
U
N

ESCA
P-SSW

A
 PO

LICY BRIEFS

UNESCAP
SOUTH AND SOUTH-WEST ASIA OFFICE

October 2019

Contents 

INTRODUCTION 

ISSUES AND CHALLENGES: 
INFRASTRUCTURE GAPS, 
FINANCING CHALLENGES AND 
MDBS IN SOUTH ASIA

AIIB AND SOUTH ASIAN 
COUNTRIES: SHARE-HOLDING, 
GOVERNANCE, LENDING AND ITS 
QUALITY 

CONCLUDING REMARKS 

REFERENCES

FINANCING SUSTAINABLE 
INFRASTRUCTURE DEVELOPMENT 

IN SOUTH ASIA: 
THE CASE OF ASIAN INFRASTRUCTURE 

INVESTMENT BANK (AIIB)

INTRODUCTION  

As a subregion with huge unmet needs for physical infrastructure, 
South Asian countries welcomed the establishment of the Asian In-
frastructure Investment Bank (AIIB) as a new multilateral development 
bank (MDB) to help close some of their financing gaps, complement-
ing the World Bank, Asian Development Bank (ADB) and the Islamic 
Development Bank. Not only were the South Asian countries among 
the founding members of the new Bank, they have also emerged as 
its important borrowers. Starting operations in January 2016, AIIB has 
had only three years of operations. Three years is not a long time for 
evolution of an MDB from scratch, but it can give an indication of the 
shape of things to come. This note briefly reviews AIIB’s operations in 
South Asia, a subregion facing some of the widest gaps in providing 
sustainable and resilient infrastructure to all its people as enunciated 
in the 2030 Agenda on Sustainable Development.  

ISSUES AND CHALLENGES: INFRASTRUCTURE 
GAPS, FINANCING CHALLENGES AND MDBS IN 
SOUTH ASIA

Physical infrastructure such as transport, communication, and energy, 
is a key driver of economic activity and an empowerment tool. The 
2030 Agenda has put heavy emphasis on ‘development of quality, re-
liable, sustainable and resilient infrastructure, including regional and 
transborder infrastructure, to support economic development and 
human well-being, with a focus on affordable and equitable access for 
all (SDG 9.1)’, also ‘universal access to affordable, reliable and modern 
energy services (SDG 7.1)’, and ‘universal access to safe and affordable 
drinking water’ and ‘sanitation and hygiene for all’ (SDG 6.1, 6.2).

South Asian countries continue to suffer from significant infrastruc-
ture gaps not only compared to global averages but also with respect 
to their other Asian neighbours (Table 1). As per the latest available 
numbers, only 45 % of the population in South Asia has access to im-
proved sanitation, for instance, and 27% of the subregion’s population 
lack access to electricity compared with just 2% in East Asia (also see 
Kumar 2016).



Wide infrastructure gaps explain the rather poor ranks obtained by South Asian countries 
in the infrastructure rankings of South Asian countries in the Global Competitiveness In-
dex 2018. India was ranked at 63 among 140 countries in terms of infrastructure, followed 
by Sri Lanka at 65 with Nepal occupying 117th rank (World Economic Forum 2018: 616-7). 
The infrastructure gaps cost the subregion dearly. An estimated one third of businesses 
in India and three quarters of those in Bangladesh, Nepal and Pakistan have been con-
strained by poor electricity supplies. Infrastructure deficits result in GDP losses of 3-4% in 
the subregion (UNESCAP 2018a).

South Asia is often described as one of the least integrated regions in the world with poor-
ly developed surface transport networks and inadequate transport facilitation measures. 
As a result, costs of intraregional trade are much higher than trade with distant regions 
like North America, thereby denying the benefits of geographical proximity and contigu-
ity to locally produced goods. UNESCAP’s research has shown that actual intra-regional 
trade of South Asia is less than one-third of its potential, resulting in lost opportunities of 
more than US$50 billion in trade each year, and with commensurate loss of jobs and pov-
erty reduction potential (UNESCAP 2018b). Building cross-border transport infrastructure 
and facilitation at the borders is, therefore, a pressing priority for South Asian countries.

Table 1. Infrastructure availability in Subregions in Asia and the Pacific and South 
Asian countries

Source: compiled from WDI online statistical database

Closing the infrastructure gaps requires a staggering and rising requirement of resources 
over the years. The consultancy companies including BCG and E&Y have estimated that 
South Asia needs around US$5 trillion by 2030 in infrastructure investments. This is cor-
roborated by a more recent ADB (2017) study that has estimated that South Asian coun-
tries need US$ 6.35 trillion investment for (climate adjusted) infrastructure investment 
needs over 2016-2030 in 2015 prices. This translates into US$423 billion per year. ADB 
study also shows a gap of nearly US$200 billion in the annual infrastructure investment 
requirement in South Asia. In terms of percentage of GDP, at 8.8% South Asia’s infrastruc-
ture investment requirement and the funding gap at 5.7% of GDP is the highest of the 
subregions of Asia. ADB shows that the bulk of estimated infrastructure investment needs 
are for power (56.3%), followed by transport (31.9%), telecommunication (8.7%) and wa-
ter and sanitation (3.1%) (ADB 2017: xiv-xvi).

Given the limitations of governments in the subregion with overstretched budgets in 
meeting such huge requirements of resources, MDBs can play an important role in com-
plementing public investments and in catalyzing investments from other institutional 
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Paved 
Roads (% 
of roads) 
2012 

East Asia        114 100 98 92 83            8       400         64 
South- East Asia        125 88 89 77 54         4.7       276         55 

South Asia          74 86 92 45 30        19.4       1123         52 
Bangladesh          75 76 87 61 18        21.8       1838         10 

India          73 85 94 40 34        21.7       1578         54 
Nepal          80 91 92 46 21           …        139         54 

Pakistan          74 99 91 64 16        10.1        341         73 
Sri Lanka        108 96 96 95 34        23.3       1819         15 

World        109 87 91 68 49          9.1         275         57 
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or private resources. However, MDB investment, including the World Bank and the ADB, 
is estimated to have contributed only a marginal 2.5% of the region’s infrastructure in-
vestment in 2015 (ADB 2017: xvi). ADB (2017) also notes that in 2015 ADB approved US$ 
10 billion of financing of infrastructure in Asia; the World Bank Group also committed 
about US$ 10 billion (including $ 3 billion from IFC for the private sector); and the Islamic 
Development Bank approved $ 3 billion in Asia. South Asian countries have also estab-
lished the SAARC Development Fund (SDF) within the SAARC framework headquartered 
in Thimphu, Bhutan in 2010. SDF has social, economic and infrastructure development 
windows for lending to projects in member countries that benefit more than one coun-
try. SDF seeks to catalyze the infrastructure investments in South Asia working with other 
multilateral and regional development partners, although the resources at its disposal 
(US$ 400 million) are rather modest.

Against the backdrop of the substantial resource requirements for infrastructure invest-
ment in Asia and also the accumulation of considerable magnitudes of foreign exchange 
reserves, the bulk of which were invested by Asian countries in securities issued by ad-
vanced economies such as United States treasury bonds, UNESCAP (2012) made the case 
for a large regional infrastructure financing facility, to instead recycle some of the reserves 
for infrastructure investments. The establishment of AIIB responds to that felt need and 
was enthusiastically welcomed by South Asian countries. As a BRICS member, India is also 
one of the partners in the New Development Bank (NDB) established in 2015 and head-
quartered in Shanghai. 

The establishment of these new multilateral development banks, namely AIIB and NDB, 
does help to expand options for developing countries in the region for raising resources to 
close the infrastructure development gaps. While AIIB and NDB as late-comers can draw 
upon the experiences of existing MDBs, in turn, the new peers could help to reshape the 
existing multilateral banks through enhanced competition and more choices for govern-
ments. There is some evidence that ADB has reduced its project approval cycle from three 
years to 18 months, as a response, at least due partly to the considerably quicker project 
approval processes of the AIIB and the NDB. 

AIIB AND SOUTH ASIAN COUNTRIES: SHARE-HOLDING, GOV-
ERNANCE, LENDING AND ITS QUALITY

Given the wide infrastructure gaps faced, South Asian countries have displayed an enthu-
siastic response to the establishment of AIIB. This is clear from the fact that six South Asian 
countries joined the Bank as founding members (India, Pakistan, Bangladesh, Nepal, Sri 
Lanka, Maldives). Afghanistan became the seventh South Asian member of the Bank in 
2017. India, among the South Asian member countries, has, by far, the largest shares and 
voting percentage, second only to China with 8.68% share of subscribed capital of USD 
100 billion. All together South Asian countries account for over 10% of subscribed capital 
and votes.    
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Table 2: South Asian Countries Subscriptions of AIIB’s Capital, 2019

Source: Compiled from https://www.aiib.org/en/about-aiib/governance/members-of-bank/
index.html

The AIIB’s governance structure includes a 13 member Board of Directors (BoD) exercis-
ing the powers delegated by the Board of Governors (comprising Finance Ministers of the 
member countries) empowered to approve the Bank’s strategy, annual plan and budget, 
establishing policies, taking decisions on the Bank’s operations, supervising the manage-
ment and operation of the Bank, and establishing an oversight mechanism (see the Chin 
Introduction essay in this collection).  Commensurate with its second largest sharehold-
ing, India has a seat on the AIIB BoD while other South Asian countries are represented 
through other directors: Pakistan is represented by the Turkish director; Bangladesh, Ne-
pal and Maldives are represented by the Philippines director; and Afghanistan and Sri 
Lanka are represented by the Indonesian director. While indirect representation of South 
Asian countries (other than India) may not have affected their access to financing by AIIB, 
splitting South Asian countries across several constituencies may have affected their abil-
ity to pursue a coherent South Asian subregional strategy to pursue cross-border connec-
tivity projects, as discussed below. 

South Asian countries have also been among the most prominent borrowers of AIIB loans 
accounting for around 46% of approvals in numbers or magnitudes of loans portfolio is-
sued over 2016-May 2019. India leads South Asian countries with as many as 9 approvals 
accounting for US$ 2.17 billion in loans, followed by Bangladesh with 4 approvals and 
US$ 405 million in magnitude. Pakistan and Sri Lanka have received 2 approvals each and 
Nepal has just opened the account with one approval in 2019. 

Most of the projects in South Asia include sustainable infrastructure projects in energy, 
transport, and urban infrastructure, which help to close gaps in these areas (Table 3). 
AIIB’s focus in Bangladesh has been on energy generation and distribution, including 
improving electric distribution system and expansion, helping millions of rural house-
holds, natural gas infrastructure and efficiency and a green field gas-based power plant. 
These projects have been undertaken with other financing sources including ADB and 
the Bangladesh Government. 

In India, at the request of Indian national authorities, AIIB has focused on improving ur-
ban water supply, rural roads and rural electrification in Andhra Pradesh, rural roads and 
connectivity in Madhya Pradesh and Gujarat, and urban transport (metro) in Bangalore. 
It has also invested in the National Infrastructure Investment Fund (NIIF) that has been 
established by the Government of India to support infrastructure development. Four of 

 

Country Subscription 
(million USD) 

% of total % of Votes date of joining 

Afghanistan 86.6 0.0898 0.23% 13-Oct-17 
Bangladesh 660.5 0.6851 0.8099 22-Mar-16 
India 8,367.30 8.6794 7.6399 11-Jan-16 
Maldives 7.2 0.0075 0.231 04-Jan-16 
Nepal 80.9 0.0839 0.2963 13-Jan-16 
Pakistan 1,034.10 1.0727 1.1402 25-Dec-15 
Sri Lanka 269 0.279 0.463 22-Jun-16 
South Asia 10505.6 10.8974 10.582628  
Regional 
members  

73,855.30 76.6104 74.6035  

Total 96,403.80 100 100  
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the 9 projects funded by AIIB involved co-financing with other MDBs including the World 
Bank, ADB and the European Investment Bank. All had the central or the respective State 
governments as co-financiers.

In Nepal, AIIB has approved to part-fund a hydropower project being built by a South Ko-
rean consortium, and also supported by IFC. In Pakistan, AIIB has invested in hydropower 
and highway projects, one with the World Bank and the other with ADB and DFID as part-
ners. In Sri Lanka, AIIB has focused on urban infrastructure regeneration and on reducing 
landslide vulnerability mitigation measures, both with the government as a partner.

The pattern that emerges from this brief review of the projects supported in South Asia 
suggests that the AIIB is engaging other MDBs and governments to work together to 
close the infrastructure gaps in high priority sectors such as expanding access to modern 
clean energy and transport for rural people. That these are high priorities areas for the 
subregion is clear from the fact that almost all the projects include national or subnational 
governments or their agencies as the partners. 

Going forward, the AIIB could also consider catalyzing the development of cross-border 
transport connectivity to support the formation of regional value chains. There are some 
credible proposals awaiting implementation in this regard (see UNESCAP 2018b). Anoth-
er emerging pattern is that the AIIB is partnered with existing MDBs in as many as 8 of 18 
projects in South Asia. These partnerships likely benefitted the AIIB in that it could piggy-
back on the approval process and risk analysis that is already conducted by the existing 
MDBs, which allows the AIIB to move quickly. However, with its own team in place, over 
time the AIIB has started to undertake its own projects in partnerships with the govern-
ments and their agencies. Projects with governments, i.e. without another MDB, seem to 
be an increasing trend over time.  

Table 3: Portfolio of AIIB Sanctioned Projects in South Asia, 2016-19 

Countries  Projects  Sector Year 
 

AIIB 
sanc-
tion, 
mn. US$ 

Total pro-
ject cost,  
mn. US$ 

Other Financing 
Sources,
mn. US$

Bangladesh Natural Gas Infrastructure 
and Efficiency Improvement 
Project 

Energy 2017 
 

60.00 453.00 (i) ADB: 167
(ii) Govt: 226 

Bangladesh Electric Distribution System 
and Expansion

Energy 2016 165.00 176.60 (i) Govt: 46.39
(ii) PGCB: 10.21

Bangladesh Power System Upgrade and 
Expansion  

Energy 2019 120.00 262.29

Bangladesh Bangladesh Bhola IPP  Energy 2018 60.00 271.00 (i) Others: 211

Bangladesh subtotal 
(4) 
 

405.00 1162.89 

India Andhra Pradesh Urban 
Water Supply and Septage 
Management Improve-
ment  

Water 2018 400.00 570.00 (i) Govt of AP: 170

India Andhra Pradesh Rural 
Roads Project 

Transport 2018 455.00 666.00 (i) Govt of AP: 2115
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Countries  Projects  Sector Year 
 

AIIB 
sanc-
tion, 
mn. US$ 

Total pro-
ject cost,  
mn. US$ 

Other Financing 
Sources,
mn. US$

India National Investment and 
Infrastructure Fund Phase I

Infra 
finance 

2018 100.00 600.00 (i) Govt of India: 500

India Madhya Pradesh Rural 
Connectivity Project 

Transport 2018 140.00 502.00 (i) Borrower: 152
(ii) World Bank: 210

India Bangalore Metro Rail 
Project – Line R6 

Transport 2017 335.00 1785.00 (i) Borrower: 867
(ii) EIB: 583

India Transmission System 
Strengthening Project 

Energy 2017 100.00 303.47 (i) ADB: 50
(ii) Powergrid: 153.47

India Gujarat Rural Roads 
(MMGSY) Project 

Transport 2017 329.00 658.00 Govt of Gujarat: 329

India India Infrastructure Fund Infra fin 2017 150.00 750.00 Other Investors: 600

India  Andhra Pradesh 24x7 – 
Power For All 

Energy 2017 160.00 571.00 (i) Govt of AP: 171
(ii) World Bank: 240

India subtotal 
(9) 

2169.00 6405.47

Nepal Upper Trishuli-1 Hydro-
power Project 

Energy 2019 90.00 647.40 Majority sponsors: 
Consortium led by 
Korea South-East Power 
Company Limited; IFC; (ii) 
Bkesh
Pradhanang (Local 
Partner)

Nepal subtotal 
(1) 

90.00 647.40

Pakistan Hydropower Extension 
Renewable 

energy 2016 300.00 823.50 (i) World Bank: 390
(ii) Govt: 133.5

Pakistan National Motorway  Transport  2016 100.00 273.00 (i) ADB & DFID: 173

Pakistan subtotal 
(2) 

400.00 1096.50

Sri Lanka Colombo Urban Regenera-
tion Project 

Urban 2019 200.00 287.00 (i) Govt: 84
(ii) Private Partner:  5

Sri Lanka Reduction of Landslide 
Vulnerability by Mitiga-
tion Measures (RLVMM) 
Project 

Disaster 
resilience 

2019 80.00 110.00 (i) Govt: 30

Sri Lanka subtotal 
(2) 

280.00 397.00

Total South Asia Ap-
provals (18) 

million 
US$ 

3344.00 9709.19

Total Approvals 
(38) 

million 
US$ 

7260.99

Share of South Asia 
(47%) 

%age 46.05

Source: compiled from www.aiib.org. N.B.: Figures in parentheses are numbers. 6
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Technical Assistance for Project Preparation 

India’s prominence in the AIIB’s lending attracts attention. Perhaps it is to be explained in 
terms of its relatively large size and population base of 1.3 billion people but also because 
of availability of fundable projects in India given the emphasis of the country on closing 
the infrastructure gaps. But the poor supply of fundable projects in other South Asian 
countries, especially the Least Developed Countries (LDCs), are due to a range of capac-
ity constraints. To address the factors that inhibit the LDCs from applying for AIIB project 
financing, the AIIB has established a “Special Fund for Project Preparation” (Special Fund) 
that assists low income members (IDA eligible countries) with grants and technical as-
sistance to prepare and deliver infrastructure projects up to the standards necessary to 
attract AIIB financing. 

Practically all 8 grants provided by AIIB from the Special Fund, barring one to Lao PDR, 
have gone to South Asian countries (other than India), accounting for 88% of the total 
assistance provided through the Special Fund (Table 4). This technical assistance pro-
gramme is likely to enhance the supply of fundable projects for the other South Asian 
countries. 

Table 4: Grants provided by AIIB Special Fund for Project Preparation, 2016-19
Countries 

Countries  Projects  Amount Approval 
Year

Sri Lanka Solid Waste Management Project $ 
7,00,000 

2017

Nepal Urban Infrastructure Investment Project $10,00,000 2017

Lao PDR NR13 Improvement and Maintenance Pro-
ject 

$9,95,000 2018

Pakistan Lahore Water and Wastewater Management 
Project 

$5,05,000 2018

Nepal Power Distribution System Upgrade and 
Expansion Project 

$10,00,000 2018

Bangladesh Sylhet to Tamabil Road Upgradation Project  $8,13,000 2018

Bangladesh Mymensingh Kewatkhali Bridge Project $21,63,000 2018

Nepal Tamakoshi V Hydroelectric Project $9,00,000 2019

Source: compiled from www.aiib.org
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CONCLUDING REMARKS

The brief assessment above of the AIIB’s operations in South Asia shows that the Bank is 
responding to the subregion’s felt need for a staggering amount of resources to close the 
significant gap in providing sustainable infrastructure in accordance with the 2030 Agen-
da. South Asian countries not only joined the Bank enthusiastically as founding members, 
but have also emerged as major borrowers of its loans. The projects supported by AIIB 
cover sustainable infrastructure development including hydropower, transmission lines 
and water supply, rural roads, urban infrastructure renewal, that greatly affect the lives of 
people. 

Many of the AIIB’s early projects were undertaken in partnership with the existing MDBs, 
but increasingly the AIIB is partnering with the national or provincial governments, as its 
in-house capacity for project evaluation grows stronger. AIIB is drawing on the experi-
ences of the existing MDBs, but it is also benefiting the established MDBs by the peer 
pressure it brings to bear on them. 

Going forward, the AIIB, could direct more attention as a regional infrastructure bank that 
can take a broader regional view and also support the strengthening of cross-border or 
transboundary regional transport connectivity across the South Asian region, where poor 
cross-border transport connectivity and facilitation still inhibits the economies of the sub-
region from harnessing their geographical proximity and contiguity for the sustainable 
development gains that can result from  more integrated regional value chains.
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