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This latest issue of our Macro Forum Insights and Perspectives comes to you

in the immediate aftermath of the US presidential election, one of the most
polarising and divisive exercises in democracy we have seen, even when compared
with the challenges faced by more nascent democracies in our growth markets. In
addition to some reflections on what the outcome of the election may mean for
our markets, we have a focus article on the current situation in Nigeria and South
Africa, the two giants of the African economy, as well as an article looking at the
impact of IMF intervention on Sub-Saharan Africa. We conclude with a reflection
on the continued emergence of a new axis of trade across our markets.
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USA

Pollsters trumped again!

Andrew Newington
COO, London

anewington@act.is

Inrecentweeks, we have beenasked

by many mediaoutlets and many of our
investors andstakeholders for our views
ontheimpactofthe US presidential
electionresult onprospects forour
growth markets. Thereislittle doubt
thatthishasbeenthe mostpolarizing
andtenseelectionthatthe UShasever
seen, with the two candidateshavingthe
highest negative ratings of any major
party nominees since pollingbegan.In
fact, whenasked, many Americans will
freely acknowledge that they voted for
one candidate principally because they did
notwantthe other candidate togetinto
office. Perverse thoughitmay sound, it
isthe candidate hatedleast - rather than
mostliked -whowins. Thisis unsurprising
whenyou consider that halfthe electorate
believes one candidate tobe amisogynist
racist, while the other halfbelieves

the other candidaterepresentsthe
entrenched corruption of the Washington
system. Whatever theirreasoning, the
Americanelectorate hasnow spoken. Just
aswith Brexitbackin June, the pollsters
have once again been confounded by the
result,and January 2017 will see Barack
Obamareplaced by Donald Trumpinthe
Oval Office.

Trump will take office witha strongly
polarisedelectorate - more thanany
presidentinthe post-warera. Questions
willremainfor months -if notyears -

over hislegitimacy to govern given his
background andlack of public sector
experience.Inthe shortterm, Clinton's
backersare suretoreactwithangerand
frustration, and Trump's "deplorable”
supporterswillhave tolearntobe gracious
winners, reaching out to mendthe hugerift
in American society that this electionhas
revealed. Withthe Republicans sweeping
House and Senate in addition to winning
the Presidency, the Trump administration
actually has agreater ability than

Obama didto passlandmarklegislation
onimmigration, taxes, infrastructure
investmentandthelike. Thereisalso
likely to be upwards of 3 Supreme Court
appointments during Trump's tenure,
vitallyimportantto US civilsociety as
Supreme Courtappointments
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willhave effectsfor decades. The question
now willbe whetherissues around Trump's
legitimacy cause fractures amongst his
ownsupportersinthe otherbranches
ofthe Executive, derailing what would
otherwise appearapathto effective
decision making.

Sowhatdoes Trump mean for our
markets? Intheimmediate aftermath of
the Brexitvote, we highlighted that the
referendumresult would confirm the
existence of significant political volatility in
developed markets, and that the prospect
ofa Trumpwinatthetime seemedless
remote. We further forecast thatamove
to "risk off"in developed markets could
benefitemergingmarketsasinvestors
looked toalternative sources of yield and
re-assessedtherisk:reward propositionin
therestoftheworld. With the significant
inflowsinto EM equities and credit seenin
the periodsince June, thisforecast seems
tohavebeenbroadlyaccurate. Butcanwe
say with any certainty that this trend will
now continue as the US follows the UK's
lead?

Inthe shortterm, we see significant
volatilityinallmarkets, and aflight to
traditional safe havens as peoplelook to
park excessliquidityingold, CHF and JPY.
Hard currency bondyields should also
tightenand equity markets willsee some
sharp declines, mostly as afunction of
thefactthata Trumpwinwas not priced
into yesterday's market close and traders
willbe shocked. However, our suspicionis
that plenty of traders will view any material
declineinequities as abuying opportunity,
andthatimmediate falls may well reverse
over the comingweeks. Thisshortterm
reactionwillprincipally be driven by
uncertainty andfear ratherthan by asober
review of theimpact of Trump's policies. In
common with other safe haven currencies,
we would expectthe Dollar to appreciate
againstEMFXintheshortterm, although
we seetheprospectofaUSraterisein
Decemberhavingrecededwith thisresult,
and consequently the Dollar may weaken
as (andif) itbecomes clearto what extent
Trumpintendsto pursue some of the more
isolationisttrade policies he has advocated
duringthe election.

Trump's win certainly raises questions
about America's willingness to continue to
actasthearchitect of globalfree trade,

andinthe absence of Americanleadership
and advocacy of globalliberalvalues,
leavesthe prospect of avacuum, with

no country with the credibility to fill the
shoes ofthe US. Mexicois perhaps most
vulnerable to amigration of capital from
itseconomyandtoacontinued collapse
inthe value of the peso,andwhether

the wallis physicalor virtual, the Trump
administrationislikely tolook to bring
some of Mexico's existing trade surplus
withthe US back onshore.Inaddition, the
major Trans-Pacific Partnership trade
dealislikelytobe scrapped, the US will
probably seek the renegotiation of NAFTA,
and whilst we would not expect tariffs to
beimposedintheimmediate shortterm,
the nature of the trading relationship with
Chinaand other majorexportersis going
tobereviewed.

Sowiththerules oftrade withthe US
potentially re-written, the growth
markets willneedincreasingly toturnto
other growth markets for support—the
South:South axis willbecome strongerasa
result. Laterin this edition, we have afocus
article onthe growingimportance of the
South:South tradingaxis. Self-evidently
this willnot be enough to sustain growthin
economies stillheavily reliant on feeding
the desires of the US consumer, but with
40% of globaltrade now onthis axis, it
givesaclearsense of the growinginter-
dependency of the nations of the 'South’
andthe gradualreductioninreliance on
the US. Andas Trump startsthe process
of finding candidates for the thousand or
sopoliticalappointmentsthatneedtobe
filledby January, it may wellbe that we see
achangeinthetonality of the message
fromhis camp. Afterall,if the USreally
wants to bring productionback onshore,
andatthe sametimeretainthe standard
oflivingandlevels of consumptionmade
possible by globalisation, it willhave to
re-engage withthe growth markets. Why?
Simply because demographics demandit.
[fthe USisto becomeanexporteragain,
thenitmustrecognise that 80% of the
growthinthe world's middle classis going
to come fromemerging markets. And
even Donald Trump knows that whenyou
promise to "make America greatagain”,
youneedtobeseentodeliveronthat
promise, and simply making household
goods more expensive by imposing tariffs
isunlikely to make many of his voters feel
thatgreat.
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s the African superpowers flu
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Howthe mighty have fallen. Thereisno
doubtthat the economicfortunes of
South Africaand Nigeria, once the leaders
ofthe 'AfricaRising' narrative have suffered
fromadverse externalfactors, butto
many commentatorsitseemsthatmany
oftheir currentissues are self-inflicted.
Theimportance of these two giantsto

the perception of the African continent
amongstinvestors cannot be over-stated.
With around US$600bnincombined

GDP, theyrepresent 40% of the Sub-
Saharan economy, and have historically
securedaround 70% of total private equity
investment. Ifthey cannotreverse their
currentgrowth trajectory, what does this
mean forthe rest of Africa?

South Africaand Nigeriahave several
characteristicsincommon. Theyarethe
twolargesteconomiesin Africa, they both
have agrowingconsumer class, rising
urbanisation, and the potential to benefit
froma'demographicdividend'. However,
bothare proneto cycles, exogenous
shocks, and share someidiosyncratic
politicaland cultural challenges. Their
current problems may have had different
points of origin, but both economies find
themselves up against strongheadwinds
today. Forinvestors, this couldbe botha
shorttermproblemas these headwinds
place pressure on corporate profitgrowth,
but could alsobe anopportunity for
contrarianinvestors, particularly those
withthe ability to take alongertermview!
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South Africa
Homegrown orImported Challenges?

South Africa’'swoes arealmostentirely
homegrown. For years now, the country
has struggled with slow growth caused
by structuralimpedimentsincluding
highunemployment, labor challenges,
industrialaction, and electricity shortages.
Althoughinflationhaslargely beenkept
incheck, the currency’'s penchant for
roller coaster antics has become awidely
watchedindicator of EM volatility. That
said, the volatility, atleastin part, reflects
liquidity with daily FXtradesinthe Rand
equatingtoalmost 20% of South Africa’s
GDP, averyhighlevelrelative to other
currencies. This certainly drives enhanced
sensitivity to exogenous events like
changesinthe Fedrate, butlocalfactors
have stillmanagedtoinfluence volatility,
none beingmore prominentinpeople's
minds thanthoselinked to the revolving
chairinthe Finance Ministry.

‘Musical chairs’

InDecember 2015, President Zuma
replacedwell-respected finance minister
Nhlanhla Nene with alargely unknown
politician, Desvan Rooyen. The market
reactedinshockwith a steep depreciation
intheRand. Threedayslaterandin
reactionto pressure fromthe fallout,
Zumareplacedvan Rooyenwitha previous,
well-respected finance minister, Pravin
Gordhan. Fast forward almostayear, and
the National Prosecuting Authority (NPA)
brings fraud charges against Gordhan,
with the timing of the announcementand
perceived 'frivolity' of the fraud charges
immediately questioned, with allegations
of politicalinterference both withinthe
ANC as wellas from commentators and
opposition parties. President Zumahas
beenaccusedof seekingunfettered
access tothe South African treasury—with
Gordhanbeingthe one personstandingin
theway.

Now, inearly November, the charges have
beenwithdrawn due to the inability to
prove criminalintent, only to be shortly
followed by news that Gordhan willbe
chargedagainbefore the end of the year!
Thenewchargeswillrelate to the so-called
‘Rogue Unit' - aspecialdivision set up
during Gordhan's tenure as South African

Revenue Service headtoinvestigate tax
evasionandothertax-related matters.Itis
therefore difficult to predictif we could see
anew round of finance minister ‘'musical
chairs'inthe near futureinlight of recent
events.

State Capture’

Adding to the political turmoilinrecent
weeks has beenthe much anticipated
‘State of Capture'reportonalleged state
graftwhich Zuma, van Rooyenand minister
of MineralResources, Mosebenzi Zwane
triedunsuccessfullyto preventtherelease
of. Thereportfocuses ontherelationship
between Zumaand a wealthy business
family, the Guptas, whoitis allegedhad
undueinfluence over therecent ministerial
changesinadditiontohavingbenefitted
fromtheirinfluenceinthe award of state
company contracts. The reportcalls for
ajudicialenquiry andthisislikelytobea
protracted affair. Allof this adds further to
the callsfrom civil society and opposition
parties for Zumatoresign or forthe ANC
torecallhim, butat thisstage we see
limited probability that his hand willbe
forced.

Rollercoaster ZAR Reaction

The consequence of the Gordhan episode,
unsurprisingly, is that the Randhas been
‘oversold'relative to our fundamental
value analysis. Prior to the Gordhan

fraud charges, the ZAR was appreciating
towards our view of fair value at c.
ZAR12-13tothe US$. Itslippedwiththe
announcementofthe Gordhancharges
andrecoveredonthe NPAwithdrawing
charges. The ZAR strengthenedagain
ontherelease of the State of Capture
report. We canexpecttoseeareversal
againshould chargesbereinstated orif
new charges are broughtagainst Gordhan
and, ifwhenthe music stops, heis out of
aseat. However, the ongoinginterplay
betweenthedevelopmentsaroundthe
Gordhancase, State of Capturereport,
and economicindicatorswillhave adirect
impactonthe probability ofaratings
agency downgrade, somethingthat
Gordhanfought sohardto stave off back
inJune.
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Nigeria
It's More Than Just Oil

Nigeriais experiencingthe worstrecession
in20yearswith Q2 2016 GDP fallingc.2%
year-on-year. Foreignreservesfelltothe
lowestlevelsin 11 yearsandinflationis
atadecade high of 18%. Oil production
droppedby 35% from 2.15 mbpdin 2015
to 1.4 mbpdin 2016 due to theimpact of
militancyinthe Southern oil producing
region. The economyrelies heavily on
0il=70% of governmentrevenues are
earnedfromoiland oilaccountsfor 90%
of exports. The slow paceindiversifying
the economy, together with the ongoing
oilprice slumpandadrasticdropinail
productionhas seen Nigeria suffer a shock
withfurther weakness expectedthrough
totheendof2016andinto2017.

The Central Bank of Nigeria (‘'CBN')
abandonedits US$ currency pegon
20June 2016, after 16 months of
economic deterioration. This was clearly
unsustainable andthe Naira ((NGN') lost
over 50% ofits value once the pegwas
removedinJune. The Nairaisnow trading
aroundNGN315tothe US$. Thisisinline
with ourview onfair value. However, the
NGNis stilltrading ata significant discount
tothe officialrateinthe parallel market,
andthe differentialbetween the official
and parallelmarketrate highlights the lack
of liquidity inthe market which has not
seenany significantimprovement due
torationing by the CBN. Our FXmodel
suggeststheseare structuralliquidity
issuesratherthanrepresentative of the
Naira's fair value, but thisis cold comfort
for companiesandindividuals seekingto
accessdollarsin Nigeria.

The countryhas plans to diversify the
economy, towidenits tax base (6% of
GDPvs SSAaverage of 14%),and to
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increase revenue fromother sources
todecreasereliance onoil. Inaddition,
plannedinvestmentsininfrastructure
(whichwillbe largely funded by debt),
reflectarecognitionby Government of
theneedtorestore confidenceinthe
economy and prop up growth. Shouldthe
oilprice strengthenin 2017 or production
volumes returnto morenormallevels, this
wouldboostreservesandhelp stabilize
the Naira. That said, we see no obvious
shortterm catalyst fora spike in oil prices,
making production growth the key driver
the Government caninfluence. How
easyitwillbetorestore publicorderinthe
Deltainaperiod of decliningrealwages
andhighunemploymentisunclear. The
plannedinfrastructure projects should
alsoimprove the ease of doingbusinessin
Nigeriaandimprove investor confidence
inwhatis achallengingmarketlogistically.
However, all of these improvements will
take time and willrequire significant public
sectorinvestment, suggestingthatinthe
shortterm, conditions willworsen further
asrealincomes continue to decline.

Solsthe Glass Half Empty or Half Full?

It'snotalldoomand gloomfor Africa’s
superpowers. Despite today's headwinds,
thelong-termdrivers ofinvestment for
both countries remainintact.In South
Africa, notwithstandingtheimpact of
politicalevents, economicindicators

are offeringearly signs ofarecovery
includingadeclineintherate of inflation
accelerationand potentialmonetary
policy easing.InNigeria,arecoveryinthe
oilprice togetherwithimplementation of

the government's expansionary budget
whichis expectedtoyieldresultsin 2017
will offer somereliefto the economy.
Positive effects willthenfilter through
forconsumersandinto othersectors of
botheconomies. Clearly though, both
willcontinue to cast along shadow over
the Continentinto 2017, which may well
leadto more attractive asset pricingin
markets thatarelessimpactedby the
economic factors affecting the local giants
butnonetheless suffer fromadegree of
contagionininvestors'minds.

We have seendemand for quality assetsin
both markets remain steady. Ourrecent
exit from Tekkie Town (whichis subject
toregulatory approvals), ashoeretailer

in South Africa, and ourinvestmentin
Azura, alarge (459MW) gas-fired power
generation facility under construction
inNigeria, are examples of howlocal
knowledge and sectorinsights canbe
powerfultools for seeing the value during
times of low visibility and high uncertainty.

In 1997 itwas the Asian debt crisis, in

2008 it was the globalfinancial crisis, in
2011itwasthe Arab Spring. Investingin
growth markets willalways be punctuated
by geopolitical headwinds and global
exogenous shocks, but the silver-lining
isthat this creates opportunitiesto find
high quality investment opportunities.
The outlook may be blurredfor Nigeriaand
South Africa as they navigate through their
respective sets ofissues, butthese giants
willeventually awaken from their slumber
with theirlong-term fundamentals still
intact.
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Africa

IMF intervention—headache or panacea?

Hilaire Dongmo
Real Estate, London

hdongmo@act.is

Whetherdirectly orindirectly, there can
belittle doubtthatthe International
Monetary Fundhas playedacrucialrole
inthe macroeconomics of Sub-Saharan
Africa. lthas provideddirectbilateral
supportto countriesinordertomanage
theirmacroeconomicimbalances, and
ithasindirectbut materialinfluence on
lending by other donor agencies. However,
this supportdoesnot come without
strings attachedand with growthin SSA
settoslowto 1.4%, itslowestlevelinmore
than 20years, now seems anappropriate
time toaskwhetherengagementwith the
IMFisalwaysinacountry's best medium
terminterest. Specifically, was the average
annualreal growthin SSA of 4.0% simply
reflective of the global macroeconomic
cycleoverthelastdecade,orcanitbe
saidtohaveresulted fromthe IMF's
intervention duringand prior tothat
period?

Alonghistory of financingand
cooperation

Backinthe 1980s, as a condition of
emergencylending, the IMF required
recipient countriestoimplementaseries
of standardized free market reforms
known collectively as the Washington
Consensus. The structuraladjustment
programmes, or SAPs,imposeddeep
cutsonpublicspendingandrequired
implementation of privatisationinitiatives
aswellastrade andfinancialliberalization.

Many blamed these policies for
destroyingalready limited state provision
of schools and hospitals, police and
security,andinturnthisledtoapolicy
resetatthe IMF allowing for tailor-made
solutions,including fiscaland monetary
accommodationasanimmediate
responseto financial crises.

Inthe early 2000s, the Heavily Indebted
Poor Countries and the multilateral Debt
Relief Initiativesled to the write-off of
US$100bn of debtin 30 African countries
inexchange foreconomicreforms. The
medianratio of general government debt
to GDP of most major SSA countriesfellas
aresultfrom 80%to 30%.

Today, the fundisincreasingly activein
SSA, with 17 currentloan programmes
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to countriesintheregionand more being
discussed. Some of the key programmes
include:

— Coted'lvoire: $725m facility expired
inDec 2015; IMF missiontoreturnto
Abidjan soonfor discussions about
new 3-year fundedarrangement.

—  Kenya: $1.5bninfundingwas approved
inMarch 2016, Kenyaisundera 24
month standby arrangementand
standby credit facility.

— Mozambique: Reviews and
disbursementsunder Standby Credit
Facility. $285m suspended following
discovery of undisclosed debt.

—  Ghana: $918mfacility in place until April
2018. Thirdreview and disbursement
approvedin Oct 2016.

— Zambia: Countryhave started formal
discussions with the IMF. Programme
unlikely to emerge before end of the
year.

SowithIMFinterventionacrosstheregion
atsuchahighlevel,itisworthlooking
atcurrentcase studiesto see whether
thereformrequirements are helpingto
restore macro stabilityineconomies that
implementthem correctly.

Ghana

Signs of bottoming out afterrecovering
remarkably inrecent months.

Thereisnodoubt that theintroduction
ofanIMF programme and the associated
inflow of funds raisesinvestor confidence,
which slows down capital flight, reduces
therisk of further downgrade of sovereign
ratings, and helpsimprove the prospects
of exchange rate stabilization. However,
borrower countries often struggle to
adhereto strict budget deficitlimits set by
theIMF, andthe fiscalreforms -including
public sectorwage freezes and elimination
offuel subsidies - sometimes giverise
toeconomicand social crises which can
culminate in serious social disturbances,
leading to politicalinstability.

Oneofthe mostrecentillustrations of
the IMF'simmediate positiveimpact has
beeninGhana. Ghanaian governments
tendto have abad habit ofimplementing
significantincreasesin public spending
intherun-uptoelections. Followingthe
2012 election, publicdebthadrisento
morethan 70% of GDPleaving Ghana's
economy on shaky ground particularly
when commodity prices then fell, (Ghana
isanexporter of cocoa, goldand oil). When

coupledwithelectricity shortages, this
caused economic growth to halve from 8%
in2012to4%in 2014. Ghanahad no choice
buttoabandonitshome grownreform
programme and go to the IMF for help.

The country currentlyhasaccesstoan
Extended Credit Facility (US$918 million)
thatisinplace until April2018. The third
reviewwas approvedearlyin Oct 2016
with disbursement of an additional $116
million, whichbrought the IMF's total
disbursementto Ghanaunderthe Facility
to $465 million. Early September, Ghana
issueda €750 million 5-year Eurobond
fivetimes oversubscribedat9.25%. The
reflected 150bpsimprovement fromthe
$1.5billionbondissuedayearagoisaclear
demonstration of the positive investor
sentimentabout Ghana following IMF
engagement.

Despite Ghana'srelative popularity
amonginvestors andthe IMF's backing,
the country stillhas someissues: the
government'sdebt service costto
revenueratio,at 27.7%,isone of the
highestin SSA.Localunrestwas seenin
2015inresponsetosome ofthe required
reforms, but the general perceptionisthat
lifeis gettingbetter. Inflationis declining
(21.2% yoyin September), GDP growth
shouldreach 5.5% this year andthe deficit
for2016isexpectedtoreduceto 5.3% of
GDPversus7.2%lastyear.

So Ghanaseesbenefits fromrelative FX
stability and deceleratinginflation, but
atthe price of monetary tighteningand
fiscal consolidationthatimpacts GDP
growth negativelyinthe shortterm. With
aneyeonnextmonth's presidentialand
parliamentary elections, investors are
hoping Ghana willresist election pressures
to spendout ofbudget, something
Mozambique failedto do andto disclose.
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Mozambique

Ayearofembarrassment when the
financialtide went out

"Youonly find out whois swimming naked
whenthetide goesout”, Warren Buffett
famously observed. Mozambiqueisasmall
economy withnominal GDP of only US$15
billion. 2016 has been adifficult year for the
country, with growth negatively affected
by the deteriorationin global commodity
prices andlower agriculture outputdue to
"EINino". GDP growthhasfallen, with the
latestforecastdowngradedto 4%. The
meticalhas depreciated by approximately
70% against the USD, havingalready
depreciated by 36%in 2015. Gross foreign
reserveshave almosthalvedandimport
coverat 2.6 monthsiswellbelow the level
recommended by the IMF, andis expected
tocontinue decreasing. The country's
public sector debt statistics have also
deteriorated, mostnotably drivenbya $1.4
billionincreaseinpublicdebt, the existence
of whichwas notdisclosed until April 2016.

Mozambique's government debtis now
at85% of GDP fromitslow of 37%in
2011, alevelwhichfollowedthe receipt of

multilateral debtrelief. And with thisrecent
development, international partners
including the IMF and the World Bank have
suspended financial aid and the major
ratings agencies have downgraded the
country.

This build-up of unsustainable debt
levels contrasts with therelative
macroeconomic stability and growth
thatwere seen before the summer of
2015. The countryrecorded highlevels
of growth over the prior decade primarily
because of the larger volumes of foreign
directinvestmentinnaturalresources.
Mozambique took advantage of low
globalinterestrates and highcommodity
prices toissue billions of dollars of debt
benefiting from the credibility offered

by the engagementwith the IMF. Today,
the IMF requires sound macroeconomic
policies andinitiation of the audit process
toreengage withthe country. Yetthe IMF's
previous policies failed to preventthe
build-upinpublic debt.

Thisdemonstrates that whileintentions
inMozambique were good, policy
effectivenessremains weak, evenwith
continued IMF engagement.

Headache or Panacea?

Itis fairto conclude from our experience
across SSAthat IMF programmesdo
usually resultinaslowdownin GDP growth,
andariseincivilunrestasreformsare
implemented. However, based onthe
recentexperiencein Ghana, we believe
that the newtailored approachadopted
by the IMFis working wellto mitigate

many of the historicalissues. A successful
engagementwiththeIMF canleadto
improved macro credibility andis certainly
asignal of policy credibility to the market.
Catalyticfinancingcanhelpwhenthe
country'sfundamentals are soundand
investors like Actis can make investments
conditional on IMF involvement, investing
onlyifthe IMF makes liquidity available to
the country.

Soshorttermpain,longtermgaindoes
indeed seemtobe arealistic description of
what a country willexperience when taking
the IMF's medicine, but atleastin Ghana,
we see good progressingettingpastthat
initialunpleasant taste!
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South-South Trade
Anew trade axisemerges
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e/
Backin 2004, the UN stated thata"new
geography of tradeisemergingand
reshaping the globaleconomiclandscape".
What they noticed was the formation
ofthe growth markets of the southern
hemisphereintoaneconomicentityin
theirownright, aphenomenonthey called
South-South torivalthe more traditional
North-NorthandNorth-South developed
country tradingrelationships. Defined
byincreasinglevels ofinvestment and
trade with each other,the UN hadrightly
observedagrowthphenomenoninthe
souththatwould ultimately change how
we view the existingworld order.

Fastforwardtotodayandwe have
seenfundamentalandincreasingly
important shiftsinthe global socioand
macro-economic environment. With the
numerous challenges the North has had
toface, we cannow seeincreasingand
tangible indicators of how the South has
gained macro share, driven particularly by
the extraordinary growth stories of China
andIndia.

Growthmarkets accountedfor a half of
the world's merchandise exportsin 2014,
growing fromone thirdin 2000. China
tripledits share of world exports between
2000and 2012. South-Southtrade - the
exportsandimports of goodsandservices
between growth marketsinthe southern
hemisphere - hasrisenfroman 8.1% share
ofworldtradein 1980t0 26.7%in 2011.
Forecastssuggestthatthiscouldincrease
toover40%inthenext 20 years.

Thisisimportant. As North-Northtrade
continues to decline from 46% of world
exports tonowaround 30%, the southern
growth market power blockis becoming
much moreimportantasadriver of
globaltrade and development. Through
the demonstration of "soft power",
growth markets are gaining strength
through mutualassistance and support
through aid, development funding, trade,
investmentandinfrastructure. By sharing
informationandtechnologicalinnovations
tobridge the knowledge gaps between
developing countries, growth markets
are converting theseinsightstodrive an
increasingrate ofindustrializationinthe
countries thatareleast developed.
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Theagentofchange

China's commitmenttoinvestmentacross
Asia, Africaand Latin Americais the big
driver of changeinthe south. Through
redirectingits domestic over-capacity
and capitalto southernneighborsinthe
form ofincreasing externalinfrastructure
investment, Chinais attemptingto ensure
its ownfuture economic security by
makingitselfthelongtermbeneficiary
ofincreasingtrade flows andreciprocal
economic benefits with countriesitis
investingin, mostvisible in the supply of
naturalresources back to China.

InSeptember 2016, we saw afurther
strengthening of China'srolein global
tradewhenitwasannouncedthatthe
Chinese Yuanwouldbeincludedinthe
basket of currencies of the IMFs Special
DrawingRights, meaning that central
banksaroundtheworldcanelecttoholdin
reservethe Yuanandtherebyfuturetrade
agreements whereverthey mightbein
theworld canbe agreed and conducted

in Yuan. Itis expectedthat this willreduce
theimportance ofthe US dollarinthese
marketsandfacilitate anever greaterrole
forChina.

Inaclassic case of history repeatingitself,
in 2013 Chinaannouncedthe creation

ofthe SilkkRoad economic beltand

the Maritime Silk Road toimprove the
connectivity between Chinaandtheland
masses of Asia, Eastern Africaand Europe,
anticipating cumulative investmentinthe
nextdecade of up to $1trillion. Also called
"OneBelt, OneRoad", the parallels with
ancientsilk routes thatbeganduringthe
Handynasty (207 BCE to 220BCE) are
striking.

Africais perhaps the most significant
beneficiary of China's "South-South”
investment. Over the period from
1992102011, trade between Chinaand
Sub-Saharan Africarose from $1bnto
astaggering $140bn. Chinais clearly
lookingto capitalize onthe fact that with
15% ofthe world's population, Africa only
accounts for 3% of globaltrade. China now
takes more African exportsthanthe USA.

Asrecentlyas October 2016, we saw the
launch ofthe fully electrified Ethiopia-
Djiboutirailway, linking Addis Ababa with
the port of Djiboutionthe Red Sea, fully
fundedby Chinese banks andbuilt by
Chinese companies, anexample of how
Chinaisusinginfrastructureinvestment
toopenupthe continenttointra-African
trade. Andthisisn'tthe firstexample,
following on from previous openings of

Therise of South-South Trade - Share of world merchandise trade (%)
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modernrailwaylinesin Angolaand Nigeria
aswellas the ongoing construction of the
Mombassa-Nigeriarailway inKenya.

Over 2000 Chinese companies have
investedin, orarelookingtoinvest

in Africa. Nearly allinvestment goes

into energy, mining, construction,
manufacturingand services. Chinais
Africa's biggestlender forinfrastructure
financing. The Export-Import Bank of
Chinahas signed up to major projects with
the African Export-Import Bankand with
the government of Tanzania. The planisto
constructindustrial parks and economic
zones forlightindustryand processing

of rawmaterialand commodities worth
upto $1bn.Inanotherexample, Chinese
companies have becomethe biggest
builders of hydropower damsin Africa
andhave broadenedthisrecently tothe
construction of water treatment stations
andwater supply projects. Yetit'snotall
biginfrastructureinvestment. Smalland
medium sized Chineseinvestmentis
growinginthe form of business services,
beitinrestaurants, hotels or small
manufacturing/export companies.

Of course, these examples of south-
south cooperation have tobe awin-win
forbothsides. South Africa—China's
largesttrading partnerin Africa—is
benefitingfromincreasedinvestmentin
manufacturingandinnewerindustries
suchase-commerce.InOctober 2016,
Eskom, the South African electricity utility
andthe China Development Bank signed
a $500m credit facility agreement that
willallow Eskom to completeits planned
capitalexpansionprojects. China, in
return, is alsobenefiting by openingits
marketstoinvestmentfromanumber of
South African companies such as Sasol, De
Beers, Naspers MIH, SAB Miller and First
Rand.

New Kid onthe (African) Block

GrowthinIndia has created the demand
fornewmarkets andresources. Focus

has zeroedinon Africaand trade between
India and Africahasincreased from $5bn
in 2005 to alikely $100bnthis year. We
arenow seeingIndiaasanincreasingly
important playerin Africaninvestment,
particularlyin pursuit of energy security.
India continues to search fornew suppliers
away from the more volatile western Asian
oilsuppliers. Indiahas beeninvestingin
Nigeria, Sudan, Cote d'lvoire and Ghana
tonamebutafew. The current 20% of oil
importsIndiareceives from Africais most
likely to continue growing.

InJuly 2016, Prime Minister Modimade his
firsttourto Africa, signingagreements
with Mozambique, Tanzania, South
AfricaandKenya, allEast African Indian
Oceanfacing countries and strategically
positionedto counter China's growing
presenceintheseareas. 19 agreements
were signed, including deals ininformation
technology, water resource management,
food security andhealthcare alongwith
the usual naturalresource projects.

Inthe same way that Chinaisfostering
long termrelationships and benefits
throughinfrastructure construction. India
isdoingthe same thingbutfocusingalso
oneducation, vocational trainingand skills
developmentin Africa. The modelisa "pro-
peoplemodel, providingthe necessary
personal skillsnecessaryinorder to
deliverthe anticipated benefits ofalong
termtradingandeconomicrelationship
betweenthe tworegions.

South-Southand Actis

At Actis, South-Southisn't primarily about
trade, althoughwe are startingto see

how China-Africainvestmentis affecting
some of our portfolio companiesin South
Africa. Actom, the largest manufacturer
anddistributor of electro-mechanical
equipmentin Africaisincreasinglylooking
tosource technology out of China,
including pre-paid meter technology. The
reciprocal benefit for Chinese companies
isaccesstothe fast-growing African
electricity market throughthe Actom
platform. Coricraft, a South African
manufacturer andretailer of high quality
furniture andhomeware, imports c.50% of
its productrange and materials fromthe
East, of which 20% s sourced from China,
andc.20%fromIndonesia.

Instead, South-Southisaboutusing
our globalpresence andinvestment
experienceinthe southernhemisphere
tofocusonthetransfer of knowledge
and expertise between our portfolio
companiesas complementarytrading
patterns continuetoemerge. Such
exchanges help usbuild connectivity
betweenourinvestmentsand facilitate
theirmarketentryand procurement
strategiestotake advantage of these
trends. Anexampleis thejoint sourcing
by ourenergy platforms of Chinese
manufactured solar panelsto ensure we
are as costcompetitive aswe canbe.

We closely watch South-South co-
operationthroughtrade andinvestment.
We recognize the ongoing global shiftin
tradingandinvestment patternsandalso
understandthat thisis notjustaChina-
India-Africa story. We could talkabout the
reciprocalrelationships between Latin
AmericaandEastern Asiajustas easily.
A"new geography oftrade"hasindeed
emerged.
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