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SUMMING UP

EWEN CAMERON WATT

Editor-in-Chief, Macro Forum

ecameronwatt@act.is

Why We Wrote This Report

«  Commonplacelabelsappliedacross
global markets substitute simplicity
for opportunity.

» Labelsincluding Developed Markets
('DM’), Emerging Markets (‘EM’) and
Frontier Markets (‘FM’) assumeanon-
existenthomogeneity ofinvestment
and macroeconomicrisk.

« Labelsarefinebuttherearetoo few of

themto allow for genuine opportunity.

* Asamajor, global,long-term,
thematicinvestorwithafocus onhard
assets, Actisand our clients havereal
skininthe game.

What We Recommend

*  Weintroducessix categories which
we feel allow for more equitable
assessment of opportunity.

« Countriesareassignedtoasingle
basketeach, asaninitial screenand
limitedtothose where Actis either
hasinvestedormaydosointhe
near future.

* Theseassessmentsarebasedona
variety of criteria, including financial
stability, macroeconomicand
societalfundamentalsanddrivers of
currency-risk.

“COMMONPLACE
LABELS APPLIED
ACROSS GLOBAL
MARKETS SUBSTITUTE
OPPORTUNITY FOR
SIMPLICITY.”
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The SixBuckets

1.

Global Influencers are major
economies whichare giversrather

than takers of globalinvestment risk.

These are China, Japanand USA.

Big Middles are G20 members with
substantial financialresource and
resilience. These are Brazil, India,
Mexico and South Korea.

Supply Chain Heroes are materially
exposedtonon-resources targeted
FDI, so-called Chinaplus One, and
generally operate orthodox policies.
We nominate Malaysia, Philippines,
Thailand and Vietnam.

Stable but Small. Size meansthese
countries, despite having sensible
policy mixes are exposed torisks
fromlarger economies. Weinclude
Bulgaria, Lithuania, Morocco,
Romaniaand Uruguay.

Natural Resource Winners are
materially net exporters ofone or
more commodities. Weinclude
Chile, Colombia, Gulf Cooperation
Council (GCC) members, Indonesia,
Peruand South Africa.
Structurally Challenged are
countrieswhere past policy
decisionsand/orincome levels have
created material macroeconomic
and currency volatility. Weinclude
Egypt, Ghana, Kenya, Nigeria

and Turkiye.

Investment Conclusions

» Establishingthe mainrisks allows for
asset pricing, selectionand where
appropriate effective risk mitigation.

«  Thisisnotaframeworkforrejection
or selection, ratheraseries of working
titles to allow effectiveinvestment
and portfoliomanagement.

«  Thereisnoconsistentlinkbetween
categorisationandlevel of return.

« Capitalflows towards effectiverisk
return opportunities. Lowerrisk tends
toattract more capitaland potentially
lowerreturns viacrowdingout.

* Asuccessfulinvestorcan
manage selection, mitigation
and opportunities givenaclear
initial framework.

How the Reportis Organised

= Section1'DefinitionandProposition’
describesthessix categoriesandthe
basis for each selection.

- Section2'Provingthe Case'isa
deeperdiveintothefactorsandrisks
foreach categorisation.

+  Section3'SoWhat?' states ourbasic
conclusions fromthe paper.

“A SUCCESSFUL
INVESTOR CAN
MANAGE SELECTION,
MITIGATION AND
OPPORTUNITIES
PROVIDED A CLEAR
INITTAL FRAMEWORK."
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DEFINING THE INVESTMENT
OPPORTUNITY

MIKAEL KARLSSON

Partner, Chieflnvestment Officer

mkarlsson@act.is

Theinvestment worldis becoming

more complex. Many of the traditional
guidelines which have helpedinvestors
make sense of the economicand political
environmentindifferent countriesare
no longer useful whenallocating capital.
Investors who treat the 80+ Emerging
Marketsin particularasasingle,
homogenous grouprisk misjudging their
strategiesasaresult. Whatis needed
isanewlens through whichinvestors
cancompare and contrast therisksand
opportunities they face.

At Actis, we have therefore grouped

the countriesweinvestininto sixnew
categories throughwhichwebelieve
investors should view the world. They
are Global Influencers, Big Middles,
Supply ChainHeroes, Stable but Small,
NaturalResource Winners, and the
Structurally Challenged. The countries
withineach category have anumber of
similar characteristics which can help
investors make moreinformeddecisions
thantakingaone-size-fits-allview of the
Emerging Markets.

Our objectivein creating this framework
istohelpinvestorsthink more coherently
about those markets. Thismeanswe

are able tomake betterinvestments

with clearer objectives, usingacommon
language bothinternally and externally
with our owninvestors.

“THIS FRAMEWORK IS
TO HELP INVESTORS
THINK MORE
COHERENTLY ABOUT OUR
MARKETS. IT MEANS
WE ARE ABLE TO MAKE
BETTER INVESTMENTS
WITH CLEARER
OBJECTIVES, USING

A COMMON LANGUAGE
BOTH INTERNALLY AND
EXTERNALLY WITH OUR
OWN INVESTORS.”

Asaglobalallocator of capital, we

are always looking for the best risk-
adjustedreturns. How dowe do this?
Welook at secular tailwinds: the energy
transition, digital transformationand
new economy real estate. We callonour
deepunderstanding of our markets,
thankstoour 75-year heritage across
more than 40 countries. We take along-
term perspective, whichenablesusto
look beyond the headlines to deliver
solidreturns over many years. And we
look attheinvestment thesis of each
opportunity, analysing the risks and
potentialreturns behind eachbusiness
weassess.

Our newframework enables us to make
deeper, more considered decisions when
using thesecriteria. This helpsus better
assess both market volatility and therisk-
return opportunities we face. It also helps
usunderstandthe structural changes
thatmay be goingonaround theworld,
and how we can benefit fromthem. When
looking at natural resources forexample,
thanks tonet-zeroandelectrification,
mineralresource producers are
replacing oiland gas owners as the most
significant winners. Our framework
givesusanoverview of which countries
these changes may affect, guidingour
decision-making.

The frameworkalso helps usdecide
whetheratrendinone country means
other countriesinthe same group will
benefit. Anditalsoallows usto take
decisions with greater conviction.We
have, for example, decided toinvestin
Mexicoinpartbecause of the highlevel
of domestic savings, akey feature of
countriesinthe 'Big Middles' category.

Ourframeworkallows us to better
assess the countriesandbusinesses
weinvestin,and how we can take
advantage of the opportunities they
offer. Webelieve it willhelpinvestors
around the world to see the Emerging
Marketsinaclearer way and providea
betterunderstanding of the potential
they offer.
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ACTIS ATLAS: MEASURING THE
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EWEN CAMERON WATT
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ecameronwatt@act.is

DR. JOONAS TARAS

Investment Principal, Macro

jtaras@act.is

Why we Wrote This Report
Investorslovelabels. Developed,
Emerging and Frontier Markets are
the most common groupings applied
toeconomies, assetallocationand
riskbudgeting.Likeit ornot, these
labels exist and are widely employedin
investment decision making.

Consensus canblurrealityand obscure
opportunity. Withinthese major
categories, wide differences exist. A
globalthematicinvestor like Actis seeks
outopportunities wherever they exist.
Thehomogeneity implied by broad
categorisation has limited utility in
assessing specific countryrisk. Fortunes
have beenlostratherthanmadeinpursuit
of consensus.

“CONSENSUS CAN
BLUR REALITY AND
OBSCURE OPPORTUNITY.
WITHIN THESE
MAJOR CATEGORIES
WIDE DIFFERENCES
EXIST. A GLOBAL
THEMATIC INVESTOR
LIKE ACTIS SEEKS
OUT OPPORTUNITIES
WHEREVER THEY
EXIST.”

“"Emerging Markets" as acatch-alllabelis
amajor culpritincreatingmisconceptions
based around assumed similarity.
Coveringmost of the global population,
geography, resource production, and
foreign exchangereserves, the 80
countriesormoreinthisbucket haveless
incommon with each otherthanthe 25
orsodeveloped markets. Howis South
Korealike Peru? Or Estoniaand Qatar?
Or South AfricaandIndia? Yet theyareall
lumpedinto the one classification.

Equally, there are profound structural
differences between many developed
markets. Resource winners suchas
Canadaand Australiaclearly differ from
France, Spainandthe UK.

Thesebroad characterisations have
becomeincreasingly misleading since
firstemployedin the mid-1980s. In this,
the hand ofindexationandrisk budgeting
hangheavy. Today, theideaofa 100-
pagereportonthe Nepal stock marketas
was writtenin 1992 (top tip Yakand Yeti
Holdings)is quaint. More to the point,
homogeneity has suffocated opportunity,
with a handful of countries representing
over 80% of mostindices.

Across 80 plus countries, wide differences
of opportunity are obvious. Yet common
andlazy investmentand media shorthand
ignores this point. The weakest countries
frequently dominate the dialogue.

The case of SriLanka—awonderful
country with woeful macroeconomics—
overwhelmstheattractions of Indiajust
tothenorthinthe mantrathatEMistoo
risky, too corrupt and unable to deliver
returns. ‘Fourlegs good, twolegsbad'to
quote Snowballthe pigin George Orwell's
classic "Animal Farm".
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Overthe 40years since the Emerging
Marketslabel was first employed, other
taxonomies havebeentried. The
investment graveyardis stacked with
BRICS, MINTS, Next 11, Fragile 5and
other whims. Some struggled because
the premiseimploded (BRICS), others
were more temporal or pejorative
(Fragile 5). Most of all, therelentless
marchinliquid markets towards
indexation obliteratedincentivesto
differentiate. Worth notingthateventhe
plethoraof single country ETFsattracta
fraction of the flowsthat gotothe
broader categorisations.

Giventhis, why bother to distinguish?
Isthererealinvestment opportunityin
embracingdiversity? We believe so.

Actisisaglobalinvestor withaparticular
heritageinthe Emerging Markets. We
have, asthey say, real skininthe game.
Ourentireinvestment history—over 70
years,US$ 25 billion capital raised,and 43
countries—speaksto the value of diversity
of opportunity. We are used to staring
beyondthe headlines to spot opportunity,
whilst operatingadisciplinedapproach
toindividualinvestment evaluationand
managingrisk.

“WE ARE USED TO
STARING BEYOND

THE HEADLINES TO
SPOT OPPORTUNITY,
WHILST OPERATING A
DISCIPLINED APPROACH
TO INDIVIDUAL
INVESTMENT
EVALUATION AND
MANAGING RISK."”
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EXHIBIT 1: ACTIS ATLAS:

© Globallnfluencers

@ BigMiddles

® Supply ChainHeroes
Stable but Small

® NaturalResource Winners

® Structurally Challenged

Discipline ensures consistent, objective,
risk aware decision making. Our
footprintistruly global,increasingthe
needfor sub-categorisation aswe

seek opportunity. Our LP community
and other stakeholdersaskusto
differentiate between countriesina
consistent fashionandbeable to explain
decisions and outcomes using meaningful
frameworks. Some of thelargerand
morediversified asset ownersarealso
seeking categorisations to shape their
own strategicandtactical decision
making. Hence, we present here our new
taxonomy of globalinvesting.

Let'sbeclear—wedon'texpectthatEMor
DMwilldie aslabels. We don't expect the
process we have applied to be infallible or
immune to criticism. We have applieda
limited series of judgements, conscious
ofthevirtue of simplicity over complexity.

A COUNTRY TAXONOMY

Inconsequence, we have placed
countriesinasingle bucket evenwhen
they obviously spanmorethanasingle
category (see Exhibit 1).

Inshort, thisreport helps unpackglobal
investment opportunities beyond
thetwobig, over simplistic, labels of
Developed and Emerging Markets.

We strongly assert thatbroad brush
judgements which have nojustification
beyond simplicity, do notdrive
successfulinvestment outcomes for
longerterminvestors. We dorecognise
that some categorisationis essential
toallow for appropriate benchmarking
of opportunity and disciplined risk
budgeting. Wedon't hatelabels; we
simply thinktherearetoofewtobe
usefulthese days. Extrapolation can
harmyour wealth.
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Thisreportnow fallsinto three sections.
First, we outline our definitions and
allocations. Second, inalongerand
more detailed section we explain

our methodology and provide proof
statements. Finally, we summarise afew
brief conclusions.

“HOW IS SOUTH

KOREA LIKE PERU? OR
ESTONIA AND QATAR?
OR SOUTH AFRICA AND
INDIA? YET THEY ARE
ALL LUMPED INTO THE
ONE CLASSIFICATION.”






SECTION 1:

Our taxonomy allocates the major
countries where Actisinvestsinto

one of six separate buckets. We
explorethe methodology below.
Theseworkingtitlesare designed to
focus thatinvestment debate andrisk
taking. Ouranalysis targets sources of
financialriskincluding currency drivers,
liquidity, inflationand how these trends
may evolve during ourinvestment
holding periods, typically five years
asaminimum.

We have worked closely with Cross
Border Capital (‘CBC’),aLondon based
researchboutique with over 30years’
experience analysing currencies and
liquidity. Their quantitative approach
toFXforecastingacknowledges that
exchangeratesandliquidity aredriven
by different factors dependingonthe
timehorizon. Actis employs CBC as our
key partneringenerating FX forecasts
foruseininvestment decision making.
Wehaveincorporatedapeerreview
processincludinginput from DSG Asia, a
respected HongKongbased consultancy
andlong-time Actis Adviser.

Some countries are difficult tofitintoany
onegroup. We have struggled toreflect
countrieswhere policy unorthodoxy has
createdincreasedrisk—Turkiyebeing
aprime example (spoileralert we putit
in'Structurally Challenged’). We have
excluded countries where we have notyet
invested, most notably mainstream EU
countries. Wealsorecognise that there
willbe sensitivities about where some
countriesareallocated.

We believe most countries canbe
allocated to one of the following six
buckets.Rememberthatintheinterests
of simplicity, we have opted for one label
per country, eventhough very obviously
countries may fallinto several categories.
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These are countries which, by virtue of
their size, are global price fixersin goods
andservices. They typically havelargeand
material shares oftrade volumesingoods
andservices. Crucially, by virtue of size,
they are giversrather thanreceivers of
investmentand macroeconomicrisk.

Our nominations are

China
Japan
USA

These economies are often classified

asEM, yet their economicand financial
systemsare usually sizeable, and well
developed. Generally, the countriesin this
categoryalso have significant domestic
savingsinstitutions (which helps smooth
volatility as explained laterin this paper).
Theyalso enjoy substantial foreign
exchangereserves. Theyareall G20
members andrecognisedas significant
playersinthe globaleconomy. Their
increasedinstitutionalmaturity hasledto
better macro managementandimproved
currencyresilience. Wedon'tinclude
mainstream Europe orthe UKaswedon't
invest there yetbut they would naturally
fallinto this area.

Our nominations are

Brazil

India
Mexico
SouthKorea

Ingeneral, these are countrieswho have
seensignificantand sustainedlevels

of foreigndirectinvestment beyond
naturalresourcesandareincreasingly
embeddedinglobal supply chains. This
group benefits from “China Plus One".
Ournominationsinthis category exclude
countries with volatile exchangeratesor
unorthodox monetary policies, because
we believe such choicesunderminethe
conceptofinvestmentled stability.

Our nominationsare
Malaysia
Philippines
Thailand
Vietnam

Not exactly the catchiest title, but useful
for differentiating fromwhat welabel
'BigMiddles'. These countries mayrun
structural deficits or have negative net
internationalinvestmentpositions. The
key factor by virtue of the size of their
economies, isthattheyare price and
policy takers, not givers.
Ournominationsare

Bulgaria

Lithuania

Morocco

Romania

Uruguay

Thetitle saysitall. These are countries
where naturalresourcecyclesare
material drivers of financialand economic
stability. They generally have currencies,
whichiffree floating, reflect price swings
innaturalresources. Those with fixed
exchangeratesreflect these swingsin
currentaccountsandfiscal conditions.
Energy transition has thelonger-term
potential toredistribute the spoils within
this category, favouringmineralsand
new material providers over fossil fuel
based economies.

Ournominationsare

Chile
Colombia
GCC
Indonesia
Peru

South Africa

These countrieshave debtservicing
issues or have adopted unorthodoxpolicy
mixes. Financial and/or macroeconomic
volatility seemto be away oflife. With
oneimportant exception (Turkiye) these
countries have low taxrevenues to GDP,
narrow domesticfinancial systemsand
haveborrowedin currencies other than
theirown.

Ournominationsare
Egypt
Ghana
Kenya
Nigeria
Turkiye



GLOBAL INFLUENCERS

WHAT « Majoreconomies
+ Largeshare of worldtrade and/or services
» Giversnotreceivers ofrisks
+ Highproductivity
+ Highscoresforhuman capital
»  Structuralbudgetdeficits
- Deepfinancial systems
= Higher (but mixed) political stability

WHO +  China

- Japan

- USA
CHARACTERISTICS *  Economicsize

« Floatingcurrencies

« Financialdepth

»  Wide opportunity spread

« Peakinginflation

* Lowcurrencyandbondvolatility

NOMINAL GDP SIZE, 2023
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Note: Data was not available for UAE and Uruguay. Data represents the average yield between June 8, 2018 and June 7, 2023.
Source: Bloomberg LP, 2023.
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USA
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China

WHERE WE STAND TODAY

* Interestrate 3.65%, down 15bps since January 2022
* Real GDP growth3.0%in2022,and accelerating this year

CHINA e = April 2023 inflation 0.1%, down from 2.8% in September 2022

+  Renminbitradingat 7.00 per USD, 4% weaker thanayearago

«  Growthslowlyrecovering post Covidled by consumption. Investment rebound more muted
as confidence yet tobe fully restored

JAPAN VR «  April2023inflation 3.5%, down from 4.3%in January 2023
./' « Interestrate-0.1%, nochange since January 2022
+ RealGDPgrowth 1.1%in 2022, and accelerating this year
*  Yentradingat 138.1 per USD, 10% weaker than ayearago but offrecentlows
+  Growthacceleratingatthe marginas companiesreshoreactivities. Capital flow backand BoJ
action have stabilised currency. Macro generally constructive

USA @ < April2023inflation 4.9%, down from 9.1%in June 2022
g « Interestrate5.25%,up 500bps since January 2022
* RealGDPgrowth?2.1%in2022
- USdollarIndex(DXY) 103.2, flat compared to ayearago
« Activity yet to slow materially despite Fed actions. Inflation remains on a gradual downward
pathandoutlook forraterises has softened

Source: Bloomberg LP for consumer prices, interest rates and exchange rates. International Monetary Fund, World Economic Outlook database
(April 2023) for real GDP growth figures in 2022 and 2023f. Exchange rates as of May 22, 2023 and interest rates as of June 7, 2023.

13 TheStreetView | GLOBAL INFLUENCERS



BIG MIDDLES

WHAT :

G20Members

Large, diversified economies and populations
Financial stability / depth

Low currency volatility

Substantial FXreserves

Riskreceivers

WHO

Brazil

India
Mexico
SouthKorea

CHARACTERISTICS

Floating currencies/ falling volatility
Domestic capital market depth

Higher but variable Human Capital Index
Wide range of investment opportunity

RATIO OF ASSETS OF PENSION FUNDS, MUTUAL FUNDS AND INSURANCE COMPANIES TO GDP, 2020 OR LATEST
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USA

South Africa
Japan
South Korea
Chile
Malaysia

Note: Data was not available for UAE and Vietnam.

Thailand

o
o
£

Colombia
China
Uruguay
Mexico .
Peru
Bulgaria
Kenya
Morocco
Lithuania

Source: The World Bank, Global Financial Development Database, 2022.

REAL INTEREST RATE, JUNE 2023

H

Philippines

Romania

Tuarkiye

Saudi Arabia

Indonesia

Nigeria

Ghana

Egypt

Percent

Brazil
Mexico
Uruguay
Vietnam
China

Saudi Arabia
India
Indonesia

Kenya
Thailand
South Africa
Chile
Colombia
USA

South Korea
Philippines
Malaysia
UAE

Peru

Note: Realinterest rateis interest rate minus inflation rate. Data as of June 7, 2023.

Source: Bloomberg LP, 2023.
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WHERE WE STAND TODAY

* Interestrate 13.75%, up 450bps since January 2022
+ GDPgrowth2.9%in 2022
+ Realtradingat4.96 per USD, flat compared toayearago

BRAZIL @ « April 2023 inflation 4.2%, down from 12.1%in April 2022

- Despite political noise and volatility, stable economic fundamentals and growth backdrop

«  April2023inflation 4.7%, down from 7.8%in April 2022

« Interestrate6.5%, up 250bps since January 2022

+ GDPgrowth6.8%in 2022

*  Rupeetradingat82.7 per USD, 6% weaker thanayearago

INDIA

» Continuing stability from macro and political standpoint

MEXICO - «  April2023inflation 6.3%, down from 8.7%in September 2022
(@’) « Interestrate 11.25%, up 575bps since January 2022
- GDPgrowth3.1%in 2022
*  Mexicanpesotradingat 17.6 per USD, 11% strongerthanayearago
« Material beneficiary of nearshoringand FDlinflows

SOUTH KOREA %‘5\\ = April 2023 inflation 3.7%, down from 6.3%in July 2022
.,,", « Interestrate 3.5%,up 225bps since January 2022

s
} - GDPgrowth2.6%in 2022
+  Wontradingat 1327 per USD, 4% weaker thanayearago

* Macrogenerally sound with won slowly appreciatingalongside yen

Source: Bloomberg LP for consumer prices, interest rates and exchange rates. International Monetary Fund World Economic Outlook database
(April 2023) for real GDP growth figures in 2022. Exchange rates as of May 22,2023 and interest rates as of June 7, 2023.
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SUPPLY CHAIN HEROES

WHAT - Significantand sustained non-naturalresources FDI

+  China+lwinners

« Increasingroleinsupply chains
+  Lowervolatility FX

» Financial systems deepening

WHO + Malaysia

+  Philippines

« Thailand

*  Vietnam
CHARACTERISTICS « Risinginvestmentopportunity set

» Fastgrowingpopulation

* Improvingeducational attainment

«  Decliningcurrency and bond volatility
« Deepeningfinancial systems

RATIO OF INWARD FDI FLOWS TO GDP, 2021
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g 8
5 7
o 6
a
T 4
EN3
c O
c N 2
&
8 1
]
3: 0
£ $ & © 8 & 8 © © W E© T 9 YO O 3 OO >»08 O L Q9 T O K C
[ - o o O N = O ®©
8 £ 2 e 5§ 25855858289 S EEY % sz s 2
s £ ¢ & 2 3 < = o0 ¥ 0 o a o € © 2 § v m O % ©
v = ¥ u 35 5 ©O 0 Egs:zqzi 5 6 2 X 2 s < S
S = T s e F=F s @ 0 5 § = 5
= < 35 O S5 - 5
[a W © (e] o
%) n %)

Note: The columns on the graph represent average annual real GDP growth between 2023 and 2028.
Source: International Monetary Fund, World Economic Outlook database, April 2023.
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Malaysia %

WHERE WE STAND TODAY

* Interestrate 3.0%, up 125bpssince January 2022

+ GDPgrowth8.7%in 2022, an outperformer

- Ringgittradingat4.54 per USD, 3% weaker thanayearago

« Arelative success overlast decade with sound banking and financialinstitutions

MALAYSIA & < March2023inflation 3.4%, down from 4.7%in August 2022

* Interestrate6.25%,up 425bps since January 2022

+ GDPgrowth7.6%in 2022, anoutperformer

+  Philippine pesotradingat55.68 per USD, 6% weaker thanayearago

+ Relatively stable macro picture despite some balance of payment constraints

PHILIPPINES <) « April 2023 inflation 6.6%, down from 8.7%in January 2023

THATILAND = April2023inflation 2.7%, down from 7.9% in August 2022
« Interestrate2.0%,up 150bps since January 2022

- GDPgrowth2.6%in2022,andaccelerating thisyear

+ Bahttradingat33.7 perUSD, 3% stronger thanayearago

+  Well-positionedto benefit from China+1 with along export manufacturing tradition; bahtisa
fairly stable currency, tippedto benefit from tourismrecovery

VIETNAM = April 2023 inflation 2.8%, downfrom 4.9%in January 2023
« Interestrates 6%, up 200bps since January 2022

« GDPgrowth8%in2022,anoutperformer

- Dongtradingat 23,469 per USD, flat comparedtoayearago

« Keywinner of China+1 story with alow volatility, slowly depreciating currency. FDlinflows of
$1.5-2.5bnevery month

Source: Bloomberg LP for consumer prices, interest rates and exchange rates. International Monetary Fund World Economic Outlook database
(April 2023) for real GDP growth figures in 2022 and 2023f. Exchange rates as of May 22, 2023 and interest rates as of June 7, 2023.
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STABLE BUT SMALL

WHAT *  Smaller GDPsize
» Negative netinternationalinvestment position
«  Lowercurrency volatility
+ Higherdebtservice costs
+ Highinflation
» Highscoresforrule oflaw/transparency
* Riskreceivers
WHO * Bulgaria
+ Lithuania
*  Morocco
*  Romania
*  Uruguay
CHARACTERISTICS » Structural deficits

Falling currency volatility
Risingbondyields

RATIO OF GENERAL GOVERNMENT DEBT TO GDP, 2022
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Note: All exchange rates are against the USD; except for the United States, which is against DXY. Minus sign equals depreciation, plus signis
appreciation against USD. UAE and Saudi Arabia currencies are pegged to USD. Lithuania has euro and Bulgaria's currency is pegged to euro.
Morocco's currency is pegged to a weighted basket of 60% euro and 40% USD. The columns represent the change in exchange rate from June 8,

2018 to June 7,2023.
Source: Bloomberg LP, 2023.
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Morocco .

@ Uruguay

WHERE WE STAND TODAY

BULGARIA

S

L/

April 2023 inflation 11.6%, down from 18.7%in September 2022
Interestrate 2.96%, up 296bps since January 2022

GDPgrowth 3.4%in 2022

Levtradingat 1.81 per USD, 2% stronger thanayearago
Negativerealrates supportactivity

LITHUANIA

April 2023 inflation 14.5%, down from 24.1% in September 2022

ECBinterestrate 3.75%, up 375bps since January 2022

GDPgrowth 1.9%in 2022

Eurotradingat0.93 perUSD, 2% stronger thanayearago

Macroprudential policies, pro-business environmentand opennessto EU trade/risks

MOROCCO

® ¢

April 2023 inflation 7.8%, downfrom 10.1%in February 2023
Interestrate 3%, up 150bps since January 2022
GDPgrowth 1.1%in 2022, and accelerating this year
Dirhamtradingat 10.22 per USD, 2% weaker thanayearago
Flexible economy with currency trackingeuropeg

ROMANIA

-

April2023inflation 11.2%, down from 16.8% in November 2022

Interestrate 7%, up 500bps since January 2022

GDP growth 4.8%in 2022

Leutradingat4.62 per USD, flat comparedtoayearago

Macrobackdropisimprovingas energy and headline inflation are easing. Activity holdingup
well, but twin deficits make it vulnerable toanyriseineurorisk

URUGUAY

I

April2023 inflation 7.6%, down from 10.0% in September 2022
Interestrate 11.25%, up 550bps since January 2022

GDP growth4.9%in 2022

Uruguayan pesotradingat 39.0 per USD, 6% stronger thanayearago
Atrackrecord of sound macroeconomic policies, with limited fiscal risks

Source: Bloomberg LP for consumer prices, interest rates and exchange rates. International Monetary Fund World Economic Outlook database
(April 2023) for real GDP growth figures in 2022 and 2023f. Exchange rates as of May 22, 2023 and interest rates as of June 7, 2023.
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NATURAL RESOURCE WINNERS

WHAT « Majorcommodity exporters
« Highbutvariable FXreserve cover
* Relatively undiversified economies
*  Youngand fast-growing population

WHO - Chile
« Colombia
- GCC

« Indonesia
= Peru
«  South Africa

CHARACTERISTICS «  Currencieshigher volatility unless fixed exchange rateregimes
« Higher GDP per capita
« Highbutvariableimport coverratios

RATIO OF TOTAL NATURAL RESOURCES RENTS TO GDP, 2018 OR LATEST
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Japan
South Korea

Note: The World Bank staff estimates of natural resources rents are calculated as the difference between the price of a commodity and the
average cost of producingit. These rents are then multiplied by the physical quantities countries extract or harvest to determine the rents of each

commodity as a share of GDP.
Source: State of Commodity Dependence 2021, by Alexandra Laurent/ Janvier Nkurunziza / Commodities Branch UNCTAD, ©(2021) United

Nations. Used with the permission of the United Nations.

RATIO OF FOREIGN CURRENCY RESERVES TO IMPORTS (IN MONTHS), Q2 2023
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Note: No data was available for UAE (peers in the GCC for whom data is available have substantial reserves and import cover). Data as of June 7,

2023.
Source: Bloomberg LP, 2023.
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WHERE WE STAND TODAY

/

CHILE \

April 2023 inflation 9.9%, down from 14.1% in August 2022

Interestrate 11.25%, up 725bps since January 2022

GDPgrowth2.4%in 2022

Chileanpesotradingat 793 per USD, 5% strongerthanayearago

Despite higher economic volatility recently, long term copperandlithium outlook
verybenign

COLOMBIA

April2023 inflation 12.8%, down from 13.3%in March 2023

Interestrate 13.25%, up 1,025bps since January 2022

GDPgrowth 7.5%in 2022

Colombian pesotradingat 4,567 per USD, 12% weaker thanayearago

The president’'s reformagendais colliding with slower growth and efforts to bringdown CPI

INDONESTIA

April2023 inflation 4.3%, downfrom 6.0% in September 2022

Interestrate 5.75%, up 225bps since January 2022

GDPgrowth 5.3%in 2022

Rupiahtradingat 14,925 per USD, flat comparedtoayearago

Growthto stay solidasresilient domestic demand buffers receding commodity tailwind

PERU ()

April 2023 inflation 8.0%, downfrom 8.6% in September 2022
Interestrate 7.75%, up 525bps since January 2022

GDPgrowth2.7%in 2022

Soltradingat3.70 per USD, flat comparedtoayearago
Politicalinstability a way of life but growth and currency performing well

SAUDI ARABIA

April 2023 inflation 2.7%, down from 3.4% in January 2023

Interestrate 5.75%, up 475bps since January 2022

GDPgrowth8.7%in 2022, an outperformer

Riyaltradingat 3.75 per USD, flat compared to ayear ago (pegged)

Fiscal positionremains strong, liquidity plentifuland OPEC action supportive

SOUTH AFRICA %

March 2023 inflation 7.1%, down from 7.8% in July 2022

Interestrate 8.25%, up 450bps since January 2022

GDPgrowth2.0%in 2022

Randtradingat 19.4 per USD, 23% weaker thanayearago

Despiteinflation starting to soften, power shortages pose amaterial challenge to outlook

Y -

April 2023 inflation 3.3%, down from 7.1%in July 2022 (Dubai)

Interestrate 5.15%, up 365bps since January 2022

GDPgrowth 7.4%in 2022, an outperformer

Dirham tradingat 3.67 per USD, flat compared to ayear ago (pegged)

Huge benefits from oil price and strong touristinflows; economic activity going very well

Source: Bloomberg LP for consumer prices, interest rates and exchange rates. International Monetary Fund World Economic Outlook database
(April 2023) for real GDP growth figures in 2022. Exchange rates as of May 22,2023 and interest rates as of June 7, 2023.
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STRUCTURALLY CHALLENGED

WHAT

Heavily indebted countries with limited debt service capabilities
Small financial systems (excl. Tirkiye)
Young fast-growing population

WHO

Egypt
Ghana
Kenya
Nigeria
Turkiye

CHARACTERISTICS

Highnominaldebt costs

Negativerealrates

Higherinflation

Domestic currency distrusted as store of value
Lowimportcover

Lowtransparency/rule oflaw
MiseryIndexhigh

MEDIAN AGE, 2021

50
40
[92]
5 30
0
>
c 20
10
0
© © © < (%] © © =) © [e) [o) © © © 0] E = Ll [0] > © < © © © © © (=
© a2 9 © . RO RN N Q .© o ©
5 £ 8 5 £ 2 08 xc 282 gsssSES3ES 55 55 5 S
o & £ O 3 ¢« £ a 2 § o & & E X S & o5 = S % & 8
= x p w g < 5 S = £ 6 5 B =} s £ X 2 I
z = < ko] z 9 g = o K S 5 ﬁ o £ B ’_g
z 5 £ = S 0 € 5 3
o o © o
] n %]
Source: World Population Prospects 2022, Department of Economic and Social Affairs Population Division, United Nations © (2022). Used with
permission of the United Nations.
RATIO OF EXTERNAL DEBT TO EXPORTS AND PRIMARY INCOME, 2021
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Note: This metric measures the present value of external debt as share of exports of goods, services and primary income, according to officially

recognised international sources compiled by The World Bank. Data was not available for Chile, Japan, Lithuania, Malaysia, Saudi Arabia, South

Korea, UAE, Uruguay and USA.

Source: The World Bank, International Debt Statistics database, 2023.
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WHERE WE STAND TODAY

EGYPT

April2023 inflation 30.6%, downfrom 32.7% in March 2023
Interestrate 18.25%, up 1,000bps since January 2022

GDPgrowth 6.6%in 2022, arelative outperformer
Egyptianpoundtradingat 30.9 per USD, 68% weaker thanayearago

Inthe middle of astructural adjustment programme with IMF. Still needs to show credible
commitmenttoreformand FXflexibility

GHANA

April2023 inflation 41.2%, down from 54.1%in December 2022
Interestrate 29.5%,up 1,500bps since January 2022

GDP growth3.2%in 2022

Ceditradingat 10.7 per USD, 38% weaker thanayearago

Effectively defaulted on debt with IMF negotiations ongoing. Elevated governmentand
externaldebtratios

KENYA

April 2023 inflation 7.9%, down from 9.6%in October 2022
Interestrate 9.5%,up 250bps since January 2022

GDP growth5.4%in 2022

Shillingtradingat 137.6 per USD, 18% weaker thanayearago

Domesticfunding challenges remain material but relationship with multilateralagencies
constructive

NIGERIA

April2023 inflation 22.2% and yet to peak this cycle

Interestrate 18.5%, up 700bps since January 2022

GDP growth 3.3%in 2022

Naira officialtradingat 462.5, 11% weaker thanayearago

Recordratesandinflationlevels butlittle reliefin sight. Productive capacityis constrained and
oil price decline could spellmore trouble

TURKIYE

April 2023 inflation 43.7%, down from 85.5% in October 2022

Interestrate 8.5%, down 550bps since January 2022

GDPgrowth 5.6%in 2022

Liratradingat 19.6, 28% weaker thanayearago

After Erdogan’svictory the strategy of promotingnominal GDP s likely to continue; further
devaluationand domestic currency banking systemrisks remain material

Source: Bloomberg LP for consumer prices, interest rates and exchange rates. International Monetary Fund World Economic Outlook database
(April 2023) for real GDP growth figures in 2022. Exchange rates as of May 22, 2023 and interest rates as of June 7, 2023.
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SECTION 2:

We now explore these key metrics. We
show the different fundamental market,
macro and politicalrisk characteristics
using the above taxonomy. This allows
us to map out our exposure to different
typesofriskandinvestment
opportunity onaglobalbasis.

We focus on market, macro, currency and
governancerisks. We decided to calculate
simple unweighted averages for our
metricsacross the buckets.

Wetestourcategoriesusingthe same
set of country nominations as highlighted
before. Theresulting country universeis
summarisedin sixbuckets.

Alarge economy, populationorgrowth
rates say nothingaboutinvestment
returns. But market size parameters
areusefulto givearoughindication of
investment opportunity.

‘GlobalInfluencers’and 'BigMiddles'
clearly stand out (see Exhibit 2). As
expected, 'Stable but Small’and
‘Structurally Challenged’ groups have
smaller economies onaverage. However,
the picture alters somewhat once we drill
downinto GDP per capita; here ‘Global
Influencers’, ‘Stable but Small’and
‘Natural Resource Winners' stand out,
followedby ‘Big Middles'.

25 The Street View |

Interms of demographics, ‘Global
Influencers’ and ‘Big Middles’ areaclass
oftheirown. As the nameindicates, our
‘Stable but Small’ bucketis clearly the
least sizeable group. Interms of median
age and population growth prospects, the
pictureis more nuanced. Here we have the
emergence of ‘Structurally Challenged’,
‘Natural Resource Winners'and 'Supply
ChainHeroes'as the buckets withrapidly
growing populations.

Highlighting share of global exports
shows whether countries arelikely tobe
price takersorgivers. ‘Global Influencers’
stand out onthis metricasprice givers
andthereforelessrisky versustherest.

Financial depth -think of this as shock
absorption which should vary with per
capitaincome.Deep domesticsavings
and naturalincentives tohold assets
onshore smooth volatility created by
offshoreinvestors sellinglocal assets.
PensionfundsinLatin Americaand East
Asia, sovereign wealth fundsin MENA
andinsurance companiesin South Africa
allhavelocal currency liabilities. As such,
theyare netbuyers of local currency
assetsandsosmootheconomicand
financial system volatility. Abuild-upin
creditto GDPisfrequentlyaprecursor
tofinancial crisis throughreversal of
funding. Battle scarred veterans suchas
oneofyourauthorsrecallthe 1980'sand
1990'sandthink this factoris materially
underappreciated. The nature of funding
really matters.

Analysingassets of non-bank financial
institutions to GDP shows that ‘Global
Influencers’, ‘Big Middles’ and 'Natural
Resource Winners' (including South
Africa) have the deepest financial systems
measured as the total assets of pensions
funds, mutual funds andinsurance
companies as share of GDP.

China
Japan
USA

Brazil

India
Mexico
South Korea

Malaysia
Philippines
Thailand
Vietnam

Bulgaria
Lithuania
Morocco
Romania
Uruguay

Chile
Colombia
GCC
Indonesia
Peru

South Africa

Egypt
Ghana
Kenya
Nigeria
Tarkiye

Source: Actis



5. Remittances Matter

Amongst the ‘Structurally Challenged’,
‘Supply ChainHeroes' and ‘Stable but
Small’,remittancesactasanimportant
source of additional flows, compensating
foralimited domesticsavings pool. They
tendtobe countercyclicaland
consistent, moving up duringdomestic
downturns at atime when private capital
tendstoflee.

6. ForeignDirectInvestment Matters

ForeignDirect Investment (FDI) brings
in stable capital fromabroad, increasing
the overallinvestment and funding
available within the country. FDlhas
many advantages. Long-term capital
commitments aremore stableandhence
sustainable than short-term portfolio
flows (‘hot money’). The latter leaves
economies vulnerable to shiftinginvestor
sentimentand sudden outflows: Egypt
isright nowlearning the hard way. FDI
flows are also associated with technology
transferandincreased exportearnings.

Data shows ‘Supply Chain Heroes' are
clearly also FDIHeroes. Interms ofannual
FDlinflows as share of GDP, ‘'Supply Chain
Heroes'rank as the highest, with Vietnam
leadingthe packacrossallour economies
covered (5.5% of GDP). This makes sense,
asFDItypically stimulates trade activities
byintegratingthehost countryinto global
supply chains. Foreigninvestors often
establishexport-orientedindustries.
Otherprominent performers onthis
metricinclude ‘Natural Resource Winners'
(where FDlis linked to commodity cycles,
hence more volatile) and ‘Stable but
Small'.Fortherest,FDIrepresentsa
smaller share of GDP.

EXHIBIT 2: KEY MARKET DESCRIPTIVES

Metric

Average GDP
(US$bn, 2023f)

GDP per capita
(US$, 2023f)

Average population
(mn, 2023f)

Medianage
(inyears, 2021)

Share of world exports
(%,2022)

Assets of pension funds, mutual
funds andinsurance companies
(% of GDP, 2018 or latest)

Migrantremittanceinflows
(% of GDP, 2022)

Inward FDI flows
(% of GDP, 2021)

Human Capital Index
(scale 0-100, higher=better, 2020)

Global

Influencers

Big Middles
Supply Chain
Heroes

Stable but Small
Natural Resource
Winners
Structurally
Challenged

Note: All figures in this and subsequent tables are simple unweighted averages of individual
country figures in each group. For example, the share of world exports for ‘Global Influencers’
equals China (14.4%) + USA (8.3%) + Japan (3%) / 3 = 8.6%.

Source: International Monetary Fund, World Economic Outlook (April 2023) for GDP size and
GDP per capita. World Population Prospects 2022, Department of Economic and Social Affairs
Population Division, United Nations, © (2022) for demographics data. Used with permission of
the United Nations; UNCTADstat for world exports share and FDI flows; The World Bank Global
Financial Development Database for non-bank financial assets; The World Bank KNOMAD
(November 2022) for migrant remittances; The World Bank Human Capital Project for Human

Capital Index, June 2023.

“TRADITIONAL
RESEARCH FOCUSES

ON MACROECONOMIC
VARIABLES INCLUDING
INFLATION, INTEREST
RATES AND FISCAL
TRENDS. WHILST WE
ACKNOWLEDGE THE
IMPORTANCE OF THESE
VARIABLES, THEY
SEEM OFTEN TO US TO
BE SYMPTOMS RATHER
THAN CAUSES OF
INVESTMENT RISK.”
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7. Institutional Maturity Matters

Mature institutionsreduce uncertainty
andfoster economic stability by
minimising therisks associated with
volatile policy changes or political
interference. Institutional maturity and
operationalindependence of economic
institutions helpsuntieinvestmentcycles
fromelectoralones. This shouldlead to
more rational policymaking.

Herethe ‘Big Middles’ and ‘Supply Chain
Heroes'stand outinterms of
improvements. Inboth groups current
accountdeficits, share of debt
denominatedinforeign currencyand
non-resident holdings of government
debtarelowerthanadecadeago. Their



centralbanks have become credible and
independent. Countries, such as Brazil
and Mexico, have been hiking prudently
this cycleand gettingahead of the curve.
Theireconomies have thelargestever FX
reservesandnolongerthe type of
currency mismatch or pegged exchange
ratesthat have amplified pastcrisis

(e.g. Asian Financial Crisis of 1997-98).
Amongst both groupsithas supported
thereductionincurrency volatility inthe
pastdecade and FXoutperformance
versus DMmajorsinthelastyears. The
spread of volatility betweenthe US dollar
and 'BigMiddles’ currencies has dropped

significantlyinrecent years (see Exhibit 3).

Notably, the ‘Big Middles’ currencies have
beenless sensitive to extreme market

events now than previously (see Exhibit 4).

Toputtheseachievementsin
perspective:inthe early-1990s
hyperinflation plagued Brazil whilst the
Bank of Thailand was a serious contender
forthe worstrun centralbankinthe world

(Bank Indonesiawon that particular prize).

“UNDERSTANDING AND
DIFFERENTIATING THE
RISKS BEING TAKEN
AND PRICING THEREOF
IS VITAL.”

8. Human Capital Matters

Theintuitive linkage between financial
depth, educational attainmentand
productivity can be complex. We show
that financial developmentislowest for
the ‘Structurally Challenged’ bucket,
whichis also characterised by lower
levels of human capital development.

Lookingat The World Bank's Human
Capital Index, whichmeasures expected
years of school, harmonised test scores
and basic health, ‘Global Influencers’
performthebest, followed evenly by
allother groups except 'Structurally
Challenged'. Therelatively solidand even
human capital picture across most of
ourinvestmentuniverseisencouraging
(although it masks some within group
differences). Itis one foundation of
future economic sophisticationand
productivity growth.

EXHIBIT 3: BIG MIDDLES BECOMING LESS VOLATILE
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— Big Middles volatility spread -- Average

Note: Spread between ‘Big Middles’ NEER rolling 1-year volatility and US NEER rolling 1-year
volatility. ‘Big Middles’ NEER represents the unweighted average of Brazil, India, Mexico and
South Korea. Nominal Effective Exchange Rate (NEER) represents the value of a country’s
currency relative to its trading partners’ weighted basket of currencies (rather than just one
bilateral exchange rate). Average measures expanding window average. Data as of June 7, 2023.
Source: Cross Border Capital, June 2023.

EXHIBIT 4: SURVIVING CRISES
18%

16%
14%

GFC

Asian crisis

12%

10%
8%
6%
4%

2%
0%

1995
1996
1997
1998
1999
2000
02
03
04
005
06
07
08
09
11
012
13
015

2010
2014
2016
2017
2018
2019
2020
2021
2022
2023

i
o
O OO O O OO O o o
NN ANNNNNNN N NN N

— Big Middles volatility — US volatility

Note: Rolling 1-year annualised volatility in nominal effective exchange rate (NEER). ‘Big Middles’
NEER represents the unweighted average of Brazil, India, Mexico and South Korea. NEER
represents the value of a country's currency relative to its trading partners’ weighted basket of
currencies (rather than just one bilateral exchange rate). Data as of June 7, 2023.

Source: Cross Border Capital, June 2023.
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CURRENCY IS CRUCIAL

A familiar mantratolonghorizon, cross
borderinvestors assessing currency
risk. Understandingdrivers here
mattersalot. Thisappliesinourbuckets
regardless of whethera currency is fixed
or floating-they allreflect capital flow
volatilities through liquidity, banking,
and fiscal dynamics.

Currencyrisk mattersbothasacause
and symptom of diverseinvestment
outcomes. Hence, itisimportant to
understandand, whenever possible,
diversify exposure to different currency
driversacross our portfolio.

Our FXpartner CBC analysed currency
driversacrossourbuckets. CBC's
approachidentifies through quantitative
analysis a subset of currencydrivers
thatimpacteach currency. They focus
ona 2-year forwardhorizonasback
testingshows that eventsratherthan
inflation differentials have a higher
explanatory functionat short horizon.
Weassume, as they dobeyond two years,
that PPP differentials take over given
that events becomeless forecastable
atlongerhorizons. All Actis deals,
including exits, use this framework now.
Thekey take-aways:

GlobalInfluencers

Domesticmonetary policy accounts for
almost half of the variationin this subset
(see Exhibit 5). Interest rate decisions,
openmarket operations, liquidity
management, Yield Curve Control
(YCC) and exchange rate mechanisms
drive most event-drivenvolatility in this
bucket's currencies. Crisestend tobe
endogenous not exogenous—theseare
risk givers not takers. Domestic economic
activity particularly affects the USD

and CNY.

EXHIBIT 5: WHAT DRIVES CURRENCIES
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Capital Flows 15.3
Domestic Economic Activity 19.1 7.3
Trade Balance 18.4 13.9 26.5 15.3 -
Monetary Policy 9.5 12.9 13.8 13.1
Inflation
Agricultural Prices
Precious Metal Prices 7.4 10.4 111
Industrial Metal Prices 12.0 10.4 15,8 9.2

EnergyPrices

FDI

US Activity

Global Sentiment

FXReserves

Remittances

9.2

Note: Percent figures represent the share of variation in the subset's indexed currency explained

by a given factor.
Source: Cross Border Capital, June 2023.

Big Middles

Tradebalance, energy pricesand US
activity dominate, accounting forclose
to20% of the currency variation each.
But some nuances caveat this general
conclusion. Some 'BigMiddle’ countries
arelarge energyimporters, makingthem
sensitivetoshocksinenergy prices
(India). Industrial metal prices have a
greaterimpact onthe currencies of Brazil
and South Korea due to theirreliance on
manufacturing. Currencies across this
bucket, inparticular the Mexican peso,
are sensitivetoUS economicactivity as
theUSisakeytradepartnerforthese
countries.India'srupeeis, relatively
speaking, more sensitive to global

risk sentiment.
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Natural Resource Winners

This group is highly sensitive to
commodity prices, with energy and
metals prices driving half of the currency
movements. This sensitivityisno
surprise given the significance of oil, gold,
platinum, and copper to these economies.
The South Africanrand has a significant
beta (33%) to major precious metal

prices. Energy prices drive 41% of GCC
currency sensitivities. Middle Eastern
currenciesare mostly dollar-linked so
volatility comesthroughfiscal, creditand
inflation variables rather than FX values.
US economicactivity andindustrial metal
prices heavily influence the Chilean peso
and Peruvian sol, but also the Colombian
peso. Thelndonesianrupiahismore
sensitive to energy prices (32%).

Oneaside—energytransitionhasthe
long-term potential to create winners
andlosersinthisarea. Think declining
fossilfueldemandandrisingrenewables
drivenindustrial materials demand. Thisis
probably awhile away but worth flagging.
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Supply ChainHeroes

Importantdrivers for thisbucketare
foreigndirectinvestment, agricultural
prices and trade balances. 'Supply Chain
Heroes' currencies are primarily driven by
foreigndirectinvestment (21%), which
hasbecomeincreasinglyimportantin
recentyears.Vietnamisacaseinpoint.
Benefitingfromtherelocation of
manufacturing bases from China, FDI
inflows are akey driver of the currency
‘explaining’ over 30% of movementsin
thedong.FDlisalsoakeydriver ofthe
Thaibaht. Relatedly, these currenciesare
alsoreliantonexportandimport
performance, with trade balances
accountingfor 14% ofthe bucket's
drivers. Trade balances are the primary
driver of Philippine peso. The economies
thatrely more onagriculturalexportslike
palmoil, rubber, andrice (Malaysia, less so
Vietnam) are also sensitive to
agriculturalprices.

“WE SHOW THE
DIFFERENT
FUNDAMENTAL MARKET,
MACRO AND POLITICAL
RISK CHARACTERISTICS
USING THE ABOVE
TAXONOMY. THIS
ALLOWS US TO MAP
OUT OUR EXPOSURE TO
DIFFERENT TYPES OF
RISK AND INVESTMENT
OPPORTUNITY ON A
GLOBAL BASIS.”

EXHIBIT 6: CURRENCY METRICS

Global

Metric

Influencers

Big Middles
Supply Chain
Heroes

Stable but Small
Natural Resource
Winners
Structurally
Challenged

FXratechangeagainst USD
(%, last 5 years to date, official rate)

FXrealisedvolatility
(%, last 5 years to date, annual average
realisedvol)

Note: In the calculation of average currency volatility for Natural Resource Winners, the
currencies of UAE and Saudi Arabia were excluded as they are pegged. All exchange rates

are against the USD; except for the United States, which is against DXY. Minus sign means
depreciation against USD. Average annual FX realised volatility is measured against USD. Data as

of June 7,2023.

Source: Bloomberg LP for exchange rates; PMC Treasury for realised volatility, June, 2023.

Stablebut Small

The currenciesinthis bucketare
sensitive tothe economicactivity,
monetary policy and flows of ‘Global
Influencers’ (assuming EU takentogether
isalso one). Lithuanian, Romanianand
Bulgarianeconomies areinfluenced

by their close economictiestothe EU.
Foreigndirectinvestmentandtrade
balances, for whichthe EU plays a
significantrole, contribute to 62% of
thebucket'sdriversand EU monetary
policyafurther 14%. Exportandimport
measures contribute 30%, 35% and 34%
totheoverallvariationinthe Moroccan
dirham, Romanianleuand Uruguayan
peso, respectively. Uruguayan peso
ismore sensitive to the US economic
activity (27%).

Structurally Challenged

Thisbucketis particularly sensitive to
FXreserves(24%) and tradebalances
(23%),and to alesser extent energy
prices and remittances. The currencies
inthis bucket heavilyrely on exportand
import performance and maintaining
sufficient FXreservestomeetexternal
obligations, aslarge shiftsinreservescan
lead to significant currency fluctuations.
Turkiyeisacaseinpoint. FXreserves
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‘explain’almost third of lira’'s moves,
followed by energy prices and trade
balance.FXreservesandtradebalances
alsoaccountfor 40% of the variationin
the Kenyan shilling. Unlike other buckets,
remittances play a significantrolein this
subset. Remittances are particularly
meaningfuldrivers of the Egyptian pound
(19%) and Ghanaian cedi(20%). Energy
pricesalsohaveamaterialimpactonthe
Nigerian Nairaand Ghanaian cedidueto
theirreliance onoilexports.

Onestressfactoris whencitizens distrust
theirown currency as astore of value.
Gresham's Law whereby bad money

(local currency)is spent quickly, and
foreignexchangeishoardedasasource
ofvalue applies. And offshoreinvestors
demand anunsustainable premium for
substituting forlocalinterest.

Currencyriskis manifestedinboth
currency levels and volatility. This goes
partly back to the currencydrivers’
analysis above, as somedriverstendtobe
more volatile than others. For example,
economies more exposed to commodity
price swingsalsotendtohave, on
average, more volatile currencies, unless
their currencies are credibly pegged with
solidFXreserves (e.g. UAE, Saudi Arabia)
(see Exhibit 6).



Lower currency volatility implies lower
investmentrisk, allelse beingequal. A
country withlow orimproving FX volatility
not associated with capital controls, is
attractive fornewinvestment flows. Why?
If FX volatility is low, the chances of
domestic cash flowsaccruingatafaster
rate thanthe currency depreciatesboosts
hard currencyreturns. (Ittendsto mean
lower inflation volatility as well).

Average FXvolatility has come down
across most of ourinvestmentuniverse
overthepast 15 years or so. Thisfinding
appliesin particular to'Supply Chain
Heroes','Stable but Small’and 'Big
Middles’ groups. Some star performers
are highlightedin Exhibit 7.

Despitetherecentcrisisanddollar
strength, currency volatility is lower
across thesebucketsthaninthe
previous decade (whichalso coversthe
GFC shock). The ability of currencies to
weather external shocks, manifestedas
historically low FXvolatility, isan obvious
harbinger ofreducedrisk.

By contrast artificially induced low
volatility (sometimes associated with
administrative actions)isaredflag.

Some country differences are worth
mentioning. Itisjustifiedtolookat
group averages whenmean and median
converge. Hence with the ‘BigMiddles’,
whilst therealised currency volatility
has substantially declined over the
pastdecade, and has halvedinIndiaand
South Korea, Braziland Mexico have seen
more volatile outcomes. Thisresultsin
asomewhatlessimpressive grouplevel
average forthe '‘Big Middles'.

Understanding currencydrivers helps
makebetterlongterminvestment
decisions. Drivers do differ between
countries—-seetheheatmap-which
further supportsourdistaste for
homogeneousjudgements.

Currencydrivers are central to debate
at Actis. We are oftenable to mitigate
itthrough tariff orrevenueindexation
tothedollar.In somejurisdictionslocal
financeis freely available whichreduces
theneedtoworryabout assetliability
mismatch. Inthe event ofknown flows,
we can manage short termrisk through
financingand hedging strategies.

EXHIBIT 7: TRACKING VOLATILITY LOWER

Indiaannualrealised volatility and spot exchangerate
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Vietnam annualrealised volatility and spot exchangerate
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Malaysia annualrealised volatility and spot exchangerate
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Romaniaannualrealised volatility and spot exchangerate
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— Annual volatility (left axis) — Spot versus USD
Source: PMC Treasury, June 2023.
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MACROECONOMIC
FUNDAMENTALS

Traditionalresearch focuseson
macroeconomic variablesincluding
inflation, interestratesandfiscaltrends.
Whilst we acknowledge theimportance
ofthese variables, they seem oftentous
tobe symptomsratherthan causes of
investmentrisk (see Exhibit 8).

Anappropriateinterestrateisimportant
forbalancinginvestment, consumption,
andinflationinan economy. Negative
realorlownominalrates canincentivise
borrowinganddiscourage savings, as
moneyisbeinglostoninvestmentsin
realterms.

Stubbornly highinflationand deeply
negativerealratesremain, aboveall,
achallengeamongst 'Structurally
Challenged’and ‘Stable but Small’ (largely
EMEurope) countries. Evenso,aswego
toprint, headlineinflationappearsto
have peaked. The IMF forecastsinflation
willdeclineamongst ‘Stable but Small’
economiesoverthenexttwoyears,
butinflation willremain above target
amongst most 'Structurally Challenged’
economies. Across other buckets, CPI
pressures have already been softening,
albeit slowly.

“OUR LP COMMUNITY
ASKS US TO
DIFFERENTIATE
BETWEEN COUNTRIES
IN A CONSISTENT
FASHION AND BE ABLE
TO EXPLAIN DECISIONS
AND OUTCOMES

USING MEANINGFUL
FRAMEWORKS. SOME
ARE ALSO SEEKING
CATEGORISATIONS

TO SHAPE THEIR

OWN STRATEGIC AND
TACTICAL DECISION
MAKING. HENCE, WE
PRESENT HERE OUR NEW
TAXONOMY OF GLOBAL
INVESTING.”

EXHIBIT 8: THE MACROECONOMIC FUNDAMENTALS

Global

Metric

Realinterestrate
(%, latest)

Inflation
(yoy %, last reported)

Real GDP growth (%, 2023f-2028f,
average annual growthrate)

Governmentrevenue as % of GDP
(2021)

Governmentdebt (gross) as % of
GDP(2022)

Externaldebtas % of exports
(2021)

Totalreserves
(inmonths ofimport, Q2 2023)

NIIP as % of GDP
(2022)

Influencers

Supply Chain
Stable but Small
Natural Resource
Winners

Heroes
Structurally
Challenged

Big Middles

Note: 'External debt as % of exports’ measures the present value of external debt as share of
exports of goods, services and primary income, according to officially recognised international
sources compiled by the The World Bank. Data was not available for Chile, Japan, Lithuania,
Malaysia, Saudi Arabia, South Korea, UAE, Uruguay and USA. NIIP refers to Net International

Investment Position. Data as of June 7,2023.

Source: Bloomberg LP for interest rates, inflation and import cover; International Monetary
Fund World Economic Outlook (April 2023) for GDP forecast; International Monetary Fund
Government Finance Statistics for government revenue; International Monetary Fund Fiscal
Monitor (April 2023) for government debt; International Monetary Fund BOP/IIP Statistics for
NIIP (ratio calculated using nominal GDP in 2022); The World Bank International Debt Statistics

for external debt, June 2023.

Realrates, onaverage, are highestin
the '‘Big Middles'. Thisimplies room for

stimulatingactivity should the needarise.

Italsosuggeststhatthese economic
systemsarerobustenoughtoabsorb
orthodoxpoliciesand,insome cases,
getaheadofthecurve. Thisisavirtue
notavice.

Interms ofthereal GDP growth outlook
acrossthenexthalfdecade, the most
impressive country bucketis ‘Supply
ChainHeroes'. The IMF GDP forecastis
aligned with this bucket'srecent track-
record—think Vietnamand other ASEAN
countries' remarkable past decade.

Buckets otherthan‘Supply Chain Heroes'

willgrow atarelatively similar rate;
‘GlobalInfluencers’ economic growth will
be slower.
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Generalgovernmentrevenues to GDP
—especially tax take to GDP —reveal why
some countries are structurally more
vulnerable to shocks than others. Here,
the ‘GlobalInfluencers’and 'Stable

but Small’ countries stand out, whilst
'Structurally Challenged’ have lowest
governmentrevenues—andtaxintake
—relative to GDP. Government debt to
GDPratiois problematicinthelatter
group (excl. Turkiye), implying limited
fiscal scope and possible debt distress
scenarios if either global or domestic
conditionsworsen.

Akey solvencyratiois externaldebtto
exports.ltisusefulasatrend measure
indicating the repayment capacity of
aneconomy. Datalimitationsapply



but calculatingbucketaveragesforthe
economies where datais available yields
avery clear-cutresult: ‘Structurally
Challenged ‘economies are, onaverage,
three times worse off thanany other
bucket.Infact, thisindicatoris flashing
redinregardto solvency concernsacross
this group. These fears have proven
warrantedinthe case of Ghana, which
earlier this year effectively missed coupon
paymentsonits Eurobond.

Anotherimportant macro stability
benchmarkistheimport coverageratio.
It measuresthe number of months that
acountry’'sforeigncurrencyreserves
could coverits totalimportbill. Too
lowimport coverimplies vulnerability
toexternal shocks, suchasasudden
riseincommodity prices or economic
slowdown. This metric shows how
‘Natural Resource Winners'are currently
sitting onafiscalbonanza; whilst at the
opposite extreme are the 'Structurally
Challenged' economies. ‘Global
Influencers’ (including China) and the ‘Big
Middles’ occupy the second and third
most favourable spots.

Inthe case of the ‘BigMiddles’, there
hasbeenacleartrendtowardsmore
sound policymaking, central bank
independence and FXreserve buildingin
the pastdecade.

The netinternationalinvestment
position (NIIP)is the difference between
acountry’sstock of foreignassetsanda
foreigner's stock of that country’s assets;
amaterial negative NIIP suggests more
vulnerability to developmentsinthe
globalfinancial markets.

Onthis metric, ‘Global Influencers’,
'Supply Chain Heroes'and ‘Natural
Resource Winners'are the best
positioned. The former groupisdriven
by Japanwhichruns the biggest total

net creditor positionintheworldin US
dollarterms (and one of thelargestasa
share of GDP). The latteris driven by the
GCCeconomies, but South Africaalso
performswell. ‘BigMiddles’ (including
South Korea with a material positive NIIP)
areinthe middle of the spectrum.’'Stable
but Small’and ‘Structurally Challenged’
aretheworst positioned. Alleconomiesin
thelattertwogroups aredebtornations
vis-a-vis therest of the world.
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GOVERNANCE AND
POLITICAL STABILITY

Politicalriskappearsinvarying guises
including corruption, rule of law, ease of
doingbusiness or political instability.

Forlonghorizoninvestors, rule oflawis
critical. Apredictableandreliable legal
systemfostersandprotectsinvestments.
Think property rights or contract
enforceability. Areliable and transparent
legal systemand equal application of law
tendtoreduce corruption.

Thereisaplethoraofindices measuring
thesevariables (see Exhibit9). These
coverrule of law, corruption, political
stability, ease of doing business and
misery. Thelast, devised by economist
Arthur Okun, combinesinflationand
unemploymentand can posit social
unrestrisklevels.

Ingeneral, ‘Global Influencers’ score
positivelyinthese areas; ‘Stable but Small’
show well, reflecting their European
heritage. ‘Structurally Challenged’ score
worst ofall.

The Miseryindex seems mostindicative.
Itis currently the highestamongstthe
'Structurally Challenged’ countries,
followed by 'Stable but Small’and ‘Natural
Resource Winners'. Thisis also perhaps
why street protests—so far mostly
peaceful—have beenthe most prominent
inEMEurope ('Stable but Small’), Latin
America (‘Natural Resource Winners') and
Africa (‘Structurally Challenged’).

'Supply ChainHeroes', 'Global Influencers’
and 'BigMiddles’ stand out as having
relatively lowlevels of “"Misery”. Infact,
'BigMiddles'and ‘Supply Chain Heroes'
have seen materialimprovementsinthis
metricsince post GFC.

EXHIBIT 9: GOVERNANCE AND POLITICAL STABILITY

Global

Metric

Influencers

Big Middles
Supply Chain
Stable but Small
Natural Resource
Winners
Structurally
Challenged

Corruption Perceptions Index
(rankout 0f180, 2022)

o
D
0o
©o

Rule of Law Index
(rankoutof192,2021)

Political Stability and Absence of
Violence/TerrorismIndex
(rankoutof194,2021)

Ease of Doing Business
(rank out 0f190, 2019)

Misery Index
(inflation + unemployment, latest)

Note: Misery Index is calculated as last reported inflation rate + latest unemployment rate (in
ppts). Rule of Law and Political Stability rankings are based on The World Bank's Worldwide
Governance Indicators which is aresearch dataset summarising the views gathered from several
survey institutes, think tanks, NGOs, international organisations and private sector firms. This
dataset covers microstates affecting overall rankings. Data as of June 7, 2023.

Source: Transparency International Corruption Perceptions Index 2022 for corruption;

The World Bank Worldwide Governance Indicators 2022 for rule of law and political stability;

The World Bank Ease of Doing Business 2020 (latest available, discontinued since) for regulatory
burden; Bloomberg LP for inflation and unemployment, June 2023.

MARKET PERCEIVED
COUNTRY RISK

Ahigheryield on sovereign debt generally
indicates thatinvestors perceive greater
riskassociatedinthat country. This
couldbe due to concerns about ability or
willingnesstorepay debt oruncertainties
regarding the economic or political
situationin the country.

Unsurprisingly, markets see the highest
riskin'Structurally Challenged’' and
lowest for the ‘Global Influencers’ group.
Therestsitsomewhereinthe middle,
although’Stable but Small’areintheless
risky end of this middle spectrum. ‘Natural
Resource Winners'are ontheriskier side
ofthismid-range, although thisis partially
driven by the current high perceived
riskiness of South Africa.
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Market perceptions can changerapidly
inresponsetonewinformationor
events, makingit more helpful tolook
metrics overalongerhorizon. The 5-year
average figures reveal similar bucket
differences—barring ‘Stable but Small’
thatemerge moreclearly as havinglower
market perceivedrisk levels (after ‘Global
Influencers’and ahead of 'Supply Chain
Heroes'). This makes sense, giventhe
recentenergy shock fromthe Russia-
Ukraine war has hit EM Europe particularly
hard, who make up the bulk of our 'Stable
but Small’ bucket.

We have chosennottofocusonvariables
suchas creditratings or CDS spreads.
Theformerarereactive, the latter heavily
influencedby illiquidity.



“ANALYSING ASSETS OF
NON-BANK FINANCIAL
INSTITUTIONS TO

GDP SHOWS THAT
‘GLOBAL INFLUENCERS’,
‘NATURAL RESOURCE
WINNERS' AND ‘BIG
MIDDLES" HAVE THE
DEEPEST FINANCIAL
SYSTEMS MEASURED

AS THE TOTAL ASSETS
OF PENSIONS FUNDS,
MUTUAL FUNDS AND
INSURANCE COMPANIES
AS SHARE OF GDP.”
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SECTION 3:

Categorising the world this way gets
beyond the perceptionthatallEmerging
Markets are the same.Investorsdo
differentiate between developed
markets-think of the perennial
comparisons betweenthe US and Europe
asanexampleorindeed Northernvs
Southern Europe. Why notdo soforEM?

Our proposals are one of the ‘arrows’
inariskassessment‘quiver’. Theydo
not of course necessarily tellyou which
thebestplacesaretoinvestordealsin
whichtoinvest—the variables we have
employed are easily observable and
thereforediscountable. Inany case with
longinvestmenthorizons, we expect
someturbulence enroute. Capitaltends
toflowtolocations whereriskis perceived
tobelowest ordecliningand with
compellingriskadjustedreturns. Such
flow candilute potential returns through
excessive competitionforassets. But
understandinganddifferentiatingthe
risks being takenand pricing thereof
isvital. Thataboveallis the point of
thisexercise.
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10.

"will continue to driverisks, rather than be dictated to.

1

'are natural destinations providedinappropriate policy does not
diluteinvestment opportunity.

'willvaryinattraction with their ability toabsorb
capitaland the globaleconomic cycle. However, for those who succeed,
investment opportunities can be multiyear.

'countriesreflect therisks and opportunities of their
surrounding client economies by virtue of their size. Asan example, CEE has
beenimpacted by Russia/Ukraine and remains observant to developmentsin
mainstream Europe and the euro.

1

'vary enormously, notleastinthe cycles
fortheir product. Efforts to diversify theireconomies arelongterm. Energy
transition has the potentialto alter thislandscape.

'countries require considerable fortitude
tonavigate. Investmentis best concentratedinsectors with strongrisk
protectionincluding credit enhancement, political riskinsurance and FX/
inflationindexation.

Don't confuse financial resilience with debt levels. Resilience derives from
savings not credit flows.

Excesshomogeneity and lazy decision making have obscuredthese
important differentiators.

Ifinvestors (ourselvesincluded) can appreciate risk segmentation they can
also plan potential mitigation strategies. What looks toorisky canbecome
rewarding withgood management.

Mitigation strategies exist. Understandingwhat you are addressingand why is
the stockintrade of portfolio management excellence.
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