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Did
infrastructure
weather the
inflation storm?
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Infrastructure investments are generally
considered to have strong downside
protection and inflation linkage, but since
infrastructure became an investable asset
class, inflation has remained relatively
benign. In 2022 as the world came out of
lockdown, the theory came face-to-face
with reality.
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Infra and inflation:
the concept

What happened in markets?

In 2022, a combination of post-pandemic growth, labor
shortages, the war in Ukraine and other country-specific

factors caused inflation to rise to its highest level in 30 years.

Central banks around the world responded by quickly and
aggressively raising benchmark lending rates. And yet,
inflation persisted for two years before returning to more
normal levels (Figure 1).

Two things stand out to us about this inflationary period
in particular:

1. Owing to the 30-year gap, many management teams
and investors did not have direct experience managing
assets during an inflationary period.

2. Energy, commodity and food cost increases were the
cause of the inflation—rather than the outcome.

FIGURE 1: UK & US INFLATION (ANNUAL %)
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What should have happened
to Infra?

In theory, infrastructure assets are relatively well protected
from high inflation thanks to their ability to contractually pass
on cost increases to customers as well as the inelastic demand
for their services. However, this theory had never been tested.
Inflation had been relatively benign since infrastructure had
become an investable asset class.

In May 2022, here is what we said should happen:

Utilities should benefit from increased inflation
as both revenues and the rate base are typically
linked to inflation. Over time, affordability may
become a political concern.

Utilities

Transport assets should benefit from inflation-
linked revenue and, in some cases, minimum
volume agreements or capacity-based payments.
There may, however, be some pushback from
customers on increasing costs (e.g., airport
landing charges).
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Digital infrastructure could benefit from longer-
term, inflation-linked contracts or an ability to reset
short-term rates, but that should be balanced
against competitive threats. Risks may be more
acute for greenfield or CapEx-intensive projects.

Digital

Operational renewable energy assets might
benefit from inflation-linked contracts, which
can be enhanced or offset by energy prices—
especially those with no fuel costs. However, the
risk of construction cost overruns for new assets
may be heightened.

Renewables
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Source: Bureau of Labor Statistics and Office for National Statistics,
August 2024.
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Infra and inflation:
the reality

In general, inflation pass-through worked as expected, with
cash flows and valuations remaining robust. Some timing
issues have affected working capital and sector-specific
interventions, although these have largely been short-lived.

Utilities
Utilities performed as expected for the most part: Rate bases

and OpEx allowances increased in line with inflation. As a
result, profitability remained strong.

There were, however, some short-term impacts, such as a
time lag between higher costs being incurred and revenues
being adjusted, which led to some pinch points, however,
overall, EBITDA growth remained ahead of inflation (Figure 2).
Regulated assets also often have the ability to pass through
cost increases in capital expenditure but some in-flight
projects that were not subject to indexation saw cost increases
that were not recoverable.

Political and regulatory intervention such as clawing back
perceived inflationary benefits was discussed in some

FIGURE 2: EBITDA GROWTH: UTILITIES AND TRANSPORT

jurisdictions, including the UK, though these have not been
implemented yet.

Overall, valuations remained robust despite increases in the
risk-free rate (Figure 3).

Transport

Transport as a whole remained robust through the period,
although each subsector was affected differently.

- Airports were largely able to fully pass on costs, in part
owing to high pent-up demand for travel following the

pandemic—despite cost-of-living pressures.

- Toll roads were able in most cases to increase prices without
impacts on volume.

- Ports and rail freight were also able to pass along inflation-
linked costs, although it should be noted that other factors
such as changing container leasing costs also affected
overall shipping prices.

FIGURE 3: HORIZON TOTAL RETURNS: UTILITIES AND
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Source: StepStone analysis of EBITDA growth of a basket of
infrastructure assets.

Source: StepStone analysis of total returns of individual assets in a
basket of private market infrastructure funds compared with total returns
of the FTSE 100 and S&P 500.
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Overall, both digital and renewable assets outperformed FIGURE 4: HORIZON TOTAL RETURNS: DIGITAL AND

public indices throughout the inflationary period (Figure 4). RENEWABLES
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Operational data centers did not see significantly higher 120
energy costs as they typically have the ability to pass through mo —
all energy costs to customers. Data centers that were under 100
construction were exposed to escalation in CapEx however, 90
due to the demand for cloud computing and more recently 50
Al, these new data centers were often able to recoup these 5
higher costs.
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adjustments built in.

Source: StepStone analysis of total returns of individual assets in a basket
of private market infrastructure funds compared with total returns of the
FTSE 100 and S&P 500.

Renewables

While EBITDA for renewables steadily increased over the
, , ) . , FIGURE 5: EBITDA GROWTH: RENEWABLES
inflationary period (Figure 5), there was something of a

dichotomy between operating assets and platform businesses. I
180

- Operating renewables that were fully contracted were largely
insulated and may benefit from indexation clauses in the
offtake agreement. Those with merchant exposure benefited

from high power prices. This led some governments to
impose windfall taxes, which partially offset these gains.

- For platform businesses, there was a temporary disparity 0
2021 2Q22 2Q23 2Q24

- = CPI

between contracted revenues and increased CapEx,
which meant new projects were briefly paused. This was —— Renewables
subsequently resolved, and projects have been renegotiated

. . Source: StepStone analysis of EBITDA growth of a basket of
at higher contract prices. infrastructure assets.

"For example, AR5 in the UK saw no successful bidders because the price ceiling was too low.
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Infra and inflation:

orivate market portfolios

Infrastructure was briefly a victim of its own success as relative
valuation growth compared with other asset classes adversely
affected portfolio construction in 2023, but has since rebounded.

Denominator effect on
2023 allocations

While infrastructure valuations and returns outperformed the
market (Figure 6), other asset classes, such as real estate, were
more negatively affected during this time, particularly with the
added pressure of working from home and higher interest rates.

As a result, in diversified portfolios infrastructure values
increased relative to the values in other asset classes. This
made it harder to deploy capital from those portfolios into
infrastructure as allocations became more overweight.

Bounce-back in 2024

The pent-up demand for infrastructure investment was
catalyzed by major thematic drivers including energy transition
and digitization alongside increasing market confidence that
the macroeconomic environment was stabilizing. As a result,
the first half of 2024 saw a significant bounce-back of activity
across the spectrum, including new infrastructure mandates,
fundraising and capital deployment.

The good news is infrastructure performed as it was meant
to through the 2022-24 inflation spike. It held or grew its
value and outperformed markets and other asset classes,
such as real estate and private equity, despite some ripple
effects that were largely a result of infrastructure’s relative
success and resilience.

FIGURE 6: HORIZON TOTAL RETURNS: PRIVATE
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Source: StepStone analysis of total returns of individual assets in a
basket of private market infrastructure funds compared with total returns
of the FTSE 100 and S&P 500.

By and large, infrastructure
assets made it through this
period of inflation unscathed.
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Infra and Inflation:
the outcome

Infrastructure has largely lived up to its billing and made it FIGURE 7: EBITDA GROWTH VS US CPI
through the recent inflation spike unscathed and in some

SECTOR CAGR JUN 21-JUN ‘23
cases stronger.

Utilities 17.3%
While some effects were felt at an asset level, these have Transport 19.6%
been relatively benign such as delaying projects. Over the last Renewables 18.3%
three years, EBITDA growth across a number of sectors has US CPI 4.9%

outpaced inflation (Figure 7).
Source: StepStone analysis of EBITDA growth of a basket of
infrastructure assets; US Bureau of Labor Statistics.

At a portfolio level, wider market effects saw a slower 2023
for infrastructure deployment, but the rebound in 2024 has
been strong.

In short, total returns in infrastructure have outperformed on a
relative basis, and infra’s inflation-linked protection mechanisms
have worked as expected. No longer viewed as speculative or
unproven, infrastructure is critical to any well-rounded portfolio.
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This document is for informational purposes and is meant only to provide a broad overview for discussion purposes. This document does not constitute
an offer to sell, a solicitation to buy, or a recommendation for any security, or as an offer to provide advisory or other services by StepStone Group LP,
StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC, StepStone Group Private Debt AG, StepStone
Group Europe Alternative Investments Limited and StepStone Group Private Debt LLC, their subsidiaries or affiliates (collectively, “StepStone”) in any
jurisdiction in which such offer, solicitation, purchase or sale would be unlawful under the securities laws of such jurisdiction. The presentation is being
made based on the understanding that each recipient has sufficient knowledge and experience to evaluate the merits and risks of investing in private
market products. Information contained in this document should not be construed as financial or investment advice on any subject matter. StepStone
expressly disclaims all liability in respect to actions taken based on any or all of the information in this document. This document is confidential and
solely for the use of StepStone and the existing and potential investors or clients of StepStone to whom it has been delivered, where permitted. By
accepting delivery of this presentation, each recipient undertakes not to reproduce or distribute this presentation in whole or in part, nor to disclose any
of its contents (except to its professional advisors), without the prior written consent of StepStone.

Expressions of opinion are intended solely as general market commentary and do not constitute investment advice or a guarantee of returns. All
expressions of opinion are as of the date of this document, are subject to change without notice and may differ from views held by other businesses
of StepStone.

Some information used in the presentation has been obtained from third parties through various published and unpublished sources considered to be
reliable. StepStone does not guarantee its accuracy or completeness and accepts no liability for any direct or consequential losses arising from its use.
Thus, all such information is subject to independent verification by prospective investors.

All information provided herein is subject to change.

All valuations are based on current values calculated in accordance with StepStone’s Valuation Policies and may include both realized and unrealized
investments. Due to the inherent uncertainty of valuation, the stated value may differ materially from the value that would have been used had a ready
market existed for the portfolio investments or a different methodology had been used. The long-term value of these investments may be lesser or
greater than the valuations provided.

StepStone Group LP, its affiliates and employees are not in the business of providing tax, legal or accounting advice. Any tax-related statements
contained in these materials are provided for illustration purposes only and cannot be relied upon for the purpose of avoiding tax penalties. Any
taxpayer should seek advice based on the taxpayer's particular circumstances from an independent tax advisor.

Prospective investors should inform themselves and take appropriate advice as to any applicable legal requirements and any applicable taxation and
exchange control regulations in the countries of their citizenship, residence or domicile which might be relevant to the subscription, purchase, holding,
exchange, redemption or disposal of any investments. Each prospective investor is urged to discuss any prospective investment with its legal, tax and
regulatory advisors in order to make an independent determination of the suitability and consequences of such an investment.

An investment involves a number of risks and there are conflicts of interest. Please refer to the risks and conflicts disclosed herein or in relevant
disclosure documents associated with potential investments.

Each of StepStone Group LP, StepStone Group Real Assets LP, StepStone Group Real Estate LP, StepStone Group Private Wealth LLC and StepStone
Group Private Debt LLC is an investment adviser registered with the Securities and Exchange Commission (“SEC"). StepStone Group Europe LLP is
authorized and regulated by the Financial Conduct Authority, firm reference number 551580. StepStone Group Europe Alternative Investments Limited
("SGEAIL") is an investment adviser registered with the SEC and an Alternative Investment Fund Manager authorized by the Central Bank of Ireland
and StepStone Group Private Debt AG (“SPD") is an SEC Exempt Reporting Adviser and is licensed in Switzerland as an Asset Manager for Collective
Investment Schemes by the Swiss Financial Markets Authority FINMA. Such registrations do not imply a certain level of skill or training and no
inference to the contrary should be made.

In relation to Switzerland only, this document may qualify as “advertising” in terms of Art. 68 of the Swiss Financial Services Act (FinSA). To the extent
that financial instruments mentioned herein are offered to investors by SPD, the prospectus/offering document and key information document (if
applicable) of such financial instrument(s) can be obtained free of charge from SPD or from the GP or investment manager of the relevant collective
investment scheme(s). Further information about SPD is available in the SPD Information Booklet which is available from SPD free of charge.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. ACTUAL PERFORMANCE MAY VARY.
All data is as of October 2024.
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We are global private markets specialists
delivering tailored investment solutions,
advisory services, and impacttul, data-
driven insights to the world's investors.

L everaging the power of our platform and
our peerless intelligence across sectors,
strategles, and geographies, we help
identify the advantages and the answers

our clients need to succeed.

For more information regarding O STEPSTONE

StepStone's research, please contact us

at research@stepstonegroup.com. stepstonegroup.com
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