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Infrastructure is
A holding its own:

Chief Strategy Officer The rise Of the infrastructure
asset class

More than two decades since Australian
superannuation funds first ventured into
infrastructure, it is evolving globally as

a standalone asset class.
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For decades, governments have been eager to attract
private capital — and especially pension capital — to
help fund the infrastructure spend their communities
need. Well-established as a standalone asset class in
Australia and Canada, infrastructure has become a
mainstay of pension portfolios in both countries due
to its ability to act as a natural inflation hedge and its
lack of correlation with returns generated by listed
equity and debt, which for decades were the
foundational asset classes for any portfolio. But as
interest in infrastructure increases across the globe,
the time has come to consider it as equally vital to the
performance of institutional investors’ portfolios as
those more traditional asset classes.

The Australian superannuation market is widely
credited as having been the first to move into
infrastructure investment in the 1990s. Spurred by
the privatisation of the nation’s capital city airports,
this led to many — specifically the not-for-profit
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sector known as Industry Super Funds — to establish
a private markets or alternatives allocation that
encompassed the emerging asset class, as well as
property and other unlisted opportunities.

Establishing Infrastructure

While Australia pioneered investing in infrastructure
by creating a domestic market, Canada brought the
concept to the wider world when allocating to the
asset class. Following significant pension reform that
saw eight major pension plans! build up in-house
investment management expertise, known as the
Maple model reforms, these funds began directly
investing in infrastructure outside of Canada in the
early 2000s, followed by a move by Australia’s
superannuation sector to solidify its exposure to
infrastructure by investing overseas.

" The Maple Eight are now known as AIMCo, the British Columbia Investment Management Corporation, Caisse de dépot et placement du Québec, the Canada Pension Plan Investment Board, the

Healthcare of Ontario Pension Plan, OMERS, the Ontario Teachers’ Pension Plan, and PSP Investments.
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This first-mover advantage meant investors in both
countries were able to gradually build up a dedicated
infrastructure exposure, outside of a private markets
or alternatives allocation. The growth in the sector
has led to an increased maturity in the way assets are
assessed, and the risks taken on by investors. With a
track record spanning more than two decades, we can
now conclusively say that the risks taken on by and
returns enjoyed from infrastructure are significantly
differentiated from any of the other asset classes that
may sit within the private markets or alternatives
sectors, meaning that infrastructure has truly come
into its own as a standalone asset class.

Unlike equities and bonds, unlisted infrastructure’s
underlying return streams are highly linked to
regulatory or contractual frameworks, associated
with the nature of these assets as providers of
essential community services. As witnessed over the
last couple of years of pandemic, war and inflation,
this means that the asset class can often continue to
perform in such difficult economic climates, even
where the macroeconomic environment will impact
the returns of other mainstay assets.

FIGURE 1
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Recent years of inflation and increasing interest
rates have demonstrated the strategic importance of
an exposure to infrastructure due to its resilience
through economic cycles and effectiveness as an
inflation hedge. We believe the infrastructure asset
class has a role to play as a foundational portfolio
asset class aimed at securing diversified, less
volatile, low correlation long-term returns.

Looking beyond Australia

Despite the fact that infrastructure is established as
a standalone asset class with established track
records in the Australian and Canadian markets,
Europe, Asia and the US are still, overall, placing
infrastructure within an ‘alternatives’ allocation.

However, a number of countries within Europe have
been making significant strides in the last decade,
and governments have attempted to drive greater
allocation to the asset class. In the UK, since 2016,
English and Welsh local government pension
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schemes have been required to set up collectively
owned asset managers, in part to cut costs, but also
with an eye on the schemes, which in 2022 had
assets of £369bn, allocating a greater percentage of
their funds to infrastructure. The country’s rapidly
growing defined contribution market is also
exploring the asset class, with the National
Employment Savings Trust (NEST), the country’s
largest defined contribution pension fund, among the
first to make a meaningful allocation. Other pension
investors have been building up direct and indirect
stakes in the asset class in recent years, with
Europe’s largest pension fund ABP acquiring a stake
in Australian electricity distributer Ausgrid in 2021.
Even countries where infrastructure may have
previously been viewed as part of the alternatives
allocation are beginning to view it as a standalone
asset class, with Switzerland recently amending
investment rules for its second pillar pension funds
to list it as its own asset class, and Germany is
expected to implement a similar reform soon.

In parts of Asia, such as South Korea and Japan,
asset owners have gradually built their exposure
over the last decade. Korea’s National Pension
Service (NPS) disclosed a KRW41.1trn ($31.2bn?)
allocation to infrastructure as of September 2023,
equating to a quarter of its alternatives portfolio and
4.2% of its overall assets. Both the NPS’ allocation to
infrastructure and alternatives holdings have
doubled in five years since 2018. For its part, the
Government Pension Investment Fund, Japan's
largest asset owner, first began investing in
infrastructure a decade ago through a co-
investment agreement with one of the Maple Eight,
OMERS, gradually building infrastructure to be the
largest allocation within alternatives, also
comprising property and private equity. The fund
announced last year that it would continue to build
exposure and venture beyond its co-investment
approach to directly allocate to select partners.

In the US, the scale of the market goes some way to
explaining the scale of the challenge, and why it
may remain a smaller allocation, relative to overall
portfolios. In over a decade since 2011, the pension
sector has committed significant sums to
infrastructure, estimated at $134bn,? but this pales
in comparison to the $40trn size of the market. The
country’s largest public pension fund, CalPERS, for
example, has a significant allocation of $14.1bn to

2 Currencies in this paper are in USD, unless otherwise stated.
3 Major pension funds are steering big dollars to infrastructure (PIOnline.com)

“ CalPERS seeks sustainable investments to grow infrastructure portfolio (realassets.ipe.com
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infrastructure, which only accounts for 3.2% of its
$443bn portfolio.* Additionally, many of the more
mature funds in these defined benefit (DB) markets
struggle with the weakened funding and a future of
negative cashflows, limiting their appetite for long-
term, illiquid holdings, despite the generally stable
cashflows associated especially with core
infrastructure. Nevertheless, we believe the sector
will work to increase its average infrastructure
allocation of 3-4%, even if it has a long way to go
before it can reach the level of allocation of Canadian
funds, which, on average, have a 10.5% allocation.

US pension investors and those wishing to grow
their exposure to the US will also see an increase in
infrastructure opportunities in the coming years as
the impact of the Inflation Reduction Act is fully felt.
Half of the Act’s $739bn in funding is allocated to
clean energy and climate investments, resulting in a
significant boost to renewable energy and energy
security infrastructure, such as solar power and
battery storage, significantly boosting growth in a
sector that has already become, and is likely to
continue to be, the single-biggest growth opportunity
in the coming years.

It is clear from the examples above that investor
appetite for infrastructure is not fully sated.
According to Preqin's global report, in many cases,
institutions continue to fall short of their desired
target allocation by several percentage points
(Figure 1).


https://www.pionline.com/infrastructure/major-pension-funds-are-steering-big-dollars-infrastructure
https://realassets.ipe.com/news/calpers-seeks-sustainable-investments-to-grow-infrastructure-portfolio/10067250.article

Broadening the definition of infrastructure

Today, maturity in the decision-making of long-term
infrastructure investors can be contrasted with the
opportunistic approach of investors to the asset
class in the 1990s. Following decades of ownership,
there is now a better understanding of the
infrastructure sector, one that has seen a re-
interpretation of what defines ‘core’ infrastructure
and the returns expectation associated with it.
Where airports were the foundation of many
Australian infrastructure portfolios, they have since
been joined by ports, energy transmission
infrastructure and train stations.

Adjacent to these indispensable core infrastructure
assets that often possess a strong market position,
conservative leverage, predictable regulatory
environment and high barriers to entry, is an
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additional universe of opportunities. The
adjacencies could be contractors or suppliers to core
infrastructure assets, such as water treatment
facilities servicing the sole water utility in a region,
or an intermodal facility servicing a seaport.

This broadening definition of infrastructure allows
more flexibility as investors navigate market cycles
and consider the appropriate time to include this
foundational asset class within their portfolios in ways
similar to Australian investors, allocating to these
adjacent sectors as they open up to pension capital.
Based on the established track record of the asset
class, its resilience to macroeconomic challenges and
its low correlation to other foundational asset classes,
the attractiveness of infrastructure is becoming
increasingly apparent.

Anglian Water, UK



The next decade of infrastructure

The global energy transition will arguably be
the most significant structural change
undertaken since the early industrial
revolution. Over the next three decades, over
$100trn will need to be deployed to completely
restructure our economy — much of which will
take the shape of infrastructure equity funding
for renewable energy and climate change
adaptation methods.

Crucially, this need for additional capital

coincides with significant — and potentially
permanent — changes to other alternative

FIGURE 2
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Asset class performance reflects the change in the returns of
the following indices: Unlisted Infrastructure — MSCI Global
Quarterly Private Infrastructure

Asset Index (Unfrozen); Listed Infrastructure — S&P Global
Infrastructure Index; Unlisted Real Estate: NCREIF Property Index;
Listed Real Estate — FTSE EPRA/NAREIT Developed Index.

Total returns represent the annual four-quarterly rolling data
from 31 March 2009 to 31 March 2023.

5 2024 commercial real estate outlook | Deloitte Insights
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asset classes. Since the COVID-19 pandemic
heralded the advent of remote working, owners
of office buildings have struggled with the lack
of demand for their properties, reflected in the
weaker performance of commercial real estate.
A Deloitte survey of commercial property chief
financial officers conducted in late 2023 found
them predicting a second year of declining
revenues, with two-thirds of respondents in
Europe and 60% of those based in North
America predicting a continued decline.®

Historically, property has been considered a
foundational asset for many institutional
investors. But in light of the seismic changes
occurring in commercial property, and both
listed and unlisted property’s weaker
performance, with higher volatility than
unlisted infrastructure (see Figure 2), this
allows for a discussion as to whether a shift
away from commercial property will see
infrastructure take its place in portfolios.

The re-evaluation of infrastructure, coupled
with many European countries transitioning
from a legacy DB market with a limited
investment horizon to one with large,
dominant and cashflow positive defined
contribution (DC) funds, will potentially allow
investors to replicate the success of Australia’s
superannuation sector. The first-mover
advantage associated with the strong returns
of the 1990s and early 2000s could once again
be available to these institutions emerging in
countries, including the UK and Ireland, where
semi-compulsory savings pools are about to
be, or have already been, established.

These DC funds will be able to invest their
beneficiaries’ savings to support, and
ultimately, accelerate the coming energy and
net-zero transition that will require existing
infrastructure to be upgraded and the
construction of the next generation of
infrastructure assets.


https://www2.deloitte.com/us/en/insights/industry/financial-services/commercial-real-estate-outlook.html
https://www2.deloitte.com/us/en/insights/industry/financial-services/commercial-real-estate-outlook.html

Important Disclosures

The following disclosure applies to this material and any information provided
regarding the information contained in this material. By accepting this material,
you agree to be bound by the following terms and conditions. The material
does not constitute an offer, invitation, solicitation, or recommendation in
relation to the subscription, purchase, or sale of securities in any jurisdiction
and neither this material nor anything in it will form the basis of any contract or
commitment. IFM Investors (defined as IFM Investors Pty Ltd and its affiliates) will
have no liability, contingent or otherwise, to any user of this material or to third-
parties, or any responsibility whatsoever, for the correctness, quality, accuracy,
timeliness, pricing, reliability, performance, or completeness of the information
in this material. In no event will IFM Investors be liable for any special, indirect,
incidental, or consequential damages which may be incurred or experienced on
account of a reader using or relying on the information in this material even if it
has been advised of the possibility of such damages.

Certain statements in this material may constitute “forward looking statements”
or “forecasts”. Words such as “expects,” “anticipates,” “plans,” “believes,”
“scheduled,” “estimates” and variations of these words and similar expressions
are intended to identify forward-looking statements, which include but
are not limited to projections of earnings, performance, and cash flows.
These statements involve subjective judgement and analysis and reflect IFM
Investors’ expectations and are subject to significant uncertainties, risks, and
contingencies outside the control of IFM Investors which may cause actual
results to vary materially from those expressed or implied by these forward-
looking statements. All forward-looking statements speak only as of the date of
this material or, in the case of any document incorporated by reference, the date
of that document. All subsequent written and oral forward-looking statements
attributable to IFM Investors or any person acting on its behalf are qualified by
the cautionary statements in this section. Readers are cautioned not to rely on
such forward-looking statements. The achievement of any or all goals of any
investment that may be described in this material is not guaranteed.

Past performance does not guarantee future results. The value of investments
and the income derived from investments will fluctuate and can go down as
well as up. A loss of principal may occur.

This material may contain information provided by third parties for general
reference or interest. While such third-party sources are believed to be
reliable, IFM Investors does not assume any responsibility for the accuracy or
completeness of such information.

This material does not constitute investment, legal, accounting, regulatory,
taxation or other advice and it does not consider your investment objectives or
legal, accounting, regulatory, taxation or financial situation or particular needs. You
are solely responsible for forming your own opinions and conclusions on such
matters and for making your own independent assessment of the information in
this material. Tax treatment depends on your individual circumstances and may
be subject to change in the future.

An infrastructure investment is subject to certain risks including but not limited
to: the burdens of ownership of infrastructure; local, national and international
economic conditions; the supply and demand for services from and access to
infrastructure; the financial condition of users and suppliers of infrastructure
assets; changes in interest rates and the availability of funds which may render
the purchase, sale or refinancing of infrastructure assets difficult or impractical;
changes in environmental and planning laws and regulations, and other
governmental rules; environmental claims arising in respect of infrastructure
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acquired with undisclosed or unknown environmental problems or as to which
inadequate reserves have been established; changes in energy prices; changes
in fiscal and monetary policies; negative economic developments that depress
travel; uninsured casualties; force majeure acts, terrorist events, under insured or
uninsurable losses; and other factors beyond reasonable control.

This material is provided for educational purposes only and should not be
construed as investment advice or a recommendation to buy or sell securities.

United States Disclosure

This material is for use with institutions only and not for use with retail investors.
The material, if presented in the US, is offered by IFM (US) Securities, LLC, a
member of FINRA and SIPC.

Australia Disclosure

This material is provided to you on the basis that you warrant that you are a
“wholesale client” or a “sophisticated investor” or a “professional investor” (each
as defined in the Corporations Act 2001 (Cth)) to whom a product disclosure
statement is not required to be given under Chapter 6D or Part 7.9 of the
Corporations Act 2001 (Cth). IFM Investors Pty Ltd, ABN 67 107 247 727, AFS
Licence No. 284404, CRD No. 162754, SEC File No. 801-78649.

Netherlands Disclosure

This material is provided to you on the basis that you warrant that you are a
Professional Investor (professionele belegger) within the meaning of Section
1:1 of the Dutch Financial Supervision Act (Wet op het financieel toezicht). This
material is not intended for and should not be relied on by any other person.
IFM Investors (Netherlands) B.V. shall have no liability, contingent or otherwise,
to any user of this material or to third parties, or any responsibility whatsoever,
for the correctness, quality, accuracy, timeliness, pricing, reliability, performance,
or completeness of this material.

United Kingdom Disclosure

This material is provided to you on the basis that you warrant that you fall
within one or more of the exemptions in the Financial Services and Markets
Act 2000 (“FSMA") [(Financial Promotion) Order 2005] [(Promotion of Collective
Investment Schemes)(Exemptions) Order 2001, or are a Professional Client
for the purposes of FCA rules] and as a consequence the restrictions on
communication of “financial promotions” under FSMA and FCA rules do not
apply to a communication made to you. IFM Investors (UK) Ltd shall have no
liability, contingent or otherwise, to any user of this material or to third parties, or
any responsibility whatsoever, for the correctness, quality, accuracy, timeliness,
pricing, reliability, performance, or completeness of the information in this
material.

Switzerland Disclosure

This Information is provided to you on the basis that you warrant you are (i)
a professional client or an institutional client pursuant to the Swiss Federal
Financial Services Act of 16 June 2018 (“FinSA”) and (ii) a qualified investor
pursuant the Swiss Federal Act on Collective Investment Schemes of 23 June
2006 (“CISA"), for each of (i) and (i) excluding high-net-worth individuals or
private investment structures established for such high-net worth individuals
(without professional treasury operations) that have opted out of customer
protection under the FinSA and that have elected to be treated as professional
clients and qualified investors under the FinSA and the CISA, respectively.
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