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Abstract

The Ethiopia Commodity Exchange [ECX] is an orgadiznarket place that
brings buyers and sellers to trade standardizedtremts using its floor based
trading system. The fundamental factors to estabksiccessful commodity
exchange includes having an efficient and robusditrg platform. The focus of
this research is to analyze the economic signifieaand limitations of the current
trading system and assess the prospects and chalenf online trading and
factors affecting its feasibility of implementationECX. The study used a mix of
guantitative and qualitative research method tdemil and analyze data relevant
for the study. Questionnaire and in-depth intervigare used to gather relevant
data for the study. The study collected data fraff Biembers and clients out of
which 279 are found to be good for analysis. Intdepterview was conducted
with experts. Descriptive statistics was used talye the data. The study found
that there is significant capacity problem with wragkills gap with traders. The
current system has its own significance in balagdime power of negotiation of
traders by disseminating reliable data, and liniitas in lack of market integrity,
poor price discovery mechanisms and limitationss@ssion and ticket writing
times. It also found that there is good perceptiowards online trading system.
Moreover, the exchange expects transparency, greatgket oversight, market
integrity and more commodities by deploying ontiiagling system and challenges
mainly infrastructural problems, and capacity adders. Based on the findings, the
paper recommends deploying an integrated survei#arsystem, reasonable
allocation of session time, awareness on rulesgepth training of staff and
traders and building a redundant system were recenttad for both trading
systems accordingly.
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1. Introduction
1.1. Background of the Study

One major factor associated with the produce oicaljure sector is the
seasonality in supply. However, the demand of thmodity is spread
over the whole year (Nigussie, Tanner, and Twum28il1). Hence, a
system of trading to ensure continuous supply aseeal agricultural crops
has evolved. Chicago, one of the original birthptaof modern futures
trading, was anideal location for commodities tngdidue to its close
proximity to farmland. Chicago has long boasted tafothe world’s
oldestcommodities markets: theChicago Board of @rgeBOT), founded
in 1848, and the Chicago MercantileExchange, CMigimally started as
the Chicago Butter and Egg Board in1898. These etarkelped bring
together buyers and sellers of commoditiesin ongigdated area, thus
making it easier to find someone to trade with. Atahdardized contracts
called futures started to be traded (Gorham angh$i2009).

Instruments or contracts traded on commodity exgbsrinclude futures,
options and other derivatives. Trading in thes&rumsents began with floor
trading, also called open outcry systems. In opeitrg systems, traders
assembled in a pit in the exchange and traded calitie® by indicating

their bids or offers to others in the pits. Comntpdutures markets help
with price discovery and provide a way to hedgeparducers and buyers
of commodities. However, commodity trading has ntbwe electronic

trading from open outcry systems, following thentten financial securities
trading (Thomas, 2008).

Pit trading and online trading are the two majothuds of trading used by
traders trading financial products and commoditiés.trading also known
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as floor trading is the trading of stocks or comitied manually in the
exchange trading floor. It was the main type oflimg until late 1990s. But
the introduction of online trading of stock and coodities have certainly
lowered the popularity of pit trading and now marel more pit traders are
moving to electronic trading system (Gorham andgBin2009).0Online
trading empowers the market at large by providimjjne access to the
market where members and their respective cligmgsarticular, can submit
orders and/or view status of their orders. Thismglates any
misunderstanding regarding the client’s instructionthe member while
providing visibility to trade status and executifmn both the client and the

member (Gastineau, 2010).
1.2. Statement of the Problem

Even though in most exchanges trades take placgeictronic trading,
Ethiopia Commodity Exchange (ECX) has started feration with the
introduction of floor based trading with spot cauatis that are traded for
immediate payment and delivery. The existing opgiery trading system at
the headquarters restricts the market expansioenpat of the Exchange,
restricts the direct participation of large numbémarket actors located at
the remote parts of the country at both the supplgt export end. It is
impractical to accommodate all trade sessions m toeding floor at ECX
headquarters as more commaodities are added. Whbile trading floors can
be built, the more economical and sustainable optidl be to provide
online trading platform and allow trading from arhave. The flexibility to
set longer trading session time to maximize thenchdor trading to get
best value for commodities is hampered by the mtespace and time
limitation of the current open outcry system of Ehechange (ECX, 2010).If

the exchange devises a mechanism to facilitate teertrading through
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online trading system, as stated in its rules (EQB10-Article 5) these
market actors can make a significant contributmthe trading volume and

liquidity of the exchange.

According to the revised rule of the Exchange, ¢hare efforts and
monitoring/surveillance mechanisms being impleménéad in place to
monitor the market, in the current floor trade whis conducted at the
ECX; however it continues to remain as a challetogeliminate possible
collusion and other incidents, including deliberagatry of different

transactions on the tickets from what has beenedgue on the floor during
the trade session, trades being submitted on ¢kets for transactions not
“shouted out” on the floor during the trade sessjomnd market
manipulation behaviors by market participant ograup to deceive in
prices or volume of a commodity (ECX, 2010).

As market actors in floor based trading like thee at ECX are facing
extensive physical strain, slow order of entry amdcution, not being able
to trade in multiple products and exchanges simettasly, not being able
to get instant market data as charts and instamé & same time, the time
for having online trade is inevitable. Moreovere tactual owners of the
commodities traded, known as clients are not hadingct access to the
market independent of brokers as the existing akitading floor restricts

the direct participation of large number of marlketors located at the
remote parts of the country both at the supply exybrt end, they donot
have instant and speedy access to their accourdsthay are not also the
decision makers regarding the basic trading commisnéke price and

guantity. Solving the stated problems would enhdheegrospects of online
trading. The recently published newspaper (MediaC&mmunication

Center, 2013) which presented clients complaints soich incidents
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canbeevidence. The clients have complained on thesgarency and
reliability of the members who execute trades airthehalf. Such related
incidents are presumed to be significantly redudedpt eliminated, with
the implementation of online trading.

This research paper has attempted to analyze thaiqge of commodity
trading at the Exchange floor market and the rdlateallenges that are
encountered due to the absence of online tradiag fercilitates market
actors’ potential access to the market where tlagydirectly submit orders
and/or view status of their orders. Still, introthgc electronic trade in
Ethiopia requires a lot of effort. In this view, attempt has been made to
identify the fundamental requirements for the idtration of online trading
along with its potential benefits and challenges.

Based on the above statement of the problem, tilnily sittempted to

address the following basic research questions.

1. What are the economic significanceand limitatiohthe ECX floor
based trading model to market actors?

2. To what extent can an online market be feasibetimopia in terms
of various factors?

3. What are the potential benefits of online tradéhewexchange in
general and the market actors in particular?

4. What are the challenges of implementing onlineitrga@t Ethiopia

Commodity Exchange?
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1.3 Conceptual Framewor k

Building on the preceding literature and borrowidgas and concepts from
Lau, Yen, and Chau, (2001), on adoption of onliragling in commodity
exchanges; Eleni (2006), on floor based trading@Rd@ CAD report (2009)
on commaodity exchanges, theresearchers constraateatel to achieve the
objectives of the study. According to Eleni (200l fundamental factors
to establish successful commodity exchange inclddesng an efficient
and robust trading platform and viable regulatiard aenforcement. A
comparative study by UNCTAD (2009) on commodity lexeges also
stress the wide range of development impacts exgsamay have on
developing countries in terms of price discoverisk rmanagement,
development of commodity markets and finance,marketnationalization
and use of IT services stressing on price discouaay et al. (2001) studied
the social/organizational perspective to identifie tfactors that affect
investors’ adoption of online trading. They ideietif that the decision to use
the online trading system is influenced by the pimexd usefulness, relative

advantage, perceived ease of use, and compatibility
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Figure 1. Conceptual Framework to guide this study
Source: Researchers’ SchematicDesign (October2014)



8Samson G/Michael and Mesfin Lemma

2. Research Methods
2.1 Resear ch Design

The researchers used a combination of descriptideeaploratory research
methods. Descriptive method is set out to desaiisk to interpret what is
going on. Descriptive research will help to analyhe existing trading

practice at ECX floor based market. In addition,hélps to show the

relationship between the floor based trade anderttiade. Furthermore, the
study has used exploratory research approach ttorexthe challenges,
prospects and feasibility of the online tradingtegs

2.2 Population

The target population for the study was ECX memiagid their clients in

selected regions. The population size was detedniased on the number
of members at the ECX Headquarters and their slienapplicable regional
cities. As of June 30, 2014, ECX has 346 membatsr(nhediary = 323 and
trading = 23) and 13,543 clients. Clients from Addbaba, Adama,Assosa,
Bedelle, Bonga, Bure, Dilla, Dire Dawa, Gimbi, GendHawassa, Humera,
Jimma, Kombolcha, Metema, Nekempti and WolaytaSaies are

considered for the study as the Exchange has waseldn these regional

towns(www.ecx.com.gt All coffee, sesame and pea beans traders were

considered for the study as these commoditiesraded as mandated ones

at the Exchange on daily basis.

Since the clients’ information is vital and not pihlelped in identifying the
challenges and feasibility of the new system bsb dielped in identifying
the significances and limitations of the pit trafiThis has instigated the

need for considering 13,514 clients (categorizeseteon the commodity
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type they trade: Coffee = 5,840; Sesame = 6,238;P&a beans = 1,436) as
a target population. Thus, a total population of8&8, which is comprised
of 346 members and 13,514 clients, was consideneithé study.

2.3. Sample Size and Sampling Techniques

Applicability of ECX regional delivery centers fire study was determined
by the fact that the selected towns were selecyetthdd senior management
of the Exchange as future online trading centersw@hdwossen, 2014).
Thus, the selected regional towns are represeatetiyional warehouses for
the study, as they are all handling the three codities that are traded at

the Exchange trading floor.

The choice of sample size is governed by the cenfid level and
confidence interval the researchers need; thedf/pealysis to be taken and
the size of the total population. Taking these cetimg influences the final
sample size is a matter of judgment and calculaigaunders, Lewis, and
Thornhill, 2009). In addition, Saunders et.al, (2D@ecommended the use
of an expert systems such as Ex-Sample™ to cadculed appropriate
sample size. The software calculates the minimumpgasize required for
different statistical analyses as well as the maxmpossible sample size
given resources such as time, money and resporiss. r&iven the
population the researchers took in to consideratensoftware calculated
374 as the appropriate sample size with a 95% dende level and

confidence interval of 5.

As an alternative in calculating the sample sizesfda developed by Taro
Yamane (1967) was also used. Yamane (1967) provalesimplified
formula to calculate sample sizes. This formula ais® used to calculate

the sample size.
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N Where n=the sample size

T TN (e)?

N= the size of the population and
e =the error of 5 percentage points

A sample of one hundred members from the Exchargdduarters and 275
clients from regions (55 each)were taken as reptaBee sample, these
towns are presumed to have relatively similar lefdknowledge about the
floor based trading as they do not have direct etaakcess to the trading
floor and online trading, and given questionnate$ll out in order to get

their perspectives on the current floor based mgdystem and online
trading system. This resulted in a total of 375 sgjo@naires that were
distributed to the selected sample group from #rget population. With

regards to sampling techniques, random sampling wsasl to select the
sample from the population of all members and tdiemho are trading

mandated commodities: coffee, sesame and pea bEamsationale for this

sampling technique was that, all members and sliaetre expected to have
a relatively similar level of understanding of theor based system and
online trading system and were randomly selectedHe purpose of the

study.
2.4. Data Collection Tools

The researchers collected data from different ssunesing various data
collection tools. Questionnaires were distributedandomly selected active
members and clients of the Exchangewhere from iloiged 375
guestionnaires 87% collected but 74% used. In @mdditn-depth interview
was conducted using semi-structured interview véiperts working at
ECX, National Exchange Actors Association (NEAA) dartthiopia
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Commodity Exchange Authority (ECXA). Secondary datesalso collected

through desk research to clarify most of the issues
2.5. Reliability and Validity

In order to ensure validity and reliability, theestionnaire was composed
of carefully constructed questions classified irlitsters to avoid ambiguity
and in order to answer all the research questidhs. questionnaire and
interviews designed for the study were reviewed @mimented by experts
working at ECX. These processes helped to ensagredhtent validity of

the instrument. Moreover, the result indicated thatinternal consistency is
rated as 0.734 as measured by Crombach's alph&coeaf which shows

that the instrument is well enough consistent @P4ll2005).
2.6. Methods of Data Analysis

After collecting and sorting the relevant data gsdata collection tools,
guantitative responses have been sorted, codedputed) and analyzed
using SPSS version 20. The appropriate statisialysis is used according
to respective objectives and descriptions. Theyaedl data is presented
using tables which is the output of the softwarée Tqualitative data
collected from experts is also analyzed using cdrdealysis.A Likert scale
of 5 has been used where 5 is used as a lowest aald is assigned to
strongly disagree or poor, whereas 1 is the higlvaste, assigned to

strongly agree or excellent.
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3. Results and Discussion
3.1 General Profile of Respondents

Of the total respondents 172 (61.6%) of the respotsdare clients, where
89 (31.9%) are intermediary members and the res61®6) are trading

members. As the online trading platform is expedtethenefit mainly the

clients, traders who do not have direct market sste the trading floor, the
share of clients among respondents is managed toghe With regard to

the experience of trading in commodity exchang8% of the respondents
have more than 3 years’ experience in tradingeatkchange trading floor.
As experience of trading in exchanges can be helpfuntroducing a

different trading platform with similar trading md and regulations having
73% of the respondents with more than three ydaggmerience is good for
the Exchange to use their experience and built.on i

From the analysis on educational background ofardents, it was found
that 72 respondents (25.8%) have primary schoatlle®0 respondents
(21.5%) are high school dropouts, 70 respondef@&1%o) are high school
graduates, 50 respondents (17.9%) are diploma tsolded the rest
27(9.7%) have first degree or above. This prdilews that majority of the
traders have not even completed high school. Theatwnal background
of respondents could be enough for the floor bassating as it is relatively
easy, with full of information on the status of timarket dynamics as every
buyer and seller is trading together in the sameing pit. However, having
more than 72% of traders with high school completed below

gualification, could be a serious challenge to pheposed online trading

system. This shows that the Exchange must work teabdiild the capacity
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of its traders and make them certified electroraclérs if it does not have

any alternative traders.
3.2. Floor Based Market Functional Dimension

The study measured opinion of members and cliewtards the efficiency

of the floor based trading by taking five major @sfg of the Exchange’s
floor based market. A total of 21 item questionsfor regulation and

enforcement, 6 for facilitating trade, 4 marketcpridiscovery, and 4
accuracy and reliability of market information dimseons were used for the
study.

3.2.1. Regulation and Enfor cement

One of the functional dimensions used to measueeBG8X floor based
trading is regulation and enforcement. This dim@msimeasures the
knowledge of members and clients towards ECX tgadmles, the
effectiveness of the surveillance system employethb exchange, and the
effectiveness of compliance system to monitor trgdrule violation.
Accordingly, there are encouraging signs for ECAt tthe regulation and
enforcement functions are good with a mean scor2@. The regulation
and enforcement dimension is fundamental as ine af the determinants
of the floor based market. As can be seen in tabkelow, respondent’s
knowledge on the contracts traded at the Exchamagéng floor, knowledge
on trading rules and regulations, knowledge orotiger types availed at the
Exchange trading floor and execution rules is nedfy good. These are the
very basic regulations that should be understood fmllowed at the
Exchange trading floor.

The study revealed that respondents are well aofaitee contracts that are
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traded at the Exchange trading floor, with 84.6%redpondents having

good knowledge. 71.3% of respondents respondedtibgthave good and

above knowledge on order types and execution raeson trading rules

and regulations that the Exchange applies in runthie floor based trading.

The result gives a good sign that members who Haeet market access to

the trading floor and clients who are expected @wehthis privilege when

the online trading platform is availed having a g&nmowledge of the stated

determinants can easily integrate themselves ionhee trading platform.

Table 1. Regulation and Enforcement Variables

: % of good
Regulation and Enforcement N Mean and Above
Indicate your knowledge regarding the products
Y gered J P 2.50 84.6%
traded at ECX.
Indicate your knowledge regarding the ECX rules
_ 279 2.93 71.3%
and regulations.
Indicate your knowledge regarding the type of
Y g ) I J TP 279 2.87 71.3%
orders and order execution rules set by ECX.
Traders deliberately submit trade tickets different
) _ 3.06 27.2%
than that of what is agreed on the trading floor
Traders submit tickets for transactions not shouted
_ 279 3.11 24.4%
out on the trading floor
Surveillance system employed by ECX helps to
_ _ _ 277 2.47 57.8%
monitor market manipulation by traders
Compliance System employed by the Exchange
P Y e Y J 277 2.42 61.0%

helps to monitor rules violation

One of the interviewees who is closely working le trading operations

explained the major contribution of the ECX Floarsbd market is its

restructuring and organizing of the traditional keting system and
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bringing the trading system into modern instituibrarrangement that
facilitates trading in an orderly and regulated mean The ECX trading
model established the foundation rule for tradingtracts in the country.
Traders learned to trade based on rules and stidaimg an open outcry
trading system. Before ECX came to the scene, fisatiave to have

commodities physically to transact.

The other issues under the regulation and enfoncemenension were
related to rule violation, market manipulation @hd systems employed by
the Exchange to deter and prevent rule violatansfmanipulating the floor
based trading system. From the study performed ®nig% of respondents
believe that floor traders deliberately submit &atkets different of what
they have agreed on the trading floor. Moreovely 84.4% of respondents
believe that floor traders submit tickets for tractons not shouted out on
the trading floor. This shows that members andhtdidelieve there is less
market manipulation related to submission of agrsecdets different from
what has been agreed. As majority of the resposdam clients, who do
not have direct market access to the Exchangenggdttior, they may not be
aware of such situations. But from the interviewdmavith ECX experts,
and data obtained from the Exchange, market maatipul related to
submission of tickets different from what has besgreed is a critical
problem at the Exchange trading floor. As per ihdihg of this study, the
number of rejected trades (934 and 808 in year /A@l2and 2013/14
respectively) due to market related isSusmy seem to be insignificant
compared to the accepted trades but is criticalnwdmmpared to what the

Exchange stands for. The Exchange promotes itsetf market with zero

% Market related issues encompasses market marnguylabuying without sufficient
balance, submitting tickets different than what he®n agreed and submitting tickets
without any agreement.
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defaults. Moreover, the same reason can be gimenespondents 24.4%
result on item traders submit tickets for transattinot shouted out on the
trading floor. As noted from the interview conduttexperts explained that
there is a physical surveillance mechanism to obrsuch manipulations

supported by surveillance cameras, but this isadleige to the exchange as
there is an attendance of more than 600 peopleaiy Hases and the

camera is an obsolete one. This brings challengesarket operators and

market surveillance which has to put extra effontronitor the market.

As table 1 above shows, 57.8%o0f respondents betleatethe surveillance
system employed by ECX helps to monitor market malation by traders,

and 61% of the respondents agreed that the consplisystem employed by
the exchange helps to monitor rule’s violation.sTehows that from 39%-
42.2% of respondents believe the surveillance ammptiance systems
deployed are not enough to control the market amderd market

manipulators from engaging in such behaviors, amdgh the rule violators
accordingly. From the interview conducted it isoalted that there is a
limitation from the Exchange side in controllingetitrading floor. The

limitations stated by experts are lack of staffhmgood skills in market

surveillance in the job market, inability to usatstof the art surveillance
cameras and surveillance applications. Moreoves, etkperts at the ECX
and ECXA believe that even though there are higtdypndardized rules and
regulations. The actions taken on rule violatorsthiy Business Conduct
Committee (BCC) are not good enough to make theletdehavioral

change.
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3.2.2. Facilitating Trade

ECX facilitates trade at its trading floor, througpen outcry trading system
by designing trading sessions, allocating tradimg tand ticket writing time
based on commodities and origins of these comnesdiECX administers a
single trading floor that limits the capacity ofetfExchange in trading
different commodities at a time. As a result EC) ha limit the trading
time of each session. The outcome of the studyepted in table 2 indicates
that respondents agreed towards the trading hawrsehedules set by the
Exchange to a higher extent by scoring 2.28 meares@he lowest result is
recorded in the time assigned for each session tiakdt writing time
allocated by the exchange with mean score of 3rfall 3a11 respectively.
This shows that the traders do not agree with Hoeated time per session
as it limits the trading time they need to hear whes been shouted at the
trading floor, analyze it and decide on the comptm@f the contract like
grade, quantity and price. It also shows that ithédd ticket writing time is
barring traders from fulfilling their contracts thaere executed during the
trading time, which could lead to market manipwaatiand prearranged

trades.

There is only one trading floor which accommodatese than 25 trading
sessions on daily bases. The trading sessionsealldime depends on the
number of traders on any session, according tox@ere at ECX. The
minimum time allowed for trading is 5 minutes argk tmaximum time
allowed for trading is 15 minutes depending on rinenber of traders and
liquidity of the session. As the expert noted, ting the trading time and
ticket writing time is in the interest of the Excige in order to
accommodate all trading sessions. But this issige ldgen a contentious

issue for the last four years as one expert n&fednore commaodities are
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allowed to be traded at the Exchange trading fioaould be impossible to
accommodate all in a single trading floor. The Eatade had started to build
additional trading pit but construction was aborted the management
thought it would not be a lasting solution and plkeah to introduce online
trading system.In facilitating trade, the experessed that ECX provides
market actors a secured platform for trading bigum@s of commodities
from one place. In doing so, the Exchange not ociytributes to

commodity trade but also provides other servicegchviother exchanges
normally do not render. Apart from trading spot ttaats, the ECX provides
such functions as: warehousing commodities, quaiitgding, payment

service and delivery of commodity.

Table 2.Facilitating Floor trade variables

Variables N Mean  Std. Deviation
The size of the Exchange trading floor is
enough. 279 2.90 1.11754
The ticket writing time set by the Exchange
is enough. 279 3.11 1.17341
The trading time set by the Exchange for
each trading session is enough. 279 3.01 1.16906
The trading hours and schedules and set by
the Exchange are good for trading. 279 2.28 .93723
The overall condition of the trading floor is
convenient for trading 279 2.65 1.12089

3.2.3. Accuracy and Reliability of Market I nformation

The accuracy and reliability of market informatiatisplayed at the

Exchange trading floor price tickers is fundameritalthe efficient and
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effective running of the trading floor. ECX disptayat its trading floor,
contracts traded and their last prices; internalioeference prices like New
York Board of Trade (NYBOT) Arabica ‘C’ prices; Qaigo Mercantile
Exchange (CME) prices for wheat and maize; and mgéndia and Sudan
reference prices for sesame. On top of all thése ptice tickers show the
existing session’s contracts with last closing gsicprice ranges, executed

prices, change from last closing prices and volofrteaded contracts.

Table 3.Accuracy and Reliability of Market Information variables

Variables N Mean Daﬁtgt.ion
| know the status of my orders or transactions
instantly. 279 2.23 1.06501
The market information displayed at the
Exchange trading floor is timely. 278 2.19 1.00589
The market information displayed at the
Exchange trading floor is reliable. 279 2.15 97149
The recording of executed trades at the
Exchange trading floor is accurate. 278 2.20 93221

As table 3 depicts, market information’s accuraeg eeliability responding
replied overwhelmingly in a positive manner witle thighest mean score of
2.15 on the questionnaire itertiné information displayed at the Exchange
trading floor is reliable’and the least mean score on itérkrfow the status
of my transaction instantlywith a mean score of 2.23.The respondent’s
reaction in this regard shows that ECX is in a gpath in recording and

disseminating market information that is crucialtlee floor based trading.
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The interview conducted with the market data manegjaforces the results
obtained in this regard, explaining that the religb of the market
information displayed on the trading floor is vergitical to the smooth
running of the trading floor in particular and tBgchange in general. The
information that ECX at its trading floor while ¢/ is going on and
throughout the country in major cities enabled rearkctors to have
balanced power of negotiation. The negotiating poofe market actors
facilitates price discovery. The dissemination oarket data is closely
linked to primary markets as it disseminates pmdermation across major
primary markets using price display board and othaedia of
communication. One of the interviewees explaine, tthis contributes to
the improved functioning of primary markets by gobrg information that
allows market actors to make better and informedisttn, and this

ultimately results in fair distribution of income the value chain.

3.2.4. Price Discovery

ECX aims to provide price discovery function in ftsor based trading.
Price discovery as a function of competitive bidd aoffers for price
discovery, having sufficient buyers and sellers, rkea information
dissemination contribution for price discovery ahdving a transparent
price discovery mechanism are analyzed in the stlidigle 4 revealed that
respondents believe th#lhe market information disseminated facilitates
price discoverywith a maximum mean score of 2.34 and a minimuranme
score is scored with the itetlme exchange has a transparent price discovery
mechanismwhich scored a mean of 3.15.The result showed theiprice
discovery mechanism that is employed by ECX atréding floor is not an

efficient one.
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Table4. Price Discovery Variables

Variables N Mean Daﬁtgt.ion
The Exchange has a transparent price
discovery mechanism. 279 3.15 1.30533
There are sufficient buyers and sellers at
ECX floor based market 276 2.85 1.12639
There is competitive bid and offer for price
discovery. 279 2.98 1.19933
ECX market information dissemination
facilitates price discovery. 279 2.34 1.04284

As it was also noted from the interview, the bebawf traders in trading by
pre-arranging trades that is fixing prices aheattaing time, and lack of
preventive mechanism by ECX, and collaboration ratlérs in covering
such issues has affected the price discovery psdbesis deployed by ECX
at its trading floor. Under the price discovery d¢tian, respondents believe
that there are sufficient buyers and sellers inttading floor to facilitate
true price discovery, and there is competitive biud offer for price
discovery at the exchange trading floor with a mseore of 2.85 and 2.98

respectively.

The respondents mean score of 3.15 on price disgavesupported by the
interview conducted. True price discovery, as dbedr by an expert is
highly dependent on the behavior of each and evadgr who has access to
the trading floor. Lack of true price discoveryase of the limitations of
floor based trading system at ECX as price is mdatpd by market actors.
Traders, both sellers and buyers, are tempted t@pulate price through
negotiating and fixing price outside of the markefore they get into the
trading pit- which makes price discovery difficalhd thus is challenging

the integrity of the market.



22Samson G/Michael and Mesfin Lemma

3.2.5. Overall Satisfaction with the Floor Based Trading

With regard to the overall level of satisfactionttwihe floor based tradin
significant portion (48.4%) of respondents disdigiiswith a mean score «
3.07. This could be the result of what the study tevealed with regard
regulation and enforceemt and price discovery. Respondents in the
major dimensions were not happy with the rules m&iment, marke
manipulation practices, and decisions that are ntakg the Business
Conduct Committeg®CC) on rule violators being not enough. In adudtitio
this, the satisfaction with price discovery wadtsn. As one expert note
one limitation that ECX floor based trading modelshis lack of pric
hedging tools as ECX only trades spot contracts.relher, the
dissatisfaction could be the result of absence of speculators, risk takers
and hedgers on the ECX market which prohibits membad clients fron
managing their price risk. The trader noted that floor based trading
resulting in increasing transaction costs, ineéiitimarket price diovery,
and speculative behavior of traders which affdetsliquidity and integrity

of the market.
43 01%

3333%

12 9%
537%

——

Highly Satisfied Sabisfied Mentral Drissansfied Highly
Drissatisfied

Figure 2. The percentage on level of satisfaction with Floor Based
Trading
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3.2.6. Correlation Analysison Floor Based Trading System Dimensions

In order to test the relationships between varidimsensions used in the
study, correlation analysis was carried out. Irs thegard, Croft (1983)
stated that undertaking of a correlation analysian essential step in the

development and testing of a model.

Cohen (1988) suggests the following guidelinesiterpreting correlation

results:
r=.10 to .29 or r=—.10 to —.29 small
r=.30 to .49 or r=—30 to —.49 medium
r=.50 to 1.0 or r=—50 to —1.0 large

While all the floor based trading related dimensidiacilitating trade, price
discovery, regulation and enforcement and religbiand accuracy of
market information) are found to be significantfy<Q.01) associated with
each other, significant positive associations dse abtained between the
dimensions of overall satisfaction with the floaskd trading system and
facilitating trade(r=0.22), price discovery (r=0)21regulation and
enforcement (r=0.18) and reliability and accuradymarket information
(0.26).

As can be seen from Table 5, with respect to theedtdimensions, the
strongest relationship is found between the dinmassiof reliability and
accuracy of market information and price discovédy60) and medium
relationship with facilitating trade (0.46).Moreayeelatively weak, though
significant, relationship is observed between thmeedisions of regulation
and enforcement and facilitating trade (0.24).
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Tableb5. Correlation coefficient of floor based trading dimensions

Overall Facilitatin Regulation
. . Satisfaction with ting Price 9
Dimension Physical . and
the floor based Discovery
. Trade Enforcement
trading system
Facilitating Physical Trade 0.22
Price Discovery 0.21 0.33
Regulation and
0.18 0.24 0.27

Enforcement
Reliability and Accuracy of
Market Information 0.26 0.46 0.60 0.33

Correlation is significant at the 0.01 level (2¢d).

3.3. Online Trading Related Dimensions
3.3.1.0nline Trading Skillsand Competency

Online trading skills and competency cluster was dimension that was
used to measure respndents capacity in this regadddefine capacity
building needs. Under this cluster fundamental d@adhnical market

analysis skills and proficiency in using onlinedireg applications were
considered. As table 6 shows, the mean score éoverall cluster is 3.44
which is below average. Respondents reply with neega their skills in

using online trading as a trading application sdat€8 mean score. In this

regard 55.9% of respondents proved to have pots.ski

Trading using an online trading platform requiradirg infront of a

computer analyzing fundamental and technical dasacan be seen under
section 4.1 above, the educational background sfpamdents show that
morethan 73% of them are high school complete ahalb Table 6 shows

that the result mean score in the fundamental ecithical skills is 3.72 and
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3.73 respectively could be the reflection of theidional background of

respondents.

The overall result showed the capacity gap in #spondents potential in
trading using online trading applications.This tess supported by all
experts at the Exchange and the regulatory bodyindrviewees agreed
stressing on the need for mandatory training omdunmental and technical
skills. As the online trading platform gives accés<lients, narrowing the
capacity gap has enormous benefits.Failing to de@dd expose traders to
risks if not mitigated could result in financiabks or opportunity cost. As
one expert from ECX noted, the risks could includeng data entry,
trading without understanding market prices, ladkuaderstanding the

market, and unintended trade order outcome.

Table 6. Onlinetrading skill and competency cluster mean score

Variables N Mean
Indicate your knowledge and skill in using Price 279 3.03
charts
Indicate your knowledge and skill in using Price 279 3.11
patterns
Indicate your knowledge and skill in using Price 279 3.13
trend lines
Indicate your knowledge and skill in using 279 3.14

Price/Volume relationships

Indicate your skills in fundamental market analysis279 3.72
Indicate your skills in technical market analysis 792 3.73
Indicate your skills in using online trading 278 4.18

applications

Online Trading Skills and Competency 278 3.44
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3.3.2. Percelved Ease Use

The study also tried to see on the perspectivesaokers towards online
trading. The perspectives of traders affect theage behavior and help the
Exchange in knowing the expectations of traders @egare itself for the
future.Table 7 displays that respondents perceivéeployed the online
trading platform would be easy to use with a meaaiesof 2.54. Under this
perspective, the perception that the online tradiggtem would not be
difficult to use scored a mean score of 2.49. Ammypondents 27.2% are
unsure on the usefulness with 19.4% totally dissigge This factor is
critical and taking the neutral and disagreeingoesients which are 46.6%
in to consideration, it could have a significantpewt in using the online

trading system.

One expert who was asked for comments in this degeplied that this
could be a result of the traders experience inflb@ based trading. The
other items under this perspective, the perceptan the system will be
easy to get the system to do what you want to dd,the perception that
learning to operate or master the online tradin have no difficulty
scored relatively similar mean score of 2.59 21%8.

Table 7. Perceived Ease of Use Variables

Variables N M ean

The online trading system will not be cumbersomaede. 278 2.49

It will be easy to get the system to do what youtta

do. 279 2.59
Learning to operate or master the system will have
difficulty to me. 279 2.53

Per ceived Ease of Use 278 2.54
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3.3.3. Perceived Usefulness

Perceived usefulness was also part of the studytable 8 presents, this
perspective measures the perception that onlindingasystem could
improve their performance in trading, scored a mseore of 2.23 with
71.7% respondents replying with agree and stroaghge. This shows that
especially those respondents who do not have dmecket access to the
Exchange trading floor, could be beneficiaries amdprove their
performance. As one expert said during the intervienline trading
systems can improve the liquidity potential of E@Xough lower trading
costs for clients. The online trading system wdlhECX to attract new

sources of liquidity by providing affordable remaiecess to traders.

Table 8. Perceaived Usefulness Variables

Variables N Mean
Using the online trading system will improve myfoemance 279 2.23
in trading.
Using the online trading system will increase thafifability 279 2.32
of my company.
Using the online trading system will enhance mgetifeness 279 2.23
in trade.
Doing trade (business) online is safe. 279 2.59
Per ceived Usefulness 279 2.53

The perception that online trading will improve profitability also scored
a good mean score of 2.32 with 65.2% of respondagtseing on the
profitability that could be attained by using thalioe trading system. This
result is supported by the interview, as one exgi@ted one of the benefits

of using online trading is lowering transaction tcoshich is also
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substantiated by the literature. Online tradingesys would be less costly
to operate and may, therefore, offer lower bid—apkeads. The online
trading system will help to lower operating costisich include the direct

transactions costs or commissions and the indoests like lost revenues
due to illiquidity or a lack of market depth. Anlig trading system is also
good to the Exchange as it requires less labor tand. The expert

compared the open outcry system to the onlinerigaglystem, and said that
the open-outcry systems entail greater fixed cdsésto the need to employ
a greater number of personnel which could haveracdimpact on the

profitability of the Exchange and indirectly ondeas.

The overall mean score for perceived usefulne&s53 which are affected
by respondents’ uncertainty on the safety of trgdising the online trading
application which resulted in a mean score of 2.68ly 50.2% of
respondents believe that trading using the onliading is safe. 31.9% of
respondents which is a significant number replieche@utral which reflects
their uncertainty. This uncertainty can be suppbhtg the uncertainty in the
availability of infrastructure, and technology bugsat can hinder the
smooth running of the online trading system asa&t@m the interview.

3.3.4 Compatibility

Compatibility is the degree to which an innovatisnperceived as being
consistent with the existing values, needs and paperience (Rogers,
2003). In this regard, two items were part of tivesjionnaire. The overall
mean score for compatibility is 2.44 which is a dgaesult. The perception
that the experience respondents have in tradinggu$bor based trading
will help to use the online trading system is geath a mean score of 2.36.
More than 67.4% of respondents replied with agreesdrongly agree. This
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result means that the experience in trading cotstr&oowledge of rules and
regulations, knowledge of using market informatfon decision making

will clearly help them when they trade in the oslinading platform.

As one of the experts at ECX revealed saying “we arly changing the
trading platform, and giving better access to thents. There is no new
rules and regulations that is capable of creatimgcanfusion in the market”
This supports the respondents belief, however 1806%espondents are
neutral on this, as they are not well aware of whab come with online
trading. The other perception under the compaitybiierspective is the
perception that placing orders with the online iimgdsystem will be better
than the current system. The perception scoredBédn score, with 41.9%
respondents replied ‘agree’ and 14.7% of them sifithngly agree. Another

significant portion of respondents, 26.9% remaiatra on this.

Placing orders in the current trading system isedbinough registering their
orders with the member trading at the exchangengaftbor. As noted by

an expert the decision to sell or buy, what todraghen to trade and with
whom to trade, all these decision are made by temlmers and their floor
representatives only. However, this could be chdmngi¢h the introduction

of online trading which empowers market actors esllg clients to put

their instructions and orders directly in to theteyn.

3.3.5 Relative Advantage

Relative advantage according to Rogers, (2003héndegree to which an
innovation is perceived as better than the ideasupersedes. This
perspective was also part of the study by measutieg respondents’
perceptions. Three perception items were prepanedtlze perception that

online trading is good for clients to put their ersl compared to the current
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practice was also one of the questionnaire iterafies The mean score for
this perception item is 2.33 with 66.3% of resparntdegreeing to it. 20.4%
of respondents remain neutral, only 13.2% disagrékes perception is also
shared by the Exchange. Changing the order plaaoirige online trading
system could lead to a better price discovery aatket efficiency.

As the market data expert noted, online tradingesysvould enable actual
owners of commodities to decide on the offer priddis helps the
Exchange to improve the price discovery processrdsrs can be entered
faster into the system by actual owners of the codities and the
execution of an order is immediate. Further, itessier to disseminate
market information, thereby increasing the transpey of the market and

the information available to the traders.

The perception that the online trading system waukhte better market
access to market actors scored better with a meame of 2.29. 71.3% of

respondents said ‘agree’ and ‘strongly agree’. Antoned above the lack
of direct market access is a big concern the cumerel of trading and the
respondents need is clearly manifested in thisltteEhe actual owners of
the commodity or cash would be the ones who maked#tision on the

price and timing of their trades. As can be seer had the previous results
of other dimensions, there is significant portidrr@spondents replying as
neutral. This means that the Exchange should warkreating awareness.
The outcome with significant portion of respondemigreeing to this

perception is clearly substantiated by interviewdicted and literatures
that stated the online trading platform would emepthe actual owners of

the commodities not brokers.
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3.3.6. Correlation Analysison Online Trading Dimensions

A correlation analysis was also conducted to deate¥nthe relationship
between the perception of traders towards onlireging and usage
behavior. Table 9 shows the results of the analykse. A close
examination of the correlation coefficient indicathat usage behavior has
significant relationship (p<0.01) with perceivedseaof use (0.57),
perceived usefulness (0.72), relative advantagé3)Oand compatibility
(0.73). As can be seen from table 9, there is aifstgnt and strong
relationship among the perceptions, with the higrere of (r=0.77)

between compatibility and perceived usefulness.

Table 9. Pearson Correlation Coefficient among online trading

perceptions
Per centions Usage Perceived Perceived Relative
P Behavior Easeof Use Usefulness Advantage
Perceived Ease of Use 0.57
Perceived Usefulness 0.72 0.79
Relative Advantage 0.73 0.59 0.67
Compatibility 0.73 0.66 0.77 0.68

** Correlation is significant at the 0.01 leveH@iled).

3.4. Potential Benefitsand Challenges of Online Trading to the Exchange

Interviewees were asked what would be the prospEdtgroducing online
trading to the overall market. All interviewees gagted that, introducing an
online market in Ethiopia is inevitable. They notédt the industry trends
indicate that online trading will be the de facteans of trading at all
exchanges in the future. Staying with the indusends does have benefits

particularly as Ethiopia aspires to be a world £lasnd well recognized
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exchange in the world where ECX can be used aserefe market for some
of the commodities traded such as sesame. Theeoimding platform also
facilitates for regional and global integration hvitother electronic

exchanges in the future.

According to the experts at the Exchange, the nmagmefits sought can be
classified in to two: Short term and long term peds. Most of these
benefits and challenges are analyzed with regaitidamarket actors, the
specific short term and long term benefits that EC capitalize from

introducing online trading are discussed below.

Transparency: The electronic trading system would increaseatime@unt of
publicly available information by transparently plesying and efficiently
archiving quotes, depths, orders, and transactidmearket information
would be disseminated to market actors in real .timé@/ith electronic
trading, the system will simply queue the orderd amatch them using a
matching algorithm where the prices discovered d@dad published on the

computer screen.

New Commodities: The electronic trading model would help ECX to
launch new products in the future. It would be &asier for ECX to
introduce new contracts than it is in the floodirey system. The Exchange
no longer has to worry about the physical spacetlam@dded time schedule
needed for the new product. Technology will allo@Xto experiment with
innovative products and see what works without gigdignificant cost. The
increase in product choices will help ECX to grois overall volume

tremendously in the years to come.

Greater Oversight of Trading Activity: ECX compliance officers, market
surveillance managers and market operators taskarfitoring and risk
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controls will be further enhanced as they can obtaicurate and timely
information on real time basis. In the electromding model, there is an
audit trail of virtually every mouse or keyboardckl a trader makes.
Whether it is the time the order was submitted,abeount information, the
fill time, or the number of changes made to theegrévery single event is

recorded and stored.

Market Integrity: As a self-regulator, ECX can track all electrotreding
activities to analyze trading patterns and discevey violations of rules.
Market surveillance for floor-trading is hard to mitor and capture trading
violations, especially in real time. To captureaegker trade violation, one
has to actively monitor trading activity for dayseeks, and sometimes
months to uncover violations. In electronic tradiegery trade, along with

the details, is captured and stored.

The long term benefits of introducing online traglias identified by ECX

experts would include:

Expansion potential: Electronic trading will provide ECX ample
opportunities to scale up its operations by wagmtiancing its capacity to
introduce new instruments, to launch new contraatsl to adapt to new

models.

Regional Integration: As the exchange transforms from the floor-trading
model to the electronic trading model, it will begits journey toward
regional integration. The increase in volume presidhe Exchange with
increased revenue, which in turn will allow it tarther strengthen its

product offerings by forming partnerships with mesehanges.
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Moreover, ECX operations will be much more efficienterms of cost and
service delivery. The amount of paper (in thousaddring peak season)
that get produced including Member Client Posit{MCP) report, Floor
Representative reports, Delivery Notice (DN), anet bligation Report
(NOR) on a daily basis will be eliminated includiad] associated labor

costs to distribute and handle these documentsthenspace requirements.

In addition to the already discussed challenges ohehe challenges
identified by interviewees was the legal frame workey stated that the
current rules of the Exchange in general and ertil(Trading on the
Exchange) in particular were designed for floordubsading only. Revising
the rules of the Exchange falls under the compé&angit with approvals
from the regulatory body. Reviewing each article tbé rules of the
Exchange across all operational and legal pers@sctwould be a big
challenge. One of the major changes in the rulesldvbe allowing clients

to have direct access to the electronic tradintjquia.

The other challenge noted by the experts of theh&mxge was related to the
IT infrastructure within the Exchange. The relianme technology will

significantly increase. This requires strengthenigd building multi-

layered redundancy and robust processes to enssigels continuity at all
mission critical levels of the operation. With lagkqualified professionals
in the market and technology glitches, and infragtiral problems, past
record of 100% up time of ECX trading platform magt be achievable

with the online trading system.

Interviewees also noted other operational challengfgat would be
encountered if the Exchange is going to have attrelgic trading platform.
From the interview, the challenge with which comitied to start: coffee,
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sesame, pea beans or all. How to manage the sgssidingoing to be side-
by-side with the floor based contracts, or onerdfte other that is online
then floor or floor then online, and the third aftative which is selecting
specific contracts to be traded exclusively throughline platform.

Furthermore, the calculation of last closing pric#scontracts traded is
expected to be another challenge as it is goindpeobased on prices

obtained from the trading floor and online tradpigtforms.
4. Conclusion and Recommendation
4.1 Conclusion

From the general profile of respondents, it carcdrecluded that ECX as an
Exchange that is expected to follow suit of itsemational predecessors,
has serious capacity related problems with itsetmdThis result can be
taken as one of the reasons that the Exchangadréldor based trading is
inefficient. Moreover, it can also be concludedtthizere is absence of
qualified traders for the online trading systent tiseexpected to be the de
facto means of trading in the future.

Under the regulation and enforcement, the oveealult showed relatively
good mean score. Here it can be inferred that mesraoel clients have very
good knowledge of contracts traded, rules, reguiati order types and
order execution rules. In addition to these, thgulaion and enforcement
dimension measured different aspects of the flamed market integrity,
surveillance and compliance mechanisms deployethéyExchange.From
the analysis it can be concluded that there is atarlanipulation by traders
who have good knowledge of all the trading ruled amgulations of the
Exchange. This behavior is aggravated by the alse@ficprofessional

market surveillance staff and lack of state ofahtehigh definition cameras.
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The second dimension is the facilitating trade disi@n which was studied
from different perspectives. From the results ot#diit can be concluded
that the Exchange has well thought trading houd schedules that are
designed to facilitate trade in relation to theernational markets. However,
it is also concluded that the Exchange’s tradingrflis not good enough for
some sessions with big number of traders. It i® @gncluded that the
trading time assigned to each session and tickegingirtime given after

each session is not enough.

The third dimension under study was the marketrmégion accuracy and
reliability. This dimension is the one dimensionttwihe highest mean
scores. From the analysis performed, it can be igdpthat ECX is
displaying reliable market information that is a@tely recorded by its staff
on time during each session. It can also be coeduthat the traders
reliance on the market information recorded, digpth and disseminated is
high.

The fourth dimension is the price discovery dimensin this regard, most
respondents do not agree with the notion that #olh&hge has a transparent
price discovery mechanism. Significant number spmndents has concerns
with having enough number of buyers and sellershan market. Similar
number of respondents also showed their concernshenfloor based
market’'s lack of competitive bid and offer for miciscovery. From the
results obtained it is concluded that the Exchanggrice discovery
mechanism is very poor which could be affecteddmk lof enough buyers
and sellers in the market who can provide competitbid and offer.
Furthermore, with regards to the overall satistactof the floor based
trading it can be concluded that members and clian¢ dissatisfied with

the overall floor based market. This dissatisfactian be an extension of
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the concerns stated above with facilitating tradesgulation and

enforcement, and transparency in price discovery.

The general skills that are related to online trgdvere also analyzed in the
study. From the study findings it can be concludeakt there is a huge
capacity gap in using computers and computer ikfatiections that are the
basics for trading using online trading system. ®hkne trading skills and
competency of members and clients was also analyzadings revealed
that respondents experience in using online relakettronic trading,
electronic payment applications and functions hasléast mean score with
poor results. On top of this, respondents’level kofowledge in the
fundamental and technical skills is very low. Thesdls arecritical in
trading using the online trading system. As capag#p is critical here, it
can be said that the overall online related skilld competency is not good
enough for the implementation of online tradingefiéhis also a skill gap
among traders which can create an imbalance ifdaihgess of the online
trading platform. However, from the findings it che concluded that the
traders perceive the online trading system wilebsy to learn and operate,
easy to use and do whatever they wanted to doading. From the
perceived usefulness perspective it is concludatl tladers are expecting
benefits with improved performance, effectivenessl dncrease their

profitability with using the online trading system.

The perception of compatibility of traders expecenn trading with the
online trading system was also studied. From tmelifigs, it can be
concluded that traders perceive that their expeeem trading on the
trading floor will help them in trading using thalme trading platform.
Their knowledge in contracts, rules and regulatiwosid be a plus in using

the new platform. Moreover, from the perceptionythad in placing orders
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using the online trading system it can be concludedt they are
underprivileged with the current system’s ordercplg mechanism. From
the findings on the relative advantage percepitds,concluded that traders
perceive that they will have better market accesi$h changed order
placing mechanisms. This perception is also usefihe Exchange as it

helps in getting true price discovery and markétiehcy.

From the finding in usage behavior perceptiongai be concluded that
members and clients have a strong belief that wikye part of the online
trading platform in the future. And as the Exchamgi be able to provide
accurate, current, relevant and sufficient datthentrading screens, traders
can easily react to changes more quickly. The rebealso studied the
infrastructure capability for trading using onlitding systems. Only a
third of the respondents believe that there willdoed infrastructure for
trading. From this and findings of the interview,can be concluded that
infrastructure problem especially with telecom g% is a big concern for
the traders and the Exchange. Finally, it is alsoctuded that if the online
trading system is implemented the Exchange will efienwith better
transparency in the market, new commodities caitydas added in to the
system, the Exchange will have better market ogbtsas every move or

click is registered, which could result in betteariet integrity.
4.2 Recommendations
4.2.1 For Floor Based Trading System

Based on the analysis, subsequent findings fronstindy and conclusion,
the following recommendations are forwarded whiche tEthiopia
Commodity Exchange would consider in its attemptrigproved utilization
of its floor based trading system to the benefitatlf market actors and
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stakeholders in the value chain. These recommerdatire believed to

provide feasible solutions for the program.

In order to minimize the trade related violatiohe exchange should
deploy an integrated market surveillance mechanidrat is
supported by high definition cameras that can tra@er’s
activities. The exchange should also train itsfsteth market
surveillance concepts techniques that could helpmthdentify
market manipulation behaviors beforehand and bt tersest of
market in the surveillance system in particular amdhe overall
market in general.

The Exchange market operators should work hardnforee the
rules of the Exchange that require open outcryesysfor the
competitive bid and offer and transparency. The B€iuld
penalize rule violators in a manner that could midesn learn from
their mistakes and deter further violations.

Trading session is a specified period of tradingraduwhich a single
contract or group of contracts will be traded. lstregard, the
Exchange should come up with a fairly distributedet that allows
each session to accommodate all trades. And tket tweriting time
should be reconsidered at least to accommodatexineution of all
agreed trades.

With regard to market information accuracy and atality, the
Exchange is well accepted by all its stakeholdBut.the Exchange
should also think of better market information disénating tools
like short message service (SMS) and Interactivecd/&®esponse
(IVR) to all stakeholders to help traders make imfed decisions
and balance their power of negotiation.
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In order to improve the price discovery mechanisime, Exchange
should aware the traders and enforce the rule degpithe open
outcry system that should be respected by all, amobduce

mechanisms that could create better competitivembge trading in

the trading floor.

In order to boost the satisfaction level of memband clients the
Exchange should work closely with the NEAA in cregtawareness
on ECX rules, regulations and compliance mechanisosgy lasting

solutions that can minimize the transaction costhaace market
integrity and improve the price discovery mechamsismould also be

considered by the Exchange.

4.2.2. For Online Trading System

Based on the analysis, subsequent finding fromstbdy and conclusion,

the following recommendations are given which thbidpia Commodity

Exchange could consider in its effort to introdtioe online trading system.

In order to empower members and clients of the axgéh, in-depth
training and capacity building programs should lesighed and
implemented to all stakeholders. The Exchange akehaperator
should take the leading role in developing itsfséaid equips them
with the necessary input. Exchange staffs in theketasurveillance
and trading operation units need to be well awateefundamental
and technical tools in addition to the rules andulations. The

regulatory body also needs to upgrade its stafh whe necessary
knowledge as things would significantly change frpits to bits.

With online trading, it is with deep analysis thhé Exchange and
ECXA the regulatory body that can identify any nedrk
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manipulations or fraudulent behaviors of markebesctin order to
do so both parties should focus on need tailorgaaty building
programs that could help them run and monitor therket
efficiently.

Furthermore, as seen in the findings the capacitblpms of
members is undeniable and needs due attentionighdsh priority.
Intensive class room based awareness programs rdimeé drader
certification programs should be designed befolewathg market
actors to access the online trading platforms. nimgs on the
fundamental and technical skills should also beemgito all market
actors in order to create a relatively balancet sthknowledge.
Regarding the infrastructural problems faced, thehange with the
help of donors should build its online trading egatwith multiple
layers of redundancy to avoid downtime related ¢avgr outages
and to significantly reduce the downtime associatgtith telecom
outage by installing redundant connectivity optiamsluding fixed
line broadband and wireless connections. The sgpeach should
be employed to avoid failures at local area netw@/N), local IT
asset level and the central data center locatidnsl. in order to
guarantee power the use of uninterrupted powerlgupdS) and
generators is highly recommended.

To address the legal issues identified from thedifigs, the
Exchange should incorporate a team of experts fr@mnformation
technology, compliance and operations divisiongraft the legal
framework. The Exchange as a self-regulatory emityled by the
rules of the Exchange. The rules should be revasstl additional

rules concerning online trade should be incorpdraae deemed
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necessary, standard trading terms in contracts Idhalso be
modified with all their risk management tools.

* The operational issues are very critical issuesdhaexpected to be
faced by the Exchange once the online trading [@emented. It is
recommended that the Exchange should considerapsotty to
handle all commodities at a time. Very critical lgsss needs to be
done to identify the potential pros and cons ofidlag on any
alternative. Learning from the experience of otke&changes in
session management and in calculating last clogiicg (LCP) is

also suggested.
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