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For long-term investors squeezed between intense volatility and low interest rates, 
infrastructure debt offers the prospect of yield combined with relative long-term 

security, say Glenn Fox and Shantini Nair from HSBC

Investor demand for infrastructure 
debt is ballooning as institutions seek 
yield, capital resilience and asset di-
versification in the wake of covid-19. 
With two new funds seeking to raise a 
combined $1.5 billion to invest across 
investment grade and subordinated 
debt strategies, the HSBC Global As-
set Management Infrastructure Debt 
Investments team sees increasing ap-
petite for higher yielding debt, as well 
as growing opportunity in emerging 
markets, say Glenn Fox, head of infra-
structure debt investments, and Shan-
tini Nair, senior product specialist for 
infrastructure debt investments.

Q What is driving demand 
for infrastructure debt? 

Shantini Nair: Investors are drawn 
by the fundamental benefits of 

infrastructure debt, notably resilient 
cashflows in an uncertain and volatile 
environment, and the pricing premium 
to corporate bonds due to greater illi-
quidity and complexity. Pension funds 
and insurers are facing widening fund-
ing gaps in terms of the asset-liability 
mismatch and are witnessing signifi-
cant volatility in their equity and fixed 
income portfolios. So, an asset class 
that presents resilient income without 
too much volatility – like infrastructure 
debt – fits the bill perfectly.

We are also observing that re-
turns from some infrastructure equi-
ty programmes are converging with 

subordinated debt returns. That is 
partly due to increased competition in 
equity markets and market volatility. 
With lower risk than equity, subordi-
nated debt is becoming more attractive 
to investors.

We tend to see investors split into 
two categories. One group is essentially 
looking for yield enhancement – either 
as a smaller allocation from their fixed 
income portfolio, or on an opportun-
istic basis. The other group is looking 
for a diversifier – an exposure that can 
complement their existing portfolio of 
growth equity investments.

Q How is the opportunity for 
investors evolving?

SN: Banks are retreating from cer-
tain markets due to regulatory con-
straints and the liquidity impact felt 
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post-covid-19. This is most acutely 
seen in non-investment grade markets 
and it is leaving a lot of borrowers to 
fall back on non-bank financing. There 
is an opportunity to exploit that fund-
ing gap.

So, more generalists and established 
asset managers who have cut their teeth 
in the investment grade space are in-
creasing their capital raising efforts in 
the high-yield markets. 

In our case, we found there was a 
portion of our client base seeking much 
higher yields than could currently be 
provided by the investment grade mar-
kets, therefore our new launches have 
been framed to meet client demand for 
the best relative value that can be de-
rived from investing across the capital 
spectrum, across both senior and junior 
infrastructure debt markets.

Q Which are the most 
attractive sectors 

currently?
Glenn Fox: We have invested our in-
vestment grade portfolios across a wide 
range of sectors – ports, toll roads, 
parking, liquified natural gas, conven-
tional power generators, solar power 
generators, pipelines. We are quite sec-
tor neutral and prefer to look for a par-
ticular set of investment characteristics: 
long-term stable cashflows, under-
pinned by a contractual or regulatory 
structure that should protect the asset 
against the economic cycle. Revenues 
are generally fixed and not determined 
by volumes.

We recently looked at utilities trans-
actions that typically are not attractive 
to us because of low yields. However, 
there was a period in March to May 
when spreads were higher. We also re-
cently invested in a US healthcare asset 
because it offered a very attractive cou-
pon for the rating level.

Q Are there any sectors 
which investors should 

steer clear of?
GF: Covid-19 has taught many of us 
in the industry a harsh lesson about 

Building a focus on sustainability

Q How important is sustainability to investors?
Glenn Fox: We approach sustainability in infrastructure investing as 

a credit issue. We identify when environmental factors, in the widest sense 
of the word, could have an impact on the long-term stability of a potential 
investment, and we are seeing growing interest from investors on the 
environmental impact that our investments have.

We have not seen a strong drive from investors to invest in assets that 
are only sustainable, for now. Nevertheless, we think that this is coming 
and are assessing the potential launch of a sustainability-focused fund in the 
months to come.

Q How do you define sustainable infrastructure?
GF: HSBC is a lead participant in a global initiative which aims to 

bring some clarity to what is sustainable. It is much wider than looking at 
direct environmental impacts. There are social and governance issues too, 
and a lot depends on how an asset is being used rather than what it is.

Another thing we think is missing right now is sustainability reporting. 
It is not current market practice for a solar PV plant to report on CO2 
emissions or environmental impact across its supply chain. But it will 
be in time and that will be a big part of making sustainable investment 
credible.

Q How should investors approach emerging technologies 
and themes?

GF: It is a tricky balance to strike. Due to the asymmetric nature of the 
asset class, we are instinctively risk-averse, so investing in new and untested 
technology is difficult. But if we can pinpoint technologies that are reaching 
commercial scalability then we would be interested. We are considering 
themes such as the charging of electric cars or the conversion of gas supply 
networks into hydrogen supply networks. We are also anticipating the 
emergence of new investment themes such as carbon capture and storage in 
the next few years.

airport investment. We currently do 
not have any significant concerns about 
our limited airport exposure due to the 
quality of the sponsors and liquidity 
options open to the operators, but it 
would be difficult to put a new airport 
proposition to investors at this time.

We avoid coal-fired power genera-
tion and generally would not invest in 
the coal infrastructure chain, such as 
ports reliant on shipping coal. There 
are also thematic shifts to keep in mind. 
For example, the European Investment 
Bank is no longer going to lend to gas-
fired generation projects. That means 
we are wary of any future refinancing 

requirements and will only invest in 
investment grade debt for gas-fired 
power or LNG liquefaction if it is fully 
amortising.

We sometimes find that sponsors 
can get away with not offering the cov-
enants we want, and we will walk away 
from deals that do not meet our struc-
tural standards. There is no amount of 
structuring that can mask a bad asset.

However, it is certainly possible 
to turn a good asset into a bad one 
through a deficient financial structure. 
Having an appropriate level of control 
if the deal runs into trouble is a key pri-
ority in due diligence.
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Q How should investors look 
to approach emerging 

markets?
SN: In addition to the illiquidity and 
complexity premium available in infra-
structure debt, it is possible to generate 
a country risk premium in emerging 
markets. Sponsors in emerging mar-
kets realise debt structuring is very 
important, so we often find emerging 
markets debt structures are more ro-
bust because sponsors cannot get away 
without offering some important cov-
enants – as they might on the largest 
and most competitive deals in the US, 
for example.

The downside is that the deal could 
come under pressure due to the coun-
try losing its investment grade rating. 
As a result of covid-19, some countries 
– such as India – are teetering on the 
cusp of becoming high yield. India is 
likely to be a long-term success story 
because of its growth ambitions, its 
large population and low income per 
capita, but investors may have to en-
dure a period of turbulence. One needs 
to be cautious about assessing the coun-
try’s economic outlook before deciding 
that the risk premium is sufficient over 
the weighted average life of the debt.

Things can change in emerging 
markets, as in developed markets. Our 
general starting point is the country’s 
history of accepting private sector in-
vestment. We do extensive forensic due 
diligence, including advice from exter-
nal advisers on risk management. Our 
teams also take a line of sight through 
to the underlying counterparty to make 
sure they have sufficient liquidity to 
cover the terms of the debt.

Q Where else are the 
opportunities for 

investors?
GF: Across Asia-Pacific we are seeing 
opportunities in Thailand, Indonesia 
and the Philippines.

In Latin America, Chile, Uruguay 
and Peru are relatively attractive to us. 
We are also looking selectively at the 
Middle East, where some countries, 

like UAE and Saudi Arabia, have 
quite robust credit ratings and some 
well-structured infrastructure projects. 
We are achieving a premium in mar-
kets that need more careful assessment 
of the geopolitical risks than some de-
veloped markets.

We are very focused on helping 
markets meet sustainability objectives 
for their economies by having access 
to investor capital and are working on 
ideas to bring financing to non-invest-
ment grade countries in Africa, Lat-
in America and South-East Asia. We 
believe that we will be able to offer 
investors attractive means of investing 
in sustainable emerging markets infra-
structure over the next few years.

Q How have infrastructure 
debt markets been 

affected by covid-19?
SN: Covid-19 has led to an unprec-
edented injection of fiscal stimulus, 
which has supported the functioning 
of the financial markets globally. This 
has created pockets of relative value in 
certain sectors within a number of both 
emerging and developed economies 
across the senior and junior infrastruc-
ture markets.

GF: Portfolio wise, we have not yet had 
a single asset that has gone from invest-
ment grade to non-investment grade as 
a result of covid-19. And where reve-
nues have slumped for toll roads and 
airports, we expect those assets will re-
turn to something resembling normal 
in the future. They also have the ability 
to raise additional liquidity, either by 
raising additional debt or the sponsor 
injecting equity.

There was also a degree of disrup-
tion in the construction process due to 
the travel restrictions. However, over-
all, our portfolio has come through 
relatively unscathed, delivering yield 
premiums despite tremendous market 
volatility. And on the plus side, the 
blow out in spreads enabled us to make 
some investments on very attractive 
terms. ■

“Having an 
appropriate level of 
control if the deal 
runs into trouble is 
a key priority in due 
diligence”

GLENN FOX

“Pension funds and 
insurers are facing 
widening funding gaps 
in terms of the asset-
liability mismatch”

SHANTINI NAIR
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Disclaimer

For Professional Clients and intermediaries within 
countries and territories set out below; and for 
Institutional Investors and Financial Advisors in 
Canada and the US. This document should not 
be distributed to or relied upon by Retail clients/
investors.

The value of investments and the income from them 
can go down as well as up and investors may not 
get back the amount originally invested. The capital 
invested in the fund can increase or decrease and is 
not guaranteed. The performance figures contained 
in this document relate to past performance, which 
should not be seen as an indication of future returns. 
Future returns will depend, inter alia, on market 
conditions, fund manager’s skill, fund risk level and 
fees. Where overseas investments are held the rate 
of currency exchange may cause the value of such 
investments to go down as well as up. Investments 
in emerging markets are by their nature higher risk 
and potentially more volatile than those inherent in 
some established markets. Economies in Emerging 
Markets generally are heavily dependent upon 
international trade and, accordingly, have been 
and may continue to be affected adversely by trade 
barriers, exchange controls, managed adjustments 
in relative currency values and other protectionist 
measures imposed or negotiated by the countries 
and territories with which they trade. These 
economies also have been and may continue to be 
affected adversely by economic conditions in the 
countries and territories in which they trade. Mutual 
fund investments are subject to market risks, read all 
scheme related documents carefully. 

The contents of this document may not be 
reproduced or further distributed to any person or 
entity, whether in whole or in part, for any purpose. 
All non-authorised reproduction or use of this 
document will be the responsibility of the user 
and may lead to legal proceedings.  The material 
contained in this document is for general information 
purposes only and does not constitute advice or a 
recommendation to buy or sell investments. Some 
of the statements contained in this document may 
be considered forward looking statements which 
provide current expectations or forecasts of future 
events. Such forward looking statements are not 
guarantees of future performance or events and 
involve risks and uncertainties. Actual results may 
differ materially from those described in such 
forward-looking statements as a result of various 
factors.  We do not undertake any obligation to 
update the forward-looking statements contained 
herein, or to update the reasons why actual results 
could differ from those projected in the forward-
looking statements. This document has no contractual 
value and is not by any means intended as a 
solicitation, nor a recommendation for the purchase 
or sale of any financial instrument in any jurisdiction 
in which such an offer is not lawful. The views and 
opinions expressed herein are those of HSBC Global 
Asset Management at the time of preparation, and 
are subject to change at any time. These views 
may not necessarily indicate current portfolios’ 
composition. Individual portfolios managed by 
HSBC Global Asset Management primarily reflect 
individual clients’ objectives, risk preferences, time 
horizon, and market liquidity. Foreign and emerging 
markets. Investments in foreign markets involve 
risks such as currency rate fluctuations, potential 
differences in accounting and taxation policies, as 
well as possible political, economic, and market 
risks. These risks are heightened for investments in 
emerging markets which are also subject to greater 
illiquidity and volatility than developed foreign 
markets. This commentary is for information purposes 
only. It is a marketing communication and does not 
constitute investment advice or a recommendation to 
any reader of this content to buy or sell investments 
nor should it be regarded as investment research. 
It has not been prepared in accordance with 
legal requirements designed to promote the 
independence of investment research and is not 
subject to any prohibition on dealing ahead of its 
dissemination. 

All data from HSBC Global Asset Management unless 
otherwise specified. Any third party information 

has been obtained from sources we believe to 
be reliable, but which we have not independently 
verified.

HSBC Global Asset Management is a group of 
companies in many countries and territories 
throughout the world that are engaged in investment 
advisory and fund management activities, which 
are ultimately owned by HSBC Holdings Plc. (HSBC 
Group). HSBC Global Asset Management is the brand 
name for the asset management business of HSBC 
Group. The above communication is distributed by 
the following entities:  
• In Argentina by HSBC Global Asset Management 

Argentina S.A., Sociedad Gerente de Fondos 
Comunes de Inversión, Agente de administración 
de productos de inversión colectiva de FCI N°1;

• In Australia, this document is issued by HSBC 
Bank Australia Limited ABN 48 006 434 162, AFSL 
232595, for HSBC Global Asset Management 
(Hong Kong) Limited ARBN 132 834 149 and HSBC 
Global Asset Management (UK) Limited ARBN 633 
929 718. This document is for institutional investors 
only, and is not available for distribution to retail 
clients (as defined under the Corporations Act). 
HSBC Global Asset Management (Hong Kong) 
Limited and HSBC Global Asset Management (UK) 
Limited are exempt from the requirement to hold 
an Australian financial services license under the 
Corporations Act in respect of the financial services 
they provide. HSBC Global Asset Management 
(Hong Kong) Limited is regulated by the Securities 
and Futures Commission of Hong Kong under the 
Hong Kong laws, which differ from Australian laws. 
HSBC Global Asset Management (UK) Limited is 
regulated by the Financial Conduct Authority of 
the United Kingdom and, for the avoidance of 
doubt, includes the Financial Services Authority 
of the United Kingdom as it was previously known 
before 1 April 2013, under the laws of the United 
Kingdom, which differ from Australian laws; 

• In Bermuda by HSBC Global Asset Management 
(Bermuda) Limited, of 37 Front Street, Hamilton, 
Bermuda which is licensed to conduct investment 
business by the Bermuda Monetary Authority; 

• In Canada by HSBC Global Asset Management 
(Canada) Limited which provides its services 
as a dealer in all provinces of Canada except 
Prince Edward Island and also provides services 
in Northwest Territories. HSBC Global Asset 
Management (Canada) Limited provides its 
services as an advisor in all provinces of Canada 
except Prince Edward Island; 

• In Chile: Operations by HSBC’s headquarters or 
other offices of this bank located abroad are not 
subject to Chilean inspections or regulations and 
are not covered by warranty of the Chilean state. 
Further information may be obtained about the 
state guarantee to deposits at your bank or on 
www.sbif.cl; 

• In Colombia: HSBC Bank USA NA has an 
authorized representative by the Superintendencia 
Financiera de Colombia (SFC) whereby its activities 
conform to the General Legal Financial System. 
SFC has not reviewed the information provided to 
the investor. This document is for the exclusive use 
of institutional investors in Colombia and is not for 
public distribution;

• In Finland, Norway, Denmark and Sweden by 
HSBC Global Asset Management (France), a 
Portfolio Management Company authorised by the 
French regulatory authority AMF (no. GP99026) 
and through the Stockholm branch of HSBC 
Global Asset Management (France), regulated 
by the Swedish Financial Supervisory Authority 
(Finansinspektionen); 

• In France, Belgium, Netherlands, Luxembourg, 
Portugal, Greece by HSBC Global Asset 
Management (France), a Portfolio Management 
Company authorised by the French regulatory 
authority AMF (no. GP99026);  

• In Germany by HSBC Global Asset Management 
(Deutschland) GmbH which is regulated by 
BaFin (German clients) respective by the Austrian 
Financial Market Supervision FMA (Austrian clients);

• In Hong Kong by HSBC Global Asset Management 
(Hong Kong) Limited, which is regulated by the 
Securities and Futures Commission; 

• In India by HSBC Asset Management (India) Pvt Ltd. 
which is regulated by the Securities and Exchange 
Board of India; 

Key risks of investing in Infrastructure Debt

Investing involves risk and the value of an 
investment and the income from it may fall as well as 
rise. You may not get back the full amount invested. 

The risks in relation to infrastructure can generally 
be grouped into: completion, prepayment, 
technological, raw materials supply, economic, 
financial, currency, government contract, political, 
regulatory, privatisation and industry restructuring, 
environmental and force majeure risks which are 
summarised below. More detailed information will be 
contained in an IMA.

Completion risk has a monetary aspect and a 
technical aspect. The monetary element concerns 
the risk either that a higher-than-anticipated rate of 
inflation, shortage of critical supplies, unexpected 
delays, an underestimation of construction costs 
or a lower-than expected price for the project’s 
output might cause the project to be no longer 
be profitable. The technical element is where the 
project may prove to be technically infeasible; 
environmentally objectionable or require such large 
expenditures to become technically feasible, that the 
project becomes uneconomic to complete. 

Prepayment risk is the risk that a loan or investments 
is repaid earlier than expected with the result that 
the term of the loan or investment is shortened; the 
interest paid in respect of that loan or investment is 
reduced and the yield is adversely affected.

Technological risk exists when the technology, 
on the scale proposed for the project, will not 
perform according to specifications or will become 
prematurely obsolete. The risk of technical 
obsolescence following completion becomes 
particularly important when a project involves a 
state-of-the-art technology in an industry whose 
technology is rapidly evolving. 

Raw Material Supply risk is particularly in connection 
with natural resource projects, where there is a risk 
that the natural resources, raw materials, or other 
factors of production necessary for successful 
operation may become depleted or unavailable 
during the life of the project. 

Economic risk is where demand will not be sufficient 
to generate revenues to cover the project’s costs 
and debts and provide a fair rate of return to equity 
investors. 

Financial risk exists as rising interest rates could 
jeopardise the project’s ability to service its debt, if a 
significant portion consists of floating-rate debt. 

Currency risk arises when the project’s revenue 
stream or its cost stream is denominated in more 
than one currency and a change in the exchange 
rate occurs.

Government Contract Risk arises where authorities 
may not be able to or may choose not to honour their 
obligations, especially over the long term. If a project 
fails to comply with any regulation or contractual 
obligation, such project could be subject to monetary 
penalties, loss of the right to operate affected 
businesses, or both.

Political risk involves the possibility that political 
authorities might interfere with the timely 
development and/or long-term economic viability of 
the project. 

Regulatory risk includes failure to obtain or a delay 
in obtaining permits/approvals which could result in 
fines; additional costs; or lost revenues. 

Privatisation and Industry Restructuring risk is 
present as governments or government-controlled 
entities may, either directly or through regulatory 
agencies, control many assets in the jurisdiction 
of a project. This control may also extend to the 
distribution, sale or use of certain infrastructure 
commodities. 

Environmental risk is present when the 
environmental effects of a project might cause a 
delay in the project’s development or necessitate a 
costly redesign. 
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• In Israel, HSBC Bank plc (Israel Branch) is regulated 
by the Bank of Israel. This document is only 
directed in Israel to qualified investors (under the 
Investment advice, Investment marketing and 
Investment portfolio management law-1995) of the 
Israeli Branch of HBEU for their own use only and is 
not intended for distribution;

• In Italy and Spain by HSBC Global Asset 
Management (France), a Portfolio Management 
Company authorised by the French regulatory 
authority AMF (no. GP99026) and through the 
Italian and Spanish branches of HSBC Global Asset 
Management (France), regulated respectively 
by Banca d’Italia and Commissione Nazionale 
per le Società e la Borsa (Consob) in Italy, and 
the Comisión Nacional del Mercado de Valores 
(CNMV) in Spain; 

• In Mexico by HSBC Global Asset Management 
(Mexico), SA de CV, Sociedad Operadora de 
Fondos de Inversión, Grupo Financiero HSBC 
which is regulated by Comisión Nacional Bancaria 
y de Valores; 

• In the United Arab Emirates, Qatar, Bahrain & 
Kuwait by HSBC Bank Middle East Limited which 
are regulated by relevant local Central Banks for 

the purpose of this promotion and lead regulated 
by the Dubai Financial Services Authority. 

• In Oman by HSBC Bank Oman S.A.O.G regulated 
by Central Bank of Oman and Capital Market 
Authority of Oman; 

• In Peru: HSBC Bank USA NA has an authorized 
representative by the Superintendencia de Banca 
y Seguros in Perú whereby its activities conform 
to the General Legal Financial System - Law No. 
26702. Funds have not been registered before the 
Superintendencia del Mercado de Valores (SMV) 
and are being placed by means of a private offer. 
SMV has not reviewed the information provided to 
the investor. This document is for the exclusive use 
of institutional investors in Perú and is not for public 
distribution;

• In Singapore by HSBC Global Asset Management 
(Singapore) Limited, which is regulated by the 
Monetary Authority of Singapore;

• In Switzerland by HSBC Global Asset Management 
(Switzerland) AG whose activities are regulated 
in Switzerland and which activities are, where 
applicable, duly authorised by the Swiss Financial 
Market Supervisory Authority. Intended exclusively 
towards qualified investors in the meaning of Art. 

10 para 3, 3bis and 3ter of the Federal Collective 
Investment Schemes Act (CISA); 

• In Taiwan by HSBC Global Asset Management 
(Taiwan) Limited which is regulated by the Financial 
Supervisory Commission R.O.C. (Taiwan); 

• In the UK by HSBC Global Asset Management (UK) 
Limited, which is authorised and regulated by the 
Financial Conduct Authority; 

• and in the US by HSBC Global Asset Management 
(USA) Inc. which is an investment adviser registered 
with the US Securities and Exchange Commission. 

 

NOT FDIC INSURED    NO BANK GUARANTEE   
MAY LOSE VALUE

Copyright © HSBC Global Asset Management 
Limited 2020. All rights reserved.  No part of this 
publication may be reproduced, stored in a retrieval 
system, or transmitted, on any form or by any means, 
electronic, mechanical, photocopying, recording, or 
otherwise, without the prior written permission of 
HSBC Global Asset Management Limited.

XB1454/EXP010921


