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Financial Sector Development in Financial Sector Development in 
MENA MENA 

What does the paper do? What does the paper do? 
Main observations, trends & resultsMain observations, trends & results
Sins of Omission & CommissionSins of Omission & Commission
Some Issues for PolicySome Issues for Policy
Proposals for Research and Reform Proposals for Research and Reform 
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What is Paper About? What is Paper About? 
Develops Index of Financial Development composite of 35 Develops Index of Financial Development composite of 35 

indicators including:indicators including:
1.1. Development of the monetary sector and monetary Development of the monetary sector and monetary 

policypolicy
2.2. Banking sector size, structure, and efficiency (including Banking sector size, structure, and efficiency (including 

the role of the government in the sector)the role of the government in the sector)
3.3. Development of the nonDevelopment of the non--bank financial sector bank financial sector 
4.4. Quality of banking regulations and supervision Quality of banking regulations and supervision 
5.5. Financial opennessFinancial openness
6.6. Quality of the institutional environment Quality of the institutional environment 

Develops Alternative Quantitative IndexDevelops Alternative Quantitative Index

Examines GrowthExamines Growth--FS Development RelationFS Development Relation
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T able 2 . M idd le E ast and  N orth  A frica  C ountries: F inancia l D evelopm ent Index, 2002 /03  1 /
(B ased  on Q ualita tive and  Q uantita tive D ata)  Scale: 0 -10  2 /

F inancia l 
D evelopm ent 

Index
B anking  

Sector 

N on-B ank 
F inancia l 

Sector 
R egu la tion  - 
Superv ision  

M onetary  
Sector &  

P olicy  
F inancia l 
O penness 

Institu tiona l 
E nvironm ent

B ahrain 7 .66 7 .28 5 .00 9 .33 7 .77 8 .00 8 .89
L ebanon 6 .97 8 .74 3 .33 7 .67 8 .25 7 .00 5 .22
Jordan 6 .93 7 .06 6 .33 8 .67 6 .50 8 .00 5 .44
K uw ait 6 .80 7 .36 5 .00 8 .00 6 .62 8 .00 5 .89
U nited  A rab  E m irates 6 .60 7 .89 5 .00 6 .67 5 .98 8 .00 5 .89
Saudi A rab ia 6 .37 7 .83 3 .33 8 .00 6 .42 8 .00 4 .22
O m an 6 .13 7 .10 5 .00 8 .33 4 .19 8 .00 4 .78
Q atar 5 .68 6 .81 0 .67 6 .67 5 .66 8 .00 6 .33
Pakistan 5 .60 4 .19 6 .33 7 .67 7 .37 4 .00 3 .89
T unisia 5 .57 7 .70 4 .67 5 .33 4 .46 5 .00 5 .00
M orocco 5 .54 5 .62 4 .67 7 .33 6 .84 4 .00 3 .78
E gypt, A rab  R ep . 5 .45 5 .99 6 .33 5 .33 5 .57 6 .00 3 .22
Sudan 4 .84 6 .29 0 .67 3 .67 6 .19 7 .00 4 .54
Y em en, R ep. 3 .87 4 .15 0 .67 3 .33 5 .00 9 .00 2 .22
D jibouti 3 .79 3 .85 1 .33 5 .00 4 .40 7 .00 2 .00
M auritan ia 3 .45 3 .76 0 .67 3 .00 3 .94 5 .00 4 .50
A lgeria 3 .23 2 .55 3 .00 3 .46 4 .36 4 .00 2 .33
Iran , Islam ic R ep. 2 .33 1 .87 3 .33 3 .33 0 .51 4 .00 2 .42
Syrian  A rab  R epublic 1 .13 1 .92 0 .67 0 .00 0 .90 0 .00 2 .42
L ibya 0 .99 1 .35 0 .67 2 .00 0 .50 0 .00 1 .00

A verage 4 .95 5 .46 3 .33 5 .64 5 .07 5 .90 4 .20

Source: IM F staff calculation
1 /  O rig inal "sub jective"  w eighted  index.
2 /  Scale:  V ery L ow = below  2 .5 , L ow = 2.51-5 .0 , M ed ium = 5.1 -6 .0 , H igh= 6 .0 -7 .5 , V ery H igh= above 7 .5 .
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2 0 0 0 /0 1 2 0 0 2 /0 3

B a h r a in 7 .5 5 7 .6 6
L e b a n o n 7 .0 0 6 .9 7
J o r d a n 6 .7 9 6 .9 3
K u w a i t 6 .7 5 6 .8 0
U n i te d  A r a b  E m ir a te s 6 .5 5 6 .6 0
S a u d i  A r a b ia 6 .1 8 6 .3 7
O m a n 6 .0 9 6 .1 3
Q a ta r 5 .6 0 5 .6 8
E g y p t ,  A r a b  R e p . 5 .5 4 5 .6 0
T u n is ia 4 .8 1 5 .5 7
P a k is ta n 4 .7 8 5 .5 4
M o r o c c o 4 .7 6 5 .4 5
Y e m e n ,  R e p . 3 .7 6 4 .8 4
A lg e r ia 3 .4 6 3 .8 7
D j ib o u t i 3 .3 0 3 .7 9
S u d a n 3 .2 6 3 .4 5
M a u r i ta n ia 3 .1 6 3 .2 3
I r a n ,  I s la m ic  R e p . 1 .5 6 2 .3 3
L ib y a 1 .2 3 1 .1 3
S y r ia n  A r a b  R e p u b l ic 1 .1 7 0 .9 9
A v e r a g e 4 .6 6 4 .9 5

S o u r c e :  I M F  s ta f f  c a lc u la t io n
1 /   O r ig in a l  " s u b j e c t iv e "  w e ig h te d  in d e x .
2 /   S c a le :   V e r y  L o w = b e lo w  2 .5 ,  L o w = 2 .5 1 – 5 .0 ,  M e d iu m = 5 .1 – 6 .0 ,  H ig h = 6 .0 – 7 .5 ,  
V e r y  H ig h = a b o v e  7 .5 .

F in a n c ia l  D e v e lo p m e n t  I n d e x

T a b le  1 .  M id d le  E a s t  a n d  N o r t h  A f r ic a  C o u n t r ie s :  
F in a n c ia l  D e v e lo p m e n t  I n d ic e s  1 /

( B a s e d  o n  Q u a l i t a t iv e  a n d  Q u a n t i t a t iv e  D a ta )   S c a le :  0 – 1 0  2 /
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C o u n tr ies 1 96 0 s 1 97 0 s 1 98 0 s 1 99 0 s

M E N A  a vera ge 2 .9 3 .3 3 .9 3 .5
M E N A  a v era g e (w ith ou t L eb a n o n ) 2 .6 2 .9 3 .3 3 .1

A fghanistan ... ... ... ...
A lgeria 2 .4 4 .2 5 .0 2 .7
E gyp t, A rab  R ep . 1 .7 1 .9 3 .5 3 .8
Iran , Islam ic  R ep . 3 .8 3 .3 2 .4 2 .4
Jo rd an 3 .1 3 .7 5 .3 5 .4
K uw ait ... ... 5 .7 5 .0
L eb ano n 5 .1 6 .7 9 .6 6 .4
M auritan ia 2 .4 2 .7 3 .0 2 .6
M o ro cco 2 .6 2 .8 3 .0 4 .0
O m an ... 2 .6 2 .8 3 .3
P akistan 2 .7 2 .9 3 .0 3 .1
Q atar ... ... ... 4 .2
S ud an 2 .5 2 .1 1 .5 0 .9
S yrian  A rab  R ep ub lic 2 .2 1 .9 1 .8 2 .3
T unisia 3 .3 3 .8 4 .5 4 .8
U nited  A rab  E m ira tes ... 2 .9 3 .8 4 .3
Y em en, R ep . ... ... ... 1 .3

In d u str ia l a v era ge 3 .9 4 .6 5 .1 5 .9

" A sian  T ig ers"  A vera ge 1 .8 2 .9 4 .1 5 .7

L a tin  A m erica  - C arib b ea n  av era g e 2 .4 2 .9 3 .0 3 .4

S o u th  A sia  av era g e 1 .6 1 .7 2 .4 2 .7

S u b -S ah ara n  A frica  av erag e 2 .3 2 .5 2 .3 2 .1

S o urce :  IF S .

T ab le  5 . F in an cia l D evelop m en t (A ltern ative  In d ex), 1960-90s
(B ased  o n  Q u a n tita tive  D ata )          S ca le: 0 -10



77

Main Observations, Trends & Main Observations, Trends & 
Results: IResults: I

MENA FS less developed than other regions at similar MENA FS less developed than other regions at similar 
level of economic developmentlevel of economic development
No surprises in country rankingsNo surprises in country rankings
FS are bank dominated systemsFS are bank dominated systems
Colonial past and its economic history are major Colonial past and its economic history are major 
institutional factors explaining bank dominance of FS as institutional factors explaining bank dominance of FS as 
well as the choice of exchange rate regime in the MENA well as the choice of exchange rate regime in the MENA 
countries countries 
FS liberalization & Reform, Privatization process yielded FS liberalization & Reform, Privatization process yielded 
limited change: no ‘popular capitalism’limited change: no ‘popular capitalism’
‘Roaring 1990s’ lost decade for MENA‘Roaring 1990s’ lost decade for MENA
Conflicts have retarded FS and economic developmentConflicts have retarded FS and economic development
MENA FS not integrated with international capital MENA FS not integrated with international capital 
marketsmarkets
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Main Observations, Trends & Main Observations, Trends & 
Results: IIResults: II

Government ownership and intervention in the Government ownership and intervention in the 
banking and financial sector have been a major banking and financial sector have been a major 
contributor to its lack of development and by contributor to its lack of development and by 
implication lack of contribution to economic implication lack of contribution to economic 
growthgrowth
Region’s relatively good performance in bank Region’s relatively good performance in bank 
regulation and supervision largely attributable:regulation and supervision largely attributable:

Implementation of international standards, in Implementation of international standards, in 
particular the Basel Core Principles particular the Basel Core Principles 
Banking supervision appointments have tended to be Banking supervision appointments have tended to be 
nonnon--political, technical and professional political, technical and professional 
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World 33.5 m 27,561,743
Low income 18.0 158,646
Middle income 39.0 1,712,619
  Low er middle income 33.8 883,032
  Upper middle income 52.0 829,587
Low & middle income 26.8 1,871,265
  East Asia & Pacif ic 27.1 723,605
  Europe & Central Asia 33.8 181,064
  Latin America & Carib. 35.5 609,072
  Middle East & N. Africa 36.4 131,528
  South Asia 25.9 117,817
  Sub-Saharan Africa 19.0 108,179
High income 87.0 25,690,523
 Europe EMU 89.5 4,164,198

Institutional Investor Credit Ratings Institutional Investor Credit Ratings 
& Market Capitalization, 2002& Market Capitalization, 2002
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Sins of Omission & Commission ISins of Omission & Commission I
What is the relevant benchmark for analysis? Compare with What is the relevant benchmark for analysis? Compare with 
international best practice, to international codes and standardinternational best practice, to international codes and standards s 
Measures of Breadth, Depth and Liquidity Measures of Breadth, Depth and Liquidity 
UnderUnder--focus on the (lack) of development of debt and equity focus on the (lack) of development of debt and equity 
markets markets 
Use indicators available from Credit Reporting Systems (public aUse indicators available from Credit Reporting Systems (public and nd 
private), relating to credit use, volume and value of credit, anprivate), relating to credit use, volume and value of credit, and the d the 
number of beneficiaries number of beneficiaries 
Indicators may Indicators may overstateoverstate the level and rate of growth of financial the level and rate of growth of financial 
sector development, since it omits:sector development, since it omits:

The extent of unThe extent of un--banked householdsbanked households
The nonThe non--participation of the informal sector in financial servicesparticipation of the informal sector in financial services
The limited participation in equity marketsThe limited participation in equity markets

Neglect of payment system and payment media indicators: intrinsiNeglect of payment system and payment media indicators: intrinsic c 
component of the operation of financial markets: financial component of the operation of financial markets: financial 
infrastructure ‘plumbing’ infrastructure ‘plumbing’ 
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Sins of Omission & Commission IISins of Omission & Commission II

Importance of distinguishing between Importance of distinguishing between de de jurejure
and and dede facto régimes for exchange rate systems facto régimes for exchange rate systems 
and financial sectorsand financial sectors : ‘rules of the game’, : ‘rules of the game’, 
competition & entry, asset price & interest rate competition & entry, asset price & interest rate 
flexibilityflexibility
Develop measures of ‘Coasian’ transactions costs Develop measures of ‘Coasian’ transactions costs 
that are barriers to FS development and that are barriers to FS development and 
amenable to reduction and change through the amenable to reduction and change through the 
implementation of policy reforms implementation of policy reforms 
Indicators of the state of legal & regulatory Indicators of the state of legal & regulatory 
reform & developmentreform & development
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Implications for Banking & Financial Implications for Banking & Financial 
Sector DevelopmentSector Development

Our countries should leapfrog: not easy, but changes Our countries should leapfrog: not easy, but changes 
call forcall for

Revise view of financial sector development Revise view of financial sector development 
Role of government & central banks to change: selected Role of government & central banks to change: selected 
leapfrogging to be considered more proactively, and leapfrogging to be considered more proactively, and 
monitoring of increased risk to participantsmonitoring of increased risk to participants

Public policy needs to develop preconditions:Public policy needs to develop preconditions:
infrastructure (telecommunications) & infrastructure (telecommunications) & infoinfostructurestructure
law and regulations to enable eBanking and eFinancelaw and regulations to enable eBanking and eFinance
SecuritySecurity
Competition policiesCompetition policies
From institutional to more functional approach to regulation From institutional to more functional approach to regulation 
and supervisionand supervision
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Changes in Public PoliciesChanges in Public Policies
Enabling environment 

Communications Infrastructure

Electronic Security Arrangements

Information Infrastructure

Legal framework and enforcement Risk related 
regulations

 Competition policy

Managing risks 

Institutions/prudential 

Consumer/investor protection
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Regulatory EnvironmentRegulatory Environment
Credible and transparent regulatory Credible and transparent regulatory 
environmentenvironment
Regulatory environment must not be Regulatory environment must not be 
perceived to be under control or perceived to be under control or 
influence of any particular interest influence of any particular interest 
groupgroup
Regulators should be independent from Regulators should be independent from 
industry and from political partiesindustry and from political parties
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Financial services: Institutional Financial services: Institutional 
Reforms & GovernanceReforms & Governance

Major Reform Areas:Major Reform Areas:
1.1. Social Security ReformSocial Security Reform
2.2. Develop the Capital Markets and their international Develop the Capital Markets and their international 

integrationintegration
3.3. Focus on Governance of Banking and Financial Focus on Governance of Banking and Financial 

ServicesServices
4.4. Regional economic & financial integration to develop Regional economic & financial integration to develop 

markets and create the potential for increased markets and create the potential for increased 
specialization and potential benefits from economies of specialization and potential benefits from economies of 
scale and scope scale and scope 

5.5. Liberalization of trade in servicesLiberalization of trade in services
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Financial services: Institutional Financial services: Institutional 
Reforms & Governance IIReforms & Governance II

Public policy needs to develop preconditions:Public policy needs to develop preconditions:
infrastructure (telecommunications) & infrastructure (telecommunications) & infoinfostructurestructure
Law and regulations to enable Law and regulations to enable eBankingeBanking and and eFinanceeFinance
Security of transactionsSecurity of transactions
Competition policiesCompetition policies
Move Move fromfrom institutional to more functional approach institutional to more functional approach 
to regulation and supervisionto regulation and supervision
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Financial Stability & Soundness Financial Stability & Soundness 
StandardsStandards

Macroeconomic Policy and Data Macroeconomic Policy and Data 
TransparencyTransparency
Institutional and Market Institutional and Market 
InfrastructureInfrastructure
Financial Regulation and SupervisionFinancial Regulation and Supervision
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Macroeconomic Policy and Macroeconomic Policy and 
Data TransparencyData Transparency

Monetary and Financial Policy Monetary and Financial Policy 
TransparencyTransparency

Code of Good Practices on Transparency in Code of Good Practices on Transparency in 
Monetary and Financial Policies IMFMonetary and Financial Policies IMF

Fiscal Transparency Fiscal Transparency 
Code of Good Practices in Fiscal Code of Good Practices in Fiscal 
Transparency IMFTransparency IMF

Data Dissemination Data Dissemination 
General Data Dissemination System IMFGeneral Data Dissemination System IMF

Data CompilationData Compilation
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Institutional and Market InfrastructureInstitutional and Market Infrastructure

Insolvency & bankruptcy World Bank  Insolvency & bankruptcy World Bank  
Corporate Governance Corporate Governance 

Principles of Corporate Governance OECDPrinciples of Corporate Governance OECD
Accounting Accounting 

International Accounting Standards (IAS) International Accounting Standards (IAS) 
Auditing  Auditing  

International Standards on Auditing (ISA)International Standards on Auditing (ISA)
Payment and Settlement Payment and Settlement 

Core Principles for Systemically Important Payment Systems BIS  Core Principles for Systemically Important Payment Systems BIS  
Recommendations for Securities Settlement Systems Recommendations for Securities Settlement Systems 
CPSS/IOSCOCPSS/IOSCO

Market Integrity Market Integrity 
Forty Recommendations + 8 Special Recommendations Against Forty Recommendations + 8 Special Recommendations Against 
Terrorist Financing of the FATF Terrorist Financing of the FATF 

Market FunctioningMarket Functioning
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Financial Regulation and Financial Regulation and 
SupervisionSupervision

Banking Supervision Banking Supervision 
Core Principles for Effective Banking Core Principles for Effective Banking 
Supervision BCBS  Supervision BCBS  

Securities Regulation  Securities Regulation  
Objectives and Principles of Securities Objectives and Principles of Securities 
Regulation IOSCORegulation IOSCO

Insurance Regulation Insurance Regulation 
Insurance Core Principles IAISInsurance Core Principles IAIS

Financial Conglomerate SupervisionFinancial Conglomerate Supervision
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Agenda for Action & Policy: IAgenda for Action & Policy: I
Publish Financial Development Index, Publish Financial Development Index, 
Financial Sector Arrangements and Financial Sector Arrangements and 
BarriersBarriers, on a regular basis: quarterly, , on a regular basis: quarterly, 
interactive, onlineinteractive, online
Include: Indicators on Include: Indicators on 

Payment System DevelopmentPayment System Development
Debt & Equity MarketsDebt & Equity Markets
Credit MarketCredit Market
Legal & Regulatory InfrastructureLegal & Regulatory Infrastructure
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Agenda for Action & Policy: IIAgenda for Action & Policy: II
FS Reform should be priority on policy agendasFS Reform should be priority on policy agendas
Adopt 12 Financial Standards for Financial Adopt 12 Financial Standards for Financial 
Stability as basis for FS developmentStability as basis for FS development
Provide assistance for establishment of FS Provide assistance for establishment of FS 
Infrastructure: Independent CMA, Laws & Infrastructure: Independent CMA, Laws & 
Regulations, SSS, Trade logisticsRegulations, SSS, Trade logistics
MENA should aim to leapMENA should aim to leap--frog: focus on efrog: focus on e--
Banking and eBanking and e--Finance as benchmarksFinance as benchmarks
BuildBuild--up institutional investmentup institutional investment
Reform Social Security SystemsReform Social Security Systems
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Financial Sector Development in Financial Sector Development in 
MENAMENA

FS Development & Reform can be a major FS Development & Reform can be a major 
tool for achieving economic reform and tool for achieving economic reform and 
increased private sector participationincreased private sector participation


