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The debt market is at a crossroads. Where it goes from  
here will dictate how future infrastructure projects  
are funded. Paul Jarvis and Colin Leopold report

 Btime on their hands these days, as the 
debt market remains in the doldrums. 

suggesting there is life in the old debt yet. 
But one of the most noticeable features of 

deals such as Hounslow Highways or the 

names of the banks providing the funding. 

large on such deals. Today, the dominant 

There was a raft of foreign banks involved in 

popped up on UK deals a few years ago. The 
rest are largely Japanese banks – together with 

the line in the UK for several years.

have either pulled back from the market or, in 
some cases, pulled their origination teams out 

Barclays, for example, has spent the past 

fund off the ground, having launched it onto 

that, pointing out that a number of key 

months, including its head of infrastructure 

frustration of not being able to do a deal [since] 
the debt fund was set up,” says one lawyer.

UK bank suggests this retrenchment of banks 
has also resulted in many former players 
leaving to concentrate on their core markets. 

forward, which was focusing on retail banking 

sectors are not as well understood by funders 
as traditional social infrastructure, which 
made some at the top uncomfortable.

shrinking pipeline means these former 

missed too much. But can the UK continue to 

Japanese banks to sustain its infrastructure 

contrasting perspectives on what the market 

expensive. The other view is that there are 
banks out there, for example the Japanese 

pointing out that even the Japanese banks are 
not going to want to hold a huge ticket, and 
with no syndication market, getting banks 

expected to begin the search for funding.

are currently in the market.”

will stick around for too long. The European 

helped fund deals through the economic 
downturn, is looking to rein in its spending. 

during the crisis, but it wants to bring that 

them vulnerable to a rise in interest rates. 

a source at one Japanese bank. “The main 
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thing that causes banks to pull out is when they 

example, but that was not because of the 

Meanwhile, there is also uncertainty 

likely to restrict them from allocating large 

“The structural problem seems to be that 

that have been on the verge of signing, only for 
one or more banks to get cold feet and decide 

Over the summer, Leeds City Council took the 

Bankers, perhaps unsurprisingly, see 
things a little differently. “There is less 
appetite generally but if there is a strong 
client relationship they will get deals away,” 

about that relationship.”
He argues that public sector procurers 

need to consider these relationships when 
choosing a winning bidder on a deal, because 

relationships with a number of banks are 

used to in the boom times,” he adds.

because Hitachi was one of the sponsors in 
the consortium,” he says. “Would you be able 
to repeat that sort of funding for a deal where 

certainly not.” (Continued on page 22).

Coming and going

“Banks come and go in appetite,” says 
PwC partner Richard Abadie. “I don’t 
believe that all of those that are out of 
the market at the moment will stay out.”

So which banks are most likely to come 
back? Most have simply downsized or 
disbanded their originations teams, 
because they do not want to divest their 
existing portfolio and therefore need 
some staff to continue servicing that. 
Such a position also means it wouldn’t 
be too difficult for them to restart their 
activities in the sector.

One source who used to work in one of 
those originations teams suggests the 
imminent schools programme could offer 
a way back for some. Indeed, they may 
have to be involved if the government is to 
find people to fund these and other social 
infrastructure schemes.

“The bigger deals are the ones that will 
appeal more to institutional investors,” 
he explains, suggesting that they will be 
eager to get involved in big ticket road, 
rail and renewable infrastructure. “[But] 

they don’t want to fiddle around with 
£20-50m deals.”

He suggests the likes of Co-Op and 
Nord LB, who are still monitoring the 
market closely, could well bridge the 
gap here, picking up the smaller social 
infrastructure projects that are put into 
the pipeline.

Another potential source are the Chinese 
banks. Historically they have shied away 
from infrastructure investment, but with 
the Chinese economy still outperforming 
many of its competitors – despite slowing 
itself over recent years – now may be the 
time for them to get involved. 

On the equity side, Chinese sovereign 
wealth fund Gingko Tree Investment is 
to take a minority stake in university 
accommodation contractor UPP. So 
could a move into the debt market be on 
the cards for the Chinese? “It would be 
logical,” says the former banker. “The 
question is are they just here to service 
Chinese corporations in the UK, or do 
they have bigger ambitions?”

“ Banks won’t support 
anyone, as they used 
to in the boom times”
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The way forward

Rather than bemoaning the lack of 
pipeline in the market, a number of 
banks have been getting their heads 
together and coming up with solutions 
to the funding crisis for a time when 
projects return en masse. 

French bank Natixis announced a  
new partnership last month with 
insurance firm Ageas that will bring 
institutional investment directly into 
loans set up by the bank. Ageas will 
build a portfolio of €2bn (£1.6bn) over 
a two to three year period and Natixis 
will undertake the servicing of all the 
loans in the portfolio.

But Francois Favret at the bank says 
similar initiatives in the UK are being 
held up by the concerns of 
institutional investors. 

“There is appetite and interest but 
there is also fear that maybe it’s too 

complicated to get into,” he says. “We 
need something more of an industry-
led initiative in the UK. I think what 
we’ve done is simple, easy to 
understand – that should be the way. 
Maybe it’s good today things are slow 
as it gives people some time to get 
their act together.

“We believe it’s very easy and simple 
for project sponsors to negotiate and 
structure with one bank and limit the 
number of parties on the table.”

Elsewhere in Europe, the Pan 
European Bank to Bond Loan 
Equitisation (Pebble) initiative is  
also stirring some interest. 

A group of European banks, 
understood to include ING, NIBC 
and Santander, is to run the scheme 
to fund greenfield projects with 
potentially billions of pounds of 

institutional capital. Institutional 
investors are expected to provide  
85% of the debt for each project, and 
banks the remaining 15%. They would 
also take a mitigated construction 
risk, with a 90:10 debt to equity ratio.

As with the European Investment 
Bank’s 2020 Project Bond initiative, 
the scheme is already believed to be 
eyeing projects such as the Dutch A1/
A6 highway. One funder confirmed 
Pebble is looking at “some fairly 
advanced schemes. That may allow 
banks to reduce tenor profile in 
partnership with institutional 
investors.”

Favret believes it is a sound concept, 
aside from concerns over the rating 
they can get. The challenge now is to 
make sure Pebble is not the only thing 
on the beach when the tide comes 
back in. 
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What projects? 
One former banker says the depth of the debt 

thin” anyway, and suggests that if the 
government were to suddenly release a big 

be found.

could stimulate the bank market into action. 

“Banks that are here will tread water, and 

credible pipeline then we will start to see the 
shutting up of shops.”

looking at getting involved in this sector will be 

other overheads will they need to take on, and if 

model would begin to tackle this issue, but 

UK has been to dampen such expectation in 
recent months.

suggests simply pumping a 
whole load of deals into the 
market will not have the desired 

going to see increases in debt 
prices,” he argues.

“Most banks in the UK are exiting the 

“There is no evident way as to how that is going 
to be breached at the moment.”

believe this is a positive move to bring in more 
institutional investors, and it might also spark 

“We can deliver solutions, but with 
institutional investor backing,” says Law at 

some success in linking up with an insurance 
company partner,” he continues, referring to 

would seek similar initiatives in the UK.” (See 
box on page 21).

He and other bankers agree that there 
are currently a variety of competing models 
in the market at the moment, but none have 
yet established themselves as the dominant – 

someone does a deal, we have all these 
options,” he says.

deal on the table, the industry will remain 
sceptical. “Banks have been talking about 
[creating alternative structures] for years,” 
says Turpin. “There has been no credible 
product that has come out of that.”  

Then and now

The UK’s top debt providers before and after the crash

Top lenders by deal value  

2007-2008

1 RBS
2  Bank of Scotland (now part of Lloyds)
3 SMBC
4 European Investment Bank
5  ABN Amro (prior to its buyout  

and subsequent acquisition  
by the Dutch government)

Top lenders by deal value  

2011-2012 

1 Lloyds Banking Group 
2 Bank of Tokyo Mitsubishi 
3  European Investment Bank 
4 SMBC 
5 Mizuho Bank 

“ Until someone does 
a deal, we have all 
these options”
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Banker’s view 1 

THE EUROPEAN BANK

“Over the last couple of years out of 
London we have looked at as many 
European opportunities as those in 
the UK. If you compare the activity in 
the UK infrastructure market relative 
to the French market over the last 
couple of years, there have been more 
opportunities and bigger deals getting 
done there than has been the case in 
the UK.

The decision by the UK coalition 
government to rein back investment 
has had an impact on deal pipeline. We 
were never a bank that got seriously 
involved in accommodation-based PFI 
schemes that have been the lifeblood 
of other UK-based banks; we looked 
more at transport and increasingly 
waste. There continue to be waste 
opportunities and deals are getting 
over the line, but it has been quite a 
frustrating sector to be involved in.

However, we have never lost sight of 
what is happening in the UK and 
continue to be involved in a number of 
opportunities. We are monitoring the 
political debate and following the 

involvement of institutional investors 
in potential alternative financing 
models and engaging with potential 
institutional partners. 

The detail of the UK Guarantees 
scheme could also be very interesting 
for a bank such as ourselves, as this 
may enable us to employ alternative 
funding arrangements that could 
lower our cost of funds and pass those 
cost savings back to the public sector. 

Since the recapitalisation of the bank in 
2008 we have had to seek approval from 
the EU of our business model. We now 
operate off a smaller balance sheet 
which has had an inevitable impact on 
the business that we can do. Whilst we 
are still able to consider lending 
longer-term we have to carefully 
evaluate how our capital is deployed 
with all potential opportunities having to 
satisfy strategic as well as economic 
criteria. Project finance competes with 
other product groups more today on a 
relative value basis than might have 
been the case previously. 

A cornerstone of our business model is 
that whatever we do as an institution 

must have some form of link to our 
domestic market. Talking to others in 
the market, they are equally having to 
be more relationship-focused. 

The Japanese are benefitting from the 
fact that they do not appear to have 
the same capital constraint issues  
as other banks. They seem to have a 
plentiful supply of retail deposits that 
subsidise their cost of funding. Only  
a certain number of institutions can 
lend in big tickets beyond certain 
maturities – the Japanese are in that 
group. They can price deals at a level 
we struggle to meet. 

In PFI and PPP we are still seeing 
sponsors coming to funders they think 
can offer long-term debt as the debate 
on refinancing risk is still ongoing. 

If there was a larger deal pipeline  
in the UK, more international banks 
might be prepared to consider it again 
to be a core market and commit a 
greater level of resource to it. But 
ultimately they would be constrained 
by capital, Basel III and funding costs, 
regardless of what market they are 
operating in.”

Banker’s view 2

THE UK BANK

“There aren’t that many deals to fund. 
So in the market there is probably 
sufficient bank debt to do a long-term 
deal and that debt will largely come 
from the Japanese and the German 
banks.

There is speculation about pension 
funds and bank-to-bond schemes 
backed by the UK Guarantee initiative. 
But until the flow of projects needing 
finance exceeds the available finance, 
it’s hard for these ideas to gain 
traction, as the new schemes will 
generally require a certain amount of 
change, and will allow less flexibility  
to refinance. There are a lot of people 
with ideas and funds ready to finance 
such as Hadrian’s Wall Capital, but the 

deals that are being done are largely 
being closed by a small group of banks. 

The real question is how greenfield 
construction risk ends up being taken. 
At the moment the UK has two funding 
markets: a long-term non-construction 
risk market made up of the institutions 
and the pension funds, and then you 
have a bank market offering greater 
risk-bearing capacity for shorter 
tenors. 

Australia and Canada have used both 
markets by mobilising banks to take 
construction risk, and then facilitating a 
transfer of the debt to the institutions. In 
Australia, the government has shared 
the refinancing risk, whilst in Canada a 
proportion of the long-term finance is 
repaid by the state. Neither of these 

approaches seems to have gained 
favour with the UK Treasury. 

You could bond finance projects with 
banks guaranteeing the construction risk 
and government using its guarantees to 
cover bank default. However for this to 
work, the government would need to find 
a commercial price for the guarantee of 
the bank default risk, and this could be 
difficult. 

Seven to ten years is the average tenor. 
On pricing it depends on the size of the 
project. If you can get the deal with two 
or three banks then pricing will be 
quite tight, maybe 250 basis points. 
Once you get into the broader market, 
pricing is significantly higher. Once you 
have a powerful Japanese sponsor, it’s 
different again. “
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