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Making the case for
African infrastructure

Unparalleled demographic trends and a wide funding gap
mean African infrastructure is a hugely underrated investment
opportunity, says FIRSTavenue’s chief executive Paul Buckley

Q

LP appetite for African
infrastructure is distinctly
more muted than for other
regions. Why do you think
that is?
Africa represents a relatively small proportion of global GDP, so to the extent
that LPs invest on a GDP-weighted
basis, that is bound to impact the level
of capital inflow. Obviously, we are also
talking about a developing market here.
It’s a region that is perceived, probably
correctly, to have deeper political risk.
Finally, most investors in private markets start out in private equity. African
private equity, as an asset class, has typically not performed to expectations
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and investors have not spent enough
time looking at the returns that can
be generated in African infrastructure,
which are far more impressive. It’s the
task of any GP or placement agent operating in the region to help convey
that distinction.

Q

What are those LPs
missing? What makes
African infrastructure such an
attractive proposition?
First

and

foremost,

it’s

about

demographics. Africa is the fastest-growing continent by population.
It’s currently home to around 1.3 billion people and that is projected to
grow to 2.5 billion by 2050. In fact, 100
percent of world population growth
over the next 25 years will be happening in Africa. And it isn’t only the top
line growth that is interesting. You also
have a rapidly urbanising population.
Look back to 1950, and about 27 percent of the continent was urbanised.
Five years ago, that had increased to
40 percent. By 2050, we expect that to
increase to 60 percent. In turn, those
trends are driving GDP growth and the
need for infrastructure investment.
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Q

How do the risks and
rewards associated
with environmental, social
and governance differ in
Africa?

The interruption of covid-19 will
see Africa record a small GDP decline
for the first time in years. Nonetheless, seven of the 10 fastest growing
economies in the world are in Africa.
Associated with all that is a massive infrastructure spending need. There is
rapidly growing demand for everything
from social infrastructure, including
healthcare and education, to transportation and power. And there are very
few specialist GPs in the region, aside
from the various DFIs. So, to the extent that investors look for great macro
tailwinds and limited competition, Africa offers everything they are after.

Given the huge poverty issues
that Africa faces, challenges with
education and healthcare, and
a population that is growing
much faster than employment
is, any businesses operating in
the region have a responsibility,
not only to generate a financial
outcome, but to generate social
and environmental outcomes
too. And, unlike in Europe
and the US, you can’t rely on
governments to tell you what to
do – to tell you how to deal with
your employees or to respect
the environment. In Africa, you
need to set a standard above that
which is required of you by law.
Certainly, any ultimate buyer of an infrastructure asset will be looking for
that standard and will pay a premium for a business that has raised the bar
in terms of environmental and social outcomes. In summary, ESG is more
critical in Africa than anywhere else on the planet.

Q

Which countries in Africa
offer the best risk-return
profile?
Investors tend to focus on those economies that have grown the most. In
West Africa, that is Nigeria and Ghana.
In North Africa, it tends to be Morocco
and Egypt and in East Africa, it tends
to be Kenya. Equally, however, those
are the markets where competition is
most prevalent.
There are other markets out there
where, provided you get your risk mitigation right, you can actually make
good returns. It is less about which
markets you select and more about
making sure you have appropriately
structured downside protection.

Q

How can GPs mitigate
those downside risks?

The main risk in Africa is political risk.
There are various ways to deal with
that. One is to target markets that are
on a clear path to reform. Another is
to mitigate downside risk through investment structuring. The third way is
to go in alongside the right partners,
particularly some of the multilaterals.
That said, not only does Africa have
this huge infrastructure funding gap,
but the reality is that most governments have too much debt. That is
important because it means that even
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those that aren’t on an accelerated path
to reform have no choice but to seek
foreign capital to address their infrastructure deficit.
As a result, if you invest in an asset
that addresses a fundamental need of
the local population, local government
is likely to be onside. For example,
there have been firms that have made a
lot of money with South African power investments – solar and wind farms.
South Africa has a power deficit. It has
electricity poverty. And that is true of
the continent as a whole. Around 600
million people in sub-Saharan Africa do not have access to electricity. In
some Central African countries, less
than 10 percent of the population has
access to electricity. Investing in alignment with the local population is therefore key. If you put capital into a solar
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asset you are providing power to the
grid, which is effectively the government. The government wants to keep
the lights on for its population and that
is a great mitigant in my view.

Q

How has covid-19
impacted African markets
compared to other regions?
In the West, everything was shut down
early and then we saw a lot of social
pressure to reopen. We are now paying
the cost of that reopening. After all, it
was the first time that Europe or the US
had really had to deal with a pandemic. Countries that had prior experience
of health crises of this nature, generally handled the situation much better.
That includes China and surrounding
countries, which had previously tackled
SARS, in particular. Africa, meanwhile,
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has experience with Ebola, as well as
malaria and yellow fever.
African governments were quick
to shut down when they saw what was
happening in Europe and they have
not yet substantially reopened. Africa
also has a far younger population. The
average age is something like 19. Only
around 3 percent of the population is
over 65. In Europe and the US, we are
much older. And we know that the distribution of deaths is associated with
age more than anything else.
The other advantage that Africa has
is that is has summer-like conditions
all year round. We know the disease
spreads more slowly in the warmer
months. We’re seeing that clearly now
in the midst of winter. It is worth noting that, with the possible exception
perhaps of South Africa, we do see an
inability to effectively measure and test
in the region. But the economic ramifications of covid in Africa have been
a lot less severe than expected and a
lot less severe than in Europe. Together with the underlying demographic
trends, that makes now a good time to
enter the market, in my view.

“Local governments
in Africa need to
prioritise creating a
friendly environment
for attracting
inward investment
– better laws, better
regulations and more
transparency”

Q

What do you believe
is needed to close the
infrastructure funding gap in
Africa and what role will private
markets play?

Q

What are LPs looking for
in an African infrastructure
investment and what will it
take to expand LP appetite?
LPs generally put money into emerging markets for two reasons. They do
so because they want diversification
away from the return opportunities
they can get in the US and Europe, and
importantly they do so because they
want higher absolute and risk-adjusted return potential. They want higher
returns because they are taking risks
above and beyond those they take in
developed markets.
Those risks include extra political
risk and FX risk. For infrastructure, in
particular, it also includes extra counterparty risk. Almost all infrastructure
assets involve counterparty risk, even
in the West. But if you build a wind

notwithstanding the nature of the asset
itself. Having said that, it is clear that
demand for emerging markets infrastructure is really picking up. We have
seen successful raises by Actis, for its
emerging markets power fund. GIP’s
emerging markets vehicle is getting
traction. I Squared has just announced
a $1 billion close for its emerging markets sidecar. There are also a number of
African infrastructure managers coming
back to market with second and third
funds at the moment. The dislocation
that is occurring as a result of covid is
certainly piquing investor interest.

farm in the UK and you are supplying the local grid, that counterparty is
investment grade. Invest in a similar
asset in Africa, and the counterparty is
sub-investment grade.
You also probably face greater development risk. In short, if an investor is putting money into a core-plus
infrastructure asset in Africa, they will
really be looking for value-add returns,

There is a massive funding gap for infrastructure in Africa that can only be
addressed in two ways, in terms of foreign investment. The first is through
continued support by foreign governments and the second is through private
capital.
I believe that foreign governments
need to evolve from being a competitor
to private investment, to actually supporting private investment. One way
to do that is through what I call the
blended finance approach, where US
and European governments use their
capital to help protect private investors against downside risks. This allows
private investors to generate attractive
returns and then go on to deploy a lot
more capital.
At the same time, local governments
in Africa need to prioritise creating
a friendly environment for attracting
inward investment – better laws, better regulations and more transparency.
Given the debt burden they face, they
have no choice but to embrace foreign
capital, particularly foreign capital focused not just on generating financial
returns, but on environmental and social returns as well. n
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To the Point

An exceptional history…

Equitix European Fund I
Pan-European infrastructure projects

InstarAGF Essential
Infrastructure Fund II
North American, core value-add,
middle-market, infrastructure

Equitix Fund V
UK core infrastructure projects

€558mn

$1.2bn

£1bn

June 2020

April 2020

July 2019

Quinbrook Low Carbon Power Fund
OECD lower carbon and renewable
energy infrastructure

InfraVia European Fund IV
Core plus, mid-market, infrastructure
with value-add

InfraVia European Fund III
Core plus, mid-market, infrastructure
with value-add

$1.6bn

€2bn

€1bn

February 2019

July 2018

October 2016

Mainstream Renewable Power
African Renewable Energy Platform

Stonepeak Infrastructure Partners
Mid-Market North American
Infrastructure Assets

Actis Energy III
Pan Emerging Markets Infrastructure

$117.5mn

$1.65bn

$1.15bn

July 2016

October 2013

November 2013

The above funds show a selction of our closings over the past 10 years

EMEA

AMERICAS

ASIA

Tavneet Bakshi
E tbakshi@firstavenue.com
T +44 20 7016 6600

Chris Tehranian
E ctehranian@firstavenue.com
T +1 646 582 5777

Martin Donnelly
E mdonnelly@firstavenue.com
T +61 2 9239 3166

firstavenue.com

Primary Placements

Private Placements

First Avenue Partners LLP is authorised and regulated by the FCA. FAP USA L.P. is a member of FINRA and SIPC.
First Avenue Partners (Asia) Ltd is regulated by the SFC. In other countries, First Avenue maintains the appropriate regulatory registrations.

Secondaries
Copyright © 2021 First Avenue
Partners LLP. All rights reserved.

