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Welcome to Africa Voices, a special publication fromthe Actis Macro Forum. Actis has been onthe ground in Africa for over 70

years now, with officesin Johannesburg, Cape Town, Lagos, Nairobiand Cairo today, but withinvestments across the continentin
all of our principal asset classes - Energy, Real Estate and Private Equity. This gives usaunique perspective not only onthe macro
economic dataavailable to all, but on how the risks and opportunities these indicators point to are felt on the streets of the cities we
liveand workin.

Inthe years since the publication of the original “Africa Rising” narrative, we have seenalot of the high hopes expressed at that time
severely challenged by the decline in commodity prices, economic and political mismanagement and by a continued depreciation
inlocal currencies. However, and as we have been saying quietly for the past 12-18 months, the frustration and concerns of
localbusinessleaders have beenvery gradually turninginto amood of fragile optimism that growth may be onits way back. The
challenges of managing Africa's demographic explosion remain, but as our contributors to this edition hope to point out, some of
the lessons ofthe pastappear finally to have been learned.
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Taking Stockin North Africa

Sherif Elkholy
Consumer,
Egypt
selkholy@act.is

Asaninvestmentdestination, North
Africaisastrategicallyimportant part
ofanyinvestor’s Middle East & Africa
strategy. Itisabigregionstrategically
located as agateway to Europe, Asia,
and therest of Africa, it enjoys
attractive demographics, and has some
ofthe highest standards of educationin
theregion. Tunisiahasthe highest
student enrolmentratioin Africa, Egypt
isthethirdlargest economyin Africa,
and Morocco the one country toemerge
fromthe Arab Springlargely unscathed.
Theregion has shown marked signs of
recovery onmany fronts-forinstance
touristarrivalsin North Africajumped
by 22%in 2017 ontheback ofamuch
more stable geopolitical environment.
Thisis welcome news not just for the
region’s growth, butalso for
employment, hard currency inflows,
and stability. However, despite
improvement on several fronts, North
Africa continues to grapple with
persistent macroeconomicimbalances
and economicinequality, creatinga
constantrisk of socialunrest.

Therecentupward movementin oil prices
negativelyimpactsthe publicfinances

of Egypt, Tunisia,and Morocco as netoil
importers, butbenefits Algeriaas the
largest producerand exporter of oilin
North Africa. Two yearsago, inaprevious
issue of the Macro Forum Newsletter,

we argued thatthe economies of North
Africawere facingwhatthe IMF's ex Chief
Economist Maurice Obstfeld described
20yearsago as the "developing countries
trilemma"; which saysthatacountry
cannot simultaneously maintain fixed
exchangeratesandanopen capital market
while pursuingamonetary policy oriented
towards domestic goals. North African
economieswantingto maintainthe
efficacy of theirmonetary policy thus had
only two options:introducing controls to
block the mobility of capital, or liberalizing
theirexchangerate marketsandleaving
FXratestobedeterminedbytheforces
ofdemandand supply. We arguedthat
the second option seemed muchmore
palatable for North Africa. Two years

on, much progress hasbeendone on
structuraland currency reforms, andthere
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isreasontobelieve that North Africa's
economies are gradually moving out of the
woods.

First Egypt;thelargestand most
populous marketinNorth Africa. Egyptis
structurallyrecovering, and rebalancing.
By 2020 there willbe 100 million Egyptians,
better educated thanever before with
adultliteracyratesnowatc. 75%, with
competitive wages (minimumwagein
EgyptinUS$termsis halfthat of Tunisia,
and one-quarter that of Morocco), and

the necessarypowerandinfrastructure
networkto supportindustrialization.
President Sisiwasre-electedfora
secondfour-year terminMarch.He
hasrepeatedly reiterated, and sofar
proven, hiscommitmentto anambitious
structuraladjustmentandreform
program, spearheadedby (a) currency
marketliberalizationand (b) a 3 year IMF
programwhichis nowinits secondyear
and progressingaccordingtoplan.On 17th
May, the IMF and the Egyptian Government
reached a staff-levelagreementonthe
thirdreview of Egypt's economicreform
program, which should pave the way for
disbursementof US$2 billion, bringing total
disbursementsunder the IMF programto
US$8 billion.

Themenace ofinflation whichhasbeena
bigproblemin 2017 is now being brought
under control, withinflation expectedto
falltoc.12%in June. The 2018/19 budget
was approved by parliament on 5th June
andit shows ahealthy primary surplus of
2% (forthe firsttimein 8 years) buoyed by
growthexpandingto c.6%. Government
debthasdroppedfromc.103% of GDPin
June 2017 toanexpectedc.90%inJune
2018,andthe IMF expectsittogradually
fallto 72% overthe next 4 years; the
budget deficitis expectedtobe 9.2% of
GDPinJune 2018 (down fromover 12%
twoyearsago). Sovereignreserves hitan
all-time high of c. US$ 44.1 billionin May,
equivalenttoc.8 monthsimports cover.
The FXratehasrecentlyweakenedby
c.2%to 17.96tothe US$, largely due to
seasonaleffects, but despite astrong
runlastyearthe EgyptianPoundis only
marginally undervalued comparedtowhat
we believe tobelong-termfairvalue. The
direction oftravelis positive, and S&P has
raised Egypt's creditratingfromB-toB
with stable outlookin May onthe back of
the accelerating pace of reforms. Onthe
flip side, inflation canbe expectedto spike
againinFY 2018/19 onthe back of the next
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round of electricity and fuel subsidy cuts
planned for July, and this will be painful to
the massesduetoits spillover effectson
the prices of basic goods and services like
foodandtransportation—especially given
that salaryincreases have notkept up pace
withinflation. Also, despite the ambitious
reformplans andtheimprovingmacro
environment, FDIfigures have not yetlived
uptoexpectationsasforeigninvestors
have sofar chosenthe easywayinthrough
carrytradesand continue to wait for
stronger signals of sustained stability

and growth as wellasanacceleration
indomesticinvestments before going
stronglyinto equities. The CBE cut base
rates by 200 bps earlier this year, and there
are expectations ofa further 200-300

bps cutlaterthis year; this should catalyze
private credit (and capex) growth. In
summary, the direction of travel remains
positivein Egypt, with the reform program
continuingat pace. Ontheground, the
price of thereformsis painful for the lower
andmiddle class, butthe Government
isdivertingalot ofresourcesinto social
welfare programs to provide a safety net
forthe poor. It willbeinterestingtosee
how the nextround of subsidy cuts will
bereceivedbythe average manonthe
street...whohassofarbeensurprisingly
patientandaccepting of the side effects of
thereforms.

Morocco, another bigmarket with c.

36 millionpeople has arguably beena
poster child for stabilityinaturbulent
regionoverthelast 5years. Growth

has historically been heavily dependent
onagricultural productionwherean
anticipated cyclicaldownturnis expected
toreduce growthfrom4.1%in 2017 to
C.3.2%in 2018. However, the country
hashad markedimprovementsinthe



composition ofits economic activity.
Theindustrial sector continues to enjoy
stronginvestment, particularlyinthe
value-added manufacturingindustries.
Tourismalso continues tobe akeydriver
of growth, with tourist arrivals remaining
consistently above 10 millionin the last
twoyears (and expectedtobe at similar
levelsin2018). Overthe nextfewyears,
growthwill be fueled by continued reform
effortstoimprove labor participationand
efficiency,increasedaccesstofinance
through growthin NBFls, and continued
improvementinthe quality of education.
Combined, thesefactors shouldhavea
marked positiveimpact on the business
environment.

InJanuary 2018, the Government

moved towards amore liberalexchange
rate environment, allowing the Dirham

to fluctuate within awiderband. More
liberalizationis neededonthis front, but
inflationtargeting continuestobeat

the center of the exchange rate policy
framework. The Dirhamis undervalued by
asmuchas 30% accordingto our fair value
model,and thatabsence of devaluation
pressures probablylendsitselftoamore
gradualshiftinthe exchangerate policy.
The Dirhamis predicted to depreciate
againstthe Euro, while strengthening
againstthe dollarthis year. Inflation
remains under controlandisforecastto
acceleratefromc. 1%in2017toc.2%in
2018, mainly due to oil prices.

Onthe public finances front, the current
accountdeficitis expectedtodroptoc.
5% of GDPin2018andc. 4.3% of GDPin
2019, driven by growthintourism, exports,
andworkers'remittances. The country will
however remaindependentonimports of
food, energy and consumer goods, which
willkeep the trade deficit from narrowing
indollarterms. However, an expected
recoveryin FDI, coupled with further
accumulation of external debt will provide
asupportive backdrop for foreignreserves
toincrease. Morocco's fiscal deficitis
forecasttodropfrom 3.5% of GDPin2017
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t03.2% of GDPin 2018, aided by reigning
inpublicwages. Mediumtermplans are
alsoinplacetoincrease Government
investmentandtoreduce subsidieson
fueland key fooditems. Coupledwithan
acceleration oftaxreformsto broadenthe
taxbase, this should further strengthen
thefiscal position.

Onbalance, thedirectionoftravelin
Moroccois perhaps the most positive
inNorth Africa. Itisademographically
young country with 45% of the population
under 24 yearsold. It has arelatively

stable currency supportedby ahealthy
FXreservesbalance of c. US$25 billion, a
lowinflation environment, coupled withan
ambitious Governmentalinfrastructure
investment programthatis creating
apositive backdrop forinvestors, and
foreigninvestmentis also picking up.
That'swhy Morocco continuestoattract
the attention ofagrowingcohort of
investors givenits size, diversification, and
relatively stable geopolitical environment,
with sectors like food, financial services,
educationandenergy attracting
significantinterest.

Thenthereis Tunisia, whichhas been
onsomewhat ofarollercoasterride
since President Essebsitook officein
December2014.Ontheonehand, the
country probably enjoys the highest
levels of freedomand democracyin
theregion, butatthe sametimeithas
alsohadthelion's share of protests and
revoltsfromtrade unions. Economic
growthis showing some signs of recovery
thisyear, standingat 2.5%inthe first
quarter of 2018- the highest since 2014-
supportedby agriculture and exports.
Themore flexible exchange rate policy
also helpedimprove the currentaccount
deficit; and we believe that the Tunisian
Dinarisc.23% undervalued compared
tofairvalue.Inflationis ontherise dueto
higher oilprices andincreased growth
inmoney supply, whichmay resultin
further tightening of monetary policy.
Risingimport costs, coupled withweak

tourismrevenuesandadropinworkers'
remittances have weighed onthe external
position. The currentaccountis forecast
toshowadeficitofc. 10%in 2018, and
externaldebtispredictedtoincrease
fromc.81% of GDPin2017toc.87%
in2018.Lastmonth, the IMFwarned

that "risks to macroeconomic stability

in Tunisia, especiallyinflation, have
increased andrequire adecisive response,
complemented with measuresto protect
the poor.”

Low productivity and areform program
thatishamperedbyresistanceto
privatization, tax hikes and public-sector
wage freezesfromthe very strong
Tunisian General Labor Union ("UGTT")
probably means that GDP growth will
remainatc. 2-3%inthe medium-termand
thiswon'tbe ofany help to unemployment,
whichremains structurally high. Frustrated
withthe governing coalition, voters gave
independent candidates the biggestvote
atthe Municipalelectionslast month at
the expense of both “Nidaa Tounis"and
"Ennahda”governingparties. Despite
thatresult, the Governmentis likely to
continuebeingreluctanttotakeonUGTT
forfear ofinstability and protests. Assuch,
reformwillonly continue ata slow pace
duetopopulistheadwindsintherun-upto
parliamentary and presidential elections
nextyear. Investmentactivity and
earnings growthindefensive industries
likefood, education, and healthcare
continue todo wellin spite of the fragile
macroeconomic backdrop—whichisa
theme we saw five yearsagoin Egypt
duringthe peak of the Arab Spring.

Andfinally, thereis what we would describe
asthe sleepinggiantintheregion...
Algeria. Thisisalarge, andrichmarket that
iscurrently stifledbyitsinsulareconomic
policiesandits geopoliticaluncertainties
givenimminent succession questions.
Algeriatoday probably sitsinthe "watch
this space” category...but thismay change
(positively or negatively) very soon. As
usual, neveradullmomentinNorth Africa!
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West Africa (Anglophone)

Funke Okubadejo
Real Estate,

Nigeria
fokubadejo@act.is

As with other parts of Sub-Saharan
Africa, West Africais benefiting from
thereboundin commodity prices. This
differs by country dependent onlevels
ofthebroader macrorebalancingand
structuralreformsbeingundertaken to
achieve sustained and accelerated
growth. ThefocusisonNigeriaand
Ghanawhichhave both seendeclining
inflation, risingreservesandareturnto
trade surpluses. However, Ghanais set
for more sustained and above average
GDP growth given the appreciable
progress madein fiscal consolidation
and structuralreforms, unless Nigeria
canshift gearsonits structuralreform
plans.

Nigeria: Fragile recovery from high oil
price
Therehasbeenatepidreturntogrowth
in Nigeria, the economic power house of
West Africa, andindeed Africaasawhole,
driven mainly by higher oil prices and stable
oilproductionarising from the respite
fromthe Niger Delta Militants disrupting
oilproduction. Hence, the economic
recovery has beenfundamentally cyclical
eventhoughthe Buhariadministration has
articulatedlaudable structuralreforms
as setoutintheir EconomicRecovery
and Growth Plans (EGRP) to diversify the
economy fora sustainable GDP growth.
2018 GDPisforecasttogrowat 2%,

with Q12018 growthrecordedat 1.9%;
oilgrowth at 14% while non-oilgrowth
at0.76% was lower thaninthe previous
quarter, withsome key sectors notably
trade, contractinginthe quarter.

In part, the weak and fragile non-oilgrowth
isattributedtothe CBN'srestrictive
monetary policies to curbinflationand
stabilize the exchangerate to avoid
importedinflation. This medicineis
working:inflationhas trended downwards
fromapeakof 18.9% for 16 consecutive
monthswiththeinflationrate of 11.61%
inMay 2018 now below the Monetary
Policy Rate (MPR) of 14%. The stronger
than expected FXflows from oilrevenues,
aswellas successful Eurobondissuance
($2.5bn) this year hasledtoarapid growth
in FXreserveswhicharenowata5-year
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high of $50bn as of May 31;increasing
import cover from 7 months, to over

15. The Nairahasbeenstable since
theintroduction ofthe Investors and
Exporters Window to allow for amarket
determinedtransparent exchangerate
mechanismin April 2017. Total FX traded
inthe window frominceptionto March
isc.$38bnvs. $15bn supplied by the
CBNinthesameperiod. CBNwasthe
sole supplier during theliquidity crisis.
Theimprovementin FXliquidityisalso
exemplified by international airlines no
longer havingtrapped cashasisstillbeing
experiencedin Angolaand Venezuela. We
are seeinga trickle downto both consumer
andbusiness confidence; forexample,
the appetite of retailers to expand their
footprintis growingandthusthelease up
rate for both existing malls, like our Jabi
Lake Mallin Abuja, and new projectsis
improving.

Despitethe progress, the CBNisnot
expectedtochangeitspolicy stance and
thus unlikely tolowerthe MPR, due tothe
inflationary risks fromrising spending
ahead ofthe election norwillthe CBN
supportalowerinterestrate regimeto
boostgrowth. The highinterestrate
regime supportsthe Nairaand mitigates
therisks of substantial reversals of
portfolio flows, particularly asthe USis
settocontinuetoincreaseinterestrates
putting pressure on emergingmarketsin
general.

Thestockindexhasgivenup allits gains
toMay from profit taking frominvestors
lookingto exitahead of the elections,
butthe outlook remains positive given
stronger growth prospects fromincreased
government spending, and an expected
increase inminimumwage. The upcoming
listingof MTN Nigeriais amajor capital
eventexpectedtoreopentheclosedIPO
market.

The EGRP outlines structuralreformto
diversify the Nigerian economy away from
oiland attain sustainable GDP growth.
Keyunderpinnings are the deepening of
the taxbase from 6% of GDP to 15% of
GDP by 2020, boostingnon-oilexports
viataxand otherincentives;investment
ininfrastructure toreduce the cost

of doingbusiness and encouraging
import substitutionwhere Nigeria has
competitive advantage, e.g.refining of
petroleum products by the Dangote
Group, whoisbuildingaUS$12bn single
trainrefinery, thelargestintheworld,
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thatis settocommence productionin

late 2019. Onthe policy front, EGRP
recognisesthe needforkeyreformsto
attract FDlintokey sectorsincludinga
single market determined exchangerate,
costreflective tariffsinthe power sector,
restructuring of the oil sector, including
deregulation of the downstream sector of
oiland subsidy removals.

Threeyearsintohis tenor, Buharihas
made little progressinimplementing the
core policy/plansinthe EGRP and unlikely
muchwillbe accomplishedinthe balance
of histermasthe upcomingFebruary 2019
electionsis already amajor distraction
andthereisunwillingnessto execute
policies that mayintroduce hardshipto
the populace and pushinflation higherin
the shortterm. The outcome ofthe 2019
electionsisuncertain. The popularity of
theincumbent government has waned
fornotyetdeliveringonthe mandate of
jobcreationgiven highunemployment,
estimatedat 21.5% by the Nigeria

Bureau of Statistics. Political tensions are
heightened, made worse by the violence
byrogue herdsmenandbanditsinthe
North. President Buharihas signified his
intentionto seekre-election, in spite of
speculationabout his fitness. The coalition
that broughthimto poweristenuous

and may not holdfor the nextelections.
However, the oppositionremains weak
andfragmented. Thus, unless aformidable
coalitionis formed, the window for whichis
closingfast, theincumbentis likely to win
re-election.
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Ghana: Above average GDP growth
driven by structuralreform

GDP growthisforecastat 7%for 2018
and 2019 due torecovery of commodity
prices; cocoa prices (25% of exports) and
oil prices. The outlook for oil production
growthis strong, albeit fromalow base.
The above average GDP growthis
attributedto structural reformsandfiscal
consolidation. The Nana Akufo Addo
administrationhasbeencommended by
the IMF for making significant progress
of reducingthe budget deficit from 9.3%
of GDPto 5.2% of GDP viaspending
cutsinitsfirstyearandaimtofurther
cutto4.5% of GDPin2018. Akeyrisk
toattainingthisisthe plannedincrease
inspending toimplement campaign
promisesto create employmentand
stimulate economic activityintherural
areas—viagovernmentfundedjobsand
investments. New programsinclude free
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secondary education. Thus, thereisa
focus onrevenue enhancing measures
viaimproved taxadministrationto
finance these programs aswellasinvest
inimprovementstotheinfrastructure.
Tobroadenthetaxbase, anewtax
identification systemhasbeenlaunched
with ongoingplanstoadoptandleverage
technology forimproved collections of
taxesandexciseduties. Thegovernment's
approvalratingis high given efforts
toreducethe costofdoingbusiness;
including taxandtariff cuts, stable power
supply with Ghananow settobe anet
exporter of power.

Inflation continues to trend downwards
andis 9.6%in Aprilfromover 25%in
April2016. Withthe policyrate at 17%,
Ghanahashighrealinterestrates,
providing scope forarate cuttingcycle.
Thisisbroadly positive for supporting
creditgrowthandamelioratingnpls of

23%. Thebanking sector reformforthe
bankstoincrease their minimum capital
requirementby over 200% will spur capital
raisesvia FDlaswellas aconsolidationand
willalso spur credit growth.

Ghanaisalsobackintrade surplus, from
the strongcommodity prices which
togetherwith portfolio flows andissuance
ofthe US$2bn Eurobonds have bolstered
FXreservesbyover 50% since April 2016.
In spite of the ability to better support the
Cedi,ithas depreciated 8% since Aprildue
largely to the strengthening ofthe USD.

Aswith Nigeria, thereisariskthatareversal
forportfolio flows will put additional
pressure onthe Ghana Cedi, particularly as
the value of the portfolio flows is higher
thanthe FXreserves. Thusthe challenge
isforthe governmentto sustainthe
structuralreforms andfiscal consolidation
topreventasell off.



Francophone West Africa (FWA):
Still navigating through pockets of turbulence
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Real Estate
London
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The outlook for the Francophone West
Africa (FWA) region continues toraise
concerns. The collapse of oil pricesin
2014-16 weakened one of the two
regions that make up thearea, tothe
point of drivingnew rumours about a
potential devaluation of the CFAFranc.
IMF programmes implemented in many
ofthe FWA countries, (especially for
CEMAC! countries) coupled witha
subsequent oil pricerecovery, have
supported fiscaland external
adjustment. Asaresult, the economic
outlook may not be bright formany FWA
countriesbutit hasimprovedand
furthermore IMF programmes
implementationare startingtohavean
impact.

CEMAC: Challenging times ahead...

Ofthe sixcountries that make up CEMAC,
five are oilproducers, with Cameroon
differingfrom others because ofits more
diversified economy. At CEMAC level,
revenues generated by the oil sector
accountedfor 82% of exportsand more
thanhalf of budgetin 2014.Inaddition,
many ambitious publicinvestment
programs were ongoingwhen oil prices
collapsed, which accentuatedthe
macro-financial crisis and the situation
quickly becamecritical. Between 2015 and
2016,the CEMAC lost 2/3 of fiscal budget
revenue and half of its exportrevenues.
Despite asignificant publicinvestment
contractionfrom 14% of GDPin 2014 to
8.4%in 2016, macroeconomicimbalances
continuedtowiden. Theregional budget
deficitthusreached 6% of GDPin 2016
against4.5%in 2014. The deterioration of
the external positionhas beenevenmore
notable. From 1.5% of GDP, the current
accountdeficitsoaredto 13% of GDPin
2015 before slipping slightly to 10%in
2016.Attheendof2016reserves covered

1 The Economic and Monetary Community
of Central African States (CEMAC) includes
Cameroon, CAR, Chad, Republic of
Congo, Equatorial Guinea, Gabon. Of the
CEMAC states, five are heavily dependent
on oilrevenue with Cameroon being less
dependent due to the more diversified
structure of its economy.
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only 2.4 months ofimports while the IMF
setsthewarningthreshold at five months
for fixed exchangerates economies.

Discussions were therefore initiated with
the IMF to stop thisdownward spiral.
Cameroon and Gabon quickly managed
tosignmulti-year fundingagreements,
while the Central African Republic and
Chad, already under program, have seen
theirs strengthened. Initialresults are
encouraging, FXreserveshave finally
stabilisedinthe CEMAC regionthanks
tohigheroilprices and IMF support. The
foreignexchangereservesfor CEMAC
have recoveredto US$5bnatend-2017, up
by US$1.3bninthe secondhalfof 2017 (a
35%increaseinsixmonths). Therecovery
is mainly driven by Cameroon (reserves

up US$965m since June 2017)andto
alesserextent Gabon (US$271msince
June 2017), supported by continuedfiscal
consolidation efforts, the slight rising of oil
prices, anddisbursements fromthe IMF
andotherdonors. The timeframe for the
conclusion of IMF deals with Republic of
Congo and Equatorial Guineais unclear
butifadealisreachedwith one orboth, this
wouldimprove the outlook further.

..buttheregionisstartingtogetits
headabove water

Accordingto the latest macroeconomic
forecastfromthe IMF publishedin January
2018, the outlook should continue to
improve butmany hurdlesremain. The
improvement of external liquidity at
regionallevelmainly reflects that of
Cameroon, whose contributionto CEMAC
FXreservesstandsat55%, farmore than
itseconomicweight (40% of the CEMAC
GDP). Onthe otherhand, the contribution
to CEMAC FXreserves of Equatorial
Guineaisnowalmost zeroand that of the
Republic of Congo could zero rapidly, as
the country continuesto face adecline
inforeign exchangereserves.Chadis
inasimilar situationandthe country
contributesllittle tothe pool of reserves.

Without externalfundinginall CEMAC
countries (Equatorial Guineaand Republic
of Congohaveyettoreachanagreement
withthe IMF), adjustment efforts needed
toimprove public finance are likely to be
evenmore severeintheregion, which
would furtherimpactanalready weak
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economicrecovery. Growthis backin
positive territory butremains weak as
spendingcutsanddomesticarrears
constraineconomic activity. Slowing
economic growthis putting pressure
onpublicfinances. Aftertwo years of
contractionin 2016-17, growthis expected
atonly 1.6%in 2018 beforeitaccelerates
£03.2%in 2019, inline with population
growth.

WAEMU: Successfully navigating
throughthe downturnandholding
steadyinchallengingtimes...

Ataglance, there are green shoots of
optimism for WAEMU.? The regional
growthrate has exceeded 6%in 2017,
forthe sixthyearinarow. This growthis
remarkable given the difficult context

for sub-Saharan Africa, whose average
growthrate (excluding South Africa) has
beendecreasingsince 2015. Theregion
was driven by recoveryinthe twomain
economies Céted’lvoire since theend
ofthe post-electoral crisisof 2011 and
Senegal. Growthhasalsoremainedsolidin
other countries despite the multiplication
oftensions (insecurity in the Sahel, political
transitionin Burkina Faso and Mali). Unlike
many African countries, WAEMU countries
were not affected tothe same extent by
the downturnin commodity prices and the
tightening of externalfinancing conditions.
Activity continued to benefitfromthe
strength of household's consumption
(lowinflation, high population growth
rate)and newinvestment programsin
infrastructure.

2 The West African Monetary Union (WAEMU)
has eight member states, Benin, Burkina
Faso, Cote d'Ivoire, Guinea Bissau, Mali,
Niger, Senegaland Togo.



Table 1: Weight of the oiland gas sector as a percentage of GDP within CEMAC WAEMU countries risk having to readjust
theirinvestment programtoreduce

GDP Exports Fiscal Revenues
the pressure onexternalaccounts, and
Cameroon (%) 6.2 41,7 237 therebyimpacteconomic activity.
Central Africa Republic (%) Non-Oileconomy Thesituationis evenworsefor CEMAC
withregardto financial distress which
Republic of Congo (%) 59,3 88.0 68.6 affectstheregion. CEMAC's public debt
i 0,
Equatorial Guinea (%) 40.8 96.7 86.5 has soaredsince 2014, from 35% of GDP

to 60% of GDP andthe aggravation of the
Gabon (%) 379 839 49,5 twindeficits weighs onthe indebtedness
of CEMAC countries. Although 60% debt

0,
Chad (%) 251 819 49.3 to GDP may seemlow by some developed
CEMAC (%) 29,1 81,6 55,1 market standards the limited tax base and
Source: IMF

...However, the growth situationin
WAEMU requires acautious stance

At9.6% of GDPin 2017, publicinvestment
intheregionhasneverbeensohighand
its progressionhasbeen sustained since
2011. WAEMU is one of the fewregions
insub-Saharan Africawhereinvestment
continuedtogrowinrecentyears. These
investmentprograms generated strong
pressuresonpublic finances and created
growing macro-economicimbalances
suchashigh currentaccountdeficitsand
unsustainable externalindebtedness. In
2017, theregional budget deficitreached

4.8% of GDP comparedwithlessthan Senegal Chad .
3%in2012. The currentaccountdeficit Population: 15.9m Population: 14.9m
reached a historichighin 2017,at 6.8% of GDP: US$14.7bn GDP: US$9.6bn
GDP.suchlevelswerelastseenduringthe  Gpp/total FWA GDP: - 8.4% GDP/total FWA GDP:  5.5%

financial crisisin 2008. Foreignreserves
have beensignificantly restored, but at

theendof 2017, expressedinUS dollars, Guinea-Bissau . Benin . Central African Republic O
they were still 9% below their 2011 high. Population: 1.9m Population: 11.1m Population: 4.7m
Reservesdecreasedfrom 6.6 months of GDP: US$1.2bn  GDFP: US$8.6bn  GDP: US$1.8bn
imports of goods and servicesin 2011 to GDP/total FWAGDP: 0.7%  GDP/total FWAGDP: 4.9%  GDP/total FWAGDP: 1%

4.2 monthsin 2017, slightly below what the
IMF considers appropriate.

Céted’lvoire 0 Cameroon ‘ Congo O
Cautiously Optimistic Population: 24.3m Population: 24m Population: 5.3m
Many key macroeconomic variables GDP: US$36.4bn GDP: US$32.2bn GDP: US$7.8bn
areto beimproved within FWA (low GDP/total FWA GDP: 20.8% GDP/total FWA GDP: 18.4% GDP/total FWA GDP:  4.5%
banking penetrationrate, depth ofthe
capitalmarkets), however, the ability of ’ ’ ’
governments to strengthentax collection BurkinaFaso . Mali . Gabon c
is critical for the outlook of the region. Population: 19.2m Population: 18.5m Population: 2m
From 42% of GDPin 2010, WAEMU's public GDP: US$11.7bn GDP: US$14bn GDP: US$14.2bn
debtroseto 49.5%in 2017, except for GDP/total FWA GDP:  6.7% GDP/total FWA GDP: 8% GDP/total FWA GDP:  8.1%
Senegal, no WAEMU country has non-oil
revenues accounting for over 20% of GDP, ° ) @ i i @
despite some significant progress made Togo Niger Equatorial Guinea
inrecentyears. The roadto an effective Population: 7.8m Population: 21.5m Population: 1.4m
tax collectionis much more daunting GDP: US$4.4bn GDP: US$7.5bn GDP: US$10.7bn
consideringthe dominantweight of the GDP/total FWA GDP:  2.5% GDP/total FWAGDP:  4.3% GDP/total FWA GDP: 6.1v%
informal sectorin WAEMU and FWAIn
general. Without additional fiscal revenue, Source: World Bank and UN World Population Prospects 2017
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low per capitaincome meanthisisonly
supportable by external assistance.

We remain cautious of mediumandlong
termintermittentrisks for FWA and view
mobilization of domesticresourcesasa
criticalcomponent for the outlook of the
region. Actisisone of thelargestinvestors
inCameroon andis the Strategic Partner
tothe Government of Cameroonin ENEO,
the national electricity utility undera
concessionwhichhas been extended until
2031. Actisisalso constructing Douala
GrandMall (DGM), the first world-class
retail shopping experience in central Africa
in Cameroon. Construction of Phase 1 of
Douala Grand Mall (DGM) commenced
inJanuary 2018, consisting 18,000 m2
oflettableretailontwolevels, withan
extensive offerinfashion, lifestyle and
servicesforallage groups. DGMis setto
become the premier shoppingdestination
in Cameroon. A ground breakingceremony
was organised to create awarenessand
leveragethe start of constructionto
boostleasing, ensure governmentand
public authorities supportand show
existingand prospective tenants progress
onsite while also givingreassurance on
completiondate. The ground-breaking
eventwasplacedunderthe patronage
ofthe President of the Republicand

under the mentoring of the Minister of
Commerce. The governmentunderstand
theimportance of suchaprojectespecially
because Cameroon's formalretail

sector, especiallybeyond the mainurban
centres, remainsrudimentary. Thereis
alsoanopportunity tointroduce retail
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andfast-food chains (suchas KFC)and
entertainmentfacilities (such as cinemas)
which we are providingwithin Douala
GrandMall.

Findinga credible franchiseeisa
requirement that could stalllocationin
Cameroonfromaninternationalbrand's
perspective. We have therefore engaged
withmany internationalretailersandare
helpingtheminmatching these retailers
with prospective franchise partners (a
prerequisite to theirentryinto Cameroon).

Investors here have the potentialtobe
the firstmoversinthe marketandthere
isanunderserved middle and upper
middle class consumerinthe market,
offering opportunities for multinationals
thatmoveinearly with competitively-
priced quality products. Fast-food chains,
modernretail centresand entertainment
facilities are alluntapped opportunities
inDouala. Inaddition, thereis also aneed
tobuildbrandedhotelsto catertoforeign
travellersandtourists - thereisnotasingle
branded hotelin Doualawhichis why we
are currently acceleratingPhase 2 of the
projectwhichincludes a4 starbranded
hotelandan office park.

Risks remainto the outlook andlinked to
theimplementation of IMF programmes,
security and politics. Cameroonian
security forces have been fighting Boko
Haram since 2014 innorthern Cameroon
and secessionistmovements have taken
placeintheinthe two Anglophoneregions.
Thesetwoissuescomeagainst the
backdrop of presidential elections due by
Octoberthisyear.



Kenya

A much-welcomed political and economic thaw

Ngetha Waithaka

Financial Services,
South Africa

nwaithaka@act.is

InKenyawhere the cunningtwists and
turns of politics are often expected, the
recentbromancebetweenPresident
UhuruKenyattaand oppositionleader
Raila Odinga has caught political
pundits and the mwananchi (ordinary
Kenyan) by surprise. What startedasa
famousreconciliatory handshake
betweentheleaders has culminatedin
hugs and apologies, which was
unthinkable afew months ago aftera
tumultuous presidential election
featuringanannulledresult, fierce
accusations ofriggingandbloodshed.
The motivations forbothleaders to
reconcileis amatter ofintense debate
but for the mwananchi, it could not have
comeatabettertime.

Duringthe second half of 2017, the Kenyan
economy groundtoahalt. Many domestic
businesses paused plansto expand
operations due tothe politicaluncertainty
withtheripple effect beinglower
consumer confidence and spending. To
make mattersworse, thiswas already after
atoughyearwhere aprolonged drought
had caused:; (i) inflationto spike to ahigh of
12%, leadingtoincreased pricesfor most
food products; and (i) reduced credit
extensionduetoaninterestratelending
cap, which locked many out of formal
borrowing. Our portfoliocompany,
AutoXpress, whichis the largestdistributor
oftyresandauto partsinEast Africa,
directly suffered from the lower business
spendingand mwananchiwoes.

As politicaluncertainty diminishes, the
outlookis forareturntonormallevels of
economic activity, which would deliver
GDP growth of 5.5-6%in 2018 (up from
4.9%in 2017). Fromamicro perspective,
we have seenamarkedimprovementin
performance at AutoXpressandbetter

Inflation: Consumer priceinflation, % y-o-y, ave
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tradingforour tenants at Garden City
Mall. Over thelonger term, we remainfirm
believersintheregion's potential for rapid
growth as the fundamentals bode well for
Kenyaand East Africaingeneral. The oft-
discussed demographicdividend should
provide agood macro growth tailwind as
the active population betweenages 15
and 64 increasesrelative to dependents.
Inadditiontoanincreasinglabour force,
growthwillbe sustained byincreased
capital spendingonregionaltransport
infrastructure projects, hydrocarbons
sectorandportdevelopmentleadingto
capitaldeepeningand productivity growth.

Recently, the mwananchihas gotten some
reprieve ontheirwallet withinflation
decliningto 3.7%in April 2018, facilitated
by lower food price inflation onimproving
weather patterns thathave delivered good
rains since Marchand the expectation for
betterfoodharvests. Inresponsetothe
subduedinflation, we have seenaslight
reductioninthe benchmarklendingrate
from 10%1t09.5%in 2018, butitsimpact
on consumption willlikely be minimal
because oftheinterestrate cap. However,
the Governmentremains committed
toamendingorrepealingthe cap, most
probablyin 2H 2018, whichwould facilitate
much welcomed accessto credit. While
we believe that the currencyis overvalued,
acurrency crisisis unlikely givenhealthy
levels of FXreservesat US$9bnor 6
months ofimport cover onthe back of
higheragriculturalexports, strengthened
remittances, less foodimportsandlower
capex-relatedimports.



The outlookis, however, not completely Fiscal:Budgetbalance, % of GDP
rosy. Of concernis that public debtlevels -2
areveryhighatalmost 60% of GDP. The

fiscal deficit of 8% of GDPis precarious
tosaytheleastfollowinginfrastructure "
spendandc.US$1bn ploughedintotwo
rounds of expensive presidential elections.
Itisbecomingquite clearthatforthe
governmentto consolidate the fiscal
positionitwillbe imperative to curtail the
public sectorwage bill (which grew at 17%

in2017) andincrease tax collections, which @
would again reduce consumer spending
onaggregate. Inaddition, therisein global

-10

crude oil prices will push up the cost of
transportandenergy, likely drivingup
inflationinthe secondhalfof 2018. Source: BM| Research
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Themacronarrativeis similarin .
neighbouringUganda and Tanzania. Asin Totaldebt: % of GDPand US$bn
Kenya,inﬂation isonthedecline, 80 | — Debt: Total government debt, % of GDP (LH)

infrastructure investmentisin vogue, Hm Debt: Total government debt, USDbn (RH)

foreignreserves are healthy, all of which
aredriving sustained economic growth of 60
c.6-7%. Thatsaid, their political situations
areless promising. InUganda, President
YoweriMusevenicontinues to strengthen 40
his gripon power by mostrecently

70
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scrappingthe agelimitfor presidency, 30
whichwas cappedat 75years. The 20
expectationisthathewilluse this

constitutionalamendmentto prolonghis 10
35yearautocraticleadership postthe o

elections. In Tanzania, President John
Mangufulicontinues withahard-line
economic nationalistapproach, which has
created anunpredictable policy
environmentresultinginforeigninvestor
concern.
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InKenya, allthe mwananchi can do for now
isenjoy thereturntonormalcy withamore
stable political environment andimproved
business confidence. However, we hope
thatitwillnot be short-lived, as political
riskremainsinfocusinthe medium-term.
Kenyatta willbe unable torunforelection
againin 2022 owingto the constitutional
two-termlimit for president. We have
started seeingmanoeuvringbyinterested
successors, buthope that the handshake
signifies growing maturity onwaysto deal
with political discord, which would alleviate
election-related economic slowdown and
the ensuingimpact onthe mwananchi.
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Southern Africa
Winds of change

David Cooke
Private Equity,
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A morepositivemoodhasbegunto
sweep through the economicand
politicallandscapein Southern Africa.

Earlier this year we wrote about the
political changesin South Africa, which saw
the end ofthe troubled Zuma presidential
era. Angolaand Zimbabwe, untilrecently
inthe stranglehold of two of the longest
servingpresidents onthe continent,

have both seen sweepingchangeinthe
pastyear.InMozambique green shoots
arestartingto emerge after debtrelated
issues surfaced. Zambiain contrast, where
political change has been more sporadic,

is struggling despite stronger commodity
prices. Positive momentum, however
tentative, iscoming through acrossthe
region.

In South Africa, after afierceinternal
battle withinthe ANC, CyrilRamaphosa
replaced Jacob Zuma ahead of all-
importantelectionsin 2019 (See Macro
Forum Publication March 2018). Ramaphosa
has now completedhis first 100 days which
has seenhimactdecisivelyinkey areas
thathavelifted confidence inthe country.
Hisreinstatement of two respected
former finance ministersintokey cabinet
positions points to much neededfocus on
rootingout state capture and corruption.
We have witnessed positive outcomes
ingovernance changesin state owned
enterprises, avoidedfurtherratings
downgrades, and the establishment of
ahigh-levelteamto seekinvestments

of US$100bn to help drive the economy
forward.

Theenergysectorisafurtherexample
of strongfirst steps by Ramaphosa with
adifficultroad aheadrequiringfocused
leadershiptodrivelong-termchange. On
April 42018, facing continued political
headwinds from factions withinthe ANC,
Eskom finally signed 27 power purchase
agreements (including two wind projects
owned by Actis Energy 3's pan-Africa
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renewables platform Lekela) which had
beenawardedinthe fourthrenewable
energy procurementroundnearly
threeyearsago, comprising US$4.7bn
ininvestmentandresuscitatingthe
deterioratinginvestor sentimentinthe
energy sector. Energy Minister Radebe
has promisedto publishthe energy
sector'sroadmap by Q3 2018, which
isexpectedtoexclude the significant
nuclear and coal additions that Zuma's
governmentwas pushing for,andhe has
promisedtoannounceround five of the
renewables procurementby Q4 2018. This
ambitious agendais compounded by the
governmentresourcesrequiredtoturn
aroundthe state-owned utility Eskom,
beleaguered by years of mismanagement
andrent-seeking, as continued
infrastructure investmentis predicatedon
autility with a healthy balance sheet.

However, the positive sentimentin

South Africahasyettoplayoutinreal
growth—therecently releasedfirst
quarter GDP figureshave dampenedthe
early positiveresponse to Ramaphosa's
appointment. Adeclineinquarterly GDP
of -2.2%is anecdotally blamedonthe
lack ofinvestmentin 2017 but analysts
are stilllargely pointing to positive growth
forecastsinthe secondhalf of the year
whichwe remain cautiouson. Addingto
the cautionisthe uncertainty aroundland
expropriation without compensation.
Landreformisavitalcomponent of
stability and prosperityinthe country, and
Ramaphosa has his hands fullin balancing
the complexity of theissue. Forthe
investor community, heis consistentin
his positioningthatland reformwillnotbe
atthe expense of food security or growth
ofthe economy. Despite these factors
having subduedthe 'Ramaphoria’ felt
earlierintheyear, the boardrooms of our
South African portfolio companiesare
considerably more optimistic about the
future thantheywere ashort 6 months
ago. The positive order book development
in Actom (industrial engineering business
inour PE portfolio)is one such example.

InAngola, electionswereheldon 23
August 2017 afterformer president José
dos Santos stepped down after ruling for
almost 40 years. Whilst minimal damage
was expected from the dos Santos
approved successor Joao Lourenco, he
hastakenastronganti-corruptionstance.
Thischangeusheredinanewera,inwhich
dos Santos'sonisbeing prosecuted for

Please watch this podcast at www.act.is

fraud, and his daughter has beentaken off
the board of the state owned oil company,
Sonangol. Oil-dependent Angolais also
settobenefit fromthe uptickin oil prices,

Therule oftheregion's other presidential
strongman, Zimbabwe's Robert Mugabe,
alsofinallycametoanend. His ousting
broughtabouthope for Zimbabwe and
renewed confidence. In July, elections
willbe held withwide expectations that
Zanu PFwillwin. The agriculture sector

is startingaslowrecovery, and policy
developmentshave beenputinplaceto
attractinvestorsbackintothe country.
Althoughliquidity problemsremaina
challenge, investors are excited about the
commitmenttorecoveryin Zimbabwe.
The changeinconsumerdemandis
evidencedinthelistedconsumer sector
where DeltaBeveragesreported 50%
volume growthinlagerbeerandsparkling
beveragesinthefirstquarterof 2018,
notwithstanding currency challenges
impactingimported raw materials.

Mozambiqueisstillfeeling the after
effects ofaUS$2bnundisclosed debt
scandal, including continued government
tensionwiththe IMF, yetthereisagrowing
air of optimism. Our experience of building
Baia Mall, Maputo'slargest A-grade retail
mallis evidence alone. Twoyearsago
project fundingandleasinginto a soft
marketwere areal challenge, we have
however achieved 89% occupancy but still
struggleto convertsignedagreements
totradingstores. Arecentopeningofa
foodandbeverage tenant producedan
additional 40,000 people throughthe mall
inthatmonth. Although off alow base,
GDP growth remains reasonably strong
atc.3.5-4%,andthecurrencyhasbeen
stable afterthe post-debt crisisroller



coaster. Inaddition, the government

has concludedagreementswith gas
operators, which willauger wellfor the
broader foreigninvestment sentiment
although notyet solvinggovernment's
shortterm cashavailability issues. Two
otherareas wearewatchingare the impact
onnational peace talks betweentheruling
party FRELIMO and the longstanding
opposition RENAMO (The Mozambican
National Resistance), following the recent
death of the RENAMO leader Afonso
Dhlakamaand therecentlIslamic Jihadist
attacksinthenorth ofthe country.

In Zambia there have been political
concerns along with cabinetreshuffles,
uncertainty around policies as wellas
warnings around debtdistress fromthe
IMF. The Zambian economy has been
performingbelowits potentialandinthe
shorttermisnotyetinapositiontofully
benefitfromanuptickincommodity
prices. The state-owned electric utilityis
sufferingone ofthe continent's highest
amountsofarrearstoits suppliers
includingindependent power producers.
However, our foodretail outletsin Food
Lovers Market continue to trade well, with
demandsuchthatwe are openingafurther
two outletsinthe country thisyear.

Although challenges are variedand

many for the economies of Southern
Africa, the sweepingeffects of recent
political changesin many of the regions
key economies are timeous. Global
commodity price increases, recoveries
fromrecentowngoalsand generally
improving political environments could
wellbe agenuine boost forarenewed
growth period fortheregionaftera
challengingfewyears. Optimismisbackin
vogue albeittingedwithrealismabuttime
horizons for realeconomic progress.
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Africa Voicesin Numbers
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Source for FX Charts: Bloomberg & Actis methodology for Fundamental Value
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