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Building for the digitalage

Ewen Cameron Watt ‘ .
Editor-in-Chief, London '

Watch this podcast

ecameronwatt@act.is

Welcometothelatest edition of

The Street View - where Actis pools
knowledge andinvestment perspectives
from our worldwide network of
colleagues, investee companiesand
external experts.Inthis edition, we
focus onhow technologyisdrivingand
transforming the opportunity acrossour
hard assets franchise.

In this edition, we focus on how
technologyisdrivingandtransforming
the opportunity acrossour hard assets
franchise. Inthe digitalinfrastructure
space, continuingdemandfor 'techno
logistics' - data storage, management
andassociated services andlogistics
allneedreliable power supply and
specialisedfacilities. Inthe power space,
Actisplaysarole atallstages of this value
chainas aninfrastructureinvestorand
systemsuser. The existingecosystem
isripe fortechnology transformation:
theintegrationof cleanenergyinto
power systemsrequires frequentand
reliable dataand state-of-the-art grid
management. Thatisbeforewe even
contemplate therole of battery storagein
these power ecosystems!

Diggingabitdeeper, we continue onthe
theme of digitaltransformationin Energy/
Powerwithanarticle from Claire Curry

of BloombergNEF onhow Emerging
Market countries are digitising the

power sector. The development of clean
energy generally requires smaller plants,
decentraliseddistribution, andimproved
systemsmanagement, reducing operating
challenges and supporting national
sovereignty and security. Claire points out
thatthe most basicimpact of localising
supplyistheneedtobolsterlocalhuman
capitaldevelopment. Fascinating stuff!

These 'winds-of-change' (norenewable
punintended!) are notjustinthe Power
sectoreither. 'Digitising' real estate with
state-of-the -art Artificial Intelligence (Al)
isanincreasingly crucialtool forrealestate
developers to manage costand to monitor
and manage environmentalimpacts.

Rodger DuandHugo Lee fromour Real
Estate teamsin Shanghaiand Hong Kong
developthis storyfurtherthroughan Asian
lens. They pointtothe growthindata
centredemandatregionaland country
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levelinaregionwhichwillovertake North
Americaasthelargest globaldata market
within 5 years. Data Centres (DCs) need
tobenearertheir consumers-toreduce
latency and meetincreasinglevels of
nationalregulationacross Asia. Readthis
article closely - the 'sowhat'attheendis
wellworththeread.

Back-to-basics with a piece on'What
isdifferentabout datacentres?’, this
time fromone of our Energy colleagues.
Alberto Estefan fromour Energy
Infrastructure teamin Mexico City
explains: ' These are physicalfacilities
offering space to hostinfrastructure that
houses criticalapplications and data".
Albertoreflects ontheneedfor network
andstorage infrastructure plusreliable
power supply to make data centres

work. For Actis, thisisatrue nexusaswe
blend ourreal estate DC expertise with
our knowledge of power as essential
infrastructure. Coming fromour Energy
practicearea, Albertoreflectsonthe
growingrole of datamanagementin global
electricity demand -currently 1% and
forecasttodouble that share by 2030.
Alberto also highlights how efficiencyis
helpingtomakes DCsless ‘power hungry’,
with constantimprovementsin PUE. Do
readhis article to discover why thisis such
acrucialacronymintheworld of data
centres.

Africais oftencharacterisedas alaggard
inany globaltrend. Onthe surface, this
may be sointhe world of data centres,
but suchunderdevelopmentis providing
huge opportunity for first moversin
Africa. Kabir Chaland Funke Okubadejo
from our Africa Real Estate teamfocus
onthisintheirreview of the smallbut
rapidly growingmarketin Sub Saharan
Africa. Here as elsewhere, growing smart

phone penetration and mobile technology

enablesrapid growth, highlighting the
importance of size, operating efficiency,
andlocalisation.

Don'tjusttake Actis'word for this. Read
the contributionfrom Ayotunde Coker,
Managing Director of Rack Centre, the
leading data centre operatorin Nigeria.
Rack Centreisanewandexciting Actis
investment. Ayotunde has seenhis
business nearly quadruple productive
capacity since Rack Centre beganin 2013.
Onekey perspectiveisthe advantage of
beingcarrier neutral - offering servicesto
arange of carriersratherthan operating
asaclosed-carrier system, allowing

considerable economies of scale. We are
particularly grateful to Ayotunde for giving
usthe'Operator' perspective.

Finally yetimportantly, William Lu from

our AsiaReal Estate teamlooksathow

the marketfor Grade Alogistics assets
(including datacentres)is developingin
China. William points out thatitisnoteasy
obtainingdevelopment sites for these
investments, which typically have lower tax
and employmentyields and higher physical
traffic needs than conventionalindustrial
property. The neat solution - which we
have prosecutedat Actis -istomove

away from Tier 1 citiesto Tier 1 satellite
citiesand selectivelyinto Tier 2+ cities.
China'simprovingtransport facilities,
burgeoninge commerce markets and
shortdevelopmenttimelines make this
anattractive strategy foryield focussed
investors.

And COVID-19? Our colleagues
conclude that whilst the onset of the
pandemicdelayed capital expenditure,
the growthindatademanddrivenby new
societalnorms has overtaken this pause.
Building for the future needs dataand
power plus operating expertise tolink
theseinputs. We expect muchmoreto
comein this exciting space.


https://protect-eu.mimecast.com/s/AhNZCk77ncxB73t2fC7B
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Guest view: Digitalisation and Emerging Markets

Claire Curry

Head of Digital Industry,
BloombergNEF

John Thompson
Communications, London

jthompson@act.is

John Thompson speaks to Claire
Curry Head of Digital Industry at
BloombergNEF

Theimpact of digital technologiesis
beingfeltbyall ofus. Whetherit's the
Internet of Things connecting our
systemsanddevicestoanextentnever
known before, the emergence of new
technologiesinautomation, robotics
and Artificial Intelligence (Al), 5G, or the
way drones are transforminghhow we
viewandinteract withthe world,
digitalisationis already embeddedin our
day-to-dayliving.

Sowhat does this mean for Emerging
Markets?

Much of the focus of the debate around
justwhatthatimpactis—andhowfar
itcango -has centredondeveloped
markets. Butwhileitis true that much of
the progressinthe areahasbeenmadein
thesepartsoftheworld, there are notable
changes occurringinmany Emerging
Markets aswell. Which of these countries
digitalise fastestand how successfulit will
bedependsonafewfactors.

Emerging Marketshave laggedin their
adoption of digital technologies for a few
reasons. Many don'thave alarge domestic
technology sector, soiftheywanttoinvest
inthe area, theyhave toinvitein expensive
help fromoverseas. Andaswellasalack
of atechnology base, skillsand education
levels oftenaren'tas highinEmerging
Markets as elsewhere, whichmeansitis
harder tofind enough computer scientists
andengineers. Thatinturnmeans having
toimportstaff from overseas, whichagain
isexpensive, and not sustainablein the
longrun. Thefocus of many emerging
nationdigital policies, therefore,ison
cultivating domestic digital skills through
training, oftenleveraging private company
partnerships - Brazil & Nokia, Malaysia &
Coursera, Indiaand IBM.
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Exhibit 1: New-build clean energy asset financein Emerging Markets, by major country
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Exhibit 2: New-build clean energy asset finance in Emerging Markets, by technology
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Exhibit 3: National digital rankings (GDP per capita ($1000))
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Thebenefits of digitalisationare as
relevanttothe Emerging Markets
asanywhere else. Digitalisation

allows for substantial savings in

terms of construction, operation or
decommissioning costs across the
whole value chain because of greater
datavisibilityand control. [t canalsohelp
overcome labour shortages andlack of
sufficient, qualified, localemployees: for
example drones can monitoraremote
solarfarmand, if there are problems,
anengineer canuse augmentedreality
technology—potentially fromthousands
of miles away - todiagnose theissue. All
thathelps brings opexand capexdown,
criticalifbusinesses are tocompete
effectively.

Inaddition toreducing costs and helping
overcomingskillshortages, there are
otherwaysinwhich Emerging Markets
canbenefitfromdigitalisation—notably
construction, manufacturingand
renewable energy.

Digitalisationand Real Estate

Many Emerging Markets have very active
real-estate constructionsectors,and
the potential gains from digitalisation
are significant. Toolssuchas|oT,
computer vision, drones and digital
twins can generate digitalmodels of the
site, overlayingreal-time datato track
construction progress more accurately.
Aswellas givinginstantaneous updates
aboutthe progress of construction, this
helps with safety and security. These
technologies are beingadopted by some
large developersinthe U.S. and Europe
buthave notyet taken offin Emerging
Markets, meaningitislikely tobeareally
interesting prospectintheyears ahead.
Thisis particularly truein Asiawhere
governments suchas Chinahavea
strongfocus on'smartcities’, leveraging
digitalisation to build greenfield cities with
5G connectivity and automated buildings.

The power of digitalisation

to helpreduce the carbon
footprintin Emerging Markets
-aswellasthe otherbenefits
it willbring -implies continued
substantialinvestment
activityinthe years ahead.

Actis Macro Forum

Powering the future

Whenitcomestotheenergysector,
renewable power plants can particularly
benefitfromdigitalisation. The switch
towards alower carbon system will

mean solarand wind plans willbecome
asignificant part of a country's power
generation—whetherindevelopedor
Emerging Markets. Thiswilllead tothe
shrinking of the average size of power
plants and decentralisation of power
generation, forexample torooftop-
solarpanels onpeople'shomes. This
decentralisation, andintermittent
generation, makes the systemmore
complicated, creating problems which
digitalisation cansolve. Forexample
beingable to automatically balance supply
and demandin the grid so power which
isgenerated only whenthe sunis shining
canbeavailable 24 hoursaday. The good
news for many Emerging Marketsis that
theyhave huge solarand wind resources
andare already using digital technologies
toremotely operate and maintain their
renewable power plants. BloombergNEF
estimates the software market for solar
andwind assets willbe worth $1.2 billion
in 2025, Emerging Markets comprising
up to one-third of this. Many Emerging
Markets already have significantlevels of
power decentralisation, having not built
large transmission grids. Thismeansthey
arewellplacedtoinvestindigitalisation
toincrease theresiliency and operational
efficiency of their power systems, while
avoidingthe costs of retrofittingageing
gridinfrastructure that developed markets
are dealingwith. However, capitalinthe
areais oftenlacking, meaningthat the full
benefitsaren'tbeingseen.

Ifthose are some of the opportunities,
whatis the digitalisation progress of
different Emerging Markets?

Inmany ways Latin Americaand parts of
Asiaareleadingthe way. Leading countries
intheseregions have state-ownedoll
companies and power businesses, which
the governments are mandatingthey
modernise: digitalisationisanimportant
partofthis. Inaddition, countriesin South
America havelarge miningandagriculture
sectorsvitaltothe countries’economies,
sothe governments are pushingthemto
digitaliseinthose areastoo. Meanwhilein
the Asia Pacific Region, the huge chemical,
oiland solarenergy sectors will digitalise

fast. What'scommontoallthe Emerging
Marketsisthatwhere there arekey
industries that supportthe economy, the
pushtodigitalisationwill be stronger.

BloombergNEF estimates
the software market for
solarand wind assets will
beworth $1.2 billionin
2025

Otherimportantdevelopmentsare
takingplaceinthe Emerging Markets.

Anumber ofthemhave set-orare
planningtoset - Aland data protection
rules, which arevitalto create alevel
playing field for digitalisation toflourish.
Kenyahas formedan Altaskforce, Egypt
haslaunchedan Al strategy and passed
dataprotectionlegislation, while Brazil,
Argentina, Chile and Colombiaall planned
Al strategiesforthisyear - untilthey were
derailedby COVID-19.

Ingeneral, theimpact of COVID-19 on
the emergence of digitalisation hasbeen
mixed. Onthe onehand, social distancing
rules have meant that remote monitoring
and operations have become essential
for somecriticalindustries. Much of the
power gridis beingremotely operated for
the firsttime. Onthe otherhand, the virus
sawasignificantdrop offininvestmentin
itsearly stages. Projects were delayed,
and some of the legislation which would
have beenimportantfor digitalisationto
thrive hasbeen putonhold.

Yet, while start-up funding for
digitalisation projects plummetedin
April,there were hugeincreasesin June
and July, reflecting thereality that
investorsrealise these technologiesare
vitalforthe future. Thattrend will only
intensify. Developing countries’ power
sector CO2 emissionsarerisingrapidly
thanksto their growing economies.
Reducingthese carbon emissions will
becrucialinmeetingthe world'’s climate
goals.

The power of digitalisationto help
reduce the carbonfootprintinEmerging
Markets - aswellasthe other benefitsit
willbring -implies continued substantial
investmentactivityinthe yearsahead.



Data Centres &Al, China:
HAL 9000: "Good Morning, Dave”

Rodger Du Exhibit 1: Megawatt per million population of data centres globally 2019
Real Estate, China Ranking by megawatt per capita of data centres globally
rdu@act.is ‘ »> MW per capita
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Firstappearinginthe 1968 film-"2001: reland

ASpace Odyssey”,HAL9000isa
fictional artificialintelligence character

United States |

andthe mainantagonistin ArthurC. United Kingdom |

Clarke's Space Odyssey series. “Good Canada |

Morning,I?)Tve",which;sani:;t:;(t)lgo Japan |
; i i

recognisable greeting from is Norway |

stillone of the most famous quotesin

science fiction history. Having said that, New Zealand |

since 1968 when the epic film was made, Finland |
Alhasbeenthroughcycles of hype and Austria [
bust. Asat 2020, Alis everywhere, no Switzerland |
longerjustacharacterinsciencefiction.
The proliferation of Al-based applications South Kores i
willbe one of the growth drivers for data Sweden (I
centres, the physicalassets thathouse the Germany (il
"brain” of Al. For this piece we will focus on Denmark [l
the data centre marketinthe Asia-Pacific France I
regionwhere our teamis based. Taiwan
Spoileralert: Belgium |
m JYouareadvisedtoreadtotheend! Bulgaria |l
Malaysia |l
APACIDC market - atale oftwo United Arab Emirates |l
segments Czech Republic |l
APAC s one of the fastest developingand Italy (i
largest datacentreregionsinthe world. china I
Accordingto Structure Research, the co- )
location market for Asia Pacific will grow Spain W
atanexpected compound annual growth Portugal fi
rate of 12.2% from 2018-2024. (Whilst this Chile ll
pre COVID-19 forecast mayberevised Poland i
downwe stillexpect healthy growth). South Africa i
The AsiaPacificregion hastwo distinct Thailand fi
segments of data centre markets—those Russia
which serveregionaldemand, suchas )
HongKongand Singapore, andthose Brazil |
which serve mainly domestic markets, Indonesia
suchas Tokyo, Seoul, China Mainland Philippines |
andAustralia. Therearealso several Argentina |
interesting Tier Ilmarkets, such asIndia, Turkey |
Vietnamand Indonesia, which have high
population growth, but very low data Colombia
centre capacity atthe moment. Thewhole India |
of Indianowhasonly 1.5 megawatts of Vietnam |
electricity capacity per million population,
butitis clear thatthisfigure willsoarinthe 0 10 20 30 40 50 60 70 80
nearfuture. Source: Cushman & Wakefield
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Growthdrivers of Asia-Pacificdata
centres

Business Migration to Cloud - Countries
suchaslIndia, China, South Koreaand
Japanare amongthe demand-driven
marketsinthe Asia-Pacificregion. At

the sametime, theregionishometo
countrieslike Indonesiaand Vietnam that
arejustbeginningto scratchthe surface
ofthe datacentre market. Drivenby the
flexibility in capacity, lower upfront cost
andincreasingassuranceinsecurity,
enterpriseshave firstly chosentomove to
co-locationfacilitiesand morerecently to
amixture of co-location plus public/private
cloud.

Theincreasingadoption of cloud services
isdrivingthe growth of datacentresin

the Asia-Pacific countries, leadingto

the birth of more hyper-scale plants and
prompting big corporates suchas Google,
Alibaba Group and Amazon Web Services
(AWS) to expandtheir cloudinfrastructure
footprinttofacilitate the expansion. China,
Singapore, SouthKorea, Indonesia and
Malaysiawillbe the fastest growingregion
forwholesale co-location data centres
over the next five years, withits market
size expanding by acompounded annual
growthrate (CAGR) of 13% between 2019
and 2024.

Currently North Americais thelargest
co-locationdata centre marketby size, at
US$17.2 billion but the Asia Pacificregion
isexpectedto take overthe top position
byasearlyas2021. The totalmarketsize
for Asia Pacific co-locationdata centres
isforecasttobearound US$28 billion by
2024,20% higher than the US$23.4 billion
market size projected for North America.

Tech-Savvyyoungpopulation - In APAC,
increasingly tech-savvy demographics
boosts mobile phone penetration. The
United States and the United Kingdom
have rates of above 90%, so mobile usage
in APAC withan averagerate of 67%in
2019 has huge potential for expansion.
Forexample, India has the secondlargest
populationintheworld—andit'salsoone
oftheyoungest. Theyare facingahuge
databoom. Many people have multiple
mobile phones. Today the whole of India
has only 252MW of data centre power
whichtranslatesinto 0.2MW per million
population. Incomparison, the United
Statesis close to 20MW per million

Actis Macro Forum

population. It's obvious that number for
India will skyrocket. Thereis alot of big
datacentredevelopmentgoingoninindia,
especiallyinMumbai.

Asia-based social mediaand messaging
platformsand mobile payments are onthe
rise andhave become one ofthe biggest
battle zonesintechnology. Asianapps
areincreasingly helpingtotransform
economies aroundtheworld. Messaging
apps tailoredto Asiaare also gainingin
importance and stayingahead ofthe
competition by constantlyintroducing
innovative ways to engage users.

In2019, anaverage Asian user spenttwo
hours and eight minutes aday on social
media channels, the mostimportant of
which are YouTube, Facebook, WhatsApp
andInstagram. AccordingtoBain&Co.,
by 2022, 50 million new consumers will

be elevatedtomiddleclass statusin
Indonesia, Malaysia, Philippines, Thailand
and Vietnam, drivenbyrisingincome. As
aresultannualdisposable income within
theregionwillincrease by US$300 billion
fromtoday, contributed by 350 million
people. Theexpectedincreased!T and
large domestic consumption, explosive
growthine-commerce anddigitalbanking
and demand for data storage across Asiais
appealingtodatacentre players.

Datalocalisation - Data centre service
providers are attractedtotheideathat
they willbe bringingdataand cloud storage
closertothe consumers, whoaccess
voluminous data daily to watch movies,
upload photos andvideos, play games and
make cashless payments. These trends
have caughtthe attention of Alibabaand
Tencent, major playersinfin-techand
cashless payment systems, who are now
sharpeningtheirfocus onlocatingdata
centresinsecond-tier cities.

The growth of original contentin
Southeast Asia couldbe away for global
contentproviders suchas Netflix to attract
new subscribersintheregion. Netflixhas
already begun producinglocalised content
for South Koreaanddebutedin Japan,

the company has announced plans to
launchin China, South Korea, HongKong,
Taiwan, Singapore, Malaysia, and Vietnam.
Global content providersareincreasingly
optingforadecentralised contenthosting
strategytostreamdatalocallyandreduce
latencyissues.

Furthermore, driven by acombination

of regulations around cybercrime, the
e-commerce boomand proliferating
ride-hailingindustries, datalocalisation
requirements are evolvingrapidly and

are beingenforcedin many countries,
including China, India, Indonesia, Malaysia,
Vietnam, Thailand and the Philippines.

5Grollout - The progressive rollout of
5G networksacrosstheworldis expected
tofueldemandfordatacentres. A5G
network couldbe up to 20 times faster
thanthe current 4G networks and would
spurmassive consumption of dataand
unlock new capabilities such as self-
drivingcars, cloudgamingandathriving
ecosystemofsmartappliances that
require aconstantconnection. InAsia
Pacific, Singaporeis one ofthe early
adoptersof 5Gandisontracktorollout 5G
mobile networks by 2020.

Takeabow, HAL 9000

And finally, we must comeclean that 60-
70% of this article was written by an Al
engine, whichisaccommodatedindata
centres. We simply told the Al writer
howwe'dlike the piecetobeginand end,
picked the datagraph, specified what
we neededin each section, separated
the sensical fromthe nonsensicalin
theoutput,andinserted connectives
between paragraphs.

Thanks to datacentres, whichbring

us Al, Facebook, Amazon, Taobao,
WhatsApp, The Game of Thrones, Uber,
Zoom and future creative powerhouses
unimaginable today!




Powertothe data centre!

Alberto Estefan

Energy Infrastructure, l
Mexico

aestefan@act.is
Watch this podcast

TheDigital Revolutionis characterised
by the manipulation of data. Atthe
heart of this massive and accelerating
exchange of datais the datacentre,

the “brain” oftheinternet, wheredata

is captured, computed, and stored.
Electricity is centralto this process such
that datacentre capacityis expressed
inMWs.

Theexplosionindatacentre traffichas
attractedattentiontothe question of
itsimpactonenergy demand. Inthis
piece, we seek toshedlighton 1) how
importantis power supply to data centres,
2)theimportance of data centresto
globalpowerdemand, and 3) whether
datacentres hinder or enable the energy
transition.

Importance of power supply to data
centres

Adatacentreis aphysicalfacility that
offers space tohosttheinfrastructure
(building, servers, backup power supply,
cooling, bandwidth, security, etc.) that
houses criticalapplications and data.

The corecomponents are network
infrastructure, storage infrastructure and
computingresources—all of whichare
powered by electricity. Inaddition, these
processes generate heat, whichneedsto
beremoved by coolingequipment thatis
alsopoweredby electricity (the extentto
which poweris usedto cool the data centre
largely determines Power Usage Efficiency
(PUE) metric—more onthatbelow).

Fromacapexperspective, electricity
equipmentrepresentsupto 50% of hard
costsand 30% of totaldevelopment

cost. Thispowerequipmentincludes
generators, Uninterruptable Power Supply
(UPS) systems andrechargeable batteries
thatare usedto maximisereliability.
Arguably morerelevant, though, up to
65% of the cash operating expenses
ofrunningadata centre are electricity

and power equipmentrelated. Actishas
recentlyannouncedthe constructionofa
21MW T load data centrein South Koreain
whichitwillinvest nearly $100min power
equipmentandexpectsto pay over $30m
perannumin power and power equipment
related costs duringits operations phase.

10 Actis Macro Forum

Thisis arealexample of two core Actis
capabilities-inpower andreal estate
combiningknowledge.

No surprise thenthatfromadata
centredevelopmentperspective, the
procurement of stable and redundant
power suppliesis akey successfactor
(alongside theright physicallocationand
enablingtherightecosystemwithinthe
facility). From avalue propositionand
returns perspective, power procurement
cost competitivenessis crucial.

Importance of data centres to global
power demand

Therelationcutsbothways: datacentres
areanincreasingly significant source of
demandforenergyinthe global context.
Today, anindustry thatreally only took
offinthe early 2000s, consumes around
200 TWhperannum, equivalentto 3%
ofallelectricity usedinhouseholds
globallyandaround 1% of total electricity
consumption. Google estimatesthatany
givensearchonits popular searchengine
requires 0.0003kWh of energy, enough
tolighta60Wbulbfor 17 seconds—these
searchesdoaddup (over 1.2 trillionin 2019
andrising by over 6 billionadayin 2020).

Datacentre|P trafficis expectedto grow
exponentially during the next phase of
the Digital Revolution:intheimmediate
term cloud computing, characterised by
computing processes and data storage
migratedtothe cloudasopposedto
devices (whichrequiresalot ofdata
flowingaround) and, inthe near future,
artificialintelligence, internet of things,
virtualreality,autonomous vehicles and
blockchain, all of which require massive
amount of data creation, processingand
storage. From 2010to 2018 datacentreIP
trafficincreased 6-fold. HSBC estimates
thatbetween 2017 and 2030it willincrease
another 19-fold.

If data centresuse alot of powerand
theiruse has grown exponentially, so has
power demand by this sector...right?
Interestingly, thishas notbeenthe casein
thelastdecade, whenthe 6-foldincrease
indata centre IP trafficbetween 2010 and
2018 has correspondedwith a 6% total
increase of power demand by this sector
overthat period. Efficiencyimprovements
incoreIT components andthe shiftaway
from small, inefficient facilities towards
large cloud and hyperscale datacentres
aretoblame.

PUE - theratio of total power use by IT
equipment -inlarge data facilities has
droppedfrom 2.5in 2007 toanindustry
average ofaround 1.6, withthe very best
hyperscale data canhave PUE values of
around 1.1 (meaning 0.1 kWh used for
cooling/power provision forevery 1kWh
usedfor T equipment). Actishas adata
centreunder constructionin Chinain
which different design measureswere
adoptedtotargeta 1.19 PUE.

Thekey questionis whether this
technology evolutionwillbe sufficient
tokeepupwithdatacentre growth.
ThelEAprojectsthat while datacentre
demand willincrease by 60% through
2022, ifthetrajectory of efficiency
gainsinlT components anddata centre
infrastructure continues, datacentre
power consumption canremain constant
throughthatperiod. Some cautionthat
longerterm power demand willinevitably
increase ontheargumentthat Moore's
law—the doubling of processing capacity
and 50%reductioninits costevery 1.5
years—willtend to break eventually. Also,
afterall, the PUE canneverbebelow 1.
HSBC estimates that by 2030 total power
demand by data centreswillincrease 9x,
and cautions about consequential strains
onglobalenergy systems. A2018articlein
Nature estimates that the sectors power
demand couldincrease by "only” 5xorless,
t0 1,100TWhoraround 2.5% of global
electricity consumption. Thisisamatter
ofdebate, asothersargue thatthese
projections failto consider continued
efficiency gains.

Datacentres:anenabler of the energy
transition?

Afirstelementto contextualise this
questionisthatwhile datacentresare
facilities with high concentration of power
consumption, they serve as outsourcing
replacementfor T processingneeds that
would have otherwise been doneinternally
by corporations. Also, cloud computing
savestheoverallenergyto be utilised by
IT equipment, drives more efficient use of
computerresources, saves office spaces
and as more human activities goes online,
thereisanoverallmore efficient use of
resources, includingenergy, comparedto
offline activities.

Interms of power demandby the data
centreindustry, while the rate of growth
isuncertain,itisclearitisalreadyalarge
carbonemitter. However, the journey that


https://protect-eu.mimecast.com/s/lg_RCoyyrIOYMphOV1LZ

data centres have gone throughlays out
importantlessons for otherindustries,
namely: scale, energy efficiency and,
importantly, adoption of renewable
energy.

Actis has witnessedfirst-hand the muscle
of efficiency derived from scale via our
activitiesinthe power sector. Our first
wind farmin Latin America (alsothe
region's first utility scale wind farm), PESRL
in CostaRica, used 410kW turbinesina
facility with atotal capacity of 24MW. Our
latestwind farmin Brazil utilises 4.2MW
turbines—10xthe capacity perturbinevs.
PESRL's. InMexico, we built whatis today
thelargestoperationalwindfarmin Latin
Americaat 424MW. Thisfacility sells power
ata 50%discounttothat firstinvestment
in CostaRica. Onthe datacentreside,
AWS estimates that hyperscale data
centresrequire only 16% of the power as
comparedtoon-premisesinfrastructure,
whichreduces carbon footprint by 88%.
Sometimesbiggerisbetter.

We also know that the cleanest (and
cheapest!) kWisthat whichis notwasted—
energy efficiency. Inour power distribution
businesses, lossreductionisakeyelement
of ourvalue creationtoolkit. InUmeme,
apower distributionbusinessin Uganda,
annualnetworklosses decreased from
34.7%in2009t0 19.5%in 2015. The data
centreindustryhas alsofocused onenergy
efficiency, by applyingnew technologies.
Google developedan artificialintelligence
algorithmthat monitors data generated
by sensors within a data centre to optimise
the cooling configurations, reducing
power usage by 15%.

Ultimately, though, the data centre
industry will continue to require massive
amounts of power: anequivalent of
more than 300GW of new plants by
2030. The goodnewsis thatinformation
and communications technology (ICT)
companies have become major players
inanchoring new renewable capacity.
Thedecliningcost of renewable energy
supportsarobusteconomicargument,
whileitallows the offtaker tohedgeits
power cost from price volatility vialong
term, fixed price PPAs—something that
fossilfuelgeneration cannot provide.

Across the globe, adoption of renewables
by data centre operationshas gone
mainstream. AccordingtothelEA,

half of global corporate renewables
procurementinthe pastfive years.
Thischarge hasbeenled precisely by
datacentre operators. In2018, Google
procured 10TWh of renewable power
tomatch 100% of their data centre
energy consumption: thisis equivalent
tothetotalelectricity consumption of
Guatemala, withapopulation of 17 million.
AWS has committedto procure 100%
oftheir power needs fromrenewables
by 2025. Forrenewables developers,
these offtakers, with theirhuge demand
requirements, corporate commitmentto
renewables and credit profile, represent
anidealcommercialisation path to
anchornew projects. Afterall, Microsoft,
which sourced half of its electricity
fromrenewablesin 2018, is one of only
two corporationsinthe UStoboasta
AAA creditrating - higher thanthe US
governmentitself!

Conclusion

Theworld'sappetite for datahasincreased
exponentially overthe pastdecadeandis
expectedtoaccelerate furtherwiththe
advent of newtechnologies—artificial
intelligence, virtualreality, autonomous
vehicles, andtheinternet of things. Data
centres are akey component of this digital
ecosystemthatis poweredby electricity.
Electricityis mostimportantcomponent
ofadatacentre coststructureandisakey
development successfactor. Operators
thatexcelatpower procurementwillhave
anedge as willReal Estate developerswith
in-house expertiseinthisareasuchas
Actis.

Fromamacroperspective, data centres
accountfor 1% of global consumption.
While efficiency gainsin operations

have mitigatedanyincreaseintotal
powerdemandinthe pastdecade,itis
projectedthat the share of global power
consumption couldincrease towards 2.5%
plus by 2030.

While thisincrease could pose
challenges and strains to the global
energy system, theindustryhas
relevantlessonsforothersonthe
energy transitionjourney: scale, energy
efficiency and the adoption of renewable
energy have come together to power the
datacentreinasmart, sustainable way.
Stakeholders should take note to keep

\

:q

\ '

ICT companies accountedforabout andbuildon this promising path.
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Africa’'s digital revolution needs data centres

Kabir Chal

Real Estate, Kenya
kschal@act.is

<

Funke Okubadejo
Real Estate, Nigeria

fokubadejo@act.is

Have you ever wondered what happens
every minute ontheinternet?

Theanswerisalot! Theworld’s most
popularapps and websites have seen
significant growth over thelast four
years and will continue to grow rapidly
asmore peopleaccess theinternetand
the cost ofaccessfalls. Internetusers
grewfrom3.4bnto 4.6bnfrom 2016 to
2020 but the main storyisrisinguse per
capita. Weliveinaworld where huge
amounts of dataare being produced and
consumed. All of it needsahome and
thathomeisthedatacentre.

Theglobaldataboomisnotonly being
driven by consumer usage. Automation
and machine learningare significant
playersinthis story giving birthtowhat
iswidely knownas the Internet of Things
('loT"). loT refersto theinterconnection
viathe Internet of computingdevices
embeddedin everyday objects, enabling
themtosendandreceivedata. Thelead
role howeveris cast to the Cloud—the
ethereal space outthere where people
store theirmemories, where companies
hosttheirapplications andincreasingly
computingistakingplace. Tomany ofits
endusersthe Cloudisavirtual concept,
outofsightoutofmind. Therealityis
that Cloud needs somewheretolive,
somewhere that maintains the ambient
conditionstoallowitto operate at peak
performance. Thatsomewhereisthe data
centre. Cloudisresponsible fortherecent
explosionindata centre growth globally.

1/2%

Mobile data subscriptionsare set to
account for 72% of all subscriptionsin
SSAby2025.
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Source: Visual Capitalist

Sub-Saharan Africa: High growthin data
consumption, offalowbase

Africais one of the fastestgrowingdata
usageregionsintheworld—albeitfroma
lowbase. Inadditionto the active mobile
network operators, thishas caught the
attention of several global majorsincluding
Google, Facebookand Amazonall of whom
are making substantialinvestmentsto help
boost Africa's networkinfrastructure to
caterforthisdemand. One ofthe key areas
needinginvestmentisthe datacentre
sectorwhichsitsatthe heart ofthedigital
revolution.

Accordingto the Ericsson Mobility Report,
in 2019, 54% of SSA's mobile subscriptions
were datausers of which 11% were on

4G networks. By 2025, 72% of SSA's
mobile subscriptions are expectedto be
datauserswiththose on 4G networks
growingto 29%. From 2019to 2025,
SSAisforecasttobetheworld'sfastest
growingregioninterms of new mobile
subscriptions—4% perannum (compared
to 1%inLatin Americaand China), with

Exhibit 1: What happens every minute ontheinternetin 2020

absolute subscriptionnumbers second
onlytoAsia. Over the same period,
smartphone subscriptions are forecast
togrowat 9% perannum, secondonly to
MENA. SSAis by far the fastest growing
region globally interms of monthly mobile
dataconsumed (persmartphone)—52%
perannum. Whatever scepticismthere
istobe hadaround affordability of, and
accessto, datain Africa, therealityis that
datausageisgrowingattremendousrates
andinfrastructureinvestmenthasnotkept

up.

Latencyandregulation point towards
hostingdatalocallyin Africa

Todate, alarge amount of contentis being
storedin offshore data centres (mainly
Europe andthe US) servicing African
markets through sub-sea cablelinkages.
Thiswas fineatatimewhenusage

levels were lower but startedto prove
problematicasanincreaseinusersbegan
tochallenge bandwidth andthe broader
networkinvestment, thereby introducing



greaterlatency. Thishas causedseveral Exhibit 2: Mobile subscriptions by technology, SSA
international cloudand content providers 100
toexplore hostingtheir contentlocally

indata centresand, inthelastthree

years, heralding the entries of: Facebook, 80
Google, Amazon, Apple, Netflixetc. to

South Africa, Kenya and Nigeria. 60
Therenewedglobalfocus ondata

sovereignty has prompted several African 40

countries torevisit their ownregulations
whichhasbroughtfurtherimpetus todata

centre developmentacross the continent. 20
Forinstance,in Nigeria, the Government
requires datatobehostedlocally forkey
sectors - oil&gas, financial services and
publicsector. 2019 2025

Latencyanddata sovereignty regulation 12G 013G 114G [5G
aretwomajordrivers for hosting data
locally. Cloud madeits first major
appearancein Africalastyear with Azure
establishingapresenceintwo South

Source: Ericsson Mobility Report, June 2020

Exhibit 3: Smartphone subscriptions (m)

African datacentres and AWS building 800 2X
three of its own facilitiesin Cape Town. 200 650
Readingacrossfromtrendsinother 590

markets, one would expect Google to 600

follow suitverysoon. These majorsare

alsoactivelylookingat Eastand West S
Africaandthe expectationisthatthey 400
willhave aninitial preference to host

their cloud platformsin third-party data 300
centres. 200

Lowering costs forlocal hostingrequires 100
investmentinnetworkinfrastructure 0

[tis easytounderstandwhy Google and
Facebookmay be wellplacedtohave good
insightsinto Africa's dataconsumption I North America BLatin America I WesternEurope [ SSA
andindeedthetrajectory ofits growth—as
the adage goes, actions speaklouder than
words. In2019, Google announcedthe
Equaino cable that willconnect the West

2018a 2025a

Source: Ericsson Mobility Report, June 2020

Exhibit 4: IXP growthandimpact onecosystem

Coast of Africawith Europe —the project Kenya 2012 2020
beingonly the third privately funded cable

projectby Google. In 2020, Facebook IXP Traffic 1Gbps 19Gbps
announcedthatitwasjoiningtolead Mobile internet users (% of population) 0.42% 41.92%
Project Mercury, anambling subsea cable

project. The 2Africa cable willconnect 500MB of data prepaid US$5.92 US$2.42(2017)
Africa's circumference startingand ending

in Europe. Both cableswilladdahuge Nigeria 2012 2020
amountofinternet capacity to Africaand

help to substantially reduce broadband IXP Traffic 0.3Gbps 125Gbps

costs. Localisingthe hosting of content
andincreasingthe peering, the exchange
of datadirectlybetweeninternetservice 500MB of data prepaid Us$12.75 Us$3.27

providers (ISP"). rather thanviathe Source: Internet Society - Anchoring the African Internet Ecosystem: Lessons from Kenya and Nigeria's

internet) carries substantial benefits Internet Exchange Point Growth, Michael Kende, June 2020 (www.internetsociety.org/issues/ixps/
totheenduser:costandlatencybeing ixpreport2020/)

themostobvious. In 2010, the Internet
Society setanambitious goalto see 80%

Internet users (% of population) 16.1% 42%

13 Actis Macro Forum



of Africaninternet traffichostedlocally

by 2020. In order to achieve this, pieces of
the ecosystem neededto cometogether:
Africaneeded more subsea cable capacity,
fibre networks neededto be expanded,
more data centres neededto be builtand
internet exchange points ('IXPs'), where
ISPs and contentdelivery networks (like
Facebook) exchangeinternettraffic,tobe
established. A case studydonein20200on
Kenya and Nigeriahas showntremendous
progress. In 2012, approximately 30% of
eachcountry'straffic waslocalised; today
that figure has growntoaround 70%.
Growthinpeeringvolumes throughIXPsin
both markets was exponentialas were cost
savings from exchanging trafficlocally (in
doing so avoiding expensive international
transit).

ThelXPsinKenyaandNigeriahave seen
theirrespective peeringtrafficvolumes
grow 19-foldand 400-fold respectively
with significant cost savings estimated at
US$6m paand US$40m parespectively.
Inadditiontolower databundle prices
forconsumers, both countries have
seensignificantincreasesinthe number
of mobileinternetusers - 100-fold for
Kenya and 4-fold for Nigeriato 42% of the
population.

IXPsare hostedindatacentresanditwill
be nosurprisetonote that overthe same
period data centre capacity in Nigeria has
grown 3-fold, whilst Kenya's has almost
doubled. Thatsaid, Xalam Analytics
contextualiseintheirlatest publication,
Africa Data Centre Gold Rush, thatthe
entireinstalleddata centre capacity in SSA
islessthanhalfthanthat of London'sandis
broadly on par with Paris.
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COVID-19anditsrestrictions have
accelerated thedigitalrevolution

COVID-19 and the lockdown restrictions
thatfollowedhadahugeimpacton
dataconsumption globally. Datatraffic
increased by between 20 - 100%, on
alike-for-like basis, across the world's
largest markets. The pandemicushered
inacloserrelationship with the internet
where people nowrelyonit more for

work, education, communication,
entertainmentetc. Itisunlikely that this will
materially abate once the pandemic eases,
puttingfurtherurgency onthe build-out of
networkinfrastructure, like data centres,
tocopewiththeincreaseintrafficand
dependency. Across major developed
marketeconomies, Ericssonreported
a10-20%increasein mobile data traffic
inQ12020. Overthe same period, MTN
Nigeriarecordeda60% growthindata
revenues, supportedinpartby the addition
of 1.7mactive datauserstoits network.
BoththelXPsinKenyaand Nigeria
recordedrecorddaily spikesinpeering
volumes during COVID-19's lockdown
restrictions.

Anearly mover opportunity exists to
establishanetwork of Pan-Africandata
centres

Notwithstandingthe strongsector
fundamentals and secular growthtrends
supportingthe data centre sectorin Africa,
itremainsrelatively underinvestedin SSA
(excl. SA). Thereareanumberofreasons
forthis,including:itis a capital-intensive
sector; thereislittle localexpertisein
developingand operatingdata centres;
mostmarkets present challenges when
dealingwith power, realestate andfibre
connectivity.

Theimpressionofachallenging
operating environmentin Africa

may deterinternational strategic
players from entering SSA (excl.
SA)onagreenfield basis, providing

an opportunity forinvestors who
have experience ofinvestinginthe
development of power, infrastructure
andreal estateassetsacross Africa.

I R

i

Actisinaction

Actis, throughits Africa Real
Estate Fund, establisheda
US$250m Pan-Africandata
centre platform. The platform

is focussedon establishing
anetwork of datacentresin
Africa's largest markets following
abuy-and-build strategy.

Actis has partneredwith an
experienced |CT private equity
firm, Convergence Partners as
welltwoindustry experts Tim
Parsonsonand Frank Hassett.
The platformcompletedits first
acquisition of amajority stakein
Nigeria's leading data centre, Rack
Centre, and has swiftly embarked
onaninvestment programme that
will see capacityincrease by up to
15-fold depending ondemand,

In paralleltobeingontrackto
double capacity to 1.5MW by Q1
2021 andthe developmentofa
13MW facilityis already on track
forcompletionby Q4 2021. The
platformis nowbeingbuiltoutand
in parallelevaluatinganumber of
acquisition opportunities across
key markets
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Q) RACKCENTRE

Corporate view: Rack Centre - growing West
Africa's digital infrastructure

Ayotunde Coker

Managing Director,

Rack Centre \
Watch this podcast

Rack Centreisacarrier neutraldata
centrein Nigeria offering colocation,
contentdistribution, interconnectand
cloudservices. The company
commenced operationsin August 2013
with 375kW of IT power capacity and 300
square metres of space. Following
growthin capacity utilisation, the facility
was doubled withan additional 375kW of
IT power capacity whichwentlivein April
2016. The project has now commenced
todouble capacity to 1.5MW of IT power
dueready forserviceinQ12021.

Rack Centreisahighly connected facility
providingaccessto over 40 of the major
carriersandInternet Service Providers
(ISPs)inNigeria, Tier 1 networks, pan
Africainternational carriers, and direct
connectiontoall 5underseacables
servingthe Atlantic Coast of Africa.

Rack Centre offersalocally hosted
comprehensive cloudand content
distribution marketplace, bringingthe
hosting of world-class cloud services to
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Exhibit 1: Rack Centre hyperscale expansion now underway

Nigeria. Indoing so, itreducesthe costto
accesshigh quality cloud servicesin West
Africa.

Whatdoesthe termcarrier neutral
meanandwhyisitimportant? Carriers
compete witheachother. Assuchthey
struggletoattract competitor carriers
andISPstolocate attheir datacentres

to offerservices. Havingall carriers and
ISPsatacarrierneutraldata centre gives
powerful competitive advantage, aslarge
customersandhyperscale cloud providers
require easy accesstoarange of networks
withlowlatency at the samelocation.

Rack Centre was thefirstdatacentre
companyinAfricato achieve Tier lll Design
Certification by the Uptime Institute, the
globalauthority for data centre quality
certification, andthenwentontoachieve
the Tier lllfor Constructed Facility by

the Uptime Institute in April 2017. Ithas
received awiderange of prestigious
globalaccoladesincluding the Excellence
inRegional Data Centre Award, Middle
EastandAfrica"atthe prestigious 2019
Datacloud Global Awards in Monaco.

Key growth opportunities for Rack
Centre

Data Centre marketsacrossthe world
evolve and addressable markets unlock
atdifferent speeds. Sinceinception, Rack
Centre'smanagementhas beenfocussed
oncreatingawareness arounddata centre
hosting seekingtounlock the addressable
market. In Africa, South Africahas setthe
pace for growth and currently has about
halfthe total available capacityin Africa.
Totalavailable capacityin Africawith a
populationof 1.3 billionis only halfthat of
Amsterdam, and aquarter of London. In
additionto South Africa, the key African
growth markets are Kenya, Nigeriaand
Egypt, with Nigeria showingthe most
compellingdriversforgrowthandscale.

Therearearange of factorsand catalysts
for data centre growth potential for
Nigeria. Availability of underseacable
capacity andbroadband penetration
forthelast mile underpin growth of data
consumptionandtherefore datacentre
capacity. Broadband penetrationin
Nigeriahas beengrowingrapidly. 40%
penetrationtodayisforecasttohit 70% by
2023. Internet connections grewto 136
millionin Q1 2020, having been 129 million


https://protect-eu.mimecast.com/s/vLRCCl77ocQEyqu9KoBS

Exhibit 2:Rack Centre phase 1 groundfloor

———

atend 2019, higherthanany countryin
Europeandthehighestin Africa. The
very latestinformationfromthe Nigeria
Communications Commissionindicates
afigure of 146 million for July 2020. This
figure, whichrepresents asignificant
growthtrajectory, is overtwice the
number of any other African country and
ranking sixthlargestintheworld. Itislikely
thatNigeria will surpass Braziltobe the
fiftthrankedintheworldinthe nextyear.

The 45 millionMSMEs, regardless of total
populationare economically active entities
ready todemand consumption of cloud
services.
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Nigeria has been consistentlyimproving
its ease of doingbusiness performance
overthe pastfewyears. Coupled with
anexcellent geophysicallocation that
halves thelatency of datatransmission
to Europeand US comparedto South
Africa,itis wellplacedtobe the next
locationfor hyperscale cloudand
content providers not only tomeet

the Nigerian market demand, but the
regionalrequirements. Rack Centreis
wellplaced totake onthis growth, having
createdanimpressive ecosystemas
outlined earlier. Google's Equiano cable
and Facebook’s 2 Africa consortium
ofunderseacables serving Africaare
expectedto furtherdrive contentand
datacentre growth.

Rack Centre: Actis valueadd

The Actisinvestmenthas been
transformational for Rack Centre.
Havingbuilta strongbrand, with
globalrecognition, the acquisition of
acontrolling stake by Actis ahighly
reputable firm has significantly
enhancedthe credibility of the

Rack Centre brand. Thishas had
apositiveimpact on how Rack
Centreis perceived by the localand
international prospective customers.
Inaddition, Actis has brought with

it expertiseinthe formof Tim
Parsonson, afounder of Teraco,
Africa'slargestdatacentre, as
Chairpersonand Frank Hassett, ex-
Vice President of Equinix, as technical
adviser.

GivenRack Centre's ambitious
expansion, Actis'knowledge and
expertiseinthe real estate and power
sectors coupledwith theirlegaland
commercial frameworks has been
valuableinhelpingaccelerate the
company's growth plans.



China'snewlogistics

William Lu
Real Estate, China

wlu@act.is
Watch this podcast

Demand from manufacturers seeking
space tostoretheir productsand
components was the earliest driver

of China’slogistics property market.
Over the past decade, this market saw
significant leasingdemand fromthe
E-commerce sector,now the most
critical sales channelforthe world’s
largest consumer market. Asaresult,
GradeAlogisticplantsin Chinaarehot
propertiesforinvestorslooking forboth
development and stabilised warehouse
projectsthat catertoe-commerce
firms, 3PLs, retailersand other firms
servingthe consumer sector.

China's growing consumer class,
particularly the middle-income sector,
has supportedtherising consumption
trends. The number of middle class
householdsis expectedtoincrease
from 89 millionin 2007 to 361 millionin
2027, based on Oxford Economics at
aCAGRof 7.2%, whilethe CAGRinthe
US duringthe same time periodis only
at0.2%. Whilst COVID-19 outbreak
didimpact consumption overthe short
term, demographicsand policy support
aremuch moreresilientandlonger-
lasting positives. E-commerce retailers
benefit fromthis situation as shoppers
gravitate towards buying fromthe safety
oftheirhomes. We have seenincreased
warehousing demand for fresh food and
medical supplies.

Inthe first 6 months of 2020, online sales
penetrationrateincreasedby 5.6%, far
higherthanaverage growthrate of 2.5%
during2015-2019.

China's evolutiontowards aconsumption
ledeconomy willcontinue toboostits
rapidly growing E-commerce Sector.
Based on Cushman & Wakefield research,
Gross merchandise value (GMV) of
China's E-commerceindustrialwas only
RMB 1.9 trillionin 2013, GMVis expected
toincreasetoRMB 13.6 trillionin 2021,
ata CAGRof 27.9%. Alongside with the
domestic consumption growth story, the
risein E-commerce spendinghasbeen
major tailwind forthe logisticsreal estate
market. With E-commerce expandingits
offeringsintofreshfoodand cross-border
merchandises, warehousing requirements
from cold storage andimported goods
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has already emerged as the new demand
driverformodernlogistics warehouses.
[tis estimatedthat China'se-commerce
logistics revenue willincrease by an annual
growthrate of 18-25%from 2019t0 2023
accordingtoiResearchInc.

Grade Alogistics property stockin
China's major cities quadrupled between
2010and 2019, butitmerely accounts
for 4.8% of the totallogistics stockin
Chinaandwas notsufficientto meetthe
boominglogistics demand for high quality
warehousing space. Tenantsincreasingly
prefertolease modernwarehousesto
maximum operational efficiencyand to
meet the compliance requirement. As
one example, vast majority of old and
poor quality stock simply doesn'tmeet
the fire safety standard. Industrialland
supply has contracted across China
since 2012. Contractioninland supply
forlogistics warehouses willbe more
severe thanindustriallandin general.
Logisticsland generates less output,
taxationand employment compared
toothertraditionalindustrialuses such
as manufacturing, butalarge number

of newlogistics facilities canimpact
localtrafficand the environmentin
surroundingareas. Therefore, the supply
oflogisticslandfromlocalgovernments
inindustrial zones across Chinais usually
relativelylimited. Localgovernmenthas
increasingly stringentrequirementson
taxcommitment, owner occupationand
restrictionontransfer. Forexample,in
Beijing, the local Governmentissued
Circular 39 on 12 January 2018, which
reduced the maximum land tenure for

industrial developments (including
logistics) fromastandard 50 yearsto 20
years. With suchashorterlandtenure,no
purelogisticsland has been grantedsince
2018inBeijing. Such practice of having
ashorterlandtenure for newlogistics
land supply has sincebeenadoptedby a
number of other citiesin Chinaincluding
Shenzhen, Shanghai, Kunshanand
Chengdu.

Ingeneral, Grade Alogistics properties
include specifications such as optimal
space utilisation, high operating efficiency,
storage safety, flexibility to customise, and
highloading capabilities. Interms of the
developmentand constructionschedule, it
normally takes around 12-24 months from
land acquisition to stabilised occupancy/
completion, while development cycles
forlarge-scale commercialreal estate
projects cantake atleast 36 monthsor
more. Givenanattractive yield spread
upon stabilisationaswellasashorter
development period, mostinstitutional
capitalhas traditionally been concentrated
indevelop-to-corelogisticsinvestment
models targeting opportunisticreturns,in
whichinvestors have formed partnerships
with experienced developers with strong
presencein Chinaorthoseleading
developersraisingdevelopment funds
frominstitutional capital directly.

Exhibit 1: User size and utilisation ratio of online shopping from Dec. 2015 to Mar. 2020
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Source: China Internet Network Information Center (CNNIC), April 2020. The 45th Statistical Report

on Internet Development in China
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Most of thislogistics developmentactivity
has beenconcentratedinthree major
regions withthe greatestinvestment
potential, the Great Bay Area (GBAIn

the south), the Yangtze River Delta (in

the east) and Beijing Tianjinarea (inthe
north). Wealth and spendinglevelsin
thefirsttwenty years of China'sreform
periodwerealsolargely concentratedin
thesethreeregions, particularly so-called
Tier 1 citiesineachoftheseregions. The
most centrally located citiesinthese
three centresalone coverover 25 million
consumersinatwo-hourdrive. Andinthe
highly populatedurbanareas of YRD and
GBA, thereare megacities (andlogistics
warehouseinthem), which provide access
toaround 60 million people.

Inrecentyears, agrowing populationbase
intier 1.5, tier 2and eventier 3-4 cities has
witnessed a steady growthinwealth and
consumption. Atthe sametime, China's
massiveinvestmentsinroadinfrastructure
has laid the groundwork forincreasingly
efficientdistribution networks across the
differentregions. Chinese E-commerce
playershave startedto enter smaller
towns and expand the supply of products
and services, enhancing network demand
forawiderrange oflogistics facilities.
Grade Alogistics marketsin satellite cities
are becominganother strongwarehouse
locationin China. Locatedin proximity to
the country’'slargesttier 1 cities, these
satellite markets are attractive for spillover
demand forthose whowishto serve
consumer marketsinthe Tier 1 cities,
butare unable to find warehouse space
thereduetosupply constraints. Rents
arerelativelylowandthereare typically
more space options for tenantsin satellite
markets. Inrecentyears, satellite markets
thatsitbetweenmultiple large cities have
emergedasideallocations forregional
distribution.

Withagreatnumber of Grade Alogistics
projects generating consistentrental
income through mature tenantbases
andhigher weighted average lease expiry
(WALE), stabilised quality logistics assets
arebecomingmore attractive toyield-
focusedinvestorstargeting corereturn.
Forexample,inQ2 2020, GLPreacheda
final close foracore Chinalogistics fund
withRMB15 billionfund size. CBREGIand
Logosalsojointly launchedaRMB core
fundwith afund size of RMB5.5 billion

in Q12020 withdomesticinsurance
companies as keyinvestors. We expectto
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see evenmore capitalinflows tolarge core
logistics fund vehicles withinstitutional
quality portfolios. The openingof
domesticlisted marketsforreal estate
throughthe development of REITs will
furtheraccommodate core vehicles, by
introducingliquidity and direct capital.
Therewasapositive stepin thisdirection
on April 302020, withthe announcement
by the National Developmentand Reform
Commission (NDRC) and China Securities
Regulatory Commission (CSRC) of a pilot
program for mutual funds toissue publicly
traded REITs withafocus oninfrastructure,
includingwarehouses as the only property
sector.

Overthelongerterm, we believe investors
interestin China'slogistics sector will
remain strongasthe sectorbenefits

from strongeconomic and demographic
fundamentalsthatextend across short
market cycles. Inaddition, the upcoming
domestic REITs will provide anew channel
ofliquidity for primelogistics assets,
whichis set foraperiod of acceleratedand
sustained growth.

Actis AsiaReal Estate has one of
themostexperienced teamsonthe
ground with deep understanding of
thelocal Chinaproperty andstrong
localnetwork. Based onthat, Actis

has worked with oneleadinglogistics
developertojointlyinvestinand develop
Grade Alogisticsfacilitiesin Tier 1and
key Tier 2 gateway citiesin China. We
aimto gradually expand our exposurein
the Chinalogistics development sector.
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For moreinformation, please contact
Stuart Jackson

+44(0) 207 234 5154
sjackson@act.is

Sign up toreceive news from our Macro Forum
https://www.act.is/macro-forum-the-street-view/newsletter-signup/
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