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An alternative to financing 

European infrastructure

The EU has promoted the Project Bond Initiative (PBI) to increase the

attractiveness of large-scale infrastructure funding to institutional

investors such as pension funds and insurance companies. A study undertook

a strengths, weakness, opportunities and threats (SWOT) analysis of pilot

case studies and found that the PBI may facilitate infrastructure financing

in Europe, but certain challenges need to be addressed.
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The EC 2020 Agenda envisages a €1.5 - €2 trillion investment in energy, transport, and

information and communication technology (ICT) to promote growth, employment and

convergence across regions. However, raising long-term financing for infrastructure has

become a challenge since the 2008 economic recession.

In 2010, the EC launched the Europe 2020 PBI to increase strategic infrastructure

investment. The aim of PBI is to use EU funds for credit enhancement and to encourage

institutional investors (i.e. pension funds and insurance companies) to finance large-

scale European infrastructure. Institutional investors are potential buyers of long-term

project financing securities. The PBI recognises capital markets as an alternative source

of funding for infrastructure projects.

A study used a SWOT analysis to identify the constraints and attractiveness of the PBI

within Europe. This involved:

• conducting a global literature survey of project bonds for financing infrastructure;

• using responses of institutional investors and other stakeholders provided by an EC
public consultation on PBI;

• reviewing pilot case studies including a Belgian motorway and an Autobahn in
Germany.
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The strengths and weaknesses were identified by categorising the internal factors that 
enhance or limit the project bonds promoted by PBI as a financial instrument for large-
scale infrastructure. The opportunities and threats were determined by analysing and 
categorising the external factors that provide positive and negative potential for the 
PBI (see table).

The study concluded that there is great potential for institutional investors to invest in 
large-scale infrastructure projects through capital markets. However, the role of these 
institutions (i.e. pension funds and insurance companies) in Europe has been 
negligible compared to those in other countries such as Australia, Canada and the US. 

New European regulatory requirements constrain bank borrowing for project finance 
purposes. However, gaining the interest of institutional investors in long-term 
infrastructure financing is not an easy task. Institutional investors need to invest in 
low-risk securities but this is incompatible for infrastructure projects which need high 
amounts of finance. The monoline insurance market, which used a guarantee rating 
of project finance bonds, has dwindled since the economic recession. This means 
there is an opportunity to develop a project bond market in Europe that is boosted by 
the EU. 

All these aspects explain the decision of the EU to implement certain guarantees for 
credit enhancement to increase the attractiveness of long-term project bonds to 
institutional investors. This can strengthen a market that has been traditionally weak 
in Europe. 

The study makes a number of recommendations for the implementation of PBI. 

1. The EC must consider enhancing the technical assistance to improve the 
preparation of high-quality projects by identifying risk factors from project 
inception to delivery. The PBI will be successful in that it means lowering the 
costs for users and taxpayers.

2. According to the present rules, the guarantee cannot be higher that 20% of the 
bond issuance. This limit should be flexible depending on the specific 
characteristics and needs of each project. The measure will be effective in 
attracting the interest of institutional investors. 

3. The PBI is a good opportunity to draw institutional investors to promote 
economic infrastructure and social infrastructure (such as hospitals, educational 
facilities, prisons, housing, recreation and leisure, and stadiums).

4. The European Investment Bank should monitor regularly the implementation of 
projects in cooperation with Member States to ensure zero tolerance to fraud 
policy and corruption. 
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Opportunities

O1. Regulatory requirements that constraint substantially the borrowing 
form banks for project finance purposes offer a good opportunity to the 
capital markets.

O2. The PBI Constitutes a good opportunity for institutional investors to 
acquire inflation-linked securities.

O3. The PBI may be a good opportunity to the institutional investors to 
diversify their portfolio.

O4. The infrastructure sector has a need for long-term financing.

Threats

T1. Negative perception of the infrastructure value after the financial crisis.

T2. Provisions by Solvency II Directive may negatively affect the interest of 
investors in project bonds.

T3. Changes in government rules and regulations can negatively affect 
project bonds.
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Strengths

S1. Long-term nature of project bonds allows the institutional investors to 
match their long-dated liabilities.

S2. Despite the fact that project bonds usually have good rating, the PBI is a 
sure means to achieve adequate ratings.

S3. The EC has a great interest and willingness to enhance the development 
of the PBI in order to foster debt capital market financing for infrastructure 
projects in Europe.

S4. Infrastructure needs in Europe are huge because the EC is encouraging 
large-scale investment in the Trans-European Networks

Weaknesses

W1. Long-term institutional investors in Europe lack the knowledge and 
experience with infrastructure investment.

W2. Moral hazard problems due to the fact that in order to attract private 
investors public entities may end up bearing most of the risk of the 
infrastructure projects.

W3. Much of the infrastructure needs are from the “greenfield” type, which 
involves construction risk.

W4. the percentage of financing that can be guaranteed is fixed at 20%.
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