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Executive summary

A question we often get asked by policymakers is “Why isn’t more private capital 

fl owing into public sector infrastructure projects?”.

BlackRock believes that institutional investors, such as pension funds, sovereign wealth 

funds and insurance companies, are increasingly looking for long-term investments 

that off er stable income, and that are typically less correlated to the returns they get 

in the fi xed income and equity markets. In recent years, infrastructure investment has 

emerged as one of the fastest growing asset classes for institutional investors, with a 

decade-long rise in long-term patient capital seeking risk-appropriate investments.

A lack of supply of investment opportunities is generally cited as the primary limiting 

factor in the future growth of the asset class. At the same time, governments around 

the world are seeking greater fi nancing for infrastructure projects that will stimulate 

economic growth and improve the quality of life of their citizens. However, the 

requirement for capital and the addressable opportunity to invest seem to be out of 

sync. This need not be the case.

Mark D. Wiseman,
Senior Managing Director, 

Global Head of Active Equities 
& Chairman of Alternatives

Alan Synnott,
Managing Director,

Global Head of Research 
& Strategy for Real Assets

Contents Executive summary 2

Our key principles 3

The current state of play 4-5

Key principles  6-12

Summary         12

Important information         13-14

Tom Clark,
Managing Director,
Head of US Global 

Public Policy Group

374728_BlackRock_InfrastructurePaper_2607_P7.indd   2 17/09/2018   14:30

ALT0918E-603199-1882346



	 BLACKROCK	 3

FOR INSTITUTIONAL/QUALIFIED INVESTORS,  

PROFESSIONAL/QUALIFIED CLIENTS, AND WHOLESALE INVESTORS ONLY

Our key principles

This paper seeks to provide an investor’s perspective on the need to 1) create the national conditions to stimulate 

capital flows into a pipeline of critical infrastructure projects, 2) develop truly scalable projects, 3) understand the key 

link between the upfront financing and the long-term funding of infrastructure assets, and 4) provide insights on how 

unintended consequences can diminish market attractiveness by impacting the net return to investors.

1. Policy conditions, plus project pipeline together can unlock constrained growth 

We believe there is significant institutional investor appetite to further finance infrastructure, but growth in the asset class 

is currently constrained by a lack of investible projects. This investor demand can be unlocked by a focus on both policy 

and pipeline. There are common goals between investors, policymakers, and infrastructure users, which can be bridged 

with a toolkit encompassing governing policy, investor-friendly procurement processes, project pipeline creation, and 

independent implementing agencies.

2. Scale matters  

A predictable supply of investable projects at sufficient scale is essential. This incentivises investors to do the start-up 

work on a region, with the confidence they will be rewarded by recurring investment opportunity. Well-developed 

national infrastructure plans allow investors to better understand policymakers’ long-term priorities. For countries 

looking to stimulate international capital flows, the opportunity must be large enough for international capital to 

participate alongside domestic capital.

3. Certainty matters 

In most cases, institutional investors have made long-term promises to their beneficiaries. They need to know that they 

will get their capital back, and that they will get a return on those investments. There is a direct link between the flow 

of capital to finance assets and the ability for investors to assess the sustainable long-term revenue model supporting 

those assets.

4. Beware of unintended consequences 

Investors compare the relative attractiveness of an investment on a net basis. This net return can be impacted by 

unintended consequences. Additionally, tactical awareness of policies around FX, tax, currency repatriation, political 

consensus, legal certainty and capital markets regulation will further impact market attractiveness.

Summary	         12

Important information	         13-14
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The discussion about the global infrastructure gap 

continues to grow. Estimates of the annual infrastructure 

investment shortfall range from $350bn according to 

McKinsey,1 up to as much as $800bn according to the 

World Bank.2 If the UN’s Sustainable Development Goals 

are considered, the need for infrastructure investment 

rises further still.

What’s causing the gap to widen? 

Our world is changing and our infrastructure must adapt 

along with it. Accelerated technological innovation, 

demographic shifts and increased concerns around 

sustainability, have catalysed the conversation about 

building infrastructure for the 21st century, on a global basis.

Developed markets are grappling with an aging 

infrastructure base and budgetary constraints, leading 

to deferred maintenance of existing infrastructure stock. 

In both emerging and developed markets, investing in 

infrastructure has the potential to accelerate the path 

to economic prosperity. Strong social and transport 

infrastructure enhances labour welfare and mobility,  

while modern energy infrastructure provides sustainable,  

lower-cost power to fuel industrial growth.

Policymakers have a critical role to play in planning our 

future infrastructure, but they find themselves increasingly 

constrained. Tax increases to fund infrastructure are not 

always palatable with domestic populations, while adding 

to fiscal expenditure in today’s environment remains 

difficult in many markets. We believe that private capital 

therefore has never had a more crucial role to play in 

building the infrastructure of tomorrow.

Source: Preqin, June 2018.

600

200

400

0

$
20

09

20
10

20
11

20
12

20
13

20
14

20
15

20
16

20
17

20
18

F

139

199
227

276
322

372

438

509
561

172

Capital raised by unlisted infrastructure funds
Total capital raised, USD billions

The rise of infrastructure as an asset class 

As the discussion of the funding gap for infrastructure 

continues to grow, so does the rate of private investment 

into public infrastructure. But, the gap is still widening.

Over the past decade, infrastructure has blossomed into 

a standalone asset class. Data by research provider Preqin 

suggests that total capital raised in unlisted infrastructure 

funds has grown from US$139bn in 2009 to over US$500bn 

at the start of this year, and BlackRock estimates that at least 

an incremental 20% can be added to this number when 

including capital deployed directly on a non-fund basis.

1 � McKinsey & Company, Bridging Global Infrastructure 
Gaps, June 2016.

2  World Bank, Global Infrastructure Outlook, 2018.

The current state of play
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Source: BlackRock, January 2018.
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Growth outlook for the asset class 

This trend looks set to continue, according to the BlackRock 

2018 Global Rebalancing Survey, comprising 224 

institutional investors representing over US$7.4 trillion in 

assets. Over 60% of respondents intend to increase their 

allocation to real assets, including infrastructure, in 2018, 

more than any other asset class.

What’s driving this allocation growth? 

Investor allocation growth has been driven by positive, 

fundamental factors. In an environment where fixed income 

yields have stayed at historical lows, we believe investors have 

turned to infrastructure investment looking for:

•• the less cyclical nature of essential infrastructure
•• long-term, contracted income with  

high-quality counterparties
•• enhanced return potential over public market equity 

and debt
•• explicit and implicit inflation protection.
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Common goals: Infrastructure investment 
lies at the intersection of the public, the 
government and long-term patient capital

1 Policy, plus a well-defi ned project pipeline can 
unlock constrained growth

There is signifi cant institutional investor appetite to further 

fi nance infrastructure, but forward growth is currently 

constrained. This growth can be unlocked by a focus on 

both policy and pipeline. We believe there are two key pain 

points that need to be addressed to unlock growth:

 • Creating a stable long-term environment for 
investment which covers the policy, legal, regulatory, 
economic and social environment

 • Developing a robust supply of investable deal fl ow

Policymakers and consumers are generally aware of the 
enhanced societal benefi t that can be provided through 
better public infrastructure, delivered quickly and at a 
reasonable cost to the public. If private investors can 
create, provide and illustrate that value, they, in turn, can 
benefi t from a sustainable long-term return on investment.

A supportive policy environment is essential

The fi rst step in attracting private capital to a country or 

sector is to create the capital market conditions that enable 

confi dent deployment of capital over the long life of an 

infrastructure asset, which can be measured in decades. 

In addition, most private investors understand that there 

are pressures on policymakers to justify their decisions to 

the public, and to clearly illustrate both societal benefi t and 

value for their investment.

Policy best practice

A policy framework should seek to provide certainty to 

investors by creating the right capital markets conditions 

for allocation over the long-term. It is essential that policy 

decisions transcend the term of a specifi c administration.

Policy execution should be implemented by independent 

organizations or agencies, with a clear mandate, that are 

tasked to execute projects with maximum public utility and 

limited political involvement.

The benefi ts of public-private partnerships (PPP) 

should be communicated. A model showing value for 

money and illustrating the net benefi ts to taxpayers and 

citizens should be considered. Well developed contract 

law and enforceability are essential for providing 

investment certainty.

Case Study: Mexico’s constitutional reforms 

In Mexico, two important policy pillars have come 

together to foster private investment in infrastructure. 

First, in 2013 an agreement was signed across the political 

spectrum that catalysed a series of policy reforms, with the goal 

of fostering a more robust economy in terms of developing 

energy sources and competition for asset procurement. 

The policies in the agreement covered a series of anti-trust 

measures alongside initiatives focused on liberalization of 

trade in the energy and communications sectors.

Second, the reforms were followed by a National 

Infrastructure Program (covering 2014-2018) that set goals 

for 743 individual projects across the Energy, Electricity, 

Communications, Water and Social Infrastructure 

sectors. With investment opportunities clearly identifi ed 

and bidding mechanisms to operate under improved 

regulatory certainty and transparency, capital duly fl owed 

in both from domestic and international sources.

Public
Users

Policymakers

Long-term
Investors

Source: BlackRock, September 2018.

Key principles
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2   Scale matters: Investors want to see a scaled 
pipeline of investable assets

A well-developed national project pipeline is an essential 

complement to a supportive policy environment. Through 

the process of pipeline creation, policymakers can show 

the scale of opportunity in a region, can communicate 

their long-term priorities, and investors are therefore 

provided with the context of how individual assets fit into 

the broader national agenda.

Additionally, a predictable supply of investable projects 

of sufficient scale to provide recurring opportunities for 

investment is essential to catalyse investors to commit the 

time, effort and resource to understand market dynamics 

in a particular region. 

Well-developed national infrastructure plans allow investors 

to better understand a country’s long-term priorities. For 

countries looking to stimulate international capital flows, the 

opportunity must be large enough for international capital 

to participate alongside domestic capital. 

The role of an infrastructure bank 

Independent infrastructure banks can play an important 

role in implementing policy. Working across political 

cycles, they can help articulate national goals and act as 

the repository of data and information on best practice 

for policymakers, project developers, and international 

investors. They can also help support project delivery 

by adopting best practice for project procurement, 

commissioning and approval. Importantly, these 

independent infrastructure banks can 'crowd-in' private 

capital by investing in risk tranches that private investors 

may not be comfortable with, and thus can help drive 

the formation of a pipeline of projects looking for long-

term investment. In all of these roles, a well-articulated 

development mission is important to prevent 'crowding 

out' of capital from certain projects which may already be 

of sufficient robustness to attract private capital.

The recent success of the European Investment Bank (EIB) in 

implementing the European Fund for Strategic Investments 

(EFSI), meeting and exceeding the investment mobilization 

goal of €315 billion under the Juncker Plan,3 shows the 

importance of infrastructure banks with clearly articulated 

policy goals. Key elements of continued success for these 

banks will be working together with the private sector, 

providing certainty to investors, improving transparency and 

determining funding structures that align the interests of 

investors and public authorities.4
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SOUTH EAST AND LONDON:

SCOTLAND, WALES AND NORTHERN IRELAND:

SOUTH WEST:

MIDLANDS ENGINE:

EAST OF ENGLAND:

NORTHERN POWERHOUSE:
● The ongoing Northern Hub 

improvements programme, 
increasing rail capacity across 
the north of England with faster 
and more frequent services 
connecting key towns and cities.

●  New rolling stock for the Tyne 
and Wear metro, replacing old 
stock with modern 
energy-efficient trains.

●  £243m of the new Transforming 
Cities Fund has been allocated 
to Greater Manchester, £134m 
to Liverpool and £59m for 
Tees Valley.

● The new town of 
Northstowe in 
Cambridgeshire will 
provide 10,000 new 
homes alongside a 
town centre.

●  This year work began 
to upgrade the A14 
between Ellington to 
the Milton junction on 
the Cambridge 
Northern Bypass, 
providing additional 
capacity to 
the region.

●  £74 million of the new 
Transforming Cities 
Fund has been 
allocated to 
Cambridgeshire and 
Peterborough.

● The first major 
concrete was poured 
at Hinkley Point C in 
March 2017. Hinkley 
Point C will provide 
enough electricity to 
power nearly six million 
homes.

●  Government will help to 
improve access to the 
A391 near St Austell by 
providing £79 million 
towards a new A30 link 
road, supporting housing 
development in the area. 

●  £80m from the  new 
Transforming Cities Fund 
has been allocated to the 
West of England.

● Northern line extension to Battersea will help regenerate the Vauxhall, Nine Elms and 
Battersea areas.

●  Thames Estuary Flood protection programme, protecting 1.3m people.
●  Brighton and Sussex University Hospital trust investing to improve the patient experience and 

providing state of the art facilities.

● The majority of infrastructure investment is devolved to each administration, but the pipeline 
includes a range of investments in non-devolved sectors (see Annex C for further 
information).

● The Wolverhampton 
Canalside and City 
Interchange project creating a 
modern railway station 
handling more than 
4.7 million passengers a year.

●  Upgrading the M1 junctions 
13 to 19 to a Smart 
Motorway to relieve 
congestion and reduce 
journey times.

●  £250 million of the new 
Transforming Cities Fund 
has been allocated 
to the West Midlands.

£134.1

£1.0  Science and research
£1.4  Flood and coastal erosion
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We estimate public and private investment of 
around £600bn over the next 10 years 

Projects and programmes in the pipeline will be 
delivered through a mixed funding model

Projects and programmes in the pipeline will 
benefit the entire country 

More than £460bn of planned public and private investment in infrastructure

2017 National Infrastructure and Construction Pipeline

Investment 2017/18 – 2020/21* Investment beyond 2020/21

*Regulatory control periods in some utilities sectors come to an end in 2019/20 and no assumption for spending in future control periods has been included. 
The pipeline therefore represents an underestimate of actual investment, particularly in the year 2020/21.

Delivery Progress since 2010

We have a strong track record of infrastructure delivery in the UK. Since 2010 over 4,500 infrastructure 
projects were completed and 98% of our 158 priority projects are either completed or on track to deliver.

SOUTH EAST AND LONDON:SOUTH WEST:

MIDLANDS ENGINE:

EAST OF ENGLAND:

NORTHERN POWERHOUSE:
● Ordsall Chord Rail Link
● Hartree Centre for High 

Performance Computing
● Mersey Gateway Bridge 

● M1 Junction 
10-13 
improvements

● The first subsidy 
free solar farm 
located in Clay Hill

● New north rail 
terminal at the 
Port of Felixstowe

● Improved access to Torbay 
and South Devon via the A380 
Kingskerswell Bypass Devon

● Says Court Farm Solar Park
● Reinstating the Dawlish Rail line 

● Lee Tunnel preventing sewage 
overflow into the Thames

● The Francis Crick Institute for 
biomedical research

● M3 J2-4A Smart Motorway 
scheme 

● Refurbishment of 
Birmingham New 
Street station

● M5 junctions 4A-6 
Smart Motorway 
scheme 

● Nottingham Trent 
left bank flood 
alleviation scheme

The IPA is the government’s centre of expertise 
for infrastructure and major projects. Our 
purpose is to continuously improve the way 
infrastructure and major projects are delivered 
in order to support government’s priorities and 
improve people’s lives. 
One of our main priorities is to give the market 
confidence to deliver by publishing annual 
updates to the National Infrastructure and 
Construction Pipeline and tracking the delivery 
of infrastructure and major projects.
To view the Pipeline in full visit:  
www.gov.uk/ipa
For more information contact:  
ipa@ipa.gov.uk

Utilities
Beauly-Denny Overhead Transmission 
Line was completed in 2015, transmitting 
renewable energy from Scotland across 
the UK

Science and Research 
The Francis Crick Institute completed 
August 2016 – one of Europe’s largest 
centres of biomedical research, putting the 
UK at the forefront of innovation in this field 

Energy
Over 100 renewable projects are 
currently under construction across the 
UK, which will provide 5.6GW of new 
capacity

Social Infrastructure
More than 735,000 additional pupil 
places created since 2010

Transport
13 priority rail projects have been 
completed or are under construction, 
including High Speed 2

Digital Infrastructure 
Superfast broadband coverage has 
more than doubled since 2010, with over 
4.5 million additional premises receiving 
access

Flood and Coastal
Since 2010 more than 600 new flood 
and coastal protection schemes have 
been completed, protecting almost 
350,000 homes

Source: National Infrastructure & Construction Pipeline 
2017, HM Treasury and Infrastructure & Projects Authority.

Case Study: Strategic infrastructure planning 

Many countries are developing long-term 

infrastructure plans that emphasize the scale of the 

investment opportunity and place individual projects 

within the context of national priorities. The UK’s National 

Infrastructure Plan is one such example:

3  Source: European Commission, July 2018.

4 � For a more detailed discussion of European initiatives 
on infrastructure investment, please see ‘BlackRock 
Viewpoint: Infrastructure Investment: Bridging the Gap 
Between Public and Investor Needs, November 2015’.
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Case Study: Australia’s infrastructure  

asset recycling initiative 

The Australian government’s ‘Asset Recycling Initiative’, 

launched as part of the 2014-15 budget, creates 

opportunities for investors, including the country’s large 

superannuation funds, to invest in quality infrastructure assets 

around Australia. It is a five-year, AU$5bn program where 

states and territories can receive from the government 15%  

of the price of infrastructure assets sold, so long as the sale 

proceeds are to be used for new infrastructure investment. 

To take an example, New South Wales (NSW) intends to  

invest over AU$80bn over a four-year period across a range 

of infrastructure projects, including road, rail, hospitals and 

social housing, as a result of the asset recycling initiative.

Source: New South Wales Government, June 2018.

Growing pipeline by asset recycling:  

Selling brownfield to develop greenfield 

Investors use the broad terms 'brownfield' to describe 

operating infrastructure assets and 'greenfield' to 

describe construction stage investment opportunities. 

In general, the thesis provides that the broad market 

of investors are risk-averse and tend to have limited 

technical staff, meaning there is a preference for 

operating assets with a predictable income stream and 

limited development risk.

In addition, at the very early stage of project 

development, some risks such as project approvals and 

permitting may be binary and difficult to quantify for  

risk-averse institutional investors, who prefer to wait to 

invest until later in an asset’s lifecycle.

While BlackRock would note that many investors are 

comfortable taking on construction risks, and that 

investors should perhaps focus on the long-term revenue 

outlook rather than the short-term construction outlook of 

a project, the concept of asset recycling, or governments 

selling operating assets, has proved effective in 

mobilizing capital into a region for the first time. 

Additionally, policymakers can recycle the proceeds from 

the sale of existing infrastructure into new-build projects, 

thereby maintaining a virtuous circle.
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Emerging markets mobilization 

To attract investors towards infrastructure projects in 

emerging markets (EM), these jurisdictions need all the 

previously mentioned criteria, but also carry an additional 

EM risk premium (i.e. reflecting country risk, currency risk). 

This often pushes up that return requirement unreasonably 

high, and at times, reaches a rate that is well beyond what 

the government can finance a project for by itself.

Often, due to perceived project risks, there may be 

circumstances where emerging market governments 

may be better off issuing debt and building these assets 

on-balance sheet. This is where multi-national development 

agencies can play an important role to mitigate certain risks 

(e.g. many EM currencies are challenging to hedge). These 

agencies can also provide support through low-cost political 

risk insurance, or low-cost currency insurance. 

Domestic participation, alongside international investors, 

has been proven to be one of the most positive factors in 

stimulating investor interest in EM, and indeed developed 

market infrastructure. By adopting capital markets policy 

measures that encourage local pensions to invest in 

domestic infrastructure, international investors are better 

aligned with local investors in the event of policy or other 

changes. In addition, and more fundamentally, local 

participants will have a more constructive view of country 

and asset risks. Once local institutions invest successfully  

in well-structured PPPs, it will encourage other global funds 

to enter that market, broadening the capital available.

3 Certainty matters: Predictable net returns are more 
important than opportunistic profit

Institutional pension investors have made long-term 

promises to their beneficiaries and therefore they need 

to know that they will 1) get their capital back and 2) earn 

a sufficient return on those investments. There is a direct 

link between the flow of capital to finance assets and the 

ability for investors to assess the sustainable long-term 

revenue of those assets.

Asset risk: What investors mean by 'financing' & 'funding' 

Infrastructure investors generally make large, upfront 

investments and get paid back for that investment 

by collecting revenues for the life of the asset, or the 

underlying concession. Financing is the term used to 

describe the upfront investment. Funding is the term 

investors use to describe the revenue model for the use 

of the asset over its life.

In general, the sources of long-term funding can come 

from taxation, or from charges to use the asset. Both have 

advantages and disadvantages and there is no one-size-

fits-all solution. For example, the Hinkley Point C nuclear 

power station in the UK is a large long-term construction 

project that will contribute power to millions of users 

across the country. 

This project is being financed by international capital and 

funded indirectly by energy consumers through charges 

on power bills, whereas toll roads and bridges, which can 

be more closely matched with personal usage, tend to 

favour direct user pay.

The ability to attract private capital to finance a project is 

closely linked to the transparency of the funding model, 

or the revenue profile, of that asset. 

The direct link between risk and user cost 

In all cases, the better the confidence that investors have 

in the long-term funding picture, the less perceived risk 

there will be and the lower the required return will be. This 

ultimately lowers the cost of use to the public user.

374728_BlackRock_InfrastructurePaper_2607_P7.indd   9 17/09/2018   14:30

ALT0918E-603199-1882346



10 	 STIMULATING GREATER PRIVATE CAPITAL MARKETS INVESTMENT IN INFRASTRUCTURE

FOR INSTITUTIONAL/QUALIFIED INVESTORS,  

PROFESSIONAL/QUALIFIED CLIENTS, AND WHOLESALE INVESTORS ONLY

Case Study: Growing public private partnership 

in Japan – historic airport privatization 

Japan’s airport privatization program that began in 2015 has 

attracted significant private investment from international 

and domestic investors and is designed as a first step in 

developing the use of public private partnerships (PPPs) in 

the country, with expected expansion to other sectors such 

as roads, water and sewage assets.

A major factor in the program’s success was the legal 

framework Japan had put into effect to support PPPs over 

time. As Japan emerged from the asset price bubble in the 

early 1990’s, it faced real fiscal constraints. On the other 

hand, a cash-rich domestic banking sector found itself 

inefficiently allocated to low-yielding Japanese government 

bonds. A clear opportunity presented itself to re-allocate 

these funds to infrastructure investment. However, with 

an antiquated legal framework and insufficient protection 

for creditors to infrastructure projects, this was not a 

straightforward pursuit.

Starting with the 1999 Act on Promotion of Private 

Finance Initiative (PFI Law), and continuing with the 2011 

amendments to the PFI Law designed to facilitate use of 

the concession model, Japan took steps to increase legal 

certainty for project investors. Among other aspects of 

the reforms, these laws allowed private operators to set 

and collect user fees, and also to perfect their rights in 

project revenues by according them the same treatment as 

mortgage liens in real property. These efforts to improve the 

legal certainty available to investors, and other measures 

such as narrowing the scope of force majeure events for 

which concession operators would remain liable, have 

contributed to the reliability of cash flows and de-risked 

infrastructure project cash flows, leading to the consequent 

success of the concession model.

Regulatory certainty

Given the social significance of many essential 

infrastructure assets, many countries use regulatory 

bodies to provide a level of oversight over private 

ownership of infrastructure assets.

Long-term infrastructure operators have a responsibility 

to provide the required level of service at an appropriate 

cost to users of infrastructure assets, and most investors 

also understand that the economic environment can 

evolve over the long term. 

In the United Kingdom, the water and sewage sector is 

financed by private capital, with the government agency 

Ofwat responsible for the economic regulation of the 

industry. Investors in this sector know that every five years 

Ofwat will undertake a price review reflecting underlying 

variables such as the prevailing risk-free rate, inflation 

outlook, cost of debt and the tax environment. In this regard, 

the independent regulator provides a forum to 1) open lines 

of communication between investors, operators and users, 

2) create the rules of the road to establish a level of certainty 

in a dynamic macroeconomic environment and, ultimately, 

3) set a regulated return for investors, that can change over 

time depending on the prevailing condition.

Encourage domestic investor participation 

An additional step in providing enhanced certainty 

and comfort to international investors is to encourage 

participation by domestic pension funds in national 

infrastructure. Local pension funds’ participation helps to 

align interests with international investors in the event of 

policy or other changes. 

Local participants may have a more constructive view 

of country-specific risks, and this direct dialogue can be 

translated into the language of investment that global 

market participants understand. To complement this 

insight, international investors are well positioned to place 

local dynamics in the context of what they see globally.
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Source: International Finance Corporation, April 2017.

4 Beware of unintended consequences:  
Investors look at the net return

Project-specific risk and return is not the only factor that 

influences the flow of infrastructure capital to a sector or 

region. While developers and policymakers often think 

in terms of the gross or top-line return from a project, the 

net return is what is important to investors and in a global 

context investors will compare net return across countries 

rather than gross return. An investor’s net return can be 

impacted by unintended consequences.

For policymakers aiming to stimulate capital flows, it is  

important to consider how foreign exchange can impact 

long-term investments: hedging a volatile currency can  

be expensive or not possible over the long term. Currency  

considerations are most acute for EM governments, and 

they may consider taking on currency risk themselves, 

such as by issuing foreign currency debt on their balance 

sheets, and then financing infrastructure projects in local 

currency. The greater the chance that an investment 

becomes a play on currency rather than an investment in an  

asset, the less attractive it is in an infrastructure portfolio. 

In the same way, policies around tax, capital repatriation, 

and capital markets regulation will further impact 

market attractiveness.

Domestic tax policies within individual countries can 

help or hinder capital flows into infrastructure from the 

international investment community. Certain markets for 

infrastructure can be less attractive to foreign investors 

due to the complexity of tax policy. For example, certain 

non-US investors investing in infrastructure in the US 

may be disadvantaged by tax laws such as the Foreign 

Investment in Real Property Tax Act (commonly known as 

FIRPTA), and those related to loan origination investments 

for non-US investors. 

FIRPTA was introduced by the US in 1980. The intent 

of this act was to address a perceived tax advantage 

for non-US investors in which they could avoid taxes 

on capital gains on US property investments. However, 

an unintended consequence of the Act was that 

this essentially created a double layer of taxation on 

investment for international investors, in both the US 

Pairing local and international capital creates a mutually 

beneficial outcome. For local capital, the presence of 

international capital can bring an outside perspective on 

the technical ‘know-how’ in underwriting investments, and 

a greater understanding of how infrastructure fits into their 

broader financial portfolio. For international capital, the 

presence of local capital can bring the ‘know-who’, of deeper 

regulatory and political insight, and geography-specific views.

Case Study: Colombian roads financed by 

Colombian investors 

Colombia is a large country, the size of Spain and France 

combined, with some of the world’s most outdated road 

infrastructure. Addressing this has been a key priority for 

the past two administrations. In 2014, Colombia’s 

government (working with the World Bank’s development 

finance arm: the International Finance Corporation), 

created the Fourth Generation ('4G') road expansion 

program. The ambitious US$25bn program comprises 32 

projects seeking to both improve existing road infrastructure 

as well as build 8,000 kilometres of new roads. The project 

is expected to create 120,000 new jobs and provide 

substantial investment opportunities for institutional investors.

Broad support from Congress, a comprehensive 

concession contract, and strong alignment of interests 

between the government, project sponsors and lenders, 

were all put in place with the aim of implementing this 

program across political cycles. 

Additionally, the government passed a law to allow the 

country’s private pension fund system to allocate up to 

5% of eligible assets to infrastructure, thereby anchoring 

commitment from the largest pool of local capital.
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There have also been positive policy movements impacting 

net returns for investors, as regulators’ understanding of 

infrastructure project fundamentals have matured along 

with the asset class. For example, in 2017 EIOPA, the 

European Insurance regulator, completed a study for the 

European Commission that led to better regulatory capital 

treatment for insurance companies if they invested in high 

quality infrastructure. This project both recognized the 

stability of infrastructure assets in the context of societal 

need and made infrastructure investment more attractive 

for European insurance companies compared to other 

choices, by allowing an insurer to hold 25% less capital 

on their balance sheet for infrastructure investments 

compared to other corporate investments. 

More recently, the Financial Stability Board (FSB) requested 

views on its recent report on the effects of financial 

regulatory reforms on infrastructure finance. We welcome  

a continued assessment of where refinements to financial  

regulation could improve the environment for infrastructure 

investment. Infrastructure projects typically exhibit lower  

risk and lower losses than corporate exposures5, including 

unsecured corporate exposures, due to the structured 

and highly collateralized nature of these projects. Given  

this, and the G20’s priorities around promoting infrastructure 

development as a means to achieve sustainable and  

inclusive long-term growth, the unintended consequences 

of certain capital rules and risk weights on infrastructure 

finance should be continually evaluated. 

and in their home market. This differed from investment 

in other asset classes such as US equity and bonds and 

made investment in property and infrastructure less 

attractive to those investments on a net basis. In 2015, 

qualified international pensions were exempted from the 

provisions of the Act, levelling the playing field between 

US and non-US pensions.

Australia is another important market for infrastructure 

investment where complex tax structuring considerations 

can create obstacles to investment. The managed 

investment trust (MIT) regime provides for concessions 

on tax in Australia, but the application of the regime can 

be complex for foreign investors.

From a more general perspective, the introduction 

of the (Organization for Economic Co-operation and 

Development) OECD’s-base erosion and profit-shifting 

initiative is changing the investment tax landscape 

and, in particular, could have a big impact on how 

investors access private asset investments in the coming 

years. Policymakers must be cognizant of the potential 

detrimental impact on the flow of capital into asset 

classes, such as infrastructure, as a result of such initiatives.

India has recently made great efforts to encourage 

international capital flows into the country’s infrastructure, 

with some positive results. The Modi administration there 

has been cognizant that the tax system is complicated 

and has made efforts to encourage international 

investment by easing the minimum alternative tax (MAT) 

burden, amongst other measures.

Also, in terms of unintended consequences, it is worth 

noting that decisions in one sector can have knock-on 

implications in others. Retroactive changes have harmed 

investors in a number of instances. A well-known case 

study is Spain’s decision in 2010 to adjust the regulatory 

support for photovoltaic solar power. This change is 

generally discussed in the context of the growth of 

renewables. Perhaps what is less talked about is the fact 

that the significant majority of international infrastructure 

investors avoided Spain as a target destination for any 

infrastructure investment in the years following the 

retroactive solar policy change.
5 � Source: Moody’s, Infrastructure Default & Recovery 

Rates, July 2017.

Summary
Institutional investors have the appetite to further finance 

global infrastructure on a long-term basis and are increasingly 

aware that for a return to be sustainable over the long term, 

societal value must be created and communicated. 

For policymakers looking to engage international investors, 

the key principles of policy, pipeline, scale, certainty and a 

focus on the net return, are what investors will look at when 

developing their view of relative market attractiveness. 
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Important information
This material is provided for educational purposes only and is not intended to be relied upon as a forecast, 
research or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities 
or to adopt any investment strategy. The opinions expressed are subject to change. References to specific 
securities, asset classes and financial markets are for illustrative purposes only and are not intended to be 
and should not be interpreted as recommendations. Reliance upon information in this material is at the sole 
risk and discretion of the reader. The material was prepared without regard to specific objectives, financial 
situation or needs of any investor.

This material is not intended to be a recommendation or advice by BlackRock. If this material were construed 
to be a recommendation by BlackRock, BlackRock would seek to rely on Department of Labor Regulation 
Section 2510.3-21(c)(1). As such, by providing this material to you, a plan fiduciary that is independent 
of BlackRock, BlackRock does not undertake to provide impartial investment advice or give advice in a 
fiduciary capacity. Furthermore, BlackRock receives revenue in the form of advisory fees for our mutual 
funds and exchange traded funds and management fees for our collective investment trusts.

This material may contain 'forward-looking' information that is not purely historical in nature. Such 
information may include, among other things, projections, forecasts, and estimates of yields or returns. No 
representation is made that any performance presented will be achieved by any BlackRock Funds, or that 
every assumption made in achieving, calculating or presenting either the forward-looking information or 
any historical performance information herein has been considered or stated in preparing this material. Any 
changes to assumptions that may have been made in preparing this material could have a material impact on 
the investment returns that are presented herein. Past performance is no guarantee of future results.

The information and opinions contained in this material are derived from proprietary and nonproprietary 
sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as 
to accuracy.

In the US, this material is for institutional use only – not for public distribution. 

In Canada, this material is intended for permitted clients only. 

In the EU issued by BlackRock Investment Management (UK) Limited (authorised and regulated by the 
Financial Conduct Authority). Registered office: 12 Throgmorton Avenue, London EC2N 2DL. Registered 
in England No. 2020394. Tel: 020 7743 3000. For your protection, telephone calls are usually recorded. 
BlackRock is a trading name of BlackRock Investment Management (UK) Limited. This material is for 
distribution to Professional Clients (as defined by the FCA Rules) and Qualified Investors and should not be 
relied upon by any other persons. 

For qualified investors in Switzerland, this material shall be exclusively made available to, and directed at, 
qualified investors as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended. 

Issued in the Netherlands by the Amsterdam branch office of BlackRock Investment Management (UK) 
Limited: Amstelplein 1, 1096 HA Amsterdam, Tel: 020 - 549 5200. 

In South Africa, please be advised that BlackRock Investment Management (UK) Limited is an authorised 
Financial Services provider with the South African Financial Services Board, FSP No. 43288. 

In Singapore, this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N) for use 
only with institutional investors as defined in Section 4A of the Securities and Futures Act, Chapter 289 
of Singapore. 

In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not 
been reviewed by the Securities and Futures Commission of Hong Kong. This material is for distribution to 
‘Professional Investors’ (as defined in the Securities and Futures Ordinance (Cap.571 of the laws of Hong 
Kong) and any rules made under that ordinance.) and should not be relied upon by any other persons or 
redistributed to retail clients in Hong Kong. 

In South Korea, this material is issued for the exclusive use of the recipient who warrants by receipt of this 
material that they are a Qualified Professional Investors. 
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Issued in Australia by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 
230 523 (BIMAL) for the exclusive use of the recipient who warrants by receipt of this material that they are 
a wholesale client and not a retail client as those terms are defined under the Australian Corporations Act 
2001 (Cth). BIMAL is the issuer of financial products and acts as an investment manager in Australia. This 
material has not been prepared specifically for Australian investors and may contain references to dollar 
amounts which are not Australian dollars and financial information which are not prepared in accordance 
with Australian law or practices.

For recipients in China: This material may not be distributed to individuals resident in the People's Republic 
of China (PRC, for such purposes, excluding Hong Kong, Macau and Taiwan) or entities registered in the 
PRC unless such parties have received all the required PRC government approvals to participate in any 
investment or receive any investment advisory or investment management services. 

For Other Countries in APAC: This material is provided for your informational purposes only and must not 
be distributed to any other persons or redistributed. This material is issued for Institutional Investors only 
(or professional/sophisticated/qualified investors as such term may apply in local jurisdictions) and does not 
constitute investment advice or an offer or solicitation to purchase or sell in any securities, BlackRock funds 
or any investment strategy nor shall any securities be offered or sold to any person in any jurisdiction in 
which an offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction.

In Latin America and Iberia, for institutional investors and financial intermediaries only (not for public 
distribution). This material is for educational purposes only and does not constitute investment advice or 
an offer or solicitation to sell or a solicitation of an offer to buy any shares of any fund or security and it is 
your responsibility to inform yourself of, and to observe, all applicable laws and regulations of your relevant 
jurisdiction. If any funds are mentioned or inferred in this material, such funds may not been registered 
with the securities regulators of Argentina, Brazil, Chile, Colombia, Mexico, Panama, Peru, Portugal, 
Spain, Uruguay or any other securities regulator in any Latin American or Iberian country and thus, may 
not be publicly offered in any such countries. The provision of investment management and investment 
advisory services is a regulated activity in Mexico thus is subject to strict rules. For more information on the 
Investment Advisory Services offered by BlackRock Mexico please refer to the Investment Services Guide 
available at www.blackrock.com/mx. The securities regulators of any country within Latin America or Iberia 
have not confirmed the accuracy of any information contained herein. No information discussed herein 
can be provided to the general public in Latin America or Iberia. The contents of this material are strictly 
confidential and must not be passed to any third party.

The information provided here is neither tax nor legal advice. Investors should speak to their tax professional 
for specific information regarding their tax situation. Investment involves risk including possible loss of 
principal. International investing involves risks, including risks related to foreign currency, limited liquidity, 
less government regulation, and the possibility of substantial volatility due to adverse political, economic 
or other developments. These risks are often heightened for investments in emerging/developing markets 
or smaller capital markets.

THIS MATERIAL IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN THE RECIPIENT

© 2018 BlackRock, Inc. All Rights Reserved. BLACKROCK is a registered trademark of BlackRock, Inc.  
All other trademarks are those of their respective owners. (Splash/374728/Sep18)
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