Private credit firms step up to meet capital expenditure demands
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The need for significant capital expenditure in the realms of data centres, energy infrastructure, and the reshoring of industries is becoming increasingly paramount as the global economy evolves. In light of this pressing necessity, questions surrounding the sources of finance for these undertakings are stirring discussions within financial circles.
Recent developments in the United States banking sector suggest that banks are positioned to seize opportunities amid a more favourable regulatory environment facilitated by the new administration in Washington. Share price increases for US banks since the recent elections indicate investor expectations of greater flexibility in capital deployment. According to an analysis by Morgan Stanley, should the Basel III banking standards be implemented in the US without raising overall capital demands, it could potentially release upwards of $86 billion for the top twelve banks, paving the way for expanded lending capabilities and share buybacks.
In parallel, leading private credit firms are stepping into the financial landscape, aiming to meet the burgeoning demand for investment. The top seven listed private credit groups now control approximately $2.1 trillion in credit assets across various sectors, including infrastructure and real estate. However, as traditional private credit markets become saturated, these firms are pivoting towards more lucrative opportunities aligned with the anticipated capital expenditure for projects pivotal to the energy transition and those supporting the rise of cloud computing and artificial intelligence.
The projected investment in data centres alone is expected to exceed $1 trillion within the United States over the next five years, with an additional $1 trillion anticipated globally, according to estimates from Blackstone. The surge in demand for robust data management and the escalating energy requirements will necessitate further investments in greener power sources and management techniques.
Marc Rowan, the CEO of Apollo Global, foresees potential private project finance deals reaching between $15 trillion and $20 trillion within the next year, underscoring the complexity and long-term nature of these investments, which often do not align seamlessly with traditional banking structures.
According to Oliver Wyman, private credit currently comprises only about 5% of the total $5.5 trillion specialty finance market, a figure that dips even lower in the area of energy infrastructure. Nevertheless, a noticeable transformation within private credit funding models has emerged, driven primarily by investments from insurers. Research indicates that private credit assets financed by insurers within the top seven private market players now constitute 43% of credit assets, a figure that has risen from 32% at the close of 2021. In essence, approximately half of the inflows in 2024 originated from these insurers.
Insurers are increasingly seeking investments in long-duration, inflation-resistant assets, and firms such as BlackRock are contemplating a significant portfolio shift—potentially reallocating 10% of its $700 billion in insurance assets from core fixed income to private credit. This shift aligns with initiatives such as BlackRock's $12 billion acquisition of the private credit group HPS, and a significant partnership formed between Northwestern Mutual and Sixth Street managing $13 billion of assets.
While this shift signals a societal pivot back towards long-term infrastructure financing akin to post-World War II practices, European markets face considerable hindrances. Stringent regulations limit the ability of insurers to engage in financing the real economy through private credit or by acquiring senior tranches of securitised products. As of today, US data centre securitisations have totalled $24.3 billion since 2018, in stark contrast to the European Union, which has yet to witness a comparable transaction. 
The need for regulatory recalibration in Europe concerning insurance, securitisation, and private credit has been emphasised by figures such as former Italian Prime Minister Mario Draghi, highlighting the urgent need to cultivate a conducive environment for infrastructure investment.
Amid a landscape marked by potential risks—particularly regarding the quality of borrowers—the US private credit market is poised to play an ever-expanding role in financing the anticipated capital expenditure boom, fundamentally reshaping the operational dynamics within which businesses operate.
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