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Executive Summary 
 
 
The present study provides the assessment of financing gaps and needs of landlocked developing 
countries of Asia-Pacific region. Twelve countries of ESCAP region were overviewed and their 
development trends, state of play of economies, opportunities, financing needs and gaps were 
analyzed. 
 
Despite the heterogeneity of LLDCs, all of them still face some common challenges and constraints 
for the achievement of inclusive growth and sustainable development. These common challenges 
and constraints are driven by the remoteness of these countries, which causes high transit and 
international trade costs. This disadvantage in some cases is further aggravated by other factors 
such as small market size, non-availability of natural resources, lack of modern technologies etc. In 
most of the cases, LLDCs face the combination of several aforementioned factors. Common 
problems and challenges, generally affect development, increase the cost of trade, decrease 
attractiveness for FDI etc. As a result, there are limited resources for the development, among others, 
for the development of infrastructure that itself negatively influences on sustainable development and 
growth. LLDCs have to break this vicious circle. 
 
For the purpose of this study various statistical information was analyzed, international reports and 
literature was reviewed and examined. Based on the analysis financing needs of LLDCs and gaps 
were identified.  
 
Despite large scale development assistance, LLDCs still face gaps for financing in various directions. 
Large scale gaps exist in infrastructure financing. Lack of FDI is another factor, which limits economic 
development and growth. Filling the infrastructure and economy’s financing gaps, integration in global 
and regional markets and acceleration of economic growth are among the main priorities for the 
landlocked countries. 
 
Development of infrastructure is mainly financed by the state budgets and international financial 
assistance provided through donor organizations and IFIs. Increased public expenditures creates 
fiscal challenges, foreign debt increases external vulnerability. According to ESCAP estimates to 
close infrastructure financing gaps requires investment with the volume more than 10% GDP 
annually. This is a great challenge for LLDCs, especially for low-income countries. Therefore, 
involvement of the private sector in infrastructure financing and leverage private capital became 
utmost important.  
 
Apart from the large-scale financing gaps there is also a small-scale financing gap related to private 
sector financing. Private sector and especially SMEs in LLDCs facing lack of financial resources for 
business development. As shown in the analysis below (Part 3), gap for SMEs financing in LLDCs 
concerned exceeds USD 100 billion and accounts on average 17% of GDP.  
 
Financial markets in LLDCs are mainly dominated with banks that are limited to provide long-term 
financing for the economy. Capital markets are not well developed to provide access to broader base 
of investors and serve as a bridge between demand and supply of fixed investment and equity 
financing. The development of capital markets requires additional efforts from both side – the 
government and private sector. The role of the government would be to create framework conditions 
and stimulate bond market by developing government papers’ market, while the private sector needs 
to comply with the certain transparency and accounting requirements for effective functioning of the 



5 

  
 

 Assessing Financing Needs and Gaps in Landlocked Developing Countries  

market. 
 
Closing large- and small-scale financing gaps in LLDCs for achieving sustainable and inclusive 
growth requires additional efforts and innovative approaches. LLDCs of Asia-Pacific have the 
potential that should be utilized and transformed into opportunities. 
 
The paper provides recommendations are for filling large- and small-scale financing gaps based on 
the analysis of the state of LLDCs and with consideration of development needs and opportunities.   
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1. Introduction 
 
 
Landlocked developing countries (LLDCs) are facing development challenges because of territorial 
isolation and geographic remoteness from the global markets. They are largely dependent on 
neighboring countries for the transit of goods. Out of 32 LLDCs in the world, 12 countries are in the 
Asia-Pacific region (second largest region in terms of LLDCs after Africa). These countries are 
Afghanistan, Armenia, Azerbaijan, Bhutan, Kazakhstan, Kyrgyzstan, Lao People’s Democratic 
Republic, Mongolia, Nepal, Tajikistan, Turkmenistan, Uzbekistan. Characteristics of LLDCs of ESCAP 
region are heterogeneous. Out of 12 LLDCs, four countries - Afghanistan, Bhutan, Lao People’s 
Democratic Republic, and Nepal - have low GDP per capita and other socioeconomic indicators, 
making them part of the Least Developed Countries (LDCs) group as well. LLDCs differ from each 
other by size of territory, population, and availability of mineral resources. 
 
Compared to LLDCs located in Europe, ESCAP countries are facing greater challenges. In Europe 
general infrastructure is well developed, borders are transparent, trade is easier and landlocked 
countries are better integrated in global markets, thus diluting the disadvantage for the development 
and growth.    
 
International community attaches great attention to the economic development of LLDCs and their 
integration in global and regional economies. The second UN Conference on LLDCs adopted Vienna 
Programme for Action (VPoA) for LLDCs for 2014-2024. The VPoA aims to address challenges of 
LLDCs and support the achievement of sustainable development goals and considerers interventions 
in following priority areas:  
 

Priority 1: Fundamental transit policy issues 
Priority 2: Infrastructure development and maintenance 

a) Transport infrastructure 
b) Energy and information and communications technology infrastructure 

Priority 3: International trade and trade facilitation 
a) International trade 
b) Trade facilitation 

Priority 4: Regional integration and cooperation 
Priority 5: Structural economic transformation 
Priority 6: Means of implementation 

 
Istanbul Programme of Action (IPoA) for the LDCs for 2011-2020 was adopted on the fourth UN 
conference on LDCs (2011) recognizing the structural impediments of these countries and aiming at 
the support in 8 priority areas, covering economic, social, resource mobilization, and governance 
directions. Development partners dedicate sufficient amount of financial resources and technical 
assistance for implementing these priorities.  
 

A. Background information  
 
LLDCs of ESCAP are different from each other in terms of demography, size of territory and market, 
political situation, structure of economy and foreign trade performance, transit potential, natural 
resources, social conditions etc. Azerbaijan, Kazakhstan, and Turkmenistan are oil rich countries, and 
their economies are mostly dependent on export of oil and natural gas, which is the main source of 
income. This creates threat for long-term sustainable growth and calls for diversification of economy. 
Economies of Armenia and Tajikistan are largely dependent on remittances, which account for a large 
part of the GDP of these countries. The numerous political challenges that Afghanistan faces – such 
as insurgencies and a significant share of shadow economy (including drug business) – combined with 
common landlocked countries’ problems, threatens the country’s sustainable development; budget 
revenues in Afghanistan are limited and country remains dependent on foreign aid.  
 
General business and investment environment needs further improvement to facilitate private sector 
development and growth, as well as to attract FDI. According to the assessment of international rating 
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organizations, the doing business is still challenging in LLDCs of ESCAP region, which together with 
existing bottlenecks related to remoteness creates obstacles for sustainable and inclusive growth. In 
the World Bank Doing Business 2019 ranking, which evaluates countries’ business environment in 
details and to which investors pay great attention, only 2 countries – Azerbaijan (25th place) and 
Kazakhstan (28th place) are among the top 30. Some other LLDCs have better positions compared to 
their peers and are above the regional averages, but their positions do not seem good in overall 
ranking.       
 

B. Common challenges and differences of LLDCs 
 
Geographical disadvantages and remoteness, together with other specific factors to each LLDC, 
became a barrier for inclusive growth. High transportation costs negatively influence competitiveness, 
exports, and costs for imported products. Due to remoteness and limited access to the markets, most 
of the countries lack investment, especially FDI. Lack of modern technologies, innovation and needed 
skills create barriers for development.  
 
LLDCs are also facing greater challenges related to insufficiently developed infrastructure, including 
road, energy, water and sanitation and ICT. Usually, infrastructure is financed by the governments from 
public money, which also includes donor financing and loans. The gap between financing and the 
needs for infrastructure development remains significant high not only in LLDCs but also globally.   
 
All LLDCs in the North and Central Asian region – Armenia, Azerbaijan, Kazakhstan, Kyrgyzstan, 
Tajikistan, Turkmenistan and Uzbekistan are post-Soviet countries, with the heritage of an extensive 
soviet-style economies and public governance. Despite existing efforts and progress, the restructuring 
of economy and governance still requires significant effort and result-oriented structural reforms. This 
process has been already started in abovementioned countries and is ongoing. LLDCs of other sub-
regions of ESCAP (ENEA, SEA and SSWA) do not face such challenge and for them the establishment 
of modern practices without remedies is easier.      
 
According to McKinsey Global Institute approximately USD 57 trillion investment is required globally to 
meet infrastructure development needs for 2013-2030, which is 60% above the volumes of investment 
implemented during last 18 years (McKinsey & Company, 2013). ADB estimates USD 26 trillion 
investment needs during 2016-2030 for developing countries in Asia, with USD 1.7 trillion investment 
per year (Lezhava, 2017). Current volume of investment in this region is USD 850 billion annually, 
evidencing a significant gap.  
 
Although need for infrastructure financing is common for all LLDCs, there are differences in volumes 
of financing as a share of GDP for each type of infrastructure required during 2018-2030. Largest 
volume of financing infrastructure annually – 28.8% of GDP - is needed in Afghanistan, among which 
the largest share, 12.3% of GDP falls on energy infrastructure. Compared to other 11 countries, 
Azerbaijan’s need in financing is less and amounts 2.5% of GDP. Overall, LLDCs should spend about 
4.3% of GDP for financing infrastructure – 1.5% of GDP for transport, 1.4% for energy, 0.7% for ICT 
and 0.6% for water sewage and sanitation (WSS) (Branchoux, Fang and Tateno, 2018).  
 
Closing infrastructure gaps requires significant investment, which is not affordable for the state budgets 
of these countries. Resource mobilization from both internal and external sources of financing is the 
greatest challenge for LLDCs. Therefore, intensive cooperation with international donor organizations 
and International Financial Institutions (IFIs) combined with the establishment of effective frameworks 
for private sector involvement are very important. 
 
There are several types of infrastructure, such as energy, ICT, which are attractive for private financing. 
For others (e.g., road, WSS) - Public Private Partnership (PPP) schemes are more relevant. There is 
opportunity to engage business sector in the development of road and other type of infrastructure 
financing through effective schemes of Public Private Partnership.  
 
At the same time, there is untapped potential for further growth and development in these countries 
that provides a unique opportunity to adopt and implement adequate policy measure for the 
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enhancement of competitiveness. Investment environment and creation of level playing field for the 
private sector requires more efforts by the governments to conduct structural reforms.   
 
Development priorities of LLDCs of ESCAP region are numerous, including and not limited to the 
following:  

 Development of high-quality infrastructure and its maintenance, which requires substantial 
financial resources; 

 Need for attraction of FDI and creation of an attractive investment environment through 
structural reforms. Internal sources of financing in the most of LLDCs are limited, except some 
countries having oil and natural gas resources, which can allow increased expenditures for 
infrastructure financing and business support;   

 Integration in regional and international transport systems and trade, which apart from 
investment in transport and trade infrastructure, requires liberalization of trade for expansion of 
consumer markets (in some cases small). LLDCs can benefit from effective utilization of 
opportunities offered by existing regional transport projects; 

 Integration in global financial markets for the attraction of more financial resources for financial 
and non-financial institutions. This will increase availability of financial resources necessary for 
the development economy;    

 Diversification of economy, inclusion in global value chains and increase of value added. This 
requires comprehensive approach and substantial investment. Some of LLDCs have natural 
resources, such as oil and gas (Kazakhstan, Turkmenistan, Azerbaijan), which are main sectors 
in their economies and respectively - main source of income. Nevertheless, such countries 
suffering from insufficient diversification of economies are dependent on natural resources 
mostly. A medium to long-term perspective diversification of economy and increase of 
productivity is important in order to achieve sustainable development goals; 

 Development of innovation and introduction of new technologies needs to be addressed in all 
LLDCs of ESCAP region. ICT and innovation need further development.  

 
Adequately addressing these challenges will contribute to the development, especially diversification 
of economies and integration in regional and global transport systems, markets, and value chains.  
 
Structure and scope of the document  
 
The Part 2 – Economic Overview of LLDCs - includes 2 sections: section 2.1, which provides general 
overview of LLDCs, assessment of business environment; section 2.2 covers overview and analysis of 
general macroeconomic indicators. 
 
The Part 3 - Overview of Financial Sector of LLDCs – includes 6 sections, providing overview and 
analysis of fiscal (3.1) and monetary (3.2) policies, financial systems (3.3), capital markets (3.4), other 
sources of internal financing (3.5), and foreign financing trends and international capital flow (3.6), 
including FDI, development assistance, remittances and tourism inflows are overviewed and analyzed.  
 
The Part 4 – Financing Needs and Gaps of LLDCs includes 3 sections: section 4.1 provides 
infrastructure financing needs and gaps; section 4.2 includes analysis of FDI needs in LLDCs and 
Section 4.3 provides analysis of SMEs financing needs and gaps based on various data analysis and 
rankings. 
 
Analysis parts are followed by conclusions and recommendations for closing financing gaps. 
Recommendations are divided into 3 main parts – recommendations for filling large-scale infrastructure 
financing gaps and attraction of FDI and recommendations for filling small-scale financing gaps for 
SMEs. 
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2. Economic Overview of LLDCs 
 
 

Economies of LLDCs differ from each other. As analysis show, there are various tendencies of 
economic performance in LLDCs. These tendencies are driven by various factors, such as existence 
of natural resources and their utilization, geographic location and transit potential, the level of 
structural reforms, regional integration, political situation etc. Some of LLDCs are not able to benefit 
from economies of scale, among others, because of very small geographic and respectively - market 
size (e.g., Bhutan) or low population density (e.g., Mongolia).  
 
Challenges that LLDCs face have negative influence on economic development, FDI, development 
of infrastructure, performance of financial institutions and private financing. In this light, development 
mostly relies on government spending and international financing that create fiscal risks in the long 
term.   
 
At the same time, there is an opportunity to increase private sector involvement in financing 
development needs through various effective schemes that are usually accompanied with relevant 
policies, facilitating private sector participation.   
 

2.1 General overview of LLDCs 
 

As it was mentioned above, LLDCs of ESCAP region differ from one another by size of population 
and its density, economic development trends and trade performance. Biggest and smallest country 
by land size is Kazakhstan and Armenia, respectively. Country with largest and smallest population 
is Afghanistan and Bhutan, respectively. Density of population is lowest in Mongolia and highest in 
Nepal. Afghanistan, Kazakhstan, Kyrgyzstan, Tajikistan, Turkmenistan, and Uzbekistan 
geographically are located in central Asia. Mongolia in Eastern Asia; Nepal and Bhutan in South Asia 
and Lao People’s Democratic Republic in South-East Asia. Azerbaijan and Armenia are located in 
northern part of Asia.  
 
Central Asian LLDCs are concentrated in one geographic area and are neighbouring each other. 
Most of these countries are bigger in terms of the territory then LLDCs in South and South-East Asia. 
Consumer markets of Central Asian LLDCs are larger and respectively more attractive for investors 
with this regard. Some of Central Asian LLDCs are rich with energy resources which is an additional 
source for income generation and FDI attraction.   
 
Most of population in LLDCs live in rural areas. Urbanization rate in these countries is 38.2%, which 
is much lower than upper-middle income countries of ESCAP (60.5%), of Northern and Central Asia 
(65.1%), and of South-East Asia (48.3%), but it is slightly higher than South and South-West Asia 
(37.0%). Urbanization and development of infrastructure are key elements to achieve faster economic 
growth and higher population incomes.  
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Table 1: General Information on LLDCs 

LLDCs Population 000' 
Area 
( km2) 

Population 
Density 

(per km2) 

Distance from 
Ports 

Range (km) 
Afghanistan 35,530 652,864 54.4 1 200–1 600 

Armenia 2,930 29,743 102.9 800–2 400 

Azerbaijan 9,828 86,600 118.9 800 

Bhutan 0,808 38,394 21.2 800 

Kazakhstan 18,204 2,724,902 6.7 3 500 

Kyrgyzstan 6,045 199,949 31.5 4 500–5 200 

Lao People’s 
Democratic Republic 

6,858 236,800 29.7 600–750 

Mongolia 3,076 1,564,116 2 1 700–6 000 

Nepal 29,305 147,181 204.4 1 100–1 200 

Tajikistan 8,921 142,600 63.7 1 500–2 500 

Turkmenistan 5,758 488,100 12.3 4 500 

Uzbekistan 31,911 448,969 75 2 700 

Source: United Nations (2017) and UNCTAD (2013). 

 
In LLDCs, production/consumption centers are located far from the nearest seaports which has 
negative influence on international trade, as it increases costs for trade. As it is shown in Table 1 
above, the shortest route to the closest seaport is in Bhutan (800 km). Kyrgyzstan has the longest 
distance to the seaports (range 4 500-5 200 km).  
 
Most of LLDCs are facing serious difficulties in financing the development of infrastructure as well as 
its maintenance. Transport infrastructure has an utmost importance for countries located on regional 
transit routes and having the role of regional transit countries, such as Azerbaijan and Kazakhstan.  
 
Some of LLDCs are rich with mineral resources, some of them are dependent on remittances and 
some on agriculture. Azerbaijan, Kazakhstan, and Turkmenistan have oil and natural gas resources; 
Afghanistan and Kyrgyzstan have mineral resources, Uzbekistan has the fourth-largest gold deposits 
in the world; economies of Armenia, Nepal, and Tajikistan are mostly dependent on remittances; 
Bhutan, Lao People’s Democratic Republic, and Mongolia are mostly dependent on agriculture. 
Agriculture plays an important role in Nepal as well. 
 
Kazakhstan is better positioned in UN Human Development Index and ranks 58th with 0.80 score 
among 189 countries, followed by Azerbaijan, which ranks 80th with the score 0.76. Afghanistan 
ranks 168th with score 0.50. Out of LLDCs, Nepal has the second worst position – it ranks 149th with 
0.57 score (Figure 1).   
 
 
 
 
 
 
 
 
 
Figure 1: Human Development Index 
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Source: United Nations (2018). 
 

Not surprisingly, the Least Developed Countries, which are in the group of LLDCs have worse ranking 
than other countries in the group. Taking the HDIs of other LDCs into consideration, this group faces 
deeper development challenges – none of them ranked below 132nd in 2018. 
 
Economy: Structure of LLDC economies mainly depends on the availability of natural resources.  
Those countries, which are rich in oil and gas resources are largely dependent on oil and gas export 
(Azerbaijan, Kazakhstan, and Turkmenistan). Other countries having mineral resources are mainly 
producers of raw material and manufacturing/processing is still under development. Manufacturing 

share in GDP is low and varies between 5-12% (UNOHRLLS, 2017). Services constitute more than 

half of gross value added in Afghanistan, Armenia, Kazakhstan, Mongolia, and Nepal. Industry 
contributes a significant share and dominates in Azerbaijan, Bhutan, and Turkmenistan economies 
(Figure 2). 
 
Figure 2: Main Sectors of Economy of LLDCs 2017 

 
Source: UNOHRLLS (2017). 

 
Trade policy and export: International trade policy is one of the key factors for LLDCs, as they face 
challenges associated with high transit costs. Tariff and non-tariff barriers play an important role, 
influencing on cost of goods and services and on FDI, especially for countries having small market. 
LLDCs excluding Afghanistan are members of multilateral and bilateral trade agreements, including 
Free Trade Agreements (FTA) and Partial Scope Agreements (PSA), which consider reduction of 
tariffs and removal of non-tariff barriers between signatory parties. For economic development and 
investment promotion it is very important to utilize fully benefits offered by existing trade areas and 
to work for further extension of FTAs (WTO, 2017). LLDCs are beneficiaries of EBA duty-free quota-
free (DFQF) access in trade in the EU (28) and some other developed countries such for example 
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the USA, Japan, and Canada. It provides the opportunity to export goods without tariff barriers to 
countries which already accepted DFQF trade regimes for LLDCs. 
 
As noted, main export commodities of Azerbaijan, Kazakhstan, and Turkmenistan are oil and oil 
products, constituting the largest share of their export. Uzbekistan mainly exports precious and 
semiprecious stones and cotton; Armenia exports ores, precious metals and beverages; Kyrgyzstan 
exports precious stones, ores and some apparel; Mongolia exports fuel, ores, and natural or 
cultivated stones; the main export products of Afghanistan are fruits, lac and gums; Nepal mainly 
exports coffee, tea, fibers and apparel; Tajikistan exports ores, aluminum articles and precious 
metals; Lao People’s Democratic Republic exports oil and oil products, ores, and some electrical 
machinery; Bhutan exports electricity, iron and steel, mineral fuel and inorganic chemicals.  
 
It should be underlined that merchandise export of LLDCs is not diversified: for oil producing countries 
export is mostly dominated by this product; for other countries export is mainly dominated by raw 
materials1. In 2017, primary commodity export constitutes 75-90% of total export for most LLDCs, 
except Bhutan and Nepal, whose export of manufactured goods exceeds export of raw materials and 
constitutes 50.9% and 68.3% of total merchandise export, respectively (UNOHRLLS, 2017). 
 
Trading across borders, which is important for international trade and integration of LLDCs in global 
markets, is one of the weak areas of these countries. In most of the countries the time and costs to 
export and import are quite high. According to the World Bank Doing Business 2018 report, 
Afghanistan has the worst score among Asia-Pacific LLDCs in trading across borders and ranks 
177th among 190 countries, followed by Uzbekistan (165th) and Tajikistan (148th). Only Armenia 
and Bhutan are among 50 countries with 46th and 28th places, respectively (World Bank, 2018a). 
 
Asia-Pacific LLDCs’ participation in global trade is very low and accounts only for 0.5% of global 
export, even considering Kazakhstan and Turkmenistan large volume of oil and gas export. All these 
countries, except Armenia and Azerbaijan, export largest portion of their products within the region 
(Table 2 and Figure 3). Mongolia’s export constitutes the highest share in GDP (55.6) followed by 
Azerbaijan (41.7%) and Kazakhstan (35.9%). The lowest indicator of export to GDP ratio, compared 
to other countries, is found in Nepal (3.6%) and Afghanistan (3.9%). Export to GDP ratio of ESCAP 
aggregate is 24.4%. Main export commodities of most LLDCs - which are above ESCAP aggregate 
- are oil and oil products (Azerbaijan, Kazakhstan, and Mongolia) and manufactured and agricultural 
products (Bhutan, Kyrgyzstan, and Lao People’s Democratic Republic). 
 
Table 2: Trade Indicators 2017 

LLDCs 

Share of 
Merchandise 

Exports in Global 
Trade (%) 

Exports within 
the region (%)  

Afghanistan 0.004 91.3 

 Armenia 0.013 29.9 

Azerbaijan 0.089 38.9 

Bhutan  0.003 84.9 

Kazakhstan 0.273 64.9 

Kyrgyzstan 0.010 84.0 

 
1 For more information, visit: https://www.trademap.org. 
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Lao People’s 
Democratic 
Republic 

0.022 96.8 

Mongolia 0.035 88.5 

Nepal 0.004 73.8 

Tajikistan 0.007 66.3 

Turkmenistan 0.039 94.3 

Uzbekistan 0.059 62.5 

Source: UNOHRLLS (2017, 2018). 

 
Figure 3: Merchandise Export to GDP 2017 (%) 

 
Source: ESCAP (2018a). 

 
Business environment: General business environment plays a vital role in the development of 
economy and accumulation of investment. According to the World Bank Doing Business report 2019, 
which assesses 190 countries in the world, Azerbaijan has better business environment than other 
LLDCs and ranks on 25th place. Afghanistan is on 167th place, which is the worst position among 
the LLDCs in ESCAP region. Some countries are better performing compared to their peers and are 
placed above Regional Average (RA) according to Distance to Frontier (DTF) score. In Europe and 
Central Asia region, Armenia, Azerbaijan, and Kazakhstan are performing better than RA (72.34). In 
South Asia region, Nepal and Bhutan have DTF scores above RA (56.71). In East Asia and Pacific, 
Mongolia’s DTF score is above RA (63.41). 

               

 
 
 
 
 
 
 
 
 
 
Figure 4: Doing Business Ranking 
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Source: World Bank (2019). 
Note: Turkmenistan is not covered by the Doing Business 2019 report. 
 
Fighting corruption still is a challenge for the most of LLDCs of ESCAP region. According to 
Transparency International Corruption Perception Index 2017, only Bhutan is quite well positioned 
and ranks 26th among 180 countries surveyed. All the rest 11 countries are in unfavorable positions 
(Figure 5). 
 
Figure 5: Corruption Perception Index 2017 

 
Source: Transparency International (2017). 

 
Foreign Direct Investment (FDI): FDI plays an important role for the development of economy, 
especially in developing countries. Because of multiple challenges that LLDCs are facing, FDI inflow 
in these countries is very low. There are several reasons for low FDI, including underdeveloped 
infrastructure, high costs of international trade, strict regulations for businesses etc., which, overall 
creates unfavorable business and investment environment.  
 
Approximately 73% of total LLDC’s FDI falls on Azerbaijan, Kazakhstan, and Turkmenistan (2017) – 
countries with oil resources and relatively well-developed infrastructure. In these countries, FDI goes 
mostly in oil and gas production. Overall FDI in ESCAP LLDCs is 5 times lower than in ESCAP low-
income countries, 4 times lower than in lower middle-income countries and 14 times lower than in 
upper middle-income countries. As for FDI to GDP ratio (average in 2013-2017, %), in LLDCs it is 
higher than in ESCAP high (3.0%), upper middle (1.4%) and low income (2.0%) country groups and 
amounts to 3.7% (ESCAP, 2018a).  
 
Regional Integration: Regional integration is crucial for the development and growth of LLDCs. 
There are number of regional transport initiatives and projects which can give additional boost to 
LLDCs’ economies. One Road One Belt initiative, which aims at the development of economic 
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partnership between China and countries along the silk road is becoming one of the main drivers for 
regional integration of ESCAP countries. LLDCs located on this route have the chance to benefits 
from this initiative. These countries are: in South Asia - Afghanistan, Bhutan, and Nepal; in Southeast 
Asia – Mongolia and Lao People’s Democratic Republic; and in Central Asia - Kazakhstan, 
Uzbekistan, Turkmenistan, Kyrgyzstan, and Tajikistan. The initiative provides an opportunity of 
integration in global supply chains along the route and thus, attraction of additional financing for the 
development of infrastructure and transit related services. For implementation of various regional 
initiatives and infrastructural projects, special financial institutions were set up, which became an 
additional source of financing.  
 
Trade facilitation is important for regional integration. Nevertheless, implementation of trade 
facilitation measures in countries with special needs is generally low – 43% in LLDCs and 34% in 
LDCs, which is 50% below Asia-Pacific average performance (in 2015-2017). Among these countries 
Azerbaijan had the highest implementation performance, which exceeded 70% (ESCAP, 2018b).  
 
Benefiting from international assistance programs, financing, and regional integration through various 
transit roots and corridors, LLDCs have a chance to become more active players in global economy 
and to contribute to sustainable development of the whole region.   
 

2.2 Macroeconomic Overview 
 
Macroeconomic stability promotes economic growth and investment in the economy. General 
macroeconomic situation in LLDCs shows various tendencies, which are driven by countries’ 
specificities and economic landscape. The Table 3 below shows LLDCs developments based on 5-
year averages of selected indicators.  
 
The highest average annual growth of economy (8.8%) during 2012-2016 was recorded in 
Turkmenistan. Kazakhstan has the highest GDP and GDP per capita (PPP). The highest annual 
average inflation in this period was identified in Nepal, followed by Mongolia, while the lowest was 
identified in Armenia. Governments usually use borrowing as a main source of large infrastructure 
financing. Even though multilateral financial institutions usually provide financial resources on 
preferential terms, often accompanied with the grant component, borrowings increase external 
vulnerability. 
 
Table 3: Selected Macroeconomic Indicators (5-years averages 2012-2016) 

LLDCs 
GDP 

change 
(%) 

GDP 
(PPP 

billions) 

GDP per 
capita 
(PPP) 

Infla
tion 

Unemp
loyme
nt rate 

General 
Gov. 
net 

lending 
% of 
GDP 

General 
Gov. 

Gross 
debt % 
of GDP 

Invest
ment 
% of 
GDP 

Savings 
% of 
GDP 

Afghanistan 5.2 61.9 1,956.0 4.4 - -0.7 7.9 20.6 26.8 

Armenia 3.5 24.2 8,101.0 2.7 17.7 -3.1 41.4 20.9 15.0 

Azerbaijan 1.6 164.3 17,333.2 4.4 5.0 0.4 25.3 25.7 35.3 

Bhutan 5.3 5.7 7,449.9 8.1 3.2 -0.2 93.6 61.1 35.0 

Kazakhstan 3.5 421.0 24,152.9 7.8 5.1 0.0 16.4 26.7 25.6 

Kyrgyzstan 4.5 19.3 3,267.6 4.8 7.9 -2.9 54.1 34.3 23.6 

Lao 
People’s 

7.5 38.5 6,010.5 3.5 - -3.3 56.9 - - 
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Democratic 
Republic. 
Mongolia 7.1 33.6 11,472.2 8.6 8.0 -11.0 - 40.0 24.9 

Nepal 3.7 66.4 2,342.0 8.9 - 0.8 29.3 37.2 41.9 

Tajikistan 6.9 22.4 2,692.1 5.7 - -2.4 33.0 18.0 12.1 

Turkmenist
an 

8.8 81.2 14,821.9 5.8 - 1.4 20.1 - - 

Uzbekistan 8.0 175.1 5,672.3 9.8 - 2.9 10.5 28.7 30.1 

Source: IMF (2018a) and author’s calculation. 

  
General government net lending to GDP ratio (average) in 2012-2016 was highest in Mongolia, which 
increases vulnerability for this country. Current account deficit and general government gross debt to 
GDP ratios remain highest in Bhutan, which is driven mainly by investment in the hydropower sector 
(IMF, 2016a). 
   
Among the LLDCs, savings as % of GDP is highest in Nepal – about 42%, with Azerbaijan and Bhutan 
standing around 35% on average. As savings are sources of internal financing, these countries have 
more resources to mobilize and channel to their economies.  
 
GDP real growth has an upward trend in LLDCs of Asia-Pacific and for 2018 and 2019 is forecasted 
to be above 4%, thus, still lower than averages of Developing Asia-Pacific (around 5%). Inflation has 
decreasing tendency from 10.2% in 2016 to 6.1% in 2019, but it is much higher than in Developing 
Asia-Pacific (3.5%) and ESCAP aggregates (2.9%) (ESCAP, 2018c). Overall, inflation is not stable 
in LLDCs and fluctuates, which creates impediments for sustainable growth and investment. During 
2012-2018 fluctuation of annual average inflation has been especially significant in Mongolia, 
Armenia, and Azerbaijan. The highest rate of inflation – above 12% - is in Uzbekistan (IMF, 2018a). 
 
Unemployment is another challenge for inclusive growth in LLDCs. In 2017, more than 16% of labor 
force was unemployed in Armenia and about 11% in Tajikistan. Only Lao People’s Democratic 
Republic, Bhutan, and Nepal have unemployment rate below 5%.  
 
In order to reach greater resource mobilization for economic growth LLDCs should maintain prudent 
macroeconomic policy, as it has the influence on the confidence of the private sector and investment. 
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3. Macroeconomic Policy and Financial Sector Overview 
in LLDCs 

 
 

3.1 Fiscal Situation in LLDCs 
 

Fiscal policy plays an important role in the development of countries. Generally, public budget is the 
main source of infrastructure financing. Fiscal policy contributes to economic growth, but government 
fiscal policy can also become a deterrent factor for economic development. General unfavorable 
economic situation and slowdown of economic growth caused by external or internal factors have 
negative impact on the state budget revenues, which limits government’s ability to finance needs. 
  
Fiscal space available to the governments is the volume of financing that they can allow without 
creating risks for financial stability. Efficient revenue mobilization is important for increasing fiscal 
space. Since 2000 Nepal has achieved greatest progress in revenue collection, doubling revenues 
to GDP ratio in 2016 (Table 4). Most of the LLDCs in the region have room for increasing revenues 
by further streamlining tax administration.  
 
On the expenditure side Afghanistan as a “conflict-affected and aid-dependent country” has the most 
unfavorable conditions. Due to the conflict of the last 35 years, government spending for security 
exceeded 11% of GDP and 60% of operating spending (IMF, 2017a). 
 
Table 4: Selected Macroeconomic Indicators (5-years averages 2012-2016) 

LLDCs 2000 2010 2011 2012 2013 2014 2015 2016 

Afghanistan - 11.0 11.4 9.9 9.4 8.6 10.1 - 

Armenia - 22.6 22.7 22.6 - 24.5 23.1 22.8 

Azerbaijan - 46.8 45.5 41.3 40.4 39.9 34.2 - 

Bhutan 22.9 21.5 20.5 20.8 20.0 19.4 19.0 18.9 

Kazakhstan 11.3 21.4 24.0 22.5 20.5 19.5 13.7 13.6 

Kyrgyzstan - - - - 22.5 29.4 30.1 28.1 

Lao People’s 
Democratic 
Republic 

- 14.5 14.5 15.2 15.6 16.1 15.8 14.7 

Mongolia 24.4 29.0 28.6 25.6 27.7 25.2 22.6 21.1 

Nepal 10.6 14.9 14.9 16.0 17.4 18.4 19.3 21.6 

Uzbekistan - - 30.0 32.6 27.5 26.8 25.3 25.3 
Source: World Bank (2018b). 

 
Facing increased budgetary pressure, countries are introducing mix of revenue and expenditure 
measures. Azerbaijan cut infrastructure spending, for instance. It also introduced changes in tax 
policy as well as in tax administration (IMF, 2016b). Turkmenistan raised import duties, and cut 
investment spending, as well as reduced utility subsidies and social spending (IMF, 2017b). 
Afghanistan is gradually preparing to introduce VAT in 2021 (IMF, 2018c).   
 
Usually, capital expenditure need is higher in developing countries, because of infrastructure 
financing. The highest share of capital expenditures is seen in Afghanistan and Azerbaijan and the 
lowest in Kazakhstan. In most of the cases, capital expenditures of LLDCs are above East-Asia and 
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Pacific, Europe, and Central Asia regional sub-groups.  
 
Tax revenue which usually is the main source of budgetary incomes are low, compared to developed 
countries, but approximately at the same level as sub-regional groups of Europe and Central Asia 
aggregates, with exception of Afghanistan and Kazakhstan (see table 5 below). In the budget of 
Afghanistan, which is the most vulnerable country out of the concerned LLDCs, grants constitute 
nearly 44% of GDP. 
 
Table 5: Budget Revenues and Expenditures  

Revenue 
(% of GDP) 

Revenue, 
excluding 

grants 
(% of GDP) 

Grants 
(%of GDP) 

Tax 
revenue (% 

of GDP) 

Current 
Expenditur

es 
(% of GDP) 

Capital 
Expenditur

es 
(% of GDP) 

Net lending 
(+) / net 

borrowing 
(-) (% of 

GDP) 
Afghanistan 54.0 10.1 43.9 7.6 36.9 18.4 -1.3 

Armenia 23.7 23.1 0.7 20.9 25.1 3.4 -4.7 

Azerbaijan 34.2 34.2 0.0 15.6 24.8 12.1 -2.7 

Bhutan 26.6 19.0 7.5 13.8 18.9 8.5 -0.8 

Kazakhstan 14.1 13.7 0.4 9.8 15.5 1.0 -2.4 

Kyrgyzstan 32.4 30.1 2.3 16.8 27.2 6.2 -1.0 

Lao People’s 
Democratic 
Republic 

20.3 15.8 4.5 13.5 14.9 9.2 -3.7 

Mongolia 23.4 22.6 0.9 11.8 24.0 4.1 -4.7 

Nepal 21.1 19.3 1.8 16.7 15.9 4.2 1.1 

Uzbekistan 25.3 25.3 0.0 17.5 19.4 2.5 3.4 

East Asia & 
Pacific 

17.0 16.3 0.6 11.9 18.1 0.9 -2.0 

East Asia & 
Pacific* 

16.2 16.1 0.1 10.1 16.4 0.6 -0.7 

Europe & 
Central Asia 

35.3 33.4 1.9 19.1 35.6 1.5 -1.9 

Europe & 
Central Asia* 

31.7 27.6 4.2 14.1 30.2 2.8 -1.3 

Source: World Bank (2018b) and author’s calculation. 
Note: *Excluding high income. 

 
International financing available to the countries is mostly concessional - with long-term maturity, low 
interest rate and large grant elements. If the share of concessional debt in total external debt of 
country is substantial, countries can allow more spending on infrastructure financing and other 
important projects, as debt service for them is lower. According to the World Bank information 
(2018b), concessional debt accounts the highest share in total external debt of Nepal, Afghanistan, 
and Lao People’s Democratic Republic (85%, 75%, 42% respectively). 
 

3.2 Monetary Policy 
 
Exchange rate arrangement is an important choice, which countries take to manage real variables, 
such as economic growth, employment, and inflation. There is no agreement on preference of fixed 
over floating exchange rate or vice-versa. Both types of exchange rate regimes have their pros and 
cons, and choice depends on specific country circumstances.  
 
Flexible exchange rate allows country to have autonomous monetary policy, which is important for 
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managing external shocks and allows to smooth volatility in output and employment as well as to 
keep economy competitive for external trade. On the other hand, fixed exchange rate reduces 
transaction costs associated with uncertainty of the exchange rate, especially when hedging 
instruments are limited (IMF, 2004). Under external shocks countries may abruptly abandon the fixed 
exchange rate leading to greater sudden loses for traders and investors. The Table 6 shows that for 
LLCs there is no clear correlation between the choices of exchange rate regime and stability of the 
exchange rate over the long period of time. 
 
As it was already noted, specific country conditions should be considered while choosing the 
exchange rate policy regime. Rule of thumbs says that countries should choose fixed exchange rate 
when they have single large trading partner and experience similar shocks. Fixed exchange rate is 
also recommended for oil exporting countries.  
 
Among LLDCs only 4 countries have floating exchange rate and 3 of them follow inflation targeting 
regime (IMF, 2017c). 
 
Table 6: De Facto Classification of Exchange Rate Arrangements and Monetary Policy Frameworks, 
2017 

Country 
Exchange 

rate 
arrangement 

Monetary framework 
Depreciation 
over 2005-17 

Afghanistan Floating Monetary targeting 37% 

Armenia Floating Inflation targeting 5% 

Azerbaijan Managed No explicitly stated nominal anchor, but rather monitor 
various indicators in conducting monetary policy. 

82% 

Bhutan Conventional 
peg 

Anchoring Indian Rupee 48% 

Kazakhstan Floating Inflation targeting 145% 

Kyrgyzstan Managed No explicitly stated nominal anchor, but rather monitor 
various indicators in conducting monetary policy 

68% 

Lao People’s 
Democratic 
Republic 

Stabilized 
arrangement 

De facto exchange rate anchor to the US dollar -22% 

Mongolia Floating The central bank has taken preliminary steps toward inflation 
targeting 

102% 

Nepal Conventional 
peg 

Anchoring Indian Rupee 46% 

Tajikistan Stabilized 
arrangement 

Monetary targeting, de facto exchange rate anchor to the 
USD 

174% 

Turkmenistan Conventional 
peg 

Anchoring USD 178% 

Uzbekistan Crawl-like 
arrangement 

Monetary targeting, de facto exchange rate anchor to the 
USD 

363% 

Source: IMF (2017c). 

 
Development and maintenance of prudent fiscal and monetary policies, that support development 
needs and “crowds in” private capital is important for all LLDCs of ESCAP region.  

 

3.3 Financial System 
 

The state of play of the financial system is one of the drivers of economic development and the growth 
of business sector (alongside with other factors, such as general business environment, political 
situation etc.). Well-developed financial system within the country is the main source of internal 
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financing and the driver for attraction of international financial resources from private investors, 
sovereign wealth funds, development partners and IFIs. Banking and non-banking institutions (e.g., 
microfinance institutions, pension funds and insurance companies) – both provide financial resources 
for business sector, even though banks are major players in this regard.  
 
Among 10 LLDCs of ESCAP surveyed by the IMF (Table 7), Afghanistan is the lowest performing 
country in access to banking services throughout the country. There are only 1.3 ATMs per 100 
thousand adults and 2.1 branches of commercial banks per 100 thousand adults available throughout 
the country. All other selected indicators, such as outstanding loans and deposits as % of GDP are 
the lowest in Afghanistan compared to other LLDCs. Financial sector remains vulnerable and NPLs 
are high, at 12% of total loans. Vulnerabilities are mainly driven by internal situation in the country.  
 
Deposits to GDP and loans to GDP ratios are high in Nepal (above 80% and 66%, respectively), 
followed by Bhutan (above 64% and 49%, respectively). 
 
Table 7: Selected banking indicators 

Economy Year 

ATMs 
(per 

100,000 
adults) 

Branches of 
commercial 

banks 
(per 100,000 

adults) 

Deposit 
accounts 
(per 1,000 

adults) 

Outstanding 
deposits 

(% of GDP) 

Outstanding 
loans 

(% of GDP) 

Afghanistan 2017 1.3 2.1 183.6 20.4 3.2 

Armenia 2017 63.7 23.1 1,582.8 35.8 44.0 

Azerbaijan 2017 32.1 - 2,130.5 26.6 16.2 

Bhutan 2017 36.6 17.0 1,392.2 64.1 49.4 

Kazakhstan 2017 74.6 2.8 - 29.3 26.5 

Kyrgyzstan 2017 33.4 8.1 - 23.3 20.8 

Lao People’s 
Democratic 
Republic 

2017 26.1 3.1 634.3 48.3 47.6 

Mongolia 2016 88.6 70.4 1,333.6 48.0 51.7 

Nepal 2017 10.3 11.4 796.0 80.5 66.8 

Uzbekistan 2016 21.6 36.1 - 22.1 26.4 
Source: IMF (2017d). 

 
Financial Development Index (FD) of the IMF assesses development stage of financial institutions 
and financial markets in over 180 economies. It measures depth, access and efficiency of financial 
institutions and financial markets. Countries are assigned scores, according to which indexes are 
calculated. Overall, countries are divided in 4 categories - from low stage of development to high.  
 
According to FD aggregates, most of LLDCs of Asia-Pacific fall under 1st (<0.20) and 2nd (0.20-0.30) 
lower categories. Only Mongolia and Kazakhstan are in 3rd category (0.30-0.44) with 0.34 and 0.40 
indexes (Table 8). 
 
 
 
 
 
Table 8: Financial Development Index 
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LLDCs 
FD 

Index 
Financial 
Institution 

Financial 
Institution 

Depth 

Financial 
Institution 

Access 

Financial 
Institution 
Efficiency 

Financial 
Markets 

Financial 
Market 
Depth 

Financial 
Market 
Access 

Financial 
Market 

Efficiency 
Armenia 0.25 0.46 0.11 0.54 0.71 0.03 0.04 0.04 0.01 

Azerbaijan 0.18 0.29 0.08 0.27 0.52 0.08 0.19 0.01 0.00 

Bhutan 0.20 0.37 0.11 0.32 0.71 0.03 0.09 0.00 0.00 

Kazakhstan 0.34 0.38 0.18 0.37 0.57 0.29 0.33 0.51 0.02 

Kyrgyzstan 0.12 0.22 0.05 0.24 0.37 0.02 0.01 0.02 0.03 

Lao People’s 
Democratic 
Republic 

0.14 0.18 0.06 0.15 0.32 0.10 0.24 0.02 0.00 

Mongolia 0.40 0.62 0.14 0.91 0.74 0.17 0.40 0.04 0.03 

Nepal 0.21 0.39 0.25 0.15 0.82 0.03 0.06 0.00 0.01 

Tajikistan 0.11 0.21 0.05 0.12 0.50 0.00 0.00 0.00 0.00 

Turkmenistan 0.12 0.21 0.00 0.00 0.72 0.03 0.07 0.00 0.00 

Uzbekistan 0.24 0.41 0.13 0.50 0.55 0.07 0.12 0.03 0.06 

Source: IMF (2018c). 

 
As it is demonstrated in the Table 8 above and Figure 6 below, financial institutions are better 
developed in LLDCs, rather than overall financial markets. The level of the development and 
performance of capital markets is still very low in these countries, which negatively influences overall 
index of Financial Market component.   
 
Figure 6: Financial Development Index 
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Source: IMF (2018c). 
 
 
 
 
 
 
 
 
 
 
 
Figure 7: Financial Institutions' Indexes 
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Source: IMF (2018c). 
 
As it is shown in Figure 7 above, in terms of financial efficiency Nepal stands above all LLDCs with 
the score 0.82, followed by Mongolia (score 0.74). The lowest indicator of financial sector efficiency 
can be seen in Lao People’s Democratic Republic, which is assigned 0.32 score.  
 
In order to increase access to finance and especially access to bank credits, some LLDCs have 
established credit guarantee schemes. Such type of support usually is oriented to support the growth 
and development of business, especially SMEs. There are various types of public organizations 
which issue credit guarantees - development banks, funds, export credit agencies etc.  
 
Credit Guarantee Fund (CGF) of Mongolia was established with ADB’s support and provides credit 
guarantees for SMEs. During 6 years since its establishment (2013), CGF support was provided to 
over 640 companies, about MNT 76.8 billion worth guarantee was issued for USD 164.4 billion loans 
(in total). Kazakhstan established export credit agency (2003), which provides insurance protection 
against the risk of non-payment in foreign trade operations as well as for safety of export transactions. 
The support is mainly oriented for the non-oil goods, works, and services in the priority sectors of 
economy. The Guarantee Fund for small business development operates in Uzbekistan since 2017. 
It provides security to banks for loans granted to small businesses, to the extent not covered by the 
pledge of up to 50% of the loan amount, but not more than USD 100 thousand. 
 
While introducing the credit guarantee institutions, it is important to consider that support schemes 
are organized in such a way that they do not create impediments for free competition.   
 

3.4 Capital Market 
 

Capital market represents one of the important sources of financing for business sector that can 
provide long-term financing and access to broader base of investors, including institutional investors.  
 
Usually, developing countries face challenges related to the development of effective and efficient 
capital markets. The same challenge exists in LLDCs of ESCAP region, where capital markets are 
underdeveloped and their performance needs improvement. Depth of capital markets in LLDCs is 
limited. Lack of proper regulatory framework and corporate governance of companies - which is 
linked, among others, to the transparency requirements and financial accounting standards - are still 
insufficient in LLDCs economies.  
 
According to latest available data of the World Bank, capital market is relatively well-developed in 
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Kazakhstan, where market capitalization to GDP ratio has been increasing during recent years and 
reached 28% of GDP in 2017; the stock market total value traded was 0.49% and stock market 
turnover ratio to GDP was -1.79%. In 2017, in total, 103 companies were listed out of which 90 were 
domestic. Nepal is the second landlocked country in Asia-Pacific in terms of capital market 
development: market capitalization was 20% of GDP, but it shows decreasing trend. Mongolia’s 
market capitalization in 2012 was 12%.  
 
According to latest available data, in Bhutan, capital market capitalization to GDP amounts to 17.2%. 
In total 12 companies are listed on Royal Securities exchange of Bhutan. The government of the Lao 
People’s Democratic Republic started issuing government securities in 1994. They are mostly issued 
in the form of treasury bills with maturities ranging from 3 months to 1 year. Despite the government’s 
involvement, the bond market is still at a nascent stage of development - the issuance of corporate 
bonds is not yet active on the market (ADB, 2017).  
 
Usually, government can play an important role in the establishment of an effective and efficient 
capital markets in the country, serving as a driver for the development of capital market. With this 
regard, apart from the creation of proper legislative and institutional framework, government facilitates 
trading via issuing government bonds and developing government bond markets. In some countries 
the main share of the national bond market falls on government bonds. As it is shown on the Figure 
8 below, in Kazakhstan and Azerbaijan, the share of government bonds in capital market is lower 
than in Kyrgyzstan and Armenia and accounts only for 36% and 25%, respectively. 
 
Figure 8: Outstanding Bonds on the Market 

 
Source: Lezhava (2017). 

 
One of the main components of Financial Market Index from IMF is capital market. As it was 
mentioned above, Financial Market Index is lower than Financial Institutions Index, which is largely 
conditioned by weak development of capital markets. Among the LLDCs, financial markets are better 
developed in Kazakhstan, as DF Index shows. Tajikistan is the only country among LLDCs which has 
0.00 index (Figure 9). 
 
 
 
 
Figure 9: Financial Markets' Index 
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Source: IMF (2018c). 

 

3.5 Other sources of financing 
 
Besides traditional sources of financing, governments often use various schemes and financial 
instruments for crowding in private capital and leveraging public sector financing. Public-Private 
Partnership schemes (PPP) and arrangements are often considered and used as an important source 
for bridging the financing gap. PPPs could be implemented for the attraction of private capital not 
only for the development of public infrastructure and improvement of public service delivery, but also, 
for promotion of various sectors of economy through the support of economically viable projects. 
PPPs became one of the most effective arrangements for attraction of local and foreign investments.  
 
As noted, PPPs are useful tools to attract private capital to important projects, but if not properly 
managed they may create great financial risks. Development partners are paying a vital attention to 
the establishment of proper legislative and institutional PPP frameworks. There is no unique model 
of PPPs that can be used in all countries. Usually, countries are establishing PPP scheme that better 
serves their economic and political priorities.  
 
Some of the donors (e.g., IFC, EBRD) also assist governments in reaching the deal with the private 
sector through setting an effective scheme, providing financing accompanied by the consultancy 
services. Asia Pacific Project Preparation Facility is a multi-donor trust fund, which is created to assist 
developing countries to prepare and structure infrastructure projects with PPP modalities and bring 
them to the global market.2  
 
Lao People’s Democratic Republic widely uses PPP arrangements in electricity sector; the country 
is a leader among LLDCs in Asian-Pacific region, which has implemented much more projects 
through PPP arrangements than other LLDCs. According to the World Bank Knowledge Lab, Lao 
People’s Democratic Republic invested more than USD 17 billion in PPP projects since 1990, 
followed by Nepal with USD 2,5 billion. These numbers show that other countries have a lot of room 
to improve in their PPP arrangements.  
Table 9: Number and Investment Volumes of PPP Projects Since 1990 

LLDCs of ESCAP Projects reaching financial Total investment committed 

 
2 For more details, visit: www.ADB.org. 
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closure to PPPs (USD million) 

Afghanistan 2 211 

Armenia 10 612 

Azerbaijan 4 375 

Bhutan 2 218 

Kazakhstan 8 885 

Kyrgyzstan 2 N/A 

Lao People’s 
Democratic 
Republic 

31 17,896 

Mongolia 3 368 

Nepal 2 2,500 

Tajikistan 3 956 

Uzbekistan 2 320 

Source: PPP Knowledge Lab (2018). 

 
There are various instruments and sources of financing available both for infrastructure and private 
sector. For financing infrastructure, governments – central or local – can use external financing 
through the issuance of infrastructure project bonds. Infrastructure funds also became one of the 
important sources of financing, but least developed countries have limited possibility for creating such 
type of funds. Green bonds became available on the financial markets and many financial institutions 
(e.g., EIB, World Bank) use this debt instrument for financing “green” infrastructural projects; 
nevertheless, this instrument is more affordable to large developing countries. So far only Uzbekistan 
and Armenia benefited from green bonds. 
 
Another option of financing infrastructure as well as private sector is financing provided by institutional 
investors, such as sovereign wealth funds (SWF), insurance companies, and pension funds. 
However, the risks associated with infrastructure projects and their complexity and unpredictability of 
returns, limit direct participation of such institutions in equity financing. Some LLDCs with large 
consumer market and high income have more chance to attract institutional investors in infrastructure 
financing.  
 
The main challenge of state-owned SWF is the effective allocation of resources and efficient 
management. When they are well managed, such funds can become the source of budget financing. 
Azerbaijan manages SWF – state owned fund – SOFAZ. Main source of financing of SOZAF is 
income from oil and gas sales. In 2016, more than 84% of resources were transferred to the state 
budget and about 15% was used for financing of state projects.  
 

3.6 Foreign Financing and capital flows 
 
Foreign Direct Investment (FDI): Because of lack of internal financial resources FDI became an 
important source of financing for developing countries. FDI has an utmost importance for landlocked 
countries, as they face lack of internal financial resources, low level of savings (that could be 
channeled to economy), and the above discussed specific challenges.  
 
Highest volume of FDI inflow during the last 5 years (2013-2017) was in Kazakhstan (USD 35,318 
million), followed by Azerbaijan (USD 14,477 million) and Turkmenistan (USD 14,291 million); Bhutan 
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has the lowest volume of FDI in the same period (USD 60 million) (Figure 11). Mongolia is the only 
country where the total FDI inflow in the last 5 years was negative (USD -131.0 million). There was 
a negative flow of FDI only in Bhutan and Mongolia during this 5-year period (in 2016). If the largest 
FDI destination countries - Azerbaijan, Kazakhstan, and Turkmenistan, that accounts for more than 
85% of total FDIs (USD 68,086.0 million) in LLDCs - are not counted, FDI in this category of countries 
is dramatically low compared to other categories of countries’ groups. LLDCs attract by 64% less 
volume of FDI than ESCAP lower-middle income countries and about 60% less than ESCAP upper 
middle-income countries (see Figures 20, 21 and 22 in Session 4). 
 
Figure 10: Countries' shares in FDI (2013-2017) 

 
Source: ESCAP (2018a). 

 
Figure 11: FDI Inflow in LLDCs (2013-2017) 

 
Source: ESCAP (2018a). 

 
One of the reasons for the low level of FDI in Bhutan, Nepal, and Uzbekistan can also be exchange 
rate restrictions, infrastructure, labor regulations and general business environment. 
 
Development assistance: International donor organizations, development institutions, and IFIs 
provide substantial financial resources for LLDCs through various programs and arrangements. Total 
official development assistance (ODA) in LLDCs of ESCAP region during 2013-2017 accounted more 
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than USD 43.7 billion. The largest share of ODA was disbursed to Afghanistan, which received a total 
financing of USD 25 billion, while Turkmenistan received the smallest share (USD 165 million). ODA 
financing includes financial resources provided by bilateral and multilateral donors. 
 
Figure 12: ODA Financing 2012-2016 (gross, USD million) 

 
Source: ESCAP (2018a). 

 
Remittances: For some of the countries, remittances are an important source of capital inflow. In 
2012-2016, average share of remittances to GDP among LLDCs was highest in Tajikistan (36% of 
GDP), followed by Kyrgyzstan (30%) and Nepal (29%). Afghanistan, Azerbaijan, Bhutan, 
Kazakhstan, Lao People’s Democratic Republic, Mongolia, and Turkmenistan are below the LLDCs 
and ESCAP lower middle-income countries averages. In Kazakhstan and Turkmenistan remittances 
5-year average to GDP ratio is below 1%. 
 
Figure 13: Remittances % of GDP 

 
Source: ESCAP (2018a). 

 
Tourism: Tourism is another important source for development and income generation, especially 
for developing countries. Receipts from tourism can decrease external vulnerabilities through 
financing current account deficit. 
 
Tourism is developing in LLDCs of ESCAP region, but incomes from international arrivals are still 
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USD 3 billion. In total, during 2006-2016 Azerbaijan received around USD 17 billion from international 
arrivals. Second country is Kazakhstan, in which international visitors spent more than USD 15 billion 
during the same period. In Nepal, which is the second largest country after Afghanistan by population 
size, income from tourism was only USD 4 billion during a decade. Low level of income in Afghanistan 
is conditioned by uncertainty and sensitivity of this country.  
 
Figure 14: Tourism Receipts in LLDCs* (USD million) 

 
Source: World Bank (2018b). 
Note: *For Uzbekistan data available for 2006-2010; For Turkmenistan data is not available. 

  

0 2000 4000 6000 8000 10000 12000 14000 16000 18000

Afghanistan
Armenia

Azerbaijan
Bhutan

Kazakhstan
Kyrgyz Republic

Lao PDR
Mongolia

Nepal
Tajikistan

Turkmenistan
Uzbekistan

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016



29 

  
 

 Assessing Financing Needs and Gaps in Landlocked Developing Countries  

4. Financing needs and gaps of LLDCs 
 
 

LLDCs’ remoteness from global markets makes international trade expensive for them. This affects 
negatively economic growth and competitiveness, making these countries less attractive for 
investors. Lack of resources available to the state, caused by low economic activity, does not leave 
enough room for investment in infrastructure. Limited participation of the private sector in 
infrastructure financing and relatively low level of private sector development increases the needs for 
financing. In this context, low investment and underdeveloped infrastructure create a vicious cycle. 
 
Provision of high-quality infrastructure is important not only for the improvement of social conditions, 
but also, for facilitation of business activities and attraction of FDI in the countries concerned. 
Infrastructure requires large volume of investment that mainly comes from public budget and donors’ 
financing. The level of private sector involvement in this direction varies from sector to sector, but in 
general it is still very small. 
 
As most of LLDCs lack internal sources of financing, attraction of FDI is even more important than in 
other countries. As it was discussed above, FDI in LLDCs is very low even considering relatively high 
FDI flows in Azerbaijan, Kazakhstan, and Turkmenistan.  
 
Apart from infrastructure financing and FDI attraction for large-scale investment projects, access to 
finance is crucial for the private sector, especially for SMEs. According to the OECD, Financing SMEs 
and Entrepreneurship study in Euro area about 10% of SMEs are facing challenge regarding 
financing. MSME finance gap in Estonia and Poland constitutes 23% of GDP. Large enterprises have 
better access to finance and financing conditions are more favorable for them than for SMEs.  
   

4.1 Infrastructure financing needs 
 

Infrastructure is identified as one of the areas with highest financing needs. Closing infrastructure 
gap requires substantial financial resources that are not easily affordable for most LLDCs, except for 
countries which are rich in oil and gas resources, and that are capable of dedicating substantial 
finances for infrastructure development.  
 
There are three main sources for infrastructure financing: i) state budget; ii) international assistance 
provided by development institutions, donor organizations, and IFIs and iii) private investment. 
Usually, infrastructure is mostly financed by the state budget and international assistance. Private 
sector involvement in infrastructure financing is low.  
 
ESCAP estimated that financing needs for closing infrastructure financing gaps (for new infrastructure 
and for maintenance of existing infrastructure) requires nearly 10.5% of GDP per annum with 
consideration of climate change mitigation/adaptation costs in countries with special needs and 8.3 
per annum without climate change mitigation/adaptation costs.  
 
Afghanistan has the highest need for infrastructure financing among the LLDCs (29% of GDP) 
followed by Kyrgyzstan and Nepal with investment volume up to 19% of GDP. Out of the four main 
infrastructure sectors (transport, energy, ICT and WSS), the largest sectors that require substantial 
volume (and share) of investment are transport and energy; ICT development requires less 
investment compared to the first two and WSS is the last sector according to the volume of investment 
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needed. 
 
Figure 15: Infrastructure Financing Needs (2018-2030) 

  
Source: Branchoux, Fang and Tateno (2018) 

 
Figure 16a: ODA received by LLDCs (2012-2016) 

 
Source: ESCAP (2018a). 

 
Figure 16b: ODA received by LLDCs (2012-2016), excluding Afghanistan 
 

 
Source: ESCAP (2018a). 

Bilateral and multilateral donors - IFIs, such as World Bank; AIIB; EBRD; ADB; IBRD; EIB and others 
are providing substantial financing for infrastructure.   
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Official development assistance (ODA) from development partners and multilateral development 
banks is mainly dedicated to infrastructure financing. As it is shown on the figure above, largest share 
of ODA gross financing during 2012-2016 was provided to Afghanistan – where the need for 
infrastructure financing is also the largest when compared to its peer LLDCs. Nepal has the second 
largest share of GDP for infrastructure financing, which is also met by ODA financing. Comparing 
financing needs and ODA financing, it is possible to see a correlation between demand and supply, 
but a significant infrastructure gap still remains.  
 
As it was highlighted above, the private sector participation in infrastructure financing is low, but there 
is possibility to increase it through various effective schemes. 
 
UNESCAP Access to Physical Infrastructure Index 2015 evaluates country’s access to physical 
infrastructure in four following dimensions: transport, energy, ICT and WSS, and provides average 
scores for all abovementioned four dimensions. Kazakhstan is well positioned among LLDCs with 
6th place and 0.520 score, followed by Azerbaijan with 9th place (score 0.476) and Armenia with 11th 
place (score 0.453). These three countries are above averages of countries with special needs 
(average score 0.228) and developing countries (average score 0.431). Six countries - Kyrgyz 
Republic, Uzbekistan, Tajikistan, Bhutan, Turkmenistan, and Mongolia are between averages of 
countries with special needs and developing countries. Three countries – Lao People’s Democratic 
Republic, Nepal, and Afghanistan - are below the average of countries with special needs (Figure 17 
and Table 10). 
 
Figure 17: Access to Physical Infrastructure Index (2015) 

 
Source: ESCAP (2017a). 

 
Figure 17: Access to Physical Infrastructure Index (2015)                                                                                                           
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Bhutan  0.269 29 

Turkmenistan 0.269 29 

Mongolia 0.235 32 

Lao People’s 
Democratic 

0.225 34 

Nepal 0.217 35 

Afghanistan 0.072 40 
Source: ESCAP (2017a). 

 
Improving transportation infrastructure is a priority for LLDCs, followed by the need to improve energy 
and ICT infrastructures. As it is underlined in ESCAP study Financing Infrastructure for an Inclusive 
and Sustainable Future (2017b), different countries have different priorities in infrastructure financing, 
e.g., Azerbaijan seeks to rebuild infrastructure in order to transform the country in a regional trade 
and logistic hub, Kyrgyzstan aims to develop a passenger freight transport, and for many central 
Asian countries, the development of railway infrastructure is the priority.   
 
The development of Asian Energy Highway among ESCAP member states, including LLDCs, aims 
to deepen the infrastructure integration and energy trading, thus, improving energy security by 
diversifying energy supplies and reducing the risks of this potentially volatile market. Development of 
abovementioned project has increased the funding needs for implementation of country level or joint 
projects. 
 
According to Global Competitiveness Index (GCI) 2018 of World Economic Forum (WEF), which 
assesses 140 countries in the world according to 12 pillars, including infrastructure, Nepal is in the 
lowest position among Asia-Pacific LLDCs and ranks 117th. Azerbaijan is above all LLDCs in this 
area and ranks 46th, followed by Kazakhstan (69th place). Afghanistan, Bhutan, Turkmenistan, and 
Uzbekistan are not covered by GCI 2018. Regarding the scores of GCI in infrastructure, 50% is 
contributed by transport infrastructure, and the other 50% by energy and ICT infrastructure. GCI 
shows that all LLDCs of Asia-Pacific (covered by the index), needs further improvement of 
infrastructure and, therefore, needs more financing (Figure 18). 
 
Figure 18: GCI Rankings in Infrastructure 2018 

 
Source: WEF (2018). 

 
Eurasian Central Corridor with its transportation routes provides an opportunity for Asian countries, 
including LLDCs for growth, diversification, and enhancement of regional integration, thus, increasing 
attractiveness for FDI. Sub-regional initiative Central Asia Regional Economic Cooperation (CAREC), 
which covers 11 countries, including 8 LLDCs of ESCAP region (Afghanistan, Azerbaijan, 
Kazakhstan, Kyrgyzstan, Mongolia, Tajikistan, Turkmenistan, and Uzbekistan) has utmost 
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importance for the development of transport systems and infrastructure in the region. The 
development needs are supported by multilateral donors such as ADB, EBRD, World Bank, Islamic 
Development Bank, IMF, and UNDP. Since 2001, more than USD 22.6 billion financing was provided 
for CAREC countries. The largest share (70%) in the frame of CAREC financing falls on transport.  
 
TRACECA is another initiative for the development of transport corridor between Europe and Asia. 
Six LLDCs – Armenia, Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistan, and Uzbekistan - are 
members of this project. In the frame of TRACECA initiative, USD 17,075 million was invested by its 
member countries with the support of financial institutions for the improvement of transport systems.    
 
One Belt One Road Initiative, launched by China aims at the establishment and promotion of 
transport links among countries and covers almost all existing corridors in the region. This initiative 
prioritizes the development of transportation and logistics infrastructure, as well as production. To 
support the development of infrastructure, several financial institutions were established, including 
China-led USD 40 billion Silk Road Fund, Asian Infrastructure Investment Bank (AIIB with USD 100 
billion committed) and New Development Bank3 with USD 50 billion of initial capital. These institutions 
are committed to providing additional funding to the initiative. 
 
Logistics is one of the most important factors for the development of business sector and attraction 
of FDI. Public financing in general infrastructure is needed to ensure effective operation of logistics 
infrastructure (logistics centers, warehouses, storage facilities etc.), which in many cases is financed 
by the private sector due to its profitability. For the development of logistics, basic infrastructure (road, 
energy, water etc.) should be accompanied by an effective logistics infrastructure and services. 
Countries, including LLDCs with transit potential need to develop and streamline their services and 
infrastructure in logistics.  
 
Logistics Performance Index (LPI) produced by the World Bank ranks 160 countries according to 
their performance in six components related to logistics, including efficiency of customs operation, 
quality of transport and trade infrastructure, international shipments, the quality of logistics services, 
tracking and tracing, and timeliness.  
 
In 2018 LPI, none of LLDCs concerned have score above 2.8 (out of 5), as they don’t have access 
to the sea. The highest score is assigned to Kazakhstan (2.81), which ranks 71st. Afghanistan is on 
the last place, in rank 160th (Figure 19). Azerbaijan is not covered by LPI 2018. 
 
 
 
 
 
 
 
 
Figure 19: Logistics Performance Index 2018 

 
3 The New Developed Bank was stablished by BRICS group (Brazil, Russia, India, China, and South Africa). 
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Source: World Bank (2018c). 

 

4.2 Needs for FDI attraction 
 

Foreign direct investment plays an important role for the development of any country’s economy, 
especially for developing countries. Apart from capital, FDI brings innovation, new technology and 
new skills. Large-scale investment projects in the country provide opportunities for employment. 
 
Because of common challenges related to remoteness and high transit and trade costs, combined 
with unfavorable business and investment environment, the volume of FDI in LLDCs is low. Total 
inward FDI stocks in LLDCs in 2013-2017 was by 64% lower than in ESCAP lower middle-income 
countries and by 89% lower than in ESCAP upper middle-income countries (Figure 20). Fluctuation 
of inward FDI is observed in all ESCAP region countries, but fluctuation was more negative in LLDCs 
than in ESCAP upper lower or upper middle-income countries (Figure 21). 
 
Figure 20: FDI Inward Stocks (USD million) 

 
Source: ESCAP (2018a). 
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Figure 21: FDI Inflows (% change) 

 
Source: ESCAP (2018a). 

 
Figure 22: FDI to GDP ratio (%) 2012-2017 

 
Source: ESCAP (2018a). 

 
FDI as a percentage in gross capital formation is very low in LLDCs of ESCAP region, compared to 
other countries in Asia. This makes the needs for FDI attraction even higher (UNCTAD, 2018).  
 
Some countries have very strict capital control requirements and exchange rate restrictions. As it was 
discussed above, the low level of FDI in Bhutan, Nepal, and Uzbekistan can largely be explained by 
exchange rate restrictions. Those countries, where foreign capital inflow is essential (because of 
limited internal resources) should pay more attention to the introduction of capital control 
requirements, especially to the restriction of repatriation of capital and gain. Restrictions on 
repatriation of capital decreases attractiveness for the country, negatively influencing on investors’ 
decisions. As the World Bank assesses, among the main restrictions that negatively influences FDI 
inflow in Nepal are difficulties regarding repatriation of capital and the lengthy processes for hiring 
foreign workers (World Bank, 2018d). Recently Kazakhstan made stricter controls over the outflow 
of capital from local banks through the adoption of a new law (bne IntelliNews, 2018).  
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Box 1: The Case of Kazakhstan Astana International Financial Centre - AIFC 
 
To promote FDI in the country and increase investors’ confidence, in 2018, Kazakhstan established 
International Financial Centre in Astana – Astana International Financial Centre (AIFC). The main 
aim of the AIFC is to attract financial resources to domestic enterprises and infrastructure projects. 
 
AIFC has its own legal system based on the principles and rules of English law and has its own 
independent dispute resolution system and an independent commercial dispute resolution court 
for companies registered with the AIFC. 
 
The AIFC Court is independent in its activity and separated from the judicial system of Kazakhstan. 
AIFC has its own court of final appeal, its own procedural rules, a special fast track for small claims, 
and its decisions are supported by a robust enforcement system within the country. The Court is 
staffed by experienced judges from the U.K., to create a familiar environment of trust and 
transparency. 
 
AIFC provides wide range of services for AIFC resident and non-resident companies – investors, 
based on one-stop-shop principle. 

 
 

4.3 SMEs financing needs 
 

Usually, SMEs are one of the main drivers of economic development and inclusive growth, especially 
in developing countries. Well-developed SME sector is the source for job creation and employment 
generation. Nevertheless, SMEs in many countries, even in developed countries face several 
challenges.  
 
Lack of access to finance is named among the top five obstacles for business by the most of 
companies of ESCAP LLDCs, surveyed in the frame of World Bank Enterprise Survey (except 
Kyrgyzstan)4. Access to finance is on the first place among 10 obstacles for doing business for 
Azerbaijan, Bhutan, and Tajikistan, for others it is among 5 top great obstacles. Companies from 
Kyrgyzstan named access to finance as 6th greatest problem (Table 11).  
 
Table 11: Enterprise Survey 

LLDCs 
Surveyed companies naming 
access to finance as a great 

problem 

Rank 
among 

10 
obstacles 

Survey 
(years) 

Afghanistan  21% 4 2014 

Armenia 7 % 5 2013 

Azerbaijan 31% 1 2013 

Bhutan 24% 1 2015 

Kazakhstan 11% 5 2013 

Kyrgyzstan 5% 6 2013 

Lao People’s 5% 5 2016 

 
4 Turkmenistan is not covered by the EB Enterprise Survey. 
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Democratic 
Republic 
Mongolia 21% 1 2013 

Nepal 9% 3 2013 

Tajikistan 19% 1 2013 

Turkmenistan N/A N/A N/A 

 Uzbekistan 7% 4 2013 
Source: World Bank (2016). 

 
According to MSME Finance Gap, survey provided by IFC in 2017, there is huge gap between supply 
of finances to the private sector (especially for MSMEs) and existing demand. The methodology of 
calculation of finance gaps entails benchmarking the prototypical financing environment where 
MSME credit markets function with minimal imperfections (in 10 developed benchmarking countries), 
potential demand for finance in emerging market and existing supply of financial resources. MSME 
data availability and quality in emerging countries remains a significant barrier for researches and 
practitioners. For addressing the problem of data quality and scarcity, the data sources were 
expanded and diversified and includes the IMF, OECD, World Bank and Bureau Van Dijk – Orbis 
datas.  
 
For four LLDC economies – Afghanistan, Kazakhstan, Kyrgyzstan, and Lao People’s Democratic 
Republic - the financing needs of MSMEs exceeds 20% of GDP, among which, the largest gap is in 
Kazakhstan (26% of GDP; more than USD 47 billion). Lowest gap between supply and demand of 
financial resources is identified in Bhutan in terms of its share to GDP and total volume.  
 
On average, MSMEs financing needs for 11 LLDCs concerned is on average about 17% of GDP, 
totalizing USD 7,453 billion. SMEs average financing gap is more than 6 times higher than gap in 
micro business financing (Table 12).  
 
Table 12: Financing Needs and Gaps in LLDCs 

LLDCs*  
MSME Gap 
% of GDP 

Current 
Supply of 
Finance 
USD mln 

Current 
Demand 

for Finance 
USD mln 

MSME 
Finance 

Gap USD 
mln 

SME 
Finance 

Gap USD 
mln 

Micro 
Finance 

Gap USD 
mln 

Afghanistan 24 32 4,723 4,691 2,963 1,728 

Armenia 11 1,266 2,411 1,145 1,016 129 

Azerbaijan 13 6,895 13,700 6,805 5,207 1,598 

Bhutan 5 192 284 91 83 9 

Kazakhstan 26 9,510 56,581 47,071 43,352 3,719 

Kyrgyzstan 21 92 1,496 1,404 1,389 15 

Lao People’s 
Democratic 
Republic 

21 439 3,048 2,609 1,166 1,442 

Mongolia 11 699 1,992 1,293 1,240 53 

Nepal 17 731 4,332 3,601 2,857 744 

Tajikistan 18 240 1,691 1,452 1,219 233 

Turkmenistan N/A N/A N/A N/A N/A N/A 

Uzbekistan 18 1,732 13,522 11,790 10,159 1,631 

Total  21,828 103,779 81,984 70,684 11,301 

Average 17 1,984 9,434 7,453 6,426 1,027 
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East Asia-
Pacific 

18 2,754,833 
 

5,142,496 
 

2,387,352 
 

2,109,501 
 

277,851 
 

Source: IFC (2017). 

 
Access to finance is significant for SMEs. Because of lack of financial resources, the access to 
innovation and new technologies are limited. Innovation and technologies are important factors for 
growth, development, and competitiveness. Total MSMS finance gap in LLDCs is about 3-4% of 
MSME finance gap of East-Asia Pacific. In most of surveyed countries, MSME finance gap to GDP 
is over 15%. In average, the finance gap in 139 surveyed countries is 19%. In the regional context, 
the highest gap is identified in Middle East and North Africa (25% of GDP) and Latin America and 
Caribbean (23%). 
 
Innovations and introduction of new technologies requires substantial financial and human resources. 
According to Global Competitiveness Index 2018 (140 countries) of World Economic Forum, 
Tajikistan is behind all LLDCs surveyed (8 in total) in terms of ICT Adoption (108th place) and 
Innovation Capability (116th place). Kazakhstan has the best position among LLDCS in ICT adoption 
and ranks 44th among 140 countries. Armenia, however, ranks best in Innovation Capabilities when 
compared to other LLDCs (60th place) (Figure 23). 
 
Figure 23: GCI Rankings in ICT and Innovation 

 
Source: WEF (2018). 
 
Gaps in SMEs financing needs to be addressed through effective policies, measures, that can boost 
companies’ growth and development. 
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5. Conclusions and Recommendations 
 
 

5.1 Conclusions 
 
This paper aimed to analyze the current situation of financing needs in LLDCs of ESCAP region to 
respond to development challenges and achieve sustainable and inclusive growth. LLDCs of ESCAP 
region with different structures of economies, availability of resources, size of population and markets, 
are still facing common challenges and needs. Infrastructure financing is the biggest challenge in 
these countries. Financing needs are huge in LLDCs both for infrastructure and for private sector 
financing. 
 
Filling large scale financing gaps in infrastructure from the state budget and borrowings creates 
budgetary pressures and increases vulnerability; therefore, other mobilization tools are necessary. 
Even though LLDCs are beneficiaries of international assistance programs and financial resources 
provided by multilateral donor organizations and IFIs with preferential terms, additional efforts are 
needed to leverage private capital in financing infrastructure. With this regard, inclusion of private 
sector in infrastructure financing through the effective schemes became important. There are various 
instruments for the increase of private sector participation in infrastructure financing such as issuance 
of project bonds, government or municipal bonds, creation of infrastructure fund etc. Establishment 
of an effective PPP schemes for infrastructure financing is also very important for the attraction of 
international investors in large-scale infrastructure. There is also a possibility to use several 
instruments together. 
 
Limited financial resources within the country increases the needs for FDI, which itself requires 
improvement of investment environment, development of basic infrastructure and implementation of 
trade facilitation measures. As the analysis shown, there is a high need to attract foreign investors in 
LLDCs. FDI is the most effective and fastest way to achieve high rates of economic growth. Together 
with this, FDI drives modern technologies, new skills and approaches and positively influences the 
formation of high skilled and competitive human capital.  
 
SMEs play a key role in economies for job creation and generation of value added. They are drivers 
for employment and innovation. Growth and development of SMEs is limited because of limited 
access to finance and, consequently, to innovations and new skills and technologies. The gap 
between needs and available finance for MSMEs of Asia-Pacific LLDCs is around 17% of GDP5. 
Financing needs varies from country to country but in total are 5 times higher than supply of financial 
resources.  
 
Some LLDCs established SME supportive institutions, which provide SME financing thorough various 
instruments, including grants, soft loan, credit guarantees etc. It is very important, however, to 
guarantee that such institutions do not distort competition on the market. Use of such instruments 
includes the risk of inefficient spending of public money, therefore transparency and precise selection 
criteria are important. 
 
 

 
5 Source: MSME Finance Gap 2017; IFC 
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5.2 Recommendations 
 

a) Recommendations for filling large scale financing gaps  

 
State budgets are one of the main sources of infrastructure financing. At the same time, increased 
public spending creates fiscal risks and increases vulnerabilities. International development 
assistance at terms and volumes currently available may be limited in future, therefore, it is important 
to develop effective schemes for infrastructure financing with participation of private investment.  
 

 Enhance Private Sector Participation in infrastructure financing through the 
development of Public Private Partnership: Development of an effective PPP schemes for 
financing of general infrastructure in sectors that are less attractive for businesses (e.g., road, 
communal infrastructure) can make infrastructure development more efficient from both public 
and private point of view. Therefore, it is important to develop PPP arrangements case by 
case, taking into consideration projects’ specificity, to enable business to benefit from entering 
the PPP arrangements. One of the most essential components to encourage private 
investment in infrastructure is to reduce risks and allocate them to party, which can better 
manage them. Existence of an effective (and not very restrictive) regulatory framework and 
institutional arrangement, allowing parties of such arrangement certain degree of flexibility, 
can make infrastructure financing more transparent and hence, attractive for the private 
sector. At the same time, it can reduce risk of unplanned expenditure for the government.  

 Development of capital market: Analyses show that capital markets are not sufficiently 
developed in LLDCs of ESCAP region. Well-developed capital markets can become a source 
for business financing as well as provide additional resources for companies involved in 
infrastructure development. For the development of capital markets, it is important to have (i) 
proper regulatory and institutional frameworks and (ii) companies that meet respective 
requirements and standards, with proper corporate governance and transparency in 
operation. Countries should undertake policies that are most relevant for their economies, 
taking into consideration countries’ specificities.   

 Improve attractiveness for FDI in infrastructure and non-infrastructure sectors:  

o Improvement of general business environment: all LLDCs of ESCAP region need to 
implement reforms in various areas to improve general business environment, e.g., 
decrease administrative barriers, improve tax and customs policy and administration, 
streamline public services, and simplify licensing and permission procedures. Most of 
countries need to undertake measures to decrease corruption and eliminate corruptive 
practices.  

o Consideration of softening currency related restrictions and foreign capital control: it 
is recommended to analyze precisely cons and pros of the impact of capital control 
regulations in the country. Developing countries and especially LLDCs require foreign 
financing and attraction of FDI in order to accelerate economic growth. During taking 
decisions on FDI, investors often pay attention to free movement of capital and 
possibility to repatriate profit from the country where they invest. Capital control often 
increases uncertainty for FDI and negatively influence investors decision. Therefore, 
improvement of business environment and creation of other stimulus for reinvestment 
rather than introduction of capital control can work more effectively. Countries should 
pay attention to not lose competitiveness in this regard.  
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o Liberalization of trade and benefit from trade with neighboring countries with high 
consumption, such as for example India for Bhutan, China for Lao People’s 
Democratic Republic: vital attention must be paid to trade liberalization especially with 
those countries which have large consumer market. Improvement of business 
environment together with trade liberalization and removal of tariff and non-tariff 
barriers with strategic trade partners will support attraction of FDI. Some countries with 
large population (e.g., Nepal, Mongolia, and Uzbekistan) are attractive for FDIs, 
especially if investment environment will be further improved and liberalized. 

o Develop ICT infrastructure: it is necessary for investors for operation. This sector is 
itself attractive for FDI and large-scale investment. 

o Streamlining the taxation systems and policies: paying taxes is complicated in LLDCs 
of ESCAP region, except from some countries which improved the system and 
simplified tax administration.  

o Establishment of effective PPP mechanisms: PPP can be used to attract FDI in non-
infrastructural, economically viable and priority economic sectors, which are important 
for development. 

 Foster regional integration: develop cross border trade infrastructure and multimodal 
transportation systems as well as diminish tariff and non-tariff barriers to trade and improve 
logistical and trade related services can attract further FDI. There is also possibility to attract 
additional financial resources through new development banks that provides financing for 
regional projects in transport and other sectors. Broaden free trade agreements with potential 
important trade partners is also another alternative. 

 Linkages with neighbor countries with large consumer markets: the link can facilitate the 
development of those sectors of economy in which countries have comparative advantage. 
For countries with small consumer market, it is advisable to strengthen trade relations with 
neighboring countries and link the attraction of investment to the demand of such markets. 
Again, liberalization of trade is important with this regard. 

 Development of tourism: tourism is one important source of financing for many developing 
countries and can have significant effect on economic development and growth. Tourism can 
facilitate the development of other sectors of economy, directly or indirectly linked to it. 
Receipts from international arrivals in many developing countries became a significant source 
to increase savings and decrease external vulnerabilities through financing current account 
deficit. Development of tourism, together with improvement of other conditions that are related 
to the free movement of people, can become a driver for economic growth of LLDCs.  

 Development of supportive business-services: supportive business-services that can be 
outsourced by other industries, including facilitation of linkages with foreign companies, gives 
small countries possibility to participate in global trade. Soft services, which can be transferred 
electronically, such as back-office services, call centers and other types of online services, 
offers opportunity to generate income without crossing borders. This type of services requires 
the existence of good quality ICT infrastructure in the country and easy access to it.      
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b) Recommendations for filling small-scale financing gaps for SMEs 

 
For filling small scale financing gaps for SMEs, in addition to recommendations listed below, all 
recommendations related to the improvement of general business environment are applicable.  
 

 Encouragement of FDI-SMEs linkages: linkages between SMEs and large-scale 
companies are important in the context of investment for the development. FDI-SME linkages 
support inclusion of SMEs in global supply chains. Asymmetry of information between large 
companies and small producers usually limits implementation of mutually beneficial projects. 
Large companies often outsource various services to small companies which gives 
opportunity for small companies to grow. Introduction of supportive programs for FDI-SMEs 
linkages is advisable on the first stage. 

 Development of Fin Tech (financial technologies): these new technologies and 
innovations aim to replace traditional methods of financial (and other) services and improve 
financial activities. Fin Tech provides solutions in many directions of operation, including 
development of software and applications for innovative solutions in financial services, mobile 
banking, business management etc. SMEs and startups are core players in this sector. 
Support to the development of FinTech in the landlocked countries will have positive effect on 
population’s income and internationalization of SMEs. With this regard, development of 
broadband infrastructure is very important. There is also need for facilitation of linkages 
between Fin Tech startups and potential customers.   

 Support to internationalization of SMEs: because of less capacities and limited financial 
resources SMEs lack possibility to export. Moreover, SMEs usually does not have sufficient 
skills and knowledge required for finding international partners/investors and export. Targeted 
support for bridging SMEs with potential investors and trade partners and enhancing SMEs 
entrepreneurial skills is recommended. This can support attraction of additional financial 
resources for export financing.       

 Crowdfunding: crowdfunding is an instrument through which many small companies can 
attract financing for project implementation. Technological developments allow crowdfunding, 
which is supposed to become one important source of financing for startups and SMEs in 
LLDCs. 

  



43 

  
 

 Assessing Financing Needs and Gaps in Landlocked Developing Countries  

References 
 
 

Asian Development Bank (2017). ASEAN+3 Bond Market Guide 2017: Lao People's Democratic 
Republic. Available from: https://www.adb.org/publications/asean3-bond-market-guide-2017-
lao-pdr. 

bne IntelliNews (2018). Kazakhstan approves new law on stricter controls over capital outflow from 
local banks, 9 July. Available from: https://www.intellinews.com/kazakhstan-approves-new-
law-on-stricter-controls-over-capital-outflow-from-local-banks-144811/. 

Branchoux, Candice, Lin Fang, and Yusuke Tateno (2018). Estimating Infrastructure Financing 
Needs in the Asia-Pacific Least Developed Countries, Landlocked Developing Countries, and 
Small Island Developing States. Economies, vol. 6, No. 43. Available from: 
https://www.mdpi.com/2227-7099/6/3/43. 

International Finance Corporation (2017). SME Finance Forum: MSME Finance Gap. Available from: 
https://www.smefinanceforum.org/data-sites/msme-finance-gap. 

International Monetary Fund (2004). Exchange Rate Volatility and Trade Flows - Some New 
Evidence. Available from: https://www.imf.org/external/np/res/exrate/2004/eng/051904.pdf. 

International Monetary Fund (2016a). 2016 Article IV Consultation – Press Release; Staff Report; 
and Statement by the Executive Director for Bhutan. Available from: 
https://www.imf.org/external/pubs/ft/scr/2016/cr16206.pdf. 

International Monetary Fund (2016b). 2016 Article IV Consultation - Press Release; Staff Report; and 
Informational Annex. Available from: 
https://www.imf.org/external/pubs/ft/scr/2016/cr16296.pdf.  

International Monetary Fund (2017a). 2017 Article IV Consultation and Second Review under the 
Extended Credit Facility Arrangement, and Request for Modification of Performance Criteria 
– Press Release; Staff Report; and Statement by the Executive Director for the Islamic 
Republic of Afghanistan. Available from: https://www.imf.org/-
/media/Files/Publications/CR/2017/cr17377.ashx. 

International Monetary Fund (2017b). IMF Staff Concludes Staff Visit to Turkmenistan. Available 
from:  https://www.imf.org/en/News/Articles/2017/11/10/pr17432-imf-staff-concludes-staff-
visit-to-turkmenistan. 

International Monetary Fund (2017c). Annual Report on Exchange Arrangements and Exchange 
Restrictions. Available from: https://www.imf.org/~/media/Files/Publications/AREAER/areaer-
2017-overview.ashx. 

International Monetary Fund (2017d). Financial Access Survey. Available from: 
https://data.imf.org/?sk=E5DCAB7E-A5CA-4892-A6EA-598B5463A34C. 

International Monetary Fund (2018a). World Economic Outlook Databases. Available from: 
https://www.imf.org/en/Publications/SPROLLs/world-economic-outlook-
databases#sort=%40imfdate%20descending. 

International Monetary Fund (2018b). Third Review under the Extended Credit Facility Arrangement 
and Request for Modification of Performance Criteria—Press Release; and Staff Report. 
Available from: https://www.sipotra.it/old/wp-content/uploads/2018/05/Country-Report-No.-
18_127.pdf. 

International Monetary Fund (2018c). Financial Development Index Database. Available from: 
https://data.imf.org/?sk=F8032E80-B36C-43B1-AC26-
493C5B1CD33B&sId=1485894037365. 

Lezhava, David (2017). Sub-regional Study: North and Central Asia Financing Structure. Available 
from: https://www.unescap.org/sites/default/files/NCA-



44 

  
 

 Assessing Financing Needs and Gaps in Landlocked Developing Countries  

Financing%20Infrastructure_20170601.pdf. 
McKinsey & Company (2013). Infrastructure productivity: How to save $1 trillion a year, 1 January. 

Available from: https://www.mckinsey.com/business-functions/operations/our-
insights/infrastructure-productivity. 

PPP Knowledge Lab (2018). Countries Database. Available from: 
https://pppknowledgelab.org/countries/. 

Transparency International (2017). Corruption Perceptions Index 2017. Available from: 
https://www.transparency.org/en/news/corruption-perceptions-index-2017. 

United Nations (2017). Database. Available from: https://data.un.org/. 
United Nations (2018). Human Development Index Database. Available from: 

http://hdr.undp.org/en/content/human-development-index-hdi. 
United Nations Conference on Trade and Development (2013). Review of Maritime Transport. 

Available from: https://unctad.org/system/files/official-document/rmt2013_en.pdf. 
United Nations Conference on Trade and Development (2018). World Investment Report 2018. 

Available from: https://unctad.org/webflyer/world-investment-report-2018. 
United Nations Economic and Social Commission for Asia and the Pacific (2017a). Summary of the 

Asia-Pacific Countries with Special Needs Development Report 2017. Available from:  
https://www.unescap.org/sites/default/d8files/event-documents/E73_5E.pdf. 

United Nations Economic and Social Commission for Asia and the Pacific (2017b). Asia-Pacific 
Countries with Special Needs Development Report 2017: Investing in infrastructure for an 
inclusive and sustainable future. Available from: https://www.unescap.org/publications/asia-
pacific-countries-special-needs-2017.  

United Nations Economic and Social Commission for Asia and the Pacific (2018a). Online Statistical 
Database. Available from: https://dataexplorer.unescap.org/. 

United Nations Economic and Social Commission for Asia and the Pacific (2018b). Trade Facilitation 
and Paperless Trade Implementation in Asia-Pacific Countries with Special Needs. Available 
from: https://www.unescap.org/resources/trade-facilitation-and-paperless-trade-
implementation-asia-pacific-countries-special-needs. 

United Nations Economic and Social Commission for Asia and the Pacific (2018c). Economic and 
Social Survey of Asia and the Pacific 2018. Available from: 
https://www.unescap.org/publications/economic-and-social-survey-asia-and-pacific-2018. 

United Nations Office of the High Representative for the Least Developed Countries, Landlocked 
Developing Countries and Small Island Developing States (2017). Statistical Annex on 
Selected Indicators to Monitor the Vienna Programme of Action. Available from: 
http://unohrlls.org/custom-content/uploads/2017/09/Statistical-annex-VPoA-2017.pdf. 

United Nations Office of the High Representative for the Least Developed Countries, Landlocked 
Developing Countries and Small Island Developing States (2018). Statistical Annex on 
Selected Indicators to Monitor the Vienna Programme of Action. Available from: 
http://unohrlls.org/custom-content/uploads/2018/09/Statistical-Annex-VPoA-2018-1.pdf. 

World Bank (2018c). Logistics Performance Index Database. Available from: 
https://lpi.worldbank.org/. 

World Bank (2016). Enterprise Survey Database. Available from: 
https://www.enterprisesurveys.org/en/enterprisesurveys. 

World Bank (2018a). Doing Business 2018. Available from: 
https://www.doingbusiness.org/en/reports/global-reports/doing-business-2018. 

World Bank (2018b). World Development Indicators Database. Available from: 
https://databank.worldbank.org/source/world-development-indicators. 

World Bank (2018d). Systematic Country Diagnostic: A New Approach for a Federal Nepal, 16 March. 



45 

  
 

 Assessing Financing Needs and Gaps in Landlocked Developing Countries  

Available from: https://www.worldbank.org/en/region/sar/publication/systematic-country-
diagnostic-a-new-approach-for-a-federal-nepal. 

World Bank (2019). Doing Business 2019. Available from: 
https://www.doingbusiness.org/content/dam/doingBusiness/media/Annual-
Reports/English/DB2019-report_web-version.pdf. 

World Economic Forum (2018). The Global Competitiveness Report 2018. Available from: 
https://www.weforum.org/reports/the-global-competitveness-report-2018. 

World Trade Organization (2017). Regional Trade Agreement Database. Available from: 
http://rtais.wto.org/UI/PublicMaintainRTAHome.aspx. 

 
 


