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Infrastructure Equity 2.0: The Evolution from Toll Roads to 
Carbon Capture 

Infrastructure investing is changing. For decades, the asset class has been 

characterized by assets that provide essential services that are highly regulated, 

and comprise a single asset or project with long-term contracted revenues 

backed by an investment grade counterparty. This includes assets such as toll 

roads, utilities, and ports. The majority of the investment return of these assets 

is driven by income as opposed to asset appreciation. Given the downside 

protection, contracted cash flows and current yield, these investments typically 

command high valuations and drive significant competition.

However, over the past 10 years, the opportunity set has evolved into a new 

version of infrastructure. Compared with the toll roads and ports of the past, 

“Infrastructure Equity 2.0” includes companies and projects that are more 

distributed in nature (i.e., typically fixed assets that are distributed spatially), 

smaller in scale, and composed of multiple assets. These companies and 

projects are typically characterized by:

• More conservative capital structures (often with modest or no leverage),

• Fixed-rate debt with medium- to long-term maturities,

• Inflation protection, 

• Contracted cash flows. 

“The exponential increase in data consumption globally is one 
example that has driven an increased demand for AI and 
related data centers—contributing, in turn, to a significant 
need for enhanced digital infrastructure.”

Key Themes Shaping the Opportunity 

There are a number of secular tailwinds driving growth in both supply and 

demand for these assets over the coming years. The exponential increase in 

data consumption globally is one example that has driven an increased demand 

for AI and related data centers—contributing, in turn, to a significant need for 

enhanced digital infrastructure. In addition, given the efforts by governments 

around the world to meet certain climate goals and shift away from a traditional 

fossil-fuel based energy economy, the need for infrastructure related to the 

energy transition and circular economy has accelerated. 
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These structural trends are driving attractive investment opportunities in the next generation of 

infrastructure, particularly at the lower end of the market (i.e., enterprise values of $200–500 million). 

Given that these trends are likely to persist and possibly even accelerate, we believe this segment 

of the market has the potential to outperform over the next decade—which is supported by the 

historical outperformance of the middle market, generally, over market cycles. In particular, we believe 

outperformance is likely to be driven by companies and projects that benefit from hands-on, operational 

initiatives to manage assets, management teams with experience scaling businesses, and assets 

that present a significant opportunity to sell upmarket to larger investors with a lower cost of capital. 

Specifically, we see these opportunities across four key sectors (Figure 1):

Figure 1:  Sectors Positioned for Strength Over the Next Decade

Source: Barings. For illustrative purposes only.
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OPPORTUNIT Y IN THE CIRCUL AR ECONOMY 

A recent example of an opportunity we identified within the circular economy sector was the acquisition of a 

global leader in incinerator bottom ash recycling. This business operates within the energy-from-waste (‘‘EfW’’) 

ecosystem in which waste that cannot be recycled is sent to EfW plants to be incinerated. The incineration process 

creates heat and steam, which powers an electricity generator turbine—and this is then sold into the power grid. 

Incinerator bottom ash recyclers take the waste product from the EfWs, and extract the critical metals which 

remain within the waste, such as aluminum, gold, copper, and zinc. The EfWs then utilize the aggregate waste 

products within infrastructure projects, such as road building, therefore meaningfully reducing the waste which is 

sent to landfill. 
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Record-level Fund Sizes are Emerging  
in Infrastructure

Infrastructure is currently experiencing similar trends 

that have characterized the private equity industry 

over the last decade. For one, there are fewer funds 

raising record-breaking fund sizes in the market.  At the 

same time, there is a desire by limited partners (LPs) to 

consolidate their fund commitments with larger checks 

to fewer sponsors. In fact, the top five infrastructure 

funds closed in 2023 represented 71% of the capital 

raised during the year.1 In short, LPs are aggregating 

their capital to fewer and larger managers, driving 

those managers to pursue deals at the upper end of 

the market. This dynamic has led to a dearth of capital 

being raised in the lower and middle market.

Are Middle Market Funds Positioned  
to Generate Stronger Returns?

As investors in the asset class for over 10 years, we 

have observed that as infrastructure funds have 

grown larger and more established, performance 

has historically reverted to the mean (Figure 3). 

Alternatively, smaller infrastructure funds have 

historically outperformed their mega fund peers due 

to a number of reasons:

• Relatively attractive valuations,

• A wider opportunity set,

• Expanded exit environment,

• Larger set of value creation levers,

• Generally better alignment.

The middle-market, value-add segment of the market 

looks particularly attractive today, for a few reasons. 

For one, there is less competition, given that many 

of the funds in this segment have moved up market 

in recent years to raise larger funds. In fact, only 19% 

of the total funds raised this year have been in the 

middle-market, value-add segment, resulting in a large 

opportunity set relative to the amount of dry powder 

(Figure 2). 

1.   Source: Pitchbook Q3 2023 Global Real Assets Report. As of September 30, 2023.

Figure 2:  Fewer Funds Raising Record Fund Sizes in

Infrastructure 

Figure 3:  Smaller Funds Have Historically Outperformed

Mega Funds

Source: Barings, Pitchbook Q1 2023 Global Real Assets Report. 
As of March 31, 2024. Includes primary infrastructure funds 
raised from 2012 to 2022 across all regions. 
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Further, because funds in the middle market tend to be smaller in size, they allow 

managers to be more nimble and invest in less-efficient corners of the financial 

markets—whereas the size of large/mega funds often precludes their ability to 

participate. By focusing on companies that are likely to benefit from the so-

called “small cap effect”—the much-noted underestimation of small companies’ 

growth potential and value—smaller managers are well-positioned to identify 

companies that could potentially outperform. General partners (GPs) investing 

in this portion of the market have historically benefited from more attractive 

valuations and capital structures, acquiring companies at a significant discount 

relative to their large-cap counterparts and with lower leverage (Figure 4). 

Figure 4:  Smaller Companies: Relatively Attractive Valuations with Lower Leverage

Source: DealEdge. As of October 4, 2023. Metrics represent medians for realized, partially realized and unrealized 
deals classified as Infrastructure Strategies from 2007 to 2023 in the Energy & Natural Resources, Industrials, Business 
Services, Healthcare, Technology, Media & Telecommunications and Utilities industries by Invested Capital. “LMM” 
reflects deals with enterprise values and invested capital less than $250 million. “LMM / MM” reflects deals with 
enterprise values and invested capital less than $1 billion. “Large Cap /Mega Cap” reflects deals with enterprise values 
and invested capital greater than $1 billion.
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“Because funds in the middle market tend to be 
smaller in size, they allow managers to be more 
nimble and invest in less-efficient corners of the 
financial markets.”
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Infrastructure Equity Emerging Managers: 
Potential to Generate Outsized Alpha 

Historically, the performance of larger, established 

managers has been trending toward the median (Figure 

5). For the largest and most mature funds (Funds IV and 

higher), data shows that performance has declined over 

time, resulting in the relative performance of more of these 

funds falling into the middle quartiles.

Why is this the case? First, larger GPs are often overseeing 

funds in various lifecycle stages (fundraising, investing, 

portfolio management and exiting), while emerging 

managers can typically dedicate the majority of their 

time and attention to investing and managing a smaller 

portfolio with fewer assets. Second, emerging managers 

tend to be more strongly aligned with their investors, both 

financially and psychologically, as their long-term success 

is predicated on making strong investments out of the 

gate. Finally, larger investors may, in some cases, have less 

time to dedicate to each of their funds given the need to 

raise adjacent products and begin to “asset gather.” There 

is also a risk related to turnover—by the time a firm gets to 

its fourth or fifth fund, there has often been at least some 

turnover in key investment professionals.  With many 

partners moving up and teams moving on, the original 

track record associated with a brand name often can no 

longer be attributed to the current management executives.

Figure 5:  Emerging Managers Have Historically Generated Outsized Alpha

Source: Barings and Pitchbook. As of March 1, 2024. PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. Data set includes 
primary funds (i) employing infrastructure strategies, (ii) with vintages between 2004 and 2021, and (iii) domiciled globally. Funds must have 
performance data and fund size to be considered.
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Additionally, emerging managers have the benefit of 

not being distracted by legacy portfolios that demand 

attention in an inflationary environment. Instead, they 

can focus on sourcing and executing new deals for their 

current funds. 

Key Takeaway

There are a number of structural themes—from the 

acceleration toward a digital world to fluctuating supply 

chains to the need to decarbonize the economy—that 

are shaping a compelling opportunity in Infrastructure 

Equity 2.0. As a result, our Barings Diversified Alternative 

Equity strategy focuses on the key target sectors that are 

likely to benefit from these trends: digital infrastructure, 

the energy transition, transportation mobility, and the 

circular economy. We believe the opportunity appears 

most attractive in the middle market, where smaller 

infrastructure funds have historically outperformed their 

mega fund peers.

That said, there are a number of potential challenges 

that could impact private markets going forward, ranging 

from persistently high inflation to mounting political 

and geopolitical risks. Against this backdrop, we believe 

disciplined manager selection and maintaining active 

portfolio management are key factors for success while 

navigating this market.
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IMPORTANT INFORMATION

Any forecasts in this document are based upon Barings opinion of the market at the date of preparation and are 

subject to change without notice, dependent upon many factors. Any prediction, projection or forecast is not 

necessarily indicative of the future or likely performance. Investment involves risk. The value of any investments 

and any income generated may go down as well as up and is not guaranteed by Barings or any other person. 

PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio 

compositions and or examples set forth in this document are provided for illustrative purposes only and are not 

indicative of any future investment results, future portfolio composition or investments. The composition, size of, 

and risks associated with an investment may differ substantially from any examples set forth in this document. No 

representation is made that an investment will be profitable or will not incur losses. Where appropriate, changes 

in the currency exchange rates may affect the value of investments. Prospective investors should read the offering 

documents, if applicable, for the details and specific risk factors of any Fund/Strategy discussed in this document.

Barings is the brand name for the worldwide asset management and associated businesses of Barings LLC and its 

global affiliates. Barings Securities LLC, Barings (U.K.) Limited, Barings Global Advisers Limited, Barings Australia 

Pty Ltd, Barings Japan Limited, Baring Asset Management Limited, Baring International Investment Limited, Baring 

Fund Managers Limited, Baring International Fund Managers (Ireland) Limited, Baring Asset Management (Asia) 

Limited, Baring SICE (Taiwan) Limited, Baring Asset Management Switzerland Sarl, Baring Asset Management Korea 

Limited, and Barings Singapore Pte. Ltd. each are affiliated financial service companies owned by Barings LLC (each, 

individually, an “Affiliate”). Some Affiliates may act as an introducer or distributor of the products and services of 

some others and may be paid a fee for doing so.

NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase 

or sale of any financial instrument or service in any jurisdiction. The material herein was prepared without any 

consideration of the investment objectives, financial situation or particular needs of anyone who may receive it. 

This document is not, and must not be treated as, investment advice, an investment recommendation, investment 

research, or a recommendation about the suitability or appropriateness of any security, commodity, investment, or 

particular investment strategy, and must not be construed as a projection or prediction.

Unless otherwise mentioned, the views contained in this document are those of Barings. These views are made 

in good faith in relation to the facts known at the time of preparation and are subject to change without notice. 

Individual portfolio management teams may hold different views than the views expressed herein and may make 

different investment decisions for different clients. Parts of this document may be based on information received 

from sources we believe to be reliable. Although every effort is taken to ensure that the information contained in 

this document is accurate, Barings makes no representation or warranty, express or implied, regarding the accuracy, 

completeness or adequacy of the information. 

Any service, security, investment or product outlined in this document may not be suitable for a prospective 

investor or available in their jurisdiction. 

Copyright and Trademark 

Copyright © 2024 Barings. Information in this document may be used for your own personal use, but may not be 

altered, reproduced or distributed without Barings’ consent.

The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark 

Office and in other countries around the world. All rights are reserved.
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LEARN MORE AT BARINGS.COM

Barings is a $406+ billion* global asset management firm that partners with institutional, insurance, and 

intermediary clients, and supports leading businesses with flexible financing solutions. The firm, a subsidiary 

of MassMutual, seeks to deliver excess returns by leveraging its global scale and capabilities across public 

and private markets in fixed income, real assets and capital solutions. 


