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1 . I nt roduct ion  

The em ergence of Afr ican stock m arkets was m ost ly dr iven by the desire to pr ivat ise state-owned enterprises. This em ergence is 
concent rated between the late 1980s and early 1990s, a period that  witnessed a num ber of financial liberalisat ion program s in Afr ica 
(Bekaert  and Harvey, 2001) . Privat isat ion raised the prospects of fully integrat ing Afr ica into the global econom y (Mate, 2000) . With the 
shift  of interest  from  foreign direct  investm ent  (FDI )  to foreign port folio investm ent  (FPI )  (Mate, 2000) , the stock m arket  is an im portant  
tool for the flow of FPI  into Afr ica. Afr ica’s low levels of econom ic growth (average of 2,2%  from  1978 to 1985, and 2%  from  1986 to 
1993)  and high debt  levels (15%  of developing world total debt )  have not  been associated with thr iving equity m arkets (Erb, Harvey and 
Viskanta, 1996) . 

2 . General overview  

There were only 7 stock m arkets in Afr ica before 1988 and these increased to 20 in 2000. Table 1 below shows the years of establishm ent  
and the levels of developm ent  in term s of size and liquidity of Afr ican Stock Markets. 

Egypt ’s Alexandra and Cairo Stock Exchanges were established in 1888 and 1903 respect ively but  had their  operat ions suspended between 
1961 and 1992. The Lusaka Stock Exchange was established with assistance from  the I nternat ional Finance Corporat ion ( I FC)  and World 
Bank in 1993. However, t rading on this exchange only started in 1994. 

The Botswana share m arket  officially becam e the Botswana Stock Exchange in 1995. On this exchange, pr ivate com panies account  for less 
than 10%  of total m arket  capitalisat ion (Tyandela and Biekpe, 2001) . 

Afr ica also boasts of having the first  regional stock exchange, the Bourse Regionale des Valeurs Mobilieres (BRVM) in Cote d’I voire. This 
exchange serves the 8 French-speaking ( francophone)  m em ber count r ies of the West  Afr ican Econom ic and Monetary Union (UMOEA) , 
nam ely Benin, Burkina Faso, Cote d’I voire, Guinea Bissau, Mali,  Niger, Senegal and Togo. The BRVM started with a list ing of 35 com panies 
and a total m arket  capitalisat ion of 2904 billion CFA francs. 

Other regional exchanges are under considerat ion with one planned for East  Afr ica to serve count r ies such as Kenya, Tanzania and 
Uganda. These count r ies already have stock m arkets with Kenya’s Nairobi Stock Exchange the m ost  established am ong the three. An 
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integrated real t im e network for SADC stock exchanges is expected to be up and running by the year 2006 (Tyandela and Biekpe, 2001) . A 
SADC Com m it tee of Stock Exchanges was form ed in January 1997 for this purpose. Stock exchanges in the SADC are adopt ing the list ing 
requirem ents of the Johannesburg Stock Exchange (JSE)  in preparat ion for this integrated network. The JSE is fully com puterised and has 
offered to give technical assistance to other exchanges in the SADC. The JSE has the m ajority (70% )  of listed stocks in the SADC followed 
by the Zim babwe Stock Exchange (ZSE)  (Tyandela and Biekpe, 2001) . However, the Nam ibian and Botswana stock exchanges are larger 
than the ZSE in term s of m arket  capitalisat ion. 

I n all,  there are m ore than 2077 listed firm s on Afr ican stock exchanges (Tyandela and Biekpe, 2001) . Even though Egypt  has the m ajority 
of listed stocks in Afr ica, only about  90 of the 1100 stocks are act ively t raded (Tyandela and Biekpe, 2001) . Egypt  has a m uch lower 
m arket  capitalisat ion than the Johannesburg and Nam ibian stock exchanges, which are com parat ively sm aller in term s of listed stocks 
(660 and 42 respect ively) . 

3 . I nvestm ent  regulat ions and reform s 

The m acroeconom ic and polit ical environm ents, legal, regulatory, account ing, tax and supervisory system s influence stock m arket  liquidity. 
Stock m arket  liquidity is an im portant  factor in at t ract ing foreign port folio investm ent . Most  Afr ican stock m arkets st ill have rest r ict ive 
capital flow regulat ions on the rem it tance of capital, capital gains, dividends, interest  paym ents, returns and other related earnings 
thereby const raining foreign investm ent . Liberalising these rest r ict ions would m ake the m arkets m ore at t ract ive to foreign investors and 
this can accelerate econom ic growth by enhancing stock m arket  liquidity. For instance, Chile’s liberalisat ion of equity m arkets to foreign 
investm ent  in 1992, cont r ibuted to the econom y’s growth of 6,3%  per year (Bekaert  and Harvey, 2001) . 

Liberalisat ion increases investm ent  as foreign investors diversify their  port folios dr iving up local equity pr ices and reducing the cost  of 
capital (Bekaert  and Harvey, 2001) . For count r ies undertaking st ructural reform s, total m arket  capitalizat ion would largely increase as big 
ut ilit ies are being pr ivat ised. Wide- ranging reform s, from  legislat ive to econom ic, are taking place on Afr ica’s equity m arkets as part  of the 
liberalisat ion process. 

Table 1 : Sum m ary stat ist ics of Afr ican stock m arkets 

Country/ Stock exchange Year established
Market  capita lisat ion$ m  ( Jan 

2 0 0 0 )
Value t raded/ GDP

( Jan 2 0 0 0 )
Turnover rat io( Jan 

2 0 0 0 )

Botswana 1989 16501 0,6 4,8

Cote d’I voire (BRVM) 1998 1185 0,8 2,6

Egypt  (Cairo & Alexandria) 1992 33515 10,1 34,7

Ghana 1989 944 0,3 1,5

Kenya (Nairobi) 1954 1475 0,7 3,6

Malawi 1996 8054 - -

Maurit ius 1988 1462 1,8 5,0

Morocco (Casablanca) 1929 13461 7,2 9,2

Mozam bique (Maputo) 1999 N/ A N/ A N/ A

Nam ibia 1992 42018 0,7 4,5

Nigeria 1960 2942 0,4 7,3

South Afr ica (Johannesburg) 1887 198006 55,6 33,9

Sudan (Khartoum ) 1994 - - -

Swaziland 1990 76 - -

Tanzania 1988 176 0,1 3,4

Tunisia 1969 2823 2 23,3

Uganda 1998 - - -

Zam bia (Lusaka) 1994 276 0,4 4,7

Zim babwe 1896 12460 4 10,8

Source:  Afr ica Cent re for I nvestm ent  Analysis 

Bekaert  and Harvey (2001)  st ressed the im portance of financial liberalisat ion on econom ic growth. They showed that  the effect  of financial 
liberalisat ion on econom ic growth cont inues to be significant  even when inflat ion, stock m arket  developm ent , change in dividend yields and 
credit  rat ings are considered. They also pointed out  that  the enforcem ent  of insider t rading laws would not  dim inish the im pact  of financial 
liberalisat ion on econom ic growth. 

4 . Liquidity and efficiency  



Afr ican Stock Markets (excluding JSE)  are very illiquid. However, liquidity is an im portant  factor in the role of stock m arkets in prom ot ing 
econom ic growth. The integrat ion of Afr ican stock m arkets and the int roduct ion of regional stock exchanges will prom ote cross-border 
list ings and thus st im ulate increased liquidity across m arkets. 

Levine (1996)  pointed out  that  liquid equity m arkets m ake investm ent  less r isky and m ore at t ract ive. Liquid m arkets facilitate longer- term , 
m ore profitable investm ents and thus im prove the allocat ion of capital. This enhances the prospects for long- term  econom ic growth. The 
other m easures of stock m arket  developm ent  such as size and volat ilit y have not  proved to be good predictors of econom ic growth or 
perform ance (Levine, 1996) . Stock m arket  liquidity im plies m ore investm ent . I n developing count r ies liquidity is linked to an increase in 
capital flow through bonds and bank loans and as a result  corporate debt -equity rat ios r ise with m arket  liquidity. 

Afr ican stock m arkets are also, in general, known to be inefficient . However, there are reform s underway in an effort  to m ake them  m ore 
liquid and m ore efficient . These reform s include, am ong other things, the shift  from  the open-outcry system  to the use of elect ronic t rading 
system s and st r ingent  regulatory condit ions that  prohibit  insider t rading. 

5 . I ntegrat ion w ith global equity m arkets 

The general percept ion is that  em erging m arkets are segm ented result ing in higher cost  of capital, which is related to local volat ilit y. 
Globally integrated m arkets are larger, m ore liquid and volat ile and are associated with lower cost  of capital, im proved credit  rat ings, real 
exchange rate appreciat ion and thus increased econom ic growth. 

The segm entat ion of Afr ican stock m arkets is part ly due to rest r ict ions on foreign investm ents. As a result  of this segm entat ion, Afr ican 
m arkets lack contagion with global em erging m arkets thereby m aking them  a bet ter way of diversifying one’s port folio. For instance, 
Afr ican m arkets were not  contagiously affected by the Asian cr isis due to their  lack of interdependence with other global em erging m arkets 
(Collins and Biekpe, 2001) . The JSE is the only m arket  in Afr ica that  has a st rong relat ionship with global em erging m arkets (Collins and 
Biekpe, 2001) . Stock pr ices in m any developing count r ies, however, tend to be closely correlated to count ry factors such as currencies and 
interest  rates (Pension Fund I ndicators, 2001) . 

6 . Risk and expected returns 

Foreign port folio investm ents on Afr ican stock m arkets are rest r icted by factors such as foreign exchange r isk, polit ical r isk, low liquidity 
and other inform at ional and inst itut ional barr iers. 

Erb, Harvey and Viskanta (1996)  used r isk rat ings from  count ry r isk and credit  rat ings providers to est im ate pooled t im e-series cross-
sect ional regression m odels of returns, volat ilit ies and correlat ions using a sam ple of 49 equity m arkets for the period April 1984 to March 
1996. From  the regression results, they then est im ated the expected returns, volat ilit ies and correlat ions for 34 Afr ican count r ies including 
those without  equity m arkets. These est im ates and the r isk rat ings used are shown in Table 2 where the count r ies with equity m arkets in 
1995 are in bold and italics. 

Table 2 : Afr ican countr ies’ econom ic grow th, r isk rat ings, expected returns, volat ility and correlat ion w ith w orld  

Country

Real 
GDP 

change 
1 9 9 5  
( % )

I nflat ion 
change 

1 9 9 5  ( % )

Risk Rat ings* Expected 
Excess 

Return ( % )

Expected 
Annual 

Volat ility 
( % )

Expected 
Correlat ion 
W ith w orldI CRGC I CRGP I CRGF I CRGE EMCRR I I CCR

Algeria 3,9 16,3 56 50 38 25 37 22 18,7 36,6 0,00

Angola 9,2 43,0 52 50 23 32 20 13 20,0 39,4 -0,05

Botsw ana 4 ,4 9 ,1 7 7 7 2 4 0 4 2 5 8 5 0 1 3 ,3 2 4 ,4 0 ,3 2

Burkina Faso 4,5 7,8 58 54 28 35 41 16 18,1 35,2 0,03

Cam eroon 3,1 26,9 57 51 29 34 34 19 18,4 35,9 0,02

Congo 0,9 8,9 57 57 29 27 23 14 18,6 36,3 0,01

Cote d’I voire 6 ,5 1 4 ,2 6 0 5 9 2 9 3 2 4 1 1 7 1 7 ,6 3 3 ,9 0 ,0 6

Egypt 3 ,2 9 ,4 6 9 5 9 4 0 3 9 4 9 3 4 1 5 ,2 2 8 ,6 0 ,1 9

Ethiopia 5,5 11,4 61 59 26 37 31 15 17,3 33,3 0,07

Gabon 2,8 10,9 66 59 35 38 39 25 15,9 30,3 0,15

Gam bia -4,0 5,0 59 56 24 38 34  17,8 34,6 0,05

Ghana 4 ,5 5 8 ,1 6 6 6 5 3 3 3 4 5 0 2 9 1 5 ,9 3 0 ,3 0 ,1 5

Kenya 5 ,0 1 ,7 6 7 6 7 3 4 3 3 4 4 2 7 1 5 ,7 2 9 ,7 0 ,1 6

Libya 1,2 30,0 67 59 34 42 23 7 15,7 29,7 0,16

Malawi 9,9 56,5 61 64 28 29 39 20 17,4 33,6 0,07



Mali 6,0 12,4 56 58 19 36 34 17 18,7 36,6 0,00

Maurit ius 4 ,1 6 ,1     5 5 5 0 1 8 ,5 3 0 ,1 0 ,1 6

Morocco - 6 ,0 6 ,6 6 8 6 5 3 8 3 3 5 4 3 9 1 5 ,4 2 9 ,1 0 ,1 7

Mozam bique 4,3 44,3 50 56 25 19 25 13 20,6 40,9 -0,07

Nam ibia 1 ,7 9 ,3 7 6 8 0 3 1 4 1 2 8  1 3 ,6 2 4 ,9 0 ,3 0

Niger 3,0 10,5 49 47 26 24 33  21,1 42,1 -0,09

Nigeria 2 ,9 7 3 ,5 5 3 5 4 2 3 2 9 3 2 1 5 1 9 ,7 3 8 ,7 - 0 ,0 3

Senegal 4,5 8,0 61 59 29 33 39 22 17,4 33,6 0,07

Sierra Leone -10,0 29,1 43 39 16 31  8 23,2 46,7 -0,16

Som alia 5,4 16,3 29 28 10 20 18  29,8 61,9 -0,33

S. Afr ica 3 ,4 8 ,9 7 6 7 4 4 0 3 8 6 5 4 6 1 3 ,6 2 4 ,9 0 ,3 0

Sudan 4 ,2 8 5 ,0 3 2 2 9 1 4 2 1 2 4 7 2 8 ,2 5 8 ,1 - 0 ,2 9

Tanzania 4 ,5 2 2 ,0 6 4 6 4 3 3 3 1 3 2 1 8 1 6 ,5 3 1 ,5 0 ,1 2

Togo 8,3 14,7 55 51 28 30 30 17 19,2 37,6 -0,02

Tunisia 3 ,5 6 ,2 7 0 7 0 3 6 3 1 6 5 4 5 1 5 ,0 2 8 ,0 0 ,2 1

Uganda 6,5 6,5 55 52 25 32 42 15 19,2 37,6 -0,02

Zaire -0,7 533,3 40 34 14 31 18 7 24,6 50,0 -0,20

Zam bia  3 0 ,0 6 2 6 5 2 9 3 1 3 5 1 6 1 7 ,0 3 2 ,7 0 ,0 9

Zim babw e - 1 ,1 2 3 ,0 6 1 6 2 2 8 3 2 5 0 3 2 1 7 ,3 3 3 ,3 0 ,0 7

Average 3,2 36,9 58 57 28 32 38 22 18,4 35,6 0,05

Median 4,1 13,3 60 59 29 32 35 17    

Sources:  World Econom ic Out look, I nternat ional Monetary Fund May 1996 

Erb, Harvey and Viskanta (1996)  

* On the r isk rat ings, a scale of 0 – 100 is used. A higher score indicates lesser r isk and a score of 100 represents m axim um  
creditworthiness. 

Key to Table  

I CRGC I nternat ional Count ry Risk Guide Com posite Rat ing (5/ 96)
I CRGP I nternat ional Count ry Risk Guide Polit ical Rat ing (5/ 96)
I CRGF I nternat ional Count ry Risk Guide Financial Rat ing (5/ 96)
I CRGE I nternat ional Count ry Risk Guide Econom ic Rat ing (5/ 96)
EMCRR Eurom oney Count ry Risk Rat ings (3/ 96)
I I CCR I nst itut ional I nvestor Count ry Risk Rat ings (3/ 96)  

Erb, Harvey and Viskanta (1996)  concluded from  their analysis that  higher expected returns for individual count r ies com e together with 
higher expected volat ilit ies. Table 2 shows that , in 1995, the average expected return and volat ilit y for Afr ica were quite high, 18,4%  and 
35,6%  respect ively and the average correlat ion was very low (0,05% ) . The high returns and low correlat ions with world m arkets m ake 
Afr ica at t ract ive to investors. The low correlat ions also m ake Afr ican Stock m arkets good port folio diversifiers. 

7 . Perform ance  

One of Afr ica’s greatest  achievem ents is to have som e of its stock exchanges ranked as top perform ers am ong em erging m arkets. The 
Egypt ian Stock Exchange ranked fifth in the world in the 1940s whilst  Ghana was ranked the sixth best  perform ing em erging stock m arket  
in 1993. The Zim babwe and Lusaka Stock Exchanges were crowned star perform ers in 1996 and 1997 respect ively. 

The m ost  act ive stock m arkets in sub-Saharan Afr ica include Zim babwe, Maurit ius, Nigeria, Ghana, Kenya and Botswana. Table 3 below 
shows that  the returns of these m arkets in April 2001 rose by 6,3% ;  1,4% ;  7,1% ;  1,3% ;  3,1%  and 4,5%  respect ively in US$ term s. The 
parallel m arket  exchange rate was used in convert ing Zim babwean returns into US dollars. Nigeria had the highest  m arket  capitalisat ion of 
US$3,8 billion in April 2001 whilst  the Botswana m arket , which is growing in prom inence, had a capitalisat ion of US$1,1 billion. 

Table 3 : Size, dividends and returns for  selected stock m arkets 

April- 0 1
Market  CAP P/ E Dividend

Price book
US$  return



US$  m % Historic Forw ard Yield Cover 2 0 0 1 ( YTD) Apr 2 0 0 1 2 0 0 0

S. Afr ica           

I ndust r ials        -21,1% 12,9% -28,6%

Gold        23,6% 18,8% 25,8%

All Share        -8,6% 11,5% 50,2%

Zim babwe 2525 22,4% 17,8 12,0 2,0% 2,97 5,98 21,8% 6,3% -19,9%

Maurit ius 1309 11,7% 8,6 7,5 6,5% 2,37 1,09 0,4% 1,4% -18,2%

Kenya 1193 10,6% 9,3 7,5 9,4% 1,41 1,31 -0,7% -3,1% -22,5%

Botswana* 1106 9,8% 12,4 10,0 5,9% 1,59 5,75 18,8% 4,5% 10,3%

Nam ibia* 228 2,0% 7,4 8,5 5,4% 2,34 2,21 -16,8% 1,3% 52,3%

Malawi 177 1,6% 3,2 2,5 7,1% 2,35 1,26 2,8% 1,0% 37,8%

Zam bia 141 1,3% 12,4 8,0 6,9% 1,55 5,35 28,8% -3,7% 4,9%

Tanzania 219 1,9% 3,5 3,0 10,2% 1,06 1,48 -4,7% -3,5% 0,1%

Nigeria 3835 34,2% 18,7 12,0 3,9% 2,01 4,97 8,6% 7,1% 41,7%

Ghana 504 4,5% 5,1 3,5 8,5% 2,43 2,43 1,2% -1,3% -43,9%

Region ex SA 1 1 2 2 6 1 0 0 % 1 4 ,3 1 0 ,0 5 ,0 % 2 ,1 6 4 ,1 4 9 ,0 % 4 ,0 % 1 ,5 %

Source:  Business in Afr ica, June 2001 

*  Exclude com panies with dual list ing on the JSE 

8 . Grow th potent ia l 

Global capital flows into em erging m arkets are at t racted by the higher growth potent ial of these m arkets (Pension Fund I ndicators, 2001) . 
The abilit y of em erging ( including Afr ican)  m arkets to at t ract  investors, despite the ext ra r isks, rests upon the relat ively high returns on 
investm ents in these m arkets. These returns ar ise from  the fact  that  m any business opportunit ies in these m arkets st ill rem ain 
unexploited. This is due to rest r icted access to m arkets, poor technological endowm ent , policy m istakes, or polit ical instabilit y (Pension 
Fund I ndicators, 2001) . The at t ract iveness of em erging m arkets is enhanced by the efforts being m ade to redress these legacies. 

Afr ican stock m arkets are relat ively sm all in term s of num ber of listed com panies and m arket  capitalisat ion in com parison with other global 
em erging m arkets. The m arkets are st ill in the em bryonic stages of developm ent  with potent ial for significant  growth. The only except ion 
is South Afr ica, whose m arket  capitalisat ion is ten t im es the com bined capitalisat ion of the rest  of Afr ican stock m arkets, and over 100 
t im es their  average (Senbet , 2000) . Taken individually, Afr ican stock m arkets are lim ited in resource m obilisat ion, whilst  taken collect ively 
they have som e potent ial for significant  future growth. 

Conclusion  

Afr ican stock m arkets have rapidly increased in num ber since 1989. This rapid increase cam e with the efforts to pr ivat ise state-owned 
enterprises. Afr ican m arkets are st ill young and segm ented and lack contagion with global em erging m arkets. Expected returns are quite 
high on Afr ican stock m arkets m aking them  at t ract ive to internat ional investors. However, Afr ican m arkets are also character ised by poor 
liquidity and m arket  inefficiency. This, coupled with unfavourable laws and regulat ions, polit ical instabilit y, foreign exchange and 
convert ibilit y r isk, taxat ion, lim ited share acquisit ions and rest r ict ions on foreign port folio investm ent  have const rained the growth of these 
m arkets. Relaxing or elim inat ing investm ent  rest r ict ions will prom ote foreign port folio investm ents result ing in im proved liquidity and 
efficiency. This will give Afr ican stock m arkets increased growth potent ial and enhance their  role in econom ic growth. 
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