The past several years have seen a significant
turnaround in sentiment amongst private equity
investors towards Africa, resulting in private
equity investment activity on the continent
peaking in 2014 — amidst the realisation that
the continent offers opportunities far beyond
commodities and infrastructure.

By Adri van Zyl

reliminary figures released by the
Emerging Markets Private Equity
Association (Empea) indicate that
investor interest remained strong in
2015, with fund managers in sub-Saharan
Africa raising $3.3 billion for the region
in the first three quarters of 2015. This
amount represented the second highest
annual fundraising total since 2006,
behind only 2014’s record of $4.4 billion,
which was up from $2.1 billion in 2010.

According to Empea, sentiment towards
the region remained resoundingly positive

in 2015, despite a shift back to developed
markets in response to gathering clouds
of global economic uncertainty. Graham
Stokoe, Ernst & Young (EY) Africa’s private
equity leader, says he expects final figures
for 2015 to show very strong investment
activity, even though this may not reach
the high figures of 2014.

He says it is unlikely that final figures

for investment activity in 2015 will

top the record of 2014 due to strong
economic headwinds, including currency
depreciation negatively impacting returns

in hard currency, a drop in commodity
prices (especially oil) and sluggish
economic growth.

Private equity exits increase

Private equity exits in Africa reached an
eight-year high in 2014, with private
equity firms exiting 40 companies (up

38 per cent from 2013), according to
data based on EY research and statistics
from the African Private Equity and
Venture Capital Association (Avca). Stokoe
says 2015 saw another record year for
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exits, as more companies enter the period
where an exit becomes imperative.

Despite the economic challenges, private
equity investment managers are optimistic
about prospects in Africa and continue

to commit long-term, much-needed
investment capital to help businesses on
the continent to expand and spread their
reach across borders.

The record funds raised in 2015 indicate
private equity firms remain resilient, focusing
more on the potential for growth over the
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medium- to long-term in the region and less on
short-term economic cycles, according to Avca.

Vuyo Ntoi, investment director of Southern
Africa at African Infrastructure Investment
Managers (AlIM), foresees a decrease in
investment activity in 2016 — largely because
of the resurgence of the developed economies
— but sees international private equity
managers remaining committed to Africa.

“A sure sign of the big players’ willingness to
invest in Africa is the opening of offices by
the Washington-based Carlyle Group and
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Dubai-based Abraaj Group in Lagos and
Johannesburg, followed by the New York-
based KKR & Co with an office in Lagos to
drive investments into West Africa — despite
the yield compression international investors
experienced in the last year or two,”
explains Ntoi.

Countries attracting investments

South Africa has dominated private
equity activity on the continent for some
years, but Avca statistics reveal a notable
regional shift between 2007 and 2014.
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Between 2007 and 2010, South Africa
experienced the highest share of private
equity transactions at 28 per cent of the
total, which dwindled to 24 per cent
between 2011 and 2014, in favour of East
and West Africa.

Private equity activity in West Africa
accounted for only 22 per cent of the total
in 2007 to 2010, rising to 25 per cent
between 2011 and 2014. In East Africa
the percentage of transactions increased
from 13 per cent between 2007 and 2010
to 18 per cent between 2011 and 2014;

“Countries topping

the list for private
equity investments are
those with rampant
economic growth and
big economies, such as
Nigeria and Kenya."

while in North Africa the trend was reversed,
with the region accounting for 17 per cent of
transactions in the period to 2010, dropping
to 14 per cent in the later years due to the
impact of the Arab Spring. However, private
equity investors are now returning to North
Africa post the Arab Spring uprisings that
saw activity decreasing between 2011 and
2013. Stokoe says interest in this region has
resurged in the last two years.

Central Africa saw the lowest PE activity, with
only 3 per cent of transactions between 2007
and 2010, rising to 5 per cent in the 2011 —
2014 period.

“Countries topping the list for private equity
investments are those with rampant economic
growth and big economies, such as Nigeria
and Kenya,” says Ntoi.

Stokoe adds that strong economic growth

in the newer markets, such as Ethiopia,
Ghana and Mozambique also capture the
attention of private equity investors, with the
francophone countries (such as Céte d’Ivoire)
coming more onto the radar.

Ntoi says Nigeria and Ghana are attractive
investment destinations due to the abundant
natural resources, whereas Kenya's attraction
lies in the well-established institutions.

More recently, countries that were not
receptive to foreign investments in the

past are also opening up. One example is
Ethiopia, where two of the larger private
equity deals in 2014 were recorded — an
investment of $200 million by KKR & Co in
the Ethiopian flower company, Afriflora, and
the establishment of a shoe factory in Addis
Ababa by Chinese shoemaker Huajian, with
plans to invest $2 billion to create a light
manufacturing special economic zone in
that country.

Shifting investment themes

Most investors have realised that Africa’s
investment opportunities go well beyond
commodities and filling the infrastructure
gap. Stokoe notes that the key investment
themes for private equity firms in sub-Saharan
Africa are generally linked with the growing
consumer base.

Most recent investments in a widening array
of businesses reflect the ‘consumer story’ that
goes hand in hand with the emerging middle

class, rapid urbanisation and still relatively
strong economic growth.

“Africa’s recent growth has been marked by
development and growth across a range of
consumer-related sectors, including retail and
consumer products, financial services as well
as technology, media and telecoms,”

says Stokoe.

Abraaj partner and chief investment officer
for sub-Saharan Africa, Jacob Kholi, explains
that rapid urbanisation makes Africa a hot
spot for investments in financial services,

fast moving consumer goods, food stuffs,
logistics, health and education.

The Carlyle Group cites the growth in the
African middle class “as a key investment
theme”. “We like businesses that touch the
consumer,” Bruce Steen, senior associate

at Carlyle advising on pan-African buyout
opportunities, told the delegates at the EY
Strategic Growth Forum Africa in November
last year. “We are looking for businesses
which are going to benefit from higher GDP
per capita, increasing levels of urbanisation,
and, ultimately, this demographic dividend
which will occur when the young population
matures and eventually moves into the
workforce and becomes consumers.”

Stokoe says there is increased interest in the
financial services sector, as foreign banks
and other financial companies launch or
expand operations in the region to tap into
the growing but underserviced market. Over
a quarter (28 per cent) of all private equity
deals from 2007 — 2014 in Southern Africa
(excluding South Africa) were in the financial
services sector.

“While the main aftraction is the ‘consumer
story’, there is a notable divergence across
the continent in investments in specific
industries. Apart from private equity firms
showing an interest in the retail sector in
South Africa, there are not many retail
opportunities outside South Africa given the
dominance of the informal retail markets.
This is, however, starting to change with the
emergence of retail property developments
in African cities. On the back of these

mall developments, South African retailers
increasingly expand into countries in the rest
of sub-Saharan Africa,” explains Stokoe.

There has also been a lot of interest in the
education and healthcare sectors. But given
the limited number of sizable investment
opportunities in these sectors, private equity
investors are increasingly considering
platforms to invest in these sectors.

AlIM’s Ntoi notes a shift to more industrial
investments, such as packaging, while
investments in infrastructure are moving away
from roads and airports to bigger investments
in power and energy.

Looking ahead, the International Monetary
Fund (IMF) downward revision of sub-Saharan
Africa’s economic outlook could trigger a
decrease in activity, but Stokoe points out that
there are still a number of private capital and
abundant investment opportunities to drive
growth on the continent.
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