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I. Introduction 

 
Keystone Equity Partners (Keystone)–acting on behalf of GrowthGate Capital 

Corp. (GrowthGate)- has a long-standing commitment to developing the private 

equity (PE) asset class in the MENA region with an emphasis on the GCC markets.  

 

We follow a dedicated ‘buy & build’ strategy that invests in companies of the middle 
market segment that are principally located in the GCC markets, thus offering an 

attractive investment opportunity to other investors. 

  
GrowthGate is a permanent capital investment company, fully funded at $200 m, 

and owned by a select group of State-owned and private institutions and individuals, 

who also act as its backbone and its advisory council on critical decisions. As of June 
30, 2011, total assets under monitoring stand at circa $1.25 bln and Net Assets 

Value stands at circa $350m.  

 
Keystone is run by a team of seasoned investment principals and corporate 

financiers with a track record of competing M&A and capital markets transactions in 

the MENA region in excess of $6 bln.  

 

Based on more than 20 years of collective experience in the regional investment’s 

landscape, and after reviewing and analyzing over 100 companies for PE investments 

since inception, we make the following observations:  

 

1) The returns on PE in the MENA region are driven by Growth (organic & 

inorganic) & Efficiency not by Leverage, Financial Engineering or Sell-

offs/Break-ups. The GCC in particular forms a homogeneous political and 

economic bloc that fosters cross-border consolidations and permits roll-

up strategies on a wider footprint. 

 

2) The BRICs markets will continue to grow in the foreseeable future, where 

the fate of two key markets (India and China) are intertwined with the 

MENA region for reasons of energy supplies, signaling sustainable 

growth and further opportunities.  

 

3) Many of the risks of the MENA region are often over-stated, hyped by 

media reporting and essentially focused on political instability with a 

deliberate neglect of robust economic fundamentals. We provide data, 

which places these risks in perspective.  
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II. Creating Value/IRR Components  
 

A PE firm can achieve the same IRR through any of four basic strategies:  Leverage, 

Multiple Expansion, Growth and Efficiency. Most funds use a blend of the four.  

 

In Emerging Markets, IRR is driven by Growth & Efficiency. Higher growth and lower 

leverage makes the source of risk in PE in Emerging Markets less cyclical and 

dependent on operational efficiencies rather than financial engineering. 

 
 IRR Equity Cash out by 

Dividend, 

Stock 

Purchase  

P/E at 

Entry 

P/E 

at 

Exit 

Revenue 

Growth 

Margin 

improves 

from 5% to 

x% 

Holding 

Period 

Years 

Leverage 

 
25% 30% 55% 6 6 0% 5% 5 

Multiple 

Expansion 

 

25% 75% 10% 6 14 0% 5% 5 

Growth 

 

25% 75% 10% 6 6 20% 5% 5 

Efficiency 25% 75% 85% 6 6 0% 30% 5 

 

Source: IFC  

 

 

III. GrowthGate’s Portfolio Value Creation (NAV 2010): 
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IV. The Case for Emerging Markets 

 
1) Continued Growth supports PE investments 

 

  
Source: International Monetary Fund, World Economic Outlook Database, April 2009 

 

 

  

 

 
Source: International Monetary Fund, World Economic Outlook Database, April 2009 

 

GDP growth expected to 

continue in Emerging 

Markets in 2009 & 2010 

GDP growth expected to 

remain positive in most 

Emerging Markets  
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2) Improved Local Conditions create PE Opportunities  

 

 

 
Source: Economic Freedom of the World, Annual Report 2011 

 

 

 
 
Source: Fraser Institute, Economic Freedom of the World Index 

 

 

 

 

 

 

 

Measures of conditions for 

private business have 

improved across a wide 

range of Emerging 

Markets since the 1990s, 

leading to an increase in 

the number of companies 

of interest to private 

equity. 

The scale of improvement 

in conditions for private 

business in emerging 

markets since 1990 is 

significant. 
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3) Most PE opportunities in Emerging Markets are companies targeting 

growth in Domestic markets or between Emerging-Markets.  

 
 
Source: IFC-World Bank Group (*Sample of 833 companies with clearly indicated market focus) 

 

 

 

 
   

Source: IFC-World Bank Group (**Sample of 300 companies that were fully exited)
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4) PE in the MENA region requires deep-rooted local knowledge with a 

differentiating strategy 

 
MENA’ Attractiveness: Since 2004, the number of MENA countries in which there is 

a meaningful volume of deal flow suited to PE (equity with real influence) has 

increased considerably. The following chart illustrates the increase in the number of 

total PE funds raised in the MENA region between 2005 and 2009. 

 

 
Source: Zawya 

 
GrowthGate’s Edge: Having adequate deal flow to support regional based teams 

embedded in the local markets improves the quality of the investment opportunity as 

deal origination, structuring and providing advice to the companies, can be done in 

close proximity and in real time.  

 
Landscape’s Shift: The opening of trade and capital flows since 2000 increases both 

competitive pressure and opportunities to expand, leading to more business owners 

seeing third party capital as a solution. The close identification of family status and 

wealth with direct ownership of a company reduces as portfolio wealth becomes an 

option and is seen to work, reducing reluctance to allow in PE capital.  

 
‘Buy & Build’ Strategy: GrowthGate’s PE model requires (i) interesting and 

profitable businesses in which to invest, (ii) high potential for scaling-up and 

footprint expansion, (iii) strong alignment with owners-managers and adequate 

internal controls; and (iv) securing equity stakes with influence over the critical 

decisions of a business –not full buyouts.   
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V. Busting the Myth of Insurmountable Risks 

 
The MENA region is specially stigmatized by a repeat list of risks that are often 

portrayed as insurmountable or too difficult to mitigate. We will present data and 

hard facts that put said risks into perspective and contain their effects. They include 

the following recurring themes: 

 

1) Political Instability  

2) Size and Returns 

3) Minority Positions  

4) Possibility of Exits  

 

1) Political Instability 
 

The Economist Intelligence Unit produces ViewsWire, a report that rates countries in 

terms of their susceptibility to social and political unrest on the basis of quantitative 

models. Countries are rated on a scale of 0 to 10 (the latter being the highest 

vulnerability), which is determined by averaging two sub-indexes: the country's 

underlying vulnerability and an economic distress index.  

 

From the MENA region, only Sudan and Iraq –which are actually war zones- make the 

list of the twelve riskiest countries with no other GCC country featuring on said list.  

 

 
 

http://www.eiu.com/index.asp?rf=0
http://viewswire.eiu.com/index.asp?layout=VWArticleVW3&article_id=874361472
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The twelve most unstable countries are: 

 
Country Rating 

Zimbabwe 8.8 

Chad 8.5 

Democratic Republic of Congo 8.2 

Cambodia 8.0 

Sudan 7.9 

Iraq 7.9 

Cote d'Ivoire 7.8 

Haiti 7.8 

Pakistan 7.8 

Zambia 7.8 

Afghanistan 7.8 

Central African Republic 7.8 

 
Source: Economist Intelligence Unit 

 
GCC macro indicators 

 
Nominal GDP ($bln) 2008 2009 2010e 2011f 

Saudi Arabia 476.3 375.7 434.7 477.9 
UAE 298.8 260.8 286.2 307.4 
Qatar 110.7 98.3 123.3 151.3 
Kuwait 148.8 109.5 132.9 146.8 
Bahrain 21.9 20.6 22.8 24.8 
Oman 60.2 46.1 52.9 59.0 

 
Source: Haver Analytics, Shuaa Capital  

 
 
GCC: Key aggregate macroeconomic indicators, weighted by GDP 

 
 2008 2009 2010e 2011f 

Real GDP Growth (%) 

 

7.6 -0.3 4.6 5.7 

CPI (average, & YoY) 

 

11.1 2.7 2.7 3.7 

Private sector credit growth (% 

GDP) 

 

34.9 2.0 4.8 7.6 

Budget Balance (% GDP) 

 

21.4 -0.7 6.4 7.8 

 

Current Account (% GDP) 22.5 7.7 18.9 20.3 

 
Source: Haver Analytics, Shuaa Capital  
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2) Size and Returns 

 
A 2010 study co-authored between Harvard Business School and GrowthGate shows 

that the middle market represented by deals of values between $8.5m and $200 m 

represent the highest opportunity for PE investments in the MENA region, as per the 

table below. 

 
Investment 

Date 

Fund Manager Company Transaction 

Value ($) 

2011 

 
Masdar Venture Capital eCullet Inc. 38m 

2010 

 

Investcorp Tiryaki Agro 50m 

2010 

 

Shuaa Capital Budget Business Hotel 42.66m 

2010 

 

Capital Trust Wadi Holdings 8.5m 

2010 

 

TVM Capital MENA ProVita 12m 

2009 

 

DIC, HSBC, Waha Capital United Power Co. 27m 

2009 Investcorp, Eastgate Capital 

Group, The National Investor 

L’Azurde Group 200m 

2009 Kingdom Zephyr Africa Mngt Co. Mixta Africa SA 52m 
2009 Societe General Asset 

Management 

Opalia Pharma SA 3m 

2009 Actis Capital LLC Commercial International 

Bank 

244m 

2009 

 

Invest AD Ekol Lojistik 67.46m 

 
Source: Zawya PE Monitor 

 
The absence of mega deals –due to many factors- has put pressure on over-

capitalized funds and has forced a revision in PE strategy to refocus on smaller, more 

workable deals. Emerging Markets’ data suggests that small and medium size PE 

investments do not differ from larger PE deals. 

 

http://www.zawya.com/middle-east/private-equity/transaction_profile.cfm/tid110720143227/eCullet%20Inc.
http://www.zawya.com/middle-east/private-equity/transaction_profile.cfm/tid101125064557/Budget%20Business%20Hotel
http://www.zawya.com/middle-east/private-equity/transaction_profile.cfm/tid100310095325/Ekol%20Lojistik
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*Sample of 313 exits from IFC invested funds 

 

 
** Sample of 323 exits from IFC invested funds 

 

 
3) Minority Positions 

 
A 2010 study co-authored between Harvard Business School and GrowthGate shows 

that strategic minority positions are the best means to investing in family owned or 

first-generation entrepreneurs-led companies in the MENA region. This is a means to 

preserve the collective talent in place, support business stability and avoid both 

premium at entry and managerial havoc. 

 

Minority positions in all Emerging Markets have performed well in all forms of exit, 

indicating that the risks associated with minority positions can be managed 

effectively. 
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The charts below illustrate the median IRR and average IRR of a sample of exits (61 

majority positions and 251 minority positions) from IFC invested funds: 

 

 
 Source: IFC 

 
 Source: IFC 

 
4) Possibility of Exits 

 
A 2011 study co-authored between Harvard Business School and GrowthGate shows 

that exits from PE investments in the MENA region have slowed down but not dried 

up even during the financial crisis period 2008-2010. The table below clearly depicts 

the trends and patterns of PE-backed exits in the MENA region and their allocation 

between IPOs and Trade Sales. 
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Source: Zawya IPO Monitor 

 

According to the 2010 MENA Private Equity Association annual report, the most 

attractive exit routes during 2011 are as follows: 

 

 
 

Source: MENA Private Equity Association Annual Report, 2010 
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