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In these challenging times, the diversification, income and inflation
hedging benefits of our Real Asset solutions can help to address

a range of investors requirements, including the ability to generate
tangible, real-world impact and contribute to net zero targets.
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Backed by strong investment convictions and 250 years

of entrepreneurial history, our £16 billion real asset platform of
infrastructure, real estate and private equity expertise offers
sustainable value creation.
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- Authorised and regulated by the FCA - No. 578074 - 4 Carlton Gardens - London SW1Y 5AA. Information as of 31/10/2022. The
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jurisdiction where it would be unlawful or where the person providing it is not qualified to do so. It is not intended to constitute, and
should not be construed as investment, legal, or tax advice, nor as a recommendation to buy, sell or continue to hold any investment.
Edmond de Rothschild Asset Management (UK) shall incur no liability for any investment decisions based on this document. Any
investment involves specific risks, including the loss of capital.



INFRASTRUCTURE

An economy will struggle to generate growth without sufficient and
modern infrastructure.

Roads, bridges and trains to get you from A to B without unnecessary
delays, clean water at the turn of a tap, energy at the flick of a switch,
fast broadband speeds and being able to use your phone no matter
where you are in the country are crucial.

The problem is that Europe and North America are old civilisations.
Roads and bridges need repairing, while the energy generation and
communications networks need upgrading as we are now in the dig-
ital age while decarbonising the economy is a policy adopted by many
governments.

But building roads, wind farms and a nationwide electric vehicle
charging network are expensive. Indeed, the global infrastructure
funding gap by 2040 is estimated to be $15trn ($12.4trn).

So where will the money come from to update the energy system,
repair the roads and make our broadband more efficient.

One policy that is being pursued by Britain’s government is to turn to
the stewards of large pots of private capital: institutional investors.
But are pension schemes and insurers interested in infrastructure? If
so, what assets do they want in their portfolio? And what do they
think of the quality of the assets?

To find out we put together a panel of investors, their fund managers
and those advising them on the asset class. We were also joined by a
representative of a body working to promote sustainable infrastruc-
ture, because countries will struggle to transition their economies

towards cleaner sources of energy without it.

Mark Dunne

m.dunne@portfolio-institutional.co.uk
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IN FIGURES

$94trn
$15trn
£20.6bn
18%
$627bn
280,000
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PARTICIPANTS
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Michael Ebner

Managing director, head of sustainable
infrastructure

KGAL Investment Management

Michael Ebner has held several senior real
asset positions since joining KGAL Invest-
ment Management around 25 years ago. He
was appointed a managing director in 2015
with responsibility for the firm’s sustain-
able infrastructure interests. Ebner has also
held roles at Dresdner Bank and Bayerische
Vereinsbank.
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Jean-Francis Dusch
Chief investment officer, infrastructure debt
Edmond de Rothschild Asset Management

Jean-Francis Dusch has led the infrastructure
debt platform at Edmond de Rothschild Asset
Management since its inception in 2014. He
joined the asset manager 10 years earlier

as co-head of project finance. He then took
charge of the structured finance team before
becoming head of global infrastructure and
structured finance. Dusch started his career
at Bouygues Construction in 1992, where he
worked in project finance until joining UBS

in 1998, where he was involved in European
infrastructure, energy and telecoms pro-
jects. He has also been a director at Citi and
WestLB, covering infrastructure and TMT in
Europe, the Middle East and Africa.
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Thomas Foucoin
Senior debt origination manager, infrastructure
Pension Insurance Corporation

Infrastructure-focused Thomas sources,
structures and executes private debt transac-
tions for PIC. This has seen him work on
deals involving renewable energy, utilities,
healthcare and education. He joined the
insurer in 2018 from Moody’s, where he was
part of the infrastructure team.

Catherine Lloyd
Principal, global infrastructure
Mercer

Catherine Lloyd sources, assesses and
monitors infrastructure assets for Mercer’s
discretionary investment products. She also
advises institutional investors in Europe on
their allocations to the asset class. Before
joining Mercer in 2019, Lloyd worked for
EISER Infrastructure Partners and provided
transaction execution services to a sover-
eign-funded Sub-Saharan Africa Renewable
Energy fund. She has worked in infrastructure
since the late 1990s, starting her career with
Westpac in Australia before moving to ABN
AMRO, where she held risk management
roles in Sydney, Amsterdam and London.

Katya Romashkan
Investment director, infrastructure
Local Pensions Partnership Investments

Katya Romashkan is responsible for the origi-
nation, execution and management of the
local government pension pool’s infrastruc-
ture investments, leading the team through
all stages of the investment process. Prior to
joining LPPI, she spent 10 years working for
construction group Balfour Beatty Invest-
ments and three years at a US infrastructure
boutique.

Florence Taj
Equity portfolio manager
MFS Investment Management

Florence Taj specialises in listed equities

and is responsible for portfolio construction,
risk control and cash management at MFS
Investment Management. Taj joined MFS as a
research analyst in 1999 and has held several
senior positions since, including launching
the firm’s Global Listed Infrastructure strategy
in 2017, for which she has portfolio manage-
ment responsibilities. Before joining MFS,

Taj was a senior consultant at Renaissance
Solutions.

|

Lewis Vanstone
Investment director
Railpen

Lewis Vanstone has been responsible for
Railpen’s infrastructure assets since 2019,
overseeing investments in wind power,
biomass and smart metering. Vanstone, who
has a 13-year track record of investing in
infrastructure, is also deputy portfolio man-
ager of Railpen’s Long-term Income Fund and
managers its Growth Infrastructure portfolio.
He has also focused on infrastructure at
Foresight, PwC and for SSE on the sale of its
non-core infrastructure assets.

Simon Whistler
Head of real assets
UN Principles for Responsible Investment

For the past four years, Simon Whistler has
led the PRI’'s work on real assets. He sup-
ports asset owners to integrate responsible
investing into their processes. His work has
included developing guidance for real assets
on implementing the recommendations of
the Taskforce for Climate-related Financial
Disclosures.
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Roads, bridges, faster broadband networks, wind farms, solar parks and elec-
tric vehicle charging points: the world needs them, but who will fund them?
Oil-rich nations aside, governments are unlikely to foot the bill as the estimated
global cost has been set by the World Bank at almost $100trn (£83trn).

Infrastructure




We invited a group of asset owners and asset managers —

who are filling that gap by funding the world’s upgrade —

to sit down and discuss how they are, to borrow a political
phrase, “building back better”.
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What infrastructure assets are institutional investors interested in?
Fundamentally, we insure more than £30bn of
defined benefit pension liabilities, with a significant market
opportunity, and we need to source long-term, stable and,
where possible, inflation-linked, cashflows to match the pen-
sions of our policyholders. That is why we invest in infrastruc-
ture debt.
There is no specific sector we target, but there are things we
like. We have invested significantly over the years in social
infrastructure. A good example would be student accommo-
dation, which presents an opportunity for us to invest our
policyholders’ pensions in projects that benefit future
generations.
We also invest in assets which support the energy transition.
Renewable energy has been an important part of our pipeline
in the last few years. In particular, we have invested in offshore
wind farms in the UK and solar projects across the continent.
Lastly, we finance assets which are critically needed to modern-
ise the economy and are useful every day for local communi-
ties. One such transaction we financed was a fleet of rolling
stock, including several electric trains, connecting Birming-
ham to other cities and towns in the Midlands.

We make debt and equity investments looking
for contracted, inflation-linked cashflows for our members. We
have the flexibility to make unlevered or levered equity invest-
ments where we see explicit inflation-linked contracts. That is
through our Long-term Income Fund, which has around £2bn
of committed capital.

We also have a growth infrastructure pot of some f50om
which is aimed at investing in assets earlier in their lifecycle —
at the greenfield, development or construction stage — and the
intention is to keep them within the scheme long term.
We are sector agnostic, investing across all infrastructure sub-
sectors. Recent investments have been energy transition
focused, including wind, biomass, smart metering, waste and
battery storage.

We invest across various sub-sectors, mainly
energy, waste, transport, social and regulated utilities.
We have done quite a few transactions in the energy transition
space. We have bought into wind farms, but at the same time
backed a battery storage developer, which is an energy transi-
tion story rather than one of pure renewables.
We are an equity investor. Although we can invest across the
capital structure, low interest rates in the past 10 years meant
that the risk/return profile was not attractive enough for us to
invest in debt. Obviously, things are changing.
Our assets need to have certain characteristics. We are a core-
plus infrastructure investor, so contracted inflation-linked
cashflows, long-term durations as well as having governance

and control, which for equity investors is important.
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Infrastructure brings a natural
diversification to portfolios.

Edmond de Rothschild Asset Management

What role does infrastructure play in institutional portfolios?
Investing in infrastructure is impact
finance, to a certain degree, as institutions are conviction, ESG
and regulation driven.
ESG integration is important, especially in light of SFDR [Sus-
tainable Finance Disclosure Regulation] and Europe’s energy
transition bet. Alongside long-term matching assets and recur-
ing and predictable revenues, infrastructure brings a natural
diversification to portfolios.
The energy transition is broad. It is traditional renewable
energy, but also second-generation sectors such as battery stor-
age, hydrogen and hydroelectricity. It also expands to green
mobility and social infrastructure with energy efficiencies for
the more traditional infrastructure. Decarbonisation of utilities
is also a key component of the energy transition.
It is also about jurisdictions and regulation. Our investor base

was in Europe, but we are becoming more global and there are



different regulatory frameworks to consider. Financing situa-

tions are also broad. You associate infrastructure with project
finance, with new assets, but pension funds want yield on day
one. There is, therefore, a lot of refinancing and acquisition
finance we extend for assets in operation.

An important point is that you can have various horizons in
terms of the tenor of the debt. Equally, you can be at different
levels of the capital structure from senior investment-grade
debt to BB-rated junior debt, whilst still bringing strong resil-
ient infrastructure assets to our investors. There is, therefore,

significant diversification in this asset class.

Michael, in the conversations you are having, what do institu-
tional investors want from this asset class?

Michael Ebner: Inflation linkage, long-term exposure and impact
investments, which is why we concentrate on the energy tran-

sition. Investors have been used to secure structures, to feed-in

tariffs and regulated assets, but this world has gone, especially
in the renewable space. Infrastructure investors now have to
take some merchant risk.

Of course, you can hedge your exposure by contracting your
generation, but there is a shift in the infrastructure sector from
a conservative inflation-linked exposure to a more merchant
exposure. That makes sense, given the turmoil we are seeing in
the industry.

We have seen problems in the equity and fixed interest mar-
kets, but infrastructure has been stable. That’s especially true
for renewable energy, where we are seeing higher valuations
compared to pre-crisis levels as a result of it serving the pub-
lic’s needs and rising energy prices.

We can answer concerns from investors by showing that
investments in renewables have proven strong in a regulated
case 10 years ago, in a secure environment five years ago and

during a crisis in the last three years.
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These are operational assets. That's the major difference to
other asset classes. There are moving parts and things happen

in this sector.

What problems could listed infrastructure solve for investors?
Florence Taj: Listed is a nascent part of infrastructure investing.
Most people around this table are involved in private infrastruc-
ture, but the listed side has many advantages for pension funds.
The first is that there is a huge investable space. The FTSE
benchmark we use has a $3trn (£2.4trn) market cap of compa-
nies listed globally that are involved in the infrastructure space,
which have stable regulatory frameworks, long-term cashflows
and inflation adjustments. That space is rarely accessible to
investors in a low risk, diversified packaged fund that is liquid.
We are trading on huge markets, we do not have gating in
place. In an environment where liquidity is becoming more
important, having listed infrastructure complement private is
a great option to play in that space without some of the draw-
backs that we see on the private side.

The second point is quite topical in that valuations on the listed

side are often much lower than they are on the private side. For
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example, when Vodafone sold its Vantage Towers business to
KKR and GIP, the valuation they received was 30% above what
listed companies are trading at in Europe.

That speaks to a lot of money being raised on the private side
that is trying to find a home and the natural home for deals that
make a difference is the listed market. It makes sense for pen-

sion funds to take advantage of that valuation difference.

Catherine, what are institutional investors discussing with you
and your colleagues when it comes to infrastructure?

Catherine Lloyd: ESG is front of mind. Itis a hard rule that many
European investors must have Article 8 funds as a minimum.
They will not consider anything less.

In the US some investors are wary of that. They are not sure
whether the SFDR regime and the EU taxonomy are reducing
the effectiveness of their infrastructure investing. They are
wary of investing in those types of products, preferring to stay
out of it.

We are seeing a lot of potential investors in the infrastructure
space. There are lots of typically smaller pension funds that have

not yet explored investing in infrastructure or in private markets.



We are also seeing investors that are looking to unlisted infra-
structure, which is a relatively small part of their investment
portfolio, to deliver a disproportionate share of their carbon

emissions reduction target.

Simon, infrastructure is vital for economic growth, but how
important is infrastructure when it comes to building a sustaina-
ble world?

Simon Whistler: It is fundamental. Ultimately, we are not going
to achieve the energy transition without massive investment in
infrastructure across the world. You cannot underplay that part
of the conversation.

It is easy to state that investing in renewable energy or battery
storage are sustainable or impact investments, but it’s also
important how you manage the assets.

There is a lot more to sustainability than simply owning or
investing in a wind farm.

There are also supply chains, how you manage communities
and so on. It is good that more money is flowing into those
assets, but how those assets are managed and looking further

down the chain are fundamental parts of it as well.

We have seen returns in the
renewable space come down
to levels where the underlying
risk of owning a wind farm can
make it uneconomical in some
cases.

Katya Romashkan, Local Pensions Partnership Investments

So, there is more to the energy transition than wind farms and
solar parks?

Whistler: The industry needs a clearer definition of sustaina-
ble infrastructure. There are lots of infrastructure funds say-
ing that they are sustainable, but everyone will have different
definitions of what can go into them. Renewable energy is
part of that, like battery storage and smart meters, and digi-
tal infrastructure — there are lots of things that people are

looking at.

With so much political will behind renewable sources of energy,
and with investors building sustainable portfolios, why isn’t
renewable energy booming?

Ebner: It would be booming if governments accelerated the per-
mitting process and force grid operators to offer more connec-
tion capacity. There are also some issues in the supply chain.
For example, it can be problematic to procure wind turbines
for a fair price from China and ship them to Europe.

Finally, interest rates have risen. We are often asked if energy
transition assets can cope with the interest rate rises we have
seen during the past month.

These are the reasons why renewables are not booming as well
as they could be. Nevertheless, efforts on the political side to
overcome these issues will drive a massive increase in sustain-
able infrastructure in the months and years to come.

Dusch: It is an interesting point about interest rates. When we
launched our infrastructure debt offering in 2014, generating
between 4% and 6% for senior investment-grade was the pre-
vailing yield. Then rates became negative and generating a
2.5% yield almost made you a hero. To a certain degree, the
interest rates we observe are back to historic levels of 10 years
ago and we capture it in our infrastructure debt investments.
But renewable energy prices have also risen meaning that
equity-holders of such assets can probably afford the higher
cost of debt as they also capture higher inflation.

December—January 2023 portfolio institutional roundtable: Infrastructure 11



Is this a long-term trend? Governments might intervene to
control energy prices. But in the meantime, equity-holders can
generate significant returns.

As creditors, we are careful because when equity investors gen-
erate target returns more quickly, they might consider selling
their investments to other equity-holders that we might be less
comfortable with. But we can document protections to mitigate
the associated risk.

Ebner: In Germany, we are seeing high power prices, but the
outlook forecasts a heavy price decrease in the years to come.
We will return to lower levels, maybe not to pre-crisis levels,
but we have locked-in high interest rates.

Some of our portfolio assets are benefiting from the current
scenario, but it’s a short window of opportunity. We can lock-in
assets now at a relatively low cost for a short period of time
with these higher power prices, but our forecasts are based on
low power prices.

An educated guess for the next 20 years is that we will see
power prices in the area of €50 (£43) to €60 per megawatt
hours, which is roughly 30% of the current spot price. There is
a definite price decrease, which does not affect the asset if your

business plans are sound and long-term oriented.
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Dusch: That is almost twice the level at which we contemplated

sizing the debt for many assets we have financed in the past
few years.

Ebner: T would assume that those assets have hope for higher
power prices in the years to come.

Foucoin: This speaks to the challenges of investing in renewa-
ble energy, especially for institutional lenders like UK insurers.
We are Solvency Il-regulated, matching-adjustment investors,
which means our focus is on the investment-grade segment of
the infrastructure market.

Volatility in power prices poses a challenge in terms of what
structures work for investment-grade debt investors. We have
invested in several wind and solar transactions over the years,
whose cashflows were either regulated or fully contracted until
the debt matures.

Nowadays, however, we see a lot of projects which are partially
exposed to fluctuating power prices, especially towards the end
of the debt’s maturity. The goal for us is to find structures
which achieve an investment-grade status, and deliver the sta-
ble, predictable cashflows needed to match the pension pay-
ments we have on the other side of our balance sheet.

Taj: In terms of investing in renewables, some wind farms were
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built on a merchant basis, which can be quite volatile, but there
are other ways to play the energy transition.

For example, utilities are about 50% of the listed benchmark.
They used to be viewed as stale and boring with no growth, but
they are a huge beneficiary of the energy transition because to
connect renewables, you need to build up the grid.

The grid traditionally was built around a centralised energy
infrastructure, where you had a huge coal or nuclear power
plant supplying power directly to the end user. Now, there is a
need to build connections for renewable energy to flow into the
system.

Also, at the user level, distribution networks need to be built to
support, for example, electric vehicle charging in the home,
which requires a lot more power.

My point is, you can invest in this transition without taking
merchant risk because utilities have regulated frameworks in
place to remunerate them on that capex. If you look, for exam-
ple, at US utilities, they are growing their earnings per share by
6% to 7% on the back of all the investments that are needed to
make the energy transition happen.

It is important to have a broad view of how you can play these
trends without necessarily taking a lot of merchant risk.

In principle, I agree with you. In detail, I don't. There are
utilities which are not performing under the current scenario.
German utility Uniper and other utilities, especially munici-
pality-owned, are suffering.

Translated into more general words, you do not always get
infrastructure-linked, highly regulated exposure when you
invest in listed or unlisted infrastructure assets.

You are right because not all listed assets in this space are
worth investing in. Uniper buys gas from Russia to sell it on.
In this environment, that’s a terrible business model.

Itis the same with Vestas and other sustainable energy-focused

manufacturers who are in quite a weak position against the big

renewable developers.
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In an environment where
liquidity is becoming more
important, having listed
infrastructure complement
private is a great option to play
in that space without some of
the drawbacks that we see on
the private side.

MFS Investment Management

The key in the listed space is to find companies that have regu-
lated assets and long-term power purchase agreements. In
Germany, probably the closest to that would be RWE, which is
transitioning to that model. You have to do a proper analysis to
make sure that you do not end up with a stranded asset.

In addition to those issues, investors prefer operating
assets. Not as much capital is willing to invest in new builds,
which is holding back the expansion of renewable energy.
Investors want yield so greenfield does not work for them.
Obviously, the more greenfield exposure you have in your port-
folio, the longer it takes for yield to come through and the

deeper your J curve. That deters quite a few investors.

With rising inflation and the invasion of Ukraine putting con-
cerns over energy security in the headlines, is anyone seeing a
change in attitudes towards renewable energy?

From my perspective, there is quite a lot of capital
flowing into greenfield renewables. We are seeing more parties
in the operational renewables space, making it a highly com-

petitive market and some investors are looking at adjacent are-



as for higher returns. It might be oil and gas vessels which are
transitioning to maintenance for offshore wind farms. Even in
the battery storage sphere, some infrastructure investors are
going straight to the optimisers who do not own the assets but
run the revenue operations and take a share of revenues.

So you can participate in investments adjacent to the renewa-
bles build-out and the energy security side of things.

Lloyd: We are seeing more interest in transition assets than tra-
ditional renewable assets. It is seen as the more exciting part of
the space.

Romashkan: It is due to return compression. We have seen
returns in the renewable space come down to levels where the
underlying risk of owning a wind farm can make it uneconom-
ical in some cases.

Long-term pension funds have to be selective on where they
come in. When we were doing the Hornsea One deal [a wind
farm off the Yorkshire coast] it was a syndicated play, so we did
not have to compete on price.

There are certain characteristics you need to pick out rather

than everyone piling in, which makes it too competitive.

Vanstone: Even within the UK contract for difference (CfD)

regime, risk allocations are shifting. We have gone from the
first allocation round where there was little negative price risk,
so you get your CfD support in most circumstances, to one
where if the day ahead price is negative then that support has
gone.

You need to forecast that in terms of impact on returns, which
is difficult. Then you need the ability to switch off, so you are
not taking on negative revenue and cost.

Dusch: What is important to consider when talking about the
energy transition is the word “transition” itself which also cov-
ers the transformation of assets. Equally, within the renewable
energy sector, we now have assets reaching a 15-year lifespan,
begging the question of whether to upgrade them or decom-
mission them with the related impact.

Regarding the transformation of brownfield assets, utilities are
an example of where we are seeking to decarbonise existing
infrastructure. This is an important part of implementing the
energy transition.

The EU’s “Fit for 557, for example, seeks a 55% decrease in Co2
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emissions by 2030. It is important to know how you get there.

Our role as an asset manager is to explain why some invest-
ments contribute to reaching such goals. This brings numer-
ous investment opportunities. In doing so, we have to de-risk.
Which brings us, among other things, to the technological and
regulatory risks mitigation debate. Even more so as there is a
technological shift involved in the energy transition.

I agree that there are many merchant plant investment oppor-
tunities now, which does not mean there are no feed-in tariff
regulated assets.

Ultimately, we worked with industrial players to get comforta-
ble with the risks, and how to mitigate them, to bring safe
assets within the mandates granted by our investors.

Whistler: That’s a great point about the way assets can be trans-
formed. We are having more conversations with investors
explicitly looking at decarbonising their assets if they can, how
and by what year? Ultimately, it comes down to if it is going to

be financially viable.

It is interesting because this is not just about investing, it is
about ownership. How is the UN PRI working with asset owners
to improve the impact of these assets?

Whistler: A lot of it is focused on how investors engage with
their assets. Ultimately, it's what targets they put in place to

manage those assets, such as reducing carbon emissions. Then
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There is a lot more to
sustainability than
simply owning or
investing in a wind farm.

Simon Whistler,
UN Principles for Responsible Investment

there is how do you engage on the social side, thinking about
human rights when looking at the renewable supply chain.

A lot of our focus is on engagement, understanding where you
as an investor have leverage over assets and portfolio compa-
nies, even where you might be in a minority position or how
you work with your fellow investors on a particular deal. That
is an important part of what we do.

Vanstone: Railpen is a £37bn scheme and invests around £2bn
to £3bn in infrastructure. Scarcity of assets in the renewable
space has been a barrier for quite a while.

Scale is another. We look at individual tickets of around fioom
but some of the larger offshore wind and energy from waste
assets are worth billions, so we need to partner with others. We
have a preference not to have leverage. That's another chal-
lenge on scale, as it's commonplace to have leverage in a num-
ber of these assets now.

The other point is governance. If we have a small stake in an
asset, from a governance perspective, our rights are limited.
The alternative for us investing across the capital structure is to
go in as part of the debt rather than being a minority equity
investor that has little in the way of rights.

Foucoin: PIC has a similar appetite for large ticket sizes of
around £75m to f1i50m when we invest in infrastructure debt.
Some constraints come from the supply side, and where to find

investable transactions.
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We have a lot of UK pensioners to think about and would like
to invest in even more projects and companies which can
improve local economies and benefit communities across the
UK. In reality, there is only a finite number of infrastructure
projects and issuers which match our investment parameters
in the UK. As well as helping to stimulate the UK market, we
are, therefore, also financing projects elsewhere in the world,
including continental Europe.

The government can play a role in attracting capital for large
projects that transform the infrastructure landscape by setting
the right regulatory framework to allow institutions such as
PIC to invest. This may be addressed from an insurance per-
spective by the reforms to Solvency II, but it needs to go
wider.

An example of a project we financed a few years ago is the
Thames Tideway Tunnel, a sewer underneath London which
protects the Thames from pollution. The project had a pretty
comprehensive regulatory framework attached to it along with
a support package provided by the government, which allowed

institutional capital to finance it.
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We wish to finance more of these large civil engineering pro-
jects, which are ideally suited to provide stable, predictable

long-term cashflows to match our pension liabilities.

Who is putting institutional investors and infrastructure projects
together?

Romashkan: You source them yourself. Sizewell C [a proposed
nuclear power plant] is coming up and the group behind it has
been quite vocal about the need for equity.

It takes a while to invest in greenfield infrastructure projects.
They are not only long term, but have long build-up periods, too.
We are not seeing much from the government, so we have to
do it ourselves or look beyond the UK. For us, Northern and
Western Europe are interesting jurisdictions.

Dusch: As an asset manager, if you depend on government
infrastructure plans to source your deals, you might be too late
by the time such projects are live.

Of course, it is key to be close to governments to understand
and anticipate the forthcoming trends and offer proprietary

investments to our investors. The key to sourcing deals is to



talk directly to the equity-holders. If you want to structure debt
that is in line with the pension fund’s mandate, while creating
that paradox of securing the debt whilst obtaining the most
attractive yield, you need to come early and ideally talk directly
to the financial sponsors.

In essence, we are always on the sponsor’s back to have early
and proprietary access to investments. We want to be a price
maker when arranging the debt.

Foucoin: We value durable, long-term partnerships with spon-
sors and issuers in the infrastructure market. These relation-
ships usually come from doing an initial transaction, and then
repeat transactions with the same people. Creating long-term,
direct partnerships with key players in the infrastructure mar-
ket has been an important factor in shaping PIC’s role as a
lender in the sector.

One way we achieve that is by offering as much flexibility as
possible to the borrowers. Some of the things we do, for
instance, include providing deferred drawdowns which can be
useful for sponsors, especially when they seek to deliver pro-

jects involving an initial construction phase. As an institutional

Infrastructure investors now
have to take some merchant
risk.

Michael Ebner, KGAL Investment Management

lender, we can also go long in terms of maturities, when we are
comfortable with the credit profile of an asset or company.
Whistler: Every country should have a nationally defined contri-
bution under the Paris Climate Agreement and/or a strategy
built around the Sustainable Development Goals. There should
be something coming from government to set a clear direction.
We are seeing things coming out, such as the EU’s Fit for 55,
but there needs to be more direction, much more consistency
in terms of strategy and planning from governments.

Having three prime ministers in the UK in a few months does
not help, but this is not the only country where there is politi-
cal instability and a lack of structure around this.

There has to be a role for governments going forward. It would
be great to see more engagement between governments and
industry and with developers as well. There need to be more
connections throughout the chain.

Taj: Government has a role to play, but increasingly we will see
corporations driving the transition. We see a lot of corporates,
like Amazon and Google, contract out wind farms to renewable
operators, so the government has nothing to do with it.

After the energy crisis in Europe, more companies will proba-
bly look to secure their own energy sources so that they are not
hostage to gas curtailment, such as we have seen in Germany.
They will also try to secure those sources over the long term to
help reach their decarbonisation goal. In my world, that is a
key issue and we constantly engage with corporates to under-
stand how they are going to affect that energy transition.
Investing in renewable energies is one aspect of that.

The transition, which was initially spurred on by governments
because the technologies were not economical without subsi-
dies, is going to be a lot more corporate driven long term. A
supportive government framework would be helpful, but it is
not essential anymore.

Lloyd: It is not that the corporates are taking that initiative

themselves, it’s the consumer that is demanding it.
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For the companies you mentioned, the demographic of their
consumers are focused on this. They are demanding that these
companies do something, and they are listening.

There are also a lot of initiatives in hydrogen. A lot of chem-
ical companies want to use it in their processes, instead of gas.
In our fund, we play that through the industrial gas companies
with Air Liquide and Linde heavily involved. A lot of the assets
being built, such as electrolysers, are financed by corporate and
private money with no government involvement.

The government has a big role to play in terms of not interfer-
ing too much in the sector, which is going to broaden out
beyond government control going forward.

We have discussed the energy transition and the impor-
tance of ESG, but we have focused on the E. Infrastructure also
serves society. If we look at the S, the topic we have not dis-
cussed is digital infrastructure.

We saw it during the Covid pandemic with remote schooling,
people being diagnosed remotely and working from home, but
it is a big part of the allocation for pension schemes. We prob-
ably have more than 20% exposure to digital infrastructure.
We were a true believer of it because of the impact it has on
society. It also contributes to the environment as some people
may travel less thanks to video conferencing.

We invest significantly in renewable energy, but there is a
much broader way to contribute to the energy transition and be
ESG focused, as explained earlier.

Telecom towers is a great digital infrastructure investment
because with the transition to 5G more robust wireless infra-
structure is needed along with a denser network of towers. It
goes beyond the energy transition.

How do you consider a tower as a sustainable invest-
ment? Everyone is seeking exposure to sustainable infrastruc-

ture, but I do not see towers as sustainable, despite their eco-

nomic viability.

20 Infrastructure

We are seeing more interest
in transition assets than
traditional renewable assets.
It is seen as the more exciting
part of the space.

Mercer

It will be hard to find sustainable infrastructure as not all
investments in the social space are.

It comes back to the definition of what is sustainable.
In the environmental space it is easier to define what that is
based on metrics such as carbon emissions or agreed pathways
to net zero.
When it comes to other assets, you are looking much more at
the social and governance side of ESG. What are you measur-
ing there? What is the social value that you put on digital
infrastructure?
I cannot answer that directly, but it is an essential piece of the
puzzle. It is important that we move the conversation away
from just focusing on the environment. It needs that definition
to make it clearer.

Some managers look at it on the basis of how they man-
age their assets. If they are short-term focused, they will sweat
that asset for as long as they can and then sell it, passing the
problem to someone else.

If their focus is long term, they want the asset to be there for
the next generation and the generation after, so they maintain

it to avoid wastage and do not have to replace it.



Dusch: We believe that committing to SFDR Article 8 is strong
in the current understanding and application of the regulation.
We documented it in our funds’ placement memorandums,
which comprise meeting key United Nation’s Sustainable
Development Goals. For each asset, we also measure CO,
emissions avoided and the classification against the 2050
global warming reduction targets.

Social impact is a big one. Infrastructure development and
operation creates jobs.

Back to digital infrastructure, we have seen that it contributes
positively to social well-being. We can argue that data centres
can be sustainable as technologies limiting the heat they gen-
erate is available. One can also build the social infrastructure
around them using sustainable materials, while the data centre
can be fed by renewable energy. This part of the sustainability
challenge.

Whistler: In the end, it's how everything fits together in a sys-
tem. It is easy to look at one asset in isolation and say it is sus-
tainable, but everything is the sum of its parts.

Dusch: We are a believer of the interconnectivity of infrastruc-

ture. Countries need to build a comprehensive set of infra-

structure to provide the services society needs. Then you can

look at an asset from its integration into a sustainable global

infrastructure.

Is there much difference in regulation when investing in Europe
compared to the UK?

Dusch: It depends on what you are talking about. SFDR is one
regulation with a different interpretation from one EU country
to another. There are so many ways, for example, to look at
feed-in tariffs. In Europe it is a tall order because there are dif-
ferent ways for governments to tender concession agreements
— the PPP scheme in France, the availability scheme in
Germany or private finance initiative in the UK are all proven
but different to one another.

You have to be humble in analysing regulation, seeing what
aspects are important to deliver on the mandate from
investors.

We read that the UK is considering implementing a similar
directive to the EU’s SFDR and taxonomy. It will be interesting
to see if the scheme that is implemented addresses some of the

concerns around interpretation of the EU regulation.
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Taj: From a listed-equity perspective, we do not go into the pro-
ject-by-project regulation detail, we invest in companies that do
it for us. Our focus tends to be on broad-based regulations,
such as how the network returns are set, how often and what
the parameters are.

I can imagine that on the private side there are only a few deals
you can work on at any point in time, because you have to
understand every detail. Whereas on the listed side we can
scale up quickly because we do not need to go into that level of
project detail.

We can still have a view on regulation, but we are able to invest
across assets, across geography more easily.

It is easier to have a diversified portfolio of assets, whereas in
the private world, it takes a long time to get up to speed to un-
derstand all the details, so this is a different way of investing in
the space.

Romashkan: It depends on whether you are a passive or an
active investor. Publicly listed equities will probably fit some-
one who wants to be a passive investor in infrastructure,
whereas pension funds tend to start moving more towards the
Australian and Canadian model. That's being an asset owner,
so they can exert control, governance and then through that
can come the implementation of various ESG and responsible
investment initiatives into the company by being active.

Taj: To be effective at doing that, you need to be a big fund. Itis

22 December—January 2023 portfolio institutional roundtable: Infrastructure

difficult for smaller schemes to get that expertise and the time
to get involved at that level of detail and to understand what to
focus on from a governance point of view.

It is complex if you are not a large player and you want to get
involved in infrastructure. It is a tall task.

Foucoin: From a lender’s perspective, another way to gather the
data and information we need from our investments, regard-
less of local regulations, is to negotiate the right covenants with
the sponsors. For instance, we have been able to negotiate ESG
covenants aligned with our own reporting standards in some
of our transactions.

This is pretty powerful and hopefully some of the provisions
negotiated for our recent investments can be replicated going

forward and becomes more standard in the market.

What returns are infrastructure assets yielding?

Foucoin: We are a relative value investor, so when we invest in a
piece of private debt it needs to generate a premium above
equivalent public bonds of the same duration, credit quality
and in a similar sector. This is the framework we use to price
infrastructure debt transactions.

Dusch: One measure of performance is the spread we generate.
Our senior investment-grade portfolios deliver a 250 basis

points (bps) margin over base rate. In the Junior BB space, it is

550bps.

Scarcity of assets in the
renewable space has
been a barrier for quite a
while.

Lewis Vanstone, Railpen



Volatility in power prices
poses a challenge in
terms of what structures
work for investment-
grade debt investors.

Thomas Foucoin,
Pension Insurance Corporation

If you look at the base rate rise, investment-grade debt we
investin is at 5.5% to 6%. A year ago, when rates were negative
investors were pleased with our ability to floor the base rate
and bring a spread of 250bps.

Our ability to do fixed or floating rate transactions, captures the
higher base rates, keeps our asset class attractive compared to
corporate or sovereign bonds, for example.

Ebner: In equity, life is more complicated. We cannot argue on
spreads because pricing for equity is not as elastic as for illig-
uid assets. In essence, real assets, be it real estate or infrastruc-
ture, tend to maintain their valuation and, therefore, the return
expectations are stable.

This brings me to our understanding of the market. We form
a view whether a certain equity risk exposure brings along a
fair risk/return profile. Ten years ago, a brownfield invest-
ment was fairly priced. Five years ago, it wasn't. There was so
much capital inflowing from equity investors for brownfield
assets that the risk/return profile was too low — it was tendered
to death.

We changed our strategy to a more risk-assuming strategy and
entered the value chain much earlier, creating higher returns.
It is always in the view of investor whether this is a fair price
risk/return profile.

As a result of the increase in risk, somehow the equity returns

have to come up as well. It will take longer when compared to

the volatile debt markets or equity markets, but equity returns

will come up.

Taj: In the listed market, we cannot guarantee returns because
we are tied to the broader equity market. Typically, what we see
is a 3% to 3.5% yield and 6% to 7% earnings per share growth
for a 10% total shareholder return.

Comparing returns on listed infrastructure companies going back
20 years with private returns, they are almost the same. Obviously,
there is more volatility around the listed returns, but in the end
they converge. That is effectively because you are investing in the
same types of assets, but the fees on the private side are high.
Although you get a higher net headline return, it is quite com-
petitive with the listed side. For long-term investors, people
may not have the sophistication to get involved in managing
the asset and to go through the nitty gritty of regulation, listed
is a good alternative on the infrastructure side.

Vanstone: Like many pension schemes, we have inflation-linked
liabilities and so have inflation-linked return targets. At the
moment, we have to try and take a view on what long-term
inflation looks like.

Spread wise, for us at the core end of infrastructure across a
blend of debt and equity, we are looking at up to 2%.

For growth or greenfield infrastructure, it will probably be
close to double-digit return requirements with the recent

increase in risk-free rates.
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INVESTING IN INFRASTRUCTURE
DEBT TO FUND THE ENERGY
TRANSITION

Infrastructure provides essential services to society and sus-
tainability has always been a fundamental component of infra-
structure investing. However, sustainability has become far
more prominent in recent years, accelerated by climate change
conferences such as COP27, government infrastructure plans
and regulation. The need to protect the planet is now a given

that we need to act on.

The scale of required infrastructure investment
Helping to achieve climate change objectives and carbon foot-
print reduction targets will require massive investment for
developing, financing, building and running new infrastruc-
ture. Required investment will reach trillions in this decade
alone.

In the UK, the government’s National Infrastructure Strategy
sets out plans to transform UK infrastructure in order to con-
tribute to its levelling up agenda and achieve net-zero emis-
sions by 2050. In Europe, the EU’s plan for a green transition,
Fit-for-55, is designed to accelerate the reduction of carbon
emissions and in the US the infrastructure bill commits bil-
lions to advance clean energy and confront the climate crisis.
These new infrastructure projects will require significant capi-
tal funding, to which institutional investors can contribute to
in a material way, whilst aligning their own climate and carbon

objectives.

Regulatory frameworks

The development of sustainability frameworks such as the Sus-
tainable Finance Disclosure Framework (SFDR), EU Taxonomy
directive and Task Force for Climate Related Financial Disclo-
sures (TCFD) have had an impact on how infrastructure man-
agers incorporate and report on sustainability factors.
Implementing these frameworks has required the implemen-
tation of concrete and comprehensive ESG factors across every
element of the investment process and ongoing monitoring of
assets. First and foremost, it provides us as managers with an
opportunity to be innovative, engaged and highly disciplined in
our contribution to developing projects, or improving existing
infrastructure, that are essential for preserving our planet and

the environment, creating jobs and supporting the economy.



Energy transition across sectors

The energy and environmental transition is most obviously

associated with renewable energy sectors. However, transpor-

tation (green mobility), public services (modernisation and a

gradual exit from fossil commodities), digital and social infra-

structure (energy efficiency) are also an integral part of the

transition and offer investors a broad investment universe.

The energy transition will foster maturation and reliance on

new technologies, which we refer to as the second-generation

energy transition. As a result, a wide range of sub-sectors and

technologies are emerging:

— Off-shore wind farms with the development of floating
structures

— Battery storage

— Biomass using technologies enabling substantial cuts in
CO, emissions

— Hydropower

— Geothermal power

Funding these projects is essential if we are to support the pol-

icies of developed and emerging countries wishing to reverse

their energy mix, by making substantial cuts to their use of fos-

sil resources and maximising the share of green energy.

— Transport infrastructure is undergoing a major transforma-
tion. For example, the Trans European Network, a linchpin
for the construction and interconnectivity of European

infrastructure over the past decades and written into the
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Juncker investment plan for Europe, includes priority initi-
atives for the implementation and operating of charging sta-
tions for electric vehicles.

— In social infrastructure we are seeing the development of
sustainable buildings, able to report on clear energy efficiency
indicators in sectors such as healthcare or education.

— Public utility services are also undertaking their energy tran-
sition, by modernising installations, reducing CO, emis-
sions and gradually exiting fossil raw materials within ambi-
tious timeframes.

— Resulting smart cities will be a convergence point for the
development of infrastructure enabling the energy and envi-

ronmental transition.

Institutional investors have a key role to play

However, this calls for humility, a sense of realism and a long-
term mind-set. Whilst it is essential to usher in the energy
transition as early as possible, asset managers and institutional
investors may also play an active role in supporting the trans-
formation of existing infrastructure projects. It is important we
give ourselves the means needed to achieve carbon neutral and
climate change targets.

It is comforting and promising that political leaders, regulatory
authorities, infrastructure developers and operators, plus pub-
lic and private funders, are aligning their interests and actions
to speed up the much needed energy and environmental

transition.

The figures, comments, opinions and/or analyses contained in this document reflect the Edmond de Rothschild Group‘s view of market trends based on its expertise, eco-
nomic analyses and the information in its possession at the date of preparation of this article and may change at any time without notice. They may no longer be accurate
or relevant at the time of publication, particularly in view of the date of preparation of this document or due to market developments.

This article is intended solely to provide general and preliminary information to those who consult it and should not be used as a basis for any investment, disinvestment or
holding decision. The Edmond de Rothschild Group shall not be held liable for any investment, disinvestment or holding decision taken on the basis of such comments and

analyses.
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GREEN HYDROGEN - FROM BUZZ TO
BOOM

While there is a lot of talk about the importance of green
hydrogen for achieving the Paris climate goals, the number
of concrete projects is still negligible. But that will soon

change.

Wind and solar energy are growing at double-digit rates and
have reached a record share of 24% of the European Union’s
electricity mix in recent months. This is another milestone on
the path to decarbonising our societies and economies — which
is arguably the biggest challenge of this century.

However, large parts of the economy — like industry, agricul-
ture and heavy-duty transportation — are notoriously difficult to
decarbonise with electricity, because they need different energy
carriers like heat, ammonia or methanol. Wherever green elec-
tricity reaches its limits, green hydrogen takes on a key role.
Hydrogen produced from renewable energies by means of
electrolysis can be used as a fuel or feedstock in all major CO,-
emitting sectors, including those where direct electrification is
not possible. As a positive side effect, locally produced green
hydrogen helps to reduce Europe’s dependence on fossil fuels.

The case for green hydrogen is compelling.

The general layout of the power-to-X pathway
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Waiting for the first large orders

Despite the versatility and great potential of green hydrogen,
the installed base of grid-based electrolysis capacity today is
still limited at less than 1 gigawatt (GW) globally.

According to the International Energy Agency, around 850
GWs of electrolysis capacity needs to be in operation by 2030
to meet the Paris climate targets. Yet, we are still facing a
‘chicken or egg problem’. Electrolyser manufacturers are wait-
ing for the first large orders to be able to finance the expansion
of production capacities. However, their potential customers
will not order until they have identified viable business models

with a reasonable risk-reward ratio.

Encouraging signs for hydrogen economy

The situation reminds us of the renewable energy sector 20
years ago, when electricity generation with wind and solar PV
was not yet competitive. Just like then, we need a regulatory
framework, support schemes, technological advances and a
scaling up of production to give hydrogen, based on electroly-
sis, a kick-start.

As a matter of fact, there are already many encouraging signs
that we are on track to develop a high-growth hydrogen market
in the EU. For example, the European Commission is working
on a comprehensive hydrogen strategy, which will be imple-
mented by the so-called “Fit for 55” legislative package and is
also proposing a hydrogen bank which will invest €3bn (£2.5bn)
to capitalise the hydrogen economy.

New green hydrogen projects are announced almost weekly,
and the experts at Roland Berger expect electrolysis capacities
to increase sevenfold by 2025.

KGAL first invested in renewable energies in 2003 in a compa-
rable market environment — with great success. Today, the time
for investors to enter the green hydrogen market appears to be

just right.
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The role and need for hydrogen decarbonisation
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THE LIQUID, LISTED ROUTE INTO
INFRASTRUCTURE

Who could have guessed that pensions could grab so many
headlines during this unprecedented political turmoil? Thank-
tully, the liability-driven investing (LDI) crisis was short-lived
and proved to be more about the liquidity profile of schemes
rather than their solvency. We expect scheme trustees and their
advisers, with that lesson in mind, to focus more on liquidity
needs in portfolios.

The rise in gilt yields has helped funding levels, but there is
still a need to generate returns and hedge against inflation.
Investing in infrastructure assets can help meet these needs.
Public and private markets offer routes to gain exposure, with
a lot of money chasing similar opportunities.

We believe listed infrastructure can complement existing pri-
vate allocations by providing institutional investors with a lig-
uid and more diversified exposure to infrastructure assets with
lower fees.

Here are four reasons for UK pension schemes to consider

infrastructure exposure via public, listed equity:

1) Huge opportunity set

With a universe of almost $3trn (£2.6trn), global listed infra-
structure provides plenty of opportunities to deploy capital,
rather than investors paying fees to keep their powder dry due
to a scarcity of attractive private opportunities. Given its size,
the listed route can also deliver a less concentrated portfolio
with greater geographic and company diversification.

In our view, listed infrastructure provides access to strategically
important assets many investors would own if they were avail-

able privately.

2) Structural growth opportunity

There is a global need to invest in infrastructure to build new
assets as well as replace or repair existing ones, thus providing
a global tailwind for listed assets. Additionally, listed exposure
is a relatively straightforward and cost-effective way to access
the vast opportunity set.

We believe listed should not be viewed as a ‘bond proxy’ since
the universe has substantial long-term growth and investment
opportunities. For example, the United Kingdom is not the
only region investing in infrastructure. The European Union
has committed more than €itrn (£873trn) to the European
Green Deal while the United States passed a $740bn (£649bn)

Inflation Reduction Act.



3) Liquid, transparent access

Your money is not subject to a lock-up period, which could
potentially be years, nor are you likely to face redemption gates
as you are investing in publicly traded, listed securities.

This route also provides real-time pricing with instant access to
capital as any redemptions involve selling shares of public
companies rather than selling assets to return capital. As we
have seen recently, the value of liquidity may have been under-
estimated, so this route can ease any liquidity constraints faced

by schemes.

4) Similar return profile
Over the past 20 years, listed has provided similar returns to
the private route but with significantly lower fees. After all,

underlying assets are the same whether you take the public or

Performance of Listed vs Private Global Infrastructure

(December 2002 to Date)
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the private route. Currently, listed provides attractively valued
assets as they have become cheaper during this market down-
turn while private assets may have overstretched valuations
that have not yet been marked to market.

Infrastructure provides an attractive growth opportunity for
pension schemes with multiple routes to gaining exposure.
Particularly in light of the significant liquidity risks faced
recently, we believe the listed approach can help meet schemes’
liquidity needs as well as inflation hedging and return require-
ments. Listed can complement private allocations, and we
believe it is well worth UK institutional investors exploring it

further to understand the opportunities available.

For more information about MFS’ listed infrastructure capabil-

ity, please contact Kelly Tran on ktran@mfs.com.
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Everyone loves infrastructure, especially the government.

Indeed, back in 2020, when Rishi Sunak was the chancellor,
he set out the UK’s first infrastructure strategy. This was fol-
lowed almost two years later with the Levelling Up whitepaper,
which has infrastructure scribbled all over it, like a lovelorn
teenager. Institutional investors, particularly pension funds,
also love the asset class for a host of reasons.

But for all this love, the biggest challenge with infrastructure is
the lack of appropriate projects to invest in. How can some-
thing so loved be so elusive? There is, it seems, a need for the
government to create a form of dating agency that matches
investors with their ideal projects.

“Government intervention is the most likely and most signifi-
cant catalyst to increase the number of investable greenfield
projects,” says Paddy Dowdall, assistant executive director of
the Greater Manchester Pension Fund, citing one area that is
no doubt the future of infrastructure. “This could be in the
form of direct procurement of social infrastructure, renewable
energy subsidies, grants for brownfield re-development or co-
investment on a subordinated basis,” he adds.

But Sarah Gordon, chief executive of the Impact Investing
Institute, believes that the government has encouraged institu-
tional investment in this area, but she wants it to focus on

under-served regions of the UK. “Alongside helping to crowd
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in investment, government can also empower people and com-
munities in these places to engage with private capital,” she
adds.

Michele Armanini, greenfield managing director of Infracapi-
tal, M&G’s unlisted infrastructure equity business, highlights
several areas where the government could make projects viable
for institutional investors.

“When it comes to encouraging institutional investment into
sustainable infrastructure projects, the government and regu-
lators must embrace new technologies in a way that enables
them to scale quickly and share risk fairly across the public and
private sectors,” he says.

Armanini has already seen examples of this, with the UK gov-
ernment’s development of models, such as Contracts for Dif-
ference, to support and incentivise investment in sectors like
offshore wind. “This level of support and targeted intervention
has dropped off substantially, and private investors can now
invest in this sector with confidence, knowing they can make
an economic return and will not be left with stranded assets,”
he adds.

George Graham, director of South Yorkshire Pensions Author-
ity, argues that there are other ways of shifting the infrastruc-
ture needle. “The key change that would improve matters here

is to find more ways to bring the skills and expertise of fund



managers together with the people running projects, and to
create some template projects that can be replicated fairly
easily, from say one district heating scheme to the next,” he
says.

It is also a more complicated picture, presenting other chal-
lenges. “For UK investors in UK projects, the challenge is often
competition from overseas investors with deep pockets,” Gra-
ham says. “This is great for the projects, not necessarily good
for us as an investor.”

There are other issues to tackle. “An increasing challenge, as
the definition of infrastructure broadens, is projects lacking
scale and needing significantly more work to be investable,”
he adds.

For Graham, the government could improve the situation.
“Maintaining a consistent policy stance and reducing the time
to get projects out of the planning stage would help greatly,”
he says.

The great transition

Nest’s chief investment officer, Mark Fawcett, offers a different
perspective on the lack of infrastructure projects narrative. “If
we consider the investment required to transition the world to
a low-carbon economy, then it is clear there are plenty of pro-

jects coming down the track.
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“Also, with government debt across the world at heightened
levels due to the pandemic, we should expect private capital
to be in demand for a range of infrastructure investments,”
he adds.

Offering another perspective, Ted Frith, chief operating officer at
investor GLIL Infrastructure, points to the influence of renewa-
ble energy on the issue. “It’s not that there aren’t plenty of pro-
jects out there, but the increased focus on areas such as renewa-
ble energy has made many a lot more competitive,” he says.
“The infrastructure market has attracted a large amount of cap-
ital looking to invest in these sectors, which in turn drives up
the price,” Frith adds. “Investment opportunities have always
relied on a range of factors lining up at the same time, but right
now you need to work harder and be smarter to find the pro-
jects that are appropriate, accessible and provide diversification
for the fund.”

But not enough private capital is flowing into such assets. In
Europe, an estimated €650bn (£544bn) of additional invest-
ment is needed per year by 2030 to fund the green and digital
transitions, the European Economy Commissioner says. “With
public funds stretched following the Covid-19 pandemic, the
private sector has a vital role to play in meeting these funding
requirements,” Armanini says.

Pension funds are being proactive in this area, including the
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South Yorkshire Pensions Authority. “Our fund managers are
working on larger scale renewable projects and addressing
intermittency,” Graham says. “Directly, we are looking at ways
to finance the bringing forward of major development sites,
which include things like the site infrastructure,” he adds.
“These are all focused on providing income streams which are
increasingly important given the fund’s cashflow dynamics.”

GLILs portfolio spans an array of projects, from renewable
energy to logistics, transport, utilities and social infrastructure
as well as Semperian, which invests in local services, such as
schools and hospitals across the UK. “Our fund members rep-
resent pensioners from across the country,” Frith says. “We
are, therefore, supportive of providing better opportunities and

public services wherever they are needed.”

Rewards may vary

The risk-reward profile of infrastructure is at the centre of
South Yorkshire’s assessments. “We would regard projects of
this sort as around the midpoint of our risk exposures as the
income streams are fairly secure and for more local projects,
where we tend to be a direct investor, we act as a senior lender
with step-in rights which reduces exposure further,” Graham
says. “The rewards vary but the hurdle rates we use to determine
which projects to consider give a margin over the actuary’s
return assumption, which means we are achieving our core

objective to ensure we have enough money to pay pensions.”

If we consider the invest-
ment required to
transition the world to

a low-carbon economy,
then it is clear there are
plenty of projects coming
down the track.
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For Fawcett and workplace pension provider Nest, the risk-re-
ward picture varies. “There are core assets with stable cash-
flows which are relatively low risk and then there are new pro-
jects with construction and technology risk,” he says. “While
we have a focus on lower risk assets, we expect our managers
to also seek higher returns by taking construction risk with
proven technologies through, for example, financing construc-
tion of a wind or solar farm.”

Frith says GLIL looks, on the whole, at core infrastructure pro-
jects. “By definition, the cashflows are much more certain than
many asset classes that our pension fund investors allocate to.
Therefore, the volatility of returns is expected to be
low.“However, returns are also lower than certain other asset
classes, for example, private equity,” Frith adds. “At a portfolio
level, investmentin infrastructure can improve the risk-adjusted
returns of the portfolio due to its diversifying characteristics.
GLIL targets a return of CPI plus 4% to 6%.”

Local benefits

The reason institutional investors want exposure to infrastruc-
ture is threefold: they are long-term investments; have ESG or
social impacts; and inflation-linked flows.

“The income streams from investments of this area are
increasingly important for a maturing scheme like ours and
are a key part of meeting our primary objective,” says Graham
of the South Yorkshire Pensions Authority. “They also support
our broader goals in terms of sustainability. And they are more
attractive than other investments that do not have the full com-
bination of these characteristics.”

But for Sarah Gordon there are other attractions. “Investments
in infrastructure have a powerful multiplier effect and can play
a critical role in supporting local communities and the local
economy — improvements to infrastructure can help unlock an
area’s potential and support improvements in a myriad of
other areas, from the viability of new homes to accessing edu-
cation and work opportunities,” she says.

Stressing the investor benefits of infrastructure, Armanini
says: “Infrastructure assets typically benefit from strong
incumbent market positions, which can protect investors from
wider market volatility and offer resilience during economic
downturns. The essential nature of infrastructure assets can
represent a reliable foundation for delivering returns that are
uncorrelated with other traditional asset classes.”

Fawcett also sees the advantages for Nest's members. “We
think illiquids present great opportunities for our members as
a source of higher and more stable returns. Our members are
investing for decades, in some cases up to 50 years, so we can
put their money away for the long-term and help generate an
illiquidity premium.”

In addition, Fawcett discusses other attractive factors for inves-



It’s not that there aren’t
plenty of projects out
there, but the increased
focus on areas such as
renewable energy has
made many a lot more
competitive.

tors. “Global unlisted infrastructure has shown itself to be a
strong performer, fairly insulated from the performance of the
global economy. We believe this will continue and be a useful
diversifier of our portfolio, while reducing our reliance on
other growth assets, such as equities,” he says. “The direct
relationship with the asset can also help us manage key ESG
risks. In particular, we believe investing directly into green
energy infrastructure will play an important role in helping us
achieve our net-zero ambitions.”

For Ted Frith there is an essence in the attractiveness of infra-
structure. “Core infrastructure appeals to pension funds like
our members because it offers long-term, stable cashflows and
inflation-linked returns that align well with the liabilities of a
pension fund.

“Social and ESG-linked projects in particular also appeal to the
objectives of our members and thosew they represent,” he
adds. “After all, as well as fulfilling their primary fiduciary role,
pension funds also consider which investments are attractive
for other reasons, and investors increasingly want to see money
spent on reducing carbon emissions and tackling climate
change.”

The focus on infrastructure investment has never been greater
and, it represents a clear benefit to the broader economy, in
terms of driving growth. “As well as playing a beneficial role in
a portfolio, and helping to support the climate change agenda,

infrastructure investment in general has a strong positive

impact on economic growth,” Frith adds. “It is possible to see
the tangible benefits as we refresh and evolve services and
facilities for the benefit of local communities across the UK.”
Infrastructure is, therefore, a natural investment for pension
schemes and insurers, but it's not without its pitfalls. “It is an
exciting time, but as ever risky,” Dowdall says. “The long-term
nature of these investments coupled with the natural illiquidity
of the asset class mean that when paying the prevailing market
prices there is only a fine margin of error in asset specific due
diligence given the potential risk of an inflexion point in long-
term interest rates and inflation.”

Offering an insight into infrastructure equity investment for a
pension fund, Fawcett has some words of warning. “The costs
of investing in something like infra equity have typically been
too high for defined contribution (DC) schemes. But Nest has
been able to use its scale and long-term focus to negotiate good
fee rates. We have also found workable solutions with our infra
equity fund managers to overcome issues such as daily
pricing.”

In turn, the issue over pricing needs to be addressed. “To help
further open up the market to other DC schemes, there needs
to be a better discussion about cost and value — as they are not
the same thing,” Fawcett says. “We challenged the private
credit market to review their fees and investment structures
and think ahead to the opportunities available with the growth
of defined contribution pensions. They stepped up to the plate,
and the infrastructure equity managers we are working with

have followed suit.”

Delivering growth

The scenario of institutional investors focusing on infrastruc-
ture is vital going forward, Frith says. “Crowding private capital
into infrastructure in the UK will be essential to support tax-
payer funded initiatives if we are to deliver half of the govern-
ment’s aspirations. We have been investing in core UK infra-
structure on behalf of pension funds for more than six years
and are excited to do more.”

Frith does, however, note that much has been achieved in a
short period. “A great deal of investment has been made dur-
ing the past two to three years and, with the progress of initia-
tives like the government’s UK Infrastructure Bank and Level-
ling Up whitepaper, we stand ready to explore further projects
that can deliver stable, long-term inflation-linked returns for
the benefit of our pension fund members,” Frith says.Although
Graham observes that while institutional investors are impor-
tant in the infrastructure narrative, it cannot be built by them
alone. “Institutional investment cannot be the panacea that
addresses all infrastructure needs. We can be a part of the solu-

tion, but not all of it.”
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