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New infrastructure needs new capital

According to a study by the Global Infrastructure
Investor Association, only 38% of people
worldwide were satisfied with their infrastructure
in 20231. We are experiencing everyday
problems with the existing infrastructure, which is
very often outdated and requires further
development. In addition to modernising existing
roads, trains and tracks, distribution networks,
and communication infrastructure, we must start
now to build the infrastructure of tomorrow.

Some experts say that up to 70% of the infrastructure of
2050 does not exist today?. The development of new
infrastructure is key for the future viability of Europe. The
focus here is on managing the energy transition,
digitalization, and demographic developments. The
decarbonization of many industries, securing the energy
supply and the digital participation of the population
cannot wait. Just recently, Former President of the
European Central Bank Draghi pointed out in a report for
the European Commission that Europe needs additional
spending of around EUR 800 million a year to remain
competitive, socially stable, and to meet climate targets.

Driving Decarbonization

The energy transition is on top of the agenda of most
governments and companies in Europe, who often commit
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to net-zero targets. This transition was further accelerated
by the energy crisis caused by Russia’s invasion of Ukraine
and the resulting embargo on Russian energy, which has
heightened the importance of energy supply security. The
energy transition has the potential to significantly reduce
Europe's dependence on (fossil fuel) energy imports and
replace them with green electricity and green molecules
produced in Europe. A key component of the energy mix
could become green hydrogen. AllianzGl is already
invested in green hydrogen projects in the Nordics to
support this development.

Hydrogen can play a role not only in energy supply, but
also in heavy goods transport, aviation, and shipping.
Electricity is required to produce hydrogen. There is a
consensus that the increased demand for electricity for
hydrogen production should be covered by renewable
energies, making it green hydrogen.

Raluca Jochmann, Head of
Private Markets Solutions,
Allianz Global Investors
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Private investment in infrastructure projects in primary markets
(USD billion, number of transactions, and % growth in value compared to five-year average)
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Source: Gl Hub Infrastructure Monitor based on Realfin
data, 2023.

Another important driver of decarbonization is the
transport sector, with its decreasing reliance on fossil fuels
and increasing usage of green electricity. Also, the further
development of public transport, aimed at replacing some
of people’s personal cars usage. The challenges posed by
climate change and increasing urbanization require
massive investment and innovation in the transport sector.
Some of AllianzGl’s projects in this area have been
financing hybrid ferries, battery-powered trains to replace
Diesel trains or the refurbishment of local trains.

Ever since the pandemic, it has become apparent that
digital infrastructure is critical infrastructure. However,
many countries in Europe are still lagging when it comes to
broadband connectivity. Home office, video streaming,
video conferences, and more digitized processes require
more fibre optic networks and data centres. According to a
report by the European Commission, additional investment
of up to EUR 200 billion is required to achieve EU-wide
gigabit coverage and 5G coverage in all populated areas3.
Again, this goal should be achieved in line with the goals of
climate-neutrality.

More energy needs more grids

Decarbonization, digitalization and the demographic
change come with an increasing demand for clean energy.
The European Commission estimates that the electricity
consumption is expected to increase by around 60%
between now and 2030% The expansion of electricity grids,
distribution stations, but also storage technologies and gas
grids (for the transport of green gases such as green
hydrogen) is the prerequisite to be ready for tomorrow.
The existing infrastructure in many European countries
isn’t ready by far. Approximately 40% of Europe's
distribution grids are over 40 years old and must be
modernized. It is estimated that c. EUR 400bn need to be
invested in Europe’s distribution grids is necessary by
20305,

The power of private capital

The range of projects that need to be tackled is broad, the
investments needed for these mammoth projects huge.
According to the infrastructure monitor of Gl Hub, global
demand for infrastructure investment is estimated at USD
94 trillion by 2040°¢. However, state budgets have come
under pressure. Private capital can play a decisive role in
building tomorrow’s infrastructure. Until recently, it was
primarily institutional investors, such as insurance
companies and pension funds, who were able to invest in
large infrastructure projects such as utilities, data centres
and train services, since experience, expertise, and
appropriate market access are required to navigate the
complexity of investing in unlisted, or private,
infrastructure.

The European Union launched the ELTIF (European Long-
term investment fund) back in 2015 with the aim of giving
private investors access to unlisted, private market
investments. However, while the take-up of this investment
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Expected company's ELTIF assets growth in Europe
im millions of EURO by the end of 2026
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vehicle has been rather slow, the latest amendments to the
law, dubbed ELTIF 2.0., introduced several simplifications
as of January 2024. This is expected to lead to an increase
in product supply. New market entrants, like AllianzGl,
have just recently launched their first ELTIFs. Scope
estimates the ELTIF volume to reach between EUR 30bn
and EUR 35bn by the end of 2026, with at least 20 new
ELTIFS on the market within the next year” .

Some of the recent ELTIFs launched have an infrastructure
focus. What are the benefits of unlisted infrastructure from
an investor’s point of view? First, the need for investments
in this area is evident, leading to many deal opportunities
available. Also, private infrastructure benefits from an
extra return compared to listed infrastructure,
compensating for the complexity and illiquidity of the asset
class. Furthermore, the infrastructure asset class has
successfully weathered some challenging macroeconomic
times in recent years, from the pandemic to the energy

crisis and rising inflation.® Critical infrastructure in
particular — such as utilities, water supply, mass
transportation, telecommunications networks to name just
a few — provide essential services to the public and can
usually generate relatively stable returns due to its strong
market position (with high barriers to entry in asset-heavy,
highly regulated low-competition markets) and potential
for regulated or long-term contractually secured revenues.
Also, often-times infrastructure revenues are directly or
indirectly linked to inflation, providing a useful portfolio
protection against rising prices. These features make
infrastructure an attractive potential addition and
diversifier to an investor’s portfolio.

However, while return opportunities are attractive, one is
well advised to also consider the characteristics and risks
associated with private market investments, such as the
longer investment horizon and the specific risk profile, and
rely on good advice and information when considering an
ELTIF for their portfolio. The illiquid nature of these
investments means one should treat them as a long-term
investment, not one that provides short-term liquidity. In
addition to illiquidity, private markets carry specific other
risks, which investors need to understand — by relying on
appropriate advice and information — and properly
consider in the light of their own portfolio objectives.

New infrastructure needs new capital — and the range of
projects and companies that private capital could finance
is enormous. By investing in an ELTIF as a long-term
addition and diversification to an otherwise liquid portfolio,
private investors can make a threefold contribution —to a
modern infrastructure, a sustainable society, and their own
wealth creation.

IRR performance of private and public infrastructure equity by calendar year
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Past performance does not predict future returns.
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https://www.scopeexplorer.com/files/get/?name=news.ReportFile/bytes/filename/mimetype/Scope_ELTIF-Studie_2024_1305.pdf
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Disclaimer

Investing involves risk. The value of an investment and the income from it may fall as well as rise and investors might not get back the full
amount invested. The views and opinions expressed herein, which are subject to change without notice, are those of the issuer companies
at the time of publication. The data used is derived from various sources, and assumed to be correct and reliable at the time of
publication. The conditions of any underlying offer or contract that may have been, or will be, made or concluded, shall prevail. Thisis a
marketing communication issued by Allianz Global Investors GmbH, www.allianzgi.com, an investment company with limited liability,
incorporated in Germany, with its registered office at Bockenheimer Landstrasse 42-44, 60323 Frankfurt/M, registered with the local court
Frankfurt/M under HRB 9340, authorised by Bundesanstalt fiir Finanzdienstleistungsaufsicht (www.bafin.de). The Summary of Investor
Rights is available in English, French, German, Italian and Spanish at https://regulatory.allianzgi.com/en/investors-rights The duplication,
publication, or transmission of the contents, irrespective of the form, is not permitted; except for the case of explicit permission by Allianz
Global Investors GmbH.
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