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Deeper, stronger, faster

Ewen Cameron Watt
Editor-in-Chief, London

ecameronwatt@act.is

Street Viewis anew name for this
publicationreflecting the ability of the
Macro Forum network tolook behind the
headlinestodeliverlocalinsightsand
perspectives from colleagues onthe
ground.

This edition of Street View -is focussed
onthepresumptionthat more of
everything-people, capital, debt does
notrepresentasustainable basis for
growth.

Ourjourneybeginsin China. Our friend

Dr Simon Ogus, CEO of DSG Asia, aHong
Kongbasedeconomicresearchand
advisorybusiness contributes aguest
articlelookingat the changinggrowth
modelofthelargest EM economy. Simon
highlightsthat Chinaisrunning out of ‘easy’
productivity fixes. Debt accumulation
partlyreflects anunwillingness toabandon
the model of rapid fixed capital growth
which servedsowellinthe past. Given

the closerelationship between Chinaand
therest of Asia, aneconomic correlation
ofwellover0.8 JP Morgan claims, the
outcome here matterstoinvestors
everywhere.

We complement Simon's observations
withanarticle fromThomas Liu, apartner
inour Asianreal estate teaminHong
Kong. Thomas outlines opportunities for
propertyinvestmentindatawarehouses,
logistics and reconditioned commercial
buildingsinsecond and third tier cities.
Despite headlines claiming over supply
the wide range of opportunity presented
byvastdomesticdemandare stillvery
attractive.

Weturnto Indiaas the biggestdemocracy
inthe world prepares for national elections
inthe spring. Narendra Modi's BJP

.
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governmentcame topowerin 2014 with
aclearreformagenda.Intherunuptothe
elections, Pratik Jainand Ashish Singhin
our Mumbai office runthe ruler over the
trackrecord ofthis government. Their
viewis thattheyrate aqualified pass mark
forachievementstodatebutthereis
plenty morewoodto chopifindiaisreally
goingto continuetoemerge asaresilient
economy. Our Street View shows us that
lookingthroughafocusedsectorlens
there are compellingmarket opportunities
fromrenewable energy tologistics hubs
and payments companies. The common
threadisthat ourinvestments generally
contribute toeconomic deepeningand
developmentratherthanthe national
growthrate.

Africahas the twin problems ofinsufficient
capital -amere 5% of world FDI-and
enormous untapped populationreserves.
Hilaire Dongmois our Street View expert
on Francophone Africa and through

his work onacquisitions and asset
managementinreal estate has afrontrow
seat.

Hilaire shines alight on someimportant
numbers-

In 30 years' time there will

be another billion Africans,
growthwhich willdominate
world population changes.
Absorbing these extra mouths
without creating poverty traps
means more jobs, more capital,
more reforms, more focus on
educationand literacy.

East Asiaharvestedademographic
dividend overthelast 40 years providing
lessonsfor Africa. At the end of the day per

capitaincome matters more than the total
size of the economy.

This opportunityis drivenhome by Funke
OkubadejowhoisbasedinlLagos.

Nigeriais home to Africa’s
largest population, one whichis
forecastto exceed 400 million
by 2050 overtakingthe US to
become the 3rd most populous
country ontheplanet.

Yettoday 87 million Nigerianslive onless
than $2 aday. Without progressinareas
like literacy, educationandhealthcare
prospects for social stability and peaceful
developmentare atrisk. President Buhari's
governmenthasbeen slow movingon
thereform frontandvoter pollsindicate
thatjob creationwasamajorissueinthe
recent presidential election. Nevertheless,
progressis possible asillustrated by the
significantdivideinliteracy andbirthrates
betweenpoorerNorthernregionsandthe
relatively prosperous South.

Finally, Archer Kilpatrick, basedin

Cape Town andworkingin our power
businessreviews the evolving picture for
electricity supply anddemandin Africa.
Approximately 590 million Africans
currently have noaccess toelectricity a
clearexample of the under capitalised
nature of this continent. The scope for
increased andimproved supply often
basedontechnologywhich canleapfrog
thatusedinolderlonginstalled networks
liesatthe heartof ourthesis that
investment opportunity in our countries
abounds evenifheadline growthitself
slows.

DamonRunyon’sbon mot - ‘therace
isnotalwaystothestrongestorthe
fastestbutthat'sthewaytobet’'can
easilybe applied to growth markets.
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China: Changing nature of growth. Historic
growth modelandhowitis evolvinginthe future.

Simon Ogus

CEO,DSG AsialLtd
HongKong

Morethanadecade has passedsince
then-Premier, Wen Jiabao, remarked
that the Chinese economy was
“unbalanced, uncoordinated, unstable,
and unsustainable.” Yet subsequently
Beijing has seemingly lacked the
political stomach to follow through
onregular statements of rebalancing
intent. Intheinterim, Chinahasbecome
ahighly-indebted economy, still
heavily reliant onfixedinvestment and
government expenditure emphasising
the primacy ofthe state overtheprivate
sector.

As astill-middle income country, China
needs to continue toinvest significantly
forits future andretains ample potential to
furtherboost productivity. Nevertheless,
itsborrowingbinge over the lastdecade
hasdrivenindebtednesstodeveloped
worldlevels,and seenthe external surplus
cushionallbut disappear. Meanwhile,inthe
context of ongoingandlikely persistent
tradetensions,! the strongtrade tailwinds
ofthe pastthreatento shift structurally
more tothefore.

Arguably this backdrop gives the
authorities a strategic opportunity to
introduce productivity-rejuvenating
reforms underthe cover of blaming
nefarious outside influences for the
slowerinterim growth that would likely
transpire. However, should the appetite
forevenamodicum of pain remain weak,
thenadoubling-down on debt-fuelled
investment-ledgrowth cannotbe ruled
outwithattendantriskstofinancialand
currency stability. Whichever road Beijing
chooses willhave majorimpacts beyondits
shoreswith correlations of Chinato Asian
growthrunningaround0.8.

Economicgrowth canbedelivered by
employinganincreased quantum of
differentfactors of production (land,
labourand physical capital), improving
the productivity of these factorinputs,
andfinallybyleveragingthemup.In
theimmediate decadesfollowing the
introduction of the Open-Door Policyin
1978, Chinawas exceptionally successful
indeliveringonthe firstand second of

Exhibit 1: China GDP shares
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these paths. Thelastdecade has seenfar
more of afocus onthe third.

Theperiodfrom 1978 tothe early 1990s
was largely a story of recoveryand
factorre-mobilisationinthe aftermath
ofthe chaos—economic and societal—
unleashed by Mao's Cultural Revolution.
Duringthis time, ittook only a single unit
of additional credit to deliver a single unit
of nominal GDP. The decade-and-a-half
from 1994, largely under the auspices of
Premier Zhu Rongji, witnessed accelerated
reforms andfinancialdeepening, yet
creditintensity only rose towards 1.5:1.
However, post-2008, ithasrequired three
units ofincreased creditto generatean
incremental unit of GDP.

China'sresponse tothe 2008 Global
Financial Crisis was a massive twin
monetary andfiscal stimulus programme
which successfully headed-offasevere
economic downturn, butleftthe country
with significantindustrial overcapacity and
highlevels ofindebtedness. Forthe next
half-decade, the authorities attempted
toreininexcesses butwhengrowthagain
threatenedtoslowin 2015, the monetary

and fiscaltaps were again openedwide.
This propelleddebtratios beyond those
rackedupby Japanin 1989 butatastage
ofdevelopment more akinto Japan'sin
1970 (the chart above incorporates both
variables).

Suchcomparisons canneverbe exact.
Nevertheless, it seems questionable
whetherthe financial system, inisolation,
canfinance growthfromtoday's levels of
indebtednessintheabsence ofare-
commitment to economicreformsaimed
atrejuvenating productive potential. This
is far fromimpossible since we mustrecall
that Chinahas generally found the capacity
todeliver overthe pastfour decades when
faced by potentially existential challenges.
Whether XiJinping's re-emphasis of
Party-andstate-led controlprovides the
mechanism to deliver such a productivity
rejuvenationremainstobe seen.

The mediamay be awashwith stories of
wealthy Chineseinvestors buyingup global
assets Nevertheless, although asmall
percentage of 1.3 billion people translates
into alarge absolute number of rich
investors, Chinaremains overallarather

1 Seemy previous article in the Actis Macro Forum insights and perspectives October 2018: "Asia may not be interested in trade wars, but trade wars

areinterestedin Asia."
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Exhibit 3: USD capital stock per capita, 2017 prices
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poor country.InconstantUS dollars, per
capitaincomeandwealthareonly atlevels
achievedinJapanin 1967,andin 1986 and
1988in Taiwan and Korea, respectively.

Itisasimilar story with per capita capital
stock—thevalue of acountry's physical
infrastructure, plantandequipment. A
first-time visitor to Beijing, Shanghaior
Shenzhenmay dispute the comparative
figures charted above, but one does not
needtotraveltoo far outside of the major
urbancentres before one soonencounters
areas of significantpoverty.

Furthermore, asacountry matures, the
composition of the desired capital stock
alsochanges as the onus shiftsfrom
initialaccumulation, to productivity and
generalwelfare enhancinginvestments.
Constructingafirstroadorrailwaytoa
remotelocationwillboost productivity
and connectivity considerably. Building
subsequentduplicate links will deliver,
atthe margin, ratherless ofabangfor
the renminbi. Middle income countries
with decent coreinfrastructure extract
superior medium-termbenefits from
investingmorein higher quality housing
andlocaltransport, aswellasbetter
education, healthcare and environmental
protection. The downsideis that such
"softer”investments deliverless of an

immediate boost to headline growth than
domajorinfrastructure andheavyindustry
projects.?

Beijingis of course not unaware of

these challengesandhasunveileda
regular flow of policyinitiatives and
exhortations overthe pasttwo decades
inanattempttorebalanceitseconomy
away fromareliance oninvestment,
heavyindustryandexports,andmore
towards consumptionand services. Some
progresshasbeenmade for surebutthe
unwillingness to officially recognise that
suchatransitionhasneverbeenachieved
elsewhere, absentanextended period

of slower headline growth, has remained
afundamentaland ultimately overriding
contradiction.

Prima facie, amuch-reduced current
account surplusinthe decade following
the Global Financial Crisis—from 9%

of GDPin2008toonly0.4%lastyear—
suggeststhatsignificantrebalancing
hasindeedbeentakingplace. Inreality,
economic growthhasremained
significantly reliant on credit-fuelled
investment. The household consumption
sharein GDP meanwhile has only edged
up from 36% toastillratherlow (by global
standards) 39% of GDP.

2 Theyalso offer few opportunities for rent extraction.
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Furthermore,inthe context of President
Xi's desire tore-prioritise theleading

role of the state sector, while the share
of exportsin GDP has fallenfrom 31%to
only 18% overthelasttenyears, state
companies now only account for 12%

of totalexports comparedto 21%in

2008 andtwo-thirdsinthe mid-1990s.
Conversely, foreignand Chinese private
companies now comprise 42% and 46%
ofthe total respectively. One mightfairly
assume thatthe ascendance of the
non-state'sexportshareisareflection of
its superior efficiency andinternational
competitiveness. Curtailed global trade
andcross-borderinvestment flows, and
increased domesticresource allocation
towards less efficient state entities, donot
bode wellforaproductivity renaissance.

Nevertheless, Chinastillhas plenty of
avenues for expenditure that could

drive aresurgenceinproductivity and

help propelthe economy towards upper
income status. Forexample, while the PRC
has urbanisedrapidly overthe past four
decades, based onthehistorictrajectories
oftheUS and Japan, it stillhas significant
potential to shift further masses fromthe
countryside to the cities.

Furthermore, afair proportion ofthose
who have already movedto urban areas
are currentlyhousedin sub-standard
housingandonly have access to sub-
standard social services. Ongoing building
outofurbantransport networks andslum
redevelopment programmes, combined
with deeperreformstothe household
registration or hukou system, could unlock
significant source of new growth potential.
Ofthe 60% ofthe populationdeemedas
urbanresidents, lessthan 40% have an
officialurban hukou.

Thereisnodoubt that therange of
macro challenges currently facing

the Communist Party are daunting.
Yetits pastrecord overthe past half
century givesrise to cautious optimism
that when push comesto shove,

the Chineseleadership will pursue
policies that further deepen andbuild
onprevious structuralreforms. Xi
Jinping has definitively made himself
personally responsible for “The Great
Rejuvenation of the Chinese Nation.” He
now has todeliver.



China: Demographics, Digitisation,

Dataand Demand

Please watch this podcast at www.act.is

Thomas Liu
Real Estate, China&North Asia
tliu@act.is

The catalogue of China's macro
challengesis obvious and well-
rehearsed. Trade tensions, a
risingdebt burden, misallocation
of capitaland environmental
shortcomings are familiar
headline grabbers.

Lessappreciated -it'savast
countrywithmany subplots. The
collage of cities, regions, climates,
income disparities, and cuisine
provides different challenges and
opportunitiesonavastscale. Most
of allthereis ahuge domestic
demand - retail sales exceeded the
US by nearly $100bnin 2018 - and
low levels of household debt. Close
localknowledge of these differences
and a differentiated product offering
are essential fora successful
investment strategy, notleastinreal
estate.

One key benefit of spreading
economic growthinlandis
theincome and consumption
growth ofamuchlarger portion
ofthe population. The size

and sophistication of Chinese
e-commerce dwarfs anywhere
elseontheplanet. Thisinturnis
shiftingthe movement of goods
from predominantly exportdriven
tointra-regional. Fromareal estate
perspective, we see the demand
for modernlogistics warehouses
expanding from predominately

Street View

Tier-1 marketsinto Tier-2and Tier-3
cities. Witha short development
cycle, assuredtenantdemand,
andanabundance of globaland
domestic capital seeking stabilised
logistics assets, we continue to
believe returns from build-to-core
strategy for modernlogistics
facilitiesinkey population centres
acrossthe countryare attractive.

Another plus from e-commerce and
the wider adaptation of internetand
mobile usagesis demandfor data
centresasanemergingreal estate
assetclass. Despite the mature
infrastructurein both broadband
and mobile Telecommunications
aswellas power, the development
oftrulyindependent carrier-neutral
datacentreshavelaggedduetothe
higher barrier ofentryinterms of
technical skills as wellas regulatory
andlicensingrequirements. With
minimal presence of global data
centre operatorsandonly asmall
number of domestic ones, we
believe thisis fertile groundfor early
moversin China.

While industrialasset types such
aslogisticsanddatacentresare
expandingbeyond major Tier-1
cities, we continue tokeepaneye
onthese gateway markets. As they
have grown to become some of
the largest metropolitan zonesin
theworld, old suburban areas have
become new commercial districts.
Landinprime locationis scarce
andhighly valuable. Fast-paced

evolution of these Tier-1 cities over
ashort period means that many of
the older buildingsin their prime
CBDs are already obsolete, thus
presenting alucrative opportunity
for repositioning and refurbishment.

Aprime exampleis Actis' new office
in Shanghai. Thisislocatedinanewly
refurbished mansion builtin early
20th centurylocated withinone
ofthe city'smain CBDs. The same
office compoundwas transformed
fromarun-down state-owned
enterprise office campustoa
thriving hub of companiesranging
fromtech start up to fashion
designers andfromboutique law
firms to domestic and foreign
investment firms, including Actis.

Suchopportunitiesin Tier-1 cities
are boosted further by the policy
drivende-leveraging of private
enterprises who ownmany of these
centrallylocated butunderused or
underperformingassets. We are
already seeingassetsbeing offered
at wellbelowreplacement costlevel
by suchdistressedsellers.

As Chinagoes throughmuch
needed structural changes,
continuing shiftsinintra-regional
dynamics will persist. Demand
forlogistics, data centres, prime
location commercial assets and
otherreal estateassettypes
linked to sustainable unmet
demand fromavast domestic
population withgrowingincomeis
excitingandimmense. Stay tuned.
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India: The reform score card

Pratik Jain
Private Equity, India [
pjain@act.is

Please watch this
podcast at www.act.is

Ashish Singh
Real Estate, India
asingh@act.is

Please watch this d
podcast at www.act.is -~

Threedecades agoIndiabeganserious
economicreforms.In1991itwasa
foreign exchange crisis that forced
change, Since then, the country has
progressedinfitsand startstowards
being amarket-led economy, albeit
onewithastrongrolefor public
ownership and significant government
intervention. Inthe springof2019
NarendraModi’s government will
stand trial with votersinthelargest
democracyintheworld. Here's our view
onthescorecardsofar.

"Afaststart butlosing
momentum”

Thecurrentgovernmentwas votedto
power with high expectationsin May 2014.
PM Modihadbuilt aformidable reputation
asabusinessfriendly, reform oriented
leaderduringhistenure of 14 yearsasthe
ChiefMinister of the state of Gujarat -

the state growingits GDP atanaverage
rate of 10% during histenure. The new
Governmentwas expectedtomake good
onits promisestoreduce corruption,
deregulate the economy, mobilize foreign
investment, reduce therole of state-
ownedenterprises, and strengthenIndia's
trade tieswith the world.

The Governmentdelivered onseveral
bigreformsearlyinitstenure. However,
ithaslostmomentuminrecentyears,
reflecting the political reality that big
reforms are disruptive intheirimmediate
aftermath, often with negative political
consequences, while the payoutsaccrue
onlyoverlongterm.

Despitelegislative hurdles, the
Governmentwas able to pass several
keyreformbillsinits early yearsin office,
helpingimprove business confidence and
improving India's position by 65 placesin
the Global Ranking of World Bank's Ease
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Exhibit 1: Real GDP
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of DoingBusiness scorecard. Key reforms

implemented by the Governmentinclude:

1. GoodsandServicesAct, 2017

Indiahadacomplexindirect taxation
systemwith multilayeredtaxeson
interstate movement of goods, which
distortedincentives and created
inefficiency. Successive governments
triedtointroduce auniform Goods and
Services Tax (GST)withlimited success.
InJuly 2017, after muchlegislative debate,
India's biggest ever taxreformwas finally
rolled outby the Government. The GST
Actreplacedamultitude ofindirect taxes
atUnionand State levels with asimpler
code, dismantlingregionaltrade barriers
tocreateasingle US$2.6 trillion market.
The objective of GST was to simplify the
indirecttax system, add more indirect
taxpayers, make tax evasiondifficult,
bringtaxtransparency to consumersand
reducethetaxratesonmanymass-use
goodsandservices.

GSTimplementationhadinitial teething
troublesincludinganunstable IT platform
and complex filingrequirements. Italso
disruptedactivityinthe months before

rollout with businesses cut productionand

liquidatedinventories asthey prepared

toadjusttothe newsystem. Thisledto
economic growth temporarily slowingto
5.7%inthe quarter prior totherollout from
6.1%inthe precedingquarter. Growth
subsequently quickly recoveredto 6.5%
and 7.2%in the following quarters.

Afteraninitial period ofinstabilityinthe
wake of the newlaw, tax collections have
beengrowingsteadily over the last few
months driven by higher compliance
andlower taxrates. Eventhough GST
implementation causedashort-term
disruption, thereis allroundrecognition
ofitslongtermbenefits tothe Indian
economy, which are already becoming
visibleintaxrevenue buoyancy. Werate
GSTasanexampass.

2. Thelnsolvency and Bankruptcy
Code, 2016

In 2017, India's NPAratiowas higher than
any other emerging market (barring Russia)
andeven exceededthe peaklevelsseenin
Koreaduringthe East Asian crisis. Several
sectorsasenergy,infrastructure, metals
andmining, procurement, construction,

in particular, were stressed with mounting
corporate debt defaults.

Exhibit 2: India Employmentand Unemployment
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Totackle endlessdelaysinresolving
stressedassetsandthelack of
accountability of promoters of
defaultingcompanies, the Government
implemented theInsolvency and
Bankruptcy Code (IBC). This consolidated
the existing framework of laws related
toinsolvencyandbankruptcyintoa
comprehensive, strengthened andtime
bound mechanism forresolution of
stressedassets.

ThelBC provides amechanism forthe
resolution of stressed assets within 270
daysfromthe time of defaultandfiling of
application ofinsolvency under the Act.
Beforetheintroduction of IBC, it took
companies about fourtofive yearsto
dissolve operations; this time frameis now
compressingtooneyear. Thishasnotonly
increasedthe ease of doingbusiness but
alsoimbibedastronger sense of trustin
lendersandinvestors.

3. RealEstateRegulationAct:

Thelndianreal estate sectorhasevolved
rapidly over the course of last two
decades. Whilst customer needs have
improvedtransparency andbestpractice,
comprehensive regulation forthe sector
was missing. The Government plugged
thisgap byimplementing The Real Estate

g 8 -,th"l_
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(Regulationand Development) Act, 2016,
commonlyreferredtoas RERA. The Act
notonlylays downa code of conduct for
allmarket participants but also promotes
transparency through standardization of
metrics, practices and filings while putting
inplace aregulatortoenforce compliance.
The Actprotectsthe customerinterest
andlevels the playing fieldamongthe
developers, pavingthe way for a fair
marketplace. Again, despite complaints
fromless scrupulous operators this reform
ratesaclearpass.

4. Digitization of Payments

Prime Minister Narendra Modiwas elected
onapollpromise of fighting corruption
andcleaningupthe "black”economy
(undeclaredtransactions outside the
taxnet), which some estimate to exceed
20% of official GDP.Indiahas alarge
unorganized sector and cash was used
for>95% of allconsumer transactions by
volume. Anumber of reforminitiatives
undertaken by the Governmentinthe
first 3 years of its tenure have helped
accelerate digitization of paymentsin
India:

— De-monetization of highvalue notes
(~86% of currency valuein circulation),
whichwas aimed at reducinginformal

—le g

economy, counterfeiting, terrorism
funding. Demonetizationhad a
profoundimpact on business activity
across categoriesandincomes ofthe
poor. Theruraleconomy, particularly
the agrarian part, almost entirely cash
driven, saw significant disruptions.
Thebiggestimpactwas seenacross
discretionary categories such as
consumer durablesinwhich demand
declinedby 50% in the days following
demonetization. Unorganizedlabor
inthe country, whichislargely paidin
cashsawalargedropinincomesand
significantlayoffs.

Zerotransaction costsoncardusage
for transactions below US$30 ticket
size

Acceleratingthe deployment of card
acceptanceinfrastructure. Targets
were set by the government for

the Banks toincrease Point of Sale
terminal (PoS) penetration. Banks were
directedtodeploy 1 million additional
PoSterminalsintheyearafter
demonetization

Low balance savings accounts (Jan
Dhanaccounts)were opened for
financialinclusiontoensure access
tofinancial services (>275maccounts
opened)
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Theimpact ofthe pushfordigital
payments has beensignificant—incase
of Actis' portfolio company Pine Labs,
thelargest processer of retailmerchant
paymentsinindia, transactions have
beengrowingatc.30%everyyear. The
pain of demonetizationthoughhasbeen
considerable andfocused on poorer
people. Takentogether thisis a mixed
outcome.

“What happens next?”

Overthelasttwoyears, Indiahas seenthe
reform process slow considerably, despite
the Governmentbeinginastronger
position politically with multiple victoriesin
state electionsandhigherrepresentation
inthe Upper House of Parliament. This was
driven by the needfortherulingpartyto
strike abalance betweenits commitment
toreformsand political realities, as
disruption causedinthe economyfromthe
earlyreforms forcedthe Government's
policy making pushto slow down closer to
electionyear. Acommonviewis thatthe
Governmentwilllooktoresumeitsreform
agendaifitwinsasecondterminthe
elections dueinthe nextfew months. Key
reformsthat could getkick startedearlyin
itsnextterminclude:

Street View

Labour Reforms

The Governmentcametopowerin 2014
ontheback of promisestocreate 10
millionjobs eachyear forthe country's
burgeoningyouth population. Driving
jobcreationinIndiarequires asignificant
overhaul ofits antiquatedlaborlaws
which stifle permanentjob creationand
encourage industry to hiretemporary
workers. This complexlegislation has
held backIndia'sindustrialambitions, and
the manufacturing sectoraccounts for
lessthanafourthof GDP,and more than
90percentofworkersdeployedinthe
informalsector. The governmenthadan
ambitious agenda of streamliningthe 44
differentlaborlawsinto four codes when
itcame to power. However, progress on
laborreformhasbeenmodestsofaras
ithas provedtobe apolitical hot potato.
Oppositiontolaborlawreformhasbeen
fierce both fromthe opposition parties
andwithintheruling party and this crucial
reformhasremained elusive. Most
recently, the Governmenthadtoscale
backits efforttoincrease the maximum
number of workers that canbe laid off
without seeking the Government's
permissionfrom 100to 300.Inour view,
laborlaw reformwilla key area of focus for
the Governmentifitwinsanotherterm,
inits effortstounshackle businesses

anddrive sustainablejob creationin
the country especiallyinthe area of
manufacturing. More woodto cuthere.

Direct Taxes

ReformingIndia'sincome taxlawand
makingit more taxpayer friendlyis another
policy objective where progress has been
slowerthandesired.India'sincome taxlaw
iscomplex, resultingininefficient personal
interface betweentaxpayerand officials
and, thusalsothe roomfor corruption. The
Governmentis keen onboth simplifying
thelaw, and makingits administration
taxpayer-friendly. Simplification of the law
itselfhas beenagradual process through
incremental changesinthe Annual Budget,
while the Governmenthas soughtto
digitize taxassessment through greater
use oftechnology toreduce processing
time. However, thereis alot thatremains
tobedone andacceleration of reform
implementationwillbe the priority for the
Governmentinits nextterm.

Our verdict-the Modigovernment
rates apassonreformstodate.Aclear
mandate would allow further progress.
Yet as always with fundamentalreform
the time horizons for success may well
belongerthantheattention spanof
financial markets.

Al

ALK .

v = D



Africa: Delivering on the demographic dividend

Hilaire Dongmo
Real Estate, London

hdongmo@act.is

Please watch this
podcast at www.act.is

Exhibit 1: World Population

World populationin
1950 was 2.5bn

The global
populationin 2018
was 3x the
populationin 1950

The global
populationin 2050
will be 4x the
populationin 1950

I Africa I Asia I Europe
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I Northern America Oceania

Source: United Nations World Population
Prospects: The 2017 Revision
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Thereare morepeopleintheworld than
ever before, but...populationgrowthis
far fromevenand Africais goingtoadd
anotherbillionor sooverthe next 20 to
30years....

Thisdramaticincreasein populationwillbe
dominated by the African continent. While
populationgrowth slowsintherestofthe
world, it continues torisein Africa.

— Morethanhalfthe additional 2.2 billion
people thatwillbe addedto the world
population by 2050 willbe in Africa
and most of them withinits poorest
regions.

— TheUN'sbasecaseisthatthe number
of Africans willdoublein 30 yearsto 2bn
and atleastdouble again, to 4bn, by the
turnofthe century.

— Injust30yearsthe USwillbe overtaken
by Nigeriato become the world's third
most populated country behind India
and China.

—  Bytheendofthe 2100 century, the 4bn
livingin Africa willbe making up 36% of
the totalword population.

— InNigeriaalone, there are more babies
borneveryyearthaninthe whole of
Western Europe.

[tisnotjustabsolute numbersthatare
importantbutalsothe age profile of
different continents.

— Themedianagein Sub-Saharan Africa
is19.5. That compareswith 38 inthe
US,43intheEUand 47 inJapan.

— In1960,roughlyoneintenofthe
world's populationwas African. By the
end ofthe century that should be more
thanoneinthree.

Drivers of population changein Africa
Thedynamicsatplay are straightforward

— Since 1950, improvementsin public
healthhaveledtoaninspiringdecrease
ininfantand child mortality rates.

— Overalllife expectancyhasalso
risen. Africansbornin 1955 could
expecttolive only untilthe age of 37,
encouragingly, Africansbornin 2018
canexpecttolivetotheage of 60.

— Meanwhile, another key demographic
variable definedas the number of
childrenthe average Africanwoman
islikelytohavein herlifetime, (total
fertility rate) remains elevated
comparedtoglobalrates.

— Thetotalfertility rate of Africais 88%
higherthantheworldstandard (2.5

childrenperwoman globally versus 4.7
children perwomanin Africa).

Is the demographic boom
anopportunity orarisk for
Africa? Failure to address
Africa’s rising populationis
notan optionandifnothingis
donethe probable effects on
food and water security willbe
dramatic. Success-consistent
and dependable growth per
capita profoundly alters today's
globalinvestment and economic
landscapes.

Population trends willfundamentally shape
Africa's future development prospectsand
the continenthas space toaccommodate
more people, sowhy doinvestorsworry
aboutits demographicboom?

Younger populations should grow
fasterthanageingsocieties. But

the "demographic dividend" (rapid
accelerationineconomic growthdue
todemographicfactors)depends,in
particularonhuman, financialand capital
deepening. Thisis particularly true for real
growth per capita.

Africatodayhasthe secondlargest
populationafter Asiaanditisfarlessdense
thanEurope. Butinvestors believe Africa
doesn'thave theinfrastructuretohandle
itsdemographicboom.InNigeria, the
national population commission said this
massive demographicboom puts asevere
strainonthe country toprovide enough
schoolsand healthfacilities. Lowincomes
tendtoequalalimitedfiscalbaseandan
inability to self-finance the necessary
investmentforlongterm sustainable
growth.

Delivering the demographic
dividend—aroad map.

Inmany cases, extremely rapid population
growth cancompoundpovertyandalack
of economic opportunities. Many African
governments donotcurrentlyinvest
adequatelyineducationandtraining
(human capital) orinfrastructure and
institutional progress (physical capital)



andstruggle to create jobsforagrowing
workforce. Unless they dointhe future,
Africa'sdemographicboom storywillbe a
tale of missed opportunities.

Thechallengeistocreatejobsandgrowth
in countries with younger populations, that
will require significantinvestmentin social
services suchashealthand educationas
wellasinfrastructure and business.

Ageneralinvestmentinimproving
educationatalllevels willbothreduce
fertility rates andimprove the quality of
Africa's growinglabourpool.

There willbe nodemographic dividend
withoutjob creation. Accordingtothe
InternationalMonetary Fund, between
18mand 20mnew jobs willbe needed
annually over the next 25 yearsonthe
continent. Ifthese trends are extrapolated
until 2050, the newjobs required would be
almost equivalentto the entire European
population. The prerequisitesto meet
thishuge challenge are educationand
betterhealthcare, followedbyinvestment
based onstable economic and political
conditions.

Investinginbasicinfrastructure suchas
the provision of clean water andimproved
sanitationtoreduceinfantandfemale
mortality advances Africa's demographic
dividend.Itis possible to speedup the
demographictransitionin Africato create
greater opportunities foreconomic
growthanddevelopment. If fertility rates
arereduced over the comingtwo decades,
Africa could benefitfromanearlier onset
aswellasalarger demographic dividend
and, withtherightpolicies, capitalize onit
toboostgrowth andwellbeing.

Politicalleadershipin discussing gender
inequality, fertility and family sizeis critical,
asare public media campaigns that
demonstrate the health and economic
benefits of smaller families. The measures
thatcanreducefertility ratesinclude

Exhibit 2: Live births per woman

improving secondary female education
and puttingin place family-planning
initiatives, includingincreased availability
of contraceptives. Countriesin Africaneed
toeliminate genderinequality, particularly
ineducation, andimproving female
enrolmentand graduationratesrelative to
those ofmalesateverylevels.

Key objectives should be to facilitate
urbanemploymentand poverty reduction,
todecrease the proliferation of slums
andto secure criticalurban food, water
andenergy supplies. Furthermore, in

the contextoffoodsecurity, Africa's
demographic boomwillarguably have to
runparalleltoanagricultural revolution.

Africaholds 65% of theworld's arable
land, could generously meetits own food
requirements and, under theright policy
interventions, could possibly feed the
entire planetby 2050 accordingto the
World Bank.

Which countriesin Africa will enjoy a
meaningful demographicdividend?

Africa's population growthhighlights
the needforbetteremployment
opportunities.

Reducedfertility rates willhelp African’s
governmentsto spendlessonhealthand
education, since there are fewer children
inaddition toreduced spending on basic
infrastructure. These countries willbe able
tostrategicallyinvest these savings to
improve productivity, investintechnology
andeventually prepare for future shiftsin
demographicswhenthe populationstart
ageing.

Seenfroman Asian perspective, Africa's
demographic potentialis unparalleled.
However, seizingthe demographic
dividendwill be critical. Ifallthose new
people canfindjobsandopportunity,
global growth willgradually shift to Africa.
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Source: United Nations World Population Prospects: The 2017 Revision
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One example of opportunity arising from
limited capital stock today is the potential
fortechnologyleapfrog.

Approximately 590 million Africans have
noaccesstoelectricitybecause the
continent'senormousrenewable energy
potentialremains essentially unexploited.
Thisisagreatopportunity toleapfrog
oldredundantenergyinfrastructures
andintroduce more flexible micro grid
solutions.

Forinvestorsitis clear that Africais
undercapitalized, despite agrowing FDI
influx, Africa's share of totalworld FDI
volume remains small, at roughly 5%. This
compares poorly tothe continent's 15%
share of global population. Investingin
Africaisalong-termplay.Inmany places
it'sthe same as Chinawas 30 yearsago or
Indiawas 15 yearsago. While therisks are
high, Africais positionedto be the next
pillar of growth givendemography, natural
resources andurbanization potential.

[ts cities will be the catalysts and could
present globalinvestors with astarting
pointforaccessingthislong-termgrowth
opportunity.

However, in order for demographic change
tobelastingandsustainable,ithastobe
combinedwith four other developments:
economic, technological, politicaland
ecological.

Theprivate sectorhasaroleto

play here-financingand delivering
electricity throughrenewables and new
technologies, educationandhealthcare
services, payments systems and

other financial deepening and physical
infrastructure,andthroughinvestment
stewardship enhanced the lasting value
oftheseinvestments. Since 2004 for
example Actis has completed atotal

of 70 transactionsinthe continent,
committed US$3.3bn total capitaland
executed 39 exits. Theseinvestments
did not depend ondemographicsbut
rather ondeeper economicand financial
conditions.



Exhibit 3: City Growth across Africa 2010-2025
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Exhibit 4: Populationincrease from 2015-2050
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Source: Worldmapper.org based on UN World Population Prospect data 2017

Today, the populationin Africais
already 1.2 billionandit willdouble over
thenext 35yearsandreach 2.4 billion
by 2050, despite the projected fertility
decline (Exhibit 2: Live births per
womanonpage 11).

The continent's population will
increase fromsome 229 millionin 1950
tomorethan 2.4 billion people by 2050.

Africa's population has contributed
965 million toworld population growth

Lagds, Nigera =

Street View

since 1950. However, over the next 35
years Africa's population willmost likely
contribute about 1.4 billionpeople.
Between 2015and 2050, theworld
populationwillincrease by almost 2.4
billion people. More than 56% of this
increase willbein Africa(112%) and
Asia (35%).

Latin Americaandthe Caribbean
willonly contribute some 6.2%to

thisworld populationincrease and
Northern Americajust 3.3%.

Europe and Oceaniawillhave a
negative balance of -0.3% with Europe
losing 25 million of its total population.
The enormousincrease of theworld
populationfrom 7.4 billionin 2015
tomostlikely 9.8 billion by 2050 will
essentially happenin Africaand Asia.




Nigeria: Somany people, toolittle reform
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Nigeriamay lack many things, but
peopleabound. She willbe the third
most populous countryinthe world

by 2050 with a population of410m,

the World Bank estimates. Current
populationgrowthtrajectorypresents
an opportunity forademographic
dividend from the expansion of its
productive workforce givenits youthful
193m population with 41% below the
ageof15. Thebig question for these
many millions - can policy deliver
growth per capitaratherthangrowthin
mouths to feed?

Job creationandinvestmentinsocial
infrastructure key tounlocking
demographic potential

Harnessingthe demographic
opportunity requires the engagement
ofthe enlarged workforceinproductive
jobsandareductioninfertility rates.
Concertedinvestmentis neededin social
infrastructure - educationandhealthcare
-toreduce the dependency ratioand
boostthe percapitaincomes. The poverty
trapmustbe beaten. Nigeria currently has
the highest povertyincidenceinthe world
with 87mor 45% of its population livingon
lessthan $2 per day.

Stronger economic growth required for
jobcreation

GDP growth remains fragile with 2019 GDP
projectedat 2.2%. With population growth
at3.2%,areturntopre-2015GDP growth
levelsof 5 - 6%isneededtoreversethe
contractioninreal per capitaincomes.

Nearly four yearsintothe Buhari
administration, implementation of its
comprehensive economic blue print

has beenslow. Key reforms to diversify
the economy away from oil, investin
infrastructure toimprove competiveness
and provide an enablingenvironment
toattractFDIhave yettomaterialize.
Potential GDP growth remains fragile,
highly vulnerable to oil price shocks.
Unemploymenthas risenfrom 8%in 2015
t023.1%in Q3 2018 witha combined youth
unemploymentand underemployment
rate of over 55.1% accordingtodata
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released by the Nigeria Bureau of
Statistics. Withanestimated 2-3m people
joiningthe workforce every yearandjob
creation severelylaggingdemand, the
impetus forthereformsis crystal clear.
This expectedgrowthintheworkforce
underpins ourinvestment thesis for
investmentin Sigma Pensions, aleading
pensionfund manager. Currently there
are only over 7 million contributors to
theregulated mandatory contributory
schemesetupin 2014, comparedtoa
currentlabour force of 90.9mandthe
regulatorisexploringhow to expandthe
schemeto coverinformalsectorand
MSMEs.

Concertedinvestmentineducationalso
critical

Accesstoeducation, includingfor girls, is
criticalto provide a productive work force
andreduce thefertility rate, currently 5.8
live births perwoman. Thefertilityrateis
correlatednegatively toliteracylevels. The
longerfemalesremainineducationthe
more fertility rates decline. Thereisahigh
level of disparity inthe levels of literacy and
fertility rates across Nigeria's geopolitical
zonesasillustratedin the table below, with
higher literacy levels and lower fertility
ratesinthe south. Thetrendislinkedto
differing cultural attitudes to education
andlevel of accessto educationfor girls.

Race against the clock

Nigeria has 11.4million children out of
school, the highestinthe worldandthe
highestincidence of poverty. With GDP
growthlower than population growth,
thereisaraceagainstthe clockto put
the countryonthe path of growthand

addressthe dearth ofuniversalaccessto
qualitative educationinordertoexploitits
demographic opportunity. Otherwise, the
risk of civil strife and insecurity heighten
considerably. High youthunemployment
andpovertyfeedterrorisminthe North
Eastregionandincreasedviolenceinthe
countryincluding well publicized farmer
andherdsmenclashes.

The contrastbetweenNorthand

South canbe attributed to educational
attainmentandavailability of more
productive economic activitiesinthe
South. Lackof opportunityisdriving
rural-urban migration with over 50% of the
populationinurbanareas and projectedto
increaseto 75% by 2050. Rapid population
growthleads tourbansprawlandslum
development, and challenges the security
oflivesand propertiesinurban areas.

Governmentresponsetothe
demographicopportunity

Governmentresponse to these major
challengeshasbeenstrongerontheory
than much neededaction. Thoughthe
pollsindicated that highunemployment
andalack of jobs were major voter
concerns aheadofthe February 2019
elections. The Buhariadministrationhas
prioritized populistandinterventionist
schemesthatareyettoimpactthe
economicindices. Theseincludeloan
schemeswith singledigitinterestrates
fortheagricultural (Anchor Borrower
scheme)andinformaltrade (Trader Moni)
sectors. Othersocial schemesinclude
cashtransferstovulnerable people, a
schoolfeedingprogram coveringupto9
million children and graduate employment
schemes. These schemes are popular

Exhibit 1: Regional View of Literacy and Fertility
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with potential recipients but have weak
linkages to growthas beneficiariesremain
largely outside the taxnetand therefore
thereisaquestionon their sustainability.
With 37% of governmentrevenues
peggedfordebtservice,itisnotclear how
alltheseinitiatives willbe funded without 7 i
major reforms, particularly considering (%= PJETS,M{-\M&N
pressures fromtherecentincreasein ¥ K : : y
minimumwages toN30,000 ($83) from
N18,000($50) per month.

Withthe 2019 elections now behind

us and Buhari's mandaterenewed;itis
hopedthatimplementation of economic
reforms toboost growth should gain
momentum. Interest by investors
innumerous sectorstoaddressthe
growingdemand for goods and services,
ranging frominfrastructure, consumer,
including healthcare and education,
tofinancial inclusion will contribute
togrowthandjob creation. The
government however needs to create
the enablingenvironment toattract FDI
andinvestinhealthcare and education
for Nigeria to exploit the demographic
opportunity and avoid economic
stagnationand afurther deterioration
ofthe security situation.
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Streetview: Powering Africa

Exhibit 1: Projected electricity generation (TWh)
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Accessisanecessarybutnot
sufficient condition for energy
demand growth. Without this
growth African nations will fail 30
tomeet development goals

and harvest the demographic
dividend covered elsewherein this
publication.
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show African demand growthis

significantly outstripping developed Exhibit 3: Energy use intonnes of oil equivalent per capita
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Electrifying the continenthas been,

andwill continue to be afocus of E
politicians and development aid %
institutions alike, asis reflected by $  6.000
the UN'sSDG 7, to "ensure access to S
affordable, reliable, sustainable and E
modernenergy forall”. In2013, 640 .g
million peoplein Africalacked access ~ 4,000
toelectricity, three yearslater that 3 '
figure had shrunk to 590 million. E
However, access to electricity does %
not equal consumption of electricity &4
and whilstthe correlationbetween @ 2000 _ N
economic growthandenergy usage 2 0
isclear, the causalrelationship -
betweenthe twoisless so.

-2,000

Increasedaccess to electricity
enables higher value-add economic
activitiesto advance. However, GDP per capita (current US$)

realisation of these opportunities © sizeofcircle =population @ China @ EuropeanUnion ® India
andimprovedliving standards,

-10,000 0 10,000 20,000 30,000 40,000 50,000 60,000

® | atin America & Caribbean ® Sub-Saharan Africa United States
Source: The World Bank
16 Street View



dependonmanyfactors. Today,
Sub-Saharan Africa's average
electricity consumption per capital
of 485 kWhis the lowest ofany
region of the world. For comparison,
the Indiaand UK averages are 805
kWhand 5,450 kWhrespectively.

At Actis we are confident that
demand growth willbe achieved

in Africa, but the disbursement of
this growth willbe uneven, requiring
carefuland wellinformedinvestment
decisions to capitalise onthe macro
opportunity.

Some markets have already begun
to focus onutility scale grid-based
solutions, notably South Africa

and Egypt, where to date ~6GW
ofwindand solaris operating
orinconstruction. However
developmentsintechnology and
declinesinthe capital cost of solarin
particular, are unlocking alternative
electricification options, especially in
smaller markets...

Urban demand growth; urban
solutions

Urbanisationis one of the mega-
trends whichis drivingchange

in Africa.ln 2017, 39.5% of Sub-
Saharan Africa's population lived
incities, up from 27.4%in 1990.
The UN forecastsa50% urban
share by 2035. Thisrapidchange
creates challengesfor electricity
infrastructure and opportunities
for private sector solutions. For
instance, informal settlements
createlocalisedloads onpower
grids which are hard to service by
traditionalinfrastructure due to the
density of the populationinthese
areas. Energy storage solutions,
includinglithiumion batteries may
be able to meetthese demand
surges, without the needto build
additional expensive power lines.
Roof mounted solarinstallations
coupled with storage solutions will
meet the electricity needs of malls
andothernewreal estate projects.
Anexample of thisis Actis' Garden
City Mallin Nairobi, which hosts the
continent'slargest carport mounted
solarsystem.
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Ruraldemand growth; rural
solutions

Despite urbanisation growth,
Africaremains a predominantly
rural continent, with low levels of
populationdensity and vast and
ofteninhospitable tracts ofland
separating settlementsinmany
countries.

Forthese populations, the

energy bottleneckisnotalack of
generation capacity, butinsufficient
transmission and distribution

lines. Thelasttwenty yearshave
seenlarge scale build outs of grid
infrastructure, most notablyin
Kenya, butvery little progress has
beenmade elsewhere. The capital
intensity of such projects suggests
more opportunity for private sector
participationin grid buildouts. Actis'
experience investingindistribution
operatorsinUganda (Umeme,
Actisinvestment 2009-2014) and
Cameroon (Eneo, Actisinvestment
2014 onwards) makes us well placed
to participateinsuchprocesses.

Forthe mostrural populations,

the costsandtimeinvolvedin
connectingthemtothe gridmeans
thatalternative solutions mustbe
foundifuniversalaccessistobe
achieved. Distributed "mini-grids",
offeracost effective alternative
tofull grid build outand canalso

be built much more quickly. These
aretypically village-scale solar
installations paired with batteries
andlocaldistributionlines. Mobile
phonebased pre-payment
technologies, coupledwith digital
metering, mean thatthese remote
grids canbe managed centrally and
otherservices, suchas Wi-Fi, can
alsobe provided by them. Whilst
todate thedistributed generation
sectorhasbeensmall, we
anticipate thatit willhaveincreasing
importance going forward.

Momentuminthe energy sector
in Africais positive, withaclear
need for private sector capitaland
know how. There will continue to
be ademand for new utility scale
generation projects, however
itwouldbe naive to presume

that Africawillinevitably follow
awell-worn path of electrical
infrastructurebuild-outinthe
future. The continent’s challenges
areunique and the solutions to
meet them will be Africa specific.
Technology leapfrog provides
theanswerto some questions,
however we anticipate that
evolving business strategies will
alsobecritical. The Actis teamis
excitedabout the Great African
Switch On.

\ ﬁ?\“

Please watch this podcast at www.act.is

Macro Forum Live
London

Bemi Otudeko

You canlearnmore about powering
Africa's futureinavideo of the Actis
Macro Forum Live eventin June 2018
atwww.act.is
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