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Equi

markets hold

bugs but no bears

or st eduity Dvestors, 2008
Wis i yestr to forget and 2009 has
bégnin i the same wein. SubSa-
haran Afrscan equity markets de-
livered scme of the worst renarms
in living memaory, but there wers
also pockets of good news as the region
provided the two best performuing stock
murkets in the world: Malewi and Ghana.

The performance of 554 equity mar-
leets im 2008 was largely in line with the
rest of the world, Hewever, 2008 las to be
vieswed as an anomaly glven the unprece
dented namre of the events that undiolded
during the course of the vear. In a period
of uncertainty amnd extreme volatility, it
is understandable that investors boecomss
mishkaverse and African equity markets and
currencies hase been cawght in the subse-
aqueent flight to safety, as emerging market
funds sold indiscriminately tomest tising
redemnptions from their imestors. Meither
the fundamental perfinmance of econo-
Trles mon eommpanies was suffcent o act
a5 protection in the ensuing tarhamd,

In these wolatibe times 1t s Mol o
e positive about any Investment proposi
tion or o argue that we ane at the bottom
of the current nosedive, However, mevicw-
ing the performance of Affica’s eguity
markets, [ see bugs, bt no bears,

There i no evidenoe in Aftica of the
“diermand destruction” that has noes taken
hiold in Western econormnies. While they
face strwctural imbalonoes, mandfested in
aweak housing market and 2 freese fn the
credit markets, Afiica's domestie demand
oartlook remains mobust. The lowst IME
forecast projects GOP growth in 554 of
3.25 percent for S8, [n comparison the
fowecass are 0.5 peroent and -2 percent for
plobal prowwth and advanced coonomies
respectively, It is ihereasingly likely that
554 will awoid a recession tn 2000,

The negatie pefirmance of 554
equity markets has undermined the idea
that the region is not comelabed o de-
wloped equity mitkets. However, while
returms have been negatiee, S5A has ot
heen asvolatile as other ghobal roaskets. In
20108, volatilitrwas 18 percent compared
i 33 per cenit and 41 percentin developed
paarkets and emerging Markets, Tespec-
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tivehy, 554 did not see trendless hig seings
bth winys over short perinds of time, The
niegative refumns in 55A can be attributed
largely to selling by emerging markst
funds strugpling with redempsions, ap-
parentdy resulting in undershoot.

The parado for Imestons is that the
perfomnance of the equity markets docs
nol teflect the swength of the macro-
coononty or the positive earnings per
formance of the corporate sector, The
eamings numbers seen so far for 2008
indicate EFS growth abowe 30 percent
Given the institutional reforms that have
taken place in 55A. the gprowing econont-
ic power of the emerging middle class
and rehahilitation of the infrastructise
im the region, the prospects for African
efuitdes mw better than these of devel
oped markets and S5A equities shald,
on balance, outperform other regions of
the werld over the medium lerm.

Brr investors, it & necessary bo delin-
eate bebween a shortterm, medinm-4erm
and longterm investment outlook for 554
The shortterm ewtlook & hard to predict
as it isbeing driven by immstor sentiment
and exireme risk aversion. The longer-
term cutdook for 854 remaing compelling,
despite the current pessinam. The chal-
lemge for investors B how to bridge these
shorterm uncertainties osd the more
encouraging longerterm fundamentals.
Tt is difficule to predict where the bolttom
lies for the curment sellbodl, but we can be
sure there will be a botbom,

Lmgterm wakie investors can take
some comiint from fhe words of Sir john
Templeton i 1954 “Buoll markets ane
horn on pessimism. grow on scepticisn,
matue on optimdsm and die on eapho-
. The time of maximum pessimdism
is the dme fo buy and the tme of maxt-
i opiimdam &5 the best time to sell”,
Ercouragingly the financial markets in
SulrSaharan Afrbca have functioied rea-
sonabiy well during this peticd of unprec
edented turbulence, which augers well
T their likedy funime recovery,
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