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Panama Canal project: Golden goose 
or white elephant? 
 
Much rides on the approval of the Panama Canal’s expansion in a national 

referendum in late 2006 or early 2007. The ongoing investment boom, high 

economic growth rates, and a rapid reduction in public sector debt over the long 

term all largely depend on it. The $5.25bn (30% of 2006 GDP), eight-year 

project, if approved, has the potential to be the most important credit event in 

Panama over the next decade. 

 

Last week, we visited Panama to examine the prospects for the project’s 

approval in the national referendum and the risks associated with the project. 

Our main conclusions are as follows: 

 

• We believe there is a 90% probability that the project will be approved. 

Political parties are in favor of the project and opposition from civil society 

groups has been subdued. The government is moving at a slow pace to 

allow time for public debate and political consensus. The current investment 

boom and buoyant economic activity are also supportive of the government 

and its proposal to expand the Panama Canal. 

 

• The single most important risk to the project’s approval is that the public 

may use the referendum as a protest vote against the government. 

Although this is not a risk factor now – given President Torrijos’s high 

approval ratings – it could become one in the next several months. 

 

• We believe the Panama Canal expansion project is more of a golden goose 

project rather than a white elephant: Although we do not have an expert 

opinion on the project, our review and due diligence suggest that the 

expansion project is well justified, the market demand, pricing and revenue 

forecasts are reasonable, and the cost estimates are realistic and well 

provisioned against unforeseen risks.  

 

• Our sensitivity analysis suggests that the financing assumptions are sound 

and reasonably robust to lower-than-expected volume and revenue growth. 

Under an unlikely downside scenario, the ACP may have to debt-finance 

another $1bn-$1.5bn of project costs, on top of the $2.3bn already 

envisaged during 2009-2011. 
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The Panama Canal expansion will likely be approved 
 

We believe there is a 90% probability that the expansion of the Panama Canal will be 

approved in a national referendum in late 2006 or early 2007. This assessment is 

based on the project’s immense importance and potential positive impact on Panama, 

recent polls, the lack of formal political opposition to the expansion, the absence of 

compelling technical and financial arguments (as far as we can detect) against the project, 

and the Panama Canal Authority’s (ACP) planned information campaign in favor of the 

project.  

 

Opinion polls show that around 60% of potential voters support the canal expansion. 

The project’s approval hinges on a majority of voters voting in favour of it. Support for the 

project has been broadly stable since late 2005 across pollsters (Exhibit 1). By contrast, 

those opposed to the expansion have fluctuated around 20%-30% and currently stand 

close to 30% according to most polls in May. Polls on the expansion project broadly mirror 

those on President Torrijos, whose approval ratings are in the same range – about 60% 

(Exhibit 2). Although polls indicate a strong likelihood of the expansion project’s approval if 

the referendum were held today, the referendum is still several months away. Therefore, 

drawing more robust conclusions on the likelihood of a “yes” vote requires an analysis of 

the factors driving voter sentiment. 

Exhibit 1: Public opinion on the 

canal expansion project 

 Exhibit 2: President Torrijos’s  

approval ratings 
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There is virtually no formal political opposition to the expansion of the Panama 

Canal. President Torrijos’s political party, the Democratic Revolutionary Party, holds 42 of 

78 seats in the National Assembly and openly supports the project (Exhibit 3). Almost all 

opposition political parties also support the project, albeit not openly for political reasons. 

The broad-based support in congress stems in part from the government’s clever 

management of the expansion plan’s publicity: Before disclosing the plan to the public on 

24 April, the ACP reportedly held closed-door sessions with representatives of each of the 

opposition parties to facilitate dialogue, build a consensus, and preempt public opposition 

to the project. Formal political support for the project, however, does not guarantee the 

referendum’s success. Voters are somewhat disillusioned with existing political parties and 

direct political action by civil society groups and citizens can determine policy outcomes, 

as last year’s six-month delay in social security reform illustrated. As one prominent local 

expert put it: “Politics are decided on the streets in Panama.” 
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Exhibit 3: Political parties in the National Assembly  

(In percent of total seats in the National Assembly) 

Partido 

Revolucionario 

Democratico

53%

Partido Popular

1%

Partido Arnulfista

21%

Partido 

Solidaridad

12%
Partido Liberal 

Nacional 

4%

Molirena

5%

Cambio 

Democratico

4%

Source: National Assembly and Credit Suisse 

 

Political opposition by civil society groups has been muted so far, in part because 

of the technical merits of the canal expansion project. Investigative research and 

reports by the local media appear to have concluded that the project is sound and positive 

for Panama. The media thus seems supportive of the project. Our discussions with 

journalists and pollsters close to the pulse of public opinion indicate that the public also 

broadly supports the project. Those once opposed to the project from fear of being 

dislocated from the canal watershed are no longer against it because the project does not 

involve submerging currently populated areas under water. Our meeting with one 

representative from a group of opposing intellectuals failed to detect a compelling 

argument against the project on technical or other grounds. As we discuss in more detail 

below, there are demand, cost, and execution risks, but these appear manageable, and in 

our view, well below the opportunity cost of not going through with the project. 

 

The government is committed to securing the expansion project’s approval and is 

moving cautiously towards this end. The swift passage in congress of fiscal and social 

security reforms in 2005 created backlashes against the government by civil society 

groups, delaying policy implementation. In the case of the Panama Canal expansion 

project – which has much wider and longer-term implications for the country – the 

government is moving at a slower and deliberate pace, allowing time for public debate and 

scrutiny. President Torrijos reshuffled his cabinet, relieving Hector Aleman (ex-Minister of 

Government) and Ricaute Vasquez (ex-Minister of Finance) of their cabinet duties and 

reassigning them to lead efforts to secure the canal expansion’s approval in the 

referendum. Mr. Aleman is reportedly a skilled politician who is tasked with mobilizing 

grassroots political support while the highly respected ex-finance minister Mr. Vasquez, 

who is the ACP’s former CFO and current Chairman, is orchestrating the information 

campaign. The ACP is organizing town meetings throughout the country with unions, 

chambers of commerce, university students and other groups about the expansion, and so 

far, the information campaign is reportedly being received well. The government 

apparently aims to submit the expansion plan to Congress by the end of June. After 

Congress potentially debates and approves a bill to hold a referendum, a minimum of 

three months must elapse before the government organizes a referendum, indicating that 

the referendum may be held in October or November 2006 at the earliest and could 

possibly slip into early 2007. 
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The single most important risk to the project’s approval is the referendum’s 

potential use as a protest vote against the government. This is evident, in part, from 

the fact that those opposed to the canal’s expansion most frequently cited “lack of 

confidence in the government” as their reason (Exhibit 4). Although the bundling of the 

government’s performance and the canal expansion project is not a risk factor now – given 

President Torrijos’s high approval ratings – it could become a source of vulnerability in the 

next several months before the referendum. Recently high growth rates (real GDP growth 

averaged 6% during 2004-05) notwithstanding, poverty remains high and progress in 

areas that touch people’s daily lives – confidence in the police force and the transportation 

sector – is relatively slow. There is also a history of past referendums becoming protest 

votes against the government in Panama. In two other referendums held in 1992 and 1998, 

in which the governments at the time proposed to abolish the armed forces (1992) and 

allow incumbent presidents to run for a second term (1998), voters rejected the proposals. 

Exhibit 4: Why would you vote against the canal expansion project? 

(In percent of respondents who plan to vote against the expansion project) 

0 5 10 15 20 25

More public debt

Expansion not necessary

Doesn't help the poor

Other
Hurt environment

No reason

The project hasn't been well explained
Don't trust the Canal Authority

Project would hurt rural locals

Would add to the government's debt

Only benefit Canal users
Potential corruption

Won't produce expected benefits

Lack of confidence in government

Source: Dichtner & Neira and Credit Suisse 

 

In the absence of a major political scandal or blunder, we expect voters to approve 

the project. The ongoing investment and construction boom in anticipation of the canal 

expansion is sustaining the economic growth momentum, and foreign investment into real 

estate is having a tangible wealth effect on the lives of many ordinary citizens. The 

government’s deliberate and methodical approach to building grassroots support and 

political consensus, and the project’s technical merits are all likely to lead to the approval 

of the canal expansion, in our view.  
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Why now and not later 
 

The proposed $5.25bn eight-year mega-project to expand the Panama Canal is 

motivated by the increasing importance of post-Panamax vessels in world trade and 

growing demand. The ACP estimates that the canal will reach full capacity between 

2009-2012, which in turn will impair service quality and competitiveness. That the canal is 

approaching full capacity is based on several factors:
1
  

 

• The average vessel size transiting the 

canal has increased by 20% in the 

past five years. For example, in 2005, 

nearly 45% of the vessels transiting 

were the maximum width allowed, up 

from 35% in 2000. The increase in 

vessel size has supported growing 

cargo volumes, despite a drop in the 

number of transits (Exhibit 5).  

 

• Bookings and the rejection rate for 

requested bookings have surged. In 

2000, 40% of users requested a 

reservation, with only 1% of those 

denied. In 2005, 73% of users 

requested time slots, but only 55% 

received them. The remaining 18% of 

users had to transit on a first-come-first-serve basis, with longer waiting times. 

 

• Heavy traffic through the canal does not give the ACP sufficient time to perform 

necessary maintenance. Maintenance work in June 2004, for example, reportedly 

created a cue of 120 vessels, tripling the waiting time of nonbooked vessels, and 

required 15 days to normalize operations. 

 

• Technical studies indicate that the canal has a maximum sustainable capacity of 330mn-

340mn PCUMS tons2, compared to the 279mn PCUMS tons that transited the canal in 

2005. The canal thus operated at 85% capacity in 2005. The ACP’s demand growth 

projections indicate that the canal will reach full capacity sometime during 2009-2011. 

 

                                                 

1
 Unless otherwise stated, the information summarized in this section is primarily based on Autoridad del 
Canal de Panama (ACP), “Proposal for the Expansion of the Panama Canal: Third Set of Locks Project” 
(April 24 2006) accessible at http://www.pancanal.com/eng/plan/documentos/propuesta/acp-expansion-
proposal.pdf. 
 
2
 PCUMS stands for Panama Canal Universal Measurement System, which is the measurement unit in tons 
of cargo transiting the Panama Canal. The PCUMS ton serves as a unit to establish tolls and measures 
volumetric cargo capacity (as opposed to being a weight-based measurement unit). A PCUMS ton equals 
around 100 cubic feet of cargo space. 

Exhibit 5: Canal transits and tonnage 

(In units on LHS and in thousands of PCUMS tons on RHS) 
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The canal’s market share has grown 

rapidly in recent years, but at close to 

full capacity, it runs the risk of 

becoming less competitive and reliable. 

The canal’s share of the container 

segment of the market on the Asia-U.S. 

East Coast route rose to 38% in 2004 from 

11% in 1999 against its two main 

competitors, the U.S. intermodal system 

and the Suez Canal
3
 (Exhibit 6). The 

growth in market share has been achieved 

in part from $1bn in investments and 

upgrades in the canal over the past 

decades, including the widening of the 

Gaillard Cut, the replacement of the 

locomotive fleet and tracks, and the 

deepening of the Gatun Lake. However, as 

the canal approaches full capacity, traffic 

delays could have costly repercussions on 

vessels’ subsequent port calls, making the 

canal more expensive.   

 

The Panama Canal’s ability to maintain competitiveness and continue growing 

market share hinges on its ability to accommodate the passage of post-Panamax 

vessels. At present, post-Panamax vessels – which do not fit through the canal – account 

for 27% of the global capacity of container shipping and the ACP estimates that their share 

will increase to 37% by 2011 owing to the scale economies the vessels achieve. Post-

Panamax vessels are likely to be the main source of future growth in world cargo volumes. 

Their transit through the expanded canal would allow the Panama route to accommodate 

higher cargo volumes with fewer transits, enabling the canal to reduce operating costs and 

maximize revenues. Without the expansion, the Panama Canal would be at a competitive 

disadvantage. The Suez Canal can handle post-Panamax vessels (but it requires much 

longer sailing times from the Far East) and the U.S. intermodal system’s main advantages 

are its ports’ ability to accommodate post-Panamax vessels and shorter sailing times (but 

it is less reliable and more expensive). 

 

                                                 

3
 The U.S. intermodal system involves the transport of goods by sea to ports on the West Coast and then 
by rail to the East Coast. See ACP (2006), pp. 19-26, for a detailed discussion of the competitive position 
and potential of the Panama Canal, the U.S. intermodal system, and the Suez Canal. 

Exhibit 6: Canal share of container 

market from Asia to U.S. East Coast 

(In percent of total) 
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Market demand estimates seem realistic and compelling 
 

The ACP estimates that, with the expansion, the canal’s PCUMS tonnage volume 

will increase on average 3% per year over the next 20 years. At that rate, annual 

PCUMS volume would almost double to just over 500mn PCUMS tons in 2025 from 

279mn in 2005. The estimate is based on world trade growth, the expected growth of 

containerized cargo as a percentage of world trade, the relocation of manufacturing to 

Northeast Asia, as well as regional and intraregional demand growth. On this basis, the 

ACP believes the Panama Canal will expand its market share of containerized cargo on 

the Northeast Asia - U.S. East Coast route to 49% by 2025; without the canal’s expansion, 

its market share could fall to 23%. The ACP estimates that the expanded canal would 

generate additional revenues of $12.7bn (57% of estimated 2006 GDP) during the 11 

years (2015-2025) following project completion and that net profits per PCUMS ton would 

increase four times that of 2005. 

 

In general, large projects are subject to the risk of demand and revenue 

overestimation. In a study of “megaprojects” in Megaprojects and Risk; An Anatomy of 

Ambition,
4
 the authors find that designers and undertakers of large projects often 

substantially overestimate demand for the products or services of new projects. They give 

examples of actual demand amounting to half or less of original forecasts, although a 

more comprehensive survey of rail and road projects cited in the book suggests that while 

rail projects tend to underperform initial demand forecasts, road projects tend to 

overperform them. The authors attribute the overestimation of demand to several factors, 

among them, poor data for developing forecasts, unexpected changes to the operating 

environment, including exogenous shocks, and the pro-project bias of consultants. 

 

We believe the lessons from other “megaprojects” do not necessarily apply to the 

Panama Canal and that the ACP’s demand forecasts are reasonable. Unlike most of 

the projects surveyed in Flyvbjerg et al (2003), the Panama Canal expansion project is not 

a brand new project without precedent or a track record. Instead, the Panama Canal has a 

long history of operation since the early 1900s, operates in a mature and thoroughly 

studied industry, and has a long and reliable time series of data as a basis for forecasting 

future demand. 

 

Past studies of the Panama Canal have underestimated the growth in traffic 

volumes. In the words of one prominent local expert, the demand market for the canal has 

been “studied to death” and studies have “consistently underestimated actual demand” 

over the years. In one study commissioned by the ACP in 2001, the authors projected the 

canal’s volume and toll revenues would reach 266mn PCUMS tons and $667mn, 

respectively, in 2005.5 By contrast, the cargo volume transiting the canal reached 278mn 

PCUMS tons and toll revenues reached $885mn in 2005, exceeding forecasted amounts 

by 4.5% and 27%, respectively. The higher-than-projected increase in canal volume and 

revenues was attributable in part to the advent of containerized shipping in recent years. 

 

 

 

 

 

 

 

 

                                                 

4 
“Megaprojects and Risk: An Anatomy of Ambition” by Bent Flyvbjerg, Nils Bruzelius, and Werner 
Rothengatter (Cambridge University Press, 2003). 
5
 See ACP, “The Development of Long Term Traffic Demand Forecasts for the Panama Canal, 2001-2050” 
(February 2001).  See http://www.pancanal.com/esp/plan/estudios/0160.pdf. 
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Recent trends and current forecasts of world output and trade growth are 

supportive of ACP’s demand growth forecasts. During 1995-2005, the Panama 

Canal’s transit volumes expanded by on average 3.3% per year, lagging behind the 

average annual growth rate of world output (4%) and merchandise trade (7%) over the 

same period (Exhibit 7). Nevertheless, since 1998, the canal’s transit volume growth has 

closely mirrored the rate of expansion of world trade, with a coefficient of correlation of 0.8. 

Extrapolating from the recent past, and the IMF’s forecasts of annual world output and 

merchandise trade growth of on average 4.7% and 7.5% through 2011, respectively, the 

ACP’s 3% per year growth forecasts for the canal’s transit volume appears achievable.  
 

Exhibit 7: Global economic trends and Panama Canal transit volume 

(In percent) 
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1/ World merchandise trade growth is computed by taking the weighted average of the growth of export and import volumes, weighted by the 

dollar value of imports and exports. Data from 1981-2007 is sourced from the IMF’s WEO database. Forecasts for 2008-2011 are IMF forecasts 

of world output and trade in goods and services published in its most recent World Economic Outlook (April 2006). 

 

The ACP’s revenue forecasts also assume that it would raise tolls on average 3.5% 

per year over the next two decades. On this basis, tolls would be doubled by 2025. In 

this context, a key question is whether or not market conditions would permit the ACP to 

continuously raise tolls and remain competitive at the same time. 

 

The ongoing shift in the composition of the canal’s traffic is supportive of the ACP 

raising revenues and maintaining competitiveness. Since 1995, the composition of 

cargo transiting the canal has shifted dramatically from dry bulk to containers. Containers’ 

share of canal traffic and revenues more than doubled to 35% and 40% of the totals, 

respectively, over the last decade. Dry bulk tends to consist of low cost, high volume 

goods (such as grains), whereas goods transported in containers tend to include high cost, 

low volume manufacturing goods originating from North Asia. Because tolls are a much 

smaller share of high cost, low volume goods transported through containers, the 

container segment of the market is less sensitive to potential toll increases than the dry 

bulk segment. As a result, the higher – and still growing – share of containers in the 

canal’s traffic should allow the ACP to incrementally raise tolls without impairing 

competitiveness. 

 

The single most important risk to the ACP’s transit volume growth and revenue 

forecasts is a deep and prolonged downturn in the world economy.  According to the 

IMF WEO database, however, the world economy has never registered negative output 

growth since 1970 and trade in goods has fallen in only three years and sharply 

rebounded thereafter.  
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Cost risks appear reasonable and are well provisioned 
 

The ACP estimates that the expansion of the Panama Canal, including the 

construction of a third set of locks, will cost $5.25bn between 2007-2014 (or $4.7bn 

in 2005 prices). The estimate includes design, administrative, construction, testing, 

environmental mitigation, and commissioning costs as well as provisions for contingencies 

for all elements of the expansion project as shown in Exhibit 8.6According to the ACP, the 

cost estimate is sound and reliable because (i) it is based on a detailed conceptual design 

of lock and navigational channels, (ii) the design was thoroughly analyzed for the feasibility 

of its construction, and (iii) the estimate was checked for robustness using a state-of-the-

art risk analysis model. 

Exhibit 8: Canal expansion project components and cost estimates 

Project components Estimate 

New locks (In millions of US dollars) 
   Atlantic locks 1,110 
   Pacific locks 1,030 
   Contingency for new locks 590 
   Subtotal 2,730 
Water savings basins  
   Atlantic water saving basin 270 
   Pacific water saving basin 210 
   Contingency for water saving basins 140 
   Subtotal 620 
Access channels for new locks  
   Atlantic access channels (Dredging) 70 
   Pacific access channels (Dry excavation) 400 
   Pacific access channels (Dredging) 180 
   Contingency for access channels 170 
   Subtotal 820 
Existing navigational channel improvements  
   Deepening and widening of Atlantic entrance 30 
   Widening of the Gatun Lake channels 90 
   Deepening and widening of pacific entrance 120 
   Contingency for existing channel improvements 50 
   Subtotal 290 
Water supply improvements  
   Increase the maximum level of Gatun Lake 30 
   Deepening of the navigational channels 150 
   Contingency for water supply improvements 80 
   Subtotal 260 
Inflation during construction period 530 
TOTAL INVESTMENT 5,250 
   Of which: Project costs 3,690 
   Of which: Inflation 530 
   Of which: Contingencies 1,030 
   Contingencies-to-project cost (In percent) 27.9 
Source: Panama Canal Authority and Credit Suisse 

 

                                                 

6 In general, large projects are also subject to the risk of cost underestimation. Flyvbjerg et al (2003) argue 
that major transport projects frequently cost 50%-100% more than originally estimated. The authors 
attribute cost overruns to a lack of realism in the initial cost estimates, the underestimation of potential 
delays and their costs, changes in project specification and design, and the setting of contingencies at 
inadequately low levels. They also note “many major projects contain a large element of technological 
innovation with high risk.”  
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The cost estimate includes $1bn for contingencies against risks and unforeseen 

events; this is equivalent to 28% of base costs. The cost estimate is composed of three 

components: known and quantified costs (“known knowns”), known but not quantified 

costs (“known unknowns”) and as yet unrecognized costs (“unknown unknowns”). 7 

Excluding $530mn allocated for 2% annual inflation during the construction period, total 

project costs are $4.7bn in 2005 prices. Of that, $3.7bn is the base cost estimate, which 

covers “known and quantified costs” and “known but not quantified costs” (construction 

allowances). The remaining $1bn is for “unknown unknowns,” i.e., possible but unforeseen 

risks, including accidents, design changes, price increases, and delays. The cost estimate 

is based on a probabilistic assessment derived from the distribution of probabilities of all 

aspects of the project, some of which are jointly (and others independently) distributed. On 

this basis, the project has an 80% probability of costing $4.7bn or less in constant 2005 

prices, including the cost of identified risk factors.  

 

The canal expansion project involves relatively few technology risks, according to 

the ACP. The ACP has direct experience with many elements of the project, including 

dredging, dry excavation, and improving navigational channels and has knowledge of the 

project area’s geological characteristics. The highest technology risks stem from the 

installation of the third set of locks made of rolling gates, but these are mitigated by 

several factors: The locks project reportedly has moderate risks because it does not 

involve underground or underwater construction or tunnel drillings. Moreover, the locks are 

based on a well-proven technology and are already in use in Berendrecht and Zandvliet 

(Belgium), Ijmuiden (Netherlands), and Le Havre (France). 

 

Project execution risks also appear manageable. The project’s schedule was 

apparently developed on the basis of a feasibility study and evaluated by a sophisticated 

risk analysis model, according to which the project has an 80% probability of being 

completed in eight years or less.  According to the ACP, it will execute the project as the 

owner, but will contract out most of the work. In particular, the ACP envisages hiring one 

program manager, two major contractors, around 40 sub-contractors, and one contractor 

for quality control. The ACP also plans to hire an independent contractor to monitor the 

progress of the project and that will report directly to the ACP. 

 

In sum, we see downside risks on project costs as tolerable and the amount 

allocated for contingencies, at 28% of base costs, as adequate. Although we do not 

have an expert opinion on the ACP’s cost estimate and the potential construction delays 

and technological risks that may increase it, we have not identified any material reason to 

second-guess the ACP on its cost estimates. Moreover, the project’s cost estimates were 

developed by independent consultants and independently reviewed.8 Therefore, we do not 

think it is analytically useful to arbitrarily increase project costs for illustrative purposes at 

this juncture. However, we do conduct a sensitivity analysis of the project financing, based 

on lower volume and revenue calculations shown below. 

 

                                                 

7
 See ACP, “Development and implementation of a risk model and contingency estimation for the Panama 
Canal Expansion Program.” (March 2006).  
8
 Parson Brinkerhoff International, the ACP’s principal consultant and project program manager, is a 
specialist in cost estimates whose contract with the ACP precludes it from participating in the project’s 
implementation to ensure its independence. The initial cost estimates were then independently reviewed by 
a technical committee, including experts from Arizona State University, University of California, and the 
University of Colorado. 
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Financing 
 

The ACP envisages paying for $3.7bn of 

the $6bn in total project costs 

(including interest payments); the 

remaining $2.3bn would be externally 

financed (Exhibit 9). External financing 

would be raised during 2009-2011, but 

possibly start as early as 2008 to 

prefinance anticipated outlays in 2009 and 

beyond. The ACP has not yet decided on 

the precise composition of financing but 

anticipates raising a mix of financing, 

including multilateral loans, commercial 

bank loans, and market-based bond debt. 
 

The ACP’s financing assumptions are 

based on 3% volume and 3.5% toll 

increases per year during and beyond 

construction. The financing assumptions 

also assume that the fiscal contributions to 

the government will remain broadly stable 

through 2012 at around 3% of GDP, before gradually increasingly to 6%-7% of GDP in the 

decade after (Exhibit 10).  

  

Our sensitivity analysis suggests that the financing assumptions are sound and 

reasonably robust to lower-than-expected volume and revenue growth. Although the 

ACP’s detailed revenue, volume, and toll projections are not publicly available for 

proprietary reasons, we attempt to replicate its financial projections as a check against the 

financing assumptions. Taking the fiscal year-end (ending September 30) financial results 

in 2005, we forecast revenues (using the annual 3% volume and 3.5% toll increase 

assumptions) and expenditures (using the average increase in nominal expenditures 

during 2003-2005) to project net income through 2014. We then subtract the fiscal 

dividends assumed by the ACP to derive residual funds available to finance the project. 

On this basis, we are able to roughly duplicate the ACP financing for the project, but for a 

cumulative discrepancy of $327mn during 2007-2014 (Exhibit 11). However, the 

discrepancy would diminish if envisaged toll increases were front loaded as they probably 

are. If we assume one percentage point lower annual volume and toll growth of 2% and 

2.5%, respectively, throughout the projection period, we find that the ACP would fall short 

by $1.5bn, which, all other things being equal would shift the financing burden to external 

financing by that amount (Exhibit 12). To the extent that the ACP did not increase fiscal 

contributions in 2013-2014 as envisaged, the financing shortfall would be less at around 

$1bn. For a project of this magnitude with long-term implications well beyond the next few 

years, we find the risk of an additional $1.5bn (6.5% of the average estimated GDP during 

2007-2014) in financing costs as tolerable. The ACP has no debt and the project could 

support higher leverage than currently planned, all other things being equal. 

  

Exhibit 9: Sources of project financing 

(In millions of US dollars) 
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Exhibit 10: Fiscal revenues to the government 

(In millions of US dollars) 
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Exhibit 11: Revenue, profit, and financing forecasts, 2007-2014: Base Case 

Scenario 

(In millions of US dollars, unless otherwise stated, fiscal year ending September 30) 

 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Total revenues  1,209 1,289 1,374 1,465 1,562 1,665 1,775 1,892 2,017 2,150

   PCUMS tons (In millions) 278 287 295 304 313 323 332 342 353 363

   Revenues per PCUMS ton (In dollars) 4.3 4.5 4.7 4.8 5.0 5.2 5.3 5.5 5.7 5.9

Expenditures 664 695 728 762 798 835 874 915 958 1003

Net profits 545 594 647 703 764 830 900 977 1058 1147

    

Fiscal contribution (ACP) 489 523 556 575 595 619 645 727 1,031 1,278

   Of which: Dividends 312 318 325 331 340 406 702 944

    

Available for project financing (CS 

calculation) 334 385 439 498 561 571 356 202

ACP assumed financing for project 113 367 513 517 649 704 490 321

Discrepancy 222 18 -73 -19 -89 -133 -134 -119

    

Assumptions    

PCUMS tons growth (In percent) 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0 3.0

Per PCUMS ton revenue growth (In percent) 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5 3.5

Expenditure growth (In percent) 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7

Source: Credit Suisse 
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Exhibit 12: Revenue, profit, and financing forecasts, 2007-2014: Downside 

Scenario 

(In millions of US dollars, unless otherwise stated, fiscal year ending September 30) 

 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Total revenues 1,209 1264 1322 1382 1445 1510 1579 1651 1726 1805

   PCUMS tons (In millions) 278 284 290 295 301 307 313 320 326 333

   Revenues per PCUMS ton (In dollars) 4 4.5 4.6 4.7 4.8 4.9 5.0 5.2 5.3 5.4

Expenditures 664 695 728 762 798 835 874 915 958 1003

Net profits 545 569 594 620 647 675 705 736 768 801

    

Fiscal contribution (ACP) 489 523 556 575 595 619 645 727 1,031 1,278

   Of which: Dividends 312 318 325 331 340 406 702 944

    

Available for project financing (CS calculation) 282 302 322 344 365 330 66 -143

ACP assumed financing for project 113 367 513 517 649 704 490 321

Discrepancy 169 -65 -190 -173 -284 -374 -425 -464

    

Assumptions           

PCUMS tons growth (In percent) 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0

Per PCUMS ton revenue growth (In percent) 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5

Expenditure growth (In percent) 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7 4.7

Source: Credit Suisse 



 

 

.. 

 

EMERGING MARKETS ECONOMICS AND FIXED INCOME STRATEGY 

 

Kasper Bartholdy 
 Head of Sovereign Strategy  and Co-Head of Economics 

 +44 20 7883 4907 
kasper.bartholdy@credit-suisse.com 

Lacey Gallagher 
Co-Head of Economics 

+1 212 325 5570 

lacey.gallagher@credit-suisse.com 

 

LATIN AMERICA ECONOMICS 

Alonso Cervera Cem Karacadag Carola Sandy Alberto Puentes 

+1 212 538 2351 

alonso.cervera@credit-suisse.com 

Mexico, Chile, Uruguay 

+1 212 325 7623 

cem.karacadag@credit-suisse.com 

Venezuela, Ecuador, Panama 

+1 212 325 2471 

carola.sandy@credit-suisse.com 

Argentina, Peru, Colombia, Dominican Republic 

+1 212 538 5274 

alberto.puentes@credit-suisse.com 

Research Analyst 

Nilson Teixeira Andre Carvalho Gustavo Baltar Nilto Calixto 

Brazil Head 

+ 55 11 3841 6288 

nilson.teixeira@credit-suisse.com 

+ 55 11 3841 6348 

andre.carvalho@credit-suisse.com 

Brazil 

+ 55 11 3841 6350 

gustavo.baltar@credit-suisse.com 

Brazil 

+ 55 11 3841 6345 

nilto.calixto@credit-suisse.com 

Brazil 

Tales Rabelo 
 

  

+55 11 3841 6353 

tales.rabelo@credit-suisse.com 

Brazil 

   

EMERGING EUROPE, MIDDLE EAST & AFRICA ECONOMICS 

Berna Bayazitoglu    

Regional Head 

+44 20 7883 3431 

berna.bayazitoglu@credit-suisse.com 

Turkey, South Africa, Romania, Egypt 

   

Sergei Voloboev Olivier Desbarres Stanislav Gelfer Jacqueline Madu 

+44 20 7888 3694 

sergei.voloboev@credit-suisse.com 

Russia, Ukraine, Lebanon, Qatar 

+44 20 7888 5619 

olivier.desbarres@credit-suisse.com 

Czech Republic, Hungary, Poland, Slovakia 

+44 20 7883 3652 

stanislav.gelfer@credit-suisse.com 

Israel, Bulgaria, Croatia, Serbia, Bosnia, 

Kazakhstan 

+44 20 7883 4216 

jacqueline.madu@credit-suisse.com 

Research Analyst 

Nigeria 

EMERGING ASIA ECONOMICS 

Dong Tao    

Regional Head 

+852 2101 7469 

dong.tao@credit-suisse.com 

China, Hong Kong, Korea, Taiwan 

   

Sailesh Jha Joseph Lau Sheila Yip Euben Paracuelles 

+65 6212 3483 

sailesh.jha@credit-suisse.com  

India, Indonesia, Malaysia, Singapore, 

Thailand, Philippines 

+852 2101 7427 

joseph.lau@credit-suisse.com 

Taiwan, Korea, Vietnam 

+852 2101 7409 

sheila.yip@credit-suisse.com 

Hong Kong 

+65 6212 3002 

euben.paracuelles@credit-suisse.com 

STRATEGY 

Igor Arsenin Paul Fage Linan Liu Jeff Williams Donato Guarino 

+1 212 325 6437 

igor.arsenin@credit-suisse.com 

Sovereign Strategy, 

 Mexico Local Market Strategy 

+44 20 7883 7994 

paul.fage@credit-suisse.com 

Sovereign Strategy,  

Turkey Local Market Strategy 

+44 20 7883 4298 

linan.liu@credit-suisse.com 

Sovereign Strategy  

+1 212 538 9717 

jeff.williams@credit-suisse.com 

Sovereign Strategy 

+1 212 325 5865 

donato.guarino@credit-

suisse.com 

Sovereign Strategy 

Ray Farris Jason Bonanca Koon Chow Shuen Hooi  

Head of Interest & FX Strategy 

(Non-Japan Asia) 

+65 6212 3367 

ray.farris@credit-suisse.com 

+1 212 325 7185 

jason.bonanca@credit-suisse.com 

Local Currency Strategy 

 Latin America 

+44 20 7888 3857 

koon.chow@credit-suisse.com 

Local Currency Strategy 

 EMEA 

+65 6212 3418 

shuenhooi.yeoh@credit-suisse.com 

Interest & FX Strategy 

Non-Japan Asia 

 

 

 

 



 

 

Disclosure Appendix 

Analyst Certification 
I, Cem Karacadag, certify that (1) the views expressed in this report accurately reflect my personal views about all of the subject companies and securities and (2) no part of my compensation was, is or 
will be directly or indirectly related to the specific recommendations or views expressed in this report. 

Important Disclosures 
Credit Suisse's policy is only to publish investment research that is impartial, independent, clear, fair and not misleading.  For more detail, please refer to Credit Suisse's Policies for Managing Conflicts 
of Interest in connection with Investment Research:  http://www.csfb.com/research-and-analytics/disclaimer/managing_conflicts_disclaimer.html 
The analyst(s) involved in the preparation of this research report received compensation that is based upon various factors, including Credit Suisse's total revenues, a portion of which are generated by 
Credit Suisse's Investment Banking and Fixed Income Divisions. 
Credit Suisse’s policy is to publish research reports as it deems appropriate, based on developments in the sector or the market that may have a material impact on the research views or opinions stated herein. 
Credit Suisse does not provide any tax advice. Any statement herein regarding any US federal tax is not intended or written to be used, and cannot be used, by any taxpayer for the purposes of avoiding any penalties. 

Disclaimer 
References in this report to Credit Suisse include all of the subsidiaries and affiliates of Credit Suisse operating under its investment banking division.  For more information on our structure, please use 
the following link: http://www.credit-suisse.com/en/who_we_are/ourstructure.html. 
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such 
distribution, publication, availability or use would be contrary to law or regulation or which would subject Credit Suisse or its affiliates (“CS”) to any registration or licensing requirement within such 
jurisdiction. All material presented in this report, unless specifically indicated otherwise, is under copyright to CS.  None of the material, nor its content, nor any copy of it, may be altered in any way, 
transmitted to, copied or distributed to any other party, without the prior express written permission of CS.  All trademarks, service marks and logos used in this report are trademarks or service marks or 
registered trademarks or service marks of CS or its affiliates. 
The information, tools and material presented in this report are provided to you for information purposes only and are not to be used or considered as an offer or the solicitation of an offer to sell or to 
buy or subscribe for securities or other financial instruments.  CS may not have taken any steps to ensure that the securities referred to in this report are suitable for any particular investor.  CS will not 
treat recipients of this report as its customers by virtue of their receiving this report.  The investments and services contained or referred to in this report may not be suitable for you and it is 
recommended that you consult an independent investment advisor if you are in doubt about such investments or investment services.  Nothing in this report constitutes investment, legal, accounting or 
tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual circumstances, or otherwise constitutes a personal recommendation to you.  CS does not 
advise on the tax consequences of investments and you are advised to contact an independent tax adviser.  Please note in particular that the bases and levels of taxation may change. 
Information and opinions presented in this report have been obtained or derived from sources believed by CS to be reliable, but CS makes no representation as to their accuracy or completeness.  CS 
accepts no liability for loss arising from the use of the material presented in this report, except that this exclusion of liability does not apply to the extent that such liability arises under specific statutes or 
regulations applicable to CS.  This report is not to be relied upon in substitution for the exercise of independent judgment.  CS may have issued, and may in the future issue, other reports that are 
inconsistent with, and reach different conclusions from, the information presented in this report.  Those reports reflect the different assumptions, views and analytical methods of the analysts who 
prepared them and CS is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. 
CS may, to the extent permitted by law, participate or invest in financing transactions with the issuer(s) of the securities referred to in this report, perform services for or solicit business from such 
issuers, and/or have a position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.  In addition, it may make markets in 
the securities mentioned in the material presented in this report.  CS may have, within the last three years, served as manager or co-manager of a public offering of securities for, or currently may make 
a primary market in issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the previous 12 months, significant advice or investment services in relation 
to the investment concerned or a related investment.  Additional information is, subject to duties of confidentiality, available on request.  Some investments referred to in this report will be offered solely 
by a single entity and in the case of some investments solely by CS, or an associate of CS or CS may be the only market maker in such investments. 
Past performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance.  Information, opinions 
and estimates contained in this report reflect a judgement at its original date of publication by CS and are subject to change without notice.  The price, value of and income from any of the securities or financial 
instruments mentioned in this report can fall as well as rise.  The value of securities and financial instruments is subject to exchange rate fluctuation that may have a positive or adverse effect on the price or 
income of such securities or financial instruments.  Investors in securities such as ADR’s, the values of which are influenced by currency volatility, effectively assume this risk. 
Structured securities are complex instruments, typically involve a high degree of risk and are intended for sale only to sophisticated investors who are capable of understanding and assuming the risks 
involved.  The market value of any structured security may be affected by changes in economic, financial and political factors (including, but not limited to, spot and forward interest and exchange 
rates), time to maturity, market conditions and volatility, and the credit quality of any issuer or reference issuer.  Any investor interested in purchasing a structured product should conduct their own 
investigation and analysis of the product and consult with their own professional advisers as to the risks involved in making such a purchase. 
Some investments discussed in this report may have a high level of volatility.  High volatility investments may experience sudden and large falls in their value causing losses when that investment is 
realised. Those losses may equal your original investment.  Indeed, in the case of some investments the potential losses may exceed the amount of initial investment and, in such circumstances, you 
may be required to pay more money to support those losses.  Income yields from investments may fluctuate and, in consequence, initial capital paid to make the investment may be used as part of that 
income yield.  Some investments may not be readily realisable and it may be difficult to sell or realise those investments, similarly it may prove difficult for you to obtain reliable information about the 
value, or risks, to which such an investment is exposed. 
This report may provide the addresses of, or contain hyperlinks to, websites.  Except to the extent to which the report refers to website material of CS, CS has not reviewed any such site and takes no 
responsibility for the content contained therein.  Such address or hyperlink (including addresses or hyperlinks to CS’s own website material) is provided solely for your convenience and information and 
the content of any such website does not in any way form part of this document.  Accessing such website or following such link through this report or CS’s website shall be at your own risk. 
This report is issued and distributed in Europe (except Switzerland) by Credit Suisse Securities (Europe) Limited, One Cabot Square, London E14 4QJ, England, which is regulated in the United 
Kingdom by The Financial Services Authority (“FSA”). This report is being distributed in Germany by Credit Suisse Securities (Europe) Limited Niederlassung Frankfurt am Main regulated by the 
Bundesanstalt fuer Finanzdienstleistungsaufsicht ("BaFin"). This report is being distributed in the United States and Canada by Credit Suisse Securities (USA) LLC; in Switzerland by Credit Suisse; in 
Brazil by Banco de Investimentos Credit Suisse (Brasil) S.A; in Japan by Credit Suisse Securities (Japan) Limited; elsewhere in Asia/ Pacific by whichever of the following is the appropriately authorised 
entity in the relevant jurisdiction: Credit Suisse (Hong Kong) Limited, Credit Suisse Equities (Australia) Limited, Credit Suisse Securities (Thailand) Limited, Credit Suisse Securities (Malaysia) Sdn Bhd, 
Credit Suisse Singapore Branch, and elsewhere in the world by the relevant authorised affiliate of the above.  Research on Taiwanese securities produced by Credit Suisse, Taipei Branch has been 
prepared by a registered Senior Business Person.  Research provided to residents of Malaysia is authorised by the Head of Research for Credit Suisse Securities (Malaysia) Sdn Bhd, to whom they should 
direct any queries on +603 2723 2020. This research may not conform to Canadian disclosure requirements. 
In jurisdictions where CS is not already registered or licensed to trade in securities, transactions will only be effected in accordance with applicable securities legislation, which will vary from jurisdiction 
to jurisdiction and may require that the trade be made in accordance with applicable exemptions from registration or licensing requirements.  Non-U.S. customers wishing to effect a transaction should 
contact a CS entity in their local jurisdiction unless governing law permits otherwise.  U.S. customers wishing to effect a transaction should do so only by contacting a representative at Credit Suisse 
Securities (USA) LLC in the U.S. 
Please note that this research was originally prepared and issued by CS for distribution to their market professional and institutional investor customers.  Recipients who are not market professional or 
institutional investor customers of CS should seek the advice of their independent financial advisor prior to taking any investment decision based on this report or for any necessary explanation of its 
contents. This research may relate to investments or services of a person outside of the UK or to other matters which are not regulated by the FSA or in respect of which the protections of the FSA for 
private customers and/or the UK compensation scheme may not be available, and further details as to where this may be the case are available upon request in respect of this report. 

Copyright © 2006 CREDIT SUISSE and/or its affiliates.  All rights reserved. 
 


