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PREFACE

HISTORY OF AFRICA CAPITAL MARKETS FORUM

The African Capital Markets Forum (ACMF) traces its beginnings to the November 1992
International Conference held in Abuja, Nigeria with the objective of promoting capital
markets in Africa. Onc of the recommendations resulting from the conference was the
cstablishment of an African Capital Markets Forum to discuss common problems of
members, proffer solutions to them, and promotc the exchange of information and co-
operation among all stakcholders. The thinking was that such a body, if given the necessary
support by African governments and the private sector, could accelcrate the development of
capital markets in the region. At the umc, there were cight stock exchanges in Africa.

ACMF was launched in Accra by Zimbabwean President Robert Mugabe during African
Heads of State Conference on Reviving Private Investment in Africa in June, 1996. ACME
is incorporated in Ghana as a company limited by guarantce. The Secerctariat of the
organization is also bascd in Ghana.

ACMTI has four broad objcctives, namcly tor

»  Promote the establishment of formal capital markets in Africa;

»  Accclerate the development of existing markets;

» Promotc co-operation among African capital market institugons; and

= Provide 2 forum for the exchange of ideas among African capital market institutions.

BACKGROUND TO CONFERENCE

The recent financial turmoil in Asian economies has been a subject of extensive discussion.
While opinions differ, there is agrecment that a sudden cessation and withdrawal of
previously large inflows of portfolio capital can be destabilizing. The negative cffects have
been reflected in steep declines in currency and equity values and a contraction of cconomic
activity. While African cconomies have not reccived the large doses of capital inflows which
Asian cconotnics enjoyed, portfolio flows into Africa have increased in the wake of Africa’s
cconomies restructuring and opening up of financial markets.

The 1999 International Conference of the African Capital Markers Forum, therefore,
focused on the risks and benefits of global capital flows, with particular emphasis on Africa.
A distinguished group of speakers were assembled who shared their perspectives on how
Africa can position itself to minimize the economic shocks associated with global flows
while maximizing the benefits to African economies. In additon to the main theme of the
conference, there were round-tables of stock exchanges, investment bankers and mutual
funds, and workshops on tesearch, market integration, training and rcgulation. The
programme for thc Conference and the list of members for the technical planning
committee arc provided in Annexes B and C.

The Conference was well attended by partdcipants from the OAU Secretariat, the US.A,



Hurope and Africa. In all, there were 120 participants. The list of the participants is
included in Annex B.

Sam Mensah

Sceretary, Governing Council
African Capital Markets Forum
Suite 413, SSNIT Tower Block
P. O. Box CT 5789

Accra, Ghana

Tel: 233-21-701-0249
Fax:233-21-701-0248



CHAPTER 1

CHAIRMAN’S OPENING REMARKS

Jude K. Bucknor
Managing Director, CAI. Merchant Bank, Ghana

1 would like to formally welcome you all to this conference. Before 1 proceed, 1 would like
to thank African Capital Markets Forum for osganising this conference which brings
together expertise from various countrics in Africa and other parts of the world to dcliberate
on the risks and benefits of the globalization of African capital markets. 1 would also like w0
thank very much the sponsors for supporting this conference and for their appreciation of
how critical the type of discussions we will have here today arc.

Those of you who arc watching the markets would agrce with me that there are exciting
things happening in the capital markets. We have scen the aftermath of the Asian crisis and
the restructuring taking place in places such as Korea, Japan, ctc. We have also scen all kinds
of mergers in the financial services, the oil and the encrgy sectors. There have also been
record breaking stock market performances in the US. Al these show that the tmes we arc
in are very exciting moments for the capital markets.

From all these observations, it becomes clear then that during the next decade as the world
becomes globalized, those who will win are those who will be able to compcete for capital.
Also, two things become very obvious, especially as we look at the Asian erisis. In the first
place, Africa was spared from some of the negative cffects of the Asian crisis. The other side
of the coin was that Africa has not benefited from the immensc capital flows that are going
around the wotld looking for investments.

In order to allow capital flows into our capital markets to spur economic growth, certain
issues need to be addressed. Therc arc questions about institutional mechanisms, the legal
framework, problems of liquidity of our stock markets, the sizes of our markets and the
macro-cconomic policies that we have to put in place to prevent the kind of misalignments

that precipitated the Asian crisis.

1 hope that this conference would provide the right platform for detailed discussions on
these issues raised.

Thank You.



CHAPTER 2

WELCOME REMARKS

Mr. George Akamiokhor
Chairperson, African Capital Markets Forum (ACMF)

1 am delighted to formally welcome you this morning to this important confcrence on
“Globalization of African Capital Markets: Risks and Benefits” organized by the African
Capital Markets Forum (ACMF). The conference is particularly significant as it is aimed at
focusing on the globalization of African capital markets, an issuc, which has no doubt
gencrated interest and concern among observers of the contnent. The confecrence is also
being held at the twilight of the 20™ century, a century which has been marked by major
financial market developments including its globalization. It is indeed belicved that financial
markets, given recent and expected developments, would become much more global in the
21" century. But how has Africa fared in the globalization moves? While there is no doubt
that progress has been made, the continent still lags behind others in this regard. Within the
continent, the level of progress has also differed among countrics as somc have madec
admirable progress while others have not.

There are obvious constraints to the globalization of African capital markets. Thesc include
size, as many of these markets are quite small mcasured by such indicators as markets
capitalization, trading value and listings. Market capitalization of 2 number of African capital
markets is, for instance, much smaller than the size of assets of many global funds managers.
African entrepreneurs are stll very much evasive of opening their companies to outside
membership — preferring to remain closed even under serious financial requircments.
Besides, the size of many African enterprises are relatively small.

There are also in some markets infrastructural inadequacies, partcularly in the arca of
clearing, scttlement, depository and custody scrvices, although these are improving
remarkably. Added to these, is the fact that information on African markets is rclatively
limited and not widely circulated. 1 nced also mention restrictive policies such as exchange
control and unfavourable tax regimes, which still exist in a few markets. These weaknesses
have clearly impacted on the global competitiveness of many African capital markets.
Nevertheless, there ate many positive developments on the continent which nced
highlighting. For instance, various measures have becn taken and are being taking to
strengthen African markets and indeed prepare them for the global challenges of the next
millennium. In Nigeria for instance, the stock exchange has significantly improved its
infrastructaral facilities with the introduction in 1997 of a central securities clearing and
settlement facility which has enabled the market achieve 2 T+3 clearing and setdement cycle.
Trading facilities were up-dated carlier in 1999. Today, the Nigenian Stock Exchange
operates an automated (screen-based) trading system with workstations on the floor for
brokers to transact trade. The exchange is working towards attaining a T+3 scrtdement
system.

Also a new securitics law — the Investments and Sccurities Decree has been introduced in



Nigeria with enlarged functions and responsibilitics for the Securities and FExchange
Commission, as well as provisions for the cstablishment and regulation of commodity,
opdons and futurc cxchanges, and capital trade points, among others. With these
developments, the transparency and efficiency of the Nigerian capital market have been
strengthened, while new financial instruments have been introduced.

I am aware that significant developments ate also taking place clsewhere in Africa. 1In
Ghana, the Securities Regulatory Commission commenced full operation recently. ‘This is 2
healthy development for the growth of Ghana’s securitics industry.

Cooperation has also increased among African’s capital markets, particularly at the sub-
regional level, and I must commend the Aftican Stock Exchanges Association (ASEA) for its
work in promoting cooperation among Africa’s Stock Iixchanges.

The improving macro-cconomic and political environment in some African countrics has
encouraged access to the international capital market for funds and listing.

There is no gainsaying that sound macro-cconomic policies, good legal and regulatory
infrastructure, as well as favourable tax environments, arc vital to the devclopment and
globalization of capital markets. The development of a professional wotk force in the capital
market is also a must for efficient financial intermediation, while a strong private sector
could be engendered by promoting the development of capital markets. Globalization of
capital markets with attendant capital inflow could also foster the development of private
cnterprises.

The benefits of capital market globalization are obvious, but we should not lose sight of the
risk which recent global happenings have shown. We need to learn lessons from the
Mcxican debacle and, in more recent times, from the financial market turmoil in East Asia
and Russia. Experiences in these markets have shown that forcign investors would pull out
quickly from a market if the fundamentals go wrong, and such exit could have far reaching
cffccts on an economy. It has also vividly revealed that to attract and retain foreign

investment, and as a matter of fact, derive the benefit of globalization, we must ensurc that

“our house is always in order”.

There are also lessons to learn from the domino effect of the crisis. In other words,
developments in a country can no longer be viewed as the sole affairs of that country.
Today, one country’s problem could easily become everybody’s problem and concern.
Although African markets have not achieved the level of linkage in other regions, they are
increasingly becoming linked, which raises the risk of contagion.

Distinguished ladies and gentlemen, the task of building the African continent as an
attractivc investment destination is no doubt challenging, but certainly not insurmountable.
The world has indeed become a global village with greater interdependency among nations.
It is therefore imperative for African markets to move toward strong linkages among
themselves and with the international financial system which the globalization concept
represents.

L
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The theme of this conference, which is Globalization of African Capital Markets: Risks and
Benefits, is most appropriate, especially 2s we approach the next millennium.  let me
reiterate that Africa requires massive investments if it is to be developed and be a major part
of the global economy in the 21% century.

Intercstingly, capital markets in Africa are rapidly evolving as important sources of
mobilizing savings and facilitating efficient resource allocation to producuve sectors of the
cconomics. Cross-border listings and capital sourcing should be further encouraged as a
uscful mechanism for corporate entities to tap from the international capital market, thereby
improving the market’s profile and the visibility of the continent in the global market.

At this juncturc, may 1 state that this confercnce is a clear testimony of the commitment of
the African Capital Markets Forum (ACME) to onc of its cardinal objectives of providing 2
forum for the exchange of ideas among African capital market institutions. thercfore urge
delegates at this august gathering to painstakingly cxamine the subject matter in all its
ramifications, bearing in mind the enormous challenges facing the continent and the urgent
need to accelerate its socio-economic development.

Before 1 conclude my address, let me once again remind you that the challenges of the new
millennium are quite enormous, particularly for Africa. What is however required is the right
policies, the will and commitment to the development of the continent. Cooperative cfforts
among financial markets in the region are also important.

It is my belief that globalization as a concept will only be meaningful if we cffecrively
hatness the opportunities it has to offer to the African continent.

1 thank you for your attention.
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CHAPTER 3

WELCOME ADDRESS

Ambassador Vijay S. Makban,
Assistant Secretary General of the Organization of African Unity {01 Uj

It gives mc great pleasure to address this distinguished gathering of policy makers,
profcssionals, and practiioners in the financial scctor and on a very topical issuc, that is: the
risk that global capital flows posc and the opportunitcs that thesc flows open for the
nascent African capital markets. The subject of the Conference derives special significance
for various reasons, important among which are:

- its likely effects on the parallel complementary efforts pursued by the African Capital
Markets Forum (ACMF) which are envisaged to reinforce those of the OAU/AEG

- its recognition of the dangers that could stem from unrcgulated short term
destabilising capital movements;

- the importance of capital flows for strengthening African capital markets and
integrating them into the global financial system.

- its relevance to the keen interest and consistent efforts of the Organisaton of
African Unity (OAU)/African Economic Community (AEC) in the arca of financial
market integration and development in Afnca;

1n my speech this moming, 1 intend to throw some light on the foregoing factors which, 1
believe, undetline the importance of capital flows for African capital markets and the role
that these markets should play in the development process of the continent and its various

regions. 1 will therefore take, in order, the above sclected areas, which are aiso thematically
linked.

To start with, 1 propose to revisit the vision of the founding fathers of the OAU and sitwate
the Abuja Treaty in today’s world of globalisation and liberalisation and as far as this rclates
to the role of the financial system in development. Considering the role that has been
assigned to moncy, finance and payments by Articles 44 and 45 of sound financial policics at
the macroeconomic level, the establishment of responsive financial institutions and the
development of dynamic and resilient financial markets will be critical in achicving the
objectives of the AEC Treaty. Indeed, the financial system that is in place can cither be
inducing or discouraging to economic activity. 1 may further argue that cfficient financial
markets, along with other allied policies, could be conducive to sustainable cconomic growth
and development, Converscly, inefficient markets create cffects that these might precipitate
on national as well as cross-border economic transactions.

It is in recognition of the crucial role of financial markets as a facilitator of regional



cconomic integration that the OAU/AEC otganised the Forum on Financial Market
Integration and Development in Africa in July 1997 in Mauritius to exchange views and
share experiences. As a result of this cross-fertilisation, the Forum drew up a list of
recommendations with the primary objective of reforming the financial scctor and
cnbancing its efficiency and contribution to development in African countties. In the same
vein, the forum had identified some future research agenda, such as promotion of private
investment, promotion of regional capital markets, harmonisation of regional monetasy
policics, etc, which are currently being implemented by the QAU/AERC as substantive
individual projects.

Let me now turn to the second point in my speech, namely, the challenges that are likely to
be posed by global capital flows to African capital markets. First, I would contend that
greater tisks to any fragile and not prudently regulated financial system reside in short-term
speculative capital flows. Consequently, opening of the capital account and liberalising the
domestic financial sector before having in place a developed, cfficient and responsive
financial system backed by the necessary economic and financial policies would simply exert
pressures on the domestic exchange rate, money supply, inflation, interest rates and the
current account of the balance of payments. However, in most African countries, capital
markets either do not exist or are in the embryonic stage, at best. Moreover, most Aftican
countties continue to rely on Official Development Assistance (ODA) flows (medium and
long-term) for their economic and social development, with short-term capital flows mostly
felt in trade financing. For these countries, therefore, the challenge will be how to develop
capital markets capable of playing a developmental role through efficient financial
intermediation. Until these markets are developed and also become integrated regionally and
internationally, hot money movements will not have noticeable destabilising effects on the
cconomies of these countries.

However, in the African countries (e.g., Nigeria, Ghana, Cote d’Ivoire, Egypt, Tunisia,
Morocco, Cametroon, Kenya, Mauritius, Botswana and Zimbabwe) where capital markets
have been steadily emerging, the risks that capital flows may bring about will be closcly
related to the size of these flows and the degree of liberalisation of these markets. Whilc
private capital flows have so far failed to raise the low savings rate of Africa (around 16-17
percent of GDP), the foregoing countries have introduced significant financial sector
reforms, including interest rate and exchange rate liberalisation, competition in the financial
system and considerable liberalisation of their capital accounts. Although Foreign Dircct
Investment (FDI) for Africa as a2 whole has been declining in recent years, these countrics,
nevertheless, were able to attract most of the FDI and to strengthen private sector activities
in general. Capital market development has been a major thrust of financial policics in these
countries.

Due to its importance, 1 would like to dwell a bit on capital market development, which
typically involves four main areas of policy:

- Efficient Regulatory Framework: establishing an adequate regulatory framework for
both primary and secondary markets so that an array of financial assets can be traded
with sufficient requirements for regular accounting and disclosure of accounts, and
protection of minority interests. It is also important that the cxisting legal system

-



ensures honouring of financial obligations between contractng partics.

- Fiscal Incentives: reducing differences between the effective rate of taxation applying
to different types of market assets, so as to reduce financial disincentives, cspecially
to the use of equity and long-term debt.

- Capacity Building: technical assistancc and training in the sctung up of neccssary
institutions and intermediarics. Rcform cfforts in this important policy arca should
be pursued regularly and as part of other financial sector support policics.

- Market Liquidity: cnsuring an institutional framework for providing adequatc
liquidity to the market. Banks, for example, could be permitted to participate in
sccuritics markets, though this might create problems both of prudential regulation
and potential conflicts of interest. However, this depends whether the financial
system is “bank-based,” whcre banks and firms have close reladonships, or “market-
based”, in which sccuritics markets arc highly developed and banks arc not closely
involved in industry.

The Fast Asian currency crisis and its contagion cffects had amply demonstrated the need
for well-developed capital markets capable of absorbing and coping with financial shocks
and, if bank-based, quickly identifying, containing and cffectively dealing with financial
distress in the system. 1t also showed that financial liberalisation must be properly scquenced
with other policics in order to minimisc cost and risks and maximisc the benefits and
opportunitics of global capital flows. 1t is my contention that an carly and full liberahsation
of the capital account may not bring about all of the much hoped for dividends from
increased capital flows to the market-oriented and fast-reforming African countrics as their
financial markets are not yet fully developed nor adequately intcgrated. Caution must
however be cxercised in this regard. It is to be recalled that during the joint IMEF/WB
meetings in Hong Kong in 1997, the G-24 firmly opposed opening of the capital account of
developing countrics. Ministers of the G-24 emphasiscd, instead, the nced for a progressive
and flexible approach, even under any transitional arrangements, to cnablc members to
adjust the pace and sequencing of the liberalisation of their capital account, in light of their
policy, institutional, and financial conditions. Thcy also underscored the imperative for
adcquate technical assistance and financing assurances to help countrics 1o move toward
capital account convertibility. 1n addition, they stressed that: a) the liberalisation of the
capital account should not be made a condition for using IMI* resourccs; b) restricdons
arising from measures taken by members for prudential and financial markets development
purposcs should bencfit from flexible approval policics; and ¢) developing countrics arc
strongly advised to develop their financial market infrastructures policies, crcatc stable
macroeconomic conditions, and ensure other elements of an cnabling environment such as
attractive rates of rcturn to investors, liberal investment regime and politcal stability, etc.

The third theme in my introductory speech today concerns the opportunitics that global
capital flows offer to African capital markets. A well-developed stock market is essential for
devcloping the national economy and serving as a conduit to forcign investment. Among
other benefits, FDI brings in technology, new management techniques and access to foreign
markets for African goods. Also, capital flows hold the potendal for facilitation the



intcgration of African financial markets to the global financial system. The possibilitics for
raising capital in forcign markets will be cxpanded and the prospects for long term
development of African countries, in which the private scctor plays a pivotal role, will be
cncouraged. By stimulating investment and growth, a well-functioning stock market will also
scrve to enhance the privatisation process, among other things.

The benefits of financial market integration (and devclopment) have been identified to
include: improved price stability (actual and expected) leading to increased trade and
investment flows within the region; reduced transaction costs and improved price
transparency which also increasc trade and investments in the region; resource savings from
reduced exchange rate risk and eventually from pooling of foreign cxchange reserves and
centralisation of monetary policy. It should be clear that the regionalisation of cconomic
and financial activitics in Africa will enable our national economies to build-up capacitics in
all ctitical arcas, from the absorption and gencration of new technology to production and
marketing as a springboard for more meaningful participation in the world cconomy.

1 thank you for your attention.

10
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CHAPTER 4

OPENING ADDRESS

Honourable Ksvame Peprab
Minister of Finanee, Ghana

Mr. Chairman, His lixcellency Ambassador Makhan, distinguished gucsts, ladics and
gentlemen, it gives me great pleasure to welcome you to this international cvent. W in
Ghana fecl most honored to host this distinguished gathering of financial experts.

The theme of the conference is most appropriate for the times. We are all well awarc of what
happened in Thailand in July 1997, where what appears to have started as a simplc currency
devaluation scemingly led to 2 general uphcaval in financial markets throughout the world.
Suddenly, globalized capital markets, which have been eredited with the so-called liast Asian
miracle was scen as the major causc of the crisis that cnsued. While the jury is sdll out on
both the fundamental and proximatc causcs of the Asian financial crisis, and debate
continues an what the appropriate policy responses should have been, no onc is calling for
cmerging economics to limit their participation in global financial markets. The globalization
of capital markets is a worldwide phenomenon and undoubtedly a key clement in the
incvitable convergence of global economics.

The bencefits of portfolio capital flows are well known. Among others, inflows of portfolio
capital into our markets would promote the cfficient employment of resources by the most
creditworthy firms, and help lower the overall cost of capital for local firms. In our own
country, we have seen how Ashanti Goldficlds Limited bas taken advantage of international
capital markets to expand its access to both cquity and dcbt capital.

In recognition of these benefits, African countrics have taken significant steps to liberalize
and integrate their capital markets to the global cconomy. Here in Ghana, we have taken
stcps to open our capital market to international portfolio capital. A single non-resident
investor can buy up to 10% of the shares of a company listed on the Ghana Stock Exchange
with the cumulative total for all non-resident investors sct 2 maximum of 74%. Howcever,
we arc also painfully aware of the risks associated with short-term external finance. The
Asian crisis has demonstrated that dependence on external finance and herd behavior by
portfolio investors can cxposce an economy to sudden cessation and cven reversals of capital
flows that defy economic fundamentals. The cffect of such cxternal shocks has in other
places resulted in 2 drastic contraction of cconomic activity with conscquent social and
political disruptions.

While African cconomies have not benefited from the Jarge doses of intcrnational capital
which were transferred to the Asian cconomies, there are indications that portfolio capital
flows arc playing 2 major role on our rclatively new and small stock exchanges. The
numecrous Africa funds, which have sprung up in Furope and the USA, attest to this. There
arc also tentative indications that African capital markets have caught some cold from the
uphcavals that occurred in the Asian and morc recently the Russian markets, with some of
our markets being immediate bencficiarics of funds flecing the Asian markets, creating
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unrealistic and unsustainable price movements. The volatility associated with such flows are
casily seen in the returns on the Ghana stock cxchange which soared to 70% in 1998 and
dropped to 2 negative return of 10% by mid-1999.

As policy makers, we are continually evaluating our policy stance with respect to the
appropriate trade-off between the benefits of an open capital market, the need for significant
local participation in the economy and the potential for economic disruption that is driven
by the volatility of offshore global portfolio flows. Undoubtedly, we will be looking for
practical and balanced proposals from this forum which will assist us in finc-tuning our
policics in this arca.

Mr. Chairman, l.adies and Gentlemen, 1 am happy to note from your program that you will
be deliberating on scveral other issues that arc currently significant items of Ghana’s
financial sector policy. In the arca of capital market integration, it is now becoming
increasingly clear that, with the possible cxception of South Africa, none of Africa’s 16
cxchanges can hope to be large enough to be a significant participant in the global capital
matket. Improved market liquidity, lower transaction costs and the stabilization of portfolio
flows cannot be achicved by individual countries acting in isolation. The trend undoubtedly
is in the direction of integrating markets not just in Africa, but wotldwide, so that the large
pools of capital can be raised morc cfficiently. For Aftrica’s stock exchanges, which arc
battling the disadvantages of size and poor liquidity, the challenge is clear: “Integrate or
Petish”. 1 note with satisfaction in this regard that our own Ghana Stock Fxchange has
initiated tentative moves in this direction by signing cooperation agreements with the
Nigerian and johannesburg Stock Exchanges. The ECOWAS region has also witnessed the
sct-up of the first regional stock exchange in the world to serve the member countries of
UMOFA, thus bringing the number of stock cxchanges in the region to three. We need to
go further in this direction, by working aggtessively towards the integration of all three stock
exchanges into a strong and efficient market to serve the needs of the entire region.

I can assurc you that appropriate steps are being taken at the government and central bank
level to create the necessary conditions for such integration. Only recently, Ghana hosted a
seminatr on the issuc of a single monctary zone for the XCOWAS region. We are also
reviewing Ghana’s options for currency reform, particularly in light of the introduction of
the EURO and the challenge of being surrounded by the large CFA franc zone, which is
cxpected to be anchored to the EURO. We hope that you will support government cfforts
in this regard by making appropriate input into the policy process. Our doors arc always
open.

Mr. Chairman, ladies and gentlemen, let me also take this oppottunity to congratulate and
thank the African Capital Markets Forum for giving Ghana the honour of being the
intcrnational headquatters of your organization. I can assure you of our full support in your
cfforts to promote the development of efficient capital markets in Africa. We look forward
to a long and fruitful relationship with your organization.

To those of you who have come from outside our borders, we say “Akwaaba”, Welcome.
We hope you will take time out of your busy schedule to sce a bit more of our country and
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enjoy the proverbial Ghanaian hospitality.

1 now have the singular privilege of declaring this important conference open and wish you
fruitful deliberatons.
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CHAPTER 5

THE IDB’S EFFORT TO FACILITATE CAPITAL MARKET DEVELOPMENT IN LATIN
AMERICA AND THE CARIBBEAN

Kenroy A. Dowers
Inter-American Development Bank

1 want to take you across to the Western Hemisphere and try to benchmark what may have
happened in some of the Latin American and the Caribbean countries to the issues of capital
markct development on the African continent. Obviously, we have a lot in common and to
some extent some of the countries in Latin America may be in an advanced stage along the
path of going towards the emerging market club. However, there are some also who are
lagging behind and in a sense, we can see both sides of the spectrumn and understand the
types of experiences and lessons gained and also some of the directions that may be
informative for us. My presentation would, thercfore, be based on the following four issucs:

¢ A description of the profile of the Latin American and the Caribbean region in terms of
capital market development.

e ‘The framework that the IDB has tried to utilize to support the development of the
capital market in the region

¢ The four inidatives that have been implemented in the region and how best to replicate
these within the African context.

¢ lLessons learnt from the Latin American and the Caribbean region and some possiblc
challenges.

LEVELS OF CAPITAL MARKET DEVELOPMENT

In Latdn America and the Caribbean, we have four levels of capital market development.
The first level pertains to a mature capital market. In this category we have diverse
instruments including options and derivatives and a sophisticated market infrastructurc.
Probably the only three markets that fit into this group are Brazil, Argentina and Mexico.
One of the concerns within the capital market right now is a link between settlement on the
banking side and the security side and countries in this category have been able to introduce
sufficient systems that ensure that the link reduces the underlying risk of cleaning and
scttlement.  Also, countries in this category have high and well-established disclosurc
principles and an advanced regulatory framework.

The next level is the mature emerging economies. Here there are equites being traded, but
they tend to dominate most of the market. Some of the countrics in this catcgory are Chile,
Columbia, Equador and Venczuela. One of the issucs we have realized is that sometimes if
onc cquity being traded leaves the market place, its impact on the overall market 1s
phenomenal.  From the regulatory perspective, issucs pertaining to capital market
infrastructure, minority sharcholder’s right and sccurttization have usually been dealt with in
this level of capital market development.
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The next category is the pre-emerging cconomics. Here we have most of the Central
American countries like Bolivia, Uruguay and the English speaking countrics. Generally, the
banking sector is still a major player in providing capital and we have many money market
instruments such as government T-bills and commercial paper being the dominant entitics
traded at the market place. If there is any corporate debt, it is usually not exceeding five
years. A lot of these countries are now building the legal and regulatory framework to
cncourage and facilitate additional matket involvement. A particular featurc about the
catities in this catcgory is that they tend to be regionalized. Many of these countrics have
realized that instead of doing it alone, they have to seek financial market integration and they
struggle with how to harmonize the regulatory framework and other issues such as how to
facilitate cross-listing within the region.

The last category is called “the non-existent category” and here there is nothing to be traded
and hardly any legal framework. We have very little investment capital and commercial
banking is the main source of activitics. The question as to what happens to these countrics
is still being contemplated and cffort is being made to incorporate members of this category
into the regional groupings.

IDB’S FRAMEWORK

The most fundamental issuc that IDB has emphasized is the development of the micro-
cconomic fundamentals. We build on these fundamentals by looking at the two sides of the
cquation — the supply and the demand side and in between these two we have the market
infrastructure. On the supply side, we have innovation and capital market instruments. Here
we also have the institutional investors. On the demand side, we arc talking about the
mobilization of domestic savings. In the casc of the market infrastructure which constitutes
building the legal and regulatory framework, cnhancing information environment and
structuring the capital market infrastructure, we have a significant comparative advantage.

Iinhancing the Information Environment

One category that we have not mentioned is the issuc of disclosure and the role of
accountants and the International Accounting Standards (1AS). We have realized that many
of our countrics, although they claim to subscribe to the IAS, do not maintain such
standards. We are, therefore, working with the countrics both on a regional and a national
perspective to provide support for enhancement and also to introduce 1AS, which allows a
benchmark to regional principles. Information is not only in the sense of the mechanisms or
the conduits to get information to investors, but also it has to do with the upgrading of
investor knowledge and what capital markets arc and what we arc trying to realize in our
objectives. We arc also working seriously on the issuc of rating agencies and credit burcaus
in terms of building that within the economy and also the issue of investor education.

Institutional Investors

On the issuc of institutional investors and the mobilization of domestic savings, 1 want to
mention a couple of arcas we have found to be very useful.
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1 do not know whether Africa has the pre-requisites in place, but definitely there are issues
to be considered. The first one is the support of the development of private pension funds.
The Chilean model with a national system of private pension funds was insatuted in 1981,
This has stimulated a ripple effect within our region. Now, with the exception of the Central
American countries like Nicaragua, Equador and Bolivia, all the countrics have established 2
private pension fund system. This has created a significant boom of funds looking for long-
term investment or opportunities. These funds arc looking for national investment
opportunitics because there are still restrictions on investing thesc funds outside. The other
issue is the support for the expansion of mutual funds industry. Therc has been a little bit of
a problem, particularly within South, America simply because they have to compete with the
objectves of the pension funds systems; but, one arca which has significant potenual s the
insurance industry. The total annual premium collected for the insurance industry between
1994 and 1997 moved from $15 billion to $38 billion. It is expected that in the year 2005 the
market for insurance premiums will move to around $90 billion for the region, which 1s
significant growth and again gives rise to the issuc of looking for instruments for
investments. Of course, there is stil a lot of work to be donc to facilitate the growth of the
insurance industry in terms of prudential regulation, capital requirements, solving some of
the principal agency problems regarding portfolio manager’s performance, ctc.

SPECIFIC TYPES OF INITIATIVES

1 want to give examples of four initiatives that we have implemented or supported in the
region. This is just mentioning the specifics without going into details as to whether they arc
applicable within the African region or not.

Harmonizing of the regional stock exchanges
Standardization of public debt
Information requirements

A secondaty mortgage market development
HARMONIZATION OF REGIONAL STOCK EXCHANGES

1n terms of the harmonization of the regional stock exchanges, there arc two projects that
we have launched within the Latin America and Caribbean regions. The first onc was within
the Central American countries with an endty called Bolsan. This included Costa Rica,
Panama, Nicaragua, Guatemela, etc. The second onc was the harmonizaton of the
Caribbean stock exchanges. This included Dominican Republic, Trinidad & Tobago,
Batrbados and Jamaica. 1 will focus on the case of the Caribbean just to explain what we arc
dealing with.

What was the background? In 1995 equities being traded in Jamaica werce approximatcly $1.3
billion, $1.7 billion in Trinidad and $67 million in Barbados. The Dominican Republic,
which was dominated by REPOS and commercial papers, was approximatcly $1 billion.
Trading in the threc English Speaking countries of Trinidad & Tobago, Barbados and
Jamaica was done through the sequential call auction system and trading was done twice per
week. In the case of Dominican Republic, it was done through an open outcry system.
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The first thing done was to harmonize the legal requirement for trading across the board. A
steering committee was formed across the stock exchanges and the first step was exploring
the inconsistencies in the legal framework. The second was a vote made on what the legal
requirements to facilitate the harmonizing process were. The third step was to form a
steering committee made up of the chairpersons of the stock exchanges of all the counttics
in the region involved in the project to agree on a basic core set of principles to be
implemented at the local level. The second component of the reform process was the
introducton of a central securities depository (CSD) using G-30 principles for cleating and
settlements.

First, the "book-entry system" was introduced. Second was the decentralization and
registration within the stock exchanges. The third element was the introduction of cross-
listing for specific securities within the region. The final element was the introduction of a
hardware and software fund.

One of the comparative advantages we can realize, as emerging economies or as entities that
are operating within the emerging economy, is to leap-frog. Technology is rathet cheap and
so there is the possibility to secure the appropriate technology and not go through the
cvolution process that many of the countries have to engage in. This is the advantage that
we can be able to secure.

STANDARDIZATION OF PUBLIC DEBT

The second initiative we took was to standardize the public debt and this was the case in
Nicaragua. Here, we have physical issues of the securities and also widespread
dissatisfaction with the single-price auction system. What did we introduce?

The first step was the multi-price auction mechanism. Second was the reform system
between the Central Bank and the Treasury Department. Third was the standardization of
the instrument and fourthly, the dematerialization of the insttument of the instrument which
could then be traded with the CSD. Finally, one of the compelling motivations for working
with standardization of public debt or enhancing public debt matket is utlity from a
monetary control process. This was the element we were able to introduce within the
program in terms of reducing its use as a monetary control.

INFORMATION REQUIREMENTS

We have also received complaints that it is difficult to understand what the information
requirement across the various countties within Central America is.

What was the process? Again, we have Bolsan being in place which is the regional body of
stock exchanges. The first task was identifying the listing requirements for prospectus within
cach country. The second was identifying what would be the appropriate standards at the
national level and the third was at the level of the region, explaining what would be the
appropriate and acceptable standards for each stock exchange member of the Bolsan and
finally, implementing this as a standard for the stock exchange.
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SECONDARY MORTGAGE MARKET DEVELOPMENT

"The final initiative that 1 want to refer to, is the issuc of the introducdon of a sccondary
mortgage market in Fquador. You may know about the success of Fannic Mac and Ireddic
Mac as secondary mortgage market entities within the US; and since then we have scen
similar types of cntitics developed around the world.  For example, Morocco, Algeria,
Russia, Yugoslavia, Columbia, Argentina and Brazil.

What does a secondary mortgage market entity provide? It facilitates the flow of funds
from the private scctor towards the public sector. The second benefit is that it facilitates the
devclopment of institutional investors having appropriatc instruments for their portfolio.
Of coursc, there are some pre-requisites that have to be in place to facilitate this onc. These
pre-requisites arc cnsuring that there arc appropriatc primary markets, practices of
standardization, appropriatc valuation procedutes, appropriate credit principles and also the
legal framework to facilitate sccuritization. This entity that was derived in Iquador was a
private-public program. We consulted the banks together with capital from 1DB forming the
Securitization Mortgage Company. It allowed for the issuc of mortgage-backed instrument
within the market base and it has been very successful.

LESSONS LEARNT
There are threc main lessons that 1 want to emphasize here:

1. We cannot get away from the firse mover. That is, micro-cconomic fundamentals have
to be our focus. We cannot have capital market entitics being developed or formed
without having that principle.

2. There are significant challenges of harmonization. Some of them include natural pride.
Cultivating home-grown market is of interest to cach entity and this proprictary interest
could become an obstacle for harmonization. There are different levels of
harmonization. Some of the questions we have to address are the level of integration,
what type of integration we should focus on, and whether the level of integration at the
legal level should be holistic.

3. There is a natural process that ought to be followed. There is the issuc of migration.

What would happen if after we develop the appropriate legal and regulatory framcwork
we have entities not willing to list, but are encouraged to list clsewhere?

18



CHAPTER 6

GLOBAL FINANCIAL CRISIS - IMPLICATIONS FOR AFRICA

Prof. Lemma W. Senbet
William A. Mayer Professor of Finance
University of Maryland, USA

GOOD NEWS OUT OF AFRICA

Let me begin with good news out of Africa. Last year in April 1998, 1 ran across a cover
story about Aftica in TIME magazine entitled “Africa is rising”. What is remarkable about
the cover story was that it came out in the wake of the Hast Asian crisis. The 1990’s had
been a decade of opportunities and challenges for Africa. Onc of the reasons that therc has
been such positive attention to this region has to do with fundamentzals. There have been
extensive financial and economic sector reforms of almost the same proportion as those in
Fast Asia and Latin America. A natural outgrowth of this positive result has been a surge of
interest in stock market development. Right now, there arc about 16 stock markers in Africa.
In a sense, there is some sense of competition in cstablishing stock exchanges in Afnca.

Another interesting thing is that we do have regional initiatives. This is because apart from
South Africa, these Africa markets are very thin and so we need to pull together resources.
As it turns out, we have regional initiatives in West Africa Francophone countries at
Abidjan. There are also regional initiatives in East Africa, Central Africa and South Africa.
So there is some surge of interest in the regionalization of stock markets in Africa.

Correspondingly, there has been global interest in Africa. There arc about 18 investor funds,
which are traded in Europe and the US. This is a positive step towards globalization of
African capital markets despite the fact that the region is not sufficiently integrated into the
global economy. In fact, one way to avoid global financial crisis is to avoid globalization
altogether. ‘That may explain why Africa has been spared of the global financial crisis. The
other sidc of the coin is that it ends up getting countrics to become marginalized and
completely devoid of the potential benefits that come with globalization.

POTENTIAL BENEFITS OF GLOBALIZATION

In order for genuine globalization to occur, there must be mutuality of benefits. That is,
Africa must benefit from globalization as well as outsidc investors.

Global Diversification

Iiconomies of the world do not move in tandem. Therce is diversity of cconomic cvcles. It
would thetefore, be wrong for say a US investor to put all his investments in the US. In fact,
rational investors take 2 global view. This means that the extent to which Africa can attract
outside investors would depend on its competitive positioning in markets for global capital.
There is extensive available evidence that shows that the inclusion of emerging markets in
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the global portfolio improves a global risk-reward rado. The second has to do with the fact
that there are some indications pointing to the fact that Africa may actually turn out to be a
bargain. Onc thing that I look at in a very crude form is Price-Farning multipies. There arce
some companies in Zambia, Ghana and other African countries, which have performed
excellently relative to a corporate PIE ratio. For example, in the US in 1997, PE ratios for hi-
tcch companics arc only getting to the 100s. This suggests that there is either gross under-
valuation of companies in Africa or there is excessive risk faced by the region.

Now the sccond indicator is that if we look at the performance of Africa stock markets, they
performed creditably. For example, if we look at Table 1 on performances of African Stock
markets, it shows that they outperformed the index of emerging stock markets. These all
prove that Africa could position itself to become an attractive investment center in the
wortld.

TABLE 1: PERFORMANCE OF AFRICAN STOCK MARKETS (Total Return in US$)

1997 1994-97
EGYPT 15.7% 284.7%
MOROCCO 42.1% 167.5%
COTE D' IVOIRE 9.9% 132.3%
NIGERIA -4.6% 120.4%
BOTSWANA 93.5% 70.7%
TUNISIA -30.4% 64.3%
KENYA -12.1% 33.7%
GHANA 10.0% 27.3%
ZIMBABWE -562.0% 13.1%
MAURITIUS -0.7% 2.4%
NAMIBIA 5.0% -1.9%
SOUTH AFRICA -10.5% -11.4%
SWAZILAND -42.4% -21.2%
IFCG GLOBAL 14.4% 21,2%

SOURCH: 1FC and John Neipold, Emerging Markets Management (1998)

WHAT OUTSIDE INVESTORS BRING TO THE TABLE

The benefits of globalization to Africa are beyond just capital mobilization. It also helps
access the diverse source of capital, which is especiaily important in the African context.
This is because in the past, Africa had depended on sovereign debt, which has resulted in
scrious ctisis coupled with huge debt burden all around the entire region. What equity
participation allows for is risk sharing outside investment. Looking at the basic ptinciple of
international investment allocation, it becomes obvious that emerging markets are currently
under-represented in the global portfolio and Africa is grossly under-represented cven in the
cmerging markets, This means that as our markets reform more, we arc more likely to

v
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participate more in the global markets.

A second advantage has to do with the fact that when we allow global investors to sharc
local risk, it is going to reduce the overall cost of global capital. 1t means that creating
incentives for local firms to actually mobilize capital would result in more advantages and
eventually result in more output.

The third point has to do with the fact that when you deal with international investors, you
get your act together. This means that there is pressurc from internadonal mnvestors to
actually force government to come up with more disclosure, have appropriatc rule of law
and enforce deals and contracts. So there is 2 discipline that comes along with globalization.

RISK OF GLOBALIZATION

Though globalization has enormous bencfits, it also comes with several problems.

» With globalization, a country becomes prone to volatility in the global financial markets.
For example, unfavourable swings in international interest rates and changes in exchange
rates may translate into large unfavourable swings in capital and sudden collapscs. This
is what happened in Asia and the effects are amply illustrated in Table 2.

e Another adverse effects of globalization is what is called debt maturity effect. Usually,
when conditions are unfavourable and a country’s international results are insufficient to
meet foreign currency denominated debt, the situation gets aggravated.

TABLE 2: ASIA FINANCIAL CRISIS: DAMAGE
% Decline in Currency Value % Decline in Equity Value GDP Growth
Crisis-1897 Cummulative Crisis 1997 Cummulative 1997 1998 (Forecast)
11/24/98 11/24/98

Thailand -48.7 -31.7 29.3 -27.2 6.4 -80
Malaysia -35.0 -334 -44.8 -54.5 - -
indonesia -44.4 -67.9 -44.6 -42.1 7.8 -15.0
Phillipines -33.9 -33.1 -33.5 -30.2 57 -0.6
Hong-Kong 0.0 0.1 -29.4 -28.6 49 -5.0
Korea 477 -28.9 -49.5 -38.2 7.1 -70
Taiwan -14.8 -14.2 -9.3 -17.7 _ _
Singapore -15.0 -125 -23.0 -28.9 — _
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CHALLENGES OF GLOBALIZATION OF AFRICA

The challenges here are those pertaining to the banking system and the capital market
systems.

Malfunctioning Banking Sector

Issues such as excessive risk-taking and moral hazard may result if the mechanisms to
regulate the banking sector are not working, When a country gets globalized, there is also a
moral hazard problem, because there is implicit guarantee coming from the International
Monetary Fund (IMF) by bail-out, and what it does is that it create incentives for outside
lenders to engage in high risk activities. Domestically, the deposit insurance serves as an
implicit guarantee because here there is a transfer of tisk to the insurance agencies. There is
therefore a moral hazard problem because lenders may undertake high-risk activities.

Malfunctioning Capital Markets

Thete are tisk factors and illiquidity problems with African capital markets (See Table 3 & 4
below). Most of our markets are thin and illiquid. Regional integration of these stock
markets may be the only way to enhance liquidity and therefore attract international
investors. Also, issues of macroeconomic and political risk and the fluctuations of our
cutrencies need to be addressed. Thete is a virtually absence of hedging mechanisms in
most of our markets and if our markets are going to attract foreign investors, then capital
markets must have the availability of hedging instruments.

CAPACITY BUILDING IN BANKING AND BANK REGULATION

Issues of capacity building and banking regulation must include the following:
Capital regulation

Asset regulation

Incentivized regulation
Market discipline

CAPACITY BUILDING AND DEVELOPMENT OF CAPITAL MARKETS

The following may serve as policy guidelines in the capacity building and the development of
our capital markets:
® Developing public confidence and informational efficiency
® Designing efficient systems for capital market regulation
- Self-regulation
- Oversight
¢ Privatization through capiral markets
- Market depth
- Fair pricing

22



TABLE 3: CAPITAL MARKET DEVELOPMENT AND ECONOMIC GROWTH

Turnover Value Traded  Per Capita

Annual Averages 1976-1993 Ratio Ratio GDP Growth
Low-income

Bangladesh 0.015 0.000 1.89%
Cote d'lvoire 0.028 0.001 -2.50%
Egypt 0.060 0.030 3.56%
india 0.5637 0.036 2.43%
Nigeria 0.006 0.000 -0.11%
Pakistan 0.105 0.008 3.13%
Zimbabwe 0.059 0.010 -0.97%

Lower-middle-income

Colombia 0.087 0.004 1.85%
Costa Rica 0.013 0.001 0.89%
Indonesia 0.193 0.010 4,18%
Jordan 0.154 0.085 3.01%
Phillipines 0.250 0.026 0.21%
Thailand 0.739 0.144 ' 5.90%
Turkey 0.207 0.028 2.32%

Upper-middle-income

Argentia 0.266 0.013 0.22%
Brazil 0.355 0.041 0.65%
Chile 0.060 0.021 3.61%
Korea 0.832 0.186 9.67%
Malaysia 0.230 0.243 4.27%
Mauritius 0.059 0.003 1.76%
Mexico 0.488 0.044 0.85%
Portugal 0.108 0.014 2.85%
High-income

Australia 0.256 0.124 1.57%
Germany 0.704 0.156 0.95%
Great Britain 0.349 0.253 1.75%
Hong Kong 0.372 0.471 6.20%
Israel 0.669 0.144 1.72%
faly 0.253 0.028 2.68%
Japan 0.469 0.408 3.42%
Netherlands 0.490 0.123 1.43%
Norway 0.318 0.059 2.48%
Spain 0.216 0.045 1.75%
Switzeriand 0.467 0.442 1.16%
United States 0.493 0.299 1.67%
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- ownership diversity

Regional co-operation and regional markets

Information and rescarch

Restructuring of the financial sector (banking systemn)

Restructuring of the corporate sector

Matching maturity and liquidity (foreign currency denominated debt versus reserves)
Taxes on capital flows

Fiscal discipline

Streamlining bankruptey proceedings
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TABLE 4: CHARACTERISTICS OF PREOEMERGING STOCK MARKETS IN AFRICA
96 97 96 97 96 97 96 97 95 97

Botswana 1989 12 12 397| 6145 g 124 27.2 51.1 8.6 15.8 15 0 NA
Cole d' Ivolre 1976 3 35 914 1,276 9.1 12.4 205 351 21)__ 22 NA 0 NA
Egypt 646 650 14,183 20,830 23.3 27.6 219 32 22.1 33.5 0 0
Ghana 1990 21 21 1,492| 1,137.80 241 16.5 7 53.8 11 36 10 Q
Kenya 1954 56 58 1,846 1,824 20.6 17.8 33 31.2 3.6 57 5 0
Merecco 47 49| 87051 12177 268  363] 2485 s8] 10 10 0
\Namibia 1982 12 13 473 689 15.2 21 39.4 53l 115 4.1 10 0 NA
Nigetia 1860 183 187 3,560 3,646 8.6 9.1 18.5 20 2.6 3.7 10 10 4,75
Malawi 1995 NA NA NA NA NA NA NA NA NA NA NA NA NA
South Arlea 640 642| 208.526] 232,089]  165.1 179.8 438| 3615 104 19 NA NA
Swazlland 1990 6 16 1,642 212 10.9 LA 273.7 32.3 0.8 12.6 15 NA
Tunisia 1992 30 34|  4,263] 2,320.60 218  123] 1424 e8] 89 87 Q
Zambla 1994 5 6 228 705 6.8 18.2 45.8 117,51 0.9 2 15 NA
Zimbabwe 1946 64 64| 3,635 1969 4.7 22.1 56.8 308 9 19 15 10 2.35
*Figures are for 1996 . o
Source: Emerglng Stock Markets Database
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CHAPTER 7

GLOI'EALIZATION OF AFRICAN CAPITAL MARKETS: RISKS AND BENEFITS

Clifford Mpare
Executive-Vice President
New Africa Adyisors, USA

INTRODUCTION

1 want to frame my discussion by first giving you a thesis and then discuss basically three
points. The thesis that 1 have is that Africa is unintegrated into the world capital market and
this has led to a very low levels of direct forcign investment which essentially has impacted
the continent very negatively.

1 am sure that most of you would recall that when President Clinton visited Africa in 1998 to
work on creating a partnership with Africa, his message was simple: "1It's ime to put the new
Africa on our map". We arc happy to see the process of intcgrating Africa in the world
market get such 2 big push and the proof of this big push is the fact that numerous
investment funds have been launched for the continent in the last several years which
hopefully would enable Africa to be integrated into the global Financial Market.

This process of integration is very important because if it does not happen it is going to
adversely affect the future course of the continent and the task is not an casy onc. For
Africa to be properly integrated into the global financial capital markets, there arc certain
things that we need to do. 1 just want to talk about basically what has happened to capital
flows to the continent.

CAPITAL FLOWS TO AFRICA

During 1977 to 1982, Africa received around 9% of all capital flows into the devcloping
countrics. This fell to 2% in 1993 and it has not increased dramadcally since that ume.
Most of the flows come that come into the continent arc through bilateral and multilateral
aid which basically accounts for about 80% of the external resources inflows into Africa.
For Africa to move forward, the reverse have to happen - private flows have to be 80% and
bilateral and multi-lateral have to be 20%. If you look at the entirc emerging market, you
can sce that therc is gravitation away from aid to portfolio flows and forcign dircct
investment, which is critical in opening up an economy and making sure that capital is used
in the most productive manner. If you again look at forcign direct investment, you can scc
that over the last several years 50% of Africa foreign direct investment has gonc to Angola
and Nigeria and the reason for that is oil. The sad situation about that is that the retums
that have been obtained by foreign direct investors in Africa has been very respectably
between 24-30% which is higher compared to the average 16-18% obtained in other
developing cconomies. ‘This means that when people finally decide to invest in Africa, 1t
becomes worthwhile because the returns are very attractive. How do people then make
decisions to invest in Africa? What is going to make it worthwhile to invest in Africa?
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ATTRACTING FOREIGN DIRECT INVESTMENT

Only countries with sound polidcal and cconomic policics will attrace direct forcign
investments.  As a Fund Manager, 1 am often asked about the crisis in Asia and whether it
can happen in Africa. My answer is that it can happen in Africa but it does not have to.
This is becausc thete are certain policy initiatives that could be put in place to ensure that it
never happens. What caused the crisis in Asia included a poortly regulated banking system,
cxcessive investments, a fixed-exchange rate regime which has since been liberalized and
terms of trade deterioration.  All these factors culminated in creating an environment which
resulted in a bubble that blew up.  As you would recall, the crisis took a heavy toll on Asia
and the currency devaluation that took place resulted in the first economic contraction in the
region. It is interesting to note that Africa stock markets held up very well last year. For
cxample, the Ghana Stock Fxchange was up about 66% last year, which was very impressive
amid the dramatic upheavals that took place in the stock markets around the globe. While
that may secm to be somcething very wonderful, T submit to you that it is not necessary good
and the reason is that of liquidity constraints in the African markets. What happens to
portfolio managers when they want to liquidate their portfolios is that, they go to the most
liquid markets, such as the US, Asia and Latin America. Africa is left untouched and that is
because we do not have liquidity in our markets for the portfolioc managers to raid our
markets.

What nceds to be done is for the markets to expand to improve liquidity and cfficiency.
Onec of the well-known giants in cmerging markets investments stated that what he looks for
when investing in 2 foreign market is FELT which is an acronym for fair, cfficient, liquid
and transparcnt. 1f these conditions do not prevail in the market, then he is not going to
invest in that country. So what Asia's crisis taught us was that, good economic policies alonc
arc not good enough. The soundness of the banking system must be monitored at all times.
Corruption, ncpotism, favoritism, cronyism, ctc. should all be avoided at all cost. All reform
programs should promote transparency and accountability in governments and corporate
affairs.

AFTERMATH OF THE ASIAN CRISIS

Twelve months after the Asian crisis as we look forward into the emerging markets including
Africa, 1 think there arc some positive signs. The global growth environment has improved
and so has its risk premium. (Most of you will recall that, there was a huge risk premium in
September and October last year when the crisis took place and the difference between A
and B-rated bonds was really huge; that has collapsed quite aggressively and what we have is
a positive environment).

The interest rate outlook is positive and we see that Asia is recovering. What is happening in
emerging markets is that valuations arc very ateractive and that should help support fund
flows as we move forward, On the negative side, the US stock market is treading water in
terms of valuation. Valuation is too excessive and that could be onc of the reasons why we
could scc another problem with the global financial system. If the US market were to
collapse, surcly it will have an impact on the emerging market. That is one of the risks of
intcgrating Africa into the global economy; but that is a small risk that onc has to pay in
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order to increase the foreign direct investment.

AFRICA RISING

Certainly, as we look at what is happening in Africa, we can sec that there has been
tremendous improvement in the economies. For example, the average real growth has
increased from 1% in 1992 to 5% in 1998 and it has been forccasted to average about 5%
from the years 1999 to 2004. By 1992, 18 countries have reported growth of 3% or more
and by 1997, the number has increased to 32. Real per capital income of about 40 countries
are on the tise and so there has been some good economic progress in African countries.

POLICY RECOMMENDATIONS

What 1 want to dwell on is the policy recommendations that we have in terms of what needs
to be done to ensure that Africa becomes totally and fully integrated into the global capital
markets. These policy recommendations are as follows:

Seck sovereign debt rating.

Reinforce and accelerate economic liberalization.

Strengthen the financial sector.

Achieve good governance.

Encourage the participation of all sectors of the societies in economic policy
debates.

e Step up regional integraton.

SOVEREIGN DEBT RATING

The sovereign credit rating system is basically the willingness and capability of government
to repay debt according to the terms that it has contracted. What it does is that, it serves as
signal to the investor of the likelihood that the country would not default. Why is that
important? The fact is that an Africa country with the rating is further down the road
towards integration into the world financial system. While rating may not guarantec an
increase in investment, what it does is that it prepares the ground for higher levels of
investment flows. The credit rating process starts with an extensive market research and
followed by recommendation report. Most of the credit rating agencies are located in the
US (e.g., Standard & Poor and Moody's Investor Sexvices) and there are also other credit
rating agencies. What happens is that they do the analysis and give recommendations to the
recipient country; and then a rating is formally assigned with the permission of the country
that is being rated. The benefits of this includes assisting the country to better understand
how the economy appears to outsiders. It also serves as 2 baseline for evaluatng the
economic environment surrounding the investment opportunities; and thirdly serves as a
benchmark for investors to distinguish among markets. It also provides invaluable data on
how investors evaluate risks. Some of the indicators of credit risks includes per capital
income, GDP, Inflation and other macro-economic issues.
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REINFORCE AND ACCELERATE ECONOMIC LIBERALIZATION

This is basically reinforcing and accelerating economic reforms. This can be done by
encouraging the privatization process. This will result in improving liquidity and making
things easier for foreign direct investment to flow into the economy and portfolio flows to
increase. Of course, if we can also encourage a faster pace of trade liberalization that would
also help. Another issue is that of improving the tax system. As you all know, in 1998, it
was not only Asia that suffered, but Russia also defaulted on its debt. One of the problems
in Russia was the very complex tax system in place. It has about 200 different tax codes.
Most of the companics in Russia paid about 80% of their hard-earned money in taxes. It
makes it very difficult for a country to operate under those conditions so if the tax system
can improve, it would help in integrating the economy into the global market.

STRENGTHENING THE FINANCIAL SECTOR

In terms of strengthening the financial sector, we need to ensure strong, independent and
accountable Central Banks. This will ensure price stability. Again, price stability has been
well handled in Africa over the last several years with inflation coming down aggressively.

GOOD GOVERNANCE

Obviously, we need to tackle corruption and incfficiency and enhance accountability of all
public administrators.

REGIONAL INTEGRATION

The issue is stepping up regional integration. There are 20 countries in Africa with fewer
than 10 million inhabitants with 15 of those countries being landlocked. 1t is then very
difficult for someone who wants a big market to really have a real dialogue with thesc
smaller countries. So regional integration becomes very important when dealing with the
financial wotld. Most of the companies in the US and Europe are actually merging. With
the advent of technology, it has becomes very easy for companies to become larger and
improve efficiency. That should be the focus of Aftica companies - to get larger so that
they can deal with the world. The regional organizations must certainly be perceived as
effective vehicles for the integration of Africa into the world economy.

I know that the francophone countries of West Africa have put together a regional stock
exchange. Again, the issue of liquidity must force regions such as the ECOWAS countries to
scek regionalization or integration of the various capital markets within the region. This will
ensure that thete is size that portfolio managers can deal with. Other regions like COMESA
should also do the same.

GAINS OF FINANCIAL INTEGRATION

With financial integration, we have much greater access to latge volumes of financial
instruments. We increase the real economic growth by raising the level of investments and
improve the retutns of such investments. With financial integration, most African countrics
can then re-allocate the investment mix towards transactions that have much higher
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expected returns.  Certainly, it would enhance liquidity and the cfficiency of the financial
market.

RISKS OF FINANCIAL INTEGRATION

Obviously, countrics that arc slow to integrate, face the risk of marginalization and what we
saw in Asia is that when investors lose confidence, portfolio flows can be very rapid and can
be very damaging to a country's cconomy.  Shost-term portfolio flows are ceruinly onc of
the risks that one may endurc.

CONCLUSION

Basically, Africa cannot do it alone. 1 have mentioned the fact that about 80% of the flows
arc from bilateral and multi-lateral organizations. Thus, we need to have the role of
international partners to help out and the rolc of the international community to promote
cconomic growth.

In concluding, let me emphasize that there certainly has to be progress in Africa as we look
at what has happened in different cconomics. We have certainly laid the foundation for the
continent to build on, but we do need to have the countries within Africa integrated into the
world's capital markets in order to have a bright futurc.
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CHAPTIR 8

LES AVANTAGES ET LES RISQUES DE L’OUVERTURE DES MARCHES AFRICAINS
DES CAPITAUX A LA GLOBALISATION FINANCIERE

Charles Konan Banny
Governor,

Central Bank of West Africa States (BCEAQ)

Permettez-moi, tout d’abord, au nom de Monsicur Charles Konan Banny, Gouverncur de la
Banque Centrale des Iitats de PAfrique de 'Ouest (BCIEAQ) de feliciter les organisatcurs
pour la pertincnce du théme de notre conférence, a savoir les enjeux de Pouverture des
marchés africains des capitaux 2 la globalisation financiére. 11 sagit 13 dun théme d’unc
brilante actualité 2 Poréc du troisiéme millénaire qui consacrera, sans nul doute, le
parachévement du processus de mondialisation des marchés et des flux financiers.

11 va de soi que les pays africains nc sauraient rester en marge de ce processus inéluctable,
portcur de risques certes, mais potenticllement génératcur d’unc croissance économique
renforcée. Par conséquent, il importe qu’ils s’organisent pour en drer le meilleur parg, de
maniére 3 améliorer lcurs perpectives de devcloppement et accélérer Findispensable
réduction de la pauvreté.

Clest & dirc Popportunité de la présente conférence qui offrc aux acteurs, privés comme
publics, de la gestion économique et financiére, Poccasion d’échanger des vues sur les voics
d’une intégration réussic des pays africains au processus de globalisation, singuli¢rement 4 sa
composante financiére.

A cn juger par la qualité des participants, nos discussions déboucheront, jen suis persuadé,
sur des propositions novatrices, quant aux voies d’unc inscrtion harmonicuse des marchés
africains des capitaux au processus de globalisation financiére.

J’ aimcrais articuler ma contribution sur le théme introductf de la conférence, portant sur les
risques ct les avantages de Pouverture des marchés africains des capitaux 2 la globalisaton
financiére, autour des trois parties. Dans la premiére partic, j’évoquerai les caractéstiques de
la globalisation financiére qui me paraissent les plus importantes pour nos échanges de vues.
Dans la deuxiéme partie, je vous ferai part des avantages ct des risques que préscnte, 2 mon
sens, Pouverture des marchés africains des capitaux au processus de globalisation, 2 la
lumiére d’un bref état des lieux. Sur cette base, j’essaierai d’identfier, dans la troisiéme partic,
quelques actions dont la mise en oeuvre me parait de nature i permettre 2 ces marchés de
tirer le meilleur parti de leur insertion i cette globalisation.

QUELS SONT LES ENJEUX DE LA GLOBALISATION FINANCIERE ?

Processus multidimensionnel, la globalisadon financiére a éié accélérée, au cours dc ccs
dernieres années par la généralisation de la tendance 4 la déréglementation, Passouplissement
des réglementations des changes et la libéralisation corrélative des mouvements de capitaux,
la révolution des technologies de Iinformation et de la communication et la
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liberalisation accruc des échanges commetciaux, a la suite de Pavénement de POrganisation
Mondiale du Commerce (OMC). Ses aspects les plus tangibles me semblent résider dans:

¢ lalibre circulation, a I'échelle mondiale, de liquidité considérables, en quéte des meilleurs
rendements;

* l’accéleration des innovations financiéres, qui a conduit 4 unc prolifératon d’insttuments
financiers de plus en plus sophistiquées, venant s’ajouter 2 la gamme traditionnelle de
services offerts par les banques ct les marchés financiers;

* Unec désintermédiation croissante, rendant de plus en plus mouvantes les frontiéres entre
les activités bancaires ct financiéres, imposant ainsi des contraintes nouvelles 4 la
conduite des politiques monétaires et 4 la surveillance des systémes financiers;

¢ Unc intégration croissantc des marchés monétaires et financiers nationaux, conduisant a
émergence progressive d’un marché global, fonctionnant de fagon quasi ininterrompuc;

® Une tendance 4 la concentration des établissements financiers, a la recherche de la taille
critique pour renforcer leur position concurrenticlle dans un environnemement & dpre
concurrence, comme en atteste actualité récente dans les sccteurs de la banque et des
assurances aux Etats-Unis et en Europe.

Si cette mutation majeure de Péconomie contemporaine est portcuse d’avantages en termes
d’cfficacité dans la mobilisation et I’allocation des ressources, clie s’accopmpagne de défis
inédits pour la poursuite des politiques économiques, financiéres ct monétaires.

En particulier, la volatilité des capitaux 4 court terme, qui consitutuent une composante
essenticlle des flux financiers internationaux, accentue I'instabilité dans la sphére financiéte.
En cffet, le comportement “moutonier” des gestionnaires de portefeuilles, singuli¢rement
des fonds de pension et des organismes de placements collectifs, et les ajustements, parfois
brutaux, de leurs portefeuilles constituent des facteurs importants de fragilisation des
marchés financiers.

Cette caractéristiques de lenvironnement financier contemporain et la sophistication
croissante des operation de marché qui 'accompagne rendent particuliérment complexe la
gestion des risques, comme l'ont revéle les crises financiéres récentes. Elle a été propice 3
Pacquisition, par les banques centrales, d’une autonomie accrue, voire de Iindependence,
celle-ci étant pergue par les marchés comme un gage de qualité de gestion des monnaies en
fonction des seuls impératifs de la stabilité macroéconomique.

Par ailleurs, les innovations financiéres, singuliérement les avancées dans le domaine de la
monnaic €lectronique, imposent la recherche de nouvelles modalités de supervision des
sysytémes financiers. La multiplication des initiatives officiclles et privées dans ce domaine
est la preuve d’unc prise de conscience de la nécessité d’une maitrise des risques inhérents
aux paiements €lectroniques, appelés 4 progresser 4 un rythme soutcnu avec le
developpment des technologies et de la communication.

Au total, la globalisation financiere impose une adaptation constante des réglementations

monétaires ct financiéres, un renforcement de la cooperation monétaires et financiéres, un
renforcement de la cooperation monétaire 4 échelle régionale et internationale, ainsi qu’unc
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surveillance prudentielle plus efficace.

QUELS AVANTAGES ET QUELS RISQUES REPRESENTE. POUR LES MARCHES AFRICAINS DE
CAPITAUX, L’OUVERTURE A LA GLOBALISATION FINANCIARE?

Tout d’abord, quel est I’état des lieux?

Un constant s’impose de ce point de vue. les marches africains des capitaux se trouvent,
dans la plupart des cas, a un état embryonnaire ct pour Pheure, trés peu intégrés au processus
de globalisation financiére.

Clest du reste, cette caractérisique qui 2 mis & Pabri de la tourmente financiére de ces
derniéres années. A Pexception de PP Afrique du Sud et, dans unc moindre mesure, de File
Maurice, 'impact dc ces pertubations sur le systéme financier du continent africain a été trés
limité. Le continent africain comptc dix-huit (18) bourses des valeurs. Icur capitalisaton est
ressortic 4 environ 225 milliards' de dollars EU en 1998, soit moins de 1% de la
capitalisation boursiére mondiale, la Bourse de johannesburg, classéc au 20 ¢me rang
mondiale, représentant a elle seule prés de 80% de cc total.

Pour I'heure les performances de la plupart de ces bourses n’ont pas été 2 la hauzcur des
attentes.  En effet, clles restent caracterisées par des faiblesses stucturclles au nombre
desquelies figurent la petite taille des marchés, leur insuffisance au nombre desquclics
figurent la petite taille des marchés, leur insuffisante liquidité et la faible diversification des
sccteurs représentés  la c6té. A ces problémes s'ajoutent le manque de frabllité des systémes
de réglement et de compensation ainsi que des insuffisances dans la supervision des activiids
boursiéres.

Clest dire 'opportunité d'une dynamisation de ces bourscs, afin qu'clles puissent participer de
fagon plus active au financcment d'économics, dont les performances sc ressentent de la
faiblesse dc lcur taux d'investissement, consécutive a limportance de leur déficit d'épargne.

QUELS ENJEUX REVET, DANS CETTE PERSPECTIVE, L'OUVERTURE A LA GLOBALLSATION
FINANCIERE?

Les avantages potentiels de la globalisation financiére

Lc marché mondial des capitaux, corrigé des excés liés a l'instabilité des flux 2 court terme,
est de nature & contribuer 2 une meilleure allocation des capitaux entre pays €t CALIC SCCICUrs
d'activités, assortic d'une réduction du colit des financements.

Pour lcs pays confrontés 4 un déficit d'épargnc, tels que ccux d'Afriquc, la globalisation
financiére permet d'accéder 2 I'épargne des autres pays. Ce faisant, clle est susceptible de
favoriser une détente des taux d'intérét sur feurs marchés financiers, un développement plus
soutenu des investissements ct donc une croissnce accélérée.

I Donndes obtenues avprés du Seerétariar de African Capiral Markers Forum,

33



En outre, la globalisation financiére peut stimuler un renforcement des systémes financiers, 4
la faveur des transferts de technologies dans le cadre de relations de partenariat cntre les
institutions financiéres locales et des établissements étrangers spécialisés.

L'ouvertute des marchés financiers africains devrait également permettre aux entreprencurs
locaux de prendre davantage de tisques, appelés 4 étre micux partagés avee des investisscurs
étrangers.  Cet aspect me paralt cssenticl dans la mesure ou il contribuc 2 alléger les
contraintes inhérentes 4 I'endettement bancaire des entreprises. Pour ce faire, ces derniéres
devront améliorer leur gestion et adhérer aux régles de ce qu'il est convenu d'appeler le

« gouvernement d'entreptisc ».

Par ailleurs, l'intégration 4 la globalisation financiére constitureva, pour les Iitats africains, un
puissant stimulant pour améliorer la qualité et la gestion de leurs politiques économiques
ainsi que de leur environnement institutionnel, afin de bénéficier d'un accés peu onéreux aux
marchés financiers internationaux.

Bien exploitées, ces opportunités sont de nature 4 favoriser une accéleration de la croissance,
indispensable au développement durable des économies africaines et 4 I'urgente réduction de
la pauvreté.

Enfin, 'amélioration du cadre d'exercice des activités financiéres, induite par l'ouverture au
marché mondial, devrait rassurer les épargnants locaux 4 investir sur les marchés nationaux
les fonds précédemment détenus a l'extéricur.

LES RISQUES LIES A LA GLOBALISATION FINANCIERE

Aux cOtés des avantages que je viens d'évoquer, l'intégration au marché financier global
comporte des risques potenticls non négligeables.

En partculier, la volatilité des capitaux a4 court terme, qui constituent une composante
importante des flux financiers internationaux, accentue l'instabilité dans la sphére financiére.
En effet, la frilosité précitée des gestionaires de portefeuille constitue un risque important de
déstabilisation, singuliérement pour des marchés financiers qui n'ont pas encore atteint leur
vitesse de croisiére.

Un autre risque attaché a l'insertion au processus de globalisation réside dans la probable
polarisation des flux financiers au profit des filiales des grandes sociétés multinationales
établies dans les pays africains, au détriment des petites et moyennes entreprises, appelées 4
jouer un réle crucial dans I'amélioration des perspectives de croissance du continent.

Enfin, il importe qu'une vigilance permanente soit de mise pour prévenir les risques que la
globalisation financiére ne serve de vecteur au blanchment

« d'argent sale».

A la lumiére des ces considérations que nous venons d'évoquer, Finsertion des marchés
financiers africans dans le processus de la globalisation est assurément opportune, si les
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risques qui Jui sont attachés sont maitriscs.

QUELLES SONT LES CONDITIONS D'UNE OUVERTURE BENEFIQUE DES MARCHES AFRICAINS
DES CAPITAUX A LA GLOBALISATION FINANCIERE?

A Tanalyse, lintégration réussie des marchés des capitaux du continent 2 la globalisaton
financiére passe par 'amélioration de la perception qu'ont les investisscurs des perpecuves de
croissance des éconormnics africaines, dont dépendent la compétitivité de leurs entreprises ct,
partant, I'attrait de leurs émissions, sur les marchés financiers.

Clest dire I'urgence que revét la mise en ocuvre des politiques macroéconomiques de qualiit,
propices & une croissance forte permettant de dégager des taux dec rendement sectoricls i 2
hautcur des rémunérations recherchées par les investisscurs étrangers. A cet égard,
I'accélération des processus dlintégration en gestation dans l'ensemble des sous-régions de
notrc continent revét une priorité élevée, car clle conditonne I'émergence d'éspacces
économiques régionaux, propices 4 I'amélioration de la compétitivité des cntrepriscs.

1l importe également que soit instauré un environnement attractif ct sécunisant pour les
détenteurs de capitaux, au plan politique, juridique, économique ct financier. Les pouvoirs
publics ont, de ce point de vue, un réle déterminant a jouer. 1 leur revient notamment de
faire de la bonne gouvernance leur leitmotiv, en renforgant I'Brat de droit 2 travers unc plus
grande transparence dans la gestion des affaires publiques, en mcttant en ocuvre unc gesdon
macroéconomique de qualité ct, d'une maniére générale, cn instaurant un cavironnement
favorable aux activités économiques. L'assainissement des finances publiques aux fins de
conforter la financiére des Etats, 'adoption de politiques de taux d'intérét ct dc politques dc
change appropriées consttuent, & cet égard, des priorités.

Ies initiatives des pouvoirs publics devraient également viser linstauration d'un
cnvironnement juridique stable et sécurisant pour les investisseurs, parce que transpatent ct
respectucux de la propriété privée. Les régles déja mises en oeuvre ou envisagées dans lc
cadre de I'Organisation pour I'Harmonisation du Droit des Affaires en Afrique (OHADA)
constituent, 3 cet égard, des orientations opportuncs, susceptibles d'étre adaptées dans
d'autres régions du continent.

Les Banques Centrales ont également un réle important a  jouer, notamment c¢n
contribuant 4 l'instauration d'un environnement financier sain ct stable. L'exercice d'unc
indépendance cffective par les Instituts d'émission, en renforgant leur crédibilité quant aux
objectifs de stabilité des prix et de sauvegarde de la valcur de la monnaic, s'avérera décisif de
ce point de vue.

I.a modernisation des instruments de politique monétaire constituc, 2 cet égard, unc priorité
dc premier ordre, au méme titre que I'adoption de politiques de taux de change et de taux
d'intérét appropriés. 1l en cst de méme de Iimpérieux assainissement des systemes bancaircs
et financicrs, 4 travers le renforcement de la supervision bancairc ct financiére, en vue
d'améliorer la qualité de lintermédiation financiére et de renforcer la confiance des agents
économiques nationaux ct des investisscurs étrangers 2 I'égard des institutions financicres.
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Les Instituts d'émission devront également jouer un réle de catalyseur dans la modernisation
ct la diversification des instruments financiers, de maniére 4 offrir aux détenteurs de capitaux
une gamme diversifiée d'opportunités de placements sécurisés et rémunérateurs.

L'insertion harmonieuse des marchés financiers africains 4 la globalisation financiére scrait,
par ailleurs, facilitée par des initiatives dans les domaines suivants:

* La diversification des systémes bancaires et financiers, en vuc de les doter de la capacité
d'absorber et de gérer les entrées de capitaux résuitant de la libéralisation;

* I'amdlioration des systémes de paiement ct de compensation, pour les adapter aux
cxigences de célérité et de fiabilité inhérentes 2 la globalisation financiére;

* Unc geston des bourses des valeurs orientée vers la transpatence des opérations, qui
évite l'introduction de clauses discriminatoites cntre épargnants résidents ct investisseurs
étrangers;

" La conclusion d'accords de cooperation avec les otganismes de contrdle ou de gestion
des marchés financiers éntrangers, en particulier les gestionnaires des bourses des
valeurs, afin de renforcer les capacités de gestion et de supervision des responsables des
structures africaines;

* Une libéralisation ordonnée mais résolue des réglementations des changes, s'agissant en
particulier de l'ouverture du compte de capital, compatible avec la capacité des
¢conomies 2 faire face aux effets déstabilisateurs des flux de capitaux 2 court terme.

Par ailleurs, la faible rentabilité des bourses nationales liée 1 I'étroitesse des économices et leur
 insuffisante liquidité me semblent militer en faveur de leur régionalisation, a4 Iimage de
l'expérience en cours dans les huit pays membres de I'UMOA, avec linstitution de la Bourse
Régionale des Valeurs Mobilieres (BRVM) d'Abidjan qui a démarré ses opérations le 16
Septembre 1997.  Cette régionalisation, conjuguéc 2 limpact des programmes de
privatisation, me semble de nature 4 jouer un 18le catalyseur dans l'insertion harmonicuse des
marchés financiers africains au processus de globalisation financiére, en favorisant
I'élargisement de la base des investisseurs intérieurs et l'amélloration de la crédibilité ct des
perspectives de rentabilité de ces marchés.

Telles sont les conditions qui me paraissent cssentielles pour une intégration réussic des
march¢s financiers africains 2 la mondialisation.

Pour avoir leur plein effet, ces mesures devront étre confortées par des initiatives de la
communauté internationale. Celle-ci doit notamment veiller 2 linstitution de mécanismes
aptes a assurer unc plus grande transparence dans les mouvements de capitaux et unc
meilleure maittisc du processus de leur libéralisation, de maniére & prévenir les risques de
crises systémicues, telles que celles qui ont récemment ébranlé les fondements du systéme
monétaire ct financier intcrnational. Les réflexions en cours sur la nouvelle architecture du
systtme monétaire ct financier international devraient prendre diiment en compte cet cnjeu
Je vous remercie de votre aimable attention.
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CHAPTER 9

KEYNOTE ADDRESS I

Prof. Felipe Larrain,
Director of the Central American Project
Harvard Institute for International Development

POLICY OPTIONS IN THE FACE OF THE ASIAN CRISIS
Macroeconomic management and structural reforms

The Asian crisis hit Latin America with a lag of just a few months. Starting in October 1997,
stock markets fell substantially and several currencies came under severe attack. In response
to this panic and to its aftermath, the Brazilian government decided to counterattack the
speculation against the domestic currency by raising short-term interest rates. As 2 result,
overnight interest rates rose from about 22 to over 40 percent at the peak of the crisis.
Later, in November 1997, the Brazilian government announced an important package of
measures oriented to reduce the fiscal deficit. During 1998, interest rates fell back to the
levels of September 1997, around 20 percent, and then climbed back to over 40 percent,
remaining highly volatile.

Notwithstanding the efforts of the Brazilian government in late 1997 to attack the problem
at its roots, the fiscal adjustment proposed by the government has not been enough to
reduce the vulnerability of the economy. The fiscal adjustment will probably have to be
strengthened in order to have a lasting effect on the stability of the country. Itis clear that
keeping the interest rates at 30 or even 20 percent (with inflation at less than 4 perceny)
cannot be sustained for long without a significant deterioration in the assets of the banking
systern and, thus, increased risk of financial collapse.

Brazil needs to implement not only the fiscal package presented in November 1997, but also
needs to make progress in structural areas such as the reforms to social security, public
administration and privatization. Although significant progress has occurred in some of
these (including the recent successful privatizadon of Telebras, the domestc
Telecommunications Company), several crucial aspects of the administrative reform ate still
waiting for Congress approval and their implementation will probably not occur for several
months. Additionally, some reports suggest that some of the policy measures announced
last year have been postponed or delayed without justification. It is clear that moving in the
direction of deepening structural reforms is the appropriate way for Brazil to regain the
initiative and to attain the credibility necessary to reduce interest rates. A related issue is that
Brazil needs to increase the flexibility of its exchange rate policy so that it can gradually
move away from its current overvaluation.

As 2 result of the financial shock of late October 1997, the Chilean peso reversed its course

of sustained appteciation in the 1990s and suffered significant pressure towards depreciation.
The Central Bank drastically raised interest rates and spent about $1.6 billion (or 9
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pereent of its foreign exchange reserves) intervening to support the peso in the forcign
cxchange market. In spite of this, the Chilean peso depreciated around 10 percent against
the US dollar between October and December 1997, Given the pressures that the cconomy
was cxpetiencing, particularly the collapse of copper prices, and the condidons of instability
prevalent in the financial markets, the devaluation of the Chilean peso should be scen as a
necessary correction in an otherwise unsustainable appreciating trend, In light of the high
dependence of Chilean exports on Asian markets and on peimary products, however, a
prudent cconomic policy is strongly desirable.  Appropriately, Chile's government cut fiscal
spending twice in 1998, and aceepted a modest devaluation of the currency.

Through most of 1998, Argentina cndured high real interest rates and a significant stock
market decline, but was able to maintain its fixed exchange rate to the dollar. Considering
thc macrocconomic indicators discussed above, however, Argentina may face scrious
problems if Brazil falls into crisis. In such a casc, Argentina's monctary arrangement (a
currency board) would become subject to severe pressures and its currency could undergo a
speculative attack, as in the first months of 1995, The Argentincan authoritics will Tikely
stick to the full convertibility policy since exchange rate stability is so much at the heart of
the country's reform process. They can also take heart in the fact that the two most visible
countrics with currency boards (Argentina and Hong Kong) were successful in defending
their currencics when neighboring currencics fell in 1995 and 1997, respectively.

Currency boards, however, have costs and risks. They tic the hands of the policymakers and
climinate the role of the central bank as a lender of last resort. In casc of a run on deposits
in the financial system, the Central Bank would face a rough dilemma: it could maintain the
currcncy board but only at the cost of a collapse in the financial system, a collapse of much
higher dimensions than under alternative monctary regimes.  Fven if the system doces not
collapsc, the costs of this policy in terms of output and/or employment can be very high, as
cvidenced by Argentina in 1995 and Hong-Kong in 1998, The best way for Argentina to
confront these pressurcs is to deepen even futther its reform program, particularly the
liberalization of its labor market. This reform, however, faces unusual complications in the
current political conditions of a weakened administration.

After the 1994-95 crisis, Mexico undertook a painful adjustment in its cconomy that
included a severe macrocconomic contraction and the introduction of corrective measures in
its financial sector. Yet, current conditions in the banking system arc far from optimal and
unless the problems in the financial system are tackled on time, they may become the
Achilles' heel of the Mexican economy. The recent financial pressures have also provoked a
jump in the exchange rate that has helped to relicve part of the appreciation pressures
accumulated in the real exchange rate between 1995 and 1998. Onc of the main sources of
concern for Mexico now is the uncertainty associated with the political conflict over the
bailout of the banking system. Resolving this problem soon will greatly help Mexico to face
the Asian crisis. Otherwise, the economic situation could become extremely complex and
cxplosive in the near future.

DEALING WITH CAPITAL FLOWS

The Asian crisis has put the issue of how to deal with capital flows at the forefront of
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cconomic discussion. In particular, one of the most debated aspects is the role of the capital
controls in affecdng the magnitude and composition of capital that a country may attract.
Many authors have suggested that imposing some form of capital control may help a country
avoid unnecessary exchange rate fluctuations and, more gencerally, may reduce an cconomy's
vulnerability to external shocks. The stability of Chilc after the Mcxican crisis has often been
quoted as a leading example of the benefits of such benefits of such policies, and thus we
take on this case in some further detail.

In 1991, Chile implemented a 20 percent non-remuncrated reserve requirement on foreign
credits that was increased to 30 percent in 1992. Whether the reserve requirement has been
an cffective ool to stem the inflow of short-term capital, however, is subject to debate.
Recently, Larrain, Laban and Chumacero (1997) have shown that capital control measures in
Chile affect the composition of capital inflows away from those flows that arc subject to
taxes. In the short run, though, controls appear not to have a significant cffect on the
overall magnitude of the flows, while some overall deterring cffect remains in the medium to
long term.

Another option that has been widely used to defend the real exchange rate in the presence of
large capital inflows is the relaxation of a number of restrictions on capital outflows. These
policies used both in developed and developing countries, include the reduction of
restrictions for profit and capital tepatriation on foreign investments, and the liberalization
of investment options abroad for institutional investors. Noncthcless, as .aban and lLarrain
(1997) argue, the liberalization of capital outflows is more likely to provide little relief in
reducing the pressures on exchange rate appreciation that arise form capital inflows.

Nonctheless, the role of capital controls is fundamentally different in normal periods, in the
presence of large capital inflows (as in Latin America during most of the 1990s) than at ames
of potential crisis, when inflows tum into outflows (as after October 1997). In periods of
crisis, inflow controls turn redundant and by and large mainly increase the cost of capital for
domestic companies in international markets; increased outflow controls, on the other hand,
arc likely to reduce net inflows.

CONCLUSIONS

Some important lessons emerge when comparing the experiences of Latin America in the
1980s, Mexico in 1994 and Asia in 1997. First, not all currency crises are alike. Most crises
in Latin America during the 1980s had a strong fiscal component and, in that sense, tend to
fit well with the explanations posited by traditional models of balance-of-payments crises.
On the other hand, it is clear that crises in Chile (1982), Mexico (1994) and Asia (1997) did
not have 2 fiscal origin and therefore the roots of the crises are located elsewhere, mainly in
the financial sector. Second, contrary to popular assertions, and in spite of their different
nature, most crises have been preceded by strong indications of fundamental weakness in the
cconomy. Some of the most important signals are given by the current account deficit, real
exchange rate appreciation, and 2 rapid expansion of credit to the private sector. 1n addition
to these signals, standard balance-of-payments crises (mainly in the 1980s) werc also
preceded by large fiscal deficits and high rates of scigniorage.
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CHAPTIIR 10

KEYNOTE ADDRESS 11

My. Enc Chatman
Division Manager, Special Operation Team
African Development Bank

Your Excellencies,
}.adies and Gentlemen,

1t is indeed a pleasure for me to be here today to speak before the African Capital Markets
Forum. First, I want to convey the greetings of Dr. Ahmed Bahgat, Vice President, Finance
and Planning of African Development Bank, who could not be here today to give this
address. He has a strong personal interest in helping to foster the development of African
capital markets and we hope that my talk this afternoon will serve as the continuatdon and
strengthening of the relationship between the Forum and the African Development Bank.

Being here today is especially a delight for me for 2 couple of reasons. First, this conference
is focused on a subject that has been an intellectual and professional interest of mine for
some time. The focus of the Forum, which includes the promotion of formal capital
markets in Africa, is a very critical goal, which can contribute to the further economic and
social development of Africa. 1t’s a laudable goal and the Forum descrves significant support
to help achieve it.

Second, it is a distinct pleasure for me to return to Accra, my second home, where 1 lived
and worked for several years. While here, I had the opportunity of working at Databank
Financial Services where ] learned first hand the challenges and opportunities associated with
the development of an African capital market from a private sector perspective. 1t was an
invaluable experience. 1t’s also great to see so many familiar faccs, friends, and thosc whom
1 consider family here today. 1 thank you in advance for staying awake during my speech.

My talk today will focus on two issues. First, 1 will talk about what I believe are the key
factors that will contribute to the development of African capital markets and the impact
that liberalization and integration into the global capital markets implies for the path chosen
for the development of the these markets. Second, 1 will talk about the role that the African
Development Bank has played and hopes to play in the development of African capital
markets in the future. 1 believe that the Bank is well positioned to participate and contribute.

THE GLOBAL FINANCIAL CRISIS

it is impossible, however, to talk of about intcrnational capital markets today, without
mentioning the impact of and lessons learned from the recent global financial crises. The
experiences of global capital markets in the last few years have challenged many of the
widely held assumptions about the behavior and tiskiness of these markets. The Asian crisis
not only challenged the efficacy of the “Asian miracle”, but it also changed some of the
fundamental assumptions held by most participants in the global capital markets.
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First and foremost was the assumption that markets were not correlated. This is obviously
dead wrong in times of erises and the word contagion is now applied to international capital
markets. The crises also highlighted the weaknesses in widely used financial risk management
tehniques which were based on historical correlations and volatilities between asset prices to
determine the riskiness of a trade, a portfolio, or a balance sheet. The Asian crisis highlighted
the weakness of this seemingly “scientific” approach.

"The Russian crisis not only confirmed the weaknesses of the Russian financial system, but it
also highlighted the weakness in legal agreements, documentation, and other institutional
arrangements governing international financial transactions.

To make matters worst, the rescue of Long-Term Capital Management, not only challenged
our assumptions concerning the safety of a “conscrvative” trading strategy, but it also
reminded us of the risk associated with of “old fashioned leverage” and the human frailtics
of Nobcl Prize winning economists.

In shott, cverything has now been challenged and everyonc has shared some of the blame.

1. The IMFE has taken a great deal of the heat for being uninformed, opaque and
sending the wrong signals to its member countrics prior to and during crises.

2. Credit rating agencies have been blamed for missing the call on the fundamental
problems cxisting in Asian prior to the crisis.

3. Regulators have been blamed for failing to cffectively supervise their local
institutions and contributing to the “moral hazard” problem.

4. Market practitioners have been blamed for taking excessive risks and not being
“bailed in” to crises that they help to create.

5. Bankers have been blamed for not doing an cffective job at credit review and
monitoring of their customers.

6. Governments have been blamed for cronyism and just about everything clsc.

Where does that leave us in Africa?

GLOBALIZATION OF AFRICAN CAPITAL MARKETS

This time around, Africa, for the most past, has had the luxury of sitting on the sidelines and
watching the rest of the world deal with a major crisis. Iixcept for the fall in commodity
prices and the impact on the South Aftican market, the impact of these crises on the African
capital markets has been moderate. Why? African markets are not yet sufficiently integrated
into global capital markets for them to be susceptible to this type of global instability. This
is quite obvious. But does this mean that Africa should slow down the process of opening its
capital markets to insulate itsclf from future criscs?
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In my opinion no. What it does mean is that Africa has an opportunity. It is an opportunity
to learn from the mistakes of others while establishing financial systems that will not be as
susceptible to future crises and are better able to withstand global market inseability. The
factors to achieve this are well known, I will go through them briefly here:

First, is to achieve macroeconomic stability. No matter how effective the regulation, how
strong the financial infrastructure or how appropriate the incentive mechanisms, capital will
not flow to or remain in a country that is not economically stable. Nor will it be invested
productively.

Second, an effective regulatory system must be in place. The best regulator, in my view, is a
body that works with the industry to develop rules and guidelincs, cstablishes them, and then
gets out of the way to let the market mechanism work. While regulators must play the role
of 2 watchdog, they must understand matket forces and should not stand in the way becausc
they do not understand or are “uncomfortable” with 2 new market development or product.

Fundamentally, the market should know what to expect from the regulators. The rules
should be clear and enforceable.

The Central Bank should be free to build the credibility necessary to limit monetary
instability and uncertainty.

There must be an cffective legal framework in place for financial transactions. Contracts
must be enforccable and the legal process should be transparent, fair and work within
rcasonable periods of time.

A system of disclosure, particularly among publicly traded companies and financial
institutions, must be in place so that material events are reported fully and in a tmely
manner. This includes adherence to international accounting practices and disclosures
focused on facilitating market transparency.

An effective corporate governance framework should also be in place. This should include
provisions for the equitable treatment of all sharcholders, provisions to ensure dmely and
accurate disclosures, the recognition of the rights of all stakcholders, and rules on the
responsibilities of Boards of Directors. The OECD Principles of Corporate Govermance are
instructive in this regard.

The system should also be free of undue political interference. 1 am not so naive to think
that political interference does not occur, but it should be the exception rather than the rule.

These arc all well known and gencrally acknowledged requirements for a well functioning
capital market. Along with the right to repatriate capital, freedom from cxcessive taxagon
and other restrictions, it is clear that in most African countrics reforms nced to be
continued.

Despite the conventional wisdom, expetience has shown us that the liberalizaton of capital
markets runs the risk of exposing fledging financial systems and cconomics to
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significant instability. 1f the reforms undertaken have not taken hold, or arc not fully
implemented, the cconomy is at risk to potential crises. External financial liberalization can
exacerbate any external or internal shocks to the system. This was the casc in the Asian and
Russian crises.

As a consequence, there have recently been renewed emphasis on the path to reform and the
importance of sequencing of reforms. The rationale behind this thinking is the need to
prepate a financial system to handle the market forces that it will be subject to once opening
up. This implies a gradual or sequencing approach to reform. A recent article published by
the IMF identifies the following general principles related to sequencing of reforms:

1. While foreign direct investment raises concerns about foreign ownership and
control, it can bring benefits in the form of technology transfer and managerial
know-how. Also, FD1 is less prone to the “hot money” problem, hence does not
generate the same risk of financial crises associated with shatp reversals of debt
flows. Therefore, it is generally attractive to liberalize foreign direct investment.

2. Nonviable financial institutions should be weeded out and remaining banks
strengthened domestically prior to domestic liberalization or opening the market
fully capital to inflows. In other words, get your house in order first.

3. The establishment of an adequate financial infrastructure for portfolio investment in
equitics and debt instruments should be established to reduce the reliance on the
banking system for financial intermediation services.

4. Given the potential risk associated with short-term capital flows, there may be 2 casc
for liberalizing longer-term flows, particularly foreign direct investment, ahead of
short-term capital flows.

5. Finally, any liberalization of capital outflows should occur in an environment of
tacroeconomic stability.

All this is much easier said than done. While it is quite easy to decide on a logical path to
development of capital markets, it is in the implementation of reforms, particularly cnsuring
that the capacity to carry out such reforms is in place, that is most challenging. But it can be
done; the talent and know how is readily available in Africa, just look at the person sitting
next to you and it has been done before elsewhere, it can be done here.

Recently, there has been a great deal of work to assist countrics to determine the most
cffective path to devclopment and to identify the factors that foster the decpening and
broadening of capital markets. For example, the World Bank has developed a database on
financial development and structure. ‘The purposc of the databasc is to help rescarchers and
practitioners to cvaluate the key issucs associated with financial sector development.

Many organizations such as 10SCO, the BIS, OLCD, UN, IMF, ADB and others have
refocused cfforts to determine ways to not only prevent future financial erises, but also to
determine  the most cffcctive ways to  develop such markess.  Hopefully, these
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cfforts will lead to more effective methods for the development of emerging capital markes.

My suggestion is that officials and participants in African capital markets should be engaged
and participate in international initiatives and devclopments to bring their local markets to
intcrnational standards. Aftica should ensurc they have a scat at the wble. A sequenced
approach appears to be the most effective for the development of these markets.

Now, 1 will turn to the African Development Bank’s activities in the financial sector. 1 will
talk about the financial scctor broadly because the Bank’s interventions normally have
several components, one of which often includes capital market development.  Broadly
speaking, as you know, the Bank provides support to governments and the private sector.

The Bank provides assistance to the financial sector in the following ways:

1. Lincs of credit to financial intermediarics, for example Development Bank of South
Africa.

2. Financial Sector Adjustment Loans — Cote d’Ivoire.
3. Competitiveness Development Projects - Tunisia.

4. lnvestments in Private Equity and Venture Capital funds - South Africa Infrastructure
Fund.

5. lnvestments in Financial Intermediaries — Africa Re.
The objectives of the Bank’s support includes the following:

¢ To broaden the range of financial Instruments used in regional member countries and to
foster the development of secondary markets.

To strengthen key institutions through restructuring, privatization, and capacity building.
To develop financial infrastructures to enhance the legal and regulatory frameworks,
improve accounting standards, and establish effective institutional arrangements for
financial transactions.

For example, early this year the Bank’s Board approved its participation in a competitivencss
project in Tunisia, which is being co-financed with the World Bank. The program includes
the following components.

The restructuring/ modernisation of the banking system
The reform of parastatals (incl. Privausation)

The revitalisation of treasury sccondary markets

The recruitment of Treasury Bond specialists

The modernisation of financial management instruments

* o » 9 @
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The strengthening of insurance companies
The adoption of a new banking law
The improvement of accounting practices to bring them international standards.

These types of projects will continue to be supported by the Bank.

NEW INITIATIVES

The Bank has also embarked on a number of new initiatives. These include the:

Development of Financial Sector Policy which will be completed this year and will
outline the role that the Bank will take in fostering financial market development in the
region.

The Private Sector Unit has been elevated to Department level, a Director has been
hired as well as its key management. One goal of the Private Sector Department is to
provide advisory services in capital market development to regional countries.

The Bank’s Treasury Department has leveraged its expertise in investment management
to provide assistance to African Central Banks to improve their reserves management
capability and capacity building through participation in workshops with training
organizations.

Also, the Bank’s Treasury and Operations Departments have launched an initatve to
provide external debt management advisory services to regional member counttics. A
seminar to launch this program is planned is the near future to take place in Abidjan.

The Bank’s Treasury Department is also investigating the possibility of issuing bonds in
local African currencies. This, we believe, will assist ADB in meeting the funding needs
of some of its private sector clients, but also will serve as a development tool for these
markets.

The Bank is a participant in the International Task Force on Commodity Risk
Management and is exploting ways to introduce financial risk management products to
selected regional member countries internally.

‘The Bank is also a participant in the IMF/World Bank inidatives to identify a group of
“experts” that will intervene in future cases of financial crises.

Finally, the Bank is also expanding its involvement with outside organizations. It is 2
member of the International Swap and Derivatives Dealers Association (ISDA) and
participates in its programs, and plans to become an associate member of International
Organization of Securities Commissioners (IOSCO). It has participated in African Stock
Exchange Association program and many others. And 1 personally hope to contribute
to stepping up our cfforts to participate in the Forum’s programs and initiatives.
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The Bank is active in the financial sector broadly through its programs for both the public
and private sector. We expect that the coming financial sector policy should enable the Bank
to refocus and contribute even more in the future.

As 1 said carlier, 1 belicve that African Capital Markets have an opportunity. It is the
opportunity to learn from the problems, which others have had in the past and choosc a
path to the development of its markets that will be both beneficial to the markets and Africa
as a whole. It is an opportunity that should be scized. Despitc all of the chalienges and risks,
1 for onc am optimistic. 1 base my optimism on the talent that the Africa posscsses, both
inside and outside of Africa, my experience here in Ghana where 1 had the opportunity to
watch and participatc in many positive changes in this market, and finally because Africa has
no other choice.

Thank you.
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CHAPTI:R 11

KEYNOTE ADDRESS III

Dr. K Y. Amoako
Excecutive Secretary
Utnited Nations Economic Commission for Africa

Honorable Ministers, Your Excellencies, Distinguished Delegates, Ladics and Gentlemen,

'This Conference is taking place at the dawn of the new millennium and at a critical stage in
Africa’s development history. Africa has in recent years made significant strides to reform its
political, cconomic, and financial structures and systcms. As a consequence, some positive
results have emanated from thesc reforms, as reflected in improved cconomic performance
in many countries for the last four vears, and a shift towards democratic svstems of
government.

The recent growth and progress in cconomic reforms, Mr. Chairman, are clearly fragile, and
African countries cannot afford to be complacent. Moreover, most of the countrics of the
continent lack the fundamentals for sustained and increased future growth—the growth
nceded to realize meaningful reduction in poverty. Furthermore, in 2 number of countrics
civil strife, civil wars and external conflicts continue to be a serious impediment to cconomic
and social development.

As we approach the new millennium, Mr. Chairman and Colleagucs, Africa faces
fundamental challenges, among which sustaining growth at rates required to realize
significant poverty reduction is the most important. Poverty reduction must clearly become
the focus of development in Africa. At ECA, we have estimated that in order to attain
Copenhagen internationally agreed social development targets—i.c., reducing poverty by half
by the year 2015, GDP must grow at no less than 7 percent per annum on average. The
levels of investment required to generate this growth are so large that at today’s savings rate

in the continent a large financing gap, equivalent to 9 percent of GDP on average, has to be
filled.

Thus, making a dent in Africa’s poverty requires massive mobilization of resources, both
domestic and external, which process affects, and is affected by prospects for developing
capital markets in Africa. Further, it is now a reality that resource mobilization has t be
undertaken in an increasingly challenging environment of globalizaton of tradc and
declining commodity prices for primary products exported by most African countrics.
Additionally, responding to the trading environment created by the WTO pauses particular
challenges for Africa. Declining aid flows, strained public sector budgets, unsustainable
external debt, low domestic savings and high capital flight arc issues to grapple with.
Globalization of financial markets and increased competition for private capital, the risk of
contagion cffects-- in the aftermath of the Asian economic financial crisis-- arc all a reality.

Closing the huge resource gap requires concerted cfforts by our countrics and their
development partners at addressing these  issucs. At the heart of measurcs to address
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them is the need for a new development partnership between donors and Africa. Related to
this is the need to resolve the debt issue, raise the level ODA and make 2id more efficient,
and strengthen public sector resource mobilization to support robust economic and social
infrastructures.

Haqually importantly, Mr. Chairman and Colleagucs, Africa needs a credible strategy to be
morc cfficient, initially in the production of our primary products, while pursuing 2 major
effort to diversify the production base, and improving trade support services, particularly
transport. Africa also needs to be able to negotiate substantively and effectively on issues of
intcrest to the continent in the context of the WTO agreements. Domestic private savings
need to increase by at least fifty percent, and measures must be taken to stem capital flight,
and keep Africa’s wealth in Africa. Increased competition for private capital flows means
that Africa must do all it takes to make the continent a desirable destination of capital, while
pursuing mcasurcs to avoid the Iast Asian experience. All these necessary steps, Mr.
Chairman, affect and are affected by the development of capital markets.

FINANCING AFRICA’S DEVELOPMENT: CHALLENGES AND PROSPECTS
Mr. Chairman, Distinguished delegates, Colleagucs

Now let me walk you through the salient clements of the challenges outlined above, which
arc rclevant to any strategy to finance Africa’s development, including the neccssary
institutional support services like capital matkets.

A new donor-recipient partnership: ODA is critical to building the countries’ infrastructure,
which support private sector development, in light of low domestic savings and low foreign
direct investment. It is also generally agreed that ODA was not as effective in the past as it
could have been, for reasons that both donors and recipients have contributed to. To focus
ODA and budgetary resources towards targets where they will be most effective, including
strengthening local financial and capital markets requires effective coordination. This is more
likely to be attained when Africa sets the development agenda and gets the appropriate
international support for it. In such a framework, besides ODA, key issues of interest to
donors and Africa, such as multilateral trade negotiations and debt, could be resolved in a
morc comprehensive and rational way.

1 am happy to report that towards a new donor-recipient relationship, and the neced to
support one agenda, the Economic Commission for Africa (IRCA) with the support of the
Organization of African Unity (OAU) and the African Devclopment Bank has created the
Aftica Development Forum (ADF). The Forum, to be convened annually, will facilitate the
process of consensus-building among the key stakeholders of African development - the
African governments, civil society, researchers and academics, intergovernmental
organizations and donors - towards a shared vision of the continent’s devclopment
objectives and priorities, as well as the strategy and instruments for realizing them.

WTO and global trading environment: As foreign direct investment has often spurred
expansion of expotts in other regions, Africa needs to build solid financial infrastructures.

Well-functioning  capital markets are an intcgral element of such  financial
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infrastructure. A corollary is that as trade grows, it gives momentum to the development of
financial services. Africa’s trade prospects are tied to the reality of the WTO framework
created at the conclusion of the Uruguay Round (UR) of Negodations, in which Africa’s
voice was marginal in influencing the outcomes. In this context, there are issucs that Africa
needs to raise at the next multilateral trade negotiations (MTN) which are expected to be
launched at the third WTO Ministerial Conference, scheduled to be held in Scatde, USA,
from 30 November to 3 December 1999,

The key issucs revolve around the need for market access, particularly in agricultural
products of export interest to African countries; export subsidics in agriculture; the damping
of subsidized agricultural surpluses by OECD countrics, which undermine Africa’s products in
OFECD markets, African markets, and third-country markets where Africa has the potental to
export; the technical barriers to tradc and restrictions on the sanitary basis; the need to
accclerate the phase-in of textile tariff reduction under the Textle and Clothing Agreemeng
and better recognition and safeguard of African interests, including the rccognition of the
development factor and the leveling of the playing ficld.  This would justify longer
transitional provisions for Africa, greater technical capacity-cnhancement assistance and
delay in phasing in the “built-in agenda”, such as competition policy and the Muldlateral
Investment Agreement.

Debt: Besides releasing resources from debt scrvicing, rescarch has shown that relieving the
debt overhang could be the most cffective way to stem and reverse capital flighe and attract
privatc foreign investment, as the sustainability of a stable macroeconomic framcwork - 2
key wotry of investors - would look more credible. Credible solution to Africa’s debt
problem must cntail substantial debt cancellation-besides better debt management by Africa
in the future, of coursc. An appropriate macrocconomic framework and financial sector
reforms are necessary for the efficient use of savings from debr relief for poverty reducton
and strengthening financial and capital markets.

Capita! flight: While striving for official and private foreign savings for development, Africa
has a larger proportion of wealth held overseas by residents than any other continent (39 per
cent compared with 6 per cent for East Asia before the crisis). Stemming and reversing
capital flight could go a long way to solving Africa’s development finance problem. Adverse
investor risk ratings, unsustainably high external debts and macrocconomic policy errors - or
fear of their possible occurrence - are root causes of flight capital. Policy errors that causc
inflation, exchange rate misalignment and high fiscal deficits choke off opportunitics for
profitable investments. Inconsistent and unsustainable sets of policics can also trigger capital
flight cven when, in the very short run, cverything looks just fine. The absence or weakness
of capital markets contributes to the problem. Additionally, large amounts of corrupty
obtained funds, particularly by public officials, arc more likely to be stashed away overscas
than invested in their country of origin. Corruption raiscs transaction costs and its
unpredictability makes rctums on investment uncertain, which discourages private risk-
taking,

Domestic_resources: In the medium-to-long run, sustainable development requires higher
levels of domestic resource mobilization. Africa needs to raise the savings cffort - from its
present Jevel of about 18 per cent to about 24 per cent of GDP (the average for 2l
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developing countries as a group). Policies to raisc the savings rate need to focus on
macroeconomic stability, financial and capital market reforms, financial decpening through
institutional reforms and innovative savings instruments, and interest rate policy
management. For public savings, the potential for further implementation of tax reforms,
cost-sharing in the provision of public goods and services, the management of the terms of
trade-related booms and the enhancement of public expenditure productivity arc important
policy arcas on which to focus.

Foreign Private Financial Plows: Africa has not bencfited from the phenomenal growth in
forcign flows, comparcd say to Fast Asia. Some key conditions and policy challenges are
necessary to attract foreign investment. Among them arc supportive macrocconomic policy
and legal and regulatory frameworks; the rule of law and the enforcement of CONEracts;
functioning social and cconomic infrastructure, financial scctor reforms, support for capital
markets development; deliberate and explicit attention to the concerns of investor risk rating
agencices, ctc. Privatization needs to be pursued mindful of its possible downside —— the
political risk associated with the declining share of national assets in the total domestic
investment portfolio. Promoting capital markets is 2 key to attracting long-term capital flows,
including venture capital and footloose portfolio investment. However, the risks associated
with globally mobile capital should be recognized, particularly in light of recent cvidence
from the Asian crisis.

DEVELOPMENT OF CAPITAL MARKETS IN AFRICA: THE ROLE OF ECA AND THE AFRICAN
CAPITAL MARKETS FORUM (ACMF)

The development of capital markets has emerged as critical to raising the level of domestic
savings, attracting foreign private investment and stemming, and possibly reversing capital
flight. In the context of its regional mandate, KCA has identified priotity interventions to
support capital markets in Africa. Because economically small nation-states arc inimical to
the development of efficient financial and capital markets — a sub-regional approach to
capital market development has been adopted by ECA.

As you will recall, Mr. Chairman, in 1996, KCA organized in Accra, Ghana, 2 major
conference on “Reviving Private Sector Partnerships for Growth and Investment," out of
which the African Capital Markets Forum was born. Its functions are to serve as a clearing-
house fot the exchange of views and to provide training and other services needed to build
and strengthen the capacity of capital markets in Africa. The Forum also tracks key emerging
issucs, like globalization of financial markets. The theme of this Intermational Conference on
Globalization of African Capital Markets: Risks and Benefits, is the best evidence of the type of
services the Forum provides for the benefit of Aftica.

As further commitment to the development of capital markets in Africa, ECA, in
collaboration with the African Capital Markets Forum and the United Nations Conference
on Trade and Devclopment (UNCTAD), put together, a comprehensive “Technical
Cooperation and Capacity Building Project on the Promotion of Capital Markets in
Africa™, to be implemented in partnership with other agencies. The first phasc of this
Project is now under implementation. This phase involves needs-assessment missions to a
number of African countries to ascertain their technical assistance and training needs. Phases
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11 and 111 of the Project will focus on implementing the actual capacity-building program
identified in Phase I, namely:

® to strengthen the capacity of sclected local stock exchanges;
to strengthen the role of the regional institutions designed to support African countrics in
their national and regional capital market strategics;

® to train operatoss in capital markets through scminars, workshops, courses, and internships
in countries where the market is sufficiently developed;

& to provide advisory services and technical assistance for the development, administration,
operation, and regulation of capital markets;

* to support joint studies in areas where action is required to foster capital markets, improve
the regulatory framework, and promotc regional co-opcration berween financial
associations of the private sector, securities exchanges, and the regulatory authoritics; and

® to study the feasibility of establishing sub-regional capital markets and stock exchanges.

I wish to take this opportunity to thank sincercly the Government of Japan for making
available US$ 250,000.00 for implementation of the first phasc.

It is our conviction that the African Capital Markets Forum can play an important role in
galvanizing African counttics’ efforts at developing well-functioning and cffective capital
markets. More, importantly we appeal to the donor community to support our efforts in the
implementation of the more important “Technical Cooperation and Capacity Building
Project on the Development of Capital Markets in Africa™.

Once more, 1 wish to congratulate you all for a very successful Conference.

Thank you.



CHAPTER 12

GLOBALIZATION OF THE NIGERIAN STOCK EXCHANGE

Goodie M. Ibru Esg.
President
The Nigerian Stock 1xchange

INTRODUCTION

In recent times, the world has been witnessing an increasc in the globalization of capital
markets and the liberalizaton of cross-border financial transactions. An associated
devclopment most welcome to us has been the rapid surge in private capital flows to
devcloping countrics. One remarkable feature of this dcvclopment is the growing
importance of foreign investment in sccurities from devcloped countrics. Indeed, about half
of total capital inflows to devcloping countrics is now in the form of portfolio investment in
tradable bonds and cquity shares, as against only 15 percent (1 5%) in 1990.

The new-found confidence in emerging market derives from improved economic indicators
cmanating from successful structural adjustment in many devcloping countrics. In these
countrics, growth has been fuclled by increased investment and productivity as well as
reforms in teade and exchange controls. Those countries that have rolled back regulatory
controls over the private sector have been morce casily assimilated into the global funds
market. Many developing counties have also shown increasing economic maturity by
cxhibiting more fiscal discipline and public accountability.

The keen interest of portfolio investors from industrial cconomiics, especially institutional
funds, in the developing world represents an opportunity for attracting much-necded forcign
capital, and developing countrics, especially in Africa simply cannot afford to ignore it. The
morc so as the current trend is towards a drying up of the sources of cxtemal capital on
which most devcloping countries rclied heavily for their development

Official Development Assistance (ODA) has in fact failen successively in the last decade in
real terms. We have also witnessed a growing reluctance by industrial countrics to honor
their pledges to the ODA. The era of privileged access to development finance for Africa
may well be coming to an end. Thus, Africa runs the risk of being not only cconomicaily
marginalised, but also financially marginalised.

This awarcness has propelled many African countrics to usc stock markets as conduits for
channcling long-term funds to their productive scctors as the stock market route has become
a credible alternative source of supporting equity and long-term investment financing for
modernizing economies. These realitics must have given risc to the decision at the Abuja
Summit of OAU Heads of States in 1991 that each country in Africa should set up 2 stock
exchange as a way of promoting a balanced financial systemn. Today, there are cighteen stock
cxchanges in Africa that arc members of the African Stock Fxchanges Association (ASIEA).

The concept of regional exchange is also being floated to encourage countrics to come
together where it might not be very practical, owing, for instance, to cconomic size for
individual countrics to establish their own cxchange. This position was endorsed by the
African Capital Markets Forum (ACMF) and the Inter-governmental Group of Experts at
the sixth conference of African Finance Ministers in Addis Ababa, in March, 1997.

52



Recognizing the importance of capital markets in national development, the group of cxperts
also urged African countries to establish and promote capital markets and use such markets
to implement privatization programs.

ANALYSIS OF RISKS IN AFRICAN CAPITAL MARKETS

It is unfortunate, but truc that Africa faces a playing ficld tilted against it. The perceived
risks associated with investing in Affican markets arc high. An analysis of these risks will
teveal why forcign investors are patronizing other emerging markets while shying away from

Aftica.

SOCIO-POLITICAL RISK

There is no gainsaying the fact that a stable socio-political climate is 2 sine-qua-non for
cconomic development.  Unfortunately, most of Aftica is beset with scemingly intractable
problems which for most part are traccable to unacceptable poor public governance.
Because of the dictatorial tendencics of many of Africa’s lcadership, there is often little or no
room for intellectual contribution, with the result that defective policies are perpetuated in
the bid to maintain control over the machinery of government. Conscquently, there is a lack
of credible economic policics due mainly to short-lived policy formulating and implementing
bodies. Therefore, the recent emergence of democratic rule in Nigeria is likely to usher in a
new lease of life for the ecconomy.

Another problem common with emerging markets is an apparent lack of regulatory
transparcncy.  Conflicts easily arise between government and non-government agencics
because personal and sectional considerations are allowed to outweigh objective and fair
market interests. Foreign investors arc not oblivious of the fact that unwritten rules, which
arc difficult to follow, dominate the regulatory process in cmerging markets.

ECONOMIC RISKS

Apart from the foregoing socio-political considerations, international investment requires
primarily a well-defined macro-cconomic framework characterised by consistency of
monetary and fiscal policics. Without this broad framework, issuers and investors arc
restricted to short and medium-term planning whercas industrial/corporate devclopment
depends on long-term funds and long-term planning.

Several countries, still under the phobia of foreign domination, maintain restrictions on
forcign investments. Repatriation of capital and benefits play high on the minds of portfolio
investors. Those countries with restrictive investment regulations only deny themselves an
active role in cross-border dealings.

“conomics, which are characterised by inconsistencies and volatility, usually attract little or
no foreign funds. In Nigeria, Government has embraced a market-driven cconomy.
Interest rates and exchange rates are market-determined.  Privatisation is also receiving
attention. A recent World Bank study concludes that the way privatisation was carried out in
Nigeria was among the best on the African continent, largely because of the skill and
professionalism of the Bureau of Public Enterptiscs. Before the program ran out of steam,
86 firms werc privatised. Several others have been commertcialised, However, since 1993,
the program scems to have been stalled. Currently, cfforts arc being made to privatise major
government utilities companies. Nigeria is also planning ahcad and has begun implementing
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a new perspective plan tagged “Vision 20107

CURRENCY RISK

International investors recognise the inherent risk posed by currency movements. This risk
is higher in emerging markets where the interest and exchange rates arc often pegged. The
investor is then faced with the problem of staying ahcad of inflation as well as the threat of
losses in the event of a sudden devaluation of the currency or shifts in exchange control
regulations by the target country.

LOCATIONAL RISK

Apart from anything clse, the location of a market may be regarded as a risk by forcign
investors. This awarencss may explain why movement of funds has continued to flow West
to liast. The other regions, especially Sub-Saharan Africa, continue to suffer neglect mainly
because of their location, which unfortunately is perccived as a risk by forcign investors.
This phenomenon cxplains why many African countrics have swallowed the bitter pills of
structural adjustment programs; the investors arc nowhere to be found.

OTHER RISK CONSIDERATIONS

International investors have long claimed that company risks are higher in emerging markets.
In this context, risk refers to making investment decisions when the company docs not make
full disclosurc of information. Statistics show that it is more common in emerging markets
to find quoted companies where management and ownership arc intertwined. Morcover, the
philosophy of many companies relegates the interest of the shareholders while opcrating for
the benefit of the management. Regulatoss of emerging markets have a long way to go in
guarantecing funds managers that their decisions are based on full and fair disclosure of
company information. Fortunately for Nigeria and many other emerging markets, the
regulators are alert to their dutics and auditing is professionally mature, mecting with
international standards.

OPPORTUNITIES FOR INVESTMENT IN AFRICAN MARKET

The development of African stock markets has been recciving international attention. In
Scptember 1996, the IFC Emerging Market Databasc added 8 African Countrics to the 5
existing ones on its Global Composite Index, thus bringing the total to 13. 1FC produces
both the Global Composite Index and Investable Index for 3 African countrics — South
Africa, Zimbabwe and Nigeria. The construction of indices for these markets has raised
awarcness among international fund managers of the tremendous opportunities in African
stock markets. Currently, a dozen African funds with total investment of about $1 billion
arc trading in New York and Europe.

The attraction of African stock markets has been influenced by the following posiave
attributes:

- Markets arc attractively valued;

- Prices have moved but market fundamentals remain the attracdon on a
historical basis;



- Earnings growth is accelerating;

- Modern scttlement and cleating systems;

- Custody arrangements;

- Steady past or recent devaluation has made currency more competitive,
- Structural economic reforms;

- Growing private sector.

The objective of the fund managers has remained risk diversification and long-term capital
appreciation. This is to be achieved through selection of stocks based on the market, macro
cconomic and political factors. The investors want to know that the markets arc operated
fairly. As much as possible, however, African matkets nced to upgrade their clearing and
scttlement systems to international standard in linc with the recommendation G-30. The
Nigerian Stock Hxchange now operates a T + 5 clearing and sctilement system.

Investors also nced regular information about the companics in which they own sharcs.
They also need prompt disclosure and administration of cotporate action such as dividend
payment.

Finally, offshore investors want to be able to move in and out of markets and individual
stocks casily without moving the market. Therefore, liquidity problems of African stock
markects must be addressed through privatisation and other new listings. Iifforts should be
madc to float flagship issues using instruments such as ADRs and GDRs.

GLOBALISATION OF THE NIGERIAN CAPITAL MARKET

The year 1995 was a watershed in the operation of the Nigerian capital market as the market
was cffectively opened to forcign participation. In July 1995 precisely, the Government
repealed the Exchange Control Act of 1962 and the Nigerian Enterptises Promotion Decree
1989 — two legislation that constrained foreign patticipation in the Nigerian capital market.
The two legislation wete replaced with two investment laws — the Nigerian Investment
Promotion Commission Decree No 16 of 1995 and the Foreign Exchange (Monitoring and
Miscellaneous Provisions) Decree No. 17 of 1995, Until these changes, the country had
operated 4n essentially closed market, even though foreigners accounted for 43% of our
market capitalisation.

Conscquently, upon the abrogation of the Exchange Control Act 1962 and the Nigerian
Linterprise Promotion Decrec 1989, foreigners can now participate in the Nigerian capital
market both as operators and investors. Also, there are no limits any more to the percentage
of forcign holding in any company registered in the country. As a result of the repeal of the
Iixchange Control Act of 1962, any forcigner may now invest in Nigeria without reference
to the Ministry of Finance for ‘Approval Status’ or ‘Approval-in-Principle’. Also payment in
respect of foreign loan scrvicing, remittance of proceeds and other application in the cvent
of sale or liquidation of cnterprise are remittable without reference to the Ministry of
Finance. The banks to which the remittances arc to be made are to ensure, however, that all
the taxes have been deducted and paid and the amounts being repatriated are in respect of
funds imported into Nigeria.
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The internationalisation of the market in 1995 made it impcrative for our market practices to
be aligned with internatonal standards and elicited an improvement in our systems for
cnhanced service delivery.  The internationalisation of the Nigerian capital marker
immediately put us in the mainstream of the globalisation of capital markets as actvely
promoted by the Federation of International Stock Exchanges (FIBV), raising questions
about standards and the compettiveness of our market vis-a-vis other nadonal markets, the
capitalisation of our stockbroking firms, and the safety of our market. Arc our operational
standards in tunc with international standards? How about the cost of transactions in our
market? These questions were at the centre of the challenges of globalisation to the Nigerian
capital market. They were important for our considcration becausce for our market and the
nation, the gains of internationalisation would depend on the strength of our domestc
scrvices capacity, our efficiency and competitivencss.

However, in anticipation of the nced of the market and economy, the Nigerian Srock
Exchange had since 1987 began a phased automation of its opcrations. Conscquently, on
June 2, 1987, the Exchange was linked up with the Reuters Electronic Contributor System
for an on-linc global dissemination of our market information. Under this arrangement,
trading statistics, the NSE All-Share Index, company financial statements and investment
ratios, among other information, arc fed into our Reuters terminal for onward transmission
to the global investment community. This has boosted global awarcness for our market,
with the International Financial Corporation (IFC), a member of the World Bank Group,
now depending on the network for the data it uses in computing the 1FC Global Index and
the IFC Investble Index on Nigeria. The prestige acquired and free publicity for our quoted
companics as a result of this arrangement cannot be over-csimated. Indced, this
technological advancement in financial information flow has boosted foreign intcrest
regarding possible investment in Nigeria.

Partly in consideration of the imperatives of internationalisation, the Exchange in 1996
began implementing a five-year strategic plan with the broad objectives of improving the
intcrnational competitiveness of the stock market, while improving turnover and liquidity.

At the time we started implementing the strategic plan, the Call-Over Trading System was in
placc at the Exchange. Settlement was by exchange of cheques cvery fortnight and it took
an average of two months for deliveries to be made. Also during the period, our total
market capitalisation stood at about 11% of the Gross Domestic Product (GDP). Forcign
portfolio investment was low, and high transaction costs made our market very expensive,
relative to other markets.

Against this background, the Exchange in 1996 dropped the flat 3% brokerage charged on
seccondary market transactions for 2 graduated brokerage rate, thereby improving the
international competitiveness of our market in the arca of costs. Also during the year, the
Exchange launched its Internet System (CAPNET) as onc of the infrastructural support for
meeting the challenges of internationalisation, achicving an cnhanced service delivery. The
Internet system cnables investors have a direct access to information on the nation’s stock
market and those of other countries. CAPNET collates and stores information on daily
trading activities, stock market statstics, as well as information on various sccuritics quoted
on the Exchange. This initative by the Exchange was nceessitated by the fact that timely
availability of information to stakeholders of the Exchange can add value to the different
decisions they make in their respective capacitics as quoted companies, stockbrokers, issuing
houses, investots, ctc.



In April 1997, the Exchange madc a major leap in its automation program with the
commissioning of the Central Securities Clearing System (CSCS). The CSCS was introduced
in keeping with the decision of the FIBV, with a view to making our stock market more
transparent, efficient and investor-friendly. Consequently, transactions on the Fxchange are
now scttled on a rolling T + 5 cycle, which is the international standard for emerging stock
markets.

Apart from automated clearing, scttlement and delivery, the CSCS also offers custodial
services. Itis pertinent to remark here that apart from the changes in the legal framework of
the Nigerian capital market, the first GDR program by a Nigerian company (The United
Bank for Africa Plc) was successful because the nation at the time had central sccurities
clearing system in place and, thercfore, a lower risk profile, as required by the US SIC.

Since the coming of the CSCS, the Exchange has made the transition from the manual Call-
Over Trading System to the Automated Trading System (ATS). The transition, which was
made on Aptil 27, was at once a progression on the CSCS and a response to devclopments
in our operating environment. In getting set for the global capital market in the next
millennium, too much attention cannot be paid to technology. Technology has proven
implications for the quality and efficiency of services in our market. Technology, as a
facilitator of high quality service delivery, has transformed markets around the world; and
these markets now compete on the basis of efficiency and speed of exccution. Should a
market not meet the speed and efficiency standatds, the capital meant for it will invariably be
invested clsewhere, possibly resulting in net capital outflow. In the case of Nigeria, as a
newly liberalised market, the capital inflow may be less than optimal if effort is not madc to
enhance the speed and efficiency of our market.

Therefore, the transidon to the ATS was done with a view to enhancing the role of the stock
matrket in the economic development of the country. There is no doubt that the benefits of
the Automated Trading System will engender recourse to the stock market, with positive
implications for savings and capital formation in the economy. Also, the ATS, as an upgrade
of our trading system, has placed our market on equal pedestal with many emerging and
mature markets, thereby enhancing our competitive position among the world stock
markets.

In the next few months, we cxpect that brokers can migrate their trading from the trading
floor in Lagos to their offices and the other floors in Nigeria. Also, in the next 12 months,
- negotiations are on for the Nigerian Stock Exchange to lead a Regional Market for West
Africa via V-SAT link with the Ghana and Abidjan stock markets. 1t is expected that the
transition to remote trading will impact positively on stockbrokers’ running costs, while the
cvolution of a regional market will raise the volume of business done by our stockbrokers,
placing them in a position to take advantage the resultant economies of scale to charge
internationally competitive rates for their services.

The value of foreign portfolio transactions on the Iixchange grew to $50.5 million in 1998,
up from $9.4 million in 1997. The success of the United Bank for Africa Plc in exccuting
the program by a Nigerian company contributed to the growth in the value of forcign
portfolio transactions during the year. More Nigerian companies are expected to cxccute
GDR programs in 1999, as they diversify their financing mix and seck more innovative
means of mecting their foreign exchange needs.
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CONCLUSION

There are good prospects for African stock markets to develop and grow if they continuc
with the liberalisation of their markets. Cost of raising funds on the markets, should be and
arc becoming competidve. Capital gains tax and stamp duty should be abolished while
withholding tax on dividends should be low if it should be imposed at all.  Also, African
countrics must keep up with pressure for the reforms of their local stock markets in
responsc to the globalisation of the sccurities markets. Above all, 2 capital market can only
be effective if there is a vigorous and healthy private scctor with the cconomy. Fiscal
incentives and sound macro-economic policies must thercfore be adopted to promotc
private scctor development and growth in all countries in Africa.

The challenge that lies ahcad is to be able to increase and retain as many of our domestic
individual and institutional investors as possible and simultancously attract forcign oncs to
our markets. To achieve this we have to be dynamic, innovative, and have an open mind so
that new ideas can now be absorbed and put productively in use. In this respect, the market
must be able to provide a spectrum of investment alternatives, new trading instruments with
which investors can hedge their risks, as well as cnvironment which is honest, has cfficient
structures and where policics arc flexible enough to accommeodate different investment
nceds. It does not matter if the investor is foreign or local; he will go where he is
comfortable with his risk profile. Our objective, thus, must always be to implement policics
and strategics with the progress and good of the entire industry in mind — the investors who
arc the savers, the fund-raisers who are the government and publicly listed companics, and
the stockbroking community.

Although banks dominate the African economic scenc, they are underdeveloped. loans are
predominantly of short maturities and intermediation costs are high. They cannot finance
long-term investments for industrics, commerce or infrastructure. As a result, cconomic
growth suffers. If, thercfore, African economies are to grow, they must adopt balanced
financial systcms whetein securities markets complement strong banking/money markets to
provide optimal finance to their enterprises and economics.
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CHAPTER 13

BOURSE REGIONALE DES VALEURS MOBILIERES (BRVM) — WEST AFRICA

(THE WEST AFRICAN REGIONAL STOCK EXCHANGE)

Kokon Gozan
Chief Executive, La Bourse Regionals de Valeurs Mobilieres, Abijian, La Cote dTvoire

I HISTORY

The West African Regional Stock Exchange, BRVM, started its activities on 16®
September, 1998. It was unanimously set up by the 8 West African Monetary Union
(WAMU) countries, namely, Benin, Burkina Faso, Cote D’Ivoire, Guinea Bissau, Mali,
Niger, Senegal and Togo.

The BRVM has the following objectives:

- Raising sub-regional funds in order to finance investments;
- Strengthening economic integration among member states of the Union.

WAMU is a market with 69.3 millions inhabitants, with GDP growth and inflation
estimated at 5.7% and 3.6%, respectively, in 1998,

REGULATORY ENVIRONMENT

The regional stock exchange market is centered around two major entities:

- A public entity composed of the Regional Council for Public Savings and
Capital Markets (CREPMF). It is the supervising body of the market in the
entite WAMU territory. It is the equivalent of the SEC US or SIB UK or
COB in France.

- A private entity, made up of the Regional Stock Exchange, the Central
Depository and Settlement Bank (DCBR), and participants, such as Brokerage
Companies (SGI), Portfolio Management Companies (SGP), Income Generating
Companies, Sales People.

The Regional Stock Exchange is a private Limited Company with a 2.904 billion CFA
capital (i.c., $4.84 million) 87% of the capital is owned by private businessmen of WAMU.
13% of the capital is owned by the member states. The BRVM is in charge of ensuring that
secutities transactions are carried out accordingly. Its objectives are:

- The organization of the listing requirements at the BRVM;

- ‘The dissemination of quotes and other related information;
- The promotion and development of the securities market.

59



THE CENTRAL DEPOSITORY / SETTLEMENT BANEK, DCBR

The DCBR is a private company with a 1.481 billion CFA capital ($2.47 million). It is
responsible for custody and the registry of the securities. It is also a settlement bank and
handles cash accounts of brokerage companies.

The DCBR is original in the sense that it both carries out central depository and settiement
bank activities. This choice was made in order to have a better interface between cash and
sccuritics positions. This improves the settlement and the safety of cash position.

The DCBR has the following responsibilities:

- Centralizing securities current accounts custody on behalf of members;
- Settling and clearing the stock exchange transactions;

(interests, dividends and so on);
- The use of the Guarantee Fund in casc of participant default.

THE BROKERAGE COMPANIES (SGI)

They are private limited companies. They have the monopoly with regard to the trading of
listed securities and are mainly in charge of custody for their clients.

All the central bodies (Regional Council, BRVM, and the Central Depository and Settlement
Bank) are based in Abidjan, Cote D’Ivoire.

ACCESSIBILITY

The regional stock exchange is represented in all the WAMU countries by an antenna, which
is responsible for:

- The centralization of orders and their transmission to the central site
(refer to chart in annex),

- The dissemination of stock exchange information;

- The promotion of the market at the national level;

Since 24™ March 1999, the BRVM has been equipped with a satellite transmission system
that allows the Brokerage Companies to:

- Introduce client orders in the trading system from the antennas;
- Online access to the trading session resuits;
- Print transaction reports.

MARKET STATISTICS

The regional stock exchange started its activities with the 34 companies listed at the former
Abidjan stock exchange (BVA). On 15 August, 37 companies were listed. The total volume
of transactions is estimated at 2.02 million securities representing 33.82 billion CFA ($56.33
million). This represents an average 14,777 securities for 245.8 million CFA ($411, 367) per
trading session. The average market capitalization is 952 billion CFA (31,587 million).
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II TRENDS AND FUTURE PLANS OF EXCHANGE OPERATIONS
16 / 09/ 98 15 / 08 / 99

Reference Index (BRVM 10) 101.03 92.16
Composite Index (BRVM) 100.56 89.02
Volume of Transactions 856 11.391
{Sccurities)

Value of Transactions in CFA (million) 23.09 297.60
Market Capitalization (billion) 836 933

After 137 trading sessions, the figures recorded indicate 2 significant increasc in the stock
exchange activities:

- The average volume of transactions per trading session increased by over 1600%;

- The average valuc if transactions was multiplicd by 10;

- The fall in the index, despite a slight increase in the first quarter of the year is
mainly the result of the training of participants in the use of new trading tools in
the regional stock exchange market.

‘This significant increase in activities can only be greater with the advertsing and informaton
campaign on stock exchange operations.

This campaign basically aims at familiarizing the gencral public with the stock exchange
activities that are mostly reserved to the professionals. It is also oriented towards forcign
investors especially pension funds and issuers (State, Companics) so that they can usc the
BRVM mechanism to finance their capital needs.

In a move to increase the activities of the stock exchange, the marked regulators have
drafted the rules for collective investments that will be implemented during the fourth
quarter of 1999. This product will undoubtedly increase the activities of the regional stock
exchange since it will diversify the savers’ investments.

1999 2000 2001 2002 2003
New companies to be listed 5 7 14 22 23
per year
Total number of companies 40 47 61 83 106
Jisted at the end of year
Introduction of new bonds 5 6 7 7 7
per year
Total number of bonds 9 16 23| 30 37
listed at the end of year
Common stocks () 1,172,261 | 1,410,987 | 1,699,586 | 2,063,544 | 2,377,415
Bonds (¥) 45,500 73,000 105,500 | 140,500 158,017
| Total (*) 1,217,761+ 1,483,987 = 1,805,086 : 22,040 ¢ 2535433
" () in millions of CFA | ‘ ] :
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BRVM prospects over the next five (5) years ate as follows:

For the year 1999, nine (9) new debt issues will be listed against the five previously
scheduled. On the common stock market, three (3) new companies will be listed which will
bring to 40 the number companies listed at the BRVM.

INVESTMENT GROWTH

The current objective of the BRVM is to consolidate its investments by fully using the
technically tools (climination of bugs, back up plan, network sccurity). This will allow
brokerage companies to directly get connected to the BRVM site from their office. At the
same time, the promotion of the market within the WAMU and abroad is a priority, as is
the creation of the BRVM internet site.  With this rate of increase, additional investments
will be necessary so as to meet the requirements of the market (moving to continuous
market).

I STATE OF BRVM AUTOMATION AND FUTURE PROSPECTS

Automation

The fully automated BRVM uses two systems: the first one for trading, and the other for the
Central Depository. Both systems are PC based (Client / Server):

BRVM has the following equipment:
1. Compagq Proliants Servers (Intel Pentium);
2. Compaq Work stations (Intel Pentium) for clients (Wotkstations for traders,
BRVM internal staff).
a) BRVM Systems

For the operating systems, we have:

. Windows NT Server 4.0;
° Windows NT Work station for Clients;

IFor the database management systems, we have:
* Microsoft SQL Server (system for trading depository)
For the trading system, we have:
® Horizon Trading System supplied by the Canadian Company EFA de Calgary.

This trading system is set up in 18 regional stock exchanges, scveral of them in emerging
markets, such as the Teheran and Bucharest stock exchanges.

b) System of the Central Depository / Settlement Bank

The Central Depository uses Depository 2000 supplicd by the British Company Percival
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Softwarc. This system is used in the Tallinn Depository (Estonia).
c} Inter-connectivity of sites

Given that the BRVN is present in 8 WAMU countrics, some of the systems are linked to a
satcllite network, VSAT (VSAT Plus 11) supplied by NSI, a Canadian company.

v FUTURE PROSPECTS

The BRVM is a new stock exchange entirely computerized. Its activides started on 16
Scptember 1998.  With the growth of the market, the BRVM will make plans for the
introduction of new tools (Equipment, and so on) in order to boost the performance of the
systems already set up and seck solutions by offering more facilities to the users, cspecially,
by being more flexible with brokerage companics and the media.

v IMPLEMENTATION OF THE RULES

The BRVM is 2 computerized stock exchange with a Central Depository / Sertlement Bank.
All the operations settled automatically. The market is characterized by:

- A central market driven by orders;

- Three weekly trading sessions and two fixings per session, which will cventually
be done on a daily basis with a continuous fixing;

- Cash Market;

- Animproved settlement cycle of transactions from T+5 t0 T+3;

. Secure transactions thanks to the creation of a Guarantee Fund constituted by
the brokerage companies’ contribution to be used in case of default.
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CHAPTER 14

THE NAMIBIAN STOCK EXCHANGE EXPERIENCE

Tom Minney
General Manager, Namibian Stock Exchange, Namibia

INTRODUCTION

This paper is about strategy and strategy implementation for a developing stock exchange.
Although 1 refer to my own experience with the Namibian Stock Fxchange, some of the
lessons may be applicable to other stock exchanges, which may find that onc or more
clements of our situation ring a bell.

Despite being the second largest stock exchange in Africa by market capitalization and
fourth largest by value traded, 1 still regard our stock exchange as a very small stock
cxchange. Liquidity is our biggest challenge. The NSX was sct up in 1992 by an association
of 36 Namibian busincsses who each donated N$10,000 (about US$1,700) to the set up
costs and working capital for the first three years. The Government gave its full support and
amended the relevant legislation to allow the market to begin. The growth of the NSX is
driven largely by the domestic institutional market. Local insurance and pension funds arc
worth an estimated US$2 billion and they invest somc of this in the Namibian capital
market. There are 41 listed companies, of which 26 are foreign companies dual-listed on the
NSX with large operations in Namibia. Fifteen are called “local” companics, in the sense of
being Namibian-owned or with the majority of their operations in Namibia. They include
the brewery (a star performer), a bank, and several companies mining diamonds in our rich
scabed diamond fields off the coast. Trading last year was just over NS$1 billion (US$170
million) in cquities. There are five bonds listed, but not much traded.

It is clear from the studics and literature that stock exchanges can perform many important
economic functions and 1 am sure more information and knowledge on this important topic
will come out of the forum’s dcliberatons. Among others, stock exchanges cncourage
savings, both local and foreign. At the other end of the process, stock cxchanges provide
capital for entrepreneurs (the process is (savings=stock exchange = entreprencurs, job- and
wealth-creating investment). In Namibia, where we have a fast-growing, well-regulated and
orderly financial and banking sector, about US$150 million a year of local savings could fucl
our development if there were the entrepreneurs and projects. In order to encourage
investment and to get the right, market-oriented prices for cnwreprencurs, we need liquidity.
Liquidity comes from the maximization of order flows into the market and from more
trading, especially from local and regional sources. We also nced a steady strecam of new
listings of investable projects. There are many other economic functions which stock
cxchanges are meant to perform, including price setting, reallocating resources to the most
productive users, regulation, etc.; but we will not achicve any of them without liquidity, or
active trading.

In addition, we are exposed to increasing competition driven by technology, innovation and

giobalization. It is alrcady casier for the small investor in Francistown in Botswana or OCutjo
in Namibia to trade actively on Nasdaq or the New York Stock Fixchange than on her local
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stock exchange, if she has a good Internet connection. The local exchange 1s 2 few hundred
kilometres away from these two towns and information about the local exchange may be
harder to access than information on the intetnational cxchanges. Tocal settlement may
require delivery of a paper share certificate, while international trading may be conveniently
papetless. This global Internet competition does not apply only to stock exchanges, but will
soon be true for other African financial services, such as insurance. This is the challenge we
face if we are to serve our region.

We developed the strategy for the NSX eatly in 1998 when peace seemed to be settled in our
region. Our vision was based on an optimistic “high toad” ahead of growth for Namibia and
the Southern African Development Community (SADC) on the back of increasing regional
cconomic links and stability. This still seems the only reasonable basis for the region to
develop. Each economy on its own is too small to shut out the global cconomy, but as a
region we are better placed to compete. Similatly, stock exchanges in the region need to look
for ways to create 2 common regional pool for capital-raising and creating liquidity.

As stock cxchanges we have set up a regional SADC committee, within the framework
proposed by the African Stock Exchanges Association, to build cooperation. As stock
exchanges we are competing with cach other, but there are also many ways to cooperate to
grow the whole cake rather than just fighting about slicing the existing cake. Many foreign
investors see the region as a whole, and we can work together to make investment in the
region mote attractive and to reduce costs, including risk and discovery costs. Steps we have
alrcady taken include introducing internationally-acceptable listing requitements across the
region, based on those of the London and Johannesbusg stock exchanges. Across the region,
there is harmony on issues such as accounting standards and disclosure of information, but
there are Jocal variations in the minimum size of a company for listing and the minimum
number of investors, etc. We are also harmonizing training and education, for instance
setting the International Securities Institute as the base-level qualification for all employces
who deal with the public. We ate investigating other areas, including trading rules and
systems.

"The bigger goal is to build increased liquidity. A first step was relaxing exchange control in
the Common Monectary Area to encourage trading on SADC stock exchanges and to allow
dual-listings. Both Namibia and South Africa have started allowing this and further steps will
include relaxing regulations for local institutional investors to invest in SADC exchanges.
The aim is to get more liquidity for traders and lower the cost of capital for entreprencurs.

To achicve this vision of building cross-border trading and investment, we must also find
ways to link the markets together and here technology comes to the rescuc. The NSX was
the first computerized exchange in Africa in 1992, but by 1997 we investigated upgrading
our system to accommodate the dramatic growth in broking firms and trading. In linc with
our strategy, we decided to take up the offer from the Johannesburg Stock Iixchange to use
their Johannesburg Equity Trading (JET) system, originally developed for the Chicago Stock
Exchange, and their home-grown Broker Deal Accounting (BDA) system. Thanks to the
JSTi tcam, this project was completed on schedule and under budget by November 1998.
Our trading and broker back offices ate now run on computers in Johannesburg and linked
to us by telephone lines.

Since we switched on last November, the NSX and its brokers use one of the top trading

systems in the world. Trading volumes are climbing. Fquity trading in the first seven months
of this ycar is worth about US$150 million, up more than 40% on last year, despite a
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very slow start in the first quarter. Our daily dealing peaks are already twice those of last yvear
and it will take many, many years of very fast growth before we start testing the limits of the
system. JSE and NSX brokers can see all the transactions and actons on cach other’s
markets, although only NSX brokers can deal on the NSX and similarly for the JSI: brokers.

Other important steps in building our capital market stemming from this link are:

» Human resource development. Common rules and systems mean that staff in the
brokers® offices can move between Johannesburg and Windhock for training.

» Surveillance and transparency arc boosted and the BDA system gives derailed control of
all client accounts on the desktop of the N§SX’s Manager: Surveillance.

» We have a common platform for selling data to the international stock exchange
information reseliers, such as Reuters, Bloomberg and Bridge, who already receive feeds
from JIiT.

» The JSE generously lends expertise and training in use of systems and market
devclopment.

In future we plan to link into the JSI’s paperless or immobilized clearing and scrlement
system. Their STRATE project is closely linked to South Africa’s National Payments System
and the current phase will not accommodate cross-border movements. However, future
phases are designed to be the core of a regional central depository. In junc, central banks of
our region were discussing progress in their plans to build national payments systems in cach
country and then link them across the region. This will be the foundation for scamiess
clearing and settlement across all the SADC markets. We also aim to improve transparency
and disclosure in our market by releasing our company announcements through the JSE’s
Stock Exchange News Service, which provides waming to JET traders and then instant
rclease to news agencies and electronic subscribers.

We arc working in line with our SADC vision, agreed in February 1999, of onc desktop
trader workstation that can access all the region’s stock exchanges. 1t docs not all have to be
on one trading system, as open architecture means that computers can talk to each other. We
believe in national stock cxchanges, providing local listing services, surveillance, educadon,
jobs and regulation, under the regulatory control of our natonal governments, and
responsive to the needs of our own economies and populations. But we also believe that our
region can only grow fast through integraton and the capital markets must use technology to
pool trading and capital-raising, and thus achieve liquidity.

We in the private sector, and especially in the capital markets, arc already busy. The stock
exchanges, business and Government must continuc to work smarter and together if our
capital markets arc to play their proper role as engines for the region’s economic growth and
helping raise living standards for all our people. SADC stock exchanges must be the best
placc to trade SADC equities and bonds if we are to stay on the global map. Our regional
plan is the key to unlocking this opportunity.
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CHAPTER 15

INITIATIVES UNDERTAKEN BY JOHANNESBURG STOCK EXCHANGE

Jeffrey Ngoben:
Manager, Research and Development,
Johannesburg Stock Exchange

INTRODUCTION

1 am going to give you a very high level perspective in terms of some of the initanves that
we have undertaken not only in the Johannesburg stock exchange, but also in the SADC
region to bring together all the players to get the integration that we think is important for
the survival of African markets vis-a-vis what is happening globally and of course to ger all
the co-operation initiative so that we could present a favourable block to the fund managers
out there. 1 will categorise my talk into two main areas in terms of what the JSE has done in
terms of the promotion, integration and initiative from an outside perspective and secondly,
from what the JSE has done internally in terms of bringing about cfficicney in the internal
opcerational systems which to a greater extent nceds to be emphasized before we can begin to
talk about integration, co-operation, about strategic alliances, about mergers and whatever
the case may be.

EVOLUTION OF JOHANNESBURG STOCK EXCHANGE

The johannesburg stock exchange has come a long way off, more than 100 vears ago. It is
the only stock exchange in South Africa and we have throughout the last ten years tried to
get together with our SADC partners (there are fourteen of them). However, we have about
nine operational exchanges within the SADC region. Before we even went out to our SADC
partners for harmonisation of our operating systems, etc., we began to do our own evolution
from inside the stock exchange. What we did is called the 1996 bang where we changed our
operational system. We came out with the strategic development by which we moved from
the open outcry floor, which we closed in 1996, and switched to the Johannesburg Equity
Trading system, which is an electronic trading system. Since then our transacdons have sky-
rocketed. I will not go into the actual figures. However, what this implies is that as we move
into the integration of the market we can certainly leapfrog, and we do not have to follow
what everyone clse has done.

Trading has increased tremendously and the number of listed companies today exceeds 680.
For an African stock exchange, that is quite tremendous. Currently, our typical daily average
turnover is, approximately, 16,000 and so our system has a provision of up to 16,000 trades a
day. We arc currently working on a clearing and settlement system and we have given it a
name which is the ‘share transactions totally electronic’. Through that system we arc trying
to work towards improvement of our liquidity. We arc working together with our banking
system through the de-materialisation of share certificates that we hope this new clearing and
scttlement will bring into the market.

Certainly there has been 2 number of objectives that we have identfied that we thought

would help to improve the liquidity of the market, to improve the clearing and sctdement
system. We have a T+7 settlement system in South Africa which we will like to
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improve to T+5 and T+3, and even better than that. So the development of this new
clearing and settlement system is being undertaken to replace the cumbetsome manual share
transfer system that has been in place. We hope it will enable the dematerialisation of share
certificates in the Central Securities Depository and it will facilitate the settlement and
transfer of ownership by electronic book entry. Those are some of the major objectives that
the new clearing and settlernent system we are putting into place will hope to achieve on the
market. This would have a contractual rolling and gross settlement system that will make
surc that when we trade there is continuity in terms of trade and settlement. This will bring a
measurc of security not only for the individual investor, but also for the fund manager and
the institutional investor out there.

Towards the end of last year we began to look at our scctors, and developed a scctor
classification system (SCS). We put a team of consultants together to look into the various
sectots to see if they were comparable with what pertained in the London, New York or
Australian Stock Exchanges. We noticed that we were relatively far off the mark. The group
of consultants and the tcam that we put together initiated and implemented this scctor
classification system as of the 13" of March 1999, of course with the view to improving the
classification of listed companies into various sectors and sub-sectors. Through this SCS we
now have homogenous sectors and sub-sectors that we hope will begin to react similarly to
measure the economic or political events that gencrally happen, not only in the country, but
also internationally. The major changes that have been brought by the SCS include the
combination of the curtent mining sector and the industrial commeodity sub-sectors into a
new resource sector which is something that is happening globally. The property, the
propetty loan stock and the property unit trust sub-sectors now fall into one sector called
the Real Estate Sector.

Sometime last year too, we initiated a programme whosc aim was to attract small businesses
which were not listed on the JSE. We tried to bring them on board even though they could
not mect some of the listing requirements for the main board, the venture board or even the
development board. The aim was to bring together the providers of capital and the seckers
of capital in a specific board that will then encourage them to interchange their capital and
their needs. We hope that these small businesses will grow, and as they grow will have a
need to transfer their activities either onto the main boatd, the development board or the
venture board. We have got that system into place now: it is called the Emerging Enterprisc
Zonc. So far we have picked up some of the big players that we can think of from Citibank
to ING as capital providers who will then help to encourage the small businesses who might

_ordinarily not be in a position to promote themsclves and get a listing on the main board or
the other boards of the JSE.

Furthermore, since 1996 we have, through our big bang approach introduced a stock
exchange service that will ensure that insider trading is to a great extent managed, because
there will be adequate, effective and immediate announcement that will take place. This
means that we will not have a situation where a group of investors will have access to
information which the others do not have.

1 am pleased to announce that through the SADC Commission of Exchanges we have

managed to complete the process of harmonising the listings requirements within our region.
Now what we need to do is simply to send out a press statement to that effect.
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CHAPTER 16

ROUNDTABLE 1: $STOCK EXCHANGES — SUMMARY AND DISCUSSION

QUESTION:

We did listen very carefully to the presentation of Mr. Gozan on the West African
Regional Stock Exchange which has just opencd. Namibia and South Africa have
cross-listings. Now is that based on the satellite approach that Mr. Gozan was
presenting or it is less than that? And if it is, 1 would like to find out whether itis the
intention of the Johannesburg Stock Exchange to have a similar link in terms of
trading with the other SADC countries’ stock exchanges in view of the fact that, for
example, my colleague from Malawi here can testify that the Malawi Stock Exchange
is still very small. The question one asks is should Malawi really have an independent
Stock Exchange or whether it makes sense for it to be linked to a larger Stock
Exchange.

ANSWER:

What we have with the Namibia Stock Exchange is not a fully integrated satellite
link, but a partially integrated satellite link with the Namibia Stock Exchange, in
which they utilize our electronic trading system at a cost. We have signed a
Memorandum of Understanding with Namibia to the extent that they could ualize
our electronic trading system and we would provide any technical assistance in terms
of the IT fundamentals. We have actually transferred part of our IT representatives
to Namibia, initally to put the system into place and to provide continuous
management of the system. So what happens really is that to an extent they will
operate integratively with our system, but they have the latitude to bring in some new
dimensions into the system as much as they wish to.

QUESTION:

1 had asked whether it was the intention of the Johannesburg Stock Exchange to
replicate the example of the West African Regional Stock Exchange in terms of
satellite links to other stock exchanges of the SADC sub-region. That is the question
1 think T had asked and 1 hope in future I can get an answer to that. Thank you.

ANSWER:

The Johannesburg Equities Trading system that was provided to the Namibia Stock
Exchange was not only provided to Namibia per se. It was an initiadve that was
introduced in the SADC Committee of Exchanges; and through thac all members of
the SADC Committee of Exchanges were invited to participate in the system and to
evaluate and see whether they would like to adopt it. And yes, we would have liked
from the Johannesburg Stock Exchange to get everybody on board so that we all
share in the same system, since initially we spent several million rands to get the
system into place. So certainly yes, we still would like all our SADC partners to come
on board so that we can share in this new system. Thank you.

QUESTION:
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1 had 2 question for the President of the Nigerian Stock Exchange. In 1992, when we
had a very successful international conference with George Akamiorkhor here, onc
lady came up and said that for two years she did not get settlement for her shares for
the simple reason that she did not know where to go to find these shares which she
had bought and which were never delivered. 1 think the problem must have been the
settlement system. Therefore 1 would like to hear whether that situation has been
rectified.

ANSWER:

I am happy to say that that was in-1992 and we have not heard from her since then,
so I presume she had the transaction settled. In 1992, most of these transactions
were manual. The trading was by the call-over system and after that the old share
certificate had to be sent to the Registrar to be canceled and a new share certificate
had to be issued and signed, before it was dispatched. Unfortunately, this process
used to take some time, especially consideting the poor internal postal system. But
two years is unusual. I would say two months, at most six months, but certainly not
two years. So that must have been an abnormal case. But having said that, things
have since changed.

Three things have happened since then. Since April 1997, we have commissioned the
Central Security Clearing System. Which means that the exercise is now automated
and that is why we now have T" + 5. So within threc days there should be settlement
of any transaction. Also since then we have had the Custodial Services which makes
it a very modern system of trading in the capital markets in Nigeria. In addition to
that only recently we have automated our trading system. So within a week you
should be in a position after settlement to resell your shares and 1 think that is a
remarkable improvement on what used to be in the past.

QUESTION:

This question is addressed to Mr. Gozan and Mt. Ibru coming from the ECOWAS
region, In the ECOWAS region now we have three stock exchanges and we have
heard about what our friends in SADC have been doing to integrate their markets.
Now if they could, I would like them to share with us what kind of a vision they
have for a stock exchange in West Africa and also any tentative steps that they have
taken or discussed in terms of bringing together the three stock exchanges in the
region. Thank you.

ANSWER:

About the Regional Stock Exchange, we have introduced a system of automated
trading and settlement systems. The next logical thing is to have a satellite link. In
fact we are in the process of working with the Ghana Stock Exchange and the
Abidjan Stock Exchange so that we can have a truly regional group in West Africa.
The advantages are obvious. First of all the volumes of transactions will increasc and
that will make it possible for all the participating stock exchanges to take advantage
of economies of scale. Also it will make the regional market competitive because one
of the big problems that foreign investors complain about is that out cost of doing
business in our exchanges is high.

But with regional integration, hopefully this will be reduced. 1 belicve once we have
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the additional infrastructure, namely the VSAT satcllite link, this will make it
possible. Because then we will not have to rely on the traditional telecommunications
systems which unfortunately within even member states in Africa is not the best.
With the satellite link 1 think that problem can be overcome and then all the
participating stock markets will have the full advantage of the synergy which is going
to be created by the integration of all the capital markcets in West Africa.

QUESTION:

This question is addressed principally to Mr. Jeffrey Ngobeni. The question concerns
the issuc of clearance and scttlement. We hear T+ 7 and then we hear there is a
target for T + 1 and so thosc are realitics that we have to confront. But onc of
critical concerns that we arc facing is: as we attempt to develop clearance and
settlement entities in the securities side, there is also that link to the bank payment
side that has to be fostered.

Unfortunately, maybe we do not know how much bank transactions that pecople on
the banking side have. But this is a critical issuc and 1 am directing this question to
Mr. Ngobeni because his exchange is in the process of reforming this. 1 think it wili
be interesting to know what you are doing on the bank payment side in terms of how
you get a same - day funds process being realised. You can work very hard to
introduce technology on the clearing side, but you still have to have that link. And 1
think it is critical that the region focuses on it.

ANSWER:

From the cquities perspective, we are on T+ 7. What is the situation with banks? The
situation with banks is like this. The new system that we are trying to put into place,
the so-called share transactions total electronic system, is an initiative of the banking
sector in South Africa. It was brought about by the South African Chamber of
Banks, together with the Central Bank. As far as the bond sector and the derivative
sector, they operate on a T + 3 basis. And so it was realized by the banks thar
although they were on a T + 3 basis, there was a gap as far as the cquides sector was
concerned. So to bring about uniformity in all these systems, they got together with
the Central Bank and some members to bring into place this new clearing and
settlement system.

However, over time the Johannesburg Stock Exchange was also brought into the
picture and now we are currently running the whole process of putting the clearing
and settlement system into place. Of course, we still have the banks in place, but
now it has become much more of an initiative of the Johannesburg Stock Exchange.
So hopefully with the passage of time we should have this system fully operational,
in synchrony with what is happening in the bond exchange, in the futures exchange
and, of course with the whole banking sector.

QUESTION:

Mr. Ngobeni are you thinking of other SADC members joining you or do you want
to do it alone? 1 don’t understand your system. Is it your plan that you will initate it
and then decide to bring the others into the scheme, or is it going to be a joint affair?

ANSWER:
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Let me just take you back further. When we introduced the trading system in 1996.
None of our SADC partners had such a system in place. We thought that since the
system was in place and we had realized the benefits in terms of our market
capitalisation, in terms of our turn-over and in terms of encouraging integrity in the
market, we thought that it would be a good initiative to get everybody on board.
However, since we have the SADC Committee of Exchanges if at some stage further
down the line the members do feel that the system needs to be changed. We arc
quite open to that and certainly nothing is cast in stone. Everything is adaptabile.

QUESTION:

This question is addressed to Mr. lbru, President of the Nigerian Stock Tixchange or
any member of the SEC of Nigeria for an answer regarding a second stock cxchange
for Nigeria in Abuja. Is it coming on of it is just political talk? Thank you.

ANSWER:

Because we live int a world that is dynamic there are bound to be periodic reviews.
The last time there was a review of the financial system in Nigeria was in 1977. At
that time we had a renowned economist who had recommended that there should be
multiple stock exchanges. But Government in its wisdom at the time said no. We will
have just one Stock Exchange, but we will have branches. The Nigeria Stock
Exchange used to be known as the Lagos Stock Exchange but Government in its
wisdom at the time changed that and created five branches of the Exchange apart
from Lagos. Thesc wete in Ibadan, Port Harcourt, Kaduna, Kano and Onicha.
Twenty years after, in 1997 or thereabouts, the Government decidede to review the
financial system. Again the panel recommended multiple stock exchanges. The Abuja
Stock Exchange was therefore set up or is in formaton, but it has not taken off.
With the new dispensation, a new govetnment, a new dawn, 1 think that it is worth
asking whether we really need another stock exchange. From the experience in other
areas of the world where stock exchanges are integrating it is very difficult to make a
case for a new Stock Exchange. In fact, the general feeling from most of the
speakers at this conference has been integration rather than multiplicity.

Another development is that the stock exchanges, as we traditionally knew them, are
now changing. Stock exchanges are no longer the floors. With automation and
satellitc link you can trade in the comfort of your room or office screen-based. So
really physical structutes are not important. What is important is technology. Thus
making a case for another stock exchange becomes difficult to sell.

ROUNDTABLE SUMMARY

Factors that have accounted for low foreign investor patronage of African markets in
favour of other emerging markets include perceived socio-political, economic,
currency and locational risks. Despite these problems, African stock matkets are
beginning to look attractive as a result of increasing market value and carnings,
modem settlement and clearing systems, effective custodial arrangements, cconomic
and regulatory reforms and increased private sector participation in the economy.
There is near unanimity that none of the stock exchanges in Africa is large enough to
be a relevant participant in global financial markets. Integration of markets into
larger regional entities is recognized as the only viable road to efficient and
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globally relevant capital markets in Africa.
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CHAPTER 17

AFRICA, CAPITAL FLOWS AND INVESTMENT: THE WAY FORWARD

Phillip Clayton
Economist, Standard Equities 1 .4d., South Africa

INTRODUCTION

In the film, “Field of Dreams”, Kevin Costner, a farmer, built a bascball diamond as a
consequence of a vision. He built it in his comn (maizc) ficld — so that the greats of bascball
would come and play there. He built; they came. Attractng capital flows is the same: build the
ficld — and the funds will come. My group has done dcals with cotton in Karapakalstan in
Uzcbekistan — even the country is hard to place on the map for many — and the local delicacy,
goats’ cyes, was sampled in negotiating the deal in the field. The same for Africa: build the
baseball diamond, and they will come.

The focus of my talk is how best to mobilise savings — both domestc and forcign — for better
growth. Africa’s growth performance in the last few years has improved: from 2 position of
decades of decline in per capita incomes, the average African is becoming (painfully siowly)
more wealthy. This statement hides more than it reveals, but nonctheless it is a2 posigve
development.  Furthermore, the good performance is spreading: morc countrics arc
experiencing better per capita growth, rather than a few stars.

Investment bankers are able to help in mobilising savings efficiently and cffectvely. My group
has been involved in a number of IPOs, especially Southern Africa. It has helped in financing
the planned buyout of a state-owned firm by an indigenous firm in Tanzania. Our services —
and those of our compcttors — include structuring of privatisations, how and where to raise
debt capital, etc.

Gooed economic growth helps investment banking. In 1960, there was a country that the US
State Department felt would need food aid for a decade and financial assistance undl the end of
the century. That country is now a member of the OECD - the rich man’s club; it has been an
exporter of capital; and, although the last few years have been difficult, and there are significant
structural problems to overcome, the economic outlook is good. 1 am talking about South
Korea.

South Korea in 1960 had an economy four-fifths the size of another’s. That other country was
hopeful of a rosy economic futurc: it was blessed with a rich store of mincrals, and its
agricultural potential was good. Its population was relatively well educated. Yet, by the end of
the centuty, its economy was around a fiftieth the size of that of South Korea’s. 1 am talking
about Ghana. Unaul a decade or so ago, investment bankers were not welcome in Accra — nor
would they have wanted to come. Now the situation is different — and the cconomic outlook
for Ghana has improved.

There are a number of responscs one could make to the above unfair comparison: Ghana stuck



with commoditics, South Korea industrialized. Ghana had the misfortune of focusing on
political activities rather than economics; also, the focus on socialism was incorrect. Although
Ghana’s growth record has been good since the focus on more market-friendly economics, it
will still take at current progress until the 2020s before per capita incomes reach thosc last scen
in the 1960s. In Nigeria, now that it has a democratic government more committed to best
international cconomic practice, investors have begun to show more attention in the country.

It is unfortunate that conflict is now a scoutge again — after a period of optimism in the mid-
1990s. Unless this is tackled, all the good economic frameworks, good programs — and better
petformance - could be unwound.

Although Sub-Saharan Africa contains a tenth of the globe’s population, its contribution to
GDP is a paltry 1%. Despite Sub-Saharan Africa having a good rate of return on foreign
investment — President Clinton last year indicated it was around 30% - the region has been
unable to attract much in the way of foreign dircct investment in recent years, This is despite a
significant shift in economic policy across the continent. Much of the inward investment that
has occurred has been location-specific: into o1l in Angola and Fquatorial Guinea; gold in
Tanzania; and fishing in Namibia. Africa has been bypassed on the whole for footloose
investment, such as into manufacturing or services. There are 2 few counter-cxamples to this
broad statement: Namibia has attracted some motor component investment; Mauritius has built
up a textile industry and now is moving towards offshore financial services and higher value-
added clectronics.

STEPS AFRICA CAN TAKE TO BOOST INWARD INVESTMENT
There are at least eight steps that would help boost inward investment.

1. An acceptance that Africa is facing a challenge for the globe’s scarce savings pool. In
Africa, the ratio between successful and unsuccessful investments is unfavourable
compared with other regions. Further, faitly secure investments in developed world
equities or bonds have on a risk-adjusted basis, delivered good returns in recent years.

2. Africans must invest in Africa themselves. The old joke that the capital of Nigeria is
Zurich is too painful to ignore. Foreigners will follow if Africans themsclves arc
comfortable in investing in concrete projects at home. Estimates suggest that there is up
to $100 billion in flight capital out of Africa.

3. A stable and predictable policy and macro-economic environment. This is crucial. It
takes years to build up a reputation; but just one high-profile misjudgment can destroy it
for years. BHP in Zimbabwe has walked away from an investment of over US$250m,
not only because of poor commodity prices and unfavourable geology, but also because
of problems with regard to work permits and others.

4. Growth-oricnted policies. Firms will invest more readily when the local market is large
— and grown. Fighting for a slice of a shrinking pic is not appetizing. In linc with this,
efforts to create meaningful regional integration must be applauded (Southern African
Development Community and East African Cooperation; both are attempting to create
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common markets).

5. Vigorous and fair privatisation programs. Although mcthods of tilting the balance in
favour of locals can be implemented (for example, the allocation of Sucoma shares in
Malawi favoured the smaller local investors), a politically inspired bias to a particular
company, individual or favoured groups is less acceprable. A vigorous program is
cssential. Although Zambia gained kudos for selling off four-fifths of its statc-owned

. companies (the state had controlled 80% or morc of the cconomy) delay over the main
asset, ZCCM was costly. It was costly not only in reputation, but also moncy. An asset
that could have fetched $2bn a couple of years carlier was sold off for around 2 tenth of
that eventually.

6. A focus on a well educated labour force and a well-developed infrastructure.  Recent
findings suggest that a focus on tertiary education is perhaps inappropriate:  Africa is
exporting tens of thousands of its graduates per vear. Nonetheless, basic litcracy,
numeracy and other skills are prerequisites for working in a moderm firm. Infrastructure
is also vital: decayed roads, poor telecommunications links and unreliable clectricity
supplies can turn a profitable venture into a very risky one. So far this yvear, Luanda, for
example, had had power for only 2 total of a couple of months — vet gas is flared from
wells.

7. Deregulation and the creation of investment promotion agencics. Such agencics must
be able to take decisions: a one-stop shop must not turm into a one-more stop shop.
Dercgulation is also important. Proscribed sectors, and ministerial discretion, open the
way to bribery and uncertainty. Policies must also be consistent: although South Africa
welcomes inward investment, and is proud of BMW’s position as the country’s most
important manufacturing exporter, the firm’s local subsidiary cannot casily obtain a work
permit for its MD.

8. Rooting out government corruption is important. A level playving ficld is important: this
makes it easier to plan investment, and be surc that profits will be made. In an East
African country, a South African firm found that the rules governing the non-payment
of duties before goods left a bonded warehousc was altered to payment upon cnery into
the country. Further, the levels were raised. This was just because some influcndal
politicians had stakes in a competitor firm.

There may be other recasons why Africa has not been able to attract inward investment —
including racism on the part of westerners. But there is an interesting point: success will force
such pcople to swallow their prejudice — as westerners had to do as the east rose. A final point
with regard to the above discussion. It is crucial to do most, if not all, of these things if African
countrics wish to attract substantially more inward investment. A merc 3% of the flows to
devcloping countries — and 1% of global flows — is not good enough.

To conclude this cconomic discussion: African countries are starting to do many things right —
after the lost decades post independence.  Impatience is understandable. But more work is
rcquired — and a good track record needs to be built up — before the rewards in better inward
investment occur.  FDI is important as a component for the prize: lifting the standard
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of living of most Africans, including the two-fifths of thosc living in Sub-Saharan Africa who

live on less than $1 per day.
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CHAPTER 18

ROUNDTABLE 2: BROKERAGE AND INVESTMENT BANKING

DISCUSSION AND SUMMARY

QUESTION:

1 have a question for my collcague from Abidjan. I particularly want to find out how they arc
dealing with the issuc of investor education, becausce all over the third world in general and in
Africa in particular, we need to demystify the Stock Exchange. We need to ger the ordinary
person in all the cight countries to participate in the stock market.

ANSWER:

As 1 said, this is one of the most difficult tasks we have. In fact we have been tackling the
problem through privatisation because people are not interested in the Stock Exchange itself or
in stocks. They are interested in companies they know and have been dealing with since they
were born. For instance, every body knows of the Sonatel in Senegal and similarly well known
companics in other countries. Therefore, it is important that when there is a privadsation, there
1s a lot of promotion, 2 lot of television education, a lot of press coverage of the company, and
promotion of the advantages of holding stocks. And 1 can tell you that the last timc 1 attended a
General Meeting of Sonatel, there were some people who did not know how to read or write,
but they asked questions about their money and 1 think that is an indicadon that people arc
understanding what they are doing and that they are interested in holding stocks and investing in
the development of their own countries. My response in summary is that 1 think privatisadon is
probably the best vehicle.

QUESTION:

This is for Mr. Fal. Onc of the things that was not mentioned was what happens if you deal with
a broker in another country and that regulator docs not settde disputes to your satisfacdon. 1s
there a regional body that you can turn to?

ANSWER:

In fact we do not have several securities commissions. We have one regional sccurities
commission, which is composed of a representative of the regional central bank, a representative

of cach Ministry of Finance, a representative of the courts and also of the chartered accountants.
CONTRIBUTION:

I would also like to mention specifically that the Harmonised Business Law Code of UMOA has
been a real catalyst including managing and providing a dispute resolution mechanism for the
boursc in Abidjan.

QUESTION:

This is for our colleague from Ghana. You mentioned that there may have been a disconnect in
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terms of the privatisation and the expansion of the Ghana Stock Exchange. 1 think onc of the
major fears that African countties have had in the context of privatisation is this problem of
ownership. Now could it be that fundamentally maybe the privatisation process did not deal
adequately with the issues of ownership? We at the ECA tried to do a paper, which will be
coming out. This paper is on local participation in privatisation of public assets; and interestingly
cnough we looked around to see how privatisation was progressing within the context of capital
markets. One of the cxamples we found very interesting is from Zambia, where they created a
Trust Fund to hold partially certain propottions of the privatised assets so that the local
indigenous people later on, assuming that they do have resources, can then buy these holdings.
We thought that, that was very intcresting and in fact this publication which we will be
producing does compare with various examples that have been done in Uganda, Kenya and so
on. So 1 am wondering whether the issuc was exactly onc of ownership of assets; that maybe the
Government was concerned that even though they were willing to privatize, the whole issuc of
ownership of these assets prevented them from making them mote open.

ANSWER:

1 think Mr. Alipui in the morning did mention the possibility of the Forum baving an obscrver
status cither at the OAU or RCA meetings. That was what 1 thought we should promote. On
the issuc of ownership, the companics did get privatised into private hands. So 1 was really
talking about the vehicle of privatisation; why was the stock market not used more effectively in
doing that?

Another question that 1 wanted to address was the original question that was given to Gabricl,
which was the issue of education and stock ownership. 1 think in the USA at this point maybc
90% of the population is engaged in the stock market, but in reality there may be about 20 or 25
% of individuals who actually own shares. This means that they have developed the asset
management business over several years. That is something that we are being slow at doing; i.c.,
promoting assct management, pension fund management, so that the benefits of that comes to
people. So it is a critical thing we need to do as we push the capacity of the country to
understand how to manage pension and other investment funds.

QUESTION:

This question is to all the stockbrokers in general so anyone can address it. It is very saddening
to actually discover that with all the boost that is being given the stock market, very littlc
financing is really raised through the stock market. And this goes to what Professor Senbet has
said before. It is becoming the trend that most of the activities are in the secondary market
rather than in the primary market. Now one of the important things is what kind of costs we
incur if we go into the secondary market. So could you please address the issue of transaction
costs and what your experiences have been in your various countries.

ANSWER:

1 think the issue of transaction costs was addtessed by the President of the Nigerian Stock
ixchange saying that the various taxes should either be lowered or done away with. It 1s a
chicken and egg situation. If liquidity improves, then transaction costs go down; but if
transaction costs arc high, then liquidity is not  that good. So which comes first? 1ln South
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Africa, transaction costs have gone down with the increasc in liquidity with the introduction of
clectronic trading. That may be what is so good with the regional stock exchange in Abidjan.

If 1 may 1 would likc to say one word on the privatisation and owncrship. 1 mentoned
SUCOMA, which is the sugar corporation of Malawi. And there, there was not the method
which is being used in Zambia and which is going to bc used in South Africa with the
privatisation Trust Fund for the indigenous or disadvantaged people. But in the allocation of
shares, there was 2 bias towards those who had applied for a smaller number of shares which
automatically meant that therc was a bias towards the indigencous people who had subscribed.
And that was open, transparent and fairly successful.

CONTRIBUTION:

1 have to say that in our rcgion one of the major criticisms that the former Boursc of Abidjan
had to suffcr was the question of high transaction costs. Thercfore, when we put together the
Regional Stock Exchange, onc of the main issucs and objcctives was to be able to have the
lowest possible transaction costs. And basically 1 havc to say that despite the fact that the
regional ofganisation, the satelite system, ctc. are the costs, of coursc, we managed to have costs
which are probably comparable to other exchanges like the exchange in Tunisia, or the exchange
of Mauritius.

CONTRIBUTION:

1 think in Ghana the authorities have done very well. We have had no capital gains tax on
transactions on the Stock market since its initiation. And if you consider that in some years wc
have had returns of 80%, 70%, that is really a windfall for most people. And the dividend
withholding tax is really just 10% and that is not outragcous. The commissions for any sizc
transaction for anybody coming into the country is 1%. So really maybe the problem is that we
have not disseminated this information and we are all blanketed as an expensive place to
transact. Transaction costs may come through the telephone calls that do not come through, the
transfer of your funds that take a while and those will be the issucs.

Now you mention that the primary market has not donc well and that there is morce sccondary
market activity. 1 would imaginc that if you look at the value of trade, really, in the secondary
market, it is not much on a daily basis and that is the illiquidity that we face. And so the primary
market in and of itsclf has brought in more of the deals than secondary trades. Sccondary trades
are quite thin. But eventually like any stock market, it is the sccondary trades that are going to
make the market anyway, and that is where the trades will occur. So there may be some
adjustments to be made, but at least here, government recognized the necd to reducc these.

QUESTION:

My question is for Mr. Fal. 1 would like to learn about your experience on the bond market; you

said you had a fairly successful bond market. Onc of the major problems wc have in Nigeria at

the moment is how to get the bond market very actve. What would you say are the critical
success factors of your bond market?
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ANSWER:

I would say they are macro-cconomic factors. In other words, in our francophonc region, most
of the commercial banks are subsidiaries of French banks or foreign banks in gencral. Thosc
banks are more involved in short-term trade finance, so it was a big issuc for a company to raisc
long-term finance. The opening of the regional financial market has zllowed them to have access
to long-term borrowing. We have some companies that were waiting for this to happen. And
the other thing is that before, they were only allowed to borrow long-term in foreign currency
with foreign exchange risks, and today with 2 market that is for the time being, 1 would say deep
cnough, they are able to borrow long-term without having an exchange risk attached to their
borrowings. Thetefore, all these factors have favoured the bond market in our region.

QUESTION:

This question is for the three presenters. 1 just wanted to get a sense of what you have
experienced in terms of foreign investors’ participation in your different matkets; if it has been
good for your markets, if they have been a hindrance ot have really made no impact and what
you need to do to attract more foreign investment in your various markets?

ANSWER:

) In South Africa, forcign participation in both the stock market and the bond market is
very significant. It runs into the tune of a billion rands or more a week in inflows. And
that is for the bond market alone; so it is very significant. Foreign participation has
improved quite substantially for a number of reasons. With the political liberalization in
South Africa has come increased focus into the South African market. It has also
increased with the transparency of the South African system with the introduction of
electronic trading and the bringing of South Africa into the IFC and other indices.
Generally speaking, it has been a positive move, it tends to help with corporate
governance and it has assisted in covering our current account deficit that we had had
over the last while. However, portfolio inflows, as has been discussed carlier, just as casy
as they can come in, they can go out; and we have had some exchange rate instability
ovet the last couple of years which to a certain extent has been exacerbated by these
flows. However, after saying that, it is policy mismatches that lead to the rapid
outflows, so it is a rather painful attempt to get policy in the right direction. But
generally speaking it has been good.

i) At BRMV, we have just started so we do not have too many forcign investors. But what
I can say is that they have been active in the ficld of stocks. 1 am talking of stocks of the
largest companies. In other words they neced a critical size of the company before they
invest. And I would say that the critical size is much higher than our own bench-mark;
and therefore, only a few companies can really attract foreign investors. But we think
that they will help us learn our job, learn how to operate a market efficiently and, as 1
mentioned during my short presentation, it is rcally important because we need to
upgrade our research and also our contacts.

iii) In Ghana I think we have, over the ninc years, had experiences with really all the majors:
Motgan Stanley, Saloman, NewAfrica. They have all sott of come through and 1 think
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what has been helpful has been the custody services where primarily Barclays Bank was
the custodian and therefore it was quite casy for the book entries to be exccuted without
running around and that gave them the confidence. But the hindrance 1s obviously the
issue of liquidity, will I be able to get out when 1 want? Sixe is also a problem. The small
cap size of the companies means that with 2 position of $200,000 or $500,000, you arc
hitting somewhere near 15% of the company; and that is a little too much for a company
as you diversify your portfolio. We certainly, as brokers, could do a lot more than we arc
doing in research, which as Gabricl mentioned is key. We have not done that very well,
calling road shows on 2 regular basis so that clients feel a connection. And 1 think really
boosting up our technology so that if I have a Ghanaian in Boston he could potentially
log in and look at his statement. That alonc would lead to a cernain confidence and
intimacy and 1 think we need to get to that type of platform for that to occur. You then
begin to get non-residents investing and 1 think we have a bit to do. But 1 think that the
most sophisticatcd large investors in the big houscs have found a way of coming in and
have comc in and stayed pretty long-term and are quite happy with the returns they have
made. So the challenge will be to get more paper on the ground so that the options will
be increased.

One last point which 1 would like to underscore: South Africa is the only African
country that is part of the emerging market indices and 1 think it benefits in that regard
from capital flows from insttutional managers. And so one of the advocacy areas to
look at is to get more African exchanges being part of these emerging markets indices.
Also a point that was emerging in terms of attracting capital from individuals is the
potential role of unit trusts and mutual funds; and I think that point is 2 natural sequcl to
our next panel which will come on 1 believe after the break.

ROUNDTABLE SUMMARY

The roundtable discussion generally focused on several problem areas, including privatization,
transaction costs, investor education, rescarch and the role of foreign participadon. All agreed
that morc needed to be done in terms of using the stock market as a2 medium for privadzation,
improving technology and market infrastructurc as a means of lowering communicaton costs
and stepping up the rescarch output of brokerage firms. There is also 2 need to get more
African stock exchanges into the emerging market indices in order to attract morc attention
from forcign portfolio managers.
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CHAPTER 19

MUTUAL FUNDS — THE USA PERSPECTIVE

Cesar ]. Gongaleg [r.
Investment Analyst, Calvet Group | 2mited, USA

HISTORY OF MUTUAL FUNDS IN USA

The first mutual fund started in 1924 and threc different laws were enacted by the
government in 1933, 1934 and 1940 to regulatc the industry. For the next fifty vears not
much happened; and it was only in 1969 that the number of shareholders went from zero to
ten million. 1f you look at the number of sharcholders now, it is about seventy million; so it
took another thirty years to gain sixty million individuals. The process of developing rules
and regulations docs not really give you more sharcholders, it takes a while for people to
become comfortable. 1t is not an overnight success for the USA; and even now 1 think there
is still plenty of room for new events to help facilitate and to encourage investors, not only
local, but also foreigners to invest in the USA.

Mutual fund companies pool money from different sharcholders and invest it in a diversificd
portfolio of securitics. There are four different basic funds, such as stock, bond and hvbnd,
which are considered long-term investments, and the money-market funds, which arc
considered short-term investments. There were about USS$ 5.5 willion in investments in the
USA alone at the end of 1998 and 54% of that was accounted for by stocks and 2% was
accounted for by money market funds.

There are about 7,300 different mutual funds in the USA; and in the last ten years it has
grown by 252%. That is because of more demands for new products from the baby
boomers of the 1940s and 1950s who have started saving. The young generation arc staring
to understand that saving for their retirement should start at an carly age. So there is a lot of
flows right now. A third of the mutual fund industry assets comes from retirement funds.
And many arc not just using private investment advisors to manage separate accounts for
them, but they are also using mutual funds as a source of investment. A lot of mutual fund
complexes now are starting to introduce an T’ sharc, which stands for Institutional sharcs, to
attract pension funds and retirement money. There are thirty-three different types of mutual
funds by objectives, so everyone has a fund that they can use.

There is so much diversity there that the market is really big. There are about 419 different
mutual fund complexes in the USA now. From 1979 to 1998 it went from 119 different
complexes to 419, that is about a 352% increasc in just the last twenty years. There is 2 lot of
consolidation appearing in the USA right now, and 1 think that will be 2 good way for
African countries to learn and understand how to consolidate.

ATTRACTING INVESTORS

Now how can vou get people to put their moncey into mutual funds? The key factors are:
information availability, rcgulations and infrastructurc.  If different institugons and
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government regulatory bodics can work together and participate, and cveryone fecls that
there is safety and protection, then that will trigger a confidence level from all the different
scctors of society. With that, money will start coming in, and corporations and entities can
start sclling their mutual funds.

Let me mention some of the trends that are happening now. A lot of major warchouses arc
announcing on-line training programmes compcting with discount brokers. Web-site
development is very key In serving not just domestic potential clients, but also international
clients. And there is clectronic commerce, which is becoming more of a necessity, and also
sophisticated technology, timeliness of delivery of information.

An additional source of information is rating systems. People are watching you and you have
to be very careful to understand how they are presenting you. A mutual fund operator
should always review information being published about his fund to ensure accuracy.

Lastly, what is the foundation of a successful system of financial intermediary? It is trust. We
talked about confidence; catlier we talked about fiduciaty duties. Well you need to have
fiduciary duties, you need to carc for someonc’s assets as if they were yours. Because they
trusted you, they entrusted you with the special responsibility of taking care of their hard-
carncd moncy. Again, it is no accident that the word ‘trust” is used to describec many
accounts of this naturc. Regulatory structures and rules can help develop a sense of trust.
Actions of participants arc what really makes it work. So if you have the rules there, but no
one is participating and no one is monitoring, they do not work. An important idea is to
always talk about risk and not reward to your investors. You need to tell them what you
cannot do, what you will not do, what you can do and what you will do. Disclosure is the
first step to developing a mutual fund. Thank you.
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CHAPTER 20

UNIT TRUSTS AND MUTUAL FUNDS - HOME FINANCE COMPANY EXPERIENCE IN
GHANA

Mrs. Stephanie Baeta -Ansab
Marnaging Director,
Home Finance Company I imited, Accra, Ghana

INTRODUCTION

The devclopment of our fledgling capital markets in Africa can bc cnhanced through
collective investment investment schemes, aiready known to us through the “Susu™ systems
that operatc on the continent.  Mutual Funds, particularly, could play the role of market
makers and small savers could safely have their investments channcled to the capital market
through well-rcgulated schemes. The schemes could be cost-cffective and make our capital
markets less volatdle. They could also accelerate capital formaton for development. The
continent is notorious for low incomes and low savings rates. Collecave investment
schemes could be the solution to these endemic economic problems.

In Ghana, the concepts of Unit Trusts and Mutual Funds were first introduced to this
country by the 1963 Companies Code (Act 179), which was a litde ahcad of s tme.
Professor Gower who drafted the Companies Code prepared an excellent law, which was
ahead of the British Companies Act at the time and was, for at least twenty years in Ghana, a
modern and progressive law. Thus, those two types of collective investment schemes were
first introduced and available for use by investment managers in Ghana thirty-six (36) vears
ago. There are however, other types of collective investment schemes which under the
Iinglish Financial Services Act 1986 are widely defined to include: -

“any arrangement with respect to property of any description, including moncy, the
purpose or cffect of which is to enable persons taking part in the arrangements (whether
by becoming owners of the property or any part of it or otherwisc) to participate in or
reccive profits or income arising from, the acquisition, holding, management or disposal
of the property or sums paid, out of such profits or income.”

Under Ghana law, all schemes must mect with the approval of the Securities Regulatory
Commission and, in some cases, also the approval of the Registrar of Companics.

UNIT TRUST

In 1991, HFC became the first institution to take advantage of Act 179 1o sct up in Ghana, a
Unit Trust principally serving as a vehicle to assist prospective borrowers save up money for
the 20% down payment required for mortgage loans. The objectives for the HFC Unit Trust
were, however, widely defined to be a collective investment scheme for corporate, groups
and individual clients. Indeed, many of the investors in the HIFC Unit Trust currendy, arc
not potential mortgage customers, but investors in a well-managed and diversified portfolio.
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Approval was obtained from the government for the cstablishment of the HFC Unit Trust
in 1991 through the publication of a Legislative Instrument, which set out clear areas of
approved investments. This was in addition to the Trust Deed.

The HFC Unit Trust Fund has rapidly grown from nothing to its present level of ¢22 billion.
In all, we have mobilized about ¢40 billion through the HFC Unit Trust, in a period of 7'
years. Some of the funds have gone into financing mortgages for the purchase of homes.
Basically, it has been a2 money market fund and the yield has been attractive, always at least
1% above the average treasury bill rates. Although the investment portfolio of the Fund
allows for property investment, HFC has established the HFC-RIIT specifically for
property investment, for various technical reasons. We intend at the appropriate time to
establish a specialised equity fund.

In managing the HFC Unit Trust, we have set for ourselves the highest standards of
integrity, expertise, transparency and, of course, best business practices.  Though not
required by law, we have kept investors informed of all developments by publishing annual
reports and hosting annual general meetings, obtaining unitholders’ approval whenever
nccessary. For the first 3 — 4 years, we were charging only 1% management fecs, meaning
that HIFC supported the Unit Trust in its carly years, passing on very little by way of costs to
this new investment vehicle. Now that we have done the pioneering work, some speak as if
HYC had been favoured, but this is not so. It is difficult and expensive to be a pioncer, but
there are also rewards for this unique position. We expect that other funds will be licensed
and regulated by the Sccurities Regulatory Commission (SRC}. This is good for the industry.
However, every effort must be made to ensure that fraudsters and unqualified people are
kept out of the business.

In the UK where the Unit Trust concept was first developed, it took over 200 years before
the State intervened to regulate the business under the Financial Services Act (FSA). Liatlier
on, those who undertook this business formed self-regulatory bodics to ensurc high
standards of integrity and professional expertisc. (Incidentally the regulators under the FSA
still work closcly with the Associations of Collective Investment Scheme Operators). The
only legal constraints in those days were the various statutes against fraud. Our experiences
in Ghana make it absolutely necessary to regulate the industry and firmly deal with those
who contravenc the law.

The loss of confidence in the financial sector, which resulted from the illegal operations of
pyramid institutions, is still very fresh in the minds of investors. Unqualified persons
capitalised on human greed, and were able to take in deposits of over ¢40 billion from
unsuspecting investors.

Today, it is not clear how many investors have recovered their monies. The perpetrators
seem to have vanished into thin air. We cannot allow such a situation to crop up again. It is
our intention to establish an association so that professional integrity can become the order
of the day in the local collective investment industry.

In many developing countries, for example, Trinidad and Tobago as well as India, a Unit
Trust has been licensed to operate as a national investment fund. The Unit Trust of India is
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the major source of mobilization of wholesale funds for the development of that country.
Corporate bodics borrow long-term funds from the fund, which is comprised of the savings
of individuals as well as corporate bodies. We arc hopeful that the HFC Unit Trust, being
the first and a well-managed unit trust in Ghana, will become a truly national fund to
mobilize resources for the housing scctor in this country. Perhaps, other funds can harness

resources for other developmental purposes to hasten the realisaton of our dear country’s
Vision 2020 goals.

MUTUAL FUNDS

Mutual Funds, basically, arc companics governed by the Companies Code and the Sccuntics
Industry Law. The first onc to be established in Ghana is the E-Pack Scheme operated by
Databank Financial Services Group. The ‘Open-ended” mutual fund is an American conceprt
recognised under the Tinglish Financial Services Act 1986, but should be better described 1n
Ghana as a Unit Trust. Known definitions of ‘authorized’ and ‘stated capital’ arc difficult to
apply to a company that is a mutual fund and ‘open-cnded’. These issucs are being
considered and 2 Legislative Instrument is expected to specifically regulate the operaton of
mutual funds and unit trusts in Ghana. There will also be the need to upgrade Ghana’s
Companies Code 1963 to take account of all modem company law practices, including, nter
alia, the acquisition and sale of companies, etc.

The existing law on mutual funds under the Companies Code is not cxhaustive and many
procedural and regulatory steps nced to be cither instituted or clarified. As companics,
mutual funds have to be registered with the Registrar of Companics. This legal status is
scparate and different from that of the management company. The mutual fund also
requires a license from the Securitics Regulatory Commission. Procedural matters like the
order to be followed for the acquisition of a license to operate must be clearly established.
Should promoters go through the cxpense of obtaining a Certificate of Incorporation and
Certificate to Commence Business before the Jicense will be issued from Sccurtes
Regulatory Commission or should they be given the license before they proceed to be
incorporated, etc.? What is the minimum stated capital required for mutual Funds? In the
casc of an ‘open-ended” Mutual Fund, how docs onec determine the stated capital for
putposes such as bank lending?

The advent of mutual funds and their investment in listed cquitics, requires a decpening of
the stock market. The Ghana Stock Exchange and financial services companics will be
required to work hard to bring in additional companics to be listed. The development of the
mutual funds will improve liquidity to make our stock market an attractive place for forcign
investment.

The increased liquidity will also enable individual investors in mutual funds to casily
disinvest/sell their shares on the market. The regulatory authorities must put in placc 2
thorough and cffective system for mutual funds to report on their portfolio status to serve as
a guide for trading of mutual fund shares on the stock market. This includes the
determination and publicaton of the Net Asset Values of the Funds. Increased market
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activity in shares and bonds, would be beneficial, especially where mutual funds are able to
borrow from the banks to acquire shares and bonds, and thus take advantage of market
conditions. Market practitioners, of course, have to be professional in such endeavours to
avoid exposing investor funds to undue risk or loss.

To encourage the growth of our stock market and to promote mutual funds, the rules on
investment in unlisted equities must also be clearly stated. Unlisted cquities traded on an
OTC basis must be brought within the supervision of the stock exchange in one form or
another to ensure transparent and fair pricing.

By reason of its nature, a mutual fund would not normally have a track record before it
applics for a listing and therefore starts as a new venture. As such, the potential growth and
risks involved in the management of the fund’s investments are dependent on the
qualification and experience of its manager. Though a cotporate body, the minimum
qualification required for the management company’s personnel needs to be determined. All
stakeholders in the capital market must ensure that standards required are maintained to
enable our stock market acquire and retain investor confidence.

GENERAL OBSERVATIONS:

Therc is an urgent need to undertake commercial law review in Ghana. Included in this and
as a matter of great priority is the need for us to have 2 Trust llaw in the country. What we
have now is based on old English statutes, which ate difficult to find, and which are seriously
out-dated. The Unit Trust system relies greatly on modern and clearly defined Trust Law,
which is not available in the systerm now. This is the time for the Law Review Committee to
quickly come up with a draft Trust Law for Ghana.

In ten minutes, it is impossible to cover more ground than has been done already. It is
hoped that the round-table on Unit Trusts and Mutual Funds will come up with good
recommendations which can be seriously considered and maybe adopted by the Sccurities
Regulatory Commission (SRC). We must learn from the experiences of other countrics,
particularly the English Law countries and the USA regulatory framework. Their case law
should assist us to formulate a sound basis for regulating collective investment schemes in
this country.

In any event, there is the need for substantial public education on authorized collective
investment schemes and the management of unit trusts and mutual funds in particular. The
SRC should spearhead this educational process and also ensure that the management of unit
trusts and mutual funds is entrusted only to professionals of good standing. The Sccurities
Regulatory Commission must also encourage the development of trade associations or self-
regulatory bodies which can work together with them to commission and develop a sound
system in Ghana.
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CHAPTER 21

UNIT TRUSTS — THE ZIMBABWE EXPERIENCE

Mr. Remo Pollastr
Excecutive Director, Dataworld Unit Trusts, Zimbabwe

INTRODUCTION

If you look at the unit trust industry in Africa, a lot of lessons can be learnt from the demise
of the Zimbabwean financial market over the last couple of years. Zimbabwe is onc of the
more maturing markets in Africa. However it has fallen well behind other African states in
rccent times. Zimbabwe has been in an cconomic erisis now for almost two vears and it was
very interesting listening to Professor Larrain at lunch time. We basically talked about the
scven factors which arce identfied as common in an cconomic crisis. At least six of those
were in existence just prior to the November market knock-down in Zimbabwe.

The country has basically staggered through two years of cconomic turmoil and is stll going
through that now. From a financial market perspective this has had a very severe impact.
The Zimbabwean stock exchange industrial index which is the main index there collapsed
from a peak of just over 12,000 points in August 1997 to less than 6,000 in September 1998.
The Zimbabwcean dollar has fallen from 12 to the US dollar in November 1997 to 39 at the
current date. Inflatdon and interest rates have rocketed to 63% and 44% respectively and you
can sec from that that despite very high interest rates, real interest rates have fallen from a
peak of 17% to an average of 6%.

Following a number of years in which the Zimbabwe stock exchange was one of the wop
performing markets in the world, recent poor performance has been abysmal. Despite that,
this year the market has recovercd 60% from a very low level. The market is stll now only
about 25% of its valuc of two years ago. Overall, the environment has not been conducive to
investment from cither foreigners or the exmemely poverty-stricken locals. Businesses
including banks have come under increasing financial pressure resulting in a proliferadon of
bankruptcies.

1f you look at the history of unit trusts in Zimbabwe, the first unit trust was cstablished in
1989. Currently therc arc 8 institutions that operate unit trusts there, but there arc over 30
individual unit trusts. The unit trusts are regulated by the Collectve Investrnent Schemes Act
of 1998 and there is a relatively equal number of money market-low risk equity funds or
general funds, high risk equity funds or specialist funds and property unit trusts. There were
a number of property unit trusts, in the early vears, but those have fallen away duc to
liquidity problems and difficulty in getting rid of property in difficult times. Total funds in
unit trust management in Zimbabwe are between 25 and 30 million US dollars. That is tiny,
especially when you consider that it was significantly higher than that a few years ago. More
than 80% of these funds are in moncy market linked funds. IEquity unit trust investment
constitutes less than 3% of the overall market capitalisation.

CONSTRAINTS
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Going through the problems that have affected the development of the unit trust industry in
Zimbabwe, 1 have broken these up into four constraints,

The first constraint is economic. Economic instability in the last couple of years has resulted
in a destabilized financial market and this has had a major effect on the industry. Inflation
has impacted on real returns. Negative real interest rates have meant negative rcal moncy
market returns and some people have looked for other investments, especially forcign
investments. The harsh economic environment has led to the collapse of the banks and
other businesses. The outcome has been growing loss of confidence in the financial sector.
Foreign investors have significantly reduced exposurc on the Zimbawean stock market
thereby causing the price shift process and declining unit trust valuations.

The sccond constraint is investor constraint. The local population 1s generally very
uneducated on investments and savings. Like Ghana, there is perceived similarity between
unit trusts and pyramid schemes. And the collapse of a number of these pyramid schemes in
the early 1990’s continues to have a very serious negative impact.on investment products.
Savings levels have fallen duc to diminishing disposable incomes. The large rural population
in Zimbabwe is very unsophisticated and there arc problems with distribution of the
products.

There are also some statutory constraints. The first one has been the Collective Investment
Schemes Act only coming into being in 1998, and so for a number of years there was no
specific legislation. There are still numerous problems with the legislation. Statute also limits
unit trust investments to local residents. This limits the demand for unit trusts.

Industry constraints arc the last ones 1 would like to speak about. Historically the equity
market has been extremely volatile due to drugs, forcign investment and economic policies.
The equity and money markets have a poor image with the government, the press and
certain Jocal groups. On the whole investment schemes get slanted, rather than promoted.
The Zimbabwe Stock Exchange has given little support to the development of the unit trust
industry and that is why it is such a small portion of the overall industry. Skills within the
industry 1tself are highly inadequate: corruption and fraud have also tarnished the financial
sector as 2 whole and this has had a negative impact on the industry. There arc aiso no
official measures of performance to compare various funds within the industry.

We are looking at the future development of the mutual fund industry in Zimbabwe and
Africa. Mutual funds have become a principal vehicle of savings in other parts of the world
as we have already seen. There is no reason why this should not be the case in Africa. It is
widely accepted that education and understanding arc one of the principal reasons for
success clsewhere in the world. T would like to say that 1 think the most vital thing for the
success of unit trusts is educaton. And it is not only education of investors, it starts right at
the top. It is actually education within the industry itself. From there it is education going
through to the relevant authoritics; for example, government, and it is vital that that comes
through. And ultimately it is to the potential investor himself.
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Other factors which 1 am just going to summarize arc cross-border co-operation and
promotion, effective implementation of appropriate legislation, (we can learn from ecach
othcr in that regard) and reduction of volatlity in the financial markert through a diversificd
portfolio. By that 1 mean, for instance, in Zimbabwe if you arc able to invest in places like
South Africa it will make it a lot easier to get morc cven returns. Fstablishment of
indcpendent monitoring agencies to compare performance and public comparative returmns.
We also need to actively canvass for an opening up of cross-border unit trust investment.

Finally 1 would like to add onc other thing which is the fundamental of all investments, that
is sound economic fundamentals and consistency in policy making,
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CHAPTER 22

UNIT TRUSTS & MUTUAL FUNDS - DISCUSSION AND SUMMARY

DISCUSSION

QUESTION
How have you succeeded in attracting investments from the informal sector in Ghana?
ANSWER

1 was personally involved in talking to the market women including pepper and tomato
scllers, educating them on the need to acquire rcal property in their own namcs or jointly
with their husbands. They were advised that to do this they could channel their savings
through unit trusts so that their money grew to a point where they could get mortgage
financing for their homes, etc. And this worked.

QUESTION
What problems did you encounter in educating these market women?
ANSWER

Initially they were uncomfortable about the prospect of acquiring property jointdy with their
husbands. They wanted to know what would happen if their husbands married other women
for instance. We advised them to formalizc and register their marriages to give them some
amount of security. They were also assured that properties they acquired through mortgage
funding would be in the joint names of both partics and not in the sole names of the men.
This encouraged them to participate in the unit trust scheme. Incidentally, a lot of savings
have been mobilized through the informal sector this way.

SUMMARY

The loss of confidence in the financial sector, which resulted from the illegal opcratons of
pyramid institutions, has not augured well for the unit trust industry in 2 lot of African
countrics. Other problems that have affected the development of the unit trust industry in
Africa are econommic, investor constraint (lack of education and low incomes), statutory and
industry constraints.

More investors will be attracted to put their money into matual funds when there is readily
available information and clear and adequate regulations in place. The development of
mutual funds will improve liquidity of our stock markets and will make them attractive t
foreign investors.

Regulatory structures and rules can help develop a sense of trust in the market. An
association of industry practitioners must be formed to promote professional integrity within
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the collective investment scheme industty. The advent of mutual funds, and their investment
in listed cquitics, requires a decpening of the stock market. The regulatory authoritics must
put in place a thorough and effective system for mutual funds to report on their portfolio
status to serve as a guide for trading of mutusl fund shares on the stock market. All
stakcholders in the capital market must cnsure that standards required are maintained to
enable our stock market to acquire and retain investor confidence.

There is the nced for substantial public cducation on authorized collective investment
schemes and the management of unit trusts and mutual funds in particular. The
development of trade associations or self-regulatory bodies must be encouraged to help
develop a sound financial system. Fiffective legislation relating to commercial and company
practices, securities and trust Jaws must be put in place and implemented to enhance investor
confidence.
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CHAPTER 23

CAPITAL MARKETS RESEARCH IN AFRICA: ISSUES AND THE WAY FORWARD

Diery Seck, Ph.DD.
Secretariat for Institutional Support
For Economic Research in Africa
¢/ 0 IDRC Dakar, Senegal

INTRODUCTION

In the wake of two decades of African countrics’ experience with Structural Adjustment
Programs (SAPs), there is a growing conscnsus that stabilization and libcralization alonc have
been unable to stimulate cconomic growth through increased levels of investment or significant
supply response to market-friendlier policies. One of the revelations of past reform programs is
that improving investment, either direct or portfolio, cannot be considered an automatic
consequence of adequate macroeconomic and sectoral policies. This, combined with the failure
by African countries to mobilize financial domestic resources through dircct government
control of banking and financial markets, has given new emphasis to the role of capital markets
in the promotion of investment and economic growth on the continent.

Although there is hardly any meaningful opposition to market forces playing a more prominent
role in African economics or to the creation and cxpansion of capital markets, scveral factors
may mitigate the potential benefits that can be derived from the change in policies that this new
liberalism would entail. These range from severc comparative under-development of African
countries relative to other regions of the world, lack of familiarity with or reluctant acceptance
of, market liberalism by African policy-makers, limited monetization of the cconomics, social
and political unrest, weak infrastructure, etc. However, it can cqually be argued that there arc
considerable differences between the specific situations of African countries, and that some of
them offer cxcellent investment prospects. One could also claim that some of the very
weaknesses that afflict Africa constitute economic opportunities whose hefty returns wait to be
reaped through judicious investment decisions.

One could assert, without tisk of contradiction, that proper understanding and promotion of
the African investment environment would be considerably enhanced by the availability of a
massive and credible rescarch base that will guide and inform market participants and policy-
makers. The purpose of the present paper is to identify key issucs that could be part of a
rescarch agenda on the issue of capital marker development in Africa. The common underlying
thread is that properly functioning capital markets have a number of desirable features whose
degree of realisation play a major role in their success. In this regard, the rationale leading to the
formulation of the research questions listed below is, admittedly, a deliberate blend between the
modern theory of finance and the African cxperience with finance and development.

A RESEARCH AGENDA FOR AFRICAN CAPITAL MARKETS

A properly formulated rescarch agenda on African capital markets must identify clearly the main
goal to be attained through this implementation. It also needs to differentdate between the
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various stakcholders who have a specific role to play in an well-orchestrated capital market. The
main objective that is pursued in the formulation of the research issues listed below is the
expansion — in terms of volume — and improvement — defined as allocation and operational
cfficicncy — of capital markets in Africa. While some issues address normative issues and others
have a descripive focus, they collectively seek to capture the various concerns that permeate the
market and to pinpoint research questions whose resolution will conttibute to the development
of African capital markets. In that regard, public concern issucs are organized around three main
viewpoints ie., the individual investor, the institutional investor and the African firms. Public
concern jssues address the viewpoints of capital market organizers and regulators on the onc
hand and the viewpoint of central governments, on the other hand. ‘The discussion will focus
cqually on primary and sccondary markets.

A, Private Concern Issues

1. The viewpoint of the individual investor

Rationale: It is gencrally agreed that individual investors’ active participation in capital
markets is a key ingredient in their success because it increases aggregate savings and promotes
wide ownership of securitics issued by companies. 1t is also recognized that small investors
nced to ensure that the securities that they are offered present reasonable prospects of adequate
return for their level of risk. Furthermore, small investors need some guarantec that the
integrity of the expected future cash flows accruing to them is protected from the adverse
bechaviour of other market participants who may be tempted to take advantage of the high cost
for individual investors to monitor theit actions or seck redress.

Rescarch Issues:

1. Assct return performance and market characteristics
(Risk-retutn relationship, potential for portfolio diversification, thinness, liquidity, etc.)
2. Fairness in treatment of small investors

(Iixistence and enforcement of insider trading rules, agency problems, disclosure rules, truth
in financial advertising, ctc.)

3. Financial contracting and protection of creditors

(Mechanism and extent of investor protection under bankruptcy, procedutes of debt call by
issuer, preemption of moral hazard, etc.)

2. The viewpoint of the institutional investor

Rationale: Institutional investors’ capacity to raise and invest large sums of money and to
scize the best investment opportunities available is a highly desirable trait for socicty. However,
this capacity may be considerably curtailed by regulations that tend to hinder the naturc or
amount of assets that they can hold, or by repressive laws that put restrictions on their mobility
or tax them heavily. Considering that arbitrage trading is often an integral part of institutional
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investors” investment behaviour, the quality and timeliness of the information that they nced
play important roles in the extent of their exposure in capital markets.

Rescarch Issucs;

i Asset ownership

(Owncrship limits, citgzenship/residency rules, ctc.)
ii Freedom of movement and taxation of financial flows
iti Reliability and timeliness of market information/data

3. _The viewpoint of African firms

Rationale: The often-decried low level of investment in Africa can be remedied through
increased funding of companies’ profitable investment ventures. The improvement in the
functioning of African primary markets that is necded to enhance private investment requires 2
number of conditions, among which is easy and inexpensive access by firms to the capital
market and listing requirements that do not constitute a burden on them. By the same token,
potential investors necd to be assured that they will have a say in the way firms are managed and
that their interests will be safeguarded.

Research Issues:
i Access to market and cost of issuance of securities

(Criteria for company listing, channels for security issuance, cost of issucs)
il Rules and cost of financial disciosure

(Prospectus: content completeness and disclosurc of trade secrets, financial reporting
and auditing, rules of diligence in information/news disclosurc)

1ii Corporate governance

(Market for corporate control, management incentve schemes, social liabilites of
privatized firms, etc.)

B Public Concern Issues

4. The viewpoint of capital market organizers and rcgulators

Rationale: The role of market organizers and regulators is to promote a healthy and vibrant
market. This requires identification of the appropriatc mechanics through which market
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operations are accomplished by competent personnel and that unfair practices arc eliminated.
Rescarch Issues:
1 Microstructure

(Market clearing mechanism, single vs dual listing, settiement mechanism and deadlincs,
use of circuit breakers)

i Competition and efficiency

(Fixation of bid-ask spreads, price discovery rules, number and quality of participants,
conflicts of intercst)

ii Detcrminants of capital market growth

5. The viewpoint of African governments

Rationale: While African governments may view development of capital markets as a
convenient means to increase private investment and finance fiscal deficits domestically in a less
inflationary mannet, they nced to hatmonize capital market policies with intervention i other
policy arcas. These arcas include the need to mitigate the adversc impact of highly volatile
capital flows, the effort to increase revenues through taxation of capital market transactions and
the need to compete on the debt instrument market with private issuers. African governments
also need to include capital markets in their concerted efforts towards regional integration.

Rescarch Issues:
i Capital flows and volatility
(Regulation and taxation of flows, foreign exchange regime and policy)
i Fiscal policy
(Taxation of transactions, deficit financing, rules of government debt placement)
1ii Regional integration and inter-listing

(Harmonization of market rules, inter-market scttlement procedures, taxation, ctc.)
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CHAPTER 24

AFRICAN CAPITAL MARKETS IN THE GLOBAL ECONOMY: EVIDENCE FROM THE

RESEARCH PORTFOLIO OF THE AFRICAN ECONOMIC RESEARCH CONSORTIUM (AERC)!

Chidozie Emennga
Sentor Macroeconomist

African Development Bank

INTRODUCTION

There are three distinet ways to characterize capital market development. These are the traditional
characteristics, the institutional characteristics and the asset pricing charactenistics {(Demirguc-Kunt
and Levine, 1993). Traditonal characteristics measurc the basic growth indices, such as, number of
listed companies, liquidity and market capitalization. Institutional characteristics encompass the
regulatory and legal rules in the market, as well as its information disclosure and transparency
requirements, market barriers and trading costs. Asset pricing characteristics relate to the cfficiency
of a market in pricing risk.

In this paper, we examine the findings from the AERC research portfolio along the lines of these
three characterisations. A cursory survey of the AFERC research portfolio shows that the
organisation has sponsored research in the wide area of financial and capital markets devclopment,
all of which cannot be reviewed in this paper. In view of the subject of this conference, the focus of
this paper is on the AERC research on the stock markets, without, however, implyving that the term
stock market is synonymous with capital market. The scope of the paper is on Sub-Saharan Africa
and the research papers that formed the background documents are listed as Annex 1.

CHARACTERISTICS OF AFRICAN CAPITAL MARKETS
Traditional Characteristics

The stock markets in the Sub-Saharan Africa arc characterised by small size and few quoted
(listed) companies. The quoted companies are as low as six (6) in some of the stock exchanges.
With the exception of South Africa and Nigeria, the rest of the markets have less than 100
quoted companies. In part, the dearth of quoted companics in the Sub-Saharan African stock
markets is explained by their recent origin. The bourse in Zimbabwe that was cstablished in
1946 is the oldest in the list (excluding South Africa). With the cxception of the stock
cxchanges in Kenya (1954), Nigeria (1960) and Cote d'lvoire (1976), the rest were cstablished
after 1988 and have been in operation for only about 10 years.

1 The views expressed in this paper are those of the author and no responsibility for them should be attributed to the
African Development Bank or the African Economic Research Consortium.
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As it is with numerical size, so are the stock markets small in market capitalization. As at
December 1997, their market values ranged from about US$200 million in Namibia to US$3,646
million in Nigeria and US$38 million in Zimbabwe. The average matket capitalisation of a quoted
company is less than $50 million. The South Aftican market provides a clue of what is possiblc
cven in Africa with market capitalization of $280,526 million.

Liquidity: Stock market liquidity, by which is meant the casc to buy and sell shares, is an
important index of economic performance. It has been demonstrated that the link between stock
markets and economic growth has shown that the strongest positive link is through liquidity.
Other factors remaining unchanged, economic growth is faster the more liquid is the stock market
is (I.evine and Zexvos, 1996).

Liquidity is important for a few reasons. Generally investors arc leery of illiquid markets because
exit cannot be made at the desired time. The more liquid a stock market is, the more it commands
investors' interest, since resale of sharcs is casily guaranteed. Further, quoted firms have more
access to debt (debenture) and equity (new issues) in a liquid market. Also in an economy with a
liquid stock market, shares become casily acceptable as collateral for bank lending and this boosts
credits and investment.

This cherished quality of liquidity is lacking in African stock markets. The turnover ratio, a measure
of the valuc of shares traded relative to total market capitalization, is very low in Affica. It is as low
as 0.6% in Swaziland, 1.0% in Zambia, 1.1% in Ghana and 2.6% in Nigeria (JOM, 1997). The
highest turnover ratio is the 12.1% in Namibia, followed by 9.0% in Botswana and 8.8% in
Zimbabwe. The low volume of activities is unfortunately not necessarily a consequence of the
young ages of many of the stock markets. In Nigeria where the stock market has been in opcration
for about four decades, the ratio is still less than 3 per cent. The poor liquidity of the stock markets
in Africa has been identfied as a factor that may explain the low broader economic impact of the
stock markets (Jefferis, ct al, 1997).

Institutional Characteristics

Regulatory Institutions: The purpose of regulating securitics markets is to cnsure fair play and
transparency in market operations. In the developed securities markets, the operating concept is
positive supervision, which ensures that every market participant is treated fairly and cqually. It also
secks to develop regulatory institutions competent and robust in their scope of activities and yet not
meddling unnecessarily in a manner that stultifies market activities.

The existence of cffective regulatory agencics enhances the quality of regulation and supcrvision of
the capital market and boosts the confidence of internal and cxternal investors in the capital
market. The Seccuritics and Exchange Commission in Nigeria and Zambia and the Capital Markets
Authority in Kenya are a few examples of effective regulatory institutions in Africa. The efficiency
of these institutions is onc of the major strengths of these markets and other African capital
markets that have similar bodies (Emenuga, 1997).

Information Disclosure and Accounting Standards: The supply and disclosure of information

and adequate accounting standards are necessary for stock market development. It is the flow
of information that makes and unmakes capital markets. The available information on
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African stock markets is mostly that required by law. The same applics to accounting principles.
Companics are required to publish reports of their operations and in many cases the annual
reports are the only published document on the quoted firms. In Botswana, Zimbabwe and
South Africa however, brokers provide analytical reports on the quoted companics, apparently
duc to the participation of international brokers. Since quoted companics only ty to comply
with the required information disclosure and accounting rules, a larger role sl awaits the
regulatory institutions in setting the reporting standards for the quoted companics.

Globalisation of the Markets (Openness and Market Barriers):  The process of developing

domestic capital markets in Africa has, in part, enmailed dismanting of existing barriers to
forcign participation. In the opening up process, some countrics have gone as far as revoking
previous legislation that restricted the participation of forcign investors. A few examples of such
mcasurcs are reviewed in the following sections.

In Ghana, the removal of market barricrs started with the grant of cxchange control permission by
the Bank of Ghana for the following:

- free investment by non-residents through the stock exchange without prior approval of
govemment;

- a maximum of 10% equity in a single quoted company for a non-resident portiolio
investor, whether an individual or an institution;

- a maximum of 74% of foreign holding in a single quoted company; and

- free and full foreign exchange remittance of the inital capital, capital gains and other forms
of eamings (subject to existing taxes).

The above guidelines and limitatons do not apply to Ashant Goldficlds Corporaton which has
dual listing in Accra and London.

In 1995, the government of Kenya rolled out measures to open the Nairobi Stock Exchange to the
outside wotld. The cardinal planks of the policy are:

- that foreign investors could purchase government sccuritces;
- removal of all exchange controls on capital flows and repatriaton of eamings; and

- reduction in tax rates and brokerage charges.

Forcign investors are permitted to hold cumulatively up to 40% of a company's equity, while
individual foreign investors can hold 2 maximum of 5% of the issued capital of a firm.

By the Indigenization Decree of 1972 (amended and reinforced in 1977) the government of the
Federal Republic of Nigeria restricted the scope of forcign investment and limited the interest of
forcigners to a maximum of 40% equity holding in a listed security. The indigenizaton legislatons
were amended in 1989 to accommodate larger forcign presence in the capital market By this
amendment, the ceiling of 40% holding was retained only for Banking/Insurance, Petrolcum
prospecting and Mining industrics.

On July 15, 1995, the Federal Government of Nigeria promulgated the Nigerian Investment
Promotion Commission Decree (No. 16),  whose thrust was to liberalize the investment
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clitnate in the country. The decrec established the Nigerian Investment Promotion Cornmission, a
body charged with the responsibility for promoting foreign and domestic investment in the
country. It also set the following guidelines for foreign investment:

- a repeal of the previous indigenization legislatons which limited foreign participation in the
capital market;

- allowed unrestricted foreign interest in Nigertan quoted companics;

- accorded foreigners and residents the same rights, privileges and opportunities of
investment in the Nigerian capital market;

- allowed frec repatriation of capital, dividends, capital gains, and other interests from
investment in securites;

- established an OTC (Over the Counter) market through which forcign investors can
purchasc shares of unlisted companies; and

- authorized forcign investors to buy shares of Nigerian companies in any convertible
currency.

A legisiation, captioned Forcign Exchange (Monitoring and Miscellancous Provisions) Pecrec No.
17, (January 16, 1995), further cased the mechanism for foreign investment flows. 1t repealed the
Tixchange Control Act of 1962 and made the following major enactments:

- established autonomous foreign exchange market;

- allowed frec transactions in foreign exchange at market rates; and

- permitted unrestricted import and export of foreign cxchange.

Measures to attract foreign investment to South Africa werc initiated in May 1994, when the
Johannesbutg Stock Exchange announced relaxation of restrictions on foreign participation in the
market. The exchange started admitting foreign brokers from Nov. 8, 1994. Apart from thesc
changes which could be considered marginal, the exchange is still largely closed. Exchange control
is still enforced and domestic portfolio investors remain restricted from investing outside the
country.

In April 1993, Zimbabwe announced a set of investment guidelines (effective Junc 23, 1993)
whose highlights include:

- Participation of foreign investors in the Zimbabwe Stock Exchange provided that the
investment is financed by inward transfer of foreign currency through normal banking
channcls.

- Patticipation of foreign shareholders in the equity of a company up to 25% of the total
sharcholding (excluding existing forcign sharcholding before May 1, 1993). Operationally,
this implies that forcign sharcholding is allowed up to 35% of a company's equity.

- Approval for an individual foreign investor to hold up to 5% of a company's equity.

- A 100% after-tax dividend remittance.

- Free remittance of capital and capital gains subject to capital gains tax.

- Abolition of exchange control approval for importation of capital.

- Freedom to register shares in own names or names of nominee companies.

Some Gains of Globalisation; As has been demonstrated in the preceding section, through the
reforms, many of the barriers to foreign  investors were climinated by 1995, Among

101



the countrics that have adopted a more open outlook arc Kenva, Ghana, Nigeria and
Zimbabwe. In cach of these countries, as well as in Mauritius and Botswana, entry and
repatriation of income and capital are now completely frec. Permissible foreign interests in 2
quoted company range from the lowest 35% in Zimbabwe through 74% in Ghana to the casc
of Nigeria, Mauritius and Zambia where no limit holds. Individual foreign investors arc allowed
a maximum of 5% stake in 2 domestic company in Zimbabwe and Kenya and 10% in Ghana.
Again no limit js placed in Nigeria, Mauritius and Zambia. In all these countrics, exchange
controls have been abolished and there is no limit on the sizc of earnings that can be repatriated.

The opening up of the capital markets have been grected with benefits that tend to reinforce the
desirability and expedicncy of the measure. In Zimbabwe, the measure had immediate impact on
the stock market. The increased demand for shares by forcign investors led to the soaring of share
prices, resulting in over 100% return in U.S. Dollar terms between Junc and December, 1993 ar-c,
1994). In Nigeria, the liberalization of investment in 1995 also had profound positive impact on
the stock market. Prices of most blue chip stocks, the target of forcign investors increased by over
200%. In naira terms, the return index increased 130.9%, an all dme highest performance. In
Kenya, the highly successful privatization of Kenya Airways in 1996 was aided by the prior removal
of barriers to foreign investment which cnabled forcign investors to subscribe to the offer, given
the peculiar approach of using a forcign core investor (KI1.M) to shore up the firm's image.

From the expetiences of Kenya, Nigeria, and Zimbabwe, opening the stock exchanges to forcign
investors appears to be an cffective instrument in overcomning the characteristic market rigiditics in
Africa, such as low capitalization, poor returns and low tradability.

Taxation

In a capital market, the operating tax policies do have implications for the supply of 2and demand
for financial assets. Depending on its nature and structure, taxation could cither enhance or retard
capital market development. The use of tax instruments in promoting the growth of cmerging
capital markets assumes more importance as investment capital becomes more intemationally
mobile and more sensitive to the investment climate in the host countries. On the positive side of
taxation, removal of onerous levels of taxatdon stimulates financial intermediation and investment,
particularly when the measures arc conceived to be 2 permancnt policy change (Chamicy, 1991).
On the other hand, tax becomes vexing to investors when its rate is high or levied at multple
stages. It also retards investment for the financial instruments for which the tax burden is
discriminatory and heavier.

The role of taxation in promoting investment in a capital market scems to have been recognized
by many African countries of late. In 1995, Kenya reduced the withholding tax on dividends
from 10% to 5%. Botswana, Ghana, Kenya, Mauritius, Namibia and Swaziland arc among the
countries that have joined the world trend by either suspending or abolishing capital gains tax. A
capital gains tax of 35% which was introduced in Kenya in 1975 was suspended in 1985 as the
capital market authorities pereeived it to be a serious hindrance to capital market development.
Among the few African countries that still impose capital gains tax on sccurities are Nigeria
(20%0) and Zimbabwe (10%).

What makes the capital gains tax morc  obnoxious is its impositon on nominal
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returns in the face of high rates of inflation in the African countries. An AERC study (Inanga
and Fmenuga, 1995) shows that for Nigeria, due to taxation of the nominal rather than the real
gains, equities suffer cffective tax rate of 61.3% in real terms making the asset the highest taxed
financial instrument. A simulated effect of taxing real capital gains instead of the nominal gains
shows that the cffective tax rate on real equity returns could have been reduced to 30% (a 50%
reduction). The situation could be similar in Cote d'Ivoire and some other Aftican countries. In
Zimbabwe, a partial cushion is provided for the adversc cffects of capital gains tax on real
returns.

In many Affican countries, cquities wete in the past subjected to multiple taxation at the following
stages:

Stage 1 - Corporate Income tax

Stage 2 - Dividend Withholding tax

Stage 3 - Personal Income tax on dividend
Stage 4 - Remittance tax on foreign investors.

The on-going reforms have helped to climinate some of the tax stages. In most of the countrics,
the fourth stage has ceased to be levied and the tax regimes have tried to climinate all
discriminatory tax clements against foreign capital. The South African government in its 1995/96
budget announced the climination of the 15% tax on dividend remittances by non-resident
investors with effect from October 1995. The third stage of multiple taxation has also disappeared
in few countries where the withholding tax is made the final tax on securities, but in some others
(c.g., Nigetia), the dividend income is still taxed as part of personal income.

Taxation of equities at both the corporate tax and dividend withholding levels is a vetitable arca for
reform in Africa. This calls for corporate-personal tax integration. In recognition and pursuit of the
classical separatc cntity status of companies and shareholders, company and personal taxes ate
imposed independently of each other without recognition that income originating from companics
arc taxed twice at the company and shareholder levels (Takirambudde, 1995). The reform could be
in terms of full integration or partial integration. Under the former, the company tax appcars as 2
withholding tax which, in whole, is credited to the sharcholders to offset their varying personal
income tax duc on their share of company profits irrespective of whether the profits are distributed
as dividends or not (Sato and Bird, 1975). In partial integration, tax relief is offered cither at the
company level ot at the individual sharcholder level against possible double taxation at cotporate
and personnel levels. This is operationalised either at the company ot personal levels. Integration
at the company level involves a split system which excludes dividends from corporate income tax
or which taxes the dividend component at a lower rate. At the personal level, integration implics
giving tax credit to the sharcholder for part of the corporatc tax of the company (Sato and Bird,
1975).

The practices in developed countries may be useful for Africa. In the United Kingdom, through the
Advance Corporate Tax (ACT) system, individuals arc given tax relicf at the corporate level for
distributed carnings. The ACT was introduced in Britain to correct the distortions which the
existing double taxation was having on corporate investment (Poterba and Summers, 1985).
France and Canada also practice partial integration systcm at the shareholder level. Investors are
offered tax credit against corporate tax paid at  the company level (Brean, 1996). In the
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application of Germany's "split-ratc” system, corporatc distributions arc taxed at a lower rate than
rctained camings. It is recommended that African countrics should initate measurcs to integrate
taxcs at the corporate and personal income levels, as 2 means of fostering capital market
development.

ASSET PRICING CHARACTERISTICS

Trading Rules and Asset Pricing

In most African stock markets, trading is by the call-over system. By this trading rule, stocks are
called up in tum, during which brokers bid for or offer to scll any stock within the restricted trading
time, usually about two hours per day. In some of the markets, sharc prices arc allowed to change
within a restricted band. These measures all contribute to the repressed share prices.

lividence from Ghana clearly illustrates the repressed share pricing in Africa. Ashanu Goldficlds
Corporation (AGC), which has 2 dual listing in Accra and London stock exchanges, presents a basis
to evaluate stock pricing in the two exchanges. If stock pricing in both markets is efficient, there
would not exist an opportunity for arbitrage in the two exchanges. In other words, it would be
unprofitable to buy from one market to sell in another. Equality of prices in the two markets have
been tested empirically (Osei, 1998). The findings from the study show that the Jaw of onc price
does not hold for the AGC shares in Accra and London. A onc-way arbitrage profit opportunity
exists from buying in Accra and reselling in London. In response to the price differendal, a total of
1,670,418 shares representing 2.6% of the total number of shares registered In Accra werc
wransferred to London in the first year of lising AGC. No sharc was moved from the London
register to Accra.

Duc to the regulated prices in Nigeria, equity priccs arc insensitive to macrocconomic
conditions - exchange rate, interest rate, money supply, inflation, ctc. (Emenuga, 1996). This is
the main reason for the huge disparity between the growth rate of market capitalization in U.S.
dollars and in the local currencics in Nigeria and other Sub-Saharan African stock markets. 1t is
only the Johannesburg stock cxchange that has demonstrated long term rclationship to real
cconomic variables (Jefferis, et al, 1997).

Lifficigncy of the Capital Markets The foregoing discussion on the pricing characteristics lcads to
the question of whether the capital markets in Africa arc cfficient. In an efficicnt market, priccs
fully and correctly reflect all available and relevant informaton and security prices adjust
instantancously to new information. Fama (1970) shows that there are three levels of market
efficiency: weak form; semi-strong form; and strong form levels. In the weak form level, prices
ceflect all information contained in the historical price pattern, such that the past serics of prices
cannot be used to predict future prices. In other words, successive price changes arc independent,
identically distributed and follow a random walk. At the "semi-strong" level of market efficiency,
current stock prices reflect both the information contained in the historical prices and all publicly
available information. At the "strong-form" level of market cfficiency, the hypothesis asserts that
sccurity prices reflect all information publicly and privately available to any market participant.

The asset pricing characteristics in some African markets show deviations from the expected
behaviour. Stock prices in Nigeria (Inanga and Emenuga, 1997) have characteristics of weak-form
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incfficiency. The same weak-form inefficiency has also been identified for Botswana and Ghana
(Jefferis ct al, 1997, Osei, 1998). However, for a recent sample petiod that included the years of
increasing globalisation, the Botswana market was efficient at the weak-form level., The Zimbabwe
market shows a strong level of weak-form efficiency apparently due to its openness  and
participation of international brokers. Globalisation of the African markets should be encouraged
as a way of improving the asset pricing cfficicncy of the markets.

CAPITAL MARKETS INTEGRATION

African stock markets are small in size and scope of operations. For some of the countries that do
not have stock exchanges, the sheer small size of their GDP and industrial/commercial activides do
not raise high hopes for a viable local exchange. Cooperation among Aftican countrics should
therefore be explored in the development of their capital markets. Some of the benefits accruable
from coordinated stock market services arc;

- expansion of the investment opportunity of African investots and companies;

- availability of broader range of stocks to African investors; and

- reduced risk of investment through diversification of country-specific macroeconomic tisks
(including exchange rate risks).

The cconomic bases for the integration of the markets are beginning to emerge. A study has shown
that there are ample common grounds for the Abidjan stock market to serve as a regional bourse
for the members of the West African Franc zone (N'Gucessa and Foade, 1997). Evidence of linkage
has also been found between the Botswana and the South African markets, as their indices are co-
integrated in the long run (Jefferis et al 1997). Although the level of price integration is sl very
low, there is also evidence that the inter-linkages between the stock markets in Southern Africa
have been increasing over time, particularly since the liberalisation of the markets in the mid 1990s,
While the liberalisation of the national markets has increased the possibility for integration of
African capital markets, there are still bold injtial steps to be taken towards the realisation of such
objectives. The required actions include the following:

-Harmonization of taxes, investment policies and guidelines and transactions costs; and
-Internationalization of brokerage services.

RESEARCH ISSUES AND AGENDA

The cfforts of the African Econormic Research Consortium (AERC) represent the boldest initiative
in the study of the African capital markets. In comparison to other regions, the African capital
markets are under-studied. The dearth of empirical studics on the African capital markets could be
attributed to two principal factors, data limitations and funding constraints. The data problem is
two-dimensional. One is the general poor data quality in Aftica. As in other developing countries,
the macrocconomic data needed for capital marker studies are often not available in the required
high frequency forms. The other is that the requited financial statistics for financial analysis arc
cither not available at all or not prepared and published in a form required by rescarchers. IFor
instance, the indices published by the stock exchanges are indices of capitalization. The index of
returns, which is more useful for analyzing asset pricing characteristics and market cfficiency, is not
published. Often researchers would first expend about 50% of their efforts and funds on

105



computing the returns and similar statistics on their samplc data before embarking on the rescarch
issuc of intcrest. Firm specific statistics, such as mergers, acquisitions, dividend records and stock
splits, arc not chronologically documented.

On account of huge computations and cnormous data handling assodated with capital market
studics, they tend to be too expensive for rescarchers to undertake withour funding/rescarch
grants. Such grants arc hardly available for the study of the African markets.

The challenges facing scholars, rescarch institutions and funding are enormous. The African Capital
Markets Forum (ACMF) should embrace the challenge by providing a leadership in capital market
studics. The ACMF will find in AERC 2 willing partner for tackling the challenge, starting with
investgation of the following issucs:

1.

The quality of the data basc for capital market studics and the framework for periodic
updating of stock market data. ‘The most relevant required publications are indices of stack
returns for individual securities, sectoral groups and the whole market in cach country. The
data base would also provide for measures of firm performance, such as eamings per share,
carnings-price ratio, dividend pay-out ratio, ctc. Part of this initial research work would be
to document the type of published data researchers would nced (based on financial market
models and the peculiaritics of these markets) and proposc who could be responsible for
supplying each data set.

The reladonship between stock market indices (aggregate and scctoral) and the
performance of the economics. In some developed countrics the trend in stock market
indices serves as the barometer for gauging the performance of the economy and vice
versa. The Arbitrage Pricing Theory (an expanded Capital Asset Pricing Model) provides
the theoretical terrain for such analysis.

Country-specific analysis of the nature of government policies that affect the performance
of the stock markets and their effects on capital market development. Taxation, exchange
controls and regulations, income and capital repatriation, dividend payment controls,
country-wide and industry-specific guidelines for foreign investment are among issues to be
cxamined on a regular basis.

Assct Pricing Efficiency in the primary and sccondary sccuritics markets, and for different
categories (debt-equity) and classes (small, large, domestic and foreign firms) of sccuridcs.

The composition of investors in the capital markets, their stockholding behaviour and
disposition towards short-term and long-term capital supply. The financing pattern of
corporations (the choice between debt and equity) and the effects of bank distress and
financial liberalization on the financing mix, the impact of stock market development on
the cost of capital and the response of domestic savings and forcign portfolio flows to
stock market development.

The relationship between the stock market and other financial institutions: the emerging

mortgage institutions, insurance companics, pension funds and banks, ascertaining their
complementarity and substitutability in  resource mobilization.
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7. ‘The risk-return profile of the stock markets, the nature of idiosyncratic and systematic risks
and the distribution of the latter across firms.

8. The potentials for capital markets integration and the existing barriers to the process.

9. The prospects of widening and deepening the capital markets through introduction of new
products like mutual funds, derivatives and cross-listing of securities across African market
and beyond.

CONCLUSION

The Sub-Saharan African stock markets are small in size, having few listed companics, low market
capitalization, and low volume of transactions. They arc also inefficient (weak-form) at pricing risk.
But notwithstanding these features which to some extent result from their fledgling nature, the
exchanges are developing and improving their petformance. The past few years have been
remarkable in the globalisation of the markets through implementation of policics aimed at
removing perceived barsiers to development.

Among these recently introduced market-friendly measurcs arc:

- establishment and strengthening of their regulatory capacities and institutions;

- reform of the operational procedures, such as trading arrangements and settdement
procedures;

- removal of barriers on the entry and exit of forcign capital, as well as on
repattiation of earnings;

- increased scope for participation of foreign investors and climination of the tules
that discriminate against foreign investors;

- tax reforms that have shortened the stages for multiple taxation of returns;

- abolition or suspension of capital gains tax, ot in some cases provision for inflation
adjustment in taxing capital gains; and

- reduction in the dividend withholding tax rate.

The countries that have implemented these measures have started getting the benefits in terms of
increased market capitalization and turnover, more cfficient assct pricing, improved savings-
investment process and even successful ptivatization.

However, there are several areas that could still be reviewed and reformed to improve the quality of
the stock markets and their relevance for national development. These include:

- improving the quality of market information;

- introducing tax reforms to climinate oncrous and discriminatory taxes on
investment in the stock markets; eliminating multiple taxation and integrating taxes
at the corporate and personal income levels.;

- Improving the quality of brokerage services;

- Integrating the capital markets; and
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Promoting capital markets research.
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ANNEX 1: SOME OF THE AERC-SPONSORED RESEARCH ON CAPITAL MARKETS IN AFRICA

Iimenuga, C. (1997), “Development of Stock Markets in Sub-Saharan Africa”, African
Development Review, African Development Bank, Vol. 9. No. 1, 156-186.

Inanga, Ii. L., and Emenuga, C. (1995), "Taxation of Financial Assets and Capital
Market Development in Nigetia" Research Monograph, No. 47, African Economic
Rescarch Consortium, Nairobi, Kenya.

Inanga, E. L., and Emenuga, C. (1997), "Institutional, Traditional and Asset Pricing
Characteristics of the Nigerian Stock Exchange" Research Monograph No. 60, African
Economic Research Consortium, Nairobi, Kenya.

Jefferis, K., Okeahalam, C., and Matome, T., (1 997), “International Stock
Matket Linkages in Southern Africa” Final Rescarch Report, African Fconomic
Rescarch Consortium, Nairobi, Kenya.

N’guessan, T., and Foade, ]. (1997), “La Bourse des Valeurs d’Abidjan: Instrument de Mobilisation
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iconomic Research Consortium, Nairobi, Kenya.

Omole, D., and Falokun, G. (1999), ““ The Impact of Interest Rate Liberalisation on the Corporate
linancing Strategies of Quoted Companies in Nigeria”, Rescarch Monogtaph, Research
Monograph, No. 88, African Economic Research Consortium, Naitobi, Kenya.

Osci, IS, (1998), "Analysis of Factors Affecting the Development of an Emcrgfng Capital Market:

The Case of the Ghana Stock Market," Research Monograph, No. 76, African Economic Research
Consortium, Nairobi, Kenya.
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CHAPTER 25

THE KENYA FIXED INCOME MARKET

Joe K. Kibumba
Chairman, Institute of Certified Public Secretaries of Kenya
(Formerly, Chief Executive, Nairobi Stock FExchange)

THE KENYA FIXED INCOME MARKET
Background

The Kenya debt securities market has existed for over forty years, since the carly fifics when
the Government issucd its long dated government stocks, which could be traded in the stock
market. Undl the late seventies, the government issued many such government stocks which
were all listed on the stock exchange. Local authorities likewise issucd municipal stocks
which were also listed on the exchange. A numbcer of corporatons also followed and made
tradable loan stocks which were also listed. Those were the days when inflation was hardly
known and market uncertaintes minimal with fairly stable interest rates. This, however, did
not last long, and by early eighties thc Government could no longer issuc long-term debt
sccuritics because they were unpopular with investors. The Government, with an cven
bigger appetite for funds, started borrowing short-term by way of Treasury Bills with
maturitics up to 270 days. This trend continued into the ninctics and today the most popular
government paper is the 91-Day Treasury Bill which accounts for over 70% of the
Government’s domestic debt of Ksh.150 Billion (US$2.03Billion), which is ncarly 21% of
the GDP.

The local authoritics, on account of serious mismanagement and instability, stopped this
method of financing because no investor could invest in their bonds. The last municipal
bond issued was by the Nairobi City Council in 1986. Likewise, companics stopped
borrowing through securitized debt and were financed through commercial banks loans,
intcrnal savings, and other arrangements.

For some time, definitely the cightes and carly nineties, the debt securitics market was
virtually non-existent because even the government sccuritics did not have a secondary
market.  They were mostly patronised in the primary market by institutions that were
required to maintain some of their assets in form of govermnment securities. These included
insurance companics, the National Social Sccurity Fund, commercial banks, non-bank
financial companics, building societics, state corporations, etc.

Current Position

Changes started to take cffect in the mid-ninetics. The Government in its efforts to diversify
its loan portfolio and to encourage long term investments started to issuc Treasury Bonds,
initially one-year, then two years and now up to threc years. The companics, not wanting to
be left behind, starting considering bond financing as an altcrnanive.  Today there arc 2
number of debt securitics issued and traded, including Commercial Paper, Medium Term
Notes and Corporate Bonds. We will  bricfly consider these developments and
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what impact they arc likely to have on the economy.
Government Securities

As mentioned above, the government securitics market is not new, but has in recent years
reccived 2 boost and is now relatively active. This market is made up of:

Treasury Bills

These arc issued every week and are usually put on tender. Interest rates on Treasury Bills
have become the benchmarks for other types of debt sccuritics.  Interest rates on TBs
reached a high of 78% in 1993 and a low of 8.3 % in March 1999. They are now standing at
about 15%. They have maturities of 91 days and 182 days. 'The average weckly intake is
about Ksh.5 Billion (US$ 68 Million). Proceeds from these issues arc utilised to redeem
maturing bills and finance government expenditurc.

Treasury Bills are not listed for trading at the stock exchange, but there is fairly active
sccondary trading of these instruments by institutional investors and business corporations.

Treasury Bonds

Two types of bonds with one, two and three ycar maturities have been issued. The most
popular is the registered bonds market. The bearer bond market is being phased out on
account of the insecurity of such instruments.

All Treasury Bonds issued since 1996 have been listed on the stock exchange and a faitly
active sccondary market has developed.

Most bonds issued between 1996 and 1998 have floating interest rates to cncourage
investors to buy long-term government papet in times of uncestaintics. The floating rate
was based on the 91-day Treasury Bill.

Special Treasury Bonds

In 1997, the Government issued special Treasury Bonds that were called Tax Amnesty
Bonds. These were two and three-year bonds issued specially to encourage tax cvaders to
pay taxes on a promisc that their past misdeeds on tax cvasion would not be dug up. The
bonds were similar to the other bonds and were tradable on the Secondary Market. A
number of organisations showed up and purchased these bonds.

Recently the Government has started to issue another type of bond for the purposc of
scttling government creditors, whose claims had been accumulating to dangerous levels.
Those who accept payment using these bonds relieve the Government of an immediate cash
problem. The creditor is happy because they have the option of discounting the bond in the
sccondary market of holding on as an investment. These bonds have become quite popular
in the market and creditors are clamoring to be settled in total using these instruments
instcad of waiting to be paid by cheque, which is not guaranteed. Since July 1999, bonds
worth approximately Ksh. 2 Billion (US$ 27 Million) have been issued and are trading in the
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stock market.

Corporate Debt Securities

As mentioned carlicr, companics have started issuing debt sccurities in form of bonds, term
paper and commercial paper.

Corporate Bonds

After many years of absence, corporate bonds were issued in the Kenyan market in 1995,
The issuc was well received by investors and secondary trading started almost immediately.
The Bonds had a 3 year maturity with a floating ratc coupon which was pegged at 1.5%
above the 12 week moving average of the Treasury Bills rates. At the time, the interest rates
on Treasury Bills were gradually falling, which meant that the 12 weck moving average was
much better than the current TB rate. This made the bond very attractive at that time. 1
the TB rates were rising, as happened later in 1997, the moving average would be lower than
the current TB rate. Some bonds issued encountercd this problem as the Government
continued to borrow heavily and bill rates continued rising.

Term Notes

These are similar to bonds, but with shorter maturities. Thosc issucd in the market so far
have been called Medium Term Notes and Short-Term Notes, and have been very well
reccived by investors. Because the government has continued to borrow through bills and
bonds, cotporate notes issuers have been forced to give higher yiclds to attract investors.

Commercial Paper (CP)

This is a very popular corporate debt security. In the last of few vears, morc than twenty
large corporate organisations have made CP issues with a lot of success. The paper has a
maturity of up to one year. Like the rest of the debt instruments, issuers try to peg the vicld
to the prevailing TB ratcs.

REGULATION OF DEBT MARKET

The debt markets in Kenya are controlled by two governmental regulators:

The Capital Markets Authority and the Central Bank of Kenya. The Central Bank regulates
the money markets and the Capital Markets Authonity (CMA) the capital markets. There are
a number of sccurities that pose regulatory problems because both regulators think they
should regulate them. The commercial paper market is onc such instrument which both
regulators have felt they have a right of reguladon. The other problem is posed by
instruments that should be ideally regulated by Central Bank, but by being traded on the
stock market, which is regulated by the CMA, CMA have a direct interest. The third type of
regulatory problem is in respect of Treasury Securities, which under the Kenva law are issued
by the Central Bank on behalf of the Government. As an issucr and a regulator, there are
occasional conflicts of interest.



In the capital markets arena the CMA has issued guidelines on issuc, trading and redemption
of commercial paper, corporate bonds and other debt instruments. The issuers, the traders,
the stock exchange, investment advisers and other players are guided by these guidclines.

Trading of Debt Instruments on the Stock Market

Pricing

Pricing of the instruments is done by stockbrokers using somc of the standard methods that
have been used in other matkets. In case of floating rate bonds, and where the intcrest rates
keep falling and rising over relatively short periods, the pricing model becomes much more
complicated. The final determinant of pricing is the market where forces of demand and

supply interplay.

Trading & Settlement

Trading is cffected on an open outcry method on the boards of the exchange. Orders arc
posted on the boards and yield levels indicated for each bond depending on the prevailing
interest (Treasury Bill) rate. A trade takes place when there is a match of buying and sclling
orders. Being an auction type market, over bidding or undersclling is allowed and usually
takes place at the point of transactions.

Although the trading system is manual, traded transactions are captured immediately and a
transaction slip with a unique computer code is produced through a post-trading computer
system. ‘The system produces settlement schedules, based on the T + 3 rolling settlement
system. Settlement is also on a delivery versus payment system, clearing through the stock
exchange.

Treasury securities have a depository system, which means that there are no certificates
issued to holders of these securities. The stockbrokers authenticate ownership beforc
trading by reference to the Central Bank Registry. After trade and settlement confirmation
on new ownetship, the Central Bank Registry sends account balance statements to mnvestors
on request or as instructed.

Way Ahead

Kenya cquitics market has been undergoing onc of its most difficult times in its history.
Both domestic and foreign investors have avoided investing in these securities. As a result,
the market for debt sccurities seems to have been re-discovered by investors, even small
ones. Despite the problems and risks associated with it, it at least assures the investor some
return, which the equity market is unable to give. It can be expected that this market will
thercfore grow, and this is already being reflected in daily trading in the stock market.
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CHAPTER 26

THE SOUTH AFRICAN BOND MARKET

Dauvid Stuart Rennie
Former General Manager,
Commercial Union Investment Management (SA) 1.4d.

EVOLUTION OF THE BOND MARKET

The South African bond market offers investors a liquid and cfficient market with some
R400 billion of listed bonds. The government is the largest issucr with the other major
issuers being ESKOM, TELKOM, TRANSNET and the Development Bank. The issuance
of private sector bonds has not developed and to date there is only one marketable listed
corporate bond, but liquidity is poor, for they tend to be issued direcdy to Life Assurors or
Pension Funds, who hold them for long term investment purposcs.

In May 1996 the Bond Exchange of SA was licensed, with a turnover of R3.1 trillion during
its first year. This turnover has grown to R7.1 trillion 1998, of which R5.8 million was in RSA
stock. The sccondary market in bonds cvolved in the 1970 when the Discount Houscs,
and to a limited extent some of the Commercial Banks began dedicating capital and crcaung
bond portfolios and quoting prices on 2 range of bonds.

The market has been dominated by the Life Assurance and Pension Funds, who adopted “2
buy and hold” strategy, in which their focus was on Asset/Liability matching, and in which
Performance was of secondary importance. However, due to be increased market
competition and the fact that 50% of their portfolio’s had to invested in fixed interest
sccurities, the so-called “Prescribed Assets” created the nced to have an active secondary
market.

The largest Pension Fund (Public Investment Commissioners) could only invest in bonds
and Treasury Bills. The issuers traded directly with investors, which periodically created
market aberrations. The SARB performed the role of issuer on behalf of the Treasury and
the typical blurring of interest occurred.

The country had operated under a dual currency system since 1961. The Financial Rand was
re-introduced as a foreign exchange control mechanism in 1985 when forcign banks frozc a
new credit to the country, which was consequently plunged into financial crisis amid political
turbulence which heralded the anti-apartheid sanctions era. During this period, the Financial
Rand traded at a substantal discount to the Commercial Rand. Foreign Investors were able
to take advantage of high intcrest rates and invest in SA bonds via the FINRAND. Interest
was repatriated in COMRAND. During this period, the bonds issued by the Parastatals,
particularly ESKOM traded at a discount to Government bonds. This was duc to forcign
purchases. In 1993 ESKOM estimated that 45% of its issues was held offshore. This factor
coupled with aggressive market making resulted in ESKOM bonds trading at a discount of
up to 0.5% on RSA bonds. It cnabled ESKOM to pull off a coup by issuing an
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additional tranch of F1168, the then benchmark stock and invest the proceeds in RSA bonds
of a comparable coupon and maturity.

LESKOM followed up its active market-making role creating an OTC option market in
F168’s. 1t was this development which acted as a catalyst to matket liquidity and laid the
foundation of today’s active market. It enabled the financial services sector to gear their
capital and increasc their participation in the bond market through the development and use
of sophisticated risk management tools. Presctribed assets began to be phased out during
1986 with regulation determining the maximum exposure allowed in certain asset classes for
Pension Funds and Life Assurors. A tax on interest and property rental income was recently
introduced for Pension Funds. There is no tax on forcign investment in South Africa Bonds
and no capital gains tax for local investors.

After the political transition of 1994, a further milestone in the development of the market
was achicved with the abolition of the Financial Rand in 1995, and the start of the process of
phasing out of exchange control. Asset Swaps were introduced, whereby Pension Funds and
Life Assurance companies could invest up to 10% of their assets offshore. An Asset Swap
has a neutral effect on the currency market as an offshore investment is linked to a new
forcign investment in South Africa.

South African bonds are quoted and traded in yield, but are, of course, settled in price. The
market uses a standardized formula on all bonds including zero coupons. The bonds have
two coupon payment dates per year, one of which coincides with the anniversaty of the
bond’s maturity date. The market currently operates through rates quoted on a screen or by
telephone. However, an automated trading system is about to be activated.

The sccurities and derivative markets ase vital to the growth, development and strength of
market economies. They support cotporate initiatives, finance the exploitation of new ideas
and facilitate the management of financial risk. Further, since retail investors are placing an
increasing proportion of their money in mutual funds or other collective investments,
sccurities markets have become central to individual wealth and retirement planning. Sound
and cffective regulation, and in turn the confidence it brings, is important for the integrity,
growth and development of capital markets.

LEGISLATION AND REGULATION STRUCTURE

There is no single correct approach to a regulatory issue. Legislation and regulatory
structures vary between jurisdictions and reflect Jocal market conditions and historical
development. However, as domestic matkets increasingly become integrated into the global

market, the pressure to conform increases. International investors require security regulation
which:

1. Has as its base the protection of the investor
2. Ensurcs that the market is fait, efficient and transparent

3. Reduces systemic risk

The South Aftican Bond Exchange recognizes the importance of conforming to
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international best practice and has bascd its regulation on the following principles:

1. TFull disclosure of information through applying internationally acccpiable accountng
and auditing standards

5 The dissemination of rclevant information is widespread, imely and is reflected in the
price formation process

3, Minimum capital adequacy is applicd to authorized and primary dcalers

4. Effective exposure and reporting systems.

SETTLEMENT

In order to align the South African settiement system with international standards, the two-
week scttlement period was reduced to T+3 in November 1997. Many feared a scrious
collapse of liquidity as a result and an cxplosion of activity on the futures market, but this
never happened. The settlement process is based on the following principles:

e Counterparty risk applies to all trades
® Client risk is borne by the member

SETTLEMENT RISK

The risk of tainted scrip is carried by the setdement agent (who retains the right of recourse
against the participant who introduced the scrip). The member carrics the nisk of non-
performance in texms of scrip or funds. Settlement agents only guarantec settlement once all
the setlement agents have committed to all trades. The risk of scttlement agent failing
before the funds are cleared, in the national payment system is carried by the SARB. Clicnts
can cither appoint their own or use the settlement agent of the member they traded through.
Offshore trades may be transacted outside of the BME and scttled in the setdement agent
system in South Africa

GUARANTEE FUND

The Exchange Guarantee Fund, subject to maximum of R10m per member default, covers 2
price movement. The Guarantee Fund currently stands at R150m, of which R40m is cash
and the balance in the form of an insurance policy. Members initially contributed R5 per
million traded, but no longer contribute. There have been no claims on the fund to datc.

PRIMARY DEALERS

Primary Dealers were introduced in April 1998 for RSA bonds. Therc arc currently 11. They
have to be 2 local bank or a foreign bank with a branch registered in RSA. They nced a
minimum of R1 billion Tier 1 capital. A calendar of regular auctions is published by the
Dept. of Finance. There is minimum bid requirement, and they arc limited to a maximum of
40% of an auction. Primary Dealers arc required to make two-way prices at all omes.

CENTRALIZED SCRIP DEPOSITORY
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A Centralized Scrip Depository is linked to the clearing and settlement process. The market
is moving to de-materialize all scrip. An additional charge is levied, through the settlement
agents, on all scrip settled outside of the CSD.

CARRY/REPURCHASE MARKET

The cxisting carry market underpins the current market liquidity. The market is broken
down into 3 types of transactions. Buy/back, repurchase and securities lending. Thesc
transactions are primarily used for funding, or scrip lending to cover short sales, arbitrage
transactions or to implement hedging or other derivative strategies. Sccuritics lending
transactions arc not reported to the BME.

LARGE EXPOSURE/DEFAULT PROCEDURES

Quantitative and quanlitative critetia are used in asscssing the risk position of members and
clients. It is important for an SRO to assess the information with regard to the beneficial
ownership and size of positions. In setting up or expanding a domestic capital market, it is
essential that the regulators not only be interested in risk reduction, but also the assumption
and shifting of risk among participants in clearing and settlement systems must be monitored
in order to minimize the risk of failure to individua) participants and the overall tisk to the
system. Matgin requirements should be used in combination with other mechanisms, such as
circuit breakers, position limits, price limits and capital adequacy, to ensure the soundness of
the market.

RATING AGENCIES

Local, as well as international rating agencies operate in South Africa. It is impossible to
attract any investment into a new capital market issucs without a rating and the appropriate
tisk premium is priced into the bond.

DEVELOPING AN AFRICAN CAPITAL MARKET

Forcign investors have the Juxury of global investment alternatives and arc not prepared to
take on systemic risk. With the onset of globalization and the advantages of technology,
capital is increasingly becoming selective and demanding. The question of establishing
competitive capital markets in Africa is a complex one, for we are faced with 2 range of
issues, most of which have been raised at this conference. 1 do not have the answers, but will
put forward some the questions, that in my experience have to be addressed. We can then
debate the issues.
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CHAPTER 27

FIXED INCOME MARKETS - DISCUSSION AND SUMMARY

Question: In Nigeria, the bond market is virtually non-existent and this can be
attributed to the unstable nature of interest rates and inflation. Many have suggested having
a vanable interest rate, but this does not go down well with borrowers who want to know
with certainty all the cost involved in sourcing capital. How would such a problem be solved
and so have the bond market functoning?

Answer: The interest rate regimes in most Africa countries are very erradc.  Undl
1991, Kenya enjoyed a fairly stable interest rate regime, but from that dme onwards, it
became a thing of the past and so fluctuations began. To overcome that, the government
started issuing floatng-rate bonds, which were actually based on the 91-dav bill. The ratc
was about 1% higher than the average or moving average. Because the T-bills are issued
weckly and investors compete with the moving average for the period of 3 months, this
became the benchmark which we can base our vield for 1 or morc yvears. The corporate
bonds based their rates on the Treasury bill. The Treasury bill therefore became the
benchmark for pricing all other instruments. The variable bill is what has helped us to create
a market; because without it, it is impossible to foresce what will happen in a vear or two.
The floating-rate bonds, therefore, ensure that we overcome this hurdle.

Question:  The second speaker talked about credit rating as 2 tool in promotng an
active bond market. Most African markets do not have credit ratngs.  What
rccommendations would you give for the devclopment of credit rating in the African
markets.

Answer: Rating agencies are profit making or commercial insttutons; and if they
identify 2 market that they think will have enough business, they will set up there. Iris a
question of a chicken and an egg. 1f there are not enough debt instruments in the market,
the rating agencies will not develop. On the other hand, if at the end of the day, a market
does not have rating agencies, then we cannot have an active bond market. This is becausc
investors want to know everything about where they are puttng their moncey; especially
when it comes to forcign investors. Foreign investors find it very difficult to put their money
where debt is not rated. 1 think a market is required to have a certain level of debrt
instrument issuc before one can talk about rating agencics.

Right now in Kenya, we are talking about setting up a rating agency. This agency is not
necessarily a Kenyan rating agency, but an international rating agency working with local
investors to create a rating agency in Kenya. Becausc the Kenyan market is small, the raong
agencics have the bigger East African market of Kenya, Uganda and Tanzania in view.

Question: From the first presentation, it looks like Kenya has developed an active bond
market. What is the trade-off between government bond and the private sector bonds. That
is, the situation where the government is competing with corporation to raise capital through
long-term bond issue. Secondly, what is the yield differential?
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Answer: It is true that the Kenyan debt market is active because statistics show that in
1992, the value of debt market was double that of cquity. In 1998, for example, the debt
matket was one and half times the equity market. Certain specific factors may have
conttibuted to the creation of an active debt market in Kenya. For example, the instability in
the cquity market may have contributed to investor’s interest in the fixed income market.
Investors are not sure of what is happening in the cquitics market. A lot of equity sharcs are
performing so badly that investors would rather put their money in the debt market.

There is a yield differental between government Treasury bill and corporate money market
instruments. 1n order for corporations to compete with the government, they have to give
better yields. Cotporations have pegged their interest rate at one or half percent above
Treasury bill rate. Again, therc is an clement of floating-rate here since the Treasury bill rate
is floating. This is what has madc them attractive. last ycar, over 20 companics issucd
Commercial Paper which wete not Jisted on the stock exchanges but were faitly active.

Contribution: Regarding the yield curve, 1 think it all boils down on confidence.
We had the same problem in South Africa where there was lack of confidence in the
question of government finance and the inflation rate. 1 really think it’s a question of the
risk-taker investor, whether he will be prepared to price the inflation. What typically
happens is that we get the government flooding the market with short-term bills and so quite
often when the investor is looking for long-term paper, there is none available in the market.
These sorts of constraints imposed on the market destroy confidence and will not create
liquidity. To overcome this, we encourage buy-back facility.

Question:  Does the government provide discount facilities to facilitate liquidity for the
government bills and notes, and corporate bonds?

Answer: Previously, the market, through the discount houses, was able to rediscount
commercial paper with the consent of the government. However, with the introduction of
primary dealers, the government and the reserve bank have withdrawn from the market
totally. They look to the primary dealers who are required to absorb liquidity and make the
market. When we look at the turnover figures of the bond exchange, this indicates that the
market is active and this mechanism is used to create liquidity in the market. Forcign
patticipation in the turnover figures is around 27% of the total turnover.

SUMMARY

Several factors identified as responsible for the inactivity of the bond markets in most parts
of Africa include:

» The macrocconomic instability in many countries, which has led to high and volatile
inflation rates.

» The arbitraty fixing of interest rates by governments as means to fund government
deficits.

* The lack of meaningful term-structures to serve as benchmarks for pricing long-term
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instruments.
* The lack of credit rating facilities.

Some of the measures that can be taken to encourage Investments in the bond markets
include:

*  Creating macroeconomic stability (low and stable inflation and Jow fiscal deficits).

* Improving private sector production and sale of information about companics and their
securities.

=  Existence of sufficient government regulation to incrcasc information in sccuritics
markets.

= Creating conducive legal environment: that is, uncomplicated ownership restrictions,
enforcement of property laws, procedures for perfecting and enforcing collateral, ctc.
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CHAPTER 28

THE ESSENTIAL ROLE OF TRAINING IN DEVELOPING CAPITAL MARKETS

Geoff Truman
Senior Manager,
Crown Agents Financial Services | 4d.

INVESTOR CONFIDENCE IN CAPITAL MARKETS

Bad Things and Good Things

Ask the average man for his opinion about ‘Brokers’, “Traders’, ‘Advisers’, ‘Stock Markets’ and
they arc likely to say they are “Bad Things”. Ask for opinions about ‘Investments in the
Iiconomy’, ‘Personal Savings’, ‘Control and Reguladon’, you arc likely to be told these are
“Good Things” to have.

Actually they are all part of the same system generally known as ‘Capital Markets’.  Capital
markets arc onc of the mechanisms used by intermediarics to channel savings from individuals
to institutions who need funds.

The average man may not fully understand the process and its complex relationships, but he
probably knows that there are a number of financial insttutions through whom he could invest
his savings. Most people in fully developed countries can choosc between:-

. banks;

. building societics;

. insurance companics;
. pensions;

. trust funds.

Most importantly, investors can trust that their investment will not be abused or stolen.
Similarly, borrowers of funds can raise finance simply and on competitive terms.

Capital markets need institutions which are staffed by well trained professionals who arc
competent in their jobs.

The absence of reliable financial institutions lies at the heart of problems in most
developing countries.

CONFIDENCE BUILDING IN SMALL INVESTORS

Pcople who live in developed countries take for granted that they can:

. save modest amounts of  money;
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. catn reasonable rates of interest;
. get their savings back on request.

In countries going through significant development and transition, building such confidence in
the small saver is often disregarded by governments who have more pressing problems, such as
preserving employment and funding the budget.

It is from these small savers that the capital for growth and development will flow, but they
need to have confidence that their funds will not be lost or abused; and to do this calls for
legislation and regulation. This mecans amongst other things that: -

The standatds of individuals involved in the financial markets have to be raised through
qualification and through training to get those qualifications.

Furthermore, the knowledge and ability of thosc regulating the markets has to be raised and
maintained too.

This raising of standards is not something that can be achicved overnight and is not something
which is going to solve the ctises of today and also be visible in a political way. It is a long term
objective which requites a solid infrastructure to deliver an environment which will insl
investor confidence and encourage savings.

Personal savings, a vital component in economic progress, will only grow in an
environment of investor confidence. Training and regulation is at the heart of growing
investor confidence.

PRODUCTS

Small investors need a variety of products in which they can invest. The role of the institutions
is to create products which will attract the small investor and then through investment to
channel those savings through the markets to borrowers. Financial innovation is the name of
the game here as products are cvolved to meet special needs.

Institutions nced to be able to offer domestic investors a mixturce of products to encourage
them to be long-term investors. FHven more, domestic savings institutions (insurance
companics, pension funds and investment funds, wherc they exist) atc crucial in
counterbalancing the volatility that can be caused by international investors.

Institutions need to know about different types of products and how to structure them for
domestic use. Clearly this is a requirement for training.

REGULATION

Markets operatc more smoothly when staff have knowledge of the regulations and an awarcncss
of investor protection. Furthermore, where participants in the market include international
otganisations, there is 2 minimum standard that such organisations expect to exist in a market.
Regulation is essential for the credibility of the market and the perception of fairness.

Regulators and the management and staff of regulated organisation nced to know and
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understand the ‘rules’ in order to make sure they are compliant.
COMPETENCIES

When considering the whole question of training for capital markets, one has to consider the
five Ws’; that is who, what, why, where and when.

Classes of Competence

In this particular section we consider the Who’ question. Who requires training and to what
level of competence?

The following categories of individual or organisation can be identifiecd. This list i1s not
exhaustive, but it identifies the main groups of participants in the capital markets

. Regulators, both internal and external
. Investment Advisers

. Dealers / Brokers

. Back office staff

. Exchange staff

. Fund Managers

- Corporate Advisers

. Consumers

Iach of these categories has a requirement for training and maintenance of knowledge.

The Training Gap
Another ‘W’ - What should be taught?

Managers in organisations are responsibic not only for mecting present goals, but also for
cnsuring they have the resources to meet their future goals. In the same way as buildings and
computers nced upgrading as the demand changes, so do people. The process of upgrading is
learning. It can be planned or coincidental with individuals gaining skills for their carcer or by
organisations trying to cnsure they have the skills and knowledge to achicve their business
objcctives.

The healthiest form of learning is that driven by both partics for both reasons, carcer and job
requirements. job requirement could be further considered as being cither

. organisational needs that result from change such as new legisladon, new arcas
of business;
. occupational nceds which only apply to a specific category of work.

Here we arc looking at the subject through the eyes of the organisation.

How can we establish what should be the subject of the training? This is usually established by
carrving out a training needs analysis. There are many different ways of analysing requirements.
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Pearn and Kandola (1988) in their book Job Analysis, describe 18 different analytical techniques.
‘The analogy of digging a hole can well be applied to the task of job analysis. Both the area to be
covered and the depth are arrived at by knowing the purposc of the hole.

At this point it is enough to say that part of training needs analysis is to look at the knowledge
and skills required for the successful completion of a job or task, then to look at the skills that
arc currently possessed and to identify the gap. This should further take into consideration not
just the job as it currently exists, but also planned changes, thus ensuring corporate plans arc
considcred too.

The Hows of Training

This is not another ‘W’ but it is 2 very important question. In what way can and should the
identified gap be met?

From birth we learn in many different contexts. Ilarly behavioural research focused on the
external controls of learning.

. We have ‘Paviov and his dogs’ who salivated cvery time a bell rang. We have
‘Skinners rats” who were taught to operate a lever, which gave them a reward of
food. This eatly work showed that the role of the trainer is important in
ensuring that rewards are clearly linked to the behaviour required.

. Later research focused on the role of motivation to achieve an individual’s
potential. Maslow and his hierarchy of human needs showed the encouragement
that was experienced as one strives to achieve one’s own potential.

The more current thinking talks about the ‘learner-centred approach’ developed by Carl Rogers.
This approach has three tenets:

. You cannot teach somcone directly, only facilitate their learning. “You can lcad a
horse to water but you cannot make it drink’.

. A person learns significantly only thosc things which he perceives as being
involved in the structure of self. Or “What’s in it for me?’.

. Significant learning is resisted or “This is too much to handlel’. Major lcarning
may result in someonc having to completely rethink their ideas and beliefs, so
that person protects their existing belicfs by blocking new ideas.

The most effective learning allows for:-

¢ the threat to the staff to be reduced to 2 minimum

¢ the facilitation of learning rather than forced learning.

Carl Rogers has been cxtremely influential and his ideas permeate most management, training
and counsclling approaches, and many of the ground rules that traincrs take for granted.

MAKING IT HAPPEN

How can an organisation help somcone to learn? An obvious solution is running an in-housc

I
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coursc to make it happen, but there are a number of options for creating lcarning

Coaching - wherc onc-to-one learning takes placc. A manager or co-worker can coach
somcone to learn new skills by directing their cffort, giving them feedback and cncouraging
them on the job.

Open or Distance Learning - Open learning can be started at any time and at a pace to suit.
Distance lcarning usually means that the learners are remote from the teachers and may involve
workbooks, computers, video, etc.

External Courses - Like open learning, these arc usually generic and not connected to one
organisation. Thesc arc sometimes not at the most convenient ime to suit the person. ixternal
courses can be conducted outside of the home country or can be in-country. Experience has
shown that you can train six people in-country for the cost of scnding one person overscas.

Professional Studies - most qualifications require an assessment which mighe typically be in
the form of an exam. Many cxamining authoritics will offer training to assist with the
attainment of their qualification. In the arca of capital markets, one major thrust of this paper is
a requirement to control the quality of the partcipants by cstablishing a minimum level of
knowledge - in other words, requirc participants to be qualified as part of the authorisaton
proccss.

Who Pays? This is 2 question which is always tricky to answer. Therc is no clear answer here.
Is it the organisation for whom the individual works, or is therc a central organisation or
institute which is pardally funded?

QUALIFICATION OF PARTICIPANTS

This is probably the most important point 1 would like to make. The long term development of
a capital market has to have amongst its building blocks well trained and qualificd market
participants who perform to a minimum standard.

Most markets have 2 minimum standard for dealers and frequenty for those giving investment
advisc. However, do they have a training programme to support the qualificaton process, and
how rigorous is it? Such programmes should have as a

Key aim of training, the promotion of high standards of professional competence.

"They need to consider:-

e training to achicve qualifications which demonstrate achicvement of the regulatory
authoritics” minimum (benchmark) standards of knowledge,

e training to equip staff with specialist roles within their organisations.
THE UK EXPERIENCE - QUALIFICATION

Until recently, it was the responsibility of UK Self Regulatory Organisations (SRO) to ensurc
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that individuals involved with UK financial markets met the critetia appropriate to the role they
were to perform.

The UK now has a new authority, the Financial Services Authority (FSA), which will be taking
over this responsibility. The FSA is a new single statutory regulator for financial setrvices, which
combines prudential, conduct of business and market conduct tegulation across the full range of
financial services.

Financial Services Authority

The FSA believes that requiring an individual to obtain approval before he is permitted to carry
out a specific controlled function is consistent with the concept that authorisation processes arc
the first step in risk based regulation. The proposed criteria they will use covers three groups of
factors:-

. honesty, integrity and reputation;
. financial soundness; and
. competence and capability

When it comes to the determining of a person’s competence and capability, the FSA will have
regard to, but not be limited to:-

Whether he satisfies the requirements of the FSA’s Training and Competence regime in relation
to the function he performs.

Whether he has demonstrated by expetience and/or training that he is able to perform the
function he is intended to carty out.

"This means there has to be a formal mechanism for training and assessment,
It is also worth mentioning here that the FSA bas amongst its statutoty objectives the following:

“Promoting public understanding of the financial system, including promoting awarcness of
the benefits and risks associated with different kinds of investment or other financial dealing™.

Here we see what could be interpreted as a training need - to educate the public.

The Securities Institute

In the UK, the Sccurities Institute has established an examinations board which offers a range
of industry-relevant qualifications, many of which, if passed, will demonstrate to the FSA that
the compulsory benchmark standard of knowledge has been achieved. '

The Sccurities Institute and 2 number of other organisations in the UK provide training courses
for the various examinations to achicve qualification.

The US - Securities and Exchange Commission

The SIC, as the senior regulator in the US, has a commitment to training. It has a technical

129



assistance programme that helps emerging foreign securities markets to devclop regulatory
structures that promote investor confidence. The technical assistance programme s
multifaceted and includes training programmes. In 1977, the US Office of Internadonal Affairs
provided US training for 341 market officials from 91 countrics.

The cornerstone of their training programme is the International Institute for Sccuritdes Market
Development.

EXPERIENCE OF CROWN AGENTS FINANCIAL SERVICES LTD

Crown Agents Financial Services Limited (CAFSL) is a bank, authorised under the UK Banking
Act 1987, providing banking services to the clients of Crown Agents and to the Crown Agents
group. CAFSL is a wholly owned subsidiary of the Crown Agents.

CAFSL provides financial advisory and training services to clients in the public and private
scctors world-wide, including international development agencices, central banks, ministrics of
finance, development banks and commercial banks. In providing advisory scrvices, CAFSI.
works with and draws upon the resources of the Crown Agents group and an extensive nerwork
of senior international banking and financial consultants.

Crown Agents for Overscas Governments and Administrations Limited is a private limited
company which provides, on commercial terms, services which assist in the process of
development. It is owned by the Crown Agents Foundation.

Operating in over 100 countries, Crown Agents provides procurement and professional services
to governments and public bodies, as well as to major international development and assistance
organisations. ‘The group's professional and institutional development busincsses provide
project management and human resource development across a range of disciplines. In the past,
CAFS]. has provided financial advisory and project management services in the following
disciplines:-

. capital market devclopment; . commercial banking
operations;

. central banking operations; . debt management;

. financial training; . aid management and

disbursement.

Crown Agents and CAFSL offer:-
. a well established reputation for integrity and reliability in the delivery of services
world-wide;

. a global network of links;
. in-housc technical expertise including banking and financial consultancy;
. proven capabilities and practical cxpericnce of institutional development and

restructuring sponsored by international agencics;

. human resource management and development programmcs.

Crown Agents has its own international  management training centre in the UK
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delivering an extensive range of training courses to overseas delegates. Included in those
courses are financial courses which specifically target delegates from commercial and central
banks. CAFSL, as a bank, plays an active role in planning and delivering bank related training in
a wide range of subjects, including:

. Bank Lending for Developing Economics o Treasury Controls Within
Banks

. Development of Capital Markets . Pensions Administration

. Debt Management Strategies for . Regulation and Supervision
Sovereign Debt of Financial Institutions

. Specialist Courses for Central Banks and e Foreign Exchange Dealing
Government Ministries

. Financial Management of Development e Rescrves Management for
Projects Sovercign Resetves

. Computer Applications in Finance and o Combating Economic Crime
Accounts

. Accounting Management . Commercial lLaw and Practice

. Improving External Audit Skills . Accounting for Non-

Financial Managers
. Computer Audit . Internal Audit for Banks

This project will build upon CAFSL’s extensive expericnce in training senior staff from
transitional and developing cconomies.

Crown Agents’ international network of offices plays a vital role in the management of projects,
and we are well represented throughout Africa with offices in Ghana, Kenya, Malami,
Mozambique, Namibia, Nigeria, Sierra Leone, South Africa, Tanzania, Uganda, Zambia and
Zimbabwe.
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CHAPTER 29

SPECIFIC ISSUES FOR TRAINING STAFF IN TRANSITION COUNTRIES

Dr. Ulrich Canzen
Program Director, Monetary Sector and Financial Reform Program,
Graduate School of International Studies, Switzerland.

STATUS OF THE DEVELOPMENT OF FINANCIAL MARKETS IN SUB-SAHARAN AFRICA

In describing some of the training needs and possible responsc, we realize that they arc limited
and there are many aspects to look at.

Financial systems in African countries have undergone drastic changes since the second half of
the cightics. In all countries we have financial liberalization. A large number of countrics in
SSA have fully abolished interest ratc and credit controls (19 out of 43 countrics) and 2 majority
of SSA countries (24 out of 43 countries) are in the process of financial liberalization.

Important challenges arc still ahead. Currently, a large group of SSA countries (32 out of 43
countrics) are in the process of developing financial markets. Many countrics have by now
primary markets, but lack sccondary markets for T-bills and markets for long-term fixed income
sccurities.

One of the main challenges facing almost all African countries in the next few vears will be the
strengthening of primary markets and the development of secondary markers for fixed income
securities.

A crucial condition for the development of financial markets, which is often neglected, is the
availability of trained and motivated market participants. Humans arc in the center of the

market. Human capital is crucial in the financial industry where the interpretation and
assessment of information is vital. 1t is therefore important that not only lip service is paid.

TRAINING NEEDS AND AVAILABILITY OF TRAINING IN AFRICAN COUNTRIES

In the group of countries that are in the process of developing financial markets, there exists a
wide range of training needs:

* Basic vocational training for dealers, brokers back-office staff, and regulators.

» Highly specialized training in the operation of trading systems and book-entry
systems, as well as the supervision of financial markets.

¢ University level training; especially undergraduate and graduate level training
in finance.

While basic professional training in bankingis  available in most countrics, systematic
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training for dealers and back-office staff are not available in many African countrics, with the
exception of South Aftica and Zimbabwe as well as Kenya.

TWO SPECIFIC ISSIJES FOR TRAINING STAFF IN TRANSITION COUNTRIES

A large part of training in the area of financial markets is commonly on the job training. The
scope of on-the-job training in Aftican countries is somewhat limited in many arcas since the
practice for which people need to be trained often does not exist in a country. It is thercfore
not sufficient to learn existing practice, but learning has gone beyond this practice.

Working in a market economy and liberalized financial markets requires fundamentally different
skills than wok in a command-typec cconomy. Given that many African countrics had
administered financial systems in the past, training needs to bring about a shift in the mindset of
staff from a command-type to a market-type cconomy.

FEATURES OF A TRAINING PROGRAMME IN COUNTRIES WHICH ARE IN THE PROCESS OF
DEVELOPING SECONDARY MARKETS

Emphasis should be given initially to basic vocational training that gives staff a sound working
knowledge of money and foreign exchange market products and a good practical understanding
of the functioning of financial markets.

Training should be systematic, giving the possibility to upgrade knowledge in linc with market
developments and needs and leading to recognised professional degrees.

Training offered should be organized in accordance with international practice and based on
syllabus and cxaminations designed by international professional associations.

This links up to the theme of the conference, Globalization of African Capita]l Markets: Risks
and Benefits. An important condition for realizing the benefits of globalization is that market
participants in Africa use the same language and practice that is used internationally. Training
that is based on a similar syllabus also has important advantages for the harmonization and
integration of African financial markets.

In concluding, let me mention two training activitics that should be considered:
*  Basic vocational training co-ordinated with that of appropriate international professional

associations and based on their syllabus and cxaminations.

This would be important to provide market participants with sound working knowledge in
foreign exchange and money market products.

»  lixccutive courses for mid-level and senior management, which are adapted to the specific
African situation.

Apart from standard courscs, such as bond portfolios and interest rate management courscs of
specific interest in Africa, such zs financial market development, could be offered.
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CHAPTER 30

TRAINING AND CAPACITY BUILDING: DISCUSSION AND SUMMARY

QUESTION

How is the problem of brain drain being addresscd?
ANSWER

In trying to find a solution to the brain drain problem, we bond people who have been trained
by the company for a number of years, and the also requirc guarantors from outside the
company to guarantec the bond. Also, to ensure retendon of trained staff, we should try 10
make the institutions attractive cnough to retain the employecs.

CONTRIBUTION

There were other key components of capital necessary for a balanced development.  Bevond
financial capital, the speaker wondered how we could mobilisc other capital, c¢.g., human capital.
He thought that human capital was another rclevant factor that should bc twzken into
considcration. 1f companies could sponsor university courses and design courses in financial
management that could help in the sense that students would already be exposed to the arca and
this would help to train people at that level. He also thought that, they could recruit people with
basic university education or qualification and train them.

Others suggested that students in high school be introduced to financial managecment.
Somcbody gave an cxample of a company that organizes training for students, Junior
Achicvement.

QUESTION
Who would benefit from the training and who bears the cost?

ANSWER

The direct cost is borne by the company, and the indirect cost is that of exit from the company,
i.c., trained personnel who move from the company to anothcr company.
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CHAPTER 31

CAPITAL MARKET INTEGRATION - THE ROLE OF OAU AND AEC

Fred Alipui
Head of Division, Trade, Tourisn, Customs and Finance

OAU/AEC

The heads of statc and governments of Africa have cstablished the African Iconomic
Community and the legal instruments have been signed in Abuja. It is legally in force and the
OAU sccretariat, which has be designated as the secretariat for this purpose is currently
implementing it. This is currently being implemented as directed by the presidents of Africa
through the regional economic communities, namely RCOWAS, COMESA, SADC, ARAB
MAGRAB and CEMAG. At the operational level, we have found the need whilst working
with ECOWAS to deal with the CFA zone, although legally it is not a regional community.
We have the five regional communities, which are building blocks.

Now coming to this forum, the focus is on how the Organization of African Unity and the
African Economic Community can work with the African Capital Markets Forum (ACME)
to implement Articles 44 and 45 of the Abuja Accord. The uldmate objectve of the mandate
in this sector is to creatc an African economic and monetary union. The monctary union
cnvisages that cventually there should be a single African currency, a single African central
bank, a mechanism to be put in place for the co-ordination and harmonizaton of cconomic
policies and the harmonization of monetary and financial commitiees in due course.

The African Economic Community would be put in place over a period of thirty-four vears.
There are several stages through which this process should go. On the other hand, there arce
people who think that the world is globalising so fast that why do African lcaders want to
create an African Economic Community after thirty-four years? To present it dramatcally, 1
would refer to what the great leader Mummar Gaddafi said at the OAU summit He said
‘you wanted to create an African cconomic community since 1945 when you held 2 congress
on Pan - Africanism in Manchester, before the Europeans signed their treaty of Rome, but
now they are about to use the single currency and you stll want to have the African
cconomic community in thirty-four years.” So he called for an extraordinary surnmit which
will take place in about two wecks in Algeria to sec how this position could be reviewed.
That is just on the side of those groups of countrics that are labeled as idealist or
progressives.

Apart from creating a monetary union, the Abuja treaty envisages the creadon of an African
common market. This market is envisaged as a stage whereby the free trade arca that is going
on now in SADC, COMESA, ECOWAS and other parts of Africa will converge into 2
continental customs union and a2 common market. These are supposed to precede the
African monectary union. In fact, it is not possible to compartmentalize the stages becausc
some of them are running concurrently. However, it is envisaged that during stages two and
three, the regional economic areas will converge into an African common market. For the



process that is going on in the monetary and financial sector, it is impottant to take
cognizance of this parallel development.

For the information of this meceting in April, the first stage for creation of the African
cconomic community ended after running for five years since it came into force in 1994,
although the treaty was signed in 1991,

Now at the last Council of Ministers of the African Ticonomic Community, it was decided
that a thorough study should be undertaken in order to review the success and pitfalls in the
implementation of the first stage. As 1 said, onc cannot compartmentalize the process. In
this regard, it is important to note that the COMIiSA region have decided to embatk on a
voluntary currency convertibility. These are all processes that must be taken into
consideration when policics are being put in place at the African Feonomic Forum. In the
ECOWAS region, the OAU project, which we call the policy analysis support unit, has
subcontracted RCOWAS to undertake a study on the convertibility of the West African
currencies. The first draft of the report is ready and would be published soon. The relevant
financial and cconomic counterparts would be translated into policy at the ECOWAS
summit.

This is just to give you an idea of the operational framework, which is being laid, so that
whatever is taking place in your capitals, you might want to know that there is a legal
framework. As you commit yourselves to other partners, African and non-Aftican, you
might want to know that therc is a legal framework at the highest political level.
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CHAPTER 32

CAPITAL MARKET INTEGRATION - LATEST DEVELOPMENTS IN THE SADC
REGICON

Jeffrey Ngobeni
Manager, Research and Developrient
Johannesburg Stock Exchange

You arc probably awarc that, the SADC region involves about fourtcen countrics. Within
that group we have ninc working stocking exchanges, namely Namibia, Botswana, Mauritius,
Swaziland, Zambia, Tanzania, Zimbabwe, Malawi and South Africa. However, we do have 2
committee, which is known as the SADC Committee of Exchanges, which is all embracing
(including everybody in the region). We have had a serics of meetings, about cighteen o
date. During those cightcen meetings we have deliberated on how to radonalize operations
in the region, harmonize listing rcquircments in the region rationalize and harmonize
clearing and settdement systems within the region. To date we have managed to finalize
issues relating to the harmonizatdon of listing requirements, which means, in effect, that
through constant discussions and deliberation, we have all agreed that we will have one set
of listing requirements for everybody in the region. We thought this was a significant
achievement on the part of the stock exchanges in the region and we also look forward to
getting 2 commonality in terms of clearing and scttlement systems and in terms of clectronic
trading systems.

The Johannesburg Stock Exchange has also had a memorandum of understanding and co-
operation with the Namibian and Ghanaian stock exchanges. The one with Namibia relates
more specifically to the electronic trading system that they are ualizing at this point in time.
Such a system has been introduced and made accessible to all other members of the SADC
region, especially SADC members of the Committec of Exchanges. So hopefully we should

be able to rationalize some of the systems and present a much more formidable region.

At the same time we have the African Stock Exchanges Associatdon (ASEA). It docs give an
impression of fragmentation and my belief is that the sooner we got commonality in terms
of cither understanding or a Memorandum of Understanding between the various exchanges
in the region the better it would be for all of us. To date we have not had as much discussion
and agrecment within ASEA, as those in the SADC region; and that is something that 1 fecl
we should improve upon.

Certainly we have had quite a number of discussions and issucs relating to other issues that
we think the SADC Committec of Exchanges should achicve. Amongst those would be
investor educaton and the establishment of a common entry-level exam for all stock-
brokers.

Last week, Monday through Wednesday, there was a SADC summit that was held in
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Mozambique. Some of thc resolutions that were passed were the relaxaton of visa
requircments, encouragement of crosslisting amongst the SADC region, complete removal
of exchange controls and stimulation of cross border investment. These were some of the
issucs that were identified in the summit that necded to be promoted. To a large extent,
exchange controls have been removed from the South African side and through the SADC
Committee there have been agreements regarding the level of amount of investment that can
take place in the region; e.g., South African companics and vice versa can invest up to fifty
million rand either way across borders without any restrictions and, of course, with regards
to capital markets, two percent of listed market capitalization could also be crosslisted across
the stock exchanges. Those are some of the developments that have taken place within the
region which surcly augur well, for not only the SADC region, but also sub-Saharan Africa if
ever we get agreements and commonaltics in terms of our working relationships.
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CHAPTER 33

CAPITAL MARKET INTEGRATION - THE LATIN AMERICA AND THE CARIBBEAN
EXPERIENCE

Dr. Kenrgy Dowers
Financial Sector Specialist
Inter-American Development Bank

MOTIVATION

1 think it 1s very important to realizc from the context of motivadon (within the Latn
American region) that competition is global and that it has significant implications in three
areas:

* Revealing new opportunitics, both internal to our countrics and cmerging cconomics
and also external.

¢ The sccond issuc has to do with volume. Volume would migrate to more cstablished
exchanges, if we do not create the right conditions and procedures. An example is what
has happened in the Latin Americas and the Caribbean. There ar¢c more than fifty Latin
American Depository Receipts (ADR) listed on the New York Stock Exchange. Fiftcen
equity options and two equity indices are listed on the Chicago Board of Options and
Fxchange, the Chicago Board of Trade and the Chicago Mercantle Exchange list futures
and options of the Brazilian and Argentne Brady bonds and the Chicago Mercanuale
Exchange trades in Mexican Peso and the Brazilian Cruizeiro. The implicadon is very
clear: if we do not do something internally, somebody would do that for us.

e I think what regionalisation also fosters is a nced to realize that there are internatonal
standards that arc required. 1 will give you some of these internatonal standards,
although 1 know for those of you who work in the arca you might already know them.
The International Accounting Standards of the International Accountng Standards
Committec (IASCO) has identificd a framework within which accounting standards
ought to be utilized. We have the G-30 recommendations for clearance and seulement,
which came out in 1989, which have since been updated by the ISSA. We have the
10SCO principles of securitics regulation which have to be facilitated; and then we also
have something which came out recendy- the OECD principles of corporate
governance, which takes me to the second point.

The issuc of resource capabilides is important. Internally we have the resource
capabilitics to be able to adequately put up with these requirements of international

standards.

I think it is important to realize what the motvaton is, and that has to do with what is
called disynergy. Now 1 want to give you guys 2 quiz. Let us suppose you have two
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cxchanges - a very cfficient one with high standards of disclosure, and then we have
another exchange with no standards, no disclosure, no infrastructure, but they are linked.
What would you think the standard would be for the link, the high one or the lower one?
From an external entity looking at the link, he or she would think it is the standard of the
lower onc. When there are disynergies in place, even if you attempt to have
harmonization in certain arcas, unless you bring ¢very onc up to a particular standard,
you do not necessatily eradicatc the necessary risks within the systems.

The final point on motivation has to do with the fact that there are alrcady cexisting
linkages in place on trade or on different types of activitics and this serves as a catalyst
for what could be realized within the financial sector. For example in the Latin American
region, perhaps we have the latin American Integration Association, The Andean
Community, which consists of Peru, Bolivia, Venczucla, Feuador and Paraguay; the
Central Amertican Common Market, the Caribbcan Common Market; MERCOSUR,
which comptises the southern cone countrics, namcly Argentina, Brazil, Chile and
Utruguay; and we have the Free Trade Association of Americas.

Benefits of Integration

e In Trinidad and Tobago we have 1 million people; in Jamaica we have 7 million; in
Barbados 250,000 people; and in the Bahamas less than 200,000. They cach have
independent stock exchanges. My personal belicf is that there 1s no need for that.
The volume is not sufficient. It does not allow for appropriate price discovery.

» Higher volumes foster lower trading costs.

e It is important for stimulating confidence, both internally and cxternally, to ask
yourself the question: Where do you feel more comfortable? In the Caribbean Stock
Exchange or the Bahamas Stock Exchange?

Challenges

As 1 said, there are specific challenges. There are challenges in terms of:

a)

b)

National pride: Coming from the Caribbean, thesc are issues that we always had to deal
with. That is, from our colonial past we had something called the mercantile system (in a
secnse the best way to rule a colonial empire is of course to divide and rule), the
metropolis being the colonial power at the time. This has created a certain fragmented
approach in which we view our economy and ousselves and I think that this has been a
hindrance. National pride is critical. We each want to have our local exchanges -probably
not a rational decision, but it is something that is driven by other factors. Not
withstanding national pride, it is important to realize that synergics are morc important
than individual benefits.

Proprictary interests - Most of the time, stock exchanges are developed by certain
individuals of the private scctor. One of the arcas where this is cvident is the
development of multiple exchanges in small communitdes. Do we need two
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exchanges in Bolivia with three million people? This stifles development in the market
place and creates competition internally.

Approach

Finally we have heard a lot from Jeffrey and Mr. Gozan regarding the specific arcas of
cooperation and the issue of the Memorandum of Understanding. let us start with
something easy, let us start with success behind us, then we think of harmonizing rules and
regulation in terms of harmonizing education. F.g., Council of Securities Regulators of
Americas (COSERA), it is a body of regulators that has a sccrctariat to facilitate
development of market infrastructure, training and education in the region, that is a
possibility you can look at.

We have to focus on standards and best practices, we have to devclop standards and best
practices that are functioning. 1f we could focus on these, we can later on usc that as a basis

for additional types of harmonization and integraton.

1 thank you very much for the opportunity to speak, and 1 think I have cnjoyed being at this
confercnce.
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CHAPTER 34

CAPITAL MARKET INTEGRATION - FRANCOPHONE WEST AFRICAN EXPERIENCE

Kokon Gozgan
Chuef Excecntive, I a Bourse Regionale de Valenrs Mobifieres (BRVM;
Abidjan, I.a Cote d’lvoire

Our experience when we started in 1991 was that cvery country wanted to have a stock
cxchange. The Ministry of Finance of the Union decided that we should have onc stock
cxchange for all the countries because integration was the mode. Important for this mode of
integration was that all thc countries had the samc currency and the same central bank. This
made it easier to create one stock exchange.

To arrive at this goal of one stock exchange we had to pass some laws to oblige all the
countrics to move in the same direction. Thercfore, various parliaments voted into law the
decisions of the Ministry of Financc and this law is the basis of creadon of the stock
cxchange. Today, through out all the countrics, the companics have to observe the same
process to list on our stock exchange, we have the same commission controlling the brokers
and all the companies listed on the exchange.

Now the problem of integration in West Africa is not an issue between the cight countrics in
this union, because they have common currencies. The problem is how to harmonize our
stock exchange rules with other stock exchanges in the ECOWAS region. We have to
identify some points which are necessary to harmonize.

I think that it is very important that we do not operate differenty, such 2s T + 5 serlement
after trading on one exchange and T + 15 for another exchange. Another important point is
that we must observe the same rulcs to list companies on the stock exchange and the same
information control. When 1 am in Ivory Coast and 1 have to buy shares on the Nigerian
Stock Exchange, I must be sure that the same rule applies in Nigena for information on
companies.

I have to emphasize that today we have to find together the main points we have to
harmonize. ] think that the proposed listing of ECOBANK on the three stock exchanges in
the year 2000 (1.c., in Ghana, Nigeria and BRVM) would be an opportunity for us to know
what points we have to harmonize.

One principal problem is that of custody. We have to have a custodian for all the sharcs.
This is very important, becausce if you arc in Liberiz and you buy a share of Ecobank on
BRVM and your sharc is in Nigeria, you must have all the assurance that the share is
conserved in 2 secure form.
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CHAPTER 35

CAPITAL MARKET INTEGRATION - DISCUSSION AND SUMMARY

CONTRIBUTIONS

Most speakers have outlined the virtues of integration, what has to be done, ctc. Once
thing, which should not be an issue of financial integration, is the nced to rackle cach
section differently; i.c., banking, insurance, stocks, ctc. An example is that in Mauritius
the Central Bank decides to increase interest rates, the bond markets do not react,
neither do the stock markets, and therefore there should be consolidaton and efficiency
at the national level before integration. In the Furopean Union, there is a well run
financial sccror, which has been integrated totally.

What we need to do to integrate the financial markets is to tackle financial reforms in 2
holistic manner and avoid the piecemeal approach we have here in Ghana, where we
bring in consultants to tackle insurance rcforms, then the next tme it is the money
markets and the next the banking sector, ctc. We need to set up a National Commission
on Financial Reform to review comprehensively the financial sector.

In the SADC region, in order to tackle this financial sector reform we started banking
sector reform, which is focused on improving the cheque cleaning system in banks so
that cheques can have the same day value and this is by using clectronic clearing systems
in the individual countries. In South Africa, when clearing and settlement systermns were
initdated it was from the Chamber of Banks to the Central Market to bonds and stocks,
but it 1s not yet complete. 1 think this is also partdy duc to the human factor where
people fecl a little uncomfortable about the fact that they may loose their positions, ctc.
We, however, have a committee of regulators of insurance, sccuritics and non-banking
financial sectors; and this has resulted in all the regularors agrecing to 2 memorandum of
understanding to correlate cfforts on training and licensing for intermediaries.

In the CFA zone, what happened was that reforms were initiated in all the other sections
of the financial scctor so all of us worked together. We did not want to finish onc
scction before we tackled another. 1 think basically what we have to do is get 2 common
direction of financial sector reform in each country and then we can tackle it across the
countries.

QUESTION

In European Economic Community, when fourtcen member countries got to ratonalize
their financial system, they began with the Central banks. The central banks had to be
independent, set inflation targets, unemployment rates, debt-to-GDP ratios. This began o
streamline themn. In contrast, what did the CFA zone do?
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ANSWER

In the CFA zonc it was casier for individual governments to accept onc stock cxchange
becausc most economic reforms were done together. Tiight countrics had decided to
harmonize monetary and fiscal policies and this was successful because all countries had
gone through cconomic reform.

QUESTION

What could be the role of international entities in this process of integration?

ANSWER

1 think they can play a major role as an international advisory council to give guidance and
dircction to a Committee of Exchanges when onec is formed in the arcas of cducation,
regulation and control. 1 think leadership of this Committec of Iixchanges should be local
with minimal interfetence. An example of this is the relationship between the Canadian and
American Stock Exchanges and the Latin American Stock Exchanges.

SUMMARY

THE NEED FOR INTEGRATION

The session on capital markets integration ended with emphasis on the following:

e That competition is global and that integration reveals new opportunities both internal
and external.

e It helps us to create the right environment and procedures to cater for the volume of
capital that it creates. It helps us to come out with a better market than the individual
exchanges could have provided.

e It would help us improve on the resource capabilities of our individual markets so that
we can meet international standards.

e It would serve as a catalyst to enhance already existing linkages within the financial
sector between the individual countries whose capital markets have been integrated.

e It helps to create volume, which in turn creates liquidity and allows for cfficient price
discovety.

¢ It fosters lower trading costs.

e It stimulates confidence both internally and externally in the market.
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HOW TO INTEGRATE

Having outlined the need and benefits of integration, the queston was how to intcgrate such
a large number of countries. The following steps were therefore recommended:

e It was agreed that the first step was for all the countrics to move in the same direction;
that is, to have the same aim, to integratc. Then the appropriate steps would be taken w0
reform the whole of the financial scctors of individual countrics to meet the cnitena
necessary for this integration (an example of this what the CIFA zone did to achieve
BRVM). This would be in linc with the objective of the African Ticonomic Community
of thc OAU sccrerariat, which sceks African cconomic and monctary union. This
objective is currently being implemented through the regional economic communitics by
a legal instrument signed in Abuja.

® The next step would be to identify processes that need to be harmonized berween
individual country's stock exchanges and also across the regional cconomic communities
(SADC, ECOWAS, etc.). Some of the processes, which need to be harmonized, include
listing rulcs and requircments of companics to be listed on the exchange, legal
framework, etc.

In the mean-time individual stock exchanges have to reach understandings with cach other
to foster relations between the various exchanges. Work should be enhanced in the various
regional economic communities to harmonize their individual stock exchanges (as is being
done in the SADC region) to form regional stock exchanges, so that it would be casier to
torm a single African Capital Market at the opportune dme.
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CHAPTER 36

THE REGULATION OF EMERGING CAPITAL MARKETS

Ester Saverson, Jr. '
Assistant Director
Office of International Affairs
U.S. Securities & Exchange Commission

1 would like to discuss the role of capital markets and the role of governments in developing
and maintaining fair, efficient and effective capital markets.

The Role of Capital Markets

What is the basic role of capital markets? The reason capital markets exist, or should exist, is
to mobilize domestic savings and make them available to investors.

Attracting forcign investments may be a goal, but not your primary goal. A fair, cfficient and
cffective domestic capital market is the best way to attract foreign capiral.

Capital markets must be designed to promote capital raising. Capital markets, to have any
rcal economic impact, must have real investments that will create real jobs and real growth.
Capital matkets that do not promote capital raising arc merely gambling establishments
wherc high risk adventurers trade picces of papers of dubious value and have littdc or no real
cconomic impact.

The primary market, as well as the secondary market, must be developed t have a fair,

cfficient and cffective capital market that promotcs real investments. These markets go
hand in hand. A capital market, not only helps to mobilize savings, but it also:

. Provides intermediaties for buyers and scllers;
. Provides liquidity;?
. Reduces costs of capital formation; and

. Provides price discovery.?

L "The Sceurities and lixchange Commission {817, as a maner of policy, disclaims responsibilizy for any private
publication or statement by any of its employees. 1he views expressed herein are thase of the author and de nor
necessarily reflect the views of the Commission or of the authors colleagues on the staff of the Commission.

[

“Liquidity” is the state of a market in which 2n immediate transaction of 2 reasonable sive docs not cause more
than a reasonable vardation in price.

3 “Price discovery™ is the process by which the interaction of the buver’s demand and the sellers supply cstablishes
a price for a security.
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THE ROLE OF THE GOVERNMENT

The government’s role is to provide the climate for capital formation. The factors that help
promotc a healthy climate for capital formation include:

. Economic and political stability;

. Sound and consistent fiscal, monetary and economic policics (including -
policies that promote domestic savings);

. Open foreign exchange markets that facilitate both inflow and outflow of
capital;

. Equitable tax treatment of income from differcnt types of financial
instruments;

* Appropriate legal and accounting frameworks; and

. A securitics regulatory framework.

Because 1 am 2 securities regulator, 1 will focus my remarks on the last item, a sccuritics

regulatory framework. However, I would like to say a few words on having appropriate legal
and accounting framecworks.

LEGAL FRAMEWORK

1t is imperative that a jurisdiction have laws that arc compatible with the formation of capital
and the trading of sccurities. Governments necd to review their laws to make sure they are
compatible with the fair, efficient and effective operations of a capital matket. Thosc laws
include:

. Company law;
. Contract law;
. Commercial code;

. Banking law;
. Custody law; and

. Bankruptcy law.

A good legal foundation is needed to have a strong capital market. A good legal system also
is needed that provides timely and effective enforcement of these laws by both the
government and the private sector.
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ACCOUNTING FRAMEWORK

Financial accounting standards are the cornerstonc of a regulatory framework built on the
idea of full and fair disclosure. Accounting standards should be designed to make sure 2
company’s financial statement is an accurate picture of the financial health of that company.
Financial standards should be investor oticated. In other words, the standards should make
sure that financial statements provide the relevant (matcrial) informadon to investors, so that
investors may make informed investment decisions.

A public company’s financial statements should be subject to verification by an independent
accountant. Sound auditing standards are needed so that an independent accountant may
assess the fairness of the company’s financial statements.

Somconc needs to set those accounting and auditing standards. 1 prefer having the private
scctor set the standards and having the sccuritics regulator perform an oversight role.
Regardless of who sets the standards, the standard making process should be open to review
and comment by issuers, market intermediarics, investors and the general  public.
Transparency in the standard setting process helps to assurc fair and sound standards that
arc investor oriented.

THE REGULATORY AUTHORITY

The objectives of securities regulation should be to protect investors:
The important regulatory goals are:

. The full and fair disclosure of information matcrial to Investment
decisions;

. A fair, orderly and transparent market;

. The prevention of fraudulent conduct and transactions; and

. The prompt accurate clearance and scttlement of securites
transactons.

Regulation also should not impede competition.

Regulators need the regulatory authority to act independenty and decisively and to preserve
market integrity.

Reguiators should have the authority to:

. Regulate the issuance of securities for public sale and publicly-traded
issuers;
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. License market participants:

- broker-dealers,
- collective investment schemes,

- investment advisors and
- transfer agents [registrars]);

. market infrastructurcs:

— securities trading markets,?
- self regulatory organizations,

- membership organizations of market participants (“Participant
Organizations”) and

— clearance and scttlement facilities;
. Rulemaking powers for all statutory authority; and

. Supervisory, inspection and examination powers.

The securities regulator must have the financial resources to hite and fetain 2 qualified
professional staff. In addition, the secutities regulator should require its staff to adherc to
the highest standards of cthical conduct to avoid even an appearance of impropricty.

REGULATING THE ISSUANCE OF SECURITIES FOR PUBLIC SALE AND PUBLICLY-TRADED
ISSUERS

Disclosute Regulations

The securities regulator needs to have the authority to regulate the issuance of securitics and
the publicly-traded issucrs. The goal is to provide investors with the information that is
material to making an investment decision. Also, without adequate disclosure the investor
and the market can not adequately price the securities (price discovery).

Regulation of public issues and public issuers by disclosute does not judge the merits of the
sale of securities, but only requires that the issucr is truthful and discloses all material
information about the issuer and the securities offered for public sale.

When a company wishes to raise funds by issuing securities to the public, the company as an
issuer should disclose matetial information about:

. The issuer’s finances and operations; and
. The sccurities offered for public sale (including what it plans to do with
* The term securitics trading markets is being used o cover all organized sceuritics markets, including cxchanges

and clectronic trading systems.
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the funds raised).

The sccurities regulator should also make sure investors are provided with rclevant
information to prevent misrepresentations, deceit and other fraud in the sale of sccurtues.

Ongoing information is nceded about the issuer to help the seccondary market continue to
fulfill its price discovery function. Timely disclosurc of material information on issucrs and
sccurities offered for public sale is critical to market integrity.

Merit Vs, Disclosure Regulation

Some jurisdicions have what is called merit based regulation. The sceuritics regulator
cvaluates the merits of the offer and decides if the issuer may offer the sceurites for sale o
the public.

1 believe disclosure base regulation is far superior to merit base regulation. Merit regulaton
lcads to the inefficient allocation of capital.

IFirst, merit base rcgulation replaces investors with the securities regulator as evaluator of the
merits of the deal. Merit base regulation presupposcs that regulators arc better at
determining what is a good deal. 1 would contend that investors’ judgment, when armed
with the material information needed to make an informed decision, is far superior to the
judgment of a securities regulator.

Sccond, governments have social and political policics that may influcnce the merit decision
> ¥

process. Thesc policies may cause governments to favor certain industries or companics
over others.

Third, merit regulation is more susceptible to cronyism and corruption.. Under ment
regulation, the decision of whether a securities offer is a good investment is made by
government burcaucrats. Under disclosure regulaton, the decision of whether a sccurites
offer is a good investment is made by investors.

LICENSING OF MARKET PARTICIPANTS AND MARKET INFRASTRUCTURES

The securitics regulator should establish licensing criteria for the various types of market
participants and market infrastructures. As noted above, there arc various types of market
participants and market infrastructures that should be subject to licensing requirements.
This section will focus on licensing for securitics trading markets, Participant Organizations,
clcarance and settlement facilities and broker-dealers.?

Governments need to decide whether to have self-regulatory organizations (“SROs”). In
other words, they need to decide whether market infrastructures should have the power to
regulate their members.

5 “I'his paper’s primary focus is on regulation of the capital formation and the secusities trading process. This paper
docs not discuss the licensing of collective investmoent schemes and investment advisars,
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All markets will need organized trading markets and clearance and settlement facilities. It is
a good idea to require them to regulate their participants and to give them the power to
enforce securitics laws and regulations.

Governments must also decide whether to have SROs that are Participant Organizations.
The answer should be based on such considerations as:

. Size of the capital market;
o Number of market participants; and
. Ability of the Participant Organization to play a meaningful role

in regulating market participants,
Broker-Dealers
The licensing requirements for broker-dealers should be based on the protection of

investors, including safeguarding of customer funds and secutitics, and on curbing
fraudulent and manipulative acts and practices. Licensing standards should cover:

. Prudent capital standards;
. Adcquate operational standards; and
. Approptiate knowledge and skill level requirements for employees.

These licensing requirements must be ongoing obligations of the broker-dealer. A broker-
dealer who fails to meet these requirements should lose its license.

A broker-dealer should be required to have the capacity to safeguard customer funds and
sccurities. It should be required to maintain adequate records (including customer account
records} and segregate customer funds and secutities from its own. In addition, a brokes-
dealer should be prohibited from conducting fraudulent and manipulative acts or practices.

Sccurities Trading Markets

To obtain 2 license, the securities regulator should require a securities trading market to
demonstrate it has the financial and operational capacity to meet its obligations as a trading
market and to comply with the securities laws and regulations. 1t also should have rules to:

. Prevent fraudulent and manipulative acts and practices;
. Promotc just and equitable principles of trade;
. Poster cooperation and cootdination with clearance and settlement
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facilities;
. Remove impediments to 2 free and open market;
. Protect investors and the public interest;
. Provide fair and adequate disciplinary procedures to enforce violations by

its members of the sccurities laws and regulations, and its own rules;

° Provide fair representation of its membership in the clection of its
directors and in the administration of its affairs; and

. Provide for the equitable allocadon of reasonable dues, fecs and other
charges.

In addition, the sccurities trading market should not have rules that arc and-competitive or
that pcrmit unfair discrimination between customers, issucrs or broker-dealers.

Participant Organizations

The licensing requircments for an Participant Organization should requirc it to demonstrate
it has the sufficient number of members, the sufficient geographical distribution among its
members, and the financial and operational capacity to meet its obligation as a Participant
organization, including its obligations to comply with the securities laws and regulations. It
also should have rules to:

. Prevent fraudulent and manipulative acts and practices;

] Promote just and equitable principles of trade;

. Foster cooperation and coordination with clcarance and settlement
tacilities;

. Remove impediments to a frec and open market;

. Protect investors and the public interest;

. Provide fair and adequate disciplinary procedures to enforce violations by

its members of the sccurities laws and rules and its own rules;

. Provide fair representation of its membership in the election of its
directors and in the administration of its affairs; and

. Provide for the equitable allocation of reasonable dues, fees and other
charges.
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In addition, Participant Organizations should not have rules that are anti-competitive or that
permit unfait discrimination between customers, issuers of broker-dealers.
Clearance and Settlement Fagcilitics

The licensing requirements for a clearance and settlement facility should require it to have

the capacity:

To facilitate the prompt and accurate clearance and scttlement of sccutitics
transactions for which it is responsible;

To safeguard securitics and funds under its responsibility; and

To comply with the securitics laws and regulations.

A clearance and settlernent facility also shall have fair and effective rules that:

Admit all qualified market participants needing access to its facilitics;

Provide fair and adequate disciplinary procedures to enforce violations by
its members of the securities laws and rules and its own rules;

Foster cooperation and coordination with clearance and settlement
facilitics;

Remove impediments to and perfect the mechanism of a central system for
the clearance and settlement of securitics transactions;

Protect investors and the public intetest;

Provide fair representation of its membership in the election of its
directors and in the administration of its affairs; and

Provide for the equitable allocation of reasonable ducs, fees and other
charges.

Clearance and settlement facilities should not have rules that are anti-competitive.
addition, securities regulators should make surc that clearance and scttlement rules and
procedures are designed to reduce credit risk, market risk, systemic risk and liquidity risk.

There are two major tools to manage credit risk. They arc:

Financial and operational membership standards for clearance and
settlement facilities; and
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. Mechanisms to insure the simultaneous and irreversible delivery of
w securitics in exchange for money to settle a transaction (“DVP”).
Market Risk
The Group of Thirty has stated that netting is an effective settlement mechanism. However,
the Group of Thirty recognizes that nctting is not appropriate for many markets. In
addition to novation, there are other recognized tools to reduce market risk. These tools
bt include margin, buy-ins, and participants’ deposits. Regulators and clearance and sctdement
facilitics in ecmerging markets should evaluatc these tools to determine if onc or more of
them are helpful to manage market risk in their markets.
Svstemic Risk
&
All clearance and settlement facilitics should have detail procedures and plans to assurc:
. The safeguarding of securitics, funds and the underling records;
- . The integrity of their automated data processing systems; and
. The recovery from loss or destruction of securities, funds or data under a
varicty of contingencies that may arise.
. Liquidity Risk
&
Clearance and scttlement facilities need sufficient funds to perform their dutics and to mect
their potential clearance and settlemnent risk exposurcs in 2 timely manncr.  The lack of
liquidity may delay scttlements, cause participants to lose moncy and, most important, causc
a lack of confidence in the clearance and settlement system.
»
RULEMAKING POWERS FOR ALL CONFIRMED STATUTORY AUTHORITY
As stated above, sccurities regulators should have rulemaking power for all statutory
authority. The statutory authority and the rulemaking power should include:
. Disclosure regulations for public companies and the sale of publicly
offered sccuritics;
. Investor protection rules
o Oversight over accounting and auditing standards;
. Licensing and oversight market participants;
. Licensing and oversight market infrastructures;
4
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. Open, fair and orderly trading market rules; and

. Sales practices rules.
Rulemaking should take place in an open and transparent cnvitonment. Rules should be
proposed and published. The gencral public should have the opportunity to comment on
these rules. Securities regulators should conduct rulemaking proceedings in an open forum
where meetings, written communications and records atc open to the public.

COMPREHENSIVE SUPERVISORY, INSPECTION AND ENFORCEMENT POWERS

The sccuritics regulator should have the power to inspect the books and records of market
participants and market infrastructures. It is cssential that the sccurities regulator has the
right to conduct routine and “for cause” inspections of matket participants and market
infrastructutes. The securitics regulator should be able to conduct such inspections without
advance notice and at any time.

The sccurities regulator should have broad investigatory and cnforcement powers to take
action against any person whom it reasonably believes to have violated the securities laws or
regulations. 1t also is essential that the regulator have authority to obtain testimony and
documents from any person or entity (not just licensed persons or entities) whom the
regulator reasonably belicves to have information televant to potential violations of
sccurities laws and regulations.

The securities regulator should have a wide range of administrative, civil and criminal
remedies.  In addition, the regulator should have the power to publish 2 report of
investigation of inquiry pertaining to any securities law matter.

Relying on criminal prosecution may not be the most effective way to enforce securitics law
violations. First, in many countries, a higher burden of proof is needed to convict a person.
In the U.S., for example, any criminal violation must be proven beyond a reasonable doubt.

Second, criminal remedies may be an inappropriate of ineffective punishment. For example,
ctiminal fines or imprisonment for a broker-dealer that failed to timely execute a customer’s
trade because of internal operating problems may be ineffective to solve the problem and
too harsh for the violation. It would be better if the regulator had more flexible remedics to
correct such violations.

Thitd, as is the case in the U.S,, the securities regulator may not have direct authority to scek
criminal sanctions. In these cases, the securitics regulator must go to thc appropriatc
criminal prosecutor. Many times criminal prosccutors may not have sufficient interest in
such cases or sufficient knowledge of the sccuritics law.

Relying on civil courts alone also may not provide the securities regulator with expeditious
enforcement of secutities law violations. In cases where swift action is neceded, securities
regulators nced administrative powers to act quickly. Typically, securities regulators have the
administrative power to:
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. Impose appropriate sanctions to licensed market participants and market
infrastructures (including censure, fines, temporary suspension, limitaton
on business or persons associated with a licensed entity, revocation of
licensc);

. Bar persons who have violated securitics, commoditics or similar financial
laws from being associated with a market participant or markcet
mfrastructure; and

. Issuc cease and desist orders against any person who violates sccuritics
laws or regulations.

Granting the securities repulator the power to conduct administrative procecdings is a

reg e P g3
powerful tool for expedited enforcement of the securities laws and regulations. However, to
insure fairness, any remedies ordered by the securities regulator should be subject to judicial
review.

Regulators also should have the power to scck court orders enforcing the sccuritics
regulator’s invesdgatory demands and administrative orders; appointing a receiver or trustec;
recovering of assets for the benefit of injured investors, freezing of assets; and imposing
monectary penaltics.

Civil, administrative and criminal sanctions should not be mutually exclusive. Regulators
should be able to refer for criminal prosecution any sccuritics violations that may be
prosccuted under civil or administrative proceedings.

Another effective enforcement tool is to allow harmed investors the right to scck remedies
and damages for securities law violatons. Properly structurcd, investor remedies and
damages can play an important role in creating privatc investor incentives for sccuritics
compliance.
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CHAPTER 37

CAPITAL MARKET REGULATION - DISCUSSION AND SUMMARY

QUESTION

The Ghanaian market is beginning to encounter problems with broker/client reladonships
which lead to loss of client funds. There have been some claims on the Ghana Stock
Exchange Fidelity Fund. The problem is that the minimum amount required to be put in is
¢5 million and then we put in ten percent of the income we make in the course of the year.
Almost all the claims that come in are well above the Fund’s capacity. Now we are trying to
find a2 way out of the problem and one of the reccommendations that we have now is to
cncourage the brokers to take out fidelity insurance. The market operators do not appear to
be keen on this since it involves a high financial outlay. It is in the interest of the market as
wholc that we protect the investors so that we do not lose the littde confidence that they
have reposed in us. What are your own views on this issuc?

ANSWER

First of all, we do not require brokers to get insurance. We have very strict capital
requirements, most people complain that we demand too much capiral. We also have record
kecping requirements that we strictly enforce. They are required to record accuratcly all
transactions with customers, and all customer instructions. They are also required to
calculate and send on a monthly basis to the NYSE and to the SEC whar their nct capital is.
If they are not compliant, they go out of business and they are not given time to rectfy it.
So any day you find out you are below the required minimum nct capital you are required to
close down and not operate as broker/dealer until you get sufficient capital. This is designed
as a major tool to protect investors in case the broker/dealer goes bankrupt. They arc also
required to keep separate accounts for their customers; and so when we go on inspection
and find out that accounts are co-mingled, they are going to be in trouble. We also require
them to have insurance against fraud committed by their employees in relation to their
clients’ money. Broker/Dealers are supposed to supervise their employces. We therefore
punish them for illegal actions of their employces that affect their clients’ money.

QUESTION

What happens when firms realize that they are below the minimum capital requirements and
they borrow ovemight to window-dress their accounts and escape punishment and returmn
such borrowed moncey soon after that?

ANSWER

First of all, we can go in to inspect at any time. If your capital dropped 50% below what is
required, you have to report it to us. If it dropped this low somcone is going 1o be in your
officc everyday calculating your net capital. We will monitor you very closely and will advisc
you to put in more capital to avoid going out of business. You nced a system that cnables
you to do this on a very frequent basis, cither daily, weckly, ctc. As a regulator, you will be
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working with scarce resources, and therefore you will need to tely on the honesty of your
broker/dealess. 1f they arc going to be honest, you have to make capital requirements
reasonable, taking into account the strengths of the industry. 1f they cannot be honest and
truthful, then they should not be in the business.

QUESTION

To what cxtent are you able to ensure that representations made in prospectuses are truc?

ANSWER

1f they falsify facts they go to jail or they are otherwisc severely punished. We check this in
different ways. You need to present a current statement of accounts when you file a
prospectus. Your accounts must be approved by an independent accountant who signs his
professional carcer away; and if it is wrong, he is out of business. It is less likely that any onc
would want to lie in order to make a few thousands of dollars and not be able be make any
more money in his professional life because of that. Lawyers have to read over all the
documents and are required to sign saying everything is in order to the best of their
knowledge. They are also signing their livelihood away. Also they are required to disclosc all
relevant information to the investor so that they make informed decisions. If you said that |
have no experience in manufacturing cookies, 1 like to cat them, but 1 do not know how to
make them, so give mc your money so 1 can work with it, so 1 can start a cookie business, 1
might do that, but at least 1 know what I am getting into and I cannot complain.

QUESTION

To what extent can an investor who has Jost money duc to improper supervision suc the
regulator?

ANSWER

We are government, you cannot sue us. Investors have a right to private action and in the
USA they sue for every little thing, including suing companies for misreprescntation, etc.
QUESTION

What has been the role of the regulator in the USA? Has it been the ultimate forum for
redress or is it supervised by another arm of government? Under Ghana’s current legal

regime, the Minister of Finance is empowered to hear appeals against decisions of the
Securities Regulatory Commission. Is this in linc with the USA practice?

ANSWER
No. It is not a good idea because the Minister of Finance is subject to the political whims of

the government and that will undermine the independence of the Regulator. In the USA,
persons who are aggrieved by the decisions of the SIEC can turn to the cousts for redress.
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CONTRIBUTION

There is 2 Bill currently waiting to be passed into law which secks to strip Ghana’s Minister
of Finance of this power.

QUESTION

How far is the USA market deregulated?

ANSWER

1 will not say that we dercgulated. We are very carcful in our regulatory process; our rules are
very broad. For instance, we do not have rules against insider trading per sc or rules against
specific market manipulation. The rules say for instance that vou cannot manipulate the
market. We make them very broad because markets change and if there are specific
regulations, they will have to be adapted to suit the changing market. However, we are able
to do that because we arc a common law country and that means we are able to determine
our laws very liberally. You should ideally have a regulatory authority which has some
legislative power so you do not have to go back to the legislature and wait so long to get
laws passed.

QUESTION

1 would like you to give us some examples of what the Self Regulatory Organisation (SRO)
can do. For instance, can they send out bailiffs, etc?

ANSWER

SRO’s can fine, they can suspend and revoke licensces. For instance, if you arc 2 member of
an Iixchange which is an SRO, they can censure or kick you out of the exchange.

QUESTION

1 agree, but how do they enforce these powers?

ANSWER

If you do not pay a finc for example, they can kick you out to enforce it and if the member
in question does not agree with his fine, he can come to the SEC for a review and they will
decided what is fair. Even though they have wide powers and authority, SROs have to
exercise such authority in 2 fair manner, they cannot act arbitrardly or discominate; c.g., vou
arc my friend, so 1 will not fine you, or that I do not like you and so I will finc you. That will
not work. And we also inspect SRO operations. We go there and we inspect how they treat
their members. The New York Stock Exchange (INYSE) actually inspects its members. We
look over the inspection reports to make surc they are looking at things they should be
looking at. NYSE carries out surveillance over the market and gives us the report. The SEC
does no surveillance of the market in terms of tracking, market price manipulation, insider
trading, etc. We do have the capability to do that. We rely upon the NYSE and the other
exchanges to have their own surveillance capabilities.
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Howevet, we ensute several times a year that they ate doing their job. But also, they actually
do it better and cheaper than we could do it. They have more cfficient computets and more
sophisticated systems than we have.

QUESTION

How do you make sure that they perform their regulatory duties in terms of sit downs?

ANSWER

We send our people out there two or three times a year. What we look at is whether there
appeats to be price manipulation, If it looks like therc is a problem, we go back to the
broker-dealers to find out who traded that transaction, which customers. If for instance
Microsoft is taking over a company and it announced it the next day, if someonc has bought
an unusual number of shatres, we go back and look at it, and if we realisc he has never
bought shares before, we get concerned.

The evidence might not have proved insider trading, but that raises a red flag, The regulators
then send the case to the SEC, because they have no authority over customers; they have
authority over broker/dealers.

We will then look at the records, to determine who is a kin to the customer, his dealings with
the company, etc. And that is how we deal with the records before establishing a case.

QUESTION

Do you have to have your presence felt on the NYSE?

ANSWER

We are not there on a daily or weekly basis. We are not on the NYSE.

. QUESTION

Because in many African markets you find that the SEC representative is on the market to
cven watch trade.

in Nigeria, when we had the call-over system, they were always there, so they saw what you
did. Now with the move to automated trading, they are also there, they came in with their
own surveillance systems.

ANSWER

We don’t go to the NYSI on a daily basis. What we do when you go to inspect is to take
samples. We may look at different dates where we think there might be problems with
trading, It is their job to do surveillance, not our job.

Maybe out of a yeat, we may look at 3 days trading. If we find something wrong with those
days, we will look at more. If you tried to catch everything, it wouldn’t be cost effective.
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QUESTION

Do you have any other market in the world apart from the USA where the SEC computer is
linked dircctly to the trading centre?

ANSWER

Yes, mostly in emerging markets. You find that a lot in the former Soviet Union Countrics,
Iiastern Lurope, Ukraine.

QUESTION

You talked about contracts. When we were doing call-over trading svstems in Nigeria, the
contracts were signed by the brokers on page 3? Now with the automated trading system,
some of the brokers do not want to sign, because everything is computerised and we cannot
touch the records. Do you have contracts signed in the NYSE after trading?

ANSWER

No, becausc what happens is that, when you become a member of the Iixchange, you sign a
contract saying that you agree to be bound by clectronic trade. You agree thar scetlement is
going to take place within T+3. These arc contractual terms already agreed to before the
trade. That is how you create efficiency. This is why in the USA it is cheaper to do trading
than anywhere else in the world.

QUESTION

Rule 17(f5) of SEC Rules of the USA says any custodian outside the USA is required to have
a certain minimum capital to hold mutual funds in the USA. It scems that most of our
companies in Africa could not offer custodial services, since they could not meet the
requirements. The information now is that the requirement has been abolished.

ANSWER

No, it has not been abolished, but changed. We used to have a US dollar requirement and
that was because we thought that was the best way of regulating. We put the requirement
upon the mutual fund company so that once it invests money, there is a criteria, such as
safety of the bank, the size of the bank, whether they have appropriate procedures and
things like that. And they have to take a decision on whether they think it is safe. Now we
can review the decision when we go in to inspect, and we do not think that it is right. What
it is, is that if it is 2 national depository, it is automatically a good location for all sccuritics;
and this is probably a determination that must be made on an individual basis by mutual
funds.
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Company: SEM International Associate
Suite 413, SSNIT Tower Block
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E-mail: Elsie@hotmail.com
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Full Name: Ekow Afedzi
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Bus. Fax: 669913
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Bus. Tel: 660807

Bus. Fax: 662996

E-mail: eadinyira@Yahoo.com

Full Name: Bridget Agbetsoamedo
Job Title: Consultant

Company: PCL Consulting Group
P. 0. Box 16009
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Bus. Tel: 779867-8

Bus. Fax: 778894

E-mail: PCL@ighmail.com

Fuli Name: Samuel Ashitey Adjei
Job Title: Treasurer

Company: Ecobank Ghana

PMB General Post Office

Accra, Ghana

Bus. Tel: 231933

Bus. Fax: 231934

Full Name: Adu Anane Antwi

Job Title: Head, Corporate Finance & Investment Mgt.

Company: Securities Regutatory Commission
PMB Ministries, Accra

Ghana

Bus. Tel: 669019 /303092 / 7010476

Bus. Fax: 663935

E-mail: sec@africaonline.com.gh

Fuil Name: Augustine Kwakye Agyekum
Job Tite: Africa Research Analyst
Company: Standard Equities (Pty) L.id.
Bank of South Africa

3 Simmonds Street

Johannesburg, 2001

RSA

Bus. Tel: 27 11 636 0468

Bus. Fax: 27 11 6369311

E-mail: kwakye@scmb.co.za

Full Name: Effa Ahenkora

Job Title: Consultant

Company: PCL Consulting

P. 0. Box {16009

Airport-Accra

Bus. Tel: 772088 / 772091

E-mail; effa_ahenkora@hotmail.com

V24



E-mail: sigmalgh@ghana.com

Full Name: Higo Aigboje

Job Titie: Chief Operating Officer Full Name: Benjamin K. Amonoo
Company: Counters Trust Securities Limited Job Title: Head of Administration e
1/5 Odunlami St. Company: Ghana Airways Lid.
Niger House (7™ Floor), Lagos, Nigeria P.O.Box 1636
Bus. Tel: 264 0160-9 Accra, Ghana
Bus. Fax: 264 0173-4 Bus. Tel: 775023
E-mail: ctsi@fsdh.com.ng Bus. Fax: 777078
o % S -
Full Name: George Akamiorkhor Full Name: K. O. Amponsah-Dadzie
Job Title: Chief Consultant Job Title: Head of Operations
Company: Capital Markets Development Centre Company: NTHC Litd.
136 Lewis Street P. 0. Box 9563 -
P. 0. Box 53888 Accra, Ghana
Ikoyi-Lagos, Nigeria Bus. Tel: 238492-3
Bus. Tel: 263 0530 Bus. Fax: 229925

Bus. Fax: 263 785
E-mail: a=cmcd@linkserve.com.ng

Full Name: Kojo Andah
Job Title: Chief Executive

Fuli Name: Okokon W. Akpan Company: Sterling Financial Securities

Job Title: Manager, Director General's Office P. 0. Box CT 2932

Company: Securities and Exchange Commission Accra, Ghana

Plot 2001 Bus. Tel: 762955 &
Tafawa Balewa Way, Garki Abuja Bus. Fax: 762954

Nigeria

Bus. Tel: 2346 593
Bus. Fax: 234 6276

Full Name:; Dr, Kwaku Anyemedu

Job Title: Legal Counsel @
Company: Ministry of Finance

Full Name: Frederick Yao Alipui (ing.) P. O. Box M40

Job Title: Head of Finance, Monetary and Trade Div. Accra, Ghana

Company: OAU/AEC Bus. Tel: 668015

P. 0. Box 3243 Bus. Fax: 667069

Addis Ababa, Ethiopia

Bus. Tel: 251-1-51-2622
Bus. Fax: 251-1.51.2622
E-mail: FAlipui @hotmail.com Full Name: Felix H.G. Anyinsah

Job Title: Head of Merban Stockbrokers Ltd.
Company: Merchant Bank (Gh) Lid.

P. O. Box 401 o
Full Name:; K. B. Amissah-Arthur Accra, Ghana
Job Title: Senior Economist Bus. Tel: 666331-5
Company: Sigma One Corporation Bus. Fax: 667305
P.O.Box CT 4713, Accra E-mail: felixanyinsah@yahoo.com
Ghana
Bus. Tel: 222274 -

Bus. Fax: 221094
j63



Company: University of Jos

Department of Accounting and Management Sciences
Jos, Nigeria

Bus. Tel: 234-73-456-469

Bus. Fax: 234-73-456-469

E-maii: Melvin@hisen.org

Full Name: Fred Apaloo
Job Title: Managing Director
Company: CDH Financial Holdings Lid.

P. O. Box 14911
Accra, Ghana
Bus. Tel: 666041
Bus. Fax: 662167

Full Name: Joseph Aziawa

Job Title: Reuters Representative (Ghana)
Company: Reuters

Bus. Tel: 228539

Bus. Fax: 027-545877

Full Name: Francis Apankwa

Job Title: Corporate Finance Officer
Company: Ecobank

19, Seventh Avenue, Ridge West
PMB General Post Office

Accra, Ghana

Bus. Tel: 232044

Bus. Fax: 232096

E-mail: fapanka®@ecobank.com.gh

Full Name: Stephanie Baeta-Ansah

Job Title: Managing Director

Company: Home Finance Company Lid.
Ebankese

Accra, Ghana

Bus. Tel: 242000

Bus. Fax: 242095

Full Name: Mr. N.T. Apotsi

Job Title: Deputy Chief Executive

Company: Ghana Investment Promotion Centre
Ghana

Full Name: Michael Ashong
Job Title: Supervisor
Company: Ecobank Ghana
PMB Gereral Post Office
Accra

Bus. Tel: 238606

Bus. Fax: 23193]

Full Name: Richard Awunyo

Job Title: Consultant

Company: PCL Consulting Group
Opeibea House

Airport-Accra

Bus. Tel: 774275

Bus. Fax: 778894

Full Name: Dr.Melvin Ayogu
Job Title: Economist

" Full Name: Jim Baiden

Job Title: General Manager
Company: Fidelity Discouni House
20 Fidelity House PMB 43
Cantonments, Accra

Bus. Tei: 245853

Bus. Fax: 24585]

E-mail: jbaiden@fidelityGhana.com

Full Name: Ebenezer A. Barnes

Job Title: Senior Financial Consultant
Company: SEM Financial Associates
P. 0. Box CT 5790

Cantonments, Accra

Bus. Tel: 7010250

Bus. Fax: 7010251

E-mail: abarnes@semfinancial.com

Full Name: Rilwan N. Belo-Osagie

Job Title: Managing Director

Company: First Securities Discount House Ltd.
6™ Floor, Niger House

1/5 Odunlami St. PMB 12913

Lagos, Nigeria

Bus. Tel: 264 0160-9

Bus. Fax: 264 0172-3

164



E-mail: fsdh@fsdh.com.ng Job Title: Managing Director
Company: CAL Merchant Bank
P. O. Box 14596
Accra, Ghana
Bus. Tel: 231949
E-mail: jude @calbank-gh.com s

o
Full Name: Sunil Bentimadhu
Job Title: Chief Executive Full Name: Ulrich Camen (Dr.)
Company: Mauritius Stock Exchange Job Title: Economist
2™ Floor "Les Cascades” Company: Graduate School of International Studies
Edith Cavell Street 132, Rue de Lausanne
Port Louis, Mauritius 1202 Geneva L
Bus. Tel: 230-212-9541 Switzerland
Bus. Fax: 230-208-849 Bus. Tel: +41-227-348-950
E-mail: stxbeni@intnet.mu Bus. Fax: +41-227-333-049

E-mail: CAMEN@HEi.UNIGE.CH
Full Name: Kojo Bentsi-Enchill
Job Title: Partner Full Name: Eric Chatman
Company: Bentsi-Enchill Letsa and Mate Job Title: Division Manager
P. O. Box 1632 Company: African Development Bank
Accra, Ghana 01 Bp 1387
Bus. Tel: 221171 Abidjan, Céte d'lvoire v
Bus. Fax: 226129 Bus. Tel: 225-20-4146
E-mail: belm@africaonline.com.gh E-mail: e.chatman@afdb.org
Full Name; Marie Désirée Biley Full Name: Phillip Clayton @
Job Title: Customer Support Executive Job Title: Economist
Company:Reuters Company: Standard Equities
20, Blvd Clozel, Immeuble les Accacias P. Q. Box 61309
Abidjan, Céte d'Ivoire Marshalltown, 2107 Johannesburg
Bus, Tel; 225-21-12-22 RSA

Bus. Tel: 27-11-636-2904 &

Bus. Fax: 27-11-636-0512
E-mail: clayton@scmb.co.za

Full Name: N. A. Bonin
Job Title: Interpretor D

Ghana

Full Name: Maxwell Adjei Darkwa

Full Name: Paa Ekow Brown Job Title: Consultnat

Job Title: UNECA Consultant Company: PCL Consulting Group

Company: UNECA Opeiba House

117 Poeldtjkstraat Airport-Accra -«
Amsterdam, Netherlands Bus. Tel: 774275

Bus. Tel: 0031-626-554-2335 Bus, Fax: 778854

E-mail: PAPASS@HOTMAIL.COM

Full Name: Mrs. Rosalyn Darkwa e
Full Name: Jude Kofi Bucknor Job Title: Investment Analyst



o

Company: Merchant Bank (Gh) Ltd.

P. 0. Box M401

Accra, Ghana

Bus. Tel: 666331-5 Full Name: Edward Effah

Bus. Fax: 667305 Job Title: Managing Director

E-mail: Merbanservices@ighmail.com Company: Fidelity Group
Ghana

D

Full Name: John Davies

Job Title: Division Head (Policy and Special Full Name: Daisy Ekineh (Ms.)

Investigation) Banking Sup. Dept. Job Title: Deputy Director, Research and Marketing Dev.
Company: Bank of Sierra Leone Company:Securities and Exchange Commission (Nigeria}
P. O. Box 30, Freetown Plot 2001, Tafawa-Balewa Way
Sierra Leone Area 7, PMB 3135, Garki,

Bus. Tel: 226 501 Abuja, Nigeria
Bus. Fax: 224 764 Bus. Tel: 234-9 234 6593

Bus. Fax: 234-9 234 6276

Full Name: Joseph Aboagye Debrah

Job Title: Legal Advisor Full Name: Acquah Arhin G.R. Ekow

Company: Ghana Stock Exchange Job Title: Head, Accounts and Market Surveillance
5" Floor, Cedi House Company: SRC (Ghana)

P. 0. Box 1849

Accra, Ghana

Bus. Tel: 669908 /669914 f 669935
Bus. Fax: 669913

E-mail stockex @ghana.com

Full Name: Ester Saverson Inr.
Job Title: Assistant Director
. Company: US Securities Exchange Commission

450 5% Street, NW
Washington DC 20009

Full Name: Mamadou Diop USA

Job Title: Advisor to the Governor (BCEAQ)

Company: BCEAO Bus. Tel: 202-483-1653
BP3108 Bus. Fax: 202-942-9524
Dakar, Senegal E-mail: saverson@sec.gov
Bus. Tel: 221-839-0500

E-maif: mdiop@bceao.int F

Fuil Name: Evelyn Diin Full Name: Mr. Gabriel Fal

Job Title: Interpretor Job Title: Chief Executive

Ghana Company: CGF Finances
B.P. 11516

= Dakar, Senegal

Bus. Tel: 221-821-0317-8
Full Name: Kenroy A. Dowers (Dr.) Bus. Fax: 221-823-3899 ’
Job Title: Financial Economist
Company: Inter-American Development Bank
1300 New York
New York Full Name: Kwadwo B. Filson
uUsSA Job Title: Deputy Director

Company: Ghana Investment Promation Centre
E P. 0. Box M193 Iéé




Accra, Ghana CESAR.GONZALES@CALVERTGROUP.COM
Bus. Tel: 027-548303
Bus. Fax: 663807
E-mail: gjipc @ghana.com

Full Name: Joseph Goodwin (Dr.) ‘
Job Title: Senior International Econormist bt
Company: Signma One Corporation

P. O. Box 1630

Accra, Ghana

Bus. Tel: 222274

Full Name: Angela Forson

Job Title: Analyst Full Name: Kokou Gozan

Company: Databank Financial Services Job Title: Coordinator/Ag. Managing Director

5% Floor, SSNIT Tower Block Company: BRVM

Accra, Ghana Abidjan, Cote d'Tvoire

Bus, Tel: 7010071 Bus. Tel: 225-326-689

Bus. Fax: 6699100 Bus. Fax: 225-326-684 B
E-mail: aforson@databank.gh.com E-mail: brvm@brvm.org

Full Name: Yoofi Grant

Job Title: Executive Director | 4
Full Name: Keli Gadzekpo Company: Databank Financial Services Ltd.
Job Title: Vice Chairman 5™ Floor, SSNIT Tower Block
Company: Databank Financial Services Ltd. Accra, Ghana
PMB Ministries Post Office Bus. Tel: 7010198
5™ Fioor, SSNIT Tower Block, Accra, Ghana Bus. Fax: 669100
Bus. Tel: 669110 E-mail ygrant@databankgh.com @

Bus. Fax: 669100
E-mail: kekeli@databankgh.com

Full Name: Ferdinand Gunn
Job Title: Senior Manager

Full Name: Joseph Gbegnon Company: PCL Consulting ®
Job Title: Fonde de Pouvoirs Accra, Ghana

Company: BCEAOQ Bus. Tel: 779223

Avenue Abdoulaye FADIGA

BP 3108, Dakar Senegal
Bus. Tel:221-839-0500

Bus. Fax: 221-823-9335
E-mail: jgbegnon@bceao.int

Full Name: Lawson Body Guy e
Job Title: Head, Development and Promotion

Company: BRVM

01 BP 3802, 18 Rue Joseph Anoma

Abidjan 01
Full Name: césar J. Gonzales Jr. Cote d'Tvoire
Job Title: Investment Analyst Bus. Tel: 225-326-585 e
Company: Calvert Group Bus. Fax: 225-326-684
4550 Montgomery Ave., 10™ Floor North E-mail: glawson@brvm.org
Bethesda, MD 20814 "
USA I
Bus. Tel: 301-657-7076
Bus. Fax; 301-951-0721 -

"E-mail:
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Full Name: Diouf lbrahim

Job Title: Head, Central Depositary
Company: BRVM

18, Rue des Banques, 3802

Abidjan 01

Cote d'Ivoire

Bus, Tel: 225-326-685-6

Bus. Fax: 225-324-777

E-mail: birohimd @brvm.org

Job Title: Management Consulting
Company: Ministry of Finance

P. 0. Box M40

Accra, Ghana

Bus. Tel: 665310

Bus. Fax: 667069

Full Name: Goddie M. Ibru

Job Title: President

Company: Nigeria Stock Exchang, The 2-4 Customs
Street

P. O. Box 2457

Lagos, Nigeria

Bus. Tek: 234-1 266 0287

Bus. Fax: 231-1 266 8724

E-mail: nse@linkserve.com.ng

Full Name: Mr. K. Kwakve-Mintah

Job Title: Manager, Research and Corp. Planning Dept.
Company: Bank for Housing and Construction

P. 0. Box M1

Accra, Ghana

Bus. Tel: 666800

Bus. Fax: 229631

E-mail: BHC@GHANA.COM

Full Name: Mumba S. Kapumpa

Job Title: Secretary and Chief Executive

Company: Securities Exchange Commission, Zambia
P. 0. Box 35165

Lusaka, Zambia

Bus. Tel: 2601-227-012

Bus. Fax: 2601-225-443

E-mail: sec@zamnet.zm

Full Name: Dr. Andy Keeler

Job Title: Professor, Dept. of Applied Economics
Company: University of Georgia/Sigma One
Athens, GA 30602

USA

Bus. Tel: 706-542-0849

E-mail: akeeler@archs.uga.edu

Full Name: Professor Félipe

Job Title: Professor

Company: Harvard University

79 JEK ST., Cambridge MA 02138
USA

Bus. Tel: 617-496-6421

Full Name: Dawit Makonnen (Dr.}
Job Title: Project Director
Company: UNECA

P. O. Box 3001

Addis Ababa, Ethiopia

Bus. Tel: 251 | 517200 ext 35329
Bus. Fax: 251 1 51 0389

Fuill Name: Job Kihumba
Job Title: Chairman, Institute of Secretaries, Kenya
Bus. Tel: 254-2 224-487

Full Name: Michael Kosi

Full Name: Kesse-Sia Mbatia (Ms.)
Job Title: Director, Financial Markets
Company: Bank of Tanzania

P. 0. Box 2939

10 Mirambo Street, Dar es Salaam

' Tanzania

Bus. Tel: 255-51 118194
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Bus. Fax: 255-51 112702 Bus. Tel: 234-09-2346-580/46
E-mail: ambatia®hq.bot-tz.org Bus. Fax: 234-09-2346-587

Full Name: Sibongile G. Mdluli Full Name: Clifford Mpare

Job Title: Deputy Governor Job Title: Chief Investment Strategist
Company: Bank of Swaziland Company: New Africa Advisors

P. O. Box 546 103 West Main Street

Werner Street, H100 Mbabane Durham, NC 27701

Swaziland USA

Bus. Tel: 09-268-43194 / 09-268-43221/5 (Direct line) Bus. Tel: 919-688-0620

Bus. Fax: 09-268-4040013 Bus. Fax: 919-682-0414

E-mail: Mdluli@cbs.sz E-mail: CMPARE@SLOAN_GROUP.COM

Full Name: Dan Ato Kwaminah Mensah

Job Title: Executive Secretary Full Name: Norman Miiller

Company: Ghana Association of Bankers Job Title: Manager, Financial Markets
P. 0. Box 41 Company: Financial Services Board
4" Floor, SSNIT Tower Block, Accra, Ghana Erasmurand

Bus. Tel: 780629 Pretoria, USA

Bus. Fax: 667138 ' Bus. Tel: 27 12 4288100

E-mail: Assbankers@ighmail.com Bus. Fax: 27 12347 1379

E-mail: normanm@fsb.co.za

Full Name: Sam Mensah (Dr.)

Job Title: Secretary Interim Governing Council Full Name: Brian S. Musonda

Company: African Capital Markets Forum Job Title: Chairman

4™ Floor, SSNIT Tower Block Company: Securities and Exchange Commission
Accra, Ghana P. 0. Box 35165

Bus. Tel: 7010249 Lusaka, Zambia

Bus. Fax: 7010248 E-mail: sec@zamnet.zamnet.zm

E-mail: smensah@ighmail.com

Full Name: C. T. Mwalawanda (Dr.)

Full Name: Wing Cdr Andy Mensah Job Title: Senior Economic Affairs Officer

Job Title: Director-General Company: Economic Commission for Africa (ECA)
Company: Ghana Civil Aviation Authority Trade and Development Finance Division

K.ILA. Accra P. O. Box 3001

Bus. Tel: 777320 Addis Ababa, Ethiopia

Bus. Fax: 773293 Bus. Tel: 251-515-391

Home: 251-510-389
E-mail: mwalwanda@un.org

Full Name: Mr. Tom Minney N
Job Title: General Manager
Company: Namibia Stock Exchange

Full Name: Harry J. S. Ndambata
Job Title: Principal Bank Officer

Full Name: Ajayi Moses Company: Bank of Tanzania
Job Title: Assistant Director P. 0. Box 2939

Company: Central Bank of Nigeria Research Dept. Dar es Salaam, Tanzania
Abuja, Nigeria Bus. Tel: 255-51-119153



Bus. Fax: 255-51-460225
E-mail: hjndambala@hg.bot-tz.org

Full Name: Jeffrey Ngobeni

Job Title: Manager, Research & Development
Company: Johannesburg Stock Exchange
P.0.Box 1174

Johannesburg, RSA

Bus. Tel: 27-11-377-2274

Bus. Fax: 27-11-834-3937

E-mail: Jeffrey@jse.co.za

Bus. Tel: 265-780-600
Bus. Fax: 265-782-301
E-mail: neilnyirongo@rbm.malawi.net

Full Name: Charles Ofori-Acquah

Job Title: Treasurer

Company: Home Finance Company Ltd.
Ebankese, 35 Sixth Avenue

Accra, Ghana

Bus. Tel: 2420504

Bus. Fax: 242095

Full Name: Professor S.A. Nkrumah
Job Title: Director

Company: School of Administration
University of Ghana

P. O. Box 78, Legon, Accra

Bus. Tel: 500591

Bus. Fax: 500024

E-mail: soa@Iibr.ug.edu.gh

Full Name: Ken Ofori-Atta

Job Title: Executive Chairman

Company: Databank Financial Services
5" Floor, SSNIT Tower Block

PMB Ministries Post Office, Accra, Ghana
Bus. Tel: 7010070

Bus. Fax: 669100

Full Name: Mrs. Teresa Ntim

Job Title: Head, Financial Markets
Company: Bank of Ghana

Ghana

Full Name: Fred Nuer

Job Title: Head

Company: SDC Brokerage Services Lid.
P. O. Box 14198

Accra, Ghana

Bus. Tel: 669894

Bus. Fax: 669371

E-mail: fnuer@sdcgh.com

Full Name: James Nxumalo
Company: UNECA
Ethiopia

Full Name: Nigl Nyirongo

Job Title: Director, Financial Market Operations
Company: Reserve Bank of Malawi

P. O. Box 30063

Lilongwe3, Malawi

Full Name: Rasaki Oladejo

Job Title: Assistant Director-General
Company: Nigeria Stock Exchange
The 2-4 Customs Street

P. O. Box 2457

Lagos, Nigeria

Bus. Tel: 234-1-266-0287
Bus. Fax: 234-1-266-8724

Full Name: S.D.Y. Opoku

Job Title: Head, Treasury Department
Company: SSB Bank Lid.

P. 0. Box 13119

Accra, Ghana

Bus. Tel: 229174

Bus. Fax: 229174

E-mail: sopoku@ssb.com.gh

Full Name: Ms. Sheila Opong-Sampong
Job Title: Broker/Analyst

Company: New World Investment Limited
P. O. Box C2868

Cantonments, Accra

Bus. Tel: 660163

Bus. Fax: 780518

10



E-mail: newworld@ghana.com

P

Full Name: Hon, Kwame Peprah
Job Title: Minister of Finance
Company: Ministry of Finance
P. O. Box M40

Accra, Ghana

Full Name: Remo Pollastri
Job Title: Director

Company: Dataworld Asset Management
P. Q. Box 49450 .

Highlands, Harare, Zimbabwe

Bus. Tel: 263-4-724-333

E-mail: dataworld @id.zw

R

Full Name: Peter Rashid

Job Title: Manager, Capital Markets Dev.
Company: Reserve Bank of Malawi

P. O. Box 30063

Lilongwe, Malawi

Bus. Tel: 265-780-606

Bus. Fax: 265-780-301

Full Name: David Rennie
Job Title: Consultant
RSA

Full Name: Greg Roder (Dr.)
Job Title: Head of Equities
Company: Standard Equities
3, Simmonds St.
Johannesburg, RSA

Bus. Tel: 27-11-636-9890
Bus. Fax: 27-11-636-8089

Full Name: K. A. Salami (Dr.)
Tob Title: NBFI Project Manager
Company: Ministry of Finance
P. O. Box M393

Accra, Ghana

Bus. Tel: 669607

Bus. Fax: 669607

.MK I
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Full Name: Jay Salkin (Dt.)

Job Title: Senior Monetary Economist
Company: Sigma One Corporation
P.0.Box CT 4713

Cantonments, Accra

Bus. Tel: 222274

E-mail: jss@sigmaone.com

Full Name: Dr. Samson
Job Title: Interpretor
Ghana

Full Name: Abrar Sattar

Job Title: Operations Manager
Company: Sigma One Corporation
P. 0. Box 12836

CTP, NC 27709

USA

Bus. Tel: 911-361-9840

Full Name: Deiry Seck (Pr.)
Job Title: Executive Director
Company: SISERA

C/O IDRC

P. O. Box 11007 CD Annex
Dakar, Senegal

Bus. Tel: 221-864-0000
Bus. Fax: 221-825-3255
E-mail: dseck@idrc.org.sn

Full Name: Professor Lemma W. Senbet

Job Title: The William E. Mayer Professor of
Finance and Chair of Finance

Company: University of Maryland

The Robert H. Smith School of Business
University of Maryland

College Park, MD 20742

1777
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USA

Bus. Tel: 301-1105-2242

Home: 301-314-9157

E-mail: LSENEBET@RHSMITH.UMD.EDU

Full Name: Aarti Shah (Ms.)

Job Title: Marketing Executive East West and Southern
Africa

Company: Reuters

P. O. Box 34043

Nairobi, Kenya

Bus. Tel: 254-2-330261

Bus. Fax: 254-2-330270

E-mail: aarti.shah@reuter.com

Lortnee Sad b A

Full Name: Charles Stevens

Job Title: Senior Manager
Company: Barclays Bank
London

Bus, Tel: 44-171-977-3090
Bus. Fax: 44-171-977-4555

Fuli Name: Michael E. M. Sudarkasa
Job Title: Chief Operating Officer
Company: New Africa Advisors

35 Pritchard Street

9™ Floor, Johannesburg, RSA

Bus. Tel: 27-11-836-2027

Bus. Fax: 27-11-836-0029

E-mail: sudarkasa@fwaa.co.za

Full Name: Eyob Tesfaye

Iob Title: Head, Domestic Economy
Company: National Bank of Ethiopia
Addis Ababa, Ethiopia

Bus. Tel: 51-58-67

Bus. Fax: 51-45-88
E-mail: nbe.excd@telecom.net.et

Full Name: Victor Tetteh
Job Title: Senior Accounts Manager
Company: Strategic African Securities Ltd,

P. O. Box 16446,

Airport-Accra

Bus. Tel: 231386 /244236

Bus. Fax: 244237

E-mail: SASLTD@AFRICAONLINE.COM

P e g e
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Full Name: 8. Tettey
Job Title: Interpretor
Ghana

Full Name: E. Todo
Ghana

Fuli Name: Geoff Truman

Job Title: Head of Financial Training

Company: Crown Agents Financial Services Lid.
St. Nichotas House

Sutton Surrey, SMI IEL

. Bus. Tel: 44-181-643-3311

© E-mail: gtruman@globalnet.co.uk

Full Name: Seth Ntiri Twum

Job Title: Managing Director

Company: New India Assurance Co. Ltd.
P. 0. Box 138

Accra, Ghana

Bus. Tel: 236494-5

Bus. Fax: 236549

Full Name: Tran Van Thanh

Job Title: Fund Manager

Company: West Africa Enterprise Fund
5™ Floor, SSNIT Tower Block

C/O Daabank, Accra, Ghana

Bus. Tel: 7010070

E-mail: tytran@databank.com

Full Name: Max Vardon
Job Title: Senior Manager



Company: PCL Consulting Ltd.
P. O. Box 16009

KIA, Accra

Bus. Tel: 779867

E-mail: mvardon@ ghana.com

Y

Full Name: Mohammed Yakubu

Job Title: Operations Manager
Company: CAL Brokers Ltd.

P. O. Box 14596

Accra, Ghana

Bus. Tel: 231102

Bus. Fax: 231913

E-mail: yakubu@CALBANK_gh.com

Full Name: Mr. Yeboa Amoa

Job Title: Managing Director
Company: Ghana Stock Exchange
P. O. Box 1849

Accra, Ghana

Bus. Tel: 669914/669908

Bus. Fax: 669913

z

Full Name: Sam Ziorkhlui (Dr.)
Job Title: Associate Professor
Company: Howard University
Washington DC

UsA

Bus. Tel: 301-948-7279

Bus. Fax:

) 7%



INTERNATIONAL CONFERENCE OF
THE AFRICAN CAPITAL MARKETS
FORUM

GLOBALIZATION OF AFRICAN CAPITAL MARKETS:
RISKS AND BENEFITS

23 — 25 August, 1999
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Venue: Novotel Hotel, Accra, Ghana
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CONFERENCE PLANNING COMMITIEE

¢ & & & 9

Chaitr: Sam Mensah, Secretary, ACMF

Dr. K. Anyemedu, Private Sector and Financial Insdtutions Division, Ministry of Finance
Mts. Teresa Ntim, Head of Financial Markets Department, Bank of Ghana

Ms. Patricia Asaam, Legal Officer, Securities Regulatory Commission

Mrs. Melvina Amoafo, Assistant Manager, Marketing Department, Ghana Stock Exchange
Mr. N. T. Apotsi, Deputy Chief Executive, Ghana Investment Promotion Centre

Mr. Yoofi Grant, Executive Director, Databank Brokerage Limited
Mr. James Addo, Manager, Corporate Finance, CAI. Merchant Bank
Mr. Michael Ashong, Head, Capital Markets, Ecobank Ghana, 1.d.

CO-SPONSORS

African Economic Community/OAU

International Development Research Centre {Canada)

Swedish International Development and Cooperation Agency

United Nations Economic Commission for Africa

United States Agency for International Development (USAID, Ghana)

CORPORATE SPONSORS

CAI. Merchant Bank Lid.

CDH Financial Holdings Ltd.
Databank Financial Services Ltd.
Ecobank (Ghana) 1.td.

Enterprise Insurance Company Limited
Ghana Airways

Ghana Associaton of Bankers
Merchant Bank (Ghana) T.ad.

Sigma One Corporation, U.S.A.

SSB Bank I.imited

Standard Chartered Bank (Ghana) Ltd.

EXHIBITORS (BIRIM II)

Ghana Stock Exchange
SEM Financial Group Limited
Reuters
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SUMMARY

SUNDAY, 22 AUGUST, 1999

= Arrival of Participants
*  Conference Registration

*  ACMF Committee Meetings
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Dav1: MONDAY, 23 AUGUST, 1999

®  Official Opening

=  Conference

* Formal Lunch

» Conference

*  ACMF Governing Council Meeting

»  Reception/Entertainment (Dress: Casual/informal)

DAY 2: TUESDAY, 24 AUGUST 1999

*» Conference
= Formal Lunch
»  Conference

®  Farewell Dinner/Entertainment (Dress: Formal}

DAy 3: WEDNESDAY, 25 AUGUST, 1999

*  ACMF Meeting
* Ghana Stock Exchange Visits

= Post conference visits to tourist attracgons

179



£ 4

o

W

'\:3
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SUNDAY, 22 AUGUST, 1999

Delegates and speakers arrive.

08:00 - 17:00 Delegates and speakers register and obtain
conference information packs.
14:30 - 16:00 ACMF Committec Mcctngs
Venue: Novotel Hotel
16:30 - 18:30 ACMF Council Mceting
Venue: Novotel Hotel
DAY 1: MONDAY, 23 AUGUST, 1999
08:00 - 09:00 Registration
OPENING SESSION
(ANKOBRAH HALL)
Chair: Jude Kofi Bucknor, Managing Director, CAL Merchant Bank, Ghana
09:15 Chairman’s Opening Remarks
09:20 Welcome George Akamiokhor, Chairperson, ACMF
09:40 Address Ambassador Vijay S. Makhan, Assistant Secretary-General,
Economic Devclopment and Cooperation, African
Economic Community/OAU
09:50 Opening Address Kwame Peprah, Minister of Finance, Ghana
10:10 Vote of Thanks Charles Asembri, Director-General, Securitics Regulatory
Commission, Ghana
181
PREVIOUS PAGE BLANK




10:15 - 10:30

COFFEE BREAK

SESSION 1: 10:30 - 12:30

(ANKOBRAH HALL)

THEME: GLOBALIZATION OF AFRICAN CAPITAL MARKETS: RISKS AND BENEFITS

Chairperson: Mumba S. IKKapumpa, Chief Executive, Securities and Fxchange Commission, Zambia

Speaker 1: Dr. Kenroy Dowers, Financial Sector Specialist, Inter-American
Development Bank, US.A.

Speaker 2: Lemma M. Senbet, William A. Mayer Professor of Finance, University
of Maryland, USA

Speaker 3: Chfford Mpare, Executive-Vice President, New Africa Advisors, USA

Speaker 4: Chatles Ionan Banny, Governor, Central Bank of West Aftican States
(BCEAO)

DISCUSSION / QUESTIONS

TUNCH: 12:30 — 14:30 (TERRACE RESTAURANT)

Chair: Professor Steve A. Nkrumah, Director, Schoo! of Administration, University of

Ghana

KEY NOTE SPEAKER: Professor Felipe Larrain, Robert F. Kennedy Visiting Professor of
Latin-American Studies, John F. Kennedy School of Government, Harvard University and
Director of the Central American Project, Harvard Institute for international Development

Sponsored by:
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Standard Chartered Bank (Ghana) Limited

SESSION 2 : 14:45 - 18:15

(ANKOBRAH HALL)

Roundtables
14:45-15:45 | Roundtable: Stock Exchanges Chair: George Akamiorkhor, Chairman,
African Capital Markets Forum (ACME)}
Sponsored by: Panclists:
1. Goodie M. Ibru, President, Nigerian Stock
Exch
ECOBANK (Ghana) renange
Limited 2. Kokou Gozan, The Chicf Iixecusve of la

Boursc Régionale de Valcurs Mobiliéres
(BRVM), Abidjan, La Céte d'Ivoire

3. Tom Minney, Chicf Exccutive, Narnibia
Stock Exchange

4. Jeffrey Ngobeni, Manager, Rescarch and

Development, johannesburg Stock
Exchange

15:50 - 16: 50 | Roundtable: Brokerage and Investment | Chair: Michael E.M. Sudarkasa, Vice President,
Banking New Africa Advisors, USA

Panelists:

1. Dr. Shamsuddeen Usman, Deputy
Govemor, Central Bank of Nigenia

2. Phillip Clayton, Economist, Standard
Equides Ltd., South Africa

3. Ken Ofori-Atta, Chairman, Databank
Financial Services, Ghana

4. Gabnel Fal, Iixecudve Chairman, CCF
Boursc, Senegal

16:55—-17:10 COFFEE BREAK
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17:15~18:15 | Roundtable: Unit Trusts/Mutual Chair: Mt. Sunil Benimadhu, Chief Tixccutive
Funds Officer, Mauritius Stock Exchange

Panclists:

1. Cesar]. Gonzales, Jr., Investment Analyst,
Calvert Group Limited, USA

2. Mis. Stephanic Bacta Ansah, Managing
Director, Home Finance Company .id,
Ghana

3. Mr. Remo Pollastri, Fxecutive Director,
Dataworld Unit Trusts, Zimbabwe

18:30 - 20:00: RECEPTION

{POOLSIDE)

» Cocktail
= Guest of Honot: Governor, Bank of Ghana

»  Entertainment

Sponsored by:

CAL Merchant Bank Limited

- DAY 2 TUESDAY 24 AUGUST, 1999

SESSION 3: 8:30-10: 30:

(ANKOBRAH HALL)

Research Workshop

Chair: Dr. Sam Mensah, Secretary, Aftican Capital Markets Forum

Speaker : Dr. Diery Seck,
Fxecutive Director, Secretariat
for Institutional Support for
Iiconomic Research in Aftica
(SISEERA), Senegal

Topic: “Capital Markets Research in Aftica: Issues and the Way
Forward”
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Speaker : Dr. Sam Ziorklui,
Associate Professor of Finance,
Howard University,
Washington D.C/1{ager
Principal Investigator

Topic: “The Deveclopment of Capital Markets and Growth in Sub-
Saharan Africa”

Discussant: Dr. KA. Salami, NBF1 Project Director, Ministry of
Finance, Ghana.

Speaker: Dr. Chidozie Ekmenuga

Topic: “African Capital Markets in the Global Feonomy: Iividence
from the Rescarch Portfolio of the African Heonomic Rescarch
Consortium”™

Speaker: Dr. Melvin Ayogu;
University of Jos, Nigeria

Topic: “Corporate Governance: Issues and Implications for Corporatc
Performance and Capital Market Ffficiency”

Discussant: Dr. Robert Yaansah, Deputy Chief Fxecutive, Ghana
Airways

10:30 - 10:45

Coffee Break

SESSION 4: 10:45 - 12:30

The Development Agenda (Small Group Sessions)

Prescnters:

Fixed Income Markets 1. Job Kihumba, Insttute of Certificd Public Secretaries

Chair: Dr. Jay Salkin, Senior Monetary

of Kenya, Former CEQO, Nairobi Stock Exchange

Ficonomist, Sigma One Corporation 2. David Stuart Rennie, Former General Manager,

(ANKOBRAH T)

Commerdal Union Investment Management (SA} Lid.

Presenters:

Training and Capacity- 1. Geoff T'ruman, Senior Manager, Crown Agents

Building

Chair: Mr. K.B. Amissah-Arthur, Senior
Fconomist, Sigma Onc Corporation

| (ANKOBRAH II)

Financial Services Limited

2. Dr. Dawit Makonnen, Project Director, Capital
Markets Promotion in Africa, UNIICA

3. Dr. Ulrich Camen, Program Director, Monctary Scctor
and Financial Reform Program, Graduate School of
Internatonal Studics, Switzerland
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Capital Market Integration

Chair: S. Brian Musonda, Chairman, Securitics
and lixchange Commission, Zambia

(ANKOBRAH IITI)

Presenters:

1. Fred Alipui, Head of Division, Trade, Toutism,
Customs and Finance, OAU/AERC

2. R.DD. Asante, Head of Monctaty Cooperation and
Payments Relations Division, Economic Community
of West African States (HCOWAS)

Capital Market Regulation

Chair: Norman Miller, Manager, Department
of inancial Markets, Financial Services Board,
South Africa

(BIRIM I)

Presenter:

Ester Saverson, Jr., Assistant Director, U.S. Sccuritics and
Exchange Commission

LUNCH: 12:30 - 14:30 (TERRACE RESTAURANT)

Chair: Dr. Cornelius Mwalwanda, Senior Economic Affairs Officer

KEY NOTE SPEAKER: Mr. Eric Chatman, Division Manager, Special Operations Team,

African Development Bank

Sponsored by:

Ghana Association of Bankers

SESSION 5: 14:30 - 16:00

(ANKOBRAH HALL)

Summary of Small Group Sessions

Chair: Mr. Yeboa Amoa, Director, Ghana Stock Exchange.

Presenter: Dr. Jay Salkin, Fixed Income Markets
Presenter: K.B. Amitssah-Arthur ‘Traming and Capacity Building- African Capital Markets
Presenter: Norman Miiller Regulation of Capital Markets
Presenter: S. Brian Musonda Capital Market Integration
Discussion/Questions
16:00 - 16:15 COFFEE BREAK
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SESSION 6: 16:15 -~ 17:30

{ANKOBRAH HALL)

Final Plenary Session

Chairperson: Mr. Wole Adetunji, Ag. Director-General, Securities and Yxchange Commission, Nigeria

Rapportcur’s Reports:

1. Globalization of African Capital Markets: Dr. Mthuli Ncube, Managing Director, Barbican Assct
Management, Zimbabwe.

2. Roundtables: Kojo Andah, Managing Dircctor, Stetling Sccurities 1.ed., Ghana

Research Workshop: Dr. Augustin Fosu, Director of Rescarch, African Economic Rescarch
Consortium, Nairobi, Kenya.

Discussion/ Questions

DAY 3 WEDNESDAY, 25 AUGUST, 1999 (ANKOBRAH I)

09:00 ACMF Anmnual General Meeting

14:00 Release of Communiqué

Meet the Press - ACMF Executives
only
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‘WOLE ADETUNJI

Mr. Wole Adentuniji was bom some 56 years ago in
Ibadan of Oyo State of Nigeria. He attended the
famous Yaba College of Technology, and the
University of Lagos majoring in Finance and
Banking. He is also an assodatc member of the
Chartered Institute of Chartered Stockbrokers of
Nigeria. He started his working carcer at the
Central Bank of Nigeria in 1962 where he rose
through the ranks before being seconded to the
Sccuritics and Exchange Commission as a Senior
Manager in January 1980. He was the director of
Administration  of Sccurities and Exchange
Commission of Nigeria between 1992 and 1996
and Director of Corporate Finance between 1996
and 1997 before becoming  the Acting Director-
General.

KWES] AHWOI

Since January 1994, Mr. Kwest Ahwoi has been the
Chief lixccutive of the Ghana Invesiment
Promotion Centre, responsible for strategising and
mobilisation of both local and foreign dircet private
investnents into Ghana. Pdor to that, Mr. Ahwot
served in varlous positions that have a critcal
bearing on Ghana’s economical management and
external trade including: serving as Economic
Rescarcher  with  the  National  Planning
Commission; Fxecutive Sccrctary of the Ghana
Ixport Promotion Council, Director General of
the Ghana Trade Fair Authority; and Member of
the Ghana Cocoa Board Oversight Committee.
Mr. Ahwoi currently scrves on numerous Boards
and Committecs in Ghana, key among which arc:
Chairman, Ghana Trade Fair Company, Chairman,
CASHPRO Co. Litd, the largest private scctor
commodity (COCOA) trader in Ghana; Member,
Ghana Investment Promotion Centre Board;
Member, Ghana [ree Zoncs Board; Member,
National Devclopment Planning Commission; and
Member, Natonal Feonomic Management Team —
Ghana. On the intemnational front, he has
participated as a rcsource person in many
international conferences and workshops relating
to International Trade and Investment. Mr. Ahwor
has served as technical expert to the International
"I'tade Centre, UNCTAD/GATT, Geneva. He is
currently the President of the Assodation of
African  Investment  Promotion  Agendes
(AFRIPA) and the President of the Hubert .
Humphrey International  Fellowship  Alummi
(Ghana Chapter). He holds a Bachclor of Arts
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Degree in Economics, Geography and }.ducaton
from the University of Cape Coast, Ghana and
Certificates in Planning and Resource Management,
GIMPA, Ghana; and University of Marvland,
College Park, USA under the Hubert Tlumphrey
Fellowship Program, USA. Mr Abwoi has
publicatons in Corporate Planning and IHuman
Resource Development o his credi.  Ile has
traveled extensively around the globe.  Tle plays
“T'enmis, is adept at scrabble and draughts and loves
music.

GEORGE AKAMIOKHOR

George Akamiokhor is Chairman of the Intenim
Goveming Counal of the African Capital Markers
Forum and Chief Consultant of Capital Market
Services Limited, Nigena.. From 198497, he was
Dircctor-General of the Sccunties and lixchange
Commission of Nigeria where he led several
initiatives in the devclopment of capital markets in
Nigertia, including the development of the Sccond
Tier Sccuritics Market and the cstablishment of unit
trust schemes. His carcer at the Sccurites and
Exchange Commission was preceded by a long
and distinguished scrvice at the Central Bank of
Nigeria where he held various managerial and
executive positions between 1960-1979. In 1993,
he was clected as Chair of the Sicering Commitice
for the FEstablishment of the Afncan Capial
Markets Forumm and in that capaaty was
insgumental in the set-up of the African Capital
Markets Forum which was inaugurated in 1996. Mr
Akamiokhor has served on several internadonal
committces and bodics, including member of the
Exccutve Committee of the Intemnatonal
Organization of Secudties Commissions IOSCO}
and First Chairman of the Afrcan-Middle HHast
Regional Committee of IOSCO. Born in 1939 m
the Edo State of Nigeria, Mr. Akamiokhor holds 2
BSc(Hons) degree in Accountancy  and
Assodateship of the Insunute of Bankers.

YEBOA AMOA

Mr. Yecboa Amoa is currently the Managing
Dircctor of the Ghana Stock Lxchange. A
lawyer of 30 years standing, Mr. Amoa is 2
product of the University of Ghana and Ghana
Law School. After five vears in private legal
practice, during which he specialized in
corporate and commercial law practce, Mr
Amoa worked at the Merchant Bank Group for
15 years. During the period, he served in
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different capacities including -
manager/registrars’ department; joint manager,
corporate finance division; group company
sccretary and legal adviser; executive director of
the bank’s stockbroking company — ie., the
National Stockbrokers Co. Lied. (now Metban
Stockbrokers 1.td) and non-executive director
of the first Ghanaian discount house — ie., the
Consolidated Discount Co. Ltd. In 1988, he was
scconded to the Bank of Ghana to help develop
the capital market. In this capacity, Mr. Amoa
was instrumental in sctting up of the Ghana
Stock Lixchange. He is currently involved: (i) as
a member of the Ghana National Payments
Council in overhauling the entire payments,
clearing and settlement svstem in the Ghana;
and (if) in the Ghana Futures Market project.

R.D. ASANTE

Mr. RD. Asantc is currently Head of Monetary
Co-operation and Payments Relations Division of
the HCOWAS Secrctariat in Abuja. He is the
designer and architect of the HCOWAS Monetary
Co-operation programme which secks to achieve
regional cwrrency convertbility and a common
currency.  One of the regional payments
instruments that have become 4 reality since July 1
1s the ECOWAS Travellers cheque. Before taking
up the appointment with FCOWAS he worked as
an Fconomist for eleven years in the Research
Department of the Bank of Ghana. FHe is very
conversant  with  monctary cooperation  and
Integration issucs in West Aftica, having spent a
considerable number of years working on the issue.
He has coordinated over 15 studies on various
issucs relating to monetary integration in West
Africa. Tle has participated in many regional and
international conferences on this issue. Mr. Asante
holds a BSc. Economics degree from the
University of Ghana, Legon, and a Masters Degree
in Economics from the University of Melbourne,

Australia.

MELVIN AYOGU

Dr. Melvin Ayogu is a lecturer in cconotnics and
finance at the University of Jos. He was formerly
the Head of the Department of Accounting and
Management Sciences at the same university. He is
also a rescarch associate of the African Economic
Rescarch Consortinm [AERC]. His rescarch has
focused on corporate finance, international finance,
industtial organization and public policy. He has
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consulted cxtensively for Shelter Afrique [The
Company for Habitat and Flousing in Aftica] on
mortgage finance for the World Bank and the
African Development Bank on  devclopmental
issucs in Africa. e taught international finance at
the Joint Pacility for Electives for the ARRC [MA
Economics] Collaborative program, and taught
with the IMF Institute team at the Macroeconomic
and Financial Management Institute of Fastern and
Southern Africa. Melvin Ayogu was clected to the
Associateship  of the Chartered Institute  of
Bankers, London in August 1979. I is a graduate
of Santa Monica College, California, California
State  University Northridge, and Ohio  State
University, and was formerly Assistant Professor of
Economics at the College of Business, James
Madison University, U.S.A.

STEPHANIE HENRIETTA BAETA-ANSAH
Mrs Bacta-Ansah is Managing Director of
Home Finance Company in  Ghana. She
graduated from the University of Ghana in 1967
and was called to the Ghana Bar in Qctober,
1968. She was in private legal practice as an
Associate of Lynes Quarshie-Idun & Co. for
scven (7) years. Mrs. Baeta-Ansah  joined
Merchant Bank (Ghana} Limited in May 1975
and rose to the position of Deputy Managing
Director in 1982. She maintained this position
until her appointment as Managing Director of
Home Finance Company Limited on its
inception in May 1990. Mrs. Baeta-Ansah has
traveled widcly and obtained financial and
management training at various well-known
institutions in Ghana and elsewhere. Mrs. Bacta-
Ansah won the Marketing Woman of the Year
Award in 1995 by the Chartered Institute of
Marketing, Ghana (CIMG) and luromoncy’s
Award for Top Fifty Women in Finance in the
World in 1997.

SUNIL BENIMADHU

Mr. Sunil Benimadhu has been in office as the
Chief Iixecutive of the Stock Exchange of
Mauritius since May 1998 after having held
vatious positions within the secutitics industry.
He was a portfolio manager at the Aftican
Development Bank (ADB) from February
1997 to April 1998. At the ADB, he managed
the Deutschemark and French Franc
denominated portfolios on international fixed



income markets and was also the project leader
on a feasibility study on the setdng up of a
trading room for the Central Bank of West
African States(BCEAQO). Prior to 1997, Mr.
Benimadhu was General Manager of the
Natonal Mutual Fund Limited in Mauntius.
He also played an instrumental role in the
structuring, marketing and sctting up of
Natonal Investment Trust Limited, one of the
largest investment trusts quoted on the stock
exchange of Mauritius. Mr. Benimadhu holds
an MBA in Finance and Investment from the
University of Aix-Marseille, France.

J. KOFI BUCKNOR

Mr. Kofi Bucknor has been the Managing
Director of CAL Merchant Bank since July
1997. Undl his appointment, he was Execuuve
Director for Corporate Finance with the
investment-banking firm of Lehman Brothers,
J.ondon focusing on Africa. Prior to that he
scrved as Deputy Treasurer and then Treasurer
of the African Development Bank in Abidjan
for eight ycars. After completing his MBA at
Columbia University (New York) in 1979,
during which he served an internship at The
First Boston Corporation, an investment
banking firm, Mr. Bucknor was appointed the
Vice President of Chemical Bank in New York
and Abidjan until 1986. Mr. Bucknor also holds
a B.Sc. (Admin.) degree from the University of
Ghana.

ULRICH CAMEN

Dr. Ulrich Camen is currently Programme
Director of the Monctary Policy and Financial
Sector Reform Programme at the Graduate
Institute of International Studies, Switzerland.
An cssential component of the Programme is
the provision of training and technical support
to Central Banks in Africa and Asia apart from
rescarch in the arcas monetary policy and
Anancial scctor reforms. Dr. Camen has scerved
as a consultant to the World Bank, UNCTAI,
and the World Health Organisation. His
research related to Africa focuses on financial
scctor issues, monctary and macroeconomic
policies, regional monetary integration, and the
design of training and technical assistance
programs. Ulrich Camen wrote amongst others

a paper on The Role of the Financial System in
the Opcration of Monctary Policy in Africa’ (co-
authored with Mthuli Ncube and lemma W,
Senbet).

ERIC CHATMAN

Mr. Enc Chatman is a Division Manager in the
Treasury Department of the African Development
Bank i Abjdan, Cote dlvoire, where he
cstablished the group that is responsible for
financial risk management and monitoring of the
Bank’s capital market operations. Pgor 1o joining
ADB, Mr. Chatman was Vice-President of
Corporate Finance at Databank Iinancial Services
in Accra, Ghana. In that capadty, he worked on
company listings on the Ghana Stock 1ixchange,
corporate valuations, restructuring assignments and
other corporate advisory mandates.  Mr. Chatman
spent five years at the Federal Reserve Bank of
New York, where he conducted rescarch on
international and United States domestic financial
markets, as well as supervised a group of United
States primary government sccurides dealers. Mr.
Chatman camed his MBA in [inance and
Fconomics from the University of Chicago
Graduate School of DBusiness, an MA @0
International  Affairs from George Washington
University, and 2 BA in Economics from Tufts
University.

PHILIP CLAYTON

Dr. Philip Clayton holds a B. Com (Hons} in
Economics, with distinction. Prior to taking up
2 Rhodes Scholarship at Oxford Unsversity, he
lectuted in the Economics Department. At
Pembroke College Oxford, he obtained an MA
in Politics, Philosophy and Economics. Upon
his rerurn to South Africa in 1988, he was
appointed 2 lecturer in Economics at Rhodes
University. Following a short stnt in the avil
service, he joined the Economies Division of
Standard Bank in 1991. In 1991 hc was
promoted to Senior Economist. In 1998, he
Joined Standard FEquitics, the stockbroking arm
of the Standard Bank Group, as cconomic
strategist. e has written several arucles for
journals and magazines concerning sub-Saharan
Africa. He has also spoken widely throughout
southern Afrca, and at conferences further
afield.
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KENROY A. DOWERS

Dr. Kenroy A. Dowers is a financial economist
doing rescarch and providing advisory services
on issucs relating to securities and financial
market development at the Inter-American
Devclopment Bank (IDB). In this capacity he
has worked on projects pertaining to developing
stock cxchanges in Latin America and the
Caribbean, strengthening of clearance and
settlement systems in Mexico and Nicaragua,
Regulation of sccuritics markets in Guatemala,
Bahamas and El Salvador; promoting the
sccutitization of tradable assets in Feunador,
Peru, Bolivia and Belize developing sub-national
debt markets in Mexico and Ecuador; and
pension fund reform in Barbados, Nicaragua
and Trinidad and Tobago. Before joining the
Inter-American Development Bank, he was 2
FFinancial Feconomist at the Federal Home Loan
Mortgage Corporation (Freddic Mac), whete he
worked in the risk management department on
models to monitor and control portfolio risk.
He has also worked as a Financial Analyst at the
U.S. Sccuritics and Exchange Commission on
the regulation and supervision of collective
investment vehicles. Dr. Dowets holds a Ph.D.
in finance and an MBA in cotporate finance and
investments from the University of New York at
Buffalo. FHe has also published rescarch and
technical studics pertaining  to  corporate
governance, cvaluation of the petformance of
mutual funds, clearance and settlement, and the
development of secondary mortgage market.

GABRIEL FAL

Mr. Gabrel Fal is currently the Chief Exccutive
and Founder of CGF Bourse, a stock exchange
brokerage firm and 2 member of BRVM (Regional
Stock Fxchange in West Africa). Mr. Fal is also a
dircctor of BRVM. He is a graduate of McGill
University in Montreal, Canada whete he obtained
an MBA in finance and the Graduate School of
Commerce and Administration in Rouen, France
where he obtained 2 Diploma in Adminstrative
Finance and Accounting, Beforc founding CGF
Finances, he worked at the Citibank in Dakar
where he served as Regional Director in
Francophone Africa and rosc to the rank of Vice
President. He later served as director in the credit
department, Citibank, London. M. Fal has written
several articles on Stock Exchanges and Financial

Markets.

KOKOU GOZAN

Mr. Kokou Gozan is currently the Co-ordinator of
the BRVM, the regional stock exchange of West
Africa. He holds a Bachelors Degree in
Ficonomics from the University of Grenoble,
France. Ile 1s alse a Diplomate of the Sorbonne
University where he graduated with post-graduate
diplomas in Banking and Pinance. e wortked at
the Central Bank of West African States in Dakar,
Sencgal as an advisor to the Director of Research.
He also undertook a diploma course in Banking
and Finance from the training centre of the Central
Bank of West African States in Dakar, Senegal.

AUGUSTIN KWASI FOSU

Dr. Augustin K. Fosu is Director of Research of
the African Fconomic Research Consortium
(AERC), based in Nairobi, Kenya. Fe is currently
on leave as Professor of Economics, Department
of Hconomics, School of Business
Administration, Oakland University, Michigan,
US.A., where he taught for nearly twenty years
and scrved as Chair of the department. He was
Visiting Associate Professor at the University of
Rochester, New York, dunng 1992-1993. He
received his doctorate and mastet's degrees in
cconomics from Northwestern University in 1975
and 1979, respectively. Prof. [Fosu has served as a
consultant for both national and international
entitics, including the National Research Council
and the ducational Testing Service in the U.S,, as
well as for the African Capacity Building
Foundation and the AERC. He has published
widely in both labor economics and economic
growth and development.

CESAR J. GONZALES JR.

Mr. Cesar Gonzales is currently an Investment
Analyst at the Calvert Assct Management
Company Inc, where he is responsible for all the
relationships with external sub-advisors with assets
of $20 billion under management. He was
previously employed by Progress Investment
Management Company as a fund manager, and
Hutchinson Investment Management as  an
Assistant  Portfolio Manager. Mr.  Gonzales
graduated from the Strayer University in
Washington D.C., USA with a Bachelors degree in
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Fconomics.

GOODIE M. IBRU

Mr. Ibru is President of the Nigerian Stock
Iixchange and Acting Chairman, Board of
I'rustees, Federadon of Tournism Assodations of
Nigetia. He was born in Kano in 1942. He had his
primary education at Yaba Mcthodist School, Yaba
and later went to Ibadan Grammar School, Ibadan.
e proceeded to University of London (Holborn
College of 1.aw), graduated 11.B in 1966 and was
called to the English Bar (Inner Temple) in 1966.
He cnrolled in the Nigerian aw Scholl in 1967 and
at the Supreme Court as Solicitor & Advocate 1n
1968. He became 2 Notary Public in 1973, Mr.
Ibru is chaitman/director of various companics
including Ikeja Hotel, owners of Sheraton Lagos
Hotel & Towers, Tourist Company of Nigeria
(Owners of Federal Palace Hotel) and Triumph
Merchant Bank Ple. He is also a member of
several social and professional organizations like
the Rowmry Club of Lagos, Metropolitan Club,
Institute of Directors and Nigerian Institute of
Management.

MUMBA KAPUMPA

Mumba S. Kapumnpa has been Sccretary and Chicf
lixecutive, Securitics and Exchange Commission,
Zambia since 1992. After obtaining an LIB with
distinction in International Law and Company Law
in 1970 at the University of Zambia, he was
admitted to practice as Advocate in 1971, Mr.
Kapumpa was leader of the rescarch team for
cstablishing the sccurittes industry in Zambia;
Deputy Leader of the Organization of African
Unity (OAU) Fact-finding Mission of Experts on
question of violence in South Africa; Chairman,
Negotiating Team for the Zambia Prvatization
Agency; Member, Interim Governing Coundl of
the African Capital Markets Forum and Member,
law Assodiation of Zambia (1.AZ) since 1975. In
1990, he won the Schweppes Service Award for
Dedication to Duty. He has served as Chairman,
National Arts Council of Zambia and produced
and hosted 2 television programme on Law and the
Community.

JOB KIHUMBA

Mr. Kihumba is currently a practicing business and
corporate consultant.  Fe retred recently after
serving the Nairobi Stock Iixchange as its Chief
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Executive and Secretary for over a decade, between
1987 and 1999. During his ame at the Stock
Lixchange he oversaw the creation of a formal
stock market as its first Chief lixecunve. He
designed and implemented new  wading  and
settlement systems and supervised 2 twelve-fold
growth of the stock market’s capitalization in only
cight years. He supervised prvatization issucs
through the stock market for all major state
corporations listed on the cxchange dunng the
perod.  He was also msmumental i the
iniroducton of Government and Corporate Debt
sccurites trading on the stock market  Tle was
involved in  wvarous capacdges m  all  the
developments of capital markets in Kenva and 1ast
Africa during the period and was instrumental n
the creation of the Africa Stock Ixchange
Association from conception. Fe was involved in
the founding of the Africa Capital Markets Forom
and was onc of the five persons clected to its firse
steering committee n 1993, Mr. Kihumba holds 2
MBA from UK and is a member of a number of
professional institates.

FELIPE LARRAIN

Since carly 1997, Dr. Felipe Larrain has been the
Robert P. Kennedy visiting Professor of Laun
American Studies at the Joha & Kennedy
School of Government, Harvard University, and
Dircctor of the Central America Project at the

Harvard Institute for International
Development. He is also a Faculty Fellow at
Harvard’s Center for Internadonal

Decvelopment, a Professor of Economics {on
extended leave) at Universidad Catolica de Chile
in Santiago and President of Felipe Larrain I. &
Associates, an cconomic consulting company.
Since 1985, he has served as economic advisor
to several American governments, including
Bolivia, Canada, Ecuador, Jamaica, Mexico,
Nicaragua, Paraguay, Peru and Venczuela. Heis
currently an advisor to the governments of
Colombia, Costa Rica, Chile, Ecuador, Kl
Salvador, Guatemala, Honduras, Nicaragua and
Peru. Professor Larrain is also a consultant on
macrocconomics issucs to the United Nadons,
the World Bank, the Jiconomic Commission for
I.atin America and the Carbbean, and the Inter-
American Development Bank. Fle has also been
a consultant to a number of I.atin American and
U.S. companics, and 2 board member of several
companics and insttudons in Chile, the U.S. and



Farope. He received a2 PhI2. (1985) and Master
of Arts (1983) in Economics from Hatvard
University, and he obtained a Bachelor of Arts
in Hconomics from the Universidad Catolica de
Chile (1981). He is the editor and author of
seven books. His book Macrocconomics in the
Global liconomy, co-authored with Professor
Jeffrey Sachs (Prentice Hall, New Jersey,
Harvester Wheatsheath:  London, 1993), has
been translated into Chinese, German, Italian,
Japancse, Portuguese, Russian and Spanish and
is forthcoming in Arabic and Dutch. He has
published over 80 articles in books and
specialised journals in Jatin America, the United
States and Iurope.

AMBASSADOR VIJAY SINGH MAKHAN
Ambassador Vijay Makhan was recently reelected
Assistant Secretary-General of the OAU at the
1999 Summit Meeting of the OAU Heads of State
and Government held in Algeria, having been fiest
clected to the position in 1995, Por to that, he
served as Secretary for Foreign Affairs of the
Republic of Mauritius. His distinguished diplomatic
carcer included positions as Ambassador of
Mauritius  to  the OAU  and Permanent
Representative of Mauritius to FAQ, UNEP,
UNUESCO and UNECA. Ambassador Makhan
holds a BA in History and a Diploma in
International Relations from the University of New
Delhi and a Diploma in International Relations and
Diplomatic Practice from Canberra University. He
is author of Policy Conscsnsus: Strategy Vacuum —
A Pan-African Vision for the 21% Century,
published by Macmillan in July 1997 and has
published several papers on the subject of African
development and diplomacy.

SAM MENSAH

Dr. Sam Mensah, is a Financial Economist and an
Investment Banking Consultant. Until recently, Dr.
Mensah was Assistant Professor of Finance at the
University of Michigan. Ile holds an MBA and
Ph.ID. in Finance from the University of Toronto
and an M.A. in Economics from the University of
Ottawa.  Dr. Mensah is also a Certified
Management Accountant (Socicty of Management
Accountants of Canada). Dr. Mensah has held
positions in Cotporate Finance with Aema
Insurance and was 2 Senior Policy Analyst for the
Ministry of Finance of Canada. Dt. Mensah has
consulted extensively for Ghanaian firms and

international clients including the Ghana Stock
Exchange, USAID, the Commonwealth
Sccretariat, the Wortld Bank and the Canadian
International  Development  Agency.  His

publication record includes articles in the Journal of

Fautnres Markels, Public Finance Onarterly and Uinancial
Review. He is cditor of Afian Capital Markels:
Contemporary Lusues, a2 compilation of rescarch papers
published in 1996 and author of Sewritier Markels
and Investments: /1 Ghanatan  Primer. e was
instrumental in the establishment of the African
Capital Markets Forum, a regional organization of
regulatory and policy agencics, capital market
operators, stock exchanges and donor agencics and
continues to serve as Secretary of the Interim
Governing Council, with responsibility for the
secretariat.

TOM MINNEY

Mr. Tom Minney is the General Manager of the
Namibian Stock FExchange (NSX). His education
includes a BA Honours degree in  lliterac
Humaniores from Balliol College, Oxford
University (1983), a Post-Graduate Diploma in
Journalism from the University of Wales (1984)
and a Master of Business Leadership degree at the
Untversity of South Africa, passed cum laude
(1998). He was a journalist for ten years (including
wortking for Investor’s Chronicle and Christian Aid
in UK, and for The Namibian daily newspaper, as
well as stringing for the BBC, Reuters and other
international agencics). He moved to Namibia in
1990, after independence. In 1994 he joined the
NSX as Administrative Officer and, since 1995, has
been the General Manager managing strategy and
operations. :

NORMAN MULLER

Mr Norman Miiller is presently Manager of
Financial Markets with the inancial Services
Board’s (I'SB) Department of Financial Markets
in South Africa. His current responsibility is,
amongst others, the supervision of the
Johannesburg Stock Fxchange. Before he joined
the FSB, he was Deputy Director, Manpower
Utlisation and Head of the Economic Division
at the National Manpower Commission (NMC)
(1989 to 1993). He also acted as Head of the
Secretariat of the NMC for a petiod of two years
(1994 to 1995). He holds two Bachclor of
Commerce degrees as well as a Master of
Commerce from the University of Stellenbosch.
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Ile also holds a Diploma in Financial Markets
and Instruments obtained from the Rand
Afnkaans Umiversity. Mr Miller has  also
lectured at the University of Stclienbosch (1981
to 1989) in Business Economics.

CLIFFORD D. MPARE

Mr. Clifford ID. Mpare 1s Executive Vice President
and Co-Chief Investment officer for Sloan
Financial Group Inc. Clifford manages the fixed
income management and ecquity management
teamns for NCM Capital Management Group, a
subsidiary of Sloan Financial Group. He develop
and implements strategics for the company’s $4.4
billion portfolio. Prior to joining Sloan Iinancial
Group, Clifford was a Scnior Analyst with First
Union National Bank of North Carolina, where he
managed the bank’s privatcly held business
investments for the Southeast region. Clifford is
also the Chief Investment Officer for New Africa
Advisors, a subsidiary of the Sloan Financal
Group. Clifford is a Chartered Financial Analyst
and a Certfied Management Accountant. He
received a Bachelor of Commerce from St. Mary's
University and 2 MBA from Dalhousic University
in Canada. He is a well respected figure in the
professional investment community. Clifford has
served as a grader and panelist on standard setting
for the Association for Investment Management
and Rescarch (AIMR). He has been a guest
panclist at various confercnces on domestic and
international investing, and he has been featured in
various business publications including Fortune,
Black Enterprise, USA Today, and Emecrging
Markets Week.  Clifford has also appeared on
CNBC’s Taking Stock. Ic served as a professor of
Accounting and [inance at Wingate College.
Clifford is a member of the Instmte of
Management  Accountants where he held  the
posiion of Vice President for Education and
Professional Development for the North Caroline
chapter. He is 2 member of The North Caroline
Society of Financial Analysts. Mr. Mpare is bisted in
the Who’s Who Registry of Business Leaders.

S. BRIAN MUSONDA

Mr. Musondz is currently in his sccond term as
Chairman of the Sccuritics and Exchange
Commission of Zambia, his first term having
been from 1994 to 1997. He is a professional
accountant by training and qualification, having
attained membership of the United Kingdom-
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based Chartered Assodation of Certfied
Accountants in 1985. Mr. Musonda has spent
most of his working life in the professional
accounting ficld with Deloitte & Touche, where
he retired as a partner in 1996. He now works as
a financal consultant with his furm, Paragon
Consulang Limited, spedalizing in insolvency,
and is also a partner in the internadonally
affiliated accountng firm of BDO Karcka
Evans.

CORNELIUS T. MWALWANDA

Cornclius 1. Mwalwamda (a citzen of Malava)
1s cmploved by the United Natons liconomic
Commission for Africa (UNECA), as Semor
Iiconomic Affairs Officer in the liconomic and
Social Policy Division. e has been with ECA
sincc July 1990 and has served in various
capacitics including as Chief of the Monctary
and Financial Relatnons Section 1n the Trade and
Development Finance Division and Officer-in-
Charge of that Division on scveral occastons.
He was instramental in the establishment of the
African Capital Markets Forum, scrving as a
member of the Interim Governing Council
Professionally, Comclius s a devclopment
cconomist, a central banker with extensive
knowledge of international finance  and
problems of structural adjustment of Afncan
cconomics. He began his career as 2 Bank Clerk
(Economist) in the Reserve Bank of Malawi and
ros¢ through academic and professional
improvement to hold posts of Assistant
Director, Deputy Director, and Iircctor of
Rescarch and  Swatistics; and then Deputy
General Manager for Economic Services of the
Bank. While wath the Bank hc participated in
two debt rescheduling exercises of that country
with the Paris and London Clubs. Cornclius has
served as member of the Board of Dircctors of
numercus public enterprises in Malawi as well as
a member of the Advisory Board of the Afnican
Feonomic Rescarch Consortum {AFERC). He
has also becen a member of the Board of
Directors of the Sanford English Community
School in Addis Ababa. He holds the degrees of
B.Soc.S¢, M A.(ieconomics) and Ph.D.

MTHULI NCUBE

Dr. Mthuli Ncube has been Managing Director
of Barbican Assct Management, Zimbabwe
since 1997. Prior to that he was Head of Asset



Allocation Strategy and Executive Director of
Investec Asset Management, Botswana. After
completing his PhID in Finance at Selwyn
College, University of Cambridge in 1990, Dr.
Neube served as Assistant Professor at the
I.ondon School of Economics for five years.

JEFFREY NGOBENI

Jeffrey Ethan Ngobeni is currently employed at the
Johannesburg Stock Exchange (JSE) in the capacity
of Manager: Rescarch and Development since
1997.  He is responsible for developing and
managing the JSIZs internal databasce of qualitatve
rescarch  on  sccutities  matkets  locally and
internationaily. He also monitors and reports on
market and product trends globally. His
department is  also  responsible for initiating
research into development of new or upgraded
securitics markets products as well as developing
the stock exchange’s corporate strategic plan. Prior
to his appointment at the JSE, he was employed as
a Strategy Consultant at Gemini Consulting Iid, a
South African subsidiaty of CapGemini Sageti, a
multinational management consulting company.
He completed his Masters degree in Business
Administration (MBA) at Jackson State University,
Mississippt, USA in 1996, During his tenure in the
USA, he was employed at Systems Consultants
Associates, a consulting company, as 2 Business
Analyst untl his departure in 1996.

KEN OFORI-ATTA

Mr. Ken Ofori-Atta is the Exccutive Chairman
and Cofounder of Databank Financial Services
Limited, in Ghana, a full service non bank
financial institution established in 1990. Ken
received his BA in Economics from Columbia
College in New York and his MBA from the
Yale School of Management. He worked at both
Morgan Stanley and Salomon Brothers in New
York City in their Corporate Finance and
Mergers & Acquisition Units (1984-1990) prior
to his founding Databank. He is a Director of a
number of companics listed on the Ghana Stock
Yxchange: Home Finance Company Limited,
SSB Bank Limited and Enterprise Insurance
Company Limited. Hle 1s also on the Board of
Aid to Artisans and a Trustee of the University
of Ghana ISSER Endowment Trust.

REMO POLLASTRI

Remo 1s an Executive Director and joint
controlling sharcholder of Dataworld Assct
Management (Pvt) Lid which is based in Harare,
Zimbabwe.  Dataworld is the latgest privately
owned investment company in Zimbabwe, with
substantal funds invested in the stock market and
money market. The company has a relatively small
but prestigious base of high net worth individuals,
corporates and pension  funds. Dataworld  also
manages two prominent cquity and a money
market unit trust to cater for the smaller investor.
Remo Pollastri was born in Kenya and was
cducated in Zimbabwe. Fle holds a Bachclor of

© Accountancy (Honours) Degree and is a qualified

Chartered Management Accountant (UK). Prior to
jolning Dataworld, Remo held senior exccntive
positions 1n  two of Zimbabwe’s leading
conglomerates.

DAVID STUART RENNIE

David Stuart Rennic s General Manager,
Commercial Union Investment Management in
South Africa. Prior to that he was Portfolio
Manager, Protea Assurance Investment and
Manager, DBond and Dedvative Trading, for
Anderson Wilson and Partnets Inc., a2 membet of
the Johannesburg Stock Exchange (SIY). Mr.
Rennic has been extremely involved in the South
African Capital Market in various capacities which
include member of the gilts sub-committee of the
JSE, member of the product development
committee of the South African Futures Yixchange
and executive member of the Bond Market
Association. Mr. Rennie 15 a Fellow of the
Instrute of Financial Markets of South Africa.

J.S. SALKIN,

Dr. Salkin is Senior Monctary Feonomist for the
Government of Ghana/USAID  ‘Irade and
Investment Reform Program: Improved Policy
Reform and Financial Intermediation Project. Tis
previous cxperience  inchudes: Director of the
Research Department, Principal Research Officer,
Bank of Botswana; Director of Macrocconomic
Planning, Chief Fconomist, Macrocconomic
Planning, Principal Planning Officer, Senior
Planning Officer, Ministry of Finance and
Development Planning, Government of Botswatta;
Associate Professor of Economics, University of
Botswana, North Carolina Central University,
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Naval Postgraduate School; Visiting Professor,
Thammasat University, Thatland, University of
Delaware; Assistant Professor of Economics, Duke
University;  Lecturer, Northwestern  University,
Depaul University, Illinois; Senior Policy Analyst,
Govemment of Indonesia, Government of Nepal,
USAID.

ESTER SAVERSON, JR.

Ester Saverson, Jr. is an Assistant Director in
the Office of International Affars of the
Sccurites and Exchange Commission. As an
Assistant  Dircctor, Mr. Saverson  has
participated in numerous technical assistance
and training projects to sccuritics market
regulators and professionals around the world.
Prior to assuming this position in January 1996,
Mr. Saverson worked in the Division of Market
Regulatdon of the Securitics and Exchange
Commission as a Special Counsel in the Office
of Seclf-Regulatory Oversight and  Market
Structure from Aprl 1993 to December 1995
and as a Branch Chief in the Office of Securitics
Processing from July 1988 to April 1993, Mr.
Saverson  joined the Division of Market
Regulatdon as a Stuaff Attorney in September
1981. Mr. Saverson received his LI.M. with
cmphasis in Securities Law from Georgetown
University Law Center in January 1991, and his
J-1D. from Washington University School of Law
in 1979. Mr. Saverson reccived an A B. with
honors from the University of Illinois in 1976.
Mr. Saverson is a member of the District of
Columbia Bar.

LEMMA W. SENBET

Lemma W. Senbet is the William E. Mayer Chair
Professor of Finance at the University of
Maryland. Previously he held two endowed
chairs at the University of Wisconsin - Madison
as the Charles Albright Professor of Finance
{1987-90) and as Dickson-Bascom Professor
(1983-87). As Visiting Professor, he taught at
Northwestern University (1980-81), University
of California-Berkeley (1984-85), and New York
University (1996). He was also Disunguished
Rescarch Visitor at the London School of
Economics in June 1994. Professor Seabet is
internationally recognized for his extensive
contributions to corporatc and international
finance, and he has reccived numerous honors
and awards. The 1986 survey ranked him third

among world-wide contributing authors to the
Journal of Finance for the period 1976-1985.
Fle¢ has been clected twice to the Board of
Directors of the American inance Assoqation
and has been the President of the Western
Finance Associaton. Hc anained  these
prestigious professional offices on the basis of
his lasting impact on the finance profession.
Professor Scnbet has also served on numerous
journal cditorial boards. Professor Senbet has
been a consultant for the World Bank, the
International Monetary  Fund, the United
Nations, and various governmental agencies in
USA, Canada, and Africa on issues rclating to
corporate finance, capital market devclopment,
financial scctor reforms, banking regulation,
globalization, and insamtonal design. An
Ethiopian by birth, he was awarded the 1970
Chancellor’s Gold Medal as  outstanding
graduate of Haile Sellassic T University {received
from the Empcror). Professor Senbet has
chaired numcrous natonal and international
programs, dclivered invited and kevnote
speeches, and served on numcrous pands at
international forums around the United States,
the Pacific-Basin, and Africa, induding at the
Third  Afrcan/African-Amencan  Summit
(Dakar, 1995) and the Conference of Council of
African Ministers of Finance {Addis Ababe,
1997). He is a recipient of the 1994 Allen Krowe
Award for Teaching Excclience at the Universicy
of Maryland Business School.

MICHAEL E.M. SUDARKASA

Michael E.M. Sudarkasa currendy serves as the
Vice-President, Chicf Operatons Officer of New
Africa Advisers, a private equity finance firm which
specializes in  foreign direct and  portfolio,
investment in Africa. Pdor to joining New Africa
Advisers, Mr. Sudarkasa served for almost two
years as the Director, Intemational “I'rade and
Investment Promotion Services of 1.abat-Anderson
Incorporated (LABAT), a $60 million consultng
firm which spedalizes in Informadon Services,
Environmental Services and  Privatc  Sccior
development.  or seven years prior to joining
LABAT, he served as the President of 21 Century
Africa Inc, a professional scrvice firm which
promoted US/Afrca trade and invesiment by
offering Rescarch services, Representaton services
and Trade and Investment faciitanon services and
related Training. Mr. Sudarkasa has authored
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scveral articles and  publications  related to
US./Africa trade and Investment development,
including: The Aftican Business Handbook: a
Practical Guide to Business Resources for
US/Africa Trade and Investment. Mr. Sudarkasa is
a Co-Chair of the Ametican Bar Assodiation’s
African J.aw Committee, and of the Durham,
North Carolina based AfticaNews Online {an
Internet-based  Afiica service). Michael
Sudarkasa received his Bachelors of Arts degree in
1985 from the University of Michigan, Ann Arbor
with High Honors in Tistory (African Studics
concentration) and a Jurds Doctorate degree in
1988 from Harvard Law School. He is admitted to
practice before the State of Flotida Bar, the Bar of
the District of Columbia Court of Appeal and the
U.S. Court of International Trade.

news

GEOFF TRUMAN

Mr. Geoff Truman is the Head of Financial
raining for Crown Agents Financial Services
Limited in the UK. His carcer and original
discipline was that of accountancy with a bias
towards business development consultancy and
computing. His computing knowledge took
him to the London Stock Exchange where he
was responsible for the development of trading
systems for trading cquity detivative products.
Within the London Stock Exchange, Geoff
became Head of Market Operations for the
London Traded Options Market, a role which
included  product  development,  market
operations and rcgulation. From the London
Stock Exchange Geoff joined LIFFE the
London derivatives exchange and from there he
joined Crown Agents in a senior training role.
Geoff has advised exchanges in Russia, Central
Asia and Europe on trading and product
development and  currently heads a  team
providing a wide range of training and project
management both in the UK and in-country in
financial disciplines.

SAM ZIORKLUI

Dr. Ziorklui is an Assodiate Professor of Finance at
Howard  University, School of Business,
Department  of  Finance and  Insurance,
Washington, ID.C. USA. He has extensive research
and publication records on topics relating but not
limited to the financial sector reforms and the
development of Aftican financial (capital) markets
and growth. He is the principal investigator of two
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USAID sponsored EAGER/PSGE (Equity and
Growth through Economic Research)/(Public
Sector for Growth and Yquity} rescarch projects
under the collaborative agreements with  the
Harvard Institute of International Development
(HIID), USA. Dr. Ziorklui has been an external
reviewer for the National Rescarch Council
(NRC), USA, and a reviewer for various referced
journal publications in the USA. He has also
been 2 consultant with many domestic and
international otganizations in the USA.
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