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The European Investment Bank to the rescue? COVID-related 
lending as incremental change
David Howarth and Helen Kavvadia

University of Luxembourg, Belval-Esch-sur-Alzette, Luxembourg

ABSTRACT
The European Investment Bank (EIB) was officially part of a coordi
nated European Union (EU) strategy to address the impact of the 
COVID-19 pandemic. However, we argue that despite the worst 
socio-economic crisis to hit most European countries since the 
Second World War, the EIB failed to deviate from a set path that 
delimited acceptable forms of lending. We apply a historical insti
tutionalist analysis to explain how and why the EIB continued to 
engage in principally low risk lending activities via the commercial 
banking sector, and failed to significantly increase lending to the 
public health sector.
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Introduction

Public banks around the world were at the forefront of the public sector response to 
the socio-economic impact of the COVID-19 pandemic (Barrowclough, Marois, and 
McDonald 2020; Bilal 2020a, 2020b). At the level of the European Union (EU), the 
European Investment Bank (EIB) was part of a coordinated strategy to address the 
impact of the pandemic (CEU 2020a; CEU 2020c). Created in 1958, the EIB was 
explicitly tasked to address market failures in long-term capital flows in support of 
the European Community’s policy objectives (Bussière et al., 2008; Coppolaro and 
Kavvadia 2022). On its path to become one of the world’s largest multilateral public 
banks1 – as measured by loans, assets and resources – the EIB often modified its 
lending activities in order to adapt to evolving European and member state policy 
objectives. As a result, the bank was transformed into an institution that supported 
market-making (Clifton et al., 2018) and later became a quasi multi-purpose EU 
economic booster mechanism (Kavvadia 2021), before claiming its pivot to a climate 
bank in 2019 (EIB, 2019a), benefiting larger EU member states (ECA, 2019). Clifton 
et al. (2018) demonstrate how EIB lending patterns largely corresponded to EU 
member state capital contributions to the bank, which shied away from riskier 
lending activities (see also Bruszt et al. 2020). The bulk of EIB funding was channelled 
via the banking sector and to large infrastructural projects, mostly under state 
guarantees.
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The COVID-19 pandemic and the socio-economic crisis it provoked can be seen as 
a critical juncture resulting in a number of significant shifts in pre-existing institutional 
frameworks and policies at the EU level (Fabbrini 2022; Rehm 2022; Tesche 2022). The 
crisis sparked a significant shift in EU policy on emergency financial assistance, notably 
with the agreement to create the Next Generation EU (NGEU) and the Recovery and 
Resilience Facility (RRF). Consequently, with the aim to provide up to €400 billion in 
grants and additional long-term low-interest loans to struggling member states, the 
European Commission has been assigned with the borrowing of the collective funds 
and has hence been transformed within a short time into one of the world’s largest public 
issuers of debt. While not entirely unprecedented, the scale of this EU funding activity 
combined with the European Commission’s need to borrow the funds was a significant 
departure from previous emergency financial assistance which principally involved 
lending subject to conditionality.

We demonstrate in this article that the COVID-19 pandemic cannot be seen as 
a critical juncture with regard to the operation and activities of the EIB. The pandemic 
did result in a shift in the EIB institutionally and in terms of its activities in at least three 
respects: the creation of the Pan-European Guarantee Fund (EGF),2 the provision of 
guarantees via this fund to cover the liquidity-lending mainly to small and medium-sized 
enterprises (SMEs) (EIB 2022b), and the EIB’s parallel lending to SMEs through financial 
intermediaries under the EGF and its own resources. However, we also show that the EIB 
(both the bank itself and the EIB group) did not respond to the COVID-19 crisis through 
a significant increase in its lending to the health sector or a major shift in the target of this 
lending, despite the bank’s public emphasis upon lending to the health sector. Above all, 
we argue that the reforms adopted are better interpreted as forms of incremental change – 
and more specifically “layering” – that were induced by the pandemic but largely 
followed an existing path. These reforms cannot be seen as radical change involving 
a punctuated equilibrium.

The EIB’s Board of Directors approved an earlier announced limited Emergency 
Package in April 2020 (EIB 2021b), whilst the bank’s COVID-related activity began in 
the autumn of that year, predominantly under the specially created EGF agreed in 
June. Funded by the EU Member States, the EGF was established to keep SMEs afloat 
during the lockdown-engendered recession, by de-risking the EIB, and enabling it to 
provide bank-intermediated finance (EIB 2022b). The fund – to consist of €25 billion 
with the aim to leverage additional lending of up to €200 billion through guarantees 
covering losses on SME loans by financial intermediaries – was presented by the EIB 
as a “decisive response” (EIB 2022f, 1) to the pandemic, and a “high impact” initiative 
(EIB 2021b: XI), with political support from some EU member states (Bank of Greece 
BoG 2022; Maas 2020). We argue here that this response served predominantly the 
banking system and, to a lesser extent, SME recipients. The EIB’s response through 
both the Emergency Package and the EGF exploited the bank’s extensive existing 
client network of financial institutions, for which new operations, including lending 
and guarantees, could be provided on a “light” due diligence, as a repeat operation. 
The EIB thus demonstrated proactiveness, without contributing much to EU and 
national efforts to halt the spread of COVID-19.

The socio-economic crisis engendered by the COVID-19 pandemic failed to provide 
the incentive for the EIB to reposition itself as a public bank which could better address 
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pressing health-related issues. The EIB acknowledged that “access to health should be 
universal” and claimed that a main tenet of its approach to the sector was that “healthcare 
should be effective, safe and affordable” (EIB 2021a, 1). However, the EIB’s response to 
COVID-19 has focused upon support for SMEs rather than support for the health sector. 
From its total COVID-related lending within the EU in the 12-month period from 
March 2020 to March 2021 only 4 billion euros were lent to the health sector, represent
ing 12% of the bank’s total lending of €35 billion during the same period. Changes since 
the start of the pandemic demonstrate incremental change. In this context, we ask the 
following research question: How can the European Investment Bank’s COVID-related 
response be best understood?

Our contribution is structured as follows. In the next section, we examine the limited 
relevant literature on public banks and, specifically, EIB lending. Here, we also justify and 
summarise our analytical framework and present our methodology. In section three, we 
provide a brief overview of the EIB’s pandemic-related activities. In section four, we 
provide a historical institutionalist analysis to explain the limited development of EIB 
lending during the COVID-19 pandemic. Section five concludes.

The added value of an historical institutionalist study of EIB lending

Heldt and Schmidtke (2019) apply historical institutionalism and path dependence to 
explain how despite a significant increase in the number of regional development banks 
since the creation of the World Bank (initially the International Bank for Reconstruction 
and Development), core governance features designed at Bretton Woods continue to 
shape more recently created institutions in the regime complex of international devel
opment banking.3 Here, we apply the concept of path dependence to explain the 
surprisingly limited shifts in EIB lending patterns during the COVID-pandemic. Path 
dependence can be seen as the flip side of incremental change (Thelen and Conran 2016). 
In the historical institutionalist literature four forms of incremental institutional change 
have been developed (Mahoney and Thelen 2010; Streeck and Thelen 2005): displace
ment, layering, drift and conversion. With regard to EIB lending patterns, we emphasise 
the importance of layering, which is the introduction of new rules on top of or in parallel 
to existing rules. There has been limited evidence of displacement – the replacement of 
rules – or conversion (redirection) – the changing of existing rules. We detect evidence of 
drift – the changing impact of existing rules due to shifts in the environment in which the 
EIB operates – but this is secondary in the context of our attempt to explain (limited) 
change in EIB lending patterns due to COVID-19. Forms of incremental change operate 
within path dependence to explain both continuity and change of specific elements of the 
institutional framework (Ackrill and Kay 2006). In particular, we draw on the work of 
Van der Heijden (2011) and other scholars who demonstrate how the concept of layering 
combines both punctuated and incremental change (see also Mahoney 2010; Salines et al.  
2012; Verdun 2015).

A number of historical institutionalist studies also analyse crisis-induced change and 
its impact on institutional development through the concepts of critical juncture and 
punctuated change. For example, Rehm (2022) develops historical institutionalism as an 
analytical framework to explain how crises operated as critical junctures to bring about 
changes to European financial support mechanisms. Crisis moments are analysed in 
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order better to understand when and why an institutional setting is overwhelmed and its 
appropriateness brought into question (see Braun 2015; Mahoney 2010). Crises can be 
interpreted as critical junctures, which are defined as short moments of institutional 
fluidity, allowing for agency and an increased range of choices from which to be selected 
(Capoccia 2015; Capoccia and Kelemen 2007; Mahoney et al. 2016). However, we do not 
identify a critical juncture resulting in a punctuated change in the EIB’s response to the 
COVID-19 crisis.

Applying a historical institutionalist analysis, we test the following hypothesis to 
answer the question presented above: The EIB’s COVID-related institutional changes 
and new policies reflect path dependent lending patterns that embody a series of incre
mental changes and, specifically, layering.

We thus argue that these EIB responses to the COVID-19 pandemic were neither 
tailor-made to tackle health-related concerns and the linked socio-economic crisis nor 
were they well-suited. Moreover, these responses cannot be explained in terms of EIB 
agency, whether by the bank’s member state shareholders operating through the Board of 
Governors or bank staff. Rather, we argue that the EIB’s COVID-related response 
reflected significant path dependence in two respects: the organisation of EIB lending 
via the banking sector and the EIB’s preference for lower risk lending to protect the 
bank’s prized Triple-A credit rating. We explain the creation of the EGF, the introduction 
of SME liquidity support and the marginal increase in public health funding in these 
terms. For the EIB then, the crisis failed to operate as a critical juncture that punctuated 
the existing equilibrium. While the creation of the EGF and the introduction of SME 
liquidity support can be seen as important developments, we argue that these institu
tional and policy innovations should be interpreted as a form of layering in the context of 
a pre-existing path that delimited EIB lending patterns prior to and during the pandemic. 
Thus, the adopted reforms are best understood as forms of incremental change. The EIB’s 
COVID-related lending activity reflected the bank’s institutionally embedded norms that 
were largely indifferent to the implications of the crisis for national health-care systems 
and societies.

Our analysis is based on primary EIB statistical data and other EIB and EU docu
mentary evidence. We also examine a range of professional and academic sources on 
development bank and specifically EIB lending. With regard to SMEs and the health 
sector specifically, we analyse the data on EIB lending in the framework of the bank’s 
response to COVID and compare this lending with the bank’s pre-COVID activity.

The EU’s and EIB’s COVID-related measures 2020–2022

The EU responded to the unprecedented twin health and economic COVID-crisis in 
an integrated and holistic way, involving all its economic governance institutions (EC  
2020a). The twin policy response was part of the EU’s strategy “to deal with health 
emergency needs, to support economic activity and to prepare the ground for the 
recovery” (CEU 2020a) and was followed by all EU funding institutions. The 
European Commission’s €750 billion NGEU (EC 2020a) was to support both the 
economy and health sector through the Recovery and Resilience Facility (RRF) for 
investments across sectors, by supplementing loans with grants. The Commission also 
moved to bring forward spending from the EU’s 2021–2027 budgets (Multiannual 
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Financial Framework), with REACT-EU for bolstering cohesion and the EU4Health 
programme for public health. Finally, the Commission created a €100 billion tem
porary recovery fund (SURE) to support member state government job furlough 
schemes. The European Stability Mechanism (ESM) created the Pandemic Crisis 
Support (PCS), a credit line available to the Eurozone countries in support of health 
care, cure and prevention-related costs due to the COVID-19 crisis (ESM (European 
Stability Mechanism), 2020). The PCS is based on the ESM’s Enhanced Conditions 
Credit Line (ECCL), which could add up to €240 billion as a safety net for Eurozone 
sovereigns. The ECCL offered a novel flexibility “bonus”, as it did not impose any 
structural reform conditionality upon recipient governments (Mertens et al. 2020). 
The European Central Bank (ECB) increased its Asset Purchase Programme (APP) 
and launched the Pandemic Emergency Purchase Programme (PEPP) (ECB 2020). 
The Council of Ministers and Commission agreed to launch the escape clause of the 
Stability and Growth to suspend fiscal rules and also suspended elements of EU 
Competition policy.

The EIB was part of the EU’s response and therefore followed the twin priorities “to 
contain the economic effects of the crisis and tackle immediate health-related emergen
cies” (EIB 2022c, 13). The member state shareholders of the EIB agreed two sets of 
initiatives. In March 2020, they agreed a rather limited €28 billion emergency package to 
be introduced immediately, which was approved by the EIB Board of Directors in 
April 2020. In effect, this package “re-purposed” some of the EIB’s existing lending 
programmes in the form of “bridge loans or top-ups to existing EIB and EIF operations” 
(EIB 2022g). More significantly, in May 2020, some of the member state shareholders 
agreed to contribute capital of up to €25 billion to provide credit guarantees to leverage 
up to €200 billion for additional funding to SMEs. The institutional mechanism that 
made this additional funding possible was the intergovernmental European Guarantee 
Fund (EGF). Eventually, only 22 of the 27 EU member states paid in capital to this fund 
and could receive financing from it. In December 2020, the fund provided its first 
guarantee of €100 million to the Spanish Banca March (European Commission, 2020).

The EIB’s COVID-related aggregate activity, including lending, equity and guarantees, 
during 2020 and 2021 amounted to a total of €58.71 billion, of which €25.46 billion in 
2020 increasing by 30% in 2021 to reach €33.26 billion. In line with the EIB’s long- 
standing operating pattern, 90% of this activity was within the EU, with the remaining 
10% in a range of other countries around the world. EIB lending was provided pre
dominantly through the bank itself, with €45.21 billion or 77%, while €13.5 billion was 
provided through the European Investment Fund (EIF) in the form of equity and 
guarantees, to a large extent from the EGF’s resources (EIB 2022f).

Hit by severe health uncertainties and health-care capacity gaps (Forman and 
Mossialos 2021), the EU collectively called for “resolute action to reinforce [the 
Union’s] public health sectors” in its territory (European Commission, 2022). The call 
by the heads of government and state of nine EU Member States for the issuance of 
“corona bonds” was motivated principally by concerns regarding additional health-care 
costs linked to the pandemic (Dombey et al. 2020). The European Council explicitly 
mandated the EIB to step up its support to the health sector (CEU 2020a). However, this 
support did not rise dramatically. During 2020 and 2021, the EIB lent a total of 
€7.73 billion to health-related investments (EIB 2022g), which represents 6.1% of its 
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aggregate lending during this 2-year period. The additional EIB health lending reached 
only €3 billion more than during the 2-year period prior to the crisis.

The EU’s response measures have been “exceptional” (CEU 2020b), exploiting 
a window of opportunity to bring about a rapid and fundamental change in the 
Union’s economic governance. Acknowledging the pandemic’s twin crisis as 
a profound threat, the EU member states appear to have innovated significantly from 
pre-existing paths on financial assistance within the existing Treaties, with the massive 
expansion of Commission debt issuance to fund the NGEU. Equally, the PCS appears to 
have shifted the ESM significantly from a pre-existing path of lending outlined in the 
intergovernmental treaty and the agreed – but yet to be ratified – pre-pandemic reform 
from December 2019. In this sense, the COVID-19 twin crisis can be depicted as a critical 
juncture for both EU and Eurozone funding mechanisms (Bisciari et al. 2021; Lionello  
2020). Critical junctures have emerged during crises and have often ignited major 
changes at EU and Eurozone levels (Verdun 2015; Meunier 2013) and at the EIB level 
(Coppolaro and Kavvadia 2022; Kavvadia 2022; Shields 2022). We would expect then 
a similarly significant shift in EIB lending patterns – especially given that such a shift 
would involve less resistance from member state governments than either the creation of 
the NGEU or the elimination of conditionality on low-cost ESM lending. However, this 
shift did not occur.

Despite the pandemic and the EIB’s official commitment to tackling both the health 
and economic crisis, overall EIB lending levels did not significantly increase (EIB, 2022d; 
Tesche 2022). The EIB’s total lending activity reached €60 billion in 2020 and €65 billion 
in 2021, compared to €63 billion in 2019 and €55 billion in 2018. Despite the pandemic, 
the bank’s profits from lending in 2021 reached €2.6 billion exceeding the 2018 level of 
€2.3 billion. All the EIB’s main financial indicators remained satisfactory (Fitch, 2020).

Long-established EIB lending patterns and incremental change

This section studies the EIB’s pandemic response through an historical institutionalist 
analysis by drawing insights from the relevant four elements of the established path of 
EIB lending activity which have shaped the EIB’s pandemic-related reforms which we 
explain as examples of layering. First, the bank focused on low-risk lending to large 
mostly state-guaranteed infrastructural projects which did not menace the banks prized 
Triple-A credit rating. Second, the EIB engaged in intermediated lending via banks and 
other private financial companies, including those organising Public-Private Partnership 
operations. Third, EIB support for higher-risk SMEs and through higher-risk products 
was provided notably through the EIF, the bank’s subsidiary. Thus, the creation of the 
EGF reflects an established pattern of guaranteeing higher risk activities by the EU 
budget or directly by the member states. Fourth, EIB support for the health sector was 
previously limited and remained limited during the pandemic, reflecting the bank’s 
lengthy due diligence process – ranging between 3 and 18 months – slowing down the 
EIB’s quick response to demonstrate relevance (EIB 2021b) and lowering returns from 
such investments. This section analyses and compares past and pandemic-related EIB 
activity in the SMEs and health sectors to demonstrate the limited incremental nature of 
the changes adopted.
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Low risk lending and shareholder satisfaction to defend the Triple-A

The EIB’s Triple-A credit rating and related status of first‐class borrower, allowing it 
to borrow on capital markets at the best conditions, have long been a recognized key 
feature of the bank’s business model and noted explicitly in range of major reports 
and speeches by bank leaders (EIB 2011; Steering Committee 2010). Apart from 
liquidity, the EIB’s rating is assessed on the basis of the bank’s shareholders’ strength – 
ability and willingness to support the bank if required – and the bank’s capital 
adequacy, which in turn partly also depends on the shareholders’ strength, as it 
reflects the availability of capital to cover assets in light of their weights on the 
basis of their inherent credit, which concerns mainly the risk that these assets could 
result in capital losses (Fitch, 2020; Moody’s 2021). In other words, the EIB rating 
depends mainly on shareholder satisfaction (Kavvadia 2021) and the low risk of the 
bank’s lending portfolio. For this reason, the EIB’s involvement in the European 
response to the pandemic has been assessed positively by the rating agencies, espe
cially as the EGF is backed by member states’ “unconditional, irrevocable and on- 
demand guarantees, ensuring that the EIB does not bear any residual credit risk” 
(Moody’s 2021, 3).

The EIB’s reliance on shareholders to carry the risk and ensure its capitalisation is an 
integral part of the bank’s business model (Bruszt et al. 2020; Kavvadia 2022) and reflects 
path dependence. Non-EU EIB lending has, since its early beginnings in 1964, been 
covered by guarantees from the EU budget or the member states. Even the establishment 
of the EIF in 1994 – with a tripartite ownership consisting of the EIB, the European 
Commission and a number of commercial banks4 – can be partly seen as a form of 
layering of ongoing efforts to de-risk the EIB, through guarantees for EIB lending mainly 
to large infrastructure resulting from a 1992 Amsterdam European Council decision (EIB  
1993) and the EU’s 1993 White Paper on growth (EIB 1994). At a later stage, the EIF’s 
venture capital operations took precedence over its guaranteed provision operations, by 
ring-fencing EIB risk, as SMEs gained importance in EU policies. Like the EIB more 
generally, the EIF does not fund SMEs directly but rather provides funding through 
financial companies, notably commercial banks and funds. The EIB’s de-risking path 
dependence continued over the years, mainly through EU budget guarantees. Riskier 
operations in the EU under different schemes, such as the research-oriented Risk Sharing 
Finance Facility (RSFF) set up in 2007, the InnovFin product envelope for innovation 
support launched in 2014, or the European Fund for Strategic Investments (EFSI) in 
2015, as part of European Commission’s Juncker Plan’s financial crisis response, all 
benefitted from the EU budget guarantee. The EGF was guaranteed by member states – 
specifically, only 22 of them – and not the EU budget which is typical of EIB operations 
within the EU. This appears to be a significant shift. However, we interpret this as 
another form of layering because the EGF was created to be a temporary fund and its 
organisation reflected well-established EIB risk-aversion and an effort to satisfy share
holders. This risk-aversion, while praised by rating agencies and reflected in the bank’s 
uninterrupted Triple-A rating over the years, has also been criticised especially because it 
resulted in the EIB’s increasing use of banking-sector intermediated SME financing 
(Clifton et al. 2020; Griffith-Jones and Naqvi 2020, CHRD, 2021; CB 2022; Hodson 
and Howarth 2022).
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Intermediated SME financing

SMEs are of great importance to the EU economy, with nine out of ten companies, 
generating two out of every three jobs, and contributing to technological innovation, 
competitiveness, economic growth and social stability (Anginer, de la Torre, and Ize  
2011; De la Torre et al. 2017; EC 2020a; Griffith-Jones et al. 2017; OECD 2020). 
According to the EU’s own definition – which is followed by the EIB – these are 
companies with up to 250 employees, annual turnover up to €50 million and a balance 
sheet total up to €43 million, and which are not subsidiaries of large enterprises (EC 2003,  
2020b). Historically, more than a third of the EIB’s lending went to SMEs through public 
or private commercial banks and other financial institutions, which on-lend EIB funds in 
smaller amounts to SMEs. These intermediary financial institutions become the EIB’s 
risk counterpart, perform due diligence and bear the risk of the final SME beneficiaries 
on their books.

Intermediated lending to SMEs is a necessity for the EIB, which was created as “an 
autonomous quasi-commercial entity, based on the model of the World Bank” (Gordon  
2022, 35). In this sense, on the one hand, the EIB operates in the capital markets where its 
Triple-A serves for low-borrowing rates in order to provide “patient” and well-priced 
lending without seeking to maximise its profit (Kavvadia 2022). On the other hand, the 
EIB has to assure the full reimbursement of its lending, and therefore undertakes 
a multifaceted due diligence – covering financial, economic, technical and environmental 
issues – and requests first-class guarantees for its loans, such as state, bank and large 
corporate guarantees and assignment of rights over future revenue streams, but not 
physical collateral in the form of mortgages. Given the large number of SMEs in the EU, 
the EIB lacks sufficient staff numbers to undertake the due diligence of so many 
companies. Furthermore, the bank lacks deep knowledge of national financial markets 
and no means to monitor SME client accounts as their house-banks do. Thus, the EIB 
turned to intermediated lending immediately after its creation in 1958 as a solution 
borrowed from the World Bank, where intermediated lending for SMEs had been already 
widely used (Clifton et al. 2021, 10; EIB 1959). This learning was facilitated through the 
recruitment of World Bank staff. The bank’s first intermediated lending to SMEs began 
in its first year of operation in 1958, when it financed an Italian public bank, the Cassa per 
il Mezzogiorno, in collaboration with the World Bank (EIB 1961, 18). Lending inter
mediation for the financing of SMEs was subsequently extended further to other public 
or private commercial banks, with the EIB’s first loans granted in 1968 to ISVEIMER, 
a bank in Southern Italy focused upon lending to SMEs, through the Cassa per il 
Mezzogiorno, “relating to 20 industrial projects on a small and medium scale totalling 
6.6 million” units of account (u.a.) (EIB 1970, 94). Originally labelled as an “overall loan”, 
lending to SMEs, was later renamed as a “global loan” in 1972 (EIB 1973), and subse
quently as a “credit line” in 2006 (EIB, 2007). However, the essence of decentralised 
distribution via financial intermediaries and EIB risk coverage carried by these financial 
institutions remained the same.

Lending to SMEs was streamlined in order to accommodate larger numbers of 
companies in 1997 and the appraisal of operations shifted from the appraisal of indivi
dual operations to portfolio-based financing. This involved the official abolition of 
individualized funding allocation reports. However, in practice, reports focused on 
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individual companies had already been abolished in the mid 1980s, as in most cases the 
EIB did not receive detailed information on final beneficiaries and their projects. 
Moreover, the bank sought to improve efficiency and minimise bureaucracy in order 
to make its SME loans more attractive to intermediaries. This lighter treatment of SME 
lending resulted in increased lending volumes. However, the EIB no longer had an 
accurate picture of how its funds were being used and concerns were voiced relating to 
the EIB’s oversight of the use of its funds in accordance with EU priorities and the bank’s 
accountability to its national shareholders, other EU institutions and civil society (Ban 
and Seabrooke 2016; EP 2001; European Ombudsman 2020; Feiler and Stoczkiewicz  
1999; Vervynckt 2015). A number of observers have also pointed to the inadequate 
transparency and accountability of the EIB’s COVID-related activity given that SME 
support was channelled through cooperating financial institutions (for example, Clifton 
et al. 2020; CB (Counter Balance), 2020).

EIB lending to SMEs in aggregated terms steadily increased in total volumes through 
further layering, as the bank sought to widen both its geographical and sectoral eligibility 
criteria. Geographically, in 1968, the EIB clarified that it provided loans only to “assisted 
areas” which qualified for regional development funding, when regional development 
regions had been identified for prioritised funding (EIB 1969). In 1987, the EIB extended 
its SME lending to cover all European regions (EIB 1988). Neither move resulted from 
social-economic developments that might be labelled a critical juncture. A series of 
layering reforms expanded the number of sectors these “aggregated” loans included: 
small-to-medium scale infrastructure projects in 1979 (EIB 1980); the rational use of 
energy in 1980 (EIB 1981); the development of advanced technology in 1985 (EIB, 1986); 
environmental protection in 1986 (EIB 1987); retail and services to private individuals in 
1995 (EIB 1996) and health and education in 1997 (EIB 1998). Health thus became 
eligible for EIB financing under the Amsterdam Special Action Programme (ASAP), 
which was approved by the bank’s Board of Governors on 20 August 1997. The range of 
the financial toolkit used for SME lending also evolved in a series of layering reforms 
from “plain vanilla” lending, to equity and quasi-equity operations under the ASAP’s 
“SME window” in 1997, in parallel with the EIF’s funding of venture capital from 1999 
(EIB 2000) and guarantees starting with the trade finance facility in 2013. Volume-wise, 
EIB lending to SMEs amounted to €447 billion during the 1957–2021 period, or 28% of 
the bank’s aggregate lending. In the 2-year period preceding the COVID-19 pandemic 
(2017–2019), EIB lending to SMEs increased its share reaching 31% of total bank lending.

During the first 2 years of the pandemic (2020–21) – despite being a priority of the 
EIB’s COVID-19 response – the bank’s lending to SMEs increased only marginally to 
37% of EIB aggregate lending in 2020 but then decreased to 32% in 2021. While limited, 
the increased share of total EIB lending to SMEs was complemented by additional 
pandemic-related funding to SMEs in the form of guarantees, and equity and quasi- 
equity operations, provided by the EIF. It is to be noted that in 2021, for the first time, the 
EIF’s activity results surpassed the EIB’s in an EU priority call. The EIF was 34 times 
smaller than the EIB in terms of capitalisation in 2021: €7.4 billion compared to 
€248.8 billion. In the framework of the EGF, the EIF approved guarantee operations 
amounting to €12.78 billion, whereas the EIB’s reached only €10.44 billion. However, 
signed operations were in reverse order with the EIF having guaranteed a total of 
€8.04 billion by the end of 2021 and the EIB €10.05 billion. While a significant 
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development in the history of the EIF, this increased importance must be seen as the 
result of incremental change and the gradually increased EIB focus on SME-oriented 
funding over more than six decades. The EGF-provided guarantees were to finish by the 
end of 2022, thus further pointing to the limited significance of this change and the 
increased relative importance of the EIF within the EIB group.

The most important change in SME funding through the EGF concerned the nature of 
funding. While significant – the use of guarantees involved a notably increased role for 
private finance – we argue that this should nonetheless also be seen as an example of 
incremental change and layering because it was time-limited, did not constitute main
stream EIB activity and followed the EIB’s de-risking and shareholder-satisfaction path 
dependence. The EGF targeted fast-track funding aimed at providing liquidity to SMEs, 
instead of project-linked loans aimed at fixed-asset creation and/or modernisation, which 
had always been at the heart of the EIB’s statutory operating principles (EIB 1959, 38; 
EIB; EIB 2022e). The EIB had consistently provided finance linked to fixed assets, 
whereby over the years, the bank limited its funding to an average of 30% instead of 
the initially applicable “40 [per cent] of the cost of the fixed assets” (EIB 1975, 8). 
Liquidity injection reinforced the view of SME lending as “treasury funding” (Kavvadia  
2020, 5) for commercial banks and raised questions, even within the EIB, as to the long- 
term impact and relevance of the financing which came to the market too late, during the 
“phasing out of emergency economic measures across Europe” (EIB 2022c, 1). This also 
followed an EIB trend of substituting permanent supranational fiscal capacity (Mertens 
and Thiemann, 2022; Tesche 2022). Addressing primarily “the credit risk [. . .] and capital 
relief of intermediary banks” (EIB 2022c:X), brought the EIB criticism for serving 
predominantly the banking system and, to a lesser extent, the SME final beneficiaries 
(Clifton et al. 2020).

The European Guarantee Fund as incremental change

The limited change in overall EIB lending activity can be juxtaposed with institutional 
innovation and change in EIB governance provoked by the COVID-19 crisis. With the 
creation of the EGF, the pandemic unlocked the direct risk coverage of EIB activity by EU 
member states. The EGF was innovative in that it involved both a diversification of the 
guarantee provision for EIB operations but also an extension of the amounts that the 
bank could guarantee. Furthermore, the EGF unleashed the EIB’s “increasing focus on 
using third party funds” (EIB 2021b, 12), allowing not only the bank’s risk coverage but 
also increased revenues, through the collection of fees for the management of funds 
created with EU budget and member state resources (Kavvadia 2022). The EGF, however, 
should not be seen as unprecedented. The practice of direct risk coverage of EIB activity 
by the member states had been used from 1964 for EIB operations outside the then 
European Community (EC). In 1964, of a total of 394 million units of account allocated 
to operations outside the EC, loans of 331 million units of account were guaranteed 
directly by the then six member states (EIB 1965). More recently, for external action, 
member states guaranteed EIB operations in African, Caribbean and Pacific (ACP) states 
under the Cotonou Partnership Agreement, which involved €2.5 billion for the period 
2014–2021 (EIB 2022d).
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Given that the EGF was guaranteed by capital contributions from EU member states, 
national governments maintained a veto over their allocation. Indeed, the creation of the 
EGF can be interpreted as an important development of a pre-existing path of the EIB 
towards increased intergovernmentalism in the bank’s decision-making and the corre
sponding decreased role for the European Commission. Indeed, a number of authors 
point to difficult EIB-Commission relations especially in the context of InvestEU, the 
successor programme of the Juncker plan and the NGEU (EP 2016; Kavvadia 2021; 
Mertens and Thiemann 2022). In this sense, the COVID-19 crisis can be understood as 
a window of opportunity for the member state shareholders of the bank to engage in 
institutional innovation which would have been less likely – and acceptable – previously. 
The creation of the EGF demonstrated that the EIB had other options of risk coverage 
than the EU budget and thus could avoid oversight by the European Commission and the 
European Parliament, and the scrutiny by EU watchdogs, and notably the European 
Court of Auditors (ECA 2019) and the European Anti-Fraud Office (OLAF), which the 
EIB historically resisted (EP 2020). Still, the turn to EIB operations guaranteed by the 
member states increased potential scrutiny by national audit and control bodies.

Health sector financing

The first EIB discussions on the health sector, and in particular “health protection in 
industry” took place in the framework of the fifth meeting of the Committee of 
International Development Institutions on the Environment (CIDIE), hosted by the EIB 
in June 1984 (EIB, 1985:22). Two loans totalling 13.3 million ECUs were provided to the 
Venice municipal health sector in the 1987–1989 period. However, the health sector was 
added to the EIB’s eligibility criteria only more than a decade later in an agreement of the 
Heads of Government and State at the Amsterdam European Council of June 1997 and was 
incorporated into the EIB’s ASAP adopted the following August. The Amsterdam 
European Council highlighted the need to increase investment in human capital (health 
and knowledge) as a key driver of economic growth, an emphasis also made in the Lisbon 
Strategy (Armstrong 2012; Ruijter and Hervey 2012). Thus, increased EIB health-oriented 
financing should be seen in terms of incremental change, and notably layering. It did not 
result from any critical juncture. Rather, it was justified and managed in terms of long- 
standing EIB financing goals. Furthermore, the addition of the health sector was not based 
on health’s value as a public good, but rather on its “labour-intensive” (EIB, 1997:5) growth 
potential, as was the case for the window for SME lending previously agreed. The EIB 
funding in the health sector was concentrated on the extension and modernisation of health 
infrastructure and the production of healthcare goods, such as pharmaceuticals and 
medical equipment. Nonetheless, the EIB failed to develop a health sector strategy, despite 
the move in 2017 by the European Commission and the EIB together to look into the health 
sector, resulting in a 2018 report: Health Sector Study EU (EIB-EC, 2018). Since its 
establishment, the EIB has provided to the health sector a total of €39 billion (EIB  
2022g), which represent 2.5% of the bank’s aggregate lending over the period 1958–2021. 
The bulk of this expenditure was allocated to the construction of new hospitals and 
modernising older ones (notably, by funding new medical equipment and IT systems) 
(Health Management 2007). In the run-up to and following the 2004 enlargement, the EIB 
also financed health infrastructure in the new Central and Eastern European member 
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states, but less compared to the World Bank and the Council of Europe Bank (Bowis et al.  
2001). The form of EIB lending in the health sector can also be seen in terms of path 
dependence, incremental change and layering: it increasingly came in the form of Public 
Private Partnerships (PPPs), which the EIB had promoted actively from the 1990s notably 
in large infrastructural projects (Liebe and Howarth 2020). Through these PPP projects, the 
EIB followed a path of de-risking its activity by transferring design and construction risk in 
the health-care sector to the private sector (Health Management 2007).

The EIB increased it sannual lending to the health sector by approximately 5% in real 
terms in both 2020 and 2021 (EIB 2023). The EIB also made use of the full range of the 
bank’s available existing financial instruments to fund the health sector, including those 
shared with the European Commission, notably the InnovFin Infectious Disease Finance 
Facility (IDFF) (EIB 2020). This funding, however, cannot be seen as part of a radical 
change in the EIB’s approach to the sector. The EIB’s total lending for health was not 
commensurate to the extent of the health crisis. Only one of the fourteen IDFF opera
tions can be associated with the halting of COVID-19; and non-related projects and 
operations signed prior to the outbreak of the pandemic were included in the COVID-19 
results (Clifton et al. 2020). The EIB’s BioNTech financing is a major example of the EIB’s 
efforts to exaggerate its results in the health sector during the pandemic. While a 
€50 million BioNTech cancer-related project had been financed in December 2019 (EIB  
2019b), a COVID-related BioNTech project of €100 million was in the list of EIB projects 
to be financed already in March 2020, before the approval of the EIB’s COVID emer
gency support, and prior to the vaccine clinical tests which started in Europe in April and 
in the US in May 2020 (Noerr 2020). Questions are raised given the EIB’s usually long 
appraisal time. EIB president Hoyer explained that 

when the pandemic appeared on the horizon, the masterminds at BioNTech [came to the 
EIB] and said: The mRNA technology which you have helped finance might be applicable to 
fight the pandemic. So [the EIB] was well positioned to take up the COVID challenge

(EIB 2022f). Nonetheless, BioNTech cannot be showcased as an example of the EIB’s 
contribution to halting the pandemic, as the €100 million EIB loan to BioNTech signed in 
June 2020 consisted of two credits of €50 million each, and only one of them has ‘been 
drawn down but was effectively repaid during [. . .] 2021, [whilst the additional 
€50 million] was cancelled effectively during the year [. . .] 2021” (BioNTech 2022, 46). 
As the €50 million loan of 2019 is not in the BioNTech books, and at “the start of the 
crisis the bank reviewed its loan portfolio of existing deals [. . . and identified] BioNTech” 
(EIB 2020, 1), one might consider that the €50 million loan drawn down “repurposed” 
the cancer project to fit into the EIB’s COVID-related activity. Following its path 
dependence, the EIB de-risked BioNTech by providing the loan under the InnovFin 
risk-sharing initiative, within the framework of Horizon 2020 (Noerr 2020).

In its COVID-related operations (EIB, 2022c-d), we detect a significant deviation from 
the bank’s previous lending policies and path dependence in only one regard. The EIB 
financed for the first time a limited amount of lending for non-fixed assets related 
projects, for the purchase of vaccines in more than a hundred non-EU countries. 
Nonetheless, a path dependence can also be observed in this case, notably in that EU 
guarantees were combined with EIB financing. The lack of a significant rethink in EIB 
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health sector lending attracted the criticism of observers who called for the development 
of an EIB health sector strategy (Clifton et al. 2020; CB, 2020).

Conclusions

In this article, we demonstrate why the institutional and policy changes adopted 
as part of the EIB’s response to the COVID crisis must be seen as a form of 
incremental change and specifically layering. Thus, the pandemic was not 
a critical juncture with regard to the operation and activities of the EIB. The 
crisis did not provoke significant deviation from established paths of EIB funding 
activities. The EIB failed to align its de facto policy response to the COVID crisis 
to that of the EU more generally. The incremental changes adopted concern 
a “repurposed part of the [EIB’s] existing mandates and own resources to support 
both existing and new operations” (EIB, 2021a:IX). The EIB notably accepted 
forms of lending to SMEs, while the bank also moved to provide liquidity to 
SMEs, which was unprecedented. The second incremental change involved the 
coverage of direct risk of EIB group funding activities by EU member states. 
Previously, member states only covered the direct risk of a limited amount of 
lending outside the EU. The creation of the EGF extended this coverage signifi
cantly, thus increasing the intergovernmental dimension of the EIB’s EU-focused 
lending. However, the most surprising development – or rather the lack thereof – 
was that the COVID crisis failed to operate as a critical juncture and thus failed 
to provoke any significant deviation from the established path on EIB health 
sector lending. The most significant incremental change in this area of EIB 
activity was the extension of a limited amount of lending for non-fixed assets 
related projects for the purchase of vaccines in a number of non-EU countries. 
Thus, the path of public health-related lending was arguably “stickier” than the 
path of SME lending and the path that determined what funding was acceptable 
for direct risk coverage by EU member states.

Applying a historical institutionalist analysis, we argue that the main path that 
set the norms directing how the EIB lends – principally low risk lending designed 
to maintain the bank’s Triple-A credit rating via private financial intermediaries – 
was rigidly set and resulted in specific forms of institutional layering. This path 
encouraged the creation of the EGF for unprecedented emergency SME liquidity 
funding – that was higher risk but also guaranteed by individual member state 
shareholders of the fund – which nonetheless still benefited the banking sector. 
The EIB did not move to increase lending significantly to the public health sector 
because of the need for due diligence and the low potential for returns. The EIB’s 
focus on its bottom line and its prized Triple-A credit rating sorely undermined 
its contribution to tackling the COVID-related health and economic crisis.

The EIB was called upon by EU member state governments – the bank’s share
holders – to be at the forefront to bolster EU policies to halt the pandemic, support 
economic activity during multiple lockdowns, and jump-start the post-pandemic 
economic recovery. However, we argue that the EIB failed to provide adequate 
increased financial support to struggling national health-care services and failed to 
increase lending significantly to health sector companies that could contribute to 
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tackling the health crisis or at least mitigating its impact. The EIB thus failed to align 
its response to the COVID crisis to that of the EU more generally. The EIB failed to 
come to Europe’s rescue.

Notes

1. The EIB and others refer to the bank as the largest multilateral development bank. 
Nonetheless, others present it as second after the World Bank, based on consolidated 
group figures for both organisations (Kavvadia 2022).

2. Not to be confused with the EU’s European Globalisation adjustment Fund (EGF) created in 
2007, designed officially to mitigate the impact of globalisation employment.

3. Bruszt et al. (2020) provide an excellent overview of the potential contribution of the main 
European integration theories to understanding the role of the EIB in European integration.

4. The EIF started at its establishment as an EIB minority-owned subsidiary and developed 
into an EIB majority-owned subsidiary, with its current shareholding being EIB (62%), the 
European Commission (29%) and 30 privately owned EU financial institutions (9%). Its 
principal operations were in venture capital and guaranteeing loans.
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