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inancial services in Eastern Africa have
undergone dramatic changes over the
past 20 years. Financial liberalization
and related reforms, upgrades in institutional
and regulatory capacity, and more recently the
expansion of cross-border banking activities
with the rapid development of pan-African
banking group networks have significantly
changed the region’s banking and financial
landscape. Yet, despite various remarkable
achievements, concerns persist that this
progress may not have been significant
enough to sustain future growth of countries
in Eastern Africa, that several countries still
display shallow financial systems than in other
developing regions of the world. The sector
is largely characterized by insufficient depth
and instruments, that financial inclusion is still
limited, and that high costs, short bank lending
maturities, unorganized insurance sector, and
limited competition remain a drag on the
development of a competitive and diversified
economic structure in many countries of the
region. Reports on the region show that most
banks and insurances are, on average, less
efficient, but more profitable because they
operate in less competitive environments.
Ethiopia is a good example.

In general, East African countries have so
many opportunities to benefit from the
growing potentials by working together than
in isolation. The financial institution in the
region and respective policy makers have so
much to learn from each other’s achievements,
challenges and success stories as well us
find ways for working together for common
ends. There are enough evidences showing
that a complex web of interdependent trends
is threatening the future of Eastern Africa’s
finance sector. These trends are also creating
opportunities if the key players are able to
come together, share their knowledge, and
carve out a path forward.

Although, the overall depth and financial
sophistication of the financial sectors of SSA
in general and Eastern Africa in particular
remain generally low, even when the level
of per capita income of the corresponding
countries is taken into consideration, there
are emerging trends shaping the future of
financial sector development in the region.
For example, the continuous advancement of
ICT, the rise of Pan-African Banks, changing
needs of customers for innovative and cheaper
financial solutions, growing appetites of
global banks for investment in SSA countries,
and so on are among some of the trends that
countries have to carefully observe.

It was such a successful platform which was
able to attract more than 250 participants
from finance industry leaders, policy
makers, researchers, consultants, technology
suppliers and more in the region. About
14 speakers who have come from different
countries have shared their experiences,
professional insights and recommendations
on various topics including missing financial
institutions, human capital development, latest
developments in the financial sector, merger
and acquisitions, micro insurance and so on.

Consequently, this Annual East Africa Finance
Summit is designed to provide a common
platform for key players and stakeholders
of the region’s financial sectors to come
together to share knowledge and discuss
issues that matter most in shaping the future of
financial sector success in Eastern Africa. The
first platform was organized just last year on
December 14th and 15th, 2016 in Addis Ababa
under the theme, “Building Competitive,
Cooperative and Innovative Finance Sectors
in East Africa”

This “2nd Annual East Africa Finance Summit”
is intended to capitalize on gains from the first
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one and continue the productive conversation
on key issues that will affect the future of the
region’s finance sector. In a nutshell, the Annual
EAFS is expected to be a brand event to be
hosted annually in the region. It will serve as
a platform on which key players of the finance
sector in the region as well as international

stakeholders come together to discuss
and share experiences, present possible
challenges and opportunities, seek potential
areas of cooperation for win-win engagements,
network for market and supply relationships.
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ABOUT THE ORGANIZERS
The i-Capital Africa Institute
The i-Capital Africa
Institute is a private
consulting firm based in
Ethiopia and established
to deliver Intellectual
Capital (IC) related to solutions for small to
large scale enterprises in Africa in the form
of Knowledge Sharing Platforms, Human
Capital Development Packages, Innovation
and Technology Transfer, and Sourcing
Solutions. The solutions i-Capital provides
are geared towards enhancing enterprises

ability to prepare for the fast changing
business world and become successful.
The foundation of the Institute is our
understanding to the significant gaps that are
limiting innovativeness and competitiveness
of African enterprises both at regional and
global levels. The i-Capital is a member
of International Federation of Training
and Development Organizations (IFTDO)
www.iftdo.net as well as intelligence for
innovation (iN4iN) network www.in4in.net.

Public Financial Enterprises Agency (PFEA)
Public Financial Enterprises
Agency (PFEA) established on
the premises of proclamation
No. 25/92 and per Council of
Ministers Regulation number
98/2004 and began operation in
September 2004, all Public Financial Institutions
(Commercial Bank of Ethiopia, Construction
and Business Bank SC, Development Bank of
Ethiopia and Ethiopian Insurance Corporation)
were operating under the umbrella of Public
Enterprise Enterprises Agency. The power and
duties of PFEA are
• Appoint and remove two third of the
member of the board of management
• Appoint the chairman of the board from
among members appointed by it
• Appoint external auditors
• Cause the allocation of the initial capital of
the Public financial institutions
• Decide the increase or decrease of the
capital of the Public financial institutions
• Determine , based on board proposal, the
amount of state divided to be paid from
profit to the government
• Approve Financial reports of the Public
financial institutions & external audit report

•
•

•

•

Approve the investment plan of the Public
financial institutions submitted to it by the
board
Propose where necessary to the Council
of Ministers the dissolution, amalgamation
or division of a Public financial institutions
under its supervision or transfer of the same
to any other manner
Approve in consultation with the board, the
annual and long term corporate targets of
the Public financial institutions and follow
up their fulfillment
Without prejudice to the power and duties
given to the board, perform other functions
necessary for the protection of ownership
rights of the state.
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Jimma University
Historically, Jimma University
has focused on teaching as the
primary area for investment
and development. However
as academic programs are
becoming
increasingly
strengthened through various
efforts, the university seeks
to expand on its overall contribution to the
local society and the nation. Entrepreneurship
is emphasized as a way for the university to
become a self-sustaining entity as well as to
assist in the development of the local city. The
university also places a higher emphasis on
its leading role as a research university, and
as such investment into research activities and
the facilities that can accommodate advanced
research activity is emphasized in the planning
of the university. Faculty members are given the

resources necessary to contribute to the world
through various research projects as well. Even
students are involved in research efforts, and as
part of the Community Based Education program
student groups are tasked with conducting
research. Jimma University is evolving not
only to meet the educational demands of the
country of Ethiopia, but increasingly to forge
a novel identity in African higher education.
Through deliberate evolution of this nature,
Jimma University is on the verge of being one
of the most innovative, forward thinking, and
impactful institutions of higher education on
the African continent. Through this evolution
the national leadership of Jimma University,
which began with its founding in the late 1980’s,
will continue into the next century and higher
education in Ethiopia will gain tremendously

Addis Abeba University
Addis
Ababa
University
(AAU), which was established
in 1950 as the University
College of Addis Ababa
(UCAA), is the oldest and the
largest higher institution in
Ethiopia. Since its inception,
the University has been
the leading center in teaching-learning,
research
and
community
services.

educational dynamics. At present the University
has 10 colleges 4 institutes that run both
teaching and research, and 6 research institutes
that predominantly conduct research. Within
these academic units, there are 58 departments,
12 centers, and 2 teaching hospitals.

The Department of Management is the
pioneer of management education in
Ethiopia and one of the oldest departments
in the AAU, established under the umbrella of
Beginning with enrollment capacity of 33 the then college of Business Administration
students in 1950, AAU now has 48,673 students of Addis Ababa University. Currently, the
(33,940 undergraduate,13,000 Masters and 1733 Department is under the College of Business
PhD students) and 6043 staff (2,408 academics and Economics located in the former Faculty
and 3,635 support staff). In its 14 campuses, of Business and Economics campus. The
the University runs 70 undergraduates and 293 department is headed by the Chairman of the
graduates programs (72 PhD and 221 Masters), Department. Currently, the department runs
and various specializations in Health Sciences. a B.A. Degree Program in Management, MBA
Program (jointly), Executive MBA Program,
Over 222,000 students have graduated from M.Sc. in Management Program, and PHD in
AAU since its establishment. In recent years, the Management Program. The Department also
University has been undertaking various reform completed its preparation to recently launch
schemes in order to cope with and respond to a new M.Sc. Program in International Business
the fast-changing national and international with multiple tracks. As of December 2017,
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the department has 945 undergraduate,
530 masters and 15 doctoral students.
The Department launched its PhD Program
in Management in 2013 in partnership with
Junkoping International Business School,
Sweden. Its M.Sc. in Management Program is
a unique double degree program launched
in 2015 in collaboration with the University
of Applied Sciences, Mainz, Germany.

The Department, in addition to its
educational
programs,
organizes
Executive Idea Exchange Forum (EIEF)
every quarter and involves in organizing
various events that help in the business
community,
policy
makers,
and
the
academic
scholars
meet
together.
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Excellencies, Speakers, delegates, co-organizers, sponsors, partners and financial
supporters, the media, exhibitors and everyone here [all protocols observed]
It’s an honor for me to be here and welcome you to the 2nd Annual East Africa Finance Summit
on behalf of the Summit Coordination Committee and the i-Capital Africa Institute team.
This regional Summit is planned to bring together and engage key players of the
regions finance sector. The purpose is to create a sustainable knowledge sharing
platform where issues shaping the future of the sector are discussed and lessons taken.
The 1st Annual East Africa Finance Summit was such a successful platform where
more than 300 participants had come together and discussed critical issues focusing
on policies, practices, trends and developments under the overarching theme of
“Building Competitive, Cooperative and Innovative Finance Sector in East Africa.”
The theme for this year is, “Preparing for tomorrow: building a proactive finance
sector in East Africa.” This theme is crafted carefully with the intention to gear the
focus of the sector on the future and challenges and opportunities to come ahead.
Unlike the past, future of the finance sector will be
developments
driven
by
disruptive
technologies,
expectations,
transforming
nature
of
work
and

full of unprecedented
changing
customer
workforce
dynamism.

Almost all of the papers to be presented and issues to be discussed on this Summit including
the policy round-table will primarily focus on the things we need to know and do to prepare for
tomorrow. It’s my hope that no topic helpful to prepare for tomorrow will be left unaddressed.
Ladies and gentlemen
The i-Capital Africa Institute is a private consulting firm established to deliver
knowledge sharing platforms, human capital development packages, advisory
services and more for business enterprises as well as public institutions in Africa.
At the i-Capital Africa Institute, we are tirelessly working to truly become
your African intellectual capital development partner. Our whole purpose
is
to
help
companies
connect
to
the
future
and
win
through
talent.
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We collaborate with selected globally successful organizations for solution delivery
and meet the needs of our clients. We use proven tools customized to specific situations.
This day hasn’t come without enormous encouragement and support from our coorganizers, Summit Coordination Committee, sponsors, financial supporters, and others.
Therefore, on behalf of The i-Capital Africa Institute, let me take this opportunity to extend
my sincere appreciation to our co-organizers of this Summit: Public Finance Enterprises Agency
(PFEA), AAU & JU.
I believe our relationship is a very good portrayal of public private partnership.
Ladies and gentlemen
Today, in this hall, we have our speakers, panelists, a wide variety of participants representing the
finance sector, government, the international community, universities, consultants, technology
providers, and so on. Most importantly we have a unique mix of high profile speakers both from
local and abroad. Please Join me to welcome them!
Please welcome all our speakers from local and abroad who are with us today to share their
views and perspectives on issues that will shape the future of East Africa’s Finance Sector. Please
welcome them!
Invited guests, delegates from government institutions including regulators and policy makers,
Please welcome them!
Business leaders, board directors, experts and all delegates from the banking, insurances and
micro-finance sectors, Please welcome them!
Delegates from Embassies, international organizations, universities, consulting and research
institutions, Please welcome them!
Delegates from financial technology providers and other companies, Please welcome them!
Together, please help me welcome every one of you to this 2nd Annual East Africa Finance
Summit.
Our desire is for this conference to make it as engaging, productive and impactful as possible.
We have the confidence that every presentation, policy-round table and the panel discussion
sessions will be value adding.
Tomorrow’s Policy Roundtable will be an opportunity for all of us to draw policy recommendations
which could be useful for consideration during crafting of new policies for the finance sector or
improvement of existing ones.
In addition to participating and contributing during presentations and discussions, we encourage
every one of you to use the opportunity to network and visit the exhibitions outside as well.
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Ladies and gentlemen
This welcoming would be incomplete without extending appreciation to all our Premium sponsors
and financial supporters. Particularly we are grateful to Commercial Bank of Ethiopia and
Dashen Bank for their unreserved support as premium sponsors (platinum & gold sponsorship
respectively) in a row, last year and this year. Please applaud & say thank you!
The value of supporting this annual platform is beyond simple sponsorship. The way we see it is
as an investment on knowledge sharing & healthy discourse.
In addition, we would like to appreciate E-BIRR, our other & new platinum sponsor for this year.
We also appreciate Ethiopian Insurance Corporation for its Silver status sponsorship. Please
applaud & say thank you!
Further, we would also like to extend our gratitude to all financial supporters of this Summit.
With this, I would like to say, WELCOME all of you to the 2nd Annual East Africa Finance Summit.
I trust you will have two productive and rewarding days ahead.
I thank you!
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On behalf of Prof. Fikre Lemessa, President of Jimma University,
Mrs. Cherer Aklilu,
Senior Director for External Relation and Communication for Jimma University
Good Morning Everyone, Distinguished Guests, Speakers from Local and Abroad, Professionals
from Several Institutions, Organizers, Ladies and Gentlemen,
Financial sector development in developing countries, is determinantal to stimulate economic
growth and reduce poverty, without which registering economic growth is unthinkable. Many
studies indicated that economies should strive to improve the efficiency and competitiveness of
the sector, expansion of the rage of available financial resources, diversification of institutions
operating in the finance sector and improving the regulation and stability of the financial sector.
These are very critical and timely issues that should be addressed in most developing nations
including Ethiopia. We are living in globalization with fast flow of information, ideas, knowledge
and commodities and so on and so forth. Financial Institutions can keep up with such global
place of exchange only if they are in a position to put a very organized, reliable, and modern
financial system in place. This need indicates, even more, the timeliness of this summit.
Ladies and Gentlemen, Jimma University as one of the leading public universities in the country
feels great sense of honour and privilege to be part of this summit for running such a timely
and relevant issues that can play a very critical role in the development process of one of the
fastest growing regions in the Sub-Saharan Africa. Our institution is dedicated to high quality of
education, research and community services. It is also expanding every year meaningfully, in
terms of opening new training programs, widening the vast of research endeavors and catering
services to the need of the community. Our institution has always been keen towards the national
policy priorities of the government in delivering its services. Jimma University is also very
keen about international collaboration and is always ready for collaborative partnership with
international partners and of course (sth) is one of the core pillars and principles of our institution.
In line with its core institutional philosophy ‘community based education’ and the motto “We are in
the community”, JU also aspires to play active roles in attaining its corporate social responsibilities
by hosting and co-organizing national and international conferences, workshops and seminars,
like this one, on grand issues that could supplement in accelerating socio-economic development
of the country, and in this case, even more important, development in this sub region.
Dear Participants, East Africa is one of the fastest growing regions in Sub-Saharan Africa and
Ethiopia, with a population of 100 Billion and a rapidly developing economy, is a big potential
market for financial sector. Our financial institutions should be prepared to be competitive at
the global stage and should not be bounded locally. The sector should be at the fore front of our
economic growth and development with financial institutions playing their roles by improving
access, moving cash to society, provision of innovative products, investing of sustainable future
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and so on and so forth.
Summits like this play a significant role in facilitating a learning ground, creating the forum for
thought exchange, for new scientific ideas and knowledge, sharing experiences, bringing all
relevant stakeholders in one roof and building networks of scholars and professionals in the
field. I have no doubt that the summit will accomplish its intended targets and will be very fruitful
even in indicating the challenges of the financial sector and the sub-region and in indicating
feasible solutions on the basis of scientific findings and tested experiences of professionals in
the field. I would like take this opportunity to express my sincere gratitude to all the institutions,
sponsors and stakeholders who participated in organizing this summit and I wish you a fruitful,
intellectually and professionally motivating days.
Thank you so much!
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Your Excellency Dr Mulatu Teshome the President FDRE , Excellencies , Distinguished
Guests,
It is my great pleasure to be here to make the speech on this important event on “Preparing
for Tomorrow: Building a Proactive Finance Sector in East Africa“. East Africa is one of the fast
growing region in the Sub-Sahara Africa. Africa retained its position as the second fastest growing
continent globally; much of Africa’s growth in 2017 were driven by East Africa, where 27 countries
recorded strong performance. (Sth) of the continent’s sub-region, East Africa hosted the highest
growth with 5.3%. The latest IMF data indicated, the Ethiopian economy grew by 9% making
its fast growing economy in the world happened due to the appropriate policy made by the
development strategy of Ethiopia. Ethiopia, with 95 million population and a robust economy, is a
big potential market for the financial sector. To enhance the development of the financial sector
maintaining stability of macroeconomic environment and a sound financial system, improving
the operational quality and efficiency of the financial sector are key issues to be considered.
In a fast trending business world dominated by creative technology, finance industries should
be vibrant and very dynamic, creative and innovative, adoptive to fast trends and technologies,
focused on talent development for the future and high standard of customer satisfaction. To
address these issues, the finance sector of Ethiopia is in need of skilled human resource that is
well trained, well educated, energetic, experienced, devoted and capable of doing any specific
work in a balanced manner and efficiently. However, currently, compared to the rest of the world,
the Ethiopian finance sector is traditional with limited products, conventional and sluggish in its
growth. The absence of highly skilled man-power in the sector creates the companies to depend
on experts from one another instead of developing a new talent.
Your Excellency, Ladies and Gentlemen, the financial sector should be at the fore front of our
economic growth and development. Finance companies should play their roles by improving
access, moving cash to the society, provision of innovative product, and investing of a sustainable
future. On the other hand, competition in the financial sector matters for a number of reasons, as
in other industries, the degree of competition improves the efficiency of production of financial
services, the quality of financial products and the degree of innovation in the sector.
Ladies and Gentlemen, there is a good potential for businesses in East Africa to get to learn
from each other and network. The 2nd Annual East Africa Finance Summit is a good opportunity
to that end. Our financial sector policies and regulatory instruments should play a decisive role
in making sure that the sector sustain a healthy growth for many years to come. Collaborative
efforts are necessary for our common future.
Thank you very much!
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Dear friends, Distinguished Guests,
Dear Participants, Ladies and Gentlemen,
It is a great pleasure and privilege for me to deliver this opening speech on behalf of the
government of FDRE.
In the fast changing business world, dominated by creativity and disruptive technologies, finance
industries should be vibrant and very dynamic, creative and innovative, adoptive to latest trends
and technologies. Besides, financial institutions should focus on talent development for the
future and high standard of customer satisfaction. Our finance sector policies and regulatory
instruments should play a decisive role in making sure that the sector sustains a healthy growth
for the many decades to come and support the growth and development of the economy. It is
in the best interest of our country and the finance sector, if policies and regulations become
participatory, transparent, and evolve out of well bated processes as far as it contributes to the
economic development in the soundest manner and steer clear of the low income trap.
Ladies and Gentlemen, this conference, in my opinion, serves as a real platform for sector actors,
that is; banker, insurers, professionals, practitioners and intellectuals to come together and
discuss on issues that are vital for the rapid development of our respective countries. It can also
serve as a stage to generate input for policy makers.
When we say rapid development of our national economy, the very objective of our vision
is to elevate the living standard of our people. This is because of the fact that the economic
development of a country means a continuous growth of per capita income on the premises of
growing productivity. Therefore, further attention should be given to such types of initiatives. The
financial institutions have to serve and have to be prepared to serve such initiatives.
I would like, at this juncture, also to express my appreciation to Addis Ababa University, Jimma
Univeristy, FDRE Public Financial Enterprises Agency and The i-Capital Africa Institute for their
unreserved efforts not only in realizing this conference for the second time, but also for the
initiatives they have taken to contribute in shaping public opinion which may serve as an input
in policy formation of the government. Other government and private sector institutions should
also join hands to further strengthen this new recuse for the common objective of the desired,
continuous and sustainable economic development of our country. East Africa, as has been
said before and as you all know, is one of the fastest growing regions in the Sub-Saharan Africa.
Ethiopia, with near to 100 million population and a robust economy, is a big potential market for
financial sector development.
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Ladies and Gentlemen, there is a big potential for East Africa to do business together, learn from
each other and pan-network with each other. Therefore, the Second Annual East Africa Finance
Summit provides a good opportunity for that end. Although we have registered, in Ethiopia, a
remarkable double digit historic development for the past 15 consecutive years, our finance
sector compared to the rest of the world is traditional with limited progress, conventional and
sluggish in its growth, as has been stated over and over. I, therefore, think that the leadership
has to be innovative and vibrant as the financial industry demands. There is an objective need to
build the capacity of professionals and highly skilled man power. This Summit certainly will play
a major role to contribute to proposing and formulating ideas and thoughts that equip financial
institutions with competent man power.
Dear Summit participants, I would like to take this opportunity to kindly request all of you to offer
support for the sustainability of this annual summit. Finally, I wish you all fruitful, enjoyable and
stimulating discussions for the next two days. I now declare the Summit officially opened.
Thank You!
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Abstract/Summary of Presentation
This presentations focuses on understanding why mergers and acquisition in financial services in
Africa need to be about strategy, not valuations (and presenting examples from bank acquisitions
that have taken place over the last five years). An asset is only more valuable to the purchaser
than the seller if the purchaser’s strategy for that asset can create significant future value. Value in
M&A accrues not from any advantage in the negotiation of a favourable purchase price but on the
realisation of growth in the business and the synergies forecast by the purchaser. All successful
mergers in financial services can be traced to the realisation of a realistic business plan for the
merged entities. Investors/acquirers need to pay particular attention to both the reliability of the
business as usual projections and the value creation strategies that would be employed. For passive
investors in financial services in Africa, too much emphasis has historically been placed on earning
momentum – in rapidly growing and not particularly competitive economies. This is now beginning
to change as economic growth slows and competition in financial services is transformed through
new entrants and new and emerging business models based on new technology. Even more difficult
is how to create value from a minority position on the board. For strategic investors the challenge is
to ensure that their assumed competitive advantage can be translated to value creation – be it from
the ability to bring a new client base, or the introduction of a lower-cost operating model.
Introduction
This article focuses on understanding why mergers
and acquisition in financial services in Africa are as
much about strategy as valuations. It also presents
examples based on bank acquisitions that have
taken place over the last five years.
We argue that the financial sector is a key focus of
mergers and acquisitions given the nature of the
sector, but that strategic fit is key to the success
of a transaction. We also identify some of the key
issues that contribute to the failure of an investment
strategy.
Context
Genesis personnel have been providing advice to
investors in financial institutions for over 20 years.
Our experience has highlighted the different
success factors and drivers of transactions for
different categories of investors.
•

It is useful to distinguish between three broad
categories of investors: Strategic investors who

seek to expand into new markets – either a
country or segment, such as the retail market
in a country in which they already operate, or to
add scale to an existing investment.
•

Impact investors who believe that financial
inclusion presents low income individuals or
small businesses with a path to development
and wish to alleviate the funding constraints of
institutions that service these markets.

•

Private equity investors who are concerned with
commercial returns from short term investments
(5-7 years), in fast growing markets with strong
margins and limited competition.

For the strategic investor the most important
investment criteria is typically market share, and in
many instances they are prepared to pay a premium
for access to a market on the assumption that the
asset can be merged with and or leverage other
resources of the incoming investor.
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Impact investors are concerned with the
segment focus of any asset and typically require
commitments from the target that it will expand its
focus on the segments. This is often quite difficult to
achieve if the economic performance of that target
market disappoints and the capital structure of the
institution includes investors who have commercial
rather than impact objectives. In many instances
impact investors may compete directly with
commercial investors and pay a premium as they
have lower performance requirements.
For private equity investors the key challenge is
to define a value addition strategy given they are
often minority investors. Without a value addition
strategy, the assets’ future performance is unlikely
to exceed its historic performance – thus making it
more difficult to justify an investment premium.
Investment opportunities
Investment opportunities within the financial
sector abound, due to both the scalability of many
businesses and the ongoing and rising capital
requirements of banks stemming from both rapid
growth in the sector and the need to meet regulatory
capital ratios.
Over the last 15 years investments opportunities
in sub-Saharan Africa have included privatisation
programs, strategic divestitures, resolutions and
general capital raising.
Many of the South African banks were able to
re-establish their African networks in the postapartheid era through participating in the
privatisation processes. For example Standard Bank
acquired Uganda Commercial Bank, Commercial
Bank of Malawi and Lesotho Commercial Bank,
while ABSA acquired National Bank of Commerce
in Tanzania and Bank Austral in Mozambique.
Changes in strategy by international banks have
also created opportunities for regional and local
banks – many international banks have sold their
African investments to both expanding regional
banks (again the South African banks have been
active) as well as to local banks.
Bank resolutions – where a Central Bank intervenes
to rescue a failing bank and then sells the bank
to a reputable investors - have created many
opportunities for gains in market share. A recent
example of such a transaction is the acquisition of
Crane Bank from the Central Bank of Uganda by
DFCU – a transaction that transformed DFCU into
the second largest bank in the market. Nigeria has
also seen several waves of regulatory intervention
that have resulted in the consolidation of the sector.
Not all of these transactions succeed – particularly
when the regulator limits the rationalisation of

branch networks or the reduction in staffing.
More generally in fast growing economies with
rising capital requirements banks regularly
need to replenish their capital – this has created
considerable opportunities for both impact
investors and private equity investors. The
implementation of Basel 2 and 3 and IFRS 9 have all
required banks to hold more capital.
As the financial sector has expanded there have
also been opportunities for investments in related
business – particularly in the payments industry.
Strategic challenges
Strategy concerns the achievement of long term
goals and or objectives and thus is often less of a
focus during negotiations than valuation. This is a
grave mistake - an asset is only more valuable to the
purchaser than the seller if the purchaser’s strategy
for that asset can create significant future value.
Thus a transaction will only succeed/conclude if
the purchaser believes in the value addition that
will result from their interest in the asset.
Value in M&A also accrues not from any advantage
in the negotiation of a favourable purchase price
but on the realisation of growth in the business
and the synergies forecast by the purchaser. All
successful mergers in financial services can be
traced to the realisation of a realistic business plan
for the merged entities. Investors/acquirers need
to pay particular attention to both the reliability
of the business as usual projections and the value
creation strategies that will be employed.
Some financial industry myths that destroy
investment value
In our experience advising investors in banks and
related businesses, we witness a set of common
errors that are discussed below which destroy
value in the investment.
The first myth is what we call the monetary
deepening myth. Many investments in financial
institutions are predicated on the assumption that
as the financial sector accounts for a much lower
share of GDP in low income countries, the sector
will grow faster than overall growth as these
countries grow. Put simply, if an advanced economy
typically has a banking sector assets to GDP ratio of
over 100%, and a low income developing country
in Africa has a banking sector assets to GDP ratio
of 25%, then as the economy develops the growth
of the sector must outpace that of GDP so that the
ratio converges to that of a developed country.
Unfortunately this equation is not reliable and
differs in many economies – for instance Uganda
has been a very fast growing economy but has
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witnessed relatively little monetary deepening.
For passive investors in financial services in Africa,
too much emphasis has historically been placed
on earning momentum – in rapidly growing and
not particularly competitive economies. This is now
beginning to change as economic growth slows and
competition in financial services is transformed
through new entrants and new and emerging
business models based on new technology. Even
more difficult is how to create value from a minority
position on the board.
The second myth that has damaged investors is
the idea that the African middle class is expanding
rapidly as GDP has grown. Whereas income levels
have risen rapidly, the definition of the middle
class is key to whether such income growth
translates into the demand for the kinds of goods
and services businesses wish to sell, and which
banks wish to finance. In many instances there has
been a gap between the definition of the middle
class, and the income level at which they start to
consume the items that banks wish to finance,
and difficulties in the legal system that constrain
lending opportunities.
The next myth which is worth exploring
(particularly in the context of Ethiopia) is that
international banks will be able to leverage group
economies of scale and capabilities to out-perform
local banks, or that through acquiring a local bank
the performance of that bank will be enhanced. In
most of the Anglophone markets, local banks have
out-performed international banks in the last 5
years. This may be because many consumers have
strong brand affiliations to local banks or maintain
relationships with a bank due to its ethnic “identity”.
There are also fewer corporates or individuals who
require a Pan-African service than is generally
perceived, and there are already a large number of
banks that can provide this service.

The most important development for the financial
sector in many of the countries in Africa has
been the very rapid growth and success of
mobile money “m-pesa” type services. This has
represented a challenge to many impact investors
in financial institutions as such services compete
very effectively with the banks own mass market
products and as the mobile network operators
(“MNO”) who provide such services have a huge
distributional advantage to banks. Many investors
have seen bank partnerships with the MNOs as
representing an opportunity to provide banking
services to more people at lower cost, but have
instead found that their MNO partner is competing
with them and witnessed a decline in their revenues.
Conclusion
All of this suggests that successful mergers and
acquisition take the question of strategic advantage
very seriously. Success in our experience thus
arises from getting three things right:
•

Ensuring that the financial model is based on
realistic macro-economic assumptions, that
reflect the economic cycle rather than straight
line growth projections, and understanding
the micro-economic conditions under which
monetary deepening occurs.

•

Being clear on whether an investment will
succeed based on momentum or value creation.

•

Being honest as to the true capability of the
incoming investor to implement a valuecreation strategy.

For strategic investors the challenge is to ensure
that their assumed competitive advantage can be
translated to value creation – be it from the ability
to bring a new client base, or the introduction of a
lower cost operating model.

23

Abstract
Ethiopia’s foreign currency regime started to be heavily restricted in 1977 at a time when the
country was undergoing a tremendous change – at the height of the Revolution. Over four decades,
the antique regulation was modernized by several directives, amendments and repeals. Yet its
resilience is apparent in provisions for the control of the capital account, articles which are more
or less intact to this day. Using a desktop survey of NBE and IMF data together with a “consolidated
forex legal regime” compiled by the NBE the author demonstrates that in the decades of the NBE’s
discretionary administration of foreign currency, neither the commercial banks nor the NBE itself
fared as gloriously as the ‘Dutch Auction’ that was in place between 1993 and 1998. The performance
of the price-discriminating auction on stabilizing the ever-thin foreign currency reserves of Ethiopia
was very well assessed by Aron and Helaway in a paper presented at Kyoto, Japan, in 1997. A
comparison with the post-auction regime reserve position obtained from IMF and NBE reports shows
a difference that warrants a revisit of successful policy in the past. The essay reinforces the argument
for efficiency in the process of a “managed floating forex exchange regime” by questioning the
validity of the national/standard reserve requirement, both of which relate to the time and volume
of national import – a nemesis that is persistently depleting the resource balance - whereas the
objective of monetary policy need instead to be focused on promoting what is considered positive
to the economy. In this regard, the author argues that NBE should consider the discovery of a market
exchange rate through auctions and also set reserve goals as either the percentage of projected
GDP or as a ratio of projected export and not as a catalyst to that which the economy is expected to
minimize – the following year import.

Introduction
The National Bank of Ethiopia, the banking sector
and nearly all foreign trading businesses in
Ethiopia have always claimed there is a chronic
shortage of foreign currency that hinders both
business and the economy from achieving its full
potential. Judging from grand documents such as
GTP and NBE reports, everyone seems to agree
the chronic shortage can only be remedied if, and
only if, our current account balance is improved by
increased exports. However better trade terms are
not the only ways of improving our foreign currency
liquidity position. Capital account movements also
play a major role, as has been witnessed over the
last several years. In addition to the direct impact
on foreign currency availability, movements in the

capital account are also the major leverages by
which the structural transformation necessary for
accelerated export trade can be brought about. It is
therefore important for the state, through the NBE,
to focus on how to facilitate the uninterrupted flow
of foreign currency through its monetary policy and
forex regime administration as much as it does to
promote trade and foreign direct investment. This
essay takes a snapshot on the aging forex regime
of the NBE and compares its present lethargy to the
agility of the institution demonstrated in the ‘90s,
right after the EPRDF took power. A special look
into a retail auction regime that lasted about four
years reveals how a return to a similar approach
may be necessary at these hard times. In addition
to the auction, the essay also investigates if the
foreign currency reserve target set as 2.5 months of
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following year import is necessary or appropriate.
The author used the IMF’s country report and
guidelines on reserve adequacy to form an opinion
on this issue.

Background on Money and the Forex
Regime in Ethiopia
Uses of Money and Control of Foreign Money
Money is a clever invention of humanity. And no
matter its origin, foreign or native, its use is either
or all these three; as a medium of exchange, a store
of value or a unit of account. As a social invention,
money needs to be controlled by social norms. As a
foreign invention, foreign money – known as foreign
currency in general – gets regulated separately
from its native sibling. In Ethiopia as anywhere else,
foreign currency is regulated from two aspects. The
capital account and the current account control.
The capital account regime determines the mode
and unit of account in the settlement of national
assets and liabilities against Rest of World accounts
that extend beyond current national accounting
periods. The current account regime determines
the mode and unit of account of the national income
statement based on cross border transactions with
Rest of World accounts within current periods.
Both the capital and current account are managed
by the NBE at the following control points:
1. Import/Export transactions for goods and
services

The Regulation that Lasted Too Long
When the Ethiopian monarchy fell in 1974, the
National Bank of Ethiopia was just ten-years-old.
And in 1977, at the height of the Revolution, the
foreign currency exchange started to be heavily
restricted by a regulation that the market was to
endure for forty odd years and more. This was
the Foreign Exchange Regulation, 01/1977, of 05
January, 1977 that has lasted four decades and
survived half-a-dozen governors [(Legesse Tickher
(1977); Tadesse Geber Kidan ( 1978-1989); Bekele
Tamirat (1989-1991) Leykun Birhanu ( 1991-1995);
Dubale Jale (1995-1997); Teklewold Atnafu(1998
to date1)]. The antique regulation was modified by
several directives, amendments and repeals. But it
has not yet been rescinded nor was it replaced by an
equivalent legal instrument – a regulation that must
be issued by the Council of Ministers. Its resilience
is apparent by articles of capital account control
which are more or less intact to this day. Reference
to some of its one hundred one articles, such as
article 49, about “conditions for foreign currency
availment [a word not in my dictionary]” are also
recurrent. A compilation of the “consolidated
forex legal regime” by the NBE, has archived its
discretionary administration of foreign currency
exchange from 1977 to recent times (2005?). Over
the years, judging from the content and timing of
the several directives, the forex regime tended
towards:
•

allocation efficiency and fairness

•

better terms of trade by less import, more
export

•

exchange market stability and reserve
adequacy

2. Transmittal of foreign monetary instruments
3. Remittance of capital/dividends
4. Administration of foreign loan and insurance
contracts
5. Administration of Transferrable Birr/ FCY
accounts
6. Interbank
and
transactions

correspondent

7. Authorized bank-NBE transactions
surrender and replenishment of FCY

bank
on

Articles from the 40 year-old regulation are proof
that such consistency of purpose over different
state regimes may be the reason for the survival
of this archaic law. A restriction that has survived
to this day is article 14 from Notice No 11, 1993.
The One- Million Cap for currency applications
unaccompanied with results of International
Competitive Bids (which refers to Article 49 of
Regulation 1/1977) has long since been numerically
outdated by years of inflation and currency
depreciation. Using the inflation rates of either the
Birr or the US Dollar or the depreciation of the birr

1. [P.S. Six months after the presentation of the essay at the summit on 18 December, 2017, a seventh governor, Yinager Desse has replaced Teklewold Atnafu]
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against the dollar, the 1 Million Cap of then would
be the equivalent of today’s USD 10 Million.2 But of
course, given the shortage of foreign currency and
the risk from moral hazard, even a million may be
a cap too much for NBE’s perpetuity in dire straits.
But this essay is less about the antique regulation
than the value of an effective past policy on forex
auctions and how auctions can still relieve market
pressures and achieve policy goals.

The Glorious Auction Days: Beginning & End
Over the decades, arguably, the most radical
initiatives undertaken by the NBE were the start
of the retail auction in May ’93 and its repeal and
replacement in August ’98 by a wholesale auction
regime including a directive that handed over the
forex functions to the commercial banks. (Directive
to Transfer NBE’s Foreign Exchange Functions to
commercial Banks, Directive No. FXD/07/1998 &
Foreign Exchange Auction Amendment, Wholesale
Foreign Exchange Auction, Notice No 1/1998).
These directives started a long-term symbiotic
relationship between the commercial banks and
the NBE. The relationship was supposed to:
•

•

allow the commercial banks to raise and
exchange foreign currency so as to leverage
a significant source of their profit from
foreign trade transactions. They did this
by skillfully promoting and pricing forex
transaction services.
enable the NBE to minimize risk by
spreading the basket of reserves, increase
the volume of supply, stabilize the exchange
market and steer monetary & trade policy
close-by. This it did by the issuance of
discretionary directives.

The intention was commendable.But the relationship
also entailed unintended consequences, a sort of
market failure exhibited by both adverse selection
and moral hazard. The margin enjoyed by the
commercial banks had its cost. It has led to the
oligopolistic nature of the forex market. So much
that the NBE became the real determinant of the
exchange market. The liberty enjoyed by the NBE’s
discretionary administration of the market had
its cost too. There was a persistent inadequacy of

reserves and instability of the exchange market.
The NBE was always of the opinion that setting
the short- and excess positions of the commercial
banks as a ratio of their capital will simplify the
point of sale and hold on their respective foreign
reserves. Unfortunately, there were two handicaps:
there were too few banks and there were too few
dollars for this to be compelling.
But the forex regime was doing very well under
weekly auctions just before this happened. The
glorious story of the retail auction needs to be told.
Rather, retold as recounted at the time by an auction
expert in a paper presented at Kyoto financial
conference.3

Literature review on the NBE Auction: A
Paper from Oxford, by Janine Aron4
Although cited by Janine Aron as it started in May
1993, the earliest official reference to foreign
currency auction in the consolidated forex
publication (NBE, ca 2005) is Notice No 11/1993,
issued in June of the same year. The “Dutch Auction”
was a discriminatory price auction that allowed
multiple bid-prices with corresponding quantities.
The highest offer would get the first corresponding
quantity, regressively up to the lowest which gets
the last of the lot, to a minimum of nothing, when
beaten.
Although the retail auction lasted from May 1993
to August 1998, the regression modeling of the
author was based on the 143 auctions conducted
up to August 1997. The frequency was fortnightly
at first with weekly auctions started from July 1996.
Bidders were licensed importers including private
firms, SOEs, endowments, individuals – and there
were no intermediary banks. Entry restrictions
were based on a USD 5,000 threshold which was
doubled later. Also, investors seeking more than
1 million were served separately without auctions.
Demand from franco valuta was also later included
in the auction when it was banned in August for new
goods and in September, ’96 for used-goods. The
auction supply rules were not disclosed although
the supply volume was announced, and the regime
was regulated in a highly transparent manner. The
parallel markets and the official markets were
also monitored very well, with the later unified
by auction number 60, in August ‘97. The NBE did

2. USD inflation of 2.25 % APR from 1992 to 2017… need to increase X 1.745; Eth Birr Inflation Rate of 12% average from 1991 to 2017 … x 20; USD to Birr
depreciation over the 25 years since 1992… x 13.75. The average of the three is nearly 10
3. Policy Rules & Bidding Behavior in the Ethiopian Exchange Auction, by Janine Aron, Oxford, 1997
4. Helaway Tadesse was a co-author(?)with Aron at Kyoto for a paper with the same content but different title.

26
not post a reserve price, a clearing price for the
possibility of a remainder from the supply. The
author studied the auction’s behavior for regime
shifts, frequency changes, supply announcement,
trade liberalization, entry costs and fiscal or
traditional seasonality to enrich her regression
models. The statistics for the regression included
bid ratios, spreads, parallel market premium and,
most importantly, end of months foreign reserves
(less official gold)5 . The depth of analysis by the
paper cannot have any bearing on the performance
of the auction. Still, a process that can attract such in
depth inquiry must have some merits on its own.
And the performance shows just that.

Data on country reserve positions are available for
over 50 years from World Bank and IMF database.
Hence, the success story is well documented
by the Bretton Woods establishments – the IMF
& Worldbank. The highest reserve in months
of following year imports was registered then.
Customarily, for poor countries at least, reserves
are measured by the number of months of following
year imports. With 3 months target prescribed by
the IMF. From that aspect too, the auction performed
very well. The Reserve was more than adequate
for seven months of following year imports. (See
graphs below)

Graph: IMF Country Reserve Data for Ethiopia, 1960 to 2015

5. Reserves less gold were obtained from IMF database for the same period, according to the author.
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And then the retail auction stopped and a close up
will tell more of what happened. The peak of the
small guy game and the dip that comes from the big
money of the banks in 1996 is visible. The Interbank
“market” and the Ethio-Eritrean war delivers a dual
blow to the four years of auction glory! Thereafter,
retail accounts seeking foreign currency fall at the
mercy of the banks.

IMF Literature on Reserves & the
Controversy of Adequacy Assessment
The kind of reserve success witnessed during the
auction years and the failures of the years much
later makes one question the reserve adequacy
assessment itself. Given that the country has
registered such a tremendous growth over the
years, the decrease in reserves may not be such a
handicap after all. So one may need to investigate
the fundamental value of foreign reserves.
IMF Reserve Adequacy has three angles of
assessment:
1. Precautionary
2. Non-precautionary
3. Opportunity cost of holding reserves
According to the IMF 2013 Guideline, the probability
models for the precautionary assessment deal with
banking, currency and liquidity dry-spell crises.
The independent variables are mostly ratios of
reserves to GDP, to Base Money, to Current Account,
to Government Debt. The dry-up episodes for
liquidity crunch is estimated by the following
operational definition:
“Events of foreign exchange market “liquidity
dry-up” are defined as episodes where the daily
z-score of bid-ask spreads is larger than 99
percentile of 34 AMs and 49 EMs. The sample
of liquidity events encompasses January 1, 1999
to June 30, 2013. Each episode is summed up for
each country to annual data so that the number
of liquidity dry-up episodes in a year can be
interpreted as a proxy for liquidity shortage in
FX markets.”
The 2013 IMF Paper had a survey which tells the
lack of agreement between the authorities and the
IMF staff. (See the survey from the 2011)

Staff and Reserve Managers differ too much!
For Low Income Countries like Ethiopia, there
is no such analysis at all. There is a more recent
guideline, that of the 2015, which is very honest
about the inadequacy of the adequacy assessment.
Yet for low income countries it too recommends
that LIC need only focus on how not to be caught
in liquidity dry-ups. See the excerpts from the
Guideline below:
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World (US Dollars, Billions)
Total Foreign Exchange
Reserves
Allocated Reserves
Claims in U.S. dollars
Claims in euros
Claims in Chinese Renminbi
Claims in Japanese yen
Claims in pounds sterling
Claims in Australian dollars
Claims in Canadian dollars
Claims in Swiss francs
Claims in other currencies
Unallocated Reserves

Q2 2016

Q3 2016

Q4 2016

Q1 2017

Q2 2017

10,970.82

10,995.63

10,716.88

10,902.39

11,120.94

8,062.84

8,357.26

84,218.00

8,840.27

9,263.81

5,258.95

5,406.95

5,502.86

5,713.17

5,909.10

1,562.05

1,642.34

1,611.11

1,702.08

1,844.53

329.05

349.71

90.78

95.13

99.36

367.23

367.82

332.86

40,003.00

429.49

136.97

150.19

365.83

376.98

408.08

147.76

159.91

142.30

157.90

163.98

14.28

14.74

163.14

168.95

180.22

14.28

14.74

13.69

14.48

15.69

246.54

265.60

199.22

211.55

213.35

2,907.98

2,638.38

2,295.08

2,062.12

1,857.13

And then there is the Global Reserve. The table
above shows the global reserve position of the last
quarter. Nearly the equivalent of USD 11 Trillion
is in the custody of the global risk management
department, so to speak. Economies with
convertible currencies like the US, the UK, Europe
and Japan need not hold such reserves ( not for
similar purpose at least) but account for nearly
40% of the USD 73 trillion world economy. This
means reserve money is actually hedging the RoW
economy of around 44 trillion by a 25% margin.
From business point of view, that kind of ratio is
outrageously huge. And a little immoral too, when
one considers the reserve ensures consumption by
convertible currency is leveraged by savings from
the society using inconvertible domestic currency
(rich world indulges in unfettered consumption/
investment while poor world stay put and hold onto
their IOUs).

Conclusions and Recommendations
On Reserves
Valuing reserves more in terms of precautionary
purpose than investment opportunities is a classical
instance of the hysteresis loop identified by Amos
Tversky & Daniel Kahneman for the utility of money.
When it comes to money, most people value more a
unit lost than a unit gained.
In conclusion, as an aspiring developing nation,
Ethiopia’s reserve adequacy assessment:
1. should not encourage import by saving for
it
2. must enable the use of reserves more for
application of monetary policy to fit to policy
requirements than for the use of reserves for
precautionary purposes
3. should not underestimate the opportunity
cost of reserves based on returns on public
investment but instead estimate the cost
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based on commercial interest rates; as most
reserves are retained and detract from
private transfers & FDI.

(preferably half-yearly) export, in addition to the
customary precautionary goals of providing for
crucial near-future imports.

The purpose of reserves should be revisited for poor
countries as much as for the rich. In fact, reserves
as monetary policy instruments are as important
for a government of a poor country engaged in
early development as they are important to meet
current account obligations in a dry-up spell.
Making reserves reflect export performance than
import burdens is a key step in investigating the
appropriateness of the IMF ARA-guidelines for
LICs. And as the currency for reserves is subtracted
from trade, the opportunity costs of trade need to
be accounted. Hence cost of holding should be
estimated as the lost return from private sector
investment proxied by the highest commercial
rate, or at least the highest rate registered in the
external account.

On Auctions
Going back to the glorious times, the auction was
very instrumental in mobilizing foreign assets
and trade in epic proportions for a country that
was just emerging from a devastating civil war.
And a strange achievement given also the fact that
the market did not have a buying counterpart to
the retail sale auction. The NBE only sold foreign
currency receipts from aid and export earnings but
did not buy at all6 from other would be suppliers.7
Yet, the most that was mobilized was the intellect
of the good governance that was prevailing at the
NBE at the time. I see no reason why such intellect
cannot be inspired again now, today, especially
when our country needs it most in these troubled
times. A revisit of the auction policy of the past with
the intention of coming up with its modern, high
tech equivalent, that is the least we owe to today’s
Ethiopia. As to foreign reserves, the IMF would
have to search for an alternative to its hackneyed
narrative on the provisions of Article IV and help us
analyze our way out of the persistently inadequate
reserve burden it has imposed on us, the poor
LICs. The objective of foreign reserves for a
developmental state should be its use as a leverage
in the application of monetary policy to help
achieve macroeconomic goals; especially for its
most important sector - exports. Foreign reserves
need to be set either as percentage of projected
(preferably quarterly) GDP or as ratio of projected

6. May be the Treasury Bills were sufficient for its supply of local money(?) But what most probably happened was depositors money was used to finance the purchase of foreign currency. A situation that may have remained to date.
7. Buying & selling operations from nearby Seychelles available at http://www.cbs.sc/Downloads/monetaryfiles/FEA/Operational%20Guidelines%20for%20Foreign%20Exchange%20Auctions.pdf
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Introduction
This article is presented to the 2nd Annual
East Africa Finance Summit with the theme of
“Preparing for Tomorrow: building proactive
finance sector in East Africa.” The paper
highlights business objectives of insurance
companies, pinpoints the relationship of
insurance with economic development,
discusses the role of insurance companies as
institutional investors, outlines the Ethiopian
regulatory framework on investments by
insurance companies and attempts to present
the challenges of the East Africa sub-region
in light of sustainability and effectiveness
of insurance companies’ investment. Finally,
concluding remarks are forwarded.

The insurer assumes the obligation to
restore, at least in part, the economic losses
suffered by the insured.
•

In brief, insurance transaction has the following
features:
•

There are two parties- insured and an
insurer;

•

The purpose is for the transfer of risk from
an insured to an insurer; the principle of
risk pooling or the law of large numbers is
the basis for the acceptance of the risk by
an insurer;

The article is meant to encourage dialogue
among the participants and the article
•
employed qualitative research methodology.
The lessons from other jurisdictions are also
surveyed in relation to the investments of •
insurance companies.

Insurance Companies Business Objectives
Before considering the business objectives
of insurance companies, it is appropriate
to briefly consider the nature of insurance
companies. Insurance can be defined from
different angles. Such definition may be from
economic, legal or social aspect. However,
there are common elements in the definition.
•

Insurance is a social devise whereby insured
transfer risk to the insurer so as to obtain
payment of losses from the contributed
funds.

•

The insured is required to pay premium to
an insurer in the form of consideration;
In the event of the occurrence of the risk
insured, and insurer is required to pay
compensation;
It is clear that the obligation of the insurer
is conditional - the occurrence of the risk
transferred to the insurer subject to the
terms, conditions and exceptions in the
insurance contract.

Hence, insurance is a commercial activity
which is based on structured risk management.
Primarily, insurance provides financial security
in case the insured risk materializes and loss is
sustained by the policyholder.

Insurance business is performed by companies
Insurance is a device for the reduction of the that are licensed to undertake such business
uncertainty faced by the insured through activity. It follows that such companies should
the transfer of particular risks to the insurer.
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reasonably be profitable so as to render the
service as a going concern by rewarding their
shareholders.
From a bigger perspective, the benefits of
insurance include the following:
a) Promotion of financial
households and firms;

stability

for

b) Mobilization and channeling of funds;
c) Relieving pressures on government funds;
d) Supporting
trade,
commerce
entrepreneurial activities;

and

e) Lowering the risks faced by the economy;
f) Improving individuals’ quality of life and
increasing social stability.

Insurance Companies Vs.
Economic Development

countries, one can easily note a developed life
insurance and non-life insurance services with
a developed reinsurance sector. Conversely, in
developing countries, the insurance sector is
smaller in size and such actors do not engage
in major international activities. This is due to
the fact that insurance sector of the developing
countries are financially and technically
constrained. Small size of their markets, undercapitalization of such companies, insufficient
experience and know–how are among the
structural challenges for such companies in the
developing countries.
In light of the above, it is clear that the insurance
sector of most of the countries in the African
continent and almost all of the countries in
East Africa have been struggling with these
challenges. Insurance companies of the
developing countries could become vibrant
players in the field of economic development
upon addressing these challenges.

Insurance Companies as
Institutional Investors

It is clear that insurance business is an
economic activity and, accordingly, there are
studies which show the relationship between In addition to the provision of security to
policyholders, insurance companies play a
insurance and economic development.
pivotal role in the efficient allocation of capital.
According to the empirical studies, there This could be realized through the institutional
are two possible coexisting relationships investment that they undertake in the economy.
between the financial sector in general and the In the current Ethiopian insurance market,
insurance service in particular and economic most of the insurers are undertaking general
development.
insurance business while only a number of
The first is the case where the insurance them operate both general insurance and
service has a supply-leading relationship with life assurance services. In Ethiopia, there is
economic growth. This is where economic only one recently formed local reinsurance
growth can be induced through the supply of company while there are other reinsurance
insurance services. The other relationship is companies from the African continent that have
what is called demand–following where the opened offices in Ethiopia (Africa Re, ZEP Re).
demand for insurance services can induce In general, insurance companies are competing
growth of financial institutions and their assets. for survival and they sometimes obtain negative
Regarding developing countries such as results from insurance operations. In Ethiopia,
those in the African continent, supply–leading minimal operational result is the reality for
relationship of insurance with economic insurance companies, in part, due to the very
development is more pronounced. Insurance high claims experiences from motor class of
business helps in the achievement of national business coupled with the very low premiums
development agenda and it facilitates charged by the companies in an attempt to
attract customers.Such an approach is obviously
international trade.
suicidal for the long term sustainability of
Furthermore, the nature of insurance sector of the companies. At this juncture, the need of
a given country could be associated with the enhancing the professional competence and
prevailing economic development.In developed managerial skills of the staff of insurance
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companies has been noted and interventions
have been started in Ethiopia by earmarking
2% of the annual recurrent budget of insurance
companies so that human capital development
is given attention.

and shareholders as it could strengthen the
financial capacity of insurers to live up to the
expectations of both.

However, in recognition of the fact that insurance
policy funds have an aspect of liability of an
On the other hand, Ethiopia’s insurance sector insurer to policyholders, its investment is
is at an infant stage like its counterparts in other regulated in a bid to protect the interest of
developing countries. For instance, despite the policyholders. Actually, the existence of risk in
growth of production from general insurance every investment may not be ignored.
and life assurance business made in the last
two decades, the contribution of the Ethiopian Accordingly, the regulatory body of the financial
insurance sector for the GDP is still below 1%. sector in Ethiopia, the National Bank of Ethiopia,
issued Directive No. SIB/25/2004 in order to
With the above indications on the nature of specify the permitted investment instruments
the insurance sector in Ethiopia, ensuring for insurance companies along with the cap
sustainable profitability and effectiveness of on those instruments as percentages of total
the insurers is becoming more challenging. It is admitted assets.
only upon proving the corporate sustainability
that the long–term interests of the policyholders The investment instruments allowed under the
directives are:
could be protected.
a) Treasury bills and bank deposits (saving
The regulatory requirements including the
and time deposits),
meeting of the minimum paid-up capital can
be effective if the shareholders are motivated
b) Company shares,
by the profitability of insurance companies. In
order to balance these two sides of the equation,
c) Real estate,
insurance companies need to look far in terms
of assessing the feasibility of reasonable
d) Investment options of the company
investment options that could fetch higher or
choice.
reasonable yields in the form of dividends.
The margins allowed for insurers’ investment
Again, such investments by insurance
from general insurance funds are:
companies need to comply with the regulatory
standards on the investments by insurance
• Treasury bills and bank deposits
companies.
(saving and time deposits) not
less than 65% of admitted asset,
A brief overview of the Directives on the
investments by insurance companies in
• Company shares not exceeding
Ethiopia is outlined in the subsequent section.
15% of admitted asset,

Brief overview of the
Investments by Insurance
Companies
Insurers mobilize funds from policyholders in
the form of premiums paid at the time of the
issuance of insurance policies. Settlement of
claims could be effected from such funds for
the risks occurring thereafter. The insurance
policy fund in the hands of the insurer at the time
could be invested so as to obtain investment
income. Such additional stream of income
from investment by an insurance company
is in the best interest of the policyholders

•

Real estate not exceeding 10% of
admitted asset,

•

Investment
options
of
the
company choice not exceeding
10% of admitted asset.

The margins allowed for insurers’investment
from life assurance or long-term insurance
funds are:
•

Treasury bills and bank
deposits (saving and time
deposits) not less than 50% of
admitted asset,
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•

Company
shares
not
exceeding 15% of admitted
asset,

•

Real estate not exceeding
25% admitted asset,

•

Investment
options
of
the company choice not
exceeding 10% of admitted
asset.

As per the National Bank of Ethiopia’s Directives
No. SIB/25/2004, Investments of Insurance
Funds Directives, Article 1(1) describes
that admitted asset excludes prepayments,
mortgaged or secured properties, intangibles,
unsecured and inadequately secured loans as
well as assets in excess of limits prescribed by
law. This definition of admitted asset excludes
significant portion from the asset of insurance
companies. It could be implied from the
provision that the regulatory organ has given
more weight so as to safeguard the interest
of policyholders from excessive investments
by insurers. However, it appears that such
restrictions would force insurers to maintain the
insurance fund in the least attractive investment
instruments. This precludes the consideration
of more value creative investment options
which could be utilized to maximize its returns.
Besides, the regulatory requirement under
Banking Business Proclamation No. 592/2008
and Insurance Business Proclamation No.
746/2012 introduced the status of “influential
shareholder” once the equity investment of a
shareholder has reached 2% and with a ceiling
of 5% of the subscribed capital of the entity in
which the investment is made . This has adverse
effect on insurers as the excess insurance fund
would be forced to stay in a low yield basket. In
Ethiopia, the investments in banks are presently
attractive and duly regulated. Insurers are not
generally inclined to invest in other sectors
that are not transparent and well regulated.

In light of the ever increasing claims liability faced
by insurers, the sustainability and effectiveness
of insurance companies to address such
liabilities could be more enhanced through the
introduction of a dynamic investment options
which could help to maximize the interests of
both the policyholders and shareholders. At
present, the benefit of getting the most out of
the institutional investor position of insurance
companies could be enhanced by considering
amendments to the above Directives and
regulatory standards which are more restrictive
of the investment opportunities of insurance
companies in Ethiopia. For instance, the margin
of not less than 65% and 50% investment from
admitted assets in treasury bills and bank
deposits from general insurance fund and longterm insurance fund respectively are among
the options which could be reviewed to allow
wider latitude for investment.
In developing countries such as Ethiopia and
the countries in East Africa, the consideration
of a policy framework which encourages
and provides more option of investment by
insurance companies could have a multiplier
effect in the economy. However, this does not
mean that insurance companies should be left
unregulated; this is to recommend flexible ways
that help to get the most out of the institutional
investment potential of insurance companies
without losing sight of their claims liabilities.
Such bold measure could also support the
realization of national development agendas.
There are ample opportunities in developing
countries
where
insurance
companies
could complement their resources for an
attractive return. The trends in regional or
sub-regional economic integration as well as
the move towards WTO accession have both
opportunities and threats for the insurance
sector of developing countries which should
be synthesized in detail. One aspect of such
an opportunity is preparation for partnering in
both the existing and new markets.

From the lessons of other countries, the
Insurers in Ethiopia have broadened their following points could be observed in relation
investments so as to primarily discharge their to the investments of insurance companies:
claims liabilities to the policyholders. This
a) Prudential requirements are utilized
decision by insurers is in the best interest
to protect the integrity of insurance
of the public and it helps to provide better
companies (capital adequacy, solvency
protection to policyholders as it guarantees
future payment to policyholders.
margins, effective reporting and
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accounting practices, the need of
ensuring reasonable rate of returns from
investments);
b) Consumer education and information
and adequate policyholders protection
solutions;
c) Making use of indicators on financial
soundness of insurers (capital adequacy,
asset quality, reinsurance protection,
actuarial and management soundness,
profitability, market-based indicators);
d) Designing flexible investment options
including the investment of insurance
companies in purchasing secures loans,
investment in local stock exchange,
etc…
e) In order to ensure safety of investments
of insurance companies, the insurance
companies must ensure that its
investments are sufficiently diversified
and dispersed;

Challenges of the East
Africa sub-region in light
of the Sustainability and
Effectiveness of Insurance
Companies’ Investment
From
the
qualitative
survey
and
assessment of the East Africa sub-region,
the sustainability and effectiveness of
insurance companies’ investment is
exposed to numerous challenges including
the following:
a) Transparent and comparable statistics
on investments of insurance companies
is not available;
b) Investment management experience
and insurance skills are not well
developed;

c) Investment opportunities and capital
f) The existence of well functioning money
markets are under-developed.
and securities markets to support the
availability of both long-term and The above are some of the major problems that
short-term investment opportunities for could be noticed in the sub-region having an
impact on the sustainability and effectiveness
insurance companies;
of investments of insurance companies.
g) Installing and observing investment
policies which include asset mix, It is hoped that participants would deliberate
on pragmatic strategies which could be
valuation, asset-liability matching and
employed in the sub-region so as to address
risk management.
these challenges.

Conclusion

It appears that some lessons could be
Investments by insurance companies have
drawn from the experiences of other
various impacts, including:
counties so as to adapt to our own
realties.
• Facilitation of business;
•

Channeling of funds in the
economy for better returns
thereby
fostering
efficient
resource allocation;

•

Enhancement of investment risk
management practices;
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•

Consideration of diversification
and investment risk distribution.

Therefore, dynamic strategies which balance
the protection of policyholders with those
which motivate shareholders need to be

considered in our sub-region in order to get
maximum benefits from the multiplier effects
of insurance companies’ investments.
Thank you for your kind attention!
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Abstract
EthSwitch is a company owned by all private and public banks in Ethiopia, whereas, ethioPay is the brand
of the processing infrastructure (i.e., National Switch and Related Systems) as well as the Domestic Payment
Scheme (i.e., ethioPay branded card, mobile, and internet applications) which are all owned and operated by
EthSwitch. The company current services are Switching, Clearing, and Settlement of interbank transactions
of cards issued by any Bank in Ethiopia, as well as providing various shared services. Mobile and Internet
based services will also soon be out for public use.
The major benefits of ethioPay, as Domestic Payment Scheme are: providing lower cost to Banks than the
International schemes, flexibility to develop products suited for the Ethiopian market, and independence from
undesired International schemes influence.
Overview
Payment is defined as the payer’s transfer of a
monetary claim on a party acceptable to the payee.
Typically, claims take the form of banknotes or
deposit balances held at a financial institution or at a
central bank.1 Payments are the connectivity tissue
of any financial system, since they link payers with
payees.
A payment system consists of a set of instruments,
banking procedures, and, typically, interbank
funds transfer systems that ensure the circulation
of money.
Payment systems and instruments are
significant contributors to the broader effectiveness
and stability of a financial system, in particular to
the confidence in money and to the functioning of
commerce.

The efficiency and safety of payment systems (i.e.,
large value and retail payments) are of interest to
central banks and other public authorities. A central
bank is core contributor to national payment system
development, as it generally plays variety of essential
roles in a country’s payment system. It is an operator,
an overseer in core payment arrangements, a user of
payment services, and a catalyst for payment system
reform.
The National Payment Systems (NPS) Development
Strategy of Ethiopia2 crafted and led by the National
Bank of Ethiopia, envisages developing an efficient,
reliable, and safe e-Payment platform infrastructure
for Ethiopia, that:
•

complies with international standards and best
practices,
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•

fits into the Ethiopian environment by providing
due consideration to the Ethiopian customs and
business practices, and supporting the needs of its
participants and users,

•

is cost effective to its participants and users and
affordable to end users,

unifying e‐Payment platform for Ethiopian Financial
Institutions, anywhere anytime, whereas, its mission
is to provide simple, affordable, secured, and efficient
e-Payment infrastructure services.

In addition to creating interoperability among financial
• improves financial intermediation through institutions and related payment service providers at
enabling effective and efficient collection and a national level, the National e-Payment Switch and
Clearing System (ethioPay) operated by EthSwitch
payment mechanisms,
provides additional benefits, like:
• buoys up international and local remittances,
• gains from economies of scale for its participants,
• helps expanding access to financial services, and
• easier access for new entrants to particular
• is conductive to the development of the Ethiopian
payments streams,
Economy.
• easier adoption of international standards,
As part of implementing the NPS, in 2009, the National
Bank of Ethiopia (the central bank) instructed all • more effective maintenance of security, and
commercial banks to cooperate in the establishment • easier adoption of new innovations/technologies,
of the National/Central switch system (later named
at sector/national level.
EthSwitch) that processes electronic retail payments.
Creating interoperability among the retail payment The approach adopted by EthSwitch, to align with the
systems and thereby expanding access to financial ever-evolving e-Payment landscape, includes:
services was the major policy objective of the central •
bank’s instruction.

EthSwitch
EthSwitch is owner and operator of the National/
Central Switch of Ethiopia. It is a share company,
with equal investment by all private and public banks
in Ethiopia. The company is governed by its owners,
wherein the National Bank of Ethiopia is the Board
Chairman.
The purpose of EthSwitch full aligns with the
National Payment System Development, the
Financial Inclusion3, and the e-Government strategies
of Ethiopia. The company’s vision is to become the

Balancing Cooperation vs. Competition through
remaining to be an Interoperability & Shared
Platform Infrastructure Provider.
o From the four levels in which payments
occur, i.e., Access, Messaging, Clearing,
and Settlement, EthSwitch will remain
to provide services on cooperation areas
only, i.e. Messaging, Clearing, and
Settlement and other shared infrastructure
services. EthSwitch has no intention to go
into Access services, so as to leave the area
for competition and thereby innovation
(by Banks, Third Party Service Providers,
etc.)
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•

Continually complying with international, but •
open standards

•

Implementing
shared
responding to local needs

products/services
•

the National e-Payment Switch, Clearing, and
Settlement System (i.e., processor for all payment
cards issued by Ethiopian Banks), and
the Domestic Payment Scheme.

As an interoperability provider, ethioPay has
connected all Banks in Ethiopia for interbank retail
EthSwitch owns and operates the unifying e-Payment
payment transactions switching and clearing, as well
platform for Ethiopia (branded as “ethioPay”), which
as settlement between Banks, through their respective
consists:
settlement accounts kept in the National Bank of
Ethiopia (the central bank).

ethioPay:

Figure 1 below depicts ethioPay, as the interoperability infrastructure of all Banks.

Figure 1: ethioPay - the interoperability infrastructure
The three major building blocks of the ethioPay
infrastructure are:
•

•

International Standards: ISO, EMV, and PCI
DSS,

Payment Instruments/Channels (Card, Mobile,
Internet),
•

System Rules and Procedures.

Currently, through ethioPay, bank customers get
Infrastructure & Payment Instruments: Switch instant cash-out services on any bank ATM, the banks
and Related Systems & Infrastructure, and get next business day settlement of their claims along
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with online dispute management and settlement
services. Besides, ethioPay currently provides various
hosted services, such as, card personalization, card
management, ATM driving and management, POS
driving, dispute management, and fraud monitoring
services.
In addition to the above described processing related
services, ethioPay is also a domestic payment scheme
for Ethiopia. This is a local payment scheme compliant
to international standards but developed for Ethiopia
and owned by Ethiopia. It has many advantages,
compared to issuing internationally branded cards
(like Visa, MasterCard, etc.) for local use, as it is much
cheaper than the international card schemes, flexible
to develop products suited for the local market, and
provides independence from undesired international
card schemes influence.

ATM, POS, Mobile, or internet from anywhere at any
time. Such services, will enable bank customers to
pay their taxes, fees, bills, top-ups, etc. using their
bank card, mobile, or internet. In addition, ethioPay
is also implementing:
•

bulk clearing (direct credit) services which
are usable for payment of salary, pension, and
benefits, etc.,

•

direct debit service which are usable for regular
fees such as insurance premiums, loan re-payment,
school fees, etc.,

•

prepaid cards issuance, and

•

gateway services for acquiring international
payment cards.

Figure 2 below, depicts the ethioPay ecosystem, as
Under its ethioPay brand, EthSwitch, is also the Unifying e-Payment Platform for Ethiopia, which
implementing services for bank customers to make includes the services, channels, users, and participants
transfer payments to any other bank customer, using described above. EthSwitch develops and operates
the ethioPay ecosystem.

Figure 2: The ethioPay ecosystem
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Summary:

their customers,

ethioPay is the Unifying e-Payment Platform for •
Ethiopian financial institutions. The ethioPay
ecosystem:

enables government institutions, businesses, and
individuals to effectively and efficiently make
payments and collect their revenues through
financial institutions, and

•

•

helps expanding access to financial services, for
greater financial inclusion,
•
enables financial institutions to widely provide
cost effective and affordable financial services to

helps the development of a unifying electronic
retail payment platform that is conducive to the
development of the Ethiopian Economy.

(Endnotes)
1

A glossary of terms used in payments and settlement systems, Bank of International Settlements, updated
Sept, 1, 2016;

2

Modernization of the National Payment System in Ethiopia, Part 3, Vision and Strategic Framework
May 2009;

3

National Financial Inclusion Strategy (2014-2020), National Bank of Ethiopia, April 2017;
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Introduction
Compulsory insurances are those classes of insurances made compulsory by law frequently with
the objective of providing protection to the third parties and general public. In many countries,
liability insurance is a compulsory form of insurance for those at risk of being sued by third parties
for negligence. The most usual classes of mandatory policy cover the drivers of vehicles, those
who offer professional services to the public, those who manufacture products that may be harmful,
building contractors and those who offer employment. The reason for such laws is that the classes
of insured are deliberately engaging in activities that put others at risk of injury or loss. This paper
explores different types of compulsory insurance covers from selected countries of the world,
starting from our country Ethiopia, some regional associations and international conventions.
Article 5 (D) also obliges importers to get an
insurance certificate from a local insurance
company. From the above laws and directives,
1.1 Marine
one can conclude that Marine Insurance on
As stated in Notice No. 1/1977 dated January import has been compulsory in Ethiopia since
5, 1977, all imports to Ethiopia should be 1997.
insured locally. This was further strengthened
by Proclamation No 86/1994 where Chapter 2, 1.2 Professional Indemnity
Article 8 of the Proclamation states that” except
with the written authorization of the Bank, no According to the directives issued by the
policy or contract of insurance or indemnity National Bank of Ethiopia, Insurance Brokers
of any kind or character covering risks…… and Agents are required to have a professional
including insurance of goods to be imported indemnity insurance cover. Directive No.
st
into Ethiopia shall be written or placed with SIB/30/2007, dated 1 January, 2008, requires
any person who is not licensed under this general insurance agents and long term
Proclamation”. However, where the capacity or insurance agents to deposit Birr20,000 and Birr
the particular insurance cover required is not 40,000, respectively, with the Bank or maintain
available locally, the National Bank of Ethiopia, a professional indemnity insurance cover for
the supervising authority of the finance industry, the same amount. Directive No. SIB/31/2010
including the insurance sector, in Ethiopia can also requires insurance brokers to maintain a
give exemption. Directive no FXD/07/19/98, valid professional indemnity insurance cover
for Birr1,000,000 (one million). “The insurance

1. Ethiopia
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policy shall provide cover against losses arising
from claims against the brokers: For breach of
duty in connection with the business by reason
of any negligent act, error omission. In respect
of libel or slander (defamation). By reason of
any dishonest or fraudulent act or omission
committed or made. In respect of legal liability
incurred by reason of loss of documents and
costs and expenses incurred in replacing or
restoring such documents.”

2.1
Insurance
Construction

of

Buildings

under

Insurance Act of 2003. Section 64 of that Act
requires every owner or contractor of any
building under construction with more than two
(2) floors must take out an insurance policy to
cover liability against construction risks caused
by his negligence or that of his servants, agents
or consultants which may result in death, bodily
injury or property damage to workers on site or
members of the public. This insurance policy
1.3 Motor Third Party Insurance
also covers liability for collapse of buildings
The Motor Vehicles Third Party Insurance was under construction. Failure to comply with this
put into law by Proclamation no. 559/2008, provision is an offence punishable with a fine
dated 9th January, 2008. The purpose of this of N250,000   or three years imprisonment or
proclamation was “… to establish a system for both.
facilitating the provision of emergency medical
treatments to victims of vehicles accidents and 2.2 Occupiers Liability (Public building)
to require owners for vehicles to have third Insurance
party insurance coverage against third party
risks”. According to this Proclamation, “The Protects third parties and commercial users who
insured shall secure insurance coverage for may sustain bodily injury, death or property
damage as a result of fire, flood, earthquake
liabilities arising from:
Collision, roll, fire or explosion caused by the storm or collapse of occupied private business
and public premises.
insured vehicle; and
The fall of objects carried by the vehicle its
accessories or tools being used in connection 2.3 Employers Liability Insurance
with the vehicle.”
The amounts of compensation due to accidents The Employer’s Liability is no longer a
are Birr15,000, Birr40,000 and Birr 100,000 in compulsory insurance in Nigeria. However,
the case of bodily injury, death and damage there is a new compulsory insurance under
to property, respectively. According to Part IV, the Employee’s Compensation Act, 2010
Article(16), Sub Article 2 of this Proclamation, which makes it mandatory for employers to
any person who alleges to be entitled to make provision for their employees and the
compensation above the limit provided above, dependants for any death, injury, disease or
shall have the right to claim the same from the disability arising out of, or in the course of
insured person in accordance with relevant employment.
laws. The implication is that the liabilities of the
insurance companies are limited but that of the The Employee’s Compensation Act, 2010
is a social security/welfare that provides
insured persons are unlimited.
comprehensive compensation to employees
who suffer from occupational diseases or
2. Nigeria
sustain injuries arising from accidents at
A number of insurance products have been workplace or in the course of employment. It
made compulsory by law and the following are should be noted that the death benefit under
the Employee’s Compensation Act, 2010 would
the more prominent ones.
ordinarily be in the course of the employee’s

45
employment, whereas, that of the group life
scheme is worldwide, except the policy specific Schedule of Compensation:
Bodily Injury or Death: Unlimited (AS per Court
exclusions such as suicide and war risks
Award or Agreement).
Third Party Property Damage-N1 million.
2.4 Group Life Insurance Policy
These policies have benefits attached to them
Protects the public and private sector in the area of business opportunity in the event
employees who may die, become mentally or of disaster at work place, shifting the financial
physically disabled or disappear while still in burden of the policy holder’s negligence and
acts of omission or commission to the insurance
service.
The Group Life Insurance is only compulsory for company, providing the policy holder with the
every employer with at least three employees opportunity to protect himself, his business
as amended by the Pension Reform Act 2014 and family members against the vicissitudes.
(the minimum number of employees used to They also have heavy fines plus long years
be five under the previous Pension Reform of imprisonment attached on them for
Act 2004). The premium for this insurance is non- compliance with relevant laws on the
fully borne by the employer and death benefit above policies. The implementation of these
is expressed as a minimum of three times the compulsory insurances took effect from March
annual total emolument of each employee. 1, 2011.
Furthermore, the premium should be paid
by the employer not later than the date of 3. South Africa
commencement of the over.
Schedule of Compensation:
There is no compulsory insurance in South
• Death;
Africa other than the Road Accident Fund.
• Disappearance;
• Permanent Disability
Road Accident Fund (RAF)
each three (3) times total Annual Emoluments
2.5 Healthcare Professional Indemnity
Insurance
Protects the National Health Insurance Scheme
(NHIS) practitioners from the errors, negligence
and acts of commission or omission.
Schedule of Compensation:

To provide appropriate cover to all road users
within the borders of South Africa for incidents
arising from the use of motor vehicles and, in a
timely and caring manner, compensate persons
injured or their families in the event of fatal
accidents, rehabilitate the injured, indemnify
the wrongdoers, and actively promote the safe
use of the roads.

The social insurance cover, however, does not
extend to drivers of motor vehicles that are
Limit)
found to be negligent.
Below -20
N10.0 million
Road Accident Fund Act 56 of 1996 came into
21 - 50
N15.0 million
51 - 100
N40.0 million
operation on 1 May 1997. This act established
101 - 500
N60.00 million
the present Road Accident Fund whose object
Above 500
N100.0million
it is to pay compensation in accordance
with applicable statutes for personal loss or
2.6 Motor Vehicles Third Party Insurance
damage wrongfully caused by the driving
of motor vehicles. The Road Accident Fund
Protects the passengers, third party property
Act was subsequently amended by the Road
owners, members of the public and other road
Accident Fund Amendment Act 19 of 2005.The
users in the event of motor vehicle accidents.
No. of Beds

Sum Insured (Specified Annual
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RAF is the product of a long history spanning
more than seventy years, which commenced
with the introduction of compulsory motor
vehicle insurance in 1942. The Motor Vehicle
Assurance Act 29 of 1942 was the first statute
in South Africa, which provided for compulsory
insurance to ensure that victims could recover
damages, which were caused unlawfully
by motor vehicles. The main thrust of the
initial legislation was to afford protection to
persons not in or on a particular vehicle, i.e.
pedestrians. During the sixties it became
apparent that certain insurance companies had
insufficient income to cover claims. Several
companies were liquidated and this lead to
the establishment in 1965 of the Motor Vehicle
Accident Fund to act as reinsurer of companies
which undertook compulsory Motor Vehicle
Accident (MVA) insurance.
From 1942 to 1986 the legal basis and the
funding of the MVA system essentially
remained unchanged. With the introduction of
the Motor Vehicle Accidents Act 84 of 1986 the
method of funding the payment of claims was
radically changed. The compulsory insurance
system with its statutory annual premiums was
abandoned in favor of a levy on fuel sold.
The RAF is not involved in the collection of its
fuel levy. The South African Revenue Service
(“SARS”) administers the collection of the fuel
levy and pays it to the RAF, in accordance with
provisions of the Customs and Excise Act, 1964
(Act No. 91 of 1964) and the RAF Act.
Under RAF, the liability is unlimited only in
respect of injuries that fall within the category
defined as “Serious Injury” by the Road
Accident Fund Act. On the other hand there is
no compulsory insurance in respect of property
damage.
The RAF provides a social security safety net to
the country and economy by making available
compulsory social insurance cover to all users
of South African roads.

According to the Fund’s annual report for 2015,
the average value of a claim was R114,969.
Average payouts for specific types of damages
were as follows:
R368, 883 for loss of support
R732, 371 for loss of earnings
R334, 799 for general damages
R9, 799 for medical expenses
Examples of some recent payouts by RAF, as
presented by DSC Attorneys are given below.
•

A female passenger who sustained a head
injury and multiple fractures, which left her
with a speech impediment, was awarded R6
170 487 in damages.

•

A 6-year-old boy received a Road Accident
Fund payout of R4 423 783 for injuries that
he sustained when the car that he was
travelling in collided with a city power
generator that was not visible to the driver.

4. Great Britain
4.1 Motor Vehicles Third Party Insurance
Third party insurance is the minimum legal
requirement in the UK, but it has its limitations. A
third party policy covers any liability for injury
to other people - including your passengers and damage to another person’s property. You
will also be covered for any accidents that arise
from the use of a caravan or trailer attached to
your vehicle, as well as any accidents caused
by your passengers.
4.2 Employers’ Liability (Compulsory
Insurance) Act 1969 (Great Britain)

Most employers are required by the law to
insure against liability for injury or disease
to their employees arising out of their
Average Road Accident Fund payouts
employment.
Employers are responsible
for the health and safety of their employees
In 2015, the Road Accident Fund paid out a total while they are at work. Your employees may
of R28 billion in claims.
be injured at work or they, or your former
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employees, may become ill as a result of their
work while in your employment. They might try
to claim compensation from you if they believe
you are responsible. The Employers’ Liability
(Compulsory Insurance) Act 1969 ensures that
you have at least a minimum level of insurance
cover against any such claims.
Employers’ liability insurance will enable you
to meet the cost of compensation for your
employees’ injuries or illness whether they are
caused on or off site. However, any injuries and
illness relating to motor accidents that occur
while your employees are working for you may
be covered separately by your motor insurance.
You need employers’ liability insurance unless
you are exempt from the Employers’ Liability
(Compulsory Insurance) Act. The following
employers are exempt:*
most
public
organizations
including
government departments and agencies, local
authorities, police authorities and nationalized
industries;
health service bodies, including National
Health Service trusts, health authorities,
primary care trusts and Scottish health boards;
passenger
transport
executives
and
magistrates’ courts committees;
family businesses, i.e. if all of your employees
are closely related to you(as husband, wife,
civil partner, father, mother, grandfather,
grandmother, stepfather, stepmother, son,
daughter, grandson, granddaughter, stepson,
stepdaughter, brother, sister, half-brother or
half-sister). However, this exemption does
not apply to family businesses which are
incorporated as limited companies;
companies employing only their owner where
that employee also owns 50% or more of the
issued share capital in the company.
The Health and Safety Executive (HSE) enforces
the law on employers’ liability insurance
and HSE inspectors can check that you have
employers’ liability insurance with an approved
insurer for at least £5 million. One can be fined
up to £2,500 for any day for which one is without
suitable insurance. If one does not display the
certificate of insurance or refuses to make it
available to HSE inspectors when they ask, one

can be fined up to £1,000.

5. Switzerland
5.1 Healthcare
Health insurance is compulsory for all persons
residing in Switzerland (within three months
of taking up residence or being born in the
country). International civil servants, members
of permanent missions and their family
members are exempted from compulsory
health insurance. They can, however, apply to
join the Swiss health insurance system, within
six months of taking up residence in the country.
Health insurance covers the costs of medical
treatment and hospitalization of the insured.
However, the insured person pays part of the
cost of treatment. This is done (a) by means
of an annual excess (or deductible, called the
franchise), which ranges from CHF 300 to a
maximum of CHF 2,500 as chosen by the insured
person (premiums are adjusted accordingly)
and (b) by a charge of 10% of the costs over
and above the excess up to a stop-loss amount
of CHF 700.
Swiss are required to purchase basic health
insurance, which covers a range of treatments
detailed in the Federal Act. It is therefore the
same throughout the country and avoids double
standards in healthcare. Insurers are required
to offer this basic insurance to everyone,
regardless of age or medical condition. They
are not allowed to make a profit off this basic
insurance, but can on supplemental plans.
Regulations also restrict the allowable policies
and profits that a private insurer may offer, as
noted by healthcare economics scholar Uwe
Reinhardt in a review in JAMA. Reinhardt writes
that,
“To compete in the market for compulsory
health insurance, a Swiss health insurer must
be registered with the Swiss Federal Office of
Public Health, which regulates health insurance
under the 1994 statute. The insurers were not
allowed to earn profits from the mandated
benefit package, although they have always
been able to profit from the sale of actuarially
priced supplementary benefits (mainly
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superior amenities).”
Regulations require a 25-year-old and an
80-year-old individual pay a given insurer the
same premium for the same type of policy.
Overall, then, the Swiss health system is a
variant of the highly government-regulated
social insurance systems of Europe that rely
on ostensibly private, nonprofit health insurers
that also are subject to uniform fee schedules
and myriad government regulations. The
insured pays the insurance premium for the
basic plan up to 8% of their personal income.
If a premium is higher than this, then the
government gives the insured a cash subsidy
to pay for any additional premium.
The universal compulsory coverage provides
for treatment in case of illness or accident
(unless another accident insurance provides
the cover) and pregnancy. Health insurance
covers the costs of medical treatment
and hospitalization of the insured.
In
case of pregnancy, there is no charge. For
hospitalization, one pays a contribution to
room and service costs. Insurance premiums
vary from insurance company to company, the
excess level chosen (franchise), the place of
residence of the insured person and the degree
of supplementary benefit coverage chosen
(dental care, private ward hospitalization, etc.)

6. Regional Associations
6.1 COMESA Yellow Card Scheme
COMESA (Common Market for Eastern
and Southern Africa). Founded in 1986, the
COMESA Yellow Card is a regional system of
auto insurance covering all member countries.
Both the strategic importance of cross-border
transport and the volume of heavy truck
movements pose the challenge of balancing
the flow and safety of traffic on the international
corridor. Insurance, commonly known as the
“Yellow Card”, relates to motor vehicle Third
Party liability insurance. This insurance covers
a vehicle in terms of the legislation, relating
to compulsory Third Party liabilities in the
country through which the vehicle is travelling.
The COMESA Yellow Card is a motor vehicle

insurance scheme which is valid in all the
participating countries, viz., Burundi, Djibouti,
Republic of Congo, Eritrea, Ethiopia, Kenya,
Malawi, Rwanda, Sudan, Tanzania, Uganda,
Zambia and Zimbabwe.
It covers third-party liabilities and medical
expenses for the driver of the vehicle and his
passengers should they suffer any bodily injury
as a result of an accident to an insured vehicle.
It also facilitates cross border movement of
vehicles between COMESA member countries.
As this card is valid in many parts of the region,
transporters and motorists do not have to buy
insurance cover at each border post they cross.
About 150 insurance companies are involved
in the operation of the scheme and issue about
50,000 cards annually. ZEP-RE is the current
manager of the Scheme.
6.2 The Economic Communities Of West
African States (Ecowas) Brown Card
Protocol on the establishment of an ECOWAS
brown card relating to motor vehicle third party
liability insurance was concluded at Cotonou,
Benin, on 29 May 1982, by fifteen member
states of West Africa. The guarantee provided
by the ECOWAS BROWN CARD shall cover
the liability incurred by the holder of the card
in accordance with the laws of each member
country which he visits.
7.
Schengen Visa and Travel Health
Insurance Required for Some European
Travel
There is a requirement to have a compulsory
health insurance for travelers to the following
countries: Austria, Belgium, Denmark, Finland,
France, Germany, Iceland, Italy, Greece,
Luxembourg, Netherlands, Norway, Portugal,
Spain and Sweden. Evidence of individual
or group travel insurance to cover any
expenses which might arise in connection with
repatriation, urgent medical attention and/or
emergency hospital treatment. The coverage
must be valid for the duration of the trip and
requires medical coverage limit of at least
$37,500 (the equivalent of Euro $30,000).
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8. International Conventions
International maritime conventions have
introduced compulsory insurance for the shipowner’s liability. The first was International
Convention on Civil Liability for Oil
Pollution Damage, 1969 (“CLC”); followed
by International Convention on Liability and
Compensation for Damage in Connection
with the Carriage of Hazardous and Noxious
Substances by Sea, 1996; International
Convention on Civil Liability for Bunker Oil
Pollution Damage, 2001; Nairobi International
Convention on the Removal of Wrecks, 2007.
All of these conventions require compulsory
insurance for tortuous, non contractual, liability
towards third parties. The Athens Convention
relating to the Carriage of Passenger and
their Luggage by Sea, 1974 is first convention
to introduce compulsory insurance for

contractual liability of the ship-owner, in this
case liability towards the passengers is based
on the contract of transportation concluded
between the ship-owner and the passenger.
Maritime Labour Convention 2006 introduced
compulsory insurance for contractual liability
of the ship-owner towards the seafarers based
on the employment agreement and Maritime
Labour Certificate and Declaration as prima
facie evidence of conformity with the rules of
the Convention.

Conclusion
In conclusion, I trust that countries in the
Eastern African Region can learn some lessons
from the laws and practices of these countries,
regional associations and the International
Conventions and may change their laws if there
is a need to do so.
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Abstract
The nature of terrorism and political violence dictates that there is always someone who suffers.
The need to protect assets and people, whilst also adequately planning for business continuity and
operations, is vital, and therefore is firmly on the risk managers’ radars. Insurance has a pivotal part
to play in this regard. The threat from terrorism has undergone significant change since the attacks
of September 11, 2001. Heightened and more effective counter-terrorism activities in the following
years have prevented repeat attacks on the scale of those carried out in world. Nevertheless, alQaeda and its affiliates, Alshebab and other domestic politically motivated people along with
individuals inspired by the movement, still pose a significant threat to businesses’ interests around
the world, including Ethiopia, as events over the last years have shown. This highlights the evolving
nature of terrorism and the risks faced by insurance clients. Insurers in Ethiopia also should work to
ensure that these challenges are met and provide market solutions and innovative new coverages
tailored for their clients. Insurance cover can be provided for the following incidents on a primary
or excess basis: Sabotage, Terrorism, Mutiny, Rebellion, Insurrection, Coup d’état, Property damage,
Business interruption as a result of political violence and terrorism (PVT). There is a need to properly
study the demand and supply side, considering the potentials in the Ethiopian market. This study is
aimed at understanding the operating environment for Terrorism, Sabotage and Political motivated
Violence Insurance.
1. Background

and politically motivated people. Often
beginning as peaceful protests, these SRCCs
Terrorism, Sabotage and Political motivated
demonstrations sometimes degenerate into
Violence Insurance : What?
violent riots where people and property suffer
Not all disasters are made by Mother Nature. harm, leaving innocent people to pick up the
Politically motivated riots have erupted all pieces. This has led many to ask who should
over the world in recent years, often in the pay for the damage after a riot. Political risk is
wake of terrorism by the so called “terrorists” the probability of disruption to a companies’
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operations by political forces or events,
whether they occur in host countries or result
from changes in the international environment.
Terrorism, Political Violence perils are
dynamic in nature, the causes are sometimes
unclear but the impact is significant. The risk is
evolving, with a diverse range of groups, both
foreign and home-grown, capable of launching
terrorist attacks.

insurance has always existed, but not in its
depth and breadth today

TWO PRODUCT OPTIONS BEING OFERED
IN ETHIOPIA: As per the information collected
form practitioners in the Ethiopian insurance
industry currently two product options are
being offered. These include BASLEY wording
which includes cover for WAR but with relatively
Terrorism/Political Violence Coverage:
HIGH premium and AIG PTS wording that
Cover may be endorsed to include loss
excludes WAR risks. Due to constraints, most
from Business Interruption (loss of business
insurers are forced to place risks in London
income), Increased Expense, and Debris
Market on facultative basis through brokers
Removal (in addition to physical damage loss
valued at replacement cost). Sabotage means Historically , sources indicate that In 1993,
a subversive act or series of acts committed Pool Re was set up in the UK in the wake of IRA
for political, religious, ideological or similar bombings of the Baltic Exchange, owing directly
purposes including the intention to influence to the need for a different approach to insuring
any government and/or to put the public in fear terrorism. Commercial property insurers
for such purposes. More wider scopes include bore the costly brunt of these IRA attacks, and
to cover War, terrorism and sabotage, Political subsequently began to exclude terrorism as an
violence, strikes, riots, civil commotion, insured peril.
Terrorism liabilities/BI/. The biggest markets
for terrorism insurance and political violence
risks and have the largest war, terrorism and
political violence (WTPV) line in the Lloyd’s
market. Nuclear, Chemical, Biological and
Radiological (NCBR) business are also included
and some cover businesses against losses
arising from war on land, confiscation and
expropriation, political violence and terrorism.
Cover also includes compensation for losses
affecting both fixed and movable assets, as well
as business interruption and physical damage.

Later in 2001 the terrorist attack on the World
Trade Center in New York on 11 September
2001 changed the landscape on a more
global scale. With a total property damage
loss of—major insurers stopped providing
terrorism insurance within property policies.
But more and more Lloyd’s syndicates reacted
and started providing terrorism insurance
as a standalone product. Today, there are
approximately 40 insurers in London providing
maximum capacity of USD3bn any one
risk. The PVT cover got wider acceptance
Combined coverage are also available to following terrorist attacks. In Kenya the cover
deliver a policy that combines Political Risk, triggered after west gate terrorists attack on
Political Violence and Terrorism with other Westgate mall. In Ethiopia demand is rising
coverage. Historically, specialist terrorism following politically motivated eruptions and
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consequences followed.

requirements policies and guideline Interested
Academicians, researchers, investors and
Who is it for?: Corporations, Businesses,
students will also benefit from the study as
people with operations in countries with risk of
it would serve as source of reference and in
terrorism and political unrest can be potentially
particular on Terrorism, Sabotage and Political
covered.
motivated Violence Insurance subject and
Shift of customer’s taste and preferences: encourage further research in depth. Finally,
Customer trend is now towards more relaxed Insurers in the Ethiopian insurance industry
terms and conditions.The era of too much will also benefit from the findings of this study
“exclusions” is fading as a result the insurance in understanding the prospects and challenges
industry has had to evolve.
of the insurance product.
Benefits of a Political Risk Policy: Risk
transfer: A PRI Policy provides risk transfer of
catastrophic loss scenarios that can damage a
company’s balance sheet and P&L. Political Risk
Insurance can provide corporate stakeholders
– owners, shareholders, senior management
and directors, with comfort that unforeseen
risks in emerging country operations are
contained.
2. Objectives of the study
Generally, the objective of the study is to review
the prospects and challenges of Terrorism,
Sabotage and Political motivated Violence
Insurance in Ethiopia. However, the specific
objectives of the study are: To characterize
Ethiopia’s insurance industry, to assess the
prospects and potentials, to draw comparative
analysis vis-à-vis other markets, to evaluate
the key challenges ; and to recommend on
requirements to launch/strengthen the service
in Ethiopia.
3. Significance of the study:
This research will be of significance to various
stakeholders surrounding the insurance
industry including, regulators since it sheds
lights on regulatory landscape and other

4. Scope of the study:
This analytical review only covers the prospects
and challenges of Terrorism, Sabotage
and Political motivated Violence Insurance
solutions availed by insurers.
5. Methodology:
The data/information for the study was gathered
from primary and secondary data sources, via
structured interview and reviewing secondary
data sources. The primary sources used for data
gathering include: Structured interviews and
discussions with relevant management group
of insurance companies, and others. Likewise,
the secondary source of data gathering
encompasses, rreviewing various global,
continental and national reports, publications,
economic assessment and analysis reports ,etc
. Industry data is gathered from National Bank
of Ethiopia and various reports from different
government sources in Ethiopia. Browsing
various pertinent websites is also employed
and other relevant articles and previous
research reports on the subject were reviewed.
Finally, the data gathered through the above
articulated methods and source was assessed,
analyzed and presented using appropriate
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standardized formats.

However, practically although started talk with
insurers and their association, no meaningful
contribution on ground.

Who should shoulder the risk? Major Actors/
Players that could possibly shoulder the risk
include Government, Insurers, The insured
public/business organizations and African
Trade Insurance Agency (ATI). And it is known
that African Trade Insurance Agency (ATI) has
officially opened for business in Ethiopia to
ease investors’ concerns.

ATI eligibility requirements: For Political Risk
Insurance or Reinsurance, the investment/
project must be located in at least one of its
African member countries and for Credit
Insurance involving trade transactions, either
the seller or buyer must be located in one of
its African member countries. For Trade Credit
As per ATI,the Agency remarked as it won’t affect
Insurance involving financing transactions, the
Ethiopian insurance companies as it doesn’t
lender, borrower or project must be located
offer similar service at the inception period
in one of its African member countries (for
but now most local insurers provide PVT cover.
international and domestic trade). Available
Joining ATI has enabled to offer political and
Reinsurance Products include Facultative
trade credit risk insurance services for investors
Reinsurance, Quota Share Treaty, Surplus
as well as to attract foreign direct investment
Treaty and Excess of Loss Treaty.
(FDI). Insurers can expand their product line
and capacity with ATI as a reinsurance partner. REINSURERS IN ETHIOPIA+ London
Focuses mainly on investment/- Trade Credit market
Insurance- protects against non-payment risks.
Reinsurer

SN
1
2
3

4

Capacity

Ethiopian Re

•
•

Compulsory: 5% policy cession/25% treaty cession
Capacity-Max-25 million Q/Share treaty

Africa Re- African Reinsurance Corporation

•
•

Treaty 200 million birr-Country
40 million USD facultative

ZEP-RE(PTA Reinsurance Company)

•
•

Standard wordings and pre agreed rates
USD 10 million appetite

•
•

•

Insurers in Ethiopia are forced to place risks in London market due to limited capacity of locally available insurers
Some insurers are working with Munich RE

London Market-through Lloyds Brokers
Munich Re

•

Source: Reinsurers, Dec,2017

6. Results and discussion

owned), flower farms and vehicles. Almost 700
people have been killed during violence in
Ethiopian case-the risk exists: Ethiopia
Ethiopia since August 2016, bringing the total
is no exception. In late 2015 and early 2016,
death toll since the unrest began in late 2015
protested erupted throughout Ethiopia. These
to more than 900.Although lifted currently,
protests evolved into a larger ethnicity-based
Ethiopia declared six months of emergency
conflict with the government. Multiple reports
rule in October after almost a year of antihave asserted that the unrest has compromised
government violent protests in its Oromia,
the country’s economy, especially after Oct. 8
Amhara and SNNP regions. In March, the
protesters damaged factories (many foreign-
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measure was extended by four months amid
reports of continuing violence in some remote
areas. There were conflicts, violence and
stampede in Bishoftu, a town 40km southeast of
the capital Addis Ababa.The Oromia regional
government, confirmed the death of at least 52
people. A cement factory owned by Africa’s
richest man, Nigerian business tycoon Aliko
Dangote, has been attacked by protesters in
Ethiopia’s Oromia region,Properties of Selam
Bus Line Share Company, one of the largest
long distance bus companies in Ethiopia
established in 1996 ,were also burned.

from terrorism in the US have resulted from
attacks carried out by lone actors, resulting in
156 deaths.

Economic Impact of Terrorism: The global
economic impact of terrorism reached
US$89.6 billion in 2016, decreasing by 15 per
cent from its 2015 level. Iraq is the country
suffering the highest economic impact from
terrorism, reaching 17 per cent of its GDP in
2015. Tourism’s contribution to GDP is twice
as large in countries with no terrorist attacks
compared to countries with attacks. The
economic resources devoted to peacekeeping
Global Terrorism Index: The global and peace building represent two per cent of
terrorism index systematically ranks countries the economic impact of armed conflict and
of the world according to their terrorist terrorism.
activity. The Global Terrorism Index (GTI) is a
Claims Made so far-Ethiopian Case: So far no
comprehensive study analyzing the impact of
claim is paid by insurers since the policy came in
terrorism for 163 countries, covering 99.7 per
to existence after the eruption of domestic SRCC
cent of the world’s population. Iraq ranked first
and PVT. Ethiopian Insurance Corporationon the global terrorism index with a score of
conducted claims assessment for the command
10 points, making it the country most affected
post together with professionals from seven
by terrorism on earth. Ethiopia is ranked -54th
private insurance companies. Government
in 2016.
settled requests made using various options
According to the report, ISIL foreign fighters (cash payment, tax relief, allowing affected
who have gone to Syria generally have high companies to import properties duty free..
levels of education but low incomes, with many etc). Although Ethiopia is a member, ATI didn’t
fighters joining in part due to a feeling of pay claims. Not all participants in violence are
exclusion in their home countries. There were politically motivated; some are motivated by
18 deaths caused by ISIL-affiliated attacks other considerations.
in the OECD in 2014. This number increased
Impact on the economy: Unless the risk is
significantly in 2015, to 313 deaths from 67
managed properly it would obviously have an
attacks. Half of all plots with an ISIL connection
adverse impact on the economy. FDI dropped
have been conducted by people who have had
20% to $1.2 billion in six months through
no direct contact with ISIL. Of the last 16 years,
December . Foreign companies received
the worst year for terrorism was 2014: with 93
financial compensation for damages and the
countries experiencing an attack and 32,765
country attracted $1.2 billion in the six months
people killed. Since 2006, 98 %of all deaths
through the end of December, compared with
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$1.5 billion in the same period a year earlier.
The government paid out damages to foreign
and domestic companies deemed affected by
the unrest, with 100 million birr ($4.4 million)
disbursed. Claims were received from at least
20 domestic companies while the government
is also providing tax relief to operations that
sustained damages during the violence.

risk on facultative basis leading to FOREX
outflow since capacity of nearby (domestically
operating reinsurers is limited) on the other
hand, wordings by Global reinsurers are tight
and inflexible. There is also a problem of
inadequate data from the insured leading to
withholding material fact- and in turn might
lead to possible claim rejections in the future.
Due to limited local knowledge and expertise
Challenges: challenges include unavailability
in the subject, negotiation power is in the
of tailored and comprehensive PVT insurance
hands of Reinsurers and as a result cover gap
products suitable for local requirements.
exists and reinsurers dictate policy wordings.
Regulatory Framework since it requires
Insurers employ standard/less tailored
comprehensive and enabling legal and
products to local demand and price/premium
regulatory framework. Here one has to note
rates are entirely dictated by reinsurers.
that how many of the products, rating methods,
product feasibility studies are approved by Challenges from reinsurer’s reside on overall
NBE?. Apart from technicality, determining capacity which is limited and most insurers
whether an event is caused by terrorists or are forced to place risks in London Market on
opportunists actually laying claim to an attack facultative basis through brokers.
and can be quite subjective, and in more
7. Conclusion and Recommendation
extreme cases can be rejected by LOCAL
GOVERNMENTS refusing to acknowledge the The nature of terrorism and political violence
presence of terrorists in their country officially. dictates that there is always someone who
Most governments deny its existence.Generally suffers.
Businesses, their staff and their
speaking acts of terrorism and political customers would be affected. The risk is
violence will always remain unpredictable. The prevalent in Ethiopia. Accordingly, the need
market will, however, continue to evolve, and to protect assets and people, whilst also
bespoke offerings are able to be crafted as adequately planning for business continuity
never before; cyber terrorism in particular is and operations, is vital. As the most preferred
at the forefront of many insurers.
and economic risk management tool, insurance
On the other hand, the pool is small which in
turn is leading to charging high reinsurance
premium. Customers are on and off and demand
rises only when violence erupts and falls
afterwards. According to data obtained from
insurers, renewal rates are low. Unavailability of
data on risk mapping is also another challenge
affecting the issue. Insurers are placing the

has a pivotal part to play. Insurers should always
go beyond traditional insurance coverage and
develop new products to provide institutions
with proactive and innovative solutions.
Finally, the following recommendations are
made:
 Ethiopian Insurers should come up with
solutions not only products since some
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private insurers are providing the cover
with limited scope of cover;
 State owned insurer and all others that
are not providing the cover should
commence availing the cover since the
demand exists, if insurers can control
anti -selection and able to compile risk
statistics and data-the experience of
other countries shows that the product is
feasible ;
 Enabling and comprehensive regulatory
framework is needed;
 Working on awareness creation is
required. Over the years, low financial
literacy and low awareness has been
one of the main hindrances of insurance
penetration in Ethiopia. Insurers should
at least set aside a portion of their
income for demand creation and should
jointly promote insurance.
 Qualified manpower is needed to
develop /draft tailored policy wordings
and
determine
competitive
and
commensurate premium rates. Insurers
and reinsurers should work hand in
hand in product development, data
compilation and analysis and
risk
mapping;
 Most importantly, pools are the best way
to go. If a Terrorism Pool can be set up,
premium from all companies can be
thrown in, and the losses can be paid out
of the Pool.The pool at national level can
be administered by the state reinsurer
or the AEI. Establishing a risk pool at
national level is also a key to jointly
shoulder the risk in a systematic manner

and bring down rates.
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Yared believes in proper resource allocation to productive sector and there is no better platform
that the Stock Market to allocate resources to a productive sector. He argues in his presentation
that the stoke market brings the best ideas, resources and management techniques to create
competitive products and create wealth. In line with that YHM Consulting have conducted an
extensive survey to understand the state of Share Companies in Ethiopia and the Risk and
Opportunities associated with it.
To be able to compete in the global market, Ethiopia needs to bring together the best innovative
minds, investors and the best management expertise to create successful products to the global
market. At the moment there is no a meeting place for innovators who lack the financial resource
and management experience, to bring their innovation ideas to the market, those with resource
do not have innovative idea and management experience to invest in growing and innovative
industry. Hence their resource is invested only in traditional bricks and mortars. Experienced
executive too do not have the resource and the idea to start and manage companies to grow.
As a result, the Ethiopia economy is stuck in low value agricultural commodity sector. Instant
Coffee was invented in 1881 and yet we still sell coffee beans. Creating a modern and regulated
market is an essential tool for resource allocation and wealth creation. The stoke market can
brings all these together in to work together towards creation of jobs and wealth in properly
regulated market. Share companies are now an effective way of allocating resources in to the
productive sector.
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The latest IMF data indicates that Ethiopia’s economy grew by 9% in 2017, making it the fastest
growing economy in the world. Its GDP is the fourth largest in Sub-Saharan Africa, eclipsing
Kenya’s for the first time last year. Furthermore, the country received more than $3.2 billion in
FDI in 2017, amongst the Top 5 in Africa. And yet, Ethiopia is still the only one of the larger and
more consequential African economies without formal, organized capital markets.
Therefore, this presentation titled “Capital Markets in Ethiopia – Why Now? is designed to
highlight the benefits of establishing a stock market in Ethiopia (a secondary bond market
will soon be launched by the NBE, therefore the bond market is not the primary focus of this
presentation).
The presentation discusses how a formal regulated stock market can more efficiently allocate
capital, increase savings and investments. Examples will include strategies on how to expand
share ownership by Ethiopians in companies listed on the exchange.
The types of companies that could be listed on the stock exchange will be presented such as the
local private banks and insurance companies, state owned enterprises and innovative start-ups.
Relevant policy issues will also be discussed: proper risk management, standardizing financial
reporting, establishing new institutions including investment banks and brokerage firms and
regulatory agencies.
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At a time when all eyes are on Africa, finance sectors in East Africa have so much to think about
and act wisely. Tremendous opportunities are ahead, but they are meant for the truly prepared.
In general, short-termism in the finance sector is a major obstacle to companies trying to embed
sustainability in their strategic planning and human capital development decisions. Evidences
show that, the Region’s finance sector is generally characterized by its low competitiveness,
innovation, penetration and so on.
Right now in Ethiopia, the single dominant issue worrying investors, executives, policy makers
and regulators of the finance sector seems whether the companies will be able to survive future
opening up of the financial market for global competition. However, the conversation around
that itself seems cosmetic, ill-defined, misunderstood and short- sighted. This is because; on the
one hand, the substance is limited to whether finance companies will be able to survive global
competition without scrutinizing their capabilities and preparedness even to comprehend the
dynamism in the market and the future world of work. On the other hand, the conversation seems
shying away from the real issues that will determine success and failure in the future mainly due
to shareholder expectations, executives’ obsessions with short-term outcomes, as well as myopic
policy and regulatory instruments.
In order to survive the future, it is very important to understand the countless market and
workplace trends that are changing, not to remain stagnant. Of course, our finance companies
shouldn’t just want to survive. They must want to thrive and be competitive in a new rapidly
changing world through carefully analyzing trends, recognizing and investing on their unique
competitive advantage in the long term– the human capital. Not waiting for tragedy or for a crisis
to force them change.
In a nutshell, to survive, thrive, and compete in this fast changing world of work now and in the
future requires careful preparation. In doing so, one critical thing businesses need to consider
is avoid their short-term focus and strategically plan to build the right size and mix of human
capital that the future requires. Taking long-term approach for human capital is critical because
the future workforce is bringing new attitudes and ways of work to which everyone must adapt.
Finance companies should be forward-thinking and evolutionary to change the way they do
business. This will, of course, require every key player in the sector (shareholders, executives,
policy makers, regulators, and so on) to develop a long-term perspective of things than their
current short-term preoccupations.
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I consider it expedient and appropriate to give a brief historical perspective about the
development of the Ethiopian Banking industry to create pertinent link with the subject matter
of our discussion which is “Preparing for Tomorrow: building proactive finance sector in East
Africa.”
Although Gold coins (samples of which have been preserved to date and are found at the
Ethiopian National Museum) were minted and used as medium of exchange during the Axumite
Kingdom (Axumite Empire) several thousands of years ago, modern banking in present day
Ethiopia Proper dates back to the Establishment of the ‘Bank of Abyssinia’ in 1905 during the
reign of Emperor Menelik II. Starting from the beginning of modern banking in 1905 to date,
the Ethiopian banking sector has gone through several reforms and ups and downs. In this
presentation, I will highlight on the historical development of the Ethiopian Banking sector
starting from the 20th century to the Period of Financial Liberalization Reforms. During FDRE
and modest observations on the proactive measures that banks need to take going forward such
as 1/Develop capacity building in the software and hardware expertise in banking 2/Support
and finance innovative ideas 3/Develop special training (domestic/regional) especially in credit
analysis and appraisal, 4/ core banking utilization rate and the need to develop expertise in
negotiation and installation 5/ Addressing bank’s merger issues 6/Address fraudulent activities
and hacking 7/ develop fund management especially in foreign exchange 8/ address computer
sleeping time 9/ address bank service devilry time 10/ develop the various markets before
full-fledged liberalization 11/ support MFI, Small scale enterprises and the missing middle 12/
the need for gradual liberalization as opposed to the Big Bang approach 13/ address corporate
governance and risk management issues 14/ address telecom infrastructure need for banks 15/
Address illiterate banks customers both in urban and rural areas 16/ Address ID cards 17/
Address regulatory directives as they apply to domestic and foreign banks.
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In expanding access within the financial services, key focus must be given to the under-served, low
income and rural dwellers. Delivering financial services in an effective manner to such segment hinges
on four main things;
• Adequate KYC on your customers,
• Usage behavior/ data regarding how customers make money and spend money,
• The cost of serving this segment and
• Education / awareness.
With the above in mind, collaboration and innovation is key in delivering effective financial services.
As we continue to strive for expanding access to financial services to ensure majority of our people
are financially included, it will require innovation and collaboration to get there. I have given a short
summary of these four points below:
1. COST
One of the major challenges banks and other microfinance institutions face in reaching out to the customers
who are financially excluded is cost. These customers live in areas where the business case just does not
make sense to put up brick and mortar structures to serve them. Leveraging on the infrastructure laid
by telecom companies to reach these areas is key to expanding access to financial services. Banks have
already made heavy investments in banking halls, ATMs and mobile application platforms. One smart
way of defraying some of such cost is enabling mobile money services in their banking halls, ATMs and
other digital channels. In Ghana for instance, there are well over two thousand ATMs and we have been
able to integrate into close to one thousand ATMs and still counting.
2. KYC
Secondly, performing KYC on customers is one of the challenges banks have. Thankfully, in most
jurisdictions, customers are required to register their SIM card before they are allowed to use them. Banks
can leverage on such information through partnerships and innovation. In Ghana for instance, we have
partnered with some banks where the minimum KYC done on the MNO side is being used as a basis for
opening bank accounts with minimum limits of transactions. These customers can be graduated into main
account holders over time.
3. EFFECTIVE PREDICTION OF BEHAVIOR
Non-performing loans arising from ineffective predictive models. There is lack of alternative data sources
for evaluating and predicting the risk profiles of customers. These are normally individuals or small
businesses who borrow and either refuse to pay back or incapable of paying back. Telecom companies
have very valuable data on millions and millions of customers and such usage information, through
innovative loans products in partnership with MNOs and Fintechs can be critical sources for reducing
NPLs. These data points through the right scoring engines can help banks and financial institutions design
products that best fit the needs of customers and also be used in defining the risk profile of customers in
areas of loans.
4. EDUCATION/AWARENESS
The growth in digital/electronic services within all segments of the market comes with a growth in
possible fraudulent activities. Social engineering is one key mode of such fraud. Educating customers
become key in ensuring sanity with the space. To ensure such education is delivered in a cost-effective
manner, banks and financial institutions can partner with MNOs who conduct agent forum every quarter.
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Annually over 35 billion dollar is remitted into Africa. Remittance in developing countries
contribute on average between 7% to 15% of GDP and 20% to 25% of their foreign exchange
earnings. However, significant percentage of remittances (in some countries up to 75%) come
through informal channels and low value remittances are held back. These is due to rate, cost
and convenience challenges.
Increasingly in the advent of digital financial services we are seeing innovations addressing
these challenges, introducing new products and providing solutions both in formalizing informal
remittances and more importantly enabling small value transactions. This paper will present
how digital financial services has the potential to address the challenges.
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Inflation can appear to be detrimental in general insurance business. It has a meaning full impact
on claims, loss reserves and determination of premium. In the past three decades its impact has
been insignificant since the overall business dynamics of the country relatively stagnant and
shaped by very few variables.
The news is so speedy in case of inflation in the last decades following increasing trends of
economic growth, change in life style of consumer, and their dedication of chasing goods and
service at their pocket capital. We all have one custody of price whose mark is ‘’increasing’’ in
each and every goods and service.
The premise, however does not work in claims management, loss reserves and determination of
premium in insurance business in Ethiopia. Our pricing strategy and claims management does
not take in to account, adjustment of rate of inflation in to pure premium and application of the
rate as discounting factor in actual claims management processes. The effect goes up to capital
formation and regulation of risk.
This paper therefore would like to emphasize practical aspect of premium determination
without considering inflation as a factor that turn out to be damaging trend of pricing risk, the
current cost incurred by insurers to bring back the insured to its financial position prior to the
accident leading them a loss account and how they should normalize an inflated indemnity, and
appropriate care to be taken in calculating reserves.
It also discuss expert’s view of investment income in the absence of secondary market like the
Ethiopian financial sector will give a deviant result in an inflectional situation, should there be
a room for short term investment in a regulator frame work as a normalization is the antidote
remark of the entire recommendation.
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