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In Focus

For many investors, two years of higher inflation and central bank rate hikes
may have seemed like an endurance test—replete with elevated market
uncertainty and high volatility. This era of extremes is not a new development:
It comes after more than two decades of macroeconomic and market
extremes, from the bursting of the dot-com bubble and the Global Financial
Crisis to the COVID-19 pandemic recession and recovery. Over much of that
time, one asset class delivered resilient earnings growth and share price
returns, albeit with some hiccups along the way: listed infrastructure.



In our view, during these volatile past two decades, listed
infrastructure “grew up” as an asset class. It first emerged as a
standalone offering in the early 2000s and has since grown into
a full-fledged asset class in its own right at around 2% of global
equity allocations, as Exhibit 1 shows.

Too few investors focus on infrastructure in the asset allocation
process, in our view. Instead, they tend to focus primarily

on debt and equity and build other allocations around those

two asset classes. The Lazard Global Listed Infrastructure
Portfolio seeks total return by investing in a select universe

of “Preferred Infrastructure” companies that we believe can
achieve lower-volatility returns that exceed inflation, presenting
a potential diversification opportunity due to the mix of different
infrastructure assets it contains. The portfolio may be a powerful
complement to real assets, private equity infrastructure, and global
equity allocations.

A Time for Infrastructure

Investors often come into the asset class seeking relative
stability, along with the income and growth that equities have
typically offered. Infrastructure assets, from airports and utilities
to cellphone towers and satellites, are often associated with
steadiness thanks to the streams of contract payments from
customers, which translate into more predictable earnings.

Infrastructure can also offer characteristics that we believe are well
suited to the current macro environment: potential inflation hedging,
earnings resilience, and diversification.

Exhibit 1.

The Growth of Listed Infrastructure
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Exhibit 2.

Infrastructure’s Link to Inflation
How select infrastructure assets factor in CPI

Sector CPI Linkage % of CPI Mechanism
UK/EUR/AUS Utilities Explicit 100% CPI x RAB
Airports Explicit 100% CPI x RAB

Toll Roads Explicit +/-100% Toll x (1+CPI)
US Utilities Implicit N/A Nominal Return
Railroads Implicit N/A Nominal Return
Communication Implicit N/A Nominal Return

Infrastructure

As of 5 March 2024 RAB = Reaulatorv Asset Base Source: Lazard

Inflation and the Link to Cash Flows

Though inflation in most countries has receded from its peaks

in 2021 and 2022, it remains above pre-pandemic levels. At the
same time, the case for structurally higher goods inflation over
the long term—supported by the reconfiguration of supply chains
now underway and the energy transition, among other shifts—is
compelling, in our view.

In an inflationary environment, infrastructure can play a key role in
portfolios. This is because return targets are often set relative to
inflation—our global listed strategy, for example, aims to generate
5% over the Consumer Price Index (CPI) over a market cycle—and
we believe listed infrastructure assets can offer the best inflation
protection properties available in public equity markets.

Because the degree of potential inflation protection varies
significantly by company, selection is crucial. Based on our
analysis, less than 25% of listed infrastructure companies can
potentially offer true inflation protection. Within that 25%, the level
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of protection varies. Some have explicit (direct) inflation pass-
through, while some have implicit inflation protection, depending on
the terms of the underlying service contracts.

Exhibit 2 depicts the general inflation protection levels of listed
infrastructure stocks by sector. UK, European, and Australian
utilities, airports, and toll roads have historically had direct,
explicit inflation pass-through: The contracts on these assets tied
payments directly to the rate of inflation.

US utilities, railroads, and communication infrastructure returns,
however, have historically been implicitly linked to inflation. US
utilities’ earnings levels, for example, are typically set by regulators
with a view to long-term interest rate assumptions, but these can
move away from the CPI for periods of time until the regulators
adjust the return levels. By contrast, US railway owners overall can
set prices, and satellite companies typically establish fixed prices
under long-term contracts.



Exhibit 3.

CPI-Link Specification for Toll Roads

Toll Road Location Tolling Formula
City Link Australia CPI+

Hills M2 Australia CPI+

407 ETR Canada Unconstrained
M6 Toll England Unconstrained
APRR France CPI+/-

Dulles Greenway United States CPI+

Indiana Toll Road United States CPI+

A4 Italy CPI+/-
Autostrade per I'ltalia Italy CPI+/-

Sanef Spain CPI-

AUCAT Spain CPI
Costanera Norte Chile CPI+
Vespucio Sur Chile CPI+

Concession Expiration

2045

2048
2088
2054
2036
2056
2081
2026
2038
2029
2039
2034
2032

Comment

Greater of quarterly CPI or 4.25% p.a. until 2029,
thereafter CPI

Greater of CPIl or 1.0% per quarter

Cannot double tolls within six months
Management discretion

70% of CPI + 0.32% from 2024 to 2026
Greater of CPI + 1%, real GDP or 2.8%
Greater of 2%, CPI or nominal GDP

70% of CPI, + 14% p.a. from 2010 to 2014
70% of CPI, + 1%-3% p.a. from 2010 to 2018
70% of CPI

CPI

CPI + 3.5% p.a.

CPI + 3.5% p.a.

This information is for illustrative purposes only. The securities mentioned are not necessarily held by Lazard for all client portfolios, and their mention should not be considered
a recommendation or solicitation to purchase or sell these securities. It should not be assumed that any investment in these securities was, or will prove to be, profitable.

Source: Lazard, Company Data

Looking at toll roads specifically, we believe they are a clear
example of inflation protection built into the earnings. Toll road
concessions are simple businesses: The owner of a concession,
which has an average contract lasting between twenty and fifty

Earnings Resilience

As regulated monopolies providing essential services, Preferred
Infrastructure assets—assets that we believe are best identified
using a highly selective approach—typically enjoy highly inelastic
demand profiles. Moreover, with very high operating profit margins
and stable regulated returns, profits have been relatively protected
from any given decline in revenues arising from economic stress.
The earnings of utility companies or toll road operators have
historically been more resilient than those of the average industrial
stock in a recession: While consumers may cut discretionary
spending in a downturn, for the most part, they typically still turn on
the lights or travel by car. A stable earnings profile has also helped
lead to a consistent yield premium for infrastructure over broader
developed market equities (Exhibit 4).
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years, charges tolls in exchange for building and maintaining the
road. The formula to calculate the tolls has almost always been
explicitly linked to the level of inflation (Exhibit 3).

Exhibit 4.
Stable Earnings Can Lead to Consistent Yield Premium
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Estimates based on historical financial accounts of companies held in the fully
discretionary account. Statistics are calculated using an index-style construction
methodology. Investment characteristics are based upon a fully discretionary
account. All estimates are based on current information and are subject to
change. Past performance is not a reliable indicator of future results. This
information is for illustrative purposes only.

The performance quoted represents past performance. Past performance does
not guarantee future results. The indices are unmanaged and have no fees. One
cannot invest directly in an index.

The Global Listed Infrastructure Index (AUD Hedged) from inception to 31 March
2015 is the UBS Global 50/50 Infrastructure and Utilities Net Index (AUD Hedged);
from 1 April 2015 to 30 June 2018, the FTSE Developed Core Infrastructure

50/50 100% Hedged to AUD Net Tax Index; and thereafter, the MSCI World Core
Infrastructure 100% Hedged to AUD Index. Source: Lazard, FTSE, MSCI, UBS



Diversification Benefits and
the Active Advantage

Based on MSCI index data from November 2005 through
December 2023, listed infrastructure has occupied a position
midway between equities and fixed income on the risk-return
spectrum. Over time, it has had low return correlations to most
other asset classes in addition to lower volatility than the broad
equity markets. These attributes mean that infrastructure can
potentially provide diversification within an investment portfolio

overall, within an equity allocation, or alongside private equity in an
infrastructure allocation. History shows that listed infrastructure has
played an important role in portfolios in down markets, capturing
only 57% of drawdown in negative months while capturing 77% of

returns in positive months (Exhibit 5).

Looking at risk-return over the last 15 years, Exhibit 6 shows that
while the MSCI World Core Infrastructure Index has demonstrated
lower risk compared with the global equities index (MSCI World), it

has come at the expense of return relative to developed markets

equities. We believe listed infrastructure is an asset class where a
selective approach from an active manager can add considerable
value. The Lazard Global Listed Infrastructure strategy featured in
the chart offered a more compelling risk/reward trade-off than the

MSCI World Core Infrastructure Index.

Exhibit 5.

Upside-Downside Capture
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As of 31 March 2024, since inception in September 2006. All data in USD.

The return-based characteristics are based on the gross-of-fees composite
returns. Please refer to “GIPS® Composite Information” for additional
information, including net-of-fee results. The performance quoted represents
past performance. Past performance does not guarantee future results. No risk
management technique or process can guarantee return or eliminate risk in any
market environment. The index is unmanaged and has no fees. One cannot invest
directly in an index. Source: Lazard, MSCI

Exhibit 6.

Risk/Reward in Infrastructure
Annualized Return (%)

Lazard Global US REITS
. ° °
i Listed Infrastructure ® Developed Markets Equities
MSCI World Core
Infrastructure Index
8
® Emerging
Markets Equities
4 US TIPS
° o ®
Inflation US e Global Bonds Commodities
0 Bonds Py
0 5] 10 15 20 25

Annualized Volatility (%)

For the 15 years ending 31 March 2024. This information is for illustrative purposes
only. The performance quoted represents past performance. Past performance is
not a reliable indicator of future results. The indices listed above are unmanaged
and have no fees. It is not possible to invest in an index. Inflation = CPI-U all items
less food and energy, US city average, seasonally adjusted, 1982-84 = 100; US
Bonds = Bloomberg US Aggregate Bond Index; Global Bonds = Bloomberg Global
Aggregate Bond Index; US TIPS = Bloomberg US Government Inflation-Linked
Bond Index; Infrastructure = MSCI ACWI Core Infrastructure Index Net Return;
Commodities = S&P GSCI TR; US REITs = FTSE NAREIT All Equity REITs Index TR;
Developed Market Equities = MSCI World Index Gross Return; Emerging Markets
Equities = MSCI Emerging Markets Index Gross Return; Lazard Global Listed
Infrastructure = Lazard Global Listed Infrastructure (USD Hedge) Composite.
Source: Lazard, Bloomberg, FactSet, MSCI, NAREIT, Standard & Poor’s, UBS

Seeking Stable Returns and Income

Railways, roads, airports, and utilities form the backbone of
modern society. Thanks to their reliable earnings history, many

investors have turned to listed infrastructure securities in search of

stable returns and income.

We believe listed infrastructure can potentially provide a
contractual inflation linkage in cash flows, stable returns through
economic cycles, a low risk of capital loss, real earnings growth,
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and, finally, diversification benefits via low volatility and low
correlations to other asset classes. In our view, the benefits of
the asset class are best achieved by taking an active, selective
approach—one that combines valuation discipline with strict
criteria for selecting companies.



Important
Information

Published 17 May 2024.

Information and opinions presented have been obtained
or derived from sources believed by Lazard Asset
Management LLC or its affiliates (“Lazard”) to be reliable.
Lazard makes no representation as to their accuracy or
completeness. All opinions expressed herein are as of
the published date and are subject to change.

The performance quoted represents past performance.
Past performance is not a reliable indicator of

future results.

Allocations and security selection are subject to change.

No risk management technique or process can guarantee
return or eliminate risk in any market environment.

Equity securities will fluctuate in price; the value of

your investment will thus fluctuate, and this may result

in a loss. Small- and mid-capitalization stocks may be
subject to higher degrees of risk, their earnings may

be less predictable, their prices more volatile, and their
liquidity less than that of large-capitalization or more
established companies’ securities.

Emerging Market securities carry special risks, such

as less developed or less efficient trading markets, a
lack of company information, and differing auditing and
legal standards. The securities markets of emerging
market countries can be extremely volatile and
performance can also be influenced by political, social,
and economic factors affecting companies in emerging
market countries.

Investments in global currencies are subject to the
general risks associated with fixed income investing,
such as interest rate risk, as well as the risks associated
with non-domestic investments, which include, but

are not limited to, currency fluctuation, devaluation,
and confiscatory taxation. Furthermore, certain
investment techniques required to access certain
emerging markets currencies, such as swaps, forwards,
structured notes, and loans of portfolio securities,
involve risk that the counterparty to such instruments or
transactions will become insolvent or otherwise default
on its obligation to perform as agreed. In the event of
such default, an investor may have limited recourse
against the counterparty and may experience delays in
recovery or loss.

An investment in bonds carries risk. If interest rates

rise, bond prices usually decline. The longer a bond’s
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maturity, the greater the impact a change in interest
rates can have on its price. If you do not hold a bond
until maturity, you may experience a gain or loss when
you sell. Bonds also carry the risk of default, which is the
risk that the issuer is unable to make further income and
principal payments. Other risks, including inflation risk,
call risk, and pre-payment risk, also apply.

Securities and instruments of infrastructure companies
are more susceptible to adverse economic or regulatory
occurrences affecting their industries. Infrastructure
companies may be subject to a variety of factors that
may adversely affect their business or operations,
including additional costs, competition, regulatory
implications, and certain other factors.

The MSCI World Infrastructure Index captures the
global opportunity set of companies that are owners

or operators of infrastructure assets. Constituents are
selected from the equity universe of MSCI World, the
parent index, which covers mid and large cap securities
across the 23 Developed Markets (DM) countries.

The MSCI World Core Infrastructure Index captures

large and mid-cap securities across the 23 Developed
Markets (DM) countries. The Index is designed to
represent the performance of listed companies within the
developed markets that are engaged in core industrial
infrastructure activities.

The MSCI World Index is a free-float-adjusted market
capitalization index that is designed to measure global
developed market equity performance comprised of
developed market country indices.

The MSCI Emerging Markets Index is a free-float-
adjusted market capitalization index that is designed

to measure equity market performance in the global
emerging markets. The MSCI Emerging Markets Index
consists of emerging markets country indices including:
Brazil, Chile, China, Colombia, Czech Republic, Egypt,
Greece, Hungary, India, Indonesia, Korea, Malaysia,
Mexico, Peru, Philippines, Poland, Qatar, Saudi Arabia,
South Africa, Taiwan, Thailand, Turkey, and United
Arab Emirates.

Indices are unmanaged and have no fees. One cannot
invest directly in an index.

Certain information included herein is derived by Lazard
in part from an MSCI index or indices (the “Index Data”).
However, MSCI has not reviewed this product or report,
and does not endorse or express any opinion regarding

this product or report or any analysis or other information
contained herein or the author or source of any such
information or analysis. MSCI makes no express or
implied warranties or representations and shall have no
liability whatsoever with respect to any Index Data or
data derived therefrom.

Certain information contained herein constitutes
“forward-looking statements” which can be identified by
the use of forward-looking terminology such as “may,”
“will,” “should,” “expect,” “anticipate,” “target,” “intent,”
“continue,” or “believe,” or the negatives thereof or other
variations thereon or comparable terminology. Due to
various risks and uncertainties, actual events may differ
materially from those reflected or contemplated in such
forward-looking statements.

This document reflects the views of Lazard Asset
Management LLC or its affiliates (“Lazard”) based upon
information believed to be reliable as of the publication
date. There is no guarantee that any forecast or opinion
will be realized. This document is provided by Lazard for
informational purposes only. Nothing herein constitutes
investment advice or a recommendation relating to any
security, commodity, derivative, investment management
service, or investment product. Investments in securities,
derivatives, and commodities involve risk, will fluctuate
in price, and may result in losses. Certain assets held in
Lazard’s investment portfolios, in particular alternative
investment portfolios, can involve high degrees of risk
and volatility when compared to other assets. Similarly,
certain assets held in Lazard’s investment portfolios may
trade in less liquid or efficient markets, which can affect
investment performance. Past performance does not
guarantee future results. The views expressed herein are
subject to change, and may differ from the views of other
Lazard investment professionals.contemplated in such
forward-looking statements.

This content represents the views of the
author(s), and its conclusions may vary from
those held elsewhere within Lazard Asset
Management. Lazard is committed to giving
our investment professionals the autonomy
to develop their own investment views,
which are informed by a robust exchange of
ideas throughout the firm.
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