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Summary 

Most investors now accept the advantages of an asset allocation to infrastructure within a portfolio. The challenge has been 
gaining access to the universe of infrastructure assets. In the past access has been very limited with most assets under 
Government ownership. Public private partnerships and privatizations have increased the number of investment opportunities 
to investors, whilst creating a choice of asset holding structures (direct investment verses public listed equity). 
 
RARE believes that since the advantages of infrastructure investments are based on asset level characteristics; there should be 
no difference to investors based on choice of holding structure. However in the real world differences are observed. RARE notes 
that many of these differences become insignificant when measurement factors, such as valuation interval, are changed. 
 
RARE considers that, in the long term, a portfolio of listed unique infrastructure assets can be considered as a substitute for a 
portfolio of direct infrastructure holdings. However, in the medium term, there is evidence that a combination of listed and 
direct infrastructure can be complementary and add to portfolio diversification and returns. 

Underlying nature of Infrastructure assets 

The value of infrastructure as an asset class to investors is determined by the extent to which these assets represent a unique 
investment opportunity that is uncorrelated with existing asset classes within the Investor’s portfolio. RARE believes that 
infrastructure assets should exhibit lower volatility of earnings and cashflows compared with general equities. The primary 
reason is the relatively low correlation of infrastructure earnings to large macro economic risk factors such as GDP and 
inflation. 
 
Fundamentally there should be little or no difference in the investment attractions of an asset according to the structure 
through which the asset is held. I.e. an equity interest in a pipeline should give the investor the same risk return exposure 
whether it is held directly, though an unlisted fund or through a publically listed entity. 
 
However, in the real world, differences are observed. The most obvious difference is in the volatility of returns. Based on the 
periodic, and somewhat subjective, valuation points (generally semi-annual), returns from direct infrastructure investments are 
held to be more stable and less correlated to general equity markets. This apparent stability has often been used as an 
argument behind the higher valuations (and gearing) in direct infrastructure transactions compared with listed comparables. 
Interestingly this has created a situation at odds with the traditional concept of the ‘illiquidity discount’ – in this case direct 
investments attract a premium for the lack of measured volatility. 

Direct vs. Listed Infrastructure  

 
 
 
 
 
 
 
 
 
 
 
 
Dec 2002 to Dec 2008 AUD total return 
Source: MSCI and listed returns, Bloomberg; Direct composite group: published NAB valuations from listed tollroad and airport holding companies 

Observed differences between listed and unlisted comparable assets 

Direct infrastructure 
appears to have lower 
volatility and lower 
market correlation 

Average monthly 
return  Std. deviation 

 Correlation with 
MSCI Global 

MSCI 0.4% 3.9% 1.00
Listed infrastructure 1.3% 4.9% 0.65
Direct infrastructure 0.9% 3.4% 0.23



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Correlation based on total return A$ from Dec-2002 to Dec-2008. Listed asset returns are based on monthly total returns (A$). For unlisted returns we have used the published internal Net 
Asset Valuation (NAV) from two of the longest running Macquarie trust vehicles - Macquarie Airports Trust (MAP) and Macquarie Infrastructure Group (MIG) 

The influence of measurement interval and holding period on returns 

RARE has conducted a comparison analysis of historic returns from direct vs. listed assets. RARE constructed a return series from 
both groups over different time intervals, from monthly to annual. The chart below shows the correlation between the two 
series returns over each measurement interval. 
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Correlation of Listed and unlisted returns over different measurement frequencies 

Using a monthly time series yields a very low correlation between the returns, producing the odd situation of low correlation 
between fundamentally similar assets. However this situation largely disappears as the measurement interval increases, 
suggesting the underlying returns are more highly correlated. 
 
RARE also measured the correlation of both sets of returns with the MSCI Global (proxying for general equities). The chart below 
shows the correlation between the infrastructure group and the MSCI Global over different measurement intervals. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 

Source: RARE, published returns and Bloomberg, Correlation based on total return A$ from Dec-2002 to Dec-2008  

Correlations with World Equities over different measurement intervals 
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Obviously correlations fluctuate over time (and have recently increased over many asset classes due to the credit crunch). 
However RARE believes that there is good evidence that much of the measured difference between direct and listed 
infrastructure can by ascribed to measurement timing and interval. 
 
Other practical differences that could cause disconnect between the performance of the underlying asset and the performance 
of the investment include fees, agency costs, diversification and financial structure. For listed infrastructure the key issues 
which have led to more return volatility (and more market beta) are diversification and exposure to non-infrastructure, non-
regulated assets. As a result RARE’s investment approach is to focus on ‘pure’ infrastructure assets and to avoid complex, 
diversified structures which can add volatility. 

Over longer measurement 
intervals, direct and listed 
infrastructure exhibit very similar 
correlations to general equities 
 
This is fundamentally what 
would be expected from similar 
underlying assets. 

Monthly returns appear 
uncorrelated, however 
changing the 
measurement period 
results in a high observed 
correlation between direct 
and listed returns. 



Combining Direct and Listed Infrastructure as an investment strategy 
RARE sees three potential benefits from an investment approach that used both listed and direct infrastructure: 
 
• Correlation – over shorter time periods there are some diversification benefits to holding both listed and direct 

Infrastructure given the low (0.2) correlation between the assets 
• Liquidity – an allocation to listed Infrastructure will ensure a minimum level of liquidity and enable investors to manage 

exposure levels to the sector 
• Supply and demand arbitrage – given the small size of the direct market it is more susceptible than most asset markets to 

supply / demand imbalances. This has the potential to create valuation bubbles and troughs (and indeed current evidence 
is that we are still trending downwards from a large bubble). For investors with both listed and direct infrastructure this 
offers the opportunity to create additional returns through arbitrage between the two assets. 

 
Short term correlation 

Analysis of the difference between long term risk and return of direct verses listed infrastructure suggests that, from a portfolio 
construction perspective, they can be considered as substitutes. However there is also evidence that, over short time periods, 
there is the potential to earn an incremental return through managing exposure through both listed and direct infrastructure 
assets. 
 
The chart below shows the risk return profile (as measured by monthly returns vs std deviation of monthly returns) for a pure 
portfolio of direct assets (using the proxy direct return series from the previous section), a pure portfolio of listed assets (using 
the comparison group from the previous section) and a 50:50 combination of the two.  
 
As expected, when measured using monthly returns, there is a clear diversification benefit from holding both listed and 
unlisted. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
Source: RARE caculations, published unlisted NAVs and Bloomberg 

Risk return profile of a combination of listed and direct infrastructure (Dec-96 to Dec-2008)  
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Liquidity 

An added benefit of a combination of listed and direct infrastructure is additional liquidity. Low liquidity in direct investments 
can present a problem when managing overall portfolio exposures. The timing of capital contributions or returns are 
infrequent and often not at the discretion of investors. Hence investors in direct infrastructure can find themselves materially 
over or underweight the asset class for extended periods of time. In this case a combination of direct and listed infrastructure 
could be used to construct and maintain a target exposure that can be effectively managed within a portfolio.  
 
 

Over shorter time periods there is 
a diversification benefit from 
holding assets with lower 
correlations 



Supply and demand arbitrage 

Lack of liquidity in an investment can cause problems when trying to sell. However it can also cause problems when trying to 
buy, especially if there are a small number of potential assets and a large number of willing buyers. When this is combined with 
a lack of alternative investments, prices can quickly exceed ‘fair value’. 
 
The charts below compare the history of direct asset acquisition valuations verses comparable listed valuations for the electric 
and airport sectors. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 Source:  

Electric sector – listed vs unlisted valuation multiples  Airport sector – listed vs unlisted valuation multiples 
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RARE believes that the apparent arbitrage opportunities in the Airport sector (and conversely the lack of arbitrage in the electric 
sector) is a result difference in the relative balance between the availability of assets and the number of direct asset investors. 
 
RARE believes that it is possible for investors to take advantage of valuation arbitrage opportunities arising from supply / 
demand imbalances in direct asset investment. An investment strategy that combined both listed and direct investments could 
potentially add returns through selective switching between direct and listed according to the stage of the supply / demand 
cycle.  

Conclusion – long term substitutes, medium term complements 
Over the long term, there should be little difference between returns of listed vs direct investments in similar assets. However in 
the medium term there are good reasons to believe that an investment strategy that combines listed and direct infrastructure 
can add incremental value to a portfolio compared with direct or listed alone. 
 
• Correlation – over shorter time periods there are some diversification benefits to holding both listed and direct 

Infrastructure given the low (0.2) correlation between the assets 
• Liquidity – an allocation to listed Infrastructure will ensure a minimum level of liquidity and enable investors to manage 

exposure levels to the sector 
• Supply and demand arbitrage – given the small size of the direct market it is more susceptible than most asset markets to 

supply / demand imbalances. This has the potential to create valuation bubbles and troughs (and indeed current evidence 
is that we are still trending downwards from a large bubble). For investors with both listed and direct infrastructure this 
offers the opportunity to create additional returns through arbitrage between the two assets. 

 
For more information please contact Richard Elmslie, Nick Langley or Rod Chisholm on 02 9397 7300 

www.RAREinfrastructure.com 



Important information 

While the information contained in this document has been prepared with all reasonable care, RARE Infrastructure Limited (“RARE”) accepts no responsibility or liability for any errors, 
omissions or misstatements however caused.  This information is not personal advice. This information has been prepared without taking account of your objectives, financial 
situation or needs.  

Investors should be aware that past performance is not indicative of future performance.  Returns can be volatile, reflecting rises and falls in the value of underlying investments. 
Potential investors should seek independent advice as to the suitability of the Fund to their investment needs.  

Treasury Group Investment Services Limited is the responsible entity for the RARE Infrastructure Value Fund (“RIVAF”), the RARE Series Value Fund and the RARE Series Emerging 
Markets Fund (“RARE Series Funds”).  Applications can only be made on the form in the current product disclosure statement for the fund dated 8 September 2008 for RIVAF and 15 
August 2008 for the RARE Series Funds.  The product disclosure statements can be obtained by contacting RARE Infrastructure Limited or on www.rareinfrastructure.com .  Potential 
investors should consider the product disclosure statement before deciding whether to invest, or continue to invest in the Funds.   

The fact that shares in a particular company may have been mentioned should not be interpreted as a recommendation to buy, sell or hold that stock.   

Any prospective PE ratios and dividend yields or forecasts referred to in this presentation constitute estimates which have been calculated by the RARE Infrastructure investment team 
based on RARE’s investment processes and research. 

Additional important information for potential or existing investors in United Kingdom 

RARE is not authorised in the UK under the Financial Services and Markets Act 2000. This document and the investment activity to which it relates may only be communicated by an 
unauthorised person to, and is only directed at: persons having professional experience in matters relating to investments, being investment professional as defined in Article 19(5) of 
the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (as amended) (“FPO”), persons falling within Article 49(2)(a) to (d) of the FPO (including high net worth 
companies and unincorporated associations) and persons to whom the communication may otherwise lawfully be made, together “relevant persons”). This document must not be 
acted on or relied upon by any persons who are not relevant persons. Any investment or investment activity to which this document relates is available only to relevant persons and 
will be engage in only with relevant persons.” 

Additional important information for potential or existing investors in Canada 

RARE is registered as an international adviser in the province of Ontario and is permitted under its registration to advise "permitted clients". RARE is not registered as an adviser under 
the securities legislation in any other province in Canada and accordingly is not, and is not holding itself out as being, in the business of an adviser in any such province. Prior to 
taking on any mandate as an adviser RARE would have to, in respect of a client resident in Ontario, determine that the client is a "permitted client" and, in respect of clients resident 
in other provinces, obtain legal advice as to whether registration as an adviser is necessary and obtain such registration if it is necessary and RARE determines that the mandate 
warrants registration. Further, the securities of any investment fund described in the materials enclosed are not qualified for public distributions in any province in Canada and RARE 
is not registered as a dealer in any province in Canada. Accordingly RARE is not offering the securities of any investment fund described in the materials in Canada. Prior to making 
any such securities available to a purchaser in Canada RARE would have to obtain legal advice as to whether the distribution is permitted and whether registration as a dealer is 
necessary. RARE would then have to determine what action, if any, would be warranted. RARE is aware that the requirements with respect to registration will be affected by the 
introduction in Canada of National Instrument 31-103- Registration Requirements and other pending changes to applicable securities legislation which are expected to occur in 2009. 

 


