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EXECUTIVE SUMMARY
LISTED INFRASTRUCTURE: A COMPETITIVE ALTERNATIVE TO UNLISTED
FUNDS
To date, infrastructure allocations for institutional investors have typically focused on unlisted
investment options, including direct investment and private funds. Listed infrastructure has
often been overlooked on the basis that it does not provide “pure” real asset exposure,
being viewed as equities with more volatile characteristics than private infrastructure and
lacking control over management of assets. We believe these concerns to be misplaced
and argue that listed infrastructure should be an integral part of an infrastructure allocation
for institutional investors, for a number of critical reasons:
•

Liquidity: Liquidity of listed infrastructure funds enables immediate investment, and
the ability to effectively reshape portfolios real time--for example when there are
changes in the regulatory, political or interest rate environment, or when views evolve
with respect to geographic and sector allocation. Liquidity enables more responsive
portfolio management. Liquidity also affords an exit strategy which is determined by
the investor rather than the life of a fund.

•

Immediate investment: Related, investors can use listed infrastructure to accomplish
timely, immediate investment without waiting on dry powder, deals or a queue to
invest in a fund. Investors with commitments to unlisted infrastructure funds might use
a listed infrastructure mandate to gain immediate exposure, which could be drawn
down proportionately with capital calls from unlisted funds, thus materially reducing
opportunity cost of being out of the market.

•

Diversification: Investors can diversify by geography, asset type, regulatory exposure,
interest rate exposure, and political exposure with an investment in listed infrastructure,
significantly beyond that provided by a discrete portfolio of unlisted assets or funds.

•

Competitive returns: Performance is comparable for listed strategies over time versus
unlisted with listed IRR’s in the high single digit range.

•

Lower fees: Listed strategies have lower fees than unlisted funds, thereby enabling
investors to reduce overall costs.
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INVESTORS TARGET HIGHER INFRASTRUCTURE ALLOCATIONS, BUT FIND BARRIERS TO INVESTMENT
Infrastructure assets are long-lived, large-scale systems, structures and facilities that provide essential services to society and
the economy. The assets provide stable income, have low correlation to traditional assets and provide inflation protection.
In light of this, it is logical that the majority (more than 90%) of institutional investors target at least 1% of their total assets to
infrastructure (see chart below) with the average target at 5%. However, most of those same investors are under-invested as
their current allocations significantly lag their target allocations.
Unlisted Infrastructure Assets Under Management
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Based on our conversations with clients and consultants, investors are challenged to deploy funds due to limited transactions in
the market. The data from Preqin supports this view. The chart above shows the total amount of AUM in unlisted infrastructure
funds. The amount is split between the value of invested assets and the amount committed, but not yet invested, referred to
as “Dry Powder”. The Dry Powder is capital that investors have targeted but not yet invested. This amount has held at around
$90bn for the past 3 years.
In addition to this approximately $90 billion of Dry Powder, Preqin estimates that there is an additional 136 funds in the
market today targeting to raise $86 billion of capital. Assuming 40% equity / 60% debt, the existing dry powder and the
capital from the funds being raised, combined with leverage, could support the acquisition or deployment of $440 billion in
infrastructure assets. Based on roughly $80 billion of reported deal value annually according to Preqin, the implication is that
it could take approximately 6 years for all of this capital to be invested.

LISTED INFRASTRUCTURE IS AN ALTERNATIVE FOR MEETING TARGETED ALLOCATION
Investors have a range of options for investing in infrastructure. The more sophisticated, large-scale investors with dedicated
infrastructure deal teams prefer direct investing. However, the significant complexity of this asset class limits direct investing to
very few investors. Investing in unlisted infrastructure funds has been by far the most common route followed by institutional
investors, who select fund managers depending on their skills, track record, and investment style. Investing in listed infrastructure
securities is another option that investors should consider.
We compare the investment attributes in the following table of the three main investment options. Listed infrastructure may
not offer a direct exposure to infrastructure, but it is an indirect alternative. Importantly, listed infrastructure offers significant
flexibility for investors in terms of the amount that they can invest, timing of investment, timing of sale, and the ability to
diversify or focus on regions or sectors. All of this is achieved at a comparatively lower risk level in terms of leverage and at
a lower cost than unlisted funds.
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Alternative Options for Investing in Infrastructure

Unlisted Direct
Infrastructure Investment

Unlisted Infrastructure Fund

Listed Infrastructure Securities

Investment
Minimum

>$100 million per asset

>$10 million per fund

<$1 million

Investment Access

Competitive; but flexibility of
timing at investor option.
Up to 5 years to invest.

Competitive; significant pool
of committed but uninvested
capital. Up to 5 years to invest.

Immediate; market based pricing
and transparency.

Investment
Diversification

Region and sector both low due to
significant investment required

Low to medium. Some assets
and markets difficult to gain
exposure.

Immediate. Broad sector and
geographic. Flexibility to also
focus.

Investment Period

Long term (>5 years)

Long term (>5 years)

Flexible. 1 year to indefinite

Investment
Market Depth

Asset scarcity, limited amount of
transaction volume for large size
assets

$243 billion of total funds raised
over the past 8 years

$3 trillion equity market cap

Investment Liquidity

Low

Low to medium. Some open-end
funds.

High. Daily trading volume of
$12.1 billion across all sectors and
regions.

Investment Leverage Low (depends on investor)

High (typically 55-65% LTV)

Moderate (35-45% LTV)

Expenses

High (fees often structured like
hedge funds (2% / 20%)

Moderate (management fees <1%
plus G&A at company level)

Low (no external fees)

Source: CBRE Clarion as of 04/30/2014, Preqin Infrastructure Online and Preqin Performance Analysis as of 12/31/2013. Any factors noted are not indicative of future investment
performance.

THE HISTORY OF REAL ESTATE IS THE FUTURE OF INFRASTRUCTURE
We anticipate that the adoption of listed infrastructure for institutional investors will likely follow the history of real estate
investing. Prior to the 1990’s, the majority of institutional investors invested their real estate allocation either in unlisted funds
or direct real estate investments. Listed real estate securities serving as an allocation to real estate was virtually non-existent.
The market evolved as the listed market grew in size and demonstrated its commonality to direct real estate while delivering
attractive returns.
Listed real estate is now often incorporated in an institution’s real estate allocation and viewed as a distinct allocation
independent of general equities. Over a long-term (5-10 year) holding period listed real estate securities have demonstrated
returns which are correlated to unlisted, direct real estate investments. Listed real estate and unlisted real estate ultimately
provide exposure to similar underlying physical assets and as a consequence behave in a similar fashion in terms of returns
over the long term. We believe that the data, while limited, supports a parallel conclusion for infrastructure.
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LIQUIDITY AND BREADTH OF THE LISTED INFRASTRUCTURE MARKET
The listed infrastructure market is broad and liquid, covering all sectors and regions. Investors seeking infrastructure exposure
can choose a globally diversified portfolio of assets, with varied exposure to sectors, regulation and political environments, or
choose a more focused approach (either sector or region). The market is vastly larger and more liquid than the unlisted funds
market. Over $12 billion of listed infrastructure securities are traded on global exchanges daily, as compared to the annual
reported transaction volume of unlisted infrastructure funds of $80 billion. An investor enjoys not only immediate investment,
but also the ability to re-position to adapt to changing markets and regulation environments.

Breakdown of the Listed Infrastructure Investment Universe
46% United States

27% Integrated Utilities

7% Canada

22% Regulated Utilities

4% Latin America

15% MLP

19% Continental Europe

12% Oil/Gas Transport & Storage

4% United Kingdom

11% Rails

10% Asia

6% Toll Roads

7% Emerging Asia

4% Airports/Ports

3% Australia/NZ

3% Communications

Source: CBRE Clarion and Bloomberg as of 04/30/2014. CBRE Clarion Global Listed Infrastructure universe is subject to change and is not intended to be a forecast of future events,
a guarantee of future results, or investment advice.

LISTED AND UNLISTED INFRASTRUCTURE PROVIDE SIMILAR RATES OF RETURN
An analysis of available data on unlisted infrastructure funds compared to an annual investment in listed infrastructure
securities shows that they provide similar returns over a long time horizon.
Comparing returns for listed and unlisted funds in an apples-to-apples fashion is difficult due to limited data available and the
differing ways in which returns are calculated for these categories. However, one can easily compare returns for unlisted funds
against a listed “buy and hold” alternative that is practical and executable by institutional investors. Unlisted fund returns
are conventionally reported in terms of internal rates of returns (“IRRs”) by vintage of fund, which is aggregated by Preqin. To
derive a comparable IRR for listed securities we assume an investor makes a single purchase of listed equities at the beginning
of the same vintage year a commitment is made to an unlisted fund, and holds that investment through Q3 2013, generally
the last valuation date of unlisted funds available to us as of April 2014.
Using this approach, the median rates of return, or IRRs, for listed infrastructure are competitive with unlisted funds.
IRRs for Listed Infrastructure are Competitive with Unlisted Options

UBS 50-50
Listed
Benchmark IRR
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2.5%

9.7%
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12.9%

8.6%
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19.1%

10.7%
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3.8%

0.6%
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8.1%

3.4%
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5.5%

7.2%

2005

6.7%

7.9%
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14.2%

10.3%

7.4%

8.3%

Median

10%
8.3%

Median Vintage Year IRRs

Vintage Year

Preqin
Unlisted
Benchmark IRR

8%

7.4%

6%

4%

2%

0%
Unlisted

Listed

Source: Prequin as of April 2014 through a median 09/30/2013 valuation date. IRRs for listed funds are based on total returns from the start of a vintage year through 09/30/2013.
An index is unmanaged and not available for direct investment. Past performance is no guarantee of future results. Note: Preqin Unlisted IRR based on weighted average for funds in
a given vintage year. UBS 50-50 alternative IRR is based on an investment in this index at the start of each vintage year.
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RISK OF UNLISTED INFRASTRUCTURE FUNDS UNDERAPPRECIATED
The widespread assumption is that listed infrastructure is more volatile than the unlisted alternative because stocks are traded
daily and subject to market movement. Comparisons of volatility need to account for the difference in market based pricing
for listed securities and appraisal smoothed pricing for unlisted funds. Many scholarly attempts in the real estate world to
account for the different pricing mechanism conclude that the listed and unlisted markets are not dissimilar.
We can look at the dispersion of IRRs from unlisted funds to gauge a level of risk. The chart below depicts a wide range of
outcomes with IRRs ranging from a maximum of 448% (off the chart) and a minimum of -41%. Comparatively, the range of
annual returns (monthly compounded) from the listed infrastructure market over the past 15 years, where we have a longer
data set, is a maximum of 39.1% and a minimum of -36.2%.
Historical Range of Unlisted Fund IRRs Show Wide Dispersion
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Source: Prequin as of April 2014, all vintage years. IRRs for listed funds are based on total returns from the start of a vintage year through 09/30/2013. An index is unmanaged
and not available for direct investment. Past performance is no guarantee of future results. Note: Preqin Unlisted IRR based on weighted average for funds in a given vintage year.

We can identify several reasons that may contribute to the high spread of returns from unlisted funds. Leverage amplifies
returns, on both ends of the spectrum, and is generally used more aggressively in the funds market than in the listed market.
Also, unlisted fund strategies have a higher frequency of greenfield development activities and “J-curve” type projects which
contributes to a higher risk and reward outcome. In contrast, the listed market is dominated by investment in existing assets,
in which companies may pursue some greenfield and speculative development but it is generally a small component of their
total assets.

Conventional wisdom is that unlisted infrastructure
effectively diversifies a mixed asset portfolio and improves
risk-adjusted returns. This is a belief that is difficult to
vet based on data available to us. However, we are able
to establish that listed infrastructure is very effective at
improving risk adjusted returns, as shown below.
We constructed two efficient frontiers. The first consists
of the MSCI World Index and the Barclays Global Bond
index. The second consists of an infrastructure index (UBS
50-50 Utilities and Infrastructure Index) to complement the
broad equity and bond indices. The portfolio containing
infrastructure tends to yield a higher return for the same
amount of risk at nearly all points along the efficient frontier.

Listed Infrastructure Improves Risk Adjusted Returns
in a Mixed Asset Portfolio
Infrastructure enhances
mixed asset portfolios.
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Source: FactSet as of 04/30/2014. Note: Reflects 10 years of monthly total returns from
4/30/2004 through 4/30/2014. Global Listed Infrastructure: UBS Global Infrastructure /
Utilities 50-50 Index; Global Bonds: Barclays Global Aggregate Index; Global Equities: MSCI
World Index . An index is unmanaged and not available for direct investment. Past performance
is no guarantee of future results.
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COMPLEMENTARY INVESTMENT
Including listed infrastructure as a complement to direct or unlisted infrastructure investments can help achieve the following
benefits:
•

Timeliness: Investors can use listed infrastructure to accomplish timely, immediate investment in the asset class without
waiting on dry powder, deals or a queue to invest in a fund. Investors with commitments to unlisted infrastructure funds
could also use a listed infrastructure mandate to invest in infrastructure now, and when capital calls come for unlisted
funds in the next several years they can potentially draw down the listed mandate and fund those investments while
limiting their opportunity cost.

•

Diversification: Immediate, global and sector diversification. It is very difficult, if not impossible, in an unlisted or direct
infrastructure strategy to have the same level of investment access available in the listed market . With listed infrastructure,
investors can diversify asset type as well as regulatory exposure, interest rate exposure, political exposure, and so forth.

•

Liquidity: Combining illiquid unlisted infrastructure funds (with investments realized over 5 to 10 years ) with the immediate
liquidity of the listed market appears to be a sensible strategy in light of liquidity constraints that surface during periods
of upheaval, including the recent global financial crisis . Liquidity also enables the ability to re-position exposures and
allocations, reflecting changing regulatory, political or interest rate conditions.

•

Lower fees: Investors can reduce their overall costs by investing in both the unlisted funds (higher fee alternative) and
listed (lower fee alternative).

We welcome the opportunity to share with you our capabilities at CBRE Clarion Securities for investment in this growing asset
class. For more information, please contact:
JEREMY ANAGNOS, CFA
Managing Director, Senior Global Portfolio Manager
MARC DE CROISSET
Senior Research Analyst
201 King of Prussia Road, Suite 600
Radnor, PA 19087 USA
T. 610.995.2500
www.cbreclarion.com
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GLOSSARY
UBS Global Infrastructure and Utilities 50-50 Index is an unmanaged market-weighted index which consists of infrastructure
and utility companies from developed markets whose floats are larger than US $500 million.
Standard & Poor’s 500 Index is an unmanaged capitalization-weighted index of 500 stocks designed to measure performance
of the broad domestic economy through changes in the aggregate market value of 500 stocks representing all major industries.
The MSCI World Index is a free float-adjusted market capitalization weighted index that is designed to measure the equity
market performance of developed markets. The MSCI World Index consists of the following 24 developed market country
indices: Australia, Austria, Belgium, Canada, Denmark, Finland, France, Germany, Greece, Hong Kong, Ireland, Israel, Italy,
Japan, Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland, the United Kingdom, and the
United States.
Barclays U.S. Aggregate Bond Index is a broad-based benchmark that measures the investment grade, U.S. dollardenominated, fixed-rate taxable bond market, including Treasuries, government-related and corporate securities, MBS (agency
fixed-rate and hybrid ARM passthroughs), ABS, and CMBS. The U.S. Aggregate rolls up into other Barclays flagship indices,
such as the multi-currency Global Aggregate Index and the U.S. Universal Index, which includes high yield and emerging
markets debt. The U.S. Aggregate Index was created in 1986, with index history backfilled to January 1, 1976.
Barclays Global Aggregate Bond Index provides a broad-based measure of the global investment grade fixed-rate debt
markets. The Global Aggregate Index contains three major components: the U.S. Aggregate (USD 300mn), the Pan-European
Aggregate (EUR 300mn), and the Asian-Pacific Aggregate Index (JPY 35bn). In addition to securities from these three
benchmarks (94.0% of the overall Global Aggregate market value as of December 31, 2010), the Global Aggregate Index
includes Global Treasury, Eurodollar (USD 300mn), Euro-Yen (JPY 25bn), Canadian (USD 300mn equivalent), and Investment
Grade 144A (USD 300mn) index-eligible securities not already in the three regional aggregate indices. The Global Aggregate
Index family includes a wide range of standard and customized subindices by liquidity constraint, sector, quality, and maturity.
A component of the Multiverse Index, the Global Aggregate Index was created in 1999, with index history backfilled to
January 1, 1990.

IMPORTANT DISCLOSURES
©2014 CBRE Clarion Securities LLC. All rights reserved. The views expressed represent the opinions of CBRE Clarion which
are subject to change and are not intended as a forecast or guarantee of future results. Stated information is provided for
informational purposes only, and should not be perceived as investment advice or a recommendation for any security. It is
derived from proprietary and non-proprietary sources which have not been independently verified for accuracy or completeness.
While CBRE Clarion believes the information to be accurate and reliable, we do not claim or have responsibility for its
completeness, accuracy, or reliability. Statements of future expectations, estimates, projections, and other forward-looking
statements are based on available information and management’s view as of the time of these statements. Accordingly, such
statements are inherently speculative as they are based on assumptions which may involve known and unknown risks and
uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such statements.
Past performance of various investment strategies, sectors, vehicles and indices are not indicative of future results. Investing
in infrastructure securities involves risk including to potential loss of principal. Infrastructure equities are subject to risks similar
to those associated with the direct ownership of infrastructure assets. Portfolios concentrated in infrastructure securities may
experience price volatility and other risks associated with non-diversification. While equities may offer the potential for greater
long-term growth than some debt securities, they generally have higher volatility. International investments may involve risk of
capital loss from unfavorable fluctuation in currency values, from differences in generally accepted accounting principles, or
from economic or political instability in other nations. There is no guarantee that risk can be managed successfully. There are
no assurances performance will match or outperform any particular benchmark. Indices are unmanaged and not available
for direct investment.
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