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Rates are up, infrastructure and bonds are
down. Which is a better bet from here?

Higher yields have increased the prospective returns

for bonds and infrastructure equities. We prefer the real
growth that listed infrastructure has to offer. Crown Castle
(CCl) is a highly predictable free cash-flow-generating
business offering a compelling 6.2% yield combined with
underlying structural growth.

Figure 1: Crown Castle tower asset portfolio overview

Source: CCl Company Documents

Crown Castle is a US listed Tower REIT with an
irreplaceable set of infrastructure assets

Crown Castle is one of the largest operators of
telecommunications infrastructure in the US, where it
provides the locations for telecommunication companies
to site their active equipment such as antennas. Built or
acquired between 1995 and 2013, many of these cell sites
act as local monopolies because it is difficult to duplicate
a tower or change the location of a tower due to network
engineering challenges, permitting and NIMBY-ism. Figure
1shows CClI’s existing tower footprint across metro areas
and busy transport links.

Crown Castle operates ~39,700 tower & rooftop sites across the US. The portfolio skews to metro areas compared to peers.
Approximately 71% of their towers are located in the top 100 trading areas in the US.

Source: CCl Company Documents



How CCI makes money: A beautifully simple business
model

Predictable cash flow streams, high margins and strong
operating leverage: towers are the infrastructure sector’s
version of the SAAS business model without the potential
of disruption from Al.

To keep up with the surge in data use, telcos (tower
customers) had no choice but to keep investing in their
networks. This pressure began with the launch of the
iPhone in 2007, intensified when 4G technology arrived

in 2009, and grew again in the mid-2010s as social media
apps drove a boom in video streaming. Between 2015
and 2025, mobile data traffic in North America grew by an
average of 25% per year, according to Ericsson.

Over time, CClI’s rental income has expanded as they
lease out more space on each tower to additional telecom
tenants as well as larger, heavier antennas and radio
equipment to existing customers to add more capacity

in that local area. Additional revenue comes with high
incremental margins as the cost to maintain a tower

does not increase materially with more customers or
equipment. Most costs are highly visible and fixed and
include land lease costs, real estate taxes, insurance and
site maintenance. Therefore, a high proportion of the extra
revenue drops to the bottom line.

Each tower (see Figure 2) generates on average
~US$95k per year, rents escalate at ~3% under long-term
contracts, and costs remain predictable. This is a simple,
forecastable business model that compounds over time,
underpinned by irreplaceable infrastructure that keeps
the world connected.

Figure 2: Crown Castle tower asset
example

Pictured is one of Crown Castle’s assets
with three tenants. Crown Castle owns and
manages the passive infrastructure (tower,
the land and building under the tower)
whereas the customers manage the active
equipment (antenna, radios, fibre backhaul,
etc.)

Source: CCl Company Documents

The market has punished towers over the past 5 years
but we see a turning point in the narrative

Calling the bottom for towers over the past 5 years has
been a lot like catching a falling knife. While interest rates
are the key contributor (to be discussed later), we'd also
point to 3 additional reasons for their poor performance
and why we see a turn in the narrative on each point.

1. Poor capital allocation: Crown spent much of the last
decade piling capex into the untested and unprofitable
fibre and small cell business. In 2025 CCIl announced
the sale of this business line and the replacement of
management, returning the business to a higher-quality,
free cash-flow-generating pure-play US TowerCo.

2. Customer consolidation and bankruptcy after a
period of strong mid-single-digit growth through to 2024:
CCl suffered two material churn events due to the merger
of T-Mobile and Sprint, followed by the default of a new
market entrant, DISH. These churn events were one-off

in nature and not representative of a business model in
decline. 2026 marks the completion of the bulk of these
two revenue loss events. The prospects for growth in
2027 have improved materially.

3. Investor fear of satellites and the Elon Musk effect:
The incredible success of the Starlink business and

IPO of SpaceX has called into question the longevity of
these tower assets by investors who do not specialise in
infrastructure. We believe there are limitations in physics
(something Al and lower launch costs cannot change) that
prevents towers — even in many rural areas — from being
disrupted by direct-to-device satellite communications.
This is due primarily to the density of traffic delivered to
phones during times of peak demand. These physical
limitations include free-space path loss, weak upload
performance from omnidirectional phone antennas, beam
diameter and indoor coverage.




Those who have followed the industry closely would have
noticed Elon Musk alluding to the possibility of a direct-to-
cell satellite service (not to be confused with Starlink’s larger
broadband satellite constellation) on par with traditional
terrestrial wireless. Since then, telecom executives and radio
frequency engineers have come out dismissing the potential
for low-earth-orbit satellites to provide high-bandwidth cell
service in metro areas directly to a mobile phone. The latest
in this saga came in early October, when SpaceX announced
that they may build “an advanced terrestrial deployment”

to become “a major mobile carrier in the US”. This non-
committal announcement caused a +16% 1-day move in
CClI’s stock price as the market is speculating that Starlink
could become a new customer on CCl’s towers. While we
remain sceptical about this, we believe that this helps chip
away at the tower disruption narrative.

Rates up, CCl down. Ultimately prospective returns
improve from here

On fundamentals, interest rates have a limited impact on the
operating cash flows of CCl as their revenues are the telco’s
stay-in-business payments for essential services. However,
interest rates do have an impact on equity returns in the
form of higher borrowing costs as debt is refinanced. CCl
has mitigated this with currently 100% fixed-interest-rate
debt.

While fundamentals don’t change much, CCl’s stock price
is inversely correlated to the US 10-year Treasury yield and
it has undoubtedly been a loser as the 10-year bond yield
increased from 1.51% at the end of 2021 to 5.24% today.
Figure 3 shows how the Adjusted Funds From Operations
(AFFQ) yield of CCl has traded in lockstep with the 10-year
yield because equity returns are viewed as low growth and
“bond-like”.

Figure 3: Crown Castle (next 12 months) AFFO and the US 10-year Treasury yield

Higher interest rates are capitalised into CClI’s share price quickly. Shares fell by 15% during the 2Q & 3Q26 quarters primarily
because the US 10-year yield increased by almost 1% (97bp), during a period in which CCl raised their FY2026 guidance.
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Valuations of more exciting higher-growth companies can
defy an increase in the cost of capital for longer periods

of time. However, eventually a higher cost of capital
environment slows investment and more cyclical business
activity, whereas a higher cost of capital is capitalised

into CCl’s share price almost instantly, therefore lifting
prospective returns. While we cannot predict where
interest rates go from here, should we see a downturn in
economic activity, interest rates generally move lower and
there is generally a defensive rotation in equity markets to
companies with greater certainty of cash flows like CCl.
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Announcement of the fibre & small
cells divestment caused a significant
decline in CCl's AFFO yield
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As we move past the headwinds of the past 5 years, the
investment proposition is simple

The forecasted 2027 AFFO yield for CCl currently sits

at 6.2%. Revenues are expected to grow at least 3% in a
business with natural operating leverage. Therefore, our
prudent case for shareholder returns (at current interest
rate levels) is ~9% p.a. over our investment horizon. While
CCl is often compared to high-yield credit as an investment
proposition, we believe the differentiator in infrastructure
equity is the duration of real growth that compounds over
decades. Imagine a future with networks of autonomous
vehicles, smart cities or abundant robotics without a high-
speed and reliable terrestrial wireless network. Tower
infrastructure is the foundation for this future.

Roy Harrison, Investment Analyst
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