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Welcome to the latest edition of Insights and Perspectives, the quarterly newsletter from the Actis Macro Forum. In this edition we
consider the possible implications of Latin America's year of the ballot box. No fewer than 8 presidential elections are taking place
this year, in countries representingaround 70% of the continent's GDP and population. Macro Forum members Nico Escallonand
Bruno Moraes from our Mexico City and Sao Paolo officesrespectively, share some of their thoughts on how this may play out, and
how some of the current noise and uncertainty may disguise amore stable underlying outlook.

We also have an article co-authored by Michael Turner, Max Lin and Stuart Jackson, members of our Nairobi, Beijingand London
teams, lookingat theimpactin EastAfricaand elsewhere of the “One Belt, One Road" policy adopted and sponsored by Chinese
President XiJinping. With President Trump’s trade war with China seemingly ratcheting up, we consider whether Africa could
provide another option for Chinese exports of goods, and perhaps moreimportantly, capital.

Finally, atrade warimpactingaround US$650 billion of trade is not something any investor can afford toignore. In this context it
is clearthat China's response matters more than any other factor. We expect them to absorb much of the tariff effect through
reductioninmargins, as the loss of employment associated with lost trade volume would present significant social challenges.
Inaddition to the emphasis on programs like One Belt One Road, there is likely to be a continued focus onimport substitution
activities discussedin previous editions of this publication.

In his article, Editor-in-Chief Ewen Cameron-Watt considers the many factorsimpacting oninvestment conditionsin growth
marketsinthe current volatile external environment, and points us towards a conclusion that whilst concernisjustified, some of
the fundamentals appear healthier this time around than in previous crises, notably the strongand steady influence of the Chinese
economy andits currency on global markets.
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Emerging Markets
Same Old Story?

Ewen Cameron-Watt
Editor-in-Chief
London

ecameronwatt@act.is

By now Emerging Market investors
know that weakening currencies spell
danger forreturns. Bouts of extreme
global volatility such as those which
swept throughtheassetclassin1997,
2001 and 2008 had enormousimpacton
economies, businesses and capital
markets. Moreregional crises suchas
that set off by the commodity slumpin
2014-16 have similar effects on specific
areas. And self-imposed wounds
brought on by domestic policy mishap
orpolitical events (think Turkey and
Argentinainrecent months) have very
specific country impacts.

Thereasonsvary by countrybuthave one
centraltheme, the vulnerability of
countries whichrely on portfolio flows to
plugfinancing gaps left by shallow
domestic financial systems. Whilst this has
beenthe casefordecades, the bullsargue
thatdistinctregionaland country
differences exist whichrequire closer
examination.

Clearly globalfinancing conditions have
tightened materially inrecent months
asseeninrisingUSinterestratesand
decliningcentralbank balance sheets. The
tidalwave of liquidity which allowed many
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thirdand fourthtierborrowers easy access
toglobal capital flows hasbeguntoabate
bothbecause the QE gusheris abating
andbecauseincreasesin globaleconomic
activity are pullingmoney out of financial
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US$ Trillions 2007

2017 %ch 2007 2017

Large Developed Economies 28.15

43.02 52.8% 97.5% 96.3%

Emerging Markets 0.73

1.64 124.7% 2.5% 3.7%

Total 28.88
Source: OECD/ CrossBorder Capital
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assetsandinto capitalinvestmentand
working capitalneeds.

Theimmutablerule of atide going out-that
you see who has been swimmingwithout
trunkson, alsoapplies.Inrecentmonths
there have beenserious selldownsinthe
Turkishliraand Argentine peso whilst
onalesserscale South Africa, Indiaand
Brazilhave seentheir currencies startthe
familiar slip which has presaged difficulties
inthe past.

Thebonds of recent frontierissuers such
as Tajikistanand Irag stand wellbelow their
issue prices. There have been substantial
flows outof EMassets-US$12.3bnin

May alone accordingto the Institute of
International Finance. Is this the beginning
of another difficult time for EMinvestors?

We suspectthatthese are passing clouds
rather than full scale crisis. Why?

Firstly, by contrastwith the 2 big global
crises (1997/2001/2008) the domestic
savings bases of EM countries are far
bigger.



Notleastthebalance sheets of EM
centralbanksareingeneral very healthy.
Thelargest single EM-China, whilst
strugglingwithdomestic debtissues
arising from mis-allocation of capital owes
these moniestoitselfand nottoforeign
creditors.

Secondly, the sheersize of the Chinese
economy means thatitcanformasource
of demandfor client nations. Therising
share of trade for Asian countries with
Chinameansthat policy makers from
Tokyoto Colombo areincreasingly more
interestedintargeting their currencies
againstthe RMB as opposedto the dollar.
We expect thisto be a multidecadienal
process.

Thirdly, strong Central Bank balance
sheetsmeanthatthese banksare under
less pressure toraise rates as capital flows
outunlessthere are significant spikes
indomesticinflation. Thisis obviously
more the case for thericher EM countries
where domestic savings canabsorb
capitaloutflows. In Asia forinstancelast
year nearly 75% of US$ finance raised
came from domestic savers and currency
volatilityinmany LatAm countries with
large savings bases (think Mexico/Chile,
Colombia, Peru) remains historically low.

At Actis we fully acknowledge the
importance of exchangeratesandrunour
ownmodels of currency values. At present
despite some volatility we cannot see any
major currencies which are noticeably
overvaluedwhilstthe RMB appears
undervaluedwhichinturnis helpingthe
financing conditions for many Asian
countries.

Our portfoliocompaniesingeneral

are notreporting materialchangesin
business conditions althoughmany are
rightly watching the development of trade
diplomacy with considerable concern.
Political developments over the summer
include key electionsin Mexico and

Brazil (coveredelsewherein this edition)
and continuing pressures forreformin
Africa (coveredinour sister publication
African Voices). Our base conclusionand
longterminvestmentconvictionisthat
EMfundamentals, whilst vulnerable to
externalities (in particular trade diplomacy)
arenotindanger of collapsingeven
thoughindividual countries face specific
challengesinless propitious funding
marketsthanthose ofthelast 18 months.
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|_atin America's Electoral Fiesta

Bruno Moraes
Energy, Brazil

bmoraes@act.is

Nico Escallon
Energy, Mexico

nescallon@act.is

Latin America will face anunusually
busy election season this year. Allbut
oneofthefivelargest economiesinthe
region willrenew their president, with
eight elections taking placeintotal
(sevenifwedonot count Venezuela's
attempt). Chile kicked off the cyclein
late 2017 and Colombia, Mexico and
Brazil will follow over the next few
months. Economies producing over $4
trillionin GDP,around 70% of the
region’s total output, willchange
leadership. By the end of the year, two
out of every three Latin Americans will
have anew president. Even footballis
takingasecondaryroleinthenews.

Degree ofinterestinthe World Cup in Brazil
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Theelectionstake place atatimewhere
the environmentis strongly defined by two
factors. Thefirstisamarkedincreasein
publicanger over corruption,amida
plethoraof scandals thatinitiatedin Brazil
and Central Americaand spreadfrom
Patagoniato Tijuana, holding to account
previously untouchable figuresincluding
heads of state. Second, andrelated to the
prior point, isasense of disillusionment
withdemocracy acrosstheregion,
affectingthe credibility of traditional
partiesand politicians.

There are parallels with the political
rearrangementinthe developedworld.
Thefeelingof disenchantmentis giving
rise to political outsidersriding the mood.
These candidates are coming fromacross
the political spectrum, runningmoreona
banner of change fromthe establishment,
asopposedtoaunified policy wave similar
tothe "pink-tide" movement observedin
Latin Americainthe 2000's.
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Election Timeline
2017

19-Feb: Ecuador's presidential
andlegislative generalelections

02-Apr: Ecuadoran presidential
runoff

22-Oct: Argentinelegislative
midterm elections

19-Nov: Chilean presidential
andlegislative general elections

26-Nov: Honduran presidential
andlegislative general elections

17-Dec: Chilean presidential
runoff

2018
- 04-Feb: CostaRican
~ presidentialandlegislative
generalelections
- 04-Mar: El Salvador's legislative
- elections
11-Mar: Colombianlegislative
v elections
—_ 01-Apr: CostaRican
~ presidential runoff

19-Apr: Cuban presidential
transition of power

22-Apr:Paraguay's presidential
andlegislative generalelections

20-May: Venezuela's
presidential election

27-May: Colombian
presidential general election

17-Jun: Colombian presidential
runoff

01-Jul: Mexican presidential
andlegislative elections

07-Oct: Brazilian presidential
andlegislative general elections

®

28-Oct:Brazil's presidential
runoff

e

Source AS/COA Online



The stakes for Latin Americaare
notsmall. Theregionhastracked

the commodity slumpandrecovery,
which affected many ofits economies
overthelast 3 years. Assetprices
have followed: between mid-2015
andtheendof2017 the MSClLatAm
indexrose by over 50%. The political
sphere has also experienced a shift
towardthe center-right, withrecent
electionsin Argentina, Peruand Chile
counteracting the move towards the
left of ahandful of economies overthe
pastdecade.

Purging corruption would certainly

be awindfall fortheregion. Itis one of
thelongestlastingendemicsin Latin
America, withatangible effecton
private investment. Butasuddenand
aggressive backlashcomesatacost.
The scandalshave held back economic
activity, disrupted the political order
andpolarizedthe electorallandscape.
Extricating theissue while maintaining
afunctioning political systemis the key
balanceto strike. Therole of strong
institutions, anindependent Central
Bankandadeqguate governmental
checks andbalances, already well-
establishedinmost major Latin
Americaneconomies, willbe crucialin
navigatingthis transition.

Theoveralltrend points toawelcome
deepeningofthe democratic system
across Latin America. Forthe firsttime
inamajor election cycle, the majority
ofthe voting populationis now part of
the growingmiddle class, as opposed
tolivingin poverty. This willmake
room for a continually more pragmatic
and educated population, one that
isless suggestible andideologically
influenced. The decisionwillbe
theirstodrive the nextwaveinLatin
American politics.

We now dive more deeplyintothe
electioncycleinBraziland Mexico,
Latin America's twolargest economies
and majorinvestmentdestinations

for Actis, to offeraview of how the
electionsare seenfromthe street.
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Mexico

Inawidely sweepingelectoral event,
Mexicans gotothepollson 1 Julytoelect
their President for the next six years, as
wellastofillover 3,000 seats at the federal,
state and municipallevel. Inunison with the
regionalthematic, elections take placeata
time where demand for changeis the main
driver of decision making at the ballot box.

Lookingatthe data from afar, adesire
forchangefeelsunwarranted. The

macro backdropis decidedly strong.
Unemploymentis at historiclows, inflation
is controlled and the economy is growing
steadily, albeitmoderately, onthe back

Mexico Consumer Confidence
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ofastrongUS economy. Additionally,
NAFTA appears tobe movingin theright
direction despite occasional setbacks on
the globaltrade stage, mostrecentlyatthe
G7 summit, and delaysimposed by the US
electoral calendar.

However, adeeper dive shows Mexicans
feelmuch betterabout their personal
situationthanthe direction of their
country. Toppingthe list of concernsis
generalizedfrustration with shortcomings
inthe rule of law, corruption and security.
In conjunction withwhatis being observed
inthe broaderregion, voters are exhibiting
anew set of priorities beyondjust the
economy and financial stability.
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Andres Manuel Lopez Obrador (a.k.a.
AMLO), the left-leaning candidate running
foroffice, remains comfortablyinthe lead
withmost polls attributing a probability of
over 90% to his winning. However, alarge
undecided swath of the vote (c. 20-30%)
andrecentelectoral history show that
pollresults canquickly tightenorreverse
by election day, makingthisaraceto

Jan-18 Jun-18

observe throughtotheend. Hurtby the
unpopularity of traditional partiesand the
desire forchange, his contenders, Jose
Antonio Meade of theincumbent PRI party
and Ricardo Anayafromthe conservative
PAN party, have notbeenable to shake
eachotheroffto consolidate asecond
place positionto contend AMLO.



Mexico Poll of Polls
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So, whois AMLO? Forthe first couple of
decadesinhisregional political career,
AMLO came up as part of theincumbent
PRIparty, splitting off withits more left-
leaning faction, the PRD, inthelate 1980's.
Heprogressedasapartyleader, yet has
only held public office once as Mayor of
Mexico Cityin 2000-2005. Alongside his
progressive socialagenda, he espoused
restructuringmunicipal debt to keep

the deficitincheck andimplemented
significantinfrastructure projects, leaving
office with one of the highest approval
ratingsinrecenthistory. Since then, he has
beenunsuccessfully dedicatedtorunning
for President onananti-establishment
platform. Thisis his third attempt after
comingclosetovictoryin 2006 and
attemptingagainin 2012.

Three mainfactors have helpedthis

time around. Thefirsthastodowiththe
unpopularity of the traditional PRI party,
currently led by President Enrique Pena
Nieto, crippled by corruption allegations
and security concerns. The PRIhas had
anear monopoly on power fornearly a
century, onlyinterrupted by two PAN
party presidenciesin 2000-2012, after
over 70years of PRIrule. The duopoly has
beenbreakingatthe seams over the past
twenty years, with this electionlooking
like the potentialfinalblow. The second
factorhas to dowiththe more moderate
tone adopted by AMLO's campaign
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vis-a-vishis prior attempts at office. The
scriptincludesjob creation, growth, lower
spendingand progressive fiscal reform
while seeking open conversationwith the
private sectorandrelatively technocratic
cabinetnominations to assuage concerns.
Finally, the Trump administration's

more adversarial role on commerce and
immigration have provoked an openness
tomore nationalistic views inthe context
ofacountrythatistoday one of the most
outwardlookinginthe world (e.g. Mexico
holds the most free-trade agreements
globally).

Theelectioncomesatanimportant
juncture. Consolidation of positive
adjustmentsto strengthen Mexico's fiscal
position, continuity of structural reforms,
and consummationof aNAFTA 2.0 deal
willallbe strategic drivers for Mexico's
growth pathinthe nextdecade. Atthe
sametime, anewleaderwillneedtoattack
corruptionandtendto the securityissue
nearthe USborder. Arguably, for the first
timeinits modernhistory, Mexicowillneed
toaddresstheseimportantmattersinthe
context of political discord. Agovernment
majority that speaksin concertonmost
policy fronts willbe athing of the past.
Morena, AMLO's party, willbecome a
relevant forcein Congress, living alongside
the more traditional PRI, PAN and PRD
parties. Theriskthough,looks more
weighted towards legislative gridlock as

opposed todrastic policy U-turns. The
role of Mexico's stronginstitutions will take
center stagein successfully navigating
throughthis process.

Postscript: Asinvestors and portfolio
managers, there are key tactical
considerations to keepinmind around
the election, bothinthe shortand
medium term. Moreimmediately, we
expectedto seevolatility inthe FXand
rate marketsinthe monthsleadingup
toelections,justashadbeenobserved
inthe 2006 and 2012 election cycles.
Both of these have materialized, with

the Pesodevaluingby c. 12% against

the US Dollar over the past quarterand
spreads widening, exacerbated by a global
emerging market sell-off that has affected
otheremerging market currencies. In
anticipation of this, we soughtto close the
acquisition-financing bond offering for
our Saavi Energia acquisition ahead of this
window. The team successfully funded
the transaction straightintothe bond,
closing the financing one week ahead of
the share transferin April, anticipating
the expected marketvolatility. Second,
we could expecttoseeatemporary
slowdownininvestment pacerelatedto
new electricity auctionsinthefirstyear
while the government transitions. We
have sourced proprietary M&A and sector
consolidation opportunities whichare
comingtousonthebasis of our track
recordin market and could make up for
apotentiallullduring this period. Inthe
longerterm, theinvestment proposition
remainsrobustand aligned with our global
energy strategy. Our focusis onenabling
win-win scenarios for all stakeholders
byinvestinginleading power generation
companies that provide cost-efficient,
cleanandreliable electricity. Allthese are
desired energy policy characteristics for
anyincoming government.



8

Brazil

On October 7th Brazilians willhead to
ballotstoelectanew presidentforthe next
4years,aperiodthatwillbeinstrumental
forthe country's stability fromeconomic
andsocial standpoints. However, the
upcomingelectionbrings a set of unique
characteristics and understandinghow
this can affecttheresultsin October, will
help the reader digest the news poppingup
daily.

By contrastwiththe 2014 presidential
election, political reformhasintroduced
new conditions limiting campaign
fundingandtime allocationforelectoral
advertisementon TV.Candidates have an
expenditure cap (R$70m for presidential
electionand, if necessary, additional
R$35m for run-off candidates) and willno
longer count on corporations to fund their
campaigns, having only two alternatives to
raise funds:

Brazil Poll of Polls

1. Individuals, withacap of 10 minimum
wages, and

2. Federalstatefundsofc.R$2.5bn,
proportionally distributed to parties
followingtheirrepresentativesinthe
Lower House and Senate.

Unsurprisingly, partiesfromthe
establishment suchas MDB (current
president Michel Temer), PT (former
presidents DilmaRousseffand Luis
Ignacio "Lula"da Silvia) and PSDB (former
president Fernando Henrique Cardoso)
arethelargestrecipients fromsuch
funds. Following the same rationale, the
advertisementtimeon TV willalsobe
allocated accordingtotherelevance of
each party measuredby the seats each
party securedinthe Lower House 2014
election.

Whilst MDB, PSDBandPT remainthe
leading partiesinterms of fundsand
televisiontime, the boundariesimposed
by the politicalreformrepresentsa
watershedin Brazilian presidential
campaigns by limiting spending

25
20 Bolsonaro
15
10 Gomes
5 Alckmin
Dias
0
30-Nov-17 30-Jan-2018 13-Apr-2018 07-Jun-2018
Source: Bloomberg
Main Problems of Brazilin 2017 2016 2017
Problems % Ranking % Ranking
Unemployment 52% 1° 56% 1°
Corruption 40% 3° 55% 2°
Health 48% 2° 47% 3°
Public Safety/Violence 33% 4° 38% 4°
Quality of Education 14% 5° 13% 5°
Costof Living/Prices/Inflation 7% 10° 13% 5°
Drugs 13% 6° 12% 7°
Poverty/Hunger/Misery 10% 8° 10% 8°

Source: CNI. Confederacdo Nacional da Industria
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and airtime. Moreover, the growing
importance of socialmediainacountry
where two thirds of the population have
accesstointernet, including 130 million
Facebookusers (4th countryin quantity
of users)and 120 millionon WhatsAppis
agame changer. Candidates withlimited
budgets are using socialmediatoboost
their profile. Jair Bolsonaro and Marina
Silva, from hitherto fringe parties have the
largest number of followers on Twitterand
Facebook.

Fromasocial standpoint, the corruption
schemeunveiled by the Lava Jato
operationhas changed the political
landscape. Fighting corruption has
become one of themostimportant
demands from Brazilianvoters, followed by
healthcare, security and education.

Additionally, the population shows alack of
confidence and credibilityinestablishment
candidates, mirroring other LatAm
countriesand mature economies such

as US, France and Italy. Notwithstanding
this, some particular features remain.
Accordingtorecent polls the majority of
thevoting population canbe considered
more conservative interms of social values
(leaning towards right-wing candidates)
which changes when comparedto
economic policies, favoring greater
governmentintervention, especially
onissuesrelatedtothelabour market

and government support, to private
corporationsindistress.

Onthe economicfront, structuralreforms
to stabilize the fiscal deficitand boost
productivity remain essential. Public debt
at 75% of GDP, ishighby EM standards.
The primary surplus partially offsets
substantial public expenditures, mainly
onsocial security whichifunaddressed
will see public debtrisingto over 90%

of GDPinthenext 2-3 years. Essential
investmentsininfrastructure are needed,
mainlyinlogisticsand energy, yetlocal
sources of funding such as development
banks lack capacity. Foreign capitalis
neededtobridge the funding gap butthe
lack of structuralchanges mayimpact the
ability of the country toattractlong-term
investment capital.

The combination of campaign spending
reforms, socialmediaimpactandthe
demands from Brazilianvoters seemto
favornew leadership. Despite the center-
left preference of Brazilian votersinterms
of socialvalues, the new President will
needtoapprove the structuralreformsto



putthe countrybackontrack, stabilizing
inflationandbringing GDP sustainable
growth. Therefore, the ability in building
consensus willbe key, mainlyinan
electionwhere Brazilians will also vote for
two-thirds of Senate and Lower House
representatives.

Remember, Brazilis notforbeginners. The
months before presidential elections tend
tointroduce more volatility inthelocal
capitalmarket. Thistime, both external
anddomestic factors are contributingto
this.

Locally, afterbeingaccused of corruption,
Mr. Temerlost credibility and ability to pass
reformsand spentthelastfew months
fendingoff accusations. Morerecently, a
truckers'strike nearly halted the country
foraweek, culminatinginthe resignation
of Petrobras's CEO, exposing the
weakness of Mr. Temer and his cabinet, and
suggestingthatthe transition period until
the next president takes the officewon't
be as smooth as expected.

Externally the combination of USrate
rises and tightening funding conditions
have buffeted weaker emerging market
countries. Whilst we believe thisisa
passingphaseitis the more vulnerable
economieswhichare bearingthe strainas
wereportelsewhere (page 3).

The BrazilianReal has depreciated by c.
11% since the beginning January, being
currentlytradedaround 3.70-3.80.
Following the currency over-devaluation,
the Central Bankhas carried out afull
roll-over of FX swaps,increasing FX
swapinventoryto $42bn, untilelections
inOctober it may surpass $100bn. The
investmentpaceisalso slowingdown with
foreignandinstitutionalinvestorstakinga
more bearish approach that contributedto
IBOVESPAindexloosingc.15%in LCY over
thelastmonth.

Inthe fixed-income market, the slope of
interestrate (CDI) and sovereignbonds
yield have movedupwards, interestrate
expectationfor January 2020increased
by 78 bps and sovereign bonds yield for
the samematurity, 112 bps. The beginning
of official campaignsin August tend to
shedmorelight onthis scenariotothe
extentthat candidates willpresent their
governmental proposals—heightened
volatility may persist throughout 2H18
beingimpacted by the quality of the
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programs as wellas theresult of polls
but, theinvestment community willbe
reactinginamore structuredratherthan
speculative way.

Understanding the Brazilian puzzle is key.
Brazilhas 35 registered political parties
whilst for this upcoming presidential
election 17 pre-candidates announced
intentionstorun. Thisnumber willcertainly
decrease, as the official candidacies are
onlydue by August 15thandalliances

may be structured, decreasingthe
number of official candidates. This current
presidentialelection presentsalevel of
fragmentationlastseenin 1989; back then
LuisIgnacio "Lula"da Silvawent for the
run-offswith only 17% of valid votes, when
he ended uplosingtoFernando Collorde
Mello.

[tisimportantto consider thatinavery
fragmented scenario, candidates with
modest number of votes cango through
tothe secondroundand, depending
ontheirability to make alliances and
convertundecided voters, become
strongcontenders. Consequently, non-
establishment candidates withmore
polarized views like Jair Bolsonaro (right
wing candidate but with unclear economic
view) and Ciro Gomes (left-wing candidate)
startedtheir campaigns gathering support
fromrelevant social/economic groups
(agricultural, LGBT, religious groups).

Asitstands today, accordingto preliminary
polls, Mr. Bolsonaro holds ¢.19% of votes,
followed by Marina Silvawith c.15% and
Ciro Gomes with c.10%. The center-

right candidates Geraldo Alckmin (7%)

and Alvaro Dias (4%) complete thelist of
candidates with more than 1% of voting
intentions.

However, campaigns haven't officially
begunandnegotiations around coalition
line ups willlast untilthe beginning of
August. Mostimportantly, 33% of voters
areblank/null.Inthe 2014 presidential
election, the blank/nullheld a similar
percentage butdecreased substantially
towards 4% duringthe week of first-
roundelection, impactingtheresults
considerablyin comparisonto polls
releasedinthe same week. Withamore
fragmentedlandscape, theinfluence of
swingvoters canbe agame-changer.
Takingacloserlookat the blank/nullvotes,
around 2/3 are undecided voters, who may

formabetterviewthroughideologicaland/
oreconomic spectrum(s)duringthe days
beforetheelection, theremaining 1/3 are
former voters of Lula, who haven't decided
which candidate they will support.

Interms of the center-right wing,
whichtoday has around 6 presidential
candidates, noalliance has been officially
announced. PSDB, one of the leading
parties hasaleadership frontrunner,
Geraldo Alckminwho does not command
fullsupportinside the party. Mr. Alckmin,
(former Governor of Sao Paulo State
andrunnerupin 2006 presidential
election) embodies the old politicsinan
environmentthat calls for change. Joao
Doria, whois running for Governor of Sao
Paulo State, started gaining supportinside
PSD.Mr.Doria, besides beinga successful
businessman, was elected Mayor of Sao
Pauloin 2015 and couldbe the consensus/
renovation candidate fromthe center-
rightwith more penetration than Mr.
Alckmin. We don't expect Marina Silva, a
center-left candidate who ran twice for
presidentandwas Minister of Environment
inLula's first mandate, totie herselfintoan
allianceinthefirstround; Mrs. Silvaand her
teambelieve that the chances to qualify
forthe secondround, without making
alliances, are significant.

In spite of the uncertainty surrounding
the presidentialrun, atleastuntil August
15th, we see 4 candidates emergingfrom
thefirstround. Bolsonaroand Gomes as
polarized candidates and 2 candidates
fromthe centerincluding Mrs. Silva
(center-left)and one consensus candidate
fromthe center-right, theoretically from
PSDB party. Fragmentation coupled
withthe meaningful percentage of swing
voters, putanemphasis onthe ability of
front-runnersto attractthe undecided.
Building consensusinboth Lower House
and Senate aiming at passing essential
reformsisimportant. Brazilians yearnto
electsomeonethatrepresentschange,
the catalystagentinthefightagainst
corruptionandend of the Jeitinho
Brasileiro (the Brazilian way).!

1 The Brazilian way means finding a way to
accomplish something by circumventing or
bending the rules. Even though, on some
occasions this approach may be associated
with creativity coming from the need
related to lack of support or help, the recent
history shows that the Brazilian way has
been translated in questionable actions and
serious violations.



Finalremarks

Presidential elections never failto
dominate the media conversationand
collective consciencein Latin America.
The confluence of elections meansthe
repercussion of such processisamplified,
especiallyintoday's hyper-connected
world.

Fromasocialspectrum, thelatinos, from
Patagoniato Tijuana, have begunto
nurture a zero-tolerance culture against
corruptionalongwith disillusionment with
the "old"democracy. Voters, spurred by
social-economicimprovements achieved
overthelastdecade are more focused
onassessingthe potential candidates,
improving the quality of debates and
increasingthelevel of scrutiny, which
makes this an unprecedented presidential
electioncycleinLatin America.

The presence of candidates withmore
polarized approachesfind supportin

the current scenario marked by a callfor
renovationandhigherlevel of ideological
debate. However, this shouldn'tbe an
element of disruptive changeinthe
existingdemocratic system given growing
institutionalframeworks throughoutthe
region.

Astheregionstilldemandsinvestments
ininfrastructure, there maybe bumpsin
theroad; the changing political landscape
andUSraterises have put pressure on
currencies and mayimpacteconomic
indicatorsinthe short-term. However,
the politicaltipping point that Latin
American countries havereachedwitha
moreinformed voting population calling
forachange and matureinstitutions
thatdiminishthe chances of disruptive
political regimes (as observedinthe
past),introducesanew componentinto
the equation that will shape the future of
such countries over the medium-term.
Under this scenario, the improvement of
economicindicators are equally important
fortheregion, yettheidea of delivering
soundeconomic performance atany
costisnolongeranoption. Otherwise,
the consequences might be rather
predictable, as observedby Eduardo
Galeano: History never says goodbye,
History says seeyoulater.
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L atAm Elections

@ Mexico

Election Date
1stJuly 2018

Main Candidates

Candidate Party
Andrés Manuel Lopez Obrador MORENA
Ricardo Anaya PAN

José Antonio Meade PRI

Jaime Rodriguez Independent
Incumbent President

Enrique Pefia Nieto PRI

Election Date
7th October 2018

28th October 2018

Main Candidates
Candidate
Alvaro Dias

Ciro Gomes
Geraldo Alckmin
Marina Silva

Jair Bolsonaro
Rodrigo Maia
Henrique Meirelles

Lula da Silva*

First Round

SecondRound (ifneeded)

Party

Podemos (PODE)

Democratic Labour Party (PDT)
Brazilian Social Democracy Party (PSDB)
Sustainability Network (REDE)

Social Liberal Party (PSL)

Democrats (DEM)

Brazilian Democratic Movement (MDB)
Workers'Party (PT)

*Although a popular vote, da Silva's jailing has effectively ruled him out of contention.

Incumbent President
Michel Temer

12 Macro Foruminsights and perspectives

Brazilian Democratic Movement (MDB)



China-East Africa Trade Flows

China

US$459.29m

5 year average flows
2012-2016

East
Africa

US$10,580.06m

Total China-Africa Trade
US$bn
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Source: UN Comtrade data, John Hopkins, China Africa Research Institute
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One Belt One Road and East Africa
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Last year, Chinese ODI declined for the
firsttime since 2003. While thereare
domesticreasons for this decline, as
the Chinese governmentis concerned
about potential capital flight, there
arealso geopoliticalreasonsresulting
inincreasing scrutiny andregulatory
hurdles to Chinese ODI, especiallyin
developed countriesandinsectors
thought tobe strategicand sensitive,
andwhere the Chineseinvestorsare
seentobestaterelatedandinvesting
for strategicreasonsratherthan
financial.

Atthe sametime, thereis greater
awarenessthat Chinese ODlhas
historically had below average returns
comparedto other major ODI countries.
To counterbothincreasing scrutiny

from Western countriesandtoincrease
financialreturn, the policy directionfor
Chinese ODlisincreasingly focusingon
making sure that the investmentdecisions
are made based on solid commercial
reasons and financialreturns, and that
investmententitiesnotbe seentobe
linkedto the Chinese government.
Thoughthatisalways difficulttodowhenit
comesto Chinese SOEs.

Asaresult, one ofthe newfocuses for
Chinese ODlsistoencourage leading
companies from Chinese manufacturing
andserviceindustries to expand overseas,
exportingmanufacturing knowhow,
extending sales networks, and reshaping
the global supply chain. The New Silk Road
EconomicBelt connects Chinato Europe
viaeither Near EastandRussia, or Near
East, Middle Eastand the Mediterranean
Sea. The New Maritime Silk Road
connectsviathe IndianOceanandthe
Mediterranean Seaandlinksin Eastern
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Africa.Botharealsoreferredtoas "One
Belt, One Road" (OBOR) and have become
akey development strategy for China,
anticipating cumulative investmentinthe
next decade of up to US$1 trillion.

Forall OBOR aligned countries as
awholein2017, Chinese exports
amountedtoUS$774bn, anincrease

of 8.5%, representing 32% of Chinese
exports, whileimportsincreased ata
moreimpressive 19.8%to US$666bn,
representing 39% of total Chinese
imports. Thisisthe firsttime thatimports
from OBOR countriesincreased faster
thanexports. Thistrendis expected

to continueresultinginadeclining

Chinese trade surplus with OBOR aligned
countries, as transportationinfrastructure
improvestoallow Chinatoincrease
imports of raw materials and the resources
toensure security of supplyinanage of
ongoing trade tension between Chinaand
us.

Africaamajorbeneficiary

Africais one of the most significant
beneficiaries of this OBORinitiative.
Between 1992 and 2011, trade between
Chinaand Sub Saharan Africarose from
US$1bntoacolossalUS$140bn. FDlhas
grownatanannualrate of 40%. China
hasrecognizedthe potential of building
business relationships with a continent
thathas 15% of the world's population but
accounts foronly 3% of globalworld trade.

Fromthe Chinese perspective, there
isahuge opportunity forcompaniesto
work with African countries. Compared

to China'sageingdemographics, Africa

is projectedtohave 50% of the world's
newly added working population by 2050.
This aligns wellwith the needs of Chinese
industrieslookingto export manufacturing
knowhow, management skills and
particularly fundingthatanindustrializing
Africawillneed. Inadditiontothe
traditional resources and energy sectors,
Chinese companies areincreasingly
finding successininfrastructure,
laborintensive manufacturing,
telecommunications and financial services
suchasmobile paymentservices. Chinese
investmentsin Africaare moving from
generalmerchandise trade to setting

up manufacturing facilities, from EPC
infrastructure projectsto buildingand
operatingandfinancinginfrastructure, and
industrial parks.

Accordingto McKinsey there are 10,000
Chinese firms operatingin Africatoday
and 12% of Africa'sindustrial production
(cUS$500bn)is already handled by these
firms.

[tisin East Africathat we canseetangible
evidence of the success of OBOR.
Countries suchas Ethiopia, and Kenyaare
anintegralpart of OBOR, primarily due
tothe established portinfrastructure at
Djibouti, the manufacturing capability
available in Ethiopia and the regional
connectivity viaroad, railand energy within
Kenya. Already, ChineseimportstoEast
Africavia Djiboutiaveragedatagrowth
rate of 33% from 2009 to 2017, fromafew
hundred milliondollarsto US$2.2bn today,
servingthe East African hinterland. Thisis
notaboutmineralextraction, the networks
thatare beingforged provide an outlet for
Chinese goods.

Africaninvestmentacrossallsectors

Majorinvestments sofarhave been
transactions withintransportand
infrastructure.

In Djibouti, Chineseinvestmentsincluded
four portdevelopmentprojectsanda
752kmrailway link to Ethiopia that will
dramaticallyincrease Ethiopia's access
tomaritime trade, anda US$4bn project
with PetroChinato developits natural
gasreserves. Anotherexampleisthe
472 km standard gauge railway in Kenya
completedin 2017 thatlinksits capital
withitsportcity Mombasa. Atacostof
US$3.8bn, its 90% funded with financing
from China's Eximbankwith therestfrom
the Kenyan government. Therailway uses
Chinese know-how, Chinese equipment
and Chinese project and operational
management.

By puttinginplace theinfrastructure and
transportnetworks, Chinais attemptingto
openup Africato (Chinese) investment. Of
the 54 countriesin Africa, 15 of these are
land-locked and with 90% of globaltrade
beingcarried by shipping, theimportance
ofregionalintegrationto give allcountries
accesstotrade zonesis pivotal to this
strategy. Kenya's ability to provide import/
exportroutestoUganda, Rwanda, Burundi
andthe Democratic Republic of Congo
haveimproved as aresult of the Nairobi-
Mombasarailway

[t'snotonly transportnetworks. An
example of Chinese leveragingofthe
manufacturing potential of Ethiopia can



be seeninthe "orientalindustrial park”
located an hourdrive from Ethiopia's

Addis Ababa, where companiesinthe
steelandtextileindustries have setup
shopthere, attracted by taxincentives by
the Ethiopiangovernmentto attract ODI
—copiedfrom China's ownrulebook for
attracting FDI. Over 15,000 people workin
the parkfor over 30 companies.

Leveragingthedistribution potential
ofthe port capabilities, China's exports
of smartphones continue to expand
andin 2017, Transsion Holdings, the
Chinese smartphone manufacturer,
overtook Samsungas the numberone
smartphone by salesin Africa, selling
more than 50m phonesinthe firsthalf
of 2017. Manufacturingis movingto the
same industrial parkas mentioned above
in Ethiopia.

Chinese EPC (engineering design,
procurementand construction) contracts
have also grown dramatically in Africa.
Oneofthelargest US foreigndirect
investmentsin Kenyawas the Kipeto
Energy Wind Farm, providing 102MW of
energy foraninvestment of US$323m.
CMEC, the ChinaMachinery Engineering
Corpis providingthe EPC, responsible
forthe design, construction, installation
andimplementation ofthe facility fora
contractvalue of US$221m.

Oneofthelargest Chinese EPC
companies, Sinohydrowas responsible
forthe construction of the Actis funded
Garden City shopping mallin Nairobi. China
has alsomade large apparelinvestments
in Ethiopia, highlighted by the US$250m
investment to develop Hawassalndustrial
Parkthatis aimingtoemploy 20,000
Ethiopians by 2019.

Finally,a Chinese private enterprise,
Twyford Ceramic Company has become
thelargest ceramics manufacturerin
East Africa producing 30,000m? of floor
tiles every day with production capacity
expectedtodoublein 2018.

With Chinese governmentincreasingly
emphasizingits OBORnitiative at the
center ofits foreign policy agenda, this can
be a Win-Winfor both Africaand China,
atrue marriage of convenience. Africa’s
infrastructure andindustrial development
deficitis neatly pluggedby Chinese
investment, providing China with a critical
geopolitical axis, access to African markets
andnaturalresources andlinkages to
westernmarkets.
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One Belt One Road
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