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Abstract

This paper intends to examine the environmentahdation for establishing
financial markets in Ethiopia, identify the potetchallenges and opportunities.
The environmental foundation is assessed usingP®B8T (political, economic,
social and technological) perspectives. Emphasigvien to identify the roles that
financial markets can play in expediting Ethioperonomy, the environmental
factors that need to be analyzed the current sstuaif Ethiopia in terms of each
factor. An exhaustive analysis of literature hasrbmade on the secondary data
obtained from different sources. The research atekfmployed in the study has
both qualitative and quantitative features. Tihdihgs of the study are presumed
to be of paramount importance in providing inpudbimation for policy makers
towards establishing financial markets in Ethiopkes a way forward the
Government of Ethiopia (GoE) need to take timelyoas to further investigate the
environmental situation to establish financial ne#sk appreciate the potential

opportunities and make preparations towards addgeti®e direct challenges.
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Background

History tells that share market has existed in dgtia during the Imperial
regime. Before the nationalization of private pmbpen 1975, there had
existed a rudimentary share market in Ethiopiaar8idealing was handled
by the National Bank of Ethiopia, department of ishaxchange and later
the bank allowed other financial institutions amavfprivate share dealers
known under the name of “Share Dealing Group” tdigpate in shares
trading. The Share Dealing Group was engagedcihtédion of transaction
of shares and other services in the share markéts.financial institutions
that played an intermediary role in transferring aelivery of traded shares
were the Addis Ababa Bank, the Commercial Bank tfidpia and the
Ethiopian Investment Corporation. They provide ree-countet share
dealing services and enjoyed a significant configerof the private
investing community. The volume of shares expardateal faster rate from
Birr 152,300 in 1959 to Birr 1,159,090 in 1963. eTtmajor development
seen during this period was that there had beeexaass of sales to the
public over purchases from the public exhibitingiacreasing interest of

the private saving community in the investmentharss.

A short-lived stock market started informally inetlate 1950s and was
formally instituted in 1965. The stock market wadmanistered by the
National Bank of Ethiopia which was the known regaty body in the

%In the over-the-counter market, trading occursavigetwork of middlemen,
called dealers, who carry inventories of securitee$acilitate the buy and
sell orders of investors, rather than providingahger matchmaking service

seen in specialist exchanges



JBAS Vol. 4 No. 1 June 2012

Ethiopian financial sector. The Imperial governméned to improve
resource mobilization through the National Banledriby establishing a
share-dealing group — which served as the conmetnk for buyers and
sellers in an auction process. The National Bamk ¢ait the rudimentary
rules and regulations for the auction market. Adow to Asrat (2003) the
stock market was moderately successful in its pang efforts to provide
an organized market for companies whose shares keéagvely widely
held. Workable trading practices and standardslesh developed and a
smoothly operating market mechanism had been create

Since the abolition of the Addis Ababa Share Dgatatoup in 1974 by the
military government ruling:thiopia at that time, no capital market has been
in place in Ethiopia. For more than forty yearti&pia has been trying to
have its own financial market but didn’t succeethe need for financial
markets, as the next step in the ongoing finaribatalization is gaining
consensus among various stakeholders in the couAtryumber of efforts,
notably by scholars from academia, Addis Ababa Ganof Commerce
and Sectoral Association (AACCSA) and National Baikthiopia (NBE)
are being made towards institutionalizing the feiahmarket. Virtually all
of the researchers came up with findings in favioestablishing financial
markets in Ethiopia. It was also indicated by Raeec(2011) that the
National Bank of Ethiopia reportedly undertook adst on the “Feasibility
of Establishing Securities Exchange Market in Fifad and also prepared a
draft Securities and Exchange proclamation. Funtbee, the Addis Ababa
Chamber of Commerce and Sectoral Association (AASQ&s produced
a research on the “Market Potential Assessment Rwhd Map

Development for the Establishment of Capital Maskiet Ethiopia” where
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the findings highlighted the significance and itability of financial

market in Ethiopia.

Statement of the problem

According to studies, Africa is the only developimggion where

development assistance flows exceed private cafigals (Lemma and

Otchere, 2008). This was mainly attributed to theklof well developed

financial markets and the poor economic policies iastitutions in African

countries, where Ethiopia is not an exception. akaial markets are vital
part of an economy making it possible for industrgde and commerce to
flourish without any obstacle in terms of financiasources. The financial
markets play a pivotal role in expediting the naBoeconomic growth

(Firew, 2009). The financial markets also asdm tole of the private
sector in the economy by providing the requiredaficial resources,
diversified investment options and liquidity furasts.

Currently there is adequate shareholding constityiém Ethiopia allowing
the establishment of share companies. There aree rtttan 60,000
shareholders in Ethiopia where there is no mareshare trading and re-
trading implying that there is high share illiquidi If this illiquidity
persists, the existing shareholders tend to friestaad new shareholders
will be discouraged to get into share company mssnwhich in effect
hinders the growth of investment and private seat@oplvement in the
Economy (Mohammed, 2010). All the mentioned caodg signify the
need for establishing financial market in Ethiopielowever, establishing
financial markets is not an easy exercise; rathex ¢onstrained by several
factors in the environment such as political, eeoimp social, and

technological.
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Objectives of the study

The main objective of this study is to review peght literatures on the
establishment of financial markets, challenges aopportunities.
Specifically the research attempts to:
= Find out whether Ethiopia would benefit from esisttihg financial
market.
= Assess whether there is a favorable environmeataidation for the
establishment of financial market.
= Identify the challenges and opportunities of esshiolg financial

markets in Ethiopia.
Methodology

This study fully relied on secondary data obtairfienn various sources.
These sources mainly include publications of saisofaom academia,
financial institutions, Addis Ababa Chamber of Coeroe and Sectoral
Association (AACCSA), and articles posted in diffier websites. The
research approach applied is a mix of qualitativeé quantitative methods
depending on the nature of data. The qualitatiyeragch as used in this
article is characterized by more of descriptive ached at creating a
common understanding of the subject being studdedthe other hand, the
guantitative approach is based on numerical obt8ens and aims at

generalizing a phenomenon through analysis of tiaafative data.
Introduction to financial markets

The Reserve Bank of Australia (www.rba.gov.au/Gloghext _only.asp

cited in Amare, 2008), defines financial markets‘ageneric term for the

markets in which financial instruments are tradEthancial instruments
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have no intrinsic value of themselves”. They repn¢sa claim against the
income or wealth of a business firm, householduot of government

represented usually by a certificate of receipbibrer legal document and
usually created by the buying of securities — m#ht and equity. The four
main financial markets are the share or equity etartke fixed interest or

bond market, foreign exchange market, and the aigvies market.

People and organizations wanting to borrow money kaought together
with those having surplus funds in the financiakrke#s. A financial market
is therefore an arrangement where financial assetls as stocks and bonds
can be purchased and sold. Financial marketstédeilthe flow of funds
and thereby allow financing and investing by howsds, firms, and
government agencies (Madura, 2012). Financial etgskovide long term
finance of two types: (i) loans with periodic paymee of interest with
principal usually repaid at maturity, and (ii) etyushares for which there is
no commitment to repay funds but a right to sharehie profits of the
venture paid as dividends. Thus, the providerduafis in the financial
market deal essentially with the long term riskatetl to payments of
interest and principal on the debt or dividends emjuity shares (Elias,
1995).

Does Ethiopia need to have financial market now?

The universal vision of governments is to becomworsy’ through
economic growth and modernization. This visiondalized when there is
an increase in GNP, Per Capita income, nationaicieficy and
employment. Contemporary literatures argue thatksimarkets provide
services that boost economic growth and contriboitthe achievement of

these national goals. Some literatures also aeganst importance of
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stock markets for economic growth. The populaeaeshers in the area,
Levine and Zervos (1996) conducted an empiricadlyseand found out that
there is a strong positive correlation betweenkstoarket development and

long-term economic growth.

In countries like Ethiopia, bank loans are the miagportant source of
capital, but are limited by the amount of deposédaks are able to mobilize.
As a result, banks tend to be very conservativéheirr lending policies,

thereby penalizing younger or emerging companiess&tbusiness risk is
higher than those faced by established firms, aeid cpntribute to the
dynamism and future growth potential of the econdhmgugh innovations.

Thus, the role of the private sector is limited doi¢he banks unwillingness
in granting loans to risky investments on long tdrasis. Since banks in
emerging economies are also mostly owned and rugolgrnments, they
extend loans to priority sectors in response teeguwent directives without
due regard to quality, and often at interest réelew the bank’s cost of
funds. This leads to inefficient resource allocat@and widespread loan
delinquencies. The prevalence of these problemscesdithe level of private
investments, productivity of capital and the volumok savings (Asrat,

2003).

Excessive dependence on bank loan limits the gravfitivate investment
which is considered as “the engine of economic ¢nbwBut if securities
markets are established, they promote economiciaity by channeling
money from those who do not have an immediate mtbciuse for it to
those who do. A well-functioning financial marketpupled with a
developed financial sector, is the main asset f@rye national economy
since it promotes economic growth and supportsthdication of poverty

(Elias, 1995). Securities markets also createebefpportunities for small
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emerging companies to raise funds in the ventuptatamarket since
venture capitalists would be more comfortable itimgsin new ventures
with the knowledge that possible future divestneart take place through a
public offering at a potentially substantial prdfitsrat, 2003).

Many scholars and researchers indicated that ihicims establish a well-
functioning securities market, it will provide stdstial benefits for
economic developments. More specifically, capitelrket and financial
sector development promotes growth in different svag identified by
(Asrat, 2003; Applegath, 2004; Ruecker, 2011; ElE895; Yishak, 2000;
Kibuthu, 2005; Dahou, Omar and Pfister, 2009).

Promotes private sector devel opment

Public investments vastly exceed private investsieimt developing
economies amongst which the Government of Ethigpiane of the front
liners in public investment and the last in ternfspavate investment
(Yishak, 2000). Financial markets provide for asxct® and easy movement
of financial resources which fundamentally influescthe prospects for
private sector growth in developing country ecoresniExistence of
financial markets enhances the extent that exidinmgs can borrow and
grow, the ability of emerging firms to act entrepearially, their willingness
to invest in assets, and the ability to allocatrtlassets freely. All these
enhancements ultimately lead to economic growtbr ifstance, India and
China are adding hundreds of companies in theockséxchange annually.
The immediate benefit of the flourishing capitalrk&t activity in Asia is
reflected in the sizeable increase in the momentfmprivate sector

development (Applegarth, 2004).
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Liquidity function

Financial markets enable security holders to easitywert their investment
in securities into cash at the prevailing marketerincreased number of
players, number and amount of financial transastigenerates liquidity
and promotes active trading. Liquidity has a provetationship with
economic growth; studies have found that countwgh liquid markets
experience faster rates of capital accumulation grehter productivity

gains (Applegarth, 2004).

Helps mobilize local savings and makes resources available for local

decision making

The system of financial markets provides a condoit more public’s

savings. Bonds, stocks, and other financial claswig in the money and
capital markets provide a profitable, relativelywiask outlet for the

public’s savingsAn increase in domestic investor interest origiadtem

the availability of profitable options for savingithin the local economy
(Ruecker, 2011).

Enhances competition among financial institutions/banks and develops a
greater diversity of financial institutions

Studies show that the competition among finanamstitutions/banks is
weak in the Sub-Saharan Africa as it is reflectedhe large gap between
deposit rates for savers(which tend to be very lam)l interest rates for
borrowers (which tend to be very high). Establighiimancial markets
cultivates channels for firms to issue various delstruments and raise
equity, while simultaneously providing more longrteoptions for saving

and asset management for investors that will beaefarging economies by
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increasing market efficiency. Therefore, financredrkets are presumed to

stimulate competition and speed up economic gr@ipiplegarth, 2004).
I ncreases remittances and facilitate their use

Instead of depositing their money in the banksDlfespora community can
invest in corporate bonds and stocks which yidicetive returns compared
to the interest income on bank deposits. An imaest in such securities is
helpful in coping with price fluctuations as setyprices can be adjusted to
changes in prices. Remittance is one of the rgmdherging sources of
private capital in developing countries. As indechby Ruecker (2011) in
2008, Ethiopia recorded an inward remittance fldvd®7 million USD as

compared to the outward remittance flow of 21 millUSD. Remittances
offer a promising and single potential for incregsdomestic savings and
fostering domestic investment. A developed finaheiarket with a variety

of financial instruments will increase the overaiffractiveness of Ethiopia

as a place for investments, especially for Diaspora

Leads to improved corporate governance and promotion of specialized

financial institutions and services

Financial market development necessitates the icreaf a legal and

regulatory framework incorporating increased transpcy and information
dissemination. It is imperative to consider thaabkshing financial markets
warrants paying due attention for fiscal and regua environment,

improvement of corporate financial reporting andctbsure, and the
promotion of specialized financial services andiingons such as stock
brokerage firms, money market firms, investmentidsateasing companies,

etc.
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Rewards sound economic policies and create tools to conduct monetary
policy

In recent decades, a well-developed securities ehduks been the principal
channel through which governments carry out thisical and monetary
policies to stabilize the economy, avoid hyperitdia, shape the public
borrowing and spending plans, growth of jobs, pobidm and pricing of
goods and services. If open-market operation isavailable, the only
effective tools are direct credit controls, ceibngn loans and interest rates,
as well as reserve requirement manipulations. ,Adldicit financing is
carried out by either borrowing directly from theatbbnal Bank or by
selling bonds to commercial banks. Consequentlficiddinancing puts
pressure on the money supply and leads to inflatiopressures. As a
result, financial repression is common in countuath banking-oriented
financial systems. Full-scale financial sector refdliberalization) may be
impossible unless the economy has well-developedirges markets
(Asrat, 2003).

Helpin resource allocation

In a market economy, issues of securities helperampital for projects
whose outputs are in the highest demand by so@ety,those enterprises
which are most capable of raising productivity. eQsf the most pressing
issues for developing countries is to channel exjsscarce resources into
productive investment so that they can stimulatedpctivity, create
employment, provide individuals and enterpriseshwhasic utilities,
contribute to efficient natural resource managemand ultimately

maximize overall health of the economy (Dahou, Oarat Pfister, 2009).
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Allow deconcentration of ownership

Equity sales provide for a wider participation imerprise management and
for a wider distribution of corporate profits. Tlefactors would help allay
the fear that a few individuals or groups would duate the private sector.
Wider distribution of corporate profits develops general sense of
ownership and an assumption of responsibility om plart of the citizen.
People will now be united by their common defen$eth@ir business
interests, ethnic and religious differences wouladgally dissipate (Asrat,
2003).

I mprove accounting and auditing standards

Securities purchasers rely in part on corporatermétion provided in
financial reports to make their investment decisiohhe development of
securities markets is usually accompanied by isa@aeporting standards
and requirements, which contribute to the efficieatthe markets and their
mobilizing and allocating functions. A regular desure of adequate,
reliable and timely information makes it possildecompare performance of
various companies. The development of widely a@mkpaccounting
procedures, checked by independent external agdgoalso an important
benefit derived from the development of securitregrkets. Availability of
good information helps corporations make betterisiges and provides
better statistics for economic policy makers. Gaafdrmation may even
help tax authorities collect taxes in a more effitiand equitable fashion.
The need for disclosure of financial informatioraistrong incentive for the
improvement of accounting and auditing standardsytlu, 2005)
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Promote efficient financial system

Securities markets break the oligopoly that wowdelnjoyed by the banks
in the absence of securities markets. The goverhdwas not automatically
have privileged and subsidized access to fundsnaust compete on equal
terms. Securities markets provide impetus for gtaldishment of financial

prices based on scarcity values rather than on rastmative fiat. Such

market-determined financial prices and investmaattoas, in turn, attract
more savings, creating a virtual circle of innowatiand mobilization that

contributes to the overall efficiency of the fin&aisystem (Asrat, 2003).

Despite the aforementioned significances, therenareecondary securities
markets in Ethiopia. Thus, one of the key institné missing in Ethiopia is
the Ethiopian Securities Market. With regards te #ipecific roles that the
Market can play in Ethiopia, Petros (2009) stateat the stock exchange
will benefit Ethiopia by serving as governing instrent, making exit for

minority shareholders from underperforming or ogpmeg companies,

raising country’s competitiveness in post Worlddearganization (WTO)

accession, and facilitating liquidity of securitieMoreover, the transfer of
risk and transfer of waiting , marketability anduation of securities and
firm, protection of financial investors under whatcalled a self-regulatory
scheme and improving the financial sector’'s groaghadditional source of
capital with banks are also the other purpose wértial markets for

Ethiopia (Mohammed, 2010).

There is an increasing number of share companiésshareholders in the
Ethiopian economy, which is estimated to be muchentiean 60,000 (this is
the 2011 figure) shareholders (Abera, 2011). Thinber clearly indicates

that there is a wide-ranging prevalence of shdiguitlity which signifies
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the need for secondary financial markets in Etlaopilf this illiquidity
persists, it will frustrate existing shareholdensl aliscourage the market for
new offerings (Mohammed, 2010; Petros, 2009).

Critics on financial markets

The role of financial markets in economic developtm@ntinues to attract
increasing attention both in academia and amonig\polakers. Evidence
from recent empirical studies suggests that deedperader, and better
functioning financial markets can stimulate higheconomic growth

(Loayza and Beck, 2000). Although evidence on Afrig still limited, the

results from existing empirical work supports theew that financial

development has a positive effect on economic drowtAfrican countries

(Ndikumana, 2000).

To the contrary, scholars also stated some arguemaghinst financial
markets saying that establishing financial marietsmixed blessing, rather
it has considerable limitations. The first criscthat financial market prices
do not accurately reflect the underlying fundamisntahen speculative
bubbles emerge in the market. In such situatipnises on the financial
market are not simply determined by discounting ékpected future cash
flows. Under this condition, the financial marketveélops its own
speculative growth dynamics, which may be guidedriational behavior.
This irrationality is expected to adversely afféebe real sector of the
economy. Critics further argue that financial nerKiquidity may
negatively influence corporate governance becauwsg irquid financial
market may encourage investor myopia. Since investan easily sell their
securities holdings in more liquid financial masdketheir commitment and

incentive to exert corporate control may be weakermther words, instant
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financial market liquidity may discourage investémsm having long-term
commitment with firms whose securities they own dhdrefore create
potential corporate governance problem with sericasnifications for

economic growth.

Critics also point out that the actual operationthe pricing and takeover
mechanism in well functioning securities marketadldo short term and
lower rates of long term investment. It also getesrgerverse incentives,
rewarding managers for their success in finanamgireeering rather than
creating new wealth through organic growth. Thidbéxause prices react
very quickly to a variety of information influengnexpectations on

financial markets.

Therefore, prices on the securities market tendbechighly volatile and
enable profits within short periods. Moreover, hesathe stock market
undervalues long-term investment, managers are ematouraged to
undertake long-term investments since their aawitare judged by the
performance of a company’s financial assets, whey harm long run
prospects of companies. In addition, empiricaldence shows that the
takeover mechanism does not perform a disciplirfanction and that
competitive selection in the market for corporabatool takes place much
more on the basis of size rather than performaiterefore, a large
inefficient firm has a higher chance of survivabitha small relatively
efficient firm. These problems are further magdfiin developing
countries especially sub-Saharan African economwél their weaker

regulatory institutions and greater macroeconoroiatiity.

The higher degree of price volatility on stock nesk in developing

countries reduces the efficiency of the price digimaallocating investment
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resources. These serious limitations of the stoekket have led many
analysts to question the importance of the systempromoting economic

growth in African countries.

Supply and demand prospects for securities market

The Ethiopian finance sector is dominated by tharoercial banks (private
and public) whose focus is on mobilizing short-tetrabilities and
extending short term loans. These banks haveddriapacity and are less
reliable to support Project Financing. The bamkgected to extend loans
for projects with long-term pay back have limitegaources of their own to
sustainably support long-term credit supply to éeenomy. This clearly
shows that a securities market is a missing eleinethie financial structure
of the country (Yishak, 2000). This part of th@ad shows the potential

demand and supply sides of the financial market.
Demand side (investor base)

There is a growing demand for securities markettimopia. Among many
others the following are identified by Yishak (2000

Asset portfolio adjustment

Thus far Ethiopians used to hold their assets e fdrm of cash, bank
deposits, physical assets in the form of land,dmgjs, livestock, precious
metals (like gold, silver), vehicles, and hard engy. These are the
traditional forms of asset holdings available thigpians. Establishment of
securities markets will create another form of aks&ling and incentives to
diversify asset portfolio for individuals and compss. Investors can buy

securities of listed companies and diversify theuwestment in marketable
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securities. Besides to portfolio adjustment, theusities market transforms
resources from passive forms of asset holding teeractive and productive

activities and long-term investments.

Cope with inflation

If securities markets exist in Ethiopia, investaen put their assets into
savings accounts, government bonds, corporate pbamdsstocks. As the
inflation rate is much higher than the return of $avings account and the
government bonds, local investors currently do hate an adequate
investment possibility to achieve returns highanththe current inflation.
This is a strong indicator for the theoretical dechaof alternative

investment opportunities such as equity securities.
Individuals and institutional savers

Under the current legal and policy environment, lss@vers have limited
choice how to hold their savings. The main aveiou¢ghem is to put in the
banks in the forms of saving and time deposits. e Bize of private
companies and individual saving in the banking med surpassing the
ongoing liberalization process. What does thislyddhe savers are either
motivated by the rate of return offered by the lsamk the protection
motive. If a well functioning and rewarding se¢is market is established,
both of the motives will be satisfied with the settes market. The
investment in securities generates more returnspaced to the bank’s

interest.
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Supply side (issuer base)

Issuer base refers to the potential number of rssak securities and the
amount of capital to be raised. The following amne of the identified

potential issuers of securities in the Ethiopiantesit.

Government securities

Regarding debt securities, the only issuer is tloeeBiment of Ethiopia.
The government is issuing short term (treasuryshpiind long term debt
securities to finance mega projects (bonds). &laee not corporate bonds
currently issued in the market. Even in the abseidhe corporate bonds,
there is a huge supply of government bonds to ieanega projects (e.g.
the Great Renaissance Dam). Annual regular imtretstre needs for a
country like Ethiopia (excluding the Great RenamcgaDam) are expected
to be between ETB 41 billion (USD 2.4 billion) aBdar 53 billion (USD
3.1 billion), creating a potential for a remarkabénd sustainable
government bond supply (Ruecker, 2011). It is atsxded that the
Government of Ethiopia is heading to privatizatextept the big five state
owned enterprises i.e., Commercial Bank of Ethiopthiopian Airlines,
Ethiopian Electric Power Corporation, Ethiopianurece Corporation, and
Ethiopian Telecommunications which are consideretha most profitable

public enterprises.

Privatization

The Privatization and Public Services Agency (PPERs transferred 314
state owned enterprises through direct sales B&agf2012 and earned 12.8
billion birr (Elleni, 2012). Nine enterprises haleen transferred through a

joint venture agreement and five have been leasefrivate investors.
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There are currently 48 enterprises left under tREFA which are going to
be privatized in the upcoming years. The goverrtiteezommitment to

privatize public enterprises will certainly increathe share of the private
sector investment in the economy, which is an eadicof potential demand
for financial markets as the private sector is itiegor stakeholder in the
financial system. However, the privatization sckeof the government
didn’t contribute to the formation of private corptions/share companies
as Government of Ethiopia transfers the public rpniges only via the open
bid/tender to selected investors not to the gengudlic on share basis.
Therefore, the long term needs by private compasiéise potential supply

base for debt and equity instruments.
Existing share companies

The private sector involvement in the economy nakge tthe form of share
companies. It is undisputed that share compan@sasignificant role in

today’'s economic world. A share company is a formh business

organization where, in most instances, a largeguodypeople invest cash or
in-kind contributions in a company (administeredstiangers) in return for
units of ownership representing a proportion ofé¢bmpany’s capital in the
form of shares (Bahakal and Micael, 2013). Desthte vital role share

companies play in the economy, the peculiar nadfiighares in Ethiopia is
their illiquidity. Rather than being an instrumenequently traded in the
market, Ethiopian shares are mostly locked in thewdrs praying for

dividends which may or may not come and later iderto successors if
the company does not die earlier than the ownahefshare. Where, to
whom and at what price would a shareholder sellhbisshares? Some
possibilities of disposing shares exist under #ve, lbut the implementation

is lacking. The present understanding of share emmeg in a global scale
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acknowledges the importance of such business steudor a nation’s
economy. It is believed that share companies cbal@ strong arm of the
nations’ economy if properly regulated in order dtiract shareholders,

protect their interest and boost their confidence.

The environmental foundations to establish financibmarkets in

Ethiopia

Financial managers, investors and investees dgetate in a vacuum—
they make decisions within a large and complex renvient The
prerequisite environmental factors for a well-fuoeing financial markets
and system are macroeconomic stability, adequagyratependence of the
judicial system, political stability, security, gbocorporate governance,
accounting and auditing standards, transparency awdilability of
information, institutional framework, initiation €n promotion of
privatization, potential investor base, potentaiuer base, financial literacy,
technological factors, etc (Dahou, Omar and P{i@09). An examination

of the major environmental factors is presentetthenfollowing sections.
Legal, political and institutional environment

Over the last many years literature has emergechasiging the important
role that legal and regulatory structures play miluencing financial
institutions and markets. Developing countries endaeen continually
searching for opportunities to transform their emait fortune. Among

the central components for the envisioned transéition is the development

® Environment in this article refers to the factoffeeting the operations of the
financial market in Ethiopian which are broadly sdidied as the Poalitical,
Economic, Socio-cultural and Technological (PEST).
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of viable securities markets (Taylor, 1997). Thesantries envision that
the increasing demand for domestic and foreigntabpan be satisfied by
robust and efficient securities markets. Thesent@s also need to
acknowledge that creating strong securities maikdtard. This is because
it demands an assemblage of the necessary instifditinfrastructure which
takes time and sustained effort to develop. Aggregathe multifarious
structures and mechanisms is a painstaking taskl@eveloping jurisdictions
cannot leapfrog the process. One of the principallenges a country must
grapple with in the development of deep and vibisdurities markets is
how to constitute an effective legal and institnéibframework. Efficient
and robust securities markets are dependent aituirstal building blocks

and the mainstream institution is the legal archites (Gakeri, 2011).

Strong securities law presupposes substantive law disclosure,
transparency, prohibition of all forms of marketuab and minority
protection against coercive takeover bids and gxpabon (Gakeri, 2011).
For instance, the groundwork of the United Stated BEnited Kingdom
securities markets has been the robust legal andatery framework. The
legal regime fosters certainty and continuity which essential for
investment (Rodriguez, 2009). To an increasingmxthe goal of the legal
regime is protection of the securities marketseRguisitely observed:

“... capital markets cannot flourish without an apprate legal
framework that reduces subjective decision makingd a
encourages transparent and objective enforcemefaws and
related regulatory framework. Certainty as to therking and
fairness of the systems will attract more partitgrain financial
markets and will curb interest groups that benéfitm its
weaknesses. Law should also build upon social arntlral
factors that enjoy similar force or obedience sashcustomary
law” (lbrahim, 2007)
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When it comes to Ethiopia, there is no institutipnagal and policy
framework for any capital market activity in theuodry as financial
markets are not yet established in Ethiopia. Tdseace of such framework
will definitely be an obstacle for launching a dapmarket in Ethiopia. It
is therefore crucial that this framework is puplace prior to the launching

of a formalized capital market (Ruecker, 2011).

Theissue of security

The security situation that prevails in a giveniaradetermines the level of

private sector involvement in the economy and fo@n market

development. With regard to security factor fag tiperation of the private
sector in the country, which has direct bearingtloa financial markets,
Ethiopia fares better compared to regional counti@nly a few firms (1.5
percent) report the existence of theft, robbery &hed occurrence of
vandalism. Despite that however, close to 92 perokthe firms do procure
security services (Alemayehu, 2008). The figuedk us that the security

situation is very conducive for the establishmdrftrancial markets.

Table 1: Security

Crime Ethiopia | Region | All
Percentage of firms paying for security 91.93 63.83 62.71
Losses due to theft, robbery, vandalism, and arg 1.44 3.28 1.8
against the firm (% of sales)

Security costs (% of sales) 1.1 1.95 1.62
Products shipped to supply domestic markets lo| 0 0.48 0.42
due to theft (in %)

Percentage of firms identifying crime, theft and | 11.64 26.56 21.15
disorder as major constraints

Source: World Bank 2006 Cited in Alemayehu Ged®8&0 The Road to Private

Sector Led Economic Growth, A Strategy Document.
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Corruption in Ethiopia

Myint (2000) defines corruption as the use of publifice for private gain,
or in other words, use of official position, rankstatus by an office bearer
for his/her own personal benefit. Examples of wptrpractices include
bribery, extortion, fraud, embezzlement, nepotismnyism, appropriation
of public assets and property for private use, arftlence peddling.
Despite countless policy diagnoses, public camgaignraise awareness,
and institutional and legal reforms to improve pubadministration,
research shows that corruption continues to flhouasd remained as a

global challenge.

A wide ranging prevalence of corruption is consédeas one of the direct
challenges against nations overall growth. In thse of Ethiopia, the
survey conducted by Alemayehu (2008) clearly inisghat a number of
firms pay bribes either in kind or in cash to rbeit businesses. The degree
of corruption is relatively lower in Ethiopia conrpd with both regional
countries and the total sample average. But muate meeds to be done to
make the business environment free from corrupbecause a significant
number of firms (23 percent) perceive corruptiomasajor constraint. In
relative terms, Ethiopia is an attractive place flmmestic and foreign
investors who are presumed to be active playetbanfinancial market if
established in Ethiopia. As a result it is posstiol deduce that the threat of
corruption is less compared to the regional coasthut a lot shall be done

to improve the situation.
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Table 2: Corrupt Practices

Percentage of firms expected to pay informal 12.42 45,54 36.23

payments (to get things done)

Percentage of firms expected to give gifts to get| 2.7 17.93 16.69

operating license

Percentage of firms expected to give gifts in 4.35 19.89 26.37

meeting with tax inspectors

Percentage of firms expected to give fits to seeu| 11.8 42.87 26.9

government contract

Percentage of firms identifying corruption asa | 23.08 34.39 32.7
major constraint

Source: World Bank 2006 Cited in Alemayehu Ged@820The Road to Private
Sector Led Economic Growth, A Strategy Document.

Contrary to the above findings, other studies shibtat there is popular
corruption in Ethiopia though the country has takery important steps to
combat it. To mention some, Ethiopia has ratiftted UN Convention
against Corruption and the African Union Conventionthe Prevention and
Combating of Corruption. Ethiopia is ranked P18f 174 nations in
Transparency International’s 2012 Corruption Peroaplndex. Ethiopia
with a score of 33 falls in the fourth top categagunted from Highly
Corrupt. Of the 174 countries considered, 70% efrtlscored less than 50
out of 100 and 43 is the world average. Therekttaopia’s score is less
than the world average indicating prevalence ofugiron in the global
context. Recently the Government of Ethiopia leken tangible measures
(arrested key government officials engaged in gurpractices) as part of
its move towards combating corruption in the countr
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Figure 1: Perceived levels of public sector corrupbn
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Source: Transparency International, 2012, Transggrénternational Corruption
Perception Index 2012

Thejudicial system and private sector development

An independent judiciary is now a requirement df rabdern political
systems. Governments put several provisions im tomstitutions that lay
down the foundation of independent judiciary. Wimaght be lacking is the
political will to turn this lofty ideal into praate in the hard reality of
governance. An independent judiciary implies “... adigiary which
dispenses justice according to law without regardttie policies and
inclinations of the government of the day...”( Sirndin 1985, cited in
Alemayehu 2008).

Regarding the Ethiopian judiciary system, Rueck&€r1() stated that the
most important provision regarding share issuind @ading is the 1960
Commercial Code of Ethiopia which is outdated armbds significant
revision. Addis Ababa Stock Exchange Rules anduRéigns Manual
(Volumes | and II) were prepared in 1999. Howevels at a working draft
level and not up-to-date. There is no systemaf courts where securities
cases can be prosecuted by a dedicated governraetttakity. There are no
specific training programs to educate prosecutord mdges on capital
market regulation, including corporate governanideere are commercial
courts that specialize in hearing commercial calasthere are no courts
that specialize in hearing only securities law aathpany law cases. There
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are provisions in the jurisdiction’s laws that mbg used to prosecute

securities violations.

An independent judiciary works free from the inéeence of the political
forces through proper enforcement of law. If thk@ernment officials twist
the judiciary system to their advantage, one caritsat the judiciary system
is partial - both in the sense of being biased a@mdthe sense of
encompassing less than the whole. Hence, adequateiralependent
judiciary system fosters the economic, social aalitipal development of

the nation.

Stock markets and cor porate governance

The notion of ‘corporate governance’ refers todkerall legal, institutional
and regulatory framework in which the intereststakeholders surrounding
companies are coordinated and protected (Fekad®)20he quality of the
corporate governance determines the confidence \waillihgness of

investors to participate in investment and finaheiarkets.

Empirical studies have found that investors ardivglto pay a premium for

the securities issued by a well governed compargy avpoorly governed

company which is otherwise equivalent in termsioéricial performance.

If investors (domestic and foreign) lack confideiteorporate governance,
they are likely to discount the shares that thdg,heind that goes in the face
of the company’s ability to raise funds and groverfima and Otchere,

2008).

According to Alemayehu (2008), in order to have dy@mvernance, it is
mandatory to put in place governance institutiarchsas commercial codes,

product market institutions (such as regulatorpaasible for competition),
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labor market institutions, financial (capital) markinstitutions (such as
financial intermediaries, and the judiciary). Caigde governance has a
number of significances to various stakeholdersnoAg others, corporate
governance can be considered as the basic preteqgias raising capital
from partners and shareholders. Secondly, whennéssi conduct is
reliable, stakeholders — particularly financiersperceive lower risks for
their participation by consequently lowering thisKrpremium” and the cost
of capital. Thirdly, corporate governance createarcrelations between key
organs of the company i.e., the shareholders, tlaedbof directors and the
executive management.  The fourth significance at tcorporate
governance is an important tool to create an efficmanagement climate in
big as well as small companies. Finally, corpogaieernance increases the
sensitivity of the corporation in relation to emysges, suppliers and

customers.
Corporate governancein Ethiopia

According to Ruecker (2011), the overall standdrdasporate governance
in Ethiopia is considered as low. More specificalthe legal and
constitutional instruments do not provide an adégjuagulative framework,
key international conventions and standards areraidied, investor and
creditor protection laws are inadequate, and theerade of an organized
capital market is a remarkable deficit and contesuto a lack in
transparency. However, recent developments prove eamerging
commitment to corporate governance standards amdpmrate governance
code is expected to be introduced in the nearduté&émong the governance
institutions, a study conducted by the Private &ebrevelopment (PSD)
Hub Programme of AACCSA noted that the revision tbe 1960

Commercial Code is underway by the Ministry of gt The revision of



28 Tiruneh Legess

the Commercial Code is a vital part of improvingdaopgrading of

corporate governance standards in Ethiopia.

The following figure shows the governance in Etogompared to
selected African countries. Ethiopian overall gmasce is in the middle of
the pack on most indicators, with the strongest being government
effectiveness, an area where there has been markgdvement since
2000.

Figure 2: Worldwide Governance Indicators and Ibrehim Index — Ethiopia

Vs Regional Peers, 2011
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Source: Henock Assefa, Derk Bienen, Dan Ciuriak ebdmer 2012. Ethiopia
Investment Prospects: A Sectoral Scan, BKP DevedoprResearch and
Consultancy, Munich

Accounting and auditing standards

Financial information is the principal input forwsa decision making by
investors, borrowers, customers, employees, taxoaties, financial
analysts, policy makers, researchers, etc. Thétywh the decision made

depends on the quality of the information. Thelitpaf the information is,
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in turn dependent on the accounting and auditiagdstrds followed. A
standardized accounting and auditing is a preréquiar the establishment
of financial markets. The situation in Ethiopia tilsat accounting and
auditing standards are improving, yet they are ato@an internationally
accepted level (Ruecker 2011). However the AACCB3D-Hub, in
cooperation with the Office of the Federal Audi@eneral (OFAG) and the
Ethiopian Professional Association of Accountamtd Auditors (EPAAA),
is undertaking an important work to standardizeabeounting and auditing
practices in the country. The National Accountargl Audit Board is the
body that governs the nation’s accounting and apdittices and issues
certificates and accreditations for audit and antancy. The Association
of Chartered Certified Accountants (ACCA) is foaugsion International
Financial Reporting Standards (IFRS) which is autfgein use in more than
100 countries worldwide. The national bank, whigthhe regulatory body
in the Ethiopian financial sector, has also devetba guideline for standard
financial reporting. The practical work of the NB#ich is at an inception
stage now coupled with the commitment and will die tpertinent
stakeholders indicates that Ethiopia may adoptdstalized accounting and

audit in the foreseeable future.

The market structure

The market structure within which the organized/gie sector operates is
characterized by imperfection and lack of a leviyig field which
negatively impacts on its development (Alemayela®08). Such market
imperfections can be addressed through an intensewgsion of the
Ethiopian Commercial Code which has been used sif6€. As already
stated in the preceding sections, the Private $&dwelopment (PSD) Hub
of the Addis Ababa Chamber of Commerce and Sectdssociation
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(AACCSA) has conducted a thorough revision on tbmmercial code of
Ethiopia?

I nitiation and promotion of privatization

The Ethiopian government, in line with its commitmhéo the development
of the private sector, has so far taken broad basedomic reforms one of
which is the privatization program. In order topiement this program, the
government established and empowered the Priviatizadand Public
Enterprises Supervising Agency (PPESA) under thaistty of Trade.
State owned enterprises are transferred to priratestors through the
Privatization and Public Enterprises Supervisoryedgy (PPESA). The
PPESA has transferred 314 enterprises throughtdiedes as of May 2012
and earned 12.8 billion birr (Elleni, 2012). Thavgrnment’s commitment
to privatize public enterprises will certainly iease the share of the private
sector in the economy, which is indicative of paegrdemand for financial
markets as the private sector is the major staklehoin the financial
markets. However, the privatization scheme ofgbeernment didn’t help
the formation of share companies as the publicrgnses are transferred to
buyers — individuals and companies- but not for dkeeeral public in the

form of shares.
Business environment

Business environment can be understood as thébsiytaf the country in

terms of ease of doing business, starting businesgloying workers,

* See Position of the Business Community on the Revisf the Commercial
Code of Ethiopia, by Private Sector Development OQP$ub/Addis Ababa
Chamber of Commerce and Sectoral Association (AAGC3009, Addis Ababa.



JBAS Vol. 4 No. 1 June 20131

getting credit and related issues. The 2013 editibthe World Bank’s
Doing Businessanks Ethiopia 127 out of 185 economies in termsveirall
“Ease of Doing Business”. This is roughly in liné&wthe average score of
regional peers. Ethiopia’s relatively low ranknmsinly the result of low
scores in three sub-indices: getting credit, trgdacross borders, and

protecting investors (Henock, Bienen and Ciuridkl,2).

Figure 3: Doing business ranks Ethiopia Vs regiorigeers, 2012
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Source: Henock Assefa, Derk Bienen, Dan Ciuriakcdinber 2012. Ethiopia

Investment Prospects: A Sectoral Scan, BKP DevetoprResearch and
Consultancy, Munich

M acroeconomic Scan

This section of the article shows the macroeconaiii@tions of Ethiopia.

Summary of the data on real growth rates by sexttire economy.
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Table 3: Macroeconomic Conditions

E:;:tnoorr:; 2003/04 | 2004/05 | 2005/06 | 2006/07 | 2007/08 | 2008/09 | 2009/10 | 2010/11 | Average
Real Growth Rates

Real Growth 11.7 12.6 11.5 11.8 11.2 10.0 104

Rates

Agriculture 16.9 135 10.9 9.4 7.5 6.4 7.6 9.0 10.15
Industry 11.6 9.4 10.2 9.5 10.1 9.7 10.6 15.0 10.76
Services 6.3 12.8 13.3 15.3 16.0 14.0 13.0 125 12.90
Percentage Shares

Agriculture 47.0 47.4 47.1 46.1 44.6 43.1 42.0 41.1 44.8
Industry 14.0 13.6 134 13.2 13.0 13.0 13.0 134 13.33
Services 39.7 39.7 40.4 41.7 43.5 45.0 46.1 46.6 42.84
GDP at Current| 18.0 22.9 23.6 30.6 44.4 35.1 14.3

Market Prices

(Growth Rate)

Source: Ethiopia: Macroeconomic Handbook 2011/k&eA<Capital Research,

December 30, 2011

In the fiscal year 2010/11 the largest sector efédhonomy was the service
sector which accounted for 46.6 percent of thal tédllowed by agriculture
and industry with 41.1 percent and 13.4 percemgeesvely. This is one of
the highest growths when compared to the averagerpence of 4 percent

in African economies.

Ethiopia ended the 2010/11 fiscal year with ecomomguowth of 11.4

percent according to government statistics. Thangtgrowth record stands
out for taking place at a time when growth is faitg in most other regions
of the world, at only 1.5 percent in the US, 2.icpat in Europe, 4 percent
in Africa, and 6.2 percent in Asia. Indeed the giofigure is among the
highest in the world and marks—based on governmdatd—the eighth

consecutive year of double-digit growth. Lookingthé sector-by-sector
sources of growth, last year‘s outturns show Ingustgistering the highest

growth of 15 percent, followed by services at JjZebcent and agriculture at
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9.0 percent. Slower growth rates in agriculture ticme to result in its

falling share of total GDP, which is now at 41.¥qaest, compared to 46.6
percent for services and 13.4 percent for industfith the fast growth of

recent years, Ethiopia’'s GDP has now reached Bitrlillion or about $32

billion based on the FY 2010/11 year-average exgdaate of Birr 16.1 per
USD. This aggregate GDP figure places Ethiopia les gixth biggest

economy in Africa in GDP at market prices (Accespi@al, 2011/12).

Financial literacy

Financial literacy refers to the set of skills ambwledge that allows an
individual to make informed and effective decisiorterough the

understanding of finance. Securities markets wadst efficiently when

brokers, dealers and the like are knowledgeablefegsional, skillful,

honest, and have sufficient training and resoutecggerform these functions
(Asrat, 2003). He further added that lack of ale#illabor force has been
cited as one of the reasons why foreign investoes reot attracted to
developing countries like Ethiopia. Lack of suchiried human resources
as accountants, lawyers, financial analysts, ec@iemetc could be a
serious obstacle for running and managing secsimarkets, and security
market activities in particular. These obstactascapital market operation

should be overcome once a decision is reacheditchethe market.
Use of technology

Currently use of state of the art technology isob@ag a must to do
efficient business in the world. However, a survegnducted by
Alemayehu (2008) clearly shows that Ethiopian firreshnology usage is

poor compared to regional countries. To be speEifhiopian firms seem
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less inclined to use the World Wide Web, and arg limited in the use of
licensed technology, both by regional and the tetahple standards. The
World Bank survey indicates that only about 4 petcaf the firms have
both ISO certification and employ licensed techgglovhich is about
threefold less than the sample and the region’'sagee This shows how
weak Ethiopian firms are when it comes to use ohnielogy and signify

that it is one of the potential challenges of dgthing financial markets.

Table 4: Use of technology

Technology Ethiopia | Region | All Countries
Percentage of firms with 1S(4.16 11.69 |13.82
certification ownership

Percentage of  firms usin 4.19 10.39 | 11.75
technology licensed from foreig

companies

Percentage of firms using the Web 18.01 21.78 | 39.57

communicate with clients/suppliers

Source: World Bank 2006 Cited in Alemayehu Ged@820

Challenges and opportunities for establishing finacial markets in
Ethiopia

When it comes to challenges and prospects for lesttaiy securities market
in Ethiopia different parties and scholars accosty@d different studies in
different times and came up with different conabusi. For instance, Asrat
(2003) identified such challenges as low level oblg awareness about
securities markets; lack of public confidence imrghinvestment; lack of

institutional capacity to facilitate securitiesdnag; underdeveloped state of
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the bond (debt) market; low level of private sederelopment and a low
level of market orientation in the economy; easgeas to loans by wealthy
Ethiopians problems with the supply and demand for securitiegeast
initially. There is neither the tradition nor theidt in share companies; due
to the historical prominence of bank financing; réhés still government
interference in the market; there is no mechanismlace to solicit input
from the business community as a cause for thderigas stated above. In
addition to this Abebe (2006) stated that the curstate of affairs does not
make the country ready for a full-fledged stock ke&r In addition the
absence of accounting and auditing standards megnte a challenge for
the establishment of stock exchange. Ruecker (2@d4 also identified that
lack of adequate legal, regulatory, accounting, $apervisory systems, lack
of awareness and willingness among Ethiopian poilakers, low
implementation capacity on the part of the goveminas the major direct

challenges in establishing financial markets inidfila.

On the other side Asrat (2003) states that mangpaas (opportunities) for
developing securities markets exist in Ethiopiae Tanospects are Ethiopia
has considerable unexploited resources; one dhatigest potential markets
in Africa; the economic liberalization which hagkitey place in Ethiopia are
guite encouraging; the privatization efforts goioig would help with the
supply problems (government is withdrawing fromfgirmaking activities
and is transferring state owned enterprises intovafg ownership)
particularly if a public offering of shares is uses the method of
privatization; the existence of many profitable @amies, which can
potentially benefit from floating shares to the [cibthe existence of
institutions like the country’s Pension Fund, irsswe companies, credit

unions, etc., with large sums of money. If allowedinvest, they would
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boost the demand for securities; the gradual imgmmants of the incentive
packages in the successive investment proclamati@hs attract new
investors including Ethiopians with foreign passppthe debate going on in
academics, the business community at large andyakiernment circle is
encouraging. Similarly Abebe (2006) identified sgechspects including the
current scenario in share buying is a testimonthefexistence of demand
and supply sufficient to begin the long journeye tgovernment has
consistently maintained that the macroeconomicasdn is reasonably
stable and there are already some legal pronoumtemehich can be
reinforced a little more for a start. Such initras to develop accounting
and auditing standards, enhancing the governarstgutions, etc can also
be considered as encouraging steps to launch fadanarkets in Ethiopia.
Ruecker (2011) added that five years national gnoaid transformation
plan (GTP), the double digit macro economic dewvalept and the ongoing
and future privatization of state owned enterpriesopportunities for the

establishment of stock markets in Ethiopia.

Conclusions and recommendations

The strength and performance of the financial systean indicator of the
strength and performance of the nation’s econoniinancial markets,

being an element of the financial system play afailrole in expediting the
nation’s economic growth through mobilization ofnaestic resources and
attracting foreign direct investment. Existencetloé¢ financial markets
encourages the private sector involvement in tlom@ny which is usually
described as “the engine of the national economawtp”. Besides,

financial markets help to mobilize local savingsihance competition

among financial institutions, increases remittanckead to improved
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corporate governance, reward sound economic ps/ipvide for sources
of project financing on short and long term basélew deconcentration of
ownership, improve accounting and auditing stan@dadi help privatization
efforts. Because of these tangible benefits, tassible to recommend that
financial markets need to be established in Ethiapifurther speed up the

growth of the Ethiopian economy.

A well-functioning financial system requires stroingtitutions and a sound
legal framework. Among others consumer and propediyts protection,
contract enforcement laws and corporate governaanebe considered as
the key elements for creating deep and vibrantnfird markets and
creating an enabling business environment. Estahbly financial markets
is not an easy task for the Ethiopian governmdnis affected by several
environmental factors emanating from different sesr For instance, the
legal regime is the bedrock of robust securitieskets. In Ethiopia, there
is no institutional, legal and policy framework fany secondary financial
market activity in the country. Regarding secuiggues, Ethiopia fares
better compared to regional countries, implyingdiarive security situation
to establish financial markets. Ethiopia has takeportant steps to combat
corruption such as ratifying convention Against Qption and the African
Union Convention on the Prevention and CombatingCofruption, and
recently arrested and prosecuted key governmertiadéf as part of the
corruption eradication campaign but still Ethiopgaknown for popular
corruption. Pertaining to the adequacy of thedgiady system, the 1960
commercial code is outdated and there is no systenivil courts where
securities cases can be prosecuted by a dedicatengnental authority.
Therefore, through adequate judiciary system amplilagory power, the

government can reduce uncertainty, control unetipicectices and enhance
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investors’ confidence in the financial markets. eThissing laws, such as

The Securities Laws can be enacted and used.

Regarding corporate governance, the overall stanohaiEthiopia is low.

The legal and constitutional instruments do notvig® an adequate
regulative framework, investor and creditor pratattiaws are inadequate,
and the absence of an organized capital marketesnarkable deficit and
contributes to a lack in transparency. Howevearemé developments prove
an emerging commitment to corporate governancelatds and a corporate

governance code is expected to be introduced inghe future.

The accounting and auditing standards are improinngthiopia but still

they are not yet at an internationally acceptedellev However, the
AACCSA PSD-Hub, in cooperation with the Office bietFederal Auditor
General (OFAG) and the Ethiopian Professional Aission of Accountants
and Auditors (EPAAA), is undertaking an importardarwto standardize the
accounting and auditing practices in the countiy.is advisable for the
government to grant full support for this endeavor.

With regards to adopting state of the art techngltige use of World Wide
Web and licensed technology are very limited comgato regional

standards. A lot has to be done to aware and suppmpanies to use
licensed technologies and World Wide Web as a ctitipe tool. The

government’'s commitment towards privatization @tstowned enterprises
is encouraging. However, the privatization sché&meot contributing to the
formation of new share companies as the enterpasestransferred to
highest bidders - individuals and companies- butfaothe general public
in the form of shares. Therefore, the governmeeé¢dnto consider
transferring state owned enterprises to the Publicshare basis. The
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Ethiopian government can help the process of stamganies’ formation
by using public offering of shares in future prizations of state
enterprises. Such a process would give citizestake in the country’s

economy and reduces the resistance due to poksjoliés of employees.
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