Choose your beast wisely

Why infrastructure and general corporate debt are worlds apart.

“All animals are equal but some animals are more equal than
others.” George Orwell may have been critiquing communism
rather than financial markets per se, but we’ll borrow the literary
license just this once.

Enter private debt. With traditional banks retrenching after the
global financial crisis, private lenders have stepped in to fill a void
that has since ballooned into a multi-trillion dollar industry.

With geopolitical and economic turbulence showing little sign of
abating, debt has come back into focus as a natural counterweight
to equity exposure. Investors may gravitate towards the well-
trodden safety of bonds, but private debt offers similar defensive
ballast with the added benefit of a higher yield, courtesy of

the illiquidity premium that comes from lending outside public
markets.

But not all private debt is created equal. The label covers
everything from asset-backed lending to mezzanine finance, with
vastly different risk and reward profiles. Bundling them together
makes about as much sense as grouping together NVIDIA, Toyota
and Domino’s on the basis they’re all equities.

Choosing the right kind of private debt can matter just as much
as choosing the right asset class - and the difference between
general corporate and infrastructure debt can be critical when it
comes to building resilience.

Solid foundations

The energy transition, digitalisation and the replacement of
ageing transport, utility and power infrastructure are driving
soaring demand for long-term capital. As the chart below shows,
the trillion dollar funding gap is forecast to widen further,
making infrastructure debt largely a lender’s market. Added

to this, infrastructure represents less than 10% of the broader
private debt market, and unlike mainstream private debt, has not
attracted the US mega funds competing to deploy capital.

Infrastructure’s underlying revenue drivers add a further layer

of resilience. Demand is relatively inelastic, providing essential
services such as electricity, transport and mobile connectivity that
people need regardless of the macro backdrop. Revenue streams
are typically contracted and often inflation-linked, while the debt
itself is secured against critical hard assets that are expensive
and slow to replace.
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Fig.1: The Supply-Demand Imbalance Is Widening

Forecast funding gap for infrastructure debt to 2040
Current trends v investment need

Source: 620 Global Infrastructure Outlook

Demand for corporate debt, by contrast, is driven
by the economic cycle rather than the long-term
structural forces underpinning infrastructure
demand. For corporate borrowers, particularly
consumer-facing ones, a slowing economy can also
put revenues and debt servicing under pressure.
Without the same quality of asset backing, this can
result in higher default and lower recovery rates.

Accessing the opportunity

Private debt has traditionally been the preserve of
institutions, but investment trusts provide a natural
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wrapper for less liquid assets, with the ability to take
a long-term view without the pressure of poorly-timed
disposals to meet redemptions.

But not all these vehicles are equal, with returns driven
by the expertise of the team sourcing, structuring and
managing the loans. Knowing which jurisdictions, sectors
and borrowers to back (and which to avoid) requires in-
depth experience across the lifecycle of the loan.
Sequoia Economic Infrastructure Income Fund (SEQI)
offers such expertise, managed by SIMCo, a dedicated
infrastructure debt specialist whose founding partners
bring 25-plus years of experience from leading banks and
asset managers.

Since launch in 2015, SEQI has delivered a cumulative
NAV total return of 92%, compared to 46% for the iShares
Global High Yield Corp Bond (GBP-hedged) ETF. This
demonstrates both the illiquidity premium available in
private markets and the alpha generated through skilled,
active management.

SEQI is currently trading on a dividend yield of 9%, with a
fully cash-covered dividend. As the chart below illustrates,
this yield sits comfortably above forecast returns for both
government and investment grade corporate bonds, as well
as major equity markets. The trust is also one of the first
global infrastructure debt funds to achieve the milestone of
paying over $1 billion of dividends since inception.

Fig.1: How Seqi’s Yield Compares To Returns
From Other Assets
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Lifting the bonnet

SEQI’s managers focus on the mid-market, where
competition is lower and spreads tend to be wider. The
portfolio holds around 5o investments across eight sectors
- including renewable energy, data centres, healthcare

and student housing - with a focus on assets carrying
substantial equity cushions and high replacement costs.

The majority of holdings are operational rather than
higher-risk construction projects, which reduces loss

and default rates. The portfolio is refreshed regularly,

with an average loan life of under four years providing

the flexibility to pivot towards the most compelling
opportunities. A high proportion of floating-rate loans also
limits sensitivity to interest rate movements, which could
be a useful feature given current uncertainty over the base
rate trajectory.

Active management enables the team to tilt the portfolio to
both capture opportunity and manage risk. The managers
stepped in to acquire some of the secondary loans
offloaded by banks post the European sovereign debt
crisis, while reducing exposure to transportation projects
during the pandemic. Data centres remain a key growth
area, but the team has become more selective here as
spreads have tightened.

Solid foundations

The inhabitants of Animal Farm discovered to their cost
that equality can mask a very different reality. Private debt
follows a similar script - one label, but beneath it, not all
exposures are created equal.

Infrastructure debt is structurally supported, asset
backed and built to weather a challenging economic and
geopolitical backdrop in a way that general corporate
credit struggles to match. For investors seeking resilience
without sacrificing yield, SEQI has a decade-plus track
record of delivering on both counts.

Data as at 30/04/2026 unless otherwise specified. Returns
data sourced from SEQI monthly factsheet.
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