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Introduction

COVID-19 revealed a lot about the world. It drew  

the curtain back on our ability to deal with a signifi-

cant global crisis, laying bare systemic weaknesses 

and exposing structural failures. One such failure 

pertains to social infrastructure. The pandemic high-

lighted that many communities around the world  

lack the necessary facilities—things like accessible 

health care facilities and affordable housing—to 

combat threats like COVID-19 effectively. These 

shortcomings likely contributed to the tragically high 

levels of sickness and death. While the lack of  

necessary real estate infrastructure certainly existed 

prior to COVID-19, the pandemic emphasized  

the need for increased investment. Looking ahead, 

we need to address this critical deficit head on.  

Inevitably, another global crisis will strike, whether it 

be another pandemic or a climate change emergency, 

or perhaps some other unforeseen circumstance. 

Whatever the challenge, we need better social  

infrastructure systems in place to defend against 

these events. 

Key takeaways
• Good news/bad news: the global 

COVID-19 pandemic highlights  
the lack of adequate social infrastruc-
ture in place in much of the  
world, particularly in terms of health  
care facilities. 

• Government funding shortfalls, 
notably with the austerity measures 
associated with public spending 
following the global financial crisis 
(GFC), have contributed to the lack of 
investment in good and accessible 
social infrastructure. 

• Given the dearth of public spending 
in the space, coupled with the  
magnified need post-COVID-19, the 
opportunity for private capital  
flows into social infrastructure is 
substantial. While governments  
have implemented a range of fiscal 
and quantitative measures to cope 
with many aspects of the pandemic, 
social infrastructure funding has  
not been a priority. 

• The need for social infrastructure 
investments may be accelerating 
shifts in real estate allocations  
away from traditional retail and 
commercial properties and toward 
more impact-related allocations. 
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A foundation for resilient 
communities
Social infrastructure—the buildings  
that house social services in a commu-
nity—form the bedrock of healthy  
and resilient communities. They include 
health care and education facilities, 
social and affordable housing, and 
buildings related to justice, emergency 
and civic services. These social-purpose 
structures underpin our cities and 
neighborhoods. They contribute  
to economic growth, employment and 
social cohesion, while also providing 
essential services that we all rely  
at points in our lives. They are a critical 
component of any political system  
and the foundation of a healthy society. 
Unfortunately, these facilities, which  
are also real estate assets, are suffering 
a long period of funding neglect in  
many countries, both emerging and 
developed. COVID-19 has magnified the 
impact of this neglect. 

A funding shortfall 
Over the last decade, beginning with  
the GFC, public investments in social 
infrastructure have fallen short.  
With governments being the traditional 
financing source in the space,  
austerity policies post-2008 naturally 
stifled capital flows. This, coupled  
with other regional constraints, led to a 
pronounced absence of social invest-
ments, notably in Europe, but in other 
regions as well, as seen in Exhibit 1.

According to a 2018 report from the 
High-Level Task Force on Investing  
in Social Infrastructure in Europe, the 
annual investment gap in the space  
is estimated to be a minimum of  
€142 billion (US$167.7 billion). This is 
a significant shortfall, and the  
consequence of this lack of funding  
has been exposed by COVID-19.  
The Italian National Health Service cut 
roughly €33.9 billion (US$40 billion)  
in funding over the last 10 years.  

Social infrastructure investing 

As governments have cut back on spending on social infrastructure, there has been 
a rise of initiatives such as public-private partnerships (PPPs) and private funds, 
which create opportunities for investors to participate in what is essentially a real 
estate investment that also benefits society. 

Delivering impact to social infrastructure assets (read: buildings) can be achieved  
in two principal ways—through functional enhancements and environmental 
upgrades. 1) Functional enhancements are essentially the physical improvements to 
the asset. For example, in a hospital, a functional enhancement might include 
expanding a wing of an intensive care unit (ICU) to expand capacity (i.e., beds) to 
meet the demands of the community. In an affordable housing complex, upgrades  
in infrastructure may be made to improve accessibility for elderly populations.  
2) Environmental upgrade examples might include installing solar panels, improving 
the efficiency of heating systems, and identifying and implementing best practices  
associated with water and waste management. 

Social infrastructure investment strategies should have both financial and impact 
objectives. Asset management plans should be set for both short-term, medium-
term, and long-term goals. For example, short-term financial objectives might 
include leasing up vacant space, addressing short-term lease expiries, or managing 
tenant expansion. From an impact perspective, short-term activity might include 
collecting energy consumption data. Over the medium term, that data may be used 
to make environmental improvements at the physical assets. Longer term, the  
focus from a financial perspective is on lease renewals and potential redevelopment 
opportunities at properties. On the impact side, longer-term attention is on possible  
upgrades of building equipment and systems.

AUSTERITY’S GLOBAL IMPACT ON PUBLIC INVESTMENTS IN SOCIAL SECTORS 
Exhibit 1: Social expenditure as percent of GDP in OECD countries, year-over-year 
change (USD)*
2009–2018

Sources: Franklin Templeton, OECD, Macrobond. As of November 2020. 
*Note: Australia did not report numbers 2017–2018; Japan did not report numbers 2016–2018.
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This led to a significant reduction in 
ICU beds, severely stressing their 
hospital systems during the pandemic.1  

In addition, demographic changes such 
as an aging global population also 
present a headwind for social infrastruc-
ture. In Europe, for example, the share 
of people aged 65+ is projected to 
increase from 18.9% in 2015 to 29% 
in 2060.2 

However, this is not just an issue in 
Europe; we see it globally. In Japan,  
for example, where 20% of the popula-
tion was 65+ in 2019 and projected  
to exceed 30% by 2030, we are  
seeing significant shortfalls in social 
infrastructure investments.3 The Asian 
Development Bank estimated in  
2016 that the country needs to invest  
¥10.3–13.5 trillion (US$94.6–124 
billion based on 2016 currency) to meet 
demand through 2030 for social  
infrastructure construction, rehabilita-
tion, replacement, and operations  
& maintenance.4 This study was before 
COVID-19, and we believe it is safe  
to say this number has substantially 
increased with the pandemic. 

Going forward, as countries move past 
the acute phase of the pandemic,  
the lack of government financial support 
in the space is likely to worsen. Public 
capital is simply not available to spend. 
Even with debt servicing costs low, 
debt-to-gross domestic product (GDP) 
ratios for governments across the world 
remain enormous. The International 
Monetary Fund (IMF) reports gross 
government debt in “wealthy countries” 
will rise by US$6 trillion to US$66  
trillion at the end of 2020 (from 105% 
of GDP to 122%).5 The picture in  
developing economies is no better, with 
the World Bank estimating debt there 
climbed to a record US$55 trillion  
in 2018.6 And, with a Cambridge study 
predicting the global economy could 
face losses of some US$26.8  
trillion—or 5.3% of global GDP in the 

coming five years—the enormity of 
COVID-19’s negative economic impact 
is made clear.7

A need for private real estate 
capital flows 
Clearly, given the dearth of public 
spending in the space, coupled with the 
magnified need post-COVID-19, the 
opportunity for private capital flows into 
social infrastructure is substantial. 
While governments have implemented  
a range of fiscal and quantitative 
measures to cope with many aspects  
of the pandemic, social infrastructure 
funding has not been a priority. 

Governments alone cannot respond 
effectively to the crisis on behalf of 
vulnerable communities; public invest-
ments are not sufficient to fill the social 
infrastructure investment gap. The 
support of the private sector is needed 
now more than ever.

The good news is that interest in 
impact-focused investment in real 
estate from private capital sources was 
growing prior to COVID-19. Despite 
current economic headwinds, most 
impact investors expect to maintain or 
boost their commitments to impact 
investing this year, according to a  
survey by the Global Impact Investing 
Network (GIIN). In addition, a Preqin 
survey of investors in 2020 showed 
almost two-thirds (61%) expected 
impact investing to become more inte-
gral in the next three years.8 

With US$8 trillion in assets managed by 
private capital firms as of September 
2019, we believe there is ample oppor-
tunity for private investors to play a 
leading role in delivering impact in the 
wake of COVID-19.9 

Do well by doing good 
Social infrastructure has emerged as  
an important, institutional-scale oppor-
tunity for private investors to align  
their portfolios with societal benefits 
and achieve competitive financial 
performance. In our experience, social 
infrastructure investments in real  
estate typically offer predictable, steady 
returns, and tend to be less exposed  
to market and systemic risks. 

The investments may also be less 
correlated to broader market indexes 
and other commercial real estate invest-
ments. The lower correlation is driven 
by security on the income. In addition, 
the services provided by social infra-
structure tenants’ businesses are often 
essential, making them less exposed to 
market volatility. Therefore, they are  
less dependent on day-to-day economic 
activities in their immediate vicinity. 
This provides more certainty on the 
rental income in times of distress. 

For example, if we focus on the move-
ment of real estate valuations, 
immediately after the start of the 
COVID-19 pandemic, valuers placed an 
uncertainty clause on all valuations. 
This was first lifted for real estate 
sectors with continuing steady income, 

Governments alone cannot respond effectively 
to the crisis on behalf of vulnerable communi-
ties; public investments are not sufficient  
to fill the social infrastructure investment gap. 
The support of the private sector is needed  
now more than ever.



5Need and opportunity: What COVID-19 revealed about social infrastructure 

such as social infrastructure, while in 
other more traditional commercial 
sectors these caveats still remain due  
to a higher level of uncertainty. 

Indeed, the COVID-19 crisis has 
provided a real-life illustration of social 
infrastructure’s resiliency. Traditional 
real estate sectors like shopping malls 
and offices have been hit hard by  
the pandemic. Just looking at the US 
market, investor demand has fallen 
significantly for brick-and-mortar retail, 
including leisure property and restau-
rants, as shown in Exhibit 2. 

On the contrary, essential assets like 
health care facilities, education and 
housing have done relatively well.  
For example, to date in Europe, our 
strategy has seen a near 100%  
rent collection rents from tenants in  
 our social infrastructure properties. 

While many real estate investments 
speculate on creating demand that may 
or may not exist for buildings, like  
hotels or high-end condominiums, social 
infrastructure investing addresses 
unmet demands for schools, affordable 
housing and health clinics. Demand  
for these facilities and the services they 
provide is growing dramatically, and 
COVID-19 has added a substantial tail-
wind. For example, we believe there  
are investment opportunities in coun-
tries like Italy to support the expansion 
needs of hospitals in addressing  
the aforementioned ICU bed shortages 
experienced during the peak of the 
spring-2020 pandemic wave.

While publicly available figures on 
returns from impact investing in real 
estate are currently hard to find, there 
are some: the GIIN’s most recent annual 
survey of impact investors reports the 
average internal gross rate of return on 
realized impact investments in real 
assets (not only real estate) is 13% in 
developed markets and 8% in emerging 
markets for market rate investors.  

The same survey indicates a growing 
trend in asset allocations to real  
assets by respondents, growing 21% 
between 2015 and 2019.10  

Whilst there is no single report to  
exemplify the resilience of social infra-
structure assets versus commercial 
assets within the real estate sector, 
there are data available that draws this 

conclusion. Again, focusing on Europe, 
if we consider real estate investment 
trusts’ (REITs)11 share prices as a proxy, 
we can clearly see in Exhibit 3 the 
sectors that fall under the umbrella of 
social infrastructure that have main-
tained or increased in price, such as 
health care and residential. Social  
infrastructure sectors have performed 

COVID-19 HEADWINDS BEAR DOWN ON RETAIL REAL ESTATE PERFORMANCE 
IN 2020 
Exhibit 2: National Council of Real Estate Investment Fiduciaries (NCREIF) Index 
annualized total returns by sector (USD)
As of Q3 2020

Sources: Franklin Templeton, NCREIF, Macrobond. Indexes are unmanaged, and one cannot invest directly in an index. 
They do not re�ect any fees, expenses or sales charges. Past performance is not an indicator or guarantee of 
future performance.
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to tell, but depending on the severity of 
the economic fallout, there may be 
increased sale and leaseback opportuni-
ties, as cash-strapped municipalities 
look to raise funds by selling real estate 
properties currently held on their 
balance sheets.

While the pandemic has put much of 
the world in a literal lockdown, it has 
also proven the importance of resilient 
health care and educational systems  
as well as sustainable cities and 
communities. Social infrastructure is 
crucial to the health and vibrancy  
of communities, and these vital assets 
have become indispensable during  
the crisis. The pandemic has created 
more demand than ever for impact- 
focused capital.

The lack of adequate funding in social 
infrastructure, especially in education, 
housing and health care, is not an 
isolated problem in a certain region of 
this world but a global one. Back in 
2015, the United Nations defined 17 
Sustainable Development Goals  
(SDGs) to address those shortfalls with 
the intention to reach the goals in 
2030. Like the pandemic, the need for 
better and sufficiently funded social 
infrastructure is a global phenomenon 
and has existed for many years.  
Only through this crisis has it reached 
worldwide attention.

best, with an increase in share price of 
up to 18%, while mainstream  
commercial sectors have seen a drop  
in share prices by up to 50%.

A bright future 
We continue to view the outlook for the 
sector as bright. Investing in social 
infrastructure with a focus on impact 
can yield not only market rate returns,  
it can also create financial resiliency 
that improves financial results. 
Fluctuations in other sectors during the 
COVID-19 pandemic will likely increase 
investor interest in income-producing 
real estate sectors whose tenants’  
ability to pay rent is less correlated to 
economic activity. It is still too early  

Endnotes 
1. Source: Amaro, S. “Lacking beds, masks, and doctors, Europe’s health services struggle to cope with coronavirus,” CNBC.com, April 3, 2020. 
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3. Source: Walia, S. “The economic challenge of Japan‘s aging crisis,” The Japan Times, November 19, 2019.
4. Source: F. Ishizuka; T. Hara; Y. Namba and K. Hirota. Estimating Social Infrastructure Demand: The Case of Japan, Working Papers No. 191, JICA Research Institute, March 2019.
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6. Source: Threlfal. R. “The Sustainable Infrastructure Opportunity,” KPMG Insights, June 2020. 
7. Ibid.
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WHAT ARE THE RISKS? 

All investments involve risks, including possible loss of principal. The risks associated with a real estate strategy 
include, but are not limited to various risks inherent in the ownership of real estate property, such as fluctuations in 
lease occupancy rates and operating expenses, variations in rental schedules, which in turn may be adversely affected 
by general and local economic conditions, the supply and demand for real estate properties, zoning laws, rent control 
laws, real property taxes, the availability and costs of financing, environmental laws, and uninsured losses (generally 
from catastrophic events such as earthquakes, floods and wars). Stock prices fluctuate, sometimes rapidly and dramat-
ically, due to factors affecting individual companies, particular industries or sectors, or general market conditions. 
Special risks are associated with foreign investing, including currency fluctuations, economic instability and political 
developments; investments in emerging markets involve heightened risks related to the same factors. To the extent a 
strategy focuses on particular countries, regions, industries, sectors or types of investment from time to time, it may be 
subject to greater risks of adverse developments in such areas of focus than a strategy that invests in a wider variety of 
countries, regions, industries, sectors or investments.
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