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“Interest Rates are the Devil of Venture Capital”

Global macroeconomics impacting regional venture: As the dust settles on
the rollercoaster ride of 2023, it’s clear that navigating the venture capital
landscape requires more than just foresight; it demands adaptability in the
face of unforeseen challenges. With interest rates playing the role of the
disruptor, this past year has been nothing short of turbulent. In the latter part
of 2022, early warnings hinted at a slowdown in activity, but the scale and
speed of this descent were difficult to gauge. Throughout 2023, the ominous
"crowding out effect" was a recurring theme in my discussions. The effect,
propelled by the US interest rates standing at 5.5%, a stance Jerome Powell
insisted would persist, led to what some term a venture winter. The MENA
region mirrored this trend, experiencing its lowest investment activity in Q2
and Q3 since 2019.

Regional government and sovereign support: However, amid this storm,
Saudi Arabia and the UAE emerged with resilience. Five years ago, KSA
witnessed only $50M invested in venture projects, and now, KSA has seen
year-on-year funding growth driven by government mandates, Unicorn
projects, and Vision 2030 initiatives. Noteworthy investments in companies
like Tabby, Tamara, Floward, and Nana showcased the tangible outcomes of
these government policies. Meanwhile, the UAE continued to attract
investments, boasting the highest number of transactions in the region. The
rise of serial entrepreneurs and early-stage companies using the UAE as a
regional launchpad fueled this momentum.

Looking forward: In a positive turn, the FED’s announcement of anticipated
interest rate cuts in 2024, with at least three on the horizon, provides a
glimmer of hope. If these predictions hold, we can anticipate a return to
investment activity reminiscent of previous years, albeit more measured and
geared toward seasoned founders.
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Entering 2024 with Cautious Optimism

Expansion across markets: MAGNITT now supports clients in
benchmarking MENA VC performance with other Emerging Venture
Markets like Africa, Turkiye, Pakistan, and for the first time South East Asia.
Despite the challenging venture times, our clients remain vigilant for
opportunities, be it investment, acquisition, or business development. As we
head into 2024, a more geographically diverse audience has become more
interested in our Emerging Venture Markets. As such, | am pleased to share
that this report will now incorporate South East Asia data as part of reporting
and publishing moving forward.

Evolution into Private Equity: In 2023, we set out to geographically expand
our data set incorporating South East Asia. In 2024, we open the next
chapterin MAGNITT’s journey to expand the breadth of our product. Onthat
front, Private Equity becomes a natural progression in expanding beyond our
venture-centric focus. Covering Buyouts, Leverage Buyouts, and Growth
Equity, this new venture complements our existing data sets. We've also
recognized the region's need for accurate exit data, which is why MAGNITT
will intensify secondary investment tracking to support fund performance
analysis.

As the saying goes,

"Without data, you're just another
person with an opinion."

Let MAGNITT be your guide in decision-making throughout 2024.

Philip Bahoshy

Founder and CEO




I What We Think Will Come Next:
Five Predictions for 2024

MAGNITT

4 quarters of flat non-MEGA deal investment

Years of excess investment have gone, and we are likely to see a return to 4
consistently flat quarters of funding in MENA, when excluding Mega-Deals.
With Ramadan now in March and the Eid breaks both taking place in Q2, we
anticipate that quarterly investment trends to remain flat across MENA
throughout the year. There is the potential of an uptake in Q4 2024 if the
global economy was to recover if interest rates decline, as stated by
Jerome Powell.

The rise of Corporate Venture Capital (CVC)

Corporates have grown to become active players across the MENA

region, with players like E& Capital, Chalhoub and STV being some of the

most active. With the rise of FinTech as well as the need to digitalize
corporate institutions, 2024 will see the rise of the active off balance sheet
investment mandates of large corporate from the GCC. Historically, they
have accounted for 13% of investors on average, we anticipate this torise
closer to 20% in 2024.
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KSA dominance to continue, in deals and funding

KSA has seen 5 consecutive years of growth in the Kingdom. All indications
from government, investment appetite, and startup migration to the
Kingdom indicate a continued growth as the leader in the region, not only by
funding but by transactions. Moving forwards, it will be interesting to track
its growth relative to the wider Emerging Venture Markets where TUrkiye
has led for transactions and Singapore for funding.

Exit boom including MENA IPOs

Having stated this last year, | repeat the prediction this year with greater
conviction. Last year’s economic backdrop made it emotive and challenging
for startup exits. However, as the region looks to recover from a potential
soft landing, and with increased international interest in the region, we
expect the start of an IPO window for local listings, specifically in KSA, and
consolidation of companies driven by corporates, international startups
and local M&A.

The year of serial entrepreneurs fundraising

The MENA region is reaching over a decade of existence. In that time, there

have been over 2,100 funded startups born out of the MENA region. With a
total of 15% of them having exited successfully and 6.5 years on average to
exit. 2024 will mark the rise of serial entrepreneurs raising funds from the
MENA region.
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High interest rates and sluggish public markets drove investors to favor ticket sizes of
<$1M, whose share of round sizes grew by 8PP-the first increase since 2018.
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https://us02web.zoom.us/webinar/register/1017037436431/WN_91yO6XmyRmawjv2KIS1KGw
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The top five largest disclosed deals brought in 43% of the total funding raised by MENA-
based startups in 2023. 4 out of the 5 are headquartered in Saudi Arabia.
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