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1 United Nations. 68% of the world population projected to live in urban areas by 2050, says UN. 16 May 2018.
2 Smart Cities: Big Data, Civic Hackers, and the Quest for a New Utopia by Anthony M. Townsend. 2013.
3  The Green Investment Report, 2013. http://reports.weforum.org/green-investing-2013/required-
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Introduction
Global infrastructure forms one of the basic 
foundations of modern society. From highways 
to hospitals and water supply to waste 
management, solid, well built and maintained 
infrastructure is critical in supporting everyday 
business and social needs.

Yet even highly developed economies such as the US are feeling the 
squeeze as ageing and increasingly inadequate infrastructure strains to 
cope with the demands imposed by demographic change, rising urban 
populations and increased service needs. 

With an estimated 68% of the world’s population expected to live in 
urban areas by 2050 – up from 55% today1 – and 80% expected to be city 
dwellers by 21002, the race is on to build 21st century infrastructure of a 
quality, robustness and scale fit for future generations.

According to The Green Investment Report from 20133, infrastructure 
investment required for sectors such as agriculture, transport, power 
and water stands at about US$5 trillion per year to 2020. While 
governments and municipal authorities have been the traditional drivers 
of infrastructure projects, a growing funding gap means the private sector 
increasingly plays a pivotal role in infrastructure roll-out and development, 
in turn creating new opportunities for global investors through investment 
funds and other investible assets. 

While investment in traditional infrastructure such as water and waste 
treatment and power generation remains strong, other non-traditional 
investments in areas such as 5G connectivity and new, improved 
healthcare solutions are also gaining broad appeal while offering 
wider choice and diversification.

Although many infrastructure funds have historically been limited to 
a narrowly defined range of physical assets such as transport, energy 
and utilities, some increasingly encompass ‘non-traditional’ areas 
such as satellites, television transmitters, hospitals, prisons, schools 
and universities. These, in turn, can represent steady cash-generative 
businesses which allow investors to access the benefits of owning the 
underlying physical assets.

Here, against this shifting backdrop, we examine some of the key 
developments across the infrastructure landscape, exploring the types 
of areas now encompassed and some of the risks and opportunities it 
presents to global investors.



Making the case for 
infrastructure 

investing
For yield-starved investors, listed infrastructure  

can offer the best of many worlds, says Jim Lydotes, 
senior portfolio manager, Mellon.
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“Crumbling infrastructure will be replaced with new roads, 
bridges, tunnels, airports, and railways gleaming across our very, 
very beautiful land.” So said US President Donald Trump in his 
February 2017 address to a joint session of Congress. As the 
US looks to ramp up spending on everything from highways to 
hospitals, Jim Lydotes, senior portfolio manager of the Global 
Infrastructure Dividend Focus Equity strategy, examines the 
benefits of investing in listed infrastructure.

“In our view,” he says, “those adding exposure to physical assets 
through listed infrastructure equities should participate in the 
upside from rising global demand. By doing so, we think investors 
could also benefit from some of the defining characteristics of 
listed infrastructure: broad correlation to global equities with 
comparatively lower volatility and higher yields.

“In the case of the Global Infrastructure Dividend Focus Equity 
strategy, a broader infrastructure opportunity set also helps 
augment some of the asset class’s attractive features.” 

Point 1: The yield argument
Infrastructure assets generally have multi-decade useful lives 
and typically go through two distinct life stages: “build” and 
“harvest”. The “build” stage usually consumes a heavy amount of 
cash as the asset is constructed and put in place. It then enters 
the “harvest” stage, with low additional cash needs. At this point, 
the asset begins to generate income, much of which can be 
distributed to shareholders as dividends. Most infrastructure 

assets come to market (both in the public and private space) in 
the “harvest” stage, meaning investors ultimately buy the right to 
those distributable cash flows. This explains why infrastructure 
assets generate higher-than-market yields and are well suited 
to income generation. 

Figure 1 below illustrates the point. In the chart, the green line 
represents the net yield spread between listed infrastructure 
equities (represented by the S&P Global Infrastructure Index) 
and broader global equities (represented by the MSCI ACWI). 
The former generates a yield uplift of around 1.5%.

For Lydotes, this characteristic of the asset class – its ability to 
generate income – potentially opens the door to a far broader 
– and potentially more profitable – understanding of what 
constitutes infrastructure investing.

“Given most infrastructure assets trade hands in the “harvest” 
stage, the main task for investors is to assess the level and 
predictability of those distributable cash flows,” he explains. 
“When viewed in this way, as long as the asset satisfies the 
criteria of generating stable, predictable cash flows as an asset 
owner/rent collector, the opportunity set expands greatly.”

“The team managing the Global Infrastructure Dividend Focus 
Equity strategy has always viewed the opportunity set through 
this expanded lens, and this has allowed the team to be much 
more discerning on the prices paid for assets owned, resulting 
in a more favourable yield profile than our peers.”

FIGURE 1: DIVIDEND YIELD SPREADS, AUGUST 2011 – JUNE 2018
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Global Infrastructure Dividend Focus Equity S&P Global Infrastructure MSCI ACWI High Dividend Yield

“However, traditional infrastructure indices offer limited diversity, whereas 
our proprietary broader universe (still maintaining the core tenants and 
themes of ‘infrastructure’) offers expanded opportunities to source 
businesses with stable cash flows, greater dividend yields (aqua line), along 
with regulatory predictability and asset ownership. A more diversified, 
unique, and compelling portfolio. (Green line = spread over S&P Infra Index)”
Jim Lydotes

“Among potential benefits of listed infrastructure investing, and a goal of our approach, is 
exposure to businesses with stable cash flows. Ultimately such businesses generate 
attractive equity dividend yields. The yield profile of the S&P Global Infrastructure Index is 
above broad global markets as represented by spread vs the MSCI ACWI Index (gold line).”
Jim Lydotes

Source: Bloomberg, FactSet, MSCI, S&P. As at June 2018.
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Again, Figure 1 illustrates the point. In the chart, the green 
line represents the net yield spread between the broad listed 
infrastructure equities index (represented by the S&P Global 
Infrastructure Index) and the Global Infrastructure Dividend 
Focus Equity strategy. Here, thanks to a broader investment 
universe that includes companies with higher sustainable 
cash flows, the spread is more than 2% above the listed 
infrastructure universe.

Says Lydotes: “The chart illustrates the benefit of targeting cash-
generating businesses. By doing so, the strategy has generally 
offered a higher yield than either its peers or comparative index.”

FIGURE 2: SECTOR EXPOSURES (%)

Utilities

Energy

Industrials

Real Estate

Telecommunication
Services

39.4

22.0

20.7

12.3

5.5

Source: Mellon, as at 28 Feb 2019. 

Point 2: The question of volatility
Around 40% of the allocation of the Global Infrastructure 
Dividend Focus Equity strategy is to utilities, with another 5.5% 
to telecommunication companies. Both sectors have historically 
offered lower levels of volatility versus others. A further 22% of 
the strategy is invested in companies in the energy sector, but 

typically, these are in companies that offer utility-type returns. 
In the industrials sector where the strategy has a close to 21% 
allocation, major holdings include an airport, toll roads and two 
mail/logistics businesses.

Says Lydotes: “On the surface, it might seem as though the 
strategy has exposure to historically volatile sectors such as 
energy. But when digging deeper into those exposures on a 
company basis, we believe we don’t own the more volatile types 
of business in those sectors. Instead, we take a more nuanced 
approach where we look to invest in stable businesses. With 
this approach, we aim to dampen volatility to create more 
sustainable long-term returns for our clients.”

Point 3: A broader opportunity set 
Infrastructure strategies are typically limited to a narrowly 
defined range of physical assets: transport, energy and utilities. 
The Global Infrastructure Dividend Focus Equity strategy 
is different. Its field of focus also encompasses such ‘non-
traditional’ areas as satellites, television transmitters, hospitals, 
prisons, schools and universities. While these areas might be 
considered unorthodox for a listed infrastructure fund, they 
can still offer the same characteristics of the more traditional 
infrastructure opportunities, namely steady, cash-generative 
businesses where investors can access the benefits of owning 
the underlying physical assets. 

Says Lydotes: “On a global basis, our peers are generally 
investing in around 75 stocks. But by looking at additional areas, 
we have an opportunity set of around 480 names. That broader 
opportunity set separates us from the herd and allows us to be 
more discerning on valuations – we’re not as beholden to owning 
that comparatively small list of names. The P/E ratio of the 
Global Infrastructure Dividend Focus Equity strategy illustrates 
the point on valuations: It stands at 15.0x4 versus 18.8x5 from the 
wider S&P Global Infrastructure Index.” 

FIGURE 3: TRADITIONAL VERSUS NON-TRADITIONAL AREAS OF EXPOSURE

Traditional Non-traditional

Transport Energy Utilities Communication & 
Social Assets

Bridges Extraction (petroleum/gas) Electricity distribution Satellites

Tunnels Power plants Gas distribution Television transmitters

Toll roads Oil and gas pipelines Water distribution Hospitals

Railways/ 
public transport

Renewable energy (wind 
power, solar cells, etc.)

Water treatment Prisons

Seaports, airports Waste treatment Schools, universities

4,5 Source: Mellon, as at 28 Feb 2019.
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Point 4: The advantages of liquidity
As Trump’s comments about the need for infrastructure renewal 
illustrate, spending on US infrastructure is expected to rise in 
coming years. But the same also holds true in other parts of the 
world. Consultant Roland Berger, for example, has estimated 
emerging countries will need to invest up to US$851bn a year 
across electricity, water, transportation, telecommunications 
and irrigation industries to secure future growth.6 Likewise, the 
World Economic Forum expects a future global population of 9 
billion people will need an extra US$5 trillion to be invested in 
infrastructure each year.7 Clearly, there is significant pent-up 
future demand.

What’s less certain is the timing and exact nature of any 
of this investment. Given this, the ability to be tactical is a 
distinct advantage due to the rapidly evolving legislative and 
administrative landscape. Investing in listed equities allows 
investors to arbitrage assets against each other constantly. 
Private allocations are inherently less nimble due to liquidity 
profiles and investment lock-up features.

Says Lydotes: “You can avoid equities and buy directly into 
infrastructure opportunities, but unless you have tremendous 
scale, you will not get project diversity – and you are likely to be 
subject to multiple-year lock-up periods. By investing in publicly 
listed funds and companies, you benefit from project diversity 
and daily liquidity in securities actively traded on an exchange.”

For the future, Lydotes remains a strident advocate of listed 
infrastructure investing. “In our view,” he says, “it’s undeniable 
that we’re in the early stages of an infrastructure boom. The case 
for spending on physical assets has been building for decades 
and, in our opinion, is an attractive opportunity in its own right. 
We believe those who add exposure to physical assets through 
listed infrastructure equities – particularly if they take into 
account a broader investment universe that includes social 
infrastructure – should be well placed to participate in the 
upside from rising global demand.”

FIGURE 4: BENEFITS OF INVESTING IN LISTED VERSUS 
PRIVATE INFRASTRUCTURE OPPORTUNITIES

Publicly Listed 
Funds

Private 
Infrastructure 

Funds

No Lock-Up 
Period ✓

Cost Advantage ✓
Uncorrelated to 
Equities ✓

Dynamic 
Positioning ✓

FIGURE 5: VALUE OF US$100 INVESTED OVER 5 YEARS
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reinvested, gross of fees in USD. Fees and charges apply and can have a material effect on the 
performance of your investment.

6  http://www.rolandberger.com/media/press_releases/512-press_archive2012_sc_content/Privatinvestoren_fuer_wichtige_Infrastrukturen.html
7  The Green Investment Report, 2013 http://reports.weforum.org/green-investing-2013/required-infrastructure-needs/
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Liquid 
assets

As the trend towards urbanisation continues,  
the pressure on city water systems and 

broader infrastructure looks set to increase, 
says Mellon’s Jim Lydotes.
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You stand over the sink in your swanky 
hotel room, looking forward to pounding 
the pavements you’ve heard so much 
about. The city break destination that 
tops most people’s bucket lists; the 
beating heart of the world’s financial 
markets; home to Broadway, Fifth Avenue 
and Mad Men. Welcome to the Big Apple. 

But as you stand over the sink, brushing 
your teeth, it would never register that 
the water you’re using has run through 
one of just two water mains pipes, both 
built before World War II. You, and the 
8.5 million others brushing their teeth 
that morning. 

Jim Lydotes, global infrastructure 
manager at Mellon, says the United 
States is “a first-world country with 
third-world infrastructure,” when it comes 
to its water – the world’s most precious 
commodity.

He explains the drinking water 
infrastructure buried beneath those 
pavements in the US needs an investment 
of more than US$1trn, according to the 
American Water Works Association, with 
many of the pipes wooden or corroded and 
expected to decline in quality over the next 
couple of years.

“By 2020, more than two-thirds of all the 
water infrastructure in the US will be in 
fair or worse condition,” he says. 

“And the population of New York City 
alone has grown 10% in the last 10 years, 
meaning more and more people are 
reliant on an ageing infrastructure, which 
has put real stress on the system.”

With much of the developed world 
seeing the privatisation of the UK water 
network under Margaret Thatcher as the 
“textbook” example of how privatisation 

should work, Lydotes says supportive 
regulation is key, citing the European 
Union’s Water Framework Directive as one 
example.

“They say that one ounce of prevention 
can lead to a pound of cure,” he says.

The high levels of pesticides and nitrate 
used in agriculture are understood to also 
adversely affect the public water supply. 
As the water companies have to comply 
with certain safety standards, they have 
traditionally built plants to treat the 
water, removing the pollution. 

But because these plants are expensive 
to build and run, the water industry is 
trying a new approach, referred to as the 
“catchment approach”, and more than 
2,000 farmers have been taking part in 
the initiative.

Lydotes explains: “There is a scheme 
encouraging landowners and farmers to 
invest in planting winter oil and wheat 
seeds as a better, more sustainable way 
to incentivise investment in agriculture.”

Many of the schemes have led to other 
environmental benefits – lowering risk 
of flooding, improving soil quality and 
educating the sector on the wider risks 
associated with pollution, for instance.

He says by looking at these greener 
options – looking at the upstream so 
the water never needs to be treated in 
downstream – is far more cost-effective 
and an excellent example of how the right 
type of regulation can incentivise the 
right type of behaviour.

“For every US$1 spent on treating 
upstream with winter wheat crops, 
they can save US$20 in downstream 
treatment,” he says.
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Mellon’s Jim Lydotes holds up the UK’s National Health Service 
as a global standard for how privatisation ought to work. And 
yet the NHS – a source of national pride for many Britons – is 
effectively a victim of its own success and it is increasingly 
stretched and facing ongoing budget constraints. Yet therein lies 
a new wave of investment opportunities, he says.

Lydotes says the social infrastructure space is becoming 
more interesting from an investment perspective because the 
demands on medical care facilities, schools, prisons and the like 
are growing, while budgets are not. Therefore, this opens up a rich 
opportunity set where the private sector’s appetite to support 
government-run institutions is ideally placed. 

As the babyboomer generation ages – with many now in 
retirement – healthcare and NHS waiting lists are facing more 
pressure because they lack sufficient infrastructure to meet this 
growing demand, therefore Lydotes and his team are witnessing 
partnerships, of sorts, taking place, where the government is 
leveraging the underutilised private sector. 

With less than 20% of the UK population covered by private 
healthcare, a surplus of underused facilities exists in many 
private hospitals, so the overheads to pick up the NHS’s excess 
care need not increase.

Lydotes explains: “There are huge fixed costs to running a 
hospital: the staff; an X-ray machine or MRI scanners, for 
example. So the fixed costs are there anyway, but in terms of the 
incremental revenue generated through using [those machines] 
a few more times a day, 100% is going towards the bottom line.” 

The team favours healthcare real estate investment trusts 
(REITs) as the vehicle of choice to access this sector. Healthcare, 
he says, as a defensive sector, means regardless of the point 
in the market cycle, it will be in favour. The challenge is around 
valuations in the sector, and finding opportunities for capital. 

Lydotes adds: “Healthcare has a great end market, as people will 
always need it. But you need to find comfort around pricing and 
supply. In the UK, we have met with and been talking to private 
hospitals outside London but the math really has to add up and, 
as yet, we have not seen many elsewhere that are adding up as 
viable investment options.” 

It’s not just a UK problem. The manager says between now and 
2030, there is expected to be a 40% increase in the number of 
hospital beds needed in the US, with much of that requirement 
being met by the private sector.

“What we have identified is that the healthcare REIT segment 
will be the source of capital to bring to market in the next 10-12 
years. As the oldest baby boomer is now 72 years old, we are 
starting to see the demographic shifts as we are knocking on 
the door of 10 years of tremendous demand from the boomers, 
with a sharp inflection in demand.”

Giving new meaning to long-term care?
The story goes beyond just hospital beds, he says. With 
tremendous demand for age care, in the US in particular, a 
recent movement has been for facilities that offer a “continuum 
of care” from senior residential housing that offers its residents 
a journey through the later stages of life without the need for 
physical and emotional upheaval. 

He says there has been a long-held stigma around these types 
of infrastructure assets where the length of stay for a customer 
was less than a year. 

However, now Lydotes is seeing the rise of companies offering 
a more complete service; starting with independent living 
facilities that then can offer residents, after living there for 20 
years or so, the opportunity to remain on the same site and 
take advantage of more intensive care services as required. 

Looking past the emotional stigma, Lydotes feels the space is 
a ripe asset class with 8% dividend yields not uncommon in 
certain “deep value” strata of the healthcare REIT sector.

He also highlights that this particular aspect of healthcare 
looks poised for an upward inflection as the ‘baby bust’ 
generation matures. 

“Everyone focuses on the baby boom as driving demand,” he 
says. “But the baby bust was 10 years before that, around the 
1930s where birth rates fell off during wartime. Those people 
are now massively underrepresented but we still expect to see 
an inflection of care needs over the next few years.” 

While the cost pressures on healthcare providers 
such as the UK National Health Service (NHS) remain, 
Mellon’s Jim Lydotes finds hope in two underinvested 

areas of the healthcare space.
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12 Global infrastructure

Investing in the Agents of Change. The strategy seeks to benefit from the changing foundations of a modern society. With a broad investment 
universe including non-traditional infrastructure opportunities alongside traditional infrastructure sectors, the strategy targets stocks with 
sustainable cashflow and growth characteristics. 
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*Mellon was formed on 31 January 2018, through the merger of The Boston Company and Standish into Mellon Capital. Effective 2 January 2019, the combined firm was 
renamed Mellon Investments Corporation.
1 Source: Smart Cities: Big Data, Civic Hackers, and the Quest for a New Utopia   by Anthony M. Townsend. 2 Source: Mellon as at 31st January 2019.
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1  Cision PR newswire/Market Reports Center. 5G Network Infrastructure Market to Grow at a CAGR of 70%, Accounting for 
$28 Billion in Annual Spending by 2025. 20 March 2017.
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The future roll out of 5G services across global cities 
has the potential to transform transport and urban 

infrastructure deployment, creating new connections 
and revolutionising interactions between people 

and technology, says Mellon’s Matthew Griffin and 
Jim Lydotes.

Imagine cities of the future where cars, 
buildings, people and infrastructure can 
talk to each other wirelessly to improve 
safety, energy efficiency and quality of life 
all through a virtual electronic nervous 
system. While this may seem a visionary 
concept, many investors and analysts 
believe the roll-out and application of 
5th generation wireless systems already 
offers the capability to achieve this within 
years, not decades. 

Next generation mobile internet 
connectivity promises faster upload and 
download speeds, wider coverage and 
more stable connections. A number of 
countries are actively working towards 
5G in 2019. 

The connectivity 5G mobile internet 
could offer holds the potential to 
revolutionise city life, bringing new 
intelligent efficiencies and ushering in 
such innovations as driverless taxis, 
smart grids designed to balance energy 
needs, smart buildings and smart 
healthcare facilities via sensors and 
other devices connected to an ‘internet 
of things’.

Market enigma
Yet for all the buzz surrounding smart 
cities and wireless capability, Matthew 
Griffin, a senior research analyst at 
Mellon, says the technology involved 
is still misunderstood by many.

“There is a lot of confusion in the 
marketplace about what 5G actually is. 
The last transition we had in the market 
was from 3G service to 4G which was 
largely about increasing the speed 
of online communication. But 5G is 
a more complex cellular technology 
which will enable completely new 
types of application, allowing users 

access to new wireless spectrum that 
was previously unusable with earlier 
technologies,” he adds.

According to Griffin the improved ‘latency’ 
or responsiveness of 5G will allow it to 
enable next generation applications such 
as advanced virtual reality, autonomous 
cars and traffic systems.

“Lower latency opens up scope for new 
millisecond time applications such as 
controlled drones, autonomous vehicles 
and a host of other applications. 5G is 
really going to be about the internet 
of things and there will be a lot more 
machine to machine communication 
happening over its wireless networks,” 
he adds.

While short range wireless services will 
be an important aspect of 5G, Griffin 
points out its networks will be heavily 
dependent on fibre optic cables. Existing 
4G operators will also need to upgrade 
their networks. According to research 
by ecommerce information platform the 
Market Reports Center, the 5G network 
infrastructure market is set to grow at a 
CAGR of 70%, accounting for US$28 bn in 
annual spending by 20251.

According to Griffin this development 
could create a raft of new business and 
investment opportunities. “The near term 
opportunities lie in areas such as test 
equipment and the prototype equipment 
needed to start manufacturing 
equipment for 5G. We are in the early 
stages of deployment but new fibre 
services should gain significant traction 
over the next few years as 5G adoption 
and development accelerate. Companies 
that sell fibre and other optical 
equipment and those that actually dig the 
ditches may also benefit,” he says.
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GLOBAL 5G EQUIPMENT MARKET 2015-2020 (US$bns)
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In the US, Griffin notes the roll out of 5G has largely been driven 
by private sector operators, often working in cooperation with or 
brokering access deals with local authorities and other public 
sector institutions.

Elsewhere, Mellon’s senior portfolio manager Jim Lydotes sees 
rich potential in urban areas in Europe and the Middle East 
which have invested in and have either installed or are installing 
fibre optic networks but have yet to fully monetise those assets. 
Independent research by Zion Market Research also predicts 
the global fibre optics market could reach US$3.72bn in size by 
20222.

Commenting on the regional roll-out of 5G services, Lydotes 
says: “A lot of operators have spent the last couple of years 
deploying fibre and today are now the owners of those fibre 
assets. While they have spent money on this infrastructure in 
many cases it is underutilised.” 

“As we move closer towards an interconnected world, we expect 
the market to put a higher value on those fibre infrastructure 
assets and for there to be opportunities to profit there. In 
the final analysis, smart cities could encompass a million 
applications which we haven’t even thought of yet but you have 
to enable it first. ” 

While 5G applications, the sensors they will utilise and artificial 
intelligence interfaces they deploy are generally seen as 
positive progressive technologies, some fear the advent of 
smart cities could hold a darker side, with the potential to 
infringe civil liberties.

Security debate
Commenting, Griffin points to the likely trade-offs that may need 
to be made between the potential benefits and threats posed by 
new technologies in areas such as security.

“Real time facial recognition is just one area that cuts both ways 
in terms of enhancing security while posing some questions 
about how far its use is acceptable. In theory, existing close 
circuit TVs across cities could be networked in real time 
to allow facial recognition to identify known individuals in 
crowds. Individuals likely to incite riots, for instance, could be 
apprehended before trouble starts,” he adds. 

“This raises some important ethical and legal questions. Are 
individuals and society as a whole willing to take the benefit 
of greater safety and security in return for ‘Big brother’ style 
monitoring from authorities with the power to know everywhere 
they go and everything they do within their range?”

As with many other strands of digital and computer-based 
technologies, some fear smart cities could fall prey to hackers, 
with potentially devastating results.3 Yet Griffin believes 5G 
should prove more resilient than earlier generation digital 
transmission systems.

“While fear of hack attacks remains a huge concern, 5G should 
be more secure than 4G because it involves more advanced 
technology. Ultimately, any network can be susceptible and there 
will need to be a societal trade off as to how much people want 
to automate the services that are available to them,” he adds. 

“Again, the benefits of automation are going to have to be 
weighed against what individuals give up in terms of potential 
security or security threats such as bringing down a power grid.

I would say it is probably much easier to disrupt a power supply 
today than it would be if the underlying grid technology was all 
updated and automated.”

Either way, be it from remoted controlled autonomous vehicles to 
smart medical services, 5G looks set to have a transformational 
impact on urban life in the decade ahead.

2    Zion Market Research. Fiber Optics Market for Telecom & Broadband, Healthcare, Defense, Private Data Networks, and Other Applications: Global Industry Perspective, Comprehensive Analysis, 
and Forecast, 2016-2022. As at 16 January 2017.

3  Harvard Business Review. Smart Cities Are Going to Be a Security Nightmare. 28 April 2017.



Meet the manager

Why did you choose to study economics?
I was fairly undecided when I went into college and took a variety 
of different courses, but it was my introduction to economics class 
that impressed me the most. The first day my teacher pulled out 
a pack of M&Ms to represent the law of diminishing marginal 
returns — while the first M&M you eat tastes great, the second is a 
little less great, and you derive less and less happiness from each 
additional M&M. Our economics teacher used real-life examples 
like this to teach us basic economic principles. I was impressed, and 
at the end of that semester, I committed to economics as my major. 

What prompted you to go into asset management?
I think economics is a great liberal arts degree and that studying 
it teaches you lots of theory. Unfortunately, it doesn’t teach you 
a trade, and so I needed some practical experience. For my first 
job, I joined Mellon Bank (which is now part of BNY Mellon) in 
back-office operations. This was as good a place as any to teach 
me how finance is applied in a real-life setting. From that 
entry-level position, I have continued to work for the same 
organisation for the past 20 years. 
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JIM LYDOTES,  
managing director and senior portfolio 
manager, Mellon
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What attracted you to infrastructure investment? 
Through my career, I’ve been an analyst covering a range 
of different sectors, such as telecoms and utilities and 
infrastructure. Several years ago, we had an opportunity to 
create a product with some partners in Japan that focused 
on infrastructure. Considering I had been heavily involved in 
infrastructure-related investment for some time, I was given the 
opportunity to run a product dedicated solely to infrastructure. 
It has remained a focus and passion for me. 

What is the broad appeal of infrastructure for investors, 
including yourself? 
Over the past 30 years, we have seen some serious yield 
compression in the market. With investors continuing to look 
for sources of income, infrastructure is a natural place to seek 
out yield. Some infrastructure plays – such as gas pipelines – 
can last for decades and require little ongoing investment or 
maintenance after the initial build. This type of infrastructure can 
generate a decent amount of cash. Since that cash doesn’t need 
to be reinvested into the business, it can instead be returned to 
investors via dividends. I think the characteristics of these assets 
make them ideal for an income-oriented strategy. Unlike the 
technology sector, where innovation can make some products 
and services obsolete almost overnight, investors often perceive 
infrastructure investments as offering longer-term prospects.

How would you characterize your personal style of 
investing? 
I am a very value-focused manager. Value as an investment style 
has been really out of favour for the past 10 to 11 years, with 
the market focused on momentum-driven strategies. Yet, can 
you name a single, successful long-term momentum investor? 
No one can. In reality, most of the really long-term successful 
investors – such as Warren Buffett or Seth Klarman – have done 
well over time and built their reputation and success on a value-
biased approach.

When you’re looking at a company what metric do you 
value the most? 
It depends on the type of business, but inherent cash flow 
tends to be important. Given the assets we invest in are 
generating a great deal of cash, this tends to be one metric 
we can use to measure and compare businesses against each 
other in the market. 

Are there any particular developments or events that 
have particularly stood out for you over the course of 
your career? 
The global financial crisis (GFC) was surely a pivotal event for 
any investor, certainly for me. It was quite disturbing to see 

how behavioural biases can creep into the market and create 
horrible distress. Ultimately, it underlined the attractiveness 
of a value focus and the importance of investors making sure 
they are comfortable with how much they have paid for the 
assets they hold. For me, the GFC reinforced the importance 
of understanding a business and then assessing its valuation. 
When I analyse companies, I am looking to develop a conviction 
in the underlying fundamentals so that I would still be 
comfortable holding or adding to a position if its value declined 
with no change to fundamentals. 

How would you say asset management has changed 
throughout your career? 
Until about 10 years ago, asset managers created products and 
then tried to find buyers interested in them. Now, the market 
has shifted to the development of custom-built solutions based 
on client-specific objectives and outcomes. We are seeing a 
growing demand for more tailored strategies, with investment 
managers focused on creating bespoke client solutions. 

What would you say differentiates your listed 
infrastructure strategy from another? 
We invest in a much broader opportunity set of infrastructure 
assets than many of our competitors. Traditional infrastructure 
managers focus almost exclusively on economic infrastructure, 
such as toll roads, pipelines and utilities. We see that as a very 
narrow opportunity set. We have always taken a much broader 
approach. We apply the key characteristics of infrastructure, 
such as stable cash flow, asset ownership and regulatory 
predictability, to a larger universe. We have the ability to invest 
in telecom infrastructure, care facilities and other types of very 
specific infrastructure, in addition to the more traditional assets. 
This expanded opportunity set allows us greater control over 
how much we pay for what we buy. 

You mentioned social infrastructure. What drew you 
to this and what prospects does it offer?
The development of social infrastructure is increasingly 
important. Since the GFC, governments have not been able 
to fund certain infrastructure areas and have increasingly 
outsourced in areas like prisons in the US and hospitals in the 
UK. This brings in private capital to create infrastructure that 
governments can simply no longer afford to fund, expanding 
the available listed infrastructure opportunity set. 

What sort of things do you like to do outside of work? 
I have two young daughters, aged 10 and 13. I spend a lot of time 
with them. Whether it’s playing basketball or kayaking, they keep 
me pretty busy! 
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Strategy profile

Mellon is a global multi-specialist investment manager 
dedicated to serving clients with a full spectrum of research-
driven solutions. With roots dating back to the 1800s, Mellon 
has been innovating across asset classes for generations and 
has the combined scale and capabilities to offer clients a 
broad range of single and multi-asset strategies.

Established: 19931

AUM (USD billions): 541.9

Location: Boston, Pittsburgh, San Francisco, 
London2, Singapore2, Hong Kong2

Investment focus: Active equity, active fixed income and 
index, multi-asset & multi-factor

Why Mellon Global Infrastructure 
Dividend Focus Equity Strategy?
High dividend income, capital preservation and upside 
participation: The Strategy seeks to achieve a consistent 6% 
equity yield, compelling capital preservation and attractive 
upside participation through investment in a variety of 
infrastructure-related opportunities in developed and emerging 
economies. By investing at a global level, the portfolio is able 
to gain exposure to high cash producing mature projects and 
earlier stage growth assets. This results in a portfolio that 
includes a high yield component with a high growth sleeve, and 
bridges the trade-off between income and capital growth. 

Dynamic, high-conviction approach coupled with a broad 
opportunity set: By focusing on key themes within the global 
infrastructure and real asset-related universe, the portfolio 
benefits from a broad opportunity set which, unlike global 
infrastructure indices, includes companies that are more aligned 
to advancement in social infrastructure. This broad opportunity 
set combined with a concentrated, high-conviction approach 
results in a differentiated portfolio versus peers.

Highly-experienced team backed by depth of research 
resource: The Strategy is managed by a focused, dedicated team 
with 20 years’ average industry experience. In generating ideas 
for the Strategy, the portfolio management team is supported by 
a large global research function, conducting both quantitative 
and fundamental analysis.

Strategy key facts
ASSET CLASS: Equities

REGION: Global

INVESTMENT  
OBJECTIVE: 

Long-term capital appreciation and 
compelling income generation 

DIVIDEND YIELD TARGET: 6%

PERFORMANCE 
COMPOSITE: 

Global Infrastructure Dividend 
Focus Equity Composite

BENCHMARK: S&P Global Infrastructure Index

COMPOSITE INCEPTION: 1 August 2011

STRATEGY AUM 
(USD MILLIONS): 

1,602.23

BASE CURRENCY: USD

TYPICAL NUMBER 
OF HOLDINGS: 

20-40

LEAD PORTFOLIO 
MANAGER: 

James Lydotes

AVAILABILITY: Segregated account

1. Mellon was formed on 31 January 2018, through the merger of The Boston Company and Standish into Mellon Capital. Effective 2 January 2019, the combined firm was renamed Mellon Investments 
Corporation. 2. Location of affiliated entities providing services. 3. Includes client assets invested in the Hedged and Unhedged Global Infrastructure Dividend Focus strategies. The hedged strategy has 
the same diversified equity investment strategy as the unhedged strategy but includes the use of currency forward contracts to hedge the currency to USD. 4. Hedged to USD.
Source of assets under management data: BNY Mellon Investment Management EMEA Ltd and Mellon. Where applicable, AUM includes discretionary and non-discretionary assets and assets 
managed by investment personnel acting in their capacity as officers of affiliated entities. 

Introduction to  
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Investment philosophy
The Mellon Global Infrastructure Dividend Focus Equity Strategy 
seeks to balance the need for dividend growth and capital 
appreciation. The Strategy follows a research-driven, risk-aware 
investment approach that provides a thoughtfully blended, 
unique portfolio, comprising a high yield component and a high 
growth sleeve. While delivering a compelling yield profile, the 
portfolio offers upside potential in stronger market conditions. 

The investment team analyses dividend yield, stability and 
growth opportunities of dividends as well as the robustness of 
the business and its balance sheet, stock price valuation and 
liquidity. The team’s focus is on infrastructure and real asset 
businesses that exhibit three critical attributes: asset ownership, 
regulatory predictability and stable cash flow generation.

The investment team believes that successful global investing is 
achieved through a process that is based on: 

• Research: Using combination of fundamental and 
quantitative techniques in addition to a thematic approach 
to identify global companies with solid business momentum, 
dividend growth potential and attractive valuation within 
tolerable risk parameters.

• Security selection: The team believes the best opportunity 
to add value is through security selection. 

• Sustainability: The team believes a consistent balance 
of income and growth in the international and emerging 
universe comes from companies with stable cashflows, 
consistent dividend income and attractive returns and 
acceptable risk levels.

Investment process
Security selection is driven by a rigorous and highly-collaborative 
process that draws from the investment team’s broad range 
of expertise. The team combines complementary research 
techniques, utilising both fundamental and quantitative analysis, 
in addition to its chosen investment themes, which enable the 
identification of opportunities in both developed and emerging 

markets. Quantitative analysis helps the team remain disciplined 
to its investment process, while fundamental analysis aids 
the avoidance of value traps, which is critical when selecting 
stocks within a high yield universe. The deep fundamental 
approach focuses on sustainability of cashflows and the ability 
of the business to continue dividend payments. 

The investment team identifies approximately 500 stocks in 
developed and emerging markets for inclusion in the Strategy’s 
investable universe, using criteria such as liquidity and data 
availability. The team then employs both fundamental and 
quantitative analysis with thematic insights:

• Quantitative investment model: The model targets value 
and growth characteristics such as price/earnings, estimated 
activity, pay-out ratio and return on invested capital to 
create a relative attractiveness score for each stock. 

• Fundamental investment decision: Sector-specialist 
fundamental analysts review potential portfolio holdings 
with an emphasis on the more attractively ranked stocks. 
The fundamental research team employs in-depth analysis 
to evaluate the sustainability of a company’s yield, quality 
of management, competitive market position, growth 
opportunities and other qualitative factors. After completing 
this analysis, the analyst derives a fair price for each stock 
to ensure that the stock price does not fully reflect the 
company’s prospective business potential. Opportunities 
are identified through close collaboration between the 
portfolio managers and sector analysts. The analysts are 
responsible for making a buy, sell or hold recommendation; 
the portfolio managers have final say on portfolio decisions. 
All decisions are made with the current thematic insights of 
the investment team.

Risk management is a key component of the investment 
process, as each security has to be attractive not only in 
isolation, but also within the context of the entire portfolio. The 
investment team manages active exposure to countries, sectors 
and capitalisation tiers, with the goal of minimising unintended 
risks in the portfolio and assuming risks that will be rewarded in 
the market.

Mellon Global Infrastructure Dividend Focus Equity Strategy: From ideas to holdings

Broader opportunity set
~ 500 names

Includes wider socioeconomic and
environmental needs and benefits

e.g. Communications, broadband/connectivity, 
hospitals, elder care, correction facilities

Traditional
opportunity set1

~ 75 names

Primarily
economic-related

Real estate

Senior
housing

Telecom

Hospitals

Transport UtilitiesEnergy

Portfolio construction
20-40 stocks

+ Balance between established and
emerging infrastructure trends
+ High fundamental conviction

= Best infrastructure ideas 
on a global basis

Custom universe
~ 500 names

Quantitative assessment
~ 150 names

Fundamental support
~ 100 names

Supported at industry or company level analysis

1. S&P Global Infrastructure Index.



The Global Infrastructure Dividend Focus Equity composite 
measures the total return of all fee-paying, discretionary, equity 
portfolios that seek long term capital appreciation through 
investment in a diversified mix of listed equities, expected to 
be high yielding and issued by companies in infrastructure 
related sectors including but not limited to the following sectors 
- telecommunication services, utilities, energy, industrials 
and materials. These could include companies which provide 
services and facilities to support infrastructure development 
and those which may benefit from investment in infrastructure 
development. This is a concentrated strategy that currently 
targets to hold between 20 and 40 securities. Currency forward 
contracts are used to hedge currency risk back to USD. The use 
of derivatives is a characteristic of this investment strategy. 
Derivatives may be used to generate excess return, create 
long and short positions, as well as to manage risk. Minimum 
portfolio size for inclusion is $1 million. The composite was 
created on  August 31, 2011. performance of the composite is 
expressed in U.S. Dollars. A complete list of composites with their 
descriptTheions as well as Policies and Procedures for valuing 
portfolios, calculating performance, and preparing compliant 
presentations are available upon request. 

Mellon Investments Corporation (“Mellon”) is a registered 
investment advisor and subsidiary of The Bank of New York 
Mellon Corporation (“BNY Mellon”). The firm also includes 
assets managed by Mellon personnel acting as dual officers of 
affiliated companies. Prior to changing its legal name on January 
2, 2019, the firm was defined as BNY Mellon Asset Management 
North America Corporation (“BNY Mellon AMNA”) a registered 
investment advisor and subsidiary of The Bank of New York 
Mellon Corporation (“BNY Mellon”). The firm was formed on 
January 31, 2018, through the merger of The Boston Company 

Asset Management, LLC (“TBCAM”) and Standish Mellon Asset 
Management Company LLC (“Standish”) into Mellon Capital 
Management Corporation (“Mellon Capital”). Performance is 
presented to show the performance of all fee-paying portfolios 
with substantially similar investment objectives, policies 
and strategies, which were managed at a prior firm affiliated 
with Mellon Investment Corporation until February 1, 2018. 
Performance results from the prior affiliated firm were linked on 
February 1, 2018 to the results achieved at Mellon Investments 
Corporation in compliance with the GIPS Guidance Statement on 
Performance Record Portability. Firm assets presented through 
December 31, 2017 represent the Firm assets of the Mellon 
Investments Corporation prior affiliated firm which managed this 
investment strategy prior to the formation of Mellon Investments 
Corporation.  

The composite’s primary benchmark is the S&P Global 
Infrastructure (USD) Hedged® Index (Net). The S&P Global 
Infrastructure (USD) Hedged Index is designed to track 75 
companies from around the world chosen to represent the 
listed infrastructure industry while maintaining liquidity and 
tradability. To create diversified exposure, the index includes 
three distinct infrastructure clusters: energy, transportation, 
and utilities. The secondary benchmark is the MSCI ACWI High 
Dividend Yield USD Hedged Index (Net). The MSCI ACWI High 
Dividend Yield Index is based on MSCI ACWI, its parent index, and 
includes large and mid cap stocks across 23 Developed Markets 
and 24 Emerging Markets countries. The index is designed to 
reflect the performance of equities in index (excluding REITs) 
with higher dividend income and quality characteristics 
than average dividend yields that are both sustainable and 
persistent. Both indexes hedge the foreign currency exposure 
of investments to the U.S. dollar. The composite’s benchmarks 

Performance disclosures
2018 2017 2016 2015 2014 2013 2012 20111

ASSET-WEIGHTED GROSS  -1.98  11.75 11.65 -2.86 20.07 19.45 16.24 -1.64

ASSET-WEIGHTED NET -2.67 10.98 10.88 -3.54 19.25 18.63 15.45 -1.93

S&P GLOBAL INFRASTRUCTURE 
(USD) HEDGED (NET)

-6.29 13.59 13.28 -7.38 18.66 15.37 9.94 -1.30

MSCI ACWI HIGH DIVIDEND YIELD 
USD HEDGED (NET)

-3.83 14.37 12.46 -0.87 7.53 19.08 12.82 -0.32

COMPOSITE 3-YR ST DEV  8.83 9.03 9.79 9.98 8.73 N/A N/A N/A

BENCHMARK 3-YR ST DEV  7.95 8.98 8.91 9.27 7.51 N/A N/A N/A

NUMBER OF PORTFOLIOS ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5 ≤5

COMPOSITE ASSETS ($MM)  826 763 420 344 443 210 65 38

FIRM ASSETS ($MM) 481,490 43,644 38,096 36,610 48,461 47,589 41,344 37,484

ASSETS UNDER ADVISORY ($MM) 11,410 – – – – – – –

COMPOSITE DISPERSION N/M N/M N/M N/M N/M N/M N/M N/M

¹Composite performance started on August 1, 2011. Partial period returns have not been annualized.
N/M = not meaningful.
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were changed retroactively on September 30, 2017. The primary 
benchmark was changed from the custom Global Infrastructure 
Hedged USD Index (Gross) in an effort to use a similarly 
structured, non-proprietary index made available by S&P Dow 
Jones Indices, as well as to more closely align the strategy’s 
potential total returns with those of the net benchmark given 
the variations that can occur in the tax withholding rate. The 
secondary benchmark was changed from the MSCI ACWI High 
Dividend Yield USD Hedged Index (Gross) in an effort to more 
closely align the strategy’s potential total returns with those of 
the net benchmark given the variations that can occur in the 
tax withholding rate. Composite performance is net of non-
reclaimable withholding taxes on dividends, interest income and 
capital gains where applicable. Some composite participants 
may use different sources of foreign exchange rates from other 
participants and the composite’s benchmark. 

The standard management fee for this strategy is: 0.70% of 
assets on the first $25 million, 0.60% of assets on the next $25 
million, 0.50% of assets on the next $50 million, and 0.35% on 
assets thereafter. Effective January 1, 2019 net-of-fee returns 
are calculated using model fees which are equivalent to the 
standard fee schedule for each investment strategy. Composites 
containing broad distribution pooled funds apply a model fee 
equivalent to the investment management portion of the fund’s 
total expense ratio. Fees are accrued monthly for each account 
according to their assets under management and the results 
are asset-weighted to arrive at the composite net-of-fee return. 
Additional information regarding historical net-of-fee returns 
calculation is available upon request. 

Gross performance figures are time-weighted rates of return, 
which include the deduction of transaction costs. Performance 
results reflect the reinvestment of interest income and other 
earnings. Internal dispersion figures are an asset-weighted 
standard deviation of all portfolios that were included in the 
composite for the entire measurement period. Dispersion 
figures for years containing 5 or fewer Portfolios are considered 
Not Meaningful or “N/M”. The composite track record lacks the 
required 36 months necessary for the three year annualized ex-
post standard deviation where “N/A” is presented. 

Mellon Investments Corporation claims compliance with the 
Global Investment Performance Standards (GIPS®) and has 
prepared and presented this report in compliance with the 
GIPS standards. Mellon Investments Corporation has been 
independently verified for the periods January 1, 2017 through 
December 31, 2017. Verification assesses whether (1) the firm 
has complied with all the composite construction requirements 
of the GIPS standards on a firm-wide basis and (2) the firm’s 
policies and procedures are designed to calculate and present 
performance in compliance with the GIPS standards. The 
Global Infrastructure Dividend Focus Equity composite has 
been examined for the periods 2013 - 2015. The verification and 
performance examination reports are available upon request. 
Mellon Investments Corporation’s predecessor firms all have 
been independently verified for the periods January 1, 2007 
through December 31, 2016. 
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Past performance is not a guide to future performance.

The value of investments can fall. Investors may not get back the amount invested. Income from investments may vary and is 
not guaranteed.

Currency Risk: This strategy invests in international markets which means it is exposed to changes in currency rates which could 
affect the value of the portfolio.

Emerging Markets Risk: Emerging markets have additional risks due to less developed market practices.

Concentration Risk: A fall in the value of a single investment may have a significant impact on the value of the portfolio because 
it typically invests in a limited number of investments.

Investment In Infrastructure Companies Risk: The value of investments in Infrastructure Companies may be negatively impacted 
by changes in the regulatory, economic or political environment in which they operate.

High Yield companies risk: Companies with high-dividend rates are at a greater risk of being able to meet these payments and 
are more sensitive to interest rate risk.

Important Information 

For Professional Clients and, in Switzerland and Chile, for Qualified Investors only. In the Middle East, provided solely for use by the intended recipient. In Mexico, Peru and Uruguay for 
Institutional Investors only. This is a financial promotion and is not investment advice. Any views and opinions are those of the investment manager, unless otherwise noted. This is not 
investment research or a research recommendation for regulatory purposes. BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and its subsidiaries. The Bank 
of New York Mellon, DIFC Branch (the “Authorised Firm”) is communicating these materials on behalf of The Bank of New York Mellon, Investment Management EMEA Limited (“BNYMIM 
EMEA”). BNYMIM EMEA is a wholly owned subsidiary of The Bank of New York Mellon Corporation. This material is intended for Professional Clients only and no other person should act 
upon it. The Authorised Firm is regulated by the Dubai Financial Services Authority and is located at Dubai International Financial Centre, The Exchange Building 5 North, Level 6, Room 601, 
P.O. Box 506723, Dubai, UAE. The strategy is only being offered to a limited number of investors who are willing and able to conduct an independent investigation of the risks involved in an 
investment in such strategy. This document does not constitute an offer to the public and is for the use only of the named addressee and should not be given or shown to any other person 
(other than employees, agents or consultants in connection with the addressee’s consideration thereof). The strategy has not been and will not be registered with the Qatar Central Bank 
or under any laws of the State of Qatar. No transaction will be concluded in your jurisdiction and any inquiries should be made to BNY Mellon at Dubai International Financial Centre, The 
Exchange Building 5 North, Level 6, Room 601, P.O. Box 506723, Dubai, UAE. Issued in the UK and Europe (excluding Switzerland) UAE, Dubai, Jordan, Oman, Kuwait, Bahrain, Qatar, Mexico, 
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You can find out more at 
www.bnymellonim.com/agents-of-change/eu

Alternatively, you can contact us on 
internationalsales@bnymellon.com


