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ABSTRACT
Strong growth rates, increasing urbanisation, favourable demographics and a growing middle 
class are among the key reasons that make a compelling argument for South African investors 
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to highlight the practical implications for investors by exploring the available investment 
opportunities and the challenges that can be faced. Due consideration has been given to 
appropriate benchmarks and fee structures that have a material effect on the outcomes and 
performance of an investment decision. Amendments to the regulatory framework have further 
enhanced the profile of Africa and resulted in a renewed focus by investors on the African 
continent. Finally, the perspectives of asset managers whose product offerings include Africa 
are provided for further insight into the investment landscape.
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1. INTRODUCTION
In the years following the global financial crisis, the desperate search for growth, yield 
and solvency has led investors to pay much more attention to emerging markets and, in 
particular, frontier markets. The term “Frontier Markets” was first used when, in 1992, 
the International Finance Corporation Emerging Markets Database, led by Farida 
Khambata, began publishing data on smaller markets. Khambata coined the term 
for this set of indices. Back then, there were few investment opportunities in frontier 
markets, and even investing in emerging-market countries such as Brazil and Russia 
was considered foreign. Things have definitely changed since then, with emerging and 
frontier markets at the forefront of driving global growth over recent years.

Frontier markets are still associated with much smaller countries that are 
investable but have lower market capitalisation and liquidity than the more developed 
emerging markets. Within frontier markets, Africa is often called “the final frontier”. 
In Africa, only South Africa, Egypt and Morocco are classified as emerging markets 
with most other countries classified as frontier markets.

Many factors make the African continent an attractive destination for investors. 
Emerging and frontier markets typically have more favourable growth and population 
dynamics and in general have more moderate debt levels than developed markets. In 
addition, Africa’s favourable demographic profile, rapid urbanisation, the rise of the 
African consumer and improving political outlook as well as governance frameworks 
all strengthen the case for investing in Africa.

With improved fiscal balances of governments, borrowing from central banks 
or from commercial banks is being replaced by government bond issuances. The 
rapid growth in the issuance of Eurobonds is testament that governments across the 
continent can now raise foreign debt with relative ease, which was unthinkable a few 
years ago. Private equity is another way for investors to access the Africa investment 
opportunity, especially in countries where a stock exchange or a bond market does not 
exist or is very small.

Frontier equity markets are typically pursued by investors seeking high, long-
term returns and low correlations with other markets. Investing in frontier markets 
does, however, come with a certain amount of risk. They typically have more political 
risk, are less liquid, are less transparent, and face a host of social and governance 
challenges not typically associated with developed markets. Financial markets are 
also less developed, which creates challenges when trying to access them. There is 
also no generally accepted standard benchmark that can be used to evaluate manager 
performance.

Since 2008, foreign-exchange regulations have allowed South African retirement 
funds to invest 5% of their assets in Africa. This has led to greater interest in the 

Did you know?
Africa has 54 fully recognised countries, nine territories and two de facto independent states with 
limited or no recognition.
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African investment opportunity within the investment community. As a result of the 
positive trends across the African continent, many South African and foreign asset-
management firms have set up funds that focus solely on investing in shares listed 
across the continent to meet the demand of institutional investors from around the 
globe.

Despite the risks and challenges, Africa as an investment destination has 
become a major theme within investment circles. Not surprisingly, a growing number 
of FTSE/JSE-listed companies have made large investment strides into the continent, 
particularly in the telecommunications, retail and mining sectors. A number of large 
multi-nationals are also expanding operations into Africa either through acquisitions 
or establishing offices on the continent.

Africa is a vast continent with a population of over one billion people, 
54 countries, thousands of ethnic communities and languages and divergent systems 
of government and cultures. Investing in these markets thus requires a different type 
of skill set and an in-depth knowledge of political and economic factors affecting these 
 countries.

The paper will cover the following aspects:
 — South African regulations
 — The case for investing in Africa, as well as the risks involved
 — The changing landscape of investment opportunities on the continent, including 

development of the listed equity space, bond markets and trends in private equity
 — Perspectives from South African asset managers offering investment products 

that invest in Africa
 — Topical issues to consider when investing in Africa
 — Considerations for trustees of South African retirement funds and the questions 

they should be asking fund managers

2. SOUTH AFRICAN REGULATIONS
South African retirement funds have been able to invest up to 5% of their assets in 
Africa since changes to foreign-exchange regulations in 2008. The allocation has 
remained at 5% over the past five years, as shown in Graph 2.1.

As part of the revised Regulation 28, the foreign-exchange limits are set by the 
South African Reserve Bank, which can change the limits at any time. As liquidity 
deepens across the continent it is possible that the limit will be increased.

In practice, few South African retirement funds have made full use of this 
direct allowance, but a number of the larger funds have made sizeable allocations. 
The allocation has largely depended on a fund’s investment consultant, with certain 
consulting houses advocating an allocation to Africa investments.

Did you know?
In terms of market capitalisation, stock markets in sub-Saharan Africa grew by 579% from 1992 to 2012, 
according to the World Bank.
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There are several reasons why funds haven’t made full use of the Africa 
allowance. Firstly, the extent to which consultants are able to advise on the inclusion 
of Africa as part of a fund’s existing investment strategy will depend on the specialist 
skill set and knowledge within the consulting house and its willingness to advise on 
less liquid, non-mainstream asset classes. Given that African markets tend to be less 
liquid and that most funds in South Africa are defined contribution funds that offer 
daily or monthly liquidity to fund members, there is a liquidity mismatch. This has 
also meant allocations, if any, have tended to be small to manage this risk. There is also 
a general lack of education around the Africa investment landscape, although this is 
slowly changing. There are plans to launch an institutional survey focusing on Africa-
listed equity portfolios.

The largest pension fund in South Africa, the Government Employees Pension 
Fund (GEPF), is mandated to invest 10% of its holdings outside the country, with 
half of that amount earmarked for long-term investment into Africa. Based on the 
fund’s size of approximately R1 trillion, this allocation amounts to around R50 billion. 
The GEPF’s stated aim is to initially focus on markets based on size and liquidity 
and then diversify into private equity and “development investments” that include 
infrastructure, energy and other such projects.

As liquidity is a concern in these markets, investors are likely to deploy assets 
gradually and grow with the markets. Large investments into Africa funds can create 

Graph 2.1 Maximum allowed offshore exposure for SA retirement funds
Source: Investment Solutions

Did you know?
Central Eastern Africa is believed by most scientists to be the origin place of humans and great apes. The 
earliest remains of the modern human species have been found in Ethiopia and date to roughly 200 000 
years ago.
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a performance drag when investment opportunities cannot be made fast enough due 
to the small size and lack of liquidity in these markets. This would result in portfolios 
having large cash holdings.

In addition to making a direct allocation to Africa investments, South African 
investors gain exposure through FTSE/JSE listed companies that have expanded onto 
the continent. Shares such as MTN, Shoprite and Standard Bank have meaningful 
exposure to operations outside South Africa.

Some retirement funds that use fully discretionary balanced mandates may 
have exposure to Africa through allocations by their asset managers. Managers such 
as Investec and Coronation were among the first to make allocations to Africa. More 
recently, Allan Gray has also made a small allocation. Initial allocations tend to be 
about 1% to 2%. The allocation through balanced mandates can often be advantageous 
as in some instances no performance fees are paid at the Africa fund level, but this will 
vary from manager to manager.

Investors that have made allocations have generally been handsomely rewarded 
as Africa (ex-South Africa) has been one of the best-performing regions in terms of 
stock market performance over the past 12 months to end June 2013. To date, most 
of the allocations to Africa have been in the listed equity space, although there is a 
growing trend towards allocations to bonds, particularly as capital markets develop, 
and less liquid asset classes such as private equity and agriculture.

3. RATIONALE AND RISKS ASSOCIATED WITH INvESTING IN AFRICA
The rationale for investing in Africa has been well documented over recent years as it 
has become more popular with institutional investors. The reasons for investing in the 
continent include:

 — Economic prospects (high growth and low debt levels)
 — Demographic profile
 — Urbanisation and the rise of the African consumer
 — Improving political and policy outlook, increased productivity and improving 

governance frameworks

Each of these factors, together with the risks, will be discussed in more detail in the 
sections that follow.

3.1 Economic Prospects
Economic Growth
The global economic recovery remains tepid, but it is expected to gradually strengthen. 
African countries, specifically sub-Saharan African countries, continue to grow at a 

Did you know?
Africa’s name is derived from an ancient area in modern-day Tunisia known as Ifriqiya, or sunny place, 
in Tamazight (a dialect indigenous to North Africa).
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strong pace, spurred by domestic demand and have benefited from high commodity 
prices in the past with economic prospects tilted to the upside. Economic output in 
sub-Saharan Africa expanded at nearly twice the global rate over the last decade and 
a number of African countries have been among the fastest-growing economies in the 
world during this period.

We have been living in a two-track world where emerging markets and countries 
in sub-Saharan Africa have grown significantly faster than the developed world. 
Graph 3.1 shows the difference in growth rates over the past few years.

Overall, sub-Saharan Africa grew by over 5% p.a. between 2010 and 2012. 
South Africa, as the region’s largest economy, accounting for just under a fifth of gross 
domestic product (“GDP”), grew by just 3% p.a. over the same period. This means 
many of the other countries in the region posted growth rates above 6% p.a. to bring 
the average growth up to over 5%.

Looking ahead, the International Monitory Fund (“IMF”) expects that trend to 
continue. Table 3.1 shows the expected growth rates for 2013 and 2014.

Globally, growth expectations have generally been revised down over the first 
half of 2013. Growth in some economies in North Africa remains weak because 
of difficult political and economic transitions. Despite the fact that growth in sub-
Saharan Africa is expected to be marginally weaker as some of its largest economies 
(Nigeria, South Africa) struggle with domestic problems and weaker global demand, 

Graph 3.1 Economic growth rates over the past three years
Source: IMF World Economic Outlook update – July 2013

Did you know?
While Africa makes up about 16% of the world’s population, one-quarter of the world’s languages are 
spoken only in Africa.
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it is still the second-fastest growing region after Developing Asia (including China). In 
fact, five of the ten fastest-growing countries are in Africa, as are 11 of the 20 fastest-
growing countries.

Table 3.1 Estimated economic growth rates for 2013 and 2014

Region 2013 2014
World output 3.1% 3.8%
Advanced economies 1.2% 2.1%
Emerging economies 5.0% 5.4%
Advanced economies    
United States 1.7% 2.7%
Japan 2.0% 1.2%
UK 0.9% 1.5%
European Union –0.6% 0.9%
Canada 1.7% 2.7%
Other advanced economies* 2.3% 3.3%
Emerging economies    
Central and Eastern Europe 2.2% 2.8%
Developing Asia 6.9% 7.0%
Latin America and the Caribbean 3.0% 3.4%
Sub-Saharan Africa** 5.1% 5.9%
Middle East, North Africa, Afghanistan and Pakistan 3.1% 3.7%
Russia 2.5% 3.3%
Source: IMF World Economic Outlook update – July 2013
* Excludes the G7 (Canada, France, Germany, Italy, Japan, the United Kingdom and the 

United States) and Euro-area countries.
** The primary region of Africa is often called sub-Saharan Africa and excludes the countries 

of North Africa: Western Sahara, Morocco, Algeria, Tunisia, Libya, and Egypt. Sub-Saharan 
Africa comprises 42 nations on mainland Africa and six island nations.

Thirteen countries in Africa (12 from sub-Saharan Africa and Libya) are expected to 
grow at faster than 7% in 2013. At an annual growth rate of 7%, an economy doubles 
in size every decade and more than quadruples in a generation. After three decades, an 
economy growing at 7% a year will be almost twice as large as one achieving an annual 
growth rate of 5%. An example of this is that 20 years ago, the South African economy 
was 7.5 times the size of Nigeria’s, measured in US$ terms. At the end of 2012, its 
economy was only 1.4 times larger.

Did you know?
The most populated city in Africa is the Egyptian capital, Cairo, with an estimated 17 million residents 
in the metropolitan area.
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Graph 3.2 shows the countries estimated to grow by more than 7% in 2013.
A recent paper by the World Bank Development Prospects Group entitled 

“Stress-testing Africa’s Recent Growth and Poverty Performance” (June 2013), 
indicated that Africa’s long-term growth is fairly impervious to a prolonged recession 
in high-income countries. Growth is, however, much more sensitive to a disruption of 
capital flows to the region, and to internal shocks such as civil conflict and drought. 
The broad policy implication is that with proper domestic production conditions, 
African countries can sustain robust long-term growth.

Debt Levels
Africa as a region has significantly lower debt levels than many developed-market 
economies and certain key emerging markets. Graph 3.3 shows the gross Debt-to-
GDP ratios for major developed markets, key emerging markets, as well as sub-
Saharan Africa.

In general, emerging markets have lower debt levels than developed markets. 
Sub-Saharan African country debt levels compare favourably with both India and 
Brazil. Debt levels have decreased significantly over time, as indicated in Graph 3.4, 
which shows debt levels since 2001.

However, within the various African countries, debt levels vary significantly, 

Graph 3.2 Projected GDP growth in 2013
Source: IMF World Economic Outlook, April 2013

Did you know?
Nigeria is the most populous country in Africa, with an estimated 155 million people. Egypt is the 
second-most populous country. It is estimated that the Nigerian population will grow to 440 million 
by 2050.
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which again illustrates the diverse nature of the continent’s economies. According to 
the April 2013 IMF Fiscal Monitor report, a few countries still have high debt-to-
GDP ratios. Countries such as Ghana and Senegal have registered sizeable increases, 

Graph 3.3 Gross debt-to-GDP ratios
Source: IMF Fiscal Monitor, April 2013

Graph 3.4 Sub-Saharan Africa: public debt-to-GDP ratio (percentage of GDP, median)
Source: IMF Fiscal Monitor Report, April 2013

Did you know?
The smallest country is the island nation of Seychelles with a total area of just 453 km².
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largely due to rapid growth in spending, including for infrastructure. Most countries, 
however, have experienced sharp declines (e.g. Burundi, the Central African 
Republic, the Democratic Republic of the Congo and Liberia). Debt relief, improved 
macroeconomic policies and generally strong growth have kept debt ratios stable on 
average. The large divergences can be seen in the table below.

Table 3.2 Debt-to-GDP ratios (% of GDP)

Country % of GDP
Highest Eritrea 124

Cape Verde 106
Seychelles 76
The Gambia 70

Lowest Nigeria 18
Cameroon 17
Botswana 13
Equatorial Guinea 6

Source: Dr Dambisa Moyo, CFA Annual International 
Conference 2013

3.2 Demographic Profile
A growing labour force, rapid urbanisation and a growing middle class are demographic 
shifts helping African countries to continue to grow despite low global economic 
growth. These trends will also help transform Africa from a commodities-led growth 
story to a consumer-led one.

While most of the developed world is concerned about ageing and shrinking 
populations, Africa’s population is young, continues to grow and thus offers huge 
potential in terms of population dynamics. Africa is home to one billion people, 
accounting for about 15% of the world’s population, and the IMF expects 18% of the 
world’s people to live in Africa by 2030.

Due to rapid population growth over the last 40 years, the people of Africa are 
relatively young. Graph 3.5 compares the median age of the main regions.

As can be seen from Graph 3.5, the median age on the African continent 
is significantly lower than in other regions. To provide context, South Africa has a 
median age of 25.2 years. Japan has the highest median age of 44.9 years, while Niger 
has the lowest median age of just 15.1 years. In 2011, the ten countries in the world 
with the youngest populations were all in Africa.

The same trend can be seen in Graph 3.6, which shows the proportion of the 

Did you know?
Africa is the most centrally located of all of the continents, with both the prime meridian (0 degrees 
longitude) and the equator (0 degrees latitude) passing through it.
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Did you know?
Africa was once joined to other continents in a super-continent called Pangaea. While Asia and South 
America split from Africa in the late Cretaceous epoch (roughly 80 million years ago), the African 
continent remained relatively stable and has not moved much through time.

Graph 3.5 Median age across different regions
Source: United Nations Population Division World Population Prospects: The 2012 Revision

Graph 3.6 Population under the age of 15 and over the age of 65
Source: United Nations Population Division World Population Prospects: The 2012 Revision
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population under the age of 15 years, as well as the proportion of the population 
aged 65 years and older. Africa has a much higher proportion of young people and a 
significantly smaller proportion of older people.

When compared with some of the more mature developed markets such as 
Japan, which has only 13.3% of its population below the age of 15 years and 23% over 
the age of 65, the potential demographic advantages of the continent are clear.

The number of people in Africa in the 15 to 64 year age bracket – classified as 
the main working-age population – is projected to reach one billion by 2050. In just 
over 35 years or so, the proportion of the world’s working-age people based in Africa 
will double and the continent is expected to make up almost a quarter of the world’s 
potential workforce, as highlighted in Graph 3.7.

Much has been written about the “demographic dividend” and the potential 
opportunities this presents for Africa. The demographic dividend is the accelerated 
economic growth that may result from a rapid decline in a country’s fertility rate and 
the subsequent change in the population age structure. With fewer births each year, 
a country’s working-age population grows larger in relation to the young dependent 
population, which means there are more people of working age and fewer dependents 
for them to support. In the past, in similar situations elsewhere, this demographic 
dividend has resulted in periods of strong economic growth.

Did you know?
Geologists believe the island of Madagascar split from the African continent as early as 160 million years 
ago.

Graph 3.7 Africa’s workforce will become the world’s largest by 2050
Source: United Nations Population Division World Population Prospects: The 2012 Revision
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With more people in the labour force and fewer young people to support, 
a country can exploit the window of opportunity for rapid economic growth if the 
right social and economic investments and policies are made in health, education, 
governance and the economy. While the benefits of a dividend can be great, the gains 
are neither automatic nor guaranteed. Although it represents one of the opportunities 
for Africa, it also introduces a number of challenges and is one of the main risks for 
the future.

Many African countries with large young populations are facing growing 
challenges in absorbing these youths into education systems and labour markets, 
and are thus not benefiting from the demographic dividend in a meaningful way. 
There is a trend in some countries for unemployment to extend to educated young 
people, including those who have graduated from tertiary education institutions. 
This raises a serious concern in economic development policy terms as it contradicts 
the assumption that higher education and training increase the productivity and 
employability of young people.

Lack of employment opportunities leading to disaffection among young people 
could result in conflicts that threaten political stability – as has been witnessed in a 
number of countries across the globe in recent years.

Uneven wealth distribution is also a risk many countries face as many African 
countries exhibit some of the highest Gini coefficients (measure of income dispersion) 
in the world.

3.3 Urbanisation and the Rise of the African Consumer
A low but a rapidly increasing level of urbanisation is also a positive trend for Africa. 
According to a McKinsey report entitled “A Continent on the Move” (June 2010), in 
1980, just 28% of Africans lived in cities. By 2010, this had grown to 40% – a proportion 
roughly comparable to China’s and larger than India’s (see Graph 3.8). By 2030, that 
share is projected to rise to 50%, and Africa’s top 18 cities will have combined spending 
power of $1.3 trillion.

According to the United Nations (“UN”) Population Fund, urban population 
growth rates in the emerging world are four times those of the developed world, 
with the vast majority of urbanisation occurring in Africa, which can be seen from 
Figure 3.1. What is interesting about Africa is that due to the high birth rates, the 
population in urban and rural areas is expected to increase over the next 40 years (see 
Graph 3.9). This compares with Asia, where 480 million people are expected to leave 
rural areas over the next 40 years.

Urbanisation often leads to improved productivity as well as higher demand and 
increased levels of investment, which is why it is potentially a positive factor for the 

Did you know?
Lake Victoria is the largest lake in Africa and the second-largest freshwater lake in the world, covering 
an area of 69 490 km².
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continent. Productivity has been shown to increase as people move from agricultural 
work to urban jobs. Graph 3.10 shows the levels of productivity for various African 
countries, and that productivity increases as urbanisation increases.

Urbanisation also creates opportunities to improve education and public services 
as more concentrated populations become easier to reach.

Did you know?
Islam became a prominent influence in North Africa by the seventh century A.D. and spread into sub-
Saharan Africa through trade routes and migration. The population of North Africa is still considered 
widely Muslim.

Graph 3.8 Share of population by region, 2010
Source: McKinsey, “A Continent on the Move”, June 2010

Figure 3.1 Expected annual growth rates in urbanisation (2010 to 2050)
Source: United Nations and Credit Suisse
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Urbanisation is leading to the development of infrastructure, including roads, 
buildings and water systems. According to a McKinsey report entitled “A Continent on 
the Move” (June 2010), Africa’s annual private infrastructure investments from 2000 to 
2008 tripled. Access to finance will be key for this trend to continue.

Urbanisation also creates the challenges of providing jobs, housing, energy and 

Did you know?
Arabic (in various dialects) is the most common language in Africa with about 170 million speakers. 
There are over 2 000 recognised languages spoken on the continent.

Graph 3.9 Changes in urban and rural population by region between 2011 and 2050
Source: United Nations World Urbanisation Prospects, the 2011 Revision

Graph 3.10 Productivity and urbanisation rates of African countries
Source: Wikipedia and IMF
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infrastructure to mitigate urban poverty and the expansion of slums. The risk many 
countries face is that if this transition is not handled properly it could lead to political 
instability.

Another key theme seen over recent years is the emergence of the African 
consumer. This has led many South African and international retailers to establish 
operations on the continent in an attempt to take advantage of this trend. According 
to a McKinsey report entitled “A Continent on the Move” (June 2010), at the start of 
the century, roughly 59 million households on the continent had income greater than 
$5 000, which is the level at which they start spending roughly half of it on non-food 
items. By 2020, the number of such households could reach 128 million, as shown 
in Graph 3.11. It is expected that Africa’s increasing consumption of non-food items 
will create more demand for local products, which in turn should increase domestic 
growth.

3.4 Political Landscape
Although the political backdrop in many of countries on the continent has vastly 
improved in the last ten years, political risk is still higher than in developed countries. 
According to the “Freedom in the World 2013” survey published by Freedom House, 
Africa ranks as the world’s most politically volatile region, with major democratic 

Did you know?
The Nile, which drains into the Mediterranean at the north-eastern edge of Africa, is the longest river in 
the world with a length of 6 650 km.

Graph 3.11 Share of households in each income bracket measured in US$ terms 
(millions of households)
Source: McKinsey, “A Continent on the Move”, June 2010
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breakthroughs in some countries, and coups, civil unrest and authoritarian crackdowns 
in others.

The survey provides an annual evaluation of the progress and decline of freedom 
in 195 countries and 14 related and disputed territories. It measures freedom according 
to two broad categories: political rights and civil liberties. Countries are ranked as 
“free”, “partly free” and “not free”.

In the 2013 survey, three African countries moved from partly free to free 
(Lesotho, Sierra Leone and Senegal). Three countries (Côte d’Ivoire, Egypt and Libya) 
moved from not free to partly free, while Guinea and Malawi also showed gains in 
their scores. Mali moved from free to not free, and Guinea-Bissau moved from partly 
free to not free. Declines in scores were seen in the Central African Republic, The 
Gambia, Kenya, Nigeria, Madagascar, South Africa and Uganda. Graph 3.12 shows the 
split of countries between free, partially free and not free.

According to the Ibrahim Index of African Governance published by the Mo 
Ibrahim foundation, which provides an annual assessment of governance performance 
based on Safety and Rule of Law, Participation and Human Rights, Sustainable 
Economic Opportunity and Human Development, 70% of African countries have 
improved in overall governance quality since 2006.

Did you know?
Africa contains the world’s largest desert, the Sahara, which covers an area greater than the continental 
United States. It is expanding south at a rate of about half a mile a month.

Graph 3.12 Political freedom across the African continent
Source: Freedom in the World 2013 survey, Freedom House
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Since 2000, there have been improvements in 11 of the 14 sub-categories 
considered:

 — Between 2000 and 2011, overall governance improved across Africa
 — While West, Central and Southern Africa are slowly improving their overall 

governance scores, North Africa and East Africa have registered declines
 — Over the last six years, almost half the countries surveyed registered an increased 

imbalance between the four categories
 — Five of the six most imbalanced countries belong to North Africa i.e. Algeria, 

Egypt, Libya, Morocco and Tunisia
 — Not only does North Africa remain the most imbalanced region in Africa, it has 

also experienced the greatest regional governance deterioration since 2006

Liberia, Angola and Sierra Leone have registered the biggest advances over the past 
five years.

According to a recent paper by Ernest & Young (Private Equity Roundup – 
Africa, February 2013), further evidence of improvements in governance in Africa 
comes from Transparency International’s Corruption Perceptions Index. Africa 
now has 14 countries ranking higher than India and 35 ranking higher than Russia. 
Although it still lags behind many developed nations, it signals the success of African 
governments and industry bodies in improving governance. Graph 3.13 shows the 
positioning of African countries in relation to other countries and the global average.

Although the trend is positive across many countries, political risk remains a key 

Did you know?
Only two African nations have never been colonised by European countries: Liberia and Ethiopia.

Graph 3.13 Corruption Perception Index
Source: Transparency International, Corruption Perception Index 2011
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consideration for investors. Events over recent years have highlighted these risks. It 
will be important to ensure adequate diversification across African countries to reduce 
large risks to any one country or region.

3.5 Additional Risks
As well as the risks discussed in the sections above, investors are exposed to additional 
risks that will depend on the type of investment. Some of these are:

 — Low levels of liquidity (dealt with in more detail in the section on financial 
market development) and the associated high direct and indirect costs of 
investing. This also means investors may take some time to exit an investment or 
manager, which could cause cash-flow issues

 — African markets are more volatile and can experience large declines such as in 
2008

 — Concentrated sector and stock exposure, particularly in certain markets
 — Capacity constraints given the small size of the markets
 — Currency risk as with any investment not denominated in your home currency
 — Understanding the rapidly developing domestic regulatory requirements and 

limitations of a diverse set of markets
 — Default risk when investing in government or corporate bonds
 — Poor corporate governance and slow adoption of international accounting 

standards, which reduce the reliance that can be placed on public information
 — Corruption, which remains a key problem for those attempting to do business in 

Africa – particularly in certain countries
 — While Africa has been one of the main benefactors of the search for yield 

over the past few years, if interest rates normalise in the developed world, the 
attractiveness of frontier markets in general may decrease

 — It is possible that one bad experience for investors could potentially taint the 
entire continent and discourage international investors from future investment

The following factors are also risks when considering the future development of 
African countries:

 — Government bureaucracy and hindrances to doing business on the continent
 — Lack of access to finance, which could hamper infrastructure development
 — Lack of education and skills development, which could exacerbate unemployment 

and poverty levels
 — Poor public health systems
 — Poor productivity and higher labour costs, which make African economies 

uncompetitive when compared with other emerging regions.

Did you know?
Zambia has over 72 languages.
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4. FINANCIAL mARKET DEvELOPmENT
The financial landscape in Africa has evolved over the years with the growth of the 
listed equity and bond markets, as well as the private equity market. Traditionally, 
most countries depended on the banking system for finance. The financial markets 
are increasingly playing a role in providing capital to the private sector, with funding 
being allocated to areas such as financial services and telecommunications. Typically, 
institutional African investors such as retirement funds are restricted from making 
investments outside their home countries. The financial markets provide a solution 
to creating more investment opportunity and the ability to diversify investments for 
local savers and investors. The quantum of such savings to be invested in financial 
markets has led to the development of financial markets. To date, a few South African 
investors have made allocations to Africa through listed equity, but over time we 
expect allocations to be made to other asset classes.

4.1 Equity markets
African listed equity markets have experienced growth in the number and breadth of 
stock markets over the last few decades. The number of African markets had increased 
from five in 1960 to 18 by the end of 2002. There are now 28 stock exchanges, including 
two regional exchanges. BRVM (Bourse Régionale des Valeurs Mobilières) links the 
countries of Western Africa i.e. Benin, Burkina Faso, Cote d’Ivoire, Guinea-Bissau, 
Mali, Niger, Senegal and Togo and is located in Abidjan, Cote d’Ivoire. BVMAC (Bourse 
Régionale des Valeurs Mobilières d’Afrique Centrale), housed in Libreville, Gabon, 
links the Central African Republic, Chad, Congo, Equatorial Guinea and Gabon. Plans 
are in place for exchanges to be created in countries such as Angola, Sierra Leone 
and The Gambia. Many of the exchanges came into existence very recently with the 
exception of some, such as Egypt’s, which began in 1883 and Morocco’s in 1929. The 
increasing number of stock markets in Africa can be attributed to the financial sector 
reforms undertaken by these countries, such as the privatisation of state-owned banks. 
Graph 4.1 provides a graphic of the evolution of the equity markets in Africa.

African stock markets are small in size and number of stocks (with the exception 
of South Africa, Nigeria and Egypt) when compared with other emerging economies. 
According to the World Federation of Exchanges, at the end of 2011, the total 
value of African stocks outside South Africa was only 0.94% of world stock market 
capitalisation, and 2.14% of all emerging-market stocks. Similarly, African markets 
excluding South Africa accounted for only 3.46% of the total global equity listings, in 
contrast to 12.29% by India. Together, South Africa, Egypt and Nigeria account for 
more than 50% of the listed equities on the continent.

Did you know?
Africa is politically organised into the African Union, a federation created in 2001 and comprising all 
nations except Morocco.
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The markets tend to be dominated by a few large companies that represent 
a high proportion of the total market capitalisation. For example, at the end of 
December 2012, Ecobank Transactional Incorporation accounted for 66% of Ghana’s 
market capitalisation, while in Uganda four companies account for 80% of the market 
capitalisation. Graph 4.2 indicates the movement in the number of stocks listed on 

Did you know?
There are fewer people with internet access on the entire continent of Africa than in New York City.

Graph 4.1 The start dates of African stock exchanges
Source: Supplement to JSE Magazine: African Investment, Wikipedia and various stock exchange websites

* Lusaka Stock Exchange
** Abuja Securities and Commodities Exchange
***Agricultural Commodities Exchange of Zambia

Graph 4.2 Number of listed companies
Source: World Bank, IMF
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some African stock exchanges. For most markets, the number of stocks over the last 
decade has marginally increased.

Graph 4.3 reflects the market capitalisation of various African exchanges and 
the annualised growth rate over the ten years ending 2012. It is pleasing to see these 
markets have experienced growth over this period, with some, in particular Uganda 
and Zambia, showing annualised growth of 65% and 30% respectively.

African stock markets are small relative to the size of their economies. For 
example, market capitalisation in Ghana was only 9% of GDP at the end of 2012, while 
South Africa’s market capitalisation as a percentage of GDP was 160%. Their small size 
makes them vulnerable to speculation and manipulation by insiders at the expense 
of other investors. They are extremely illiquid and thinly traded, which affects their 
informational efficiencies. For example, in Mauritius, daily turnover is US$2 million, 
whereas in South Africa it is US$2.5 billion. Market capitalisation as a percentage of 
GDP is an indicator of financial market development in a country. As reflected in 
Graph 4.4, it is pleasing to see this ratio has improved for many African countries.

Turnover ratios measure trading activity relative to the size of a stock market 
and also indicate the level of liquidity available in a market. Graph 4.5 highlights the 
turnover ratios of various African stock markets for 2011. The opening of the South 

Did you know?
Libreville, Gabon, is the fifth-most expensive city in the world to live in. Tokyo is the most expensive city.

Graph 4.3 Market capitalisation (US$)
Source: World Bank
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African market after 1994 led to an improvement in the turnover ratio (and hence 
liquidity) from 5.5% in 1993 to 48% in 2011. The number of trades on the Johannesburg 
Stock Exchange was 674 814 in 1993 and this improved to 26 504 219 in 2011. With 
increased interest in Africa, we could see this improvement in other markets as well.

Did you know?
In 1962 Zambia had a space programme intending to be the first nation on earth to send a man to the 
moon.

Graph 4.5 Annual turnover as a percentage of market capitalisation in 2011
Source: World Bank, IMF, Johannesburg Stock Exchange

Graph 4.4 Stock market capitalisation as a percentage of GDP
Source: World Bank, IMF
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Some markets tend to have infrastructure issues. The availability of efficient 
trading mechanisms increases trading volumes, turnover and liquidity of stock 
exchanges. Many African stock markets have adopted electronic systems, but many 
still use manual trading, clearing and settlement systems. The low turnover ratios are 
partly attributable to manual systems. Some markets trade over short periods of the 
day and in some cases only for a few hours, as highlighted in Table 4.1.

Table 4.1 Exchange trading times

Exchange Time Zone Trading Days Trading Times Settlement
Botswana GMT + 2 Mon–Fri 07:30–08:15 T + 3
BRVM GMT Mon–Fri 08:30–17:00 T + 3
Egypt GMT + 2 Sun–Thu 10:30–14;30 T + 0
Ghana GMT Mon–Fri 07:00–16:00 T + 3
Kenya GMT + 3 Mon–Fri 06:00–12:00 T + 4
Mauritius GMT + 4 Mon–Fri 06:00–09:00 T + 3
Morocco GMT Mon–Fri 10:00–15:30 T + 3
Namibia GMT + 2 Mon–Fri 07:00–15:00 T + 5
Nigeria GMT + 1 Mon–Fri 08:30–11:30 T + 3
Tunisia GMT + 1 Mon–Fri 09:00–13:00 T + 3
Zambia GMT + 1 Mon–Fri 09:00–12:00 T + 2
South Africa GMT + 2 Mon–Fri 09:00–17:00 T + 5
Source: Old Mutual Investment Group South Africa and the Johannesburg Stock Exchange

Volatility in African stock markets is high, largely due to their small size, illiquidity and 
often unstable economic and political environments. The Zimbabwe Stock Exchange 
Industrial Index, for example, reported gains of 133% in 1990 and 110% in 1993, but 
losses of 55% in 1991 and 59% in 1992. Despite the problems of small size and liquidity, 
many have performed exceptionally well. Graph 4.6 highlights this.

A key differentiator is that Africa’s equity market tends to be more sensitive 
to the domestic situation than global trends. This is good for diversification, but it 
increases the importance of country-specific knowledge and on-the-ground research. 
Table 4.2 shows the correlations between the SA equity market, key African countries 
and major international indices.

The African equity markets included in the analysis have a very low correlation 
to South African equities and to global indices, so there are distinct benefits in 
making allocations to these markets. Correlations may increase in the future as these 

Did you know?
Nine of the ten highest total fertility rates are in African countries, with Niger topping the list (7.1 births 
per woman in 2012).
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markets become larger and as Africa becomes a larger part of the global economy. 
Correlations are low even between the various African countries, providing additional 
diversification.

Table 4.2 Weekly correlations in US$ since 2007 (when Nigerian index was formed)

 
JSE All 
Share

Nigeria 
30

Morocco
Egypt 

30
Kenya

S&P 
Africa 

40

S&P 
500

FTSE 
100

Hang 
Seng

MSCI 
World

MSCI 
EM

JSE All Share 100%                    
Nigeria 30 24% 100%                  
Morocco 8% 59% 100%                
Egypt 30 6% 76% 83% 100%              
Kenya 20% 87% 56% 80% 100%            
S&P Africa 40 92% 22% 25% 16% 13% 100%          
S&P 500 77% 61% 4% 21% 55% 60% 100%        
FTSE 100 56% 79% 43% 62% 84% 42% 82% 100%      
Hang Seng 78% 56% 43% 55% 54% 74% 67% 73% 100%    
MSCI World 69% 76% 33% 50% 77% 54% 93% 97% 77% 100%  
MSCI EM 91% 49% 42% 44% 47% 88% 73% 72% 94% 79% 100%
Source: OMIGSA

Diversification benefits are also experienced between African markets, as reflected in 
the low correlations in Table 4.3.

Table 4.3 Correlation matrix of various Africa exchanges (Based on data from 1 July 
2007 to 30 June 2013 in US$)

Egypt Kenya Mauritius Morocco Nigeria Zambia Tunisia
Egypt 100%
Kenya 20% 100%
Mauritius 0% 27% 100%
Morocco 26% 24% 34% 100%
Nigeria 32% 48% 24% 28% 100%
Zambia –25% 14% 36% 12% –1% 100%
Tunisia 8% 13% 48% 25% –15% 13% 100%
Source: Bloomberg

Did you know?
Only 40% of Africa’s population lives in urban areas. Africa is home to only two megacities with a 
population greater than ten million: Cairo, Egypt and Lagos, Nigeria.
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Foreign direct investment into Africa has grown from around US$10 billion a 
year in the 1990s to US$50 billion in 2012, according to the 2013 World Investment 
Report. Such inflows were largely driven by investments in the resource sector in 
countries such as the DRC, Mauritania, Mozambique and Uganda. Consumer-
orientated manufacturing and services also benefited. The emergence and expansion of 
stock markets in Africa will help attract private investment and represents a significant 
step towards integration into the global financial marketplace. The improvement in 
the financial market landscape in Africa creates opportunities for local and global 
investors, including retirement funds.

The discovery of resources in many African countries has led to industry looking 
to the financial markets to raise capital, thereby aiding financial market development. 
With the increasing size of the working population, many investors will look to the 
African markets to invest their savings.

The drawbacks, as highlighted above, of the various stock markets in Africa may 
make investors wary of exploring such opportunities. The growth of the African markets 

Did you know?
Mount Kilimanjaro is the highest point in Africa. Located in Tanzania near the Kenyan border, this 
dormant volcano rises to 5 895 metres.

Graph 4.6 12-month rolling returns since 1 July 2007 to 30 June 2013 of various 
Africa exchanges (in US$)
Source: Bloomberg
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cannot go unnoticed and for many of these economies there are plans to improve the 
situation. Regulation is coming to the fore and information is becoming more readily 
available. For first-time investors in the African markets, listed equity investments are 
a good initial step as they are easier to dispose of than direct investments or sovereign 
loans.

4.2 Bond market
Bond market development in Africa has been increasing, with a number of countries 
establishing markets, albeit small and inactive. The increase in government bond issues 
is due to investors’ search for yield given the current low interest rate environment in 
much of the developed world, as well as financial sector reforms taking place in some 
countries. For example, in 2004, the governor of the Central Bank of Nigeria decided 
to raise the minimum capital requirement for banks to US$250 million by December 
2005. This banking sector recapitalisation was achieved through a combination of 
private and public bond issues on the local market that was largely taken up by wealthy 
Nigerian investors.

A number of bodies have come to Africa’s assistance to facilitate the growth 
of corporate bond markets by issuing local currency bonds to finance infrastructure 
and lending projects. These multilateral financial institutions include the International 
Finance Corporation of the World Bank and the Swedish International Development 
Cooperation Agency. These institutions have launched the Efficient Securities Markets 
Institutional Development Africa Programme, which aims to foster well-functioning 
securities markets through transaction support and regulatory assistance. Since the 
launch of this programme in 2007, Kenya, Tanzania, Uganda, Burundi and Rwanda 
have benefited from corporate bond growth.

Compared with world economies, African bond markets are still in a nascent 
stage of development, as highlighted in Graph 4.7.

As can be seen in Graph 4.8, much of the growth in African debt markets has 
come from the government sector, with corporate debt issuances lagging behind, but 
growing nonetheless.

Local currency bond markets in sub-Saharan African countries exist but are 
in early stages of development. They are dominated by government securities, with a 
share of 89.2% of the total market capitalisation, compared with the share of corporate 
bonds, which stood at just 10.8% in 2010, according to the IMF. Foreign currency 
issuances, in particular those demonstrated in US dollars, dominate the African debt 
market. Eurobonds, which are international bonds denominated in a currency not 
native to the country where they are issued, have become very popular among some 
African governments. Ghana was the first sub-Saharan African country outside South 

Did you know?
In August 2012, Zimbabwe proposed to create a US$300 million Disneyland theme park next to Victoria 
Falls to attract young tourists.
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Did you know?
Mount Kilimanjaro is the location of Africa’s only glacier, although scientists predict that the ice on the 
top of it will disappear by the 2030s due to global warming.

Graph 4.8 Bond market capitalisation (as a percentage of GDP) in Africa (ex-SA)
Source: IMF

Graph 4.7 Comparison of public and private bond market capitalisation in 2010 (as 
a percentage of GDP)
Source: IMF
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Africa to issue a US$750 million Eurobond with an 8.5% coupon rate in October 2007. 
According to Rand Merchant Bank, to the end of July 2013, ten sub-Saharan African 
countries (excluding South Africa) have raised US$8.1 billion through Eurobond 
issues with an average coupon rate of 6.2% and 11.2 years’ duration. Graph 4.9 reflects 
the Eurobond issues of sub-Saharan African countries since 2007.

Table 4.4 highlights the attractive yields available on African Eurobonds, which 
have attracted global investors inclined to diversify their portfolios. Long-term 
government bonds play a key role in raising money to address gaps in infrastructure, 
transport and energy. This is expanded on later in this section.

The popularity of bonds, corporate or government, as a savings vehicle for 
investors is evident in the oversubscription of many of the issuances. This signals 
investors have confidence in the African investment opportunity beyond the usual 
commodity growth story. As can be seen in Table 4.4, at the time of issuance, the 
Ghana Eurobond was four times oversubscribed. Corporate bonds have also been 
popular with investors as they have experienced oversubscription levels, some greater 
than 30 times, as highlighted in Table 4.5.

Did you know?
Africa has been the second-fastest-growing region over the past ten years, with average annual growth of 
5.1 per cent. This has been driven by greater political stability and economic reforms that have unleashed 
the private sector in many countries.

Graph 4.9 Annual global issuance by sub-Saharan sovereigns since 2007 (US$ billions)
Source: Rand Merchant Bank
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Table 4.4 Examples of Eurobond Issuances by African countries

Country Year of 
issue

Maturity Yield Size of issue
(US$ billion)

Purpose of issue Subscription 
Level

Egypt 2010 2020 5.75% 1 Financing a widening budget deficit
2010 2040 1.5

Gabon 2007 2017 8.20% 1 Repaying debt
Ghana 2007 2017 7.50% 0.75 Improving Infrastructure 4X
Namibia 2011 2021 5.75% 0.5 Financing TIPEEG (Targeted 

Intervention Programme for 
Employment and Economic Growth)

5.5X

Nigeria 2011 2021 6.38% 0.5 2.5X
2013 2018 5.38% 0.5 Financing power projects across the 

country
3.5X

2013 2023 6.63% 0.5 5X
Rwanda 2013 2023 6.88% 0.4 Using US$200 million to repay loans 

in relation to the Kigali Convention 
Centre and the RwandAir strategic 
development plan; US$150 million to 
finance the completion of the Kigali 
Convention Centre; and US$150 
million to be used to pay for building 
a 28 megawatt hydro-power plant

8.7X

Senegal 2009 2014 9.25% 0.2
2011 2021 9.13% 0.5 4X

Zambia 2012 2022 5.63% 0.75 Financing the upgrading of 
infrastructure in the road and energy 
sectors and funding the country’s 
budget and spending in social 
sectors (education and health)

15X

For African issuers, although bond issuance carries higher borrowing costs, it is seen as 
the preferred source of financing over concessional debt and foreign direct investment. 
Concessional debt refers to debt raised through terms substantially more generous 
than market loans. The generous terms can be extended through lower interest rates 
than available on the market or by grace periods over which the debt should be repaid. 
The reasons for this are twofold:

Did you know?
Contrary to conventional wisdom, most of Africa’s growth has come from domestic spending and non-
commodity sectors, rather than the resources boom.
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Table 4.5 Subscription levels of African IPOs, 2009

Company Sector Country
Issue Size 

 (US$ million)
Subscription 

 Level
Compagnie Generale Immobilier Real estate Morocco 426 142x
Taalat Moustafa Real estate Egypt 688 41x
Maridive Oil services Egypt 278 31x
Alliances Development Immobilier Real estate Morocco 275 29x
Delta Holdings Construction Morocco 129 22x
GB Auto SAE Automobile Egypt 213 7x
Dangote Flour Mills Food Nigeria 146 6x
Kenya Reinsurance Insurance Kenya 34 4x
Safaricom Telecom Kenya 786 4x
AccessKenya IT Kenya 11 4x
Source: Enco Capital Research

 — African governments require large investments for infrastructure development 
(to the tune of US$90 billion a year). Funds raised through concessional lending 
are insufficient for what is required to bridge Africa’s infrastructure gap or 
support sustained levels of economic growth, which is necessary to eradicate 
poverty across the region. Though infrastructure bonds offer a viable funding 
solution, Eurobonds are more globally recognised.

 — Governments are increasingly disillusioned with conditions attached to multi-
lateral assistance Concerns over governance and the sluggish implementation 
of reforms led to the suspension of donor aid to Rwanda. Yet, the sovereign’s 
US$400 million issue in April 2013 was greatly oversubscribed. Furthermore, 
the close monitoring and conditions placed by lending institutions make it a less 
attractive form of financing.

Apart from South Africa, Botswana and Namibia, the sub-Saharan African countries 
have a “speculative” credit rating, putting their issuances in the junk bond category 
and at high risk of default, and hence non-investment grade. Default risk is therefore 
a possibility, especially when investing in Eurobonds of countries where political risk 
is elevated. For example, Cote d’Ivoire defaulted on its 2032 Eurobond in early 2011, 
within a year of it being issued, during unrest that descended into a civil war following 
a disputed election.

Investors’ continued interest in these issuances is primarily driven by the search 
for yield, despite the risk of low ratings for many of these countries, because of the 

Did you know?
Namibia is the fourth-least densely populated country in the world.
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buoyant rates of economic growth and lower debt levels. The expectation is that credit 
ratings will improve given the structural and fundamental changes in some of these 
economies. Figure 4.1 indicates the level of sovereign bond ratings for the African 
countries.

One risk with investing in African bond issuances is that there is no secondary 
market, which hampers liquidity. Investing in African bonds would therefore be on a 
buy-and-hold basis. There are also concerns regarding the deployment of sovereign 
bond proceeds, which are largely dependent on the effectiveness of government. In the 
case of corporate bond issuances, good corporate governance and debt-monitoring 
structures should be in place to prevent excessive borrowing from companies.

Did you know?
Africa has about 60 per cent of the world’s unused cropland, providing a golden opportunity to 
simultaneously develop its agricultural sector and reduce unemployment.

Figure 4.1 Africa’s sovereign bond ratings
Source: Rand Merchant Bank
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There is no doubt there is an increased demand for African bonds and this has 
resulted in many countries planning new or returning issuances in coming years. 
Cameroon, Angola and Nigeria are among these countries. Table 4.6 indicates other 
countries that have provided further detail on their potential Eurobond issuances.

Table 4.6 Potential African Eurobond issuances

Country Details
Kenya In March 2013, the government announced a planned $1 billion 10-year Eurobond issuance that is 

expected in the fourth quarter of 2013.
Uganda In 2012, the government stated plans to issue a Eurobond in the next two to three years. The proceeds 

of the issuance will fund oil industry infrastructure development.
Senegal Another Eurobond issuance is expected. The government recently offered an infrastructure bond with 

a maturity of ten years at a value of 50 billion CFA francs.
Tanzania The government plans to raise US$2 billion to build roads, boost power generation and refurbish the 

nation’s railways as it strives to reach middle-income status by 2025. 
Ghana The government is expected to issue a Eurobond in the third quarter of 2013. The proceeds will be 

used for self-funding capital-expenditure projects, social projects and to refinance debt.

4.3 Private Equity
Private equity is another way for investors to access the Africa investment opportunity, 
especially in countries where a stock exchange or a bond market does not exist or is 
very small. A number of private equity firms have made allocations to Africa and, 
more recently, the GEPF has stated its aim to allocate to private equity in Africa. This 
has heightened interest in this asset class in the investment community.

As can be seen in Graph 4.10, private equity fund raising in Africa improved from 
2010 to 2011, but was challenged in 2012 when the total funds raised by Africa-focused 
private equity funds were US$1.1 billion, in line with a trend seen in other emerging 
markets. This is less than half of that raised in 2011. Despite the disappointing number 
for 2012, the prospects for further fund raising for the continent are strong. The large 
number of small and medium-sized enterprises needing funding should continue to 
drive the growth of private equity investment across Africa closer towards the levels 
seen in other emerging markets such as China and India.

According to the 2013 East Africa Private Equity Confidence Survey “Seeing 
beyond the Waves”, private equity fund-raising activity was spread across the sub-regions 
of Africa. This indicates a greater interest in African countries outside South Africa.

The need for greater diversification and higher returns has led to the popularity 
of private equity investment in Africa. Interest has improved over the years, with 

Did you know?
According to the World Bank, Rwanda has the highest number of women in a national parliament with 
56% of the seats.
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managers either beginning to invest or increasing their investments in the region. 
A recent survey conducted by the Emerging Markets Private Equity Association 
(EMPEA), titled “Global Limited Partners Survey: Investors’ Views of Private Equity 
in Emerging Markets 2013”, indicated that 54% of the managers surveyed would either 
begin or continue to invest in sub-Saharan Africa over the next two years. The managers 
also ranked sub-Saharan Africa as the number one investment destination in terms of 

Did you know?
In addition to its high population growth rate, Africa has the world’s lowest life expectancies. According 
to the World Population Data Sheet, the average life expectancy is 58 years.

Graph 4.11 Number of deals by region in 2012
Source: 2013 East Africa Private Equity Confidence Survey “Seeing beyond the Waves”

Graph 4.10 Fund raising in Africa and other emerging markets in US$ billions
Source: KPMG Private Equity Roundup 2013
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private equity investment. The reasons cited for its attractiveness included the positive 
trends associated with demographics, economics etc, as highlighted earlier, but also 
due to the “increase in fund managers with a track record, significant investment 
opportunities, the dynamic of low entry valuations, and fast-growing markets”. These 
results are highlighted in Graphs 4.13 and 4.14.

A large proportion of the respondents to the EMPEA survey are from North 
America (49%), followed by Western Europe, Asia-Pacific and the rest of the world. 
This shows interest in the African private equity opportunity is not just from South 
African investors but also from global investors. This mix of investors includes public 
and private pension funds, family offices and private trusts, fund of funds, development 
finance institutions, insurance companies, foundations, asset managers and sovereign 
wealth funds.

In terms of risks associated with private equity investment in sub-Saharan 
Africa, political risk is the primary deterrent, although this perception has decreased 
substantially, as shown in Table 4.7 (36% versus 66% in the previous year). The 
next-biggest risk to private equity investment is the limited number of established 
general partners with track records operating in the region to invest with. This risk, 
as well as that of the scale of opportunity to invest being too small, highlights the 
limited opportunity set available to investors. Other risks cited, albeit by only a small 
proportion of respondents, included weak exit environments, challenging regulatory/
tax issues and high entry valuations. As a potential investor into this asset class, such 
risks can be raised with the incumbent asset manager(s).

Did you know?
The average life expectancy on the African continent ranges from 74 years in the island nation of 
Mauritius to just under 32 years in Swaziland.

Graph 4.12 Deal value by region (US$ millions) in 2012
Source: 2013 East Africa Private Equity Confidence Survey “Seeing beyond the Waves”
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Did you know?
The total GDP per capita of the ten richest African countries was 23.8 times that of the ten poorest 
countries.

Graph 4.13 Limited Partners’ planned changes to their emerging-market private 
equity investment strategy over the next two years
Source: 2013 East Africa Private Equity Confidence Survey “Seeing beyond the Waves”

Graph 4.14 Market attractiveness rankings, greatest shifts 2009–2013
Source: 2013 East Africa Private Equity Confidence Survey “Seeing beyond the Waves”
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Table 4.7 Factors likely to deter limited partners from beginning to invest in emerging 
markets/regions
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China 3% 30% 5% 13% 13% 23% 15% 20%
India 6% 37% 6% 49% 33% 27% 22% 16%
Southeast Asia 37% 7% 20% 10% 3% 7% 23% 10%
Russia/CIS 18% 0% 10% 2% 8% 32% 22% 60%
Turkey 24% 6% 6% 12% 3% 12% 33% 30%
Central/Eastern 
Europe

18% 3% 21% 8% 13% 15% 21% 28%

Brazil 6% 35% 0% 26% 0% 0% 23% 10%
Latin America 
(ex-Brazil)

36% 7% 7% 7% 4% 0% 21% 21%

MENA 36% 2% 30% 4% 11% 16% 11% 50%
Sub-Saharan 
Africa

36% 0% 33% 2% 19% 17% 14% 36%

Source: 2013 East Africa Private Equity Confidence Survey “Seeing beyond the Waves”

Private equity funds in Africa are small compared with their developed-market 
counterparts, although the number of asset managers focusing on private equity 
investment on the continent has increased over the years. At one point, there were 
only a few South African asset managers and pan-African private equity firms largely 
managed out of the UK and the US. However, confidence in African private equity was 
demonstrated when between 2006 and 2012, 81 private equity funds with a main focus 
on Africa closed to new fund raising, and by the end of 2012, 45 funds had opened 
with a target of raising US$12 billion. Global private equity firms are also showing 
interest in setting up investment funds to focus on the continent. For example, The 
Carlyle Group has set up offices in Africa and is raising capital for a US$500 million 
sub-Saharan Africa Fund.

Generalist funds (that focus on a range of sectors) have dominated the African 
private equity landscape, but there has been an increasing trend towards sector-specific 
funds. The sectors investors are most interested in are agriculture, infrastructure, real 
estate, natural resources, and healthcare and consumer products.

Did you know?
From the most northern point to the most southern point of Africa, the distance is about 8 000 km. From 
the most western point to the most eastern point, the distance is 7 400 km.
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In terms of penetration levels, South Africa and Nigeria are coming closer to 
other emerging-market penetration levels. As a percentage of GDP, private equity 
represents 0.12% in South Africa compared with 0.10% in Brazil, 0.14% in China, 
0.33% in India, 0.08% in Russia, 0.75% in the UK and 0.98% in the US. Countries such 
as Ghana, Kenya, Ethiopia, Uganda, Tanzania, Zambia and Angola are less penetrated 
by private equity and are therefore becoming increasingly attractive.

The deal sizes for African private equity, excluding SA, are small as the industry 
is still at a nascent stage. Investors can benefit from this young industry by having 
a first-mover advantage by paying potentially lower entry multiples than for other 
emerging markets.

One challenge for retirement funds planning to invest in private equity is 
liquidity, due to it being unlisted. This is particularly so for defined-contribution 
funds, where daily liquidity is a requirement. Investments placed in side pockets, the 
concept of which is discussed later in the paper, could potentially offer a solution, 
but this needs to be explored further. This would have implications for how funds 
communicate with and educate members.

5. AFRICA SURvEY RESULTS
We contacted 15 Southern African-based asset managers that have at least one product 
that invests in Africa, regardless of asset class. We did not consider multi-managers 
in the survey. Twelve asset managers decided to participate, with all having at least 
one long-only equity fund that invests across the African continent. We believe this 
represents 80% of the single-manager universe with Africa offerings and hence believe 
the survey produced credible results. Most of managers have at least one fund that 
invests in African stock markets, but excludes investments in South Africa. Other 
funds offered include those that make limited investments in South Africa; allow 
investments in listed equities of companies that derive a portion of their income from 
activities in Africa, although not listed on an African exchange; fixed-income funds; 
private equity funds; and funds that allow shorting.

At 30 June 2013, assets under management of the funds participating in this 
survey totalled $3.51 billion. Graph 5.1 shows how this is split between the various 
types of funds.

All the participating asset managers except one indicated they had a dedicated 
investment team looking after Africa. Of the participating asset managers, 25% 
indicated that only two individuals were responsible for managing the Africa offerings, 
25% indicated their Africa team comprised three individuals, and 17% indicated they 
had a team of four. Of the participants, 33% had teams of five or more investment 
professionals.

Did you know?
In Seychelles, 92% of women are literate; the figure is 13% for Chad and 15% for Niger.
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One practical difficulty cited by participants was the logistical challenges of 
visiting countries and companies and also the language barrier in some non-English 
speaking countries. However, most indicated they would not invest in a company 
without having visited the country and met the company’s management. Some 
managers, however, indicated they would invest in a stock without having visited the 
country or company.

The number-one risk cited by nearly all participants was the lack of liquidity 
with most African investments, making capacity constraints a material issue for all 

Did you know?
Nigeria’s four largest cities still have only six shopping malls.

Graph 5.2 Dedicated Africa-focused individuals per asset manager

Graph 5.1 African assets under management
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Africa funds. Ten of the 12 managers had a fixed target of assets under management, 
at which point they would consider closing their funds to new business. Funds with 
smaller regional mandates had the smallest target of assets under management.

Most respondents offer retail and institutional class funds to investors and 
generally these funds have differing minimum investment amounts, ranging from 
$1 000 to $5 million. The most popular minimum investment amount is $10 000 for 
retail investors and $100 000 for institutional investors.

Did you know?
Africans were the first to engage in mining 43 000 years ago. In 1964, a hematite mine was found in 
Swaziland. Adrian Boshier, one of the archaeologists on the site, estimated the mine to be a staggering 
43 200 years old.

Graph 5.4 Target assets under management

Graph 5.3 Investment process before investing in an African company
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One of the biggest hurdles to clear when investing in Africa is the difficulty in 
establishing a reliable, representative and investable equity benchmark. There are no 
fewer than 13 published Africa indices that could be considered for use as a benchmark 
for an Africa-listed equity fund. Among the asset managers surveyed, the MSCI EFM 
Africa ex-SA Index proved the most popular benchmark, with 50% of participants 
using it for their Africa equity funds that exclude South Africa.

Due to the liquidity issues faced in African equity markets, all the mangers 

Did you know?
According to the World Bank, the primary school completion rate for eight sub-Saharan countries 
(Benin, Burkina Faso, Chad, Guinea, Madagascar, Malawi, Mozambique and Niger) more than doubled 
between 1990 and 2009.

Graph 5.6 Ex-SA equity fund benchmarks used as percentage of participants

Graph 5.5 Minimum initial investment required as a percentage of participants
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surveyed indicated they kept a portion of the portfolio in cash. Most had a target 
cash allocation of 5%. Graph 5.7 shows the percentage of participants’ expected cash 
holdings at any time.

Another way of dealing with the liquidity issues is to provide for gating or side 
pockets. Gating refers to the practice of managers limiting total redemptions to a 
percentage of net asset value of the fund, even after the applicable lock-up period has 
ended. Side pockets are accounts created to house illiquid securities that cannot be 
valued or disposed of easily. If there are side pockets when there is a redemption out 

Did you know?
Twenty years ago, the South African economy was 7.5 times the size of Nigeria’s, measured in dollars. At 
the end of 2012, its economy was only 1.4 times the size of Nigeria’s.

Graph 5.8 Gating and Side pockets

Graph 5.7 Expected cash holdings
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of the fund, the manager is not obliged to pay the investor his or her pro rata portion 
of the side pocket until it is sold or can be easily valued. Therefore, the investor may 
not receive the cash attributable to such a side pocket for months or even years after 
redemption. Of the participants, 36% indicated they had either a gating or side pocket 
provision within their funds.

When considering investing into an actively managed fund, an investor must be 
aware of the charges and fees levied by the asset manager. There could be an initial fee, 
annual management fees, as well as performance fees. Investors should investigate if 
all administration fees and service charges are included in the annual management fee 
or levied separately. The performance-fee calculation methodology also needs to be 
examined. Performance-based fees should be set at levels that reward asset managers for 
consistent outperformance of the chosen benchmark without encouraging undue risk 
taking. An asset manager often has to outperform its relevant benchmark plus a hurdle 
to earn performance-based fees. This ensures only performance above the benchmark 
is rewarded. The minimum period for performance-based fees calculation should be 
12 months. In most cases, a manager needs to be cumulatively ahead of benchmark since 
inception to earn a performance fee. The performance-based fees should be capped, 
ensuring undue risk-taking is not rewarded. If an asset manager underperforms the 
defined benchmark plus a hurdle during a period, this underperformance is, in most 
cases, carried through to the next period. This means a manager has to make up all 

Did you know?
By 2035, Africa’s labour force will be bigger than that of any individual country in the world, which offers 
the continent a chance to reap a demographic dividend by using its young and growing work force to 
boost economic growth.

Graph 5.9 Management and performance fees
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previous underperformance before it can earn a performance-based fee. This is often 
referred to as a high water mark.

Most participants charged an annual management fee as well as a performance-
based fee. Most offered retail and institutional fee classes for their funds. A 1% man-
agement fee is most common for institutional investors and 1.5% for retail investors.

The investment vehicle most preferred by the managers surveyed is a UCITS 
(Undertaking for Collective Investment in Transferable Securities) fund. These 
are European-regulated products that prove popular with investors because of the 

Did you know?
Madagascar is the largest island in Africa and the fourth-largest island in the world. It is in the Indian 
Ocean off the east coast of Africa.

Graph 5.10 Investment vehicle as a percentage of equity funds

Graph 5.11 Track records
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regulated liquidity, maximum redemption periods, better risk management and 
transparency.

Some managers have managed portfolios that have included Africa exposure 
since the late 1990s. However, specialist Africa equity funds that exclude South Africa 
are a much more recent addition to managers’ portfolio offerings. Only one manager 
has an Africa equity fund that excludes South Africa with a track record of more than 
seven years.

Because the areas within Africa are not homogenous, managers can experience 
uncorrelated short-term returns due to differences in geographical and sector 
allocations. Graph 5.12 shows the rolling 12-month return for each manager’s Africa 
equity fund excluding South Africa in US$. Over the past 12 months, the best-
performing managers returned 44% net of fees and the worst-performing manager 
returned 20%. The median return was 30% for the 12 months ending 30 June 2013.

The divergence in returns from the various managers demonstrates the clear 
differences in approach and highlights the importance of good manager selection, and 
the appropriate blending of managers.

Did you know?
The first Great Pyramid of Giza, the most extraordinary building in history, was a staggering 481 feet 
tall – the equivalent of a 40-storey building. It was made of 2.3 million blocks of limestone and granite, 
some weighing 100 tons.

Graph 5.12 12-month rolling returns (in US$)
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6. TOPICAL ISSUES
6.1 Benchmarks for African Listed Equity Investments
The African listed investment universe is unique in that there is no generally accepted 
standard benchmark that can be used to evaluate manager performance. Managers 
can use one of the benchmarks listed below to provide a market reference, as well as 
to calculate performance fees where applicable. The key providers that publish indices 
which could be used as benchmarks include some internationally recognised suppliers 
of regional indices. FTSE/JSE, MSCI, S&P, Dow Jones, Nedbank, Standard Bank and 
Merrill Lynch all offer some form of Africa-based indices. Many of these providers 
can customise a published index to suit a particular fund, albeit at a higher cost to the 
investor.

The benchmark chosen by the asset manager for a particular fund should be 
clearly analysed to ensure it is representative of its investment universe and strategy, 
among other criteria. For a South African investor, the benchmark used would exclude 
South Africa. Another key consideration is the exposure of the benchmark to stocks of 
African companies listed on exchanges in developed markets such as London, Toronto 
and Australia. Such companies are domiciled and listed on developed-market stock 
exchanges but derive a significant portion of their earnings from African operations. 
It is interesting to note that resource-related companies are often listed outside Africa. 
They tend to raise capital on exchanges with more appetite and understanding of the 
complexities surrounding exploration and mining, normally London, Toronto and 
Australia. Table 6.1 provides a list of indices available to be used as benchmarks.

Table 6.1 African indices available to be used as benchmarks

FTSE/JSE MSCI S&P Dow Jones Nedbank
Standard 

Bank Merrill Lynch

FTSE/JSE All 
Africa 40 Index

MSCI EFM 
Africa Index

S&P Africa 
40 Index

Dow Jones Africa 
Titans 50 Index 

Nedbank Africa 
100 Index

Standard Bank 
Africa ex-SA 

Index

Merrill Lynch 
Africa Lions

FTSE/JSE All 
Africa ex-SA 

30 Index

MSCI EFM Africa 
ex-SA Index

S&P Africa 
Frontier Index

       

 
MSCI FM Africa 

Index
S&P Pan Africa 

Index
       

   
S&P Africa 

Access Index
       

Did you know?
Africa is the hottest continent.
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The MSCI Frontier Markets Africa Index started in May 2002 and has run the 
longest. The methodologies used to calculate each of the indices vary, resulting in 
differences in the type and weighting of countries, sectors and stocks included. The 
FTSE/JSE and MSCI indices are similar in that they are exposed to Egypt, Kenya, 
Mauritius, Morocco, Nigeria, South Africa and Tunisia, with different weightings 
applied to each country. The S&P indices cover a greater number of stocks and include 
some other countries such as Botswana, Zambia, Tanzania, Congo, Sierra Leone, 
Gabon, Eritrea and Angola. The Nedbank Index differs from the other indices and 
includes Malawi. The Merrill Lynch Africa Lions index includes companies either 
listed on an African exchange or that derive a portion of their revenue from Africa. 
Companies listed on exchanges in Canada, Kuwait, the Netherlands, Norway, the 
United Kingdom and the United States, but still generate revenue from Africa, can be 
included in the index. Table 6.2 below provides a summary of Africa indices.

Table 6.2 Summary of Africa indices

 
Inception 

date
Number of 
countries

Number of 
stocks

Restrictions on 
weights

Internationals 
(not listed in 

Africa)

Includes 
South 
Africa

FTSE/JSE All 
Africa 40 Index

Oct-08 7 40 Country exposure capped 
at 40%. South African 
stocks limited to ten 
and all other countries 
to seven.

No Yes

FTSE/JSE All 
Africa ex-SA 30 

Oct-08 6 30 Country exposure capped 
at 40%. Stocks limited to 
seven per country.

No No

MSCI EFM 
Africa Index

May-08 7 83 No No Yes

MSCI EFM 
Africa ex SA

May-08 8 34 No No No

MSCI FM Africa 
Index

May-02 6 26 Nigeria exposure capped 
at 40%.

No No

S&P Africa 40 
Index

Apr-08 12 40 Country exposure capped 
at 30%. Single stocks 
capped at 8%.

Yes Yes

Did you know?
66% of the world’s chocolate comes from Africa.
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S&P Africa 
Frontier Index

Apr-08 8 103 Stocks limited to eight 
per country.

No

S&P Pan Africa 
Index

Apr-08 12 316 No Yes Yes

S&P Access 
Africa Index

May-11 15 44 Yes. Country exposure 
capped at 30%.
Single stocks capped at 
10%. Number of stocks 
limited to 30 per country.

Yes Yes

Dow Jones 
Africa Titans 50 

Jul-08 9 50 Country exposure capped 
at 25%. Single stocks 
capped at 8%.
Number of stocks limited 
to 30 per country (South 
African stocks limited 
to 15). 

Yes Yes

Nedbank Africa 
100

Dec-07 13 100 Country exposure capped 
at 30%. Single stocks 
capped at 8%. Sectors 
capped at 35%.
Number of stocks limited 
to 30 per country.

No No

Standard Bank 
Africa ex-SA

Apr-07 13 156 Yes. No further detail 
provided.

Yes No

Merrill Lynch 
Africa Lions

Nov-07 10 15 to 50 Yes

Table 6.3 (African indices’ country exposures – overleaf) highlights the country 
exposures of each of the indices identified as possible benchmarks.

Table 6.4 (overleaf) highlights the sector exposures of each of the indices identified as 
possible benchmarks.

Did you know?
Africans pioneered basic arithmetic 25 000 years ago. The Ishango bone, a tool handle with notches 
carved into it, was found in the Congo. The bone tool was originally thought to have been over 8 000 
years old, but a recent, more sensitive dating method estimated it to be 25 000 years old.
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Did you know?
The largest religion in Africa is Islam, followed by Christianity.

Based on the above tables, there are a number of key findings:
 — The possible benchmarks tend not to be representative of the entire opportunity 

set in Africa as they contain some significant country and sector biases.
 — They are very concentrated around a few countries and heavily weighted towards 

Egypt and Nigeria in particular.
 — The sector exposures are extremely skewed towards financials and telecommu-

nications; perhaps surprisingly, there is very little resources exposure.
 — Managers are generally benchmark non-cognisant, which means portfolios will 

deviate significantly from any benchmarks on a stock/sector and country level, 
and their performance will be very volatile relative to their chosen benchmark.

The range of benchmarks for asset managers offering Africa investment products 
varies, hence it is a very difficult but important choice to make. Some of the asset 
managers we surveyed offer products that are typically absolute-return in character, 
aiming to outperform a cash-based benchmark (such as a US$ Libor-linked bench-
mark) due to the difficulties of using a published index. The complexity with using a 
cash-based benchmark is that the asset manager could be paid performance fees when 
outperforming the benchmark while taking equity-related risk. As markets develop, 
we would like to see more managers using a market-linked benchmark.

The benchmarks used by the managers we surveyed vary, making comparative 
performance attribution difficult. Some of the biggest problems with some of the 
Africa investment indices relate to liquidity. It can take quite a long time for cash 
allocated to Africa investments to be fully invested in a market. If liquidity constraints 
and a free-float methodology are used, the number of available constituents to invest 
in reduces. Where there are many stocks in a particular index, the liquidity of some 
of them is so low they are difficult to include in portfolios. Such a small number of 
shares may not reflect the market universe, rendering performance comparisons 
useless. Another challenge is data availability, but having said this, we have seen asset 
managers beginning to create products to track bespoke indices.

6.2 Investing in Africa is merely a Play on the Resources Theme
A common belief is that an investment in Africa is nothing but an investment in 
resources. This was true in the past when the fate of many African economies was tied 
to the demand for resources from the West. Recessions caused by slowing demand 
for resources were deeper and tended to last longer than the slumps in developed 
economies. During the last global financial crisis, however, Africa had a shorter and 
shallower recession than developed economies, some of which are still experiencing 
sluggish economic recoveries. Africa has demonstrated an internal resilience to growth 
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Did you know?
Nigeria has the largest population in sub-Saharan Africa (154.7 million people) and accounts for 18% of 
the continent’s total population.

that was not present before. Industries such as retail, tourism and infrastructure have 
come to the fore. Figure 6.1 illustrates the composition of GDP in some of the key 
regions in Africa: South Africa, Kenya, Egypt and Nigeria.

This is also demonstrated in the section above on benchmarks, where Table 6.4 
presents the sectoral split of all the African indices. The indices are fairly well diver-
sified, with a significant weight given to financial and telecommunication stocks as 
the need for banking services rises and the penetration of mobile service providers 
increases. This is indicative of the rising power of the African consumer. Graph 6.1 
further illustrates the point that only six of the 42 African countries for which data was 
available have a resources contribution to GDP of greater than 20%.

6.3 An Investment in Africa is a Leveraged Play on China
This ties back to the fallacy that the African continent is resource-centric as China is 
one of the world’s largest importers of resources – a misconception that was dealt with 
above. China has expressed genuine interest in Africa and the relationship between the 
two is more collegial than colonial. China is understandably interested in the resources 
produced on the continent and many of its business deals centre on securing supplies 
of desired resources. But, as highlighted before, demand for resources is no longer 
the sole driver of growth on the continent. Rather, it is structural changes such as the 
growing working population and advances in technology that will allow countries to 
process and utilise their natural resources in addition to exporting them.

Graph 6.2 illustrates the percentage of exports from sub-Saharan Africa to each 
of its major trading partners.*

Although trade with China has increased rapidly over the past decade, trade with 
India and among the sub-Saharan African countries has also drastically increased. 
Trade with all developed countries still accounts for the largest proportion of exports 
from the region.

6.4  The misconception that African Growth only looks good due to it being 
calculated off a Low Base

This is a false perception as a critical mass has been building in many economies over 
the last decade, as illustrated in the GDP numbers below in Graph 6.3.

*Member countries of the Development Assistance Committee of the Organisation for Economic 
Cooperation and Development include Australia, Austria, Belgium, Canada, Denmark, Finland, France, 
Germany, Greece, Ireland, Italy, Japan, South Korea, Luxembourg, the Netherlands, New Zealand, Norway, 
Portugal, Spain, Sweden, Switzerland, the United Kingdom and the United States
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Graph 6.1 Sector contributions to GDP
Source: Global Insights, Investec Asset Management

Figure 6.1 Sector contribution per country
Source: Global Insights, Investec Asset Management
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Graph 6.2 Sub-Saharan Africa exports by trade partner
Source: IMF, Direction of Trade Statistics

Graph 6.3 Gross Domestic Product in 2002 and 2012 in US$ billions
Source: World Bank
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Did you know?
The world’s biggest frog is over one foot long and is found in Cameroon.

7. ImPLICATIONS FOR TRUSTEES
Regulation 28 of the Pension Funds Act stipulates that funds, advisers and trustees 
should ensure funds’ assets, including foreign assets, are appropriate for their 
liabilities. These liabilities are generally long term, so investing in Africa can add 
value to retirement benefits, assuming an appropriately long-term view is taken by 
pension-fund trustees and members. However, inclusion of such a portfolio may not 
be appropriate for members close to retirement who are concerned about volatility 
and liquidity constraints. But this will depend on the size of the allocation as well 
as on what members plan to do with their fund credits once they retire. Given the 
allocation is likely to be small, any liquidity constraints could be managed effectively. 
This highlights the need for trustees to have a carefully considered default option 
that systematically reduces volatile and less liquid asset classes as members approach 
retirement age.

Including an investment into Africa also increases the governance burden on 
trustees from communication, manager-selection and monitoring perspectives. 
Although any allocation to Africa is likely to be small, trustees should carefully explain 
the rationale for such an investment to members so that they are aware of the potential 
rewards and risks. Protests in Egypt in 2011 and 2013 highlight the vulnerability to 
unforeseen events and it is likely that members will question such an allocation when 
there is negative news from time to time.

Given the nature of investing in Africa, trustees will need to appoint specialist 
managers with local networks, experience and a demonstrable track record of investing 
into the continent. The number of managers offering investment products that invest 
in Africa continues to expand and their performance can be very different over time. 
Given this, trustees may consider appointing more than one manager, depending on 
the size of the allocation, for diversification.

The number of benchmarks available to track the performance of African 
bourses is growing, which raises the profile of these frontier markets. Trustees 
should remember that the performance of any manager will be volatile relative to any 
benchmark over the short term.

While there are diversification benefits and opportunities for higher returns by 
investing in Africa, investors and asset managers must be aware that any investments 
should have a long-term focus.

Given the likely size of initial allocations, as well as the practical issues around 
segregated mandates – for example, the difficulties in setting up custody accounts in 
many less developed markets – it is likely that many investors will use pooled funds 
to access Africa investments. It is then important to consider the legal structure of the 
pooled fund.
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Did you know?
In 2010, it took 216 days to start a business in Guinea-Bissau; it took three days in Rwanda.

For less liquid investments, trustees of defined contribution funds could 
consider using side pockets to deal with this issue. As explained earlier, side pockets 
are accounts created to house illiquid securities that cannot be valued or disposed 
of easily. However, this would require further investigation and depend on whether 
the rules of funds allowed this. Member education and communication will be very 
important if this option is used.

Trustees must also consider rebalancing the rules so that the portfolio does not 
increase too much above its target weight, while remembering that there might be 
certain notice periods to withdraw from portfolios. It would also be possible to use 
cash flows to rebalance portfolios.

Below is a list of questions trustees should ask when selecting an asset manager 
for a listed equity portfolio:

 — What is the benchmark of the portfolio?
 — What are the fees and how are performance fees structured?
 — How big is the investment team and how much relevant experience does it have?
 — What is the philosophy and process of the manager and does it do on-the-

ground research?
 — What are the redemption terms and restrictions?
 — What is the legal structure of the fund?
 — How many stocks are typically within the portfolio?
 — To what extent can other asset classes be used in the portfolio?
 — To what extent will stocks listed outside Africa be used?
 — Are there any stock or country restrictions in the mandate?

8. CONCLUSION
African markets can be volatile and do have higher risks than investing in developed 
markets. However, they also offer real opportunities for long-term investors who 
understand the risks.

In our opinion, investors with the appropriate risk appetite should consider 
making a small initial allocation to an Africa investment as part of a well-diversified 
portfolio and commit to it for the long term. The initial allocation could be a listed 
equity component, but investors should monitor the development of other asset classes 
and be ready to take advantage as opportunities arise.
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