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In this first issue of our Macro Newsletter, we hope to share some insights from
the Actis Macro Forum, a group composed of professionals from across our
regions and from each of our three key business units, Energy and Infrastructure,
Private Equity and Real Estate.

The Forum meets regularly to share experience and perspectives on key macro
and political developments across our markets and is also represented in all
Investment Committee discussions.

In this issue, we have two focus articles, one of which covers the current situation
in North Africa and one which looks at developments we are seeing in China. We
conclude with an introduction to our longer term view on the local currencies in
which we invest and how we seek to manage our FX exposure through the use of
this analysis.
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North Africa

Reality versus perceptionin North Africa:
Perspectives fromthefrontline

SherifElkholy
Director
selkholy@act.is

As Aldous Huxley said “Thereare things
knownandthere are things unknown,
andinbetweenarethe doors of
perception.”

Five years afterthe Arab Spring,
North Africa continues tofaceits

own macroeconomicand geopolitical
challenges. The changes that swept
across theregion sawregimestoppled
(sometimestwice)andbroughta
wave of hope that new governments
would deliver overduereformand
improvementsinsocialinequality

and economic growth. Difficultiesin
meeting these high expectationshave
led to continued geopoliticalunrest,
making North Africaseeman unlikely
investment destination for foreign
capital.
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However, the region has continued
togenerate strongreturnsforthose
investorswithanon-the-ground presence
andlocalinsight. Why did that happen?

Largely because of the fact that buried
intherubble of the Arab Spring, thereisa
veryinteresting ‘'emerging middle class'’
consumerinvestmentthesis.

Question: Whichregion has thelargest
concentration of Africa’s Middle Class
consumers?

Answer:North Africa with over 40% of
Africa's totalmiddle class population.

Sowhathave beensome ofthe keyrecent
macro economic considerations:

Commodity prices

Thedeclineincommodity prices has
affected North African countriesin
differentways. Asthelargest producer
of oilinNorth Africa, Algeria has suffered
fromthedropinoilprices, however the
same drop has helped toimprove public
financesinEgypt, Tunisia,and Morocco
whichareallnetoilimporters.

Monetary policy

Inthelast 12 months, North African
economies have allfaced what the IMF's
Chief Economist, Maurice Obstfeld
describedas the "developing countries
trilemma”. Thisimplies thata country
cannot simultaneously maintain fixed
exchangeratesandanopen capitalmarket
while pursuingamonetary policy oriented
towards domestic goals.

Acountry can consequently choose
eithertoblockthe mobility of capital

by prohibitinginternational financial
transactions from being conducted
throughits system (thus cuttingitself off
from globalfinancialmarkets), orit can
abandonits FX controls,leavingexchange
ratestobedeterminedbythe forces of
market supply and demand.

Overthe pastdecade, North African
economies haveallchosentoopenupto
the globaleconomy tovaryingdegrees,
andinthelast 12 months, allhave come
under pressure to devalue their currencies
asaresult of macroeconomic headwinds.

African Population

Rich 43m
Middle 112m
1Maghreb 20% 22.4m
(Morocco, Tunisia, Algeria)

2Egypt 23% 25.7m
3 West 22% 25m
Nigeria, Benin, Togo, Ghana,
Coted'ivoire

4East 10% 11.2m
Ethiopia, Kenya, Uganda,

Tanzania, Rwanda, Burundi

5Southern 9% 10.6m
South Africa, Botswana,

Namibia

Other 16%
Floating 192m
Poor 555m
Total 902m

Source: African Development Bank



A closerlook

Egypt

Asthelargestand most populous market
inMENA, Egyptisthe economicheartof
theregion.

Thelast 12 months have seen US$ liquidity
challenges, withthe Central Bank of Egypt
actingslowly to devalue the currencyin
line with other growth market currencies,
spurring aparallelmarket for US$ where
dollars were exchanged atapremium,
peakingatLE/USD at 25% above the
officialrate.

Authorities have taken stepstoresolve
foreignexchange shortagesby:

— partiallyremoving capital controls
onindividuals and awide range of
corporatestochanneldollarliquidity
away fromthe parallelmarket back to
the banking system;

— devaluingthe LEbyc. 13% againstthe
USDinMarch 2016, signalingamove
towards amore flexible exchangerate
regime; and

— increasingpolicy ratesby 150 bpsin
anattemptto controlinflationand
stimulate de-dollarization.

Therecent Cabinetreshuffleand

the Government's 2016-18 program
presentedto Parliamentin Marchboth
pointtoacontinuing positive direction
of reform.Recent measurestoease FX
shortagesare expectedtoaddpressure
onanalready highfiscal deficit (budget
deficitexpectedtobe 11.5% of GDP
inFY2015/16), pointingto alikely IMF
agreementwhichwouldboostinvestors'
confidence.

Inthe short-term, we expect GDP
growthtosettleataround3.5%p.a.as
FXshortages,importrationalisation
measures and challengesfacing

the tourism sector put pressureon
economic growth. Signingan IMF dealand
implementing the reform program would
potentially helpimprove FX shortages,
gradually unlockingthe economy's
potentialandleading to growth moving
toabove 4%inthe nextcouple of years.In
the short-term, one can expect continued
stop-gap funding for Egypt from Saudi
Arabiaand UAE while the Government
continues withits structuralreform
measures.
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Morocco

Morocco has continuedto show resilience
andis expectedto continue to perform
betterthanits neighbors, Tunisiaand
Algeriainthe comingyear.However, 2016
GDP growthis settofallbelow 1% versus
4.2%in 2015 duetoasharpdeclinein
agricultural production, with the poor
rainy seasonthis yearleadingtoadecline
inagricultural productionofc. 15%. Thisin
turnislikely toleadto decelerating private
consumption growthwith c. 40% ofthe
country'slabor force workinginthe sector.

Non-agriculturalgrowthislikely to remain
stablearound 3% with accelerated
investment growth counterbalancing
weaker private consumption.

To stimulate the economy, the
Governmentis steppingupinvestmentin

infrastructure, includingrenewable energy,

andforeigninvestmentis also picking up.
Private sectorand corporate credit growth
remain weak due to alack of confidence
andpoorexternaldemand. Tourism
revenues continue to contract while
exportsarelikely tonormalizein 2016 on
weaker growthinthe Eurozone and lower
commodity prices. The Moroccan Dirham
is expectedto devalue by between 3%to
5% overthe course of 2016.

Parliamentary elections willbe held laterin
theyear, at whichtheIslamist Justice and
DevelopmentParty (PJD)is expectedto
maintainits majority.

Tunisia

Tunisiaisinamore difficult position than
Morocco. Public discontentregarding
unemploymenthas triggered sporadic
demonstrations across the countryin Q1
2016. The Tunisian Dinar has devalued

by c.8% overthe course of 2015 andis
expectedtodevaluebyc.6%in 2016, as
its fortunesare closely tiedto those of the
Euro.

Consumption continues tobe akey

driver ofthe economyandis setto grow
atc. 1.7%this year;inflationis setto
easefrom4.9%in 201510 3.9%in 2016.
Ideological differences betweenmembers
ofthe coalition governmentare causing
inefficiencies and slowingdown reform.
Duetothe current politicaland economic
challenges, private investment growthis
likely toremainnegativein 2016 due to low
investor confidence, butis likely toimprove
inthe mediumterm.

GDP growthisexpectedtobec. 1.5%in
2016,andis expectedtofurtherriseto

€. 3.5%by 2020. Controlling the growing
fiscaldeficit willremainelusive inthe
shortterm givenanaemic growth and
social pressures; continuing aid flows from
the EUwillcontinue to be essentialas
Tunisianavigates a challenging geopolitical
and socioeconomiclandscape.

Francehaspromised€1bninaid over

five yearstohelp Tunisiaaddress
unemployment. The EU has promised
€500m of softloans to help Tunisia cover
itsexternalfinancingneedsin2016-17. The
World Bankis providing US$4bn over five
yearsandnegotiations are underway with
theIMFonaUS$2bnstand-byloan.



Theinvestment opportunity

Despite the macro headlines, we believe
the North Africaninvestment opportunity
remains solid. The populationis young,
with Egypthavingamedianage of 24, and
with over 40% of the entire African middle
classbeingNorth African, we expect

the demand for consumer goods and
servicesto grow fasterthanthe economy
atlarge. These consumption-driven
economies are strategicallylocatedtoact
asagatewaytoEuropeandAsiaandthe
region has stable financial systemsthatare
increasingly well regulated.

Cairo, Egypt

Beingonthe ground, we see the
challenges, butalso the opportunities
everydaythroughthe prism of our
portfolio. Our consumer facing
businessesinNorth Africahave gone
fromstrengthto strength: Edita, a snack
foodbusiness, grewvolumesbyc. 10%
in2015.Integrated Diagnostic Holdings,
Egypt'slargestprivate sector diagnostics
service provider, grewits number of tests
byc.10%in 2015 and our North African
educationbusinessacceptedc. 15%
more studentsin Universite Centralein
theacademicyear 2015/16.Sothe North

African middle class storyisreal, andit
spillsover notjustinto the consumer
sector, butthe healthcare sector, the
financial services sectorandeventhe
energy sector, where our Lekela platformis
rapidly emergingas one of Egypt'sleading
solarandwind developers.

Macro forum insights and perspectives
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China

2016, the year of the 'Fire Monkey'

and structural reform

MaxLin
Director

mlin@act.is

2016istheyearofthe “Fire Monkey”

in China, which signifies volatility

and change, anappropriate starting
pointinthe process ofrebalancing the
Chinese economy frominvestment-
led to consumption-led. At the closing
ofthe National People’s Congressin
March, 2016, the ‘13th Five Year Plan’
was approved, identifying supply-
sidereformasakey policy pillarinthe
shorttomediumtermtorebalancethe
economy, revive growthandreduce
excess capacity in traditionalindustrial
sectors.
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Some ofthe key policy initiatives from
the planincluded GDP growth targeted
at6.5%to 7%, drivenby measures to
encourage Innovationinthe form of
mass entrepreneurship; Fiscaland tax
reform:toreduce the overalltaxburdenon
corporations; Modernisation, particularly
throughthe "Made in China 2025" planto
supportdomestic championsinstrategic
emergingindustries; investmentinthe
Information economy;investmentin
Infrastructure; and continued support for
Urbanisation.

Sostartingwiththe growth outlook, while
the days of double digit GDP growth may
be overand 7% may be the "newnormal’,
itisimportanttorememberthat 7% would
equateto RMB5 trillioninincremental GDP
in 2016, whichis the same asthe entire
Chinese economy 20years ago, or the size
ofthe entire Indonesianeconomyin 2014.
Sothe Chinese "slowdown"needstobe
keptinperspective. That said, corporate
performancein thisenvironmenthas
been, andwillcontinue tobeimpacted by
over-capacity and theresultantintense
competition, andin traditionalindustry it
willbe some time before demand catches
upwith supply. Goodnews thenthatthe
Governmenthas confirmedits support
forreducing excess capacity in traditional
heavyindustries (where state owned
enterprisestendtodominate) suchas
steeland coalmining, andto close down
"zombie"firms.

Therewas alsobadnews forinvestorsin
the form ofrevisions to proposed capital
marketsregulation,and the removal of the
plannedlaunch of a “strategicemerging
industries"board onthe Shanghai Stock
Exchange. Theboard's creationwas once
widely regarded as animportant newlisting
venue for China's SMEs, and formore

than 30 overseas-listed Chinese TMT
companies seeking to delist from abroad
andre-listathome. It was also expectedto

become atestinggroundforthe planned
new registration-based IPO approval
process. Domestic capitalmarkets have
reacted positivelytothe news, fearing
aninflood of newentrants would divert
investment capital from existing trading
venues, butby some estimates, as many as
380 companies had already met thelisting
requirements and were planning to publicly
listandraise capital. Such companies will
now have to seekalternative routesto
access capital.

OnFX,Chinaadoptsa"Managed Float"
policy thatis market demand-based
withreference to abasket of currencies,
dominatedby the USD. However
maintaining a stable exchangerate
alongside monetary easing could be
challenging; policymakers arelikely to
prioritise the goal of a stable exchange
rate using FXreserves andde facto capital
controls overaggressive monetary
easing.InFebruary 2016, China's FX
reserves showed amuchnarrower decline
(US$29bnvs. c.US$100bninthe previous
month), consistent with avisible dropin
onshore USD/CNY spot tradingvolume
andamore stable RMB exchangerate,
indicatingrelieffor China's capital outflows
pressure. Market consensus pointstoa
modest RMB depreciation of c.5% vs. USD
withanexchangeratetargetof 6.80 by the
endof2016.

Thisisinline withwhatwe seeonthe
groundin China. While we saw tightening
defacto capital controlmeasuresinlate
2015 andextendingtothestartof 2016,
we are now seeingthese measures relaxed
aspressure onnet capital outflow eases.
Thisis especially true whenitcomes
totransactionsthat supportindustry
consolidation, forexample, the acquisition
oftechnologyandbrands, andis evident

in Actis' recent exit from Plateno Group,
atransactionthatrequiredthe Chinese
buyer topay USD1.35billionin total.



Incommonwith many of our markets
globally, while industrial growth may be
constrainedand corporate profitability
under pressure due to excess capacity and
risinglabour costs, consumption growth
shouldexceed China's headline GDP
growth by asignificant margin. That'swhy
therecent newsthatindustrial profits for
the firsttwo months of 2016 grew at 5%
yearonyear, the fastest growthratein 18
months, should give the policy makers
some breathing spaceinimplementing
structuralreforms.

Beijing, China

While the year-longanti-corruptiondrive
hasarguablyresultedinaleanerand more
efficientbureaucracy, historically the
Chinese governmentis atits effective
bestwhenitisunderpressureandseesno
betteralternative. Allthe signs are pointing
toarapidimplementation of overdue
structuralreforms, benefiting sectors that
Actisis focusingonin China: consumption
relatedindustries, demographically driven
health care, deregulation and technology
influenced financial servicesand an
upgradedindustrial sector.

Andinour existing China portfolio
companies, we continue to see signs of
consumptiongrowth exceeding GDP.

At Bellagio, our casualdiningrestaurant
chain, customernumbers grewby 15%in
2015. Ourbranded biscuit business Jiashili
sold 10% more biscuitsin 2015; China
Micro-Tech, thelargestmanufacturer of
endoscopic consumablesin China sold
15% more sets of medical consumables,
andourleading ChineselnVitro
Diagnostics company Chemclinsold over
40 million CLIAtestsin 2015, anincrease of
about 20% over the previous year.

Macro forum insights and perspectives
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Foreign Exchange

A'LongRun’, nota ' Random Walk’

AliMazanderani
Director

amazanderani@act.is

Ofallmarkets, EM foreign exchangeis
onethatcanrewardaninvestorwith
morearbitrage opportunities than
most. At Actis, wedonot speculateon
FXrates,butourreturnsare heavily
influenced by therelative performance
of ourlocal currencies tothe US dollar,
andin consequence, over time we have
developedalongtermviewonFXwhich
we use toinform our decisions around
investment, exit timingand hedging
alternatives.
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Inits simplestform, the exchangerate of
acurrencyis determined by the supply
and demandforthat currency. Demandis
fromforeigners wanting to buy domestic
goods/ services or assets, while supply
isfromresidents wanting to buy foreign
goods/ servicesorassets. The supply
and demand forgoods and servicesis
accountedforinthe 'currentaccount’ of
the balance of payments and the supply
anddemand forassetsinthe 'capital
account’.

Inthe shortrun, the theoryof Uncovered
Interest Rate Parity (UIRP) holds that
thedifferenceininterestrates between
countries should be reflective of the
expectedappreciation/depreciation of the
currency. Aninvestor should be indifferent
toholdingdepositsindifferent currencies
because the movementinthe exchange
rate would be fully compensated for by
theinterestrate differential. Inthe very
shortrunthereis someevidence that
thisholds but practically thisisnot the
case. Ifthisheld, there would be no basis
forinvestorstoborrowinalowinterest
countrytopurchaseinstrumentsina
higherinterestcountry, alsoknownas the
‘carrytrade’ (the emergingmarket carry
tradeis estimatedtobeworthatleast
US$2 trillion).

Thetheoryof CoveredInterest Rate Parity
(CIRP) extends using the Forward Rate.
Thistheory states that the difference
ininterestrates between two countries
isequaltothe expected depreciation/
appreciationas measured by the forward
curve.Underthe assumptions of capital
mobility and perfect substitutability of
domesticandforeignassets, thisisa
no-arbitrage condition, representingan
‘equilibrium’state. Economists have found
evidence that thisholdsinmostinstances.
Sothenistheforward curve agood
predictor of exchange rate movements?

The existence of '‘coveredinterest
arbitrage'as atrading strategy shows
CIRPdoesnotholdallthe timeeither. The
globalfinancial crisis laid bare howit can
also breakdown completely. Counterparty
risks, political risks, transaction costs and
taximplications canalllead to divergence.
These canbemoreacuteinthe emerging
market context.

Inthelongrun, economictheories of
exchangerate determination move from

the capitalaccount toemphasize the
‘realeconomy’andthe currentaccount
mechanisminstead. Economictheory
suggeststhatwith perfect marketsand
wherethereare notransportation costs or
differentialtaxes, identicalgoods should
sellforthe same priceintwo separate
markets. Ifthey didn't there would be an
arbitrage opportunity by buyinginthe
cheaper marketandsellinginthe more
expensive market, hence equalizing prices.
Thisisknownasthe 'Lawofone Price’.

Fromthis principal derives the "Theory of
Absolute Purchasing Power Parity' (APPP)
whichholds that the exchange rate should
equalthedifferenceinthe pricelevels
betweentherespective countries. The
implicationis thatifagoodcostslessin
one country thaninanother, when taking
intoaccountthe exchangerate, thenone
would expectthe currency wherethe
goodischeapertoappreciaterelative to
the other currency.Inthe aggregate, this
principalholds relatively wellbetween
developed marketsbutdoesn'twork well
for growth markets, most of which have
persistently lower prices.

Thereasonforthisis partly because
markets are not perfect, thereare
information costs, trade barriers, tax
distortionsandtransportation costs. What
ismore significantis that many goods and
services are not sensibly tradable, and so
notsubjecttoarbitrage. The proportion
oftradable versus non-tradable goods
evolves slowlyandinanevolutionary
fashion. Theimplicationis thatthereal
exchangerate (RER) canbe differentfrom
parity, but should be fairly constant over
time.

TheRERisnotconstant. Areason forthis
isbecause of differencesin productivity
impactedthrough non-tradable goods.
The effect of productivity onthe RER
isknownas the '‘Balassa-Samuelson
effect’. Basically, if wages are determined
by productivity and productivity inan
economyincreases allowingworkers to
move betweenworkingintradable and
non-tradable sectors, thenanincreasein
productivity shouldresultinanincrease
inthe overallprice level oranappreciation
ofthe RER (orboth). Therefore, allother
things beingequal, ifacountryis ‘catching
up'withincreasing productivity relative to
another, its RER wouldlikelyincrease over
timerelative to the other.
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Sowhatdoesthisallmean? Well,itmeans
developingaviewon 'fundamentalvalue'
forexchangerates, independent of the
forward curve or other oscillations opens
up a 'pricing' opportunity formedium
andlongtermcapital.Ifinthelongrun,
exchangeratesreverttotheinflationrate
differentials between countries adjusted
for productivity differentials, while the
marketis primarily driven by short term
interestratesandotherfactors (from
commodity prices to the weather) thereis
amispricingof exchangerates.

Inthe midst of the stormthat hit emerging
market currencies overthelast couple

of years, itwas easyto believe emerging
market currencies were following some
inexorable depreciatingpath, or at best
a'randomwalk’. Thosewhoheldfast
toaconvictioninfundamentalvalue
andreflectedonthelongrun, wouldbe
reminded of Keynes' observationthat'in
thelongrun,wearealldead".

With our sense of historyand with the
perspective thatcomesfrombeinga
longterminvestor, we took a step back
tolook forward. We looked to compute
fundamentalvalue across our currencies
inorderto determine how "long" the long
runis. Agoodplace tostartwith suchan
analysisisthe Rand and the Real, the two
mostvolatile currencies. Weinvestin both.

Animportantobservationisthatthe FV
lineisnota’'meanreversionline’. Whilst
suchatoolcannotbe usedtoaccurately
predict where the currency willmoveinthe

shortrun,itcanhelpinferitinthelongrun...

andthelongruniswithinaprivate equity
time horizon. Both currencies cross the FV
line severaltimes overa 20 year period.

Theanalysis shows clearly that from 2009~
2013 both currencies were overvalued
relative to the dollar, however, the sharp
depreciation over 2014 means thatboth
becameundervalued (withtherecent
appreciationinthe Realbringingitback to
fairvalue).

Macro forum insights and perspectives

Rand

500

400

300

200

100

oFX @FV

1994 1996 1998 2000 2002

2004

2006

2008

2012

2014

Real

500

400

300

200

100

oFX @FV

1994 1996 1998 2000 2002

Source: Bloomberg and Economist Intelligence Unit

In practicalterms, lookingat exchange
ratesthroughthelens of fundamental
value means we are able to make more
informedinvestment decisions bothon
entryandexit. Inearly 2016, we formally
rolledoutthe FV Modeland as such,
investment decisions at Actis are made
withreference towhere currenciesare
againsttheirfundamentalvalue. This
provides avaluableanchorinshortterm
storms, and a clearer horizon withwhich to
navigate the portfoliointheinterest of our
investorsandtodeliverthe bestabsolute
US$returnswe can.
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Formore information,
please contact:

Stuart Jackson
+44(0) 207 2345154
sjiackson@act.is
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