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THE WORD INFRASTRUCTURE derives from the 
French “infra” meaning below or beneath, and 
“structure” meaning something constructed. 
Infrastructure is the physical assets that form 
the foundation of an economy. Society benefits 
from good infrastructure and the quality of infra-
structure is often a key determinant of economic 
development.

Globally, the creation and operation of infra-
structure are primarily the domain of govern-
ment, with the World Bank estimating that 83% 
of global infrastructure funding derives from 
public sources. When the authorities do not own 
or operate infrastructure assets, they tend to 
regulate them heavily.

PRIVATE PARTICIPATION

Private interests have been involved in infra-
structure since Roman times when citizens bid 
for the right to operate and maintain a postal 
station and surrounding roads for five years. 
Today, private companies can and do build their 

own infrastructure (such as an oil company laying 
pipelines) or are invited by public entities to partic-
ipate in the funding, design, construction and/or 
operation of infrastructure. The private sector can 
often be more efficient and provide expertise and/
or funding lacking in government. Done correctly, 
the whole of society stands to benefit.

At Coronation, some of our portfolios have 
exposure to various businesses operating within 
the infrastructure sector. The key attraction for 
investors in infrastructure assets is their extremely 
stable, defensive cash flow streams that benefit 
from inflation and economic growth. While a 
precise definition for infrastructure is difficult to 
pin down, the businesses in which we have invested 
have the following in common:

• They are physical assets with a foundational 
role that is demonstrated by their widespread 
use by consumers and enterprises.

• They are capital intensive to build, but normally 
relatively low cost to operate and maintain.
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• They benefit from economies of scale, as largely 
fixed-cost bases are spread over more units.

• Unlike most businesses, they generally have 
limited competition in the locations in which 
they operate. They have local monopolies that 
are likely to endure – it is normally either impos-
sible, or too expensive and time consuming to 
replicate.

• They operate within a (often very strict) regula-
tory framework to prevent them exploiting their 
market position.

REGULATION IS KEY

Regulatory frameworks differ across assets and 
countries, but in many cases can provide high visi-
bility of earnings to investors. Regulatory environ-
ments range from fully regulated on either prices 
or returns to fully deregulated. Each framework has 
its pros and cons. A utility company is regulated on 
a certain return – but has very little risk of earning 
less than this; while price regulation provides great 
certainty of revenue and cash flows it requires tight 
cost control. On the other hand and largely as a 
result of history and a free market economy, North 
American rail companies are practically totally 
deregulated and free to set their own prices. This 
has been beneficial to both companies and users.

As an illustration of the attractions of infrastruc-
ture investment, we will discuss two examples on 
either end of the regulatory spectrum.

REGULATED OPERATORS: VINCI (LISTED ON 
EURONEXT PARIS)

• Owns attractive regulated toll road and airport 
concessions

• Highly visible and certain cash flows from toll 
roads

• Will benefit from travel recovery
• Construction division will drive future participa-

tion in new public-private partnerships

Head officed in France with a global footprint of 
c.120 countries, infrastructure giant VINCI traces 
its roots back to French construction companies 
that have been operating since the 19th century. 
Construction companies build the infrastructure 
that society requires but are normally poor busi-
nesses with very thin margins. Years of accumu-
lated profits can be wiped out by a single large 
problem contract. Running a successful contracting 
company is mostly about managing and pricing 
risk; and as evidenced by their longevity, VINCI 
has an excellent track record in this regard. In the 
past 20 years, they have not had a single year 
of negative earnings in contracting (including 
through the pandemic).

Concessions of public infrastructure have long 
been a part of their activities and started with 
water and sewage networks in the 19th century. 
They participated in the first private motorway 
concession in France in 1970 and acquired the 
largest French toll road operating company when 
the government privatised their remaining toll 
road holdings in the early 2000s. Figure 1 shows 
their attractive portfolio of infrastructure develop-
ment activities and concession agreements, the 
rump of which is airports and road, both of which 
are discussed in more depth below.

At the heart of VINCI’s success is the significant 
synergies generated from the combination of 
contracting and concessions:

• Having concessions generates maintenance 
work for their contracting subsidiaries and 
having engineering, design and project 
management skills gives them access to green- 
and yellowfields concessions, where they can 
add value without solely having to compete 
on cost of capital.

• The combination of more cyclical, low-cap-
ital intensity contracting with very stable, 
long duration, capital intensive concessions 
ensures a better risk-adjusted return and better 
long-term decision making. Both short-term 
cycles in contracting and the long-term invest-
ment cycles required for concessions can be 
absorbed without panicking or changing 
strategy.

• Contracting businesses normally run with large 
amounts of cash (due to prepayments or to 
back guarantees) and concession businesses 
operate with high gearing. The ability to deploy 
contracting cash into concessions allows them 
to be conservatively geared at a group level, 
while maintaining divisional efficiency. Due 
to the diversity of cash flows and low gearing, 
funding costs at group level is very low.

VINCI PORTFOLIO COMPOSITION 

Figure 1

Source: Coronation estimates
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VINCI’s toll road assets consist of a 4 400km 
network of mainly intercity roads in France. This 
represents over half of French road concessions – 
in a country where the majority (76%) of highways 
are tolled. VINCI’s roads carry daily commuters, 
intercity business and leisure trips (also tourists) 
and freight. Their network links Paris, Spain and 
Italy, with very few alternative toll-free options. 
This is a key transport network for both the French 
and European economy.

The defining feature of these concessions is the 
high visibility of above inflationary cash flow 
growth. They have legally protected inflationary 
tariff increases, low variability due to massive 
margins and tailwinds from declining capital 
intensity and interest rates. The one variable less 
in their control is traffic, which has grown steadily 
over the long term. Traffic has only declined twice 
in the last 50 years and revenue hasn’t declined 
prior to 2020, and has already moved above 
pre-pandemic levels.

The framework for the concession agreements has 
been in place since 1956 and contains various 
protections for the concessionaire, including 
protection against changes in tax. These have 
been tested a few times in court and they have 
always held up. VINCI will operate these conces-
sions until they revert to the state in the 2030s.

VINCI also owns 53 airports in 12 countries across 
the world, with the most significant being Portugal 
(10 airports), 50% of Gatwick in the UK, and a 
40% stake in three Japanese airports. They are the 
second largest global airport operator.

Each airport and country have slightly different 
regulatory models. VINCI’s assets are mostly on the 
lighter end of the regulatory scale, and they have 
benefited from growing traffic and retail sales at 
their airports as well as tight cost control.

The attraction of airports relative to other conces-
sion assets are the long concession periods and 
historically fast growth, with air traffic expanding 
at roughly two times global GDP. Countering 
this are more volatile traffic growth and greater 
capital intensity. Despite the large impact of 
pandemic travel restrictions (VINCI airport made 
operating losses in both 2020 and 2021), the 
lasting impact of the crisis will be greater auto-
mation which has led to a permanently lower cost 
base and higher margins.

Even with no further concession investments, 
VINCI is likely to deliver a 10% shareholder return 
to the end of their current concessions. Given the 
visibility on price increases and growing air and 
road traffic, this return is reasonably certain with 
upside if inflation is higher than expected. We are 
confident that the combination of construction 
and concession expertise will lead to opportuni-
ties for further value creation.

DEREGULATED EXAMPLE: NORTH AMERICAN 
RAIL

• A collection of stable local duopolies and 
monopolies between six different rail operators

• Competes against air and road freight but 
benefits relative to them at high carbon and 
oil prices

• Largely unregulated and free to set prices
• Will benefit from increasing volumes and further 

efficiencies
• Earnings are likely to endure for a very long time

The US freight rail system is made up of six 
companies, with pairs covering various regions 
(Figure 2). Union Pacific and Burlington Northern 
Santa Fe (Berkshire Hathaway’s railroad) operate 
in the west of the US. CSX and Norfolk Southern 
operate in the east, and Canadian National and 
Canadian Pacific operate from Canada into the 
US. Each pair forms a rational duopoly, and on 
some routes, the rails operate as monopolies.
The American rail system was largely developed 
by private companies, but after 1887 their pricing 
structures became strictly regulated by the 
Interstate Commerce Commission. As a result of 
the development of interstate highway and more 
efficient air travel, many railroad companies were 
driven out of business after the Second World War.

NORTH AMERICAN FREIGHT RAIL MAP

Figure 2

Source: Journal of Transport Geography
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The fortunes of the industry were revived by the 
ratification of the Staggers Act of 1980, which 
largely removed price regulation and freed up 
railroads to negotiate with customers individu-
ally. This benefited both operators and users, and 
saw costs and prices halve over a 10-year period 
and the railroads reverse their market share losses 
against trucks.

Air, road and rail freight each have their own 
strengths and niches. Railways dominate long-dis-
tance bulk transport; trucking is much more flexible 
and cheaper over shorter distances; and airfreight 
dominates time-sensitive, high-value-to-weight 
freight. Rail operators benefit against their 
competitors when they become more efficient, 
flexible, and relatively cheaper; we believe all of 
these favour rail at the moment.

The rail companies are in various stages of imple-
menting a process called precision-scheduled 
railroading (PSR), pioneered by Hunter Harrison 
at Canadian National, and which he perfected 
at both Canadian Pacific and CSX. PSR empha-
sises creating and executing an efficient rail 
schedule and continuously driving improvements 
to operating costs, car velocity and service levels 
on the network. This creates more capacity on 
the network, lower costs, more flexibility and, 
hence, more demand. Due to PSR, CSX’s margins 
expanded from 29% to 41.6% between 2011 and 
2019, with flat volumes.

The relative cost position between different modes 
of transport is shifting. Fuel prices are a large part 
of variable cost for transport, but per tonne-mile 

rail’s fuel consumption is a quarter of road. Per 
dollar of revenue, trucks spend double on labour. 
We believe global energy prices and inflation will 
remain high and this will benefit railways relative 
to trucks. Companies are increasingly considering 
carbon costs when making supply-chain choices 
and rail has a far lower carbon intensity per mile 
than trucking or air freight.

Compared to the variable cost of trucking and air 
transport, a railway has a much greater portion of 
fixed costs. Greater usage drives lower unit costs 
in a virtuous circle. Rail volume is currently below 
normal. This is due to pandemic-related headwinds 
that are in the process of unwinding in the US (port 
operations slowed imports and exports, labour 
has been tight given Covid-19 challenges and 
reduced service levels) and Canada had a weak 
grain harvest in 2021 (grain is a higher margin 
category for the rails).

The rail companies trade on free cash flow yields 
of 4% to 6% and are likely to grow faster than the 
economy, as they take market share from other 
modes of transport. Compared to the average 
global business, we have much greater certainty 
that railway earnings will endure for many years.

CONCLUSION

Listed infrastructure assets offer great stability and 
certainty of earnings and are a key beneficiary of 
inflation. In an environment of rampant volatility 
and high inflation, these companies offer a coun-
terbalance to more volatile holdings in a portfolio  
and we believe they will deliver superior risk-ad-
justed returns over time. +
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Figure 3

Source: Federal Railroad Administration
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DISCLAIMER

South African Readers 
All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result, 
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax, 
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such 
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund 
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act 
in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake 
to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does 
not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact 
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively 
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not 
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent 
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to 
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited 
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management 
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation 
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers 
Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission 
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment 
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved 
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited 
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party 
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain 
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved 
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are 
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.
If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no 
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions 
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies 
described herein.

Global (ex-US) readers 
The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’, 
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the 
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable 
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional 
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that 
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way 
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated 
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an 
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information 
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers 
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any 
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International 
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance 
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct 
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011 
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of 
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing 
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have 
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are 
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time. 
If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no 
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions 
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies 
described herein.


