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PUBLIC POLICY, POPULIST POLITICS & COVID-19
Will infrastructure be the centrepiece by which governments stimulate their economies?



Agenda

Shorter term, COVID-19 impact and response:
- likely nature of government stimuli
- ESG and COVID-19, social licence to operate
- short and long of public sector response…

Longer term, populist politics and public policy direction:

- substantial private market funded Infrastructure
- what to watch for investors



Shorter Term, COVID-19 Impact & Response



Will Infrastructure Be The Centrepiece Governments Stimulate Their 
Economies With?
Yes, but there are some subtleties…

Near-term stimulus will be about getting people back to work

❖ hundreds of small projects dotted around the country

❖ focused on SMEs and local communities

❖ highly cyclical – contractors, engineering, aggregates, materials, local labour, etc.

Bigger opportunity is longer-term direction of public policy and populist politics

❖ climate change has been and will continue to drive infrastructure investment

❖ toward net zero by 2050 creates a significant target and accelerates investment

❖ variations on the Green New Deal thematic around the globe.
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Response to COVID-19 & ESG Implications for Corporates & 
Shareholders

ESG vs Sustainable Investing

‘ESG’ investing has morphed into a broader ‘Sustainable’ 
movement

❖ Heavy focus on the ‘E’

❖ COVID-19 is bringing ‘S’ and ‘G’ considerations to the fore 

RARE’s sustainable approach has included ESG pricing since 
inception, but similarly has evolved

❖ Longer-term impacts on cash flows 

❖ Adjustment to the cost of capital

❖ Deeper engagement with all stakeholders

Stakeholders vs Shareholders

COVID-19 has accelerated the trend towards Stakeholder 
Capitalism

❖ Retooling to make PPE, providing goods/services to 
stakeholders free of charge, executive remuneration

❖ Government support will likely be exchanged for implicit 
or explicit erosion of shareholder rights

Infrastructure is uniquely positioned to manage this transition -
has been doing so for years in balancing contracts with 
government (toll road companies) and regulatory stakeholders
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Callan Institute 2019 Survey indicates 91% increase in respondents that have incorporated ESG factors into investment decisions from 2013 to 2019



Short-Term Government Response to COVID-19 Crisis, More Debt…

Government Fiscal Deficits (as %GDP)
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IMF staff estimates and projections. Note: All country averages are weighted by nominal GDP converted to US dollars (adjusted by purchasing power 
parity only for world output) at average market exchange rates in the years indicated and based on data availability.  Projections are based on IMF staff 
assessments of current policies. In many countries, 2020 data are still preliminary. For cross-country comparability, expenditure and fiscal balances of the 
United States are adjusted to exclude the imputed interest on unfunded pension liabilities and the imputed compensation of employees.

Government Debt (Gross, as %GDP)
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Market data and consensus estimates from Bloomberg with Internal analysis as at 30 April 2020



Longer Term - Populist Politics & Public Policy



The Push: Importance of Climate Change to the Population 
of Voters…and Customers
Australian Voter Attitudes (ABC, Feb 2020)
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ABC Story Lab, What Australians really think about climate action, Annika Blau 5/2/20 .  YouGov, 
International poll: most expect to feel impact of climate change, many think it will make us extinct, 19/9/19

Global Attitudes (YouGov, June-July 2019)

Out of 100 people 
in Australia, 
climate change is… And 84% want 

immediate (or 
at least) some 
or action

To reduce 
energy 
consumption…

Additional types 
of energy we 
should rely on…



Global Momentum Building for Climate Action…
Toward Net Zero By 2050

Act local, but think global…

❖ Expect a significant global push for commitment to zero 
emissions by 2050

❖ Multiple states and corporates have committed to ‘net zero’ 
targets (in many cases despite national opposition) 

❖ We are beginning to see policies that will change the 
infrastructure investment landscape

❖ The challenge is significant. Infrastructure should be the easy 
part – the technology is largely there, its just a case of 
investment and build time!

Australia’s Emissions Forecast (BAU scenario)
Emissions (Mt CO2-e)
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Energetics, Dr Gordon Weiss, 2019. ‘Business as usual’ assumes no new policy measures nor economic disruptions, particularly 
through the rise of new technologies. The forecast includes the impact of the Victoria Renewable Energy Target and Queensland
Renewable Energy Target. Excludes Waste & Land Use related (de minimis and largely offsetting)
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Green New Deals: 
Blueprint for Future Infrastructure Investment Programmes

Brief History 

Phrase first used in 2007 by Thomas Friedman writing for NYT  

Picked up by Green political parties around the world

❖ United Nations published Global Green New Deal in 2008

❖ Green New Deal resolution introduced to US Congress by 
Markey/AO-C in 2019 (see right)

❖ Major feature in UK Labour manifesto for 2019 election

❖ Resurrected by the Greens in Australia in 2020

Components of US Green New Deal (2019)

❖ Universal basic wage – guaranteed jobs

❖ Providing everyone with – health; housing; education, 
economic security; and clean water, nature, air and food

❖ Repair & upgrade infrastructure, including reducing pollution 
& GHG emissions, build affordable smart grids

❖ Upgrade all buildings to maximum efficiency

❖ Overall transport – zero emission vehicles, public transport, 
high speed rail

❖ Massive growth in clean manufacturing

❖ Eliminate pollution from agriculture
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How Big Could This Be? 
Trillions of Infrastructure Investment (Per Annum!)

Global Annual Average Power Sector Investment (USDb, constant 2018 dollars)
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IEA, Global annual average power sector investment, historical and by scenario, 2019-2040, IEA, Paris



Investor Alert - Generally Climate Change Beneficial for Infrastructure 
…But Watch Asset Level Risks

Climate change – capex, but also attitudes

❖ Asset based growth - adaptation of networks, mitigation of 
climate risk

❖ Evolving attitudes (and potentially regulation) for example 
Flight shaming… Commuter rail… Reshoring supply chains 

❖ Lower carbon emissions given reduced transport distances, 
but may require a re-alignment of infrastructure

Greenfield risk 

❖ Building of infrastructure may carry significant risk. Investors 
should demand a higher cost of capital or return

❖ Riskiest time in greenfield infrastructure development is when 
the asset is first opened for use – the ramp up…

❖ Asset risk reduces as maturity is reached – lower operational 
and financing risk

Public policy risk

Stranded asset risk

❖ Generally climate change will change the way we use infrastructure, 
not the infrastructure itself…

❖ AEVs have been forecast to result in an 8-fold increase in light-
vehicle capacity on Toll Roads

❖ However, generation and the pipeline sector may be challenged 
as energy sources and grids evolve
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SDG regulations, ECOFACT and the Institute of International Finance (IIF)



North American Electric Utilities
Allowed ROEs vs Reported ROEs vs Investor Returns

Investor Alert: Psychology Leads Us To Underestimate Investment
…But Watch Returns Also

Renewable Capacity Actual Growth vs Forecast
2019 Forecasts vs Prior Years
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Allowed ROEs from SNL with internal analysis.  Market data and consensus estimates from Bloomberg with internal analysis as at 30 April 2020.
* Modified DuPont analysis utilising Net Income / Tangible Assets x Financial Leverage, as measured by Bloomberg IEA Renewables 2019 report and previous iterations.
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Valuation

❖Fundamental cash flow impacts 
are modelled – positive and 
negative

❖Comparison of global regulatory 
approaches

❖Industry wide themes are applied 
consistently across companies 
(overseen by sustainability 
committee)

Risk Pricing

❖Sustainability issue exposures and 
management/mitigation actions 
are assessed

❖Scoring reflects actions over five 
year investment horizon

❖Relative scoring across sub-
industries

❖A lower hurdle rate is applied to 
top sustainability performers and 
vice versa

Engagement

❖Ongoing engagement with boards 
& management

❖Controversy monitoring

❖Voting at company meetings 

❖Interaction with regulators, policy 
makers and other stakeholders

❖Engagement with third-party ESG 
experts

RARE’s Integrated Approach to Sustainable Investing
Three-Pillar Sustainability Framework
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RARE’s Incorporation of Sustainability
Example – North American Pipelines

Key Research Findings / Changes

❖ Forecasts to 2040 
❖ Winners: Renewables, 7-9% p.a. CAGR 
❖ Neutral: Gas, 1-2% p.a. CAGR 
❖ Losers: Coal -5.0% p.a. CAGR 
❖ Losers: Oil -0.7% p.a. CAGR 

❖ Assumptions adjusted –

❖ Reduced our growth capex assumptions and longer-term 
returns lowered (case by case basis)

❖ Terminal value approach – Gordon growth to 1.0x EV/Book 
for pipelines and infrastructure, ultimately results in declining 
asset base long term

Enbridge Asset Base Growth (CADm)

BP Energy Outlook 2019 Edition, Bloomberg New Energy Finance – New Energy outlook 2019 and internal; 
research as at 31 December 2019. 
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RARE’s Incorporation of Sustainability
Example – UK Water
Sustainability is driving the asset base and returns

Increased cash flows given sustainable asset base growth 
and operational incentives and…

Lower discount rates given better than average ESG 
ratings and quality of management teams.

UK Water, customer experience ratings1
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1 DiscoverWater UK (https://discoverwater.co.uk/customer-experience-rating), 30/4/20
Frontier Economics, CPS, Ofwat

Frontier Economics Nov 17 report to assess productivity 
changes in the sector:

“Customers are now 5X less likely to experience unplanned 

supply interruptions and companies have reduced leakage 

by 1/3…”

“The water companies are now 64% more productive than 

they were under nationalisation.” 
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Where Does That Leave Us?



Conclusions

Shorter Term

❖ COVID-19 response by corporates, governments and central banks is changing the game for investors 

❖ stakeholders over shareholders (therefore invest where stakeholder/shareholder balance been struck),

❖ private sector investment will be front/centre, 

❖ as costs of capital (and therefore returns) decline further, invest in growth (increasing asset base…)

Longer Term

❖ Climate change action – it’s not just voters but also customers – will drive a target of net zero by 2050

❖ Massive infrastructure investment required at a time that governments can ill-afford the spending – creates opportunities for 
the private sector, regulatory safe guards and investment models already tested

❖ Liquidity to be more valuable in managing risks for investors – stranded assets, policy risk – and enhancing returns from core 
infrastructure
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Important information

This presentation has been prepared for Australian investment advisers only. This presentation presents information in a manner which is not suitable for retail
investors and RARE does not authorise the provision of this presentation to retail investors.

While the information contained in this document has been prepared with all reasonable care, RARE Infrastructure Limited (“RARE”) and its related companies accept
no responsibility or liability for any errors, omissions or misstatements however caused. Any views expressed in this material are given as of the date of publication and
such views are subject to change at any time.

This information is not personal advice. It has been prepared without taking account of individual objectives, financial situations or needs. Where an investment product
is mentioned, potential investors should seek independent advice as to the suitability of the product to their investment needs. Reference to shares in a particular
company, is not a recommendation to buy, sell or hold that stock. Investors should be aware that past performance is not indicative of future performance.

This information may contain forecasts, including in regard to targets, expected returns, PE ratios and dividend yields. Any such statements are based upon research
undertaken by the RARE Investments teams. This research incorporates RARE’s reasonable assumptions and beliefs concerning future developments and their potential
effect but are subject to risks and uncertainties that may be beyond RARE’s control. Returns can be volatile, reflecting rises and falls in the value of underlying
investments. Accordingly, RARE does not provide any assurance or guarantee that future developments will be aligned with RARE’s expectations, and actual results may
differ materially from those expected by RARE at the time of writing.

Legg Mason Asset Management Australia Limited (AFSL No. 240 827; ABN 76 004 835 849) (“Legg Mason Australia”) is the responsible entity for the RARE Infrastructure
Value Fund Hedged (ARSN 121 027 709), RARE Infrastructure Value Fund Unhedged (ARSN 150 677 017), RARE Infrastructure Income Fund – Class A (ARSN 132 182 631)
and RARE Emerging Markets Fund (ARSN 132 182 462). Applications to invest can only be made on the application form accompanying the Fund Product Disclosure
Statement (PDS) dated 20 December 2018 (or 1 March 2019 for RARE Infrastructure Income Fund – Class B and 3 February 2020 for RARE Infrastructure Emerging
Markets Fund). Potential investors should consider the PDS and the Additional Information Booklet (AIB) before deciding whether to invest or continue to invest in the
Fund(s). The PDS and AIB can be obtained on www.RAREinfrastructure.com or by contacting RARE on (02) 9397 7300, or by writing to RARE Infrastructure Limited, Level
13, 35 Clarence Street, Sydney, NSW 2000, by fax on (02) 9397 7399 or email at operations@RAREinfrastructure.com. Legg Mason Australia can be contacted by writing
to Legg Mason Australia, Level 47, 120 Collins Street, Melbourne, VIC 3000, by telephone on 1800 679 541 or by fax on (03) 9017 8690.

Legg Mason Australia does not guarantee any rate of return or the return of capital invested. Investments are subject to risks, including, but not limited to, possible
delays in payments and loss of income or capital invested.

RARE Infrastructure is an affiliate of Legg Mason, and part of ClearBridge Investments, LLC.



Information Providers

Index source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties
or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall
MSCI, any of its affiliates or any third party involved in or related to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive,
consequential or any other damages (including lost profits) even if notified of the possibility of such damages. No further distribution or dissemination of the MSCI data
is permitted without MSCl's express written consent. Further distribution is prohibited.

Index source: S&P. Copyright © 2020, S&P Global Market Intelligence (and its affiliates, as applicable). Reproduction of any information, data or material, including
ratings ("Content") in any form is prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers ("Content Providers")
do not guarantee the accuracy, adequacy, completeness. timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or
otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages, costs,
expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a particular
investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or
security, does not address the suitability of all investment or security and should not be relied on as investment advice. Credit ratings are statements of opinions and are
not statements of fact.

Index source: FTSE International Limited (“FTSE”) © FTSE 2020. FTSE is a trademark of the London Stock Exchange Group companies and is used by the FTSE under
licence. All rights in the FTSE Indices and/or FTSE ratings vest in FTSE and/or its licensors. Neither FTSE nor its licensors accept any liability for any errors or omissions in
the FTSE indices and/or FTSE ratings or underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written permission.

Neither ClearBridge Investments, LLC, nor RARE Infrastructure Limited and its subsidiaries (ClearBridge RARE Infrastructure (North America) Pty Limited and ClearBridge
RARE Infrastructure International Pty Limited), nor their information providers are responsible for any damages or losses arising from any use of this information.


