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On 9 June 2018, the Robeco
Afrika equity strateqgy
celebrated its tenth
anniversary. A good moment
to look back on how African
economies and their financial
markets have evolved,
evaluate the strategy’s
positioning and performance,
and think about what the next
ten years may bring.
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Market developments in Africa | With this paper we aim to step away from shorter term
performance and outlook, and focus on the longer term trends. We want to provide
additional insight into what happened in African economies and financial markets over the

past ten years, while giving some food for thought for what the next ten years may bring.

Robeco Afrika | We also look back at how Robeco Afrika has fared. Although we are unhappy
that African markets have lagged both developed and emerging markets, we are proud that
we have outperformed the reference index - 50% MSCI South Africa + 50% MSCI

Emerging/Frontier Africa ex South Africa - and other Africa funds.

Next ten years | The mostimportant African countries appear to be in relatively good shape,
with lower political risk than in the past and no big fundamental imbalances. At the same
time, valuations are relatively low due to skepticism among investors. That combination

provides hope for solid investment returns.



Africa has
underperformed both
developed and emerging
markets. This was mostly
caused by a relative
derating of African stocks.



Market performance | The usual starting point for an equity investor to look back on is
market performance. This is shown in Figure 1. The indices are set at 100 at the end of June
2008. The timing of the fund’s launch was horrible, as it came after a spectacular 5-year rally
in Egypt {(+1275% cumulative return in EUR), Kenya (+340%), Nigeria (+335%) and South
Africa (+160%). A lot of optimism was priced into share prices. The charts below show that
actual earnings growth in Africa was not bad, but that valuation multiples outside South
Africa were relatively high at the start and came down over time. The rerating of developed
markets versus a derating of African markets was a big driver of the latter's weaker
performance. This is clearly visible for Africa excluding South Africa. South Africa appears to
have become more expensive, but this is mostly because of a mix effect with Naspers (which
trades at a high multiple due to its great growth prospects) gaining weight at the expense

of lower rated sectors like materials and banks.’

Figure 1| Markets, earnings, valuations
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Source: MSCI, IBES, Robeco (indices are rebased to 100 at 31-12-2007 or 30-06-2008, EPS calculated
based on the rebased indices). The value of your investments may fluctuate. Results obtained in the
past are no guarantee for the future.

Within Africa, Kenya was the best performing market with a cumulative return of 254% in
euros, meaning a 13.5% annualized return. Drivers of this success were a relatively stable
political situation, a liberal market environment and relatively good management teams
creating value for shareholders. Tunisia also did well, gaining 1779%. Heavyweight South
Africa was an average performer with a cumulative 108% return, which is a 7.6%
annualized return. Mauritius and Nigeria posted mediocre annualized returns of 4.4% and

1.2% respectively. Morocco even had a negative performance of -0.7% per year. Egypt was

1 For more information, please refer to the section ‘The Naspers factor ‘ on page 16.



the worst performing market, with a cumulative loss of 14%, which is a 1.5% annualized
decline. Reasons for that weak performance were the relatively high valuation at the start
in June 2008, a period of chaos and uncertainty after the revolt against Mubarak in

January 2011 and poor economic management leading to a big devaluation in November
2076.

Figure 2 | Total return index (in EUR) for individual African countries
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Source: MSCI, Bloomberg, Robeco (indices are rebased to 100 at 30-Jun-2008). The value of your
investments may fluctuate. Results obtained in the past are no guarantee for the future.

There are many other developments to look at when examining the past ten years, but we
would like to touch upon the following aspects:

Economic growth on average good

Volatile commodity prices

Political ups and downs

Dealing with high inflation and depreciating currencies

Universe: only limited increase in investment opportunities

Economic growth on average good | There is no empirical evidence of a strong relationship
between economic growth and equity returns, as equity prices already tend to reflect growth
expectations. However when looking back on the last ten years, this provides insight into the
environment Robeco Afrika has operated in. In the financial crisis, South Africa went from a
5% growth pace into recession and after an initial recovery its growth has been lackluster.
Egypt had been growing at 7% or more and was not only impacted by the financial crisis but
also by the Arab spring and the political uncertainty in the subsequent years. Kenya showed
relatively stable and solid growth. Nigeria used to grow fast but the pace has come down
over time. It even entered into recession in 2016, when its oil production volumes fell due to
unrest in the southeast. Fortunately, it is back in positive territory. A positive surprise was

Ghana achieving volatile but generally very high growth.



Figure 3 | GDP growth in various African countries

.
> & oo &y o U T > g Fo o WP NPT R e
LR O R P P PR R R R S s g g B

South Africa Egvpt Kenya Nigera Ghana

Source: Bloomberg, Robeco.

Volatile commodity prices | In the past ten years, commodity prices had a big impact on
the fortunes of African countries that export oil or other resources. High prices lead to more
employment, more tax revenues and US dollar receipts. In the second half of 2008, both oil
and industrial metal prices crashed. After a strong recavery in 2009 and 2010, most metals
entered a bear market from 2011 to 2015, moving up again in the last 2.5 years. The oil price
stayed high from 2010 to the first half of 2014, but then sharply collapsed. In the last two
years, it has found its way up again. In Africa these commodities movements have most
clearly impacted Nigeria (cil) and Zambia (copper). Other markets with significant
commodity exposure are South Africa (iron ore, coal, gold, platinum, palladium) and Ghana

{oil, gold, cocoa).

Figure 4 | Commodity prices
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Source: Bloomberg.

Political ups and downs | In the last ten years, there have been many periods of political
uncertainty. In many occasions investors and other people were nervous at the time, but as

things turned out relatively fine most people have forgotten about them. Examples are



elections in Kenya (2013 and 2017) and Nigeria (2015). With hindsight wo major themes

stand out:

il

The Arab Spring

In January 2011, a popular revolt started in Tunisia and inspired uprisings in other North
African and Middle Eastern countries. For the portfolio, the most relevant consequences
were that Egypt (20% of the portfolio at that time) and Tunisia (1% of the portfolio)
were gripped by chaos, temporarily closed their stock exchanges and ultimately fell
significantly. In February, Egyptian president Mubarak was toppled ending his 30-year
rule. A few months later the Muslim Brotherhood came to power after elections.
However, in July 2013 the military took back power after heavy street protests and
appointed Sisi as president. As a result, the situation now is quite similar to that under
Mubarak. Stability has been good for the economy, but in the long run the political
situation is riskier than in democratic countries.

South African politics

After Jacob Zuma's inauguration as president in May 2009, governance standards
steadily deteriorated. This was visible in a rise of corruption stories despite the ruling
party ANC blocking any serious investigations. In December 2015, Zuma fired his
finance minister who refused to sign off on big projects, which would allow Zuma and
his friends to steal government money. This decision caused a fight between two camps
in the ANC. Fortunately, it ended with the anti-corruption camp winning the battle and
Cyril Ramaphosa pushing out Zuma as South African president in February 2018. This
does not mean investors will no longer be confronted with government measures that

are negative for them (for example, requlation for mining companies or the sensitive

issue of transferring white-owned land to black people)  EGcIEzcINGNGNGNGNGSGEE



