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2010 - 2019 Review 

At the end of every year, we usually get the opportunity 
to look back and reflect on the year’s events. As we 
enter into a new decade, we also have the added benefit 
of looking back at the dramatic changes that have 
occurred in Africa over the last ten years, as we 
contemplate the opportunities and challenges that might 
lay ahead for the continent.  

Over the last decade, we have learnt a lot about African 
markets. Falling oil and commodity prices have caused 
setbacks in some of the large resource dependent 
economies, and the relative illiquidity in the continent, 
coupled with risk aversion towards frontier markets has 
negatively impacted investor sentiment. Despite these 
unique challenges, the structural growth across Africa 
remains strong. With accelerating economic growth and 
stocks trading at historically low valuations, we expect 
strong returns in the medium to long term. 

Post Financial Crisis 

As developed and emerging economies recovered from 
the global financial crisis, African economies emerged 
relatively unscathed. In the period between 2009 and 
2014, they continued to post high levels of economic 
growth of 5-7% and attracted both private and public 
investment capital.  

African equity markets posted strong returns during the 
early part of the decade with the MSCI EFM Africa ex 
SA index posting a total return of 36.6% from 2010-
2013. These returns were supported by strong investor 
optimism, positive investment flows and monetary 
easing in the U.S. and Europe. Africa was clearly 
decoupled from what was happening in the global 
markets, as African economies were experiencing 
strong growth and stable macroeconomic environments. 

Recovering Economic Growth 

Investment returns however, were disappointing 
between 2014 and 2019. Some of Africa’s largest 
economies such as Nigeria and Egypt suffered major 
setbacks due to the fall in oil and commodity prices. 
Consequently, economic growth slowed rapidly from 
2014 and has only recently started to recover.  

During this period, oil prices fell by 40.4%, iron by 24.5% 
and copper by 17.7%, triggering a currency crisis in 
countries such as Egypt, Nigeria and Zambia 

 

 

Source: IMF World Economic Outlook - October 2019 

Nigeria’s GDP chart highlights some of the difficulties 
that the continent’s largest economy has faced. Over the 
decade, Nigeria struggled to generate growth and has 
suffered a major currency devaluation. In recent years,  
the economy has subsequently rebounded and GDP is 
projected to grow to $495 billion in 2020. 

 
Source: IMF World Economic Outlook - October 2019 

Over the last three years, Egypt has carried out difficult 
economic reforms after receiving IMF support of $12 
billion. 

The devaluation of the Egyptian pound in 2016 and the 
subsequent reform program was painful for the country. 
Three years on, the economy is now stronger with GDP 
growth projected to rise to 5.5% in 2019 and inflation at 
multi-year lows. 

Source: IMF World Economic Outlook - October 2019 
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This has enabled the Central Bank of Egypt to 
systematically reduce interest rates. We expect further 
cuts in 2020. 

 
Source: Central Bank of Egypt 

Reversal in Investor Sentiment 

African stocks performed exceptionally well between 
1999-2009 but have lagged in comparison to global 
peers in 2009-2019.  

  

Source: Bloomberg. Total returns including reinvested dividends. 

Over the last 10 years, developed markets, especially 
the U.S., have registered strong performance. Africa, 
like many emerging and frontier markets have 
underperformed in comparison. The lack of liquidity in 
Africa has had a major impact on investor sentiment. 

In addition, interest rate normalization in the U.S. has 
supported investor flows back to the States. President 
Trump’s protectionist trade policies have rattled the EMs 
and contributed to higher risk aversion towards frontier 
markets.  

We believe that investor sentiment can turn. It was not 
too long ago when EMs and FMs were performing much 
better than developed markets. Looking at a chart of 
valuations, we do however, wonder about the current 
level of  U.S. market valuations. 

 
Source: US Stock Markets 1871 - Present and CAPE Ratio by Robert Shiller 
https://www.econ.yale.edu/~shiller/data.htm; Sanlam analysis 

Clearly, the valuation gap between African markets, 
EMs and DMs is substantial and hard to ignore. We 
believe that recent reforms undertaken will place African 
economies on a sustainable growth path, reduce future 
FX volatility and make African economies less reliant on 
the export of commodities. Across the continent, 
countries are focusing on stimulating internal demand 
and attracting capital investment.  

 
MSCI EFM 
Africa ex 

SA 

Emerging 
Markets 

Advanced 
Markets 

S&P 500 

P/E 6.6 15.4 20.6 21.6 

P/B 2.6 1.7 2.6 3.6 

Dividend 
yield 

4.4% 2.6% 2.4% 1.8% 

Source: Bloomberg as at December 2019 

We believe Developed Market returns will be subdued 
over the next 10 years. There are many factors behind 
the last 10 years of developed market returns. Ultra-
loose monetary and fiscal policy, quantitative easing 
and tax rate reduction have supported global equities.  

We doubt many of these factors will be sustainable and 
there is a risk developed market growth will slow down. 

29.8%

3.6%

12.3%

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

2008 2010 2012 2014 2016 2018

Egypt Macro Statistics

Inflation Policy rate

402%

160%

3%

-9%

MSCI EFM Africa
ex SA*

Emerging Markets Advanced
Markets

S&P 500

Total Return

1999-2009

*Index inception: May 2002

18%
48%

162%

256%

MSCI EFM Africa
ex SA

Emerging Markets Advanced Markets S&P 500

Total Return
2009-2019



 

3 
  For Investment Professional Use Only 

Brexit and global trade wars are some of the risks that 
can affect investment and growth.  

We question whether policies that have been supportive 
for investors can continue as overall debt levels are 
significant. Policy makers may also struggle to keep 
monetary and fiscal policy loose to support markets. 

Portfolio Fundamentals 

Markets have struggled in the slower growth 
environment and investor sentiment has been weak due 
to the factors mentioned earlier in this note. This has 
created a unique valuation opportunity. The fund now 
trades on multi-year low valuations and has a dividend 
yield of 5.5%. 

We calculate intrinsic values of individual holdings. The 
overall portfolio trades at a significant discount to 
intrinsic value. Based on our expectations and 
forecasts, we anticipate  a weighted upside to intrinsic 
value of 58.7%. 

SIEAL Africa Fund 2019 Valuations 

Trailing 12-month portfolio earnings growth  16.6% 

Trailing 12-month P/E 11.7 

Trailing 12-month dividend yield 5.5% 

Net Debt/EBITDA 0.2 

ROE 32.1% 

Weighted upside to intrinsic value 54.4% 

The overall quality of the portfolio is high. Returns on 
equity are significantly above the costs of capital for our 
portfolio companies.  

The portfolio trades at an EV/EBITDA of 6.5x, a 
significant discount to both private and listed equities in 
Africa. Listed equities are currently trading in line with 
PE multiples despite having significant advantages such 
as superior liquidity and better corporate governance. 

Source: RisCura: AVCA Valuation trends 

Since cost of capital is expensive in Africa, we are 
pleased that the net debt level for our average portfolio 
company is only 0.2x EBITDA. Our companies have 
strong balance sheets and are well positioned to grow 
over the next several years. 

Sustainable Investing 

Since 2012, the Sanlam Group has been a signatory, 
committed to the UNPRI principles of responsible 
investing. This process helps us better understand how 
our portfolio companies impact all stakeholders. 

We have integrated Environmental, Social and 
Governance (ESG) issues to the core of our investment 
thesis in our internal research framework. This enables 
us to have a consistent approach in incorporating ESG 
factors in our research process. 

Ignoring ESG factors can be very costly and can lead to 
value destruction. We strongly believe that companies 
which do not care about their impact on the environment 
and society will struggle to sustain business 
performance, therefore we invest in companies that 
align their business practices with positive social 
outcomes. 

Our framework looks at risk by reviewing specific 
company risk factors. We adjust discount rates for 
companies depending on how they score on various 
ESG issues. From our analysis, we conclude that 
leaders in ESG implementation benefit from stronger 
revenue growth, innovation and product relevance, 
reduced cost and productivity gains. By focusing on 
waste reduction, a move to clean products, staff 
wellbeing and regulatory support to deliver on 
innovation, ESG leaders are less likely to suffer 
regulatory sanctions or fines. We also strive to work 
closely with regulators and listed companies to ensure 
they provide better transparency and detailed 
disclosures about their activities. 



 

4 
  For Investment Professional Use Only 

With its vast natural resources, Africa has strong links to 
commodities and oil markets. As a result, we consider 
the impact of extractive industries on climate change. 
There is a need to decarbonize economies if we are to 
avert major climate catastrophes in the future. 

Outlook 

The key factors we expect to drive growth for the next 
10 years include: 

1. The growing human resource pool in Africa. 
Literacy levels and life expectancy continue 
improve. The demographic story is building a 
strong base for structural growth for many decades 
to come. 

2. Rapid urbanization is spreading across Africa in 
line with demographic trends. The rise in 

urbanization increases per capita GDP and wealth. 
As a result, we expect the strong consumer 
demand to continue. 

 

3. Improvement in infrastructure to help Africa fulfil 
its growth potential. Pan African infrastructure 
projects e.g. LAPPSET that connects Kenya to  

Ethiopia and South Sudan are expected to promote 
cross-border trade within the continent.  

With growth accelerating and valuations trading at 
historic lows, we are confident medium-term returns will 
be strong. Our focus on investing in ESG leaders should 
enable investors to benefit from Africa’s long-term 
potential. 
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Disclosure Statement 
Sanlam Investments East Africa Limited is licensed in Kenya and Uganda to provide investment advisory and management services. The firm has 

been operational in Kenya since 1998 and in Uganda since 2004. Centre Asset Management, LLC is registered and regulated by the Securities 

and Exchange Commission (SEC) in the US; CRD Number: 136940. Centre is also registered in Ireland with the Irish Financial Services Regulatory 

Authority.  

 

Readership: This document is intended solely for the addressee(s) and may not be redistributed without the prior permission of Sanlam 

Investments East Africa Limited. Its content may be confidential, proprietary and/or trade secret information. The Sanlam Group and its subsidiaries 

are not responsible for any unlawful distribution of this document to any third parties, in whole or in part.  

 

Opinions: Any opinions expressed in this document represent the views of the manager, are valid only as of the date indicated and are subject to 

change without notice. There can be no guarantee that any of the opinions expressed in this document or any underlying position will be maintained 

at the time of this presentation or thereafter. We are not soliciting or recommending any action based on this material and any offer to sell or the 

solicitation of any offer to buy will only be made at the time a qualified offeree receives a confidential private offering memorandum (“CPOM”) which 

contains important information including the investment objective, policies, risk factors, fees, tax implications and relevant qualifications. These 

securities shall not be offered or sold in any jurisdiction in which such offer, solicitation or sale would be unlawful until the requirements of the laws 

of the jurisdiction have been satisfied. Although all reasonable steps have been taken to ensure the information on this presentation is accurate, 

neither the Sanlam Group, nor Sanlam Investments East Africa Limited accepts any responsibility for any claim, damages, loss or expense; 

however it arises, out of or in connection with the information. No member of Sanlam gives any representation, warranty or undertaking, nor accepts 

any responsibility or liability as to the accuracy of any of this information. In the case of any inconsistency between the descriptions or terms in this 

document and the CPOM, the CPOM shall control.  

 

Risk Warning: All investments involve risk, including possible loss of principal. Past performance is not indicative of future results. Our investment 

management services relate to a variety of investments, each of which can fluctuate in value. The total return to the investor is made up of interest 

received and any gain or loss made on any particular instrument and in most cases the return will merely have the effect of increasing or decreasing 

the daily yield but in the case of abnormal losses, it can have the effect of reducing the capital value of the portfolio.  

The portfolio is primarily concentrated in Sub-Saharan African securities and this lack of diversification may result in higher risk. The investment 

risks vary between different types of instruments and the value of investments may fall suddenly and substantially when these risks materialize. 

mailto:info@centreasset.com
http://www.centreasset.com/
http://www.sanlameastafrica.com/
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Opportunities for redemption and transferability of interests are limited, so investors may not have access to capital when it is needed. There is no 

secondary market for the interests and none is expected to develop. In making an investment decision, prospective investors must rely on their 

own examination of the merits and risks involved.  

 

 

Performance Notes: Past performance is not indicative of future results. Any projections, market outlooks or estimates in this document are 

forward looking statements and are based upon certain assumptions. Other events which were not taken into account may occur and may 

significantly affect returns or performance. There can be no assurance that any investment objective will be met. Sanlam Investments East Africa 

Limited often uses benchmarks for the purpose of comparison of results. Benchmarks are used for illustrative purposes only and any such 

references should not be understood to mean there would necessarily be a correlation between investment returns of any investment and any  

 

 

benchmark. Any referenced benchmark does not reflect fees and expenses associated with the active management of an investment. Sanlam 

Investments East Africa Limited may, from time to time, show the efficacy of its strategies or communicate general industry views via modeling. 

Such methods are intended to show only an expected range of possible investment outcomes and should not be viewed as a guide to future 

performance. There is no assurance that any returns can be achieved, that the strategy will be successful or profitable for any investor, or that any 

industry views will come to pass. Actual investors may experience different results. Information is unaudited unless otherwise indicated and any 

information from third-party sources is believed to be reliable but Sanlam Investments East Africa Limited cannot guarantee its accuracy or 

completeness. Sanlam Investments East Africa Limited forms part of the larger Sanlam Group and is a subsidiary of Sanlam Emerging Markets, 

the business cluster responsible for the Sanlam Group’s financial businesses in emerging markets outside South Africa. Centre Asset Management, 

LLC, a subsidiary of Sanlam Investments, is an independently operated asset manager within the Sanlam Investments business cluster. Within 

the Sanlam Group, all entities are registered and authorized per local laws and regulations with the appropriate regulatory authorities. Further 

details on Sanlam’s entities and their regulatory authorizations are available on request. 
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