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Important information and disclaimer
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other Macquarie divisions or groups, including Macquarie Research. This market commentary has not been prepared to comply with requirements designed to promote the independence of investment 
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bodies or agencies, however this market commentary is neither endorsed or certified by any such bodies or agencies.

This market commentary does not constitute legal, tax accounting or investment advice. Recipients should independently evaluate any specific investment in consultation with their legal, tax, 
accounting, and investment advisors. Past performance is not indicative of future results. This market commentary may include forward-looking statements, forecasts, estimates, projections, opinions 
and investment theses, which may be identified by the use of terminology such as “anticipate”, “believe”, “estimate”, “expect”, “intend”, “may”, “can”, “plan”, “will”, “would”, “should”, “seek”, “project”, 
“continue”, “target” and similar expressions. No representation is made or will be made that any forward-looking statements will be achieved or will prove to be correct or that any assumptions on which 
such statements may be based are reasonable. A number of factors could cause actual future results and operations to vary materially and adversely from the forward-looking statements. Qualitative 
statements regarding political, regulatory, market and economic environments and opportunities are based on the authors opinion, belief and judgment.
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Core infrastructure: Its inflation hedge characteristics and the search for yield
Introduction

Core infrastructure has been growing in 
popularity in recent years. New funds 
focused on this end of the infrastructure1 
risk-return spectrum have been coming 
to market and assets under management 
(AUM) have increased rapidly since 2017. 
But we may be in only the early stages of 
what could be a long-term trend. 

As we argue in this paper, core infrastructure is 
a play on real (ie inflation-adjusted) interest rates 
remaining low. If they remain low because nominal 
interest rates remain low, core infrastructure 
strategies may see additional inflows as yield-hungry 
investors and those with long-dated liabilities (such 
as life insurers and pension funds) continue to push 
out the risk spectrum in search of yield and returns 
adequate to meet their future commitments. If, 
on the other hand, real interest rates remain low 
because of rising inflation, core infrastructure’s good 
inflation hedge and relatively reliable real return are 
likely to attract growing interest from investors.

The evidence for infrastructure’s inflation hedge 
characteristics is strong. Historical data show that 
infrastructure has performed better than listed 
equities and bonds when inflation is high, when it 
is rising, and when it surprises on the upside. Core 
infrastructure appears to offer an even more reliable 
inflation hedge.

From a demand and operational perspective, the 
COVID-19 crisis has changed the landscape for 
many sectors and infrastructure is no exception. 
But interestingly, for many core infrastructure 
sectors it may have created an attractive entry point 
for investors. Parts of the transport sector, such 
as airports, have been hit hard by the crisis and 
volumes are currently a fraction of pre-crisis levels. 
But air travel has robust long-run demand drivers, 
and with vaccines now being rolled out at pace, we 
may be close to an inflection point for this sector. 

Port volumes have performed strongly through the 
COVID-19 crisis relative to what was expected as 
the crisis broke. With gross domestic product (GDP) 
growth across the developed world (DW) expected 
to be robust over the rest of 2021, even if the driver 
of that growth is shifting more to the services sector, 
growth in port volumes is likely to remain healthy for 
the rest of this year and into 2022. There has also 
been a surge in the use of digital services during 
COVID-19 and this has reinforced to everyone – 
households, corporates and governments – the 
essential nature of digital infrastructure.

This paper is broken into two sections. In the first 
we examine the channels through which low real 
interest rates are supportive of core infrastructure. 
We provide data showing that investors have 
indeed been shifting out the risk spectrum in recent 
years and we analyse infrastructure’s relative return 
under different inflation conditions. In the second 
section we show how the COVID-19 crisis has 
impacted the different individual core infrastructure 
sectors. We also discuss how each sector might 
evolve from here against the backdrop of a global 
economy that is expected to grow very strongly 
over the remainder of 2021.

1. Throughout the note when we mention infrastructure we are referring to unlisted infrastructure.
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Infrastructure’s share of global AUM has increased in recent years. Between 2017 
and 2019 infrastructure AUM increased 40% from $US451 billion to $US632.5 billion 
(Figure 1), while total global AUM increased 12% (Figure 2). Extending back further 
reveals smaller, but still large, differences in AUM growth2. One of the interesting 
developments within infrastructure has been the growing popularity of core strategies. 
Between 2017 and 2019 core infrastructure AUM grew at an annualised rate of 19.4%, 
compared with 16.0% for infrastructure as a whole (Figure 1). It has been the fastest 
growing equity risk bucket within infrastructure.

What has driven this remarkably strong growth in infrastructure AUM? The relatively nascent nature of 
the asset class and global investors’ small allocation to it at the start of the period have no doubt both 
contributed3. Its robust risk-adjusted return performance has also likely helped4. But low long-term interest 
rates, and the portfolio rebalancing effect this has induced, also appear to have played an 
important role.

>

Core infrastructure: Its inflation hedge characteristics and the search for yield
Core infrastructure: A play on real interest rates

Figure 1 
Infrastructure’s AUM has grown at 16.7% since 2014… 

Figure 2 
…while total global AUM has been growing at about 
7% per year

2. Since 2014 for example global AUM has been growing at 7%, while infrastructure AUM at 16.7%. 3. Based on the Boston Consulting Group and Preqin 
data presented, global investors’ allocation to infrastructure was 0.5% in 2014, rising to 0.7% in 2019. 4. We discuss this in detail in our note ‘Pathways: 
Infrastructure and the stages of the economic cycle’ published in December 2018 and we would direct investors to that paper for more information.

Source: https://image-src.bcg.com/Images/BCG-Global-Asset-Management-2020-May-2020-r_tcm9-247209.pdf; Preqin (March 2021).

https://image-src.bcg.com/Images/BCG-Global-Asset-Management-2020-May-2020-r_tcm9-247209.pdf
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Figure 3 
Real interest rates have fallen to extremely low levels 

Source: Macrobond (May 2021)

Core infrastructure: Its inflation hedge characteristics and the search for yield
Core infrastructure: A play on real interest rates

That this acceleration in fund flows into core 
infrastructure has coincided with real (ie inflation-
adjusted) risk-free rates turning negative is not 
a coincidence, in our view. In many respects 
core infrastructure is a play on real interest rates 
remaining low. Low nominal interest rates can 
induce investors to push out the risk spectrum 
in search of yield, reducing allocations to fixed 
income securities and replacing them with higher 

In this section of the paper we examine each of these dynamics in turn. We first show that the very low 
nominal interest rates of recent years have indeed pushed investors to take on more risk in search of higher 
yields and better returns. This applies to both fixed income investors and long-term investors with a broader 
investment mandate, such as pension funds. We then examine the inflation risk issue. We present the 
evidence on why infrastructure is a good inflation hedge and look back to the last period of genuinely high 
inflation in the DW – the 1970s – to see what general lessons we can take from that period about return 
drivers and relative performance dynamics in a high inflation environment.

yielding defensive equity assets such as core 
infrastructure. On the other hand, if it is rising 
inflation that keeps real interest rates low, assets 
such as core infrastructure, with their relatively 
good inflation hedge, are likely to perform well 
relative to many other asset classes, if history is a 
guide. This may cause fund flows into the asset 
class to accelerate, something that could reinforce 
its relative return performance.
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Low nominal interest rates, the push out 
the risk spectrum and core infrastructure 

Long-term risk-free rates have been falling for 
decades, driven by globalisation and technological 
advancement5. From a structural perspective the 
decline over the last 35 years has been consistent, 
but in recent years yields on government bonds 
have fallen to extremely low levels – since end-
2017 10-year government bonds in the US, UK 
and Germany have averaged only 0.89%, whereas 

5. See ‘Pathways: The New Normal is not new’ July 2016 for a detailed exposition of the forces at play. 6. This is taking a simple arithmetic average of daily 
10-year yields for the three countries. 

Figure 4 
G3 10-year bond yields have averaged 0.89% in the last 
three years…

Figure 5 
…and more than 20% of global debt has a negative yield

Source: Macrobond (May 2021), Bloomberg Finance LP (April 2021)

from 2000 to 2017 inclusive they averaged 3.38%6 
(Figure 4). Globally, there has also been remarkable 
growth in the total amount of bonds with a negative 
yield. As of April 2021, a total of $US13.5 trillion 
of bonds were offering investors less than their 
principal back, representing an incredible 20.4% of 
the global bond market (Figure 5). 

Core infrastructure: Its inflation hedge characteristics and the search for yield
Core infrastructure: A play on real interest rates
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Such low ex ante returns on such a large proportion 
of listed debt securities can have the effect of 
pushing investors out the risk spectrum. Indeed this 
is an intended consequence of monetary policy. 
The portfolio reallocation channel (as it is known) 
works on the idea that as ex ante returns on risk-
free or low risk assets fall, yield-hungry investors will 
push out the risk spectrum, bidding up the prices 
of riskier securities and thereby easing financial 
conditions more broadly7. 

But has this actually been happening? Have 
investors been taking on more risk in search of 
additional yield? The first place to look for signs 
of such a shift would be among fixed income 
investors, given they are likely to feel the first-round 
effects of any fall in yields most intensely.

Among this group, two things seem to have been 
happening. First, fixed income investors have been 
increasing duration in a bid for higher yields (Figure 
6). The percentage increase in duration has been 
greater for high yield funds8, but it has also been 
occurring for general fixed income funds as well. 
Second, investors have been taking on more credit 
risk in a bid to increase yields – fixed income funds 
have increased their allocation to B-rated and 
unrated bonds from 4.2% of their portfolio to 12.0% 
and high yield funds have increased it from 17.2% 
to 31.2% (Figure 7).

7. This channel relies on the assumption that different asset classes are imperfect substitutes. 8. This could suggest that these investors are more yield focused 
than fixed income investors generally.

Figure 6 
Bond funds have been increasing duration…

Figure 7 
…and taking on more credit risk

Source: IMF Financial Stability Report (October 2019)
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Moreover, the evidence of a portfolio rebalancing 
effect is not just limited to fixed income investors. 
The downtrend in yields has increased pressure on 
asset managers with long-dated liabilities, such as 
life insurers and defined benefit pension funds, to 
push out the risk spectrum. In the US many of the 
state and local pension plans are now significantly 
underfunded. As Dean Stewart from our debt team 
has written about recently, this applies to both 
private and public pension funds in the US, with the 
situation materially worse for the public funds9.

Core infrastructure: Its inflation hedge characteristics and the search for yield
Core infrastructure: A play on real interest rates

This need for better returns to satisfy the actuaries 
is driving many large pension funds out the risk 
curve. Interestingly, alternatives seem to be the 
destination of choice for many of these funds 
– since the global financial crisis (GFC) in 2009 
large pension funds have more than doubled their 
allocation to alternative assets from 8.9% to 22.5% 
(Figure 8). The robust flows into core infrastructure 
strategies in recent years is no doubt one part of 
this story.

9. For more details on these issues and the extent of the underfunding please see Dean’s note here.

Figure 8 
Large pension funds have been increasing their allocation to alternatives

Source: IMF Financial Stability Report (October 2019)

It’s important to remember that these are slow burn forces – long-term investors shift asset allocations 
only gradually. The longer a given set of macroeconomic conditions remains in place, the more fully these 
investors will have changed their allocations to reflect it. What this means for the future is that if interest rates 
remain low, the push out the risk spectrum to higher yielding assets and alternatives from these investors 
could continue, with positive implications for infrastructure and for core infrastructure in particular.

https://mim.fgsfulfillment.com/download.aspx?sku=BRCH-PATE
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10. https://www.federalreserve.gov/newsevents/pressreleases/monetary20200916a.htm. 11. We refer investors to ‘Pathways: Inflation risk and infrastructure as 
an inflation hedge’, November 2020.

Low real interest rates 
driven by higher inflation

A macroeconomic risk that many investors are 
worried about at the moment is the possibility 
of higher inflation. While a surge in inflation may 
see nominal interest rates rise, it could keep real 
interest rates low if central banks maintain their 
dovish approach to monetary policy and leave 
policy rates relatively low well into the economic 
recovery. So keen has the US Federal Reserve been 
to communicate to the market that this will be its 
approach, it has formalised it through the move to 
average inflation targeting10.

Low real interest rates due to rising inflation are 
likely to be positive for core infrastructure given the 
asset class’s good inflation hedge properties. The 
nexus between inflation and returns for infrastructure 
is generally tighter than it is for listed equities or 
bonds (more on this below) something that should, 
if recent history is a guide, hold the asset class in 

good stead from a relative return perspective, and 
could see it attract additional investor interest as a 
result. The experience of the 1970s suggests core 
infrastructure’s relatively high yield could also be 
positive for returns should high inflation return.

Inflation – risks are rising

We have written extensively11 about our views on 
inflation risks, so we won’t reiterate our arguments 
in detail here other than to say that going forward 
we see the external environment for most 
economies as being less disinflationary than it has 
been for decades, and we believe the domestic 
political economy dynamic in much of the DW 
has changed to one that is more tolerant of higher 
inflation. None of that guarantees inflation, but it 
does make the risk of it greater than it has been for 
many years, even decades.

Figure 9 
Inflation expectations on the rise

Figure 10 
Money supply growth has exploded

Source: Macrobond (May 2021)

https://www.federalreserve.gov/newsevents/pressreleases/monetary20200916a.htm
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Inflation is a slow-moving variable that can take 
years to come about, but the news flow since we 
wrote that note on inflation in November 2020 
suggests to us that markets are still underestimating 
the risks. Geopolitical tensions continue to escalate 
(slowing globalisation and reducing its disinflationary 
impact), consumer demand looks set to return 
strongly in 2H21, market-based measures of 
inflation expectations have risen (Figure 9), growth in 
broad measures of money supply have accelerated 
further (Figure 10), fiscal challenges remain acute, 
and wage demands are ratcheting up.

Infrastructure as an inflation hedge

In that paper on inflation and infrastructure 
published late last year (see ‘Pathways: Inflation risk 
and infrastructure as an inflation hedge’, November 

Core infrastructure: Its inflation hedge characteristics and the search for yield
Core infrastructure: A play on real interest rates

2020) we analysed the issue of infrastructure’s 
relative performance in periods of elevated inflation 
in detail. We compared unlisted infrastructure’s 
return when inflation is above average with its return 
when inflation is below average, and we examined 
infrastructure’s relative return against listed equities 
and bonds when inflation is high, when it is rising, 
and when it surprises on the upside. The results 
uniformly show unlisted infrastructure being a good 
hedge against higher inflation.

Figures 11 and 12 below are two updated charts 
from that report and show, respectively, unlisted 
infrastructure’s relative return against listed equities 
and bonds when inflation is above a given threshold 
(Figure 11) and the absolute returns for each asset 
class when inflation surprises on the upside 
(Figure 12)12.

Figure 11 
Infrastructure’s relative performance at different 
inflation levels

Figure 12 
Infrastructure’s performance when inflation surprises 
on the upside

Source: Cambridge Associates, Bloomberg Finance LP, Macrobond, IMF (April 2021)

>

12. For infrastructure we use the Cambridge Associates Infrastructure Index, for equities MSCI World Index and for bonds the Bloomberg Barclays Global 
Aggregate Index. Inflation is a GDP-weighted average of YoY headline inflation in the US, Euro area and UK. Time period is 1Q 2004 to 3Q 2020 inclusive.
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What Figure 11 makes clear is that infrastructure 
performs better than both equities and bonds 
when inflation is above 1.8% YoY, 2.1% YoY and 
2.4% YoY. The relative performance also tends to 
get stronger as the inflation threshold rises. Figure 
12 shows that infrastructure also tends to perform 
better than equities and bonds when inflation 
surprises on the upside.

Intuitively, it would be reasonable to expect that 
core infrastructure has an even stronger inflation 
hedge component to its returns than infrastructure 
in general – core infrastructure has a greater 
concentration of utilities, which are usually the 
assets with the more direct link between returns 
and inflation13, something which often comes 
courtesy of regulation14.

Testing this idea runs into data constraints, 
however. We know of no unlisted core infrastructure 
benchmark with a workable sample size. One option, 
then, is to use listed infrastructure benchmarks as a 
proxy and compare the performance of a given listed 
infrastructure benchmark with its core counterpart 
under different inflation conditions. Adopting 
this approach, we take the MSCI World Core 
Infrastructure Index and compare it with the MSCI 
World Infrastructure Index.

In Figure 13 below we show absolute (annualised) 
returns for both indices when inflation is above 
average (1.8% YoY), when it is above 2.4% YoY, 
when it is rising, and when it surprises on the upside. 
In each instance the core infrastructure series 
performs better than the main infrastructure series.

13. All kinds of infrastructure assets have inflation-linked revenues and/or returns – including airports, ports, mid-stream and towers – it is just that the link 
tends to be tighter and more prevalent in utilities and at the lower risk end of the infrastructure spectrum generally. 14. This is generally true but does vary 
somewhat by geography. Some utilities regulation offers investors a direct real return on their capital, while for others allowed price increases are directly tied to 
inflation outcomes.

Figure 13 
Core infrastructure compared to general infrastructure as an inflation hedge

Source: Bloomberg Finance LP, Macrobond, IMF (April 2021)

>

Core infrastructure: Its inflation hedge characteristics and the search for yield
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The other way to test core infrastructure’s relationship with inflation is to regress returns against inflation and 
GDP growth and compare the coefficients and t-stats for inflation across the different benchmarks. This we 
do in Table 14, with the benchmarks ranked by the size of the inflation coefficient.

Inflation 
coefficient

Inflation 
t-stat

GDP 
coefficient

GDP 
t-stat

Unlisted infrastructure 4.02 7.03 1.81 4.05

MSCI World Core Infrastructure 3.54 3.99 2.86 4.12

MSCI World 2.23 2.13 2.53 3.09

Bloomberg Barclays Global Aggregate 2.19 6.74 -0.47 -1.85

MSCI World Infrastructure 1.82 2.12 2.55 3.81

Table 14 
Core infrastructure regression analysis

Source: Cambridge Associates, Bloomberg Finance LP, Macrobond, IMF (April 2021)

The table confirms statistically what Figure 13 shows graphically – inflation is a more important driver of 
returns for the MSCI World Core Infrastructure Index than it is for the MSCI World Infrastructure Index. 
Indeed inflation is a more significant driver of returns for the core infrastructure index than it is for all other 
benchmarks considered except for unlisted infrastructure.

>
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15. A notable feature of the graph is that the premium is very high in the period immediately following World War II and during the 1950s. Europe’s capital 
account was closed for much of this period and currencies did not become convertible until 1959. It could be argued that this limitation on capital flows makes 
this period exceptional and so should be excluded from the analysis. Exceptions and exclusions are dangerous territory though, because with a little bit of 
historical knowledge you can find plausible reasons for exceptions for many periods in economic history.

Lessons from the 1970s: 
Lower absolute returns and yield is key

While the evidence presented above points strongly 
to infrastructure being a good inflation hedge, the 
time period over which the analysis was done 
doesn’t include a period of genuinely high inflation. 
For this we have to go back to the 1970s, as this is 
really the only time in the post-World War II period 
when there was sustained, rapid increases in the 
price level in the DW. In this section we analyse what 
happened to US asset prices in this period, to see 
what can be learned from that experience about 
investing in a high inflation environment.

There are differing views among economists about 
when exactly the Great Inflation of the 1970s started. 
This debate is beyond the scope of this note, but 
we take the period of 1973 to 1982 (inclusive) as the 
period of high inflation – in 1973 inflation rose above 
6% for the first time and did not sustainably fall below 
it until 1983. There is little doubt, in our view, that 
the factors that drove inflation higher, and the move 
itself towards high inflation, began in the mid to late 
1960s with the decline in productivity and increased 
fiscal spending on the Vietnam war and Lyndon 
Johnson’s Great Society programme. But it was only 
in 1973 that inflation reached, and then stayed at, 
problematically high levels so this is the period we 
use for our analysis.

Three important conclusions emerge from the analysis:

1. Returns are lower. In the period of high inflation, 
listed equities delivered an average total return 
of 6.2%, compared with 13.0% in the non-
inflation period (Figure 15) and bonds delivered an 
average total return of 4.5% compared with 5.0% 
in the non-inflation period (Figure 16).

2. Yield accounts for a greater share of total 
return. For equities, in the high inflation period the 
dividend yield accounted for 74.5% of the total 
return, whereas in the non-inflation period it was 
only 25.1% (Figure 15). For bonds the difference 
is even more striking – in the inflationary period 
the yield averaged 9.4% and price effects were 
negative (Figure 16), while in normal times the 
yield and total return both averaged 5.0% (ie price 
effects were neutral).

3. Multiples are lower, with this effect 
overwhelmingly due to a higher risk-free rate. 
During the high inflation period the S&P 500® 
Index traded on an average price-to-earnings 
ratio (9.6x) that was roughly half what it traded 
on for the rest of the post-World War I period 
(19.0x). This was mostly due to the higher risk-
free rate – the 10-year US Treasury yield averaged 
9.4% in the high inflation period compared with 
5.0% in the non-inflation period – with the equity 
risk premium slightly higher at worst. During the 
period of high inflation the difference between the 
earnings yield on the S&P 500 Index and the 10-
year bond yield averaged 1.6 percentage points, 
exactly the same as its average outside the high 
inflation period (Figure 18), suggesting the equity 
risk premium (ERP) was not materially different 
from normal during the 1970s. If the 1950s are 
excluded from the analysis15 the non-inflation 
period average drops to 0.5%, which suggests 
the ERP was a little higher than usual during the 
period of high inflation. But whether the 1950s 
are included or not, the bulk of the change in the 
discount rate is accounted for by the rise in the 
risk-free rate rather than the ERP.

>
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Figure 15 
S&P 500 Index total return breakdown: 
High inflation versus normal times

Figure 17 
The price-to-earnings multiple collapsed 
in the high inflation period

Figure 16 
Bonds total return breakdown: 
High inflation versus normal times

Figure 18 
Earnings yield minus bond yield

Source: Macrobond (April 2021), Bureau of Economic Analysis (April 2021)

Source: Macrobond (April 2021), Bureau of Economic Analysis (April 2021)
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Core infrastructure, like infrastructure 
generally, is defined by its traits rather 
than by sector nomenclature or type 
of business.

It is infrastructure at the lower end of the 
risk-return spectrum and typically has several 
of the following traits:

• provides a critical service or function

• has large capex requirements and operates in an 
environment of limited competition – often as a 
monopoly, duopoly or oligopoly

• has a stable long-term revenue stream, often 
contracted, with low demand risk

• often has regulatory driven returns or revenue, 
which in turn can be inflation protected

• offers a high yield.

>

Sectors that have traditionally had many of these 
traits include regulated utilities, such as electricity 
and gas distribution networks, district heating and 
renewables. But the list of infrastructure assets 
considered core has expanded in recent years as 
lower risk-free rates have pushed down ex ante 
returns on all assets, as infrastructure investors 
have become more experienced and more 
comfortable with certain risks, and as growth in 
areas such as digital infrastructure has expanded 
the range of assets available for investment.

Core infrastructure has a number of interesting 
performance characteristics as outlined in the 
previous section. But COVID-19 has also affected 
many of the individual core infrastructure sectors 
in important ways. In this section we discuss 
COVID-19’s impact on these sectors, and what the 
changes it has induced mean for the outlook.
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Figure 19 
RAB based regulatory frameworks

Source: MIRA (May 2021)

Utilities and renewables

The recent increase in macroeconomic volatility has highlighted just how defensive parts of the utilities 
sector can be. For some utilities, returns are determined by regulation with minimal or no volume exposure. 
A typical framework for the derivation of those returns is the regulated asset base (RAB) framework, the 
standard building blocks of which are shown in Figure 19 below. It is a framework that tends to produce a 
very stable return through time.

>
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Figure 20 
Electricity demand – US

Figure 21 
Electricity demand – Australia

Source: Bloomberg New Energy Finance (April 2021)

For those utilities with some volume exposure, the 
relative stability of demand for electricity and gas 
through this crisis has reinforced just how defensive 
this asset class is. Throughout the crisis there 
was a consistent trend across the world: Regions 
severely impacted by the virus saw a generally 
mild and temporary shortfall in electricity demand, 
while those that experienced anything less than a 
severe impact saw virtually no change in electricity 
demand16. The US is a good example of the former 
and Australia a good example of the latter.

At the peak of the crisis in April and May last year, 
US electricity demand was around 8-10% below 
normal levels. This decrease in demand was much 
less than the fall in GDP over the same period 
and it lasted only about six weeks before demand 
returned to normal levels (Figure 20). In Australia, a 
country much less affected by COVID-19, there was 
virtually no impact on demand (Figure 21).

16. In some areas pricing was affected, however, and the price falls helped to keep demand at or close to normal levels.
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Renewables is another sector known for steady 
returns, driven in part by government support. 
In some countries the buildout of renewables 
has recently started to reach the point where 
intermittency issues are having a bigger impact, 
meaning that renewables’ additional penetration 
of the energy mix could require continued or 
additional government support, whether in the 
form of further subsidies or support for new 
technologies – such as energy storage – that can 
help alleviate the intermittency challenges.

As COVID-19 broke, and the magnitude of the likely 
hit to economic activity and incomes became clear, 
there was speculation that government support for 
this sector could pause or even pull back. But in 
this case COVID-19 had the opposite effect, with 
many governments around the world doubling 
down on their commitment to green technology 
and the energy transition during the COVID-19 
recession. The different policies of individual 
countries are beyond the scope of this note, but 
at the global level 2020 saw the largest amount 
of investment in energy transition technologies to 
date and the dollar increase in investment was the 
largest since 2017 (Figure 22).

Figure 22 
Investment in energy transition technologies

Source: BNEF (May 2021)

>
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At the same time, the cost of renewables power continues to decline. For most countries around the world 
– of the large economies Japan is perhaps the main exception – wind and particularly solar power are now 
cheaper than fossil-fuel based power such as coal or gas (Figure 23). This is a key difference compared with 
2008-2009.

Figure 23 
Levelised cost of energy by technology

Source: BNEF (May 2021)
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Digital infrastructure

Digital infrastructure is a sector that has been 
growing rapidly for a number of years now as 
our use of, and reliance on, communications 
infrastructure and data services has intensified. 
This can be seen in a broad range of statistics, 
from the percentage of households that have a 
broadband connection at home to the growth 
in mobile data downloads and wireless industry 
capex spend in the US.

Even in developed countries such as Germany, 
access to broadband services has increased 
sharply over the last 15 years – in 2005 23.2% of 
German households had broadband access at 
home whereas by 2020 that number had risen more 
than four-fold to 94.8% (Figure 24). The increase in 
less developed countries – such as Brazil and the 
Czech Republic – has been even steeper. Use of 
data is also increasing extremely rapidly – in the US 
mobile data downloads have grown at a compound 
annual rate of 66% since 2010 and the capex of the 
wireless industry has grown from $US310 billion to 
$US571 billion over the same period (Figure 25).

Figure 24 
Households with broadband access at home

Figure 25 
Mobile data and wireless capex – US

Source: www.ctia.org/news/report-2020-annual-survey-highlights; https://stats.oecd.org/
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Industry projections point to further rapid growth 
in the period ahead17, with data usage likely to be 
supported by a number of evolving technologies 
such as artificial intelligence and machine learning, 
autonomous vehicles, and the internet of things, all 
of which use huge amounts of data.

With many people working, playing and learning 
from home much more intensely than they did pre-
crisis, COVID-19 has both accelerated growth in 
the sector and reinforced – to both households and 
businesses – how reliant we are on this infrastructure 
and just how crucial it is to our everyday lives. This 
can be seen in Figure 26, which shows the increase 
in usage in the US for a range of digital infrastructure 
channels compared with pre-COVID-19 levels.

Many people will return to the office as vaccination 
and immunity levels rise and the prevalence of 
COVID-19 declines. But the success of this large 
scale working-from-home experiment from a 
corporate point of view, and the clear desire on the 
part of some employees to work from home more 
post-crisis, means working-from-home is likely to 
be more prevalent in the years ahead than it was 
pre-crisis. Specifically, we expect that working-
from-home is likely to increase from an average of 
around 0.5 days per week pre-crisis to 1.5 days per 
week post-crisis18.

17. See the Cisco Annual Internet Report (https://www.cisco.com/c/en/us/solutions/collateral/executive-perspectives/annual-internet-report/white-
paper-c11-741490.html). 18. For more details on this and its impact on office demand please see our recent note ‘Pathways: Working from home and its impact 
on office demand, March 2020’.

Figure 26 
US digital infrastructure usage versus pre-COVID-19 levels (US)

Source: https://www.verizon.com/about/news/verizon-study-reveals-lifestyle-changes
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Transport

Transport is a huge sector that comprises a range 
of sub-sectors, but the largest are airports, roads 
and ports. It is also a sector that has been heavily 
affected by COVID-19, although the impact varies 
markedly by sub-sector.

Air travel fell sharply when COVID-19 broke and has 
struggled to recover since (Figure 27). Domestic 

travel has rebounded more than international travel, 
but still remains well below pre-crisis levels. This 
effect is clearest in countries that are geographically 
large such as the US, China and Australia. In the 
US, for example, domestic air travel has now 
recovered to 35% of pre-COVID-19 levels while 
international air travel is back to only 20% of pre-
COVID-19 volumes (Figure 28).

Figure 27 
Air travel volumes globally

Figure 28 
Domestic travel has rebounded more strongly 
than international travel

Source: Macrobond, April 2021
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Air travel has healthy long-run demand drivers, however. The propensity to travel by air rises with income, 
an effect that can be seen both across countries where the average number of trips per person taken each 
year is positively correlated with GDP per capita (Figure 29) and within countries where the propensity to fly 
increases with income level (Figure 30).

Figure 29 
Propensity to travel and GDP per capita by country

Figure 30 
UK propensity to travel by income group

Source: https://gmf.airbus.com/; https://www.statista.com/statistics/708561/air-travel-frequency-united-kingdom-uk-income/

>

There is growing academic evidence that the 
income elasticity of air travel exceeds one, meaning 
it tends to grow faster than income growth19. This 
applies to both domestic and international air travel, 
although the elasticity is higher for the latter than the 
former. In short, air travel is a marginal consumption 
item of choice for many people and it is reasonable 
to expect that once normality returns we will see 
a surge in activity to satiate pent-up demand, 
followed by a return to above GDP rates of growth.

Key to a return to normality is getting infection 
rates down and key to lowering infection rates is 
vaccination. Rates vary globally, but in much of the 
DW the percentage of people that have received at 
least one dose of the vaccine is rising rapidly and an 
opening of selected international travel routes may 
not be far away. The slower rollout in the emerging 
world means a return to complete normality from a 
global perspective will take longer, but with vaccine 
production increasing all the time the situation could 
be much improved by the end of this year.
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19. See https://www.deakin.edu.au/__data/assets/pdf_file/0007/408715/2014_6.pdf.

https://gmf.airbus.com
https://www.statista.com/statistics/708561/air-travel-frequency-united-kingdom-uk-income/
https://www.deakin.edu.au/__data/assets/pdf_file/0007/408715/2014_6.pdf
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The experience for ports has, interestingly, been 
very different from that for airports. Normally 
trade volumes are cyclical and so tend to fall by 
more than overall GDP in a recession. But in this 
downturn trade volumes initially fell only slightly, 
and far less than GDP, and then rebounded very 
robustly (Figures 31 and 32). The nature of the 
shock causing the downturn (a virus pandemic and 
the associated movement restrictions) explains a 

Figure 31 
US port volumes growing strongly

Figure 32 
China port volumes growing strongly

Source: Macrobond, April 2021

good part of the initial relative resilience, as this 
type of shock tends to affect services sector activity 
much more than goods sector activity, and the 
goods sector drives trade. The strong growth in 
trade once the initial softness passed can in turn 
be attributed to the large amount of fiscal stimulus 
and the increase in demand for vaccines and other 
medical goods and equipment that has provided a 
stimulus to manufacturing and trade globally.

With GDP growth across the DW predicted to be very strong this year (after some initial weakness in 1Q), 
trade growth is likely to remain healthy this calendar year even if current growth rates do slow somewhat. 
Looking further ahead, while rising geopolitical tensions could see some supply chain disruption, it is only in 
extreme geopolitical scenarios (such as those that prevailed in the 1930s) that trade grows slower than GDP 
for an extended period. While the period ahead may be more challenging than the last couple of decades, 
we don’t believe it will reach levels historically consistent with growth in trade volumes being weaker than 
GDP growth.
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In this paper we argue that low real 
interest rates are positive for core 
infrastructure as an asset class. In recent 
years real interest rates have been driven 
lower by the fall in nominal interest rates, 
which has in turn pushed many investors 
out the risk spectrum in search of the 
returns necessary to meet their long-
term liabilities. Alternatives in general, 
and core infrastructure in particular, have 
been beneficiaries of this dynamic.

Looking ahead, if nominal interest rates remain 
low, this tailwind could intensify given the average 
infrastructure holding of the average global investor 
is still small. If, on the other hand, inflation starts to 
gather momentum, core infrastructure is likely to 
benefit from a relative performance and fund flow 
perspective due to its inbuilt hedge against higher 
inflation. The unlisted infrastructure benchmark 
that we use to analyse performance only goes 
back to 2004, but the data robustly suggest that 
infrastructure is likely to perform relatively well in 
a high inflation environment. Core infrastructure 
appears to offer an even better inflation hedge than 
infrastructure in general.

The experience of the 1970s (the last time the DW 
experienced lasting inflation) suggests that yield 
is an important driver of returns in a high inflation 
environment. It also suggests that assets where 
a disproportionate amount of the value lies in the 
early years (slower growing assets) are likely to 
perform better than those where most of the value 
lies further into the future (high growth assets). Core 
infrastructure assets tend to be relatively high yielding 
as well as defensive and slower growing than other 
assets. In other words, if the 1970s experience is a 
guide, the asset class appears well suited to weather 
an inflation storm.

Beyond real interest rate considerations, COVID-19 
has changed the demand and operational landscape 
for many sectors and infrastructure has not been 
immune to these changes. But for many core 
infrastructure sectors, COVID-19 may have created 
an interesting entry point for investors. Not only 
has the profound shock from COVID-19 – both to 
economies and to our sense of risk inherent in the 
world – reinforced the appeal of defensive asset 
classes such as utilities and renewables, it may also 
have created an inflection point for key sectors such 
as airports and digital infrastructure. Vaccines are 
likely to be a game changer for air travel and the 
vaccine rollout is now picking up pace rapidly. The 
combination of a return to normality and a large 
stockpile of pent-up demand is a powerful one. For 
the air travel sector, 2022 could look very different 
from 2020.

It would be an overstatement it to say that all 
investment roads lead to core infrastructure. But there 
is undoubtedly a confluence of tailwinds for the sector 
at present – low long-term interest rates, elevated 
inflation risk, growing investor interest and fund 
inflows, and interesting individual sector dynamics.
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