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SUMMARY

Concern with bank failures and crises due to the increased
volume and complexity of banking risks has emphasised banking
regulatory policy that is aimed towards helping to ensure bank
safety. In response to the changing banking environment, prudential
supervision has increased in importance. This study is an empirical

evaluation of the impact of the present and evolving supervisory

system 1in Zimbabwe. The ultimate aim is to 1identify the most
appropriate system that can best meet supervisory objectives. It 1s
found that capital adequacy supervision is a central requirement for
effective supervision.

Three research methods were applied to the problem: field
survey, theory and related statistical analysis, and simulation.
The field survey established the pressures leading to supervision,

and the objectives, instruments and likely effects of supervision in
Zimbabwe. Theory and practical policy considerations were then used
to draw out the potential empirical effects of supervision.

For statistical testing purposes, supervision was proxied as
the imposition of capital adequacy constraints. The general
methodological approach used was to analyse trends in performance
and condition of banks before and after the implementation of
supervision. Since the Zimbabwean supervisory system 1s mnew, a
comparative study of other developing countries’ supervision was
undertaken. Non-statistical, financial simulation experiments were
then carried out to illustrate more clearly the important policy

implications of the results.
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The results confirmed the importance of capital adequacy
analysis. It was concluded that capital ratios should be
strengthened as volume of operations increased and the operating
environment became risky. Whilst gearing ratios were useful 1in
relating the volume of operations to capital strength, the results
indicated the comparative suitability of adopting the risk assets
ratios which facilitates more detailed risk appraisal. However, it
was concluded that capital ratios, used alone, are not adequate

indicators of overall prudential soundness. Close and adequate

monitoring of all bank operations are also essential.
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CHAPTER 1

AIMS AND METHODOLOGY

1.1 AIMS OF THE STUDY

The primary aim of this study is to evaluate the costs and
benefits of implementing different alternative bank supervisory
(prudential regulation) systems in Zimbabwe. Bank supervision is
concerned primarily with regulating and monitoring the 'prudential
health’ of financial firms. In the early stages of its use as a
policy instrument it is also (wrongly) seen as an additional way of
directing banking resources towards specific development aims.
Present supervisory policies and plans in Zimbabwe will be compared
with other possible supervisory ’'policy mixes’ that Zimbabwe might
adopt. A related aim is to use this evaluation exercise in order to
establish policies on how best to implement, operate and develop the
most appropriate supervisory system for Zimbabwe.

The most appropriate supervisory system for Zimbabwe will be
one which meets the stated aims of the government. Ceteris paribus
supervision should improve the risk - return locus of banking. In
this context the implementation of an appropriate supervisory
process should help stimulate - or at the very least not hinder -

real economic development.

This research involves necessarily an enquiry into the economilc
impact of supervision: whether a practical supervisory system can
help to promote the growth of the banking system consistent with
aiding economic development. Thus, an important research objective
that is related directly to the primary aims of the study 1s to

examine whether supervision can help to improve the performance of



banks, encourage them to use more efficient methods in their

operations.

Various aspects of efficiency that are relevant to this
hypothesis will be explored - a fundamental economic one is
improving the risk:return (efficiency frontier) 1locus for banks.
Supervision might promote the banking habit and help financial
institutions by inspiring greater public confidence in the system.
In this setting an appropriate system of bank supervision should
help the development of a sound financial system, and this may
induce the household sector to save a greater part of its surplus in
the form of financial assets: this 1is essential for growth in a
developing economy.

Although the development context of supervision cannot be
ignored completely 1in a developing country 1like Zimbabwe, the
primary aim of this research 1is not concerned directly with
development. Our concern is with the design and implementation of a
practical supervisory system for Zimbabwe. Concern with the related
development aspects of supervision may be summarised in that any
recommended system should ideally meet the following criteria:

1 The recommended system should, at the very least, not
hinder real development

2 Faced with two competing (mutually exclusive) supervisory
systems, for Zimbabwe, and subject to 1 being met, we
should generally prefer that system which is likely to aid

economic development to the greatest eXtent.

These are the normative objectives for which simple, pragmatic tests

will be developed.



It 1s 1important to emphasise our primary concern with
supervision. Zimbabwe has already committed 1itself to the
implementation of a bank supervisory system. We shall explore this
decision, but it is not our primary objective to question it. Our

research orientation is rather: ’'Given that supervision in Zimbabwe
is a committed policy decision, how best may it be implemented ...?'
A great deal of research into the bank supervisory process also
adopts - often implicitly - this same approach. Most serious

students of developed banking systems, for example, do not dispute
the need for some supervision. The policy issue is the desirable

extent and form of supervision.

Our adoption of this speclalised and, admittedly, partial
approach facilitates a more direct exploration of supervisory issues
in a developing country. A more explicit concern with the rationale
for supervision and associated development issues would open a
veritable 'can of worms’. The ’'model’ we shall explore, then, 1s

the design and implementation of a practical supervisory system in a

developing country. We seek to strip out as much 'noise’ as

possible from our model in order to focus on the primary aim
investigated. Zimbabwe 1is our case study. Nevertheless, the
related and selective normative (positive) 1implications of a good

supervisory system will be explored where relevant to the primary
aim of the study. 1In particular it will be argued that supervision
may need to be developed alongside structural deregulation
(l1iberalisation) of a financial system in order to help ’capture’
the alleged economic benefits of such a deregulation process. It 1is

not the purpose of this study, however, to explore the exact

tradeoffs between these two important policy areas.
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