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Private Capital Flows in Asia and Pacific LDCs 
 There are 12 LDCs in the Asia and Pacific region, ranging from small island 

states with low populations to very populous nations such as Bangladesh and 
Myanmar. 

 The ability of each of these LDC nations to mobilize private capital flows varies 
considerably, due to different sizes of domestic savings pools and capital 
markets, as well as wide variations in ability to attract foreign private capital 
inflows. 

 These LDCs also have varying capacity to tap international capital markets for 
private capital, depending on their economic and political risk  levels and 
whether they have international sovereign risk ratings from the international 
rating agencies, as well as what type of sovereign rating they have been assigned. 
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 FDI Inflows in Asia and Pacific LDCs 
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Asia and Pacific Least Developed Countries 
  Population            FDI Inflows (USD m) 
  (Million)               2015      2016 

Afghanistan   32.5               163   100 

Bangladesh 161.0             2235            2333 

Bhutan      0.8    7    -12 

Cambodia  15.6             1701             1916 

Kiribati     0.1   2        3 

Laos     6.8             1119                890 

Myanmar   53.9             2824  2190 

Nepal   28.5  52    106 

Solomon Islands    0.6  32      25 

Timor Leste     1.2  43        5 

Tuvalu     0.01   0.2        0.2 

Vanuatu     0.27  29      32 

Total                301.3 
  

Source: UNCTAD; United Nations DESA; UN Office of the High Representative for LDCs  
  



Potential Impact of Graduation on  Asia and Pacific LDCs 
 When countries graduate from LDC status, they will transition away from 

international support measures provided for LDCs by advanced economies such as 
the EU and US. 
 

 However the pathway for transition can be subject to negotiation, with countries able 
to negotiate a timeframe for reducing international support measures. 
 

 The loss of international support measures include reduced access to concessional 
finance from international donors as well as reduced eligibility for special market 
access conditions such as the EU’s Everything But Arms (EBA) program. 
 

 Under the EU EBA scheme an LDC can gain market access to the EU on a duty free 
and quota free basis while it is listed by the UN as an LDC nation. 
 

 Many LDCs still have a high level of reliance on ODA as a source of external finance, 
including a number of the LDCs in the Asia and Pacific, notably the Pacific Island 
LDCs (Tuvalu, Kiribati, Solomon Islands) and Afghanistan. After graduation, 
transition away from ODA financing on concessional terms remains a major 
challenge for many LDCs which may not currently have access to international 
capital markets or ability to tap significant FDI inflows. 
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Bangladesh: Private Capital Flows 
 Bangladesh has the largest population size among the Asian and Pacific LDCs 

with an estimated population of  160 million persons in 2016.  

 

 With a GDP that reached USD 220 billion in 2016, the size of the Bangladesh 
economy is large enough to absorb significant inflows of private capital.  

 

 A strong advantage for the resilience of Bangladesh for the mobilization of 
private capital flows after graduation is that domestic capital markets are 
significant in size. 

 

  The Dhaka Stock Exchange had a market capitalization of around USD 45.7 
billion in June 2017 with 294 listed companies, while the Chittagong Stock 
Exchange has a market capitalization of around USD 37.5  billion with 263 listed 
companies. Altogether the stock market capitalization of Bangladesh amounts 
to around USD 83.2 billion, at around 37% of GDP. 
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Bangladesh: Portfolio Capital Flows 

 The well-established stock markets places Bangladesh in a position of relative 
comparative advantage compared to other Asian and Pacific LDCs to use its 
stock markets for raising private sector capital for infrastructure financing, using 
a range of debt capital market and equity capital market mechanisms. 

 

  The use of REITs and Investment Trusts offers significant potential for 
Bangladesh to raise both domestic and foreign capital for infrastructure 
development.  

 

 In order for Bangladesh to be able to develop its REITs and Investment Trust 
market, new legislation will be required in order to make REITs and Investment 
Trusts attractive for investors. 
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Bangladesh: FDI Inflows 
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Source: Dhaka Tribune 



Bangladesh: Diversifying FDI Inflows 
 Foreign direct investment flows into Bangladesh have strengthened over the 

past three years, reaching a level of USD 2.3 billion in 2016. 

 

 Although FDI into the textiles sector has been a main source of FDI inflows over 
the past decade, this has diversified significantly in the recent past. 

 

 Large new FDI inflows have been recorded into the power, gas and petroleum 
sector as well as into the telecoms sector over 2015-16. 

 

 Reforms to investment regulations have provided new incentives for investors to 
develop special economic zones,  
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Bangladesh: Opportunities and Challenges 
 Bangladesh has significant capacity to mobilise private capital flows through 

its well-developed domestic capital markets, banking sector as well as its ability 
to attract FDI into the garments industry. 

 However, a key challenge is that as manufacturing wages continue to rise in 
Bangladesh, its ability to compete in the low-wage segment of the global 
garments industry is likely to suffer. 

 In addition, Bangladesh’s low factory safety standards resulted in the US 
suspending its access to the US GSP preferences in 2013, while poor air cargo 
safety standards have resulted in the EU and several other countries banning 
direct air cargo flights to their airports, adding to costs and transport time due to 
required screening in major air cargo hubs en route. 

 Accelerating implementation of necessary safety standards is therefore an 
important bottleneck to improving the competitiveness of Bangladesh’s 
manufacturing sector and to attracting new FDI inflows. 

 Transitioning to a more diversified manufacturing export base with higher value 
adding is also a high priority in order to sustain strong private capital inflows. 
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Bangladesh: Opportunities and Challenges (2) 

 Bangladesh According to the World Risk Report 2016 produced by Bundnis 
Entwicklung Hilft with the UNU-EHS, Bangladesh was ranked as the 5th highest 
risk country out of 171 countries ranked due to its vulnerability to natural 
disasters, notably devastating cyclones in the Bay of Bengal which have caused 
massive loss of life and extensive storm surges often in the past.   

 Bangladesh continues to face this ongoing threat with a high level of 
vulnerability and limited capacity to cope with such disasters. 
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Myanmar: Private Capital Flows  
 The economic liberalization of Myanmar has accelerated rapidly since 2011, with 

rapid economic growth and new foreign public and private capital inflows to 
finance a wide range of projects, including many infrastructure projects.  

 The new Foreign Investment Law of 2012 has also made significant reforms to 
improve the foreign investment climate, although significant regulatory barriers 
remain for foreign investment. Further reforms have been introduced with a 
new investment law implemented in 2017. 

 However the Myanmar stock market only commenced operations in March 2016 
and has only four listed stocks. Myanmar’s capital markets are therefore in a very 
fledgling state of development, and in the medium term are unlikely to provide 
a significant source of private capital mobilisation. 

 The banking sector is also relatively weak and underdeveloped, with Myanmar 
retail depositors having low confidence in using the banking system for retail 
deposits. 

 Therefore direct investment from foreign and domestic investors is likely to be 
the main source of private capital financing for economic development. 
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Myanmar: Strong FDI Inflows 

 Foreign direct investment in Myanmar has risen significantly since political 
reforms commenced in 2011.  

 According to Myanmar government data on investment approvals, total 
FDI rose from an estimated USD 4.1 billion in 2013/14 to USD 8 billion in 
2014/15. 

 FDI inflows are estimated by the Myanmar government to have risen 
further to USD 9.4 billion for 217 projects in 2015/16. 

 However there is considerable discrepancy between the Myanmar 
government data and UNCTAD estimates, which indicate that FDI inflows 
were USD 2.8 billion in 2015 and USD 2.2 billion in 2016.  

 Nevertheless even according to UNCTAD figures this represents a very 
large increase in FDI compared to inflows of around USD 550 billion per 
year in 2012 and 2013. 

 

14 



Myanmar: Private Financing for Infrastructure 

THILAWA INDUSTRIAL PARK 

 Nippon Export and Investment Insurance (NEXI), the official export credit 
agency of Japan, helped Japanese private sector companies to invest in a new 
Myanmar infrastructure development project for the establishment of an 
industrial park with high quality infrastructure.  

 

 NEXI provided Overseas Investment Insurance for the project for a Japanese 
private sector consortium comprising Mitsubishi Corporation, Marubeni 
Corporation and Sumitomo Corporation for the Thilawa Industrial Park 
Development Project. The insurance contract was implemented in December 
2014. This project is a crucial step forward in Myanmar’s development of its 
manufacturing sector, as it has created the first industrial park with modern 
infrastructure. 

 

 Zone A of the industrial park opened in September 2015. Construction work on 
Zone B commenced in February 2017. Over 80 companies have  invested in the 
industrial park, with over USD 1 billion in FDI for manufacturing plants. 
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Myanmar: Private Financing for Infrastructure 
 

 Hanthawaddy International Airport: A framework agreement for a new USD 
1.5 billion airport public-private infrastructure project for building 
Hanthawaddy Airport was signed in 2016  by JGC, a leading Japanese 
international engineering construction firm together with Singapore’s Changi 
Airports International and Yongnam.  

 

 The project will be partly funded by Japanese government overseas development 
assistance and the first phase of the project is due for completion in 2022. The 
airport is expected to have an initial capacity of 12 million passengers per year 
and will be a key infrastructure project for the development of the tourism 
industry, which is expected to become a leading industry in the Myanmar 
economy 
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Myanmar: Private Financing for Infrastructure 
 

 Mandalay International Airport: In November 2014, a consortium called MC-
Jalux Airport Services comprising Mitsubishi Group, JALUX Inc and the Yoma 
Development Group signed an agreement with the Myanmar government to 
operate the Mandalay International Airport for a 30-year term.  

 

 The joint venture has commenced operating the airport as well as maintaining 
the airport facilities and infrastructure. The Japanese investment was facilitated 
by an insurance facility provided by Nippon Export and Investment Insurance. 
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Myanmar: Opportunities and Challenges 
 Myanmar has a relatively weak banking system and fledgling capital 

markets,  limiting its capacity to use these channels to attract private capital flows. 

 While further policy reforms will gradually help to deepen domestic equity markets 
and local bond markets, this will likely be over a medium to long term timeframe. 

 However Myanmar has been successful in mobilising significant  FDI capital 
inflows since its economic liberalisation reforms in 2011, as it has encourage foreign 
investment into a wide range of sectors, including manufacturing, oil and gas, 
telecoms, tourism and infrastructure. 

 Major private sector participation has already taken place in infrastructure projects 
such as the Thilawa Industrial Park and the Mandalay International Airport, with 
Thilawa Industrial Park also attracting an estimated USD 1 billion in new 
manufacturing investment by a large number of multnationals. 

 Near-term policy focus should be on further policy measures to encourage foreign 
direct investment inflows, such as further liberalisation of foreign investment 
regulations and reducing regulatory barriers to foreign investment. 
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Cambodia: Private Capital Flows 
 

 Cambodia has maintained strong economic growth over the past decade, with 
rapid growth of the garments export industry being an important contributor to 
this sustained pace of expansion. 

 

 An important factor that has contributed to Cambodia’s recent economic 
success is the relatively liberal regulatory regime for foreign capital, which has 
helped to attract foreign capital into the garments industry as well as into other 
sectors, including Cambodia’s real estate sector. 

 

 The main source of foreign capital inflows has been foreign direct investment 
inflows, which have consistently accounted for a high share of  GDP. Total FDI 
inflows rose from 9.1% of GDP in 2015 to 10.2% of GDP in 2016, largely offsetting 
the chronic large current account deficit. 
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Cambodia: FDI Inflows 
 

 Foreign direct investment inflows rose from USD 1.67 billion in 2015 to USD 
2.04 billion in 2016. 

 

 FDI into the garments sector has declined from a level of around USD 360 
million per  year in 2013 and 2014, down to USD 140 million in 2016. This reflects 
increasing competition from other low cost garments producing nations, such as 
Vietnam, as well as labour disruptions in the Cambodian garments industry, 
notably over protests relating to wage levels. 

 

  However the slowdown in FDI into the garments sector has been more than 
offset by strong foreign investment inflows into the real estate sector, as 
foreigners have been purchasing residential and commercial real estate, notably 
in Phnom Penh. In 2016, total FDI into the real estate sector was estimated at 
USD 1.3 billion. 
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Cambodia: Opportunities and Challenges 
 

 Cambodia has a strong track record of attracting FDI in recent years, into key 
sectors such as garments and real estate. 

 However, a key challenge is that FDI inflows into the garments industry have 
slowed down, due to competition from other low wage nations in Asia.  

 While FDI into the real estate sector has been very strong in 2016, the real estate 
sector could be vulnerable to correction due to rapidly rising prices in recent 
years. This could result in a protracted drop in FDI inflows for real estate, 
leaving Cambodia vulnerable to a widening balance of payments deficit. 

 Therefore an important priority is for Cambodia to diversify its economy to 
attract investment into other new manufacturing industries, such as electronics. 

 As Cambodia also faces infrastructure bottlenecks and is unable to mobilise 
sufficient domestic public sector financing to meet infrastructure construction 
needs, policies to accelerate private sector financing flows for infrastructure also 
need to be strengthened. 
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Timor Leste: Post Conflict Reconstruction 
 Due to the impact of protracted conflict, lack of civil administrative structures and 

shortages of skilled workers, Timor Leste has faced difficulties in addressing high levels of 
poverty and malnutrition.  

 

 Moreover, there have been episodes of renewed civil unrest after independence which have 
also delayed economic development.  

 

 However, efforts by the government together with multilateral institutions such as the 
World Bank and United Nations are gradually resulting in some progress. 

 

 Post conflict, Timor Leste has had to rebuild its government institutions, overcome severe 
shortages of skilled workers as well as tackling issues such as corruption.  

 

 The quality of physical infrastructure is also still very weak although the government has 
ramped up efforts to accelerate infrastructure development. All this has resulted in slow 
progress in achieving economic development goals. 
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Timor Leste: Dependency on Oil & Gas 
 East Timor remains heavily dependent on oil and gas, which currently funds around 90 

percent of its annual government revenue. 

  

 Oil and gas also account for around 80 percent of GDP and 93 percent of exports. However, 
the country is also facing depleting reserves from its major Bayu Undan oil and gas field, 
with reserves from this field projected to be exhausted by around 2024.  

 

 However due to the depletion of oil and gas reserves at the Bayu Undan field, there is 
considerable urgency for the development of a major new field called Greater Sunrise, 
which will help to mitigate the impact of declining production at Bayu Undan. 

 

 Unless the new Greater Sunrise oil and gas project can get the green light soon, the East 
Timor economy could face a rapidly deteriorating fiscal position after 2024 and become 
highly dependent on donor aid as well as depleting the assets of its sovereign wealth fund, 
the Petroleum Fund.  
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Timor Leste Sovereign Wealth Fund 
 The East Timor government has taken the important step of creating a sovereign wealth 

fund to set aside some of their oil and gas revenues for the future when oil and gas 
resources are exhausted.  

 

 An estimated USD 18 billion has been paid into this fund from the oil revenue from the 
Bayu Undan field, with the fund balance at the end of 2016 being USD 15.8 billion. 

 

 In 2016, total drawdowns were USD 1.2 billion while inflows were USD 224 million from 
petroleum revenues and USD 648 million from investment returns.  

 

 This indicates that the Fund is no longer receiving significant new inflows from petroleum 
revenues and has become heavily reliant on investment performance to maintain its asset 
levels given significant annual drawdowns.  

 

 Consequently there is increasing vulnerability to volatility in international capital markets 
and any protracted global equities market slump could significantly reduce investment 
revenues as well as the overall valuation of the Fund. 
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Timor Leste: Opportunities and Challenges 
 Timor Leste  has weak capacity to mobilise domestic capital due to its lack of 

domestic capital markets,  little access to international capital markets, low per 
capita GDP and low domestic private savings pools. 

  Foreign direct investment inflows have been negligible in recent years, with an 
estimated USD 50 million per year of inflows between 2013-2015, and FDI inflows 
estimated to have weakened further to only USD 5 million dollars in 2016, according 
to UNCTAD FDI estimates. 

  The main opportunity for large-scale new FDI inflows will be if a commercial 
agreement can be reached on the development of the Greater Sunrise oil and gas 
project.  

 A key priority will be to attract new private investment into other sectors, with 
tourism and agriculture having potential opportunities for FDI inflows. 

 According to the World Risk Report 2016 produced by Bundnis Entwicklung Hilft 
with the UNU-EHS, Timor Leste was ranked as the 12th highest risk country out of 171 
countries ranked due to its vulnerability to natural disasters combined with its weak 
economic capacity to cope with the impact of such events.   
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Vanuatu: Private Capital Flows 
 Vanuatu’s graduation from LDC status was originally scheduled by the UN General 

Assembly for December 2017, but this timeframe was extended for an additional three 
year period to December 2020 due to the devastating impact of Cyclone Pam in March 
2015.  

 According to the World Risk Report 2016 produced by Bundnis Entwicklung Hilft with 
the UNU-EHS, Vanuatu was ranked as the highest risk country out of 171 countries 
ranked due to its vulnerability to natural disasters combined with its weak economic 
capacity to cope with the impact of such events.   

 Vanuatu’s per capita income was USD 2, 540 at the UN 2012 Triennial Review of LDCs, 
which was significantly above the threshold for graduation of USD 1,190. The human 
development index was also significantly above the graduation threshold.  

 Data from the OECD Development Assistance Committee indicates that Small Island 
Developing States have a much lower share of external private financing flows from 
international bank lending and foreign direct investment than other developing 
countries, and also have much more limited access to international debt capital and 
equity capital markets.  

 As a result, the Small Island Developing States are more reliant on bilateral and 
multilateral overseas development assistance as well as remittance flows from their 
workers abroad. 
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Vanuatu: Impact of Cyclone Pam 
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CASE STUDY: CYCLONE INFRASTRUCTURE DAMAGE IN VANUATU 

In March 2015, Cyclone Pam caused tremendous economic damage in the Pacific Island states 
of Vanuatu and Tuvalu. The total damage and lost production in Vanuatu was estimated at 
around 61% of GDP, while in Tuvalu the total damage and losses were estimated at around 30% 
of GDP (IMF, 2015). 

Estimated Infrastructure Damages and Losses by Cyclone Pam in Vanuatu 

(as percentage of GDP) 

Sector  Damages Losses  Total 

INFRASTRUCTURE     8.0  3.7  11.7 

of which: 

-transportation     3.8  2.7    6.5 

-public buildings     0.7  0.0    0.7 

-water      0.5  0.4    0.9 

-communication     2.8  0.5    3.3 

Source: Government of Vanuatu Post Disaster Needs Assessment (IMF, 2015) 



Vanuatu: Opportunities and Challenges 
 

 Vanuatu has attracted FDI inflows of around USD 30 million per year in 2015 
and 2016, following the devastating impact of Cyclone Pam which destroyed 
significant existing private investments such as hotels. 

 

  The nation has very limited capacity to mobilise domestic capital due to the 
lack of domestic capital markets and small domestic savings pools. 

 

 The scope for mobilising private capital inflows will need to be supported by 
public sector capital to leverage private sector co-financing, combined with risk 
mitigation through various insurance products due to Vanuatu’s vulnerability to 
natural disasters.  
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Summary 
 The ability of Asia and Pacific LDCs to mobilise private capital flows varies 

considerably depending on a range of factors, including country risk ratings, 
vulnerability to external shocks, domestic savings pools and the depth and liquidity 
of capital markets. 

 

 Strategies to improve mobilisation of private capital flows need to be tailored to each 
country. A “one size fits all” approach is not appropriate as policies that may be 
relevant for one country may be impractical for other nations. 

 

 Some countries will face considerable challenges in attracting significant private 
capital flows, due to their lack of significant domestic capital markets and inability to 
tap international capital markets, as well as vulnerability to external shocks such as 
natural disasters.  
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Strategies for Mobilising Capital Markets Flows 
 Most Asia and Pacific LDCs do not have significant capital markets for equities or 

local corporate debt. Therefore strategies for fostering the development of capital 
markets can be focussed on several LDCs. 

 

 Bangladesh: Bangladesh has the most advanced capital  markets among the Asia and 
Pacific LDCs, and can make the most progress by accelerating capital markets 
reforms to mobilise both domestic and foreign international capital flows. 

 

 Major reforms could include the development of REITs and Infrastructure Trusts 
legislation to enable these types of investment trusts to mobilise private sector 
capital for infrastructure financing. 

 

 Myanmar also has significant potential for development of its domestic capital 
markets, and further international co-operation to accelerate the development of 
domestic equity and bond markets will assist the mobilisation of private capital flows 
over the medium term. 
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Regional Funds for Private Capital Financing 
 Since most Asia and Pacific LDCs do not have significant domestic capital markets, 

an alternative form of investment mechanism to mobilise private capital could be 
through regional funds that raise capital on international capital markets and invest 
in different projects across the Asia and Pacific LDCs. 

 

 Regional private equity funds that use both public and private sector financing offer a 
mechanism for leveraging private capital flows into LDCs. Such private equity funds 
already have a track record in the Pacific Island States, and there is potential for other 
similar funds to be developed to invest in infrastructure projects in Asia and Pacific 
LDCs. 

 

 Similarly, REITs and Infrastructure Investment Trusts can also be listed on regional 
stock markets and used to mobilize private capital flows for private infrastructure 
financing for LDCs. 
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Strengthening FDI Flows 

 Amongst the Asia and Pacific LDCs, four countries have a strong track record of 
attracting FDI inflows. These are Bangladesh, Myanmar, Cambodia and Laos. 

 

 For these four countries, there are likely to be significant benefits from further 
reforms to improve the climate for FDI, such as streamlining FDI investment 
processes, creating portfolios of projects where key government approvals have 
already been given,  and further reducing regulatory hurdles for FDI inflows.  

 

 The establishment of industrial parks with foreign developers is an important 
potential step as it can catalyze FDI inflows, as shown in the case of Myanmar’s 
Thilawa Industrial Park. 

 

 Improving the ease of doing business by addressing key barriers to foreign 
investment that have been identified by investors, such as the World Bank’s Ease of 
Doing Business Survey. 
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Private Insurance for Risk Mitigation 
 Private sector insurers as well as public sector export credit agencies can provide 

insurance products that facilitate private sector investment in infrastructure projects 
in developing countries.  

 

 The spectrum of such insurance and risk mitigation products is very wide, including 
political risk products, reinsurance for banks and corporates, as well as reinsurance 
for multilateral development banks such as the World Bank and ADB. 

 

 Insurance and reinsurance solutions are increasingly being looked at as potential 
long-term risk mitigation strategies for the economic impact of natural disasters. A 
number of such catastrophe risk insurance projects have been initiated, including 
the Pacific Catastrophe Risk Insurance Pilot, which was created as a joint initiative of 
the World Bank, ADB, and the Secretariat of the Pacific Community, with support 
from the Japanese government. The risk insurance was provided by private sector 
insurers comprising Sompo Japan Insurance, Mitsui Sumitomo Insurance, Tokio 
Marine & Nichido Fire Insurance, Swiss Re, and Munich Re.  Under this particular 
scheme, the payouts were linked to the strength of the natural disaster, with the 
purpose of using insurance to help pay for losses due to a natural catastrophe. 
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