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Infrastructure Investing and  
the Shifting Macro Environment 

As we start 2017, we take this opportunity to explore 
the impact of the evolving geopolitical landscape on 
infrastructure in the U.S., particularly given the outcome of 
the U.S. presidential election and the uncertainty inherent 
in a transition of power. In the immediate aftermath of the 
surprise victory by Donald Trump in the U.S. presidential 
election, infrastructure investing came into sharp focus 
as equity and debt markets forcefully extrapolated 
outcomes based on campaign rhetoric. Infrastructure 
investing was a favorite talking point of Trump on the 
campaign trail, one which he continues to emphasize post-
election. The ultimate impact of a Trump presidency is 
uncertain, however. Trump’s focus on infrastructure with 
his $1 trillion proposal is likely to be positive, but details 
remain scarce with respect to the level of private market 
participation, as well as the mechanisms by which federal 
policy will translate down to the state and municipal 
level, where the majority of infrastructure is funded. 
According to recent estimates by the American Society 
of Civil Engineers, $3.3 trillion in spending is required by 
2025 to meet infrastructure needs in the U.S., of which 43 
percent remains unfunded, leaving little reason to doubt 
the seriousness of Trump’s intentions.1 However, as state 
and local governments account for over three-quarters 
of infrastructure spending,2 we must emphasize a wait-
and-see approach to understanding precisely how Trump 
intends to close the spending gap. 
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1 American Society of Civil Engineers, Failure to Act: Closing the Infrastructure 
Investment Gap For America’s Economic Future, 2016.
2 Congressional Budget Office, Public Spending on Transportation and Water 
Infrastructure, 1956 to 2014, March 2015.
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As this relates to an investment in 
infrastructure securities, the immediate 
post-election reaction was decidedly 
mixed. While many investors embraced 
the sector as an area that may benefit from 
Trump administration policies, others 
focused on the sharp rise in interest rates 
as cause for concern in sectors perceived 
to be more defensive in nature. We believe 
both the euphoria and concern are likely 
to have been overblown. We will address 
the potential impact of both:

1.  IMPACT OF AN INFRASTRUCTURE 
SPENDING PLAN:

Infrastructure spending was a frequent 
topic of conversation throughout the U.S. 
presidential election cycle and is likely 
to be a key initiative during the Trump 
administration. Increased spending, 
should it materialize, could be a positive 
catalyst, but the key questions are to 
which companies and through what 
funding vehicles. Our initial read is that 
infrastructure companies most likely will 
benefit through government subsidies 
and/or tax relief and credits. They may 
also benefit from greater numbers of asset 
auctions, new investment opportunities, 
and a more accommodating regulatory 
environment, but timing and size here is 
less certain.

As it relates to Trump, initial rhetoric has 
focused on improving transportation and 
energy infrastructure (as well as social 
infrastructure), all of which are areas where 
listed infrastructure products may have 
exposure to companies that potentially 
stand to benefit from these initiatives on 
both a direct and indirect basis. In addition 
to the growth of existing companies, 
investors may benefit from the opportunity 
to invest in new companies, as well as 
potentially benefit from a tailwind as 
greater numbers of investors seek exposure 
to the asset class. We would further observe 
that this is not a phenomenon unique to 
the U.S., as governments in several other 
countries may make a similar push. While 
not something infrastructure investors 
should rely on, this may serve as yet another 
positive catalyst.

2.  IMPACT OF A RISING RATE 
ENVIRONMENT:

Given the sharp rise in the U.S. 10-year 
Treasury yield following the election and 
ongoing market emphasis around Fed 
rate hikes, investor concern has grown 
over equity investments perceived to be 
alternatives for bonds. We believe this to 
be a broad market concern, though market 
perception may lead investors to believe 
the concern is greater in the infrastructure 
sector. To be clear, we do not view all 
sectors equally with regard to interest rate 
sensitivity and do not regard the entire 
asset class as a proxy for bonds. We would 
note that the sector is rather diverse, and 
despite the general concern over the asset 
class, initial adverse share price impacts 
were largely limited to network utilities 
and certain tower companies.

To help explain the influence of rising 
rates on different types of companies 
within the asset class, we provide two 
examples: one with less sensitivity to 
rates (toll road) and one with more 
(network utility). Starting with the toll 
road, as rates rise, both the perceived 
and realized cost of capital may rise 
(again, a broad market impact, not just 
related to infrastructure), placing pressure 
predominantly on a company’s valuation 
discount rate. However, if rates are rising 
in a real sense due to higher economic 
growth, and we have higher inflation, 
then we view a toll road as having less 
sensitivity to interest rates because the 
asset will likely benefit from both higher 
traffic levels and the ability to charge 
higher tariffs for use of the asset (i.e., 
cash flows should go up). In the second 
example, for a U.S.-based utility, we view 
the “bond proxy” moniker as closer over 
the near term as cash flows are unlikely 
to rise short term in conjunction with 
rising rates. That said, while in the 
short term they may suffer due to their 
increasing cost of capital (as well as 
market perception), over a medium- to 
long-term period even network utilities’ 
cash flows typically will adjust for higher 
rates as the regulator corrects the cost of 
capital mismatch through the rate case 
process. Since network utilities provide 

an essential service, they will typically 
be allowed to receive a fair return and 
have rates reset higher during their next 
regulatory review.

Again, while it is true that certain 
sectors may exhibit challenged short-
term performance in relation to interest 
rate rises, we believe this risk can be 
mitigated in multiple ways. First, to the 
extent that certain companies are more 
susceptible to a rise in rates, they can 
be filtered out through an appropriate 
bottom-up stock selection process, one 
that is more conservative with respect to 
current interest rate levels. Furthermore, 
where rising rates may present headwinds 
for certain areas over near-term periods, 
market corrections can be used as 
a buying opportunity if companies 
represent attractive value—in our view, 
the key for investors is to remain focused 
on long-term fundamentals. Finally, 
investors must consider the rationale 
for rising rates. Should rate rises be 
driven by economic expansion and the 
market entering an inflationary phase, 
infrastructure may offer a measure of 
protection through cash flow growth. 

A Compelling Case for Global Listed 
Infrastructure Securities
Regardless of the recent attention 
infrastructure has received since the 
election, the many potential benefits of an 
investment in global listed infrastructure 
securities remain unchanged. These 
include historically attractive risk-adjusted 
returns, diversification benefits from low 
correlations with other asset classes, an 
ability to generate current income, and 
potential protection against inflation—
not to mention the ability to provide 
infrastructure exposure with daily liquidity.

ATTRACTIVE RISK-ADJUSTED RETURNS: 
Given that most infrastructure companies 
operate in demand-inelastic environments 
with high levels of regulation/contracting, 
it may seem intuitive to assume that the 
return profile of infrastructure should be 
lower than investments in more market-
based, unregulated industries but at 
lower risk (defined as a permanent loss 
of capital). This notion of lower risk is 
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supported by historical evidence in the 
credit markets, where the default rates 
of infrastructure companies have been 
considerably lower than those of the 
broader corporate market.3 However, as 
seen in Display 1, listed infrastructure 
returns have actually exceeded those of 
the global equities market (along with 
providing lower volatility) since inception 
of the Dow Jones Brookfield Global 
Infrastructure Index (DJBGI Index).

DIVERSIFICATION BENEFITS: Investors 
likely have minimal exposure to 
infrastructure through their existing 
equity portfolios, with the DJBGI 
Index representing less than 2 percent 
of the overall global equity universe.4 
Since inception of the DJBGI Index, 
the correlation with global equities (as 
measured by the S&P Global BMI Index) 
is .84 while the correlation with global 
bonds (as measured by the Barclays 
Global Aggregate Index) is .54 over the 
same period. Though the correlation 
with global equities may appear high at 
first glance, we would observe that the 
magnitude of returns is entirely different. 
As also observed in Display 1, the DJBGI 
Index has generated annualized returns of 
12.2 percent versus 9.1 percent for global 
equities (global bonds have generated 4.0 
percent over the same period).5 

AN ABILITY TO GENERATE CURRENT 
INCOME: One of the primary attributes 
of infrastructure assets is that they tend 
to be long-lived, and with that they 

3 According to Moody’s report “Default and 
Recovery Rates for Project Finance Bank Loans, 
1983-2013 Addendum”, the 10-year cumulative 
default rate for availability based infrastructure 
projects is 1.3 percent, lower than the 10-year 
cumulative default rate of 3.0 percent for 
corporate issuers rated single-A by Moody’s.
4 As measured against the S&P Global BMI Index 
as of December 31, 2016.
5 Since inception of the Dow Jones Brookfield 
Global Infrastructure Index on December 31, 
2002 to December 31, 2016. The Index was 
first calculated on July 14, 2008. Official Index 
data prior to this date includes back-tested 
performance provided by S&P Dow Jones. Back-
tested performance is not actual performance, 
but is hypothetical. For additional important 
information regarding this back-tested data, please 
refer to the end of the brochure.

DISPLAY 1 
Risk-Return Comparison5

Data as of December 31, 2016

5

10

20

5 15 20

Volatility (standard deviation) %

A
nn

ua
liz

ed
 R

et
ur

n 
(%

)

Dow Jones
Brookfield Global

Infrastructure Index

S&P Global
BMI Index

15

10

Sources: Morgan Stanley Investment Management, S&P Dow Jones. Past performance does not 
guarantee future results.

DISPLAY 2 
Low Inflation vs. High Inflation
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have the ability to generate long-term, 
stable cash flows. A comparison of 
indices demonstrates that infrastructure 
securities can provide a higher level of 
income compared with global equities. As 
of December 31, 2016, the DJBGI Index 
offered a dividend yield of 3.6 percent, 
comparing favorably to global equities, 
with the S&P Global BMI having a 
dividend yield of 2.4 percent.

POTENTIAL PROTECTION AGAINST 
INFLATION: Infrastructure assets may 
achieve inflation protection by virtue 
of their remuneration structures. For 
regulated and contracted infrastructure, 
many companies are allowed a “real” 
return on invested capital plus explicit 
compensation for inflation in the countries 
in which the assets are domiciled. For more 
market-based assets, while the protection 
is not explicit, pricing power generally 
moves alongside inflation (as the operator 
must cover inflationary costs), and a 

“floor” on the valuation exists in terms of 
replacement cost (which is in nominal, 
inflated monetary terms). As demonstrated 
in Display 2, if we consider global listed 
infrastructure securities’ performance 
versus the broader global equity markets, 
it is clear that historically valuations have 
held up better in high inflationary periods, 
supporting the argument that listed 
infrastructure securities have provided 
some level of protection against a rise 
in inflation.6 As Trump has expressed 
his intentions to promote growth, 
this potential benefit of investing in 
infrastructure securities may become more 
prominent should he be successful.

A Comment on Investing Style
We anticipate investors may seek to 
capture both the historical benefits an 
allocation to global listed infrastructure 
securities can provide, and the potential 
tailwinds arising from prospective 

infrastructure initiatives in the U.S. 
and other countries. Investors would be 
well-served to remember that consistently 
“predicting the macro” with accuracy over 
multiple “events” is extremely difficult and 
something that is fraught with risk, as one 
must not only guess the outcome of the 
event correctly but also accurately guess 
the market’s reaction to such outcome. The 
surprise outcomes of both Brexit and the 
U.S. presidential election highlight these 
risks. While we would not diminish the 
importance of macro considerations—
traffic trends will continue to have an 
impact on transportation companies, 
commodity prices are still an important 
consideration in the context of energy 
infrastructure—we believe that a bottom-
up analysis of infrastructure securities 
remains the best method for investors to 
recognize value in these companies.

6 Data in Display 2 provided by S&P Dow Jones from January 2003 through April 2016.
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This material is for Professional Clients use only, except in the U.S. where 
the material is for Institutional Investor and Financial Advisor use, and 
may not be used with the general public. 
The views and opinions are those of the author as of the date of publication 
and are subject to change at any time due to market or economic conditions 
and may not necessarily come to pass. Furthermore, the views will not be 
updated or otherwise revised to reflect information that subsequently 
becomes available or circumstances existing, or changes occurring, after 
the date of publication. The views expressed do not reflect the opinions of 
all portfolio managers at Morgan Stanley Investment Management (MSIM) 
or the views of the firm as a whole, and may not be reflected in all the 
strategies and products that the Firm offers. 
Certain information herein is based on data obtained from third party sources 
believed to be reliable. However, we have not verified this information, and 
we make no representations whatsoever as to its accuracy or completeness 
All information provided has been prepared solely for information purposes 
and does not constitute an offer or a recommendation to buy or sell 
any particular security or to adopt any specific investment strategy. The 
information herein has not been based on a consideration of any individual 
investor circumstances and is not investment advice, nor should it be 
construed in any way as tax, accounting, legal or regulatory advice. To that 
end, investors should seek independent legal and financial advice, including 
advice as to tax consequences, before making any investment decision. 
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns 
and market outlooks is based on the research, analysis and opinions of the 
authors. These conclusions are speculative in nature, may not come to pass 
and are not intended to predict the future performance of any specific 
Morgan Stanley Investment Management product.
All information contained herein is proprietary and is protected under 
copyright law

INDEX DEFINITIONS 
The indices shown in this report are not meant to depict the performance of 
any specific investment and the indices shown do not include any expenses, 
fees or sales charges, which would lower performance. The indices shown 
are unmanaged and should not be considered an investment. It is not 
possible to invest directly in an index. Any index referred to herein is the 
intellectual property (including registered trademarks) of the applicable 
licensor. Any product based on an index is in no way sponsored, endorsed, 
sold or promoted by the applicable licensor and it shall not have any liability 
with respect thereto.
Dow Jones Brookfield Global Infrastructure Index is a free float-adjusted 
market capitalization weighted index that measures the stock performance 
of companies that exhibit strong infrastructure characteristics. The Index 
intends to measure all sectors of the infrastructure market. The Standard 
& Poor’s Global BMI Index is a broad market index designed to capture 
exposure to equities in all countries in the world that meet minimum size 
and liquidity requirements. The index includes developed and emerging 
market countries. Barclays Global Aggregate Index provides a broad-based 
measure of the global investment grade fixed-rate debt markets. Total Returns 
shown in unhedged USD. The indexes are unmanaged and returns do not 
include any sales charges or fees. Such costs would lower performance. It 
is not possible to invest directly in an index. BACK-TESTED DISCLOSURE: 
The back-test calculations are based on the same methodology that was in 
effect when the index was officially launched. Complete index methodology 
details are available at www.spindices.com. The backtested results are 
generated with the benefit of hindsight. No representation is being made 
that any portfolio or strategy will or is likely to achieve similar results to 
those being shown. While backtested results reflect the application of 
the methodology, they are inherently limited by the fact that they do not 
represent actual trading results or the performance of an actual portfolio. 

RISK WARNINGS 
There is no assurance that a portfolio will achieve its investment objective. 
Portfolios are subject to market risk, which is the possibility that the market 
values of securities owned by the portfolio will decline. Accordingly, you can 
lose money investing in this strategy. Please be aware that this strategy may 
be subject to certain additional risks. Companies within the infrastructure 

industry are subject to a variety of factors that may adversely affect their 
business or operations, including high interest, leverage and regulatory 
costs, difficulty raising capital, the effect of an economic slowdown or 
recession and surplus capacity, and increased competition. Other risks include 
technological innovation, significant changes in the number of end-users, 
an increasing deregulatory environment, natural and environmental risks, 
and terrorist attacks. In general, equity securities’ values also fluctuate 
in response to activities specific to a company. Investments in foreign 
markets entail special risks such as currency, political, economic, and market 
risks. Investments in small- and medium-capitalization companies tend 
to be more volatile and less liquid than those of larger, more established, 
companies. The risks of investing in emerging market countries are greater 
than risks associated with investments in foreign developed markets. Non-
diversified portfolios often invest in a more limited number of issuers. As 
such, changes in the financial condition or market value of a single issuer 
may cause greater volatility. Illiquid securities may be more difficult to 
sell and value than publicly traded securities (liquidity risk). 
Charts and graphs provided herein are for illustrative purposes only. Past 
performance is no guarantee of future results. 
This communication is only intended for and will be only distributed to 
persons resident in jurisdictions where such distribution or availability 
would not be contrary to local laws or regulations. 
There is no guarantee that any investment strategy will work under all market 
conditions, and each investor should evaluate their ability to invest for the 
long-term, especially during periods of downturn in the market. Prior to 
investing, investors should carefully read the relevant offering document(s). 
EMEA: 
This communication was issued and approved in the UK by Morgan Stanley 
Investment Management Limited, 25 Cabot Square, Canary Wharf, London 
E14 4QA, authorized and regulated by the Financial Conduct Authority, 
for distribution to Professional Clients or Eligible Counterparties only and 
must not be relied upon or acted upon by Retail Clients (each as defined 
in the UK Financial Conduct Authority’s rules). 
Financial intermediaries are required to satisfy themselves that the 
information in this document is suitable for any person to whom they provide 
this document in view of that person’s circumstances and purpose. MSIM 
shall not be liable for, and accepts no liability for, the use or misuse of this 
document by any such financial intermediary. If such a person considers an 
investment she/he should always ensure that she/he has satisfied herself/ 
himself that she/he has been properly advised by that financial intermediary 
about the suitability of an investment. 
U.S.: 
Morgan Stanley Investment Management does not provide tax advice. The 
tax information contained herein is general and is not exhaustive by nature. 
It was not intended or written to be used, and it cannot be used by any 
taxpayer, for the purpose of avoiding penalties that may be imposed on 
the taxpayer under U.S. federal tax laws. Federal and state tax laws are 
complex and constantly changing. You should always consult your own legal 
or tax professional for information concerning your individual situation. 
A separately managed account may not be suitable for all investors. Separate 
accounts managed according to the Strategy include a number of securities 
and will not necessarily track the performance of any index. Please consider 
the investment objectives, risks and fees of the Strategy carefully before 
investing. A minimum asset level is required. For important information 
about the investment manager, please refer to Form ADV Part 2. 
NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY 
LOSE VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT 
AGENCY | NOT A DEPOSIT
Hong Kong: 
This document has been issued by Morgan Stanley Asia Limited for use in 
Hong Kong and shall only be made available to “professional investors” as 
defined under the Securities and Futures Ordinance of Hong Kong (Cap 571). 
The contents of this document have not been reviewed nor approved by 
any regulatory authority including the Securities and Futures Commission 
in Hong Kong. Accordingly, save where an exemption is available under the 
relevant law, this document shall not be issued, circulated, distributed, 
directed at, or made available to, the public in Hong Kong. 
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Singapore: 
This document should not be considered to be the subject of an invitation 
for subscription or purchase, whether directly or indirectly, to the public 
or any member of the public in Singapore other than (i) to an institutional 
investor under section 304 of the Securities and Futures Act, Chapter 289 
of Singapore (“SFA”), (ii) to a “relevant person” (which includes an accredited 
investor) pursuant to section 305 of the SFA, and such distribution is in 
accordance with the conditions specified in section 305 of the SFA; or (iii) 
otherwise pursuant to, and in accordance with the conditions of, any other 
applicable provision of the SFA. In particular, for investment funds that are 
not authorized or recognized by the MAS, units in such funds are not allowed 
to be offered to the retail public; any written material issued to persons as 
aforementioned in connection with an offer is not a prospectus as defined 
in the SFA and, accordingly, statutory liability under the SFA in relation to 
the content of prospectuses does not apply, and investors should consider 
carefully whether the investment is suitable for them. 

Australia: 
This publication is disseminated in Australia by Morgan Stanley Investment 
Management (Australia) Pty Limited ACN: 122040037, AFSL No. 314182, 
which accept responsibility for its contents. This publication, and any access 
to it, is intended only for “wholesale clients” within the meaning of the 
Australian Corporations Act. 
Morgan Stanley Distr ibution, Inc . serves as the distr ibutor for 
Morgan Stanley funds. 

Please consider the investment objectives, risks, charges and 
expenses of the funds carefully before investing. The prospectuses 
contain this and other information about the funds. To obtain 
a prospectus please download one at morganstanley.com/im 
or call 1-800-548-7786. Please read the prospectus carefully 
before investing. 
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