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Inthis edition of Insights, we have focused on the world of money, with articles on theimplementation of the world's largest
biometricidentification projectinIndia, the exciting and rapidly evolvingworld of electronic paymentsin the growth markets, and
theimportance of remittance payments by expatriate workersin supportingboth the economies and also the currency stability of
anumber of emerging economies. We also bringalocal view onrecent changes in South Africanleadership, with Dave Cooke, one of
our partnersin Johannesburg capturing some of the optimism felt on the street as President CyrilRamaphosa takes over therole
fromthe widely discredited Jacob Zuma.
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BiometricidentificationinIndia:
A foundation for national transformation?

Pratik Jain

Financial Services, India

pjain@act.is

Inenrollingmore than abillion citizens,
India’s national biometric database
isnow tentimeslargerthan similar
programsintheworldandhasbeen
described by the World Bank as the
“world’'s most sophisticated digital
identity scheme”.

The Aadhaar project—meaning
“foundation”in Hindi - was launched eight
yearsago withthe express objective
ofidentifyinggapsinthe social welfare
paymentnetwork. Since then the scope
has widened to driving financialinclusion,
enablingdigitalpaymentsandeven
detectingtaxevasion. The proliferation
of Aadhaar as the default mechanism for
authenticatingthe identity of Indians has
polarized opinions - supporters believe

it capable of transforming thelives of
millions of Indians while skeptics seea
threat of intrusion by the state aswellas
the possibleinadvertent denial of benefits
tosome ofIndia's poorest citizens who are
notyetmembers ofthe scheme.

“Anambitious project”

Atthe time ofits launch, only 60 million
outof 1.3 billionIndianshadapassport.
Hundreds of millions of Indians either had
no officialidentification atall oraweak
formofit, issuedbylocal authorities.
Consequently, theywere unable to open
bankaccounts orreceive state services,
andthe statelostbigsumsto corruption
inthe delivery of welfare benefits. A
decisionwas made to create anational
biometric database which would enrollall
Indian citizens and collect theirnames,
addresses, phone numbers, fingerprints,
photographs, andiris scans. Each one of
the citizens would be assignedarandom
twelve-digitnumber unique to himorher.
The projectbesides beingmammoth
inits scale would represent a "digital
leapfrog"for India which would positionit
atthe forefront of citizen-identification
technology.
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¢ '_representadigital
leapfrog"” for India which
would positionitatthe
forefront of citizen-
identification technology'?

“Mushroominginscope”

Aadhaarregistrationwas opentoall Indian
residents with enrolmentbeing optional
initially, and associated with only ahandful
of government subsidies, includingthose
forfoodandcookinggas. The scheme was
primarily targeted at the rural population
who were unable to openbankaccounts
oraccesswelfare programs due tolack

of any formalidentification. Priortothe
advent of Aadhaar, the government lost
hundreds of millions of dollars each year
topeople either using fake names or
applyingmultiple timesin theirownnames
towithdraw more thantheir fair share of
benefits. With Aadhaar, the practice of
accessingbenefitshasbecomeasimple
matter of touchingafingerprintscanner.

Asthe programtasted successwithdirect
benefittransfers,its scope was expanded
toawiderange of governmentand private-
sector services. Quoting ofan Aadhaar
number has been made compulsory for
openingbankaccounts, receiving credit
cards, filing taxes, registration of property
documents, forreceiving schoollunchin
the state of Uttar Pradesh, or participating
inthe state of Karnataka's universalhealth-
care coverage, and even purchasing
railway tickets online. The Government
has alsoleveragedthe scale of the Aadhaar
networktodrive digitization of retail
consumer payments. The database has
beenusedtoenable abiometric enabled
payment systemthat offers apayment
solutionto customerswithout carryingany
specificdevice or paymentinstrument.
The customer validates their credentials
atthe paymentpointthroughabiometric
identification device (typically afingerprint
scanner)whichvalidates them fromthe
database and debits the amountofthe
purchase from the customer's Aadhaar
linkedbankaccountinrealtime. The
systemisinitsinfancyand suffersfrom

the problem of poorinternet connectivity
inrurallndiabut holds the potential of
significantly accelerating India's digital
payments pushinthe mediumterm.

“Victimofitsownsuccess?”

Despite the widespread success of
Aadhaarinreducingleakagesin public
welfare schemes (the World Bank has
estimatedthat the Indian Governmentis
savingc. $1 billion per year) the scheme
has receivedits fair share of criticisms on
twoaccounts:

— Denial of benefitsto citizens: Experts
believe thatmany people have missed
outongovernmentbenefitsbecause
theyhave beenunable to obtainan
Aadhaar card.Inafewcases, citizens
who are elderly or disabled are unable
towalktothedistribution sites to verify
theiridentities and remain outside
the coverage of the scheme. There
arealso other teething problems
atthegroundlevelasinthe case of
manuallaborers, who find that their
fingerprints are too weatheredfrom
years of physical exertionto scan
correctly,and so are denied their food
rations.

— Privacy concernsand misuse:
Opponents ofthe Aadhaar scheme
believe thatitis creatingthe world's
most powerful state surveillance tool
allowinggovernmentto spy oncitizens
by monitoring theirmovements and
spendingpatternsinrealtime. There
arealso concernsthatthe Aadhaar
dataitselfisnotsecureandcanbe
illegally accessed by cyber criminals
leadingto datatheftsandfraudulent
financialtransactions.

Privacy advocates have taken the battle
against Aadhaar allthe way to the Supreme
Courtarguingthat Aadhaar violates the
constitution, bothinits conceptandinthe
way the lawwas drafted and passed.

Privacy concerns and teething
implementation challenges
notwithstanding,itis quite evident
that Aadhaar has materially altered the
landscape of benefits administration
inIndiaand holds the promise of much
more. Frombeing written offas too
ambitious, atinception, tobecoming
thelargestbiometricdatabaseinthe
world, Aadhaar underpinsastrong
andongoinginvestment case forIndia
and abrighter and fairer future for her
citizens.
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South Africain 2018:
Positivity returns after severaltough years

David Cooke
Private Equity, South Africa

dcooke@act.is

Whenit comes to politics, the saying
goesthataweekisalongtime.Butin
South Africa, securingregime change
tookthebetterpart ofasummer.

Thebruisingyears

Afteracontroversial sevenyearsas
President of South Africa, Jacob Zuma
plunged South Africainto a tailspinin
December 2015 by summarily replacinga
respectedfinance minister with a politically
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pliantunknown. It catapulted corruption
tothe forefront of political debate and
afterarocky 2016 for the economy, the
followingyear led to one bruising blow after
the next with a slew of corruption scandals
and government mismanagementfurther
draininginvestor enthusiasm for South
African assets.

Earlyin 2017, long-standingallegations
againstthe Gupta's, afamily with close
tiesto Zuma, hitthe headlines. Evidence
appearedinatrove ofleaked emails,
allegingtheir staggeringinfluence over
governmentdepartmentsandstate-
ownedenterprises (SOEs) and showing
the enormous extent of the corruptionand

scale of government complicity. Suddenly
we saw the emergence ofanewbuzz
phrase, State Capture.

Eskom, the national power utility,
founditselfatthe center of corruption
allegations andfacing serious financial
challengesinparallel, this placed the
country'seconomy at significantrisk. A
tainted nuclear energy dealanddelays
insigningthelatestrounds ofrenewable
independent power projects halted much
needed foreigninvestment.

Unsurprisingly, the economy limped along
with GDP growth of barely 1%, rating
agenciesrespondedwith downgrades, and
there were the lowestbusiness confidence



measuresonrecord.As 2017 ended, the
private sectoralso cametothe partywith
thelargest case of alleged corporate fraud
in South African history whenthe Steinhoff
empireimploded.

Commentators opinedthatthe moralfibre
of South Africawas in decay. Pessimism
became pervasive and withit, agrowing
lack of the tolerance and understanding
thathave beenhallmarks of the
democraticera.

Then,justahead of Christmas 2017 the
summer of hope started.

¢ the summerofhope
emerged d

The governing ANC at war withitself

Growingdivisions withinthe African
National Congress, the liberation party
thathasled South Africa the entire
democratic era, becameincreasingly
apparentduringthe Zumaera. Aproud
105-year history was under siege, and with
itthe decorum of solvinginternal disputes
behind closed doorswasrejected.
Thelegalsystembecamethe go-to
mechanismfor political disputes, anda
fracturing of thelongstandingalliances
betweenthe ANC, labour, politicalidealists
andliberation stalwarts causedthe ANC
enormous discomfort.

Thekey politicalmoment of 2017 arrived
atthe December ANC party conference
toelectnewleadership. Formalandsocial
media positionedthe corrupt Zumacamp
againstthe moralhigh ground of Deputy
President Ramaphosaand his supporters.
Rightupuntilthelast minute, partyinsiders
were sayingitwas too close tocall. Tothe
relief of manyinthe ANC and most outside
ofit, Ramaphosaemergedas victor by
lessthana 2% margin.Investorsreacted
positively and quickly, pushingthe Rand
towards the highestpointinyears.

However, theinitial elation felt by many
turnedinto concernaboutRamaphosa's
ability to drive rapid change because of
the splitinthe composition of various
ofthe ANC governing structures.
Notably, ofits sixmembers, the National
Executive Committee (NEC) includes two
powerful Zumaloyalists and one other
Zumaally. Ramaphosawon, buthadthe
ANC compromisedits attemptstorout
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outleaderstainted by accusations of
corruptionfromitsranks?

Sweepingchanges

In 2018, realchanges have started
happening. First, theboardand
managementat Eskomwas completely
overhauled, topplingwhat had become
abeaconof corruption. Ramaphosa,
undoubtedly with pressure fromthe
financialinstitutions, was showinghis
intent. Thenintherunuptothe State
ofthe Nationaddress, the country was
ontenterhooks. Rumoursaroundthe
fate of Zuma, thenstill president of

the countryifnothisownparty, were
swirling, culminatingin the NEC publically
instructing Zumato stepdownorfacea
recall. Zumainitially refused, but finally met
his party's ultimatum, resigning atthe last
minute. Ramaphosa's political position
had finally been solidified. Within 48 hours,
Ramaphosawas sworninas president of
the country bringinganew dawn of hope to
the nation.

Ramaphosadeliveredarousing State of
the Nationaddressona 12 pointplan.
Anendto corruption, job creation, and
economic growthwere balanced against
land reformwithout compensation, radical
economictransformation, and support
forthe social welfare state, showing

the carefulline he must walk between
constituents. Ramaphosaarguably has
the broad-based pedigree tonavigate
these constituents, havingsatinthe
largest corporate board rooms (including
alongside Actisinour Alexander Forbes
investment), havingledthe country's
largestworkersunion, andas aleaderinthe
celebrated negotiatedendto Apartheid.

Thelocalstockmarketandthe currency
both nowreflectthe optimismandhope of
citizens onthe ground. Following almost
two years of foreign net selling of equities
onthe Johannesburg Stock Exchange,
averagedaily netinflows were atall-time
highsinearly 2018. The currency (at ZAR
11.65/US$ at the time of writing) has
recoveredbackto February 2015 levels
after peakinginthe Zumacrisis years at
nearly ZAR 17/US$ - a 30% appreciation
fromits peak.

Optimismreturns

Ramaphosa's "new dawn" has a powerful
tide behindit for now. Optimism. For
almostadecade, the country was bereft

of aleaderwho conveyed this sentiment.
Andtheupswinginsentimentfeltinthe
boardrooms of our portfoliocompanies
has beenpalpable. Anecdotally, alocal
headhunterhastold us recruitment
enquiriesin 2018 are up three-foldonthe
same periodin 2017.

The economicandsocietal challengesare
undeniable. The Ramaphosaerastarts
withanetdebtto GDP ratio of 50%, up
from 26% when Zumabecame president,
aR50bnshortfallintax collections, junk
statusandtattered SOEsrequiring
wholesale turnaround. Unsolved funding
challenges are numerous with debtridden
SOEs, Zuma's free education policyanda
nationalhealthinsurance plantonamea
few. Potholes of note for Ramaphosa.

Whilst some see this current optimism
aspost-Zumaexuberance, we have seen
astepchangeinourportfoliocompany
decision-making, reflectedinthe 2018
budgetingprocess:adoomand gloom
budgetifthe Zumacamphadwon, to
amore expansiveinvestmentbudget,
owingtoRamaphosa'svictory. Pent
upinvestment spend, heldbackinthe
Zumaeraofuncertainty,is seenasareal
kickstarterforneartermgrowth. Apath
to +3% GDP growth from current 2% 2018
forecastswillneedactions more thanjust
optimism, and even more so to the 5%
GDP growth of Rampahosa's 2023 target.

What will we be watching for?

Inthe shortweeks of Ramaphosa's
leadership, he has made all the right noises.
Imminent changes to the cabinethave to
beanextstep.Sotooare furtherchanges
in SOEswhere competent managers, not
"cadre deployees”, canstemthe declines
sufferedunder Zuma. The nextround

of ratingagenciesreviews commence

in March and we willknow then whether
theyagree thatthe positive momentum
outweighs therisks (although fx markets
have provided a fairer view of country risk
thanratingchange.). Thenthe spotlight
willbe onRamaphosato start showing
resultsonthe well-articulated planthathe
rousingly deliveredin hisfirst State of the
Nationaddress.

What we should not forgetis how close
the country cametoavery different
outcomein December. Asummer may
be consideredalongtimeinSouth
Africanpolitics, but thissummerisa
historical onetoberemembered.



2018 upcoming elections

‘ Venezuela

PR 2018

Mexico
GE 1 July 2018

‘ Columbia

PA 11 March 2018
PR 27 May 2018

‘ Brazil

GE 7 and 28
October 2018

Paraguay
GE 2018

Key

GE General elections
LE Legislative elections
LO Localelections

MU Municipal elections
PA Parliamentary elections
PR Presidential elections

b/
SE Senate elections
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@ Tunisia

MU 2018

Egypt
PR 26 March 2018

Sierra Leone
GE 7 March 2018

‘ Cameroon

GE 2018

@ Zimbabwe

GE 2018




wanda
PA 2018

é Malaysia

GE 2018

e Indonesia

LO 2018
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Payingit forward:

Aview fromthe South

AliMazanderani
Financial Services, London

amazanderani@act.is

Paymentsbusinessesare transforming
the way consumers, businesses and
governmentstransactingrowth
markets. And unsurprisingly, itis the
growth markets whichare hometo the
fastest growing, mostinnovativeand
dynamicelectronicpayments
companiesinthe world. The move away
from cash has takendecadesin North
Americaand Europe;inour markets,itis
happening quicker, more dramatically,
andonanunprecedentedscale.

AccordingtoBCG, 70% of global growthin
the US$500bn payments market willcome
from'emerging' Asia, Latin Americaand
Africa. Astonishingly, by 2025, emerging
Asiawillbe abigger payments market (by
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revenue) than North America, and Latin
Americalargerthan Western Europe.

Thishas notescapedthe notice of

many developed marketinstitutions
andinvestors. Billions have been spent,
includingby some of the most successful
paymentbusinesses from developed
markets, tryingtoreplicate their success
athome onthe frontier. The scorecardis
atbestmixed. Where thereis opportunity,
thereisdisappointment; where there
aredreams, thereare nightmares. |
recallaconversationwiththe head of a
successful Japaneseinvestment firmwho
incredulously asked, 'how do you make
moneyin paymentsinthese markets?’,
havinglostalmostas muchastheyhad
investedinthe sector.

Successful paymentsbusinessare
successfulintheirownway, failed
payments companies are alike in their
failure. Onerecurringreason -employing

the same technology andbusiness models
astheywouldin Americaor Europe, onthe
assumptionthatemerginganddeveloped
paymentswillmature alongthe same
trajectoryandthat 'bestpractice'must
surely flow fromthe Northto South. Thisis
notthecase.

¢ the assumptionthat
emerging and developed
payments willmature along
the sametrajectory....This
isnotthe case. Emerging
markets are different 9

Emergingmarkets are different. Theyare
developing theirown ecosystems, without
path dependency but often sharing
common features betweenthemselves.



Thereisno American precedent forthe
QR scanningubiquity behind much of the
growthin mobile paymentsin China (nor
istherelikely to be with the evolution of
Near Field Communicationrenderingit of
limiteduseinthe US).

In 2010, Actis madeits firstinvestment
inpayments, asmall Egyptianbased
processor calledMSCC. Today, we can
claimtobetheleading financialinvestor
inemerging market payments. We have
investedin 17 payments companies across
6 platforms operatingacross 50 countries.
Collectively this portfoliohas more thana
billion retail points of presence providing
processing services forhundreds of banks
and mobile network operatorsacross 5
continents. Itisanunparalleled network,
withan expanding portfolio of market
leading payment companies stretching
from Brazilto South Africa, from Indiato
the Philippines.

Thisenablesacross-pollination between
our portfoliocompaniesinthe sector,
which supporteach other, with past
experienceinone business offeringways
of addressingparticularissuesinanother.
While there are distinct differencesin

the technology employed and payments
systems preferred, thereisalso
commonality across our markets thatcan
provide ablueprintfor portfoliocompany
growth. Payments markets seldomrepeat,
butalongthe frontierthey oftenrhyme.

Inthe process of building out this portfolio,
we have developed some views that may
seem counter-intuitive but continue to
guide our strategy and (we hope) add value
inaunique fashion.

Viewone

Itispossible to succeedinamarketand
withabusiness whichaninternational
strategicwishestoexitandseesno
valuein. Our marketbreadthandsector
expertise means that werecognise the
country-by-countrynuancesand cansee
valueinnon-core businesses that have
failedtothrive as corporate orphans.In
South Africa, forexample, Actis backed
EMP acquired aloss-making processing
business called ACET, whichhadbeen
foundedby First Data. For severalyears
the business had been burning cashand
was only processing a couple of hundred
thousand accounts. Within sixmonths
ofthetransaction, itwas processing 10
millionaccounts and was highly profitable.
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Ouractivityin Latin America serves as
anotherexample. Brazilhas one of the
world'slargest card processing markets
intheworld. Yetdespiteitsattractive
features, Elavon Brazil, ajoint venture
betweentwo US financialinstitutions that
hadbeenextremely successfulintheir
home market, Elavon Inc.and Citibank,
was unprofitable throughoutits five-year
existence despite substantialinvestment,
andthe shareholders wantedto exit. Actis
backedthe Stone Group (atthetime a
loss making Brazilian start-up) to acquire
Elavon Brazil. Withinjust afew months,
bothbusinesses were profitable, today
Stoneisone of the fastest-growing scale
payments businessesintheworld.

Viewtwo

Oneofthereasons for Stoneand EMP's
successis theirindependence. They

are nottiedto platforms developed by
parentorganizations as ameans to cross
sellotherproducts. As 'independent’
businesses, they canfocus on facilitating
the paymentprocess between parties by
creatingneutral'interoperable’solutions
formerchantsand consumers, ratherthan
being captive tothe agendaofaparticular
bank.Independence andInteroperability
arethetwo greatest competitive
advantages a paymentbusiness canhave.

Insome ways, therollout of payments
infrastructurein our markets, is
reminiscent of the goldenage of US
railroadsinthe 19thcentury. Those
railroads were builtand fundedby the
granite, coaland cotton companies
tomove goods from their production
andextractionbases toend markets.
Ultimately, this proved highly inefficient
and anti-competitive. Inasimilarvein,
banksandtelecoms companiesin
emerging markets are developing their
ownapps and technologies for use by
acaptive customerbase, resultingina
proliferation of platforms. Independent
companies, by contrast, can offer services
thatenable merchants toacceptpayment
via the different systemsinthe marketand
createanetworkthat should ultimately
benefitall stakeholders and create positive
externalities forthe marketasawhole.

So, while others have focused on providing
productsandservices for consumers,

we are particularly excited about backing
paymentcompanies, inthefirstinstance,
lookingto solve merchant's needs. This

ledustomakeaninvestmentin GHL, the
leadingindependent payment provider
formerchantsin South East Asiawith
c.150k points of presence across Malaysia,
Thailand andthe Philippines, and more
recentlyaninvestmentin Pinelabs, the
leadingindependent payment provider for
merchantsinIndiawith c.200k points of
presenceinlindia.

Both GHL and Pinelabs have succeeded
partly because ratherthanlooking
northfor solutions, they developed local
propositions that drew on other growth
markets forinspiration. Forexample, GHL
providesitmerchants notjustwith Visa
and MasterCard cardacceptance butalso
AliPay acceptance through QR scanners.

Viewthree

Therealisationthatemerging markets
canbeexporters of new payment
technologies aswellasimporters provides
us with our third view, that payments
marketsare atthe forefrontat South-
South connectedness.

We have seen this clearly though our
portfolio. Astrikingexampleisa South
African based business called Tutuka,
asubsidiary of PayCorp, adiversified
payments company which Actisled an
MBO ofin 2013. When PayCorp acquired
Tutukain 2014 itwasa South African
prepaid processor. Lessthan 4 years later,
andhaving expanded across Africa, itis
nowthe largest prepaid processorin South
EastAsia. Tutukais apayments enabler
that partners with MasterCard and Visa
toallowbanksand MNOs to provide their
customerswith'interoperable’ payment
solutions. It provides the plumbing that
connectsnewtechnologies (e.g. mobile
payments) with existinginfrastructure and
widely accepted payments methods (card
schemes). Whatis striking though, is that
whetheritbein Cameroonor Cambodia,
corporatesinour markets are nowlooking
southfortheirpaymentneeds.

SaoPauloand Shanghaihave more
tolearnfromthemselvesthanthey
do from San Francisco. New Delhi

and Nairobiare answering mobile
payments questions New Yorkhasn't
thought of to ask. The winds of change
in KualaLumpur willbe blowingacross
from Cape Town not Chicago. This
South-South axis, coreto Actis' DNA,
represents an exciting opportunity to
unlock value.



Bringingithome:

Opportunities and trends in migrant remittances

Ewen Cameron-Watt
Editor-in-Chief, London

ecameronwatt@act.is

Sunday afternooninHong Kong's
Statue Square: -the normalhum of
trafficreplaced by thousands of voices.
Hard working migrants using their day
ofrest tomeet, catch up and visit
neighbouring money transfer offices to
send money home that support their
faraway families. Similar scenes play
outinRiyadh, Dubai,andLondon’s
Whitechapel Road. Migrant worker
remittances exceeded $600 billionin
2017, larger than portfolio flows
supporting thelives of over 800 million
peoplebackhome. The flows also
mattertoinvestorsasthey cansmooth
currency volatility inrecipient nations
and provide animportant opportunity
for fintechtoreduce high transaction
costs.

¢ Crossborder migrant
remittances have more
than doubled over the
last 12 years....are 3times
the level of official aid and
once Chinais excluded
larger than foreign direct
investment 9
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Remittance Flows to Developing Countries Are Larger than Official Development
Assistance and More Stable than Private Capital Flows, 1990-2019
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Sources: World Bank staff estimates. FDI = foreign direct investment; ODA = official development

assistance.
Crossbordermigrantremittances have
morethandoubledoverthelast 12 years
exceeding $600 billionin 2017 once
unofficialflows areincluded. Over 85% of
these flows are to developing countries
andin 71 casesexceed 3% of GDPinthe
recipientcountries. Theyare 3timesthe
level of officialaidand once Chinais
excludedlargerthanforeigndirect
investment. They are more stable than
portfolio flows (which they also exceedin
size).

This growthreflectsrisesinmigration
drivenby the economic needs ofhost
andrecipient countries. Most migrants
come frompoorerruralareas with limited
employment opportunity andfillrolesin
host countries which though often menial
are better paidthanathome. Ageing

populationsin developed countries and
relative economic opportunity drive over
1.5 million new economic migrants every
year moving from developingto developed
countries. IFAD,aUNagency estimates
thatthetotalmigrant stock of 125 million
peoplesfromdeveloping countries earn
over $3 trillionayearandremitaround 15%
of thisbackhome.

Where do migrants originate and where do
theygo? Measuredinabsolute numbers
the greatest supply comes from Asia,
Africaand Latin America. Some 60% of
migrants come fromrural areas (World
Bank estimates). Their destinationwill
typicallybe developed countries seeking
low paid workforces to supportburgeoning
service sectors and basic manufacturing.
The major migration corridorsinclude



South Asiato the Middle East, Latin

o .
Americatothe USandAfricato Europe. Number (m) /e Share 2016 Remittances ($bn)
Geographic proximity, history and politics Asia 71 41 244
play major rolesinthis distribution.

Latin America 33 18 73
Atypicalmigrantislow paid yet managesto
remitupto 15% of theirincome. Contrary Africa 33 18 60
topopulistrhetoric, employment levels
amongmigrants tendto be high albeit Europe 26 14 44
frequentlyininformal sectors. NearEast 19 9 25

Total 188 100 446

Source IFAD/IMF

Former

Destination EU Gulf HK Japan Soviet Union USA
Migrant Population (m) 54.4 25 2.8 2 11.5 46.6
Annuallncome ($) 20,000 2,600 7,500 20,000 4,000 28,000
Annual Remittance ($) 3,000 2,000 2,500 6,000 1,500 3,600
Savings Stock ($) 3,000 150 750 1,500 500 5,000
Bank Account Ownership, Home Nation 20 5 20 30 20 30
Bank Account Ownership, Host Nation 60 20 50 80 20 60

Source IFAD,2017

Remittances have proved less volatile than
other financial flows because the proceeds
are critical for family support backhome.
World Bankand OECD estimatesreckon
thataround 75% of remitted funds

are usedfor basic consumption needs

by recipient families. IFAD estimates
remittancesrepresentaround 60% of
familyincomes for recipients. Nowonder
therefore that whilst FDIand portfolio
flows declined during the financial crisis
migrant flowsincreased.

Yet migrants cannot wholly escape the
economic and politicalrealities of the
countrieswheretheyrelocate. Those
from South and West Asiaforinstance are
heavily represented amongstworkersin
the Gulfregion: -inconsequence flows
toBangladesh, SriLankaandNepalhave
stagnatedinrecentyearsalongside the
impact of falling oil prices ondemand
forlabour. By contrast African migrant
reliance on Europe foremployment
opportunityis boostingremittances.
Meantime Mexico waits anxiously on US
political developments and the fate of the
many millions ofimmigrants across the
Rio Grande. A considerable slowdownin
growthrates of cross border flows has
already takenplaceinthelast 2-3 years.
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Nonethelessthe ongoingneeds of ageing
populations toimportlabour should
sustain paymentlevels.

Why do these flows matter forinvestorsin
growth markets and what opportunities
canActis seearising?

Atapuremacrolevel, the flowsraise
demand forlocal currency and except
inperiods of extreme stress go some
way towards smoothing exchangerate
volatility. Asinvestors know full well such
volatility has anunpleasantimpacton
portfolio valuations.Inpoorer countries
with narrowly traded exchangerates
astableandimportantdemand for
domestic currency mirrors a similar effect
seeninricher countries with domestic
contractural savings movements: - think
Mexico, Chile and Malaysiainthislatter
category.

Sendingthismoneyis expensive
runningonaverage at 7% plus fora $200
remittance. Happily technology is helping
lower these costs. Currently around 90%
of migrantremittances by value are cash
to cashtransfers, mainly through Money
Transfer Operators (MTO')whorepresent
around two thirds of transactions.MTO's
have large and expensive networks
ofagentsand correspondents which

togetherwithincreasing concentration
of ownership have kept transaction prices
high. Postal networks and agents (costly
to maintain) and informal channels which
operatewhereinfrastructureis poorare
also expensive. By contrast traditional
playerswhoinvestindigital capabilities
and Mobile Network Operators (MNQO's)
offer costsavings of over 50%. Among
many examples of use of digital payment
systems are payments for groceries,
agricultural produce, educationand
electricityandremittances shouldbeno
different.

Whilstmostremittances gointo basic
consumptionthe remainder (estimated
atmore than $100bn per annum)is saved
orspentoneducationandhealthcare,
furtheringinvestment opportunitiesin
those spaces.

Technology leapfrog and financial
deepeningare crucialthemesinthe
markets where Actisinvests. Cross
borderremittances benefit fromand
fuelthese trends. Flows may wellnot
grow as sharplyinthe futureasthepast
butreducedtransaction costsandstill
growing migrantlevels suggest their
importanceasaninvestment themeis
unlikely to wane.
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Commodities-beyond the obvious?

Avocado
Chile

US$2,466
/\/\// Mexico
_ US$858.3
South Africa

USS6611

Kenya

Us$158.8
2016

Chile/Mexico/
g South Africa/Kenya

gy Producer Price
US$/tonne

Source: FAO

Quinoa

Peru

US$1178.1

Bolivia
0$$1,028.8

Peru/Bolivia

Producer Price
US$/tonne

Source: FAO

O LatAm

US$/bbl

Source: Bloomberg

0 Chile

US$/Ib

Source: Bloomberg
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LatAm

i
Nicolas Escallon: " The dramatic Andean
topography setsthe scene for.
Peruand Chile's bountifulendoy
of mineralproducts. The
formations make Chile th
copper producer, Perua
player (secondbehind Chile) a
miner,and Colombiaasignifica
and coal exporter. This handful of
accountforc.50% ofthe threeeco
exports.

Favourable globalcreditc
demographics, institutio
the commodity boominthe
the 2000'sactedinsynchro
one ofthe most prodigal
forthe Andeaneconomi
However the opposi
was revealed durin

economies, affe
tradeandgener

Havingnow live
cycles,andbene
policy orientation, t
managedtocreatee
tomanage commodity ex
management, fiscal stabilizationand
exportdiversification, allowingthemto
channelcommodity rents towards needed
infrastructureinvestmentandfiscal
consolidation. They willcontinue to be
affected by commodity boom-bust cycles
(some more than others), but have gone
alongway towards creatinginstitutional
frameworks that allow them to benefit
fromtheirendowments while ameliorating
theimpact of unavoidable commodity
price volatility.”



Lith|.u m
US$290.19
2018

Nigeria - - :
FunkeOkumcamm?& o .
economy, thoughonly 10% of GD it -
accounts for over 90% of forex earnings
and 70% of governmentrevenues. The
vulnerability of the economy to oil pricesiis

TU Nna evidentasthe economy contractedforfive
N IAR18.2 consecutive quartersto Q1 2017 before
rebounding fromthe oil pricerecovery.
2017 Admittedly, the incidence of oil shutinsin
this period from activities of militantsin
» the Niger Deltawas alsoafactor.

N

. Asexpected, diversification away from
¥ South Africa y y

oilisakey priority for the government -
Retail Price ZAR withanumber of ambitious programs to
Source: Bloomberg Pa”ad|u m promote non-oilexportsincluding export
grants.Non-oilexports were up 55%to
U$$1,030.65 $1.26blnin9Months to September 2017,
2018 thoughoffaverylowbase. Keynon-oil

exportsinclude cocoa, rubber, cashew
nuts, sesame seeds.

e South Africa 5000 Beinganimportdependent economy,
US$/Troy Oz Nigeriaisalsovulnerable toimported
inflation fromanincreasein prices of key
commodities suchaswheat, sugar, rice as
wellas, ironically, petroleum products.”

Source: Bloomberg
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actis

El Pelicano, Chile

Actisis aleadinginvestorin growth markets across Africa, Asiaand Latin America. We
deliver consistent, competitive returns, responsibly, throughinsights gained from
trustedrelationships, localknowledge and deep sector expertise across our chosen
assetclasses of consumer, energy, financial services, healthcare, infrastructure and
realestate.

Valuesdrive value

www.act.is
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