
to a record €79bn, of which €26bn was
for major energy and transport projects. 

But even that exceptional level of
activity is modest in relation to Europe’s
total infrastructure finance needs.
Europe needs therefore to find ways to
encourage other long-term investors,
such as pension funds or sovereign
funds, to help shoulder the burden. 

The ‘EU project bond’ initiative could
be part of the solution. It is best
described as a mechanism for enhancing
the credit rating of bonds issued by
project companies themselves. There are
various ways this could be achieved: one
possibility is for the EIB to provide
higher-risk subordinated debt finance.
This could be done under a risk-sharing
arrangement with the EU budget,
similar to that already used to guarantee
certain risks associated with transport
projects. Whatever the means of credit

The EU can help find 
finance without issuing
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enhancement, the final objective is the
same: to create a class of high-quality
bonds that institutional investors would
feel comfortable buying.  

So why has the reaction in some
quarters been hostile? I think this is due
to confusion between ‘project bonds’ and
the various types of ‘Euro-bonds’ that
have been proposed at EU level in recent
years.

As way to achieve the internal market,
the Commission’s then president,
Jacques Delors, proposed in 1993 that
the EU use the backing of its own budget
to borrow money for large infrastructure
projects by issuing bonds on capital
markets. As a means of creating more
flexibility in the use of the EU’s multi-
annual budget, the idea may return
again in the context of negotiations on
the next EU budgetary period, starting
2014. 

Another, entirely different use of the
term ‘Euro-bonds’ is applied to the idea
that eurozone countries could pool some
of their national debt to improve
borrowing conditions.

Unlike these concepts, ‘project bonds’
would not be issued by a sovereign or EU
entity. The EU’s role would be limited to
providing credit-enhancing instruments
for bonds issued by project companies
themselves. This is an important
distinction.

Institutional investors are looking for
long-term assets in which to invest. But
they often lack the capacity to appraise
projects and they are relatively risk-
averse. EU project bonds could help
match the needs of these investors with
the EU’s own infrastructure needs.

What is the difference
between a ‘Euro-bond’
and an ‘EU project
bond’? This is a
question that has

become pressing since José Manuel
Barroso, the European Commission’s
president, used his ‘State of the Union’
speech to the European Parliament this
month to promote the idea of ‘EU
project bonds’. 

As a targeted response to a specific
challenge facing Europe’s economy, it is
an idea that merits study. But it has,
instead, elicited a hostile response in
some quarters.

The challenge is this: over the next
decade, Europe will need to invest
enormous sums into its infrastructure,
from ‘smart’ power grids to urban
transport systems. Around €450 billion
will be needed just for trans-European
transport networks. But, as a result of
the financial crisis, nearly all European
countries face budgetary constraints.

In the past, the private sector was
heavily involved in financing
infrastructure projects. Banks provided
loans. Long-term institutional investors
(such as pension funds and insurance
companies) invested in bonds issued by
the companies involved in projects.
Virtually all of these bonds were
guaranteed by insurers, so-called
monolines, that kept the risks for bond
subscribers at acceptable levels.

Many of the same projects now struggle
to get off the ground. Substantially less
long-term finance is available than before
the crisis. Loan syndication has dried up.
Monoline insurance for project bonds is
practically non-existent.

International financial institutions can
help bridge the gap. Indeed, at the
request of its shareholders, the EU’s 27
member states, the European
Investment Bank (EIB) – the
EU’s financial institution – last year
increased its total lending by nearly 40%

Climate diplomacy needs a revolution

the system of climate-change governance.
Partners for such a ‘UN plus’ approach

can be found everywhere, especially (and
not coincidentally) in countries such as
the US and China that are laggards at the
national level. 

Some of the largest US states have
committed themselves to reduce
greenhouse gases, along with hundreds of
municipalities and the US federal
government itself. That is well-known.
Less known is that Chinese cities such as
Beijing, Shanghai and Tianjin have
created carbon exchanges where private
firms can trade emissions permits.
Around the world, there are companies
and industries that are making voluntary
emissions cuts. 

Europe needs to engage and support
such actors, and strengthen and facilitate
the ‘action-oriented networks’ that they
form. That, in turn, requires the EU’s
diplomats to do more than simply
represent European interests around the
world. There are some specific steps that

such a transformation of EU climate
diplomacy should involve. 

First, the EU should use its stature to
bring together local governments,
industry and civil-society groups from
around the world. The EU could put the
case for action to them directly, learn
what these groups’ interests and needs
are, and assess how it might help move
these groups in a more sustainable
direction. 

Second, the EU should help sub- and
non-state actors from Europe to engage
with counterparts abroad so that they can
exchange knowledge and form
partnerships to reduce emissions. Peer-
to-peer linkages – for example, between
cities, environmental regulators and
energy companies – are already
beginning to form. But only if European
climate diplomacy supports these
initiatives and encourages them to
become more ambitious and rigorous can
they grow to a point where they could
have a meaningful impact on the climate.

Third, the EU should link its emissions
trading scheme to regional and voluntary
carbon markets in the US, China and
elsewhere. This would support carbon-
mitigating interests in those countries
and give European firms new ways to

reduce their emissions. 
Fourth, the EU should support

voluntary efforts by firms around the
world to reduce emissions. Self-
regulation has mushroomed in recent
years as companies have sought to turn
green. The EU could sponsor a global,
self-regulatory – but tightly monitored –
scheme. The EU could go beyond purely
private initiatives, by granting compliant
companies privileged access to the
European market through, for example,
preferential treatment in government
procurement (or from ‘carbon tariffs’, if
the EU goes in that direction).

The best solution remains a binding
multilateral treaty. But in its absence,
pro-environment interests in countries
such as the US and China need the EU’s
support. Indeed, bolstering them may be
the best way to hasten a multilateral deal,
since a deal will only happen if pro-
environment interests in these countries
out-argue their anti-regulation rivals in
the domestic debate. To do this they need
the EU’s moral, material, economic and
technical support – not just more
diplomatic pressure on their national
governments by a unified Europe.

Unity is often said to be the
prerequisite for EU success
on the international stage.
But in one key area of
European diplomacy,

climate change, the limitations of unity
have already been shown. 

At December’s UN conference on
climate change in Copenhagen, the US,
China and other big developing countries
did the final negotiating, with Europe
waiting – united – outside. This
frustration will, in all probability, be
repeated at the EU’s summit with China
on 6 October. No amount of European
cohesion can prevent other states from
exercising their sovereign right to wreck
the planet. 

If the EU is to avert catastrophic
climate change, it needs to transform its
climate diplomacy.  It should supplement
the multilateral process and state-to-state
negotiations by bringing a broad swathe
of non- and sub-state actors – private
firms, cities, regions, civil society – into
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