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Key Takeaways
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- Beyond concerns about the slowing global economy and a turn in the credit cycle,
infrastructure investors are worried about rising political risks and to what extent they
may affect contractual and regulatory stability and, ultimately, country risk and
sovereign credit quality.
- In Europe, all eyes remain focused on fallout from a potential disorderly, no-deal Brexit,
together with the Italian political stance toward Atlantia's Genoa bridge collapse.
- For the U.S., there is interest from the president and both political parties in prioritizing
infrastructure, but no consensus on funding.
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- Emerging markets saw many key elections in 2018, but their effect on policies is yet to
be seen, like resolution of the new Mexico Airport project, which the incoming president
surprisingly announced he would cancel once in power.
- In China credit-transitioning risk remains for local government funding vehicles, even if
recent government actions have been more supportive.

Aside from concerns about the slowing global economy and what many see as the late stage of the
credit cycle, infrastructure investors are worried about rising political risks, partly as a result of
growing populism and nationalism, and to what extent they may affect contractual and regulatory
stability and, ultimately, country risk and sovereign credit quality.
The outlook for the global economy in 2019 is straightforward: GDP growth will slow in aggregate
and in most major countries. S&P Global Ratings expects U.S. GDP growth to slow to 2.3% (from
2.9% in 2018) with its budget deficit rising to as much as 5%-6% a year over 2019-2021. While
China's expansion will continue to moderate despite a pause in corporate deleveraging, we expect
further policy easing as ongoing trade tensions and the effects on both business and investor
confidence continue to bite. European growth will trundle along, weighed down by concerns about
Brexit, Italy's budget, and Germany's new leadership ahead of European parliamentary elections
in May. Across emerging markets (in a context of a strong dollar), tech and oil-exporting
economies may struggle in relative terms. A slowing of global growth is, however, both necessary
and healthy in our view, even if recent bouts of market turbulence are a reminder that slowdowns
are not always smooth. See "Global Economic Outlook 2019: Autumn Is Coming," published on
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Dec. 12, 2018, on RatingsDirect.
In Europe, all eyes remain focused on fallout from a potential disorderly, no-deal Brexit. Although
not our base case, a no-deal Brexit would mean new customs, regulatory authorizations, license
procedures, and border controls. For all kinds of businesses, the operational consequences of a
no-deal Brexit are likely to be significant, even if the E.U. and U.K. have announced contingency
plans, notably to avoid airline travel disruptions. In Italy, the outcome for Atlantia following the
devastating Genoa bridge collapse will be a clear test of the populist government's stance toward
private financing arrangements for infrastructure and strength of the concession agreement. In
Germany, Austria, Portugal, and Spain too, 2019 will be a year with regulatory resets for utility
networks.
For the U.S., there is interest from President Donald Trump and both political parties in prioritizing
infrastructure. However, there is no consensus on how infrastructure will be funded, and
disagreements over immigration could put a stop to a unified plan. While President Trump's
infrastructure plan outlined broad-based policy changes (see "President Trump's Infrastructure
Plan: A Substantive Shift To Private-Sector Funding," published on Feb. 14, 2018), it became clear
that political headwinds would limit what could be achieved in 2018. Nevertheless, progress was
made in the airport sector and with streamlining planning permissions.
Emerging markets saw many key elections in 2018, but their effect on policies is yet to be seen,
like in Mexico and Brazil. This year is also an important election year in India and Argentina, which
could bring policy shifts. One of the higher-profile infrastructure events in emerging markets is
turmoil around the Mexico City Airport Trust, after the incoming president surprisingly announced
that, once in government, he intends to cancel the New Mexico City International Airport project
(NAICM). Nevertheless, we saw a positive result in the recent cash tender offer and consent
solicitation for NAICM bonds announced at the end of 2018 because it should lead to debt
reduction and reduce uncertainties for bondholders once fully and duly executed. However, even if
debtholders have recourse to cash flow from the existing Mexico airport, uncertainties remain
about the litigation risks of the creditors who did not consent and the potential unintended
consequences of the project's wind-down.
Finally, China's efforts to avoid abrupt deleveraging are likely to mitigate the substantial
refinancing risks for local government funding vehicles (LGFVs) in 2019. However, we still believe
LGFVs are subject to credit-transitioning risk as they are phased out as preferred financing arms
for local and regional governments. Over time, on-balance-sheet funding channels are likely to
gradually develop into more liquid and viable alternatives to local government financing for
infrastructure projects.
(For more detail about key infrastructure-related trends and recent sector reports, see our most
recent "Quarterly Infrastructure Outlook" here: https://bit.ly/2BhhscE.)
This report does not constitute a rating action.

www.spglobal.com/ratingsdirect

February 4, 2019

2

What Matters To Infrastructure Investors In 2019: Brexit, Populism, And Country Risks

Copyright © 2018 by Standard & Poor’s Financial Services LLC. All rights reserved.
No content (including ratings, credit-related analyses and data, valuations, model, software or other application or output therefrom) or any
part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a database or
retrieval system, without the prior written permission of Standard & Poor’s Financial Services LLC or its affiliates (collectively, S&P). The
Content shall not be used for any unlawful or unauthorized purposes. S&P and any third-party providers, as well as their directors, officers,
shareholders, employees or agents (collectively S&P Parties) do not guarantee the accuracy, completeness, timeliness or availability of the
Content. S&P Parties are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, for the results
obtained from the use of the Content, or for the security or maintenance of any data input by the user. The Content is provided on an “as is”
basis. S&P PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF
MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT
THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE
CONFIGURATION. In no event shall S&P Parties be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive,
special or consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and
opportunity costs or losses caused by negligence) in connection with any use of the Content even if advised of the possibility of such
damages.
Credit-related and other analyses, including ratings, and statements in the Content are statements of opinion as of the date they are
expressed and not statements of fact. S&P’s opinions, analyses and rating acknowledgment decisions (described below) are not
recommendations to purchase, hold, or sell any securities or to make any investment decisions, and do not address the suitability of any
security. S&P assumes no obligation to update the Content following publication in any form or format. The Content should not be relied on
and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making
investment and other business decisions. S&P does not act as a fiduciary or an investment advisor except where registered as such. While
S&P has obtained information from sources it believes to be reliable, S&P does not perform an audit and undertakes no duty of due
diligence or independent verification of any information it receives. Rating-related publications may be published for a variety of reasons
that are not necessarily dependent on action by rating committees, including, but not limited to, the publication of a periodic update on a
credit rating and related analyses.

To the extent that regulatory authorities allow a rating agency to acknowledge in one jurisdiction a rating issued in another jurisdiction for
certain regulatory purposes, S&P reserves the right to assign, withdraw or suspend such acknowledgment at any time and in its sole
discretion. S&P Parties disclaim any duty whatsoever arising out of the assignment, withdrawal or suspension of an acknowledgment as
well as any liability for any damage alleged to have been suffered on account thereof.
S&P keeps certain activities of its business units separate from each other in order to preserve the independence and objectivity of their
respective activities. As a result, certain business units of S&P may have information that is not available to other S&P business units. S&P
has established policies and procedures to maintain the confidentiality of certain non-public information received in connection with each
analytical process.
S&P may receive compensation for its ratings and certain analyses, normally from issuers or underwriters of securities or from obligors.
S&P reserves the right to disseminate its opinions and analyses. S&P's public ratings and analyses are made available on its Web sites,
www.standardandpoors.com (free of charge), and www.ratingsdirect.com and www.globalcreditportal.com (subscription), and may be
distributed through other means, including via S&P publications and third-party redistributors. Additional information about our ratings
fees is available at www.standardandpoors.com/usratingsfees.
STANDARD & POOR’S, S&P and RATINGSDIRECT are registered trademarks of Standard & Poor’s Financial Services LLC.

www.spglobal.com/ratingsdirect

February 4, 2019

3

