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General Disclaimer
This document has been prepared in good faith on the basis of information available at the
date of publication without any independent verification. Growthgate Partners who
prepared this document on behalf of Growthgate Capital does not guarantee or warrant
the accuracy, reliability, completeness or currency of the information in this publication
nor its usefulness in achieving any purpose. Readers are responsible for assessing the
relevance and accuracy of the content of this publication. Growthgate Partners will not be
liable for any loss, damage, cost or expense incurred or arising by reason of any person
using or relying on information in this publication.
This document is not destined for public distribution, nor intended for general circulation,
or for use by any person or entity that is not a designated recipient of this document.
It is published solely for information purposes; it is not an advertisement nor is it a
solicitation or an offer to buy or sell any financial instruments or to participate in any
particular investment vehicle or trading strategy. No representation or warranty, either
express or implied, is provided in relation to the accuracy, completeness or reliability of
the information contained in this document (‘the Information’), except with respect to
Information concerning Growthgate Capital. The Information is not intended to be a
complete statement or summary of the trends, markets or developments referred to in the
document. Growthgate Partners does not undertake to update or keep current the
Information. Any statements contained in this report attributed to a third party represent
Growthgate Partners’ interpretation of the data, information and/or opinion as provided
by that third party either publicly or through a subscription service, and such use and
interpretation have not been reviewed by the third party.
Nothing in this document constitutes a representation that any investment strategy or
recommendation especially when pertaining to private equity is suitable or appropriate to
an investor’s circumstances or otherwise constitutes a personal recommendation.
Investments involve risks, and investors should exercise prudence and their own judgment
in making their investment decisions. The financial sectors described in the document may
not be eligible for all categories of investors.
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A. Introduction
Over the past decade, MENA, as a nascent region for the PE sector, faced remarkable
cycles of change. After experiencing significant interests from global and regional
investors during the peak period of 2005-2008, the regional PE firms have faced serious
challenges in the post-crisis period (2008-2013) both in exits and fundraising.
Looking forward in 2014 and beyond, more consistency is returning to the markets and
more prospects are open to PE investors. As a general observation, one can fairly assert that
the region is backed by strong fundamentals and investors’ appetite has been sustained
even throughout the crisis. To understand the impact of the financial crisis and “Arab
Spring” on the PE capital flow cycle and on the economic fundamentals of the region, we
have set to analyze the five major drivers of PE activities. We will demonstrate that for the
MENA region, these drivers, although negatively impacted by the regional turmoil, are
robust and will remain the engine for growth in years to come. Furthermore, the research
undertaken demonstrates that these drivers are positively correlated with the economy and
the PE capital flow cycle.
As weak PE firms have disappeared from the MENA landscape during the crisis, they have
made space for more robust and better-adapted PE companies, which are operating with
better strategies for the future. Within this new landscape, we will analyze Growthgate
Capital’s role in MENA and how its strategies have allowed the firm to be a successful
player in the region.
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B. Section 1: Drivers of PE activity in MENA
In this section, we will review the five main drivers that affect PE activity and capital flows
in the MENA region. These drivers are namely:
1-Financial markets
2-Rules and regulations
3-Demographics
4-Political stability
5-Economic landscape
A disruption in one of the above listed drivers directly affects PE activity across regions.
However, the sensitivity of emerging markets (EM) to these elements is greater, not only
because they are generally more volatile but also, because in times of turmoil in developed
economies, investors view EM as refuges and providers of higher returns. Although this
attitude represents an opportunity, the greater effect of these drivers on PE activities in EM
can, as easily, scare investors’ attention away and create a snowball effect: the more
unstable the elements, the less PE activity, which in turn, negatively impacts these drivers
further.
The drivers are also strongly correlated and interdependent. As EM are more sensitive to
fluctuations in these drivers, so is the PE capital flow cycle in the MENA region, ultimately
forcing LPs and GPs to be more attentive and flexible in their investment strategies.

1. Financial markets
Although it is generally acknowledged that a link exists between public and private markets
over time, their short-term correlation is underestimated. Most particularly, it is believed
that public markets’ liquidity impacts PE players mainly on exits. Underestimating the
impact of financial markets on the PE investment cycle, the consensus in 2008 was that, as
debt was the primary focus of the financial crisis, it would only have minor effects on the
MENA region. Indeed, the financial institutions in the region were not exposed to
derivatives or sub primes, and PE targets were strongly unleveraged.
However, this period significantly manifests that the health of public markets directly
affects the health of PE markets’ capital flow and that IRRs from public markets are indeed
strongly linked to PE returns.
Figure 1 illustrates this correlation. It draws the LXP indexes of PE listed companies in the
USA against the S&P 500. Added to this graph is the NASDAQ Dubai (the index has been
scaled to 100 points). For ease and transparency of data, we have used USA indexes, but
the principle demonstrated by figure 1 applies to both emerging and developed markets.
The figure clearly shows the correlation between private and public returns, while outlining
the higher sensitivity of the MENA region to the jitters of financial markets. This higher
sensitivity is equally perceived within the PE capital flow cycle in the MENA region as it
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follows the same behavior as the LXP in the graph.

FIGURE 1:

TRACKING PE'S PERFORMANCE TO PUBLIC MARKETS' (2009-2014)
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The impact of the “Arab Spring” on public markets can also be inferred from the figure in
2011. As shown in figure 1, returns in the MENA region were not only lower than in
developed markets at the peak of the crisis, but reached a much higher level at a faster pace
during the recovery phase in 2012.
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Figures 2 & 3 further demonstrate the positive short-term correlation of public and private
markets.
Out of the total amount of IPOs concluded during 2007-2013, 61% were completed pre2009. Figure 2 highlights the radical decrease in activities from 37% of total IPOs in 20072008, to only 8% in 2009-2010. Figure 3 further emphasizes this descent, displaying an
average nominal amount of exit through IPOs of $227m in 2008, compared to only $82m
in 2009 representing a drop of 21%.
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FIGURE 3:

AVERAGE SIZE OF MENA IPOs (2006-2010)
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With difficulties in the exit component of capital flows, investors become wary of
continuously pouring in funds in regions where deals sourcing and especially exits have
proven complicated.
In the MENA region, the financial crisis was coupled with the turmoil caused by the “Arab
Spring”. At the outset, the financial crisis started affecting oil prices, an industry upon
which the MENA region is strongly dependent, which shook its respective economies.
Later, seasonal key sectors in MENA such as real estate and tourism started to collapse.
Finally, the political unrest resulting from the “Arab Spring” strongly affected Egypt, a
major driver of PE activities in the region. As a result, $b were wiped out in global
investments from the region and PE funds were left with over $6b in un-deployed capital,
with few opportunities for fundraising, investments and even less opportunities for exits.

2. Rules and regulations
As demonstrated in the previous section, the financial markets driver strongly affects PE
investment activities. A measure of financial markets’ health is their liquidity and traded
volume. The second factor “rules and regulations” in the marketplace, also strongly affects
investment activities by both local and international market participants, because it directly
impacts liquidity levels and traded volumes.
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Again, it is important to note that the MENA region, and particularly the GCC, is relatively
new to securities’ regulations and financial markets’ rules. For instance, only a decade ago,
KSA, which currently represents the main destination for investments in MENA, lacked
corporate governance codes.
Post crisis, the regulations’ landscape has evolved fairly rapidly in the region. First,
because of the consensual effort to alleviate detrimental rules that pertained within the
crisis, but also because the MENA nations have recognized the appetite of international
investors and the shortcomings they might face. As a result, talks about market regulations
and easing the capital flow have multiplied in regional media and investors’ forums. Case
at hand, the UAE is reportedly in the process of facilitating foreign ownership rules, which
so far have been restricting foreign ownership to 49% of local companies.
Indeed, the MENA region has strong rationales supporting its economy and, as a result,
international investors in search of better yields have expressed a strong interest for the
region in recent years. Compared to other EM, most MENA countries have solid balance
sheets and large current account surpluses preventing them from experiencing the
downgrade of other EM countries such as Brazil. They also offer a good value proposition
to investors: low credit risks due to relatively low level of debts, coupled with low currency
risks due to generally high reserves that protect their currency, and a peg to the $ in the
GCC. As a result, GCC markets outperformed other EM by 40% last year as shown in
figure 4 that takes into account a few key EM indices.

FIGURE 4:

EM KEY INDEXES PERFORMANCE (JUNE 2013-2014 YTD)
MICEX INDEX (MOSCOW)
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IBOV INDEX (BRAZIL)

* Source Bloomberg

Therefore, the complications have not been resting in attracting investments but rather
retaining this appetite on the longer term, more specifically when yields recover in
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developed economies.
A distinctive element between developed markets and the MENA region is the level of
liquidity in financial markets. The framework of regulations that governs the markets, and
the companies within them, clearly affects liquidity. For the MENA region, the current
situation is rather a case of too little or too much regulations.
First, the listing requirements are not appropriate for businesses operating in the region.
With offered capital requirement for IPOs at a minimum of 55% in the UAE, most medium
size businesses (representing 85% of MENA companies), that are principally owned by
their original founders, are reluctant to use this route preferring to retain majority
ownership. Figure 5 emphasizes the fact that trade sales are more popular exit routes in the
region.
FIGURE 5:

EXIT ROUTES MENA (2007-2013)
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A second impasse to liquidity is the ownership structure of listed companies. The GCC
total market cap is $1.1t, the same size as India’s, but the GCC has less that 500 listed
companies compared to India’s 5000. The market cap per company is therefore important
but, as SMEs are much more reluctant to take the IPO route, most of the float in listed
companies is controlled by large power-blocks of shareholders, whereby a vast number is
semi-governmental such as in the petrochemicals, utilities, telecoms and national banks
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sectors. This landscape makes it hard for private investors to influence Board members and
government bodies because of the lack of incentive for transparency with their
shareholders.
A third hindrance to liquidity is the limited amount of instruments that are traded on the
MENA exchanges. For local or international investors alike, this situation is unappealing
because it limits their ability to hedge their portfolio’s positions in the financial markets.
ETFs and derivatives are non-existent and so are products on indices that could be used as
hedging alternatives. With lack of alternatives and liquidity, traders and investors
experience difficulties selling or offsetting their trades, lowering their incentives to pour in
capital and increase liquidity in these public markets.
The last point of importance regarding the factor “Rules and regulations” is the lack of
sophisticated corporate governance and transparency of information. Although some efforts
have been undertaken by regulators to create new codes and increase awareness of such
issues, implementation and enforcement have proven more complicated. For instance, most
shareholders’ communication is still issued in Arabic, limiting foreign investors’ access to
crucial information, whilst proxy fights and shareholders’ activism are non-existent.
This paper’s data is another case in point of this issue. Data regarding activities of private
or public companies is limited because of the lack of obligations to disclose information
except for the minimum required by law. As a result of poor disclosure, data mining for
this paper, like due diligence for international investors, is a cumbersome and imprecise
process.
However, as mentioned by McKenzie in a 2012 report on the region, the regulators
acknowledged that companies adopting robust best practices and addressing shareholders’
concerns have been trading at a significant premium.
As a nascent region, MENA has taken significant steps in spreading awareness about the
importance of modern “Rules and regulations” that govern the marketplace. However work
remains to be done on implementation and enforcement. Therefore, the framework of
development cannot stay in the hands of the regulators only. To ease the process of
regulations it is important that private local and international investors hold a stronger role.
Private investors should play a key role in helping regulators in defining rules to ease
listing requirements, improve trading quality and improve the quality of the Board of
directors of listed companies. A diverse, partly independent, well-qualified Board is key in
allowing proper and accurate disclosure processes.
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3. Demographics
The PE investments cycle is also impacted by the demographics of each MENA country.
FIGURE 6:

POPULATION PER COUNTRY VS. TRANSACTION AMOUNTS (2006-2012 )
(In millions of people and $000)
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Figure 6 demonstrates that although Oman enjoys political stability and a financially sound
economy, as defined by the four other drivers, transaction activities in said market remain
quite limited. The population per country in figure 6 has been averaged throughout the
years. Figure 7 also puts in evidence this shortfall in Oman compared to the volume and
amount of investment transactions in KSA or the UAE.
Figure 6 takes into account the period from 2006 to 2012 and therefore, encompasses the
beginning of the “Arab Spring” period that has struck Egypt, the most populated country in
our sample (Egypt, KSA, Morocco, and Oman). Even if we include the first year of unrest
in 2011, Egypt still exhibits one of the largest amounts of investments in the sample. To put
things in context, Egypt represents 56% of the sample’s population and 36% of its total
investments.
Similarly, KSA is also fairly populated- 20% of the sample’s total population- but its
relative political stability and GDP strength compared to Egypt drove 56% of the sample’s
total investments to the Kingdom.
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In contrast, figures 6 & 7 show that Oman, with a population representing only 2% of the
sample’s total, could only attract a limited amount of investments. Investments in Oman
represent 1.3% of the sample’s total amount. The population “deficit” so to speak in Oman
creates a more modest financial market and a limited pool of investment opportunities
making it a less attractive destination for investors.

FIGURE 7:

PE INVESTMENTS BY COUNTRY (2007-2014)
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Furthermore, figure 7 shows that 75% of total investments in the MENA region and 93%
of total exits were conducted in KSA, the UAE and Egypt during the period 2007-2013.
Thus, countries with large, and relatively affluent populations (i.e., both nationals and
expatriates) represent prized destinations for investments.
During the financial crisis, PE firms faced an impasse. They had raised a large amount of
funds and promised big-ticket investments with even bigger returns. However, in strongly
government-regulated sectors such as oil and gas, the firms had difficulties sourcing largeticket deals, let alone exit them. During the crisis, in addition to the challenges in market
liquidity and exits, PE firms had trouble deploying capital sitting on cumulative $6.4b in
dry powder.
As a result, the PE landscape has changed post crisis and strategies have shifted to fit the
demographics’ rationales of the region, with focus on mid-market companies that are
abundant, affordable and hungry for growth capital. The MENA region is constituted of a
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profuse amount of family-owned SMEs. Indeed, family-owned businesses represent 85%
of the market in MENA.
Investing in family-owned businesses not only fits the cultural make up of the MENA
region, but it also provides better opportunities. First, the deal sizes are on a smaller scale,
and usually <$25m, demanding less fundraising and offering ease on exits. Secondly, the
sectors in which they operate are less regulated/government owned as opposed to big-ticket
sectors such as telecoms, banking and utilities, allowing these companies to be more
scalable, less leveraged, and to perfectly suit the growth equity model.
Furthermore, because mid-market companies have a history of being starved from bank
financing, they generally receive PE partnerships positively. Because they are reluctant to
relinquish control in the first round of financing, it allows the minority stakes firms to
maintain management whilst steering the company in the right direction.

4. Political stability
Investors need reassurance that their investments are not only allocated in key geographies
and promising sectors, but also that they are safe from major unrest. As a result, political
stability is a crucial driver of PE activities. The MENA region is developing at a fast pace
making it more prone to financial and political cycles of instability. The “Arab Spring”
and its impact on Egypt is a telling tale for this driver. Despite Egypt’s solid demographics,
the effects of the “Arab Spring” have been severe on recent PE activities in the country. As
demonstrated in the “Demographics” section of this paper, throughout the period 20062012, Egypt had attracted a fair amount of investments due to its large population and
strategic location.
Figures 8 & 9 illustrate the effect of the “political stability” driver on PE transactions in
Egypt.
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FIGURE 8:

TRANSACTION AMOUNTS PRE-CRISIS EGYPT- UAE- MENA (2006-2011)
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As shown in figure 8, about 1/4th of transactions in the region were conducted in Egypt
pre-crisis. For the pre “Arab Spring” period 2006-2011, investments and exits combined in
Egypt represented a healthy 23% of transactions in the MENA region.
The “Arab Spring” period 2011-2014, as shown in figure 9 demonstrates the drastic fall in
investments in Egypt to only 1.8% of the MENA region’s total transactions from the
previous 23%.

15

FIGURE 9:

TRANSACTION AMOUNTS POST-CRISIS EGYPT-UAE-MENA (2011-2014)
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However, it is important to infer from figures 8 & 9, that although the UAE experienced a
marginal drop, the Emirates’ healthy five drivers sustained its transactions level during this
period.

5. Economic backdrop
In previous sections, we analyzed the impact of the five drivers on the economic landscape
in the MENA region, and particularly on the PE sector. Another crucial consideration for
the macroeconomic analysis of the region is the oil and gas industry’s performance. In
practice, the GCC countries constitute the main engine that drives economic growth in the
region. This is demonstrated by the average per capita GDP for the GCC economies
standing at $47,150 against $4,774 for the rest of the region. Within the GCC, oil and gas
exporting nations have the strongest impact, which is proven by the high GDP figures
emanating from the KSA, as a frontrunner, followed by the UAE, Qatar and Kuwait vs.
MENA as a whole and the non-exporting nations of said group. This data is presented in
figure 10 below:
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FIGURE 10:

TOTAL MENA GDP (2008-2013)
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As a result, the MENA region’s growth is highly dependent on fluctuations in oil prices,
which in turn impact financial markets, the economy, and ultimately the private sector
capital flows.
Figure 10 shows that MENA’s nominal GDP has been growing at a steady pace (as shown
by the red trend line) even during the crisis period. It is important to note from the figure,
as evidence of the economic impact of the GCC countries upon the MENA region, that
over 50% of the MENA total GDP is located in the GCC countries. As a point of reference,
the GCC countries represent only 35% of the total territory of the MENA region.
The impact of fluctuations in oil prices is dual in the MENA region. This duality can be
categorized into a short-term and a long-term impact. In the short term, the rich oil
exporting governments have been able to protect their economy from major unrest by using
oil revenues for spending on security and employment. In contrast, oil importers had to rely
heavily on imports to prevent inflation. Another short-term benefit is that governments
have used oil revenues to inject public spending in non-oil sectors, particularly in
infrastructure. This public spending, coupled with low debt levels, have boosted the
economy of the region and also protected against complete collapse during the crisis.
However, it is important to reiterate, that the MENA region’s business landscape is mainly
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constituted of family-owned entities that have very little access to bank financing and rely
heavily on the private sector. Indeed, as evidenced in the MENA PE Association’s annual
report of 2012, only 33% of all new loans extended between 2005 and 2013 were granted
after 2009. While public spending has been an important factor in maintaining stability,
private spending will become the main driver of long-term growth in the region.
The short-term intervention of governments to stabilize the economy could hinder the
private sector activity over the long term. Furthermore, if the region relies heavily on
government spending to stabilize the economy, a long-term drop in oil prices would
engender cutbacks in government spending, affecting drastically the economy of the region
even further. With a population forecasted to grow to more than 600 million by 2030, the
governments’ ability to provide a safe environment and to encourage education of their
populations for private sector employment will be key to ensure the region’s growth and
economic wellbeing.
Partly due to higher oil production, GDP growth in the MENA region is expected at 3.8%.
As evidenced in the five drivers discussed in this section, and despite some highlighted
challenges, MENA remains a strongly positive macro-environment and the GCC will
remain the engine of the regional economy in the years ahead.

C. Section 2: PE capital flow
1. Capital flow activities
Fundraising, deployment (investment), portfolio management and exit, constitute the PE
capital flow cycle and the components are highly correlated. As demonstrated in section 1
of this report, PE capital flow is directly linked to the health of the five drivers. A negative
event in one of the five drivers has a snowball effect on the others and further impacts
capital flow in public and private sectors. The impact of the financial crisis and the effects
of the “Arab Spring” have clearly demonstrated this snowball effect, and as a result, it is
not surprising to see the PE cycle drastically shift focus post crisis, as the markets learn
from these adverse circumstances.
During the period pre-crisis 2005-2008, a sizeable amount of funds were raised in the
region. The investors’ appetite was already prevalent because of the value proposition
offered by the MENA countries.
As seen in figure 11, PE activity had a healthy level of movement until 2008. When the
global financial crisis hit in late 2008, followed by the compounded effect of the “Arab
Spring”, the cycle witnessed a sharp downturn. Indeed, for the period 2006-2012, total
transactions (investments and exits combined) in 2007 reached 32% and dropped to 6% in
2009.

18

FIGURE 11:

TOTAL TRANSACTIONS AMOUNT PER YEAR IN MENA (2007-2012)
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However, similar to the total amount of IPOs that has been growing by circa 7.75% per
year since 2010, as shown in figure 2, the total nominal amount of PE transactions has
been recovering by total circa 1% over the same period. This is due, mainly, to recovering
level of investments rather than exits. These two scenarios are consistent with the steady
recovery of the MENA region.
As mentioned in previous paragraphs, investors’ appetite for the region has been sustained
even throughout the crisis. Pre-crisis funds raised in the region reached circa $20b from
2005 to 2008. The compounded effects of the global financial crisis and the “Arab Spring”
negatively impacted the capital flow in the deployment and exit stages of the cycle, which
in turn affected fundraising.

2. Capital flow distribution
One of the fundamental miscalculations of PE firms pre-crisis was the misunderstanding of
the region’s landscape. The funds managed to raise capital because of investors’ appetite,
but with the objective to deploy this capital in big-ticket deals and sizeable industries
including infrastructure, promising large returns to LPs. However, they completely
disregarded the cyclical nature of these industries, the restrictions of entering them and the
difficulties of exiting them.
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Figure 12 shows the nominal amount invested pre-crisis by sector, along with the number
of transactions in each sector.

FIGURE 12:

NUMBERS OF INVESTMENT TRANSACTIONS
PER SECTOR (2006-2010)
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The figure demonstrates that the prevalent sectors were not the pre-destined target
industries or assets classes that newly formed funds had set their goals to invest into. One
sector only –financial services- constituted an exception to the rule and attracted 80% of
the total nominal amount of transactions but only 34% of the number of total deals
completed, showing that each transaction was sizeable.
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Figure 13 presents the same data post-crisis.
FIGURE 13:
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The figure demonstrates a clear shift in industry focus that better suits the rationales of the
region. It also shows a much better allocation of capital per transaction. Financial services
currently represent 13% of the number of investments compared to the pre-crisis 34% and
only 31% of nominal amount compared to the previous 80%. The sector has experienced a
clear regression, not only in the amount of investments, but also in deal sizes compared to
the previous period.
The current focus is on non-cyclical industries, such as IT, and on much smaller deal sizes,
e.g. <$25m. It can be inferred that the smaller investments sizes are often made in SMEs
and away from large industries or conglomerates.

3. Un-deployed capital
Originally setting their sights on large-scale investments -when the middle market is the
sweet spot of PE- and being caught off guard by the impact of the ensuing global financial
crisis and the “Arab Spring”, GPs faced trouble in deploying capital and in finding exit
routes for their investments. This principle left the region with a significant level of socalled “Dry Powder” or the un-deployed capital, which reached $6bln in 2012 as shown in
figure 14.

21

FIGURE 14:

DRY POWDER VS. DEPLOYED CAPITAL (2008-2012)
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Dry powder has been a major hindrance to fundraising because of investors’ weariness of
pouring in more capital that may not be deployed, and before witnessing any distributions
from exits.
However, investors’ confidence is continuously growing as more and more PE firms
deploy their dry powder in more adapted sectors; and exits seem to have found solace in
reinvigorated capital markets.

4. Capital flow cycle prospect
The lessons learned from the crisis and the changing landscape can be perceived, not only
by evidence of the growing IPOs and investment activities, but also through the MENA PE
survey conducted in 2013 that reviews each element of the PE cycle. The figure below
analyses these findings.

22

Ease of deployment and exits affect
fundraising.

FUNDRAISING
•
•

DEPLOYMENT
•

•

Ease of exit affects capital deployment. Exit affects liquidity
in the market, which in turns affects exit activities further.

31% of respondents are still focused on
deploying rather than fundraising.
69% of respondents plan to raise funds as
their dry powder is shrinking.

65% of respondents predict an increase
in investment activities mainly in KSA,
UAE and Turkey.
59% of respondents predict no increase
in deal sizes.

PORTFOLIO MANAGEMENT
•
•

1/3 rd of respondents expect holding
period to fall next year.
53% will have more involvement in
operations of their companies.

EXITS
•
•

50% favor trade sales against 29% IPOs.
2/3 expect increased exit activities.

In line with the post crisis level of
transactions that has
been picking up since
2010 (ref. figure 11)

In line with the
smaller deals entered
into within family
owned businesses (ref.
section 1 and figure
13)

In line with better
regulations and ease of
exits in the market. Also
in line with the
recommendation that the
private sector be more
involved in corporate
governance. (ref. section
1: rules and regulations)

In line with the steady
increase of IPOs since
2010. Also in line with
minority stake of family
owned businesses,
which makes trade sale
a better route. (ref.
figure 2 & 5 and section
1: financial markets and
rules and regulations)
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One of the benefits emanating from the financial crisis and the “Arab Spring” is that GPs
have reset their capital distribution by size and sectors. As a consequence of smaller deal
sizes less fundraising is required. Smaller fundraising and better capital deployment will
ultimately reduce dry powder. As markets become more efficient, exits will become more
fluid, which in turn, will ease fundraising processes and ultimately re-boot the PE cycle.

D. Section 3: Growthgate Capital in perspective
Another benefit emanating from the recent financial and political events, that have plagued
the MENA region, is that weak players operating in the PE space pre-crisis have started to
disappear because of lack of strategic adaptation to the fundamentals of the MENA
markets. Better players provide better strategies and a better marketplace in which to
operate.
Growthgate Capital had adopted these strategies long before the crisis.
First, Growthgate Capital has continuously been focusing on sectors and businesses that are
non cyclical, such as service-oriented businesses. These businesses have scalable offerings,
low leverage, assets-appropriate structures, proven profitability track records and reputable
management teams.
Contiguously, already during the pre-crisis period, the firm has strayed from such sectors as
real estate development, hospitality, and financial institutions. Steering away from largeticket deals, the firm rather focuses on mid-market companies. The enterprise value of
potential targets is $50m-$200m in which Growthgate Capital holds significant minority
stakes of 30%-49% with a typical holding period of five to seven years.
Growthgate Capital principally acquires stakes in companies that are managed by their
original founders. This strategy allows the firm not only to have a large pool of investment
opportunities as these companies are abundant, but also, in such manner, founders remain
in control of their businesses, while relying on Growthgate Capital for strategic advice,
organizational improvements, and deal execution capacity. This strategy also offers the
benefit of fitting the growth capital model prevalent in the MENA region by investing into
more mature, low leveraged organizations.
Growthgate Capital has a tradition of significant involvement with the Boards of directors
and engagement with the respective management teams of investee companies. As
mentioned in section 1- under “Rules and regulations”, this intense involvement –albeit
from a minority position- has proven its merits by assisting portfolio companies in
executing their growth plans (both organic and non-organic), whilst leaving day-to-day
management in the hands of the majority founders-managers. Turning the majority
ownership restriction into a virtue of strategic minority activism and support has yielded
best results. The total shareholders’ value of Growthgate Capital has increased by circa
108% over a 5.5 years period.
Also mentioned in section 1 of this report, McKenzie has reiterated the importance of
corporate governance, asserting that companies adopting strict best practices rules traded at
a significant premium.
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Growthgate Capital’s value added lies in its successful:
•
•
•
•
•
•

Active involvement in the strategic directions of its portfolio companies
Adoption of best practices in corporate governance
Introduction of financial discipline and cost containment measures
Optimization of capital structures
Conduction of value-accretive add-on deals
Enhancement of margins through operational efficiencies.

Furthermore, during the crisis, Growthgate Capital saw the opportunity to deploy capital
rather than play the waiting game. Throughout the period from 2008 to 2010, and beyond,
Growthgate Capital directly invested along with entrepreneurs and family business owners
into varied companies.
The capital deployment was conducted in line with the firm’s “buy & build” strategy. This
strategy allows for easier acquisitions, better control over management teams and more
transparency of valuations. The strategy targets middle market businesses and is firmly
based on fundamentals rather than market trends. The firm invests- at all times - in
companies that show tangible signs of the “3M” litmus test: Managerial talent, Model
resilience, and Market focus.
Successfully adopting local minded strategies across the PE capital cycle has made
Growthgate Capital a reputable player in the region. The firm has a total of $1.7b of assetsunder-monitoring and has seen its earnings grow at a steady pace from economic net
income of $6m in 2008, to $49.8m in 2012.
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