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Expanding horizons

The maturing of infrastructure requires 
a greater willingness by investors to 
disentangle the risk and return drivers of 
the asset class, moving away from the view 
of infrastructure as a monolithic whole to a 
risk factor-based approach. 

Infrastructure's maturing as an asset 
class demands fresh thinking
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Key takeaways

1
Investors need to consider infrastructure opportunities in terms of risk 
exposure and return characteristics, rather than pursuing a single-
minded focus on core assets.

2
Engaged, active asset managers can extract additional returns through 
targeted capital expenditure, expanding assets in what is often a 
proprietary deal.

3
A growing number of thematic opportunities, developing assets, or 
those adjacent to traditional infrastructure offer the potential for higher 
returns and the possibility to add value.

For decades, infrastructure was viewed as a reliable, 
homogenous asset class, with airports, toll roads and 
utilities the cornerstone of institutional investors’ 
exposures. In Australia, where superannuation funds 
began investing in infrastructure 30 years ago, they 
have reaped the benefits of long-term ownership of 
many of the country’s busiest air and sea ports. Their 
buy-and-hold approach is now sought after as the 
model to emulate by governments the world over.

But as infrastructure matures, and interest from 
institutional investors continues to grow, it is time 
to move away from the perception of infrastructure 
as a monolithic sector. We should instead consider 
opportunities in terms of the risk taken on, the 
sectors in which we invest, and the assets’ distinctive 
return characteristics.

Infrastructure as ballast and buoyancy

The maturing of infrastructure will be an evolution 
rather than a revolution. The asset class will retain 
the same fundamental traits: cashflow generative, 

backed by hard assets, socially vital and difficult to 
replace, with significant barriers to entry and low 
competition. We can view infrastructure in nautical 
terms – as a ship’s ballast, which also supplies 
buoyancy. It provides resilience and stability (the 
ballast), while also offering the potential for returns 
to support portfolio outcomes (the buoyancy). Its 
resilience stems from the fact that infrastructure 
assets often underpin a well-functioning society. Its 
users rely on the freight moved through sea ports 
or the water provided by utilities, regardless of 
economic circumstances. Both infrastructure equity 
and debt can provide the ballast and buoyancy that 
appeal to investors.

Yet as the sector matures, we can start to shift 
away from labels that no longer reflect its evolving 
dynamics. Toll roads and airports have traditionally 
been viewed as core infrastructure assets. Today 
it can be more useful to think of infrastructure in 
specific sectoral terms, such as where to consider 
an allocation to transportation, social and energy 
infrastructure or utilities. 
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What role is infrastructure performing?

Alternatively, we can consider the specific 
characteristics that infrastructure can offer 
investors. Should infrastructure equity be broken 
down into assets offering inflation protection and 
cashflow certainty, and those that present greater 
opportunities for growth? Where investors desire 
reliable income, underpinned by contracted revenue 
streams and robust covenants, should they consider 
the benefits of infrastructure debt over equity? Debt 
makes up the majority of infrastructure transactions 
and can offer interesting and complementary 
characteristics in portfolios. So rather than viewing 
all infrastructure as a homogenous asset class, 
investors could instead view it through the prism of 
the risks to which each asset exposes their portfolio, 
as well as the ways in which it can generate value 
and income over the longer term.

Mature versus developing opportunities

Another way to think about infrastructure is to 
divide it into mature and developing opportunities. 
Mature assets are existing toll roads, airports and 
bridges, where extracting additional return requires 
experienced asset managers exploring new ways 
to add value with management teams. One way 
to achieve this is through capital expenditure, as 
IFM Investors frequently does. These transactions 
are proprietary deals that only the experienced 
owner-manager with a long time horizon and well-
established operational capabilities can access. Think 
of the opportunity for marine terminals to capitalise 
on demand for energy security and more sustainable 
fuel sources, as VTTI’s recent acquisition of a 
majority stake in Italy’s largest liquefied natural gas 
import facility attests. These transactions can benefit 
investors and also improve the value proposition to 
the wider community. 

Some mature assets require an experienced manager 
to turn around their fortunes. These opportunities 
can arise upon privatisation, or where an asset 
suffers from high levels of debt and the threat of 
bankruptcy. Opportunities can also arise where the 
previous owner has failed to commit sufficient capital 
to the asset. This requires a new owner to invest 
significant sums, such as improvements to road 
quality and safety upon first acquiring a toll road. 

Alongside mature infrastructure, significant capital 
must also be deployed in developing fields that require 
an appetite for construction risk, such as energy 
and digital sectors. The energy transition and the 
shift to a low-carbon economy are driving increasing 
capital requirements. The rollout of renewable energy 
requires a transmission network to connect new 
solar and wind farms to the homes and businesses 
consuming it. While developing infrastructure assets 
do not offer the same level of resilience as mature 
ones, their return potential can be considerable. 

FIGURE 1

Source: IFM Investors

INFRASTRUCTURE RISK FACTORS
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Other opportunities are arising in a ‘goldilocks’ zone. 
These are transactions that are neither too big nor 
too small, yet are often overlooked by infrastructure 
funds more interested in closing one or two large 
transactions. These mid-market opportunities 
are more frequent, and have more attractive 
competitive dynamics than larger transactions. They 
present opportunities for experienced managers 
to implement operational improvements and, 
potentially, sell selectively. 

Some infrastructure opportunities are emerging 
at the intersection of traditional asset classes. 
Should a business park adjacent to a major airport 
be commissioned, built and managed by an 
airport operator with relationships with airlines 
flying in the freight? Or should it be an initiative 
of a real estate developer with relationships in 
industrial property and connections to large retailer 
customers? Investors would do better to weigh 
up their exposure to infrastructure, real assets, 
or even to risk-based factors, disregarding more 
conventional asset labels. 

Alternatively, many investors are seeking to explore 
the opportunity set of infrastructure thematically. 
Three megatrends are reshaping both the asset 
class and the broader global economy. The energy 
transition is driving investments in renewables; 
digitisation of the economy and the advent of 
AI is driving opportunities in data centres and 
the expansion of fibre networks. Meanwhile, the 
reshoring of industries, and a focus on national 
self-sufficiency, presents opportunities to build and 
expand energy production, factories and logistics 
infrastructure.  

Building out your neighbourhood

We are also seeing the emergence of opportunities 
within the ‘neighbourhood’ of infrastructure. These 
infrastructure-adjacent opportunities often benefit 
from the same economic protections as the core 
assets they supply – albeit without the regulatory 
framework directly underpinning their day-to-day 
operations – with the potential for higher returns 
and the opportunity to add value. This underlines 
how the categorisation of the asset can be less 
important than how it generates income and 
weathers economic cycles. 

Infrastructure-adjacent opportunities can include 
water treatment plants that service growing 
catchments of metropolitan areas and offer 
drought protection in regions where water stress is 
common. They can include facilities adjacent to sea 
ports that shift freight to trains rather than trucks, 
helping reduce the carbon emissions associated 
with goods transport.

As a leading private markets manager with deep 
expertise, experience and networks in infrastructure 
equity and debt, and a growing capability in 
technology-focused growth private equity, we 
are particularly interested in the confluence of 
technology and critical infrastructure. Some 
infrastructure-adjacent opportunities resemble 
private equity in their risk and return potential. 
They can be compelling due to their increasingly 
important role in securing and enhancing a core 
asset’s performance – by delivering cost efficiencies, 
power bill reductions, improving safety standards or 
other aspects of performance. 

1 Drone inspections - Ausgrid

Water treatment plant
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Importantly, pursuing ventures that more closely 
resemble private equity allows us to build an 
understanding of a nascent and emerging 
opportunity set. Many of the niche opportunities 
capitalised by private equity have the potential 
to grow and become part of the mainstream 
infrastructure market. 

For example, one of Australia’s largest energy 
distributors, Ausgrid, has invested in drones to 
inspect its vast network, which supplies electricity 
to millions of people in New South Wales. The 
drones, typically weighing less than 2kg, can be 
used to survey hard-to-reach areas for bushfire 
prevention efforts, remove objects and untangle 
power lines1. Similarly, ageing water utilities 
could invest in artificial intelligence to better 
monitor water leakage and potential sewerage 
spillage – increasing the precision of maintenance 
programmes and minimising regulatory fines. 

The opportunity set and investment universe of 
these infrastructure technology opportunities 
are only limited by the speed of technological 
developments emerging. Consider how far AI has 
come in ten years, or how drone technology has 
reduced in cost, making drones viable equipment 
for anything from surveillance to firework displays. 
These new opportunities span a range of important 
investment themes and megatrends, from capturing 
the energy transition to digitisation and automation.

1 Drone inspections - Ausgrid

Conclusion  

As infrastructure matures and develops as an asset class, it 
demands fresh thinking from asset allocators. Infrastructure 
retains its distinct characteristics – and now it spans the full 
range of risk appetite, from secure debt investments to high-
yielding opportunities equivalent in return to private equity. 
This evolution encourages not a uniform but a more nuanced 
and sophisticated approach from investors. 

Drone survey
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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 
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.

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.

Germany Disclosure
This material is provided to you on the basis that you warrant that you are a 
professional client as defined in the relevant local implementation of the 
Markets in Financial Instruments Directive 2014/65/EU (“MiFID II”). 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.

Japan Disclosure
This material is being provided to you by IFM Investors (Japan) Pty Ltd ("IFM 
Japan") (Financial Business Operator: Kanto Local Finance Bureau Register 
Number 2839, a member of the Type 2 Financial Instruments Firms Association). 
This material is intended only for use by a Qualified Institutional Investor (as 
defined in Article 10, Paragraph 1 of the Cabinet Office Ordinance Concerning 
Definitions Provided in Article 2 of the Financial Instruments and Exchange Act 
of Japan) and is not intended for anyone other than foregoing. This material is 
provided to you for informational purposes only and does not constitute the 
provision of investment advice. In addition, the information contained in this 
material does not constitute an offer to sell nor a solicitation of any offer to 
buy and is not intended to be, and should not be construed as, an offer to sell 
nor a solicitation of an offer to buy, any type of securities, financial products or 
other services offered by IFM Japan and its affiliates to any person in Japan to 
whom such offer or solicitation would be unlawful under the applicable laws, 
regulations and guidelines promulgated by the relevant Japanese governmental 
and regulatory authorities and in effect at the relevant time.

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 15 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 (ii) 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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