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Foreword

African countries have undertaken serious reforms to increase the pros-
pects for profitable investment opportunities to foster the transformation 
of the continent. Africa has capacity to harness the resources needed 

to financing its transformation.  This calls for innovative approaches, bearing 
in mind that dependency on aid is not a sustainable option. Central bank re-
serves and Diaspora remittances also offer innovative funding possibilities. 
Recent trends in the volume of investments from the private equity asset class 
in emerging markets in general, and Africa in particular, point to its potential 
as a promising innovative source of investment, worthy of further exploration 
for the benefit of Africa’s transformation.  

As part of its reform agenda, therefore, the Economic Commission for Africa 
(ECA), under the high patronage of His Excellency Alassane Ouattara, President 
of the Republic of Côte d’Ivoire, set out to promote a private equity initiative to 
be tabled before the African Union Summit of Heads of State and Government. 
As a prelude to this work, ECA and the World Economic Forum jointly organ-
ized a high-level dialogue on the state of private equity in Africa. Following that 
event, ECA has conducted the present synoptic study to elucidate the status of 
this asset class in Africa, and put forward some policy recommendations, to 
be championed by His Excellency Alassane Ouattara, among his peers, under 
the auspices of the African Union. Industry players at an expert group meeting 
organized by the Commission on 29 October 2013, in Sandton, South Africa, 
contributed to the study, in close collaboration with the Republic of Côte d’Ivoire. 

The Economic Commission for Africa and the Republic of Côte d’Ivoire are 
pleased to jointly present this synoptic study on private equity and its policy 
recommendations to African policymakers. It is our hope that this work will pave 
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the way for meaningful actions in our member States, to unleash the potential 
contribution of the private equity industry to Africa’s growth and development.

Daniel Kablan Duncan
Prime Minister of the Republic of Côte d’Ivoire

Carlos Lopes
United Nations Under-Secretary-General and Executive Secretary
Economic Commission for Africa
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Introduction

Africa’s achievements over the last decade are noteworthy.  They include 
average growth rates of about 5 per cent; inflation in single digits; and 
the fact that six of the world’s fastest growing economies are in Africa. 

Increasingly, the stable and predictable economic and political environment in 
Africa is mitigating the political and economic risks for business investments, 
thereby providing more confidence for companies to exploit profitable invest-
ment opportunities on the continent. The rate of return on investment in Africa 
today, even with adjustments for real and perceived business risks, is higher than 
in any other developing region. The continent is richly endowed with natural 
resources, which provide opportunities for high rates of return on investments.  
The continent is rapidly evolving and the regional integration story is also 
gaining momentum and broadening the market space, especially for investors, 
motivated by economies of scale. 

Africa should not be seen mainly as a natural resource story. Other leverage 
points need to be highlighted. The continent’s population is nearly 1 billion, 
representing a burgeoning consumer market with increasing demands. Its 
combined consumer spending power is projected to increase from $860 bil-
lion in 2008 to over $1.3 trillion by 2020, with 128 million households having 
discretionary income. There is a growing middle income group and a high rate 
of urbanization in many countries. The number of middle-class households is 
estimated to increase by almost 50 per cent from 2010 to 2020. There is also an 
increasing pool of well-educated and enterprising workers in most countries 
across the continent. These demographic dynamics provide the potential for 
market-seeking and efficiency-seeking investments in areas other than natural 
resources.  Private equity investors can easily tap into this market for consumer 
goods and services. Africa is therefore very much in the spotlight, and poised to 
provide private equity investors high returns on their investments. 

However, the continent has not enjoyed the development of its capital markets 
as much as continents such as Asia. Only 22 of the continent’s 54 countries 
have stock exchanges. Seventeen of these are operational, with only four listed 
with the World Federation of Exchanges. Investors cannot therefore direct their 
funds to the public stock-market1. Raising capital for investments is one of the 

1  Unfortunately, apart from the Johannesburg Stock Exchange, Africa’s financial markets are currently 
highly underdeveloped. As a result, as the Omidyar Network’s Accelerating Entrepreneurship in Africa 
report noted, there is a “pervasive informal sector.” This means that many of the “perks” traditionally 
associated with investing in public markets do not apply when it comes to the African financial landscape. 
This will not happen until the markets are more regulated and formalized. For instance, the number 
of listed companies is much more limited, thus reducing an investor’s choice of exposure. The Ghana 
Stock Exchange, for example, had 36 listings as of July 2013.

1
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biggest challenges facing many African entrepreneurs and economic operators 
because of the high and competitive rates often offered by commercial banks. 
There is an urgent need for capital infusion to finance crucial infrastructure 
projects such as road and rail transport, energy, water, mineral resource ex-
ploitation, agro-business and industrial development. Investing in these areas 
could be a lucrative venture for potential private equity and other investors.  It 
will also create millions of much needed jobs for Africa’s burgeoning population 
and help lift people out of poverty. Private equity also helps to fill the financial 
gaps in many local African companies. There should also be a strong political 
agenda to deal with the challenges of finding firms that can grow and nurture 
infrastructure.  This would also entail finding the right management teams to 
transition businesses into successful regional ventures.  

What does this African story mean for private equity investors in terms of huge 
opportunities and challenges? About 8 to10 years ago, private equity was not 
well known in Africa. Now we are seeing more capital coming into Africa. The 
fact that private equity is being discussed in many forums also shows that it is 
getting more traction in Africa. Over $200 billion has been raised by private 
equity firms, with Kenya, Nigeria and South Africa being the major beneficiaries. 
Private equity investment deals in Africa increased from $890 million in 2010 
to $3 billion in 2011 (AfDB, 2012) - an increase of about 297 per cent.  In 2012, 
total private equity funds increased to about $1.4 billion from the $1.3 billion 
raised in 2011 (Emerging Markets Private Equity Association). The second largest 
deal in 2013 was the Delonex Energy deal in Kenya, to the tune of $600 million. 
Recently, investors from China and India have also shown great interest in private 
equity investment in Africa, particularly in the natural resource, infrastructure 
and renewable energy sectors.

Against this backdrop, private equity and its potential role in Africa’s transfor-
mation should be an area of interest to policymakers. It is in this regard that 
ECA, under the leadership of its Executive Secretary, Carlos Lopes, is keen on 
championing an initiative on private equity investments and advancing a dia-
logue by Africa’s political leaders on the issue, given its potential as part of the 
alternatives for investing in Africa’s future.  

To this end, ECA has prepared the present policy paper on private equity in 
Africa, which gives a synoptic overview of the asset class and its challenges, and 
what African Governments can do to help boost private equity investments in 
Africa by existing players and new entrants alike. 

Research for the present paper was solely desk-based, using secondary sources 
only.  It is not meant to advise seasoned private equity practitioners on “where” 
and “how” to invest or how to enter the asset class in Africa. Rather, it is meant 
to be an educational bridge and awareness tool for government agencies and pol-
icymakers.  It attempts to explain the dynamics of the asset class in simple terms 
and solicits contributions and ideas from seasoned sector players for dialogue 
with Governments. While the paper is intended for policymakers, Governments 
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and development agencies, it is nonetheless also meant to raise the awareness 
of private equity players about enhancing their engagement with Governments. 
Specifically, the paper is aimed at:

•	 Establishing a common and deeper understanding of the asset class among 
political decision-makers and of what drives the behaviour of private eq-
uity industry participants, to  allow for open engagement and constructive 
dialogue; 

•	 Indicating possible levers and initiatives to confirm the viability of these for 
policymakers, in order to maximize the benefits for all role players involved, 
when using this asset class as a conduit to grow foreign direct investments 
(FDI), which is a driver for economic growth, social enhancement and 
prosperity.

The present paper has been structured as follows: Chapter I – Introduction; Chap-
ter II: Understanding the asset class; Chapter III: Basic facts about the private 
equity industry in Africa; Chapter IV:  Challenges of the private equity industry; 
Chapter V: Role of Governments; and Chapter VI: Policy recommendations.
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2Understanding the asset class

Private equity funds, hedge funds and venture capital are commonly re-
ferred to as alternative asset classes, making them different from more 
traditional asset classes such as cash, property and equities. The main 

difference is that these assets are less liquid (buying and selling is not as easy as, 
for example, shares held in a public equity share portfolio) and hence are more 
difficult to value, leading to a longer-term investment period, with a different 
risk return profile. 

Private equity-an alternative source of 
financing 

In the traditional model, companies and business ventures usually source fund-
ing from banks and public equity markets (or bonds/debt markets) on the stock 
exchange to finance their growth. The funders remain far from the business and 
can only provide capital and monitor the company’s performance outside-in2, 
with very limited or no direct involvement. Daily share prices are tracked by 
public shareholders who have invested in the company and have the choice to 
exit their investments at anytime by offering the shares on the stock exchange.

Private equity operates differently from the traditional model3. Companies 
requiring funding may approach private equity players for both debt (sourced 
from the bank) and equity (raised from institutional investors). These private 
equity players provide the funds after considering the risk returns and potentials. 
Private equity players are more involved in the traditional model than public 
shareholders. A Board of Directors is appointed to oversee the implementation 
of the growth plans. Not only do the directors provide the capital, they also 
provide networks and expertise. The private equity investment horizon ranges 
between 5 and10 years and the fund managers have to exit by trading their equity 
shares at the end of that period. In developed markets, they do so by listing the 
company on a public exchange through an initial public offering. Variants of 
private equity are shown in Box1.

2 From a distance.
3 The traditional model typically consists of a closed end fund which has a fixed life of up to 10 years or 

more.
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Box 1: Related asset classes besides private equity

 “Private” private equity: Private funding into investments, bypassing the public 
markets and the classic general partners/limited partners institutional model. 
This type of investment is associated with higher perceived risks, where institu-
tional players are limited by sanctions or other reasons, and private funders do 
direct investments, often using money raised deal-by-deal from family houses.  
“Private” private equity existed before private equity was institutionalized. 

Venture Capital and other early stage investors: A subset of private equity. 
Venture capital is equity co-invested with an entrepreneur to fund an early-stage 
(seed and start-up) or expansion venture. Offsetting the high risk, the investor 
takes the expectation of a higher-than-average return on the investment. In the 
African context, venture capital is still small compared to the overall private 
equity asset class.

Environmental, social and corporate governance (ESG) and responsible social 
investing refers to the three main areas of concern that have developed as central 
factors in measuring the sustainability and ethical impact of any investment in a 
company or business, beyond just private equity. Within those areas are a broad 
set of concerns, increasingly included in the non-financial factors that feature in 
the valuation of equity, real-estate, corporations and fixed-income investments. 
The ESG impact is however difficult to measure. ESG is the general term for the 
criteria used in what has come to be known as socially responsible investing or 
responsible investing. Socially responsible investing, including ESG, is one of 
several related concepts and approaches that influence and, in some cases, govern 
how asset managers invest portfolios. 

Role of players in the private equity 
model

There are three main players in the private equity industry, namely, general 
partners4, limited partners and investee companies, often referred to as asset or 
portfolio companies5. The general partners raise money committed by the limited 
partners for a period of about 10 years. Those lending/investing institutions are 
then referred to as the investors or limited partners of the private equity fund. 
The funds raised are managed by the general partners, with a view to earning 
a return. The key part of managing the fund is buying, growing and then suc-
cessfully selling companies. For that work and skill, the general partners earn 
a combination of fees and a share of the returns generated, called “carry”6. In 
order to strategically and operationally add value to the companies acquired, 
the general partners need transaction execution skills and post transaction 
experience. Advance funds are given to them in the form of a management fee 

4 The general partners are a group of experienced transactors (often a small team of bankers and account-
ants),who market their previous experience and track record in order to raise money from institutions 
(typically large pension funds and in the African context, development finance institutions).

5 The most prominent is the fund manager often referred to as  the general partner.
6 Or carried interest.
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that allows them to pay their small complement of highly skilled staff and the 
myriad of adhoc advisors and experts they use to execute their deals.

The return, however, is actually generated by the third role player in the model, 
which is the investee company (or the recipient of the funds). The model only 
really works if the portfolio of investee companies actually grows fast enough in 
value during the period of investment. That only happens if the general partner 
carefully chooses the markets, sectors and companies, and the management 
teams of those investee companies have the skill to scale up and grow the assets 
they are responsible for. Interestingly, in the private equity model, the most 
prominent player of the industry (the general partners’ fund manager) is caught 
in the middle between the limited partners, who are exerting pressure for returns 
and the investee companies, which are looking for growth.

Figure 1: Typical private equity fund structure

Investors/Funders/Limited Partners

The Fund

Portfolio Companies

Other Direct 
Equity Investors

raise fund

Direct/
co-investments

commitments

Exits

Debt Funders

General Partners
Investment Team

The Management 
Company

20% carry
capital 
gains

80% after hurdle

national investment

mgmt fee

Capital 
raising fee

Investments
Select, manage 

& monitor 
performance

Co-investments 
schemes

leverage

leverage

All funds are variations of the similar theme of LP’s. GP’s and portfolio companies
Typical Private Equity Fund Structure

Source: Illustration by authors.

Value creation and sharing
It is crucial to understand the dynamics of the private equity industry. The general 
partners do not own the funds to be invested. While the limited partners are the 
ultimate investors in the model, they entrust the capital to the general partners, 
who put it into the “blind-pool”7. The general partners are responsible for re-
turning the capital received at the outset and then giving 80 per cent of the value 
created over and above that to the limited partners. Typically, the remaining 20 
per cent is distributed among the members or partners of the general partners8. 
The general partner spends two to three years raising funds, another two to three 

7 Money committed to the general partners by the limited partners based on trust that the general partners 
will invest well and generate the desired returns for the limited partners.

8 A simple example of private equity value creation mechanics: if the limited partner commits $100m 
to a general partner and the general partner grows that $100m to $300m over the investment period 
through smart investment choices (and through hard work with the investee company management 
teams),the $200m of value created is split 80-20 in favour of the limited partner. This means that the 
limited partner gets back his initial $100m+$160m and the general partner team for their efforts, get 
to keep $40m, generally referred to as “carry”. (This is a very simplified version of the mechanics. In 
reality, there are hurdle rates, management fees and other details to be considered).
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years investing it, about five to seven years adding value to the investments and 
another two to three years to exit. It takes about 10 years, on average, to get to 
the general partner’s portion of the carry. Timing is also critical in the value 
generation equation as the overall market sentiment determines a large portion 
of the assets’ entry and exit prices.  

Figure 2: An Example of returns and value shared in the private 
equity model

Returns and Value Shared
$500 fund, 10 years, 5(4) times money after ten years, i.e. a -25% (21%) ten year IRR

2,000

1,500

1,000

500
500 100

25 25 400

736

80% 400

100

80%

8% compound 
hurdle rate over 
10 years

Initial Capital 
(Fund raised)

184

20%

4x

2,000

580

500
5x

0
Funds 
Raised 

(Fund Size)

Mgmt Fee Expenses Fees Back Investable 
Capital

Fund 
Return

LP Capital
+ 8%

Hurdle Rate

LP Carry

Note: Fund returns are either express gros or (net) of management fees

GP Carry

Source: Illustration by authors.

Figure 2 above illustrates a simple example of private equity returns and value 
shared. The simple model started with $500 funds and at the end of 10 years, 
the general partner made $2,000, which was shared 80-20 between the limited 
partner and the general partner. The carry amount by the limited fund managers 
is $736 and $184 is the carry for general fund managers.

Figure 3: Private equity value chain and its markets

Fund 
Strategy

Fund 
Raising

Deal 
Sourcing / 
Origination

Post 
Deal 

Holding

Deal 
Execution

Exit 
Grooming Exit

Source: Illustration by authors.

Figure 3 shows the processes or stages of the private equity industry from be-
ginning to end. The first stage is fund strategy and fund-raising, which happen 
almost periodically. Deal sourcing and origination are probably the most frequent 
activities, while deal execution is the busiest period in the fund’s life-cycle. Once 
the fund is fully invested, the workload shifts towards growth nurturing and 
value extraction in the portfolio. Exit grooming entails preparing the assets in 
the portfolio for marketing and sale to the next owner. Exit is the selling off 
of the portfolio assets in order to realize the value for the fund and return the 
capital to the limited partners.
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Challenges of the private equity model

The most important issue in the private equity model is the timing of the market 
(buy low – sell high) and the need for growth and market of the assets. However, 
factors affecting the returns of the general partners and limited partners are 
common to most businesses. These include:

•	 Currencies: Limited partners are primarily based overseas and need their 
returns in foreign currency, while investee companies operate in-country 
in local currency. This creates an exchange rate risk challenge, as buying the 
asset is done in the initial year of investment at a given rate, and converting 
the proceeds at another exchange rate five to seven years later.

•	 Interest rates: As described above, general partners like to use leverage, where 
possible, while investee companies may have debt on their balance sheets. 
In terms of returns, fluctuations of the interest rate obviously affect general 
partners and investee companies alike. The same impact is experienced by 
inflation rates.

•	 Political and market risks: There is no evidence of asset loss due to political 
risk from experienced private equity operators in Africa. However, private 
equity players do admit loss of value from production losses during periods 
of shutdown following political unrests.





11Private Equity and Its Potential Role in Economic Growth in Africa. “Demystifying the Asset Class for Policy Makers”

3Basic facts about the private equity 
industry in Africa

Africa’s private equity industry is currently in the spotlight. Not a day 
passes by without there being at least a tweet, an article or even a full-
blown report or research piece published on the topic. The story was 

different in very recent years, when private equity could be dismissed as “hype” 
by some sceptics, through measurable indicators such as private equity penetra-
tion9, values of deals closed and returns generated. For private equity tracking, 
Africa has been lumped together with Latin America and Eastern Europe. Pri-
vate equity in Africa, however, has grown measurably off its small base, along 
several key metrics. The most commonly used variables to reliably assess the 
industry’s health at a macro level include fundraising, deal flow (invested funds) 
and returns generated10.

Fundraising: In absolute and relative terms, Africa is still the smallest private 
equity market, yielding only half a percent of the cumulative global total of 
private equity funds raised over the last 11 years and only slightly more than 
that (0.7 per cent) in 2012. The share of all emerging markets of the total almost 
doubled relative to the cumulative average (from 12 per cent to 20 per cent) – 
almost the same magnitude lost by Western Europe (from 25 per cent to 14per 
cent).  While Africa’s share may seem small, it is not surprising, in view of the 
sum of its economies, which account for only 4 per cent of global gross domestic 
product (GDP).

The growth over time paints a slightly different picture. In the pre-crisis years, 
for eight years running, Africa grew at almost 5 per cent per annum and was 
only outperformed by the Middle East and North Africa. The continent there 
after managed to bounce back at a respectable 11 per cent per annum, slightly 
behind the 16 per cent average for the emerging markets, but still slower than 
Asia, Eastern Europe and Latin America, beating only shrinking Middle East 
and North Africa in the emerging market group. Looking at the entire 11-year 
reporting period, however, Africa stands out as the clear winner, beating all 
other markets with an annual growth rate of 26 per cent.

Performance: Returns generated, multiples, ESG, GDP impact returns: Afri-
can Venture Capital Association and Cambridge Associates, the global invest-
ment advisor, which maintains databases and tracks private equity investment 

9 Private equity investments as a percentage of GDP
10 The variables are: How much money was the asset class able to attract (i.e. the success of fundraising 

activities)? How much of that was deployed/invested (an indication of deal-flow)? What returns did 
that yield (how successfully did they create value)?
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performance data around the world recently concluded a benchmarking study, 
which included 40 institutional-quality African funds in 25 countries. The study 
revealed an 11.2 per cent annualized return for the 10 years ending 30 September 
2012. Relevant highlights of the study are shown in Box 2 below:

Box 2: Results of benchmark study tracking performance of private 
equity investments

African private equity funds outperformed United States venture capital and are 
roughly in line with the Broad Cambridge Associates Emerging Markets Private 
Equity and Venture Capital index for the most recent 10-year period.

For earlier 10-year periods – for instance, those ending in 2008 to 2010 – Afri-
can Private Equity outperformed the 10-year emerging market benchmark.

Except for the most recent periods, African private equity has performed in line 
with or ahead of Asian and Latin American private equity.

Over 40 per cent of the funds in the African Private Equity and Venture Capital 
Index beat the broad emerging markets median fund for their vintage year.

The strongest performing sectors within the private equity funds in the African 
index were information technology, industry/manufacturing and the consumer 
sector. 

African funds from the 2005 to 2007 vintages are trailing African and emerging 
markets stocks to date, but are slightly ahead of developed market stocks on a 
public market equivalent basis.

Many of the funds in the African benchmark remain early in their life cycle and 
are largely unrealized, making comparisons to public markets for more recent 
vintages, which are less meaningful for now.

Another study conducted by the Development Bank of Southern Africa and the 
South African Venture Capital Association aimed at monitoring the performance 
of selected companies, which had received private equity funding revealed that 
over the three-year period from 2005/6 to 2008/9, private equity-backed com-
panies in South Africa achieved the following results:
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Box 3: Performance of selected African companies for the period of 
2005 to 2008

Annual world-wide employment growth rates of 9 per cent, compared to 4 per 
cent and 8 per cent, relating to companies listed at the Johannesburg Stock 
Exchange and private equity businesses in the United Kingdom and Northern 
Ireland respectively.

Employment of 5 per cent of South African formal sector employees, which 
equates to around 427 000 jobs.

Average domestic employment growth rates of 10 per cent per annum, compared 
to 1 per cent across all businesses in South Africa.

Average turnover growth of 20 per cent, compared to 18 per cent for Johannesburg 
Stock Exchange businesses and 8 per cent for United Kingdom private equi-
ty-backed businesses.

Pre-tax profit growth of 16 per cent per annum compared to 14 per cent for Johan-
nesburg Stock Exchange businesses and 11 per cent for United Kingdom private 
equity-backed businesses.

Growth in exports of 31 per cent per annum, on average, compared to 24 per cent 
nationally and 10 per cent for United Kingdom private equity-backed businesses.

Private equity opportunities in Africa
Several opportunities in Africa have been attracting more foreign investments. 
Despite the negative perceptions by some private equity players about developing 
countries, huge investments have been flowing into Africa. Private equity, how-
ever, has not benefited all 54 African States equally. The future for private equity 
in Africa cannot be predicted simply by extrapolating past performance as an 
indicator for future outcomes. Indeed, opinion-based research by global industry 
bodies, such as Emerging Markets Private Equity Association, has revealed that 
Africa will become the next frontier for investment. According to the Economic 
Report on Africa (2013), Africa’s economic growth generally stems from factors 
such as strengthening domestic demand associated with rising incomes and 
urbanization, increasing public spending (especially in infrastructure), bumper 
harvests in some regions, tightening trade and investment ties with emerging 
economies and post-conflict economic recovery in several countries. Over the 
last decade, the average inflation rate has halved, and public debt, including 
external debt, has decreased sharply. 

The investment opportunities include: a fast growing population rate, making 
Africa one of the highest consumption continents in the world; an average GDP 
growth rate of around 5 per cent for the past decades; abundant natural resources 
such as oil and minerals; the few private equity players on the ground, making 
it attractive for investment by new entrants; and the growing efforts by African 
leaders to push the regional integration agenda forward.
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Figure 4:  African countries with potential capital markets

Source: Bloomberg.

Figure 4 shows the private equity potential of African countries. Botswana, Egypt, 
Ghana, Kenya, Nigeria, Morocco and South Africa are the seven countries with 
significant private equity investments. Other countries such as Côte d’Ivoire, 
Mauritius, Tanzania, Tunisia, Uganda, Zambia and Zimbabwe are among the 
African frontier markets with private equity investment potential.

Historically, private equity deals have taken place within a subset of the con-
tinent, concentrating in Southern Africa (dominated by South Africa with 65 
per cent of deals done and 42 per cent of exits), and more recently, Eastern and 
Western Africa11. Indeed, according to Sheel Gill, Head of Transaction and 
Restructuring at Klynveld Peat Marwick Goerdeler (KPMG)in East Africa, 
“Private equity inflows are expected to rise in East Africa over the next five 
years riding on macroeconomic stability, the improved investment climate and 
increased consumer spending and consumption in the region. Private equity in 
flows will account for half of foreign direct investments in the region. In 2012, 
private equity accounted for a mere 13 per cent of the $50 billion FDI in East 
Africa. We are expecting that over the next three to five years, 50 percent of the 
FDI flows coming into East Africa will be by way of financial investments like 
the private equity funds.

11   In West Africa 13 per cent of deals done and 25 per cent of the exits were driven by Nigeria and Ghana 
in particular. Eastern Africa accounting for 4 per cent of deals and 11 per cent of exits is catching up, 
recently scoring the second largest transaction in emerging markets globally. While the francophone 
parts of North Africa are well developed, countries such as Egypt, which suffered during the “Arab 
Spring”, accounted for 14 per cent of the deals and 11 per cent of the exits.
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Figure 5: Major private equity deals in the Africa region
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Figure 5 above shows how private equity deals are distributed in Africa. In re-
cent years, Southern Africa has dominated the share, with private equity deals 
of about 65 per cent, followed by North Africa, 14 per cent, and West Africa, 13 
per cent. Central Africa remains at the bottom with deals of about 1 per cent. 

Not all sectors have attracted huge private equity investments in Africa. Inves-
tors have been very careful in identifying sectors, which would easily grow and 
bring returns. In the past years, private equity had been concentrated in the 
following sectors:

Figure 6: Private equity investments by sector
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Source: RisCura.

12   RisCura is an authorized financial service provider.
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Figure 6 shows the number of private equity deals, by sector, in Africa, from 
2006 to2012. Consumer discretionary13is topping with 28 per cent, followed by 
industrials with 26 per cent. The energy sector is also promising with 12 per 
cent. Many African countries would stand to gain by ensuring that their energy 
sector attracts more private equity investments, as this is key to the continent’s 
transformation. Investors are not willing to put their money into the healthcare 
sector because of its long-term returns. The sector comes last with 1 per cent.

13 A sector of the economy comprising businesses selling non-essential goods and services
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4Challenges of the private equity 
industry

Despite the positive trends in the private equity industry in Africa, it is 
important to highlight some of the challenges it faces: (a) negative man-
agement perceptions of investors abroad despite the positive narrative 

around Africa as the next frontier for investments; (b) cost to serve: the sheer 
physical size, the geopolitical fragmentation and the weak infrastructure in Africa 
continue to make it an expensive continent to do business in; and (c) fundrais-
ing: the continent depends heavily on development finance institutions (DFIs) 
for private equity funds. There are 51 DFIs actively investing in Africa-focused 
funds, accounting for 9 per cent of the limited partners investing in the region. 
DFIs provided well over half the value of investment by limited partners. There 
is therefore more dependence on DFIs than on commercial funders.

Recently however, there has been an increase in the sources of new capital for 
general partners from the African Diaspora, whose remittances play an impor-
tant role in capital flows to the region. Also, in South Africa, a change in the 
Pension Act has allowed local pension funds to quadruple their private equity 
allocation to 10 per cent, bringing the allocation in line with more experienced 
public pension funds, such as those of the United States and Canada.

In addition to the limited sources of funding, private equity in Africa suffers 
from reliable transparency and accountability from fund managers. Monitoring 
the invested fund by DFIs and government development agencies is crucial. 
In attracting investors, African general partners need to demonstrate credi-
ble measures on how the private equity industry can be monitored for better 
accountability and transparency. Fund managers must demonstrate their vast 
experience, skills and consistency in portfolio returns. 

Another challenge specific to Africa is the lack of local investors in the private 
equity ecosystem. Foreign funders are always more comfortable with a fund team, 
capable of attracting local money before raising funds from abroad. Outside 
South Africa, this is difficult, given the lack of a vibrant private equity ecosystem.

Deal flow in Africa is mainly proprietary and generated by the personal networks 
of the fund managers, given the lack of intermediaries in the ecosystem. Nearly 
half (48 per cent) of the deals are sourced through networks or relationships, 
while a third are identified through company and sector tracking. Just 14 per 
cent of deals are opportunities brought to the private equity firm14. About 80 per 

14 Once South African deals are removed from the figures, this falls to 11 per cent.



18 Private Equity and Its Potential Role in Economic Growth in Africa. “Demystifying the Asset Class for Policy Makers”

cent of the deals have a deal value below $50 million and roughly 40 per cent 
of them currently are done below $5million15. A major challenge is that most 
businesses are family-entrepreneur run and often still need to be educated about 
the benefits of private equity funding, as part of the pre-transaction courting 
process. That process also forms the mutual trust base for the relationship. On 
balance however, generating deal flow is not the biggest challenge faced by private 
equity houses in Africa.

Besides, not only is deal execution in Africa difficult because of geographic dis-
tances and lack of physical infrastructure, the weak and underdeveloped private 
equity ecosystem and existing legal and regulatory systems in most parts of the 
continent complicate matters. At the smaller end of the market, there are few 
value-adding intermediaries and other service providers, such as local investors 
and legal, accounting, banking and consulting institutions. The major effect of 
the lack of a professional ecosystem is that the cost of doing due diligence is high.

One of the less documented challenges faced by private equity in Africa is the 
issue of capital flow restrictions between African countries and the rest of the 
world. A number of countries are reluctant to open their financial systems for 
fear of abuse. To some extent, most of the financial systems are underdeveloped, 
making it difficult for the capital to flow. In some cases, private equity faces a big 
challenge from delays in paperwork and lengthy reserve bank approval processes 
to move funds in and out.

Other challenges include high borrowing costs16, high taxation rates and 
insufficient numbers of experienced and proven African fund managers. 
There is also the lack of institutional platforms that enable private equity 
players and Governments to engage in discussions on issues affecting the 
industry.  Many countries and Governments are generally not conversant 
with the private equity industry and the scope of its operations in the 
country.

15 AVCA Africa Fund Manager Database as of July 2013.
16 In some countries, the cost of borrowing is as high as 40 percent, which is not conducive for investment
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5Role of Governments

African Governments have a key role to play in promoting private equity as 
one of the major potential sources of investments for enhancing growth 
and development in their countries. Policymakers have a multitude of 

levers available to make Africa a preferred destination for private equity capital 
(as opposed to the funds flowing to competing regions such as Asia and Latin 
America). Many of the levers are general housekeeping tasks aimed at enhancing 
the investment attractiveness of Africa. Some countries have progressed better 
than others; and those that have progressed happen to be the ones to have attracted 
a greater share of private equity capital already. Areas, which need government 
intervention, include the following: 

Understanding private equity and its contribution to growth and development: 
Private equity by itself is not a driver of economic growth or enhancement, but 
can be a catalyst and accelerator for growth, provided there is significant positive 
momentum in an economy. The actual quantum of an additional positive impact 
on economic growth by private equity in Africa has not yet been quantitatively 
proven. The link to Governments’ ultimate goal of sustainable growth and poverty 
reduction in Africa, as opposed to just increased private investment is not certain. 
The determining factors or framework under which this link would be certain 
have not been researched yet. It is thus too early to make factual statements on 
its impact and role in financing economic growth and prosperity on the conti-
nent. However, private equity in Africa could accelerate the desired economic 
growth and enhancement if it provides growth capital (not replacement capital) 
and adheres to responsible investing principles and rigorous implementation of 
environmental, social and governance agendas.

Improving the legal and regulatory environment:  The private equity industry 
needs policies and regulatory frameworks that foster its growth. Policymakers 
need to have deeper understanding of the industry in order to develop these 
policies. Most private equity funds on the continent are registered in tax havens 
such as Mauritius and South Africa, and have good regulations and flexibility in 
the free flow of funds. No player wants to set up a holding company in a country 
with fund transfer restrictions. 

The regulatory environment in Africa has, in recent years, posed challenges to 
private equity firms in raising capital in the region. Investment laws should be 
improved, making it easier for private equity players to meet the requirement 
easily. Furthermore, African investors cannot move around as easily as foreign 
investors, further deterring investment. Governments should enact policies that 
encourage local investors as much as foreign direct investments. In this regard, 
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implementing protocols on the free movement of people and capital across the 
continent will be key, if the continent is to improve its private equity industry. 

Building the talent pool: Private equity is effective only when managers are 
prudent in using capital to grow businesses sustainably. In Africa, however, 
the industry is still new and the continent lacks skilled and experienced fund 
managers.  Governments should create the enabling environment for Africa to 
attract and retain more talent in the form of skilled and experienced managers, 
specifically with operational experience, in order to make the industry grow.

Creating awareness among key private equity players: A number of African 
Governments have little knowledge about the industry. Policymakers need to 
understand the issues affecting the industry, including political risk. There is 
very little or no engagement between private equity industry players and regula-
tors, resulting in communication gaps between them. There is a need for greater 
engagement between policymakers and private equity actors.

Improving availability of funds for the private equity industry: Finding ade-
quate financial resources for the private equity industry remains one of the big 
challenges in many African countries. This calls for an urgent need to explore 
how Governments could facilitate the flow of capital into private equity. Despite 
the fact that pension funds cannot be invested in companies that are not stock 
listed, let alone companies being listed in stock markets, African Governments 
should find a way to ensure that these pension funds are invested in private equity. 
They are also encouraged to explore co-financing and co-sharing opportunities 
with private equity investors, in sectors such as infrastructure financing (energy, 
telecommunications and water). The Ghana venture capital is a good example 
of such a public private partnership initiative, partly financed by the Ministry 
of Finance.

Encouraging investment of local African capital into private equity: Building 
up private equity in Africa entails accelerating development of the ecosystem 
and sourcing local capital markets and funds. There is a need to improve the 
knowledge of local African investors through education, better understanding 
of the asset class, incentives and the regulatory framework. Significant sources 
of local capital (pension funds, family offices, sovereign funds, high net worth 
individuals, Diaspora) can be tapped both for investing and exiting private 
equity assets.

Encouraging more impact investments: Assessing the impact of private eq-
uity on the welfare of people is not an easy task. Notwithstanding, a number of 
private equity industries are in one way or another investing in projects, which 
have an impact on the lives of people. Adequate consideration should be given 
to investing in sectors that could change the lives of many people, while making 
decent returns. In this regard, Governments should provide special incentives for 
private equity firms to put their money into sectors such as agriculture, where 
the majority of the poor are actively involved. 
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6Policy recommendations

Africa’s private equity industry has been gaining ground in the past years. 
By bringing cash rather than debt, private equity can help to deliver 
development capital.  The following key policy recommendations are 

put forward as a synthesis of what Governments can do to support the industry. 
Indeed, many of these recommendations are also applicable to the private eq-
uity industry itself. Based on the analysis, the paper distils the following policy 
recommendations:

Improving availability of funds for the private equity industry

•	 As Africa continues to face the challenge of funding, Governments must 
seek ways and means to facilitate the flow of capital into private equity. In 
many African countries, pension funds cannot be invested in companies 
that are not stock listed, let alone companies being listed on stock markets. 
Governments should therefore encourage the use of pension funds for private 
equity investments. Governments are also encouraged to explore co-financing 
and co-sharing opportunities with private equity investors, in areas such as 
infrastructure financing (energy, telecommunications and water). 

•	 Development finance institutions should be more involved in developing 
projects that are attractive to private equity investors.

Encouraging more impact investments

•	 Impact investments, which have both direct and indirect effects on human 
enhancement (education, health, environment, jobs etc.), are a necessary form 
of private equity. Investment in such sectors needs to be further encouraged, 
as this is one of the main priorities of many African Governments. To this 
end, Governments are urged to provide regulatory and other incentives to 
encourage more private equity investments in such areas.

•	 Governments should also promote private equity to support national devel-
opment efforts, while making decent returns on investments. 

•	 Private equity firms should be encouraged to put money in the agricultural 
sector, where the majority of the poor are actively involved. Investing in sec-
tors such as agriculture can change the lives of many people. Furthermore, 
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private equity investments in small and medium enterprises, where most 
employments are created, can be very beneficial, and should be strongly 
encouraged.

Other enabling measures to enhance the role of Governments

•	 There is a need to have country specificity. Size is not what exclusively drives 
private equity. Some countries have more private equity-friendly policies 
than others. Governments need to maintain policies that allow them to foster 
growth. The macro, political and socioeconomic situation is the driver for 
an enabling environment. Governments should therefore make the effort to 
implement and sustain strong macroeconomic reforms.

•	 There should be zero tolerance for anything that is improper. Governments 
must therefore address corruption and integrity issues to inspire investor 
confidence, as transparency and integrity are the foundation of any capital 
market.

•	 Governments should strengthen the bond market by introducing security 
lending, encouraging new listing requirements and supporting companies 
for listing and post listing, especially as there are not many companies listed 
in sectors such as agriculture and oil and gas. Governments are also urged to 
open up sectors such as telecommunications, banking and insurance services, 
which provide opportunities for private equity investors.

•	 African investors cannot move around as easily as foreign investors.  This 
deters local investment. Governments should enact policies that encourage 
local investors and FDIs alike. In this regard, implementing protocols on 
the free movement of people and capital across the continent will be very 
beneficial. 

•	 Furthermore, efforts to accelerate the achievement of the objectives of Africa’s 
regional integration in areas such as trade facilitation and infrastructure 
networks can greatly boost the ecosystem for private equity and investments 
in general.

Fostering greater interaction between policymakers and private 
equity industry players

•	 There is very little engagement between private equity industry players and 
regulators, resulting in communication gaps between them. There should 
be greater engagement between policymakers and private equity actors. To 
this end, the private equity industry itself should use its networks to engage 
more with Governments and regulators.
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