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SECTION 1

Infrastructure Investment Attributes



Infrastructure assets are essential for the orderly operation of an economy

Transportation

Utilities / Energy

Toll roads

Airport, Ports

Rail

Pipelines

Airports

Rail

Ports

Water

Gas

Roads, Rail

(availability based 
payments)

Transmission towers, 

Satellites

LNG terminals, 

Airlines

Shipping

Competitive power 
generation

Telecoms service 

Sub-sectors

Examples of infrastructure assets by sub-sector and revenue / business driver

Low / Medium risk - Key focus for typical infrastructure funds Medium / high risk

What is infrastructure?
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Major recreational 
facilities (e.g. 

stadiums)

Contracted Competitive

♦ Long-term service 
contracts governing 
service charges

♦ Exposed to 
competition for sale 
of services

Utilities / Energy

Social 
infrastructure

Regulated

♦ Revenue 
determined by an 
economic regulator

♦ Natural monopolies

Patronage

♦ Revenue depends 
primarily on usage

♦ High barriers to 
entry, limited 
competition

Pipelines Gas

Electricity

Waste 
management

LNG terminals, 
pipelines, Fuel storage

Education / Healthcare 
facilities

Social housing

Telecoms service 
providers

Key revenue / business drivers

Retirement 
housing



Why infrastructure?

Key investment attributes

Defensive investments with 
attractive risk-adjusted 
returns 

1

Low correlation with 
traditional investments 

2

3

Relatively high and 
predictable cash yields
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Inflation hedge4

♦ In general, infrastructure should provide a set of cash flows with very long duration

♦ Inflation hedging and relatively low exposure to the business cycle result in predictable returns on 
investments



Defensive investment with attractive risk-adjusted returns

Moderate risk due to limited competition and provision of essential services

High barriers to entry / limited 
competition

♦ Capital intensive assets

♦ Natural or legislative monopoly

♦ Regulatory or contractual protection

Key business characteristics Infrastructure asset risk-return spectrum

Private equity

• New build toll roads, pipeline construction projects, 

emerging economy infrastructure, green-field projects

• Low (if any) cash yield

• Return dominated by capital growth

• Moderate leverage

• IRR range: 15+%

Return

Private equity

• New build toll roads, pipeline construction projects, 

emerging economy infrastructure, green-field projects

• Low (if any) cash yield

• Return dominated by capital growth

• Moderate leverage

• IRR range: 15+%

Return
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♦ Regulatory or contractual protection

Provision of essential services

♦ Critical to modern economies

♦ Low demand elasticity

Predictable revenues, earnings and
cash flows

Fixed income / bonds

Core real estate

Mature infrastructure
• Mature toll roads, power generation (mature), 

regulated utilities, gas/electricity distribution, mature 

transmission assets

• Established revenues

• High leverage 

• Return dominated by yield

• IRR range: 8 – 14%

Value added real estate

Greenfield /  early-stage  infrastructure

Risk

Mid-stage infrastructure

• Airports, seaports, telecommunications, 

rail, mature toll roads with expansions

• Return generated by a mix of cash yield 

and capital growth

• IRR range: 12-15%

• Moderate to high leverage

Fixed income / bonds

Core real estate

Mature infrastructure
• Mature toll roads, power generation (mature), 

regulated utilities, gas/electricity distribution, mature 

transmission assets

• Established revenues

• High leverage 

• Return dominated by yield

• IRR range: 8 – 14%

Value added real estate

Greenfield /  early-stage  infrastructure

Risk

Mid-stage infrastructure

• Airports, seaports, telecommunications, 

rail, mature toll roads with expansions

• Return generated by a mix of cash yield 

and capital growth

• IRR range: 12-15%

• Moderate to high leverage

Source: UBS 2008



Historical infrastructure risk-adjusted returns

Q3: 1995 – Q4: 2000 Q1: 2001 – Q2: 2006

Asset class
Average 

annual return
Annual 

volatility
Sharpe Ratio

Average annual 
return

Annual volatility Sharpe Ratio

Unlisted infrastructure 16.57% 6.37% 1.68 11.71% 5.13% 1.27

Utilities (listed) 29.49% 19.58% 1.21 14.82% 9.63% 1.00

Toll Roads (listed) 39.98% 30.16% 1.13 12.78% 14.88% 0.51
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Stocks 12.63% 9.50% 0.71 13.20% 12.50% 0.64

Bonds 9.02% 4.71% 0.67 5.41% 3.69% 0.06

Source: Peng & Newell (2007), UBS

Past performance is not an indication of future performance.



Infrastructure correlations

Inter-asset correlation matrix (1995-2006)

Listed 
infrastructure

Toll Roads Airports Utilities
Unlisted 

infrastructure
Stocks Bonds

Listed 
infrastructure

1.00

Toll Roads 0.99 1.00

Airports 0.40 0.26 1.00
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Utilities 0.42 0.42 0.14 1.00

Unlisted 
infrastructure

0.36 0.36 0.26 0.16 1.00

Stocks 0.21 0.14 0.54 0.01 0.06 1.00

Bonds 0.38 0.38 -0.03 0.57 0.17 -0.21 1.00

Source: Peng and Newell (2007), UBS

Past performance is not an indication of future performance.



What drives the correlations in the real economy?

Income elasticity of demand Business cycle exposure

Electricity

Transport 1. 1.5 to 1.8

0.1 to 0.2

♦ High growth but 
exposed to business 
cycle, currency shifts 
and fuel prices

♦ Regulated utilities
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Source: NERA, UBS (2008)

1. Air transport

Water

Gas 0.1 to 0.2

0.1 to 0.2

♦ Long term contracts

♦ High residential 
demand

…the higher the proportion of industrial demand for a particular asset the greater the 
exposure to the business cycle



What to expect in the long term?

♦ Focus on the relative returns of each asset class

– The required long–term return on infrastructure assets sits between real 
estate and global equities

♦

GIS methodology background

Risk premia, illiquidity premia and required returns of selected assets

8.2%

5.9%

Global equities

US 10Y bonds

RISK-FREE RATE

RISK PREMIA

ILLIQUIDTY PREMIA
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♦ Global Investment Solutions (GIS) incorporates the 
asset allocation and risk management capabilities 
of UBS Global Asset Management

♦ GIS uses the principles of portfolio theory for 
portfolio analysis and construction

♦ GIS’s capital market analysis covers over 400 
asset categories estimating their risk and 
correlation with a multi-layer factor approach

− factors include asset classes, regions, 
countries and currencies

− risk estimates on a forward looking basis

♦ Adjustments for  integration / segmentation of 
markets as well as the illiquidity of investments

♦ Long-term equilibrium rates of return are derived 
based on the overall covariance matrix 

5.9%

6.6%

6.9%

15.2%

13.5%

6.6%

7.5%

0% 2% 4% 6% 8% 10% 12% 14% 16% 18%

US 10Y bonds

US high yield bond

Emerging market debt

US late venture capital

US LBOs

US real estate

US infrastructure

ILLIQUIDTY PREMIA

EQUILIBRIUM RETURN

Source: Global Investment So lutions, UBS Global Asset M anagementSource: Global Investment Solutions, UBS Global Asset Management, 2008



How does infrastructure compare with other asset classes?

Infrastructure has unique & compelling attributes in its own right

Similarities Differences

♦ Management control over investee companies 

♦ Legal structures for unlisted funds are similar

♦ Investment techniques are converging

♦ Different risk-return objective and lower exposure to 
economic cycle 

♦ Longer investment horizon, return not driven by exit 
strategy

♦ Strong cash yield and lower capital growth

Private

Equity

♦ Cash yield is significant part of return

♦ Absolute return objective focus and low market risk 

♦ Control over operating companies

♦ Barriers to entry, less exposure to property cycleReal
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♦ Absolute return objective focus and low market risk 

♦ Importance of location 
♦ Longer cash flow predictability, higher gearing

♦ Normally larger individual asset size

Estate

♦ Equity ownership

♦ Upside return potential 

♦ Market risk

♦ Less mature, depth and breadth of research 
coverage is lower

♦ Lower level of securitisation / liquidity

♦ Low correlation with business cycle

♦ Predictable and high cash yield 

Equities

♦ Long-term, well predictable cash yield

♦ Long duration asset

♦ Low market risk

♦ Ownership of assets as opposed to credit exposure

♦ Growth / upside potential 

♦ Inflation hedge features

♦ Indirect exposure to interest rate risk

Fixed

Income



What are the investment risks?

Risk management, at the asset level, is fundamental to this asset class

Patronage / 
Demand

Regulatory / 
Sovereign

Contractual / 

♦ Risk of lower than expected useage

♦ Commonly greater for greenfield assets

♦ Changes to regulatory regime (economic, 
social, environmental)

♦ Regulatory re-sets

♦ Failure of counter-parties to honor 
obligations

♦ Due diligence

♦ Contractual protections

♦ Capital structure

♦ Due diligence and regulatory strategy

♦ Regulators need to encourage investment

♦ Legal protections 

♦ Due diligence and expert advice

♦ Quality partners, contractual arrangements

Risk factors Risk mitigation
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Contractual / 
Credit

obligations

♦ Complexities and unforeseen events

♦ Quality partners, contractual arrangements

♦ Often high volume, low value charges for 
essential services

Operational / 
Construction

Financing / 
Inflation

♦ Capital expenditures and operational 
inefficiencies

♦ Construction risk for greenfield assets

♦ Cost of debt and refinancing risk 

♦ Cashflow impact of inflation

♦ Quality partners and management

♦ Appropriate incentive and governance 
structures

♦ Operational risk management

♦ Financing and hedging strategy

♦ Contractual / regulatory protection

Valuation
♦ Current inflation of assets leading to 

diminishing returns?

♦ Strict valuation process

♦ Rigorous investment process



SECTION 2

Investment Trends



Investment Trends

♦ A long term trend worldwide to increasing private sector ownership and operation of infrastructure assets

♦ An emerging institutional investment class

– Institutional investors looking for assets to match long term liabilities

– Institutional investors like low correlations and the risk adjusted returns provided by infrastructure

– Pioneers were Australian and Canadian pension funds but institutional investor appetite has now spread

– European institutional investors particularly in Scandinavia and the Netherlands are major investors in 
the sector

– Institutional investors in Asia and the United States are entering the market in increasing numbers

– Singapore is a lead investor

– For institutional investors target asset allocations to infrastructure are in the range of 3% to 7%
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– For institutional investors target asset allocations to infrastructure are in the range of 3% to 7%

♦ Investment vehicles

– Closed end funds

– Open end funds

– Listed infrastructure funds

– Infrastructure listed securities funds



SECTION 3

Growth outlook for the sector



Trends in infrastructure investments

♦ Global infrastructure investments represent roughly 2% of world GDP

– Infrastructure endowment is around 50% of world GDP

♦ Economic data and research supports the positive macroeconomic impact of public 
infrastructure in both developed and emerging markets 

– Boosts private sector productivity and stimulates trade and economic growth

♦ Investment levels can change materially 
over time

– Water and energy sector investment 

Infrastructure stocks, 2000–2010 (USD trillions)
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– Water and energy sector investment 
has been in decline as a portion of 
economic activity since the 1970s

– Transport, storage and 
communication infrastructure 
investment has been increasing since 
the 1980s

♦ Private investment stimulated by fiscal 
stress

Source: Fav and Yepes (2003)

Past performance is not an indication of future performance.



OECD infrastructure investment needs to 2030

Road

♦ Annual investments of US$ 100bn,  
growing to US$ 170bn by 2030

♦ More than half of the world’s road 
investments will be in OECD countries 

♦ Most investment requirements to:

- Maintain and upgrade existing
roads

- Increase road quality, efficiency, 
and reduce congestion

Rail

♦ Steady annual investments of 
US$ 30+ bn on rail to 2030

♦ Two thirds of the world’s rail 
investments will be in OECD 
countries

Significant investment opportunities anticipated in OECD countries more than US$ 27 
trillion.  Further opportunities from fiscal stimulus packages

 3.8 

 7.8 

 6.4

 3.4

 12.8

OECD Investments: 2007-30

US$’ trillions
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Telecoms

♦ Annual investments of US$ 400+ bn, 
and slowly  decreasing to US$ 240bn 
by 2020, then US$ 60bn by 2030.

♦ Strong expenditures in 
telecommunications infrastructure up to 
the 2020, due to rapid expansion in 
capacity requirements 

♦ More than half of the world’s 
telecommunications infrastructure 
investment will be in OECD countries

Source: Infrastructure to 2030, OECD 2006
1. Generation, transmission and distribution

Electricity

♦ Annual investments of US$ 30+ bn, 
growing to US$ 80+ bn by 20301

♦ Growing investment need due to:

- Continued increase in demand 
for electricity

- Maintenance and replacement 
of existing infrastructure 

Water & Wastewater Services

♦ Annual investments of US$ 430bn, 
growing to US$ 620bn by 2025. 

♦ Mostly for maintenance and repairs, 
due to poor conditions of ageing 
existing infrastructure

 7.8 

Road Rail Telecoms Electricity Water1



Emerging market infrastructure  indicators

 World Regions 

 EAP LAC MNA SAR SSA OECD 

Delay in obtaining an 

electrical connection (days) 
19.4 32.9 53.7 56.3 43.8 9.7 

Number of electrical 
outages (days) 

9.3 17.8 46.1 121.5 56.4 1.5 

Value lost due to electrical 

outages (% of sales) 

2.5 3.6 4.2 5.6 5.7 2.3 

♦ Infrastructure services in emerging markets are well below OECD service levels
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Note: EAP = East Asia and the Pacific; LAC = Latin America and the Caribbean; MNA = Middle East and North Africa; SAR = South Asia Region; SSA = Sub-Saharan 
Africa; OECD = Organisation for Economic Co-operation and Development

outages (% of sales) 

Number of water supply 

failures (days) 

3.5 14.5 41.7 12.0 37.2 0.3 

Delay in obtaining a 

mainline telephone 

connection (days) 

15.8 45.1 49.9 66.3 58.4 9.0 

Source: World Bank ICA database, 2008 

 



Emerging markets – infrastructure indicators

♦ Per capita energy consumption in emerging markets is a fraction of developed countries average

Energy Consumption 

High 
income
countries

1990 2001

Middle

Water and Sanitation 

99%

99%
High 
income 
countries

Water sources Sanitation
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Source: International Energy Agency (IEA), 2003 Source: Estache and Goicoechea. A “Research” Database on Infrastructure 
Economic Performance, World Bank Policy Research 
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Past performance is not an indication of future performance.



Contact Information

Paul Moy

CIO, Infrastructure Asset Management

UBS Global Asset Management

Tel: +44 20790 15894
Mobile: +44 79205 77469
Email: paul.moy@ubs.com

Fekko Ebbens, CFA

Institutional Asset Management Benelux

UBS Global Asset Management

Tel: +31 205510151
Mobile: +31 621814191
Email: fekko.ebbens@ubs.com
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www.ubs.com



Disclaimer 

©  UBS 2009. The Key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
The opinions expressed in this presentation and the accompanying documents (together referred to as “the presentation”) are those of UBS Global Asset Management, a 
business group of UBS AG (“UBS”) and are subject to change.
All information contained in the presentation is given in good faith and is obtained or derived from sources believed to be reliable. However, it should not be considered a 
comprehensive statement on any matter nor relied on as such. No company in the UBS group or any of their related entities, employees, directors or officers makes any 
representation or gives any warranty of reliability, accuracy or completeness, express or implied, or accepts any responsibility arising in any way including by reason of 
negligence for errors or omissions.
The presentation is not an offer or recommendation to acquire an interest in any particular fund or financial product in any place in which, or to any person to whom, it 
would not be lawful to make such an offer or recommendation. Any reference in the presentation to a particular fund or financial product is only intended to illustrate UBS’s 
investment capability or historical performance. No action has been taken to register or qualify a fund or to otherwise permit a public offering of interests in a fund. 
The presentation provides general information only. It has been prepared without taking into account any particular person’s objectives, financial situation or needs and 
should not be relied on to make an investment decision. Before acting on this information you should consider its appropriateness, having regard to your objectives, 
financial situation and needs.
The presentation has been prepared and is provided solely for general guidance. The presentation contains confidential information and must not be reproduced or copies 
circulated without UBS’s permission. Distribution of the presentation, including an electronic copy, may be restricted by law. Anyone who comes into possession of it 
should obtain advice on and observe any such restrictions. Failing to comply with such restrictions may violate applicable laws.
The UBS Global Infrastructure and Utilities index is the exclusive property of UBS, which has contracted with Standard & Poor’s (“S&P”) to maintain and calculate the 
Index. S&P shall have no liability for any errors or omissions in calculating the index.
An investment in any UBS fund or financial product does not represent deposits or other liabilities of UBS AG or other member companies of the UBS group, including 
UBS Global Asset Management (Australia) Limited. Any investment is subject to investment risk, including possible delays in repayment and loss of income ad capital 
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UBS Global Asset Management (Australia) Limited. Any investment is subject to investment risk, including possible delays in repayment and loss of income ad capital 
invested. The repayment of capital or income is not guaranteed.
Any forecasts or projections contained in the presentation are opinions only. Although every effort has been taken to ensure that the assumptions on which forecasts or 
projections are based are reasonable, they can be affected by incorrect assumptions or by known or unknown risks and uncertainties. The outcomes ultimately achieved 
may differ substantially from the forecasts or projections. Past performance is not a reliable indicator of future performance.
The taxation position described in the presentation is a general statement and should only be used as a guide. It does not constitute tax advice and is based on UBS’s 
understanding of current tax laws and their interpretation. Your individual situation may differ and you should seek independent professional tax advice on any taxation 
matters. 
Except where contrary to law, UBS intends this notice to exclude liability for the presentation. The presentation is not intended to, nor does it, constitute an offer, 
solicitation or commitment by UBS to enter into any contractual or other binding legal relationship.



Additional Disclaimer

©  UBS 2009. The Key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
Issued in the UK by UBS Global Asset Management (UK) Ltd. UBS Global Asset Management (UK) Ltd is a subsidiary of UBS AG.
Authorised and regulated by the Financial Services Authority: UBS Global Asset Management (UK) Ltd, UBS Global Asset Management Funds Ltd, UBS Global Asset 
Management Life Ltd. 
Telephone calls in the UK may be recorded
This document is for Professional Clients only. It is not to be distributed to or relied upon by Retail Clients under any circumstances.
This document is a marketing communication. Any market or investment views expressed are not intended to be investment research. The document has not been 
prepared in line with the FSA requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the 
dissemination of investment research.
This material supports the presentation(s) given. It is not intended to be read in isolation and may not provide a full explanation of all the topics that were presented and 
discussed. Care has been taken to ensure the accuracy of the content, but no responsibility is accepted for any errors or omissions. 
The information contained in this document should not be considered a recommendation to purchase or sell any particular security and the opinions expressed are those 
of UBS Global Asset Management and are subject to change without notice. Furthermore, there can be no assurance that any trends described in this document will 
continue or that forecasts will occur because economic and market conditions change frequently.
Any forecasts or projections contained in the presentation are opinions only. Although every effort has been taken to ensure that the assumptions on which forecasts or 
projections are based are reasonable, they can be affected by incorrect assumptions or by known or unknown risks and uncertainties. The outcomes ultimately achieved 
may differ substantially from the forecasts or projections. The opinions expressed in this presentation and the accompanying documents (together referred to as “the 
presentation”) are those of UBS Global Asset Management (UK) Ltd  and are subject to change.
Any reference in the presentation to a particular fund or financial product is only intended to illustrate UBS’s investment capability or historical performance. No action has 
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Any reference in the presentation to a particular fund or financial product is only intended to illustrate UBS’s investment capability or historical performance. No action has 
been taken to register or qualify a fund or to otherwise permit a public offering of interests in a fund.. The presentation provides general information only. It has been 
prepared without taking into account any particular person’s objectives, financial situation or needs and should not be relied on to make an investment decision. Before 
acting on this information you should consider its appropriateness, having regard to your objectives, financial situation and needs.
The presentation has been prepared and is provided solely for general guidance. An investment in any UBS fund or financial product does not represent deposits or other 
liabilities of UBS AG or other member companies of the UBS group, including UBS Global Asset Management (Australia) Limited. Any investment is subject to investment 
risk, including possible delays in repayment and loss of income ad capital invested. The repayment of capital or income is not guaranteed. 
The recipient agrees that this information shall remain strictly confidential where it relates to the Investment Manager's business. The prior consent of UBS Global Asset 
Management (UK) Ltd should be obtained prior to the disclosure of commercially sensitive information to a third party (excluding the professional advisors of the 
recipient). 
Information reasonably deemed to be commercially sensitive and obtained from UBS Global Asset Management (UK) Ltd should not be disclosed. This information is 
supplied with a reasonable expectation that it will not be made public. If you receive a request under the Freedom of Information Act 2000 for information obtained from 
UBS Global Asset Management (UK) Ltd we ask that you consult with us. We also request that any information obtained from UBS Global Asset Management (UK) Ltd in 
your possession is destroyed as soon as it is no longer required.
Please note that past performance is not a guide to the future. The value of investments and the income from them may go down as well as up, and investors may not get 
back the original amount invested.
The taxation position described in the presentation is a general statement and should only be used as a guide. It does not constitute tax advice and is based on UBS’s 
understanding of current tax laws and their interpretation. Your individual situation may differ and you should seek independent professional tax advice on any taxation 
matters. 
Except where contrary to law, UBS intends this notice to exclude liability for the presentation. The presentation is not intended to, nor does it, constitute an offer, 
solicitation or commitment by UBS to enter into any contractual or other binding legal relationship.


