Kyklos Capital
Outlook: Why 2019 is Looking Good for Frontier Markets

“Buy low”. John Templeton

Unlike most New Year resolutions, the optimism for Frontier markets is well-founded, because
many of the headwinds they suffered from in 2018 are likely to become tailwinds in 2019.

First, there is a potential lift from the U.S. dollar, whose 2018 rally was powered by a hawkish
Fed, stronger GDP growth in the U.S., and U.S. tax cuts. Now one of the world’s most expensive
currencies according to REER, the dollar is now faced with declining GDP estimates, a sharp Fed
reversal, and ramping U.S. sovereign debt issues to cover the newly bloated deficit (read Grant’s
Jan 31 rundown here). Frontier markets and the dollar generally move in opposite directions in
a negative correlation, so dollar weakness should be good news for Frontier equity investors.

All-Mighty Dollar Frontier and Dollar Move in
USD among most "expensive" Obbosite Directions
3 Correlation oPProntier and USD stays negative
N2 - 0.3
[%2]
2 1 = 0.2 \
= — 0.
o 0 23 o1 “
-~ _1 >< -(lj
& 29 0 ; .
8’o § £ 2 0.1 w v
C —_ —
52y € x 02
2 o S S ST !MNOOONNO®O®X 28 03
wm ™~ = o = e (N
Ll NS TS TS TS TS TS TS S S S N — X
) — O O O O O v o o o Q _04
> L0 o=
= TOoO AT N NNWMO M0 o S £ .05
8] O O +4 O 0O OO0 «+« O« O O O o
& S5 06
o usD JPY EUR CNY F=iye
= Eo N p N
& BRL RUB INR ES & & @ &
o

Second, Frontier economies feature a number of countries with improving macro trends.
Highlights include Egypt (comment further below), Pakistan, and potential election catalysts in
Nigeria and Argentina. Kyklos’s three biggest portfolio weightings, Nigeria, Egypt and Sri Lanka,
are all expected to show an acceleration in GDP growth in 2019, unlike the U.S.
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Lastly, discounted valuations in Frontier mar

kets generally, and in Kyklos’s holdings, are big.
Frontier markets are now below long-term average valuations even on depressed 2018 profits,
and Kyklos’s portfolio PE is near the cheapest level since its launch.

Bottom line: Buying after a bad year in Frontier equity markets is likely to work again in 2019,

as it did in 2009, 2012, and 2016.

Frontier Trades Below Historical

Averages
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Kyklos Portfolio PE: How Low
Can You Go?
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Buying the Dip in Frontier Has Worked 3 of 3 Times-- So Far
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Update on Egypt: InJanuary | met with about 20 Egyptian and regional companies, government
officials and local investors in Cairo. The overall investment case for Egypt is positive (as
highlighted in Kyklos’s December letter), with stability in its government, a recovering economy
after a long crisis, declining inflation and interest rate trends, and overall low valuations on
many of its listed stocks. In addition, the government shows a clear focus on improving foreign
investment inflows by reforms and budgetary discipline, which is somewhat reassuring as the
IMF is set to end its role as a financial watchdog for the country in March. We have added to
our holdings in the country.

Charlie Gushee
January 31, 2019

Interesting January Reading

e (from Sept 2018) McKinsey singles out the economic growth success factors for developing
countries:

https://www.mckinsey.com/featured-insights/innovation-and-growth/outperformers-high-

growth-emerging-economies-and-the-companies-that-propel-them?cid=soc-web

e A balanced view on Emerging markets from Hermes:

https://cdn.savvyinvestor.net/cdn/farfuture/L7ZfXLWcnP5irGm5tGkVWjJQ2NDU14MLIixG-

StjG01/1548433274/sites/default/files/node/paper/file/hermes-ahead-of-the-curve-january-

2019.pdf

e State of play in governance from Transparency:

https://www.transparency.org/news/feature/cpi 2018 global analysis

e Contrast demand from foreign college students to come to the US:

https://www.migrationpolicy.org/article/international-students-united-states

Versus China: https://www.economist.com/china/2019/01/26/why-china-is-lavishing-money-

on-foreign-students

e (Capital Economics sees a cliff for global GDP:

https://www.capitaleconomics.com/blog/as-the-data-collapse-what-might-we-be-missing/

e The Economist highlights all-time cheap USD-to-Big-Mac exchange rates:

https://www.economist.com/graphic-detail/2019/01/12/the-big-mac-index-shows-currencies-

are-very-cheap-against-the-dollar

e Mongolia follows the path of the Gilet Jaunes:

https://www.economist.com/asia/2019/01/19/mongolians-are-getting-angry-about-corruption
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IMPORTANT DISCLOSURE INFORMATION

* Prior to the launch of Kyklos Capital Partners April 1, 2016, Charles Gushee ran a personal account which generated a real-money
track record, utilizing a similar methodology to Kyklos Capital Partners. Audited 2015 results for that account are available upon
request. The investment process for that account is representative of the investment process that Kyklos Capital intends to employ
in most situations. However, Kyklos Capital may deviate from that process on a case-by-case basis in its discretion. Future quarterly
updates will discuss Kyklos Capital Partners’ performance. The fact that the Account has realized gains in the past is not an indication
that any fund or account managed by Kyklos Capital will realize any gains in the future. Past performance is not necessarily
indicative of future results. This information is intended solely for the addressee, for informational purposes only, is confidential, is
not intended for public use or distribution, and may not be reproduced or distributed without the express written consent of Kyklos
Capital LLC (“Kyklos Capital”) or Charles Gushee.

In addition, the positions discussed in this letter are being provided only for illustrative purposes in order to provide examples of the
idea generation, research, and investment process of Charles Gushee. The issuers discussed in this letter do not represent all of the
positions selected by Charles Gushee in the Fund. No representation is made as to whether or if the investment ideas represented in
the positions discussed in this letter have been or will be profitable. It should not be assumed that Kyklos Capital will be able to
identify similar investment opportunities in the future or that any such opportunities will be profitable.

The information in this letter is current only as of the date indicated, and may be superseded by subsequent market events or for
other reasons. Statements concerning financial market trends are based on current market conditions, which will fluctuate.

This information does not constitute an offering of any security, product, service or fund, including interests in the Fund. An offer or
solicitation of an investment in the Fund will only be made pursuant to a confidential private offering memorandum (the “Private
Offering Memorandum”) and other documents of the Fund (the “Fund Documents”) in jurisdictions where permitted by law, and
only the information in the Fund Documents should be relied upon when making a decision to invest.

The purchase of interests in the Fund is speculative and suitable only for sophisticated investors for whom an investment in the Fund
does not constitute a complete investment program and who fully understand and are willing to assume the risks involved in the
Fund’s investment program. The Fund will employ certain trading techniques, such as short selling and the use of leverage, which
may increase the risk of investment loss. As a result, the Fund’s performance may be volatile, and an investor could lose all or a
substantial amount of his or her investment. Further, the Fund has substantial limitations on an investor’s ability to redeem or
transfer its interests, and there is no secondary market for interests in the Fund and none is expected to develop. All of these risks,
and other important risks, are described in detail in the Fund’s Private Offering Memorandum. Prospective investors are strongly
urged to review the Private Offering Memorandum carefully and consult with their own financial, legal and tax advisors before
investing.

This information is not for distribution in isolation and must be viewed in conjunction with the Fund Documents as it is not intended
to be a complete description of the risks of an investment in the Fund or its investment strategies. To the extent there is any
inconsistency between this information and any of the Fund Documents, the Fund Documents govern in all respects. Although the
information contained herein is believed to be accurate as of the letter date, Kyklos Capital and Charles Gushee do not make any
warranty regarding its accuracy or completeness, and will not accept responsibility for any errors in the information, and undertake
no obligation to update any information set forth herein. Any projections, market outlooks, or estimates in this document are
forward-looking statements based upon certain assumptions, and should not be construed to be indicative of the actual events that
will occur. Any information regarding portfolio composition or investment restrictions are intended as examples or guidelines which
may be modified or changed by Kyklos Capital at its discretion and without notice to you. Further, as noted in the document, all
positions discussed are positions that were held in the Account, which is intended to serve as the development account for the Fund,
and such positions do not necessarily represent the positions that will be held by the Fund.
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