
The Infrastructure
Investment Landscape
This research paper aims to provide a high-level overview of Infrastructure investing to promote 
a general understanding of the investment theme. 



Background
Infrastructure is a crucial driver of economic growth and prosperity. The quality, access and 
affordability of Infrastructure, physical and digital, determines growth, equity and access  
to opportunities.

Traditional sources of financing for Infrastructure are government funding and bi-lateral and 
multi-lateral loans. However, most governments are subject to the fiscal constraints, including 
South Africa, limiting the amount of funding available from these sources and resulting in a 
funding gap. The ability to fund this gap can be genuinely transformative for a country through 
direct and indirect impacts. 

The indirect effect on trade and commerce through improved operating conditions results in 
compounding secondary and tertiary multiplier effects that include:

• Creating direct jobs;

• Improving the operating environment for enterprises, increasing employment further and 
increasing tax revenue;

• Lowering the cost of goods for citizens, effectively decreasing poverty; and

• Creating more stable and supportive environments for SMEs to flourish, with SMEs being 
the driver of significant GDP growth.

• Improving intercontinental connectivity to drive intercontinental trade. This connectivity 
further lowers the cost of goods and supports import substitution on the continent. 

The South African government plans to invest over ZAR 300bn in Infrastructure projects over 
the next few years, which will create thousands of jobs. The Organisation for Economic Co-
operation and Development (OECD), in its July 2020 survey estimates that South African GDP 
could increase by at least 1.5% by 2025, should the Infrastructure initiatives be successful. 

With such a strong economic case for investment into Infrastructure, an investment opportunity 
for the private sector exists. However, not all Infrastructure is suitable for investment by the 
private sector and targeted well-designed Infrastructure investment programmes, within a 
conducive regulatory environment, is needed to attract private investment. 
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(“RisCura”) and all its subsidiaries shall continue to vest in RisCura. The information contained in this document is provided ‘as is’ without warranty of any kind. The entire risk as to the result and performance of the information supplied in this 
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Scope
This research paper aims to provide a high-level overview of Infrastructure investing to promote 
a general understanding of the investment theme. Detailed discussions such as an evaluation of 
South Africa’s regulatory environment and what constitutes a bankable project or investment 
opportunity are complex and fall outside this document’s scope. This document will discuss:

• Definition of Infrastructure

• Risks and Rewards

• Infrastructure investment avenues

• Challenges faced by institutional investors when investing in Infrastructure

• Current international trends
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1. Definition of Infrastructure
1.1 The general meaning of Infrastructure 

The basic physical structures and systems (e.g. buildings, roads, power supplies, 
water supplies and communication networks) for the provision of utilities or 
services and constructed for public use or enjoyment.

1.2 Comparison to current definitions of Infrastructure in use
An alternative way of defining investment into Infrastructure is defining it as an asset class 
rather than an investment theme based on the underlying assets. An asset class is commonly 
defined as a group of investments that have similar risk/return characteristics and behave 
similarly in the marketplace. 

To define Infrastructure as an asset class, the type of investment is limited to assets that are 
similar enough to fit this definition.  The asset class is defined by the long-term predictability of 
the cash flows and the assets’ inflation-linked, real asset nature. This definition is often utilised 
to describe Infrastructure as such a large portion of the opportunity set for investment is in 
this space.  Below the asset class definition used by the CFA Institute is discussed.

CFA Institute definition of Infrastructure

In the investment context Infrastructure normally includes “economic infrastructure”, in 
particular:

• Transport (ports, airports, roads, bridges, tunnels, parking);

• Utilities (energy distribution networks, storage, power generation, water, sewage, waste);

• Communication (transmission, cable networks, towers, satellites); and

• Renewable energy.

As well as “social infrastructure”, such as:

• Schools and other education facilities;

• Healthcare facilities, senior homes; and

• Defence and judicial buildings, prisons and stadiums.  

1.3 Characteristics of Infrastructure
Investments in infrastructure assets that are already constructed are referred to as brownfield 
investments and investments in infrastructure assets that are to be constructed are referred to 
as greenfield investments. In general, investing in brownfield investments provides stable cash 
flows and relatively high yields, but offers a lower potential for growth. Investing in greenfield 
investments is subject to more uncertainty and may provide relatively lower yields, but offers 
greater growth potential.

Investment in Infrastructure can be made by constructing the assets and either selling or 
leasing them to the government or by directly operating the assets. Alternatively, investment 
in Infrastructure can be made by purchasing existing assets from the government to lease back 
to the government or operate directly.   

These arrangements are often structured as public-private partnerships (PPPs) which is a 
cooperative arrangement between two or more public or private sector participants, typically 
of a long-term nature. The government sets legislative and regulatory frameworks that govern 
these PPPs. 

Infrastructure can also be supplied to private parties without government 
involvement apart from allowing one private party to supply Infrastructure 
to another private party. Governments often monopolised the supply of 
Infrastructure and permission is needed to provide such as service, for example, 
the generation of electricity above a certain threshold in South Africa.   

According to the CFA Institute, Infrastructure has the following economic characteristics:

• High barriers of entry; 

• Economies of scale (high fixed, low variable costs);

• Inelastic demand for services (giving pricing power);

• Low operating cost and high target operating margins; and

• Long duration (concessions of 25 years, leases of 99 years).

Consequently, they characterise the value proposition of Infrastructure as an asset class is to 
capture attractive financial characteristics such as:

• Attractive returns;

• Low sensitivity to swing in the economy and markets;

• The low correlation of returns with other asset classes;

• Long-term, stable and predictable cash flows;

• Good inflation hedge;

• A natural fit with long-lasting, often inflation-linked pension liabilities;

• Low default rates; and

• Socially responsible investing.

The CFA Institute does, however, acknowledge that for almost all of the above economic 
and financial characteristics, there are investments in Infrastructure asset that violate these, 
but it is still useful to look at these characteristics as they apply to a large proportion of the 
opportunities. 
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Infrastructure

Social 
Infrastructure

Transport Education

Utilities Healthcare

Communication Defense & judicial

Renewable energy Stadiums
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2. Risks and rewards
2.1 Risks
Infrastructure as an asset class is exposed to some generic investment risk and some very 
specific risk associated with the investment theme. The OECD has classified risks associated 
with Infrastructure in three broad categories: Political risk; macroeconomic and business risk 
and technical risk .

Political and regulatory risks

These risks arise from governmental actions, including changes in policies or regulations that 
adversely impact infrastructure investments. Such actions may be broad in nature (like currency 
convertibility risk) or linked to specific industries or PPP contracts. In some cases, this risk may 
emerge from the behaviour of government contracting authorities. Political risks can be highly 
subjective, difficult to quantify, and therefore difficult to price into infrastructure finance.

Macroeconomic and business risks

These risks arise from the possibility that the industry and/or economic environment is subject 
to variation. These include macroeconomic variables such as inflation, real interest rates and 
exchange rate fluctuations. An asset’s exposure to the business cycle, i.e. shifts in demand is a 
principal business risk of the asset. Finance risks (such as debt maturity) are also a major part 
of business risk. 

Technical risks

These risks relate to the skill and expertise of the operators/contractors, managers and related 
to the features of the project, project complexity, construction, and technology. Key risks relate 
to the quality of the Infrastructure, delays and unplanned costs, which would adversely affect 
the project.

Risk category board

Risk Categories Development phase Construction phase Operation Phase Termination Phase

Political and regulatory

Environmental review Cancellation of permits Change in tariff regulation Contract duration

Rise in pre-construction costs (longer 

permitting process)
Contract renegotiation Decommission

Asset transfer

Macroeconomic and 
business

Technical

Source: OECD (2015)

Change in taxation

Social acceptance

Change in regulatory or legal environment

Enforceability of contracts, collateral, and security

Inflation

Real interest rates

Exchange rate fluctuation

Prefunding

Termination value different from expectedGovernance and management of the project

Default of counterparty

Refinancing risk

Liquidity

Volatility of demand/market risk

Financing availability

Currency convertibility
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2.2 Returns
It is not clear what returns have historically been earned by investors. The returns earned by 
Infrastructure also varies according to the risk profile. 

The risk profile will be influenced by the factors detailed above, most notably, the stage of 
development, location, the extent of market risk exposure and type of technology.   

To illustrate these different risk profiles, Credit Suisse produced the an illustrative risk and 
return profile chart.  
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Due to the lack of reliable, good quality benchmarks, investors have to date been using absolute 
benchmarks, as illustrated to the right, despite their frustration that it does not measure  
risk-adjusted returns accurately.
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3. Avenues for Investment in Infrastructure
3.1 Private Infrastructure Investment Funds
The funds managed by third-party managers could be either debt, equity or mixed funds. 
These funds require significant involvement with projects reaching bankability, deal structuring, 
monitoring and management of the investment. This type of fund is most prevalent in the 
market, as there is a limited secondary market in assets as well as limited listed instruments 
available. 

Below we discuss a few variations of this approach.

Deal-by-deal funds and Pledge funds

Private infrastructure investments funds can also take the form of pledge funds or deal-by-deal 
funds. In deal-by-deal funds, a dedicated vehicle is created to invest a single target opportunity 
(or single portfolio of target opportunities). 

The institutional investor could run their own pledge fund, with multiple 
managers participating in building this exposure over time.  

Unlike a traditional fund model, where investors commit capital to the fund on a blind-pool 
basis and have little say in target investments and the risk management of the composite 
position across all funds, investors considering an investment in a deal-by-deal fund have full 
transparency and control of the underlying investments that will be made by the fund. Investors 
can perform full diligence on investments proposed before deciding whether to commit (their 
optimal exposure) to the transaction proposed by the deal-by-deal fund. 

By contrast, in a pledge fund, investors make “soft commitments” to the pledge fund prior 
to its investments being identified. Unlike a traditional fund, investors are given the right to 
“opt-out” of (or “opt-in” to) each investment opportunity (at an appropriate exposure) that the 
manager of the pledge fund presents to investors. In this way, each of the investors can make 
their own decision whether or not to participate in each investment opportunity instead of 
being required to participate in each investment (subject to narrow excuse rights) as is the case 
in traditional funds.

As a result of investors’ need to diligence and approve an investment opportunity prior to 
participating in such an investment, both deal-by-deal funds and pledge funds may face a 
degree of deal execution uncertainty (and delay). 

Without deal appropriate expertise and urgency, such funds could be placed at 
a disadvantage in a competitive acquisition process, as a seller may be reluctant 
to engage and progress the sale process with a buyer that has limited control 
over its ultimate ability to fund the acquisition. 

Closed-ended and Open-ended (Evergreen) funds

Open-end funds typically have no specific term, where liquidity is usually satisfied by 
distributions of liquidations. In contrast, the more popular closed-end funds have a specific 
term that is typically 10-12 years (currently this is being extended 15–17 years), and may be 
extended for 1-2-year terms in the discretion of the GP and/or with the consent of LPs or an 
LP advisory committee.

Open-end funds typically require an investor’s capital to be contributed upon admission (and 
thereafter, investors may make additional contributions from time to time). Closed-end funds 
require investors to make an upfront capital commitment that is then drawn down from time 
to time upon a specified period of notice by the GP.

3.2 In-house Investment Management
Institutional investors could establish an in-house infrastructure investment management 
function. In countries where the infrastructure market is highly developed such as Australia, 
Canada, Spain, and the UK pension funds have proactively developed in-house investment 
and fund management expertise. This reduces reliance on external fund managers and saves 
on hefty external fund managers’ fees that can erode fund returns and manage exposures 
across all investments, allowing the funds to avoid excessive concentration and increased co-
investment opportune etc. 

3.3 Captive Investment Manager
The investor could establish a single or multi-pension fund-owned infrastructure investment 
management companies. The managers would need to develop significant capacity and 
expertise in Infrastructure. The nature of this kind of manager is in many ways identical to that 
of in-house management capabilities.

3.4 Listed Instruments
There are limited investment opportunities currently available in the listed space. However, the 
development of a REIT-like investment trust is gaining traction internationally. 
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4. Challenges faced by institutional investors  
      when investing in Infrastructure
According to Infrastructure as an asset class in Africa report prepared by the Global Economic 
Governance (GEG) Africa (2018), the main challenges faced by institutional investors such as 
Pension Funds and Sovereign Wealth Funds when investing in Infrastructure are:

• The limited number of financial instruments and funds. Investors are looking for more liquid 
instruments, the lack of choice when it comes to listed infrastructure securities is a deterrent 
for institutional investors.

• A preference for traditional asset classes and a lack of expertise in analysing infrastructure 
projects. Infrastructure can be a complex asset and hence managers tend to invest in assets 
which they understand better. Another issue is that there is fewer data available for return 
predictability.

• The limited number of available investable infrastructure projects. 

• A mismatch between available projects and requirements.

• Regulatory thresholds for infrastructure investments. 

5. Current international trends 
The infrastructure investment industry is significantly more developed internationally than in 
South Africa. Preqin annually publishes a report setting out the state of the industry.  To the 
right, the growth in all alternative asset classes between 2009 and 2019, including Infrastructure 
is detailed. 

Internationally, pensions funds have remained significant investors in the infrastructure industry, 
as shown to the right below.
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Conclusion
The investment industry faces two formative long-term trends, capital formation that outstrips 
GDP growth and the stagnation or even shrinking of the listed equity universe. These trends 
have forced asset owners to rethink investment strategies, find different avenues of investment 
such as unlisted vehicles, and find new investment opportunities such as Infrastructure. In South 
Africa, these trends are also prevalent. 

We believe that private investment into Infrastructure gives asset owners access 
to new investment opportunities that could offer good risk-adjusted returns with 
low-correlation to some traditional asset classes.  

The investment opportunity does, however, have several complexities. The asset class is largely 
illiquid and unlisted. The large quantum and long-term nature of contracts, with the government 
often a central role player, makes these investments complex to structure and with limited 
flexibility post-investment. Investment in Infrastructure requires skill, care and diligence, but 
can have significant rewards.

About RisCura
RisCura is a purpose-driven global investment firm that offers investors unique insights and 
guidance to help shape the future world we all want to live in whilst still achieving and exceeding 
financial goals for its clients.

RisCura is known for its leading focus on liability-driven investing, responsible investment 
practices, investment transparency, reliable valuations, independent risk assessments,  
world-class performance standards and excellent returns, which has brought about a major 
systemic shift in the frontier market  investment landscape. Through constantly exploring new ways  
to invest with care and meet the needs of clients, RisCura finds unique investment opportunities  
for its clients. 

Today RisCura advises clients with combined assets of more than $150bn. The company strives 
to steer global capital towards investments that benefit society and the planet in the long run. 

RisCura has won numerous industry awards. The firm has a big Africa-focus: with a footprint in 
South Africa, United Kingdom, China, Hong Kong, Botswana, Kenya, Mauritius, Namibia, Nigeria, 
Zambia and Ireland.

For more information about its investment services and approach, visit the RisCura website:  
https://www.riscura.com
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