Re-urbanisation stress
What is the future for developed cities as re-urbanisation stretches resources and infrastructure needs?
Jim Lydotes, lead portfolio manager of the Pinnacle BNY Mellon Global Infrastructure Yield Fund looks at
the next generation of cities and what it means for infrastructure investing.
June 2018

It looks like any other high-end apartment
complex in Manhattan. But the differences
are there. Decorated with multi-toned
carpets to aid depth perception; open-plan
areas for social activities; high- security
areas for vulnerable residents, such as those
with dementia. This is retirement in the city.
As the baby boomer generation ages,
increasingly the idyllic countryside
retirement is being replaced by city-based
retirement, says Jim Lydotes, lead portfolio
manager of the Pinnacle BNY Mellon Global
Infrastructure Yield Fund. Some of the
reasons for the move back into the heart of
cities are their greater access to the arts,
better healthcare and less reliance on the
need to drive. It is this trend of western reurbanisation that is adding to swelling city
populations and in turn, increasing
infrastructure demands and service needs.
Lydotes points out that back in 1800, just
one in 50 people (c2% of the world’s

population) lived within cities. Today three
and a half billion people reside in an urban
location and in little more than 80 years, by
2100, it is expected some 80% of the world’s
population will be city dwellers. 1
Cities are not necessarily physically growing
in size, it is the numbers living in them that are
swelling. This creates a plethora of issues and
potential problems – from environmental to
social.
In 2012, there were approximately 43 million
Americans over the age of 65 2 and that
population is expected to grow by more than
70% in little over a decade, meaning by 2030
some 20% of the US population will be older
than 65. Seniors as a group are growing seven
times as fast as the rest of the US adult
population, they visit the doctor 2.5 times as
much and spend five times more on health
care, Lydotes says. “Seniors today also live
longer and have more active lives than
generations past. The desire to live in larger
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collaborative communities and maintain
active lifestyles will generate demand for
alternative forms of living space.

“Hospitals, rehabilitation centres and
assisted living facilities will be needed
to service this ageing population. Unlike
other sectors facing the rise of the
digital age, real estate is a prerequisite.
Much of the infrastructure needed for
this tectonic demographic shift has yet
to be built. As such, we are on the cusp
of a construction buildout across the
country that will facilitate the way our
ageing population lives. For example,
growth in the senior population will
necessitate the need for a 30% increase
in hospital beds by 2030.”
One of the resources that will be stretched by
this trend is water. Lydotes points out that
there is no operational leverage in water;
each individual requires two litres of water to
sustain life every day. “The more people push
into cities the greater the amount of water
we’re going to need to transmit into those
cities. The regulation around that water
infrastructure is going to be the determining
factor in whether increased urbanisation can
be supported.”

Ageing water

Lydotes notes the US has some of the worst
and oldest water infrastructure of developed
nations. Some 75% of the large pipelines
supporting the US Northeast were
constructed before World War II, he notes,
adding that in New York City alone, more than
eight million citizens rely on drinking water
delivered primarily by two tunnels, one
completed in 1917 and another in 1936. 3 A

third tunnel has been under construction
since 1970, he adds.
One of the main reasons for the
underinvestment in water infrastructure in
the US, he sees, is the ownership and
regulatory structure of that resource. Lydotes
says: “I live in a town of less than 20,000
people and yet it has its own water company
with its own CFO, CEO, finance department
and customer service department. That’s
horribly inefficient.” In addition, he notes,
municipalities are the ones in control, rather
than the companies. Lydotes points out some
84% of all water infrastructure 4 is controlled
by individual municipalities, who decide
infrastructure allocation. “Are they more
likely to put money into replacing a pipe that’s
buried under the ground or replace a school,
bridge or road – an infrastructure asset
people can physically see? I believe that
allocation decision is often made the wrong
way and has led to a mass amount of under
investment in water infrastructure in the US.”
Chronic underinvestment has consequences.
The US loses about 2.1 trillion gallons, or
approximately 16% of treated water, from
leaky pipes annually. 5 Lydotes says: “How did
we get into this position? To start, Americans
spend about as much in aggregate on bottled
water as they do maintaining their water
supply, an astounding fact when you consider
bottled water is 300 times more expensive
per gallon than tap water. 6 (Interestingly,
according to some US consumer reports,
almost half the bottled water sold in the US
comes from a tap.)”
Repairing this system will require huge
investment; the American Water Works
Association estimates the current need will
surpass US$1 trillion over the next 25 years. 7
The US needs to spend between US$30bn to
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US$40bn annually on water mains alone
through the end of the decade, 8 Lydotes adds.
Lydotes highlights the privatisation of the UK
water system as a progressive solution and
one that has had notable benefits,
commenting that the quality of UK water
relative to the price paid makes it one of the
best in the developed world.

Focus on 5G

Another aspect of the re-urbanisation trend
capturing Lydotes’ attention is the move to
5G. “3G was about pictures, 4G was about
video, 5G is going to be about connectivity. In
the six years leading up to 2022 we believe
we’re going to see a tenfold increase in smart
phone video data traffic, a fivefold increase in
audio data traffic and likely a sixfold increase
in social networking.

This consumption of data is leading to the
push for 5G.”
Lydotes points out that this increase in data
consumption has so far been to the detriment
of telecom companies as they’ve had to invest
more and more into this infrastructure and
yet haven’t really been able to raise prices
because people haven’t been willing to pay for
better quality.
On the other hand, the 5G network is going to
be the backbone that drives drones, cyber
security and autonomous vehicles. This,
Lydotes believes, will enable telecom
companies to adjust their pricing as people
become more willing to pay for higher quality
networks. “I think that presents a very real
opportunity for some of these legacy telecom
assets.
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Important Information
If this document is used or distributed in Australia, it is issued by Pinnacle Investment Management
Limited (ABN 66 109 659 109 AFSL 322140) (‘Pinnacle’).

BNY Mellon
BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and its subsidiaries. BNY Mellon
Investment Management encompasses BNY Mellon’s affiliated investment management firms, wealth management
services and global distribution companies. BNY Mellon Investment Management is one of the world’s leading
investment management organizations and with US$1.8 trillion in assets under management as at June 30 2018.
Pinnacle BNY Mellon Global Infrastructure Yield Fund
Pinnacle Fund Services Limited ABN 29 082 494 362 AFSL 238371 is the product issuer of the Pinnacle BNY Mellon
Global Infrastructure Yield Fund the ‘Fund’. The Product Disclosure Statement (‘PDS’) of the Fund is available at
https://www.pinnacleinvestment.com/funds/pni/global-infrastructure-yield/. Any potential investor should
consider the relevant PDS before deciding whether to acquire, or continue to hold units in, a fund. Please consult
your financial adviser before making a decision. Past performance is not a reliable indicator of future performance.
For the Fund, BNY Mellon Investment Management Australia Ltd (ABN 56 102 482 815, AFSL 227865) is the
appointed investment manager and BNY Mellon Asset Management North America Corporation is the appointed
sub-investment manager of the Fund (together they are referred to as ‘BNY Mellon’). BNY Mellon Asset
Management North America Corporation is exempt from the requirement to hold an Australian financial services
licence under the Corporations Act 2001 in respect of the financial services; and is regulated by the US Securities
and Exchange Commission (SEC) under US laws, which differ from Australian laws. Unless otherwise stated herein
all information sourced by BNY Mellon as 30 July 2018.
In preparing the report BNY Mellon may have relied on information provided by third parties. Whilst BNY Mellon
have no reason to doubt the accuracy of information used to prepare this report, BNY Mellon do not represent,
warrant or guarantee that this information is accurate, complete or suitable for any purpose and it should not be
used as a basis for investment decisions. Any opinions and estimates expressed in this document are those of the
BNY Mellon specialists and research analysts and do not necessarily represent the views of the BNY Mellon. They
reflect the BNY Mellon specialists and analyst's judgement as of the date of its publication, they involve a number
of assumptions that may not prove valid and are subject to change without notice. BNY Mellon and Pinnacle, are not
responsible for any subsequent investment advice given based on the information supplied.
This presentation is for general information only and should not be construed as a recommendation to purchase or
sell any security. This information has not been prepared to take into account the investment objectives, financial
objectives or particular needs of any particular person. Before making an investment decision you should carefully
consider, with or without the assistance of a financial adviser, whether such an investment strategy is appropriate
in light of your particular investment needs, objectives and financial circumstances. Past performance should not be
taken as an indication or guarantee of future performance and no representation or warranty, express or implied, is
made regarding future performance. Portfolio holdings are subject to change at any time without notice. The value
of investments and the income from them can fall as well as rise and investors may not get back the full amount
originally invested. Neither the performance of the investments discussed nor the payment of any income return or
the return of any capital is guaranteed by BNY Mellon, Pinnacle, or any related body corporate.
This document may not be used for the purpose of an offer or solicitation in any jurisdiction or in any circumstances
in which such offer or solicitation is unlawful or not authorised. This document may not be published in hard copy,
electronic form, via the web or in any other medium accessible to the public, unless authorized by BNY Mellon
Investment Management.
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