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About IOPWE and ‘The Beacon’  
 
IOPWE is proud to release their second issue for year 2008 of our semi-annual newsletter 
“The Beacon”. This issue’s theme revolves around what is happening in the financial 
world around us. It looks at how to survive in the changing economy and industry that the 
turmoil brings.   
 
IOPWE is proud to provide a platform to the women in business, engineering, sciences 
and technology and plan to grow with the participation of highly motivated and active 
women. Visit us at http://www.iopwe.net  
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Executive Team 
 

IOPWE’s executive team comprises of highly aspiring professional women in the fields of 
technology and business. They are proud to provide a platform and leadership to the upcoming 
talent. An introduction to our team is below: 

President: Wajiha Malik 
Wajiha has an MS in Management of Technology 
from Sloan School of Management MIT USA. Prior 
to MIT, she did her EMBA from Rutgers University 
Singapore Campus and before that Electrical 
Engineering from UET Lahore Pakistan. She has 
also cleared CFA level 1 and is enrolled for CFA 
level 2 for June 2009. She has worked as a System 
Engineer in Supernet Pakistan and at Pak Datacom 
as Assistant Manager for Sales and Marketing. 
After her degree from MIT she switched from 
Engineering to Finance and worked as a Research 
Analyst in a US$5B equity fund Oasis Asset 
Management in South Africa. Then she worked as 
an Investment Manager in Mashreq Bank Dubai. 
Currently she is working as buy side equity analyst 
with Abu Dhabi Investment Company. She has also 
done internship in the House of Lords in UK with Lord Nazir Ahmed. She paints as a hobby and 
has her painting exhibition in Singapore and Cape Town. She likes to travel and has been to 26 
cities in the last 8 years. She has lived in 6 regions namely South Asia, Far East, North America, 
Europe, Africa and Middle East.  
She offers IOPWE her experience and knowledge that she has gained through education and 
living in 6 different regions of the world. She would like to use her network to start joint 
programs and initiatives for IOPWE and mentor young professional women in their lives and 
career. 

Treasurer/Finance: Farhana Shiekh 
Farhana Sheikh is the founder of IOPWE. She is a graduate student 
at the Department of Electrical Engineering and Computer Sciences 
at the University of California, Berkeley. Her PhD research is 
focused on low-power digital circuit design methods for application 
specific integrated circuits. She is now working part-time as a 
graduate student intern at Intel Corporation, and is a recipient of the 
Intel Foundation PhD Fellowship. Her other research interests 
include developing business models for health care delivery over IP 
to rural villages in developing countries. Farhana can be reached at 
f.sheikh@iopwe.org. 
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Executive Administrator & Membership Coordinator: Mohammad Shahab 
Siddiqui�
Shahab is nowadays on study leave from Hamdard University, where he was working as 
Assistant Professor at GSESIT teaching undergrad and Masters Students. He is also supervising 
number of Final Projects. He is doing PhD in Computer Science from Hamdard University, 
Karachi on HEC Scholarship. He did his BCS and MCS from FASTICS, Karachi in 1996 and 
1999 respectively. 

Scholarships Coordinator: Sofia Agboatwalla 
 

PROJECT LEADS: 
 

Mentor Program Coordinator: Sophia Husnain 
Sophia Husnain is working currently as Director Technology at Comset Services Ltd, Karachi. 
She has a BE in Computer Systems from NED University and MS in Electrical Engineering from 
University of Michigan, Ann Arbor. She joined IOPWE in 1997 and has been active on emails. 
She has also been working with IOPWE Karachi Chapter. 

IOPWE Fundraising - West Coast: Farhana Shiekh 

IOPWE School Visits Program - Hina Naqvi and Nabiha Mauiyyedi 

Hina Naqvi:  
Born and raised in Pakistan, Hina moved to the California-Bay 
Area after finishing high school in Pakistan. She has a B.Sc. in 
Computer Science from California Polytechnic University, San 
Luis Obispo. Prior to graduation, she interned at Stanford Research 
Institute and Adobe Systems Inc. Hina has been working at Adobe 
for the past six years as a software developer. She has been 
associated with many non-profit organizations for the past ten 
years, IOPWE, Society of Women Engineers (SWE), and YMCA 
to name a few. Her interests include traveling to different parts of 
the world, watching movies, and outdoor activities. 

Newsletter Editor: Uzma Khan 
Uzma was born and grew up in Islamabad, Pakistan. She studied 
at NUST (National University of Sciences and Technology) 
Rawalpindi for two years working towards B.E. 
Telecommunications. Then her family immigrated to Canada and 
she graduated from Computer Engineering at Memorial 
University of Newfoundland. She worked as Software Engineer 
at Consilient Technologies for a year and a half and presently 
she is at Research In Motion in Software verification and 
validation.  
She got to know about IOPWE while being at NUST through a 
seminar that was conducted in Islamabad. Very delighted to see 
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women from Pakistan in active participation in industry and academics, she wanted to be a part of 
such an organization and be able to work with energetic and ambitious women. She has been a 
member since 2001 and joined the executive team in 2007. One of her goals is to make 
educated/working society of Pakistan start working for the availability of basic education for 
every person in Pakistan on an emergency basis.  

Marketing Coordinator: Fariha Avais 
 
Fariha is currently residing in NYC. She has been living in NY 
since 1994 and is originally from Rawalpindi. She graduated 
from Manhattan College in May 2006 with Bachelors in 
Science in Chemical Engineering. She recently attained her 
MS in Chemical Engineering from Manhattan College on a 
Seamless scholarship (full-paid). She is currently working full-
time as a Development Engineer at Lummus Technology a 
CB&I company at Bloomfield, NJ. She received the 
first US based Scholarship offered by IOPWE to an 
undergraduate Pakistani engineering student in 2004.  
 
She loves painting, poetry, music, travel, Broadway shows, 
etc. Her goals are to obtain her Professional Engineering 
License (PE), MBA/PhD and to one day open a tuition-free 
engineering school for underprivileged students in Pakistan.   

 
LOCAL CHAPTERS 

Islamabad Chapter President: Durdana Rauf  

Peshawar Chapter President: Saba Mahmood 
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Message from the President and update on 2008 
activities: 
 
Dear Friends,  
 
2008 was a great year for us. We raised $2K from 85 Broads for our scholarships and 
successfully distributed them among 10 girls in Pakistan for their studies in and towards 
engineering.  85 Broads has also opened its membership for IOPWE members. We also 
had a leadership workshop in Karachi where Mr. Irfan Mustafa the EMEA head of Yum 
coached more than 40 people for half a day. It was held in the FAST campus in Karachi. 
We thank Mr. Mustafa for his devotion and time.  
 
We also successfully published our semiannual newsletters. We were able to launch 
IOPWE in a number of universities in Karachi Pakistan. As you know our newsletters are 
thematic. In the summer issue we covered “Women in Engineering” in which Ms. Helene 
Armitage EVP IBM spoke to us. The theme for the winter issue is very relevant to what 
is happening in the world today. We have articles from fund managers in UK, Middle 
East and China advising on prudent investments in these times. And with the beginning 
of the New Year we are launching our mentorship program. We hope that you will avail 
this opportunity. Enjoy reading our newsletter �  
 
 
Yours Truly, 
 
Wajiha Malik 
President IOPWE 
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Announcement! 
 
 

85 Broads opens membership for IOPWE members 
 
85 Broads is an all women network with over 17,000 members globally. It has invited 
IOPWE members to access its resources. It has graciously granted IOPWE with $2000 
for 2008 scholarships which have been distributed this year. It was founded by Janet 
Hanson, an ex Goldman Sachs VP and founder of Milestone with $2B under management 
in New York. I strongly urge you all to apply for the membership. It will open doors to 
mentors and opportunities to groom oneself.  
  
The process is to fill out an online 85 Broads application.  85 Broads will select the 
members based upon the strength of their submitted application.   Janet herself reviews 
all applications for membership. 
  
To request an application, please go to https://secure.85broads.com/join/start. Fill 
out your name and email.  Afterwards they send you an email with a unique link to your 
application. You click on the link and you are taken to your online application. The 
answers you give become your unique profile and "signature page" on 85 Broads website 
and will be only be viewable by fellow 85 Broads members. While the application can be 
completed in one sitting, you can save and revisit your application in progress as many 
times as you want. Once you've completed your application, 85 Broads review your 
membership and send you an acceptance email based on the quality of your story and 
overall application. If a prospective member has not received the email with the unique 
link to your online application or your acceptance email, it's probably because it's in your 
Junk Mail Folder as it's sent from a @85broads.com email address. 
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Mentorship Program 
 
Under IOPWE’s mentor program, we are looking for 10 girls to be mentored by the 
following 2 professionals. (5 people each). Please send your request to Wajiha Malik at 
wajiha.malik@sloan.mit.edu and cc Sophia Husnain at sophasnain@yahoo.com 
The mentees will be allocated on the first come first basis. 
 
 

Mentor Profiles. 
 
Ahmad K. Shuja: 
www.shuja.info 
 
Ahmad is an accomplished IT manager and 
professional who has worked at some of the major 
financial services (Citigroup Inc., Merrill Lynch & Co., 
and others) and management consulting organizations 
(Ernst & Young Inc. / Cap Gemini Ernst & Young Inc., 
and others) around the globe. He has a proven track 
record of successfully enabling organizations to build 
and manage high-quality, software-intensive products 
and services efficiently and effectively. Ahmad 
provides advisory and consulting services in IT strategy 
and planning, IT Service Management (ITSM) and 
governance, program and project management (PMO) 
transformation and operations, software engineering processes and agile software 
development (RUP, XP, SCRUM, and others), enterprise architecture, and business 
process management. In addition, he offers training and mentoring services across a wide 
range of IT disciplines. 
Ahmad holds the degrees Master of Science in Management of Technology from the 
Massachusetts Institute of Technology (MIT Sloan School of Management), Master of 
Science in Computation (Mathematics and Software Engineering) from the University of 
Oxford, and Master of Information Systems from the University of Toronto. He also 
holds numerous professional certifications, including Project Management Institute 
(PMI) Project Management Professional (PMP), Software Engineering Institute (SEI) 
Certificate in Capability Maturity Model Integration (CMMI), IT Infrastructure Library 
(ITIL) Service Manager (ITIL Master Certification), and Certified RUP Specialist, to 
name a few. Ahmad is an author of "Rational Unified Process: Reference and 
Certification Guide", and "ITIL: Service Management Implementation and Operation". 
He also speaks at professional forums like SPIN 
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Rahila Zahir: 
https://www.xing.com/profile/Rahila_Zahir 
 
SAP Netweaver Technical Consultant and Architect for SAP 
Enterprise Portal and Knowledge Management and 
Collaboration. Skills profile includes SAP NW Portal landscape 
planning, installation and administration, and carrying out end 
user trainings and delivering workshops.  
 
The product versions include SAP NW CE 7.1, SAP NW 
Enterprise Portal 7.0, and 6.40. SAP BI 7.0, SAP Knowledge 
Management and Collaboration Platform.  
 
SAP Certifications: Technical Consultant SAP NW ’04 – EP & 
KMC and Solution Consultant Knowledge Management and Collaboration  
 
She has also worked as a Marketing Manager in Pak Datacom Ltd from 1995-2000 in 
Pakistan. Rahila has a bachelor in Electrical Engineering from UET Taxila and a Master 
in Science in Information & Communication Systems from Technische Universitat 
Hamburg- Hamburg. 
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IOPWE in Karachi Pakistan – 2008 
Report by: Muhammad Shahab Siddiqui 
 
Year 2008 was an eventful year for IOPWE.  We had two seminars, the Leadership 
Seminar at FAST-National University of Computer and Emerging Sciences, City Campus 
and other one was an IOPWE Introductory Seminar along with a technical talk at Jinnah 
University for Women.  Also we have a meeting of IOPWE Karachi Chapter in which we 
tried to set some direction for future.  
 
We organized the leadership seminar by the title “Developing Your Leadership 
Legacy: Heart and Soul of Leadership” on Friday, July 18, 2008 from an international 
speaker Mr. Irfan Mustafa . 
 
Mr. Mustafa is Senior Vice President and Managing Director for the Middle East, North 
Africa, Pakistan and Turkey region for Yum! Restaurants International.  Which is the 
parent company of KFC, Pizza Hut, Taco Bell, A&W and Long John Silvers.  The region 
comprises 14 countries with a network of 1000 restaurants and US$ 1 Billion turnover.  
Mr. Mustafa also associated for 6 years with PepsiCo and 14 years with UniLever in 
Marketing and General Management in Pakistan, West Asia, Egypt and USA.  Key 
positions held by Mr. Mustafa were VP – Strategic Planning, PepsiCo, New York; VP 
and CEO – PepsiCo, West Asia, Lahore, Pakistan; and General Manager – Home and 
Personal Care Businesses and Member of the Managing Committee – UniLever, 
Pakistan. 
 
The Leadership Seminar was an interactive session between the speaker and 40 
participants.  The participants were a combination of students, faculty members, and 
professionals from different schools, colleges, universities and organizations at Karachi.  
The youngest one was 12 years old, which attracted Mr. Mustafa very much.  He 
delivered a very thought provoking, energized, and a challenging lecture which give a 
great learning experience to each of the participants. The seminar lasted for 3 hours, 
started at 10AM and end at 1PM. 

 
Mr. Mustafa asked many questions during the session and continuously triggered with the 
audience.  The key points of the presentations are as follows: 
 
·  Life is a privilege commodity but with very big responsibilities 
·  Meaning of Life – begin with end in the mind 
·  Contribution in Life – Your Legacy may lead to Destiny 
·  Mark your anchor stones 
·  Get things done at your own, don’t expect for any help 
·  Messiah is inside you, do not look here and there 
·  If you fail don’t blame others for it 
·  What legacy will you leave once you left this world 
·  “As long as my desire to stay outside the prison is higher than somebody else’s desire 

to keep me in the prison, I will keep escaping.” 
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·  Half glass empty, half glass full 
·  Its not the aptitude, but the attitude, which really determines the altitude 
·  Our attitude is negatively affected by fear (failure, rejection, confrontation) and pride 
·  Correction methods are – group dialogue, self accountability, courage to confront 
·  Leadership characteristics – right attitude, conquer the fear, take charge, self 

accountability, life is a privilege and big responsibility, obligation on leaving some 
legacy, define your own legacy 

·  Write a one-sentence goal of life and work for its achievement 
 
The IOPWE Leadership Seminar was concluded by meeting between interested audience 
who wants to work for IOPWE and Wajiha Malik.  They shared ideas, contacts and try to 
set some targets for IOPWE. 
 
With this thing in mind, a separate IOPWE meeting was held on September 20, 2008 
under Muhammad Shahab Siddiqui, Membership Coordinator, IOPWE.  The attendance 
was very low; only 3 people were there including Hira Malik and Sohail Siddiqui.  In the 
meeting we decided to have IOPWE introductory seminars at 3 different institutions 
mainly targeting girls in it. 
 
In response to the IOPWE meeting, we held a seminar at Jinnah University for Women 
(JUfW) on Saturday, October 11, 2008.  IOPWE Introduction was delivered by Hina 
Kanwal along with a technical talk on “Topics of Final Year Project” presented by 
Muhammad Shahab Siddiqui.  The audience comprise of 50 BS Students of JUfW.  They 
were very much interested about IOPWE after the seminar.  The interested females form 
IOPWE JUfW Student Chapter, which includes; Urooj Malik, Shumaila Razzak, 
Anum Hameed, Namrah Maham Mirza, Afsheen Fatima, Warda Sharmeen, Saba 
Manzoor, Muzra Nisar, Alia Yunus, Sana Yunus, Ramsha Ali, Sonia Baig, Anum 
Ahmed, Iqra Shams, Irsa Jamil, Humera Haroon, Sharmeen Shibli,  Sidra A. Khaliq, and 
Fatima Govani. 
 
We tried to hold its first meeting on Saturday, October 25, 2008, but due to examinations 
at Jinnah University for Women, the meeting was postponed.  For the time being, 
Ramsha Ali (Student) and Narmeen Shawoo (Faculty), were nominated as the 
coordinators of IOPWE JUfW Student Chapter.  In the first meeting, we will discuss 
the working of IOPWE JUfW Student Chapter and will try to fill posts of President, Vice 
President, Secretary and Treasurer for IOPWE JUfW through Narmeen Shawoo. 
 
Hope to see more activities of IOPWE in 2009.  Happy New Year. 
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This Issue’s Theme 

 
 

Interview with Susan Payne 
Chief Executive Officer, Emergent Asset Management 
By: Wajiha Malik 
 
Susan Payne is the CEO of Emergent Asset Management Ltd, an alternative asset management firm with 
offices in the UK and South Africa.  
It’s Emerging Markets Debt and Currency Fund was up +75.9% in 2008 and 
+173.5% over the past 3 years, ranking it # 1 in its class by both Eurohedge and 
Bloomberg.  Emergent's EM Equities Fund was +9% in 2008 and  +62.6% over 
3 years, with a # 4 ranking in its class. Emergent launched its African 
Agricultural Land Fund in 2008, and its FX and GeoMacro Funds in January 
and February 2009 respectively.  
Ms Payne formerly managed emerging markets sales and trading businesses at 
JP Morgan and Goldman Sachs. She was listed by the Financial News as one of 
the Top 100 Women in Finance in Europe for 2007 and 2008, and won one of 
six Shell UK Women of the Future Awards 2006, for which she has since been 
a judge. She is a UK Women of Achievement Ambassador and is the Chapter 
Head of 85 Broads UK, the UK division of the largest professional women's 
network globally. 
Susan can be contacted via Wajiha Malik at wajiha.malik@sloan.mit.edu 

 
Thank you, Susan, for sparing your time and sharing your insights on investing in this 
global recession. I appreciate it.  
 
Wajiha: My first question to you is that, in layman’s terms, what has led to the global 
economic crises? 
Susan: Credit is the life blood of any economy, and its tightening by banks from 2006 
placed a choke on many over-leveraged US businesses. A housing crisis in America, 
based on over-indebted households, then developed and escalated into a full-scale 
banking crisis, causing mass bankruptcies and taking down several iconic Wall St and 
City banks which were found to have over-invested in opaque, illiquid housing 
derivatives. By Q4 2008, solvency and market liquidity had become global issues. 
Companies from America to Iceland to Britain and Korea had over- extended themselves 
in a situation akin to Japan from 1989 – 1999, and their corporate risk, in cases like AIG 
and Fannie Mae, was transferred to national risk in massive, government-lead bail-outs. 
Recession was inevitable. The issue now is whether we can avoid a Depression. This is 
now the biggest financial crisis since the 1930’s and how quickly we get out of it depends 
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partly on the responsiveness of governments to stabilize their financial systems and 
reflate their economies. 
 
Wajiha: We have had lot of bad data recently. US economy contracted by 5% last 
quarter on annual basis. UK is in recession. Unemployment in Germany is 7% and 
industrial production in Japan was all time low in Dec 2008. It seems that the developed 
world has lost its charm. What do you think? 
Susan: What this crisis has shown all of us is that there is no such thing as decoupling, 
which is a function of a low volatility environment. Still, while emerging markets have 
certainly been impacted, this has occurred in most cases less so than in the developed 
world. The question is, how do we now get out of this situation and get economic data to 
improve?  How much ownership of banks should governments take when they are 
providing them with huge bail-outs? We expect default rates, especially in developed 
markets, to increase in 2009 as the situation on Main Street deteriorates. Social unrest, in 
countries like the UK and France, is rising rapidly, which is an inevitable result of mass 
unemployment in the toughest job market we are likely to see for a generation. In short, 
the developed world has certainly lost its advantage, and I believe that there is a real 
likelihood that emerging markets, many of which are still showing positive GBP growth, 
will lead the way and excel over the next decade.  
 
Wajiha: Do you think that developed countries have lost their comparative advantage in 
the world?  Jim Rogers has said that UK has lost all its value- add. 
Susan: 2009 has seen the worst January in the last 30 years for developed markets 
equities. They are likely to bottom again in 2009, possibly soon breaking their Nov 21 
2008 lows, but should recover towards the end of 2009. Emergent’s geo-political model, 
which manifests our strategic ideas, supports the view that Western capitalism is losing 
power to the East. Not only will social unrest and unemployment escalate in the West in 
particular, but also sickness and disease will increase as stress levels rise. In any event, 
demographics favour EMs, with explosive, young populations in Africa, India, China and 
Latin America.   Against this, the G8 countries all have low to stable population growth, 
not normally associated with innovation or growth advantage. 
I don’t agree with Jim Rogers that the UK is in worse shape than the US. The UK is in a  
different part of the cycle, has a lower  debt/GDP ratio than the US, and has additional 
levers in the form of, for example, rates, which still have room to go lower, unlike the 
US.  I also expect the USD to fall from these levels against the GBP, which has lost 30% 
of its value in recent months but whose downside should now be limited. The USD has 
found real strength in the last several months, largely due to the repatriation trade 
involving bringing huge amounts of USD back to America.  
 
Wajiha: How about Emerging Economies? China said that its GDP grew by 5% in the 
last quarter. Considering that the numbers can not be trusted, we can safely say that it is 
in recession? 
Susan: China is not in recession, which is defined as 2 consecutive quarters of negative 
GDP growth. Emerging markets are largely better off than developed markets and some 
regions, like Africa, have been fairly well insulated from the crisis as there was little 
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credit extended in the first instance. Many EM indices were positive in January 2009 
against badly hit developed indices. 
EM currencies, like the Indian Rupee and Korean Won, should perform well against the 
USD as emerging markets domestic and commodities demands increases.  Bonds should 
rally in Q1 and then head down again later in the year. Future prices for commodities are 
higher than current prices, indicating that commodities have based and will head up 
shortly, and we remain bullish on gold, copper, oil and gas. The supply/demand 
imbalance of food favours high prices for softs, on which we are bullish and which have 
increased in value in January alone by, in the case of soya, 22% and corn 17%. Our 
African Agricultural Land Fund launched in 2008, in which we are buying and farming 
large tracks of land across 14 countries in sub-Saharan Africa, provides great access to 
this theme for investors keen on softs and agri.  One has to realize that, despite the 
volatility of the asset class, commodities have out-performed equities by 1200% over the 
past 10 years. 
 
Wajiha: Recently, the Financial Times run a story on Dubai” From boom to Bust”. But 
with Sovereign Wealth Funds in Middle East I think things are not that bad for them. 
What is your opinion?  
 
Susan: First of all, I believe ME SWFs are continually seeking opportunities globally, 
not just in the Middle East, and, from what we are seeing, are particularly interested in 
diversifying their risk. On the separate matter of investing locally in the ME at this time, 
notwithstanding selective interesting opportunities, the region is more vulnerable now 
after the 75% decline in the oil price, slowing construction, house price declines of over 
25% in 2008 and tough local economic conditions. Perhaps a good entry point soon. 
 
Wajiha: In light of current market conditions, what are your favored short term and long 
term investments? 
Susan: When we are looking at investments, we categorize countries as resource rich or 
resource poor. Brazil should do reasonably well, and we remain bullish on Africa and, 
now, China. Conversely, Argentina, Pakistan, Ukraine and others, many of whom were 
downgraded in Q4 2008 will flounder. Political risk is a very important factor.  We came 
out of Russia in 2007 because we saw that, with Russian bonds at 100 over US Treasuries 
and with the growing political risk there and a continued absence of corporate 
governance, we were not being paid for the risk we were taking. With recent downgrades, 
a weak rubble and major companies  currently trading at default levels, we remain wary 
still – but there will be a time eventually to re-examine opportunities there.  
Our general market view is that we should see an equities rally – possibly limited - in 
early February, followed by another substantial correction to the downside. I expect we 
will see new lows at some point in 2009, probably Q1, as de-leveraging continues. EM 
debt will follow equities, though there are a few distressed opportunities worth closer 
examination at this point.  Finally, the stress of the last year has created enormous 
volatility and variation between different currency blocks. In light of the many trading 
opportunities in FX, we have launched an FX Fund. 
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Wajiha: On the other hand, if you take a contrarian view of the situation, then it is a 
golden opportunity to buy any asset type especially in the developed world. What do you 
suggest? 
Susan: You have to be highly selective. Continued de-leveraging means that redemptions 
have resulted in strongly downward pressure on equities. Long only funds have been hurt 
badly, and may continue to fall for some time. Timing for entry is therefore paramount in 
light of market volatility. I have no doubt that there are some good opportunities in 
developed markets equities, in financial stocks and in utilities, for example, the latter of 
which offer a decent yield and should do well in a bear market as the direct beneficiaries 
of fiscal packages.  On the equities side, however, we like commodities stocks at these 
levels, like Rio Tinto and gold and silver miners. In looking at corporate debt, any target 
must be liquid with good corporate governance, sound management, low leverage, 
reasonable exports or a strong domestic market and good cash flows. The same applies to 
countries: Which have the will and the ability to pay?  Iceland, Spain, Portugal and 
Greece were all down-graded at the end of 2008. Both Argentina and Ecuador could 
default in 2009. For all sovereigns, a strong natural resource base and orthodox economic 
policies are important. There are bound to be some surprises when the dust settles. 
 
Wajiha: Now comes the million $ question: When will we see the recovery? 
Susan: It will not be a V shaped recovery. I expect an anemic recovery in 2010 and some 
improvement in 2011. We should then see growth return between 2012-2015. Given the 
current situation, interest rates have to go to zero. The European Central Bank has been 
slow to adjust rates and Europe will pay the price. However, once we get lower interest 
rates coupled with various stimulus packages, economies will get a boost. Reflation needs 
time but will eventually work.  It feels awful right now but it will improve. Japan, a good 
example of a country that has limited ability to provide monetary stimulus, has 
effectively been in recession for 18 years. We believe that there is a high chance they 
come out of this earlier than others, lifted by Asian expansion, and the Nikkei will look 
attractive soon. 
 
Wajiha:  Another bubble between 2010-2015, but you are assuming that capitalism as we 
know it will survive this crisis. Do you think that it is the end of Western capitalism? 
Susan: No. But there is a debate now about whether autocratic capitalism, as exists in 
China, will gain momentum. For now, gone are fat pay cheques and corporate excesses; 
the rules have changed. We are facing the decline of the Western empire and a limited 
reversion to socialism. Examples are the recent short selling ban for an extended period 
in many markets, including the US, UK, Australia and Taiwan, as well as recent rules 
placed on compensation packages in America.  For how long and how much intervention 
we will see from governments over the next few years is too hard to call, but I have little 
doubt that capitalism will eventually prevail. 
That’s all from my side. Thank you very much Susan. 
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Back to the basics 
By: Junaid 
About the Author:  
Junaid works for a Dubai based bank at their asset management unit. He has over 6 years of investment 
banking experience and is currently managing assets over $200million in Emerging and Frontier Market 
equities. Junaid completed his MBA from Institute of Business Administration in Karachi. He was awarded 
CFA charter in 2006 and received his CAIA charter in 2008. 
Junaid can be contacted via Wajiha Malik at wajiha.malik@sloan.mit.edu 

 
This is the message that is echoing in heads of most investors around the world. After a 
grueling year in 2008 and following a price collapse in all asset classes; investors – 
amateurs and professionals alike are dumb founded. Risk has come back with a 
vengeance and investors who during the last 5 years of so were paid to take risk are 
scurrying for safety. 
 
Let us take a step back and understand the concept of investment. An apt definition of 
investment borrowed from Wikipedia goes “Investment is the choice by the individual to 
risk his savings with the hope of gain”. Note the words, “risk”, “savings and “hope of 
gain”. Throughout this article we will understand the meaning of each in the context of 
the term “Investment”.  
 
The term “savings” in economics refers to the choice made by economic entities to defer 
current consumption in the favor of expected higher level of future consumption. 
Investment therefore is the process by which current savings which represents deferred 
current consumption gain value over time to support higher level of consumption in the 
future. It is important to mention that borrowed money put to work to earn higher gain is 
not investment it is mere speculation which is another form of gambling. 
 
After having made a decision of deferring current consumption in the favor of higher 
future expected consumption, the individual needs to answer a number of critical 
questions. The first question to ask is how much is your risk appetite? This question 
needs to be answered in the context of both the ability as well as the willingness to 
assume risk. Ability to take risk is largely defined by financial goals in the context of 
available resources and time frame. Hence to earn $100,000 with an investment of 
$1,000,000 over five years would require a return of 1.9% per year. This suggests that the 
financial objectives are modest relative to the resources available and the time horizon 
and hence the ability to assume risk is much higher. On the other hand, a target to earn 
$1000,000 with the same resources over similar time horizon would require a return of 
14.9% per year – a relatively aggressive target. Willingness to take risk is purely 
subjective and varies across individuals and societies. However, most importantly an 
individual’s risk appetite needs to be in line with the expected return. One should not 
expect to hit a jackpot after putting their money in a savings account at a local bank. 
Usually risk and return tend to move in tandem but the relationship is geometric and not 
arithmetic. Needless to say high risk undertakings are usually but not necessarily 
rewarded with high return. 
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After having concluded assessment on risk appetite and a corresponding return objective, 
investor should set out on selecting asset classes. Broadly speaking an individual investor 
can readily access the following asset classes through various investment vehicles 
available on major capital markets. 
 
Asset Classes/sub 
categories 

Relative 
Riskiness 

Suitable Vehicles 

Cash Very Low Bank Deposit 
Investment Grade Fixed 
Income 

Low to Moderate Investment grade fixed income mutual 
funds 

High Yield Fixed Income Moderate to High High yield fixed income mutual funds 
Developed Market Equity Moderate Developed equity mutual funds 
Emerging Market Equity High Emerging Market equity mutual funds 
Commodities High Exchange traded funds 
Real Estate High Real Estate Investment Trust (REIT) 

certificates 
 
Investment in cash would usually earn negative real rate of return due to value erosion 
from inflation. In order to earn above zero return, an investor would need to undertake 
risk.  An investor can take risk by giving out their money to companies. Broadly speaking 
that takes two form; investment by lending money or investment by buying businesses. 
When an investor lends money to a company it is called debt investment while 
investment by buying businesses is called equity investment.  
 
In the risk spectrum (table above), investment grade fixed income instruments come first. 
Now for novice investors an investment grade fixed income is a fancy name given to 
loans raised by companies with highly sustainable business model which is capable of 
strong cash flow generation and / or has a healthy balance sheet. On the other hand high 
yield fixed income refers to loans raised by companies with promising but untested 
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business model and /or the balance sheet is not “clean”. We can go into finer details but 
the above description should serve a novice investor well.  
 
Investors with high risk appetite can indulge into buying commodities and or real estate. 
But investment in commodities such as gold, platinum, silver or even crude is largely for 
capital appreciation over a very long time horizon. Commodities don’t have a recurring 
cash flow; in fact storage costs associated with commodities such as oil would essentially 
translate into a negative cash flow. Hence all gains from commodity investment come 
from price appreciation. Similarly, investment in real estate - may it be through the 
purchase of residential real estate, retail or commercial real estate – yields return 
primarily through price appreciation. Although real estate unlike commodities does have 
recurring cash flows in the form of rental, the cost of property upkeep reduces the cash 
flow and hence bulk of investment return primarily come through increase in the value of 
the property.  
 
With the basic introduction of various core investment instruments available to a 
common investor, it is high time to take a look at what constitutes a good investment. An 
investment is as good as the quality of the underlying asset and the price. Companies like 
Proctor & Gamble or Coca Cola may be great companies with strong business models but 
bought at wrong price would earn sub optimal returns. We can address the issue of what 
constitutes good price in later editions but for now let us focus on what constitutes a good 
company. 
 
An investor should be able to understand how a company makes money. Anything that is 
wonderfully complicated should immediately be shunned. Understanding the business 
along with the risks inherited in that business is important as investors are compensated 
for the risk they undertake – remember there is no such thing as a free lunch. Even a 
simple business such as dairy farm selling processed milk to consumers runs the risk of 
losing the herd to an outbreak of diseases. 
 
Read the income statement and the balance sheet to see how money is being generated 
and where is it going. A company may be earning a lot of revenue by selling cars but if it 
is also financing those vehicles then it is no good. Remember cash is king, what you get 
in your pocket is what usually count and cash tied up in funding business operations 
bears the full risk of that operation. Get information on people who are running the 
business, an incompetent or inexperienced management or worst fraudulent management 
is usually the biggest risk born by investors – both fixed income and equity alike. 
 
Next step involves understanding and its future prospects. A business may have done 
very well in the past but if future outlook looks gloomy, chances are your investment 
would earn you a loss. Financial history is full of examples where certain business could 
not survive due to changing operating environment and technology. Case in point are 
buggy manufactures from the early nineteenth century who lost out to cars manufactures 
or from recent history manufacturers of computer hardware who could not see their trade 
becoming a commodity. Usually a simple Strength, Weaknesses, Opportunities & Treat 
analysis should suffice.  
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Understanding a business model and a company’s future prospects should enable the 
investor to draw up a list of potential candidates for investment. This list can now be 
screened on valuation metrics which would be discussed in greater detail in the 
forthcoming edition. We wish our readers a prosperous new year. 
 

Understanding Global Crisis.  
By: Carl J.Chen 
 
About the Author: 
Carl is a successful fund manager who navigated his clients clear of the risk in 2008 by going into all cash 
early in that year.  What guided his thinking?  Everyone has the same tools and information yet a few rare 
managers navigated the tsunami unscathed.  The following is an Investor Letter by Carl that sheds some 
insight into the perspective that set him apart. 
  
He is the Founder and one of the General Partners of Temple Honor LLC.  Based in Taipei, Taiwan, 
Temple Honor has among its partners management a Taiwan equities value investment style long-only 
Fund, a large scale mixed use Real Estate project in Hangzhou, China, and a Private Equity fund.  Carl is 
of Taiwan descent but native to Maryland.  He received his Juris Doctor from New York and his Masters of 
Science from MIT, Sloan.  Carl currently lives and works in Taiwan. 
 
This article is being reprinted here by author’s permission. Carl may be reached via Wajiha Malik 
at wajiha.malik@sloan.mit.edu 

 
Dear Partners,  
 
If you go back to our October 2006 we were worried, that the US economy is something 
akin an oil tanker about to beach itself. Well, as some may recall in January 2008 we 
were warning that a recession likely started in December of 2007. Now close to one year 
later that tanker has clearly made landfall and we’re still hearing the metal crunch. Yet, 
main stream media and Wall Street continues the debate on this crisis with many 
believing it won’t be any deeper and may not last any longer than previous “recessions.” 
That’s agency risk for you. As Mr. Buffet likes to say it’s better to be wrong in a crowd 
than wrong alone. We remain in cash.  
 
Perhaps changes back home (the US) appear more exaggerated due to my residing 
abroad. Whatever the case, I can tell you that the delight from the ease with which my 
son and I could board his favorite rides at Lego Land (his favorite place on earth) is 
restrained by uncertainty. Uncertainty as to what it means for the US economy when only 
last year a wait of an hour for some rides is now 30 minutes or less. I am sure you have 
your own observations but what I find of particular concern is that such examples are to 
be found all over the world, not just back home, and especially with check-in lines at 
major airports! This recession will be (is) the first truly global recession and it’s going to 
affect every asset class, every. It is an American Contagion. 
 
For once, and few would have ever thought, Taiwan businesses are actually vacating 
China! Employees would show up to find senior management or the Taiwan owner/ 
operators gone. Literally leaving in the middle of the night to avoid paying costs 
associated with shutting down a business: stamp-taxes, pensions, etc. Although most 
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these businesses are not very sophisticated or broad in product range and operation, most 
making the odds and ends to be found at Wal-Mart or Target, the fact that they are 
leaving and leaving in such a way says something not insignificant about the state of 
affairs with China’s export markets and their prospects in the months ahead.  
 
I have a lot of respect for these hardy Taiwanese business pioneers; we don’t call them 
“black hands” in Taiwan for no reason. Their success has, and there is no hyperbole here, 
been bought by sweat and tears. I liken them to wildcatters (of the Black Gold days) or 
Gold Rush miners. There are supposed to be a hundred thousand such Taiwan businesses 
in China; who knows. The number is debatable as no reliable tally exists but I can attest, 
from having visited some, that most do employ anywhere from 100 to 300. Though many 
barely manage to eke out an existence they have managed to persist since the early 90’s 
when they started leaving Taiwan for China. So the retirement of so many now is cause 
to pay attention; it may well be the proverbial canaries in the coal mine are crying. 
Frankly, my instincts tell me the recent stimulus package the Chinese have been talking 
about may be a response to this flight. Of course, we’ll never know what the policy 
makers in Beijing are thinking and the reasons why they do what they do but one thing is 
clear you can’t let the bottom fall out.  
 
The Chinese authorities have put brakes on the Hong Kong Mercantile Exchange, 
indefinitely postponing puberty. Obviously, it’s better for the State to exercise control 
over raw materials than the other way around. I’ve said many times the Communist Party 
has unleashed a beast it can’t control - it’s called Mr. Market. In a place like China which 
will win the tussle is anyone’s guess but the Chinese will soon enough re-learn what price 
controls do in an inflationary environment. The last time we had price controls in the US 
was with Richard Nixon and that didn’t end until interest rates hit 15% and cost Mr. 
Carter the White House. 
 
However, the Chinese have a few more punches to throw at Mr. Market. They can always 
play with exchange rates. As a matter of fact, Cheng Si-Wei vice-chairman of the 
Standing Committee of the National People’s Congress has openly declared that further 
RMB appreciation against the US dollar has become less necessary – the Chinese 
continue to have a “hot money” problem. Insurers have been given the green light to 
invest into real-estate. The Wall Street Journal interprets this as asset diversification. We 
interpret this as an attempt to moderate the deflation in real property prices. The Chinese 
are also cleaning house, like we said they would. It’s mind boggling the scale of 
corruption in China. Two former Bank of China managers and their wives were recently 
convicted in Las Vegas of a scheme to bilk that bank out of US $485 million. Ten central 
government departments including the Ministry of Finance misused or had embezzled 
more than US$660 million last year. This would suggest that estimates of corruption 
costing China more than US$35 billion a year may not be hogwash. It would certainly 
lend credence to talk of corrupt Chinese officials or their cohorts showing up in 
Vancouver and buying 7 or 10 multi-million dollar homes in one day’s viewing as likely. 
 
As we’ve been saying, the Chinese are going to use the global economic slowdown as 
cover to clean house, re-centralize control over errant provinces, cities, municipalities, 
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etc., re-align economic interests and generally “share” some economic pain that would 
otherwise not be popular. Therefore, in so far as the Mainland Chinese stock markets are 
concerned we don’t see any light breaking through the clouds, not just yet. And that 
means Hong Kong has more downside potential than upside potential. I want to remind 
readers of a chart from a prior Letter that showed the Hang Seng’s PE halving during US 
recession years. It may not be as severe this time as China is better developed but 
anything is possible; we err toward caution with Hong Kong. 
 
In Taiwan, though we believe the market here may muddle through without too much 
shock for the remainder of the year we are ever mindful that this island’s economy is as 
dependent on trade as it ever was - remember I have never believed in “de-coupling.” 
Most people will tell you there are only two ways to make money in this market, either 
(1) earnings or (2) multiples must grow. Well in this market of potential deflation and 
consumer retrenchment businesses really can’t do either. For those businesses that are 
strong enough they should be looking to make themselves more efficient and/or take 
market share away from competitors. So we can forget earnings and multiples for the 
time being; they’re headed south. We’ll be looking in due time for those businesses 
positioned to prepare for sunnier days. It is in markets like these that one should be 
hunting for such companies. And that is why we want as much dry powder now as we 
can get, so we can take advantage of opportunities when they arise. However, right now, 
for Taiwan, we think it not unlikely (quite likely even) that we re-test the low of 6,710 we 
saw this past Summer before we see happier days. 
 
As we assessed, the election of a 
new President last March, from a 
supposedly business friendly 
party, did absolutely nothing for 
the island’s economy and its 
equity market. Rather, though it 
would appear as if the TAIEX’s 
decline is moderate in relative 
terms, -17% since the election 
(note Russia and China’s markets 
are or were down >50%) our 
market’s trading volume has 
dropped >70% since March 24th, 
the first trading day after the 
election - then volume was at +7 
billion shares. Last Friday it 
stood at +2 billion shares. That’s 
a >70% decline, which means if 
there are bull’s out there they’re 
sissy bulls and that’s why we see 
the herkyjerky movement in the 
Index. 
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These sort of markets are dangerous because they are unusually effective in teasing 
investors out of their money. Since we do not and cannot effectively short our markets 
the way such a bear is managed by funds with an invested dollars mandate or greedy 
managers is typically with targeted high turnover trading. It is something we do not like 
to do, as a matter of discipline and philosophy. 
 
I want to turn your attention to the graphic above. It’s from this week’s edition of the 
Economist, “Of ice and men” August 29th, 2008. The comment that goes with the 
graphic reads, “... polar bear populations are predicted to fall by a third over the next 50 
years.” 
 
What do polar bears have to do with investing? Much more than you and I might think at 
first instance. It all has to do with perception. By 1/3 over 50 years? How about none left 
in the wild in 50 years? The comment got me thinking about how we look at the world, as 
people and as investors. And the more I thought the more I felt tiny.  
 
The complexity of the world truly dwarfs anyone’s understanding. Our mental models, 
our individual construct of the world - how we see the world - are limited, internally 
inconsistent, and unreliable. Often we take actions that make sense from a short term and 
limited perspective due to our imperfect appreciation for dynamic complexity.  
 
Most people think of complexity in the number of components in a system - the number 
of possibilities one must consider in making decisions. I call this the combinatorial view 
of the world. But many problems arise from dynamic complexity - the often 
counterintuitive behavior of complex systems that arise from the interaction of various 
components over time. This implies a system where for every reaction there may well be 
(1) a reaction that reinforces and builds upon the initial act and which may or may not 
trigger (2) another reaction that balances and dilutes that initial act. 
 
Dynamic complexity can arise even in simple systems. The beer-game (a role playing 
game) developed at MIT to teach supply-chain management has only one SKU, very low 
combinatorial complexity. The game is played with four players. The objective is to meet 
customer demand for cases of beer. What else? Each player has only one seller and one 
buyer. Yet players consistently generate absolutely crazy fluctuations in production and 
inventory with equally wild and astronomic average costs. 
 
One cause is our tendency to interpret events as a series of events. We’re taught from 
day-1 of school that every event has a cause which in turn is the effect of another earlier 
cause and so forth. Inventory is too high because competitors lowered their price. The 
competitors lowered their price because their inventory was too high, etc. Event level 
explanations can be extended indefinitely and can get pretty odd. Competitors had high 
inventory because they made a mistake in believing Goldman Sachs research and bought 
too many futures for barley and Phil couldn’t sell the futures because he crashed his car 
... and he crashed his car because he was depressed that he relied on a Morgan Stanley 
report that issued an erroneous market indicator because the analyst who wrote it... relied 
on a database created during boom years that didn’t have sufficient fields for bust years 
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and that was because the guy who created that database consulted an oracle instead of 
consulting someone at Oracle... because he was scared witless about losing his job after 
his boss chewed him out...  
 
Event oriented views of the world allow us to blame something (perhaps another event) 
or someone even and reinforces the perception that “s@!t happens.” Worse, event 
oriented views of the world tend to aggravate matters because it leads us to event 
oriented, reactionary, problem solving - fire fighting. 
 
However, intuitively, we know better. We know that systems have feedback. We know 
that systems are constantly changing no matter how slow the perceived change and we 
know intuitively that sometimes an apparently stable system can simply crash. Stars can 
burn for billions of years before going nova and even then it takes millions of years to 
reach critical state but in that one very cosmic microsecond the universe will seem to 
pause in awe as a star returns to being star-dust. Bull markets can convince people that 
there is no way but up. And families may even feud and fall apart over cashing in on 
assets but then even before anything happens the markets may head south and in an 
apparent moment of hapless sanity family members pause aghast, only to begin feuding 
anew; each accusing the other of this and that because he/she failed to do or did this, that 
and the other. 
 
We also know intuitively that effects are seldom proportional to cause. “Because a Little 
Bug went Ka-Choo! One fine summer morning... Because of that sneeze, a little seed 
dropped. Because that seed dropped, a worm got hit. Because he got hit, that worm got 
mad. Because he got mad, he kicked a tree... a coconut dropped a turtle got bopped” and 
so on leading to a circus that lost focus and that went berserk in the middle of town! Oh 
the mayhem! From the children’s book “Because a Little Bug went Ka-Choo” by Rosetta 
Stone, part of the Dr. Seuss Cat in the Hat Beginner Book titles.  
 
We also know actors/parts/components of any system are tightly coupled. You also know 
this intuitively because you have a body that has a head, heart, lungs, blood veins, etc. 
Even Michael Jackson knows this though you’d think likewise. Recall Billie Jean? “And 
mother always told me to be careful of whom you love. And be careful of what you do 
because the lie becomes the truth.” 
 
Finally, we know systems are not just governed by feedback but that nonlinearity is 
involved. The results of our actions define the situation we face in the future. The new 
situation alters our assessment and the actions we take in response. Implicit is 
nonlinearity. What happens locally often does not apply in distant regions. And what 
happens in distant regions may be a completely counterintuitive consequence because of 
time delays. Time delays are particularly troublesome though common. Delays create 
instability and increase the tendency of systems to oscillate. As a result, decision makers 
are often “misled” into “fighting fires.” 
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Feedback View of the World* 

 
 
 
This brings us back to the polar bear and his ice cap. He exists in a loopy world where 
whether because of human arrogance or our unfailing faith in science and technology we 
don’t acknowledge that our environment and how all its pieces interact (assuming we 
even know what all the pieces are) is really beyond, and may forever be beyond, our 
timely understanding. 
 
Think of how the Chinese have reacted to Western calls for greater reduction in carbon 
emissions or stricter enforcement of environmental laws. Their goals are obviously 
different from ours. Whereas we think we’re going green they want to live like we do, 
green or not green. Can we blame them when there are still millions of Chinese living in 
mud-brick homes? But we push the Chinese to act. They resist. We can, for example, sue 
them over an unfair tariff on imported car parts at the WTO. We may even win. 
 
What do the Chinese do? They respond with a “Green” tax. Now who could object to a 
“green” tax? The new tax is meant to reduce fuel consumption and fight pollution. Rather 
than raise the tax on fuel the Chinese are raising the tax on gas guzzling cars. By 
coincidence, of course, foreign auto makers account for much of the gas guzzlers 
imported into China. 
 
I’m not very keen on any polar bear’s chances over the next 50 years. If there is one thing 
I have come to observe about complex systems it is that the potential for such systems to 
“surprise” is far more likely than most people are willing to acknowledge. And that is 
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why in the current maelstrom we’ve termed as the “American Contagion” we’re being 
stingier than usual about investing our money. If this is the worst financial crisis since the 
end of the Second World War then, well, I don’t think even people in their late 70’s 
would really know how to manage this beast - if you’re 77 you would’ve been 14 at the 
end of WWII. We have our helmets on and we remain hunkered down, albeit cautiously 
peering at the field. 
 
* Credit for the diagram needs to be given; but, unfortunately, I can no longer properly 
cite it though I am sure it’s from my MIT System Dynamics course material. 
 
Yours Truly... Your Partner, 
CARL 
 

Surviving in Financial/Economic Turmoil 
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State of the Market: The year 2008 will undoubtedly go down in the history as one of 
the worst years for the stock market since the great depression, barring any miraculous 
recoveries. The market has been extremely volatile this year and sometimes feels like a 
roller coaster. It may be tempting to pull your investments out of the market and stick the 
money in a bank – or maybe under a mattress. Instead, take a deep breath and remember 
this: the stock market routinely goes through cycles, rising and falling over time. In fact, 
over long periods of time, the stock market, represented by the S&P 500 Index, has risen 
steadily, despite intermittent down periods.  Of course, it is important to point out that 
past performance does not guarantee future results so keep this in mind as you read this.  
 
Since 1956, the Standard & Poor’s 500 Index has risen more than 25-fold. During that 
time, the market also encountered at least nine “bear” markets, when it fell 20 percent or 
more. After those falls, the S&P eventually returned to positive territory, typically within 
12 months – though a few “mega-bear” markets took several years before the market 
reached its previous peaks.  
 
After hitting their low points, bear markets historically are followed by rallies. That’s 
why some of the world’s most famous investors see downturns as a time to increase their 
stakes in the market. There are no guarantees if or when a bear will turn around, of 
course, but investment professionals often say one of the worst mistakes you can make 
during a downturn is trying to time the market – pulling money out as it falls and 
reinvesting on the rebound. You’re just as likely to miss out on the good days as the bad 
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ones. After all, not even the best economic or financial minds know for certain when the 
market will have positive day. 
 
A study by Vestek Systems Inc. found that someone fully invested in the S&P for the 10-
year period ending Dec. 31, 2007, would have earned a 5.91 percent return. But someone 
who missed the 10 best days of the market during that span would have seen their returns 
cut to just 1.13 percent. In other words, staying fully invested in the market, even a bear 
market, is the only sure way to capture the best days. Consistency can be the key. 
 
There seems to be general consensus among the economists that we are in a recession 
which promises to be deep and painful. The longest recession since World War II has 
been about 16 months. Assuming the present recession started early 2008 and lasts for as 
long or exceeds the longest postwar recession, we might see economic recovery in later 
part of 2009. Historically the stock market rebound precedes economic recovery, we 
could see potential rallies before we see actual numbers indicating economic upturn.  
 
All of us are feeling the affects of this recession. But there are some simple things that 
you can implement in your daily lives to help protect yourselves and lessen the negatives 
effects of this economic crisis.  
 
Build an Emergency Reserve Fund: It is prudent to have 3-6 months worth of expenses 
in a liquid account if you are an employee and 6-12 months if you are self employed or 
run your own business. If you don’t have this already set up, it will take some effort to 
build it up. As it is said that it is hardest to make your first million, similarly it is hardest 
to save the first month worth of reserves. It requires discipline in your spending. If you 
have cash or liquid assets in hand which have not been affected by the market, chances 
are you will be ok if the equity line freezes or you lose your job. 
 
Have a working budget: Having an idea of where your money is spent will give you 
clarity on how to reduce or cut your expenses in leaner times. It is always a great idea to 
live within your means and have a certain amount of what you make go towards saving 
for your goals whether it is retirement, sending your child to college or buying a new 
home.  

Focus on your goals: One mistake that many of us make is to focus on short-term returns 
rather than our long-term financial goals.  Investing is a long-term journey so remember 
why you invested and what that investment is supposed to help you accomplish and 
achieve.  

Reassess your “Risk Tolerance.” Essentially that’s a measure of how much volatility 
you’re willing to accept in your portfolio. If you’re losing sleep because of what’s going 
on in the market. You need to talk to your financial advisor.  
 
Diversify your portfolio:  It’s important to review the assets that you are holding in your 
portfolio. One key to good long-term financial planning is diversification, which means 
spreading investments across different asset classes (such as large and small companies, 
U.S. and international stocks, and bonds) and among different market segments (such as 
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industrials, energy, materials, consumer discretionary, etc). Historically some asset classes 
rise and fall separately and are said to be negatively correlated and you want to keep that in 
mind when building your investment portfolio. Please note that asset allocation and 
diversification strategies do not guarantee profits or against losses. 
 
Dollar cost average your savings: Dollar-cost averaging has been described as one of 
the most time-tested ways to invest. Through dollar-cost averaging, the amount you 
invest is always the same. That means you end up buying more shares when the price is 
low and fewer shares when the price is high.  Your natural instinct might be to stop 
investing if the price starts to drop - but history suggests that may be the best time to 
invest. Think about it. When is the best time to buy? When you are getting good value?  
 
Of course, while dollar-cost averaging has the potential to reduce the average cost of a 
share of stock or a mutual fund, it does not guarantee a profit or protect against loss in 
declining markets. Also, since such a plan involves continuous investment in securities 
regardless of fluctuating prices, you should choose an amount you feel comfortable 
investing under all market conditions. 
 
In conclusion: These simple habits can serve you well during times of recession - they'll 
serve you well no matter what's going on in the market. But if you implement these 
financial strategies, a recession may be less likely to have a significant impact on your 
financial situation and can position you for success in your financial life.   
 
The S&P 500 is an unmanaged index that cannot be directly invested into.  Past 
performance does not guarantee future results. The information contained herein is for 
informational purposes only.  The opinions expressed are not guaranteed and may not 
come to pass.  The information should not be construed as advice meeting the particular 
investment needs of any investor and does not constitute a solicitation for the purchase or 
sale of any security.  Please discuss any financial matters with qualified professional 
prior to making financial decisions. 
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Current Financial State and its Global Effects:  
 
Most of us saw the turmoil on Wall Street and sinking of financial giants like Freddy Mac 
and AIG. Most of are in shock and awe on finding out about the corruption on Wall 
Street and never expected it to be as such at the center of financial activity in the world. 
The vibrations of these events are felt in financial markets of developed and developing 
countries around the globe. People dealing with money all over the world have been 
affected by this situation and wondering about their next move(s). Decisions made in 
these troubled time can effect us in good and bad ways, so being smart can save and help 
us going through these times and make the best out of the situation.   
 
The interconnection of world markets and multi-national organizational structure of 
banks and financial institutions make this problem quite unusual, since if one bank or 
insurance company is facing trouble in North America, their customers in far-east will 
experience hike in interest rates and their investments can be on stake. A similar situation 
happened with AIG group in Sep/Oct 2008 when the shares price of AIG sank on 
NASDAQ, the worried customers in Indonesia rushed to AIG offices to cash out their life 
or short terms insurances, creating a money drain for the organization which was already 
in a fragile state. US Federal Government had provided sum of money to AIG to cope 
with sinking share prices to stay afloat, but panic induced by shares prices compelled 
customer to cash out their policies in far east. So the money which was provided to save 
the company drained it out in a couple of days. This was an example of how people are 
intimately connected via global economic institutions and crisis in one part of the world 
may affect people on the other side of globe.  
 
Effects on Individuals: 
 
Financial upset will affect everyone from a student, a recent graduate who is looking for a 
job to a person who has into a career and now planning to settle down or recently added a 
member to the family and wondering if their initial planning was enough now that the 
variables of the equation have changed considerably. Let’s go through a few examples 
and hypothetical scenarios to look at the severity of the problem. 
 
Tips for Students: A student studying in countries like Canada and USA may wonder 
about the implication of taking considerable money in form of loans for their tuition, 
which is a common practice. Usually these loans are provided at fixed low interest rate, 



IOPWE – International Organization of Pakistani Women Engineers  The Beacon 

 - 29 - 

but with changing economical insecurity financial institutions can be compelled to 
increase the interest rates. However there is a slim possibility of the changing of lending 
terms and conditions for students to pay back the money they loaned. Using the money 
borrowed from any financial institution smartly is a must; otherwise he/she can be in a 
situation with no money left and bills to pay. Further educational expenses can become a 
question when no capital is available and banks are not ready to lend you any more 
money.  The day to day existence can become an issue if such a problem arises. Going 
back to basics of earning money by doing odd jobs will be left as the only option unless 
someone in your family is capable of lending you money. Making your educational 
program longer or going on a part time status will be a good decision if someone finds 
themselves in this particular scenario.  That will provide you with time to recollect 
yourself and put some money together in months for future studies. Talking to banking 
institutions who provide student loans so that they may understand your situation and 
don’t demand the money as soon as you switch to a part time status is also an option.  
These issues are usually encountered by people who are living in developed countries. 
Unfortunately challenges for a student who is living in a developing nation like Pakistan 
are unfathomable. If he/she is studying and also providing or contributing toward a net 
family income, he/she might have to put everything on hold to earn enough money to eat 
and pay the rent. This will seem to be an unusual decision but these are not normal 
circumstances.  
 
Tips for Recent Graduates: These times will be a little different for people who have 
finished their student life and are in a transition phase. This group of people might be in 
for a surprise. With an average student loan of 30-40 thousand dollars, a new graduate’s 
first thought is to get a job in their lines of study that they finished their respective degree 
in and start paying off the student loan in installments. However with economic crunch 
currently experienced in every industry (weather it is the banking sector, engineering or 
manufacturing) it can be a difficult task to find a new job, when companies are cutting 
down their expenses and cutting jobs. A practical way in these times will be to start on a 
job which may not meet 100% of your expectations and let your career take off on a 
positive note rather then waiting around for that perfect job to start with. By doing so, 
you will be able to gain some valuable experience that will help in future employment 
endeavors and will lead to that perfect job. You may find yourself unable to find a job 
that provides relevance with your present studies right away; in that case doing anything 
that will render you cash for day to day transactions, should be a natural choice.   
 
Tips for Young Families: Now looking at the dynamics of a couple who are in their 
professional careers, settled or trying to buy a new home or just added a new member to 
their family. The shadow of uncertainty looms on their head in-terms of getting laid off 
because company is cutting down the number of employees as there is not enough work 
and company is not making enough money to support workforces. Though people who 
are in their established careers, are less likely to be affected at this stage unless they are 
working in a financial district, working for the financial institutions who suffered the 
mortgage crisis or are now affected by auto-industry crisis. Best policy will be to take 
baby steps in any direction. We may think that buying a new house with the property 
prices gone down is a good idea; well it can be if you have a security of the interest rates. 
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The banks all over the world are having a troubling time in giving out new loans. The 
interest rates are so far protected but if condition doesn’t improve, there will be no 
escaping high interest rates. Therefore, consulting a good financial advisor who can give 
you a breakdown of all possible scenarios before making any big decisions is a highly 
recommended. If you already have a house on mortgage making money out of this 
situation can be a bit tricky but doable. Subletting a single room if possible can bring in 
some cash flow and ease the stress on the pocket. Buying any property for the purpose of 
investment should come under microscope and decision of making an investment should 
be based on a viable cash flow model.  One may decide not to buy a house and not going 
into a predicament, but how can one deal with increased expenses due to addition of a 
new member in the family. It is a moment of joy and a mile-stone in everyone’s life. Our 
happiness sometimes makes us lose focus and we end up spending more money then 
absolutely necessary. Even spending for things that are actually necessary or buying used 
materials smartly can add to your savings.  Frugal couples do this on a usual basis, and 
during this time we need to adopt this attitude where compensations are acceptable. 
 
Spending in general becomes a tricky business when trying to save money. With the 
current financial crisis it becomes even more difficult. More sacrifices are to be made on 
an individual basis. Simple things like eating out with family can be question of how 
much money you have to spend and how often this can be done. Having cash in hand is 
of prime importance which doesn’t mean that we go ahead and spend every credit card to 
its maximum limit we have, rather spending sensibly and trying to keep that credit as low 
as possible should be the goal. One should always come up with different scheme to save 
money on big occasions. In daily life using mass transit or car polling can provide very 
positive results on your pocket. Reducing the number of cars if you have one for 
emergency purposes or can be compromised can help in saving money on fuel and 
insurance. Opting for a cab in cases of emergency have proved to save more money then 
keep a car and pay for insurance, fuel and maintenance. People setting up new homes or 
buying furniture in general should look for some money saving deals from the stores or 
try opting out for refurbished furnishings. This will enable them to save net cash thus 
saving for a rainy day. Travel plans needed to be put under scrutiny for their necessity 
and price. Suffice to say there is always more then one way to go about doing anything, 
in these times choose the one which saves you money and also fulfill your need 
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One always needs to make the most of the changing times, circumstances and conditions. 
Although it is not obvious; change offers diverse opportunities to individuals, businesses 
and careers. These opportunities rather possibilities if given a chance or explored can 
become huge success stories.  
 
If the worst strikes and you end up being out of work think about the many possibilities 
that surround you. Think about any ideas or things that you once wanted to do in life and 
never had the time to materialize it. If you have enough finances saved and have yourself 
in a somewhat secure position, may be sometime can be given to development of those 
original ideas that never took shape.  Some people after a long time employment take 
benefit of the time off and find the hidden entrepreneur in them. Even, some stories tell 
us that success just comes out of a leap of faith. Some ideas were started off as means to 
make ends meet and ended up being huge franchises. 
 
Change is the only thing that’s constant, so think different and learn to adapt. Think about 
the restaurant that you always wanted to run but never had time to, think about the crafts 
you wanted to sell and never could, think about finding a market for your art, and think 
about integrating your creativity with a new and developing business. Think about the 
engineer, craftsperson, designer that was always in you waiting to find an outlet. It all 
seems very far-fetched and impossible to be done but people have repeatedly 
accomplished feats like that through history and are remembered for that.  
 
There is still a 13 Trillion-Dollar economy in North America [1], it’s probably just going 
through another shift or so we hope. Although the very recent reports seem to be painting 
a darker and bleaker picture everyday. But realistically during this shift there are going to 
be alignments, re alignments and rebirths. There will be innovations and the shifting 
market will favor those who can use it to their advantage.  
 
Successful companies have leaders who thrive on change giving their organizations the 
competitive edge. For every individual or small business the key is to be flexible and find 
gaps and opportunities. The key is to look at opportunity instead of danger.  
 
A few questions that businesses or entrepreneurs or individuals seeking work or 
venturing on a new idea can ask themselves [1].  
 
Is the market known and measured to them or otherwise?   
Are their customers ignored by the mainstream?   
Are customers overjoyed by their product?    
Is their product simple and easy to make?   
Is performance improving to meet market needs?   
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Is the business model different from incumbents?  
Can the budget accommodate early market failures? 
 
If one can successfully answer these questions, he/she will have a very good idea about 
how good the product is going to do. If the answers are positive, and you can spot a gap, 
then it might just be the perfect opportunity to carve out a niche for yourself and become 
truly what you want or wanted to be. Of course there is need to be careful, you wouldn’t 
want to spend or waste your savings in a non-profitable or underdeveloped business plan. 
One needs to make smart decisions, based on far-sight, very calculated risks, market 
potential, the solidity of the difference and efficiency your product brings to the world 
and how that integrates with the shifting economy. And if all that is promising, you might 
have a successful business on the brink of taking birth.  
 
The intended caveat here is this fact to be remembered “In the middle of difficulty lies 
opportunity”. We are to tap into the pool of resourcefulness and creativity. Innovate and 
create things for the changing landscape, green economies and for the times ahead. 
 
Reference: 

1. Workopolis. How to find opportunity in this job market? By Alan Kearns.  
http://www.workopolis.com 
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Introduction 
Investing in infrastructure involves applying private sources of capital to achieve 
meaningful public ends by investing in equity, equity-linked and debt instruments of 
businesses that design, build, operate, own or have long-term concessions in physical 
assets. These physical assets are those that provide essential services to a society. Good 
infrastructure facilitates the growth of businesses, promotes trade and enhances economic 
welfare by improving access to vital resources. This, in turn, furthers demand for 
infrastructure. 
 
Infrastructure businesses have traditionally been within the purview of government 
ownership and of public finance. While the need for infrastructure investment remains 
high and continues to grow, public funding for infrastructure has declined considerably 
over the past few decades in the absence of a commensurate increase in taxes. As a result, 
historical under-investment, accompanied by a diminished role of government in many 
countries, is leading to increased reliance on the private sector. This is being addressed 
through privatization and the outsourcing of new projects. Regulatory and structural 
changes in North America, U.K., Western Europe and Australia are further catalyzing 
this change. Formal contracting structures through active Public Private Partnership 
(“PPP”) programs as well as policy shifts towards “maximizing value for money” 
propositions typify these changes. This has led to a convergence of public and private 
sector financing and operational participation in infrastructure businesses. 
 
This huge and dramatically expanding financing need in mature markets, let alone those 
in developing countries, is creating a substantial investment opportunity. This demand is 
drawing large and growing alternative investment global capital inflows. Institutions that 
are not currently invested in infrastructure are undertaking efforts to quickly assess this 
opportunity and put into place policies, dedicated investment teams and allocation 
guidelines. Institutional investors in this area include dedicated infrastructure funds, 
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insurance companies, pension funds, sovereign wealth investment funds, private equity 
funds, divisions of large construction companies and banks. Financial investors are also 
forming alliances with multi-national infrastructure operating companies to invest in 
infrastructure opportunities. 
 
Globally, approximately 70 infrastructure funds seeking around $30 billion to $50 billion 
in equity will be at various stages of capital raising over the next six months. Over the 
past two years, around 30 dedicated funds have been launched and $40 billion to $60 
billion4 of equity capital has been raised for investing in the developed markets of 
Europe and North America alone. With infrastructure assets often levered approximately 
60% to 75% (debt to total capital), we estimate that these funds can invest in assets 
totaling around $150 to $200 billion of enterprise value. This significant availability of 
capital still falls materially short of annual developed markets investment needs, which 
we envisage are in the vicinity of $500 to $800 billion.  
 
Infrastructure investments have different risk and return profiles from traditional 
investments. These differences can be a source of both alpha as well as a valuable 
investment diversification tool for investors. Typically, demand for infrastructure 
services is largely inelastic and is relatively unaffected by the business cycle, resulting in 
a relatively low correlation between returns on infrastructure and market returns. 
 
Other infrastructure asset characteristics are elaborated on later in this article. 
The U.S., Canada, U.K., Western Europe and Australia are at different stages of maturity 
when it comes to deploying private financing vehicles for meeting public ends. However, 
they all share one thing in common, namely, that the market opportunity over the next 
decade is significant. 
 
This paper discusses infrastructure from an alternative investments perspective. It 
outlines the rationale for investing in developed country infrastructure and describes the 
global market opportunity segmented by geographic regions. It also touches upon 
regulatory and public policy issues and their effects on the investment opportunity set. 
Infrastructure’s risk/return characteristics and developing trends are also presented with a 
view to its potential role in investment portfolios. 
 
Infrastructure Assets 
Opinions differ as to what constitutes an infrastructure asset of a country or economy. For 
example, banking and financial systems being essential to the social and economic fabric 
of a country may be argued to be part of infrastructure. However, for the purposes of 
considering infrastructure as an investment class, it is generally accepted that it must 
meet certain criteria to be included: 
 
• Comprise large, stationary, physical assets with a long useful economic life 
• Consequently high capital costs 
• Low operating costs once construction is complete (e.g., high EBITDA margins) 
• Support the overall functioning of society 
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Within this description, infrastructure can be categorized as either economic 
infrastructure or social infrastructure. “Economic infrastructure” assets are those where 
the users (be they households, passengers, commercial entities, etc.) have the means and 
the will to pay for the service provided. Consequently, these assets derive revenues 
principally from consumers or corporate customers. Economic infrastructure sectors may 
include: 
 
• Transportation: Bridges, tunnels, roads, railways, urban transit, maritime ports, airports 
• Energy: Electricity generation (excluding merchant generation with concomitant price 
risk), transmission, distribution, oil and gas pipelines, storage 
• Communications: Cables, towers and transmission networks 
• Water: Treatment plants, distribution systems, sewage and wastewater facilities “Social 
infrastructure” assets are those where the user is unable and/or unprepared to pay for the 
service.  
 
Consequently these assets derive their revenue principally from government payments. 
Where social infrastructure is provided by the private sector, it is almost always under 
some form of PPP; a long-term concession with defined scope and payment mechanism, 
financed with private sector capital. Social infrastructure sectors may include: 
 
• A range of accommodation facilities (e.g., provision of buildings, maintenance and 
facilities management) 
for public services, potentially including hospitals, schools, courts, prisons, barracks and 
government offices 
• Shadow toll roads (where the operator is compensated by government, rather than by 
tolling motorists) 
• Public transport 
 
The degree of private investment within infrastructure depends on the commercial 
viability of the sector or sub-sector as well as the governmental policy within a given 
country. Private sector participation in economic infrastructure relies on a government 
that is content for essential assets to be operated by the private sector, which charges the 
citizens for its services (often within a regulated pricing structure). It also relies on the 
customers’ propensity to pay, e.g., toll roads have been historically unpopular with many 
electorates; consequently new roads are often procured as “shadow toll” PPPs, so that 
motorists do not pay the tolls. In developing countries, users may be unable to pay, 
resulting in the need for government support. 
 
Private investment in social infrastructure depends on the government’s ability to pay the 
private sector for the service and on the government’s political support for PPP. There are 
three key criteria that dictate the risk/return characteristics of infrastructure to a large 
extent: 
 
Stage of Maturity: Investment in assets under construction is riskier than completed 
assets; investment in newly completed assets with no operating history (including usage) 
is riskier than investment in mature assets with established operations and usage history. 
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Geography: Political risk in developing countries is a key consideration given the 
essential nature of the assets to the local economy, the long life of the assets and the fact 
that they cannot be moved, making them vulnerable to expropriation. To mitigate this 
risk, many investors target only developed countries or developing countries with robust 
legal frameworks, particularly with respect to property protection and contract 
enforcement. The long payback period also increases the probability that an investment 
may be adversely affected by a period of severe economic instability (e.g., government 
default, hyperinflation). 
 
In compensation, many emerging markets are enjoying significant economic growth, 
which has strong direct benefits for infrastructure businesses. 
Sector Scope: All else being the same, infrastructure businesses whose revenues are not 
subject to price and/or volume variations are less risky than those that are. Some social 
infrastructure PPP companies (e.g., for hospital facilities) may be paid by the government 
on an “availability basis,” e.g., revenue is independent of usage and the service is 
compensated at a fixed price, with deductions only for poor service. Where there is 
volume risk, this may be mitigated by the nature of the service (e.g., provision of water to 
a given area) and/or by the monopolistic nature of the asset (e.g., being the only airport 
for a major city). 
 
Price risk may be mitigated by regulation that periodically determines price to provide a 
certain return on capital (e.g., for utilities) and/or by fundamental demand (e.g., for a toll 
road for a major corridor). To the extent that price and volume risk is not significantly 
mitigated, the asset may not be considered to be “infrastructure” for investment purposes. 
For example, power generators that sell electricity into a market at spot prices (e.g., it is 
“merchant” generation with no long-term power purchase agreements) is considered 
ineligible by many infrastructure investors. 
 
The Opportunity 
With few exceptions, underinvestment in infrastructure has been a global secular trend. In 
some instances the true economic cost is not passed on to consumers. In these situations, 
under-pricing tends to be subsidized by the government, which results in pressure on 
government finances. The cumulative adverse impact is underinvestment, lagged 
maintenance and inadequate infrastructure replacement. This in turn slows development, 
erodes productivity, and in some cases results in shifts of populations and industries to 
more infrastructure efficient geographic areas. 
 
Governments have historically used bond financings, custom lease structures, special tax 
districts, tax incentives and credits, as well as usage fees, to facilitate funding of 
infrastructure projects. They are now increasingly turning to private capital to supplement 
or replace public financing. This trend began in Australia and the U.K. and carried over 
to Canada and continental Europe. It is now becoming increasingly important in the U.S. 
Significant policy work still remains to be done in most countries to expand private sector 
involvement in infrastructure, although many governments are increasingly focused on 
advancing such policies. For example, in the U.S. a number of drivers are catalyzing 
increased private sector involvement. They include, among others,  (i) funding shortfalls 
at each level of government caused by limits on tax increases and available  debt; (ii) 
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divestitures of existing infrastructure assets to raise capital for new investments; (iii) 
initiatives to obtain private sector management and technical expertise to improve service 
efficiency; (iv) enactments of favorable PPP legislation by federal and state governments; 
and (v) availability of debt and equity financing from private investment sources. 
Estimations and methodologies to determine infrastructure funding needs differ due to 
varying definitions of infrastructure as well as the level of subjectivity involved in 
assessing the need to renew, maintain or to add to existing assets. The American Society 
of Civil Engineers (“ASCE”) estimates that it would cost over $1.6 trillion over the next 
five years to bring U.S. infrastructure up to a satisfactory standard. 
 

The World Bank6 estimates that middle and high income countries will require over $740 
billion per annum to be invested in infrastructure (excluding ports, airports and canals) 
through 2010. The Organization for Economic Cooperation and Development (“OECD”) 
estimates a worldwide investment need of about $1.8 trillion per year. The market for 
private investment in public infrastructure is expected to continue to grow in size, 
sophistication and opportunity. Over the past two years there have been over $250 
billion7 in infrastructure project transactions in Europe, U.S. and Canada as a result of 
PPP, mergers and acquisitions, and privatizations. While there is no firm consensus on 
this, an aggregation of media reports, press releases and other evidence, as well as 
announced deals in the pipeline, suggest that transaction volumes will exceed $300 
billion to $500 billion per annum on a worldwide basis. Private investors recognize this 
trend and have begun to raise dedicated infrastructure funds to address these 
opportunities. These infrastructure funds bring together capital from a variety of investors 
and allow for efficient deployment of equity capital. 
 
Infrastructure Characteristics 
The fundamental drivers of infrastructure revenues are changes in macroeconomic factors 
such as GDP and demographic trends. Growth in these factors increases usage-based 
revenue and positive cash flows for these assets. Infrastructure assets typically feature a 
set of common attributes which provide for defensive investment characteristics: 
 
Inelastic Demand 
Infrastructure assets and businesses provide essential services that support the functioning 
of society and the economy, such as power, water and basic transportation. Their 
indispensable nature results in their demand being relatively inelastic to price changes 
and economic downturns; their long-term growth is generally proportional to overall 
economic growth. 
 
Monopolistic Market Positions 
More often than not, infrastructure assets and businesses are natural monopolies with 
high barriers to entry. For example, an airport may be the only airport for a particular city 
and it may be uneconomic to build a competing airport, it may be difficult to get planning 
approval and the government may explicitly promise an operator not to permit the 
development of a competing airport in the catchment area. 
 
Regulated Entities 
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Given the monopolistic nature of such infrastructure assets, governments (or government-
sponsored agencies) typically regulate their activities and pricing to preclude undue 
monopolistic practices and extra-market returns at the expense of the consumer. As 
regulated entities, they are often required to sell their services at approved tariffs that are 
intended to generate sufficient revenues to fund operating costs plus a certain return on 
capital. Gas, electric, and water utilities as well as transmission assets are examples of 
these regulated businesses. Their effective management necessitates specialized 
understanding of the applicable regulatory framework as well as technical and industry 
expertise to generate attractive risk-adjusted returns. Under the right management, 
regulated assets may be particularly attractive investments because price regulation 
mitigates downside risk if costs increase. This is because prices will be allowed to  
increase to maintain the target return rate. Moreover, returns can still be improved by 
outperforming the regulator’s assumptions for operating costs, capital costs and cost of 
capital. 
 
Capital Intensive, Low Operating Costs 
While infrastructure assets are capital intensive to set up (e.g., airports, bridges and 
tunnels), once established, they generally have relatively low operating costs. This 
provides for strong operating margins. This attribute, combined with their long projected 
service lives, supports high levels of leverage. 
 
Low Volatility of Operating Cash Flow 
In most instances, infrastructure investment revenue streams are relatively stable and 
predictable, often resulting from either a captive customer base, or from long-term 
contracts, or regulated pricing schedules, and limited competition or licensing. Utilities 
are an example. Stable cash flows can also support valueenhancing financial leverage at a 
more attractive cost of debt capital than otherwise similar financings undertaken by more 
risky assets, such as private equity buyouts. 
 
Resilience to Economic Downturns 
Due to their essential role in the economy, infrastructure businesses, once operational, are 
less likely to suffer from significant permanent decline in demand/traffic/patronage than 
businesses in other industries. They are expected to better weather downturns with the 
possible exception of cases where inappropriate capital structures have been used to 
finance their development (e.g., too much leverage) or when demand forecasts have been 
grossly inaccurate. 
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Minimal Technology Risk 
Infrastructure assets are not generally susceptible to technology obsolescence risk. For 
greenfield infrastructure that is reliant on technology (e.g., power generation), it is 
important to ensure the technology used is proven or that the risk of technology failure is 
otherwise mitigated. 
 
Long-term Horizons 
Infrastructure assets have long useful economic lives (often over 50 years). They produce 
stable revenues with relatively stable cash flows. This long-term predictability may be 
helpful to investors seeking to match long-term yielding assets against long-term 
liabilities (e.g., pension plan and insurance company liabilities). 
 
Inflation Indexed Cash Flows 
Infrastructure assets may have contractual or regulatory revenue structures that are 
adjusted for changes in measures of inflation, such as the Consumer Price Index, thus 
making for an effective inflation hedge. Their long-term inflation linked cash flow 
characteristics are attractive duration hedges for long-term liabilities. 
 
Stable Yield 
A consequence of the low operating costs and stable cash flows is the ability of mature 
infrastructure businesses to support relatively high dividend yields, typically mid to high 
single digit per annum, in conjunction with moderate capital appreciation. This contrasts 
with private equity or venture capital investments which are focused on capital growth 
for the great majority of the investment return. 
 
Low Correlation with Other Asset Classes 
Because of their muted cash flow volatility and relatively inelastic goods nature, 
infrastructure businesses are expected to exhibit a low correlation with the overall market 
thereby offering considerable portfolio diversification benefits. 
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Attractive Risk-adjusted Returns on Investment 
Total returns from mature infrastructure investments tend to range in the low to mid 
teens, depending on various factors, including the sector and jurisdiction in which the 
business operates. For example, with exceptions, a mature regulated gas utility may 
generally be expected to provide a lower return to investors (due to the lower risk as a 
result of regulated nature of the business and reliability of future cash flows) compared 
with returns from investments in sectors such as airports and ports (in part due to 
variability of revenue as a result of exogenous factors). These fundamental asset 
characteristics result in a unique combination of attributes for infrastructure equity as an 
investment class, which make it particularly attractive for a wide range of investors, 
especially those seeking to add long-dated, stable income-generating investments to their 
portfolio. 
 

 
 
Naturally, revenue and net cash flow projections are at the heart of a commercially 
successful infrastructure project. These projections are a function of, among others, 
accurate demand forecasts, predicted future rates and tariffs and inflation assumptions. A 
deep understanding of the dynamics of these variables is a prerequisite for successful 
infrastructure investing. 
 
Accessing Infrastructure Investment Opportunities 
Private participation in greenfield infrastructure projects is often led by construction 
companies and operators. They complement their own equity with debt from project 
finance banks and also look to dedicated infrastructure funds for additional equity. 
Mature infrastructure assets are often completely owned by financial investors. 
 
There are various types of financial investors that seek to invest in infrastructure at the 
asset level. These include not only institutions such as insurance companies, pension 
funds, endowments, sovereign wealth investment funds and ultra-high net worth family 
offices, but also (i) infrastructure funds formed by banks and private sponsors that, in 
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addition to their own capital, may raise third party funds; (ii) strategic buyers comprised 
of entities that may participate in one or more aspects of greenfield and/or brownfield 
stages, and for whom asset acquisition is a complementary strategy to spur growth; and 
(iii) buyout-type financial sponsors with customarily higher expected IRR targets, 
although they are becoming less prevalent in the infrastructure investment space as the 
sector continues to become more competitive. There may be a degree of overlap among 
these investor groups. Methods for investors to gain exposure to infrastructure equity, and 
their relative merits, are discussed next. 
 
There has been increased activity in setting up dedicated infrastructure funds. Around 
$30 billion to $50 billion of fund capital is currently being raised annually to buy equity 
stakes in utility companies, energy, water and transportation assets.9 Management teams 
with extensive backgrounds in infrastructure equity investment and asset management, 
project finance, M&A, investment banking and industry help run these funds. These 
funds are less volatile than their public market equivalents, have private equity type 
redemption, participation and management fee terms, and may offer access to active 
managers. 
 
Private infrastructure funds display many similarities to private equity buyout funds but 
they do differ in certain important respects. Most noticeably, the difference lies in current 
income distribution and relatively protracted capital returns schedules, given their long-
dated cash flows. Private infrastructure funds are typically closed-end funds with finite 
lives of around 10 to 15 years. The underlying assets are typically longer-term holdings 
that generate cash flows and current income over more than 20 years. Capital gains 
typically only occur upon the partial or complete disposition of these holdings though 
they may also be realized during the fund’s lifetime through refinancing. The terms for 
privately placed infrastructure funds closely mirror those for private equity buyout funds. 
Typical investing terms are summarized in Table 2: 
Table 2: Typical Investing Terms 
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There are certain specific risks of investing through funds versus investing directly in 
assets or stocks, as shown in Table 3 below. 
Table 3: Typical Risks 11 in Infrastructure Funds 
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Publicly Traded Funds 
Listed funds are more liquid than private equity funds and have an indefinite life. 
Historically, publicly traded infrastructure funds have often specialized in specific sub-
sectors of infrastructure. However, some recent funds have begun to invest across 
diversified infrastructure sectors and geographies. Although the investment, legal and 
governance structures of publicly traded funds differ significantly from those of private 
funds, the management objectives are largely similar: to build a diversified portfolio of 
infrastructure equity investments that provide investors with the attractive investment 
attributes associated with the asset class. 
 
However, there are certain disadvantages for publicly traded funds. As for any publicly 
listed stock, the price may be potentially volatile. Also, a public fund cannot easily call 
capital from investors when it is needed to make an investment; instead public funds must 
raise excess cash (resulting in dividend yield “drag”) and/or execute follow-on issues to 
fund new investments (meaning that bids must be contingent on a successful equity 
issuance). Publicly traded funds are also subject to the same fund-specific risks as private 
funds. 
 
Investing in Developed Country Private Infrastructure Funds Direct Deals 
 
Direct investing in infrastructure assets requires an understanding of the asset, its 
operation, regulatory regimes and financial structures. While dispensing with 
management fees it also requires considerable experience in sourcing, screening, 
selecting, structuring, bidding, negotiating and managing infrastructure assets. Many 
institutional investors do not possess the management skills, resources and expertise to 
make direct investments in infrastructure through acquiring equity stakes or entering into 
joint ventures with construction companies and project operators. It may not be their core 
competency as asset allocators. There is also a significant cost to attract and retain a team 
of suitably qualified high caliber individuals. Nevertheless, some long-standing 
infrastructure investors, as well as new investors, have assembled qualified and talented 
infrastructure teams. This skill set, coupled with resources to make significant 
allocations, makes them very competitive direct investors in infrastructure deals globally. 
Direct investments also require very large outlays, create deal concentration risk and 
reduce diversification. There is also the consideration of success rate. Unless an 
institution builds a large high quality team and/or has exclusive relationships with leading 
partners it may only be able to bid for a small number of transactions each year; this has 
the effect of slowing down the effective pace of investing. A number of leading 
infrastructure institutions complement a direct investment strategy with investment in 
external funds. 
 
Publicly Traded Infrastructure Companies 
Currently, while the total size of the global equity market is around US$43.8 trillion, 
listed infrastructure is estimated at US$2.1 trillion.12 However, this figure includes large 
utility, telecommunications and energy companies that have some infrastructure assets 
(e.g., power transmission and distribution) but also a proportion of assets that are not 
infrastructure as we have defined earlier (e.g., merchant power generation). This 
proportion may represent a significant majority of the enterprise value of such 
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companies. For pure play infrastructure investment, there is a much smaller subset of 
quoted stocks for investors to choose from, including certain utilities, airport companies 
and toll road companies. Furthermore, the traditional preferences of the public market 
(e.g., low leverage and steady, as opposed to maximized, dividends) mean that publicly 
traded companies are not necessarily managed to optimize the investment characteristics 
described earlier. We highlight in Table 4 the essential differences within private 
infrastructure funds, publicly traded infrastructure funds, direct infrastructure investments 
and publicly traded companies. 
 

 
 
Classifying Infrastructure Fund Strategies 
Within the broad umbrella of infrastructure funds, various managers operate a range of 
investment strategies. These strategies may provide significant variation of investment 
characteristics. Therefore, investing strategy should be a key consideration for investors 
when assessing where an infrastructure fund belongs within an alternative investments 
portfolio. 
 
Active vs. Passive 
Active Management: Some fund managers seek to make investments where their stakes 
afford them control or joint control. Such active managers will work closely with their 
portfolio companies on a range of strategic, financial and operational issues, providing 
expertise from within the manager’s organization and holding significant influence over 
day-to-day decision-making. These managers often seek the ability to appoint the CEO of 
the asset companies as a means of ensuring that their strategy is implemented. In order to 
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achieve controlling stakes, active managers may have to invest significant amounts 
leading to fewer, larger investments in their portfolio. 
 
Active management in infrastructure has many similarities to the management approach 
of buyout funds. However, for the most part, infrastructure funds seek companies that 
require incremental improvement, rather than sweeping strategic changes that typically 
attract buyout funds.  
 
Passive Management: Other managers are content to hold minority stakes that leave other 
investor(s) (or government shareholders) with control. Such passive managers monitor 
their portfolio companies closely and offer input on certain areas (e.g., financing) that 
may add significant value. However, to a large extent, they allow others to manage the 
assets and they have less influence in decision making. These managers typically require 
representation at the asset company board in order to effectively monitor their 
investments and to ensure that their interests are not compromised. Passive managers 
may be able to make smaller individual investments and thus hold a larger number of 
investments within their portfolio. Passive management strategies may have more in 
common with those in core real estate funds. Managers of infrastructure funds will rarely 
describe themselves as passive, although this may be implicit from their strategy and 
investing history. In practice, many managers are open to active or passive investments, 
although they may lean more in one direction or another. 
 
Asset Maturity 
Greenfield investments in infrastructure are new developments where no previous 
facilities exist. Being riskier, investors should target higher returns for greenfield 
investments, although they may find themselves in competition with construction 
contractors that may be prepared to accept lower equity returns as a means of securing 
lucrative construction (and sometimes operating) contracts. Brownfield investments, in 
contrast, are investments in facilities that already exist, although they may require 
additional capital for upgrading or expansion. They typically include a current cash flow 
component from the currently operating facilities, which, together with some operating 
and usage history, makes them less risky. Depending on circumstances, both can be 
considered as development stage infrastructure. Completed assets may represent growth 
opportunities, either because operations have only recently begun or because historically 
they have been managed sub-optimally. Alternatively, assets may be well established 
with more limited growth, e.g., they are mature or in “steady state.” The risk and return 
profile of an infrastructure project, whether it is greenfield, brownfield, in growth phase 
or mature (with no significant capital expenditure needed), varies greatly and this is 
manifested through its several stages. For instance, early stage projects face construction, 
demand, regulatory, public acceptance and project financing risks. Value creation for 
these projects with greenfield risks stems from asset value growth or from opportunities 
to refinance at lower interest rates. These attributes are summarized in Figure 2. 
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Geographic Scope 
Infrastructure funds may specialize in certain geographies. Different geographies may 
provide different returns during the economic cycle to the extent that the timing and 
amplitude of economic cycles varies between regions and countries. Global infrastructure 
portfolios including emerging market investments generally provide opportunities to 
achieve higher returns to compensate for the inherent higher risks in emerging markets. 
Whether these additional returns will be sufficient compensation for the added risk, 
particularly as emerging markets become more competitive, is debatable. There are also 
funds that invest in developed countries only (variously defined as OECD, investment 
grade countries or Europe plus North America and Australasia). 
 
Some managers have elected to raise a number of regional funds instead of a single 
global fund and there are also local fund managers offering regional or country-specific 
funds. These managers may be able to offer better local knowledge and government 
relationships. However, they have to invest in a more constrained opportunity universe, 
which may lead them to be less selective if they struggle to invest their funds. 
 
Sector Scope 
Most infrastructure funds target a range of infrastructure sectors, largely consistent with 
the set described previously in this article, potentially with a preference for economic 
infrastructure. However, there are also funds that specialize in utilities or transportation 
such as water, roads or airports. Specialist sector funds have similar advantages and 
disadvantages to geographical specialists: potentially more specific sector knowledge but 
a more limited universe of opportunity.  
 
One area that has a large number of sector specialist funds is social infrastructure/PPPs. 
In particular, there are a number of well-established fund managers in the U.K. that 
specialize in “Private Finance Initiative” projects (also known as “PFI,” a form of PPP 
used in the U.K.). The majority of PFI projects are for accommodation-type facilities. 
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They do not feature demand risk and other risks that are passed through to construction 
and service contractors. Consequently, equity in PFI projects is particularly low risk, 
even for infrastructure, and so returns are often at the lower end of the range (potentially 
single digit IRRs). 
 
This area is one of the most established areas of financial investor involvement in 
infrastructure and has become very competitive, resulting in a further reduction in returns 
available in recent years. 
 
Core Infrastructure and Peripheral Infrastructure 
A more recent development in the infrastructure fund space is the emergence of funds 
with relatively wide investment criteria. These funds invest in core infrastructure and in 
more peripheral assets that do not perfectly fit the description presented on page 2. For 
example, some infrastructure funds have invested in logistics and support services 
companies, which may benefit from the global supply/demand imbalance for 
infrastructure but do not have such high barriers to entry and revenue assurance. 
Consequently these assets bear more risk and should offer higher returns to compensate. 
This strategy may appeal to investors seeking a more buyout-style risk/return profile. 
Fund investing strategies are depicted in Figure 3. 
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Comparing Infrastructure Investments with Other Assets 
Infrastructure investment encompasses multiple sectors, geographies, stages, and 
investment instruments/ products each with their own risk/return attributes. This broad 
range makes it a versatile asset permitting its consideration in diverse tailored portfolios. 
Infrastructure’s capital gain potential can be viewed as an equity option attached to its 
bond-like steady predictable return—together not unlike a convertible bond. While 
infrastructure has been compared to core real estate and to private equity buyouts it is 
arguably more appropriately viewed as a distinct asset class of its own. 
 
Bonds vs. Infrastructure: Infrastructure funds provide cash flow streams analogous to 
coupon payments from bonds. Since infrastructure projects are heavily debt financed, an 
increase in interest rates may result in higher debt financing costs that reduce earnings 
and distributions. In this regard they are adversely affected, much as bonds are, by 
increases in interest rates (although inflation correlation in infrastructure provides some 
insulation from nominal interest rate changes). However, unlike long-only bond 
portfolios, infrastructure project financing tends to be interest rate hedged thereby 
mitigating the impact of an interest rate increase. In addition, these securities are 
generally not callable and hence, are less negatively convex. 
 
Real Estate vs. Infrastructure: Infrastructure is sometimes viewed as a close proxy, 
though certainly not a perfect substitute, for real estate assets. The stable cash flows 
generated by mature infrastructure assets, such as electricity transmission cables, roads, 
and oil pipelines have some similarities to the rental income streams in core real estate. 
However, infrastructure businesses typically feature more potential for upside and 
downside variation than the fixed rentals in real estate. Conversely, infrastructure 
greenfield projects, such as constructing new power plants, new airports or maritime 
facilities, have a distinct developmental component that bears some analogy to 
opportunistic real estate. At the development stage, real estate can often be more risky 
than infrastructure, depending on asset-specific risks and the degree of mitigation. 
However, the differences from real estate, enumerated in Table 5 on the following page, 
are often missed. Not surprisingly, publicly-traded, pure-play infrastructure assets have 
tended to be undervalued compared to REITs and real estate operating companies. This 
differential is expected to decline as infrastructure is better understood as an investment 
category. 
 
Buyouts vs. Infrastructure: Private equity buyout funds generate returns by enhancing 
underlying portfolio asset values by employing innovative financing terms, management 
changes, financial engineering, and improvements in operating efficiency. While many of 
these features, such as operational improvement and optimization of capital structure, are 
common to buyouts and infrastructure, traditional buyouts typically involve more radical 
changes to their target businesses in order to generate value. Buyout funds tend to make 
most of their returns from capital gains generated by changes to their portfolio companies 
and exit within four to six years. Infrastructure funds, in contrast, are long-term oriented, 
catering to investors that seek exposure to the underlying portfolio for 20 or 30 years, or 
even indefinitely. Value is generated from annual income and through incremental 
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operational improvements. For funds that specialize in development stage assets, sale at 
enhanced valuations reflects reduced risk upon construction completion. 
Equities vs. Infrastructure: The performance of private infrastructure assets is less 
influenced by fluctuating demand and market cycles than equity investments in elastic 
goods. Therefore, they tend to exhibit low beta to the overall equity markets and their 
returns are weakly correlated with those of general equities. 
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Private Public Partnerships 
PPPs are collaborations between public bodies, governments and the private sector. They 
extend across a variety of sectors. These sectors can include transportation, water supply, 
waste management, the building and managing of hospitals, schools, public housing and 
prisons. PPPs can take a wide variety of forms with varying involvement of the private 
sector and with varying degree of risk transfer from government to the private sector.  
 
PPPs and regulated assets (as in economic regulation with the regulator setting prices) are  
normally mutually exclusive. A PPP is a finite concession with some price mechanism 
agreed to contractually up front. Privatized assets are owned by the private sector under a 
license and prices are periodically set (or at least reviewed) by a regulator to ensure they 
are appropriate and fair to the owner and to customers. 
 
Regulation and Public Policy 
Governments have long recognized that investments in infrastructure produce positive 
externalities, contribute to economic growth, expand market access and reduce 
inefficiencies. From a public policy perspective, improvements in regulation, governance, 
transparency, ethics, property rights and external checks are necessary and go a long way 
in encouraging private sector participation in infrastructure projects.  
 
Ideally, regulatory public policy with respect to PPPs would be consistent with 
technological innovation, capital needs, market developments, public opinion and 
changing needs to create a balance between the multiple and often opposing 
constituencies. Issues that inevitably feature in policy discussions relate to economic 
transfers and distributional effects, e.g., who benefits and at what costs to others, rents, 
accountability, regional development, jobs, prices and tariffs. 
 
Given the extremely high upfront capital costs in establishing projects, infrastructure 
assets exhibit natural monopoly characteristics; often a single firm can produce essential 
social services outputs at greater efficiencies and at lower social costs than multiple 
competitive firms. Recognizing this, governments restrict competition and create 
statutory monopolies. To preclude excess rent seeking monopolist behavior, 
infrastructure services may be procured under PPP with an agreed pricing mechanism, or 
may be heavily regulated. In some cases, regulation has not kept pace with the swift pace 
of innovation in this arena. 
 
PPP Development 
North America 
In the U.S., collaboration between the public and private sectors dates back to the 
building of the railroad system in the late 1800s and the federal highway system in the 
mid-1900s. However, PPPs in their present form have only been well documented since 
the late 1980s with a major growth spurt in 1998 following Congressional enactment of 
legislation to facilitate such formalized partnerships. To date, these partnerships have 
evolved from traditional procurement activities to providing a greater role for the private 
sector to design, build, operate and maintain turnkey infrastructure projects; roads and 
airports typically take this form. 
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Favorable legislation allowing for PPP type activities now exists in approximately 25 
states though regulations vary materially from state to state. A congressional bill to 
establish a National Commission on infrastructure in the U.S. is being debated to ensure 
that it “meets current and future demand and facilitates economic growth.”14 Hopefully, 
it will progress towards addressing the thus far fairly ad hoc manner of PPP development 
in the U.S., specifically with respect to developing and adopting consistent, uniform 
standards in contract specifications, terms and concession awards. In this regard, 
borrowing from successful practices in the U.K. and Australia can result in centrally 
coordinated nodal agencies that aim to streamline the process by which regulation and 
legislation interacts with PPP initiatives. 
 
The Canadian provinces of British Columbia, Ontario and Quebec have been active in 
establishing programs to encourage PPPs in the transport and social infrastructure areas. 
The degree of commitment to infrastructure in Canada is highlighted when one notes that 
the province of Ontario’s Ministry of Public Infrastructure Renewal projected that 20% to 
25% of the province’s infrastructure investment plan “will come from alternative 
financing and procurement arrangements in order to take advantage of private sector 
capital, expertise and efficiencies.”15 Over 20 PPP transactions have closed in recent 
years with a strong pipeline behind them. The beneficial impact on their budgets has been 
well noted. Several Canadian pension funds have been fueling this trend by making 
greater dedicated portfolio allocations to infrastructure.  
 
Infrastructure Canada, a government department, is responsible for coordinating and 
supporting infrastructure partnerships across the country reflecting the Canadian 
government’s concerted drive to identify opportunities and execute PPPs at the federal 
level. The federal government has recently set up a C$25 million national fund to 
encourage and develop PPPs.16 In addition to private funds, Canada has a number of 
public infrastructure funds and agencies such as the Municipal Rural Infrastructure Fund, 
the Canada Strategic Infrastructure Fund, Border Infrastructure Fund and the 
Infrastructure Canada Program. 
 
U.K. and Western Europe 
It is estimated that over � 100 billion of PPPs have already been entered into in U.K., 
Italy, Spain, Portugal and France. The U.K. started off the current global trend towards 
privatization when it privatized its water, electricity, gas and airports beginning in the 
1980s. Private Finance Initiatives (“PFI”) structures were first formed in the U.K. in the 
early 1990s.17 They have come a long way since then and the U.K. now has one of the 
world’s most developed markets for PPPs. Over 700 projects adding up to about £50 
billion have been contracted for with over 400 projects already constructed.18 This 
activity is growing at a healthy rate of £10 billion a year. Leverage levels in PFI can be 
upwards of 90% debt with bank financing constituting around 70% of projects and the 
balance being provided by long-term bonds, historically supported by monocline wraps. 
The market for U.K. PFI project equity is probably the most mature infrastructure equity 
market in the world, with a number of specialist primary (construction phase) and 
secondary (mature assets) funds. PPPs in Germany have received negative publicity19 
largely because of the opposition to a national system for a global satellite positioning 
based toll collection from trucks on German motorways. This aside, Germany has a � 488 
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million PPP to operate military helicopter training centers in place.20 Recently, five 
highway expansion projects have also been tendered. In the Netherlands, muted activity 
in PPPs has been attributed to a lack of clarity in the potential benefits of private 
financings. A wastewater treatment plant stands out as a notable exception and activity is 
expected to pick up in the years ahead with new laws requiring mandatory PPP value 
assessment for large government projects. French PPP activity is expected to gain over 
the next few years with a new legislation called Contrat de Partenariat coming into 
effect. 
 
Spain has led continental Europe in PPPs for road construction and management. 
Recently enacted legislation allows for creating concession-based projects in hospitals 
and for federal building construction. A broad based transport infrastructure plan called, 
Plan Estrategico de Infraestructuras Transporte (“PEIT”), provides for a � 241 billion 
outlay for railways and roads.21 However, private financing for PFI contribution to roads 
and railways is expected to be modest; it remains designated largely to airports and ports. 
In Italy, however, PPPs and private financing in infrastructure projects for roads and 
railways is a relatively new phenomenon. 
 
A recent change in the legal framework also provides for PPP scope in hospitals and 
healthcare, parking lots and sport complexes. A dedicated government body called 
Infrastructure Spa manages key funding initiatives for railway networks, transportation 
and water facilities. Government has also charged a former state entity, Casa Depossiti 
Prestiti, to lead the way for developing infrastructure projects at the provincial level as 
well as coordinate with the European Investment Bank for large joint projects. Portugal 
witnessed material developments in PPPs over the past four years after enabling 
legislation was passed to encourage greater coordinated private sector participation in 
roads and healthcare. About 17 to 20 long-term shadow toll road concessions have been 
developed over the past decade in Portugal, in which the government pays the 
concessionaire the tolls that would otherwise have been paid for through usage fees by 
automobile drivers. 
 
Australia 
As mentioned earlier, Australia has been a pioneer in developing PPPs and expanding 
access to private infrastructure funds. Its speed in moving from a standing start in 1993 to 
an almost complete transformation in 1998 is astounding with continuation of well 
thought out government policy over the past decade. Given very low domestic savings 
rates in the 1990s, government intervened to encourage private savings in pension assets 
and enacted favorable legislation creating the impetus for pension plans to invest in 
infrastructure. This led to the formation of dedicated pension plan funded private and 
public infrastructure funds. Australian concessions began with toll roads and airports and 
steadily expanded to electricity, gas transmission and distribution systems as well as 
PPPs. Australian investors initially invested in the domestic market and, as it grew, began 
to make considerable global strides. 
 
In Australia, there are about 2,000 privately owned infrastructure assets with value 
exceeding A$90 billion. There remains considerable potential for this to grow. 
Australia’s infrastructure deficit is estimated at A$20 billion and climbing.22 The 
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Business Council of Australia estimates that in order to sustain continued growth in 
Australia, A$120 billion will be needed in infrastructure expenditure in the next 20 years 
in the areas of rail, road, water and energy alone. However, the market is extremely 
competitive. 
 
PPP Organization and Funding Structures 
In order to enter into a PPP contract to design, build, operate and own an infrastructure 
asset, under a long-term government concession, the private sector investors form a 
special purpose vehicle (“SPV”) to act as concessionaire. Based on the concession 
contract and projected revenues from usage fees, the SPV receives equity capital from 
investors and enters into a contract with a design and construction company to build the 
asset. It may also enter into a separate contract with an operating company for the 
operation and maintenance of the infrastructure asset (see Figure 4).23 

 

The SPV also raises debt that can range from 60% to 90% of the total project costs. Upon 
completion and commissioning of the infrastructure asset, the revenue generated through 
usage fees after payment of the concessionaire at the agreed upon tariff rate is used to 
partly pay down debt with the surplus passed on to equity contributors. An example of 
the commercial structure of a PPP is illustrated in Figure 5. 
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PPP and PFI participation in both the development of new greenfield projects and the 
development of existing public sector assets affords several benefits. In addition to 
providing new sources to finance capital-intensive projects, competition improves the 
supply and quality of infrastructure services by applying private sector management 
skills, technical expertise and efficiencies. Properly implemented, PPPs and PFIs transfer 
risk from the public sector to entities that may be better qualified to bear it as well as be 
better qualified to reduce costs and create better service delivery outcomes. It also frees 
government resources and public funds to address pressing social problems or to develop 
projects that are less attractive to private investors. Competition for choice infrastructure 
assets remains considerable. Success for the qualifying bidder is conditioned, among 
other things, on the bidder’s reputation and demonstrable ability to successfully execute 
the functions pertinent to the specific asset. These functions are dependent on the 
specifics of the stage of asset and may be design, development, construction, financing, 
operating or maintenance. 
 
PPPs and PFIs, as with privatizations, have faced their share of opposition from advocacy 
groups and, sometimes, the public. Criticism is often directed at allegations of reduced 
accountability and the profit motive of the private sector, which may be at odds with the 
public interest. This criticism tends to be more intense in projects where fees charged to 
the public are highly visible, such as in the case of toll roads. There have also been 
instances (although rare) of privatization reversals in response to allegations of 
underinvestment and poor asset upkeep.24 Many issues are driven by public perceptions. 
For example, municipalities may be reticent to declare future toll increases and may have 
minimal incentives to publish aggressive projections for these can be politically 
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unpalatable. Private concessionaires, on the other hand, are less reluctant to establish 
explicit future increases. Unlike municipal entities that borrow to meet a set capital need 
and thereby defer the debt problem to be addressed at a later time, private parties strive to 
optimize capital structures and maximize an internal rate of return. On balance, however, 
the vital role of PPPs and PFIs is being increasingly recognized. We believe that with 
government agencies strapped for financial resources, PPPs and PFIs are indeed poised to 
increase in importance over the coming years. 
 
Geographic Review and Sector Opportunities 
As discussed before, infrastructure markets differ by country and region and are at 
various stages of maturity. The scope for private sector involvement depends on the 
history, regulatory regime, property rights system, the state of capital markets and macro-
economic outlook. Not surprisingly, therefore, infrastructure investing has a strong local 
element. We begin with the North American market as it represents an extensive 
investing opportunity set and selectively touch upon a few sectors with scope for private 
investment. Western Europe is briefly discussed next. 
 
North America 
Infrastructure Demand: Overview 
 
The North American infrastructure sector is growing significantly, reflecting the size and 
maturity of the region’s economies. Together, the U.S. and Canada account for 
approximately 30% of global GDP. Their extensive transportation and utility networks as 
well as other infrastructure assets add up to several trillions of dollars. In the U.S., the 
market for private investments in existing or new infrastructure assets via PPPs is still 
relatively immature as compared to private equity and venture capital investments. 
However, the U.S. market is growing steadily with the formation of dedicated 
infrastructure funds. In addition to the funding gap of $300 billion estimated by ASCE 
(footnote 5 and Figure 6) is the trend of municipalities to “harvest non-core assets” and 
apply the resulting proceeds to new infrastructure projects. 
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The compelling risk return attributes of these assets combined with the current low 
interest rate environment are a strong contributor to this growth by enabling private 
financing at levels that compare favorably, or at least not at a meaningful disadvantage, 
with U.S. tax-exempt municipal financing. 
 
We estimate Canada’s infrastructure funding gap to be between C$50 billion to C$125 
billion per year. An inter-government agency estimates needs of C$23 billion over the 
next few years in Canada’s urban transit, and around C$66 to C$97 billion over 10 years 
for urban roads and bridges alone. Canada’s provincial and local governments face an 
estimated C$44 to C$60 billion infrastructure deficit, “tens of billions” for water 
treatment and over C$13 billion to overhaul mass transit. 
 
Transaction Types 
Ownership structures vary by infrastructure sub-sector, with some areas such as roads 
and airports almost completely government-owned and operated, and others, such as 
electricity and natural gas, dominated by private investors. As in other regions, 
transaction opportunities are generally of two types: first, acquisitions of assets from 
other private sector entities called private-to-private transactions, and second, 
investments in assets previously owned by governments (full privatizations or 
concessions). Both of these are expected to increase. The usual reasons that motivate 
mergers, acquisitions and divestitures of transactions of corporate assets or businesses 
also apply to private to private transactions of infrastructure assets. In addition, regulatory 
easing and incentives for capital investing as well as tax changes (e.g., announced 
changes to tax treatment of Canadian income trusts) also contribute to private to private 
transactions of infrastructure assets by altering the after-tax cost of capital of some 
entities and thereby causing differential valuation of a given asset by the advantaged 
entity. As to PPP transactions, foreign investors including those originating from 
Australia and Spain, have lately been acquiring infrastructure assets and concessions in 
the U.S. at noticeable premiums to local bids. 
 
Next, we discuss the opportunities in each sub-sector. 
 
North America Infrastructure Sub-sectors 
 
Transportation 
Transportation services in 2004 in the U.S. were estimated at $319 billion accounting for 
approximately 3% of GDP.28 Some drivers of demand, and therefore, opportunities for 
private investment are: 
(i) Substantial growth in the value of goods transported: The value of goods transported 
via domestic freight transportation is expected to grow threefold from 1998 to 2020. 
International shipments are expected to increase fourfold over this same period.29 
(ii) Pricing improvements: Growing demand for seamless, more efficient and faster 
delivery of high value transportation products has resulted in increased pricing flexibility 
for transport service providers. 
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Airports 
U.S. airports, in almost all cases, are owned by local, state, or regional governments or 
their designated public bodies. To date, authorization has been given for five airports30 
to be privatized, including one major hub airport. An estimated $39.5 billion31 will be 
needed over the next five years to meet the infrastructure demands of all segments of 
civil aviation, e.g., the 510 U.S. airports with commercial service.32 This is in addition to 
new security costs that are expected to total roughly $4 billion to $5 billion;33 however,  
it is not uncommon to significantly under-estimate these costs. This compares to the 
average annual capital funding available to airports of approximately $12 billion, 
according to a dated estimate. Not surprisingly, there is increasing uncertainty as to 
whether public sources of airport funding will be sufficient to meet future capital 
expenditure needs. Private investments are therefore a natural consideration.  
The privately run airport model has also derived backing from its successful experience 
in private airport operations outside of North America. There is an increased recognition 
in many quarters that North American airports may be less efficient than privately 
operated airports in other parts of the world.  
 
Bridges, Roads and Transit  
The majority of roads, bridges and tunnels are held by states and counties, whether  
directly or through their departments of transportation, mobility agencies, or turnpike 
commissions. Though a handful of toll roads have recently been transferred to the private 
sector via long-term concessions or leases, ownership of the sector remains largely with 
state entities. Around $59.4 billion is being spent annually, which is well below the $74 
billion36 needed each year to improve transportation infrastructure conditions nationally. 
It will cost $9.4 billion37 a year for 20 years to eliminate all bridge deficiencies alone. 
With increasing global and national commerce, the value of goods transported via 
domestic and international freight transportation is expected to continue to grow. 
 
The U.S. and Canada contain over 8 million and 1.3 million lane-miles of roads  
respectively. U.S. lane-miles have increased approximately 5% since 1980 while vehicle-
miles traveled have increased nearly 100% over the same period. Consequent congestion 
is increasingly negatively impacting economic growth. The increase in truck traffic 
generated by higher international trade in recent years has placed particular demands 
on road infrastructure. States have begun to recognize the historical under-investment, as 
well as the latent value in their existing transportation assets and are encouraging broader 
private participation in the road sector. A handful of recent PPP transactions have 
allowed governments to monetize the value of these assets and make marked 
improvements in their budgets. As a result, there is a growing scope of opportunities in 
the road sector of the greenfield and the brownfield variety. 
 
Railways 
North American railroads operate over an interconnected network of approximately 
170,000 route-miles throughout the U.S. and Canada.40 U.S. railroads move 
approximately 42% of freight, including bulk commodities and intermodal41 cargo, 
which includes containers and truck trailers. Recent years have seen rapid growth in 
intermodal traffic, which has more than tripled in the U.S. between 1980 and 2005, rising 
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from 3.1 million to 11.7 million containers and trailers.43 In 2005, intermodal loadings 
grew 6.4% in the U.S. and 4% in Canada, compared with commodity loadings growth of 
0.9% in the U.S. and 0.4% in Canada.44 Increased traffic over the last decade has 
resulted in service and capacity constraints on certain rail corridors. Freight transportation 
demand is expected to continue to grow; the U.S. Department of Transportation forecasts 
a 55% increase between 2000 and 2020. 
 
Given the capacity constraints of freight railroads, there is a pressing need for investment 
in intermodal terminals, additional track capacity for ports, and long-haul corridor 
upgrades on bridges and tunnels to accommodate double stacked trains. The railroad 
industry alone needs to spend over $12 to $13 billion per year to maintain existing 
infrastructure at a cumulative cost of approximately $175 billion to $195 billion over the 
next 20 years.46 In addition, if an intercity corridor passenger rail service were  
developed, that alone would cost an estimated $60 billion over 20 years.  
 
PPPs have begun to develop ports, municipalities and railroads. As the market evolves 
new opportunities are expected to open in rail infrastructure investing such as those for 
terminals, storage and other rail facilities. These facilities may be located at seaports, 
inland ports, and at inland rail hubs. Smaller railroads also present attractive investment 
opportunities. Short line railroads, especially in the western U.S., are expected to 
experience faster growth in coal volumes following U.S. coal production trends.  
 
Additional consolidation within the regional/short-line market and opportunities to 
organically grow and leverage existing operations is possible. 
 
Maritime Ports 
North American ports utilization has increased rapidly over the past decades due to an 
expansion of international trade. Containerized cargo transported through U.S. and 
Canadian ports grew at 7.1% annually, reaching 44 million twenty-foot equivalents units 
(“TEUs”) over the decade ending in 2005. Volume is expected to grow at 6.1% in the 
coming years, reaching 80 million TEUs by 2015. Growth of other types of cargo is also 
strong, but less so than that in containerized volumes as there continues to be some shift 
of cargo from bulk to containerized format. Capacity, however, is expected to grow at 
only 4.6% over the next ten years, reaching 88 million TEUs in 2015, indicating capacity 
utilization of approximately 90%. Capacities can be increased by improving efficiency at 
existing terminals or by developing terminals. 
 
Terminal development is ultimately limited by the availability of appropriate waterfront 
land and related environmental, zoning, and other regulations. Improving the efficiency 
of existing terminals and building new facilities require significant capital investment that 
provides further scope for private investment. We believe that PPPs for developing new 
terminals are inevitable as world trade growth continues. For instance, cities with 
waterfront land and deep water channels may seek to develop port capacity to capture the 
revenue that marine ports can provide. The majority of private sector ports operators in 
North America have changed hands in the last few years. 
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Inland Waterways 
The ASCE estimates the cost to replace the present system of locks at more than $125 
billion. 
 
Water 
Infrastructure assets in this sector include water utilities, waste water utilities and related 
treatment and services businesses. Obviously, water is vital and water infrastructure 
essential, yet in many U.S. cities water infrastructure is 80 to 100 years old. Urban and 
suburban population growth and migration to regions which lack sufficient infrastructure 
to cope with newcomers are making things worse. According to the Environmental 
Protection Agency, approximately $277 billion must be spent during the 2002 to 2022 
timeframe to upgrade the water and waste water infrastructure in the U.S.50 ASCE 
estimates an $11 billion annual shortfall. 
 
Water, as an infrastructure sector, is notable for being highly fragmented, capital 
constrained and uncompetitive. We estimate that approximately 85% of the U.S. water 
and waste water infrastructure is owned by governmental units. In the U.S. there are 
approximately 48,900 municipal water utilities that serve fewer than 10,000 customers 
each. Many of these municipal water systems are unable to provide the necessary capital 
to upgrade their water and waste water systems and have difficulties complying with 
stringent EPA maintenance and water quality standards. Increasingly, these 
municipalities are turning to the private sector for solutions and capital. The ones in 
smaller cities and towns may outsource design, upgrades, construction, management and 
operations. This will further create attractive private investment opportunities in ancillary 
industries and businesses that provide these infrastructure support services. 
 
European utility conglomerates have largely exited the U.S. water sector after 
experiencing limited success in navigating the local regulatory landscape. At the same 
time, given the disparate level of municipal ownership, there are relatively few large 
private domestic water companies. 
 
Investment opportunities in this sector include purchasing private water operators, 
securing rights to water systems through long-term concessions or leases, or entering into 
operation and maintenance contracts for water systems that remain in public hands. 
Desalination facilities, water and waste water treatment facilities and water transportation 
infrastructure are additional assets that could prove attractive. Many of these assets carry 
a very high up-front capital cost and have a long payback period. Not surprisingly, due to 
the essentiality of water and the extreme need for new infrastructure, these assets 
typically enjoy very stable cash flows and water utilities typically have regulated returns. 
 
Waste Management 
The solid waste management industry includes collection, transfer and disposal services 
for commercial, industrial and residential customers. Landfill capacity is declining 
rapidly and it takes an average of approximately eight years to obtain a new landfill 
permit in the U.S. due to potential local community resistance. Waste incineration also 
faces significant environmental and regulatory hurdles. We estimate that the five largest 
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waste management companies account for around half of the total market revenue. They 
also have vertically integrated businesses that compete in many segments within the 
industry. Municipalities and small independent companies, competing primarily in the 
collection segment, make up the other half of the market. Meaningful opportunities (for 
example in resolving sludge and problematic waste streams issues) exist for vertically 
integrated operators who have the capability to deploy substantial capital. 
Overall, the need for waste disposal is rising while new capacity coming on stream is not 
keeping pace. The challenges of greenfield investment as well as for aggregation and roll 
up continue to remain considerable.  
 
Power and Natural Gas 
Investment in electricity generation and transmission has been declining in real terms for 
the past 20 years. About half of the nation’s generation fleet is now more than 30 years 
old. The North American Electric Reliability Council highlights that electric capacity 
margins will continue to decline and the construction of new transmission lines will 
continue to face funding obstacles. The U.S. must add the equivalent of 400 new power 
plants and 100,000 miles of new transmission by 2020 to meet demand growth. That will 
cost about $35 billion a year on average. There is also considerable scope for new 
investments in natural gas distribution pipelines, storage and liquefied natural gas. The 
National Petroleum Council estimates that $9 billion a year will be required to fund 
pipelines, storage and distribution in North America. 
 
Population growth combined with a significant increase in the quantity of gas-fired power 
generation assets has created a period of sustained demand for natural gas. This demand 
is likely to create significant opportunities for investment in new pipeline development, 
natural gas storage, other mid-stream assets and LNG facilities.  
 
Power Generation 
Until recently, the U.S. electricity generation sector had been highly regulated with rates 
set to cover operating costs and provide a fair return on equity. This, however, allowed 
utility companies to grow earnings by increasing their rate base, which encouraged 
capital expenditure but provided little incentive to operate efficiently. The Public Utility 
Regulatory Policies Act of 1978 and the Energy Policy Act of 1992 helped establish an 
unregulated “wholesale” power market in which electricity could be sold at market-
based, rather than regulated, rates. These changes led both utilities and non-utility 
independent power producers to develop new merchant generating facilities to sell power 
into spot markets or under bilateral contracts. 
 
Additionally, available capacity margins, the difference between committed capacity 
resources and peak demand, are projected to drop below minimum regional target levels 
in most areas in the next two to three years. Development of renewable energy sources is 
also being encouraged by U.S. and Canadian governments who are offering cash 
incentives, accelerated depreciation and immediate expensing of development and start-
up costs. There is a considerable amount of ongoing private investment in power 
generation. While the need for additional capacity is undeniable, new projects in this 
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space do face significant greenfield stage and rate risks. This sometimes dissuades certain 
types of investors from investing in this sector. 
 
 

Electricity Transmission 
 
The U.S. and Canadian transmission grid consists of more than 200,000 miles of high-
voltage cable with much of the existing infrastructure built between the 1950s and 1970s 
that is now reaching the end of its service life. Indeed, “normalized” transmission 
capacity, or the number of transmission line miles per unit of demand, declined by almost 
19% between 1992 and 2002.55 As a result, congestion has increased almost everywhere 
on the power grid, often requiring higher-cost generation to be dispatched in place of  
ower-cost resources and, in more extreme cases, causing shortages and supply 
interruptions.  
 
The need to upgrade and strengthen the existing system creates significant investment 
opportunities. Longdistance transmission line projects are increasingly being required to 
connect remote base load and renewable electricity generation sources to the grid. 
Interest in developing large coal-fired and nuclear facilities has also increased. These 
facilities need new transmission lines for they are often located at considerable distance 
from load centers for environmental or fuel supply reasons. Renewable generation 
resources such as wind farms are also location specific. Recent regulatory changes make 
transmission opportunities particularly attractive for independent, non-utility investors 
that are not affiliated with power generation. The Energy Policy Act of 2005 included 
provisions that should facilitate and expedite development of new transmission projects, 
which includes increasing the Federal Energy Regulation Commission’s (“FERC”) 
authority to site transmission assets when state and local authorities fail to do so. It also 
introduced a variety of incentive-based rate structures. 
The regulated return available for developing or acquiring transmission assets and 
providing power transmission services can be higher than that available to utilities 
making this sector attractive for private investors. 
 
Electricity Distribution 
Electricity distribution is predominantly owned by investor-owned utilities, many of 
which are publicly traded. The resulting stable net cash flows are due to relatively steady, 
predictable usage patterns by broad bases of end users and limited exposure to 
commodity prices. Investment opportunities may be aided by the repeal of the Public 
Utilities Holding Company Act (“PUHCA”) in February 2006, which eased geographic  
restrictions on consolidation and allows new market entrants to invest more easily in the 
industry. Specifically, the repeal of PUHCA permits companies to acquire utility 
subsidiaries anywhere in the U.S. without “interconnection” or “same area or region” 
restrictions. This has further supported private investment in this sub-sector.  
 
Natural Gas Transmission and Storage 
Approximately $60 billion of investment will be required to fund pipelines in the U.S and 
North America. Pipeline companies are constructing, planning and designing 40,210 
miles of oil and gas pipelines. More than 88% of pipeline and 52% of compression 
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capacity were installed before 1970 and are in need of replacement.56 Adding to it are 
changes in usage patterns—declining stable industrial loads and increasing variable and 
weather-sensitive residential and commercial loads. Also increased demand from gas-
fired electricity generation stations require more flexible natural gas transmission and 
storage systems. 
 
FERC Order 636 in 1993 required interstate pipeline companies to unbundle their sales 
and transportation services. It also revised rate structures to allow for the recovery of 
most of their fixed costs through fixed demand charges. As a result, investments in gas 
pipelines typically offer highly predictable cash flows. Importantly, pipeline operators 
typically do not buy and sell the gas transported and hence are not vulnerable to 
commodity price risk. We believe that the pipeline sub-sector may generate substantial 
acquisition opportunities. As pipelines approach near full utilization capacity, they may 
be more valued by investor segments that have a greater interest in relatively stable, 
predictable cash flows than by owner companies that may target growth. Storage assets 
are another example of assets that offer stable cash flows. Though rates are not regulated 
here, capacity can often be sold forward under medium- to long-term contracts with 
reservation and usage components. 
 
Natural Gas Distribution 
The North American natural gas distribution system is comprised of pipeline that receives 
gas from transmission pipelines and delivers it to end users. These pipelines are held by 
local distribution companies that are predominantly owned by investor-owned utilities. 
Gas distribution companies typically offer stable cash flows. They are usually permitted 
to charge rates that allow for the pass-through of natural gas and prudent operating 
expenses thus limiting exposure to commodity price volatility. Volume growth is stable 
albeit generally low. They also typically enjoy a monopoly position in their local 
markets, which underpins volume predictability. Like pipelines, these assets may be more 
highly valued by investors seeking relatively stable, predictable cash flows and thereby 
initiate ownership change transactions. Additionally, even though gas distribution 
companies’ profitability is not generally directly affected by higher gas prices, higher 
prices do increase the credit requirements demanded by gas providers, which can raise 
the distributors’ cost of financing or use up credit that the distributors may employ for 
other activities. This issue may prompt owners of gas distribution systems to consider 
selling assets creating private investment opportunities. 
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Social Infrastructure 
Social infrastructure assets, as we mentioned earlier, include public transport, schools, 
hospitals, convention centers, courthouses, police stations, prisons, and low cost, military 
or student accommodations projects. Canada has an active and rapidly growing social 
infrastructure PPP market. For example, in British Columbia, of the five projects in the 
procurement stage, four are for hospital or medical facilities; further, of the 13 projects 
either in construction or in operational stage, four are for medical facilities and one is for 
a sports center.57 Like those in the U.K. and Australia, social infrastructure PPPs in  
Canada typically involves a significant development component. 
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In a social sector infrastructure project the private investor receives payments from a state  
entity for the set of services that it provides. These payments are steady with minimal 
credit risk. Core services continue to remain the responsibility of the public sector 
agency. For example, under a school PPP, teaching would be provided by the public 
education agency while development, operation and maintenance of the facility may be 
provided by the private sector entity. In the U.S., social infrastructure assets generally  
remain under public sector ownership and control, often through federal or state 
government agencies. 
 
Western Europe 
Largely as a result of PPP and PFI initiatives, investing opportunities in the Western  
European infrastructure market has grown significantly over the last decade, with growth 
especially pronounced over the last several years. Some factors driving the need for  
private investments in infrastructure in the region are: 
 
(i) Many EU governments have been looking to the private sector as they rein in public 
spending on costly infrastructure projects. This is due to slowing GDP growth rates, 
limitations on taxation and the need to conform to EU budget deficit limits. 
(ii) Recent entrants in the EU and EU accession countries are under strong pressure to 
undertake massive investments in infrastructure in order to meet EU directives in the 
water, sanitation and power sectors. They are expected to turn to the private sector for 
financing. 
(iii) EU competition laws dissuade monopolies and the potential for future forced 
breakups provide further privatization opportunities.  
(iv) PPP activity is gaining further traction with recent regulatory changes that permit 
PPP capital expenditure to be kept off government balance sheets. From an accounting 
perspective, this shields government outlays in a PPP from being reflected as a budget 
deficit. 
(v) Pension funds, insurance companies and institutional investors are making increased 
allocations to infrastructure investing. We have already addressed Western European 
sector opportunities in a previous section on PPPs.  
 
We briefly highlight overall trends in regulated utilities and the transportation sector next, 
for it is in these sectors that we expect much of the growth to happen. 
 
Regulated Public Utilities 
These are largely made up of network assets that allow the transmission, distribution and 
storage of electricity, gas, water and waste water to-and-from end customers. Businesses 
in this sector are typically monopolies for a defined geographic area of operation and are 
therefore regulated. Having once been or still being largely state owned (in some 
European countries the state or quasi-state or municipal-type bodies remain the owners of 
transmission and distribution networks) there have been varying degrees of regulation in 
each country. 
 
EU directives to achieving broader uniformity are gradually taking shape. As a result, 
attitudes to asset ownership are also evolving and combined with public budget 
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constraints, the opportunity for asset privatization continues. An ongoing theme in 
Europe, supported by EU directives, is the progressive liberalization of the utility market 
place, with the aim of increasing competition between utilities thus stimulating greater 
choice and better deals for customers. To this end, the recent European Commission’s 
“An Energy Policy for Europe” integrated energy package clearly demonstrates its desire 
for greater progress in competition. This is being catalyzed through greater separation of 
the network wires/pipes from upstream electricity-generation/gas-fields and downstream 
customer business functions (“unbundling”). This policy statement also affirms and 
accelerates the importance of renewable energy projects, allowing member countries to 
meet their Kyoto emission reduction targets. 
 
Both the unbundling of integrated energy suppliers and the focus on increased usage of 
renewable energy are expected to result in increased investment opportunities in the 
regulated utility sector. 
 
Transportation 
The level of regulatory control imposed on transportation operators varies in this region 
with airport and toll road operators more regulated than port operators. In many 
jurisdictions, the operation of transport infrastructure is on a concession basis, rather than 
full ownership transferring to the operator. Exogenous factors, such as the cost of fuel 
and congestion, also impact demand for transportation infrastructure services. Important 
trends in the transportation infrastructure sector over the near term include continued 
privatization/concession sales, and regulatory focus on transportation operations. 
Privatization or PPPs regarding French and German airports continues to be in focus. 
Finally, regulatory attention on operators with significant market power in the 
transportation sector, such as BAA in the U.K., could result in disposal of certain assets 
in their portfolios. 
 
Conclusion 
Infrastructure has traditionally been under the purview of governmental bodies. Its 
importance from a public interest perspective cannot be overstated. For several reasons, 
there has been globally widespread historical under-investment, resulting in degradation 
of existing assets with simultaneous failure to add new capacity. As this issue is unlikely 
to reverse course any time soon, forward thinking countries and government entities have 
sought to encourage convergence of public and private sector activity. Their aim is to 
help the creation of economically viable new infrastructure assets and upgrade, properly 
maintain, manage and operate existing ones. 
 
Formal contracting structures through active PPPs supported by recent government 
initiatives have made progress in encouraging private capital investment in infrastructure. 
A lot still remains to be done. Despite where they stand in the different stages of the 
privatization process, the collective market opportunity in developed countries remains 
substantial. These opportunities are in civil aviation, bridges, roads, mass transit, 
railways, greenfield and brownfield projects, dams, water, waste management and 
energy. 
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Recent success of many new fund launches exclusively dedicated to infrastructure 
investing is suggestive of the vital role that private finance will continue to play in 
infrastructure development. This overall positive sentiment notwithstanding, a majority 
of institutional investors have yet to ramp up their investment capabilities in this area. 
Many of them have not made dedicated allocations to infrastructure, perhaps reflecting 
the relative infancy of this asset class. Consequently, early mover advantage possibilities 
remain both in developed countries60 and, arguably even higher, elsewhere. Government 
policy, changing legislation and regulatory norms and private capital flows will strongly 
influence the evolution of infrastructure investments. 
 
From an alternative investment perspective, infrastructure assets exhibit different risk and 
return profiles from other private investments; they can be a source of both alpha as well 
as a valuable diversification tool in portfolio construction. They provide exposure 
through both illiquid long-term private vehicles as well as liquid publicly traded funds. 
This versatility makes them extremely attractive for different investor segments.  
 
Important Information 
Asset classes, products and services of Citi Alternative Investments (“CAI”) may be 
offered through various local entities. Subject to relevant local laws and regulations, there 
may be asset classes, products or services that are not available in certain jurisdictions. 
This White Paper is communicated by Citibank International plc in the UK and EU.  
 
Authority for the Financial Markets. 
This White Paper does not constitute an offering and is meant only to provide a broad 
overview for discussion purposes. All information provided here is subject to change. If 
and when an investment opportunity is structured, all investors must obtain and carefully 
read the related Offering Memorandum, which will contain the information needed to 
evaluate the potential investment and provide important disclosures regarding risks, fees 
and expenses. All information provided herein is qualified in its entirety by the Offering 
Memorandum and the related subscription agreement. Past performance is not necessarily 
indicative of future results. Real results may vary. 
 
While some information used in this White Paper has been obtained from various 
published and unpublished sources considered to be reliable, neither CAI nor any of its 
affiliates guarantee its accuracy or completeness and accepts no liability for any direct or 
consequential losses arising from its use. All expressions of opinion are as of the date 
hereof, are not intended to be a guarantee of future events, and may differ from the views 
held by other businesses of Citigroup. 
 
An investment in alternative investments is speculative and not suitable for all investors. 
Investing in alternative investments is only intended for experienced and sophisticated 
investors who are willing to bear the high economic risks associated with such an 
investment. Investors should carefully review and consider potential risks before 
investing. Certain of these risks may include: 
• Loss of all or a substantial portion of the investment due to leveraging, short-selling, or 
other speculative practices; 
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• Lack of liquidity in that there may be no secondary market for the fund and none is 
expected to develop; 
• Volatility of returns; 
• Restrictions on transferring interests in the Fund; 
• Potential lack of diversification and resulting higher risk due to concentration of trading 
authority when a single advisor is utilized; 
• Absence of information regarding valuations and pricing; 
• Complex tax structures and delays in tax reporting; 
• Less regulation and higher fees than mutual funds; and 
• Investment manager risk. 
 
Individual funds will have specific risks related to their investment programs that will 
vary from fund to fund. Citibank International plc is a subsidiary of Citibank, N.A. and is 
authorized and regulated by the Financial Services Authority. Registered in England No: 
1088249. Registered Office: Citigroup Centre, Canada Square, Canary Wharf, London 
E14 5LB. VAT No: 429 6256 29. Ultimately owned by Citigroup Inc., New York, USA. 
 
Australia 
Citigroup Global Markets Australia Pty Limited (Australian financial services license 
No.240992) provides all financial product advice in this document. Any financial 
products mentioned in this document are available to investors in Australia only by 
arrangement with Citigroup Global Markets Australia Pty Limited. This communication 
is provided for information and discussion purposes only and this document does not take 
into account any investor's objectives, financial situation or needs. The issuer is not 
licensed to provide any financial product advice in Australia. 
 
Singapore 
This document is distributed for informational purposes only and does not constitute an 
offer or invitation of any product or service. This document is not a prospectus as defined 
in the Securities and Futures Act, Chapter 289 of Singapore (“Act”). Accordingly, 
statutory liability under the Act in relation to the content of prospectuses would not 
apply. This document may not be reproduced in any form or transmitted to any person 
other than the person to whom it is addressed. 
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