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 Infrastructure remains a major challenge to Region as 
it seeks to achieve its full development potential 

 The banking sector has traditionally played a major 
role in financing infrastructure projects in the region. 
However, bank dominant system increase the risk of 
an overexposed banking system through maturity or 
currency mismatches.  

 Capital markets would reduce the pressure on the 
banking system while also making available fresh 
equity to finance / refinance infrastructure projects  

 

BACKGROUND 



 Asia is home to a diverse set of financial systems that 
vary in depth and sophistication, including a number 
of emerging market and low-income economies in 
which capital markets are still at an early stage of 
development.  

 The map next slide provides a snapshot of the depth 
of financial market development in the region based 
on the index developed by the International 
Monetary Fund (IMF) 

State of Capital Markets  



State of Capital Markets  



 Central Asian countries as well as those in the Pacific 
have particularly underdeveloped capital markets 
with many of them having neither bond market nor 
stock exchanges. 

 Capital markets might need to be developed in these 
countries before they can play a significant role for 
infrastructure development.  

 

State of Capital Markets  



Since most of the countries  have underdeveloped equity and bond markets, 
Asian financial sector is dominated by  Banks.   

State of Capital Markets 
(Bank Domination) 
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State of Capital Markets 
(Limitations of Bank Domination) 

 Refinancing risks, Single borrower limits, Provisions 
and Basel III are limitations of bank dominated system 

 These limitations illustrate why bonds are a useful 
alternative to loans for infrastructure financing 

  Bank financing should nevertheless continue to play 
a key role in the initial phase of an infrastructure 
project   



 The long-term nature of infrastructure projects matches 
the long-term liabilities of institutional investors 

 There is a high correlation between the size of the 
institutional investor base and the size of capital markets  

 Underdeveloped equity and bond markets prevent 
institutional investors to finance infrastructure investment  

 The region has diverse structure in terms of the size of its 
institutional investors 

Institutional Investors 



Institutional Investors 



Investment Modalities 

Infrastructure 
Companies  

Stock 
Market  

Corporate 
Bond Market  

Infrastructure 
Projects  

SPV 
Listing  

Project 
Bond 

Infrastructure 
Funds 

Infrastructure 
Investment Trust 

Government And 
Municipal 

Infrastructure 
Bonds     



Investment Modalities 
(Infrastructure Companies-Stock Market) 

Stock market capitalization to GDP 

(% 2015) 
Stock Market Turnover Ratio 

(2015) 

Countries Stock Market  
Turnover Ratio (2015) 

Kazakhstan  7.6 

Sri Lanka 8.6 

Philippines 16.1 

Indonesia 21.2 

Malaysia 29.1 

Vietnam 36 

India 50.9 

Korea 149.8 

Japan 113.8 

World   162.9  



Investment Modalities 
(Infrastructure Companies-Bond Market) 

 

While US and Europe have $22 and $18 
trillion outstanding corporate bond 
issues respectively, Asian has only $3 
trillion outstanding bond issues as of 2014 

Percentage of total corporate 
bond issuance in Asia 



Infrastructure Projects 
 

SPV Listing  

 Established a dedicated project 
company known as a “Special 
Purpose Vehicle (SPV) to acquire 
financing and implement project 
activities.  

 This legally isolates the parent 
organization from direct 
exposure to the financial risks 
associated with a project. 

 If the SPV is listed on the stock 
exchange, investors can invest 
directly in the project  

 “Yieldcos” is an example of SPV 
Listing 

Project Bond 

 Project bonds are a kind of debt 
instrument used for financing stand-
alone infrastructure projects 

 SPV is formed to issue a project bond. 
  The creditworthiness of this bond 

depends on the cash flow performance 
of the underlying infrastructure project 

 The volume of project bonds is $36 
billion in world, 2013. In Asia, the volume 
of project bonds ranged between $1 
billion and $ 3 billion  

 While in advanced economies the 
average maturity of issued 
infrastructure-related bonds is around 15 
years, in emerging Asia it is only around 
8 years   



 Serve as a vehicle to pool resources, skills and 
experiences from different investors while achieving 
economies of scale 

 Specialized skills are required for structuring and 
assessing infrastructure investments 

 Macquarie Korea Infrastructure Fund, Rail Mass 
Transit Growth Infrastructure Fund (BTSGIF-Thailand) 
India, Infrastructure Debt Funds (IDF) and the ASEAN 
Infrastructure Fund  are examples of this funds   

Infrastructure Funds 



Infrastructure Investment Trust 



 Government and  municipal bonds are debt instruments 
utilized by municipal governments to finance infrastructure 
projects 

 For example, to finance infrastructure reconstruction after 
severe typhoons, the Philippines Governments issued 
government infrastructure bonds in 2010 

 Generally the municipal bond market is subject to a less 
stringent level of oversight than the corporate bond 
market. For example, they can have a tax-advantaged 
status 

 

 

Government And Municipal 
Infrastructure Bonds 



Way Forwards 
(Developing domestic market) 

 Financial markets in many 
developing countries are 
relatively underdeveloped 
in terms of size, liquidity 
and maturity. Therefore 
deepening local capital 
markets is needed. 

 

 

The Hierarchical Order of 
Financial Markets 



Way Forwards 
(Developing domestic market) 

Bond Market 
Determinants  

High inflation volatility 

 The rule of law (credit 
right protection ) 

Treatment of 
bankruptcy  



 To leverage offshore markets-US and Eurobond 
offshore markets can provide alternative sources for 
infrastructure investment 

 To strengthen the financial ties with the regional and 
global financial markets. In this respect, to harmonize 
regulation, corporate governance and financial 
products with the objective of achieving mutual 
recognition of their trading transactions  

 

Way Forwards 
(Strengthening financial integration)  

 



Key Impediments Facing Foreign Investors  

 Capital Controls- limits placed on nonresident to hold and 
trade domestic securities in countries such as India  and 
Thailand ; Foreign exchange restrictions   

Hedging instruments: Derivatives markets are relatively 
underdeveloped in Asia compared to other regions. While 
the derivative market value represents 15 per cent of its 
underlying market in Asia, it accounts for 35 per cent in the 
US and 50 per cent in Europe (as of 2012) 

 

 

 

Way Forwards 
(Facilitating foreign investment)  



Prudential regulations 

 Abolish imposing prescribed limitations and narrow 
investment mandates 

 Adopt a principal based approach 

Credit enhancement mechanisms 

Providing a corporate or rolling guarantee 

Develop new credit enhancement mechanism such as 
EU 2020 Project Bond Initiative  and Pan European 
Bank to Bond Loan Equitisation     

 

 

Way Forwards 
(Supporting the emergence of domestic 

institutional investors)  



Way Forwards 
(Supporting the emergence of domestic institutional 

investors-EU 2020 Project Bond Initiative (PBI))  



Local rating agencies 

Accounting standards and 
disclosure requirements 

Sustainability signals 
 

Way Forwards 
(Improving Investment Information )  



Way Forwards 
Supporting infrastructure financial 

instruments 
 Securitization can 

creating relative safe 
long-term products 
seek by institutional 
investors and relieve 
pressure on banks 
resulting from tighter 
capital requirement 
regulations 



Taxation  
 There should be tax neutrality between bonds and bank 

financing 
  Abolish to impose withholding taxes on interest earned from 

local bonds by foreign investors  

Infrastructure funds regulation  

 A weak legal or regulatory framework will block private sector 
capital and expertise from participation in infrastructure projects  

 Prepared regulations that steer both public and private 
investment towards infrastructure development  

  
 

 

Way Forwards 
Supporting infrastructure financial 

instruments 


