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I. The Special Needs of The Landlocked Developing 
Countries



LLDCs have long faced special challenges that have 
hampered economic  development. 

Adam Smith pointed out, more than 200 years ago, that inland parts of 
Africa and Asia were the least economically developed areas of the 
world.

Sources: Faye et al (2014); Usubaliev (2014)



Why?

• Many landlocked developing countries rely heavily on a few mineral resources 
and low-value agricultural products for their exports to a limited number of 
markets.

• High transportation costs due to remoteness from main world markets and lack 
of direct access to the sea are the most visible constraints. The LLDCs have to 
overcome significant transport and infrastructure financing constraints which 
hinder economic growth by limiting access to the regional and global markets and 
negatively affecting export competitiveness and inflow of foreign investment.



But distance to ocean ports, alone, is only part of the story.  

• Some inland regions of large coastal countries (e.g., China, Russian Federation) 
are as far from waterways as some LLDCs, and yet these regions of the coastal 
countries are often better off than the LLDCs. Why?

• Wealth transfers from rich to poor regions of a country through government tax 
and expenditure policies, along with a convergence of factor prices, tend to 
support incomes in remote areas of large countries. 

• The additional challenges faced by LLDCs reflect their dependence on transit 
passage through at least one other sovereign country. These challenges take 
the form of dependence on the quality of physical transit infrastructure and 
administrative procedures in the neighboring country, as well as the existence of 
good bilateral political relations and regional peace and stability (classic 
example: The Mongolian Railroad dilemma.)



The international community has come to understand the need for a 
global approach. The UN’s Almaty Programme of Action established a 
global framework for developing efficient transport systems in 
landlocked and transit developing countries. It recognizes that: 

• Landlocked developing countries, as a group, are among the poorest developing 
countries, with limited implementation capacity and heavy reliance on a small 
number of commodities for their export earnings. 

• Lack of direct access to the sea, remoteness, and isolation from major world markets 
have contributed to their relative poverty, substantially inflating transportation costs 
and lowering their effective participation in international trade on sides of both 
imports and exports. 

• Most transit neighbours of landlocked developing countries are, themselves, 
developing countries with similar economic structures and affected by similar 
constraints. 



Specific objectives of the Almaty Programme include:

• Securing access to and from the sea by all means of transport;

• Reducing costs and improving services so as to increase the competitiveness of 
their exports and reduce the delivered costs of imports;  

• Addressing problems of delays and uncertainties in trade routes; and reducing 
loss, damage and deterioration en route; 



II. A Quick Review of The Asian LLDCs Economies



While they share many challenges, the 12 Asian LLDCs are a 
heterogeneous group, and direct economic and financial linkages 
among them are not extensive.

• The 12 Asian LLDCs are: Afghanistan, Armenia, Azerbaijan, Bhutan, Kazakhstan, 
Kyrgyzstan, Lao PDR, Mongolia, Nepal, Tajikistan, Turkmenistan, and Uzbekistan.

• Seven of the countries (Armenia, Azerbaijan, Kazakhstan, Kyrgyzstan, Tajikistan, 
Turkmenistan, and Uzbekistan) were republics of the Former Soviet Union (FSU). 
They share a common working language, institutional legacy, and challenges 
associated with the transition to market economies. But direct economic and 
financial linkages among them are not highly developed.  



The 12 Asian LLDCs (continued)

• Four of the countries (Armenia, Belarus, Kazakhstan, and Kyrgyzstan)--along with 
the Russian Federation—make up the Eurasian Economic Union (EEU). The EEU’s 
Treaty provides for free movement of goods, services, capital and labor, and the 
countries intend to pursue coordinated, harmonized policies in some areas. 
However, implementation of the Treaty’s provisions is still in very early stages, and 
for a period of time a bilateral political dispute interfered with trade relations 
between two of the countries. Most of the direct economic and financial linkages 
within the Union are bilateral, between the Russian Federation and other member 
countries.

• Natural resource exploitation is a major source of economic activity, export 
earnings, and government revenue (but not employment!) in Azerbaijan, 
Kazakhstan, Mongolia and Turkmenistan. The large capital inflows typically 
required by extractive industry projects, along with the eventual mining export 
receipts, can put upward pressure on exchange rates, inhibiting economic 
diversification. 



The 12 Asian LLDCs (concluded)

• Lao PDR is a member of ASEAN and has strong economic ties with other members of the 
Association. Much of Lao PDR’s external debt has been incurred to finance the 
development of a large hydroelectric sector, which is a major source of export earnings. 
The country has few direct economic linkages with non-ASEAN Asian LLDCs.

• Afghanistan, a fragile state emerging from more than a decade of armed domestic 
conflict, has the highest population and the lowest per capita income of the 12 country 
group. As will be seen, the financial sector is very underdeveloped.

• Worker’s remittances have been a major source of foreign exchange and driver of growth 
in Nepal, while in Bhutan, hydropower has been the main driver. Both countries have 
close economic linkages with India—a very large and diversified economy--thereby 
mitigating some of the transit country costs normally associated with LLDCs. On the 
other hand, the very difficult physical terrain of the region raises direct transportation 
costs.



Populations range from less than 4 million in Mongolia, Armenia and 
Bhutan, to more than 25 million in Nepal and Uzbekistan and 36 million in 
Afghanistan.

0

5

10

15

20

25

30

35

40

Population (millions)



Total GDPs of the Asian LLDC economies range from less than US$10 
billion in Bhutan, Tajikistan and Kyrgyzstan to more than US$160 billion 
in Kazakhstan.
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Per capita GDPs also span a wide range, from less than $2,000 in 
Afghanistan and less than $4,000 in Nepal, Tajikistan, and Kyrgyzstan to 
more than $17,000 in Azerbaijan and Turkmenistan and $26,000 in 
Kazakhstan.
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Real GDP growth in Turkmenistan, Uzbekistan, and Mongolia exceeded 8 
percent average annual rate during 2010-17, partly due to commodity 
price booms early in the period; only Azerbaijan grew at average rate of 
less than 4.0 percent. 
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III. The Need for Additional Resource Mobilization in 
the Asian LLDCs and Modalities for Achievement



Investment rates in Uzbekistan, Kazakhstan, Azerbaijan, Afghanistan, 
Armenia, and Tajikistan are all below 30 percent of GDP. Low investment 
rates could hamper achievement of Sustainable Development Goals.

0

10

20

30

40

50

60

70

Total Investment, 2010-17
(percent of GDP, period average)

Source: IMF World Economic Outlook



Government expenditure exceeds 30 percent of GDP in Kyrgyzstan, 
Mongolia, Azerbaijan, Bhutan, Uzbekistan, and Tajikistan (more than in 
China, Vietnam, Malaysia, Thailand, and Philippines). But even at this 
level, it may not be enough to achieve SDGs. 
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Indeed, ESCAP estimates that the additional spending requirements for Asian 
LLDCs to achieve the Sustainable Development Goals exceed 10 percent of GDP 
for Kyrgyzstan, Afghanistan, Nepal, and Tajikistan; and by more than 5 percent 
in Armenia, Turkmenistan, Lao PDR, and Azerbaijan.
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The current level of financing flows is moderate relative to additional 
SDG investment needs in some LLDCs.
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The big question is: How can these financing gaps be 
filled in a manner that: (i) raises and allocates 
resources efficiently to the most productive purposes; 
(ii) maintains macroeconomic stability; and (iii) 
medium-term debt sustainability? 

There are multiple elements that need to be pursued 
simultaneously.



Government tax and nontax revenues are a critical source of financing for the 
LLDCs’ large investment needs—some day borrowing needs to be repaid! 
Revenues are less than 25 percent of GDP in six LLDCs—surprisingly including of 
the some resource-rich countries. There is scope to improve compliance and 
broaden the tax base in many of the countries. Efforts should be pursued, but 
results will take time.
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However, not all development spending can be paid by current revenues. 
Government debt levels are below 40 percent of GDP in most Asian LLDCs, 
suggesting these countries may have some room to increase borrowing to finance 
efficient government investment spending. 
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Bank credit is a traditional source of government finance in 
developing countries, but there are many reasons to limit reliance on 
it for developmental needs. 

• First, financial sectors in most Asian LLDCs are generally small in terms of overall 
amount of credit they provide (see next slide).

• Second, bank lending is normally limited to short-to-medium term duration, 
particularly in developing countries. Longer-term bank lending, given lack of 
hedging instruments and benchmarks in most LLDCs, would create undue interest 
rate and duration risks for banks, given their funding structure.

• Third, excessive bank credit to government could be inflationary, particularly if 
financed by central banks, which would be detrimental to macroeconomic 
stability. 

• Fourth, bank lending at the direction of government is a form of financial 
repression which can deny the allocation of credit to productive private-sector 
activities. This can also adversely affect bank profitability and, in extreme cases, 
solvency. 



A well-developed financial sector is critical for encouraging saving 
and efficiently channeling to productive investment. But Asian LLDCs 
rank low on IMF’s aggregate index of financial development.
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As previously noted, high rates of inflation can undermine the confidence of savers 
and investors. Inflation rates in most Asian LLDCs have significantly exceeded peers in 
East Asia and globally during the 2010s, although only Uzbekistan has exceeded 10 
percent. 
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Financial sector soundness is critical for sustainable economic growth. Regulatory 
capital to asset ratios (CARs) in the Asian LLDCs are generally high, reflecting recent 
large, government-provided bank recapitalizations in some of the countries. (But 
maybe there are also some issues with loan classifications in some countries?)
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However, nonperforming loans as a share of total loans remain high 
in many Asian LLDCs. If not reversed, this could harm profitability, 
capital adequacy, and financial stability in the future.
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Foreign currency deposits expose domestic banks to significant exchange rate risk, 
which is another potential source of financial instability. The level of such deposits 
are high (but have been declining) in some of the FSU LLDCs and Afghanistan. 
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Domestic equity markets are a potentially important avenue for raising private 
investment resources, but they remain very small among the Asian LLDCs. The 
capitalization of the Stock Exchange of Kazakhstan, which is the largest of the 
group, amounts to less than ½ percent of GDP, a small fraction of most Asian 
countries. 
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Foreign direct investment is an important source of financing in 
resource-rich countries like Kazakhstan and Mongolia (see charts, 
below). 

• The exchange-rate risk often associated with foreign currency borrowing is 
mitigated because mining sector revenues are also denominated in foreign 
exchange (but there are also some local currency costs). 

• Regardless, most extractive industry projects involve long gestation periods, and 
they are often very risky due to uncertainties about both the extent of mineral 
deposits and the future course of commodity prices. 

• Mineral resources can only be taken out of the ground once. As a general 
principle, Governments, therefore, need to maximize the compensation they 
receive for the depletion of their mineral resources and invest the revenues in 
productive, long-lived investments. However, most governments also need to 
limit the inherent riskiness of future stream of minerals receipts when producing 
extractive industries legislation and when negotiating with mining companies.
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Last but not least, there are bond markets. But bond issuances, both 
foreign currency and domestic, have been historically very low in the 
Asian LLDCs. 
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Fitch: 

Sovereign 

Ratings List

Country Long term Short term

Foreign 

currency

Local 

currency

Foreign 

currency

Local 

currency

Armenia B+ B+ B B

Azerbaijan BB+ BB+ B B

Belarus B B B B

Bolivia BB- BB- B B

China A+ A+ F1+ F1+

India [ BBB- BBB- F3 F3

Indonesia BBB BBB F2 F2

Kazakhstan BBB BBB F2 F2

Lesotho B B B B

Malaysia A- A- F1 F1

Moldova B- B B

Mongolia B B B B

Paraguay BB+ BB+ B B

Philippines BBB BBB F2 F2

Rwanda B+ B+ B B

Thailand [ BBB+ BBB+ F1 F1

Turkmenistan CCC- C

Uzbekistan BB- BB- B B

Vietnam BB BB B B

Sovereign credit ratings for most Asian LLDCs 
are low. Only Kazakhstan is considered 
investment grade.

• Armenia: Highly speculative on all categories

• Azerbaijan: Non-investment grade speculative 
on long term foreign and local currency; 
highly speculative on short term

• Kazakhstan: Low medium grade on long term 
foreign and local currency; lower medium 
grade on short term

• Mongolia: Highly speculative on all categories

• Turkmenistan: Substantial risk on long and 
short term foreign currency; no rating on local 
currency.

• Uzbekistan: Non-investment grade 
speculative on foreign and local currency long 
term debt; highly speculative on short term 
debt.

https://countryeconomy.com/ratings/armenia
https://countryeconomy.com/ratings/azerbaijan
https://countryeconomy.com/ratings/belarus
https://countryeconomy.com/ratings/bolivia
https://countryeconomy.com/ratings/china
https://countryeconomy.com/ratings/india
https://countryeconomy.com/ratings/indonesia
https://countryeconomy.com/ratings/kazakhstan
https://countryeconomy.com/ratings/lesotho
https://countryeconomy.com/ratings/malaysia
https://countryeconomy.com/ratings/moldova
https://countryeconomy.com/ratings/mongolia
https://countryeconomy.com/ratings/paraguay
https://countryeconomy.com/ratings/philippines
https://countryeconomy.com/ratings/rwanda
https://countryeconomy.com/ratings/thailand
https://countryeconomy.com/ratings/turkmenistan
https://countryeconomy.com/ratings/uzbekistan
https://countryeconomy.com/ratings/vietnam


Fitch rating grades:

Grade Long term debt

Prime AAA

High grade
AA+

AA

AA-

Upper medium grade
A+

A

A-

Lower medium grade
BBB+

BBB

BBB-

Non-investment grade BB+

speculative BB

BB-

Highly speculative
B+

B

B-

Substantial risks
CCC+

CCC

CCC-

Extremely speculative
CC

C

In default with little
RD

prospect for recovery

In default
D

DD

DDD

Not rated

Grade
Short term 

debt

High grade F1+

Upper medium 

grade
F1

Lower medium 

grade
F2

Non-investment 

grade
F3

speculative



Armenia, Azerbaijan, Kyrgyzstan and Mongolia are considered by 
IMF/World Bank debt sustainability analysis to be at moderate risk of 
public debt distress (ESCAP, 2018).
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While Afghanistan and Lao PDR are considered to be at high risk.

High risk 

• Afghanistan 

• Kiribati 

• Maldives 

• Marshall Islands 

• Lao People’s Democratic Republic 

• Samoa 

• Sri Lanka 

• Tuvalu 



An major step forward in the development of capital markets in 
Central Asia was taken with the establishment and start of operations 
of the Astana International Financial Centre in Kazkahkstan.

• With rapid economic growth and attractive IPOs/ SPOs for investors in Central Asia and the 
Eurasian Economic Union, the development of the capital market is one of the most significant 
priorities of the AIFC. The primary objective is to create a significant alternative to the banking 
system and to develop a liquid and well-balanced capital market with a broad range of financial 
instruments.

• AIFC offers investors and issuers all key capital market mechanisms, including initial and 
secondary public offerings, trade in stocks, sovereign, regional and corporate bonds, sovereign 
and corporate eurobonds, depository receipts, investment units, and Islamic financial 
instruments. An important advantage of the AIFC is that it is prepared to work with mid-cap 
companies.

• Another key advantage, according to AIFC management, is the ability to participate in the 
integration initiatives implemented by China under the Belt and Road Project, by the Eurasian 
Economic Union, and by the continued privatization of enterprises in the region. 



AIFC (concluded)

• The AIFC has partnered with the Shanghai Stock Exchange, Nasdaq, Goldman Sachs, and Silk Road 
Fund to create the Astana International Exchange (AIX) as a high-tech and efficient trading 
platform that provides services based on international standards. 

• According to AIFC management, a key advantage is that participants can benefit from the 
integration initiatives implemented by China under the Belt and Road Project and by the Eurasian 
Economic Union.

• AIFC offers a complete and comprehensive legal platform for attracting, implementing and 
protecting investments. AIFC jurisdiction is based on the principles, norms and precedents of the 
law of England and Wales and (or) standards applied by the world’s leading financial centres. The 
AIFC Court, which is separate and independent from Kazakhstan’s judiciary system, comprises the 
Court of First Instance offering a special fast-track procedure for small claims and the Court of 
Appeal.



IV. How Can Capital Markets Contribute to Economic 
Development in the Asian LLDCs?



The contribution that local capital markets can make to the process of 
economic development has received widespread attention and 
support in recent years.

• The UN’s Addis Ababa 2030 Agenda for Sustainable Development, for example, 
notes that domestic capital markets, including long-term bond and insurance 
markets, can play an important role in meeting longer-term financing needs of 
developing countries, including the least developed countries, landlocked 
developing countries and small island developing States. Regional markets can 
also help achieve scale and depth not attainable in individual small markets. 

• The G-20 Initiative launched in 2011 also notes that local currency (LCY) bond 
markets can help increase countries’ ability to withstand global capital flows, 
reduce the need for large precautionary foreign reserve holdings, and improve 
resilience to foreign shocks.



The World Bank Group’s International Finance Corporations (IFC) has 
helped many countries develop local capital markets, with the 
following objectives:

• To create a catalytic impact for future corporate bond issuances and facilitate 
financing through demonstration and signaling effects 

• To test and improve domestic processes for bond issuance and encourage needed 
changes in regulation (e.g. cost of issuance, pension fund asset allocation) 

• To provide access to new classes of investors, particularly international investors 

• To help local markets decouple from more volatile global funding sources, and  

• To introduce a high-quality new asset class to the domestic market, without 
exchange-rate risk. 

IFC PowerPoint Presentation



IFC’s involvement in local currency bond markets (continued)

• To diversify sources of funding beyond banks and equity markets 

• To support issuers needing funds for infrastructure development, privatization, 
securitization and government decentralization

• To support growth of insurance, social security and other institutional investors 
needing long-term assets such as bonds 

• To strengthen the financial sector 

• To promote transparency through public disclosure of business operations
• To enhance competition with local banking sector 



IFC offers various modalities of support.

• Anchor investments--IFC provides support to a bond issuance by committing to 
purchase a portion of the notes issued. Like a partial underwriting, an IFC anchor 
investment ensures a successful issuance and helps reduce price uncertainty and 
clearing yield.

• Securitization--Involves pooling of financial assets and issuance of securities that 
are repaid from the cashflows generated by these assets.

• Partial Credit Guarantee (PCG) for Bonds—Gives issuers access to wider investor 
base and paves the way for future issuances without enhancement. For investors, 
reduces default risk or loss given default.



Let’s look more closely at exactly how these and other factors 
associated with local currency capital markets can contribute 
to development in the LLDCs.



Contribution #1: Capital markets can reduce vulnerability to adverse 
spillovers and contribute to domestic financial stability. 

• Capital markets provide an additional channel for financial intermediation (the 
famous “spare tire” analogy for financial markets) in the event that banks come 
under stress. A more diverse financial system tends to be more stable and better 
able to absorb shocks. 

• Issuing foreign currency debt to fund investments that yield earnings mainly in 
local currency leads to currency mismatches and makes countries more 
vulnerable to large currency depreciations. Such balance sheet weaknesses 
played a key role in many emerging market financial crises, most notably the 
Asian financial crisis of the late 1990s. The existence of local currency (LCY) bond 
markets reduces reliance on foreign currency borrowing and lessens exchange 
rate risks, particularly in surplus savings economies.

Laeven (2014)



Contribution #1 (concluded) 

• LCY bond markets can diffuse risks by diversifying the base of lenders to large 
borrowers, thereby reducing large exposure risks in the banking sector and 
allowing balance sheets to adjust more smoothly in the event of financial 
problems.

• Using short-term local currency instruments to fund long-term projects entails 
substantial interest rate and refinancing risks. Compared with bank financing, 
alone, LCY bond markets allow a better matching of asset and liability maturities, 
reducing exposure to duration and interest rate risks.

• Governments might wish to issue LCY bonds to finance countercyclical public 
spending, promoting macroeconomic stability—provided the borrowing is 
perceived as part of a sustainable fiscal framework.



Contribution #2: Capital markets can contribute to financial liquidity 
and deepening.

• By pooling the supply of savings and the demand for funds, capital markets 
enhance the liquidity of financial system, which is the ability to sell or borrow 
funds quickly at competitive prices. The ability to exit from investments quickly at 
competitive prices provides more confidence to savers and borrowers to 
participate in the capital market and take risks.

• Liquid and deep domestic debt markets are seen as vehicles for diversifying the 
funding of governments, households, and corporations; attracting the financing 
required for huge infrastructure needs; broadening the range of assets available 
for local institutional and retail investors; and providing an additional channel for 
financial intermediation should the banks come under stress (Goswami and 
Sharma).

• Market liquidity can be facilitated if issuances are sizeable and regular, the trading 
life of the instrument is sufficiently long, and turnover is large. (Spoiler alert: 
These conditions can be difficult to achieve in small countries.)

Samarakoon (2016).



Contribution #2 (concluded)

• Foreign investors can add to the liquidity in domestic bond markets by widening 
the investor base and increasing the heterogeneity of market participants. But 
there are tradeoffs. A large share of foreign investors can also increase 
vulnerabilities to external spillovers (see below).



Contribution #3: Compared with banks, alone, capital markets provide 
a wider range of lending/borrowing options, contributing to a more 
efficient allocation of resources. 

• By providing competition to bank loans, capital markets help raise funds at the 
lowest possible cost for governments and large, reputable firms. 

• Local currency government bond markets foster the development of a benchmark 
yield curve for a wider range of borrowers and instruments because these debt 
instruments are typically issued by the largest and most creditworthy issuer in the 
economy, backed by the power of taxation. 

Samarakoon (2016), Goswami and Sharma (2011), Laeven (2014), and BIS (2007)



Contribution #4: Local capital markets improve the availability of long 
term financing, allowing households and firms to better manage 
interest rate and maturity risk.

• In economies lacking well-developed local currency debt markets, banks will find it 
hard to price long-term lending, and borrowers will lack a market reference with 
which to judge borrowing costs. In some cases, long-term debt contracts in the local 
currency will simply not exist. 

• Short-term bank deposits may not be well suited to needs of pension funds and 
other institutional savers, which need to manage their assets over long horizons. 

• Similarly, on borrowing side, short-term bank loans are not be well suited to firms 
and governments needing to finance long-term investments in equipment or 
infrastructure. 



Contribution #5: Local currency bond markets can contribute to sound 
fiscal and monetary policies. 

• Capital markets enable governments with sound macroeconomic policies to issue 
bonds at the lowest possible costs, without recourse to foreign borrowing 
(exchange rate risk), financial repression (forcing banks to provide credit at 
below-market rates), or inflationary finance (central bank credit). 

• Similarly, governments with a strong track record and credible commitment to 
sustainable macroeconomic policies will be able to finance countercyclical budget 
deficits during economic downturns, reducing the economy’s susceptibility to 
adverse shocks; 

• Capital markets enable governments to finance public infrastructure in a way that 
maintains intergenerational equity, by matching repayment periods to the 
economic life of the infrastructure. In the absence of such equity, economically 
efficient infrastructure investments may go unmet.

Laeven (2014), Samarakoon (2016), and Asian Development Bank (2019)



Contribution #5 (concluded)

• Well-run state-owned enterprises (SOEs) will be able to raise financing through 
the issuance of equity and debt securities in capital markets, reducing their 
reliance on government budgets. More generally, the possibility of accessing local 
capital markets can act as an incentive to help strengthen corporate governance 
for both public and private enterprises. 

• Capital markets facilitate the conduct of monetary policy by providing a 
secondary market in which the central bank can conduct open market operations.



Contribution #6: Opening up LCY capital markets to international 
investors can lead to a number of positive effects; but there are also 
risks in doing so.

• Opening to international investors expands the potential pool of savings and 
reduces the cost of capital by enabling risk-sharing between domestic and foreign 
agents, allowing more securities issuance at lower yields (BIS, 2019). Because the 
circumstances and expectations of foreign investors may differ from local 
investors, their entry can increase local market liquidity and depth and reduce 
volatility by lowering sensitivity to country-specific developments. 

• On the other hand, opening local markets to foreign investors reintroduces 
the risk of sudden, disruptive inflows and outflows driven by external 
spillovers rather than domestic conditions and needs, so countries should 
proceed carefully.



Capital markets cannot be created in a vacuum. Several conditions 
must be in place for local capital markets to function properly.

Condition #1: Macroeconomic Stability: Capital markets cannot develop 
successfully in unstable economies. An environment of low and stable inflation, a 
moderate government debt stock, and a sustainable fiscal policy framework all 
contribute to lowering the cost of accessing capital markets for issuers from both 
the public and private sectors. These factors also facilitate steady growth and 
reduce uncertainty, which encourages investment and hence demand for external 
finance. The size of domestic corporate bond markets is significantly correlated 
with inflation variability and some other macro variables (BIS, 2019).

Condition #2: A Sound Banking System: Deep capital markets and sound banking 
sectors are not only competitors, they are also partners. If bank credit dries up 
following financial disturbances, the provision of liquidity needed for the adequate 
functioning of capital markets is likely to be disrupted (Rojas-Suarez).



Conditions (continued)

Condition #3: A Wide Investor Base: Capital market development is strongly 
correlated with the depth of the institutional investor base (BIS 2019). A broad and 
diversified investor base supports liquidity, depth and stability. Efficient capital 
markets won’t develop if the potential investor base is too narrow (a potential 
problem for some of the LLDCs) or if financial institutions are compelled to hold 
government securities at below-market rates.

Condition #4: Market Participants—Capital markets need a wide range of 
participants, including fiscal agents, underwriters, credit rating agencies, brokers 
and dealers, and securities settlement and safekeeping infrastructures.



Conditions (continued)

Condition #5: Robust Legal and Institutional Frameworks and Effective Regulation 
and Supervision:  Studies have shown that the general strength and impartiality of 
the legal system and observance of the rule of law correlate well with capital 
market development (BIS, 2019). The arm’s length nature of capital market 
financing relies heavily on a legal environment that ensures efficient and fair 
enforcement of financial transactions and contracts, strong creditor rights and a 
predictable insolvency regime. Essential components include strong bankruptcy 
and insolvency laws and regulations, accounting rules and financial reporting 
standards, preferably harmonized with international standards, the establishment 
of capital requirements related to risk, equal treatment of investors, independent 
regulators and supervisors with comprehensive enforcement powers, a capable 
and independent judicial system, and transparency in government policies.



Conditions (concluded)

Condition #6: Adequate market size: For many small and medium-sized firms, the 
costs associated with issuing equity or debt securities to the public can be 
prohibitive. These costs include the payment of underwriting and listing fees, the 
hiring of accountants, auditors and lawyers to prepare the necessary 
documentation, and payment for a rating in the case of debt issues. Many of these 
costs are either fixed or increase less than proportionally with the size of the issue. 
In general, therefore, the average cost per unit of finance raised declines with the 
size of the issue. In addition, investors prefer more liquid instruments that are 
traded more actively in secondary markets. As a result, smaller equity issues are 
typically priced at a lower earnings multiple, and smaller debt issues might require 
higher yields. 

BIS (2019)



IV. Case Study: The Asian Bond Market Initiative



The Asian Bond Market Initiative (ABMI)

• The 1997/98 Asian financial crisis revealed that the lack of a domestic bond 
market created major financial risks. 

• ASEAN+3 countries (ASEAN countries plus China, Japan, and Korea) recognized 
that the development of LCY bond markets was necessary to provide an 
alternative source of funding to foreign-currency-denominated bank loans in 
order to minimize the currency and maturity mismatches that had made the 
region vulnerable to the sudden reversal of capital flows. 

Asian Development Bank (2019)



During initial phase (2002-07), efforts focused on:

• Improving access to bond markets for a wide variety of potential issuers; 

• Developing settlement systems, rules, and regulations concerning transactions;  

• Strengthening the capacity of domestic credit rating agencies. 

• Launching a website (www.AsianBondsOnline.adb.org) to disseminate information 
on market developments and guiding purchases of LCY bonds 

ADB (2017)



In 2008, authorities prepared a new medium-term road map focusing 
on four areas:

• Promoting the issuance (supply) of LCY-denominated bonds; 

• Facilitating demand for LCY-denominated bonds; 

• Strengthening the regulatory framework; and

• Improving bond market infrastructure. 

Let’s examine each.



Promoting the issuance (supply) of LCY-denominated bonds

ASEAN+3 established Credit Guarantee and Investment Facility (CGIF) as an ADB 
trust fund in 2010 to provide credit enhancements in order to increase the access 
of investment-rated firms to LCY bond markets, lengthen the maturities of their 
bonds, and reduce vulnerability to sudden reversals.

• As CGIF provides guarantees for bonds across the region, policy makers believe 
that it will promote the harmonization of standards and practices for bond 
issuance within ASEAN+3, paving the way for regional financial market 
integration. 

• As of March 2017, CGIF had issued 17 credit guarantees (cumulatively valued at 
$1.062 billion) for bonds issued by 13 companies in 8 ASEAN member countries. 

ADB (2017)



Facilitating demand for local-currency-denominated bonds

ASEAN+3 further developed website to provide data and analysis of LCY bond 
markets, including a step- by-step primer on the mechanics of buying and trading 
Asian government securities and information on related custodian and registry 
arrangements, legal and regulatory frameworks, taxation, and other characteristics 
of the domestic bond markets. 

ADB (2017)



Strengthening the regulatory framework 

Unlike EU’s European Commission, ASEAN+3 has no supranational body to enact 
rules and regulations uniformly in the region. Policy makers therefore established 
the ASEAN+3 Bond Market Forum (ABMF) in May 2010 to foster standardization of 
market practices and harmonization of regulations in areas such as:  

• Foreign investor quotas; 

• Foreign investor registration;

• Currency and exchange controls

• Nonresident’s borrowing in local currency

• Witholding taxation, among others 



Improving related infrastructure for bond markets 

• Members are working toward implementation of real-time gross settlement 
linkages over the medium-term, compliant with international standards. 

• These linkages will ensure cost effectiveness and safety of the settlement and will 
shorten the settlement period from two days to less than one day after trading.



So, what are some of the main achievements to date?

• Creation of the Multi-Currency Bond Issuance Framework (AMBIF) makes it 
possible for qualified issuers from ASEAN+3 countries to issue bonds in any 
participating member country with standardized documentation and well-defined 
implementation procedures; 

• Over the past decade, LCY bond markets have become the key source of funding 
for governments in Indonesia, Malaysia, the Philippines, and Thailand; 

• Yield curves have not only become more reliable, but they have also been 
gradually lengthened and there is now a wider range of benchmark issues 

• Bid–ask spreads for some government bonds have narrowed considerably and 
turnover increased in most countries, demonstrating increased market liquidity. 

ADB (2017)



Main achievements (concluded)

• The emergence of Asian local currency bonds as an asset class has been due to the 
improvement in the quality of issuers, and the development of market 
infrastructure and institutions. 

• Asian emerging markets have made notable advancements by creating public debt 
management units (e.g., Indonesia, Thailand); articulating debt management 
strategies; and consolidating benchmark issues for building yield curves.

• The investor base in Asia has become broader and deeper with the emergence of 
domestic institutional investors. Demographic changes, pension reforms, and the 
larger role played by nonbank financial institutions have supported this 
development. Malaysia and Singapore have accumulated sizeable assets under 
their publicly managed pension funds. 

Goswami and Sharma (2011)



But there is still need for further progress.

• In most ASEAN markets, domestic bond issuance still remains costly and 
cumbersome compared with bank lending. 

• Corporate finance remains dominated by bank-based intermediation, which is 
still largely relationship-based. 

• In addition, many of the Asian corporations that resort to bond financing prefer 
private placements since it allows them to save on the regulatory costs (e.g., 
registration, prospectus, disclosure requirements) of public listings.

• The local investor base in emerging local debt markets remains dominated by 
buy-and-hold investors, generally banks, pension funds, and insurance 
companies, and the lack of diversity in the investor base is an impediment to 
greater liquidity in the secondary markets. Bank dominance of the investor base 
has also tended to restrain average maturity. 

Source: Goswami and Sharma 



V. Conclusions for The Asian LLDCs



Let’s summarize main findings and their implications.
Conclusion #1: The costs of “landlockedness” are high.

• To overcome the disadvantages of “landlockedness,” Asian LLDCs need to 
undertake extensive investment in infrastructure, implement structural reforms, 
and promote private sector development. The cost of meeting these needs is 
very high. Therefore, to meet these challenges, the countries will need to utilize 
all available financing channels, including tax revenue (by broadening tax bases 
and improving compliance), external borrowing (on concessional terms, where 
available), the banking sector (for cash management but not for long-term 
borrowing), and domestic capital markets.



Conclusion #2: Local currency capital markets can make an important 
contribution to closing the financing gap in a low-cost, efficient 
manner.

• By providing credit in domestic currency for a variety of maturities, local capital 
markets expand the range of instruments available to savers and investors, 
reducing or eliminating exchange-rate risk, duration risk, and interest-rate risk. In 
so doing, capital markets reduce vulnerability to adverse spillovers and promote 
domestic financial stability. Capital markets also enable governments to finance 
public infrastructure in a way that maintains intergenerational equity by matching 
repayment periods to the economic life of the infrastructure.

• By pooling the supply of savings and the demand for loanable funds, capital 
markets help raise resources at the lowest possible cost and allocate them to the 
most productive uses. They also diffuse risk and reduce its concentration in the 
banking sector.



Conclusion #3: Many conditions must be in place for sound and well-
functioning capital markets to take root.

Among the most critical are:

• Macroeconomic stability—Most Asian LLDCs are generally stable, although 
inflation and public debt are on high side in a few. 

• Adequate scale, including a wide investor base—This factor could be a problem 
for some countries. Eight of the 12 Asian LLDCs have populations of less than 10 
million; three have populations of less than 5 million. Some countries have few 
institutional investors. 

• A sound banking sector—Banking sectors in most countries appear to be 
adequately capitalized, thanks in some cases to recent large-scale recapitalization 
by governments.  However, levels of NPLs remain high in some countries, which 
could erode capital going forward. Foreign currency deposits, although declining, 
are still significant in some countries. Therefore, countries should continue to 
accord a high priority to addressing remaining weaknesses in banking sectors.



Conclusion #3 (concluded)

• A robust legal and institutional framework—Well-functioning capital markets 
require strong bankruptcy and insolvency laws, accounting rules and reporting 
standards, and qualified and independent regulators, supervisors, and judicial 
system. International financial agencies (World Bank, IFC, IMF, ADB) could be 
asked to provide technical assistance appropriate to their respective mandates, 
but staffing regulatory and supervisory institutions on an ongoing basis could be a 
difficult proposition for some countries.



Conclusion #4: Opening local currency capital markets to foreign 
investors involves a trade off.

• Foreign investors, looking to diversify their portfolios, have shown interest in 
investing in emerging LCY capital markets. As the instruments are denominated in 
emerging market currencies, this does not give rise to foreign exchange risk on 
the borrowing side.

• Nonetheless, opening to foreign investors still exposes domestic borrowers to 
sudden and potentially disruptive surges in capital inflows and outflows driven by 
external conditions and events. For small markets, the magnitude of these surges 
can be very large.

• The possibility of obtaining some form of credit enhancement or anchor 
investment from interested partners should be explored.



Conclusion #5: The ASEAN experience has some important lessons.

• The ASEAN experience demonstrates that establishing well-functioning local 
currency capital markets is a long-term process that requires extensive planning 
and careful phasing.

• The experience also demonstrates the potential usefulness of building local 
currency markets as part of a regional, multi-country initiative. 

• However, it is important to note that the Asian LLDCs do not have the kind of 
regional political commitments (with the possible exception of the Eurasian 
Economic Union) that were present in the ASEAN countries when they started the 
process of capital market development.



Conclusion #6: The small size of domestic markets in the Asian LLDCs 
represents a major challenge for capital market development in the 
region. 

• The establishment of Astana International Financial Centre, with its state-of-the –
art trading platform, its partnership with leading international markets and 
market participants, and its innovative adoption of English law represents a major 
step forward for the future of capital markets in the region. 

• The AIFC’s progress will be closely monitored by other players in the region. In 
this connection, it will be important to see the extent to which the Centre is able 
to develop as a capital market for other countries in the region, thereby 
addressing some of the issues associated with very small market size of many of 
the domestic markets.



Thanks very much for your interest and participation!


