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Inthisissue of the Actis Macro Forum Insights and Perspectives, we start with anin-depthlook at the changingworld of payments,
asectorwhereasafirmwe have beeninvestingheavily inrecent years. AliMazanderani, one of the leadingmembers of our global
Financial Services practice has writtenatwo-part series, the second of which willappearin our nextissue, focusingonhow changes
we have seentake holdin the developed world have moved at an even faster pace in our growth markets, suggesting that the
penetration of electronic payments will enable consumers and businesses across these markets to skip ageneration of financial
infrastructure investment. We also look at how innovation has become a centrepiece of Chinese economic strategy and how the
focus onlocalisation throughimport substitutionis now gaining explicit support, particularly inindustries like medtech, where

the country has historically relied on R&D innovation from the developed world. Finally, we re-visit the diversification questionin
Nigeria, and ask whether the last 18-24 months of economic turbulence may prove to be a “wasted recession”.

We havereferredin priorissues to therelative risk that today's economic and geopolitical outlook presents forinvestors
considering capital deploymentin the growth markets. The last six months have certainly seen aperiod of unprecedented soclal
changeinthe Middle East with agenerational change taking hold in Saudi Arabia, and this certainly has the potential to drive
increased volatility bothin growth and developed markets. Reassuringly, andin spite of this, consensus forecasts for our markets
remainresilientand whilst GDP growth alone willnot generate acceptable economicreturns forinvestors, a sector-focused
strategy targeting secular opportunitiesin sectors like payments and renewable energy, two focus areas for Actis, continues to
offeranattractive pay-back, particularly relative to the highly-priced markets of the West.
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The electronic payment revolution

AliMazanderani

Financial Services, London

amazanderani@act.is . J
Theway we payis evolvingin developed
economies, butit'sinemergingmarkets
where therevolutionishappening:

African, Asianand Latin Americandigital
pioneers are transforming how people
intheir countries transact, unlocking
explosive growth and settingnew

norms, showcasing the future for their
counterpartsinNorth Americaand Europe

"Howwouldyou like to pay?"It'saquestion
posedalmostevery time people and
businessestransactacrossthe USand
Europe, reflectingthe plethora of payment
methods now available in many developed
markets.

Thelasttwodecadeshave seenadramatic
shiftinthe way people pay for goods
andservices, with 2015 thefirst year

that cashless payments by consumers,
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businesses andfinancial organisations
overtook theuse ofnotesand coinsin

the UK. By 2026, oneinfour paymentsin
the UK are expectedtobe made using
contactless cards, with the shift towards
e-commerce tiltingthe balance even
moreinfavour of e-payments overthe
intervening period.Inthe US, the value of
non-cash paymentshasbeengrowingat
amultiple of GDP for decades, with mobile
wallet purchasesincreasingbynearly 72%
ayearbetween 2012and 2015.

Aside from the convenience factor,
there areanumber of other advantages
toelectronic forms of payment. These
range from additional security, improved
efficiency andlower costthroughto
increasedtaxrevenues for the state
asmore payments are taken out ofthe
shadow economy. The additional data
capturedthrough cashless paymentsalso
hasthe potentialtoimprove information
flows andinthe world of 'bigdata’, this

canhelp everyone frommarketersto
monetary policy decision-makers.

With such favourable dynamics, it'sno
wonderthere has beensuchaspikein
developed market dealactivity involving
paymentsbusinesses. Recent deals
include Vantiv's US$10bn acquisition of
Worldpay, the de-listing of Paysafeina
£3bndealandthe US$5.3bn purchase of
Nets. Theselandmark transactions are
making payments one of the mostactive
areas for M&Ain Europe and the US.

Yetdespiteallthis, cashis stillking,
accountingforanestimated 80% of
consumer transactions globally. And the
really exciting payments storiesaretobe
foundnotindeveloped markets, butinthe
world's growth economies. E-payment
businesses across Latin America, Africa
andparts of Asiaare developingatan
astonishingrate, reflectingnotonly the
growthinthese economies, butalso their
second-mover advantage. Asaninvestor
inmore thanadozengrowth markets
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payments businesses, Actis has witnessed
thisfirst-hand. We have had ringside
seatstothetransformationhappening
across the whole spectrum of payments
infrastructure, from the expansion of more
traditional ATMs and point of sale devices
through to online and mobile payments.

Evenlookingat "old" paymentecosystems
like creditand debitcards, thereisa
gulfbetween developedand growth
economies. Itisnotjustthat penetration
ismuch lower, utilisationis aswell. Inthe
US, there aretwo card transactions per
capitaeachday, whilein Brazil, one of the
more developed of our markets, there are
two perweek. In China, this falls to two per
monthandinIndia, there arejusttwo per
year. lttook decades forthe UStoreach
thislevel of activity; simply extrapolating
currentgrowthrates, we anticipate it will
take afraction of the time for card usage
inmany growth markets to overhaul this
benchmark.

Yetcardsare only part of the emerging
markets paymentsnarrative. Alack of
existinginfrastructureinthese countries
isunderpinningthe adoption of end-
to-enddigital payment methods. In
traditionalmarkets, legacy systems need
tobeupgradedorreplaced. In addition,
consumers and businesses have awealth
of choicewhenitcomestotransacting
—fromonline bankingand easy access

to ATMmachinesto contactless cards—
whichcanleadtoinertiawhenitcomesto
migrating to new forms of payment. Why
move to mobile payments, forexample,
whenthereisreadyaccesstoonline
transaction platforms? Emerging markets,
however, have the potentialtoleapfrogto
thelatest, mostefficienttechnology. The
historicaland—inmany cases—current
lack of choice oralternative for customers
means their populations are far more open
toinnovation.

Thisisleadingto many of these markets
becoming some of the most sophisticated
payments marketsintheworld.In China,
mobile payments are estimated tohave
reached US$5.5tn (or 50% of GDPin
2016). That's 50timesthe size of the
mobile payment marketinthe US.Indeed,
Tencent, owner of WeChatandits mobile
wallet operator WeChatPay, claims that
14% of Chineseresidents carryno cashat
alland 40% carryless than 100RMB ($16)
intheirwallets each day. The speed of this
transformationillustrates how quickly
markets withoutlegacy systems canadopt
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new technologies.Inthe span ofadecade,
Chinahastransitionedfromone ofthe
most cash-relianteconomiesinthe world
tooneoftheleast.

InIndia, the government's drive for
financialinclusion aimsto achieve a similar
shiftinamarket where justunder 90%
oftransactionsaremadeincash. Last
year'sdemonetisationinitiative helped
topushthe populationtowards non-
cash paymentsandthe governmenthas
launchedanumber of payment apps,
while private operators have sprung

up to provide digital payment services.
Localmobile walletbusiness PayTM, for
example, now has more than 200 million
registeredusers.

Andin Africa, anumber of countries are
now home to some of the mostadvanced
mobile money marketsinthe world.
Lowbank penetrationandrelatively
undeveloped traditional payments
infrastructure means that take-up of
innovative servicesis exceptionally high.
Thereare estimatedtobe 300 million
registered mobile money accountsin
sub-Saharan Africaalone, more thanthe
number of bank accountsintheregion.

M-Pesa, one of theworld's first
commercially viable mobile wallets was
launchedinKenyain 2007 by local mobile
network operator Safaricom. Today,
90% of Kenya's adult populationare
registered M-Pesausers, supported by
aroundanetwork of around 100,000
agentsacrossthe country. To putthis
into context, there are fewerthan 3,000
ATMsinKenya. Thevalue of transactions
through M-Pesa, represents about half
of Kenyan GDP. Indeed, M-Pesaissucha
feature of the Kenyanfinanciallandscape,
the government startedissuingbonds
usingthe systemin 2017. The world's first
mobile-only governmentbond, offering
ordinary Kenyans accessto the country's
capitalmarkets.

Paymentsis perhaps unique asanareaof
the digitaleconomy where therealengine
of creativity and transformative change
doesnotsitinthe developedworld. Those
who are tryingtofigure out what willcome
nextare unlikely to finditin Silicon Valley.
[tisinLatin America, Africaand Asian that
the newnormwillbe pioneered and where
thefirst cashless societies willemerge.
Chinawasusing paper moneylongbefore
Europe. Itislikely to move away fromitlong
before aswell.
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Innovationin a growth economy:
How Chinais leading the way

Max Lin
Consumer, China

mlin@act.is

Stuart Jackson

Knowledge & Information,
London

sjackson@act.is
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Ina3hour23 minute speechatthe 19th
party congresson 18th October 2017,
President XiJinpinglaid out his visionfor
the future of China, anew erawhere China
wouldtransformitselfintoaforce that
couldlead the world onpolitical, economic,
military and environmentalissues. By
2020, Chinawould become a “moderately
prosperous society”andby 2035 a
“modern socialist country”. Finally,as an
innovative country, usingits economic and
scientific power, Chinawouldbecome
"truly powerful” by 2050.

Whatis mostinterestingin his speech
isthatinnovationisidentified asakey
enablerforachieving this powerandthat
Chinais putting this frontand centre of its
strategicagenda. President Xiemphasized
thisby sayingthat "Chinahas transformed
to high quality growth from high speed
growth".McKinsey has estimated thatto
realize consensus growthforecasts of
5.5%t0 6.5% ayear duringthe coming
decade, Chinamustgenerate 2to 3
percentage points ofannual GDP growth
throughinnovation. If successful, this
could contribute much ofthe required $3

Exhibit 1 Growth of mobile paymentsin China
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to $5 trillion of annualincremental GDP by
2025.

Chinais movingaway fromitsimage of
beingthe "factory of theworld", andis

now the top ranked growth market for
innovationinthe rankings of the World
Intellectual Property Organization

(22nd out of 127 countries surveyed). By
launchingits "Madein China" 2025 strategy
in2015, Chinaaimedtoboostinnovation
inmanufacturingandtoencourage
importsubstitution, particularly for high
techgoods. Thefocusis firmly onthe
production of “"cheaperandbetter”local
productsthatareatleastas goodasglobal
brandsbutare priced for Chinese markets.
In creatinginnovation hubs, China has
provided a foundation forindustrial
development; for example, the Ningbo
hubinEast China, where the focusison
smartequipmentand cloud computing.
Itis predictedthatthe number ofthese
innovation hubs willmore than double from
15in2020to 40by 2025, other examples
beingin Shenzhenand Beijing, withthese
twoalone accountingfor 59% and 20%
respectively of China's overall patent
applicationsin 2016.

With strong central government support,
taxincentives, the flexibility of longer
incubation periods, alower cost of
doingresearch (compared to developed
countries) andahuge consumerbase,
one ofthe aims of "Madein China 2025"
istoincreaseresearch anddevelopment
spendingto 1.68% of operatingrevenue
by 2025.

The success ofthese efforts can
be demonstrated withinthe mobile
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payments, pharmaceutical, biotech and
renewable energyindustries and we will
look brieflyateachoneinturn.

Forresterhasrecently valued China's
homegrown mobile payments sector
at $5.5tn, fifty times the size of the US's
$112bnmarket. Dominated by local
giants, Alibaba and Tencent, whatwas
oncelocalmarket competitionhas
become globalwith both companies
competingfor the mobile payments
business of Chinese tourists acrossthe
globe through partnerships with global
airlines,accommodation andretail service
providers.

Alipay, the online payments arm of Alibaba
isnowlargerthan Visaand MasterCard
intotal online transaction volumes.
Alibaba's Singles Day, onNov 11ththis year
generatedastaggering $25.3bninsales.
90% ofthe transactions were done via
mobile.Inthe busiestmoments of the day,
Alibabawas handling 256,000 transactions
persecond. Thiseventeasily eclipses the
combinedrevenue of the Black Friday and
CyberMonday saleseventsinthe US.

The ubiquitous availability of mobile
paymentsolutions has changedthe face
ofthe consumerandretailbusiness. When
welookatbranded consumer businesses
toinvestin, online channels have become
increasingly moreimportant, and now
contribute disproportionately to sales
growthoverall.

China's pharmaceutical market, worth
$115bnsalesin 2015isnumbertwointhe
world after the USA and continues to grow
throughinnovation. Examplesinclude
contractresearchorganizations suchas
WuXiAppTec offeringinnovative platforms
forpharmaR&D andalso innovationindrug
development, drawingupon the country's
huge medical needs (114mndiabetic
patientsand 700,000 new cases oflung
cancer eachyear)andbyemploying 7,500
researchers, expandingits scope from
pre-clinicaltesting through to clinical trials.
Chinese drugcompanies are also taking
innovative approaches to speed up drug
development.BeiGene, forinstance, has
createdanapproachtoacceleratedrug
discoverybyusingaproprietary systemto
testsubstancesonhumantissues.

McKinsey research foundthat the number
of newlocally developeddrugs entering
clinicaltrialsincreasedfrom21in 2011 to
88in2016,acompound growthrate of
33%. The openingup of theregulatory



environmentby the ChinaFood &Drug
Administrationhas significantly influenced
druginnovation.

Intherenewablesindustry, Chinais
becomingaworldleaderindeveloping
cleanenergy technologies, filling the
vacuumleft by the US decision to withdraw
fromthe Parisaccordtolimitclimate
change.Usinginnovative practices at
factorylevel,companies suchas
JinkoSolarand Trina Sola, theworld's
biggest manufacturers of solar panels,
produce consistently high quality panels at
globally competitive prices. Such
companies are winning sales across some
oftheworld's fastest growing solar panel
markets by adapting panels to the specific
climate needs of each country, forexample
by manufacturingdifferent types of panel
for hot, humid or for moist, wet conditions.

By funding clean energy projects across
Asia, East Africaand Eastern Europe,
suchasinthe $1 trillion "One Belt, One
Road"plan, Chinais of course developing
economicanddiplomaticrelationships
with countries that willultimately become
additionalmarketsfor Chinese goods.

Chinaisalsopoisedtotake theleadin

the rapidly growing EV (Electric Vehicle)
industry. Thisreally should come asno
surprise as Chinahasthelargestauto
marketintheworld, expectedto growfrom
28mnvehiclesto 40mnin 2025. To cater
forthe demandfromapopulation with
rising per capitaincomesandto prioritise
itsenvironmental plans, Chinahashad
toactsustainably.In2016,507,000EV's
were soldin China, a 53% increase over
2015.Comparethistothe222,200EV's
soldin Europe andthe 157,130 soldin
USA. Anticipatingthat EV's willaccount
forabout 40% of vehicle purchasesin 20
years, Chinahas been steadily growing
market shareinthebattery storage
industry, leadingthe charge on battery
cellmanufacturing capacity thathas more
thandoubledto 125 GWhand willmost
likely double againto 250 GWh by 2020. By
thatyear, China's global market share of
global battery cell production willbe 70%.

Theseindustry examples have similar
characteristics—beinginnovative with
reduced dependence onimported
technology and goods andhavingthe
ability to respond quickly to changing
consumerneeds. Chinabenefitsfrom
the sheer size of its consumer market,
andthathelps companies commercialize
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ideas quicklyonalarge scale. China's
consumer class now numbers more than
100mnhouseholds andis expectedto
reachmore than 200mnby 2025. For
instance, Xiaomi, amanufacturer of mobile
phonesuses customers as collaborators
ininnovation, relyingontheir feedback to
drive developments ofits products.

R&Dinvestment has achieved 18%
compoundaverage growth overthe
period 2006-16, expectedtogetveryclose
tototal USAR&D investment by 2020.
Investmentis likely to be higher thanthe
USA after thisdate. In 2014, Chinaspent
$300bnonresearch, halfof whatthe
USAspends, butthisis predictedtorise
to $600bnby 2024 comparedto $500bn
withinthe USA. Patent applications within
Chinahave alsoincreased dramatically,
risingby 45%in 2016 with the country
expectingtobecomethelargestuserof
theinternational patent system within
twoyears.

Accordingtothe Chinese bank, ICBC,
thereare 214 private companiesinthe
worldvaluedat $1bn or more known as
"Unicorns". Half of these areinthe USAbut
55arein China. Ofthe Top 10 Unicorns,
Chinahas fourwiththe USAhavingthe
balance. About 20% of these Chinese
companies have made technology
breakthroughs and the remaining 80%
have beeninnovativeinadapting their
business models. The rate of newbusiness
growthin Chinaistruly staggering.In

June 2017, Premier LiKegiangannounced
thatmorethan 15,000 enterprises were
registered everydayonaverage and about
70% of these were activein business.

Exhibit 2 R&D expense as % of GDP
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China's march towards atechnology
powered economy willbe fuelled by the
use of bigdata, cloud computingand the
internet. China's consumersaretech
literature andready forinnovative change.
PWC estimate that Altechnologies
would boost global GDP by afurther 14%
by 2030, or $15.7 trillion. Chinawillsee a
26% boostto GDP by thattime, the most
inthe world, withinnovatory practices
likely to boost productivity and spur
consumptiondemand.

Whilstwe can see thatadopting
innovationin Chinais a key enabler of
strategic growth, we canalso see this
trendrightacross our growth markets.
Forany manufacturer,itisnolonger
sufficient to adapt developed market
manufactured productstolocalmarket
conditions through the deployment of
cheaper partsand materials together
withless advancedtechnologiesand
some localmanufacturing. Thisno
longerworks as customers see such
productsas "dumbeddown". Overthe
lastfewyears, we have seenimpressive
examples of growth markets taking the
leadinlocally generatedinnovationand
indevelopingproducts and services that
completelyrethink the cost structures
andtechnologies usedtogetherwith
adetailedandlocalunderstanding of
consumer needs that canreadily meet
identified value.

We should notjust thinkabout local
innovators but consider also the increasing
number of growth market multi-nationals,
defined asthose companies who have
thelocalinsights, experiences and
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connectivity to operate successfully
within other growth markets, something
that developed multi-nationals find more
difficult. According to Boston Consulting
Group, the number of Asian companies
with more than $1bnrevenueincreased
sixfoldtoover 1,000 from 2003 to 2013.
Inasimilar period, the number of $1bn
companiesin Latin America, Africa &the
Middle Eastdoubledto 700.

These companieshave thecritical
advantage of customerintimacy, access
toaskilledandlower costlaborbase
andhave anintuitive understanding

ofthe disruptive pricingneededtobe
competitive. MNC's willusually account
foradis-proportionate share of total R&D
spendinginthe economy, which willinturn
helpto create aninnovative environment.

In China, Haier and Meidi, two of the largest
homegrown white goods makers by
leveraginglocalknowledge and skillsare
now dominating thelocal Chinese market
atthe expense of Japanese and Korean
MNCs andare startingto exportintheir
ownbrandnames.

Oneofthekeyadvantages theseplayers
have in Growth Marketsis their ability
toleapfrogtoadvancedtechnology or
infrastructure without being hindered by
legacy systems. Therefore, innovation
enabledbyinsights, experiences and
connectivity as wellas by customer
responsiveness canbethat muchfaster.
AsErnst&Youngsaidin 2016, "Many
companiesin mature marketshave more
than 20yearsingrainedcultures, mindsets,
business models, and ways of workingand,

of course, technologylandscapesthatare
not necessarily conducive to operating
withanagileinnovationapproach”

Whenwe evaluate potential companies
toinvest, their ability toinnovate, interms
oftechnology, products or business
modelareincreasingly becomingsome
ofthe most critical factors to consider.
Innovationis notonlyimportant for
successfulcompaniestogrowand
prosper, asishappeningto Alibabaand
Tencentin China's fast changingeconomy,
itisincreasinglybecomingpartofthe
growth strategy of these companies

to "export”innovationand moving
completely away from the association of
"Made In China" togetherwith low cost
manufacturing practices.

Macro Forum insights and perspectives
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Nigeria:

An OilEconomyin Transition?

Funke Okubadejo
Real Estate, Nigeria

fokubadejo@act.is

The Minister of Finance, Kemi Adeosun
was recently quoted saying that "Nigeria
isnotanoileconomy”. Thisisabold
assertiongiventhe economyhasonlyjust
emerdged fromfive quarters of contraction,
itslongestrecessioninover two decades.
And by most commentators'reckoning,
thiswas arecessionthatresulted from

the global slumpin oil prices compounded
by afallinits productionlevels due to
disruptions by restive militantsinthe Niger
Delta. Soherassertiondoesnotdomuch
todilute thereality that the economy
remains vulnerable to oil, as eventhough
only 10% of GDP, oilaccounts for 70% of
Governmentrevenues and 90% of forex
earnings. Rather, her statement should

be seenasanacknowledgementofthe
futility of the continued reliance on oil for
sustainable growth.

Exhibit 1 Sectorial contributionto GDP
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The Economic Recoveryand Growth Plan
(ERGP)launchedinFeb 2017 toresetthe
economy onagrowthpathdemonstrates
the factthat policy makersare now paying
morethanlipservicetotheneedto
diversify. Thisincludes explicit recognition
oftheneedtoclosetheinfrastructure
gap andthatthis willrequire private sector
investments enabled throughimproving
the country's ability toattract FDI. As
theseinitiatives willonly berealisedinthe
medium tolongterm, Nigeria, the largest
and most populous economy in Africa will
remainvulnerable to shockin oil price or
productionlevels. Butthe key question
we askiswhether,inthe event ofashort
tomedium termrecoveryinoil prices and
output, the country willrepeatits historical
patternandrisk thisbecominganother
"wastedrecession”.

Improving Business Environment from
FX stability and OilRebound

Eightmonthsintothe ERGP
implementation, notable progresshas
beenmade onimprovingthe enabling
environmentintwo areas. One, Nigeria
movedup 24 places onthe Ease of Doing
Businessindex, from 169 to 145 giving
momentumto the government'starget
tomovetotop 100 ontheindexby 2019.
Indiarecently movedintotop 100 on
theindexandhaditsratings upgraded

in spite of slowing growth. Secondly,
followingwide spread criticisms onthe
implementationonaplethoraof policies,
including FXrestrictionsand anunusual
multiple exchangerateregime, the
Central Bank of Nigeria finally relented and
introduced, in April 2017, the Investors
andExporters FXwindow. Thiswasan

Exhibit 2 Naira Exchange Rates

inflection point foreasing FX shortages
inthe economy withtheindex of the
window, Nigerian Autonomous Foreign
Exchange Fixing (NAFEX), nowthe
defacto pricingbenchmarkforthe Naira
asitsrateshave nowconvergedwith
boththe parallelandinterbank markets.
The Nairahas appreciated fromN520/
USDinQ1toN360/USD. Therestored
investor confidenceisalsoevidentbythe
over $10bntradedinthe window since
inception, andrising FXreserveslevels now
atthree-yearhigh, eventhoughthe CBN
continues to maintainthe officialexchange
rate at N305/USD.

The marketsalso haveresponded
favourably with the stockindexup 38%
YTD, USDbondyields tradingat 6%,
100bpslowerthanatbeginningofthe
yearandinflation trendinglower from
over 18%to 15.91%. Furthermore, the
improved FXliquidity is boosting economic
activitieswhichremainlargely import
dependent. Forinstance, we haveseena
pickupintheretailsegment towhichwe
have an exposure viaourinvestmentin
Jabilake Mallin Abuja. Retailers previously
restricted fromthe FXmarkets are now
able torestockandare startingto expand
their footprints. We also observe a similar
uptickinenquiries andlease take up for
office space by bothnew entrantsand
existingbusinesses expanding, reflecting
increasedbusiness confidence and as such
vacancy levels are trending downward as
experienced at Heritage Place, our Grade
Aoffice developmentinlkoyi, Lagos. This
isin spite of the growth numberswhich
continue toreflect poor performance
inQ3 2017 insectors outside oiland
agriculture.
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Exhibit 3 Balance of Payments & Foreign Reserves (US$bn)
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Closingthe Infrastructure Gap will
Require Significant Private Sector
Investments

The governmenthasarticulated the
needtocloseinfrastructure gapsand
alsorecognisesthatthe government
cannotfundthe over US$100bnannual
investmentrequiredto close the gap;
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the US$7 billion capital budget allocation
for2017is smallchangeincomparison.
Creditably, the governmentis prioritising
capital spendthat catalyses significant
counterpart funding either by bilateral
orconcessionarrangements. Some
examplesinclude the standardrailgauge
and 3,000MW hydro power projects

with the Chinese both costingc.US$5bn
eachandthe 30-year concession of the
narrow gauge rail systemto GE, that
hasannouncedaUS$2.7bninvestment
program. In addition, plans to concession
airportsandroads via public private
partnerships were recently announced.

Inthe power sector, to catalyse
investments, the government has setup
aPayment Assurance Guarantee Support
Schemeto guarantee power purchase
contractstothetune of US$2bn. This
strengthening of the power value chain
isawelcome development forbothnew
investors like Black Rhino thatannounced
a540MW IPP projectrecently and existing
investors suchasour ActisEnergy 4's
investmentinthe Azura Power 450MW [PP
project set forcompletionin2018.

The challenge of financing the country's
infrastructuralneedsincludingthe
socialinfrastructure of healthand
educationunderpins the need to diversify
governmentrevenues.



Diversification strategy to cover both
Fiscal Revenuesand FXsourcesanduses

Withataxto GDPratio of 6%, the
governmenttargetstoincrease thisratio
to 15%inthe mediumterminline with
peers; Egypt 18.1%, Kenya 18.8% Ghana
20.1%, and South Africa 25.8%in 2016.
Theplanistowidenthetaxnetratherthan
increasingtaxratesaslessthan 10mnof
the 70mn economically active population
payanytaxes. Tothisend, thereisongoing
effortto strengthenthe taxadministration
andenforcementleveraging technology
andimproved communication. Atax
amnesty programhasbeenlaunchedto
encourage voluntary tax compliance with
enforcementtostartin Q2 2018.

Onthediversification of FXsources, the
two pronged approachistolowerthe
importbilland boost non-oilexports.

The ERGP hasrefinedthe wholesale
approachofthe CBNtorestrictimports

by focusingon the five items (refined
petroleum products, rice, wheat, sugar,
andtomatoes) that account for 60 - 70%
oftheimportbill. Amixofincentives and
tariff protectionsareinplace toencourage
local production and has catalysed major
investmentsandis settolowertheimport
bill. Most notable is the US$9bn oil refinery
beingdevelopedinlLagosbyDangote
Industries whichwillreduce theimport

bill for refined products on completion
in2019.Progress has alsobeenmade
inthelarge scale cultivation of rice by
major corporations such as Olam Group,
thusreducingthereliance onimports,
particularlyintheruralareas. Inadditionto
theimport substitution whichis nowrightly
andlargely focused onareas where Nigeria
has comparative advantage, the Nigerian
Export Promotion Councilis promoting
non-oil exports with acombination of
incentivesincluding export expansion
grants of 5-15% of exportvalues and
capacity buildingto support SMEsto
accessinternationalmarkets.
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2019 election cycle may distract from
reformimplementation

Nigeria has beenknownto develop
detailed well-articulated economic

plans, the challenge has always beenwith
implementation. 2.5 yearsintothe Buhari
administration, the sense of urgencyin
implementingkey policies suchas the
single market determined exchangerates,
removal of petroleum subsidies, cost
reflective electricity tariffs is still lacking.
Also, monetary policies remainfocusedon
Naira stability with highinterestrates, tight
liquidity management stifling growthand
crowdingout private sector credit. There
are alsoriskstothe government's ability
tofinance the budget due torevenue
shortfalls. While the debtto GDP ratio at
11%is consideredlow comparedto peers,
debtservice at 30% of fiscalrevenues does
limitthe capacity toborrow, particularly
asthe Buhariadministration continues
toignorelow costdebt options with
multilateralinstitutions.

Exhibit 4 Nigeriainflationvs GDP growth (%)

20
15
10
5
0
-5

N N N

(@] (@) (@)

= = —

(O] ()] ~

Source: Oxford Economics

Withupcomingelectionsin 2019,
politicalriskisincreased asitisnotclearif
President Buhariwillrunforre-election.
Unfortunately, thisis now distracting from
afocusoneconomicreformsaswellas
potentiallyimpacting ondecisions such as
removal of subsidies and Naira float which
are considered non-populistandthus
unlikely tobeimplemented ahead of the
electionsin 2019.

Window of opportunity for sustained
growthpathisopen

Thelastyearhasseenrecoveryfrom

the depths of fiscal, economic and fx
recession, sustainedrecovery depends
oncontinuing the reformmomentum as
wellas the stillcompelling secular growth
drivers - demography and urbanization
andentrepreneurialdrive. Nigeria has
beenacountryoffalse dawns,andthe
hopeisthe current opportunity presented
by aperiod of stable and moderate oil
pricesis fully utilized.
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Haiti
04/01/2017

- Jovenel Moise of the Tet Kale
4 Party was declared President

,-\ with 55.6% of the vote.
. @ran

| Honduras

Honduras
26/11/2017

Opposition candidate Salvador
Nasralla gained 45.2% of the
vote to the 40.2% of the vote

gained by President Juan
Orlando Hernandez in early
electionreturns.

Chile

President Mauricio Macri of
18/11/2017 the Cambiemos (Let's
Sebastian Pinerawon Change) party retained
37% of the vote but power after winning 13 of
reeded 50% ol Argentina's 23 provinces.

elected. There willbe a
run-off election on Dec
17 between Pinera and
Alejandro Guillier who

gained 23% of the vote. ;‘&_
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07/04

Adam
D

inister Mohe
named was electec
= President for a 4 yea
after 2 rounds of voting.

Somalia

Liberia
10/10/2017

2nd round of voting
suspended indefinitely

pending resolution of a
fraud complain.

Kenya
/10/2017
L

[ \(\"T/' nd round of voting, Uhuru
| Kenyatta declared President
h98 he vote but

turnou nly 38.4%.
Angola g

24/08/2017 . '

Joao Lourenco of the ruling
MPLA party took up the
presidency after securing 61%
of the vote, replacing President
Jose Eduardo Dos Santoa after
four decades in power.
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