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Is India the next China? Ausbil’s Global Resources Team looks at India’s
significant growth runway and whether it is set to mirror China’s 30-year
expansion, and what this means for global resources.

Key points

e Indiais one of the world’s largest countries by population, on par with China at 1.4bn people, but with
a younger population, and one that is far less urbanised.

e Indiais offering a similar growth path to China, but is some twenty years behind.

e In terms of commodity demand, India is relatively self-sufficient on iron ore, but it does not have
metallurgical (met) coal reserves, so is one of the world’s biggest importers of coal for steelmaking.

e India’s economy is expected to trace the growth shown by China over the last 20-years, and this will
manifest in infrastructure and building development, and other expansion that is rich in commodity James Stewart CFA

demand. Portfolio Manager,

e The investment opportunities in India today largely centre around metallurgical coal opportunities and, Global Resources

to a lesser extent, iron ore.

Q: Why has China moved towards greater ubanisation over the past four

decades?

A: Prior to the 1990s, China and India were seen as relative equals on the global stage. Both fell into the
category of emerging market economies, characterised by stagnant low levels of GDP, a lack of foreign
direct investment (FDI), and with minimal investment in critical infrastructure. Many issues plagued the
two nations and hindered economic progress. However, in the early 1990s, China turned its focus to the
manufacturing sector where it became a major centre for global manufacturing, subsequently seeing it
reach heights that significantly outpaced India.

As outlined Chart 1, China received significant FDI after the 1990s which saw its growth opportunities
outpace that of India’s. Increased investment led to infrastructure spend and a noticeable uptick in the

Chinese economy, one that can be replicated in India as the rest of world looks to decouple from a relatively Luke Smith
sole reliance on China. There is particular focus from the international community on an internalisation of Portfolio Manager
critical operations and a desire to diversify risk. India could be a clear beneficiary of this trend. Global Resourges’

Chart 1: Direct foreign investment
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With India having trailed China’s growth trajectory for the last 30 years, there is disparity in the quality of life
experienced between these two countries. China, having become more developed, has seen significant
pressures on its wages. Minimum wages in China have risen to an equivalent US$360 per month compared to
that of India which are approximately US$145 per month. India provides significant cost savings opportunities
for large manufacturing operations, and we are seeing a shift in investment flows in the near term towards
these favoured jurisdictions, and beyond China.

Q: How does China’s economy differ from India’s?

A: China has grown to dominate manufacturing, exports and resources markets with its aggressive
expansionary policies and growth strategies over the last three decades. This has been led by its push to
urbanise its population and raise the average standard of living from subsistence towards that of developed
nations. China has been spectacularly successful at achieving this goal as measured in terms of the overall
population movement from agrarian to urban life, as illustrated in Chart 2. Interestingly, between the late
1960s and the early 1980s, India was ahead on the urbanisation of its populace.

While China was building manufacturing, India was evolving into one of the world’s leading outsourcing and
service economies. This outsourcing market had smaller long-term growth opportunities compared to that
of China’s globally dominant manufacturing sector.

Chart 2: China has successfully urbanised
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According to the World Bank, 65% of China’s population was classified as urbanised in 2022, however
with a declining growth rate, falling from 2.81% in 2010 to 1.76% in 2021, as illustrated in Chart 3.
Comparatively, India’s urbanisation level reached 36% of its population in 2022, and this is on a rising
trend in urbanisation, from 1.12% in 2010 to 1.34% in 2021.

Chart 3: India’s urbanisation rate is rising in contrast to China which is slowing
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With this urbanisation has come rising incomes, as illustrated in Chart 4, helping support a growing wealth
base, and fuelling consumer spending and investment. The disparity in urbanisation levels is reflected in the
monthly average wage. China has seen a rapid rise in average wages over the past two decades compared
to the relatively stagnant level of Indian wages.

Chart 4: Rising income in China and India
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While not the sole factor, the rise in average wages in China has created an internal market for goods,
services and resources, at the same time as China has rapidly expanded its manufacturing and external
trade activity, driving similar disparities in GDP growth, as illustrated in Chart 5.

Chart 5: GDP compared over time: China v India and Australia
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Q: How does the population growth of India compare to China, and what are

their overall demographics?

A: The global definition of someone who belongs in the consumer class is an individual who spends more
than US$12 per day (World Data Lab). Asia accounts for more than half of the world’s consumers, with
China’s consumer class estimated at around 899 million people and India’s with around half that at 473
million people, as shown in Chart 6.

Chart 6: Populations compared
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In terms of demographics, the median age of a Chinese consumer sits at 39 whilst India’s is only 30 years of
age. The youth advantage is a key driver of potential in India. By 2030, India is expected to have 357 million
consumers below the age of 30, making them the largest young consumer market globally. In contrast,
China’s consumers are aging, with those 45 years and over expanding, with China expected to become the
largest senior consumer market in the world. By contrast, India will be home to 1/5th of the world’s youth
consumers by 2030, as shown in Chart 7.

Chart 7: Population growth across all ages
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China is entering an era dominated by an aging population. The rising ratio of dependents to workers along
with rising health costs for the growing elderly cohort may lead to constraints on economic growth. In
contrast, India will be able to reap the demographic rewards for its significantly more youthful population mix
through superior productivity in the decades ahead. However, in order to maximise the high growth potential
associated with a young population, there will need to be improvements in education, enhancements in
health care, significant infrastructure development, and the standard of living will have to rise. All of this will
have a multiplier effect on economic growth much as it did in the early growth phases for China’s path from
agrarian to urbanised economy.

Q: What do India’s and China’s economies produce, and are they similar or

different?

A: China is the leading manufacturer of steel products, electronic equipment, cements and fertilisers globally,
all of which have a direct link to underlying commodity demand. China continues to maintain its strong
commodity-based growth profile, driving significant global demand for all major commodities worldwide, and
consuming over 50% of the world’s iron ore, copper, aluminium, nickel and zinc.

As a major manufacturing hub, China requires significant volumes of commodities in order to produce product
for the global economy. For example, China imports large volumes of iron ore in order to manufacture steel
and other metal products. China’s iron ore and steel consumption is largely a function of its infrastructure
spending.

China and India differ over what they have historically produced as China placed emphasis on manufacturing
whilst India placed a greater importance on being the world’s global outsourcing hub, building a more service-
orientated economy. As India continues to move further away from this service focus to one that increasingly
includes manufacturing, it will become a larger consumer of the world’s commodities.

In order for India to continue to grow, it requires infrastructure. This means India needs steel. While relatively
independent on iron ore, India needs to import large volumes of metallurgical coal for the production of steel.
India’s share of global commodity demand is increasing across the board as the economy moves towards
manufacturing, with India absorbing more than 5% of the worlds alumina, aluminium, bauxite and zinc. High
demand products such as consumer electronics, household appliances, mobile phones and footwear have
become popular items increasingly manufactured in India due to their cost advantages, which is expected to
place significant upward pressure on overall resources demand.

Q: Where does India sit on the scale of demand for steel and bulk materials?

A: In terms of steel, India has outlined a strong pipeline of infrastructure spending over the next 5-years,
with approximately US$1.4tr of investment planned for over 7,400 key projects, including rail, airports and
roads. This spending is on top of both private and government subsidised housing plans that have been
implemented in the post-COVID world. These infrastructure and property projects clearly have direct impact
on commodity consumption.

The forecast growth profile sees demand for steel continue to rise as the Indian economy forges ahead
through infrastructure spend. India consumed approximately 125 million tonnes of steel in 2022, which is
around 6.5% of the world’s total consumption. Various experts forecast that Indian steel demand will double
in the coming decade as a result, increasing India’s importance within the commodities complex. Chart 8
illustrates total global steel demand, with China and India’s share of that demand highlighted. In 2022, China
accounted for around 54% of global steel demand while India only accounted for 7%.
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Chart 8: Global Demand for Steel: China v India

World demand for steel

— 2200 - 70% o
S 2000 r 65% 2
2 L 60% £
(0]
: 1,800 [ ey, &
8 1600 L 50% =

1,400 L 459

1,200 - 40%

4% | 0 - 35%

1,000 4% — | 30%

800 L 059

L 20%

600 | . 0%

400

L 10%

200 B L 59

; 0%

2005 2007 2009 2011 2013 2015 2017 2019 2021 2023f 2025f 2027f
China Market Share (%) India Market Share (%) China India World

Source: Ausbil, Credit Suisse.

Both iron ore and met coal consumption remain elevated as a result of this steel demand. Met coal and
iron ore are essential ingredients in the production of steel. Typically, steel is smelted in a blast furnace by
combining iron ore and met coal with oxygen. In order to create 1 tonne of steel, 1.6 tonnes of iron ore
and 0.8 tonnes of met coal is needed, apart from any additional base metals like zinc or nickel.

In terms of bulk materials, namely iron ore and met coal, there are some interesting differences between
China and India. While India represents roughly 10% of the global consumption of iron ore, they are
relatively self-sufficient given that they have an adequate supply of domestic sources. This means they
are able to meet most of their internal demand for iron ore with their own resources. Given this, India is
not expected to be a large net consumer of seaborne iron ore in the coming years. This compares to
China who represent roughly 60-70% of the seaborne iron ore market.

On the flipside, India has limited domestic sources of met coal and is required to import this material
to support its steel manufacturing industry. As a result, met coal represents the most dominant source
of external commodity demand for the country. This compares to China who have significant domestic
sources of met coal, as does Mongolia to the north.

Chart 9: India’s share of global commodity demand (2022)
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India’s lack of domestic sources of met coal requires the importation of large volumes for their steel production,
compared to China who has a large degree of self sufficiency. The world demand outlook therefore flips here
compared to iron ore, with India accounting for around 23% of global metallurgical coal demand compared
to China at around 19%, based on 2022 data, as illustrated in Chart 10. India’s accelerating steel demand is
likely to see it become an increasing component of the seaborne market as a result.

It is worth noting that at this early stage, base metal (aluminium, copper, zinc and nickel) import demand is
marginal from a global perspective given the early stage of India’s economic development. Copper is worth
mentioning as the metal expected to generate incremental demand growth as a function of the expected
take-off in economic growth that will come with increasing urbanisation, and a growing consumer class in
India.

Chart 10: Seaborne Demand met coal: China v India
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Q: What are the key investment opportunities from growth in India’s economy?

A: The acceleration of India’s economic growth, and the material investment in infrastructure and property
required to support this growth, will see Indiarise as one of the world’s leading buyers of commodities, met coal in
particular. Within the ASX 200, the main beneficiaries of this boom in demand will be the met coal producers like
BHP, Whitehaven Coal and Coronado Resources. There remains considerable upside opportunity for companies
that will be able to meet India’s met coal demand in the coming years due to a notable level of underinvestment
in met coal production. Because of India’s internal reserves of iron ore, demand for Australian product is only
expected to be incremental, and a marginal contributor to the likes of BHP, Rio Tinto and Fortescue Metals.

Q: What is the outlook for India?

A: Like many countries, India is attempting to accelerate growth through economic stimulus in order to move
beyond the impacts of the pandemic. In February 2023, India announced a CAPEX increase of 33% to 10
trillion rupees for FY23. This announcement was directly targeted towards employment spend and an increase
in infrastructure spending. Of India’s 7.2% projected GDP figure for FY23, 3.3% is to be spent on capital
investment, bringing the total spend to almost 50% of GDP. Again, this follows a similar path to how China was
able to navigate the Global Financial Crisis of 2007, and emerge as the world’s leading growth powerhouse.

China continues to consume more than half of the world’s key commodities, making this demand the major
predictor of price moves. India sits in a similar position to where China was 20 years ago, with significant
growth potential.

Ultimately, India will play an integral role in the global economy as it transitions into a competitive investible
jurisdiction. Compounded by its young population, and their desire to urbanise, we are going to see incredible
demand, for both jobs and infrastructure, feed through the economy. With India on track to exceed Chinese
growth compared to where it was 20 years ago, there will be a profound impact on commodities demand
looking ahead, even if it starts mainly with met coal.
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tampering, after the date of publication may impact on the accuracy of the
information. Ausbil Investment Management Limited accepts no responsibility
for any inaccuracy or for investment decisions or any other actions taken by
any person on the basis of the information included. Past performance is not
a reliable indicator of future performance.

Ausbil Investment Management Limited does not guarantee the performance
of the Funds, the repayment of capital or any particular rate of return. The
performance of any unit trust depends on the performance of its underlying
investment which can fall as well as rise and can result in both capital losses
and gains. Consequently, due to market influences, no assurance can be
given that all stated objectives will be achieved.

United States

AN INVESTMENT IN THE FUND IS SPECULATIVE AND INCLUDES A
HIGH DEGREE OF RISK, INCLUDING THE RISK OF A TOTAL LOSS OF
CAPITAL. INTERESTS IN THE FUND WILL BE ILLIQUID AND SUBJECT TO
SIGNIFICANT RESTRICTIONS ON TRANSFER. PROSPECTIVE INVESTORS
SHOULD BE AWARE THAT THEY MAY BE REQUIRED TO BEAR THE RISKS
ASSOCIATED WITH SUCH INVESTMENT FOR AN INDEFINITE PERIOD OF
TIME. A PRIVATE OFFERING OF INTERESTS IN THE FUND WILL ONLY BE
MADE PURSUANT TO THE FUND’S PRODUCT DISCLOSURE STATEMENT
(THE “PDS”), AND RELATED DOCUMENTATION FOR THE FUND, WHICH
WILL BE FURNISHED TO QUALIFIED INVESTORS ON A CONFIDENTIAL
BASIS AT THEIR REQUEST FOR THEIR CONSIDERATION IN CONNECTION
WITH SUCH OFFERING, WHO SHOULD CAREFULLY REVIEW SUCH
DOCUMENTS PRIOR TO MAKING AN INVESTMENT DECISION. ANY
INVESTMENT DECISION WITH RESPECT TO SUCH INTERESTS MUST
BE BASED SOLELY ON THE DEFINITIVE AND FINAL VERSIONS OF SUCH
DOCUMENTS.

The information contained herein will be superseded by, and is qualified in its
entirety by reference to the PDS, which contains additional information about
the investment objective, terms and conditions of an investment in the Fund
and also contains tax information, information regarding conflicts of interest
and risk disclosures that are important to any investment decision regarding
the Fund. No person has been authorized to make any statement concerning
the Fund other than as set forth in the PDS and any such statements, if made,
may not be relied upon.

The information contained in this Report must be kept strictly confidential
and may not be reproduced (in whole or in part) or redistributed in any format
without the express written approval of AUSBIL INVESTMENT MANAGEMENT
LIMITED (together with its affiliates, the “Firm”). Neither the Firm nor any of its
affiliates makes any representation or warranty, express or implied, as to the
accuracy or completeness of the information contained herein and nothing
contained herein should be relied upon as a promise or representation as
to past of future performance of the Fund or any other entity. Except where
otherwise indicated herein, the information provided in this Report is based
on matters as they exist as of the date of the document and not as of any
future date, and will not be updated or otherwise revised to reflect information
that subsequently becomes available, or circumstances existing or changes
occurring after the date hereof.

This Report has not been approved by the U.S. Securities and Exchange
Commission (the “SEC”), the Financial Industry Regulatory Authority (‘FINRA”),
or any other regulatory authority or securities commission in the United States
or elsewhere and does not constitute an offer to sell, or a solicitation of any
offer to buy, any securities. This Report is not to be relied upon as investment,
legal, tax, or financial advice. Any investor must consult with his or her
independent professional advisors as to the investment, legal, tax, financial
or other matters relevant to the suitability of an investment in the interests
of the Fund. The reader is urged to read the sections in the PDS addressing
risk factors, conflicts of interest and other relevant investment considerations.

PAST PERFORMANCE INFORMATION INDICATED HEREIN IS NEITHER
A GUARANTEE NOR INDICATIVE OF THE FUTURE PERFORMANCE
OR INVESTMENT RETURNS OF THE FUND AND ACTUAL EVENTS OR
CONDITIONS MAY NOT BE CONSISTENT WITH, AND MAY DIFFER
MATERIALLY FROM, HISTORICAL OR FORECASTED EVENTS OR
CONDITIONS.

The interests in the Fund (the “Interests”) have not been registered under the
U.S. Securities Act of 1933 (the “Securities Act”), the securities laws of any
state or the securities laws of any other jurisdiction, nor is such registration
contemplated. The Interests will be offered and sold under the exemption
from registration provided by Section 4(a)(2) of the Securities Act or Regulation
D promulgated thereunder, and other exemptions of similar import under the
laws of the states and jurisdictions where the offering will be made. The Fund
will not be registered as an investment company under the United States
Investment Company Act of 1940, as amended (the “Investment Company
Act”). Consequently, Interests are being offered to prospective qualified U.S.
investors, and investors will not be afforded the protections of the Investment
Company Act, or any other United States federal or state securities laws.
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The Interests may not be transferred or resold except as permitted under
the Securities Act and any applicable U.S. or non-U.S. securities laws. The
Interests have not been reviewed or approved by any U.S. federal, other U.S.
or non-U.S. securities commission or regulatory authority. Interests are not
and will not be insured by the U.S. Federal Deposit Insurance Company or
any government agency, are not guaranteed by any bank The Interests may
not be transferred or resold except as permitted under the Securities Act and
any applicable U.S. or non-U.S. securities laws. The Interests have not been
reviewed or approved by any U.S. federal, other U.S. or non-U.S. securities
commission or regulatory authority. Interests are not and will not be insured
by the U.S. Federal Deposit Insurance Company or any government agency;,
are not guaranteed by any bank and are subject to investment risks, including
the loss of aninvestor’s entire principal amount invested. Investors should be
aware that they may be required to bear the financial risks of an investment
in the Interests for an indefinite period of time because the Interests (i) cannot
be sold unless they are subsequently registered under any and all applicable
securities laws in the United States, or an exemption from registration exists
and (i) are subject to the restrictions on transfer contained in the offering

Ausbil Investment
Management Limited
Level 27

225 George Street
Sydney NSW 2000
Australia

Toll Free 1800 287 245

document or limited partnership agreement of the Fund. The reader must
comply with all applicable laws and regulations in any jurisdiction in which
it subscribes for an investment; and the reader, by its acceptance of this
report, agrees that the Firm and the Fund will not have any responsibility for
the reader’s compliance with such laws and regulations.

The Firm is registered as an investment adviser with the U.S. Securities &
Exchange Commission.

Certain information contained in this Report constitutes “forward-looking
statements,” which can be identified by the use of forward-looking
terminology such as “may,” “will,” “should,” “expect,” “anticipate,” “target,”
“project,” “estimate,” “intend,” “continue” or “believe,” or the negatives
thereof or other variations thereon or comparable terminology. Due to
various uncertainties and risks, actual results and performance of the Fund
may differ materially from those reflected or contemplated in such forward-
looking statements.

ausbil

Contactus@ Strength. Wisdom. Agility.

ausbil.com.au




