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[0 U s 1] 159 Infrastructure plays can provide
investors with good growth in more subdued times

Searching
for inflation
proof
companies

ccording to Peter Meany,
manager of the First State
Global Listed Infra-
structure fund, infrastruc-
ture is perfectly suited to
current market conditions,
providing investors with
the opportunity to enjoy
growth while the prospects
for other asset classes are more subdued.

He says: “We are in an environment of lower
economic growth and higher inflation, an envi-
ronment which suits infrastructure quite well.
Growth tends to be more structural than cycli-
cal”

Areas that he identifies as tapping into this
structural growth story include the investment
needed in electricity transmission - “the cur-
rent systems are so aged that investment needs
to be made in updating them” - as well as, more
broadly, in airports around the world as “travel
continues to get less expensive than it once
was”.

Moreover, he sees oil storage as a growing
concern, with a big geographical imbalance
between the locations where most of the oil
comes from and where the most demand is
leading to a need for more storage facilities. He
also believes the infrastructure around mobile
telecommunications will continue to grow stat-
ing that, while he has no idea what the next big
thing will be in technology, “the steel structures
that support the networks will only increase in
number and value”.

Broadly speaking, the manager is tasked with
finding bottlenecks, where growth in a sector or
service necessitates significant investment in
the infrastructure around it. In the current cli-
mate he is also looking for companies or indus-
tries that are able to deal with the growing
burden of inflation.

“On the inflation side, we are looking for pric-
ing power,” Mr Meany says. “We are looking at
the ability the industry has to pass on that infla-
tion. Many of the companies we invest in are
monopolies or have legally binding contracts to
protect the work they are doing. Meanwhile,
other industries may suffer.”

Overall, the manager has a great deal of free-
dom in choosing where he wants to invest, with
no benchmark restraints for either sector or
country weightings. However, Mr Meany is
keen to maintain a good level of diversification
across the fund, with around 40 holdings at any
given time across a range of geographical loca-
tions.

“The only real restraint we have is a maxi-
mum weighting of 20 per cent in the emerging
markets,” he adds. “That is really so we remain
true to label, ensuring a steady and less volatile
return. Emerging markets are more of a call
rather than a core option for us.

“We do think it is important to retain diversi-
fication, but we don’t have strict limits. And the
performance of the fund has shown the value of
that flexibility.”

Mr Meany is also keen to be able to capitalise
on the possibility of a vast number of compa-
nies becoming listed in the upcoming months
and years, with a huge potential in US ports and
toll roads alone. “We don’t want to be ham-
strung as the industry develops,” Mr Meany
concludes.

The fund currently has 30 per cent exposure
to North America, with the manager finding
opportunities in US rail companies, including
Union Pacific.

“These were positions we took up in 2009
with the view that companies in this sector have
significant leverage as demand recovers,” Mr
Meany explains.

“It is an industry that has been undergoing
significant restructuring following deregula-
tion, which will allow for core price increases
above inflation.”

The relatively high weighting in the US has
also been driven by the decision to move away
from European utilities towards US utilities.

“We have been keeping a close eye on the
political risks coming out of Europe and made
the decision to move out of European utilities
as a result of this,” Mr Meany says. “Stocks such
as the Southern Company in Georgia are, we
think, less vulnerable to political intervention.”

According to the manager, 90 per cent of

portfolio construction comes from bottom up
stock picking with an “idiot check” of examin-
ing what is going on in the macro environment.
Infrastructure specialist Mr Meany runs the
fund alongside a more generalist equities man-
ager, with four additional analysts also contrib-
uting ideas to the fund. Each member of the
team travels extensively, meeting with manage-
ment teams and regulators to enable them to
make informed stock decisions.

“As well as having a dedicated team of six, we
can also tap into the other teams at First State,”
Mr Meany adds. “There are 50 people on the
infrastructure team alone, which is a great
resource. We can also debate stock calls with
the other equity teams.

“In addition to that, First State has also
formed a macro committee to look at the broad-
er economic picture. This includes representa-
tives from the fixed interest and credit teams,
who have helped us keep on top of the sovereign
issues in southern Europe.”

Of the four analysts working specifically on
the fund, one is based in Hong Kong and has
been tasked with finding potential stocks with-
in Asia. So far she has identified a number of
options in Chinese toll roads, utilities and ports,
although these have not yet been included in
the fund.

“At the right price these ideas could enter the
portfolio,” Mr Meany says. “However, we would
really need to be compensated for the addi-
tional risk that we’d be taking on. There is defi-
nitely more stock volatility in this area.”

At the moment, the top 10 holdings make up
43 per cent of the fund, led by a 6.9 per cent
weighting in Vinci. The team particularly likes
this stock because of the strong defensive quali-
ties it has demonstrated through the recession,
as well as the potential for growth in the short
to medium term.

Mr Meany says: “French motorway assets
have been undervalued by the market. The
margins are set to improve with the introduc-
tion of electronic tolls. More generally,
European motorways have been underrated,
with legally binding contracts on French,
Spanish and Italian motorways ensuring future
growth.”

Overall, the fund has performed strongly
since its launch in October 2007. It has outper-
formed the MSCI World index by 20 per cent
over three years. It has also generated a return
of 12.2 per cent over one year, compared to its
benchmark - UBS Global Infrastructure &
Utilities 50-50 index - return of 7 per cent.

“Half of that is down to the performance of
the infrastructure sector as a whole, which has
been reasonably defensive in difficult markets,”
Mr Meany says. “The other half is down to stock
picking, through avoiding stocks with political
issues and highly leveraged companies in the
run up to the financial crisis.”

In terms of the future for both the fund and
the sector, Mr Meany anticipates good things
emerging out of the gloom that surrounds
southern Europe.

“Greece, Spain and Portugal will all be look-
ing to privatise assets. It’s the silver lining of the
sovereign crisis,” he says. “Because those assets
have typically been inefficient there is a lot of
opportunity for companies to add value over
time, as long as they pay the right price for them
at the outset.”

Mr Meany also anticipates an increase in the
amount of merger and acquisition activity in
the sector, with investors set to benefit from the
bonuses that come out of these deals.

“A lot of strategic investors have allocated
capital to the infrastructure asset class and they
are looking for more pure exposure to the
underlying assets,” he explains. “They are pre-
pared to pay a premium to the listed infrastruc-
ture owners of up to 35 per cent.

“Three of our stocks have recently been taken
over and we have received that premium on all
of them. It’s a real opportunity for investors to
get a nice extra bonus.”
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