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FOREWORD

I

nfrastructure drives any modern economy. For the U.S., the
effects of years of underinvestment are in plain sight for rail
commuters and interstate highway users, and hidden away
from view in rotting 19th-century water pipes.

Today’s headlines talk of U.S. infrastructure having a “D”
grade report card and of impending disaster. Whether it be
a chronic case of collapsing bridges and tunnels or simply
a matter of too many potholes, the investment gap is big
enough to register at a national level. The White House is due to
announce plans to stimulate $1 trillion of investment in essential
infrastructure. But what form will this investment take, and
what role should government play?
In partnership with Forbes Insights, we set out to inject some
degree of clarity and objectivity into the debate and perhaps
arrive at a bit of a road map for the way forward. Together we
conducted a survey (registering 200 senior-level respondents)
as well as a series of one-on-one interviews, and held a
senior executive roundtable. All three components featured
representatives from government (U.S. only) as well as the
private sector (U.S., Australia and U.K.). We chose this mix
as a means of getting a clearer sense of the state of the U.S.
infrastructure market from both government and privatesector perspectives, and from a global—outside looking in—
perspective.
Where we’ve arrived, we believe, is a fair-minded assessment of
the U.S. infrastructure marketplace today. We have presented
case studies and commentary that help illustrate key
opportunities for driving greater effectiveness in the business
of infrastructure.

MICHAEL THORPE
Global Head of Infrastructure,
Commonwealth Bank of Australia

STEVEN VELLA
Director, Infrastructure Americas,
Commonwealth Bank of Australia

Key conclusions include the need for greater streamlining
of permitting and regulatory approvals. There is also a call for greater trust and closer
collaboration between the public and private sectors—as well as a jointly shared responsibility
to do a better job of promoting the benefits of infrastructure investing.
Overall, whatever your role in the infrastructure ecosystem, we believe this report will prove a
useful source for benchmarking and serve as a call to action in areas where both government
and the private sector can make a difference. Crisis or not, underinvestment is costing
Americans trillions in lost productivity, and we can all do a better job seizing opportunities.

COPYRIGHT © 2017 FORBES INSIGHTS | 3

INTRODUCTION
Developing nations aren’t the only ones with poor infrastructure. Across the U.S., examples of citizens, government
officials and the press criticizing the condition of their roads and bridges, airports, schools or other infrastructure are easy
to find. This should come as no surprise, says Scott Pattison, CEO of the U.S. National Governors Association (NGA),
“because as a nation, we are critically underinvesting in our infrastructure.”
Believing Pattison—and many others—might be right, Forbes Insights partnered with Commonwealth Bank of Australia
(Commonwealth Bank) and surveyed 200 infrastructure executives to get their thoughts on U.S. infrastructure. The survey
was followed by a roundtable of leading global investors and global infrastructure providers. The insights from this event
and research are highlighted in this report.

KEY FINDINGS
• Underinvesting and a possible crisis: 64% of global infrastructure executives and government officials believe
the U.S. is underinvesting in its infrastructure, and 36% believe a crisis may emerge.
• Pain for the middle class—and the poor: 84% say inadequate infrastructure spending in the U.S. harms the
middle and lower class disproportionately; 50% say the same for the poor.
• Sustainability matters: 63% say project sponsors (state, local or federal officials pursuing projects) are significantly
increasing their requirements relating to issues of environmental, social and economic sustainability.
• Uncertainty remains around federal assistance: The current U.S. administration is proposing $1 trillion in
“targeted federal investments,”1 but uncertainty remains, with 49% believing that such efforts will be
unsuccessful in addressing the nation’s infrastructure shortfalls.
•P
 ublic is wary of infrastructure spending: 79% believe more must be done by governments to gain the trust
of citizens, and 68% say government officials need to do a better job of “selling” infrastructure investments.
• Structural challenges remain: 40% of respondents describe the impact of current regulations as severely
negative, and three out of four agree that much more needs to be done to streamline permitting and
environmental review processes in infrastructure.
•G
 reater innovation is essential: 69% say the public sector needs to do significantly more to enable the sale
or lease of infrastructure to the private sector, and 49% say officials need to reduce restrictions on the sale
or lease of government assets. These actions could free up capital stored in government-owned assets and
enable the use of public/private partnership structures or “P3.”
1 Fact Sheet: 2018 Budget Infrastructure Initiative; Whitehouse.gov as of October 18, 2017.
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UNDERINVESTING AND A POSSIBLE CRISIS
A primary finding from the research is that the U.S. is
significantly underinvesting in its infrastructure, with
many believing a crisis will emerge. But just how bad are
conditions really? No doubt the American Society of Civil
Engineers (ASCE) has a vested interest—infrastructure
projects are their members’ livelihoods. Nonetheless,
the group grades U.S. infrastructure a “D+,” and pegs

THE STATE OF U.S.
INFRASTRUCTURE
“C”

Respondents’ grade for the
state of U.S. infrastructure

the current U.S. infrastructure investment gap through
2025 at over $1.4 trillion, and expects it to grow to over
$4 trillion by 2040.

64%

Our survey respondents offer a slightly higher, but
much more respectable-sounding, grade: “C.” Worth
noting, this grade is remarkably consistent across all
sub-segments, whether government official, investor or
provider; whether from the U.S. or the U.K./Australia.

Believe the U.S. is
significantly underinvesting
in infrastructure

Though a “C” is better than a ‘D+,” it is still a less than
desirable grade, but at least it appears rooted in reality.
“I don’t believe any reasonable person could argue that
the country and this region in particular are not burdened
by an investment deficit measuring in the trillions [of U.S.
dollars],” says Pat Foye, former executive director of the
NY-NJ Port Authority and the newly appointed president

65%
Say the U.S. infrastructure
arena is their first, second or
third top choice

of the New York State Metropolitan Transit Authority
(MTA), which is responsible for subways, commuter rails,
bridges and tunnels.
This view is mirrored by Pattison, whose association collaborates closely with the CEOs—the governors—of all 50 states
regarding infrastructure. Conditions are so dire that even amid today’s partisan politics, says Pattison, “the need to
address infrastructure [attracts] strong, bipartisan support.”
Underinvestment is so severe that over a third of survey respondents, 36%, believe the U.S. may be on the verge of an
infrastructure crisis, with any downfall possibly occurring sooner rather than later. Fifty-seven percent of respondents who
believe the U.S. is on the verge of an infrastructure crisis see that crisis materializing within just six to 10 years.
Crisis or not, the U.S. remains a very attractive market for infrastructure investors and providers. Two-thirds of survey
respondents (65%) say the U.S. infrastructure arena is their first, second or third choice when it comes to the most attractive
marketplaces. Another third (34%) call it an important market but say that three or four others are more attractive.
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PAIN FOR THE MIDDLE CLASS—
AND THE POOR
Whether it’s the middle class, the poor or both, failure to adequately invest in infrastructure harms U.S. citizens.
Eighty-four percent of respondents believe inadequate infrastructure investment does significant harm to the former. This
in turn, says Pattison, “has a severely negative impact on regional growth.” Indeed, this view is shared by 61% of survey
respondents: Wages/employment/GDP rise in lockstep with higher infrastructure spending.

Figure 1. Impact of inadequate infrastructure spending
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families disproportionately
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Figure 2. Link between infrastructure spending and economic growth

Wages/employment/GDP
rise in lockstep with higher
infrastructure spending
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Though inadequate infrastructure spending hurts all, the fact is, says Foye, “job seekers and the poor are perhaps the hardest
hit” by lack of regional development. “The state of the nation’s infrastructure creates a significant drag on job creation and
economic development.”
The issue isn’t helped by an “under appreciation of how widespread the benefits of infrastructure can be,” says Adam Hesketh,
CFO North America for Transurban, a major developer/operator of toll roads in the U.S. and Australia. “Every dollar invested
creates income for local companies, who hire more workers, who in turn increase household spending. This in turn increases
secondary economic activity throughout the community, benefiting all who live and work there,” says Hesketh.
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Then once the infrastructure is complete, the improved public services stimulate population growth and attract new business
investment so the effects continue. It’s a virtuous cycle, says Hesketh “where for every dollar you invest in infrastructure, you
return two or two and a half to the local economy during construction, and the same again once construction is finished.”
These impacts also have tangible tax benefits, continues Hesketh, as they not only improve economic and employment
metrics, but “each phase generates sales and payroll tax revenue, which can in turn be used to fund additional infrastructure
investment. This is one of the key benefits of asset recycling that needs to be better communicated to government.”

SUSTAINABILITY MATTERS
Adding to the challenges—and the short-term costs—facing U.S. infrastructure are the growing demands for sustainable
development. Dr. Cynthia Rosenzweig is the co-director of the Urban Climate Change Research Network (UCCRN) based
at the Columbia University Earth Institute and the NASA Goddard Institute for Space Studies (GISS). According to Dr.
Rosenzweig, “We’re seeing climate patterns and events around the world that, if nothing else, are unfamiliar.” A wake-up
call was Superstorm Sandy, which hit New
York and New Jersey, “inflicting massive
damage,” says Dr. Rosenzweig.
Prior to the storm, New York City was “a
leader in planning for climate change,” and
had been working on resiliency/sustainability
guidelines. But, says Dr. Rosenzweig, “they
were operating only in low gear.” Post-Sandy,
however, “everything is in high gear—leaders
are seizing the opportunity presented by
Sandy to get things done.” New York City
has developed a set of recommended
“climate resilience guidelines” that are
based on the New York City Panel of Climate
Change’s (NPCC) extensive research. The
Urban Climate Change Research Network
has also developed a wide array of resources
for government officials and civic planners
around the world.
Numerous states and municipalities are taking notice. Consider the case of the Los Angeles International Airport (LAX). LA’s
premier airport is the second-busiest airport in the U.S. and the largest measured by origin and destination (those arriving
aren’t racing for connecting flights, they’re visiting the city). Mark Waier is the director of communications for Los Angeles
World Airports (LAWA), the City of Los Angeles’ department responsible for both LAX and the nearby Van Nuys airports.
These airports, says Waier, are “crucial to the city and to the California economy—they are an engine of economic growth.”
Driven by this essential role, LAX is in the midst of improving the way guests access the airport terminals by building three
core components: an automated people mover, two intermodal transport facilities and a consolidated rental car center. But
as massive as such investments might be, sustainability, says Waier, “is at the forefront.” In practice, this leads to a wide
range of planning and design requirements. For example, “we make certain the landscaping is drought-tolerant.” Similarly,
all construction must be LEED-certified, including associated “design and reuse” elements.
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“We’re thinking about future uses with everything we
build,” explains Waier. “For example, on any parking
facilities, instead of sloped floors for drainage, they’re
level so the building can be more easily adapted to other
use.” The ceilings are also higher than for a typical parking
structure, leaving room for HVAC when/if needed, and
conduits are pre-installed in case, later on, more wiring
needs to be run as electric vehicle demand increases.
This fast-evolving need to address sustainability is by no
means lost on industry participants. Nearly two-thirds of
respondents (63%) say project sponsors (state, local or federal
officials pursuing projects) are significantly increasing their
requirements around environmental, social and economic
sustainability. In addition, 65% of respondents believe
private enterprises (investors and providers of infrastructure)
are finding it necessary to invest significantly greater
resources into understanding and providing sustainable
(environmental, social and economic) solutions.
What this all means is that the infrastructure industry needs
to “up” its focus. As Waier explains, “Sustainability is now
second nature here: Everything is adaptive and everything
is environmentally conscious.” And while this indeed adds
costs to design and construction, “we know it’s a needed
investment and will pay off in the long run.”

THE RISE OF
SUSTAINABILIT Y

63%
of project sponsors say they
are significantly increasing
sustainability requirements

65%
of private enterprises say
they must commensurately
invest significantly greater
resources in sustainability

One area of particularly critical concern, explains Dr. Rosenzweig, is the need to address the cascading effects of multiple
system failures. One of the lessons from Sandy, she explains, “is that first, the power fails, and then transportation, water, and
communications systems all fail as well.” That is because “planners have traditionally managed infrastructure in silos.” Going
forward, she insists, “there needs to be much greater understanding of the interrelationships between major systems.”

UNCERTAINT Y REMAINS AROUND
FEDERAL ASSISTANCE
Noting that the country is likely underinvesting in its infrastructure and probably needs to do more to address sustainability,
the current administration is proposing $1 trillion in “targeted federal investments.”2 In addition, the White House is
proposing steps to streamline permitting and related regulatory requirements, intends to expand the Transportation
Infrastructure Finance and Innovation Act (TIFIA), lift restrictions on private activity bonds (PAB), and expand the sale or
lease of government assets (so-called asset recycling).
Respondents to the survey view the initiative’s spending and regulatory proposals very favorably. In fact, seven out of
10 say proposals to hike spending are strongly positive developments—85% among U.S. respondents. An even greater
number, 75%, respond favorably to efforts to streamline permitting and environmental review. Overall, 88% are confident
2 Ibid.
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the initiative will succeed, with passage of some associated legislation taking place in 2018. Once that has passed, 84%
of government officials believe their jurisdictions will pursue significantly greater spending.

Figure 3. Views on federal infrastructure proposals
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Yet in spite of these overall favorable reactions, uncertainty remains. Forty-nine percent believe such efforts will be
unsuccessful in addressing the nation’s infrastructure shortfalls, leaving more to be done. Meanwhile, 68% suggest that as
far as spending goes, the initiative represents more of a refocusing of infrastructure priorities than any new net spending.
White House communications also suggest that fundamental structural changes are needed in the ways state, local and
federal officials approach infrastructure needs.
“The current system is not working,” states the 2018 Budget Infrastructure Initiative Fact Sheet. So, tied to any additional
federal spending, the administration is also proposing ways for “states, tribes and localities” to become more effective
at raising their own revenues for projects. In addition, the initiative directs local government to find more ways to better
leverage the private sector via, for example, adopting “design/build” contract models and P3s.
But in fact, says Pattison, many if not most states are already taking steps such as raising taxes and pursuing innovative
structures and financing. “This might be missed in Washington, D.C., but close to half of the states have raised taxes on
gas to fund infrastructure, and many more are floating municipal bonds [to finance infrastructure needs].”
Pattison also points to a wide range of governors and local officials who have passed legislation to enable greater use of
new tools such as design/build and P3. “States, I would say, are working as hard as they can,” says Pattison. “But what’s
really needed is greater federal involvement—the states just don’t have the ability to raise the amount of funds required
to address all of the significant challenges.”
What’s clear is that the federal government wants to address the nation’s infrastructure challenges. Less certain is the
extent to which this is merely a reshuffling of existing funding toward a refined set of federally supported priorities. And
the biggest question: To what degree will local officials be called upon to do more to finance their own projects?
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PUBLIC IS WARY OF
INFRASTRUCTURE SPENDING
Respondents from the Forbes Insights/Commonwealth
Bank survey insist that if the nation’s infrastructure
challenges are going to be addressed, higher taxes
are essential. In fact, 58% say that state and local
jurisdictions need to be significantly more willing to
raise taxes to address their infrastructure need. Note
that the figure is significantly higher among government
officials, reaching 75%.

STATE, LOCAL AND TRIBAL
SHOULD CONSIDER:

But at the same time, taxpayers are reluctant to pay. In
fact, 71% of respondents say taxpayers are unwilling
to pay more for improved infrastructure. This in turn is
perhaps driven by another belief: 72% say infrastructure
spending tends to be viewed by taxpayers as wasteful
and uncontrolled. Similarly, “gold plating,” the idea
that all-in costs for infrastructure are chronically
understated, an issue cited by 50% of respondents,
further erodes public trust.
One piece of the solution: Government officials
and the industry at large need to work together to
improve the image of infrastructure investment. Here,
79% of respondents say more needs to be done by
government to gain the trust of citizens, and another
68% say government officials need to do a better job
of “selling” infrastructure investments.
Indeed, explains Pattison, government needs to do
more to point out the specific benefits of any given
infrastructure investment. “You have to say—you see
the condition of this airport. We know it looks [awful].
But from there, you have to show why it’s in their best
interests to do something about it. It’s because the
airport looks this way, it’s because we don’t have enough
runways—that’s stifling economic development,” which
hurts taxpayers far more than the cost of renovation.

79%
Doing more to gain
citizen trust

58%
Raising taxes

68%
Doing a better job of
“selling” infrastructure
investments

67%
Paying attention to
life-cycle costs (avoid
“gold plating”)

Another important step for government: Improve
procurement practices, particularly in terms of
transparency, control and accountability, cited by 65% of U.S. respondents (but only 44% non-U.S.). For project
sponsors, as well, respondents believe they need to develop a keener understanding of life-cycle costs in infrastructure
so as to reduce “surprise costs” for taxpayers.
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But the burden isn’t solely on government. If infrastructure spending is going to increase to needed levels, the private
sector also needs to step up. Specifically, 59% (76% among U.S. respondents) say private-sector “providers” need
to take steps similar to those above to, for example, help “sell” investments, as well as to provide transparency and
accountability, and avoid “surprises.”

TEX AS LINES UP CITIZEN SUPPORT FOR
GREATER TRANSPORT SPENDING
There’s at least one state and one category of government infrastructure spending being overwhelmingly supported by
taxpayers: Texas transportation. Two recent constitutional amendments, both passed with over 80% voter support, are in
fact pumping many billions into the state’s annual highway construction, maintenance and rehabilitation projects.
Proposition 1, passed in November 2014, directs that a portion of the state’s oil and gas taxes go directly into transportation
infrastructure. Then in November 2015, Texans again overwhelmingly supported Proposition 7, pledging a portion of the
state’s sales and use taxes (starting in 2018) and later its motor vehicle sales and rental taxes (2020 through 2032). Those
two bills alone, says J. Bruce Bugg, Jr., chairman of the Texas Transportation Commission (TTC) overseeing the Texas
Department of Transportation (TxDOT), “increase our budget by $4 billion to $5 billion per year.”
Texas voters have good reason to be willing to support transportation
spending. For starters, “geographically speaking, this is a very large
state with five major centers of commerce and population: Houston,
Dallas, Fort Worth, San Antonio and Austin,” says Bugg. Meanwhile,
“93% of Texans rely on their car or truck as their primary form of
transportation.” Consequently, citizens are reminded almost daily of
the vital role played by transportation in their personal and commercial
lives.
But in addition, Texas is currently experiencing extremely high
population growth. Since the 2010 census alone, the state’s population
is up by over 12%. Looking ahead, says Bugg, the “population is expected
to double—rising from 27 million in 2015 to 54 million by 2050.”
Amid such a massive demographic shift, it should come as no surprise that citizens are already noticing a growing number
of relatively slow-moving traffic corridors as well as outright chokepoints. So, in 2015, Governor Greg Abbott directed
the TTC to “create a focused initiative to identify and address the state’s most congested chokepoints and work with
transportation planners to get new roads built swiftly and effectively.”
This is in fact the genesis of the 2016 Texas Clear Lanes Congestion Relief Initiative (www.texasclearlanes.com). Under
Buggs’s direction, a taskforce of key executives from TxDOT formed to work with community leaders, engineers and
planners to address congestion on the 100 “most congested highway segments.” In early 2016, following a “listening tour”
of the five major urban areas, members of the team identified 14 projects that were both “high priority congestion sites”
and “ready to go” for which $1.3 billion of original Texas Clear Lanes funding was made immediately available.
“We’re taking the needs of the state and our citizens very seriously,” says Bugg. “Support for these funding initiatives shows
that citizens are behind these investments; initiatives like Texas Clear Lanes show we’re doing our best to get the most bang
for the [citizen] buck.”
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STRUCTURAL CHALLENGES REMAIN
The need to address sustainability and the lack of public trust are challenging enough. But adding to the list of woes is a
sense that regulation of infrastructure projects is in need of overhaul. In fact, 40% of respondents describe the impact of
current regulations as severely negative. Of course, not everyone sees such dire consequences from overregulation or dated
regulatory practices. Yet three out of four agree that much more needs to be done to streamline permitting and environmental
review processes in infrastructure.
But the question arises: Who is to blame for these regulatory roadblocks? It is here that it becomes clear that instead of an issue
with any specific agency or location, the challenge is more systemic in nature. A majority of survey respondents believe that
both regulatory agencies and project sponsors (those in need of infrastructure) are already doing all they can on the regulatory
front. The problem, however, is that structural challenges are everywhere. To begin with, the U.S. market features a mix of
state, local and federal regulations. Add to this, U.S. infrastructure ownership is decentralized and fragmented, with literally
hundreds of thousands of “owner/operators,” again across state, local and federal agencies. There are literally states that own
and operate everything from their own airports to ski areas.
Another key challenge that is often encountered is the “interdependency of infrastructure.” As Craig Covil, a principal at Arup,
explains, “The larger linear projects are often regional in nature, involving more than two or three states and multi-phases over
time and [across] political tenures.” Suddenly, the financing, permitting, maintenance and design issues become “infinitely
larger and more complex as multi-jurisdictional considerations arise.”
Even relatively focused or discrete projects can involve more than one form of infrastructure challenge. “Say you’re engaged
to design and build a bridge,” says Covil, “you have to realize you also have 15 miles of highway on either side, so it’s
not just design and build a bridge—you also have to maintain an existing
roadway.” Financing can quickly become an issue, for example, “when the
construction is eligible for federal funding, but now the maintenance has to
come from somewhere else.”

63%
Believe project sponsors (those
taking RFPs for infrastructure)
are doing all they can to
streamline regulations

56%
Believe regulatory agencies
are doing all they can to
streamline regulations

The more seasoned infrastructure clients “are well-versed in the relationship
of capital versus operating expenditures (CapEx/OpEx) and hence
total expenditure (TotEx) as it relates to design life and value for money
performance assessments,” continues Covil. “But there is still a lot of
disparity in the market due to varying levels of knowledge and expertise in
dealing with these issues and aspects.”
“Permitting new transportation infrastructure takes too long and is too
uncertain,” says Foye. But the good news is that when push comes to
shove, permitting and related regulatory processes can be accelerated.
Consider the Gateway Program, an ongoing $20 billion expansion and
renovation of critical rail tunnels between New York City and New Jersey.
Thanks to Superstorm Sandy, says Foye, “existing tunnels were inundated
with salt water and their useful life shortened.” While for now these are
inspected regularly and remain safe, “their failure would be cataclysmic for
the region—and so their replacement cannot be delayed.”
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Environmental approvals for comparable projects,
Foye explains, “have taken six or seven years.” But
with the Gateway Program, “we expect to receive
a Record of Decision, which is the conclusion of the
Environmental Impact Statement process, in under
two years.” This just goes to show, says Foye, “that
there are ways to streamline regulatory processes.”
“Permitting processes can be shortened without
compromising environmental goals,” says Foye.
Moreover, accelerating, permitting, reviews and
related regulatory processes is critical to overcoming
the nation’s infrastructure investment deficit. As Foye
explains, “every day, each month, each year—the costs of construction are rising 2%, 3% or 4%.” On billion-dollar projects,
says Foye, “it isn’t long before delays begin adding serious costs.”
And Pattison explains, the issue almost always comes back to costs and financing. “It’s great to hear the federal government
saying things like they’re going to streamline permitting—that’s something we need.” But the most important role in
infrastructure for the federal government, says Pattison, is fundraising and financing. “State and local government can only do
so much—they don’t have the same mechanisms or access to the vast resources that can come from [central government].”
In fact, many projects go wanting simply because they are unaffordable to the states in question. “If the federal government
were to become more of a player in infrastructure, much more could get accomplished,” says Pattison. “For example, the
Treasury could say: ‘We’ll put in this much, then you come up with the rest.’ This is the role we really need from the federal
government.” So while regulatory reform is welcome, “what we really need is more financing.”

INFRASTRUCTURE “LIVE”: SEVEN TAKEAWAYS
FROM A FORBES INSIGHTS ROUNDTABLE
With survey results in hand, desiring feedback, Forbes Insights and Commonwealth Bank organized a roundtable
featuring senior executives from a range of infrastructure developers, investors and government agencies—as well as from
Commonwealth Bank and Forbes Insights. Here we are able to summarize seven key takeaways from the discussion,
conducted under Chatham House Rules.
1. BOTH GOVERNMENT AND THE PRIVATE SECTOR NEED TO DO
MORE TO PROMOTE THE BENEFITS OF INFRASTRUCTURE PROJECTS
An official from a major government transportation agency explained that even though they had renovated one of their
stations, citizens continued to complain that there was no American-with-Disabilities-Act-(ADA)-compliant elevator.
As the official explains, “that’s not in the works for years to come,” but in the interim, instead of being elated with the
improvements, disappointment over the absence of new elevators overshadowed an otherwise vital accomplishment.
Similarly, a chronic problem for a major city’s transit line was the fact that wind-blown snow often accumulated
underground. To alleviate the issue, stations were designed with several steps “up.” Though alleviating the snowdrifts, all
the agency heard was complaints about the added stairs/ramps.

Insight: All parties concerned need to do a better job of communicating the benefits of infrastructure investments to the public.
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2. HOST GOVERNMENT AGENCIES—SPONSORS OF INFRASTRUCTURE PROJECTS—
NEED TO BE MORE CREATIVE AND INNOVATIVE WHEN IT COMES TO REVENUES
A major U.S. city recently unveiled a new transport station stop featuring new entrance ramps, walkways and tiling. The
problem, attendees concur, is that the place looks “like a mausoleum”: no retail shops, only bare tiles.
In contrast, another attendee explained that in Singapore, the government treats its rights of way as revenue
opportunities. If there’s an underground tunnel, the ground above is leased to retailers, apartment builders or anyone
else who can benefit from the freed-up space.
Insight: Governments and those proposing or designing new facilities should maximize the retail/real estate/revenue
opportunities inherent in designs.
3. OWN UP TO PAST FAILURES OR MISTAKES AND OFFER GUARANTEES/
CERTAINTIES INVEST REGARDING FUTURE ACTIVITIES
Without naming names, there are numerous examples of where taxation and spending promises became extraordinary
public policy and investment failures. Delays, diversions of funds from infrastructure projects to general use and related
missteps leave the public in a state of distrust.
Insight: Government and private sector need to take steps to reassure the public that projects and funding will not run afoul.
4. IF YOU WANT IT, PAY FOR IT
There is a trend toward direct taxation or tolling of those who specifically benefit from infrastructure investments. Good
examples are toll roads, bridges and ferries—often developed in partnership with the private sector.
Similarly, with cars becoming more efficient—consuming significantly fewer gallons of gasoline per mile—many state
governments are obtaining inadequate funding from gas taxes. Viewing this as an opportunity, certain states are shifting
to a “per mile driven” basis of taxation.
Insight: Where feasible, infrastructure projects should feature an element of “those who use it” bearing a steeper burden of its cost.
5. PROJECT APPROVAL PROCESSES NEED TO BECOME MORE TRANSPARENT
The private sector laments that delays, cancellations and mistakes by government agencies greatly increase risks and
costs of infrastructure provision. Participants point to examples where they win a bid only to see that a sponsoring body
never had the authority to transact in the first place. Others say that local officials often slam on the brakes mid-stream.
Insight: Greater transparency across infrastructure processes leads to stronger public support and commitment, fewer
unforeseen delays and ultimately lower risks and costs.
6. IT’S TIME TO FORM A CLOSER PUBLIC-PRIVATE PARTNERSHIP
There are areas where government control is necessary and even advisable. But there are also many areas where the
private sector excels.
The most effective means to addressing the infrastructure gap is to maintain public governance while harnessing the
private sector’s advantages in risk taking, financing, and efficiency in operation and maintenance.
Yet enormous public distrust of the private sector in the provision of public services remains despite the private sector
introducing economies of scale and efficiencies that cannot generally be achieved otherwise. Moreover, in a tight budget
year, government agencies have a tendency to cut back on services, whereas a private entity will be required to maintain
its metrics or face redress.
It’s clear: The advantages of private provision of services need greater promotion. Legislatures, for example, need to be
shown the many successes in P3, design/build and similar structures and encouraged to provide enabling legislation.
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Along the way, state and local governments need to think about getting out of the “business” of infrastructure provision,
focusing instead on their role of “governance.” Similarly, the private sector must also adopt a service-focused and longterm partnership orientation.

Insight: Business as usual is not working. “Breakthrough” performance in infrastructure provision is the result of a true
partnership between government and the private sector.
7. MORE HELP IS NEEDED FROM THE FEDERAL GOVERNMENT
More funding is of course helpful, but what U.S. infrastructure really needs is a means of streamlining multi-agency
review/approval processes, funding applications and then sharing knowledge about the most effective solutions.
Participants at the roundtable applaud many actions and programs, and indeed point to examples where the federal
government is making meaningful improvements. But a state of “administrivia” remains, adding untoward delays and
risks that ultimately lead to higher infrastructure costs.
Insight: Many state and local agencies are embracing innovation and achieving breakthroughs of their own accord. But a
more active, visible and results-focused federal government could accelerate the pace of change.

GREATER INNOVATION IS ESSENTIAL
Government officials say they are aggressively pursuing a range of new and innovative initiatives. Innovation in infrastructure
today can take many forms, whether it’s the adoption of P3 structures, design/build (see Innovation in Practice on p. 16)
principles or even federal asset recycling incentives.
If the U.S. is to avoid any looming crisis in infrastructure, “it’s going to require governments at the federal, state and local levels
to embrace innovative financing methods,” says Tom Osborne, executive director of infrastructure at IFM Investors. “More
than three-quarters of U.S. public infrastructure spending is controlled at the state and local level, and federal programs today
are shifting to a mode where even more of the responsibility to source financing will fall to the states,” says Osborne. The only
way state and local officials will be able to find all of the financing required to address core infrastructure needs, says Osborne,
“will be increasingly to use P3-style structures.”
Done properly, “P3 is an approach that is proven to work,” continues Osborne. Today, “the U.K. is a leader in this area, where
P3 accounts for about 15% of infrastructure spending.” But in the U.S., the figure barely registers. “Properly structured federal
infrastructure legislation could help the U.S. gain momentum in public investment by encouraging the use of innovative
financing methods,” says Osborne.
One of the key drivers behind the need for innovation is the relative lack of available funding. But creativity pays. For example,
the New York City Economic Development Corporation has created “Wetlands Mitigation Bank,” explains EVP Seth Myers.
Essentially, “if their projects displace water, cast shadows or create similar impacts,” developers can purchase environmental
credits benefiting the Sawmill Creek Marsh in Staten Island, one of the city’s boroughs. As Myers explains, “credits are available
through an application process and start at $1.5 million.”
Still, today, “most infrastructure is being financed by municipal bonds—a market where there’s $4 trillion in circulation,” says
Denis Hickey, CEO of Americas at Lendlease, a global property development and management firm. However, “this method
of financing is increasingly unsustainable—it’s a burden to taxpayers, and the tax-free interest on loans is lost revenue.” In
general, says Hickey, government sponsors of infrastructure “need to wean themselves from municipal bonds.”
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One means of doing so is to turn to the private sector, which indeed is a trend that is accelerating. But beyond this, most
government officials say they are also taking advantage of a range of funding innovations, such as capital recycling (being
pursued by 89% of government respondents), to complement Transportation Infrastructure Finance and Innovation Act (TIFIA)
funding (70%) and private activity bonds (83%).
Beyond such actions, survey participants and interviewees point to a range of additional actions where government could be
doing more to stimulate infrastructure investment. These include:
•

C
 ourt foreign investment: 71% say all government branches from state and local through federal should be doing
significantly more to attract foreign investment.

•

P
 rivatize or lease: 69% say public-sector project sponsors/regulators need to do significantly more to enable the sale
or lease of infrastructure to the private sector—a key element within P3 structures. Non-U.S. respondents, in particular,
believe regulators need to embrace greater innovation in ownership. Interestingly, only 29% of those from the U.K./
Australia say regulators in the U.S. are open to innovative ownership.
 imilar numbers (49%) say that state and local jurisdictions need to be significantly more willing to relax restrictions
S
on privatization—a belief shared by only 33% of government officials. Note that among private investors, a group
understandably seeking more investment options, the figure is significantly higher (60%).

•

O
 ffer tax credits and incentives: Similarly, non-U.S. respondents are significantly more likely than U.S. respondents to
believe that public-sector project sponsors/regulators need to do more in terms of tax credits, incentives, grants and
related tax-advantaged structures. The figure is 57% for those from the U.K./Australia; 49% for those from the U.S.—and
only 31% among government officials.

•

 xpand “user-pays” models: Another “innovation” not measured by the survey but often raised in discussions is the conE
cept of having those who consume a service pay for that service. For example, in Houston, the Harris County Toll Road
Authority has introduced variable rate tolls or “managed lanes” as a means of keeping traffic flowing and shifting the cost
of government services to those receiving the value. In this instance, as traffic grows, the cost to use express lanes rises.
So essentially, if drivers are willing to pay for the privilege, they can arrive at their destination sooner. Note that while P3
structures often embrace the “user-pays” concept, Harris County’s toll roads are publicly owned and managed.

INNOVATION IN PRACTICE
THE MTA SHARES ITS RISKS
The MTA’s Foye insists that to overcome the investment deficit, stewards of infrastructure need to become more aggressive and creative
across a range of opportunities. For example, his agency is already embracing the design/build model over more traditional design/bid/
build models. The MTA will also be pursuing related contractual provisions, such as guaranteed maximum pricing from construction.
Already, the Port Authority is a recognized leader in P3 structures—an accomplishment well-noted in the marketplace. Alison Ashford,
a partner in the national construction practice of Seyfarth Shaw LLP, says that the renovation of LaGuardia Airport’s Central Terminal
Building by the Port Authority of New York & New Jersey “is one of the largest public-private partnerships ever procured in the U.S.”
Similarly, the replacement of the Goethals Bridge, a critical conduit for New Jersey, Staten Island and Long Island, New York, is being
executed by the Port Authority under a P3 arrangement.
Overall, says Ashford, P3 “is a proven model for sharing the risks and the opportunities and to get things done.” But work remains. In
spite of its successes, “New York State doesn’t have legislation specifically enabling P3s .” So, while P3 structures are possible in limited
circumstances, there is no legislatively endorsed framework giving guidance for procurement via this method.
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LAX’S LAMP
For a good example of innovation at play, consider LAX’s $5.5
billion investment to improve access to the airport. Known as
the Landside Access Modernization Program (LAMP), “this is
the largest P3 project in the state,” says Waier.
A key component of LAMP is the automated people mover
(APM). This phase of the project uses the design/build/finance/
operate/maintain contracting model with the successful
“proposer” (three are vying for the project) also being called
upon to provide financing. Annual availability payments will be
made using airport landing fees and concessions, but “we still
want our partner to have some skin in the game so that we share
risk,” says Waier.
Another intriguing feature of the project is the way bidders are
being engaged early on in the process. In traditional proposals
and bidding, a project sponsor can “get stuck” with a design they
don’t like “because someone’s the low bidder,” says Waier. But
here, “we met with the design teams before they started their
work,” leading to designs that better meet LAWA’s needs.
Further innovation is evident in the way the process treats the
work of the three separate design teams still in the running for
the final contract. Each of these teams “is investing significant
resources in design and planning,” says Waier. But because each
team is being paid for its works in progress, LAWA owns the
intellectual property. That is, says Waier, “if there’s an element
of a design we like, it’s ours, and we use it where we want.”

GOVERNMENT
OFFICIALS SAY THEY
ARE AGGRESSIVELY
PURSUING:

89%
Capital recycling

70%
Transportation Infrastructure
Finance and Innovation Act
(TIFIA)

83%
Private activity bonds

Overall, says Waier, “investment in LAX is essential for our city,
this region and the state.” By embracing innovation, “we’re able to build something we can be proud of—something that we know
will meet our needs well into the future.”

TXDOT’S “PARALLEL PROCESSING”
Propositions 1 and 7 both expand financing for Texas roadways, but a key provision is inserted in each: No such funds may be applied
to the construction of toll roads. Still, says the Texas Transportation Commission’s Bugg, P3 structures featuring tolls or other
concessions can be a highly effective means of addressing critical needs. With this in mind, consider State Higher (SH) 183 North
connecting the Dallas Metroplex to Dallas/Fort Worth International Airport.
“Local leaders wanted to move forward with a ‘managed lane’ concept,” says Bugg. Recognizing that Propositions 1 and 7 funding
could not be used for such purposes, “we used that money to build general purpose lanes,” paralleling the toll lanes. In this way, says
Bugg, the local community was able to make its own choices regarding “user-pays” toll lanes, with TxDOT stepping in “to support
the project where we’re able.”
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CONCLUSION
U.S. infrastructure in a state of crisis? That remains to be seen. But no matter how immediate the need or great the investment
gap, one thing is certain: All sides can do better.
Government officials owe it to their citizens to optimize infrastructure spending. This starts with doing more to promote the
benefits of investment, but also means being the sternest of stewards in development, design, execution and operation.
Public trust is sacred, and transparency, efficiency and delivering on promises is paramount.
As for financing, the trajectory is clear: More cash will be needed from all levels of government as well as from private
investors. To date, municipal bonds have been an almost too-easy-to-access stopgap. Going forward, government officials
will need to seek out additional sources of funding.
Start with freeing up existing programs, such as TIFIA and private activity bonds, and access huge stores of value locked up
in airports and roads via asset recycling initiatives. But recognize more broadly, much more can be accomplished through
better partnership with the private sector.
Bear in mind though, it’s not only government that needs to do more to facilitate a more vibrant and effective marketplace.
The private sector needs to step up as well and help government address these ongoing challenges and opportunities. The
delivery and operation of infrastructure projects requires a genuine partnership between the government and the private
sector, both focusing on the infrastructure needs of the citizenry. Be fair, open and mindful of the long term, and honor
commitments—the rewards will ultimately flow more freely for all.

METHODOLOGY
The above research was conducted by Forbes Insights in partnership with Commonwealth Bank. The findings are based on a September
2017 global survey of 200 senior executives and government officials. Half of the respondents are from the U.S., with one-quarter each
residing in the U.K. and Australia. Overall, the sample is equal parts (each “a third”): government officials, investors and infrastructure
“providers” (developers/ builders/ engineers/advisors/ operators). Specific sectors with significant representation include transport,
energy, utilities, support services and social infrastructure.

ACKNOWLEDGMENTS
Forbes Insights and Commonwealth Bank would like to thank the following individuals for their time and expertise:
•

Alison Ashford, Partner, Seyfarth Shaw LLP

•

J. Bruce Bugg, Jr., Chairman, Texas Transportation Commission

•

Craig Covil, Principal, Arup

•

Pat Foye, President, Metropolitan Transportation Authority, New York

•

Adam Hesketh, CFO North America, Transurban

•

Seth Myers, EVP, New York City Economic Development Corporation

•

Denis Hickey, CEO Americas, Lendlease

•

Tom Osborne, Executive Director, Infrastructure, IFM Investors

•

Scott Pattison, CEO, National Governors Association (NGA)

•

Dr. Cynthia Rosenzweig, Co-director, Urban Climate Change Research Network (UCCRN)

•

Mark Waier, Director of Communications, Los Angeles World Airports

18 | FILLING THE GAP: A REALISTIC LOOK AT TODAY’S CHALLENGES AND OPPORTUNITIES IN U.S. INFRASTRUCTURE

Commonwealth Bank is Australia’s leading financial institution, with a global presence and total assets of more than A$976 billion (as at
30 June 2017). It is the 10th largest bank in the world by market capitalisation (Bloomberg, as at 18 October 2017). The Bank maintains
a AA- credit rating (Standard & Poor’s, as at 7 July 2017) through a disciplined approach to credit and market risk management.

Commonwealth Bank’s Institutional Banking and Markets division provides transactional and working capital banking products, debt
financing, and risk management solutions. The division’s approach is underpinned by rich analytics, insights from industry experts,
innovative technology and a deep commitment to building long-lasting relationships.

As a leading financier to the infrastructure sector, Commonwealth Bank works in partnership with infrastructure companies to create

sophisticated financing solutions for a rapidly evolving sector. A dedicated team across Australia, North America, UK, Europe, Asia and
New Zealand provides specialised financing solutions in areas including project and corporate finance, loan syndication, debt capital
markets, global markets and transactional banking.

The Bank’s global reach and specialised expertise enables it to provide significant lending support and liquidity to infrastructure
corporates seeking to consolidate or grow in response to industry changes or market opportunities.

Commonwealth Bank has a long history of providing customised funding for a range of infrastructure assets including innovative
solutions for financing gas, electricity and water utilities, renewable energy, ports, roads and social infrastructure.
For more information visit commbank.com.au/infrastructure.
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