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6 Small words, big changes

Understanding the European
Investment Bank through
its business model

Helen Kavvadia

Introduction

The European Investment Bank (EIB), known today as one of the larg-
est multilateral development banks (MDBs) in terms of total assets and
liabilities' and operating in some 160 countries worldwide,?> was founded
as a post-World War II European financing body for regional industrial
policy and integration. As EIB shareholders and, initially, the sole bene-
ficiaries of their activities, the then-six European member states created
the bank with the rationale lucidly described in the EIB’s first annual
report:

The Treaty instituting the European Economic Community (EEC)
was signed in Rome on March 25, 1957; its principal object was the
progressive integration of the economies of the six member countries:
Belgium, Germany, France, Italy, Luxemburg and the Netherlands.
During its preparation it was always evident that, by the very fact of
the economic structures of the six countries, this integration would
meet with a number of obstacles, among others: certain regions rela-
tively less developed, with low productivity in various sectors, some-
times inadequate communications, future lack of electrical power, etc.
To overcome these obstacles, as well as to give birth to the new activ-
ities and installations necessary on the scale of the Community, big
investments have to be made. Actually, these countries together form
one of the regions of the world where the rate of investment, expressed
in relation to gross national product, is very high and where banking
machinery is the most developed. But if care were not taken, the exist-
ence of inequalities of structure would give rise to the fear that the
favourable factors might not in themselves be sufficient to enable the
recessed sectors to be financed at the desired rhythm. The six member
countries therefore decided to found a bank between themselves. At
Community level, and along the line of action of the Community, this
bank would be able to examine these new problems of financing in
common and help to solve them.?
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Departing from the political intention of curing a market failure, the EIB
was conceived ab initio, as a partnership of public and market forces, setting
out to exploit concrete business opportunities. Endowed with public funds
of 1 billion u.a.* in the form of its initial subscribed capital and enjoying
positional advantages in all aspects of its operations® by virtue of its sov-
ereign backing, the EIB was conceived as a “self-sustained” organization
operating in the market. It would borrow from the capital markets to con-
tribute to financing initially some

EUR 30 thousand u.a. [which] seemed to [its shareholders] necessary, to
be carried out by existing banking houses, at the side of which this ...
institution would bring an additional source of financing which might
prove decisive. Its statutes have been drawn up in this sense.’

Thereupon, the EIB statutes were drafted to avoid distorting competition
in the banking industry. By corollary, the EIB was destined to become a
complementary source of finance, which, per guidelines handed down by
its board of governors, can provide financing of up to 50% of the total pro-
ject costs.” With its funding capped and the EIB arguably established as
an additional, albeit “decisive”® investment financing source, the member
states also initiated the mechanism for leveraging® European public funds,
which was ramped up only after the 2000s and especially in the aftermath
of the global economic crisis.!” This judicious melange of the EIB’s pub-
lic and market operating capacities has inculcated the fundamentals for a
“Janus Bifrons” organization." The EIB’s duality, assimilating public and
private sector principles, as a European Union (EU) body and a bank,"”
has been so comprehensively described in the bank’s statutes that the latter
can be conspicuously considered as the descriptive part of the EIB’s busi-
ness model at a general level. Business models conceptualize organizations
by articulating their setup'® and interdependent activities, which transcend
organizational boundaries and embed organizations in their contextual
environment. These activity systems enable organizations “to create value
and also to appropriate a share of that value,”'* to perpetuate their func-
tioning.” In 60 years, the bank’s model allowed the EIB to sway between the
institutional and banking poles of its idiosyncrasy on several occasions.'o
Nonetheless, the literature has focused predominantly on the EIB’s institu-
tional character, even when examining its functioning.”” As an integral part
of the EU economic governance, the analysis of the bank’s activities from an
institutional perspective is of prime interest.

However, delving into the EIB as a bank is equally important to deci-
pher how European political objectives are operationalized through
tangible banking activities. In this respect, business models offer an
excellent vanguard point for such an analysis, as they are both compre-
hensive and laconic. Their schematic form allows them to serve as con-
ceptual “maps,”'® “story-telling narratives,”® and “typifications/.../that
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guide social action”?® toward transformations while enabling the descrip-
tion of the change pathway and the alternations involved. As ‘vital tools
for articulating the “architectural” design,”?' business models are ergo
mostly used to achieve forward clarity and consensus in forward plan-
ning. Nevertheless, extending their reach for a “fore-and-aft” deployment
allows an insightful longitudinal analysis of organizations, which goes
beyond historical narratives?> and informs about organizational function-
ing. Moreover, it provides an ease of overview and comparability through
graphic illustration of organizational fundamentals. Relatedly, by com-
paring business models corresponding to organizational history’s differ-
ent turning points, as “snapshots” on a temporal axis, we can develop
an insightful understanding of the co-evolutionary paths of both busi-
ness models and through them, of the organization as a whole.?* Using
business models in retrospect within a historical institutionalism theo-
retical framework,?* “critical junctures” serve as “footprints” for tracing
the EIB’s organizational evolutionary trajectory, this chapter attempts to
examine how the bank’s business fundamentals developed during 60 years
(1957-2016). More concretely, the chapter seeks to answer the following
questions: did business model changes occur to allow the EIB to adapt to
policy and market circumstances, and, if yes, when? What are the eventual
changes? What are the main driving forces of change?

Further to the identification of changes at points of disequilibria,?
and in the absence of EIB’s business models in the public domain,?® this
method is grounded on the casting of the EIB models corresponding to
these points retrospectively. The method uses a business model archetype
that has been devised to extend business models beyond their usual profit
orientation?’ to suit not-for-profit institutions,?® and which consequently
caters to the EIB’s institutional and banking nature. Having already been
tested on the EIB,? this archetype reflects the structure and processes
by which the EIB creates and delivers value over time through four main
interlocking elements sheathing the EIB’s duality. The element pair “stra-
tegic choices,” which comprises the mission and prime objectives, and the
“value network,” including the main stakeholders, tallies with the EIB’s
institutional side. The other pair, “value capture,” which encompasses
resourcefulness and the borrowing market, and “value creation,” which
is associated with the lending market, correspond to the core of the EIB’s
bank side, relating to the liabilities and assets of the balance sheet, respec-
tively. Initially seen as mere neologisms and “spin-doctor” prescriptions
for practitioners at the start of their propagation during the “dot-com”
era, business models have since developed into potent organizational
analysis tools by being increasingly theorized and associated with differ-
ent theoretical frameworks.’® Using business models within a historical
institutionalism framework, this chapter purports to enlarge the under-
standing of the EIB by accounting for not only the “what” and “why” con-
cerning changes over time but also the “how.” Historical institutionalism
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postulates that organizations’ development can be deciphered by referenc-
ing their past developmental pathways.

At the moment of unprecedented challenges at the European and inter-
national levels, triggered by the conjunction of the twin climate and pan-
demic crises, the future response and capabilities of the EIB as a major
economic player, called to bolster European initiatives,? are of interest to
both academia and society. To shed light not only on, but also inside the
EIB’s organizational “black-box,” this chapter builds upon the existing
scholarly sources while relying largely on the primary sources, such as
13 versions of the statutes; extracts of relevant EU treaties for populat-
ing the business model archetypal canvas to depict the EIB case; statis-
tical data existing in 43 EIB Annual Reports, 16 Activity Reports, and
16 Financial Reports during the period of 1957-2017 and other publicly
available EIB documentation to refine the business model, identify the
“juncture points,” and triangulate the business model findings.

The analysis reveals the longevity of the EIB business model, which,
despite being characterized by long periods of stability, demonstrates the
bank’s dynamic capabilities of pro-active sensing and calibration to its
ever-changing institutional and market context. Its adaptability, demon-
strated in two major business model revisions, follows a path-dependency of
ambidexterity,?? in the form of “tinker and tweak” changes introduced and
tested at the pilot level before the actual reshaping of the business model.
These changes have been set off by the market, rather than institutional
imperatives, while the EIB has demonstrated activism in their institution-
alization. This activism confirms the increasing politicization of the EIB,
already heeded in extant academic works, and also divulges a parallel scal-
ing up of the bank’s business orientation.

The paradox is discussed in the next section, which also presents the
analytical framework of the chapter. The body of the analysis unfolds in
the ensuing subsequent three sections, with each elucidating a business
model recasting at a particular “critical juncture.” The concluding section
summarizes the key findings.

Scaling up politicization and business orientation congruently

Due to its dual idiosyncrasy, the EIB operates as a bank in the European
institutional setup. Within this framework, the EIB’s business fundamen-
tals have been legally documented and are publicly available, enabling
the crafting of the bank’s incipient business model in retrospect. The same
applies to the amendments in the EIB’s basic official documentation, corre-
sponding to “critical junctures” identified in the bank’s history. Particularly,
the Treaty of Rome, establishing the EIB and annexing its foundational
statutes to it as protocol, was the starting point to “substantiate” the arche-
type by filling in the EIB specifics for converting it into the bank’s initial
business model. The studious analysis of legal documents was followed by
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an evaluation of their clauses, for determining those relevant to the business
model. The pertinent ones were culled out and appropriately typecast into
the archetype’s four interlocking elements, two of which resonate with the
EIB’s institutional side — “strategic choices” (“why”) and “value network”
(“with whom™) — and the other two reflecting the EIB’s banking side — “value
capture” (“with what”) and “value creation” (“for what”), relating to the lia-
bilities and assets of the balance sheet, respectively. The “strategic choices”
element connoting the rationale behind organizations not only allows the
analysis of the EIB’s institutional side but also forms part and parcel of the
archetype’s main merit. As unraveled through the review of widely rami-
fied related literature, most archetypes do not dispose of a “logic” element,
notwithstanding that “logic” and “value”* are the underlying concepts of
business models. In this sense, the selected archetype has wider capabilities
to account for the isomorphic attunement of organizations to their contex-
tual setting, not only to describe but also to proactively provoke change, if
necessary. In connection to this, the archetype is used in both essentialist
and instrumental perspectives of the analysis.® The first refers to descrip-
tive and explicative capabilities as static representations of reality, and the
second concerns the transformational power of business models to trigger
change and be a part of such change. In this vein, the method used attempts
to describe and elucidate the evolution of the EIB and its business model,
whose changes are synchronous with the bank’s cusp points, following
through a life-cycle curve (creation, extension, revision, and termination).
To identify and investigate the changes that occurred in the bank’s busi-
ness model, this study analyzed all the successive versions of the EIB stat-
utes, along with the annual and financial reports of the bank for the period
of 1957-2016; the goal was to identify “critical junctures” in the bank’s evo-
lution and assess the eventual change in the then prevailing EIB business
model. Seeking hermeneutics through historical institutionalism’s expound-
ing mechanisms of organizational development — set-up, interaction, and
cognitive effects — concerning the locking-in power structures, contextual
embeddedness, and the role of organizational actors, respectively,’ this
analysis showed that the EIB’s initial business model remained valid in the
Glaserian sense. It also indicated that it displayed logical coherence, explan-
atory power, and relevance,? allowing the bank’s evolution during its first
42 years, as a result of organic growth derived from increased demand; this
demand is mainly attributed to sectoral and geographic expansions of its
activity, in combination with the successive EU policy developments and
territorial enlargements.?® Etiologically, this germinates from i) the afore-
mentioned historical institutionalism-related, self-reinforcing structures
consisting of institutional, social, and cognitive processes,* which are
particularly pertinent in “sticky”™? and incumbent organizations;* ii) the
inherent flexibility of the EIB business model, which, through the “inter-
pretation” of the bank’s basic legal documents could accommodate these
changes; and iii) the business model conceptualization, which enabled the
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EIB to weather overwhelming external changes in the international envi-
ronment (e.g., the abolition of the gold standard and the oil crisis; as well
as the internal organizational transformations, such as the turn of the EIB
into a group, through the creation of the European Investment Fund (EIF)
in 1994. The EIF, as an EIB subsidiary, marked the onset of EIB’s inorganic
growth. It was, therefore, only in the last 25 years that the EIB experienced
significant changes in its business fundamentals. Two “critical junctures”
have been identified in EIB’s history, in the sense that these turning points
interrupted extended periods of institutional stability, presented “windows
of opportunity” for institutional innovation,*> and increased returns to the
organization.® These “critical junctures” in 1999 and 2010, consequently,
entailed remolding the bank’s business model manifested with small-word
changes in the bank’s official legal documentation, engendering though
major changes in EIB activity. To spare the readers the tedium of the “tran-
scription” of the three EIB statutes relevant to the business model arche-
type, the chapter briefly describes them in the next subsections and presents
their diagrams in Appendices 6.1-6.3, wherein revisions are underlined for
clarity. In contradistinction, numerous autopoietic adaptations of the EIB’s
functioning, which did not crystallize into EU treaties, as well as basic doc-
umentation amendments, are not considered as “critical junctures” because
they did not imbue the EIB’s business model.

From nonprofit-making in 1957 ...

The EIB’s duality is not simply evident but equally carefully balanced in
the EIB basic legal documentation, with clauses arithmetically almost equal
in the bank’s establishing official documents. The institutional side mainly
focuses on governance, encompassing “checks and balances,” whereas the
banking side lays the EIB’s business fundamentals. Out of a total of 29 arti-
cles in the EIB 1957 statutes, six are concerned with institutional aspects,
13 cover operational issues, and 10 deal with a combination of both. The
duality is conceptually well-elaborated, because institutionally, a mul-
tilateral agreement concerning the creation of a public bank necessitates
meeting and safeguarding the interests of all participating member states;
simultaneously, the significant financial commitment from the bank’s part
of founding shareholders — who in 1957 invested in the bank’s capital of
1 million u.a., one-fourth of which was paid-in, partly in gold** — had to be
wisely and prudently utilized. The clauses referring to the banking nature of
the EIB concern all major banking aspects, including capitalization, other
resources and gearing ratio, asset quality, risk management, and liquidity,
as well as lending conditions and prerequisites. By contrast, information
related to “value capture” components, such as revenue, margin models,
pricing, and resource velocity (i.e., asset life) could not be traced in the pub-
lic sphere. Although EIB is a public bank and operates on a “non-profit-
making basis,”™ such information falls under the bank’s nondisclosure
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provisions. This constitutes a case in point, wherein the banking side’s con-
fidentiality prevailed over the institutional obligations for accountability
and transparency; this also constituted the start of a general trend marking
the EIB mainly after the 1990s. For the same reason, no specifics regarding
“value creation” are available, such as norms concerning the bank’s oper-
ation, or the “value network,” such as technology and staff information.
Inferentially, the details of unidentified points have not been included in
the elaboration of the EIB’s incipient business model without limiting the
essence of the broad business fundamentals captured in the model.

The EIB’s rationale, as described in the “strategic choices” of the business
model, was founded on the

task [to contribute to the balanced, as well as steady, development of
the EU on a self-financing basis, using its own funds and the proceeds
of capital market borrowings, in order to provide loans and guarantees
for] specific projects ... of some extent*

public or private, in all sectors, located within the member states’ territo-
ries and, only exceptionally, beyond the EU borders.*’” As stated, the cor-
nerstone of the EIB’s business model is the bank’s perpetual self-financing
ability, which was also the determining factor for its EIB’s founding share-
holders to pursue the alternative of a bank over a fund when deliberating on
the dilemma bank-versus-fund.*® On these grounds, the EIB’s “value cap-
ture” is firmly entrenched in the capacity to safeguard the bank’s perennial
resourcefulness through top credit ratings and hence advantageous fund-
ing terms, grounded on the bank’s solid capitalization® and shielded with
the “quality label” of its ownership, consisting exclusively of industrialized
high-income countries and EIB’s strong “brand,” as a prudent lender with
negligible nonperforming loans in its portfolio.”® Additionally, EIB’s mini-
mal risk tolerance and conservative assets and liabilities management have
been coupled with a drive for efficiency, as demonstrated in its lean organ-
izational structure.’! This Porterian “cost-efficiency” focus of the business
model constitutes the EIB’s own — organizational — contribution to its insti-
tutional capability to finance projects at finite interest rates, enabled by oper-
ating on a nonprofit-making basis, enjoying positional advantages, ensuring
low costs of triple-A funding in the capital markets, and keeping add-on
operating margins feeble. This process, being not only the bank’s core tenet
but also the quintessence for its everlasting functioning and relevance, has
often been erroneously coined in EIB parlance as the bank’s business model.
This is possible because, unlike most business models, the EIB does not
include any marketing aspects in its “value creation.” However, this is not
surprising, as projects were planned to originate from public administra-
tions, the European Commission, other MDBs and Regional Development
Banks (RDBs), and synergies with the banking community. The dearth of
customer focus has been accentuated by the EIB’s centralized operations,
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initially headquartered in Brussels and later in Luxembourg, physically
being distant from customers and investors mostly located in the member
states. Consequently, the EIB’s establishing business model relies largely on
its “value network” to develop its lending and borrowing, rather than any
dedicated promotional strategy. The “value network” mainly consists of the
bank’s shareholders and their public administrations, investors, borrowers
and guarantors, other partnering EU Institutions (with the Commission
playing a predominant role), MDBs/RDBs, the banking community, and
staff. Although less obvious, human resources have always played a signifi-
cant and increasing part in the EIB’s development, as the bank moved pro-
gressively into policy-making activism and advisory services. The selection
of staff exemplifies the bank’s dual nature, as people are “hired on personal
ability and professional qualifications and equitably from member states”
to ensure competence and commitment, respectively.*

The EIB’s dual nature is fully reflected not only in all constitutive ele-
ments of the bank’s founding business model but also in its modus operandi.
A clear case in point is the bank’s due diligence process. This includes, as
a sine qua non condition, the compliance of investment schemes with the
EU objectives, which is internalized in the “strategic choice.” Only if this
institutional condition is fulfilled, can projects subsequently be appraised
in terms of their financial, economic, and technical viability. In this sense,
notwithstanding that the structure of the bank’s statutes — mirrored in the
EIB business model — is balancing the two sides of this “Janus Bifrons”
organization, the operationalization of the business model has been skewed
toward the institutional side. Being “shareholder-centric,” the EIB business
model is at the antipodes of typical banking business models, which are
based purely on the market situation and are overly “customer-centric”
with an emphasis on account and relationship management. Shareholder
interests infiltrate both sides of the EIB nature and all four elements of its
business model. This partly instigates but also explains the EIB politici-
zation trend, which develops on the one hand through activism around
“opportunity windows” for a contextual “arbitrage” to “better serve” its
shareholders while increasing its own influence;> in parallel on the other
hand, in a typical agency dilemma, the bank seeks influence through auton-
omy by claiming the need for independent banking decisions grounded on
technocratic parameters.® This politicization process is facilitated, if not
bolstered, by the EIB’s business model’s flexibility. This allowed the EIB to
address shareholders’ demands, or serve shareholders better, occasionally
for the banks’ own “rational interests.”

Three points in case demonstrate these three distinct alternatives,
although, in practice, the alternatives are often forged together. First, this
flexibility enabled the EIB to lend beyond shareholders’ territory in 1970, in
order to “deliver” to their call.’® In doing so, the EIB served equally itself
by increasing its territorial reach and clout, granulating its portfolio, broad-
ening its activity range, and enriching its resourcefulness by collecting
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fees for the management of European and member states’ resources made
available to the bank for its development role.”” Most importantly, this
activity — being off-balance sheet — has been carved out almost risk-free,
especially as the bank has additionally been offered an umbrella guarantee
for these operations. This “de-risking principle” has been fleshed out over
time, initially with the EIB lending under the New Community Instrument
(NCI)* totaling EUR 6 billion, i.e., 17% of the EIB’s annual lending from
1979 to 1989, as well as under the European Atomic Energy Community
(Euratom),” reaching a further EUR 4 billion in the same period, as well
as several later initiatives after 2015, such as the “Juncker plan,” InvestEU,
and the European Green Deal (EGD). Second, although the EIB was
created to provide loans and guarantees, the latter was overlooked from
1970 until 1994,%° when the activity spun off to the EIE.®' Initially set up as a
minority and subsequently as a majority EIB subsidiary, the EIF is an EIB
initiative to serve its shareholders in the provision of guarantees, which was
amongst the weightier issues in infrastructure financing at the time. This
provision of guarantees was extensively tested prior to the EIF’s creation,
which was institutionalized five years after its establishment, through the
business model’s revision in 1999. Beyond serving its shareholders, with the
establishment of the EIF, the bank also promoted its own rational interests
by extending its influence within the European governance and the MDBs’/
RDBs setup, as well as growing into a group within the banking community
by developing a new form of co-optation with partner banks, increasing in
this way also its revenue stream. Third, the bank’s advantageous pricing®
was based on the cost of funding, marked up by a margin to cover operat-
ing expenses, which was fixed at 0.15% up until 1995.%3 This flat margin has
allowed “egalitarian” pricing, as the same rate is applied to all borrowers at
any given moment®*

Irrespective of the currency used or of the Member State on whose ter-
ritory the project is located, rates of interest are fixed by the Bank in
accordance with the terms on which it can obtain loans on the capital
market.%

The abandonment of egalitarian pricing, in conjunction with the repeal
of the full transparency of lending rates — which were disclosed in all EIB
annual reports until 1973 — has assuredly been in the bank’s “own rational
interests.” Coupled with the resulting increased EIB’s efforts to maintain
confidentiality for its borrowers, price differentiation is paradigmatic of the
EIB’s increasing banking orientation and strives for agency autonomy.®
By increasing the margins and adjusting its rates according to project
and borrower profiles, the EIB also dissociated itself from its “non-profit-
making” institutional basis, paving the way for its future banking-style
project finance engineering and risk-sharing activity, through step-wise,
doled-out changes. Interestingly, this banking orientation was developed
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largely through the bank’s increased politicization and activism as a “pol-
icy and norm entrepreneur.”® This is an oxymoron but not a paradox,
as the politicization process serves the EIB’s increasing banking orien-
tation in two ways. On the one hand, it can be considered “market mak-
ing” for the EIB, whose “non-customer-centric” business model hinges
on its institutional side to build its assets for the “value creation.” On the
other hand, it nourishes the EIB’s “value capture,” through a stream of
ever-increasing resources. This is succinctly evidenced by triangulating
with EIB’s business metrics for the period of validity of the foundational
business model, which increased in terms of the following: a) resource-
fulness through capital injections®® and annual profitability,* which was
appropriated in statutory and other reserves, and “retained” due to the
EIB’s nonprofit-making basis, strengthening the bank’s capitalization;
b) efficiency through large operations for economies of scale in lending and
borrowing for squeezing overheads; c) resilience with a performing and
solid loan portfolio, ensured through rigorous appraisals, increased risk
diversification for lending and borrowing,” and risk coverage for non-EU
operations; and d) effectiveness ensured by a constant preponderance to
repeat operations, mainly for regional development, which averaged 70%
of EU lending throughout the period.

... And nonprofit-maximizing in 1999 ...

The EIB’s establishing business model remained valid for 42 years under
four presidents” and enabled the bank to face salient global challenges and
successive changes in the EU orientation. It allowed the bank to evolve
and grow through its flexibility to accommodate EU political requests and
meet operational necessities. This double axis of increased politicization
and business orientation heightened the EIB’s prominence due to on the
one hand the bank’s participation in political developments and EU-led
initiatives that were decided in successive European summits and had
infrastructure as the main driver for growth and development.”> On the
other hand, the double axis heightened equally the EIB’s prominence in
the banking scene through emblematic mega projects, exemplified with
the Channel Tunnel. Nevertheless, despite its flexibility, the incipient EIB
business model could not accommodate the overwhelming challenges
in the bank’s lending-and-borrowing environment originating from its
supply-side and engendered by the introduction of the euro. Already in
the run-up period, EIB borrowing experienced eroding operating margins,
which were reflected in the lending side, consequently creating new imper-
atives for both the bank’s “value capture” and “value creation.” From the
borrowing perspective, the EIB met fierce competition, as the euro cre-
ated a level-playing field for all participants in the capital market, while
the opportunistic borrowing for arbitrage gains had vanished with the
introduction of the single currency. In lending terms, the EIB’s traditional
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public sector “clientele” was restrained by the Maastricht criteria, whereas,
in the private sector, the EIB risked being “crowded-out” by other lend-
ers, who could borrow at a lower price in the euro capital market, as well
as by project promoters, who could borrow directly from capital markets
and avoid banks. Lest it loses its relevance, the EIB made innovations on
both sides of its activity by pioneering Euro-benchmark issues in the cap-
ital markets for an efficient large volume, resulting in low-cost borrowing,
and by diversifying its lending toward risk-sharing, which was labeled by
the EIB president Sir Brian Unwin as “the most urgent need.”” The process
has been facilitated, as the path had already been prepared and the ground
had been tested under the bank’s foundational business model. To fill the
gap left by the public sector, the EIB turned to the private sector with
risk-sharing operations while simultaneously starting and later beefing up
public—private partnership (PPP) schemes. The EIB even moved quaintly
into risk capital for small- and medium-sized companies acting “as a fund
of funds”” in parallel to the EIF. This activity was nonetheless later passed
to the EIF, for risk fencing and efficiency purposes, constituting yet another
proof of the EIB business model’s inherent flexibility. Additionally, this
demonstrates the bank’s own flexibility and politicization within the EU
economic governance set-up to move as a “policy entrepreneur” and adopt
“taking or leaving” policy initiatives. Risk capital is an egregious exam-
ple, as it had already been previously proposed as an EIB activity, in the
Commission’s Memorandum on Industrial Policy adopted on May 3 1973,
albeit without the EIB ever developing it.

Higher risk-taking entailed a series of adjustments and resulted in a busi-
ness model revision, as all four elements were recalibrated to allow the EIB
to maintain its relevance and “competitive advantage” in the new tumul-
tuous environment. Regarding “value capture,” the EIB strengthened
its resilience by increasing its reserves” and asset and liability manage-
ment’”’ while parallelly also further refining its due diligence procedures for
risk management purposes. If successful, risk-sharing increases revenue
streams, so the EIB turned from its nonprofit-making basis to a nonprofit-
seeking basis through modulated risk pricing. In this line of increased
banking orientation, the EIB tried to ramp up its “value creation” and
“value network” capabilities to attract projects by promulgating “a cata-
lytic role””® “to make things happen” and bring “added value”” in invest-
ment financing. Beyond attracting projects, this role provided important
institutional benefits for the EIB by increasing the relevance of the bank
in the economic governance setup and is another example of the bank’s
twin increase in politicization and banking orientation. In this vein, the
EIB attempted to extract and partially “monetise” the benefits of being
the sole MDB/RDB privileged to have a “sister organization,” such as the
Commission. Grounded in the know-how and prowess developed through
its past cooperation with the Commission for lending within the EU under
the NCI and Euratom, as well as under a series of mandates for lending
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outside the Union, the EIB strived to develop its funding in conjunction
with structural funds, becoming what EIB president Maystadt concocted
as “a policy-driven bank.”%" Nevertheless, this institutional synergy came
with a price. Cofinancing with structural funds implied as a rejoinder
increased political control and strengthened accountability and transpar-
ency imperatives. Nonetheless, the bank’s operations were challenged in
the market to such an extent that the EIB sacrificed a part of its autonomy
previously fiercely defended; its tighter entwining within the European
setup was seen as a means to weather the market Armageddon and allay
eventual criticism for its differentiated pricing. At the same time, to safe-
guard some of its autonomy, the EIB —in a typical agency reaction — “show-
cased” a stronger adept profile by branding its “stamp-of-approval” ability.
This ability was also used as a means of “masking” the bank’s lower lend-
ing volumes resulting from the strained markets by “crediting” them to the
EIB’s deliberate choice of “quality over quantity.”8! Furthermore, by using
its “investment” in qualified staff and expertise, the bank commenced pro-
viding technical assistance,®? transforming itself from a “product-only” to
a “product-and-service” provider. Consequently, it increased its revenues
off-balance sheet through fees and improved its productivity, which had
suffered from the curb in lending activity.

... To nonprofit-seeking in 2010

The EIB 1999 business model enabled the bank to maintain its role in the
run-up to and during the establishment of the euro, despite the protean
conditions in the financial and capital markets. Even when investment lev-
els dulled, partly due to the macroeconomic adjustments for the European
Monetary Union, and accessibility to alternative sources of finance mul-
tiplied, the EIB maintained its relevance through “a qualitative reorien-
tation of its traditional operations.”®® Realizing that, in an environment
of increased uncertainty and complexity, pricing alone is not pivotal for
investment decisions,® the EIB mobilized its forces to strengthen both
its institutional and banking capabilities, reinforcing each other in a
dynamic interaction. In its banking realm, the EIB increased risk-taking in
three ways: 1) through “single signature loans” resting solely in borrowers’
financial strength; ii) decisions on the terms and conditions of projects with
a particular risk profile by the qualified majority of the board of directors;
and iii) easing of the EIB’s gearing ratio,® expressed as the maximum amount
of finance to be granted in relation to the subscribed capital. Additionally,
the bank increased its risk-sharing, while counterbalancing its “audacity”
by adroitly derisking the increased risk, mainly through EU guarantees put
in place through its institutional synergies. To ramp up its demand side,
the EIB became a driving force for PPPs and a profiled expert adviser, for
“shaping” projects to which it could ultimately lend. As a result, the bank
served its institutional “masters” in their investment needs by providing
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alternatives to their then restricted public funding capacities, while scaling
up the demand for its products®® and improving its own resourcefulness. In
return, EIB shareholders more than doubled the bank’s subscribed capital®’
in this period, from EUR 62 billion in 1996 to EUR 164 billion in 2006.
Meanwhile, the renewed emphasis on financing small- and medium-sized
enterprises (SMEs), which started in 1967,%% can be seen as a pre-emptive
bid to “dampen” possible opposition from the banking sector, as the EIB
increasingly moved into traditional banking while maintaining institutional
privileges for subvening its pole position in a period of rough competition.
Additionally, SME activity of some 30% of its annual lending in efficient
repeat operations, reflected in double aggregate lending volume for a simi-
lar number of projects, improved productivity to EUR 3.1 million per staff
member in 2006, up from EUR 2.4 million in 1996. As the business model
revision in 1999 was deemed successful, changes in the EIB modus operandi
were endorsed by successive European council decisions, such as those con-
cerning the Lisbon Agenda in 2000, the European Action for Growth in
2003, and the Europe 2020 Initiative in 20009.

Nonetheless, investment in the EU remained flaccid before the outbreak
of the global financial crisis in 2008, and it continued to pare down thereaf-
ter. The engendered recession led to an increase in financing needs coupled
with a debt crisis and restrictive macroeconomic discipline imperatives,
resulting in further dented demand for EIB loans. Public funding became
scarce when old recipes of incentivizing investment could no longer be
applied. With interest subsidies,* provided previously by the Commission
and used in conjunction with EIB and NCI loans as a means to abet invest-
ment under the EIB incipient business model, being no longer available, the
EIB sought the syncretism of EU grants with EIB loans as an alternative.”

This time, unlike the euro-related situation, the EIB’s relevance was
challenged from the bank’s demand side as a result of the recession follow-
ing the financial crisis. The foundations for a salvaging modus operandi had
already been laid and tested under the EIB 1999 business model, through
the bank’s closer collaboration with the Commission in conjunction with
the structural funds.”® To scale up investment, conflating was not only
strengthened but also took new forms through the establishment of the
EIB, European Commission joint initiatives,”” which was institutionalized
as a pillar of EIB activity in the bank’s revised business model in 2010.
With further elaboration and extension of advisory services, this model
formed the basis for the bank’s three-pillar activity of lending, blending,
and advising by intertwining EU budget resources and EIB finance. In
terms of banking, the three pillars expand not only the bank’s customer
base but also its revenue streams from fees for mandates’ management
and advisory, risk-sharing operations, and other off-balance sheet oper-
ations.” The increase in off-balance sheet activity implied the adjustment
of the EIB’s “value capture” because riskier loans “consume” larger parts
of resources, including capitalization,’ while offering revenue, if success-
ful. In the prospect of diversified and augmented revenue streams, the EIB
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turned to a nonprofit-maximizing basis. With the EIB’s dual nature, the
increased resourcefulness can be overtly seen as an effort to strengthen the
bank’s resilience, following the development of its new activities. However,
the most important factor contributing to the EIB’s resilience was the flexi-
bility offered by the three-pillar activity.

The bank’s “triscelic” functioning enabled the parallel implementation of
the following five distinct lines of banking and the possibility of using them
ad voluntatem to adapt to institutional and market conditions: a) wholesale
banking for SME financing via banks, b) development banking for financ-
ing outside the EU, c) for-profit banking for risk-taking and risk-sharing
operations, d) policy banking for EU priority projects’ financing, and e)
service banking for advisory. Succinctly, the EIB’s revised business model
underpinned tangibly the congruent increase in the bank’s politicization
and business orientation processes. While remaining “shareholder-centric,”
this model’s stronger banking orientation marks it as the first to cater
for an EIB “customer-centric” stance, exemplified in an enlarged office
network around the world,” as well as the creation of a global relations
management unit. In its effort to strengthen its “value network,” the bank
additionally closed ranks and intensified its synergies with other MDBs/
RDBs and the banking community. To this end, the EIB’s lines of SME
credits via commercial and other intermediating banks contributed to but-
tressing indirectly their treasuries during a period of limited relevant EU
support amid the global financial crisis and its aftermath. In this sense, the
EIB’s revised model enabled the bank to step up its counter-cyclical profile
during these critical times twofold. On the one hand, indirectly through its
undergird of the banking sector, and on the other hand, directly, through
its financing of the real economy with higher leveraged products, which
formed part of new initiatives, without an imminent need for a further
business model recasting. Examples of such initiatives were the European
Fund for Strategic Investments under the “Juncker Plan” in 2015 and its
successor InvestEU, as well as the EIB’s announced “pivot” to a climate
bank within the EGD, and European COVID response measures under
the Next Generation EU.% Nevertheless, a revision might still follow, given
that the EIB business model revisions are introduced path-dependently
with a time-lag inherence, incremental “modica of change” and only after
being thoroughly tested.

Conclusions

The use of the EIB’s business models in hindsight increased the under-
standing regarding the bank by following “Ariadne’s thread” through the
bank’s organizational labyrinth. The analysis revealed the longevity of the
EIB business model. Being sagaciously conceived and flexible ab initio, it
could remain relevant for over six decades despite the bank’s evolution.
This enabled the bank’s organic and inorganic growth and its progres-
sive transformation from a limited number of specific policy foci, notably
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regional development and market-making activities, to multiple foci cov-
ering “smart, sustainable and inclusive growth.” Mirroring both sides of
this “Janus Bifrons” organization, the EIB business model allowed the syn-
ecdoche of the bank’s dual nature, through its flexibility to accommodate
the EU’s political requests while also addressing operational imperatives.
Despite ostensibly swaying its priority pendulum between the two poles of
its dual nature, the EIB has been serving both by scaling up politicization
and business orientation congruently. This is an oxymoron but not a par-
adox. Politicization and banking interests are inseparably entangled, in as
much as with its operations, EIB predominantly delivers to its shareholders
who need to be well-served with banking products, practices, and conditions
that meet their aspirations. In turn, the EIB aplenty enjoys shareholders’
support in terms of the elements of its business model. Its “shareholder-
centric” model enables the bank to exploit “opportunity windows” and
often acts as a “policy entrepreneur,” in an increasingly politicized evolu-
tionary path. Reflecting the chiasma of the bank’s dual nature, both busi-
ness model revisions in 1999 and 2010 enabled the EIB to grow and evolve by
pursuing both institutional and banking interests. Although both revisions
have emanated from banking aspects related to the supply and demand
sides in response to economic challenges linked to the introduction of the
euro and the global economic crisis, respectively, they have been shouldered
institutionally, principally by the bank’s shareholders. The two business
model revisions, expressed “in small words” in the EIB statutes, brought
about “big changes” but in a path-dependent time-lag inherent and incre-
mental manner of ambidexterity. Outgrown by the banking side, they were
the result of the EIB’s activism and not institutional demands. In addressing
shareholders’ calls, the EIB has been ultimately working for its own rational
interests. The fact that both revisions have been introduced and tested at
the pilot level prior to their institutional endorsement through the busi-
ness model recasting is evidence of the point. In this sense, both revisions
have been a form of “hybridisation” of the EIB’s establishing model, which
enabled their smooth internalization and seamless operationalization in a
layered fashion. Both revisions proliferated the EIB’s inherent flexibility by
accreting under one roof a range of banking activities, including risk-taking
finance and advisory services. Inferentially, they offered the EIB a “head
start” advantage over other MDBs/RDBs and the opportunity to play an
increasingly “first-rank” countercyclical role — although not created as a
“first responder” — in the EU economic governance set-up. With the spot-
light bright on the EIB, being part of the European post-pandemic recovery
and climate change initiatives, the bank can build on this flexibility and
“deliver” without implicitly revisiting its business model anew for maintain-
ing its relevance.

For it is the ultimate event which generally determines men’s judgment
of everything precedent.”’
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Appendix 6.1:

STRATEGIC CHOICES
Identity: Unique dual nature as a European body and a bank. Seat to be decided, provisionally in Brussels.
Mission: “The task of the EIB shall be to contribute, by having recourse to the capital market and utilising its own resources, to the
balanced and steady development of the common market in the interest of the Community”.
Offering: Loans and guarantees (in the first years rather loans*).
Scope: Financing of “specific projects™ “which: a) Projects for developing less-developed regions; b) Projects for modernising or
converting undertakings or for the developing fresh activities called for by the progressive establishment of the common market,
where these projects are of such a size or nature that they cannot be entirely financed by the various means available in the
individual Member States; c) Project of common interest to several Member States which are of such a size or nature that they
cannot be entirely financed by the various means available in the individual Member States”.
Target market: . Geographical area: Primarily in the EU* (focus Reg. Dev.*), exceptionally beyond
Sectors: All sectors of the economy. Trans-border projects.*
Size target area: “Schemes of some extent™
Nature of projects: Infrastructure, industrial production
Types of borrowers: Public and private
Ownership
Complementarity of finance*
Subsidiarity
Economic utility of the projects financed
Conformity with EU and Member States’ policies of projects financed
Efficiency of projects financed
Extensive legal capacity

Differentiation:

VALUE CAPTURE
Resourcefulness:
* Own funds:
* Shareholders support: Committed ownership with
paid-in capital of 25% & secured future capitalisation

» Reserves
VALUE CREATION + Income (incl. financial plac/ts)=>net surplus
Market entrance: :Capilal markets borrowing: (diversified geo/tenor/cur)
o Lending: Demand driven & partner support Back-up loan funding by the ownership
Efficiency:

« Borrowing: International & national
Address market needs:
* Lending: Low cost LTL especially for trans-border
projects.
« Borrowing: security, currencies, amounts,
diversification needs

« Perpetual self-financing

o Non-profit making

o Cost coverage

o Revenue generation- reserve building
« Economies of scale of operations
» No interest rate rebates

Pricing: -
o N . i
¢ :gzﬁ;gﬁéyon'pmm making/ cost coverage, < « Asset quality (diversified geo/term/sector)
+ Banking solidt ing 2.5:1/ outst/ngs: sub.
« Borrowing: based on: .Financial strength . anking soldity (gearing outstings: sub. cap)

| Liquidity adequacy
Credibility th h d -Solidity Minimal risk tolerance (treasury, lending-full
recibility through sound governance externalisation. EU: guarantees, other: EU mandates

Autonomy guarantee)
Positional advantages Effectiveness: /

* Lending operations:
+ Borrowing: unification of European capital markets*

[ VA

VALUE NETWORK

Shareholders: Member States as ultimate guarantors of EIB operation providing a “quality stamp” with strong
‘buy-in’ by investors for credit rating and capital market borrowing at fine conditions, as well as
project promoters.

Brand: Strength of brand due to its EIB’s dual nature.

Investors: Public and private in EU and beyond.

Customers: Public and private sector project promoters of “some extent” in EU and beyond.
Guarantors: Member States, and other adequate guarantees.

Partners: Administrations of Member States, EU Institutions, IFls, banking community.
Customer/

Investor relations: Established mainly through the channels sue to the distance in physical location and
centralisation of operations at the headquarters.

Channels: Governments and public administration, Commissions IFls, banking community.

Product flow: Project (identification, project appraisal on eligibility, financial, economic and technical viability,
operation approval, documentation conclusion) downstream (monitoring, termination/full
reimbursement).

Staff: Hired on personal ability and professional qualifications, and equitably from Member States.

o * means emphasis

Figure 6.1 EIB’s incipient business model diagram in 1957
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Appendix 6.2:

STRATEGIC CHOICES

Identity: Unique dual nature as a European body and a bank. Seat to be decided, prov. in Luxembourg.

Mission: “The task of the EIB shall be to contribute, by having recourse to the capital market and utilising its own resources, to the
balanced and steady development of the common market in the interest of the Community”.

Offering: Loans and guarantees, and to a small extent risk capital for SMEs.

Scope: Financing of “specific projects” “which: a) Projects for developing less- developed regions; b) Projects for modernising or
converting undertakings or for the developing fresh activities called for by the prog I
these projects are of such a size or nature that they cannot be entirely financed by the various means available in the individual Member
States; c) Project of common interest to several Member States which are of such a size or nature that they cannot be entirely financed
by the various means available in the individual Member States. In_carrying out its task. the Bank shall facilitate the financing of

ent of the market, where

in conjunction with assistance from the Structural Funds and other Community financial instruments”.

Target market:

Differentiation:

Group creatlon Creation of EIF in which EIB is “a founding member”.

« Geographically: Primarily in the EU* (focus on “periphery”)*, & beyond (derogation<10% av. overall activity).
«Sectors: All. Focus on TENs*, com/ness, human capital, environment , energy. SMEs, non EU.
+Size target area: “Schemes of some extent”, as well as SMEs (via partner banks)

*Nature of projects: Infrastructure, industrial production

*Types of borrowers: Public and private

*Ownership

*Complementarity of finance*

-Subsidiarity*

*Economic utility of the projects financed

«Conformity with EU and Member States’ policies of projects financed

«Efficiency of projects financed

*Extensive legal capacity

VAN

Market entrance:

VALUE CAPTURE
Resourcefulness:
- Own funds:

\

VALUE CREATION

o Lending: Demand driven & partner support support: C

itted ip with paid-in
capital of 6% & secured future capitalisation

Address market needs:

EU & other

« Borrowing: Sustainable, presence, opportunistic <

o Lending: Low cost LTL especially for trans-border
projects. Tailor made to customer, PPPs*, higher
ceiling of lending, <75% of project cost

> + Income (fin. fees for

resources, risk-sharing)=>net surplus
* Market bor/wing: AAA (diversified geo/tenor/cur/type of investor)
* Back-up loan funding by the ownership

« Borrowing: Top rated, range of cu ies,
amounts , tenors etc
« Catalytic role* (finance & project
implementation/quality’
Pricing:
* Lending: Non-profit seeking, MS non-discriminatory/
cost plus (modulated, risk pricing
« Borrowing: based on: .Financial strength
-Solidity
-Euro benchmarks

Perpetual self-financing
o Non-profit seeking
o Cost coverage
o Revenue generation- reserve building

« Economies of scale of operations
No interest rate rebates

Resmence

+  Asset quality
Banking solidity (gearing 2.5:1 sub. cap : outstandings)
Liquidity adequacy
Contmlled risk tolerance (ALM, lending- EU:

Ci y: G control*, COP, perf. & credit risk pricing, other: EU
Autonomy gquarantee & EIB)
Effectiveness: (Added-value*.EU lending amounts stabilisation
. Lendlng Leverage and relevance in key priorities.
of the euroarea
market
:
VALUE NETWORK N \
Shareholders: Member States as ultimate guarantors of EIB operation providing a “quality stamp” with strong ‘buy-in’ by
investors for credit rating and capital market borrowing at fine conditions, as well as project promoters.
Brand: Strength of brand due to its EIB’s dual nature. EIB’s “Stamp of approval™.
Investors: Public and private in EU and beyond.
Customers: Public and private undertakings in EU and beyond.
Guarantors: Member States, and other adequate guarantors.
Partners: Administrations of Member States, EU institutions/.Commission*, IFls*, banks*, EIF*, funds.

Rating agencies: Rating attribution for capital market operations.
Established mainly through the channels sue to the distance in physical location and centralisation of

Cust./Inv. relations:
operations at the headquarters.

Channels:

Governments and public admini
Project ﬁechnlcal assistance) i

Product flow:

project isal on

IFls, banking
ligibility, financial, economic and technical

vnablllty approval, docL

ment, impact
Civ. Soc./ NGOs/media: A ility, transparency, corporate

ibility.

Staff: Hired on personal ability and pi
* means emphasis

1 conclusion] downstream (monitoring, termination/full

ional qualifications, and equitably from Member States.

Underlined are changes introduced compared to the EIB initial Business Model of 1957.

Figure 6.2 EIB’s business model diagram in 1999
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Appendix 6.3:

STRATEGIC CHOICES

Unique dual nature as a European body and a bank/group*, “policy-driven” with seat in Luxembourg.
“The task of the EIB shall be to contribute, by having recourse to the capital market and utilising its own resources, to the
balanced and steady development of the internal market in the interest of the Union”.
Offering: Increased | * - [lending (“coherent finance by EIB Group, in particular loans and guarantees*), blending (“special
activities”, incl. risk capital/equity participations, structured finance*), and advising (technical assistance as group, and jointly with
Commission)], and alternative fin. structures-bond purchaser/underwriter.
Scope: Financing of projects and programmes “which: a) Projects for developing less-developed regions; b) Projects for modernising
or converting undertakings or for developing fresh activities called for by the establishment or functioning of the internal market, where
these projects are of such a size or nature that they cannot be entirely financed by the various means available in the individual Member
States; c) Project of common interest to several Member States which are of such a size or nature that they cannot be entirely financed
by the various means available in the individual Member States. In carrying out its task, the Bank shall facilitate the financing of
investment programmes in conjunction with assistance from the Structural Funds and other Union Financial Instruments”.

Group creation: Possibility to establish subsidiaries.

Target market: . Geographically: Primarily in the EU (focus econ. & soc. Cohesion*), beyond (derogation)
. Sectors: All. Focus on innovation, TENS, environnement, SMEs*
. Size target area: Schemes of some extent, as well as SMEs (via partner banks also student loans,

micro-credit, social projects

Nature of projects: Infrastructure, industrial production
Types of borrowers: Public and private

Ownership

Complementarity of finance*

. Subsidiarity*
/\ . Economic utility of the projects financed /\

Differentiation:

. Conformity with EU and Member States’ policies of projects financed
. Efficiency of projects financed
. Extensive legal capacity
X
/ VALUE CAPTURE v
-\ /_ VALUE CREATION Resourcefulness:
* Own funds: (CET1 capital)
Market entrance: +Shareholders support: Committed ownership with paid-in capital of
/ ¢ Lending: Demand driven & partner support 5% & secured future capitalisation
* Borrowing*: Sustainable, benchmarking, « Reserves: additional for “special activities”
transparent, «Income:(fin.place/ts, increased fees for advisory ,risk sharing)=>net
liquid, structured products surplus
Address market needs: *Market bor/wing: AAA (diversified geo/tenor/cur/investor type)
* Lending: nature of projects (especially for trans- Efficiency:
border projects). Amounts, ceilings, maturities, and *Perpetual “financial self-sufficiency™
pricing suitable to investment needs, Revenue o Non-profit basis of operation
model o Cost coverage
* Borrowing: Product leadership o Revenue generation- reserve building
Pricing: *Economies of scale of operations
* Lending: based on a non-profit making/ cost *No interest rate rebates
coverage basis revenue model Resilience:
« Borrowing: based on: .Financial strength «Asset quality (/net surplus - Basel Il CAD)
.Solidity *Banking solidity (gearing 2.5:1 sub.cap + reserves+eq.part. :outst.)
\ Credibility: Governance, control, COP, perf. measurement «Liquidity adequacy
Autonomy ~Higher but controlled risk tolerance**
Positional advantages (ALM, lending-EU: externalisation, credit risk pricing & loan grading
etc, unsecured to banks, other: EU mandates guarantee & EIB)
ffecti (focus on added-value)**
+Lending operations: tailor-made, risk sharing*- own funds to
specific initiatives
*Borrowing operations: cap. mark. development. of new MS
7
VALUE NETWORK
Shareholders: Member States as ultimate guarantors of EIB operation providing a “quality stamp” with strong ‘buy-in’ by \/
investors for credit rating and capital market borrowing at fine conditions, as well as project promoters.
Brand: Strength of brand due to its EIB’s dual nature. EIB’s “Stamp of approval™.
Investors: Public and private in EU and beyond.
Customers: Public and private undertakings in EU and beyond.
Guarantors: Member States, and other adequate guarantors, or the debtor depending on its strength, or other.
Partners: Administrations of Member States, EU institutions/ esp. Commission**, IFls*, banks**, EIF**, funds.
Rating agencies: Rating attribution for capital market operations.
Cust./Invest.relations:  Established mainly through the channels sue to the distance in physical location and centralisation of
operations at the headquarters. Increased ext. offices’ network, Global Relations Management (GRM)
Channels: Governments and public administration, Commissions IFls, banking community
Product flow: Project [(technical assistance) identification, project appraisal on eligibility, financial, economic and technical
viability, operation approval, documentation conclusion] downstream (monitoring, termination/full
reimbursement, impact assessment).

Figure 6.3 EIB’s business model diagram in 2010
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