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The first half of 2021 saw the global economy continue its 
recovery from the initial shock of COVID-19. The megatrends 
in infrastructure that existed prior to the pandemic continued 

to accelerate, particularly around the digitization of our economy 
and the transition toward renewable energy. The stronger economy 
in 2021 supported higher infrastructure valuations and active deal 
making, and this was further strengthened in the U.S. by President 
Biden’s Infrastructure Investment and Jobs Act, which passed through 
both Houses before being signed into law on November 15, 2021. 

However, the supportive environment for infrastructure was 
challenged in the latter half of the year as inflation showed itself 
to be more persistent than initially expected, and the market’s 
expectations of interest rate hikes increased. This picture has now 
been further complicated by the conflict in Ukraine which continues 
to impact supply chains and energy prices, muddying the situation for 
policy makers as the fear of inflation is quickly becoming the fear of 
stagflation. 

As shown below, Goldman Sachs Global Investment Research 
forecasts global inflation to remain sharply elevated throughout 
2022 (with expectations rising even further after the start of the 
Russia / Ukraine crisis) before declining toward target over the next 
10 years, with central bank rates rising from 1.6% in 2021 toward 3% 
over the long-term. 

Source: Goldman Sachs Global Investment Research. The Policy Rate is the interest rate used by central banks as an instrument of monetary policy. Euro Area references the 
ECB deposit rate, US references the Federal Funds Target Rate, etc. Aggregated figures are Purchasing Power Parity(PPP)-weighted averages. For % Change YoY Inflation, 
aggregated figures are calculated based on seasonally adjusted numbers.
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Interest rates and inflation are both 
important variables that infrastructure 
investors should be cognizant of, 
particularly in the context of the 
asset class often being viewed as 
an inflation hedge. Goldman Sachs 
Asset Management (“we”) believes that 
infrastructure investors should focus on 
two key questions: 

What is the impact of rising rates 
on the infrastructure market?

If inflation is not transitory, will 
infrastructure exhibit the inflation 
hedge characteristics that investors 
expect?
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We believe that infrastructure valuations in certain market segments 
are elevated. A key driver of this has been historically low interest 
rates, which has allowed many direct investors to participate in 
infrastructure markets with a low cost of capital. This may have 
contributed to some of the premium pricing recently seen in the most 
competitive auctions. As interest rates rise, there may be a softening 
in the premium pricing of some assets as the cost of these investors’ 
capital increases.  However, there is reason to believe that the “floor” 
to infrastructure valuations is likely to remain elevated, even if 
interest rates rise. 

The key reason being the significant increase in the level of 
capital participating in infrastructure markets. As infrastructure 
GPs have raised more capital, and as a number of institutional 
sovereign and public entities have invested directly in infrastructure 
(more frequently in core type assets), the competition and prices for 
these assets has increased. These pools of capital are relatively stable, 
and are expected to continue to participate in infrastructure markets, 
so we expect the demand for infrastructure assets to remain high. 

Further to this, we believe the higher returning, value-add 
strategies are less sensitive to interest rate rises. The reason for 
this is twofold: 

1.	 Value-add strategies naturally have a higher discount rate 
applied into their pricing and valuations, so any increase in 
interest rates is a much smaller component of underwriting

2.	 Value-add assets, on average, tend to use less leverage at the 
portfolio company level, and therefore are less sensitive to 
interest rates.

Finally, the impact of an increase in interest rates on infrastructure 
investing may also depend on the extent of the increases, and how 
quickly they are made.  

•	 A large and rapid rise in interest rates may spur a correction 
in the premium prices for core infrastructure assets; however, 
we believe the risk of this scenario is low, given central banks 
continue to show caution in regards to supporting growth while 
the pandemic continues to disrupt the global economy. 

•	 A slower and/or smaller rise in interest rates may soften 
infrastructure pricing, but we believe it is unlikely to cause a 
significant “shock”. One reason for this is the embedded inflation 
protection that infrastructure assets are perceived to provide, 
giving investors a degree of comfort in their exposure to the 
asset class.

WHAT IS THE IMPACT OF 
RISING RATES ON THE 
INFRASTRUCTURE MARKET?
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Whether infrastructure will indeed act as an inflation hedge is a more 
complicated question. Given the somewhat amorphous definition of 
infrastructure assets today, we believe investors should avoid treating 
infrastructure as a homogenous asset class with universal inflation 
hedging properties. We agree that infrastructure assets, on average, 
are less sensitive to inflation, and in many environments will perform 
ahead of other growth focused assets and evidence the resiliency and 
defensiveness that investors expect. However, the extent of the inflation 
protection can vary dramatically based on the following factors:

•	 Pricing Structure: Infrastructure investors often seek businesses 
with long-term contracts to provide income stability and 
certainty. Those investors that stay true to the key infrastructure 
characteristics and invest in assets and services that have either 
explicit inflation linked pricing or those that have true inelastic 
demand will likely enjoy the inflation protecting attributes. 
However, if an asset’s pricing does not reset with inflation or is 
unable to pass through any input cost inflation, the impact from a 
prolonged inflationary environment could significantly erode value.  

WILL INFRASTRUCTURE 
BE A HEDGE AGAINST 
INFLATION?

•	 Input Costs: If inflation is being driven by energy prices, wage 
growth, and/or raw material prices, the impact on infrastructure 
businesses could be significant. There are mitigants to this, but 
it is more pronounced in some assets versus others. Those assets 
with larger labor forces and those that are undergoing heavy 
capital expenditure (requiring raw materials) are more at risk if 
they are not able to generate proportional increases in revenue. 
Conversely, a number of the new-economy infrastructure assets 
have more structural protection from input inflation given lower 
exposure to energy prices and raw materials, and tend to have 
proportionally smaller labor forces.
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CONCLUSION

Higher inflation and rising interest rates will continue to provide 
opportunities and challenges for infrastructure investing and reminds 
us that not all infrastructure assets are created equally. Rising interest 
rates may put pressure on the recent premium pricing that we have 
seen in the largest core assets, but should have less of an impact on 
value-add assets, which have less interest rate sensitivity; while rising 
inflation may aid those infrastructure businesses with inflation linked 
pricing, inelastic demand, and stable cost structures, while adversely 
affecting those that don’t hold such attributes.

David Walsh
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DISCLOSURES
This communication has been prepared by Goldman Sachs Asset 
Management and is not a product of Goldman Sachs Global 
Investment Research. This communication is solely for informational 
purposes and should not be used as a basis for trading in the 
securities or loans of the companies named herein or for any other 
investment or business decision. This communication does not 
constitute an offer to sell the securities or loans of the companies 
named herein or a solicitation of proxies or votes and should not be 
construed as consisting of investment advice. This communication 
and associated material is intended only to facilitate discussions with 
Goldman Sachs and is not intended to be used as a general guide to 
investing, or as source of any specific investment, product or service 
recommendations. Goldman Sachs is not providing any financial, 
economic, legal, accounting, or tax advice or recommendations.  

All information and data included in this communication and 
associated materials is current as of March 2022. Goldman Sachs 
believes the data included in this communication and the associated 
materials is accurate, but does not verify its accuracy independently 
and does not warrant or guarantee that it is accurate or complete. 
Goldman Sachs has no obligation to provide any updates or changes 
to the data. This communication and associated material does 
not purport to contain a comprehensive overview of any products 
and offerings and may differ from the views and opinions of other 
departments or divisions of Goldman Sachs and its affiliates. The 
use of third party logos is purely for informational purposes.  No 
affiliation, sponsorship or endorsement by or for any third party 
trademark owner is hereby expressed or implied.

Past performance does not guarantee future results, which may vary. 
The value of investments and the income derived from investments 
will fluctuate and can go down as well as up. A loss of principal may 
occur.

Please note that this material may include certain information on 
Goldman Sachs Asset Management sustainability practices and track 
record, at an organizational and investment team level, which may 
not necessarily be reflected in the portfolio of any fund(s) or related 
investment vehicle(s) you invest in. Please refer to the offering 
documents of any fund(s) prior to investment, for details on how and 
the extent to which the fund(s) takes ESG considerations into account 
on a binding or non-binding basis.

The opinions expressed in this white paper are those of the authors, 
and not necessarily of Goldman Sachs. Any investments or returns 
discussed in this paper do not represent any Goldman Sachs product. 
This white paper makes no implied or express recommendations 
concerning how a client’s account should be managed. This white 
paper is not intended to be used as a general guide to investing or as 
a source of any specific investment recommendations.

This information discusses general market activity, industry or sector 
trends, or other broad-based economic, market or political conditions 
and should not be construed as research or investment advice. 
This white paper has been prepared by Goldman Sachs and is not 
financial research nor a product of Goldman Sachs Global Investment 
Research (GIR). It was not prepared in compliance with applicable 
provisions of law designed to promote the independence of financial 
analysis and is not subject to a prohibition on trading following the 
distribution of financial research. The views and opinions expressed 
may differ from those of Goldman Sachs Global Investment Research 
or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before 
buying or selling any securities. This information may not be current 
and Goldman Sachs has no obligation to provide any updates or 
changes.
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