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One of my favorite classes in college was the “History of
Mathematics,” as it combined two of my favorite subjects—
mathematics and history. Archimedes, perhaps the greatest
mathematical mind of the ancient world, is reported to have
boasted that if he had a lever large enough and a place to stand,
he could move the whole earth!

“The U.S. private
placement market
offers diversification
from the public bond
market geographically,
as well as via credit
exposures and sectors”

Without even thinking about it, we use physical leverage every
day to accomplish tasks—even to do something as seemingly
simple as hitting golf balls. In the broadest sense, to leverage
something means to use it to its full advantage. In the case of
financial leverage, both the lender and the borrower benefit from
mutually advantageous terms to accomplish desired objectives.
Infrastructure investments in particular combine both physical
and financial leverage in the sense that financial investments lead
to building essential assets in the hope of improving the quality
of life—ideally using financial and human resources to the full
advantage for mutual benefit.
Recently, we published an “Insurance Insights” piece discussing
the potentially attractive characteristics of commercial mortgage
loans (CMLs). Here, we will continue the discussion on private
investment grade assets, with a specific focus on private
placements and infrastructure debt, which offer a number of
potential benefits such as:
• Potential spread premium to public markets
• Favorable cash flow characteristics/duration
• Low default risk and losses
• Diversification benefits
• Strong covenants

DE F I N I NG T H E OPP OR T U N I T Y
P R I VAT E P L ACE M E N T S
Private placements are essentially notes and loans sold only
to qualified institutional buyers (QIBS), and do not have to be
registered with the SEC.1 U.S. private placements (USPPs) span
a broad range of categories, from REITs and financials to more
esoteric products like structured finance and aviation deals.
Estimated annual issuance in the USPP market has trended up, and
was about $80 billion in 2020 as compared to $1.96 trillion in the
public market. 2 The USPP market is primarily an investment grade
market with intermediate to long-term maturities, and mostly fixed
rate. The USPP market offers diversification from the public bond
market geographically, as well as via credit exposures and sectors.

1. The Securities Act of 1933 requires all securities to be registered
with the SEC unless covered by an exception to Regulation D.
Rule 144A securities are also sold to QIBs and are exempt from
SEC filing, but differ from Reg D securities in that there is less
access to information, less time to review transactions, and less
opportunity to influence term. For the purposes of this paper,
private placements include Reg D securities and do not include
Rule 144A securities.
2. Source: Bank of America. As of December 31, 2020.
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F I G U R E 1 : P R I VAT E P L AC E M E N T S O F F E R D I V E R S I FI C AT I O N F R O M T H E P U B L I C B O N D M A R K E T
I G P R I VAT E P L AC E M E N T S

I G P U B L I C CO R P O R AT E S

Industrials 55%

Industrials 61%

Utilities 33%

Utilities 8%

Financials 12%

Financials 30%

SOURCE: Bank of America. As of December 31, 2020.

I N FR A S T RU C T U R E D E B T
The definition of infrastructure can be a bit broader. The NAIC released an extensive report discussing the impact
insurers could make investing in infrastructure in both the public and private markets. Three pages of the report are
devoted to the subject of defining infrastructure in the hope of creating some uniformity. At Barings, we define private
infrastructure debt as real assets that meet key social and/or economic ideals and serve communities. We divide the
asset class into six broad categories:
• Social Infrastructure (social accommodation and PPP)
• Utilities and Pipelines (distribution and transmission
• Power Generation (solar, wind, hydro or gas
assets)
power generation)
• Digital Infrastructure (towers, fiber and data centers)
• Economic Infrastructure (toll roads, ports, airports)
• Midstream and Storage (oil or refined product storage)
F I G U R E 2 : I N V E S TM E N T G R A D E P R I VAT E A S S E T S AT A G L A N C E
Corporate Private Placements

Private Infrastructure Debt

A/BBB

A/BBB

Target Spreads*

T + 100–300 bps

T + 120–375 bps

Tenor

Flexible 5–30 year

5–30 year maturity

Primarily Fixed

Fixed or Floating

Amortization

Primarily bullet maturities

Scheduled amortization

Prepayment

Make whole provisions for prepayment

Make whole provisions for prepayment

Primarily unsecured

Senior secured

Credit Quality

Income

Security

Engaged relationship with borrowers

Key Features

Engaged relationship with borrowers

Strong covenants

Strong covenants

Essential infrastructure assets

Historically low defaults

Defensive in times of stress

Stable cash flows

Stable cash flows
Typically secured by assets

SOURCE: Barings. As of November 30, 2021.
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“Infrastructure debt and private
placements have shown significant
resilience over time, including through
market downturns, with very few defaults.”
LIQUIDIT Y
Private placements and infrastructure debt are less liquid than public bonds—
however, there is a small and growing secondary market for each. Privates are also,
on occasion, traded or exchange hands as part of M&A activity within the insurance
industry (as part of block transactions). Any sales between entities require the notes
be re-registered in the new owner’s name.

M A R K E T VA LU E
While practices vary, the market value of private placements is typically
calculated using “matrix” pricing, where the expected cash flows are discounted
using current Treasury rates and comparable public spreads, and taking into
account the illiquidity premium.
Barings uses this type of approach, where the matrix spreads are populated with
the Barclays Corporate investment grade index across ratings and average life.
An incremental private debt illiquidity spread is added to the matrix to create the
ultimate pricing matrix.
Similarly, corporate-style infrastructure securities—such as investment grade airports
and ports—are matrix priced. However, the majority of Barings’ private infrastructure
debt investments are assigned a manual spread on a quarterly basis. Spreads for
infrastructure debt bonds are determined by starting with a comparable security
or index, with adjustments made for variables such as tenor, illiquidity, quality,
construction, quality of sponsor, resource/fuel type and government support.

H I S TO R I C A L P E R FO R M A N CE
Infrastructure debt and private placements have shown significant resilience over
time, including through market downturns, with very few defaults. In fact, although
the costs associated with managing private IG assets can be higher relative to
public asset expenses, losses for private placements and infrastructure debt have
historically been less than those for public corporates with similar credit quality. 3
Private investments also have a potential advantage over public bonds given the
strong negotiated covenant structures unique to each credit. In times of stress,
covenant protection gives privates a seat at the table ahead of public bonds,
allowing for exit, repricing or renegotiation. This has led to significantly higher
recoveries on private bonds over time.

3. Source: Based on Barings’ market observations and internal data.
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With respect to infrastructure debt in particular, because these are often essential assets, recovery rates in the event of
default also tend to be very high relative to other asset classes.4 We have seen this resilience most recently through the
global pandemic. Since March 2020, private placements and infrastructure debt have performed very well, with deal flow
halting for only a short time before picking back up. Accordingly, absolute credit spreads have continued to compress, but
remain attractive relative to public IG corporates in most sectors. Looking back over a five-year period, Barings’ private
placement and infrastructure debt strategies have offered a spread premium of roughly 55-65 basis points (bps) and 85-95
bps, respectively, over the Barclays IG corporate index.5

Spread Over Treasury Rate

F I G U R E 3 : P R I VAT E P L AC E M E N T S A N D I N FR A S T R U C T U R E D E B T S P R E A D S V S .
A /B B B P U B L I C CO R P O R AT E B O N D S
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SOURCE: Barings market observations. As of September 30, 2021.

R AT I N G S & C A P I TA L T R E ATM E N T
Private placement and infrastructure borrowers are not required to obtain external ratings from a nationally recognized
statistical ratings organization (NRSRO). That said, issuers with NRSRO ratings do account for a significant portfolio of
market volume—in recent years, the majority of both private placements and infrastructure debt has had an external rating,
but percentages vary based on a given manager’s strategy. One benefit of NRSRO ratings is that they can help reduce
uncertainty surrounding the NAIC designation outcome. For securities requiring an NAIC rating, the Securities Valuation
Office (SVO) has developed transparent review standards, criteria and methodology.
The current NAIC RBC framework does not differentiate between types of bonds (public, municipal, or private). However,
according to the infrastructure study, the NAIC’s Task Forces have considered the topic in recent years—but their findings suggest
that making changes to the regulatory framework to incentivize infrastructure investments could risk unintended consequences.
Private placements and infrastructure debt can also receive favorable treatment under regulatory regimes outside the US.
Under Solvency II, for instance, internal models and ratings can be used if certain criteria are met. Of note, the cash flow
characteristics of both asset classes fit well within the Solvency II regimes. Under the Bermuda requirements, a rating is
required from a rating agency or from certain regulatory bodies such as the NAIC.

T H E P OR T FOL IO I M PAC T OF PR I VA T E PL AC E M E N T S
& I N F R A S T RUC T U R E DE B T
Many insurers have been increasing allocations to private placements and infrastructure debt in search of more attractive
yields. While data isn’t publicly available, a closer look at the annual statements from insurance companies indicates
that some larger insurers, in particular, as well as those focused on the annuity market, are allocating well over 20% to a
combination of private placements and infrastructure debt.
The potential yield enhancement offered by private placements and infrastructure debt can be seen through a comparison of
two portfolios with similar duration and credit quality—one with a 100% allocation to IG public corporate debt and one with a 10%
allocation to CMLs, private placements and infrastructure debt. As seen in Figure 3, including a 30% allocation to these private IG
asset classes is estimated to increase the overall portfolio yield by 20 bps (based on long-term achievable spread assumptions)
with no increase in required capital. In Solvency regulatory regimes, including the U.K., Europe and Bermuda, the asset yield can
be a factor in determining the reserve discount rate—thus further reducing the overall reserve/capital requirements.
4. Source: Moody’s; Barings market observations. As of September 30, 2021.
5. Source: Based on Barings market observations.
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F I G U R E 4 : T H E P O R T F O L I O I M PAC T O F P R I VAT E A S S E T S

IG Public Corporates 70%
Infrastructure Debt 10%

IG Public Corporates 100%

Private Placements 10%
CMLs 10%

Duration 3

Duration 8

Portfolio Allocation

100% IG Public
Corps

70%/30% IG
Public/Private

100% IG Public
Corps

70%/30% IG
Public/Private

Gross Yield

1.55%

1.88%

2.74%

3.01%

Average Credit Quality

BBB

BBB

BBB

BBB

Current Life RBC

1.30%

1.30%

1.30%

1.30%

Revised Life RBC

1.50%

1.50%

1.50%

1.50%

Current P/C & Health RBC

1.00%

1.00%

1.00%

1.00%

Revised P/C RBC

2.10%

2.10%

2.10%

2.10%

Revised Health RBC

2.50%

2.50%

2.50%

2.50%

SOURCE: Barings market observations. As of October 27, 2021.

A G ROWI N G FO CU S O N E S G
Environmental, social and governance (ESG) factors are playing an increasingly prominent role when it comes to both
infrastructure debt and private placements, with ESG factors more frequently being integrated into underwriting and
investment standards across both asset classes. Going forward, the focus and attention on ESG will likely continue to grow,
and we expect areas like renewable energy, such as solar and wind, to become a strong source of deal flow as a result.
Given the guidelines and efforts focused on reducing carbon emissions in particular, the number of green bond designations
also looks poised to increase over time—as equity sponsors seek to reflect the strategic objectives of their limited partners
through reduced carbon emissions, and off-takers, such as utilities and corporates, become increasingly willing to provide
contracted cash flows to support such issuances.

T H E $1 T R I L L I O N U. S .
I N FR A S T RU C T U R E P L A N
W H AT I S I T ?
President Joe Biden recently signed
a $1 trillion infrastructure bill into
law, which aims to provide funding
to expand high-speed internet
access and improve economic
infrastructure like roads, bridges
and airports. It also renews existing
infrastructure and transportation
programs set to expire this year.
H OW W I L L I T I M PAC T T H E
MARKET ?
Given the proposed spending is
intended to take place over 5–10
years, with some of it flowing into
existing programs, it is unlikely we
will see any significant near-term
effects to the market. In the longer
term, the bill is likely to foster positive
tailwinds for infrastructure investing.
In the intermediate to long term,
we expect the bill to have positive
downstream effects, especially in the
form of transportation, renewables
and technology.

HOW T O AC C E S S T H E OPP OR T U N I T Y
The private placements market is somewhat bifurcated, in that there is a notable
difference between the broadly syndicated privates and the non-broadly syndicated
private placement deals. For broadly syndicated deals, the competition for
allocations can be intense, and it’s not uncommon for 30 to 40 investors to be vying
for a split of the deal. Unsurprisingly, with demand high and supply limited, this can
lead to tighter pricing for transactions in this space. On the other hand, non-broadly
syndicated private placements are typically originated through relationships and
cultivated throughout the industry. These deals often allow for larger allocations and
more control over pricing terms, and have historically resulted in a more attractive
illiquidity premium relative to the corporate investment grade market.
There are similar dynamics at play when it comes to infrastructure debt
transactions. While the more broadly syndicated transactions often won’t reach
as wide of an audience as private placement transactions, the low supply and
high demand dynamic still persists. Key origination relationships allow investors to
access a broader opportunity set via smaller club transactions and achieve a more
diversified portfolio, often times with a benefit of increased spread premium as well
as covenant protections.

C ONC LU S ION
Given the potential spread premium, as well the characteristic low volatility and
steady cash flow characteristic of infrastructure debt and private placements, there
is a case to be made for insurers to—harking back to Archimedes—leverage the full
potential of these assets. In many cases, the math just makes sense.
Indeed, more institutional investors are now recognizing the potential benefits
on offer—and coming into the markets with third party capital or increased
general account money—keeping demand fairly strong. Supply, however, remains
constrained. And, as mentioned earlier, broadly syndicated privates in particular
tend to be oversubscribed, which continues to put pressure on pricing and
allocations. In this highly competitive environment, and with growth likely to be a
challenge for those relying on the broadly syndicated market, there are advantages
to being able to capture unique club and sole financing opportunities. However,
deal selection, as well as relationships with key market participants such as banks,
remains critical to accessing deals and maximizing allocations.

Barings is a $387+ billion* global investment manager sourcing differentiated opportunities and building
long-term portfolios across public and private fixed income, real estate and specialist equity markets. With investment
professionals based in North America, Europe and Asia Pacific, the firm, a subsidiary of MassMutual, aims to serve
its clients, communities and employees, and is committed to sustainable practices and responsible investment.

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
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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
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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 and Trademark
Copyright © 2021 Barings. Information in this document may be used for your own personal use, but may not be
altered, reproduced or distributed without Barings’ consent.
The BARINGS name and logo design are trademarks of Barings and are registered in U.S. Patent and Trademark
Office and in other countries around the world. All rights are reserved.

LE ARN MORE AT BARINGS.COM

*As of September 30, 2021
21-1943742

