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Welcome to our first 
Infrastructure Insight!   
Infrastructure is the brightest star on the real asset horizon and the most exciting investment space to be in.

There is no better time than now to launch our first PATRIZIA Infrastructure Insight as so many of our clients 
are partnering with us to enter this space, seek advice and build infrastructure investments into their 
portfolios. We strongly believe this decade belongs to infrastructure: demand for investments in this sector is 
greater than ever driven by the rapid pace of change we are seeing around the world. 

Governments alone can no longer keep up with the global megatrends of urbanisation, demographics, 
digital connectivity, social inclusion, climate change and with it, decarbonisation. That means investment 
from private enterprise is essential if we are to master these challenges and build smarter infrastructure for 
thriving and livable cities and sustainable economies for generations to come.

PATRIZIA has a unique product offering in place that can address all of these needs – from an infrastructure, 
real estate and technology perspective. Together, our combined teams have access to all of the latest 
insights, research and resources to drive future dynamic growth. 

We are perfectly positioned to leverage the growing synergies between real estate and infrastructure which 
are key to building tomorrow’s smart communities and sustainable futures. We know that without solid 
infrastructure, communities cannot thrive. 

Look at the huge potential for infrastructure to make our cities smarter and more livable. In Europe alone, 75% 
of the population lives in cities, and by 2050 it will reach 85%. 

We invest to make an impact, ensuring our cities are fit for the future through modern infrastructure for 
transport, communication, energy and water supply. But also for social and affordable housing, social care, 
efficient logistics and to build attractive spaces for vibrant communities in cities. 
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PATRIZIA Infrastructure has a proven track record in investing in infrastructure. For more than 24 years we 
have invested over €7bn in debt and equity in over 110 infrastructure investments globally. 

Aside from our depth of experience and expertise in infrastructure, we are independent, agile and 
innovative. Being independent means having an entrepreneurial mindset. As a founder-led company we have 
that entrepreneurial spirit to create bespoke solutions for our clients. Just think of PATRIZIA’s smart city 
strategy as an example– the first of its kind globally. 

We see ourselves as the bridge between global investors and the infrastructure assets that will deliver 
smart, low carbon and sustainable communities. Our approach provides a vehicle for our investors to 
participate in the global energy transition. Infrastructure as an asset class is both exposed to sustainability 
factors and is a beneficiary of them.

Energy assets have been major contributors to climate change and the sector’s transformation to low 
carbon will be key in staving off the worst impacts of global warming.  The COVID-19 pandemic focussed 
attention on social factors, highlighting the importance of robust and flexible social infrastructure and the 
necessity of strong labour practices. 

Over the coming 12 months, we will explore in more detail our four infrastructure megatrends through 
the prism of our strategy (which we outline in this paper).  New asset types including renewable energy, 
smart cities technology, social infrastructure and investments in the circular economy will pave the way for 
societies and people to live more sustainably towards 2050.  

PATRIZIA Infrastructure is the expert partner for global real assets. 

We bring a crystal-clear focus on investment performance, exceptional client relationships and a passion 
for making an impact. Our track record, network and expertise enable us to deliver superior returns as 
investors in infrastructure.
 
We look forward to continuing to make and grow sustainable partnerships with investors around the world 
that seek the benefits of a long-term capital allocation to infrastructure.  

Wolfgang Egger      Graham Matthews
CEO       Head of Infrastructure

PATRIZIA INFRASTRUCTURE INSIGHT – The Case for Investing in Infrastructure 5



1 Executive Summary
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Infrastructure investment is a compelling proposition for long-term investors. Infrastructure 
provides investors stable, uncorrelated, inflation-linked returns, an illiquidity premium and downside 
protection in times of market stress.  Investors also benefit from the non-financial benefits of providing 
capital to nation-building and flagship projects that deliver services, improve societies, and make 
communities function more efficiently.  

The asset class has grown quickly, and future spending is forecast to take off as the global 
economy recovers and heads toward net zero.  Pandemic-battered governments with soaring debt 
to GDP ratios will increasingly seek private capital for the continued provision of essential services, and 
future growth is further supported by demographic trends including urbanisation and the rise of the 
middle class.
   
PATRIZIA Infrastructure provides investors access to infrastructure across the capital 
structure, with investments in equity, debt and public listed equity.  Our strategy recognises the 
opportunities of the mid-market and we have a proven track record of building growth platform assets 
where active asset management is key to enhancing returns over the life of the investment.  We are 
focused on jurisdictions with regulatory frameworks capable of supporting stable long-term cashflows 
and the consolidation of fragmented markets as an opportunity for value creation.  

Infrastructure has long provided essential services, underpinning everyday life and making it 
better.  We identify four megatrends that are set to transform the way societies function and people live:  
smart cities and digital infrastructure, decarbonisation and energy transition, water and the environment 
and social infrastructure.  These megatrends are evident in our current assets under management and 
will underwrite our investment activity into the future. 

Cities, always dynamic, are set for an even faster rate of change over the coming decade as 
smart technology transforms the urban landscape.  Cities have long provided a nexus for real estate 
and infrastructure – where there are people, there must be buildings and essential services – and smart 
cities supercharge this overlap.  We expect the interplay between real assets to deepen as digitisation 
gathers speed, with fibre networks acting as the backbone of smart architecture.  

Decarbonisation and energy transition offer a structural opportunity for investors to 
participate in the shift to a low carbon global economy.  Green opportunities are much more than 
just investing in wind and solar generation assets and include investment in broader renewable and 
energy transition assets, such as energy-from-waste, district heating networks, distribution and storage, 
and hydrogen. However, megatrends are not immune to geopolitical shocks and the Russia-Ukraine 
conflict has focussed the world’s attention on energy security, ramming home that net zero requires a 
skilled transition not a sharp shift.  

Water and environmental companies have been longstanding infrastructure asset types, but 
the growing risks of water scarcity and environmental degradation will transform operations 
in the future.  We expect the circular economy will increase demand for water treatment capability, 
digitisation including smart metering and sustainable waste management focussed on reuse and 
recycling.

There is a huge and growing need for social infrastructure globally.  This need is underpinned by 
a conflation of factors such as urbanisation and population growth, rising inequality, ageing populations in 
developed countries, the experience of the pandemic and the growing problem of housing affordability.  
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2 Why Infrastructure?  
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Infrastructure is a relatively young asset 
class and investors are attracted to it 
because of the stable, uncorrelated, 
inflation-linked returns it provides.  These 
returns are underpinned by the shared 
characteristics of infrastructure assets 
such as high barriers to entry, stable and 
predictable cashflows and the provision 
of essential services.  In addition, 
infrastructure provides investors access 
to an illiquidity premium, an additional 
reward for having money allocated to 
an illiquid asset class and downside 
protection in times of extreme market 
stress. Infrastructure is typically a long duration asset class, making it attractive for investors that need to 
match long-dated liabilities such as defined benefit pension schemes. 

Unlisted infrastructure can provide investors with a smoother returns profile due to the nature of the 
valuation process.  While listed investments are marked to market, unlisted investments are subject to 
independent valuation typically two to four times a year and this can delay some price impacts, most 
notably any changes in the risk-free rate, inflation and GDP forecasts.  This results in less price fluctuation, 
although the step change at the valuation point can be significant, depending on market conditions.  

There are other, non-financial benefits of investing in infrastructure too.  These include the intangible 
benefits of investing in nation-building and flagship projects that deliver services, improve society and 
make communities function more efficiently.  Providing capital to such projects can be powerful in building 
capability, brand and scale for infrastructure investors like pension funds, attracting new members and 
providing access to future, similar transactions.

Infrastructure’s stable, 
uncorrelated, inflation-linked 
returns are underpinned 
by the asset class’ high 
barriers to entry, stable and 
predictable cashflows and 
the provision of essential 
services.
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Coming out of the pandemic and heading towards net zero, enormous global capital spend will be required 
to keep pace with projected economic growth.  McKinsey forecasts that on average US$3.7 trillion of 
infrastructure investment will be required every year globally out to 2035 and breaks this figure down 
by asset type.1 These asset type forecasts strongly align with PATRIZIA Infrastructure’s megatrends, as 
explored in detail later in this Insight. 

1   https://www.mckinsey.com/business-functions/operations/our-insights/global-infrastructure-initiative/voices

The infrastructure asset class has grown spectacularly since private capital started flowing.  To begin with, 
asset types typically included gas, water/waste and electricity utilities, transportation assets (including 
airports, toll roads and ports) and energy (including power generation and pipelines).  Social infrastructure 
has long fallen under the asset class and included hospitals and schools that tended to be built under public 
private partnerships.  Today, there are lots of new infrastructure asset types, including digital infrastructure 
such as fibre optic networks, towers and data centres and renewable energy generation and storage 
investments like solar, wind and batteries.  These asset types blur the lines between infrastructure and real 
estate, highlighting the growing interplay between real asset types.  
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Source: Preqin

Annual Average Infrastructure Need - 2017 - 2035 (US$ trillion)
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Infrastructure is a dynamic asset class, and it is increasingly difficult to define where the boundaries lie.  We 
consider that at a minimum, infrastructure must have a physical presence - that is, tangible structures that you 
can touch otherwise known as the fixed asset test - as well as long-term contracted cashflows.  From here, 
infrastructure can be classified along a risk/return spectrum.  Broadly speaking, super core assets are long 
term and have either fully contracted cashflows or availability concessions with government counterparties.  As 
investors move along the spectrum, characteristics such as length of contract, counterparty creditworthiness, 
exposure to volume and GDP-linked risk and greenfield exposure change to provide greater risk and return.

Availability-based and Regulated Contracted, high quality counterparties GDP/demand linked
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3 PATRIZIA’s Approach to 
Infrastructure
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PATRIZIA Infrastructure has been investing in infrastructure for more than 24 years.  Over this time, we have 
made 110 direct infrastructure equity and debt investments and managed these from origination and - for 74 
of these assets - to exit.  We have built our strong track record by adhering to our strict investment philosophy 
including our belief that sustainability is key to long-term investment performance. 

Our equity strategy focuses on mid-market infrastructure companies and the development of growth platforms.  
Once acquired, many mid-market infrastructure companies are suitable for growth platform development, 
depending on the industry sector and asset type.  Sitting underneath this strategy is skilled, hands-on 
asset management that creates value for investors over the long term.  We are focussed on core/core plus 
opportunities, the attributes of which are described in the table overleaf.  For debt, we focus on high quality 
European core infrastructure investments and transactions where we can drive the structuring of the deal 
and ensure adequate investor protections are in place.   For listed equity, we use our own definition of core 
infrastructure to identify our investment universe, subject to our low carbon constraint. 
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The Investment Characteristics of Core/Core+ Infrastructure

Clear and measurable cashflows 
• Assets delivering essential services mostly have long-term contracts, 

government concessions or be subject to a known and stable regulatory 
regime. 

• Natural monopolies tend to have revenue either fixed in real terms or subject 
to a known and stable regulatory regime providing certainty to asset owners 
and users.

• Revenues can be locked in for the long term, often 15-20+ years.

High EBITDA margins 
• Infrastructure is capital intensive and has low operating leverage so changes 

to operating costs have little impact on investment returns. 
• Long-term operations and maintenance contracts with experienced third 

parties can further reduce operating cost variances.

Downside protection
• Long-term contracts or regulated returns are largely protected from the 

economic cycle, shock scenarios and downside sensitivities.
• For assets where usage may vary – such as unregulated water assets or 

district heating - revenue can be linked to stable resilient factors to minimise 
downside risk.

Inflation hedge
• Linkages between revenue and inflation protects real investment returns in an 

environment of rising prices:
 – Contractual, where user prices are adjusted in line with CPI;
 – Regulated, where the regulator permits prices to increase with inflation; or 
 – Market-based, where the asset has a demonstrated ability to increase 

output prices in line with inflation.

Limited exposure to non-infrastructure risks
• Non-infrastructure risks include:

 – commodity prices or volumes; 
 – energy prices; 
 – development approvals or permitting;  and
 – organisational changes, market positioning, or brand.

Monopolistic traits
• Operations are protected from competition because the asset is a natural 

monopoly, has a concession granted by government or because the asset has 
an effective monopoly in the area in which it operates.

Strong sustainability characteristics 
• Sustainable infrastructure is designed, constructed and operated to optimise 

social, economic, environmental and governance outcomes over the life of an 
asset. 

• The sustainability of existing infrastructure assets can be enhanced through 
rehabilitation, reuse or optimisation to protect natural resources and reduce 
the impact of these assets on quality of life.
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The mid-market contains a larger number of smaller assets and the competition for these assets is often 
significantly lower than the large-cap unlisted infrastructure market.  The breadth and depth of opportunities 
in this section of the market means a skilled manager can identify and access opportunities with limited 
competition.  Many larger infrastructure investment managers are unwilling and/or unable to dedicate 
the time and resources to complete transactions in the mid-market.  Furthermore, the mid-market has 
not suffered from the large build-up of dry powder that has driven up valuations in the large-cap unlisted 
infrastructure market.  Combined, these factors mean that quality core and core plus opportunities are 
available for infrastructure investors at multiples that still represent value over the long term.       

Why Mid-Market Makes Sense

Investment opportunities 
available through relationship 

building and direct 
bilateral engagement with 

counterparties 

Fragmented market means 
limited competition for deals as 
managers are unable to cover 

the whole market 

Mid-market is relatively 
underserviced, with many 

larger infrastructure managers 
not allocating time and 
resources to this space
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The infrastructure investor base has broadened over the past decade, which is reflected in increased 
fundraising activity and competition for assets as demand for exposure to the asset class grows.  Over 2021, 
unlisted infrastructure funds raised a total of US$125 billion across 133 funds, an increase of 12% compared 
to 2020. Mega funds continue to grow (the top 20 funds secured 68% of capital raised in 2021, in comparison 
to funds outside the top 50, which raised just 8% of total capital), showing increasing capital consolidation 
within large general partners (GPs). 

The growth of mega funds encourages bigger deals, and this trend could be supported by strained 
government fiscal positions coming out of the COVID-19 pandemic which may translate to more opportunities 
being available for privately funded large-scale projects that would have otherwise been financed by 
governments.  Due to growth in the large and mega fund space, competition for a limited number of larger 
assets, and subsequently asset valuations, has also increased. 

This leaves the mid-market relatively underserved and offers attractive risk-adjusted returns to investors with 
the experience and relationships required to access them.  PATRIZIA Infrastructure’s strategy of regional 
focus further enhances our ability to originate deals in the mid-market space, where local relationships 
drive deal flows.  There can be significant value in the smaller opportunities available, particularly within 
standalone, smaller scale assets.  These can be acquired and integrated to form part of a broader platform, 
and as we describe in the next section, this growth platform strategy generates significant efficiencies, 
diversification benefits, economies of scale and the opportunity for multiple projects to be managed by one 
in-house management team, collectively generating material synergies and value creation.  

Finally, the mid-market is a place where trusted partnerships and deeper relationships are key to deal 
identification, strategic growth and ultimately value creation. PATRIZIA Infrastructure has become a trusted 
partner for entrepreneurs, family-led businesses and smaller corporates where value exists for both sides.  

Source: PATRIZIA

PATRIZIA Infrastructure considers 
the mid-market a place where 
trusted partnerships are key to deal 
identification, strategic growth and 
ultimately value creation. 
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Building Growth Platforms 

PATRIZIA Infrastructure pursues a growth 
platform strategy when we consider market 
characteristics exist to support it.  As real 
assets continue to command premium prices, 
a strategy of building a platform of assets over 
time through a process of sustained acquisition 
allows investors to smooth capital deployment 
and to more fully participate in the returns 
of skilled asset management.  This strategy, 
however, will not work in every sector or for 
every asset type and is best executed when key 
stakeholders are fully supportive of the strategy 
from the outset.   

Whilst there is no one size fits all formula 
for growth platform development, there is a 
loose playbook that we consider to be broadly replicable.  A fragmented market and favourable regulatory 
landscape are a good place to start.  Partnerships with parties with a local presence have underwritten 
our origination strategy and commercial due diligence is key.  Base case assumptions on the original 
acquisition will govern future bolt-ons and baking in growth from the outset allows flexibility on the upfront 
purchase price (without the first investment, there can be no growth platform).  Of course, these base case 
assumptions must be robust and stand up to investment committee interrogation or there will be no first 
investment either.   

Deal structuring including the right of first offer (ROFO) has been important in generating a healthy deal 
pipeline and streamlining the acquisition process.  ROFO provides non-selling shareholders with a right to 
make an offer for the selling shareholders’ shares before they seek third-party offers, and in our experience 
have worked to strengthen our relationships with partners and developers.   

After the first transaction has been bedded down, we typically seek to build a strong management team 
within the asset that can continue to implement the growth strategy.  In addition, building a brand and 
effectively communicating strategy to the market can establish market visibility for the asset and can pave 
the way for future acquisitions.  We have also focussed on implementing our own sustainability policies and 
practices into the asset, creating strong governance structures and ensuring sound environmental and social 
characteristics from the outset.  
 
A growth platform strategy has economies of scale.  Future bolt-on investments follow a standardised due 
diligence pathway, using the same advisors, team, staff and developers that have done similar transactions 
before and know what to expect.  However, changing market conditions and an evolving investor base 
mean that the strategy must also adapt over time, while still meeting the base investment case.  We will not 
acquire bolt-ons at any cost and are willing to let deals go where we cannot make the investment case work. 

As real assets continue to 
command premium prices, 
building a platform of 
assets over time through 
sustained acquisition 
allows investors to smooth 
capital deployment and to 
more fully participate in 
the returns of skilled asset 
management. 
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Once we have consolidated as much of the market as possible and the capital structure is locked up, a large 
platform with a strong management team is an attractive proposition for more passive investors with less 
appetite for hands on asset management.  Such assets may also be appropriate for public markets, with 
equity market listing another exit strategy in the event investors are seeking one.  

Executing this strategy is much easier when shareholders and lenders are on board.  For instance, having a 
committed capex facility in place – more likely once the platform is well-established - smooths the acquisition 
process for bolt-on opportunities.  So too better lending terms and more flexible debt covenants, again 
more likely once lenders are more comfortable with the structure and strategy.  Ultimately, we seek stable, 
long-term financing (perhaps even in the form of a long-dated bond) for our growth platforms shoring up the 
capital structure and mitigating refinance risk.  Similarly, where shareholders support the strategy, we tend to 
seek larger capital commitments that can cover more than one bolt-on. 

The bottom line is a growth strategy platform is hard work but, in our experience, worth it for the right asset.  
Every industry and jurisdiction has different risks and opportunities and a strategy of sustained acquisition 
requires time and attention.  In building a growth platform asset, our investment teams continually work 
on identifying opportunities, undertaking due diligence, working with investors, executing transactions, 
developing the platform and building a management team, managing the capital structure of the platform 
and adapting the strategy in response to market conditions.  However, the process becomes easier as the 
platform size increases and eventually, creates valuable large-scale assets with stable capital structures that 
generate robust cash yield.  These assets can trade at higher multiples and are attractive to a wide group of 
investors.

Growth platforms can create 
valuable large-scale assets 
with stable capital structures 
that generate robust cash yield.
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What Does Active Asset Management Mean?

100 Day Plan 

One of the most intensive asset management periods of any infrastructure asset is immediately following 
acquisition, where the so-called ‘100 Day Plan’ is implemented to cover the transition phase between 
acquisition and steady state asset management.  The 100 Day Plan is key to adding value and includes the 
implementation of any due diligence findings.  In addition, it is the critical period for establishing ongoing 
relationships and protocols, most importantly with the Board of Directors and management team.  

During the 100 Day Plan, we typically implement key governance frameworks where required, specifically: 

• establishing boards, committees and governance structures; 
• ensuring companies adhere to requirements of the Shareholders Agreement; 
• setting strategic direction; 
• appointing management; 
• advising Director(s) appointed by limited partners (LPs) prior to each Board meeting;  and 
• reviewing company financial statements and audit outcomes.

Asset Management is Key 

Active asset management is an integral component to PATRIZIA Infrastructure’s investment strategy.  Our 
operational and financial asset management capabilities are integrated throughout the investment cycle, and 
our asset management and investment teams work closely together from acquisition through to exit. 
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Asset management contributes to the internal rate of return (IRR) of the asset through the ownership 
period.  The figure below pinpoints where value can be created along the asset management journey and 
ultimately deconstructs the lifetime IRR across different capabilities.   

Net IRR Build-Up
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Infrastructure debt broadly refers to the loan or bond component of an infrastructure asset’s capital 
structure, and since the 2008 global financial crisis, these financings have proved increasingly attractive 
with institutional investors seeking defensive, yet strong-yielding returns.  Infrastructure debt is typically the 
financing of a project, asset or corporate backed by long-term contracted cashflows and protected by robust 
covenants.  Relative to infrastructure equity, infrastructure debt ranks higher in the capital structure and 
carries a reduced likelihood of capital loss.  Offering favourable traits such as low volatility, stable long-term 
cashflows, inflation protection and exposure to an economically essential sector, infrastructure debt is an 
attractive investment in periods of economic uncertainty. 

Infrastructure debt is a heterogenous asset class which can take a variety of forms. It can entail, for 
example, both direct loans and publicly-issued bonds, fixed or floating rate instruments, and be secured 
or unsecured. The most common way in which investors divide the market is by the ranking of claims 
on cashflows and collateral – broadly, into senior and junior ranking debt. PATRIZIA’s infrastructure debt 
strategy focusses primarily on junior debt.

Senior ranking debt has first priority in the event of borrower default or bankruptcy.  It is also usually directly 
secured against a particular asset at the operating company level, and typically has first rights to cashflows 
and the ability to liquidate company assets in the event of a bankruptcy. For this reason, it tends to be 
investment grade in quality (that is, rated BBB-/Baa3 or higher) and has credit spreads that can vary from 
50 to around 200 basis points.  Normally the largest component in an infrastructure asset’s debt structure, 
senior debt is subject to higher investor competition than junior debt, with significant participation by 
banks and institutional investors, and higher liquidity, particularly when debt has been issued in public bond 
markets.  As a result of its seniority and market characteristics, it offers investors relatively low returns 
compared to junior debt.

Junior (also known as ‘subordinated’) debt refers to any debt tranche that ranks between equity and senior 
debt.  Usually shorter in tenor than senior ranking debt, junior debt can be subordinated either at the 
operating company level via contractual agreement between debt classes, or structurally via lending to 
a holding company which does not directly hold the underlying assets (with senior debt at the operating 
company level). Junior debt’s credit risk profile means credit spreads tend to be greater than 400 basis 
points with an implied credit rating of BB/Ba2 and below, which sits within sub-investment grade (also 
known as ‘high yield’). While subordinated to senior debt, the credit risk profile of all but the most deeply 
subordinated junior debt benefits from long-term cashflows, security, covenants and the cushion provided 
by equity at the top of the capital structure. 

Infrastructure Debt

Infrastructure debt’s favourable 
traits such as low volatility, 
stable long-term cash flows, 
inflation protection and 
exposure to an economically 
essential sector makes it an 
attractive investment in periods 
of economic uncertainty.
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Junior debt presents a favourable return profile, possessing risks typically nearer to senior debt while returns 
are more akin to those of infrastructure equity. It benefits from premia relating to complexity, illiquidity, 
subordination and lower competition than senior debt. The latter benefit is key, and stems from significant 
and ongoing bank disintermediation in the junior debt space, especially in Europe. This is due to the post-
global financial crisis regulatory landscape, particularly the Basel III reforms and Solvency II directive, both 
of which have rendered banks’ regulatory capital treatment of junior debt segment less attractive. As a 
result, a funding gap has emerged, leading to less junior debt demand from banks and more attractive yields 
for institutional investors.  

Compared to other types of fixed interest, infrastructure debt generally falls at the higher-returning, more 
specialist end of the spectrum.  As an iteration of private credit, it is less liquid than government bonds 
and investment grade corporate bonds, and also has more complex, technical lending terms.  As a result, 
private infrastructure debt (that is, excluding infrastructure bonds) usually commands higher spread premia 
compared to other debt types of equivalent credit quality.  Additionally, the physical asset base, higher 
barriers to entry and monopolistic traits of infrastructure assets mean infrastructure debt tends to offer 
investors greater recovery rates in the event of default.  

Compared to private lending to other sectors, infrastructure debt generally attracts less investor focus, 
being a niche market requiring expert knowledge. Typically, infrastructure companies have higher levels of 
leverage. While this is a function of the more dependable, long-term nature of infrastructure revenues, it also 
requires greater investor focus on the sustainability of a company’s capital structure and its ability to meet 
its debt obligations.  By contrast, other corporate sectors tend to have more variable profits and cashflows, 
and are therefore more susceptible to changes in economic conditions, rising costs and competition from 
other companies. 

In the event of default, 
infrastructure debt tends 
to offer investors greater 
recovery rates due to its 
physical asset base, higher 
barriers to entry and 
monopolistic traits.
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Investment Highlights 

Favourable credit risk profile: The high cashflow stability for well-defined infrastructure investments 
begets a lower incidence of non-performance and defaults compared to other types of corporate debt at 
equivalent credit ratings.  Given their capital intensive nature, infrastructure assets also tend to be backed by 
tangible, valuable assets.  As a result, in the event of default, infrastructure debt investors generally achieve 
higher recovery rates than other sectors, and infrastructure debt investors can expect the return of a larger 
proportion of their capital.  Additionally, the regulatory stability, pricing agreements and inelastic underlying 
demand of infrastructure assets provides a greater degree of insulation from economic cycles.  As a result, 
senior infrastructure debt that is externally-rated tends to have a more stable credit quality than other 
corporate debt.  The strong credit risk profile of infrastructure debt is reflected in PATRIZIA’s track record – 
over the past 20 years PATRIZIA Infrastructure has invested in a diversified portfolio of around 50 assets and 
has not experienced a single default or any credit loss.  

Average Credit Loss Rates: Infrastructure vs Corporate Debt 
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Source: Moody’s Infrastructure default and recovery rates 1983 - 2020. PATRIZIA proprietary analysis



Recovery Rate for Debt Issuance Defaults – Senior Secured

Source: Moody’s Infrastructure Default and Recovery Rates (1983-2020).

Attractive risk-adjusted returns: Subordinated debt tends to be a smaller component of the capital 
structure than both equity and senior debt, with less investor competition and increased complexity.  
Accordingly, lenders with greater scope to undertake their own quality credit analysis are better able to 
identify attractively priced opportunities and capture additional return premia within junior ranking debt.  
This is reflected in the higher risk-adjusted spread for high-yield, subordinated infrastructure debt.

Comparison of risk-adjusted credit spreads

Senior 
Infrastructure debt

High Yield 
Corporate Bonds2

High Yield Infra 
debt

Spread comparison 
(Gross of fee)

Average Spread (bps)1 150 200 3152 450 550

Duration 10 10 4 5 5

Credit Loss (bps)3 21 21 78 42 42

Risk Adjusted Spread 
(bps) 129 179 237 399 499
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 Source: ICE BofA EUR High Yield Index ASW Spread 
1 Average Spread for typical investments/assets in the respective senior and high yield infrastructure market 
2 High Yield Corporate Bonds spread based on 5-year average spread of ICE BofA Euro High Yield Index ASW spread
3 Based Moodys Infrastructure default and recovery rates 1983-2020 (total infrastructure securities and non-financial corporate 

issuers). Credit loss computed as geometric mean of cumulative loss for corresponding duration.



Inflation protection: Given the revenues of underlying infrastructure assets typically entail inflation 
indexation, their cashflows are insulated from rising prices, benefitting their credit risk profile and therefore 
tempering lender risks.

Interest rate protection: A key distinguishing characteristic of private infrastructure loans is that interest 
payments are usually (but not always) floating rate in nature.  That is, rather than borrowing at a fixed interest 
rate like vanilla high yield bonds, infrastructure loans tend to be referenced against a short-term rate (such 
as SOFR, SONIA or EURIBOR) plus a credit spread.  This means infrastructure loan yields and valuations are 
protected in times of rising interest rates.

Portfolio construction: As with private credit more broadly, infrastructure debt carries diversification 
traits that can benefit a multi-asset portfolio.  Its long-term cashflow stability and the inflation indexation of 
revenue means income tends to be steadier through the economic cycle.  As a result, price volatility tends 
to be low and returns attractive on a risk-adjusted basis, with infrastructure debt tending to exhibit a low 
correlation with both listed equities and fixed interest. 

Contribution of sustainability outcomes: PATRIZIA Infrastructure focuses on assets and projects that 
support the attainment of the UN’s Sustainable Development Goals (SDGs).  Recent loans have included 
funding for clean water and sanitation, sustainable buildings, digital transition and energy efficiency.  Indeed, 
since 2020, 40% of PATRIZIA’s infrastructure debt investment opportunities have been within the renewables 
sector, with another 7% in healthcare and social infrastructure combined.  

PATRIZIA Infrastructure: Deal Origination by Sector (2020-2022)

Note: As at 20 February 2022.
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Investment Considerations

Infrastructure debt shares several risks with infrastructure equity – for example regulatory, operational, 
patronage and construction risks, all of which impact cashflow stability.  However, the risks for infrastructure 
debt are lower compared to equity given the contractual protections and position in the capital structure.  
Similarly, risks for infrastructure debt tend to be less significant compared to other credit asset classes given 
the better cashflow and more stable value of collateral. Some of the key risks of infrastructure debt include:

• Credit/financial risk: The highly stable nature of infrastructure assets enables them to support higher 
levels of leverage compared to corporate transactions. However, high levels of leverage may result in 
financial stress if there is a weakening in financial performance. Structures usually include features to 
protect against financial underperformance including restrictions on operating activities, lock-up tests, 
debt service reserve accounts and maintenance covenants. Infrastructure lenders also usually have 
security over the shares and assets of the company or SPV which they can enforce and sell in the event 
of a default.  

• Refinancing risk: Corporate infrastructure debt often has a bullet repayment, meaning there is 
refinancing risk at maturity. This risk is typically managed by the inclusion of margin step-ups and cash 
sweeps to incentivise the borrower to refinance ahead of maturity. The longevity of the asset base and 
associated cashflows should also facilitate refinance. 

• Liquidity risk: Compared to some other types of debt securities, private infrastructure loans may have a 
relatively illiquid secondary market, particularly during bouts of heightened volatility. This makes it more 
difficult to dispose of an investment in a timely manner and without incurring material transaction costs. 
Managers of private infrastructure debt maintain networks of banks, advisors and brokers in the event 
assets are required to be sold. Infrastructure bonds typically have an active secondary market.

• Market risk: Private infrastructure debt may be difficult to value given a lack of secondary trading. 
Valuation policies can vary depending on accounting policies but if assets are fair valued or marked 
to market then there is potential for volatility in valuations. This is particularly the case for fixed rate 
debt, however, private infrastructure debt is more often than not floating rate, meaning movements in 
risk-free rates do not have a material impact on valuations. PATRIZIA Infrastructure targets floating rate 
investments.
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The risks of investing in 
infrastructure debt tend to be 
less significant compared to 
other credit asset classes given 
the better cashflow and more 
stable value of collateral.



Listed Infrastructure Unlisted Infrastructure

Frequency of Valuation  Daily 
Semi-annual or 
quarterly

Liquidity  Daily  Illiquid

Volatility  ~70-80% of MSCI World  Very low volatility

Transaction Costs  Low costs  High costs
Minimum Investment 
Required  €10,000  >€10 million

Correlation with Global 
Equity  Around 60% 

Very low 
correlation

Ability to Allocate 
Between Sectors  Rapid  Illiquid

Current Market 
Valuations 

Slightly higher than long-term 
averages 

Trophy assets 
trading at very high 
multiples

Ability to Exert Control 
on Investee Company  Low 

Determined by 
ownership stake & 
governance

Performance 

Being traded daily on share markets means that listed infrastructure has higher short-term volatility than 
unlisted infrastructure. But over the long term, listed infrastructure has delivered similar returns, and has also 
outperformed global equity.  It has achieved this by protecting the downside when markets fall. To achieve 
this it is particularly important to stick to core, defensive assets when investing in listed infrastructure, 
and avoid future stranded assets linked to increasingly volatile oil, natural gas and coal prices. ‘Core’ listed 
infrastructure has a long-term beta of between 0.55 and 0.65 to global equity, while broader definitions of 
infrastructure have a range of 0.65 to 0.85.

Listed Infrastructure Equity

Unlisted Infrastructure

Enjoys a low correlation with 
listed markets. 

Provides investors with 
ability to obtain governance 
and control. 

Requires a specific skill set 
and long investment horizon.

Listed and unlisted infrastructure markets are made up of the same types of assets, with the same inflation-
linked revenues and stable cashflow profiles.  The major difference between the two is, of course, liquidity. 

Listed Infrastructure

Provides liquid access to the 
infrastructure market. 

Able to be fully invested in a 
short period of time. 

More correlated to stock 
markets than unlisted 
infrastructure.

Typically lower fees and lower 
leverage in the assets.

Completion Portfolio

A bespoke portfolio of 
liquid infrastructure stocks 
selected to complement an 
unlisted infrastructure or 
real asset portfolio.  

Tailored to the specific 
objectives of the investor.
 
Allows investors to adjust 
the characteristics of their 
portfolio in real time.
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The relative downside protection is also shown in the chart below, which shows every month where market 
returns were negative since 2006. The FTSE Listed Developed Core Infrastructure Index is clearly providing 
downside protection relative to global equity markets, and PATRIZIA’s flagship low carbon core listed 
infrastructure strategy has been more defensive again.  

All Negative Month Returns Since 2006
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Source: PATRIZIA, Bloomberg. 

Note: In USD. 

Performance of Listed and Unlisted Infrastructure and Global Equity

 ‘PATRIZIA Core Infrastructure’ is an index of stocks meeting PATRIZIAs definition of core infrastructure from 2007 to 2016, with 
actual strategy returns with simulated AUD hedging from May 2016. Measured on monthly returns in AUD Hedged, gross of fees.   
Source: PATRIZIA Infrastructure, MSCI/IPD, Bloomberg, S&P ClariFI.

Listed infrastructure can be a 
powerful tool to complement and 
diversify an institutional investor’s 
unlisted real asset portfolio.



Completion Portfolio

For institutional investors, listed infrastructure can be a powerful tool to complement and diversify an unlisted 
real asset portfolio. A 10% to 30% allocation to listed real assets can allow investors to maintain strategic 
asset class allocations at target, without the pressure to deploy into more expensive or lower quality illiquid 
assets. It can provide a liquidity source from which to fund unlisted real asset acquisitions, and a place to 
invest the proceeds from unlisted asset sales.

A tailored portfolio of listed core infrastructure also allows specific risk exposures to be managed, such 
as geographic exposure and sector exposure. For example, many private market real asset investors carry 
a large legacy home country bias. Listed infrastructure assets can be selectively added to the portfolio to 
provide greater diversification across both sectors and geographies.

A listed infrastructure or listed real asset completion portfolio can also be used to manage benchmark 
tracking error, ESG policy and carbon footprint targets.

Sharpe Ratio - Blended Listed Core Infra and Global Equity

Listed Infrastructure in a Global Equity Portfolio

For smaller investors not able to access the unlisted infrastructure market, or for larger investors seeking 
to add more defensive yield to their equity allocation, global listed infrastructure can improve risk-adjusted 
returns, while also generating a defensive yield of over 3% per annum. This is shown by the improvement in 
Sharpe Ratio (a measure of risk-adjusted return) that would have been achieved over the past 10 years at 
various sized allocations to listed infrastructure. 
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 Source: Bloomberg 
Based on 10-year performance to 28 February 2022; USD hedged terms. Blended Sharpe ratios of MSCI World Index and FTSE 
Developed Core Infrastructure Index. Based on USD hedged index returns and volatility sourced from Bloomberg. Index tickers: 
MXWOH Index (MSCI World 100% Hedged to USD NETR USD) and FDCIITUH Index (FTSE Developed Core Infrastructure 100% 
Hedged to USD Net Tax Index).



What to Look For

• Sticking to core infrastructure is key. It reduces volatility and increases returns. Pushing into non-core 
areas of the listed market, such as data centres, logistics and construction, increases risk and share 
market beta.

• A benchmark unaware approach is best. Global listed infrastructure benchmarks can differ widely but all 
tend to be very North American heavy and with material exposure to fossil fuels and carbon emissions.

• Sustainability is crucial – in particular, fossil fuel linked infrastructure assets need careful stranded asset 
risk analysis.

Sector
Diversification

Geographic 
Diversification

After Completion PortfolioBefore Completion Portfolio

Below, we illustrate an example of a Completion Portfolio PATRIZIA Infrastructure implemented for one of its 
clients.  The Completion Portfolio was specifically designed to complement their existing direct infrastructure 
investments and portfolio objectives.
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Example of an Implemented Completion Portfolio
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UNLOCKING
TOMORROW’S VALUE
THROUGH SMART CITY
INFRASTRUCTURE 

With our unrivalled combination of
infrastructure and real estate investment
intelligence, powered by local expertise and
big data, we unlock tomorrow’s value.
Join us and be part of today’s solutions for a
better tomorrow. 

www.patrizia.ag/nextnow



4 Infrastructure  
Megatrends 
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A megatrend is a powerful force that may transform, disrupt or in some way change the way the global economy 
works and how people around the globe live and societies function.  The ‘interesting’ times we find ourselves 
living in in 2022 feel like a megatrend crucible – climate change, technology, demographics and the shifting 
geopolitical balance – and infrastructure is important to all of these global trends.  
 
PATRIZIA Infrastructure has identified four megatrends we think will shape the way we invest over the coming 
years and decades.  Already, we identify these megatrends in the assets we manage today.  We expect our 
infrastructure portfolio to more closely reflect them as we continue to invest in the assets of the future.  

A megatrend is a powerful 
force that may transform, 
disrupt or in some way change 
the way the global economy 
works and how people around 
the globe live and societies 
function.  

Social 
Infrastructure

Smart Cities and 
Digital Infrastructure 

Water and the 
Environment

Energy Transition and 
Decarbonisation
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Digital technology is transforming the 
way humans work and live. Data, artificial 
intelligence, cloud computing and 
cybersecurity were trending before 2020, but 
the COVID-19 pandemic supercharged these 
themes and placed digital infrastructure at 
the very centre of society.  While the past 
two decades have seen enormous digital disruption – the iPhone was first released 15 years ago, Facebook 
became available to anyone with an email address in 2006 and Twitter was launched the same year while 
Netflix launched its streaming platform in 2007 – the future rate of change is only going to accelerate.  
Despite digital experiences being largely virtual, it is physical infrastructure that lays at the heart of 
digitisation.

Smart cities and digital infrastructure go together.  A city becomes smart by collecting data from its residents 
and using this data to understand how people use the city, things like how much rubbish they generate, 
what time they leave home for work and how they commute.  This data driven understanding of city life then 
allows residents, policymakers and asset owners to make better, more efficient decisions that improve the 
quality of city life.  These improvements sit across a broad spectrum, from shortening commute times to 
reducing crime to helping curb the spread of transmissible diseases.  Citizens of smart cities can benefit from 
increased social connectivity, less pollution and better public safety.  The cities themselves become more 
efficient and a more productive and sustainable place to do business.  

Smart cities are an iterative concept.  People who live in cities today already interact with smart technology 
every day, for example water bills calculated based on data collected by a smart meter, electricity generated 
by rooftop solar panels and fed back to a smart grid and real time traffic information.  During the pandemic, 
data, smart technologies and digital infrastructure helped policymakers understand the ways humans interact 
and how infectious disease spreads, particularly in densely populated locations and ultimately smart cities 
proved to be an effective form of infectious disease surveillance and management.  Looking ahead there are 
so many more smart use cases only limited by the bounds of imagination: smart waste, energy distribution, 
parking, public transport and air pollution, to name but a few.  A city will reach a tipping point where it shifts 
from being a city with smart aspects to being a truly smart city.

Smart Cities and Digital Infrastructure

Digital technology is 
transforming the way humans 
work and live.   
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For a city to become smart, it must become connected. Comprehensive broadband and wireless networks 
need to be in place, as well as networks of data-collecting sensors and devices, and platforms on which 
the data can be collected and used.  Reliable, ubiquitous and fast digital communication infrastructure, so 
called ‘converged gigabit-ready networks’, is a prerequisite for cities becoming smarter.  Fibre is the global 
communications backbone, a position that will only be strengthened as the rollout of 5G mobile networks 
gathers pace.

Local and federal governments play a key role in managing the transition their cities make in adopting smart 
technologies, but governments are often constrained by tight budgets and bureaucracy.  It is thus critical that 
governments attract capital from the private sector.  Telecommunications in general, and fibre in particular, 
has become an increasingly accepted infrastructure sub-sector over recent years.  The need for governments 
to support ubiquitous fibre coverage together with significant capital required is creating investment 
opportunities for private investors.  The potential opportunities for investors to deploy capital in this space are 
highlighted in the figure below, shown by the percentage of the broadband network that is fibre across OECD 
countries.

Fibre Connections as a Percentage of Total Fixed Broadband (OECD Countries) – June 2021

Fibre is the global communications 
backbone, a position that will only 
be strengthened as the rollout of 5G 
mobile networks gathers pace.  
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Investing in Fibre Networks – Key Characteristics and Risks 

Core Infrastructure Characteristics Key Risks

Quasi-monopolistic position: Unless a 
competitor rolls out a competing fibre network 
(which is costly and has a long payback), the first 
mover will likely remain the only provider of high-
speed internet services in most of its coverage 
area.  

Speculative Rollout:  A key risk in fibre 
investments is reliance on business plans on 
speculative build, where returns are dependent on 
an assumed level of take-up of fibre by consumer 
or business customers, without any contractual 
underpinning.  An investment that is underpinned 
by a high level of assumed penetration will 
struggle if take-up rates do not meet expectations.  
While the continued take-up of fibre often 
forms part of an investment case, PATRIZIA 
Infrastructure considers it prudent to ensure that 
returns are underpinned by an appropriate level 
of contracted revenues through cornerstone 
contracts, anchor tenants or with minimum 
guarantees from internet service providers.

Essential infrastructure: High speed internet 
services no longer represent discretionary 
consumer expenditure – consumers, industries 
and municipalities now regard such high-speed, 
reliable networks as critical infrastructure.  High 
speed internet has leapfrogged many traditional 
utilities in terms of what consumers consider 
to be their most important priority, a pattern 
accelerated by the pandemic.

Greenfield Development: Given the current 
shortage of fibre, most investment opportunities 
are of a greenfield nature, or at least combine 
greenfield elements with an existing brownfield 
network.  This brings with it all the concomitant 
greenfield risks, such as the capacity to 
navigate appropriate permitting and deliver the 
infrastructure on time and on budget.

Predictable revenue with downside 
protection: Wholesale models backed by well-
structured, long-term Internet Service Provider 
or business-to-business contracts provide strong 
visibility over revenue.  Renewal risk is low given 
the lack of viable alternative networks.

Market Dynamics: An understanding of market 
dynamics and future technological trends is 
critical for fibre investments.  For instance, the 
rollout of fibre is often driven by city- or municipal-
level decision-making, meaning a detailed 
understanding of local regulatory and approval 
regimes in place is critical.  While 5G networks 
are expected to underpin a significant increase 
in overall demand for fibre, at the same time they 
may be able to substitute fibre in some situations.

High EBITDA margins: Fibre-only investments 
may have a traditional ‘infrastructure-style’ 
profile, with owners responsible mainly for 
providing assets with high availability but limited 
operating or commercial risk.  
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Core Infrastructure Characteristics Key Risks

Quasi-monopolistic position: Unless a 
competitor rolls out a competing fibre network 
(which is costly and has a long payback), the first 
mover will likely remain the only provider of high-
speed internet services in most of its coverage 
area.  

Speculative Rollout:  A key risk in fibre 
investments is reliance on business plans on 
speculative build, where returns are dependent on 
an assumed level of take-up of fibre by consumer 
or business customers, without any contractual 
underpinning.  An investment that is underpinned 
by a high level of assumed penetration will 
struggle if take-up rates do not meet expectations.  
While the continued take-up of fibre often 
forms part of an investment case, PATRIZIA 
Infrastructure considers it prudent to ensure that 
returns are underpinned by an appropriate level 
of contracted revenues through cornerstone 
contracts, anchor tenants or with minimum 
guarantees from internet service providers.

Essential infrastructure: High speed internet 
services no longer represent discretionary 
consumer expenditure – consumers, industries 
and municipalities now regard such high-speed, 
reliable networks as critical infrastructure.  High 
speed internet has leapfrogged many traditional 
utilities in terms of what consumers consider 
to be their most important priority, a pattern 
accelerated by the pandemic.

Greenfield Development: Given the current 
shortage of fibre, most investment opportunities 
are of a greenfield nature, or at least combine 
greenfield elements with an existing brownfield 
network.  This brings with it all the concomitant 
greenfield risks, such as the capacity to 
navigate appropriate permitting and deliver the 
infrastructure on time and on budget.

Predictable revenue with downside 
protection: Wholesale models backed by well-
structured, long-term Internet Service Provider 
or business-to-business contracts provide strong 
visibility over revenue.  Renewal risk is low given 
the lack of viable alternative networks.

Market Dynamics: An understanding of market 
dynamics and future technological trends is 
critical for fibre investments.  For instance, the 
rollout of fibre is often driven by city- or municipal-
level decision-making, meaning a detailed 
understanding of local regulatory and approval 
regimes in place is critical.  While 5G networks 
are expected to underpin a significant increase 
in overall demand for fibre, at the same time they 
may be able to substitute fibre in some situations.

High EBITDA margins: Fibre-only investments 
may have a traditional ‘infrastructure-style’ 
profile, with owners responsible mainly for 
providing assets with high availability but limited 
operating or commercial risk.  

Case Study – Connexin
 
In 2020, PATRIZIA Infrastructure acquired a meaningful stake in 
Connexin, a UK integrated provider of broadband services and 
smart city solutions.  Connexin is considered one of the few 
companies able to provide true end-to-end smart city solutions 
(including smart water, parking, lighting and waste) in the UK, 
connecting devices over long-range wide-area (LoRaWAN) 
networks and enabling all to be viewed over their proprietary 
ConnexinOS platform.  PATRIZIA Infrastructure’s injection of 
capital supports the expansion of the business to meet the growth 
in demand for smart networks in UK cities and their connecting 
infrastructures, enabling better connectivity, as well as smarter, 
more efficient services to communities.  Connexin currently has 
two main divisions: 

Area of fibre 
development

Hull

• Broadband: Connexin has an existing Fixed Wireless Access (FWA) network which services more than 
5,000 customers, mainly in the city of Hull.  The company is currently deploying a 10Gbps capable 
full fibre to the home network in Hull and its surrounding areas.  The network is currently able to offer 
speeds that are more than 25x faster than the UK’s average broadband speed.  

• Internet of Things (IoT):  Connexin offers smart city and IoT services countrywide, primarily to city 
councils and water utilities currently, via a combination of its FWA and fibre networks and LoRaWAN 
technology.  Sensors and hardware are deployed via partners and connectivity is provided by Connexin’s 
networks.  Connexin has developed its own application and platform layers, with its operating system 
platform (ConnexinOS) used for consuming and managing heterogeneous data from a wide range of 
subsystems and data sources.  AI and machine learning are used to combine different datasets to create 
powerful insights.  

The investment in Connexin is consistent with PATRIZIA Infrastructure’s growth platform approach.  Cities 
across the UK are on different trajectories to becoming ‘smart’ and will require different networks based on 
their needs.  Connexin’s business model relies on providing the infrastructure backbone, the ecosystems of 
sensors and the operating system required to meet the unique needs of its customers.  Its business model is 
scalable and portable, enabling an effective growth strategy across the UK.

A key point of differentiation for Connexin is its expertise in Low-Power Wide-Area (LPWA) network (the 
company built and operates the UK’s largest commercial ‘carrier grade’ LoRaWAN) and in smart city 
cases deployment.  A growing share of IoT devices, including those used for smart parking, lighting, waste 
management, as well as water and other utility meters, will be supported by low-powered networks.  

PATRIZIA Infrastructure’s significant investment in smart cities through both Connexin and its smart city 
infrastructure strategy is aligned with the global transition towards a more circular economy.  Digital 
infrastructure is critical in identifying inefficiencies in the use of resources and we expect this to be an area of 
keen focus for investors going forward.  For example, over the past several years, Connexin has served as a 
partner to Yorkshire Water as it undertook a pilot project to identify innovative ways to reduce water leakages 
in West Sheffield.  Connexin provided the LoRaWAN network to support the implementation of 1,000 water 
meters, programmed to communicate water usage at a granular level.  The implementation of the smart 
meter network allowed Yorkshire Water to prevent 90,000 litres of water leakage daily. 
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Decarbonisation and Energy Transition

The Earth’s climate is changing. The atmosphere, ocean and land have warmed, unequivocally because of 
human activities.2 Average temperatures are rising, land precipitation has likely increased, heat extremes 
are happening more often and cold extremes less.  Sea levels are rising, the ocean is becoming more acidic 
and its temperature is increasing.  Glaciers are retreating and there is falling snow cover and less sea ice.  
Extreme weather and climate events including heatwaves, heavy precipitation, droughts and cyclones are 
increasingly frequent.  

These changes are largely attributed to the increase in the emission of greenhouse gases, primarily carbon 
dioxide, methane and nitrous oxide.  Human activities, largely the burning of fossil fuels associated with 
industrialisation, deforestation and large-scale agriculture, have increased the amount of greenhouse gases in 
the Earth’s atmosphere. 
 
To stave off the worst impacts of climate change, the global economy must decarbonise.  Decarbonisation 
means cutting greenhouse gas emissions to zero (or net zero, where this is not feasible) and the key to this 
is the energy industry which is responsible for close to three quarters of the world’s total carbon emissions.  
Energy transition means moving away from fossil fuel based energy production including oil, natural gas and 
coal and towards renewable energy sources like wind and solar as well as battery storage.

Green energy is poised to be a key facilitator in the energy transition, but also in facilitating the revitalisation 
of the global economy following the COVID-19 pandemic.  An opportunity to reinvent the current energy 
economy presents itself as a way forward through infrastructure stimulus spending, while simultaneously 
addressing the threat of climate change.  The increasing global focus on sustainability seen over recent years 
and the COVID-19 crisis has only accelerated this and highlighted the importance of sustainability and the 
efficient transition to low-carbon sources of energy.  PATRIZIA Infrastructure sees major sectoral shifts, as 
investors need to maintain momentum on their ESG credentials as an increasingly vital differentiator.  Interest 
in renewables is being driven to new heights, but so too in emerging sectors, such as electric vehicle charging 
infrastructure.  

For infrastructure investors, the energy transition is much more than just investing in wind and solar 
generation assets.  There is also valuable opportunity in the broader renewable and energy transition 
assets, such as energy-from-waste, heat networks, distribution and storage, and hydrogen.  We also see 
investment opportunities stemming from the decentralisation of energy generation; historically generation 
has occurred at a small number of big assets and distributed through a central grid, but increasingly we are 
seeing companies with onsite generation facilities and consumers able to undertake generation themselves 
(including from rooftop solar and by feeding EV charging back into the grid).  Such opportunities can be 
harnessed by a growth platform strategy.    

  

The Earth’s climate 
is changing.      
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Renewable Energy 
Technology

• Renewables like solar and wind technologies are key to 
reducing emissions in the electricity sector. 

• IEA’s pathway to Net Zero has solar and wind accounting for 
70% of global electricity generation in 2050 supported by 
battery storage.

Energy Efficiency • Scaling up energy efficient solutions that already exist.  

• Retro-fitting existing buildings, structures and vehicles with 
energy efficient technology.

Electrification • As electricity generation becomes greener (through renewable 
technology), electrification of areas previously dominated by 
fossil fuels. 

• This includes electric cars, buses and trucks, heat pumps in 
buildings and electric furnaces for steel production. 

Bioenergy • Low emissions fuels for planes, ships and other forms of 
transport. 

• Replacement of natural gas with biomethane for heating and 
electricity. 

• Biomass feedstock includes forest product wastes, agricultural 
residues, organic fractions of municipal solid wastes, paper, 
cardboard, plastic, food waste and green waste.  

Carbon Capture, Utilisation 
and Storage (CCUS)

• Tackling emissions from existing energy assets.  

• Providing solutions in some of the sectors where emissions 
are hardest to reduce like cement. 

• Support the rapid scaling up of low-emissions hydrogen 
production. 

• Enable some CO2 to be removed from the atmosphere. 

Hydrogen and Hydrogen 
Based Fuels

• To be used to fill the gaps where electricity cannot easily or 
economically replace fossil fuels and where limited sustainable 
bioenergy supplies cannot cope with demand. 

• Includes using hydrogen-based fuels for ships and planes, as 
well as hydrogen in heavy industries like steel and chemicals.

Behavioural Changes • Replacing car trips with walking, cycling or public transport. 

• Forgoing long haul flights.  
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Water and the Environment

Water is essential to human life and access to water is a basic human right.  Any reduction in a society’s 
ability to access adequate fresh water has significant consequences for food production and security, leading 
to many flow-on effects including disease, poverty and climate migration.  Water scarcity depletes natural 
resources and damages the environment. 

Currently around 2.2 billion people globally are unable to access safely managed drinking water services, 
around 4.2 billion people have no access to safely managed sanitation services and around 3 billion people 
lack basic handwashing facilities.  Moreover, climate change intensifies the water cycle, meaning more 
frequent very wet and very dry weather and climate events, with obvious implications for flooding or drought.3 
Put simply, the distribution of water around the world will change as the planet warms and some people in 
some places will have diminishing access to freshwater. 

The ways humankind has produced and consumed goods have led to scarcity of resources, supply volatility 
and high prices.4  These are long-term trends, identifiable since industrialisation but supercharged in recent 
decades as sustained economic growth transformed lifestyles, and further amplified by the pandemic as 
human movement was halted and global supply chains scrambled.

The idea of a circular economy is gathering momentum as a local way to address global problems like climate 
change, water scarcity, environmental degradation and the growing problem of landfill.  A truly circular 
economy has no waste – all materials are reused, remade or recycled – and no pollution.  It would decouple 
economic growth from the use of resources and therefore, lays at the heart of sustainability.  

PATRIZIA Infrastructure identifies tremendous opportunities for water and waste management assets as 
climate change shifts the global distribution of freshwater and production and consumption move towards 
a circular economy.  The United Nation’s Sixth SDG seeks to ensure safe drinking water and sanitation for 
all and focuses on the sustainable management of water resources, wastewater and ecosystems.  While the 
SDGs were not specifically developed with the investment community in mind, private capital is increasingly 
embracing these humanitarian objectives.  PATRIZIA Infrastructure has formally aligned itself to SDG 6, 
recognising the key role of water infrastructure in providing universal access to safe drinking water and 
sanitation.  

Significant investment in water infrastructure is needed to provide water security to people around the world, 
from governments, private investors and non-governmental actors.  We believe this will be a towering theme 
and one that is intricately intertwined with infrastructure and where we expect capital to flow over the coming 
decades.  We identify recycling and the safe reuse of water and the digitisation of water infrastructure as key 
themes for real asset investors looking to invest in this sector.    

The idea of a circular economy 
is gathering momentum as a 
local way to address global 
problems like climate change, 
water scarcity, environmental 
degradation and the growing 
problem of landfill.
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Waste Management in a Circular Economy

As the world’s insatiable appetite to consume continues to inexorably grow, the associated increases in both 
the energy needs and undesirable waste generation presents dual challenges.  It is against this backdrop 
that the process of generating energy from waste treatment and using waste processing as a fuel source – 
referred to as waste to energy (WTE) technology – is gaining traction as a way to ameliorate these concerns.  

A key environmental advantage of WTE is a reduction in waste going into landfill, which causes adverse 
health and social effects, including significant methane emissions and leachate (a highly toxic liquid).  WTE 
also has the potential to be a negative greenhouse gas emitter where facilities are properly equipped with 
pollution control for flue gases, specifically the case where the greenhouse gases emitted as a result of the 
incineration of waste are less than those that would be emitted if the waste was buried in landfill. Further, 
where carbon emissions generated by WTE are captured and stored, these plants could generate carbon 
allowances that could be monetised via the sale of carbon offsets.

“The enduring success of a Waste to Energy project is measured by the energy produced, the 
reduction of the concentration of pollutants and/or nutrients created by our civilization and its 
response to the Sustainable Development Goals.  These pollutants and/or nutrients need to be 
reduced to a level that our biosphere can re-absorb them using its own ecosystem services.  Ocean 
plastic litter and ocean acidification are two good examples where these ecosystem service limits 
have been exceeded.  This is the underlying case for intervention with WTE solutions.”
         Asian Development Bank

PATRIZIA Infrastructure has been a strong proponent of WTE infrastructure assets for the best part of 
a decade.  The nature and characteristics of WTE assets align well with our investment philosophy, our 
approach to sustainability and our expertise in mid-sized core infrastructure assets.  

In 2020, PATRIZIA Infrastructure established SAREN Energy, a Nordic sustainable energy generation platform 
focused on the operation of renewable and sustainable energy solutions for commercial and industrial 
customers.  SAREN Energy was formed from the merger of two brownfield WTE heat generation plants in the 
south of Norway.  The platform delivers more than 300 GWh of steam and heat to a district heating network 
and local industries in the Nordics, as well as providing power directly to the grid.  The platform processes 
circa 140,000 tonnes of waste annually, reducing landfill and contributing to the circular economy of the 
region. 

SAREN Energy is ideally placed to drive further consolidation and efficiencies in fragmented regional markets.  
Its focus on assets in the Nordics region enables it to capitalise on these countries’ modern urban energy 
systems, leading energy-intensive businesses, market transparency and ambitious national climate targets. 
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Social Infrastructure

There is a significant and growing need for social infrastructure globally. This is underpinned by a conflation 
of factors such as urbanisation and population growth, rising inequality, ageing populations in developed 
countries, the experience of the pandemic and the growing problem of housing affordability.  

Breaking these themes down, PATRIZIA Infrastructure is seeing a strong appetite for the provision of assets 
which better enable workforce participation and quality education.  For example, providing preschool or 
childcare services which enable parents to increase employment.  Additionally, following the onset of the 
COVID-19 pandemic, there has been increased interest in the healthcare sector.  The pandemic experience of 
national healthcare systems has varied considerably; in some major developed economies they were placed 
under considerable strain, reflecting a clear shortfall in appropriate social infrastructure.  Indeed, since the 
start of the pandemic, a number of healthcare assets have strongly outperformed the broader infrastructure 
asset class.  

We consider that social infrastructure will increase in popularity in the coming decades, as governments with 
high debt levels become increasingly compelled to tap private investors as partners in assets such as social 
housing, hospitals and schools.  Additionally, secular demographic trends are likely to enhance demand for 
essential services – for example, healthcare demand is likely to be buoyed by aging populations in developed 
countries, expected increases in chronic health conditions, and more complex needs.  

What is Social Infrastructure?

Social infrastructure assets generate positive social outcomes by supporting the quality of life and wellbeing 
of communities including hospitals, kindergartens, social housing, public transport and security facilities.  It is 
often contrasted with ‘economic’ infrastructure, which primarily supports economic activity.

Health & Social Care
• Hospitals
• Medical facilities
• Care homes
• Assisted Elderly living

Education
• Kindergartens
• Schools (primary and secondary)
• Universities

Housing
• Student housing
• Social and affordable homes
• Defence force housing

Security & Defence
• Police stations, army barracks
• Prisons
• Court houses

Culture & Recreational
• Leisure & sports facilities
• Libraries, museums, stadiums
• Parks, public spaces

Transport
• Bus stations
• Park and rides
• Local transport
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Historically, social infrastructure was provided by public sector entities such as governments and 
municipalities.  However, wider funding gaps and rising demand have contributed to increased social 
infrastructure investment by institutional investors and private equity firms over time.  Indeed, the sizeable 
estimated funding shortfall for social infrastructure assets had been estimated to be US$8 trillion in 2020 
alone, with nearly half in developing countries, with further fiscal weakening in government finances likely to 
provide an additional tailwind for private sector investment.5

A key point of differentiation for social infrastructure compared to other infrastructure classes is that the 
users of the asset are less likely to be the primary revenue source – for example, while a toll road generates 
revenue from private vehicle owners, social assets such as public housing, preschools and hospitals often 
generate most of their cashflows from government funding.  Additionally, regulations and licenses tend to be 
a more critical component in underpinning social infrastructure assets.

Benefits
In addition to the traits shared with the broader infrastructure asset class, such as stable cashflows, inflation 
insulation, high barriers to entry and low correlation versus traditional asset classes, there are several 
characteristics specific to social infrastructure which are considered favourable: 

• Low volatility: Linkage to essential services with inelastic demand renders social infrastructure less 
vulnerable to price volatility.

• In-class diversification: Social infrastructure assets tend to be much smaller relative to most other 
infrastructure asset classes, allowing investors greater scope for asset diversification within the class.

• Yield: While sharing traits with real estate, social infrastructure yields tend to be higher.  That said, yields 
are also typically lower than other types of infrastructure as a result of social infrastructure’s generally 
higher liquidity.  

• Sustainability considerations: The increasing role of ESG ratings in both the investment decision-
making process for institutional investors and the credit rating of corporate entities is beneficial for social 
infrastructure investments, which typically score higher on ESG metrics.

• Social impact: The provision of essential services to the community enhances social outcomes over a 
broad time horizon; for example, educational and healthcare facilities can improve innovation and labour 
productivity and efficiency.

Key risks and challenges
Social infrastructure tends to share a close nexus with real estate investing, and accordingly tends to possess 
similar risks.  However, unlike traditional real estate, the stability of social infrastructure assets’ cashflows 
tend to be more contingent on regulatory support conducive to private investment (for example, direct 
government subsidies).  As a result, they tend to carry higher exposure to political, regulatory and social risks 
– for example, a change in government policy or fiscal health may impact future revenue potential.

There is also a risk of ambiguities arising in risk sharing arrangements between private capital providers and 
government entities, blurring the delineation of responsibilities and risks relating to future liabilities.

Public perception is another risk.  Naturally, assets traditionally provided by the public sector anchors societal 
expectations around management, and private ownership may lead to reputational risk for investors.  For 
example, taxpayer-funded government payments to private service providers can raise concerns if they 
ultimately contribute to high investor profits rather than, say, re-investment into the class or the reduction of 
fees.   

43PATRIZIA INFRASTRUCTURE INSIGHT – The Case for Investing in Infrastructure

5 https://www.mckinsey.com/business-functions/operations/how-we-help-clients/capital-excellence/social-infrastructure



Case Study: Kinland
 
Kinland is a social infrastructure company providing high quality properties for government-backed pre-school and 
care services, with around 90% PATRIZIA Infrastructure-controlled ownership since its acquisition in 2019.  While 
starting as a competitive auction process, PATRIZIA Infrastructure developed a strong relationship with the vendors 
and was able to secure a preferred position and complete due diligence under an exclusivity and cost-coverage 
arrangement.  This also resulted in the vendor reinvesting part of its sale proceeds to retain a 10% stake in the 
business, with a share structure designed to incentivise its ongoing contribution to growth.  By early 2022, Kinland 
had a total gross property value of over €900 million and over 250 leases consisting mostly of preschools, with the 
balance in care homes.  As with the majority of its assets, the company is based in Norway, with around one-third of 
operations in Finland, and the remainder across Sweden, Poland and the Netherlands.

Kinland is a pure asset owner; its properties are leased to leading preschool operators on long-term leases of typically 
15 to 20 years duration, with extensions of up to another 15 years.  The lease contracts provide fixed revenue that 
is inflation-indexed annually and prepaid monthly or quarterly in advance, with low recontracting risk.  Leases are 
predominantly ‘triple-net’ in nature, meaning that, unlike more typical commercial tenancy agreements, the lessee 
tends to cover most (or all) ongoing expenses, including taxes, maintenance and insurance.  As a pure asset owner, 
this means operational and occupancy risks reside with the operator rather than Kinland itself; accordingly, Kinland 
itself has low operating costs, with only a few full time staff employed and a very high EBITDA margin of around 90% of 
revenue.  

Its robust deal pipeline and 
scaleable operating structure, 
coupled with the relatively 
fragmented nature of the 
sector and its strong growth 
potential, makes Kinland 
well-placed to become a 
major social infrastructure 
platform.
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While parents contribute a portion of preschool fees, the majority of revenue – around 80% - is directly paid to the 
operators by local municipalities, which are in turn underpinned by subsidies from AAA/AA+ rated governments.  
Additionally, Kinland operates in highly attractive regulatory regimes – for example, where preschool access is 
guaranteed to all children and enjoys strong political backing, and where there are high regulatory barriers to entry – 
helping ensure that its cashflows are stable and visible.  The strength of Kinland’s cashflows – and social infrastructure 
broadly – was demonstrated during the COVID-19 pandemic, when revenues proved robust given the essential nature 
of the service offered.  For example, in 2020 the Norwegian government stepped in to pay the parental contribution 
component of preschool fees (around 20% of operator revenue) for the period over which preschools were forced 
to close for public health reasons, supporting the sector and ensuring no deterioration in credit quality for Kinland’s 
Norwegian operators.  
        
Since the acquisition, PATRIZIA Infrastructure has generated positive investor outcomes by rationalising complexities 
in its legal and capital structure, helping Kinland secure an investment grade credit rating that will reduce debt 
costs.  PATRIZIA Infrastructure has also designed new corporate processes and a new business plan, recruited a new 
management team, developed the Kinland brand and created a robust policy framework.  There has also been a strong 
social benefit associated with the investment; the provision of what is an essential service generates a positive social 
outcome, contributing to gender equality by enabling greater parental workforce participation.

PATRIZIA Infrastructure is committed to further establish Kinland as the leading provider of government-backed 
social infrastructure within its geographical segments.  Indeed, Kinland’s robust deal pipeline and scaleable operating 
structure, coupled with the relatively fragmented nature of the sector and its strong growth potential, leaves Kinland 
well-placed to become a major social infrastructure platform.  In just over two years post-acquisition, it has already 
expanded by over 100 properties via twelve bolt-on transactions.  

Neskollen Day Care
Hvam, Norway

Gnist Nordstrand
Giske, Norway

45PATRIZIA INFRASTRUCTURE INSIGHT – The Case for Investing in Infrastructure



5 Glossary
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The availability charge model is where the private sector operator receives a payment stream from the 
counterparty (government or private sector) for ensuring the infrastructure is available for use. 

A brownfield asset refers to an established asset, but may still require capital expenditure and expansion. 

A bolt-on refers to the acquisition of a smaller company or asset that fits directly into an existing growth platform.
 
A circular economy refers to an economy that has its materials, products and systems specifically designed 
to eliminate waste.  A circular economy redesigns materials to be less resource intensive, reduces the use of 
materials and repurposes waste so that it can be used as a resource to produce new materials and products.

A greenfield asset refers to an asset that has not yet been developed. 

HoldCo is an abbreviation of holding company, which is a type of financial organisation that owns a controlling 
interest in subsidiary companies.

The Internet of Things describes physical objects equipped with sensors, software, hardware and other 
technologies that connect and share data with other devices and systems over the Internet or other 
communications networks.

OpCo is the abbreviation of operating company, which is a type of financial organisation that holds indirect 
ownership or other interests in assets owned by its direct or indirect subsidiary.

Patronage refers to the level of use of an asset.  An investor bears patronage risk if the returns of its investment 
are directly impacted by the amount of use or the number of patrons and would demand an additional risk 
premium for accepting this risk.   

A Power Purchase Agreement (PPA) is an agreement between an independent power generator and a 
purchaser for the sale and supply of energy.  The PPA defines the commercial terms for the sale of electricity 
between the two parties.

A Public Private Partnership (PPP) is a service contract between the public and the private sector, where a 
private sector company is responsible for financing, building and operating public infrastructure projects.  PPPs 
are known as private finance initiative (PFI) in the United Kingdom and P3 in the United States. 

A smart city layers data and technology onto existing urban system and infrastructure to enable better decision-
making by policymakers, stakeholders and end users.  
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