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Investing in Infrastructure ς Combining Responsibility with Returns 

Why invest in infrastructure?  
Å Earn high-quality, long-dated inflation-linked 
 cashflows  at attractive real yields 
Å Obtain returns no longer offered by traditional asset 
 classes 
Å Reach full funding with lower risk 
Å Support projects which provide high value add for 
 society  
 
 

What to consider when investing?  
Å How will you access infrastructure returns: 

ü Choosing the right structure to make infrastructure 
Flight Plan Consistent 

ü What are the advantages of bespoke investment 
structures? 

ü Which risk profiles are acceptable? 
 
 

Which opportunities are available?  
Å Wide range of attractive opportunities with different 
 risk/return profiles, such as: 

ü Social housing 
ü Private Finance Initiatives 
ü Water infrastructure 
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The markets we are in: declining yields 

 

 

Long-term yields have fallen, pushing up the 
value of pension ŦǳƴŘǎΩ  liabilities... 

Why Invest in Infrastructure? 

The markets we are in 
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Source: Bloomberg, Redington 
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Why Invest in Infrastructure? 

The markets we are in 

The financial crisis has set equities on a rollercoaster ride 
with low and volatile medium and long-term returns. Risky 
assets have increasingly failed to deliver adequate 
outperformance. 
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Source: Bloomberg, Redington 

The markets we are in: underperforming equities  

*Emerging market equity = MSCI Emerging Markets Index 
**Developed world equity = MSCI Developed World ex. UK 
  

31-Oct11 
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Why Invest in Infrastructure? 

The markets we are in 

Source: Bloomberg, Redington 

Real yields have declined, making it more difficult  for 
pension funds to access attractive and secure long-
term returns that will allow them to reach full funding. 
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The markets we are in: low real yields 
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The effect on pension schemes: declining funding levels 

Why Invest in Infrastructure? 

The effect on pension schemes 

1. Falling long-term yields 2. Risky assets underperforming 3. Declining real rates 

FTSE 100 ŎƻƳǇŀƴƛŜǎΩ aggregate pension assets and liabilities  Aggregate funding level of FTSE 100 pension schemes 

 
As asset performance failed to keep pace with rising liabilities, funding levels declined. 

Pension funds must therefore focus on making the right decisions to achieve full funding in a difficult environment. 
 

Source: Aon Hewitt Pension Risk Tracker, Redington Source: Aon Hewitt Pension Risk Tracker, Redington 
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Full funding 

Getting the returns you need 

Current position 

Infrastructure assets can help schemes 
achieve full funding because they offer... 

ÅAttractive rates of real return 
Å Inflation linkage 
Å Long-dated, high quality and often secured 

cashflows  

 
 
 
 

Pension funds must find ways to: 
 
ÅEarn attractive long-term real 

returns sufficient to achieve full 
funding  

 
ÅObtain inflation-linked cashflows  

 
ÅStrike an attractive risk/return 

balance 
 

 

  
 
 

 
ÅConsider where you want to be positioned in the capital structure (debt or equity) 
 
ÅDetermine the return you require and the level of risk you are comfortable with to choose the 

right type of infrastructure asset to invest in 

 

 
Making the best of infrastructure 
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Why Invest in Infrastructure? 

Getting the returns you need 
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The Flight Plan is an effective tool for making focussed asset allocation decisions and identifying 
the best opportunities.    
 

It allows schemes to identify the assets which contribute most towards their progress to full 
funding ς we call them Flight Plan Consistent Assets.  
 

Why Invest in Infrastructure? 

Flight Plan 
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The Flight Plan 
 

ÅMaps out the path of a 
ǎŎƘŜƳŜΩǎ assets and 
liabilities from their 
current position to full 
funding 
 
ÅRequires three key 

variables to build: the 
assumed rate of return 
on assets, the cash 
contribution schedule, 
and the target date for 
full funding.  
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Why Invest in Infrastructure? 

Flight Plan Consistent Assets 

Fuel efficiency: achieve an efficient risk/return balance 
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Flight Plan Consistent Asset ς Example Cashflow Profile 

Why Invest in Infrastructure? 

Flight Plan Consistent Assets 

Key Characteristics 

Flight Plan Consistent 
Assets  
 
ÅEnable schemes to  

access attractive real 
returns and long-dated 
inflation-linked cash 
flows . 
 
ÅThe attractive real 

returns are the result 
of a significant 
illiquidity premium 
 

 
 

Key Characteristics 

 
 
 

Attractive real returns and inflation-linked cashflows 

 

 
 

High-quality, often secured cashflows 

 
 
 

Illiquid 

 

 
 

Varying degrees of complexity/might be difficult to access 

 



Infrastructure 

 
 
 

Å Take advantage of attractive yields on long-term secured 
property leases 

Å Yields may be in excess of yields on corporate bonds issued by 
same borrower 

Å Long-dated index-linked cashflows 

 

 
Secured Leases 
 

 
 
 

Å Ground rent created when freehold land or building is sold on 
long lease 

Å Typically άǇŜǇǇŜǊ-ŎƻǊƴέ ǊŜƴǘ  for land only (not buildings) 

 
 
 

 
Ground Rents 
 Å Low-cost rental housing provided for disadvantaged people in 

need of  housing 

Å Generally provided by local councils and housing associations 

 

 

 
Social Housing  
 

Å Investing in public sector projects through, for example, Private 
Finance Initiatives (PFIs), bespoke investments structures or by 
purchasing a suitable infrastructure asset 

Å Wide range of possible assets, from roads to power generation 

 

 
Traditional Infrastructure  
 

Why Invest in Infrastructure? 

Flight Plan Consistent Assets 

Å Offers long-dated, inflation-linked cashflows 
from secured borrowers (i.e. housing 
associations) with quasi-government 
guarantee 

Å Long-term, potentially inflation-linked 
revenue streams 

Å Offers attractive returns, limited credit 
risk and high level of security 

Other Flight Plan Consistent Assets 
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We will focus on Social Housing and Traditional Infrastructure  
to illustrate the different factors that need to be taken into account. 

 
 
 
 
 
 
 
 
 
 

 

Å Pricing mechanism: availability vs. demand 
 

Å Stage of development: infant vs. mature 

 
Traditional Infrastructure 

 
ÅRedington is cooperating closely with third parties 

with strong infrastructure expertise and resources  
to provide attractive investment solutions for 
pension funds. 

 
 

 
 

 
Social Housing 

 
ÅRedington has been a pioneering force for turning 

Social Housing into an investable asset class for 
pension funds. 

 
 

Accessing infrastructure 

What to Consider when Investing? 

Accessing infrastructure 

 
 
 
 
Investing in infrastructure is usually relatively complex.  
 
It is essential to focus on getting the details right to ensure 
that the actual returns and cashflows meet the pension fund 
ƛƴǾŜǎǘƻǊΩǎ expectations and requirements. 
 
 

 

Specific Risk/Return Profile  
of the individual asset 
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Å Capital structure 
 

Å Solution type: bespoke vs. pooled 

Investment Structure 
Used to access the returns and 

cashflows 

 

1 

2 

 
 

Å Social housing 
 

Å Private finance initiatives 
 

Å Water infrastructure 

Examples  
of infrastructure assets 

3 



Making infrastructure Flight Plan Consistent  

What to Consider when Investing? 

Making infrastructure Flight Plan Consistent 
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Pension funds must be clear about the way in which they want 
to access infrastructure investments. 
 
 

 

 

 
 
 
Before the financial crisis 
Å Infrastructure investments have historically been 

structured with little  equity and high levels debt 
provided by banks. Pension funds often invested in the 
leveraged equity as a growth asset with relatively low 
security of returns and usually no inflation linkage. 

 
After the financial crisis 
ÅBanks have increasingly withdrawn from providing debt 

financing. Pension funds have increasingly stepped in to 
replace bank financing. Smaller schemes have focussed 
on investing in infrastructure debt. 
 

 

Å Large pension funds have purchased whole 
infrastructure assets (100% equity) to obtain full 
ownership and enjoy all benefits such as inflation-linked 
and high-quality returns. 
 

Å Full ownership allows pension funds to make 
infrastructure assets Flight Plan Consistent. 
 

 
 

The Right Structure to Earn the Returns You Want 

 

90% Debt 
Whole 

Business 
100% Equity 

10% Equity 

Provided  
by banks 

Pension 
funds 

Before the financial crisis After the financial crisis 

Pension funds 

Flight Plan Consistent 



North America 

 

Å The ¦YΩǎ largest pension fund ς the BT Pension Scheme ς has 
invested over £300m in renewable energy infrastructure. 

Å A number of other large UK schemes, such as the Universities 
Superannuation Scheme (USS) and the Railways Pension Scheme 
(RailPen) have infrastructure allocations.  

 

 
United Kingdom 
 

 
 
 

 

Å ABP ς the pension fund for government and education employees 
and the largest in the Netherlands ς allocates 2% of its ϵ242 
billion assets to infrastructure. 

Å To facility this, it has opened offices in Hong Kong to gain access 
to Asian infrastructure projects. 

 
 
 

 
Continental Europe 
 

 

Å The largest US pension fund ς the California Public Employees 
Retirement System (CalPERS) ς adopted a new investment policy 
in 2008 with a target allocation of 3% of assets or $7.2 billion in 
infrastructure. 

 

 

 
United States 
 

Å The Ontario Municipal Employees Retirement System (OMERS) 
and Ontario Teachers Pension Plan (OTPP) are large players in 
direct infrastructure investment. 

Å They succeeded in joint bid for the UK High Speed Rail 1 for £2.1 
billion.  

 

 
Canada 
 

What to Consider when Investing? 

What other pension funds are doing 

Å They now hold a 30-year concession to own 
and operate the rail line. 

Å Other large infrastructure investors 
include Danish pension fund ATP, which 
among has invested in toll roads and 
ports around the world.  

Europe 
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Å As part of this strategy, CalPERS took a 12.7% 
stake in [ƻƴŘƻƴΩǎ Gatwick Airport. 



Bespoke investment structures 

What to Consider when Investing? 

Bespoke investment structures 
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Source: Evolution 
Securities, Redington 

Asset Manager 
 

ÅManage day-to-day operations and supervise financial performance of each 
investment/provide operational fund management services 

Investment Manager 
 

ÅProvide financial analysis and investment, 
origination and structuring expertise 

Example Bespoke Investment Structure 

Investment Consultant  
 

ÅSupport for evaluating and structuring 
investments  

ÅEnsure ƛƴǾŜǎǘƳŜƴǘǎΩ risk/return profile and 
investment structure are in line with Fund 
requirements 

Pension Fund 

Tailored Investment Structure 
(e.g. Fund/Special Purpose Vehicle)  

Development 1 Development 2 Development 3 

Equity/Debt Investment 

Housing Association 

Portfolio 

Equity Investment 




