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nfrastructure
and real estate
As the global demand for infrastructure continues to grow,
public investors are struggling to meet funding needs. But
before the private sector can close the gaps, the investment
environment must mature.
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Efforts to
measure and
quantify these
infrastructure
needs in a robust,
comprehensive
way coincided
with the decline
in interest rates
following the
2008 financial
crisis.

Filling global
infrastructure gaps
A

s the global demand for infrastructure will only
continue to grow, the investment environment
around it must mature for the private sector to close
funding gaps.
rivate sector participation in infrastructure is
not new, but the need for it is greater and much
more apparent now than before. The orld ank
maintains a database of nearly ,
pro ects in lowand middle-income countries that were funded either
completely or partly by private investment over the
last three decades. From 1
-2 16, these pro ects
amounted to 1.6tn of investments. hile this
does not include private investment in high-income
countries, it is a miniscule amount compared to the
tn needed to ﬁll the world’s infrastructure needs
by 2
based on the lobal Infrastructure ub’s
estimates.
The attention to infrastructure demand grew
signiﬁcantly in the last decade. Rising populations
and rapid urbanisation across the globe put focus
on the inadequacy of built assets to support such
growth. Meanwhile, in more developed countries,
aging infrastructure networks highlighted the
importance of continuously maintaining and
upgrading built assets. overnments have
historically controlled infrastructure development,
but are now more vocal about needing the private
sector not ust to build physical assets, but to
ﬁnance them as well.
fforts to measure and quantify these
infrastructure needs in a robust, comprehensive
way coincided with the decline in interest rates
following the 2
ﬁnancial crisis. This generated
more awareness of infrastructure and interest in its
potential as an alternative source of yield that could
help diversify portfolios. Institutional investors and
their long-term liabilities seem ideally matched to
infrastructure’s longer investment hori on. owever,
some sovereign and pension funds still struggle to
invest in this sector. Investors remain unable or

unwilling, if able to include infrastructure in their
portfolios see Figure .
In the MFIF
I Survey 2 1 , respondents from
central banks, sovereign funds and public pension
funds were asked whether they were allowed to
invest in real assets, which includes infrastructure. f
these, 6 % indicated that they were not permitted to,
either because of prevailing laws and regulations or
because their fund mandate did not allow it. Among
those currently barred from investing in real assets,
% said that they would not consider it even if the
relevant rules changed positively. n the other hand,
those that invest in real assets allocate 2 % to this
asset class on average, of which % is invested
speciﬁcally in infrastructure.
Some regulations on infrastructure investments
are changing. orway’s ﬁnance ministry announced
in April that it is allowing the country’s overnment
ension Fund lobal to be invested in unlisted
renewable energy infrastructure. orges ank, which
manages the world’s largest sovereign fund through
orges ank Investment Management, plans to start
with low-risk investments in developed markets. The
cap on the fund’s environment-related investments
was raised to ok12 bn from ok6 bn, equivalent to
about 1. % of its ok .6tn assets.
The announcement makes clear that orway’s
new policy is not part of a broader climate strategy.
It is a diversiﬁcation push rather than a fulﬁlment of
environmental, social and governance mandates.
ecause of the
F ’s si e,
IM’s investment
choices could inﬂuence other institutional
investors who are considering a foray into unlisted
infrastructure.

isk business real returns
Infrastructure contracts have long durations,
reﬂecting both the lengthy periods of construction
and the number of decades during which the facility
is e pected to operate. As a result, the payment for
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Figure 1: Infrastructure deals dip despite
persistent funding gap
Deals announced globally, 2009-18
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the service it produces which in most cases either
falls wholly on the consumer, or is subsidised by the
government is pegged to inﬂation. This protects the
facility’s revenue stream from ﬂuctuating price levels
and ensures a predictable cash ﬂow. For e ample,
toll roads may charge user fees that are linked to
the consumer price inde or a similar metric. In
some cases, the peg is less e plicit, such as when
regulators ad ust electricity rates in inﬂationary
conditions.
Inﬂation protection compensates for risks
inherent to infrastructure. Apart from having long life
cycles, built assets are immoveable, making them
susceptible to a range of geographic and political
risks that can affect price levels. Infrastructure
pro ects also have e tremely high upfront costs
compared to other investment opportunities.
In certain cases, such as when operation and
maintenance is part of the infrastructure deal, capital
in ections are required over the facility’s lifespan.
Still, infrastructure manages to bring solid returns
because of its monopolistic quality and inelastic
demand. Transport infrastructure, for e ample,
serves speciﬁc routes and locations that make it
either physically impossible or simply unproﬁtable for
potential rivals to replicate. Social infrastructure, such
as hospitals and schools, tends to have a monopoly
over speciﬁc communities. Users of these facilities
are unlikely to signiﬁcantly change their behaviour
even during inﬂationary periods or other changes in
economic conditions.
hen asked if real assets perform better than
other investments, % of respondents to the MFIF

I Survey 2 1 agreed, saying they performed
signiﬁcantly better. An additional 1 % said real assets
perform slightly better than other investments see
Figure 2 .
In an ideal world, direct private investment would
be the quickest way to ﬁll unmet infrastructure needs.
ne way is through public-private partnerships, which
have emerged as a popular model for governments
to grant concessions to private entities to ﬁnance
and construct infrastructure facilities. owever,
this requires high levels of capital that very few
institutional investors can allocate by themselves.
It would also typically entail partnering with a
construction ﬁrm or other similar corporate to deliver
the actual physical asset.
ven for institutional investors with enough
assets for direct investments, evaluating the ﬁnancial
viability of infrastructure pro ects can be di cult.
Conducting due diligence is challenging and costly,
as every infrastructure and subsector comes with its
unique set of risks. Risks associated with an airport
on an island would differ from a railway in a busy
metropolis, and even more so from a powerplant.
ften, investors lack in-house e pertise to assess
these and end up having to rely on the evaluations of
e ternal advisers.
For smaller institutional investors with little or
no e perience in infrastructure, asset pooling would
make more sense to increase investing capability.
The UK’s ensions Infrastructure latform was
set up in 2 11 to help pension schemes channel
investments into UK infrastructure assets through
infrastructure funds. Aside from consolidating

Even for
institutional
investors with
enough assets
for direct
investments,
evaluating
the financial
viability of
infrastructure
projects can be
difficult.’

Figure 2: Real assets show real returns
How have your real assets performed relative to
other investments , % of total responses
Same
8%
Slightly better
17%

Significantly
better
75%
Source

MFIF

I Survey 2 1

omfif.org |

GPI_2019_FinalBook.indb 125

22/05/2019 12:26

OMFIF Special report

Infrastructure and real estate

The complex
and bespoke
qualities of
infrastructure
can mean vastly
different risks
and returns
based on
size, industry
or sector,
geographic
location, stage
of development,
and other
aspects.

investment power, this method allows pension
schemes to beneﬁt from the infrastructure e pertise
and e perience of I ’s investment managers.
y investing in infrastructure funds, institutional
investors can access unlisted infrastructure even if
they lack the internal e pertise or resources to assess
pro ects unilaterally.
A more common but even less direct manner of
investing is through listed infrastructure. ecoming
a shareholder of a publicly listed infrastructure
company allows investors to gain e posure to
the sector, while en oying relative liquidity and
committing a relatively minimal level of investment.
Investors also have the option of buying corporate or
pro ect bonds issued by these companies. ecause
they are traded on e changes, more transparency
can be e pected when it comes to background
information and pricing.
A weakness of listed infrastructure products is
that they tend to perform similarly to other asset
classes, especially equities, as they are e posed
to stock market volatility. Some companies or
their corporate bonds may also be tagged as
infrastructure even if their infrastructure-related
activities form only a small part of the business or
pro ect. For these reasons, investing e clusively in
listed infrastructure might not reap the e pected
diversiﬁcation beneﬁts.
ension funds in Australia and Canada have been
investing in infrastructure since the 1
s, and are
often considered solid e amples of how institutional
investors could approach the sector. Canadian funds
Figure 3: Renewable energy projects top list of deals
10 biggest infrastructure deals announced, 2018
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Figure 4: GPIs still unable to invest in real assets
Are you allowed to invest in real assets? (LHS)
and Would you consider investing in real assets
if laws and regulations allowed you to? (RHS), %
of responses
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are known for having pioneered direct investing in
infrastructure pro ects. Australian funds started
investing in infrastructure through listed companies
and funds, as well as through
s. Investing in
unlisted infrastructure has also become popular for
pension funds in both countries.

Building benchmarks
A long-running issue that hinders institutional
investment from infrastructure is the lack of adequate
benchmarks. erformance benchmarks act as a
point of reference, allowing investors to compare
investment performance with the market. Compared
to other asset classes, it has been di cult to
benchmark infrastructure investments because of the
dearth of comparable data. The comple and bespoke
qualities of infrastructure can mean vastly different
risks and returns based on si e, industry or sector,
geographic location, stage of development, and other
aspects. This complicates any attempt to build a
robust, reliable inde for infrastructure investments
that can be used in benchmark construction.
Indices for listed infrastructure are more readily
available, as they are ust a subset of a wider e isting
inde . The FTS , MSCI, S and ow ones, among
others, all offer their versions of infrastructure
indices. There are fewer such indices available for
unlisted infrastructure, and those available focus
usually on a speciﬁc region or industry.
Access to robust and reliable comprehensive
global indices for infrastructure, especially in the
unlisted space, can address concerns regarding
performance measurement a critical task in asset
allocation. ith the gap between infrastructure
demand and available funding persistently wide, the
need to channel institutional assets into this sector
is as urgent as ever. 
Kat Usita is Deputy Head of Research at OMFIF.
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Key infrastructure deals involving Global Public Investors, 2018-19
Institution

Description

Size ($m)

Date

Ontario Municipal Employees
Retirement System

Canadian pension fund OMERS purchases a 10%
interest in toll road concessionaire 407 International
Inc from SNC-Lavalin Group.

2,430

April 2019

Kuwait Investment Authority

KIA reportedly agrees to buy out the UK’s North Sea
Midstream Partners, an oil and gas ﬁrm, through its
London-based infrastructure arm Wren House.

1,700

July 2018

CPPIB purchases an undisclosed stake in Aqua
America, a US water company.

750

March 2019

California Public Employees’
Retirement System

CalPERS commits to the Golden Reef Infrastructure
Trust managed by Australia’s QIC.

600

October 2018

Universities Superannuation
Scheme

UK pension fund USS announces plan to acquire
KCOM, an IT and communications company.

504

April 2019

Virginia Retirement System

The US pension fund invests in two major
infrastructure and real estate funds, Blackstone Real
Estate Partners IX and Global Infrastructure Partners
Fund IV, at $200mn each.

400

January 2019

Stichting Pensioenfonds ABP

Dutch fund ABP invests in the Smart City
Infrastructure Fund managed by Whitehelm Capital.

280

November 2018

Teachers’ Retirement System
of the State of Illinois

TRS Illinois invests in Macquarie European
Infrastructure Fund 6, which will target utilities,
transportation, communications and renewable
energy assets.

224

March 2019

GIC

Singapore’s sovereign fund GIC and investment ﬁrm
KKR acquire a 42% stake in infrastructure investment
trust India Grid Trust. The fund also acquires a 10%
stake in port operator Terminal Investment Limited for
an undisclosed amount.

142

May 2019

Caisse de dépôt et placement
du Québec

CDPQ agrees to buy a 30% stake in the main operating
subsidiary of Vertical Bridge Holdings, LLC, the largest
private owner and operator of communications
infrastructure in the US.

Undisclosed

April 2019

Canada Pension Plan
Investment Board
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