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SURVEYING TODAY’S INFRASTRUCTURE DEBT LANDSCAPE

THREE KEY MEMBERS OF BARINGS’ INFRASTRUCTURE DEBT INVESTMENT TEAM DISCUSS, AMONG OTHER 

ISSUES, THE EVOLUTION OF THE GLOBAL INFRASTRUCTURE DEBT MARKET, OPPORTUNITIES IN TODAY’S 

ENVIRONMENT AND HOW INVESTORS CAN GAIN INTELLIGENT EXPOSURE TO THE ASSET CLASS.

What types of investors are typically interested in infrastructure 
debt and with what objectives in mind? 

EMEKA: There are really two broad groups, the first being what are called ‘liability-
driven’ investors and the second being the ‘yield seekers.’ Liability-driven investors are 
typically insurance companies, pension plans and other institutional investors seeking 
long-duration assets to match their long-term liabilities. Because infrastructure debt is by 
nature a long-term, buy-and-hold investment (with maturities ranging from five to 30+ 
years), it may offer an excellent fit for these investors’ objectives, without exposing them to 
the excess volatility that other types of long-duration assets might add to their portfolio. 
Infrastructure debt has become an attractive extension of core fixed income portfolios, 
particularly as investment grade corporate spreads have declined over the past five years.

The so-called ‘yield seekers’ —for example, sovereign wealth funds or more private equity 
type investors—are looking to enhance portfolio yield and total return. They include 
typical equity infrastructure investors who, given the inflated equity prices for quality 
infrastructure assets, are seeing better relative value in mezzanine and senior debt. Pension 
plans are historically equity investors in the space, but many now see infrastructure debt as 
being particularly attractive when compared to today’s lower equity returns and actuarial 
return assumptions. These investors also like infrastructure debt because it provides steady, 
predictable cash flows and less sensitivity to economic cycles.

This ‘bifurcation’ of infrastructure debt investors into these two broad groups is one way in 
which the market has transformed in recent years.

What are some other ways in which the infrastructure debt market 
has evolved in recent years?

PATRICK: For one thing, we’ve observed that institutional investors have become 
increasingly comfortable and more sophisticated when it comes to underwriting 
a broader set of transactions to gain access to the asset class. For example, many 
institutions are more open to participating in ‘greenfield’ deals that typically involve 
construction risk. Greenfield transactions used to be primarily the domain of banks, with 
few institutional players willing to underwrite the construction piece of the transaction 
rather than just the post-completion take out. With increased institutional appetite for 
infrastructure debt has come a growing recognition that origination capabilities are 
key to managing risk, providing a greater investment opportunity set and delivering 
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value in a market awash with liquidity. 
In today’s infrastructure debt market, 
the opportunity must be viewed on a 
globally diversified basis. If you focus 
solely on your local market or on one 
or two specific sectors, you not only 
expose yourself to regional and/or 
sector concentration risk, but you also 
significantly reduce the opportunity 
set available to you. For example, if U.S. 
solar transactions are overbought and 
underpriced, then renewable deals in 
Europe may offer a similar risk profile at 
better pricing.

So how do the opportunities 
differ by region, and where are 
you currently seeing value? 

EMEKA:  North America is the most 
developed institutional lender market, 
and as such, there are generally fewer 
‘homegrown’ opportunities with more 
investors chasing them. With that 
being said, we see value in the U.S. in 
select power and energy transactions, 
although deals must be evaluated 
on a case-by-case basis for risk. In 
particular, we expect the midstream 
oil & gas sector to present storage and 
pipeline opportunities through 2018—
for instance, expanding existing gas 
pipelines to bring gas to coastal areas. 

The renewable energy sector in the 
U.S. (solar, wind, etc.) also continues 
to present opportunities, although 
spreads there have tightened compared 
to a couple years ago. There may also 
be opportunities around the formation 
of public-private partnerships (the so-
called “P3” deals) in niche areas such as 
student housing.

PIETER: Europe is of course a relatively 
mature market and in countries like 
the United Kingdom, politics can often 
pose a hurdle to deals coming together, 
resulting in a weaker transaction 
pipeline than would otherwise be 
the case. That’s not unlike what often 
happens in the U.S. However, there are 

notable differences between the two 
regions. For instance, the bank lending 
market plays a much bigger role in 
financing infrastructure debt deals in 
Europe than in the U.S. 

Most of the opportunities we’re seeing in 
Europe these days fall into the category 
of ‘brownfield’ deals (i.e., already-built 
assets being bought by pensions and 
sovereign wealth funds), as opposed to 
‘greenfield’ deals (i.e., new-construction 
infrastructure projects). In particular, 
we’re more likely to see existing 
assets in Europe changing hands via 
refinancing and M&A activity. By sector 
in Europe, there are opportunities 
in transportation—for example, train 
procurement in the United Kingdom 
as the country seeks to modernize its 
rail fleets. Under the renewable energy 
umbrella, offshore wind energy is an 
area of increasing activity worth looking 
at in Europe. The renewable energy 
market in Australia has some interesting 
developments as well.

PATRICK: Speaking of Australia, I would 
just note from an investor’s standpoint 
that it’s a country with very good rule 
of law and a long history of prioritizing 
infrastructure investment activity. In 

terms of specific opportunities there, 
along with renewables, transportation 
and PPPs are a mainstay of 
infrastructure activity in Australia.

Looking elsewhere, the refinancing 
and M&A markets globally have indeed 
been strong of late, as Pieter mentioned. 
However, while the global pipeline of 
greenfield deals is showing some signs 
of picking up, it remains relatively weak 
overall, unless you are willing to venture 
into less familiar geographies like Latin 
America and Asia.

EMEKA: That last point is a good one. 
In fact, I think one of the takeaways 
here is that if you’re looking for 
more greenfield opportunities in 
infrastructure debt today, you can look 
beyond the traditional, more developed 
markets. I’m talking of course about 
emerging markets, where the need 
is acute and the people/government 
have the political will to undertake 
these projects—something that is often 
lacking in the U.S. and Europe. The 
caveat is that emerging markets have 
additional risks, so investing in these 
markets requires careful analysis and 
one has to be selective with respect to 
jurisdiction and projects.

SOURCE: INFRAAMERICAS, BARINGS. AS OF DECEMBER 31, 2017.

FIGURE 1:  THE INFRASTRUCTURE DEBT MARKET HAS ‘GONE GLOBAL’  
IN RECENT YEARS
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“Most of the opportunities we’re seeing in Europe these days fall into 
the category of ‘ brownfield’ deals, as opposed to ‘greenfield’ deals…”

What types of yields are investors able to 
achieve in infrastructure debt? How does it  
vary by geography and sector? 

EMEKA: Infrastructure debt tends to yield more than 
comparable investment grade corporate debt (i.e., bonds) —with 
excess spread provided to compensate for the illiquidity of 
the specialized buy-and-hold asset class. Investors expect to 
get paid an ‘illiquidity premium’ in exchange for having their 
capital tied up for longer.

Infrastructure sectors include power and energy as well as 
core infrastructure—roads, ports, airports and the like. The 
lowest-risk projects where the counterparty is a government 
entity (i.e., “availability-based” PPP projects) tend to be the 
lowest-yielding, whereas some investment grade deals 
in emerging markets may yield substantially more. While 
generally riskier, the below-investment grade realm is another 
area where investors can often expect to earn higher yields, 
which may compare quite favorably on a risk-adjusted basis 
with returns in the core infrastructure equity space today. 

PIETER: As far as how yields vary by sector, many of the 
differentials have somewhat dissipated over time as the 
infrastructure debt market has matured. Having said that, 
there are still variations among sectors; in the U.S., for 
example, deals that involve energy or shipping might be on 
the higher end of the yield spectrum to compensate investors 
for the potential added volatility and risk. 

By geography, as Emeka just alluded to, emerging markets 
are generally riskier and, therefore, typically offer higher 
yields than developed markets. Within the major developed 
markets, based on our experience and all other factors being 
equal, a yield pickup of roughly 50 basis points is possible in 
Europe versus a similar infrastructure investment in the U.S. 
That’s largely because the U.S. has a better developed capital 
market system and pricing is generally more aggressive here. 
In Europe, the market is more bank-financed and deals tend 
to be slower-moving.

Within Europe itself, as in the traditional corporate debt 
market, you may also see meaningful yield variations from 
one country to another. For example, naturally one would 
expect U.K. and German yields to generally be lower than 
those available in Spain and Italy. But with infrastructure debt 
investments, these variations may be even more pronounced, 
in part because of the fact that investors do not actually 

own the underlying infrastructure assets but rather rely on 
contractual, concession-based rights subject to differences in 
a country’s rule of law or creditors’ rights.

What are your thoughts on the Trump 
infrastructure plan as it relates to this asset class? 

PATRICK: I think it’s fair to say that there is widespread 
agreement on the need to invest more in U.S. infrastructure 
assets. So, in theory, nearly everyone is in favor of doing 
so—the Trump administration, members of Congress and 
the public. The thorny question that then arises is, how do 
you pay for it? Do you rely on government financing, private 
capital or some combination thereof? That’s where opinions 
diverge sharply among Democrats and Republicans.

EMEKA: Right. The Trump plan as it stands now would 
heavily leverage private capital into the public infrastructure 
space, with an emphasis on midstream oil and gas 
development. But the devil is in the details, and there are a 
lot of misconceptions around the benefits of using private 
capital for this purpose. Any infrastructure bill would 
probably have to make it through multiple Congressional 
committees, which would be time consuming and which 
could result in any final plan being very different from current 
versions. Plus, 60 Senate votes would likely be required to 
turn the bill into legislation, and that could prove to be a tall 
order in today’s divided Senate.

All of this is to say that the plan would face red tape and 
potential obstacles. What it would ultimately look like when 
all’s said and done is unclear at this stage; time will tell.

PIETER: Yes, and I think the final impact could be minimal 
or at least limited because, unlike in Europe, the reality is 
that the federal government only controls a relatively small 
portion of U.S. infrastructure assets. Think about essential 
public services like water, sewage and other utilities; 
most of those assets and facilities are controlled by the 
individual states, counties and municipalities that often have 
cumbersome processes for obtaining permits and approvals. 

Bottom line: While there is no shortage of capital available 
to invest in the nation’s infrastructure, the challenge lies in 
actually bringing projects to fruition. There would have to 
be cooperation and coordination across all three levels of 
government—federal, state and local—in order to create and 
harness the investable opportunities.
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2. IDENTIFIABLE TRACK RECORD SINCE 2004. PAST PERFORMANCE IS NOT NECESSARILY INDICATIVE OF FUTURE RESULTS.

What is the best way for investors to gain 
exposure to this asset class, in your view? 

PATRICK: First, you have to be clear on what objectives you’re 
trying to achieve by investing in infrastructure debt. Are 
you primarily a liability matcher or a yield seeker? And how 
much risk are you comfortable taking to pursue your goals? 
Beyond that, you obviously need efficient execution. For 
many investors, that necessitates outsourcing the specialized 
origination and underwriting to a global asset manager with 
access to a wide variety of investment opportunities. I’ll let 
Emeka speak to that further.

EMEKA: Experience and expertise are paramount. We believe 
investors interested in gaining exposure to the asset class 
should partner with experienced managers that have deep 
resources and a long, successful track record in this space. 

Above all, investing in infrastructure debt requires a robust 
deal origination platform and a disciplined, highly analytical 

process—including experts in jurisdictional analysis to evaluate 
projects, along with experts in credit analysis, deal structuring 
and so on. Without top-notch origination capabilities and a 
well-defined process, it is very difficult to reap the full benefits 
of the asset class and to ensure that investors are being 
adequately compensated for the risk taken.

This is especially critical in today’s infrastructure debt 
landscape characterized by sluggish deal flow, abundant 
liquidity and heightened valuations. In recent years, we’ve 
seen more and more newcomers entering this space that have 
been drawn to it because of the potential spread premium, but 
who may not fully understand the risks involved.

Finally, it’s increasingly necessary for a manager to also have 
the global footprint to be able to look at various countries 
and regions to pinpoint the most attractive opportunities 
that meet the client’s investment criteria at that given point 
in time. This is very important because relative value among 
world markets can change frequently.

“Above all, investing in infrastructure debt requires a robust deal 
origination platform and a disciplined, highly analytical process…”
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