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THOUGHT LEADERSHIP:
CROSSING THE COVID-19 INFRA-SECTION

INTRODUCTION

In this month’s article, Whitehelm Capital’s Chief
Executive considers how infrastructure investing is
changing, and will continue to change, in a postCOVID-19 world.
As someone who has been investing in
infrastructure for more than two decades, I’ve seen
the impacts on infrastructure and infrastructure
investing from fundamental changes in the world
and the world economy. The euphoria of the
early 2000s when most investors thought ‘this time
would be different’ and economic growth and rising
asset prices would continue forever. The
subsequent financial crisis and global recession that
impacted some GDP-linked assets hard and had
consequences for financial markets and economic
policies that lasted more than a decade. The rise
of populism and fading of multilateralism with
impacts on attitudes, global institutions and trade.
The development of modern terrorism with
impacts on travel and security. The growing threat
of climate change and importance of infrastructure
as part of the solution to the global challenge.

All of these developments have impacted
infrastructure and infrastructure investing but, with
the notable exception of climate change, none of
them have had an impact like what we are seeing
from the COVID-19 pandemic. Some of the
impacts will be shorter-lived, like the direct effects
of restrictive measures on airports and GDP-linked
assets. The success so far in developing several
effective vaccines and the beginning of mass
inoculation programs provide hope that some level
of normality can be restored. But even with this,
there will be a plethora of longer-term impacts
that, for infrastructure investors, provide
opportunity as well as threats.
In the following sections, we look at the
implications for what types of infrastructure we
invest in. We consider how COVID-19 and global
responses are influencing where we invest. Finally,
we assess what COVID-19 means for how we
invest.
Before that, however, we start by setting the scene
in terms of the pandemic and the consequences
for the global economy and financial markets.
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WHERE ARE WE NOW?

In March 2020, we wrote a feature article entitled
‘COVID-19 – A Migraine for Markets’. At that
time, some 120,000 cases had been recorded
globally, with most of those in China. While we
had by then seen financial market volatility amid
concerns about global spread, the World Health
Organisation (WHO) had only just declared
COVID-19 as a global pandemic.
At time of writing, 106 million cases and 2.3 million
deaths had been recorded – with many no doubt

escaping the official statistics. The scale of the
spread of the virus and the impact on human lives
– both directly and as a result of restrictive
measures imposed by governments - has been
greater than anything the world has seen since the
1918 flu pandemic. While that pandemic started
in 1918, multiple waves continued through to
1920, not unlike what we have seen so far with
waves of COVID-19.

Chart 1: Cumulative COVID-19 Cases and Deaths
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Chart 2: Daily New COVID-19 Cases and Deaths

Source: Johns Hopkins University, as at 7 February 2021
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Crossing the COVID-19 Infra-section

In response, governments around the world have
deployed a panoply of measures in an attempt to
ameliorate the spread and prevent healthcare
systems from being overwhelmed. Restrictions on
movement and interaction have led to dramatic
adverse economic impacts, in some cases of an
acuteness greater than that of the Great
Depression.

In the eurozone, GDP as at December 2020 is
expected to be 7.2% lower than at the same time
the previous year, while unemployment had
increased to 8.3%. As shown in Chart 3 and
Chart 4, the impact on the UK economy was even
greater. And while the US and Australia have
fared a little better, the impacts nevertheless have
been large.

Chart 3: Projected Annual Change in GDP in 2020
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Note: At the time of writing, official GDP data is not available. The annual GDP figures presented here are based on the IMF’s
projections for 2020 growth. The figures for the United States, the eurozone and the United Kingdom are based on the IMF’s
Economic Outlook Update, January 2021 while the figure for Australia is based on the IMF’s Economic Outlook, October 2020
(projections for Australia are not included in the January 2021 update).

Chart 4: Unemployment Rates, as at 31 December 2020
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The economic impacts of restrictive measures have
not been even across economic sectors. Some,
such as travel and hospitality, have been hit
particularly hard. The International Air Travel
Association estimates that global commercial air
travel fell by 66.3% in 20201 - by far the largest

annual reduction since commercial air travel
commenced in the 1910s. During lockdown
periods, road travel diminished and as GDP
contracted and factories were shut, global energy
prices fell dramatically. As shown in Chart 6, WTI
crude even recorded negative prices briefly.

Global Scheduled Flights
(millions)

Chart 5: Global Scheduled Flights, 2019 - 2021
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Chart 6: WTI Crude Oil Price (US dollars per barrel) , 2020 - 2021
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IATA ‘Deep Losses Continue Into 2021’, 24 November 2020.
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Most Western governments responded to the
economic impacts of restrictions with exceptionally
large stimulus measures, funded by government
debt and large central bank purchases of this debt,
on a scale never seen in the history of modern
economics. We discussed this in detail in our
articles earlier this year titled ‘COVID-19 and the
Magnificent Money Tree’ (July 2020) and
‘COVID-19 & MMT: A Recipe for Inflation?’
(August 2020) so we will not repeat the analysis
here. In summary though, while inflation and
economic activity are likely to be depressed in the
short term, there is a material risk of a more
inflationary environment over the next decade,
which as investors we need to be mindful of and
factor into our decision-making.
Indeed, given the extent of government debt being
racked up globally, it is arguable that an extended
period of (hopefully) moderately-high inflation may
be the only way of successfully reducing the real
burden of this debt over time.

Changes in Behaviour
As big as the economic impacts are, of potentially
greater importance are the ongoing impacts on
people, behaviours and attitudes. The loss of
human life and ongoing effects of what has been
termed ‘long COVID-19’ are both tragic and clear.
Less clear is what might be the ongoing
implications for how people behave and interact –
socially, economically and politically. Extended
periods of lockdowns, travel restrictions and
working from home are likely to lead to long-term
behavioural change.
Humans are resilient and tend to revert to
previous ways once an unexpected event passes.
We saw this, for example, in the quick rebound in
air travel after the SARS and Avian-flu outbreaks.
However, the severity and longevity of the current
crisis raise the likelihood of more permanent
change. For the generation that lived through
World War II, spending levels stayed lower and
savings rates higher until the next generation
dominated spending decisions. And while the

COVID-19 crisis is not a war, at least not in the
traditional sense, similar psychological
reverberations might be expected from long
periods of uncertainty, social isolation and physical
distancing. Will international air travel, at least for
business, ever return to pre-COVID-19 levels?
Will the pre-COVID-19 norm of working in an
office five days a week be the norm in the future?
How will people feel about returning to crowded
trains or buses or even entertainment venues?
We are also seeing changes in behaviour at a
national and international level. Prior to
COVID-19, we had seen changes in behaviour as
some countries looked more inward and the
groups with which people and countries identified
narrowed. While it is easy to dismiss such trends
as Trumpism, in reality there are deeper and
longer-lasting issues at play that pose risks for
multilateralism and heighten the risks of reduced
global cooperation and increased nationalistic
behaviour.
One could think a global crisis such as COVID-19
could bring countries together to find global
solutions. Within the scientific community, global
cooperation has indeed been evident. In many
other areas, however, decisions have been far
more isolationist. Many countries tightened border
controls or shut borders completely, introduced
laws to limit exports of medicines and equipment,
and raced against each other to secure supplies of
promising vaccines. In the United States, individual
state hospital systems were pitted against each
other to secure ventilators at ever-increasing
prices. In Australia, travel between states was
closed with alacrity while even citizens abroad
were prevented from returning home. And in
Europe, the spectacle of member nations not
pulling together to assist Italy at the beginning of
the crisis will not readily be forgotten.
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WHAT DOES THIS MEAN FOR
INFRASTRUCTURE?

From an investor perspective, economic and
financial market volatility favours infrastructure as
an asset class. As listed equity markets have swung
wildly, in both directions, the stability and
predictability of many infrastructure assets have
proven to be a positive component of investment
portfolios.
But the COVID-19 crisis has also shown that some
infrastructure assets are better than others at
weathering external shocks. Airports, toll roads,
uncontracted generation assets and other assets
where usage or pricing are heavily dependent on
economic activity have faced a troubling year. So
far, lenders to these assets have generally been
understanding of the pandemic-induced losses of
revenue and have been prepared to waive debt
covenants that could otherwise permit lenders to
take control.
Beyond the initial disruption, however, we are likely
to see permanent changes in the outlook for, and
therefore value of, some of these assets.

There are two reasons to think this. First, as
discussed in the preceding section, our view is that
there are likely to be permanent, or at least
lingering, changes in behaviour arising from the
pandemic. Lower international air travel as
business meetings are conducted online, reduced
commuting as working from home continues and
greater use of online shopping all have implications
for the long-term value of some assets.
Secondly, and thinking about the flipside of the
same coin, some infrastructure assets have
increased in value as a result of the pandemic. As
many segments of investment markets showed
very high levels of volatility, most core
infrastructure assets did not. This stability of
investment returns, combined with low base
interest rates, has seen some infrastructure asset
values rise above pre-COVID-19 levels.
Of course, this is not the first time that some
infrastructure investors have suffered from an
external shock. In the aftermath of the global
financial crisis, we saw that assets exposed to
economy activity, trade flows and, in some cases,
patronage were less resilient than others. We also
saw how assets with conservative capital structures
and lower levels of gearing were able to withstand
shocks better than others.
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WHAT DOES InTHIS
FOR
our view, theMEAN
strong performance
of core
infrastructure means that investor appetite for
INFRASTRUCTURE?
secure, long-term investments should generally

It was the experience of more than a decade ago
that led Whitehelm to strengthen its investment
philosophy to focus more tightly on investing in
core infrastructure assets. Assets that provide
essential services that tend to be used regardless of
what is happening in the broader economy. Assets
with cash flows from operations that are visible
and predictable with a high degree of certainty.
Assets where regulation defines the nature of the
essential service that is being provided – that
defines the market in which the asset operates.
For Whitehelm and our investors and clients, this
has meant that our infrastructure portfolios have
performed exceptionally well over the past year.
The vast majority of the underlying assets have
proven to be very resilient and demonstrated the
worth of core infrastructure in investment
portfolios.

increase as investors look for asset classes that
offer defensive positioning. As we continue with
our investment programs during the COVID-19
crisis, and as we look ahead hopefully to a world
where vaccines enable us to live and work with
greater freedom, we will continue to focus on core
infrastructure assets that aren’t materially exposed
to swings in economic activity, international trade
and patronage.
There are several infrastructure sectors that we
consider are likely to generate interesting
investment opportunities in the post-COVID-19
world, highlighted in the textboxes that follow.

Digital Infrastructure
The importance of digital infrastructure continues to grow. In June 2020 we wrote
about how the pandemic had rapidly accelerated the trend of increased reliance on
digital infrastructure and how networks and digital storage assets were facilitating
working from home and the logistical challenges of online life (‘Pandemic Punch and
the Power of Digital’).
There is no doubt that digital infrastructure offers incredible opportunity for
long-term investors and that the sub-sector has also reached sufficient critical mass
that we expect it to be an essential component of infrastructure investors’
portfolios. This challenge, as always, is finding the right opportunity. For digital
infrastructure in particular, this means structuring opportunities in a way that
permits investment in core assets that aren’t exposed to heightened technology risk
or excessive demand and technology risk.

7

Crossing the COVID-19 Infra-section

Sustainability, Energy Transition and Resilience
Another sector we see as favourable in a post-COVID-19 world is sustainability,
energy transition and resilience. There has, of course, been increasing global focus
on sustainability for several years. The COVID-19 crisis has not diminished the
importance of climate change nor the need for the world to transition with speed
to low-carbon sources of energy. The heightened sense of importance attached to
sustainability and resilience that has been evident over the past year will, in our
view, enhance the attractiveness of investing in assets that promote sustainability,
energy transition and resilience.
For infrastructure investors, this does not mean just investing more in wind and
soar generation assets. Indeed, investment returns on contracted assets in such
traditional renewables have now reduced to the point where many investors need
to accept exposure to volatile merchant power prices to reach investment return
hurdles. Looking ahead, we see better opportunity in broader renewable and
energy transition assets, such as energy-from-waste, heat networks, distribution and
storage and, in time, possible hydrogen (‘The New Energy Economy – A Hydrogen
Future’, December 2020).

Food Security
We also see significant opportunity in infrastructure supporting food security. The
long-term trend of globalisation in the second half of the twentieth century led to
complex international supply chains that have been sorely tested over the past year.
Border closings haven’t just impacted the movement of people, but also the
movement of goods. According to the World Trade Organisation, globally,
international trade is expected to have fallen by 9-10% in 2020. In some cases,
domestic food security has been directly threatened by border closures. When the
UK Government announced the spread of a new COVID-19 variant first detected
in Kent, travel to many countries was restricted, which led to long queues of
hauliers at the UK-France border until an acceptable testing regime could be
devised. This served to highlight that just-in-time cross-border flows of food
supplies, long taken for granted across Europe and elsewhere, were not immune to
disruption.
Given the fundamental nature of food security to nations and their citizens, it is
likely governments will initiate programs to support the development of domestic
supply chains, particularly in areas where domestic supply is lacking. Such initiatives
will need to be supported by infrastructure assets spanning agriculture, food
production and distribution logistics and storage.
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IMPLICATIONS FOR HOW WE
INVEST

For infrastructure investors, operating in a
post-COVID-19 world also has implications for
how we invest. There are obvious practical
challenges of undertaking physical due diligence
when geographic areas are locked down. But

there are also longer-term, more fundamental
implications that need to be taken into account.
Some of the more important potential implications
for how infrastructure investors invest are laid out
in the textboxes that follow.

Responsible Investing
Responsible investing and close attention to environmental, social and governance factors
matter more than ever. The critical importance of responsible investing has been evident
for some time, particularly for long-lived assets such as infrastructure. In a post-COVID-19
world, this is paramount.

The New Normal
We need to be careful about making assumptions based on historical norms, structures and
world views. We shouldn’t be tempted to make investment cases based on what the world
was like pre-COVID-19. COVID-19 and government and societal responses to it have
been both a disruptor and an accelerator of pre-existing trends. The ‘new normal’ is
different to before and we need to reflect that in how we consider investment
opportunities and how we price risk. Prior to COVID-19, we had started to see some
investors (mis-)price risk in the expectation that growth in patronage, trade and economic
activity was permanent (much as we saw prior to the global financial crisis). COVID-19 has
demonstrated again that risk does need to be priced, and assessed objectively.

Economic Regulation
As nationalistic tendences and pressures on households grow, investors should be wary of
assets that involve direct economic regulation. We have seen a trend in several countries in
recent years that regulators of infrastructure assets are not necessarily resistant to political
pressure. This trend may accelerate in a post-COVID-19 world.
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Budgetary Support
We also consider that investors should be wary of investing in infrastructure assets that rely
on direct subsidies or other budgetary support. The combination of nationalistic tendences
and the immense budgetary pressures that almost all Western governments will face in a
post-COVID-19 world in our view means such support will likely be withdrawn in the years
ahead.

Low Real Interest Rates
Notwithstanding the immense amounts of government debt now being built up to support
economies, in our view real interest rates are likely to remain exceptionally low or negative
for the foreseeable future. One of the lessons from the recovery after the global financial
crisis was that very large output gaps (where demand was lower than economy-wide supply
potential over a multi-year timeframe) undermined the effectiveness of monetary policy.
The post-COVID-19 global economy is likely to face a further extended period of output
gaps and resultant negative or low real interest rates. This has clear implications for both
the pricing of infrastructure assets and for capital structures and interest rate hedging
strategies.

Potential for Inflation
While real interest rates will remain exceptionally low, investors should be mindful of the
potential for inflation to re-emerge. The massive amount of monetary stimulus being
injected into the global economy is now multiples of the stimulus injected in the years after
the global financial crisis. And, different to then, that stimulus is evident in measures of
money supply, not just in asset values. Core infrastructure assets with revenue linked to
inflation can help to protect against this risk.

Investment Processes
Lastly, COVID-19 has demonstrated the importance of rigorous investment processes and
investment management. Investors with sound investment philosophies, strong and
objective investment processes and capable and effective asset management skills will be
best-placed to deliver and protect the long-term benefits of infrastructure investment –
whether in times of crisis or in calmer waters.
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CONCLUSION

Not since the 1918 flu pandemic has the world
seen what we are all going through now. One
year in, and as waves of COVID-19 continue
around the globe, the deep and broad impacts on
people and economies continue to build. No
doubt, in time, and as vaccines continue to be
developed and delivered, we will all go back to
some level of normality. But the ‘new norm’ will
be different to the world of 2019. Lasting changes
to the way we interact – individually and nationally,
the way we organize workplaces and the way we
travel, mean that life will be different.

These differences will be evident in most fields of
endeavor, including infrastructure investing. Just as
we learnt from the experience of the global
financial crisis and the dot com bubble before it, so
too we need to learn from the experiences of
COVID-19. Those lessons will have implications
for the types of assets that infrastructure investors
invest in, where we invest, and how we go about
investing in, and managing, those assets.
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Whitehelm consists of the following companies; Whitehelm Capital Pty Ltd (ACN 008 636 717), Australian Financial Services Licence 244434; and
Whitehelm Capital Limited, authorised and regulated by the Financial Conduct Authority (FCA) FRN 599417, Registered No 06035691 (together,
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This document has been prepared by Whitehelm and any information contained herein is directed at Eligible Market Counterparties and Professional
Clients only. It is not directed at, or intended for Retail Clients as defined by the FCA.
The information contained in the document is our professional assessment based on the available data but, by its nature, cannot be guaranteed and
should not be relied on as an indication of future performance. Opinions expressed in this document may be based on assumptions and
contingencies. To the extent permitted by law, Whitehelm and its officers, employees, agents, associates, and advisers make no representations or
warranties in relation to the accuracy, reliability, currency, completeness or relevance of the information contained in, and accept no liability
whatsoever to any third party in relation to any matter arising from this document or for any reliance that any recipient may seek to place upon
such information.
This document contains commercial-in-confidence information and should not be disclosed to any party. This information may not be excerpted
from, summarised, distributed, reproduced or used without the prior written consent of Whitehelm.
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