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STILL INVESTED:

East Africa’s
Capital Market$

In East Africa, a recent move to accelerate the merger of stock
markets in Rwanda, Uganda and Tanzania has brought the regional
money markets to the limelight. FORBES AFRICA considers
what makes the merger attractive to regional investors, and the
challenges it may encounter, in the backdrop of the global economic
downturn, set off by the Covid-19 pandemic.

BY MARIE SHABAYA

N SEPTEMBER, AN ANNOUNCEMENT THAT A

World Bank-funded initiative, started in 2015, to merge

stock markets in Rwanda [RSE], Tanzania [DSE] and

Uganda [USE] was not only going ahead, but would be
operational by the end of 2020, sent shock waves through the
continental money markets.

The deal combines stock markets in these three countries,
worth an estimated $15 billion, in cumulative market
capitalization. Arguably, their total value might have been
bumped up by Kenya’s Nairobi Stock Exchange [NSE], which
would have contributed an additional $22 billion. However, the
country pulled out in 2015, following a procurement dispute.

What is clear, however, is that the move to link these three
regional stock markets, albeit electronically while subtracting
the existing barriers to trade across borders, will have a lasting
impact on the region’s capital markets.

While individually, relatively small, the merger of these

national stock markets does have its advantages. The 54
companies listed across all three exchanges are set to
benefit from a larger pool of capital and investors, along
with an anticipated effect on each currency, the extent of
which is yet to be discerned.

Additionally, while Kenya, the region’s most mature
and largest market by volume, isn’t participating, some
NSE-listed companies will still be able to trade in the new
merged market.

“The advantage is that, even though Kenya is not
[included] in [this] joint effort, the largest companies that
are currently listed on the NSE; KCB [Kenya Commercial
Bank], Equity Bank and East African Breweries would still
be listed on there as well. So the big benefits of the merger
will still be [felt] by the region,” says Dr Frannie Léautier,
a seasoned development economist from Tanzania and

CEO of SouthBridge Investments, a pan-African asset
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Stock markets in Africa are not sufficiently large
enough to accommodate the growth of the private
sector. For Africa to really get the depth that’s
needed to support its own development, thereis a
need to merge the smallest stock markets. When
you aggregate Uganda, Tanzania, and Rwanda, it

gives you the scale that is needed.

— Dr Frannie Léautier, a seasoned development
economist from Tanzania and CEO of SouthBridge

Investments
| ]

management firm based in Kigali, Rwanda.

While market conditions across Africa’s capital markets
vary, some of the challenges they face are universal.
Major continental markets continue to struggle with
high volatility, macroeconomic uncertainty, liquidity
constraints, limited domestic investment, underdeveloped
trading practices and settlement structures that are
coupled with restricted market information.

It’s no different in East Africa, explains Léautier.

“Stock markets in Africa are not sufficiently large
enough to accommodate the growth of the private sector.
For Africa to really get the depth that’s needed to support
its own development, there is a need to merge the smallest
stock markets. When you aggregate Uganda, Tanzania, and
Rwanda, it gives you the scale that is needed.”

Digitization has played a crucial role in this
development. This new regional stock market will be
electronic, much like the West African virtual exchange,
Bourse Régionale des Valeurs Mobilieres (BRVM),
launched in 1998. Like their counterparts at BRVM, East
African investors will now be able to buy and sell shares
across the three territories through a singular, online
platform without the red tape that previously plagued
them.

Despite this, however, the regional money markets
still have many milestones to go in terms of maturity.
Traditional lending, such as debt financing through banks
or institutional lenders, remains dominant. Even while
major companies are listed on individual stock markets,
the sale of shares is not the de-facto option for most of
these firms to raise capital.

“A lot of money just flows through the banks because
[our] capital markets are not developed,” says Githiora
Thuku, from Kenya, who is also a Director at Lion’s Head
Global Partners, an investment bank working across
several emerging and frontier markets, in the United
Kingdom.

At the same time, regulations and market conditions are
factors regional investors still have to be wary of, post-
merger.

“The regulations are just so different. Think about
where Pension Funds, for instance, can invest. In Kenya,
there is flexibility to take your money off-shore. So, if you
want to invest in the US or in Iraq, you can do that with
15% of your money.

“But in Uganda you’ll struggle to take your money
outside of East Africa. Also, tax regimes are different,
too. This merger has been on the cards for a while
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and cosmetically it looks interesting. [However], I think the
practicalities will be quite different,” he posits.

Thuku argues that the mechanics of investing in each of these
three markets will be harder to change beyond the ease that
the merger will provide. For example, the cost of shares in each
territory are influenced by factors outside the purview of the
singular stock exchange.

“One of the things investors think about is fees. How much
does it cost to buy a stock in Tanzania versus a stock in Uganda
if you [consider] commissions and taxes? You can change the
face of that investment, like through this [stock market merger]
where you can invest across territories but the mechanics of
actually investing are harder to change if they are not driven
by competition by brokers in each of these countries. Making
it easier to invest across the three doesn’t [necessarily] make it
attractive to invest across the three.”

Some of the mechanics that Thuku refers to are the market
volatility in each country in addition to the currency question.

]
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A lot of money just flows through
the banks hecause [our] capital

markets are not developed.
— Githiora Thuku, Director at Lion’s
Head Global Partners

While East Africa operates an economic bloc that eases
cross-border trading for regional businesses thanks to certain
regulatory instruments, each country still has a sovereign
currency, unlike the CFA Franc in West Africa.

For investors, currency fluctuations and other domestic
considerations need to be made when buying stock across these
markets.

While we have to wait for listing and market performance
data to analyse how this new stock exchange bloc will regulate
or influence the cost of capital, we can speculate on its direction
within the region, based on some of the factors it’s already
impacting, says Rafael Agung’, Chief Economist at NCBA Group,
a leading Kenyan commercial bank.

“It will [definitely] raise access and [this] makes it easier for
potential issuants to access capital,” he explains.

The merger also offers potential for investors from outside
the region, particularly in spreading risk across portfolios.

“At a very generic level, it provides portfolio diversification
opportunities if you are playing the broader pan-African
markets. You can have access to a new asset class, in that sense,
as an investor. The opportunity I see is the risk diversification
component of [this stock market merger]... if you are an allocator
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ADVOICE BY MOMENTUM

SHE IS CHANGING THE WORLD OF
MARKETING - ONE CAMPAIGN AT A TIME!

Nontokozo Madonsela shares her journey to anchoring her position in the

of capital, from outside the region,
and you are looking to expand, you
now have access to the ‘IPO’ route
and you can begin to look at ways of
attracting local capital, via issuance,
to support your pan-African
expansion within the region, for
example,” notes Agung’.

As Thuku suggests, Agung’ also
notes that the singular East African
exchange will do little to sway
the long-held preference of bank
lending to the traditional capital
markets, in terms of raising capital,
for most firms in the region.

“There’s a huge historical
learning about bank-led economic
models which is what we have in
Africa, and particularly in East
Africa, as opposed to traditional
capital market raises as you
have in the United States. In this
region, there is an almost lazy
acceptance and dominance of the
bank lending channel, as opposed
to the capital markets that, to me,
will be something that will take
a while to remove. But the [stock
market merger]| provides a potential
opportunity for issuers who want
to raise capital and now have a
platform to do so within the region.”

Despite its complexities, the
soon-to-be consolidated East
African stock exchange will allow
for developments much greater
than the ease of investment, insists
Léautier.

According to her, the singular
stock market is a springboard to
achieve the long-held ambitions of
the East African Community.

“It will become the channel
through which regional integration
can happen [within East Africa]
because if you can invest across
borders, you not only grow the trade
between countries but also the flow
of finances [and] people, which
is really important for regional
integration.”@
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world of marketing in South Africa.

t all started from outgrowing studying

BCom Accounting to embracing her

calling in marketing. This birthed the

woman we now know as a marketing
guru. Nontokozo Madonsela is a valiant
force to be reckoned with.

Nontokozo gathered her blackbelt
in marketing from working in several
major companies, namely Standard
Bank, British American Tobacco, Coca-
Cola, South African Breweries as well
as Hollard. It’s no surprise that she now
fills the role of Group Chief Marketing
Officer at Momentum and Metropolitan
Holdings (MMI). Nontokozo’s accolades
involve winning the Avance Media: Most
Influential Young South African Business
Leader award. She has improved
the Customer Satisfaction Index by
4.4% through the Standard Bank
What’s Your Next? campaign. She has

successfully repositioned the Momentum

Metropolitan brand, resulting in the
brand regaining relevance in the market
for the first time since the 2010 merger.
All of that while judging the AdFocus
2019 awards and participating in The
Small Big Business Show.

She recently spear-headed major
campaigns such as Momentum Women'’s
Month campaigns, No Apology For
My Success and the She Owns Her
Success campaign. Both campaigns
were centered around encouraging
women to recognize their strengths
and unabashedly celebrating their
achievements. “No Apology For My
Success was my first big campaign. It
featured many layers that addressed the
unequal gaps for women. The reasons for
my passion behind these projects were
because the campaigns fitted perfectly
with what Momentum cares about.”

Nontokozo admits that she’s had to
learn from her mistakes in the past two
decades. “I had instances where | would
have to face the wrath of leadership
for not managing budgets tightly. |
also struggled to navigate corporate
politics with finesse.” She managed to
overcome these by surrounding herself

Nontokozo Madonsela
Officer: Momentum Metropolitan Holdings

with incredible thinking partners to
help create different perspectives on
her lows.

When asked about the evolution
of marketing Nontokozo says that
marketers are an essential part of the
company operational organization,
“We're the scientists because with
our limited financial resources and
shrunken production timelines - we
still deliver good content and fast.” She
added that there are certain mistakes
that marketers should combat in order
to ensure the growth of the sector’s
importance, such as avoiding poor
insights and superficial human truths.

Her advice for women who are
starting to take up executive chairs is
for them to follow their heart. “Passion
is a huge part of what drives me and
without passion, one can limit the
extent of the impact that they can
make.” She concluded.



