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Building on slums

Throughout the developing world, the number of slums is growing

lllustration: David Kiimin/Chromeo

as people flock to cities in search of jobs. Urbanization cannot

be stopped, says Anna Tibaijuka, outgoing Executive Director
of UN-HABITAT, and in the long term it is beneficial to economic
growth. But the lives of slum dwellers must be improved.

Olivier P. Miller, Senior Equity Analyst, Credit Suisse
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Anna Tibaijuka was born in Tanzania and educated in Uppsala, Sweden. She has just completed her second
and final term at the helm of UN-HABITAT, where she worked to place urban poverty on the global agenda.

Olivier P. Mller: What is fueling the growth
of slums today ?

Anna Tibaijuka: Overall population
growth has a large effect on numbers as
well as traditional rural-to-urban migration,
especially in Southeast Asia and Africa,
which is actually the fastest-urbanizing
continent on the planet. However, many
people are forced from their land into cities

by the failure of agricultural policies and
regional conflicts. We are also now seeing
an increase in refugees who have lost
their rural way of life to climate change and
natural disasters.

What are some of the less obvious
problems posed by slums?

Anna Tibaijuka: Urban populations are
assumed to be healthier, more literate and
more prosperous than rural populations.
However, slum dwellers in developing coun-
tries are as badly off if not worse off than
their rural relatives. UN-HABITAT'S re-
search shows that the world’s one billion
slum dwellers are more likely to die earlier,
experience more hunger and disease,
attain less education and have fewer
chances of employment than people who
do not reside in a slum.

How do you define “slum”?

Anna Tibaijuka: UN-HABITAT defines
an area as a slum if it lacks any of five
basic human settlement criteria: access to
improved water; access to sanitation;
durable housing; sufficient living area; and
security of tenure. One of the Millennium
Development Goals includes improving the
lives of slum dwellers.

How can governments reconcile the rush

for development with the consequences of
growth?

Anna Tibaijuka: People will always
come to cities in search of opportunities.
Though initially this makes for chaotic
urbanization, there is no question that rural-
to-urban migration is beneficial for long-
term economic growth.
Upgrading slums, rather than clearing them,

is becoming the norm. Why?

Anna Tibaijuka: Governments have
realized that clearing slums does not elimi-
nate the problem — people still come to
cities and still need affordable housing.
Furthermore, the people who live in these
areas contribute to the economic and
social makeup of a city, and their needs
must be met. By bringing them into the
main structures of the city, everyone bene-
fits. As I've always said, we are against
slums, not slum dwellers.




Urban population living in slums

In many areas of the developing world, slum dwellers represent over 26% of the urban population, and their
overall numbers are growing.

Source: United Nations Population Division, World Urbanization Pi The 2007

Urban slum population (millions)

Major region or area 1990 1995 2000 2005 2007 2010
Developing regions 666.7 718.1 766.8 795.7 806.9 827.7
Northern Africa 197 184 147 107 11 1.8
Sub-Saharan Africa 1026  123.2 1447 1695 1810 1995
Latin America and the Caribbean 1067 111.2 1162 1101 1106 1108
Eastern Asa 1698 1771 1923 1955 1940 1896
SouthernAsia 1804  190.3 1940 1920 1917 1907
Southeastern Asia 69.0 761 81.9 840 837 889
Western Asia 91 214 235 334 342 35.7
Oceania 04 04 05 05 05 06
Proportion of urban population living in slums (%)

Major region or area 1990 1995 2000 2005 2007 2010
Developing regions 46.1 42.8 39.3 356.7 34.3 32.7
Northern Afica 344 283 203 134 134 13.3
Sub-Saharan Afica 700 676 650 63.0 62.4 617
Latin America and the Caribbean - 337 315 292 265 247 235
Eastern Asia . 437 406 374 330 311 282
Southemn Asia 57.0 516 - 458 400 380 350
Southeastern Asia - 495 448 396 342 39 31.0
Western Asia 225 216 206 258 ! 26,2 4.6
Oceania 241 21 41 241 21 24.1

What are the advantages of partnering with

slum inhabitants and their organizations

in upgrading slums and regularizing them?

There is not enough aid
money in the world to improve the housing
conditions of the world’s urban poor. At the
same time, slum dwellers spend a dispro-
portionate amount of their income housing
themselves. Contrary to common percep-
tion, there is a considerable amount of
economic activity in slums. It is therefore
important to partner with slum dwellers and
link them with the private sector.

What kinds of arrangements exist for deliv-
ering, say, water and electricity to slums?

UN-HABITAT'S experi-
ence across the world shows that public-
private partnerships are the only way to
provide basic services to slums. This can
range from sophisticated partnerships be-
tween local councils and the private sector
to more informal arrangements between
small-scale entrepreneurs and the urban
poor who provide “sweat equity.”

One of the defining characteristics of slums
is the lack of tenure.

Yes. This means that
nobody, not local authorities, the private
sector nor the poor themselves are willing
to invest in their immediate environment.

“Contrary to com-
mon perception,
there is a consider-
able amount of
economic activity
in slums.”
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However, numerous examples around the
world show that providing some kind of
security of tenure unleashes a considerable
amount of capital for slum improvement.
What are the long-term implications of slum
improvement in terms of city planning?

The crisis of many
developing-country cities is that local au-
thorities have not planned for the influx of
migrants. UN-HABITAT encourages inte-
grated urban planning that ensures land
and resources are provided for the poor.
Most critically, we encourage local authori-
ties and the private sector to work in part-
nership with slum dwellers to set up pro-
poor housing finance system mechanisms.
In Mumbai, India, the Dharavi Redevelop-
ment Project is looking to fund redevel-
opment of the slum by letting commercial

developers take part of the land. Is that

a good or a bad idea?

Investment from com-
mercial developers can be a vital source of
capital for the improvement of slum areas
providing it is done within a properly regu-
lated framework and in consultation with
the slum dwellers themselves. For example,
the provision of rental housing, which in
some cases is the only realistic solution to
low-cost housing, is best done through
commercial developers, so long as there is
sufficient regulation.

As energy and water become scarce, should

governments be limiting urban growth?
Cities provide economies
of scale. In fact, efficient cities could easily
reduce their footprint through improved ac-
cess to public transport and better resource
management. Modern technology can help.
If planned properly, cities need not be the
problem; they can be part of the solution. =

A Investing in cities

In her interview on improving the lives of slum
dwellers, Anna Tibaijuka points out that devel-
opment and industrialization are the cause

of rapid urban migration. While this should be
beneficial for long-term economic growth,

the resulting informal settlements suffer from
a lack of infrastructure, health care and edu-
cation, all associated with poverty. Addressing
these issues is the focus of microfinance.
Microfinance aims to improve the financial
situation of poor people, and thereby to raise
their living standards. Microfinance invest-
ments allow investors to pursue social goals
while at the same time obtaining a reasonable
financial return.

Marion Struber
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1 980 58’000 inhabitants

Source: United Nations World Urbanization Prospects, 2009 Revision



Shenzhen’s
last mile

In the space of 30 years, Shenzhen, China, has grown from a tiny,
poor fishing village to one of the top ten cities in the country,
partly by virtue of its proximity to Hong Kong. But the fortunes of
its districts vary. Martin de Jong, a Dutch urban planner working
in China, describes the efforts of one section of Longgang
district to match the ambitions of Shenzhen.

Giselle Weiss, freelance writer

oo
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Giselle Weiss: How does the project you
are working on relate to Shenzhen?

We are writing a master
plan for the spatial development of Pingdi,
a section of Longgang, one of Shenzhen’s
eight districts. Shenzhen is being billed as a
model Chinese city. Pingdi is the last bit of
Shenzhen that the authorities feel is not yet
ready for high-technology industry. Two
failed Chinese efforts at master plans pre-
ceded us.

What was wrong with them?

They were not radically
innovative enough, paid insufficient attention
to the collaboration with the two neighbor-
ing cities of Huizhou and Dongguan, and
the social dimension was largely neglected.
In what way is your plan different?

First we imagined what
Shenzhen could be if it were a purely ser-
vice-oriented city. We defined Pingdi as an
area with an international university, indus-
trial clusters around it that are high tech,
but basically non-polluting and attracted to
the area by high-quality education. Then
we readjusted the infrastructure in such a

way to be self-sufficient locally, but also
to have a fast connection to the central dis-
trict of Shenzhen by, say, bus rapid transit
in approximately half an hour. Our basic
idea is to transform the character of the
town from one associated with low-value-
added factory-based industry to something
that matches the ambitions of Shenzhen.
Currently we envisage a minimum of
400,000 habitants, with a maximum of
600,000. Today, the population of Shen-
zhen overall stands at about 9 million.
What will happen to the factory workers?
The old factory workers
would partly be incorporated in the new
workforce of “green collar” workers who
maintain green areas, offices and houses,
partly in restaurant and hotel services and
other personal services, partly in construc-
tion activities. But even then, we need a
good social plan in case some of the work-
ers become superfluous.
What is the basis of the transport
infrastructure?

We cannot ignore the
presence of cars, but we want to promote
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the use of electric cars as much as possi-
ble. Fortunately, Shenzhen is favorably in-
clined not only because the electric car-
maker BYD is there, but also because the
city already has a thousand electric taxis.
Moreover, Shenzhen wishes to increase its
recharging points. This is a good reason to
advocate electric vehicles exclusively. We
envisage public transport via bus rapid tran-
sit, but recommend personal rapid transit
for short, direct connections. Such a system
already exists in Cardiff, and Masdar City
is leaning that way.
What about energy ?

We're still working out
ideas how to make the area energy-effi-

cient. But in selecting companies that can
establish housing and offices in sustainable
ways, we feel that Pingdi could eventually
be at least more eco-friendly than other
parts of the city. We would also like to pro-
mote the use of sustainable energy, and
some factories in Dongguan actually pro-
duce solar arrays. The problem is that the
China Southern Power Grid does not ac-
cept feed-in from other sources. So that
will require bargaining and a new policy line.
How will you supply water to the area?

Currently, there are
four reservoirs in the area with clean water.
The rivers cannot be used for water supply
because they are polluted by other munici-
palities. For the 160,000 people living in
Pingdi, that it is largely sufficient. Whether
the current provision will still be sufficient
as the city grows remains to be seen.
What will you do if people start arriving

in droves?

China is much more
attached to order than India, for example.
lllegal housing happens, but unlike South
America or India, you don't see any squat-
ting or any shantytowns arising. People
sometimes come to look for work. But the
situation elsewhere in China is also improv-
ing. Formerly, there was a trend where
more and more male workers moved to the
coastal cities and accepted simple jobs
there — hard labor in factories. But they are
increasingly less inclined to do that because
the conditions where they come from are
improving, even in agriculture, and more
industry is becoming established inland.
Coastal cities may still want those workers,
but at the same time they are hoping to move
up in the value chain, meaning that untrained
workers are becoming less important.

The challenges to realizing your planning

project must be considerable.
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2050 12 mi"iOn inhabitants

2010 9 MillioN inhabitants
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They vary. One chal-
lenge is a paucity of data that makes it very
difficult to calculate how much transport,
energy, telecommunications and water is
needed. Sometimes data exist, but authori-
ties are reluctant to share them for security
reasons. Sometimes they don't wish to let
us see master plans from previous contrac-
tors because they want us to think for our-
selves rather than copy what others do.

We find ourselves having to make assump-
tions. Also, as a consultancy firm or a
consultancy organization here, you're never
fully independent: You have to be favored
by political overlords. Once you lose their
confidence or their interest, it may just hap-
pen that they pay you for the work you've
done but then it’s up to another organiza-
tion or another firm to move on from there.
Accordingly, we have to be attractive but
realistic. Sometimes those two things are
difficult to reconcile.

What is the national makeup of your team?

It's half and half. Most
of the Dutch team is from the Next Genera-
tion Infrastructures Foundation in Holland.
We also have one Chinese Dutch person
who understands the needs of both sides.
Our Chinese partner works mostly with Chi-
nese colleagues. In essence, we consist
of two semiautonomous teams: one fully
Chinese and locally based, and one interna-
tional, mainly Dutch, but not exclusively.

How do you see the project developing?

In a first phase, the
Chinese authorities must approve this vision
and all that comes with it. We had a pre-
sentation about a month ago that was very
well received. We covered aspects of the
economy, infrastructure, regulation, gover-
nance and business. We also considered
what would help to encourage universities
to locate here. The dream of the Chinese is
to have an international university in Pingdi.
We think it's a big attraction as well. But for
them it's important because they want more
high-class education and research in the
area. If we can deliver not only concepts,
but also appropriate contacts, that makes
us a whole lot stronger.
What are the components of the economic

vision?

One thing we want is to
be high tech. Another is that the district
should be built on existing strengths. For
Shenzhen, that strength is more Internet-
related; for Huizhou, it means high-tech
agriculture. Dongguan has a tradition in
biomedicine. We want to make good use of
tradition, yet stick to our criterion of no
manufacturing. Now, that is only possible if
we establish a university and several re-
search centers, and orient companies
around them. If the national and Shenzhen
governments approve our plan, we believe
they will be willing to invest massively in
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the area. That could bring in foreign invest-
ment as well.
How do you keep up with infrastructure in a

city that is growing as fast as Shenzhen is?
That's a good question.
The planning division in this city is very
strong, and the land is publicly owned. In-
creasingly, the authorities lease it out, but
basically to companies in exchange for do-
ing what they want. So they have a pretty
strong say in where and how the land is de-
veloped. There is much more control over
spatial development than Americans and
some Europeans can imagine. The market
doesn't rule here. It rules in some ways,
but it's much more influenced by what the
public sector has to offer. And China has
enough money — they really have enough
money — to afford far more than any West-
ern government.
And if you need to scale up, what then?
We're seeing the dia-
lectics of progress here. Once you have
something in place, updating is politically
not so attractive, and comparatively expen-
sive. But if there is nothing, and you have a
whole lot of land — and Shenzhen is big —
then things become possible. Here, growth
is relatively controlled. The authorities pro-
ject how much each area will grow and how
much population there will be. To me, these
calculations seem to be based on assump-
tions that | find very naive. But if they de-

Boomtown China

How do you keep pace with a fast-growing city ?

Shenzhen became China’s first special eco-
nomic zone in 1980. Economic zones exist in
various forms in many other countries, such
as the free ports of Rotterdam and Antwerp,
and the free-trade zone of Manaus in Brazil.
But Shenzhen's achievement is unique be-
cause the zone came into being just as China’s
economy was on the verge of collapse in the
wake of the Cultural Revolution. Shenzhen
created new administrative mechanisms for
the zone to adapt it to a market economy —a
bold attempt given the tense political situation.
Since then, Shenzhen has taken the lead in
China’s reform efforts.

But the deluge of honors bestowed on the
city obscures a number of problems associ-
ated with its development. One problem is
the contrast between the inside and outside
of the special economic zone. Pingdi, for in-
stance, a section of Shenzhen that was incor-

porated into the economic zone only this past
June, lags far behind in economic and social
development. Pingdi’'s low-quality housing,
outdated factories, low level of education, and
polluted river are hard to reconcile with the
fabulous image of Shenzhen. The so-called
Shenzhen speed — a codeword for openness
and rapid development — has also left sur-
rounding cities, such as Huizhou and Dong-
guan, struggling to catch up.

The city’s rapid industrial development and
surging population have also caused critical
water shortages and heavy land use. Fortu-
nately, Shenzhen recognizes the urgency of
the situation. The city has made ecological
awareness and sustainability a priority, and
is working toward a “circular” economy that
re-uses waste to save resources.

Finally, as a result of its high cost of living,
especially housing and transportation, Shen-

zhen ranks last in China’s happiness index.
That is unwelcome news for residents, and it
will not help to attract the highly educated
and talented people that the city needs to
compete. In recent years, the Chinese gov-
ernment has turned to promoting a number
of other areas, including Pudong New Area
in Shanghai, Binhai district in Tianjin and Wu-
han City Circle. These developments repre-
sent challenges, but also opportunities and
incentive for Shenzhen to move forward.

is a native of Harbin, the northernmost
provincial capital of China. Currently, she is studying
for a PhD in energy and industry at Delft University
of Technology. She is also a member of the inter-
national team working on a master plan for Pingdi
district in Shenzhen.
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is Associate Professor of Public Policy at Delft University of Technology in the Netherlands
and part-time Full Professor of Public Management at Harbin Institute of Technology in China.

termine that Pingdi will grow from 160,000
to 600,000, then they also have a strong
commitment to see that it happens.

How?

They build residential
areas to accommodate that number of peo-
ple. Then they develop the subway or the
bus rapid transit or whatever and the roads.
They are remarkably rational. | trained in
the discipline of public policy where | was
taught that planning is difficult because
making projections is hard, and any as-
sumption you make is naive or unjustified.
Yet | see the Chinese authorities making
projections, on a very ambitious scale, and
most of the time they can manage because
Shenzhen is still a big attraction. But the
movement of populations is very controlled.
Meaning?

There is a system in
place in China called hukou. Your passport
and your ID tell where you are from. If you
haven't acquired a hukou from the area
where you are working, then you are not
entitled to many of the facilities in the area
where you are living. People without a
Shenzhen hukou have difficulty getting
good health care and education. It seems
quite unjust, and | myself was shocked
when | first learned how easily people are
moved around.

What is the advantage?

What this system pre-
vents is the growth of the very ugly shanty-
towns that you see in Africa or South
America or other parts of Asia. It has a
very hard edge, and | wouldn’t want to be
in the shoes of those who work in Shen-
zhen on a temporary basis. But when you
look at the social consequences in terms
of order, it leads to much higher predictabil-
ity and low crime. m

A Investing in cities

Urban planner Martin de Jong points to the
various social issues arising from an over-
developed city area and undeveloped rural
surroundings, which is one of the key reasons
supporting the Beijing government’s policy
emphasis on accelerating urbanization. We
foresee urbanization in China as accelerating,
making it a perennial theme. Urbanization
should benefit most domestic sectors, above
all the apparel, food and beverage, housing
and construction, and transportation and
recreation industries. Offsetting the slowdown
in exports and fixed asset investment growth,
the urbanization-driven consumption boom
could evolve into the next “super factor”
driving China’s economic growth. Timothy Fung
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The urban performer

Cities are not just about housing and jobs, but also about bringing
together large numbers of people in a way that promotes creative
thinking and artistic production. Will Rawls, one-half of the
contemporary dance partnership Dance Gang, reflects on how
New York City influences his work and on the contribution of
performance art to the “immaterial” economy of the city.

Giselle Weiss, freelance writer

Will Rawls, a dancer and independent choreographer, lives in New York City. His work investigates the humor
and poignancy of the body in contact with public space, spectators, subjectivity and myth.
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Giselle Weiss: What drew you to
New York City ?

Will Rawls: New York is a city that is
constantly changing. Neighborhoods trans-
form over a matter of years. All kinds of
things come and go. In a dance perfor-
mance, someone can be doing a repetitive
motion for a long time. This repetition is a
kind of resistance to a city where you don't
have very much time to do anything. The
city is also very vertical: It has lots of
stories and levels and underground spaces.
An artist named William Pope. L has done
performances where he crawled along
the streets of New York as a countergesture
to that verticality.

You place great importance on public space
in your work, too.

Will Rawls: Last year my collaborator,
Kennis Hawkins, and | did a performance at
71st Street on the Upper West Side. It was
part of a festival called “Summer on the
Hudson" that is run by the parks depart-
ment. The space consisted of three basket-
ball courts side by side. We seated the
audience at one end along the length of the
basketball court. We tied a stretch of hot-
pink ribbon along the horizon line to create
a simple division between the foremost
court, where we were performing, and the
back two courts, where people were play-
ing basketball. The West Side highway
stood about a hundred feet overhead on
giant concrete pylons. You could hear the
white noise of the cars and the bouncing
of the balls. The performance started right
as the sun was setting over New Jersey
and the Hudson. Golden beams of light
were hitting us from the side. That was the
idea: to incorporate the natural elements
into the performance to allow people to see
familiar things in a new way.

Does a city have to be a certain size
to catalyze creativity ?

Will Rawls: Not necessarily. Brussels is
a huge draw for dancers right now because
of the P.A.R.T.S. school run by Anne Theresa
De Keersmaeker and more generally the
money available for dance there. But the
reports | hear back from Brussels are that,
although you can gain artist status and
have a salary for the rest of your life, you
have to follow certain career protocols.

In New York City, in contrast, you can
perform in a small place in Brooklyn and
then suddenly get a show in Manhattan

at a large theater.

How does what you've called the “inconsis-

tency” of the city play out in practical terms?
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After the market crashed,
the New York art world became destabilized
in a really fruitful way. For example, as
building projects ground to a halt, immedi-
ately artists saw the possibility for studio
space. Gallerists realized that performance
could colonize those spaces.

Who pays for what you do?

A choreographer can get
sponsorship through an agency, which then
qualifies you for nonprofit status. That in
turn enables you to receive grants that
donors can write off. But few donors are

purchasing or consuming contemporary
dance. The question is how to elevate dance
in the consumer’s eye. That is why | like to
perform in public and in art galleries: These
venues are springboards for culture.

What do people get from your work?

Performance can give peo-
ple a new appreciation of having said no
to yet another takeout dinner and “Mad Men’
on TV to go out and be challenged. And
that experience of being challenged can
change the way people value live experi-
ence over other commodities.

You were involved in the Marina Abramovi¢
exhibit at the Museum of Modern Art (MoMa)
that ended in May.

Yes. Thirty-nine dancers —a
virtual labor force — came to the museum
every day as part of the three-month-long
event to reiterate, reproduce and reperform
works by Abramovi¢. The ways we experi-
enced our performance of standing in the
nude and how we coped with thousands of
people passing by created what | think of as
a city of knowledge within the citadel
of MoMa. =

Great city, terrible place

Key elements of what made Mumbai (formerly Bombay) great
were its cosmopolitan structure and a transport system built

into the city’s DNA. Today, the city is barreling along as a generator
of skills and an engine of economic growth. But, according

to Mumbai-based architect Charles Correa, like its residents,
the city needs to be nurtured to thrive.

Giselle Weiss, freelance writer

| oy

You can listen to Global Investor on the Global Investor Knowledge Platform
www.credit-suisse.com/globalinvestor

is principal and founder of Charles Correa Associates of Mumbai, India. He was chief architect
for Navi Mumbai, a city of two million people. He received the Aga Khan Award for Architecture in 1998.
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Giselle Weiss: You are a big believer
in mass transit leading the way in a fast-

developing city.

Yes, especially here in
India. It's amazing the amount of political
rhetoric you hear about providing housing
for the poor. But you can always give me a
house —it's the location of the house that
matters. Does it give me access to a job?
Or to transport that will take me to a job?
And if it doesn’t, then what am | going to do
with it? European cities are so much better
than American cities because they still have
public transport. Once the city has devel-
oped as a sprawl, it's almost impossible
to put in efficient public transport. For that,
you need a corridor of demand.
What motivated New Bombay
(Navi Mumbai)?

Navi Mumbai was an
idea of three of us, back in the 1960s. |
was a young architect in private practice,
and | saw the city was getting worse and
worse. When | looked at the map, it was
obvious why. Mumbai is a narrow stretch of
land. The center was right at the southern
end, where the docks are. And because
most of the jobs were there too, land prices
would rise. Consequently, people started
living further and further north and com-
muting. It was terribly inefficient. So we
decided to try and open up an east-west
structure. Ultimately, we convinced the
government to do so.

What was the general plan?

We wanted to transfer
some of the dynamism of Mumbai across
the harbor, to the hinterland of the state.
We were influenced by Nehru's socialism,
and the idea of helping the poor. We pro-
posed that the government acquire the land,
and since some of it would become very
valuable, we thought it could be used to
cross-subsidize the poorer people. We also
wanted the state capital itself to move
there. In those days — the India of the
1970s — the government was very important.
Every government job that moved would
bring five other jobs in tow.

Is that how it turned out?

The basic idea was to
restructure Mumbai around the harbor, thus
opening up the mainland. Today Navi Mumbai

is growing, but not in the way it should have.

Politics kept the state capital from moving
to the new location — which would have made
a huge difference. In China, the government
opens up land by bringing in infrastructure.
But in India, our cities grow haphazardly —
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“The explosion of growth does make
Mumbai a more exciting city — but as a
physical plant, it is in very bad shape.”

wherever someone decides to build, or
there’s something available. Not because
we have any idea of where we are going.
Why will cities decide India’s future?

They produce the man-
agement and technology skills we need to
get this country moving. These are not pro-
duced in villages. India is lucky to have cit-

ies of many different sizes. That's important.

We're not dominated by a single city, the
way Paris dominates France or Nigeria is
dominated by Lagos. That's not a very flexi-
ble situation. In contrast, America has a
network of cities. So does China.

One of the wonderful things about Mumbai

was that it was a city on the water.
If we had opened up
the harbor the way we were trying to, there

would have been other new centers along
the same waterfront. And that would have
made a different kind of city. When a city
grows away from the waterfront into the
land behind, it turns into an asphalt jungle.
There's something magical about the water’s
edge that allows pretty high densities.
Manhattan is acceptable — but Sao Paulo
can drive you crazy!

How do architects relate to cities?

In Europe, you find
many architects involved in their city. | don’t
mean they have a job with the city. But they
have ideas — and they try and get them dis-
cussed and implemented. That's not so true
in America today, where designing housing
is considered very downmarket. It's swanky
to design museums and airports. Yet |
think housing is one of the finest things an
architect can do.

Because it deals with human habitat?

With life itself! In
America, you've got this great example of
Frank Lloyd Wright's houses in Chicago at

the turn of the century. With these houses,
Wright really invented the way America
would live for the next hundred years.
Where do you see Mumbai going?

It's a difficult question.
Lots of people have been left out of the
present scramble for a glitzy life. The explo-
sion of growth does make Mumbai a more
exciting city — but as a physical plant, it is in
very bad shape. High-rise buildings are
sprouting up all over. Yet there's not enough
water, not enough roads, not enough sew-
age lines. Mumbai probably won't collapse
dramatically. But | fear it will slowly lose its
energy and ability to function — unless
something is done about it soon. =

A Investing in cities

Charles Correa discusses a number of interest-
ing aspects of urbanization and mobility. He
also addresses some points that take a more
“macro” perspective on differences in policy-
making and the implications for growth and
development (e.g. the different approaches in
India and China). The importance of adequate
access to transportation for both employees
and the development of businesses is clear.

In the broader context of urbanization, we
think that the development of sufficient (mass)
transportation infrastructure is crucial. We
expect companies geared to, and strategically
positioned to take advantage of this demand,
to benefit. As the author points out, affordable
housing in itself is not the key issue, but also
being able to commute to where the jobs are.
He thus implicitly mentions accessibility or
transportation proximity as a key factor for the
value of real estate in urban areas.

Thomas Herrmann






Urban Scan Mumbai
¥ www.youtube.com/TheCityscanner
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An urban laboratory ;

Over the next 15 years, Ethiopia is expecting a massive shift of its population from the countryside to urban areas. A pilot project in Addis Ababai'-lorinhg
possibilities for future development that will lead to habitats that are both sustainable and adaptable to continued change and growth.
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Addis Ababa
by design

An experiment in urban planning in Ethiopia’s capital city tackles the complex problem of preparing
for the myriad needs of a rapidly expanding urban population in a sustainable way. But the project
aspires to more: as architects Marc Angélil and Dirk Hebel explain, it also aims at giving citizens a

stronger voice in their own development.

Marc Angélil, Architect, ETH Zurich, and Dirk Hebel, Architect, EIABC, Addis Ababa University

Low on the list of the United Nations Human Development Index,
Ethiopia is repeatedly cast as one of the poorest nations in the world.
Nonetheless, there is another side to the country that seldom draws
attention. Current developments on the fringes of this culture might
prove a prospective model for success throughout Africa. While ten-
uous, measures undertaken to promote communal solidarity and self-
empowerment suggest an alternative to a dominant socioeconomic
order that sustains the status quo of despair. Ethiopia is one of the
fastest-growing nations worldwide. In 2008, the country had ap-
proximately 81 million inhabitants; in 2025, the number could reach
125 million. Today, 83% of Ethiopia’s people live in rural areas, gen-
erating their income from agriculture and relying on limited resources.

Furthermore, Ethiopia is currently experiencing a major demo-
graphic shift and evolving into an urban society. Migration from rural
to urban regions is having a significant effect on its cities. If current
estimates prove correct, Addis Ababa will need to house roughly an
additional four million people by the year 2025. New neighborhoods
and settlements will need to be built, transportation and communica-
tion networks established, and social and technical infrastructure

realized. How will this transformation take place? What planning pro-
cesses must be initiated? And to what degree will Ethiopia be able
to modernize without losing its identity ?

Urban Design Laboratory

To answer these questions, ETH (Swiss Federal Institute of Technol-
ogy) Zurich and Addis Ababa University established the Urban Design
Laboratory — a think tank dedicated to sustainable development and
advancing knowledge in the key disciplines relevant to the formation
of the built environment. Reaching beyond the realm of academia, the
research is inspired by a mandate for innovation within practice and
offers solutions for implementation: inquiry directed toward practical
performance. One of the key objectives is to identify strategies for
transforming existing unsustainable conditions into sustainable ones.
The laboratory bases its efforts on a specific theoretical framework
known as the flux model. Here, the city is viewed as a dynamic sys-
tem, delineated by stocks of resources and interrelated networks of
flows, including input and output cycles relative to long-term develop-
ment. Accordingly, the work addresses the consequences of >
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Marc Angélil received his PhD at ETH Zurich,
where he is now Dean of the Department

of Architecture. He is the author of several
books, including “Indizien,” on the political
economy of contemporary urban territories,
and coauthor, with Dirk Hebel, of “Addis
Ababa: Cities of Change.”

Dirk Hebel is currently Scientific Director

of the Ethiopian Institute of Architecture,
Building Construction and City Development
(EiABC) in Addis Ababa, Ethiopia. He is
coauthor of “Deviations,” a plea for a new
type of architectural education, together
with Marc Angélil.

resource allocation, distribution and deployment. The behavior of urban
systems is modeled in time, taking into account the dynamic state of
resource fluxes. A broad range of resources can be addressed: peo-
ple, energy, water, material, waste, money, space, information and
so forth. Moreover, resource flows are treated as mutually dependent.
Thus, the combined impact of a multitude of stocks and flows on the
constitution of cities and the potential for steering their performance
in view of sustainable development forms the main thrust of the en-
deavor. With current urban development relying primarily on linear
input-output processes, more and more material is being accumu-
lated in cities — a reservoir potentially to be mined. Hence, framing
the city in view of sustainable handling of resources requires a para-
digm shift to a circular understanding of urban metabolisms.

Various resource flows drive a modern city

Because cities are settlements for their inhabitants, the role of indi-
viduals within the framework of social collectives must be at the fore-
front of urban research. Sociology offers insights into the relationship
between social and physical space. The flux model considers develop-
ments in the demographic composition of communities and their im-
pact on forms of urbanization. Sustainable city development forms a
primary investigatory trajectory of the laboratory. Consequently, en-
ergy —in terms of resources and their attendant emissions — plays a
prominent role in the research, and renewable energy sources and
technologies for reducing emissions are promoted. Similarly, specific
emphasis is placed on managing water, including its retention, col-
lection, reuse and discharge, to minimize consumption and maximize
the effectiveness of water distribution and irrigation systems. Because
space, too, is a resource, we address questions of territorial allocation,
organization, logistics and use. Specific attention is given to infra-
structural systems and optimizing flows of people, goods and materi-
als. Means are identified for maximizing the capacity of limited spatial
resources in view of qualitative demands.

Cities are physical artifacts. Therefore, we place special emphasis
on the behavior of materials and the means of construction. Refram-
ing questions of recycling and waste management in the context of
circular metabolisms makes it possible to take into account the impact
of materials throughout the life cycle of structures as well as the
material stocks found in cities. Cities not only generate money; they
also require significant financial investment. Combining questions of
urbanism and economics aids in assessing the ramifications of finan-
cial models on the constitution of cities to better balance public and
private sectors, local and global economies, and formal and informal
structures. Finally, the flow of information plays a key role in urban
formation. Accordingly, the model emphasizes communication within
the social body and the participation of stakeholders in decision-
making processes, as well as methods of governance oriented toward
consensus among various actors. One of the laboratory’s primary
objectives is to encourage the interaction of disciplines that play a
role in making the built environment, for it is only through their inter-
face that new ideas can arise. Of significance within this framework
is the role attributed to the design research studio, understood as a
platform for producing knowledge through design.

The flux model in practice

Using Addis Ababa as a case study, we are assessing various hypoth-
eses and propositions for its future development. The conditions we
work with are real, but the explorations are speculative — they help to
predict challenges and identify potential solutions. One important >

Continued on page 26



Termites have existed for over 55 million
years and are extremely good at what
they do. A great deal of their success can
be attributed to their cooperative “hive”
behavior. They are social insects.

Life cycle
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Urban breeding grounds

The rise and fall of cities and districts within them is a complex interplay of
supply and demand and cannot be controlled in any absolute fashion.

But urban planning that seeks to maximize diversity can play a major role
in creating openness, stability and social cohesion.

Kees Christiaanse, Chair of Architecture and Urban Design, ETH Zurich

The cyclical process of devaluation and re-
valuation typical of certain city neighbor-
hoods provides opportunities for transfor-
mation and innovation. In recent decades,
this process has been clearly evident in
western European cities. Structural eco-
nomic changes left behind many aged and
obsolete residential and industrial areas,
causing vacancies, plummeting rents and a
declining public image. At the same time,
the strong architectural identity and central
position of these neighborhoods has proved
a magnet for immigrants, artists, entrepre-
neurs and students. The combination of
spatial density, social diversity and special-
ized occupation stimulates interaction and
innovative development. These “urban
breeding grounds” contribute to the socio-
cultural and economic life of a city. Histori-
cal examples of such neighborhoods in-
clude Soho/Greenwich Village in New York,
Le Marais in Paris, Prenzlauer Berg in
Berlin, De Pijp in Amsterdam and Lang-
strasse in Zurich.

These areas are characterized by fine-
meshed, multidirectional street networks
and buildings of different ages, types and
sizes, amenable to a variety of uses. The
ground floor of buildings is also flexible and
open, making it possible to “colonize” public
space with outdoor restaurants and cafés or
goods for sale. Often, gates lead to interior
courtyards where industrial lofts have been
transformed into design studios, art galler-
ies or fashion workshops. The intermediate
space is animated with experimental ob-
jects, events, art or other improvised instal-
lations. Because of their central location,
urban breeding grounds are usually easily
accessible by foot and public transport.

The physical ambiance of these areas
fosters both horizontal and vertical network-
ing. Horizontal networking might include
reciprocal services between designers,
chefs and caterers, event organizers, and
financial and software providers, whereas
an example of vertical networking is the

complementary activity of fashion designers
and low-cost sewing shops run by immi-
grants. This pattern of cheap, local “urban
manufacturing” following and supporting
innovative, high-cost creative activities
constitutes a trend that has gone almost
unnoticed to date.

In several cases, slums have turned into
vibrant centers of activity as well as signifi-
cant factors in a city’s economy, identity
and branding. Yet success also carries the
risk of gentrification, leading to what Jane
Jacobs called the “self-destruction of diver-
sity” — the very source of success in the first
place. Less competitive enterprises may
move to adjacent neighborhoods where they
start the same process all over again. This
phenomenon of “drifting” or “shifting fron-
tiers” shows that urban breeding grounds
are not fixed entities, but rather represent a
volatile balance between diversifying and
homogenizing forces. Consequently, these
quarters cannot be designed in a top-down
way as some city governments try to do; at
best, they can be “steered” by policy. Ap-
propriate policies may include protection of
urban typologies, a ban on merging proper-
ties or stipulating a minimum percentage of
dwellings per block, as well as bonus-malus
rules, which allow more built volume when
an investor includes a cultural function or
tax break for young entrepreneurs. Urban
breeding grounds are by definition dynamic,
and managing them is best done through
discerning policy combined with an intelli-
gent public-private investment strategy. =
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A compact design that combines residential blocks and space for small
businesses is promising alternative to conventional housing.

objective is to imagine how Addis Ababa might evolve over time. The
design of anticipated developments offers a practical means of iden-
tifying prospective transformations. Because change is the only con-
stant, we assume the urban fabric of a given site to be not an entity
fixed in time, but an incessantly evolving system. Thus, designing
also entails the design of processes. Investigations combine strategies
for analysis, design and realization. The following three examples show
a range of propositions that were developed within the laboratory and
that are currently being implemented in practice.

To reduce migration from rural to urban regions, we have identified
strategies to promote the construction of new towns outside Addis
Ababa. Governmental authorities have agreed to implement the
“Nestown”— New Energy Self-sufficient Town — project, which should
ultimately lead to over 200 new sustainable settlements. Construction
of the first town in Bura at Lake Tana started in the summer of 2010.
The public transportation infrastructure in Ethiopia is significantly in
need of promotion. The laboratory sought collaborations with state
officials and engineers to promote the introduction of light-rail and
streetcar systems. These efforts led to a new public-private partner-
ship that is currently planning an extended network of transit
links both within and between urban areas. Power will be supplied
by the Ethiopian Electric and Power Authority using solar and hydro-
electric energy.

Despite important work done in the low-cost housing sector with-
in the past decade, new solutions are required to alleviate the current
lack of units with appropriate infrastructure for water, sewage and
electricity. Learning from the Grand Housing Program sponsored by
the Addis Ababa city government, the laboratory initiated the Addis
Built project for slum upgrading and densification, combining self-built
with prefab construction and supporting community-based micro-and
small enterprises. Other themes addressed within the laboratory in-
clude developing local materials for construction, implementing off-
grid and microgrid infrastructure for generating electrical power and
sewage treatment, and identifying strategies for the reforestation of
entire stretches of land.

Viewing Ethiopia’s present urbanization from the vantage of human
resources and their fluctuations raises the question whether changed
circumstances will be taken as an opportunity for strengthening the
sovereignty of citizens. Whereas, in many parts of Africa, people are
frequently treated as pawns to be discarded when no longer needed,
efforts are under way in Ethiopia to promote communal solidarity,
based on merged top-down and bottom-up processes. The task ahead
to build new towns and cities envisages the deployment of urban
planning as a collective endeavor, one supporting civic works projects,
vocational programs, micro- and small enterprises, worker unions,
housing collaboratives and so forth. These are still early days. But
Ethiopia’s urban transformation offers the potential for a new social
contract — keeping in mind that the terms “city” and “citizenship” share
the same root. [

A Investing in cities

In this article Marc Angélil and Dirk Hebel address one of the key
demographic megatrend themes: urbanization. New cities are being
formed, in particular in emerging and frontier markets, as more

and more people move from rural to urban areas in search of a better
quality of life or of job opportunities. This trend - likely to continue

for years ahead - has many implications, e.g. for housing, sewage and
transport infrastructure, health care and education services. As such,
companies geared to these sectors are likely to benefit from this
megatrend.

Juliette Lim-Fat, Roger Signer
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Reclaiming Brazil’s cities

Despite Brazil's booming economy, its cities are still blighted by
corruption and lawlessness. In particular, armed violence related
to drug trafficking results in high homicide rates that affect

the young and poor disproportionately. Urban violence specialist
Emilio Enrique Dellasoppa describes Brazil's determined
efforts to fix its crime and crime-control problems.

Giselle Weiss, freelance writer

| o

You can listen to Global Investor on the Global Investor Knowledge Platform
www.credit-suisse.com/globalinvestor

Emilio Enrique Dellasoppa is a professor at the State University of Rio de Janeiro. He specializes in urban
violence and police institutions in Brazil. He has authored a book on political violence in Argentina,

and several papers and book chapters. He received an engineering degree from the University of La Plata
(Argentina) and a PhD in political science from the University of Sdo Paulo, Brazil.
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Giselle Weiss: What drives crime in Brazil?
Emilio Enrique Dellasoppa: Fifty years
ago, homicides, for example, were caused
mostly by crimes of passion or related to
alcohol. Individual crimes still exist, but

now we also have crime on a big scale that
involves a complex mix of drug trade and
trafficking, as well as heavy weapons,
money laundering and corruption of state
bureaucracies. Brazil's urbanization is
second only to China’s. That development
has a cost in terms of the common good,
including public security.
How does the pattern of crime vary from
Emilio Enrique Dellasoppa: Particularly
in Brasilia and Sao Paulo, crime is associat-

ed with drug gangs, vigilantes and the use
of deadly force by the military police. Rio,
which is characterized by very violent crime,
has three major criminal factions that use
the city’s hilly geography to their advantage.
The factions fight among themselves and
against the government, which for many
years lacked the vehicles, money, equip-
ment and logistics to do its job effectively.
How has the crime situation changed

over time?

Emilio Enrique Dellasoppa: Between
1940 and 1960, the homicide rate in Séo
Paulo was around b5 per 100,000. It started
to change in the 1980s, and by 1997,
it had increased to almost 50 per 100,000.
Homicide rates also soared in Rio de Janeiro,
Vitéria, Recife and other state capitals.
Murders in Brazil reached a peak in 2003
and then started to taper off somewhat.

In S&o Paulo the homicide rate fell about
65% in ten years, but the public security
situation cannot be accurately summarized
by a single figure.

Why the improvement in Sdo Paulo?

Emilio Enrique Dellasoppa: There is no
single reason. Police reform played a big
role. Another important factor was a
2003 law aimed at taking firearms out of
circulation. Moreover, between 2000 and
2006, the number of 15-to 25-year-olds
decreased, and that age group had been
responsible for a rise in youth crime during
the 1990s. Finally, unlike Rio, Sdo Paulo
has only one major gang.

Rio’s slums — the favelas — are much in

the news.

Emilio Enrique Dellasoppa: One reason
is that Rio will be hosting the World Cup in
2014 and the Olympic Games in 2016.
Many favelas lie between an upscale resi-
dential area and the site of the games. But
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Military police patrol one of the many favelas with guns drawn. The abuse of lethal force is pervasive.
In Rio de Janeiro, specially trained pacifying police units have been created to deal with the problem.

Security Secretary José Mariano Beltrame,
with the backing of the state and federal
government, has been working to clean up
about 40 of Rio’s slums since 2008. Be-
cause the problem of violence is so serious,
Beltrame decided to make a priority of driv-
ing out the armed gangs. Police presence
in strategically selected favelas has been
beefed up considerably with new “pacifying”
police units. At the same time, the govern-
ment is investing heavily in infrastructure
such as health clinics and transportation, as
well as elevators, escalators and funiculars.
In early June, Complexo do Alemao, a clus-
ter of favelas in the north of the city, got its
first bank.

How much rethinking has taken place

on approaches to improving security in

recent years?

Security in
Brazil is extremely complex and the product
of many competing interests. Constitution-

“Factions fight
among them-
selves and against
the government,
which for many
years lacked the
vehicles, money,
equipment and
logistics to do its
job.”

ally, the jobs of the military police and the
civil police are separate. But the relation-
ship between the two has been marked by
an intense rivalry. The military police in par-
ticular are insufficiently trained for what
they do, and badly paid. The abuse of lethal
force and corruption are pervasive prob-
lems. Trying to address them is what led to
the creation of the pacifying police units.
They are newly recruited, specially trained,
and get better salaries than their traditional
counterparts. Hopefully, they will be more
resistant to corruption and more amenable
to a style of law and order that stresses
prevention.

How does cooperation work between
security forces and other parts of

the government and the private sector?

In Brazil,
public security is the responsibility of the
federal and state governments. But histori-
cally, a lack of coordination between them
has hindered efforts to combat violence.

A law passed in 2007 facilitates coopera-
tion on matters of public security between
municipal, state and national levels of
government. The ministry of justice now
has a more proactive role in promoting

and financing projects related to security in
the states.

What does it cost to provide security

in Brazil?

In 2008, the
state governments allocated USD 18.1 billion
to public security, up from USD 13 billion
in 2005. The federal government invested
USD 1.4 billion and is planning to spend
USD 1.8 billion for 2010. Support has been
growing steadily since 2005.

The private security business is one of the
fastest-growing sectors of Brazil's economy.

Presently,
estimates put the ratio of private to public
police at four to one, on a par with Califor-
nia. A serious problem in Brazil is that most
of this force is illegal. Public officers usually
enter the illegal market to improve their in-
come. Another unhappy by-product of the
rise in private security is that it has provided
the manpower that sped up the proliferation
of militias in the favelas.

In what way ?

The militias
started to be a security problem about eight
years ago. Now they control somewhere
between 150 and 200 favelas or “communi-
ties.” The militias consist of public and pri-
vate police officers, firefighters and prison
workers who sell security. But they also run



illegal activities such as controlling electrici-
ty, cable TV and gas supplies. They are also
suspected of drug dealing in some commu-
nities. Just last year, 225 people in Rio de
Janeiro were indicted for being involved
with militias, including two elected officials.
How are the police regarded by the
population?

Emilio Enrique Dellasoppa: High crime
is concentrated in relatively few neighbor-
hoods. But people perceive criminality to be
much higher than it is. For example, surveys
have shown that 59% of all residents of Rio
de Janeiro do not feel safe walking about in
their city. For Recife and Sao Paulo, the
numbers are similar. Yet, according to a na-
tional poll taken in 2007, people gave the
military and federal police far more credibili-
ty than they did politicians.

What is the most fundamental change
required to make a difference in the safety

of Brazil's cities?

Emilio Enrique Dellasoppa: Corruption
is deeply ingrained in our society, but it
doesn’t only come from the police. It also
comes from the citizenry. We have to find
some way of changing people’s acceptance
of it as a normal way of doing things. m

A Investing in cities

Public security is usually the responsibility

of the police force and funded by the state or
government. In this article, Emilio Enrique
Dellasoppa highlights the importance of the
quality and trustworthiness of private security
providers. Private-sector companies with
established brands are in a strong position

in this sector, where consumer confidence

is particularly important. Suppliers provide
services from basic guarding and patrolling to
innovative technologies (sensors and detec-
tors) and interlinked systems (alarms, remote
monitoring and surveillance). Public police
forces, too, need to be well-equipped.

Kevin Lyne-Smith
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Law and order in Rio

“I am the first security
secretary to complete
a four-year term of office.”

My first order of business when | assumed my position as Secretary of
Security for the State of Rio de Janeiro was to make sure that the work
of the police was no longer influenced by politics. | am the first security
secretary to complete a four-year term of office, which just goes to show
how disorganized things were when we arrived in January 2007.

We are also increasing the number of police officers with specific
training to tackle some of the city’s specific problems. The pacifying
police units were created so we could look after the favelas and get rid
of the drug traffickers. But it is important to realize that, although they
are very visible, the favelas are not Rio’s only problem. Crime here has
deeper roots than that, and we cannot blame the favelas alone. We have
also taken actions that affect the city as a whole. For example, we es-
tablished targets so that we could reward the units that were able to
reduce the incidence of violent crimes. We built a brand-new, compre-
hensive homicide department to improve the rate of solved crimes and
to increase the number of arrests in such cases.

The conviction that the police should be acting more carefully and
more intelligently had been growing within Rio’s police force for a very
long time. One of our priorities is improving working conditions for police.
After all, the police officers out in the streets are the ones most respon-
sible for implementing our security policies. Conditions are not yet ideal,
but they have improved a lot. The budget of the security department is
increasing, and the federal government has made security one of its
priorities. Today, all levels of government are aware that it is necessary
to invest in the police to justify the trust that society is beginning to place
in our projects. The dialogue is very open.

In addition, we have numerous partnerships with different sectors of
society. We even have a public Web site. A brief perusal of Rio's newspapers
would be enough to conclude that the government’s motto “joining forces”
is very much respected by the security department. We believe our ap-
proach is going to work for Rio, and we are learning from the results. m

¥

José Mariano Beltrame trained in strategic intelligence at Universidade Salgado de
Oliveira and at the War College before joining the Department of Federal Police in
1981 as a federal police officer with special expertise in combating organized crime
and drug trafficking. In 2007, he was appointed Secretary of Security for the State
of Rio de Janeiro.
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Tomorrow’s urban centers will look more like the cities we k fq'. ‘than like somethin of “Blade Runner.” Rather than emerging whole from grand designs,
cities will be the fruit of many ambitious, smaller projects a ﬁ laptive to rapid ecor social and cultural changgs, as well as energy constraints.
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Evolution,

not revolution

Designs for future cities excite us because they are visionary. They promise a way out of urban
structures that have become dilapidated or intractable. But cities are functional entities that exist
in a real world of real people. Angelus Eisinger, an urban planning specialist, argues that imagining
the next generations of cities must be predicated above all on adaptability to rapid change.

Angelus Eisinger, City Planner, Hafen City University

| oo

You can listen to Global Investor on the Global Investor Knowledge Platform
www.credit-suisse.com/globalinvestor

The writing is on the wall, and it says that cities are the future. But
exactly what shape those cities will take is less clear. Visionary urban
experiments such as the ecological city of Masdar in Abu Dhabi and
similar attempts near Shanghai grab headlines. Impressive new sky-
lines mirror the dynamism of Asia’s megacities. In Europe, urban
renewal focuses on rediscovering inner cities and redeveloping the
brownfields of the industrial age. In contrast, a large part of the de-
veloping world’s urban population lives in informal settlements.

These diverse trajectories do not converge to a single urban mod-
el for the future. Instead, they call for better understanding of how
urban transformation occurs and of the potential pitfalls peculiar to
individual urban circumstances. In the 1900s, the intellectual and
scientific debate over the future of cities failed to predict what city
planners call statistical urbanization — the proliferation of suburbs,
megacities and metropolitan regions so typical of today. Indeed, de-
signs for new cities tend to err on the side of science fiction.

So where should we look now for intimations of the built urban
future? Year after year, mid-sized European cities such as Vienna,
Zurich, Munich and Stockholm top the popular Mercer list of most
livable cities worldwide. At first glance, this consistency would appear
to suggest that a sure formula for success is high densities of people
with a broad mix of occupations, attractive public spaces and good
connectivity. The European city of the last two centuries more or less
fits these criteria. But the urban template of the last century is ill
suited to the challenges ahead for tomorrow’s cities. The dynamics
of globalization have fundamentally restructured the world economy
around new centers of power and control, such as London, New York

and Tokyo. According to geographer Ash Amin, these cities are focal
points of consumption, culture and creativity, and hothouses of the
new and the modern. They concentrate resources, knowledge and
skills. But also under the influence of global competition, these and
other cities have ceased to be territorial islands. They are integrated
into international and world networks.

In city planning, as in science, change is more incremental than
not. Accordingly, the future potential of cities rests on two dynamic
processes already at work. The first is intensified international (and
even global) competition among urban sites as locations of production
and commerce, as well as attractors for highly qualified people. The
second process is an uptick in communicating and exchanging infor-
mation in real time. Global flows of goods, services, people, skills and
knowledge will continue to alter the existing division of labor and
challenge established economic clusters. Geographical distances and
political borders will matter less and less. Rather, cities will function
as essential nodes and interfaces in these flows and relations.

Canary Wharf: A case study

The rise of London to the top of the financial world is a telling ex-
ample of how restructuring on a global level shapes the local future
of a city. Less than 30 years ago, Canary Wharf and London’s Dock-
lands area were the most obvious signs of an England in crisis. Prior
to that, the harbor area mirrored the power and wealth of the British
Empire. After the Second World War, the harbor followed Britain's
economy into decline, and the advent of the container industry during
the 1960s finished it off. By the end of the 1970s, large areas of >
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London’s inner-city areas were vacant. In the early 1980s, reviving
the Docklands became a matter of national priority, helped by incen-
tives for private enterprise.

The renaissance of the area around 1995 is inextricably linked to
the fortunes of the City of London, the traditional banking and finan-
cial district of the British capital. From the outset, the City featured
a mix of functions and proximity of services. Finance and insurance
companies were concentrated on ground floors, all within walking
distance of London’s stock exchange. But technological progress,
especially computers, dramatically changed demand for business
space. Computer networks, servers and their cooling systems would
no longer fit into the old buildings. People clamored for new head-
quarters that could not be served within the City. At the same time,
the high cost of office space accelerated competition with other nodes
like Frankfurt and New York.

Canary Wharf’s high-rises illustrate the potential of public and
private partnership. They are essentially the product of a market-
oriented planning system introduced in Britain at the beginning of the
1980s that placed urban development in the hands of the private sec-
tor. As a main interface in the global networks of capital, resources
and power, Canary Wharf was soon spurring London’s boom. But the
urban planning was less than perfect. Public transport could not keep
up with the rush of commuters to the Docklands. In addition, the new
prosperity put economic pressure on the neighboring working-class
boroughs in East London. In fact, Canary Wharf shares more with
similar nodes in the global economy like the City of London, the fi-
nancial district in Frankfurt or Zurich's Bahnhofstrasse than with the
urban district a stone’s throw away. Such gaps will remain problems
to solve for the city of tomorrow.

The end of science fiction

Urban development is the art of mediating an inevitable interplay of
global requirements and local conditions. Unlike the idealistic cities
of yore, the ideal cities of tomorrow will not emerge whole from large -
scale urban master plans or the vision of a single gifted architect.
Rather, they will be the fruit of many ambitious, smaller projects and
necessarily adaptive - to rapid economic, social and cultural changes,
as well as energy constraints. But cities will still have to write and
implement their own futures. The rise of Zurich and Stockholm in the
last decade to two of the most livable cities worldwide is a case in
point. Their qualifications include their global connectivity, cultural
life, educational system, proximity to natural beauty, and a safe
and healthy environment. All other things being equal, these “soft”
factors will determine how open, rich and creative a city will be in
the future. [

A Investing in cities

Cities of tomorrow will have to deal with global competition. To keep
up, cities will have to provide state-of-the-art infrastructure to ensure
a safe and reliable energy supply for efficient public and private transport
and high-speed communications. In addition, sustainability and eco-
logical considerations are likely to become much more important. This
is likely to lead increasingly to smart grid and communications network
investments, in our view. Suppliers include companies from the IT,
telecoms, telecoms equipment and capital goods industries as well as
utilities.

Reto Hess
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Around the globe

Today, more people live in cities than ever before. The essential
features that enable cities worldwide to attract the new citizens
and businesses — good infrastructure and security, for example —
also provide opportunities for investors.

One of the strongest megatrends we are cur-
rently experiencing is urbanization. The rap-
idly changing skylines of cities in Asia and in
the Middle East are certainly the most impres-
sive signs of the quick growth of urban cen-
ters. The number of city dwellers is rising at
a solid rate in both emerging markets and
developed markets. Indeed, on a global scale,
the equivalent of the entire population of
France relocates from the countryside to cit-
ies each year. In 2009, for the first time in
history, more than half of the world population
lived in cities. We estimate that this trend will
develop further, as globalization encourages
urban centers throughout the world to com-
pete for new citizens and businesses, and
gives further impetus to migration from rural
to urban areas, which has always been a key
part of economic development.

How to invest in the urbanization theme

As cities compete with their peers, sometimes
on far continents, it has become even more
essential to score high rankings in fields such
as infrastructure, security, schools and cul-
tural activities. All this opens up key new in-
vestment opportunities. For example, wheth-
er in the developed or emerging markets,

building cities involves the construction of
housing and infrastructure. Companies that
produce and market construction materials,
such as steel or cement, should benefit from
solid demand related to urbanization. Global
cement companies generally have a broadly
diversified portfolio of plants around the globe,
allowing for broad participation in the urban-
ization theme. Construction companies and
developers are usually more regionally fo-
cused, but they also provide the opportunity
for direct investment in the urbanization trend.

Urbanization also provides investment
opportunities far beyond the materials and
construction sectors. The transformations
induced by urbanization have led to many new
issues that must be tackled to facilitate the
proper functioning of cities and urban areas.

With people living in densely populated
areas, water systems, waste disposal and
logistics are, in general, becoming more im-
portant. Water desalination and purification
technologies are expected to face growing
demand, especially as water scarcity is exac-
erbated by urbanization. Specialized small-
and mid-cap companies in related technolo-
gies allow for investment exposure to this
topic; many technology leaders, however, are

large industrial companies where the segment
accounts for only a relatively low share of
operations. The same is true for waste man-
agement, where only a restricted number of
pure-play companies, often with regionally
limited operations, are publicly listed.

Commuting is another area that has be-
come a key aspect of urban life. Road con-
gestion, noise and poor air quality are con-
sequences that call for innovative solutions.
Companies that provide solutions for public
transportation (e.g. trains, subways) are like-
ly to benefit from increased demand globally.
More risk-tolerant investors could also con-
sider companies involved in new approaches
to urban transportation, such as electric ve-
hicles and related infrastructure.

The high population density and anonym-
ity of modern cities make security issues
more prevalent. This fuels an increasing de-
mand for security devices, such as CCTV —a
technology that is increasingly taking advan-
tage of new technological advances (e.g.
wireless devices and pattern-recognition
software). Besides small- and mid-cap com-
panies that provide security technologies,
there are some large industrials that provide
integrated solutions to different aspects of
the security problem.

Urbanization is a megatrend at the heart
of global economic development. In an era
where structural change continues to create
deep financial market uncertainty, we believe
it offers a clear investment focus to guide
investors. m

Lars Kalbreier, CFA
Head of Global Equity and Alternatives Research

Roger Signer, CFA, CAIA
Research Analyst



“China’s rapid rise up the value chain is largely
due to its higher rate of investment.”

Joseph Tan

“In the second half of the decade, when we
approach the capacity limit, the likelihood of a
significant price rally for oil increases.”

Tobias Merath

“Deepwater oil resources are too important to
ignore and their significance will further increase.”

André Frick

“Investment demand for high-end residential
properties and luxury home prices is typically
higher the more global a city is.”

Martin Bernhard

“We view a company’s management of sustain-
ability issues as an increasingly powerful de-
terminant of its future ability to navigate change.”

Robert Ruttmann

‘At a time of crisis, resistance to change is
diminished, thereby facilitating innovations.”

Thomas C. Kaufmann
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More than just a low-value manufacturing hub

China’s rising productivity and increased standard of living are evidence of the country’s transition to a consumption-driven economy. But its progress has
implications for income distribution within the country as well as for the economic destiny of its East Asian neighbors.



China’s

consumption boom

China’s wages are rising, particularly in

favor of lower-cost locations like Vietnam.

Rather than signaling a loss of competi-
tiveness, in our view the trend is a natural
aspect of the transformation of the
Chinese and East Asian economies.

Joseph Tan, CFA

Chief Asian Economist

+65 6212 6727
joseph.tan@credit-suisse.com

Shivani Tharmaratnam

Foreign Exchange Analyst

+65 6212 6482
shivani.tharmaratnam@credit-suisse.com
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Three key interrelated themes will come to the fore in
the coming decade, in our view. First, we expect East
Asia to become more polarized economically as China
moves up the value chain. Second, we think China will
move from a production-led to a consumption-led
economy. Finally, with the transition of the Chinese
economy and as the global economy is rebalanced, the
Chinese yuan will rise in importance and could eventu-
ally become a reserve currency.

Asia polarizing as China ups value

Back in 2002-2004, the biggest fear of East Asia was
that China would absorb all the foreign direct investment
(FDI) headed into the region and that the rise of China’s
industries would lead to a “hollowing-out” of industries
elsewhere. This did indeed happen to some degree,
with some low-value-added industries that are heavily
reliant on low-cost labor uprooting and moving to
China. However, since 2005 there has been a rapid
rise in Chinese manufacturing wages relative to the rest
of low-cost Asia (see Figure 1). Manufacturing wages in
China are now significantly higher than those in Indo-
nesia, Vietnam and even Thailand. In our view, some
reverse hollowing-out is likely to occur as China’s
wages rise.

However, we think that this trend will be mitigated
as some manufacturers will tolerate higher wage costs

“China’s rapid rise
up the value chain is
largely due to its
higher rate of invest-
ment.”

Joseph Tan
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to be closer to the Chinese consumer market. Further-
more, low-value-industries could also shift further in-
land into the western parts of China to take advan-
tage of low-cost labor there, though much of this
move will depend on improved road and rail connectivity
with the costal areas. Yet another dimension to con-
sider is that, while absolute wages have risen in China,
productivity has also gained, so that wages as a per-
centage of GDP have stayed fairly constant at around
9% since early 2000.

Sharply rising productivity in China is reflected in
an impressive and often understated move of China up
the value chain. Since the early 2000s, China’s manu-
facturing export mix has shifted away from items such
as raw materials and textiles to items like data process-
ing machines and other electrical machinery. There is
a virtuous cycle under way in China at the moment.
As wages and household incomes increase in China,
the country is shifting from a production-led economy
into one that is more consumption-led. Consumers with
more spending power are demanding better-quality
products, often in the high-tech segment. Similarly, as
China loses its competitiveness in low-value-added
products, manufacturers are also being forced to pro-
duce more sophisticated products to achieve suffi-
ciently high margins both in the domestic and inter-
national markets. This rapid rise has been very stark
(see Figure 3); China can clearly no longer be strictly
classified as a low-value manufacturing hub.

China’s rapid rise up the value chain is largely due
to its higher rate of investment. Gross fixed capital
formation has been significantly higher than in low-cost
Asia and, since 2000, has increased from 35% to 45%
of GDP. The funding of this high rate of investment
stems from several sources. First, FDI in China has
risen from about USD 44 billion annually in 2000 to
about USD 105 billion in 2010. Second, tax collection
has become more efficient, with tax revenue as a per-
centage of GDP rising from 13% in early 2000 to 17.5%
in 2009. In turn, this increased rate of tax collection
has boosted government-led infrastructure spending
in areas such as roads and rail. Third, greater wealth
has increased the pool of private domestic savings from
which to fund investments.

One of the consequences of these trends is that
China is becoming a significant wedge that divides
East Asia into low-cost and high-value halves. Asia’s
manufacturing landscape is becoming more polarized
with countries like Cambodia, the Philippines, Thailand
and Vietnam constituting the lower-cost half that sup-
plies raw or semifinished inputs, while countries like
Japan, Hong Kong, Singapore, South Korea and Taiwan
will likely stay one step ahead of China in the technol-
ogy spectrum.

The implications will be different for the two halves.
The lower-value half is likely to become more corre-
lated with China’s manufacturing function, while the
higher-value half will likely cater more to China’s ad-
vanced consumers and its investment needs. There >
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01_Making its way up
the value chain

Manufacturing wages in China now outstrip
those of Indonesia, Vietnam and Thailand.
Source: CEIC, Credit Suisse
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02_Not an entirely smooth
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In becoming a consumption-driven economy,

China must cope with growing income
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is still a third group of countries that is in
transition and that can be described as a hy-
brid between commodity producers and in-
dustrials. Indonesia and Malaysia fall into this
group; they are rich in natural resources and
palm oil in particular, where the two practi-
cally command a duopoly. Resources such as
oil and palm oil are a major source of fiscal
revenue, as in the case of Malaysia, and in
turn provide funds for diversification into
value-added manufacturing. This diversifica-
tion is undertaken primarily via state-support-
ed corporations in Malaysia while, in the case
of Indonesia, it is driven more by a vibrant
private sector.

Growth less reliant on external demand

By focusing on China losing its export com-
petitiveness as a result of rising wages, we
not only run the risk of overlooking the chang-
ing regional positions of China and other re-
gional economies in the value chain, but also
China’s transition from a production-led to a
consumption-led economy. During the onset
of the global financial crisis, pessimists sug-
gested that China could see a significant
slowdown in growth to as low as 5%—-6%
year-on-year as its export model buckled in
tandem with the collapse in demand from G3
economies.

Instead, during the crisis years of 2008
and 2009, China’s substantial government
spending via its stimulus package of CNY
4 trillion and government-backed bank lending
of 9.6 trillion mostly to local government fund-
ing vehicles (LGFVs) helped the economy
grow 9.6% and 8.7%, respectively. However,
not only did government spending increase
significantly, but retail sales also expanded at
an average rate of 18% year-on-year during
the crisis, a testament to China'’s latent con-
sumption power. This reflects, of course, the
rapid pace at which the standard of living
in China has risen. Using the ubiquitous GDP
per capita measure, China has experienced
an exponential increase since the early 2000s
from about USD 7,500 per capita to USD
25,000 per capita in 2009.

The global financial crisis was a litmus test
of China’s resilience. It showed that China is
increasingly less reliant on external demand
for growth and more dependent on domestic
investment and consumption. With China ris-
ing to become the second-largest economy
in the world after having overtaken Japan, the
potential for this market of 1.3 billion people
to grow further on consumption is immense.
While China has overtaken the USA as the
largest automobile market in the world since

the start of 2010, the automobile per capita
ratio in China is extremely low at 0.05 com-
pared to the USA’s 1.06. This underscores
the potential for this consumer market to ex-
pand at a huge margin each year before it
even comes close to saturation point.

The transition to this consumption-driven
economy is unlikely to be smooth, however.
The biggest challenge that China will face in
the next decade will be to manage the widen-
ing income inequality and maintain social
harmony. China’s GINI coefficient, which is a
measure of income inequality, has deterio-
rated from 0.447 in 2004 to the latest figure
of 0.47. While average household incomes
have more than doubled in the brief five years
from 2004 to 2009, income distribution has
become far more unequal (see Figure 2). The
wealth of the top 10% of the richest house-
holds in China jumped close to 260% in the
2004-2009 period, and gains among the
80%-90% percentile were also fairly stark
at 125%.

When one compares the poorer western
regions of China to the coastal areas, there
are similar large differences in wealth levels.
While the political situation in China is likely
to remain stable, given the one-party govern-
ment, the transition to a stable consumer-
driven economy will ultimately require a more
equitable distribution of income.

Chinese yuan as a key reserve currency

The pickup in income and consumption has
major implications for international trade and
financial flows. First, while China is well
known for its massive trade surplus, it also
runs a sizable trade deficit versus the rest of

“The biggest challenge that China will
face in the next decade will be to
manage the widening income inequality
and maintain social harmony.”

Shivani Tharmaratnam



Asia. This trend is likely to continue as China
transitions further into a consumption-driven
economy.

Put another way, China is mostly accumu-
lating surpluses with deficit nations while run-
ning deficits with surplus nations. Beyond high-
quality consumer goods, the picture with regard
to capital goods consumption is similar. China’s
state of technology, coupled with its heavy
capital needs as it industrializes, means that
it has to run deficits versus high-tech countries
such as Germany, Japan and Korea. Of the
total imports from these countries, more than
40% are concentrated in high-value machinery
and electrical equipment.

As the claims on China start to increase,
foreign claimants will generate a rising de-
mand for Chinese assets. This should inten-
sify over time. China is beginning to respond
to such pressures by, for example, increas-
ingly allowing the settlement of transactions
with trading partners not in US dollars, but
in Chinese yuan. This is part of China’s plan
to eventually turn the yuan into a globally ac-
ceptable trade settlement currency. Similarly,
China is gradually developing and opening its
local financial market. The recent announce-
ment to allow yuan accumulated overseas
from trade or central bank swaps to be re-
invested in the mainland bond market should
encourage the development of its Panda bond
market over time.

On the other hand, China’s claims versus
deficit countries are predominantly in USA dol-
lars, at a time when countries such as the US
are running high debt-to-GDP ratios. Clearly,
China needs to carefully calibrate its reserve
management strategy. At the time of writing,
China is raising its purchase of Asian govern-
ment bonds in countries like Japan and Korea
as part of its gradual efforts to diversify its
USD 2.5 trillion of foreign exchange. How-
ever, this must be done delicately without
adversely affecting the aggregate value of its
entire portfolio of US Treasuries (see Figure 4).

Going forward, Chinese authorities will
gradually make the yuan fully convertible by
removing capital account restrictions. While
this process will likely take 10-15 years, it will
eventually make the yuan an important anchor
for Asia. In a global context, we could eventu-
ally arrive at a multipolar structure of the US
dollar, euro, yen and Chinese yuan coexisting
as major reserve currencies. The rising im-
portance and much-needed appreciation of
the yuan would also raise China’s purchasing
power and feed back into the virtuous loop of
transforming China into a consumption-driven
economy. -
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03_Getting it cheaper in Jakarta

As wages and household incomes increase in China, consumers are demanding better quality.
Consequently, the country is less competitive in low-value-added products.  source: CEIC, Credit Suisse
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04 _Toward a more open financial market

China is gradually diversifying its US dollar-denominated foreign exchange holdings with the purchase
of Asian government bonds from countries such as Japan and Korea.  source: Bloomberg, Credit Suisse
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Not whether, but when

Efforts to meet demand for oil in the face of approaching capacity limits (around 2020, by our estimates) present opportunities for investors
in the areas of exploration, development of alternative energy forms and commodity markets.



Long-term oill prices:
A new energy crisis?

As recently as 2008, the International
Energy Agency warned of an energy

crisis. Since then, the global

recession

has eased the supply/demand balance
in the oil market. However, the general

problem remains unresolved.

Tobias Merath, CFA
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tobias.merath@credit-suisse.com
+41 44 333 13 62
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When oil prices crossed the USD 100 mark and finally
reached a high above USD 145 in 2008, the Interna-
tional Energy Agency (IEA) warned that the world might
be running into a veritable energy crisis soon. At the
time, demand was growing despite the surge in prices
and the global oil market was close to hitting its capac-
ity limit. Spare production capacity in OPEC countries
fell to about two million barrels per day (mb/d) —a quan-
tity that was just enough to cover seasonal fluctuations
in demand and serve as a buffer for maintenance work.
Since then, the supply/demand balance in the oil mar-
ket has eased somewhat and prices are now trading
well below their highs. During the global recession,
global oil demand fell more than 3%. At the same time,
new oil fields came on line — particularly in Saudi Arabia
and the area of the former Soviet Union. As a result,
spare production capacity increased and currently
stands at more than 5.5 mb/d — which is quite a com-
fortable level. However, now that the global economy
is recovering, it is clear that the general problem in the
oil market remains unsolved. While supply is growing,
it is becoming increasingly difficult for the supply side
to find enough additional reserves to compensate for

“In the second half
of the decade,

when we approach
the capacity limit,
the likelihood of a
significant price rally
for oil increases.”

Tobias Merath
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the decline in maturing oil fields and be able to increase
production capacity. To keep pace, the IEA estimates
that the oil sector will require a cumulative investment
of USD b trillion from now until 2030. Looking at new oil
projects and discoveries, the IEA expects global pro-
duction capacity for oil to reach 96.5 mb/d in 2015 —
up from 91 mb/d currently.

A long-term outlook for oil supply and demand

Most of the growth in capacity is expected to come
from OPEC countries — mainly from Iraq, Saudi Arabia
and Angola. In non-OPEC countries, supply additions
should come from Canadian oil sands, Brazilian deep-
water drilling and new oil fields from the Caspian Sea
region. However, estimates of future production capacity
are always subject to large uncertainties. For instance,
true reserves and capacities of Saudi Arabia and the
potential future oil output of Iraq are hard to forecast.
Taking the IEA numbers as guidance, we think that
global oil production capacity between 95 and 100 mb/d
between 20156 and 2020 is a reasonable estimate. How
much would demand need to grow to trigger a new
shortage? At the moment, the global spare production
capacity is fairly high.

During the recession, global oil demand fell and will
probably only reach the levels of 2008 again this year.
Currently, the world is consuming about 85 million bar-
rels of oil every day (see Figure 1). Since 1991, global oil
demand grew at an annual average rate of 1.9%. Due
to improvements in energy efficiency, the use of renew-
able energy and the increased use of gas as source of
power, demand is likely to grow at a slower rate in the
future. In its latest “Medium-Term Oil and Gas Markets
2010"report, the IEA expects an annual average growth
rate of 1.4% for 2009-2015. Beyond 2015, the growth
rate should fall even further. For the 2007-2030 pe-
riod, the IEA expects an annual average growth rate of
1.1%. For our analysis, we try to be conservative. Using
current oil consumption as a starting point and an an-
nual growth rate of 1.1%, we estimate the oil market
would come close to the capacity limit around the year
2020 (see Figure 1).

The relationship between supply, demand and prices

What does that mean for oil prices? The relationship
between supply, demand and oil prices is not as
straightforward as one would believe. Spare production
capacity plays a crucial role in the equation. This is il-
lustrated using a simple example (see Figure 2). Let's
assume that global oil production capacity stands at
100 mb/d. The supply curve is upward sloping; i.e. at
a higher price, producers are willing to produce more
oil. However, they can never produce more than the
maximum capacity. On the consumption side, the de-
mand curve is downward sloping; i.e. at a higher price,
consumers are willing to consume less oil. Now let us
consider a case in which we have considerable spare
production capacity. In this area, the supply curve is
fairly flat. Supply and demand intersect at point 1, >

continued page 44
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Deepwater drilling:

Too important to ignore

Oil companies have been venturing into ever-riskier locations

or environments in recent years thanks to advances in technology
and driven by surging oil prices. Despite the risks, the value of
“black gold” is sufficient incentive for multinational oil firms and
Western nations to continue pursuing this course in the near
future. Indeed, deepwater drilling will play an even more signif-
icant role in the coming years due to the lack of alternatives.

The tragic events surrounding the oil spill in
the Gulf of Mexico have raised many ques-
tions regarding the extent to which the en-
ergy sector has the capability to conduct in-
creasingly extensive and complex deepwater
operations. However, BP's Macondo borehole
is not unique, either in terms of the depth of
water (1,500 meters) or total depth of the well
(4,900 meters). In fact, oil-drilling operations
have already been successfully executed in the
Gulf of Mexico with water depths and overall
depths of up to 2,200 and 10,700 meters,
respectively. At the same time, however, the
oil-spill incident has also underscored the
importance of deepwater exploration and pro-
duction as a source of value and growth. In
Brazil and the Gulf of Mexico, oil groups have
been tapping these offshore oil resources
since the 1980s (see Figure 1). Meanwhile,
deepwater oil production is dominated by four
main regions that produce 90% of the volume:
Brazil, Gulf of Mexico, Nigeria and Angola. In
addition, the most recent successful explora-
tion activities off the coast of Ghana have
expanded the opportunities in West Africa
(see Figure 2). Australia and countries near the
Arctic Circle could also assume a more sig-

nificant role in the future. Deepwater drilling
operations served as the growth engine of oil
production in the past decade, with produc-
tion at these oil reservoirs already currently
accounting for 7% of global crude-oil vol-
umes. We expect the share to increase to
12% by 2020 due to the fact that, since 1996,
deepwater discoveries have made up the lion’s
share of worldwide oil and gas finds in the oil
industry.

Offshore projects key to future success

Offshore fields represent an important pillar
of the project portfolios of Western integrated
oil companies, with 10%-15% of their total
production currently emanating from the
ocean depths. Already established multi-
national oil groups have faced difficult times
in recent years in the global search for oil and
gas reserves. Easily accessible resources in
many regions have already been discovered
and developed. Oil fields in the North Sea and
the USA have since traversed the peaks in
terms of their production rates and, in some
cases, show sharply declining production vol-
umes. In regions where reserves still lie close
to the earth’s surface (e.g. the Middle East,

Russia or parts of South America), access for
Western oil firms is often hampered or even
impossible (see Figure 3). Consequently, these
companies have been compelled to negotiate
in order to avoid being outrun and overtaken
by the national oil and gas “champions,” which
have built up strong market positions in those
areas in past years, with privileged access to
new resources.

Oil multinationals in transformation

There are three future strategies left for the
Western oil majors: Investing in new and pos-
sibly politically unstable regions, accepting
potentially high risks; growing through acqui-
sition of competitors; or differentiating them-
selves through expertise and technology.
Under the first two options, the established
multinational oil firms must compete with the
emerging Asian energy groups, which boast
enormous financial resources. Hence, in re-
cent years, most Western oil majors have
stepped up their focus on unconventional op-
portunities for producing fossil fuels, e.g. oil
sands, liquefied natural gas (LNG), gas-to-
liquids (GTL, i.e. synfuel), unconventional
natural gas (shale gas, coal bed methane,
tight gas), or deepwater exploration and pro-
duction. These new projects already account
for 15%—30% of the groups’ total production,
and their contribution continues to rise. Al-
though such projects devour enormous sums
of financial resources in the initial phase and
require an extended start-up time as well as,
in most cases, a higher break-even oil price
than conventional projects, multinational oil
firms are indispensable due to their know-how
and technological edge.

No alternatives to deepwater drilling

Despite the risks associated with drilling at
even more remote and challenging reservoirs,
deepwater sources play too significant a role
for Western oil companies and their countries
to abandon. Even though drilling platforms in
the Gulf of Mexico currently stand idle, they
could soon be boring for oil again in the ocean
floor. Meanwhile, in Brazil, recent oil and
natural gas finds in the Santos Basin have not
only led to the discovery of a new oil province,
but could even catapult Brazil into the league
of oil-richest nations. Oil fields, at depths of
4,000-7,000 meters, are already in develop-
ment, potentially incurring investments for
infrastructure and oil field services of up to
USD 600 billion in the next two decades. In
West Africa, we currently see a mixed picture.
While Nigeria is one of the world’s richest
countries in oil as well as gas resources, and
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a cornerstone in the project portfolios of glob-
al energy companies, it has been dominated
by unrest, ethnic conflicts and project delays
in recent years. By contrast, a real sense of
vibrancy prevails in another country just a few

01_Deepwater exploration is a major source of energy supply

Despite its many risks, including the recent events in the Gulf of Mexico, since 1996 deepwater
discoveries have made up the lion’s share of worldwide oil and gas finds in the oil industry.

Source: Credit Suisse, World Oil, IHS, company data
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risks that Western nations face, including the
threat of further oil spills, is the price they pay
for their independence. —

C
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01_0Oil consumption versus estimated production capacity

Using current consumption as a starting point and an annual rate of demand growth of 1.1%,
the oil market will approach the capacity limit in the second half of the decade.

Source: US Department of Energy, IEA, Credit Suisse
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02_Supply, demand and prices for oil

The closer the oil market is to the capacity limit, the more an increase in demand will affect the
price. With low spare production capacity, the likelihood of large price spikes increases.

Source: Credit Suisse
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which defines the oil price and the produced
quantity of oil. As the economy grows, the
demand curve shifts upwards; i.e. at the same
price, the world wants to consume more oil.
The curves now intersect at point 2. Since the
supply curve is fairly flat, the price increases
only by a small amount, while the produced
quantity increases considerably. Now let us
consider the case with low spare capacity.
Here the supply curve is much steeper. Sup-
ply and demand intersect at point 3. The same
amount of economic growth as in the first
case will now shift the equilibrium from point
3 to point 4. The produced quantity of oil
increases only by a fraction, but the price
increases much more. The conclusion is that,
with lower spare capacity, the likelihood of
significant price spikes increases.

Implications for investors

Due to the current high level of spare produc-
tion capacity, we would argue that we are in
an area where the supply curve for oil is rath-
er flat. Even as demand grows, the oil price
should trade fairly steadily. However, in the
second half of the decade, when we approach
the capacity limit, the likelihood of a signifi-
cant price rally for oil increases. We think our
analysis shows that there is considerable
long-term upward potential for oil prices. In
this context, the IEA expects an oil price of
over USD 100 for the time after 2020. We
think this might be too conservative. In our
view, the era of cheap oil is definitely over.

There are several ways to tackle the prob-
lems associated with the scenarios outlined
above. First of all, one can try to increase oil
production capacity. This will probably be an
important part of the solution. Already now,
considerable investment is going into explora-
tion projects, for instance in Brazil or off the
coast of West Africa. Over the longer term,
this should present good investment oppor-
tunities in oil equities, particularly as we ex-
pect higher long-term oil prices. Another
possibility is to decrease the rate of consump-
tion growth. This can mainly be done by im-
proving energy efficiency and using alterna-
tive energy forms. Given the fact that oil
markets are likely to already tighten signifi-
cantly in the second half of this decade, this
opens good investment opportunities in this
area as well. Fuel switching is another pos-
sibility for decreasing the rate of consumption
growth. The IEA expects that the use of gas
and coal will grow faster than the use of oil.
As aresult, these commodity markets should
also have further upside potential and present
good investment opportunities. -
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Property remains one of the most popular investments
for wealthy investors. In the “Wealth Report 2010™
produced by the property broker Knight Frank, high-
net-worth individuals (HNWIs) reported that real estate
makes up the largest share of their investment portfo-
lios. Within real estate, HNWIs focus mainly on direct
residential property (not counting the primary residence)
as well as commercial real estate. Investors are at-
tracted by traditional benefits of direct real estate, such
as the typically relatively low correlation to other asset
classes, its tangible nature or the ability to partly protect
against inflation. But, as shown below, a number of
other factors are important as well.

Real estate investment markets have become in-
creasingly global over the last decade with the luxury
residential segment being one of the favored destina-
tions for cross-border investments of wealthy individu-
als. Luxury residential properties range from vacation
homes in popular leisure and resort regions to apart-
ments in prestigious inner-city locations. In London,
for instance, the international buyers’ share in the very
high-end residential market (GBP & million+) rose from
below 40% in December 2008 to about 68% in June
2010, according to Knight Frank. Both the overall share
and the variety of the buyers’ nationalities are impres-
sive (see Figure 1). Compared to the overall residential
market, yields are, if anything, lower in the prime seg-

“Investment demand
for high-end residen-
tial properties and
luxury home prices is
typically higher the
more global a city is.”
Martin Bernhard
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ment. In the US —where we have longer data series on
both segments — capital appreciation in the high-end
market has been higher in New York and San Fran-
cisco, but lower in Los Angeles and San Diego over
the last 156-25 years. Evidence from other countries
also suggests moderate yields. Why, then, are high-end
residential markets in cities like London so attractive
for foreign investors? Lower price and return volatility
is not the reason: While the volatility of prime residen-
tial capital values has been lower in the US, it has
been higher in most developed Asian markets over the
last decade.

There seem to be a number of other benefits of
investing in foreign high-end property. The most im-
portant, in our view, is likely to be a safe-haven effect
relative to the home market. It is noteworthy that key
locations like London offer strong physical, legal as well
as political security. Other advantages include a favor-
able tax system or, in the case of Switzerland, the ex-
pectation of currency gains. Non-financial advantages
such as high environmental standards, good educa-
tional facilities and various “network” benefits seem to
be very important as well. Some of these features are
captured by the term “global city.”

The global city concept captures the international
socioeconomic importance of a city — as opposed to
the megacity concept, which merely looks at the pop-
ulation size. In 2008, the magazine “Foreign Policy,” in
collaboration with the consulting firm A.T. Kearney and
The Chicago Council of Global Affairs, created the
Global Cities Index — a ranking of 60 cities according
to their global relevance. The index analyzes the cities
across five dimensions: business activity (e.g. value of
local capital market, number of firms headquartered),
human capital (e.g. number of international schools,
percentage of residents with a university degree), cul-
tural experience (e.g. number of sporting or performing
art events, museums), political engagement (e.g. num-
ber of embassies, number of international organizations)
and information exchange. This dimension should reflect
the depth and breadth of information that is available
and disbursed in the location, and includes measures
such as the number of international news bureaus or
the number of broadband subscribers. Many of these
factors could also be summarized by the terms “open-
ness” or “diversity.”

Drivers for high-end residential prices

New York, London, Paris, Tokyo and Hong Kong were
at the top of the overall ranking in 2008. Given the
megatrend toward a multipolar world, it is likely that
emerging cities will catch up in the ranking over the
next years while some “old” global cities will lose in
relative importance. Investment demand for high-end
residential properties and luxury home prices is typi-
cally higher the more global a city is.

Reliable and comparable data for international prime
residential property prices is scarce. In its “Global Res-
idential Review 2010,” the real estate broker Savills >



The more global a city, the greater the investment demand

Cities such as New York, London, Paris, Tokyo and Hong Kong still command prime residential prices. But secondary cities like Vancouver, Sydney,
Copenhagen and Munich are becoming increasingly attractive, in part owing to their high standard of living.



International ? provides indicative prime apart-
ment prices for 24 global cities (see Figure 2).
In order to explain the price differences, we
conducted a series of univariate linear regres-
sions of survey and macroeconomic indicators
on the residential prices. While the analysis
provides some insights on the drivers of high-
end housing markets, results should be taken
with care given the limited data base and the
univariate estimation methodology.

Using the five dimensions of the Foreign
Policy Ranking as explanatory variables, we
found a strong positive relationship between
business activity, culture and human capital
and the cities’ prime residential prices. The
political and informational exchange dimen-
sions, on the other hand, seem to be less
important factors for prime residential prices.
Estimations using the Mastercard Worldwide
Center of Commerce Index 2008 confirm
these findings: Economic and financial
strength as well as ability of knowledge cre-
ation are highly correlated to prime apartment
prices. Unsurprisingly, higher GDP per capita,
i.e. a higher standard of living, stronger prop-
erty rights and lower tariffs (an indicator for
the degree of global economic integration)
are associated with higher luxury house prices.
The statistical relationship between the tax
burden and residential prices is inconclusive.
But, in practice, lower taxes spur internation-
al residential demand in developed markets,
and HNWIs may benefit from special tax ar-
rangements.

Non-economic factors also drive demand

From an investment viewpoint, we see the
greatest upside for high-end property prices
in cities that offer both a favorable material
and immaterial living environment for wealthy
individuals (low taxes, a strong legal system,
political and physical security, a good environ-
ment, cultural diversity etc.) and the potential
to gain in importance as a global city. In this
regard, we think that foreign residential prop-
erty demand may, in particular, increase in
selected “secondary” cities in the developed
world. Locations may include Vancouver,
Toronto, Sydney, Melbourne, Copenhagen,
Hamburg, Munich and Vienna. Australian,
Canadian and Northern European cities gen-
erally tend to rank high in various surveys for
living conditions, such as the Mercer Quality
of Living Survey and the Monocle’s Most Liv-
able Cities Index. In addition, prime residential
prices in these cities appear less expensive
than in the current leading global cities (see
Figure 2). There is thus some potential for con-
vergence. The prime residential segment in

Vancouver — one of the leading secondary
markets — has already outperformed New
York and London over the last six years.

The current leading global cities should
continue to offer opportunities in the high-end
residential segment as well. However, given
the low risk-adjusted returns in the past and
the sometimes rich valuations in these mar-
kets, the “secondary” cities may catch up.
Selected cities in emerging markets should
also eventually become more attractive in this
respect. These could include cities such as
Shanghai and Seoul, which are rapidly be-
coming key business centers in emerging
Asia and are very well positioned to become
leading centers in the global economic net-
work of tomorrow. However, these cities are
unlikely to be able to compete very soon
with cities such as London, New York or
Paris with regard to the important non-eco-
nomic factors that also drive the demand for
luxury urban property.

Given the non-commoditized and illiquid
nature of real estate, it is especially important
that a client should consult and appoint suit-
ably qualified real estate advisors when look-
ing to buy, manage or sell real estate. Credit
Suisse should be able to suggest a universe
of potential advisors if it has relevant knowl-
edge of a local market. Credit Suisse has
provided residential mortgages in many prime
liquid markets. The private banking client or
client prospect will need to have assets under
management with Credit Suisse Group for at
least an equivalent amount of the mortgage
loan. Mortgage amounts are typically between
CHF 1.5 million and CHF 20 million. Recent
transactions have been completed in London
and the surrounding “home counties,” Paris
and others. In addition, the bank remains very
active in Switzerland, both for commercial and
residential real estate, where considerably
larger loans may be considered. -

"“The Wealth Report 2010: A Global Perspective on Residential
Property and Wealth,” Knight Frank LLP, March 2010.

2“Global Residential Review 2010,” Savills International, March 2010.
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01_Demand for London high-
end residential properties

There were buyers from more than 50 different
countries active in the London prime
residential segment in the 12 months up to
June 2010.  source: Knight Frank, Credit Suisse
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02_Worldwide average
prime apartment prices

Global prime apartment prices can vary
markedly. Luxury home prices are typically
higher the more global a city is and the
higher the quality of living.  source: Savills, knight
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A new era of

sustainable investments

This year’s oil spill in the Gulf of Mexico
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financial performance. This awareness

can matter for investors too.
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Sustainability is attracting ever-greater public attention.
The topic already ranks highly on the legislative agen-
das of most governments, and media coverage of global
sustainability challenges has proliferated through news
channels around the world. But what impact —if any —
do these trends have on the way companies are run
and perform? And more specifically, does the increas-
ing public awareness on sustainability issues have any
relevance to the investment community ?

To attempt to answer these questions, it is worth
taking a look at how the global context of business is
changing. We are currently in a period of history in
which the economic landscape is changing faster than
at any time in the past — especially with respect to
the rapid economic development of emerging markets.
For instance, while it took the UK almost 200 years
to increase its GDP per capita from USD 1,000 to
USD 2,000, it has taken China less than a decade.
This surging growth in China, but also in other populous
emerging markets like India, Indonesia and Brazil, has
serious implications for the earth’s ecological carrying
capacity as well.

According to the World Wildlife Fund (WWF), a non-
governmental organization (NGO) focusing on eco-
logical sustainability, the acceleration of the industrial-
ization process in emerging markets is significantly
increasing the world’s ecological footprint (i.e. the

“We view a compa-
ny’'s management of
sustainability issues
as an increasingly
powerful determinant
of its future ability

to navigate change.”
Robert Ruttmann

amount of natural resources required to sustain nations
(see Figure 1), especially since emerging markets account
for around 80% of the world’s population. The WWF
estimates that our current consumption of natural re-
sources already exceeds the planet’s ability to replen-
ish them by 256%. And if current consumption trends of
natural resources continue, humans will likely need two
earths by 2050, according to the WWF.

This analysis suggests that we are already being
confronted with the limits of our ecological system.
Furthermore, the expanding public discourse on these
challenges is also changing the context in which com-
panies do business. Today social and political expecta-
tions of business are higher than ever before, and the
consequences for ignoring the demands of society are
more severe. This trend is already reflected in the surge
in regulatory policies as governments around the world
try to limit the adverse impacts business operations
may have on the environment. At the same time, Web-
driven participatory media such as Twitter, Youtube and
Facebook are enabling activists to mobilize public opin-
ion, shape policy and steer corporate strategy to a
greater extent than in the past.

Examples abound of how broad public sentiment
can influence corporate strategy. In the pharmaceutical
sector, for instance, public perceptions of excessive
prices charged for HIV/AIDS drugs in developing coun-
tries have pushed global pharmaceutical firms to make
these medications more accessible to the world’s poor.
Similarly, in the food sector, public concern about obe-
sity (which afflicts 32% of Americans) is resulting in
calls for further controls on the marketing of unhealthy
foods. And the oil and tobacco industries represent
further examples of how changing public perceptions
of corporate behavior continue to reshape the ways
companies do business.

Sustainability and shareholder value

Business leaders are increasingly recognizing that the
creation of long-term shareholder value is inextricably
linked to a company’s ability to respond to the demands
of society. It therefore comes as little surprise that in-
vestors are also seeking to incorporate concepts re-
lated to responsible corporate behavior into their as-
sessments of a company’s long-term value. But, up to
now, investing in sustainability has largely been the
domain of socially responsible investing. Yet socially
responsible investing has always been an awkward sci-
ence. Early approaches simplistically screened out in-
vestments in “sin sectors” such as alcohol, arms or
tobacco. Returns typically underperformed the market
due to the smaller opportunity set of investable stocks.
As a result, the mainstream investment community re-
ceived this approach with a good deal of reservation,
since it seemed to force a trade-off between “doing
good” and “performing well.” This rather negative result,
however, can be completely turned on its head. This is
what the current generation of responsible investment
strategies do. Instead of crudely excluding certain sec-



tors, the emphasis is on identifying companies
whose positive approach to stakeholder con-
cerns over environmental and community
issues can actually enhance medium-term
shareholder value. For example, firms pro-
actively managing issues around environmen-
tal stewardship, social engagement or the
implementation of labor standards along their
supply chains are likely to be better positioned
to prosper in a world in which expectations of
business are changing fast. At the same time,
companies ignoring changing social and
political expectations are increasingly expos-
ing themselves to risks of potentially costly
lawsuits, fines, backlashes from consumers
and — if investor confidence is affected —
increased costs of funding. In this context,
responsible investment strategies seek to
identify companies who actively manage their
reputations by responding to the concerns of
society early. Such companies are typically
able to better attract top talent, improve the
motivation of existing employees and enhance
the relationships with key stakeholders such
as governments, customers and NGOs — all
of which are issues that can impact a com-
pany’s long-term profitability.

Beyond protecting a firm’s reputation in an
increasingly demanding business environment,
the new generation of responsible investment
strategies also maintains that a proactive ap-
proach to sustainability trends can directly
affect a firm’s profitability by reducing costs
and even accessing new revenue streams.
Forinstance, companies implementing policies
directed at waste minimization and energy ef-
ficiency can reduce their operating expendi-
tures, and as such enhance their earnings. At
the same time, firms that develop new prod-
ucts and services related to sustainability
trends, such as electric cars, solar panels and
energy-efficient lightbulbs, can also benefit
by tapping into new and potentially very lucra-
tive revenue sources. Toyota's success with
its Prius is a case that can largely be attrib-
uted to a growing interest in environmentally
friendly products. Such examples suggest
that a company’s ability to actively manage
the risks and the opportunities resulting from
the evolving sustainability trends in our soci-
ety can have a very real impact on its business
success.

In fact, we at Credit Suisse believe that
issues related to sustainability are likely to
become one of the more critical drivers of
industrial change and economic development
over the next decade. Our responsible invest-
ment strategy is one way in which we try to
recognize this trend by systematically in- >
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01_Increasing the world’'s ecological footprint

If current consumption trends continue, humans will need two earths by 20560.

Source: World Resources Institute, IMF, Credit Suisse
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02_Performing well by
doing good

The Credit Suisse Social Awareness Index
has consistently led the MSCI World

Index. source: Bloomberg, Credit Suisse
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tegrating an analysis of a company’s manage-
ment of sustainability issues into our existing
fundamental investment process. In this con-
text, we view a company’s management of
sustainability issues as an increasingly power-
ful determinant of its future ability to navigate
change, to position itself competitively and
ultimately to generate long-term financial re-
turns.

At Credit Suisse, we define responsible
investment as the explicit recognition that
environmental, social and governance chal-
lenges can impact a company’s capacity to
generate long-term financial returns. As such,
the responsible investment strategy is based
on three premises. First, the approach is
driven by a clear financial imperative, which
seeks to identify companies likely to outper-
form the market in the medium to long term.
Second, we view a company’s handling of
sustainability issues as a powerful forward-
looking proxy for a company’s overall manage-
ment ability to respond to a changing business
environment. And finally, the third premise of
responsible investment is a long-term invest-
ment horizon, which implies investing in firms
with an enduring ability to create value and
sustain a competitive advantage within a
given sector.

Asking the difficult questions

Our research methodology for responsible
investment begins with an analysis of the sus-
tainability risks and opportunities that can
materially impact a company’s ability to sus-
tain profitability. To this end, we rely on a
rating system that measures 120 environmen-
tal and social criteria most likely to contribute
to a particular company'’s financial outperfor-
mance relative to peers — criteria such as
labor relations, health and safety standards,
employee motivation, corporate governance
standards, stakeholder engagement strate-
gies and environmental risk management
systems. The output of the model is a rating
matrix expressed on a relative scale, similar
to those used by credit-rating agencies. In a
second step, we refine the investment pro-
cess by integrating the rigorous bottom-up
fundamental financial analysis of our sector
analysts, and, in a final step, we adjust our
portfolio according to market-specific factors
such as country preference, sector, curren-
cies and other similar factors.

Our Credit Suisse Social Awareness Index
is constructed in a similar way. The index mea-
sures company sustainability performance
relative to the UN Global Compact and its
explicit reference to international standards

in the areas of human rights, labor standards,
the environment and anticorruption issues.
The idea is that companies without robust
policies in place to manage these issues are
exposed to greater potential social and envi-
ronmental problems and in turn expose inves-
tors to greater risk. Once a universe of so-
cially aware companies is defined, we use the
HOLT database to rank the stocks in terms
of corporate performance and its valuation
framework. The top 60 stocks are selected
as the constituents of the index, with the in-
dex being rebalanced semiannually.

A key question for many investors is
whether the integration of sustainability is-
sues into the investment process can deliver
acceptable returns over time. At least theo-
retically, additional information about the
long-term economic drivers of a firm should
lead to better investment decisions and better
performance. For instance, anyone investing
in European cement companies with a three-
year horizon today would likely want to take
account of the potential impact of the evolving
carbon emissions trading platform in Europe.
Academic studies also increasingly support
the view that additional information on long-
term economic drivers can enhance company
performance relative to the market. And, if
one looks at the historic performance of our
Credit Suisse Social Awareness Index (see
Figure 2), one can see that it has consistently
outperformed the MSCI World Index, with the
outperformance being particularly pronounced
in bull markets. The results suggest that com-
bining “sustainability overlays” with a robust
under-lying fundamental investment process
can indeed generate incremental perfor-
mance gains.

In the final analysis, we at Credit Suisse
view the responsible investment process as
a powerful tool to drive investment perfor-
mance. In this context, we believe the inter-
ests of shareholders, over time, will best be
served by companies that maximize their fi-
nancial performance by strategically manag-
ing their performance on sustainability issues.
So “doing good” and “performing well” may
not be at odds after all. -
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Crises: A seedbed
for innovation

Crises provide us with a sense of urgency and tend to make
us more open to rethink entrenched concepts and give formerly
dismissed ideas a second look.
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Better care:
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Health care costs are set to rise to unsustain-
able levels over the coming decades due to
an aging population and an increase in the
proportion of the elderly (see Figure 1). Accord-
ing to the National Council on Aging, in the
USA, approximately 80% of persons aged
65 years or more have at least one chronic
condition and 50% have at least two. Chron-
ic conditions are estimated to be responsible
for two-thirds of the US health care spending
of USD 2.5 trillion. The need for action seems
irrefutable.

One promising solution to these chal-
lenges is telemedicine, the use of information
technology to deliver health care services to
patients at a distance. While it encompasses
everything from electronic health records to
remote robotic surgery, we will highlight the
promise of remote patient monitoring (RPM)
in particular. With RPM, data on vital signs
(e.g. heart rate, blood pressure and blood
glucose levels) as well as physical and emo-
tional well-being are collected on a regular
basis. The information is automatically trans-
mitted to a care provider. If pre specified thresh-
olds are exceeded, a medically trained person
is alerted and evaluates critical changes and
takes the necessary actions. As the dissemina-
tion of smartphones continues, a patient’s data

could be transmitted wirelessly and in real
time, which could prove critical for people with
heart conditions, especially when combined
with GPS (global positioning system) data.

The benefits of telemedicine are manifold
and have been shown in numerous studies, the
most important of which is a large study from
the Department of Veterans Affairs, which has
tens of thousands of patients enrolled in a
home telehealth program. The use of tele-
medicine led to a strong reduction in numbers
of bed days of care for the different diseases
analyzed (see Figure 2). The cost per patient and
year decreased to USD 1,600 compared to
costs for its home-based primary care ser-
vices in the order of USD 13,000.

First, the cost of care is reduced, as RPM
ensures timely clinical intervention, avoiding
further deterioration and emergency hospital-
izations. Second, the unprecedented com-
pleteness of patient data allows for more
informed clinical decision making, improving
patient outcomes. Further, the more direct
involvement of patients in the management
of their conditions also helps to improve out-
comes and, critically, improves patients’ ad-
herence to their prescribed medication sched-
ules. The New England Healthcare Institute
estimates that non-adherence, together with
sub-optimal diagnosis and drug prescription,
could be responsible for costs of up to USD
290 billion per annum in the US alone.

The current barriers to implementation are
mostly related to an insufficient level of re-
imbursement, the lack of technical standards
and the prerequisite of a wider dissemination
of electronic health records. These barriers
might be overcome as governments feel the
need to change the way care is delivered. -

"“Thinking Outside the Pillbox: A System-Wide Approach to
Improving Patient Medication Adherence for Chronic Disease,”
NEHI Research Brief, August 2009

Thomas C.Kaufmann
Research Analyst, thomas.c.kaufmann@credit-suisse.com
+41 44 334 88 38
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Grégoire Biollaz
Research Analyst, gregoire.biollaz@credit-suisse.com
+41 44 334 56 37
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Digital world

CCTV: Cost-efficient
crime prevention
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Security is a major task of public services.
According to Frost & Sullivan, the number of
burglaries in the USA often increases in eco-
nomic recessions. Thus, not only social secu-
rity, but also physical security gains more
importance in an economic downturn. How-
ever, this often coincides with the need for
cuts in public spending, as budget deficits are
likely to be high in a downturn. Hence, a new
technology that promises to increase public
security while reducing spending has a better
chance of being accepted.

Closed-circuit television (CCTV) is such a
technology and is already widely used in some
cities, particularly in Great Britain (see Figure 1).
The global video surveillance equipment market
is expected to double by 2016 from the USD 9
billion in revenues achieved in 2008, according
to Frost&Sullivan (see Figure 2). The main goal
of CCTV is to prevent crime and antisocial be-
havior, including littering and vandalism.

Originally, CCTV used analog technology,
but this has now been superseded by digital
technology. Analog CCTV cameras are con-
nected with a screen and directly monitored
or recorded on videotape. Digital CCTV offers
several advantages: First, it allows remote
accessibility as the camera is connected with
the Internet or a local area network. Second,
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the system is scalable: In other words, it is
easy to add more cameras. Finally, the cam-
eras have many more functionalities, such
as motion detection, which makes manual
monitoring redundant as an integrated alarm-
management system decides whether to
record a video or not. More sophisticated
features include license plate or face recogni-
tion. According to Frost&Sullivan, 256% of
total video surveillance revenues were attrib-
utable to network cameras in 2009, while the
share is likely to increase to 61% by 2016.

A newer trend is mobile video surveillance,
which could be included in taxicabs, rail or
police cars. In the UK, CCTV-equipped police
cars are already in use. According to Big
Brother Watch, a UK campaign to protect civil
liberties, 54 CCTV police cars used in 31 local
areas have generated at least GBP 8 million
in fines due to parking or bus lane offenses
compared to total costs for the cars of around
GBP 2 million.

In summary, the adoption of CCTV has met
some resistance from privacy groups on con-
cerns that the general public as well as po-
tential criminals are being monitored. How-
ever, this is not unusual when new technol-
ogy is introduced; for example, similar privacy
concerns were raised with the initial introduc-
tion of telephones and more recently with
mobile telephone cameras. The existing ben-
efits of CCTV and the potential future benefits
as the technology evolves seem to be clear. —

Reto Hess, CFA
Research Analyst, reto.hess@credit-suisse.com
+41 44 334 56 24
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Emerging markets are
feeling the global slow-
down as export demand
has dropped sharply,
capital has flown and com-
modity prices have cor-
rected. These trends are
all negative for commodity
exporters. Nevertheless,
these countries still enjoy
longer-term structural
growth opportunities. The
world continues to move
in a multipolar direction,
with a more even distribu-
tion of global economic
power and wealth.

The financial crisis has
created uncertainty for
investors around the
globe. The value of many
assets has decreased in
the wake of volatile mar-
kets and a global reces-

sion arising from the crisis.

The turbulent phases in
the cycle require an en-
hanced or even new set of
risk management tools.
Given the uncertainties
associated with risk,
building solid investment
strategies is both a sci-
ence and an art. In this
edition of Global Investor,
we examine the theory
and practice of investment
strategy in the context of
the advisory process.

Over coming decades, the
impact of megatrends on
global economic growth,
trade and capital flows,
companies, and the stance
of policymakers and regu-
lators will be profound. We
are now focusing on the
massive forces of change
unleashed by the rise

of a multipolar world, by
demographics, and by
pressing issues of sustain-
ability and human powers
of inventiveness. This edi-
tion of Global Investor
explores how these mega-
trends will play out, where
the opportunities lie, and
which old certainties
could fall by the wayside.

Following the global finan-
cial crisis, governments
and central banks took
drastic steps to stabilize
the financial system.

But there are risks arising
from the government inter-
vention, such as the
resurgence of inflation

or increased fiscal im-
balances in the developed
economies. Thus, inves-
tors may face consider-
able market volatility
going forward. To restore
stability, governments
and the financial industry
will need to find cooper-
ative and global solutions.
A failure to do so could
result in a prolonged
period of economic —and
political — disorder.
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