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Schroders Infrastructure Finance 
Lessons from the financial crisis 
 

 

The current high valuation of public assets often makes it difficult for many investors to balance their 
need for excess returns with the risks necessary to obtain them. Investing in less traditional assets  
like infrastructure debt provides, we believe, an excellent way to balance these risk and  
return requirements.  

Executive summary

As described in Schroders’ recent paper, ‘Understanding junior debt’, the junior debt part of the market is one 
we see as providing a unique risk/return profile, particularly for investors that aren’t constrained by regulatory 
capital regimes.  

The historic loss experienced on Ba rated infrastructure debt is significantly lower than that of corporate bonds 
of the same rating; Moody’s data calculates that the historic losses on Ba infrastructure is 37bps per annum 
versus 114bps per annum for Ba non-financial corporate bonds1. In addition, Ba infrastructure pays a premium 
above Ba corporate bonds due the private market nature of the transaction. Clearly this creates a compelling 
investment argument. 

What history can teach us 

Moody’s have recorded historic default and recovery data across all their rated securities in the corporate 
infrastructure and project finance database. The data goes back to 1982, although there was a significant 
uptick in the number of B and Ba rated securities around 2001/2002.  

Figure 1: Number of B and Ba rated securities 

 
Source: Moody’s infrastructure default and recovery rates, 1983–2017. 
 

                                                                    
1Moody’s infrastructure default and recovery rates, 1983–2017. 
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Using the same set of Moody’s data, we were able to determine how many securities defaulted in each year as 
a percentage of the number of securities in the database. We used the rating one year prior to default (the 
longest time horizon available in the data set) to ensure we captured securities which experienced downgrades 
prior to default but could conceivably be held in a B/Ba portfolio, i.e. we intentionally captured securities which 
migrated down to C rating at the time of default. 

We were also able to identify the recovery rate for the securities which defaulted in each given year. Not all of 
the securities have recovery data, but we were able to make estimates for most years except 2010, where we 
had to use the recovery rate on a Caa1 security to provide a best guess. The Caa1 security we used for recovery 
rates data had a very similar profile to the B2 security which defaulted, both were senior secured securities 
issued by US-based utilities, so we believe this is a reasonable estimate. It is important to note that the data set 
is not large, and the number of securities that default each year is low, so the dataset isn’t completely robust 
from a statistical standpoint. However, this is true of infrastructure debt more broadly – the instance of default 
has been low, and the numbers are small. 

Figure 2: Infra debt default rates have been low for many years 

Year B/Ba  
defaults (num) 

B/Ba  
defaults (%) 

B/Ba  
recovery rate 

Realised B/Ba  
loss per annum 

2006 0 0.0% N/A 0.00% 

2007 2 0.8% 100.7% -0.01% 

2008 4 1.7% 67.7% 0.54% 

2009 2 0.8% 44.0% 0.46% 

2010 1 0.4% 79.0% 0.08% 

2011 2 0.8% 5.1% 0.75% 

2012 3 1.3% 43.5% 0.76% 

2013 2 0.9% 60.8% 0.35% 

2014 4 2.1% 98.3% 0.03% 

2015 0 0.0% N/A 0.00% 

2016 3 1.4% 39.3% 0.83% 

2017 2 0.9% 64.1% 0.33% 
1Recovery rate from defaulted Caa1 loan. 2Negative where bond holders were repaid more than principal – likely due to prepayment 
penalties or waiver/default fees. Source: Moody’s infrastructure default and recovery rates, 1983–2017 and Schroders. 
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In Figure 3 we have plotted annual credit losses for B and Ba infrastructure securities against those for 
corporate securities of Ba and B rating.  

Figure 3: Ba and B infrastructure securities have been more reliable than their corporate counterparts 

 
Source: Schroders, Moody’s’ infrastructure default and recovery rates, 1983–2017’ and ‘corporate default and recovery rates, 1920–2017’. 

As this data shows, the realised loss on a portfolio of B and Ba infrastructure securities is extremely low and far 
less cyclical than traditional corporate securities. Infrastructure loans are backed by ‘essential’ assets, like 
water, renewable energy projects or roads, and are therefore less correlated to GDP and the broader business 
cycle. This means defaults and losses tend not to increase during difficult economic times and may be a very 
useful asset to have in your portfolio in times of stress. 

How does an investment into junior infrastructure debt work? 
As an illustration, the Schroder UK Infrastructure Debt I Fund L.P. offers the following features: 

– Investments would be made over an 18–24 month period with capital called as investments are made 

– As a weighted average across the portfolio, floating rate target three-month GBP Libor + 400 basis point per 
annum and fixed loans would target eight-year GBP swap rate + 400 basis points per annum, with interest 
being passed through to investors on a quarterly basis 

– A proportion of the principal would repay each year, with prepayments being reinvested during the first few 
years of the fund term and then paid out as distributions thereafter 

– The strategy would thus be ‘buy and maintain’  

– Loans are valued using discounted cashflow methodology  

While some junior infrastructure debt may be subject to prepayment risk, as a private asset it is often possible 
to negotiate early redemption terms that provide compensation. 

Conclusion 

Junior infrastructure debt may be a welcome addition to any investment portfolio due to the following factors: 

– Infrastructure loans less cyclical than traditional assets and provide diversification of corporate and real 
estate risks 

– Fund valuation is at cost which means the portfolio will have lower volatility than many portfolios which 
invest into publicly listed assets 

– Private infrastructure debt portfolios would largely invest in unrated securities meaning you are not 
exposed to downgrade losses, which could be substantial in a high yield bond portfolio 
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Key risks of infrastructure debt 

– Interest rate risk for fixed-rate instruments: interest rate volatility may reduce the performance of fixed-
rate instruments. A rise in interest rates generally causes prices of fixed-rate instruments to fall 

– Deterioration of the credit quality of the bond: caused by a change in the market environment (for 
commercial activities) or a change in law/regulation (for all infrastructure activities) 

– Risk of issuer default: a decline in the financial health of an issuer can cause the value of its bonds to fall or 
become worthless 

– Prepayment risk: the capital may be repaid by the borrower before reaching maturity 

– Exchange rate risk: where assets are denominated in a currency different to that of the investor, changes 
in exchange rates may affect the value of the investments 

– Illiquid and long term investment risk: due to the illiquid nature of the underlying investments, an 
investor may not be able to realise the invested capital before the end of the contractual arrangement 
(which is likely to be long term). If the investment vehicle is required to liquidate parts of its portfolio for any 
reason, including in response to changes in economic conditions, the investment vehicle may not be able to 
sell any portion of its portfolio on favourable terms or at all 

– Capital loss: the capital is not guaranteed and investors may suffer substantial or total losses of capital  

– Greenfield risks: in contrast to ‘brownfield’ investments, investments in ‘greenfield’ infrastructure assets 
expose investors to additional risks, in particular construction risk (e.g. construction delays, cost overruns, 
etc.) and deployment risk (e.g. capital being deployed in several instalments during construction period 
rather than upfront for brownfield investments). 

Operational risks 
– Trade cancellation risk: trades and settlements are made on a bilateral, negotiated basis. A last-

minute trade cancellation can occur in the absence of standard trade and settlement processes via  
clearing houses 

– Service provider risk: investments can be at risk due to operational and administrative errors, or the 
bankruptcy of service providers. 

 

 

 

 

 

Important Information: This document is strictly for 
professional investors or advisors only and not  
for redistribution. 
The views and opinions contained herein are those of the 
Infrastructure Finance team, and may not necessarily represent 
views expressed or reflected in other Schroders 
communications, strategies or funds. 
The data contained in this document has been sourced by 
Schroders and should be independently verified before further 
publication or use.  
Past performance is not a guide to future performance and may 
not be repeated. The value of investments and the income from 
them may go down as well as up and investors may not get 
back the amounts originally invested.  
The material is not intended as an offer or solicitation for the 
purchase or sale of any financial instrument. The material is not 
intended to provide, and should not be relied on for, 
accounting, legal or tax advice, or investment 
recommendations. Information herein is believed to be reliable 
but Schroder Investment Management Limited does not 
warrant its completeness or accuracy. No responsibility can be 
accepted for error of fact or opinion. Reliance should not be 

placed on the views and information in the document when 
taking individual investment and/or strategic decisions.  
The forecasts included in this document should not be relied 
upon, are not guaranteed and are provided only as at the date 
of issue. Our forecasts are based on our own assumptions 
which may change. We accept no responsibility for any errors of 
fact or opinion and assume no obligation to provide you with 
any changes to our assumptions or forecasts. Forecasts and 
assumptions may be affected by external economic or  
other factors.  
Issued by Schroder Investment Management Limited (SIM), 1 
London Wall Place, London, EC2Y 5AU. Registration No. 
1893220 England. Authorized and regulated in the UK by the 
Financial Conduct Authority (FCA). SIM has notified the FCA as 
its home state regulator that it intends to conduct activities on a 
cross-border basis from its branch in France. SIM has a branch 
passport for France and services passports under the Markets 
in Financial Instruments Directive (MiFID) in various EEA 
countries. Please see the FCA register for further details. 

https://register.fca.org.uk/ShPo_FirmDetailsPage?id=001b000000MfErVAAV
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