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Welcome to this edition of ourinsights and perspectives, the quarterly viewpoint of the Actis Macro Forum.

This editionis published during a period of significantloss of confidence in Emerging Markets. In hisintroductory article Ewen
Cameron Watt examines some of the mostly exogenous factors which have driven anear 180 degree shiftin sentiment over the last
12 months.

Endogenous factors, often political, also play arolein the financial markets and economies in which we invest. 2018 was a bigyearin
Latin Americawith nine electionsinalland material changesinleadership and philosophies emergingin the twolargest economies.
Nicolas Escallonin Mexico Cityand Bruno Moraesin Sao Paololook at the new leadership line ups and programs in Mexico and Brazil.
Wealso visit Chile, abastion of stability in the Southern Coneinthe company of Lucy Heintz who oversees some of our investments
there.

The electoral focus shifts towards Africain 2019 with no fewer than nineteen elections thereinthe next year. Lisa Pinsley and Janet
van Niekerk from our South African business outline the challenges facing Cyril Ramaphosa as runs for office inthe Spring. We also
provide agraphic coveringthe major elections across the Emerging Market worldin2019.

Afinalword. Ourinsights are drawn from colleagues and portfolio companies on the ground - the Street View. Several profitable
exits frominvestmentsin Braziland South Africa underpin the value of our networkin extracting value ingood times and bad from
our network. Macrois very much a part of our decision making butinthe final count we investin businesses seekingtoimprove them
over time and with Values driving Value deliver portfolioreturns.
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TheLongand Winding Road

Exhibit 2: Non-resident capital flows to emergingmarkets

Ewen Cameron Watt
Editor-in-Chief, London

ecameronwatt@act.is

Ifaweekisalongtimein politics-ask
Theresa May-ayear canseemlikealong
timeininvestment markets. This has
certainly been true asforgrowth (or
emerging) marketsin2018. Ayearago
sentiment wasridingbuoyant witha
seemingly unstoppablerushtoforceas
much exoticainto portfolios.

Today everythinghas changed. EMbonds
and currencies have fallenin value, crisis
has engulfed Turkey and Argentina and
extreme stresshasbeenfeltin South
Africa, IndiaandIndonesiaamongothers.

Whathas changedto sendsentiment
through 180 degrees? And will current
fearsdeepen?

Firstly, the dollar strengthened as US rates
rose. Thishas proved a ghastly cocktail

for EMriskinthe pastandwas soagainin
2018.Inparallelglobal centralbanksintotal
sharply deceleratedtheir balance sheet
growth. Cross Border Capital, aleading
researcher on globalliquidity conditions
reckonsthat globaland EMliquidity are
now closetocrisislevels. Theirmeasure
alsoincludestheimpact of private sector
liguidity whichhas drainedinrecent

times as activity and demand for funds
accelerated. Giventhat portfolio flows
haveriseninimportancerelative toless
volatile foreigndirectinvestment the pass
throughto EMfinancial assets of 'risk off"is
greaterthanever.

Ourownmeasures of fair value have seen
some currencies become less overvalued
thanlastyear. By contrastwithayearago

Exhibit 1: Tighter Liquidity, Slowing Flows
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there are anincreasingnumber which
appear quite undervaluedincluding those
of China,.Indiaand South Korea. Among
larger countries with seemingly overvalued
currencies are Nigeria, Braziland Kenya.
Whilst our modelis theretopick trends
rather thantimings, we would ratherinvest
with a currency tailwind than headwind.

Secondly Chinese US trade tensions have
impactedinvestor sentimentaround

the prospectsforworldtrade growth.
Inour Octoberissue we featuredan
article written by Dr Ogus of DSG Asiaon
the backgroundtoand causesoftrade
conflict. Simonargued, and we agree that
thisisamultiyearissue asfaras SinoUS
relations are concerned. ADemocratic
House of Representatives may alsowant
totakeacriticallookat NAFTA 2.0 atreaty
whichatfirstsightis quite beneficial for
Mexico.

Given such headwinds and tumbling
stocks, bonds and currencies one would
have expectedthat cross border flows to
Emerging Marketshad plunged. Far fromit

2010 2011 2012 2013

2014 2015 2016 2017 2018

— Cross-border Flows Emerging Ex China (Index) — Global Liguidity (Index)

Source: Cross Border Capital
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-asofend October 2018 flows were largely
unchangedyear onyear the Institute of
International Finance calculates. This
masks the factthat these flows have been
dominatedbyincreased exposureto
China. Elsewhere inboundflows are down
30%reflecting portfolioreallocationand
domestic capital flight. We suspect that
much of thisis simply areversal of inflows
seenin2016/17. Whatever the cause the
conclusionis simple: - EM countries are
havingtoworkharder to attract capital
flow. Asthe tide swings from the quantity
to quality ofinputs, winning sectors
willtake increasing flows and countries
thatdonotreformwillfinditharder
tofunddeficits. Longterm domestic
savings movements alongwith migrant
remittance flows become ever more
importantinthis environment.

Politicswas abigfocusinthelast 12
monthsin Latin Americawith elections
acrosstheregionineight countries
including Mexico and Brazil. We take a
closelookelsewhereinthis editionatthe
elections of Jair Bolsonaroin Braziland
AMLO in Mexico.Bothleaders successfully
utilised socialmediato secure electionand
bothhave mandatestoaddress corruption
and existingbusiness systems, Atthe
sametimebothbelieve in central bank
independence andhave stellar economic
leadership teams.

In 2019 the focus switches to Africa with
electionsin South Africa, Nigeria, Egypt
andafurther 11 countries. These contests
are beingheldafterlow ornogrowthin
income per capitaover thelast 4-5years
which suggeststhatappetite forreforms
andrestructuringwillbe high. Elsewhere
investorsin India will be watching closely
inthe early springas Narendra Modiruns



forre-election. Elsewhere inthis edition
isacomprehensive guide to the whatand
where of 2019 elections.

Governments aroundthe worldtendto
over promise and under deliver.Inpart, this
stems from the different time horizons of
structural reform payback and financial
investors attention spans. The Thatcher
revolutionyieldedincreasingreturns
towardsthe end of her 11-year spanin
officeratherthanwhenfirstintroduced.
The samewastrue for President Reagan
and supply side economics. Inmany EM
countries howevertimeisnotan
affordableluxury. We take adeep dive into
the challengesfacing South Africaasit
headsintoacrucialelection next spring
and conclude thatrighting the wrongs of
the Zumaerais anessential butlengthy
process. Andour portfolio companiesin
Braziland South Africa to take just two
examples of difficult economies feel that a
little reform cangoalongwayinhelping
their operations.

Whilstitis easy tobe gloomy, we should
remember that we areinvestingin
companies andsectorsas muchas
countries.In 2018 despite the election
cyclewe were able to successfully list
Stone, aBrazilian paymentsbusiness on
NASDAQIinthe secondlargestfintech
IPO of the year.In South Africa despite
economic challenges very successful
portfolio exits have beenfeasible. The
energy sector continues to provide
excellentreturnsandinvestment
opportunities asdoesrenewable energy
infrastructure. Opportunitiesin fintech,
healthcare, educational services and
logisticsalignto ourdesiretoinvestin
above average growth sectorswhich

are contributing toincreased economic
resilience. Afocus onimproving
governance and operational valuesis also
very much part ofthe opportunity set. We
have written about many of these themes
inthese pages andwillcontinuetodosoin
2019.

Anyinvestmentjustification which uses
thephrase'inthelongterm'acknowledges
aswedothatthe shorttermmaybe quite
challenging. Itisalsoworthrecalling that
history suggests the best time for EM
investingis when currencies are down, and
economiesdepressed. Thisis certainly
true forthe multiyear private market
investment opportunities whichformour
opportunity set.
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Takingthe Temperature

LisaPinsley
Energy, South Africa
Ipinsley@act.is

Janetvan Niekerk

Knowledge Manager,
South Africa

Jjvanniekerk@act.is

South Africais the only African country
thatisamemberofthe G20 group of
advanced nations. Asthe secondlargest
economy in Africaits fortunesare
importantboth foritself, surrounding
countriesand general EM sentiment.

After strong progressintheimmediate
post-apartheidera, the economyand
currency stumbledunder the leadership
of Jacob Zuma. Thelandscape altered
dramatically with the hairpin election

of CyrilRamaphosain December 2017
andthe promise of awholesale clean

up. Therand strengthenedalongwith
expectations of future growth. Yet 'Rama-
phoria'has since givenway to 'Rama-
reality'in a climate of economic turbulence
and growingimpatience and uncertainty
ontheground. Acriticalelectionis due
before the end of May 2019. Meantime, as
generalEMvolatility rises, the country's
dependence on portfolio flows tofinance
substantialtwin deficits simply adds to
uncertainty.

With thisin mind, we recently convened
abrainstrust of Actisinvestment
professionals drawnfromacross our
energy, private equity andreal estate
franchises. We took time to pool our
thoughts drawingon ourlocalknowledge
andthe experience of our portfolio
companies. This 'Street View'drawn from
nine corporates employingover 30,000
people throws up some interesting
contrastswiththe generalmacro gloom.

Sowhat’sthe problem?

Our primary concerns are the lack of
growth -inthe economy, in productivity
andintacklingdeep problems ofinequality
andpoverty.In 2018 South Africa dipped
into recessionwith the economy shrinking
by 2.6%in Q1 andamore modest0.7%

in Q2. Whilst some recoveryis expected
afterthe droughtimpacted H1, estimates
for2019 stand atatepid 1.4%, insufficient
totipthe balance of per capita growth
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Exhibit 1: South Africa Business Confidence Index
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Exhibit 3: South Africa's internationalinvestment position (R billions)
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into positive territory. This continues the
lacklustre trend of recentyears with the
lastyearthat GDP exceeded 2% being
backin2013.Breakingoutfromhere
requirestackling structural reforms head-
on,including theinefficient state-owned
sectorandaninflexible policy mix.

Agriculture, struck downbyrecent
droughts, should see recovery, yet
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stagnatesinpartbecause of uncertainties
overthe application of ANCland ownership
reforms. Landreformis apressingissue
inthe challenge of tacklinginequality.
Ramaphosa’'s March 2018 announcement
thatheintendstoacceleratelandreform
byinstituting expropriation without
compensationraisesimportantquestions.
Soon afterthe Marchannouncement
Ramaphosamade early attemptsto



calminvestors with statements claiming
thatapplyinglandreformin practice will
not hinder food security, growth and
stability. Thisongoing patternoftrying
tocalminvestorswasillustrated with the
recent statementsto the visiting German
presidentthat “Therewillbe noland grabs.
Investors shouldhave nofear”.However as
longaslackof policy andimplementation
clarity remain, investor concernwillremain.

Fixingunderlying structuralissues aftera
decade of misallocationtakeslongerthan
the attention span of many public market
andcurrencyinvestors. Yet progressis
hampered by Ramaphosa's perceivedlack
ofafullpower base withinthe ANC, plus
pre-election harryingby the opposition
EFFand Democratic Alliance parties. This
makes the electiona crucial pointalong
theroad, and we expect Ramaphosa will
accelerate progress after the poll.

Cleaningthe Stables

Firstupintheline-up of reformprogressis
addressingthe problem of ravaged state-
owned companies. Ramaphosainstituting
commissions of enquiry and appointing
new boardsis centraltoprogress. The
recentreplacement of Revenue Services
Commissioner,Tom Moyane, whohas been
named as akeyfigurein State Capture
(translationrake off)isacaseinpoint, asis
theresignation of Home Affairs Minister
Gigaba. Ourexpectationisthatreforms
inthis areawillreduce fiscalleakage and
improve overall productivity, albeit that
such benefits willtake awhile to emerge.

Other currentand future measures focus
onstimulus andinvestment, positive
inthemselves but with considerable
implementationtimelags. September
2018's Economic and Stimulus Plan
includes measures onvisareformto
attract skilled workers, finalising the
mining charter andincreasing telecoms
broadband spectrumallocation. Italso
calls forreallocation of existing budgets
ratherthanincreased spendingor
borrowing, hardly surprisinggivena

fiscal deficit approaching 5% of GDP and
ever-increasing social welfare liabilities.
Awell-publicisedinvestment conference
in October 2018 ledtoannouncements
ofanextraR290billionin private sector
investmentcommitmentsaswellasan
additional R400 bn pledgedbylocaland
international businesses. Our strongsense
isthat suchuplifts onlyarisein practice
asbusiness confidencerecoversandare
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henceintertwined with governmentaland
electionprogress.

Emerging Market Tensionsdon’thelp

Randvolatility seemstobeanever-
presentfactorimpactingborrowing costs,
confidence, hard currency returns and
inflation. Some of the swingfrom 11.55to
theUSdollarinFebruarytoalowof 15.42in
Septemberandbackbelow 14 asyear-end
approached stems from endogenous
sources. Inadditionaconsiderable part
isalsodowntothedropinglobalinvestor
sentimenttowards Emerging Markets
ingeneralandinparticular thosereliant
on portfolioflow funding. South Africais
vulnerabletoreversalsin portfolio flows
giventhat 41% ofthe governmentbond
marketis foreign ownedand foreign direct
investmentonly representsaround 20%
oftotalinflows. That said withanaverage
durationof 12 yearsingovernmentdebt
andlessthan 10% of alldebt foreign
currency denominated, South Africais
hardly a Turkey or Argentina. Ourbottom
up experienceisthatcorporatesare

acutely aware of risks onhedgingand
timingrelatingtoinvestmentsasare we.

Ourdirectexperienceisratherbetter-
Thekey Street View

We place agreatdeal of emphasisinour
views onwhatwe see bottomup-the
"Street View". Ourinvestmentteams'
constant conversationwith portfolio
companiesrevealsomeimportant
differences withheadline gloom.

Our Private Equity investors note
continuedinternationalinterestinwell
invested South African PE portfolios.
Despite the consumer beingunder
pressure, we are seeinggrowthinthe
furniture and appliances sectorand some
up-tickinsame store salesinourretail
business. Market leadership positions
are beingrewarded, with CSH our credit
bureaucompany seeing earnings growth
of over 20% this year. Arecent exit from
Tracker, Africa'sleading provider of data
analytics solutions for the personalauto
andfleet telemetrics marketsillustrates
thatgenuinevalue canbe createdfor

Exhibit 4: Portfolio Investment Flows (R billions)
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investorsinUS dollars despite unpromising
macro conditions.

Inenergy we believe thatthe close

of Round 4renewables dealsandthe
Augustissuance of thedraftIntegrated
ResourcesPlan ('IRP') for publiccomment
representanunpicking ofthe Zumalog
jam. ThedraftIRP outlines afuture based
onaleastcostbasis, cutting proposed
nuclear developments, reducingreliance
oncoalandincreasingrenewables, gas
and possibly storage technologies.
While the domestic energy supply
sector suffered several years of pause in
adoptingalternative power sources, we
now see moves towards the nextround
ofrenewables biddingandanactive
secondary marketwithbothforeignand
domesticinterestin operatingassets.

Ourrealestateinvestmentteam
facesachallengingenvironmentwith
uncertainties overlandreformand
ownershiprights piled ontop of the weak
macro environment. Weremain cautious
but can see some specificopportunities
underthe overhangofpolicy uncertainty.
Intheindustrial space we are still seeing
positive demand for higher quality
developed space albeitin smaller deal
sizes,as somelogistics providers seem
tobe streamlining their operations. As
would be expectedat thisjuncture prices
of servicedland parcels have reducedas
wellas transactions that deal with sale and
leaseback resultingin some temptingbuy
opportunities.

Last Words-ElectionFocus

Elsewhereinthisissue we focuson
electionsacross Africain 2019. In South
Africathe outcomeis centraltoinvestor
confidence andflows. Ifthe South
Africanelectorate looks beyond current
difficulties and backs arenewed mandate
forRamaphosa, today's hard times
become tomorrow's opportunities. Like
many other African voters goingtothe
polls over the nextyear, South Africans
willbe anxious to turnaround the trends
of decliningper capitaincomesand
risinglevels of povertyinequality and
unemployment. Unlike othersto the
north, the financial systemis sound, debt
rollover risks low and many of the major
problems fixable without widespread
socialupheavals. 2019 promisestobe a
pivotalyear.

Macro Forum insights and perspectives
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New Face, Old Challenges—Bolosonaro's Brazil

Bruno Moraes
Energy, Brazil

bmoraes@act.is

TheKaraoke Presidency

Taking office onJanuary 1st 2019 Jair
Bolosonarois Brazil's third Presidentin
less the official four year-term mandate.
Japan'sfrequentleadership changes of
thelasttwodecades deservedthetitle
Karaoke government-everybody can
have a go. Brazil's new President owes his
electioninpartto the political chaos of
thelastfewyearswhichallied withadeep
recession has fuelled adesire for change.
Yetdespite the change of face the nation's
problems and opportunities remain
unchangedanddeep set.

How we arrived here

Its worthwhile briefly rehashingthelast
threeyearsif onlytounderstand why
Brazilianelectors are sofocussedon
changingtheleader. Within two years
ofher2014re-election Mrs Rousseff
facedimpeachmentarisingfromthe
unprecedented corruption scandal
surrounding her predecessor and mentor
Lula. With Dilmaimpeached andher

vice president Michael Temer stepped
up, launchingatransformational plan
focussedonreducinggovernment
spending, privatisingunprofitable state-
owned enterprises and promoting social
security reform. Thishopeful startthough

Exhibit 1: Performance overview 2018

whichincluded strong congressional
supportwaswrecked by the May 2017
allegations of Temer'sinvolvementin

the Car Wash scandal. The consequent
loss of supportledtoaperiodofinertia
which dominated the remainder of his
Presidentialterm. Meanwhile as abackdrop
the country suffered a severe recession
with GDP contracting by over 8% during
the 2016-17 period,13 millionjoblosses, an
inflation spiked at 11% anda climbin public
indebtednessfrom 60 to 80% of GDP.

TheElectorate Answers Back

Deeplydisillusioned Brazilians headed
topolling stations on October 21stand
28thtoelectlowerhouseseats, 1/3 of
the senate, state governorsandanew
president. The electorate delivereda
dammingrebuke tothe status quo. Nearly
50% of Lower House membershave
changed, thebiggestturnoverrateinthe
last 20years, only eight of 32 Senators
seekingre-election survivedand of
course Bolosonaro apolarising figure was
electedtothe Presidency. Brazil following
Chile (Sebastian Pinera), Paraguay (Mario
Benitez) and Colombia (lvan Duque)
inchoosing right winggovernmentin
partbecause of economic failure or
disillusionment.

Thenewmanand his finance guru

Brazil'snewleader firstemergedinthe
1990'sasamemberofthe Lower House
where he has sat now for 28 years. During
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thistime, Bolosonaro aretired military
officer adopted a conservative position
onsocial affairsand a centre-leftbiasin
economic affairs (of which he protests
limited knowledge). He voted against
privatisation and the Real plan designed
tocombatrampantinflationyetlateron
supportedthe Labourreformand public
spending caps proposedinthe Temer
administration, signalling a shift towards
therightwhichlater became the motto of
his Presidential campaign.

Bolosonaro's presidentialambitions
surfacedin 2016 when Dilma's
impeachment allowed air time for those
disillusioned with the political community.
His espousal of conservative social policies
and zero tolerance for corruption quickly
attracted political support, becoming
asocialmediacelebrity. Inturnthis
popularity caught the attention of Paulo
Guedes, aneconomistfromthe University
of Chicago with adistinguishedfinancial
sectorresumeincludingbeingafounder
of BTG Pactualaleadinglocalinvestment
bankandlateronasaprivate equity
playerinvestingineducation. Between
them, Guedes andBolosonaro, devised
alibertarianmarket friendly economic
planfocussedonreducingthe size of
governmentandtackling fiscal deficits
throughreformand privatisation.

Anewstyleelectionandlineup

The electionitselfwas marked by
highturnoutandheighteneduse and
awareness of social media-over 53%
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of Brazilianadults use social networks
accordingto 2017 estimates from the Pew
Research Centre.Inthe electionthere
was clear evidence that social mediawas
highly effectivein gatheringvotesatall
levels. Bolsonaro had only 34 seconds of
TVtimeyetgatheredover 55 millionvotes
viasocialmedia. The new framework to
controlelection corruptionand spending
saw thewinner spendingonly R1.5 million
onhis candidacyincontrasttothe R34m of
therunnerupandtheR1.5billionspentto
elect Dilmaincluding corruption practices
unveiled by Car Wash.

‘ Bolsonarohad only 34
seconds of TV timeyet
gathered over 55 million
votes via social media. ’

Particular focus hasfallenonthe Guedes
teamwho will shape economic policy.
Theyinclude Joaquim Levy alsofrom

the University of Chicago who was Chief
Financial Officer of the World Bank and
Minister of Finance during Dilma's second
termleaving prior to the impeachment
process. Mansueto Almeida,an MIT
economist, hasbeenretained as Secretary
ofthe Treasury and Roberto Campos Neto
formerly Head of Treasury for Santander
Bank has taken overas President of Brazil's
CentralBank (note thereisastate-owned
bank called Bancodo Brasilthatisa
differentinstitution).

Currency andfinancialmarkets have
initially atleastliked what they see with
therealrallying sharply to apparently
overvaluedlevels below 3.8 after the
electionandthe Bovespaindexexceeding
its previousrecord.Bonds toorallied

with the sovereign spread contracting
initially by 50 basis points despite declining
sentimenttowards emerging markets.

Howlongahoneymoon?

ParaphrasingRonald Reagan,'it's

the economy stupid'answers the
question. The good newsis thatinflation
expectations are wellanchored allowing
someroomformanoeuvre onthe
monetaryfront. Thereisalsosome
modestrecoveryindomesticdemand,
always the driver of the economy. Against
this the Institute of International Finance,
aleadingresearchinstitution believes that
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itisrare foran Emerging Market country
torecoverlostoutputand growthrates
for8-10years afterarecessionofthe
severity experiencedin 2015-16.Inturn
this putsthe spotlight on fiscalimbalances
with ayawningand growing social security
deficitdriven by anageing population
anddecades of under provision. Barring
structuralreform succeedingand given
potentially anaemic growth the chances
of governmentdebtrisingsharply froman
already elevated 80% of GDP are material.
Puttingthisinperspective, the tensions
between Italyandthe EU overa2.4% fiscal
deficitwould be metin Brazil with cries of
delightwith adeficitnearly 2.7 xlarger.

Raising productivityis essential to
delivering sustainable long-term growth
rates sufficientlyandto avoidinga debt
trap. The Lula/Dilmalegacyisinward
lookingas farastraderelationshipsand
thereforeincreasedinvestmentand
productivity are concerned. The number
of state-owned companies-418-isthe
highestinthe OECD which has crowded
outinvestmentinareaslikeinfrastructure
andeducation. Thisisreflectedin Brazil's
lowly rankingin a series of world business
metrics.

Matters are hardly helped by the external
environmentwith Argentinainrecession
and China's changing growth agenda away
from capitalintensive led expansion.On
the otherhandBrazilianexportsto China
expandedin 2018 at afasterrate than
before.

Long-terminvestorsare stillcautious on
Brazildespite the short-termrecovery
signs, the heightened volatility observed
inEM currencies markets doesn'thelp

Exhibit 2: Gross Public Deficit (as% of GDP)
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too.Inthelocalinfrastructure market,
eventhoughthe fundamentalsare
supportive, the availability of sources
forlong-termfinancingis a question

mark with decreasingactivity from
developmentbanks coupledwithan
incipientlocal capital market traditionally
focusedonshort-term,inthis context the
anchoredinflationand maintenance of low
interestratesarekey. Consumer-driven
investmentthesesarealso dependent
frommore sustainable and concrete
actions able topromote sustainable
growthandboost productivity, atthe
momentinvestors haven'tremovedthe
perceptionthatrecentrecovery mayhave
beena chickenflight.

TheFinal Word-Carnivalsdon’tlast
forever

Timeisshortforthe Bolsonaroteamnot
leasttoharnessthe support currently
enjoyedin Congress. Bolsonaro's political
ability to preserve such support will

be detrimentalforthe success ofhis
mandate, movingaway fromthe polarising
narrative that dominated the Presidential
campaignand adopting a conciliatory
approach.

Thetwokey areas-tackling thefiscal
deficitandboosting productivity areinter
dependent. Shortterm fixes arising from
privatisationwon't solve the longer-term
growth puzzle. Lack of success would see
adeepfiscalchallenge asthe Bolsonaro
government seekstoaccomplishreforms
and attracttheinvestmentessential to
solve deep seated productivity problems.
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2019 upcoming political events

6 Haiti

PR Oct-19

@ El Salvador

PR Feb-19

Guatemala
GE Jun-19

@ Panama

PR May-19

‘ Bolivia

PR Oct-19
Key
DS District
GE General elections
GN Gubernatorial
LE Legislative elections
LO Local elections
PA Parliamentary elections
NA National Assembly
PR Presidential elections
RO Runoff
SA State Assembly
UN Unit
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@ Niger

SA TBD-19

@ Tunisia

PR Dec-19

9 Algeria

PR Apr-19

‘ Mauritania

PR Mar-19

Senegal
PR

Feb-19

A
Guinea Bissau
PR May-19

Guinea
PA Jan-19

Uruguay @

GE Oct-19

Argentina G

GE Oct-19

‘ Mali

LE

Apr-19

‘ Mali

LERO

May-19

Ghana

DS LO UN Sep-19

‘ Benin

NA

Apr-19




Turkey
LO

19
’

Madagascar
NA Mar-19

Mozambique
GE Oct-19

Nigeria O

GNSA  Mar-19

Nigeria O

GE Feb-19
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Botswana
GE Oct-19

South Africa
GE May-19

Namibia
PR Nov-19

hilippines l
May-19

T imim eme . -

Ll
Indonesia e
LE PR Apr-19
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Chile—The Beautiful South

Please watch the Macro Forum Live at
www.act.is

Macro Forum Live
Chile

LucyHeintz

Chileis, by growth market
standards, a stable economy,
rated A1 by Moodys and AA-

by S&P. Chileis a part of Latin
Americaintermsby geography
but Europeaninmost other ways.
Whilst nature has placed Chilein
the far south of the Americas she
has also endowed the country with
fabulous mineral wealth onand
offshore.

Metals and minerals are over 50%
of Chile's globalexports, with
freshfruit (including the on-trend
avocado), salmon, pulp and paper
alsoimportant contributors. Copper
demandhowever, is the major driver
ofthe economy, and Chile's share
ofthe global copper marketis 26%.
Thatmeans that Chile's economic
performance tends tobe governed
by the global commodity cycle, and
inrecentyears, demand for the

red metalfrom Chinain particular.
Before the new Pineragovernment
took officein April 2018 Chile had
beenthroughalowgrowth spell
with annual GDP growth from 1.3%
to 1.5%in 2016 and 2017, due to
reduced copperdemand from Asia.
Strenuous efforts have been made
todiversify exposure to copper,
and with the global electric vehicle
revolution seeingmoreintense
demand for lithium, of which Chile
has over 40 per cent of world
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reserves, theimportance of copper
should be diluted over time.

The Chilean peso though
directionally linked to copperis far
lessvolatile than the metal price.
This partly reflects high credibility
in Chile'sinstitutional structures.
Crucially forlongterminvestorstoo
is the size of the domestic pension
industry with assets equivalentto
72% of 2017 GDP. By contrast the
figure forthe USis barely higher at
82%. This makes domestic asset
managers natural buyers of assets
being sold by foreigners, a safety
netrarely availablein other EM
countries. Whilst foreign currency
private sector debtappears high
at48% of GDP (EM averageis
around 20%) almost allis debt held
by multinationalsin FDI programs
and matched by revenue streams.
Domestic banks are profitable well
capitalisedandwellruninstitutions.

Inmany respects Chile feels like
anattractive place to dobusiness
—ranked 26/ 180by Transparency
Internationalinits corruption
perceptionsindexandwith strong
participation of private enterprise
across the economy—the electricity
sectorwasamongthefirsttobe
liberalized globallyin 1983 andis
100% privately owned.

Actisis the 2ndlargestrenewable
investorin Chile, across 3 funds,
Actis Energy 3 (the Aela Energiawind
platform), Actis Energy 4 (the pan
Americas Atlas solar platform) and
ALLIF (the Pelicano solar project),
witharound 600MW ofrenewable
energy assetsin constructionand
operations.

Yetit's notallwine andavocados.
The combination ofaremote global
location, ahighly sophisticated

and educated civil society, and
apassion forregulation, can still
make for some challengesin
implementing electricity projects.
Regulationis arealfactorinmany
sectors. Asanexample the Pinera
governmentrecentlyimplemented
ane-commerce transactiontaxon
the foreigndigitaleconomyincluding
AirBNB, Netflixand Spotify.

What this means for Actisin
implementing our energy strategy in
Chile, is thatwe needtounderstand
notjusttheregulatory environment,
butalsotheinstitutions that make
itareality. One hastofocuson
stakeholderengagementat multiple
levels, whether atthe Ministry of
Energy, the distribution companies,
the grid operator, the Environmental
authorities or the local
communities. Atthe projectlevel
this means community investment
programmes focused onlongterm
transformationalimpactthrough
capacity building, entrepreneurship
and skills development. Getting
these aspectsrightiswhat

secures alicencetooperate and
build sustainable value. There
isawell-known and somewhat
apocryphal storyinthe Chilean
renewable energy market, of
another development group with
awindfarm project, who failed to
engage with the community before
they started digging holes for their
geotechnicalwork. The goats of
thelocalfarmersfellinto the holes,
and whenthe community sought
redress fromthe developers forthe
loss oftheir goats, they were offered
constructionofagolfcourse.
Perhaps not surprisingly, the project
has suffered some delays.

Chile has aformidable resource
endowment, particularly onthe solar
sideinthe Atacama Desert, and the
opportunity to migrateits energy
sectortoachieveits stated policy
of 70% renewable by 2050. Recent
policy talkhas even mooted 100%
renewable, including hydro, by 2040,
whichreally would be a highpoint
ofthe globalrenewable energy
revolution.

Chile stands out within Latin
Americaandthe growth market
universe as astable place to make
longterminvestments. Whilst
thisisawellknown storyandin
consequence oftenreflectedin

the relative price ofinvestment
opportunities such stability provides
effective diversificationforlong
terminvesting.



Changingthe Guard—Mexico's
Transformational Election

Please watch the Macro Forum Live at
www.act.is

Macro Forum Live
Mexico

Nicolas Escallon

December 1st,2018 was a historic
moment in Mexico. Political power
passed from the duopoly which
had dominated politics for nearly
100 yearstothe Juntos Haremos
Historia (“Together we Will Make
History"”) coalition andiits creator,
Andres ManuelLopezLopez
Obrador, better knownas AMLO.
How did this change arise and
what comes next?

‘What’'son Your Mind’ - The
ChangingMood of Latin America

2018 was abusy political year across
Latin America, with electionsin
eight separate countries. Change
was aconstanttheme, not least
because of the evolution of
electorates. Forthefirsttimein
history, the majority of voters

were drawn from the middle class,
replacing the oldrich/poordividein
Latin America. Intandem, levels of
debate and electoral scrutiny rose
alongside widespread adoption of
socialmediaas anelectoraltool,
mimicking trends seenin elections
andreferendumsin developed
countries.

Two connected themes stood out.
Pentupangerandzerotolerance

for corruption, stemminginitially
fromthe Lavajato scandalsin Brazil,
spreadlike wildfire across the region.
Inturn, thisledto the emergence
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of profound disenchantment with
traditional political parties who
were seentoembody embedded
corruption.

This was particularly soin Mexico,
where the PRI's virtualmonopoly
of power of thelast 100 years was
dismissed.

Why?

Headline numbers for the Mexican
economy portray acountry which
has grown modestly but steadily
overthelast 30years ataround2.5%
perannum, enoughtoraise average
per capitaincomes over the period
(the disaster of 1994's Tequila Crisis
and forced devaluation now seems
like anage agotomany). Butthis
obscuresthe 'two speed economy’
of Mexico. The prosperous North
and Centralregionsrepresent

90% of output, driven by a dynamic
industrialand manufacturing
exportpowerhouse. Incontrast, the
economy in Southern Mexicoisworn
down by poverty, underinvestment,
anddeclining productivity has
seenitseconomy shrink. Afamous
remark by an ex Minister of Finance
captures this dichotomy describing
Mexico as ‘'acountry with plenty

of poor people, butnotapoor
economy'.

Thisinequality and rampant
corruptionlevels, personified by
analarmingrise inhomicide levels
acrossthe nation, delivered the
desire for material change. AMLO
drewuponthis to secure electionas
President on his third attempt.

AMLO’s Program - Shaking the
Tree

AMLOis wellknownto Mexicans. His
three attemptsto gainelectionas
President mean his whimsicaland
gregarious personality, his originsin
the PRI party, his subsequent shift
totheleft,andhisrecord as Mayor
of Mexico City are familiar stories.
However, since electioninJuly a
new facethas emerged, AMLO

the statesmanand President Elect
(Mexicohasa5-month transition
from President electto actual

leadership). Two clearly distinct,
albeit pre-existing, features emerge.

First,he has adistinctly pragmatic
approach, previously sighted during
his tenure as Mayor of Mexico

City. Hisnew Cabinetand team
aredrawnfromacross the entire
political spectrum. His economic
team brings togetherexWorld
Bankleaders withleftleaning
academics and practitioners.

He has stressed centralbank
independence, nominatingas

his first board memberan vy
League educated PhD. Histeam
have fully supported signing of
USCMA, perhaps better described
asNAFTA 2.0, crucialto Mexico's
future growth and productivity.
Heis committedtoaprimaryfiscal
surplus with expansionary welfare
promises fundedby aggressive cost
cuttingand corruption slashing
efficiencies. Bond markets willbe
watching the publication ofhis 2019
budgetinmid-December closely,
inordertotestthevalidity of these
commitments; animportantjury
giventhatover 40% of Mexican
governmentdebtis held by cross
borderinvestors.

Inparallelhe has sent some critical
messages of political style. His
strongmandate and control of both
chambers of congress provide a
basis foranacceleratedagenda.
Top ofthelistis the fight against
corruption. Markets and the
business community were taken
aback by this manifestingitselfin
the controversial cancellation of
the newMexico City airport project.
Theuse of aperhapslessthan
kosher processinvolvinga public
referendum has understandably
shaken confidenceinthe nature
ofthe decision-making process.
Onthe otherhand, the project
involved was controversial, seen

as extremely costly and a potential
source of rake off. Markets though
have condemnedthe process
sendingthe peso down by 5%, the
stockmarket by 15% and credit
spreads wider by 50 basis pointsin
the weeks following the decision.



Mexican Stock Marketand FX
performance through election
cycle

Here lies a potential pitfall. Mexico
has ahighly openand globally
integrated economy (other than of
courseits Southernregion). Foreign
ownershiplevels of the bond and
equity markets are high, the Mexican
Pesoisthe mosthighly traded EM
currencyinthe westernhemisphere,
andthe countryboastsarecord-
number of free trade agreements.
Whatworks for AMLO with his
domestic electorate maynotbe

so convincing to foreign suppliers
of capital, and the government
would be wise tobalanceitsactto
please both crowds. Long-term
and private capitalis more patient
and creative in finding ways to work
with AMLO and his program, yet not
entirely disjointed from the public
markets. The formation of a private
sectoradvisory council,headed

upby AMLO's Chief of Staff and
conformed by some of Mexico's
leadingindustrialists, isan opening
of this conversation. Value will
continue to be formedand found by
investorsin Latin America's second
largesteconomy, but the tactics will
shift.

TheFuture...

AMLO's strong openinghand
includes a strongeconomy, low
unemployment, declininginflation
andbalancedfiscalaccounts. The
exogenous threat posed by NAFTA
renegotiation has abated (although
aDemocrat majorityinthe US
Congressstillposes athreat to
ratification). His political mandate
delivers afirmbase withwhich to
tackle corruption, todeepenand
diversify political institutions and
begintoaddressahugeinequality
gap. Apragmaticapproachtothe
problemsinhisintrayalsoaugers
well. Sustaining confidence with all
stakeholders asto methods as much
as aims will be criticalin defining
the outcome for Mexicoin this new
regimen.
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Exhibit 1: Mexican Stock Market and FX performance through election cycle
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