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Abstract: While for a long time only regarded as subor-
dinate factors, it is meanwhile accepted that financial
systems and capital flows play a key role for economic
development and growth. Against this background many
countries of the Global South founded new, or liberalised
existing, stock exchanges, albeit with different results.
Whereas in various Asian countries these markets have at-
tracted sizable amounts of investment capital for domestic
companies, this is not the case for most stock exchanges in
Africa and especially Sub-Saharan Africa. Although there
is an increasing number of Sub-Saharan African stock ex-
changes, the majority is institutionally weak, small, illig-
uid and thus unattractive to most international investors,
resulting in low portfolio investment inflows to Sub-Saha-
ran Africa. Nonetheless, Africa is becoming increasingly
portrayed as continent of opportunities with immense
growth prospects which led to a new and growing appetite
for investment in Africa in general and Sub-Saharan Afri-
ca in particular. In this situation the new UN-supported
Sustainable Stock Exchanges Initiative (SSEI) comes into
play which aims at transforming stock markets into instru-
ments for supporting sustainable development and green
growth. Based on conceptual considerations surrounding
the development-through-stock-exchanges argument, this
exploratory research addresses the actors involved in this
initiative and takes their rationales under closer scrutiny.
We argue that the initiative not only serves as a tool for
sustainable development, but also as a promoter and fa-
cilitator of new international investment opportunities,
specifically for international and institutional investors in
their drive to enlarge and diversify their portfolios - result-
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ing in various challenges for Sub-Saharan stock exchang-
es and their local stakeholders.

Keywords: developing countries; emerging economies;
international finance; market making; stock market;
Sub-Saharan Africa; sustainable development.

1 Introduction

Financial markets as well as international capital flows
have been recognized as important drivers of economic
as well as social development (Schumpeter 1912; Myrdal
1957). Despite the theoretically given unlimited fluidity
of money, national and regional economies are differ-
ently integrated into global capital circuits and thus into
the world economy. As is by now widely acknowledged,
financial sectors — and more generally financial systems —
play an important role for capital flows and thus econom-
ic development and growth at various scales (McKinnon
1973; Martin 1999; Levine 2005). It is against this back-
drop that IMF and World Bank, often starting as part of
structural adjustment programs in the 1980s and 1990s,
have increasingly focused on financial-sector reform and
liberalisation in countries of the Global South. The devel-
opment of stock markets which are open to international
investment has become an important — albeit not uncon-
troversial — element in this approach and is associated
with the hope to “attract ... private capital investment and
integration into the global financial marketplace” (Ken-
ny/Moss 1998, 830, with special reference to Africa). As a
result, many countries of the Global South founded new,
or liberalized existing, stock exchanges. Whereas in some
cases, mainly in some Asian countries, these have attract-
ed sizable amount of investment capital for domestic com-
panies, this is not the case for most stock exchanges in Af-
rica, which are “insignificant compared to other emerging
markets” (Ncube/Mingiri 2015, 368).

Although it has abundant natural resources, Africa,
and Sub-Saharan Africa in particular, remains the world’s
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poorest continent whose integration into the world econ-
omy remains extremely low with very small shares of
global trade and capital flows, both foreign direct and
portfolio investment (WB 2017a). Nonetheless — or maybe
because of this — Africa becomes increasingly portrayed
as sleeping giant (“schlummernder Riese”) and continent
of opportunities with immense growth prospects (“Chan-
cenkontinent Afrika”, SWR 2017; also see BDI 2015, IFC
2011). This forecast, or rather vision, has led to a new and
growing “appetite for investment in Sub-Saharan Africa”
by global emerging market investors (IFC 2011, 8, 19). The
greater attention to Africa as an investment destination,
especially as a “good investment opportunity for portfolio
diversification for international investors” (Ncube/Mingiri
2015, 370), is reflected in a still small, but increasing num-
ber of international investment funds focusing on Africa.
However, these funds mainly invest in a limited number of
countries and focus on firms listed on one of the few larger
stock markets in Sub-Saharan Africa, specifically in South
Africa, Nigeria and Kenya (IFC 2011)." Generally, stock
exchanges provide the most important channel through
which foreign portfolio investment is processed, and most
international and institutional investors focus on large ex-
changes, which “tend to be less volatile, more liquid, and
less concentrated in a few stocks” (Demirgiic-Kunt/Levine
1996, 317). The majority of stock exchanges in Sub-Saha-
ran Africa, however, are very small and illiquid, thus con-
stituting a major bottleneck for foreign investment in the
region (Allen et al. 2011; IFC 2011; Ncube/Mingiri 2015).
This and, more generally, the weak integration of Sub-Sa-
haran Africa into the world economy, are regularly seen as
one of the reasons for enduring poverty and lack of growth
in many parts of Sub-Saharan Africa.

It is in this situation that various UN-related organ-
isations (UNCTAD, UNGC, UNEP-FI, PRI)? have started a
top-down initiative for stock exchanges worldwide which
aims at transforming them into instruments for support-
ing sustainable development and so-called green growth.
The Sustainable Stock Exchanges Initiative (SSEI) was es-
tablished in 2009 and has concurrently (end of 2017) 66
partner exchanges representing almost 70 countries, out
of which more than a quarter are in Sub-Saharan Africa.
It is certainly too early to produce an encompassing eval-

1 Similarly, although there are more than 50 general and specialised
sustainability indices, only seven of them are associated with stock
exchanges in developing countries; in Sub-Saharan Africa, South Af-
rica is the only country included (Vives/Wadhwa 2012).

2 United Nations Conference on Trade and Development (UNCT-
AD), UN Global Compact (UNGC), United Nations Environment Pro-
gramme Finance Initiative (UNEP-FI), and Principles for Responsible
Investment Initiative (PRI, also supported by the UN).
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uation of the SSEI’s role for the development of Sub-Saha-
ran Africa stock exchanges and for the better integration
of Sub-Saharan Africa into the world economy. However,
it appears to be a good point in time to take the actors in-
volved and their rationales under closer scrutiny, which is
the aim of this exploratory paper.

Based on the preliminary evidence available, we ar-
gue that one key rationale of the SSEI, especially in the
Sub-Saharan Africa context, is the function of a “mar-
ket maker”. By this, we do not refer to the rather narrow
meaning in the literature in finance, which means a stock
exchange agent who, by buying and selling, guarantees
market liquidity for his or her securities. Rather, we con-
ceptualize the terms market maker and market making
in a broader sense. We are inspired by the social-science
literature on marketization that discusses “how real mar-
kets, in all their hybrid and heterogeneous appearances,
are produced, stabilized, and dissolved” (Berndt/Boeckler
2010, 200). Ouma (2015, 26, 38) especially highlights the
role of a variety of actors, especially governments, service
providers and international (development) organisations,
for “extending the frontier regions of marketization to the
Global South”. This is of specific interest to our study, and
we argue, more concretely, that the SSEI, while officially
focusing on sustainable investment, serves as a promoter
and facilitator of new international investment opportu-
nities, thus especially benefitting international and insti-
tutional investors in their drive to enlarge and diversify
their portfolios. This is especially relevant with regard to
smaller Sub-Saharan African stock markets, which have
“proved relative immune to global tensions ... due to their
lack of correlation with developed markets”, thus offering
“positive benefits in terms of risk diversification” (Ncube/
Mingiri 2015, 370).

In our paper we address the following research ques-
tions: How can stock exchanges be(come) relevant for
economic development in the Global South? How are
Sub-Saharan economies and stock exchanges integrated
into international capital flows? In which ways does the
SSEI support the better integration of Sub-Saharan Africa
into the world economy? Who are the relevant actors and
potential beneficiaries? What are the resulting challeng-
es? We address these questions in an exploratory manner,
based on the analysis of the most recent data on interna-
tional capital flows by the World Bank (WB 2017a) as well
as on stock exchanges, specifically in Sub-Saharan Africa
by the World Bank (WB 2017b), the World Federation of
Exchanges (WFE 2017a, 2017b), the International Finance
Corporation (2011), the African Securities Exchanges As-
sociation (ASEA 2017) and the SSEI (various sources). In
addition, we triangulated our findings with a thorough
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literature review and the analysis of international policy
documents on stock exchanges (WFE 2017a), sustainable
investment in Sub-Saharan Africa (IFC 2011) and on the
structure, aims and workings of the SSEI.

The remainder of the paper is structured as follows:
The next section provides a survey of the theoretical dis-
cussion on the relationship between stock markets and
economic growth with a special emphasis on develop-
ing and emerging economies® (2.1) and conceptually ex-
plores national stock exchanges as localized institutions
and their role for foreign investment (2.2). Subsequently,
some background information on international capital
flows, portfolio investment and stock markets world-
wide with special attention to Sub-Saharan Africa are
given (section 3), followed by a more detailed account of
Sub-Saharan African stock exchanges (section 4). Section
5 introduces the SSEI, its founding context and (official)
rationale, and the development of its partner exchanges.
Section 6 then looks at Sub-Saharan stock exchanges’
participation in SSEI and at the potential beneficiaries.
The final section discusses the findings in light of the re-
search questions and the theoretical considerations and
concludes with the resulting challenges for Sub-Saharan
stock exchanges and their local stakeholders.

2 Financial development, stock
exchanges and economic growth:
conceptual considerations

While long time only regarded as a subordinate factor
(e.g. Lucas 1988), it is meanwhile widely accepted that the
financial system is key for economic and social develop-
ment (e.g. Dymski 2005; Stiglitz 2010; Beck 2012). Howev-
er, there is still a lively debate in which concrete form (e.g.
bank- vs. market-based, centralised vs. decentralised, de-
mand-following vs. supply-leading systems) the financial
sector is better suited to advance emerging and develop-
ing economies (e.g. Levine 2002; Rodriguez-Fuentes 2006;
Arcand et al. 2012; Asongu/De Moor 2017). In the follow-
ing we will first sketch the arguments around the potential
merits and problems of stock exchanges and thereby ad-
dress the question why international organisations are in-
terested in, and indeed do, support stock exchange devel-

3 A generally accepted classification for determining which coun-
tries are considered emerging and developing economies does not
exist. Usage of the term here follows the classification of the World
Bank and the IMF as specified in detail in the World Economic Out-
look database.
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opment. We will then take a closer look at different types
of stock exchanges and discuss why, even in a globalized
world with well-functioning electronic trading systems,
national stock exchanges still have a role to play.

2.1 Stock exchanges and economic growth:
a double-edged sword

The question whether stock exchanges promote economic
development or not has a long history, with first import-
ant contributions dating back to the seminal works of John
Maynard Keynes (1936) and William Baumol (1965). Espe-
cially since the 1980s and 1990s, i.e. the era celebrating
the virtues of markets, there has been a fascination with
stock markets and their potential for kick-starting lagging
economies and, more generally, accelerating growth.
Since then, stock markets have surged worldwide, with
emerging markets such as Brazil, Chile and South Africa
accounting for a large share of this boom (e.g. Woéjcik/
Burger 2010). At the same time, the body of theoretical
work on the relationship between stock market develop-
ment and economic growth has increased considerably.
Notwithstanding this long history, there is no consen-
sus on the pros and cons of stock markets for economic
growth, especially when it comes to the developing world
in general and the African context in particular.

In mainstream economic thinking, the line of argu-
ment is quite straightforward: Stock markets encourage
economic growth by providing a boost to domestic savings
and increasing the quantity and the quality of investment.
In particular, stock markets are seen to promote growth
by providing an avenue for growing companies to raise
capital at lower cost. This can reduce the risk of a credit
crunch, as companies are less dependent on bank financ-
ing. In addition, stock markets are regarded as valuable
tools for mobilizing savings and increasing the savings
rate of individuals by allowing for allocating savings to
investment projects with higher returns. In consequence,
more savings may be channelled to the corporate sector.
In addition, stock markets as (potentially) liquid markets,
where capital can be allocated and withdrawn easily, are
expected to ensure efficiency of capital allocation and
thus promote financial discipline (‘takeover mechanism’).
The presumption is that, if management does not maxi-
mize firm value, another economic agent may take control
of the firm, replace management, and reap the gains from
a more efficient firm. In other words, a free market of cor-
porate control is regarded to provide the best guarantee of
efficiency in the use of capital and other assets.
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This efficiency-of-stock-markets narrative, as well as
the closely related development-through-stock-exchanges
argument, is, however, not uncontested. Critics argue that
the pricing and takeover mechanism even in well-devel-
oped stock markets may lead to short-termism and lower
rates of long-term investment, particularly in firm-specif-
ic human capital. Most notably, the stock market is seen
to generate perverse incentives, rewarding managers for
their success in financial engineering rather than creating
new wealth through organic growth. In addition, the dis-
ciplinary function of stock markets is questioned on basis
of the observation that competitive selection in the market
for corporate control takes place more on the basis of size
rather than performance, leading to large inefficient firms
having higher chances of survival than smaller, relatively
more efficient firms. Furthermore, critics argue that stock
market liquidity can negatively influence corporate gover-
nance. This is particular the case, when very liquid stock
markets allow investors to sell their shares very easily,
thus weakening the commitment and incentive of inves-
tors to exert corporate control (for a fuller discussion of
the pros and cons of stock markets for economic develop-
ment see Demigiic-Kunt/Levine 1996; Kenny/Moss 1998;
Singh 1999; Woéjcik 2007).

The empirical evidence addressing the relationship
between stock market development and economic growth
is mixed, but on balance in favour of a positive nexus
(Kenny/Moss 1998; Yartey 2008; Dike 2016). A study on
the relationship between stock market development and
economic growth in seven Sub-Saharan countries, for ex-
ample, suggests different directions of causality and ar-
gues in favour of political encouragement of stock market
development in Africa (Enisan/Olufisayo 2009). Levine
and Zervos (1998) have shown that stock market develop-
ment plays an important role for future economic growth,
and that this association is particularly strong in develop-
ing countries, thus providing a rationale for stock market
promotion by international organisations. However, espe-
cially in developing countries with weaker regulatory in-
stitutions and greater macroeconomic volatility such as in
Sub-Saharan Africa, stock markets carry the risk of mag-
nifying the adverse effects discussed above (Yartey 2008;
Afego 2015; see more generally Arcand et al. 2012). Given
the differentiated system of stock exchanges worldwide,
we will focus in the following on what are conceptual
reasons to support national stock exchanges in contrast
to the centralisation of activities in large international ex-
changes, e.g. in Johannesburg or even London.
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2.2 The geography of stock exchanges:
national exchanges as entry points for
international investors

Despite the increasing digitisation of stock exchange activ-
ities, there is a variety of different types and sizes of stock
exchanges, from large international — or rather global —
players such as the New York and London Stock Exchange
over more international-regional (e.g. Frankfurter Borse,
Euronext in Europe) or international-specialised (e.g.
Luxembourg Stock Exchange) to smaller national or even
regional exchanges. Why stock exchanges (still) exist as
localised organisations, has been a topic in the geography
of finance for some time (Grote 2009; Schamp 2009; D6rry
2015; Klagge et al. 2017). The arguments for centralisation
revolve around economies of scale, whereas localisation
is supported by the need for proximity to various market
actors. In his study of the Warsaw stock exchange, Wojcik
(2007) gives a detailed account of who these market actors
are and how proximity is beneficial or even a requirement
for certain stock exchange activities. He also points out
how a national stock exchange can be an important entry
point for international investors to get access to smaller
domestic companies. His findings provide important in-
sights for the exploration of Sub-Saharan African stock
exchanges.

A stock exchange brings together companies in need
of capital and capital providers. By regulating the emission
of, and trade in, securities, and specifically the access for
both companies and investors, it helps to mitigate risk and
provides an organised and rather transparent framework
for capital investment. Figure 1 gives a general overview
of how stock exchanges are at the centre of a network of
different stakeholders — including not only the supply and
the demand side, but also various service providers — and
their most important functions. In the following we will
use this framework as a starting point to discuss national
stock exchanges and how they provide an entry point for
international investors.

Stock exchanges are important partners for their list-
ed companies and are always in search of new companies
to be listed. They gather and process exclusive knowledge
on businesses in their region or country and can, through
their specific expertise, act as ‘scouts’ and ‘gate keepers’ at
the same time. By selecting and listing certain companies
(and not others) they signal to investors that these compa-
nies are “investor-ready”. In stock exchanges’ knowledge
management geographical proximity and “leveraging lo-
cal knowledge” (IFC 2011, 67-68) play an important role,
especially with respect to smaller companies, but also
when stock exchanges operate in opaque business envi-
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Figure 1: Stock exchange actors and important network relationships. Authors’ illustration.

ronments such as Sub-Saharan Africa (or Poland after the
fall of the Iron Curtain, cf. Wojcik 2007).* In such environ-
ments, national stock exchanges often act, in the sense ex-
plained in the introduction, as market makers which not
only select, but often also have to convince companies to
become listed. This and the preceding scouting of suitable
companies is an important task of national stock exchang-
es which could not (easily) be done from greater geograph-
ical distance (D6rry 2017).

These activities and their specific expertise make lo-
calised stock exchanges important partners of investors
both domestically and also internationally. Generally,
stock exchanges supply investors with knowledge on their
listed companies and provide their services as a trading
platform. Furthermore, investor relations also include the
active development and enlargement of a stock exchange’s
investor base via marketing and promotion — which is a
necessary correlate of the market making described above.
Whereas international investors are usually predomi-
nantly interested in larger companies and so-called blue
chips, the local and national investor community tends to

4 For a detailed analysis of the role of proximity in knowledge man-
agement in finance networks and investor-firm relationships see, for
example, Klagge/Peter (2011, 2012) and Peter (2018).

be more prone to investment in a greater variety of firms.
In consequence, domestic investors, and more generally
domestic savings and investment, are important as they
provide the resources for smaller growing into large(r)
firms and thus become attractive to international inves-
tors as well. It is against this background that most stock
exchanges pursue investor relations strategies at various
levels. This is especially relevant in markets where there
is not (yet) an established local investor base and a lack
of, or only weak, domestic participation such as in most
Sub-Saharan Africa countries (Kenny/Moss 1998, 833;
Afego 2015, 251).

Besides listed companies and investors, there are oth-
er actors which are important to make a stock exchange
functioning and successful. These include various direct-
ly involved financial service providers such as brokers,
clearing banks and houses, but there are also additional
service firms which support investors, listed companies
and further stock exchange stakeholders. These include
consultancies, investment banks, rating agencies, ana-
lysts and others, which are important in making stock
exchanges more efficient and transparent, and thus at-
tractive to a wide variety of, also international, investors.
Their presence in a national stock market location is a sig-
nificant indicator for a stock exchange’s professionalism
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and overall importance. For this reason, stock exchanges
try to attract such service providers to their location and
support them in establishing local branches, with the aim
to benefit from their activities and international networks.

The vibrancy of the resulting localised network of
stock exchange actors is an important success factor not
only for the stock exchange itself, but also for the local
and national business community, which is why business
development agencies regularly represent a part of such
networks, too. Furthermore, members (or owners) of the
stock exchange and the regulatory agencies, policy mak-
ers and the state are important in setting up the legal and
regulatory framework within which a stock exchange op-
erates. Reliable regulation and good corporate governance
of stock exchanges and beyond are central factors for
companies and especially investors to become involved.
This provides a special challenge for opaque and not-yet
well-developed markets such as in Sub-Saharan Africa
(Ncube/Mingiri 2015, 369), which is where the SSEI comes
into play. Before taking a closer look at Sub-Saharan Af-
rica stock exchanges and the SSEI, we will first explore
Sub-Saharan Africa’s role in international capital flows,
specifically portfolio investment.

3 International capital flows,
stock exchanges and uneven
development

The exchange and flow of financial resources is distribut-
ed extremely unevenly throughout the world. With great
consistency, by far the largest amount of capital flows oc-
cur between the economically advanced countries of the
so-called Triad (North America, Europe and Japan/East
Asia), reflecting the prominent role that leading indus-
trialised nations play in the world economy and in trade
relations. The types and directions of capital flows in the
rest of the world, however, have changed, and emerging
and developing economies have increased their shares in
the last decades. This is especially the case for foreign di-
rect investment (FDI), where these countries now account
for a third of all FDI inflows, whereas their share of port-
folio investment inflows is only 12% (Balance of Payments
data for 2008-2015 from IMF 2017).

As these deliberations indicate, international capital
flows are made up of several components: the publicly
available statistics generally differentiate direct invest-
ment, portfolio investment and bank loans as private cap-
ital flows on the one hand and government transfers, i.e.
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the exchange of central bank funds and money from state
investment companies (sovereign wealth funds), on the
other hand. Two other important sources of finance for
emerging and developing economies are official develop-
ment assistance (ODA) and remittances sent home by in-
ternational migrants. In the present study, we concentrate
on portfolio investment as this is where stock exchanges
play the key role as investment channel. International
portfolio investment is defined as “cross-border transac-
tions and positions involving debt or equity securities,
other than those included in direct investment or reserve
assets” (IMF 2010, 110), which includes (minority) share-
holdings in companies as major category.

Figures 2a and 2b° confirm the dominant position of
the Global North — and here just a few countries (US, UK)
or world regions (especially the Euro area) — as destina-
tion of portfolio investment, with a similar pattern for the
countries of investment capital origin. Within emerging
and developing economies there are also stark differenc-
es with relatively high volumes of portfolio investment in
South and East Asia (incl. Mainland China) and in Latin
America in contrast to consistently low values for Sub-Sa-
haran Africa. While Sub-Saharan Africa accounts for
about 14% of the world population and 2% of the global
GDP (WB 2017a), its share of portfolio investment inflows
is consistently well below 3% between 2008 and 2015.
Furthermore, the most recent trend points downward with
less than 1% in 2015, after a significant increase to 2% in
2011 in the wake of the financial crisis (WB 2017a). These
data suggest that the euphoria surrounding Sub-Saha-
ran Africa as an investment destination might have been
short-lived.

The pattern of portfolio investment flows can easily
be associated with the international stock exchange sys-
tem which is highly uneven. In terms of listed companies,
there are large exchanges not only in the Global North, but
increasingly also in South and East Asia. However, when it
comes to trading volumes, i.e. the total quantity of shares
and contracts traded, there is a clear dominance of just
very few exchanges, which are characterised by large do-
mestic markets and well-above average shares of foreign
listed companies. The three largest stock exchanges — the
London Stock Exchange (LSE), Nasdaq and the New York
Stock Exchange (NYSE), the latter two both located in
New York — regularly account for well over half of global
stock trading (Zademach 2014, 93). By contrast, the small

5 The figures give an overview of portfolio investment inflows for
2008 to 2015 and cover all years for which time series data of portfo-
lio investment flows are available from the IMF Balance of Payments
Database (IMF 2017).
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Figure 2: Portfolio investment inflows in (a) advanced economies and (b) emerging and developing economies (billion USD), 2008-2015.

Authors’ illustration; data source: WB 2017a.

stock exchanges of Sub-Saharan Africa, many of whichare (IFC 2011, 22) and an even lower share of trading volumes.
not even members of the World Federation of Exchanges Nonetheless, the development of Sub-Saharan African
(WFE) and thus do not show up in Figure 3, accounted stock exchanges has been quite dynamic in the last de-
for less than 2% of global market capitalisation in 2010 cades, as we will show in the following section.
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4 Stock exchanges in Sub-Saharan
Africa: dynamic developments,
risks and opportunities

Financial systems in Sub-Saharan Africa are diverse, but
are generally regarded as “least developed even by stan-
dards of other developing regions” (Allen et al. 2011, 80).
Nonetheless, the number of stock exchanges in the region
has developed quite dynamically in the last decades, from
only five in the early 1980s to more than 20 today (Table
1). While some Sub-Saharan Africa stock exchanges have a
long history dating back to colonial times or the early years
of independence (South Africa, Kenya, Nigeria), most are
rather young institutions. A majority of 13 stock exchanges
were established in the late 1980s and the 1990s, often to
support the privatisation of state-owned enterprises and
to facilitate foreign investment in the context of liberali-
sation policies and structural adjustment programs (Allen
et al. 2011). This includes the foundation of the regional
stock exchange BRVM in 1998, which serves eight franco-
phone West African countries. The wave of stock exchange
foundations abated after 2000; however, there were three
further establishments in the 2000s and four since 2010.
Membership data of the African Stock Exchange Associa-
tion (ASEA) as of September 2017 counts 20 stock exchang-
es in Sub-Saharan Africa. Three recently founded stock
exchanges in Somalia (2015), Angola (2016) and Lesotho
(2016) are not yet members of ASEA (ASEA 2017).
Although some authors do see positive trends in stock
market development in Sub-Saharan Africa (e.g. IFC 2011;
Ncube/Mingiri 2015), it is generally agreed that “the dra-
matic increase in the number of exchanges ... has not been
accompanied by improvements in the quality, depth, ef-
ficiency and competitiveness of stock exchanges in the
region” (Afego 2015, 261). Sub-Saharan African stock ex-
changes are small and illiquid, also compared to stock ex-
changes in other parts of the developing world (Allen et al.
2011; IFC 2011). Many are not much more than electronic
trading platforms and have only very few trading hours
per week (Afego 2015, 249). According to Ncube/Mingiri
(2015, 367), most African stock markets are “fragmented,
lack economies of scale, and ... operational efficiency” as
well as sophisticated financial service providers and infra-
structures (IFC 2011, 34). The only exception is the Johan-
nesburg Stock Exchange (JSE), which is by far the largest
stock exchange in Sub-Saharan Africa and internationally
well-recognised with more than 300 listed companies and
a large domestic market capitalisation both in absolute
and in relative terms (Table 1). In stark contrast, the num-
ber of listed domestic companies at other Sub-Saharan Af-
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rica stock exchanges is generally below 50. Exceptions are
Nigeria, Mauritius and Kenya, but even in these relatively
larger Sub-Saharan African stock markets the market cap-
italisation is more than 30 times smaller than at the JSE
with a much lower percentage of GDP as well.

Most Sub-Saharan Africa stock exchanges also face
the challenge of very low trading volumes and that trade
concentrates in a few stocks; some are even dominated by
a small number of firms. “There are serious informational
and disclosure deficiencies for other stocks apart from the
actively traded ones” (Ncube/Mingiri 2015, 369), which
provides opportunities for large returns for those investors
who have access to local knowledge (Bitala 2010; IFC 2011).
Such opportunities, however, still bear a high level of risk,
as currency rates, as well as political conditions, can fluc-
tuate strongly and regulatory environments are weak due
to a lack of rule of law and a high incidence of corruption
in many Sub-Saharan African countries (IFC 2011; Afego
2015; Ncube/Mingiri 2015). All this makes Sub-Saharan
Africa stock exchanges rather unattractive for most inter-
national and institutional investors and helps to explain
the rather low portfolio investment inflows, although they
“have performed remarkably well, both in terms of abso-
lute returns and on a risk-adjusted basis” (Allen et al. 2011,
83).

Generally, Sub-Saharan Africa stock markets are per-
ceived as challenging and high-risk markets, though with
the potential of high returns (Kenny/Moss 1998; Allen et
al. 2011; IFC 2011). This, together with the opportunity
for portfolio and thus risk diversification, has resulted in
an increased interest of international investors and the
fund industry. It is against this background that there are
various initiatives by Sub-Saharan Africa stock exchang-
es and the respective governments to increase liquidity
and attract more investment, thus following the devel-
opment-through-stock-exchanges argument outlined in
section 2.1. Such initiatives can include large-scale pri-
vatisations and generally focus on improving institu-
tional conditions, corporate governance and operational
efficiency through (more) regulatory rigor, (better) com-
pliance with international transparency and disclosure
standards, but also upgrading (technology) infrastructure
(for an early account see Kenny/Moss 1998). Additional
suggested measures include an “appropriate mix of taxes,
legal and regulatory policies to remove barriers to stock
market operation ... [as well as] policies to encourage sav-
ings and investment [which] might infuse higher demand
for capital market activities and engender greater integra-
tion of African stock markets into their economies” (Eni-
san/Olufisayo 2009, 170).
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Table 1: Sub-Saharan African stock exchanges: selected indicators.
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Year of SSEl mem- Name of stock exchange Conduct Number of listed Market capitalization of domestic
establish-  bership business in domestic companies companies
ment since
2010 2016 Year Billion USD % of GDP

1887 2012 Johannesburg Stock Exchange South Africa 352 303 2016 951.3 322.0
1954 2015 Nairobi Securities Exchange Kenya 55 65 2011 10.2 24.3
1960 2013 Nigerian Stock Exchange Nigeria 215 169 2016 29.8 7.4
1989 2016 Botswana Stock Exchange Botswana 16! n.a. 2000 0.98 16.9
1989 Ghana Stock Exchange Ghana 31 29! 2011 3.1 7.8
1989 2015 Stock Exchange of Mauritius Mauritius 62 75 2016 7.6 62.2
1990 Swaziland Stock Exchange Swaziland 6! n.a 2007 0.2 6.8
1992 2016 Namibia Stock Exchange Namibia 7 8 2011 0.001 0.009
1993 2015 Zimbabwe Stock Exchange Zimbabwe 69! n.a. 1999 2.5 35.9
1994 Malawi Stock Exchange Malawi n.a. n.a. n.a. n.a.
1994 Lusaka Stock Exchange Zambia 20 n.a. 2010 3.2 13.6
1994* Khartoum Stock Exchange Sudan n.a. n.a. n.a. n.a.
1996 2016 Dar es Salaam Stock Exchange Tanzania 41 n.a. 2001 0.4 3.8
1997 Bolsa de Valores de Mozambique Mozambique  n.a. n.a. n.a. n.a.
1997 Uganda Securities Exchange Uganda n.a. n.a. n.a. n.a.
1998 2015 Bourse Régionale des Valeurs 8 West African 39 43 2016 12.4 34.0

Mobiliéres (BRVM) countries?
2001* Douala Stock Exchange Cameroon n.a. n.a. n.a. n.a.
2005* 2015 Rwanda Stock Exchange Rwanda n.a. n.a. n.a. n.a.
2009* Sierra Leone Stock Exchange Sierra Leone n.a. n.a. n.a. n.a.
2011* 2016 Seychelles Securities Exchange Seychelles - 8 n.a. n.a.
2015 Somali Stock Exchange Somalia - n.a n.a. n.a.
2016 Bolsa de Divida e Valores de Angola Angola - n.a n.a. n.a.
2016 Maseru Securities Market Lesotho - n.a n.a. n.a.

Data obtained from

IFC, *ASEA  SSEI

World Development Indicators database (WB 2017b)

Notes: ! Latest available data: Zimbabwe (1999), Botswana (2000), Tanzania (2001), Swaziland (2007), Ghana (2013). 2 Benin, Burkina Faso,
Guinea Bissau, Cote d’Ivoire (HQ), Mali, Niger, Senegal, Togo. n.a.: not available. Authors’ compilation; data sources: ASEA 2017; IFC 2011;

SSEI2013a; WB 2017b.

In their efforts to create (more) enabling environ-
ments, Sub-Saharan Africa stock exchanges learn from
other stock exchanges and can also get support and
guidance from international financial institutions and
trade associations. However, apart from JSE, Nigeria and
Mauritius, none of the Sub-Saharan stock exchanges is a

member of the World Federation of Exchanges (WFE), the
global industry association for stock exchanges and clear-
ing houses. In contrast, 11 out of 23 are affiliated with the
SSEI, i.e. they are listed as partner exchanges (Table 1). A
reason for this discrepancy probably is that membership
in the WFE is associated with a fee, whereas becoming a
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partner exchange of the SSEI is free of charge; only the SSE
Commitment Letter has to be signed.

5 The Sustainable Stock Exchange
Initiative — change agent or
market maker?

The Sustainable Stock Exchange Initiative was established
in 2009, right after the start of the most recent global finan-
cial crisis, as a peer-to-peer learning platform to enhance
corporate sustainability and encourage responsible long-
term approaches to investment. Its organisers are a “quar-
tet” of three UN organisations, United Nations Conference
on Trade and Development (UNCTAD), UN Global Com-
pact (UNGC), United Nations Environment Programme
Finance Initiative (UNEP-FI), and the UN-supported Prin-
ciples for Responsible Investment Initiative (PRI). While
the SSEI invites stock exchanges globally to become SSEI
partners, it also welcomes supporting participation of oth-
er stakeholders such as regulators, policy makers, stan-
dard setters, investors and companies, e.g. in the SSEI’s
Consultative Group or its biennial Global Dialogues (Fig-
ure 4). It thus addresses all relevant actor groups involved
in stock exchange activities and networks as depicted in
section 2.2 and Figure 1.

Participating stock exchanges are required to com-
mit to advance sustainability in their markets by publicly
endorsing the following statement: “We voluntarily com-
mit, through dialogue with investors, companies and reg-
ulators, to promoting long term sustainable investment
and improved environmental, social and corporate gov-
ernance disclosure and performance among companies
listed on our exchange” (SSEI 2013b). While sustainability
is the much-used key term of the initiative with repeated
reference to environmental, social and governance (ESG)
issues and also the sustainable development goals (SDGs),
the SSEI places special emphasis on good corporate gov-
ernance and corporate transparency more generally.® As
such, the SSEI is much more than another sustainability
initiative, but at the same time also a high-profile initiative
to improve the investment conditions in developing and
emerging markets. From a market-making perspective,
the SSEI provides a striking example for “the formatting
of specific market agencies ... to guarantee the frictionless

6 For a more general overview on recent trends in the markets of sus-
tainable finance and socially responsible investments see e.g. Haigh
(2012) and Zademach (2015).
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Figure 4: SSEI’s operational structure. Source: SSEI 2013b, adopted.

circulation of goods and capital at new spatial scales”
(Ouma 2015, 37).

The SSEI’s focus on emerging markets is corroborat-
ed by the development of its partner exchanges which
are predominantly active in the Global South (Figure 5).
Sub-Saharan Africa stock exchanges account for 20% of all
partner exchanges (if regional groups such BRVM, Nasdaq
Nordic and Euronext are counted as one stock exchange)
and - due to the regional stock exchange in West Africa —
an even higher percentage of the countries covered within
the SSEI. Sub-Saharan Africa is only surpassed by Europe
& CIS (Commonwealth of Independent States) with its
large number of countries, which probably also reflects
the strong commitment to climate policies and sustain-
ability goals in the EU and Europe more generally. Overall,
however, there are at least a few partner exchanges from
each world region, and the SSEI partner exchanges cover a
broad size spectrum ranging from very large international
exchanges (NYSE, LSE, Deutsche Borse), all of them locat-
ed in the Global North, to very small and rather illiquid
exchanges, mainly in the Global South.

With the successful acquisition of 66 stock exchanges
representing almost 70 countries, the regular SSEI activi-
ties and the cooperation with various high-profile stake-
holders, including not only UN-related organisations, the
SSEI has become an important stock exchange platform
for negotiating sustainability and ESG issues. But the
scope of the SSEI goes far beyond, as it can be regarded
as a market maker in various respects. It has been con-
tributing to further develop the market for sustainable
or green finance and shift it from a niche into the global
mainstream market. By obliging stock exchanges world-
wide — and with them regulators, investors and various
others — to pursue sustainable development and business
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Figure 5: Development of SSEI partner exchanges by world region (multiple listings for exchanges covering more than one country). Authors’

illustration; data source: SSEI 2013c.

practices, the SSEI has also provided a fertile ground for
new demand for financial and consulting services, which
are then offered and provided by firms based in the Global
North or South Africa.” The growing global importance of
the SSEI for sustainable finance is supported by the fact
that the Luxembourg Stock Exchange eventually joined
the SSEI in 2016. The Luxembourg Stock Exchange sees
itself as “the leading stock exchange in the world for the
listing of green bonds with 100 listings, and as a capital
markets intermediary committed to a sustainable econo-
my” (SSEI 2016a) and already played a leading role in the
SSEI Executive Dialogue on Green Finance later the same
year in Nairobi (SSEI 2016b).

In addition to promoting sustainable and green fi-
nance markets, the SSEI plays a market making role also
in geographical perspective. By supporting stock exchang-
es in developing and emerging markets to better comply
with international transparency and disclosure standards,
it makes these markets more attractive to international in-
vestors and thus helps them to expand their activities and
diversify their portfolios. That this happens with a focus

7 Good examples are the boutique investment advisory firm SinCo
and the financial analyst and investment consultancy RisCura,
from the US and South Africa respectively. The two firms, which
researched and drafted the IFC report on sustainable investment in
Sub-Saharan, forecast a strong growth of sustainable investment in
this region, but deplore the lack of financial service infrastructure
as well as present themselves as specialist service providers for sus-
tainable investment in Africa and other emerging markets (IFC 2011,
4, 34, 47,59).

on — or perhaps rather under the guise of — sustainable
development is an interesting feature. It reminds of other
sustainability initiatives or corporate environmental strat-
egies which employ the notion of sustainability and the
like as rhetoric, as a means to create new markets, or to
influence or even curb future regulation (e.g. Sharma/Vre-
denburg 1998; Haigh 2012; Ilgaz/Zademach 2015; Klagge/
Reimer 2016). Following this line of thought, we will, in the
next section, look at Sub-Saharan Africa stock exchanges
in greater detail and explore their SSEI engagement.

6 The Sustainable Stock Exchange
Initiative in Sub-Saharan Africa

The SSEI has, end of 2017, eleven partner exchanges in
Sub-Saharan Africa which cover 18 out of 48 countries.
While the Johannesburg SE and Nigerian SE were among
the early members of the initiative, all other entered the
SSElin 2015 and 2016. However, of all these stock exchang-
es only very few have fulfilled anything except endorsing
the general statement required to become a member (Ta-
ble 2). Most of them do not (yet) require ESG reporting as
a listing rule, offer written guidance on ESG reporting or
related training, or have sustainability related indices or
green bond listings (also see IFC 2011).

However, even without these activities, the partner ex-
changes have become part of a network which meets reg-
ularly and in which best-practices regarding ESG and cor-
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Table 2: SSEI partner exchanges in Sub-Saharan Africa and their sustainability engagement.

Name of stock SSEl mem- Has prepared Requires ESG  Offers written Offers ESG  Provides Has green WFE mem-

exchange bership SSE commu-  reportingasa guidance on related sustainability- bond bership
since nication to listed rule? ESG reporting? training? related indices? listings?

stakeholders

Botswana Stock 2016 - - - - - - no

Exchange

Bourse Régionale 2015 - - - - - - no

des Valeurs

Mobiliéres

(BRVM)

Dar es Salaam 2016 - - - - - - no

Stock Exchange

Johannesburg 2012 X X X X X X yes

Stock Exchange

Nairobi Securities 2015 X - - - - - no

Exchange

Namibia Stock 2016 - - - - - - no

Exchange

Nigerian Stock 2013 X - - X - n.a yes

Exchange

Rwanda Stock 2015 - - - - - - no

Exchange

Seychelles 2016 - X - - - - no

Securities

Exchange

Stock Exchange 2015 - - - - - - yes

of Mauritius

Zimbabwe Stock 2015 n.a. n.a. n.a. n.a n.a n.a no

Exchange

n.a.: not available. Authors’ compilation; data sources: SSEI 2013a, 2013d; WFE 2017b.

porate governance are exchanged and capacities around
the concept of Sustainable Finance are built. This includes
already four SSEI events in Africa, in Abuja (2015), Nai-
robi (2016), Marrakesh (2016) and Casablanca (2017). In
the run-up of the Nairobi meeting three Sub-Saharan Af-
rica stock exchanges (Botswana, Namibia, Tanzania) an-
nounced their partnership with the SSEI. This illustrates
how these meetings not only serve to discuss and develop
strategies for partner exchanges, but also function as oc-
casions to raise awareness and attract new members in the
respective world region.

The SSEI events are often held as part of or in associ-
ation with other international meetings focusing on sus-
tainability (e.g. UNCTAD World Investment Forum, UN Cli-
mate Summit, meeting of financial centre representatives).
SSEI events are meeting places for a variety of different

actors, including, apart from stock exchanges, also regula-
tors, investors, financial service companies, international
organisations and others. This mix, which is reflected in
the SSEI’s Consultative Group (cf. Figure 4), allows for an
integrated approach to discuss best-practice — in ESG, but
also corporate governance and its implementation — and
to develop stock exchange strategies, activities and net-
works accordingly. Maybe most importantly, bringing to-
gether all these different types of mostly internationally
active stakeholders with (national) stock exchange repre-
sentatives provides opportunity for knowledge exchange
and trust-building.

Overall, the way the SSEI is organised and organises
its events is thus not only promoting ESG issues, but also
helps stock exchanges to build relationships with inter-
national investors and other actors and vice versa. It pro-
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vides, on the one hand, especially small stock exchanges
with an opportunity to attract these actors and/or their
business to their locations and thus increase their inves-
tor base and enlarge local stock exchange networks (cp.
Figure 1 and section 2.2). On the other hand, the partici-
pating investors and financial service firms can gain local
or even exclusive knowledge on so-far opaque markets,
especially those with an assumed high potential such as
in Sub-Saharan Africa, and include them into their future
(portfolio diversification) strategies. For the time being, it
is not clear, who are the main beneficiaries of such devel-
opments. However, the fact that international investors
and international service firms take an active part in SSEI
and its events is a clear indication that opening up new
markets is part of the rationale.

7 Discussion and conclusion

The integration of Sub-Saharan Africa into global capital
markets and circuits is still weak, but there is an increas-
ing interest in Africa’s economies and also in its stock
markets. However, Sub-Saharan Africa stock markets,
with the notable exception of the Johannesburg Stock Ex-
change, are rather small and illiquid which deters inter-
national and institutional investors and has kept portfolio
investment in Sub-Saharan Africa at a very low level (well
below FDI flows). In this situation, the SSEI’s initiative
provides a timely effort to support African as well as other
exchanges worldwide in further developing their gover-
nance structures and to include sustainability and ESG is-
sues into their strategies — which would make them more
attractive to domestic companies as well as investors, es-
pecially from abroad. The regulatory changes, which the
involvement with the SSEI might trigger, are important
conditions for enhancing transparency, reliability and
possibly also the sustainability of doing business at these
stock exchanges. Maybe even more importantly, however,
the SSEI also functions as a platform which connects, and
supports trust-building between, representatives of na-
tional stock exchange and other local stakeholders (incl.
regulators) with a variety of mainly international actors
including investors, rating agencies, analysts, lawyers,
consultants etc.

As we have outlined in our conceptual account, the
SSEI thus induces regulatory changes and the building of
networks which are important in turning national stock
exchanges into intermediaries between domestic com-
panies and international investors. Who are the benefi-
ciaries if such a development materialises and Sub-Sa-
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haran Africa becomes better integrated into the world
economy via its stock exchanges and through interna-
tional portfolio investment? If one follows the develop-
ment-through-stock-exchanges argument, Sub-Saharan
Africa economies benefit from the resulting integration
into international capital circuits. However, our explor-
ative account of Sub-Saharan Africa stock exchanges and
the SSEI also shows, that the potential beneficiaries are
not only located in Africa. International investors and oth-
er financial service firms are actively searching for new
business fields and regions to expand and specifically di-
versify their activities. Africa, and especially Sub-Saharan
Africa, is given high priority on their agenda, though in
many parts not yet perceived as “investor-ready”. The SSEI
provides the participating international companies with
an opportunity to gain exclusive knowledge, build per-
sonal relationships and thus attain first-mover advantag-
es with respect to doing business in Africa. Additionally,
especially given the emphasis some African governments
put on stock exchanges, it also needs to be examined to
what extent stock market development is associated with
collusion and “looting-by-political-elite” (cp. AIPC 2017,
3).

The challenge for Sub-Saharan Africa stock exchang-
es and other local stakeholders is therefore to develop
their national stock exchange networks and business part-
nerships in a way which allows for reaping a fair share of
the benefits domestically and not let international firms,
possibly in collusion with local political elites, dominate
African economies (incl. stock exchanges) yet another
time. This is especially important in light of the potential
adverse effects of stock markets on the domestic economy,
particularly short-termism and selectivity which are espe-
cially prevalent among large international investors. It will
be worthwhile from a regional and social development
viewpoint to further follow-up whether and how the SSEI
supports Sub-Saharan Africa stock exchanges in forming
and establishing their own profiles regardless of the inter-
ests of international finance, thus not only functioning as
a market maker, but also as a change agent for sustainable
and endogenous development in Sub-Saharan Africa.
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