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Disclosures & Disclaimers

Source of data: Newmarket Asset Management internal estimates; investee companies; Bloomberg LP; FactSet; international organisations, including the IMF

Date of data: February 2020– unless otherwise stated.

Data in this presentation was obtained from various external data sources and has not been verified with independent sources. Accordingly, we makes no representations as to the accuracy or

completeness of that data. Such data involves risks and uncertainties and is subject to change based on various factors. Although prepared on a best efforts basis, it is possible that the data may

contain errors and therefore should not be relied upon. No reliance should be made on any data provided for any purposes.

This presentation is issued by Newmarket Asset Management, a trading name of Stoneware Capital LLP, which is authorised and regulated by the Financial Conduct Authority and appears on the

FCA register under no. 451073 and whose registered address is 9 Althorp Road, London SW17 7ED, United Kingdom, Company no. OC319201. Our investment products and services are only

available to professional clients and eligible counterparties; they are not available to retail (investment) clients. Our investments (together the “Funds”) are only suitable for sophisticated investors

who are aware of the risks of investing in frontier market equity funds. Specifically this document should only be distributed to professional clients or persons falling within the exemptions set out in

the UK Financial Services and Markets Act 2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 and Order 2005 in particular at paragraph 14 (investment professionals),

paragraph 21 (certified high net worth individuals), paragraph 22 (high net worth companies etc), paragraph 23 (certified sophisticated investors), 2005 Order Schedule 2, paragraph 1 (self-certified

high net worth individuals) and 3 (self-certified sophisticated investors), and any person outside the United Kingdom to whom this document may be lawfully sent; if this is not the case then please

inform us immediately.

This presentation is neither an offer to sell nor a solicitation of any offer to buy shares in the Funds and should not be relied on in making any investment decision. Any offering is made only pursuant

to the relevant prospectus, together with the respective current financial statements and the relevant subscription documents all of which must be read in their entirety. No offer to purchase shares

will be made or accepted prior to receipt by the offeree of these documents and the completion of all appropriate documentation. The shares have not and will not be registered for sale, and there

will be no public offering of the shares. No offer to sell (or solicitation of an offer to buy) will be made in any jurisdiction in which such offer or solicitation would be unlawful. No representation is

given that any statements made in this presentation are correct or that objectives will be achieved. The presentation contains the opinions of the author and such opinions are subject to change

without notice. Information contained herein has been obtained from sources believed to be reliable, but not guaranteed.

It should not be assumed that investments made in the future into the Funds that are described herein will be profitable. Nothing described herein is intended to imply that an investment in the

Funds is “safe”, “conservative”, “risk free” or “risk averse”. An investment in the Funds entails substantial risks, including, but not limited to, those listed below, and a prospective investor should

carefully consider the following summary of risk factors and carefully read the section of the relevant Fund’s Prospectus entitled “Risk Factors” in determining whether an investment in the Funds is

suitable. This investment does not consider the specific investment objective, financial situation or particular needs of any investor and an investment in the Funds is not suitable for all investors.

Prospective investors should not rely upon this document for tax, accounting or legal advice. Prospective investors should consult their own tax, legal accounting or other advisors about the issues

discussed herein. Investors are also reminded that past performance should not be seen as an indication of future performance and that they might not get back the amount that they originally

invested. The price of shares and the income from the Funds can go down as well as up and be affected by changes in rates of exchange. No recommendation is made positive or otherwise regarding

individual securities mentioned herein. The Financial Conduct Authority rules for the protection of retail (investment) clients do not apply in respect of an investment in these Funds and investors in

the UK are reminded that they will not benefit from the Financial Services Compensation Scheme.

The information contained in this presentation is strictly confidential and is intended only for use of the individual to whom it has been provided. Tables, charts and commentary contained in this

presentation have been prepared on a best efforts basis using sources we believe to be reliable although we do not guarantee the accuracy of the information on account of possible errors or

omissions in the constituent data or calculations. No part of this presentation may be divulged to any other person, distributed, resold and/or reproduced without our prior written permission.

Important information for US Persons

The offering, sale and/or distribution of the products described in this document is not intended in any jurisdiction to any person to whom it is unlawful to make such an offer, sale and/or

distribution, including the United States. If you intend to obtain any product from Stoneware that is described in this document, you must first inform Stoneware whether you are a US Person or if

you would not be allowed to obtain such products from Stoneware in your home jurisdiction. This document and its respective contents do not constitute an offer or invitation to purchase or

subscribe for any securities or a solicitation of any offer to sell any securities to US Persons.

Shares in the Fund will not be registered under the United States Securities Act of 1933, as amended (the "Securities Act"), the securities laws of any state or the securities laws of any other

jurisdiction, and the Fund will not be registered under the Investment Company Act of 1940. There is no public market for the shares, and no such market is expected to develop in the future. This

document is not intended for distribution in the United States or for the account of U.S. persons (as defined in the Securities Act) except to persons who are "qualified purchasers" (as defined in the

United States Investment Company Act of 1940, as amended) and "accredited investors" (as defined in Rule 501(a) under Regulation D of the Securities Act).

Stoneware nor any of its affiliates accepts any liability whatsoever for any loss howsoever arising from any use of this document or its respective contents or otherwise arising in connection

therewith. Stoneware cannot be held responsible for any damages or losses that occur from transactions and/or services in defiance of the relevant rules of the purchaser’s home jurisdiction.
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Introduction

• Ghanaian pension funds have over 70% asset allocation to government debt. This allocation

remains largely unhedged against shocks and is poorly diversified by international standards

• Reasons include;

– lack of properly regulated alternatives,

– competition driving fixation on short-term low volatile returns

– poor local stock market returns and liquidity in recent years

– limited regulatory driven behavioural change towards better asset allocation

– capital controls
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Source: OECD



Government Debt is Not Risk-Free
• In theory government debt is considered ‘risk-free’.  This is possibly one reason 

behind the skewed asset allocation to this asset class

• In practice, ‘risk-free’ assets don’t exist. Even the value of cash is affected by inflation

• Governments can become bankrupt and default on their debt . Debt defaults are 

often preceded by excessive hard currency borrowing in times of strong economic 

growth 

• Some examples of sovereign debt defaults include;

• Argentina, 1982, 1989-90, 2002-2005

• Ghana, 1979 & 1982

• Cameroon, 2004

• Gabon 1999-2005

• Rwanda, 1995

• Russia, 1998-99

• Paraguay, 2003

• Mexico, 1982

• USA, 1971 i.e. The Nixon Shock

• Brazil, 1983



Ghana is classified as ‘At High Risk of Distress’
• The IMF’s most recent debt sustainability analysis places Ghana at a high risk of debt distress and 

likely to remain so over the next decade

• Public debt service costs as a proportion of government revenues have been rising since 2008 

and are now well above Pre-HIPC levels and the minimum threshold recommended by the IMF 

for low income countries.  This ratio is at a 36 year high.

• Ghana’s debt sustainability is at the risk of commodity and other external shocks
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External Debt Sustainability is Also Under Stress
• External debt has grown at around 16% per annum since 2015 with sustainability vulnerable to external 

shocks

• External Debt Service Costs are now well above the minimum threshold recommended for low income 

countries 

Data Source: Bank of Ghana, Ministry of Finance
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Structural Shift to Higher Revenue Collection Key 

to Debt Sustainability
• Ghana’s debt sustainability in the medium to long-term is significantly dependent on the government’s ability 

to improve revenue collection and raise revenue to GDP ratio to around 20% from the current 15%

• The government’s revenue intensity has systematically been well below the rest of Africa but the resolve to 

correct this has political ramifications
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Key Macro Risks Facing Ghanaian Pension Funds
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• Rising debt servicing costs is driven by increased borrowing with total public debt up 108% since 2015 

well ahead of growth in government revenues 

• External debt now accounts for 51% of total debt vs 60% in 2015 partly due to increasing foreign 

investor participation in the domestic debt market

• A decline in short maturity FX loans from 23% of international reserves in 2016 to 14% in 2018 is a 

positive development
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Inflation Management Has Improved but is 

Vulnerable to External Shocks 
• Inflation trends can significantly impact real returns on pension assets

• Improved policy management and external environment has significantly reduced inflationary 

pressures in recent years

• Inflation expectations are susceptible to commodity shocks, weather patterns, fiscal discipline, 

external shocks and other structural factors
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Managing Ghana Country Risk

• Harry Markowitz called diversification “the only free lunch in finance

• Investors can transform country level systematic risk into diversifiable  non-

systematic risk through international diversification

• The extent to which investors can reduce country risk depends on;

• Regulatory & Capital Controls

• Quality of asset allocation across positions, geographies, sectors and 

investment strategies in international markets

• Regulations in Ghana allow Pension funds to invest up to 10% of their assets 

abroad but this is yet to be taken advantage of in any meaningful way for 

bureaucratic reasons

• Pension funds are therefore entirely exposed to Ghana Country Risk- structural 

FX weakness, structural high inflation, financial sector cyclical risks, sovereign debt 

default risk etc.



Diversification: Lessons from Around the World

• Pension Funds in developing countries are increasingly allocating capital 

abroad.  The average foreign allocation of developing countries for which 

data is available is 24%.  For Africa it is 25% 
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Diversification: Lessons from Around the World
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Diversification: Lessons from Around the World
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• Asset Class Allocation tends to reflect the long maturity nature of pension plans, 

demographics  and are typically biased towards long term bonds and equities

• Exceptionally low allocation to the equity asset class in Ghana due partly to a shallow 

public equity market and high interest rates

Data Source: OECD Pension Markets in Focus Database



Diversification: Lessons from Around the World

• Relative to other African countries, the allocation of Ghanaian Pension Plans to the 

Equities asset class is low

• Equities as an asset class in theory provides the best hedge against inflation in the long-

term

Data Source: OECD Pension Markets in Focus Database
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Why Frontier Markets



Good Relative Track Record 

• Over long periods, frontier equity and emerging markets tend to outperform but also carry higher

risks

• Diversification to frontier markets have the potential to enhance returns

17

Sources: Factset, MSCI, Databank, Factset. 2003 is used as the base year as this is the year where all the indices shown have a common base on basis of data availability, MSCI data on frontier

markets exists from mid 2002. *Last 10 years annual due to data availability
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Structural GHS Weakness A Major Factor

• Frontier markets have outperformed Ghanaian asset classes over long periods partly due to the

structural weakness of the GHS against key frontier market currencies

• Perennial weakness of the GHS against other frontier currencies suggest local currency frontier debt

exposure has the potential to add value to Ghanaian pension assets

18

Data Sources: Factset

0%

2%

4%

6%

8%

10%

12%

14%

16%

6%

8%

9% 9%

10% 11%
11% 11%

12% 12%

13%
14% 14%

15% 15% 15% 15% 16%

Annual Return of Frontier Currencies Against the GHS
1999-2019



Underperformance since 2008 Rendering them Cheap

• Frontier Equity Markets have underperformed since the global financial crisis despite stronger

economic growth and have consequently become relatively cheap and attractive

19Sources: Factset, Databank Research
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In US$, Frontier Markets Are Below 2008 Levels

• In hard currency, frontier markets are still trading well below 2008 levels in contrast to over 100%

increase in developed markets.

20Data Sources: MSCI, Databank Research
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Relative Valuation

• Frontier equity markets have become relatively cheap due to underperformance in the last decade

• This is also to some extent a reflection of the perception of risk in the context of a strong US dollar

21

Sources: Bloomberg
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Attractive Relative Return on Capital 

• Frontier Markets have the capacity to produce higher returns on invested capital to compensate for

the perception that they are risky markets

22Sources: Bloomberg
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Why Frontier Has Underperformed Recently

• Strengthening dollar and bullish mature equity markets since 2015 have attracted flows out of frontier

markets for the past 5 consecutive years

• Several frontier countries (Ghana, Egypt, Nigeria, Pakistan, Sri Lanka, Argentina) were hit by bearish

commodity markets and had to request assistance from the IMF

23

Sources: EFPR, Aberdeen Asset Management
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Cyclical Attractiveness

• Capital outflows may reverse in the years to come as developed markets face the prospects of

interest rate declines, weaker stock markets and possibly a weaker dollar

• Frontier markets are attractively valued relative to historical levels. Several markets are trading

at 20- year low earnings multiples

• Frontier markets have young, growing populations that are becoming, urbanized, wealthier and

able to increasingly participate in consumer markets

• Frontier market economies are growing above 5% in real terms on average annually

24

Sources: EFPR, Aberdeen Asset Management



Strong Diversification Potential

• Low correlation of returns among frontier countries offer strong opportunities for effective

diversification

25Sources: Factset,

Nigeria Ghana Kenya Morocco Tunisia
Ivory 
Coast Pakistan UAE

Indone
sia Chile Colombia Egypt Vietnam

Sri 
Lanka Qatar

Nigeria 1.00

Ghana 0.26 1.00

Kenya 0.33 0.18 1.00

Morocco 0.05 0.25 0.18 1.00

Tunisia 0.02 0.10 0.15 0.20 1.00

Ivory Coast 0.28 0.21 0.31 0.21 0.12 1.00

Pakistan 0.18 0.17 0.13 0.11 0.06 0.32 1.00

UAE 0.21 0.20 0.22 0.26 0.20 0.38 0.37 1.00

Indonesia -0.03 0.22 0.25 0.27 0.16 0.18 0.13 0.27 1.00

Chile 0.04 0.21 0.29 0.36 0.29 0.31 0.06 0.29 0.56 1.00

Colombia 0.24 0.08 0.26 0.38 0.22 0.35 0.25 0.33 0.39 0.59 1.00

Egypt 0.15 0.13 0.25 0.35 0.17 0.24 0.17 0.43 0.30 0.31 0.36 1.00

Vietnam 0.23 0.22 0.23 0.24 0.37 0.40 0.39 0.41 0.23 0.25 0.36 0.32 1.00

Sri Lanka 0.24 0.16 0.08 0.20 -0.11 0.21 0.20 0.20 0.18 -0.03 0.06 0.16 0.18 1.00

Qatar 0.12 0.14 0.08 0.17 0.19 0.18 0.32 0.66 0.22 0.25 0.26 0.30 0.27 0.12 1.00

Correlation Matrix of Selected Frontier Equity Markets
(US$ Monthly Returns, Dec 2010 –Dec 2019) 



Relatively Faster Growth in Income Per Head 

26Data Sources: IMF WEO Database
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• The past two decades has seen an unprecedented growth in incomes in frontier countries relative 

to advanced economies

• Rising incomes combined with faster population growth has seen greater participation of people in 

the consumer economy in frontier countries



Potential Demographic Dividends

27Data Source: Our World in Data

Urbanisation Trends in Developing Countries Outside China

• Urbanisation is accelerating and is a key factor driving changes in consumer behavior and  

access to markets

• Over half of the population of frontier countries will be urbanized within the next 3 decades



Opportunities in Frontier Debt Markets

28Data Source: Our World in Data

• Post HIPC, frontier markets have increasingly tapped the eurobond debt market to finance

expenditure

• Consequently the number of capital market debt issues has increased substantially, and the maturity

curves are being increasingly lengthened over time

• Notwithstanding the fact that frontier markets have broadly lower Debt/GDP ratios compared to

Emerging and Developed Countries, debt intensity has been rising

• Frontier countries also have low levels of capital stock compared to Emerging and Developed markets

to finance the growing debt intensity. Lower Debt/GDP for a country where capital stock is very low

as in many frontier countries is often a recipe for a crisis.

• Investors in my view should allocate their debt exposures on a global rather than regional basis driven

by risk-return assessment of specific issues. For example, asset allocators often perceive Sub-Saharan

African sovereigns as junk and it may be worth it for an investor to compare those to US corporate

junk and on the basis of bottom-up risk-return assessment allocate accordingly.



Newmarket Asset Management

• Specialist frontier markets investment firm

• Independent, London based and FCA regulated

• Combined 35 years frontier markets investment experience
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