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LP SENTIMENT

The key to EM investing?
Look beyond the headlines
The downfall of Abraaj Group, political risk and currency volatility have led to a less
than rosy picture for EM fundraising this year. Adam Le reports
It was a mixed picture for emerging markets private equity fundraising in the first
half of this year. According to industry body
EMPEA, Central and Eastern Europe and
Commonwealth of Independent States had
a 52 percent rise in fundraising, while that
focused on Brazil more than tripled to $1.3
billion. Emerging Asia was the jewel in the
crown, with a record $28 billion raised for
the region.
At the other end of the spectrum, subSaharan Africa had a 9 percent drop in fundraising, while just $18 million was raised
by one fund targeting the Middle East and
North Africa.
“Investors have lost confidence in
emerging markets private equity generally,
especially for middle market opportunities

outside of Asia,” says Gregory Bowes,
co-founder and managing principal at
emerging markets-focused investment
firm Albright Capital. Strong returns for
US private equity have added to the mix,
causing some institutional investors to put
a pause on deploying capital further afield.
“This has made life a little difficult for
some groups in Asia,” says Brian Lim, head
of Pantheon’s Asia and emerging markets
investment teams. “There has been less of
an incentive to seek further investments
outside of their backyard.”
Public comparables paint a downbeat
picture: the MSCI Emerging Markets Index,
which tracks more than 1,100 companies
across 24 emerging markets, is down almost
14 percent this year. Although emerging

News: underlying themes are more important than current affairs
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markets account for almost 60 percent of
the world’s gross domestic product, institutional investors considering exposure
to emerging markets face numerous challenges – perceived or real – including political risk, corruption and currency volatility.
The Turkish lira, for example, is down
around 40 percent against the US dollar
this year while the Brazilian real has lost
approximately 14 percent. Such drops add
to institutional investors’ worries about net
returns.
“If I’m to convert distributions into US
dollar net returns, it’s difficult to present
that to my investment committee,” says
Mounir Guen, chief executive at MVision
Private Equity Advisers. “The currency volatility is really making it very difficult for
one to compare apples to apples unless you
are 100 percent convinced on having geographic diversity, which not everybody is.”
The downfall of Abraaj Group – once
the darling of emerging markets investing – has been an unwanted distraction
for firms attempting to raise funds in the
region. Reports emerged in February that
Dubai-based Abraaj had misused capital
from its global healthcare fund, leading to
a series of events including its founder and
chief executive stepping aside. As of midNovember Abraaj was undergoing a liquidation process with firms including Colony
Capital and Actis the likely buyers of some
of its regional fund platforms, according to
creditor documents seen by Private Equity
International.
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EMERGING MARKETS SPECIAL

FUND STRATEGIES
Expected changes to emerging market private equity investment
plans over the next two years

so far this year, including some European
pensions who are investing in emerging markets for the first time.
MACRO ISSUES
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Anticipated level of new commitments to EM private equity funds over
the next two years
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MENA-based market participants say the
developments have undoubtedly affected the
region. EMPEA, while not mentioning Abraaj
by name, noted in its latest update that new
funds “virtually disappeared” in the first
half of this year amid “questions about the
region’s corporate governance culture and
investor safeguards”.
Neil Brown, head of Actis’s investor development group, says developments at Abraaj
have not tarnished wider emerging markets.
“Abraaj’s issues are not about markets,
they’re about governance. Most sophisticated
LPs get that,” Brown says.
Actis has added nine new LP relationships
d e c e m b e r 2018/ j a n uary 2019

Higher
Excludes investors with EM-only mandates.

Still, headwinds remain. In an EMPEA
survey conducted at the beginning of this
year, LPs cited political risk as the factor
most likely to deter them from investing
in emerging markets within the next two
years. Have issues such as trade disputes
between the US and China or the election
of a far-right president in Brazil caused LPs
to reconsider private capital commitments
to these markets? For some investors, such
challenges may be too much of a cross to
bear, Brown admits.
“Short-term volatility does affect some
investors who are more thinking about when
to put their toe in the water,” he says. Sophisticated LPs, however, that have multi-year
programmes and have invested in emerging
markets previously are continuing to do so.
Canada’s PSP Investments, for example,
has between 15-20 percent of its private
equity portfolio exposed to emerging markets. The pension is planning to open an
office in Hong Kong next year and wants to
“revisit” how emerging markets – particularly Asia – fits in its portfolio, according to
Simon Marc, the pension’s head of private
equity. It has relationships with around 12
emerging markets managers and wants
to build a “broader portfolio of partners”
across the Asia region, Marc says.
Ultimately, it’s important not to be
swayed by current headlines, says Albright’s
Bowes. Investors should avoid country-level
decisions and should invest with managers
who focus on management teams, underlying
supply and demand conditions, interesting
themes, and that carefully evaluate risks, and
then use a thoughtful deal structure to mitigate those risk factors, he adds.
“If you do that, you’re going to gradually
build a portfolio of some pretty good assets
around the world.” n
private equity international
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IFC

‘You can’t throw a dart and always win’
Emerging markets will
drive global growth, but
investors still need to be
selective, says International
Finance Corporation Asset
Management Company
deputy CEO and COO
Ruth Horowitz

Using emerging
markets as a
catch-all term
is probably wrong at
this point

What is your outlook on the global
economy and emerging markets?

We are overall positive on
emerging markets; we believe they are really
going to be the energy for the world’s growth
going forward. More than half of the world’s
GDP now comes from these regions. You
have a couple of huge trends happening in
emerging markets.You have urbanisation as
countries get slightly richer, people moving
towards cities, which tends to lead towards
better economies but also enormous opportunities for investment.You have a growing
middle class, which starts to spend more on
discretionary. And then you have the demographic side; large pieces of the population
that is young and that wants to work.
But we need to be selective. Using emerging markets as a catch-all term is probably
wrong at this point because you have different levels of income, different levels of regulatory and financial development, different
levels of political risk and stability, different
levels of comfort from outside investors
coming in. As you look at the economies
of developing countries, you need to look
country by country. We say we’re bullish on
emerging markets because in aggregate they
will grow faster over time than the developed
economies. But that doesn’t mean you can
throw a dart and always win.

Ruth Horowitz:

With investments in so many different
countries, how do you manage currency risk?
RH: Currency risk is a huge issue for us and

Horowitz: seeing more diversification into
emerging markets
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we’re dealing with that on a constant basis.
There is a couple of things we do. First, we
run US dollar-based funds, but our investors
understand nothing we’re investing in is in
US dollars, so we can provide diversification
for those investors even just with the spread
of currencies we have across the portfolio.

The second thing is when we think
about our portfolios we try to make sure
we don’t end up with a concentration of any
one single currency or a series of currencies
that are all dependent on one thing, such
as the price of oil.
Thirdly, we build currency depreciation into every model. We have access to
fantastic economic research by being part
of the World Bank Group.We look at inflation projections and we build depreciation.
We never assume appreciation. If there’s
appreciation, that’s a wonderful side benefit.
Depreciation needs to hit our thresholds to
make the portfolio.
Have you considered hedging?
RH: We’ve explored hedging. Hedging
for the long term when you don’t know when
you’re going to exit is extremely expensive.
We will hedge short term if we know we have
an exit coming. Currencies have had as much
impact on our portfolio as company performance over the last couple of years because
the dollar has just been on such a great tear.
Are you concerned about returns in
private equity and whether that
might influence investors’ decision to allocate to emerging markets?
RH: That’s always a concern because investors

have alternatives; they can always keep their
money where it is, and for the last couple
of years the developed markets have had
really strong performance on both a public
and a private basis. The perception is that
developed market investing is less risky than
emerging market investing. We can debate
whether that’s correct or not, but we are
seeing more investors starting to talk about
diversification of their portfolio and not
having all of their exposure into developed
markets. n
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IMPACT INVESTING

Impact funds play the long game
Permanent capital structures can help investors navigate volatility and complex
regulation, but convincing limited partners can be slow going. Alex Lynn reports

d e c e m b e r 2018/ j a n uary 2019

we define as accelerated growth, higher
risk, higher return, we probably would have
come out at the 15 to 20 percent range.”

DEEP IMPACT?
Long-hold funds can generate
significantly higher returns over
time than traditional short-term
buyouts

WINNING FANS

Multiple of investment
(post-tax and fees)

Rome wasn’t built in a day – and neither,
some fund managers argue, is lasting
impact.
Swiss impact firm ResponsAbility
Investments is among those embracing permanent capital, having so far raised SFr140
million ($139 million; €123 million) for
its Participations fund, a shareholding
company structure which targets financial
inclusion businesses across regions such as
Latin America, Africa and South-East Asia.
Its 12-strong portfolio includes a Bolivian
micro-finance bank, an Egyptian payments
platform and two small Indian banks.
“Timing is of the essence in any private
equity deal, but in these markets the ability
to stay longer than the usual cycle of five- or
six-year holding periods can make sense
to ride out the short-term market fluctuations you may have,” Michael Fiebig, head of
financial institutions equity at ResponsAbility, tells Private Equity International, adding
that evergreen structures allow managers
to better time exits, and to retain assets
that are continuing to grow.
The strategy is not limited to emerging markets. Bridges Fund Management
employs an evergreen impact strategy in
the UK, with limited partners receiving
yield via dividends and loan interest.
Impact investing sometimes involves
businesses subject to complex regulation,
such as healthcare or banking. Navigating
these restrictions could delay the time
taken to reach profitability, particularly in
emerging markets, meaning a fund with the
capacity to absorb a longer J-curve could
be a better fit.
Bridges takes a two-pronged approach

1
Long-hold strategy

Year of investment

24

Short-duration strategy

Source: Bain & Co

to impact, investing through both a traditional growth fund and the evergreen
vehicle.
ResponsAbility does something similar,
allocating half its portfolio to mature cashgenerative businesses and the remainder to
accelerated growth opportunities – such
as fintech companies – that can be exited
in a more typical five- to seven-year timeframe. The vehicle is expected to pay out
regular dividends from the former bucket
and its board has the freedom to distribute
extraordinary dividends following an exit.
It targets a 12 percent to 15 percent
net internal rate of return in Swiss francs,
Fiebig notes. “In our view the long-term
mature holds are lower risk, but then also
slightly lower return opportunities. If we
had only focused on the categories which

The strategy can be a difficult sell to some
LPs due to the relative illiquidity of such a
structure, Fiebig says.
“You may find quite a few people who are
not comfortable with the evergreen nature
and the degree of uncertainty around future
liquidity, but you do find investors who are
interested.The profile we were looking for
was mainly pension funds.”
ResponsAbility Participations received
additional commitments from German
state-backed development finance institution KfW, an unnamed Norwegian foundation and several Swiss private banks.
The concept is also winning over critics. Stephen Moseley, head of private equity
and special opportunities at the $65 billion Alaska Permanent Fund Corporation, is
something of a self-avowed impact sceptic,
and believes genuine ESG should not be
separated from a firm’s regular due diligence activity.
“Private equity firms are long-term
investors, but they have to sell their portfolio companies eventually. And for that
reason there could be an incentive to make
the wrong choice, to sweep radioactive
waste under the rug, and to move on,” he
says. A longer term approach could better
incentivise investors to “do everything the
right way”.
“Permanent vehicles should have an even
greater incentive to make the right decisions on ESG matters.” n
private equity international
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SOUTH-EAST ASIA

Changing dynamics provide opportunity
High growth environments,
more companies of
investable size and
economic reforms make
the region the next hotspot
for Asia private equity,
writes Carmela Mendoza
South-East Asia, a collection of small,
unique markets, has been inherently difficult to access for private equity.
Deal activity still comes in fits and
starts, mainly driven by large transactions
in real estate and infrastructure, and more
recently, disruptive technology in Indonesia
(see p. 40).
Fifty-five deals totalling $23.2 billion
were recorded in the first half of 2018,
compared with $2.7 billion across 50
deals in the first half of 2017, according
to Private equity briefing: South-East Asia by
EY.Those exceptional investment levels for
H1 2018 come on the back of two large
secondaries transactions completed in the
first quarter: the $12 billion acquisition of
Singapore-listed Global Logistic Properties,
the largest warehouse operator in Asia, by
a consortium of Chinese investors; and the
$5 billion purchase of Equis Energy.
Two other big-ticket deals are ride hailing and logistics companies GrabTaxi and
GO-JEK at $2.5 billion and $1.5 billion,
respectively. Warburg Pincus, meanwhile,
scored the largest private equity deal in
Vietnam’s history in March with its $370
million acquisition of Vietnam Technological
and Commercial Joint Stock Bank.
But a couple of dynamics are changing
the private equity landscape.
Vietnam is seeing a new wave of entrepreneurs willing to give up more control of
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HALFWAY HOUSE
PE and VC deals in the region continue their upward run in 2018 with
large energy and real estate transactions in H1 2018
No of deals

Q1 17

Q2 17

Small-cap (<$20m)

Q3 17

Q4 17

Mid-cap ($20m-500m)

Q1 18

Q2 18

Large-cap (>$500m)

Fifty-five deals totalling $23.2bn were completed in H1 2018
$bn

No

Q1 17

Q2 17

Q3 17

Q4 17

Deal value ($bn)

Q1 18

Q2 18

No. of deals

Source: Private equity briefing: Southeast Asia, June and September 2018, EY

ON THE UP AND UP
Fundraising for Emerging Asia* is on-track to surpass last year’s peak
$bn

2013

2014

2015

2016

2017

<$100m

$250m-$499m

$1bn-$3bn

$100m-$249m

$500m-$999m

>$3bn

Source: EMPEA

1H 2018

*Emerging Asia: Asia Pacific, excluding Japan, Australia and New Zealand
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Vietnam: entrepreneurs are more willing to give up more control of their businesses

their businesses, says Chad Ovel, a partner
at Ho Chi Minh City-based Mekong Capital.
In light of this development, Mekong, which
has been making growth equity investments
in Vietnam since 2001, has started picking
up control stakes in companies for the first
time in their current fund, the $112 million
Mekong Enterprise Fund III.
“In our previous three funds we never
acquired greater than 40 percent of any
company; in this fund, we own more than
50 percent in three out of the nine companies in our portfolio,” he says. “We see a
lot more of that coming in the future. Particularly in the next fund we are tracking a
lot of generational succession.”
Fewer of today’s entrepreneurs are
strictly attached to maintaining control but
are more inspired by the “internet generation
of entrepreneurs”, who believe having a small
piece of a big pie is much more exciting than
a big piece of a small pie, Ovel says.
Its $50 million Mekong Enterprise Fund
II delivered a net return multiple of 4.5x
and a net internal rate of return of 22.5
percent. Mekong’s $3.5 million investment
d e c e m b e r 2018/ j a n uary 2019

in Mobile World in 2007 remains one of
the most impressive private equity exits
in Vietnam, delivering a gross IRR of 60
percent and a return multiple of 50x for
its investors as of last year.
The deal scene in South-East Asia, market
participants tell us, has evolved from statebacked listed companies in Vietnam and
entrenched family conglomerates like those
in Thailand, the Philippines and Indonesia,
to a more robust and open private sector.
PRIVATE PROGRESS

Much of the region’s growing appeal is driven
by its young and increasingly wealthy middle
class, beyond that, governments are also
ensuring it’s easier for private equity to access
markets. Under President Joko Widodo,
Indonesia is breaking down restrictions on
foreign ownership. In Vietnam, privatisation
of its state-owned enterprises has picked up
steam. Malaysia,Thailand and the Philippines
have seen a more stable political backdrop as
well as an increasing number of companies
of investable size.
Limited partners have also taken notice

of these changes. South-East Asia was the
most attractive emerging market in 2018
for GP investment, according to EMPEA’s
latest Global Limited Partner Survey. The
region has held the first or second spot in
the rankings for the last six years, although
challenges such as limited GP relationships
and currency risk still remain.
Against this backdrop, firms are entering new markets. KKR in October teamed
up with Chinese tech giant Tencent for its
first deal in the Philippines, an up to $175
million investment in tech company Voyager
Innovations. CVC, already a well-established
investor in Indonesia, struck its first deals
in Vietnam and Cambodia last year, while
Kuala Lumpur-based Creador set up an
outpost in Ho Chi Minh City this year.
What’s more, South-East Asia could be
well-placed to benefit from the growing
divergence between the US and China.
While it isn’t clear whether the trade war
will result in an uptick in private equity
investments in the region, there is more
likely to be a rise in strategic outbound
M&A from China as players in the mainland
seek to buy and build production capacity,
notes Siew Kam Boon, a Singapore-based
partner at law firm Dechert.
She warns, however, that even though
South-East Asia will take a larger percentage of global trade, it’s harder to predict on
a net basis taking into account the broader
negative impact of a trade war.
“[A trade war] leads to uncertainty.
Uncertainty leads to cost of financing
increasing,” she says. “We’re also working
against a backdrop of a larger amount of
protectionism in countries.”
Competition for good opportunities
also remains fierce in the region. According to Bain & Company’s 2018 Asia Private
Equity Report, 70 percent of GPs surveyed
expect competition to increase moderately
or significantly this year.The biggest threat
is local or regional private equity firms, followed by strategic or corporate players. n
private equity international
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FINTECH

Cash isn’t making a comeback
For Actis, fintech isn’t the most exciting investment opportunity
in emerging markets – emerging markets are the most exciting
opportunity in fintech, says partner Ali Mazanderani
The move away from cash is happening
quicker than ever before, more dramatically, and on an unprecedented scale.
A recent McKinsey report found the
global payments market had far outstripped
its previous estimates, with revenues growing by 11 percent in 2017. Its report for the
previous year had suggested the industry’s
revenues would hit $2 trillion by 2020, yet
it is on course to beat that total in 2018,
with projections of $3 trillion in revenues
by 2023.
The growth has been even more pronounced in emerging markets (2-3x faster
than developed markets), such that ‘Emerging Asia’ is now a larger payments market
than North America, and within the coming
few years Latin America will be a bigger
payments market than Western Europe.
Actis has invested more than $1 billion
over the last decade in emerging market
financial services businesses, with a focus
on payments. It has been at the forefront
of the transformation having invested in six
separate platforms, totalling 20 payments
transactions, with companies operating
from Brazil to Malaysia, from Egypt to
India from South Africa to the Philippines.
We spoke to Actis partner Ali Mazanderani about the payments opportunity as
well as what the future holds for this rapidly
growing industry.

payments are still made in cash – ranging
for around 80 percent in Latin America
and South East Asia, to more than 90 percent in Africa and South Asia – so there’s
a lot of growth to come – especially when
compared with Western Europe and North
America, where the equivalent figures in
most countries is between 30 percent and
40 percent of transactions in cash.
In addition, because there is no, or little,
legacy infrastructure in many of these markets, they have a ‘second mover advantage’.
Companies in emerging markets are able to
offer their customers purpose-built products, using the latest technology, that are
better and cheaper than what was available
previously or indeed might be available in
developed markets. After all, why invent
the typewriter if you have the computer?
By contrast, in developed markets, many
banks and payment companies have legacy
infrastructure, and substantial sunk costs
that don’t allow them to be as nimble, or
to offer as fit for purpose or cost-effective
solutions.
Compounding this, emerging markets
also have youthful populations who tend to
be easier adopters of electronic payments –
90 percent of people under 30 live in emerging markets and this age group accounts for
75 percent of online transactions.
So how are electronic payments

It’s clear payments businesses have
a lot of scope for growth in emerging markets. What are the key drivers
behind this?

The underlying driver of growth is the
migration from cash to electronic payments.
In emerging markets, the vast majority of

38

private equity international

transforming emerging markets
economies?

Cash is highly inefficient. Pretty much all
stakeholders benefit from it being reduced
in the economy. For governments, an
increase in electronic payments allows
them to better address tax avoidance,

money laundering
and the grey economy.
For retailers, electronic payments can reduce fraud, improve working
capital management, and can help them
understand their customers better supporting revenue growth. For consumers,
paying electronically should be safer, more
convenient and cheaper.The move to cashless payments is a particular game-changer
for populations that have, to date, had no
alternatives.
The move towards electronic payments
has had a profound impact on financial
inclusion across emerging markets, offering
access to financial services that would not
otherwise have been available, whether card
based, online or mobile.The consequence is
dramatic with it estimated that on average
a 1 percent increase in financial inclusion
results in more than a 3 percent increase
in GDP per capita in an economy.
In addition, the recent experience of
mobile money has shown us that income
levels aren’t the bottleneck when it comes
to electronic payments – it’s about access
and enabling regulation. Bangladesh, for
example, has seen explosive electronic
payments growth despite being a lowincome country and has amongst the
largest number of mobile money users in
the world. If you go to Shanghai today, you
might be struck by the fact that buskers
prefer to be paid through a mobile ‘QR’
payment than with cash.
What tend to be the barriers to
uptake of electronic payments?

We think of payments as infrastructure and
in some ways its development resembles
december 2 0 1 8 / january 2019
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that of the buildout of the transportation
infrastructure of the 19th century. Railroads were initially built by and for the oil,
cotton, steel or cattle companies (depending on the market) to transport their goods
to ports or hubs. However, the full potential
of the railroads could not be realised when
they were captive to one or other particular
group with multiple and often competing
interests.
In a similar way, payments systems have
typically been incubated by banks, mobile
network operators, ecommerce companies or even cab hailing apps (depending
on the market). The objective of these
companies in building their ‘rails’ is usually not to build the infrastructure, but to
support the utilisation of its core business
lines.The consequence is there are a variety
of systems and standards, but each is only
applicable to a subset of customers and use
cases. ‘Interoperability’ is still remarkably
limited in payments – companies are typically reluctant to use the infrastructure of
a competitor. This leads to a proliferation
of redundant or limited use infrastructure.
Like with railroads, the full potential of
the payments market can only be realised
when the infrastructure is predominantly
‘independent’.
How does that translate into deal
opportunities?

The payment opportunity is most pronounced in investing in, and creating,
‘independent’ payments players that enable
economies of scale through offering infrastructure that allows customers or merchants to use or accept as wide a range of
payment types as they wish.
The first payments platforms we created
was EMP (Emerging Market Payments), a
buy and build to create a leading African
and Middle Eastern payments company.The
nucleus of that platform was two business
we acquired, one in Egypt and another in
Jordan. In both instances those businesses
were owned by a consortium of banks, who
d e c e m b e r 2018/ j a n uary 2019

had come together to try and kick start
the nascent electronic payments industry
of their countries but ultimately recognised that independent ownership was in
the best interests of all stakeholders and so
entrusted Actis to enable this.
More recently our investment in GHL,
a leading ASEAN payments company is a
great example of an independent payment
company whose proposition is enabled by
its independence. GHL offers its merchants
the opportunity to accept payments offline
or online, whether cards or mobile payments, across a wide variety of payment
schemes and methods. If you are an American using a Visa card, it will facilitate it, if
you are Chinese tourist using AliPay on your
mobile phone, it will facilitate that.
To what extent are these businesses
scalable across different growth
markets?

No two payments markets are the same,
but they rhyme.The points about independence and interoperability are valid in all the
markets where we invest, although there are
nuances. That means we can grow across
our markets, taking the products that work
in one to another. GHL has now expanded
from Malaysia across ASEAN with a substantial presence in the Philippines and
Thailand. EMP went from being a small
Egyptian processor when we invested in
2010 to operating in 40 countries across
Africa and the Middle East by 2016 when
we exited.
We have also increasingly seen our portfolio companies being able to move across
different regions within the emerging markets. Paycorp, a South African payments
company we bought out from a listed conglomerate in 2013, now has scale operations
in South-East Asia and Eastern Europe.

of payment companies. Our investee companies are offering an ever-expanding
range of auxiliary products in addition
to processing to provide better financial
access to consumers and to help merchants
grow their businesses.These can range from
working capital to foreign exchange to loyalty to promotional products. For example, we are invested in an Indian payments
company called Pinelabs, which, amongst
many things, offers consumers the ability
to purchase goods across its point of sale
network in installments.
I think you will also see emerging market
payment companies emerge as the global
thought leaders and increasingly move into
and win in developed markets. Interestingly
investments the other way around have a
more muted track record. Large, international payments groups and investors have
certainly spotted the potential, but they
typically use the same model in emerging
markets as they had in developed markets,
and that seldom works. On multiple occasions we have acquired loss-making subsidiaries of international payment companies
in our markets which have quickly become
profitable. For example, in April 2016 we
invested in a three year old Brazilian payments company called StoneCo to acquire
Elavon do Brasil, a joint venture between
two US financial institutions that had been
very successful in their home markets. A
few months later, it became profitable. Less
than three years later, StoneCo listed on
the Nasdaq with a market capitalisation of
$6.7 billion.
Ten years ago, it was hard to find opportunities in emerging market payments that
were big enough to digest the equity cheque
we were seeking to invest. The explosive
growth of the industry means the opportunity set is now far more than the capital
we have to invest. n

How do you see the industry evolving in the future?

You’ll increasingly see ‘pure payment processing’ as a diminishing part of the revenue

SPONSORED BY
ACTIS
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SOUTH-EAST ASIA

Is it Indonesia’s time to shine?
The archipelago is the
obvious choice for private
equity firms wanting to
capture opportunities the
young and urban middle
class provide.
By Carmela Mendoza
Indonesia, the world’s fourth-most populous
country at 266 million, has become one of
the most attractive investment destinations
in Asia for private equity.
President Joko Widodo’s four-year rule
has brought anti-corruption efforts, infrastructure development, fewer restrictions
on foreign direct investment in agriculture,
banking and healthcare sectors and a push
for value-added manufacturing and services.
Technology is one sector that has benefited from these initiatives. Ride hailing and
logistics company GO-JEK, e-commerce
platform Tokopedia and travel booking startup Traveloka – each valued in the billions of
dollars – have all capitalised on the country’s
rising middle class and internet penetration.
KKR, Warburg Pincus, insurance giant
Allianz and Singapore state investor Temasek
are investors in GO-JEK. Sequoia Capital and
Alibaba have backed Tokopedia and Hillhouse
Capital Group invested in Traveloka.
Private equity and venture capital deals
in Indonesian technology companies have
driven deal volumes in the region and continue to be a priority for investors, according to EY’s Private Equity Briefing: South-East
Asia. The ratio of tech deals in the region
increased from 19 percent in the first quarter of the year to 25 percent in the second
quarter. “Technology and disruptive sectors
like fintech or health tech are seeing more
investment activity,” says Damian Adams, a
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On the move: World Bank Group expects a 5.4 percent annual GDP growth for Indonesia by 2020

Singapore-based partner at law firm Simmons & Simmons.
In terms of traditional private equity,
renewable energy has been of interest to
investors, although regulations capping
renewable energy power purchase agreements to average energy grid prices has
affected projects in that sector, he adds.
Aside from the tech sector, private equity
firms are also deepening their exposure to
Indonesia’s family-owned and consumerfocused conglomerates. In June this year London-based CVC Capital Partners invested
$150 million in GarudaFood, established
in central Java and one of Indonesia’s most
prominent food and beverage manufacturers. It has often teamed up with the Lippo
Group, a corporation controlled by the Riady
family, in transactions such as private hospital
operator Siloam International, internet provider LinkNet and retailer Matahari.
KKR, meanwhile, acquired an $81 million stake in agri-company Japfa Comfeed
in June 2016 and invested a reported $74
million in bread company Sari Roti in October 2017. “Three years ago there was more

of a challenge for family-run businesses to
embrace private equity investment because
of the relative lack of awareness of what that
meant in terms of ceding control and firms
getting a portion of the equity,” Adams says.
He notes the rhetoric now is that the
education curve has largely been addressed
and there is more acceptance of the role
private equity can play in the improving and
expanding local businesses.
Brian O’Connor, founding partner of
Indonesia-focused mid-market firm Falcon
House Partners, agrees this younger generation of business owners, chief executives
and chief financial officers, who are more
financially sophisticated, is driving change.
Indonesia’s underleveraged market and
the headline deals made by global and
regional firms are other key factors, he notes.
Liquidity from local banks is mixed, particularly for cashflow, non-asset-based businesses, O’Connor says. “Loan growth pretty
much has been below 10 percent for the past
few years and local interest rates are high,
so companies are looking for alternatives.
Private equity fits that very nicely.” n
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INDIA

Secondaries build momentum
A handful of successful GP-led processes involving household names represent a
significant step forward for the Indian market in 2018, Rod James writes
In some ways, India is experiencing a turbocharged version of what’s happening elsewhere: a glut of private equity and venture
capital funds at the end of their lives with
a lot of net asset value remaining.
The 2008 financial crisis sparked an
influx of private capital into India as
investors, desperate for yield, bet big on
its growing technology sector. According
to data from EMPEA, 100 firms launched
India private equity funds between 2006
and 2009, with $8 billion raised in 2008
alone.
Things didn’t play out as hoped. Piles
of dry powder were met by sky-high valuations, making it tough to deploy capital.
GPs that did get deals done found it hard
to exit them, hindered by underdeveloped
capital markets and a dearth of strategic
buyers. Today, a lot of fundamentally good
companies are stuck in funds with no more
capital to spend, their investors left in the
lurch.
On paper, this offers great potential for
secondaries processes, and firms have acted
accordingly. NewQuest Capital Partners

Just as the
[Indian]
primary
market was not mature
enough to handle those
capital inflows in 2008,
so the secondaries
market has struggled
d e c e m b e r 2018/ j a n uary 2019

$300m
Amount committed by
UK development finance
institution CDC Group
toward India-focused
secondaries

opened a Mumbai office last year, while Mercury Capital Advisors opened a New Delhi
office in January to add to its deal origination
and project management business.
But just as the primary market was not
mature enough to handle those capital
inflows in 2008, so the secondaries market
has struggled.
Firms with mature funds may no longer
be active or have lost key people – a situation exacerbated by the long hold periods
that characterise the Indian market. Those
who remain may not have a clear exit strategy for their portfolio companies and aren’t
sufficiently incentivised to maximise their
value.
For any restructuring to be successful,
the GP must demonstrate that if it’s given
extra capital, it can do something useful
with it. This is hard to do in a nascent
market, where few GPs have extensive track
records. Many restructurings were mooted
and attempted in 2017, with few making
it over the line.
CLICKING INTO PLACE

The past year has seen a few significant
victories. In April, Coller Capital signed an
agreement with UK development finance
institution CDC Group to commit up to
$300 million to secondaries opportunities

in India-focused private equity funds. A
month later, the partnership closed its first
transaction, a $98 million GP-led secondaries process involving an unnamed 2008-vintage vehicle, a spokesperson for Coller tells
Private Equity International.
In October, Capital Dynamics backed
the restructuring of an Indian growth
healthcare fund. The firm acquired limited partner stakes in Asia Pacific Healthcare Advisors’ AHF Investment Trust fund,
a 2011-vintage vehicle, and committed
follow-on capital for future investments.
Amit Gupta, an India-focused partner
with NewQuest, believes the emergence
of high-quality GPs will make processes
in the country more attractive to global
secondaries firms, which in turn will drive
deal volumes.
“In the next cycle, for a lot of managers who will be on their third or fourth
fund, it’ll be a standard solution,” he says.
“The typical secondaries guys will actually
be able to take a call on the GP who’s going
to manage the assets.”
India is also benefiting from the same
positive forces that have buoyed the Asia
market at large: record dry powder encouraging a move down the risk curve and a
convergence of pricing expectations for
buyers and sellers.
While the former will remain, the recent
slump of Asia’s public stock markets could
cause pricing expectations to diverge once
again, preventing deals from getting done,
according to one Hong Kong-based secondaries advisor. For now, however, GPs and
secondaries investors can reflect on what
has been a pretty good year. n
private equity international
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Private equity ‘dares to touch’
Europe’s final frontier
The continent’s emerging eastern markets can be an acquired taste, spelling
opportunity for those willing to take a leap of faith. Alex Lynn reports
“It’s not a country that many dare to touch or
look at right now, but at the same time there
is a very significant opportunity up for grabs.”
That is what drew Michael Fiebig, head
of financial institutions equity at Swiss
impact investor ResponsAbility Investments, to acquire Ukrainian Bank Lviv in
July.The Zurich-headquartered firm, which
operates exclusively in developing markets,
invested through its SFr140 million ($140.4
million; €122.3 million) permanent capital
vehicle ResponsAbility Participations.
Ukraine’s appeal may not be immediately obvious. Russia’s annexation of Crimea
in 2014 and subsequent military build-up in
the surrounding region is cause for concern.
“It’s a region which is a bit overlooked
at the moment,” Fiebig says.
“Valuations are actually down and

international banking groups have removed
themselves from large parts of the Ukrainian market.There is an SME segment in dire
need of financing.”
Limited partners have identified the
scale of opportunity and few established
fund managers as the biggest deterrents
to investing in the region over the next
two years, according to EMPEA’s 2018 LP
Survey. But Ukraine and its neighbouring
markets – not your typical private equity
destinations – are on the up.
Slovakia and Bulgaria are in the top
five fastest growing EU economies for
expected real GDP growth in 2019, based
on the European Commission’s spring 2018
forecast. Belarus and Moldova have both
rebounded strongly from a dip into negative
GDP growth in 2015, per World Bank data.

Ukraine: lower valuations have attracted impact investment
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Nevertheless, a somewhat negative historical perception has equated to cheap
deals. The median EV/EBITDA multiple
for Eastern European buyouts completed
from 2006 through 2017 was only 5.8x,
the lowest globally, according to PitchBook.
Managers seem to be taking note. Private
equity fundraising for Central and Eastern
Europe climbed to €1.3 billion in 2017, the
highest since 2014 and the second-largest
sum raised post-2008, according to Invest
Europe figures.
Investment in CEE’s most developed
market, Poland, more than trebled to €2.5
billion last year – including CVC’s acquisition of Polish convenience-store operator
Zabka for just over €1 billion in February
2017 – but so, too, did activity in Romania to €500 million. Dealmaking in Latvia
climbed more than six-fold to €18 million
and Hungarian investment doubled to €200
million.
Divestments were also healthy; Hungarian exit values climbed fourfold to €250
million, while Romanian and Slovakian exit
values were both marginally higher than in
2017. Slovakian private equity generated
€100 million of exits last year, compared
with €7 million in the previous three years
combined.
“These markets are more appealing for
the reason that fewer investors are looking
at them; in any given deal there will only
be a small handful of people,” Kustaa Aima,
managing partner at Baltic and Balkan
investor KJK Management, tells Private
Equity International. “Close to the EU the
december 2 0 1 8 / january 2019
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CEE-ING CLEARLY
Fundraising has yet to fully recover post-crisis
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risk is much lower and more manageable
compared to some emerging markets.”
The Luxembourg-headquartered firm –
which was launched in 2010 by four former
Danske Capital executives – is seeking up
to €250 million for its third fund targeting
private buyouts or stakes in publicly-traded
companies across “frontier” Balkan countries such as Romania, Croatia and Slovenia,
as well as the three Baltic states.
KJK Fund III held a first close on €138
million in September through a mix of
insurance companies, pension funds and
high-net-worth individuals from Finland,
Denmark, Estonia and Lithuania. KJK Fund
II, comprising €125 million across two subfunds with 2012- and 2014-vintages, had
generated a 2.14x and 1.99x net multiple
respectively as of 30 June, according to
Preqin. Competition is unlikely to be scant
for much longer, with local financial players bolstered by CEE’s recovery now able
to put more money to work in the region.
Investors based in the region accounted for
24 percent of the €1.3 billion raised for it
in 2017, compared with just 13 percent of
the €900 million raised in 2016, according
to Invest Europe.
Ukraine’s Horizon Capital is seeking
$150 million for its 2017-vintage Emerging
Europe Growth Fund III, which will invest
in agribusiness, technology, media and telecommunications, and manufacturing across
its home market and Moldova, per PEI data.
Croatia’s Inverva Equity Partners is seeking
€100 million for its maiden private equity
fund, targeting markets such as Bosnia and
Herzegovina, Montenegro and Slovenia.
The region is also attracting a different type of LP, with insurance companies
providing 7 percent of CEE fundraising last
year, having not invested there since 2014.
“Our local competition is more real
these days,” Aima notes. “It took local private equity and trade buyers a while to
recover from the crisis and for banks to
start giving acquisition finance again.” n
private equity international
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LATIN AMERICA

Opening the door for investors
Many Latin American
pension funds want to
invest in international
private equity – and it’s
becoming easier for them
to do so, writes Rod James

HUNGRY FOR MORE
A considerable majority of LatAm LPs are intending to increase their
allocations to alternatives over the next year
Private equity

67
1
37

Infrastructure
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COUNTING OPPORTUNITIES
Fundraising for Latin America is down from a 2011 peak, with no capital
raised to target the region in the first three quarters of the year
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There were a record number of private equity transactions in Latin
America in 2017, driven by deals in the tech sector

Number of transactions

There’s a tendency to view emerging
market investor bases as monolithic blocks
with roughly similar characteristics. Latin
America is perhaps the best example of
why such broad-brush thinking is flawed.
The continent has some of the most
sophisticated investors outside of Europe
and North America: Colombian pension
funds and Chilean family offices have been
committing to global private equity funds
for a decade and are now making moves into
private credit.Then there are countries like
Brazil, where LPs help fund a busy domestic private equity scene but have had little
incentive to invest outside, and Mexico,
where private equity investing of any kind
has long been restricted.
For investors in the region, private
equity has served two key purposes: helping them to meet their return targets, but
also helping them diversify away from the
natural resources sector, which dominates
the economies and public markets of many
countries.
Overall sentiment toward private equity
is positive and growing more so. According
to the 2018 Limited Partners Opinion Survey,
published in September by the Latin American Private Equity and Venture Capital
Association, 54 percent of the continent’s
LPs expected to increase their exposure
to private equity over the following 12
months. That figure was 46 percent in last
year’s survey.
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Chile: recent changes allow for more investments in PE with fewer restrictions on structures

The biggest underused pools of capital
are Latin America’s public pension systems,
many of which are restricted from investing
in funds that are international in scope.The
past few years has seen changes that could
help open the door.
DRIP-FED

In October 2017, the Chilean government
laid out a framework for public pension
funds, known as AFPs, to be able to invest
in alternatives. It set an allocation range of
5-15 percent for eight different categories
of alternative investment, including foreign private equity. It also made it so that
international firms seeking to raise capital
no longer had to go through a local feeder
fund and were no longer obliged to employ
a Chilean placement agent.
In January, Carlyle, Oaktree Capital
Management and Intermediate Capital
Group became the first international private equity groups to gain approval to seek
d e c e m b e r 2018/ j a n uary 2019

direct investment from Chile’s public pension funds. These funds had around $180
billion in assets under management as of
August 2017, according to law firm Baker
McKenzie.
“It follows that recent changes in countries such as Chile, which allow for more
investments in PE with less restrictions
on structures, should help increase their
PE exposure,” says Felipe Gazitúa, a Santiago-based director at private equity firm
Altamar Capital Partners. “Some institutions have already taken decisive steps to
strengthen their teams, increasing their
capacity to analyse and potentially execute
new PE commitments.”
In Mexico, if private equity firms want
to raise money from pensions, they have
to go through a vehicle known as a CKD.
These are effectively private equity trusts,
traded on the stock market, bringing with
them the usual burdens of public listing.
At present, public pensions funds, known

as Afores, cannot invest in CKDs linked to
funds that invest outside Mexico.
In 2016 the government introduced the
first CERPI, a vehicle designed to attract
global asset managers.These entail the marketing of certificates to qualified institutional investors in a restricted public offering. For the time being Afores are excluded
from investing in these vehicles and those
CERPIs that do exist have been focused on
specific infrastructure projects, rather than
on pools of private equity assets. But there
is optimism in the potential for CKD and
CERPI to open up the market.
“There is an expectation that the Afores
will be able to diversify internationally in
the coming years,” says Cate Ambrose, president of LAVCA. “Every GP with an interest
in emerging markets is looking at Mexico.”
In Brazil, the barriers to pensions embracing international private equity have largely
been cultural and political.The pension funds
are allowed to invest up to 20 percent of their
portfolios in private equity and 10 percent of
that can go towards funds that invest abroad.
However, the large public pensions typically would only invest with a GP if they
got a seat on the investment committee,
creating a conflict of interest that caused
foreign private equity firms to stay away.
There was also a tendency, according to
May research by EMPEA, to pick GPs based
on which offered the most competitive fees
and favourable terms, not past performance.
Although the rules that govern this issue
have not changed, pensions are beginning to
align themselves with international norms,
EMPEA notes, offering cautious optimism
for the future.
“Lessons learned during the crisis will
encourage local institutional investors to
align with international LP standards by
moving away from involvement in investment committees and improving their fund
selection processes. These changes can
help promote a more sustainable industry
moving forward.” n
private equity international
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AFRICA

Looking the Lion in the eye
Runa Alam, co-founding partner and CEO of
Development Partners International, tells us what is on
the minds of African investors
Political and currency risk overshadow all
other concerns likely to deter LPs from
investing in sub-Saharan Africa in the near
future, according to an Emerging Markets
Private Equity Association global survey. Yet
still, Africa is home to the largest working
age population and is one of the fastest
growing regions in the world.This presents
significant questions for LPs and GPs when
considering how to approach the Continent.
For a perspective on how the entire African region is likely to perform in the year
ahead we asked Runa Alam, chief executive of pan-African manager Development
Partners International (DPI) – which has
just finished investing African Development
Partners II, a 2013 vintage $725 million
vehicle – for her take.
From your vantage point, what are

Alam: the private sector represents the biggest
segment in many countries in Africa

however, for the astute and considered investor, such volatility and challenges can conversely present unique opportunities.

the key issues for investors in Africa?

Investors are concerned about what is happening in Africa in the context of emerging
markets generally.Their primary fear is the
end of quantitative easing in the US, the
beginnings of that in Europe and restricted
money supply. A lot of money that had gone
into emerging markets, including Africa, has
retreated and people are worried it is a
trend that will continue.They are also worried about volatility. In the US there has
been a very long nine-year bull run.
In emerging markets, however, there
have been ups and downs. So, there is fear
of contagion, macroeconomic problems and
currency declines. As we enter 2019, there
is no way to avoid having these discussions,
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How does the macro situation compare with other emerging markets?

Africa is different from other emerging
markets; as a GP we have already dealt
with what GPs in other emerging markets are beginning to face now. Currency
declines across the continent happened a
few years ago with some dropping as much
as 80-90 percent. The only region spared
was Francophone Africa, which is pegged
to the euro. It remains one of the fastest
growing regions in the world, with certain
countries like Côte D’Ivoire and Senegal
growing six percent or more each year.
Today, excluding South Africa and for
varying reasons Tunisia, there is very little in
the way of currency volatility. In Morocco,
the currency has remained pretty much flat.
In Algeria it’s down about three percent,
which is less than the dollar, and in Nigeria
it is also flat. Egypt is down one percent or
so. South Africa has seen a more significant
drop because it’s a larger economy with a
big stock exchange and more exposure to
other emerging markets.
How do you protect your hard work

Within that context, how is LP appetite for Africa?

African markets are less correlated with
the US than Asian markets, which means
they offer more diversification as well as
hedging opportunities. LP interest is very
specialised. It has increased over the years
but is still growing slowly. It depends on the
circumstances of the LP, what their emerging market allocation looks like, if they have
already invested, or whether they decided
to skip other emerging markets because
they are late to those and still see plenty of
early move opportunities in Africa. It also
depends on the size of the LP, so there isn’t
a single overriding trend.

and the value of your portfolio from
currency devaluation?

Our investment strategy focuses on the
emerging middle class and increasing
urbanisation. Between 2015-17, overall
consumption, in addition to the number of
people entering the middle class, continued
to rise. Looking at our own companies –
take our branded, generic pharmaceutical
business as an example – they all continued
to sell thanks to the unmet demand for their
products and their broad base of customers.
Many of our companies used the crisis
to take market share. Several changed their
supply chain from being largely import based
to now predominantly local, allowing them
december 2 0 1 8 / january 2019
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to reduce their dependency on foreign currency and offer reasonable pricing to the local
consumer. They did well during that time,
and growth was able to outpace FX declines.
Looking ahead, what do you expect
to see?

Next year should be a good one in terms of
investment opportunities. If you’re a dollar
investor like us, you’re investing on the back
of a strong dollar. Prices have been low on
African stock markets over the past few years
and haven’t fully recovered, and so continue to
look very reasonable. Additionally, the level of
competition in African private equity is quite
low compared to other parts of the world.

remains at an early stage. The safest investments are still in established industries such
as home goods and electronics, processed
foods and pharmaceuticals. There is high
growth and there exists a history of companies that have done well in those spaces.
Many GPs have introduced dedicated fintech
teams, and, operationally, sought opportunities where they could drive an increase
in online sales and improve warehouse efficiency through the implementation of technology.Within our own group of companies,
management’s most frequent request relates
to the integration of technology; whether
in building a bigger online sales platform or
assisting with cybersecurity, etc.

Are there particular areas – countries

What’s the pace of dealflow?

or sectors – where you see the

The dealflow has been extraordinary.
In part, it reflects the emergence of economies from a situation in which companies
were seeking finance but money supply was
previously restricted. Now, the GPs that
have the money are seeing a very strong
stream of opportunities at very reasonable prices and this is across sectors. One
trend to note, is that 25 years ago, regional
economic activity was predominantly government led.That has changed significantly.
Today, the private sector represents the biggest segment in many African countries.

strongest pipeline of opportunities?

Frankly, for the first time in a while we are
seeing opportunities all over for a number
of different reasons. In Francophone Africa,
companies are still looking for financing
and it is a good place to consider investing,
particularly in banks and financial institutions as well as consumer facing industries,
like education and FMCG, which reflect the
positive macro situation. Nigeria and most
of sub-Saharan Africa, but also Egypt, have
seen macro issues and FX declines but are
now seeing currency levels that make sense
in comparison to the rest of the world.
After a few years of negativity, sentiment
in the investment environment is increasingly more positive.
Are fintech, digitisation and e-commerce a theme?

Companies are developing new technologies that will give them greater access to the
online marketplace. Some is proprietary or
specifically adapted for Africa, however, it
d e c e m b e r 2018/ j a n uary 2019

Geographically, do you see any particularly promising new markets?

Absolutely. Ethiopia has the second largest population in Africa and is opening up
slowly. Angola is also a large country, that
is well endowed with natural resources.
Similarly, Zimbabwe has a pool of natural resources, as well as a very solid business culture. As these countries continue
to evolve and change over time, they are
definitely worth keeping an eye on.

As you look across Africa, even markets
that we have invested in for a long time
are beginning to look even more interesting. Nigeria is one example of this, and we
are also continuing to invest in Morocco
and Egypt. Additionally, Kenya, Uganda,
and Tanzania, and all of the SADC (South
African Development Community), including South Africa, offer lots of interesting
areas to invest in, even more so than three
or four years ago.
In East Africa specifically, we see attractive growth underpins for the consumer,
healthcare and broadband-enabled technology sectors in Kenya. In Uganda we
see attractive dynamics in the consumer,
healthcare and financial services sectors.
The fundamental thing that these markets
share is that they are fairly big economies
although the industries you invest in are
specific to each.
Are you seeing African markets
becoming more integrated in terms
of infrastructure, communications and
trade?

Very much so. The McKinsey terms ‘African Lions’ and ‘Asian Tigers’, explains a lot.
The tiger economies were defined by their
export agreements and international interest in the highly technical products they
developed.The African Lion economies are
better known for their national trade and
relationships with countries across Africa.
In recent years, as the African economies
have continued to grow, we are now beginning to see companies outgrow their home
economies, and initiate international trade
agreements. n
SPONSORED BY
DPI
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ASIAN DEVELOPMENT BANK

A new approach to Asia
Now that the market has matured, the Asian
Development Bank’s private sector group has a new
mission in the region. By Dominic Diongson
It only takes the most cursory glance at
private equity headlines in the last year to
conclude Asia is the place to be.
In 2017, Asia private equity achieved its
best all-around performance to date. Deal
value soared to $159 billion, up 41 percent
on 2016, according to a report from Bain &
Company. Exit value, at $115 billion, marked
the second-best year on record and fundraising rose 6 percent year-on-year to $66 billion.
Industry giant Blackstone closed its first
dedicated Asia private equity fund this year
on its $2.3 billion hard-cap. A week later,
The Carlyle Group closed its latest Asia
vehicle – the firm’s fifth – on $6.55 billion, well above its $5 billion target and 65
percent larger than its predecessor fund.
In a report published this summer coauthored by Henry McVey, head of global
macro and asset allocation, KKR – which
raised the largest-ever Asia-dedicated fund
last year at $9.3 billion – predicted the Asian
millennial generation, particularly the Chinese, will reshape traditional consumer markets in the region and around the globe, creating significant opportunity for investment.
Today, a swathe of pan-Asia managers
are in the market with large-cap funds that
are expected to add at least another $26
billion of dry powder to the region. As of
the end of 2017, Asia dry powder was at
$225 billion, according to estimates from
Bain & Company.
As a development finance institution, the
Asian Development Bank has played a key
role in developing the private equity asset
class in Asia by investing in and supporting
first-time fund managers since the 1990s.
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MAPPING THE PE LANDSCAPE
ADB’s PSOD is looking for GPs
aligned with its areas of focus
PSOD’s portfolio by industry sector
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Now that the market has matured,
ADB has shifted its focus to support the
more established and experienced general
partners with demonstrated track records
across multiple cycles.
Janette Aguto Hall, the director of
investment funds and special initiatives
division of ADB’s Private Sector Operations

Department, says the bank is looking for
GPs engaged in the same verticals that align
with ADB’s areas of expertise and focus:
infrastructure, financial services, healthcare,
agriculture and education.
For example, in 2012 ADB partnered
with Macquarie Group’s Macquarie Infrastructure and Real Assets and other limited
partners to establish the Philippines’ first
infrastructure fund: the Philippine Investment Alliance for Infrastructure.The $625
million fund focuses on infrastructure
projects including mass transit, water and
alternative energy.
ADB forecasts 2019 economic growth
in developing Asia will be 5.8 percent –
slower than the 6 percent seen this year,
due to a pick-up in inflation. Still, that’s
faster than the World Bank’s estimated
global growth rate of 3.1 percent this year
and 3.0 percent in 2019.
ADB is seeking general partners working on investments within the borders of
its 67 members, 48 of which are in the
Asia-Pacific region, ranging from Armenia
and Afghanistan in the west to the Pacific
Island nations of Nauru and Vanuatu.
Hall says PSOD pursues a dual mandate
of both development impact and financial
returns. ADB is working on investing in several funds – including some specialised vehicles – in South-East Asia, China and India,
she says, adding that the bank typically would
like to come in early as an anchor investor
in these funds whenever possible.
“It’s more about investing [at] a consistent deployment pace in growth funds that
are supported by established platforms,
which over time ADB would re-up [with]
as the fund manager evolves,” Hall says. “We
are also opportunistically looking at some
earlier stage funds, but that will very much
be on a selected basis.”
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Hall: private equity
funds are useful
intermediaries for
ADB

Teo: expected returns
have fallen in Asia

Shanghai sunset: after years of explosive PE growth, Asia dry powder now exceeds $225 billion

ADB has also acted as a co-GP in one
investment vehicle, Hall says, teaming up
with the UK government to establish the
region’s largest clean energy fund, Asia
Climate Partners. The fund makes equity
investments – primarily in China, India and
South-East Asia – in the renewable energy,
resource efficiency and environmental protection sectors. Aside from direct private
equity investments, ADB is looking at credit
funds, including direct lending, mezzanine
and distressed debt, where they fit ADB’s
development mandate.
“ADB generates new fund investment
opportunities by proactively approaching
and engaging with qualified and experienced fund managers, including those that
may not typically approach ADB,” Hall says.
Since 2014, PSOD’s funds team has
performed a comprehensive market mapping of the private equity landscape in Asia,
which includes players in China, India and
South-East Asia, to find potential partners.
This is an ongoing effort to continuously
monitor the available fund opportunities
and market trends.
d e c e m b e r 2018/ j a n uary 2019

“With the efforts spent, we have now
established our presence in the market
as an active private equity fund investor
in Asia,” Hall says. “We have a fairly good
idea of the universe of growth fund managers in Asia – and this understanding was
obtained through a combination of those
GPs approaching ADB, plus those who are
referred to us or those whom we proactively sought through various channels.”
FOCUSING ON RETURNS

At the end of 2017, ADB’s portfolio totalled
$10.9 billion, of which 40 percent was allocated to finance projects and 38 percent
to infrastructure. In 2017 alone, the bank
approved more than $3.1 billion for the private sector – $2.2 billion in loans, $526 million in guarantees and $390 million in equity.
Yee Hean Teo, investment specialist in
the private sector investment funds and
special initiatives division of PSOD, says the
bank has established methods of calibrating
required returns based on different factors,
including instrument type (debt or equity),
tenor, liquidity, country and counterparties,

among others. Given the decline in interest rates since the 2008 financial crisis,
the mid- to long-term expected return for
many asset classes, including private equity,
has similarly fallen, he says.
Teo says in the next five to 10 years,
ADB is looking at an expected net internal
rate of return anywhere in the teens on a
percentage basis. “We would be quite happy
if ADB could achieve a 15 to 18 percent net
IRR at the portfolio level in steady state,
given current market conditions,” he says.
ADB can only invest in its member
countries, which are in Asia and the Pacific.
Increasingly, ADB is looking to do more
in frontier economies such as Myanmar,
Bangladesh and Pakistan.
“For a period, ADB was not as active on
the funds business, investing at an inconsistent investment pace,” Hall says. “However,
we have now adopted a more disciplined
investment approach since we view private
equity funds as a critical component and
complement to our direct equity business.
Private equity funds are useful intermediaries for ADB to support since it allows us to
invest in a portfolio of companies through
a single fund investment while increasing
our access to underpenetrated markets
and sectors where ADB’s presence and/or
experience may be limited.” n
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VC IN AFRICA

Investors venture into Africa’s
start-up scene
More capital than ever is
flowing to the continent’s
entrepreneurs. With
venture capital deal
sizes increasing and
international VCs joining
local counterparts, is
African VC reaching critical
mass? Vicky Meek reports

$560m
VC funding in Africa in
2017, nearly double the
2015 figure

$94m
Amount raised by
Africa-based VC funds in
H1 2018, surpassing all
of 2017
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The last 12-18 months has been an exciting
time for Africa’s venture capital markets
as unprecedented amounts of capital have
gone to the region’s increasingly promising start-ups and early stage businesses.
In 2015, total VC funding stood at $277
million, according to Partech analysis; by
2017, this had almost doubled to $560 million, with the number of funding rounds in
technology companies increasing from 55
to 128 over the same period.
This year looks set to be active, too, with
the $47.5 million investment in digital payments business Cellulant by TPG’s Rise Fund,
and two Kenya-based investments by venture firm TLcom’s Tide Africa Fund –$3.5
million in survey platform mSurvey and $5
million in mobile marketing company Terragon – boosting the funding totals.These $1
million-plus deals are a world away from the
five-figure rounds that, until recently, characterised the African start-up scene.
It’s a development that Michelle Ashworth, a venture consultant to CDC Group
has witnessed first-hand. “I started working
with CDC two years ago,” she says. “At that
point, we were just starting to see more
and larger deals. Over the last two years,
we’ve seen a rapid development as more
capital has gone into Africa’s VC markets,
funds have invested larger ticket sizes and
businesses have matured a little more.” She
points to companies such as payments business Flutterwave, which has recently raised
$10 million and training specialist Andela,
which attracted $40 million in a Series C
round in 2017.
“There is an increasing appreciation
among international VCs of the opportunities available in Africa,” adds Weyinmi

MOVING DOWN THE SCALE
African fundraising has come
down off a 2015 peak
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While capital is concentrated in
larger funds, the lion’s share of the
opportunities are at the smaller
end of the spectrum
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VC funding to African tech start-ups
doubled from 2015 to 2017
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Popo, partner at Orrick. “We’re seeing a
lot more interest from Silicon Valley VCs
in the region.”
These opportunities include sectors such as fintech and off-grid energy
december 2 0 1 8 / january 2019
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Mobile payments: one attractive investment area in the region

technology, as a lack of existing infrastructure and technological developments
enable companies to scale rapidly. Some of
these businesses are receiving support from
global accelerators, which should, in turn,
build further VC dealflow in the future.
Recent African recipients of seed capital
from start-up acceleratorY Combinator, for
example, include cryptocurrency exchange
BuyCoins, wealth management platform
CowryWise and electronic medical records
specialist Helium Health.
The prize for investors at seed stage
and beyond is, according to Ashworth, the
potential scale of some of these businesses.
“One of the most exciting things about VC
in Africa is that there is no reason why these
companies can’t go global,” she says. “Where
in later-stage buyouts, for example, investors often look to create national champions and pan-regional businesses, many VC
d e c e m b e r 2018/ j a n uary 2019

investments could expand well beyond
Africa in a relatively short space of time.”
Early stage businesses are also increasingly able to count on local VCs for capital, too. In the first half of 2018, African
VC funds raised $94 million, a total that
surpassed the full year for 2017. Many of
these local funds remain reliant on development finance institutions for their capital,
however, with organisations such as FMO
playing an important role in the development of VC in African markets. “We’re now
seeing more local VC funds entering African markets, where previously the international funds were more prevalent,” says
Irina Manea, investment officer at FMO.
“Many of the newer, local funds are being
established by individuals with experience
in developed markets and as an investor,
we’d like to see more of these funds being
raised.”

Its fellow DFI, CDC, recently set aside
a $75 million pool of capital for African VC
funds and among the opportunities it is
currently assessing is a vehicle managed by a
sub-Saharan Africa firm with people in both
Africa and the US. “The individuals were
trained in the US,” explains Ashworth, “but
they have great networks on the ground
and a full appreciation of local conditions.”
In the space of just a few years, it seems
VC has found a place in African economies.
“It’s definitely part of the funding mix now,”
says Popo. “Previously, only expensive debt
might have been available for these companies – VC is making a significant difference,
especially as rounds of as little as $5 million can make a significant difference to a
company’s ability to scale.”
So does that mean it has reached critical
mass? Perhaps not yet. One issue is investment tends to be concentrated in certain
areas. “There is already a strong VC ecosystem around three main hubs – Nairobi,
Lagos and Cape Town.We are also supporting further development beyond these areas
and into Francophone West Africa, Uganda
and Tanzania.”
Another is the nascency of the VC
market. “VC has developed quickly across
Africa and it’s definitely moving in the right
direction,” says Ashworth. “But there are
still missing pieces to the jigsaw, although
these will be filled over time. A few good
exits from the current VC portfolio have
the potential to be transformational – they
will draw out LPs, which will be more willing to look at Africa, they will encourage
more local and international GPs and they
will inspire more entrepreneurs to establish
new businesses.” n
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MENA

Generalists: are their days numbered?
As political volatility and the downfall of Abraaj Group weigh on the region, some
private equity firms are looking to niche strategies for success, writes Rod James
It was long said the attractiveness of the
Middle East and North Africa hinged on
two elements: oil prices and geopolitics.
Over the past year, this formula has become
more complicated.
The collapse of Abraaj Group, MENA’s
largest private equity firm, has raised questions among investors about the transparency, governance and ethics of other firms
in the region, whether deserved or not.
Even for investors undeterred by the Abraaj
developments, the ongoing liquidation process is tying up investor capital that could
be going to other managers.
“When you’ve got investors who have
money stuck in a fund and are unsure
whether they are going to lose it or not, it
obviously impacts on us,” Karim Moussa,
head of private equity at Cairo-headquartered EFG Hermes, tells Private Equity
International.

Annual private equity fundraising in
MENA has failed to near the recent peak of
$4.65 billion raised in 2012. Last year, funds
targeting investments in the MENA region
raised just $690 million across five private
equity vehicles, according to PEI data.
The only MENA-focused private capital
fund to close in the first half of this year
was SEAF’s Morocco Growth Fund, which
held an $18 million first close. It would
appear that MENA is a tough sell at the
moment.
“One reason is purely organisational –
MENA is in none of the usual buckets, not
Europe, not Africa, not Asia,” says Helmut
Schuehsler, chief executive of Dubai-based
TVM Capital Healthcare. “The news from
MENA is sufficiently troublesome that
selected countries and investment committees are getting increasingly wary of the
region, often a result of a lack of knowledge

Blurred view: investors are turning away from blind-pool funds to more specialised approaches
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about the differences between countries
and regions within MENA.”
Does this weak fundraising picture call
for action on the part of general partners?
Is a change in approach necessary?
EFG Hermes’ Moussa believes so. His
firm stopped raising blindpool funds to
invest in its home region several years ago,
arguing that North Africa was too volatile
and Middle Eastern companies did not need
the money. In May last year it returned with
a more focused strategy, announcing it was
to raise a $300 million fund to invest solely
in Egyptian schools.
Half the total comes from private
schools operator GEMS Education. EFG
will commit $15 million and raise $135
million from investors. EFG has already
used its balance sheet to acquire four
schools with which to seed the new fund
at a cost of 1 billion Egyptian pounds ($55.8
million; €48.9 million). This is a five-year
vehicle, which, combined with EFG’s sector
expertise, may sit more comfortably with
investors.
“Investors in the region don’t like these
seven- to 10-year blindpool funds anymore,”
Moussa says. “Our exit is quite clear – build
a platform of 40-50 schools over the next
three years, IPO that vehicle over the next
three to five years... In this region you have
to think a little bit out of the box.”
This belief in a more specialised
approach is shared by Neil Brown, head of
the investor development group at Actis.
For him this applies to all emerging markets, not just those in the MENA region.
“I firmly believe the days of the generalist are going if not already gone,” Brown
december 2 0 1 8 / january 2019
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DRYING UP?
Capital raised and funds closed
fell after a stable period between
2013-16

Q1 2018 saw the most deals since
Q3 2016
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Investment in the GCC remained
consistent over the last five
quarters

Q1 2017
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Source: Private Equity International

Total number of deals
Number of VC deals

Source: EMPEA

SMALLER TICKETS
PE deal sizes have gotten smaller, partly indicative of a lack of prime
investment targets
DATE

FUND MANAGER

COMPANY

COUNTRY

TYPE

AMOUNT

May 2018

Gulf Capital

Geidea

Saudi Arabia

Buyout

$267m

May 2016

Warburg Pincus

Apex International
Energy

Egypt

Growth

$500m

May 2016

Carlyle Group

Mazarine Energy

Tunisia

Growth

$500m

November 2012

CHAMP, Castle Harlan,
Lime Rock

Shelf Drilling

UAE

Buyout

$855

January 2012

IFC

Bank Muscat

Oman

Debt

$170m

Largest disclosed investments in MENA, 2012-H12018
Source: EMPEA

says. “More focus leads to more experience
with deals and better pricing ability, better
value creation and greater knowledge of
which levers to pull at exit. The only way
to achieve this is to become an expert in a
focused sector.”
This is reflected in the data to some
extent. According to industry body
EMPEA’s senior director of research Jeff
Schlapinski, there has been a shift in the
composition of fundraising in the region.
Generalist buyout strategies peaked in 2007
and 2008, with $4 billion and $2.3 billion
raised, respectively, Schlapinski says.
d e c e m b e r 2018/ j a n uary 2019

“There has been a consolidation around
a smaller group of active growth and
buyout players, with many of the new
entrants focusing on early-stage VC strategies and tech-enabled business models,”
he adds.
NOT SO FAST...

While the trend towards specialisation is
clear, not everyone is on board. According
to EMPEA, the most active private equity
GP in the region between the start of
2017 and the end of the first half of 2018
is Barcelona-headquartered Mediterrania

GCC

North Africa

Other

Source: EMPEA

Capital Partners, which closed four deals.
Focused on African growth investments,
mainly North African, the firm is in market
with its third fund, seeking €250 million,
according to PEI data.
According to founder and managing
partner Albert Alsina, the lull in MENA
private equity fundraising is largely down
to the fundraising cycle; the big names will
return and the numbers will grow. Equally,
he believes that while sector specialisation
can work, geography-specific funds are not
the way forward.
“You need diversification across countries and sectors,” Alsina says. “The currency risk, the risk of devaluation [in a
particular country], is too high for investors.”
There are indeed some marquee names
set to come back to market. In March last
year Abu Dhabi-based Gulf Capital, one
of the Gulf region’s largest private equity
firms by assets, said it would return to
market within 18 months, offering a welcome fundraising boost in 2019.
For others, focusing on specialised
strategies may be the best way to make
returns and offer comfort to investors. n
private equity international
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GULF ECONOMIES

A region on the cusp
The Gulf economies have been through a tough transition, but Gulf Capital CEO
Karim El Solh says economic restructuring has created a buying opportunity
A lot has changed both economically and
politically since the early days of the Middle
East private equity industry in the mid2000s. For Gulf markets, not least among
them has been the switch from accelerated
economic growth powered by oil prices of
around $150 a barrel at their peak in 2008,
to a sharp drop in pace as the price plummeted to lows of $35 a barrel in 2016.Today,
with a barrel of oil trading at around $65,
we asked Abu Dhabi-based Gulf Capital chief
executive Karim El Solh for an update.
It’s been a hard few years. What’s
the investment environment in the
Middle East like today?

There has been a lot of change in the region.
The economies in the Gulf had accumulated
$1.4 trillion in fiscal surpluses and were on
a good growth trajectory until the oil price
crashed in 2014. The painful fiscal deficit
that followed made governments realise that
they had to change their spending patterns,
which were not sustainable any more. All
the Gulf economies went through aggressive economic restructuring programmes
– it wasn’t just lip service. Governments
introduced VAT as a new source of revenue,
reduced subsidies, privatised assets, and
partnered with the private sector.They also
tapped the debt markets for funding, and
they diversified their economies. In 2007,
oil and gas comprised 66 percent of the
Abu Dhabi economy.Today, it is 36 percent.
These measures even included Saudi Arabia
whose economy in 2007 was 60 percent
dependent on oil and gas. Today the figure
has dropped to 44 percent.
It’s been tough, but the economies here
are turning the corner. Over the next two
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El Solh: seeing more dealflow

years, we expect growth of 2-4 percent
across the Gulf. Oil reaching as high as $80
a barrel is a nice thing to have. That should
trickle more liquidity into the system.
We’ve taken our medicine, our economies
have been restructured and we’re ready for
growth.
What does that mean for GPs?

It’s a buying opportunity. If you’re
sitting on dry powder, it’s a good time to
deploy money. We’re seeing an improvement in the quantity and quality of dealflow – controlling stakes in market leaders
at attractive valuations.That forms the basis
for a good vintage. We raised $750 million
with our last fund and, toward the end of
2019, we plan to be back in the market to
raise our fourth vehicle.
But, isn’t it hard to raise capital?

This is true, and we see that raising capital has become challenging across

emerging markets. Emerging markets’
returns have lagged those from the US
and European managers by a good 30-50
percent, but the drivers of future growth
will come from emerging markets, and Asia
specifically. In the US and Europe, investors
are nervous about high valuations, while
in emerging markets, we are still seeing
growth and valuations are very reasonable.
Currency risk is also a big worry for
LPs investing in emerging markets. Private
equity firms on the ground are building value
and growing EBIDTA, but all of that hard
work can be eaten up by currency devaluation. In the Gulf, we are sheltered from
that currency risk.The GCC currencies are
pegged to the dollar, so investors benefit
from the regional growth without the concerns of currency risk.That’s an interesting
combination and an effective diversifier.
You’ve been investing for more than
a decade. What would you say are the
key challenges Middle East investors face?

The biggest challenge is access to adequate
bank financing for portfolio companies and
exits. Given the small regional private equity
industry, there are no secondary buyers and
the IPO market has been slow. In the Middle
East, you can count the number of large private equity firms on one hand. It’s positive
in the sense that there’s not a lot of competition. However, this poses a challenge
for exiting your investments because one
of the main exit routes (secondary sales) is
not available. When the secondary market
opens, it will mainly be from global buyout
firms arriving to our shores. We’ve already
seen all the big US and European firms
prospect for deals here.
december 2 0 1 8 / january 2019
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THE CONSUMER IS THE NEW OIL
How have you adapted your investment strategy to exploit the structural changes
in Gulf economies?

When we started in 2006, the wealth of the region was in oil, and we were looking
for opportunities there. Fast forward to today, and the consumer is the new oil. Consumption is growing at more than 10 percent per year. This is a very exciting theme.
The Gulf has the wealthiest, youngest, and fastest growing population globally with
high internet connectivity. These young men and women are among the most active
on social media and they are high spenders online.
We are looking at how to embrace the New Economy. It’s early days here with
digitisation, which contributes to about 3 percent of GDP in the Gulf, compared with
8 percent in Europe. In 2017, e-commerce across the entire Middle East was worth
about $20 billion. In 2020, it is projected to explode to reach $200 billion. We are
exploring how we can lead in that space and participate in the e-commerce revolution.
When we started Gulf Capital in 2006, we invested initially in the power, water
and oil and gas sectors. All those investments at that time were capex and asset-heavy
legacy industries. Today, we realise that you can’t scale those as much as other assetlight businesses. Now, we are focused on these asset-light companies that you can scale
quickly, like business services and technology companies.That is where you can realise
the 5-10x money multiples. We just acquired a strategic stake in the largest payment
and merchant acquiring business in Saudi Arabia, called Geidea, and are looking at a
bolt-on that would take it across the Middle East. We encourage our portfolio companies to travel from the Gulf into other emerging markets. Companies that operate
in the defensive sectors are also interesting as a theme: food and food distribution,
healthcare, education, and logistics are defensive sectors that we look at.

Until then, Gulf Capital is more focused
on strategic sales. In November, we sold
Destinations of the World – a B2B accommodation wholesaler – to Australian listed
Webjet for $173 million. That investment
generated an IRR in excess of 15 percent.
We also announced this week the sale of
Medco Plast, a subsidiary of Middle East
Glass, to Indorama Ventures out of Thailand. We have also sold in the past strategic stakes in our water company, Metito,
to Mitsubishi out of Japan and in Metito
China to Fosun out of China. Gulf Capital
has been very successful in growing regional
companies and then selling them to Asian
strategic buyers.There’s not a lot of positive
d e c e m b e r 2018/ j a n uary 2019

news recently coming from our part of the
world, but we are on the other hand showing global investors that we are able to sell
to global strategic buyers and generate very
attractive returns in the Gulf.
How easy are those targets to find?

The majority of our deals have been
control buyouts. When we started the
company, securing control in this region
was difficult. Nowadays, it’s easier because
private equity is more accepted. Founders
and entrepreneurs realise we can be a real
source of liquidity and additional value.We
are able to convince them that, while they
have a smaller share in a business once they

It’s been
tough but the
economies
here are turning the
corner … We’ve taken
our medicine and we’re
ready for growth
sell to us, in the future, they will have a
share in a much bigger pie. Also, most of the
entrepreneurs in the Gulf are expatriates
and, at some point, they want to go back
home. They are now recognising that selling to a private equity firm can ensure not
only the sustainability but also the future
growth of the business they have built, while
at the same time providing liquidity to the
founders. Private equity is also now more
appreciated by family businesses looking at
their succession planning.
Where is the Gulf in terms of market
maturity?

Private equity in the Gulf is only about 12
years old. We’re about seven to 10 years
behind Asia. It’s still a small and young industry. The top five GPs account for about 80
percent of assets under management. Market
leaders have launched more and bigger funds
and gained larger market share. It’s Darwinian evolution. The same thing happened in
Europe and Asia. And there is a healthy consolidation in the industry. But [as a market] we
need to have more exits and to build a track
record of returns and distributions. When
we establish that GPs can generate serious
returns here, then the money will follow. n
SPONSORED BY
GULF CAPITAL
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