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Setting the Stage: Macro Tailwinds
POPUL ATION GROWTH

The global population is expected to reach 9.7 billion by 20501, 
with the growth concentrated largely in emerging markets such 
as Asia (specifically India) and Africa. This projected growth has 
significant implications for the real assets market. For one, surging 
populations increase requirements for basic infrastructure to support 
the movement of people and products, as well as next generation, 
high-tech infrastructure to deliver digital connectivity. At the 
same time, a rising global population increases demand for basic 
services, including electricity and heat, thereby driving demand 
for commodities like oil and gas, as well as for newly competitive 
renewable energy solutions.

In fact, against this backdrop of growing global demand, the 
International Energy Agency (IEA) is forecasting a 62% increase in 
global power consumption between 2015 and 2040, as measured by 
tonnes of oil equivalent, with renewables accounting for an increasing 
percentage of the total (FIGURE 1). In order to support this growth—
and specifically to transport oil and gas—the demand for energy 
midstream assets such as pipelines, import and export terminals and 
storage facilities, is expected to increase concurrently.

FIGURE 1:  GLOBAL POWER GENERATION IS 
EXPECTED TO INCREASE 62% BY 2040
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SOURCE: THE INSTITUTE FOR ENERGY RESEARCH.  
AS OF MARCH 5, 2018.

Real assets, defined here as natural resources and infrastructure, are an essential part of the global 
economy. Today, we believe there is a vast opportunity to develop, own and operate tangible real 

assets—from commodity reserves and production assets to the physical infrastructure that is critical to 
transporting, storing and converting those commodities to a usable form in the real economy. 

The investment opportunity is supported by several long-term macroeconomic trends that may serve as 
tailwinds to the asset class going forward—global population growth, urbanization and an increasingly 

wealthy middle class, to name a few. In recent years, investors have turned increasingly toward real assets 
in an effort to enhance their portfolios by targeting stable long-term returns, protection against inflation 

and portfolio diversification amid an uncertain global environment. 

A COMPELLING 
OPPORTUNITY 
IN REAL ASSETS

SEPTEMBER 
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1. Source: United Nations DESA/Population Division. As of July 29, 2015.
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URBANIZATION

As populations grow, and people migrate increasingly into urban areas (FIGURE 2), a new type 
of demand is surfacing alongside the historically strong demand for basic materials such as 
base metals and timber. This new urban demand is expected to disrupt conventional electricity 
distribution models and focus capital investment on telecommunication solutions that can 
accommodate developments in smart technology and growing data usage. To keep up, in-
city infrastructure will have to adjust and modernize, a change that we believe will require 
significant private capital investment. 

The implications of this evolution are far-reaching and likely to impact the full spectrum of real 
assets, from transportation and telecom to energy midstream and power generation.

THE GROWTH—AND INCREASING WEALTH—OF THE 

GLOBAL MIDDLE CL ASS 

The global middle class is expanding rapidly and is expected 
to represent a majority of the population by 2020. As a greater 
percentage of the population spends its discretionary 
income on larger homes and cars and increased support 
for existing services, as well as on leisure-related pursuits 
like travel, e-commerce and cell phone usage, the need for 
telecommunication and transportation infrastructure to meet 
this increased demand has also grown (FIGURE 3). 

At a higher level, consumption patterns are likely to 
change over time as technological innovation continues 
to change the products we use. For example, electric cars 
are expected to experience increased adoption by a global 
middle class that is growing in both size and wealth. We 
expect these changing consumption patterns to facilitate 
increased data and electricity usage, and generate strong 
long-term demand for the assets—from roads to batteries to 
cell towers and other wireless infrastructure—necessary to 
support this evolution. 

FIGURE 3:  AS THE GLOBAL MIDDLE CLASS 
GROWS, DEMAND FOR ENERGY IS 
EXPECTED TO INCREASE

SOURCE: BP ENERGY OUTLOOK. 2018 EDITION.
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FIGURE 2:  THE PERCENTAGE OF POPULATION IN URBAN AREAS IS EXPECTED TO 
 INCREASE STEADILY THROUGH 2050

*ASSUMES A POPULATION OF ROUGHLY 7.6 BILLION IN 2018 (4.2 BILLION IN URBAN AREAS) AND ROUGHLY 
9.8 BILLION IN 2050 (6.7 BILLION IN URBAN AREAS). BASED ON CURRENT INFORMATION AND PROJECTIONS  
FROM THE UNITED NATIONS DESA/POPULATION DIVISION.  
SOURCE: UNITED NATIONS DESA/POPULATION DIVISION; BAI. AS OF 2018.
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Current Opportunity: Short-Term Disruption
THE ENERGY VALUE CHAIN

While many investors understand the potential benefits of a long-term investment in real assets, 
fewer understand where the tangible investment opportunities exist today. At Barings, we see 
particular value in real assets sectors that, while supported by long-term macro tailwinds, are 
undergoing notable changes due to technological advancement and disruption. Perhaps the 
clearest example of innovative technology leading to investment opportunities can be seen 
across the energy value chain, where we see potential opportunities across the upstream, 
midstream and power generation segments: 

ENERGY UPSTREAM

In upstream oil and gas, technological advancements such as horizontal drilling and hydraulic 
fracturing have enabled efficient and economical access to previously undeveloped reserves. 
Specifically, new seismic mapping technology has improved the process of identifying 
hydrocarbons, significantly reducing exploration risk. When advanced geological techniques 
are combined with improved drilling technologies that allow operators to target specific 
deposits or broad, lateral shale plays, it allows oil and gas to be produced more efficiently 
than ever before. This is an important point as this technology has contributed to significant 
production growth in the U.S.

A good indicator of this change is the increase in U.S. oil production over the last 45 years 
(FIGURE 4). In the 1970s and 1980s, the U.S. produced roughly 8 million barrels of oil per day, all 
through conventional production (vertical wells, low-tech drilling and completion methods). 
Production dipped in the early 2000s and then picked up in recent years, reaching roughly 
10 million barrels per day at the beginning of 2018 and exceeding 11 million barrels as of July 
2018.1 Today, the U.S. is on track to become the world’s largest oil producer by 2023.2

1. Source: U.S. Energy Information Administration. As of July 2018. 
2. Source: International Energy Agency. As of May 2018.

Energy Upstream 
—
DUE TO RECENT INNOVATIONS IN 
DRILLING AND COMPLETION METHODS, 
NORTH AMERICAN OIL AND GAS 
PRODUCTION HAS SIGNIFICANTLY 
INCREASED, RESULTING IN UPSTREAM 
INVESTMENT OPPORTUNITIES. 

Energy Midstream 
—
THE EVOLUTION TAKING PLACE IN 
UPSTREAM PRODUCTION, COUPLED WITH 
THE CHANGE IN GLOBAL DEMAND FOR 
ENERGY, HAS SUBSEQUENTLY CREATED 
INVESTMENT OPPORTUNITIES IN THE 
INFRASTRUCTURE ASSETS NEEDED TO 
GATHER, TRANSFORM, STORE, PROCESS 
AND TRANSPORT OIL AND GAS.

Power Generation
—
GLOBAL DEMAND DYNAMICS, 
WHEN COUPLED WITH A CHANGING 
FUEL MIX, AND DISRUPTION WITH 
IMPROVING EFFICIENCIES FROM 
SOURCES OF RENEWABLE ENERGY, 
ARE DRIVING OPPORTUNITIES IN 
CONVENTIONAL AND RENEWABLE 
POWER GENERATION GLOBALLY. 
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FIGURE 5:   TODAY, ROUGHLY 10% OF TOTAL HYDROCARBONS ARE BEING RECOVERED, BUT THAT 
PERCENTAGE IS EXPECTED TO IMPROVE

 Natural Gas: Total Recoverable and Proved Reserves (1996–2015) 

SOURCES:   EIA, INSIDE ENERGY; BARINGS. AS OF JANUARY 1, 2015.
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This U.S. production renaissance has created a number of 
short-term opportunities across the energy value chain. 

One particular opportunity we see is in smaller, unconventional 
shale oil or natural gas fields where operators are refocusing 
their portfolios on larger shale resources. As public companies 
have come under pressure from shareholders to operate within 
strict free cash-flow parameters, many companies have begun 
selling non-core oil and gas assets to de-lever and improve their 
liquidity position. This has in turn created opportunities for 
smaller private equity investors to buy these “orphaned” assets—
whether producing or in development—at attractive prices. 

Along similar lines, we also see value in applying new 
technology to older or less productive reserves. Advancements 
in drilling and completion techniques—both on-shore and off-

shore—have allowed reserves to be redeveloped and accessed 
more economically, enhancing productivity and value over 
time. In our view, this will only be amplified as technology 
continues to improve the process of identifying economic 
reserves—today, roughly 10% of total hydrocarbons are being 
uncovered, but as technology improves that percentage is 
expected to grow significantly (FIGURE 5). It is also worth noting 
that while most of the private investment has been in the U.S., 
upstream opportunities also exist across Continental Europe 
and, on a smaller scale, in emerging markets.

Finally, as new technology drives production growth, the 
associated decline rates for unconventional shale oil and 
natural gas fields are very steep. As a result, the reinvestment 
required to sustain production is forecasted to be significant 
over the medium to long term. 

FIGURE 4:  U.S. OIL PRODUCTION HAS INCREASED SIGNIFICANTLY OVER THE LAST DECADE

SOURCE:   EIA. AS OF JANUARY 1, 2018.
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ENERGY MIDSTREAM

The increase in U.S. oil production 
has created tremendous demand for 
energy midstream assets, which has 
translated into opportunities to invest 
private capital in infrastructure such 
as gathering, pipeline, processing and 
storage assets. To accommodate the 
massive increase in technology-driven 
U.S. oil and gas production, and to move 
that production from geographically-
dispersed basins, significant investment 
is required, not only in gathering and 
processing assets but also in short 
and long-haul pipelines to reach 
domestic demand centers. The macro 
backdrop also has global implications 
as increasing demand for electricity and 
fuel around the world will ultimately 
require additional assets that can 
transport resources from their source 
to a diversified array of international 
demand centers. 

This expansion is already underway, as 
the U.S. transitions from an oil and gas 

FIGURE 6:  RENEWABLE UNITS MOVING TOWARD GRID PARITY WITH CONVENTIONAL POWER 
GENERATION FACILITIES

Coal NuclearGasWindSolar3

$0

$359

$135

$83

$11

$123

$98

$70 $74

$105 $104

$50

$100

$150

$200

2009 2013 2017$400

M
E

A
N

 L
C

O
E

 $
/M

W
H

nuclearsolar wind gas coal nuclearsolar wind gas coal nuclearsolar wind gas coal

Selected Historical Mean LCOE Values1,2

$50 $45

$60

$102

$148

SOURCE:   LAZARD LCOE ANALYSIS, INCLUDING VERSIONS 3.0, 7.0 AND 11.0; BARINGS. AS OF NOVEMBER 2017.
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2.  REFLECTS TOTAL DECREASE IN MEAN LCOE SINCE THE LATER OF LAZARD'S LCOE--VERSION 3.0 OR THE FIRST YEAR LAZARD HAS TRACKED 

THE RELEVANT TECHNOLOGY.
3. REFLECTS MEAN OF FIXED-TILT (HIGH END) AND SINGLE-AXIS TRACKING (LOW END) CRYSTALLINE PV INSTALLATIONS. 

importer to an exporter. As a result of 
this shift, much of the U.S. midstream 
infrastructure system is being 
converted in order to support an export 
business that did not previously exist, 
creating what we view as an attractive 
investment opportunity. Today we 
see value in the reconfiguration of 
existing midstream infrastructure—the 
conversion of natural gas terminals for 
export capabilities—as well as in the 
construction of new export terminals, 
pipelines and storage facilities around 
coastal ports.

POWER GENER ATION 

Power generation is another segment 
within the energy value chain that is 
undergoing a notable shift as a result 
of long-term structural trends and 
shorter-term technological innovation. 
Over the next 45 years, global 
demand for electricity is expected to 
require $35–$45 trillion in generation 
investment alone, particularly in 
emerging markets. In addition to the 

economic benefits of increased power 
accessibility, greater availability of 
cheap natural gas and improvements in 
technology around renewable energy 
continue to reduce the cost of power. 
These developments have effectively 
disrupted the entire power delivery 
ecosystem and made the choice 
between renewable and conventional 
generation sources an economic 
decision, rather than one driven 
predominantly by social pressures. 

As a result, aging, coal-fired generation 
plants are increasingly being replaced 
by cleaner power inputs and renewable 
units. Accelerating the transition, 
renewables are moving toward grid 
parity with conventional power 
generation facilities, as measured by the 
levelized cost of electricity (LCOE) on 
a U.S. dollar per mega-watt-hour (USD/
MWh) basis (FIGURE 6).
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This fundamental shift in power generation and delivery is driving investment opportunities 
globally. For instance, renewable power projects—traditional hydroelectric facilities as well 
as solar and wind generation—have become highly efficient from both a production and 
capital cost standpoint. We also see value in peaking facilities, or facilities run during periods 
of high (peak) demand. These facilities comprise simple-cycle gas turbines that can support 
intermittent load on the grid, as well as smaller-scale engines—typically gas-fired or diesel-
fired—that can fire up quickly to provide backup power. While renewables represent a large and 
growing opportunity set, we also see select value in the conventional power space, specifically 
around existing facilities that require capital to retool toward cleaner energy inputs.

ACCESSING THE OPPORTUNIT Y 

We believe the most effective way to capitalize on the opportunity across real assets is 
through private markets. Investors that are willing to sacrifice short-term liquidity are in a 
position to align their capital with the longer-term, structural tailwinds that underpin the 
growing demand for real assets. Additionally, there are interesting technological disruption 
and public-sector dynamics that make the current market environment attractive for 
investors who are considering allocating capital to the sectors. 

Our preferred method of accessing the opportunity in real assets, and specifically across the 
energy value chain, is through partnering with best-in-class sponsors by investing directly 
into their primary funds and alongside those same sponsors in select equity co-investments, 
or investments in companies, assets or projects. In recent years, demand for co-investment 
has grown, given the potential for attractive returns, fee savings and, in some cases, increased 
manager transparency. This in turn has resulted in increased competition for access to highly 
coveted deal flow. This heightened competition is particularly evident in the traditional private 
equity market (buyouts, growth and venture capital). In the real assets space, underwriting co-
investments requires specific expertise and an ability to understand complex assets, structures 
and situations. As a result, there tends to be less competition for real assets co-investments than 
in the traditional private equity market. We believe reduced competition creates a compelling 
pipeline of co-investment opportunities.

We also see opportunities in the real assets segment of the secondary market. The secondary 
market for private equity has grown substantially since the early 2000s. As the market has 
matured, more buyers have entered and the amount of dry powder seeking secondaries 
has increased substantially. Similar to co-investments, underwriting real assets secondaries 
requires specific expertise and experience with complex assets and structures. As a result, 
based on our observations, there are far fewer participants seeking secondaries in the real 
assets space than in the traditional private equity market. Based on our belief that this is a less 
efficient area of the secondary market, we believe the real assets secondaries market presents 
a number of potentially attractive opportunities. 

Real assets can offer investors many potential benefits, including stable 
long-term return potential, a hedge against unexpected inflation and 
low or modest correlations to equity and fixed income investments.
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A WORD ABOUT RISK
While we see many benefits to investing in private equity, and specifically in real assets sectors, 
investing in private equity involves risks. Securities may be illiquid and therefore may need to be sold 
or redeemed at less than the amount originally invested. Depending on the nature of the specific 
investment, investors may also be exposed to specific country, sector and/or manager-level risks and 
may lose part or all of their original investment as a result.

CONCLUSION

Real assets can offer investors many potential benefits, including stable long-
term return potential, a hedge against unexpected inflation and low or modest 
correlations to equity and fixed income investments. Correlations between real 
assets sectors also tend to be low, meaning investors may be able to further diversify 
their portfolios by investing across multiple real assets sectors. 

In today’s environment, investors are balancing the need for higher levels of return 
from their private market allocations with the risks associated with investing into a 
decade-long global expansion. As an investor across various segments of the private 
markets, we grapple with the same decisions on where to seek the best risk-adjusted 
returns in the current environment. At this stage, we prefer investments that are 
supported by long-term, structural tailwinds while offering investors an opportunity 
to capitalize on cyclical dynamics. Real assets sit squarely at the intersection of 
compelling secular and cyclical dynamics and continue to be one of our best ideas 
for allocating private capital in the current market environment.

BARINGS’ FUNDS & CO-INVESTMENTS BUSINESS SERVES AS A PROFESSIONAL LIMITED PARTNER, 
OFFERING CAPABILITIES ACROSS PRIVATE EQUITY, REAL ASSETS, REAL ESTATE AND PRIVATE 
CREDIT. WE BUILD CUSTOMIZED PORTFOLIOS THAT ARE DESIGNED TO MEET THE NEEDS OF 
SEPARATELY MANAGED ACCOUNTS, AS WELL AS DIFFERENTIATED FUNDS FOR OUR CLIENTS. WE 
ACCESS THE MARKETS THROUGH SPONSORS AS WELL AS THROUGH DIVERSE INTERMEDIARIES, 
AND FIND OPPORTUNITIES ACROSS PRIMARY FUNDS, CO-INVESTMENTS AND SECONDARIES.

$7.2 BILLION 
COMMITTED 
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DEDICATED 
TEAM OF 21 

INVESTMENT 
PROFESSIONALS 

2,000+
SPONSOR 

RELATIONSHIPS

As of March 31, 2018
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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 for the details and specific risk factors of any 

Fund 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, Barings Real Estate Advisers Europe Finance LLP, BREAE AIFM LLP, 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, and Baring Asset Management Korea Limited each are affiliated financial service companies owned by Barings LLC 

(each, individually, an “Affiliate”).

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 projections or predictions.

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 in this document is owned by Barings. Information in this document may be used for your own personal use, 

but may not be altered, reproduced or distributed without Barings’ consent.

*As of June 30, 2018

Barings is a $306+ billion* global financial services firm dedicated to meeting the evolving investment and capital 

needs of our clients. We build lasting partnerships that leverage our distinctive expertise across traditional and 

alternative asset classes to deliver innovative solutions and exceptional service. Part of MassMutual, Barings 

maintains a strong global presence with over 1,800 professionals and offices in 16 countries.
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