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We’ve all seen significant 
changes to the financing of 
large-scale infrastructure 
projects around the globe. 
The traditional route of 
long-term bank debt is still 
available in some markets 
but on a reduced scale post 
Global Financial Crisis (‘GFC’). 
With stiffer banking regulation, 
it is questionable whether it can 
keep up should the project 
pipeline significantly expand.

Available capital outside of the  
banking system
This implies a stable and well-structured private, public or third-
sector insurance and savings industry, with retirement savings 
and pension funds managed by investment professionals. Such 
a system creates a competitive pool of capital which generally 
seeks a wide range of debt investment opportunities. In some 
jurisdictions, institutional investors require a domestic AAA 
rating for portfolio holdings which most infrastructure projects 
cannot achieve. This effectively precludes investment in 
infrastructure that does not carry a guarantee from government. 
As such, an important precondition for a project bond market is 
a domestic capital market that has the flexibility to invest in a 
broader category of highly rated securities beyond just AAA/
government paper.

Sufficient governance and 
transparency in financial reporting
A functioning bond public market – not just for project bonds – 
requires a significant amount of financial infrastructure, 
including (at a minimum) adequate disclosure and reporting 
rules. The answer isn’t always more information, though. 
Provision of additional information for investors needs to be 
balanced against public market information disclosure rules 
which require timely dissemination to all market participants.

Balanced tax and  
commercial policies
The importance of policy clarity can be seen in Brazil’s project 
bond initiative which was initially slow to take off due to a 
lack of clarity around tax exemptions. In terms of level playing 
field, withholding tax provides an example as the treatment 
isn’t always level as between bank and bond. For example, in 
Turkey, interest paid to foreign banks attracts zero withholding 
tax, but interest paid to foreign bondholders that do not 
qualify as “financial institutions” attracts a 10% rate (although 
it does taper down to 0% for maturities of five years or more).

Project-specific mechanisms to 
support credit quality
The degree of credit support for infrastructure projects varies 
dramatically by market. Not all markets have a class of 
investors seeking highly rated (but not sovereign-guaranteed) 
infrastructure debt. Even in markets that do, there may be a 
gap between what these investors require and the project’s 
underlying credit quality. Lower leverage naturally helps, but 
there may still be a gap to be closed by bonding/letters of 
credit, state or multilateral provided credit enhancements 
(typically less than outright guarantee) and commercial 
de-risking of projects.

To help investors we have categorised markets around the 
world by these factors (Figure 1), so that bidders can identify 
the most promising areas in which to tap the capital markets.

As governments around the world 
increasingly look to infrastructure 
investment bi-laterals to support 
economic growth any financing gap has 
often been filled by multilaterals, 
procurers (with capital contributions) 
and state owned banks. But these 
sources are also increasingly under 
pressure to reduce levels of lending as 
they are not immune to capital and 
liquidity constraints. So new sources of 
funding are needed and we believe 
capital markets products – directly or 
indirectly – are key. It is now clear that 
sovereign funds and institutional 
investors are keen to support the 
infrastructure market where projects 
are sensibly structured.

The capital markets involvement in 
financing infrastructure projects outside 
of North America has now reached a 
tipping point and will steadily increase. 
Already in 2013 there have been 
landmark transactions in Brazil, Spain, 
Holland, the UK and France. But 
markets around the world have varying 
degrees of receptivity to institutional 
debt and different norms. There remains 
a great deal of uncertainty among both 
governments and project sponsors about 
how best to access the capital markets 
for infrastructure projects.

Four preconditions that must exist for a 
project bond market to take root:

1. available capital outside of the 
banking system;

2. sufficient governance and 
transparency in financial reporting;

3. balanced tax and commercial 
policies; and

4. project specific mechanisms to 
support credit quality.

Delineating this list allows governments 
to see where policy reform is required 
and how they should prioritise their 
efforts if they wish to create a stronger 
environment for infrastructure project 
bonds. This also highlights some areas 
where investors may need to flex their 
approach in order to meet the specific 
needs of infrastructure projects.
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Figure 1 – Market Segmentation

Given the regulatory pressure on banks it is difficult to see them financing infrastructure at pre-GFC volumes or terms. This gap 
needs to be filled and we believe where there is clarity on the preconditions we have identified infrastructure bonds hold clear 
appeal for institutional investors, project sponsors and governments seeking to get projects funded.

This article is a summary of a more comprehensive piece of thought leadership Capital Markets: The Rise of Non-Bank 
Infrastructure Project Finance that includes a detailed assessment of the opportunities in the countries listed above.  
This is available at www.pwc.com/capitalprojectsandinfrastructure

Green

Regions and countries where the 
market conditions are largely in 
place already for an infrastructure 
project bond market:

• Canada

• Australia

• US

• Mexico

• UK

• Latin 
America,  
notably 
Brazil

• France, 
Benelux, 
Germany

Amber

Regions and countries where 
governments are taking the 
necessary steps to implement an 
infrastructure bond market

• Amber/
Green: 
Middle East, 
Asia

• Amber: 
Spain, 
Turkey

• Amber/Red: 
CEE

Red

Regions and countries that still have 
significant hurdles before an 
infrastructure project bond market 
is likely to develop, but where pilot 
initiatives are being developed:

• India

• Africa


