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T
his year global infra funds and 
institutional investors are on 
track to raise $100 billion-plus 
of equity and debt to deploy 
in energy and infrastructure 

assets – funding that should complement 
traditional bank offerings in bridging the global 
infrastructure gap.

But the funding dynamic is more 
complex than the theory. The mix between 
bank and institutional lenders, while often 
complementary on the debt side, can also be 
competitive, particularly in the up-to-12-year 
lending space. Similarly, on the equity side, 
there is strong competition for assets and the 
potential for ballooning asset pricing.

In a roundtable sponsored by international 
law firm Paul Hastings, Proximo put together 
the infrastructure heads of nine major debt and 
equity investors to debate key issues affecting 
the now and future of the market – asset 
pricing, fees, brownfield versus greenfield, 
the battle between banks and institutional 
lenders in the medium-term project debt 
space, alternative debt and equity strategies, 
new asset classes and how to fund them, and 
the growing prominence of ESG in investment 
decisions.

Participants
Tom Sumpster, Head of Infrastructure, 
Legal & General

Francois Bornens, Partner, Arjun 
Infrastructure Partners

Severin Hiller, co-Head of Infrastructure 
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Paul Nicholson: Are we approaching bubble 
territory with infrastructure investing? Is 
there too much money chasing too few 
investable assets? And are we seeing yield 
compression as a result of this investing?

Steven Bryan: From an advisor perspective, 
we hear a lot about that being the case. On 
the other hand, we were involved recently 
in the sale of European towers assets, which 
was abandoned because the bid values that 
came in were not at the levels that the sellers 
were hoping for based on recent comparable 
transactions. There were clearly differences 
in sell-side and buy-side valuations of the 
business. We were surprised by that because 
the talk had been of this infrastructure asset 
class being particularly hot at the moment. 
I guess it just shows that there is still some 
discipline left in the market in terms of what 
investors are prepared to pay.

Peter Hofbauer: You have to start by looking 
at where the capital is aggregating. It’s a little 
bit like the broader economic cycle in the last 
10 years, the rich have got richer and the same 

applies to infrastructure managers, the bigger 
managers have got bigger and they’re taking 
a significant portion of allocations. And where 
they’re going to employ those allocations 
are obviously large transactions. The second 
part of the question concerns valuations and 
whether valuations are excessive. I think you 
have to consider the context in terms of lower 
for longer returns, and there are pockets within 
infrastructure where that certainly applies. On 
a relative basis however, returns have been 
pretty constant in the last five years.

Tom Sumpster: We are also seeing different 
pools of capital coming in, there is certainly 
Asian money which drives a much lower return 
than we’ve seen elsewhere in the market. 
We’ve got very mature investors with closed-
ended funds looking to exit at a time when 
they see value for their investors. Likewise, 
there are new entrants that are looking at the 
infrastructure market which is now dissecting 
across a super-core, core, core-plus, value add, 
investment segment, but as a result of that 
people are driving, as a seller, a much higher 
bid price, and as a buyer, a tighter return than 

Left to right: Paul Nicholson, Proximo; Luke McDougall, Paul Hastings; Tom Sumpster, Legal & General; Shreya Malik, Partners 
Group; Hannah Logan, Paul Hastings; Jerome Neyroud, Schroder AIDA; Francois Bornens, Arjun Infrastructure Partners; 
Mark Hedges, Nationwide Pension Fund; Severin Hiller, Rivage Investment; Jeff Woodard, Axa Investment Managers; Peter 
Hofbauer, Hermes GPE; Darryl Murphy, Aviva Investors; Steven Bryan, Paul Hastings; Tamsin Doran, Paul Hastings.
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perhaps people have received in the past.
So it’s an interesting environment. If you 

speak to a number of bankers and financial 
advisors, they will say there is a huge pressure 
on fees for their business. Take a look at the 
investment management scene as well, again, 
there is big pressure when new mandates are 
out there for investment managers. There is 
a big conversation around the fee that you’re 
willing to do that investment management 
mandate at.

Mark Hedges: I have been saying for a 
number of years that the best infrastructure 
fund to be invested in is the one that’s selling 
its assets, but there still seems to be continued 
out-performance year on year. It seems to 
persist, although there is a question, given 
the amount of dry powder out there, over 
how much people will be paying for some 
of these assets? We as a pension fund have 
been more cautious about where we’ve been 
deploying money in infrastructure and very 
much prefer to invest in smaller opportunities 
that are building platforms that a bigger fund 
is going to want to buy because it’s got scale. 
And that’s where we’ve added a lot of value. 
So we’ve made some generous returns from 
Asian renewables, we made a net return of 

20% from the sale of various wind farms and 
solar panels that were bought by GIP from 
Equis. So that’s been our focus. It’s very much, 
“Let’s actually try and create the assets that 
everybody else wants.”

Severin Hiller: I still maintain that if you 
look around what’s happening in other asset 
classes, I’d rather put money in infrastructure 
as opposed to the other investable segments 
of the market.

Francois Bornens: I think we’ve got a little bit 
lucky because infrastructure, as an asset class, 
started, for most, just before the financial crisis. 
And all investors quickly understood what 
the challenges of this ‘new’ asset class were, 
i.e. leverage, sensitivity to GDP. In summary, 
infrastructure is not just like a bond! So, over 
the past 10 years, the professionals in the 
space, including institutional investors, worked 
on correcting many of these challenges.

Today, I’m not sure one can use the term 
bubble – at least not one that will explode. 
Will there be pressure on pricing and so 
on? Certainly, and that’s also why we talk 
about yield compression and so on, that’s 
a challenge that investors will face. We see 
some of them today willing to invest in assets 
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directly without leverage. They’re very happy 
with 4-5% because they understand the risk 
return profile of these assets. The bubble, I 
think, is not imminent.

Paul Nicholson: We’re seeing a slowdown 
in growth, particularly in Europe. How 
do you see potential rate cuts and asset 
purchases by the European Central Bank 
(ECB) affecting the infrastructure market?

Severin Hiller: Our client base is mostly made 
up of insurance companies, which tend to be 
more focused on relative value when making 
asset allocation decisions – what’s happening 
to absolute returns tends to be less of a 
driver in investment decisions, as opposed 
to what’s happening in relative value terms. 
So, when you have the ECB buying corporate 
bonds, that kills the spreads in the corporate 
bond market and makes private debt returns’ 
relative value look better, increasing investor 
demand for private assets in general, including 
infrastructure debt.

As alternatives to infrastructure debt, 
investors are also considering corporate 
private debt where returns are probably a 
little bit higher, which is arguably riskier and 
more correlated to the business cycle. Or 
they can invest in bond markets, which are 
ostensibly more liquid, but where returns 
are just too low in the current environment. 
What did they invest in before? They were 
investing in pfandbriefe, which currently have 
zero or negative yields. They were investing in 
sovereign debt. Well, how do you generate a 
return for your policy holders if you’re investing 
in sovereign debt? It doesn’t work. So, all of 
that points to future growth in private debt.

Darryl Murphy: It’s worth just setting the 
scene to amplify what Severin is saying. 
There are differences between the debt and 
equity markets, as you’ve identified. And to 
this point, they’re not interchangeable to an 
investor, so for a pension fund they should 
see their debt strategy very differently to 
their equity strategy. In a classic alternative 
allocation, it’s likely to go to equity on a return 
basis, when you’re pitching a debt proposition 
to an investor, the comparison is investing 
in corporate fixed income products. So it’s a 
fixed income product versus equity product. 
In the insurance world, with Solvency II, you 
get a slightly different dynamic in terms of 
capital which may make the debt product 
more attractive.

Paul Nicholson: In the fixed income 
markets we are seeing inverted yield 
curves on medium term US treasuries, 
and long-dated treasuries are paying the 
same as two-month paper. How does this 
impact investing in infrastructure debt in 
the US?

Tom Sumpster: On the debt side we 
very much attach a liquidity premium to 
transactions, so we’re looking at US treasuries 
in the public markets and looking at premium 
value to that. It’s certainly fair to say that, at 
the moment, we feel less volume is in the 
UK, but with a very buoyant US PP market 
and an ever-growing P3 market, and also 
city procurements in the States, that is an 
interesting market. As a result of that we’re 
deploying more resource out there over this 
year to take advantage of the deals that we’re 
seeing. But it’s very much equally a relative 
value play. In the European market, we are 
seeing rate cuts, and that’s affecting potential 
yields; then we’re going to look elsewhere in 
the globe for investors and typically we go 

STEVEN BRYAN

Fund extensions, with liquidity 
processes for exiting LPs, is a way 
for investors to cash out and new 
investors to come in without an 
underlying M&A process.

STEVEN BRYAN, 
PARTNER, HEAD 
OF ENERGY AND 

INFRASTRUCTURE 
GROUP, PAUL HASTINGS
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across Canada, the US and Australia.

Darryl Murphy: I think you would agree 
Tom, it’s a very liquid market on the debt 
side because infrastructure is often financed 
through public bond products such as PABS 
and TIFIA. It means there’s been less space for 
private debt and there are a lot of institutions 
chasing US PP activity. So there’s a huge 
amount of liquidity. I think everyone’s waiting 
for the nascent market, the mythical Trump 
infrastructure plan to materialise – but given 
the state of US infrastructure you’ve got to 
believe it will come at some point.

Jerome Neyroud: The real driver is not, 
per se, the US treasury curve but the cross 
currencies swap curves. It does reflect the 
relative cost/benefits of lending euro versus 
US dollar. US investors’ appetite to lend in 
euro at competitive terms will be impacted by 
this curve rather than the US treasury curve in 
absolute terms.

Darryl Murphy: For the obvious reason, 

when investing in debt you don’t really have 
the capacity to take currency risk, either you 
can’t from a regulatory point of view, or it can 
simply blow your credit spread. I sense equity 
probably has a different view, on currency risk. 
This is why you’re seeing, for certain types of 
assets in Europe, US investor appetite gaining 
40/50 basis points in some cases.

Paul Nicholson: Are pension funds as much 
in the business of fund creation as fund 
selection around infrastructure? And are 
you seeing an increase in direct investing 
generally as a trend?

Mark Hedges: Yes, ten years ago when I was 
investing in our first infrastructure funds, I 
was alongside PGGM, and large Dutch funds. 
They don’t invest in funds anymore, they do 
this directly. The large funds are in a position 
where it makes more sense for them. If they 
can equip themselves with the right resource 
and skills then why wouldn’t you buy this 
direct? They’ve got the capacity to go into that 
market with their volumes and just access 
those assets directly. And we’re also seeing 
sovereign wealth funds doing the same thing, 
and they’re even bigger. We do see a growing 
element of the pension fund market where 
it’s got that capacity but, let’s face it, there 
are a large number of funds that aren’t big 
enough, so there will still be a demand for 
fund intermediaries. But, yes, where you can 
access that if you have the skills to do direct 
investment or at least co-investment, that’s 
where you’ll see more demand, certainly from 
the big players in various markets.

Paul Nicholson: Do you think that there is 
also a trend to take controlling stakes in 
assets?

Mark Hedges: I think if people feel they’ve 
got the wherewithal to manage it, and they 
certainly feel that there is a better return to 
them because they can take out all of the 
fund management fees that they would have 
paid and that means they’re keeping the 
carry from this for themselves, so, yes, there’s 
the opportunity for some pension funds to 
do this; depending on the size of the deal, 
depending on the size of their fund and their 
skill and resourcing capacity, because you’ve 
got to have the right skill set to do this. And 
that’s why it’s only really the real large players 
in the UK and the US who potentially do 
this, some of the aggregated local authority 
pension funds, but once you’ve got past BT 

TOM SUMPSTER

We are also seeing different pools of 
capital coming in, there is certainly 
Asian money which drives a much 

lower return than we’ve seen 
elsewhere in the market. 

TOM SUMPSTER,  
HEAD OF 

INFRASTRUCTURE, 
LEGAL AND GENERAL 
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and start getting to the rest, let’s face it, all the 
corporate pension funds are closed.

So many of us haven’t got a new chunk of 
money to spend every year, it’s about a de-
risking activity. There’s not a lot of new money 
coming in to corporate pension land in the UK. 
Elsewhere it’s different and funds are bigger – 
big Canadian funds, big Dutch funds – all of 
these people are capable of running some of 
this in-house, and they do.

Peter Hofbauer: The market has matured 
away from its initial way of aggregating 
capital, which was through fund managers 
to where we now have the larger schemes, 
resourced up and go direct for some investors 
as Mark says. But increasingly there’s more 
nuance as to how institution investors want 
to access this, and so there’s now a spectrum 
from co-mingled funds, co-investment, more 
broader strategic relationship type graduates, 
all the way through to direct, and it’s actually 
pleasing to see that it’s maturing to allow 
those multiple access options for investors 
that best suits their need.

Steven Bryan: Yes, we have also begun to 
see more GP-led processes providing liquidity 
to LPs, rather than funds exiting underlying 
investments. Fund extensions, with liquidity 
processes for exiting LPs, is a way for investors 
to cash out and new investors to come in 
without an underlying M&A process. For the 
fund managers that’s great, because obviously 
they just roll over the fund, particularly if it’s 
closed-end and they can actually keep the 
fund going for longer, and LPs that wish to can 
stay in.

Mark Hedges: We’ve certainly seen that 
with GPs coming to us where they’re getting 
to the end of their life and thinking more 
innovatively. Typically the thinking was “we’ll 
extend for another 12 months and see if we 
can sell the asset”. Now they’re coming with 
pre-set packages and saying, “you’ve got a 
choice, you can extend or we can take you 
out because we’ve found another partner 
who wants to buy into these assets.” And so 
they’re being more proactive, certainly.

Shreya Malik: At the same time, we need 
to acknowledge that not all assets are fit for 
pension fund ownership. There are several LPs 
moving into directs and several GPs moving 
towards holding assets for longer, but in the 
end not everyone wants exposure to the same 
type of assets. Historically at least, we’ve seen 

pension funds focusing on a certain subset 
of the market typically comprising of more 
mature assets.

Francois Bornens: Regarding pension funds 
investing in direct investments, it requires 
three things – you mentioned two, and I will 
add one. First, Institutional investors need to 
have their allocation to infrastructure clearly 
defined: they’ve done fund investments, 
they‘ve invested in a few co-investments 
alongside their GPs, many now want to do 
direct investments. Five years ago everybody 
wanted to be direct but couldn’t do it. Why? 
Because of the second point, LPs need to 
have the right resources so investors can 
speak GP’s investment team language. 
And the third point which I think is critical, 
is the internal capability of LPs to deliver 
a decision on a direct investment and to 
sign that transaction within a two- or three-
month time frame? That’s been the most 
challenging one because, although investors 
hire the right professionals, their boards, their 

FRANCOIS BORNENS

I think everybody is very fully aware 
of ESG considerations. It will take 
a bit of time to blend in and make 
sure all participants in the infra space 
understands the evolving challenges 
of ESG.

FRANCOIS BORNENS, 
PARTNER, ARJUN 
INFRASTRUCTURE 

PARTNERS



8

ROUNDTABLE

investment committee may not always have 
the experience and the governance to make 
this decision in a timely manner.

Arjun only works on a deal by deal basis 
with investors within a partnership approach; 
we’re working with pension funds with 
between !5 billion to !50 billion of assets 
under management. These institutions will 
never have a team of 20 people, but they’ll 
have a team of one to five people and they’ll 
need to leverage a GP to access the direct 
market; that’s where Arjun plays a role. 
In addition, most investors would have a 
preference for majority ownership. If you have 
a !20 billion pension plan it’s very difficult 
to put 200 to 300 million on a deal, so you 
want to combine your effort with other people 
who are being like-minded investors to reach 
majority ownership of a transactions. Again 
they will need Arjun to help them working in 
partnership with several similar investors.

Paul Nicholson: As a debt provider to 
what extent are you complementing 
or competing with the traditional bank 

markets, particularly in greenfield?

Darryl Murphy: That was going to be my 
initial hobby horse about the banking market. 
When you talk about liquidity it’s relevant 
for equity due to the sheer size of capital 
available. But a lot of this capital is kind of 
similar, there’s different strategies but it’s 
all coming from a very similar end investor. 
Debt is slightly different in the market at the 
moment. Classically there has been a view 
that there are institutions and there are banks, 
and ‘never the twain shall meet’. But then 
the market moved on and now, depending 
on where you are round the world, the mix 
is different. North American has always 
been very institutional, Europe is not very 
institutional at all and the UK has swung both 
ways (it was very institutional for a while, but 
banks have recovered).

We all realise that it’s a hybrid situation, 
there’s no paradigm shift. I think the interesting 
thing about the banking market is that we went 
through a cycle, with Basel III and the view 
post-crisis that banks shouldn’t be lending 
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long-term. Today a lot of banks will lend long-
term on transactions and, frankly, at pricing 
that makes no sense on a relative value basis. 
But the reason for that, of course, is they don’t 
compare against liquid alternatives.

So, the banking model is the banking 
model, we all get the same approaches from 
banks who want to find an institutional partner. 
I don’t think all banks have yet found their 
sustainable model going forward, they want 
to see how they can work with institutions – 
the model has changed from being black and 
white to being mixed. And in many cases it is 
a model of banks taking shorter term debt and 
institutions taking long-term risk. But in many 
situations, particularly at the short to medium 
end, which is less than 12 years, you are going 
straight into an overt competition with bank 
debt. And in renewables, it’s even worse. 
Mainly because everyone wants renewables 
and banks tear up their lending criteria for 
renewables.

So you’ve got this aggregation of institutional 
and bank capital, but I still don’t feel we’ve 
found the equilibrium yet of banking models. 
Now, they are talking about Basel IV. They 
are asking, “Does this long-term lending 
really make sense?” I know we’re being quite 
extreme, but it does feel like they’re having an 
existential crisis around what is the future of 
the wholesale banking product. And we are 
quite open, as I’m sure many people around 
the table are. We’ll work quite happily with 
banks and we probably work with them more 
than we used to. Equally, we work with many 
other institutions, more and more. That’s 
another change in the marketplace, we’re 
less insular and I think for the equity people 
round the room, they acknowledge there is 
an increasing different variety of sources of 
capital.

Just briefly on the greenfield, I really don’t 
like the general idea that institutions don’t like 
greenfield. There are good reasons why certain 
equity investors don’t want to do greenfield, 
it’s more about yield. I don’t like the idea that’s 
promulgated that greenfield construction risk 
is a no and operational is good. There are lots 
of operational projects that are risky, just as 
there are some construction projects which 
are quite straightforward. The risk analysis is 
just the same. The key thing is, are you happy 
in many cases not having a yield during that 
period? And, arguably, debt can manage that 
to some degree better, perhaps, than equity.

Severin Hiller: I would add that banks have 
a focus on their client relationships and 

where the client relationship is strongest 
is for greenfield investments, especially in 
renewables. Therefore, on our side, we don’t 
seek to compete head-on with banks for those 
types of assets given the resulting aggressive 
structures and low margins.

Paul Nicholson: It seems a strange situation 
because you’ve got many funds saying 
there are a lot of people chasing the same 
assets and there are not enough assets 
about, and at the same time to create 
more asset growth you’ve got to be doing 
greenfield – and funds don’t particularly 
like doing greenfield. So surely the obvious 
solution is the banks take the construction 
period and then you refinance via the 
funds post-construction?

Darryl Murphy: That model always made 
sense in classic project finance theory. In 
reality it is a dream and we’ve not seen it 
anywhere around the world. Maybe because 
no-one wants to take refinancing risk.

Tom Sumpster: I’ve seen it in Australia. and I 

SEVERIN HILLER

I still maintain that if you look around 
what’s happening in other asset 
classes, I’d rather put money in 
infrastructure as opposed to the other 
investable segments of the market.

SEVERIN HILLER, 
CO-HEAD OF 

INFRASTRUCTURE DEBT, 
RIVAGE INVESTMENT
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would say that Europe and the UK have been 
relatively unique in having a bank market that 
is willing to go out 25 to 30 years on very 
cheap relationship money. That is different 
to the US, Australia and other areas, and 
that’s something that institutional money has 
struggled with over a long period.

There is a huge amount of pension fund 
money available that is now under Solvency II. 
We wrestle with the restrictions around it but, 
nevertheless, it is there, available to compete 
with banks, and as a result, if you look at the 
teams – everybody around this table – they 
are now fully resourced and have the skills 
to compete with banks, not just from a price 
competitive point of view if you take away 
the relationship, but also from the way that 
we manage those assets. And, you know, we 
respond to equity investors, we talk to them, 
we get to transactions much earlier than we 
used to. It is an interesting environment and 
as Darryl said, it’s another liquidity option for 
equity investors and when we talk about late 
cycle, well, you know, there is huge liquidity at 
the moment. The pricing in the debt markets 

is tightening and as a result that’s driving more 
attractive exit prices for equity.

Paul Nicholson: In terms of brownfield 
investing and asset purchases, are we 
seeing public infrastructure becoming 
increasingly private and is that a trend 
that will be sustained globally? Behind the 
question is political risk; so what attracts 
private equity to infra assets? And is there 
anything on the horizon which would 
cause any trend to disinvestment?

Peter Hofbauer: Well, I think it’s a complex 
question because there is still a significant 
need for new capital to be invested in 
infrastructure, whether that’s greenfield or 
brownfield, because there’s a lot of organic 
growth. When you think about the essential 
services, those businesses that have, effectively, 
a social contract, I think the infrastructure 
market is maturing to recognise that there 
are responsibilities that go with that beyond 
what investors envisaged when they originally 
invested some time ago. And that includes 
being mindful of obligations to all stakeholders 
and ensuring that service levels are appropriate 
given that they are essential.

I think there’s a review, of the settlement 
between end users and investors and other 
stakeholders, and part of that is importing 
arguably greater risks into these businesses, 
but the same things that attracted investors 
to these assets in the first place, which is 
basically limited demand risk, still prevail. In 
the UK, things like potential nationalisation, is 
shining a torch on this. I think, to the extent that 
there is any resettlement, where that ends up, 
it’s not going to be limited to the UK and it’s 
going to ripple throughout the infrastructure 
world just like when the UK first started to 
privatise and it allowed private sector capital 
to be introduced to these assets globally. 
That rippled around the globe and created 
a settlement, if you like, or a contract that 
allowed investors to invest in public service 
infrastructure businesses. At Hermes we have 
certainly been saying for some time that that 
there needs to be a re-focus on governance 
and on ESG and the social contract and a 
focus on all stakeholders and service levels. 
These are big businesses and they take a 
while to change and there is, perhaps, less 
appetite than there was historically from the 
public and from regulators and politicians to 
provide time for those changes to come.

Darryl Murphy: Peter’s raised a very interesting 

PETER HOFBAUER

We’re seeing a huge move to this with 
banks as well and it’s very high on their 

agenda right now at board level as to 
the sustainability of their lending books 

across lots of asset classes, including 
infrastructure.  

PETER HOFBAUER,  
HEAD OF 

INFRASTRUCTURE, 
HERMES GPE
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point on the ripple effect, because we could 
get very myopic and talk about the UK, but 
the more concerning thing is the amplitude 
of those ripples in terms of is this just a 
pure UK thing or has it spread further? In my 
view, a lot of this is looking at the existing 
privately held public infrastructure, it’s hard 
to think of too many countries that are going 
through wholesale privatisation programmes. 
It comes back to Severin’s point around the 
future need of infrastructure, it is increasingly 
a private investment universe. Because most 
governments are going to rely on the private 
sector for energy transition, mobility, digital – 
they’re all very much in the private domain. So 
we’re moving away from the public services 
area.

Paul Nicholson: Shreya, where do you see 
the opportunities in terms of privatisation 
or the opportunity for private equity to 
come into public infrastructure?

Shreya Malik: We have a global fund – we 
want to make sure we have the ability to 
follow a relative value approach between 
countries and sectors across the globe; we 
want to capitalise on global trends especially 
targeting assets in sectors where there is 
a significant need for private capital to fund 
new, or replace old infrastructure. The global 
approach also allows us to access a large 
universe of opportunities and really compare 
and contrast the relative risk return on a global 
basis.

Paul Nicholson: Given the growing ESG 
movement worldwide, to what extent is 
ESG really influencing asset selection?

Tom Sumpster: It’s definitely having an 
impact on the way we look to invest our 
clients. We see it as an attractive way to talk 
about getting a competitive economic return 
coupled with social value investing. So, when 
we go through our committees, we have a 
section which looks at the environmental, 
social and governance around certain aspects 
and we probe equity and the underlying asset 
or business as to how it is behaving. Not only 
are we looking at renewables – onshore/
offshore wind and solar specifically – but also 
at how we can invest in a transport system 
that doesn’t rely on fossil fuels for example.

Take the rail industry – what does the 
future of rail look like? We’d like to see more 
EMU units on the rail tracks, which are driving 
a much better carbon agenda. The way that 

we think about the pension fund money 
that we look after, comes with, we think, a 
social conscience. The taxpayer today is the 
pensioner of tomorrow. Investing in that 
person’s local community and how we are 
changing that local community through big 
infrastructure investment is hugely important 
– it’s a big factor in the way that we sell 
ourselves to various investors.

Peter Hofbauer: We’re seeing a huge move 
to this with banks as well. At board level the 
sustainability of lending books across lots 
of asset classes, including infrastructure, is 
very high on the agenda right now. And the 
way in which banks are having to report that 
has changed massively, especially around 
transparency.

We’re also finding that there are organically 
produced private solutions for this as well. 
We’re involved in the formation of funds right 
now where they have an equal weighted 
three-pronged investment committee which 
is for social responsibility environmental and 
economic return. Every single investment has 

DARRYL MURPHY

In my view, a lot of this is looking 
at the existing privately held public 
infrastructure, it’s hard to think of 
too many countries that are going 
through wholesale privatisation 
programmes.  

DARRYL MURPHY,  
HEAD OF INFRA DEBT, 

AVIVA INVESTORS



12

ROUNDTABLE

to go through equal weighting on all three 
and they’re finding that there is absolutely a 
market out there for those types of funds. So, 
there will inevitably be people looking to draw 
down that capital.

Darryl Murphy: If you ask everyone around 
this table, we’re all going to tell you we’ve got 
state of the art ESG assessment. They’re all 
fairly qualitative – we talk a lot about a lack 
of centralisation and methodology, it tends to 
result in pages and pages of assessment. No-
one wants to go near quantitative assessment.

Frankly, ESG assessment has been 
something historically seen as a rubber stamp, 
passed at a fairly low hurdle. That is changing 
dramatically. ESG is being seen as a true risk 
to investment – stranded assets or an asset 
not meeting future requirements, is becoming 
a real consideration.

Luke McDougall: Right now, the Bank of 
England is quite focused on this topic. It sees 

the importance of measuring (and reporting 
on) environmental risks in businesses because 
currently there is not enough transparency 
for lenders and investors as to whether the 
businesses that they are investing in, or 
lending to, have inherent environmental risk. 
Regulatory change that forces environment 
change to business models is also an 
important consideration.

Darryl Murphy: The interesting thing on that 
front, particularly on climate and TCFD, is the 
bite it’s having in the public markets – there’s 
always a danger in the private market that 
investors think they’re immune to what’s going 
on in the public market. And it’s clear that TCFD 
is coming in the private space.

Luke McDougall: Absolutely. There won’t be 
a place for opaque reporting on this in the 
future.

Peter Hofbauer: You can’t manage what you 
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can’t measure, and Darryl’s point around 
having a more numerical regime for ESG 
is essential and it’s happening. It’s not only 
about whether you have an appropriate 
score today, but about the trend as well and 
the direction of travel. It is cultural. It has to 
be cultural, because it has to be involved in 
every decision you make and the lens that 
you view things through. We’ve found it to be 
something that’s been a very powerful tool 
to attract talent. Because people are very 
conscious of this today in terms of making a 
difference, in terms of how they use their time 
and do things in a sustainable, responsible 
way. It’s been, therefore, much easier to get 
the cultural change because people have 
embraced it. And now, in everything that we 
do we need to look at the impact that has 
on the environment and the impact that the 
environment might have on our investment.

Francois Bornens: It’s a need. Pension funds 
now have very strong views and requirements 
on ESG. We all see it with our kids and the 
younger generation who come to work with 
us – they have it already in their DNA.

We work on all aspects of ESG when 
investing and asset managing companies. 
There is a learning curve and the challenge 
will really be to quantify it a bit better. It has 
to be in our DNA to cultivate this approach 
and GPs cannot avoid it. When you do direct 
transactions like we do, one of the questions 
an investor will ask you is what is your ESG 
policy – especially Nordic investors. And 
when we started four years ago, our learning 
curve was steep, but these aspects are now 
embedded in our investment and asset 
management processes.

I think everybody is very fully aware of 
ESG considerations. It will take a bit of time 
to blend in and make sure all participants 
in the infra space understands the evolving 
challenges of ESG. It is not an option anyway.

Paul Nicholson: ESG is also around 
governance and how investors manage 
infrastructure assets that they hold. How 
do you assess governance? Jerome give us 
a perspective from France.

Jerome Neyroud: In France it’s the same. At 
the end of the day you need to have this very 
blunt and direct and frank conversation with 
your investors. That is: everybody wants to 
do ESG. So to what extent are you able or 
willing to compromise on your return to do 
ESG? Because “too much money, not enough 

assets”, is even more true on the ESG side. 
ESG takes time and costs money, so who is 
going to pay for that?

Peter Hofbauer: On the equity side we see 
it slightly differently – for us it is an essential 
tool to minimise risk and capture opportunity.

You mentioned governance and I think one 
of the things we focus on is just that, because 
we’re investing our clients’ money for a long 
period of time. The one thing we know is 
going to happen is that things are going to 
change and so we need to equip our portfolio 
companies with a governance framework that 
can allow them to deal with that change. Unless 
you have that fit for purpose governance 
framework in place, you’re actually importing 
risk into your investment, into that company, 
into your portfolio. The focus must be in terms 
of trying to mitigate long-term and short-
term risks associated with ESG and climate 
change, etc. And then actually capture some 
of the opportunities, and there are significant 

JEFF WOODARD

When I think about electric vehicle 
charging or if I think about smart 
infrastructure for roads, autonomous 
vehicles, I wonder whether there 
are still certain areas that the 
government has to push on in terms 
of investment.

JEFF WOODARD, 
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opportunities out there.  It is about changing 
people’s attitudes in terms of this.

Jerome Neyroud: We all are working at the 
forefront of ESG. Every time we look at an 
investment, we ask 40 or 50 questions on 
ESG. We send the equity guys a questionnaire 
and at best they answer about 50% of those 
questions. So, equity guys, put your money 
where your mouth is!

Peter Hofbauer: Yes, it is about asking the 
questions and it takes time to change attitudes; 
this year it might be 50%, but next it might 
be 75%, as people start to understand the 
importance of ESG and its assessment.

Severin Hiller: Another point that will 
become relevant as more and more providers 
of capital require ESG questionnaires is that 
we will each have our 50-100 questions on 
our questionnaire, and the borrowers will 
then have five different ESG questionnaires 
to respond to, which certain equity sponsors 
may not accept.

Darryl Murphy: It’s about standardisation. I 
suspect we have all gone too far on our own 
but there is a case for grand unification. I mean, 
a long time ago, and it’s just been updated, 
Equator Principles (EP) were standard for 
banks, EP doesn’t go that far but at least they 
were developed to try and get banks all on 
to the same page. There’s no reason why the 
asset management industry couldn’t go more 
in that direction.

Peter Hofbauer: It is going in that direction, 
there are some implication programmes.

Shreya Malik: Although there are a number of 
challenges with regards to the measurement 
and benchmarking of ESG performance 
factors, there is also a shift in mind-set in 
the investor community that’s happening as 
we speak. It is clear that targeting an ESG 
compliant approach to value creation is critical 
to de-risking one’s investment portfolio. 
For instance, we always sit down with our 
management teams right after we buy 
companies to ensure a focus on some of the 
key ESG focused value drivers. While it may 
be challenging to measure, it is more about 
changing the mind-set and thinking forward.

Mark Hedges: To add to your point, when 
I started out in 2002 we used to have pages 
and pages of questions in the due diligence 
questionnaire (DDQ) that we had to construct 
and send to the manager. Nowadays there’s 
a standard DDQ, you can read through the 
answers and then focus on the bits where 
you’ve got further questions. And ESG is just 
going to go the same way. People will have their 
standardised templates, “This is how I deal with 
ESG,” and then, frankly, as an investor you’re 
going to read through, “That’s good, that’s good, 
no, I want to ask more about this,” and it will 
focus you on where you want your attention. 
And that’s what I expect to develop. It won’t be 
a perfectly standardised template for everyone.

Darryl Murphy: What’s interesting is at what 
point do your pension members start to drive 
this behaviour? In a world that’s going into 
blockchain, it is something that could happen 
in the future and individuals will start to track 
where their money is going.

Mark Hedges: I suspect the answer to that 
lies in the difference between a direct benefit 
(DB) and a direct contribution (DC) scheme. 
DB schemes are inherently closed and their 
membership is older. And where we’re seeing 

MARK HEDGES
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my mind, is probably the big challenge 

for DC – how do we get access to 
things like infrastructure and private 

equity to those investors?
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more ESG traction is DC. So it goes back 
exactly to your point earlier that it’s actually 
the groundswell.

I’ve been CIO since 2011 and we have 
30,000 members. I’ve had two ESG-
related questions in that time from the 
membership. So there’s no groundswell from 
my membership saying I should be doing 
this or that. There doesn’t seem to be the 
interest. Now whether there’s more interest 
in DC because, potentially, you’ve got a much 
younger cohort that on the face of it seems 
to be more focused on green issues than 
pensioners and 50-year olds, I don’t know 
yet. I don’t manage the DC scheme, as it’s 
all outsourced to Aviva. Though I do attend 
the governance committee and it will be 
interesting to see how this develops.

Paul Nicholson: Is ESG about disinvestment 
as well and about saying, actually, we 
won’t invest in it? Is there a step change 
with millennials in DC schemes and those 
attitudes? On the DC question is there a 
role for DC funds in infrastructure? I know 
that there’s been some policy discussion 
about DC funds which currently stand at 
about £60 billion in the UK.

Mark Hedges: Yes, and growing. And 
fundamentally flawed because they can’t 
access properly the illiquid markets of 
alternatives, it’s not just infrastructure but it’s 
private equity, private debt. The way I look at, 
it’s quite simple, for the pension fund, we have 
a batch of matching assets and we have some 
return seeking assets. My matching assets are 
pretty much all liquid, I don’t need as much 
liquidity from my return seeking assets. I can 
make better returns from complexity and 
illiquidity than I can from just holding public 
equities or liquid credit. That’s the engine to 
claw my way to our long-term funding target, 
the private market. So that 20% of the fund 
that’s spread across infrastructure, private 
equity,etc., is the thing that drives the real 
return over time. That’s where I make money.

DC can’t access that money, that’s a 
fundamental problem, because you’re 
cutting off these people from what I believe 
is the sector of the market that, potentially, 
represents the best returns and they can’t get 
to it. That’s got to change. So you have to come 
up with something in DC that enables you to 
get over the desire to have instant liquidity all 
the time. Get over the fact that maybe, yes, 
fees are more expensive, but as I mentioned 
to you earlier, CalPERS were lambasted for 

their private equity fees. Net of those fees, 
they still made 7% more over the same 
period than they would have done if they’d 
invested in public equity. It was the right thing 
to do. The fees look high, but they’re still 7% 
better off.

So this is the sector that people need to 
have some of their investments in. We need 
to find a solution and this, to my mind, is 
probably the big challenge for DC – how do 
we get access to things like infrastructure and 
private equity to those investors?

Severin Hiller: Other countries obviously 
have done that very well. So it would require a 
changing of the DC pension system in the UK.

Tom Sumpster: I think that there’s an 
inevitability about it. We do know that 
pension fund money is perfect for long-term 
cash flow matching assets. So it’s a case of 
concessions being made by DC schemes 

SHREYA MALIK

Although there are a number of 
challenges with regards to the 
measurement and benchmarking of 
ESG performance factors, there is 
also a shift in mind-set in the investor 
community that’s happening as  
we speak.
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to get themselves in, and that is very much 
around liquidity, because of the private market 
nature of it. And I think that will come. At the 
moment there is sufficient capital coming out 
of the DB schemes that work, but where the 
big investment managers or other pension 
funds look to deploy the DC money, well it’s 
got to go into the alternatives because that’s 
where the returns are.

Paul Nicholson: What timescales are we 
looking at?

Darryl Murphy: Tomorrow! It’s a very hot 
topic, and I’m not surprised that many of us 
are focused on this with private investors.

Paul Nicholson: I just wanted to ask a final 
question on the future of alternatives. 
Core-plus has pushed into different 
assets, we’ve seen diversification into data 
centres and other non-core assets, so my 

question is how broad might the definition 
of infrastructure become going forward?

Jerome Neyroud: On my side, that’s too 
sophisticated a concept for me to understand. 
We prefer to ignore it and to get back to basics: 
business model and leverage. Whatever the 
business model, if it delivers it is good if you 
are right in the business cycle. For example, if 
you look at the fibre business, there are many 
business models – greenfield or 80% built, 
development risk or not, commercial risk or 
not. To the extent there is a good business 
model with commensurate leverage, I don’t 
care whether that’s core-plus, core-plus-plus 
or whatever.

Jeff Woodard: When I think about new asset 
classes I think it’s about what are the dangers 
there? When I think about electric vehicle 
charging or if I think about smart infrastructure 
for roads, autonomous vehicles, I wonder 
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whether there are still certain areas that 
the government has to push on in terms of 
investment. Because if you think about electric 
vehicle charging, you could have major future 
innovation there, so how then do you invest 
there now?

Mark Hedges: I’ve got a fund on my desk 
that’s offering me exactly that – it’s offering 
the opportunity because government has 
used some start-up money to help them get 
going. But it’s a fund that’s out there now. It’s 
about trying to generate revenues for that sort 
of electric charging.

Jeff Woodard: I get it, I get the theme of it, 
but I think for infrastructure you really have to 
think about long-dated because you’re often 
buying it on an ‘as is’ basis. If we come back 
to ESG as an example, I think investors have 
to be wary of labels. When someone asks me 
“What about investing into electric vehicle 
charging,” my response is not to look at the 
ESG label but ask “are you talking about a play 
into a small company doing technology?”

Some of these things have the labels, but 
they’re not what you think they are. Sometimes 
you see managers who say ‘we have a niche 
there’ but they aren’t infrastructure people. 
Such approaches are not likely to end well and 
some are really misguided.

Infrastructure investment is a good place 
to invest for the long-term, but clearly there 
are risks. Think of how much change we’ve 
had in the last 10 years, whether it be shale 
gas or renewables. Such disruptive risks are 
at odds with a long-term investment horizon. 
So certain sectors are still being bought on 
the idea of, “We’re going to flip that in three 
years,” I think those are sectors where long-
term money shouldn’t be there.

Darryl Murphy: That’s an interesting challenge 
for the future of infrastructure investing – the 
impact of technology etc. It’s hard to see some 
assets today being long-term investments 
because of the funding model that’s behind 
them, and they’ll be much more market-
driven, with greater risk of disruption in those 
markets.

Jeff Woodard: But rightfully so, I mean, 
what kind of technology will we have for 
autonomous vehicles that can’t be improved? 
I saw some of the studies for that and I’ve 
seen some people talk about that from the 
government side – they want private money. 
But that isn’t really long-term money, you’re 

really talking about someone really looking to 
come in and come out as a private equity play.

Darryl Murphy: Many people around this table 
have got involved in the infrastructure finance 
review for the UK Government, but it does 
raise an interesting connection to Mark’s point 
of electric vehicle charging. The conclusion 
in many of the conversations I’ve been part 
of, is, notwithstanding the point about how 
much capital there is, there is a lack of early 
stage development capital. Mainly because 
there isn’t a true venture capital type market 
for infrastructure. My unfashionable view is 
that’s where government needs to play, which 
is to pump- prime these technologies until it 
becomes appropriate then for other funds to 
come in. So the government co-investment 
vehicle, like the digital fund, I think will struggle 
a bit because it’s trying to be commercial. The 
impact of this is they’ve got to be possibly 
uncommercial deliberately to get the market 
going.

JEROME NEYROUD

At the end of the day you need 
to have this very blunt and direct 
and frank conversation with your 
investors. That is: everybody wants 
to do ESG. So to what extent are you 
able or willing to compromise on your 
return to do ESG? 
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Peter Hofbauer: There’s a rational reason 
why the government should fill that void, 
because from an institutional point of view it’s 
very difficult to put in transitional capital and 
the resources to assess the risk. And from the 
investment management point of view they 
require very different resources and involve 
relatively small amounts of money, and less 
attractive as people are remunerated on the 
level of equity that they manage. So there 
are just structural problems associated with 
getting private capital to work in that area.

Steven Bryan: We are seeing asset 
managers adopt a multi fund approach to 
address a range of risk and return profiles 
across the infrastructure sector. So we are 

seeing managers launching a range of funds 
spanning super core, core, core plus, private 
equity with a real asset focus and also across 
real asset classes. LPs are saying, “Actually, 
we like you, we don’t want to have lots of 
different allocations with lots of managers. 
Can you create separate investment vehicles 
to match our capital allocation across the risk/
return spectrum.” The managers with a multi 
fund approach may then have an interesting 
debate internally, when an opportunity comes 
up, as to which fund it fits into. Also the 
manager may be able to create a consortium 
between two funds, because the asset could 
fit in different funds on say a break up basis or 
across real asset classes. That’s quite a smart 
way of generating a return on deals because 
they’ve got different sources of capital doing 
different things, with both being deployed.

Peter Hofbauer: We did it about eight years 
ago. And we have a fund which has both 
core and value add strategy where we ask 
our clients to select which one they wish 
to allocate too, with both strategies in one 
fund. But you do need very clear allocation 
protocols and you do need resources and 
skills that can clearly understand the various 
markets for those two strategies.

Paul Nicholson: So would you agree, 
Steven, the outlook is for greater fund 
diversification and proliferation?

Steven Bryan: Yes, potentially given 
the diversification in risk/return within 
infrastructure and the need to be targeted.

Peter Hofbauer: What it does do is allow us 
and LPs’ clients to have an honest conversation 
about what risk/return they are really looking 
for, rather than this assumption that it’s a 
homogeneous infrastructure market, always 
low risk, and it will all be okay, irrespective 
of what you invest in. There are greater risks 
from some deals than others. There are lower 
risks and lower returns. Understanding that 
and then understanding what you want to 
achieve from investing in different spaces 
within the broader market is very important, 
and that type of structure allows you to have 
the conversation.

Severin Hiller: I think it’s happening earlier 
in the lifecycle of the infrastructure debt 
asset class. Most of us around the table have 
multiple strategies in what remains a relatively 
new asset class. �

LUKE MCDOUGALL

[The Bank of England] sees the 
importance of measuring (and 

reporting on) environmental risks in 
businesses because currently there is 
not enough transparency for lenders 

and investors as to whether the 
businesses that they are investing 

in, or lending to, have inherent 
environmental risk. 
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