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Foreword

The financing of longterm and sustained development is one of the major
problems confronting Africa. In this connection, the development and
strengthening of credit and capital markets should be one of the priorities on
the development financing agenda of all African countries during the closing

years of the 20th century and the ensuing years of the 21st century.

This study raises a number ofpertinent issues as a guide to the establishment

of capital markets in Africa. It examines the issues, draws lessons from the
experiences of several countries and makes recommendations for consideration

by African countries at the national, subregional, and regional levels. The
significant role of credit and capital markets in the process of financial
intermediation and its relationship with economic development has been

universally recognized and acknowledged. Inspite of this, several impmging

factors have retarded the establishment of effective capital markets in most
African countries. The study highlights the constraining factors and suggests

action to resolve them.

A case is also made for the intemationalisation of the securities and capital
markets of African countries. In this regard, lessons are drawn from the
experiences of both the industrialized countries of Western Europe and North
America and those of Asia and Latin America. These latter markets have become
aggressively innovative so much so that foreign direct Investment is flowing
through the capital markets into the various countries in the region. Creating

the enabling business climate and environment has been a priority of
governments and the business community. Latin American countries have taken
the lead in using capital markets as intermediaries for debt-equity swaps and
other debt conversion schemes. African countries and their development

institutions have the opportunities to team from the successes and failures of
the endeavours of these countries. Appropriate, recommendations have also

been made for consideration in this regard.

African countries that already have stock exchanges are urged to take
proactive action to expand and strengthen them. Those that are still
contemplating are encouraged to give serious consideration to the merits and
positive benefits that would accrue to the development financing efforts of the



country. Viable stock exchanges would , at least, complement the short-term

credit facilities of banking financial institutions and give a fillip to the long
term development objectives of the government

The recommendation that African countries should become members of
the African Capital Markets Forum which wOl be launched in 1994 is important
Membership will give each country the opportunity to share experiences and
draw lessons to strengthen the development of national credit and capital
markets.

It is hoped that this study will be of interest to African countries and their
developmentpartners:individual savers, intermediation institutions and investors.
In this regard, an efficient private sector should be considered as central to
the tempo of capital market operations. The role of government in creating
the enabling environment and business climate for the private sector and capital
markets to Sourish cannot be overemphasised. If the study succeeds in inciting
public policymakers, individual entrepreneurs and the business community to
take keen interest and concrete action in capital markets development issues,
then it would have served the promotional and advisory goal for which it is
intended.lt should be the forerunner of many more problenwsolvin* studies in
this very important field of financial resources mobilization for lonfrterm social
and economic development

Relevant suggestions, comments and feed-back on any aspect of this study
or on the topical issue of credit and capital markets and Africa's development
are invited from readers and will be appreciated. Please address correspondence
on Africa's capital markets to:

Sadi* Rashwd, Director

Pufcbc Administration

Human Resources and Social Development Division
P.O. Box 3001,

UN Economic Commission for Africa,

Addis Abate, Ethiopia

Facsimile 251-1-5144-16



L Introduction

A synopsis of the study

2

Credit and capital markets are a viable option for financing social and
econoidcdevelopmentonasustainedbasi^Thisisparticularlypertnent

to African countries which are currently undertaking economic reforms
toward market-based economic structures. These compnse financial
intermediaries or institutions which provide the intermediation processes

required to speed up the pace of economic development These

intermediaries bring together savers/lenders and borrowers^nvestors

Through the intermediation process they facilitate the mobdization
of savings and the channelling of the savings into investment in

agriculture, mining, industry, commerce and other tertiary services.

In virtually all African countries financial intermediation is in a
rudimentary state, limited, as it were, mostly to banking institution*

This imposes serious financial constraints on investment for long-term

economic growth1/ and development In effect, improve^ .n *e
financial intermediation process is one of the critical preconditions.for
economic growth. Besides the mobilization of savings, mtermediation
tramferssavingsfromsurplustodeficitsertorsandbysodoingenhanMS

new investments and accelerate the rate of sockxconomtc growth. This
underscores the importance of capital markets in the financing social

and economic development in Africa.

Capital markets are important in the mobilization of savings for
investment. They provide farmers in rural areas, for instance with
opportunities and options to decide how best they want to hold their
savings in either physical assets such as cattle or to put their savings
in post office savings banks, government bonds or insurance policies.

Similarly, salaried persons in urban areas also have the opportunity to
invest their meagre savings in mutual funds and unit trusts or buy
securities. The savings rate can also increase due to the avaUabdi y of
capital market opportunities. These markets enable the saver to lend
through the safety and marketability of an institution than lend directly
to the borrower . This increases the supply of savings and enhance



5.

6.

7.

opportunities for investment and dvelopment2' Tht liquidity of stock
exchanges provides opportunities for small and big savers to choose
to hold their savings in either cash or securities or both.

- —r » "i both foreign direct investment

: investment The impersonal nature of stock exchange
: implies, for example, that investors need not be identified

by their own names. In the circumstances they can buy and seil their
securities wUhout interference by, say, the government it is subsumed
of course, that the investment code of the host country encourages
foreigners to Participate in national stock markets and PDI opportunities
CAlSC.

With the internaUonalisation of stock exchange dealings, foreign
mvestors can buy shares and stocks in African countries withoVtv&W

^ca-lTiisinSowofforeigninvestible funds through the stock exchange
can increase the mvestment resources available to African countrieT

Given theNationalisation of capital markets, stock exchanges can
UhU. debt^uity swaps and other debt conversion schZs. £
debt overhang problems of African countries have become legendary
Jhe development and strengthening of credit and capital marSs
development could afford these countries the opportunity to be involved
m debt<onversion schemesJtfrican countries have to undertake
country^nckegional specific studies to determine the costs and benefits
of secunues swaps on the lines of Latin American countries.

The role of the government in promoting credit and capital market*
.s crucial to their success. Because of the significance oftrTmark^
22^ Cfitical r0le in «»*« economic growth^
development governments cannot afford to stay aloof. The government
fo*to create the enabling environment for the establishmTand

development African countries need to develop thei'finan'S^u^!
to promote rapid economic growth rather than leave thinfls tn m*A*

aT'wl"!^* WWCh °* PriVate s~o«>^
27 f ge& "" fomulati»n. PnmulgaUon »d

momtoring of prudential regulations for money and capitalmarkets
are the responsMity of government The government anSl^



sector are responsible for the supervision and implementation of

prudential regulations on the establishment and functioning of capital

markets.

8. Based on the survey and analysis of the issues, the study makes

recommendations on action to be taken at the national, subregkmal,

and regional levels to foster the establishment and strengthening of

credit and capital markets development and the private sector in Africa.

Each country would consider the recommended action against the

parameters of its own development policy, level of sophistication of

the economy and development priorities. The study underscores the

fact that financial intermediation ( and hence the establishment of

credit and capital markets) is a dynamic force in sustainable development

Background to the study

9. In view of the foregoing importance of credit and capital markets as

an option for the financing of rapid socio-economic development, it is

imperative to urge African countries to give serious consideration to

the establishment of these markets at the earliest opportunity. Against

this background two major international conferences were convened

in 1992 and 1993 to discuss issues relating to the development of

capital markets in Africa. The Securities and Exchange Commission of

Nigeria organised the first conference in collaboration with the African

Development Bank.lt was held in Abuja, Nigeria, on 11-13 November

1992. The main objectives of this conference were to assist African

countries that have formal capital markets to develop them further;

educate African nations about ways and means of establishing formal

capital markets; and find ways and means of reducing African nations'

debts through the use of the capital market option. In all,there were

245 participants drawn from 24 countries, including the United States

of America and the United Kingdom.

10. The Capital Markets Authority and the African Finance and Economics

Association, a US-based association of African academics and

practitioners in finance and economics, organised the second conference

which was held in Nairobi, Kenya, on 1&-20 August 1993. The objective

of this conference was to bring together academics, practitioners in

African capital market institutions (banks, stock exchanges and

investment dealers), regulatory and policy agencies (securities



commissions, central banks and finance ministries) and multilateral and

bilateral development agencies, to deliberate on issues relevant to the

development.of capital markets in Africa. A total of 169 participants,

including 15 journalists, attended the conference. Out of the two

conferences emerged the consensus to establish a permanent African

Capital Markets Forum (ACMF). The Chairman ofthe Steering Committee

for the formation of the ACMF presented a progress report at the fifth

session of the Conference df African Ministers of Finance, held in

Libreville, Gabon, on 1-2 March 1994.

11. This study can be attributed partly to the concerns of African countries

regarding the underdeveiopment of capital markets and the adverse

impact on the mobilization of resources for long term investments. Its

genesis can, however, be traced to the leading role of the UNECA in

assisting African countries to find solutions to the perennial problem*

of underdeveiopment and marginalisation.

12. The purpose of the study is therefore to sensitize African countries on

issues that are pertinent to the establishment of credit and capital

markets. It is more of a promotional and educational study than a

guide on the nuances of capital market operations and transactions.

The menu of recommendations is intended to incite the minds of

stakeholders in Africa's efforts to extricate itself from the ignominy of

underdeveiopment in the midst of abundant human and natural

resources. As discussed at the recently held Conference of African

Ministers of Finance, the problematique of financing development in

Africa is due to Africa's failure to bring about meaningful trarisfermation

of its economies and thus to build up relative self-sustained financing

capacities. This study underscores the fact that appropriate policy

framework and adequate financial intermediation capacities in both the

banking and non-banking financial subsectors are the mam determinants

of financial flows for sustained, development In this connection, the

strengthening of the development of the private sector should be

regarded as a crucial factor in the establishment and development of
capital markets.

Nature of the problem

13. The development predicament of African countries could be attributed

partly to the inadequacy of financial intermediation and mechanisms



to mobilize the existing and potential financial resources for social and
economic development Savings and capital formation levels are low.
Investment rates and investment performance levels are unable to

generate sustained developmentCredit and capital markets have the
potential to play a proactive role in the mobilization of savings and
channel them into investments. Efficient investments would push the
frontier of development forward and upwardln this connection, the
restructuring of African economies, especially the strengthening of the
private sector and the establishment of capital markets, should accelerate

the pace of economic growth and sustained development

14 There are certain basic facts which need to be considered in
perspective.For instance, whereas credit and capital markets are , in

essence private sector financial mechanisms, the laws and regulations

governing their establishment and operations are promulgated by the

government A misunderstanding of the role of the government could
frustrate the development of these markets. This caveat is important
given the level of the soci<«conomic development of most African
economies and the fact that African countries are learning and
extrapolating financial instruments and mechanisms of development

from other cultures. The shifting of nonmarket to market economic

systems should create the enabling environment for credit and capital
markets to function. In this regard, the changing relationships between

the public and private sectors should give both sectors opportunities

to compete in financial markets.

IS The process of streamlining the public and building private sector

capacity in market-based economies entails, interjlift. the shedding of
some public sector activities which must of necessity devolve upon the
private sector.The development and strengthening of the latter sector

thus becomes an integral part of developing credit and capital markets

in Africa. It is significant to note that, whereas the importance of credit
and capital markets in the mobilization of resources for development

were recogniwd and acknowledged on the eve of the independence of
nearly aB African countries, the establishment, growth and development

of these markets have been lagging, inadequate or stunted.

16 This dismal pace of developing credit and capital markets can be
attributed to a number of impinging factors including the following:



(a) ^epre4ndependencepolidesofcolonialrefiinwweredeliberately
antagonistic to the evolution of a viable private sector. The

occupation^ political economy and hegemony of the day were

based on the exploitation of Africa's human and natural resources
for the benefit of the colonialists. The modus np»"»y» for

exploitation included the design and implementation of
macroeconomic and raicroeconomic policies and practices that
automatically stifled the economic initiatives ofindigenousAfricans

and prevented the emergence of a vibrant private sector in the
colonies. The evolution of a strong private sector would have
resulted in the establishment of several business enterprises which
would have spurred demand for financial services. This demand
would have stimulated the establishment of credit and capital
markets to service the private sector and meet some of the
financial needs of government

<b) The colonial public sector in African countries was also not
intended to bring about the social and economic development of
the occupied territories nor encourage the development and
strengthening of capital markets. Rather it was designed on the

rationale that investments should be made in areas such as
plantations and mining concerns which provided the much needed
raw materials and commodities for European industrialization
and consumption*. There were no such things as education for
development and public investment programmes for social and
economic development The role of the colonial public sector was
essentially to integrate the productive forces and the financial
transactions of African economies into those of Western Europe.

Commercial activities in the colonies were, for example, financed
directly by central and merchant banks in Europe. Colonialist*
In Africa .therefore, depended on European central and commercial
banks, discount houses and merchant banks for their credit and
capital market requirements.The earnings of produce Marketing
Boards , Cooperatives and Public Corporations or State-owned
enterprises were not ploughed back into the development of

African economies. These public undertakings were established
to meet the economic needs of European development and capital
markets. In effect, both the public and private sectors which



African countries inherited at independence were ill-equipped to

create the enabling environment for the establishment of

meaningful financial markets for sustained development

(c) As was expected, the immediate post-colonial regimes in Africa

invariably based their socio-economic development policies

.processes and strategies on the legacies of colonial rulers. In

retrospect, these regimes were preoccupied with the political

imperatives of natiorvbuilding and the enthusiasm of meeting the

promised and expected benefits of independence. In the absence

of a viable private sector at independence and against the

background ofthe issues mooted in the preceding sentence,African

leaders adapted the colonial rationale that the government and

hence the public sector was better placed to manage the economy.

d) The ideological orientation of some African countries toward

socialism/communism also contributed to the view that the public

sector should dominate and control the "commanding heights"

of the economy. The private sector and individual initiatives were

perceived as aberrations. Credit and capital markets were therefore

considered as private sector/capitalist institutions and

mechanisms. They were not allowed to evolve.

(e) There is also the consideration that at independence, with the

exception ofagricultural plantations and the mines which produced

for export to the erstwhile metropoles, as already noted above,

subsistence agriculture was the mainstay (80-9596 of the

population) of the economies. The monetization of African

economies has thus been held back with dire consequences for

the evolution and development of financial markets as instruments

of financing development The continued dominance ofsubsistence

production in some African countries has, in effect, also retarded

the demand for the services of credit and capital markets.

(0 There is also the negative impact of financial repression on the

development of capital markets, in particular, and on the financial

sector in general. Financial repression refers to administrative or

policy restrictions on the behaviour of interest rates. These

restrictions tend to discourage savings which in turn adversely



affect the propensity to invest in order to break out of the vicious
cirde of poverty and social degradation.

(g) Confidence-building measures and improvements in the economic
management of Latin American and Asian countries have attracted

the flow of foreign direct investment into these countries-Capital
markets have continued to grow and strengthen. Investors'

interest has been sustained not only by higher yields on debt

but also by the liberalisation of controls on direct investment,
growth of privatisation Issues and emerging markets. Eurobonds

and syndicated borrowings were used to raise investible funds
on the international capital markets. Asia's regional market, the

Dragon Bond Market has conitnued to grow and dragon bond

issues are expected to treble at the end of 1994. Asian Currency

Note (ACN) is one of the innovations to complement the Dragon

Bond Market in Asia4/. While it is instructive for African countries
to learn some lessons from the Asian and Latin American

contribution to the development of international capital markets,
the adaptation of these experiences should not be based on

anecdotes but on serious studies on the African circumstances.

For Instance, the enabling political environment would have to

be created and the market creditworthiness of debt-ridden
countries improved before most African countries are taken

seriously on international capital markets.

Rationale and aims of (he study

17. This study is predicated by the rationale that credit and capital markets

can make positive contributions to the sustained and sustainable

development of African countries. The political economic history of
these countries, the experiences they have accumulated over the years,

the unfolding challenges of the closing years of the 20th century and

those of the ensuing years of the 21st century are convincing enough
for these countries to give serious consideration to the development

and strengthening of credit and capital markets. These markets boost

the development of both the public and private sectors of the economy
through the mobilization of savings and financial intermediation. With
the increasing trends toward the dominance of the private sector in
economic and commercial operations of the economy, it is reasonable



to expect this sector to be more active on capital markets than the
public sector. Since the symbiosis between the two sectors is vital to
social and economic development, it goes without saying that credit
and capital markets should be viewed synergicaUy not merely as
mechanisms for sectoral but also for national and regional development

in Africa.

18. The alms of this study are basically fourfold, namely, to:

(a) explore the feasibility of comprehensively developing and
strengthening the capacity of financial and capital markets m
Africa in order to promote entrepreneurship,enhance the

effectiveness and efficiency of the private sector , in particular,
and the technical and allocative efficiency of the whole economy;

(b) examine how the development of credit and capital markets can
™ed up business development on a continence basis and

contribute to the attainment of the goals of regional cooperation

and integration in Africa;

(c) explore the role of capital markets in foreign investments and
foreign debt management in Africa; and

(d) make proposals to African governments as well as the business

community regarding policies, institutions and practices which

could be put m place to accelerate the establishment and fucuomng

of credit and capital markets, where they do not already east or

to strengthen the operations and efficacy of existing ones.

Objectives of the study

19. ta order to accomplish the above fourfold aims, the specific objectives

of the study are to:

(a) Identify the prerequisites for and the problems impinging upon
the establishment and development of capital markets in Africa
with a view to formulating proposals for actiorcthere should be

elicit clarification of the role of the private and public sectors
in view of the interactive role of these sectors and the implications

for capital markets development;

11



20.

(b) Review the structure and functions of the financial system and
institutions in Africa with a view to promoting a better
understanding of capital market policies and practices: this
sensitization should stimulate the interest of potential investors

and entrepreneurs as well as that of policymakers as stakeholders
in Africa's development;

(c) Explore and analyze how to create and sustain enabling
environments and provide independent and impartial advice to

African countries and sensitize Africa's external development
partners on matters pertaining to capital markets development
and operationalization including debt management implications.
THs should include the promotion of research and development;
education and training; maintenance and accessing of a database
on financial and capital markets in Africa as well as the

establishment of linkages with international capital markets.

Scope and organization of the study

After this introductory chapter,chapter 2 reviews the structure and
characteristics of development finance institutions with special reference

12



to credit and capital markets functions and operations. Chapter 3

examines environmental prerequisites for the establishment and

enhancement of capital markets development, including lessons of

experience in the establishment and development of these markets in

selected countries. Linkages with international capital markets are

explored in this chapter. Chapter 4 deals with developing the expertise

and capacities of stakeholders in capital market activities; sensitization

programmes for public policmakers; human resources development for

capital market institutions and intermediation. Chapter 5 comprises

conclusions and recommended guidelines for the establishment,

development and strengthening of credit and capital markets in Africa.

21. U needs to be pointed out that the private sector has been emphasised

in the title of the study essentially because of the trend toward the

diminishing role of the public sector in economic and commercial

production in market-based economic structures. In freely competitive

markets, credit and capital markets are relevant in varying degrees to

both public sector enterprises and the government itself and to private

sector enterprises and entrepreneurs. The financing of development

through the capital markets mechanism therefore cuts across all

economic and social sectors or public and private sectros of the economy.

13



//. Review of Concepts, Structure and Functions of

the Financial System and Institutions and the Status

of Credit and Capital Markets in Africa.

Conceptual framework

22. The conceptualization of capital markets could be posited in the

Schumpeterian argument that finance is one of the most essential

ingredients in development^ The services provided by financial

intermediaries such as mobilizing savings, evaluating projects, managing

risk, monitoring managers and facilitating transactions are essential for

technological innovation and socio-economic growth and development

This argument implies that monetization of the economy will enhance

financial intermediation, increase the tempo of economic activities and

commercial transactions, and accelerate the pace of socio-economic

development This does not, however, suggest that there is a one-to-one

correlation between monetization and the pace of development That

there is some correlation is not in doubt In relative terms, several

economists would tend to argue that finance is a relatively unimportant

factor in economic development ^ The question which King and Levine

endeavoured to answer through empirical research is whether or not

higher levels of financial development are significantly and robustly

correlated with faster current and future rates of economic growth,

physical capital accumulation, and economic efficiency improvements7'
Other economists maintain that there are close ties between financial

and economic development8/ Thus, historical experiences and empirical
studies lead to the inference that the development of financial markets

is a necessary but not a sufficient condition for economic development

23 In most rural and urban areas of Africa some people do not have the

confidence to take their accumulated idle money to the bank either

because these financial institutions do not exist or because they are

ignorant of opportunities and advantages of savings. This latter situation

suggests that financial intermediaries should be established to mobilize

the accumulated idle money in the hands of the accumulators/savers

and make it available to borrowers/those who need the money for

15



business or consumption. This financial intermediation process facilitates

credit creation.

Basic Financial Markets Terminology

24. The intention here is to define terminology for the convenience of

readers who may not be familiar with the basic jargon of the theme

of this study. Generally, financial markets may be defined as the interplay

of financial instruments, institutions and techniques.9/ They comprise

(a) SHORT-TERM MONEY MARKETS consisting of (i) the Call Money

Market; (ii) the Discount Money Market; and (iii) the Interbank

Deposit Market; and

(b) LONG-TERM CAPITAL MARKETS consisting of (i) Secuities

Market (equity and bond instruments); and (ii) Non-securitiei

Market (pension funds4nsurance companies, investment banks,

etc).

The prefixes short-term and long-term refer to duration or period of maturity

of credit instrument or loan. Short-term markets, for example, deal in credit

instruments/loans of one or less than one year maturity. Long-term refers to

a maturity period of more than one year. Money markets generally involve

short-term credit and are thus much more bank-based than capital markets.

25. Narrowly defined, a capital market such as the stock exchange embraces

all activities of financial institutions engaged in (i) the raising of equity

finance or securities for both the private and public enterprises and

institutions; and (ii) trading in securities and other financial

instruments.10/ The stock exchange is thus a capital market for raising

new capital (the primary market) and for trading in the stocks and

shares or equity capital of already established or existing companies

(the secondary market).

26. Stock exchange expressions such as market makers, stockbrokers and

jobbers are worth knowing at the outset It is important to know the

main participants in stock exchanges in order to be aware of the

magnitude of human resources development requirements of credit

and capital markets. Market makers are persons or firms such as

development banks or development finance companies which buy and

sell shares for others, acting as principal, and matching bargains between

16



buyers and sellers117 on the stock exchange. Stockbroker* are also

participants on stock exchanges. They act as agents for those who

want to buy or sell securities or shares. They buy and/or sell shares

on behalf of their clients. Stock Jobber, are also dealers in stock
exchange securities. They buy and sell shares on their own account

In sone countries, the USA, for example, investment banking firms

perforti the functions of issuing houses, brokers and jobbers. Other
expressions which are used in stock exchange operations indude'offer

for subscription', 'offer for sale","introduction1, and "rights issue." The
list of concepts introduced here is only indicative and not exhaustive.

Elements of the financial system:

27. Banks are not the only financial intermediaries. There are nonbank
financial intermediaries whose role is to mobilize money from those

who have it (the savers) including the idle balances with the banks
and make it available(lend it) to borrowers. However.unlike the noivbank

financial institutions which must first mobUize the money in order to
lend, the banks can create credit autonomously by increasing their

liabilities in favour ofborrowers, for instance, through overdraft faculties

and tiie granting of loans, A customer who arranges with the bank to

overdraw his account can issue cheques to several people in excess of
the money he has in his account. Similarly, if the bank gives a loan

to a customer, the customer can issue cheques without having deposited

any money in his account with the bank. In both cases, the customers

are able to have access and use money which they do not have

immediately. ThU ha» been made possible because of the ability of the

bank to create credit or create money through overdrafts and loans

which when repaid would have increased the amount of money available

for further lending by the banks.

28. As economic activities increase and the economy becomes more and

more monetized, financial, albeit money and capital markets, emerge

and a direct link Is established between savings/savers and

investment/Investors. The financial system, therefore, comprises savers

and fcorrowersjbanks; non-bank financial institutions such as insurance

companies, mutual funds, pension funds,investment trust companies,

building societies and unit trusts; and capital markets (for primary and

secondary securities) such as stock exchanges.Financial intermediaries

17



and intermediation stimulate technological innovation and enhance

economic growth and development The mobilisation and allocation of

financial resources for research and development are a case in point

29. Financial deepening12'' is one of the indicators designed to measure
the services provided by financial intermediaries. Financial depth equals

the overall size of the formal financial intermediary system, that is, the

ratio of liquid liabilities to the gross domestic product Financial assets

are accumulated at a pace faster than the accumulation of nor*finandal

wealth. It could thus be argued that financial systems that primarily

fund private firms tend to provide more financial services than those

that channel credit primarily to the government or to government-owned
enterprises. If the private sector is sigiificantly much larger than the

public sector in terms of the volume, value and rapidity of transactions,

the ratio of liquidity to GDP would, for example, be generally h$»r.

30. The concept of financial repression has been mentioned. It involves

essentially controls on financial variables such as interest and exchange

rates to the detriment, some argue, of financial system development

and economic growth. The Japanese experience suggests, however, that

financial repression does not necessarily stifle development of the

financial sytem as a vehicle for economic development. It is

documented13/ that for years, Japanese monetary authorities exhibited
a clear preference for exchange controls and restrictions on capital

movements rather than for the operation of free market forces.

Govemnment decisions throughout 1971 were therefore consistent with

the preference for financial repression during a period of monetary

crisis. The financial repression concept should therefore be posited in

the context of the specific circumstances of each country.

Structure and characteristics of development finance institutions

with specific reference to credit and capital markets.

31. Private and public sector enterprises require capital for the acquisition

of assets such as factory buildings and machines; motor vehicles and

trucks; and office equipment for their operations.Govemments need

funds to finance social and economic development activities for the

general welfare of the public or the commonweal. Long-term finance

is required for all societal activities which hav$ an impact on human

18



development Banks can provide short-term finance. For long-term

finance, institutions such as development banks; building societies;

bond and stock markets; insurance companies; pension funds and

development finance companies are required. Stock markets are of

essence in the raising of long-term capital.

32. Because of the diversity of financial institutions in various countries it

is not that easy to have a catchall classification or categorization of

financial institutions or credit and capital markets. Table 1.114 indicates
the general features of financial institutions found in both developed

and developing countries.

Table 1.1 General feature* of financial institutions

Central banks Deposits from

government,goki and

foreign exchange

holdings, Issuing

government bonds.

Lending to

goveromeninterventions;

money market;toans to

domestic finance

institutions, overseas

investment of reserves.

Commercial banks Deposit -type claims,

mainly local currency for

local banks, and foreign

currency for international

hanks.

British type-trade and

short-term loans;

government

securities.Eiiropean-type-as

above,but long-term loan

and equity

financelnternationakhort-j

edium-and long-term

Eurocurrency loans.

Merchant banks Own funds; some deposits

and loans from other

financial Institutions and

wholesale depositors.

Accepting trade

bi!ls;long-tenn loans and

investments(corporate

flnance);advice; company

flotations and financial

packaging.
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Building (bousing finance;

societies

DepodHype claims, local

currency

hrasng loans

Credit ankus, strings

and lotas associations.
DeposiWype dttm, tool

currency

DewlopsBent tanks Noa<teposft type dahns,

local ana* fardfea carreacy

mtaly local amcaqr.
In*estiwat In govemneat

stock, eqnUcs and sooe

kn^ttmlous.

Pension fond NMMleposiKfpedatas,

loot cumcf.

As temnucc comptmtes

wUi enpfauh oa

tovestments.

international Noiwleposil type dataa

nd

intermttowd boirfi od

ions.

and longma

lotas tod

iBKStSWfltS.

Export credit agendes Governawot or

commercial hank leads,

noadeposit.

Short and nedtam term
trade credit*, insurance

and panntees.

organftaOons.

Private, often ctaritabte

contributors.

Technical assistance,

budgetary and project

Soance. Gratis for

emergency aid and some

social projects.

Intenuflonal Monetary

Fond, tad certain

regtowrf twnettry

foadi/baob such as

African OevelopSMnt Bank.

Member goveratwats;

SDRi; aoo-deposiKaldn

borrowing admies.

Sww» Atopterf fom Richard L Kitchen. m*anr* Ar ih*

Countritx. (Bradford,Chlchmst*rt John Witty A Sons,1986),pp,18-19.
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33. Table Llenumerates the institutions that constitute the financial system.

The sources and uses of the funds of these institutions are also listed.

It should be noted that, taken together, these financial institutions play

significant roles in the establishment, operationaliiation and the

functioning of capital markets.

34. Although capital markets are in essence more of private sector than

public sector institutions, the laws and regulations under which they

are established and operate are promulgated by the government In

most African countries the Ministry of Finance (or some permutation

thereof to include planning) is charged by the government with

responsibility for the formulation, implementation, monitoring and

accountability for monetary and fiscal policies. The delegation of these

responsibilitiesby the central governmentenablesthe MinistryofFinance

to initiate the establishment of the Central Bank of the country. The

central bank has responsibility for the implementation of the monetery

policy of the government This entaSs the issuance of the nation's

currency (money supply) and management ofthe money supply including

mechanics for the expansion or contraction of credit Supervision of

the establishment of commercial and other money and noiHnoney

financial institutions is also the responsibility of the central bank. Thus

central banks have regulatory and supervisory responsibility for the

good health of all money and non-money institutions in the financial

system. The institutions in the latter could .therefore, be broadly

categorized into the following subsystems:

COMMERCIAL BANKING SYSTEM: NATIONAL AND

FOREIGN-OWNED BANKS: they accept deposits from the public and

other institutions; give loans to public and private sector individuals

and institutions; and can deliberately create credit by intermediation

or the process of bringing savers and borrowers together through the

acceptance of deposits and the giving of loans and overdrafts.

NON-BANKING AND QUASI/SEMI-BANKING INSTITUTIONS

INCLUDING DEVELOPMENT FINANCE COMPANIES (DFCs). The

government may, for instance, expect DFCs to contribute to the

development of capital markets or finance pojects which do not meet

commercial banks criteria.
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CAPITAL MARKETS: STOCK EXCHANGE OR SECURITIES MARKETS:

they facilitate the raising of new capital <the primary market); and

trading in existing securities or capital or stocks/shares(the secondary
market).

Function* of capital markets.

35. Generally, capital markets are important in economies because they

promote the mobUization of savings through financial as opposed to

real assets; enhance more efficient intermediation of savers and

borrowers; stimulate the flow of investibie funds through the efficient

allocation of savings; and catalyse faster, sustainable and more socially

equitable economic growth,157. The capital market is thus a conduit
for the mobilization of savings and channelling Iongterm funds for

investment in the productive sectors of the economy.These functions

are, no doubt, debatable. For instance, in practical terms, experience

has shown that because of market imperfections, socially equitable
economic growth has been elusive. Attempts by governemts to resolve

social equity through public sector intervention in the real sector have

also not been successful Therefore, the functions enumerated above
in respect of capital markets should be regarded as relative rather than
absolute.

36. In summary,16 the main function of a capital market(including other
financial and nonfinandal capital market) is to mobilize and allocate

a nation's limited capital resources among numerous competing

alternative uses, This aHocative function can be critical in determinig

the overall growth of the economy. In effect, capital markets or stock

exchanges fulfill the following functions within an economy:

(a) they provide a means for raising funds to assist companies to
expand and modernise;

(b) they facilitate the allocation of the country's real and financial

resources between various industries and companies and hence

accelerate industrialisation;

(c) they provide liquidity for the investment funds from the standpoint
of the individual for the economy;
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(d) they provide a measure of confidence in the economy and serves

as an important barometer for the economy;

(e) through the price mechanism, they provide industrial management

with some idea of the current cost of capital and this can be

important in determining the level and rate of investment;

(0 they act as reliable medium for broadening the ownership base

from the erstwhile family dominated firms to public companies;

and

(g) capital markets, as demonstrated by the Latin American countries'

experiences, facilitate the privatization of public enterprises: small

investors have opportunities to buy shares in the privatized

enterprises through , for example, the stock exchange.

Capital market operations and services.

37. Reference has been made to primary and secondary market operations

on the capital markets. The operations of a stock exchange or capital

market thus fall into two broad categories,namely, the Primary and

Secondary Market The primary operations deal with new issues of

securities/equity shares/stocks. This initial issue could be in the form

of Offer for subscription; Offer for sale; By introduction and Rights

issue,etc Offer for subscription comprise direct issues to the public by

floating a number of shares or stocks. Offer for sale in an existing

company can be made by existing shareholders. In this secondary

market case the proceeds go to the vendors and not to the company.

The Exchange may permit its security to be introduced into and listed

on the market where a company seeking quotation already has enough

shares held by the public. In the case of introduction, no new or

existing shares need to be sold to the public Should a company need

additional finance to, for example, finance some assets or long-term

investment, offers to buy more shares are first made to existing

shareholders. These offers are referred to as rights issue.

38. It is worth noting that the primary and secondary markets are

complementary. For example, the Secondary Market or outstanding

securities market enhances the new issues market by providing the

means by which investors can monitor the value of their shares. The

secondary market may thus augment the supply of funds to the primary
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markets. In effect^econdary markets enable investors to encash their

investments and become liquid. This enables them to have funds for

primary market transactions and thus augments the flow of funds into

investment commitments.

39. Capital market services are of utmost importance to the functioning

of primary and secondary markets. A number of firms and individuals

are necessary to provide the services required by savers, borrowers

and investors. Issuing houses are required to sell new shares to the

public or to place them in institutions; stockbrokers are required to

act as agents for those wanting to buy or sell existing shares or place

orders with jobbers.who buy and sell shares on their own account In

some countries, commercial banks act as issuing houses and also market

existing shares. Underwriting services are also very important to ensure

that a shortfall in issues does not frustrate the commencement of

business by a company because of a shortage of funds. In developing

countries, development banks may constitute both primary and

secondary markets. Rating agencies provide investors with the market

credit-worthiness rates of various markets and countries. This facilitates

investment decisions vis-a-vis risk factors in various capital markets.

Review of current status of capital markets In Africa.

40. Information on capital markets in Africa is scanty. This is why one of

the aims of this study,as already indicated, is to fill this very important

gap. A database should be established to keep investors regularly

informed about credit and capital market developments across the

continent and linkages established with markets in other parts of the

world.

41. Notwithstanding the current paucity of data, an attempt is made to

review the status of credit and capital markets, bearing in mind the

caveat on data availability. Virtually all African countries have short-term

money markets centred on central and commercial banks. The quality

of services, however, leaves much to be desired In most of these

countries, the banks do not enjoy the confidence of the population

nor that of foreign investors. Regrettably, most African countries do

not allow foreigners to invest in the local economies. The banking

system has, in some cases, collapsed under the weight of corruption

and gross mismanagement Hopefully, studies like this one might
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contribute in some form to the sensitization of the public, especially

government authorities and leaders, regarding the importance of money

and capital markets in national development

42. Today, there are fourteen1^ Stock Exchanges in Africa. The
Johannesburg, Republic of South Africa, is perhaps the largest and

most active one in terms of listings, tempo of daily operations and

transactions. Egypt and Nigeria (Lagos, Port Harcourt and Kaduna

Exchanges) come second and third , respectively, to Johannesburg in

stock exchange development Other stock exchanges in Africa include

those in Ghana, Kenya, Coted'Ivoire, Zimbabwe, Morocco, and Tunisia.

This list is not exhaustive. Botswana, Namibia, Zambia and other African

countries are in the process of establishing their own stock exchanges.

This study therefore becomes even more pertinent in the

rircumstances.That capital markets (stock exchanges) already exist in

several African countries underscores the fact that these countries are

already aware of the significance of these markets in sustained

development. The existing markets will serve as a guide to the

establishment and development of capital markets in other African

countries. Lessons of experience will enable the new and evolving

markets to minimize mistakes and benefit from the strengths of the

older markets.

43. At the regional (continental) level, Article 45 of the 1991 Abuja Treaty

for the establishment of the African Economic Community (AEC)

explicitly includes provision for ensuring that there is free movement

of capital among member States. The African Export-Import Bank

(Afrexim-bank) has been established to facilitate intra-African trade and

to boost the region's share in worid trade. The bank includes 30 African

countries. It will provide short-term credit to finance trade of

nontraditional goods and imports of capital goods, such as machinery

and equipment for infrastructure and rural projects.

44. At the international (inter-regional/intercontinental) level, it is reported

20/ that the market creditworthiness ratings of some African countries

are on the increase. The Institutional Investor's regional rating rose

by 0.4 point to 20.9 (excluding four newcomers). Of 29 countries, 11

showed a significant increase and seven a significant decline. The biggest

improvements were Botswana (up 3.6 points), Mauritius (2.6 points),
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Swaziland (2.3 points), and Ghana (1.8 points). All these gains partly

reflect economic reform efforts,improved economic performance,

prospects and investors' perception of the business climate. Better

prospects for Tunisia and Morocco also pushed up their ratings_by 1.5

and 1.2 points, respectively. Kenya saw the biggest fall (1.7 points) and

South Africa was down (1.6 points), because of political uncertainty.

Similarly, Sudan and Nigeria were down by 1.3 and 1.2 points,

respectively.

45. It is worth noting that some African countries have entered the

international credit and capital markets. For instance, in August 1993

a $20 million Near Eastern Fund investing in equity securities of Egypt,

Jordan, Morocco, Pakistan, Tunisia and Turkey was established. The

management ofthe Fund has been entrusted to Fiduciary Trust Company

International and the International Finance Corporation (IFC) to provide

$5 million in equity investment in the Fund21/ It is also reported 22/
that the Ashanti Goldfields Corporation (ACC) of Ghana was ready for

flotation in the London Stock Exchange in 1994. Two intermediaries

involved in the flotation were Morgan Gren&ll, the Merchant Bank,

and James Capel, the Stockbroker. The Govett Commonwv\lth

Privatisation Fund with a minimum capitalisation of US$50 milltin

which was conceived by the Commonwealth Secretariat and endorsed

by Finance Ministers is expected to commence in early 1994. The aim

of die Fund is to invest in profitable opportunities in Commonwealth

countries. There is also the Africa Emerging Markets Fund which raised

US$30 million in a private placement with professional investors in

Europe and the US as well as with the IFC The Fund will be targeting

13 securities traded in the stock markets of Africa. Credits and bonds

for developing countries include term loan of US$52 million to

SONATRACH (Algeria) and US$38 million to Merchant Bank ofCentral

Africa Ltd (Zimbabwe).2^ Invariably arrangements for these
international transactions are made by foreign intermediaries.

46. The review so far indicates that banking and finance structures,

operations and business practices in Africa are for from satisfactory.

Capital and financial markets are rudimentary and their capacity for

financial and credit intermediation is very limitedZ4/ This dismal state
of affairs is to attributable to several factors including the following;
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(a) the colonial policies which deliberately discouraged the evolution

of capital markets in the occupied territories;

(b) the political instability that has bedevilled African countries since

independence has not helped these countries to pay much attention

to the establishment of capital markets.

(c) the transplanting of financial structures and financial instruments

from the cosmopolitan cities of the former colonial powers without

regard to the specific development requirements of varous Africn

countries: imported financial instruments, for instance,

overemphasized mercantile-related activities rather than

production-based activities;

(d) the predominance of informal sector financial systems in Africa

due partly to the poor performance of formal financial systems;

(e) the economies of most African countries are relatively very small

in terms of income earning population and the number of

companies that can be listed;

(f) almost all African countries depend on subsistence agriculture:

there are no significan industrial and service industies which

make up the bulk of stock market business in the industrialized

countries;

(g) Africa has been left behind in the rapid technological changes

that are taking place in world financial and capital markets in

the advanced and some of the developing countries; and

(h) the political instability that has bedeviled African countries since

independence has not helped these countries to pay much attention

to the establishment of capital markets.

0) the lack of trained and experienced national staff and the

inadequacies of local brokerage firms regarding how to do business

on international capital markets has compelled African countries

to use foreign intermediaries at exhortntant costs.

47. The development of credit and capital markets is imperative for the

financial system in Africa to meet the development challenges that

presently face and will face the continent in the twenty-first century.
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In this connection, developments in the international economic sytem

would have Implications for capital markets development in Africa.

Some of these developments include the increasing reforms and

liberalization of capital markets; the growing intemationalisation of

capital markets; the changing institutional structures of such financial

markets; and the tightening of prudential regulation of financial

systems. ' What should be done is the subject matter of the ensuing

paragraphs of this study.
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II. Creating and Sustaining the Enabling

Environment for the Establishment and

Development of Capital Markets in Africa

Inefficiencies of organized caplUl markets

48. The foregoing reasons for the retarded growth of credit and capital

markets in Africa can be supplemented by findings of empirical studies

on the efficiency of these markets.267 Organized capital markets may

have the following inefficiencies:

(a) Inefficiency due to small size, with an inadequate number of

traders to ensure competition, and insufficient securities to enable

them to hold a diversified portfolio of their choosing;

(b) Inefficiencies due to different risk prefernces and perceptions of

investors. This may be a feature of new markets where participants

do not have much experience or understanding of the market

(c) Inefficiencies due to inadequate regulation and standards of

disclosure by companies;

(d) Inefficiencies due to poor communications, so that some investors

have an advantage over others. Moreover, the costs of obtaining

information may be significant;

(e) Inefficiencies due to lack of competent analysts and professional

advisors, resulting in differing expectations about performance

of securities; and

(0 Inefficiencies due to significant transaction costs, which may deter

small, private investors, thereby limiting the number of market

participants, and restricting the market to relatively infrequent,

large bargains.

Creating and sustaining the enabling environment

49. It could be argued that the removal of the above inefficiencies will

improve the enabling environmet for the development of credit and

capital markets. The above efficiency constraints are derived, as they
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are, from the the efficient capital market hypothesis on market efficiency

and the expected availability of complete information to all the

participants.

50. These constraints are, no doubt, relevant to the cnviroiunent

prerequisites for credit and capital markets development in Africa.

The Nigerian experience ^demonstrates that the environment of a
country plays an import part in the success or failure of a stock market

development programme. Where the environment is conducive, the

stock market develops much raster than in countries where the

environment is unfriendly. The various environmental factors that

influence stock market development include the following:

• Political environment;

• Economic syslem:soclalist/socialist orientation;

• Status of the private sector;

• Fiscal and monetary policies;

• Institutional environmentsystem of intermediaries and

communications;

• Legal and regulatory environment;

• Marketing-educational efforts;

• Broad range ofsecurities instruments;

• Appropriateness/type ofstock exchange uis-a-eis level of

developmentand

• the level of a country's economic development

Briefnotes on the above environmental factors are presented in the following

paragraphs.

51. Political stability gives investors confidence in the economy of a country.

Investors perceive the business climate as conducive in the sense that

a stable government is in a position to develop, formulate, implement

and appraise the outcomes of monetary and fiscal policies, in particular,

and socio-economic policies, in general. These policies will, in a

market-based economy, include appropriate measures to encourage
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public and private savings as well as reward entrepreneurship and

investments, investors are concerned about nationalisation and other

political interferences in the market system . They are also concerned

about perennial civil disturbances because they increase the risk of

doing business. In environments of instability, investors may invest to

make windfall gains and take-off at the very first signs of a downturn

in the economic performance of the country. This short-term view

causes markets to be volatile . This volatility does not help companies

to have long-term plans nor sustain the functioning of capital markets.

Thus, political stability is a very important factor in capital markets

development This is a challenge to Africa where political turbulence

is pandemic.

52. The economic system in terms of ownership, production and distribution

relations, can promote or stifle the development of capital markets.

The development of private sector enterprises is inconsistent with the

ideological tenets of socialist/communist-based economic

systems-Capital markets will not operate effectively if public policies

discourage entrepreneurship and encourage the domination of the

economy by the government

53. There must be a constructive role for the private sector in the overall

development programme of a country in view of the fact that capital

markets are, in essence, private sector institutions. In the case ofAfrican

countries which have retained the market-based economic systems, the

role of the private sector has been suspect because of the dominance

of expatriates. This legacy of suspicion has tended to influence the

attitude of African political leaders.The latter feet that the private sector

should be discouraged. This misplaced suspicion has partly contributed

to the weak private sectors in Africa today. Suffice it to reiterate that

credit and capital markets can only develop and become viable as

instruments of sustained development if the private sector is strong

and efficient

54. Monetary and fiscal policies can make the prospects for long-term

growth and development attractive to entrepreneurs and investors, both

local and foreign. Frequent devaluations and negative real rates of

returns can induce capital flight Financial repression also dampens

interest in investments and adversely affect the smooth functioning of
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credit and capital markets. Even if other environmental conditions

mentioned above are conducive, investors will still shun the capital

market if tax on dividends and capital gains are punitive compared to

taxes on interest income from savings alternatives, for instance, on

bank deposits or treasury bills. Sound monetary and fiscal policies

should be regarded as highly significant for the development of credit

and capital markets, especially the stock exchange.

55. Institutional environment in terms of the availability of intermediaries

and communications are crucial factors in the functioning of stock

exchanges. In this regard, the situation in African countries is far from

satisfactory. An effective system of intermediaries includes rating

agencies, prudential structures,market makers, stock brokers, jobbers,

and underwriters. In the early phase of development, banks can perform

intermediary functions and gradually pass there onto the capital market

specialists as the markets become more and more mature. The banks

themselves should be equipped with qualified personnel to handle

investment projects and related intermediation processes which would

enhance credit and capital markets development

56. The institutional environment must also have an adequate infrastructure

for the efficient communication, pricing of issues, marketing of

equities/securities, delivery and settlement of transactions.

Communication facilities must be adequate to disseminate and relay

information between buyers and sellers. The public itself must have

information on company flotation and the business climate in general

The development of effective financial institutions and channels for the

marketing of securities would foster the spread of investment and

capital markets culture in the society. There must be a crop of corporate

lawyers, quality audit firms and corporate accountants who are trained

in investments and capital market transactions and reporting. An investor

market comprising insurance companies, unit trusts/ mutual funds and

pension funds would need to be developed to create a comprehensive

financial system to strengthen the functioning of credit and capital

markets.

57. The legal and regulatory environment must protect investors and win

their confidence. Regulation is necessary, in the first instance, to ensure

a fair and orderly operation of the securities markets. The latter have
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own regulations for companies that want to be listed for business

as well as dealers and others who operate on the floor of the market

or between the floor and the investing public. For example, there are

rules and regulations for companies seeking listing and quotations,

brokers, underwriters and other stock market operators. There is also

provision for an adequate flow of accurate and timely infonnaUon on

market and economic developments. Legal and regulatory provisions

requiring high standard of financial reporting and disclosure assist

stock markets and their operators to gain the confidence ofthe investing

public.

58. Sensitization and the education of public policymakers, especially in

Africa, are important A strong marketing and educational effort is

required to encourage savers to invest in securities and to sensitize

the public on the benefits and relevance of stock exchanges/markets.

The public should, for instance,be aware that the stock exchange provides

them with a ready market for the sale and purchase of stocks and

shares. Facilitating intermediaries like unit trusts/mutual funds,

insurance companies and pension funds facilitate the use of the stock

exchange by small investors.

59. A broad range of securities instruments is required for credit and

capital markets to flourish. Examples include gilts, corporate bonds,

equities, offshore funds. They have varying terms, returns and risks.

The availability of various securities instruments provide investment

alternative* to issuers and Investors. Without a sufficient supply of

equities, trading on the exchange will be slow and liquidity will be

diverted Several solutions could be attempted to solve the problem of

slow or scanty business. The investment code of the country should

have incentives to encourage entrepreneurship and hence the formation

and registration of companies including financial institutions.

Appropriate incentives such as lower corporate tax, dividend exemption

benefits and other tax exemptions may be given to private limited

companies(family companies) to encourage them to go public and by

so doing obtain stock exchange listing.

60. The level of a country's development is an important consideration in

the decision to establish credit and capital markets. In less monetized

economies and those that do not have a reasonable number of business
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enterprises, especially corporate or public firms, the central and

commercial banks can be used to mobilize savings, stimulate the

development of financial institutions and foster investment The decision

to establish a capital market or stock exchange should not be hasty.

Lessons of esperiences in the establishment and development of capital

markets in selected African and non-African countries.

6L Lessons of experience should provide an opportunity for African

countries to learn from the successes and failures of other countries.

Public policymakers and the business community will thus be able to

comparatively evaluate the merits, demerits and the timing of the

establishment of credit and capital markets given the specific

circumstances of each country. The basic understanding is that, since

capital markets offer opportunities for raising capital for long-term

development, all African countries should take keen interest in creating

conducive environments for the earliest establishment of these markets

either nationally, bilaterally /multilateral^ in collaboration with

neighbouring countries, or sub-regionally and then regionally. This is

the background against which to review the lessons of experiences. It

is also instructive to note that these experiences have been eloquently

documented in Clarke's paper on'Promoting and Developing Capital

Markets in Africfrfissence, Problems and Prospects".2*' The mode of

analysis and presentation is based, however, on the already stated aims

and objectives of this study.

62. Available information suggests that globally there has been significant

expansion of financial systems and assets over the previous two decades

or so. Most of this growth has been in the securities segment of the

capital markets, prompted, as it were, by new issues of international

bonds. The comparative growth scenario for industrialized countries,

developing countries and Africa is shown in Table ZX
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T*le 2.2 Growth of tatemrttowl Fbwacbl Systems (19821991KUS $tero»)

a/

Banking system

b/

Securities market

+8.1%

+34.0%

+44.3%

+94.0%

+18.1%

+06.0%

a/Money and QuasirMoney, ^Stockmarkets

Source: a International Financial Statistics (YearbookXIMF

b Emerging Stockmarkets Factbook 1992: IFC

Adapted from Table 1 cited in Laurence C. Clarke's paper on Exomoting

anH develoniptf rapitai mfflWfr* in AfriraJrs«»ncft.Prnh1ttms and PrOflttCfo

presented at Nigerian Securities and Exchange CommissiorKAfrican Development

Bank Conference on Promotion of Capital Markets in Africa; Abuja, Nigeria,

November 11,1992.

63. Based on calculation of stockmarkets in some 7 African countries in

1985 and 10 countries in 1991 the growth in stockmarket capitalisation

represented effectively less than L5% ofthe values for mature economies

although some small, interperiod growth could be noted. In 1985 the

banking system(commerciat and central banks) in developed countries

accounted for over 40% of total financial savings compared with over

60% for developing countries. This latter trend is also typical of African

countries. That is, the banking systems continue to dominate financial

markets in terms of tottal savings. Table 2.2 shows the growth

relationships between the banking and securities market segments in

industrialized countries, developing countries and Africa. The

predominance of the banking system is noticeable.

64. Correlations analyasfTabte 3.3) also confirms that an adequate enabling

environment, coupled with internally consistent and well thoughtout

macroeconomic and macropolitical policies are key factors for healthy

capital markets development. These environmental factors were

explained earlier in this paper.
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l»We 3-3 CorrcbtlM amty$b of Indicators of eooaomk envtoaneBt aad
mulct perforauace of (be stockanrfcet

- ■elected Africaa ecoaomies (19794988) -

Mariel

pftfnrm9nn>

Volume of

transactions

(US$)

Per Capita

Income

GOT Growth

Inflation

Degree of

regulation

10

0.229

0.731

0.157

• 0.333

■

1.0

0.590

0.731

-0789

- 0.197

-0.330

1.0

0.908

0.877

-0.601

•0.230

-0.097

1.0

0.729

0.486

0.857

-0.689

0.277

Source: Elements of an Enabling Environment for Capital Market

Development in Africa^CM&Presentation ofAfrican Central Banks; cited in
Laurence C Chrke,op.dt, p.6

65. Table 3.3 is based on a study by the Dakar-based African Centre for
Monetary Studies in respect of six of the largest share markets in

Africa between 1979 and 1989. Market performance depends, inter
alia, on the volume and value of transactions, per capita income, sue
and growth of gross domestic product (GDP^ate of inflation and the
degree or magnitude of regulation. These variables also constitute the

enabling environment for capital markets development Correlation as

a statistical measure of rdationaships amongst variables can give an

indication of the significance of various factors in decisions to establish
or not to establish capital markets. As shown in the above Table &3

the correlation between market performance and the rate of inflation
and the degree of regulation are negative whilst that between market

performance and the first three variables in the table are positive. Of
aQ the variables, per capita income and the volume of transactions are
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most significant This means that the influence of the rate of inflation

and degree of regulation on capital markets performance are minimal

as compared with the more significant factors.

66. Lessons from the African experiences in capital markets development

over the past two decades could be distilled from a few key developments

which were evident in the international financial system over this time

period. These key developments include:

(a) increasing reforms and liberalisation of financial markets;

(b) growing intemationalisation of capital markets;

(c) changing institutional structures of financial markets;

(d) tightening of prudential regulation of financial systems;

(e) general inhibiting factors which are more prevalent in Africa

vis-a-vis other countries;

(f) promotional programmes for capital markets through the

education of the public;

(g) privatization of public enterprises and capital markets

development;

(h) mobilization of foreign direct investment (FDI) resources through

capital markets; and

(i) debt conversion schemes such as debt-equity swaps and the

intemationalisation of securities.

67. Financial reforms and liberalisation are globally on the ascendancy.

They were implemented in developed countries and to some extent in

some developing and emerging economies especially in the mid 1970s

and 1980s. For example, in the US the Securities Act Amendments of

1975 deregulated commission rates on stock transactions and fostered

a national network in securities; similar deregulation was effected in

Canada (1983), Australia (1984) whilst with the 1986 "Big Bang' the

U.K. prompted major reforms involving market structure, competition,

liberalisation of commission rates, trading and foreign participation in

the U.K. financial system. Comparatively, reform, especially the

liberalisation, of capital markets in Africa has been insignificant Some
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progress has, nevertheless, been made in /orexampMimbabwe, Nigeria,
Botswana, and Kenya.

68. The growing intemalisation of capital markets is another lesson for

African countries. The 1980s and the 1990s have witnessed significant

acceleration in the intemalisation of capital markets, both debt and

equities. This development has been prompted largely by improved

communication technology especially the computer, the realisation by

national markets that the widening resource gaps could be filled from

outside national borders through capital markets, domestic restructuring

and liberalization efforts in many economies, and the freeing up of

previously existing constraints on investments by normationals in

domestic economies. According to IFC, in 1991, in particular, Korean,

Indonesian, Thai, Malaysian and several Latin American countries floated

new issues of bonds and equity on international capital markets, as in

recent years. At least 10 international funds for Latin America were

organized during this year, raising some US$635 mfllion. This was

over and above another 6 country funds raising another US$400 million,

being a small part of the same 15 new closed-end and several open-end

funds most of which were floated internationally. Reasons for this

tremendous success will have to be more systematically studied by

African countries. It is evident that the reasons hinge on the creation

of a conducive political and business climate but the costs and benefits

must be determined from (he perspective of African countries.

69. The USA's ratification of the North American Free Trade Area (NAFTA)

agreement gave a fillip to share prices in Latin America. At the end

of January 1994 the combined capitalisation of markets in Brazil,

Argentina, Chile and Mexico was some US$450 billion. Though East

Asia and Latin America are expected to be the fastest-growing in the

world, shares are cheaper and better yielding in Latin America. Investors

expect more gains in the latter in view of the feet that, except for

Chile, most countries' stock markets are still smaB relative to their

economies as measured by the ratio of the market value of shares to

gross domestic product (GDP)29/. For example,the market value of all
the shares quoted on the Argentinian stock market was only 13% of

the country's GDP at the end of 1993; and Brazil's market capitalisation
was just 21% of its output (GDP); compared with 98% for Chile's stock

market and 313% for Malaysia's. In Africa out of some 12 stock markets
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of some significance, only one had any true international issues between

1980 and 1991 contrary to the trend in more developed countries and

other emerging markets. This poor performance of African countries

in the intemalisatton of their markets could be attributed partly to the

continued prevalence of financial repression, inward looking, almost

protectionist concerns about the indigenisation of local markets and

in some cases the lack of the necessary infrastructure for capital markets

development As noted earlier, the market creditworthiness rating of

several African countries have improved since 1991. Similarly more

and more equity funds involving African countries are being established

at the international level. The prospects for the intemationalisation of

African capital market securities are therefore good

70. Changing institutional structures of financial markets have become

evident in the institutional structures of financial intermediaries in

developed countries. Between 1970 and 1990 it has been observed

that the composition of financial markets in the developed economies

has changed somewhat, with bank-based institutions playing less of a

role than earlier. In Africa , on the other hand, banking systems have

continued to dominate the financial system and limit institutional change.

Although in recent years the growth of institutional investors has been

quite significant in Nigeria, Botswana, Zimbabwe and South Africa it

is also significant to note that unit trusts, for instance, still continue

to be non-existent in Zimbabwe, Kenya, Cote d'ivoire, Egypt, Tunisia,

Botswana and Morocco.

71. As the process of capital market reforms, especially restructuring and

liberalisation take root in an economy.the tightening of prudential

regulations tends to be imperative. Because of the sensitivity of capital

markets to questionable developments and the far-reaching negative

impact on the economy, an efficient system of prudential regulation

and supervision becomes necessary at all times. The disastrous

bankruptcy of the Bank of Commerce and Credit International (BCCI)

is a case in point The experience of prudential regulation of capital

markets in Africa has been mixed. A number of factors continue to

constrain the structuring of adequate regulatory systems for African

capital markets, especially the securities segments of these markets.

These bottlencks include the continued involvement by regulatory

authorities in pricing new issues (Nigeria), excessive bias in favour of
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credit institutions relative to securities institutions and relatively high

rates of taxation of equity instruments (15% on avergae for capital

gains tax versus 11% and 6% for Latin America and Asia, respectively).

72. General factorswhich tend to inhibit Hie development of capital markets

in Africa idude inadequate training and development of relevant human

skills;lack of tiqwdityjpoor information disclosure; high level of capital

gains; taxes; imperfect market protection; questionable pricing formula;

dominance of family businesses; low savings level; excessive inflation;

market concentration; political instability; prevailing rigid exchange

control regimes and the overwhelming invohwnentofgovetnments.lt

is instructive to note that, insplte of the foregoing bottlenecks, several

African countries have continued to prepare the foundation for the

establishment and develoment of capital markets. What should be dooe

to speed up the process ut the subject matter of the concluding chapter

of this study.

73. The Ghanaian experience includes the establishment of a Marketing

Department of the Ghana Stock Exchange.w/ The rationale was that
the viability of the Exchange depended largely on the general public's

perception and understanding of the beneficial role the Exchange can

play in the economy- The promotional and educational programmes

include seminars/workshops; lectures/group visits;

advertisements/television documentaries; dissemination of brochures;

training courses for students and professfonalsQawyers, company

executives, banker*, accountants, broken, lecturers, and journalists).

Training of the staff of the capital markets themselves enhances their

competence and the viability these markets.

74. Besides the foregoing lessons, other experiences from which African

countries can draw lessons include 0) the important role of capital

markets in the privatisation of public enterprises; (ii) the scope which

capital markets have for the mobfllxation of foreign direct investment

resources; and (S) the scope of using capital markets to partly solve

the debt overhang problems through, for example, debt-for-equity swaps,

debt-for-development and wildlife preservation swaps and other debt

conversion schemes which are becoming very popular and are being

tried by some African countries. Pertinent recommendations have been

made regarding the issues in this paragraph.
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IV. Inventing in Critical Human Skills for Capital
Markets Development: A Stakeholder's Approach

I»p©rtwce of critical skills development

75. Critk^humanskflUareofesseiKemtta
of capital markets in Africa. The quantum of existing skBis would need
to be determined and projections made for skills development in the

long term. This needs assessment should provide a guide for investment
in critical skills that are required for the establishment and operations
of viable capital markets. Besides the role of government, financial
intermediaries have to convert savers to investors, the princftal clientele
of capital markets. Investors themselves need a plethora of specialist
accountants, book-keepers, taxation practitioners, auditors, projects

preparation and evaluation officers and portfolio managers.

Furthermore, capital markets, savers and investors require the services
of markebmakers, stock brokers. Jobbers and other directly related
specialists who fecOitate the daily functioning of the money market

and stock exchanges. In the circumstances, a stakeholders' approach
to critical human skills development for capital markets is imperative.

The approach advocates the arming of credit and capital market
regulators, operators and users with the critical skills they need to

ensure that these markets achieve the developmental objectives and

goals for which they are established. Needless to underscore the feet
that the skills are not identical for ail stakeholders. Programmes to

remedy any deficiencies should therefore be simOariy diflferentiated.
Recommendations on critical skills capacity building have been made
for consideration at the national, subregkmal and regional levels in
Africa,

Sensttteation programmes for pabHc poBcywakers

regarding capital markets,

76. Currently, pubBc policymakers in Africa are grappling with economic
reforms vrfiidwntaH, wltutia, the pruning ofpublic sectorinvolvement
in activities which could be more efficiently and effectively undertaken

by the private sector. In this transition to market-based economic
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structures, it is essential, therefore, to sensitize political leaders and

senior government officials regarding the role of credit and capital
markets in the development of productive partnership relationships

between the public and private sectors of the economy. These markets

would not only enhance the transition but also accelerate the

operationalization of economic reform policies in the desired direction.

An efficient credit and capital market would , for example, provide an

opportunity for nationals to acquire shares or stocks in privatized

enterprises.

77. The sensitization exercise is particularly necessary in countries that

have not yet established or are contemplating on the establishment of

capital markets.The «yniii« nperandi for the exercises could be

extrapolated from the Ghanaian experience referred to above. Action

could be initiated through crash training courses/workshops. The latter

may be external or inhouse in the respective public administration

institutions/universities in African countries or subregions. This

educational effort should be integrated with courses on the need to
strengthen the private sector. Officials at the highest level of government

must be convinced of the importance of the latter and the role of

capital markets in market-oriented economic reforms.

Human resources development for credit and capital market

Institutions and intermediaries In Africa

78. Credit and capital market institutions and intermediaries include central

and commercial banks; and non4»nk financial institutions such as

insurance companies, pension and mutual funds (Table 1.1 gives an

indicative list of these institutions). The personnel of bank-based credit

market institutions are engaged in the implementation of the monetary

policy of the government Central banks have the critical responsibility

ofbeing the apex-supervisory institutions and bankers to the government

The systemic risks which have led to the bankruptcy of commercial

banks, and in fact, the collapse of the financial system, in some African

countries (for example, Cameroon and Zaire) could be attributed, partly,

to the ineptitude and malpractices of senior personnel, local and

expatriate, in central and commercial banks. Human resources

underdevelopment and mismanagement ofexisting expertise are perhaps

the weakest aspect of banking institutions in Africa. These institutions
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have no orientation for the development of entrepreneurship.

Consequentially, the staff are not trained in the preparation, analysis

and evaluation of projects for financing. There is also the question of

malpractices in the recruitment procedures of African countries: in a

number of cases, favouritism prevails over merit

79. Banking financial institutions have to broaden the scope of their activities

and the concomitant training of their personnel to shoulder new

operational activities. The latter must be geared to the development of

credit and capital markets. Similarly non-banking financial institutions

should provide appropriate training and orientation to their staff.

Securities/stock exchanges should together with banking and

non-banking financial institutions provide joint training programmes

for staff of the various institutions. Emphasis in this integrated milieu

should focus on intra-and-inter institutional linkages and the positive

externalities for employment creation and career development

80. Training for services on stock exchanges has been mooted and should

now be elaborated. Under terminology, the services of market-makers,

stockbrokers and jobbers have been indicated. These are highly

specialized services. In the more developed countries firms and in some

cases investment companies provide these services to the securities

markets. The experience of Abidjan, Cote d'lvoire. Stock Exchange 31/

demonstrates that measures aimed at attracting a greater number of

viable securities and companies to the Stock Exchange include the

following:

(a) the establishment and management of agencies for the collective

distribution of securities or collective savings institutions;

(b) the training of stockbrokers and reorganisation of their profession;

and

(c) the creation and management of the profession of intermediate

brokers.

81. Collective distribution of securities is generally undertaken by collective

savings institutions. This intermediation process is intended to partly

correct the insufficiency of liquidity in the market by investing existing

savings in stocks and shares, especially household and domestic savings.

The public may, in fact, not be aware of the existence of these
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opportunities, especially if the public promotional and educational efforts

have not taken root in the society. The collective savings/securities

distribution institutions generally operate as closed-end investment

companies or unit trusts, investment funds or clubs. They are well-placed

to provide security to savers who participate in the scheme as well as

channel large pooled savings into investment in securities.

82. The essence of training and reorganising the profession of stockbrokers

is predicated by the fact that orders for stocks are transmitted to the

exchange through brokers. The flow of orders to the stock exchange

is likely to increase if the stockbrokerage business is active. In most

African countries there are no professional brokerage firms. Banks

therefore act as brokers. The staff of most banks are generally not

trained in securities business and do not therefore take it seriously.

The process of creating the profession of intermediate brokerage it

underway in Cote d'Jvoire. It is argued that the intermediate broker,

like the insurance counterpart, would obtain purchase and sale orders

and transmit to the stockbroker who is authorized to do business on

the floor of the exchange. This would Increase the tempo oftransactions.

83. The training of members of capital markets regulatory bodies is of

crucial importance. Regulatory agencies are expected to protect the

investing public from malpractices, instil confidence in the system,

ensure financial market and economic stability which is central to

economic growth and development*2'' The development of capital
markets in Africa suffersintex_alia, from weak and unclear legal

framework.337 In the circumstances, the training and orientation of

supervisory and regulatory agencies cannot be expected to be any

better. This implies that legal and regulatory instruments which haw

any bearing on capital markets must first be rationalised and then

those charged with responsibility for the implementation should be
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properly trained to understand the rules and regulations and take their

responsibilities more assiduously.

84. The technological advances in the functioning of capital markets should

not be ignored in the development of human skills for the operations

of these markets. The dramatic changes that have taken place on the

United Kingdom capita! market, culminating in the "Big Bang" of late

October 1986 included not only the free entry of the professional

investor and retail or private client but also arrangements to introduce

a screen-based trading system, namely, the Stock Exchange Automated

Quotation System (SEAQS). The latter displays electronically competing

buy-and-sell quotes for the prices and quantities In which the

market-makers undertake to deal.34/ Since the big bang the structure
and technological directions of the UK capital market have continued

to evolve.

85 Given the critical linkages between the private sector and capital market

development support measures for these markets should include those

that would improve" the managerial skills of entrepreneurs. Cognizant

of this fact, the African Development Bank(ADB),UNDP,IFC, and other

donors, established two regional facilities:the African Project

Development Facility(APDF) and the African Management Services

Company(AMSCO), for the provision of advisory and project analysis

assistance to entrepreneurs. APDF provides assistance to entrepreneurs

in formulating business proposals while AMSCO provides training and

management expertise to African companies.35/ In the final analysis,
the stakeholders approach to human skills development for efficient

and effective capital markets should be holistic. Recommendations are

made to this effect
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V. Recommendations and Conclusions

86. In making recommendations it is essential to keep the objectives and

aims of this study in focus. The main inference from the foregoing

analysis is that there are immense opportunities for African countries

to develop and strengthen credit and capital markets as instruments

of sustainable development. What these opportunities are and how they

can be utilized constitute the subject-matter of the recommendations

hereby put forward for consideration at the national, subregional, and

regional levels by African countries.

Recommendations for action at the national level

87. Recommendations on national level action to develop and strengthen

credit and capital markets should be viewed from the perspective of

African countries that already have formal markets and those that are

yet to establish these markets. It should be recalled that in 1992 and

1993, two major international conferences36/ were convened at which
issues relating to the development of capital markets in Africa were

discussed. ' At a recent meeting of the Conference of African Ministers

of Finance, held in Libreville, Gabon, on first and second March 1994,

the issue of money and capital markets development vis-a-vis Africa's

development problematique was discussed. National level

recommendations can be distilled from the analysis in this study and

the conclusions of the abovfrcited conferences as follows.

88. Action to develop/strengthen credit and capital markets can include

the following:

(a) recognition and acknowledgement of the importance of capital

markets in fostering national economic development and the

commitment to consider the use of the credit and capital markets

optioruappropriate institutions must be developed given the

peculiar circumstances but learning from the experiences and

mistakes of other countries;
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(b) creation and nurturing of enabling environments for the rapid

growth of the private sector a vibrant private sector would

accelerate the development of capital markets;

(c) promotion and stimulation of entrepreneurshiiP' across all
sectors ofthe economy;entrepreneursip development programmes

including innovations on existing stock exchanges should be one

of the priorities of all development planners in Africa: the Nigerian

initiative to create opportunities for private stc>ck and small

companies to qualify for listing is an example of entrepreneurship

in strengthening capital markets;

(d) building an enabling envimment in both the private and public

sectors as a prerequisite for the development and strengthening

of capital markets will attract both domestic and foreign investors;

(e) formulation, implementation and monitoring the performance of

macr-economic, especially monetary and fiscal policies, should

include the developmental objectives and requirements of credit

and capital markets;

(f) intensification of the promotional and educational efforts to impart

knowledge on the essence and opportunities offered by capital

markets should be integrated in the work of emerging and existing

capital markets on the lines of the Ghana Stock Exchange

experience;

(g) a critical review of all regulatory provisions that have a bearing

on the establishment and development ofcredit and capital markets

should be undertaken across the board to eschew inhibiting rules

and regulations and strengthen the enabling regulatory

mechanisms: company laws including those governing the

functioning of financial institutions and intermediation processes

should be reviewed for clarity; government off rials such as

registrars of companies and stock exchange regubtors must not

encounter legal ambiguities in the discharge of their capital market

development related functions;

(h) exchange controls should be dismantled wherever they

existfinancial repression should be avoided as it tends to impede

the development and functioning of capital markets;
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(0 securities pricing in both primary and secondary markets should
be market determined: regulatory authorities should establish the
framework to enable appropriate capital market operators to
perform this task; such a framework should provide for free and
(air pncing, market integrity and the high standards of probity
and accountability expected of stock exchanges;

(i) African central banks, as apex instituUons, should harmonize and
manage the levels of short, medium and Iong4erm interest rates
based on the objective of ensuring price stability and promoting
the development of capital markets;

ft) African countries should review and overhaul their legal
framework and as much as possible evolve laws that are relevant
rather than transplant or retain irrelevant and obstructive laws
from the more developed countries;

0) privatization should not be regarded as a source of revenue for
the treasury or to offset deficits but rather as a source of private
«ctor development, entrepreneurs*^ and capital markets
development advantage should be taken of securities Funds such
« the Govett Commonwealth Privatization Fund mentioned in
this study to use privatization as a conduit for the development
of capital markets at the national level;

to) confidence-building and profit-yielding measures should be put
In place specifically to persuade and convince aJi Africans to
mvest ui national credit and capital marketsiacilities for nationals
to freely open and operate foreign currency accounts in their
own countries should be guaranteed and govemmant assurances

not to interfere with these accounts legalized-presently several
African countries actively and implicitly discourage their nationals
from uivesting locally whereas countries in Asia and Latin America
have overcome the problem of capital flight involving their
oaten* and in the process attract foreign direct investment
[rul) m the respective countries;

(n) the use of capital markets as an option to alleviate foreign debt
problems should be explored: debt swaps for equity securities
and other debt conversion schemes should be explored-
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(o) appropriate human resources development skills should be
developed based on scientifically determined needs for all aspects

of credit and capital markets*arious categories of expertise have

to)

exercises should be designed accordingly;

African countries that have not yet established stock exchanges

could seek technical assistance and the resources of the
international Finance Corporation (IFC), the Commonweal*
Secretariat (ComSecUK), and the African D^opment Bank
(ADBHhe IFC is presently collaborating with Zambia and other
countries in the establishment of stock exchanges^

(a) African countries should become members of the newly formed
African Capital Markets Forum which will be launched at a major
international conference on the mobilisation of investment m
AMca. The Economic Commission for Africa (UNECA) presently
serves as the secretariat of the Promotional Executive Committee
(PEC) whose role includes supervision of the process leading to
the establishment of the Forum, the adoption of the constitution

and the election of the Governing Council.

Recom-ewtotton. for action at the tufcrt^oiial level

89 Subregional and national level recommenoations are mutuall,, fa
8 IndTeinforcing. Cooperating member Stat^subr

organisations naturally give consideration to recc.nimendat.ons based
rtiTpriorit.es of their own countries. Tt«re is also the■ cons.derat.on
that subTegional could refer to two ^urin«~^^^
notnecessarily members^^^^^^^^Z^
PTVCOMESA , SADC or ECCAS. Subregional level should teefore
be^&™ a broader perspecth* to ir^
countries that can have bilateral or multilateral economyrdaUon*
which may be outside the main subregional organizational framework.
For instance, two neighbouring countries may decide to cooperate
specifically in the establishment of a stock exchange or a subregional
organization may bring together all its member States to establish the
exchange. Against this background the following recoinmendations may

be made.
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(a) all countries in the subregion must accept and be committed to

the development of the private sector as the engine of growth

and development;

(b) planning and programming of activities at the subregional level

should contain explicit provisions for the development and

strengthening of credit and capital markets: at present whereas

PTA/COMESA and ECOWAS have Clearing Houses and PTA

Bank including the introduction of credit instruments such as

UAPTA cheques, these subregional organizations do not seem to

have plans for the development of capita! markets in their

programme of work;

(c) harmonization of company laws and regulations as well as

investment codes should be examined and action taken, bearing

in mind the implications for capita! markets development;

(d) stock exchange regulations should similarly be harmonized and

securities market regulators given relatively identical orientation

on the essence and the functioning of capital markets;

(e) the pooling of resources for joint human resources development

programmes and procurement of technological equipment at the

subregionai level would benefit from the economies of scale and

should be pursued: the establishment of subregionai brokerage

firms and the training of stafF to specialise in international capital

markets could, for example, save the participating countries

thousands^ not millions, of USDs.;

(f) dissemination of credit and capita! market information within the

broader context of promotional and educational efforts should

be appropriately organized and networks established to link-up

with national efforts; and

(g) subregions, as the building blocks of the African Economic

Community, should regard the establishment of national and

subregional capital markets as stepping stones toward regional

cooperation and integration as provided for in the Abuja Treaty;

links must be forged with regional financial and export trade

institutions such as the African Development Bank and the

African Export and Import Bank (AFREXIM).
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Recommendations for action at the

regional and international levels

90. The principal stakeholders for the implementation of these

recommendations at the regional, (continental) and international

(inter-regional/inter-continental) levels include the UN Economic

Commission for Africa and other UN bodies; Organization for African

Unity (OAU); African Development Bank (ADB); African Centre for

Monetary Studies (ACMS); the newly established African Export and

Import Bank (AFREXIM); African Centre for Research and Training in

Administration (CAFRAD); mstitute for Economic Development Planning

(1DEP); Departments/Faculties of Economics and Business

Administration/Management at universities in all African countries; and

Africa's external development partners such as the Bretton Woods

institutions.especially the capital markets Department of IFC;

Commonwealth Secretariat (Economic Affairs Division); and the

European Union (EU). It needs to be emphasised that a strong and

viable private sector is central to the functioning of credit and capital

markets. In this connection, ECA's initiative in setting up an African

Capital Markets Forum is appropriate and timely. This initiative has

led to the establishment of a Steering Committee to expedite the

formation of the forum.41 Furthermore, funds must be available to

implement the recommendations. All the stakeholders named in this

section will therefore have a role to play. This role may be directly

related to the establishment and operationaliution of capital markets

or indirectly crucial to the development of the established markets.

The development and strengthening of the private sector per_ae is a

case in point

9L Against the above background the following recommendations should

be considered:

(a) Initiatives should be taken at the regional level to produce

TV/Radio Documentaries on Credit and Capital Markets for

national and regional cooperation and integration for development

The Joint Secretariat of the ECA/OAU/ADB should handle this

initiative in collaboration with, for instance, the Nigerian Securities

and Exchange Commission(NSEC); South African Stock Exchange

and Capital Markets Authorities in other African countries. The
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African Capital Markets Forum (ACMF) could make this

recommendation as one of iU priority projects and work out

details on modalities, coverage, funding and the timeframe for
implementation.

(b) Establishment of a baseline data base on African stock exchanges

and other segments of financial markets should be initiated. The

ADB, UNECA, ACMS and African Universities should be involved

in the design and administration of the technical questionnaire

for dissemination to the relevant authorities in African countries.

The Pan African Development Information System (PADIS)/ECA

should be handy in the realisation of this recoramendatioa The

paucity of statistics on the status of African economies, credit

and capital markets makes it difficult for well-informed advice to

be given to African governments to facilitate decisions on the

viability of capital markets as instruments of development

{c) The ADB and ECA should design and disseminate a package of

information on measures to strengthen capital markets where

they already exist or facilitate the establishment and development

of new ones. These measures*27 should include the stimulation
of entrepreneurial activities to spur demand for capital markets

services; increasing the number and range of specialized financing

institutions to foster healthy competition and increase the

financing options available to fee private sector; stimulate domestic

savings through the establishment ofbank^including mobile units,

to serve rural areas; venture capital given the shortage of risk

capital and management skills in Africa; and programmes for

human resources development specifically to meet the needs of
capital markets.

<d) The conversion of Africa's debt into equity securities should be

carefully studied. The ADB ACMS and African Universities are

well-placed to advise on the securitisation of debts. They should

help African countries to answer the question: Can Africa's bank

loans be repackaged into marketable securities437 given the

seriously impaired market creditworthiness of most African

countries? Given that the ADB has been raising most of its funds

in international capital markets, is the Bank in a position to
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advise African countries on the conversion of their foreign debts

into securities on the lines of Latin American and some Asian

countries ? Furthermore, even though in recent years a few LDCs,

including Algeria, Malaysia and Venezuela, have found access to

Eurobond market, there is no concrete evidence that African

countries can satisfy the conditions for successful access to

international capital markets.4*/ The fact that London-based
brokers are handling the flotation of Ghana's Ashanti Goldfields

Corporation stock, for example, raises the question of capacity

and collateralisation of African countries and debt conversion on

international markets. The question is: in view of the highly

impaired market creditworthiness of African countries can the

ADB be accepted as Africa's institution to resolve the

collateralisation problem which is implicit in the securitisatton

and debt conversions of Africa? In the case ofLatin American

countries, for instance, institutions in the USA have been able
to help resolve the problem of collateralisation and enhance the

creditworthiness of those countries.

(e) The ADB is well-placed and must play a proactive role in the

international securitisation of the debts of African countries as

well as the flotation of African company equities in international
stock exchanges-In this regard, the ADB should assess and
strengthen its capacity to provide advisory and technical services

to African countries at both the regional and inter-regional levels.

The ADB could , for example, arrange for the placement of new

equity issues for AFREXIM in international and mtraTAfrfcan stock

markets. This is a practical challenge to the ADB as Africa's

leading development finance institution.

Conclusions

92. In conclusion, it is essential to underscore the caveat that credit and
capital markets should not be perceived in isolation nor established in

great haste. The involvement of all stakeholders in the decisiorHnaking

process will more than payoff for the time and effort expended In
planning. An efficient and a development-oriented private sector provides

the nourishment which these markets require to grow and function

effectively. The markets themselves provide the credit ingredients which
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the private sector requires to grow, expand and contribute to national,

subregional and regional development. Thus, there is a reciprocal and

mutually productive relationship between the private sector on the one

hand and credit and capital markets, on the other hand. Actions to

develop and strengthen this relationship have been recpmmended in

this study. Responsibility for their implementation has been assigned

to stakeholders at the national, subregional and regional levels.

93. The analysis further suggests that African countries should incorporate

the requirements of establishing capital markets and strengthening the

private sector in the list of priorities on their macro-economic reform

programmes. First and foremost, the banking system(comprising the

central and commercial banks and their clientele) must be firmly

entrenched and functioning as efficiently as planned. This should take

good care of the money market and hence the credit market needs of

rudimentary private sectors. The consequential growth response of the

latter should give a fillip to the development and strengthening of the

capital markets which then provide the capital for long-term and

sustained development The study provides ample evidence that this

evolutionary process is well underway in several African countries.

94. The study further indicates that intra-African participation in credit and

capital markets has been negligible. In fact, participation has been more

in money markets through the use of clearing house facilities and

virtually none with regard to participation in national stock market

operations (introduction, offer for subscription, offer for sale, etc.) in

primary and secondary markets. Participation by African countries in

International credit and capital markets has been modest, albeit, has

just been emerging, and is being handled by arrangers/brokers in

Europe and and North America. Whereas there should be little

disagreement that the intemationalisation ofAfrican securities, especially

new equity issues, would boost foreign direct investment(FDI), the lack

or the inadequacy of intra-African capacity to handle the brokerage

and coUateralisation aspects of intemationalisation should be a source

of concern to all African countries. The role of the ADB in resolving

(his problem cannot be overemphasised.

95. Finally, it is expected that each African country will tackle the issues

based on the realities and circumstances of its own socio-economic
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environment The menu of recommendations is therefore indicative of

the highly involved nature of the relational perspectives of financial

markets and the development of the private sector. Africa's subregionat

and regional institutions should be in a position to provide the technical

assistance and coordination required for the success of national efforts,

regional cooperation and integration for development
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