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CONJECTURE

HEXAM's Marina Akopian and cru's Jon Maguire discuss the best routes to accessing untapped potential across the emerging markets globally

Food and private equity the key to Africa

This week’s Conjecture debate
focuses on the outlook for
emerging markets. Joining
Investment Week are Marina
Akopian, manager of the
HEXAM Capital’'s Emerging
Europe, Middle East and Africa
Absolute Return fund and Jon
Maguire, chief executive of
cru Investment Management,
which has recently launched a
private equity fund investing in
Malawi, Africa.

How have your funds stood up
to the market volatility?

MA: Very well. We saw January
sell-off as a buying opportunity
for emerging markets. Our high
conviction ideas in the region
have very low debt/equity,
strong earnings momentum, val-
uations becoming more attrac-
tive. As a result we bounced
strongly back in February as all
that is happening now is conta-
gion and short-term noise. Fun-
damentals in emerging markets
are very strong.

Our strategy is simple and is
based on fundamental analysis
of stocks and markets; investing
in quality stocks, focusing on
valuations, growth, liquidity

028-029_IW_2403_ 28

and corporate governance,
both on a company and govern-
mental level.

We run concentrated portfo-
lios, with a high level of convic-
tion at stock level.

And how in uential is the
volatility of global stock
markets on your fund?

MA: Nobody denies the impor-
tance of the US — the US economy
is still three times the size com-
bined of the economies of China
and India.

But what is important is
the trend: 47% of global GDP
growth in 2007 came from global
emerging markets. This figure is
expected to rise to 61% in 2008.

At the same time, 150% of
GDP growth in South Africa
and Russia is how coming from
domestic consumption with net
exports being negative.

Emerging economies are now
so diversified that GDP growth
is being driven by domestic
consumption which means the
dependence on the US is coming
down.

In addition the debt to equity
ratio in our funds is currently
only 16%, which is another illus-

tration of how strong balance
sheets of emerging companies
are relative to developed peers.

Emerging markets companies
are awash with cash. They are
paying dividends and there is a
lot of M&A activity going on.

Where do you see the key
opportunities for growth in the
future?

Marina Akopian, manager of the
HEXAM Capital’s emerging Europe,
Middle East and Africa Absolute Return
fund

JM: Some of the untapped poten-
tial of emerging markets is not
going to be found or accessed
through listed securities.

If you turn to sub-Saharan
Africa, where the listed markets
are small and do not give you
access to the true growth poten-
tial of the continent, then private
equity has got to feature.

Agriculture and the develop-
ment of food as an asset class
is one way to tap into African
growth which is why we have
established businesses there and
are looking for investor support.
MA: From a mainstream regional
point of view, we see the biggest
opportunities in Russia, Brazil
and Turkey.

At the same time we also see
opportunity in the Gulf, namely
Kuwait, Qatar and the United
Arab Emirates.

With the Middle East, you
have commodity based econo-
mies that are diversifying well.
These countries have young
workforces, young populations,
so infrastructure development
becomes a key.

Where are most opportunities
currently being found in Africa?

MA: From a private equity point
of view, Africa is the probably
the best opportunity you can
find globally.

In terms of listed liquid stocks,

we like the banking sector in
Nigeria. There are some copper
mines, for example, in Congo
we invest in, which are listed in
Canada.
JM: Food is a wonderful asset
class and in Africa, the sun
always shines. We want to
develop outside of Malawi and
we have offers from several
African countries.

If you just take Malawi, to get
inflation down from the current
6%, interest rates would have to
rise to 30%. What this means is
the starvation of investment cap-
ital in the country because trying
to make projects work when you
are facing that cost of capital is
difficult.

When Investec launched their
recent fund and raised 100 mil-
lion, they put 50 million into
stocks and 50 million into pri-
vate equity.

They employed 50 people, one
for every African country to goin
there and hunt down the deals.

We are launching an agri-
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