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In this issue of our Macro Newsletter, we will share some more insights from the
Actis Macro Forum, a group composed of professionals from across our regions
and from each of our three business units, Energy and Infrastructure, Private
Equity and Real Estate. The focus this time is on Brazil and India, but we will be
re-visiting Africa in our next issue when we hope there will be more clarity around
the situation in Nigeria and South Africa, two markets seeing significant political
and FX volatility at this point. As usual, we conclude with an update on our
perspectives on EM FX post Brexit.
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Brazil
Plus cachange...

Bruno Moraes
Energy, Brazil

bmoraes@act.is

“Those who do not
remember the past are
condemned to repeat it”,
George Santayana

OnWednesday, August 31st, 2016, after
a 3-day session, andwith a clear majority
of 61 votesto 20, Brazil's Senate officially
impeached Dilma Rousseff, making her
the second Presidentin Brazil's history to
be removed from office. Mrs Rousseffhad
beensuspended fromher presidential
dutiesinMay 2016.

Theimpeachment proceedings were
basedonallegationsthat Mrs. Rousseff
committedfiscal crimeswhen she

(i) amended certain decrees without
Congressional approval, which sought to
provide more budgetary flexibility and (i)
adopted certainaccounting practices that
concealedBrazil's worsening fiscal deficit.

Theimpeachment processattracted
widespread public support, particularly
after Judge Sergio Moro unveiled the "Car-
Wash" (Lava Jato) scheme, the largest
corruption scandal to hit Brazil, involving
state-owned companies, political parties,
localconglomerates, pensionfunds and
otherrelatedentities.

Macro Forum insights and perspectives

Temer's three pillars

Followingthe President's suspensionin
May, Vice-President Michel Temertook on
the Presidency onaninterimbasis, and will
now serveinthat office untilthe expiry of
Mrs Rousseff's original mandate in 2019.

Mr Temer's governmentprogramis
anchoredon 3 main objectives:

1. Maintenance of social benefits for
lower-income people

2. Coordination offiscaland monetary
policies

3. Recoveryof market confidence.

Onhisfirstday as president, Mr Temer
declared full support for continued
investigation of the Car Wash scandaland
appointedHenrigue Meirelles (former
president of Brazilian Central Bank) to
headthe Ministry of Finance. Mr. Meirelles
promptly pulled togetherarespected
technicalteamto execute thereform
plans, whichlocalmarketstook to calling
the "Dream Team".

Inafirststeptowardsreducing public
expenditure, the number of Government
ministries has beenreducedby over
30%. Temerandhis new finance
minister have also sentto Congressa
constitutional reform bill, which aims to
limit the rate of annual public spending
growthtothe previous year'sinflation
rate. Simultaneously, the finance team
also started working on Social Security
reform, the main goals beingtoincrease
theretirementage and decouple social
benefits from the official minimum
salary. Allof this has helped forecasters
toestimatea20% declineinthe annual
budget deficitfrom 2016 to 2017.

Thereactiontothe Car Wash scandal
hasbeenseeninzeropublictolerance

for corruption, with new laws passed
imposing tighter rules on procurementand
biddingprocesses carried outby state-
owned companies aswellas prohibiting
theappointment of politically connected
persons as officers for such companies.

Positive Market Reaction

Onthegroundandintheresponseofthe
capitalmarkets, the variousinitiatives

we have seento date have contributed
toareturnofsome optimismto the
country. Risk perceptionhas decreased
substantially, Brazil's sovereign bond has
seenanotableyield compression, the BRL
hasalsoseenasignificantrecovery, and so
has the Bovespaindex, whichhasreturned
tothe 55,000+ level, representingan
increasein USDinexcessof 50% YTD.
Inflationis expectedtoendtheyear
ataround7.5%, whichis asignificant
reductionfromthe 10.7% atend of 2015,
providingroom forinterestrate cutsfrom
2H16 onwards.

Cleaning up the “Car-wash”

AsEisenhowerwarned, “a people that
valuesits privileges aboveits principles
soonlosesboth”. The Federal Justice
Departmenthas certainly taken this
maximonboardinthewayithas sought
totackle the corruptionexposedinthe
Car-Wash scandal.InMarch 2014, Federal
prosecutors and Federal Judge Sergio
Moro startedinvestigatinga chain of car
service stations suspected of money
launderingactivities, but soon afterwards
expandedtheirenquirytobecomethe
largest corruptioninvestigationinBrazil,
lookingatover BRL6bninallegedbribes,
moneylaunderingand contractual fraud
benefitingindividuals, companies and
certainpolitical parties.

Overthepast 2 years, the prosecutors
have tracedthe sourcesanduses of funds,
bothinBraziland abroad, which hasled
tothearrestof several CEOs, officers
anddirectors of some of the largest
Brazilian conglomerates, as well as former
executives of state-owned companies
and politicians. Otherimportant public
personalities, including former president
LuisIgnacio "Lula"da Silva, have been
takeninby police for questioningand
remain under suspicion.

Altogether, 166 people have already been
arrested, out of which 56 have agreed
topleabargains and 5 companies have
agreedtoleniency agreements afterthe
payment. Atotal of BRL37.6bnhave been
appliedinfines, out of whichBRL 2.9bn
have already returnedto the Government.
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The Olympic effect

Theeyes ofthe world turnedto Brazilin August, as the country
hosted the Olympic Games, the firstin South America to host
the Games. Although surrounded by scepticism and doubt from
the outset, Brazildelivered 2 weeks of thrilling competition and
its trademark hospitality, While Rio may not have followed Beijing
andLondoninattractingthe traditional [OC send-off as the "best
gamesever", thereisno doubt thatit significantly exceeded
both domestic andinternational expectations. Andfor thelocal
population, Brazilregisteredits best performance everinthe
Olympicswith 18 medals, 7 Gold, 3 Silver and 8 Bronze including
winning the footballgoldto complete the picture.

Macro Forum insights and perspectives

What comes next?

Optimismremains highthat after avery difficult period, Brazil will
emerge fromits current economic problems andreturnto strong
growth. Thisisnot goingtobe simple, andthe next 12-18 months
are likely to continue to be challenging, and pressures onthe
consumerare evidentinthe performance of many businessesin
Brazil, including some of our owninvestee companies. However,
the emergence of an educated and more affluent middle class
continues, andwe see thisinincreased enrolmentsinour
educationbusinessesandin growingdemand for consumer credit
andinvestmentmanagement servicesinourinvestmentsin

the financial services sector. The changeinleadership, together
withthe achievement of substantial progressinthe program of
fiscaland social security reforms, as wellas the conclusion of the
“car-wash"operation can put Brazil firmly back on track, but we
know there willbe plenty of bumpsalongtheroadtoafullreturnto
healthand prosperity.

p iy,
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Editorial Credit: Aleksandar qu}ov/c
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INndia

Abeacon of hope and stability

Pratik Jain

Financial Services, India

pjain@act.is

As we highlighted at our Annual Investor
Meetingbackin April, Indiahasbeen
enjoyinga periodinthelimelightasa
beacon ofhopeandrelative stabilityina
globaleconomy that has seen asignificant
uptickin political volatility through the
course of 2016. The economy is growing
strongly, withforecast GDP growth for
2016 at 7%+, and withareform-minded
Governmentandaresults-oriented Prime
Ministerinplace, India certainly seemsto
merit some of these plaudits.

[twas certainly reassuringto see the
uncertainty surrounding the leadership of
the Reserve Bank of Indiaresolved with the
appointmentinlate August of Dr. Urjit Patel
tosucceedRajan. His appointment should
helpinmaintaining the RBI's credibility as
anindependentcentralbankwithaclear
focus onthe management ofinflationin
the economy. Fromthe Actis perspective,
we see the economy remaining finely
balanced withdecliningexports, weak
investment growth, continued concerns
aroundnon-performingloansinthe
banking systemandinflationary pressures,
whichwe hope to see mitigated through
decliningfood prices resulting from this
year'sbettermonsoon season.

Overthe next 3-4years, we see GDP
growth continuinginthe 6-7%range
drivenbythemesthatare familiar

across many of our markets—favorable
demographic trends, the emergence of
the middle class and continued export
growthasIndiaremains competitivein
international markets aslabour costs
continuetorankamongthe lowestofthe
major growth economies.

Will GST finally arrive?

One ofthe mostsignificantrecent
reformshasbeentheintroduction of
the newfederal Goods and Services Tax
(GST), whichis plannedtocomeinto
effect withthe passingofthe GST billin
April2017.India currently has a complex
indirect taxation system with multi
layeredtaxesoninterstate movement
of goods, which distortsincentives and
createsinefficiencies for businesses.
Successive governmentsinIndiahave
triedtointroduce auniform GST, whichisa
national Value Added Tax.

While the April 2017 deadline appears
challenging, theintroduction of
thistaxisastrongindicationof the
Government'scommitment toreform,
and oftheimportance of addressing

the bureaucratic obstacles thatexistto
the creationandexploitation of aunified
domesticmarketinacountrywitha
populationrapidly closinginon 1.5bn
people.lfandwhenimplemented, GST
willmove the basis of taxation fromthe
state of manufacture tothe stateinwhich
the sale takes place, thereby hopefully
improving collectionrates and shifting the
taxburdentoIndia's wealthier states. At
the sametime, it should eliminate some
ofthereasons behindthe development
ofIndia's unwieldy logistics network that
today sees warehouses and supply chains
plannedto meettherequirements of

the tax systemratherthanto optimize
distribution efficiency. Fromthe consumer
perspective, the biggest advantage would
beinareductioninthe overalltaxburden
ongoods, whichis currently estimated at
25%-30%leadinginturntoanincreasein
consumerdemand and helpingto mitigate
inflationary pressures.

Editorial Credit: NOWAK LUKASZ / Shutterstock.com
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Implementationis notwithoutits
challengesthough, and while our portfolio
companiesare preparing for the new
regime, they are evidentlyinaminority,
withrecent surveys suggestingthat
lessthanathird of Indian companies

are currently gettingready for the
implementation of GST. We do see
evidence of efforts by the Government
toaddressthisevidentlack of urgency,
butwith Infosys stillto demonstrate that
theywillbeinapositiontoimplementthe
national I T infrastructureintime for the
2017 deadline, many Indian businessmen
remainhighly scepticaland have adopteda
"waitand see”attitude.

Whenitrainsit pours...

With almost half of the country's farmland
beingrainfed,the Juneto September
monsoonis critical for the health of Indian
agriculture. Indiareceives 80% of its total
rainfallduringthe monsoons and two
consecutive years of poor rainfallhave
ledtoadroughtinmany Indian states and
negativelyimpactedruralincomesand
consumption.

Happily, 2016 has seenabove-average
rainfall, inline with the Meteorological
Office forecasts of 107% ofthe long
termaverage. Anormalmonsoon,
besidesboostingruralincomes and
keeping foodinflationunder check has
multiple flow through benefitsincluding
boosting creditdemand, vehicle sales and
consumer sentimentinthe country, and
we are already seeing thisinthe strong
performance of ourindustrial companies,
notably Endurance withits dependence on
the two-wheeler market.

Soonbalance we seevalidreasons for
optimism. Supply-side bottlenecksinkey
sectorssuchasenergydo continueto
pose arisk tothe continuation of India’s
improved economic growth, butthese
also present opportunities forthoseina
positionto capitalize onthe Government's
emphasisonreforminthese sectors.
Through our existing Ostroinvestment
andnow aswe lookaheadto the next
generation ofinvestments from our new
Energy funds, we will continue toinvest
inIndia's energyinfrastructure tohelp
addressthis constraint.
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Predicting everything but the future

AliMazanderani
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Onthe 24th of June, the experienced growth market investor
couldnothelp butfeelalittle bemused at the number of
shellshockedfaces aroundthe post-Brexit breakfast table. The
30% nosediveinthe NigerianNaira, just 4 days prior to the Brexit
referendum, made the 10% declinein Sterling seem positively
subdued. However, it certainly servedto remind us all that foreign
exchangedislocations are not the exclusive preserve of growth
markets, and at the same timereinforced our convictioninthe
value of anchoring our perspectives onforeign exchange on
longertermfundamentalvalue.

From south to south, the second quarter of the year saw EM FX
movements significantly influenced by political developments,
albeit that unlike the previous few quarters, thistime the yo-yo
wentup as wellas down. Both of our more liquid currencies, the
Brazilian Realand South African Rand appreciated strongly,
bothfrom undervalued positions, buoyed by signs of improving
democratic accountabilityinthe respective countries. The
renewal of optimismlinked to the RousseffimpeachmentinBrazil
coveredelsewhereinthisissue, contributedto the Realgoing
fromR$4toR$3.2, and the Democratic Alliance's success at local
electionsin South Africaunder-pinnedarecoveryinthe Rand
fromZAR16to ZAR13.2. The subsequent standoff between
President Zumaandhis finance minister hasreversed some of the
gainsinthe Rand, which our model suggestsremains one of the
mostunder-valued currenciesin our markets.

Q2 also sawthe continued build-up of pressure on the Nigerian
Nairaandthe Egyptian Pound, both of which have been defiantly
overvalued for sometime. While Bukharireluctantly but

sensibly acceptedtheinevitable and bowed to this pressure, his
counterpartinEgypt, President Sissiappears intent on sticking

it out for now. Our model suggests the Nairais now approaching
its fundamentalvalue, while maintaining the Egyptian Pound at
currentlevels willrequire the IMF and the Gulf States to bridge the
black market spread, a tricky circle to pyramid.

The Yuanand Rupee willboth make forintriguing watching over
the comingmonths. Rajan passing the baton to Patelreinforces
theimportance andfocus on maintaining the Reserve Bank of
India'sinflationdiscipline, potentiallyincreasing pressure on

the Rupee. Meanwhile,amovein USinterestrates willlikely put
increased pressure onthe Yuan, compounded should China
reportslowing growth. However, andjust as Sterling felt the
impact of political upheavalin the aftermath of the Brexit vote, we
continue to believe that the Federal Reserve willhave difficulty
justifyinganincreaseininterestratesintheimmediate shortterm.
Thisislessasafunctionof disappointing seasonaljobs dataand
perhaps more as areflection of therisk ofany tighteningin US
monetary policy beingdecisively Trumpedin November.

Macro Forum insights and perspectives

Source: Bloomberg and Economist Intelligence Unit
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