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                                                           CHAPTER ONE 

INTRODUCTION 

1.1  BACKGROUND 

It has been established that African stock markets are confronted with a multitude of 

problems which include, inadequate liquidity, low capitalisation, few market participants, a 

small number of listed companies and low trading volumes.
1
 As a result, their broader 

economic impact has so far been limited.
2
 The Southern Africa Development Community 

(SADC) stock markets with the exception of South Africa are small, both in terms of the 

number of listed companies and market capitalisation, and they display considerable 

illiquidity.
3
 In general, the SADC region has shallow and underdeveloped financial markets. 

Their development has been hampered by a number of factors which include; political and 

economic uncertainty, fiscal dominance, weak judicial institutions, limited investment 

opportunities in the private sector, technological constraints, and the shortage of skilled 

personnel with expertise in banking and finance.
4
 

It is contended that all these problems could be eased through regional financial integration. 

The integration of African stock markets and the introduction of regional stock exchanges 

will promote cross-border listings and thus stimulate increased liquidity across markets.
5
 

Thus, it is suggested that the integration of SADC’s stock markets and the creation of a 

regional stock exchange is one of the panaceas to overcome Africa’s stock market problems.
6
 

A regional stock exchange has the potential for tremendous benefits for both local and 

foreign investors, as well as for business enterprises in the region.
7
 The term “regional stock 

exchange” refers to a stock exchange which would stimulate not only cross-border trading in 

securities of companies within the region, but would also attract securities investment from 

                                                           
1
Department of Economic Affairs Report of the Feasibility study on the establishment of the Pan African stock 

exchange (2008) para 199. 
2
Jefferis K & Mbekeani K New forms of integration in emerging Africa laws, Institutions and Capita l Markets 

Integration (2000) 1. 
3
Senbet L & Otchere I ‘African stock markets’ (2008) 1 International Monetary Fund. 

4
Linn J & Wagh S ‘Regional Financial Integration: Its Potential Contribution to Financial Sector Growth and 

Development in Sub-Saharan Africa’ (2008) IV International Monetary Fund Institute 5. 
5
Mlamblo C & Biekpe N ‘Investment Basics XVLIV. Review of African stock markets’ (2001) 54 Investment 

Analysts Journal 62. 
6
Bradley E ‘A regional stock exchange: Hope for Sub-Saharan Africa stock markets’ (1999) 305 Michigan State 

University-DCL Journal of International Law Summer 1. 
7
Bradley E (1999) 2. 
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abroad.
8
 Also, a regional stock exchange would belong to a region and such an exchange 

would be located in one of the countries in the region.
9
 

It is in light of this that in 1997 a Committee of SADC Stock Exchanges
10

 (CoSSE) was set 

up and is a collective body of the stock exchanges in SADC.
11

  The main goal of CoSSE is 

fostering cooperation and collaboration between member stock exchanges.
12

  Although it is 

essentially a private-sector association, CoSSE works under the ambit of the draft SADC 

Finance and Investment Protocol
13

 (FIP) which seeks to contribute to the establishment of a 

regional stock market by facilitating regional integration between member states in the 

finance and investment field.
14

  In 1999 CoSSE members agreed to harmonise their listings 

based on the Johannesburg Stock Exchange (JSE) rules as the basic framework, structure and 

format.
15

  However, SADC’s vision to establish an integrated, regional stock exchange by 

2006 was not realised.
16

  Therefore, currently there is no regional stock exchange within 

SADC, but discussions are underway as to how the SADC stock exchanges can be integrated.  

1.1.1 Aims of the Research 

This study aims to evaluate the importance of cross-listings in establishing a SADC regional 

stock exchange and in solving the problems of SADC’s stock markets. Furthermore, the 

study seeks to identify important lessons from the East African Community (EAC), 

Francophone West Africa and the European Union that are crucial for pursuance of regional 

cross-listings integration within SADC. 

 

 

                                                           
8
Mwenda KK Legal Aspects of Corporate Finance: The Case for an emerging stock market (published PH.D 

thesis, Warwick University, 2000) 131. 
9
Mwenda KK Legal Aspects of Corporate Finance (2001) 132. 

10
CoSSE members are Botswana Stock Exchange, Malawi Stock Exchange, Stock Exchange of Mauritius, Bolsa 

de Valores de Mozambique, Namibian Stock Exchange, South Africa’s JSE Ltd, Swaziland Stock Exchange, 

Dar es Salaam Stock Exchange of Tanzania, Zambia’s Lusaka Stock Exchange, and the Zimbabwe Stock 

Exchange. 
11

Committee of SADC Stock Exchanges available at http://www.cossesadc.org (accessed 20 September 2012). 
12

Salami I ‘Financial regulation in African frontier markets: can the EU approach work?’ (2011)  Law and 

Financial Markets Review 382. 
13

SADC Finance and Investment Protocol, Annex 1 (2006). 
14

Mensah S Harmonisation Initiative for SADC Stock Exchanges: Southern Africa Global Competitiveness Hub 

(2007) 2. 
15

Mensah S (2007) 3. 
16

Salami I (2011) 382. 
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1.2  RESEARCH STATEMENT 

In 2008, CoSSE developed a framework for dual and cross-listings on regional stock 

exchanges. Thus, the issue under examination is how might cross-listings assist in 

establishing a SADC regional stock exchange? 

1.3 RESEARCH QUESTIONS 

The research seeks to provide the answers to the following questions: 

(i) What are cross-listings? 

(ii) Can cross-listings improve liquidity and facilitate stock market deepening? 

(iii) How should the regional cross-listing integration scheme be regulated, structured 

and implemented? 

(iv) What are the legal implications for the establishment of a SADC regional stock 

exchange by cross-listings? 

(v) What are the constraints/benefits/lessons from other regions? 

1.4 SIGNIFICANCE OF THE RESEARCH 

The importance of this study is that it comes at a time when many African countries are 

reviewing policy options including the benefits of wider market participation through 

increased regional financial integration. In the SADC region, CoSSE is supporting increased 

financial market integration and leading the SADC countries towards a fully integrated stock 

market through cross-listings. 

Furthermore, the research will provide information to CoSSE by giving enhanced insight and 

knowledge that will help to shed light on the role of cross-listings in establishing a SADC 

regional stock exchange. 

The study will also be useful to the exchanges in Ghana, Nigeria and Cote d’Ivoire who are 

also seeking to integrate by 2014,
17

 and to the JSE which is engaged in serious discussions 

with Ghana, Namibia, Zambia and Zimbabwe stock exchanges with the main aim of 

                                                           
17

Minney T ‘West African stock markets talking integration-will they walk the talk?’(2012) available at 

http://www.africancapitalmarketnews.com/1687 (accessed 22 September 2012). 
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establishing a Pan-African stock exchange.
18

 The study will be of value to the EAC which is 

also planning to set up a regional stock exchange. 

Moreover, this study will be useful to companies seeking to exploit profit and growth 

opportunities on the abovementioned regional stock exchanges by means of cross-listings 

investment ventures. 

Therefore, the study makes a significant contribution to the existing literature by filling the 

gap on how cross-listings assist in setting up a SADC regional stock exchange. 

1.5 RESEARCH METHODOLOGY 

The method employed for this study will be based on a desktop and library study. The 

primary sources of information will be treaties, protocols, memorandum of understanding 

agreements, and articles written by experts and organisations in the field. The secondary 

sources will include textbooks and information available from electronic resources and 

databases. A comparative study will be used to indicate the experiences of other regions in 

the pursuance of regional cross-listings. The comparison will be limited to the following 

regions: EAC and Francophone West Africa and Euronext. EAC and West Africa have a 

clear and effective, sound legal and regulatory framework regulating regional cross-listings. 

Euronext is a working example of a regional stock exchange. 

1.6 LIMITATION OF STUDY  

It is admitted that regional integration covers a wide range of integration forms which 

encompasses trade integration, monetary and, even, political integration. However, this study 

focuses only on how cross-listings enhance regional market integration. Moreover, the study 

is limited to the comparative analysis of the experiences of regional cross-listings in the 

Francophone West Africa stock exchange, the East African Community (EAC), and the EU, 

particularly Euronext. 

1.7 LITERATURE REVIEW 

Overall, there is a large body of literature that documents whether cross-listings enhance 

African securities exchanges in a way that overcomes the impediments to their development. 

Drawing heavily on the case of the Lusaka Stock Exchange, Mwenda argues that, although 

                                                           
18

Irving J Regional Integration of Stock Exchanges in Eastern and Southern Africa: Progress and Prospects 

(2005) 28. 
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emerging stock markets are relatively illiquid, there is a need for capital markets in Africa to 

integrate by moving towards the establishment of a regional stock exchange.
19

  He advocates 

the establishment of a regional stock exchange under the Common Market for Eastern and 

Southern Africa (COMESA), and SADC, as an incentive to improve the efficiency and 

competitiveness of the sub-region’s national securities markets.
20

  Moreover, Mwenda 

argues, in favour of establishing a regional stock exchange that would coexist with the sub- 

region’s national stock exchanges, while simultaneously promoting multiple cross-border 

listings and cross-border investments, to ease liquidity problems on the national exchanges.
21

 

This is the plan CoSSE envisages, that all of the national exchanges would remain in place 

and would be cross-linked to a single desktop work station.
22

 

The preamble of the SADC Finance and Investment Protocol states that, CoSSE is to pave the 

way towards cross-border listings and, trading and investments among the different member 

stock exchanges of SADC in order to facilitate the process of financial integration within the 

region.
23

 

Sabri contends that cross-listing enhances the integration of emerging stock markets to global 

stock markets.
24

 The idea of cross-listing is to list a domestic firm in international secondary 

stock exchanges, in order to obtain benefits and increased investment opportunities, as well 

as the advantages of liquidity.
25

 Adelegan also notes that cross-listing can bring significant 

benefits which include the financing and corporate needs of stock markets, the provision of 

wealth diversification, greater efficiency, the lowering of the cost of capital, and increased 

market access for small stock markets.
26

  However, the necessary conditions to harness the 

benefits of regional cross-listings include sound legal and regulatory frameworks, 

macroeconomic and political stability, harmonisation of listing rules, accounting law and 

                                                           
19

Mwenda KK ‘Securities Regulation and Emerging Markets: Legal and Institutional Issues for Southern and 

Eastern Africa’ (2000) 7 Murdoch University Electronic Journal of Law 93. 
20

Mwenda KK Legal Aspects of Corporate Finance (2001) 131. 
21

Mwenda KK Securities Regulation and Emerging Markets (2000) 95. 
22

Irving J (2005) 21.  
23

Annex 11 of the SADC Protocol on Finance and Investment of 2006. 
24

Sabri NR ‘Cross Listings of stocks among European-Arab (Mediterranean) Markets’ (2002) XVI Finance 

India 208. 
25

Sabri NR (2002) 208. 
26

Adelegan Accelerate Can Regional Cross Listings Stock Market Development? Empirical Evidence from Sub 

Saharan Africa (2008) 27 
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disclosure requirements across the region, strong money markets, and incentives for listed 

firms and other market participants to take advantage of regional cross-listings.
27

 

Onyuma et al observes that the regional cross-border listing trail was blazed by the JSE 

Securities Exchange of South Africa when it cross-listed on the Namibian Stock Exchange 

(NSX) in October 1992.
28

 There has also been regional stock listing between stock markets in 

Botswana and South Africa since 1997, Malawi and South Africa in 1999, and Zambia and 

South Africa in 2003.
29

 Onyuma et al states further that, cross-border listings have gained 

significance over the past few years since the signing of the EAC treaty in 1999.
30

  Therefore, 

the development of cross-listings across national stock markets in Tanzania, Kenya, Rwanda 

and Uganda is a milestone in the EAC’s drive for regional market integration.
31

 

However, while there are earlier works which have studied the impact of cross-listings in 

stock markets development, there remains a gap in the literature with respect to how cross-

listings might assist in establishing a SADC regional stock exchange, which this research 

seeks to fill. 

1.8 SEQUENCE OF CHAPTERS 

The topic under examination will be discussed in five chapters. 

1.9.1 Chapter One 

This chapter introduces the research and discusses the problem of the study. It also sets out 

the context of the research in terms of identifying the problem and outlining the 

methodology. The chapter ends with a review of some of the literature that has been used in 

this thesis. 

1.9.2 Chapter Two 

Chapter two gives insight into understanding the concept of cross-listings.  This includes an 

in-depth discussion of the reasons driving domestic markets and firms to participate in cross-

                                                           
27

Adelegan (2008) 27. 
28

Onyuma, Mugo & Karuiya ‘Does Cross-Border Listing (Still) improve firm financial performance in Eastern 

Africa’ (2012) 1 Journal of Business, Economics & Finance 96. 
29

Onyuma, Mugo & Karuiya (2012) 12. 
30

Onyuma, Mugo & Karuiya (2012) 12. 
31

Onyuma, Mugo & Karuiya (2012) 12. 
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listings. The chapter also looks at the importance of cross-listings in fostering regional market 

integration in the SADC region. 

1.9.3 C hapter Three 

This chapter focuses on the lessons from other regions such as EAC and West Africa. The 

chapter also critically discusses the requirements for a proper legal and regulatory framework 

for regional integration of capital markets. 

1.9.4 Chapter Four 

Chapter four focuses on the Euronext as a working example of a regional stock exchange and 

comparative discussion with Africa. 

1.9.5 Chapter Five 

Finally, this chapter concludes the research and proposes recommendations on the 

establishment of a SADC regional stock exchange 
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  CHAPTER TWO 

UNDERSTANDING THE CONCEPT OF CROSS-LISTINGS 

2.1 INTRODUCTION 

As previously noted in chapter one, the core aim of this research is to establish how cross-

listings will assist in establishing a SADC regional stock exchange. Following the same 

route, this chapter attempts to provide an insight into understanding the concept of cross-

listings. 

After addressing the concept of cross-listings, this chapter examines the reasons driving 

domestic markets and firms to participate in cross-listings. Lastly, it addresses how cross-

listings can contribute to a regional exchange in SADC as a lead-in to regional exchanges. 

2.2 DEFINING THE CONCEPT OF CROSS-LISTINGS 

The concept of “cross-listings” is a new and efficient instrument which enhances the 

integration of emerging stock markets with global stock markets.
32

 Cross-listings refer either 

to the listing of ordinary shares of a firm on a different exchange other than its home stock 

exchange, or entail a single stock being listed on more than one exchange.
33

  In addition, 

cross-listing is a strategic policy of firms to secondarily list their shares abroad.
34

  Cross-

listings can be achieved via direct listing, the Depository Receipts Programme, and Global 

Registered Firms.
35

 Direct listing is where an increasing number of firms perceive the 

benefits of listing their securities abroad.
36

 Generally such a firm’s primary listing is on a 

stock exchange in its country of incorporation, and its secondary listing is on an exchange in 

another country.
37

 Cross-listing is especially common for companies that started out in a 

small market but grew into a large market. Furthermore, cross-listings is a mechanism 

through which domestic markets and firms can improve their access to the lower cost of 

                                                           
32

SabriN (2002) 208. 
33

Onyuma S & Mugo R et al (2012) 92. 
34

Bhumisirikul T & Supattaraku S Cross Listing, Firms Origins And Destinations, And Cost of Equity Capital 

(2011) 521 The Barcelona European Academic Conference. 
35

Karolyi A ‘Why do companies list shares abroad? A survey of the evidence and its managerial implications’ 

(1998) 7 Financial Markets Institutions and Instruments 12. 
36

Mmieh F & Frimpong N ‘The Making of a Sub-Saharan Africa Success Story: The Case of Cross-Border 

Listing of Trust Bank Limited of the Gambia on the Ghana Stock Exchange’ (2009) 51 Thunderbird 

International Business Review 378. 
37

Miller D ‘The market reaction to international cross-listings: Evidence from depository receipts’ (1999) 51 

Journal of Financial Economics 103. 
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external financing and consequently use the funds to invest in viable projects, and affirm a 

strong commitment to stringent rules backed by stringent enforcement.
38

 

It is important to note that the concept of cross-listings expanded significantly in the nineties 

and it started in the United States of America (USA).
39

  Burns and Bill regard cross-listings 

as a vehicle through which a firm’s management can bond themselves to a legal system with 

more protections against management self dealing or excessive consumption of private 

benefits of control.
40

 Therefore, cross-listings can be characterised as a limited type of 

jurisdictional choice that involves opting into an alternative, perhaps stricter, regime from 

that in which the market is based, but not opting out of the default jurisdiction.
41

 

Proponents of cross-listings assert that regional integration can bring greater efficiency, 

synergies and economies of scale; attract foreign flow of funds; foster risk sharing and 

portfolio diversification; act as an impetus to financial sector reforms, thereby broadening the 

competitiveness of regional financial systems and minimising the risks of financial 

instability; facilitate capital market development; and lead to economic growth.
42

  Economic 

growth increases in integrated markets because of the better allocation of capital among 

investment opportunities.
43

 

 However, cross-listings have implications not only for cross-listing markets, but also for 

countries in which these markets are based, as cross-listing markets might demand changes in 

home country law in order to better coordinate with the law of the cross-listed jurisdiction.
44

 

Thus, if cross-listing countries attempt to impose laws on cross-listing markets which conflict 

with the law of their home countries; this could reduce cross-listing and, therefore, the 

benefits which that foreign market brings to cross-listing jurisdictions.
45

 It is contended that, 

even though cross-listings give wider opportunities to potential investors or companies to 

invest in multiple markets in order to exploit profit opportunities, they are susceptible to 

                                                           
38

Inder & Khurana et al ‘Does cross-listing lead to a higher firm growth?’(2004) University of Missouri. 

Colombia 9 available at http://www.zwu-wien.ac.af (accessed on 11 January 2013). 
39

Sabri N (2002) 206. 
40

Burns & Bill ‘Cross-listing and Legal Bonding: Evidence from mergers and acquisitions’ (2006) University of 

Georgia New York available at http://www.ceistorvergay.it/conferenzconvergin/banking&finance (accessed 11 

January 2013). 
41

Coffee J ‘Racing Towards the Top? The impact of Cross-Listings and Stock Market Competition on 

International Corporate Governance’ (2002) 102 Columbia Law Review 1757. 
42

Faruqee H ‘ Equity Market Integration in Integrated Europe’s Financial Market in Market’ in Decressin J 

and Fonteyne W (ed) Integrated Europe’s Financial market (2007) 14. 
43

Mensah S (2007) 3. 
44

Ribstein L ‘Cross-Listing and Regulatory Competition’ (2005) 1 Review of Law & Economics 99. 
45

Ribstein L (2005) 99. 
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market conditions, and there is a potential loss of management control, associated costs, loss 

of privacy and an increase in reporting and disclosures.
46

 

Regional cross-listings in Africa have either been policy driven or market driven.
47

 Some of 

the government policy-induced regional cross-listings are the cross-listings between the 

Johannesburg Stock Exchange (JSE) and the Namibian Stock Exchange (NSX) in October 

1992.
48

  In the SADC region there has been regional cross-listing between stock markets in 

Botswana and South Africa since 1997, Malawi and South Africa in 1999, and Zambia and 

South Africa in 2003
49

. For instance, Investec Limited of South Africa has primary listings on 

the JSE, and is also dually listed in Botswana since 1995.
50

 Ashanti Goldfields is listed on the 

Zimbabwe Stock Exchange and is also cross-listed on the Ghana Stock Exchange (GSE), the 

London Stock Exchange (LSE), and the New York Stock Exchange (NYSE).
51

  AngloGold 

Ashanti has its primary listing on the JSE and a secondary listing on the GSE.
52

 Moreover, a 

number of companies are cross-listed on the Zimbabwe Stock Exchange and the JSE: Bicc 

Cafca Ltd, Falcon Investment Holdings, Old Mutual, Pretoria Portland, and Wankie 

Colliery.
53

 Oando PLC, registered in Nigeria, cross listed on the JSE on 25 November 2006.
54

 

The market driven cross-listings, on the other hand, include the West African triple cross- 

listing of Ecobank on the Bourse Régionalede Valeurs Mobilières (BRVM), the Nigerian 

Stock Exchange (NiSE), and GSE; and the cross-listing of Shoprite on the JSE and Lusaka 

Stock Exchange (LuSE) in Zambia.
55

 Irrespective of the reason for the regional cross-listing, 

it is beneficial to both the host and home countries. 

Decisions on regional cross-listings are taken by firms, while market regulators, policy 

makers and stock exchanges facilitate the regional approach to cross-listings by signing 

Memoranda of Understandings (MoUs) and putting in place the necessary conditions to 

harness the benefits of regional cross-listings and develop their capital markets.
56
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2.3. REASONS FOR DOMESTIC MARKETS AND FIRMS TO PARTICIPATE IN 

CROSS-LISTING 

Academic literature has identified a number of different reasons which motivate local 

markets and firms to cross-list.
57

  For example, firms and domestic markets cross-list in order 

to expand their investor base, increase stock liquidity, improve the terms on which they can 

raise capital, increase visibility of stock exchanges, and achieve non-financial benefits such 

as increasing their customer base through the broadening of product recognition among 

investors of the host country.
58

  In addition, cross-listings enrich and strengthen each 

individual exchange by the addition of quality-level listed securities.
59

 

2.3.1 Expand Investor Base 

Cross-listings in a foreign market make the domestic market available to more investors and, 

consequently increase the shareholder base and risk sharing, which results in higher 

valuations.
60

  Foerster and Karolyi provide empirical support to this perception, namely that 

cross-listing increases market value by expanding the shareholder base and improving 

liquidity.
61

 In support of this notion, Canadian managers whose firms are cross listed in the 

U.S. place greater emphasis on the role of cross-listings in widening their shareholder base.
62

 

As cross listings increase the shareholder base, the market’s risk is shared among more 

shareholders and this increased diversification reduces the market’s cost of capital.
63

 Baker 

reports that the major benefit of foreign listing is to broaden the shareholder base.
64

  It is 

depicted that cross-listings increase the investor base of the stock market with beneficial 

effects on its cost of capital.
65

  Cross-listings help to draw the interest of new investors and 
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encourage them to start trading in both foreign and local markets.
66

  The interest may come 

not only from the larger scope of corporate information available after listing overseas, but 

also from a signal of commitment to higher governance standards which a local market sends 

when deciding to enter foreign markets.
67

  Furthermore, by cross-listing a domestic market 

could expand its potential investor base more easily than if it is traded on a single market, as 

cross-listings bring foreign securities closer to potential investors, and they increase investor 

awareness of the securities.
68

  Therefore, firms and domestic markets participate in cross-

listings because this provides an avenue for portfolio diversification for a wider investor base. 

2.3.2 Liquidity 

Significantly, cross-listing on deeper and more liquid equity markets leads to an increase in 

the liquidity of the stock and a decrease in the cost of capital. Liquidity is a crucial feature of 

stock market development since greater liquidity can translate into a lower cost of capital for 

the stock market concerned, insofar as it is valued by investors and factored into market 

prices.
69

  According to a World Bank study, liquidity in stock markets increases long-term 

economic growth by easing firms’ access to funds for investment.
70

  In addition, liquidity 

plays an important role in the ability of markets to attract trading volume.
71

 Liquid markets 

also experience faster rates of capital accumulation and subsequently greater productivity.
72

  

Hence, it can be noted that stock market liquidity can positively influence economic growth, 

capital stock growth and productivity growth.
73

 It is thus contended that cross-listings 

generate improved liquidity which lowers the cost of capital and increases share value.
74

 

Cross-listings lead to an increase in liquidity due to a pick-up in trading volumes in both the 
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home and foreign stock market.
75

  As a result of cross-listing, the home market and the host 

market will compete for order flows
76

 for the cross-listed stocks and order flows will shift to 

the market with lower trading costs.
77

  It is established that when local markets enter foreign 

markets, liquidity of the domestic markets improves significantly.
78

 Therefore, secondary 

market liquidity increases following cross-listing in both the home and foreign market, 

accompanied by a reduction in trading costs and a narrowing of bid-ask spreads in the home 

market.
79

 

The cross-listings of emerging stock markets to developed stock markets increases domestic 

prices by enhancing the ability of the domestic stocks to provide diversification and liquidity, 

and transfers a segmented local equity market to an integrated market with high liquidity and 

market capitalisation.
80

 For example, Domowitz et al., based on a study of Mexican firms, 

submits that cross-listings increase liquidity as long as the advantage of being traded in a 

more liquid market outweighs the disadvantages of order flow migration.
81

 Greater liquidity 

is associated with increased visibility, greater analyst coverage, improved earnings forecasts, 

and overall better investor recognition.
82

  Cross-listings result in reduction of transaction 

costs for investors through gains in market liquidity.
83

 In contrast, cross-listings may not 

always enhance liquidity, due to the potentially offsetting impact of market fragmentation.
84

 

It is argued that liquidity may suffer in both the domestic and the foreign market if inter-

market information linkages are poor.
85

 Order flow migration from the domestic to the 

foreign market after cross-listing, can, however, reduce the liquidity of the listed shares in the 

domestic market.
86

  Cross-listing is a dynamic and destabilising force that can moved 

                                                           
75

King M & Segal D International Cross-Listing and the Bonding Hypothesis (2004) 16. 
76

Order flow is a measure of buying or selling pressure. It is the net of buyer- initiated orders and seller-initiated 

orders. In a dealer market, it is the dealers who absorb this order flow, and they are compensated for doing so. 
77

Liu S ‘International cross-listing and stock price efficiency: An empirical study’ (2007) 8 Emerging Markets 

Review 260. 
78

Korczak P & Bohl M (2005) 135. 
79

Bancel F & Mittoo U ‘European Managerial Perceptions of the Net Benefits of Foreign Stock Listings’ (2001) 

7European Financial Management 223. 
80

Hargis K ‘International Cross-Listing and Stock Market Development in Emerging Economics’ (2000) 9 

International Review of Economics and Finance 101. 
81

Domowitz I, Glen J & Madhavan A ‘International Cross- Listing and order Flow Migration Evidence from 

Emerging Market’ (1998) 53 Journal Of Finance 221. 
82

Bailey W, Karolyi A & Salva C The Economic Consequences of Increased Disclosure: Evidence from Cross-

Listings (2002) 34. 
83

Claessens S, Klingebiel D & Schmukler S Explaining the Migration of Stocks from Exchanges in Emerging 

Economies to International Centres (2002) Centre for Economic Policy Research Working Paper No.3301. 
84

Wang C What Makes Some Stock Markets More Attractive? An International Cross- Listing Analysis (2008) 

12 North-South-Corridor Foundation. 
85

Domowitz I, Glen J & Madhavan A (1998) 234. 
86

Domowitz I, Glen J & Madhavan A (1998) 243. 

 

 

 

 



14 
 

liquidity from local exchanges to international markets, thereby impelling a consolidation 

among market centres.
87

 Nevertheless, cross-listings result in improved liquidity which is the 

major reason why domestic markets participate in cross-listings.
88

 

2.3.3 Increase Visibility 

The quest for increasing visibility of stock exchanges is the principal reason that drives 

domestic markets to participate in cross-listings. The putative benefits of increased visibility 

in the host country go well beyond the expected increase in shareholder base. Local capital 

markets are attracted to cross lists to larger markets, insofar as they provide access to a larger 

pool of potential investors.
89

  Notably, being cross-listed on a larger stock market confers a 

reputation upon a domestic stock market. In addition, to greater demand for its stock, cross- 

listings provide a stock market with greater access to foreign money markets and makes it 

easier to sell debt there.
90

  Increased visibility can also boost local stock market marketing 

efforts, by broadening product identification among investors and consumers in the host 

country.
91

 Evidence shows that cross-listings enhance the visibility of a market and signal to 

customers and non-investor stakeholders that the market has become a global player.
92

  For 

example, Daimler-Benz, a German firm cross-listed on the NYSE in 1993 and this cross- 

listing gave it direct access to the largest and most dynamic stock market in the world; as a 

result it became the first firm in the world to have a truly global share.
93

  It is established that 

visibility of stock exchanges, as measured by analysts and media coverage, increases around 

the time of cross-listings.
94

 Smith and Sofianos analysed the effect of the New York Stock 

Exchange (NYSE) listings on the liquidity of one hundred and twenty eight non-US stocks 

and found that, after the cross-listing, the average annual turnover ratio in the domestic 

market increases from 65% to 89%.
95

 Bancel and Mittoo, in a survey of 305 European 

companies cross listed on foreign exchanges, report that the most perceived benefit of cross- 

listing is the increased visibility and prestige.
96

 A cross-listed market becomes more credible 
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by providing information to the local capital market and, in turn, this continuous flow of 

information allows the capital market to make faster and more accurate decisions.
97

 

Therefore, firms and domestic markets participate in cross-listings in the quest for increasing 

visibility of stock exchanges and firms. 

2.3.4 Financial Gains 

 Firms and domestic markets participate in cross-listings for financial gain motives. Thus, 

cross-listing is regarded as a means for lowering a market’s cost of capital, that is, for 

enabling markets to get more money from investors when they offer their stock to the 

public.
98

  It is noted that this effect stems from segmentation gains and diversification gains. 

Segmentation is whereby foreign listing allows the local stock markets to become part of the 

global portfolio.
99

  Moreover, cross-listings bring foreign stocks closer to investors and offer 

several other straightforward advantages that stem from lower transaction costs.
100

 Stulz 

submits that cross-listings provide financial gains by enabling markets to get more money 

from investors when they offer their stocks to the public.
101

  It is evident that cross-listed 

domestic markets benefit from a lower cost capital and raise more external funds after they 

enter the foreign markets.
102

  However, criticism levelled against market segmentation is that, 

it cannot explain the time-series pattern of listings.
103

 For instance, with greater market 

integration over time, net benefits of a listing should diminish since the cost of capital for 

companies is increasingly determined globally.
104

  Hence, it is argued that there should have 

been a reduction in cross-listings instead of an increase.
105

 

2.3.5 Marketing Motivations 

Another reason that pushes domestic markets and firms to participate in cross-listings is 

marketing motivations. It is claimed that cross-listings creates greater market demand for the 
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market’s products as well as its securities.
106

 Domestic markets do cross-list their capital 

markets as a tool to signal their transparency and private information; hence, they also try to 

deliver a positive signal of capital markets’ value to outside investors that they are high-value 

or high-growth capital markets.
107

 Cross-listings attract positive publicity in the foreign 

market. However, a good marketing campaign may bring about the same outcome.
108

 

Therefore, it is evident that the drive for marketing motivations is one of the reasons domestic 

markets and firms participate in cross-listings. 

2.3.6 Bonding 

Cross-listing in a foreign market acts as a bonding mechanism used by firms that are 

incorporated in a jurisdiction with poor investor protection and enforcement systems to 

commit themselves voluntarily to higher standards of corporate governance.
109

 In this way, 

firms attract investors who would otherwise be reluctant to invest. Bonding refers to the costs 

of liabilities that an agent or entrepreneur will incur to assure investors that it will perform as 

promised, thereby enabling it to market its securities at a higher price.
110

 The bonding 

hypothesis suggests that cross-listings help capital markets to improve their corporate 

governance and protect minority shareholder interests by reducing the agency costs of 

controlling shareholders.
111

 In addition, bonding mechanisms also include submitting to 

reputational intermediaries in the target jurisdiction, such as securities analysts, investment 

bankers, auditors and exchanges.
112

  Cross-listings involve bonding, which causes markets to 

adhere to superior regulatory and governance standards.
113

 Firms often cite the desire for 

improved corporate governance as one of the motivations for cross-listings on foreign 

exchanges.
114

  Fernandes and Ferreira suggest that, an improvement in governance stimulates 

investors’ incentives to collect private information and thereby work to make stock prices 
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more informative.
115

 Conversely, an improvement in price information may be one channel 

through which a cross-listing attenuates agency problems between managers and 

shareholders.
116

 

In doing so, markets provide a clear signal to shareholders that they intend to abide by higher 

standards than they would otherwise do in their home market.
117

  Thus, it is evident that the 

increased disclosure and monitoring associated with the cross-listing acts as a bonding 

mechanism for controlling shareholders for less expropriation of market resources.
118

 Doidge 

et al., show that cross-listed markets are valued more than non cross-listed markets because- 

the higher disclosure requirements, which usually occur in cross-listings programmes, reduce 

the opportunity to extract private benefits for controlling shareholders.
119

 At the same time 

the bonding hypothesis will constrain insiders of the cross-listed markets from trading on 

private information, particularly if foreign legislation is tighter than the domestic insider 

trading rules.
120

  

Cross-listings can be a tool for markets to signal to their investors that they are more willing 

to protect minority rights as corporate governance rules are stronger abroad.
121

  Thus, it is 

argued that markets in weaker protection for minority shareholder countries are more likely 

to bond themselves by cross-listing in markets with stronger protection for minority 

shareholders, such as the NYSE.
122

  Cross-listing in a country with better accounting 

standards allows the market to pre-commit to greater transparency and thereby reduce the 

monitoring costs of its shareholders and their required rate of return.
123

 Litch contends that 

the bonding hypothesis is completely unfounded, and asserts that instead of bonding most 

issuers of foreign securities may actually be avoiding better governance.
124

 Therefore, firms 

participate in cross-listings because of enhanced corporate governance and bonding 

associated with cross-listings. 
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2.3.7 Increased Analyst Coverage 

It is important to note that an improved information environment associated with cross- 

listings is one of the reasons why domestic markets and firms are participating in cross- 

listings. Ammer et al. submits that information disclosure provides the primary influence on 

foreign cross-listing shareholding.
125

  Thus, the better information environment is associated 

with the increased returns and the higher valuation of the cross-listed market.
126

 One strand of 

literature suggests that more analyst coverage and more accurate earnings forecasts indicate 

an improved information environment.
127

  Hence, it is observed that the analyst coverage 

hypothesis, which predicts that an increase in trading activity resulting from cross-listings 

induces entry of analysts.
128

  Furthermore, cross-listings bring the cross-listed markets to the 

attention of more investors and lead to more analyst and media coverage.
129

 Also, Ahearne et 

al. contend that cross-border listings mitigate the information barriers by stimulating local 

market media and analyst exposure in the foreign market.
130

  Baker et al. points out that, 

cross-listings on the NYSE are associated with greater analyst coverage and heightened 

media attention.
131

  Analysts can reasonably be viewed as financial watchdogs that should be 

at least as skilful as public regulators in uncovering financial chicanery, and hence a market 

that subjects itself to their scrutiny is arguably bonding its promise to make full and fair 

disclosure.
132

  Similarly, a recent study finds that as foreign stocks cross-list in the United 

States, they obtain significantly increased coverage by securities analysts and, as an apparent 

result, forecasts of their future earnings become more accurate relative to forecasts of markets 

that do not cross-list.
133

 

Furthermore, market value increases in direct response to increased analyst coverage. The 

improvements in a market’s information environment provides investors with more public 

information, allowing them to better evaluate the impact of firms’ investment decisions on 
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future cash-flows.
134

 Lang et al. show that the earnings forecasts of cross-listed capital 

markets are superior to those that do not cross-list.
135

 This increase in information associated 

with cross-listings is helpful in making the capital market attractive to more potential 

buyers.
136

 It is submitted that cross-listings is a vehicle to reduce information asymmetries 

between market insiders and outsiders through more disclosure.
137

 Hence, it is clearly evident 

that countries participate in cross-listings because of the improved information environment 

associated with increased analyst and media coverage markets on capital market reactions to 

the cross-listing decisions.
138

 This, in turn, may lead to lower cost of capital. 

Even though, the evidence so far suggests a positive link between the information 

environment and cross-listing, the association is not clear-cut for various reasons. Sarkissian 

and Schill argue that overseas cross-listings reflect rather than reduce the information barriers 

that lead to investor home bias in international investment.
139

 Rather, they observe that 

countries tend to cross-list in those foreign markets where the information barriers are already 

low; for instance countries that share large trade, cultural ties, and a similar industrial 

structure as their home market and are close geographically.
140

 Again, it is contended that 

analyst activity is not a good proxy for private information trading because analysts are 

showcasing devices and do not possess significant private information.
141

  Nevertheless, 

increased analyst coverage fosters the production of industry and market wide information 

and dampens market-specific return variation.
142

 

2.4. HOW CROSS-LISTINGS CAN CONTRIBUTE TO A REGIONAL EXCHANGE 

IN SADC AS A LEAD-IN TO REGIONAL MARKET INTERGRATION 

Capital market development literature proposes that cross-listing is important in fostering the 

regional markets integration of SADC’s national stock exchanges. Regional market 

integration refers to a market driven and institutionalised process that broadens and deepens 
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financial links within a region.
143

  Thus, cross-listing is a form of regional market integration 

scheme that is an important strategic and practical vehicle to help SADC’s national stock 

exchanges to integrate themselves into the world economy.
144

 Mwenda highlights the 

importance of cross-listings by stating that SADC’s regional market integration could be 

achieved through cross-listings.
145

  As a result, cross-listings will facilitate the development 

of more efficient and competitive capital markets in the SADC region. This will help to ease 

the liquidity problems of SADC’s national stock exchanges, especially the Lusaka, Swaziland 

and Mozambique stock exchanges.
146

 Therefore, SADC’s regional market integration through 

regional cross-listings will facilitate cross-border equity investments by firms and operations 

between stock exchanges under existing market arrangements.
147

 

It is important to note that regional integration of capital markets in the SADC region by 

cross-listings will allow savings to be pooled across the region; reduce costs and increase 

information sharing among members; diversification of risks; enhanced competition and 

innovation across financial institutions; wider choices of financial products provided to 

regional and foreign investors; and more integration into the global economy facilitated by 

increased attractiveness of markets.
148

 Also, increased regional financial integration as a 

result of cross-listings enhances economic performance in the SADC region.
149

 The regional 

financial integration of the national stock exchanges of southern Africa is vital because it 

bears strong implications for financial stability.
150

  The establishment of regional market 

integration in the SADC region through cross-listing is significant, in that integrated markets 

would reduce costs, facilitate capacity building, and provide regional and international 

services and infrastructure.
151
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It is argued that cross-listed securities have always had a significant role in stock market 

development.
152

 Hargis alludes to the role of cross-listing in development by stating that 

regional cross-listing has been shown to transform a segmented local equity market from 

equilibrium of low liquidity and market capitalisation to an integrated market with high 

liquidity and market capitalisation.
153

  Many proponents of stock market development have 

argued that cross-listings can contribute positively to economic growth by increasing and 

improving the allocation of savings and investment.
154

 Also, stock market development 

facilitates price discovery, price information content, and transmits signals to various stock 

holders in the market; which, in turn, facilitates decision making, thus allowing allocation of 

resources to their best use.
155

 This is especially important in the SADC context whose 

economies before liberalisation were characterised by financial repression which inhibited 

price signals.
156

 

The regional integration of stock exchanges in the SADC region through cross-listing is 

significant in that it is a means of overcoming the size and liquidity problems of existing 

exchanges, much more quickly than if these problems were to be overcome by the organic 

growth of national exchanges.
157

  Thus, given the small, fragmented structure of SADC’s 

national financial markets, the most empiric importance of regional market integration in the 

SADC region is that it increases market size.
158

  Moreover, it is a means of reducing the costs 

of investing in the SADC region for international investors.
159

  Irving asserts that regional 

integration of the national stock exchanges in southern Africa through cross-listing offers a 

way of overcoming some of the impediments to development that most of them now face as 

relatively fledgling and illiquid exchanges.
160

  For instance, with the exception of South 

Africa, the emerging stock markets in SADC are by far the smallest of any region in terms of 

the number of listed companies.
161

  In 2012, 23 companies were trading in  Botswana, 8 in 
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Swaziland, 3 in Mozambique, and 13 in Malawi.
162

  Hence, it is contended that only a SADC 

regional stock exchange can help to increase the assets and number of listed companies on a 

single SADC’s national stock exchange to a level compared to that of leading emerging 

markets in other parts of the world.
163

 In addition, SADC’s regional financial integration will 

help small financial markets like Swaziland, Malawi, and Mozambique to take advantage of 

the systematic scale economies that accrue to larger systems.
164

  SADC’s regional financial 

integration is important because it benefits countries by inducing foreign direct investment 

flows and enabling local financial institutions to grow into regional, continental, and, 

eventually, even globally players in financial markets.
165

 

Another importance of cross-listing is that it helps to facilitate the integration of SADC’s 

national stock exchanges and the creation of a SADC regional stock exchange. It is argued 

that with a regional stock exchange, southern Africa will be able to participate in and to 

benefit from the growing international integration of stock markets.
166

  Moreover, a regional 

stock exchange would be more conspicuous and would make it easier and faster for southern 

African funds to be floated on international markets.
167

  Such a market, as opposed to several 

small individual national markets, would make the SADC‘s region stocks more accessible to 

foreign investors.
168

 Cross-listings would help member exchanges of SADC to be competitive 

both in the region and on the international stage.
169

  With heightened competition between 

national markets, these markets will be compelled to improve their operations. Therefore, 

cross-listing is an important step in creating a SADC regional stock exchange, given that 

regionalising the critical regulatory legal and accounting ancillary services may not 
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necessarily be so easily achieved outside the framework of the more effective and deeper 

regional integration arrangements.
170

 

2.5 CONCLUSION 

From the foregoing discussion it is concluded that, the concept of cross-listings dates back to 

the nineties. It has been understood that it can bring greater efficiency, synergies, and 

economies of scale; attract foreign flow of funds; foster risk sharing and portfolio 

diversification; act as impetus to financial sector reforms, thereby broadening the 

competitiveness of international financial systems and minimising the risks of financial 

instability; facilitate capital market development; and lead to economic growth. 

It is clear that domestic markets and firms participate in cross-listings due to the following 

reasons: to their expand investor base, to increase stock liquidity, to improve the terms on 

which they can raise capital, to increase the visibility of stock exchanges, and to achieve non-

financial benefits such as increasing customer base by broadening product recognition 

amongst investors of the host country. The significance of cross-listing is that it is a form of 

regional market integration scheme that is an important strategic and practical vehicle to help 

SADC’s national stock exchanges to integrate themselves into the world economy. 
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                                         CHAPTER THREE 

                     LESSONS FROM WEST AFRICA AND EAC  

3.1 INTRODUCTION 

Considering the various possible options of integrating stock markets, it will be interesting to 

look at the lessons that may be learnt from experiences in West Africa and EAC to advance 

the path towards a SADC regional stock exchange. Even if member countries of the SADC 

region chose a different itinerary, from that of these regions, it is a well-known fact that these 

stocks markets have a well-established practice in the field. Serious lessons can also be learnt 

on how to promote stock market integration in the SADC and to lay a solid foundation for the 

creation of the SADC regional stock exchange. 

This chapter firstly outlines the requirements for a proper legal and regulatory framework for 

the regional integration of capital markets. Secondly, it elucidates the benefits and challenges 

of regional financial integration. The final part focuses on the lessons from other regions such 

as West Africa and the East African Community (EAC). Concluding remarks are given at the 

end to sum up important areas addressed by the whole chapter. 

3.2.1 The Requirements for a Proper Legal and Regulatory Framework for the 

Regional Integration of Capital Markets  

A sound legal and robust regulatory framework is critical for the competent functioning of a 

regional stock market. It acts as a bulwark against the backdrop of a financial or economic 

crisis, and provides clarity and confidence for market players and consumers alike.
171

 The 

preconditions for a sound legal and robust regulatory framework for a regional stock market 

consists of: the harmonisation of legislation, such as bankruptcy, listing and accounting laws; 

the establishment of regional self-regulatory agencies and regulatory commissions; 

coordinated monetary arrangements; and harmonised reporting standards.
172

 In particular, the 

tax treatment of investments must be harmonised, since tax policy is an important incentive 

or disincentive both for issuers and investors.
173

 Moreover, effective regulation for cross- 

listings requires harmonising corporate governance standards, common standards for stock 

                                                           
171

Messrs, Flemin & Balio ‘et al’ Financial Sector Assessment: A Handbook (2005) 5. 
172

Senbet L & Otchere I (2008) 23. 
173

Senbet L The Development of Capital Markets in Africa: Constraints and Prospects (1997) 44 United Nations 

Economic Commission for Africa Ministerial Conference. 

 

 

 

 



25 
 

brokers, and national rules for capital gains, withholding taxes and transaction costs.
174

 

Therefore, the preconditions for the robust regulation of regional exchanges serve as the 

foundation for adequate access to sustained stock market development and stability. 

3.2.2 Investment Code 

A sound and robust regulatory framework for regional exchange requires the creation of a 

common investment code; such a code is fundamental to the efficient operation of securities 

trading and investment across borders within the SADC region.
175

 This investment code, 

together with the municipal laws of SADC member states, can provide legal rules on 

securities regulation at the regional level.
176

  In order to be effective, the common investment 

code would have to be adopted in member states’ national legislation, making it binding on 

all member states, and provisions of this code must take precedence over municipal laws of 

SADC member states.
177

 Furthermore, an efficient legal and regulatory framework for 

regional exchanges requires the institution of a regional supervising authority, which might 

be either private or public, charged with responsibility for off-site analysis of adherence to 

prudential rules and regulations on a regional basis.
178

 A regional supervising authority must 

be an independent, quasi-judicial regulatory agency with the responsibility for administering 

the SADC securities exchange laws.
179

 The regional regulatory agency must be politically 

independent and not subject to political interference; such independence is vital for consumer 

and industry credibility.
180

 Independence acts as an incentive to the regulator to adopt best 

practices of corporate governance and accountability.
181

 

3.2.3 Supervisory Authority 

The regional supervisory authority must be well-equipped with appropriate standards and 

regulations, as well as human capacity in order to establish its credibility.
182

 Thus, the 

supervisory authority must be adequately resourced with skilled personnel in order to match 
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the skills of those they are regulating.
183

 Skilled personnel such as lawyers, accountants, 

financial analysts, and examiners, investigators, economists and other professionals must be 

employed by the supervisory authority.  

The supervisory authority would also serve the purpose of a clearing-house of information; 

promoting the harmonisation of standards in regulation, disclosure, tax, and accounting; and 

encourage the interchange of ideas and experiences.
184

 In addition, the regional supervisory 

authority will be responsible for enforcing reporting requirements where listed companies are 

required to immediately publish any new information which is likely to have a considerable 

effect on the stock market price.
185

 Regular disclosure, transparency and enforcement form an 

integral part of regulation and supervision.
186

 Important disclosure requirements include 

relevant information with regards to transactions, accounting, and the identity of the ultimate 

beneficial owners. These must be simple and supportive of the legal and accounting 

framework.
187

 The regional regulatory authority must also criminalise or at least penalise the 

taking advantage of inside knowledge and unauthorised passing on of inside information.
188

 

As a result, ongoing disclosure obligations would protect investors where, for instance, 

information disclosed on another stock market is no longer up to date. 

The presence of a regional supervisory authority is important in ensuring effective 

enforcement.
189

 Enforcement essentially requires compliance and the ability to prosecute.  

Enforcement procedures need not be long, cumbersome and expensive.
190

  Such enforcement 

can also be complemented by effective private laws on contracts and dispute resolutions.
191

  

In addition, the supervisory authority would require a clear definition of the scope of 

government supervisory activities; securities market self-regulation, adequate rules and 

regulations for brokers, underwriters and other operators of the stock market.
192

 The powers 

and duties of the regional supervisory authority must supersede and have precedence over 
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those of the national competent authorities. Should disputes arise, the regional regulator’s 

decisions would be binding on the signatories.
193

 The means of implementing the regulator’s 

decisions would be left to member states and their individual stock markets.
194

 Each 

participating country would have to designate an agency that would ensure that the 

regulator’s decisions are adopted and implemented.
195

 The regional regulator’s decisions 

would have the effect of local law and would be enforced by any regulatory authority. 

In addition, each country’s regulator would select the method of implementation that best 

suits its national system of regulation as well as its customs.
196

 Such an agency would then 

report back to the regional regulator regarding the measures taken in compliance with the 

regional regulator’s decisions. The regional competent authority must be satisfied that the 

measures meted out to culpable parties by competent authorities in other countries are 

satisfactory. For instance, both the European Economic Community (EEC) and the World 

Trade Organisation (WTO) utilise this kind of system.
197

 The EEC Commission and the 

WTO panels render their decisions and leave it to the respective state parties to develop the 

means to implement these decisions, and this system has proved successful thus far.
198

 

Mwenda submits that, the common investment code must be binding on all SADC member 

states and it must be adopted in the legislation of the member states.
199

 Such an approach 

would enable the courts of law in the SADC member states to apply regional law with less 

difficulty. It is submitted that disputes on public distribution of securities on the regional 

stock market could be settled by a regional securities regulatory body, with a right of appeal 

being allowed to the SADC Tribunal Court.
200

 Therefore, legal and robust frameworks are of 

great importance in influencing the manner in which companies can access external finance. 

3.2.4 Harmonisation 

The first precondition of an effective legal and robust regulatory framework for regional 

capital markets integration is the harmonisation of legislation. Harmonisation is the process, 

through which different states adopt identical laws-by bridging the gap between the rules.  It 

induces the creation of norms and principles to be used as rules and guidelines as well as the 
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elimination of differences in the technical contents of norms.
201

 It is also a process through 

which two or more institutions achieve consistency in their rules and regulations. Harmonised 

legislative and regulatory initiatives normally seek to enhance the delivery of the three key 

objectives of regulation as identified by the International Organisation of Securities 

Commissions (IOSCO), namely: the protection of investors; ensuring that markets are fair, 

efficient and transparent; and the reduction of systemic risk.
202

 It is also likely that 

harmonisation will be easier to achieve amongst countries with common legal backgrounds, 

such as within Anglophone or Francophone groupings, than between countries with highly 

divergent legal traditions.
203

 Three of the most significant ways in which the delivery of these 

objectives may be improved are: firstly, by lowering the direct costs of operating multiple 

regulators that market participants bear; secondly, by reducing the indirect costs that the 

existence of multiple regulators impose on market participants by dint of the fact that they 

have to comply with many regulatory regimes; and, thirdly, by enhancing competition at a 

regional level between the various types of participants in the capital markets, most 

importantly by reducing barriers to such competition.
204

 

Harmonisation of common listing requirements and rules will facilitate cross-border listing 

and transparency; also in addition, accounting could be improved through moving to a 

common financial reporting system and accounting framework.
205

 Again, a common 

accounting framework can lower the costs of maintaining multiple accounting frameworks 

for firms listed in, or seeking to obtain financing from, different countries within the SADC 

region.
206

 However, accounting differences can hinder market participants’ abilities to 

compare financial statements; hence, it is important to harmonise accounting frameworks. It 

is important to note that cross-listings are assisted by the adoption of common listing 

standards across stock exchanges. Thus, within SADC all member stock exchanges have 

harmonised their listing requirements, accounting, and auditing standards based on the 

thirteen principles of the JSE’s listing requirements.
207

 By adopting common regional 

standards, SADC regional cross-listings can spur higher standards on both a regional and a 
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national basis, and thus contribute to greater economic growth.
208

 Such rules and practices 

should also, be monitored and enforced by national exchanges and authorities, thereby 

ensuring horizontal integration and producing decentralised and technically uniform 

exchanges.
209

 On the other hand, harmonisation also comes with a number of challenges, 

such as: achieving consensus is difficult and slow, harmonisation of listing rules still requires 

compliance with multiple regulatory regimes, harmonisation reduces competition between 

rules, and the problem of implementation is not easily resolved.
210

 Despite the challenges, the 

decision by CoSSE members to harmonise listing requirements is a major step forward and 

overcomes the critical barrier of achieving consensus. 

The harmonisation of laws will result in sharing of information between the regulators of 

different jurisdiction in a region. Harmonisation facilitates the sharing of information 

amongst different securities regulators at the regional level, both about surveillance and 

enforcement actions against market participants, and in resolving crises in a market or at a 

particular firm.
211

  Such information sharing is valuable when examining a firm or a market 

that operates in more than one jurisdiction where, by definition, a local, as opposed to a 

regional, view of the firm or market will always be limited.
212

 Moreover, it also improves 

surveillance and risk management by enabling access to information in all market 

segments.
213

 It can be observed that, as regional cross listings deepen, the exchange of 

information between stock exchanges is facilitated.
214

 Thus, the ministries of finance across 

the region must have the overall responsibility of coordination among the different agencies 

involved in financial regulation, so as to ensure co-operation, information sharing and policy 

coordination amongst the various agency regulators.
215

 Therefore, the harmonisation of 

listings rules within a region can make the following contributions towards capital market 

integration: reduction of duplication of regulatory efforts, simplification of compliance by 

issuers across markets, and ease of market entry.
216

 

3.3 REGIONAL MARKET INTEGRATION 
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3.3.1 Benefits of Regional Capital Markets Integration 

The integration of stock exchanges produces a number of significant efficiency gains by 

eliminating the duplication of costly infrastructure, thus reducing the average cost of 

producing trade.
217

 For instance, accessing a single platform instead of two or more allows 

market professionals to save on the hardware, software and skilled human capital necessary 

to access and monitor separate trading platforms.
218

 Integration also allows investors to trade 

more diversified portfolios, in some cases overcoming the fact that they were previously 

unaware of the existence of some securities.
219

 Financial integration promotes financial 

development and financial stability, and enhances economic performance in the region.
220

 

The creation of a single trading platform made it possible for Euronext N.V. to reduce its 

operation costs and eliminate the duplication of infrastructure and information technology 

investments across the individual exchanges in Amsterdam, Brussels, Lisbon and Paris.
221

 

Studies also show that, as a consequence of the regional integration of stock markets, the cost 

of equity capital for the companies attracting capital through stock exchanges, as well as the 

cost of settling securities transactions, would decline by an average 50 basis points.
222

 Di 

Noia strongly argues that the integration of stock exchanges is a clear strategic option for 

exchanges because it improves welfare, consumer surplus, and total profits as well.
223

 The 

integration of stock markets will provide a wide range of instruments available for both 

investors and savers, and support the private sector by creating platforms for productive 

financial capital.
224

 Lastly, it facilitates capacity building in countries with less developed 

capital markets. 

In addition, the benefits of regional capital market integration include the following: lower 

prices for all financial services; more efficient, more liquid, and broader securities markets; 

innovative financial products and services; an industrial transformation of all sectors of the 
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capital market industry; cheaper financing for companies; more efficient allocation of capital; 

higher returns on investments; enhanced risk-return frontiers; and improved macroeconomic 

performance.
225

 

Regionalisation can introduce efficiencies in financial markets.
226

 By raising the number and 

diversifying the types of financial institutions which operate in a particular local market, 

integration fosters competition and lowers the prices of financial products and services.
227

 

The opening of regional markets to financial services is likely to result in increased 

competition resulting from the opening of regional markets to financial services which would 

result in innovation and would promote a better credit and lending system.
228

 This is so as the 

operation and proliferation of more banks would encourage cheaper and more competitive 

services in countries within the region.
229

 

The regional financial integration of SADC’s stock markets would improve their negotiating 

power on the international front and other markets.
230

 Closer trading links between SADC’s 

stock exchanges would strengthen their capacity to participate in world trade. This is 

especially the case as they would be able to secure preferential market access arrangements 

by combining their forces since they would have a stronger bargaining position, which is not 

likely to happen if they act individually.
231

 Regional integration also enables SADC countries 

to overcome the obstacles resulting from small domestic markets by providing producers with 

larger markets to sell their goods thus achieving greater economies of scale.
232

 Regional 

cooperation facilitates the pooling of member state resources and allows these states to avail 

themselves of regional institutional and human resources to achieve technological 

advancement.
233

 

Progress towards integration of capital markets on a regional basis may actually help spur 

accelerated economic integration in other areas.
234

 For instance, the harmonisation of stock 
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markets regulation and trading practices that would accompany any regionalisation of 

exchanges could deepen regional integration more broadly in policy areas such as taxation, 

accounting standards, corporate governance and legal practices.
235

 Regional reporting 

requirements can compel greater accountability and transparency on the part of national 

monetary authorities.
236

 As financial services would be operating on a cross-border basis, 

there would be an increased risk of contagion should banks fail and an increased risk of a 

systemic crisis that could easily spread across the region.
237

 As such, financial regulatory 

bodies in all countries, and particularly those with more efficient financial systems, would be 

keen to ensure that all bank subsidiaries operating in their jurisdiction or country are 

effectively regulated and supervised in their home countries in order to avoid a possible risk 

from spreading to their financial systems.
238

 Large markets can make it more cost effective to 

improve aspects of the financial infrastructure, such as payments systems, regulation and 

supervisory regimes, all of which have high initial fixed costs.
239

 

Regionalism can offer significant opportunities for allocating capital to its most productive 

use, propel financial development within the region, and bring additional benefits on the 

institutional side.
240

 Regional market integration expands the scale of and opportunities for 

financial intermediation. Pooling national savings can facilitate the financing of large, lumpy 

investment projects, where funding for such projects might be scarce or unavailable at the 

national level.
241

 

Finally, regional markets are better able to cope with risk. They allow for greater 

diversification of assets and markets for individual investors.
242

 Also, they allow individual 

financial systems to tap into a collective pool of reserves in the event of an idiosyncratic 

shock or speculative attack.
243

 If more services providers existed, providing a variety of 

investment opportunities, there would be greater opportunities for investors to diversify their 

risk and, as such, have various combinations of investments in their portfolios. This is itself 
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beneficial as it would encourage investment and enhance the channelling of resources into 

other viable projects.
244

 

3.3.2 Challenges of Regional Capital Market Integration 

Despite the many potential returns of a regional stock exchange, such a proposal is inherently 

a big challenge. SADC is a region of fifteen countries with diverse cultures, languages and 

economies.
245

 Getting the consensus on key issues that must be resolved in establishing a 

regional stock exchange is likely to be a daunting task.
246

 Furthermore, SADC’s history 

reveals that attempts at regional integration or cooperation can be very difficult.
247

 Most of 

this region’s past efforts at cooperation have been politicised and have, in the end, proven 

unsuccessful. The majority of these attempts came at time when SADC countries were still 

defining their national identities. It was difficult for governments to agree on cooperation 

that, in some cases, required handing over a certain degree of sovereignty to a regional 

organisation.
248

 African governments view stock exchanges with pride as national assets, just 

like national airlines, and are unlikely to embrace any policy that will limit the national 

profile.
249

 Thus, political leaders were generally unwilling to delegate certain powers and the 

authority of the state to a regional organisation.
250

 

3.3.3 Lack of commitment 

Another reason for the failure of past regional cooperation efforts were a lack of 

commitment.
251

 Oftentimes, when politicians did not see immediate gains from the 

cooperation, they lost interest. The SADC regional stock exchange proposal could potentially 

be met with similar constraints. Obtaining the cooperation and serious commitment of all the 

parties that would be involved in this endeavour would by no means be a simple task.
252

 The 
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aggressive promotion of the benefits of a SADC regional stock exchange to governments and 

nationals of the different countries would be very crucial in this regard.
253

 

The inherent nature of nation states implies that it is not uncommon for all regional 

integration plans to encounter some resistance at the national government level.
254

 

Governments may oppose the idea of relinquishing the symbol of national sovereignty which 

a national exchange represents.
255

 However, resistance is likely to vary according to the 

degree to which sovereignty is relinquished.
256

 

In sufficient interest and motivation from within the region itself’ impedes further stock 

market development and regionalisation.
257

 For instance, the African Stock Exchanges 

Association (ASEA) which was formed in 1993 to promote the development of and 

cooperation among African exchanges actually had to cancel its 2001 annual conference 

scheduled in Johannesburg due to a lack of sufficient confirmation of attendance from 

delegates from stock exchanges and governments in Africa.
258

 Shortly thereafter, ASEA 

cancelled the conference. Following the cancellation, some commentators suggested moving 

future conference events to venue sites in Europe as a better means of showcasing Africa’s 

capital markets to the West.
259

 In 2003, ASEA joined with the UN Development Programme 

and the NYSE to host an African Capital Markets Development Forum in New York, the 

main aim of which was to inform US-based institutional investors of the investment 

opportunities offered by the African Stock Exchanges.
260

 Forums such as this could help 

African participants to showcase some of the high-performing companies listed on their 

countries’ exchanges, whilst simultaneously drawing attention towards the need for more 

public-private partnerships between large international companies, African SMEs and 

international donors to nurture the growth of nascent African private sectors, create jobs and 

contribute to economic growth.
261

 

3.3.4 Overlapping Memberships 
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Instead of having one strong regional integration body in southern and eastern Africa, there 

are overlapping memberships in the different regional groupings-; including COMESA, 

SACU, SADC and EAC.
262

 This has resulted in duplication of efforts and, occasionally, 

inconsistent aims in regional integration initiatives-by SADC and COMESA, in particular.
263

 

Notably, however, in recent years, COMESA has defined its role in promoting the regional 

integration of stock exchanges as one of building on the prior achievements of SADC and 

EAC.
264

 

If market participants are subject to multiple regulators when they operate in different 

countries in a region, they are especially likely to face regulatory uncertainties, complexities, 

and increased costs, both directly in having to comply with multiple regulatory regimes, and 

indirectly in having to pay for the many regulators.
265

 These problems may be evident in all 

areas subject to regulatory oversight, and by all types of market participants. Inappropriate 

arrangements for cooperation and mutual assistance between national supervisors can also 

hinder capital market integration.
266

 

3.3.5 High Transaction Costs 

Transaction costs in African markets are the highest in the world.
267

 This would be an 

obstacle to regional financial integration, whenever any element of the cross-border trading 

process faces unnecessarily high costs.
268

 Amongst the functions where such high transaction 

costs may be evident are cross-border listings, information dissemination, order routing, 

trading, clearing via a central counter-party, and settlement.
269

 

3.3.6 Governments, National Markets and Companies would have to make Changes 

The integration of SADC’s stock exchanges would demand that governments have to drive 

policy and institutional reforms or else the idea of a regional stock exchange will likely 

fail.
270

 Many African countries lack the preconditions needed to ensure sound use of private 
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capital and manage the risks of large reversals. Therefore, financial integration can magnify 

the effects of underlying distortions and institutional weaknesses, thereby multiplying the 

costs of policy mistakes.
271

 

Governments would have to pay more attention towards the creation of a stable economic and 

political environment in their respective countries.
272

 They would also have to take decisive 

measures to integrate the stock market in the country’s overall development programme. A 

strong market would in turn require governments to exercise fiscal restraint and maintain 

sound regulation of their banking systems and individual capital markets.
273

 Addressing the 

underlying weaknesses of the banking system becomes more urgent in an integrated 

environment as banks tend to increase lending and incur greater risks. Maintaining strong 

institutions, removing incentive distortions, and strengthening bank supervision capabilities 

are therefore crucial.
274

 

Cross-listings would require the lifting of foreign exchange controls, the liberalisation or 

elimination of capital restrictions, and the improvement of financial information flow.
275

 

Some countries have foreign exchange restrictions relating foreign portfolio investment, 

particularly those regarding the terms of repatriation.
276

 Others have unduly high withholding 

taxes on individual income and capital gains. While yet others have discriminatory time 

periods during which foreign portfolio money must remain invested and restrictions on the 

types of shares which can be purchased or held by foreign portfolio investors.
277

 In addition, 

without a convertible currency, the possibility of most types of market participants using the 

capital markets across borders will be severely restricted.
278

 Most noticeably, African 

countries have complex regulatory procedures concerning registration and transfer of 

securities, dividend payments, and mechanics of fund transfers.
279

 All these practices 

discourage investors and have to be addressed. 
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The harmonisation of standards, policies and laws necessary for the functioning of the 

regional stock exchange could also be met with resistance and criticism from those who fear 

a loss of sovereignty in these areas.
280

 Existing stock markets, brokers, and companies may 

resist integration. For them this would mean adapting to new standards and increased 

competition. As companies increasingly turn to the stock market for finance, they would be 

exposed to pressures from foreign investors to produce accurate and timely information and 

limit insider trading practices by corporate insiders.
281

 Accounting differences can hinder 

market participants’ abilities to compare financial statements.
282

 Markets which cannot offer 

competitive services may have to close. Businesses and financial institutions would have to 

adhere to more stringent business standards. Nevertheless, while this may be strenuous at the 

beginning, it would be advantageous for those institutions that try to adjust to the new 

standards.
283

 The aggregate of these changes would help improve a country’s 

creditworthiness and attractiveness to foreign investors.
284

 

Common African government policies, such as those limiting the size of foreign banks and 

limiting foreign investments, can all be viewed as implicit barriers to the efficient provision 

of financial services.
285

 Foreign bank entry has several advantages that are specific to Africa: 

international banks can help foster governance; they can bring in much-needed technology 

and experience from other parts of the region; and they can help exploit economies of scale in 

their host economies.
286

 However, policies which require banks and offer financial 

institutions to make large-scale loans to public sector backed projects or to invest in publicly 

issued bonds, limit the ability of financial institutions to diversify and offer credible contracts 

to investors.
287

 

There are limits to the benefits that can accrue from regional financial integration, depending 

on the commonalities and dissimilarities of member profiles.
288

 When the members of a 

regional sub-grouping have very similar structures and challenges, regionalisation may pool 

                                                           
280

Hearne B & Piesse J (2010) 1034. 
281

Moss T Adventure Capitalism: Globalisation and the Political Economy of Stock Markets in Africa (2003). 
282

Lee R (2000) 12. 
283

Bradley E (1999) 9. 
284

Wellons P Prototypes of Security Regulation for Africa: The Role of Enforcement, Transparency and 

Disclosure (2003) United Nations Development Programme Capital Markets Development Forum Paper. 
285

Senbet L (1997) 25. 
286

Beck T, Fuchs M & Uy M Finance in Africa: Achievements and Challenges (2009) 44 World Bank. 
287

Senbet L (1997) 25. 
288

Honohan P & Beck T Making Finance Work for Africa (2007) World Bank. 

 

 

 

 



38 
 

rather than solve national problems.
289

 For example, where all member financial systems are 

characterised by excess liquidity and high interest rate spreads, that might indicate a region-

wide paucity of viable investment projects and long-standing structural problems.
290

 

Regionalisation, without national efforts to address the core problems, will not be 

effective.
291

 The gains from the harmonisation of practices and laws might also be limited in 

a regional grouping with similar low initial conditions. Even after some form of regional 

integration, several small country groupings may still not reach the threshold needed to 

benefit from economies of scale.
292

 

3.3.7 Lack of information 

A lack of information about all aspects of capital markets across a region can obstruct 

regional integration.
293

 This includes information about regulatory requirements, exchange 

prices and quotes, company finances and strategies, investor allocation policies, or 

intermediary products and historical records.
294

 

3.3.8 Income Disparity between South Africa and other SADC Countries 

The significant income disparity between South Africa and other SADC countries could 

make the adoption of common policies difficult.
295

 South Africa is the largest and most 

advanced economy in Africa. Other countries could view South Africa’s economically 

advantageous position as a threat.
296

  This could especially be so for smaller economies that 

may find it difficult to meet the standards and the costs of integration and at the same time 

absorb its shocks.
297

 Fear of bigger economies dominating the exchange and diverting capital 

towards their economies is also a key constraint against acceptance of regional integration by 

smaller economies.
298

 For instance, Kenya’s dominant role in the East African Community 

was the source of much friction that was at least partly responsible for the collapse of that 
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institution in 1977.
299

 The Botswana stock exchange also is reluctant as there is already 

evidence that liquidity and capital have moved from Windhoek to the JSE, which has 

benefited investors and firms in South Africa.
300

 Certainly, any formal progress on integration 

efforts would have to be implemented very carefully to ensure that the smaller markets do not 

suffer even greater liquidity.
301

 

3.3.9 Lack of Public Confidence and Human Resources 

Lack of public confidence in the integrity of the securities markets as a result of distrust of 

governments and centralised financial institutions in business transactions is another major 

challenge that must be addressed if the regional stock exchange and individual national 

markets are to develop credibility.
302

  This is fuelled by the adverse history in most SADC 

economies of corruption, bank failures and collapse of corporations and mismanagement of 

pensioned provident funds.
303

 There is a strong perception that stock exchanges are linked to 

their governments and they suffer from the taint of public distrust and inefficiencies.
304

 For 

many SADC countries, public distrust resulting from years of corruption would have to be 

overcome before local investors can confidently invest in stock markets.
305

 This will require 

companies and stock markets to be well run and clearly managed. Transparency and 

accountability will have to be emphasised if the investor’s perception of Africa as a corrupt 

continent is to be overcome.
306

 

Regional capital market integration requires dynamic and effective regulation. Most SADC 

capital markets lack a robust regulatory framework except South Africa.
307

 There is scarcity 

of institutional investors due to the poor legal regime for the protection of investors within 

the SADC region.
308

 Contract, property, insolvency, and secured transaction laws are weak 

and poorly enforced. The real challenge is the shortage of experienced supervisors and the 

absence of a strong tradition favouring compliance with the rules and discouraging regulatory 
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forbearance.
309

 The enforcement of rules and regulations is increasingly challenged by weak 

judiciary systems making it difficult to obtain convictions when rules are violated. Thus, 

securities regulators can work hard to administer the law and identify violators but the normal 

process of enforcement may not be equipped to apply the new laws.
310

 The judiciary in many 

countries is plagued with weaknesses which include: politicisation and lack of independence; 

corruption and low remuneration; too few judges, staff and lawyers; weak calendar 

management; sanctions not specified or limited; ideology; and ignorance of law and 

markets.
311

 Therefore, these legal issues need to be addressed at member state level if there is 

to be an increase in the number of institutional investors participating in the regional stock 

exchange.
312

 

There is a lack of public awareness hence the limited public participation.
313

 The public is 

reluctant to engage in securities purchases or trading because they do not understand stock 

exchange operations.
314

 Most schools and universities in SADC’s economies do not have 

courses related to capital markets. Accordingly, people who invest their funds in the capital 

markets are either professionals or self educated, thus the capital market lack a large number 

of potential investors.
315

 

Many SADC countries also face a number of challenges with respect to building the human 

resource base of capital markets.
316

 In more developed countries, a large part of training in 

capital markets is commonly conducted on the job. However, the scope of on the job training 

for SADC countries is somewhat limited in many areas since the practices for which people 

need to be trained often do not exist in a country.
317

 It is, therefore, not sufficient to learn 

existing practices but learning has to keep up with global practices. Working in a market 

economy and liberalised financial markets requires fundamentally different skills than 

                                                           
309

Vittas D Institutional Investors and Securities Markets: Which Comes First? (1998) World Bank Policy 

Research Paper 2032. 
310

Mensah S (2004) 14. 
311

Mensah S (2004) 14. 
312

Salami I (2011) 382. 
313

Yartey C & Adjasi C (2007) 24. 
314

Cohn R ‘Confidence Building In Sub-Saharan Stock Markets’ (2000) United Nations Institute for Technology 

and Research 14. 
315

Misati R (2006) 13. 
316

Marone H Small African Stock Markets- the Case of the Lusaka Stock Exchange (2003) International 

Monetary Fund Working Paper WP/03/06. 
317

Mensah S (2004) 16. 

 

 

 

 



41 
 

working in a command-type economy.
318

 Given that many SADC countries had administered 

financial systems in the past, training is required to bring about a shift in the mindset of 

employees from a command-type to a market-type economy.
319

 

3.3.10 Disruption Spill Over from One Market to Another 

Stock market integration is likely to increase the likelihood of disruptions from one stock 

market spilling over to other markets.
320

 Where financial systems are small and 

underdeveloped, a few large financial institutions with complex balance sheet linkages and 

exposures across markets, beyond the monitoring ability of the local monetary authorities, 

may make it difficult for the supervisory and regulatory authorities to do their job effectively, 

with concomitant risks.
321

 With the region’s intermittent political turmoil, this is likely to be a 

major problem. In addition, with the integration of capital markets, domestic financial 

institutions are exposed to the vagaries of the integrated markets. This is the case as losses on 

linked stock exchanges can so easily be transferred to banks and other financial institutions 

through the operation of financial conglomerates and domestic banks dealings on the capital 

markets.
322

 Banks within the monetary union can thus be exposed to a financial crisis. The 

domestic banking crisis requiring the institution of crisis management procedures and 

bailouts could easily spill over to other jurisdictions within the monetary union 

arrangement.
323

 The appropriate response of regulators to such systemic risk would have to 

be the focus of much attention. Accurate and timely disclosure of country information would 

decrease the likelihood of cross-country contagion of financial shocks. Investors would then 

realise that a disruption may be attributable to a specific country as opposed to the whole 

region.
324

 

Legislative and regulatory impediments of many types can limit integration, including 

differences in bankruptcy regimes, sanctions regimes, restrictions on ownership by non-

nationals, the imposition of national rules to protect national industries, requirements to 

establish local companies, and restrictions of many types on issuers, intermediaries, and 
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investors in providing cross-border services.
325

 Local or regional laws may also be detailed, 

and thus too inflexible in changing circumstances. 

There are many sometimes intangible factors related to a region’s history and culture which 

may limit the possibility of capital market integration.
326

 These may include differences in 

language, and variations in attitudes towards corporate governance and investor protection. 

Deep and pervasive poverty coupled with the large role of the agricultural and informal 

sectors in many southern African economies may make stock exchanges seem a “costly 

irrelevance”, the number of local companies which currently use them tend to be small, and 

the number of potential local investors much smaller.
327

 Start-up costs for most of the African 

exchanges that have emerged since the late 1980s have been partly funded by the 

International Finance Corporation and other donors.
328

 However, the low trading levels which 

characterise most national exchanges in southern Africa mean that they cannot cover their 

own operating costs and tend to have to continue to rely on some form of subsidy and high 

taxes imposed on members and investors.
329

 Even abstracting from the narrow cost argument, 

efficiency questions remain, given that smaller stock exchanges in developed countries also 

are struggling.
330

 

Therefore, variance among member states in their commitments to further capital market 

development as well as regional cooperation and integration-due to a combination of 

sovereignty concerns and limited available resources for such initiatives-can derail or delay 

progress. As one concrete example, the technology that would be required to link the JSE 

with the other stock exchanges in the region may be beyond the current financial means of 

many of the smaller stock exchanges, particularly since the JSE has forged technological 

links with the London Stock Exchange.
331

 

3.4 LESSONS FROM OTHER REGIONS 
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The experiences of other African regions might be more relevant to SADC policy-makers-

except that the path of regional financial integration in other parts of African countries has 

been similarly problematic. 

3.4.1 West Africa 

The Bourse Régionale des Valeurs Mobilières (BRVM) is the world’s first truly regional 

stock exchange serving eight French countries in West Africa.
332

 As such it is the only 

integrated regional capital market in Africa, covering eight West African Francophone 

countries of the West African Economic and Monetary Union (WAEMU),
333

 and with a 

common regulatory framework for all market participants.
334

 The BRVM was opened in 1998 

and has branches in each WAEMU country.
335

 Prior to its establishment, the only stock 

exchange in the zone was in Côte d’Ivoire.
336

 It was therefore natural for the regional 

exchange to be established in Abidjan to build on the existing exchange. The BRVM started 

with listing of 35 companies from Cote d’Ivoire, but these were supplemented by the listing 

of a Senegalese company late in 1998, and a total market capitalisation of 2904 CFA 

francs.
337

 The establishment of the stock exchange was led by the Union Monétaire et 

Économique de l’Afrique de l’Ouest (UMOEA) central bank, the Banque Centrale des Etats 

de l’ Afrique de l’ Ouest (BCEAO), and member governments.
338

 In addition, the 

establishment of this regional stock exchange was clearly facilitated by the fact that the 

member countries share a common currency (the CFA franc) and thus have no restrictions on 

capital movements between themselves.
339

 Although the bourse is majority owned by the 

private sector, the member states own 13.4 percent of the capital.
340

  

Trading on the BRVM is computerised with satellite links to the central trading facility in 

Abidjan.
341

 Brokers and agents can transmit orders and consult and edit quotation results to 

the central site in Abidjan whilst sitting in workstations in their offices or desks located in 
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national branch offices.
342

 The exchange has 15 brokerage firms. Trading takes place on three 

days of the week and all orders are filled at a price set at a fixing once a day. Trades are 

cleared and settled at the Depositaire Central.
343

 The problem with the BRVM however, is 

that the exchange is dominated by Ivorian companies.
344

 Activity in the stock market declined 

substantially after the crisis in Cote d’Ivoire in 1999 because most of the listed firms are 

Ivorian.
345

 Sadly, corporations in the remaining member countries have not fully embraced 

the exchange.
346

 

Although the volume of transactions on the BRVM is still low and irregular, the partnership 

between the participating countries subsists. The existence of a common colonial heritage 

seen notably through homogeneous legal systems and the use of a common currency, 

contributed to easily overcome some bottlenecks that were also observed in other attempts to 

form regional stock exchanges.
347

  

With respect to a regional framework for capital markets regulation, WAEMU adopts the 

single formal regional regulator and stock exchange style of capital markets integration.
348

 

Thus, within WAEMU all the existing financial markets are merged into one single market 

and under a single regulator.
349

 The single market for both bond and stock trading and fund 

management is supervised by a regional securities commission called Conseil Régional de 

l’Epargne Publique et de Marchés Financiers (CREPMF).
350

 All the member states use one 

single rulebook for listing, trading, clearing and settlement. This is the reason why financial 

integration in the WAEMU is deemed to be very advanced.
351

 

Fostered by regional institutional arrangements and the abolition of all capital controls, the 

integration of financial markets in WAEMU is further along than in other parts of Africa, 

especially when it comes to harmonisation of rules.
352

 A single commission was created in 
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1990 to reinforce regional banking supervision Commission Bancaire de I’UMOA.
353

 

However, despite the presence of the commission and the BCEAO, the regional central bank, 

some national banking systems are still fragile and the interbank is underdeveloped.
354

 Given 

the gaps in risk assessment and the lack of collateral, activity in the regional interbank market 

is largely restricted to in-group subsidiaries. Excess liquidity in some banking systems 

continues to coexist with liquidity shortages in others. Differential reserve requirements by 

country, ranging from 3 percent in Guinea-Bissau and Togo to 15 percent in Benin, further 

distort cross-border competition.
355

 

The growth of the BRVM exchange has been curtailed by political disruptions in Côte 

d’Ivoire. Activity at the BRVM is concentrated in the bond markets.
356

 After about a decade 

of trading, the market is still underdeveloped compared with other stock exchanges in Sub-

Saharan Africa, with the low level of development due to low trading values and volumes and 

stringent listing requirements.
357

 In 2006, total market capitalisation was just under 24 

percent of regional GDP, and a bourse listing of 40 companies, compared to a market 

capitalisation of 280 percent of GDP and 401 listed companies at the JSE.
358

 Prospects for 

further growth of the market are constrained by both supply-side factors, and demand-side 

factors. 

The WAEMU banking regulatory framework is provided for by the WAEMU treaty of 1994, 

the BCEAO statute and the Banking Commission Convention.
359

 The West African Monetary 

Union (WAMU) treaty provided that WAMU states would have a common banking code.
360

 

This banking code or regulation is the WAMU banking law. The BCEAO and the WAMU 

Banking Commission jointly share banking supervisory functions
361

 with residual functions 

in this field being left to ministers of finance of WAEMU member states.
362

 In addition, the 
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WAEMU countries have implemented macroeconomic convergence criteria under a regional 

surveillance mechanism, backed up by potential sanctions on noncompliant members.
363

 

Progress on other fronts of market integration has been achieved largely through 

supranational regulatory laws and bodies.
364

 Since 1995, the regulatory framework for 

cooperative financial institutions has been based on the Projet d’ Appui a la 

Reglementationsur le Mutuellesd’Epargne et de Credit law (PARMEC).
365

 In the rapidly 

proliferating area of microfinance, a regional institution Banque Regionale de Solidarite 

(BRS), with regional institutional shareholders has been created. The BRS tends to 

concentrate largely on refinancing microfinance institutions rather than providing direct 

loans.
366

 

One encouraging development is the rapid growth of the regional market in local currency 

debt, especially public debt.
367

 Spurred by the cessation of central bank financing of fiscal 

deficits, the market in treasury bills and government bonds has been expanding since 2000.
368

 

In the absence of restrictions regional investors within WAEMU, being mostly banks, have in 

recent years taken up roughly half the treasury bills issued.
369

 In fact, the rapid growth of the 

treasury bill market in WAEMU, the excess liquidity in most banking systems, and the 

continuing lag in private sector investment opportunities has meant that governments in these 

countries have been able to raise funds at low costs largely unrelated to their credit ratings.
370

 

Therefore, in WAEMU, enhanced autonomy and the capacity of the regional institutions, 

illustrated by the establishment of the common stock exchange and the elimination of central 

bank advances to governments are attributed to the acceleration of debt market integration.
371
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Despite these institutional measures, further regional integration in WAEMU is made 

difficult by continuing challenges.
372

 Intra-regional trade, at just over 10 percent of total 

trade, is a poor motivator for further integration.
373

 While substantial progress has been made 

on the harmonisation front there are still differences across borders. For instance, bankruptcy 

proceedings and rules on the realisation of collateral vary across countries. Despite the 

agreement, national authorities exercise their discretion in the licensing and de-licensing of 

banks.
374

 

The deeper structural problems which have plagued member countries also make it harder to 

build regional financial markets.
375

 The lack of diversification in economic activity across the 

region means that investor portfolios are limited to a few assets and there is very little cross-

border competition in lending. One clear sign of the lack of effective integration of financial 

markets in WAEMU member countries is the simultaneous co-existence of liquidity 

shortages in some countries with substantial excess liquidity in other countries and region-

wide.
376

 

Côte d’Ivoire is a Francophone country in the WAEMU whose civil unrest and crisis affects 

the functioning of WAEMU.
377

 The IMF records that the 2002-2004 civil war between the 

incumbent President Laurent Gbagbo and the rebel forces affected the region.
378

 For instance, 

this instability has resulted in an increase in transaction costs and in diversion of trade away 

from Côte d’Ivoire in favour of other countries equipped with ports and has led to a reduction 

of WAEMU’s overall potential trade.
379

 Although, intra-regional trade represents a small 

share of the total of WAEMU trade, Côte d’Ivoire accounts for around half of that total, thus 

highlighting the importance of this country for the WAEMU region.
380

 In 2010 Côte d’Ivoire 

experienced a second civil war after President Gbagbo refused to step down when he lost 

elections to Mr Ouattara.
381

 This recent political crisis affected the financial aspects of 

WAEMU operations more than its trade relations. The BCEAO regional central bank offices 
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and most banks were closed in mid-February 2011, resulting in a near liquidity crisis.
382

 In 

addition, the operation of the BRVM single stock exchange for the region was closed on 9 

February 2011 and was moved temporarily to Bamako in Mali after Gbagbo’s troops attacked 

its office in Abidjan.
383

 Due to the political upheaval, Côte d’Ivoire defaulted on its $ 2,3 

billion Eurobond which is not good for foreign portfolio investment in the region.
384

 

 

A number of lessons can therefore be drawn from the experiences of BRVM on stock market 

integration in Africa. Firstly, it can take a very long time to build a regionally integrated 

exchange. Secondly, the fact that a regionally integrated exchange is established does not 

mean that it will be used effectively or that it will integrate the markets. Further, the eight 

countries had several regional institutions already in place at the BRVM’s launch, including a 

central bank, common currency, financial market supervisory body, Supreme Court, as well 

as a regional legislative framework.
385

 The sustainability and success of any regional project 

must be carefully assessed before the project is undertaken. Private sector participation, as 

opposed to just regulators, central banks and other public institutions normally have the best 

incentive to determine whether the expenditure on a particular integration scheme for market 

infrastructure is worthwhile.
386

 

 

3.4.2 East African Community 

 

The East Africa Community (EAC) is a regional organisation which was established in 2000 

by Kenya, Tanzania and Uganda; Burundi and Rwanda joined in 2007.
387

 The three original 

members of the EAC have a long and sometimes contentious history of regional cooperation 

based on a common legal tradition and long-standing trade ties.
388

 An East African Currency 

Board issuing legal tender for the three countries was in existence during 1919-1965. 
389
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Amidst severe unrest in the region, the precursor to the current EAC collapsed in 1977.
390

 

More than two decades later, the current EAC was formally launched in 2001 with the goals 

of introducing a common market and monetary union with a common currency, and 

ultimately a political union, the East African Federation, with a common president and a 

common parliament.
391

 The current EAC treaty contains articles which provide for the 

development of capital markets within East Africa.
392

 Member nations are permitted under 

the treaty to harmonise their policies on cross-border listing, to tax capital markets 

transactions, and to promote cooperation among regulators and exchanges.
393

 Thus far, the 

most concrete development has been the establishment of a customs union in 2005, in an 

effort to increase the very modest levels of intra-regional trade; followed by the starting up of 

a common market in 2010.
394

 Since 2005, members have implemented a common external 

tariff, but due to overlapping membership of other regional organisations such as COMESA 

and SADC, exceptions have been made so that tariffs apply to countries who are not 

members of these organisations.
395

  

 

There is a strong commitment among the member nations of East Africa to develop a 

regional capital market.
396

 Many of the EAC nations have already harmonised their legal and 

regulatory structure in anticipation of integration.
397

 The development of an East African 

Regional Exchange is heavily anticipated though not yet a reality.
398

 The proposed 

collaboration would allow companies and investors from any single East African nation to 

participate in the exchange.
399

 There are provisions within the EAC Treaty for the 

harmonisation of laws, should such a merger occur.
400
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In the EAC, the intent to harmonise market infrastructure was evident, even before the 

establishment of the community.
401

 The capital market authorities of Kenya, Tanzania, and 

Uganda established the East African member states Securities Regulatory Authority 

(EASRA) in 1997 to serve as a coordinating body for capital market cooperation and 

integration.
402

 Partial capital account liberalisation has been implemented and cross-listing 

has been encouraged. The EASRA agreed on an approval procedure for cross-border listings 

in the EAC in 2000 and compiled common debt ratio criteria for those wishing to issue debt 

securities.
403

 November 2006 saw the signing of a memorandum of understanding (MoU) 

between the NSE and USE on mass cross-listing.
404

 The MoU will allow listed companies in 

both exchanges to dual-list. This will facilitate the growth and development of the regional 

securities markets. Some of NSE’s listed companies that have dual-listed include: Kenya 

Airways, East Africa Breweries and Jubilee Holdings.
405

 Benefits that accrue to cross-listed 

companies include: access to a wider capital base across the region, a regional presence, 

resulting in a wider acceptance and recognition of the company brand across the region by 

company stakeholder, and the prestige of a regional listing.
406

 However, cost considerations 

seem to have prevented several companies from availing themselves of this cross-listing 

facility.
407

 

 

With respect to the integration of capital markets, the areas of harmonisation and co-

operation as outlined in Article 85 of EAC Treaty of 1999 can be categorised into three main 

areas, namely: policy formulation; regulatory and legal harmonisation; and structural and 

institutional matters. The Capital Markets Development Committee (CMDC), which was 

established in 2001, is the driving force behind the integration of capital markets within the 

EAC.
408

 It comprises representatives from member states’ central banks, securities markets 

regulators, ministries of finance, stock exchanges, and insurance and pension sector 

regulators.
409

 Its most ambitious goal is to establish a regional stock exchange within the 
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EAC with trading floors in each of the member states through the harmonisation of capital 

market policies on cross-border listing, foreign portfolio investors, taxation of capital market 

transactions, accounting, auditing and financial reporting standards, commissions and other 

charges.
410

 It has achieved a great deal of progress: harmonised stock trading systems, which 

allow residents of member states to acquire and trade financial instruments freely within the 

EAC, now exist.
411

 Hence, its interim responsibility is to ensure that national authorities 

adhere to the harmonised stock trading systems. Additionally, three of the five member states, 

Kenya, Tanzania and Uganda, have harmonised their trading rules around the standards set 

by Kenya’s Capital Market Authority.
412

  

 

Cross-border listing has gained significance over the past few years since the signing of the 

East Africa Community treaty in 1999.
413

 The development of cross-listing across national 

stock markets in Tanzania, Kenya, Uganda and Rwanda is a milestone in the EAC’s drive for 

regional integration.
414

 The three East African stock exchanges, namely the NSE, USE, DSE, 

and the Rwanda Stock Exchange, have established a working relationship among them in the 

spirit of integrating and developing capital markets in the EAC.
415

 The exchanges operate 

under the umbrella of the East African Stock Exchanges Association (EASRA). EASRA is a 

member of the Capital Markets Development Committee of the EAC. Other members of the 

CMDC include EASRA and the East African Stock Exchange Brokers Association 

(EASBA).
416

 The three associations have a common objective of integrating the three 

markets in order to achieve growth of the market with the ultimate aim of economic union in 

the EAC. The three markets are aiming at achieving this objective in a systematic, 

coordinated manner that will facilitate the availability of listed securities in the three markets 

simultaneously.
417

 To this end the East Africa Stock Exchanges Association (EASEA) has 

determined mass cross-listing as the key activity that will achieve this objective.
418
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Furthermore, EAC countries have pursued the development of their capital markets through 

regional integration.
419

 In the Treaty for the Establishment of the East African Community, 

the member states committed to establishing a common market with free movement of 

capital. Specifically, the treaty calls for: the removal of controls on capital transactions 

among member countries.
420

 The common market was officially launched in June 2010, 

awaiting full implementation by 2015. The Common Market Protocol requires legislation by 

each member to fully implement the common market by 2015. The annexes to the protocol 

provide timetables of actions to be undertaken by each state, including capital account 

liberalisation.
421

 

 

It is now easier to cross-list on the East African Bourse due to a number of incentives. Firstly, 

only a summarised information memorandum is required. Secondly, an abridged financial 

statement for the last five years is acceptable. Thirdly, provision of the latest annual or 

interim accounts submitted to the home exchange would be accepted as the latest financial 

statements. Finally, a standard initial cross-listing fee of US$5 000 against previous US$21 

126 has been set for firms listing their equities across Kenyan and Ugandan borders.
422

 

However, only companies in the main investment market segment in their home country are 

allowed to cross-list their securities on the East African Bourse. This noble act, if successful, 

will provide employment opportunities for the residents of the region.
423

 

 

East African countries, especially Kenya, Uganda and Tanzania, have equally taken steps to 

link up their stock exchanges by harmonising the listing of securities, as well as clearing and 

settlement rules.
424

 To this end, many memoranda of understanding have been signed to 

foster closer links. The Nairobi Stock Exchange is the flagship in this process given its high 

level of development in the region. As such, it provided substantial support to strengthening 

the capacity of the Dar-es-Salaam Stock Exchange (DSE) and to the Uganda Securities 
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Exchange (USE) during their commencement phases.
425

 In addition, the NSE proposed that 

all three EAC stock exchanges jointly conduct a regional public awareness and educational 

campaign to attract more investors.
426

 Most of the stock exchanges now operate websites 

which provide updated information on trading activities and development progress and 

plans.
427

 Finally, the East African Securities Exchange has commenced a regional trading 

system in May 2008.
428

  

 

At the present time, there are still significant disparities between the capital markets in the 

EAC countries.
429

 Kenya’s capital market is substantially more developed than the markets in 

Tanzania and Uganda and clearly dominates in size.
430

 Relative to GDP, Kenya’s equity 

market is nearly three times larger than its counterparts in Tanzania and Uganda.
431

 Similarly, 

the turnover rates in the respective markets indicate far greater liquidity in Kenya. As a result, 

the Kenyan market serves as the benchmark for the other regional markets, hosting the 

gradually growing number of companies with cross-listings.
432

 The USE has harmonised its 

listing rules with those of the NSE, although the number of companies cross-listed at the 

EAC stock exchanges only stood at six as of the end of 2010.
433

 However, Kenya, Uganda, 

and Tanzania are working toward demutualising their respective stock exchanges, and 

merging them into a single regional stock exchange in the future.
434

 Regional initiatives are 

ongoing to integrate payment and settlement systems across the region. 

 

There is currently no regional framework for banking regulation and supervision within the 

EAC.
435

 However, bank regulators in three original states, i.e. Kenya, Tanzania and Uganda, 

have expressed a strong commitment to develop such a framework. Plans are underway to 

harmonise banking laws and regulations, and the regulatory authorities in these three member 

states hold regular meetings to this effect. They have also signed memoranda of 
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understanding enabling the exchange of supervisory information; and supervisors participate 

in bank examinations on a cross-border basis as a means of sharing knowledge about banks 

which operate across the region.
436

 Banking harmonisation in the EAC has been facilitated by 

member states’ regulatory authority having the same objectives as their banking systems to 

comply with international standards rather than agreeing on common standards for all of 

them.
437

 However, as these three member states are far from fully complying with 

international standards, efforts are nowhere near full harmonisation and a great deal of work 

needs to be done to achieve the harmonisation of laws and regulations between the three 

States.
438

 

 

Kenya, Tanzania, and Uganda share a common legal tradition, based on British common law, 

which has enhanced cooperation among the three countries.
439

 Due to Kenya’s advanced 

status in capital market development, the legal and regulatory frameworks in Tanzania and 

Uganda were largely designed with the objective of minimising deviations from the Kenyan 

securities law so as to facilitate the regional integration agenda.
440

 Disclosure rules and 

financial and accounting standards are also being reformed, and a framework developed by 

the Kenyan Capital Market Authority has been recommended for adoption throughout the 

EAC with appropriate modifications in individual jurisdictions.
441

 

    

The fact that all these three countries are members of the EAC, and that they share a common 

colonial past, as well as a similar legal framework, makes it easier for the stock markets 

concerned to pull together.
442

 The integration of the three stock exchanges concerned was 

achieved more easily considering the good work done upstream in computerising their 

transactions systems and harmonising their regulatory and legislative frameworks.
443

  

 

Nonetheless challenges for capital markets integration exist within the EAC, including: 

formal and informal national restrictions on cross-border investment; lack of harmonisation 
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of cross-listing rules;
444

 differences between the treatment of capital gains within the three 

main countries, making it more attractive to invest through one market rather than another;
445

 

and no harmonisation of accounting and reporting standards. All this is further compounded 

by the absence of a regional dispute resolution mechanism for cross-border disputes, meaning 

that any dispute must be resolved slowly and expensively through the national courts. As 

such, capital markets integration would be achieved within the EAC only to the extent that 

integration policies agreed at regional levels by the national supervisory authorities are 

implemented at domestic levels.
446

 

 

Therefore, the EAC has by far the strongest proposed framework for capital market 

integration and harmonisation among all the Regional Economic Communities (RECs) in 

Africa.
447

 It has also been branded the model for African capital markets integration in certain 

quarters.
448

 Thus, this process is one of the most promising models of stock exchange 

integration in the light of the above-mentioned favourable conditions. 

 

3.5 CONCLUSION 

 

The discussion above points out that, preconditions of a sound legal and robust regulatory 

framework for a regional exchange consists of; harmonisation of legislations, such as 

bankruptcy, investments, listings and accounting laws; establishment of regional self-

regulatory agencies and regulatory commissions; coordinated monetary arrangements; and 

harmonised reporting standards. 

 

There are a number of benefits which can be exerted by regional capital markets integration. 

These benefits range from lower prices for all financial services to more efficient, more 

liquid, and broader securities markets. 

However regional capital markets integration in the world have been beset with 

contradictions stemming from the absence of a clear consensus on the benefits of integration, 

the lack of political will necessary to make it work, vested interests, and a proliferation of a 
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variety of groupings with multiple memberships. African governments view stock exchanges 

with pride as national assets, and are unlikely to embrace any policy which will limit their 

national profile. A fear of bigger economies dominating the stock exchange and diverting 

capital towards their economies is also a key constraint against acceptance of regional 

integration by smaller economies. These concerns may also partly explain the reluctance to 

move SADC and other regional groupings in Africa to higher levels of integration. These 

concerns should be addressed before any benefits can be gained and financial development 

leads to economic growth across the wider populations. 

 

Any strategy intending to realise the benefits of regional financial integration would be well 

served by incorporating the lessons from SADC’s own experiences with the regional 

arrangement thus far, as well as those from others regions such as West Africa and EAC. 

 

A major lesson of experience from West Africa and EAC suggests that regional financial 

integration schemes should constitute an extension of the domestic reforms of the member 

countries rather than act as a force to engineer them. In other words, prior to the 

establishment of a regional financial integration arrangement, each member country should 

have its domestic house in order where this means maintaining macroeconomic stability and 

a competitive domestic economy. 

 

The experiences of the BRVM and EAC, as well as the merging of stock markets in other 

parts of Africa, are quite encouraging and thus go a long way to confirm the idea that stock 

market integration or regionalisation is gradually taking root in Africa and that only the 

nature of the process still has to be developed. 

 

In general, therefore, the lessons of experiences with respect to the design and 

implementation of regional financial integration schemes in Africa and elsewhere, as well as 

the initial conditions and structural characteristics of African economies, suggest that new 

approaches for establishing more successful regional financial integration and cooperation 

arrangements among groups of African countries should pay attention to certain key changes. 

These should include a change in the primary objective or focus of such arrangements, a 

change of their orientation and a re-definition of the basic strategy for their implementation. 
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Thus, for SADC countries to achieve successful regional financial integration, with all the 

resulting benefits in terms of larger, more efficient, more dynamic, and more stable financial 

systems, national governments must be firmly committed to both financial and economic 

integration, even to the extent of allowing short-term national concerns to be outweighed by 

the benefits of long-term regional cooperation. The alternative may well be the continuation 

of small, inefficient financial sectors, which are unable to contribute effectively to economic 

growth and poverty reduction. 
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                                                  CHAPTER FOUR 

THE EURONEXT AS A WORKING EXAMPLE OF A REGIONAL STOCK 

EXCHANGE AND COMPARATIVE DISCUSSION WITH AFRICA 

4.1 INTRODUCTION  

Euronext is the first pan-European market which was created in September 2000, following 

the merger, demutualisation and initial public offering of the Paris, Amsterdam and Brussels 

Stock Exchanges. This alliance, called Euronext, was declared to be the first real merger of 

stock exchanges in Europe. It boasts of the world’s most advanced and effective regulatory 

frameworks.
449

 

In this chapter the paper discusses the Euronext as a working example of a regional stock 

exchange and then draws a comparison with the African context. Thereafter, the regulatory 

framework of the Euronext regional stock exchange will be critically discussed, particularly 

from a legal perspective. Concluding remarks are given at the end of the chapter to 

summarise the observations noted throughout the chapter. 

4.2 HISTORY AND BACKGROUND OF EURONEXT 

Euronext is the second largest European stock exchange. It is primarily private-sector driven 

involving the operational integration of the exchanges based in the Netherlands, Belgium, 

France, Portugal and the United Kingdom under a single holding company with wholly 

owned subsidiaries.
450

 It was created as a result of strong demand from the market against the 

backdrop of a favourable climate for integration of the European stock market, in particular, 

and the financial market, in general, as well as to satisfy the increasing liquidity need and cost 

reduction from the introduction of the Euro.
451

 This merger gave the European Union its first 

transnational stock market, making securities listed on any of the four predecessor stock 

exchanges readily available to the clients of members from all four stock exchanges. 

Together, the three stock exchanges established a holding company, Euronext N.V., which 

owns all the shares in the participating exchanges.
452

 Therefore, the three stock exchanges 

have become full-fledged branches of Euronext NV, a Dutch portfolio company, and its 
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names have been changed to Euronext Paris, Euronext Brussels and Euronext Amsterdam.
453

 

Each represents a portal offering issuers, intermediaries and investors access to a single 

market. The holding company, Euronext NV, is incorporated and supervised in the 

Netherlands and was successfully listed in 2001.
454

 

In January 2001, Euronext went public and acquired the London International Financial 

Futures and Options Exchange (LIFFE), out-bidding the London Stock Exchange and the 

Deutsche Bourse.
455

 Shortly thereafter, Euronext merged with the Portuguese stock market in 

February 2002 and created Euronext Lisbon.
456

 By acquiring LIFFE, Euronext was able to 

offer a broad selection of products such as cash, derivatives, equity and bonds, as well as gain 

a foothold in the United Kingdom market.
457

 Furthermore, Euronext’s ambition was to 

consolidate the financial markets across Europe to provide users with a single market which 

would be broad, highly liquid and extremely cost-efficient.
458

 Euronext was successful in the 

technological integration of the exchanges. For instance, in September 2002, all Euronext 

members regardless of their location were able to access all securities listed on Euronext.
459

 

As a result, every market participant now has a single point of access to all elements of trade. 

This order-driven trading architecture is based on the French trading system, the Nouveau 

System Cotation (NSC).
460

  Again, all Euronext products listed in Amsterdam, Brussels, Paris 

and Lisbon are cleared by Clearnet.
461

 Therefore, the centralised, order-driven trading system, 

along with the central clearing, settles transactions on a net basis to guarantee performance.
462

 

Significantly, this creates the potential for greater cost-saving because most of the costs of 

building trading and clearing platforms are fixed.
463
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It is also Europe’s largest market in terms of trading volumes through a central order book, 

and number two in terms of both the number of companies listed and total market 

capitalisation.
464

 Thus, combined the Euronext components make up the second largest stock 

exchange in Europe behind the London Stock Exchange (LSE).
465

 Importantly, in 2007 

Euronext N.V. was acquired by the New York Stock Exchange (NYSE), creating the first 

trans-Atlantic exchange operator NYSE-Euronext.
466

 It offers securities listed in the United 

States and several European countries, and is essentially an international virtual store where 

an investor can buy and sell stocks issued by companies from many countries 

instantaneously.
467

 Most noticeably, NYSE-Euronext is now the world’s most liquid market 

place, with average daily trading value of $100 billion, and the world’s premier listing, with 

total market capitalisation of listed companies of $27 trillion.
468

 As a global leader in listings, 

Euronext in 2007 had more than 4 500 issuers on its US and European markets.
469

 Currently, 

it has more than 8,000 listed issuers all of sizes, industries and geographies.
470

 

Prior to the creation of Euronext N.V., Amsterdam, Brussels and Paris were three distinct 

stock exchanges each with its own organisation, operating rules, trading platform, clearing 

house, and procedures for payment and delivery.
471

 The trading platforms in Brussels and 

Paris were relatively similar, but differed significantly from the platform used in Amsterdam. 

However, this market structure did not allow investors to make the most of monetary union. 

For instance, investors in Belgium, France or the Netherlands wishing to invest in a market in 

one of the other two countries thus had to: seek out information about companies and their 

securities with no guarantee of obtaining it, including prices, trading volumes, bids, asks, and 

more; place an order through their usual broker or bank, which in turn had to pass this on to 

correspondents in the other two countries and make costly cross border payments; and face 
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delays due to the complexity of the transaction.
472

 Also, for companies the same difficulties 

were an obstacle to the development of a broader shareholder base in the euro. 

Since its creation, Euronext the first pan-European market for equities and derivatives, has 

brought investors unified access to a broader range of issues and products.  As a result, this 

unified market combines: a single trading platform serving all trading members and providing 

access to all shares and other products in accordance with unified rules; a single order book 

for each stock, a change which makes for greater market transparency and liquidity; a single 

clearing house acting as a central counterparty to guarantee payments and deliveries; and a 

single payment and delivery system.
473

 Transactions are centralised and a uniform negotiation 

platform, the driving force for NSC transactions of the Paris Stock Exchange (PSE), is thus 

used to determine a single price for each security. The shares are also listed at national level 

and companies can select their place of transaction among the three stock exchanges. 

Therefore, Euronext utilises a business model that exploits the mutual recognition 

principle.
474

 

4.3 REGULATORY AUTHORITIES 

The functional and technical integration of Euronext is designed to be in harmony with the 

legal and cultural environment of each country. Thus, each Euronext European market holds 

an exchange licence and operates under the supervision of its respective national exchange 

regulatory authority. Market operators are also subject to the requirements imposed by a 

national exchange authority, the laws and regulations in their national jurisdictions, and in 

some cases, the central banks and finance ministries in their respective European countries.
475

 

For example, companies applying for listing with Euronext can do this through Amsterdam, 

Brussels, Lisbon, LIFFE or Paris. While they remain subject to the supervision of authorities 

in the country of access, the five centres are portals to a single list. An issuer who wishes to 

list a security on a Euronext stock exchange must comply with the listing requirements of the 

jurisdiction from which it hails and thereafter the issuer may access the aggregate capital pool 

of Euronext’s electronically linked stock exchanges.
476

 Participants in the market are subject 
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to the supervision of the regulator of the country from where they received their main licence. 

In spite of the merger, the five stock exchanges have maintained their separate legal status on 

regulation. Although, the Euronext business model is built upon the mutual recognition 

principle that is at the core of European Community (EC) securities harmonisation 

legislation, Euronext has proceeded beyond the minimum harmonisation aspect of EC 

securities legislation and sought to create a unified set of listing and trading rules for 

Euronext stock exchanges.
477

 

Euronext has worked actively with regulators in the five Euronext jurisdictions to harmonise 

the listing rules for its stock exchanges.
478

 In June 2010 Euronext regulators signed a 

Memorandum of Understanding (MOU) which establishes the framework for such 

cooperative rule of harmonisation.
479

 This represents the first multilateral agreement destined 

to regulate a multinational exchange for securities and derivative products.
480

 The agreement 

includes two distinct parts. The first part concerns the regulation and supervision of Euronext 

N.V. and regulated markets managed by Euronext, and the second concerns the supervision 

and control of Euronext’s clearing activities.
481

 Therefore, each of these two parts was signed 

separately by the respective regulatory or supervisory authorities concerned. 

Under the terms of the Euronext Regulatory MOU, Euronext is obligated to cooperate with 

the securities authorities of the jurisdictions in which it operates regulated markets.
482

 This 

cooperation is aimed at maintaining a coherent and efficient regulatory framework which is 

carried through consultation, co-ordination and the exchange of information between the 

signatory authorities.
483

 Despite consultation, co-operation is also in the form of periodic 

meetings, written requests as needed, and other practical arrangements as may be developed 

by the signatory authorities.
484

 The MOU however, does not create any enforceable rights.
485

 

It only cursorily touches upon enforcement-related information sharing and surveillance of 
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the activities of market participants for compliance purposes.
486

 Nonetheless, the goals of the 

Euronext Regulatory MOU are identical to the goal of creating harmonised securities 

regulation in the European Community. 

In addition, the MOU agreement is the foundational document of the Euronext College.
487

  

The Euronext College consists of a chairman’s committee and a steering committee, which 

has the authority under the MOU to create working parties to address particular aspects of the 

coordinated regulation of the Euronext.
488

 The chairman’s committee also consists of the 

chairmen of the regulatory authorities which are party to the MOU.
489

 The chairman’s 

committee formally meets on a quarterly basis, or more regularly as required.
490

 A steering 

committee is composed of representatives of each of the signatory authorities and reports to 

the chairman’s committee.
491

 Its function is to support, assist and implement the decisions 

made by the chairman’s committee.
492

 Furthermore, there are three permanent working 

parties and each working party comprises representatives of each of the signatory authorities, 

and is set up by, and accountable to, the steering committee.
493

 Its role is to interact with 

representatives of the markets on a variety of operational issues relevant to more than one of 

the markets, and provides recommendations for decision-making at the steering committee 

level.
494

 

Significantly, the MOU identifies particular actions, decisions and events which require that 

Euronext obtain prior approval or non-opposition from the Euronext College, or notify the 

steering committee of the Euronext College of the occurrence of such events.
495

 Thus, where 

a Euronext securities market takes action or makes a decision that falls within a review 

competence of the Euronext College, Euronext College must submit that decision or action 

for the review of the Euronext College as if it were a free-standing regulatory body.
496
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Further, the Euronext College
497

 has authority under the Euronext Regulatory MOU to 

approve the modification and harmonisation of Euronext Rulebooks.
498

 Euronext must also 

consult with the Euronext College to obtain non-opposition to the issuance of Euronext 

notices for interpreting or implementing the provisions of the rulebooks.
499

  

In general Euronext’s cooperation with the Euronext College encompasses the harmonisation 

of domestic regulations pertaining to listing requirements, prospectuses, take-over bids, on-

going obligations of listed companies, and disclosure of large shareholdings.
500

  Notably, 

such obligations are independent of national level obligations to submit such actions or 

decisions for review to the securities regulator with authority over the particular jurisdiction 

in which the Euronext market that is taking the action or decision is located.
501

 Decisions at 

the chairmen’s committee are done by consensus.
502

 Thus, the regulatory relationship of each 

individual Euronext market operator with the securities authority in the relevant jurisdiction 

is thereby altered because events that trigger the prior approval or non-objection obligations 

requires the involvement of the entire Euronext College.
503

 Therefore, Euronext’s obligation 

to the Euronext College is independent and additional to its obligations to comply with 

national laws.
504

 

Importantly, the harmonisation framework established in the Euronext regulatory MOU is 

effective, because of technological advances and, multiple regulators of varying levels of 

expertise and regulatory approaches are involved in the harmonisation process.
505

 Of 

cognisance, the signatories to the Euronext Regulatory MOU treat the arrangement as 

creating positive legal obligations. Furthermore, the Euronext Regulatory MOU is remarkable 

for the innovative cooperative relationship that it establishes with industry to facilitate 

convergence in European Community (EC) securities regulation.
506

 The MOU further 
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provides for negotiation between College regulators on the identification of a home country 

supervisor in the case of companies listed in multiple jurisdictions, or in a jurisdiction other 

than that of incorporation.
507

 In addition, the MOU applies home country control to ongoing 

disclosure obligations of Euronext listed issuers, and adopts the term of the art created in the 

Investment Service Directives (ISD) regulated markets to assist in determining the competent 

home country authority.
508

 Notably, the MOU appears to have created legal obligations that 

Euronext members are willing to recognise, even if the MOU is not a binding international 

arrangement between the regulatory authorities themselves.
509

 Finally, the Euronext 

regulatory MOU itself is modelled on the EC harmonisation framework that existed prior to 

the advent of the Lamfalussy process. 

4.4 HARMONISATION OF LISTING REQUIREMENTS 

The Euronext securities markets are regulated markets within the meaning of the markets in 

the Financial Instruments Directive of 2007 (MiFID)
510

. As such they are governed by a 

common set of rules applicable to all the Euronext securities markets. Euronext and 

regulators in the individual jurisdictions have harmonised their rules and regulations over the 

years to produce the so called Euronext harmonised rules.
511

 The Euronext rulebook currently 

has two books: rulebook I contains harmonised rules, including rules of conduct that are 

designed to protect the markets, as well as rules on trading and membership. Rulebook II 

contains the remaining rules of the individual markets which have not been harmonised.
512

 

Notably, the notices adopted by Euronext for the enforcement of rulebook I applies to all 

Euronext markets, whereas those for the enforcement of book II are specific to local 

jurisdictions. The coverage of rulebook I have gradually increased from harmonised 

membership, trading, and enforcement rules in the early periods to a common set of listing 

qualifications governing listed companies in later periods.
513

 Thus, the regulators in Belgium, 

France, Netherlands, Portugal and the United Kingdom have approved the market rules of 

books I and II.  
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To list on a Euronext exchange an issuer must comply with the unified listing requirements as 

specified in rule book I, and after admission, with the ongoing financial reporting 

requirements of its home member state.
514

 Euronext provides issuers with the opportunity to 

access a larger pool of capital at a lower cost.
515

 To achieve even more consistent regulation 

of at least some firms from the markets in each country, Euronext established two voluntary 

named segments of the integrated stock market on which firms could choose to list by pre-

committing themselves to enhanced financial reporting quality and corporate governance.
516

 

The two named segments are Next Economy which is for companies from high-tech 

industries and Next Prime which is for companies from the traditional sectors of the 

economy.
517

 Thus, this mechanism of voluntary pre-commitment to transparency, if credible 

to investors, is a solution to the problem of regulating integrated global capital markets.
518

 

However, in October 2007 the Next Economy and Next Prime were discontinued by 

Euronext. 

4.4.1 Rulebook I 

The rules that are integrated in rulebook I include: membership rules for cash and derivatives 

markets; trading rules for cash and derivatives markets; rules of conduct for cash and 

derivatives markets; transparency obligations for certain issuers; and enforcement of the 

rules. 

Euronext began by harmonising the rules governing membership of and trade on the stock 

exchanges. Initially there are two things that an issuer must comply with in order to acquire 

membership of the Euronext securities market or the derivative market. Firstly, an issuer 

must apply in terms of chapter 2 of rule book I and obtain prior written approval of the 

relevant Euronext market undertaking.
519

 Secondly, upon admission by a relevant Euronext 

market undertaking, it then determines whether the applicant complies with the following 

requirements: the investment firm or a credit institution is authorised by the competent 

authorities of its home member state to conduct business on the market and it has given 

appropriate notification to the competent authority concerned that it wishes to take up its 
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European Economic Area (EEA) right in the jurisdiction in which the relevant Euronext 

market undertaking is situated.
520

 

 A firm which does not hold Euronext securities membership must be authorised by the 

competent authorities to conduct business on the market, or, in the absence of authorisation, it 

may demonstrate that it is fit and proper, and that it enjoys the business standing suitable for 

admission to membership.
521

 The applicant is required to satisfy that its staffs is suitably 

qualified and experienced to implement and maintain adequate internal procedures and 

controls in relation to its intended business on the market.
522

 Only legal persons are eligible to 

acquire Euronext securities membership.
523

 Thus, by creating common rules on membership 

the alliance reached a milestone in its co-operation, as a member of one stock exchange can 

now easily and at low cost be accepted as a member of the  exchanges of the alliance.
524

 

Chapter 5 of the Euronext rule book, book I of 30 January 2013, sets forth rules governing 

trading on the Euronext derivatives markets. A Euronext derivative member is responsible for 

the acts and conduct of all responsible persons registered in its name and the acts or conduct 

of such persons are regarded as the acts and conduct of the Euronext derivative member.
525

 

Sanctions may be imposed under the rules if Euronext derivative member violates a relevant 

obligation.
526

 Thus, the relevant Euronext market undertaking has the discretion to suspend a 

Euronext derivatives member’s access following a written or verbal warning, or terminate its 

access to LIFFE CONNECT by written notice.
527

 

The advantages of harmonising listing rules are quite evident.  If companies want to list on 

several stock exchanges, common or harmonised listing rules ensure that the listing 

procedure for additional listings can be kept to a minimum. Chapter 6 of the Euronext rule 

book, book I of 26 October 2012, includes fully harmonised rules on admission to listing and 

the continuing obligation of issuers. Accordingly, the relevant Euronext market undertaking 

is competent for all matters with respect to admission to listing and delisting of securities and 

the continuing obligations of issuers.
528

 Issuers are required to comply with the disclosure 
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obligations of the competent authority according to the national regulations, to give investors 

in the securities proper information for determining the current value of the securities and 

confidence that the market is well regulated.
529

 

Furthermore, Chapter 6, sections 1 to 9 of Euronext rule book- book I, governs most aspects 

of the listing requirements. The legal position and structure of the issuer upon admission to 

listing is required to be in accordance with applicable laws and regulations both as regards its 

formation and its operation under its articles.
530

  The issuer must also comply with the 

requirements of any relevant competent authority and adequate procedures must be available 

for the clearing and settlement of transactions in respect of such securities.
531

However, 

additional rules formulated by the individual stock exchanges and rules on the procedure and 

examination of prospectuses are governed by national laws.
532

 Nevertheless, by increasing 

the number of harmonised listing rules in rulebook I, Euronext thereby decreases the number 

of distinct listing requirements in rulebook II with which an issuer must comply for listing 

and admission to trading on all Euronext exchanges.
533

  

Euronext has worked hard to issue common rules on disclosure for its main markets. 

Harmonised disclosure rules are attractive from the point of view of investors and financial 

analysts as they get the same information, at the same time and in a similar format, from all 

companies listed by the organisation.
534

 The issuer has the sole responsibility to provide the 

relevant Euronext market undertaking with any information regarding the listed securities 

which it has to make public.
535

 Such information includes: annual and interim reports, 

including financial statements with auditors’ reports, if any; information required to be filed 

with the relevant competent authority or public authority in respect of changes in its share 

ownership; changes to the nature of its activities or amendments to its articles of association; 

legal announcements of special and general meetings; and all periodic and occasional 

information which has to made public, no later than when it is made public.
536

 The issuer 

must communicate to the relevant Euronext market undertaking all information disclosed to 

other markets on which the relevant securities are admitted to listing or trading and must do 
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so no later than the time at which such information is made public on this other market.
537

 

Such continuous disclosure builds investor confidence and protection.
538

 Therefore, common 

disclosure requirements make it easier and less costly to compare companies and thus make 

investments. 

Rules of conduct specific to the Euronext markets which members must observe when 

trading on such markets are contained in chapter 8 of the Euronext rule book I. A member 

trading at Euronext markets is obliged to observe high standards of integrity, market conduct 

and fair dealing; act with due skill, care and diligence; and refrain from any act or course of 

conduct which is likely to harm the reputation of Euronext or any Euronext market.
539

 In 

dealing with Euronext’s personnel, members are required to act in an open and cooperative 

manner, be honest and truthful and not mislead or conceal any material matter.
540

 Euronext’s 

members are required to maintain for a period of five years records of automatic screening 

parameters and modifications thereof as well as rejected orders; orders, arranged 

chronologically; and transactions and the custody of securities traded on the Euronext 

markets.
541

 All records must be made available for inspection by Euronext. 

Measures that will be taken in cases of violations of the Euronext rules are contained in 

chapter 9 of the Euronext rule book. Thus, in an event of violation of the rules by a member 

which constitutes a threat to the integrity or the safety of the markets, Euronext has the 

discretion to take immediate measures to protect the market, including suspension of all or 

some of a member’s trading rights.
542

 The procedure that Euronext is obliged to follow for 

the examination of an alleged violation is as follows: Firstly, a member is required to provide 

any information, copies of records and documents that may be relevant for the examination of 

alleged violation.
543

 Secondly, Euronext may send a representative to a member’s office at 

any time during normal business hours in the country in which such offices are located, who 

may require immediate access to all such information, records and documents kept by a 

member that may be relevant for the examination of the alleged violation.
544

 Lastly, Euronext 

may require any member to procure the attendance of any of its personnel or representatives 
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at a specified time and place, at either the offices of the relevant Euronext market undertaking 

or those of the member, in order to answer questions or provide explanations that may be 

relevant for the examination of the alleged violation.
545

 Termination or resignation of 

Euronext membership is without prejudice to the right of Euronext to ask evidence and to 

require financial compensation for damages caused by any violations of the rules by a 

member.
546

 

Although, Euronext has developed a common set of rules of listing qualifications and 

disclosure requirements applicable to listed companies, Euronext has no power of 

enforcement on its own other than the threat of delisting, which is not an attractive option 

when the goal of Euronext is to maximise utility through garnering liquidity.
547

 Thus, firms 

listed on Euronext continue to be regulated by the regulatory agencies of their own home 

stock exchanges, and the strength of enforcement differs considerably across these four 

exchanges.
548

 For instance, using the resources provided to the securities regulator in a 

country as a proxy for enforcement, Jackson and Roe found that for 2005 Amsterdam had the 

strongest enforcement out of the four markets.
549

 

 In contrast, Paris is the market with the weakest enforcement as measured by the staff of its 

market regulator, and Brussels is the market with weakest enforcement based on the budget 

of its capital market’s regulator.
550

 Furthermore, Euronext-listed firms are also able to use the 

integration of exchanges to avoid strict regulation by shifting listing among stock 

exchanges.
551

 As such, there may be some limits set by the strength of the legal protections in 

the jurisdiction of listing.
552

 Therefore, firms are still subject to different institutional 

arrangements and legal enforcement mechanisms in their home countries, which provide 
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firms with different incentives to use discretion to use discretion when applying accounting 

standards.
553

 

4.5 HARMONISATION OF LEGISLATION 

The Euronext model has been facilitated by wider European integration involving a common 

currency with no capital account restrictions, adoption of common trading and post trade 

technology platforms, and a harmonisation of national regulatory frameworks.
554

 Obviously, 

the European stock markets presented a high degree of integration and efficiency before the 

euro and the euro has clearly added to the pressures from technological change and 

globalisation for the creation of new Euronext alliances among Europe’s exchanges.
555

 

As the most advanced example of regional financial integration, the European Union (EU) 

seems like the most obvious place to end this exercise. However, given the stark differences 

between European and SADC economies, great care must be taken in trying to apply lessons 

from the EU to SADC. The European model of financial market integration has evolved and 

adapted over decades, and functions in an institutional and economic environment that is in 

many respects quite different from that found in most SADC countries. 

 

In Europe, the construction of a single market began with the Treaty of Rome of 1957, which 

established the European Economic Community. However, regulatory integration in the 

financial services sector did not occur in any meaningful way until the 1980s. Prior to this, 

financial activity was conducted within heterogeneous frameworks, characterised by different 

legislative and supervisory structures and different currencies. While there are a few 

exceptions to this trend, notably the First Banking Directive of 1977, real financial services 

sector integration only began with the start of the Single Market Programme in 1985-6.
556

 

 

In the EU financial services sector, there is a primary role played by governmental bodies in 

initiating the harmonisation of regulation and legislation.
557

 Firstly, the Single European Act 

of 1986, which established the single market programme in 1986, aimed to create a European 

market for goods, people, services and capital by 1992. By 1992, 22 directives had been 

                                                           
553

Pownall G, Vulchena M & Wang X (2011) 14. 
554

Mensah S (2007) 9. 
555

Hassan M & J Yu (2007) 17. 
556

Edwards H, Porter T & Roberge I ‘Politics or Markets? The Determinants of Cross-Border Financial 

Integration in the NAFTA and the EU’ (2004) 9 New Political Economy 334. 
557

Edwards H, Porter T & Roberge I (2004) 334. 

 

 

 

 



72 
 

adopted and another nine were still under discussion. These included the second banking 

directive,
558

 the investment services directive and the insurance services directives.
559

 

Therefore, this set of regulatory initiatives laid the groundwork for integrating the financial 

services market in Europe and still provides the regulatory framework for much that occurs in 

the sector.
560

 

 

The European Commission’s 1985 white paper lays down two, seemingly irreconcilable, 

principles for integration, mutual recognition and harmonisation.
561

 Mutual recognition or 

competition among rules, as the concept is also known, ensures the continued existence of 

separate and distinct national legal and regulatory systems.
562

 Harmonisation of minimum 

standards calls for member states to conform to certain EU specified requirements, and thus 

limits the scope for competition among rules.
563

 This tension is inevitable in any process of 

merging national markets. What did help the reconciliation process in the EU is that the 

volumes of cross-border trade and investments on the ground were quite large unlike the 

situation in SADC.
564

 So the institutional process was actually reflecting, and may even have 

been lagging behind, the market. In Africa, by contrast, some of the more advanced examples 

of regional integration are based on a pre-existing currency arrangement, based on the 

region’s colonial history. Intra- African trade and investment, outside of certain concentrated 

pockets, is relatively limited. Moreover, given the similar structure of most African 

economies, it is not clear that there is a vast untapped potential to increase the scale of such 

trade.
565

 While regional financial integration could address some of the barriers to regional 

transactions, a process driven more by theory than existing economic ties is likely to be quite 

challenging. 

Even with the requisite political will and a long history of cross-border economic 

transactions, the resource requirements for creating and sustaining integrated financial 

                                                           
558

EU Directive 89/646/EEC (OJ 1989 L386/1-13). 
559

Stirbu C Financial Market Integration in a Wider European Union (2004) 2 Hamburg Institute of 

International Economics Discussion Paper 297. 
560

Edwards H, Porter T & Roberge I (2004) 334. 
561

Steil B ‘Regional Financial Market Integration: Learning from the European Experience’ (1999) 12 Tokyo 

Club Papers 99. 
562

Corcoran A & Hart T ‘The Regulation of Cross-Border Financial Services in the EU Internal Market (2002) 8 

Columbia Journal of European Law 221. 
563

Lastra R ‘Regulating European Securities Markets: Beyond the Lamfalussy Report’ in Andenas M & 

Avgerinos Y (ed) Financial Markets in Europe: Towards a Single Regulator? (2003) 211. 
564

Linn J & Wagh S (2008) 19. 
565

Honohan P & Lane P Will the Euro Trigger More Monetary Unions in Africa? (2000) World Bank Policy 

Research Paper 3965. 

 

 

 

 



73 
 

markets within the EU have been considerable.
566

 Since the beginning, grants by the 

structural funds, loans by the European Investment Bank (EIB), and, more recently, 

guarantees by the European Investment Fund have played a role in making the overall 

process of integration effective and equitable.
567

 The introduction of the euro, which is a key 

element in promoting economic stability and prosperity in Europe, has boosted to a greater 

level the integration of financial markets in the EU.
568

 These mechanisms have allocated 

substantial funds to building the necessary infrastructure, including communication and 

transport networks, to facilitate regional transactions. At the same time, resources have also 

been allocated to mitigating the income differentials between member states, including those 

created by the emerging pattern of regional trade and investment.
569

 

 

4.6 COMPARATIVE DISCUSSION WITH AFRICA 

 

The initial institutional environment faced by the EIB was not dissimilar to that found in 

several SADC countries today: capital controls; small, segmented capital markets; 

discrepancies in banking sector development; and incomplete information markets.
570

 This 

market developing of financially sound, effective regional institutions, especially the 

European Investment Bank, should be of particular interest to SADC countries. It highlights 

the need for an overarching regional body to play a promotional role in setting up the 

financial infrastructure needed to support the development and operation of regional 

markets.
571

 It also highlights the vast resource requirements necessary for such a body to play 

its role effectively. One reason for the EIB’s continued financial soundness has been prudent 

lending policies, as it will not lend to weaker members without credible third party 

guarantees.
572

 This approach is likely to be severely limiting for a regional organisation with 

several poorly rated members, and illustrates the difficulties in setting up a similar well-

funded organisation in the SADC region.
573
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The European Union has a new financial market regulatory framework known as the 

European System of Financial Supervision (ESFS).
574

 This EU regulatory framework 

operates as the hub and spoke network of EU and national bodies working together.
575

 It 

comprises three levels of authority with the European Systemic Risk Board (ESRB) sitting at 

the highest level; the European Supervisory Authorities (ESAs) sitting at the middle level; 

and the National Supervisory Authorities sitting at the lowest level.
576

 

 

The role of the ESRB is to supervise the financial system as a whole.
577

 It was established to 

prevent widespread financial distress. The three main tasks of the ESRB include: monitoring 

and assessing systemic risk; providing early warnings when significant risks emerge; and 

issuing policy recommendations for remedial actions and monitoring their implementation.
578

 

The ESAs set common technical standards for EU financial firms and have the power to 

intervene in crises.
579

 These authorities include the European Banking Authority (EBA), the 

European Insurance and Occupational Pensions Authority (EIOPA) and the European 

Securities and Markets Authority (ESMA).
580

 Furthermore, these authorities comprise 

national banking supervisors, national insurance supervisors and national securities 

supervisors.
581

 In addition, the ESAs work in tandem with the supervisory authorities of 

member states. At the lower echelons of the EU financial regulatory framework are the 

national banking supervisors, national insurance supervisors and national securities 

supervisors.
582

 These national supervisory authorities are responsible for the daily supervision 

of individual firms. 
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This hub and spoke network of the EU and national bodies working together is possible as a 

result of the EU and its member states’ embrace of the concept of supra-nationality.
583

 As an 

integral part of their EU membership, EU member states delegate decision-making powers to 

EU institutions, which are in turn responsible for providing oversight and direction to 

member states, a factor that is distinctly lacking in the operation of the SADC Regional 

Economic Community.
584

 

 

One could argue that these developments are the sole explanation of the increased integration 

in the EU.
585

 However, this would miss the important role that private actors have played in 

developing the increasingly integrated regulatory framework. At a minimum there is a role 

for market actors or their associations in European regulatory integration. The commission, in 

particular, has limited resources and, therefore, is open to external expert advice, creating a 

dense consultation network.
586

 Thus, this process ensures that many of the framework 

agreements contain elements of private input.
587

 

 

Within the EU framework, the ESAs have EU legislative powers.
588

 They have the power to 

create legally binding technical standards. The idea is for the ESAs to create a single, 

harmonised, European rulebook applicable to national authorities and financial institutions in 

the single market.
589

 This in effect means that the financial supervisory authorities have a 

direct role in rule-making at the European level. Additionally, the ESAs also have 

exceptional powers to take action in emergencies, including the banning of certain products 

or restriction of certain activities.
590

 However, it is the EU Council that will have the power to 

declare emergencies, in consultation with the European Commission and the ESRB and, 

where appropriate, the ESAs.
591

 The ESAs also have the power to mediate, arbitrate and 

enforce their decisions.
592

 They also have the power to settle disputes between national 

authorities, in particular in areas that require co-operation, co-ordination or joint decision-
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making by supervisory authorities from one member state.
593

 Decisions may be appealed to a 

joint board of appeal for the three ESAs.
594

 The performance of these functions by an ESA-

like body in the African context is currently inconceivable. This is primarily as a result of the 

varying degrees of expertise of financial authorities across African countries, thus making 

attempts at establishing single financial rulebooks for Regional Economic Communities 

(RECs) a great challenge.
595

 

 

The role of the ESAs in developing a harmonised single rulebook is made possible by its 

authority to make legally binding law that is recognised by the EU legislative process.
596

 The 

rulebook would, as such, carry the same binding effect as EU regulations, which are binding 

in their entirety and directly applicable in all member states.
597

 This is possible only as a 

result of the supremacy of the EU law in EU member states. The SADC Regional Economic 

Community is unlikely to be able to provide a regional equivalent of financial supervisory 

authorities equipped with this level of power as supremacy of regional law is non-existent.
598

 

Such regional authority would barely be effective as its power to create laws, as well as the 

laws it creates, would hardly be recognised let alone implemented. 

 

The core remedies available for EU securities market regulation are directives and 

regulations.
599

 Minimal harmonisation is done through directives, which are EU legal 

instruments that need to be transposed into national law by each member state.
600

 Regulations 

are instruments that are directly applicable in the member states, but they are less often used 

for market integration. So far, in EU securities market regulation only essential rules have 

been harmonised, thus leaving the bulk of regulation subject to mutual recognition.
601

 

However, Di Giorgio and Di Noia argue that the mutual recognition and minimum 

harmonisation approach failed to bring about convergence of securities regulation.
602
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Most noticeably, as financial supervisory authorities in most SADC states have weak 

enforcement powers, it is hardly conceivable how a SADC equivalent to the ESAs would be 

able to mediate, arbitrate and enforce its decisions or have the power to settle disputes 

between national authorities.
603

 

 

Therefore, EU financial regulation has thus far been achieved by the member states 

implementing financial harmonisation directives, although it must be mentioned that this has 

not been without challenges, and member states’ applications of harmonised directives have 

at times been inconsistent and, as such, destabilising for the single market.
604

 Nonetheless, it 

is believed that the new framework will further strengthen the EU financial regulatory 

framework.
605

 Financial supervision is still in the hands of national supervisory authorities, 

although a regional perspective is now provided under the new framework as the ESAs work 

in tandem with the member states’ supervisory authorities as they conduct this function. 

 

4.7 CONCLUSION 

In short this chapter demonstrated that Euronext has made possible the integration of the 

organisational structure, operating rules, trading platform, clearing house and procedures for 

payment and delivery thus giving investors access to a single market. Notably, Euronext 

made a first step toward the integration of de jure reporting, disclosure and trading regulation 

by issuing one rulebook covering many aspects of reporting and trading across the four 

exchanges and separately codifying other reporting and trading regulations that were specific 

to each exchange in four secondary rulebooks.  The creation of a single trading platform also 

made it possible for Euronext N.V. to reduce its operation costs and eliminate the duplication 

of infrastructure and IT investments across the individual exchanges in Amsterdam, Brussels, 

Paris and Lisbon.  

In addition, one can learn, from the experience of Euronext N.V. that cost efficiencies created 

by consolidation of a trading platform should be sizeable, timely, merger–specific and passed 

on to users. Further, in order to achieve such a merger, it is essential to have the goodwill of 

all the regulatory authorities involved. Lastly, clarity and simplicity both in ownership 
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structures of markets and in regulatory environments are attractive propositions to market 

participants. However, Euronext has limited options for enforcement of even common 

regulation, and much of the relevant regulation remained jurisdiction-specific. 

It is additionally clear that the success of the Euronext model is largely due to its advanced 

regulatory framework and political integration. Thus, member state securities regulation 

created the regulatory conditions that were necessary for Euronext to become a successful 

pan-European exchange and thus an attractive partner for combination with the NYSE group. 

African stock exchanges may not be in a position to adopt the Euronext approach for a 

number of reasons. Firstly, the wider integration underpinnings of the EU are largely absent. 

Secondly, there is the major political hurdle of demutualising stock exchanges in Africa into 

corporate structures that allow them to operate under one unified organisational and 

operational structure. In addition, adopting the new EU financial regulatory framework in the 

African context would be in appropriate as African states are currently characterised by poor 

financial regulation, inadequate legal environment for the operation of financial markets and 

little or no embrace of supra-nationality in their relations with Regional Economic 

Communities (RECs). As financial integration has been a challenge even within the EU, it is 

hardly likely that this approach would succeed in Africa. 

The creation and successes of a financial regulatory framework among African RECs would 

involve two processes.  The first would involve strengthening existing regional economic 

arrangements, and would require the status of RECs provisions and institutions within 

member states to be enhanced. The second process would involve strengthening the financial 

regulatory frameworks in member states. This should be accompanied by necessary legal and 

judicial reform, which, if successful, should provide the right environment for financial sector 

development. Only then can a regional framework for financial regulation be a viable project 

within Africa. 
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                                                CHAPTER FIVE 

                        CONCLUSIONS AND RECOMMENDATIONS 

5.1 CONCLUSION 

From the foregoing, it is apparent that stock market integration and the creation of a SADC 

regional stock exchange through cross-listings offer the best hope for Southern African stock 

market problems. This idea may, at first glance, seem unrealistic, but it will make it possible 

to develop a long-term strategy for the integration of SADC stock exchanges, and the 

development of the financial sector. It would also undoubtedly face serious challenges, the 

greatest of which would be a lack of support and commitment from the different 

governments. Overcoming such a challenge would require aggressive promotion of the 

precise goals and benefits of a regional stock exchange. A progressive implementation of the 

process would make this proposition feasible.
606

 Current regional cross-listings in SADC 

exchanges should be perceived simply as a stepping stone towards the eventual goal of 

regional market integration and the creation of a SADC regional stock exchange. 

As noted earlier in the introduction, the main institution driving capital markets integration in 

SADC is the Community of SADC Stock Exchanges (CoSSE) which is a private sector 

association, but it is also a structure under the Finance and Investment Protocol (FIP) of the 

Southern African Development Community charged with overseeing the implementation of 

Annex 11 of FIP.
607

 The primary goal of CoSSE is to promote regional financial integration 

and a network of financial markets.
608

 There are also initiatives aimed at finalising the 

harmonisation of transaction systems, and discussions are underway on the training of 

investors, a common certification test for brokers and the cross-border listing of securities in 

SADC stock exchanges.
609

 Thus, there is currently no regional capital markets regulatory 

framework in operation within SADC. 

Overall, regionally integrated stock markets as indicated by cross-listings perform better than 

non-regionally integrated stock markets. Also, the study shows that the growth of regional 

cross-listing activities facilitated the development of the stock market in those countries, and 
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that the growth and expansion of regional cross-listing of stocks is positively associated with 

the capitalisation of the other firms in the stock market of primary listing. The necessary 

conditions to harness the benefits of regional cross-listings are sound legal and regulatory 

frameworks, macroeconomic and political stability, harmonisation of listing rules, accounting 

law and disclosure requirements across the region, strong money markets, and incentives for 

listed firms and other market participants to take advantage of regional cross-listing.
610

 

Generally, a number of challenges affecting regional capital markets integration in SADC 

economies were explained. Among the challenges, the issue of lack of political commitment 

and that of overlapping memberships are prominent. These challenges partly explain the 

reluctance to move SADC and other regional groupings in Africa to higher levels of 

integration. Therefore, these challenges should be addressed before any benefits can be 

gained and financial development leads to economic growth across the wider populations.
611

 

Successful integration experiences were presented with the aim of engaging brainstorming on 

various possible options for the creation of a SADC regional stock exchange. Thus, SADC 

governments have to play an important role in transforming present stock exchanges and the 

entire landscape where they operate. In fact, it may, for example, facilitate the process by 

encouraging cross-listings within stock markets rather than waste time and money promoting 

introvert policies that block efforts and undermine innovation. Cross-listings may be 

stimulated by harmonisation of rules and standards on the markets and by allowing trans-

boundary activities. The profits generated would certainly benefit investors and companies in 

the form of improved financial services, and a fall in the costs of transactions and capital. 

Progress made on these fronts will determine how the SADC regional stock exchange may 

see the light of day.  

This study also highlighted the experiences from other parts of the world that, though there 

may be some hurdles on the way, what is determinant is the commitment of countries and 

actors concerned in the realisation of set objectives. Besides, it is possible to avoid errors 

committed in the regions studied with regards to the integration process of the financial 

market in general and the stock market in particular.
612
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Euronext has made possible the integration of organisational structures, operating rules, 

trading platform, clearing house and procedures for payment and delivery, thus giving 

investors access to a single market. The prerequisites for achieving the Euronext model are 

independent exchanges with the flexibility to operate as subsidiaries of a single company.  

The Euronext model has also been significantly facilitated by wider European integration 

involving a single currency with no capital account controls and a harmonisation of national 

regulatory frameworks. SADC stock exchanges may not be in a position to adopt the 

Euronext approach for a number of reasons. Firstly, the wider integration underpinnings of 

both UEMOA and EU are largely absent. Secondly, there is the major political hurdle of 

demutualising stock exchanges in SADC into corporate structures that allow them to operate 

under one unified organisational and operational structure.
613

 

The idea of a regional stock exchange is neither new nor impossible as it has happened 

elsewhere. A good example is the BRVM model with a single market which has been 

facilitated by a comprehensive regime of economic and regulatory integration involving all 

members of UEMOA.
614

 

5.2. RECOMMENDATIONS 

5.2.1 Proposed recommendations 

It is highly recommended that the following conditions need to be met prior to the creation of 

an efficient SADC regional stock exchange. Firstly, there is a need to create the regional 

connectivity by using state of the art technologies to improve on communication between 

intermediaries of stock holders and small investors. Secondly, it is urgent for SADC countries 

to encourage the idea of creating a single negotiation platform in accordance with uniformed 

regulations. Thirdly, SADC countries must encourage initiatives that aim at promoting trans-

boundary clearing and settlement or the creation of links between central depositories of 

various stocks. Fourthly, the integration of SADC stock exchanges will continue to be rooted 

on progress made in harmonising legislation on stocks and shares, mainly the creation of a 

common regulatory body with real authority to supervise and regulate current stock markets, 

at least at regional level.
615
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The study suggests that SADC policy makers and stock market authorities must provide 

incentives to encourage corporate firms to fully embrace increased regional cross-listings. 

These incentives should include reductions in the transaction and approval costs of regional 

cross-listings and relaxation of stringent cross-listing requirements. Cross-listings are the 

building blocks for the construction of regional markets. In addition, policy makers need to 

give due consideration to taking the necessary steps to further integrate SADC stock markets. 

This would enable easy access of regional capital markets by firms. The introduction of 

policy measures that focus on shareholder protection and information, and the proper code 

and regulation of corporate governance are paramount. Strong investor protection and 

transparency are prerequisites for capital inflows. Such measures are important if the stock 

markets are to make external capital available to firms.
616

 

In addition, efforts should also be made aimed at improving the regional flow of information 

and coordination to facilitate cross-listings. The exchange of information between stock 

exchanges should be facilitated as regional cross-listing deepens. Moreover, the regional 

countries should work towards harmonisation of their different currencies. However, SADC 

member countries should avoid hasty implementation of a monetary union but first bridge 

their disparate economic strengths by the weaker economies raising their per capita income 

levels, and harmony in the management of the economies to avoid the recent shocks seen in 

the euro zone where over-expenditure by Greece is pulling down other states.
617

  The 

introduction of regional integration policies geared at removing legal, regulatory and 

institutional barriers. Barriers
618

 to entry can compartmentalise markets and hamper market 

liquidity and efficiency. 

In order to carry out cross border securities trades efficiently, electronic trading, clearing and 

settlement systems must be synchronised. Technology in use on the national stock exchanges 

seeking to integrate operations must be harmonised: if the systems used across the exchanges 

are not identical, they must at least allow for an efficient, uninterrupted flow of information 

across borders. This requires an upgrade of the technology used by smaller stock exchanges 

in particular. As a prerequisite for integration, national stock markets need to be automated to 

enable real-time investment decisions.
619

  Therefore, the existence of a solid ICT 
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infrastructure is required in order to support the high-quality, efficient and linked clearance 

and payment settlement systems required to facilitate financial asset transactions.
620

 

It is important that SADC stock exchanges adapt fast to automation and electronic systems. 

This adaptation reduces the costs and inefficiencies associated with manual systems and 

increases trading activity and liquidity in the stock markets by speeding up operations. Of 

course, automation is an expensive undertaking with considerable resource implications for 

governments sponsoring stock exchanges. However, SADC has to be fully committed to this 

venture of stock market development and adopt best practices in operational efficiency. This 

is particularly important as SADC stock exchanges contemplate regional consolidation of 

markets, which would be difficult without automation. In fact, without such moves, the 

benefits of regional integration, as well as financial globalisation of SADC, will vanish.
621

 

Institutional investors perceive Southern Africa as a high-risk investment destination. The 

high-risk ratings of the majority of countries in the region emanate mostly from the unstable 

political environment, a perceived risk of nationalisation, macroeconomic underperformance 

and the underdevelopment of financial markets. Actual and perceived risk to each country in 

the region should be reduced in order to increase the region’s attractiveness to international 

investors. This cannot be achieved by one country in isolation because of the contagion effect 

of such risks. Actions by one country can adversely affect all its neighbours. There should be 

a concerted regional effort to ensure peace and political stability; to eliminate investors’ fears 

of possible nationalisation and confiscation of property or investments; and to address crime 

and corruption. This requires good corporate governance, consistency and openness by the 

governments in the region, which are prerequisite for sustained foreign investment.
622

 

5.2.2 Harmonisation 

The issue of harmonisation is a complex one, but is one that must be seriously and carefully 

considered before establishing a SADC regional stock exchange. Effective harmonisation of 

national standards requires a high degree of collaboration among the different countries so as 

to achieve equivalent regulatory outcomes. Stock market integration would require 

harmonisation of clearance and settlement procedures, accounting principles, auditing 

practices, tax policies and disclosure standards. It is necessary to harmonise legal 
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mechanisms such as bankruptcy courts and laws to enforce contracts and ensure minority 

rights protection by SADC stock markets. Harmonising common listing requirements and 

rules will facilitate cross-listings. Currently, all SADC stock exchanges have harmonised 

their listing requirements based on the 13 principles of the JSE’s listing requirements. Today, 

national rules for the listing of securities are identical within the region except for minor 

differences at the level of accounting constraints and technical development.
623

 Thus, the 

harmonisation of national listing rules in the SADC region indicates the political will of the 

countries to integrate their stock exchanges. Notably, the harmonisation of listing rules in the 

SADC region by national stock exchanges provides a good base upon which a SADC 

regional stock exchange through cross-listings can be founded.
624

 

It is suggested that transparency and accountability could be improved through moving to a 

common financial reporting system and accounting framework. A common accounting 

framework can lower the cost of maintaining multiple accounting frameworks for firms listed 

in, or obtaining financing from, different countries within the SADC region. For instance, 

Botswana requires companies that have primary cross-listings in other stock exchanges and 

secondary listings on the Botswana Stock Exchange (BSE) to comply with some aspects of 

their listing requirements. It is necessary to harmonise trading rules, settlement periods, 

operating days, taxes, and fees associated with cross-listings across the region. Such rules and 

practices should be monitored and enforced by national exchanges and authorities, thereby 

ensuring horizontal integration and producing decentralised and technically uniform stock 

exchanges.
625

 

It is recommended that the regulatory and tax frameworks must also be harmonised before 

stock markets can actually link up. More specifically this would involve harmonising not 

only stock market regulations, listing requirements, and trading, clearing, and settlement 

procedures, but also transaction fees, accounting standards, corporate governance standards, 

disclosure requirements, common standards for stock brokers, and national rules for capital 

gains and withholding taxes.
626

 Generally, tax policies are enormously crucial in determining 

the development of capital markets. If taxes are disproportionately heavy, discriminatory or 

levied in multiple stages, they can retard the growth of stock markets. Fortunately, Botswana, 

Namibia and Swaziland seem to have realised this and have recently abolished or suspended 
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capital gains taxes. These efforts at dealing with taxation issues at national levels are a 

positive sign that governments may be more willing than would have otherwise been 

expected to negotiate taxation issues in the integration process.
627

 

There is broad consensus among CoSSE members and indeed the wider financial community 

that there are positive economic benefits to be gained through a progressive integration of 

capital markets in the SADC region. The major factors driving this consensus are the small 

size of markets with the related problems of illiquidity, high operating costs and the limited 

options available to both issuers and investors in the region.
628

 Thus, SADC should quickly 

launch a brainstorming exercise on the harmonisation of the regulatory framework of stock 

market activity, drawing inspiration from the Organisation for the Harmonisation of Business 

Law in Africa (OHADA) texts.
629

 These endeavours that would have to include all 

stakeholders would make it possible to determine the level of harmonisation, total or partial, 

desired and thus the type of stock market integration desired.
630

 

5.2.3 Legal and Regulatory Framework 

A sound legal framework is critical for the optimal functioning of any stock market. 

Securities exchanges regulations will have to be promulgated, with the major focus of these 

regulations being the protection of investors by ensuring the equitable and fair operation of 

the securities market. Such regulations would, for example, provide for disclosure standards, 

or require that investors have access to current financial information regarding securities that 

trade publicly on exchanges or over-the-counter. 

The regulations should also prohibit companies, securities brokerage firms, and others from 

engaging in fraudulent and unfair behaviour, such as sales practice abuses and insider trading. 

Rules concerning the operation of the markets and participants, including proxy solicitations 

by companies and shareholders, tender offers and buying securities on credit will also have to 

be negotiated. The regulations would have to set clear and firm accounting and auditing 

standards. Needless to say, this would be a challenge to those countries that do not have an 

established accounting profession, accounting principles or auditing standards.
631
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In addition, regulations for institutional investors would have to be negotiated. Regulation of 

the companies would be left to domestic regulators, but these companies would have to meet 

the minimum listing requirements of the regional exchange. The regulatory framework, while 

setting minimum standards, would encourage participating stock markets to set higher 

standards. These regulations would be aimed at lowering international investment barriers. 

Regulation needs to go beyond the establishment of regulatory agencies and the passage of 

laws and regulations. In most SADC capital markets, adequate laws have been put in the 

books to maintain market integrity. The missing piece seems to be enforcement. This requires 

the strengthening of the monitoring and surveillance activities of regulatory agencies, the 

reform of the judiciary systems and more reliance on regulatory rules that are either self-

enforcing or requires minimal surveillance. Mandatory procedural and structural rules 

empower outside directors and large minority shareholders to protect themselves against 

opportunism by insiders, thus minimising the need to rely on courts and administrative 

agencies for enforcement.
632

 

There is need to establish a properly functioning dispute settlement mechanism for the 

organisation. Clearly, dynamics of regional integration go far beyond personal politics.
633

 The 

dispute settlement mechanism will override political decisions that are normally anti-

economic integration. The DSM needs to be supported by a regional SADC parliament. 

Efforts being driven by the SADC parliamentary forum on this front have to be accelerated. 

Political decisions have to be scrutinised by this parliament. The parliament by virtue of its 

representational function is the best vehicle for popularising regional and global 

instruments.
634

 

5.2.4 Institutional Framework 

An adequate institutional framework would also have to be given serious consideration. The 

establishment of a SADC regional market would require an effective system of 

intermediaries, including brokers, dealers and underwriters. This project would also imply 

participation of private telecommunication links among markets and market actors. 
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Protection of the investor must be afforded paramount importance. Therefore, only 

stockbrokers licensed and regulated by particular stock exchanges should be used to transact 

investment business. Such brokers would also have to be conversant with the regional market 

regulatory framework in order to advise investors accordingly.
635

 

Regional financial integration would require high speed computers which would be able to 

disseminate information to the regional market and from there to national stock markets or 

trading floors. The linking of processes would require the establishment of a communication 

network. Adequate regional custody, settlement, clearing systems and links between 

securities trading processes would, therefore, have to be established.
636

 

Trading would take place on the existing stock markets as well as on the regional exchange. 

In countries with no stock markets, settlement and clearing could be done through banks. 

Countries which already have existing stock markets would still be able to conduct trade on 

these markets as well as on the SADC regional stock exchange. 

Institutional investors, including insurance companies, unit trusts, and provident funds, are 

important in stock market development. The SADC regional stock exchange would have to 

include the necessary framework for them. By mobilising significant amounts of resources, 

domestic institutional investors can serve as a counterweight to foreign investors, thereby 

assuaging fears of excessive foreign presence. They also reduce the vulnerability of domestic 

capital markets to foreign investor herding. The presence of these institutions may also assure 

foreign investors of the nation’s respect for corporate governance and property rights. 

Similarly, a system of obtaining and updating comprehensive information about companies 

and stock markets would have to be established in the SADC regional stock exchange.
637

 

As much as possible, this regional market would be structured on accepted international 

standards. International standards for market infrastructure provide excellent medium-term 

benchmarks for emerging markets. Already new capital adequacy requirements for the JSE 

are based on European Union requirements.
638

 

Funding for the regional exchange would also be an issue of serious discussion. Governments 

of participating stock markets could pledge to contribute a specific amount for the start up 
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costs. Ultimately, the market would have to be a self-sustaining corporation. This is not 

unusual, as a number of Africa’s regional organisations such as the African Union are already 

being maintained by government contributions.
639

 

The SADC regional stock exchange would have to be a private sector-driven company, but 

would maintain working relations with governments. Already the JSE is a privately driven, 

self-regulating organisation owned and managed by the private sector. 

5.2.5 Commission of Securities Regulators 

 SADC countries would have to negotiate a multilateral treaty to establish the single 

regulatory authority, a securities commission that would oversee the SADC regional stock 

exchange. The treaty would authorise the commission to negotiate a regulatory regime. The 

commission would have to coordinate with regulatory authorities from SADC countries in 

negotiating the regulatory regime. The objective here is to maintain market discipline and win 

investor confidence.
640

  

Notably, SADC defines CoSSE’s role in the finance and investment protocol and other policy 

documents, and CoSSE has links to ministerial and senior treasury bodies and also works 

closely with the Committee of Insurance, Securities and Non-Banking Financial Authorities 

(CISNA) and the Committee of Central Bank Governors (CCBG).
641

 Ideally, as CoSSE is 

both a SADC structure and a private sector association, it should be the securities 

commission that would oversee the SADC regional stock exchange. Therefore, the aim is to 

use existing institutions. 

The commission would be an independent, quasi-judicial regulatory agency with the 

responsibility for administering the SADC securities exchange laws. It would be responsible 

for regulating firms engaged in the purchase or sale of securities, people who provide 

investment advice, and for investment companies. It would require a clear definition of the 

scope of government supervisory activities, securities market self-regulations, and adequate 

rules and regulations for brokers, underwriters and other operators of the stock market. Such 

a commission would be authorised to inspect the books and records of the national securities 

exchanges and trading floors. The commission would also serve the purpose of a clearing-
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house of information, promoting the harmonisation of standards in regulation, disclosure, tax, 

and accounting; and encourage the interchange of ideas and experiences.
642

 

Should dispute arise, the CoSSE’s decisions would be binding on the signatories. However, 

the means of implementing CoSSE decisions would be left to member states and their 

individual stock markets. Each participating country would have to designate an agency 

which would ensure that CoSSE’s decisions are adopted and implemented. CoSSE’s 

decisions would have the effect of local law and would be enforced by any regulatory 

authority. However, each country’s regulator would select the method of implementation that 

best suits its national system of regulation as well as its own customs. Such an agency would 

then report back to the commission regarding the measures taken in compliance with 

CoSSE’s decisions. This system would require CoSSE to develop a strong network of 

relationships with national administrators.
643

 

Both the European Economic Community and the World Trade Organisation utilise this kind 

of system. The EEC Commission and the WTO panels render their decisions and leave it to 

the respective  state parties to develop the means to implement these decisions, and this 

system has proven successful thus far.
644

 

The principal divisions of COSSE would include 

(a) The Division of Market Regulation 

This division would be responsible for registering and regulating brokerage firms, national 

stock exchanges, and other market participants, such as transfer agents and clearing 

organisations. It would also set financial responsibility standards, and regulate trading sales 

practices, policies affecting the operation of the securities markets and surveillance. The body 

would review issues relating to international regulation, self-regulation and multi-national 

integration, as well as ensuring that disclosure requirements are met by publicly held 

companies registered with the regional stock exchange.
645

 

(b) The Division of Investment Management 
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This division would be responsible for administering the securities exchange regulations 

through compliance with regulations relating to registration and the financial responsibilities 

of national markets, companies and other market participants. It would also review company 

proxy statements and reports. 

(c) The Division of Compliance Inspections and Examinations 

This office would primarily be responsible for conducting and coordinating all compliance 

inspection programmes of brokers, dealers, national stock markets, investment companies 

and advisers, clearing agencies, and transfer agents. This office would determine whether 

these entities are in compliance with the regional securities exchange laws, with the goal of 

protecting investors. Investigations of possible violations of these laws and recommendations 

of appropriate remedies for consideration by CoSSE would also be within this office’s realm 

of duties.
646

 

(d) The Division of  Market Development 

Its purpose would be to review issues relating to operations, new product development, 

technology, communications, marketing and services that may be of interest for the 

development of the national markets as well as the regional exchange. 

(e)  The Division of Clearing and Settlement 

Its purpose would be to review issues relating to securities clearing and settlement. It would 

provide an effective channel of communication and joint work with securities depository and 

settlement institutions.
647

 

5.2.6 Promotion campaigns 

Here it requires concentrated efforts on the promotion of SADC stock markets to local and 

foreign investors. A regional securities market should first and foremost target local clientele 

made up of small shareholders and institutional investors. If these investors are quite active 

on the markets, the volume of transactions and ratio of liquidity would increase. This in turn 

would arouse interest in foreign investors and encourage other companies to list their 

securities on the regional stock market. The stock market culture should be developed in 
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African people by regularly organising targeted events that are given wide media coverage 

for identical segments, including schools and universities.
648

 

SADC needs to make regional capital market integration issues a part of parliamentary 

discourse in the short term. This can be done by increasing the information transmission to 

parliamentarians, who will, in turn, share it with their constituencies. The constituencies can 

provide valuable feedback. In addition, individual SADC stock exchanges will need to 

maintain close contacts with representatives within their country, such as the regulators, the 

governor of the central bank, the minister of finance, and senior officials of the treasury or the 

ministry of finance. This will ensure that when issues are raised on committees at a regional 

level, the individual ministers or committee members will already be well briefed and 

supportive of the issues and understand the benefits that they would bring to their individual 

countries and the need to prioritise them.
649

 

CoSSE can stage road shows to promote listings and investments in the listed securities in the 

region. These may work best if handled in the spirit of competitive clusters, boosting the 

competitiveness of the region, and they could be timed to support advances in cross-border 

investment and the inter-connectivity hub; financial literacy and investor education, support 

structures for share clubs, and lobbying policy-makers on regional and national levels.
650

 

Increasing public knowledge about the functioning of the regional stock market could 

promote the development of the SADC regional stock market. Knowledge about regional 

stock market activity can be improved through regular and intensive education programmes. 

Educating the public about the role of the regional stock market can help increase the investor 

base and improve the liquidity of the stock markets. There is often very little or no education 

on the role of stock markets in SADC economies. Education about the regional stock market 

must be at the firm and individual level. At the firm level, it is important to allay the fears of 

firms by educating them strongly and regularly on the benefits of listing on the regional stock 

exchange. Firms in the SADC economies have an array of reasons why they would not list on 

stock markets.  Apart from the lack of knowledge about how stock markets work, there are 

other reasons such as high listing requirements and fear of losing control over family 

businesses. At the individual level, SADC markets could tap into potentially large amounts of 

financial wealth which exists outside of the financial system, by pursuing vigorous and 
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consistent educational campaigns about regional markets at various levels of society. Such 

educational drives are already in existence in South Africa. The JSE/Liberty Life investment 

challenge, which introduces the youth to dynamic games in economics and finance and its 

application to investing and trading on the JSE, has been running for decades now.
651

 

5.2.7 Capacity building 

There is a huge need for capacity building in the region and this is likely to be the key to the 

future of the capital markets. Capacity building should be on a regional basis so that it leads 

to a network of technical skills and experience sharing. The aim is to upgrade the skills of 

capital market participants across the region. Each member exchange faces similar issues 

including the fact that the staff may have excellent technical qualifications but little 

knowledge or experience in the specialised expertise of capital markets. Once they are 

recruited by the member stock exchange, they may still be mainly exposed to the domestic 

market and it can be helpful to create more chances to learn directly about trends in 

international capital markets and international standards. Thus a training and capacity-

building initiative should aim to expose them to outside influences and international trends 

and standards. SADC capital markets bring their own issues which may be different to those 

on international markets for example, local political, social, technical and regulatory 

environments; investment institutions in their infancy; and developing financial literacy and 

investor skills. Training and courses should be structured to include both teaching about 

international standards and best practice, and opportunities for local market participants to 

teach each other, sharing their own skills and experiences as well as solutions that they found 

effective in their own contexts.
652

 

5.2.8 Final remarks 

At a time when even the biggest financial world markets are pursuing alliances, the actors 

concerned with stock market activities in SADC should not hesitate if they want to stop the 

final nose dive of SADC from the rest of the world and contribute to sustainable economic 

growth that supports the fight against poverty in the region. 

Finally, the study recommends that the introduction of a SADC regional stock exchange 

through cross-listings that co-exists with national stock exchanges would be a step forward 
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towards stimulating increased liquidity on the SADC stock exchanges. Indeed, cross-listings 

are likely to take place both on the regional stock exchange and the national stock exchanges. 

Both the regional stock exchange and the national stock exchanges must co-exist so that the 

national stock exchanges can accommodate the listing of company and government securities 

which cannot meet listing costs on the regional stock exchange. By maintaining the existing 

national stock exchanges, sovereignty concerns could be minimised and national officials 

would likely give their support more readily than they would in the case of a regionalisation 

strategy that would have closed down and replaced national exchanges with a single regional 

exchange. Ideally, it is suggested that securities that must be admitted to listing on a SADC 

regional stock exchange are those in highly capitalised companies or in companies which 

attract a lot of investment. Given this view, it is submitted further that for smaller companies 

that have a low capitalisation such a listing requirement would prove costly. Notably, since 

smaller companies are often not highly capitalised and their market share, in terms of 

attracting investment, is usually small, these companies would be better off if they traded on 

listed or unlisted securities markets of national stock exchanges.
653

 Adhering to these 

recommendations in addition to those given throughout the study will go a long way towards 

integrating the SADC stock exchanges and solving their market problems. 

 

This mini-thesis is 35 472 words (chapters and footnotes only) long. 
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