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Inthis edition of the Actis Macro Forum Insights and Perspectives, we are covering a huge number of air miles as we move from
Kenya's electoral tumult to the contrasting fortunes of the countries of Francophone West Africa, before headingnorth to Egypt
andits progress alongthe path ofreform. Thenwe head west over the Atlantic toreview recent developmentsin Brazil, one of the
countries where we have made significantinvestments as afirm over the past 12 months. Finally, we turn to the newest member

of our forum, Nico Escallon for his report on the improving fortunes of the three countries making up the Andean pact, Colombia,
Peruand Chile, where as Actis, we have already invested inthe energy sectorand are increasingly seeinginteresting opportunities
inour private equity business as well. Of course, all of the insights we glean from our presence on the groundin our markets mustbe
seenagainst the backdrop of increased volatility and uncertainty across the world, most notably in traditional developed markets.
This may translateinthe shortterminto aperiod of dollar weakness and anincreased appetite for EMriskamongstinvestors.
However, we allhope that by the time of our nextissue we willbe able toreflect on somereductionin the geopolitical tensionwe see
manifested currently onthe Korean peninsulaand elsewhere.
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TheBrazilianbossanova

Bruno Moraes
Energy, Brazil

bmoraes@act.is

As Tom Jobim, the famous Brazilian
composer once observed, "Brazilis not for
beginners".If he were stillalive, he might be
surprisedthat decadeslater, his famous
quoteisstill fully applicable to the current
politicalenvironment.

President Temer's bossanova certainly
beganatagoodpace with the duo of
Henrique Meirelles (Minister of Finance)
andllan Goldfajn (Governor of the Central
Bank) takingmultiple measurestoreturn
the economyto sustainable growth. As
one of the first steps towards tackling
the fiscaldeficit, the Government
lastyear approvedareformbillto cap
public spendingover the next 20 years.
Simultaneously, the finance team
putforwardaplantore-design Social
Security. Bothmeasures are closely linked
forasimplereason:nearly 90% of the
national public spendingis fixed by the
Constitution; hence,inordertomeet

the capimposed on publicexpenditure,
the Government musttake structural
measurestoreduceits fixed costs, of
which Social Security is the mostrelevant
component.In 2016, thisaccounted
forover R$515bn or 30% of total public
spendingintheyear.

Onthe monetary front, takingadvantage
of alowerinflation environmentinwhich
the IPCAindextendstoclosetheyear
at3.5% (vsthe 6.29%in 2016), Goldfajn
ledthe CentralBanktoimplementan
unprecedentedinterest-rate cut, causing
the SELICratetodrop 500bpsin 12
months, from 14.25%to the current
9.25%. The market widely expects

the SELICtoclose 2017 ataround 7%,
meaningarealinterestrate of 3.5%. Both
domesticandforeigninvestorshave
enjoyedthe dance sofar. The benchmark
IBOVESPAindexreachedits all-time high
at 71,300inlate August 2017, the BRL has
strengthened and domestic consumption
and productionhas picked up.
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The Governmentwas hopingto putthe
Social Security reform to Congressional
votelast June. Sadly, itdidn't go quite as
smoothly ashoped. With exquisite timing,
the founders of JBS, thelargest meat
processingcompanyintheworld, released
atapethatallegedly provided evidence
againstthe Presidentin connectionwith
abribery schemetosilence formerallies
arrested under the Car Wash operation.
The JBS founders actedjointly withthe
FederalProsecutor, Mr.Rodrigo Janot,
who aftertherelease ofthetape starteda
motion against the President.

Inordertoproceed, the motionagainst
the President required the support of

2/3 ofthevotesinthelowerhouse. As
aconsequence, asthelower house
preparedtovote, thereformagenda
lostmomentum, as the President and

his cabinet turned their focus towards
re-building political support. Then, on
August 2nd, the lowerhouse voted
againstthemotion, clearing the President
fromfurtheractiononthis particular
allegation. More recently, the discovery of
alargeamountofundisclosed cashinan
apartmentbelonging toanotherformer
political ally of the Presidenthas again
givenrisetoallegations of corruption, but
whether this will similarly slow the progress
of reformsis atthis stage uncertain.
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Tillthe finalflicker of life’'s ember?

Thereisafamous sambasongthatsays
the showmust go on (O Showtem que
continuar), whichreflects the mood of
Temer and his cabinet after being cleared
by thelowerhouse. Underpinned by

the credibility of his finance team, the
President has proceededto put forward
aplantoresumereformsandrestore
credibility. The social security reformand
macro productivity increase became his
key priorities.

Asanattempttofosterproductivity,
the Government managedto approve
the Labor Reform, which aims at
modernizing employmentregulations,
reducinginefficiencies and cost and
introducing greater flexibility. Inthe
infrastructure sector, the Government
launched afarreachingprivatization
programencompassingassetsin multiple
sectors: power generation, distribution
concessions, transmission lines, ports,
airportsandtollroads;including the
privatization of Eletrobras.

1 Verseextracted from Corcovado, a famous
bossanova song composed by Tom Jobim.
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Concurrently, the debate surrounding's
BNDESroleinprovidinglong-termfunding,
atsubsidized cost, totheinfrastructure
sectorhasgainedmomentum. The
Ministry of Financeisin favor of gradually
reducingthebank'sroleinthe supply
oflong-termfinancing. Itisalsoinfavor

of convergingBNDES'benchmark
lendingrate closer to market standards,
contributingto the further development of
thelocal capitalmarket.

The combination of theseinitiatives
shouldnotonlydriveincreased private
long-terminvestmentintheinfrastructure
sector,increasing productivityinthe
long-run, butalso contributes to reducing
public spendingevenfurther.Now that
momentumis pickingup again, the
Governmentplans to have the Social
Security reformapprovedin Congress
beforetheendof2017,albeitinamore
dilutedform.

We continue tobelieve that the
perspective forthe countryinthe near
futureis positive, thoughstillreliant
uponthe approval of the Social Security
Reformand effective actionstoboost
productivity. Throughinvestmentsin
consumption-driven companies and
creditmanagement services by our Private
Equity Funds, andintherenewable energy
sectorbyour Energy Funds, we already see
credible signals of recovery underpinned
by growingdemand and credit activity.
The privatization programalso brings
attractive opportunities, whichisalsoon
theradar of our newly-createdlong-life
infrastructure fundteam.
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Kenya: Rulingrenders results redundant—
Seconds out, Round Two!

John Thompson

Communications Director,
London

jthompson@act.is

"The greatness of a
nation lies in its fidelity
to the constitution and
the strict adherence
to the rule of law.”

Kenya's chiefjustice David Maraga teed
up are-runofthe presidential elections
whenhe announcedon September 1st
that"irregularities andillegalities” inthe
transmission of the resultsrenderedlast
month's pollinvalid. New elections must
now take place within 60 days.

Theracewas already aKenyattavs Odinga
re-match. Oppositionleader Raila Odinga,
now 72, first contestedthe presidency ten
years ago against MwaiKibaki, an electoral
defeat followed by widespreadviolence
andbloodshed. He camebackin 2013,
standingagainst Uhuru Kenyatta, when
afteraseconddefeat, anappeal seeking
tooverturntheresult was filed with the
Supreme Courtand swiftly dismissed.

The 2013 elections were thefirstheld
under the new constitutionandthefirst
runby the newIndependent Electoral
and Boundaries Commission (IEBC). In
2013, Kenyattawonwith 50.5% of the
popularvote, thistime as theincumbent,
his Jubilee party "won"54% ofthe

vote. Marketsreacted positivelyto the
preliminaryresultandto there-election
of Kenyatta, rallyingto anear two year
high, andinitially atleast, mostobservers
believed Odinga's petition would failinthe
samewayasin 2013.

Theunexpectedjudgement, described

by The Economistas "anastonishing

decision”, prompted hyperbolic headlines

(althoughlittle actualimpact) around the

marketsintheimmediate aftermath:

— tradingonthelocal Exchange was
suspended for 30 minutes after foreign
investors, attemptedtoblockselltheir
shillingassets;
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— yieldsonKenya's foreign debt climbed
the mostinalmosttwo months
accordingto Bloombergwiththe $2
billion of Eurobonds due June 2024
soaring 21 basis points, the most since
July6,t06.23%;and

— theKenyanshilling fellby 0.4% within
anhour...but swiftlyrecovered.

The September rulingwas unprecedented
in Africa,and Kenyanowjoins avery small
group of countriesincluding Maldives and
Austriawhereinrecentyearsthe courts
have overturnedthe willof the people on
legaland administrative technicalities.

Despite the short term fallout following
the announcement, the rulinghasbeen
laudedasanimportantlandmarkfor
democracy and governance. lthasbeen
morethan sevenyearssince the new
Constitutionwas adoptedin August 2010,
andit seemstohave passedthis stress
test. Lookingbacktothe traumaofthe
2007 elections, itisalsoreassuringthat
ithasprovenpossibleto contestaresult
without provokingimmediate violence and
civilunrest.

The Supreme Courtjudgementwas
particularly damning of the IEBC, stating
thatthe bodyhad "failed, neglected,
orrefusedto conductthe presidential
electioninamanner consistentwith the
dictates of the Constitution.” There willbe
amore detailed assessment following the
judgementbutthisleavesthe lEBCand
the countryinasticky situation-itwillbe
difficult to press ahead with new polls with
certainkey senior figures potentially facing
criminalcharges. Thisimpending delay
willalsoimpede important decisions and
discussionsin particulararound changes
totheinterestrate cap - thelimited
availability of creditinthe banking system
that has followed the imposition of this cap
iswidely seenas a material constraint to
further economic growth.

Interms ofthedirect coststothe
economy, the cost of the first electionwas
reportedtobearound US$500m, some
portion of which willnowbere-incurred.
However, thereis another fiscalimplication
toconsider -are-runoftherace means
more campaign promises. The manifesto
pledgesinthe Augustelections already
included expensive crowd pleaserslike
increasing public sector wages (up 17%
yearonyearby June 2017) orlarge scale

infrastructure projectsthatlooked setto
pushupKenya's US$4.5bn budget deficit.

Debtlevels are generally seenas
dangerously highanda slowdownin
corporate earnings andtaxrevenue
collectionhas put further pressure on

the Government's ability to service

the national debt. Prior tothe election,
the Governmenthadmade progressin
reducing the deficitto single digitsas a
proportion of the nationalincome from
the double-digitlevels commoninperiods
priorto 2015.Beforethe elections, the
Treasuryhadalso committedto curtail
overallpublic spendingas part of reducing
importstokeep the currentaccount deficit
stable.

What promises we can expect now
remains uncertain, but both candidates
will certainly belooking toimprove from
their currentlevels of support, andthe
temptation to make expensive campaign
promises willbe hard toresist.

Kenyahasbeenaleadinglightin East
Africaof late,and had beenforecastby
the IMF to grow GDP by more than 6%
thisyear.ltremainstobe seenifthese
figures stilladd up -the economy is
vulnerable - agricultureis amajor source
of employmentandthe country'slargest
sector, accountingfor 25% of GDP and
roughly 50% of exportrevenue. Tourism
contributes another 10%, and post-
electoraluncertainty could wellimpact on
touristarrivals.Fromwhat we see onthe
ground, we already know that growth has
slowed markedlyin Q3,and we anticipate
that this willcontinue into Q4, makingthe
earlier estimates of 5-6% annual growtha
difficulttargettoachieve.

Sofromourperspective, how doesthe
electionresultchange our view on Kenya?
Ontheonehandtherulingcanbe seenas
alongertermyvictoryfordemocracyand
governanceina countrywhere historically
regime changes have suffered either from
accusations ofimpropriety or fromperiods
of extreme civilunrest. Onthe other hand,
evenifthefinalelectoralresult seems
unlikely to change, key decisionsinthe
medium termare now goingtobe subject
todelay, and this may wellthreatenthe
continuation of the path ofimprovement
and growthwe have seeninKenyainrecent
years. We willbe keeping fingers crossed
forapeacefuloutcome,independently of
which candidateis finally elected.
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Into the Andes

Nicolas Escallon
Energy, Mexico L

nescallon@act.is

Whatifasingle place seemedtohaveit
all? Terrain spanning from deep Amazonic
rainforeststodune-ladendesert
landscapes, snow-capped mountain
rangesto pristine Caribbean beaches.
Long-winding coastlines and bustling
portsontwomajoroceans. Accelerated
GDP growth makingitthe fastest growing
marketinitsregionsince the turnof

the millennium. A young population of
100 million rankingamongst the most
educatedacrossallemergingeconomies.
Deep capitalmarkets, investment

grade creditratingand more free-trade
agreements thanany other marketinits
vicinity. Well...it exists. And yet, challenges
(and opportunities) stilllie ahead forit.

Chile, Peruand Colombia, home of the
rugged Andes Mountains and commonly
referredtoasthe "Andean Three" are
increasinglylooked at as a single bloc from
ageopoliticalandinvestmentdestination
perspective. The assimilationhasasmuch
todowithwhat they shareincommon,
aswith howthey contrastagainsttheir
neighbours. After the Latin America debt
crisisofthe 1980s, the Andean economies
brandedthemselves as poster-children
fororthodoxeconomic policy, strong
institutions and stable bi-partisanrule.
Incontrast, Venezuela, Ecuador, Bolivia
and Argentinawent the route of more
questionable policy choices, resulting
inlittle growth and prosperity for their
populations over the past fifteen years.
This"usvs.them"dynamicreinforcedthe
regionalintegration storyline and createda
bipolar, yet conveniently peaceful, contrast
between both groups of countries.

The storyisbynomeansthe sameacross
the three markets. Chile stands out by
having the highest GDP per capitain
region (comparable to Poland's),an OECD
club seat, asustained and steady growth
trend, and a life expectancy higher than
that of Germany. Peruand Colombiaare
more similar economies, earlierintheir
developmentlifecycle, while stillamong
the wealthierinLatin Americafroma
GDP percapitaperspective. Theyhave
young populations which have recently
undergone amassive shift, becoming first-
time consumers as part ofanemerging
middle class (overathird of theregion's
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populationrose from poverty between
1990and 2015).

Sowhy are these markets attractive to
us? The starting pointis arock-steady
base of institutionsandafocusedand
deliberate policy orientation. Chile was
thereformpioneerstartinginthe 1980s,
withanagendaaimed atliberalisingthe
economy, fostering privateinvestment
and controllinginflation (then, amajor
issue for most Latin American countries).
Mostnotable were the establishment of
anindependent centralbank, apension
systemoverhaulandastep towards
privatisation of major state-owned
sectors. Chile was the front-runnerin
energy sectorreformintheregion. Its
reform established the sector framework
prevalentinmost ofthe Latin American
markets our Energy fundinvestsintoday.
Basedonthe UKmodel, the reform
instituted transparentregulatorybodies
andunbundled sector monopolies to
effectively attract private investment

(Chile’s electricity sectoris 100% privately

ownedtoday). Nearly adecade later,
Colombiaand Peru followed with similarly
broad-basedandaggressivereform
agendas. Giventheirlaterstartandyears

of domestic conflict with Shining Path
and FARC, thereisanatural catch-up for
Colombia and Peru over a pathway well-
trodby Chileinthe 1980'sand 1990's.

Despite sustained periods of high growth
since theimplementation of reforms, all
three countries have keptinflationin check
and maintainedrelatively stable free-
floating currencies through well-managed
andindependent centralbanks. Highrates
of domestic contractual savings andthe
resultant naturalbid fordomesticassets
have helped smoothrelative FXvolatility
alongthis path, whichis great news for
alongterminvestor. Allthree markets

are highly coveted as private investment
destinations, beingthe second FDI
receptorsintheregion. Theybenefitfrom
investment-graderatings, Chile having
hadone fortwo decades.

Inlight of thiscommon ground, the Andean
Threehave beenincreasingly promoting
regionalintegration. Therecently-

signed Pacific Alliance Trade Agreement
significantly reduces tariff duties and
traderestrictionsbetweenthethree
countries (plus Mexico) and plays a crucial
roleinexpanding tradelinks to Asia. They
alsocreated MILA, aprogram that seeks
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tointegrate the three countries’ stock-
exchanges, creatingthe secondlargest
bourse by market capitalisationin Latin
Americaafter Brazil'sBOVESPA.

Theprivate sector, too,isanimportant
integratingforce. Yearly cross-border
merger and acquisition activity withinthe
blocrose over three-fold from 2003-2006
t02010-2015. Transactionactivity has
centeredonindustries such as financial
services, consumer-retailand energy,
allkey sectors for Actisand where we
currently hold orare pursuinginvestments
intheregion. CorpBancaandBCP, two

of ChileandPeru’sleadingcommercial
banks, completed major acquisitionsin
Colombiainthe pastfive years. Grupo
Sura, a Colombianassetmanagement
conglomerate, acquired pension
operationsin Chileand Peruinthe same
period. FalabellaandRipley, Chile's retail
giants, have expanded aggressively across
Peruand Colombiaover the pastdecade.
Energyplayers EEB/ISA, ColbunandIC
Power, from Colombia, Chile and Peru

respectively, have cometoplay aleading
roleineach ofthe Andeaneconomy'’s
power grids.

The Andeanmarkets continue to make
stridesintherightdirection. Lastyearthe
Colombian Government signed a peace
accordwithFARC, endinga 60 year civil
conflict. Researchers estimate this could
boost medium-term GDP growth by up
to 200 bps. However, challenges still lie
aheadfor the trio. After a sustained high-
growth period from 2000-2015 (briefly
interruptedby the 2008 financial crisis),
the Andeaneconomieshave hitaslower
patch, with growth estimated atbetween
1.5-2.5%in 2017. Oil-producing Colombia
and mining-centric Chileand Peruwere
affected by the commodities downturn
in2015,andunderwentrelevant current
accountadjustmentsand currency
devaluations. Thiswas compounded

by astrong EINino phenomenonwhich
caused major floodingandimpacted
inflationinPeruand Colombia. Oil, copper
and goldwillcontinue to play a significant

roleinthe Andean economies (with Chile
particularly wellplacedfor the electric
vehicle revolution withits significant
lithium depositsinthe Atacama) but major
externaladjustmentshave nowbeen
absorbed. This setback hasre-focused
policymaker efforts totherightareas:
taxreformsand productivity-enhancing
infrastructureinvestment. The three
economies have swiftly undergone an
adjustmentphase andare poisedto
reboundduring 2018.

Lookinginto the near-future, politics are
infocus, with electionsin Chilein 2017

and Colombiain 2018. Chile'sraceis
currentlyledby center-right ex-President
andindustrialist Sebastian Pinera, while
Colombia's candidacylistis stillbeing
populated. Both electorates hold high
hopes arounda political transition,
eagertoseethe dynamism ofthe past
decadesre-injectedintotheireconomies.
Hopefully, therecipients of that mandate
realise thattheynearlyhaveitallinorderto
deliver.




Egypt's IMF Program:
The Storm Before the Calm?

Dr Sherif Elkholy
Consumer, Egypt {

selkholy@act.is
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Itisalwaysinteresting to observe how
market participants'expectationsand
speculations often become self-fulfilling
prophecies. Sadly, thisis clearestwhenone
has the benefit of arear-view mirror, but
whetheritwas the Asian Crisis of 1997, or
the Global Financial Crisis of 2008, there
have been multiple episodeswhere the
markethas seentheapproachingtrain but
failedtojumpout ofits pathandavertthe
crash. The same holds true for the
Egyptianeconomy, where
macroeconomicimbalances andforeign
exchange marketdistortions have been
glaringly obvious since the Arab Spring, but
it seemedas though Egypt wouldjust
standthere andwaittobe crushed by the
toxic combination of slowing growth, acute
foreign currency shortagesdueto
exchangerate systemrigidity, and weak
investor sentiment. Onthis occasion,
however, whatwe appeartobe seeingisa
narrow escape, albeit by the smallest of
margins.

Inour previous edition, we published an
exclusive interview with His Excellency

Mr. Tarek Amer the Governor of the
Central Bank of Egypt. He was clear

that Egyptrecogniseditneededto find
andimplementaradical solutiontoits
snowballing problems, notably those
caused by the fixed exchangerateregime.
The parallelmarket for foreign exchange
had become amoreimportant channel for
hard currency liquidity thanthe banking
system, andthis affected investor appetite
bothduetothe overvalued EGP andthe
limited ability to repatriate profitsasa
result of currency shortages. The gap
betweenthe officialand parallelrates
peakedatover 80%in October 2016 and
itseemedasifthe Egyptian economy was
grindingtoahalt.

Thedecisiontoliberalize the foreign
exchangeregime by floating the Egyptian
Poundon 3rdNovember 2016 came as
the Governmentrecognizedthe need for
action. Thisradical stepaimedtoattract
back FDI,improve Egypt'sinternational
competitiveness, restore access to
foreign currency liquidity, and improve
liquidity inthe banking system. Floating
the Poundwas notthe only part of the
reformpackage. Egypthadbeenintalks
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withthe IMFintherunuptothecurrency
flotation, and on 11thNovember, 2016 the
IMF's Board approvedathree-year US$12
billion Extended Fund Facility ("EFF") for
Egypt. The purpose of this IMF programis
tohelp Egyptrectifyits macroeconomic
imbalances, enablingbetter monetary
policy conditions, andrestoringawell-
functioning FXmarket. 9 monthsintothe
program,itfeelstousonthegroundthat
thisreformprogramwasnota "false dawn"
and much progress has beenachieved
duringthe periodsince.

Growth has picked up, registering 4.3%
y-o-yinthethirdquarter,andup from 3.8%
y-o-yinthe previous quarter. Growthhas
beendrivenby exports whichmore than
doubled. Tourismrevenues, whichhad
beenverybadly hit, also strengthened,
withtouristarrivalsincreasing by over
50%in 1H2017. Almost 3.5 million tourists
visited Egyptinthe first half of this year,
with tourist nightsincreasingto 37 million
fromthe 13 millionrecordedinthefirst half
of2016.

Local consumptionhas been negatively
impacted by the reform program. This
islargely due to highinflation, whichhas
beenone ofthe key side effects of the
reforms—currentlyrunningatc. 32%.

Itis typicalto see highlevels of inflation
followingan FXrate overshootingonce
acurrencyis floated. The CBE'sanswer
tothe problemhassofarbeenrepetitive
interestrate hikes—withthe supportand
blessingofthe IMF. The mostrecentrate
hike took placein July 2017. With thatrise,
the overnightdepositratereached 18.75%
andthelendingrate 19.75%, record highs
forEgypt. The mostrecentrate hike brings
thetotalincreaseinborrowing costs to
700 basis points since the flotation of the
EgyptianPoundlast November. Thisis

The program is by the Egyptian
government, for the Egyptian
people, and to help the
Egyptian economy.

clearlyimpacting appetite for creditinthe
private sector.

Andthere mayyet be morerate hikesto
come. AnApril 2017 statement fromthe
IMF stated thatinterestratesare "the
rightinstrument”tomanage Egypt's
inflation. However, akey tenet of Egypt's
IMF programis also reducing subsidies on
hydrocarbons, electricity, and water. The
Governmentraisedthe price of electricity
by around 42% for household consumers
inJuly 2017. The move, whichfolloweda
similarincrease to fuel prices one week
earlier,hasresultedinafreshwave of
inflation given the spill-over effects of
raisingthe prices of energy onagriculture,
food, andtransportation. Itappears
thatthe IMF program has aninherent
dichotomy—whichis the needfor swift
removal of subsidies toimprove public
finances while keepinginflationin check.

However, theinterestrate hikes coupled
witha currencythat ouranalysis suggests
remains potentially undervaluedhas
resultedin significantinflowsinto

treasury billsand bonds since the Pound's
flotation—largely fromforeigninvestors.
Withyields on T-billsand bonds reaching
over 20% - the second highest across
allEMs—internationalinvestors have
startedtoinvestheavilyinEgyptian
debtinstruments, andthe EGP "carry
trade"hasbeenone of the most popular
strategiesacrossEMsin 2017.Egypthas
alsonowreturnedto the Eurobond market
forthefirsttime since 2005. In January
2017 Egypt's US$4 billion multi-tranche
internationalbondissuance was over 3x
over-subscribed, andthe Government
capitalized onthe momentum by
completingafurther US$3 billion follow-on
issuanceinMay 2017. Sovereignreserves
hadincreasedto US$36 billion by July 2017,




the highestlevelreachedsince the startof
the Arab Springin January 2011.

Anotherkey componentofthe reformhas
beenthe successfulimplementation of
VAT. VAT wasintroducedat 13%in 2016,
andhas sincebeen hikedto 14%in July
2017. Taxreformis anotherimportant pillar
ofthe IMF program for two reasons: (a)
shoringup staterevenues helpsin cutting
the budgetdeficit, and (b)implementing

a VAT systemisknowntobe akey tool
foracceleratingthe formalization of the
informaleconomy.

As onelooks back, it would be fairto say
thatmorereformhashappened overthe
past9 monthsthaninthelastdecade.
Whatis needed nowisanenvironment
thatsupports newinvestmentsintoan
economy thathasanewlyliberalized FX
market (and a potentially undervalued
currency), aswellasanattractive
demographic profile creating a sizeable
consumer market. Whatis also needed
to sustainthe momentum ofthereforms
arepoliciesto provide a social safety net
forthe needy, forindeedthelack of such
policies was one of the key precipitating
factorsofthe Arab Spring. Itis
encouragingtoseethat Egypthasrecently
rolled outa conditional cash transfer
program called "Takafuland Karama"to
ensure thatthe poorest segments of
the countrydon'tbearthebruntofthe
ongoingreforms. This program (which
shares many similarities with Brazil's
famous "Bolsa Familia" Program) has been
relatively successfulsofarinproviding
important protections forthe poorinthe
wake of highinflation. The programis
currently coveringc. 1.5 millionfamilies
fromthe country's poorestand most
vulnerable segments, andtheaimisto
significantly widen that coverage over the
nextfewyears.
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On 13 July2017,the IMF Board completed
itsfirstreview of Egypt's economicreform
programand gave the greenlightfora
seconddisbursementof US$ 1.25 billion
underthe US$ 12 billion program. This
coupledwiththereservesbuiltupandthe
international flowsinto governmentdebt
instruments are encouragingindicators
thatthe Egyptianeconomyisrecovering
andrestoringits credibility. However, on
the grounditdoesfeelthat we aresstillin
the stormbeforethe calm...andthatis
mainly because of the inflationaryimpacts
ofthereforms onconsumptionandthe
generalsentimentonthe street.

The CBE expectsinflationtodroptoc.13%
bytheendof2018 asbase effects start
kickinginlaterthis year—but this feelslike
anoptimistic projection. GDP growth for
FY2017/18isexpectedtobec. 5%, and
theFY 2017/18 budgettargetsaprimary
surplus forthe firsttimeintenyears. This

EGPFXversusFV

20

15

10

5

0
[ [ [ (G [ [ (- [
(e C c C [ C C [
S A S S S S
o O O O O O O O
(@] [l S (6] NN (O] (@) ~

Source: Actis, Bloomberg, Oxford Economics

80-unr

isgoodnews, butthekey thingistomake
sure thatsocial stability is maintained while
theimpact ofthe reformstormrecedes.
By any economic standard, aflexible
exchangerateregimethatenablesfree
repatriation of capital,astrongmonetary
policy framework, and acommitmentto
acontinuedfiscaladjustmentand reform
areallgoodthingstoapplaud - and they
aretherightcourse of actionforlong-term
prosperity... but as Keynes eloquently put
it:"inthelong-termwe are alldead".... so
itimportantthat Egyptkeepsafingeron
its short-termpulse aswellasaneye on
itslong-termtrajectory. With Presidential
elections nextyear, itwillbeinterestingto
observe whetherthe Governmentwillhold
its course onthereforms, orwhetherthere
willbe somereversionto populist policies
togainbroadersupportfromthe street
andthe masses thathave beenbadly hit by
inflation.
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After enjoyingyears of strong growth
fueled by the commodity super cycle,
many Sub-Saharan African (SSA)
economieshave morerecently seen
growth slow materially, at the same time
experiencingdecliningforeigndirect
investmentandrisingbudget deficits.
The collapse of commodity prices, tighter
international financing conditions, and
unfavorable weather across parts of the
regionall contributed toregional GDP
growthfallingtoaround2.2%in 2016, the

slowestpaceinoveradecade. Thatsaid,
IMF forecasts suggest that the region will
stillremainthe world's second-fastest-
growing!

Fromourlocal perspective, we continue to

believe that whilst the headlines may talk
of slowinggrowth, there remain pockets
of under-appreciated opportunity,
particularlyin Francophone SSAwhere
some economies are stillgrowingatan
impressive annual rate of over 5%.

Why is Francophone SSA
anattractiveinvestment
opportunity?

Selecteddiversified economies
inFrancophone SSA with limited
dependence oncommodities are
emergingasthe “winners” ...

The AfricaRising narrative that fueled
investor confidence inthe period
immediately following the global financial
crisishas provento have multiple speeds,
with the biggest winners seemingtobe
countrieslocatedin West Africa (Exhibit 1)
that havelimited exposure to oiland where
weather conditions have been conducive
toagriculturalsector growth.

Exhibit 1: Composition of export baskets across selected Francophone and Anglophone countries

Export type (% of commodity reports)

Main exports/import goods

Mineral Energy Agriculture Primary export Secondary export Main import (excl. oil)

Cameroon 4.6 67.2 28.2 Petroleum Cocoa Rice
Congo 6.8 92.9 0.3 Petroleum Copper Fishstock
Ivory Coast 0.3 37.8 61.9 Cocoa Petroleum Rice
Gabon 8.3 90.2 1.5 Petroleum lronore Milk
Senegal 59 47.6 46.5 Petroleum Fishstock Rice
Rwanda 50.8 7.1 42.1 lronore Coffee Sugar
Kenya 3.5 13.0 83.5 Tea Produce Wheat
Ghana 9.4 31.2 59.4 Cocoa Petroleum Rice
Nigeria 0.5 98.0 1.6 Petroleum Gas Wheat
Mozambique 57.8 27.1 15.1 Aluminium Petroleum Rice
South Africa 64.2 22.8 13.0 lronore Precious metals Aluminium
SSAaverage 24.1 48.9 27.0 Petroleum Copper Rice
Africatotal 13.0 77.7 9.3 Petroleum Gas Wheat

Source: UNCTAD

Andreal GDP growth for some of them
hasbeenamongthefastestinSSA...

Inparticular, Cote d'lvoire and Senegal
have both seen GDP growth data for
2015-16revised upwards by the IMF.
Coted'lvoire has probably beenthe star-
performingeconomy of SSAinrecent
years, withgrowthaveraging 7% inthe
threeyears 2014-16. (exhibit 2). Cote
d'lvoireisrecoveringafter adecadelost

14 Macro Foruminsights and perspectives

toapolitical crisis. Its current growthis
supportedby anemerging middle class,
robustinfrastructure developmentand
animproved business environment.
Arguably startingfromalowbase has
helped maintain the growthmomentum
inlvory Coastinrecentyears, butthe
governmenthasalsobeenusinghigh
levels of publicinvestment todrive
economic growth. Thisischangingas
therearenowsignsthatthe government

ischangingtackandtryingtoencourage
new private sectorinvestment. Senegal
isexperiencingits highest growthrates
inmore thanadecade because of rising
investment flows while Cameroon's
economyis expectedtoremainfairly
resilientin 2017, growing ataround 5%,
supportedby arelatively well-diversified
economic base, lowdebtratiosandthe
CFA (Communauté Financiere Africaine)
francmembership.



Exhibit 2: SSA GDP growthrates by country group*
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Francophone Africaincludes Cote d'Ivoire, Cameroon, Senegal and Democratic Republic of Congo.
Anglophone Africa includes Nigeria, Ghana, Kenya and South Africa.

Source: Oxford Economics

Inaddition to growth, theregion seeninother SSA countries (Exhibit 3).

benefits fromreduced currencyriskand Thecurrencyis peggedtothe euroand

structurally lower inflation. usedbyover 150 million people andis

The shared CFA francis arguably the the only single currency systemin Africa.

mostimportant differentiator for the TheIMF expects headlineinflationfor

region, mitigating the high FX volatility Francophone SSA to remain below 3% this
year.

Exhibit 3: CFAand Anglophone currencies vs US$ 2007-16
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Source: Oxford Economics
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The CFAFranc Zone (Exhibit 4)

currently comprises agroup of fourteen
francophone African countries that
developed afterthe colonialera. After
achieving politicalindependence from
Franceinthelate 1950sandearly 1960s,
these nations chosetoretainclose
economic links with their former colonial
ruler. Africa'sfranc zoneis made up of two
economicblocs, the Union Economique
et Monétaire Ouest-Africaine (UEMOA)
andthe Communauté Economique et

Exhibit 4: The CFA franc zone
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Source: Actis
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Tunisia
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Monétaire de I'Afrique Centrale (CEMAC).
Thetwo unionsroughly correspond to
administrative boundaries withinthe
former French colonialempire. Eachbloc
hasits ownregional central bankwhich
issue asingle currency peggedtothe
euroatthe samerate (655.957/EUR) but
thetwounitsare notinterchangeable.
Thetwounions'monetary policiesare
setbyregional centralbanks,andthe
convertibility of the currencyis guaranteed
by the Frenchtreasury.

@ Francophone Africa
o Others

‘ L\ Djibouti

" African

-
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Although growingfaster, theregionis
stillreceivinglow foreign capital inflows
allowing the first-mover to achieve
advantageousreturns.

One ofthe basic propositions for the
Francophone SSAinvestment caseisthat
itremains one of least penetratedregions
interms ofinvestment flows. Forreasons
thatdonotalways seemlogical, investors
interestedin SSAhavelongpreferred
tofocus on Anglophone Africaand
particularly oncommodity-rich countries.
Understandingthe opportunityin
Francophone SSAhas seemedto present
more challenges. Inprivate equity, of the
US$5.4bnworth of investmentinto West
Africaoverthe pastsixyears, 64% was
investedinNigeria, 29%in Ghanaandjust
2% wentto Coted'lvoire, andless than 1%
flowedtoevery other countryintheregion.
The evidence of under-investmentinthe
regionistobe seeneverywhereonthe
ground, andas Warren Buffett famously
advised "Befearfulwhenothersare
greedy. Be greedywhenothers are fearful.”"
At Actis, we believe ourlocal presence
and understanding gives us goodreason
toappreciate therisksbutalsotoinvest
where others may feartotread.

Intherealestate sector, thereare
currently noinstitutional grade office
buildingsin Abidjan, the capital of Cote
d'lvoire, and multinationals firmslooking
toentertheregionare forcedtorefurbish
buildings built duringthe 1970's or convert
residential property, with both often
failinginternational health and safety
standards. Thisinacity whichinthe 1970s
wasreferredtoasthe "Manhattan of
Africa". Ourlaunch ofthe new Renaissance
Plaza office development on aprime site
incentral Abidjan will see aniconic tower
appearonthe skylinein 2019 (Exhibit 5).
Inadditionto opportunitiesin the office
sector, theincreasing formalization of the
retailmarket, coupled with the shortage
of A-graderetail and office stockand
strongtenantdemandhasalso createdan
opportunity to developinternational mixed
use assetsinthese markets.



Exhibit 5:Nol Renaissance Plazain Abidjan:
15,000 sgmof contemporary grade A
office space and 3,000 sgm of retail
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Inadditionto growth, the diversification
of some economiesandthe pegofthe
currencytotheEuro, theregionhasa
number of other attributes that make
itaparticularly attractive destination
forforeigninvestors onthe continent:
Favorable demographic trends, improving
institutionallandscape, comparative
advantageinnaturalresourcesjustto
name afew.

Business opportunitiesin Francophone
SSAare potentially verylarge,
particularly forcompaniesinconsumer-
facingindustries such as retail,
telecommunications, bankingand
infrastructure. Severalurbanregionsinthe
Franc Zone are emergingas consumption
hubs. Cities such as Kinshasa, Abidjan,
Douala, and Dakar are becoming
increasingly attractive forinvestors
lookingtoinvestinhigh growth diversified
economieswithastrongconsumer base
and growing purchasing power.

How faris Francophone SSA
from transitioning to 'Emerging
Market' status?

Althoughlvory coast, Cameroonand
Senegaland other governmentsin
Francophone SSAhave alladopteda
new development modelto accelerate
progresstowards becoming emerging
economies aswellasabusinesshub for
theirrespectiveregion,governmentsin
theregionneedtogreatlyup theirgame
and pay due attentionto correcting
policy and generally creatingaclimate
attractive tobusiness, including foreign
investment.

Theyears of highcommodity prices

may be unlikely toreturnsoon, butif
governmentsin Francophone SSAlearn
thelessons ofthe post-commodity crash,
and continue their diversification with
investmentininfrastructure, encouraging
the growth ofthe consumer goods and
services sectors, including tourism,
andbolsteringfinancial services and
telecoms throughimprovementsinoverall
governance and thebusiness climates, we
expect moreinvestorsto follow our lead
acceleratingthetransition of theregionto
amore mature capital market status.

Eurobonds-Yield To Maturity: July 2014 to September 2017
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actis

Actisisaleadinginvestoringrowth markets across Africa, Asiaand Latin America. We
deliver consistent, competitive returns, responsibly, throughinsights gained from
trustedrelationships, localknowledge and deep sector expertise across our chosen
asset classes of consumer, energy, financial services, healthcare, industrials and real
estate.

Valuesdrive value
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