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1. Preface

This report builds upon the 2018 document produced by Mercer and MiDA
Advisors, Investment in African Infrastructure: Challenges and Opportunities,
which offered our initial examination of sustainable investment opportunities
in sub-Saharan Africa. This second report makes the affirmative case for Africa
as an infrastructure and real assets investment destination. Whereas the prior
report identified significant challenges and opportunities across key African
markets, this report offers a macroeconomic perspective supported by detailed
case studies of investment transactions to aid institutional investors in better
understanding the nuanced opportunities and risks they might anticipate.

We also provide commentary around impact investment opportunities and
considerations on the continent, and we share asset owner perspectives on their
experiences and outlook for the future.

For this second publication, we partnered with Standard Bank Group, the leading
financial institution in Africa with a prominent presence in financing, structuring
and advising on major infrastructure developments across the continent. This has
allowed us to survey and analyze various case studies presented in this report to a
much greater level of detail. Our analysis revealed unique insights on the financing
of several projects across sub-Saharan Africa involving institutional investors.

Further, in the intervening three years since the 2018 report’s publication, there
have been some welcome and favorable developments that address a few of
the recommendations highlighted in the first publication. These may offer

new avenues for international investors to gain exposure to productive and
impactful African infrastructure investments and achieve strong alignment with
local institutional investors. A brief overview of some promising initiatives are
presented in the report.

As in the first publication, we partnered with the U.S. Agency for International
Development (USAID) to conduct a deep survey of the market. The survey included
interviews with two major African asset-owner initiatives funded by the agency to
enhance the capacity of African pension funds seeking to pool and diversify their
fast-growing assets into infrastructure investments within their communities.

Sections of this document
are made possible by the
support of the American
people through the

United States Agency for
International Development
(USAID).The contents of
this document are the

sole responsibility of
Mercer, MiDA Advisors and
Standard Bank Group and
do not necessarily reflect
the views of USAID or the
United States government.

'USAID

FROM THE AMERICAN PEOPLE
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2. Foreword: Sustainable
infrastructure developments
can ighite Africa’s growth

By Sim Tshabalala, Chief Executive of Standard Bank Group

The very large scale of Africa’s unmet infrastructure needs
provides a compelling opportunity to create shared value
for all stakeholder groups, including global and local
investors, local businesses and the communities they serve.

The continent has been growing at a steady pace in recent
years as its economies diversify, and Africa is proving its
resilience in the face of COVID-19. But by addressing the
inadequacy of infrastructure, we could spur a step change
in Africa’s growth trajectory.

Across all sectors, there are immense opportunities for
infrastructure investments that are well structured and
underpinned by sustainability considerations. Energy is one
of the best examples.

Roughly 60% of sub-Saharan Africa’s population is still
without access to grid electricity. The African Union (AU)
Commission says the continent needs to connect around
73 million people to electricity every year to reach the goal
of access to affordable and sustainable energy for every
African by 2030.

Thanks to advances in technology and Africa’s rich solar,
hydro and wind resources, the continent could unleash its
potential in renewable energy, with decentralized solutions
coming to the fore as companies and communities reduce
their reliance on overburdened national grids.

And to cater to Africa’s rapidly growing and urbanizing
population, the need for transport infrastructure, housing
and other investments continues to grow.

In recognizing the continent’s potential and its massive
infrastructure investment requirements, Standard Bank
has positioned itself as an enabler of inclusive sustainable
growth and human development. We know that the right

investments can yield solid returns for investors while
making long-lasting positive impacts.

Our own profitability and sustainability depend on us creating
value for all stakeholders. Therefore, to ensure that we succeed
over the long term, we use social, economic and environmental
(SEE) impact as one of our strategic value drivers.

This gives us opportunities to grow our business by
encouraging our colleagues to develop innovative ways to
address Africa’s challenges.

For example, we played a key role in delivering East Africa’s
first-ever green bond, which enabled the development of
environmentally friendly and affordable student accommodation
in Nairobi. Our partnership with Acorn has yielded much-
needed accommodation for more than 5,000 students.

We are also taking a holistic view of the development of
Mozambique's liquefied natural gas industry. Rather than
funding this project in isolation, we are working to develop
the country’s value chains to ensure that locally owned
small businesses benefit though capacity-building, business
development support, and access to market opportunities
and finance.

This shared-value approach will help transform Mozambique's
economy for the benefit of her people. It will also facilitate
the shift to a low-carbon economy.

We state our purpose as: Africa is our home, we drive her
growth. This translates into a commitment to consider
the direct and indirect impacts of our lending activities

on society, the economy and the natural environment. By
extension, as we consider which infrastructure projects to
support, we take into account the long-term prospects for
generating value for all stakeholders.
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3. Introduction

Institutional investors in the US and elsewhere are seen as a
potential source of financing for public infrastructure. They
hold a major portion of the world’s savings and have a long-
term investment horizon that matches what's needed for
financing infrastructure. Given the current low interest rates
on government securities, institutional investors are looking
for alternative investments that can help them achieve their
return targets. And they are attracted to investing in real
assets as a way to help stabilize their returns over the cycles
in stock markets.

At the same time, most governments today are facing
increasing budgetary pressures that make it difficult for
them to meet the public’s needs for additional public
infrastructure investing. Thus, there is great interest in
having institutional investors help fill this infrastructure
investment “gap.”

Unfortunately, there are serious barriers to matching the
availability of institutional investor financing to needs for
infrastructure financing. This is especially true for emerging
market economies such as those in Africa, where the
infrastructure financing gap is particularly wide.

Most institutional investors are new to infrastructure
investing and face a steep learning curve on why and how
to invest in such assets. Only a few large asset owners with
infrastructure allocations have internal teams capable of
performing the necessary due diligence for investing in
infrastructure projects directly. Thus, most institutional
investors invest via third-party investment funds, which can
significantly reduce their returns and typically do not align
fully with their investment objectives. Institutional investors
are being drawn into infrastructure based on its purported
attributes of good returns, a low sensitivity to swings in

the business cycle, little correlation with equity markets,
long-term stable and predictable cash flows, inflation
hedging properties, and low default/loss rates. Because
infrastructure investing represents a relatively new asset
class, there is still little empirical evidence that infrastructure
assets actually provide these attributes. And it is clear that
the degree to which they do provide them greatly depends

on the means of investing. Investment vehicles that can
adequately deliver the potential benefits attributed to
investing in infrastructure are often unavailable.

In addition, institutional investors are inherently risk averse.
Thus, their investments in infrastructure must be structured
to provide investment-grade — or near-investment-grade
— risk profiles. This is typically difficult to achieve for
infrastructure projects in general and rare for projects in
emerging-market countries.

Investing in African infrastructure

Even given the above-noted barriers, institutional investors’
investments in infrastructure have been growing steadily
over the past decade from a very small base, increasing

in value by about 10 times. Such growth appears likely

to continue in the coming years, as many investors are
targeting higher allocation weights to infrastructure than
their current actual asset allocations. Heavy demand for
infrastructure assets in developed-market countries is
bidding up prices and potentially eroding future returns.
Thus, investors are increasingly considering investments in
emerging-market countries. Although Latin America and
Asia have received the most investment, other regions, such
as SSA, are now offering significant opportunities.

Barriers to investment in SSA

In addition to the difficulties institutional investors face
when investing in infrastructure anywhere in the world,
there are unique barriers to investing in infrastructure in
SSA. Some of these are listed here.’

High risk perception and limited
risk mitigation options

US institutional investors have very little experience
investing in infrastructure in Africa, but they generally
consider the project and country risks to be high and
difficult to estimate and price. This perception will not

' For additional details, see the USAID- and MiDA-supported study by Mercer: Investment Opportunities in African Infrastructure: Challenges and Opportunities, 2018.
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change overnight. Direct exposure to the market and more
systematic sharing of experiences and information will

be needed to change such ideas. It is telling that those
institutions that are investing in Africa almost always view
the risks as reasonable, manageable and justified by the
higher returns they are getting from their investments.

Since perceptions of risk at both project and country levels
are high for infrastructure projects in Africa, investors
frequently seek whatever risk-mitigation measures they can
secure. For example:

+  Power purchase agreements and other long-term
revenue contracts are often utilized, minimizing
demand and price risk.

«  Many projects are US dollarized, minimizing
currency risk.

«  Credit and political risks can be mitigated by guarantees
or insurance from development finance institutions (DFIs).

However, since such measures involve various costs and
often considerable time to arrange, their use can reduce the
returns on investment.

Institutional investors also avoid risk by investing primarily
in operating projects. They normally will not invest at the
project development or construction stages. This is due to
the higher risk inherent in these stages and to the fact that
most institutional investors lack the skills and knowledge to
provide any added value to the projects during these stages.
They are also seeking cash flow from their investments,
which is usually unavailable until projects are operating
successfully; that is, secondary-stage investments.
Unfortunately, there are far fewer secondary-stage
investment opportunities than greenfield opportunities in
Africa at this time.

Limited investment vehicles

The vehicles for investing in infrastructure are more limited
in Africa than they are in other regions.

Poorly developed capital markets mean that bond financing
is almost nonexistent except for so-called government
infrastructure bonds. (In actuality, these are government
general-obligation bonds whose proceeds are intended

to finance infrastructure. They have no income stream
associated with the underlying assets, and cash flows for the
bonds are paid directly out of government tax revenues.)
There is also a lack of government guarantees that might
help reduce the risks of investing in projects. And even if
there were such guarantees, project bonds in Africa would
not be able to obtain investment-grade ratings required by
foreign investors due to the “sovereign ceiling” set by the
region’s noninvestment-grade government ratings.

There are a number of closed infrastructure funds that
invest in African infrastructure or global infrastructure
funds with allocations for African infrastructure. These
are the most commonly used investment vehicles by US
institutional investors today. But as mentioned above, this
approach to investment involves issues with alignment

of interests between the general partner (GP) and limited
partners (LPs). There is also little information publicly
available to evaluate the risk and return characteristics of
these funds.

To date, there are very few listed funds or open-ended
(evergreen) funds that invest in African infrastructure.

Gaps in financing

African infrastructure investing is constrained by several
gaps in the capital structure in most countries:

+  Commercial debt and equity providers are relatively
few in number, resulting in a correspondingly high cost
of capital for infrastructure projects. This limits the
number of projects available to investors.

+ Thereis a lack of venture-capital-type equity to finance
the early-stage development of projects.

« Thereis a shortage of concessional funds from
governments and DFIs that can be used to crowd in
more private investment.

*  Commercial debt providers (apart from DFIs) are typically
not willing to provide the long-tenor commitments
needed to make many projects financially viable.

« Thereis a lack of project refinancing certainty due to
relatively small debt markets.
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Fragmented markets

There are 54 countries in Africa. The largest economy,
Nigeria, has a level of GDP roughly the same as the state

of Minnesota. This fragmentation has many negative
implications for infrastructure investing. Investors must
become comfortable with many different institutional,

legal and regulatory frameworks, as these are critical for
investing in infrastructure. And it means that the pipeline of
investable projects in any one jurisdiction is small.

It will take concerted efforts by African governments to
overcome the barriers of fragmentation. Since it is unlikely
that there will be any consolidation of national boundaries,
the best we can hope for is increased harmonization across
countries in terms of laws, regulations, taxes, etc. Many
efforts in this direction have been launched but with limited
success so far.

The case for investing in
African infrastructure

Diversification

One of the golden rules of investing is to have a well- and
properly diversified portfolio. In this respect, it is difficult to
ignore Africa. It has some of the fastest-growing economies
in the world. It is urbanizing more rapidly than any other
region. It has one of the youngest populations in the

world. There are potentially large productivity gains to be
had simply by catching up with global technologies, and it
is a continent rich in natural resources. Although African
countries are still poor by global standards, the World Bank

expects that most will reach “middle-income” status (defined

as at least $1,000 per person per year) by 2025 if current
growth rates continue.

Higher returns

The returns of infrastructure in developed-market economies
of North America and Europe have been declining as

the growth of demand for infrastructure assets in these
markets has exceeded supply. Although comparable data

on returns from investing in infrastructure in Africa are
limited, anecdotal information suggests they are higher

than in developed markets. Whether this is true on a risk-
adjusted basis is an open question. A few high-profile
projects that have gone sour due to political intervention or

country conflicts have given the impression that investing

in infrastructure in Africa is extremely risky. In reality, the
little systematic evidence available suggests that there is

no significant difference between the actual default rates of
projects in Africa and other regions of the world. In any case,
some institutional investors are looking at investments in
Africa as a way to maintain their targeted returns.

Positive impacts

Many institutional investors seek positive social impacts

as well as good financial returns. The individuals whose
savings they are investing are increasingly demanding
this. Thus, these investors are looking for opportunities
“to do well while doing good” — what we call socially
responsible investing. “Doing good” has been codified in
the United Nations Sustainable Development Goals (SDGs),
a collection of 17 global goals designed to be a “blueprint
to achieve a better and more sustainable future for all.”
Substantial investment in infrastructure will be essential
for making progress in achieving these goals in poorer
regions of the world such as Africa. Investing in public
infrastructure in Africa can often be framed in terms of the
positive developmental impacts — reducing the costs of
transportation; increasing the availability of electric power;
providing housing, education and healthcare; reducing
carbon emissions; etc.
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4. A review of the trends
driving Africa’s allure

By Simon Freemantle, Senior Political Economist,
Standard Bank Research

A decade on, and progress
remains impressive

Nine years ago, we published a series of reports detailing
what we believed to be the four structural drivers behind
Africa's renewed and long-term economic promise. These
trends focused on:

e Trend 1: A larger, younger and more affluent population
*  Trend 2: Africa’s transformational urban swell

* Trend 3: Leapfrogging through technology

* Trend 4: Africa’s deepening financial sector

We now pause, almost a decade later, to reconsider these
themes and assess how each has continued to elevate its

role in shaping Africa’s ongoing progress. Of course, the
extraordinary economic impact of the COVID-19 pandemic

will disrupt Africa’s socioeconomic and institutional trajectory.

With that in mind, the data we outline in this report —
which point to a continent that has continued the powerful
positive shifts that characterized the more immediate
post-2000 era — are imbued with added importance.

A decade of economic progress

In the time that has passed since our original report
series, our argument around the continent’s ongoing and
structural transformation has been borne out:

*  Between 2010 and 2019, Africa’s collective GDP
grew by 55%, from around US$4.7 trillion to around
US$7.2 trillion (Figure 1).

«  This trajectory has been broadly consistent with global
growth over the same period. As a result, sub-Saharan
Africa’s share of global GDP has remained flat over the
period, at around 3%, while Africa’s has held at around 5%.

«  Over the past 10 years, SSA's average growth has
outpaced the global average (Figure 2) despite several
key economies in Africa having suffered meaningful
(and commodity-price-inflicted) economic declines in the
2015-2017 period.

Figure 1. Africa’s total GDP has lifted by 55% since 2010
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as of June 2020.

Figure 2. SSA's growth rate has remained fairly robust
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Stepping back, there have been other important economic,
institutional and political developments on the continent
over the past decade too.

Democratic deepening. According to Polity data, 29 African
economies became more democratic and/or less autocratic
between 2000 and 2017, compared to just five economies
that became less democratic or more autocratic. (And

even within the group, there have been more recent and
profound democratic gains, most notably in Ethiopia since
Prime Minister Abiy Ahmed assumed power in early 2018.)
(See Figure 3).

Figure 3. Most of the continent has seen meaningful democratic change since 2000 (Polity scores)
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Sources: Polity; Standard Bank Research as of June 2020.

With this in mind, we now return to the four trends that
formed our original series, using these to emphasize
the thrust of economic opportunity presented across
the continent as well as the scale of the developmental
challenges these same shifts represent.
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Trend f1:
A larger, younger and more
affluent population

A core theme of our report series last year was how
sweeping demographic changes were elevating the scale
of Africa’s economic and institutional potential. Meanwhile,
these same shifts naturally present profound challenges
for the continent, particularly in those economies unable
to provide the required social and economic opportunities
for a swelling and youthful population. As outlined in this
report, these trends have clearly continued to manifest
over the past decade. In fact, in some areas, the pace

of population growth has been more pronounced than
was anticipated 10 years ago. After outlining the basic
continental population shifts and dynamics in this section,
we discuss two more positive aspects of these demographic
changes: 1) how, when coupled with rising economic
activity, they are creating deeper consumer opportunities
across the continent and 2) how the interplay between
improved economic and institutional fundamentals and a
fast-rising (and thus youthful) population is enabling the
emergence of a “demographic dividend” in many African
economies.

1. Population growth in
Africa remains rapid

Today, Africa’s total population is estimated at 1.3 billion.
This implies that over the past 10 years, the continent's
population has grown by 300 million people and that
more than half a billion people have been added to the
population since the turn of the century. Put differently,
over the past decade, Africa has almost added the
equivalent of the population of the United States. And since
2000, it has added the combined populations of the US
and Brazil.? To draw this point home, over the past decade,
the population of Nigeria is estimated to have grown by
almost 50 million and that of Ethiopia by almost 30 million.
Combined, these two countries have added the equivalent
of Germany's total population over the course of a decade.

Looking ahead:

+  The UN expects that Africa will be home to almost
2.5 billion people by 2050 — almost twice today’s number.

+  Comparisons with China and Europe emphasize the pace
of Africa’s demographic swell: Over the past 20 years,
China has added 150 million people to its population and
Europe just 22 million, compared to 500 million in Africa.
Whereas in 1950, Europe's population was 2.5 times
larger than Africa’s, today, Africa’s is almost twice the
size of Europe’s. By 2050, Africa’s population is expected
to be 3.5 times larger than Europe’s and 1.7 times larger
than China’s (Figure 4).

+  Today, Africa accounts for 17% of the world’s population,
up from 15% in 2010. By 2050, it is estimated that one-
quarter of the world’s population will be African. Over
the past decade, one-third of global population growth
has taken place in Africa, and between 2020 and 2050,
half of all global population growth is expected to be
driven by Africa (Figure 5).2

Figure 4. Total population, ‘000
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2 United Nations Department of Economic and Social Affairs, Population Division. “World Population Prospects 2019,” available at https://population.un.org/wpp/

Graphs/DemographicProfiles/Line/903.
3 Ibid.
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This also means that Africa’s population has grown at an
even faster rate over the past decade than the UN had
expected when we wrote our original series. In our original
report, we outlined the UN's expectation for Africa’s total
population to reach just under two billion by 2050. The UN
now expects the continent’s population by that time to be
400 million larger than its original estimate.

This population swell places far greater pressure on the
continent’s social and economic infrastructure and on

the capacity of its individual economies to ensure that
economic growth — and thus the capacity to provide

new work opportunities — keeps pace with population
growth. Between 2010 and 2015, economic growth in SSA
was almost twice that of average population growth, but
this ratio is expected to have shifted considerably over

the past five years, in part, due to the profound economic
harm expected from COVID-19 this year (Figure 6). It is
also generally true that population growth is more rapid in
politically, institutionally and economically fragile countries
than in more stable and advanced ones. At the extreme
level, Chad has Africa’s (and the world's) highest fertility rate
at 6.95, with Somalia the second-highest on the continent
at 6.12, compared to Mauritius with Africa’s lowest at 1.39,
Tunisia at 2.20 and South Africa at 2.40 (Figure 7).

Figure 7. Wide divergences across Africa
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Figure 6. Economic growth versus population growth in SSA
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2. Meanwhile, Africa’s consumer
potential has elevated

Africa’s general economic ascent continues to strengthen
the continent’s consumer community. Nevertheless, the
pace of economic ascent that marked the first decade of
this century has cooled in the second, in large part the
result of substantially slower average growth in some of the
continent’s largest economies. Notably, while average GDP
per capita across Africa rose more than twofold between
2000 and 2010, the pace of growth over the 2010-2018
period was more demure (Figure 8). This is largely due

to a contraction in per-capita GDP in Angola, Nigeria,

South Africa and Egypt over the past decade, compared to
meaningful advances in the 2000-2010 period. Angola’s
shift is perhaps the most pronounced in this regard.
Whereas GDP per capita lifted by 550% between 2000 and
2010, over the next eight years, the country saw its average
per-capita income decline by almost 5% (Figure 9).

Figure 8. Slowing overall per-capita gains
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Figure 9. GDP per capita — slowing gains
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However, declines in these large African economies have
been partly offset by a rapid rise in incomes across a range
of economies — particularly in East and West Africa — that
have flourished over the past decade. Most notably, between
2010 and 2018, per-capita GDP in Ethiopia rose by 125%, in
Kenya by 80%, in Ghana by 70%, and in Cote d'Ivoire and
Tanzania by just over 40% (Figures 10 and 11). During this
period, these economies have consistently been among the
fastest-growing in the world. Indeed, in 2018, half of the
world's 20 fastest-growing economies were in Africa, with
Ethiopia, Tanzania and Céte d'Ivoire all included in this list.

Figure 10. GDP per capita, US$ (current)
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Sources: World Bank; Standard Bank Research.

Ghana Kenya

Looking more broadly, it is still clear that despite notable
vulnerabilities in some leading countries, most of the
economies on the continent have registered positive per-
capita gains between 2010 and 2018. In fact, during this
period, two-thirds of Africa’s economies registered positive
per-capita income growth, much of it well above the global
average during the same period (Figure 11, next page).



Infrastructure financing in sub-Saharan Africa: Opportunities and impact for institutional investors

* Aside from the mentioned advances in economies such
as Ethiopia, Ghana and Kenya, countries such as the
DRC (+70%), Sierra Leone and Rwanda (both up around
33%), and Cameroon (+20%) all registered meaningful
per-capita income gains during this time.

+  The slump in oil prices has also clearly driven much of
the most notable per-capita income gains during the
2010-2018 period, with all four of the economies that
registered the most profound declines relying heavily
on oil exports to drive revenues (Figure 11).
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Figure 11. Two-thirds of Africa’s economies registered positive per-capita income growth between 2010 and 2018
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Africa’s middle class is growing Table 1. Ranking household (HH) consumption/income

and maturin ]

9 Annual HH (US$ constant, Daily HH

These developments are leading to a maturation of the consumption 2005) consumption

continent’s middle class. In 2014, we published two reports

considering the growth of Africa’s middle class as well as Low income Under US$5,500  Under US$15

meaningful income shifts within the continent’s low-income

band. As we emphasized then, the rise of a middle class Lower US$5,500- US$15-

would suggest that the gains of growth are being more middle class US$8,500 Us$23

inclusively distributed, providing structural robustness to

long-term trajectories. Within the context of Africa’s fast- Middle class US$8,500- US$23-

growing (and thus exceptionally youthful), increasingly US$42,000 Us$115

urbanized and interconnected population, the importance

of shared growth becomes more acute. To classify what Upper US$42,000 US$115

constitutes the middle class, we have used the South African middle class and above and above

Living Standards Measure (LSM) as a framework, with the
breakdown by income category outlined in the table below. Source: Standard Bank Research.
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We now return to (and update) some of the data from this Figure 12. The selected countries
series to emphasize the kinds of estimated income gains

that have been reflected across a group of 11 significant SSA

economies (as identified in Figure 12).

We selected these economies based on how they represent
the broader economic opportunity on the continent. These
economies accounted for almost 40% of the continent's total
GDP and almost two-thirds of SSA's total GDP in 2019. They
also account for 50% of the continent’s total population, led,
of course, by Nigeria (the continent’s most populous country)
and Ethiopia (its second-most populous country).

The first finding of an assessment of these economies is
how their collective incomes have clearly swelled over the
course of the past two decades. Average per-capita GDP
across these 11 economies rose from US$360 in 2000 to
US$1,480 in 2018. This has naturally led to meaningful
middle-class growth (Figure 13). By our measurements, the
number of middle-class households across these countries
grew from 1.6 million in 2000 to 5.4 million in 2010 and

12.6 million today. Further, these economies have added

13 million lower-middle-class and middle-class households
over the course of the past decade (Figure 14). Our
assessment in this regard is backed up by other projections.
For instance, according to the McKinsey Global Institute, Sources: Standard Bank Research.
between 2010 and 2015, consumer expenditure in Africa

grew at a compound annual rate of 3.9%, reaching US$1.4

trillion.* It is expected that this will rise to US$2.1 trillion by

2025 and US$2.5 trillion by 2030.

Table 2. The 11 economies that account for half of Africa’s population

Population (2020 est.) GDP (2019, USS) GDP growth (2019, %)
Angola 33 million 200 billion -1.5
Ethiopia 115 million 244 billion 8.9
Ghana 31 million 205 billion 6.1
Kenya 54 million 191 billion 5.6
Mozambique 31 million 45 billion 2.2
Nigeria 206 million 1,215 billion 2.2
South Sudan 11 million 22 billion 11.3
Sudan 44 million 175 billion -2.5
Tanzania 60 million 194 billion 6.3
Uganda 46 million 119 billion 4.9
Zambia 18 million 76 billion 1.5
Combined 650 million 2,686 billion 4.1

Sources: UN; IMF; Standard Bank Research.

* McKinsey Global Institute. Lions on the Move II: Realizing the Potential of Africa’s Economies, 2016, available at https://www.mckinsey.com/featured-insights/
middle-east-and-africa/lions-on-the-move-realizing-the-potential-of-africas-economies.
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Figure 13. HHs by income across the 11 economies, m
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Source: Standard Bank Research.

Unsurprisingly, Nigeria towers over the other selected
economies, with 2.6 million middle-class households in 2010
and an estimated 7.0 million today (Figures 15 and 16).

Figure 15. Nigeria, number of households by income, m
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Source: Standard Bank Research.

However, the data outlined above also emphasize how much
of the continent remains within the low-income category.
These households are, as we know, particularly vulnerable
to economic shocks — such as the ongoing COVID-19

crisis, which threatens to roll back some of the meaningful
post-2000 progress in alleviating levels of absolute poverty
across Africa. Yet, although this vulnerability is acute, it

is also important to further break down the low-income
category to gain a better understanding of the scale of
upward mobility being reflected within it. Here, we chose to
divide the low-income segment into four bands — or living
standard measures (LSMs):

Figure 14. Middle class growth (no. of HHs, m)
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Source: Standard Bank Research.

Figure 16. New middle-class HHs in Nigeria, m
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*  LSM 1: HHs with annual HH consumption of
under US$1,500

e LSM 2: Annual HH consumption of between
US$1,500 and US$2,500

*  LSM 3: Annual HH consumption of between
US$2,500 and US$3,750

e LSM 4: Annual HH consumption of between
US$3,750 and US$5,500
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There is quite obviously a meaningful difference in economic
security between those HHs in LSM 1 (most of these HHs fall
below the absolute poverty line) and LSM 4, where HHs have
some discretionary income. Indeed, in terms of scale, LSM 4
is where much of Africa’s new consumer activity is taking
place. In assessing the migration of households within these
bands, it is clear that the total number of LSM 1 households
is declining as rising incomes push households upward into
LSMs 2, 3 and 4.

Considering LSM 4 alone, the 11 economies have seen the
number of households in this category lifting from under
four million in 2000 to around 14 million today (Figure 17).
This more granular view is also essential in understanding
income growth in a country such as Ethiopia, where the
middle class remains small but the country’s impressive
recent growth is manifesting in material shifts within the
low-income category. Whereas in 2000, more than 90% of
Ethiopia’s low-income HHs fell into LSM 1, this percentage
currently stands at around 50 — this is particularly notable
given the shift into LSMs 2 and 3 over the same period
(Figure 18).

Figure 17. Low-income HHs across the 11 economies, m
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Source: Standard Bank Research.

Figure 18. Ethiopia, low-income HHs by LSM, m
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3. Exploring Africa’s demographic dividend

As we outlined in our original report series, Africa’s growing
population is not only increasingly affluent but, thanks to
rapid growth rates in the past two decades in particular, is
also exceptionally young. At present, Africa’s median age is
19.7, the same as it was a decade ago. This is well below the
global average and significantly below the BRICS and Asian
averages as well (Figure 19).

Figure 19. Half of Africa’s population is under 20 years old
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Sources: UN; Standard Bank Research.

As a result, Africa’s workforce (measured as those between
the ages of 15 and 64) continues to swell. Over the past
decade, Africa’s working-age population has increased by
180 million. Today, Africa accounts for 15% of the world's
working-age population, up from 11% in 2000. By 2050,
Africa’s total working-age population is expected to reach
1.5 billion, one-quarter of the global total (Figure 20).

Figure 20. Today, 750 million Africans are “working age”
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Since 2000, Africa's working-age population has grown by
31%, compared to 17% in India and 4% in North America
(Figure 21). A comparison between Africa and Europe
emphasizes this dynamic even further:

*  Whereas, in 2010, there were roughly as many people
of working age in Europe as there were in Africa, today,
there are estimated to be almost 270 million more
people in this age bracket in Africa than in Europe.

(In our original report series, the data suggested that
this gap would have reached 250 million by 2020.)
(See Figure 21.)

Figure 21. Increase in the working class since 2000
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Sources: UN; Standard Bank Research.

+  Another more specific reference brings this point home:

Today, Ethiopia has the same working-age population
(roughly 65 million) as the whole of Northern Europe
(including the UK) combined. However, by 2050,
Northern Europe’s working-age population is expected
to remain flat on 2020 levels, whereas Ethiopia’s is
anticipated to double, to 135 million (Figure 22).

Figure 22. Ethiopia’s working age = that of N. Europe
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Importantly, post-2000 economic and institutional gains
have meant that Africa’s fertility rates are falling and
healthcare standards (including such measures as life
expectancy at birth and infant mortality rates) are
notably improving.

*  First, considering fertility rates, Africa’s overall rate
remains comparatively high (as would be expected
given the population growth rate) but continues to
decline. From a peak of 6.70 in 1970, the continent's
average fertility rate now sits at 4.44 and is expected
to reach around 3.0 by 2045 or 2050. Ten years ago,
Africa’s average fertility rate was just under 5.0
(Figure 23).

Figure 23. Africa’s total fertility rate continues to decline
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* Thereremain important regional divergences —
correlated with various economic and social
characteristics — in fertility rates across the continent.
North Africa’s total fertility rate currently sits at just
over 3.0 and Southern Africa’s at 2.38, compared to
5.12 for Central Africa and 4.85 for West Africa.

Meanwhile, life expectancy is growing, and infant mortality
(a good measure for improving standards of healthcare and
broader socioeconomic well-being) is declining.

+ Today, the average person born in Africa can expect to
live to the age of 63, compared to 57 in 2010 and 52
in 2000. At this rate, by 2050, Africa’s life expectancy
at birth will stand at 70, which is roughly the current
global average.
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«  Meanwhile, Africa’s infant mortality rate continues to
decline. Today, the rate stands at 47 deaths per 1,000 live
births, down from 68 in 2010 and 93 in 2000. Africa’s
pace of progress in this area is consistently more
substantial than the global average, and by 2050, it
is expected that Africa’s rate will stand at 24 versus a
global average of 16 (Figure 24). Africa’s rate today is
the same as the global average was in the early 2000s.

Locked within the convergence of a rising population,
declining fertility rates and improving healthcare systems,
which allow greater longevity, is the potential for a
demographic dividend, wherein countries, as they adjust
from environments of high fertility and high mortality

to low fertility and low mortality, witness a mechanical
appreciation in the size and vigor of the working-age
population. Concomitantly, dependency ratios are at an
all-time low, allowing the working class (which increasingly
includes women, due to lower fertility rates) to accumulate,
save and invest a greater amount of their income. Low
fertility is also a factor enabling a more rapid accumulation
of capital per head, thus supporting the development of a
consumer base in the economy in question.

Overall, Africa’s demographic dividend is expected to

only fully mature later in this century in contrast to Asia’s,
which is currently in its peak stage, and Europe’s, which has
long since passed and where the old-age dependency rate
has been increasing dramatically since 2010 (Figure 25).
Some countries in Africa, of course, are likely to appreciate
their demographic dividends sooner given lower fertility
rates and more advanced economic support systems. Here,
a comparison between countries like Mauritius (where the
demographic dividend is already passing) and Ethiopia (where
it has arguably yet to begin to manifest) reflect Africa’s vastly
divergent developmental trajectories (Figure 26).

Figure 24. Infant mortality (deaths per 1,000 live births)
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Figure 25. Wide differences in demographic windows*
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Figure 26. Dependency-rate divergences in Africa*
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Trend 2:
Africa’s transformational
urban swell

A second trend driving Africa’s ongoing economic and
institutional appeal is the continent’s rapid urbanization.

As we know, there is a clear and mutually enforcing
relationship between economic growth and urbanization.
Although, for the most part, urbanization supports
socioeconomic development (indeed, institutions such as
the World Bank and UN have suggested that sustained
economic growth and rapid social development cannot be
achieved without urbanization), it is also true that economic
growth inspires more rapid rural-urban migration. Evidence
is unambiguous in displaying a clear correlation between
the economic success of nations and the prosperity of their
cities. When coupled with economic growth, urbanization
can introduce several profound gains, such as:

* Economies of scale. Given the benefits of
agglomeration and economies of scale, urban-based
enterprises are generally more productive and thus
contribute a more substantial share of GDP than rural
equivalents. Elevated accessibility to large and relatively
diversified labor pools also positively influences
productivity. Meanwhile, a broader local market enables
easier access to the benefits of scale in production,
facilitates enhanced access to suppliers and specialized
services, and reduces transaction costs. Urban
employees also tend to earn significantly higher wages
than rural workers, enabling a greater swelling of the
consumer base.

e Infrastructure. Given the immense challenges posed
by inadequate infrastructure (particularly power
and transport) in Africa, urban conglomerations
allow greater and more immediate benefit for public
spending on key infrastructure projects supporting
economic growth. As a result, urban inhabitants have
greater access to basic infrastructure services, providing
profound support to relevant commercial aspirations.

* Boosting rural incomes. There is a clear link between
urban and rural prosperity. Urban centers (which
generally have enhanced infrastructure) provide
concentrated primary markets for agricultural
products, generating income that flows back to rural
households. Indeed, proximity to cities is a critical
determinant, enabling the adjustment from subsistence
to commercial agriculture, increasing rural incomes,
and ensuring the convergence of rural-urban living
standards.

* Democracy. Urban concentration supports more robust
development of viable civil societies, which, in turn,
allows more effective mobilization for necessary and
economically supportive political and social change.

Figure 27. A shifting urban-rural portrait in Africa
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Over the past decade, Africa’s urban transformation has
continued at a rapid pace. A range of data points indicate
this trajectory:

+  Since 2010, the continent’s total urbanization rate has
increased from 39% to 44%. At this rate, by 2030, half of
Africa’s population will be urban-based, and by 2050, this
figure will be almost 60% (Figure 27).

+  Since 2010, Africa’s annual average rate of urban
population growth has been 1.09%, compared to a world
average of 0.8%.
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*  Nominally, this means that, since 2010, Africa’s total
urban population has grown from 408 million to
588 million — a staggering 44% increase (and a rise of
180 million people). This is by some margin the largest
urban swell Africa has experienced in any 10-year
period in its history (Figure 28).

+  This effectively means that in 10 years, Africa has added
to its urban mass the equivalent of the total combined
urban populations of the world’s seven most populous
cities (Tokyo, Delhi, Shanghai, Mumbai, Sao Paulo,
Beijing, Mexico City and Osaka).

Figure 28. A shifting urban-rural portrait in Africa
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Of course, these developments are leading to the
mushrooming of Africa’s largest urban nodes. According

to UN Habitat, Lagos, Nigeria, and Kinshasa, DRC, are

both “megacities” — those with populations of more than
10 million.> It is expected that by 2030, Dar es Salaam,
Tanzania, and Luanda, Angola, will have grown to the point
where they will have become megacities too. Some other
data points from UN Habitat's research into the world's
growing cities are relevant to outline:

« Adecade ago, Africa had 49 cities or urban
agglomerations with populations of more than one
million. By 2018, this number was 63, suggesting that
14 more cities had breached this mark in eight years.

«  Some of the fastest growth has been among the
smaller of these urban nodes. For instance, between
2000 and 2018, the population of Uyo, Nigeria, grew at
an annual average rate of 5.9%, swelling from 350,000
to more than one million; Mwanza, Tanzania, at a rate
of 6%, from one million to 1.8 million; and Matola,
Mozambique, at 6.6%, from just under 500,000 to more
than 1.4 million.

Looking ahead, it is expected that between 2018 and
2030, the number of cities in Africa with populations
between one million and five million will grow from
55 to 81, while the number of cities with populations
between five million and 10 million will grow from five
to 13 (Figure 29).

Considering the continent’s largest cities, the
astounding scale of population increase realized
between 2000 and 2018 is expected to be repeated
in the 2018-2030 period. Kinshasa’s growth is most
pronounced: Between 2000 and 2018, the city’s
population rose by more than seven million, and
between 2018 and 2030, more than eight million
are expected to be added. A similarly profound
swell has been experienced in Cairo and Lagos, with
proportionately large growth in some of the continent’s
other metropolitan centers (Figure 30).

Figure 29. Number of cities in Africa by population size
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Figure 30. Africa’s top 10 cities continue to expand
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> UN Habitat. World Cities Report 2016 — Urbanization and Development: Emerging Futures, 2016, available at https://unhabitat.org/sites/default/files/download-

manager-files/WCR-2016-WEB.pdf.
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Although these trends have meaningful advantages, we
would be remiss not to outline how such profound urban
growth is also — in the absence of sufficient African economies
with robust economic and institutional support — leading

to the mushrooming of urban slums across the continent.
These areas present significant concerns for the continent’s
policymakers. Further, many of the continent’s fastest-
growing cities are in low-elevation coastal zones (LECZs),
which increases their vulnerability to increasing climate-
related catastrophes produced by climate change.

* UN Habitat estimates that, in 2010, 200 million Africans
were living in urban slums or informal settlements.
This equated to 50% of the continent’s urban population
(a decrease, at least, from 75% in 1990).

« Insome cities, this ratio is even more pronounced.
In Kinshasa, for instance, it is estimated that seven in
10 urban residents live in slums.

+  Since 2010, there has been some progress. For
example, recent research in Nature found that the
share of homes in Africa that met UN criteria for
building standards, living space per person, water and
sanitation more than doubled between 2000 and 2015
to just under 25%.°

« And the UN recently outlined how the proportion of
municipal solid waste collected in SSA between 2010
and 2018 stood at more than 50%, compared to 32%
between 2000 and 2010. (That said, SSA's collection
rates are still substantially below the global and
developing-world averages.)

However, a pressingly large proportion of the continent's
urban population resides in areas that fall vastly below
basic health and well-being standards, rendering their
inhabitants more vulnerable to health problems. Rapid
population growth also stretches infrastructure systems,
emphasizing the pressing infrastructure deficit already in
place across most African cities in this regard. In a recent
assessment of global progress toward the achievement of
the Millennium Development Goals, the UN outlined that
just 18% of SSA's total population in 2018 had “convenient
access to public transport.”” Further, a map produced by the
Mansueto Institute for Urban Innovation at the University
of Chicago outlines the inaccessibility (as measured by the
sophistication of the street network) across much of the
continent (Figure 31).8

Figure 31. Africa’s street network
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¢ Tusting LS, Bisanzio D, Alabaster G, et al. “Mapping Changes in Housing in sub-Saharan Africa from 2000 to 2015,” Nature, Number 568, pp. 391-394 (2019),

available at https://doi.org/10.1038/s41586-019-1050-5.

7 UN Statistics. “SDG11: Make Cities and Human Settlements Inclusive, Safe, Resilient and Sustainable,” 2019, available at https://unstats.un.org/sdgs/

report/2019/Goal-11/.

& Million Neighborhoods Initiative, 2019, available at https://millionneighborhoods.org/#2/8.84/17.54.
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Trend 3:
Leapfrogging through
technology

As we know, ongoing and seismic technological changes
continue to fundamentally transform how individuals

and firms connect, communicate and transact, providing
new avenues of commercial nutrition. As we noted in

our original series, in this area, Africa has certainly not
been left stranded. In fact, the continent’s fast-rising
population has vigorously embraced technology in
general, and telecommunications in particular, to enhance
socioeconomic prosperity.

No technological area has seen more impressive change in
Africa than the uptake of mobile telephony:

+ In 2000, there were just 15 million mobile subscribers
in Africa. By the time of our original report series, this
had risen to around 440 million. Today, the continent’s
mobile subscription base totals around 840 million
(Figure 32).

*  Whereas, decades ago, barely four in 10 Africans had a
mobile subscription, today, eight in 10 hold one.

«  Further, by last year, 90% of Africa’s population
was covered by a mobile network, and 80% of the
population was covered by at least a 3G mobile
network.

«  These figures also suggest that there is substantial
room for ongoing mobile subscription growth in Africa
when considering the average global subscription rate
of 108% and the developed world average of 128%
(Figure 33). Using these numbers, for Africa to reach
the global average subscription rate, an additional
400 million to 500 million subscriptions would need to
be added across the continent.

There have also been improvements in internet access and
usage across the continent. Much of this enhanced access

Figure 32. 400 million new mobile subscribers in a decade
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Figure 33. Mobile subscriptions per 100 inhabitants
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is being driven by the increased uptake of mobile (and
smart) phones together with ongoing improvements in data
availability and cost. As we will discuss in the next section

of this report, mobile telephony is also driving deepening
financial access in Africa and allowing firms to provide
innovative financial and payment solutions in economies still
challenged by more formal and systemic constraints.

A decade ago, fewer than 100 million Africans (less than

10% of the population) were regularly using the internet.
Across the world, just 4% of total internet users were African.
This rate clearly reflected a rift in connectivity between

the continent and the rest of the world and presented
challenges regarding Africa’s ability to participate in — and
benefit from — the so-called Fourth Industrial Revolution.
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Since 2010, there have been important advances in this
area:

* In 2019, there were almost 300 million active internet
users in Africa, reflecting a 260% increase since 2010
(Figure 34).

+  During this same period, Africa’s share of global
internet users has almost doubled, to just over 7%.

« According to ITU data, the share of African households
with a computer has doubled since 2010, while the
sha