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Earnings growth supported by structural drivers
Global listed infrastructure consists of tangible assets that 
provide essential services. A combination of defensive earnings 
and structural drivers can support growth even during difficult 
economic environments. 

This paper highlights how the global listed infrastructure 
strategy is positioned in toll roads, mobile towers, renewable 
energy and transmission assets, which can continue to deliver 
earnings growth when broader economic growth is low. 
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Utilities: renewables and transmission build-out
Utilities, a cornerstone of global listed infrastructure, have 
traditionally performed well during times of slower economic 
growth due to their stable cash flows and high dividend yields. 
As well as providing defence to a portfolio, many utilities are 
now deriving growth from the build-out of renewable energy; 
and the increasing need for transmission infrastructure. 

The renewable energy space, in particular, is presenting some 
unique investment opportunities. Policy measures aimed at 
reducing carbon emissions are having a significant impact on 
how the electricity sector generates, transmits and distributes 
electricity. Wind and solar are rapidly taking market share from 
coal-fired and nuclear power stations. These two energy sources 
are estimated to expand their market share of the world’s 
power capacity from just over 20% in 2012 to 29% in 2040. 
In contrast, coal-fired power stations are rapidly being closed. 
Coal’s share of global power generation is forecast to decline 
from 40% in 2012 to 29% in 20401. In the US, this large-scale 
capital investment in renewables is being led by big, publicly 
listed electric utilities including NextEra Energy, Xcel Energy and 
Iberdrola. The momentum behind growth in renewable energy 
is demonstrated in Chart 1.

Chart 1: Global renewables-based power capacity additions 
by type and share of total capacity additions 
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As electricity production evolves and becomes de-centralised, 
new transmission infrastructure will also need to be built, 
specifically to where wind and solar resources are strongest. 
Electric distribution grids will need to be upgraded, hardened 
and smartened to deal with two-way flow of distributed energy. 
Between 2016 and 2019, Californian utility PG&E proposes to 
invest almost US$1 billion in its ‘Grid of Things’; a 21st-century 
power grid equipped to maximise the use of a growing array 
of advanced energy technologies from electric vehicles and 
rooftop solar to smart appliances and battery storage.

In order to support this investment, regulators are currently 
providing allowed rates of return to utilities of around 10%.  
We consider this very attractive, given these companies’ low  
risk business models and the current low level of risk-free rates.

Toll roads: replacement investment cycle
Governments have failed to invest in a wide range of infrastructure 
in recent decades. The growing need to improve road networks, 
combined with the inability of many governments to afford them, 
presents opportunities for the private sector.

Australia’s Transurban, which operates Australian and US toll road 
concessions, provides a good example of this. It is the dominant 
operator in Australia’s largest cities, giving it considerable 
economies of scale that can be used to its advantage when 
bidding for toll road concession projects that connect to its 
existing network. The company has a track record of successfully 
negotiating with governments to secure new projects, and of 
gaining concession life extensions in exchange for additional capex 
spending commitments.

Traffic volumes have become a less important driver of earnings 
growth in recent years as new projects and road widenings have 
become more significant, decoupling the company’s earnings 
from broader economic growth rates. This strategy enables the 
company to pay a distribution yield of ~4.5% which is forecast to 
grow at over 10% pa between now and 2020. Chart 2 illustrates 
how Transurban’s concessions and earnings have evolved and are 
forecast to continue to grow.

1	 US Energy Information Agency: International Energy Outlook 2016.
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Chart 2: Proportionate EBITDA
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Towers: ever-growing appetite for mobile data

Cash-generative mobile tower companies such as American 
Tower and Crown Castle continue to benefit as structural 
growth in demand for mobile data places telecom  
companies under ongoing pressure to improve network 
quality and capacity.

The appetite for mobile data has surged in recent years, 
increasing globally by 74% during 2015 alone. This growth 
is being underpinned by the increasing popularity of data-
intensive activity such as audio and video streaming services 
and by consumers’ growing expectations that a high-speed 
data connection will be available, even in the absence of Wi-Fi. 

This demand enables tower companies to use fixed price 
escalators to automatically raise customer prices, typically  
by around 3% pa. Rising prices, combined with organic growth 
in tower sites and acquisitions, have enabled Crown Castle  
to deliver the steady earnings growth shown in Chart 3, 
through a period of turbulent world markets and muted 
economic growth rates.

Chart 3: Crown Castle – adjusted funds from operations
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This growth looks set to continue. Progress continues to 
be made in the wireless sphere; just as 3G gave way to 
4G, providing a boost to mobile towers, the next wave of 
technology – 5G – is expected to start rolling out in the early 
2020s. Emerging markets present additional opportunities. 
American Tower has recently invested in a portfolio of towers  
in India, where a majority of customers have yet to negotiate 
the transition from 2G to 3G technology.

Implications at portfolio level
Our largest overweight position today is the toll road sector. 
Revenues are robust, with consistently high operating margins 
of between 60% and 80%. We believe that the market does not 
yet fully appreciate these companies’ ability to grow earnings 
through contracted toll increases, additional growth projects, 
concession extensions and organic traffic volume growth.

Mobile towers represent another overweight position. We like 
their high free cash flow, the long-term visibility of contracted 
revenues and the robust growth in mobile data demand that  
is underpinning earnings growth for this sector.

Our largest underweight position is in US Utilities. Some 
companies in this sector face challenging regulatory 
environments, are trading at full valuation multiples, or derive 
significant portions of their revenue from conventional energy 
generation, which now faces a vicious cycle of declining market 
share, reduced revenues and rising costs. 

Our main holdings in this sector are made up of companies 
that are at the forefront of renewable build-out such as 
NextEra Energy and Xcel Energy; an area of the market that 
is experiencing a virtuous cycle of falling costs, improving 
productivity and growing market share. We also have exposure 
to companies which are participating in the build-out of much 
needed transmission infrastructure such as Eversource Energy 
and Dominion Resources.
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Disclaimer

This document is directed at persons of a professional, sophisticated, institutional or wholesale nature and not the retail market.

This document has been prepared for general information purposes only and is intended to provide a summary of the subject matter covered. It does not 
purport to be comprehensive or to give advice. The views expressed are the views of the writer at the time of issue and may change over time. This is not an offer 
document, and does not constitute an offer, invitation, investment recommendation or inducement to distribute or purchase securities, shares, units or other 
interests or to enter into an investment agreement. No person should rely on the content and/or act on the basis of any matter contained in this document.

This document is confidential and must not be copied, reproduced, circulated or transmitted, in whole or in part, and in any form or by any means without our 
prior written consent. The information contained within this document has been obtained from sources that we believe to be reliable and accurate at the time of 
issue but no representation or warranty, express or implied, is made as to the fairness, accuracy or completeness of the information. We do not accept any liability 
for any loss arising whether directly or indirectly from any use of this document.

References to “we” or “us” are references to Colonial First State Global Asset Management (CFSGAM) which is the consolidated asset management division of the 
Commonwealth Bank of Australia ABN 48 123 123 124. CFSGAM includes a number of entities in different jurisdictions, operating in Australia as CFSGAM and as 
First State Investments (FSI) elsewhere.

Past performance is not a reliable indicator of future performance.

Reference to specific securities (if any) is included for the purpose of illustration only and should not be construed as a recommendation to buy or sell. Reference 
to the names of any company is merely to explain the investment strategy and should not be construed as investment advice or a recommendation to invest in 
any of those companies.

Hong Kong and Singapore

In Hong Kong, this document is issued by First State Investments (Hong Kong) Limited and has not been reviewed by the Securities & Futures Commission in Hong 
Kong. In Singapore, this document is issued by First State Investments (Singapore) whose company registration number is 196900420D. First State Investments 
and First State Stewart Asia are business names of First State Investments (Hong Kong) Limited. First State Investments (registration number 53236800B) and First 
State Stewart Asia (registration number 53314080C) are business divisions of First State Investments (Singapore).

Australia

In Australia, this document is issued by Colonial First State Asset Management (Australia) Limited AFSL 289017 ABN 89 114 194311.

United Kingdom and European Economic Area (“EEA”)

In the United Kingdom, this document is issued by First State Investments (UK) Limited which is authorised and regulated in the UK by the Financial Conduct 
Authority (registration number 143359). Registered office: Finsbury Circus House, 15 Finsbury Circus, London, EC2M 7EB, number 2294743.

Outside the UK within the EEA, this document is issued by First State Investments International Limited which is authorised and regulated in the UK by the Financial 
Conduct Authority (registration number 122512). Registered office 23 St. Andrew Square, Edinburgh, Midlothian EH2 1BB number SC079063.

Middle East

In certain jurisdictions the distribution of this material may be restricted. The recipient is required to inform themselves about any such restrictions and observe 
them. By having requested this document and by not deleting this email and attachment, you warrant and represent that you qualify under any applicable 
financial promotion rules that may be applicable to you to receive and consider this document, failing which you should return and delete this e-mail and all 
attachments pertaining thereto.

In the Middle East, this material is communicated by First State Investments International Limited which is regulated in Dubai by the DFSA as a Representative Office.

Kuwait

If in doubt, you are recommended to consult a party licensed by the Capital Markets Authority (“CMA”) pursuant to Law No. 7/2010 and the Executive Regulations 
to give you the appropriate advice. Neither this document nor any of the information contained herein is intended to and shall not lead to the conclusion of any 
contract whatsoever within Kuwait.

UAE – Dubai International Financial Centre (DIFC)

Within the DIFC this material is directed solely at Professional Clients as defined by the DFSA’s COB Rulebook.

UAE (ex-DIFC)

By having requested this document and / or by not deleting this email and attachment, you warrant and represent that you qualify under the exemptions 
contained in Article 2 of the Emirates Securities and Commodities Authority Board Resolution No 37 of 2012, as amended by decision No 13 of 2012 (the “Mutual 
Fund Regulations”). By receiving this material you acknowledge and confirm that you fall within one or more of the exemptions contained in Article 2 of the 
Mutual Fund Regulations.

Copyright © (2016) Colonial First State Group Limited

All rights reserved.EX
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