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Infrastructure investors navigate a nuanced landscape

We recently spoke with Campbell Lutyens’ global co-head of infrastructure
and energy, Guillermo Marroquin, about how investors are navigating
today's infrastructure market and the nuances they are working with.
Following is an excerpt of that conversation.

As you travel around and meet with investors, are you
finding a consensus of themes and concerns?

The themes, topics and sectors have been consistent
for the past several years, although over time each has
developed a bit of nuance.

For example, although the middle market is not a new
theme for LPs, it is today more actionable. Investors
recognize that there is a gap in their portfolios. In the
past, we would have defined middle market by fund
size — any fund, say, sub-$3 billion. But while we still use
fund size as a filter, the focus is more on strategy — who
are the managers that are building or scaling assets and
businesses, then institutionalizing and selling them to
strategics or larger infrastructure players?

Is part of this interest in the middle market the LPs
themselves maturing?

| think that's accurate. If we look at U.S. LP infrastructure
allocations, they are still relatively young. When you
have a new allocation and are looking to make your
initial commitments, one will naturally start with the
well-established, larger diversified funds. But now as
portfolios are maturing, you start taking a closer look at
portfolio construction — risk-return, geographies, sectors
and what are we overweight or underweight on. Portfolio
construction through this sharper lens is benefiting
middle market.

What else are investors talking about?

Of course, digital infrastructure and Al. But, as
infrastructure portfolios grow and mature, LPs are taking
different approaches to gain exposure. Loosely, | see LPs
falling into three categories with respect to how they get
their digital exposure.

The first category of LP gets their digital exposure
through diversified infrastructure strategies. Given the
size of the opportunity set, when you look at any given
diversified infrastructure fund, they can be 30 percent to
50 percent invested in digital.

Another subset of LP is perhaps doing a subsector
look-through of their overall infrastructure portfolio and
concludes that they are underweight in a certain part of
the digital ecosystem — for example, towers. So, they will
sharpen their approach and look for strategies that focus
on towers to dial up that exposure.
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The third group of LP feels they have sufficient exposure
to towers, data centers and fiber, but still believes in the
digital theme. They might look for exposure to power,
which is obviously a big part of the Al equation, or maybe
they look for opportunities in other parts of the Al value
chain, such as services and components.

Digital is not a new sector, but the way LPs gain exposure
continues to evolve.

Is there anything new?

Yes, the policy, regulatory uncertainty in the U.S. and
the increased risk (real or perceived). This has created
questions around investing in the U.S. that we've never
seen before.

Investors fall along a spectrum. On one end, you have LPs
who say, “We're hitting the brakes on U.S. investments until
we have more clarity as to what the path forward looks
like” And the bookend to that are LPs who say, “The U.S.
is too big a market not to be investing in." They recognize
there is increased risk, so they change their underwriting
assumptions and continue investing in the U.S.

Those are the bookends, with most LPs falling
somewhere in between.

Is sustainability still a theme?
Yes, sustainability is still a theme, but it too has evolved.

For example, in the energy space, four to five years ago,
sustainability was focused on renewable sources of
energy and the broader energy-transition value chain.
Today with the increasing demand for power globally,
there is a focus on energy security, reliability and
affordability. This has opened the energy aperture to
capture opportunities in the natural gas value chain, such
as power generation and midstream. Natural gas being
a sustainable way to provide power in a secure, reliable
and affordable manner.

That said, there are LPs that adopted policies prohibiting
investments in hydrocarbons, so cannot invest in the
natural gas value chain.
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From a risk-return perspective, where are the majority of
investors focused today?

We see the majority of LPs focused on the core-plus
and value-added end of the risk-return spectrum. Given
where interest rates are and the uncertainty in the market,
LPs want to be rewarded for taking the risk of deploying
capital and locking it up during an uncertain period.
That's not to imply that investors are not deploying
capital into core opportunities. Core remains an integral
of infrastructure portfolios. There are opportunities on
both ends of the spectrum.

“ The themes, topics and
sectors have been fairly
consistent for the past three
years, although over time
each has developed a bit of

nuance. ”

Are there things that just aren’t of interest now to LPs?

| think everything's on the table. There are sectors that
LPs are interested in, but they haven't figured out how to
invest in yet. On the energy side, | think nuclear falls into
that category. There is interest, but we don't know what a
nuclear investment looks like — is it large-scale reactors?
New development? Recommissioned reactors? Small
modular reactors? Something else? Is it economic? How
do we make it investable? Maybe we're not looking in
the right places but, at the moment, more questions than
answers.

Is there a place for emerging managers?

There is a place, but we all know first-time funds are
hard. While there is appetite for fund ones and emerging
managers, it's hyper-competitive. LPs are not lacking for
choice or options. In any given year, there are more than
500 funds in the market. And to make it even harder for
emerging managers, the large name managers are doing
product extensions. They have their flagship fund, but
then they are offering smaller, targeted funds for specific
geographies or sectors. If an LP already has an existing
relationship with a manager through their flagship fund,
it is often just easier to follow them into a middle market

or a new geography. That might be oversimplifying it, but
it's the competition an emerging manager is going up
against.

What does a new manager need to do to break
through?

In the past two years, we have seen a few successful
emerging managers. It's not surprising, but those that
have been successful have had cohesive teams, to the
extent possible attributable track records, anchor LP
commitments (typically LPs that knew the team from their
previous firm and had seen the team in action), and lastly
a strategy that filled a gap in the market.

In addition, importantly they recognized that they
needed to be flexible. It's unlikely an emerging manager
will raise a billion-dollar fund right out of the gate.
Also, all the capital won't be fund capital. It might be
fund capital plus co-investment or separately managed
accounts. You need to provide a solution to an LP
challenge, fill a hole in the portfolio. Be creative, be

flexible.

Final thoughts?

The asset class is not homogeneous. The role that it plays
in LP portfolios is not homogeneous. As the asset class
continues to grow and evolve, LPs are at different parts of
the portfolio development and construction journey. As a
result, there's room for open-end core-focused strategies.
There's room for strategies that are further out the risk-
return spectrum and more private equity-like. There are
opportunities along the value chain.
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