Ever thought of investing in essential services?
SUPPORTING YOU EVERY MINUTE OF EVERY DAY

Investing in infrastructure is about investing in the companies that provide
essential services to society, and earning predictable, reliable returns in
the process.
More than 350 infrastructure and utility companies are listed on global stock markets, with the sector having a combined
market capitalisation in excess of US$4 trillion; about three times the market value of the Australian stock market. The
services provided by these companies are essential to the efficient function of communities, conferring the earnings of
infrastructure companies a high degree of resilience. As investments, infrastructure stocks exhibit unique characteristics,
including reliable cash generation, inflation protection, defensiveness in declining markets, and low correlations with
other asset classes creating a compelling case to include the sector in a diversified portfolio.
As it is traditionally defined, infrastructure typically refers to large, tangible assets that deliver essential services. While
utilities, highways and pipelines are widely regarded as infrastructure, the status of other assets, including car parks,
data centres, and satellites attracts debate. Notwithstanding this complexity, the case for investing in infrastructure is
clearly demonstrated by an examination of the sector’s attributes.
WHY INVEST IN LISTED INFRASTRUCTURE?
As an asset class, infrastructure exhibits four distinctive characteristics:
INFRASTRUCTURE GENERATES RELIABLE CASH FLOWS
The vast majority of infrastructure assets exhibit predictable demand, limited competition and a stable
regulatory environment. Infrastructure is thus well positioned to generate reliable cash flows and solid
and stable earnings growth, no matter what economic conditions prevail.
INFRASTRUCTURE OFFERS INFLATION PROTECTION
Infrastructure comes with built-in protection against inflation because regulators allow these
companies to raise their prices to protect their earnings when their costs rise.
INFRASTRUCTURE HAS LOWER RISK OF CAPITAL LOSS
Assets that have reliable earnings growth and stable income streams are typically havens in periods
when equity benchmarks decline.
INFRASTRUCTURE EXHIBITS LOW CORRELATIONS WITH OTHER ASSET CLASSES
Because the earnings of infrastructure companies exhibit low levels of sensitivity to economic
conditions, the returns on infrastructure investments typically exhibit low correlation with other asset
classes, offering diversification benefits for investors.
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Infrastructure – always in demand
Investing in infrastructure is about investing in the companies
that provide essential services to society. We are so used to
these services in our lives that perhaps we underestimate the
range of essential services that are provided the world over,
every minute of every day.

COMMUNICATION TOWERS
The phenomenal growth of the Internet and mobile devices mean that
communication towers play an essential role in the efficient function of a
modern community. Worldwide there are an estimated 3.4 million towers.1
The biggest tower operators have a large reach. American Tower, for example,
has nearly 179,000 towers across 20 countries in five continents2. About nine
global infrastructure stocks are telecommunication tower stocks. Another is
Crown Castle International.
GLOBAL MOBILE DATA TRAFFIC IS EXPECTED TO GROW
ALMOST FIVE-FOLD OVER THE PERIOD TO 2025.^

WATER
Water is perhaps the most essential of all infrastructure services. Australians consumed more than 16,500
gigalitres of water in 2016-17 - enough to fill Sydney Harbour 33 times – supporting sector revenues in
excess of $15b.3 The average household bill is $613 a year.4 About 17 global infrastructure stocks are
‘water’ stocks. These include United Utilities of the UK and American Water Works.
HUMANS CAN USE ONLY ABOUT 0.3%
OF THE WORLD’S SUPPLY OF WATER.5

NATURAL GAS
Natural gas is nearly as interwoven into our daily
lives as electricity. In Australia, ~38,000 kilometres
of natural gas transmission pipelines shift gas from
where it is produced to demand centres.6 Natural gas
supplies ~22% of Australia’s energy needs.7 About 12
global infrastructure stocks are ‘natural gas’ stocks.
GLOBAL NATURAL GAS
CONSUMPTION IS EXPECTED TO
INCREASE BY MORE THAN 40%
OVER THE PERIOD TO 20508
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ELECTRICITY
Electricity is integral to almost every aspect of
our modern lives. In the US, the grid transmits
electric power from generation plants through
262,000 kilometres of high-voltage electrical
conductors and more than 15,000 transmission
substations.9
The average US household spends US$115.49
per month on power.10 About 48 global
infrastructure stocks are ‘electric’ utilities. National
Grid of the UK, Spark Infrastructure of Australia
and American Electric Power are three of them.

ELECTRICITY WASN’T ‘INVENTED’.
IT WAS ‘DISCOVERED’ BECAUSE IT
IS PRESENT IN NATURE

AIRPORTS
In 2019, planes carried over 4.5 billion passengers worldwide through the
world’s airports.11
About 16 global infrastructure stocks are ‘airport’ stocks. These include Sydney
Airport and Zurich Airport.

THE WORLD IS HOME TO ABOUT 41,800 AIRPORTS.12

TOLL ROADS
Toll roads have been around for thousands of years, with ancient texts
describing travelers paying a fee to travel on the Susa-Babylon highway in 7th Century
BCE Persia. Today the US has more than 9,000 km of toll roads. They host more than
five billion trips a year.13 About 10 global infrastructure stocks are ‘toll road’ stocks
which includes Transurban of Australia.
SYDNEY’S TOLL ROADS HOST AN AVERAGE OF
MORE THAN 800,000 TRIPS EACH DAY. 14
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OUR INFRASTRUCTURE PHILOSOPHY
Our investment approach for infrastructure and utilities is founded on two principal objectives: to achieve attractive riskadjusted returns over the medium to long term and to reduce the risk of permanent capital loss. We are an absolutereturn focused manager that seeks to invest in the most advantaged infrastructure companies in the world.
WHAT SETS OUR APPROACH APART?
Where our strategy is different is that we apply a stricter definition to what qualifies as infrastructure. Our experience
tells us that investors allocate to infrastructure and utilities seeking reliable investment returns. To achieve this objective,
we limit our investment universe to stocks that provide investors with predictable, through-the-economic-cycle,
inflation-linked returns. We exclude stocks whose earnings are sensitive to competition, movements in commodity
prices, and sovereign risk.
The stocks we consider for the strategy are mainly drawn from two sectors:
•

Regulated utilities, which includes energy and water utilities. We estimate that utilities comprise about 60% of the
potential investment universe for the strategy. Utilities are typically regulated by a government-sponsored entity.
Such regulation requires the utility to provide an essential service while allowing the utility to earn a fair rate of
return on the capital it has invested.

•

Infrastructure, which includes toll roads, communications assets, energy infrastructure (oil and gas pipelines) and
airports.

OUR INFRASTRUCTURE TEAM
Our infrastructure team consists of seven investment professionals with over 100 years of experience collectively. The
team is headed by Gerald Stack and manages over A$18 billion* for large and small investors based around the world.
The portfolio manager of the MFG Core Infrastructure Fund (Ticker:MCSI) is David Costello. David joined Magellan in
2015 and was promoted to Portfolio Manager in 2019. David has worked in infrastructure focused roles for more than a
decade, including roles at EY and SFG Consulting. David is portfolio manager of the MFG Core Infrastructure Fund.
MFG CORE INFRASTRUCTURE FUND
You can access our Core Infrastructure strategy through the MFG Core Infrastructure Fund, part of the MFG Core Series,
our range of lower-cost global equity funds that are actively constructed, systematically managed and continuously
monitored. The strategy seeks to provide efficient access to the stable returns offered by the infrastructure asset class
while protecting capital in adverse markets. The strategy typically holds between 70 and 100 global listed infrastructure
and utility stocks. To learn more about the MFG Core Series and the MFG Core Infrastructure Fund, please visit
www.mfgcoreseries.com.au.
* As at 30 November 2020.
^ Ericsson: Ericsson Mobility Report, 2016-2021 (March 2017).
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4 Australian Bureau of Statistics, Water Account, 2018-19, Table 1, Summary Indicators, https://www.abs.gov.au/statistics/environment/environmental-management/water-account-australia/
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Important Information: This material has been delivered to you by Magellan Asset Management Limited ABN 31 120 593 946 AFS Licence No. 304 301 (‘Magellan’) and has been prepared for
general information purposes only and must not be construed as investment advice or as an investment recommendation. This material does not take into account your investment objectives,
financial situation or particular needs. This material does not constitute an offer or inducement to engage in an investment activity nor does it form part of any offer documentation, offer or
invitation to purchase, sell or subscribe for interests in any type of investment product or service. You should read and consider any relevant offer documentation applicable to any investment
product or service and consider obtaining professional investment advice tailored to your specific circumstances before making any investment decision. A copy of the relevant PDS relating to a
Magellan financial product or service may be obtained by calling +61 2 9235 4888 or by visiting www.magellangroup.com.au.
This material may include data, research and other information from third party sources. Magellan makes no guarantee that such information is accurate, complete or timely and does not provide
any warranties regarding results obtained from its use. Statements contained in this material that are not historical facts are based on current expectations, estimates, projections, opinions and
beliefs of Magellan. Such statements involve known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon.
Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks of their respective owners. This material and the information contained within it
may not be reproduced, or disclosed, in whole or in part, without the prior written consent of Magellan.
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