊŜŦŜǊǊŜŘ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ ƻƴ ŘŜǇƻǎƛǘǎ ŀƴŘ ŎǊŜŘƛǘǎΣ ƛǘ ŎŀǳǎŜŘ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ǘƻ ŀŎŎŜǇǘ ŦŀƴǘŀǎǘƛŎ ƳŀǊƪ-

ǳǇ ƻǊ ƛƴǘŜǊŜǎǘ ǊŀǘŜǎ ǇǊƻǇƻǎŀƭ ŦǊƻƳ ǉǳŜǎǘƛƻƴŀōƭŜ ƛƴŘƛǾƛŘǳŀƭǎ ŀƴŘ ŎƻƳǇŀƴƛŜǎΦ  

 

tƻƭƛǘƛŎŀƭ Ŏƻƭƭǳǎƛƻƴ ǿƛǘƘ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ƭŜŘ ǘƻ ǘƘŜ ŎƻƴǘƛƴǳŜŘ ŜȄǇǊƻǇǊƛŀǘƛƻƴ ƻŦ ŘŜǇƻǎƛǘƻǊǎ ŦǳƴŘ ōŜǘǿŜŜƴ 

мффр ŀƴŘ нлллΦ ¢ƘŜǎŜ ǘǊŀƴǎŀŎǘƛƻƴǎ ƛƴǾƻƭǾŜŘ ǎƻƳŜ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ŀƴŘ ǳƴ-ƴŀƳŜŘ ōƻŀǊŘ ƳŜƳōŜǊΣ 

ǿƘƛŎƘ ǳƴŘŜǊƳƛƴŜŘ ǘƘŜ ǇŜǊŦƻǊƳŀƴŎŜ ƻŦ ǘƘŜ ōŀƴƪΦ .ŀǎŜŘ ƻƴ ǘƘŜ .{5Ωǎ ŦƛƴŘƛƴƎǎΣ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ 

ŎƻƴŎƭǳŘŜŘ ǘƘŀǘ ǘƘŜ ōŀƴƪΩǎ ŘŜǇƻǎƛǘƻǊǎ ǿŜǊŜ ǎŜǊƛƻǳǎƭȅ ǇǊŜƧǳŘƛŎŜŘ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƘŜ ŦƻǊƳŜǊ ŘƛǊŜŎǘƻǊǎΩ 

ŘŜŀƭƛƴƎǎΦ IƻǿŜǾŜǊ ƴƻ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴǎ ǿŜǊŜ ƳŀŘŜ ǘƻ ƛƴǘŜǊŘƛŎǘ ǘƘŜ ŜȄŜŎǳǘƛǾŜǎ ƛƴ ƻǊŘŜǊ ǘƻ ŦŀŎƛƭƛǘŀǘŜ 

ŦǳǊǘƘŜǊ ƛƴǾŜǎǘƛƎŀǘƛƻƴǎ ŀƴŘ ǇǊƻǎŜŎǳǘŜŘ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ƭŀǿ ōŜŦƻǊŜ нлллΦ /hht ǿŀǎ ƻƴŜ ƻŦ ǘƘŜ ǘƘǊŜŜ 

ōŀƴƪǎ ǘƻ ōŜ ŘǳǇŜŘ ōȅ ŀ ǎƛƴƎƭŜ ƻōƭƛƎƻǊ ό!-[ƛŦŜ /ƻƳǇŀƴȅύΦ ¢Ƙƛǎ ǎƛƴƎƭŜ ŎǳǎǘƻƳŜǊ ƻǿŜŘ /hht ŀƴ ŀƳƻǳƴǘ 

ƻŦ DI по ōƛƭƭƛƻƴ ŀƴŘ ǎǳōǎǘŀƴǘƛŀƭ ǇƻǊǘƛƻƴ ƘŀŘ ǘƻ ōŜ ǊŜŎƻǾŜǊŜŘ ǿƛǘƘƻǳǘ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ƪƴƻǿƭŜŘƎŜ 

ό5ŜƭƻƛǘǘŜ ŀƴŘ ¢ƻǳŎƘŜΣ мффсύΦ .ŀƴƪ ƻŦ DƘŀƴŀ ǎƻǳǊŎŜǎ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ /hhtΩǎ ƭƻŀƴ ƎǊŀƴǘŜŘ ǘƘŜ ǎƛƴƎƭŜ 

                                                           
119
5ǳǊƛƴƎ ǘƘŜ ƳƛƭƛǘŀǊȅ ǊŜƎƛƳŜǎ ƻŦ мфулǎΣ ƭƻŀƴ ŀǇǇƭƛŎŀƴǘǎ ƻōǘŀƛƴŜŘ ƴƻǘŜǎ ŦǊƻƳ ƳƛƭƛǘŀǊȅ ƻŦŦƛŎŜǊǎ ŀƴŘ ǘƻƻƪ ǘƘŜǎŜ ǘƻ ōŀƴƪ 
ƳŀƴŀƎŜǊǎΥ LŦ ǘƘŜ ƳŀƴŀƎŜǊ ŘƛŘ ƴƻǘ ŎƻƳǇƭȅ ƘŜ ǊƛǎƪŜŘ ōŜƛƴƎ ǎŀŎƪŜŘ ƻǾŜǊ ǘƘŜ ǊŀŘƛƻ ό.ǊƻǿƴōǊƛŘƎŜ ŀƴŘ DƻŎƪŜƭΣ мффсύΦ 
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ŀŦŦŜŎǘŜŘ ƛǘǎ ƻǇŜǊŀǘƛƻƴǎ ƴŜƎŀǘƛǾŜƭȅ ŀƴŘ ǇƭŀŎŜŘ ƛǘ ƛƴ ŀ ŘƛŦŦƛŎǳƭǘ Ǉƻǎƛǘƛƻƴ ǘƻ ǊŜŎƻǾŜǊΦ ¢ƘŜ ŜȄŜŎǳǘƛǾŜǎ 

ƛƴǾƻƭǾŜŘ ƛƴ ǘƘŜ ŘŜŀƭ ǿŜǊŜ ƎƛǾŜƴ ƭǳȄǳǊȅ ŎŀǊǎ ŦƻǊ ǘƘŜƛǊ ǎŜǊǾƛŎŜǎ ōȅ ǘƘŜ !-[ƛŦŜ ƳŀƴŀƎŜƳŜƴǘΦ ¢ƘŜǊŜ ǿŜǊŜ 

ŀƭǎƻ ǊŜǇƻǊǘŜŘ ŎŀǎŜǎ ƻŦ ōƻŀǊŘ ƳŜƳōŜǊǎ ǊŜŎŜƛǾƛƴƎ ŎŀǎƘ ƘŀƴŘ ƻǳǘǎ ŦǊƻƳ ǘƘŜ a5 ƛƴŘƛǊŜŎǘƭȅ ƛƴŘƛŎŀǘƛƴƎ 

ǘƘŀǘ ǘƘŜȅ Ƴŀȅ ƘŀǾŜ ōŜŜƴ ŀǿŀǊŜ ƻŦ ǘƘŜ ǘǊŀƴǎŀŎǘƛƻƴǎΦ IŜ ƘƻǿŜǾŜǊ ŎƻǳƭŘ ƴƻǘ ǎǳōǎǘŀƴǘƛŀǘŜ ǿƘŀǘ ōŜƴŜŦƛǘ 

ǿŀǎ ŘŜǊƛǾŜŘ ōȅ ǘƘŜ ǎǳǇŜǊǾƛǎƛƻƴ ƻŦŦƛŎƛŀƭ ŦǊƻƳ ǘƘŜ .ƻDΣ ǿƘƻ ǿŀǎ ōŜƭƛŜǾŜŘ ǘƻ ƘŀǾŜ ōŜŜƴ ŀǿŀǊŜ ƻŦ ǘƘŜ 

ǘǊŀƴǎŀŎǘƛƻƴǎ ōǳǘ ŦŀƛƭŜŘ ǘƻ ŀŎǘΦ ¢ƘƻǳƎƘ ƴƻ ǊŜƎǳƭŀǘƻǊȅ ǎǳǇŜǊǾƛǎƛƻƴ ŎƻǳƭŘ ƴƻǘ ǊŜǇƭŀŎŜ ŀ ƎƻƻŘ ŎƻǊǇƻǊŀǘŜ 

ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜ όbŀƳΣ нллпύΣ ŀƴ ŜŦŦƛŎƛŜƴǘ ǎǳǇŜǊǾƛǎƛƻƴ ŎƻǳƭŘ ƘŀǾŜ ǇǊŜǾŜƴǘŜŘ ǿƛŘŜǎǇǊŜŀŘ ŦǊŀǳŘ 

ŀƴŘ ŀƴǘƛ-ōŀƴƪ ǇǊŀŎǘƛŎŜǎ ƻōǎŜǊǾŜŘ ƛƴ /hhtΦ 

 

!ƴƻǘƘŜǊ ǎƻǳǊŎŜ ƻŦ ŦǊŀǳŘ ǿŀǎ ƛŘŜƴǘƛŦƛŜŘ ŀǎ ǘƘŜ ƻǾŜǊ-ǊŜƭƛŀƴŎŜ ƻƴ ŦŜǿ ƳŜƳōŜǊǎ ƻŦ ǎǘŀŦŦ ǿƘƛŎƘ 

ǇŜǊǇŜǘǳŀǘŜŘ ŀƭƭ ŦƻǊƳǎ ƻŦ ƳŀƭŦŜŀǎŀƴŎŜΦ !ŎŎƻǊŘƛƴƎ DJKAΣ Ƴƻǎǘ ƻŦ ǘƘŜ ŦǊŀǳŘ ŎŀǎŜǎ ǿŜǊŜ ŎŀǊǊƛŜŘ ƻǳǘ ōȅ 

ǘƘŜǎŜ ŦŜǿ ǇƻǿŜǊŦǳƭ ǎǘŀŦŦ ƛƴ ǘƘŜ ŎǊŜŘƛǘ ǎŜŎǘƛƻƴ Ƴƻǎǘ ƻŦ ǿƘƛŎƘ ƘŀŘ ōŜŜƴ ǿƛǘƘ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴ ŦƻǊ ƭƻƴƎ 

ǇŜǊƛƻŘǎ ƻŦ ǘƛƳŜ ŀƴŘ ǿƘƻǎŜ ǿƻǊƪ ǿŜǊŜ ǎŎŀǊŎŜƭȅ ǎǳǇŜǊǾƛǎŜŘΦ Lǘ ǿŀǎ ŀƭǎƻ ƴƻǘŜŘ ǘƘŀǘ ŜȄŎŜǎǎƛǾŜ ŀǳǘƘƻǊƛǘȅ 

ǿŀǎ ƎƛǾŜƴ ǘƻ ǎƻƳŜ ŜƳǇƭƻȅŜŜǎ ōŜŎŀǳǎŜ ǘƘŜȅ ǎŜŜƳǎ ǘƻ ōŜ ǾŜǊȅ ŜŦŦŜŎǘƛǾŜ ƻƴ ǘƘŜƛǊ ǎŎƘŜŘǳƭŜΦ !ǎ ǎǳŎƘ 

ƛƴŘƛǾƛŘǳŀƭǎ ƛƴ ǘƘƛǎ ŎŀǘŜƎƻǊȅ ǿŜǊŜ ȊŜŀƭƻǳǎΣ ŘŜǾƻǘŜŘ ǘƻ Řǳǘȅ ŀƴŘ ǿƻǊƪ ŜȄǘǊŀ ƘƻǳǊǎ ǳƴŘŜǊ ǘƘŜ ƎǳƛǎŜ ƻŦ 

ŎƻǊǇƻǊŀǘŜ ƭƻȅŀƭǘȅ ŀƴŘ ŎƻƳƳƛǘƳŜƴǘΦ IƻǿŜǾŜǊΣ ǘƘŜƛǊ ȊŜŀƭ ǿŀǎ ŘƛǊŜŎǘŜŘ Ƴƻǎǘƭȅ ǘƻ ǘƘŜƛǊ ƻǿƴ ǎŜƭŦƛǎƘ ŜƴŘǎ 

ŀƴŘ ǘƘŀǘ ƻŦ ǘƘŜƛǊ ŎƻƭƭŀōƻǊŀǘƻǊǎ ŀǘ ǘƘŜ ŜȄǇŜƴǎŜ ƻŦ ǘƘŜ ōŀƴƪΦ ¢ƘŜ ŀŎǘƛƻƴǎ ƻŦ ǘƘŜǎŜ ǳƴǎǳǇŜǊǾƛǎŜŘ ŎǊŜŘƛǘ 

ǎǘŀŦŦ ǿŀǎ ƛƴŘƛǊŜŎǘƭȅ ŀ ŎƻƭƭŀōƻǊŀǘƛƻƴ ŜŦŦƻǊǘǎ ōŜǘǿŜŜƴ ǘƘŜƳ ŀƴŘ ǘƘŜ ǎŜƴƛƻǊ ƳŀƴŀƎŜǊǎΦ ! ǎƛǘǳŀǘƛƻƴ ǘƘŀǘ 

ŎƻǳƭŘ ƘŀǾŜ ōŜŜƴ ǊŜǾŜǊǎŜŘ ƘŀŘ ǘƘŜ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ ōŜŜƴ ŜŦŦŜŎǘƛǾŜ ƛƴ ƛǘǎ ǿƻǊƪΦ aƻǎǘ ƻŦ ǘƘŜ ŎǊŜŘƛǘ 

ǎǘŀŦŦ Ƙŀǎ ŀŎŎƻǳƴǘƛƴƎ ōŀŎƪƎǊƻǳƴŘΣ ǿƘƛŎƘ ŘƛŘ ƴƻǘ ǘǊŀƴǎƭŀǘŜ ƛƴǘƻ ŀ ƎƻƻŘ ŎǊŜŘƛǘ ǎǘŀŦŦΦ !ǎ ƳǳŎƘ ŀǎ 

ŀŎŎƻǳƴǘƛƴƎ ǿŀǎ ƴŜŎŜǎǎŀǊȅ ŦƻǊ ŦƛƴŀƴŎƛŀƭ ŘǳǘƛŜǎΣ ǘƘŜ ŀōǎŜƴŎŜ ƻŦ ŀ ǉǳŀƭƛŦƛŜŘ ƛƴŘƛǾƛŘǳŀƭ ŦƻǊ ŎǊŜŘƛǘ 

ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ǿŀǎ ŀƭǎƻ ŀ ŦŀŎǘƻǊ ƛƴ ƎǊŀƴǘƛƴƎ ŎǊŜŘƛǘǎ ǘƻ ŎǊŜŘƛǘ ǿƻǊǘƘȅ ŎǳǎǘƻƳŜǊǎΦ ¢ƘŜ 

ƭƻǎǎŜǎ ŀƭǎƻ ƛƴŎƭǳŘŜ ǘƘŜ ǇǊƻǘƻŎƻƭ ƭƻŀƴǎ ŜȄǘŜƴŘŜŘ ǘƻ ǎƻƳŜ ŜƭƛǘŜǎ ƻǊ ǎǇŜŎƛŀƭ ƛƴŘƛǾƛŘǳŀƭǎ ǘƘŀǘ ǿŜǊŜ ƎƛǾŜƴ 

ƭŜǘǘŜǊǎ ŦǊƻƳ ǇƻƭƛǘƛŎŀƭ ŦƛƎǳǊŜǎΦ ¢ƘƻǎŜ ǿƛǘƘ ǇǊƻǘƻŎƻƭ ƭƻŀƴǎ ŘƛŘ ƴƻǘ ƘŀǾŜ ǘƘŜƛǊ ŎǊŜŘƛǘ ŀǇǇƭƛŎŀǘƛƻƴǎ ŎƘŜŎƪŜŘ 

ōȅ ǘƘŜ ŎǊŜŘƛǘ ǘŜŀƳ ƻŦ ǘƘŜ ōŀƴƪΣ ōŜŎŀǳǎŜ ǘƘŜ ƛƴǘǊƻŘǳŎǘƻǊȅ ƭŜǘǘŜǊǎ ǇǊŜ-ǉǳŀƭƛŦƛŜŘ ǘƘŜƳ ŦƻǊ ǘƘŜ ƭƻŀƴΦ 

IŜƴŎŜ LǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ǘƘŜ ŜȄǘŜƴǘ ƻŦ ǘƘŜ Ǌƛǎƪ ƛƴǾƻƭǾŜŘΣ ƎƻƻŘ ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘ Ŏŀƴ ǊŜŘǳŎŜ ǘƘŜ 

ŘŜŦŀǳƭǘΦ 

 

LƴŎƻƳǇƭŜǘŜ ŦƛƴŀƴŎƛŀƭ ƛƴŦƻǊƳŀǘƛƻƴ Řŀǘŀ ƻƴ ƛƴǘŜǊƴŀƭ ōƻǊǊƻǿŜǊǎ ŀƭǎƻ ƳŀŘŜ ǘƘŜƛǊ ŜŀǊƭȅ ŘŜǘŜŎǘƛƻƴ ōȅ ǘƘŜ 

.{5 ǾŜǊȅ ŘƛŦŦƛŎǳƭǘΦ !ƴ a5 ƻŦ ŀƴƻǘƘŜǊ ōŀƴƪ όMLYB) ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ ƛƴŀŘŜǉǳŀǘŜ ŘŜōǘƻǊ ƛƴŦƻǊƳŀǘƛƻƴ 

ƳŀŘŜ ƛǘ ƛƳǇƻǎǎƛōƭŜ ŦƻǊ ǘƘŜǎŜ ƎƘƻǎǘ ƻǊ ƴƻƴ-ŜȄƛǎǘƛƴƎ ŎƭƛŜƴǘǎ ǘƻ ōŜ ŦƻƭƭƻǿŜŘ ǳǇΦ ¢ƘŜ ƛƳǇƭƛŎŀǘƛƻƴ ƻŦ ǘƘƛǎ ƛǎ 

ǘƘŀǘ ǎǳŎƘ ƭƻŀƴǎ ŎƻǳƭŘ ƴƻǘ ōŜ ǘǊŀŎŜŘ ǘƻ ǘƘŜ ōŀƴƪ ƻŦŦƛŎƛŀƭǎ ƛƴǾƻƭǾŜŘΤ ƘŜƴŎŜ ǘƘŜ .ƻD ŎƻǳƭŘ ƴƻǘ ǘŀƪŜ 

ǇǊƻƳǇǘ ŀŎǘƛƻƴΦ IƻǿŜǾŜǊΣ ǘƘŜ .ƻD ǎƻǳǊŎŜ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ƻƴŜ ȅŜŀǊ ŎƻǳƭŘ ōŜ ǾŜǊȅ ƭƻƴƎ ŦƻǊ ŀƭƭ ǎƻǊǘǎ ƻŦ 

ǇǊŀŎǘƛŎŜǎ ǘƻ ǎŜƴŘ ǘƘŜ ōŀƴƪ ƛƴǘƻ ŎǊƛǎƛǎΦ {ƻƳŜ ƻŦ ǘƘŜǎŜ ǇǊŀŎǘƛŎŜǎ ƛƴ ǘƘŜ ōŀƴƪ ǿŜƴǘ ǳƴŘŜǘŜŎǘŜŘΣ ŀǎ ǘƘŜ 
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ŎŜƴǘǊŀƭ ōŀƴƪ ǿŀǎ ƴƻǘ ǎƻ ǊŜǎƻǳǊŎŜŘ ǘƻ ƪŜŜǇ Ŏƻƴǎǘŀƴǘ ŜȅŜǎ ƻƴ ǘƘŜ ōŀƴƪ ƘŜ ŀǊƎǳŜŘΦ ¦ƴƭƛƪŜ ƛƴ ǘƘŜ Ǉƻǎǘ 

ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŜǊŀ ǘƘŜǊŜ ǿŜǊŜ ƴƻ ǎǳǇŜǊǾƛǎƻǊ ƻǊ ǊŜƭŀǘƛƻƴǎƘƛǇ ƳŀƴƎŜǊǎ ŀǘǘŀŎƘŜŘ ǇŜǊƳŀƴŜƴǘƭȅ ǘƻ ǘƘŜ 

ōŀƴƪǎΦ ¢ƘŜ ǾŀǊƛƻǳǎ ǊŜǇƻǊǘǎ ŀƴŘ ƻƴ-ǎƛǘŜ ƛƴǾŜǎǘƛƎŀǘƛƻƴǎ ǇǊŜǇŀǊŜŘ ŀ ƎǊƻǳǇ ƻŦ ōŀƴƪ ǎǳǇŜǊǾƛǎƻǊǎ  ǎƘƻǿǎ 

/hht ƘŀŘ ǎǳŦŦŜǊŜŘ ǎƛƎƴƛŦƛŎŀƴǘ ŦƛƴŀƴŎƛŀƭ ǇǊŜƧǳŘƛŎŜ ŀǎ ŀ ǊŜǎǳƭǘ ƻŦ ǘƘŜ ŎƻƴŘǳŎǘ ƻŦ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ 

ǇŀǊǘƛŎǳƭŀǊƭȅ ǊŜƎŀǊŘƛƴƎ ƛƴǎƛŘŜǊ ƭƻŀƴǎΦ {ƛƎƴƛŦƛŎŀƴǘ ƭƻŀƴǎ ŀǊŜ ŀƭƭŜƎŜŘ ǘƻ ƘŀǾŜ ōŜŜƴ ŜȄǘŜƴŘŜŘ ǘƻ ŦƛŎǘƛǘƛƻǳǎ 

ƻǊ ƴƻƴ-ŜȄƛǎǘƛƴƎ ŎƻƳǇŀƴƛŜǎΣ ƻŦǘŜƴ ǿƛǘƘƻǳǘ ŀŘŜǉǳŀǘŜ ǎŜŎǳǊƛǘȅ ŀƴŘ ƛƴ Ƴƻǎǘ ŎŀǎŜǎ ǿƛǘƘƻǳǘ ƎƻƛƴƎ ǘƘǊƻǳƎƘ 

ǘƘŜ ƭƻŀƴ ŎƻƳƳƛǘǘŜŜǎ ƻǊ ŀƴȅ ŘƻŎǳƳŜƴǘŀǘƛƻƴ ƘŀǾƛƴƎ ōŜŜƴ ǇǊŜǇŀǊŜŘΦ !ŎŎƻǊŘƛƴƎ ǘƻ MPEC όwŜƭŀǘƛƻƴǎƘƛǇ 

aŀƴŀƎŜǊύΣ ǘƘŜ {ƛƴƎƭŜ ƻōƭƛƎƻǊ ƭƛƳƛǘ ǎǇŜƭǘ ƛƴ ōŀƴƪƛƴƎ ƭŀǿ ǿŀǎ ŜȄŎŜŜŘŜŘ ǿƛǘƘƻǳǘ ǘƘŜ ŀǳǘƘƻǊƛǘȅ ƻŦ ǘƘŜ 

ōƻŀǊŘ ŀƴŘ .ƻDΦ Lǘ ǿŀǎ ƴƻǘŜŘ ŀƭǎƻ ǘƘŀǘ ǘƘŜ a5 ƎǳŀǊŀƴǘŜŜŘ ƛƴ ǘƘŜ ƴŀƳŜ ƻŦ ǘƘŜ ōŀƴƪ ƛƴ ōǊŜŀŎƘ ƻŦ 

ōŀƴƪƛƴƎ ƭŀǿ όǿƛǘƘƻǳǘ ǘƘŜ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ ōƻŀǊŘύΦ 

6.3.8 !ŎŎƻǳƴǘǎ ƻŦ /hhtΩǎ [ƛǉǳƛŘƛǘȅ /Ǌƛǎƛǎ ŀƴŘ CŀƛƭǳǊŜǎ 

.ŀƴƪΩǎ ǇƻƻǊ ǎƛǘǳŀǘƛƻƴ ǿŀǎ ŀƭƭƻǿŜŘ ǘƻ ŎƻƴǘƛƴǳŜ ƛƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ǇǊŜ-ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŦƛƴŀƴŎƛŀƭ ŎƭŜŀƴƛƴƎ 

ƛƳǇƭŜƳŜƴǘŜŘ ǇǊƛƻǊ ǘƻ мффр120Φ ¢ƘŜ ōŀƴƪΩǎ ƻǇŜǊŀǘƛƻƴǎ ǿŜǊŜ ŦǊŀǳŘ ǿƛǘƘ ōŀŘ ǊŜǎǳƭǘ ǊƛƎƘǘ ŦǊƻƳ ǘƘŜ 

ōŜƎƛƴƴƛƴƎ ƻŦ ǘƘŜ ǊŜŦƻǊƳ ƛƴ мффмΦ .ȅ ǘƘŜ ŜƴŘ ƻŦ 5ŜŎŜƳōŜǊ мфффΣ ƛǘ ǿŀǎ ŜǎǘŀōƭƛǎƘŜŘ ǘƘŀǘ ǘƘŜ ōŀƴƪΩǎ 

ŀǎǎŜǘǎ ŀǎ ǿŜƭƭ ŀǎ ƘƛƎƘ ƭƻŀƴ ŜȄǇƻǎǳǊŜ ǘƻ ŦŜǿ ŎƻƳǇŀƴƛŜǎ ŘŜǘŜǊƛƻǊŀǘŜŘ ǎƛƎƴƛŦƛŎŀƴǘƭȅΦ LƴǘŜǊƴŀƭ ŀƴŘ 

ŜȄǘŜǊƴŀƭ ŀǳŘƛǘǎ ŎŀǊǊƛŜŘ ƻǳǘ ŀǘ /hht ǊŜ-ŎƻƴŦƛǊƳŜŘ ǘƘŜ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ǇǊƻōƭŜƳǎ ŘƛǎŎǳǎǎŜŘ ŀōƻǾŜΦ 

/hht ŦŀƛƭŜŘ ǘƻ ƳŜŜǘ ƻǊ ƛƳǇǊƻǾŜ ƻƴ ǘƘŜ ǊŜƭŜǾŀƴǘ ŦƛƴŀƴŎƛŀƭ Ǌŀǘƛƻǎ ǇǊƛƻǊ ǘƻ ƛǘǎ ŘŜƳƛǎŜ ƛƴ нлллΦ ¢ƘƻǳƎƘ 

ǘƘŜ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘ ǊŜǇƻǊǘǎ ǎƛƴŎŜ ǘƘŜ ŜǎǘŀōƭƛǎƘƳŜƴǘ ƻŦ ǘƘŜ ōŀƴƪ ǎƘƻǿŜŘ ǿƻǊǊȅƛƴƎ ǎƛǘǳŀǘƛƻƴΣ ƴƻǘƘƛƴƎ 

ŎƻǳƭŘ ōŜ ŘƻƴŜ ǘƻ ǎŀǾŜ ǘƘŜ ŎƻƭƭŀǇǎŜ ƻŦ ǘƘŜ ōŀƴƪΦ tŜǊǎƛǎǘŜƴǘ ƭƻǎǎŜǎ ŀƴŘ ǳƴǎǳǎǘŀƛƴŀōƭŜ ƻǇŜǊŀǘƛƻƴǎ ƻŦ ǘƘŜ 

ōŀƴƪǎ ŎƻǳƭŘ ƴƻǘ ōŜ ƭŜŦǘ ǘƻ Ǌǳƴ ƻƴ ƛŦ ǘƘŜ ŦƛǊƳ ǎƘƻǳƭŘ ōŜ ƻǇŜǊŀǘƛƴƎ ŀǎ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ό¢ŀōƭŜ сΦмύΦ   

 

/hht ƛƴŎǳǊǊŜŘ ǇŜǊǎƛǎǘŜƴǘ ƭƻǎǎŜǎ ōŜŎŀǳǎŜ ƻŦ ōŀŘ ƭƻŀƴǎ ƳŀŘŜ ƭƛŀōƛƭƛǘƛŜǎ ǘƻ ōŜ ƳƻǊŜ ǘƘŀƴ ŀǎǎŜǘǎ ǎƛƴŎŜ 

ǘƘŜ ǊŜŦƻǊƳǎ ƛƴ мффп ŀŦǘŜǊ ǘƘŜ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŜȄŜǊŎƛǎŜΦ [ƛǉǳƛŘŀǘƻǊǎ ƛƴ ǘƘŜƛǊ ƴƻǘŜ ƛƴŘƛŎǘŜŘ ǘƘŀǘ 

ƳŀƴŀƎŜƳŜƴǘ ƻŦ /hht ŦƻǊ ǘƘŜƛǊ ƛƴŜŦŦŜŎǘƛǾŜ ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘΦ CƻǊ ŜȄŀƳǇƭŜΣ ōŀƴƪΩǎ ŀǳŘƛǘŜŘ ŀŎŎƻǳƴǘǎ 

ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ ƛǘǎ ŎǊŜŘƛǘ ƻǇŜǊŀǘƛƻƴǎ ǿŜǊŜ Ƴƛǎ-ƳŀƴŀƎŜŘ ŀƴŘ ǎŜŎǳǊƛǘƛŜǎ ǿŜǊŜ ƴƻǘ 

ŀǘǘŀŎƘŜŘ ǘƻ ƭƻŀƴǎΦ121 ¢ƘŜ ƭƛǉǳƛŘŀǘƻǊ ǊŜ-ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ /hht ƘŀŘ ƘǳƎŜ ƭƻŀƴǎ ǿƛǘƘ ōŀŘ ǉǳŀƭƛǘȅ ǿƛǘƘ 

ŀōƻǳǘ DI/ по ōƛƭƭƛƻƴ ǘƻ ŀ ǎƛƴƎƭŜ ōƻǊǊƻǿŜǊΦ IŀǾƛƴƎ ŎƻǊǇƻǊŀǘƛǎŜŘ ǘƘŜ ōŀƴƪΣ ƻƴŜ ǿƛƭƭ ƘŀǾŜ ŜȄǇŜŎǘŜŘ ǘƘŀǘ 

ǇƻƻǊƭȅ ǇŜǊŦƻǊƳƛƴƎ ƻǊƎŀƴƛǎŀǘƛƻƴ ǎƘƻǳƭŘ ƘŀǾŜ ŦƛƭŜŘ ŦƻǊ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ǿƛǘƘƛƴ ǘƘǊŜŜ ƳƻƴǘƘǎ ƛƴ ƭƛƴŜ ǿƛǘƘ 

ǘƘŜ ŎƻǳƴǘǊȅΩǎ ōŀƴƪǊǳǇǘŎȅ ƭŀǿǎΦ 

                                                           
120

 COOP was insolvent and the magnitude of its Non-Performing Assets (NPAs) was too large for it to be able to restore 

adequate level of capitalisation from future profits. The declining deposit growth because of loss of confidence due 

the corruption and fraud led to a loss of depositor confidence in Co-op evidenced by the steady reduction in 

deposits. 
 
121
/hht ǿŀǎ ŘŜŦǊŀǳŘŜŘ ōȅ !-[ƛŦŜ /ƻƳǇŀƴȅΣ ǘƘŜǊŜōȅ ŀŦŦŜŎǘƛƴƎ ƛǘǎ ƻǇŜǊŀǘƛƻƴǎ ƴŜƎŀǘƛǾŜƭȅ ό5ŜƭƻƛǘǘŜ ŀƴŘ ¢ƻǳŎƘŜΣ мффсύΦ 
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¢ŀōƭŜ сΦм CƛƴŀƴŎƛŀƭ Ǉƻǎƛǘƛƻƴ ƻŦ /hht ǇǊƛƻǊ ǘƻ [ƛǉǳƛŘŀǘƛƻƴ 

 

¸ŜŀǊ CƛƴŀƴŎƛŀƭ tƻǎƛǘƛƻƴ 

мффс ¢ƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƘŀǾŜ ōŜŜƴ ǇǊŜǇŀǊŜŘ ƻƴ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ōŀǎƛǎΦ ¢Ƙƛǎ ōŀǎƛǎ Ƴŀȅ ƴƻǘ ōŜ ŀǇǇǊƻǇǊƛŀǘŜ ōŜŎŀǳǎŜ ǘƘŜ 

ōŀƴƪ ƛƴŎǳǊǊŜŘ ŀ ƭƻǎǎ ƻŦ DI нтΣфлмΣсумΣллл ŘǳǊƛƴƎ ǘƘŜ ȅŜŀǊ ŜƴŘŜŘ 5ŜŎŜƳōŜǊ омΣ мффс ŀƴŘ ŀǘ ǘƘŀǘ ŘŀǘŜ ƛǘǎ ŎǳǊǊŜƴǘ 

ƭƛŀōƛƭƛǘƛŜǎ ŜȄŎŜŜŘŜŘ ƛǘǎ ŎǳǊǊŜƴǘ ŀǎǎŜǘǎ ōȅ DI нлΣпотΣтфрΣлллΦ !ƴ ŀƳƻǳƴǘ ƻŦ DI по ōƛƭƭƛƻƴ ǿŀǎ ƻǿŜŘ ōȅ ŀ ǎƛƴƎƭŜ ŎǳǎǘƻƳŜǊ 

ŀƴŘ ǎǳōǎǘŀƴǘƛŀƭ ǇƻǊǘƛƻƴ Ƙŀǎ ǘƻ ōŜ ǊŜŎƻǾŜǊŜŘΦ ¢ƘŜǎŜ ŦŀŎǘƻǊǎ ƛƴŘƛŎŀǘŜ ǘƘŀǘ ǘƘŜ .ŀƴƪ Ƴŀȅ ōŜ ǳƴŀōƭŜ ǘƻ ŎƻƴǘƛƴǳŜ ǘǊŀŘƛƴƎΦ 

 

мффт ¢ƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƘŀǾŜ ōŜŜƴ ǇǊŜǇŀǊŜŘ ƻƴ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ōŀǎƛǎΦ ¢Ƙƛǎ ōŀǎƛǎ Ƴŀȅ ƴƻǘ ōŜ ŀǇǇǊƻǇǊƛŀǘŜ ōŜŎŀǳǎŜ ǘƘŜ 

ōŀƴƪ ƛƴŎǳǊǊŜŘ ŀ ƭƻǎǎ ƻŦ Ǆ оΣтроΣлфтΣллл ŘǳǊƛƴƎ ǘƘŜ ȅŜŀǊ ŜƴŘŜŘ 5ŜŎŜƳōŜǊ омΣ мффт ŀƴŘ ŀǘ ǘƘŀǘ ŘŀǘŜ ƛǘǎ ŎǳǊǊŜƴǘ ƭƛŀōƛƭƛǘƛŜǎ 

ŜȄŎŜŜŘŜŘ ƛǘǎ ŎǳǊǊŜƴǘ ƭƛŀōƛƭƛǘƛŜǎ ōȅ DI нпΣнлуΣфпмΣлллΦ ¢ƘŜ ǘƻǘŀƭ ŀǎǎŜǘ ƻŦ ǘƘŜ .ŀƴƪ Ƙŀǎ ǊŜŘǳŎŜŘ ŦǊƻƳ DI тмΣсфрΣтнтΣллл ǘƻ 

DI сΣутнΣлспΣлллΦ !ŎŎƻǳƴǘ ǿƛǘƘ .ŀƴƪ ƻŦ DƘŀƴŀ ǿŀǎ ƻǾŜǊŘǊŀǿƴ ōȅ DI ноΣрфуΣумрΣлллΦ ¢ƘŜǎŜ ŦŀŎǘƻǊǎ ƛƴŘƛŎŀǘŜ ǘƘŀǘ ǘƘŜ 

.ŀƴƪ Ƴŀȅ ōŜ ǳƴŀōƭŜ ǘƻ ŎƻƴǘƛƴǳŜ ǘǊŀŘƛƴƎΦ 

 

мффу ¢ƘŜ ŦƛƴŀƴŎƛŀƭ ǎǘŀǘŜƳŜƴǘǎ ƘŀǾŜ ōŜŜƴ ǇǊŜǇŀǊŜŘ ƻƴ ŀ ƎƻƛƴƎ ŎƻƴŎŜǊƴ ōŀǎƛǎΦ ¢Ƙƛǎ ōŀǎƛǎ Ƴŀȅ ƴƻǘ ōŜ ŀǇǇǊƻǇǊƛŀǘŜ ōŜŎŀǳǎŜ ǘƘŜ 

ōŀƴƪ ƛƴŎǳǊǊŜŘ ŀ ƭƻǎǎ ƻŦ DI рΣтннΣулпΣллл ŘǳǊƛƴƎ ǘƘŜ ȅŜŀǊ ŜƴŘŜŘ 5ŜŎŜƳōŜǊ омΣ мффу ŀƴŘ ŀǘ ǘƘŀǘ ŘŀǘŜ ƛǘǎ ŎǳǊǊŜƴǘ ƭƛŀōƛƭƛǘƛŜǎ 

ŜȄŎŜŜŘŜŘ ƛǘǎ ŎǳǊǊŜƴǘ ƭƛŀōƛƭƛǘƛŜǎ ōȅ DI сΣлфнΣмптΣлллΦ {ƘƻǳƭŘ ǘƘŜ .ŀƴƪ ōŜ ǳƴŀōƭŜ ǘƻ ŎƻƴǘƛƴǳŜ ǘǊŀŘƛƴƎΣ ŀŘƧǳǎǘƳŜƴǘǎ ǿƻǳƭŘ 

ƘŀǾŜ ǘƻ ōŜ ƳŀŘŜ ǘƻ ǊŜŘǳŎŜ ǘƘŜ ǾŀƭǳŜ ƻŦ ǘƘŜ ŀǎǎŜǘǎ ǘƻ ǘƘŜ ǊŜŎƻǾŜǊŀōƭŜ ŀƳƻǳƴǘ ǘƻ ǇǊƻǾƛŘŜ ŦƻǊ ŀƴȅ ŦǳǊǘƘŜǊ ƭƛŀōƛƭƛǘƛŜǎ ǿƘƛŎƘ 

ƳƛƎƘǘ ŀǊƛǎŜ ŀƴŘ ǘƻ ǊŜŎƭŀǎǎƛŦȅ ŦƛȄŜŘ ŀǎǎŜǘǎ ŀƴŘ ƭƻƴƎ-ǘŜǊƳ ƭƛŀōƛƭƛǘƛŜǎ ŀǎ ŎǳǊǊŜƴǘ ŀǎǎŜǘǎ ŀƴŘ ƭƛŀōƛƭƛǘƛŜǎΦ 

 

  

  {ƻǳǊŎŜΥ !ƴƴǳŀƭ ǊŜǇƻǊǘ όмффп ς мффуύ 
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5ŜǎǇƛǘŜ ǘƘŜǎŜ ǇƻƻǊ ǊŜǎǳƭǘǎ ό¢ŀōƭŜ с-мύ ŀƴŘ ǎŜǊƛƻǳǎ ŀƭƭŜƎŀǘƛƻƴǎΣ ǘƘŜ ōŀƴƪ ǿŀǎ ŀƭƭƻǿŜŘ ǘƻ Ǌǳƴ 

ŦƻǊ ŜƛƎƘǘ ȅŜŀǊǎ ŀŦǘŜǊ ƛǘǎ ǊŜǎǘǊǳŎǘǳǊƛƴƎΦ ά¢ƘŜǊŜ ǿŀǎ ƴƻ ǎŜǊƛƻǳǎ Ŧƻƭƭƻǿ ǳǇ ŦǊƻƳ ǘƘŜ .{5 ƻŦ ōŀƴƪ 

ƻŦ DƘŀƴŀ ŀǎ ŜȄǇŜŎǘŜŘ ŦƻǊ ŀ ōŀƴƪ ǘƘŀǘ ǇƻǎŜǎ Ǌƛǎƪ ǘƻ ǘƘŜ ōŀƴƪƛƴƎ ǎŜŎǘƻǊέΣ DJKA ǊŜŎŀǇǎΦ ¢ƘŜǊŜ 

ǿŀǎ ƴƻ ǊŜǇƻǊǘǎ ƻŦ ŘƛǊŜŎǘƻǊǎ ŜǾŜǊ ōŜŜƴ ŎƘŀǊƎŜŘ ǿƛǘƘ ŀƴȅ ƻŦŦŜƴŎŜ ǊŜƎŀǊŘƛƴƎ ǘƘŜƛǊ ŀƭƭŜƎŜŘ 

ŎƻƴŘǳŎǘ ŀǘ ǘƘŜ ōŀƴƪΦ ¢ƘŜ ŘŜŎƛǎƛƻƴ ōȅ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ǘƻ ƭƛǉǳƛŘŀǘŜ /hht όŀƴŘ .I/ύ ǿŀǎ ǘŀƪŜƴ 

ōŜŎŀǳǎŜ ƻŦ ǘƘŜ ǇǳōƭƛŎ ƻǳǘŎǊȅΣ ŎƻƴǎƛŘŜǊƛƴƎ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǎƻƳŜ ƻŦ ǘƘŜ ƻǘƘŜǊ ǎǘŀǘŜ ōŀƴƪǎ ƘŀŘ 

ǊŜŎƻǾŜǊŜŘ ŦǊƻƳ ƭƛǉǳƛŘƛǘȅ ǇǊƻōƭŜƳǎ ŀƴŘ ƛƳǇǊƻǾŜŘ ǘƘŜƛǊ ŎŀǇƛǘŀƭ ŀŘŜǉǳŀŎȅ ǾŀƭǳŜǎ122Φ 

 

MRABΣ ŀƴ ŜȄŀƳƛƴŜǊ ƻŦ ōŀƴƪǎ ƻǇƛƴŜǎ ǘƘŀǘ ŘǊŀƳŀǘƛŎ ƭƛǉǳƛŘŀǘƛƻƴ ƻŦ ŀ ōŀƴƪ ŎƻǳƭŘ ǊŜǎǳƭǘ ƛƴ 

ŘŜǇƻǎƛǘƻǊ ǊǳƴΤ ƛǘ ƛǎ ƭƛƪŜƭȅ ǘƘŜ ŦƻǊōŜŀǊŀƴŎŜ ŎƻƴǘǊƛōǳǘŜǎ ǘƻ ǘƘŜ ŎƻƭƭŀǇǎŜ ƻŦ /hht ōȅ ǇŜǊƳƛǘǘƛƴƎ 

ǘƘŜ ōŀƴƪ ƛƴ ǎǳŎƘ ŘƛǎǘǊŜǎǎŜŘ ǘƻ ŎƻƴǘƛƴǳŜ ƛǘǎ ƻǇŜǊŀǘƛƻƴ ōŜǘǿŜŜƴ мффс ŀƴŘ нлллΦ Lǘ ŀǇǇŜŀǊǎ ǘƻ 

ƘŀǾŜ ōŜŜƴ ŘƛǎŀŘǾŀƴǘŀƎŜƻǳǎ ǘƻ ǘƘŜ ōŀƴƪΣ ōŜŎŀǳǎŜ ǘƘŜ ōŀƴƪ ƭŀŎƪŜŘ ŀŘŜǉǳŀǘŜ ŦǳƴŘǎ ŀƴŘ 

ǊŜƳŀƛƴŜŘ ƛƴ ƻǇŜǊŀǘƛƻƴ ǿƘƛƭǎǘ ƛǘǎ ŎŀǇƛǘŀƭ ǎƛǘǳŀǘƛƻƴ ŘŜǘŜǊƛƻǊŀǘŜŘΦ /ƻƻǇϥǎ ŜŀǊƴƛƴƎǎ ƻŦ /нΣ мро 

ōƛƭƭƛƻƴ ƛƴ мффпΣ / лΣмфм ōƛƭƭƛƻƴ ƛƴ мффрΣ - / нтΣфмо ōƛƭƭƛƻƴ ƛƴ мффсΣ -лоΣтор ōƛƭƭƛƻƴ ƛƴ мффт ŀƴŘ -

лрΣтно ōƛƭƭƛƻƴ ƛƴ мффу ǎƘƻǿŜŘ ŀ ŘŜŎƭƛƴƛƴƎ ǘǊŜƴŘ όǎŜŜ ¢ŀōƭŜ с-мύΦ ¢Ƙƛǎ ǎƘƻǿǎ ǘƘŀǘ ƛǘ ŜƴƧƻȅŜŘ 

ŦƻǊōŜŀǊŀƴŎŜ ŦƻǊ ǎƻƳŜ ȅŜŀǊǎ ǇǊƛƻǊ ǘƻ ǘƘŜ ƭƛǉǳƛŘŀǘƛƻƴ ƛƴ нлллΦ 9ƳǇƛǊƛŎŀƭ Řŀǘŀ ŀƭǎƻ ǊŜǾŜŀƭŜŘ ǘƘŀǘ 

/ƻ-ƻǇ ƛƴŎǳǊǊŜŘ ǇŜǊǎƛǎǘŜƴǘ ƭƻǎǎŜǎ ŀƴŘ ǿŀǎ ǳƴŀōƭŜ ǘƻ ƳŜŜǘ ǘƘŜ ǊŜǉǳƛǊŜŘ ŎŀǇƛǘŀƭ ŀŘŜǉǳŀŎȅ Ǌŀǘƛƻ 

ƻŦ с҈Φ ¢ƘǊƻǳƎƘƻǳǘ ǘƘŜ ǘƛƳŜ ǇŜǊƛƻŘ ǳƴŘŜǊ ŎƻƴǎƛŘŜǊŀǘƛƻƴΣ ǘƘŜ ŜȄǘŜǊƴŀƭ ŀǳŘƛǘƻǊǎ ǇƻƛƴǘŜŘ ƻǳǘ 

ǘƘƛǎ ǿŜŀƪƴŜǎǎΣ ōǳǘ ƛǘ ǎŜŜƳǎ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ƛƎƴƻǊŜŘ ǘƘŜ ǿŀǊƴƛƴƎΦ ¢ƘŜ ŦŀƛƭǳǊŜ ǘƻ ǎǳǎǘŀƛƴ 

ŜŀǊƴƛƴƎǎ ŀƴŘ ƳŜŜǘ ŎŀǇƛǘŀƭ ŀŘŜǉǳŀŎȅ Ǌŀǘƛƻ ǎǳƎƎŜǎǘǎ ǘƘŀǘ ǘƘŜ ōŀƴƪ ƘŀŘ ŦŀƛƭŜŘ ŀō ƛƴƛǘƛƻΦ 

bƻƴŜǘƘŜƭŜǎǎΣ ǘƘŜ ōŀƴƪ ǘǊŀŘŜŘ ǳƴǘƛƭ нлллΦ 5ǳŜ ǘƻ ǇŜǊǎƛǎǘŜƴǘ ƭƛǉǳƛŘƛǘȅ ǇǊƻōƭŜƳǎ ŀǘ ǘƘŜ ōŀƴƪΣ 

ǘƘŜ .ƻD ǿƛǘƘ ǘƘŜ ǎǳǇǇƻǊǘ ŦǊƻƳ ƎƻǾŜǊƴƳŜƴǘ ŀƭƭƻǿŜŘ ƛǘ ǘƻ ōŜ ƭƛǉǳƛŘŀǘŜŘ ƛƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ 

.ŀƴƪƛƴƎ !Ŏǘ ƛƴ нлллΦ  

 

¢ƘŜ мфуф ōŀƴƪƛƴƎ ǊŜƎǳƭŀǘƛƻƴǎ ƭƛƳƛǘ ǎƛƴƎƭŜ ōƻǊǊƻǿŜǊ ŜȄǇƻǎǳǊŜ ǘƻ нр҈ ƻŦ ōŀƴƪ ŎŀǇƛǘŀƭ ŦƻǊ 

ǎŜŎǳǊŜŘ ŎǊŜŘƛǘ ŀƴŘ ǘƻ мл҈ ŦƻǊ ǳƴǎŜŎǳǊŜŘ ŎǊŜŘƛǘΦ ²ƘƛƭŜ ŜȄǇƻǎǳǊŜ ǘƻ ǘƘŜ ƭŀǊƎŜǎǘ рл ƭƻŀƴǎ ƛǎ 

ǊŜǇƻǊǘŜŘ ǘƻ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪΣ ǘƘŜǊŜ ǿŀǎ ƴƻ ŜȄǇƻǎǳǊŜ ƭƛƳƛǘ ƻƴ ǘƻǘŀƭ ŎǊŜŘƛǘ ǘƘŀǘ ŀƴȅ ǎƛƴƎƭŜ 

ōƻǊǊƻǿŜǊǎ Ŏŀƴ ƻōǘŀƛƴΦ MRAB ǘƘƻǳƎƘǘ ƭŀŎƪǎ ƻŦ ŎƭŜŀǊ ŘŜŦƛƴƛǘƛƻƴ ƻŦ ƭŀǊƎŜ ōƻǊǊƻǿŜǊΣ ŀƴŘ ŦŀƛƭǳǊŜ 

ǘƻ ǎŜǘ ŀ ŎŀǇ ƻƴ ŎǊŜŘƛǘ ǘƻ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ōƻǊǊƻǿŜǊ ǿŀǎ ǘƘŜ ǇǊƻōƭŜƳΦ ¢ƘŜ ōŀƴƪ ŘƛŘ ƴƻǘ ƛƴǘǊƻŘǳŎŜ 

ƎǳƛŘŜƭƛƴŜǎ ŦƻǊ ƳŜŀǎǳǊƛƴƎ ƳŀǊƪŜǘ ǊƛǎƪΣ ŀƴŘ ǎŜǘ ŎŀǇƛǘŀƭ ǊŜǉǳƛǊŜƳŜƴǘǎ ŦƻǊ ǎǳŎƘ Ǌƛǎƪ ƛƴ ƭƛƴŜ ǿƛǘƘ 
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/ƻ-ƻǇ ŦŀƛƭŜŘ ǘƻ ƳŜŜǘ ǘƘŜ ŎŀǇƛǘŀƭ ŀŘŜǉǳŀŎȅ ǊŜǉǳƛǊŜƳŜƴǘ ƻŦ с҈ ŀǎ ǎǘƛǇǳƭŀǘŜŘ ƛƴ DƘŀƴŀϥǎ .ŀƴƪƛƴƎ [ŀǿ ƻŦ мфуфΣ 
ǎŜŎǘƛƻƴ уΦ CƻǊ ǘƘŜ ǇŜǊƛƻŘ ǳƴŘŜǊ ǊŜǾƛŜǿΣ /ƻ-ƻǇϥǎ ŎŀǇƛǘŀƭ ŀŘŜǉǳŀŎȅ Ǌŀǘƛƻǎ ǿŜǊŜ -нн҈ ƛƴ мффпΣ -от҈ ƛƴ мффрΣ -млф҈ ƛƴ 
мффсΣ плс҈ ƛƴ мффт ŀƴŘ -мрп҈ ƛƴ мфффΦ 
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.ŀǎƭŜ ƎǳƛŘŜƭƛƴŜǎΦ !ǎ ŀ ǊŜǎǳƭǘ aŀǘǳǊƛǘȅ ƎŀǇ ŀƴŀƭȅǎƛǎ ǿŀǎ ƴƻǘ ƳƻƴƛǘƻǊŜŘΦ Lƴ ƎŜƴŜǊŀƭΣ /hht ŘƛŘ 

ƴƻǘ ƘŀǾŜ ŀŘŜǉǳŀǘŜ Ǌƛǎƪ ƳŀƴŀƎŜƳŜƴǘ ǎȅǎǘŜƳǎ ƛƴ ǇƭŀŎŜ ōŜŦƻǊŜ ŀƴŘ ŀŦǘŜǊ мффрΦ LƴǘǊƻŘǳŎǘƛƻƴ ƻŦ 

ƎǳƛŘŜƭƛƴŜǎ ŦƻǊ ƳŜŀǎǳǊƛƴƎ ŀƴŘ ƳŀƴŀƎƛƴƎ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ǊƛǎƪΣ ŀƴŘ ǎŜǘ ƭƛƳƛǘǎ ƻƴ ŘǳǊŀǘƛƻƴ ƎŀǇ 

ŎƻǳƭŘ ƘŀǾŜ ƭƛƳƛǘ ǘƘŜ ŜȄǇƻǎǳǊŜ ƻŦ ǘƘŜ ōŀƴƪ ŜȄǇŜǊƛŜƴŎŜŘ ŀŦǘŜǊ ƛǘǎ  ŎƻǊǇƻǊŀǘƛǎŀǘƛƻƴΦ 

 

²ƘŜƴ Ƙƛǎ ŀǘǘŜƴǘƛƻƴ ǿŀǎ ŘǊŀǿƴ ǘƻ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǘƘŜ ōŀƴƪǎ ǿŀǎ ŀƭƭƻǿŜŘ ǘƻ ǘǊŀŘŜ ƛƴ ŘƛǎǘǊŜǎǎ 

ǎǘŀǘŜΣ MRAB ŀǊƎǳŜŘ ƛǘ ǿƛƭƭ ōŜ ǳƴǿƛǎŜ ǘƻ ŎƭƻǎŜ Řƻǿƴ ǘƘŜ ōŀƴƪ ŀŦǘŜǊ ƘǳƎŜ ǘǳǊƴŀǊƻǳƴŘ 

ƛƴǾŜǎǘƳŜƴǘΦ IŜ ŦǳǊǘƘŜǊ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ŎƭƻǎǳǊŜ ƻŦ /hht ōŜŦƻǊŜ нллл ǿƛƭƭ ƘŀǾŜ ŎŀǳǎŜŘ ŀ ƳŀƧƻǊ 

ƭƻǎǎ ǘƻ ǘƘŜ ǘŀȄ ǇŀȅŜǊΦ MRAB ǎŀƛŘ ŀƴ ƛƴǘŜǊƳŜŘƛŀǊȅ όƛƴ ǎƻƳŜ ŎŀǎŜǎΣ ƛǘǎ ŀǎǎŜǘǎ ŀƭƻƴŜύ ŎƻǳƭŘ ȅƛŜƭŘ 

ƭƻǿŜǊ ǘƘŀƴ ƛǘǎ ǊŜŀƭ ƛƴǘǊƛƴǎƛŎ ǾŀƭǳŜΦ {ƻƳŜ ŀǎǎŜǘǎ ƻŦ ŀ ōŀƴƪ ŎƻǳƭŘ ƘŀǾŜ ŀ ƘƛƎƘŜǊ ǾŀƭǳŜ ŜǾŜƴ ƛƴ ƛǘǎ 

ŘƛǎǘǊŜǎǎŜŘ ǎǘŀǘǳǎ ǘƘŀƴ ǿƘŜƴ ǘƘŜ ŀǎǎŜǘǎ ŀǊŜ ǇƭŀŎŜŘ ǳƴŘŜǊ ŘƛŦŦŜǊŜƴǘ ƳŀƴŀƎŜƳŜƴǘ ƻǊ ǳƴŘŜǊ 

ǊŜƎǳƭŀǘƻǊǎΦ Lǘ ǿŀǎ ŀƭǎƻ ǎǳƎƎŜǎǘŜŘ ǘƘŀǘ ǘƘŜ Ǌŀǘƛƻ ƻŦ ƭƛǉǳƛŘŀǘƛƻƴ ŜȄǇŜƴŘƛǘǳǊŜ ǘƻ ǘƘŜ ŀǎǎŜǘǎ ƻŦ ŀ 

ƭƛǉǳƛŘŀǘŜŘ ōŀƴƪ ƛǎ ƘƛƎƘΣ ƛŦ ǳƴŘŜǊǘŀƪŜƴ ƛƳƳŜŘƛŀǘŜƭȅ ŀŦǘŜǊ ƛƴƧŜŎǘƛƴƎ ǎƻ ƳǳŎƘ ƛƴǘƻ 

ǊŜŎŀǇƛǘŀƭƛȊŀǘƛƻƴ ŀƴŘ ǊŜǎǘǊǳŎǘǳǊƛƴƎΦ MRAB ƧǳǎǘƛŦƛŜŘ Ƙƛǎ ŀǳƎƳŜƴǘǎ ōȅ ƛƴŘƛŎŀǘƛƴƎ ǘƘŀǘ ƻǘƘŜǊ 

ŘƛǎǘǊŜǎǎŜŘ ōŀƴƪǎ ǇǊƛƻǊ ǘƻ ǘƘŜ ǊŜŦƻǊƳ ǘǊŀŘŜŘ ƻǳǘ ƻŦ ǘǊƻǳōƭŜ ŀƴŘ ŀǊŜ ƴƻǿ ǘƘŜ ŦƛƴŜǎǘ ōŀƴƪǎ 

ŎƻƳǇŜǘƛƴƎ ǿŜƭƭ ǿƛǘƘ ǘƘŜƛǊ ŦƻǊŜƛƎƴ ŎƻǳƴǘŜǊǇŀǊǘǎΦ 

 

{ǳǇŜǊǾƛǎƛƻƴ ƻŦ ǘƘŜ ōŀƴƪǎ ǿŀǎ ŘƻƴŜ ƛƴ ǘŀƴŘŜƳ ǿƛǘƘ ƻǘƘŜǊ ǊŜǎǘǊǳŎǘǳǊŜŘ ōŀƴƪǎΣ ǿƛǘƘ ƴƻ ǎǇŜŎƛŦƛŎ 

ŀǘǘŜƴǘƛƻƴ ǘƻ /hhtΦ  MRAB ŀǊƎǳŜŘ ǘƘŀǘΣ /hht ǿŀǎ ŀƭƭƻǿŜŘ ǘƻ ƻǇŜǊŀǘŜ ǘŜƴ ȅŜŀǊǎ ŀŦǘŜǊ ǘƘŜ 

ǊŜǎǘǊǳŎǘǳǊƛƴƎ ǘƻ ǘǊŀŘŜ ƻǳǘ ƻŦ ŎǊƛǎƛǎΣ ōŜŎŀǳǎŜΣ ƻǘƘŜǊ ōŀƴƪǎ ǿŜǊŜ ƴƻǘ ŘƻƛƴƎ ǘƻƻ ōŀŘƭȅΦ He 

related the problem to the Ŏƻƭƭǳǎƛƻƴ ōŜǘǿŜŜƴ ǎƻƳŜ ǎǳǇŜǊǾƛǎƻǊǎ ŀƴŘ ǎƻƳŜ ƳŀƴŀƎŜǊǎΦ ¢ƘŜ 

ƛƴǾƻƭǾŜƳŜƴǘ ƻŦ ōƻǘƘ ōŀƴƪ ǎǳǇŜǊǾƛǎƻǊǎ ōŜŎŀƳŜ ŀǇǇŀǊŜƴǘΣ ŀǎ ǘƘŜǎŜ ǘǊŀƴǎŀŎǘƛƻƴǎ ƘŀŘ ǘŀƪŜƴ 

ǇƭŀŎŜ ŀǘ ōƻǘƘ !ŎŎǊŀ ŀƴŘ YǳƳŀǎƛ ōǊŀƴŎƘŜǎ ƻŦ ǘƘŜ ōŀƴƪ ƻǾŜǊ ŀ ƎƛǾŜƴ ǇŜǊƛƻŘ ƻŦ ǘƛƳŜΦ Lǘ ǿŀǎ ŀƭǎƻ 

ǳƴŘŜǊǎǘƻƻŘ ŦǊƻƳ ǘƘŜ ƛƴǘŜǊǾƛŜǿ ǘƘŀǘΣ ǊŜƎǳƭŀǘƻǊ ό.ƻDύ ŘŜŎƛŘŜŘ ǘƻ ƛƎƴƻǊŜ ǘƘŜ ŘŜǇǘƘ ƻŦ ǘƘŜ ŎǊƛǎƛǎ 

ŀƴŘ ŎƻƴǘƛƴǳŜ ǘƻ ŜȄŀƳƛƴŜ ǘƘŜ ōŀƴƪ ŀƴƴǳŀƭƭȅ ŀǎ ǇŜǊ ǘƘŜ ƭŀǿΦ  hƴ Ƙƛǎ ǇŀǊǘΣ ŀ ŦƻǊƳŜǊ ƘŜŀŘ ƻŦ .{5 

ŀŘƳƛǘǘŜŘ ǘƘŀǘΣ ǘƘŜ ǊƻƎǳŜ ŘƛǊŜŎǘƻǊ ƻŦ !-[ƛŦŜ ǿŀǎ ŘŜŀƭƛƴƎ ǿƛǘƘ ǘƘǊŜŜ ǎǘŀǘŜ ōŀƴƪǎ ŀǘ ǘƘŜ ǎŀƳŜ 

ǘƛƳŜ ŀƴŘ ǘƘŜ .ƻD ŎƻǳƭŘ ƘŀǾŜ ƛƴǘŜǊǾŜƴŜŘ ǎǿƛŦǘƭȅΦ IƻǿŜǾŜǊΣ MRAB ŘŜŦŜƴŘǎ ǘƘŜ .{5 ǘƘŀǘΣ ƛŦ ǘƘŜ 

ǇƻƭƛǘƛŎƛŀƴǎ ŀƴŘ ƻǊ ǎƘŀǊŜƘƻƭŘŜǊ ōƻǊǊƻǿŜŘ ƳƻƴŜȅΣ ƛǘ ƛǎ ƴƻǘ ǳƴƭŀǿŦǳƭΦ tǊƻǾƛŘŜŘΣ ƛǘ ŘƛŘ ƴƻǘ Ǝƻ 

ōŜȅƻƴŘ ǘƘŜ ǘƘǊŜǎƘƻƭŘ ƭŜǾŜƭ ƻŦ ǘƘŜ ǘƻǘŀƭ ƭƻŀƴǎ ǘƘŜ .ƻD Ŏŀƴƴƻǘ ōŜ ŦŀǳƭǘŜŘΦ MRAB ƘƻǿŜǾŜǊΣ 

ǘƘƛƴƪǎ ǘƘŜ ƭŀŎƪ ƻŦ ŎŀǇ ƻƴ ǘƘŜ ƭŀǊƎŜǎǘ ƛƴŘƛǾƛŘǳŀƭ ōƻǊǊƻǿŜǊ ŎŀǳǎŜŘ ƘǳƎŜ ƭƻǎǎŜǎ ǘƻ ǘƘŜ ōŀƴƪ ǘƘƛǎ 

ǿŀȅΦ άL Ŏŀƴƴƻǘ ǎŀȅ ǘƘŜ ƛƴŘƛǾƛŘǳŀƭ ǎǳǇŜǊǾƛǎƻǊǎ ŎƻƴŎŜǊƴŜŘ ŘƛŘ ǘƘŜ ǊƛƎƘǘ ǘƘƛƴƎΣ ōǳǘΣ ƻƴƭȅ 

ŜȄǇƭƻƛǘŜŘ ǘƘŜ ƭƻƻǇ ƘƻƭŜ ƛƴ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ŦǊŀƳŜ ǿƻǊƪΣ ǘƘŜȅ ƘŀŘ ǎǳōƳƛǘǘŜŘ ǘƘŜ ȅŜŀǊƭȅ ǊŜǇƻǊǘǎ 

ǊŜǉǳƛǊŜŘ ōȅ ƭŀǿΣ ȅŜǘ ŀ ƭƻǘ ƻŦ ǘƘƛƴƎǎ Ŏŀƴ Ǝƻ ǿǊƻƴƎ ǿƛǘƘƛƴ ƳƻƴǘƘǎΦέ MRAB ŎƻƴŎƭǳŘŜŘΦ 

 



176 
 

¢ƘƻǳƎƘ DJKA ŘƛŘ ƴƻǘ ǘƘƛƴƪ ǘƘŜ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ ǿŀǎ ƛƴǾƻƭǾŜŘ ƛƴ ƎǊŀƴǘƛƴƎ ǘƘŜ !-[ƛŦŜ ƭƻŀƴǎΣ ƘŜ 

ǊŜƎǊŜǘǘŜŘ ǘƘŜ ōŜƘŀǾƛƻǳǊ ƻŦ ǘƘŜ ǳƴǎŎǊǳǇǳƭƻǳǎ ǎŜƴƛƻǊ ƳŀƴŀƎŜǊǎ ƘŀǾŜ ƴƻǘ ōŜŜƴ ŘŜǘŜŎǘŜŘ ŜŀǊƭƛŜǊ 

ōȅ ǘƘŜ ƴǳƳŜǊƻǳǎ Ǿƛǎƛǘǎ ōȅ ŎŜƴǘǊŀƭ ōŀƴƪ ǎǳǇŜǊǾƛǎƻǊǎΣ ǊŜǎǳƭǘƛƴƎ ƛƴ ƭƻǎǎ ƻŦ ƘǳƎŜ ǎǳƳǎ ƻŦ ƳƻƴŜȅ 

ǘƻ ǘƘŜ ǇǳōƭƛŎΦ Lƴ ǘƘŜ ŘŜŦŜƴŎŜ ƻŦ ǘƘŜ Ǉƻǎǘ-ǊŜŦƻǊƳ ōƻŀǊŘΣ ƘŜ ŀǊƎǳŜŘ ǘƘŀǘΣ ǘƘŜ ǎŎŀƴŘŀƭ ǘƻƻƪ 

ǇƭŀŎŜ ŀǘ ǘƘŜ ǘƛƳŜ ƻŦ ǘƘŜ ŘƛǾŜǎǘƛǘǳǊŜΣ ǿƘŜƴ ǘƘŜ ǎǘŀǘŜ ŦƭƻŀǘŜŘ рл ǇŜǊ ŎŜƴǘ ƻŦ ƛǘǎ ǎƘŀǊŜǎΦ ²Ƙƛƭǎǘ 

ōƻŀǊŘ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ŎƻƳƳƛǘǘŜŜ ǿŜǊŜ ƛƴ ǘǊŀƴǎƛǘƛƻƴ όŀōƻǳǘ ŎƘŀƴƎƛƴƎ ǘƻ ƛƴŎƭǳŘŜ ƴŜǿ 

ƛƴŘŜǇŜƴŘŜƴǘ ŘƛǊŜŎǘƻǊǎύΣ ŀƴŘ ǿƛǘƘ ǘƘŜ ƘŜƭǇ ǎƻƳŜ ŦƻǊƳŜǊ ŘƛǊŜŎǘƻǊǎ ŀƴŘ ƳŀƴƎŜǊǎΣ ǘƘŜ ǎŎŀƴŘŀƭ 

ǿŀǎ ǇŜǊǇŜǘǳŀǘŜŘΦ DJKA ŦǳǊǘƘŜǊ ŀǊƎǳŜŘ ǘƘŀǘ ǇŜǊǎƻƴŀƭƛǘƛŜǎ ƛƴǾƻƭǾŜŘ ƛƴ ǘƘŜ ǎŎŀƴŘŀƭ ŦŀŎƛƭƛǘŀǘŜŘ ƛǘǎ 

ǎǳŎŎŜǎǎΣ ŀǎ ǘƘŜ ǿŀǘŎƘŜǊǎ ŀƴŘ ǘƘŜ ǇƭŀȅŜǊǎ ǿŜǊŜ ƛƴǾƻƭǾŜŘΦ Lǘ ǿŀǎ ŘƛŦŦƛŎǳƭǘ ǘƻ ŘŜǘŜŎǘ ǳƴǘƛƭ ǘƘŜ 

ŦƭŀƳōƻȅŀƴǘ ƭƛŦŜǎǘȅƭŜǎ ƻŦ ǘƘŜ ŎǳƭǇǊƛǘ ŘƛǊŜŎǘƻǊǎ ǿŜǊŜ ǇƛŎƪŜŘ ōȅ ǘƘŜ ƳŜŘƛŀΦ ¢ƘŜƛǊ ŀŎǘǎ ǘƻƻƪ ǘƘŜ 

ŦƻǊƳ ƻŦ ŜƳōŜȊȊƭŜƳŜƴǘΣ ƳƛǎŀǇǇǊƻǇǊƛŀǘƛƻƴ ƻŦ ŦǳƴŘǎΣ ŀƛŘƛƴƎ ŀƴŘ ŀōŜǘǘƛƴƎΣ ƳŀƪƛƴƎ ŦŀƭǎŜ ŜƴǘǊƛŜǎ 

ƛƴ ōƻƻƪǎ ƻǊ ǎǘŀǘŜƳŜƴǘǎ ƳŀƪƛƴƎ ŦŀƭǎŜ ǎǘŀǘŜƳŜƴǘǎ ƛƴ ŎǊŜŘƛǘ ŀǇǇƭƛŎŀǘƛƻƴǎΣ ƳƻƴŜȅ ƭŀǳƴŘŜǊƛƴƎ ŀƴŘ 

ƻǘƘŜǊ ŦǊŀǳŘǳƭŜƴǘ ǇǊŀŎǘƛŎŜǎΦ  ¢ƘŜ ŎŀǊǘŜƭǎ ǘŀǊƎŜǘŜŘ ōƛƎ ōǊŀƴŎƘŜǎ ƛƴ !ŎŎǊŀΣ YǳƳŀǎƛ ŀƴŘ ¢ŀƪƻǊŀŘƛΣ 

ǿƘŜǊŜ ƳƻǊŜ ǘƘŀƴ рл ǇŜǊ ŎŜƴǘ ƻŦ ŎǳǎǘƻƳŜǊ ŘŜǇƻǎƛǘǎ ǿŜǊŜ ƭƻŘƎŜŘ ǿƛǘƘ ǘƘŜ ōŀƴƪΦ 

 

²ƛǘƘƻǳǘ ŜȄŎŜǇǘƛƻƴΣ ƭƻǎǎŜǎ ǊŜŦƭŜŎǘ ǘƘŜ ōƻŀǊŘ ŀƴŘ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘΩǎ ŦŀƛƭǳǊŜ ǘƻ ƻǾŜǊǎŜŜ ŀƴŘ 

ŎƻƴǘǊƻƭ ƻǇŜǊŀǘƛƻƴŀƭ ǇǊƻǇŜǊƭȅΦ This study showed that, government agents had the incentive 

to overlook economic damage cause the bank. It showed an incentive for politicians and 

their officials to overlook regulatory infringements, especially those that are costly or 

politically controversial. Thus, state ownership is associated with disincentives to regulate 

effectively. This is consistent with others who suggest that politicians regulate for short-term 

political gain, leading to a reduction in the economic benefits and increase long-term 

economic costs to the tax payer (Martin and Parker, 1997; Leuz et al., 2009). 

6.4 The Case of Ghana Commercial Bank (GCB) 

¢ƘŜ ǎƘƛŦǘ ƛƴ ƻǿƴŜǊǎƘƛǇ ŀƴŘ ŎƻƴǘǊƻƭ ǘƻ ǇǊƛǾŀǘŜ ƛƴŘƛǾƛŘǳŀƭǎ ŀƴŘ ƛƴǎǘƛǘǳǘƛƻƴǎ ŘǳǊƛƴƎ ǇǊƛǾŀǘƛǎŀǘƛƻƴ 

ŎƘŀƴƎŜǎ ǘƘŜ ƻǊƎŀƴƛȊŀǘƛƻƴΩǎ ǇǊŜǾŀƛƭƛƴƎ ƛƴŎŜƴǘƛǾŜ ǎǘǊǳŎǘǳǊŜΣ ǿƛǘƘ ƎǊŜŀǘŜǊ ŜƳǇƘŀǎƛǎ ǇƭŀŎŜŘ ƻƴ 

ǇǊƻŦƛǘǎ ŀƴŘ ŜŦŦƛŎƛŜƴŎȅ ό.ƻȅŎƪƻ Ŝǘ ŀƭΦΣ мффсύΦ IƻǿŜǾŜǊΣ ƛƴ ŀ ǎǘŀǘŜ-ǇǊƛǾŀǘŜ ǇŀǊǘƴŜǊǎƘƛǇ ƳƛƴƻǊƛǘȅ 

ǎƘŀǊŜƘƻƭŘŜǊǎ Ǌƛǎƪ ŜȄǇǊƻǇǊƛŀǘƛƻƴ ό.ŜǊƎŜǊ Ŝǘ ŀƭΣ нллоύΣ ŀǎ ƎƻǾŜǊƴƳŜƴǘ ƛǎ ƭƛƪŜƭȅ ǘƻ ƛƴǘŜǊŦŜǊŜ ƛƴ ƛǘǎ 

ƻǇŜǊŀǘƛƻƴǎΦ ¦ƴƭƛƪŜ /hhtΣ D/. ǿŀǎ ƭƛǎǘŜŘ ƻƴ ǘƘŜ ƭƻŎŀƭ ǎǘƻŎƪ ƳŀǊƪŜǘ ŀǎ ǇŀǊǘ ƻŦ ǘƘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴ 

ǇǊƻŎŜǎǎ ŀƴŘ ƘŀŘ Ŝǉǳƛǘȅ ƻǿƴŜǊǎƘƛǇ ƻŦ ŎƭƻǎŜ ǘƻ рм҈Φ Lǘ ǇǊŜǎǳǇǇƻǎŜǎ ǘƘŀǘΣ ƛƴ ǎǇƛǘŜ ƻŦ ǎǘŀǘŜ 

ǊŜǎƛŘǳŀƭ ƻǿƴŜǊǎƘƛǇΣ ŎƻƴŦƻǊƳƛƴƎ ǘƻ ƭƛǎǘƛƴƎ ŀƴŘ {9/ ǊŜƎǳƭŀǘƛƻƴǎ ŎƻǳƭŘ ōŜ ŀƴ ŀŘŘŜŘ ƛƴŎŜƴǘƛǾŜ 

ŦƻǊ ǘƘŜ ōŀƴƪ ǘƻ ōŜ Ǌǳƴ ǇǊƻǇŜǊƭȅΦ ¢Ƙƛǎ ŎŀǎŜ ŀƭƭƻǿŜŘ ŦƻǊ ŎƻƳǇŀǊƛǎƻƴ ƻŦ ƭƛǎǘŜŘ ŀƴŘ ǇŀǊǘƛŀƭƭȅ 

ŘƛǾŜǎǘŜŘ {h. ǿƛǘƘ ƻǘƘŜǊǎ ǘƘŀǘ ǿŜǊŜ ƻƴƭȅ ŎƻǊǇƻǊŀǘƛǎŜŘΣ ǊŜǎǘǊǳŎǘǳǊŜŘ ŀƴŘ ƭŜǎǎ ŘƛǾŜǎǘŜŘΦ 
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6.4.1 Background of GCB 

 

¢ƘŜ ōŀƴƪ ǿŀǎ ǎŜǘ ǳǇ ŦƻƭƭƻǿƛƴƎ ǘƘŜ ǊŜŎƻƳƳŜƴŘŀǘƛƻƴ ƳŀŘŜ ōȅ ǘƘŜ ¢ǊŜǾƻǊ wŜǇƻǊǘΣ ŀƴ ŜƴǉǳƛǊȅ 

ŎƻƳƳƛǎǎƛƻƴŜŘ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƛƴǘƻ ōŀƴƪƛƴƎ ƛƴ ǘƘŜ ǘƘŜƴ DƻƭŘ /ƻŀǎǘΦ ¢ƘŜ ŜƴǉǳƛǊȅ ƘŀŘ ōŜŜƴ 

ǇǊƻƳǇǘŜŘ ōȅ ƭƻŎŀƭ ŎǊƛǘƛŎƛǎƳǎ ƻŦ ǘƘŜ ƻǇŜǊŀǘƛƻƴŀƭ ǇǊŀŎǘƛŎŜǎ ƻŦ ǘƘŜ ŜȄǇŀǘǊƛŀǘŜ ōŀƴƪǎ ŀƴŘ ǘƘŜ 

ǿƻǊƪƛƴƎǎ ƻŦ ǘƘŜ ǎǘŜǊƭƛƴƎ ŜȄŎƘŀƴƎŜ ǎȅǎǘŜƳΦ  ¢ƘŜ Ƴŀƛƴ ƻōƧŜŎǘƛǾŜ ƻŦ ǘƘŜ ōŀƴƪΩǎ ŜǎǘŀōƭƛǎƘƳŜƴǘ 

ǿŀǎ ǘƻ ƛƳǇǊƻǾŜ ǘƘŜ ŀŎŎŜǎǎ ǘƻ ŎǊŜŘƛǘ ƻŦ ƛƴŘƛƎŜƴƻǳǎ ōǳǎƛƴŜǎǎŜǎ ŀƴŘ ŦŀǊƳŜǊǎΦ ¢ƘŜ DƻǾŜǊƴƳŜƴǘ 

ƛǎ ŀ ƳŀƧƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘŜǊ ƛƴ ǘƘŜ ōŀƴƪ ŀƴŘ Ƴŀƛƴǘŀƛƴǎ ƳƛƴƻǊƛǘȅ ǎƘŀǊŜǎ ƛƴ ǘƘŜ ŜȄƛǎǘƛƴƎ ŦƻǊŜƛƎƴ 

ƻǿƴŜŘ ōŀƴƪǎΦ ¢ƘŜ ōŀƴƪ ǇǊƻǾƛŘŜŘ ƛƴǘŜǊƳŜŘƛŀǊȅ ǎŜǊǾƛŎŜǎ ǎǳŎƘ ŀǎ ƪŜŜǇƛƴƎ ŎŀǎƘ ŘŜǇƻǎƛǘǎ ŀƴŘ 

ƎƛǾƛƴƎ ǎƘƻǊǘ-ǘŜǊƳ ŀŘǾŀƴŎŜǎ ŦƻǊ ŎƻƳƳŜǊŎŜ ŀƴŘ ƻǘƘŜǊ ōǳǎƛƴŜǎǎŜǎ ǊŜǉǳƛǊƛƴƎ ǎƘƻǊǘ-ǘŜǊƳ ŎǊŜŘƛǘΦ 

¢ƘŜȅ ŀƭǎƻ ŘŜŀƭ ƛƴ ǎŜŎǳǊƛǘƛŜǎ ŀƴŘ ƻǘƘŜǊ ōƛƭƭǎ ƻŦ ŜȄŎƘŀƴƎŜΦ !ōƻǳǘ пф҈ ƻŦ ǘƘŜ ŘŜǇƻǎƛǘ ƭƛŀōƛƭƛǘƛŜǎ ƻŦ 

ǘƘŜ ōŀƴƪ ŀǊŜ ƛƴ ǘƘŜ ŦƻǊƳ ƻŦ ŘŜƳŀƴŘ ŘŜǇƻǎƛǘǎ ŀƴŘ ǘƘŜ ƎǊŜŀǘŜǊ ǇŀǊǘ ƻŦ ǘƘŜƳ ŀǊŜ ǇǊƛǾŀǘŜ ǎŜŎǘƻǊ 

ŘŜǇƻǎƛǘǎΦ  

 

D/. ǎǘŀǊǘŜŘ ƛƴ мфро ŀǎ ǘƘŜ .ŀƴƪ ƻŦ ǘƘŜ .ǊƛǘƛǎƘ Ŏƻƭƻƴƛŀƭ DƻƭŘ /ƻŀǎǘ ǘƻ ǇǊƻǾƛŘŜ ōŀƴƪƛƴƎ ǎŜǊǾƛŎŜǎ 

ǘƻ ǘƘŜ ŜƳŜǊƎƛƴƎ ƴŀǘƛƻƴ ŦƻǊ ǎƻŎƛƻ-ŜŎƻƴƻƳƛŎ ŘŜǾŜƭƻǇƳŜƴǘΦ Lǘ ǿŀǎ ŀƭǎƻ ƛƴǎǘǊǳŎǘŜŘ ǘƻ ŜȄǘŜƴŘ ŀ 

ōǊŀƴŎƘ ƴŜǘǿƻǊƪ ƛƴǘƻ ǊǳǊŀƭ ŀǊŜŀǎΣ ǎƻ ǘƘŀǘ ǇŜƻǇƭŜ ƛƴ ǘƘŜ ǊǳǊŀƭ ŀǊŜŀǎ ǿƻǳƭŘ ƘŀǾŜ ŀŎŎŜǎǎ ǘƻ 

ōŀƴƪƛƴƎ ŦŀŎƛƭƛǘƛŜǎΣ ŀƴŘ ǿŀǎ ƘŜŀǾƛƭȅ ƛƴǾƻƭǾŜŘ ƛƴ ƭŜƴŘƛƴƎ ǘƻ ŀƎǊƛŎǳƭǘǳǊŜΦ {ƛƴŎŜ ǘƘŜƴ D/. 

ōǊŀƴŎƘŜǎ ƘŀǾŜ ōŜŜƴ ƻǇŜƴŜŘ ŀŎǊƻǎǎ ǘƘŜ ƭŜƴƎǘƘ ŀƴŘ ōǊŜŀŘǘƘ ƻŦ ǘƘŜ ƴŀǘƛƻƴ ǘŀǇǇƛƴƎ ǘƘŜ 

ǇƻǘŜƴǘƛŀƭ ƻŦ ǘƘŜ мл ǊŜƎƛƻƴǎ ǘƘŀǘ ƳŀƪŜ DƘŀƴŀΦ D/. ōŜŎŀƳŜ ǘƘŜ ƭŀǊƎŜǎǘ ōŀƴƪ ƛƴ DƘŀƴŀΥ ƛǘ ƘŀŘ 

ос҈ ƻŦ ǘƻǘŀƭ ōŀƴƪ ŘŜǇƻǎƛǘǎ ƛƴ ǘƘŜ ƭŀǘŜ мфулǎ ŀƴŘ ŎǳǊǊŜƴǘƭȅ ƛǘ ƛǎ ǎǘƛƭƭ ǘƘŜ ƭŀǊƎŜǎǘ .ŀƴƪ ƛƴ ǘŜǊƳǎ 

ƻŦ ŀǎǎŜǘǎ ŀƴŘ ŘŜǇƻǎƛǘǎ ǿƛǘƘ ŀ ƳŀǊƪŜǘ ǎƘŀǊŜ ƻŦ ŘŜǇƻǎƛǘǎ ƻŦ мф҈Φ ¢ƘŜ ƴǳƳōŜǊǎ ƻŦ ōǊŀƴŎƘŜǎ ƻŦ 

ƻǘƘŜǊ ǇǊƻƳƛƴŜƴǘ ōŀƴƪǎ Ƴƻǎǘƭȅ ŦƻǊŜƛƎƴ ōŀƴƪǎ ǿŜǊŜ ƭƛƳƛǘŜŘ ǘƻ ŀōƻǳǘ ŦƻǳǊ ŎƛǘƛŜǎ ŀǎ ƻǇǇƻǎŜŘ ǘƻ 

ǘƘŜ ƴǳƳŜǊƻǳǎ ōǊŀƴŎƘŜǎ ƻŦ ǘƘŜ D/. ǿƘƛŎƘ ƻǇŜǊŀǘŜŘ ƛƴ ƳŀƧƻǊ ŘƛǎǘǊƛŎǘǎ όŀǘ ƭŜŀǎǘ ǘƘǊŜŜ ōǊŀƴŎƘŜǎ 

ƛƴ ŜŀŎƘ ƻŦ ǘƘŜ ǘŜƴ ǊŜƎƛƻƴǎ ƻŦ ǘƘŜ ŎƻǳƴǘǊȅύ ōŜǘǿŜŜƴ мффр ŀƴŘ нлллΦ  

6.4.2 Change in Ownership Structure 

¢ƘŜ ǇǊƛǾŀǘƛȊŀǘƛƻƴ ƳŜŀǎǳǊŜ ǿŀǎ ǎǘǊŀǘŜƎƛŎŀƭƭȅ ŀŘƻǇǘŜŘ ōȅ ƎƻǾŜǊƴƳŜƴǘ ƛƴ ƻǊŘŜǊ ǘƻ ǊŜǘŀƛƴ ǘƘŜ 

ŎƻƴǘǊƻƭƭƛƴƎ ƳŀƧƻǊƛǘȅ ǎƘŀǊŜǎ ƛƴ мффтΦ  tǊƛƻǊ ǘƻ ƛǘǎ ŘƛǾŜǎǘƳŜƴǘΣ ƻǿƴŜǊǎƘƛǇ ƻŦ D/. ǿŀǎ ǘƛƎƘǘƭȅ 

ǊŜǎǘǊƛŎǘŜŘ ŀƴŘ ƭƛƳƛǘŜŘ ǘƻ ƎƻǾŜǊƴƳŜƴǘΦ ¢ƘŜ ǊŜǎǘǊƛŎǘƛƻƴǎ ǿŜǊŜ ǊŜƭŀȄŜŘ ǳƴŘŜǊ ǘƘŜ мфуф 

ǊŜƎǳƭŀǘƻǊȅ ǊŜŦƻǊƳǎ ǘƻ ŀƭƭƻǿ ŦƻǊ ǇǊƛǾŀǘŜ ƻǿƴŜǊǎƘƛǇ ƻŦ ǳǇ ǘƻ млл҈Φ123 ¢ƘƻǳƎƘΣ ǘƘŜ ǊŜǾƛǎŜŘ ƭŀǿ 

ŘƛŘ ƴƻǘ ƭƛƳƛǘ ǘƘŜ ƻǿƴŜǊǎƘƛǇΣ .ƻDΣ ŀǇǇǊƻǾŀƭ ǿŀǎ ƴŜŜŘŜŘ ŦƻǊ ƻǿƴŜǊǎƘƛǇ ŀōƻǾŜ мл҈ ŦƻǊ ǘƘŜ 

                                                           
123
¦ƴŘŜǊ ǘƘŜ ōŀƴƪƛƴƎ ƭŀǿ όōŀǎŜŘ ƻƴ ǘƘŜ ǊŜǇŜŀƭŜŘ мфуф ƭŀǿύΣ ŀ ǇŜǊǎƻƴ ƛǎ ŀƭƭƻǿŜŘ ǘƻ ƘƻƭŘ ŀƴȅ ŀƳƻǳƴǘ ƻŦ ǎƘŀǊŜǎ ƛƴ ŀ 
ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪΦ 
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ǎŀƪŜ ƻŦ ŜȄǘǊŀ ŘǳŜ ŘƛƭƛƎŜƴŎŜ όƛƴŎƭǳŘƛƴƎ ŎǊŜŘƛǘ ŎƘŜŎƪύ ƻƴ ǘƘŜ ǇƻǘŜƴǘƛŀƭ ƻǿƴŜǊΦ It was 

incorporated as a public limited liability company on the 7th September, 1994.  ¢ƘŜ ƛƴƛǘƛŀƭ 

ол҈ ŘƛǊŜŎǘ ǎŀƭŜ ƻŦ ǎƘŀǊŜǎ ǘƻ ǘƘŜ ǇǳōƭƛŎ ǿŀǎ ŘƻƴŜ ǘƘǊƻǳƎƘ ƛƴƛǘƛŀƭ ǇǳōƭƛŎ ƻŦŦŜǊƛƴƎ όLthύ ƻƴ ǘƘŜ 

DƘŀƴŀ {ǘƻŎƪ 9ȄŎƘŀƴƎŜ όD{9ύ ŦƻǊ ǇǊƛǾŀǘŜ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ƻǿƴŜǊǎƘƛǇ ƛƴ мффсΦ  DƻǾŜǊƴƳŜƴǘ 

ŦǳǊǘƘŜǊ ǎƻƭŘ ŎƭƻǎŜ ǘƻ пт҈ ƻŦ ǎƘŀǊŜǎ ōŜǘǿŜŜƴ мффт ŀƴŘ нлллΣ ōǳǘ ƛǘ ƛǎ ƛƳǇƻǊǘŀƴǘ ǘƻ ƻōǎŜǊǾŜΣ 

ǘƘŀǘΣ ƛǘǎ ŘƻƳƛƴŀƴǘ ǎƘŀǊŜƘƻƭŘŜǊ ǎǘŀǘǳǎ ǿŀǎ ƴŜǾŜǊ ǊŜƳƻǾŜŘΦ ¢ƘŜ ōŀƴƪΩǎ ǎƘŀǊŜƘƻƭŘƛƴƎ ǎǘǊǳŎǘǳǊŜ 

ƛǎ ǇǊŜǎŜƴǘŜŘ ƛƴ ¢ŀōƭŜ с-н ŀǎ ŀǘ ǘƘŜ ŜƴŘ ƻŦ нлллΦ  

 

¢ŀōƭŜ с-н {ƘŀǊŜƘƻƭŘƛƴƎ ƛƴ D/. ŀǎ ŀǘ ǘƘŜ ŜƴŘ ƻŦ 5ŜŎŜƳōŜǊΣ нллл 

wŀƴƪ bŀƳŜ ƻŦ ǎƘŀǊŜƘƻƭŘŜǊ !Ƴƻǳƴǘ ƻŦ ǎƘŀǊŜǎ ό҈ύ hǿƴŜǊǎƘƛǇ ¢ȅǇŜ 

м {{bL¢ нфΦу tǳōƭƛŎ Lƴǎǘƛǘǳǘƛƻƴ 

о DƻǾŜǊƴƳŜƴǘ ƻŦ  DƘŀƴŀ нмΦос {ǘŀǘŜ CǳƴŘ 

н hǘƘŜǊ ǎǘŀǘŜ ƻǊƎŀƴƛǎŀǘƛƻƴǎ мΦст tǳōƭƛŎ Lƴǎǘƛǘǳǘƛƻƴǎ 

о !ōƻǳǘ ол  ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎ пмΦпу tǊƛǾŀǘŜ Lƴǎǘƛǘǳǘƛƻƴǎ 

т  hǾŜǊ нΣллл ǎƳŀƭƭ {ƘŀǊŜƘƻƭŘŜǊǎ рΦсф tǊƛǾŀǘŜ ƛƴŘƛǾƛŘǳŀƭǎ 

  {ƻǳǊŎŜΥ /ƻƳǇƛƭŜŘ ŦǊƻƳ ǎǳǊǾŜȅ ŀƴŘ ōŀƴƪ ǊŜƎƛǎǘǊŀǘƛƻƴ ŘƻŎǳƳŜƴǘ ƛƴ .ŀƴƪ ƻŦ DƘŀƴŀ124 

 

¢ƘŜ /ƘŀƴƎŜ ƛƴ ƻǿƴŜǊǎƘƛǇ Ƴŀȅ ŎǊŜŀǘŜ ǘƘŜ ƛƳǇǊŜǎǎƛƻƴ ǘƘŀǘ ǘƘŜ ŎƻƳǇŀƴȅ ƛǎ ƴƻǿ ƳƻǊŜ ŀǎ рл 

ǇŜǊ ŎŜƴǘ ƻŦ ƛǘǎ ǎƘŀǊŜǎ ŀǊŜ ƻǿƴŜŘ ōȅ ŀ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ ƛƴǾŜǎǘƻǊǎΣ ōǳǘ ǘƘŜ ǊŜƳŀƛƴƛƴƎ ǎƘŀǊŜǎ 

ǊŜƳŀƛƴ ƛƴ ǘƘŜ ƘŀƴŘǎ ƻŦ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŀƴŘ ŀ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴΦ ²ƛǘƘ ƳƻǊŜ ǘƘŀƴ рн ǇŜǊ ŎŜƴǘ 

ƻŦ ǘƘŜ ǎƘŀǊŜǎ ƛƴ ǘƘŜ ƘŀƴŘǎ ƻŦ ǘƘŜ ǎǘŀǘŜ ŀƴŘ ƛǘǎ ŀƎŜƴǘǎΣ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǇƻǘŜƴǘƛŀƭƭȅ ŀǇǇƻƛƴǘǎ 

ŘƛǊŜŎǘƻǊǎ ŀƴŘ ǘƻǇ ƳŀƴŀƎŜǊǎ ƻŦ ǘƘŜ ōŀƴƪǎΦ ¢ƘǳǎΣ ǘƘŜ Ŏƻƴǘƛƴǳƻǳǎ ƭŀǊƎŜ ǎƘŀǊŜ ƻǿƴŜǊǎƘƛǇ ƻŦ D/. 

Ŏŀƴ ƛƴŎǊŜŀǎŜ ǘƘŜ ŎƘŀƴŎŜǎ ƻŦ ŜȄǇǊƻǇǊƛŀǘƛƻƴ ƻŦ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ ƛƴŘƛǾƛŘǳŀƭǎ ŀƴŘ ƛƴǎǘƛǘǳǘƛƻƴŀƭ 

ǎƘŀǊŜƘƻƭŘŜǊǎΦ For example, aparǘ ŦǊƻƳ {/.bκbƻǊǘƘŜǊƴΩǎ ǎƘŀǊŜǎ ƻŦ сΦсу҈Σ ǎƘŀǊŜǎ ƻŦ ƭƻŎŀƭ 

institutional averaged below one per cent between 1996 and 2000. This made GCB into a 

bank with widely-held shareholders but susceptible to the major shareholder (government). 

Though it was found that minority shareholders formed coalition to have themselves 

represented on the board, expropriation by the government owner was likely. Minority 

shareholders were potentially faced with monitoring problems because they may not have 

the resources and expertise to monitor their investments. 
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¢ƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ƛƴ ǎƘŀǊŜƘƻƭŘƛƴƎǎ ǿŀǎ ƻōǘŀƛƴŜŘ ŦǊƻƳ ǘƘŜ .ŀƴƪƛƴƎ {ǳǇŜǊǾƛǎƛƻƴ 5ŜǇŀǊǘƳŜƴǘ ƻŦ ǘƘŜ .ŀƴƪ ƻŦ 
DƘŀƴŀΦ  
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¢ƘŜ ǇǊŜ-CLb{!t LLL ōǳǊŜŀǳŎǊŀǘƛŎ ǊǳƴƴƛƴƎ ƻŦ ǘƘŜ ōŀƴƪΩǎ ōǳǎƛƴŜǎǎ ǿŀǎ ǊŜǾŜǊǎŜŘ ōŜǘǿŜŜƴ мффс 

ŀƴŘ нллл ǿƘŜƴ Ƴƻǎǘ ƻŦ ǘƘŜ ǊŜǇǊŜǎŜƴǘŀǘƛǾŜǎ ƻŦ {{bL¢ ǿŜǊŜ ǊŜǇƭŀŎŜŘ ōȅ ǇǊƻŦŜǎǎƛƻƴŀƭ ŘƛǊŜŎǘƻǊǎ 

ŀǇǇƻƛƴǘŜŘ ōȅ ǘƘŜ ƴŜǿ ƻǿƴŜǊǎΦ The additional independent director representing the public, 

ǘƘŜ ƻǘƘŜǊ ǎƘŀǊŜƘƻƭŘŜǊǎ ŎƻǳƴǘŜǊŀŎǘŜŘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ŎŀǎƘ Ŧƭƻǿ ŀŘǾŀƴǘŀƎŜǎ ōȅ ǘƘŜ ƳƻǊŜ 

voting rights. Thus the controlling right of the majority holder had been mitigated by the 

regulatory environment. This arrangement may curtail minimise the diverting and grabbing 

activity of the controlling agents. IƻǿŜǾŜǊΣ ǿƘŜǊŜ ƎƻǾŜǊƴƳŜƴǘ ƘƻƭŘ ǎƳŀƭƭ ǎƘŀǊŜǎ ƛƴ ŀ 

ǇǊƛǾŀǘƛǎŜŘ ōŀƴƪΣ ƛǘ Ŏŀƴ ƛƴǘŜǊǾŜƴŜ ƛƴ ƛǘǎ ƻǇŜǊŀǘƛƻƴǎ ŀƴŘ ŎƘŀƴƎŜ ǎǘǊŀǘŜƎƛŎ ŘƛǊŜŎǘƛƻƴ ƻŦ ǘƘŜ ōŀƴƪ 

ό.ƻƴƛƴΣ нллоύ  

 

¢ƘŜ ŘƛǊŜŎǘƻǊ ƛƴǘŜǊǾƛŜǿŜŘ όMSDNύ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ ƻǿƴŜǊǎƘƛǇ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ǘǊǳƭȅ 

ǎŜǇŀǊŀǘŜŘ ƛƴ D/. ŀŦǘŜǊ мффсΦ IŜ ŀƭǎƻ ǿŜƭŎƻƳŜǎ ǘƘŜ ƛƴǘŜƴǘƛƻƴ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ǘƻ ƻŦŦƭƻŀŘ ǘƘŜ 

ǊŜƳŀƛƴƛƴƎ ǎƘŀǊŜǎ ƛƴ ǘƘŜ ōŀƴƪΣ ōǳǘ ǉǳŜǎǘƛƻƴǎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŎƻƳƳƛǘƳŜƴǘ ǘƻ Řƻ ǎƻΣ ǿƛǘƘ ƭŜǎǎ 

ǘƘŀƴ рл҈ ŘƛǾŜǎǘŜŘ ōȅ ƎƻǾŜǊƴƳŜƴǘ ǎƛƴŎŜ ǘƘŜ ƛƴŎŜǇǘƛƻƴ ƻŦ ǘƘŜ ǊŜŦƻǊƳΦ  MSDN ŀǊƎǳŜŘ ǘƘŀǘΣ 

ǇǊƛǾŀǘŜ ŀŎǉǳƛǎƛǘƛƻƴ ƻŦ ǎƘŀǊŜǎ ƳŀŘŜ ƛǘ ŘƛŦŦƛŎǳƭǘ ŦƻǊ ǘƘŜ ŀƎŜƴǘǎ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ǘƻ ŎƻƴǘǊƻƭ ǘƘŜ 

ōƻŀǊŘΣ ŀǎ ƻǘƘŜǊ ǎƘŀǊŜƘƻƭŘŜǊǎ ŀǊŜ Ŝǉǳŀƭƭȅ ǊŜǇǊŜǎŜƴǘŜŘ ōȅ ƛƴŘŜǇŜƴŘŜƴǘ ŘƛǊŜŎǘƻǊǎΦ ¢ƘŜ ōƻŀǊŘ 

ōŜŎŀƳŜ ǾŜǊȅ ŀŎǘƛǾŜ ŀƴŘ ǎŜǊǾŜŘ ŀǎ ŀ ǇƭŀŎŜ ƻŦ ǎŜǊƛƻǳǎ ōǳǎƛƴŜǎǎ ŘƛǎŎǳǎǎƛƻƴ ŀƴŘ ǿŀǎ ōƻƻǎǘŜŘ ōȅ 

ǘƘŜ ŀǇǇƻƛƴǘŜŜǎ ƻŦ ǘƘŜ ƴŜǿ ƻǿƴŜǊǎΦ CƻǊ ŜȄŀƳǇƭŜΣ ƭƛǎǘŜŘ ŦƛǊƳǎ ǿŜǊŜ ƳŀŘŜ ǘƻ ŀǇǇƻƛƴǘ ƳŜƳōŜǊ 

ƻŦ ǘƘŜ ǇǳōƭƛŎ ƻƴ ǘƻ ǘƘŜ ōƻŀǊŘ ǘƻ ǊŜǇǊŜǎŜƴǘ ǘƘŜ ǇǳōƭƛŎΦ Lƴ ǎƻ ŘƻƛƴƎ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǇǊŜŎƭǳŘŜŘ 

ŦǊƻƳ Ŧǳƭƭȅ ŜƳǇŀƴŜƭƭƛƴƎ ǘƘŜ ōƻŀǊŘ ǿƛǘƘ ǇƻƭƛǘƛŎƛŀƴǎ ŀƴŘ ƻǊ ōǳǊŜŀǳŎǊŀǘǎΦ ¢ƘŜ ƛƴŎǊŜŀǎŜŘ ƛƴ ƴƻƴ-

ǇƻƭƛǘƛŎŀƭ ŀǇǇƻƛƴǘŜŜǎ ƻƴ ǘƘŜ ōƻŀǊŘ ŀŦǘŜǊ мффс ǊŜŘǳŎŜŘ ŘǊŀǎǘƛŎŀƭƭȅ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ǎǳǊǾŜȅ 

Řŀǘŀ ƛƴ ǎŜŎǘƛƻƴ рΦоΦ ¢ƘŜ ǇǊŜŘƻƳƛƴŀƴǘ ŎƻƴŎŜƴǘǊŀǘŜŘ ƻǿƴŜǊǎƘƛǇ ƻŦ ǘƘŜ D/. Ƴŀȅ ƘŀǾŜ ƛǘǎ 

ŘŜƳŜǊƛǘǎΣ ōǳǘ ǘƘƛǎ Ƙŀǎ ōŜŜƴ ŎƻǳƴǘŜǊŀŎǘŜŘ ōȅ ǘƘŜ ǇƻǎǎƛōƭŜ ǾƛƎƛƭŀƴŎŜ ƻŦ ǘƘŜ ǇǊƻŦŜǎǎƛƻƴŀƭ 

ƳŀƴŀƎŜǊǎ ǊŜǇǊŜǎŜƴǘƛƴƎ ǘƘŜ ƳƛƴƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘŜǊǎ ŀƴŘ ǘƘŜ ǇǳōƭƛŎΦ 

 

¦ƴƭƛƪŜ ǘƘŜ /hht ŘƛǎŎǳǎǎŜŘ ŜŀǊƭƛŜǊΣ ǘƘŜǊŜ ǿŀǎ ƴƻ ŜǾƛŘŜƴŎŜ ǘƘŀǘ ǿǊƻƴƎ ǇŜƻǇƭŜ ǿŜǊŜ ŀǇǇƻƛƴǘŜŘ 

ǘƻ ǘƘŜ ōƻŀǊŘ ǎƻƭŜƭȅ ŦƻǊ ǇƻƭƛǘƛŎŀƭ ǊŜŀǎƻƴǎΣ ōǳǘ ƛǘ ƛǎ ƪƴƻǿƴ ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǘŀƪŜǎ ŀŘǾŀƴǘŀƎŜ 

ƻŦ ƛǘǎ ƳŀƧƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘƛƴƎ ǘƻ ǳǎŜ ǘƘŜ ōŀƴƪ ǘƻ ŦƛƴŀƴŎŜ ¢ŜƳŀ hƛƭ wŜŦƛƴŜǊȅ ό¢hwύ ōǳǎƛƴŜǎǎŜǎ 

ǘƘŀǘ ƴŜŀǊƭȅ ŎƻƭƭŀǇǎŜ ǘƘŜ ōŀƴƪ ƛƴ ǘƘŜ нлллΦ {ƛƳƛƭŀǊƭȅΣ ǘƘŜǊŜ ǿŀǎ ƻǿƴŜǊǎƘƛǇ-ƭƛƴƪŜŘ ǎŎŀƴŘŀƭ ƛƴ 

мффт ŀǘ ōŀƴƪ ƛƴǾƻƭǾƛƴƎ !-[ƛŦŜ ǎǳǇŜǊƳŀǊƪŜǘ ƻǿƴŜǊ ǿƘƻ ƘŀŘ ƻǾŜǊ п ҈ ǎƘŀǊŜǎ ƛƴ D/.Φ ¢Ƙƛǎ ǿŀǎ 

ŀƴ ŜȄŀƳǇƭŜ ƻŦ ŎƻƴǘǊƻƭƭŜǊǎ ƻŦ ǘƘŜ ǎǘŀǘŜ ōŀƴƪǎ ŎƻƭƭǳŘƛƴƎ ǘƻ ŜȄǇǊƻǇǊƛŀǘŜ ƳƛƴƻǊƛǘȅ ŀƴŘ 

ŘŜǇƻǎƛǘƻǊǎΩ ŦǳƴŘΦ125 
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¢ƘƻǳƎƘ ƎƻǾŜǊƴƳŜƴǘ Ƙŀǎ ƛƴ ǘƘƛǎ ŎŀǎŜ ǇǊƻǾƛŘŜŘ ŀ ǎŎƘŜƳŜ ǘƘŀǘ ǎŀƭǾŀƎŜŘ ǘƘŜ ŘŜǇƻǎƛǘƻǊǎΩ ŦǳƴŘΣ ǘƘƛǎ ǿŀǎ ŘƻƴŜ ŀǘ 
ǘƘŜ ŜȄǇŜƴǎŜ ƻŦ ǘƘŜ ǘŀȄ ǇŀȅŜǊ 
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6.4.3 Change in Board of Directors Features 

D/. ǳƴŘŜǊǘƻƻƪ ŦǳǊǘƘŜǊ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ǘƻ ǊŜǾŀƳǇ ōƻŀǊŘǎ ƻŦ ŘƛǊŜŎǘƻǊǎ ŀƴŘ ŜȄŜŎǳǘƛǾŜǎΣ ŀƴŘ 

ǘǳǊƴŀǊƻǳƴŘ Ǉƭŀƴǎ ŦƻǊƳǳƭŀǘŜŘ ŦƻǊ ǘƘŜ ōŀƴƪ ōŜǘǿŜŜƴ мффс ŀƴŘ мффуΦ .ƻŀǊŘ ƻŦ ŘƛǊŜŎǘƻǊ ŀƴŘ 

ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŎƻǳƭŘ ōŜ ǘǊƛƎƎŜǊŜŘ ōȅ ǾƛǊǘǳŜ ƻŦ ǘƘŜ ǇǊŜǎŜƴŎŜ ƻŦ ƴŜǿ ƻǿƴŜǊǎ 

όLopez-de-Silanes, 1997ύΦ ²ƛǘƘ ŀ ǎǳǇŜǊƛƻǊ ǾƻǘƛƴƎ ǊƛƎƘǘΣ ǘƘŜ ƴŜǿ ƻǿƴŜǊǎ ǿŜǊŜ ǊŜǇƻǊǘŜŘ ǘƻ 

ƘŀǾŜ ǾƛǊǘǳŀƭƭȅ ŎƘŀƴƎŜŘ ǘƘŜ ƴƻƴ-ŜȄŜŎǳǘƛǾŜǎ ŀƴŘ ŜȄŜŎǳǘƛǾŜǎ ǘƻ ƳǳŎƘ ƳƻǊŜ ǉǳŀƭƛŦƛŜŘ 

ǇǊƻŦŜǎǎƛƻƴŀƭ ƳŀƴŀƎŜǊǎΦ ¦ƴƭƛƪŜ ǇǊŜ-мффр ŜǊŀΣ ƳƻǊŜ ƛƴŘŜǇŜƴŘŜƴǘ ŘƛǊŜŎǘƻǊǎ ǿŜǊŜ ŀǇǇƻƛƴǘŜŘΣ 

ŜǾŜƴ ƎƻǾŜǊƴƳŜƴǘ ŀǇǇƻƛƴǘŜŜǎ ǿŜǊŜ ǎŀƛŘ ǘƻ ƘŀǾŜ ōŜŜƴ ǇǊƻŦŜǎǎƛƻƴŀƭǎ ƛƴ ōǳǎƛƴŜǎǎ ŀƴŘ 

ƳŀƴŀƎŜƳŜƴǘΦ ¢ƘŜ ƴŜǿ ƻǿƴŜǊǎ ǘƘŜǊŜŦƻǊŜ ƘŀŘ ƳƻǊŜ ǇƻǿŜǊ ǘƻ ŦƛǊŜ ŀƴŘ ŀǇǇƻƛƴǘ ƴŜǿ ŘƛǊŜŎǘƻǊǎΦ 

 

/ƻƴŦƛǊƳƛƴƎ ǘƘŜ ǎǳǊǾŜȅ ǊŜǇƻǊǘǎΣ MSDN ǎǳƎƎŜǎǘǎ ŜȄǘŜƴǎƛǾŜ ǎǘǊǳŎǘǳǊŀƭ ŎƘŀƴƎŜǎ ǘƻ ǘƘŜ ǾŀǊƛƻǳǎ 

ōƻŀǊŘ ŦŜŀǘǳǊŜǎ ŀŦǘŜǊ мффс ǿŀǎ ŘƻƴŜ ōȅ ǘƘŜ ƴŜǿ ƻǿƴŜǊǎ ƻŦ ǘƘŜ ōŀƴƪΦ !ǎ ŀ ǊŜǎǳƭǘΣ ƴŜǿ 

ǇǊƻŦŜǎǎƛƻƴŀƭƭȅ ǉǳŀƭƛŦƛŜŘ ŀǇǇƻƛƴǘƳŜƴǘǎ ǿŜǊŜ ƳŀŘŜ ƛƴ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ƴŜǿ ǇƻƭƛŎƛŜǎ ŀƴŘ 

ǊŜƎǳƭŀǘƻǊȅ ǊŜǉǳƛǊŜƳŜƴǘ ŜƴŦƻǊŎŜŘ ōȅ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ŀƴŘ {9/κD{9 ǊŜǎǇŜŎǘƛǾŜƭȅΦ IŜ ƻǇƛƴŜǎ 

ǘƘŀǘ ǾƛǊǘǳŀƭƭȅ ŀƭƭ ŀǎǇŜŎǘ ƻŦ ǘƘŜ ōƻŀǊŘ όǎƛȊŜΣ ǎǳō-ŎƻƳƳƛǘǘŜŜǎΣ ǇǊƻǇƻǊǘƛƻƴ ƻŦ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ 

ŘƛǊŜŎǘƻǊǎ ŀƴŘ ǉǳŀƭƛŦƛŎŀǘƛƻƴǎύ ƘŀŘ ŎƘŀƴƎŜŘ126Φ Three Board Committees are relied on for 

recommendations aiming at preparing the decisions to be made by the Board of Directors. 

Terms of reference was set for the Committees, explaining their role and authorities 

delegated to them by the Board. Information on the committees is made available about 

their membership, the number of their meetings and attendance during the year as well as 

their main activities. The board includes executive, audit and compliance, credit and human 

resource and remuneration (Table 6-3).  

 

 

 

 

 

                                                           
126

It was noted during the pilot studies that, due to the length of that and memory lapses, directors were unable 
to remember exactly the number of the various components of the board. Since respondents may not remember 
the exact size and composition of the board before FINSAP, respondents were made to indicate their opinion 
(relative) on the number and composition of the board over the study period. Respondents were asked to 
indicate if there have been changes to board size, Number NEDs, committees, board activity, and member 
qualifications. 
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Table 6-3: Board Committees of GCB as at December, 2000. 

Board committees Non-executives Executives Senior 

Managers 

Total 

1995 2000 1995 2000 1995 2000 1995 2000 

Executive committee 0 2 4 1 1 0 5 0 

Audit and Compliant 1 3 2 1 2 0 5 4 

Credit Committee 0 NA 1 NA 3 NA 4 NA 

HR & Remuneration 1 3 2 1 1 0 4 4 

Total (Average) 11.7 72.7 52.9 27.3 41.2 0.0 17 11 

Source: GCB annual reports sources 

Compared to 1995, the number of non-executive directors serving on the various 

committees increased sharply in 2000. This made most board committees in the table 

comprising predominantly of independent and non-executive directors at the end of 2000.  

The need to compose the board with the right people is the preserve of the human resource 

and remuneration committee. Its work comprised the following: identify and recommend 

candidates to fill board vacancies; periodically assess the structure, size, composition and 

performance of the Board and make recommendations with regard to any changes; 

periodically assess the skills, knowledge and experience of individual directors and report on 

this to the Board; properly consider issues related to succession planning; and review the 

policy of the Board for the selection and appointment of senior management. Thus, the 

presence of new owners appears to have made changes in members of the board as well as 

changes of the executive and this might have enhanced effective monitoring and 

management. The removal of under-qualified managers may also give opportunity for the 

bank to appoint managers with objectives towards profit maximisation.  

While board features above confirms survey data observed on Table 5-3 already, open-

ended questions requested respondents to explain how the board features have changed 

over the two periods under study. The responses had been discussed under board 

composition and independence, objectives and functions, management features, 

compensation and evaluation. The effect of the changes on internal control system has also 

been captured. 
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6.4.3.1 Board Composition and Independence 

Compared to the COOP, the non-executive directors used their directorships to signal to 

internal and external markets that they are decision experts. This was because, non-

government appointees were all independent directors appointed by the bank. GCB became 

fairly independent of government agencies expected as far as management and staff 

appointment process are concerned. Unlike the non-divested banks privatisation the banks 

experienced minimum administrative interference from the sector ministry or the seat of 

government. According to MSDN, business related skills and abilities, rather than political or 

party membership became the main reason when choosing managers. 9ǾŜƴ ǘƘƻǳƎƘ ŀōƻǳǘ 

рл҈ ƻŦ ōƻŀǊŘ ƳŜƳōŜǊǎ ǿŜǊŜ ƳŀŘŜ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ŀǇǇƻƛƴǘŜŜǎΣ ƳŜƳōŜǊǎ ǿŜǊŜ ŦŀƛǊƭȅ 

ƛƴŘŜǇŜƴŘŜƴǘΣ ǿŜƭƭ ǉǳŀƭƛŦƛŜŘ ŀƴŘ ǊŜǎǇƻƴǎƛǾŜ ǘƻ ǘƘŜ ƳǳƭǘƛǇƭŜ ǎǘŀƪŜƘƻƭŘŜǊǎ ό.ƻD ŀƴŘ ƘƻƭŘƛƴƎ 

ŎƻƳǇŀƴƛŜǎύ ƛƴǎǘŜŀŘ ƻŦ ǘƘŜ ǎƘŀǊŜƘƻƭŘŜǊ ŀƭƻƴŜΦ  

 

¢ƘŜ ǎǳǊǾŜȅ Řŀǘŀ ǎƘƻǿ ǘƘŀǘΣ ǘƘŜ ōƻŀǊŘ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ Ǉƻǎƛǘƛƻƴǎ ǿŜǊŜ ǘƻǘŀƭƭȅ ŘŜǾƻƛŘ ƻŦ ǘƘŜ 

ƭƻƴƎ ǎŜǊǾƛƴƎ ǎŎƘƻƻƭ ƭŜŀǾŜǊǎ ƻǊ ƳƛƭƛǘŀǊȅ ǊǳƭŜǊǎ ǘƘŀǘ ŎƘŀǊŀŎǘŜǊƛǎŜ ǘƘŜ ǇǊŜ-ǇǊƛǾŀǘƛȊŀǘƛƻƴ ŜǊŀΦ !ŦǘŜǊ 

ǘƘŜ мффсΣ D/. ƘŀŘ ŘŜǾŜƭƻǇŜŘ ŀ ƳƻǊŜ Ǌƻōǳǎǘ ōŀƴƪƛƴƎ ƻǊƎŀƴƛȊŀǘƛƻƴ ǿƛǘƘ ŀƴ ŜȄǇŜǊƛŜƴŎŜŘ 

ƳŀƴŀƎŜƳŜƴǘ ǘŜŀƳ ŀƴŘ ŀ ǎŜŜƳƛƴƎƭȅ ŎƻƳǇŜǘŜƴǘ ōƻŀǊŘΦ ¢ƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ 

ŘƛǊŜŎǘƻǊǎ ǘƻ ǊŜǇǊŜǎŜƴǘ ƻǘƘŜǊ ǎƘŀǊŜƘƻƭŘŜǊǎ ŀƴŘ ǘƘŜ ǇǳōƭƛŎ ƳƛƎƘǘ ōŜŜƴ ǘƘŜ Ƴƻǎǘ ƛƳǇƻǊǘŀƴǘ 

ŦŀŎǘƻǊ ƛƴ ǘƘŜ ǉǳŀƭƛǘȅ ƻŦ ǘƘŜ ǎŜƭŜŎǘŜŘ ƛƴŘƛǾƛŘǳŀƭǎΣ ǎƛƴŎŜ ƎƻǾŜǊƴƳŜƴǘ ŀǇǇƻƛƴǘŜŜ Ŏŀƴ ōŜ ǊŜƧŜŎǘŜŘ 

ƻƴ ǘƘŜ ǎŎŀƭŜ ƻŦ Ŧƛǘ ŀƴŘ ǇǊƻǇŜǊ ǇŜǊǎƻƴΦ  ¢ƘŜ ƛƴŎǊŜŀǎŜŘ ƴǳƳōŜǊ ƻŦ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŀƴŘ 

ƛƴŘŜǇŜƴŘŜƴǘ ŘƛǊŜŎǘƻǊǎ ƳƛƎƘǘ ŜƴŎƻǳǊŀƎŜ ƛƴŎǊŜŀǎŜŘ ōƻŀǊŘ ŀŎǘƛǾƛǘƛŜǎΣ ŀǎ Ƴƻǎǘ ƻŦ ǘƘŜ 

ƛƴŘŜǇŜƴŘŜƴǘ ŘƛǊŜŎǘƻǊǎ ǿŜǊŜ ŀǇǇƻƛƴǘŜŘ ōȅ ǘƘŜ ƴŜǿ ƻǿƴŜǊǎΦ ¢ŀƪŜƴ ŀǎ ŀ ǇŜǊŎŜƴǘŀƎŜΣ ƴƻƴ-

ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ŎƻƴǎǘƛǘǳǘŜŘ уоΦо҈ ƻŦ ǘƘŜ ōƻŀǊŘΦ LƴǾŜǎǘƳŜƴǘ 5ƛǊŜŎǘƻǊ όŦƻǊƳŜǊ ōƻŀǊŘ 

ƳŜƳōŜǊύ ƻŦ {{bL¢Σ ƭŜǎǎ ǘƘŀƴ ƘŀƭŦ ƻŦ ǘƘŜ ōŀƴƪΩǎ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ǿŜǊŜ ƘŀƴŘǇƛŎƪŜŘ ƻǊ 

ŎƻƴƴŜŎǘŜŘ ǘƻ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΦ !ƭǘƘƻǳƎƘ ǘƘŜ ŎƘŀƛǊƳŀƴ ƻŦ ōƻŀǊŘ ǿŀǎ ŀǇǇƻƛƴǘŜŘ ōȅ 

ƎƻǾŜǊƴƳŜƴǘΣ ǘƘŜǊŜ ǿŀǎ ƴƻ ŜǾƛŘŜƴŎŜ ǘƻ ǎǳƎƎŜǎǘ ǘƘŀǘ ǘƘŜ /ƘŀƛǊƳŀƴ ŀƴŘ ǘƘŜ a5 ǿŜǊŜ 

ŎƻƴƴŜŎǘŜŘΣ ŀǎ ǘƘŜȅ ǿŜǊŜ ŀƭƭ ǇǊƻŦŜǎǎƛƻƴŀƭƭȅ ǎƻǳƎƘǘΦ ¢ƘŜ ŀǇǇƻƛƴǘƳŜƴǘ ƻŦ ŎƘŀƛǊƳŀƴ ŀƴŘ ǘƘŜ a5 

ōȅ ƎƻǾŜǊƴƳŜƴǘ Ƴŀȅ ƘŀǾŜ ŎƻƳǇǊƻƳƛǎŜŘ ǘƘŜ ōƻŀǊŘΩǎ ƛƴŘŜǇŜƴŘŜƴŎŜ ƛƴ ƛǘǎ ŦƛŘǳŎƛŀǊȅ Řǳǘȅ ƻŦ 

ǇǊƻǾƛŘƛƴƎ ƻǾŜǊǎƛƎƘǘ ǘƻ ƳŀƴŀƎŜƳŜƴǘΣ ǘƘŜ ǎƛȊŜŀōƭŜ ƴǳƳōŜǊ ƻŦ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ 

ǊŜǇǊŜǎŜƴǘƛƴƎ ǘƘŜ ƳƛƴƻǊƛǘȅ ŀƴŘ ǘƘŜ ǇǳōƭƛŎ ŎƻǳƭŘ ƳƛǘƛƎŀǘŜ ǘƘƛǎ ŜŦŦŜŎǘΦ ¢ƘǳǎΣ ǘƘŜ ƭŀǊƎŜ ƴǳƳōŜǊǎ 

ƻŦ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ƳŀŘŜ ƛǘ Ŝŀǎȅ ŦƻǊ ǘƘŜ ōƻŀǊŘ ǘƻ ōŜ ŎƻƳǇƻǎŜŘ ǿƛǘƘ ƛƴŘŜǇŜƴŘŜƴǘ 

ŘƛǊŜŎǘƻǊǎ ǘƘŀƴ ǘƘŜ ǇǊŜ-ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŜǊŀΦ  



183 
 

6.4.3.2 Board Qualifications, Knowledge and Expertise 

¢ƘŜ ŎŀǎŜ ǎǘǳŘȅ ǎƘƻǿŜŘ ǘƘŀǘ ǘƘŜ ŎƻƳǇŜǘŜƴŎŜ ƻŦ ǘƘŜ ōƻŀǊŘ ƛƴŎǊŜŀǎŜŘ ōŜǘǿŜŜƴ мффс ŀƴŘ 

нлллΦ ¢Ƙƛǎ ǿŀǎ ŘǳŜ ǘƻ ǉǳŀƭƛǘȅ ƻŦ ƛƴŘƛǾƛŘǳŀƭǎΣ ǇƻƭƛŎȅ ƻŦ ŜƴƎŀƎŜƳŜƴǘ ŀƴŘ ǘǊŀƛƴƛƴƎ ǊŜƎƛƳŜǎ 

ƛƴǘǊƻŘǳŎŜŘ ŘǳǊƛƴƎ ǘƘŜ ǇŜǊƛƻŘΦ ¢ƘŜ ǊŜǎǇƻƴŘŜƴǘ ōƭŀƳŜŘ ǘƘŜ ǇǊŜ-мффр ǇƻƻǊ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ƻƴ ǘƘŜ 

ŀǇǇƻƛƴǘƳŜƴǘ ŎǊƛǘŜǊƛŀ ŀǘ ǘƘŜ ǘƛƳŜΦ ¢Ƙƛǎ ŎƘŀƴƎŜŘ ƛƴ мффсΣ ǿƘŜƴ ƛƴŘƛǾƛŘǳŀƭǎ ǿƛǘƘ ǊŜƭŀǘŜŘ ŀƴŘ 

ŘƛǾŜǊǎƛŦƛŜŘ ǉǳŀƭƛŦƛŎŀǘƛƻƴǎ ǿŜǊŜ ŜƴƎŀƎŜŘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ D{9 ƭƛǎǘƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎ ƛƴ 

ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŀǘ ƻŦ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪΦ ά¢ƘŜǊŜ ǿŜǊŜ ǎŜǾŜǊŀƭ ǎƛǘǳŀǘƛƻƴǎ ƛƴ ǿƘƛŎƘ ƎƻǾŜǊƴƳŜƴǘΩǎ 

ƛƴǘŜƴŘŜŘ ŀǇǇƻƛƴǘŜŜǎ ǘƻ ǘƘŜ ōƻŀǊŘ ǿŜǊŜ ǊŜƧŜŎǘŜŘ ŦƻǊ ŦŀƛƭƛƴƎ Ŧƛǘ ŀƴŘ ǇǊƻǇŜǊ ǘŜǎǘΣ ŘǳŜ ǘƻ ǘƘŜƛǊ 

ǎƘŀŘȅ ƻǊ ŎǊŜŘƛōƛƭƛǘȅ ǇǊƻōƭŜƳΦ ! ǎƛǘǳŀǘƛƻƴ ǿƘƛŎƘ ǿŀǎ ǇƻǎǎƛōƭŜ ŀŦǘŜǊ ǘƘŜ ōŀƴƪ ǿŀǎ ǇǊƛǾŀǘƛǎŜŘέΣ 

MSDN ŎƻƴŦƛǊƳŜŘΦ 

 

!ǎ ŀǘ нлллΣ ǘƘŜ ōŀƴƪ ǿŀǎ ŜƴŘƻǿŜŘ ǿƛǘƘ ǊƛŎƘ ŘƛǾŜǊǎƛǘȅ ƛƴ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ŀƴŘ ŜȄǇŜǊƛŜƴŎŜ ƻƴ ǘƘŜ 

ōƻŀǊŘ ŀƴŘ ƎƛǾŜǎ ŀƴ ƛƴŘƛŎŀǘƛƻƴ ǘƘŀǘ ŎƻƳǇŜǘŜƴǘ ŘƛǊŜŎǘƻǊǎ ƻŦ ŘƛǾŜǊǎŜ ōŀŎƪƎǊƻǳƴŘǎ ƴƻǿ ǎŜǊǾŜ ƻƴ 

ǘƘŜ ōƻŀǊŘΦ ¢ƘŜ ŘƛǾŜǊǎƛǘȅ ƻŦ ŘƛǎŎƛǇƭƛƴŜ ŜƴŀōƭŜǎ ǘƘŜ ŎƻƳƳƛǘǘŜŜǎ ǘƻ ōŜ ŜƳǇŀƴŜƭƭŜŘ ōȅ ǘƘŜ ǊƛƎƘǘ 

ǇŜƻǇƭŜ ŀǎ ǇƻǎǎƛōƭŜΦ  MSDN ƻǇƛƴŜǎ ǘƘŀǘ ŎƻƳǇŜǘŜƴǘ ŀƴŘ ǉǳŀƭƛŦƛŜŘ ƛƴŘƛǾƛŘǳŀƭǎ ǿŜǊŜ ŜƴƎŀƎŜŘΣ 

ōŜŎŀǳǎŜ ƎƻǾŜǊƴƳŜƴǘ ǿŀƴǘǎ ǘƻ ōŜ ǎŜŜƴ ŀǎ ŘƻƛƴƎ ǘƘŜ ǊƛƎƘǘ ǘƘƛƴƎ ŀǎ ŦŀǊ ŀǎ ƎƻƻŘ ƎƻǾŜǊƴŀƴŎŜ ƛǎ 

ŎƻƴŎŜǊƴŜŘΦ MSDN ŀǊƎǳŜŘ ǘƘŀǘ ǘƘŜ ōŀƴƪ ǿŀǎ ōŜƛƴƎ ǇƻǎƛǘƛƻƴŜŘ ǘƻ ŀǘǘǊŀŎǘ ǎǘǊŀǘŜƎƛŎ ƛƴǾŜǎǘƻǊǎ 

όǘƻ ǘŀƪŜ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ǎƘŀǊŜ ƛƴ ǘƘŜ ōŀƴƪύΣ ƘŜƴŎŜΣ ƎƻǾŜǊƴŀƴŎŜ Ŏŀƴƴƻǘ ōŜ ǎŜŜƴ ǘƻ 

ŎƻƳǇǊƻƳƛǎŜ ƎƻƻŘ ǊǳƴƴƛƴƎ ƻŦ ǘƘŜ ōŀƴƪ ōȅ ŎƻƳǇŜǘŜƴǘ ǇŜƻǇƭŜΦ .ŜǘǿŜŜƴ мффт ŀƴŘ нлллΣ Ƴƻǎǘ 

ōƻŀǊŘ ƳŜƳōŜǊǎ ƘŀŘ ǎƻƳŜ ōŀƴƪƛƴƎΣ ŦƛƴŀƴŎŜ ƻǊ ƳŀƴŀƎŜƳŜƴǘ ŜȄǇŜǊƛŜƴŎŜ ŀǘ ŀ ǎŜƴƛƻǊ ƭŜǾŜƭΦ ¢ƘŜ 

ǇƻƭƛǘƛŎƛŀƴǎ ƻƴ ǘƘŜ ōƻŀǊŘ ǳƴƭƛƪŜ ƛƴ ǇǊŜ-ǊŜŦƻǊƳ ŜǊŀ ǿŜǊŜ ŀǇǇƻƛƴǘŜŘ ōŀǎŜŘ ƻƴ ǘƘŜƛǊ ǉǳŀƭƛŦƛŎŀǘƛƻƴ 

ŀƴŘ ŎƻƳǇŜǘŜƴŎŜΦ 9ǾŜƴΣ ǘƘŜ aƛƴƛǎǘŜǊ ƻŦ CƛƴŀƴŎŜ ƻƴ ǘƘŜ ōƻŀǊŘ ǿŀǎ ŀƴ ŜŎƻƴƻƳƛǎǘ ōȅ ǇǊƻŦŜǎǎƛƻƴ 

ŀƴŘ ŀǘ ƴƻ ǘƛƳŜ ǿŀǎ ŘƛǎŎǳǎǎƛƻƴǎ ǇƭŀŎŜŘ ƻƴ ŀƴȅ ǎƻŎƛŀƭ ƻǊ ǇƻƭƛǘƛŎŀƭ ŘƛǎŎƻǳǊǎŜΦ LǎǎǳŜǎ ǿŜǊŜ 

ŘƛǎŎǳǎǎŜŘ ǇǳǊŜƭȅ ƻƴ ōǳǎƛƴŜǎǎ ƭƛƴŜǎ ǿƛǘƘ ƴƻ ƎƻǾŜǊƴƳŜƴǘ ƛƴǘŜǊǾŜƴǘƛƻƴΦ ¢ƘŜǊŜ ǿŀǎ ƴƻ ǊƻƻƳ ŦƻǊ 

ǘƘŜ ƭƻƴƎ ǎŜǊǾƛƴƎ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ƻŦŦƛŎƛŀƭǎ ƛƴ ǘƘŜ ōŀƴƪ ǎƛƴŎŜ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŀƭƭƻǿŜŘ 

ǇǊƻŦŜǎǎƛƻƴŀƭ ƛƴŘƛǾƛŘǳŀƭǎ ǘƻ ƳŀƴŀƎŜ ǘƘŜ ŀŦŦŀƛǊǎ ƻŦ ǘƘŜ ōŀƴƪΦ Lǘ ƛǎ ƴƻǘ ǇƻǎǎƛōƭŜ ǘƻ ǎŜŜ ŀƴȅ ƻƴŜ 

ǿƛǘƘ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ōŜƭƻǿ ŘŜƎǊŜŜ ƭŜǾŜƭ ƛƴ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ Ǉƻǎƛǘƛƻƴ ƛƴ ǘƘŜ ōŀƴƪ ŀŦǘŜǊ мффтΦ 

¢ƘŜǎŜ ŘŜǾŜƭƻǇƳŜƴǘǎ όǉǳŀƭƛŦƛŜŘ ŀƴŘ ǇǊƻŦƛǘ ƻǊƛŜƴǘŜŘ ŘƛǊŜŎǘƻǊǎύ Ŏŀƴ ŜƴǎǳǊŜ ŜŦŦƛŎƛŜƴǘ ƳƻƴƛǘƻǊƛƴƎ 

ƻŦ ƳŀƴŀƎŜƳŜƴǘ ƛƴ ǘƘŜ ōŀƴƪΦ 

The changes also ensured that directors and mangers with requisite qualification and skills 

were appointed, since banking firm knowledge is especially crucial with regards to resource 

distribution and understanding of proposed projects (e.g. loans), monitor and advice was 

high. It was noted from the survey data that individuals with relevant qualifications were 
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engaged between 1996 and 2000. For example, the board was made up of about 80% of 

directors who were accountants, management specialist, finance/bankers and economists 

and they should have better knowledge on how to manage the affairs of the bank. 

¢ƘŜ ƛƴŎǊŜŀǎŜŘ ōƻŀǊŘ ŎƻƳǇŜǘŜƴŎŜ ƳƛƎƘǘ ƘŀǾŜ ōŜŜƴ ŘǳŜ ǘƻ ǘƘŜ ǇǊŜǎŜƴŎŜ ƻŦ ƻǘƘŜǊ ōƻŀǊŘ 

ƳŜƳōŜǊǎ ŦƻǊƳ ƳƛƴƻǊƛǘȅ ǎƘŀǊŜƘƻƭŘŜǊǎ ŀƴŘ ǘƘŜ ŎƘŀƴƎŜ ƛƴ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ǊŜǉǳƛǊŜƳŜƴǘ 

ƛƴǘǊƻŘǳŎŜŘ ōȅ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪΣ ƛƴ ƭƛƴŜ ǿƛǘƘ ƛƴǘŜǊƴŀǘƛƻƴŀƭ ōŜǎǘ ǇǊŀŎǘƛŎŜΦ Lǘ ƳƛƎƘǘ ŀƭǎƻ ōŜ ŘǳŜ 

ǘƻ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ǘƘŜ ōƻŀǊŘ Ƙŀǎ ōŜŜƴ ƭƛǎǘŜŘ ƻƴ D{9 ŀǎ ǇǊƛǾŀǘƛȊŀǘƛƻƴ ƳŜǘƘƻŘ ŀƴŘ ƛƳǇǊƻǾŜŘ 

ƳŀƴŀƎŜǊƛŀƭ ǉǳŀƭƛǘȅ ǊŜǉǳƛǊŜƳŜƴǘ ǊŜǉǳƛǊŜŘ ōȅ ǘƘŜ ƴŜǿ ƻǿƴŜǊǎΦ ¢ƘŜ ƎƻƻŘ ǿƛƭƭ ƻŦ ǘƘŜ 

ƎƻǾŜǊƴƳŜƴǘ ǘƻ ŀǇǇƻƛƴǘ ǇǊƻŦŜǎǎƛƻƴŀƭǎ ǘƻ ƳŀƴŀƎŜ ŀŦŦŀƛǊǎ ƻŦ ǘƘŜ ōŀƴƪ ƛƴ ŀƴǘƛŎƛǇŀǘƛƻƴ ƻŦ ƻŦŦ-

ƭƻŀŘƛƴƎ ǘƘŜ ǊŜǎǘ ƻŦ Ŝǉǳƛǘȅ ǘƻ ŀ ǇƻǘŜƴǘƛŀƭ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊ Ŏŀƴƴƻǘ ōŜ ǳƴŘŜǊ-ŜǎǘƛƳŀǘŜŘΦ 

6.4.3.3 Board objectives and Function 

9ǎǘŀōƭƛǎƘŜŘ ǘƻ ƳŜŜǘ ǘƘŜ ƴŜŜŘ ƻŦ ǘƘŜ ƳŀǎǎŜǎΣ ǘƘŜ ōŀƴƪ ǿŀǎ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ ŜǾŜǊȅ ŘƛǎǘǊƛŎǘ ƛƴ 

DƘŀƴŀ ƛǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ǘƘŜ ōǊŀƴŎƘ ǾƛŀōƛƭƛǘȅΦ ¢ƘŜ ōŀƴƪ ōŜŦƻǊŜ мффс ǿŀǎ ǳǎŜŘ ǘƻ ǎǳǇǇƻǊǘ ŀƭƭ 

ǎƻǊǘǎ ƻŦ ǇǊƻƧŜŎǘǎ ǎǳŎƘ ŀǎ ŀƎǊƛŎǳƭǘǳǊŜΣ ƳŀƴǳŦŀŎǘǳǊƛƴƎ ǿƛǘƘƻǳǘ ŀǎŎŜǊǘŀƛƴƛƴƎ ǘƘŜ ŀōƛƭƛǘȅ ǘƻ 

ǊŜŎƻǾŜǊ ǘƘŜ ƭƻŀƴǎΦ ¢ƘǳǎΣ Ŏƻƴǘƛƴǳƻǳǎ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇ Ƴŀȅ ǇŜǊǇŜǘǳŀǘŜ ƴƻƴ-ōǳǎƛƴŜǎǎ ƻǊ 

ǇƻƭƛǘƛŎŀƭ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎΦ IƻǿŜǾŜǊΣ ōƻŀǊŘ ōŜŎŀƳŜ ƳƻǊŜ ǇǊƻŦƛǘ ƻǊƛŜƴǘŜŘΣ ŀǎ ƛǘ ǎƘƛŦǘŜŘ ŦǊƻƳ ƛǘǎ 

ǇƻƭƛǘƛŎŀƭ ŀƴŘ ǎŜŎǘƻǊŀƭ ƭŜƴŘƛƴƎ ǘƻ ŀ ƳƻǊŜ ǇǊƻŦƛǘ ƳŀƪƛƴƎ ƳƛƴŘ-ǎŜǘΦ MSDN ŀǊƎǳŜŘ ǘƘŀǘ ǇƻƻǊƭȅ 

ǇŜǊŦƻǊƳƛƴƎ ōǊŀƴŎƘŜǎ ŀƴŘ ǎǘŀŦŦ ǿŜǊŜ ǊŀǘƛƻƴŀƭƛǎŜŘΣ ǘƻ ƳŀƪŜ ǘƘŜƳ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘΦ ¢Ƙƛǎ ǿŀǎ ŀƭǎƻ 

ŎƻƴŦƛǊƳŜŘ ōȅ ǘƘŜ ǎǳǊǾŜȅ Řŀǘŀ ǘƘŀǘ ƎŀǾŜ D/. ǘƘŜ ƘƛƎƘŜǎǘ ǎŎƻǊŜ ƛƴ ǇǊƻŦƛǘ ƻǊƛŜƴǘŀǘƛƻƴ ŀƳƻƴƎ 

ǘƘŜ {h.ǎΦ  

aƻǎǘ ƻŦ ǘƘŜ ŦǳƴŎǘƛƻƴǎ ƻŦ ǘƘŜ ōƻŀǊŘ ǿŜǊŜ ŘƛŎǘŀǘŜŘ ōȅ ǘƘŜ ǎŜŎǘƻǊ ƳƛƴƛǎǘǊȅ όahC9tύ ǇǊƛƻǊ ǘƻ ǘƘŜ 

CLb{!tΦ IƻǿŜǾŜǊ ǘƘƛǎ ŎƘŀƴƎŜŘ ŀǘ ǘƘŜ ŀŘǾŜƴǘ ƻŦ ǘƘŜ ōƻŀǊŘ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŀƴŘ ǇǊƛǾŀǘƛǎŀǘƛƻƴΦ ¢ƘŜ 

ōƻŀǊŘ ŀƭǎƻ ƘŀŘ ŀǳǘƻƴƻƳȅ ƛƴ Ƴƻǎǘ ƭŜƴŘƛƴƎ ŀƴŘ ƻǘƘŜǊ ōǳǎƛƴŜǎǎ ŘŜŎƛǎƛƻƴǎ ŀŦǘŜǊ мффсΦ !ǇŀǊǘ 

ŦǊƻƳ ǿƘŀǘ ŜȄǇŜǊǘǎ ŎŀƭƭŜŘ ǎǇŜŎƛŀƭ ǎǘǊŀǘŜƎƛŎ ƴŀǘƛƻƴŀƭ ŘŜŎƛǎƛƻƴǎΣ ƭƻŀƴ ŀǇǇƭƛŎŀǘƛƻƴǎ ǿŜǊŜ 

ǎŎǊǳǘƛƴƛǎŜŘ ŀƴŘ ŀǇǇǊƻǾŜŘ ōȅ ǘƘŜ ōƻŀǊŘ ŀƴŘ ŀƴȅ ƛƴǘŜǊŜǎǘ ǊŜ-ǎŎƘŜŘǳƭƛƴƎ ŀƴŘ ǿǊƛǘŜ-ƻŦŦ ƻŦ ōŀŘ 

ƭƻŀƴǎ Ƴǳǎǘ ŀƭǎƻ ōŜ ŀǇǇǊƻǾŜŘ ōȅ ƛǘΦ ¦ƴƭƛƪŜ ƛƴ /hhtΣ ǿƘŜǊŜ ƛƳǇƻǊǘŀƴǘ ŎǊŜŘƛǘ ŘŜŎƛǎƛƻƴǎ ǿŜǊŜ 

ƳŀŘŜ ōȅ ǘƘŜ aŀƴŀƎƛƴƎ 5ƛǊŜŎǘƻǊ ƻǊ ǎŜƴƛƻǊ ƳŀƴŀƎŜǊǎΣ ǘƘŜ D/. ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ ǿŀǎ ƛƴǾƻƭǾŜŘ 

ƛƴ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ ƻŦ ƭƻŀƴǎΣ ǿƛǘƘ ƳŀƧƻǊƛǘȅ ƻŦ ƳŜƳōŜǊǎ ōŜŜƴ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎ ōŜǘǿŜŜƴ 

мффс ŀƴŘ нлллΦ 
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¢ƘŜ ōƻŀǊŘ ŀŦǘŜǊ мффс ŀŘƻǇǘŜŘ ŀ ǎŜǘ ƻŦ ƎǳƛŘŜƭƛƴŜǎ ǎǇŜŎƛŦȅƛƴƎ ŀǇǇƻƛƴǘƳŜƴǘ ƻŦ ŘƛǊŜŎǘƻǊǎΣ ǘƻǇ 

ƳŀƴŀƎŜǊǎ ŀƴŘ ƭƻŀƴ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴΣ ǊŜƳǳƴŜǊŀǘƛƻƴ ŀƴŘ Ǌƛǎƪ ƛǎǎǳŜǎΦ ¢ƘǳǎΣ ǘƘŜ ōƻŀǊŘ ƛǎ Ŧǳƭƭȅ 

ŜƴǘǊǳǎǘŜŘ ǿƛǘƘ ŦƻǊƳǳƭŀǘƛƴƎ ŀƭƭ ǇƻƭƛŎƛŜǎ ŦƻǊ ǘƘŜ ōŀƴƪϥǎ ƻǇŜǊŀǘƛƻƴǎ ǿƛǘƘ ƳƛƴƛƳŀƭ ǇƻƭƛǘƛŎŀƭ 

ƛƴǘŜǊŦŜǊŜƴŎŜΦ ¢ƘǳǎΣ ƛǘ ŜȄŜǊŎƛǎŜǎ ƻōƧŜŎǘƛǾŜ ŀƴŘ ƛƴŘŜǇŜƴŘŜƴǘ ƧǳŘƎƳŜƴǘ ƛƴ Ƴƻǎǘ ƻŦ ƛǘǎ ǊƻƭŜǎΣ ŀǎ 

Ƴƻǎǘ ƻŦ ǘƘŜ ŎƻƳƳƛǘǘŜŜǎ ŎƻƳǇƻǎŜŘ ƻŦ ƴƻƴ-ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊǎΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ ƴƻƳƛƴŀǘƛƻƴ 

ŎƻƳƳƛǘǘŜŜ όǎŜŜ ¢ŀōƭŜ с-пύΣ ǿŀǎ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ ŀǇǇƻƛƴǘƛƴƎ ƴŜǿ ŀƴŘ ǊŜǇƭŀŎŜƳŜƴǘ ŘƛǊŜŎǘƻǊǎΦ 

¢ƘŜǎŜ ŀǇǇƻƛƴǘƳŜƴǘǎ ŀǊŜ ƳŀŘŜ ƻƴ ƳŜǊƛǘ ŀƴŘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ōŀƴƪƛƴƎ ǊǳƭŜǎΦ 9ǾŜƴ ǘƘƻǎŜ 

ŀǇǇƻƛƴǘŜŘ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŀǊŜ ƛƴǘŜǊǾƛŜǿŜŘ ŀƴŘ ŀŎŎŜǇǘŜŘ ƻǊ ǊŜƧŜŎǘŜŘ ōŀǎŜŘ ƻƴ ǘƘŜƛǊ 

ǉǳŀƭƛŦƛŎŀǘƛƻƴ ŀƴŘ ōŀŎƪƎǊƻǳƴŘǎκŎƘŀǊŀŎǘŜǊ ŎƘŜŎƪǎΦ ¢ƘŜ ǇǊƻǇƻǊǘƛƻƴŀƭ ŀǇǇƻƛƴǘƛƴƎ ƳŜŎƘŀƴƛǎƳ 

ǿŀǎ ŀŘƻǇǘŜŘΣ ǿƛǘƘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ŀǇǇƻƛƴǘƛƴƎ ŎƭƻǎŜ ǘƻ ƘŀƭŦ ƻŦ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎ ǿƘƛŎƘ 

ŘŜǇŜƴŘǎ ƻƴ ǘƘŜ Ŝǉǳƛǘȅ ǎǘǊǳŎǘǳǊŜ ƻŦ ǘƘŜ ōŀƴƪΦ ¢Ƙƛǎ ŀǇǇŜŀǊǎ ǘƻ ƘŀǾŜ ƳƛƴƛƳƛȊŜŘ ŘŜŎƛǎƛƻƴǎ 

ōŀǎŜŘ ǎƻƭŜƭȅ ƻƴ ǇƻƭƛǘƛŎŀƭ ŜȄǇŜŘƛŜƴŎȅ ƻōǎŜǊǾŜŘ ōŜŦƻǊŜ ǘƘŜ ōŀƴƪ ǿŀǎ ƭƛǎǘŜŘ ƻƴ ǘƘŜ D{9 ŦƻǊ 

ǇǊƛǾŀǘŜ ǇŀǊǘƛŎƛǇŀǘƛƻƴΦ  

Lǘ ǿŀǎ ŦƻǳƴŘ ǘƘŀǘ ƻǘƘŜǊ ƛƳǇƻǊǘŀƴǘ ōǳǎƛƴŜǎǎ ŘŜŎƛǎƛƻƴ ƳŀƪƛƴƎ ǿŜǊŜ ǳƴŘŜǊǘŀƪŜƴ ōȅ ǘƘŜ ōƻŀǊŘ 

ǿƛǘƘ ǘƘŜ ƘŜƭǇ ƻŦ ǘƘŜ ŜǎǘŀōƭƛǎƘŜŘ ǎǳō-ŎƻƳƳƛǘǘŜŜǎΦ MSDN ƻǇƛƴŜǎ ǘƘŀǘ ǘƘŜǊŜ ƘŀŘ ōŜŜƴ 

ƛƴŎǊŜŀǎŜŘ ōƻŀǊŘ ǎǳō-ŎƻƳƳƛǘǘŜŜ ŦƻǊƳŀǘƛƻƴ ƛƴ ǘƘŜ ōŀƴƪ ŦƻǊ ƳŀƴŘŀǘƻǊȅ ŀƴŘ ǾƻƭǳƴǘŀǊȅ όōŜǎǘ 

ǇǊŀŎǘƛŎŜύ ǊŜŀǎƻƴǎΦ CƻǊ ŜȄŀƳǇƭŜΣ ƘŜ ǊŜŎŀǇǎ ǘƘŀǘ ƻƴƭȅ ŀǳŘƛǘ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ŎƻƳƳƛǘǘŜŜǎ ǿŜǊŜ 

ǎƻƳŜǿƘŀǘ ŦǳƴŎǘƛƻƴŀƭ ŎƻƳƳƛǘǘŜŜǎ ōŜŦƻǊŜ мффсΦ ¢ƘŜ ōŀƴƪΩǎ ŀƴƴǳŀƭ ǊŜǇƻǊǘǎ όōŜǘǿŜŜƴ мффт -

нлллύ ƛƴŘƛŎŀǘŜ ǘƘŜ ǎǘŀǘŜ ōŀƴƪǎ ƘŀŘ ŎƻƴǎǘƛǘǳǘŜŘ ǎŜǾŜǊŀƭ ōƻŀǊŘ ŎƻƳƳƛǘǘŜŜǎΦ ²ƛǘƘ ǘƘƛǎ 

ŀǊǊŀƴƎŜƳŜƴǘΣ ǘƘŜ ōƻŀǊŘ ŀǇǇŜŀǊǎ ǘƻ ŜȄŜǊŎƛǎŜ ƻōƧŜŎǘƛǾŜ ŀƴŘ ƛƴŘŜǇŜƴŘŜƴǘ ƧǳŘƎƳŜƴǘ ƛƴ Ƴƻǎǘ ƻŦ 

ƛǘǎ ŦǳƴŎǘƛƻƴǎ ŀŦǘŜǊ мффсΦ The Human resource and Remuneration Committee comprised of 

independent and non-executive directors (see Table 6-4). Its work involved the following: 

identify and recommend candidates to fill board vacancies; periodically assess the structure, 

size, composition and performance of the Board and make recommendations with regard to 

any changes; periodically assess the skills, knowledge and experience of individual directors 

and report on this to the Board; properly consider issues related to succession planning; and 

review the policy of the Board for the selection and appointment of senior management. 

MSDN ƻōǎŜǊǾŜŘ ǘƘŀǘ ŀǇǇƻƛƴǘƳŜƴǘǎ ǿŜǊŜ ƳŀŘŜ ƻƴ ƳŜǊƛǘ ŀƴŘ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ōŀƴƪƛƴƎ 

ǊǳƭŜǎ ŀƴŘ ƭƛǎǘƛƴƎ ǊŜǉǳƛǊŜƳŜƴǘǎΦ 9ǾŜƴ ƎƻǾŜǊƴƳŜƴǘ ŀǇǇƻƛƴǘŜŜǎ ǿŜǊŜ ƛƴǘŜǊǾƛŜǿŜŘ ŀƴŘ ŀŎŎŜǇǘŜŘ 

ƻǊ ǊŜƧŜŎǘŜŘ ōŀǎŜŘ ƻƴ ǘƘŜƛǊ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ŀƴŘ ōŀŎƪƎǊƻǳƴŘǎκŎƘŀǊŀŎǘŜǊ ŎƘŜŎƪǎΦ  
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6.4.5 Organisational and Management changes 

D/. ŘƛŦŦŜǊ ŦǊƻƳ ǘƘŜ /hht ƛƴ ōŀƴƪ ǊŜ-ƻǊƎŀƴƛǎŀǘƛƻƴ ŀƴŘ ƳŀƴŀƎŜƳŜƴǘ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ōŜǘǿŜŜƴ 

мффр ŀƴŘ нлллΦ ¢ƘŜ ƴŜǿ ōƻŀǊŘ ƘŀŘ ǎŜǘ ƛƴ Ƴƻǘƛƻƴ ǊŜŦƻǊƳ ƳŜŀǎǳǊŜǎ ǘƻ ŘŜŜǇŜƴ ǘƘŜ ǇǊŜ-

ǇǊƛǾŀǘƛǎŀǘƛƻƴ ƳŜŀǎǳǊŜǎΦ ¢ƘŜ ŎƘŀƴƎŜǎ ǘƻ ǘƘŜ ƳŀƴŀƎŜƳŜƴǘ ŦŜŀǘǳǊŜǎ ŀƴŘ ŎƻƳǇŜƴǎŀǘƛƻƴ ƛǎǎǳŜǎ 

ŀƭǎƻ ŦƻƭƭƻǿŜŘ ǘƘŜ ōƻŀǊŘ ƭŜǾŜƭ ǘǊŜƴŘ ƛƴ ǘƘŜ ŎƘŀƴƎŜǎ ƻōǎŜǊǾŜŘΦ ¦ƴƭƛƪŜ /hhtΣ ƎŜƴǳƛƴŜ 

ƻǊƎŀƴƛǎŀǘƛƻƴŀƭ ŀƴŘ ƳŀƴŀƎŜǊƛŀƭ ŎƘŀƴƎŜǎ ǘƻƻƪ ǇƭŀŎŜ ŀŦǘŜǊ ǘƘŜ ǇŀǊǘƛŀƭ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ƻŦ ǘƘŜ ōŀƴƪΦ 

¢Ƙƛǎ ƻōǎŜǊǾŀǘƛƻƴ ƛǎ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ǎǳǊǾŜȅ Řŀǘŀ ƛƴ ǎŜŎǘƛƻƴ рΦтΦнύΦ CƻǊ ŜȄŀƳǇƭŜΣ 

management restructured branch and staff between 1997 and 1999 through rationalisation 

and reduction in staff and poorly performing branches throughout the country.  According to 

MSDN, ǘƘŜǊŜ ǿŀǎ ōǊŀƴŎƘ ŀƴŘ ǎǘŀŦŦ ΨǇǊǳƴƛƴƎΩ ǘƻ ƳŀƪŜ ōŀƴƪ ƳƻǊŜ ŜŦŦƛŎƛŜƴǘ ŀƴŘ profitable. 

Before FINSAP the bank was saddled with high number of staff and poorly performing 

branches. The new management made moves engaged the right skills, allocate resources 

more efficiently and rationalise the poorly performing branches to return the bank to 

profitability and efficiency (see section 4.5).  

6.4.5.1 Executive and Senior Management changes 

/ƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ōƻŀǊŘ ƭŜǾŜƭ ŎƘŀƴƎŜǎΣ ǊŜŀƭ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŀŦǘŜǊ мффс ǘƻ ǘƘŜ ǎŜƭŜŎǘƛƻƴ ŀƴŘ 

ŀǇǇƻƛƴǘƳŜƴǘ ƻŦ ƳŀƴŀƎŜǊǎ ŀƴŘ ƪŜȅ ǎǘŀŦŦ ǘƻƻƪ ǇƭŀŎŜ ǿƛǘƘƛƴ ǘƘŜ ǇŜǊƛƻŘΦ bŜǿ ǇƻƭƛŎȅ ƎǳƛŘŜƭƛƴŜǎ 

ƎŀǾŜ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŎƻƳƳƛǘǘŜŜ ǘƘŜ ŀǳǘƘƻǊƛǘȅ ǘƻ ǊŜŎǊǳƛǘ ǎǘŀŦŦ ōŜƭƻǿ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊ 

ƭŜǾŜƭǎ ŀŦǘŜǊ мффсΦ ¢Ƙǳǎ ŘŜǇŀǊǘƳŜƴǘŀƭΣ ōǊŀƴŎƘ ŀƴŘ ƻǘƘŜǊ ƪŜȅ ǎǘŀŦŦ ƭŜǾŜƭǎ ǿŜǊŜ ŜƴƎŀƎŜŘ ōȅ ǘƘŜ 

a5 ŀƴŘ ƛǘǎ ŜȄŜŎǳǘƛǾŜ ŎƻƳƳƛǘǘŜŜΦ /ƘŀƴƎŜǎ ŀƭǎƻ ǘƻƻƪ ǇƭŀŎŜ ŀǘ ǘƘŜ ōǊŀƴŎƘ ŀƴŘ ŘŜǇŀǊǘƳŜƴǘŀƭ 

ƭŜǾŜƭǎ ƛƴ ǘƘŜ ōŀƴƪǎΦ ¢ƘƻǎŜ ǳƴƛǘǎ ǿƛǘƘ ƻǾŜǊƭŀǇǇƛƴƎ ŦǳƴŎǘƛƻƴǎ ǿŜǊŜ ǎǘǊŜŀƳƭƛƴŜŘ ƻǊ ǊŜƳƻǾŜŘΦ  

 

Lƴ ǘƘŜ ŀōǎŜƴŎŜ ƻŦ ŦƛƴŀƴŎƛŀƭ ŜŘǳŎŀǘƛƻƴŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎ ƛƴ ŜŀǊƭȅ мффлǎΣ ƛǘ ǿŀǎ ŘƛŦŦƛŎǳƭǘ ǘƻ ƎŜǘ 

ǉǳŀƭƛŦƛŜŘ ƛƴŘƛǾƛŘǳŀƭǎ ǿƛǘƘ ōŀƴƪƛƴƎ ŀƴŘ ŎǊŜŘƛǘ ƳŀƴŀƎŜƳŜƴǘ ōŀŎƪƎǊƻǳƴŘǎΦ D/. ŀǘ ǘƘŜ ǘƛƳŜΣ ǘǊȅ 

ǘƻ ƻǊƎŀƴƛǎŜ ƛƴ-ǎŜǊǾƛŎŜ ǘǊŀƛƴƛƴƎ ŦƻǊ ǘƘŜƛǊ ǎǘŀŦŦ ǿƛǘƘ ƭƛƳƛǘŜŘ ǎǳŎŎŜǎǎΦ .ȅ ŀƴŘ ƭŀǊƎŜΣ ƛƴŘƛǾƛŘǳŀƭǎ 

ǿƛǘƘ ŀŎŎƻǳƴǘƛƴƎ ōŀŎƪƎǊƻǳƴŘǎ ǿŜǊŜ ŎƻƴǎƛŘŜǊŜŘ ŦƻǊ ŎǊŜŘƛǘ ŘŜǇŀǊǘƳŜƴǘΦ IƻǿŜǾŜǊΣ ǘƘŜ Ǉƻǎǘ 

мффс ǊŜǎǘǊǳŎǘǳǊƛƴƎ ƛƴǾƻƭǾŜŘ ŜȄǘŜƴǎƛǾŜ ǘǊŀƛƴƛƴƎ ŦƻǊ ōƻǘƘ ǘƘŜ ǊŜǘŀƛƴŜŘ ǎǘŀŦŦ ŀƴŘ ǘƘŜ ƴŜǿƭȅ 

ŀǇǇƻƛƴǘŜŘ ǎǘŀŦŦ ŀǘ ǘƘŜ ƴŜǿƭȅ ŜǎǘŀōƭƛǎƘŜŘ ōŀƴƪƛƴƎ ŎƻƭƭŜƎŜ ŀƴŘ ƻǘƘŜǊ ŀŎŀŘŜƳƛŎ ƛƴǎǘƛǘǳǘƛƻƴǎΦ 

 

MSDN observed that, ǊŜǘŀƛƴŜŘ ŀƴŘ ƴŜǿ ƳŀƴŀƎŜǊǎ ǿŜǊŜ ƎƛǾŜƴ ŀƭƭ ǎƻǊǘǎ ƻŦ ǘǊŀƛƴƛƴƎ ǘƻ ƛƳǇǊƻǾŜ 

ǘƘŜƛǊ ǇǊƻŘǳŎǘƛǾƛǘȅΦ LŦ ǘƘŜ ƻƭŘ ƳŀƴŀƎŜǊǎ ǿŜǊŜ ŀƭƭƻǿŜŘ ǘƻ ōŜ ŀǘ Ǉƻǎǘ ǿƛǘƘ ǘƘŜƛǊ ƻƭŘ ǇŀǊŀŘƛƎƳ 

ǎƘƛŦǘ ƛƴ ōŜƘŀǾƛƻǳǊǎΣ ƛǘ Ƴŀȅ ǇƻǎŜ ŘŀƴƎŜǊ ǘƻ ǘƘŜ ōŀƴƪΦ Lǘ ǎŜŜƳǎ ǘƘŀǘ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ƪŜȅ ǎǘŀŦŦ 

ƛƴ {h9ǎ όǎǳŎƘ ŀǎ D/.ύΣ Ƴŀȅ ǎǘǊǳƎƎƭŜ ǘƻ ŀŘƧǳǎǘ ǘƘŜƛǊ ǿŀȅǎ ƻŦ ǘƘƛƴƪƛƴƎ ƛƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ƴŜǿ 
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ƳŀƴŀƎŜƳŜƴǘ ŀǇǇǊƻŀŎƘ ǘƻ ǇŜǊŦƻǊƳŀƴŎŜΦ ¢ƻ Ŏǳǘ ŎƻǎǘǎΣ ǎǘŀŦŦƛƴƎ ƭŜǾŜƭǎ ǿŜǊŜ ǊŜŘǳŎŜŘ ōȅ оу҈ 

ōŜǘǿŜŜƴ мфуу ŀƴŘ мффнΣ ŀƴŘ ǎƻƳŜ ōŀƴƪ ōǊŀƴŎƘŜǎ ƻŦ D/. ŀƴŘ ƻǘƘŜǊ ǎǘŀǘŜ ōŀƴƪǎ ǿŜǊŜ 

ŎƭƻǎŜŘΦ127 ¢ƘŜ ǊŜǘŀƛƴŜŘ ŀƴŘ ƴŜǿ ƳŀƴŀƎŜǊǎ ōŜƴŜŦƛǘŜŘ ŦǊƻƳ ǊŜŦǊŜǎƘŜǊ ŎƻǳǊǎŜǎ ƛƴ ǘƘŜ ōŀƴƪƛƴƎ 

ŎƻƭƭŜƎŜ όŜǎǘŀōƭƛǎƘŜŘ ƛƴ мффпύ ǘƻ ǳǇŘŀǘŜ ǘƘŜƳ ǿƛǘƘ ǘƘŜ ŎǳǊǊŜƴǘ ōŀƴƪƛƴƎ ǇǊŀŎǘƛŎŜǎΦ hǘƘŜǊǎ 

ǘǊŀƛƴŜŘ ƛƴ ǇŀǊǘ-ǘƛƳŜ ŎƻǳǊǎŜǎ ǿƛǘƘ DƘŀƴŀ Lƴǎǘƛǘǳǘƛƻƴ ƻŦ aŀƴŀƎŜƳŜƴǘ ŀƴŘ tǳōƭƛŎ 

!ŘƳƛƴƛǎǘǊŀǘƛƻƴ όDLat!ύ ŀƴŘ ¦ƴƛǾŜǊǎƛǘȅ ƻŦ DƘŀƴŀ ƭŜŀŘƛƴƎ ǘƻ ōŀŎƘŜƭƻǊǎ ŀƴŘ ƳŀǎǘŜǊǎ ƛƴ 

ƳŀƴŀƎŜƳŜƴǘ όa.!ύΦ !ŎŎƻǊŘƛƴƎ ǘƻ MSDNΣ ǘƘŜ ǾŀǊƛƻǳǎ ǘǊŀƛƴƛƴƎ ǇǊƻƎǊŀƳƳŜǎ ƘŀǾŜ ƘŀŘ ǇƻǎƛǘƛǾŜ 

ƛƳǇŀŎǘ ƻƴ ǘƘŜ ōŜƘŀǾƛƻǳǊ ŀƴŘ ŎƻƴŘǳŎǘ ƻŦ ƳŀƴŀƎŜƳŜƴǘ ǎǘŀŦŦΦ !ǎ ŀ ǊŜǎǳƭǘ ƛǘ Ƙŀǎ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ 

ƛƳǇǊƻǾƛƴƎ ǘƘŜ ǉǳŀƭƛǘȅ ŀƴŘ ŀōƛƭƛǘȅ ƻŦ ǘƘŜ ōŀƴƪΩǎ ƳŀƴŀƎŜǊǎ ǎǳōǎǘŀƴǘƛŀƭƭȅΦ 

6.4.5.2 Bank and key Staff Rationalisation 

LǎǎǳŜǎ ƻŦ Ƨƻō-ŦƻǊ-ƭƛŦŜ ƻǊ ƻǾŜǊ ƳŀƴƴƛƴƎ ǿŜǊŜ ŀƭǎƻ ŘŜŀƭǘ ǿƛǘƘ ōȅ ǊŀǘƛƻƴŀƭƛǎƛƴƎ ǘƘŜ ƴǳƳōŜǊ ƻŦ 

ōǊŀƴŎƘŜǎ ŀƴŘ ǎǘŀŦŦ ǘƘǊƻǳƎƘ ōǊŀƴŎƘ ŎƭƻǎǳǊŜǎ ŀƴŘ ŘƛǎŜƴƎŀƎŜƳŜƴǘ ƻŦ ǎǘŀŦŦΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ 

ƴǳƳōŜǊ ƻŦ ǎǘŀŦŦ ŘŜŎǊŜŀǎŜŘ ŦǊƻƳ орлу ƛƴ мффт ǘƻ нлно ƛƴ нлллΦ ¢ƘŜǎŜ ŜƳǇƭƻȅŜŜǎ ǿŜǊŜ ƭŀƛŘ ƻŦŦ 

ōȅ ƴŜǿ ǘƘŜ ƴŜǿ ōƻŀǊŘ ǘƻ ǊŜŘǳŎŜ ǿŀǎǘŜ ŀƴŘ ŜŦŦƛŎƛŜƴŎȅΦ /ƻƳǇŀǊŜŘ ǘƻ ǘƘŜ Ƨƻō-ŦƻǊ-ƭƛŦŜ ǇǊƛƴŎƛǇƭŜ 

ƻŦ ǘƘŜ ǇǊŜ-ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŜǊŀΣ ƻƴƭȅ ǉǳŀƭƛŦƛŜŘ ƛƴŘƛǾƛŘǳŀƭǎ ǿŜǊŜ ǊŜǘŀƛƴŜŘ ŀƴŘ ƎƛǾŜƴ ŦǳǊǘƘŜǊ 

ǘǊŀƛƴƛƴƎΦ bƻǘ ƻƴƭȅ ŘƛŘ ǘƘŜ ŦǳƴŎǘƛƻƴŀƭ ǎǘǊǳŎǘǳǊŜǎ ōŜŎƻƳŜ ǎƭƛƳƳŜǊΣ ōǳǘ ǘƘŜ ƴǳƳōŜǊ ƻŦ 

ŜƳǇƭƻȅŜŜǎ ƛƴ ǘƘŜ ŘŜǇŀǊǘƳŜƴǘ ǿŀǎ Ŏǳǘ ōŀŎƪΦ ¢ƘƻǎŜ ǿƘƻ ǿŜǊŜ ŎƭƻǎŜ ǘƻ ǊŜǘƛǊŜƳŜƴǘ ŀƴŘ ǘƘŜ 

ƭƻƴƎ ǎŜǊǾƛƴƎ ƛƴŘƛǾƛŘǳŀƭǎ ǿŜǊŜ ƎƛǾŜƴ ǘƘŜ ƻǇǘƛƻƴ ǘƻ ǊŜǘƛǊŜ ōŜŦƻǊŜ ǘƘŜƛǊ ƻŦŦƛŎƛŀƭ ǊŜǘƛǊƛƴƎ ŀƎŜ 

ǘǊŀƴǎŦŜǊǊŜŘ ȅƻǳƴƎŜǊ ǎǘŀŦŦ ǘƻ ƻǘƘŜǊ ōǊŀƴŎƘŜǎ ŀƴŘ ƻǊ Ǉƻǎǘǎ ǿƛǘƘƛƴ ǘƘŜ ōŀƴƪΦ  IƻǿŜǾŜǊΣ ƳŀƧƻǊƛǘȅ 

ƻŦ ǊǳǎǘƛŎŀǘŜŘ ǎǘŀŦŦ ŦƻǳƴŘ Ƨƻōǎ ƛƴ ǘƘŜ ŜǾŜǊ ƛƴŎǊŜŀǎƛƴƎ ōŀƴƪƛƴƎ ƛƴǎǘƛǘǳǘƛƻƴǎΦ ¢Ƙƛǎ ǊŜŘǳŎǘƛƻƴ ƛƴ 

ǎǘŀŦŦ ŀƭƭƻǿŜŘ ǘƘŜ ōŀƴƪ ǘƻ ŘǊŀǎǘƛŎŀƭƭȅ ǊŜƳƻǾŜ ǳƴǉǳŀƭƛŦƛŜŘ ŀƴŘ ƛƴŎƻƳǇŜǘŜƴǘ ǎǘŀŦŦ ŀǘ ŀƭƭ ƭŜǾŜƭǎ ƻŦ 

ǘƘŜ ōŀƴƪǎΣ ǿƛǘƘ ƎǊŀŘǳŀƭ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ǉǳŀƭƛŦƛŜŘ ŀƴŘ ƴŜǿ ōƭƻƻŘǎ ƛƴǘƻ ǘƘŜ ōŀƴƪΦ 

 

Lƴ ŀŘŘƛǘƛƻƴΣ ǘǊŀƛƴƛƴƎ ǊŜƎƛƳŜǎ ǿŜǊŜ Ǉǳǘ ƛƴ ǇƭŀŎŜ ŦƻǊ ƴŜǿ ŘƛǊŜŎǘƻǊǎ ǘƻ ǎƘŀǊǇŜƴ ǘƘŜƛǊ ŦƻŎǳǎ 

ǘƻǿŀǊŘǎ ǘƘŜ Ƨƻō ŀǘ ƘŀƴŘ ŀŦǘŜǊ мффтΦ ¦ƴƭƛƪŜ /hht ŘƛǎŎǳǎǎŜŘ ŀōƻǾŜΣ D/. ƛƴǾƻƭǾŜŘ ƛǘǎ ōǊŀƴŎƘ 

ƳŀƴŀƎŜǊǎ ŀƴŘ ƻǘƘŜǊǎ ƛƴ ǊŜƎǳƭŀǊ ǘǊŀƛƴƛƴƎ ƛƴ ǎǇŜŎƛŀƭ ŀǊŜŀǎ ƻŦ ǘƘŜƛǊ ŎƻǊŜ ōǳǎƛƴŜǎǎΦ ¢Ƙƛǎ MSDN 

ŀǊƎǳŜŘ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ǊŜƴŜǿŀƭ ŀƴŘ ǳǇŘŀǘŜ ƛƴ ƪƴƻǿƭŜŘƎŜ ŀƴŘ ǎƪƛƭƭǎ ƻŦ ƻǘƘŜǊ ǎŜƴƛƻǊ ōŀƴƪ 

ƻŦŦƛŎƛŀƭǎΦ128 Lǘ ƛǎ ŜǾƛŘŜƴŎŜŘ ǘƘŀǘ ōƻŀǊŘ ƳŜƳōŜǊǎ ǊŜƎǳƭŀǊƭȅ ōŜƴŜŦƛǘ ŦǊƻƳ ǘǊŀƛƴƛƴƎ ǇǊƻƎǊŀƳǎ 

ǇǊƻǾƛŘŜŘ ōȅΣ bŀǘƛƻƴŀƭ .ŀƴƪƛƴƎ /ƻƭƭŜƎŜ όb./ύΣ DLat! ŀƴŘ ƻǘƘŜǊ ǳƴƛǾŜǊǎƛǘƛŜǎ ŀŎǊƻǎǎ ǘƘŜ 

ŎƻǳƴǘǊȅΦ 

                                                           
127

 See section 4..4.3 to 4.4.5 
128

The establishment of National banking college after sector restructuring to specifically deal with banking issues 
was mentioned as crucial to manpower capacity building. 
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6.4.5.3 Compensation and Management performance evaluation 

Consistent with the survey data in section 5.5, the sector privatisation was found to have 

influenced the compensation and evaluation schemes implemented between 1995 and 

2000. Unlike COOP, GCB use of performance based incentive compensation instituted by the 

Human Resource and Remuneration committee. The interview shows that the bonus system 

and incentive compensation schemes for managers and skilled staff increased during the 

period. The schemes were based on the performance of bank, so awareness of the top 

management about how their decisions affect profitability was enhanced.  

 

It appears from the study that, performance based scheme aside the improved salary 

scheme had been introduced to motivate the management and staff.  The bank appears to 

be the only SOB case study that registered changes in compensation and management 

evaluation schemes between 1995 and 2000. Unlike the pre-privatization era, board of 

directors and not the sector ministry is responsible for remuneration and management 

evaluation. After 1996, the Human resource and Remuneration Committee made proposals 

for the approval of the board on the remuneration policy for executive directors, ensuring 

that they are consistent with the remuneration policy adopted by the company and make 

proposals on suitable forms of contract for executive directors. It also assisted the Board in 

overseeing the process of compliance with existing legal requirements regarding disclosure 

of remuneration-related items. With respect to senior management, the Committee made 

general recommendations to executive directors on the level and structure of remuneration 

for senior management, as well as monitors the level and structure of remuneration for 

senior management, on the basis of adequate information provided by executive directors. 

 

Confirming the survey data, MSDN demonstrates that the annual salary scheme remained 

the most important pecuniary benefit to officials of the bank. It was observed that the salary 

system has increased over the period and other bonuses introduced consistent with what 

competition is offering. In addition to the pay structure laid down in the management 

contract (salary), other levels of such bonuses for the director are set up by the board 

Committee. The bank had implemented the bonus systems; the level of pay-outs was 

determined by their performance, evaluated mainly by the board. Executive directors had 

bonuses set by the committee, equivalent to a given % of the bank performance. For 

example, credit team were remunerated based on their loan recovery, while, the sale staff is 

based on amount of money that is lodged by investors. However the bank relationship 
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manager in the central bank also observed the committee made recommendations based 

mainly on the industrȅ ƛƴŘƛŎŀǘƛƻƴǎΦ άCŀƛƭǳǊŜ ǘƻ ƳŜŜǘ ƛƴŘǳǎǘǊȅ Ǉƻǎƛǘƛƻƴ ǿƛƭƭ ŜǾŜƴǘǳŀƭƭȅ ƭŜŀŘ ǘƻ 

ƘƛƎƘ ƭŀōƻǳǊ ǘǳǊƴƻǾŜǊέ ƘŜ ŜƳǇƘŀǎƛȊŜŘΦ a{5b indicated that, board members act in line 

with their fiduciary duties, as they were no more insulated from dismissal for poor 

performance or inappropriate behaviour. 

 

!ōƛƭƛǘȅ ƻŦ ǘƘŜ ōƻŀǊŘ ŀƴŘ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ǘƻ ŜǾŀƭǳŀǘŜ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ōǊŀƴŎƘ ǇŜǊŦƻǊƳŀƴŎŜ 

ƘŀŘ ōŜŜƴ ŜƴƘŀƴŎŜŘ ǇŀǊǘƭȅ ŘǳŜ ǘƻ ǘƘŜ ƛƴŎǊŜŀǎŜŘ ōƻŀǊŘ ƳŜƳōŜǊ ǉǳŀƭƛǘȅ ƻŦ ǘƘŜ ǊŜǎǘǊǳŎǘǳǊŜŘ 

ōƻŀǊŘΦ Technically, the MD ŀƴŘ ǘƻǇ ŜȄŜŎǳǘƛǾŜǎ ƛƴ D/. ǿŜǊŜ to be ŜǾŀƭǳŀǘŜŘ ƻƴŎŜ ŀ ȅŜŀǊ ōȅ 

ǘƘŜ ōƻŀǊŘΣ ǘƘŜ ƛƴǘŜǊǾƛŜǿǎ ǎǳƎƎŜǎǘŜŘ ǘƘŀǘ ǘƘƛǎ ƪƛƴŘ ƻŦ ŜǾŀƭǳŀǘƛƻƴ ǎŜŜƳ ǘƻ ƘŀǾŜ ƴƻ ŜŦŦŜŎǘ ƻƴ 

ǘƻǇ ƳŀƴŀƎŜǊǎ ƻŦ D/.Φ hƴŜ ŜȄǇŜŎǘǎ ŀ ƭƛǎǘŜŘ ōŀƴƪ ǘƻ ōŜƘŀǾŜ ƭƛƪŜ ǘƘŜ ƻǘƘŜǊ ŦƛǊƳǎ ǘƘŀǘ ǊŜǿŀǊŘ 

ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ŜǾŀƭǳŀǘƛƻƴ ǊŜǇƻǊǘΦ However, the extent of performance scrutiny differed 

hieratically.  According MSDN, tƘŜ ōƻŀǊŘ Ƴŀƛƴƭȅ ŀǎǎŜǎǎŜǎ ǘƘŜ a5 ŀŎŎƻǊŘƛƴƎ ǘƻ ǘƘŜ ōŀƴƪϥǎ 

ǇŜǊŦƻǊƳŀƴŎŜ ƛƴ ǘŜǊƳǎ ƻŦ ǇǊƻŦƛǘŀōƛƭƛǘȅ ŀƴŘ ŀƭƭŜƎƛŀƴŎŜ ǘƻ ǘƘŜ ōƻŀǊŘ ƳŜƳōŜǊǎΦ CƻǊ ŀƭƭ ƻǘƘŜǊ 

ŜȄŜŎǳǘƛǾŜǎ ŀƴ ŀƴƴǳŀƭ ŎƻƴŦƛŘŜƴǘƛŀƭ ǊŜǇƻǊǘ ό!/wύ ƛǎ ǇǊŜǇŀǊŜŘ ōȅ ǎǳǇŜǊǾƛǎƻǊǎ ƻƴ ǘƘŜ ǊŜǎǇŜŎǘƛǾŜ 

ŜȄŜŎǳǘƛǾŜΩǎ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ǘƘƛǎ ƛǎ ǎǳōƳƛǘǘŜŘ ǘƻ ǘƘŜ IǳƳŀƴ wŜǎƻǳǊŎŜ 5ŜǇŀǊǘƳŜƴǘ όIw5ύΦ 

Specifically, the performance of the executive other senior managers and branch 

management staff seems to be better evaluated because there was clear targets for 

profitability and efficiency of the bank; in addition, managerial shareholding was 

implemented in the bank, which was reported by ACR report. Physical check with the HRD 

shows no evidence that the MD and other executive committee members have performance 

evaluation scheme in the last five years. MSDN however, indicates they have their 

expectations spelt out in their contract, yet no top executive had been reprimanded for poor 

performance since its privatisation. It appears to have been difficult to evaluate objectively 

the performance of the top management and therefore to create a direct link between 

individual performance and remuneration.  

 

¢ƘŜ ŜǎǘŀōƭƛǎƘŜŘ ǇƻƭƛŎȅ ŀƴŘ ǇǊŀŎǘƛŎŜ ƻŦ ŀƴƴǳŀƭ ŀǎǎŜǎǎƳŜƴǘ ƻŦ ŜȄŜŎǳǘƛǾŜǎ ƛǎ ŜƴŎƻǳǊŀƎƛƴƎ ƛƴ 

ǘŜǊƳǎ ƻŦ ƎƻƻŘ ƎƻǾŜǊƴŀƴŎŜ ōǳǘ ƛƴ ǊŜŀƭƛǘȅΣ Ŧƻƭƭƻǿ-ǳǇ ŀŎǘƛƻƴǎ ǿŜǊŜ ǊŀǊŜƭȅ ǘŀƪŜƴ ŀŦǘŜǊ ǘƘŜ 

ŜǾŀƭǳŀǘƛƻƴ ƻŦ ǘƘŜ ƳŀƴŀƎŜǊƛŀƭ ǎǘŀŦŦΦ MSMN ŀƴŘ MSMD ōƻǘƘ ŀƎǊŜŜŘ ǘƘŀǘ ŀǇǇǊƻǇǊƛŀǘŜ ǇƻǎƛǘƛǾŜ 

ŀƴŘκƻǊ ǇǳƴƛǘƛǾŜ ŀŎǘƛƻƴǎ ŀǊŜ ǾŜǊȅ ǊŀǊŜ ƛƴ ǘƘŜ ōŀƴƪΣ ŀƴŘ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ ǇƻƭƛǘƛŎŀƭ ƛƴǘŜǊŦŜǊŜƴŎŜΣ 

ŦǊƻƳ ōƻǘƘ ǇƻƭƛǘƛŎƛŀƴǎ ŀƴŘ ahC9tΣ ǿŀǎ ǘƘŜ ǇǊƛƳŀǊȅ ǊŜŀǎƻƴ ŦƻǊ ǎǳŎƘ ǎǘǊŀƴƎŜ ŘȅƴŀƳƛŎǎ ƛƴ D/.Φ  

Wƻōǎ ƻŦ ŘŜǇŀǊǘƳŜƴǘŀƭ ŀƴŘ ōǊŀƴŎƘ ƭŜǾŜƭ ƳŀƴŀƎŜƳŜƴǘ ǿŜǊŜ ƳƻǊŜ ƭƛƴƪŜŘ ǿƛǘƘ ǇŜǊŦƻǊƳŀƴŎŜ 

ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ŦƻǊŜƛƎƴ ōŀƴƪǎ ŘƛǎŎǳǎǎŜŘ ƛƴ ŎƘŀǇǘŜǊ т ōŜƭƻǿΦ tŜǊŦƻǊƳŀƴŎŜ ƭƛƴƪŜŘ 
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ǊŜƳǳƴŜǊŀǘƛƻƴ ŎƻǳƭŘ ƳƻǘƛǾŀǘŜ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ƻǇŜǊŀǘƛƻƴŀƭ ǎǘŀŦŦ ǘƻ Ǉǳǘ ƛƴ ǘƘŜƛǊ ŜŦŦƻǊǘǎ ƛƴ 

ōƻǘƘ ǎŀƭŜǎ ŀƴŘ ƭƻŀƴ ǊŜŎƻǾŜǊƛŜǎΦ Lǘ ǿŀǎ ŀƭǎƻ ƴƻǘŜŘ ǘƘŀǘΣ ǊŜƳǳƴŜǊŀǘƛƻƴ ŀǘ ƳŀƴŀƎŜƳŜƴǘ ƭŜǾŜƭ ƛǎ 

ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ƳŀǊƪŜǘ ŀǎ ƴŜǿ ŦƛƴŀƴŎƛŀƭ ƛƴǎǘƛǘǳǘƛƻƴǎ ŀƭǿŀȅǎ ǳǇ ǘƘŜƛǊ Ǉŀȅ ǎǘǊǳŎǘǳǊŜ ǘƻ 

ŀǘǘǊŀŎǘ ŜȄǇŜǊƛŜƴŎŜŘ ǎǘŀŦŦ ŦƻǊƳ ŎƻƳǇŜǘƛǘƛƻƴΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ aŀƴŀƎƛƴƎ 5ƛǊŜŎǘƻǊ ƻŦ D/. ǿŀǎ 

ǇƻǳŎƘŜŘ .ŀǊŎƭŀȅǎ .ŀƴƪΣ ŀ Ǝƭƻōŀƭ ōŀƴƪΦ Lǘ ǇǊŜǎǳǇǇƻǎŜǎ ǘƘŀǘΣ D/. Ƙŀǎ ƳƻǾŜŘ ŀǿŀȅ ŦǊƻƳ 

ŘŜǇŜƴŘŜƴŎȅ ƻƴ ƎƻǾŜǊƴƳŜƴǘ ƳƛƴƛǎǘǊȅ ǘƻ ƳƻǘƛǾŀǘŜ ƛǘǎ ŜȄŜŎǳǘƛǾŜǎ ŀƴŘ ƭƻƻƪ ǘƻ ǘƘŜ ƭŀōƻǳǊ 

ƳŀǊƪŜǘ ǘƻ ƳƻǘƛǾŀǘŜ ŀƴŘ Ƴŀƛƴǘŀƛƴ ƘŜǊ ƘǳƳŀƴ ŎŀǇƛǘŀƭΦ hŦŦƛŎƛŀƭƭȅ ŀƴŘ ǇǊŀŎǘƛŎŀƭƭȅ ŀƭƭ ǇǊƻƳƻǘƛƻƴǎ 

ǿŜǊŜ ƭƛƴƪŜŘ ǿƛǘƘ ǘƘŜ ǊŜƳŀǊƪǎ ƛƴ ǘƘŜ !/wΣ ŜȄŎŜǇǘ ǿƘŜǊŜ ŀƴ ŜȄŜŎǳǘƛǾŜ ƛǎ ǊŜŎƻƳƳŜƴŘŜŘ ōȅ 

ōƻŀǊŘ ƳŜƳōŜǊǎ ǇǳƴƛǎƘƳŜƴǘ ǇƻƭƛŎƛŜǎ ŀǊŜ ŀƭǎƻ ŎƭŜŀǊƭȅ ǎǘŀǘŜŘ ŀƴŘ ƭƛƴƪŜŘ ǿƛǘƘ ƻǘƘŜǊ ǎŜƴƛƻǊ ƻǊ 

ōǊŀƴŎƘ ƳŀƴŀƎŜƳŜƴǘ ǇŜǊŦƻǊƳŀƴŎŜ ŀƴŘ ōŜƘŀǾƛƻǳǊ Φ   

6.4.6 Corporate governance, internal control and Risk Issues 

The partial divestment of state equity in GCB, restructuring of board and management, and 

fairly good internal controls appear to have contributed to better corporate governance in 

D/.Φ Lƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ŎƘŀƴƎŜǎ ƻōǎŜǊǾŜŘΣ ƛǘΩǎ ƻǾŜǊ ŜȄǇƻǎǳǊŜ ǘƻ ŀ ǎƘŀǊŜƘƻƭŘŜǊ ŀƴŘ ǎǘǊŀǘŜƎƛŎ 

client had contributed to liquidity problems experienced in the bank before and after its 

privatization. The internal control and risk management issues are discussed in the sub-

sections below. 

6.4.6.1 Top Management Risk awareness and Credit Management 

Lƴ ƭƛƴŜ ǿƛǘƘ ǘƘŜ ŎƘŀƴƎŜǎ ƛƴ .ƻ5 ŦŜŀǘǳǊŜǎΣ ǘƘŜ ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŀŦŦŜŎǘŜŘ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ 

ǇŀǊŀƳŜǘŜǊǎ ŀƴŘ ƳŀŘŜ ǘƘŜƳ ƳƻǊŜ Ǌƻōǳǎǘ ŀŦǘŜǊ мффс ǊŜǎǘǊǳŎǘǳǊƛƴƎ ŀŎǘƛǾƛǘƛŜǎΦ ¢ƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ 

ƻŦ ŎƻƳǇŜǘŜƴǘ ŀƴŘ ƛƴŘŜǇŜƴŘŜƴǘ ƛƴŘƛǾƛŘǳŀƭǎ ƎŀǾŜ ǘƘŜ ōƻŀǊŘ ƴŜŎŜǎǎŀǊȅ ŀǿŀǊŜƴŜǎǎ ƛƴ Ǌƛǎƪ 

ŀǿŀǊŜƴŜǎǎ ŎƻƳǇŀǊŜŘ ǇǊŜ-ǊŜŦƻǊƳ ŜǊŀΦ ¦ƴƭƛƪŜ ƛƴ ǘƘŜ ǇŀǎǘΣ .ƻŀǊŘǎ ƻŦ ŘƛǊŜŎǘƻǊǎ ƻŦǘŜƴ ǊŜǉǳŜǎǘ 

ǇǊŜǎŜƴǘŀǘƛƻƴǎ ŀƴŘ ǇŜǊŦƻǊƳŀƴŎŜ ǊŜǇƻǊǘǎ ǘƘŀǘ ŜƴŀōƭŜ ǘƘŜƳ ǘƻ ǊŜǾƛŜǿ ǘƘŜ ōŀƴƪΩǎ ǇǊƻƎǊŜǎǎ 

ǘƻǿŀǊŘ ƛǘǎ Ǝƻŀƭǎ ƛƴ ƻǊŘŜǊ ǘƻ ƳŜŜǘ ǘƘŜ ƳǳƭǘƛǇƭŜ ǎǘŀƪŜƘƻƭŘŜǊ ƎƻŀƭǎΦ ¢ƘŜ ŀǳŘƛǘ ŀƴŘ ŎƻƳǇƭƛŀƴǘ 

ŎƻƳƳƛǘǘŜŜ ŀƴŘ ǘƘŜ ŜȄŜŎǳǘƛǾŜ ƻŦǘŜƴ ǊŜǉǳŜǎǘ ǇǊŜǎŜƴǘŀǘƛƻƴǎ ŀƴŘ ǇŜǊŦƻǊƳŀƴŎŜ ǊŜǇƻǊǘǎ ǘƘŀǘ 

ŜƴŀōƭŜ ǘƘŜƳ ǘƻ ǊŜǾƛŜǿ ǘƘŜ ōŀƴƪΩǎ ǇǊƻƎǊŜǎǎ ǘƻǿŀǊŘ ƛǘǎ Ǝƻŀƭǎ ƛƴ ƻǊŘŜǊ ǘƻ ƳŜŜǘ ǘƘŜ ƳǳƭǘƛǇƭŜ 

ǎǘŀƪŜƘƻƭŘŜǊ ƎƻŀƭǎΦ CǳƴŎǘƛƻƴŀƭ ǊŜǾƛŜǿǎ ƻŎŎǳǊ ƳƻǊŜ ŦǊŜǉǳŜƴǘƭȅ ǘƘŀƴ ǘƻǇ-ƭŜǾŜƭ ǊŜǾƛŜǿǎ ŀƴŘ 

ǳǎǳŀƭƭȅ ŀǊŜ ƳƻǊŜ ŘŜǘŀƛƭŜŘΦ CƻǊ ƛƴǎǘŀƴŎŜΣ ŎƻƳƳŜǊŎƛŀƭ ƭŜƴŘƛƴƎ ǿŀǎ ǊŜǾƛŜǿŜŘ ǿŜŜƪƭȅ ŀƴŘ 

ŘŜƭƛƴǉǳŜƴŎƛŜǎΣ ǇŀȅƳŜƴǘǎ ǊŜŎŜƛǾŜŘΣ ŀƴŘ ƛƴǘŜǊŜǎǘ ƛƴŎƻƳŜ ŜŀǊƴŜŘ ƻƴ ŜŀŎƘ ǇƻǊǘŦƻƭƛƻ ǊŜǾƛŜǿŜŘΦ 

²ƘƛƭŜ ǘƘŜ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ ǊŜǾƛŜǿŜŘ ǎƛƳƛƭŀǊ ǊŜǇƻǊǘǎ ƻƴ ŀ ƳƻƴǘƘƭȅ ōŀǎƛǎΣ ǘƘŜ ŜȄŜŎǳǘƛǾŜ 

ƻŦŦƛŎŜǊǎ ǿŜǊŜ ƳŀƴŘŀǘŜŘ ǘƻ ƘŀǾŜ ǳǇ ǘƻ ŘŀǘŜ ǎǘŀǘǳǎ ƻƴ ŀƭƭ ƳŀƧƻǊ ǘǊŀƴǎŀŎǘƛƻƴǎΦ !ƭƭ ǘǊŀƴǎŀŎǘƛƻƴǎ 

ƛƴǾƻƭǾƛƴƎ ŘƛǊŜŎǘƻǊǎΣ ǎǘŀŦŦ ŀƴŘ ǊŜƭŀǘƛǾŜǎκŦǊƛŜƴŘǎ ǿŜǊŜ ǎŎǊǳǘƛƴƛǎŜŘ ōȅ ǘƘŜ ŎǊŜŘƛǘ ŎƻƳƳƛǘǘŜŜ 
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ƛǊǊŜǎǇŜŎǘƛǾŜ ƻŦ ǘƘŜ ŀƳƻǳƴǘ ƛƴǾƻƭǾŜŘ ōŜŦƻǊŜ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ƛǎ ƴƻǘƛŦƛŜŘΦ ¢ƘŜ a5 ŀƴŘ ǘƘŜ 

ŜȄŜŎǳǘƛǾŜ ŎƻƳƳƛǘǘŜŜ ǿŜǊŜ ŀƭǎƻ ƴƻǘ ŀƭƭƻǿŜŘ ǘƻ Ǝƻ ōŜȅƻƴŘ ŀ ŎƻǊǇƻǊŀǘŜ ǘƘǊŜǎƘƻƭŘ ƭŜǾŜƭ ŦƻǊ ŀƴȅ 

ƭƻŀƴ ŦŀŎƛƭƛǘȅ ǘƻ ōŜ ƎǊŀƴǘŜŘ ǿƛǘƘƻǳǘ ǘƘŜ Ŧǳƭƭ ōƻŀǊŘ ŀǇǇǊƻǾŀƭΦ ¢ƘŜǎŜ ŘŜǾŜƭƻǇƳŜƴǘǎ ƘŜƭǇŜŘ 

ƳƛƴƛƳƛǎŜŘ ŀōǳǎŜ ǘƻ ǎǘŀŦŦ ŎǊŜŘƛǘ ǎȅǎǘŜƳ ŀƴŘ ƭƻǎǎŜǎ ŦǊƻƳ ǊŜƭŀǘŜŘ ƭŜƴŘƛƴƎΦ 

6.4.6.2 Improved Audit system 

¢ƘŜ ŀǳŘƛǘ ŀƴŘ ŎƻƳǇƭƛŀƴŎŜ ŎƻƳƳƛǘǘŜŜ ŘƛǎŎǳǎǎŜǎ ƛƴ ǎŜŎǘƛƻƴ сΦпΦо ōŜŎŀƳŜ ǊŜǎǇƻƴǎƛōƭŜ ŦƻǊ 

ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ƻŦ ǘƘŜ ōŀƴƪΦ Lǘ ǊŜǇƭŀŎŜŘ ǘƘŜ ŀǳŘƛǘ ŎƻƳƳƛǘǘŜŜ ǘƘŀǘ ǿŀǎ Ǉǳǘ ƛƴ ǇƭŀŎŜ ŀǎ ǇŀǊǘ ƻŦ 

ǘƘŜ ǇǊŜ-ǊŜŦƻǊƳ ǊŜǎǘǊƛŎǘƛƴƎ ƛƴ ǘƘŜ ŜŀǊƭȅ мффнΦ Lƴ ƻǊŘŜǊ ǘƻ ŜƴǎǳǊŜ ǘƘŀǘ ŀŘŜǉǳŀǘŜ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ 

ƛǎ ƳŀƛƴǘŀƛƴŜŘΣ ǘƘŜ ŎƻƳƳƛǘǘŜŜ ŦƻŎǳǎǎŜŘ ƻƴ ƳŀƛƴǘŜƴŀƴŎŜ ƻŦ ǇǊƻǇŜǊ ōƻƻƪǎ ƻŦ ŀŎŎƻǳƴǘ ŀƴŘ 

ǊŜƭƛŀōƭŜ ŦƛƴŀƴŎƛŀƭ ƛƴŦƻǊƳŀǘƛƻƴΦ {ŎƘŜŘǳƭŜŘ ŀǳŘƛǘǎ ǿŜǊŜ ƛƴŎǊŜŀǎŜŘ ŀǘ ōǊŀƴŎƘΣ ǊŜƎƛƻƴŀƭ ŀƴŘ 

ƴŀǘƛƻƴŀƭ ƭŜǾŜƭǎΦ 

 

!ǇŀǊǘ ŦǊƻƳ ǇƭŀƴƴŜŘ ŀǳŘƛǘǎΣ ƛǊǊŜƎǳƭŀǊ ŀƴŘ ǳƴŀƴƴƻǳƴŎŜŘ ŀǳŘƛǘǎ ŀǊŜ ŎƻƴŘǳŎǘŜŘ ŀǘ ōǊŀƴŎƘŜǎ 

ŀŎǊƻǎǎ ǘƘŜ ōŀƴƪ ōȅ ǘƘŜ ŘƛǾƛǎƛƻƴŀƭ ƘŜŀŘǎ ŀƴŘ ǎƻƳŜǘƛƳŜǎ ŦƛƴŀƴŎŜ ŎƻƳƳƛǘǘŜŜΦ IŀǾƛƴƎ 

ŎƻƳǇƭŜǘŜŘ ǘƘŜ ŀǳŘƛǘΣ ǘƘŜ ǘŜŀƳǎ ǎŜƴŘ ŎƻǇƛŜǎ ƻŦ ǘƘŜƛǊ ŀǳŘƛǘ ǊŜǇƻǊǘǎ ǘƻ ǘƘŜ ōƻŀǊŘ ŀǘ ƘŜŀŘ 

ƻŦŦƛŎŜΦ  !ŦǘŜǊ ǘƘŜ ŀƴŀƭȅǎŜǎΣ ǘƘŜ ōƻŀǊŘ ƎƛǾŜǎ ǘƘŜ ƴŜŎŜǎǎŀǊȅ ƛƴǎǘǊǳŎǘƛƻƴǎ ƛŦ ƛǊǊŜƎǳƭŀǊƛǘƛŜǎ ƘŀǾŜ 

ōŜŜƴ ŘŜǘŜŎǘŜŘΦ  .ǊŀƴŎƘ ƳŀƴŀƎŜǊǎ ǿŜǊŜ ŀǎǎƛƎƴŜŘ ǘƻ ŘŜŀƭ ǿƛǘƘ ǎŜǊƛƻǳǎ ƛǊǊŜƎǳƭŀǊƛǘƛŜǎ ŀƴŘ 

ǳǎǳŀƭƭȅ ƎƛǾŜƴ ǘǿƻ ǿŜŜƪǎ ǘƻ Řƻ ǎƻΦ  ¢ƘŜ ōǊŀƴŎƘŜǎ ƻǊ ǘƘŜ ǊŜƭŜǾŀƴǘ ŘŜǇŀǊǘƳŜƴǘ ƘŀǾŜ ǘƻ ǎǳōƳƛǘ ŀ 

ŦƻǊƳ ǿƘƛŎƘ ŎŜǊǘƛŦƛŜǎ ǘƘŜ ƛǊǊŜƎǳƭŀǊƛǘƛŜǎ ŎƻǊǊŜŎǘŜŘ ŀƴŘ ŀƭǎƻ ǇǊƻōƭŜƳǎ ǘƘŀǘ ǿŜǊŜ ƴƻǘ ŎƻǊǊŜŎǘŜŘΦ 

¢ƘŜǎŜ ƛǎǎǳŜǎ ƘŀǾŜ ŘŜŀŘƭƛƴŜǎ ǘƻ ŎƻƳǇƭŜǘŜΣ ƘŜƴŎŜΣ ƛƴŘƛǊŜŎǘƭȅ ƛƴŎǊŜŀǎŜ ŎƻƳƳƛǘǘŜŜ ƳŜŜǘƛƴƎ 

ǘƛƳŜǎ ŀƴŘ ǊŜǇƻǊǘƛƴƎ ƳŜŎƘŀƴƛǎƳǎΦ !ŎŎƻǳƴǘƛƴƎ {ȅǎǘŜƳ ƛƴŎƭǳŘŜǎ ǎŜǊƛŜǎ ƻŦ ǘŀǎƪǎ ŀƴŘ ǊŜŎƻǊŘǎ ƻŦ 

ŀƴ Ŝƴǘƛǘȅ ōȅ ǿƘƛŎƘ ǘǊŀƴǎŀŎǘƛƻƴǎ ŀǊŜ ǇǊƻŎŜǎǎŜŘ ŀǎ ŀ ƳŜŀƴǎ ƻŦ ƳŀƛƴǘŀƛƴƛƴƎ ŦƛƴŀƴŎƛŀƭ ǊŜŎƻǊŘǎΦ Lƴ 

Ƴƻǎǘ ŎŀǎŜǎΣ ǎǳŎƘ ǎȅǎǘŜƳǎ ƛŘŜƴǘƛŦȅΣ ŀǎǎŜƳōƭŜΣ ŀƴŀƭȅǎŜΣ ŎŀƭŎǳƭŀǘŜΣ ŎƭŀǎǎƛŦȅΣ ǊŜŎƻǊŘΣ ǎǳƳƳŀǊƛȊŜ 

ŀƴŘ ǊŜǇƻǊǘ ǘǊŀƴǎŀŎǘƛƻƴǎ ŀƴŘ ƻǘƘŜǊ ŜǾŜƴǘǎΦ aŀƴŀƎŜƳŜƴǘ ƛƴ Ƴƻǎǘ ŎŀǎŜǎ ŜƴǎǳǊŜǎ ǘƘŀǘ ǘƘŜ 

ǎȅǎǘŜƳǎ Ƴŀƛƴǘŀƛƴ ŀŘŜǉǳŀǘŜ ǊŜŎƻǊŘǎ ŀƴŘ ŘƻŎǳƳŜƴǘǎΦ 

6.4.6.3 Fraudulent and Corrupt practices 

Lƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ƛƳǇǊƻǾŜŘ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ƳŜŎƘŀƴƛǎƳ ŘƛǎŎǳǎǎŜŘ ōŜǘǿŜŜƴ ǎŜŎǘƛƻƴǎ рΦо-рΦфΣ 

ŎƻƴǘǊƻƭƭƛƴƎ ŜƭƛǘŜǎ ƻŦ ǘƘŜ ōŀƴƪ ŀƴŘ ƛƴŘƛǾƛŘǳŀƭ ƻǿƴŜǊǎ ŎƻƭƭǳŘŜŘ ǘƻ Ǌƻō ǘƘŜ ōŀƴƪ ƛƴ ǘƘŜ ƭŀǘŜ 

мффлǎΦ !ǇŀǊǘ ŦǊƻƳ ǘƘƛǎ ƻǿƴŜǊǎƘƛǇ-ƭƛƴƪŜŘ ǎŎŀƴŘŀƭΣ ǘƘŜ ǇŜǊƛƻŘ ƻŦ мффр ŀƴŘ нллл ǿƛǘƴŜǎǎŜŘ 

ǎƻƳŜǿƘŀǘ ǊŜŘǳŎŜŘ ƛǊǊŜƎǳƭŀǊƛǘƛŜǎ ƛƴ ǘƻǇ ƳŀƴŀƎŜƳŜƴǘ ƻŦ ǘƘŜ ōŀƴƪΦ  Lƴ ǎǇƛǘŜ ƻŦ ǘƘŜ ƛƴŎǊŜŀǎŜŘ 

Ǌƛǎƪ ǇŜǊŎŜǇǘƛƻƴ ōȅ ǘƘŜ ōŀƴƪΣ D/. ŀƴŘ ǘǿƻ ƻǘƘŜǊ {h.ǎ ǿŜǊŜ ƛƴǾƻƭǾŜŘ ƛƴŀǇǇǊƻǇǊƛŀǘŜ 

ǘǊŀƴǎŀŎǘƛƻƴ ά!-[ƛŦŜ {ŎŀƴŘŀƭέ ŘƛǎŎǳǎǎŜŘ ƛƴ ǘƘŜ ǇǊŜǾƛƻǳǎ ŎƘŀǇǘŜǊΦ  /ƻƴǎƛǎǘŜƴǘ ǘƻ /hhtΣ ǘƘŜ 
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ǎŎŀƴŘŀƭ ƛƴǾƻƭǾŜŘ ǘƘŜ ǳǎŜ ƻŦ ŀ ƎŜƴŜǊƻǳǎ ƻǾŜǊŘǊŀŦǘ ŦŀŎƛƭƛǘȅ ŀƴŘ ŎƘŜǉǳŜ ŎŀǎƘƛƴƎ ǇǊƛǾƛƭŜƎŜǎ ǘƻ 

ƻǾŜǊ тр ōƛƭƭƛƻƴ DƘŀƴŀƛŀƴ /ŜŘƛǎ129Φ ²ƘŜƴ ŀǎƪŜŘ Ƙƛǎ ƻǇƛƴƛƻƴ ƻƴ ǘƘŜ ǎŎŀƴŘŀƭΤ ǘƘŜ ƛƴǘŜǊǾƛŜǿŜŜ 

ŀǎǎŜǊǘǎ ǘƘŀǘΣ ƛǘ ǿŀǎ ƴƻǘ ŀ ƳŀǘǘŜǊ ƻŦ ǉǳŀƭƛŦƛŎŀǘƛƻƴ ƻǊ ǇƻƭƛǘƛŎŀƭ ƛƴǘŜǊŦŜǊŜƴŎŜ ōǳǘ ǇǳǊŜ ƎǊŜŜŘ ƻƴ 

ǇŀǊǘ ƻŦ ƳŀƴŀƎŜƳŜƴǘ ŀƴŘ ǊŜƎǳƭŀǘƻǊȅ ŦŀƛƭǳǊŜΦ 

 

¢ƘŜ ǊŜƭŀǘƛƻƴǎƘƛǇ ƳŀƴŀƎŜǊ όMRAMύ ŀǘǘŀŎƘŜŘ ǘƻ ǘƘŜ ōŀƴƪΣ ŎƻƴŦƛǊƳŜŘ ǘƘŀǘ D/. ƘŀŘ 

ƛƳǇƭŜƳŜƴǘŜŘ ǎƻǳƴŘ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ǎȅǎǘŜƳǎ ǿƛǘƘ ŎƘŜŎƪǎ ŀƴŘ ōŀƭŀƴŎŜǎ ǘƻ ŀǾƻƛŘ ŦǊŀǳŘǳƭŜƴǘ 

ǘǊŀƴǎŀŎǘƛƻƴǎΦ ¢ƘƻǳƎƘ he ǿŀǎ ƴƻǘ ǿƛǘƘ ǘƘŜ .ƻD ŘǳǊƛƴƎ ǘƘŜ !-[ƛŦŜ ǎŎŀƴŘŀƭΣ MRAM ǿŀǎ ƻŦ ǘƘŜ 

ǾƛŜǿ ǘƘŀǘΣ ǘƘŜ ŀōǎŜƴŎŜ ƻŦ ǊŜƎǳƭŀǊ ƻŦŦ-ǎƛǘŜ ŀƴŘ ƻƴ-ǎƛǘŜ ǎǳǇŜǊǾƛǎƛƻƴ ŎƻǳƭŘ ōŜ ǇŀǊǘƭȅ ōŜƛƴƎ 

ōƭŀƳŜŘ ƻƴ ǘƘŜ ŦǊŀǳŘΦ ¢ƘŜ ōŀƴƪƛƴƎ ƭŀǿ ŀǘ ǘƘŜ ǘƛƳŜ ǇǊŜǎŎǊƛōŜŘ ŀǘ ƭŜŀǎǘ ƻƴŜ Ǿƛǎƛǘ ǇŜǊ ȅŜŀǊΦ ¢Ƙƛǎ 

ǊŜǎǳƭǘŜŘ ƛƴ ƛǊǊŜƎǳƭŀǊ ǾƛǎƛǘǎΣ ŀƴŘ ŀ ƭƻǘ ŎƻǳƭŘ Ǝƻ ǿǊƻƴƎ ǿƛǘƘƛƴ ŀ ȅŜŀǊ ǿƛǘƘƻǳǘ ǘƘŜ ƪƴƻǿƭŜŘƎŜ ƻŦ 

ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ōŜŦƻǊŜ нллпΣ ƘŜ ǎŀƛŘΦ ¢ƘƻǳƎƘ MRAB was ƴƻǘ ƘŀǇǇȅ ǘƘŜ ŎƻǳǊǘ ŘƛǎŎƻƴǘƛƴǳŜŘ 

ǘƘŜ !-[ƛŦŜ ŎŀǎŜΣ ǘƘŜ ŀŦŦŜŎǘŜŘ ŜȄŜŎǳǘƛǾŜǎ Ŏŀƴƴƻǘ ƴƻ ƭƻƴƎŜǊ ǎŜǊǾŜ ŀǎ ƳŀƴŀƎŜǊǎ ƻŦ ōŀƴƪǎΦ MRAB 

ŀƭǎƻ ƴƻǘŜ ǘƘŀǘΣ ǘƘŜ ƘŀǇǇŜƴƛƴƎ ǇǊƻƳǇǘŜŘ ǘƘŜ .ƻD ǘƻ ǇŜǊƳŀƴŜƴǘƭȅ ŀǘǘŀŎƘ ŜȄŀƳƛƴŜǊǎ όǎύ ǘƻ 

ŜŀŎƘ ōŀƴƪ ǘƻ ŜƴǎǳǊŜ Řŀƛƭȅ ƘŜŀƭǘƘ ŎƘŜŎƪ ǘƻ ŀǾƻƛŘ ǊŜŎǳǊǊŜƴŎŜ ƻŦ ŀƴȅ ƛǊǊŜƎǳƭŀǊƛǘȅ ƻǊ ŀƴǘƛ ōŀƴƪƛƴƎ 

ǇǊŀŎǘƛŎŜǎΦ  .ȅ ǾƛǊǘǳŜ ƻŦ ǘƘŜƛǊ ǇŜǊƳŀƴŜƴǘ ŀǘǘŀŎƘƳŜƴǘ ǘƻ ǘƘŜ ōŀƴƪǎΣ ǊŜƭŀǘƛƻƴǎƘƛǇ ƳŀƴŀƎŜǊǎ ƘŀǾŜ 

ƳƻǊŜ ƪƴƻǿƭŜŘƎŜ ƻŦ ǘƘŜ ƛƴŘƛǾƛŘǳŀƭ ōŀƴƪǎ ŀƴŘ Ŏŀƴ ŘŜǘŜǊƳƛƴŜ ŀƴȅ ŜǊǊƻǊ ǘƘŀǘ Ƴŀȅ ƻŎŎǳǊ ōŜŦƻǊŜ 

ƛǘ ǊŜŀŎƘŜǎ ŘŀƳŀƎƛƴƎ ǇǊƻǇƻǊǘƛƻƴΣ MRAB concludedΦ 

 

hƴ ǘƘŜ ǇŀǊǘ ƻŦ ŀƴ ŜȄŜŎǳǘƛǾŜ ŘƛǊŜŎǘƻǊ ƻŦ ǘƘŜ D{9 ƛƴǘŜǊǾƛŜǿŜŘΣ ƘŜ ǉǳƛŎƪƭȅ ƭŀƛŘ ǘƘŜ ƛǎǎǳŜ ŀǘ ǘƘŜ 

ŘƻƻǊ ǎǘŜǇǎ ƻŦ ǘƘŜ .ƻDΦ IŜ ǎŀƛŘ ά²Ŝ ƘŀŘ ƛǎǎǳŜǎ ǿƛǘƘ ǎƻƳŜ ōŀƴƪǎΣ ǊŜƎŀǊŘƛƴƎ ǘƘŜƛǊ ƻǿƴŜǊǎƘƛǇ 

ŀƴŘ ƻǇŜǊŀǘƛƻƴΣ ōǳǘ ŎƻƳŜ ƛƴǘƻ ŘƛǊŜŎǘ ŎƻƴŦǊƻƴǘŀǘƛƻƴ ǿƛǘƘ .ƻDΦ ²ƘŜƴ ŀƴȅ ƭŀǿǎ ŎƻƴŦƭƛŎǘǎ ǿƛǘƘ 

ǘƘŜ ōŀƴƪƛƴƎ ƭŀǿǎΣ ǘƘŜ ƭŀǘŜǊ ǘŀƪŜ ǇǊŜŎŜŘŜƴŎŜΣ ƘŜƴŎŜ D{9 Ŏŀƴƴƻǘ ōŜ ōƭŀƳŜŘ ŦƻǊ ŀƴȅǘƘƛƴƎέΦ ¢ƘŜ 

ŘƛǊŜŎǘƻǊ ƻŦ !ŘƳƛƴƛǎǘǊŀǘƛƻƴ όDQQAύ ŀǘ ǘƘŜ .ƻD ŀƎǊŜŜŘ ǿƛǘƘ ǘƘŜ D{9 ǇƻǎƛǘƛƻƴΣ ōǳǘ ŀǊƎǳŜŘ ǘƘŀǘΣ 

ǘƘŜ ƭŀǿ ƻŦ ǘƘŜ ƭŀƴŘ ǇƭŀŎŜŘ ǘƘŜ ǊŜǎǇƻƴǎƛōƛƭƛǘƛŜǎ ƻŦ ōŀƴƪǎ ƛƴ ǘƘŜ ƘŀƴŘǎ ƻŦ ǘƘŜ .ƻDΦ bƻ ƻǘƘŜǊ 

ƻǊƎŀƴƛǎŀǘƛƻƴ Ŏŀƴ ǳǎǳǊǇ ǎǳŎƘ ǇƻǿŜǊΣ ŀǎ .ƻD ƛǎ ŀŎŎƻǳƴǘŀōƭŜ ǘƻ ǘƘŜ ƭŜƎƛǎƭŀǘǳǊŜΦ DQQA ŀƭǎƻ 

ƻǇƛƴŜǎ ǘƘŀǘ ǘƘǊŜŀǘǎ ǘƻ ŘŜ-ƭƛǎǘ ōŀƴƪǎ ǘƘŀǘ Ŧƭƻǳǘ D{9 ǊǳƭŜǎ ǿŜǊŜ ƴƻǘ ǎǘǊƻƴƎ ŜƴƻǳƎƘ ǘƻ ŘŜǘŜǊ 

ǘƘŜƳ ŀƴŘ ŜȄǇŜŎǘŜŘ ǘƘŜ D{9 ŀƴŘ ǘƘŜ {9/ ǘƻ ōŜ ƳƻǊŜ ŀǎǎŜǊǘƛǾŜΦ ¢Ƙƛǎ ŦƛƴŘƛƴƎ ǎƘƻǿǎ ǘƘŀǘ 

{9/κD{9 ǿŀǎ ƘƛŘƛƴƎ ƛƴ ǘƘŜ ǎƘŀŘƻǿ ƻŦ ǘƘŜ .ƻD ǘƻ ŎŀǊǊȅ ƻǳǘ ǘƘŜ ǊŜƎǳƭŀǘƻǊȅ ŀƴŘ ǎǳǇŜǊǾƛǎƻǊȅ 

ƳŀƴŘŀǘŜ ǿƛǘƘ ƳƛƴƛƳǳƳ ŀŎǘƛƻƴΦ Lǘ ŀƭǎƻ ǇǊŜǎǳǇǇƻǎŜǎ ǘƘŀǘΣ ǘƘŜ ōŀƴƪƛƴƎ ƭŀǿ ǇǊƛƻǊ ǘƻ ǘƘŜ нллп 
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The remarks by some of the supervisors of BSD in the Bank of Ghana collapse state banks and the distress of 
most of them revealed how the government and the regulators either decided to ignore the depth of the crisis or 
had no full understanding of its economic implications. These comments seem to highlight that the government 
was willing to support state banks despite the poor performance during the periods. 
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ǿŀǎ ƛƴ ŎƻƴŦƭƛŎǘ ǿƛǘƘ ǘƘŜ D{9κ{9/ ǊǳƭŜǎΣ ŎǊŜŀǘƛƴƎ ŀ ƭƻƻǇƘƻƭŜ ŦƻǊ ǘƘŜ ŎƻƴǘǊƻƭƭƛƴƎ ŀƎŜƴǘǎ ǘƻ 

ƛƴŘǳƭƎŜ ƛƴ ƛƭƭŜƎŀƭƛǘȅΦ 

 

²ƘŜƴ ƘŜ ǿŀǎ ƛƴǘŜǊǾƛŜǿŜŘΣ ǘƘŜ ŦƻǊƳŜǊ IŜŀŘ ƻŦ ōŀƴƪƛƴƎ ǎǳǇŜǊǾƛǎƛƻƴ όMDSB) Σ ǘƘƻǳƎƘǘ ǘƘŀǘ ƛǘ 

ǿŀǎ ǇƻǎǎƛōƭŜ ōŜŎŀǳǎŜ ǎƻƳŜ ƳŀƧƻǊ ǎǘŀƪŜƘƻƭŘŜǊǎ ǊŀǘƘŜǊ ŎƻƴǎǘƛǘǳǘŜŘ ǘƘŜƳǎŜƭǾŜǎ ƛƴǘƻ ŀ 

ǎȅƴŘƛŎŀǘŜ ǘƘŀǘ ǿƻǊƪŜŘ ǘƻƎŜǘƘŜǊ ǘƻ ƻǳǘǿƛǘ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ŀǎ ŀƴ ƛƴǎǘƛǘǳǘƛƻƴΦ MDSB ŎƻƴŦƛǊƳŜŘ 

ǘƘŀǘ ǘƘŜ !-[ƛŦŜ ƛƴŎƛŘŜƴǘ ƛƴ D/. ŀƴŘ ƻǘƘŜǊ ŀŦŦŜŎǘŜŘ ōŀƴƪǎ ǿŀǎ ŦǊŀǳŘ ǇŜǊǇŜǘǊŀǘŜŘ ōȅ ǎƻƳŜ 

ƛƴǎƛŘŜǊǎ όōŀƴƪ ŘƛǊŜŎǘƻǊǎύ ŀƴŘ ƻǳǘǎƛŘŜǊǎ ǘƻ ǘƘŜ ōŀƴƪ όǎǳǇŜǊǾƛǎƻǊǎ ŀƴŘ ŀƴ ƻǿƴŜǊύΦ MDSB ŀǊƎǳŜŘ 

ǇŜǊǎǳŀǎƛǾŜƭȅ ǘƘŀǘ ǘƘŜ ŀŎǘƛǾƛǘƛŜǎ ƻŦ ǘƘŜǎŜ ƛƳǇƻǊǘŀƴǘ ǇƭŀȅŜǊǎ ŎƻǳƭŘ ƴƻǘ ōŜ ƴƻǘƛŎŜŘ ŀǘ ǘƘŜ ǘƛƳŜ 

ōŜŎŀǳǎŜ ƻŦ ǘƘŜ ǇŜǊǎƻƴŀƭƛǘƛŜǎ ŀƴŘ ǘƘŜƛǊ ŀōƛƭƛǘȅ ƛƴŦƭǳŜƴŎŜǎ ƻǘƘŜǊǎΦ ά¢ƘŜ .ƻDΩǎ ƛƴŀōƛƭƛǘȅ ǘƻ Ǉŀȅ 

ǊŜƎǳƭŀǊ Ǿƛǎƛǘ ǘƻ ǘƘŜ ōŀƴƪ ǿŀǎ ƴƻǘ ƎƻƻŘ ŜƴƻǳƎƘ ŀƴŘ ǿŜ ŘŜǇŜƴŘ ƻƴ ǘƘŜ ǊŜǇƻǊǘǎ ƻŦ ǘƘŜǎŜ ǎŀƳŜ 

ŎŀǊǘŜƭǎ ƘŜ ŀǎǎŜǊǘǎέΦ MDSB ƘƻǿŜǾŜǊ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘΣ ǘƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ǊŜƭŀǘƛƻƴǎƘƛǇ ƳŀƴŀƎŜǊǎ 

ǘƻ ǘƘŜ ōŀƴƪǎ ŀƴŘ ǘƘŜƛǊ Ǌƻǘŀǘƛƻƴ ƳŀƪŜǎ Ŏƻƭƭǳǎƛƻƴ ŀƴŘ ŦǊŀǳŘ ǇŜǊǇŜǘǊŀǘƛƻƴ ǉǳƛŎƪ ǘƻ ŘŜǘŜŎǘΦ ¢ƘŜ 

ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ǘƘŜǎŜ ǎǳǇŜǊǾƛǎƻǊǎ ŀŦǘŜǊ нллл ōȅ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ Ǉǳǘ ǘƘŜ ōŀƴƪǎ ǳƴŘŜǊ 

Ŏƻƴǎǘŀƴǘ ǎǳǊǾŜƛƭƭŀƴŎŜ ōȅ ǘƘŜ .ƻDΦ ¢Ƙƛǎ ƳƛƎƘǘ ƘŀǾŜ ƛƴŦƻǊƳŜŘ ǘƘŜ ǊŜŘǳŎŜŘ ƛǎǎǳŜǎ ƻŦ ŦǊŀǳŘ ŀƴŘ 

ƛǊǊŜƎǳƭŀǊƛǘƛŜǎ ŀŦǘŜǊ CLb{!t LLL ƛƴ нлллΦ 

6.4.6.4 Effect of Sectoral or Strategic Credit Facility  

D/. ǎǳŦŦŜǊŜŘ ŀ ǎŜǊƛƻǳǎ ƭƛǉǳƛŘƛǘȅ ŎǊƛǎƛǎ ǿƘƛŎƘ ŎǊƛǇǇƭŜŘ Ƴƻǎǘ ƻŦ ƛǘǎ ƻǇŜǊŀǘƛƻƴǎ ŘǳŜ ǘƻ ǇƻƭƛǘƛŎŀƭƭȅ 

ƳƻǘƛǾŀǘŜŘ ƭƻŀƴ ŜȄǘŜƴǎƛƻƴ ǘƻ ¢ŜƳŀ hƛƭ wŜŦƛƴŜǊȅ ό¢hwύΦ ¢ƘƻǳƎƘ ƛǘ ǿŀǎ ƻōǎŜǊǾŜŘ ƛƴ ǎŜŎǘƛƻƴ сΦо 

ǘƘŀǘ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƛƴŦƭǳŜƴŎŜŘ ƻƴ ƭƻŀƴ ŀŘƳƛƴƛǎǘǊŀǘƛƻƴ Ƙŀǎ ŘǿƛƴŘƭŜŘΣ ǘƘŜ ǎǘŀǘŜΩǎ ǎƛƴƎƭŜ 

ŘŜŎƛǎƛƻƴ ǘƻ ǳǎŜ D/.Ωǎ ōŀƭŀƴŎŜ ǎƘŜŜǘ ǘƻ ǎǳǇǇƻǊǘ ¢hw όŀ ǇǳōƭƛŎ ƛƴǎǘƛǘǳǘƛƻƴύ ǇǳǎƘŜŘ ǘƘŜ ōŀƴƪ 

ƛƴǘƻ ŘƛǎǘǊŜǎǎ ǘƻ ǘƘŜ ŜȄǘŜƴǘ ƻŦ ƛƳƳƛƴŜƴǘ ŎƻƭƭŀǇǎŜ ŀŦǘŜǊ нлллΦ  !ǘ ǾŀǊƛƻǳǎ ǘƛƳŜǎ ƛƴ ǘƘŜ ǇŀǎǘΣ 

ƎƻǾŜǊƴƳŜƴǘǎ ǘǊƛŜŘ ǘƻ ǘŀƪŜ ƻǾŜǊ ǊŜǎǇƻƴǎƛōƛƭƛǘȅ ŦƻǊ ǘƘŜ ŘŜōǘ ŀƴŘ ƛǘǎ ǎŜǊǾƛŎƛƴƎΦ CƻǊ ŜȄŀƳǇƭŜ ƭŀǊƎŜ 

ǇƻǊǘƛƻƴ ƻŦ ¢hwϥǎ ǎƘƻǊǘ-ǘŜǊƳ ŘŜōǘ ǿŀǎ ǊŜǎǘǊǳŎǘǳǊŜŘ ƛƴǘƻ ƳŜŘƛǳƳ-ǘŜǊƳ ƎƻǾŜǊƴƳŜƴǘ ōƻƴŘǎ 

ōŜǘǿŜŜƴ нллм ŀƴŘ нллнΤ ¢hw ŜȄǇƻǎǳǊŜ ǎǘƛƭƭ ŜȄŎŜŜŘŜŘ ǎŜǾŜƴǘȅ-ŦƛǾŜ ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ōŀƴƪΩǎ 

Ŝǉǳƛǘȅ ŎŀǇƛǘŀƭ ƛƴ WǳƴŜ нлло όLaC {ǘŀŦŦ /ƻǳƴǘǊȅ wŜǇƻǊǘ ƴƻΦ офсκлоύΦ ¢hwΩǎ ŘŜōǘ ǘƻ ǘƘŜ ōŀƴƪƛƴƎ 

ǎŜŎǘƻǊ Ƙŀǎ ōŜŜƴ ŀǎ ƘƛƎƘ ŀǎ н҈ ƻŦ D5t ƛƴ нллмΣ ōǳǘ ƛǘ Ƙŀǎ ōŜŜƴ ǊŜŘǳŎŜŘ ǘƻ ŀōƻǳǘ лΦп҈ ƻŦ D5t 

ƛƴ нлмлΣ ŀƴŘ ǎƘƻǳƭŘ Ŧŀƭƭ ŦǳǊǘƘŜǊ ǿƛǘƘ ǘƘŜ ŘŜǊŜƎǳƭŀǘƛƻƴ ƻŦ ǇŜǘǊƻƭŜǳƳ ǇǊƻŘǳŎǘ ǇǊƛŎŜǎΦ  

 

¢ƘŜ ŘƛǎǘǊŜǎǎ Ƴŀȅ ƘŀǾŜ ǎŜǊǾŜŘ ǘƻ ƘƛƎƘƭƛƎƘǘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ǎǳǇŜǊǾƛǎƻǊȅ ƭŀǇǎŜǎΦ MSDN 

ƘƻǿŜǾŜǊ ŘƛǎŀƎǊŜŜ ǘƘŀǘ ǘƘŜ ƭƛǉǳƛŘƛǘȅ ŎǊƛǎƛǎ ǿŀǎ ǘƘŜ ǊŜǎǳƭǘ ƻŦ ǇƻƻǊ ƎƻǾŜǊƴŀƴŎŜ ƻǊ ŦǊŀǳŘǳƭŜƴǘ 

ŜȄǇŜƴŘƛǘǳǊŜΣ ōǳǘ ǳƴ-ŀǾƻƛŘŀōƭŜ ƴŀǘƛƻƴŀƭ ǎŜŎǳǊƛǘȅ ŘŜŎƛǎƛƻƴΦ MSDN ŘƛŘ ƴƻǘ ǘƘƛƴƪ ǳƴǎƻǳƴŘ 

ƳŀƴŀƎŜƳŜƴǘ ǇǊŀŎǘƛŎŜǎ ǿŜǊŜ ǘƘŜ ƳŀƧƻǊ ŎŀǳǎŜ ƻŦ D/.Ωǎ ƭƛǉǳƛŘƛǘȅ ǇǊƻōƭŜƳ ōŜǘǿŜŜƴ мффс ŀƴŘ 
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нлллΦ {ǳǇŜǊǾƛǎƻǊȅ ǊŜǇƻǊǘǎ ƻƴ ǘƘŜ ōŀƴƪ ōȅ .{5 ǎŜŜƳ ǘƻ ŎƻǊǊƻōƻǊŀǘŜ ǘƘŜ .ƻD ǇƻǎƛǘƛƻƴΦ ¢ƘŜ 

ǊŜǇƻǊǘ ƘƛƎƘƭƛƎƘǘŜŘ ƎƻƻŘ ƛƴǘŜǊƴŀƭ ŎƻƴǘǊƻƭ ǎȅǎǘŜƳǎ ŀƴŘ ǘƘŜ ōŀƴƪΩǎ ŀōƛƭƛǘȅ ǘƻ ŀŘƘŜǊŜ ǘƻ ǎŜǘ ƻǊ 

ǇǊŜǎŎǊƛōŜŘ ǊŜƎǳƭŀǘƻǊȅ ǇǊƻŎŜŘǳǊŜǎΦ MSDN ŀǊƎǳŜŘ ƎƻƻŘ ƎƻǾŜǊƴŀƴŎŜ ŀǎ ǘƘŜ ǇƻǎǎƛōƭŜ ǊŜŀǎƻƴǎ 

D/. ŘƛŘ ƴƻǘ ŎƻƭƭŀǇǎŜ ŘŜǎǇƛǘŜǎ ǘƘŜ ƘǳƎŜ ŜȄǇƻǎǳǊŜ ǘƻ ǘƘŜ ¢hwΦ ¢ƘŜ ŦƻǊƳŜǊ ƘŜŀŘ ƻŦ .{5 ƛƴ ǘƘŜ 

.ƻD ŎƻƴŦƛǊƳŜŘΣ ά¢ƘŜ .ƻD ŀǳǘƘƻǊƛǎŜŘ ǘƘŜ ōŀƴƪ ǘƻ Ǝƻ ŀōƻǾŜ ƭŜƎŀƭƭȅ ƳŀƴŘŀǘŜŘ ǘƘǊŜǎƘƻƭŘΣ 

ōŜŎŀǳǎŜ ƴŀǘƛƻƴŀƭ ǎƻǾŜǊŜƛƎƴǘȅ ƎǳŀǊŀƴǘŜŜ ǿŀǎ ŀǾŀƛƭŀōƭŜ ƘŜƴŎŜ ƻǾŜǊǊǳƭŜ ǘƘŜ ǘƘǊŜǎƘƻƭŘ ƭŜǾŜƭ 

ŜƴǎƘǊƛƴŜŘ ƛƴ ǘƘŜ мфуф ōŀƴƪƛƴƎ ƭŀǿΦ !ǎ ǘƘŜ ƻƴƭȅ ƭƻŎŀƭ ōŀƴƪ ǿƛǘƘ ǘƘŜ ƭŀǊƎŜǎǘ ōŀƭŀƴŎŜ ǎƘŜŜǘΣ ǘƘŜ 

ƴŀǘƛƻƴ ƘŜŀǾƛƭȅ ǊŜƭƛŜŘ ƻƴ ƛǘ ǘƻ ǎƻǊǘ ƻǳǘ ǘƘŜ ŜƴŜǊƎȅ ƛǎǎǳŜǎέΣ MSDN ŎƻƴŎƭǳŘŜŘΦ 130 9ȄŜŎǳǘƛǾŜ 

ŘƛǊŜŎǘƻǊ ςCƛƴŀƴŎŜ όMSMMύ ŎƻƴŦƛǊƳǎ ǘƘŀǘΣ ǘƘŜ ǎƘŜŜǊ ǎƛȊŜ ƻŦ D/. ǿŀǎ ǘƘŜ Ƴŀƛƴ ǊŜŀǎƻƴ ŦƻǊ ǘƘŜ 

ǎǘŀǘŜ ŀƴŘ ǘƘŜ ŎŜƴǘǊŀƭ ōŀƴƪ ǘƻ ǊŜƭȅ ƻƴ ƛǘ ǘƻ ŜƴǎǳǊŜ ¢hw ǎǳǊǾƛǾŀƭΦ ά¢ƘŜ ƛƴǘŜƎǊƛǘȅ ŀƴŘ ǎǘŀōƛƭƛǘȅ ƻŦ 

ǘƘŜ ǿƘƻƭŜ ŜŎƻƴƻƳȅ ǿŀǎ ŀǘ ǎǘŀƪŜΣ ƴƻǘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ƭŀǇǎŜǎΣέ MSMM ǊŜǘƻǊǘŜŘΦ 

MSMM ŦǳǊǘƘŜǊ ƛƴŘƛŎŀǘŜǎ ǘƘŀǘ ŎƻƴǘƛƴǳŜǎ ǎǳǇǇƻǊǘ ƻŦ D/. ǘƘǊƻǳƎƘ ǘƘŜǎŜ ǇŜǊƛƻŘǎ ǿŀǎ ǘƻ ŀǾƻƛŘ 

ǘƘŜ ǇǊƻōƭŜƳǎ ƻŦ ƛƴǾƻƭǾƛƴƎ ƻǘƘŜǊ ōŀƴƪǎ ǿƛƭƭ ƘŀǾŜ ƻƴ ǘƘŜ ŜŎƻƴƻƳȅΣ ŎƛǘƛƴƎ ƭƛǉǳƛŘŀǘŜŘ ǘƘŜ 

ƭƛǉǳƛŘŀǘŜŘ {h.ǎ ŀǎ ŀƴ ŜȄŀƳǇƭŜΦ 

 

¢ƘƻǳƎƘΣ ǘƘŜ ¢hw ŘŜōŀŎƭŜ ǿŀǎ ƴƻǘ ŀ ŎŀǎŜ ƻŦ ƳƛǎƳŀƴŀƎŜƳŜƴǘ ƻƴ ǘƘŜ ǇŀǊǘ ƻŦ ŎƻƴǘǊƻƭƭŜǊǎΣ ǘƘŜ 

Ŏƻƴǘƛƴǳƻǳǎ ŀōǳǎŜ ƻŦ ƎƻǾŜǊƴƳŜƴǘ ŀǎ ŀ ƳŀƧƻǊ ǎƘŀǊŜƘƻƭŘŜǊ Ŏŀƴƴƻǘ ōŜ ǊǳƭŜŘ ƻǳǘΦ ¢Ƙƛǎ ŎŀǎŜ 

ŀƎǊŜŜŘ ǿƛǘƘ ōƻǘƘ ǇƻƭƛǘƛŎŀƭ ŀƴŘ ƳŀƴŀƎŜǊƛŀƭ ǾƛŜǿǎ ǎǳƎƎŜǎǘ ǘƘŀǘ ǎǘŀǘŜ ƻǿƴŜǊǎ ǇǳǊǎǳŜ ƻōƧŜŎǘƛǾŜǎ 

ǘƘŀǘ ŀǊŜ ǇƻǘŜƴǘƛŀƭƭȅ ƛƴ ŎƻƴŦƭƛŎǘ ǿƛǘƘ ǘƘƻǎŜ ƻŦ ǎƘŀǊŜƘƻƭŘŜǊǎΣ ǿƘƻ ǘŜƴŘ ǘƻ ŦƻŎǳǎ ƻƴ ǇǊƻŦƛǘ 

ƳŀȄƛƳƛȊŀǘƛƻƴΦ /ƻǊǊƻōƻǊŀǘƛƴƎ ǘƘƛǎ ŦƛƴŘƛƴƎΣ MRAB ŎƻƴǘŜƴŘ ǘƘŀǘ ŀ ǇƻǿŜǊŦǳƭ ƎƻǾŜǊƴƳŜƴǘ Ƴŀȅ 

ƛƴŦƭǳŜƴŎŜ ŦƛǊƳǎ ǘƻ ōŜ ŎƻƴǎŜǊǾŀǘƛǾŜ ƛƴ ǘƘŜƛǊ ƛƴǾŜǎǘƳŜƴǘǎ ǘƻ ǎǘŀōƛƭƛȊŜ ǎƻŎƛŀƭ ŀƴŘ ǇƻƭƛǘƛŎŀƭ 

ōŜƴŜŦƛǘǎΦ 

6.5 Conclusion 

The chapter studies banks with the residual state ownership before and after the sector 

privatisation. The concentrated of state ownership minimises the separation between 

ownership and control and controlling rights are aligned and majority shareholders have the 

incentive and power to monitor management. However, the study shows that controlling 

agents in absence of strong regulatory and legal environment appeared to have exploited 

their private benefits of control by diverting assets and profits out of the firm in the SOBs. It 

shows also that state as insider ownership maybe obstacles to restructuring, agent risk 

aversion, and dis-incentives for monitoring of management performance. Government 

                                                           
130
!ǎ ŀ ŘŜǎǇŜǊŀǘŜ ƳŜŀǎǳǊŜ ǘƻ ŎƻǾŜǊ ǘƘŜ ōŀƴƪΩǎ ƭƛǉǳƛŘƛǘȅ ǎƘƻǊǘŦŀƭƭǎΣ ǘƘŜ aƛƭƭΩǎ ƎƻǾŜǊƴƳŜƴǘ ǎƻƭƛŎƛǘŜŘ ƘǳƎŜ ŦƛƴŀƴŎƛŀƭ 
ǎǳǇǇƻǊǘ ŦǊƻƳ ƛƴǘŜǊƴŀǘƛƻƴŀƭ ŘƻƴƻǊǎ ǘƻ ǎŜǘǘƭŜ ǘƘŜ ¢hw ƭƻƴƎ ǎǘŀƴŘƛƴƎ ŘŜōǘ ǘƻ D/. ƛƴ нллфΦ  
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continued to appoint key top managers, despite ceding control or shares in the cases 

studied. The government continued to directly and some cases indirectly influence 

corporate decisions leading to increased expropriation of other owners. 

When the GCB and COOP were compared, evidence has highlighted an extreme case of 

ownership concentration in both banks with COOP more so. COOP was corporatised (made 

limited liability Company) with injection of the much needed capital as part of government 

divestment of control. However, the board and management features remained fairly 

unchanged leading to the corporate governance outcomes observed. No genuine 

restructuring of board, management and organisational change were done apart from pre-

FINSAP III discussed in section 4.4. The corporate governance problem encountered 

between 1995 and 2000, were not different from the pre-reform poor governance ones. 

GCB showed much change board and management reshuffling. Though the board have some 

government appointees, most important decisions of the board were made with minimum 

state involvement. As a result, the corporate governance issues discussed improved or 

changed compared to the pre-1996 era. 

 

²ƘŜƴ ǘƘŜ ǘǿƻ ōŀƴƪǎ ǎǳŦŦŜǊŜŘ ŦƛƴŀƴŎƛŀƭ ŘƛǎǘǊŜǎǎ ŀƴŘ ƻǘƘŜǊ ǇƻƻǊ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎΣ ǘƘŜ 

.ƻD ŜƴƎŀƎŜŘ ƛƴ ǊŜƎǳƭŀǘƻǊȅ ŦƻǊōŜŀǊŀƴŎŜΣ ƛƴǎǘŜŀŘ ƻŦ ƛƴǘŜǊǾŜƴƛƴƎ ǘƻ ŦƻǊŎŜ ǘƘŜ ŘƛǎǘǊŜǎǎ ōŀƴƪ ǘƻ 

ǇǊƻƳǇǘƭȅ ƛƴǎǘƛƎŀǘŜ ǊŜƳŜŘƛŀƭ ƳŜŀǎǳǊŜǎΣ ǿƘƛŎƘ ǿƻǳƭŘ ƘŀǾŜ ƛƳǇƻǎŜŘ ƎǊŜŀǘŜǊ ƛƴŎŜƴǘƛǾŜǎ ƻƴ ǘƘŜ 

ōŀƴƪƛƴƎ ŀƴŘ ŦƛƴŀƴŎƛŀƭ ǎŜǊǾƛŎŜǎ ƛƴŘǳǎǘǊȅ ŦƻǊ ƳƻǊŜ ǇǊǳŘŜƴǘ ƳŀƴŀƎŜƳŜƴǘΦ CƻǊ ŜȄŀƳǇƭŜΣ ǘƘŜ ǘǿƻ 

ōŀƴƪǎ ŜȄǘŜƴŘŜŘ ƭƻŀƴ ǿƻǊǘƘ ōƛƭƭƛƻƴǎ ƻŦ DƘŀƴŀ /ŜŘƛǎ ǘƻ ǎƛƴƎƭŜ ƛƴŘƛǾƛŘǳŀƭ ǎƘŀǊŜƘƻƭŘŜǊΦ tǊŜǾƛƻǳǎ 

ǎǘǳŘƛŜǎ ŎŀƳŜ ǘƻ ǎƛƳƛƭŀǊ ŎƻƴŎƭǳǎƛƻƴ ǘƘŀǘΣ ŀ ǊŜǎƛŘǳŀƭ ƎƻǾŜǊƴƳŜƴǘ ƻǿƴŜǊǎƘƛǇ ŘƻŜǎ ƛƴŎǊŜŀǎŜ ǘƘŜ 

ƭƛƪŜƭƛƘƻƻŘ ƻŦ ōŀƴƪƛƴƎ ŎǊƛǎŜǎΦ {ƛǘǳŀǘƛƻƴǎ ƛƴ ǿƘƛŎƘ ǘƘŜ ǎǘŀǘŜ ǊŜǘŀƛƴŜŘ ǎǳōǎǘŀƴǘƛŀƭ ƛƴŦƭǳŜƴŎŜ ƻǾŜǊ 

ǘƘŜ ōŀƴƪǎΩ ƻǇŜǊŀǘƛƻƴǎΣ ƻǊ ǎƻŦǘ-ƭŜƴŘƛƴƎ ǇǊŀŎǘƛŎŜǎ ƻŎŎǳǊǎ ŜǾŜƴǘǳŀƭƭȅ ǊŜǎǳƭǘŜŘ ƛƴ ŀ ŘŜǘŜǊƛƻǊŀǘƛƻƴ 

ƻŦ ōŀƴƪ ǇŜǊŦƻǊƳŀƴŎŜ ŀŦǘŜǊ ǇǊƛǾŀǘƛȊŀǘƛƻƴ ό.ƻƴƛƴ Ŝǘ ŀƭΦ нллоΤ /ǳƭƭ Ŝǘ ŀƭΦ нллнύΦ 

 

These findings can be related to several strands of literature on the continuous ownership 

government after sector deregulation or privatisation. The research supports recent 

research that the grabbing hand model can describe government behaviour and its 

involvement in business activities of SOBs.  The results are also consistent with the public 

choice literature emphasizing rent seeking, extraction, and protection as primary motives of 

government intervention. MRAB agreed with the findings that a political connection to 

extract resources from the state was undertaken in SOBs.  The results further demonstrate 

that the conflict between economic and political objectives of politicians poses a credible 
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challenge to market and enterprise reforms in developing economies. The study confirms 

that partial privatisation or corporatisation of banks can lead to problems involving 

governments intervening bank loan decisions for political benefits. In Russia for example, the 

failure of the central government to effectively curtail the agency problem of local 

governments and firms has been attributed as a major reason why its reform failed 

(Blanchard and Shleifer, 2000).  
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Chapter 7: Corporate governance in the traditional and 

or novo foreign banks in the banking sector of Ghana 

before and after the sector privatisation 

7.1 Introduction 

/ƘŀǇǘŜǊ ǎƛȄ ŀƴŀƭȅǎŜŘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎ ƛƴ ǘǿƻ {h.ǎ ǿƘƛŎƘ ǿŜǊŜ ƭƛŎŜƴǎŜŘ ōŜŦƻǊŜ 

ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ǊŜŦƻǊƳǎ ƛƴ мффлΦ ¢ƘŜǎŜ ōŀƴƪǎ ƘŀŘ ǊŜǎƛŘǳŀƭ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇ ŀƴŘ ǿŜǊŜ 

ŎƻƴǘǊƻƭƭŜŘ ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘΦ Lƴ ŜȄŎŜǇǘƛƻƴ ƻŦ ǘƘŜ D/. ǿƘƛŎƘ ƛǎ ƭƛǎǘŜŘ ƻƴ ǘƘŜ D{9Σ ƛǘ ƛǎ 

ŜǾƛŘŜƴŎŜŘ ƛƴ ǘƘŜ ŎƘŀǇǘŜǊ ǘƘŀǘ ǘƘŜ /hht ƳŀƴŀƎŜƳŜƴǘ ǇǊŀŎǘƛŎŜǎ ŀƴŘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ 

ǿŜŀƪƴŜǎǎŜǎ ǊŜǎǳƭǘŜŘ ƛƴ ǘƘŜ ŀōǳǎŜ ƻŦ ŘŜǇƻǎƛǘƻǊǎΩ ŦǳƴŘǎΣ ŦǊŀǳŘǎΣ ƛƴǎƛŘŜǊ ƭŜƴŘƛƴƎ ŀƴŘ ōƻŀǊŘ-

ŜȄŜŎǳǘƛǾŜ Ŏƻƭƭǳǎƛƻƴ ƛƴ ŜȄǘǊŀŎǘƛƻƴ ƻŦ ǇǊƛǾŀǘŜ ōŜƴŜŦƛǘǎΦ hƴŜ ƻŦ ǘƘŜ ƻōƧŜŎǘƛǾŜǎ ƻŦ ǘƘƛǎ ŎƘŀǇǘŜǊ ƛǎ 

ǘƻ ǳǎŜ ǘƘŜ ŎŀǎŜ ǎǘǳŘƛŜǎ ǘƻ ŜȄŀƳƛƴŜ Ƙƻǿ ǘƘŜ ƛƴǾƻƭǾŜƳŜƴǘ ƻŦ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊǎ ƛƴ ǇǊƛǾŀǘƛǎŀǘƛƻƴ 

ƛƴ DƘŀƴŀ ōŀƴƪƛƴƎ ǎŜŎǘƻǊ ŀŦŦŜŎǘŜŘ ŎƻǊǇƻǊŀǘŜ ƎƻǾŜǊƴŀƴŎŜ ǇǊŀŎǘƛŎŜǎ ōȅ ƭƻƻƪƛƴƎ ŀǘ ǘƘŜ ƴŜǿƭȅ 

Ŧǳƭƭȅ ǇǊƛǾŀǘƛǎŜŘ ŀƴŘ ǘƘŜ ǘǊŀŘƛǘƛƻƴŀƭ ŦƻǊŜƛƎƴ ōŀƴƪǎΦ !ƴƻǘƘŜǊ ƻōƧŜŎǘƛǾŜ ƻŦ ǘƘƛǎ ŎƘŀǇǘŜǊ ƛǎ ǘƻ ŘǊŀǿ 

ǎƛƳƛƭŀǊƛǘƛŜǎ ŀƴŘ ŘƛŦŦŜǊŜƴŎŜǎ ōŜǘǿŜŜƴ ǘƘŜ ōŀƴƪǎ ƛƴ ǘƘŜ ǇǊŜǾƛƻǳǎ ŎƘŀǇǘŜǊ ŀƴŘ ǘƘƻǎŜ ŀƴŀƭȅǎŜŘ ƛƴ 

ǘƘƛǎ ŎƘŀǇǘŜǊΦ 

To address sub-question three of the research, the chapter presents cases of foreign banks 

that were fully or substantially owned by their foreign parent group before and or after 

privatisation in 1995. This group is included in the analysis to assess foreign investor 

participation in privatization of banking sector of Ghana. The first case (SG-SSB) was state-

owned prior to the FINSAP but became an FOB in 1996 through complete privatisation. The 

second and third cases (BBG and SCB), are traditional FOBs that had their parent companies 

buoying out the government stakes in them. In the case of SCB, the Standard Chartered, UK 

later on listed less than 40 % of the shares on the GSE. These two banks were traditional 

foreign banks established before independence and had majority foreign institutional share 

ownership before and after the reforms. ¢ƘŜ ǘŜȄǘ ƛƴ ǘƘƛǎ ŎƘŀǇǘŜǊ ƛǎ ŀǊǊŀƴƎŜŘ ƛƴ ŀ ǎƛƳƛƭŀǊ ǿŀȅ 

ǘƻ ǘƘŀǘ ƛƴ ǘƘŜ ƭŀǎǘ ŎƘŀǇǘŜǊΦ Lƴ ŜŀŎƘ ƻŦ ǘƘŜ ŎŀǎŜǎΣ ǘƘŜ ƳƻŘŜ ŀƴŘ ƭŜǾŜƭ ƻŦ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ǿŜǊŜ 

ŀƴŀƭȅǎŜŘΦ ¢ƘŜǊŜŀŦǘŜǊ ōƻŀǊŘ ŦŜŀǘǳǊŜǎΣ ƳŀƴŀƎŜƳŜƴǘ ŦŜŀǘǳǊŜǎΣ ŎƻƳǇŜƴǎŀǘƛƻƴΣ ŀƴŘ ƛƳǇŀŎǘ ƻƴ 

ƛƴǘŜǊƴŀƭ ƳŜŀǎǳǊŜǎ ŀǊŜ ŀƴŀƭȅǎŜŘΦ 
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7.2 The Case of SG-SSB of Ghana 

SG-SSB is included in the analysis to assess the effects of complete privatization or 

divestment of state shares in corporate governance.  It was argued that, residual ownership 

of government, even in small proportion will encourage government interventions (section 

2.5). It is believed that banking crises will be minimized in fully privatized banks but will 

increase or remained unchanged in the state restructured banks as discussed in chapter two. 

For example, it is expected that there will be improvement in profitability and portfolio 

quality of SG-SSB where the government fully divested its shareholdings. Because the 

foreign investors will not support or invest in loss making firm and they will expect returns 

on their investments (Shleifer and Vishny, 1997). This case compares the corporate 

governance in banks which is totally acquired or unlike the one partially owned or in total 

government control after their privatisation. It also gives an idea on the possible difference 

that may exist between completely privatized banks (in foreign control) with the traditional 

foreign owned banks established before FINSAP. Previous studies suggest that corporate 

governance practices in newly acquired banks by foreign investor and those in the 

traditional foreign banks may not be the same. This might be due to long experience in the 

market compared to the new bank which has to contend with new board and top 

management (Bonin et al., 2003). 

7.2.1 Brief History 

¢ƘŜ ōŀƴƪ ǿŀǎ ŜǎǘŀōƭƛǎƘŜŘ ƛƴ мфтр ōȅ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƻŦ DƘŀƴŀΣ ŀƴŘ ǿŀǎ ƻŦŦƛŎƛŀƭƭȅ 

ƛƴŀǳƎǳǊŀǘŜŘ ƛƴ мфтт ŀƴŘ ƛǘ ŎƻƳƳŜƴŎŜŘ ōǳǎƛƴŜǎǎ ƛƴ WǳƴŜ ǘƘŀǘ ǎŀƳŜ ȅŜŀǊ ǳƴŘŜǊ ǘƘŜ ƴŀƳŜ 

{ƻŎƛŀƭ {ŜŎǳǊƛǘȅ .ŀƴƪ ό{{.ύΦ ¢ƘŜ ōŀƴƪ ƻǇŜǊŀǘŜŘ ƭƛƪŜ ŀƴȅ ƻǘƘŜǊ ōŀƴƪ ōǳǘ Ƴŀƛƴƭȅ ŀǎ ŀ ǿƻǊƪŜǊǎΩ 

ōŀƴƪΦ Lǘ ǇƭŀŎŜŘ ŜƳǇƘŀǎƛǎ ƻƴ ŎƻƴǎǳƳŜǊ ŎǊŜŘƛǘ ŦŀŎƛƭƛǘƛŜǎ ŦƻǊ ǿƻǊƪŜǊǎ ǳƴŘŜǊ ƛǘǎ /ƻƴǎǳƳŜǊ /ǊŜŘƛǘ 

{ŎƘŜƳŜ ōȅ ƎǊŀƴǘƛƴƎ ǎƳŀƭƭΣ ǇŜǊǎƻƴŀƭ ƭƻŀƴǎ ŀƴŘ ƘƛǊŜ ǇǳǊŎƘŀǎŜ ŦŀŎƛƭƛǘƛŜǎ ǘƻ ǿƻǊƪŜǊǎΦ Lǘ ŀƭǎƻ 

ƻǇŜǊŀǘŜŘ ŘŜǾŜƭƻǇƳŜƴǘ ŦƛƴŀƴŎŜ ǎŎƘŜƳŜǎ ŦƻǊ ǎƳŀƭƭ-ǎŎŀƭŜ ƛƴŘǳǎǘǊƛŀƭ ŀƴŘ ŀƎǊƛŎǳƭǘǳǊŀƭ ǇǊƻƧŜŎǘǎΦ Lǘ 

ƘŀŘ ŦƻǊǘȅ ōǊŀƴŎƘŜǎ ƛƴ DƘŀƴŀ ǿƛǘƘ ǘƘŜ ƘŜŀŘǉǳŀǊǘŜǊǎ ƛƴ !ŎŎǊŀΦ Lǘ ƎǊŜǿ ǊŀǇƛŘƭȅ ǘƻ ōŜŎƻƳŜ ǘƘŜ 

ǎŜŎƻƴŘ ƭŀǊƎŜǎǘ ōŀƴƪ ƛƴ DƘŀƴŀΣ ǿƛǘƘ му҈ ƻŦ ŘŜǇƻǎƛǘǎ ƛƴ ǘƘŜ ƭŀǘŜ мфулǎΣ ǇǊƻǾƛŘƛƴƎ ŎǊŜŘƛǘΣ 

ƛƴŎƭǳŘƛƴƎ ƭƻƴƎŜǊ ǘŜǊƳ ƭƻŀƴǎΣ ŦƻǊ ōǳǎƛƴŜǎǎŜǎ ŀƴŘ ŎƻƴǎǳƳŜǊǎΦ Lǘ ŀƭǎƻ ƛƴǾŜǎǘŜŘ ƛƴ ǘƘŜ Ŝǉǳƛǘȅ ƻŦ 

ǎŜǾŜǊŀƭ ƭŀǊƎŜ ōǳǎƛƴŜǎǎŜǎ ŘǳǊƛƴƎ ǘƘŜ ǇǊŜ-ǊŜŦƻǊƳ ŜǊŀΦ  

 

¢ƘŜ ǳƴƛǉǳŜ ŀǎǇŜŎǘ ƻŦ ƛǘǎ ƛƴƛǘƛŀƭ ƻǇŜǊŀǘƛƻƴǎ ǿŀǎ ǘƘŜ ƛƴǘǊƻŘǳŎǘƛƻƴ ƻŦ ŀ ƘƛǊŜ ǇǳǊŎƘŀǎŜ ǎŎƘŜƳŜ ŀǎ 

ŀ ǳƴƛǘ ǿƛǘƘƛƴ ǘƘŜ ōŀƴƪΦ ¢Ƙƛǎ ǿŀǎ ŘŜǎƛƎƴŜŘ ǘƻ ŀƭƭƻǿ ǎŀƭŀǊƛŜŘ ǿƻǊƪŜǊǎ ǿƘƻ ƘŀŘ ŀŎŎƻǳƴǘǎ ǿƛǘƘ 

ǘƘŜ ōŀƴƪ ǘƻ ŀŎǉǳƛǊŜ ŎƻƴǎǳƳŜǊ ŘǳǊŀōƭŜǎΦ ¢Ƙƛǎ ǇƻǇǳƭŀǊ /ƻƴǎǳƳŜǊ /ǊŜŘƛǘ 5ŜǇŀǊǘƳŜƴǘΣ ǿƘƛŎƘ ƛǎ 
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ƴƻǿ ŀ ƭƛƳƛǘŜŘ ƭƛŀōƛƭƛǘȅ ŎƻƳǇŀƴȅ ǿƛǘƘƛƴ ǘƘŜ {{. ƎǊƻǳǇΣ ŎƻƴǘǊƛōǳǘŜŘ ǘƻ ǘƘŜ ǊŀǇƛŘ ƎǊƻǿǘƘ ƻŦ ǘƘŜ 

ōŀƴƪΦ ¢ƘŜǊŜ ǿŜǊŜ Ǉƭŀƴǎ ŦƻǊ ǘƘŜ ŘƛǾŜǎǘƛǘǳǊŜ ƻŦ ƎƻǾŜǊƴƳŜƴǘ Ŝǉǳƛǘȅ ƛƴ ŀƭƭ ŘŜǾŜƭƻǇƳŜƴǘ ŦƛƴŀƴŎƛŀƭ 

Lƴǎǘƛǘǳǘƛƻƴǎ ό5CLǎύΣ ǎƛƴŎŜ мффлΦ hǿƴŜǊǎƘƛǇ ŎƘŀƴƎŜ ƻŦ ōŀƴƪǎ ǳǎǳŀƭƭȅ ōŜƎŀƴ ǿƛǘƘ ƎƻǾŜǊƴƳŜƴǘ 

ŀŎǘƛǾŜƭȅ ǎŜŜƪƛƴƎ ǿƘŀǘ ƛǎ ǊŜŦŜǊǊŜŘ ǘƻ ŀǎ ŀ ǎǘǊŀǘŜƎƛŎ ōǳȅŜǊ ǘƻ ǘŀƪŜ ƻǾŜǊ ƳŀƧƻǊƛǘȅ ǎƘŀǊŜǎ ƛƴ ƭŀǊƎŜ 

ŎƻƳƳŜǊŎƛŀƭ ōŀƴƪǎΦ .ŜŦƻǊŜ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ŎǊƛǎƛǎΣ ǘƘŜǊŜ ǿŜǊŜ ǊŜǎǘǊƛŎǘƛƻƴǎ ƻƴ ŦƻǊŜƛƎƴ ƘƻƭŘƛƴƎǎ ƻŦ 

ǎǘƻŎƪǎ ƻŦ ŘƻƳŜǎǘƛŎ ŎƻƳǇŀƴƛŜǎΦ Lƴ ŀŎŎƻǊŘŀƴŎŜ ǿƛǘƘ ǘƘŜ мфуф ōŀƴƪƛƴƎ ƭŀǿ ƘƻǿŜǾŜǊΣ ǘƘŜ 

DƘŀƴŀƛŀƴ ƎƻǾŜǊƴƳŜƴǘ ǘƻƻƪ ƳŀƧƻǊ ǎǘŜǇǎ ǘƻ ǊŜŘǳŎŜ ŜƴǘǊȅ ōŀǊǊƛŜǊǎ ǘƻ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊΦ Lǘ 

ƭƛŦǘŜŘ ǘƘŜ ƭƛƳƛǘ ƻƴ Ŝǉǳƛǘȅ ƘƻƭŘƛƴƎ ōȅ ŀƴ ƛƴŘƛǾƛŘǳŀƭ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊ ƛƴ ŀ ŘƻƳŜǎǘƛŎ ŦƛƴŀƴŎƛŀƭ 

ƛƴǎǘƛǘǳǘƛƻƴΦ ¢ƘŜ ƛƴŎǊŜŀǎŜ ƛƴ ŦƻǊŜƛƎƴ ǇŀǊǘƛŎƛǇŀǘƛƻƴ ƛƴ ǘƘŜ ŦƛƴŀƴŎƛŀƭ ǎŜŎǘƻǊ ǘƘǊƻǳƎƘ ŀŎǉǳƛǎƛǘƛƻƴ 

ŀƴŘ ŦƻǊŜƛƎƴ ŘƛǊŜŎǘ ƛƴǾŜǎǘƳŜƴǘ Ƙŀǎ ƭŜŘ ǘƻ ŀ ƘƛƎƘ ŘŜƎǊŜŜ ƻŦ ŦƻǊŜƛƎƴ ƻǿƴŜǊǎƘƛǇ ǿƛǘƘ ǘƘŜ 

ƛƴŎǊŜŀǎƛƴƎ ƛƴ ǘƘŜ ōŀƴƪΦ ¢ƘŜ ōŀƴƪ ǿŀǎ ǊŜōǊŀƴŘŜŘ ŀƴŘ ƛǘǎ ƴŀƳŜ ŎƘŀƴƎŜŘ ǘƻ {D-{{. ŀŦǘŜǊ 

{ƻŎƛŞǘŞ DŞƴŞǊŀƭŜ ŀŎǉǳƛǊŜŘ ƻǾŜǊ рм҈ ŎƻƴǘǊƻƭƭƛƴƎ ƛƴǘŜǊŜǎǘ ƛƴ ǘƘŜ ƛƴǎǘƛǘǳǘƛƻƴΦ 

7.2.2 Change in Ownership Structure 

¦ƴƭƛƪŜ ǘƘŜ {h.ǎ ŘƛǎŎǳǎǎŜŘ ŀƭǊŜŀŘȅΣ {D-{{. ǿŀǎ ŎƻƳǇƭŜǘŜƭȅ ǇǊƛǾŀǘƛǎŜŘ ǿƛǘƘ ŦƻǊŜƛƎƴ ƛƴǾŜǎǘƻǊ 

ƳŀƧƻǊƛǘȅ ŀƴŘ ƭƻŎŀƭ ƛƴǎǘƛǘǳǘƛƻƴŀƭ ƳƛƴƻǊƛǘƛŜǎΦ {D-{{. ŜȄǇŜǊƛŜƴŎŜŘ ŎƻƳǇƭŜǘŜ ǇǊƛǾŀǘƛǎŀǘƛƻƴ ŦǊƻƳ 

ǘƘŜ ǎǘŀǘŜ ƻǿƴŜǊǎƘƛǇ ǘƻ ǇǊƛǾŀǘŜ ƻǿƴŜǊǎƘƛǇ ŀƴŘ ŎƻƴǘǊƻƭ ǿƛǘƘƛƴ ǘƘŜ ǎǘǳŘȅ ǇŜǊƛƻŘΦ Lƴ мффпΣ {ƻŎƛŀƭ 

{ŜŎǳǊƛǘȅ .ŀƴƪ ό{{.ύ ŀƴŘ ǘƘŜ bŀǘƛƻƴŀƭ {ŀǾƛƴƎǎ ŀƴŘ /ǊŜŘƛǘ .ŀƴƪ όb{/.ύ ƳŜǊƎŜŘ ǳƴŘŜǊ ŀ ²ƻǊƭŘ 

.ŀƴƪ ǇǊƻƎǊŀƳΣ ǘƻ ƳŀƪŜ ƛǘ ƳƻǊŜ ŀǘǘǊŀŎǘƛǾŜ ǘƻ ǇƻǘŜƴǘƛŀƭ ƛƴǾŜǎǘƻǊǎΦ ¦ƴŀōƭŜ ǘƻ ŦƛƴŘ ŀ ŎǊŜŘƛōƭŜ 

ǎǘǊŀǘŜƎƛŎ ƛƴǾŜǎǘƻǊΣ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ƻŦ DƘŀƴŀ ŘƛǾŜǎǘŜŘ ƛǘǎ нм҈ ǎƘŀǊŜ ƻŦ ǘƘŜ ōŀƴƪ ŀƴŘ ƛǘ ǿŀǎ 

ŎƻƴǾŜǊǘŜŘ ǘƻ ŀ ǇǳōƭƛŎ ƭƛƳƛǘŜŘ ƭƛŀōƛƭƛǘȅ ŎƻƳǇŀƴȅ ŀƴŘ ǎǳōǎŜǉǳŜƴǘƭȅ ƭƛǎǘŜŘ ƻƴ ǘƘŜ DƘŀƴŀ {ǘƻŎƪ 

9ȄŎƘŀƴƎŜΦ 

 

  ¢ŀōƭŜ т-м {ƘŀǊŜƘƻƭŘƛƴƎ ƻŦ {D-{{. ŀǎ ŀǘ ǘƘŜ ŜƴŘ ƻŦ нллл 

wŀƴƪ bŀƳŜ ƻŦ ǎƘŀǊŜƘƻƭŘŜǊ !Ƴƻǳƴǘ ƻŦ ǎƘŀǊŜǎ ό҈ύ hǿƴŜǊǎƘƛǇ ¢ȅǇŜ 

м {ƻŎƛŞǘŞ DŞƴŞǊŀƭŜ CƛƴŀƴŎƛŀƭ 

{ŜǊǾƛŎŜǎ IƻƭŘƛƴƎ 
рлΦнп tǳōƭƛŎ Lƴǎǘƛǘǳǘƛƻƴ 

н {{bL¢ ннΦмп {ǘŀǘŜ CǳƴŘ 

о 5ŀƴƛŜƭ hŦƻǊƛ όŀƴ LƴŘƛǾƛŘǳŀƭύ лтΦом tǊƛǾŀǘŜ Lƴǎǘƛǘǳǘƛƻƴ 

п hǘƘŜǊǎ нлΦом LƴŘƛǾƛŘǳŀƭǎ 

{ƻǳǊŎŜΥ {ǳǊǾŜȅ Řŀǘŀ 

 
















































































































































































































