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Infrastructure Equity and Infrastructure Debt
What are Infrastructure Investments?
The term infrastructure investment covers all investments and financing of projects for the construction, rehabilitation or maintenance of infrastructure objects.
The invested money is first used for the realisation of projects (e.g. the construction of a bridge). The investors
are then entitled to the later returns (in this example the toll and any proceeds from the sale).
Infrastructure offers a wide range of access options with a variety of risk/return profiles. Investments are possible by direct investment or indirectly via fund investments, though a fund allows for more diversified investments than a direct investment. Institutional investors can invest equity capital (e.g. equity holdings and publicprivate partnerships - PPPs) or debt capital (e.g. loans). This allows the various regulatory requirements to be
taken into account, including those relating to capital adequacy or balance sheet reporting. Infrastructure equity
and debt capital investments via private markets are considered alternative investments. Whereas public markets comprise all exchange-traded instruments.
When selecting infrastructure investments, it is crucial to check the validity of the future cash flow, as legal/regulatory requirements, for example, can have a massive impact. In addition, legal and tax aspects are extremely
relevant, as well as increasingly environmental, social and corporate governance (ESG) factors.

What Forms of Infrastructure Investments exist?
Infrastructure investments can be categorised as follows:
•

Distinction by Sector
• Transport, traffic (toll roads/bridges/tunnels/airports/railways etc.)
• Public utilities (oil/gas/electricity/water/district heating etc.)
• Communication (landline/mobile/satellite/land lines etc.)
• Social infrastructure (hospitals/educational/cultural institutions etc.)
• A newer sector includes all types of so-called smart city investments, e.g. investments in data communication, transport networks or charging stations for e-cars
• Distinction by Project Phase
• Greenfield (early-stage financing/formation of project companies)
• Brownfield (participation in already developed and operationally active project companies)
• Distinction by Strategy
• Core- and core-plus-(equity)-strategies have low risks as their goal, which results in comparatively
low returns.
• Value-added-strategies (equity) have a moderate to higher risk and refer to investments in infrastructure projects that do not initially have stable cash flows due to the fact, for example, that maintenance measures must first be carried out.
• Investments with very high risk are referred to as "opportunistic".
Other differentiation criteria include the degree of regulation (e.g. heavily regulated gas supply), liberalisation
(e.g. the European rail market), the region (e.g. developed countries or emerging markets) or the currency
(which, in the case of foreign currencies, may entail exchange rate risks).

Who Invests in Infrastructure?
Given the background of high levels of public debt and ongoing budget consolidation, governments are increasingly unable to finance all upcoming infrastructure projects. Moreover, traditional lenders such as banks are less
able to provide long-term financing due to stricter capital requirements. As a result, it is increasingly institutional
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investors who facilitate the realisation of infrastructure projects through financing. Institutional investors include foundations, pension funds, banks, insurance companies and fund of funds companies. In addition to the
aforementioned investors, private individuals also invest through the latter. A fund of funds collects capital from
investors and invests it in various single funds, thereby enabling investors to invest in a diversified portfolio
relatively quickly and easily. With managed accounts, an individual investor mandates a manager with asset
management services tailored to his or her needs. Instead of holding a fund unit, he holds the assets directly.

Why do Institutional Investors Invest in Infrastructure?
Infrastructure investments have very diverse risk/return profiles, so that investors can choose the best possible
portfolio supplement for their needs. There is strong demand for investment types with comparatively low risk,
especially in the current low-interest environment. One reason for this is the low correlation (depending on the
type of investment) with traditional investments, as well as the lower volatility compared to stock markets. In
addition, infrastructure investments generally generate stable and predictable cash flows due to their long maturity (e.g. through long-term guaranteed feed-in tariffs or take-or-pay contracts). This distinguishes them from
private equity investments, where the potential capital gain is the primary driver of return. Additional diversification for the overall portfolio and the implicit protection against inflation round off the appeal of this asset
class, though the fundamental illiquidity of this form of investment must be taken into account.
Although COVID-19 has a negative impact on some infrastructure areas such as road tolls, other strategies, such
as communications infrastructure contribute to portfolio stabilization. Renewable energies in particular are
proving to be a crisis-resistant form of investment.

What role do Infrastructure Investments play in Germany?
For some years now, institutional investors in Germany have been experiencing strong growth in demand for
infrastructure investments to generate the necessary returns, for example to ensure a secure retirement provision. Unfortunately, due to certain conceptual and political framework conditions, institutional investors are still
unable to find sufficient infrastructure investment opportunities in Germany, though the need for investment
in Germany is high, in particular in view of the energy revolution. Accordingly, many investors are also investing
in other countries, in particular throughout Europe.

What is the Public’s Opinion on Infrastructure Investments?
Contrary to Great Britain, for example, PPPs (Public Private Partnerships), which increasingly involve private
investors and companies in original areas of public services, are less established in Germany. This may, in part,
be due to the fact that public opinion on investments with private participation is often not necessarily based
on rational arguments. In the context of current energy discussions, infrastructure investments are sometimes
controversial due to their focus (e.g. fossil fuels).
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