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Executive Summary
}	Amid strong demand for infrastructure investments and a deep need for
infrastructure capital, infrastructure has emerged as a distinct asset class.
}	While the theoretical market is huge, the addressable one is much smaller.
Competition for core equity assets is strong.
}	Investors are learning to work with an expanded toolkit of strategies—looking
beyond core equity to consider infrastructure debt, core-plus equity, valueadded equity and opportunistic equity.
}	A good way to sort through the broad opportunity set is to employ two lenses:
sectoral and geographic. With both, it’s helpful to focus on areas undergoing
fundamental change.
}	Among the most promising sectors for investment are energy in the US and
refinancing of renewable power assets in Europe.
}	Many countries are working to attract capital. In the US, state level publicprivate partnerships may start to gain traction. Reforms in Mexico and India may
create good opportunities.
}	Diversification is among the best mitigators of risk in infrastructure. With many
investors still focused on larger deals and on operating assets in developed
economies, casting a wider net may be a logical course.
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Infrastructure Rising
An asset class takes shape

2. Investors are learning to work with a larger strategy
toolkit—and for good reason. So far most investors have
sought operating (or brownfield) assets in developed markets,

ASCENT OF AN ASSET CLASS
Ten-Year Growth in Infrastructure Funds Under Management
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Capital raised by infrastructure funds reached a record $48.3
billion in 2014, data from Preqin and Infrastructure Investor
show, and we estimate that a further $9 billion to $10 billion
was allocated for direct or co-investments by institutions with
the internal resources needed to execute on such transactions.
Aggregate funds under management have risen from $1.1
billion in 2004 to $317.5 billion at the end of 2014 (see the chart
at right). Given the degree of investor interest and the push by
governments and other entities around the world to promote
infrastructure investment, we expect institutional flows to keep
growing. Putting that money to work will bring the features of
the asset class into sharper focus as track records lengthen,
performance data sets get fuller and benchmarks improve.

Capturing the state of play in an arena as large, globally varied
and rapidly evolving as infrastructure requires multiple lenses,
and that’s our approach here. In the pages that follow, we
explore the larger toolkit of strategies and show what investors
can expect from each one. We identify the fast rivers—as well
as the slow ones—in terms of both sector and geography. And
we conclude with a deeper look at the ongoing development of
infrastructure as an asset class in institutional portfolios.

2001

1. Infrastructure has now emerged as a distinct asset class,
and understanding its evolution can help improve
investment outcomes. The watershed event has turned out to
be the global financial crisis, which greatly accelerated the
development of the sector. The crisis reduced the supply of
infrastructure capital from traditional sources, as governments
practiced fiscal restraint and banks were forced to deleverage.
It also spurred institutional investors to seek less-correlated
alternatives to stocks and bonds and new sources of return in a
climate of near-zero interest rates. Last but not least, the crisis
helped promote new approaches to infrastructure by showing
that the private-equity style investments typical of the precrisis years aren’t always suitable for lower-returning assets.

3. The best way to navigate the expanding infrastructure
landscape is to find the fast rivers. By fast rivers, we mean
sectors or geographies that are experiencing fundamental
change or growth that results in increased opportunity and
deal-flow for investors. In developed economies, fast rivers
are sectors undergoing long-term, transformative change,
such as renewable power. In the developing world, the focus
shifts to the economy itself, with those at an inflection point
in growth meriting the most interest.

2000

This is a major development—and also, in some ways, a
challenging one. The term “infrastructure” is shorthand for a
broad and varied collection of real assets and ways to invest
in them. As is often the case, complexity and opportunity are
two sides of a single coin. How best to minimize the former
and maximize the latter? We see three paramount themes
that can guide investors:

perceived as being less complex and more predictable.
The rising competition in that part of the market has made it
more difficult for investors to get exposure to the right assets
at the right price. Some are now looking to a fuller range of
strategies and geographies and learning to tailor investments
(both equity and, increasingly, debt) to desired outcomes.

NUMBER OF FUNDS RAISED

The world needs infrastructure: $57 trillion worth by 2030,
McKinsey has estimated. And institutional investors are
increasingly keen to help finance it. The Ascent of Real Assets,
a September 2014 report on a global investor survey (see box
on page 15), showed two thirds of the respondents invested
in infrastructure, with nearly half expecting to increase their
allocations in the next 18 months.

Aggregate Capital Raised (BN USD)

Sources: BlackRock, February 2015; Preqin, Infrastructure Investor (data as of
December 31, 2014). Aggregate capital raised (right scale) is cumulative, while
number of funds raised (left scale) is presented on a year-by-year basis.
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Strategies:
An Expanded Toolkit
How does one think systematically about a global opportunity
set spanning sectors from hospitals to pipelines? Any given
investment has multiple dimensions: What sector is the asset
in? Is the investor buying into a standalone project, an
established company, or perhaps a regulated monopoly?
Where is the asset located, and how well does the local legal
system support investments? Is the asset up and running, or
does it present development or construction risk? Is there a
long-term contract guaranteeing the revenues? Where does
the proposed investment fit in the capital structure?
We believe the many variables in infrastructure investing help
explain the strong investor preference for so-called core
strategies, consisting of equity exposures to operating assets
in mature markets. In The Ascent of Real Assets survey last
year, core was the preferred category of more than half the
respondents planning increases in infrastructure.
Yet looking beyond core infrastructure investments—and
doing so in a methodical, risk-aware manner—is not only
possible, but increasingly common. Nearly a quarter of the

respondents in the Ascent survey were most interested in
greenfield (or startup) investments, in both developed and
emerging economies.
Heightened competition for core deals is probably helping
to broaden the thinking of investors. But we also see the
growing sophistication and experience of the infrastructure
community at work. All sides of the table have begun to
organize investments into distinct segments similar to
those that make up the real estate spectrum. The strategy
segments can be matched with desired outcomes, and they
also make it easier for investors to target the risk factor
exposures they want to add to their portfolios.
As shown in the chart below, the strategy categories range
from senior debt through junior debt and a quartet of
progressively more appreciation-oriented equity strategies:
core, core-plus, value-add and opportunistic. Assigning an
investment to a category requires an understanding of its
economic lifecycle, likely financial outcomes, and the specific
bundle of risks it presents. Characteristics such as sector
and geography are relevant but not determinative.

A FULL SPECTRUM
Infrastructure Strategies and Comparative Risk and Return Positioning
Income Strategies

Appreciation Strategies
Infrastructure Equity
Opportunistic

RETURN

Value-Add
Core +
Infrastructure Debt

Junior
Core

Senior

Source: BlackRock, February 2015.
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RISK

Consider the case of a toll road. One could invest in the senior
debt of an established toll road, seeking a predictable flow of
income. If the road has a long-term contract and an operating
history, it could be a core equity investment. With a contract
but no operating history, the investment may be core plus.
If the road is in a turnaround situation, it could be a valueadd investment. If it isn’t yet built and it’s in an unfamiliar
geography, the opportunistic label may fit.
The table on page 6 sums up the characteristics of the
different categories. Using this framework, it becomes easier
to assess potential investments, both in terms of whether
they are likely to deliver desired outcomes, and also whether
they are priced appropriately for the risks they present.
A closer look at each segment shows how this works.

INFRASTRUCTURE DEBT
}	Characteristics: Senior and junior debt, both investment
grade and below, issued by infrastructure entities at fixed,
floating or index-linked rates with maturities ranging from
five to 30 years. Offers a private-market premium over
comparably rated public credit, and also credit diversification.
} R
 isks: Like other debt, can be rated or scored with external
or internal models. Investment grade generally issued by
entities with good revenue security. A ten-year study by
Moody’s found default rates below 5% for IG debt.
}	Outlook: Supply has increased as capital rules force
commercial banks to scale back lending and investment
banks pursue originate-to-distribute deals. European deal
flow includes both primary and refinancing issuance in
multiple sectors. In the US, power, energy and renewables
offer debt, with potential new flows from public-private
partnerships (PPPs) in the transport and social sectors.
But the market is still fairly new and competition for
investments can be stiff—a recent UK project received
over 20 expressions of interest.

CORE EQUITY
}	Characteristics: Equity investments in operating assets
with established cash flows and good revenue security
from contracts or a regulated position, situated in
developed markets.
}	Risks: Wrong assumptions on operating costs,
unanticipated future capital expenditure needs.
Inappropriate leverage and regulatory change can also
hamper performance.
}	Outlook: Strong capital inflows have pushed valuations up
and returns down. Returns in the UK’s regulated water
sector have recently been set as low as a 3.75% weighted
average cost of capital. In the past year we have seen
20 times EBITDA paid for UK airports and multiples above
25 times EBITDA for Australian toll roads and ports.
With a further $100 billion in yet-to-be-deployed capital
(so-called dry powder) in core-focused infrastructure
funds, according to Preqin, competition is likely to intensify
and risk is likely to increase. In our view, core assets remain
attractive as sources of predictable cash flow, but with
capital appreciation less likely, they will be best accessed
via lower-fee, longer-term investment structures. We also
think it makes sense to look beyond the large assets and
consider opportunities in the middle market.

CORE-PLUS EQUITY
}	Characteristics: Assets with the same revenue security as
core assets, but typically adding construction (though not
development) risk. When successful, they migrate over time
to the core bucket. Investing at construction offers a return
uplift, and with carefully structured investments and the
right technical oversight, construction can be well managed.
} R
 isks: Construction schedules, diligence on equipment,
contracts, engineering. Early operational issues.
}	Outlook: We see a growing appetite for construction
assets and associated return premiums. Investors able to
fund construction or analyze more complex transactions
have an advantage in sourcing deals. Examples include
large-scale installation of smart energy meters and
offshore transmission operator (OFTO) projects, which in
our experience have offered investors returns in the low
double digits.
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VALUE-ADD EQUITY
}	Characteristics: These strategies can use a variety of
methods to increase the value of an asset, with capital
appreciation usually crystallized in an exit. Buy-anddevelop, platform roll-ups, turnarounds and work-outs
are examples. Investor skill and operational knowledge
are key drivers of return.
} Risks: Strategy implementation and execution.
}	Outlook: Attractive for investors seeking capital
appreciation and comfortable with the risks of managing
complex businesses. In the US, a number of companies
are trying to roll up midstream energy assets in a
fragmented market. In Europe, investors are seeking
to build portfolios of port assets.

OPPORTUNISTIC OR INTERNATIONAL
EQUITY
} C
 haracteristics: In developed markets, assets with
development risk or less predictable revenues, such as
uncontracted pipelines, service companies, some telecom
investments or large greenfield projects. In growth or
emerging markets, assets where the investment case
relies heavily on growth of the local economy.
}	Risks: Thesis or market view proves incorrect or inaccurate.
}	Outlook: Comparatively high level of interest in
emerging markets/greenfield investments revealed in
Ascent of Real Assets survey is consistent with our own
market observations.


INFRASTRUCTURE STRATEGIES: KEY CHARACTERISTICS
Investment
Grade Debt

Junior Debt

Core Equity

Core + Equity

Value-Added
Equity

Opportunistic
Equity

3.5-5.5%

5.5-9%

5-9%

8-12%

11-15%

15-17%

Operating
Assumptions,
Investment
Structure

Market Risk,
Operating
Assumptions,
Strategy
Implementation

Operating
Assumptions,
Leverage
Levels,
Regulatory

Construction

Strategy
Implementation

Market Risk,
Political Risk
and Currency
Risk

Revenue Certainty (contracted)

Yes

No

Yes

Yes

No

In Some Cases

Already Revenue Generating?

N/A

N/A

Yes

No

In Some Cases

In Some Cases

Income

Income and
Appreciation

Income

Income and
Appreciation

Appreciation

Appreciation

GDP Sensitivity

Low

High

Low

Low

High

High

Greenfield or Brownfield

Both

Both

Brownfield

“Dark Green”

Both

Both

In Some Cases

In Some Cases

No

No

In Some Cases

In Some Cases

Return Driven by Exit?

No

No

No

No

Yes

Yes

Operating Complexity

Low

Low

Medium

Medium

High

Medium/High

Return Assumptions1

Key Risks

Main Return Driver

Development Risk

Source: BlackRock, February 2015. 1 These ranges are BlackRock’s return assumptions for infrastructure assets. BlackRock has arrived at these long-term, project-level return
assumptions by applying the cost of capital and a discounted cash flow methodology, taking into account anticipated revenues and operational factors, to projects currently available in
the market. The upper end of each targeted return range assumes the use of leverage and/or manager skill. The estimates are as of March 2015, may change as subsequent conditions
vary and are presented for informational purposes only. No guarantee is made regarding the ability of investors to obtain returns within these ranges, either now or in the future.
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Assessing the Sectors
Showing where infrastructure investment is going is helpful.
More helpful is showing where it ought to go, from an
investor’s perspective.

accounted for 46% of new US power capacity in 2014, with
gas-fired plants accounting for 51%, according to research
firm SNL Financial.

In recent years two sectors have seen the most investment:
energy and power generation, including renewable power.
From 2003 to 2014, these related fields accounted for 82% of
the North American market and 42% of Europe’s. Rounding
out the roster of major sectors are transport and social
infrastructure (see chart on the following page).

Renewable energy also demands new means to negotiate
supply and carry power to the grid. For example, wind power
growth in Texas requires an additional $12 billion in
transmission capital that private investors are funding,
attracted by long-term offtake contracts.

These are broad and sometimes overlapping designations,
however. Identifying the fast rivers that can help take
investors where they want to go—as well as the slow ones,
where competition or other factors may hamper progress—
requires digging into subsectors and geographic differences.
Although infrastructure investing is ultimately a highly local
activity, requiring bottom-up analysis, developing a top-down
view of what’s going on in the main sectors is an important
part of the process. What follows is an interpretive briefing on
each, highlighting the main drivers of deals and identifying
areas of promise as well as areas where investors should
proceed with caution.

POWER GENERATION
What’s included: Infrastructure for the generation and
transmission of electrical power, from both conventional and
renewable sources.
What’s driving deals: In the US, opportunities are coming from
the closing of aging coal plants, the growth of renewable power
and most of all the move to natural gas, now abundant thanks to
the fracking revolution. It isn’t just that gas has gotten cheaper;
gas plants are also more efficient and flexible for generating
electricity. In Europe, the restructuring of the power sector has
multiple facets. The EU is seeking to improve energy security by
boosting electricity interconnections among countries. Large
utilities are unbundling, selling stable, income-generating
assets and recycling their capital into growth opportunities.
On both continents, renewable power (mainly wind and solar)
enjoys strong government backing. The EU has set a
renewables target of 20% of total energy consumption by
2020 and proposed a target of 27% by 2030. Renewable
energy represented more than 20% of the dollar value of
deals closed last year in Europe and the Americas and a
much larger share of the number of deals. Wind and solar

Worth considering: In Europe, refinancing deals in operating
wind and solar assets. In the US and Canada, greenfield
projects, especially in renewables.
Proceed with caution: Some of the assets on offer from
unbundling utilities in Europe, where strong demand for core
assets is pushing up prices.

ENERGY
What’s included: Pipelines and storage, including upstream
and midstream infrastructure, as well as consumer-facing
gas distribution networks.
What’s driving deals: The shale-gas revolution in the US has
created considerable need for supporting infrastructure, and
while the decline in global energy prices calls for heightened
due diligence in evaluating investments, it has done little to
change the bigger picture. In Mexico, plans to end the state
oil monopoly are drawing interest from private capital.
Activity in the European Union has been accelerated by
efforts to lessen dependence on Russian gas, including a
push by Spain to link its substantial gas infrastructure with
those of its neighbors, and also by utility restructuring.
In the US, pipeline construction has not kept up with the boom
in shale gas production. Large “gathering” networks are
required to link shale sites and for long-range transport.
Moreover, although the US is becoming a gas exporter, many
pipelines were designed to carry gas inland from coastal
plants—not outward from the shale production sites in the
middle of the country. Since many of the major oil and gas
infrastructure investments in the past 30 years were premised
on falling domestic production, the overall need is huge.
A 2013 forecast of oil and gas infrastructure investment over
the next 12 years by IHS Global estimated cumulative spending
of $890 billion, with crude oil and natural gas gathering
systems and direct production support facilities accounting
for the largest share of the investment, at 60% of total.
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WHERE CAPITAL HAS FLOWED, 2003-2014
Global Deal Volume by Sector
$350

BILLIONS

280

210

140

70

0
2003

2004

2005

2006

2007

Energy

Other

2008

2009
Power

2010

2011

Social Infrastructure

2012

2013

Transport

2014

Renewables

Regional Deal Volume by Sector
NORTH AMERICA

EUROPE

LATAM

APAC
6%

8%
26%

20%

23%

16%

10%

18%

26%

2%

5%

11%

34%

36%

9%

30%

11%
21%

14%

32%

30%

5%

5%
2%
Energy

Energy
Other
Power

Energy

Other
Other
Power

Energy

Energy

Power

Social Infrastructure
Other
Power

Transport

Renewables
Other
Power

Source: BlackRock,
2015, using data from DealogicSocial
as of December
31, 2014. “Other” category includes
telecoms plus water and waste. Presentation
project
Infrastructure
Social February
Infrastructure
Socialexcludes
Infrastructure
Social Infrastructure
financings in sectors BlackRock doesn’t consider infrastructure, such as mining, oil and gas exploration, and manufacturing.

[8]

Transport

Transport

Transport

Transport

Renewables

Renewables

Renewables

Renewables

Worth considering: In Europe, gas distribution assets being
sold by utilities. In the US, LNG projects and midstream
infrastructure to support shale resource development.
Proceed with caution: Assets exposed to commodity prices,
or with a lower degree of revenue certainty or a higher
degree of construction complexity. Counterparty risk,
always critical, warrants particular attention given the
current climate of low energy prices.

TRANSPORTATION
What’s included: Roads, railways, bridges, tunnels—
particularly toll facilities often structured as public-private
partnerships—as well as seaports and airports.
What’s driving deals: Traditionally a public sector initiative,
but stretched budgets and great needs are changing the
equation. Europe has a track record of private investment in
transportation with many brownfield opportunities through
secondary sales and privatizations. But a growing portion of
the $80 billion or so invested annually in transportation deals
globally is through public-private partnerships.
Public-private partnerships are less common in North
America but some local governments are exploring new
partnership structures for airport renovations, light rail
projects and toll road syndications. The will to attract and
accommodate private capital varies by region. Some US cities
will continue to favor municipal bonds for transportation
projects because tax incentives for investors make them
economical for issuers.
Project structure is key. Facilities with an established or
predictable traffic pattern or where a state or a third party,
such as the European Investment Bank, has guaranteed a
portion of the debt can offer investors some protection.

SOCIAL INFRASTRUCTURE
What’s included: Schools, hospitals, prisons, student
housing and more.
What’s driving deals: Around the world, governments and other
entities look to private capital to help finance needed social
infrastructure, usually through public-private-partnership
structures of various types. A dearth of government funds is a
major driver, but so is the belief that non-public financing can
increase efficiency and speed to market.
Concessions generally are granted by established public
entities such as a school board, healthcare provider or
government office, and are usually stand-alone projects.
Charges are usually paid by a central authority rather than
the end user, and revenues tend to be linked to inflation
rather than growth. Almost all are new-build construction
projects and therefore carry construction risk. However,
these are considered to be among the least risky assets—
as long as assets are managed according to contract.
As in other sectors Australia has an advanced market,
having used PPPs extensively for hospitals, among other
assets. Europe also has a tradition of social deals, with a
strong pipeline of education and municipal projects on the
continent and numerous primary hospital PPP opportunities
in the UK. The US has much less experience, but that may
be changing as PPP markets get established.
Worth considering: In the US, hospitals and municipal
facilities, supply permitting.
Proceed with caution: Highly competitive European market
seeing tight pricing on some deals.

Worth considering: Selected public-private partnerships
and privatizations in Europe. Road and bridge projects in
Canada and in the US (supply permitting) as well as
opportunities in the unwinding of distressed transport
deals put together pre-crisis.
Proceed with caution: Prize deals (airports, for example) are
a magnet for capital. Likewise, contracts with revenue based
on asset availability rather than traffic flows have drawn
strong competitive bidding from investors seeking long-term
revenue certainty.
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The Geographic View
Geography matters a lot in infrastructure investments—
in ways both expected and, as the asset class evolves,
less expected.
As seen in preceding pages, a power or transport investment
in Europe may well have different characteristics than one in
the same sector in the US or a developing country. Conditions
in the relevant local industries play a role. So does the depth
and experience of the local infrastructure finance market.
Australia, an infrastructure trailblazer, has much in common
with Europe, the largest arena for deals. It has less in
common with the US, where so much infrastructure is
financed via municipal bonds, or with emerging markets.
Most important, of course, are the local political and
regulatory regime. The choice of region or country can be
the single greatest determinant of the viability of an
infrastructure investment.
But regulatory regimes are evolving, and the geographic
dimension of infrastructure investing is changing fast.
Across Europe, North America, Latin America and Asia,
governments are faced with the same question: How can
they attract more private capital to help fund infrastructure
development? Countries that don’t have public-private
partnership programs are evaluating them. Many countries
have put together ambitious long-term plans to expand and
maintain infrastructure.
In emerging markets such as Mexico and India, national
plans include sweeping reforms intended to encourage
international investors in nearly every sector—efforts that
may create opportunities to benefit from the fundamental
growth of these economies. Yet not all national plans carry
open invitations. In China, the world’s biggest infrastructure
market, we expect projects will be financed domestically.
Making good geographic decisions ultimately requires a
bottom-up approach. A good place to start, however, is with
a top-down look at markets that are on a course to boost
the flow of potentially attractive deals.

BREAKING BRITAIN’S BOTTLENECK
Historically among the busiest markets, the UK has been a
rich source for core assets. With a road network that’s at
capacity and 20% of the country’s conventional electricity
generation scheduled for retirement in the next five years,
there should be continued opportunities to invest. At present,
however, demand for investable projects exceeds supply.
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The government’s remedy is its ambitious National
Infrastructure Plan, the latest iteration of which outlines
more than £460 billion of planned investment through the
end of the decade, with the majority expected to involve at
least some private funding. Key elements include
a project pipeline, asset sales to the private sector and
financial guarantees to kick-start certain projects.

LOOKING BEYOND THE CORE IN EUROPE
The EU remains a diverse set of markets offering investments
from gas distribution to transport PPPs to refinancing deals.
Crowding is a problem, with investors competing for
brownfield projects in the north and west and pushing prices
up. But with such opportunities dwindling, countries in the
south and the east and greenfield projects are gaining
appeal. European Commission President Jean-Claude
Juncker presented a plan in late 2014 to use infrastructure
investment to spur growth, proposing €21 billion in EU
funding to mobilize a total of €315 billion in public and private
investment by the end of 2017. The plan calls for the creation
of a European Fund for Strategic Investments (EFSI), a New
Investment Advisory Hub and a roadmap to remove sector
regulations that hamper investment.

ENABLING PPPs IN THE US
The US is really two infrastructure markets, with the power
and energy sectors drawing deep private funding while the
transport sector has yet to attract private capital at scale.
Transport need is huge—the American Society of Civil
Engineers estimates that $3.6 trillion will be required by
2020 just to maintain existing infrastructure—but the public
private partnership model that could meet it has yet to reach
critical mass. In 2014, only six PPP transactions closed in the
US, compared with 16 in Canada. There are encouraging signs
for 2015, however. We expect transaction volume to increase
in terms of both single asset opportunities and broad
state-level programs. Market leading states are Virginia,
Texas, Florida, Indiana, California and New York. We expect
to see activity in Pennsylvania, Maryland and Nevada soon
as well.

MOVING MEXICO FORWARD
The OECD recently described the pace of reform underway
in Mexico as “breathtaking.” President Enrique Peña Nieto,
elected in 2012, has enacted sweeping reforms and
introduced an ambitious program aimed at increasing

GROWTH AROUND THE GLOBE

State of Play in Some of the World’s Major Infrastructure Markets

UK

Europe

National Infrastructure
Plan could boost deal flow
in this major market.

Good deal flow, including
refinancing and divestitures.
Core deals crowded in
west and north; EC push
could make south and
east more attractive.

US

Japan

Private capital active in
power and energy, much
less so in transport. PPPs
could finally gain traction
in 2015.

Mexico
Historic opening of power and
energy sectors. Ambitious
infrastructure spending
targets, with reforms to attract
international capital.

Competitive market,
with strong domestic
incumbents. Supply of
investable assets limited
so far, but government
initiatives may spur growth.

South America

India

Renewable projects and
PPP activity across the continent,
sometimes impeded by unclear
regulations. Potential is huge.

Opening to private investment,
with sweeping plans for projects
in every sector. Removal of
contractual and regulatory
roadblocks will be key.

China
World's largest
infrastructure investor.
Market is dominated by local
companies and operators.

Source: BlackRock, February 2015.

infrastructure investment. Last year he unveiled a plan
calling for $590 billion in public and private spending through
2018, identifying 743 projects. Opposition parties have
united behind the “Pacto por Mexico,” a series of reform plans
designed to address regulatory weakness and attract private
capital. Congress took the first big step with a historic bill to
end the monopoly of state-run electricity and oil companies.
The goal: to increase production of oil and lower electricity
prices for companies and consumers, as well as attracting
tens of billions of dollars in foreign investment in the energy,
power, renewables and transport sectors.

JUMP-STARTING JAPAN
Prime Minister Shinzo Abe’s program of monetary easing,
fiscal stimulus and structural reform, widely known as
Abenomics, envisions opening up part of Japan’s huge stock
of infrastructure to private investment. To date, however,
the flow of projects remains on the low side, with Japanese
domestic consortia leading the buyer lists for those assets
that have come to market. In fact, international investors
may find greater Japanese competition for the best assets in
Asia and the rest of the world following reforms to Japan’s

Government Pension Investment Fund. The fund—the
largest pension investment pool in the world with over
$1 trillion in assets—created a 5% allocation to alternative
investments last year and recently made its first-ever
infrastructure investment.

INSPIRING INVESTMENT IN INDIA
Long seen as one of the less mature infrastructure markets,
India has drawn new interest from international investors
because of reforms enacted by the country’s new prime
minister. Elected in 2014, Narendra Modi has an ambitious
infrastructure investment plan calling for significant growth
in private sector participation. India’s current “12th Five
Year Plan” already aims to grow infrastructure spending
from 8% to 10% of GDP, or approximately $1 trillion between
2012 and 2017. To stimulate investment and attract new
capital, Modi is changing the way road development
contracts are awarded, streamlining land acquisition policies
around infrastructure projects, and identifying a pipeline
of projects in almost every area of infrastructure: power,
energy, renewables, rails and roads.
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The Portfolio Perspective
The headline numbers in infrastructure are compelling, but
no more so than the goals of the institutions investing in it.
It’s helpful to look behind McKinsey’s estimated $57 trillion
global need for infrastructure finance and consider what’s
required for investors to help meet it. Societies need roads
and electricity and hospitals. Institutional investors need
income, diversification, a match for long-duration liabilities
and inflation protection. Meeting both sets of objectives is a
matter of deal flow, investment data, portfolio construction,
investment vehicles and all the other elements needed to
put capital to work.
McKinsey published its $57 trillion figure in 2013, basing it
on projected global demand in seven key infrastructure
segments between then and 2030. For the world to achieve
that level of spending, the firm calculated that investment
from all sources, public and private, would need to total
3.5% of global GDP per year during the period.
In a 2014 report, Standard & Poor’s explored how much
of the total need institutional investors might supply.
Working with the McKinsey estimate and projecting average
government infrastructure spending at 3% of GDP, S&P
calculated that the global gap between investment needs
and available public funds could be around $500 billion per
year. Projecting bank lending at $300 billion per year, S&P
put the infrastructure financing need addressable by
institutional investors at $200 billion per year.
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ALLOCATIONS AND INVESTMENT VEHICLES
The majority of infrastructure investors are currently below
their targets, according to data collected by Preqin, which
draws on a database of 2,400 institutions investing in
infrastructure. (See the chart below.)
These investors incorporate infrastructure in their portfolios
in several different ways. Preqin reports that 39% use a
dedicated infrastructure bucket, noting that the number
doing so has fallen in recent years as new investors have
come to the asset class. Use of a real assets bucket is
becoming more common, while use of a private equity bucket
has declined to just under a quarter of the sample.
Questions of sizing and categorizing tie into two other key
decisions investors must make: how many internal resources
to add, and what is the best way to get exposure. On the
resource question, the 2014 Ascent of Real Assets survey
showed that staffing for real assets, including infrastructure,
is increasing at many institutions, with nearly a third of the
201 respondents saying they have a dedicated real assets
team and another 18% planning to create one in the next
18 months.
It remains to be seen how many institutions will find it
worthwhile to add the significant sector and geographic
expertise and risk and project management capabilities
required to make direct investments. Though interest in direct
investing is widely expressed, we estimate there may be only a
few dozen institutions actually doing it, with most of them
among the world’s largest investors.

LOOKING TO GROW
10%

That is a significantly larger sum than the $60 billion or so
that institutional investors allocated to infrastructure in 2014
(see page 3). In theory, at least, investors targeting higher
allocations should be able to achieve them over time.

For investors not wanting to build the teams needed to go
direct, closed end equity funds are likely to remain the vehicle
of choice. Fund structures have experienced an important
evolution in recent years. Prior to the global financial crisis,
private-equity style funds—exit-oriented, with relatively high
levels of leverage—were the norm. In today’s market, there’s
more attention to matching time horizons, fee structures
and leverage levels to investment objectives, with a clear
distinction between buy-to-hold and buy-to-sell investments.

In our view, exit-oriented structures no longer make sense for
many core investments. For long-term investors who are
willing to forego asset appreciation, unlevered vehicles with
appropriate fees can often provide good access to predictable
income. For value-add strategies, by contrast, an exit is part
of the game plan, and should be reflected in the structure.

APPROPRIATE RISKS
As with any other investment, investors in infrastructure
need to ensure that the risks they’re taking are deliberate,
understood and appropriately priced. The challenge
(as discussed on page 4 in our strategy section) is to
understand the specific bundle of risks presented by a
given potential investment.
Political risk is a frequent concern for infrastructure
investors, who need to be confident that the regulatory
regime governing an asset is stable, and that the legal and
financial institutions in the country where they are investing
are supportive of their rights. Since absolute certainty may
be impossible on either front, we think the best approach is
to take a hard look at both the risk and the compensation on
offer for it, and then invest (or not) accordingly.
Industry risk, familiar to every equity investor, is also present
in some infrastructure investments. This is the risk that the
dynamics of an industry or technology may change over time.
It can be mitigated by contractual terms and diversification
but it too may be hard to eliminate entirely.
Calibrating these risks accurately is all the more important
given the liquidity risk presented by most infrastructure
assets. Stakes in large, complex assets don’t change hands
easily, so it’s vital that investors ensure that the time horizon
of an investment is consistent with their own time horizon.
Of course, a long-term view is also the great advantage that
institutional investors bring to infrastructure investing.
Pension funds, insurers, endowments and other institutions
are uniquely suited to assuming liquidity risk and can benefit
from doing so—provided, as with other risks, they are fairly
compensated for it.
It must be noted that the assessment of these risks can
be made more difficult by a lack of high-quality data and
recognized benchmarks in infrastructure investing. The good
news here is that the data is steadily improving as investors
gain experience.

Diversification is, in our view, one of the best mitigators of
the risks inherent to this asset class.

DEAL SIZE AND DIVERSIFICATION
At present, investors seeking to put large chunks of money
to work—and often predisposed toward larger deals—are
prominent in the market. Data from interviews Preqin
conducted with 45 investors in December 2014 show that
53% are seeking to invest $100 million or more this year.
Their plans, along with the average deal size in each of the
sectors, are shown in the charts below.

BEYOND THE MEGADEALS
Average Deal Size by Sector, January 2003-December 2014 (Global)
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WRITING BIG TICKETS
Amount of Fresh Capital Investors Plan to Invest in Infrastructure
Over the Next 12 Months
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Looking beyond large, high-profile transactions is, we believe,
a success factor for investors seeking to build diversified
portfolios. With a growing amount of capital pursuing a
limited supply of deals, the ability to identify and source
promising transactions around the globe can help investors
avoid overly crowded parts of the market.
BlackRock maintains a database of investment opportunities
that draws on our own origination efforts as well as on
announcements and reports in the media. The raw numbers
come with a caveat: high-profile opportunities, such as large
public-private partnerships in the transport sector, tend to
be over-represented. But the figures do give a sense of what’s
in the works, and how it matches up against the overall need
for capital. For example, in the European market at the end
of December 2014, we counted 137 near-term primary
transactions with a total volume in excess of €50 billion.
Since infrastructure is a market that is at once private,
global, and highly varied, projecting deal flow is not a
simple exercise. As with much else in this promising but
still developing asset class, challenges and opportunities are
often linked.
Unlike a toll road or a power plant, asset classes aren’t
built to a blueprint. They evolve over time, investment by
investment. In the world of infrastructure, that process is
well underway. As infrastructure investing progresses—
and the asset class further develops its own infrastructure—
the scope of possible investments, as well as the ability of
investors to tailor investments to desired outcomes and risk
factor exposures, is likely to improve.
We believe infrastructure has the potential to play an
important role in most institutional portfolios. Given that the
asset class is still in its adolescence, investors need to be
especially thoughtful about their objectives and even more
considered about how to execute their strategies, either
directly or indirectly. If they are, we think they are likely to
find that infrastructure can provide a core of long term
performance to a portfolio of alternative assets.
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THE ASCENT OF REAL ASSETS
Gauging Growth and Goals in Institutional Portfolios
In September 2014, The Economist Intelligence Unit,
on behalf of BlackRock, conducted a global survey of 201
executives from institutional investment organizations
in 30 countries to ascertain their level of interest in and
strategies related to real-asset investment. The report
presenting the research, published in November 2014
and cited in this publication, is available via the link
above for online readers and at blackrock.com.
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