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Infrastructure investments are illiquid but generally characterised by 

predictable and stable long-term cash flows, with typically low correlation 

to other assets and often investment-grade credit risk profiles. Hence, a 

class of liability-matching assets suitable for long-term oriented, 

professional investors like pension funds or insurers. In this context, 

long-term, fixed-rate infrastructure funding will keep shifting from 

European banks to institutional investors. 

Background 

As a result of the prolonged low interest-rate environment, investors with long-

term liabilities (e.g. insurers, pension funds) are seeking alternatives to low-

yielding government or covered bonds to reduce the impact of duration 

mismatches on their guaranteed payments. Long-term infrastructure debt is a 

good fit as it usually pays an illiquidity premium but requires a buy-and-hold 

approach. Other characteristics such as the low correlation to other assets or 

risk factors, the vital importance to society and the intrinsic value of real 

infrastructure assets, often with monopolistic structures with high barriers to 

entry, also match the typical requirements of risk-averse long term investors.  

This low-risk profile is confirmed by the investment-grade ratings assigned to 

various debt transactions and issuers of infrastructure debt. Sector-wide 

experience also shows that the historic 10-year cumulative default rate for 

infrastructure debt is below 5%, which is consistent with medium investment-

grade credit quality. Furthermore, this debt class has shown above-average 

historic ultimate recovery rates of around 80%. 

Infrastructure Debt - Key credit strengths 

▪ Long-term stable cash flows 

▪ Attractive credit spreads 

▪ Low default rates and high recovery rates 

▪ Low correlation with other asset classes 

▪ Importance of infrastructure assets 

▪ Sustainable Investment (ESG) 

 

An increasing number of investors also comply with guidelines of investing in 

assets with positive environmental, social and governance (ESG) 

characteristics. Most infrastructure assets naturally fit into this bucket. 
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Financial Regulation 

Regulation has an impact on the allocation of capital in infrastructure assets. 

Following the global financial crisis, European banks retrenched from long-term 

funding markets due not only to the flattening interest-rate curve (ECB monetary 

policy) but also because of stricter capital adequacy rules under the Basel III 

framework. In addition, limited fiscal head-room led to lower government 

spending on infrastructure investments in many countries. In contrast, solvency 

regimes for insurers, e.g. the EU’s Solvency II directive, created separate 

treatment for "qualifying infrastructure investments", allowing for lower capital 

charges in order to bridge the long-term funding gap with financing from EU 

insurance companies. 

Actual state 

Where are we today? In recent reports, the European Insurance and 

Occupational Pensions Authority (EIOPA) has stated that European insurers 

have been increasing their exposures to more illiquid assets such as 

infrastructure, real estate and even equity. Our perception is that actual 

investment activity in infrastructure debt still remains relatively cautious, 

considering the large pool of available capital among European institutional 

investors and the attractive lending rates of between 2.5% and 4.0% p.a. for long-

term (>10y) infrastructure debt.  

We think that a lack of bankable projects and risk aversion are the main reasons. 

Institutional investors have a natural bias towards low-risk, fully operational 

(brownfield) projects in advanced economies that either entail renewal of existing 

infrastructure or have a track record and no construction or delay risk. In the 

energy sector, however, we see a greater willingness to invest in greenfield 

projects as the construction period and the ramp-up phase are usually short, 

even for largescale projects. In order to be rated investment grade, issuers 

usually have strong contractual protections against construction risk while 

engaging highly experienced EPC contractors with low counterparty risks. 

Outlook 

Scope Hamburg has rated various infrastructure debt issuers, many of which on 

a preliminary and confidential basis. Often subject to lower ratings in the 

crossover area (low BBB to mid BB), a number of proposed transactions never 

reached financial close as they did not fit investors’ risk appetite or the desired 

capital contribution charge associated with high credit quality (BBB or better).  

However, we think that in a prolonged low interest-rate environment, 

opportunities once rejected will regain attraction while competition for bankable 

projects will keep spreads under control. Regulatory refinement of asset classes 

and market pressure will direct investors to accept more risk such as greenfield 

or merchant infrastructure, refinancings or subordinated structures (junior 

secured, mezzanine, securitisation). 

Experience shows that the default risk of infrastructure debt tends to be lower 

relative to equivalently rated corporate debt over the long term. Once the 

operational brownfield stage is well established, ratings on infrastructure debt 

usually migrate higher. Moreover, infrastructure debt proved to be a highly 

resilient asset class throughout the 2020/21 pandemic crisis, irrespective of 

economic conditions. In this context, we expect that external credit risk 

assessments for issuers of crossover-rated infrastructure debt (low BBB to mid 

BB) will gain in importance.  
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This publication does not constitute a rating action for any of the companies  

mentioned 

Scope Ratings GmbH and Scope Ratings UK Limited apply the same 

methodologies/models and key rating assumptions for their credit rating services 

while Scope Hamburg GmbH’s methodologies/models and key rating 

assumptions are different from those of Scope Ratings GmbH and Scope Ratings 

UK Limited 
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Disclaimer 

© 2022 Scope Hamburg GmbH (“SHG”) and/or its licensors and affiliates. All rights reserved.  

CREDIT RATINGS ISSUED BY SHG ARE SHG’S CURRENT OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, 

CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND SHG’S PUBLICATIONS MAY INCLUDE SHG’S CURRENT 

OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE 

SECURITIES. SHG DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL 

OBLIGATIONS AS THEY COME DUE AND, IN THE CASE OF ISSUANCE-LEVEL CREDIT RATINGS, ANY ESTIMATED FINANCIAL 

LOSS IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: 

LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS AND SHG’S OPINIONS INCLUDED IN SHG’S 

PUBLICATIONS ARE NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS AND SHG’S PUBLICATIONS 

ARE NEITHER A PROSPECTUS NOR A SUBSTITUTE FOR INFORMATION ASSEMBLED AND PRESENTED BY COMPANIES 

OR ISSUERS FOR INVESTORS REGARDING THE PURCHASE OF A SECURITY OR FOR ASSESSING THE CREDITWORTHINESS 

OF A RATED ENTITY. CREDIT RATINGS AND SHG’S PUBLICATIONS DO NOT CONSTITUTE OR PROVIDE INVESTMENT OR 

FINANCIAL ADVICE, AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. 

NEITHER CREDIT RATINGS NOR SHG’S PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT FOR ANY 

PARTICULAR INVESTOR. SHG ISSUES ITS CREDIT RATINGS AND PUBLISHES ITS PUBLICATIONS WITH THE EXPECTATION 

AND UNDERSTANDING THAT EACH INVESTOR WILL, WITH DUE CARE, CONDUCT ITS OWN INDEPENDENT ANALYSES, 

CREDIT ASSESSMENTS AND OTHER VERIFICATIONS AND EVALUATIONS OF EACH SECURITY THAT IS UNDER 

CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. 

SHG’S CREDIT RATINGS AND SHG’S PUBLICATIONS ARE NOT INTENDED FOR USE BY RETAIL INVESTORS AND IT WOULD 

BE RECKLESS AND INAPPROPRIATE FOR RETAIL INVESTORS TO USE SHG’S CREDIT RATINGS OR SHG’S PUBLICATIONS 

WHEN MAKING AN INVESTMENT DECISION. IF IN DOUBT YOU SHOULD CONTACT YOUR FINANCIAL OR OTHER 

PROFESSIONAL ADVISER. 

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND 

NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, 

TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH 

PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT 

SHG’S PRIOR WRITTEN CONSENT. 

All information contained herein is obtained by SHG from sources believed by it to be accurate and reliable. Because of the possibility of human 

or mechanical error as well as other factors, however, all information contained herein is provided “AS IS” without warranty of any kind. SHG 

adopts all necessary measures so that the information it uses in assigning a credit rating is of sufficient quality and from sources SHG considers 

to be reliable including, when appropriate, independent third-party sources. However, SHG is not an auditor and cannot in every instance 

independently verify or validate information received in the rating process or in preparing the SHG publications. 

Please note that summaries of contracts, laws and other documents contained in any SHG publication, rating report or other materials 

cannot replace careful study of the relevant complete texts.  

SHG and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability to any person or entity for 

any indirect, special, consequential, or incidental losses or damages whatsoever arising from or in connection with the information 

contained herein or the use of or inability to use any such information, even if SHG or any of its directors, officers, employees, agents, 

representatives, licensors or suppliers is advised in advance of the possibility of such losses or damages, including but not  limited to: 

(a) any loss of present or prospective profits or (b) any loss or damage arising where the relevant financial instrument is not the subject 

of a particular credit rating assigned by SHG. The limitations do not apply to the extent that fraud, intent or any other type of liability 

cannot be excluded and/or limited under applicable law. 

SHG and its directors, officers, employees, agents, representatives, licensors and suppliers disclaim liability for any direct or 

compensatory losses or damages caused to any person or entity, on the part of, or any contingency within or beyond the control of, 

SHG or any of its directors, officers, employees, agents, representatives, licensors or suppliers, arising from or in connect ion with the 

information contained herein or the use of or inability to use any such information. The limitations do not apply to the extent that fraud, 

intent or any other type of liability cannot be excluded and/or limited under applicable law. 

NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR 

FITNESS FOR ANY PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE 

BY SHG IN ANY FORM OR MANNER WHATSOEVER. 

The dissemination and use of an SHG rating report may be prohibited by law in certain jurisdictions. Any persons who come into the 

possession of such information should inquire about and comply with any prohibitions that may be in place. SHG assumes no liability of 

any kind with respect to such dissemination and use of any rating in any jurisdiction whatsoever. 
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