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It goes without saying that 2020 has been a 
tough year for frontier and small emerging 
market investors. The frontier performance 
suffered particularly in the first quarter of the 
year, due to the sudden drop in oil and 
commodity prices, the impact of Covid-19 
lockdowns on economies and outflows from 
the universe. Even though the remaining 
three quarters offered a catch up in both 
relative (i.e. relative to developed and 
emerging markets) and absolute terms, 
frontier markets underperformed larger 
markets, which enjoyed strong rallies in 
“stay-at-home” tech stocks, particularly in the 
US and in the CaTS, i.e. the three largest 
emerging markets, China, Taiwan and South 
Korea, which account for two-thirds of the 
MSCI EM Index. Besides the strong headline 
performance in EMs (+18%) driven by the CaTS 
(+29%), performance in the remaining 24 
smaller emerging markets was actually 
negative (-5%) – making the long year mostly 
about the following two words: big and tech.

The two most important developments of the 
final quarter were Biden’s election victory 
(but no “blue sweep”) and Covid-19 vaccine 
announcements, which collectively fuelled 
optimism and led to a 20%+ rally in the 
November-December period in more than 20 
markets, including Frontier and Smaller 
Emerging Markets (FSEMs).

Our Vietnamese holdings had a particularly 
strong quarter, with a 21.3% gain. Hosting a 
large 97 million population, Vietnam remains 
one of the Covid-19 success stories, with less 
than 1500 total reported cases (as of Dec 
2020), as the country implemented one of 
earliest and stricter lockdowns, along with 
clear communication and rigorous testing. 
Accordingly, economic activity never slowed 
down as much as for peers, and even 
strengthened, as suggested by 2.7% and 4.5% 
GDP growth in 3Q 2020 and 4Q 2020, 
respectively. Various leading indicators, such 
as the PMI and our recent favourite, the 
Google Covid-19 Community Mobility Report, 
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suggest the continuation of robust activity, 
which we think will translate into a strong 
6-7% GDP growth in 2021 and beyond. One of 
our largest positions, the Vietnamese 
integrated steelmaker Hoa Phat, was among 
the winners, with a 55.6% gain. While demand 
both for flat and long steel continues to grow 
with increasing urbanisation and manufactur-
ing activity, the company is now out of a 
heavy capacity expansion investment, cycle 
which will translate into strong cash flow 
generation in the foreseeable future. Also, the 
recent expansion of the spread between spot 
cost and steel product price should lead to 
better-than-expected margins in the coming 
period.

Otherwise, our best market in the Q4 was 
Bangladesh, where our stock picks resulted in 
a 36.8% gain, compared to 11.4% in the 
benchmark. Beximco Pharmaceuticals 
continued to perform strongly, with a 78.9% 
gain, on top of the previous quarter’s +70%. 
Similarly to Hoa Phat, the company had 
heavily invested in capacity expansion, which 
is now bearing fruit, with strong free cash 
flows and a jump in operating profits. Despite 
an outstanding 208% return in 2020, we think 
the stock is still reasonably priced, at 16.7x P/E 
with an expected 15-20% revenue growth in 
the next few years.

2020 has been a year for initial public 
offerings in major developed and emerging 
markets; particularly in China and the US. In 
frontier markets, where there was scarcity of 
IPOs, one of most interesting and successful 
offerings was Kazakhstan’s Kaspi - a leading 
consumer financing and fintech services 
provider offering fast-growing payments and 
marketplace platforms. With a very strong 
management team, a well-managed core 
fintech business and abundant growth 
opportunities in the payments and market-
place spaces, Kaspi looked like an opportu-
nity not to miss. We consequently decided to 
invest in the IPO, which ended up raising USD 
1bn, with strong demand at an estimated 2021 

Frontier markets ended the year in a positive mood, with a 10.7% return in the final 
quarter of the year. East Capital Global Frontier Markets delivered very strong 
results, gaining 22.3%, that is a notable 11.6% overperformance versus its bench-
mark. For the full year, the strategy was 7.5% ahead of the benchmark, with an 
8.8% gain in USD, compared to 1.3%% for the index.

Performance*
Strategy Index

2020 8.8% 1.3%

1yr rolling 8.8% 1.3%

3yr rolling 5.6% -0.4%

Since inception 40.7% 17.4%

*Gross of fees in USD.

Top 5 holdings
Strategy Index

Hoa Phat Group Jsc 5.9% 4.0%

Beximco Pharmaceuticals 5.6% 0.0%

Krka 4.6% 3.6%

Halyk Bank 4.5% 1.6%

Square Pharmaceutical 4.1% 1.3%

Top 5 country weights
Strategy Index

Vietnam 20.7% 30.6%

Bangladesh 12.4% 2.2%

Egypt 9.0% 0.0%

Kazakhstan 8.1% 3.2%

Morocco 7.6% 13.5%

Top 5 sectors
Strategy Index

Health Care 20.7% 4.9%

Financials 19.6% 34.1%

Consumer Staples 19.5% 11.8%

Information Technology 12.8% 0.0%

Consumer Discretionary 9.5% 0.3%

Strategy information
Launch date 12 December 2014

Benchmark MSCI Frontier Markets

Number of holdings 43

Active share 79.2%

Strategy performance gross of fees in USD.
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P/E of only 7x the offering price. Since the IPO 
in October, the stock gained 99%, turning out 
to be one of major contributors during the 
quarter. Despite the strong performance, we 
remain invested in the name given growth 
prospects, a reasonable valuation, and a 
relatively high expected dividend yield of 
around 5% this and next year.

Another strong performer of the final quarter 
was Romanian healthcare services provider, 
Med Life, with a 86.9% gain. As long-term 
investors in the company since its IPO in late 
2016, we have witnessed some ups and downs 
in the share price, especially during the early 
years, but not as much volatility in operation-
al performance; Med Life grew its revenues by 
21% and EBITDA by 32%, on average, per 
annum during these four years from 2016 to 
2020. After a strong initial performance 
post-IPO, the share price remained flattish for 
almost three years in a row until the very last 
quarter of 2020, during which our long-await-
ed rerating took place from about 6x EV/
EBITDA to a more reasonable 2021e 11x EV/
EBITDA, following a share capital increase 
that resulted in increased turnover in the 
stock. Patience usually pays off in well 
managed, growing companies in attractive 
businesses and Med Life has been a good 
reminder of that.

On the negative, Puregold — a chain of 
supermarkets in the Philippines — was among 
the poor performers, with a 16.1% loss, as 
stay-at-home stocks like the grocery business-
es (i.e. as people hoarded basic goods to 
consume at home) underperformed the 
go-out stocks such as airliners, hotels and 
restaurants, along with the positive news on 
the vaccine front. Indeed, Puregold’s revenue 
growth had already softened after a 15% 
growth in 1H 2020, and its stock price 

followed that momentum. Going forward, we 
believe that the valuations will start looking 
more appealing for stocks like Puregold (2021e 
EV/EBITDA 7.5x), as both economic activity 
and stock markets normalise. On a country 
level, Egypt disappointed, as low inflation 
fails to translate into the long-awaited jump in 
economic activity, given Covid-19 fears. We 
have been reducing and reshuffling our 
investments in Egypt in response to challeng-
ing market conditions.

4Q 2020 was equally interesting on the ESG 
front, as some of our long-term efforts started 
to bear fruit. One of our core holdings, 
Hightech Payment Systems (Morocco), 
published detailed semi-annual results in 
English for the first time, and appointed an 
independent external investor relations 
consultant to conduct an investor perception 
study. We believe this is a very important 
step, which will further improve the corpo-
rate governance image of the company. 
Another positive development came from 
Sonatel (Senegal), in which we have long been 
a shareholder. We have been encouraging the 
management to improve the investor relations 
activity by attending major investor confer-
ences and publishing quarterly updates for 
international investors in English. After our 
consistent attempts, the company finally 
agreed to start publishing quarterly updates 
in English. We believe this is a small but 
important step in the right direction, and we 
will continue our efforts to help our portfolio 
companies to climb up the ladder on the ESG 
front.

Looking at the benchmark MSCI Frontier 
Markets Index, an important development 
during the quarter was the removal of 
Kuwait, which was promoted into the MSCI 
Emerging Markets Index at the end of 

November; the big fish in a small pond, with a 
35% weight, went into the ocean with a 0.6% 
weight. While we consider ourselves index 
agnostic, typically with a high active share 
(80% as of December 2020), we do monitor 
index changes. Indeed, upgrades are typically 
a confirmation of positive market develop-
ments we would expect to see in frontier 
markets, and our index-agnostic approach 
allows us to invest in markets that attract 
significant flows from passive index trackers, 
which help crystallise significant value in 
some overlooked stocks.

2020 was a tough year, full of surprises. For 
us, it was also a year that was well spent on 
deepening our understanding of the compa-
nies we invest in, when it comes to unfore-
seen business risks and management teams’ 
responses to unexpected challenges. We 
expect 2021 to be a much better year for 
frontier and emerging markets, with soft 
dollar, low yields and rich valuations (and 
even bubbles) elsewhere, making a good 
environment for laggards like FSEMs to catch 
up. If we take a blunt view, it could also be the 
beginning of another strong cycle, during 
which more than 80% of our markets grow 
their economies between 4-7% per annum 
during the next five years. If we are right on 
that, highly-attractive stock market returns 
should follow. Overall, we expect the holdings 
in our frontier strategy to grow their earnings 
strongly by - 24.4%, on average - albeit from a 
low base in 2020. In terms of valuation, the 
discount of our frontier markets strategy to 
major benchmark indices has rarely been 
higher. At a 2021e P/E of 11.1x, our strategy is 
now at a 49% discount to developed, 28% 
discount to emerging and 13% discount to 
frontier markets indices.
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