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Is ESG an important force driving change for 
private investment in infrastructure?

In June, Ferguson Partners once again hosted a Roundtable Discussion with a group of senior 
infrastructure leaders. At a prior Roundtable in November, we discussed the impact of public opinion 
on markets and infrastructure investment strategy, as well as new opportunities for investors and 
current trends in fundraising. Within the context of successful fundraising, strong competition and high 
valuations for core assets, industry leaders expressed enthusiasm for infrastructure development in new 
sectors and locations.

Months later, where are we now? Infrastructure fundraising has continued increasing at record levels, 
with Infrastructure Investor reporting that six infrastructure funds alone raised $20 billion in Q1 2019.1 
Infrastructure companies, however, must decide how to utilize this money to address public concerns. 
The November Roundtable reinforced that GPs and investors should endeavor to understand consumers’ 
perspectives and encourage transparency in business operations, particularly those concerning 
corporate governance.

European institutional investors have long been at the forefront of promoting ESG, but there seems 
to have been an uptick in support, as demonstrated during this year’s Infrastructure Investor Global 
Summit in Berlin. Attendees discussed recurring themes such as regulatory risk and fostering trust with 
the public. 

Of course, investors strive to secure their target financial returns, but many have become increasingly 
mindful of potential reputational damage to their own institutions, investments and/or funds. Many 
investors also believe that ESG is important both as a risk-mitigation measure and as a potential driver 
of high returns over time.

The following are some of the key themes from our discussion.

Market Forces Advance Pro-ESG Stance

The EU has been a very effective force for environmental progress – most significantly, by supporting 
The Paris Agreement and aiming to go climate neutral by 2050,2 which will require massive innovation 
and investment, particularly in renewable energy generation and the “energy transition.” In the U.K., 
despite government deadlock and a focus on Brexit, a general political consensus exists regarding the 
urgent need to address climate change, while the U.S. remains at a political impasse on the issue.

Investors, however, do not appear to be driven away from infrastructure as an asset class by the current 
political uncertainty. The trend toward reducing carbon emissions and lowering their impact on the 
environment continues, now driven by market forces looking to the future rather than government 
bodies enacting policies for immediate implementation. Many money managers “are now looking for 
ways to integrate environmental, social and governance data into their investment approaches to better 

1 https://www.infrastructureinvestor.com/download-2019-fundraising-off-strong-start/

2 https://ec.europa.eu/clima/policies/strategies/2050_en 
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manage risk and find opportunities”3 of their own accord. There now seems to be a “point of no return” 
toward incorporating environmentally friendly technologies and investments into society and business 
operations.

Yet incorporating these changes often proves complex and controversial. Investors must be increasingly 
mindful of shifting public perceptions and reputational challenges, amongst many other risks. Differences 
will arise in various parts of the world en route to a carbon-free future. For example, the phasing out of 

fossil-fuel power stations and nuclear plants will have an impact on asset values4 and human capital.5 
Some regions may still require gas or coal power in the near term. The destination has been defined, but 
the route and speed remain uncertain. Investors have the liberty to uphold different views, and it may 
not be possible to arrive at universally accepted positions.

European Investors Driving ESG

In our discussion, we learned that for large financial services players in the U.K. and Europe, ESG has 
become embedded in many new business decisions due to the “tone from the top.” Some European 
investors pursue an ESG agenda with vigor, while others refrain from carbon unfriendly investments such 
as coal, oil and gas power. Renewable energy still possesses a “halo effect” for many investors, despite 
diminishing returns from lower prices and the phasing out of government subsidies as incentives.6 Our 
Roundtable participants noted that many investors now consider the risk that comes with investing 
in businesses that leave a high carbon footprint, and the possibility of assets faltering in the long run 
if businesses fail to adapt to green practices. Therefore, ESG plays a much more prominent role in 
investors’ decision-making processes than in previous years.

Return Expectations Align with ESG Agendas

During the Roundtable, one speaker explained that in the U.K., at least, the perceived opinions of 
millennials and pensioners drive corporate interest in ESG. Public perception seems to align with the 
notion that ESG-positive investments could be made without impacting returns, which may prove to 
be correct if government policies foster a more benign and supportive environment for infrastructure 
investments that fulfill ESG criteria. We remain far from adopting generally accepted measures that 
could provide assurance on this.

The UN offers an initial set of guidelines that could be used as a model. The six Principles for Responsible 
Investment (PRI) provide a global standard for responsible investing as it relates to environmental, social 
and corporate governance.7 Several infrastructure managers and asset owners are signatories, who 
publicly commit to adopt the principles and integrate them into their fiduciary responsibilities.8  

3 https://www.pionline.com/article/20190419/ONLINE/190419817/commentary-as-demand-for-esg-investing-grows-so-too-does-the-need-
for-high-quality-data

4 https://www.greentechmedia.com/articles/read/report-banks-have-1-9-trillion-into-fossil-fuel-extraction-since-2015#gs.uoxlyd

5 https://prospect.org/article/just-transition-us-fossil-fuel-industry-workers

6 https://www.scientificamerican.com/article/new-eu-rules-on-energy-funding-phase-out-subsidies-for-renewables/

7 https://www.unpri.org/ 

8 https://www.unpri.org/signatories
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Several infrastructure investment managers present at the Roundtable said they consider such ESG 
guidelines when making investment decisions and analyzing their asset management frameworks. 
Many of our Roundtable participants witnessed an increase in the disclosure of good intentions and 
actions in financial statements and on fund managers’ websites relating to ESG. Some asset managers 
at the event explained that they already seek to adopt an ESG-positive option for an asset if it fits with 
improved performance and added that, increasingly, they see alignment.

Could ESG Sway Opinions on Private Investment in Public Infrastructure?

The Roundtable also discussed whether ESG could positively influence public attitudes towards private 
investment in public infrastructure assets.

Some attendees expressed a strong opinion that pursuing ESG initiatives would not be noticed and/
or rewarded, and that public opinion on the subject could be fickle and unpredictable. Furthermore, 
those who object to private investment in public infrastructure on ideological grounds will likely not be 
persuaded to change their views because of the positive ESG credentials of a private investment. Other 
attendees believed that corporate support of ESG initiatives could help to sway public opinion, but a 
greater social movement will be necessary in order to make a difference in the hearts and minds of the 
public.

To this point, advocates of private investment in public infrastructure could use the “S,” or the social 
impact, as a tool for persuasion. Proponents could argue that investing in pro-ESG alternatives may 
lead to additional jobs and skills training for individuals, and thereby advance the regeneration of entire 
communities. Many heads of asset management at the Roundtable noted that, as more investment 
managers assume active roles in their portfolio companies, they could seize opportunities to improve 
companies’ cultures and make organizations more resource-efficient to improve working conditions for 
employees and customers alike. This opinion typically resonates well with LP clients and the public in 
general. 

Considering ESG’s Application in Fund Management

In implementing ESG standards, the infrastructure private investment community has some structural 
challenges to overcome. Investors prioritize their investments based on the compliance and diligence 
requirements that they and their portfolio managers must abide by. For example, some pension fund 
investors may finance endeavors that aim to reduce carbon emissions, while others’ portfolios may 
reflect a medley of concerns such as governance, employment practices and health and safety.

Furthermore, portfolio investors have varying levels of control over their assets. This may restrict the 
amount of goals a portfolio could achieve and, in turn, limit the assurance that can be given to LPs. 
Requests for ESG data and proposals for improved practices in portfolio investments may lead to 
genuine improvements in reputation and customer service, which could then persuade other investors 
to adopt similar measures when compiling or revising their portfolios.
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Conclusion: Establishing Benchmarks for ESG

Overall, many of our Roundtable attendees believed ESG has become an increasingly important factor 
in both managing funds and attracting infrastructure investment, while others did not see the impact 
of ESG on either practice yet. Those in the latter category believe ESG has always been embedded 
in the infrastructure asset class to some extent, but they do not discern substantial benefits in the 
available data. Both views were well-represented at the Roundtable and the differences of opinion 
reflected those in the overall industry. 

Many attendees agreed that the public pressure to implement ESG initiatives reflects a larger 
cultural shift away from individualism and towards community benefit in Europe, and that the 
current international guidelines for investing in ESG initiatives require further refinement to measure 
performance. Examples of benchmarks that could be added to such standards include customer 
satisfaction; stakeholder engagement; positive social impact, particularly for vulnerable communities; 
health and safety; and employee satisfaction and programs.

Change may come upon the infrastructure investment community faster than we expect. In April 2019, 
60 investors signed up to comply with the IFC Operating Principles for Impact Management, “which 
offer investors clarity and consistency on what constitutes impact investing.”9 IFC also explains the 
need for regulatory reform so that asset owners can pursue and report on impact goals along with 
financial ones. 

ESG considerations will exert an increasing influence on infrastructure investment for years to come. 
The issues surrounding the topic are politicized and controversial, and inevitably there are reputational 
risks that investors should understand. However, ESG questions provide an opportunity for the industry 
to communicate with politicians and the public, as well as showcase ESG initiatives as sources for new 
investment opportunities. Such discussions may prompt the formation of international standards to 
gauge the financial success of ESG investments, and lead to new investments that support ESG – and 
ideally, benefit society – in the future.

9 https://www.forbes.com/sites/bhaktimirchandani/2019/04/12/what-you-need-to-know-about-the-ifcs-operating-principles-for-impact-man-
agement/#3587a08926b7 

The hosts of this Roundtable discussion included Fabrizio De Candia, Managing Director at Ferguson 
Partners Europe; Jon Phillips, Director of Corporate Affairs at GIIA; and Margaret Stephens, Non-
Executive Board Member at the Department for Exiting the European Union.
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