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You would be hard pressed to find a CEO of a top 200 company in South Africa
not at least paying lip service to an “Africa strategy”. Jannie Mouton's words,
however, ring true. Investment in some of the fastest growing markets on the
African continent comes with a severe health warning. African investments
tend to make up such a small portion of an average company’s capital outlay as
managers tentatively assess not only their own risk appetite but also just how
long it will take to deliver sustainable returns to shareholders.

The theme is gathering momen-
tum, but not necessarily because it's
the next sure thing in terms of invest-
ment returns, The story cannot be scen
in isofarion,

Appetite for the Africa investment
theme comes against the backdrop of
sogey glabal growth as many West
ern coonomies werter on the brink of
another recession, By contrast, emer-
ging market growth is appealing, and
African growth rates, from their cur-
rent Jow base; are enough to tempt even
the most ardent Afro-scepric.

Is it best o huve been an early mover
whose persistence will be rewarded
by marker dominance over time or is
it more sensible o let orhers make the
carly mistakes? The market is firmly
polarised between early movers whao
have established their operations and
are paving stff school fees and rhose
whao are content to learn from other’s
mistakes along the way

"}"Ln].'um' ::mhalrkin‘z.: on an Africa
strategy now has left it too late,” says
Grant Pattisson, CEQ of Massmart,
The world's bigrest retailer Walmart
acquired a contralling stake in Mass-
mart earlier this year as part of its own
global strategy of investing in region-
al champions to further its own inter-
national footprint, “Walmart has the
advantage that we already havee a strong
presence in many African markets,
which would have taken them a long
tirne fo set up themselves.”

But according to a recent report from
Accenture, it'’s not too late to start on
an Africa expansion drive. The consal-
rancy group however cautions investors
agrinst being overzealous with rheir
profit forecasts.

Turning opportunity into profit,
warns Grant Harch, senior executive:
strat-egy at Accenture South Afri-
ca, invariably mkes much longer than
companies’ own often overy optimistic
forecasts suggest. Hatch argues strong-
by for investment into the potentially
luerative sub-Saharan region, which has
experienced rapid growth in consumer
spending over the past decade, That,
accompanied with rapid improvements
in income levels; infrastrucrure and 2
business environment that'’s increasing-
ly benefiting from a growing consumer
miarket, make the continent a tempting
investment destination,

Investee Asser Management Africa
specialist Roelof Horne argues South
African companies that are failing to
invest “in spite of this high-growth,
high-margin opportunity on their
doorstep” will regret it later.

Horne questions the motivation of
executives who focus their attention on
highly competitive, low margin "nice to
visit” countrics and says corporate lead-
ers do need to be more adventurous in
their approach.

Ini o recent report, The Dynamic Afri-
can Consamer Mavket, Accenture con-
cluded sub-Saharan Africa has a rapidly
growing consumer population that will
reach 1.3bn by 2030.

Also:

* Average growth rates in sub-5aha-
ran Africa will be berween 5%-6% up
tor 2020 whereas most developed mar-
kets will struggle to achieve 2%-3%.

* Consumer expenditure in 2010
equalled $600bn — estimated o reach
Slrr b 2020,

* Poverty rates are declining rapidly -
from 400 in 1980 to 30% in 2008 and

200 in 2020,

* By 2050 an estimated 60% of the
region’s people will be urbanised.

* By 2012, 50% of all Africans, more
than 300m people, will own a cell-
phone, growing o 56% by 2014,

“The data around Africa demograph-
tes and the opportunities available are
very sexy,” says one fund manager.
“They can get you so excited that once
you have finished reading them vou do
fieel the need to take a shower after-
wirds”

Demographic arguments are com-
pelling,

The Department of Economic and
Social Atfairs at the UNDP says Afri-
ca’s population growth will ourpace
that of other developing markets such
as India and China by 2030,

lts project-ions suggest Africa will
have a population nearly 50% bigger
than it was in 2010 with 1.5bn peo-
ple, surpassing the numbers of people
in each of the globe’s two most popu-
lous nutions,

The World Bank believes growrth
rates on the African continent are ris-
ing while those in India and China
ciannot be sustained ar the high rates
achieved in the first decade of this cen-
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tury. African inflation rates have, on
average, been contained ro single dig-
its and government borrowing s i per-
centage of G has declined from the
mid-sixries 10 vears ago o average le-
vels below 30,

The comsensus growth forecast for the

African continent pats countrics like

Angola, Uganda and Ethiopia north of

7 = more than rwice the expectation
tor the Sourh African ECOnomY,

Investment, however, is not about
demographics. Averages are danger-
o and making bald statements about
prospects tor a contiment that in pre-
colonial times was made up of an
estimated 1 000 stares, is downright
L;'.mgl:rq'nl.\:. Thl'n' Hl1 huqu: niir]i:rur|-
ves i the histories, cultures and demo-
graphics of the 47 countrics that now
miake up mainlind Africa:

"There's a window c31'1|ppnj't1|.|1il}'
open at the moment. Plenty of busi-
nesses are being set up, The big ques-
tion tor anvene going into the continent
15 the wmount of time it takes between
establishing a presence and delivering a
profit,” savs Harch, “The sdvantage the
carly movers have is that in many cases
they are able e make the marker.”

A shortage of reliable dara means tha
it’s very ditficulr to do o desk-top ana-
|_'. .-'1-.~H|':n.s|1_1.' Adrican countries. “South
Adrica has masses of data and vou can
sitaywhere in the world and can nike
i f-.liﬂ_‘. accurite pssessment of risks and
opportunitics in the marker. The prob

b4
= 'l'r
Grant Hatch.A#'-ﬂure
-

#

fern s that lots of companies do not do
enough on-t h{'-f._*,fnll:nd research,” says
Harch.

Cerrainly, Tiger Brands" CEOQ Peter
Matlare is fimed for encouraging his
board to walk the streets and markets
of countries into which the South Afr
Cin !; ||::|l.|. ]'lfifll.ll.li_'l.'l: "u'n'.ll'ltli_'l.[ L (%] il_'l"..l;:'b[_

Tiger Brands has been acquisitive
during 2001 and others like MTN and
SABMiller are amonyg the more nota
ble long-term suceess storics and con-
tinue to pour billions in investments
into existing and pewer operations,

*Crther than MTN and SABMill-
er, Shoprite has been by far the moss
successful Sourth African investor
outside 1ts home market on the Atfri-
can conrinent, It has been persistent,
understanding the individual mar-
kets in which it operates and as a resulr
mikes good money in its operations,”
says Perer Lezer ar Coronation Fund

Managers, *The implementation risk
tor new entrants is high. It's not too
late to embark on an Africa strateg)
bt if vou're 3 food retailer looking wo
take on Shoprite in tough markets like
L.'lp,u:-, Rinshusa or Luanda, vou need
tor be e that rerurns will not come
overnighe,”

For most South Atrican COmpanics
invested on the African continent, the
stromg e o recent vears has led o
exrnings pressure when profits have
been converted into local currency.
MTN s E'-ruh.Lan' South Africa’s most
;._{l.'ll_ql;lph ically diverse company with
operations in nearly 20 of the conti-
nent’s maost prominent ceonomics, The
strength of the rand unril about .I”“”
this year wiped B4.7hn oft MTN' top
line.

Cirowrh instead was driven by grains
in South Africa and Iran while sev-
eral of its more promising African
investments underperformed. Key
operations tended to perform well in
local currene ¥ Mipreria up 13.1% and
Cihana 11.9%, for example. Translat-
ed to rand, however, Migeria, which is
facing increasing competition was tla

and in Ghana where the company has

miore than 5000 market share, its profi
contribution dechined. More than twa
thinds of MTN'S revenues are now gen-
erated outside South Africa, and CEO
mitiso Dabengwa described the group's
resilts as being “damned” by the strong
rEporting curreney,

For Telkom, hardly a stellar Fu:rfm'm-
er at home, its operations outside South
Adrica have been o disaster zone, The
group remaing keen to invest in other
African markets despite the tailure
of its Nigerian business Muoli-Links,
Chatrmian Lazarus Zim can hard-
Iv be accused of overstating the issue,
deseribing the lessons learned from
the R7bn losses incurred in MNigeria
as “L‘.\;"Ct'l."i'l."l.' and 'J:n]mrl:ﬂn[“. Telkom
failed on rwo fronts = it bought into
a4 business using one kind of technol-
oy, CIIALA, while the rest of the
muirket used GSM., Arguably its fail-
ings were managerial rather than as a
tesult of 4 difficult or hostile envinon-
mient in Nigeria

Tiger Brands has recently been raising
its u;m-‘--‘--]'-u-nlur L'?A.';"usm'l.' OfE Thu cont-
nent, Until recently it had a physical
presence ineight African coantries and
has creared hubs in both Fase ( Edhic Pl
ancl Ka;n_‘;'a] and West Africa l:\'i_u:.'l'-
tand Cameroon) It also has exXpOrt
muarkets all the way from South Afri
caas far gorth as Swdan, Irs R1,35bn
February acquisition of unlisted bev-
crage miaker Daviea Trading gave it
a presence in 28 African and Middle
Eastern countries, with a particularly
strong expansion in YWest Adrica. Lare
Last vear it boughr 49% of the fomd
business of a domestic entity called
UAC in Nigeria for R417m and spent
d further B275.8m on unlisted bis-
cuit maker Deli Foods Nigeria, while
entering into a joint venture with Echi:
upi:ll.\. Fast African G sap into which
irivested nearly R113m.

According to Euromonitor, the op
S0 packaged food HnpEies in Atri-
ca and the Middle East increased mar-
ket share from 25% o 34%. Bur that
growth has come at a price, Nestle

and Ulnilever, leading COmpanies an
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Source: Rijcura
.
Not for the faint-hearted
Riscura is the only consulting company that produces a survey of Pan Africa ex-Seuth Africa funds. The products inits survey represent
those funds that invest in companies that are aither listed on African markets or that generate more than 50% of their revenues on the
continent. The funds exclude exposure 1o South Africa
The table below uses data from the Riscview Pan Africa ex-54 Survey = September 2011 Performance is in US dollars and s net of fees,
Product Benchmark E:t:l?:t{usm Sept 20N m! E‘ISIBI::}H 1year 3 years
R Africa Sustainability Fund HSETF_F—M Africaex S Indes ] -B.56% -;;..-_55"» -3230%  -1B04%
african Alliance Africa Pigneer Fund MSCIEFM Africa ex SA fnglex 24 B.F0% 16 98% 223 -BT0% -hegs
Caranation Alnca Fronliers IMUSD Libar + 5% 148 <785 6.57% 1B B0% ~1319% B.17%
[nvestec Africa Fund § 1 SO Litor + 4% 38 B4 Eeit: -26.80% - ~1810% ~HO3%
Mornantum A SICAV Africa Equily Fund MSCIEFM afnica ex SA Index 7 o TOH 160, 23 % -16.51% -8
Santam African Frontier Markets Fung MSCI EFEM Africa ex SA Index 3 -8 4% 20 2807  -2410% -
Stanclard Africa Equity Fund Albafrica Top 100 (Exch SA) 74 0, % =327 =100 “22.79% -21.83%
STAMLIB Afnca Equsty Fund Al ateica Top 100 (fexcl. SA) 62 -8,75% -23.54% -3167% -2486% -
Benchmarks
GBS0 Libsar = 4% fone month) 135 1 04% 1.20% A 31 4 "%
USD Libar # 5% (thraa rmonths) QaAsH D.45% 4,04% Sads 5.76%
Al Aftica Top 100 (ecl SA) T S R U .1 28405 -2454% -2086%
MECI EFM. Alnca ox 58 -BaA3h B =30,04% -Z555% -17.93%

the African continent, are sacrificing
margin for growth as their customers
simply cannot afford the prices of prod-
ucts, which have been developed for
wealthier consumers. Despite its sta-
tus.as Africa’s second biggest econormy,
rescarch by Tiger Brands puts average
annual disposable income per capita in
Nigeria at R3 100 versus South Afri-
eas R16 200, Mulriinatonals therefore
focus on volume growth over margin
expansion.

I a recent presentation, Tiger Brands
highlighted some of the difficulties it
Faces in doing business in several of
the new African markets which 1t has
enterect. Among those problems are
an abscence or slow evolution of dem-
oeTatic institutions, curreney instabil-
itv, lack of infrastructure, acute local
skills shorrages, corruption, counter-
feiting, low disposable income levels
and demand constraints in countries
where decess to credit remains a big
problom.

Standard Bank, which is regular-
lv named as “top bank in Africa”,
has been investing heavily in its net-
work across the 16 African countries

in which it eperates outside South
Africa. "The strategy we dre exeeur-
ing right now goes back to the Eight-
ies”, savs Standard Bank Depury CEQ
Sim Tshabalaks, Thar work was done
by then chairman Conrad Strauss and
ex-CEQ Eddic Theron, “We are not
discovering the opportunities in Afri-
i for the first rime.” This i a big issue
for Standard Bank, which announced
this vear thar it would be stepping back
trom its ambitious global strategy that
saw it buy stakes in banks as far afield
as Argentina and Russia = but is undo-
ing all of that now and intends chan-
nelling its energy into doing most of
its business on the continent. Ir has the
additional pressure of course of hav-
ing the world's biggest bank, China’s
ICBC asa 20% sharcholder. 1o will be
wanting to rarchet up its own strategy
of taking @ stake in a business it plans
to use as a conduit into other parts of
Adrica,

FirstRand has taken its Afvica growth
strategy back to the drawing board tol-

lier this year, it walked away from a
pricey deal in Nigeria, concerned that
the asking price was too high relative
to the quality of asset it was seeking
o acquire,

“There’s a risk of overpayving for
assers,” says Coronation’s Leger.
*Arguably Standard Bank did thar in
Nigeria.”

Shoprite made irs first Africa foray in
1990 when it opened its first store in
Windhoek, Pick n Pay instead chose to
enter Australia twice and has now put
the continent as one of its key future
building blocks, Spar, which operates
six distribution centres in South Afri-
¢4 serving a network of independent
retailers across the country, is looking
to Nigeria as its first port of call outside
South Africa.

Clothing retailers are also increasing-
Iy interested in the opporrtunities the
continent can provide. Woolworths
earlier this vear stated its interest but
said it would not be pursuing its highly
successtul South African foods model

lowing a decision by the new Zambian | in & continent where it can take three

EOVETRMENE 1 overturn its acquisition
af that country’s Finance Bank. Ear-

months to receive product, Mr Price,
which has nearly 50 stores predom-
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Vulture funds circle

Secretive groups are claiming $1.5bn from Africa

The African continent Is not only
the target of long-term investors in
infrastructure, retall and banking.
The UK government is being urged
to shut a legal loophole that allows
purchasers of debt from war-ridden
countries to claim many multiples
of the value of that debt from the
world's poorest countries.

Exactly ho af H'IF"S':‘
so-called “v
operation and th-—- =] '[F"'H‘ of their

clairr unknown, but NGOs,
|r‘u‘1ud|n-; Oxfam, the Jubil
Debt Campaign and Christ
maintain one of these funds i
the cusp of claiming $100m from the
DRC on an original debt of $3.3m.
xd that vulture
s high as £1.5bn
orld’s poorest
countries.

The DRC debt was originally cwed
to the former Yugoslav g nrment
for a powerline praject. The Bosnian
government now maintains the

bt was sold illegally and argues
financier Peter Grossman, who runs
FG Hemisphere, has no legal right
Lo it Grossman, who has previously
failed to seize the DRC embas

the debt, insists he is doing
wrong, As far as heis con

mantly in kenya, Ghana, Zambia and
Tanzania plass to open its first Nigeri-
wros in March nexe vear,
African

anstore i L

Fhe investment by South
companies into other pares of Africa
has made them attractive in turn to
bigeer vlobal investors. Walmarr this
vear concluded irs takeover of Mass-
mart, following the 2010 acquisition by
Voudatone of 75% of Vodacom, l.i-'-":|".|[-;.'
thar it is @ minnow in the
African ICT space relative o MTN
Standard Chartered,

|'I.I"- ."';:‘IL HE] ] lrl,li.'l'.{[‘.'.'ﬂ!.-\-. |i.'r" \'{‘l.i,::"'l'.lk

the fact

which already

standing at the altar in 2000 10 a deal
thiat looked similar to thar done by
Ch % H.Hq., ich took 1 20% seake
in Standard Bank in 2008, Barclivs

bought control of Absa in 2005 but it
was only this vear that it made Maria
Ramos, the CEO of the local group,

head of s Africa operations, She has

£]

debt and is
ntitled to demand payment,

Th1= secreti

. They buy debt

en countries are in chaos
dn-:i are at risk of default. They v
until the state in question stabilises
- until.aid and i trment recs
before seeking to cash inon .ﬂ.-hat is
owed to them.

ong some of the industry's

Donegal International, which owns
a %$15m Zambian debt msrrurnf-ﬁt
l:i-:lhnﬂ L.-dr"

Gm-_-.rn'l.:n d’ o a Iam _|H:-' was
nsultant to Mo

eveloped markets. Paul Singer
t km wn for bu |ru1 $2”|‘T‘ uT

tormed a committee to look at growth
opportunities. Judging, however, by the
recent experience of FINB in Zambia
where it had its acquisition of Finanee
Bank overturned by the new govern

ment, which cited 1ts un]mppincsx
over the purchase process and the fact

thiat in recent years banks have decid-

ed against pricey acquisitions, growth
for financial secror plavers is likely to
remain muted. Bur with merger and
acguisition activity under pressite else-
where — investment banks in particular
are trawling the continem looking tor
sountries on the

business. And muany

continent — more stible politically and

economically now than at any point in
the past 30 vears — are opening up tor
business,

sABMiller has brewing and bever-
dge operations across 16 countries in

sith-Saharan Africa, while a further 19

payment on a 330m DRC debt
The NGOs claim that th

from the funds are many tim

higher than the original debts and

put considerable financial pressure

on already heavily burdene

economies. As a purely capitalist

principle, it makes complete sensze,

but ¢ it make sense then to

be pouring billions in aid :

stment in the front de when

the mone desti ve out

Warn
facing demands from vulture funds,
Amang them: Cameroon, Ethic

the countries that hs
debt relief pr
action from n

fun

While many d

have banned the vulture fun

from using their claim the

funds - there s a loophole that the
ir1 taw; I'IE [ *'ut'h

Jer.ae whn..h pur:ﬂlts -.;uch claims.
The British governmaent is a3

o implement new regulatior
moanth that will prevent it occ

in future. W

k".'L!IEiiH'I'ti{_"-i Are k‘(“.".‘l"..‘d "-'i'.:l 15 .‘-[fii[{"_u‘!l.
alliznce by the E':uni'l_-. -owned French
brewing group Castel. I has dominant
miarket share in most of the countries
in which it operates and bottles Coca
Cola-c ompary products in 20 of those
mvarkers as well. Like Standard Bank,
its invalvement in other paris of the
continent has nor occurred overnight

lts first investment in a neighbour

ing state was in the then Rhodesia in
1910 with the formartion of Rhodesia
Breweries, which in turn expanded irs
(WL h“"ht‘i't' of influence inte Zambia
in the Fifties, but the rate of expan-

ston becnme accentuated from the early
Seventies when the company expand-
ed into Borswana and Angola. Earlier
this month the group said it was mak-

ing 8260m available for investment in
Ugranda, Ghana, Zambia and Tanzania

as its volumes on the continent outside
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a more mature South African market
soared 15%. The fresh cash injection
15 in addition o some $1.5bn invest-
ed in projects across the continent over
the past five yvears, The group's Atri-
ca operations outside South Africa
have seen a sTc:ui}' ncrease in '|.'|n:u.|:l.|-:-
tion in recent years and irs contribu-

tion to EBITA has prown te 13% of

group earnings and is still growing,
The region contributes almost as much
tor its parent as the US operations do -
the difference being that the contribu-
tion from Africa is growing while the
Miller Coors joint venture in North
America continues o struggle in that

How to do it

massively competitive market.

“No company can afford to ignore the
opportunities the region rcprc-u.'ms,"

says Accenture’s Hatch. *The new
African consurmer is 4 force to contend
with. Despite current low per capita
incomes in Africa, average income is
STOWINgE, giving rise o an emerging
middle class thar will become mere
demanding as income levels and spend-
ing increase.”

Plenty of South African companies
burned their fingers investing in other
African economies in the Nineties, In
miany ways these were no different w
the early foravs into the US, Australia,

et up in 1.}'11.-' B
bra:nr-r
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and Asia where execurives, corporate
rockstars in thelr own environments,
made blanker assumptions not 1]”]:’:-'
about their own goods and services
but also the requirments of the mar-
kets they anticipated serving,
“Mowadays the approach is mare
subtle and partnerships are more like-
by than previously. The key is in find-
ing the right model and how you apply
that model from a South African per-
spective when we tend o have a very
Anglo-Saxon style of conducting busi-
ness,” says Hatch, m

brucewafirnwesk couza

So, yeu have a high risk appetite and are prepared to wait to
harvest the returns corporate investors believe will follow as a
result of their investment into new markets. The reality is that
in order to invest into the Africa growth story, you probably
are best off doing It yourself = bullding a portfolio of shares
doing business across the continent. There simply are not the
retaill funds thruugh which tu doi

the A

5 dn " ﬂ‘nr

funds that claim to -he'
il I'|a\-c.~ a h gh we

vestors underest 5rr'l =|t+- the pOwWer -":r estabili
ur mind ab many markets
|r| Zimbaby Just b

out of a position Afﬂra does not 4'1-'-.-m tf
make or :
= plus H'u*r shoppers pr'e-fh:»r' and truwr r

ad chain stores

can affard. Trus

a dominant player
hairman Christo Wie
E-r:hpt [i:
-urjl" springis down te
and Mige

pr
The numt
but t
tunity,
hen it comes to




