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ne of the main themes we’ve discussed throughout

our past 35 issues has been perception; or more ac-

curately ‘misperception’ as we see emerging and
frontier markets skewed through the lens of mass media.
Our topic for this issue, impact investing, has also suffered
from a problem of perception with an overriding opinion that
impact equals no profit. I interviewed the manager of an
impact fund five years ago, who had the usual problem of
having too much cash; they had received sizable investments
from Soros Foundation, multi-laterals and the like, but had
no where to allocate it. While there has been a substantial
evolution in the methodology of funds involved in impact
investments, there still remains a skeptical perception from
investors.

Creating a social impact no longer means a lack of profit
and in many cases, it means the exact opposite. The concept
‘impact’ is no longer relegated to frontier markets; online
music service, Spotify, chose to keep their headquarters in
Oakland, California, and in turn were awarded impact in-
vestment for creating jobs in a developing area.

In our article on Novametrics, we can see that increasing
impact can actually decrease risk by aligning the goals of
investors with that of local populations, in turn, increasing
profitability. The growth of renewable energy investment
has huge on the ground impact and also turns excellent re-
turns, on par or exceeding conventional plays.

No longer does social responsibility or impact have to mean
charity, but rather taking a broader view of how investment
can benefit both investors and local communities. Profit and
raising standard of living within emerging markets no longer
need to be considered mutually exclusive.
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ptis Investment Manage-

ment is the UK-based

manager for two funds, a
long-only African equity fund and
a Global Opportunities hedge fund,
both domiciled in the British Virgin
Isles.

Capitalizing on

Marginal Frontier

Improvements

According to Mr. Butcher, Optis
conducts a great deal of on-the-
ground and in-house research and
travels frequently, with the aim of
truly understanding companies as
opposed to simply looking at the
numbers. He insists that finding
good businesses with the right val-
uations entails getting in front of
management as much as possible,
rather than using broker research or
relying on big teams off the ground
with fragmented in-house research.

Mr. Butcher’s background as VP/
Senior Analyst at JP Morgan SA,
Director and Senior Analyst at Ca-
zenove SA, and Industrial/Mining
analyst at ING Barings has given
him a long-term understanding of
South Africa. He has been invest-
ing in Africa since the middle of
2008, and has held analyst for po-
sitions rooted in South Africa cov-
ering a number of areas. He and his

e ——

g __'-_;

colleagues have experience in ev-
ery sector of the market, and have
“done the whole gamut” from con-
sumers to agriculture.

Deciding where to
invest

Where does one begin when search-
ing for opportunities for invest-
ment? According to Mr. Butcher,

“Finding good
businesses with the
right valuations entails
getting in_front of
management as much
as possible, rather than
using broker research
or relying on big teams
off the ground with
fragmented in-house

research.”

Optis wants “well-managed com-
panies at the right price,” with a
sustainable competitive advantage.
It is willing to take overhead posi-
tions, as well as take a risk when it
feels appropriate. Although it has a
10% stock limit and a 50% country
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limit, it has reached that limit when
it thought it was the right position.
“We don’t try to encourage risk, but
do say that if you really like a cer-
tain sector, we’re willing to go and
buy,” says Mr. Butcher. “We like to
get exposure to as much as we can.
As a rule of thumb, my guideline is
that if I look at a stock I need to be
able to buy half a percent invest-
ment in my fund, and need to be
able to do so in 12 trading days.”

Mr. Butcher emphasizes the bene-
fits of a small, active team, as the
decision making process is quick-
er without a distant committee. “If
you have an idea, you don’t have
to write a 30-page article, do a pre-
sentation, and discuss with all your
colleagues. If you do that, by the
time you want to buy the share has
gone up 20%. We do lots of work;
we see management, we’ll go back
and discuss things at the hotel. But
we can push things through more
quickly.”

He says that when it comes to coun-
try allocation, politics is a big issue.
Optis looks at the macro level, such
as the kind of growth a country has
seen and its population size, as well
as the overall value of the market.

“You get to a point where you say,
‘It’s dropped enough, it’s cheap
enough.” Things get overly cheap,
then run up again. Yes, there are
risks involved; I’m not sure I want
to make a theory out of this. But
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I will say that you make the most
money when things go from very
bad to just bad,” says Mr. Butcher.

In 2011, Optis saw a case in which
the value of the fund went down in
Nigeria, with the market bottoming
out. But the hedge fund put more
value to work, in the belief that
prices had gone far beyond reason-
able levels and it was time to buy.
The index for the next year appre-
ciated 17%. This is typical, says
Mr. Butcher; many African markets
overreact due to liquidity, and the
investor needs to see through that.

A Focus on

Management

Management makes all the differ-
ence in a company’s success. “We
look at management very closely,”
says Mr. Butcher. “We’ll check out
their background and talk to them
about their long-term plans, see
what vision they have. Do they in-
tend to take the company forward?
Is the sector they’re in a growth
sector we want to be exposed to?”
Optis looks for good prospects
and a good project, which doesn’t
require too much money and has
management that knows what it is
doing.

“We used to look at resource compa-
nies, from diamonds to black coal,”
says Mr. Butcher. “I remember that
at a presentation in London, a guy
was going off the charts about how
many grams per ton, what concen-

tration of iron ore, all these things.
And I asked the simple question,
‘How are you going to get it to
the customer? How many skilled
people have you got who actually
want to work there?” There weren’t
too many. This is the kind of criti-
cal thinking we try to do, regarding
how to actually run a company.”

“Fund managers
and companies
need to know their
client in order
to target 1t. I he
wdentily of the
consumer affects
both timing and

pricing”

Fund managers and companies
need to know their client in or-
der to target it. The identity of the
consumer affects both timing and
pricing. Mr. Butcher gives an ex-
ample of the current building ma-
terials industry in Africa. Selling a
product in a 50kg bag on the side
of the street from warehouses and
distribution centers, to later be used
in homebuilding — small shops,
hardware stores, schools — makes

it a consumer product. On the other
hand, if it is the government buying
the product to build airports and a
few roads, one can expect a delay
of 10 years.

This particular example is a cau-
tionary tale: big companies such
as Lafarge, Deng & Olsen initial-
ly priced the building sector as an
infrastructural balloon company,
when it was actually a consumer
company.

The lion’s share Egypt and Nigeria
are the two countries that compose
65% of the fund, in about equal
parts. Egypt is slightly larger than
Nigeria in terms of percentage.

Mr.
promising. Strategically it is a very

Butcher says Egypt looks

important country in the Middle
East, with a great deal of support
from the GCC states; politics also
seem to have “settled down.”

In March there will be an investment
conference to finalize the IMF loan,
and though currency is an issue,
when it “pops up” it only does so by
1%, as opposed to in South Africa
where it does so by 20%. Egypt is
improving its infrastructure; there
are a lot of big businesses there, with
a big population close to the EU.
And any company you talk to, “from
car to carpet sales,” is talking about
demand improving; even the hous-
ing market has improved.

“We like Egypt and will continue
to invest there,” says Mr. Butcher.



“The problem in Nigeria is the oil
price; all the rest is noise. As tragic
as Boko Haram and corruption are,
they’ve been around for ages. As
far as the election goes, I had a chat
with a couple of brokers trying to
gauge the lay of the land. They say,
‘Well, if the incumbent wins, it’s
okay, but if the challenger wins, it’s
also okay.””

Oil prices have dominated the
election, he says. “The odds are

that President Jonathan will win
again, and that he’ll come back
with a bigger stick and try to push
things like the petrol subsidy
through, to get the petroleum in-
dustry on its feet. The challenger is
very anti-corruption; he’s got quite
a strong base and is also a Muslim
from the north, which defuses a lot
of tension. I’'m agnostic as to who
gets in, as long as it’s peaceful.
What we don’t want is a fierce-
ly contested election. We want to
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TEER RV T,

see the oil price move up a bit, but
perhaps not 100 because then we’ll
just remain oil dependent and get
more of the same.”

A changing Africa

Mr. Butcher has watched Africa
change over the course of his ca-
reer, a development he says is ac-
celerating. Technology is facilitat-
ing interactions and transparency.

9
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Zimbabwe is going electronic this
year. Kenya has had a capital gains
tax introduced. Nigeria is seeing
more (and more timely) disclosure.
The first thing Optis looks at are the
company’s numbers, and it is now
getting better access to information
much more quickly.

Another change has to do with the
increasing importance of pension
funds. More companies are “getting
on the bandwagon” and offering
pensions and payrolls; the pension
industry in Nigeria is a growing
market, with a lot of money not
finding its way into pure equity.

As for country-specific recommen-
dations, Mr. Butcher repeats that
Optis foresees growth in Egypt.

“The problem there is that any
leader trying to implement change,
popular as that may be, becomes
unpopular. People begin to pro-
test,” he says. “But there’s a re-
bound. Look at the stock markets
of Nigeria, Egypt, and Kenya. One

10

has gone up by 28%, another down
25%. The elections matter if there’s
violence, but if not, it will be the
same as usual. The real issue is the
oil prices; if they stay up, we will
see a significant devaluation of the
currency.”

Morocco is pricey but has some
interesting opportunities, he says.
Zimbabwe also shows potential,
although if the president dies there
may be a run, with potential fac-
tional fighting and conflict with the
new government. Optis has invest-
ed in new markets like Zambia,
and is looking at Tanzania, which
has just opened up to investors. It
is also keeping an eye on Ghana,
though it doesn’t have anything
there at the moment, as it is very
liquid.

Optis works exclusively with com-
panies listed in Africa, with the ex-
ception of the Johannesburg stock
exchange, as it cannot buy Rand
investments.

“If you take money out of South Af-
rica, it needs to be taken out with
bank approval, and if you bring it
back it has to be repatriated,” Mr.
Butcher explains. “But we can buy
diamonds listed in London with
investments in South Africa. And
we’ll buy anything unlisted any-
where in the world as long as the
focus of operations is in Africa. We
try to attract investors who have
taken money out of South Africa,
including big institutions that have
shown they want exposure to Afri-

2

ca.

He emphasizes the importance of
long-term thinking. “You need to
invest with a five to ten year view.
We’ve been here a long time; we set
up our first Africa fund in 2006. I
can say this — Africa is improving,
and with that there are an increasing
number of opportunities for inves-
tors.”
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Agribusiness

ndia is currently in the midst of

an AgTech renaissance, mirror-

ing the global boom, but with
a unique focus on technologies for
smallholder farmers. The purpose of
this article is to familiarize readers
with the Indian agricultural econo-
my, the challenges faced by Indian
agriculture, and how AgTech start-
ups are creating sustainable solu-
tions to address those challenges.

12

India’s Agricultural

Economy

For those readers unfamiliar with
India’s agricultural economy, a brief
introduction: it’s among the largest
in the world and it represents 18%
of the country’s GDP. Total food
grain production is currently around

260 million MT annually, although
this past year has seen the negative
impact from a poor monsoon season
and excessive winter rain. India is
the world’s second largest producer
of wheat,
vegetables, and tea. It’s the largest
global producer of milk (138 million
MT annually), representing 17% of
world production, as well as the top

rice, sugarcane, cotton,
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worldwide producer of pulses, spic-
es, mango, banana, coconut, cashew,
papaya, and pomegranate. While
Indian agricultural production has
risen sharply in recent years, most

yield levels are still significantly

lower than global standards.

Despite agriculture only being 18%
of the economy, more than half of

Des/nte agriculture only being

18% of the economy, more than
half of Indwa’s population is
employed by the agricultural sector

India’s population is employed by
the agricultural sector, although
that number is dropping every year
due to urbanization and industri-
alization. The number of farmers
in India has fallen in recent years,
from 127.3 million (2001 Census)
to 118.7 million (2011 Census). As
a result of this shift from farm to
non-farm employment, real farm

wages have risen massively in the
past decade. At the same time, the
average farm size has continued
to shrink, reaching a level of 1.2
hectares per farmer in 2010-11. It
should be noted that smaller farm
sizes are not a deterrent to increas-
ing productivity, which instead re-
quires modern inputs and technol-

ogy.
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Present & Future
Challenges

Population growth, rising incomes,
and dietary changes are exerting an
immense demand pressure on In-
dian agriculture. At the same time,
Indian agriculture is being hit from
the supply side by climate change,
urbanization, a collapsing water ta-
ble, declining soil fertility, rising ru-
ral labor costs and a failing logistics
system. When you combine these
trends, the immense challenge fac-
ing Indian agriculture in the com-
ing decade becomes clear. The high
food price inflation of the past 10
years is just a symptom of this sys-
temic pressure, and while the urban
poor have seen more of their fam-
ily income directed towards food
costs, Indian farmers have benefited
hugely from rising farm profits, fu-
eling additional rural consumption.

Indian agriculture has historically
struggled to feed the nation, but the
Green Revolution and Operation
Flood (1960s and 1970s) ushered
in a long period where the Malthu-
sian challenge from India’s rapid
population growth was no longer
a major concern. In 2015, while
population growth continues (albeit
at a slower pace), the major pres-
sure on India’s food system comes
from a massive dietary shift away
from grain, notably rice and wheat,
which for the past few years have
been produced in surplus. Rising
incomes from economic growth
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have enabled Indian families to im-
prove and diversify their diets. For
starters, vegetable consumption has
increased dramatically, and fruits
have gone from being occasional
luxuries to staples consumed on a
daily basis. Likewise, urban and ru-
ral Indians have ramped up their in-
take of protein in the form of dairy,
pulses, eggs, meat, and fish. Rising
consumption of livestock products
(primarily dairy and poultry) has
also increased the requirement for
feed grains, especially maize and

Whle blessed with
plentiful arable
land and incredible
biodwersity, Indian
agriculture s
bottlenecked in
virtually every
resource 1t requires
lo deler the growth
mn supply it needs
to keep up with

demand.

soya. Indians are also eating more
processed foods, including sug-
ar, oils, biscuits, beverages, dairy
products, snacks, sweets/choco-
lates, and ready-to-eat (RTE) foods.
As India develops, this dietary
transformation can be expected to
accelerate —similar to the experi-
ence in China and Southeast Asia

over the past two decades— putting
ever more pressure on India’s agri-
cultural sector.

While blessed with plentiful arable
land and incredible biodiversity, In-
dian agriculture is bottlenecked in
virtually every resource it requires
to deliver the growth in supply it
needs to keep up with demand.
For starters, India’s plentiful hect-
ares of arable land are beginning to
disappear as urbanization converts
fields into office buildings, shop-
ping malls, and industrial zones.
At the same time, climate change is
stressing Indian crops, resulting in
yield growth stagnation that threat-
ens long-term food security. Indian
soil quality has been degraded by
decades of monoculture and im-
balanced fertilizer usage, so much
so that the formerly fertile zones of
Punjab/Haryana and the Cauvery
Delta are now thoroughly exhaust-
ed. A similar situation exists for
water, where unchecked bore-well
drilling and flood irrigation have
collapsed the Indian water table in
virtually every state, despite vari-
ous water conservation initiatives,
including check dams, watershed
management, and micro irrigation.
Rural labor is another resource that
is rapidly vanishing, as urban mi-
gration and government initiatives
like NREGA reduce the former-
ly plentiful pool of farm workers.
As a result, farm wages for those
workers who stay back have risen
exponentially over the past decade
and farmers are beginning to ex-
plore automation to counteract the



shrinking rural workforce. Finally,
the logistics in place for transport-
ing, storing, processing and market-
ing Indian agricultural production
is failing spectacularly, resulting in
massive food wastage.

Each of these bottlenecks (land,
soil, climate, water, labor & logis-
tics) inhibits the ability of Indian
agriculture to meet the rising do-
mestic consumer demand for food
in India. Taken together, the bot-
tlenecks threaten the very future of
Indian agriculture, and technology
solutions to address them are the
need of the hour.

AgTech Adoption

As Indian farming has become
more profitable, agricultural tech-
nology adoption rates have accel-
erated. Indian farmers have begun
to rapidly move towards mecha-
nization (to date mostly tractors,
tillers, rotavators, and harvesters),
hybrid seeds (as well as bio-tech
traits cotton),
mance pesticides, specialty fertil-

for high-perfor-
izers, micro irrigation, bio-inputs,
improved animal genetics (for
poultry, dairy and aquaculture) and
compound animal feeds. The rise
of farmer-producer companies,
commodity exchanges, modern
warehousing, and farmer-linked
food processing ventures, all of
which have ensured that cultiva-
tors realize higher incomes and ab-
sorb less risk, have facilitated this

rural technology boom.

Future adoption of agricultural
technology will build on earlier
trends, but will also include disrup-
tive innovations capable of revolu-
tionizing the sector. At Omnivore,
we believe the following AgTech
investment themes have the great-
est upside potential:

e Farm Mechanization & Auto-
mation

e Sustainable Inputs & Biotech-
nology

* Big Data & Information Ser-
vices

e [oT & Precision Agriculture

*  Supply Chain & Logistics Tech

e Innovative Food Products &
Services.

MITRA is a great example of a farm
mechanization and automation
startup that is trying to fundamen-
tally improve Indian agriculture.
Founded in 2012, MITRA designs
and manufactures innovative agri-
cultural machines for labor-inten-
sive functions in high-value crops,
where existing automation technol-
ogies are unaffordable for most In-
dian farmers. Over the past twelve
months, MITRA has launched four
automatic sprayer models for or-
chards and vineyards, which have
been rapidly adopted by farmers
in Maharashtra. MITRA has even
begun exporting machines to West
Africa, where horticulture farmers
have similar requirements as their
Indian counterparts. The founder
of MITRA, Devneet Bajaj, is an
INSEAD alumnus who previous-
ly worked for Paine & Partners, a

Agribusiness

global agribusiness PE fund. He
believes that eventually, MITRA
products will even be sold to small
farmers in the USA and EU, similar
to how Mahindra tractors captured
those markets over the past decade.

Barrix Agro Sciences is anoth-
er AgTech startup from India that
is worth paying attention to, this
time in the area of sustainable in-
puts and biotechnology. Founded
in 2011, Barrix Agro Sciences de-
velops Integrated Pest Management
(IPM) technologies that provide
farmers with highly effective crop
protection while reducing their de-
pendence on chemical insecticides.
Farmers across India are rapidly
adopting next generation phero-
mone traps from Barrix, and seeing
their agrochemical costs drop while
insect control increases. Similar to
MITRA, Barrix has also begun to
export to African markets over the
past year. The founder of Barrix,
Lokesh Makam, previously worked
for some of India’s leading pharma-
ceutical companies, and his unique
knowledge of formulations is key
to Barrix’s next wave of pheromone
innovation.

MITRA and Barrix are just two
examples of successful AgTech
startups from India, but scores are
thriving, and venture capital funds
are increasingly active in the sector.
Most successful AgTech startups
in India are focused on the domes-
tic market, but recognize that India
has the potential to become an in-

novation hub, or a “laboratory”, for

15
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smallholder agriculture globally.
With every major agro-climatic zone
represented, Indian startups could
develop, pilot, and scale-up products
and services with export potential to
other regions dominated by small-

holder farmers, including South

Asia, Southeast Asia, Sub-Saharan
Africa, and parts of Latin America.
These regions share many of India’s
challenges, but lack India’s base
of technical and managerial talent,
which is so critical to developing
new ventures. While domestic con-

siderations will drive AgTech start-
ups from India, the additional upside
from exports will complement their
overall growth. From small begin-
nings, expect to see Indian AgTech
startups making a big impact over

the next few years.

About the Author

Mark Kahn is the co-founder of Omnivore Partners, a venture cap-
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For the investor looking at emerging and frontier markets, one
tool is more valuable than any other — information. One might be
interested in a specific region or commercial sector, but going in
without hard financial and economic data is a bit like shooting in

the dark.

ince 1994 Exchange Data
S International (EDI) has been
helping the global financial
community make informed deci-
sions through the provision of fast,

accurate, timely and affordable data
services.

Over the years, it has expanded and
evolved its service offering.

Today it is leading the way with
its Africa Financial and Economic

Data service, covering all 56 coun-
tries of Africa. It provides business
analysts, economists, government
forecasters, academics and more
with an wunparalleled reference
source of economic and financial
intelligence.

CEO Jonathan Bloch says: “We
see a significant growth in interest
in emerging markets, in particu-
lar Africa. This interest is not just
for investment and straightforward

financial purposes. There is also a
need for economic awareness.”

Mr Bloch adds: “Today it is uni-
versally accepted that a deeper un-
derstanding of Africa’s financial
and economic situation is a ‘must
have’ for any organisation with
or seeking an African footprint.
Accordingly the evolution of our
African Financial and Economic
product reflects the changes that
have taken place.”

17



EMIA

A Neutral

Presentation

Since Exchange Data Internation-
al pools information from so many
sources, one might wonder how it per-

forms accuracy checks. But according
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to Mr. Bloch, the EDI approach is sim-
ply to provide access to information

without value judgement.

“We provide figures reported as
published,” he says. “Our clients
can then adjust them as required to
suit their own criteria.”

Even compiling this “neutral” data
requires significant manpower. EDI
currently translates data into 26 lan-
guages every day, employs 375 peo-
ple, and has operations in India, the
United States, the UK and Morocco.
According to Mr. Bloch, at the mo-
ment EDI has about 300 clients.




Greater granularity, greater demand
fundamental to the success of com-
mercial investment, risk assessment
and thought leadership is a combi-
nation of logic, research, and anal-
ysis. All of which demand access to
good data.

Mr. Bloch “Despite the
mainstream providers [of emerg-
ing market data] like Reuters and
Bloomberg having enhanced their

says:

coverage, our knowledge and in-
terest in emerging markets means
that we go much deeper to provide
a bigger picture.”

Africa Financial and Economic
Data is gathered from over 100 or-
ganisations worldwide, including:

e International, intergovernmen-
tal, multilateral and supranation-
al entities.

* Regional and local African orga-
nizations.

e International Trade organisa-
tions & NGOs.

e African central banks.

e African national ministries of
finance and their respective of-
fices of statistics.”

Although the move by EDI towards
frontier markets is relatively recent,
Mr. Bloch sees it as the future.

“The
changed. Most frontier markets

economic situation has
didn’t exist 20 years ago. Now tra-
ditional fund managers, private eq-
uity firms and value investors no
longer shun frontier markets as an
investment. In fact, over the last ten
or twenty years stock markets have
established in the most unlikeli-
est places. These include Rwanda,

Seychelles and Cameroon.”

EMIA

Mr. Bloch adds: “Elsewhere Africa
is now seen as having very good po-
tential for consumer goods. Initially
Africa was known for its resource
companies; mines, etc. Now Africa
has a growing consumer market.”

“What has not been available to
date is comprehensive, collated,
consolidated and above all, clear
data. This is needed by interested
parties in Africa to make informed
political, financial, strategic and in-
vestment decisions.

EDI’s new African Financial &
Economic Data product now pro-
vides this service where before it
has never existed.”
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LLocal
Expertise,

Global
Knowledge

Keith Mahon is certainly the man-on-the-
ground in Latin America, and in just over

two years he has managed to consolidate the
position of Apex Fund Services as a major
fund administration player, all the way from
their office in Montevideo, Uruguay. All it took
was a mix of brawn, unabated expertise — a
good dose of local know-how and adaptation.

ore than simply taking
a Darwinian approach,
Mr. Mahon focused

on relationship-building to create
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Apex’s spotless reputation in the
multicultural LatAm market. “It’s
through this relationship-building
that they open up and that’s where

you get the introduction to the next
guy, because you’re trusted,” he
confides. “It’s just about building
trust and confidence in a relation-
ship, that’s the culture of LatAm,
that’s what it has in common.”
Whereas in the fast-paced northern
hemisphere million-dollar deals are
sealed with a confident handshake
after a brief meeting, LatAm cus-
tomers require a different approach
—one that borders on courtship. “It’s
about getting to know the people,
and personally, I prefer that,” Mr.
Mahon offers. Wining and dining
are good tactics to woo potential
customers, but chances are the pro-



cess will require several meetings
including a breakfast, a couple of
lunches, a few coffees and perhaps
even a drink after work. That ef-
fort seals the deal for a long-lasting
and profitable relationship based
on mutual trust: “There’s always a
relationship with the client, and I
think that’s great. Because you go
through the good times together,
through the bad times, as a team,
it’s much more of a collaborative
effort here.”

Although the region might not
necessarily share a predisposition
to building strong ties with fund
managers, it’s good to remember
that each country is its own world
— which is why it’s so important
to draw on local knowledge to
overcome the defined cultural bar-
riers to entry. LatAm customers
like local partners, and are initial-
ly reluctant to work with foreign
firms. Yet, that posed no challenge
to Apex: they used their business
acumen and expertise to overcome
this obstacle. “First of all we talk-
ed to our existing clients to find
out what their needs were and what
they saw in the market, to have a
proper understanding,” Mr. Mahon
reveals. Therefore, as a result of the
knowledge gained, this approach
was complemented by employing
a local work force that speaks the
clients’ language — and culture.
“That’s our competitive advantage
in the market globally: local pres-
ence, local knowledge,” he profess-
es, adding: “Being able to speak to
somebody in your local tongue who

can explain, from the same country
as you are, there’s a sense of trust in
that where there’s been mistrust in
offshore jurisdictions in the past.”

Apex certainly talks the talk and
walks the walk: 75% of their em-
ployees in Montevideo are Uru-
guayan and speak not just Spanish
but also Portuguese and English.
For added support — and the com-
fort for their clientele — they rely
on Apex’s 37 offices around the
world. The strength of this backing
inspires confidence, as evidenced
by their growing customer base.
“That’s definitely happening,” Mr.
Mahon confirms, “we’re servicing
our clients, they’re happy with their
service, through word of mouth
we’re growing not only

but
entered new markets: we

organically, we’ve
have new clients climbing
on board.”

Having heeded the siren
call of a post-commod-
ities super cycle and the
post-2008 economic cli-
mate in which the rest
of the world crashed
while leaving LatAm

unscathed, Apex has
managed to successful-
ly carve itself a place
among the leading fund
this

Competition is

administrators  in
region.
strong: there are a lot of
new players and even
more established players
opening new funds. Yet
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Apex has maintained its prom-
inent position through careful
planning, sheer market-awareness
and fulfilling a clear need for lo-
cally-based expertise. The reason
Apex located in Uruguay was
because “We inquired around the
region — into Chile and Argenti-
na, Brazil, Mexico and Colombia
— and found they were pulling us
into the market. They were ser-
viced from Europe, North Amer-
ica, wherever, and we decided
we’d push in here and establish
ourselves in the region, service
them locally on local time zone
and local language, and grow up
off our existing base.” Undoubt-
edly a smart move. As opposed to
big-name competitors, they set up
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organically — not imposing them-
selves in the market, but actually
being gently embraced by it.

their

unique offer of international know-

Customers took well to
how with promise of better infra-
structure and services, combined
with their locally-sound approach
of nurturing client-manager bonds
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and developing long-term relation-
ships based on mutual trust. Mr.
Mahon agrees that it wasn’t easy,
but beams with positivity when
asked about this process. “It hasn’t
been an uphill battle, but it’s been a
long conversation. I think that peo-
ple are interested to hear the sto-
ry and at first they’ve might have
thought ‘Here’s another gringo

coming down’, but I think the fact

that we’ve based ourselves here,
the fact that we did have big name
players in the market — that starts
the conversation. Then they went
to find out more.” Being based in
Uruguay, working on local time
and in the local language, merely
facilitated the process.



The financial structure of LatAm has
been rapidly evolving since Apex
set up base in Montevideo, and they
have adjusted accordingly — just like
they adapted to investors’ needs.
Managers have taken a focused ap-
proach: concentrating their efforts
on something they’re good at, and
steering clear from mix-and-match
investor’s

techniques. “From an

‘\\\ln\m \\' U Tm
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side,” Mr. Mahon adds, “they need
a very straightforward message for
investors: they don’t want some-
thing complicated. Investors want
a simple message, but it’s also the
same thing as with trust: they want
to know the manager, they want to
understand where they’re going.”
And that they know: their clients
are certainly in good hands. It’s not

common to get the right balance be-
tween international experience and
local knowledge. The growth and
expansion of Apex’s Uruguayan
office certainly attests to investors
being well-aware of this fact: they
are getting sophisticated LatAm ve-
hicles, catered to their needs and in a
language they can understand.
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Alpha seekers are headed towards new Y 7 caught up with the
frontiers. Traditional markets are certainly // anaging Director of
. ; . ol Apex Capital Introduc-
tried-and-true, but it has some investors tion Services (ACIS), Leah Cox, to |
yawning at the trope of steady yet not —,  heprmore."Currentingustry milieu
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sizeable enough returns. The risk posed by, .
frontier and emerging markets no longer '
staves off investors who are on the hunt for : i
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they need is a reliable investment firm with  seem: “As investors haven’t neces-

. . sarily been seeing the returns they
the right tools and experience.

rogressive,” she reveals, adding,
hich means investors are sgek-
ilg ,new opportunities (outside of
traditional markets) to benefit from

would have liked in traditional mar-


http://www.apexalphaportal.com/
http://www.apexalphaportal.com/

kets, a door is opening for EM and
Frontier markets to gain traction
from those seeking alpha.”

This tipping of the scales in inves-
tor sentiment comes accompanied
by a noticeable change in investor
demographics. “We are certain-
ly seeing a marked increase in the
Family Office space at the moment

and this has had a direct influence
on the increased interest in Emerg-
ing and Frontier markets,” Mrs.
Cox confirms. This new trend re-
veals the surge of interest in diverse
investment markets, which can’t
easily be accessed by others, such
as-institutional investors— leaving
the field wide open for the smaller
and brazen investors.

EMIA

What sets ACIS apart from its com-
petitors is it’s innovative and tech-
nology-based approach to fund-rais-
ing and fund-managing, which in
turn opens their doors to a wider
range of investors. Technology has
a place alongside their tradition-
al- fund-raising tools that increas-
es their clients’ exposure among
investors — with a creative twist.

—
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“We actively encourage and as-
sist our clients in engaging with
platforms and social media oppor-
tunities, and managers see this as
a valuable addition to traditional
methods,
presence of technology is now a

””

reveals Mrs. Cox. The

constant in our daily lives, so it is
only natural that using technolo-
gy to promote a fund in new and
creative ways is beneficial when
it comes to Emerging and Fron-
tier markets. ACIS’ smart, dou-
ble-pronged approach appeals to
both: traditional investors who fa-
vor roadshows and pitch books, as
well as think-outside-the-box types
who crave a fresh approach.

Fund managers are also welcoming
these changes as they make their life
easier, particularly those who are in
a resource-strapped position. “We
find that smaller managers with less
in-house resources to concentrate on
[traditional fund-raising] really do
benefit from assistance in these ar-
eas.” Fund managers also profit from
new technologies and trends by in-
novating upon mainstream ideas by
adapting them and in turn, making
them accessible. ACIS has dubbed
this process the ‘middle-man’ set up.
A good example of this innovative
and modern approach, has been “the
more recent emergence of syndica-
tion/crowd funding platforms [which]
opens the alternatives world up to a
much a wider breadth of investors.”
This indicates that EM opportunities
are now available to an increasingly
larger audience of investors as a re-
sult of lower entry points — yet main-
taining the same returns.
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Although always looking towards
the future, ACIS is not a firm to
overlook the value of traditional
methodologies, which complement
their more forward-thinking ap-
proaches. Hosted events are still
considered “an extremely valuable
tool,” according to Mrs. Cox. The
firm continues to host a vast num-
ber of conferences and seminars
throughout the year, in order to
present ACIS’ work and establish
a face-to-face relationship with cli-

I Tus indicates that
EM opportunities
are now available
to an wncreasingly
larger audience
of wnvestors as a
result of lower
entry points — yet
maintaining the

same returns.

ents. That’s where their company
values really shine through: in in-
teracting with clients and providing
for their needs. And as usual, they
do things a little differently — in this
case by shying away from tiered
services because, Mrs. Cox ac-
knowledges, “there is no ‘one size’
fits all in the alternatives world and
different investors have an appetite

for a wide variety of opportunities
and strategies.” If that weren’t reas-
suring enough, she adds: “At ACIS
we provide the same level of ser-
vice to all funds whilst utilising the
12 years experience from the Apex
Fund Administration business to ef-
fectively match investors and man-
agers — this is a new approach and
one that the Emerging and Frontier
markets can certainly benefit from.”
And their clients certainly can too.

Expertise, client-oriented services
— what more can ACIS offer? Thor-
ough due-diligence that covers any
path towards where an investor might
want to venture, packaged in the form
of an internal database of their own
design. “We have spent a lot of time
researching how we can best assist
both investors and managers find the
right fit,” explains Mrs. Cox, “as a re-
sult of our findings we launched a be-
spoke database, Apex Alpha Portal,
which lists key performance infor-
mation for hundreds of liquid funds
(anonymously).” This tool covers
every style, strategy and geographi-
cal area that an investor might want
to explore — and more. “For investors
seeking niche strategies uncorrelated
from traditional markets,” offers Mrs.
Cox, adding, “Apex Alpha Portal
opens up a plethora of global oppor-
tunities they perhaps wouldn’t have
had access to before.”

Only ACIS’ blended approach of
both tradition and innovation, fore-
thought to client-satisfaction and
exhaustive research, can offer EM
and Frontier Market investors the
key to global markets.
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something which goofi| family
d institutions understand
very well” Mr. Jain started trad-
ing in Chicago for CME, and com-
plemented his experience with the
family’s capital. They invested in
banks,
oped markets and more. By 2006

emerging markets, devel-
their market neutral product strate-
gy began to take shape, and in 2008
they got to test out their efficacy:
while a bloodbath took place in the
marketplace, their remarkable strat-
egy only took them down by 2%.
That was a tell-tale sign that they
were on to something good.

Family values firmly in place, Mr.
Jain acknowledges that raising cap-

*""‘m-

“—-m“ % A lthugh

push 1 .—'*1- to turn

the strategy 1nto a pub d, the

confirms it. “Being market neutral  board flat out refused. Soon enough
- . 4 . thgwhad his chance.
s and instituti His brainchild was averaging 28%

while remaining market neutral.
After such a remarkable perfor-
mance, the creation of a public fund
was placed back on the drawing
board. Once in Dubai —their cur-
rent corporate address— he applied
for a category 3C license: a full-
fledged asset management license.
By 2014, all signals were a go and
Infini Asset Management began
to accept money from the market.
“We did it differently, but the right
way,” reminisces Mr. Jain. For a
market-neutral fund, different is
unusual — but it certainly pays off

for Infini and its clients.

far from typical tale in the
set management kingdom,
ni Asset Management was
born within the nurturing

of a family office.

[
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of oper-
ations in Dubai was yet another
smart move by this long-term plan-
ning asset management firm. The
ease of set up in this tax haven was
an initial pull factor, as well as a
fairly straightforward bureaucratic
process that lets companies hit the
ground running. A family-owned
fund is actually the perfect fit for
this cosmopolitan yet still tradition-
al business hub. Much like them-
selves, “Middle Eastern investors
are all about relationships,” Mr.
Jain reveals. “We’re in touch with
many family offices here, and it’s
all about them getting comfortable.
We end up going to dinner and not
talking about funds more than 5
minutes.” A slow process, but it de-
velops the much-needed trust and
close-knit relationships in which

business deals thrive.
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The value in working with a fam-
ily-run asset management firm is
certainly exemplified by the com-
mitment they display towards their
investors — lacking amongst the
firm’s more traditional competitors.
And in a climate where its hard to
find pure market neutral products,
Infini was able to offer just that and
combine it with attractive market
neutral returns. While most mar-
ket-neutral investments tend to give
back 1-3% in returns, they filled the
gap by offering both phenomenal
absolute value returns and market
neutrality.

What’s their tactic? The maturity of
knowing how to stick to what they
know, jokes Mr. Jain. For some,
market neutral has become synon-
ymous with boring, or even T-bills.
But Infini proves that you can have
your cake and eat it too: little risk,
high returns. “It’s about applying
all we’ve learned throughout the
years,” he says. The best part? It
works: “A bad year for me is 2%,
3% returns and good year is around
35%.”

Risk-averse in this case does not
mean that Infini turns a blind eye
to it. On the contrary, relative risk
is always present, Mr. Jain con-
firms. “Amateurs don’t know how
to control risk,” he offers, “The
key is dynamic delta hedging, for
the risk involved to go down.” He
believes in getting out of the losses
as soon as possible. Making mon-
ey —of course— but conservatively
and rationally. Their tactic is to be
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aware of risk at all times by careful-
ly monitoring, and knowing when
to jump ship. They don’t look for
gains: they protect against losses,
and the gains happen organically.
“You can’t control your gains,” he
adds, “but you can control 100% of
your risk.”

Infini’s strategy leans on deriva-
tives — yet another uncommon trait,
but not for a fund that wants to be
market neutral. After all, equities
are not an option. Derivatives offer
more control rather than pure equi-
ties, while the latter are also a lot
more dependent on factors out of
one’s control. A focus on liquidity
is next in their strategy, accompa-
nied by diversification: 19 different
sectors are in their portfolio.

New in the market, they have re-
ceived cautious reactions — yet all
positive. One is “this looks good,
but we want to wait and watch,” of-
fers Mr. Jain. Nobody has outright
disliked what they do at Infini, nor
refused to believe it after seeing the
hard facts. Yet a shred of distrust at
their young age is still present. In-
stitutions come in with a checklist
and halt when hearing the fund was
created in 2014, but “having been
regulated for three years, I will
tick that box,” confidently asserts
Mr. Jain. “That’s fine. I don’t want
a single penny if you’re not com-
fortable. Get comfortable and then
come forward.” Nevertheless, the
overall response is good. “Some in-
vest immediately, and some will in-
vest soon,” he knowingly confides.

Infini actually shares the same care-
ful approach when it comes to the
opening of the Saudi Arabia deriva-
tives market later this year. “We’re
looking at it. We won’t get into it in
the beginning, first we want to ob-
serve,” says Mr. Jain.

When asked about the future, he
doesn’t beat around the bush. “I
want to reach a billion in five years.
I’ll leave it at that.” Ambitious and
driven, with a prime product and
blossoming client portfolio, this is
undoubtedly attainable.

If the premise of high returns and
low risk is not attractive enough,
their core family values certainly
exert its pull. “We don’t believe you
invest in products, we believe you
invest in people. Clients tend to un-
derstand what we do, share our pas-
sion and clarity of thought, while
knowing what we’ve done during
the last twenty years.” Expertise,
family values, foresight, low-risk
and high-returns. A real-life fairy-
tale in the cold —and at times, unfor-
giving— financial world.

Since the writing of this article In-
fini has been recognized twice in the
prestigious Alternative Investment
Awards — 2015 winning “BEST
EMERGING FUND MANAG-
ER - MENA” and the “BEST
MARKET NEUTRAL HEDGE
FUND- MENA”
mation regarding Infini contact

For more infor-

Graham Crutchley, graham@infin-
ionline.com
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African economies
are bustling

with activity and
attracting game-
changing investors
who are thirsty for
innovation. The
playing fields in
this continent are

wide open, allowing
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unconventional
ideas to take root
and blossom into
profitable business
ventures.

Renewable
Energy Is

Powering
Africa

mongst these, is renewable
power generation. Beyond
its eco-friendly allure lays

a world of profitable opportunities,
ripe for the picking. After all, with-
out the essential energy infrastruc-
ture, business in these emerging
markets cannot flourish. Denham
Capital knows this well, and has
been capitalizing on the growing
demand for wind and solar energy
for nearly a decade.

The latter, in particular, has been
all the rage. The necessary tech-
nology to support the solar energy
industry has advanced so quickly
that set-up costs have plummeted.
“Solar has dropped by more than
85% in the last decade,” Denham’s

Co-President and Managing Part-
ner Scott Mackin, who oversees
the firm’s Power team, confirms.
With low set-up costs, set-up time
frames have sped up. “We can build
a facility in 6 to 9 months. Solar is
the quickest thing to get up on the
grid,” he offers.

Wind energy is also getting its
chance to shine, albeit overshad-
owed by the rise of solar. Its lon-
ger set-up time frames are partly to
blame. “Wind will generally take a
year to 18 months after the financial
closing. It takes longer to develop
because you have to monitor your
wind resource for a while before you
begin. It’s a bit more complex than
solar, but less complex than others.”
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When it comes to picking the win-
ning horse in renewable energy,
you have to set your sight on mar-
ket specifics, says Mackin. A care-
ful assessment of market needs and
baseload solutions are also import-
ant at the offset. “It could be hydro,
or having access to gas-fired, other-
wise there’s coal,” he asserts.

With that in mind, the days of tradi-
tional energy sources such as coal,
oil and gas are far from long gone.
Quite the opposite actually. Many
emerging markets in Africa are
reaching out for solutions that can
address their growing energy needs
based on peaceful coexistence: tra-
ditional hand-in-hand with renew-
ables.

Also, traditional energy sources
will be needed for baseload power
until batteries become affordable
and widely available. Mr. Mackin
explains: “Countries with ener-
gy shortages need a lot of power,
and they need it quickly. Today,
to generate power for an emerg-
ing market, you’d start with solar,
then you’d follow with hydro, wind
or gas — whichever you have the
more ample resources of. If you
don’t have any of these, you may
have to consider coal. But you have
to have baseload power, also. The
only thing that would alter this is if
batteries become affordable, which
would be a game changer.” Certain-
ly a good tip for venture capitalists.

It is important to bear in mind that
renewables are not always the most-
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cost effective option out there. “It
depends on a country’s solar re-
gime,” Mr. Mackin offers. “For a
country that can access gas more
easily, it might be more economical
to go for that than solar. But overall,
solar is economical.”

Impact-conscious investors will
be glad to know about the social
side of renewables — besides their

Involving
multilaterals in
our projects and
being a low-cost

provider of power
means that we
should survive

political turmorl

and have a wide

buyer market.

unquestionable environmental-
ly-friendly appeal. Whereas setting
up gas, coal or hydro is a compli-
cated and drawn-out process that
requires a long-term international
workforce, renewable energy does

not. The first wave of employees

might be international during the
set-up stage, but it’s much easier to
train the local workforce and pro-
vide them with permanent, gainful
employment. A win-win for both
local communities and businesses.

Yet another little noticed advantage
of renewables is that there is a place
for them everywhere. One has to
just look at Germany: a solar-power
leader at the global scale, although
they don’t enjoy as much sunlight
as African emerging economies do.
“If there’s a will, there’s a way,”
Mr. Mackin confirms. “It comes to
a desire to make it happen.” South
Africa has been a forerunner for
the African market. Morocco has
also taken leaps and bounds when
it comes to renewables. Mr. Mackin
also volunteers some other up-and-
coming players embracing renew-
ables: Zambia and Mozambique in
the South, Nigeria, Ghana and Sen-
egal in the West, as well as Kenya
and Tanzania in the East.

The energy-thirsty African market
is certainly fertile soil for wind and
solar energy. Many European util-
ity companies have already made
the leap, followed by internation-
al developers, solar panel provid-
ers, wind turbine providers and a
plethora of international firms — all
enjoying support from both gov-
ernments and multilaterals such
as the World Bank, U.S. agencies
and the OPEC, among others. The
typical set-up with national govern-
ments looks much like the current
situation in Brazil, Mr. Mackin re-



veals. “Most governments in Africa
are opting for a system of private-
ly-owned renewable projects, long-
term contracted to sell power to
the government or government-run
agencies.”

He also offers some guidance for
would-be investors who would like
a piece of this appetizing emerging
market opportunity. “Like anything,
it depends on what your return hur-
dles are. If a particular investor’s
lower hurdles reflect acquisition of
operational projects, they will have
access through stock ownership in
public yield which are growing. For
investors seeking high-debt returns,
it’s a difficult market because re-

newable project finance debt is not
as syndicated out as in, for example,
the United States. There has been at
least one bond deal done in South
Africa on a renewable project, but
most projects are debt financed by
banks and multilaterals. For inves-
tors who want infrastructure-type
returns, there’s plenty of that money
in Africa looking for deals. You’d
have to participate through an infra-
structure player who’s in that mar-
ket. Then there are insurance com-
panies too. If you are looking for
private-equity returns, there are a
couple of firms out there —Denham
being in our view a leader— that are
positioned to take advantage of this
market.”

Impact

Nevertheless, risk is always present
in emerging markets — particularly
political strife. Yet Mr. Mackin is
quick to note: “Involving multilater-
als in our projects and being a low-
cost provider of power means that
we should survive political turmoil
and have a wide buyer market.”
He offers a bittersweet anecdote
of power stations in Cote d’Ivoire
which didn’t just survive the civil
war that tore this country apart, but
also got paid up every month. After
all, energy is a basic need that must
be met, even in times of crisis.
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Dispelling
Myths About

Impact

Investment

Keith Allman is an author who has
published four books on quantitative
finance establishing himself as a figure in
the world of commercial investment. His
most recent oeuvre, Impact Investment: A
Practical Guide to Investment Process and
Social Impact Analysis, is a book destined
for all investors and wealth managers who
want to thread the increasingly tempting
yet grossly misunderstood field of impact
investing.
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nvestors often fear that impact
Iinvestment is not as lucrative

as its counterparts. Yet Mr. All-
man quickly dispels our first myth:
“There are certain funds that will
have lower returns, but because of
mandates,” he clarifies. “Your re-
turns will be impacted if you have a

social criteria that is too strict.”

Another common misconception
is that impact investment directly
targets lower-income populations.
But it’s much broader than that, he
explains: “Impact investment can
be about setting up a port, creating
jobs and by doing so, enhancing
the local economy.” Impact invest-
ment is not just for the poor: it can
benefit a greater part of the popu-



lation. “You bolster the economy,
and that can trickle down to the low
income,” he confirms.

Socially responsible impact invest-
ment is certainly on the rise. We
have moved on from the carbon
era towards renewable energy and
low-income housing. The lower
cost of environmentally-friendly
technologies have made it a worth-

while and profitable option. Billions

have been invested in this field and
continue to be, alluringly display-
ing the true potential attributed to
impact investment. Just a peek at
any media outlet today will reveal
that this particular form of impact
investment —renewable energies—
is certainly trending. “You can al-
ready see the growth, for instance,
of solar,” Mr. Allman confirms,
“Take solar in developing markets,
and you’ll see the price has gone

Investment

A Practical Guide to Investment
Process and Social Impact Analysis

+ wehsite

KEITH A. ALLMAN

XIMENA ESCOBAR DE NOGALES

Impact

down to the point it now seems eco-
nomical to leapfrog. So it’s now to
the point where people don’t look
at it like an impact investment, they
just look at it like a rational busi-
ness decision.”

It appears to be a win-win for all.
Increasing profits from impact in-
vestment combined with cheap-
er technologies to make sustain-
able-minded development a reality
have transformed the ugly duckling
of investment into a majestic swan.
Yet there’s more to it than just good
will: “I think that for some inves-
tors it’s purely just math. And I
think that with a lot of investors you
meet, they’ll say ‘I’m just investing
for returns’ and if you look at the
larger guys with the real capital —
the pension funds and the insurance
companies of the world— some have
a fiduciary responsibility towards
their entity. They might not have
impact-related decisions, but this
makes sense, it’s a win-win.”

Although developed markets are
increasingly leaning towards im-
pact investment, emerging markets
are certainly still the main breeding
ground for sustainable investment
ventures. But do EMs and SI nec-
essarily go hand in hand? “I think
there are more opportunities there
because the situations are more
obvious,” he reveals, “so you can
easily see the need.” Yet, developed
markets are in dire need of more
than just renewable energy. “I think
the less obvious are development
programs for inner-cities, like try-
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ing to revitalize Detroit. It’s not so
obvious when look at it in a global
scale.”

Still, emerging markets remain the
Valhalla of impact investment. The
reason is historic: taking the energy
sector as an example, in currently
developed economies, we started
with coal and followed up with nu-
clear energy, finally making a turn
towards sustainable and alternative
sources. In emerging and frontier
markets, sustainable alternatives
can be the first choice. Plus, the
first investments that go in have
already been developed to have a
larger impact — whereas developed
economies started capitalistic and
then thought about sustainability.
High profits came first, sustainabil-
ity merely an afterthought. With
sustainable alternatives becoming
cost-efficient, and impact invest-
ment profitable, this no longer has
to be the case for emerging markets.

The key difference for impact in-
vestment in developed countries is
where the focus is: here companies
are more prone to boosting job cre-
ation, urbanization, etc. Mr. Allman
agrees that this is a case of insider
knowledge: the American or Euro-
pean investor is more aware of the
specifics of their own market and
region, and knows where to invest
while minimizing their risk. On the
other hand, when going into un-
known territory in an emerging mar-
kets, a myriad of problems pop up,
namely as a results of currency ex-
change and lack of local knowledge.
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The reach of the impact does have
its limitations. “The product or ser-
vice has to be the socially responsi-
ble part of the business and it has to
affect the population,” Mr. Allman
informs.

Commercial returns or subsidized
returns? To risk or not to risk, that
is the question. While greater prof-
its may be reaped from commercial
returns, as expected, the risk factor
might make some investors uncom-
fortable. For stable returns and a
high-impact factor, play-it-safe in-
vestors will find that subsidized re-
turns are worth a look. “There are
quite a lot of funds out there now
that are trying to address some of
the impact problems. The returns
are lower than you would get if you
invested in other types of funds, but
the impact is much higher.”

Curious potential investors might
wonder: where to invest while max-
imizing the impact factor? The an-
swer is not so self-evident, as Mr.
Allman reveals by providing his
expert opinion: “If I’'m looking for
commercial returns, I almost think
that the best entities to look at are
private-equity funds that are not
established as exclusively impact
funds. They might say that they
do impact work, but a component
of their money they are free to in-
vest in regular investments. Also, if
you’re looking to go abroad, they
should be local funds. They’re gen-
erally a larger fund, hundreds of
millions of dollars. Most of their
fund is in traditional investments,

but they do dedicate a portion of
their fund to impact. And that por-
tion of their fund is about the size of
many specialized impact funds. But
they have the economies of scale to
monitor effectively, to build value,
to exit correctly. They have the re-
sources to employ very high-quality
investment managers. So if you’'re
looking at it from a commercial ba-
sis and you want that type of return
with that type of impact, I think you
should be really examining those
types of companies on a local lev-
el.”

The seed has been planted. More
people are having the conversation
about impact investment, asking
about it. “Whether it’s from a board
member or a director who says ‘I'm
interested in energy” or it’s a rep-
utational risk issue, I think it’s on
some people’s minds. Before Bam-
boo, before impact, I worked in the
private sector at a very large bank
and never came across conversa-
tions like that.” That’s the first ma-
jor step. And then there’s also Keith
Allman’s book.

The 80s era in which investors
charged into emerging markets
guns ablaze are long gone. Now
investors must align their goals
with those of the local populations,
simply because it’s been proven to
be the smart way to invest. Here’s
hoping that in ten years from now,
sustainable investment will be more
than just a trend, but actually how
one invests.



redictive
nalytics
pens the

00rs to
frica

C-based analytics firm Novametrics’ holistic
Dapproaoh to risk management was employed

by the U.S. government to accurately forecast
terrorist attacks by Boko Haram in Nigeria. In 2012,
the general report was that the influence of the ter-
rorist group was waning. Novametrics independently
assessed the influence of Boko Haram and identified
vulnerable areas by using their weak signal analysis
to integrate large amounts of socio-cultural and envi-
ronmental data. Their predictions were unfortunate-
ly correct, as evidenced by the gruesome attacks that
took place the following year and brought Boko Haram
back under the international spotlight. Novametrics’
analytical capabilities boast an 82% effectiveness. Fur-

Impact

Predictive
analytics are as
close as seeing
into the future

as one can get —
and even the U.S.
Department of
Defense agrees.

thermore, their unparalleled and proven proficiency at
assessing risk and characterizing vulnerability earned
them a $1.2 million Innovative Research Award from
the U.S. Secretary of Defense.

The Science

The same technology is now available to emerging
market investors, confirms Novametrics’ founder Dr.
Gregory van der Vink. “We turned the algorithms
around, and instead of looking at the areas where risks
converge badly, we identify areas where the factors
converge for the best investment opportunities”. What
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Novametrics can provide, in just a few words, is the
ability to more strategically navigate developing mar-
kets. Their weak-signal analyses enables investors to
explore new territories with confidence and find their
sweet spots. In Dr. van der Vink’s words, Novametrics’
predictive analytics can be summarized as follows: “If
we have this type of business in this area, it will be
this profitable, and we can say that with this level of
confidence.” Whereas his colleague at the award-win-
ning company, Dr. Bogden, presents it in another way:
“What we do basically is run comprehensive risk and
optimization analysis to identify the prime opportuni-
ties.” Now, risk-adverse investors can enjoy the same
peace of mind that guides their business transactions in
developed markets, but in the intrepid emerging mar-
kets, while making sense out of the plethora of data out
there to base their decisions on cutting-edge analytical
technology and pinpoint investment sweet spots.

Of course, analyzing risk to identify and evaluate prime
opportunities is no easy task. There are thousands of
variables at play that can make or break a capital ven-
ture or corporate expansion. There is a huge benefit for
investors in utilizing analytic science. Novametrics’
proven track-record has attracted the interest of invest-
ment firms and government agencies alike, who real-
ize the potential of data-based solutions for achieving
successful outcomes for seemingly unrelated purposes
such as maximizing profit and combating terrorism.

For sound decision-making, investors as much as gov-
ernment officials need access to clear and concise anal-
ysis. Dr. van der Vink confirms this very fact: “You
have to look at the thousands of factors involved in a
successful business venture, and find the optimization
-- where all the factors required for success converge.”

Novametrics’ multifaceted analytical approach of weak
signal analysis closes down on a target area, evaluates
environmental risk and social-political factors, then
spotlights the prime opportunities for new ventures or
the optimization of current ones. Their extensive data-
base includes detailed census surveys, climatic models,
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news agencies and media and integrated high-resolu-
tion satellite imaging, among other data sources. The
data are integrated through predictive analytics to fore-
cast profit potential, while detecting emerging threats
and allowing the would-be-investor to mitigate risk.

Impact

For Novametrics, impact is an integral factor in reduc-
ing risk and increasing profits, not just a happenstance
side effect or secondary goal for asset allocation. They
enhance profitability and reduce risk by aligning cli-
ents’ objectives with the area’s capabilities and de-
velopment priorities. It’s simple: impact necessitates
sustainability, and the later comes hand in hand with
working alongside the host country, taking advantage
of the financial incentives, employing its population
and using —without depleting— the natural resources
available. That’s where the prime opportunities lie, in
promoting environmentally sustainable economic de-
velopment. But how can the investor tap into that? With
Novametrics’ careful due-diligence and thorough ana-
lytics. “That’s how you find these sweet spots, where
you have tremendously profitable business opportu-
nities with minimal risk,” Dr. Van der Vink confirms.
Novametrics’ comprehensive solutions account for the
thousands of critical factors that lead to impact-mind-
ed commercial success. This includes an assiduous as-
sessment of natural resources, environmental factors,
development priorities and the sociocultural landscape
— just to name a few. By letting Novametrics painstak-
ingly analyze these factors, investors can benefit from
ventures that simultaneously exert a positive impact on
the region.

Liberia

Would you advise your clients or firm to make an in-
vestment in Liberia? The most likely response would be
‘no’. Taking into consideration that global assessment
agencies have rated Liberia one of the most corrupt,
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least transparent and highly difficult countries to do
business in, why would you? Yet at the same time, the
nation has extensive natural resources and an untapped
labor force. Novametrics was challenged to identify a
highly-profitable and sustainable development project
that would be simultaneously risk-resilient.

The team began working to identify a project and sec-
tor with the highest potential for: 1) financial profit-
ability, 2) environmental-sustainability, 3) economic
development (with highest hu-

maximized efficiency profiting from existing local in-
frastructure. The carbon-neutral manufacturing plant
will operate off the grid, eliminating vulnerabilities to
risks associated with unreliable energy supply. The in-
tegration with the local consortium of rubber growers
and university programs ensures strong local support
and an educated workforce. The project addresses so
many of the nation’s development goals, that addi-
tional economic incentives are being awarded to it by
Liberia’s economic development office. Investors are

being attracted to the project not

man health benefits). Novamet-
rics analyzed land productivity,
natural resource distribution,
workforce demographics, in-
frastructure, communications,
transportation, energy financial
incentives, and market access,
as well as risk factors that in-
cluded

and environmental disruptions.

instability, corruption,

Thousands of data points were
statistically integrated and quan-
titatively optimized using weak
signal analysis. The results were
the ideal lo-
cations for such a venture were
identified: those that would have
the natural resources required at
hand, the right logistics and in-
frastructure as well as a skilled

triangulated and

local workforce — all factors that

T he impact, in
turn, 1s providing
market advantage

that allows for

premium pricing for
soctally-responsible,
healthful, and
environmentally-

sustainable markets.

only for its profitability, but also
because of its role as a flagship
enterprise for environmental-
ly-sustainable economic devel-
opment. The impact, in turn, is
providing market advantage that
allows for premium pricing for
socially-responsible, healthful,
and environmentally-sustainable

markets.

Africa Rising

It is no news that Africa has be-
come a popular destination for
emerging market investors and
multinational expansion. Insti-
have raced

tutional investors

towards the African continent

thirsty for portfolio diversifica-

reduce pollution, maintain nat-

ural resources, and support the

local economy while creating jobs and profiting from
development priorities. From the resulting analytics,
it was determined that the production of high-quality,
organically-grown latex products would be a highly
profitable, environmentally-sustainable venture. By
aligning the latex manufacturing plant with a local uni-
versity, partnering with a consortium of rubber grow-
ers, and identifying a location with renewable energy
and market access, the project minimized its risk and
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tion. Just last year, private-equity

funds have invested $8.1 billion
USD in African companies — a record amount just short
of the $8.3 billion USD high for 2007. Its growing con-
sumer base with ever-increasing disposable income,
combined with rich natural resources and an increasing-
ly stable political climate, means that Africa now offers
prime pickings for the trail-blazing investor. What’s
more: governments are welcoming investors with open
arms.



Liberia Results
Risks L)

Impact

Mitigated through identification of prime opportunity and alignment with local goals & needs

e Addressed infrastructure, energy, workforce, corruption, supply lines, market access, natural resourc-

es, etc
Impact °

Job creation as well as on-going contributions to AIDS/HIV prevention. contributes to essentially

every development goal - poverty reduction, human health, & environmental sustainability

Profit o

Annualized ROI over first five years >30%

e 10.2 Million USD project turning over 4.8 million USD in net revenue, which will increase by 1 million
USD when original financing is paid off at year five

In brief, the stage is set for success, as World Bank
indicators have revealed the main drivers of this con-
tinent’s economic expansion: a large local consumer
market with a growing amount of disposable income,
infrastructure development, an increasingly skilled la-
bor force, strong GDP growth reinforced by intra-re-
gional trade agreements, and a marked rise in FDI.

Yet the risks remain daunting: political strife, conflicts
with local governance requirements, impediments to
accessing capital, planning and logistics challenges,
pinpointing adequate physical resources and struggles
in finding the right talent in the right place. Moderate-
ly elevated risk and perceived obstacles for compiling
on-the-ground due-diligence puts off would-be finance
mavens from setting sail towards attractive African
multiples. Recent patterns indicate that only the brav-

est dare venture into the continent, yet these pioneers
are rewarded with first mover benefits in a highly di-
versified market with few competitors — while the rest
observe from the sidelines.

With Novametrics, this no longer needs to be true:
savvy investors who want to mitigate risk and seam-
lessly overcome these only-in-appearance insurmount-
able obstacles can employ a ‘scientific’ strategic entry
approach. What is certain is that the sky’s the limit in
this largely uncharted financial territory. To navigate
it, explorers will need to be armed with a good map
that minimizes risk and guides them towards the fertile
lands they seek. A map that Novametrics’ state-of-the-
art solutions can provide, with the very same analytical
and predictive science that help detect prime opportuni-
ties and optimize efficiency across this vast continent.
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—00d Prices |
North Africa

ne of the most important
factors for predicting local
political risk in emerging
markets are food prices. Bread in
particular serves as a staple food

across the MENA region. Some
have argued that the Arab Spring
was exacerbated —or even caused to
some extent— by rising food prices.
This issue’s data snapshot provides

bread prices across a dozen cities
in North Africa. Smart investors in
emerging markets should track and
pay attention to food prices and po-
litical risk when making decisions.

QOujda, Merocco
Fi h bread: {|
gl A, A
B Ameliare 150g
; e —— 8.5002D Bejaia, Algeria
Améliorer bread 250 g Tripoli, Libya
10020 Long loaf 45 centimeters
5 025D
o

Tangler, Morocco
Round whale wheat
bread 250g

3 MAD

Shubra El-Keima, Egypt
Mangine toast (500gm)

BUSLE

Rabat, Morocco
Seed Bread loaf 2505
9 MAD Cairo, Egypt
Fino bread (17x3x4cm)
Kairouan, Tunisia Tunis, Tunisia 0.25 LE
Grand Baguette 50 cm (400g) French baguette
0.6 TND sfax, Tunisia 0.180 TND
miewi 2508
Fes, Morocco 250 TND
Bread transplant
2 MAD

| Giza, Egypt
‘White bread (500gm)
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The Nigeria
Conundrum

# James Knight

The fact that Nigeria has hardly been
featured in the international news
agenda since March is undoubtedly

a good thing, and simply reinforces
how remarkable its recent elections
were. Providing endearing evidence
of the country’s ability to confound

expectations, the dire predictions
of a descent into mayhem following
a closely-fought Presidential
campaign proved to be reassuringly

melodramatic.

nstead, a nation voted, and
Ipower changed hands at the

ballot box. Without bloodshed,
without a military coup, without a
long-protracted legal dispute. That
is hardly the stuff of headline writ-
ers’ dreams, but one should not dis-
count how momentous and giddy it
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was for a nation to experience for
the first time in 55 years of fragile
democracy an incumbent President
being defeated at the ballot box.

Outgoing President Jonathan has
had his fair share of critics over the
past six years, particularly for his

apparent inability to act decisively
in times of crisis; but he was quick
to admit defeat to his rival, Muham-
madu Buhari, a 72-year-old former
military leader who was on his
fourth attempt at climbing the dem-
ocratic route to the top. Jonathan’s
gesture did more to shore up belief
in the democratic process in this
oil-rich country than anything else
achieved in his time in charge. And,
having made a courageous and
humble decision to respect the will
of the Nigerian people rather than
try and cling on to power with his
fingernails, he has no doubt shuf-
fled off the international stage in the
knowledge that some of the charges
of excess and graft that character-
ized his administration will not be
landing at his door.

Despite the momentous electoral
events, Nigeria remains Nigeria.
The country operates on a complex
web of patronage politics, with the



wheels greased by money coming
from its vast, leaky, oil and gas in-
dustry. A rapid jostle for position
among the business elite took place
ahead of Buhari’s inauguration on
29 May: as important as the min-
isters that the President Elect ap-
points will be the subtle shift in the
strata of Nigeria’s oligarchs over
the second half of 2015. Aliko Dan-
gote — Africa’s richest man — is a
northerner himself, and too much a
part of the furniture to be affected
by anything as transient as a change
of President. He has already made
such vast sums of money from his
concrete business that he has little
left to prove, and his new interests
in refineries, power infrastructure,
and agriculture, are all desperately
needed in the Nigerian economy.
Other figures, however, have been
much more dependent on links
they have forged with the outgo-
ing administration, particularly the
previous Oil Minister Diezani Ali-
son-Madueke, and it remains to be
seen whether their stock will fall in
the coming months.

The naming of ministers and rise of
new business alliances will reveal to
what extent Mr Buhari’s main polit-
ical ally, the experienced Lagos pol-
itician Bola Tinubu — who helped
deliver a swathe of votes from other
ethnic groups in the southwest of
the country to the opposition APC
alliance — will play a role in the
new administration. Another key
behind-the-scenes player is former
President Olusegun Obasanjo, a
PDP stalwart and another former

military man, will take a backstage
position in bridging gaps between
Nigeria’s two political parties in the
national interest.

The
breathed a huge sigh of relief that

business community has

political change has not deterio-
rated into violence. Buhari, in his
speech to the new Congress, rightly
mentioned the power sector as one

Chronic levels of
unemployment underline
the lack of productivity
i an economy that has
seen year-on-year GDP

growth of around 6-7pc
over the last ten years.
T he security situation

in the northeast prevents

Jurther investments in a

nascent mining industry.

of the most important to Nigeria’s
future; it is the bedrock on which
sustained economic growth will be
built. Backing reforms in this sector
instituted by Jonathan will be key,
and an example of where continu-
ity, rather than radical change, is

Political Risk

needed. Improvements in the struc-
turing and incentivization of power
generation and distribution must be
matched by reforms in the trans-
mission sector.

Despite the growth of the agricul-
tural sector, and aspirations to grow
services, telecoms and manufac-
turing sectors, oil and gas remain
the bedrock of Nigeria’s foreign
exchange earnings, and will do for
some time to come. The passage of
the much-delayed Petroleum In-
dustry Bill (PIB) through Congress
will be a key item of the new leg-
islative agenda, with implications
for the International Oil Companies
(IOCs) and local Nigerian firms.

Butlow oil prices have sent reserves
through the floor, and will restrict
the Finance Ministry’s room for
maneuver to pay for much-needed
public services. Chronic levels of
unemployment underline the lack
of productivity in an economy that
has seen year-on-year GDP growth
of around 6-7pc over the last ten
years. The security situation in the
northeast prevents further invest-
ments in a nascent mining industry.
While Buhari, as a northern Muslim
and ex-military man, would seem to
be well-equipped to grip the Boko
Haram Islamist insurgency, his par-
ty have little experience in manag-
ing Nigeria’s complex and interne-
cine security apparatus, elements
of which often work to their own
agendas. He also faces an uptick
in insecurity among militants in
the volatile Delta region, who have
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the capacity to cause considerable
damage to oil supply pipelines. Jon-
athan managed to keep a lid on this
due to his ethnic and cultural links
to the region; Buhari will be viewed
with distrust, but has moved quick-
ly to underline his committing to
ending the continued environmen-
tal degradation that has blighted the
region.

Overall the optimism is, for once,
well founded. Nigeria can take
heart from a new maturity to its po-
litical system, as it inches towards
becoming one of the world’s 20
largest economies by 2020. But the
euphoria will need to be replaced
by concrete action, and quickly.
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MACROWATCH: Emerging Market Data from CEIC

VVVnat does the New

Srazilian Household

Survey Say about

the

he continuous national
household sample survey
(Continuous PNAD), which

was recently released by the Bra-
zilian Institute of Geography and
Statistics (IBGE), provides users
with a snapshot of Brazil’s labour
market. The survey is based on a
sample of approximately 200,000
housing units in around 3,500 mu-
nicipalities. While other labour
market indices have existed prior
to this, the Continuous PNAD en-
hances the range of available sta-
tistics by broadening their scope;
one of the previous labour market
indexes, the Monthly Employment
Survey (PME), covered only the six
largest metropolitan areas out of the
twenty metropolitan regions across
the country.

The national average unemploy-
ment rate stood at 6.5% in the
fourth quarter of 2014, down from
6.8% during the previous quarter.
However, as unemployment tradi-
tionally dips during the fourth quar-
ter due to seasonal considerations,
the decline in unemployment was
unimpressive. Indeed, compared to
its year-earlier level of 6.2% the un-
employment rate was higher during
the fourth quarter of 2014. Unem-
ployment rates were particularly
high in the Northeastern Region
(at 8.3%) and were considerably
higher for the female segment of
the population (9.8%) than males
(7.2%). Youth unemployment was
particularly prominent with unem-
ployed workers aged 18-39 years
old contributing to around 70% of

abour Market”/

total unemployed workers. Accord-
ing to the PME, the average un-
employment rate was 4.6% in the
fourth quarter of 2014, down from
an average of 4.9% during the pre-
vious quarter and 4.7% during the
same period of 2013.

Brazil’s labour force participation
has also been another area of con-
cern. There were 63.8 million work-
ing age persons in the labour force
as at the fourth quarter of 2014, an
increase from 60.7 million in the
first quarter of 2012. This corre-
sponds to Brazil’s labour force par-
ticipation rate falling from 61.2% as
at Q12012 to 60.9% as at Q42014.
While the decline in labour force
participation was relatively small,
the declining trend in the labour
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force participation rate since mid-
2012 has been a cause for concern.
A pessimistic explanation suggests
that this is largely prompted by
discouraged youths exiting or not
participating in the labour market
due to high unemployment among
the young, along with the shortage
of job opportunities. This questions
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the ability of the Brazilian economy
to create sufficient jobs, especially
to counteract rising youth unem-
ployment. However, a more opti-
mistic reading suggests there is also
deferment of employment as youths
seek to improve their education lev-
els, which is supported by modest
increases in the number of employ-

Source: CEIC Data

ees who have participated in higher
education. Workers with completed
higher education levels rose to 18.6
million during Q42014 from 17.2
million during Q42013.

Contributed by
CEIC Analyst

Bruna Ferreira,
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oW IS India’s inward
Dl derved and how

can It increase”

ndia attracted net inward for-
eign direct investment (FDI)
amounting to USD30.76 billion
during the fiscal year ended March
2014, a 14.13%
pared to the previous fiscal year.
However, India’s FDI comprised
just 1.48% of its GDP in 2014,
comparing poorly with its region-

increase com-

al neighbours, notably Singapore
(24.6%), but also China at (2.92%)
and Malaysia (2.81%). Given that
equity direct investments remain
one of the most popular sources of
India’s FDI (comprising 82.16% of
the total FDI inflows as of 2014), a
comprehensive evaluation of these
types of investments may provide a
better understanding of how to im-
prove India’s FDI flows.

The government of India has long
sought to attract FDI through various
incentives. One of the key milestones
in India’s foreign investment engage-
ment came with its rationalisation
of FDI procedures through the in-

troduction of the “automatic route”.
This provides a channel for foreign
investors to bypass multiple approval
processes for foreign investment ac-
tivities. The automatic route allows
foreign investors access to specified
economic sectors without prior ap-
proval from the Foreign Investment
Promotion Board (FIPB). This route
reduces red tape and eases FDI in-
flows into India once non-residents
obtain the requisite industrial licens-
es. Given the broadness of sectors
covered by the automatic route, in-
vestments from this channel usually
account for over 60% of total equity
FDI (excluding a dip during 2007).
Outside the automatic route, equity
FDI may also come in the form of
ordinary shares acquisition (or other
instruments such as convertible debt),
stock swaps or the FIPB route. The
latter, also known as the “government
route”, covers foreign investments
where prior approvals from the FIPB
are required (in addition to other rele-
vant agencies).

However, FDI via the automatic
route saw two successive year-on-
year (YoY) declines during the fiscal
year ended March 2013 (-22.78%
YoY) and 2014 (-6.88% YoY), in
part due to weaknesses in the global
economy. Overall equity FDI, how-
ever, grew by a modest 8.36% due
to sharply improved inflows from
the foreign acquisition of shares,
which more than doubled during
the 2014 fiscal year (rising 133%
YoY). In the context of growth in
equity FDI overall, amid decline
in the automatic route investments
(during the fiscal year ended March
2014), there are several possible in-
terpretations. Increased appetite for
foreign investments through share
acquisitions may suggest a chang-
ing preference towards different
foreign investment channels. A less
benevolent view suggests possible
downward trend in foreign direct
investments being temporarily off-
set by a temporary surge in foreign
share acquisition, as foreign inves-

51



MACROWATCH: Emerging Market Data from CEIC

USD bn.
40 -

35 1
30 1

25

L

1

Sources of Equity FDI: By Country & Route

§J|||I}|}|

Mar-07 Mar-08 Mar-08  Mar-10 Mar-11 Mar-12 Mar-13 Mar-14 Dec-14 (vtdl
# Foreign Investment Promotion Board Route B Automatic Route W Acquisition of Shares Othcr &ptqr lmwu
Mauritius Singapore B United Kingdom Japan
Nethedands u Other Countries

tors seek to increase their stakes,
especially in sectors without caps
on foreign investments.

Also salient in India’s foreign eq-
uity investment statistics is the in-
vestment country of origin. India
has, effectively, gathered a signifi-
cant portion of its FDI from Mauri-
tius, accounting for more than 30%
of foreign inflows (amounting to
USD4.86 billion during the fiscal
year ended March 2014) despite
the relatively tiny economic size
of Mauritius compared to other
foreign investors (second is Singa-
pore, followed by the United King-
dom, Japan and the Netherlands).
This anomaly is largely due to the
favourable taxation status of Mau-
ritius and India. A comprehensive
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Double Taxation Avoidance Agree-
ment between India and Mauritius,
especially on capital gains, allows
gains accruing on foreign invest-
ment being taxed only in Mauri-
tius and at a favourable 3% rate.
As such, a large portion of foreign
direct investment originating from
Mauritius is channelled through
the country by non-Mauritian en-
terprises, including Oracle Global,
Merrill Lynch and Vodafone.

Due to the long-standing and
unique relationship between India
and Mauritius (including the Mau-
ritian generous taxation regime),
replicating these arrangements with
other countries may not be a feasi-
ble means of promoting FDI. While
the poor global economic climate

has somewhat dented India’s ability
to attract FDI, the latest data sug-
gest that returns from its regulatory
liberalisation in the 2000s may have
peaked and that India must discov-
er new ways to improve its FDI in-
flows, particularly through structur-
al reforms and improvement in its
infrastructure. More importantly,
India must extricate itself from a
“Catch-22” where it relies on FDI
for enhancing its infrastructure and
fostering growth yet requires en-
hanced infrastructure and credible
growth prospects to attract these
elusive FDIs in the first place.

Contributed by Ian Lim, CEIC An-
alyst
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he past ten months brought

a number of challenges

and opportunities on both
sides of the Atlantic: a record drop
in global oil prices, the start of the
euro area quantitative easing pro-
gramme aimed at reviving its limp-
ing economic growth, and specu-
lation that the US Federal Reserve
will raise interest rates as it expects
economic recovery to further tight-
en the labour market and stimulate
inflation. These were some of the
reasons for the plummeting bond
yields in the Eurozone towards the
end of 2014, and the depreciation of
Euro against USD. The question is
whether economic agents will react
to these changes in a way that would
increase activity in the Eurozone.

While there is no doubt that lower
fuel prices can reduce the produc-
tion and service costs for businesses,
historical review of the data shows
that they have not been pivotal in the
overall production and investment
dynamics of the European Union
(EU). From the historical trends of
some key activity indicators, such as
industrial production, investor con-
fidence, and equity value, oil prices
are a driver only in extreme circum-
stances when market participants are
sensitive to any signal. For example,
oil prices seem to have been one of
the factors dampening investors’ ex-
pectations in the EU in April 2011,
as measured by the Sentix economic
indicator. However, this happened
in the context of solvency issues in

- ONg anc
Ro0ad Anhea

—conomic Activity

—Uro

the Eurozone periphery and sover-
eign bonds yield curve reversal, oil
price volatilities is just one of many
factors contributing to the recession
experienced by the euro area over
that period.

Indeed, European Central Bank’s
(ECB) actions, as well as signals
from the ‘real economy’, such as
inflation and unemployment, con-
sumer confidence, and domestic
political crises seem to affect ac-
tivity indicators to a greater ex-
tent. The key driver of reversing
the trend of investors’ expectations
and subsequently that of industrial
production at the start of 2009 and
2012, and at the end of 2012 and
2014 seems to be ECB’s policy re-
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sponse to the euro area’s problems,
conducted via large-scale monetary
policy and liquidity stimulus mea-
sures. On the other hand, the main
factors for turning the trends down
for these indicators seem to be
the negative signals coming from
continuous disinflation, persistent
shortage of demand and grow-
ing unemployment. For example,
the announcement of the 3-year
long-term refinancing operations
(LTRO) in December 2011 led to
the Sentix economic indicator ris-
ing 15.8 percentage points between
January and March 2012, leading
to stabilisation in the IPI. However,
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a sudden drop followed after poor-
er than expected data reported in
March 2012 and the beginning of
April (just before the Sentix survey
was taken). February unemploy-
ment increased by 0.2 pp compared
to December 2011, gross domestic
product growth in the fourth quar-
ter of 2011 slowed down from the
previous quarter by 1.21 pp, whole-
sale and retail trade growth slowed
down in January 2012 by 1.46 pp
and inflation in February dropped
slightly by 0.03 pp from Decem-
ber 2011 and was estimated to have
dropped further in March.

Source: CEIC Data

Focusing on a more recent time-
span and considering the euro area
equities as an activity indicator
highlights the influences of politi-
cal crises. After the ECB introduced
the third round of the covered bonds
purchase programme (CBPP3) on
20 October, 2014, the MSCI equity
index picked up by 6.8% in a day.
The positive trend continued after
the Asset Backed Securities Pur-
chase Programme (ABSPP) was
announced on 21 November, until
27 November when the MSCI in-
dex dropped by 0.5% and continued
on a downward trend until mid-De-
cember 2014. In this case disinfla-
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tion and a stagnant labour market,
plus what was considered insuffi-
cient activity in bond holdings un-
der the ABSPP, were influential.
However, there was also another
factor, a political one. The Greek
bail-out question arose, which was
to shape market reactions even fur-
ther after 29 December 2014 when
the Greek parliament dissolved.

The negative trend turned around
for a longer period only after 7 Jan-
uary 2015 when new CPI data was
released for December 2014 by Eu-
rostat. Although the rate of inflation
was negative, it was considered as
a consequence of falling oil pric-

es, rather than the weak economy.
Moreover, the data was taken as a
signal that the ECB would roll out
a new money supply expansion
programme, purchasing govern-
ment bonds. Equity markets reacted
anticipating of euro currency de-
preciation, falling bond yields and
increased equity trading. Investor,
business and consumer sentiment
also forecast increased economic
activity, thus upward revisions of
the official IMF World Economic
Outlooks forecasts, to be released
on April 14 is expected. Final in-
flation and unemployment figures
for the first quarter are showing
improving trends (reaching -0.9%

annual growth and 11.9% rate, re-
spectively), so their development in
the next few months will be keenly
monitored.

Contributed by Hristo Nikodimov,
CEIC Analyst
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n spite of the recent political and
Ieconomio challenges in Russia,

crude oil production sustained
its growth trend for a sixth consecu-
tive year in 2014, reaching a record
of 525 million tons. Crude oil pro-
duction volumes collapsed during
the 1990s, followed by a revival in
the 2000s, but only recovered above
500 million tons in 2010 for the first
time in the country’s post-Soviet
Union era. Export duties and tax
revenues from oil production and
trade constitute the largest share of
the federal budget.

The volume of total crude oil ex-
ports declined by 5.6% year-on-
year (YoY) in 2014. This, coupled
with the steep oil price drop since
the middle of last year, led to a de-
crease in export revenues in USD
by 11.4% YoY. The Urals average
crude oil price dropped from USD
108.93 per barrel in June 2014 to
USD 46.58 per barrel in January
2015. The rouble devaluation ac-
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counted for increasing rouble-de-
nominated federal budget reve-
nues from foreign trade of oil and
gas, absorbing the pressure on the
federal budget resulting from the
decreasing USD-denominated ex-
port revenues. Federal government
revenues from export customs du-
ties on crude oil amounted to RUB
2.6 trillion in 2014 (RUB 2.3 tril-
lion in 2013), which was the largest
amount recorded in recent history.

The Commonwealth of Indepen-
dent States (CIS) accounted for
10.8% of the total crude oil export
volume of 223.4 million tons in
2014. In terms of value, however,
crude oil export revenue from non-
CIS countries totaled USD 145.6
billion or almost 95% of total crude
oil revenues in 2014, since Russia
sold oil at discounted prices to the
CIS countries. The main CIS con-
sumers of Russian oil have tradi-
tionally been Belarus, Kazakhstan
and Ukraine. The balance, howev-

Russian Crude O
NnAustry and
Patterns 1n 2074

—XPOr

er, is changing in favour of Belarus,
which increased its consumption
of Russian oil by 73.1%, from 3.4
million tons in the first quarter of
2011 to 5.9 million tons in the third
quarter of 2014. On the other hand,
oil exports to Kazakhstan signifi-
cantly diminished in 2014 from 2.3
million tons in the fourth quarter
of 2013 to 0.1 million tons in the
third quarter of 2014. Oil exports
to Ukraine contracted to minimum
levels and have remained close to
zero during the past three years.

The Netherlands, Italy, Poland and
Germany have traditionally been
the main consumers of Russian oil
in Western Europe, which has re-
mained the major and the steadiest
market for Russian oil for decades.
The Netherlands is the largest im-
porter reaching a peak of 56.9 mil-
lion tons in 2010 and recording
32.2 million tons for the first nine
months of 2014. Oil export growth
to Europe has remained stagnant
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Crude Oil: Q3-2011
Production: 129.1 mn tons
Export Value: USD 43.9 bn (8.5% to CIS)

Export Volume: 57,529 th tons (14.6% to CIS)

Crude 0il: Q3-2014
Production: 132.0 mn tons
Export Value: USD 40.3 bn (5.2% to CIS)

Export Volume: 56,630 th tons (10.5% to CIS)

4%

£l Ukraine _ M Other CIS W e
2 | <15 <1% B Other CIS
[ Kazakhstan _ @ Kazakhstan ——— & <1%
4% < 1%

[ Japan

B South Korea
6%

during 2014, resulting from the
strained trade relations with the Eu-
ropean Union and Russia’s expan-
sionary policy in Asia.

Russia has expanded its presence
in the Asian markets since 2009.
Oil transportation capacities have
grown
Russia’s oil exports to its Asian
partners. The initial phase of the

in Siberia, streamlining

Eastern Siberia-Pacific Ocean oil
pipeline construction was complet-
ed in 2009, and expanded to the
Pacific coastline by 2012 to reach
maximum capacity by 2015. China
has taken the permanent position of
the second largest consumer of Rus-
sian oil during the past two years,
swiftly outrunning major Europe-
an consumers. China imported 8.2
million tons of Russian crude oil in

the third quarter of 2014, or 16.2%
of the total non-CIS exports. Oil
exports to South Korea have also
significantly expanded in the last
decade, peaking at 3.2 million tons
in the third quarter of 2014. Oil ex-
ports to Japan reached 2.1 million
tons in the same period, placing it in
the top-10 importer list. Given the
deteriorating relations with Europe-
an partners, Asian markets are be-
coming increasingly important for
Russia and new contracts with Chi-
na are critical for further growth.

Oil and gas exports have been the
main source of revenue for Russia
and are a contentious topic due to
the country’s total dependence on oil
and gas trade. The rouble devalua-
tion only increases this dependence.
The global oil price decline did not

Source: CEIC Dala

have a significant negative impact on
oil and gas revenues, which declined
in foreign currency but rose in rou-
bles at the same time. The rouble de-
valuation was a direct consequence
of the oil price decline, providing
a cushion for the budget revenues,
while negatively affecting the finan-
cial system and purchasing power
of the population. Interest rates and
inflation have both risen, limiting
internal access to credit. Foreign
credit has been limited due to the
sanctions. In the current conditions
all industries, including oil and gas,
might experience negative effects in
terms of contracting investment and
financing.

Contributed by Alexander Dem-
bitski, CEIC Analyst
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ill the RMB become a
global reserve currency?
The answer will appear
after IMF’s twice-a-decade review of
the basket of currencies underlining
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the Special Drawing Rights (SDRs)
late this year. If the IMF decides to
add the RMB into the basket, the path
to RMB internationalization will be
very well paved. The related impact
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Source: PBoC, CEIC, CEIC estimates

will be much greater than that of Chi-
na’s participation in WTO.

To push for the IMF’s endorsement
of the RMB as a global reserve cur-
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rency alongside a strong US dollar
would certainly be a very challeng-
ing task for the RMB given the cur-
rent slowdown of the China’s econ-
omy. It is expected that the RMB
will face a lot of setbacks and will
encounter hardships in its journey
as a global currency, given China’s
current domestic and international
economic-political ~ environment.
As the saying goes, “good things
never come easy’’.

We may not be able to illustrate
how this great undertaking will be
carried out and accomplished. Yet,
there is a close relationship between
the RMB money supply system and
China’s foreign exchange whereby
the US dollar content is very high in

the money supply. We will now use
foreign reserves, position of foreign
exchange purchases, M1 and M2
for the estimations below.

Estimates based
on December 2014

statistics

1. Foreign reserves account for
67.6% of M1.If 65% of foreign
reserves are US dollars, then it
shows that M1 contains up to
44% of US dollars.

2. When money creation by FX
position reaches 104 trillion
yuan, then it is equivalent to
84.5% of M2.

With the ongoing US dollar apprecia-
tion, the RMB must first maintain its
stable value and appreciate at a grad-
ual pace. Otherwise, the progress of
RMB internationalization will be hin-
dered. However, future development
of the RMB will be more likely af-
fected by political purposes as well as
the prevailing international situation.
Economic factors may have a much
less important role to play.

Contributed by the China Database
Team
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[uplan's Depreciation
Casts a Shadows over
Nnvestment Climate

The optimism of foreign investors towards he dampened ~economic
. . look fi k -

the Indonesian equity market seems to be outiook from a weaker cur
. . . rency caused fear of profit
faltering, partly due to negative sentiment erosion in the stock market (on a
surrounding the political situation and foreign exchange adjusted basis),

reinforcing foreign investors’ deci-

prolonged depreciation of the Indonesian sion to sell their stocks. Neverthe.
Rupiah (IDR) against the United States less, the Jakarta Composite Index,
. . . Indonesia’s benchmark stock ind

Dollar (USD). This is evidenced by the HCONERIEL S DEREIATE SIOCR A
. . . . has been on a bullish trend, rising
persistent foreign net selling for six of the to 5,518.68 points in March 2015
past eight months on Indonesia’s Stock ffomd5’1_37-6: points Sil’; months
. oxme ago, despite the strong selling pres-

Exchange, with net sales of IDR 543 trillion . {0 foreign entities and the
in March 2015. weaker currency, suggesting that
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the market is still receiving support
from domestic investors.

Statistics from the Bank of Indo-
nesia (the central bank) show the
IDR depreciating against the USD
since March 2014, weakening to
IDR 13,084/USD in March 2015,
its lowest level since June 1998,
from IDR 11,404/USD during the
same period of last year. The Ru-
piah’s depreciation is arguably not
caused by Indonesia’s economic
fundamentals, but largely with the
improving economic condition of
the US along with the expectation
of an increase in the US’s bench-
mark interest rate by the US Fed-

eral Reserve in the near future.
The stronger USD has also caused
the currencies in other countries to
weaken against the greenback, as
investors exit emerging markets in
anticipation of a higher return in the
US.

Even though the weakening trend
of Indonesia’s currency is a con-
cern, with the rupiah touching IDR
13,000/USD in March 2015, the
government believes that the depre-
ciation will improve the country’s
trade balance, as imports become
more expensive while exports be-
come more competitive. The boost
to exports would also be expected

to help improve the current account
deficit, which expanded to 3.19%
of GDP in 2013, before narrowing
to 2.95% in 2014, compared to a
current account surplus of 0.19% of
GDP in 2011. Unfortunately, Indo-
nesia’s exports have yet to benefit
from the weaker currency. Statistics
from the Central Bureau of Statis-
tics indicate that exports from Indo-
nesia have been declining year-on-
year for five consecutive months
since October 2014, to USD 12.29
billion in February 2015, their low-
est level since October 2010, from
USD 14.63 billion a year ago. Nev-
ertheless, the lower export value
was offset by declining imports,
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which fell to USD 11.55 billion in
February 2015 from USD 13.79
billion in the previous year, lead-
ing to a trade surplus of USD 738.3
million, thus preventing a widen-
ing of the current account deficit.

The depreciation of the IDR against
the USD should theoretically pro-
vide improved opportunities to
boost exports in the form of en-
hanced competitiveness of Indone-
sian products. However, Indonesia
has not been able to reap its benefit
in part due to the sluggish trend in
prices of its prime export commod-
ities in tandem with a slowdown
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in the economy of China, a large
source of demand for Indonesian
exports. Without an increase in ex-
port earnings, the weaker IDR will
make it more challenging to repay
external debt, which rose to 32.93%
of GDP in 2014, from 29.14% in
the previous year. This would espe-
cially hurt the private sector, which
has increased its external debt to
18.33% of GDP from 15.61% over
the same period.

The Bank of Indonesia takes a se-
rious view of the continuous weak-
ening of the Rupiah and has in-
tervened in the foreign exchange

Source: GEIG Data

market to stabilize its depreciation.
Partly due to this foreign exchange
intervention, Indonesia’s foreign
currency reserves fell to USD
105.94 billion in March 2015 from
USD 109.80 billion in the previous
month. However, the surprise cut
in the key interest rate by 25 basis
points in February 2015, the first
decrease in three years, also shows
the determination of the central
bank to not forgo economic growth,
even if it is at the expense of further
aggravating a weaker currency.

Contributed by Yudha Prawira,
CEIC Analyst
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Founded in 1992 by a team of expert economists and analysts, CEIC Data www.ceicdata.com provides
the most expansive and accurate data insights into both developed and developing economies around
the world. A product of Euromoney Institutional Investor, we are now the service of choice for economic
and investment research by economists, analysts, investors, corporations, and universities around the
world.

Originally known as the industry leader for Chinese and emerging markets macroeconomic data, CEIC
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valled depth and breadth of national, provincial, and municipal data coverage with specialized in depth
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Latin Amenrica’s
Spluttering

Fconomic Heart

# Sarah Boumphrey

razil accounts for one third
of both Latin American
GDP and population, but

the performance of the region’s
largest economy has been dismal so
far this year. Although contagion to
the smaller economies in the region
will be — on the whole — limited, the
impact on business will not.

Staring Economic
Catastrophe in the
Face

Brazil’s situation is one of its own
making. Consumption-led growth
has run its course and real GDP
growth averaged just 1.6% between

2011 and 2014. The current slow-
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down is not just a cyclical glitch, the
economy is in dire need of serious
reform for sustainable growth to be
achieved but the political appetite for
this has been lacking. As a result, Bra-
zil is staring economic catastrophe in
the face. Growth is stagnating, infla-
tion climbing, the currency weak and
government finances strained. This
is coinciding with a political scandal
involving the president and the state-
owned energy company Petrobras.

Regional
Spillovers Are
Muted

Regional spillovers from Brazil’s
slowdown are relatively limited.

One reason is that trade linkages
are perhaps surprisingly weak — in
other words only a small propor-
tion of Brazil’s imports originate
from Latin America — 16.4% in
2014. In fact, almost one third of
imports come from the USA and
China

Our macro model shows that the
three most-affected countries from
a Brazilian slowdown would be
Argentina, Chile and Peru. Brazil
was the destination of 20.8% of
Argentina’s exports in 2014 and a
two percentage point slowdown in
Real GDP growth in Brazil from Q2
2015 would shave 0.40 percentage
points off growth in Argentina in
2015 and 0.17 percentage points in
2016. Argentina’s weak economic
fundamentals do not help, nor does
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Brazil Imports by Origin: 2014
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the composition of its exports to
Brazil, which lean towards consum-
er goods.

Chile and Peru, with their stron-
ger fundamentals and different ex-
port composition are less affected.
Growth in Chile would be revised
down by 0.16 percentage points and
growth in Peru by 0.11 percentage
points in 2015.

The Region’s Key
Consumer Market

More importantly, Brazil is a key
market for consumer goods compa-
nies. Home to nearly one third of the
region’s population, Brazil account-
ed for 53.3% of value sales of beauty
and personal care in Latin America
in 2014, 40.7% of consumer appli-
ance sales and 37.7% of packaged

food sales. With consumer expendi-
ture currently set to increase by just
0.6% in 2015 and with spending on
durable goods forecast to actually
decline by 1.1%, business will have
its work cut out to part Brazilians
from their money in 2015.

Note: Alcoholic and Soft Drinks
refer to off-trade. All data refer to
retail value RSP

The rise of its middle class has been
a key engine of Brazilian growth,
and is the main target of multina-
tionals. Between 2000 and 2014 the
number of households earning more
than S 25,000 USD (in 2014 prices)
increased by 117%. 27.4 million en-
tered the labour force, and consumer
lending expanded by 546% in real
terms. As a result it’s no surprise that
Brazil’s economic deterioration will
be closely watched in board rooms
around the world.

Selected Market Sizes in Latin America: 2014
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A Region at Risk
of Economic

Stagnation

Brazil is by no means alone in its
troubles; the region’s third and
fourth largest economies Argenti-
na and Venezuela are also (to put it
mildly) in the economic doldrums.
With GDP growth forecast to con-
tract in 2015, both countries face nu-
merous and substantial challenges.
Mexico, the region’s second-largest
economy, is performing better, but
even here prospects are dimmed by
the oil price, which is putting pres-
sure on government finances.

We’re currently forecasting growth
of just 1.9% in 2015 for Latin Amer-
ica as a whole, and when adjusted
for population growth, this figure
is even more des-
ultory — 0.9% in
per capita terms.
With of
the region’s four

three

largest economies
at best struggling
this year, and at
worst mired in
2015
looks set to be

recession,

a watershed for
Latin America’s
economic  pros-
pects, for all the

wrong reasons.
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“In catalyzing investment and strategic interest in agriculture technology, our

efforts are as much about convening a community as a conference. We are
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establishing the primacy of this critical area.”

Rohit Shukla,
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Global Aglnvesting, the world’s most well attended agriculture investment
conference series, is pleased to announce the inaugural GAl AgTech Week
in San Francisco. This groundbreaking event will provide two and a half days
of engaging keynote presentations by industry leaders, thought-provoking
panels, innovative company presentations and interactive workshops, all
designed to educate and inspire investors and entrepreneurs with a broad
range of investment opportunities in the food and agriculture technology
sectors worldwide.
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