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EXECUTIVE SUMMARY 

 Introduction. This first special evaluation study (SES) on Asian Development Bank 
(ADB) assistance for domestic capital market development covers two decades (1986—2006) 
of ADB operations, with greater attention given to assistance provided in recent years, to help 
identify lessons relevant for future operations.  The SES evaluates performance of ADB’s public 
and private sector operations related to the development of policy, legal, and regulatory 
frameworks, as well as institutions for stock and bond markets. The performance evaluation 
methodology combines bottom-up assessments of the relevance, effectiveness, efficiency, and 
sustainability of ADB’s sector operations with top-down assessments of ADB’s strategic 
approach to capital market development, the contributions of ADB assistance programs to 
sector and economic development results, and ADB performance. The analysis is based on (i) 
findings from six country studies carried out under the SES; and (ii) Operation Evaluation 
Department (OED) evaluation findings from other countries. The country studies cover 
Indonesia, Mongolia, Pakistan, Philippines, Sri Lanka, and Viet Nam, which have accounted for 
68% of ADB’s lending operations in the sector and are representative of most other developing 
member countries (DMCs) that have received ADB assistance in terms of their stage of market 
development, market size, and economic systems. ADB assistance in other supported DMCs 
did not lend itself to meaningful analysis at the country-level, as it was either limited to technical 
assistance (TA) (e.g., Peoples’ Republic of China), too dated (e.g., India in terms of policy 
support), or of a one off nature (e.g., Republic of Korea). However, evaluation findings from 
such countries were used to complement analysis as appropriate. Regional bond market 
development or private equity funds-related operations were not included in this SES. 
 
 Sector Context.  Well-functioning liquid capital markets help mobilize and allocate long-
term capital resources and enhance prospects for sustainable economic growth. They support 
corporate initiatives, finance the exploitation of new ideas, and facilitate the management of 
financial risk. Capital markets can also help reduce financial vulnerabilities through risk 
diversification by encouraging asset growth outside the banking system, and by improving 
maturity and currency matching. The recently approved new Long-Term Strategic Framework of 
ADB 2008—2020 (Strategy 2020) includes support for capital market development as one of 
ADB’s core operational priorities, as it can facilitate private sector development and 
infrastructure development, which rely on the availability of long-term local currency funds for 
viable financial structures.  
 
 Some DMCs have had stock markets for a long time, whereas others only recently 
started to develop their markets. Although DMCs have had different assistance needs with 
regard to capital market development, most of them have required assistance for establishing or 
upgrading the relevant legal, regulatory, institutional, and infrastructure frameworks. DMCs with 
more advanced financial systems have also needed support for the introduction of new financial 
products, in particular related to bond market development.  
 
 ADB assistance for capital market development commenced during the 1980s, when 
ADB changed its financial sector assistance focus from financial intermediation loans to support 
for policy reforms in the financial sector. Capital markets-related assistance has been mostly in 
the form of components under general financial sector program loans. From 1987 to 2006, ADB 
financed 36 loan financial sector projects in 14 DMCs in the total amount of $9.2 billion, and 109 
TA operations in 20 DMCs in the amount of $59.9 million, which fully or in part pursued capital 
market development objectives.  
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Strategic Positioning.  ADB’s strategic positioning has been less than satisfactory. 
ADB has not had a corporate-level strategy to guide its financial sector assistance. Operational 
priorities were therefore determined at the country level. While this setup facilitated close 
alignment of ADB’s programs with DMC reform priorities, in the aggregate, it probably limited 
ADB’s ability to identify efficient corporate-level responses to common issues faced by DMCs, 
including challenges and opportunities arising from international developments. ADB’s regional 
efforts to support bond market development were not systematically translated into related 
operations at the country level. Also, in the absence of longer term government strategies for 
capital market development until recently, the time horizons of ADB assistance strategies in the 
study countries were usually limited to the duration of individual program loans. As a result, a 
long-term strategic vision was often not evident. Particularly in Mongolia and Sri Lanka, the 
selectivity and sequencing of sector programs could have been improved by recognizing the 
hierarchy of financial markets and their linkages; the development stage of the country; or 
deficiencies in the overall macroeconomic, monetary, investment, legal, and real sector 
frameworks that have a bearing on capital market development. In other DMCs, too, politically 
sensitive issues related to the reform of judicial systems, corporate governance reforms, 
taxation, privatization, pension reforms, and the removal of interest rate subsidies were not 
always adequately addressed, and if they were addressed, sustainability has been a problem in 
some cases, mainly due to a lack of continued political commitment.  

 
For a number of programs, market participants felt that their views on market reforms, 

particularly with regard to regulatory changes, demutualization, and the introduction of new 
products, were not sufficiently taken into consideration, although reform success depends on 
their full cooperation. There is also a need to more carefully assess upfront the potential of small 
economies to sustain an active market for securities and devise least-cost approaches for the 
development of market regulation and infrastructure. In view of the comparatively low level of 
engagement by other development partners in the sector, the coordination of capital markets 
assistance has not been an issue. However, with increasing ADB engagement in public debt 
management and money market issues in conjunction with its bond market development 
support, coordination challenges will likely occur and might need to be addressed at a strategic 
level.    

 
 Performance of Capital Market Assistance: What Worked and What Did Not.  ADB’s 
sector assistance was generally relevant and in line with government priorities and best 
practices for capital market regulation and infrastructure, although there have been some issues 
in Mongolia and Sri Lanka with regard to the suitability of proposed measures for local 
conditions. Most ADB-supported reform programs were implemented as planned and achieved 
their intended outputs and, in many cases, outcomes, particularly with regard to the 
establishment of regulatory frameworks and infrastructure for securities markets. Ineffective 
sector interventions in Mongolia, as well as policy reversals in Pakistan and Sri Lanka have 
affected the sustainability of sector assistance in these countries. 
 
 Most of ADB’s capital markets-related assistance has focused on the development of 
regulatory frameworks, which was relevant given the importance of sound and effective 
regulation for the integrity, growth, and development of securities markets. The majority of this 
assistance was effective in establishing the legal basis for securities market operations, 
strengthening the capacity of regulatory authorities, and improving the governance and self-
regulation of stock exchanges and securities firms, albeit at varying degrees of success and 
with remaining deficiencies. Among the study countries, Pakistan and the Philippines have 
made most progress in moving towards full compliance with the core principles established by 
the International Organization of Securities Commissions (IOSCO). Nevertheless, the full 
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effectiveness and sustainability of improvements in the regulatory framework will depend on 
continued institutional incentives and political commitment to implement them. ADB has been 
increasingly using these principles to assess gaps in regulatory frameworks and to design 
related assistance. However, such support has usually been limited to assistance for self-
assessments and has not covered independent assessments. Also, IOSCO principles and other 
international best practice standards have not been systematically used as indicators to help 
monitor the effectiveness of capital market regulatory and infrastructure reforms supported by 
ADB.  
 
 ADB has also been supporting the establishment of trading, clearing, and settlement 
infrastructure. Assistance in this area has generally been relevant, effective, and sustainable. It 
has helped to increase the transparency and efficiency of trading and to reduce settlement-
related risks and costs.   
 
 ADB’s assistance for the development of government and corporate bond markets has 
been on a comparatively smaller scale, given the development of the financial systems in most 
of the study countries. ADB support for government securities markets focused on aspects of 
primary market development. Effectiveness of assistance in this area has varied depending on 
the level of commitment by decision-makers to market-based processes and the quality of fiscal 
and debt management. Benchmark yield curves, against which corporate bonds can be priced, 
have developed only in a few assisted DMCs, as meaningful long-term debt management 
frameworks are still being developed. Efforts to improve bond market liquidity through support 
for strengthening markets for repos (repurchase agreements) and the availability of hedging 
products have rightly been focused on more developed markets that have adequate risk 
management skills and systems, and sufficient liquidity in underlying cash markets. While ADB 
assistance has been successful in  a number of areas that will be important for corporate bond 
market development, including the establishment of efficient clearing and settlement systems 
and credit rating agencies, a number of other pertinent issues have not been sufficiently 
recognized or effectively addressed, including disclosure standards and practices; issuance 
costs; the financing patterns of Asian corporations, which have historically relied on easy access 
to bank credit; and deficiencies in debt recovery regimes. The Private Sector Operations 
Department has also played an increasing role in ADB’s support for bond markets by investing 
in related institutions and by facilitating securitization transactions. 
 
 Efforts to expand the institutional investor base have generally not been very successful.  
ADB-supported measures to develop mutual, insurance, and pension funds have not resulted in 
significant increases in their participation levels in stock and bond markets. Many of these 
investors are still state-owned and lack sufficient commercial orientation and skills, which is 
reflected in their preference for investing in government securities.  ADB assistance in their 
restructuring and in encouraging more private participation has been only partly effective, mainly 
due to political resistance.   
 
 Efficiency. The use of ADB’s resources might have been less than efficient depending 
on country characteristics. Resource transfers under the program lending modality generally 
exceeded actual adjustment and investment costs associated with the supported reform 
programs. Also, sector impact was not closely related to the level of resources transferred.  
Implementation efficiency was adequate in most cases. 
 

Impact.  Capital markets in all studied DMCs are now more developed than they were at 
the start of ADB’s assistance. However, although equity market capitalization and liquidity levels 
compare favorably to those of similar Eastern European and Latin American countries, they are 
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considerably below those of more developed Asian countries. Only in Indonesia, the Philippines, 
and Viet Nam has market capitalization substantially grown in comparison to pre-assistance 
levels. Increases in stock market liquidity levels have generally been modest. Capital market 
development in countries with low gross domestic product (GDP) and per capita GDP has been 
comparatively less successful, as capital market growth is subject to economies of scale.  While 
ADB contributions towards strengthening the regulatory frameworks for securities market 
operations and establishing market infrastructure in line with international standards facilitated 
market growth, changes in economic, interest rate, investment and tax policies would appear to 
have had a larger and more immediate market impact. Also, despite ADB support, government 
securities markets still lack depth and efficiency, and corporate bond markets have yet to 
develop. 

 
The impact of capital market development on overall economic growth is unclear. While 

it is likely that capital market development in larger and more developed DMCs has had a 
positive impact on overall economic development, the effect in other DMCs is less clear. 
Nevertheless, in most assisted countries, financial sector assets are now more diversified, 
which should help reduce dependence on bank credit. The development of equity markets has 
facilitated the mobilization of funds for longer term investments. New equity funds raised 
through initial public offerings and rights issues in terms of percentage of GDP are only slightly 
lower than those in some of the developed countries. The number of listed companies has also 
increased in most study countries—albeit mostly at low levels in recent years—and there are 
indications that better quality new listings have replaced inactive stocks.  

 
Value Addition. While many policy measures would have probably been implemented 

without ADB support, ADB-financed advisory services nevertheless helped prepare and 
implement capital market reforms. ADB’s policy dialogue on the establishment of independent 
regulators, the strengthening of governance structures and capitalization levels of market 
intermediaries, and improvements in the regulatory framework in line with international best 
practices helped reformers in the assisted countries implement related policy changes. 
However, although ADB support also sought to address some of the politically more sensitive 
contextual issues that are binding constraints to further market development including 
privatization, taxation, the restructuring of state-owned institutional investors, and the 
preferential treatment of government savings vehicles, a number of these measures were not 
fully implemented or reversed later on. ADB could have added more value by undertaking 
detailed analysis and wider consultations on these issues and by linking them more effectively 
to its policy dialogue in other (sub) sectors.   

 
Resource transfers by ADB under lending for capital market development have been 

significant, although there has been no obvious relationship between the relative level of 
resources transferred and the extent and depth of policy reforms implemented or the actual 
adjustment costs associated with supported reform measures. ADB’s contributions to 
institutional development ranged from modest to substantial.  ADB-financed advisory services 
enabled substantial improvements in the policy-making, regulatory, and supervisory capacity of 
securities regulators, particularly in Pakistan and the Philippines, and helped prepare the 
establishment of consolidated regulators for nonbank financial institutions in Indonesia and 
Mongolia, although further assistance is needed to bring their skills and systems up to 
international standards, particularly in the enforcement area.  ADB provided little assistance for 
enhancing skill levels of market participants. 

 
ADB Performance. ADB’s performance on average has been satisfactory. Although 

executing agencies generally expressed satisfaction with the quality of ADB staff and 
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consultants, market developments and the growing expertise of counterpart staff have raised 
the bar for expected performance and sector expertise levels. Going forward, more expertise 
will be required on bond market-related issues. Detailed policy analysis and dialogue have 
usually drawn heavily on consultant inputs. ADB’s ability to hire well-qualified consultants, 
particularly in the areas of market and product development, is likely going to be affected by 
ADB’s declining remuneration levels for such services. Currently there are no formal 
coordination mechanisms for the work undertaken by various ADB departments on capital 
market issues, and as a result potential synergies are not being realized. There is scope for 
improving coordination between the knowledge departments and the regional departments; 
between the Private Sector Operations Department and the regional departments; as well as 
among all ADB entities working on bond market development issues, whether at the country or 
regional level. Apart from the preparation of country-based sector assessments and strategies, 
there has been comparatively little overarching economic and sector work on common pertinent 
issues, which would not only benefit ADB’s policy dialogue, but would also lead to more 
efficiencies in the use of scarce TA funds. ADB has started to incorporate relevant practices 
from more developed Asian markets in its sector operations in DMCs and has played an 
increasing role in facilitating an exchange of regional experiences and harmonization efforts. 
There is considerable scope for expanding these efforts. It is worth noting that, although 
interviewed executing agencies were generally satisfied with ADB’s performance, most of them 
did not see significant advantages in using ADB vis-à-vis other development partners in the 
capital markets area. 

 
  Overall Performance Rating. Based on the successful bottom-up (program) and partly 
successful top-down (institutional) ratings, the overall rating for ADB’s assistance for domestic 
capital market development in the study countries is borderline successful, implying that it could 
have been better and there are areas for improvement in ADB’s future operations in the sector. 
 
  Key Lessons. ADB assistance was most effective when it was focused, part of a long-
term engagement, and integrated with government reform initiatives that were supported by all 
relevant stakeholders. Clients’ strong ownership of and commitment to the establishment of a 
conducive policy and institutional environment for sector development played an important role 
in the success of ADB assistance. Capital market development is a long-term process involving 
ups and downs, and trial and error, hence requires a long-term engagement through policy 
dialogue and financial assistance to support reform design and implementation. At the country 
level, high-level long-term strategies can help steer the course and link capital market reforms to 
overall financial system development and reform in other areas. Supply issues need to be 
adequately considered and addressed.  Particularly for debt markets, more holistic and strategic 
approaches that consider the bond market within the context of overall financial system 
development and fiscal/debt management frameworks are required. Special consideration 
should be given to the development of private placement markets, which might be appropriate 
precursors to developing public markets for corporate debt. Any significant growth in corporate 
bond market liquidity will likely depend more on further efforts to encourage increases in the 
volume of market issues and demand from institutional investors, and strengthened transaction 
price reporting requirements than on improvements in physical market infrastructure.  
 
  ADB support for the development of institutional investors needs to focus on 
strengthening the commercial orientation and asset management skills of public institutions, 
while facilitating market growth of private pension and investment funds and insurance 
companies. To be effective and sustainable, assistance for the development of securities 
legislation and regulations needs to be complemented by support for enforcement capacity 
through policy dialogue on the independence and resources of securities regulators, the 
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development of improved incentives and governance mechanisms for (self) regulatory and 
judicial bodies, the use of meaningful benchmarks including progress towards IOSCO core 
principles, adequate resources and surveillance systems for regulator, and sustained advisory 
services and training.  
 
          Concepts developed in mature capital markets do not always apply or are not easy to 
implement in the setting of many emerging markets.  Examples include, among others, 
demutualization, the use of open-ended investment funds, fully integrated regulatory structures, 
and complex liquidity and hedging instruments. Approaches suitable for country conditions need 
to be utilized. This includes the promotion of cost-efficient approaches, particularly for small 
DMCs. However, there might be situations where lack of potential for capital market 
development, or uncertain political commitment, do not make ADB support for this subsector 
feasible. 
 
  Going forward, while there is continuing need to upgrade regulatory frameworks and 
infrastructure in line with market developments, the depth and liquidity of equity, bond, money, 
and foreign exchange markets will have to be increased through further policy reforms 
strengthening the overall enabling environment for capital markets; improvements in financial 
and corporate governance practices; the introduction of new products; and the development of 
new skills and institutions. This will likely require changes in ADB’s support for market 
development, such as greater involvement in monetary and debt management issues, better 
linkages to operations in other sectors, more assistance for new products and institutions under 
ADB’s private sector operations, and more support for improvements in regional cooperation, 
which will in turn necessitate greater strategic focus, internal coordination, and changes in staff 
and consultant resources on part of ADB.  A bankwide strategy for financial sector development 
could help address those issues and translate operational objectives under Strategy 2020 into 
sector priorities and programs.  
 

Recommendations. Detailed recommendations on the design and implementation of 
future sector assistance are presented in the main text of this report. The following broad 
recommendations for consideration by ADB’s Management are made in view of the priority 
given to assistance for capital market development in the Strategy 2020: 

 
 Key Recommendations Responsibility Timeframe 

1.           To improve the strategic focus of ADB sector operations: 

(i)      Prepare a financial sector strategy that provides a 
consistent analytical and operational framework for 
sector assistance with the aim of improving the 
responsiveness of ADB support to rapidly changing 
client demands and needs, and ADB’s core 
operational objectives under Strategy 2020. Among 
other things, the strategy preparation should:  

- systematically assess bond market development  
potential and assistance needs in DMCs and devise 
related ADB assistance strategies and approaches; 

-  identify viable approaches for ADB to provide 
capital market development support in small or low-
income DMCs; 

- review whether ADB should participate in the 
preparation of reports on the observance of IOSCO 
core principles for securities regulation in sector 
focus countries in coordination with the International 
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 Key Recommendations Responsibility Timeframe 
Monetary Fund and the World Bank and/or provide 
more support for DMC self-assessments; 

- ensure the provision of high-quality advisory 
services in new assistance areas including those 
related to bond market development by recognizing 
the specialized and high-cost nature of such 
expertise in the recruitment of staff and consultants; 

- identify any changes in ADB’s organizational set-up, 
the allocation of responsibilities, and internal 
coordination mechanisms that are required to ensure 
the effective implementation and coordination of 
sector-related activities and support; and 

- include a results framework with monitorable 
indicators to facilitate monitoring and evaluation of 
the strategy.  

(ii)          At the country-level,  

-   carefully assess potential for capital market 
development from both, supply and demand sides, 
and political commitment when selecting countries for 
assistance; 

-   encourage and support the development of a 
vision and long-term strategy for capital market 
development by relevant stakeholders in DMCs with 
significant ADB capital market-related operations;  

- ensure that country partnership and sector 
strategies and assistance programs adequately 
analyze and address binding constraints in the 
enabling environment for capital market 
development, particularly in DMCs with significant 
ADB capital market-related operations and/or 
substantial private infrastructure financing needs;  

 - ensure that PSOD continues to increase its 
involvement in the preparation of sector assistance 
strategies in focus countries. 

2.         To strengthen the delivery of ADB sector assistance: 

(i) Use adherence to international standards and 
principles as indicators in design and monitoring 
frameworks pertaining to assistance for securities 
market regulation and infrastructure.  

(ii) Carefully consider costs and benefits associated with 
capital market development measures. Develop and 
promote cost-efficient approaches, particularly for 
small DMCs. 

(iii) Involve relevant private and public sector 
stakeholders in the formulation of reform programs 
and ensure that any capital market reforms involving 
changes in market structure, demutualization, or 
additional costs for market participants are 
sufficiently discussed with market participants in 
public hearings or workshops. 
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I. INTRODUCTION 
 
A. Objective and Scope 

1. This special evaluation study (SES) presents the first evaluation of Asian Development 
Bank (ADB) assistance for the development of domestic capital markets—comprising stock and 
bond markets—over the period 1987–2006. As financial sector development has been 
designated as one of ADB’s core areas of operations under ADB’s new Long-Term Strategic 
Framework 2008–2020 (Strategy 2020), the objective of the SES is to derive lessons from past 
operations that can guide ADB strategy in the capital markets subsector by identifying 
conditions for success, and promising areas and approaches for future assistance. It assesses 
ADB’s public and private sector operations related to the development of policy, legal, and 
regulatory frameworks, as well as market institutions. ADB assistance for regional bond market 
development was reviewed only with regard to its relevance for domestic market development 
efforts. Capital markets-related private sector operations were also reviewed with the exception 
of ADB investments in private equity funds and fund management companies, which are 
assessed under another SES.1  
 
B. Methodology 

2. The SES combines general country-level assessments of the strategic positioning and 
impact of ADB’s capital market operations, ADB’s institutional performance, with bottom-up 
assessments of the relevance, effectiveness, efficiency, and sustainability of ADB’s project 
assistance (see Appendix 1 for details on evaluation approach and methodology).  
 
3. The SES is based largely on the findings of country studies of ADB’s capital market 
operations in Indonesia, Mongolia, Pakistan, Philippines, Sri Lanka, and Viet Nam, which 
account for 68% of ADB’s lending operations with capital market development objectives. 
Country studies are complemented with findings from a topic-based review of ADB’s capital 
market operations, which also draws on an analysis of ADB assistance provided in non-study 
countries to draw meaningful lessons for the design of future sector operations. 
 
4. Assessments are derived from desk reviews of ADB documents and working papers; a 
literature review; in-country consultations with representatives of government, regulatory 
agencies, capital market participants and observers, the private sector, and other assistance 
agencies in the six study countries; feedback obtained from international capital markets 
participants; interviews with relevant ADB staff involved in capital market development and 
reform; and available project and technical assistance (TA) performance evaluation reports. 
 
C. Organization of the Report 

5. Chapter II provides a brief overview of ADB’s assistance for capital market development. 
Chapter III is organized according to assessment categories. The overall ratings are presented 
in Chapter IV. Chapter V summarizes key findings and lessons, and provides recommendations 
for ADB management with regard to future sector assistance. Findings for each country study, 
as well as more detailed assessments of the various assistance areas, are included as 
supplementary appendixes.  
 
 

                                                 
1 ADB. 2008. Special Evaluation Study: Private Equity Fund Operations. Manila. 
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II. ADB STRATEGIES AND ASSISTANCE PROGRAMS FOR CAPITAL MARKET 
DEVELOPMENT 

 
A. Sector Context, Government Strategies, and Assistance Needs 

6. Well-functioning liquid capital markets help mobilize and allocate long-term capital 
resources and enhance prospects for sustainable economic growth. Securities markets support 
corporate initiatives, finance the exploitation of new ideas, and facilitate the management of 
financial risk. They can also play an important role in individual wealth and retirement planning. 
Capital markets require conducive framework conditions, institutions, and infrastructure to 
develop.  
 
7. Capital markets-related assistance needs of ADB’s developing member countries 
(DMCs) have differed as a result of their markets’ dissimilar origins and conditions. A number of 
DMCs, particularly those in South and Southeast Asia, had capital markets when ADB 
commenced its assistance two decades ago. However, with the exception of equity markets in 
the Republic of Korea and Thailand, markets in other DMCs were characterized by very low 
levels of capitalization at less than 10% of gross domestic product (GDP). Although in some 
cases government bond markets existed, corporate bond markets were virtually nonexistent. 
Many DMCs including Indonesia, Pakistan, Philippines, and Sri Lanka, pursued interventionist 
financial sector policies, which did not allow market forces to allocate financial resources and 
determine interest rate levels, and which provided comparatively little scope for private sector 
participation. In response to fiscal and balance of payments problems, these countries initiated 
financial sector reforms during the late 1980s/early 1990s.  Governments sought to deregulate 
their financial systems by liberalizing interest rate and credit allocation policies, removing some 
tax distortions, and initiating the restructuring of public capital market institutions and 
institutional investors, and the privatization of state enterprises. This provided an impetus for 
capital market development.  Efforts were also made to develop debt markets and increase the 
range of financial products with the aim of diversifying and improving the efficiency of financial 
systems. In response to increasing investor interest, DMCs sought to improve the quality of their 
regulatory systems and market infrastructure.   
 
8. In the wake of the 1997 Asian financial crisis, DMCs including, among others, Indonesia, 
Pakistan, and Philippines, sought to address corporate and financial governance failures that 
had contributed to the crisis, and to improve their regulatory and supervisory environment in line 
with new standards promoted by the International Organization of Securities Commissions 
(IOSCO),2 corporate governance principles by the Organisation for Economic Co-operation and 
Development (OECD), and international financial reporting and audit standards. Bank 
restructuring measures resulted in a substantial increase in the level of government securities in 
most of the countries directly affected by the crisis, which together with a decrease in the 
availability of foreign commercial funds and the desire to avoid precrisis maturity and foreign 
currency mismatches in the future, intensified efforts to develop domestic bond markets. In 
addition, countries such as Indonesia, Pakistan, and Philippines have been seeking to respond 
to opportunities and challenges arising from international developments, such as improvements 
in operational technology, the integration of market infrastructure, changes in risk management 
practices, the removal of regulatory barriers between financial market segments and the 
consolidation of regulatory structures for financial services, the demutualization of stock 
exchanges, and the introduction of new financial products. 

                                                 
2  Most securities regulators in the Region are IOSCO members and have committed to the full implementation of its 

principles and objectives. 



 

 

3

 
9. By comparison, transitional economies in East and Central Asia and the Mekong 
subregion initiated capital market operations during the early 1990s. In some of these countries, 
e.g., Mongolia, capital market institutions such as stock exchanges and investment funds were 
created to help implement mass voucher privatization programs that were intended primarily to 
achieve sustainable commitment to private ownership and market reforms. Other transitional 
economies, e.g., Viet Nam, introduced capital markets mainly to help mobilize funds for new 
investments and to facilitate the commercialization and privatization of state-owned enterprises. 
Either scenario presented large capacity-building challenges, as all market institutions and skills 
had to be created from scratch. During the last decade, some of the smaller nontransitional 
economies have also taken steps to establish national capital markets.  
 
B. ADB Strategies 

10. Unlike for some other sectors (e.g., education, health, energy), ADB has not had any 
sector strategy to guide its support for financial sector development as a whole or for capital 
market development specifically.  A policy basis of some sort was created through the (i) 1987 
Review of ADB Policies on Credit Lines to Development Finance Institutions (R27-87), which 
set the stage for expanding ADB’s financial sector operations beyond financial intermediation 
lending to general financial sector support through policy-based loans and TA, including for 
capital markets development;3 and (ii) 1987 Review of the Bank's Recent Initiatives for 
Assistance in the Development of Capital Markets in DMCs (R159-87). Apart from assistance 
for improving securities legislation, strengthening corporate information disclosure, and 
improving stock exchange operations, these sector-related policy documents also suggested 
that ADB support the development of contractual savings institutions, mutual funds, securities 
companies, stock brokerage companies, merchant banks, and credit rating agencies.   
 
11. ADB’s 1999 Poverty Reduction Strategy, the Long-Term Strategic Framework for 2001–
15, and the 2000 Private Sector Development Strategy acknowledge the role of capital markets 
in economic development, and support related ADB assistance that is expected to (i) reduce 
financial vulnerabilities through risk diversification by encouraging asset growth outside the 
banking system, and through improving maturity and currency matching; (ii) facilitate 
infrastructure development, which relies on the availability of long-term local currency funds for 
viable financial structures; and (iii) facilitate private sector development by increasing the 
amount of funds and widening the range of financing options available to private companies in 
line with investment requirements. Post financial crisis, these strategies accorded priority to 
good governance aspects involving strengthening the regulation and supervision of financial 
institutions and markets, encouraging more competition, and promoting institutional 
restructuring. However, unlike the recently approved Strategy 2020, none of these earlier 
strategies identified financial sector development as a core operational priority. 
 

                                                 
3 The Review recommended that ADB consider providing TA for improving the operations of stock exchanges and 

supervisory and regulatory agencies; introducing new investment instruments; enhancing investor protection 
through improved corporate information disclosure and securities legislation; establishing and developing 
contractual savings institutions, mutual funds, securities financing companies, stock brokerage companies, and 
merchant banks; and developing financial advisory, investment analysis, and credit rating agencies. The paper 
further suggested that ADB should discuss with DMC governments positive measures to stimulate the securities 
market and enlarge corporate recourse to equity to remedy undercapitalized financial structures. This included 
policy dialogue on issues such as tax treatment of income from securities; listing requirements; appropriate pricing 
of new issues; fiscal incentives for listing, auditing, and disclosure standards; and supervision and regulation of 
listed and other companies. 
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12. At the country level, ADB’s sector assistance has been strategized mainly through sector 
needs assessments and strategies prepared under ADB TA. In a number of cases including 
Indonesia, Philippines, and Viet Nam, TA provided inputs into formal government sector 
development strategies, whereas in other cases TA recommendations informed ADB’s policy 
dialogue and capacity development assistance. Only three of the current or past country 
operational strategies and country partnership strategies (CPSs) for the six study countries 
included financial sector or private sector development road maps, which, among other 
subsector support, covered capital market development assistance. Assistance areas have 
differed from country to country, depending on government reform priorities, the overall state of 
development of the financial sector, and the activities of other development partners.   
 
C. ADB Assistance Programs 

13. ADB has sought to promote capital market development since the mid-1980s, when it 
undertook several regional seminars and studies to raise awareness among DMC governments. 
From 1987 to 2006, ADB financed 36 loan projects in 14 DMCs in the total amount of $9.2 
billion, and 109 TA operations in 20 DMCs in the amount of $59.9 million, which fully or in part 
pursued capital market development objectives (see Appendix 2 for details). These activities 
accounted for 67% of total financial sector lending during that period, for 10% of total ADB 
lending under ADB’s public sector window, and for 3% of total ADB TA funds. In addition, ADB 
approved 12 investments in the total amount of $108 million in capital market institutions 
(including a central depository, a bond securitization and assurance company, securities 
houses, securitization-related entities, and credit rating agencies) (see Table A2.3). In 2007, 
ADB approved 4 loan and 3 TA projects with components for domestic capital market 
development and one securitization transaction under the private sector window. ADB has also 
made investments in a larger number of private equity funds and fund management companies, 
which, among others, had capital market development objectives (see footnote 1).  
 
14. Only 9% of ADB’s financial sector loans, in terms of numbers and loan amounts, 
exclusively addressed capital market issues. The majority of sector loans (58% in terms of 
value) covered other financial subsectors as well, and usually between 20% and 60% of policy 
measures supported under these programs were capital market related. In addition, a number of 
financial intermediation loans had covenants pertaining to capital market issues. The number of 
capital market-related loans generally fluctuated between one and four per year with a 
combined value of a few hundred million US dollars. However, during the Asian financial crisis 
in 1997/98, three large program loans with capital market-related components were approved 
for a total of $5.7 billion (see Figure A2.1) to help address financial sector issues that had 
contributed to the crisis while at the same time providing urgently required balance of payments 
and budgetary support.   
 
15. Ninety six percent of all capital market-related lending was in the form of program loans.  
Capital market loans have been concentrated in countries with large shares of program lending 
in overall financial assistance provided by ADB, including Indonesia, Republic of Korea, 
Pakistan, and Philippines.  Capital market-related program loans accounted for 11% of ADB’s 
program lending volumes in Pakistan, 25% in the Philippines, and 41% in Indonesia. Overall, 
program loans with capital market components accounted for 37% of ADB’s total program 
lending. 
 
16. Many capital market-related TA projects supported either the preparation or 
implementation of program loans. Nonlending assistance in the sector was about equally 
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divided between sector assessments and policy studies, and assistance to develop the capacity 
of capital market institutions, usually that of regulators. 
  

III. EVALUATION OF ADB ASSISTANCE  
 

A. Strategic Positioning 

17. Strategic positioning is assessed taking into consideration the level of strategic vision 
and direction of ADB’s capital market-related assistance, the selection and sequencing of 
assistance areas, and the quality of aid coordination. It is rated as modest to substantial, which 
reflects shortcomings in the selectivity of interventions to promote sector development (see 
Table A1.1) and the lack of long-term vision, but also the generally adequate sequencing of 
sector interventions and the good coordination of ADB activities with those of other agencies.  
 
  1. Strategic Vision and Direction  
 
18. The rating for strategic vision and direction is modest. As explained, ADB has not had a 
corporate-level strategy to guide its financial sector assistance. Operational priorities have been 
determined at country and project levels. ADB’s reorganization in 2002 reinforced the country 
focus of its assistance. While this setup facilitated close alignment of ADB’s programs with DMC 
reform priorities, in the aggregate, it might have reduced ADB’s ability to (i) identify and 
implement efficient institutional responses to recurring issues faced by a number of DMCs or to 
emerging issues including challenges and opportunities arising from international developments, 
and (ii) create synergies among capital market-related operations of different ADB 
organizational units. For example, ADB’s efforts to support bond market development at the 
regional level have not been systematically complemented by related operations at the country 
level. Constraints to regional integration include, among others, incompatibilities in the national 
legal, regulatory, institutional and infrastructure frameworks for capital market development.  
Impediments at the national level identified under regional TA for bond market development 
have not been systematically considered in ADB’s policy dialogue under country-level capital 
market programs and vice versa, which is in part due to a lack of common strategy and effective 
internal coordination mechanisms within ADB and DMCs.   
 
19. Although ADB and other development partners played a greater role in the identification 
of reform agendas in DMCs with less developed sector institutional capacity, such as Mongolia 
and Viet Nam, ADB assistance priorities and programs for capital market development generally 
sought to follow specific DMC reform initiatives and preferences rather than a particular ADB 
model.  As a result, there was little internal discussion on the merits and disadvantages of 
different reform approaches. Approaches to supervisory structures, regulatory models, 
securities laws, tax reforms, and investment regulations for institutional investors varied among 
ADB-supported programs. The emergence of international good practices and standards for 
corporate and financial governance, securities regulation, and settlement infrastructure after the 
Asian financial crisis has facilitated a standardization of reform objectives in these areas, which 
has also been reflected in ADB’s sector operations. 
 
20. Due to a lack of formal government strategies for capital market development in most 
study countries until recently,4 the time horizon of ADB country sector assistance strategies was 
usually limited to the time frame of individual assistance programs, i.e., 3–5 years. Also, there 
                                                 
4 Indonesia has had 5-year blueprints/master plans for capital market development since 1996, the Philippines issued 

a capital market blueprint in 2006, Sri Lanka approved a 10-year market development master plan in 2006, and 
Viet Nam prepared a 10-year strategy in 2003. 
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has not been much evidence of strategic vision guiding the identification and implementation of 
short- and medium-term reform measures. Although ADB during the last few years provided 
assistance to DMC governments for the development of sector plans or strategies in five of the 
study countries, these were not always based on systematic assessments of country-specific 
market potential; sector contributions to economic development; binding constraints to market 
development; and challenges and opportunities posed by globalization, technological advances, 
and changing public needs. Nor were they necessarily formulated through extensive public 
consultation.  By comparison, the most developed markets in the region including Hong Kong, 
China; Republic of Korea; Malaysia; Singapore; and Thailand all had prepared comprehensive 
long-term visions and strategies in close consultation with market participants.  
 
21. The CPS process played a minor role in determining sector assistance priorities or 
promoting linkages with ADB operations in other sectors. Although most CPSs linked capital 
market development to sustainable economic growth objectives—capital market development 
was generally expected to help reduce dependence on bank financing and mobilize long-term 
funds for (infrastructure) investment—little analysis was presented on the actual transmission 
mechanisms. Sector road maps were of varying quality. Most road map performance targets for 
capital market operations were qualitative without clear baseline data or information.  
 
 2. Sequencing  
 
22. Within the financial sector, proper sequencing and coordination of capital market 
development efforts with other reforms are required to ensure their effectiveness. 
Interdependencies need to be adequately considered. Money markets provide the foundation 
for all financial markets and facilitate interest rate setting. Their existence is usually a 
precondition for the development of an efficient government securities market, as they help 
lower liquidity risk premiums and enable investors to hold larger portfolios of long-term debt. 
Likewise, a government securities market is usually required for the development of corporate 
bond markets, as it can provide the market depth and liquidity needed to develop market 
institutions and infrastructure in addition to providing risk-free benchmarks for pricing corporate 
debt.  Derivatives markets usually emerge only if underlying cash markets have sufficient depth. 
The banking system needs to be sufficiently sound and developed to serve the clearing, 
settlement, and depository needs of securities market operators. This hierarchy of financial 
market development does not mean that any one market has to be fully developed and efficient 
for the next market to emerge. Rather, markets can evolve in parallel to some extent, but 
ultimately their scope for development will be limited by efficiency levels in the other markets. 
Also, securities markets tend to develop once the overall size of the economy and financial 
system reach levels sufficient to carry their high fixed costs.  An important feedback loop 
generally exists between market size and liquidity and the growth of large institutional investors 
and contractual savings institutions. 
  
23. With some exceptions in Mongolia and Sri Lanka, ADB assistance for capital market 
development has generally been well sequenced and coordinated with other sector 
development support, which was in part due to the fact that most capital market-related 
assistance was processed in conjunction with support for overall financial sector reform 
programs.  In Indonesia, Pakistan, Philippines, and Sri Lanka, ADB support for capital market 
development generally started when banking systems, rudimentary money markets (i.e., 
interbank and call money markets), shorter term government bond markets,5 and equity markets 

                                                 
5 In the case of Indonesia, there was no government bond market until the 1997 financial crisis necessitated the 

issuance of large volumes of government bonds to recapitalize the banking system.  
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had already been established, but interest rates had not been fully liberalized, savings were 
controlled by captive government financial institutions, and enabling frameworks for securities 
market operations were not in place. In Indonesia and Sri Lanka, ADB appropriately supported 
financial sector reforms that sought to introduce market-based interest rates; enhance the 
commercial orientation of banks; develop the term money market; lengthen government bond 
maturities; strengthen the legal, regulatory, and institutional framework for securities and money 
market operations; restructure state-owned institutional investors; and increase the scope for 
foreign investment in financial institutions and instruments. Philippines and Pakistan pursued 
similar reforms without ADB assistance. ADB also initiated support for the development of 
institutional investors (in Indonesia, Pakistan, and Sri Lanka) and corporate bond market 
development, usually through assistance for the establishment of benchmark yield curves 
(Pakistan, Philippines, Sri Lanka) and credit rating agencies (Indonesia, Pakistan, Sri Lanka), 
which was appropriate.6 However, early attempts to increase secondary market liquidity for 
corporate (or government) bonds through tax measures or market infrastructure enhancements 
were probably premature in light of the underdeveloped nature of primary markets. More 
recently, ADB has supported the preparation of debt management strategies and frameworks 
(Indonesia, Philippines, Sri Lanka), which should facilitate further development of the 
government securities markets in these countries.  ADB has also been providing assistance for 
the development of derivative markets, usually in DMCs with more developed markets such as 
the Republic of Korea and Thailand, but also in Sri Lanka, where underlying cash markets lack 
liquidity, mainly due to the Government-controlled nature of the financial system, which affects 
market transactions and their pricing. In Mongolia, where the stock market was established 
during the transition from a monobank to a commercial two-tier banking system, initial ADB 
financial sector assistance focused on bank restructuring, while comparatively minor assistance 
was provided to help establish stock exchange operations and h a rudimentary regulatory 
system. However, public confidence in the market diminished, when two custodian banks 
holding stock market clearing funds collapsed.  In Viet Nam, ADB supported the development of 
all financial market segments under comprehensive financial sector programs in line with the 
Government’s phased approach, which sought to develop the banking system and basic money 
markets ahead of formal equity and bond markets.   
   
 3. Selectivity 
 
24. ADB assistance in each of the study countries generally addressed many of the issues 
affecting the demand for and supply of securities (see Table A3.1). Common components in 
most capital market development programs supported by ADB comprised the creation or 
strengthening of securities legal and regulatory frameworks and related capacity development of 
regulatory organizations, the establishment and upgrading  of market infrastructure, the 
development of pooled investment and other institutional investors (insurance companies, 
provident and pension funds), improvements in the financial and corporate governance 
standards of listed companies, and capital market taxation. Sector issues that did not receive 
sufficient attention include investor education and the skills development and accreditation of 
market participants.  
 
25. However, capital market development is also highly contingent on the existence of an 
enabling environment that includes appropriate economic, monetary and fiscal policies, as well 
as financial sector policies that enhance competition and market-based allocation mechanisms; 
a conducive investment climate; adequate debt-recovery conditions, property rights, and 

                                                 
6 Credit rating agencies also derive their income from rating short-term debt, including commercial paper, and can 

therefore operate on a commercial basis before sizable corporate bond markets develop. 
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contract enforcement; suitable financial reporting standards, and adequate disclosure and 
corporate governance practices. ADB did not always systematically identify or seek to resolve 
binding constraints to capital market development in these areas. To some extent, this was due 
to ADB’s lack of involvement in related (sub)sectors, in particular banking and fiscal and public 
debt management, resulting from the allocation of sector responsibilities among development 
partners. For example, pertinent fiscal and public debt management issues that directly affect 
the development of government securities markets had only been addressed to a limited extent 
in conjunction with ADB’s financial and public sector management operations in Indonesia, 
Philippines, Sri Lanka, and Viet Nam. Substantially more assistance and policy dialogue in this 
area have been provided by other institutions, particularly the International Monetary Fund (IMF) 
and the World Bank, but unaddressed policy issues remain. In countries where ADB was not 
engaged in the banking sector, such as Pakistan and the Philippines, it did not analyze or 
address issues related to deficiencies in the legal and institutional framework for debt recovery 
affecting bond market development. Also, ADB’s direct government counterparts in the design 
and negotiation of capital market-related assistance have usually been securities commissions 
and possibly finance ministries, who do not have any responsibility for some of the above 
issues, and who, in the case of securities regulators, do not have the same standing as 
Government ministries. Unless there are functioning internal coordination mechanisms within 
Government and comprehensive Government-supported strategies for capital market 
development, securities commissions will not be in the position to engage in policy dialogue on 
contextual issues outside their narrow mandate. Also, many policy issues in above areas tend to 
be complex and politically more sensitive than issues related to securities market regulation and 
infrastructure.    
 
26. All study countries suffer from a lack of quality market issues. Capital market growth in 
Indonesia and Pakistan has been constrained by the small public float of the largest stocks. 
Only recently has ADB sought to include this issue in its policy dialogue. A number of programs 
also promoted privatization through the stock exchange to increase the supply of quality issues, 
which has been successful in Pakistan, Sri Lanka, and in Viet Nam, although similar policy 
dialogue in Mongolia was not effective. Among other unaddressed issues that affect capital 
market investment are restrictions on foreign direct investment for certain sectors in Indonesia, 
Philippines, Sri Lanka, and Viet Nam. In the Philippines, the narrow ownership base of the 
economy, and easy access of corporates to financing from associated banks, also have had a 
bearing on the supply of quality issues and market demand, as has the comparatively high 
degree of government ownership in the economies of Mongolia, Pakistan, and Sri Lanka.  
Related policy conditionality in Mongolia was not effective, and earlier efforts in Sri Lanka were 
discontinued as a result of Government changes. Although ADB supported banking sector 
reforms in Mongolia and Viet Nam, it did not promote the divestment of banks through the stock 
exchange, or the listing of private banks. While this was appropriate at the initial stage of capital 
market development, more thought could have been given to planning for bank involvement in 
capital markets at a later stage. For example, banking legislation in Mongolia required approval 
of every shareholder by the central bank, which effectively precluded listing or trading of banks 
at the exchange. 
 
27. There are other instances in which ADB did not exploit potential synergies among sector 
operations. For example, although ADB assistance for nonbank financial institutions (NBFIs) in 
Indonesia also sought to address pension and insurance sector issues, the focus of related 
policy dialogue was on reforming social security systems, not on improving the investment 
functions of potential institutional investors, which would have actually supported capital market 
development. 
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28. In general, the preparation of comprehensive sector development strategies for focus 
countries, which take into consideration necessary complementary reforms and changes in the 
overall corporate, financial, and legal environment, would have likely improved selectivity and 
enhanced the direction and effectiveness of ADB support. Formal discussion of such strategies 
with a broader range of political decision makers and market participants could have facilitated 
wider buy-in or at least would have helped flag contentious issues early in the process. Most of 
the capital market development strategies prepared with ADB assistance did not adequately 
consider issues outside the narrow confines of capital markets that nevertheless have a crucial 
impact on it. It is important to incorporate relevant measures not only in capital market 
programs, but also in the support provided by ADB or others for state-owned enterprise (SOE) 
restructuring, fiscal reforms, (corporate) governance reforms, legal reforms, and strengthening 
the investment climate. CPSs need to reflect this approach. Not properly addressing underlying 
critical constraints has been a key factor in capital market assistance failing to achieve 
significant market impact. In cases of substantial political resistance to addressing some of the 
binding constraints to capital market development, it should have been considered whether 
policy-based lending for this subsector was warranted at all. 
 
29. With regard to country selection for the provision of capital market assistance, it needs to 
be recognized that financial sector efficiency, depth, and scope are necessarily limited in small 
economies whose potential market size is insufficient to generate the economies of scale 
needed for the development of liquid capital markets. Smallness in the financial sector brings 
with it higher average costs of information gathering, analysis, and operations; reduced scope 
for risk diversification; fewer technological options; and less competition. Consequently, average 
interest spreads are much higher in small financial systems, the variety of services is limited by 
the high setup costs associated with organized securities markets and complementary 
services,7 and the higher fixed costs of regulation and supervision must be spread over fewer 
financial institutions and a lower volume of transactions. With fewer opportunities for product 
diversification in the real economy, smallness is also associated with greater vulnerability to 
domestic supply shocks and volatility of terms of trade. It needs to be carefully assessed 
whether there is sufficient potential for sustainable capital market activity. There is not much 
evidence that ADB has actually done this or at least purposefully developed least-cost options 
for such markets. Earlier ADB assistance for Mongolia not only appeared to be premature, given 
the level of financial sector development and economic restructuring at the time, but also did not 
adequately consider the country’s potential for domestic capital market development. 
 
 4. Aid Coordination 
 
30. The World Bank/International Finance Corporation (IFC) and the United States Agency 
for International Development (USAID) have been among other large aid agencies in the 
sector.8 IMF has also provided substantial TA for capital market development, particularly for the 
development of government securities markets. There have been a number of other agencies, 
most notably the Australian Agency for International Development (AusAID) (working mainly on 
public debt management and government securities market development), and the Financial 
                                                 
7 Of 60 very small financial systems examined by Bossone, Biagio, Honohan, and Long, only 3 had organized 

securities markets with a total of 16 listed companies.  Of the next 60 in size, about half had organized exchanges, 
of which only half traded bonds and none offered futures or options trading. Source: World Bank. 2001. World Bank 
Financial Sector Discussion Paper No.6. Washington DC. 

8 The World Bank has provided 13 sector loans in Asia since 1986 in which the value of capital market components 
amounted to $750 million. IFC’s assistance has focused on the development of local bond markets and 
investments in several mutual funds and capital market institutions. USAID has provided substantial long-term 
capacity development assistance to securities commissions and, in some cases, stock exchanges and other 
market institutions in Bangladesh, India, Indonesia, Pakistan, Philippines, Sri Lanka, and Central Asia. 
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Sector Reform and Strengthening Initiative, which has sought to address issues identified during 
financial sector assessment programs (FSAPs). With the exception of support for government 
securities market development, for which IMF took the lead, ADB has been the key aid agency 
and policy interlocutor for capital market development issues in a number of assisted DMCs, 
including most of the study countries. ADB’s role has been in part the result of informal 
agreements with the World Bank for some countries including Pakistan, Philippines, and Viet 
Nam, which saw ADB assuming key responsibility for capital market assistance, while the World 
Bank was focusing on banking sector issues. In Viet Nam, though, IFC and ADB jointly 
contributed to the preparation of securities legislation.  As not so many funding agencies have 
been active in the sector, assistance at the country level was usually well coordinated. There 
were no major instances of duplication or conflicting advice. The implementation of policy 
reforms supported under ADB programs was often facilitated by long-term bilateral assistance 
for building the capacity of regulators. However, with increasing ADB engagement in public debt 
management and money market issues in conjunction with development support efforts for the 
bond market, coordination challenges will likely occur and might need to be addressed at a 
strategic level.    
 
B. Performance of Assistance Programs   

31. This section provides summary evaluation findings regarding the relevance, 
effectiveness, sustainability, and efficiency of ADB’s sector assistance.  Table A1.4 contains 
summary ratings for the above categories by country.  The underlying analyses are presented in 
supplementary appendixes A to F. 
 
 1. Relevance 
 
32. Sector assistance has generally been relevant for market development needs, and has 
conformed to emerging international best practices.  
 
33. Assistance for the Development of Regulatory Frameworks. Support for the 
development of regulatory frameworks for securities has been a cornerstone of most of ADB’s 
capital market-related programs. ADB assistance in this area comprised support for the 
preparation of securities legislation, implementing regulations, the establishment of and capacity 
development for securities regulators, and the development of self-regulatory regimes (see 
Table A3.2). This focus was highly relevant. Adequate regulation and supervision are key 
concerns of potential investors, as they help ensure (i) the protection of investors; (ii) market 
fairness, efficiency, and transparency; and (iii) the reduction of systemic risk. Sound and 
effective regulation and, in turn, the confidence it brings are important for the integrity, growth, 
and development of securities markets. ADB has assisted DMCs with the adoption of best 
practices in securities regulation by addressing areas covered under the principles established 
by IOSCO, i.e., status, powers, responsibilities, and processes of the regulator; use of and 
oversight over self-regulatory organizations; enforcement powers and capacity; the regulation of 
issuers, market intermediaries, collective investment schemes, secondary markets; and 
regulatory cooperation9.  Recently, there have been commendable efforts under ADB TA 

                                                 
9  ADB has been assisting the ASEAN Capital Markets Forum in the identification of measures required to facilitate 

the harmonization of legal, regulatory and supervisory frameworks for cross-border capital raising and trading,  the 
development of mutual recognition frameworks, cooperation on cross-border enforcement and dispute resolution, 
and the development of exchange alliances under TA 6298-REG: Supporting Enhanced Cooperation among 
Southeast Asian Equity Markets and TA 6473-REG: Strengthening South East Asian Financial Markets. Policy 
dialogue in conjunction with capital market programs in Indonesia, the Philippines and Viet Nam has also 
incorporated related concerns.  
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projects in Indonesia, Philippines, and Viet Nam to assess domestic regulatory frameworks vis-
à-vis the international standards, and to address identified gaps, which have contributed to a 
greater focus of related ADB assistance in these countries. However, the standards have yet to 
be systematically used as assessment tools/benchmarks for diagnosing and monitoring 
regulatory improvements.  
 
34. ADB assistance for regulatory frameworks usually also involved support for securities 
legislation. Securities laws set basic parameters for the regulation of capital market issuers, 
operations, and intermediaries, and provide for the status and powers of the regulator. ADB 
policy conditionality therefore appropriately required submission or enactment of securities 
legislation in all of the study countries, and ADB TA helped draft or review relevant laws. 
Assistance ranged from providing inputs on discreet issues in Sri Lanka, and the review of 
securities legislation drafted by securities regulators in Mongolia, Pakistan, and Philippines, to 
the provision of draft securities laws by ADB consultants in Mongolia, Indonesia, and Viet Nam. 
In a number of cases, the Government/securities regulator also sought advice from a number of 
other aid agencies, notably IFC and USAID.  
 
35. Apart from conducting policy dialogue to help strengthen the mandate and powers of 
securities commissions, ADB has also provided TA to build the organizational capacity of 
regulatory institutions. Related assistance in most of the study countries, with the exception of 
Sri Lanka and Viet Nam, focused on the design of organizational structures and processes, 
strategic planning, human resource development, preparation of regulations, staff training, or 
systems support. Capacity development challenges varied in accordance with market 
requirements and with the skill and experience levels of counterpart agencies, and ranged from 
basic skills training and establishment of rudimentary organizational structures and practices in 
Mongolia to the upgrading of regulatory capacity in line with international standards in countries 
like Pakistan and the Philippines. The funding of surveillance software has been particularly 
instrumental in enabling regulators to monitor market operations directly and exercise adequate 
oversight over stock exchanges’ supervision activities. It appears that support involving the 
leasing or procurement of standard surveillance software was more successful than attempts to 
build customized in-house systems.10 ADB generally relied on bilateral donors, particularly 
USAID, but also IFC, to implement longer term training efforts.  ADB support for internal training 
measures has been largely limited to the development of in-house training functions and the 
conduct of staff training on specific issues related to ADB’s policy dialogue. Overall, ADB’s 
training support has been appreciated by regulators, although the effectiveness of internal 
training support has been reduced by high staff turnover, which is typical for most securities 
commissions in DMCs, given the comparatively low salary levels and the fact that securities 
commissions, unlike most central banks, often lack sufficient size to warrant the establishment 
of formal in-house training programs other than on the most general topics. In response, ADB 
has also been funding and managing the Asia-Pacific Economic Cooperation (APEC) Financial 
Regulator’s Training Initiative, which has been effective in providing regular external training 
within the region for junior and medium-level operational staff of DMC securities regulators in 
core training areas.  
 
36. Assistance for the Development of Market Infrastructure. ADB has also been 
supporting the establishment of international standard trading infrastructure, centralized clearing 
and settlement systems (e.g., Indonesia) and depositories (e.g., Indonesia, Sri Lanka) in line 
with international standards, which included assistance for their institutional setup, governance 

                                                 
10 For example, in Bangladesh two TA operations failed to design a functioning surveillance system for the securities 

commission. 
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structure, systems, and operations (see Table A3.3).  Assistance in this area has generally been 
relevant, as adequate market infrastructure can help reduce the potential for market 
manipulation, and lower transaction costs and risks. Given the high degree of strategic 
involvement and ownership in market infrastructure by private market participants, ADB’s 
involvement in the funding, selection and implementation of trading, and clearing and settlement 
systems in Indonesia, Pakistan, the Philippines, and Sri Lanka was rather minor and limited to 
policy dialogue on their basic design features and capabilities at the most. TA-funded advisory 
services related to the preparation of feasibility studies for new systems were mostly provided 
for state-owned exchanges and other public market infrastructure including in Mongolia.  With 
regard to trading infrastructure, in DMCs with several stock exchanges including, among others, 
Pakistan and the Philippines, ADB’s policy dialogue appropriately sought to increase pricing 
efficiencies through support for the introduction of compatible trading systems, and exchange 
mergers or consolidation, respectively. By comparison, in Indonesia, ADB initially supported the 
establishment of competing exchanges to enhance market efficiency, which was not relevant in 
this case.11 ADB provided support for the establishment of a formal stock exchange in Mongolia, 
whereas in Viet Nam it initially promoted an “organized” over-the-counter (OTC) market.1213 ADB 
appropriately discouraged curb-trading in securities of listed companies in a number of DMCs. 
There has been some confusion about how OTC markets should be regulated with ADB 
suggesting their regulation in a number of cases. It needs to be recognized that in more 
developed markets, OTC markets are essentially self-regulated by market participants who 

                                                 
11 ADB supported the creation of the privately owned Surabaya Stock Exchange as competition to the then 

Government-run Jakarta Stock Exchange. This policy measure was not relevant. Although the Surabaya Stock 
Exchange—not very successfully—tried to establish itself as a market for corporate bonds, both exchanges ended 
up trading largely the same stocks and have since merged.  Unless vested interests are allowed to interfere with 
market processes, one should expect a consolidation of exchanges in the long run—at least within one country—
as exchanges are natural monopolies for trading in any given type of security. Nevertheless, there might be 
situations where competition can foster consolidation, as ADB experience in India shows. The National Stock 
Exchange of India (NSE) was established as automated competition to the regional floor-based exchanges. NSE 
was instrumental in modernizing the market infrastructure in India by (i) being the first national, anonymous, 
electronic limit order book exchange to trade securities in the country; (ii) setting up the first clearing corporation in 
India; and (iii) copromoting and setting up the first depository in India.  It is interesting to note that ADB initially had 
concerns about NSE, given its proposed shareholding structure, which potentially gave the Government substantial 
influence over its operations. Related policy conditionality did not call for the establishment of NSE, but instead 
promoted the introduction of an efficient and competitive interface among the different exchanges and 
harmonization of the trading, clearance, settlement, and depository systems. In the meantime, a group of regional 
stock exchanges had established the Inter-connected Stock Exchange of India (ISE) as an alternative to NSE and 
the Bombay Stock Exchange (BSE) for brokers/members from the regional stock exchanges. ISE initially started as 
a consolidated limit order book across all these regional exchanges but evolved into a new exchange, which 
provides trading in stocks from regional exchanges, BSE and NSE. However, ISE has struggled to attract enough 
liquidity and interest in its market. Over a period of time, it became a subsidiary of NSE and provides sub-broker 
services to its members.  Government initiative and the commercial response from BSE, which had also been 
granted a license to expand nationwide, have led to a greater concentration of stock exchanges in India (although 
not consolidation—there are still 22 exchanges), with NSE and BSE now accounting for 99.8% of market 
capitalization, up from 52% in 1996.  Although there are still multiple listings, the introduction of centralized trading 
platforms has increased price transparency and reduced transaction costs.  After the establishment of NSE, 
average transaction costs of 5% per trade in 1993 (mainly brokerage fees) have come down to less than 0.5%.  

12 The term is generally defined as direct trading between two parties, usually investment banks and their clients, as 
opposed to exchange trading.  

13 What emerged was an unorganized dealer market for unlisted shares in about 4,000 equitized and private 
companies that was not regulated. This allowed private companies, which did not have ready access to the 
banking system, to tap external funds, provided alternative investment instruments, and permitted market 
participants to gain experience with market operations and the traded companies. Meanwhile, a more formal 
market and the related regulatory framework have been put into place, to which many of OTC-traded companies 
are expected to migrate. However, the unregulated nature of the OTC market puts investors at risk, but probably 
not more so than regulated markets that are supervised by regulators with low capacity.  
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have developed their own code of conduct. In Pakistan and Viet Nam, ADB supported the 
establishment of second boards for small- and medium-sized enterprises (SMEs).   
 
37. While ADB has promoted the horizontal integration of market infrastructure (i.e., the 
consolidation of stock exchanges and centralization of trading, settlement, and depository 
infrastructure), it has been less proactive in supporting the vertical integration of market 
infrastructure,14 which is comparatively less important for achieving market efficiencies than 
horizontal integration initiatives, given the state of development of most emerging markets. In 
Mongolia, ADB actually promoted a separation of the trading, clearing, and settlement functions 
of the exchange, which, while in line with best practices, might not be practical, considering the 
low volume of market transactions and associated difficulties in operating separate structures on 
a commercial basis.  
 
38. Assistance for the Development of Liquidity Mechanisms. Securities borrowing and 
selling are extensively used in developed markets and are a considerable source of market 
liquidity there.15 However, ADB has not actively promoted the use of liquidity mechanisms in 
most of the DMCs it has assisted. Given these countries’ stage of financial market development 
and the instruments’ potential for increasing systemic risk and destabilizing markets,16 ADB’s 
stance was generally appropriate and prudent, considering the limited risk management 
capabilities of many market participants, and the less than fully developed supervisory skills and 
systems. Margin trading and short-selling17 are only now being (re)introduced in many emerging 
markets in Asia. In Pakistan, where ADB has had related policy dialogue, regulated margin 
trading has been promoted to help phase out existing badla trading practices,18 which have 
provided comparatively larger scope for market manipulation and increased settlement risk. 
Acceptance by the broker communities has predictably been low, as the badla system had 
enabled a highly liquid market with turnover ratios exceeding those of developed markets in 
some years. Although delayed, this measure will nevertheless be crucial for the orderly 
development of the market, and can be implemented without too much market disruption, as 
ADB experience in India shows. 
 
39. While ADB successfully supported the introduction of legal and institutional frameworks 
for securities options and futures under its programs in India, Republic of Korea, and Thailand to 
enhance market liquidity, ADB justifiably did not support proposals to establish futures 
exchanges where underlying stock markets had little liquidity and/or high volatility, including, 
among others, in Pakistan.  
 
40. Assistance for the Development of Bond Markets. ADB’s assistance for the 
development of government and corporate bond markets had been on a smaller scale in the 
study countries. Recently, this area has gained more prominence within ADB’s assistance 
programs for capital market development in line with specific DMC initiatives after the Asian 
financial crisis and progress achieved in the overall development of financial systems (see 
Table A3.4). ADB support for the development of government securities markets generally 
                                                 
14 Vertical integration refers to integration of trading, central depository and clearing, and settlement systems. 
15 Securities lending facilitates short-selling and makes the settlement process in the cash market efficient. It also 

enhances arbitrage activity between the derivatives and cash markets, leading to better price discovery. 
16 Margin trading can trigger feedback trading and thus destabilize the market, whereas short-selling can facilitate 

market manipulation and increase systemic risks, as margin purchasers’ losses are limited to the initial exposure, 
whereas short-sellers’ losses can be unlimited.  Also, short-selling requires functioning securities lending and repo 
markets. Margin lending requires well-developed money markets. 

17 Short-selling means selling a stock that the seller does not own at the time of trade. 
18 Badla is an informal source of financing. It allows trades to be carried forward. Settlement of trades can be 

extended indefinitely, delaying delivery to the individual investor, which can result in settlement failures.  
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focused on primary markets, which is appropriate for the study countries. ADB’s policy dialogue 
was initially concentrated on strengthening the issuance of government bonds through auctions, 
the creation of benchmark issues, the abolishment of competing government fund-raising 
schemes, and the development of primary dealer systems. The foregoing policy areas and 
associated reform measures have generally been in line with, and are important components of 
best practices for debt management frameworks developed by OECD debt managers.19 
However, the development of functioning primary markets for government securities is a long-
term process that requires a coherent Government strategy for debt management that, among 
other things, includes measures to lengthen the maturity profile of bond issues. The 
development of yield curves has to be based on adequate issue amounts in a few benchmark 
securities and continued proactive management.20 Until recently, ADB had approached the 
issue in an ad-hoc fashion rather than in conjunction with overall debt management frameworks 
and issuance strategies. Usually, policy dialogue was limited to the one-time issuance of 
government paper with a specified maturity. During the last few years, more attention has been 
paid by ADB and DMC governments including, among others, Philippines and Viet Nam, to the 
development of debt management frameworks, issuance strategies, and the reduction of 
government participation in the market. ADB efforts to improve bond market liquidity through 
support for strengthening markets for repos (repurchase agreements) and the availability of 
hedging products have rightly been focused on the more developed markets that have 
considerable market depth and liquidity in underlying cash markets. An exception has been 
ADB assistance for the introduction of derivatives instruments in Sri Lanka, which has been less 
relevant, as the cash market is thin and interest rates do not necessarily reflect supply and 
demand conditions. In addition, ADB has started to issue local currency bonds.21 If volumes can 
be expanded, these have the potential to also help with the establishment of risk-free 
benchmarks and the development of derivatives markets, as ADB usually undertakes currency 
and interest rate swaps in conjunction with such issues. However, concern has been expressed 
by several DMC representatives about the potential for ADB to crowd out domestic issuers and 
financial institutions by offering cheaper local currency financing thanks to its tax-exempt status.  
 
41. ADB sought to promote corporate bond market development through assistance for the 
establishment of risk-free Government benchmarks and credit rating agencies. Other than 
encouraging the issuance of long-term bonds by SOEs and financial institutions, comparatively 
little assistance was provided to address supply-related issues. With a few exceptions, these 
were usually not systematically assessed. In most assisted DMCs, there have been a number of 
issues that deter corporates from issuing bonds domestically including high issuance costs 
associated with stamp duties, brokerage fees, investment bank commissions, disclosure 
requirements, and delays in obtaining issuance approval.  Only recently has ADB advocated the 
use of shelf-registrations22 to reduce issuance costs. ADB has also promoted securitization as a 

                                                 
19 OECD best practices include (i) issuing strategy based on regular auctions, (ii) issuance of benchmarks, (iii) 

abolition of privileged access by governments, (iv) a transparent debt management framework, and (v) a primary 
dealer framework with the capacity to develop markets. 

20 International Monetary Fund/World Bank. 2001. Developing Government Bond Markets: A Handbook. Washington, 
DC.  

21 ADB has been proactively supporting efforts by ASEAN+3 to promote the development of a regional bond market 
through TA and the issuance of local currency bonds in India, Malaysia, the Philippines, the People’s Republic of 
China (PRC), and Thailand.  Although such issues have been driven by ADB’s local currency funding 
requirements, they have also been expected to help establish benchmark yield-curves, enhance the development 
of hedging mechanisms, raise the global profile of local bond markets, and enable international investors to gain 
exposure to local currencies and interest rates through instruments of the highest credit quality, supported by best-
practice issue standards and role model documentation.  

22 A disclosure technique that allows eligible issuers to file a registration statement with the regulator, and  issue 
securities at any time during the effective period–e.g., 2 years–of the statement.  
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means of developing bond markets.  The relevance of related support has been dependent on 
the overall development of the financial system and the enforceability of the underlying assets.23 
ADB also sought to increase secondary market liquidity for corporate bonds, mainly through the 
establishment of market infrastructure, tax measures, and the introduction of liquidity 
instruments. However, the limited size of primary markets diminished the relevance of these 
measures.  
 
42. Assistance for the Development of Institutional Investors. The development of an 
adequate domestic and international investor base is a precondition for developing domestic 
securities markets as a stable source of long-term funding for corporate entities. In developed 
markets, institutional investment accounts for the vast majority of market activity. Institutional 
investors can also help improve corporate governance and the adoption of adequate disclosure 
and accounting standards. In most DMCs, domestic institutional investors have accounted for 
only a small share of investment in equity and bond markets. ADB has provided substantial 
support for the development of institutional investors (see Table A3.5 for ADB’s assistance in 
this area). During the 1980s and early 1990s, most of its assistance in this area focused on the 
development of the mutual fund industry. Mutual funds play an important role in mobilizing and 
pooling investments from retail investors. ADB has, therefore, had policy dialogue in all the 
study countries and has provided TA grants in Indonesia, Pakistan, Philippines, and Sri Lanka to 
help develop the domestic mutual fund industry through support for the regulatory framework, 
tax incentives for mutual fund holders, and the restructuring of government investment funds, as 
their implicit government guarantees created market distortions. Comparatively little attention 
was given to the role of foreign funds in market development, although the sale or issue of 
collective investment schemes locally by nonresidents is still prohibited in Mongolia, Sri Lanka, 
and Viet Nam, as is the purchase of such schemes by nonresidents in Indonesia and Viet Nam. 
Since the mid-1990s, ADB support has also been provided for strengthening the role of pension 
funds and insurance companies as institutional investors, which mainly involved promoting 
private pension plans, restructuring  state-owned institutions, strengthening the regulation and 
supervision of insurance and pension funds, and reducing investment restrictions for insurance 
companies and pension funds in non-sovereign capital market instruments.  
 
43. Other Measures. ADB provided substantial support for strengthening financial 
governance standards for listed companies in Indonesia and the Philippines, and improving 
corporate governance standards in most of the study countries with exception of Sri Lanka. This 
assistance has been highly relevant, as financial transparency and suitable treatment of minority 
shareholders are key determinants of investor confidence in capital market instruments. Other 
relevant ADB measures to enhance investor interest have included the provision of tax 
incentives and reduction of tax distortions between capital market and other investment and 
savings instruments.  
 
44. Relevance ratings for Mongolia and Sri Lanka were reduced, as a number of ADB-
supported measures were not suitable for local conditions. Despite the generally good 
alignment of ADB programs with stated DMC priorities, government changes in Pakistan and Sri 
Lanka reversed a number of crucial but politically sensitive reform measures related to the 
preferential treatment given to alternative government savings vehicles and the restructuring of 
state-owned institutional investors, which indicates a lack of wider political buy-in for these 

                                                 
23 For example, in Indonesia policy dialogue and financial assistance supported the establishment of a secondary 

mortgage facility and related regulations, which was supposed to kick-start the securitization market and indirectly 
the bond market, similar to the Cagamas experience in Malaysia. However, adverse market conditions and 
deficiencies in the legal framework for enforcing mortgages led to a cancellation of the planned facility.  
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policy actions at the time of program formulation. In Indonesia, ADB did not recognize that a 
Ministry of Finance proposal for the establishment of a fully integrated and consolidated 
financial services regulator, which it had been supporting through a program loan and several 
TA operations, was not acceptable to important stakeholders. Also, based on feedback obtained 
from market participants in the study countries, it appears that in some cases ADB did not 
systematically consult private stakeholders on the design of its reform support programs, 
although reforms had a direct economic impact on them and required their active support to 
succeed. Examples here are stock exchange-related measures, in particular demutualization, 
and the introduction of new financial instruments. Lack of market support for related policy 
reforms subsequently impeded or slowed down implementation. 
 
 2. Effectiveness 
 
45. Most ADB-supported reform programs in the study countries were largely implemented 
as envisaged and generally achieved planned outputs and many of the intended outcomes. 
Under the 14 completed program loans, the vast majority of capital markets-related policy 
conditions were fully or at least substantially met, although the number of partial ratings in 
project reviews undertaken by the Operations Evaluation Department (OED) was higher than 
indicated in project completion reports. Two waivers24 were requested and two tranches25 
cancelled. 
 
46. Assistance for the Development of Regulatory Frameworks. Most assistance for the 
development of regulatory frameworks was effective in establishing the legal basis for securities 
market operations, strengthening the capacity of regulatory authorities, and improving the 
governance and self-regulation of stock exchanges and securities firms, although some 
deficiencies remain. Assessments undertaken for Indonesia, Pakistan, and Philippines in 
conjunction with financial sector assessment programs and reports on observance of standards 
and codes (ROSCs),26 or by IOSCO itself indicate that particularly Pakistan and the Philippines, 
where ADB had sustained and detailed policy dialogue on related issues and which received the 
largest amounts of ADB-financed TA for this purpose, had made substantial progress in 
achieving full compliance with the IOSCO principles (see Table A3.2). The Philippines had met 
most IOSCO requirements by 2002. ADB contributed to this process through policy dialogue 
and TA for new securities legislation, the introduction of self-regulatory mechanisms, and the 
strengthening of regulatory capacity and processes. Subsequently, ADB has been addressing 
most of the remaining issues, albeit with mixed success so far, as proposed legislation on 
collective investment schemes is still pending. In Pakistan, ADB provided substantial capacity 
development assistance for the newly established regulator and helped strengthen self-
regulatory mechanisms and the introduction of a number of relevant regulations. New securities 

                                                 
24 These were related to policy conditions on the establishment of a secondary mortgage facility in Indonesia, which 

was not feasible at the time, as well as measures to ensure the legal liability of company auditors and directors 
under loans 1618-INO and 1965-INO.  

25 The second tranche under Loan 1363-PHI was cancelled due to delays in the approval of revised securities 
legislation, which was subsequently approved. The last tranche under Loan 1955-PAK was also cancelled due to 
Government noncompliance with a larger number of conditions, a number of which were carried over to a new 
program loan.  

26 The standards and codes initiative of IMF and the World Bank was launched in 1999 as a prominent component of 
efforts to strengthen the international financial architecture. The initiative was designed to promote greater financial 
stability, at both the domestic and international levels, through the development, dissemination, adoption, and 
implementation of international standards and codes. Its three intermediate objectives are to assist countries in 
making progress in strengthening their economic institutions, to inform World Bank and IMF work, and to inform 
market participants. It covers 12 areas and associated standards including the IOSCO principles. Assessments are 
usually undertaken by IMF or World Bank staff together with regulators from other countries or consultants. 
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legislation drafted with ADB assistance addresses a number of the remaining identified 
regulatory issues including the lack of adequate enforcement powers. Indonesia’s regulatory 
framework was found to be in need of significant improvements, particularly with regard to 
regulatory powers. ADB-supported legislation, once approved, would help meet IOSCO 
principles relating to the regulator and enforcement and compliance. The other study countries, 
i.e., Mongolia, Sri Lanka, and Viet Nam, are likely to require more time, additional capacity 
development support, and/or political commitment to regulatory independence to be able to 
move towards full compliance with international standards. Nevertheless, all of them have made 
progress in strengthening their regulatory frameworks with ADB support.   
 
47. A number of shortcomings were subsequently identified in ADB-supported securities 
legislation in Mongolia, Pakistan, and the Philippines. ADB assistance was affected by limited 
counterpart capacity, lack of wider political buy-in outside the executing agency or government, 
and vested interests.  ADB needs to provide advisory assistance throughout the drafting and 
discussion process, which should include familiarizing political decision makers with law 
objectives and content. While it is possible to shortcut the process of developing securities 
legislation somewhat by adopting and adapting laws from other countries that are based on 
decades of experience, a certain degree of localization of laws is unavoidable, as is “learning by 
doing”. It needs to be recognized that securities legislation in developed markets was often 
formulated in response to adverse market events, which prompted market regulators to make 
changes.  
 
48. Assistance for the Development of Market Infrastructure. ADB’s support for the 
establishment of adequate trading, clearing, and settlement infrastructure strengthened impetus 
for market institutions to upgrade related systems, which helped improve the transparency and 
efficiency of trading and reduce settlement-related risks and costs to acceptable levels.  In the 
case of the Philippines, the merger of the Manila and the Makati Stock Exchanges contributed 
to significant increases in market size and liquidity. In Pakistan, where mergers were not 
acceptable to members of the smaller stock exchanges, the introduction of compatible 
automated systems reinforced a market-driven consolidation process. In Indonesia, the 
implementation of a screen-based remote trading system increased trading volumes. By 
comparison, ADB’s experience with support for the establishment of second boards or special 
exchanges for SMEs has been mixed. In Viet Nam, where the Hanoi securities trading center 
has been converted into a second board for SMEs, there is an emerging trend for companies 
listed there to transfer to the larger Ho Chi Minh Stock Exchange despite higher listing 
requirements, because it has greater liquidity which in turn facilitates better pricing for issuers. 
In Pakistan, the Karachi Stock Exchange set up a second trading board with lower listing 
requirements. However, so far no company has listed. With regard to the effectiveness of ADB-
supported settlement infrastructure, clearing and settlement times have generally been greatly 
reduced from previously 15 days in some cases to 3 days of trading, which is the internationally 
recommended maximum period, or less. Associated risks have also been greatly reduced. Most 
assisted countries now have acceptable depository and capital markets infrastructure risk 
ratings, although there is room for further improvement in a number of cases (see Table A4.1). 
Infrastructure quality continues to vary from country to country, which appears to be not so 
much an indication of the quality of support provided by ADB, but rather of country-specific 
factors like institutional capacity, governance, and overall stage of financial system 
development. 
 
49. Assistance for the Development of Bond Markets. ADB assistance for bond market 
development has been only partly effective so far. Efforts to establish meaningful benchmark 
yield curves in Pakistan, the Philippines, and Sri Lanka have not been successful due to a lack 
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of suitable Government debt financing policies and/or public debt issuance strategies and 
practices. In Pakistan, growing fiscal deficits have been financed largely through the National 
Savings Scheme (NSS) at rates that are above market clearing levels. This has also hindered 
the development of a corporate debt market, as issuers of long-term corporate bonds would 
have to offer significantly higher yields to compete with NSS instruments, making corporate 
funding through bond issues very costly in comparison with bank loans. ADB support for the 
introduction of market-based interest rates for the NSS and for greater reliance on the issuance 
of government bonds for deficit financing has not been sustainable due to lack of continued 
political commitment in this reform area. In Sri Lanka, the dominance of captive public sector 
investors has prevented the diversity of views and objectives that is necessary for a functioning 
bond market. ADB’s policy dialogue has tried to promote the commercialization and privatization 
of state-owned financial institutions in Sri Lanka over the years, but realization of these 
objectives has fallen short due to political resistance.  While the Government of Sri Lanka 
remains committed to addressing conflict of interest between monetary policy and debt 
management functions, it has backtracked on its commitment to establish an independent debt 
management agency outside the central bank and the finance ministry. Policy dialogue on the 
establishment of primary dealer systems in Indonesia and Sri Lanka has taken place only 
recently, which makes it difficult to assess its effectiveness. Pakistan introduced dedicated 
primary dealers in 2000 under ADB policy dialogue, although the system is not yet functioning 
well. The central bank already had to make several changes in rules governing their rights and 
obligations, and most recently renewed dealer accreditation has been made conditional on 
meeting performance criteria. This is understandable though, as there are no international 
standards for the design of primary dealer systems that advise on the appropriate balance 
between responsibilities and privileges to motivate dealers to engage in active market making.  
 
50. ADB’s policy dialogue on the establishment of credit rating agencies in a number of 
study countries including Indonesia, Pakistan, and Sri Lanka has been effective. In addition, TA 
was provided for the first credit rating agency in Sri Lanka, although the second phase of the TA 
was cancelled, when the Government had invited one of the foreign agencies to be a majority 
shareholder in the new company to ensure effective knowledge transfer.  Like directly-assisted 
agencies in other DMCs,27 these agencies are still operating and generally enjoy a good 
reputation among local investors. Many of these credit rating agencies have subsequently 
entered into associations with international rating agencies.   
 
51. ADB-supported tax measures to increase demand for debt securities in general, i.e., 
government and corporate securities, usually led to increases in government bond market 
turnover, as this was the more active market in all assisted countries. For example, in the 
Philippines, where withholding taxes on interest earned on bank deposits were reintroduced to 
eliminate the tax bias against corporate and government securities, liquidity in government 
securities increased. Subsequently, documentary stamp duties on secondary trading for all debt 
and equity instruments were temporarily waived with similar results. Comparatively little 
progress was made, however, in leveling the playing field between taxes levied on corporate 
and government securities or other government investment instruments. For example, in 
Pakistan, the ADB-promoted removal of withholding taxes on listed corporate debt securities to 
allow them to compete with NSS savings instruments was discontinued. In the Philippines, 
government securities are exempt from capital gains tax, while a 5% to 10% tax rate is levied on 
other debt securities. ADB did not address this issue. 
 

                                                 
27 ADB also made an investment in Credit Rating Information Services of India Ltd., and provided TA for the 

establishment of the Rating Agency Malaysia Berhad and the Thai Rating Information Services.   
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52. Assistance for the Development of Institutional Investors. Efforts to expand the 
institutional investor base have generally not been very successful. Earlier assistance in the 
Philippines and Sri Lanka for setting up pilot mutual funds had mixed success. While the 
assistance in Sri Lanka resulted in the establishment of the country’s first unit trust fund, which 
is still operating today, and triggered the establishment of other funds, assistance in the 
Philippines was not effective due to deficiencies in the legal and regulatory environment that 
were not fully considered by ADB at the time.  Overall, ADB-supported measures to develop the 
mutual fund industry have had comparatively little impact on the size of assets and the share of 
mutual fund net assets in GDP (see Figures A4.1 and A4.2). This is despite an increase in the 
number of funds in most of these countries (see Figure A4.3), which resulted from ADB’s policy 
dialogue and assistance in creating the appropriate policy, legal, and regulatory conditions for 
private investment funds. Also, the number of account holders has fallen in Pakistan and Sri 
Lanka (see Figure A4.4), while the number of retail investors directly investing in the stock 
markets has increased. The comparable lack of attractiveness of mutual funds has in part been 
due to competition from government savings vehicles (Pakistan) and bank trust funds 
(Philippines), lack of investor education (Indonesia), and lack of an adequate legal or regulatory 
basis (Indonesia, Philippines).  
 
53. While ADB-supported measures to develop mutual, insurance, and pension funds 
contributed to an increase in the number of institutional investors (see Figures A4.5 to A4.8), 
most assistance has not been effective in significantly expanding their asset size in terms of 
share of GDP (see Table A4.2). In Indonesia, their share actually decreased from 1997 to 2006. 
Also, ADB’s efforts to increase institutional investments in capital markets have not resulted in 
significant growth in institutional investors’ participation levels in stock and bond markets. As a 
matter of fact, the share of institutional investment in stock market capitalization has actually 
gone down over the last 5 years in Pakistan, Philippines, and Sri Lanka (see Figure A4.9). 
Although institutional investors’ share of bond holdings has generally increased (see Figure 
4.10), most of these assets have been government bonds. ADB’s policy dialogue on liberalizing 
investment restrictions and requirements of pension funds and insurance companies has been 
only party effective. Despite being allowed to invest a higher share of their assets in corporate 
bonds and stocks, actual investments have generally stayed well below investment ceilings28 
and potential (see Table A4.3). Many of these investors lack sufficient commercial orientation 
and skills. The provident fund systems in the region continue to operate mainly at the national 
level under public administration. Private pension funds still account for only a small share of 
investible assets. The insurance industry in many DMCs remains dominated by state-owned 
institutions. A lack of commercial orientation has limited their growth and their potential as 
institutional investors. ADB assistance for their restructuring in Indonesia and Pakistan has been 
only partly effective, mainly due to political resistance. ADB’s general support for improvements 
in capital market regulatory frameworks and infrastructure has had an indirect impact on foreign 
investments in the study countries. Furthermore, policy dialogue in Pakistan and Sri Lanka 
supported the abolishment of distortions in the tax treatment of foreign and local investors. The 
                                                 
28 In Indonesia, about 10% of total pension fund assets are invested in the stock market. Data on corporate bond 

investments are not available, although overall bond market holdings account for more than half of the country’s 
pension fund assets.  Up to 20% of pension fund assets can be invested in corporate shares and bonds. In 
Pakistan, there has been an increase in the share of investments of pension funds and insurance companies in the 
equity market from 6% to 10%. Disaggregated data for corporate and government bond holdings are not available. 
Up to 30% of pension fund assets can be invested in corporate shares and listed corporate bonds.  While the share 
of equity investments by public pension and retirement schemes in the Philippines has increased from 4% to 21% 
of their assets over the last 10 years—up to 30% can be invested in the stock listed in the exchange—the share for 
insurance companies has decreased from 20% to 9%. In Sri Lanka, less than 1% of provident fund assets were 
invested in traded stocks and corporate debt. However, the reduction of mandatory investment requirements for 
insurance companies has resulted in a decrease of government bond holdings.  
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removal of the transfer tax on share purchases of foreigners promoted by ADB in Sri Lanka 
under the 1990 Financial Sector Program, which signaled the liberalization of investment in the 
stock market, led to a substantial increase in stock market activity. By comparison, in Pakistan, 
the abolishment of withholding taxes for nonresidents on interest income on fixed-income 
securities promoted under the 1997 Capital Market Development Program was revoked after 6 
months, although it had helped increase market activity by foreign investors. In March 2008, the 
Government announced a reduction in taxes on bond income for foreign investors from 30% to 
10% in line with tax rates for local investors.  
 
54. Other Measures. ADB support for the use of international standards for financial 
reporting and disclosure by listed companies in a number of capital market programs including 
in Indonesia, Mongolia, and Philippines has generally resulted in strengthened related 
regulatory and listing requirements. The Philippines, which also received substantial amounts of 
TA from ADB for this purpose, has achieved most progress.29 In all study countries, ADB has 
supported the use of best practice corporate governance standards for listed companies.  
However, although adequate corporate governance frameworks have been enacted in some 
assisted countries including Indonesia and Pakistan, there are implementation issues.  In the 
other study countries, there are deficiencies in the frameworks governing shareholder rights or 
the equitable treatment of minority shareholders.30 With regard to capital market-related 
taxation, ADB-promoted policy measures in the study countries did not always achieve the 
anticipated impact on market liquidity, possibly because tax changes might have been 
perceived as temporary, and, therefore, did not result in changes in long-term investment 
behavior; were not fully implemented,31 or were not addressed in a comprehensive manner. 
Also, as pointed out, comparatively little progress has been made in leveling the playing field 
between taxes levied on corporate and government securities or other government investment 
instruments. By comparison, the elimination of double taxation on mutual funds generally 
facilitated their growth. In Sri Lanka, the comprehensive tax package promoted under the 1990 
Financial Sector Program seems to have helped increase market turnover.  
 
55. Overall,  ADB’s capital market assistance in the study countries was effective on the low 
side. While good progress has been made particularly with regard to improving regulatory 
frameworks and market infrastructure for securities market operations, a number of agreed-
upon key policy measures have not been implemented (yet), or have not led to any positive 
changes. These include: the establishment of an independent regulator for NBFIs with the 
necessary enforcement powers in Indonesia; approval of an adequate legal basis for securities 
market operations and the privatization of state enterprises and market infrastructure in 
Mongolia; approval of a conducive legal framework for securities market operations, the 
restructuring of state-owned institutional investors, and the removal of privileges for competing 
                                                 
29 According to the assessment of accounting and auditing practices in the Philippines conducted by the World Bank 

in 2006, international financial reporting standards (IFRS) and international standards on auditing have been fully 
adopted. However, it was noted that there are problems with the actual implementation of the accounting and 
auditing requirements. In Indonesia, there are continuing inconsistencies between the Indonesian accounting 
standards and IFRS, with most differences due to the national standards being out of step with IFRS issuance and 
to modifications of Indonesian standards to suit local requirements. Source: www.estandardsforum.com 

30 See World Bank Reports on the Observance of Standards and Codes: Corporate governance country assessments 
for Indonesia (2004), Pakistan (2005), Philippines (2006), and Viet Nam (2006). Washington, DC. 

31 For example, the removal of documentary stamp duties on equity and debt instruments for a limited number of 
years in the Philippines does not appear to have had any discernable impact on equity market turnover ratios— 
market liquidity actually decreased after the tax changes. In Indonesia and Pakistan, some of the anticipated tax 
measures were not fully implemented. In Indonesia, tax biases against securities vis-à-vis corporate deposits were 
removed, but not vis-à-vis retail deposits. In Pakistan, withholding tax treatment for interest income from all savings 
and debt instruments was equalized, but stamp duties on corporate paper were not reduced, which will continue to 
impede bond market development. 
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government savings vehicles in Pakistan; approval of a legal basis for investment fund 
operations, the creation of adequate market surveillance capacity of the stock exchange, and 
increases in the supply of quality shares in the Philippines; and a reduction of Government 
involvement in the capital market  in Sri Lanka.  
 
 3. Sustainability 
 
56. Most sector reforms that were effective are also likely to be sustainable. However, 
overall political and institutional risks including low capacity (Mongolia) and policy reversals 
(Pakistan, Sri Lanka; see para. 44) have affected the sustainability of sector assistance in these 
study countries. Overall, sustainability is, therefore, assessed as likely, but on the low side. 
Resistance from market participants to changes in exchange ownership and governance, or 
lack of broad-based political support for SOE privatization, restructuring of public institutional 
investors, more prudent fiscal and monetary management, or tax incentives for investors have 
been the largest threats to the long-term achievement of intended program outcomes, as has 
lack of institutional capacity, mainly in Mongolia. Political commitment and Government 
ownership to capital market reforms over a longer period appear to have been strongest in the 
Philippines and Viet Nam. Lack of technical understanding on part of political decision-makers 
has affected the formulation or implementation of the earlier sector programs in Mongolia and 
Viet Nam, as ADB did not provide resources to familiarize key Government officials and 
Parliamentarians with sector issues. 
 
57. Supported changes in market infrastructure are very likely to be sustainable. The 
sustainability of improvements in the regulatory framework will depend on institutional capacity, 
incentives, and political commitment to implement them. Measures to strengthen the capacity of 
regulators have helped in this regard and improved their ability to drive market reforms. 
Particularly ongoing efforts to achieve the operational and financial independence of securities 
regulators in Indonesia, Mongolia, Pakistan, and Philippines, could help reduce susceptibility to 
political risk.  
  
 4. Efficiency 
 
58. The overall efficiency rating is less efficient on the high side. The lower rating is due to 
likely resource efficiency issues.  However, it needs to be recognized that a meaningful 
assessment of the resource efficiency of ADB assistance for domestic capital market 
development is difficult, not only because of the obvious attribution problems, but also due to 
the program lending nature of sector support, and the fact that assistance was provided mostly 
under nonquantified components of broader programs. Monetary resources transferred by ADB 
for capital market development ranged from about $1.5 per capita for Viet Nam, albeit all on 
Asian Development Fund (ADF) terms, to about $5 per capita for Mongolia and Sri Lanka over 
the review period. In general, it would appear that there has not been a strong relationship 
between the levels of financial resources provided and the sector outcomes achieved or the 
depth of the supported reform measures. Funds were usually utilized to finance general budget 
expenditures, rather than sector-related adjustment costs and investments, which were 
comparatively small.  Resource efficiency would therefore also have to be assessed at the 
country-level, which exceeds the scope of this SES.  
 
59. By comparison, the implementation efficiency for capital market-related operations was 
generally acceptable. Six of the 14 completed program loans were closed on or ahead of time, 
and delays for the other programs ranged from 5 to 24 months at the most. A number of delays 
under earlier programs occurred due to difficulties in securing parliamentary approval of 
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supported legislation. Nevertheless once legal changes were approved, they generally resulted 
in improvements of the legal basis for the regulation and supervision of securities in Pakistan, 
Philippines, Sri Lanka, and Viet Nam. To reduce the risk of delays in tranche disbursements, a 
number of the later programs did not require enactment, but only submission of legislation to the 
government or parliament.  However, in some of these cases (i.e., legislation related to an 
integrated consolidated financial services authority and to capital markets in Indonesia, 
investment fund legislation in the Philippines, securities legislation in Mongolia), approval of 
legislation has been even more delayed.  
 
C. Impacts 

60. The overall sector and economic impact of ADB’s capital market assistance has been 
modest (see Table A1.3 for impact ratings for each study country). 
 
  1. Impact on Market Growth and Liquidity 
 
61. Stock Market Size. With the exception of Mongolia, stock market size as share of GDP 
increased in all study countries to above 20% (see Figure A4.11). Of the six study countries, the 
Philippines experienced the largest stock market growth in terms of share of GDP.  If the two 
foreign insurance companies, which account for a large share of market capitalization and 
turnover, are excluded from domestic market capitalization data, the level of market 
capitalization was equivalent to 56% of GDP in 2006. This is slightly higher than levels achieved 
in Indonesia and Pakistan, which, like the Philippines market, started from levels of less than 
10% in the late 1980s. Market capitalization levels compare favorably to those achieved in some 
Eastern European and Latin American countries, but are considerably below more developed 
markets in the region including Hong Kong, China; Malaysia; and Singapore, which have market 
capitalizations well in excess of 100% of GDP.  Then again, Thailand’s capital market has been 
developing on a similar trajectory as the Philippines’, and the stock market of the Republic of 
Korea has only recently increased to levels above 80% of GDP from levels of over 20% during 
the mid 1980s.  
 
62. While ADB’s contributions towards strengthening the regulatory frameworks for 
securities market operations and establishing market infrastructure in line with international 
standards facilitated market growth, changes in economic, interest rate, investment and tax 
policies would appear to have had a larger and more immediate market impact. In general, 
capital market growth has not only been a function of sector-specific interventions, but overall 
economic conditions and growth potential.  
 
63. After achieving substantial stock market growth as a result of ADB-supported sector 
reforms in the early 1990s, which in Indonesia included capital market deregulation measures, 
privatization of the Jakarta Stock Exchange, the removal of tax distortions, and the creation of a 
legal framework for capital markets operations, and in the Philippines the merger of the two 
exchanges, both countries experienced setbacks at a critical stage of their market development 
in the aftermath of the Asian financial crisis, when economic conditions worsened and foreign 
portfolio investment, which had supported most of the stock market expansion, left the country.  
The stock markets of other DMCs affected by the crisis including the Republic of Korea, 
Malaysia, and Thailand suffered similar declines. Market growth in the Philippines since 2002 
seems to have been not only due to the foreign listings and improvements in economic 
conditions, but also has been helped by a strengthened regulatory framework for market 
operations. More significant increases in market size would likely depend on progress made 
with corporate governance reforms, greater competition and more scope for foreign investment 
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in the economy, and additional initial public offerings (IPOs). In Indonesia, ADB’s support for 
market reforms likely facilitated market growth after 2002, although market capitalization in 
terms of share of GDP has yet to reach pre-crisis levels (see Figure A4.13). Further growth 
would likely also depend on continued financial and corporate governance reforms and an 
increase in the supply of quality equity issues. 
 
64. It is interesting to note that particularly the Indonesian and the Philippine market indexes 
have been largely moving in line with the Morgan Stanley Capital International Emerging 
Markets Index, which indicates that common external factors have also played a role in the 
growth of their market capitalization levels (see Figure A4.22). Both countries have had 
comparatively large shares of foreign investment, and global equity funds tend to pursue similar 
investment strategies in a number of emerging markets.  
 
65. Like in other small economies, efforts to develop the stock market in Mongolia have not 
been very successful. In these countries, stock market capitalization as share of GDP has 
mostly stayed below 10%, and in some cases, including Mongolia, was actually lower in 2006 
than in 1997 (see Figures A4.16 to A4.17). In general, there appears to be a positive correlation 
not only between stock market size and per capita GDP, but also between stock market size 
and total nominal GDP, which indicates that there are economies-of-scale effects (see Figures 
A4.14 and A4.15). The small markets supported by ADB, i.e., Bangladesh, Fiji Islands, Kyrgyz 
Republic, Mongolia, and Nepal have not generated much interest from foreign investors.  Given 
the lack of sizable securities issues and a comparatively narrow investor base, market liquidity 
has been low, which in turn has affected transaction costs and market size.   
 
66. The effectiveness of ADB support for the capital markets development efforts of 
transitional economies has been dependent on the overall economic development potential and 
size of the country. Larger transitional DMCs, such as the People’s Republic of China (PRC) 
and Viet Nam, have been significantly more successful in expanding market size quickly (see 
Figures A4.18 and A4.19). Viet Nam’s rapid increase in market capitalization during 2006/7 was 
driven by a large number of IPOs by equitized and private firms, as well as foreign investment. It 
remains to be seen whether market gains can be maintained or further expanded, given not only 
current macro-economic problems, but also the lack of reliable information on listed companies 
and general governance issues. It can be said with some degree of certainty that ADB’s and 
other development partners’ support for establishing the basic policy, legal, regulatory, and 
institutional framework for capital market operations and support for the equitization of state 
enterprises has enabled rapid market growth in the first place. 
 
67. Like the Indian market, stock markets in Pakistan and Sri Lanka took off initially as a 
result of economic reform programs implemented during the early 1990s (see Figures A4.20 
and A4.21). Despite considerable ADB support for policy and regulatory reforms since 1997, the 
stock market capitalization/GDP ratio in Pakistan actually declined until 2001 and only started to 
exceed pre-ADB support levels in 2004. As ADB-supported reforms during the mid- and late 
1990s were initially focusing on strengthening the regulatory framework for market operations, 
they did not impact market activity directly, although it could be argued that these measures 
helped pave the way for ADB-supported privatizations and rights issues, which have been 
taking place since 2004 and directly translated into market growth. While initial capital market 
reforms supported by ADB in 1990 resulted in an increase in stock market capitalization levels 
in Sri Lanka, political uncertainties reduced confidence in the market, which reached its lowest 
level in 2000. A new round of economic reforms and privatizations supported by ADB led to an 
increase in market activity and size after 2001, which has only now recovered to relative 
capitalization levels achieved during the early 1990s.  
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68. Stock Market Liquidity. With the exception of Indonesia and the Philippines in the run-
up to the Asian financial crisis, and Pakistan during most of the last 10 years, equity markets in 
the study countries have been characterized by very low liquidity (see Figures A4.23 and A4.24) 
despite growth in market size. This is mainly due to (i) trading being largely limited to the largest 
10 listed companies; (ii) low levels of public float for large listed companies; (iii) high transaction 
costs (i.e., taxes and commissions), which deter active trading; and (iv) lack of suitable liquidity 
mechanisms and instruments. It would appear that ADB support has had little impact on market 
depth, partly because its programs did not proactively address these issues. Only Pakistan has 
reached turnover levels that are comparable to those in more developed markets. This has 
been due mainly to the use of the badla system, which has enabled high levels of market 
liquidity but has also caused high volatility. Increases over previous levels of market liquidity in 
Indonesia and Pakistan have also been facilitated by ADB-supported infrastructure measures 
such as the automation of trading, and the creation of a central depository and clearing and 
settlement systems. Although the share of foreign investors in market trading in some of the 
study countries is still lower than prior to the Asian financial crisis, foreign investment 
nevertheless accounted for 55% of market trading in the Philippines, 33% in Sri Lanka, and 30% 
in Indonesia (see Table A4.4) in 2006, and is, therefore, an important factor in and determinant 
of market development. 
                            
69. Bond Market Size and Liquidity. With regard to bond market development, the level of 
outstanding domestic bonds as share of GDP has actually declined in recent years for 
Indonesia, Pakistan, Philippines, and Sri Lanka (see Figures A4.25 and A4.26). Most of this 
trend has been due to reduced government borrowing. Government bonds have accounted for 
the largest share of bond market volumes.  Corporate bond markets remain underdeveloped in 
all of the study countries. Policy dialogue on bond market development in Viet Nam commenced 
in earnest only during the last couple of years, and it is too early to assess ADB’s impact in this 
regard. Until recently, ADB support for bond market development in Indonesia had been limited 
to the early 1990s, when it addressed tax issues, the establishment of a credit rating agency, 
and the issuance of bonds by financial institutions which helped initiate the development of the 
corporate bond market. However, the market has been stagnating at levels below 2.5% of GDP 
due to deficiencies in the debt recovery framework, financial reporting, and disclosure; high 
issuance costs; and lack of institutional demand. Liquidity for corporate bonds is low, although 
bid-ask spreads improved between 2000 and 2006 from 100 to 69 basis points.  ADB did not 
provide any assistance for the development of government securities in the aftermath of the 
1997 financial crisis. Given the fairly large issue volumes, liquidity in this market has been 
comparatively high, with bid-ask spreads improving from 100 to 17 basis points over the same 
period.32 ADB assistance for bond market development in the Philippines occurred only after 
2003 through support for the removal of transaction taxes and the establishment of a fixed-
income exchange, which have not yet led to any significant increase in corporate bond market 
activity.  While the ADB-promoted removal of documentary stamp duties on secondary market 
trading for equity and debt instruments helped improve bond market liquidity as reflected in a 
reduction of bid-ask spreads,33 albeit from very high levels, this did not translate into an increase 
in the size of the corporate bond market due to other unaddressed issues including remaining 
tax distortions, easy access to bank financing, high issue costs, and deficiencies in the debt 
recovery framework. There are also other problems affecting bond market liquidity, including the 
fact that repos are subject to reserve requirements and the absence of a regulatory framework 
for securities lending and borrowing. In Sri Lanka, ADB support for the establishment of a 
                                                 
32 Source: AsianBondsOnline survey. 
33 Bid-ask spreads improved between 2000 and 2006 from 40 to 30 basis points for corporate and from 48 to 25 basis 

points for government securities, which are still among the highest spreads in the region. 
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benchmark yield curve and a credit rating agency during the late 1990s might have contributed 
to a small increase in the corporate bond market size. Recent support for the establishment of a 
primary dealer system and capacity development for a public debt management office has had 
comparatively little tangible impact on bond market development yet, but should have in the 
future. Of the study countries, ADB’s engagement in bond market development issues has been 
most pronounced in Pakistan, although measures to support corporate bond market 
development, including the removal of withholding taxes on interest income from corporate debt 
instruments, leveling of the playing field for corporate debt securities and NSS instruments, the 
introduction of asset-backed securitization, and an increase in allowable holdings of provident 
funds in corporate debt securities during the late 1990s did not result in an increase in corporate 
bond market issues or turnover. By comparison, support for the introduction of a primary dealer 
system and reintroduction of repurchase agreements did contribute to more liquidity in the 
government securities market. However, it is unlikely that bond markets will develop significantly 
without substantial improvements in fiscal and public debt management, the removal of 
distortions between corporate and public debt instruments, reductions in issuance costs, and 
strengthening of the debt recovery environment and in financial reporting practices. 
 
 2.        Impact on Economic Development 
 
70. Economic Growth. Given the fairly recent nature of capital market development in the 
study countries and the time lag between market development and growth, no regression 
analysis was undertaken under the SES to establish the impact of capital market development 
on economic growth. The literature is inconclusive with regard to the relationship between 
capital market development and economic growth. While some researchers argue that financial 
systems are not important for growth, others stress the importance of the financial system in 
mobilizing savings, allocating capital, exerting corporate control, and facilitating risk 
management. World Bank research by Levine and Zervos has provided a conceptual basis for 
the belief that larger, more efficient stock markets boost economic growth.34 These findings have 
been confirmed by a study of nine African countries, which suggests a positive relationship 
between several indicators of stock market performance and economic growth.35 However, it is 
worth noting that other researchers have demonstrated that the Levine/Zervos findings are not 
robust.36 Research by the United States (US) Federal Reserve Bank concludes that a positive 
impact of stock market development on economic growth is likely to be limited to more 
developed countries.37 Also, stock and bond markets tend to be larger, more active, and more 
liquid in higher income countries than in lower income countries. In conclusion, available 
research seems to indicate that stock market development probably had a positive impact on 
economic growth in the more developed East Asian countries, but the verdict is out on whether 

                                                 
34 Source: Levine, Ross and Zervos, Sara. 1998. Stock Markets, Banks, and Growth in American Economic Review, 

Vol. 88(3), pp. 537–558. 
35 Source: Sumit Agarwal. Stock Market Development And Economic Growth: Preliminary Evidence From African 

Countries. Journal for Sustainable Development in Africa. Spring 2001. North Carolina. 
36 Utilizing various appropriate measures to control for outliers including Hong Kong, China; Singapore; Taipei,China; 

and Thailand in the data sample used by Levine/Zervos, no statistical evidence exists to support the claim that 
countries will enjoy faster economic growth through more liquid stock markets. Source: Zhu, Ash, and Pollin. 2002. 
Stock Market Liquidity  and Economic Growth: A Critical Appraisal of the Levine/Zervos Model. Political Economy 
Research Institute. Working Paper Number 47.  2004. This refutation of the Levine/ Zervos results is consistent 
with a broader set of empirical studies showing no relationship between stock market liquidity and growth. Source: 
Arestis, P., Demetriades, P. and Luintel, K. Financial Development and Economies Growth: The Role of Stock 
Markets. Journal of Money, Credit, and Banking, February 2001, 16–41. 

37 Source: Durham, J. Beson. 2002. The Effects of Stock Market Development on Growth and Private Investment in 
Lower-Income Countries. Federal Reserve Bank. Washington DC. 
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this finding can be applied to second- or third-tier markets as well.  In any case, stock market 
liquidity has been fairly low in most of the study countries. It is, therefore, unlikely that any 
significant economic growth effects have occurred through this transmission mechanism so far. 
 
71. Fund Mobilization. In terms of funds raised, the markets in Indonesia and the 
Philippines raised more than $1 billion each through IPOs and rights issues during 2006. From 
1997 to 2006, Indonesia generated $25.4 billion; Pakistan, $3.3 billion; Philippines, $6.4 billion; 
and Sri Lanka, $463 million of investable funds through the stock markets. During its first year of 
full operations, the market in Viet Nam raised $700 million in IPOs. Equity financing mobilized 
compares well with levels raised in Germany and Japan in terms of share of GDP, but was 
substantially below levels achieved in the United Kingdom (UK) or US markets (see Figure 
A4.27). By comparison, funds raised from the corporate bond market have been significantly 
below amounts mobilized in developed markets (see Figure A4.28). There are indications, 
particularly for Indonesia, that private placements of securities have been increasingly utilized 
by companies to mobilize funding, although related data are difficult to obtain. The number of 
listed companies has also substantially increased during the last 20 years, with most of this 
growth occurring during the first 10 year period (see Table A4.5). However, only a small share 
of these companies is actively traded.  
    
72. Diversification of Financial Assets. Reducing the dominance of the banking sector in 
financial systems and the dependence on bank borrowing has been another important objective 
of ADB support for capital market development. Although banks in all the study countries are 
still significantly larger than NBFIs and provide most of the funding for the private sector in the 
study countries (see Figures A4.29–A4.32), capital markets have grown faster than banking 
systems in Indonesia, Pakistan, and Philippines (see Table A4.6). In Mongolia and Viet Nam, 
banking assets have substantially increased in size, whereas capital market growth has lagged 
behind. Nevertheless, World Bank research suggests that, while overall financial sector 
development is a powerful contributor to economic growth, neither countries nor individual 
industries grow faster, and new firms are not created more easily as a function of financial 
structure.38  

 
  3.         Value Addition  

 
73. Among the six study countries, ADB’s value addition in Pakistan and the Philippines has 
been substantial, whereas in Sri Lanka, potential for value addition was not fully realized (see 
Table A1.3). ADB’s contributions to capital market development in the other countries ranged 
somewhere in between. 
 
74. Contributions to the Policy Reform Process. ADB’s realized value addition through 
support for policy reforms ranged from modest to substantial. While many policy measures 
would have probably been implemented without ADB support, ADB-financed advisory services 
nevertheless helped prepare and implement capital market reforms. ADB’s policy dialogue on 
the establishment of independent regulators, the strengthening of governance structures and 
capitalization levels of market intermediaries, and privatizations helped reformers in some of the 
assisted countries implement related policy changes. Examples for the study countries include 
the establishment of international standard market infrastructure and the establishment of a 
consolidated regulator for NBFIs with enhanced enforcement capacity in Indonesia;  tax reforms 
and the creation of a strengthened regulatory structure in Mongolia; the establishment of a well-

                                                 
38 Source: Asli Demirguc-Kunt and Ross Levine (editors). 2001. Financial Structure and Economic Growth: A Cross-

Country Comparison of Banks, Markets, and Development. MIT Press. Cambridge. 
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resourced regulator and enterprise privatization in Pakistan; stock exchange consolidation and 
governance improvements, as well as strengthening of the legal and regulatory framework for 
securities market operations in the Philippines;  reforms of capital market taxation and 
privatization through the stock exchange in Sri Lanka;  and, jointly with other development 
partners, the creation of a legal basis for securities market operations and alignment of 
enterprise equitization with stock exchange listings in Viet Nam. However, although ADB 
support helped push a number of other politically more difficult measures, as pointed out, a 
number of these measures were reversed later on, as they lacked wider political buy-in.  On 
some occasions, more detailed analysis and discussions of the issues on the part of ADB might 
have helped generate more support.  This is, for example, the case for tax measures, which 
tend to be politically sensitive, particularly if they involve tax reductions for comparatively 
wealthy investors. A thorough analysis of overall fiscal impact might have provided more 
justification for proposed reforms. More efforts could have been made to address contextual 
issues. These would have been more contentious and politically difficult to address than most of 
the reform agendas actually pursued under ADB’s policy dialogue, but related policy dialogue 
would have most likely increased the impact of ADB’s capital market assistance.   
  
75. Contributions to Institutional Development. ADB’s value addition in this area ranged 
from modest to substantial.  ADB-financed advisory services enabled substantial improvements 
in the policy-making, regulatory, and supervisory capacity of securities regulators in Pakistan 
and the Philippines and helped prepare the establishment of consolidated regulators for NBFIs 
in Indonesia and Mongolia, although further assistance is needed to bring their skills and 
systems up to international standards, particularly in the enforcement area. In light of the 
activities of other aid agencies, ADB provided little assistance for institutions in Sri Lanka and 
Viet Nam. There are substantial remaining capacity and skill development needs, not only for 
regulators, but also for the securities industry, particularly in the less developed markets.  ADB 
could provide more assistance in this area, possibly on a reimbursement basis, for commercial 
participants. It is noteworthy that even DMCs that are eligible for ADF funds generally have not 
borrowed from ADB for sector-related capacity development.   
 
76. Resource Transfer. ADB has provided substantial budget support under its capital 
market-related program loans. In general, the amounts provided appear to have exceeded 
actual adjustment costs, particularly when tax or efforts related to the financial restructuring of 
sector institutions were not implemented as planned. Although most financial resources 
transferred by ADB were not earmarked for capital market-related expenditures, these funds 
nevertheless could have helped finance investments in market infrastructure and institutional 
development efforts of market regulators. Larger budgetary allocations for securities 
commissions, particularly for the payment of market-based salaries for specialist staff and the 
procurement of market surveillance systems, would have probably enhanced their 
effectiveness. Until recently, ADB did not actively promote adequate Government budget 
allocations for market development, regulation, and supervision. While at least some of these 
costs should be shouldered by market participants, there would seem to be justification for 
public subsidies to contribute to the financing of basic market development costs, particularly at 
the earlier stages of market development.   
 
D. ADB Performance 

77. ADB’s performance is assessed to be satisfactory based on an evaluation of staff 
capacity (i.e., expertise and experience, continuity, input levels, feedback from executing 
agencies), consultant performance (i.e., quality of services and delivery, performance ratings, 
feedback from executing agencies), and the quality of economic and sector work (ESW) (i.e., 
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quality, quantity, linkage to operations, and utilization outside ADB) in the study countries (see 
Table A1.4). 
 
78. Staff Capacity.  ADB’s in-house expertise on basic regulatory and policy issues is 
perceived by most DMC clients to be adequate.  However, internal resources on more complex 
topics are viewed as being rather limited. ADB relies greatly on TA consultants to develop much 
of its policy and advisory input. Compared with previous years, most sector loans are being 
prepared through project preparatory TA. This modus operandi has not only affected ADB’s 
ability to develop sustainable capacity on policy issues (since a lot of the experience gained in 
the course of ADB-financed operations leaves with the consultant), but has also reduced its 
ability to quickly respond to government requests for policy advice whenever it is needed, and to 
engage in long-term dialogue. Proactive policy dialogue requires (i) an excellent institutional 
knowledge base on key sector policy issues, (ii) the capacity to identify and disseminate 
successful reform experience from within and outside the region, (iii) access to highly qualified 
expertise, and (iv) staff with the ability to conduct policy dialogue at the highest levels of 
government. While ADB has accumulated substantial policy reform experience through its 
operations in the region, it has not sought to analyze, compile, disseminate, and communicate 
this experience sufficiently, which has also affected its internal capacity.  
 
79. Given exchange rate changes and growing market demand for capital market expertise 
including in DMCs, it has been increasingly difficult to employ staff with adequate expertise in 
this area. Fewer than five staff currently working on the public sector side of ADB’s capital 
market operations have more than 5 years of capital market-related experience gained outside 
ADB. A number of these do not work on capital market operations, but on projects in other 
subject areas handled by the Governance and Finance divisions. The situation was not different 
in 2001 prior to the reorganization of ADB.  No operational staff has extensive experience in 
bond market development issues. Many capital market-related loans have, therefore, been 
processed by staff who have had comparatively little relevant experience or expertise. Of the 
loans reviewed by OED, 72% had mission leaders with 5 or fewer years of capital market-
related work experience gained inside or outside ADB. There has not been a strong correlation 
between staff expertise and project success, with success rates of 50% for projects that were 
prepared by mission leaders who had comparatively little experience, and success rates of 57% 
for projects with mission leaders who had more than 5 years of sector experience. Project 
success seems to have been more a function of country conditions, particularly political 
commitment and counterpart capacity, as well as consultant quality.  However, with the 
increasing complexity of policy issues and the fairly rapid pace of financial market infrastructure 
and product development, specialized staff skills are becoming increasingly important. This 
situation is compounded by the fact that processing divisions cannot draw on subject expertise 
from other regional departments. Given ADB’s current organizational structure, the need for 
networking and staff assignments across different departments, as well as the employment of 
long-term specialist staff consultants, would, therefore, appear to be more pronounced than in 
other sectors.  
 
80. The level of staff resources for project processing and implementation was generally 
adequate, particularly for capital market assistance in the larger DMCs, where there were other 
financial sector projects that staff on mission could visit while in the country. By comparison, 
ADB implementation support in Mongolia was largely limited to the provision of consultants. 
During the entire 3-year implementation period, only 42 staff person-days were allocated to 
manage the implementation of ADB’s Second Financial Sector Program. Continuity of staff was 
a problem in several countries including Indonesia, Mongolia, Pakistan, and Philippines due to 
frequent staff movements. In the Philippines, this situation led to substantial changes in the 
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focus of ADB’s policy dialogue within a period of only a few months in the absence of significant 
external factors. Only in Indonesia and, for several years in Pakistan and Sri Lanka, were 
projects actually implemented by staff who had processed them. 
 
81. ADB’s policy dialogue related to securities legislation and regulation was somewhat 
affected by the lack of staff expertise in this highly specialized area—there is currently only one 
securities lawyer among ADB staff in the financial sector divisions and in the Office of the 
General Counsel—and by its reliance on consultants to pass judgment on the adequacy of 
securities laws and regulations. Lack of quality control on the part of ADB staff over consultant 
work under ADB TA in some cases resulted in outputs that did not meet the expectations of the 
securities regulators (e.g., in Mongolia). Furthermore, ADB has not centralized draft legislation 
produced under various ADB TA operations and identified suitable standard provisions on key 
issues, which could have facilitated the preparation of legislation under subsequent ADB 
assistance. 
  
82. Quality of Consulting Services. Feedback from executing agencies indicates general 
satisfaction with the quality of consulting services provided under ADB TA. Exceptions have 
been advisory services provided in Thailand, the most developed capital market among the 
assisted DMCs—the Republic of Korea did not receive any TA, and Malaysia availed of only two 
TA grants during the 1980s—and some of the less developed DMCs such as Bhutan, 
Mongolia39, and Tajikistan. In the less developed DMCs, consultant outputs were perceived to 
not have adequately considered local conditions. In Thailand, where the securities commission 
had experience with a number of external consultants, the performance of consultants provided 
by ADB was not deemed to be up to expected standards.  Access to highly qualified external 
expertise has been affected by inflexible consultant recruitment modalities that did not 
encourage assignments on a retainer basis, and, increasingly, by uncompetitive remuneration 
levels. While ADB remuneration levels are still competitive for consultants with a regulatory 
background, rates are unlikely to be attractive for international market practitioners, particularly 
for senior level experts with advisory experience. Average ADB remuneration rates for individual 
international consultants in the capital markets area have actually gone down over the years 
and are now well below allowable ADB maximum rates for international financial service 
expertise, although global market rates for financial services consultants have gone up. This 
might be a reflection of the type and background of sector consultants recruited by ADB. Local 
salary levels for qualified financial services professionals from DMCs have also substantially 
increased in recent years. If ADB is to provide more advisory services that require market 
expertise, be it related to the introduction of new products or new infrastructure, rates for these 
kinds of services will likely need to be increased substantially to attract good quality consultants. 
Most international consultants recruited during the last 10 years, either on an individual basis or 
through firms, have been from the US (29%), the UK (23%), Japan (13%), and Australia (10%), 
which is understandable, given the development of these markets and the consulting profession 
there. Only a few consultants have been from other developed markets in the region including 
Hong Kong, China; Republic of Korea; Malaysia; or Singapore.  
 
83. Quality of Economic and Sector Work.  ESW has been less than effective in raising 
ADB’s profile. Most knowledge products have been generated to further ADB’s own 
understanding of sector issues and to help strategize assistance approaches for country-based 
operations. The quality of such ESW was good in Indonesia, Pakistan, Philippines, and Viet 

                                                 
39 In Mongolia, the consulting firm recruited to help implement the first capital market program was placed under 

receivership of another firm during project implementation, which resulted in substantial project management 
problems. 
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Nam. Many ideas advocated in relevant sector studies for these countries were reflected in 
national development strategies or programs. In Sri Lanka and Mongolia, ADB has only recently 
prepared longer term strategies for sector development. In Indonesia and the Philippines, in-
depth analysis on regulatory issues was well received. 
 
84. Research undertaken in conjunction with country-based activities and strategies has 
generally been of limited direct use for operations in other countries, given the wide range of 
subsector topics addressed by ADB projects and different country conditions. There have been, 
however, a number of common issues of relevance to ADB’s lending operations, in particular 
securities legislation, regulatory structures, demutualization, the development of institutional 
investors and bond markets, and new financial products including securitization, which could 
have benefited from a timely and systematic review of experiences and ADB-wide discussion of 
suitable approaches. Although ADB issued publications on bond market development, 
demutualization, and asset-backed securitization, these were prepared mostly by consultants 
and were not the result of internal review and debate.  
 
85. Stand-alone ESW has been fairly limited, given the lack of TA resources for this purpose 
and the lack of adequate staff resources in terms of expertise and numbers (see Appendix 2.3 
for a list of noncountry-based ESW). Some ADB sector studies were relevant for ADB 
operations, whereas others were not. A study on bond market development for local 
governments would appear to have been premature, given the underdeveloped nature of many 
sovereign bond markets in the region. The demutualization study provided a good overview of 
various countries’ experiences and of associated conceptual and implementation issues.  
However, dissemination of the findings was limited to the publication of the study, although ADB 
was promoting demutualization under several of its capital markets development programs at 
the time. A workshop with relevant stakeholders from these countries might have been helpful in 
furthering understanding. Also, country studies prepared under a major regional study40 
undertaken by the Economics and Research Department contained useful recommendations for 
future reform agendas, which were not taken up in ADB’s policy dialogue on subsequent lending 
programs. Many of these recommendations do not appear to have been the result of 
discussions with the operational departments or the governments concerned. The effectiveness 
of ESW might have been further enhanced by (i) focusing scarce TA resources on a few policy 
topics that are relevant for ADB’s lending operations, and (ii) involving ADB sector specialists in 
the scoping of suitable research topics. A financial sector strategy that, among other things, 
includes an ESW strategy would lead to a more strategic use of ADB research in support of 
overall operational objectives. This would also help coordinate similar work generated by the 
Asian Development Bank Institute and other ADB departments such as the Economics and 
Research Department, Office of Regional Economic Integration, and the regional departments; 
as well as work generated by other development and research institutions in this area.   
 
86. There is demand for knowledge services in the capital markets area. ADB could be more 
proactive in analyzing and disseminating policy experiences and best practices from the Asia 
and Pacific Region, and in facilitating the exchange of ideas. The World Bank has been 
increasingly seeking to provide intellectual leadership on capital market issues through research 
and the organization of knowledge sharing events. The impact of ADB’s ESW has been limited 
by a combination of factors that are not specific to ADB’s capital market operations, including 
the following: (i) most of ADB’s knowledge products have been generated by TA or staff 
consultants rather than by staff, which has not increased ADB’s visibility nor helped build up 
institutional capacity on sector issues; (ii) apart from research done on regional bond markets, 
                                                 
40 ADB. 1999. Rising to the Challenge in Asia: A Study of Financial Markets. Manila. 



 

 

31

TA and staff resources and incentive systems have usually been focused on the design and 
delivery of ADB’s lending program; and (iii) ADB has not been very good at anticipating 
emerging sector issues and needs, proactively offering solutions to address them, and 
maintaining related dialogue including through seminars and other discussion forums.  
 
87. Internal Coordination. ADB’s capital market operations have not fully explored scope 
for synergies.  An example here is ADB’s support for regional bond market development, which 
has not been systematically coordinated with the activities of regional departments at the 
country level, although these effectively help create the framework conditions for a regional 
market. Another example is the lack of coordination between the Private Sector Operations 
Department (PSOD), which has been making investments in capital markets institutions and has 
tried to enter into securitization transactions, and the regional departments, which have been 
working on related regulatory frameworks in some of the same countries, although more 
recently, there have been efforts to collaborate on this issue. There are currently no formal 
coordination mechanisms in place. The community of practice finance sector subcommittee and 
its secretariat, which is located at OREI, has facilitated an exchange of information between 
various departments, but has no formal coordination role. 
 
88. Assistance Modalities. ADB’s capital market assistance has been delivered mainly 
through program lending. Financial sector assistance including stand-alone capital market 
development programs has figured prominently in DMCs with high shares of program lending 
(see para. 16). Although this lending modality has been strategically used to further policy 
dialogue related to capital market reforms, its use has also been determined by DMC budgetary 
and balance of payments requirements. Given the limited number of standalone program loans, 
and programs using cluster and one-tranche modalities, it is difficult to draw any general 
conclusions on the relative effectiveness of different modalities, although it would appear that 
the flexibility associated with the newer program lending modalities has improved 
responsiveness to emerging policy concerns and developments. 
 
89. In terms of TA assistance modalities, there is increasing need for high-quality technical 
policy advice—on a stand-alone basis, or to help prepare and implement policy-based loans-, 
as well as longer term capacity building efforts. This has implications for ADB's products, as well 
as for its staff and TA resources, which will need to be aligned with changing client needs to 
remain relevant. The provision of high-quality technical advice would require different consulting 
modalities and remuneration levels in line with market conditions, and assistance for longer term 
capacity building the increased use of TA loans. In view of declining TA resources, if certain 
sector areas/topics are to be addressed in a number of DMCs, some common aspects of such 
assistance (for example, the review of international experience, the drafting of model 
laws/regulations, training) could also be implemented under regional TA to avoid duplication, 
increase efficiency, ensure consistency of approach, and facilitate ADB-wide dissemination of 
results.  It would also be helpful to build up a repository of consultant reports, other relevant 
information, and in-house experience on common themes.  
 
90. Given ADB’s operational setup before 1995, which combined private sector and public 
financial sector operations within one department, significant efforts in the initial phase of ADB’s 
capital market assistance were spent on assessing the feasibility of establishing securities firms, 
investment funds, private equity/venture capital funds and fund management firms, and credit 
rating agencies with ADB investment. With the exception of a few investments in fund managers 
in Pakistan, Philippines, and Sri Lanka, and a securities firm in Indonesia, not much came out of 
these initiatives in the study countries, either because market conditions were not conducive to 
establishing these institutions at the time, ADB could not identify appropriate partners for such 
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investments, or ADB support was not needed as foreign securities firms increasingly were given 
market access and established operations in these countries. By comparison, IFC was not more 
active in this market segment either.  
 
91. ADB also undertook a number of private sector investments in other DMCs to support 
bond market development. In India, ADB invested in a subsidiary of the largest state bank, 
which acted as a key primary dealer for government securities and contributed to the 
development of an active market. An investment in another subsidiary to help develop the 
secondary market was cancelled due to lack of demand.  ADB also invested in the Thai Rating 
and Information Services Company Limited and, under a line of equity, in the Credit Rating 
Information Services of India Limited. Both have become leading credit rating and research 
companies in their respective countries.  
 
92. PSOD has also sought to promote securitization mechanisms in a number of countries. 
An earlier investment in Asian Securitization and Infrastructure Assurance Limited failed due to 
adverse market conditions in the aftermath of the Asian financial crisis, when heavy losses on 
Indonesian and Korean exposures led to the downgrade of its credit rating below investment 
grade, which effectively resulted in its closure. In the Philippines, ADB invested in a special 
purpose vehicle that acquires nonperforming mortgage loans, which could facilitate the 
development of a secondary mortgage market at a later stage. On an informal level, PSOD is 
regularly consulting with Philippine regulators, law firms, and market participants on the 
implementation of existing laws in connection with future flow securitization (i.e., the 
securitization of overseas workers' remittances). By comparison, approved funding for a 
secondary mortgage facility in Indonesia during the Asian financial crisis had to be cancelled 
due to adverse market conditions and problems with the enforceability of underlying assets. 
However, lately, ADB has been supporting the acquisition and securitization of motor loan 
portfolios in the country. In India, a well-received TA processed by PSOD is seeking to develop 
an institutional mechanism for the issuance of “true sale” residential mortgage-backed 
securities, and to identify necessary related policy and legal changes. In the PRC, PSOD initially 
worked together with the East Asia Department on advisory TA that sought to assist in 
establishing a conducive policy, legal, and regulatory environment for asset-backed securities 
markets through the actual process of engaging in an asset-backed securitization pilot 
transaction involving the sale of nonperforming loans. However, the transaction proceeded 
without ADB’s involvement, in part because ADB took too long to undertake preparatory work.  
 
93. Monitoring and Evaluation.  Although the quality of design and monitoring frameworks 
has been significantly strengthened in recent years, monitoring and evaluation efforts in the 
sector are still constrained by a lack of monitorable output and outcome indicators.  For 
assistance seeking to strengthen capital market regulation and infrastructure, indicators should 
draw on international standards as much as possible. There has been regular self-evaluation of 
sector efforts by the regional departments.  
 

IV.    OVERALL ASSESSMENT, LESSONS, ISSUES, AND RECOMMENDATIONS 
 

A. Overall Performance Rating 

94. The overall rating for ADB’s assistance for the development of domestic capital markets 
based on composite bottom-up and top-down ratings is borderline successful (see Table 1).  
While assistance programs were usually relevant and effective, sector impact has been affected 
by continuing deficiencies in the overall enabling environments of capital markets that were not 
adequately addressed by ADB. At the country level, assistance programs in Indonesia, 
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Pakistan, Philippines, and Viet Nam have been rated successful, whereas assistance in 
Mongolia and Sri Lanka has been rated partly successful (see Supplementary Appendixes A to 
F for details).  Some 67% of capital market development components fully evaluated by OED 
under 18 loan projects and 70% of the 27 evaluated TA operations were rated successful. In 
terms of assistance areas, ADB support for the development of regulatory frameworks and 
market infrastructure was rated successful, whereas assistance for the development of bond 
markets and institutional investors has been only partly successful so far.  

 
Table 1: Performance Rating of ADB Capital Market Assistance 

 
Rating Category                             Rating 
Bottom-Up (Program) Rating                    Successful 
Relevance                  Relevant 
Effectiveness        Effective (Low) 
Efficiency             Less Efficient (High) 
Sustainability                               Less Likely (High) 
          
Top-Down (Institutional) Rating                            Partly Successful 
Strategic Positioning       Modest to Substantial   
Impact                      Modest 
ADB Performance                              Substantial  
 
OVERALL PERFORMANCE RATING      BORDERLINE SUCCESSFUL 
Source: Operations evaluation team. 
 
B. Conclusions and Lessons 

95. Factors for Success and Failure. Success factors for capital market development and 
related ADB support that are largely outside ADB’s control include potential for capital market 
development (i.e., size of the country, level of and scope for economic development, and level 
of financial sector development); broad-based political support for capital development41; and 
the existence of champions of change42. Absence of the first two factors would make capital 
market very difficult, and ADB would be well advised to not provide any assistance for this 
(sub)sector and focus on other aspects of financial sector development. Criteria need to be 
developed to facilitate ADB’s decision-making process in this regard. ADB can nevertheless 
influence other factors including the creation of an enabling environment for capital market 
development (in particular appropriate financial sector, fiscal, and investment policies, an 
appropriate financial and corporate governance standards and practices, an adequate 
framework for debt recovery, judicial enforcement); the preparation of a coherent Government 
vision and long-term strategy for capital market development that has buy-in from market 
participants; adequate market skills; and good capacity of the regulator. Sustained in-depth 
support from ADB has been found to be beneficial for developing regulatory capacity. The 
absence of above factors has contributed to project failure, as has nonperformance of 
consultants, lack of continuity of dealing officers, and absence of a coherent and coordinated 
ADB approach to capital market development at the country level, which reduced the likelihood 

                                                 
41 For example, in the Philippines, a stock exchange scandal generated significant political interest in improving 

securities market regulation and strengthening the regulator’s mandate and functions.  
42 In Pakistan, the appointment of a dynamic chairman of the newly established regulator helped improve regulatory 

capacity. However, his replacement because of the commission’s alleged failure to manage market turndown 
resulted in substantial staff turnover, which reduced the effectiveness of ADB’s earlier capacity development 
efforts. 
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of recognizing and addressing issues in other sectors and financial systems that impact capital 
market development, and lack of adequate support for capacity development.   
 
96. It needs to be recognized that, while good policies can further the development of capital 
markets, a number of inherent issues associated with many emerging markets, including their 
small size, lack of risk diversification opportunities, and prevalence of systemic risk, cannot be 
influenced and will eventually limit the scope for development.  It should be kept in mind that 
economies can develop without having functioning capital markets. 
 
97. Financial support from ADB might have motivated some reform measures for capital 
market development. However, assistance programs can succeed in the long-run only if 
governments demonstrate strong ownership of and commitment to the establishment of a 
conducive policy and institutional environment for sector development.  This commitment needs 
to be shared by other relevant stakeholders to ensure effectiveness.  
 
98. Assistance for the establishment of market infrastructure has been most effective. It has 
also been the least affected by political economy issues. The least successful assistance areas 
have been related to the restructuring of state-owned financial institutions and the removal of 
privileges for government savings instruments. This does not imply that ADB should focus future 
assistance on less contentious areas.  On the contrary, only if key impediments to market 
development are addressed, will sustainable progress be achievable. 
 
99. Capital market development is a long-term process involving ups and downs and trial 
and error. At the country level, a high-level long-term strategy can help steer the course and link 
capital markets reforms to overall financial system development and reforms in other areas. 
This is particularly important, as the focus of decision-makers, particularly in the more advanced 
markets, will shift from the establishment of regulatory systems and market infrastructure to 
market development and the introduction of new products.    
  
100. Need to Focus Assistance on Regulatory Capacity and Enforcement. Despite the 
strengthening of securities laws and regulations in line with international standards, their 
implementation and enforcement has been affected by external factors including the quality of 
the legal environment, the political economy, business practices of the assisted country, and 
general skill levels. In addition to assistance for improvements in overall financial and corporate 
governance standards and practices, support is required for the development of improved 
incentives and governance mechanisms for regulatory and judicial bodies, and for listed 
companies. Particular attention has to be paid to capacity “enablers” including the powers, 
independence, and resources of the regulator—which are considered by IOSCO to be a 
condition for effective securities regulation—, suitable governance structures for self-regulatory 
organizations (SROs), as well as adequate surveillance systems. Progress in these areas has 
been mixed (see Table A4.7) and gaps remain in most countries. ADB policy conditionality 
explicitly covered the independence, autonomy, and adequate regulatory powers of securities 
regulators in Pakistan and the Philippines, and more recently Indonesia and Mongolia. With the 
exception of Indonesia, independent regulators have been established in these countries, 
although there are varying degrees of independence. For example, in Pakistan the finance 
minister, or in his absence, the prime minister’s advisor on finance, acts as chairman of the 
commission’s policy board. In Indonesia, Sri Lanka, and Viet Nam, the securities regulator is still 
an entity under the Ministry of Finance, which makes it more vulnerable to politically motivated 
interventions. Also, there have been some deficiencies in investigative and/or enforcement 
powers in a number of study countries, many of which are now being addressed under ongoing 
policy dialogue. Regulators in most of the study countries do not have control over their 
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revenues from fines and registration or transaction fees, and have relied instead on annual 
budget allocations from the government for financing. Recruiting suitably trained and 
experienced staff has been a challenge in countries with underdeveloped financial systems, 
especially early stage transitional economies, or in countries where the private sector is 
prepared to pay multiples of government salaries for similar qualifications.  Also, in a number of 
countries (e.g., Indonesia, Pakistan, and Philippines), regulators and their staff acting in the 
bona fide discharge of their functions and powers do not have adequate legal protection and are 
open to lawsuits and personal liability. In such an environment, relatively low-paid civil servants 
cannot be expected to perform investigative and enforcement duties in an effective manner.  
Only recently has ADB proactively sought to address immunity, resource, and remuneration 
issues facing regulators. In general, it would appear that ADB’s policy dialogue has not 
consistently paid attention to all enabling factors affecting regulatory capacity, and when it did, 
political buy-in was not always achieved. 
 
101. Enforcement requires not only a competent and well-resourced regulator with adequate 
powers, but also suitable deterrents (including criminal charges, pursuit of civil remedies 
through class actions for securities cases, adequate fines) and an appropriate general legal 
environment that ensures the rule of law including a system that permits judicial review of 
regulatory decisions. Between 2001 and 2005, the Indonesian regulator Badan Pengawas 
Pasar Modal (Bapepam) referred 15 cases, mainly involving market manipulation, to the 
Attorney-General’s Office for criminal prosecution. However, only two cases have actually gone 
to court. Bapepam has never initiated a successful criminal prosecution. Other DMC regulators 
face similar problems. ADB has paid comparatively little attention to identifying and addressing 
issues in the overall judicial system affecting capital market development including related 
capacity development needs of police and public prosecutors. Going forward, ADB should seek 
to engage in related policy dialogue and technical support, and monitor enforcement decisions 
and judicial follow-up to gauge the effectiveness of its support.  
 
102. Need to Address Issues Related to the Supply of Securities.  Investors consider the 
lack of quality stock to be a key constraint to market development in all study countries. Supply 
issues need to be adequately considered including regulatory and tax barriers to the issuance of 
shares and bonds and related costs, the level of state ownership in the economy, the overall 
investment climate, and bank lending practices. Finding suitable approaches to these issues will 
be crucial for sustainable increases in market size and depth. Efforts should also be made to 
increase public float, i.e., the portion of shares available to the public, to enhance market 
liquidity. ADB programs have not promoted the introduction of regulatory minimum public float 
requirements, although in many DMCs, listed companies continue to be closely held by 
controlling founding families or the government, which not only affects share liquidity, but also 
limits the influence of external shareholders. For example, in the Philippines and Indonesia less 
than 20% of all shares in listed companies are publicly held, which has contributed to very thin 
markets with comparatively low liquidity. In many developed markets, minimum float 
requirements are 25% of company shares.  While it can be argued that the extent of public float 
is a matter for market forces to decide—although many developed countries have higher 
regulatory requirements—, policy dialogue should at least focus on reducing state holdings in 
SOEs. Also, tax incentives might be an appropriate alternative to minimum float requirement. 
Recent policy dialogue in Indonesia has included the provision of tax benefits for companies 
with a public float in excess of 40%.  
 
103. To encourage unlisted companies to list and to avoid regulatory arbitrage and protect 
investors, it makes sense to require all companies that offer securities to the public and are of a 
certain size and/or have a certain number of shareholders to be subject to the same financial 
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reporting, disclosure, and corporate governance requirements, regardless of whether they are 
listed or unlisted. The new Securities Law in Viet Nam, which was drafted with ADB assistance, 
contains a definition of “public company” and grants authority to the State Securities 
Commission to regulate the unlisted securities market. In Mongolia, ADB’s ongoing Financial 
Regulation and Governance Program provides for similar legal reforms to encourage listings by 
large companies.  There are merits to this approach in these two countries, as there are quite a 
few “listable” companies with sizable numbers of shareholders that might feel more inclined to 
actually list. This has to be weighed against additional compliance costs for enterprises, and 
substantial enforcement capacity requirements. 

 
104. ADB also sought to facilitate SME listings through support for the establishment of SME 
exchanges in a number of DMCs including Pakistan and Viet Nam. Although it is too early to 
judge fully the effectiveness of ADB’s approach, preliminary results appear to confirm 
experience gained by ADB in countries with second boards or SME exchanges has been mixed. 
It appears that unless (i) other conditions are in place to help SMEs grow and to encourage 
them to become public companies, they will not list; and (ii) there is a critical mass of SMEs that 
can potentially list, market liquidity is likely going to be low. There are also indications that SMEs 
will migrate to exchanges with the highest level of liquidity.43   
 
105. Need for Realistic Assistance Strategies for Bond Market Development. ADB 
assistance for bond market development in the study countries has not been very successful, 
which was in part due the state of overall financial systems development, but also the result of 
how ADB assistance was determined and provided. Related support was often identified in an 
ad-hoc manner. Going forward, more holistic and strategic approaches that consider the bond 
market within the context of overall financial systems development and fiscal management are 
required to proactively support market development. This will also require increased 
coordination with IMF and the World Bank. Despite their substantial involvement in public debt 
management and government securities market development, there would appear to be merit in 
increasing ADB engagement, given these areas’ impact on regional and corporate bond market 
development, although related staff capacity would need to be strengthened accordingly. 
 
106. As pointed out, ADB’s policy dialogue on the establishment of yield curves for 
government securities has not always been successful. To increase the chances of success, 
this issue needs to be addressed in conjunction with overall debt management frameworks and 
issuance strategies. It is important to properly assess what measures are feasible under 
prevailing conditions. For example, while the introduction of primary dealer systems, in which 
dealers are obliged to regularly bid at auctions, provide continuous two-way quotes, and 
promote bonds among retail investors, has increased bond market turnover in India and 
Thailand, where markets are large enough to carry the inherent costs of these systems, ADB’s 
experience in some of the study countries has been less successful. Primary dealer systems 
have a greater chance of success if other enabling conditions including adequate government 
bond issuance strategies and volumes; a diversified investor base to ensure market demand; 
and competitive, well-capitalized, and capable institutions that can act as dealers are in place. 
The development of primary dealer systems in comparatively small markets where the number 
of potential participants is not large enough to ensure competitive behavior needs to be carefully 
considered. Equally, the introduction of complex liquidity and hedging products used in 
developed market environments, particularly derivatives—although important for liquid 

                                                 
43 For example, the OTC Exchange of India, which was established in 1998 to trade issues of SMEs and is modeled 

after NASDAQ, has generated only 115 listings so far.  By comparison, the small cap board of BSE has several 
thousand listings. 
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secondary markets—needs to take into account the condition of underlying cash markets, the 
risk management capacity of market professionals, and supervisory capacity.  Priority should be 
given to developing the cash markets first. With the exception of support provided in Sri Lanka, 
ADB has usually been mindful of these constraints and has limited its assistance for the 
development of repo markets and the introduction of derivatives instruments to more mature 
markets.  
 
107. ADB assistance for corporate bond market development has not always considered 
interdependencies, proper sequencing, and coordination with other reform efforts and as a 
result has not yet been effective. Improving the physical transactions environment, raising 
disclosure standards, and reducing issuance barriers are key investor concerns that need to be 
addressed to establish a market for corporate debt, as are improvements in the debt recovery 
system. Deficiencies in interest rate policies and fiscal management have affected corporate 
bond market development. Also, ADB assistance has not sufficiently considered supply 
problems. Issues associated with issuance costs for corporate bonds need to be systematically 
assessed. The use of shelf registrations to reduce issuance costs should be considered. Past 
ADB support for securitization even in the more developed markets has had mixed results so 
far.44 The development of securitization markets is a long-term process that will require not only 
an adequate legal environment facilitating the enforcement of underlying assets, but also  
substantial support for related institutions and the structuring of pilot transactions, which will 
have to be coordinated with PSOD. 
 
108. ADB assistance has focused on the development of public markets for corporate bonds. 
However, private placement markets can be appropriate precursors to public markets for 
corporate debt. Support for their development should be considered. Corporate bond markets in 
DMCs have generally been illiquid. Although a number of larger corporates offer debt securities, 
paper has been generally privately placed with institutional investors and is held to maturity.  
Allowing secondary market trading among qualified institutional buyers such as commercial 
banks, insurance companies, pension funds, and sophisticated high-income individual investors 
should be among the policy approaches discussed for enhancing liquidity for privately offered 
corporate bonds. Other than in the Philippines, ADB has not promoted this concept in its 
assistance. ADB efforts to improve market liquidity through the introduction of centralized fixed-
income trading platforms and exchanges have not always been very relevant, given the small 
size of most markets and the nature of bond markets.45 At least in the short to medium term, it is 
unlikely that most corporate bonds in emerging markets will be suitable for active trading in the 
secondary market. The initial policy focus should be on facilitating the development of domestic 
                                                 
44 In Indonesia, policy dialogue supporting the establishment of an institution that issues mortgage-backed securities 

was held in the Republic of Korea to help ease maturity mismatches and liquidity problems experienced by 
commercial banks.  ADB also supported efforts to introduce overall legal and regulatory frameworks for asset-
backed securitization in the PRC, Republic of Korea, Pakistan, and Thailand. Related legislation has so far been 
approved in the Republic of Korea and Thailand. In Thailand, this was complemented by changes in regulations, 
taxation, and accounting requirements that were identified with the help of ADB TA. While securitization has been 
taking off in the Republic of Korea, the market in Thailand is still very small. Ongoing TA is seeking to facilitate a 
few pilot transactions in asset-backed securitization.  

45 Most well developed bond markets have remained decentralized and lack common exchanges in part because of 
the diversity and range of bond issues compared to equities. Trading usually takes place between broker-dealers 
and large institutions in OTC markets. Electronic trading is generally used for small day-to-day trades, but larger 
trades are still conducted by phone. In small markets, large electronic trades would be easily identifiable and could 
affect the behavior of other market participants. Also, potential gains in transaction efficiency might not offset 
additional costs associated with automated trading platforms.  The establishment of fixed-income trading systems 
that trade only corporate securities is not economical. In Pakistan, ADB consultants subsequently recommended 
that the corporate bond trading system proposed under ADB policy dialogue also trade government securities, 
which are more actively traded, to ensure sufficient transaction volumes. The Philippines’ fixed-income exchange is 
being set up to trade government and corporate securities. 
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primary markets. Pricing transparency can also be achieved through mandatory ex-post price 
reporting requirements for privately negotiated trades. In Indonesia, such a requirement resulted 
in increased secondary trading. Other measures that investors consider paramount for the 
development of bond market liquidity are tax incentives and greater diversity of investors. Many 
Asian domestic bond markets are too small and illiquid to attract foreign interest. Accordingly, at 
the early stage of bond market development, considerable attention should be given to the 
development of a domestic institutional investment base. If state-owned institutions dominate 
the institutional investor base, policy dialogue on liberalizing pension funds’ and insurance 
companies’ ceilings for investments in corporate bonds and stocks is unlikely to be effective 
unless the commercial orientation and asset management skills of institutional investors are 
sufficiently strengthened. If the restructuring or privatization of state institutions is not a 
politically feasible option, efforts should focus on creating the enabling environment for private 
pension funds and insurance companies to grow, while providing capacity development support 
to public institutions in professionalizing asset management skills.  
 
109. Need to Adjust International Approaches. Concepts developed for mature markets do 
not always apply or might be difficult to implement in the setting of emerging markets. Examples 
include, among others, demutualization, self-regulatory structures, integrated regulatory 
structures, disclosure-based regulation, open-ended funds, and complex financial products. 
Approaches have to consider country conditions. 
 
110. Demutualization. Demutualization46 has been seen by securities regulators and ADB as 
a means to overcome vested interests in the broker community and improve exchange 
governance and managerial structures, incentives and conditions for commercial decision 
making, new business strategies, and strategic partnerships with other exchanges or capital 
market infrastructure providers. However, although demutualization and conversion into a public 
listed company help unlock members’ equity value of their exchange seat, demutualization has 
not always been fully embraced by the broker communities at large, particularly by smaller 
brokers. As a result, the process is being delayed in countries assisted by ADB in this area, e.g., 
Pakistan and the Philippines.  Most progress has been made by the Philippine Stock Exchange 
(PSE), which has demutualized and converted itself into a for-profit stock corporation. However, 
brokers as a group still own 42% of the voting stock of the exchange—well above the 20% limit 
(for any industry or business group) provided under the Securities Regulation Code despite a 
generally favorable market climate, which should have facilitated further divestments. The 
Philippines example shows that ADB support can help initiate change, but ultimately, 
demutualization will depend on the cooperation of the broker community. It could be argued that 
ownership rights of private parties should not be interfered with, and decisions such as 
demutualization should be left to market forces—in the mature capital markets, demutualization 
has usually been driven by the actions of private parties, including the desire of broker-owners 
to profit from the demutualization transaction and the need to raise funds for technological 
innovations and in response to global competition from other exchanges and nontraditional 
trading markets—with ADB programs focusing on public policy objectives such as adequate 
exchange governance structures, quality of trade execution, and adequate market surveillance 
and self-regulation practices. It needs to be recognized that (i) demutualization is not an end in 
itself—mutual exchanges can operate very well as long as their orientation is commercial, 
whereas demutualized exchanges can also be prone to governance and resource problems, 
particularly in emerging market environments; and (ii) successful demutualization has usually 

                                                 
46 Demutualization is the process of transforming an exchange from a cooperative or mutual form of business 

organization to a for-profit, shareholder-owned corporation. A demutualized exchange may remain a privately 
owned corporation, but generally demutualization is a step on the way to making a public offering and becoming a 
public company. 
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been the result of a consultative and consensus-seeking process, during which regulators 
worked closely with reform-minded forces among the brokers. ADB can assist in this process, 
and also help the regulator with corresponding changes in the regulatory environment.47   

 
111. Use of and Oversight over Self-Regulatory Organizations. ADB and others promoted 
a regulatory model used by many developed markets that involves the delegation of certain 
regulatory and supervisory functions to front-line regulators, usually stock exchanges, who 
determine listing requirements and trading rules, supervise brokers and dealers, and monitor 
trading activities, while regulatory and supervisory oversight is provided by an independent 
regulatory authority. ADB provided assistance for regulators to develop their capacity for proper 
oversight and sought to strengthen self-regulatory mechanisms, which mainly involved policy 
dialogue on stock exchange governance structures, rules and market surveillance systems, and 
assistance. Stock exchange governance and systems have generally improved as a result,48 
although investors see further need for improvement. Success in this area will ultimately depend 
on the quality of regulatory oversight and enforcement, which is influenced by a range of factors 
as pointed out above, and exchange members’ interest in sustainable market growth. The 
optimal level of self-regulation vis-à-vis government regulation is a matter of ongoing debate 
and needs to be decided taking into consideration country conditions.49 Based on limited 
evidence available from the study countries, neither model works well without adequate 
regulatory capacity. If SRO approaches are adopted, attention will also need to be given to 
encouraging competition among brokers including through strengthened capital requirements, 
and the participation of foreign companies.    
 
112. Use of Integrated Regulatory Structures. In line with international trends, ADB has 
supported the creation of integrated regulators that regulate and supervise different types of 
financial institutions. Unlike some developed markets, which opted for a fully consolidated 
regulatory and supervisory structure for banking and nonbanking financial institutions (NBFIs), 

                                                 
47 The impact of demutualization on the regulatory role and arrangement for demutualized exchanges is quite 

substantial and needs to be considered by ADB in advance.  Possible approaches to deal with potential conflict of 
interest problems include transferring the regulatory functions of the exchange to the regulator, to an 
independent/separate entity (as in the case of PSE), or to an industry SRO.  

48 When ADB commenced assistance for capital market development in Pakistan, the Philippines, and Sri Lanka, 
exchanges in these countries were mutually owned and run by brokers and regulated by public entities that had 
very little capacity for supervising their operations. Exchanges were accused of being run mainly for the benefit of 
the broker community where front-running and market manipulation went largely unchecked to the detriment of 
investors. Infrastructure upgrades in assisted countries have improved the dissemination of trading data and 
reduced the scope for market manipulation.  Policy actions under ADB-supported programs also led to a larger 
representation of independent members on the stock exchange boards and to improved stock exchange rules and 
codes. For example, PSE now has a majority of nonmembers on its board and has transferred the functions of 
several board-level committees to PSE management. The former Compliance and Surveillance Group now reports 
to an independent Market Integrity Board. Despite these improvements, an audit of PSE’s self-regulatory function 
identified a number of remaining deficiencies including lack of adequate market surveillance and net capital 
reporting systems, and the absence of meaningful sanctions to deter future market violations. In Pakistan, the 
Islamabad, Karachi, and Lahore stock exchanges have improved their governance structures by increasing the 
share of outside directors on their boards to 40% and by appointing full-time professional and nonbroker chief 
executives. An IMF assessment found that the stock exchanges observe standards of fairness and confidentiality, 
but recommended that they should have more formal and transparent processes for planning and reporting on their 
regulatory work. 

49 In theory, stock exchanges themselves should have sufficient incentives to discourage dysfunctional behavior of 
individual members such as market manipulation, which has the potential to reduce business prospects (i.e., 
trading volumes) for the membership as a whole. However, while self-regulation can be very effective in dealing 
with a few “bad apples,” it has not proven to be suitable for addressing systemic problems. The SRO model is 
based on the premise that industry incentives are aligned with market efficiency. Where incentive systems are not 
properly aligned, competition is weak, and institutional capacity is underdeveloped, this model will not work. Then 
again, relying entirely on public regulation is unlikely to work either under these conditions.   
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ADB has generally been promoting agencies that regulate and supervise NBFIs including stock 
exchanges and other capital market intermediaries and service providers, investment banks, 
pension funds, insurance companies, finance companies, and—in the case of Mongolia—also 
credit cooperatives, usually as a first step to more consolidation at a later stage. An exception 
has been Indonesia, where ADB supported Ministry of Finance proposals to also include 
banking regulation and supervision in the operational scope of the new regulator. The stated 
rationale for the proposed integrated structures has been twofold. In the relatively more 
established markets, the objective has been to facilitate the development of more integrated 
financial market structures, cross-selling, the introduction of new financial products, and the 
development of private pension funds and insurance companies as institutional investors. In the 
smaller transitional economies, which do not have the resources to finance or staff a large 
number of separate regulators, the objectives have been to achieve cost efficiencies through 
shared overhead costs, and to enhance effectiveness through the recruitment of specialist 
accounting, financial, and legal expertise that would not be fully utilized under a fragmented 
regulatory structure. On this basis, ADB-promoted integrated regulatory structures have 
generally been relevant. However, while the proposed integrated regulatory structure is being 
implemented in Mongolia, and a consolidation of regulatory responsibilities for NBFIs has 
recently taken place in Pakistan, there has been resistance in other countries. In Indonesia, 
there has been significant opposition to a fully integrated regulatory and supervisory structure 
for the financial system.50 Considering existing market conditions and characteristics in 
Indonesia at the time, the fully consolidated approach was not strictly necessary.51 For the time 
being, partly as a result of ADB’s policy dialogue, regulatory functions for the nonbank financial 
sector have been integrated under the existing securities regulator, which is seen as a positive 
development by market participants. In Sri Lanka, plans for an NBFI regulator which, based on 
ADB recommendations, also encompasses company registration and accounting/financial 
reporting regulation functions were scrapped due to lack of political buy-in at the time. In the 
case of Mongolia, it is too early to assess whether the new regulator is actually meeting 
expectations and will significantly enhance regulatory capacity or save costs, as it has been 
operating for only a short time. In Pakistan, a new financial services commission covering all 
NBFIs is still being set up. To succeed, such structures will need to demonstrate market 
responsiveness and improvements in governance structures, enforcement powers, and 
resources. An assessment of supervisory capacity and risk management skills needs to drive 
advice on the removal of regulatory barriers. 
 
113. Disclosure-Based Regulation. While ADB support for the move from merit-based to 
disclosure-based regulatory systems has been appropriate for countries with comparatively 
well-developed disclosure and financial reporting standards and practices, high levels of 
investor sophistication and professionalism of advisers to issuers, and effective litigation 
mechanisms for investors, it has been less relevant in markets where conditions are less 
conducive.  In this kind of environment, strengthening the capacity of the regulator for vetting 
prospectuses and supervising disclosure compliance on an ongoing basis would appear to be 
more appropriate. Nevertheless, policy dialogue on discontinuing regulatory approval of issue 
pricing would appear to have been valid. 
 

                                                 
50 The originally proposed structure was not fully supported by all stakeholders, particularly Bank Indonesia and IMF, 

which was concerned that the initially proposed timing would derail concurrent efforts to strengthen banking 
supervision in the aftermath of the Asian financial crisis. 

51 The single regulator model would seem to be most appropriate in mature financial markets that have larger 
numbers of financial conglomerates, or permit universal banking. Regulatory authorities need to reflect the 
structure of the financial service industry, which in turn should take into account risk management and supervisory 
capacity.  



 

 

41

114. Regulation of Market Intermediaries. With regard to the regulation of intermediary 
functions, ADB programs mostly promoted a segmentation of the functions of brokers, dealers, 
and underwriters to avoid conflicts of interest. While in line with best practices, such regulation 
limits the ability of securities firms to organize as full-service securities companies and thereby 
to develop underwriting capacity and distribution networks, which might impede the 
development of small markets. Potential for conflict of interest can also be mitigated through 
proper disclosure requirements and supervision practices. 
 
115. Open-Ended Mutual Funds. The use of open-ended funds in markets with low liquidity 
has been problematic. At the early stage of securities market development, it would normally be 
more appropriate for policy makers to encourage the development of closed-end investment 
funds. Open-ended mutual funds require liquidity, as investors expect to be able to redeem 
shares at a price reasonably close to the net asset value, which is normally determined at the 
end of each trading day.  Further, net asset value is difficult or impossible to determine if there is 
no ready market for the shares of the companies in the mutual fund portfolio. 
 
C. Issues and Recommendations 

116. As the rating of ADB’s assistance for domestic capital market indicates, there is scope 
for improving ADB’s future sector strategies and assistance program. A number of institutional 
issues are highlighted here, and recommendations are made to address them. 
 
117. Improve the Strategic Positioning of Sector Operations. Many key impediments to 
capital market development were not systematically or effectively addressed. Sector 
interventions need to recognize that financial sector development is codependent on the 
existence of a sound macroeconomic framework, conducive investment environment, real 
sector reforms, adequate corporate and financial governance standards and practices, as well 
as a conducive framework for debt recovery. Although ADB support for the establishment of 
regulatory frameworks and market infrastructure was more effective than measures that impact 
on government fiscal/monetary management or measures that are politically sensitive, such as 
those related to privatization, taxation, or the restructuring of institutional investors, particularly 
pension funds, assistance programs that do not address underlying constraints are unlikely to 
have much sustainable impact on market development. Program loans need to find ways to 
address the latter to be effective and have sustainable impact on capital market development. 
Program measures that successfully addressed contextual issues had the biggest market 
impact.  
 
118. There is also a need to phase subsector interventions properly and to carefully consider 
local capacity and potential for capital market development. Certain instruments are not suitable 
for all market environments. High-level longer term sector strategies at the country level can 
improve proper phasing, availability of resources, and consensus building among all 
stakeholders. Holistic approaches, which consider all factors that have a bearing on market 
development, and are based on proper sequencing of interventions, increase the potential for 
successful market development. Country partnership and sector strategies and assistance 
programs have to adequately analyze and address binding constraints in the enabling 
environment for capital market development, particularly in DMCs with significant ADB capital 
market-related operations and/or substantial private infrastructure financing needs. 
 
119. Improve Stakeholder Consultations. For a number of programs, market participants 
felt that their views on policy and regulatory changes or infrastructure development were not 
sufficiently taken into consideration during the reform process, which resulted in measures not 
being effective. While the agendas of regulators and market participants, or for that matter 



        

 

42 

among the various market participants, might differ, reform measures nevertheless need the 
buy-in of a significant number of market players to succeed. Particularly in the more established 
markets, reform measures that involve changes in market structure, demutualization, or 
additional costs for market participants will likely fail without the cooperation of market 
institutions. The joint preparation of a long-term strategy for capital market development, which 
clearly spells out mutual expectations, responsibilities, and accountabilities, is the best way of 
facilitating everybody’s cooperation. Another approach would be to hold public hearings or a 
workshop when designing reform programs expected to have a sizable economic impact on the 
private sector to explore various reform options, determine associated costs and benefits, and 
build stakeholder support. This process works best in a political environment that is not 
characterized by preferential treatment of certain groups of market participants. 
 
120. Support the Adoption of International Standards for Capital Market Development. 
ADB has not systematically utilized standardized assessment frameworks to design and monitor 
regulatory and infrastructure improvements, although these have existed for a number of years 
now, which has made it difficult to judge the effectiveness of ADB support. Most ADB project 
documents (with the exception of recent approval documents for projects in Indonesia, Kyrgyz 
Republic, Philippines, and Viet Nam) and consultant reports produced under ADB TA have not 
made specific reference to how proposed changes would help meet international standards and 
principles. Development efforts in these areas should be measured in terms of compliance with 
relevant IOSCO standards, and design and monitoring frameworks should include them as 
indicators. ADB should consider assistance to facilitate self-assessments by regulators and 
review whether it wants to cooperate with IMF and the World Bank in the preparation of reports 
on the observance of international standards and codes under financial sector assessment 
programs, although the latter will require substantial TA and staff resources.52  Support for self-
assessments should be an integral part of capacity development programs. The availability of 
more standardized assessment would also facilitate coordination with other development 
partners on support for the implementation of international standards and help with the 
monitoring of sector outcomes.   
 
121. Carefully Consider Assistance for Small Markets. Particularly in the smaller DMCs, 
capital markets have not developed to the extent originally envisaged.  On the contrary, trading 
levels have stagnated, and only small amounts of capital have been mobilized through the 
securities markets. Improved implementation of capital market reforms or ADB support would 
likely not have made much difference to this outcome given economies-of-scale constraints.  
However, even in small economies there is a need for long-term finance, in particular bond 
markets. Cost-effective approaches to domestic capital market development will have to be 
identified to facilitate positive net returns on market investments. These could include the use of 
integrated regulatory structures and market infrastructure, as well as a different approach to 
regulatory barriers among different market participants and more emphasis on the development 
of institutional markets. Other alternatives include facilitating listings in the larger foreign 
financial centers, although this will be feasible only for fairly sizable companies that can engage 
an investment banker and shoulder the cost of compliance with international accounting 
                                                 
52 Although among ADB DMCs, only Republic of Korea, Pakistan, and Philippines have undergone formal 

assessments by the World Bank and IMF of their compliance with ISOCO standards, many more countries have 
been undertaking self-assessments.  ADB did contemplate participation in the formal standards review process 
along with the World Bank and IMF, but eventually decided not to do so for lack of staff and TA resources.  There 
has also been resistance on the part of some regulators to subjecting themselves to the scrutiny of external 
assessments, and to the publication of assessment findings.  However, it might have been acceptable and 
appropriate to facilitate self-assessments as part of program preparatory TA for capital market programs that 
involve regulatory changes. Alternatively, as in Indonesia, TA resources could have been utilized to undertake an 
(unpublished) assessment for the benefit of the regulator. 
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standards and corporate governance practices. A regionalization of securities markets can 
provide the scale needed for efficiency and liquidity. Many specialized “back-office” services 
(e.g., data processing, clearing and settlement mechanisms) can be subcontracted 
internationally. Important economies can also be realized by linking or sharing financial 
infrastructure, including public registries, credit bureaus, rating agencies, and the collection and 
analysis of information for off-site supervision of financial institutions. The supervision function 
itself could be regionalized, providing economies of scale, the ability to deploy a larger pool of 
skilled supervisors in time of crisis, and a stronger defense against cross-border contagion of 
financial shocks as well as from political interference by national authorities. Another benefit of 
such regionalization would be the prerequisite mutual recognition of legal and regulatory 
frameworks, financial reporting, auditing, and disclosure standards, and prudential 
requirements. However, although ADB attempted to promote these concepts through 
preliminary studies in Central Asia and South Asia, there have been no follow-up actions. 
Although such arrangements might not be acceptable to national decision makers because they 
would imply some loss of national sovereignty in economic and financial policies, ADB should 
nevertheless look at ways of promoting regional approaches possibly by systematically 
incorporating this topic on the agenda of relevant regional cooperation initiatives supported by 
ADB in line with Strategy 2020.  
 
122. Explore Scope for Assistance at the Regional Level. There are assistance areas for 
capital market development including training, regulatory cooperation, the development of 
regional market infrastructure and cross-border issues and investments that lend themselves to 
being addressed at the regional level. In a number of these areas, ADB has successfully 
supported initiatives of APEC and ASEAN. Doing so has increased the efficiency and 
effectiveness of ADB support for domestic market development.  The exchange of experiences 
and regional policy and regulatory harmonization efforts has provided further impetus for 
domestic reforms.  Areas that can benefit from regional level support should be identified.  At 
the same time, coordination mechanisms for regional and domestic capital market development 
efforts within ADB and DMCs need to be strengthened to ensure synergies.  
 
123. Strengthen ADB Capacity for Capital Market Development Support. In the past, 
most of ADB’s policy dialogue and TA have focused on improving regulatory frameworks for 
securities market operations. ADB’s capacity to address these issues has generally been 
adequate.  However, with changing client requirements, ADB needs to be prepared to address 
more complex market development issues and to assist with the introduction of new financial 
products, wherever appropriate, particularly in the more advanced markets of the region.  ADB 
will also have to build up expertise in bond market development and debt management, which 
underlies the development of government securities markets. ADB needs to recruit well-
qualified staff and consultants to deal with such issues. Consultant and staff remuneration and 
recruitment modalities need to be reviewed to facilitate the engagement of well-qualified 
international and domestic staff and consultants in a market environment that has been 
characterized by increasing remuneration levels. In the interim, attempts should be made to 
identify relevant expertise among staff and provide incentives to share scarce resources across 
departments. 
 
124. Improve Internal Coordination for Financial Sector Operations. Dispersed 
responsibilities for formulating financial sector assistance, compounded by the country-driven 
nature of programming sector assistance, and the distribution of sector expertise across a large 
number of ADB departments have affected ADB's ability to build up institutional sector expertise 
and respond in a consistent and appropriate manner to increasingly complex sector issues the 
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way competitors can.53 This is particularly pertinent for bond market development, where 
activities and responsibilities are handled by the regional departments (assistance for domestic 
bond market development); OREI (assistance for regional bond market development); Treasury 
Department (issuance of local currency bonds in DMCs); PSOD (investments in capital market 
institutions and fixed-income funds, and securitization transactions); Office of Cofinancing 
Operations (guarantees for project bonds, if counter-guaranteed by the government); and 
Economics and Research Department (ERD). 
 
125. Improve the Relevance and Effectiveness of ESW. ADB is just one of many sources 
of knowledge available for the larger and more developed DMCs. ADB can potentially offer 
value addition through objective analysis and advice on policy issues, research, discussion, and 
dissemination of regional experience. However, it needs to systematically enhance its capacity 
in this regard. Noncountry-based ESW efforts have not been coordinated with sector operations, 
and apart from support for Asian bond market initiatives, research on pertinent sector issues 
has been limited to a few studies, which have often looked at experience gained in Western 
markets. There is increasing interest from DMCs to learn from the experience of the more 
developed markets in Asia. There would appear to be a role for ADB to consolidate, analyze, 
and disseminate this information. This also requires increased use of consultants from the 
region. Another useful role for ADB is to facilitate an exchange of experience and views on 
policy and capacity development issues, which are not covered by other regional bodies in the 
context of both national and regional assistance programs. ADB could also play a role in 
supporting the harmonization of regulatory standards in Asia, building on its related support for 
ASEAN countries. 
 
126. Prepare a Financial Sector Strategy. ADB’s Strategy 2020 supports ADB’s continued 
involvement in financial sector operations as a core operational priority.54 At the institutional 
level, ADB does not have any strategy for financial sector development that can effectively 
translate ADB-wide objectives into sector priorities and operational support at the country level. 
Considering ADB’s lack of strategic vision, coherent and comprehensive approach, internal 
coordination, and adequate resources for supporting capital market development in Asia, it 
would make sense to prepare a financial sector strategy to help (i) clarify ADB’s vision for 
capital market development in Asia; (ii) provide a consistent, comprehensive analytical and 
operational framework for ADB sector support that links support for capital market development 
to ADB's broader goals and activities in the financial and other sectors; (iii) determine the scope 
for and focus of ADB capital market development activities in response to DMC requirements 
and emerging sector challenges and international market developments; (iv) develop a results 
framework for sector operations; (v) effectively coordinate various entities within ADB that work 
on financial sector development issues; and (vi) identify corresponding financial, TA, and staff 
resource requirements and deployment. Preliminary work on such a strategy is being 
undertaken by the community of practice finance sector subcommittee. 

                                                 
53 By comparison, the World Bank and IFC have a joint capital markets advisory group that deals with TA for creating 

an enabling policy, legal, and regulatory environment for securities market operations and related training; 
investments in market infrastructure providers; and capacity development and transaction support for market 
participants. The group is actively coordinating with IMF’s Monetary and Capital Market Department on FSAPs, 
and assistance for public debt management and market development, securitization, repo and derivatives markets, 
bond markets in less developed countries, data quality, regionalization, and related knowledge events. 

54 Under that strategy, ADB is to strengthen its support to the finance sector at the regional and national levels by 
helping to develop financial infrastructure, institutions, and products and services, and to continue its assistance for 
building the capacity of financial institutions and their regulators by introducing international best practices in 
cooperation with IMF and the World Bank. At the regional level, ADB will continue to support cross-border bond 
transactions by facilitating the creation of a harmonized regulatory framework, a common credit guarantee 
mechanism, and a regional clearing and settlement system. 
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EVALUATION APPROACH AND RATINGS 

 
A. Evaluation Approach 
 
1. This special evaluation study makes use of deductive top-down assessments to evaluate 
the strategic positioning and impact of ADB’s capital market operations as well as ADB’s 
performance. These are combined with bottom-up assessments of the relevance, effectiveness, 
efficiency, and sustainability of ADB’s project assistance. The methodology and choice of 
assessment categories are broadly based on the sector performance assessment methodology 
proposed in the ADB Guidelines for the Preparation of Country Assistance Performance 
Evaluation (CAPE) Reports, but were adjusted to reflect that this is a standalone special 
evaluation of ADB assistance in a sector across countries, rather than an input into a CAPE. 
More emphasis is given to relevance and less to sector contributions to development results, 
which have been combined with sector impact. See Figure A1.1 for the methodological 
framework for the assessment. 
 
2. The SES was carried out through a combination of desk studies at Asian Development 
Bank (ADB) Headquarters and field studies in selected developing member countries (DMCs). 
The evaluation team undertook: 

(i) desk reviews of ADB documents and working papers and of existing studies on capital 
market development; literature review; and internet search; 

(ii) in-country and international consultations with representatives of governments, 
regulatory agencies, capital market participants and observers, relevant research 
institutions, the private sector (including listed and nonlisted companies), and other 
assistance agencies in the seven study countries, with special attention paid to the views 
of domestic and international capital market participants; and 

(iii) interviews with relevant ADB staff involved in capital market development and reform. 
 

3. The SES is based partly on the findings of country studies of ADB’s capital market 
operations in Indonesia, Mongolia, Pakistan, Philippines, Sri Lanka, and Viet Nam to help 
assess (i) the development effectiveness of a large number of ADB’s project operations; and (ii) 
the strategic positioning and impact of ADB’s operations within a country context as inputs into 
assessments of these areas at the institutional level. This country coverage allowed for the (i) 
direct review of 25 of a total of 37 ADB loans supporting capital market development; (ii) 
inclusion of DMCs at different stages of market development and with different market sizes; 
and (iii) inclusion of DMCs with different economic and legal systems, as these tend to have a 
bearing on capital market development. The inclusion of projects that were approved in the 
early 1990s provided an opportunity to examine the impact and merits of long-term engagement 
in policy dialogue. Particularly for Indonesia, Pakistan, Philippines, and Sri Lanka, ADB 
assistance in the capital market area involved at least three project interventions over a period 
of more than a decade.  This long-term perspective also facilitated an analysis of ADB’s 
responsiveness to changes in global, regional, and national market conditions in its support for 
the formulation and implementation of reform programs. Other countries were not selected as 
study countries as ADB assistance was either limited to technical assistance (e.g., Peoples’ 
Republic of China), too dated (e.g., India in terms of policy support), or of a one off nature (e.g., 
Republic of Korea).   However, experience obtained with ADB assistance in other countries was 
added to complement the analysis, particularly in the bond market area. Data series are 
presented up to the end of 2006 to ensure consistency among study countries for comparison 
purposes. 
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Figure A1.1: ASSESSMENT FRAMEWORK 
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4. Country studies are complemented with findings from a topic-based review of ADB’s 
capital market operations to help (i) ascertain in what areas ADB’s assistance has worked best, 
and (ii) draw meaningful lessons for the design of future sector operations. Topics were chosen 
according to the main areas of ADB sector assistance and include ADB’s support for (i) 
strengthening the legal and regulatory environment for securities market operations, (ii) 
improving market infrastructure, (iii) developing domestic bond markets, and (iv) developing the 
institutional investor base. The SES also considered findings from DMCs not covered under the 
country studies (including, among others, India, Republic of Korea and Thailand) to reflect a 
broader range of different development experiences. ADB’s private equity operations and 
assistance for the development of regional capital markets were not covered under the SES.  
 
B. Limitations 

 
5. The assessment of ADB’s capital market development operations involves a number of 
methodological issues, in particular attribution problems. Particularly for some of the larger 
DMCs, ADB support often accounted for only a small share of the resources utilized to pursue 
capital market development. In such cases, it can be difficult to establish credible linkages 
between ADB’s policy dialogue and technical assistance at the country level and their impact on 
market development.  For this reason, assessment of impact assessed progress made with 
capital market development in a given country, and considered ADB’s relative contributions and 
value addition to this process. This approach assumes that impact would potentially be higher in 
countries where ADB’s sector operations have greater depth and breadth.  
 
6. Moreover, the achievement of sector impacts not only will depend on the effectiveness 
of adopted capital market strategies and approaches, but is also a function of external factors 
including overall economic performance, the development of the financial and legal system, the 
country’s business environment, and changes in the global and regional economic environment 
and their impact on international portfolio investment decisions. It is conceivable that a reform 
program is successful, but for a number of reasons, funds have exited the domestic market—
the economy is at the bottom of a business cycle, poor macroeconomic management has 
triggered a lower country credit rating, or global financial institutions have fled emerging markets 
due to unrelated global events. As commonly available quantitative performance benchmarks 
such as market capitalization, new issues of securities listed, and the market turnover ratio can 
be highly sensitive to the condition of the economy, they might indicate negative developments 
regardless of reform achievements. The Operations Evaluation Mission, therefore, based 
assessments of impact on an analysis of long-term market trends, rather than on current market 
conditions.  In addition to market size in assessing impact, emphasis was given to liquidity 
indicators, particularly the ratio of trade transactions to GDP, as studies have shown that the 
relationship between liquidity and economic growth remains strong even after controlling for 
inflation, fiscal policy, political stability, the efficiency of the legal system, exchange rate policy, 
and openness to international trade1 
 
7. Counterfactuals were drawn mostly from an analysis of pre- and post-assistance 
indicators, as well as from cross-country comparators for specific assistance areas to the extent 
feasible.  However, in the absence of comparable evaluation results for the capital market 
assistance of other development partners, and given the different conditions across DMCs, 
meaningful comparisons with relevant performance benchmarks inside and outside the region 
were generally not possible.  
 
                                                 
1  Ross Levine.  Stock Markets, Economic Development, and Capital Control Liberalization, in Perspective Vol. 3, No. 

5 December 1997. Washington DC. 
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C. Performance Ratings 
 
8. The overall performance rating is calculated on the basis of aggregated top-down 
country ratings (50% weighting) and aggregated bottom-up country ratings (50% weighting). 
Strategic positioning, impact, and ADB performance are weighted at 20%, 20%, and 10% of the 
overall performance rating, respectively. Each of these rating categories is derived from the 
relevant ratings of the country studies, which are complemented by ADB-wide analysis, 
particularly in the areas of positioning and performance, which also reflect institutional in 
addition to country-specific issues. Bottom-up ratings have been assessed looking at the 
performance of ADB’s entire sector assistance program in country, rather than through simple 
aggregation of individual project ratings. More emphasis is given to the relevance, effectiveness, 
and sustainability of ADB transactions (15%, 20%, and 10% weighting, respectively) than to 
efficiency (5% weighting), given the program lending nature of most sector assistance. Ratings 
for topics areas are assigned to assess relative performance, but are not included in the overall 
performance ratings to avoid double-counting. Project ratings only reflect evaluation findings for 
capital market-related assistance components in reviewed loan and TA projects. TA ratings 
account for one third of project ratings. 
 

Table A1.1: Assessment of Strategic Positioning of Sector Assistance 
 

 Indonesia Mongolia Pakistan Philippines Sri Lanka Viet Nam 
Strategic 
Direction/Vision 

Modest 
(high) 

Modest  Modest 
(high) 

Modest 
(high) 

Modest  Modest 
(high) 
 

Selectivity Modest 
(high) 

Modest 
 

Modest 
(high) 

Modest Modest 
(high) 

Substantial 
 (high) 

Sequencing Modest 
(high) 

Modest 
 

Substantial 
 

Substantial Modest Substantial 
 

Aid 
Coordination 

Substantial Substantial Substantial Substantial Substantial Substantial

Source: Operations evaluation team. 
 

Table A1.2: Impact and ADB Value Addition in Study Countries 
 

 Indonesia Mongolia Pakistan Philippines Sri Lanka Viet Nam 
Increase in 
market size 

Substantial  Negligible/Modest Modest Substantial Modest Substantial 

Increase in 
market liquidity 

Modest/ 
Substantial 

Negligible Substantial Modest Modest Modest 

Fund 
mobilization 

Substantial Negligible/ 
Modest 

Modest Modest/ 
Substantial 

Modest Modest 

Asset 
diversification 

Substantial Negligible Substantial Substantial Modest Modest 

Improvement of 
regulatory  
capacity  

Modest Modest Substantial Substantial Modest Modest 

Impact Modest/ 
Substantial 

Negligible/ 
Modest 

Modest/ 
Substantial 

Modest/ 
Substantial 

Modest Modest 
 

ADB 
contributions to     
policy reforms  

 Modest/ 
Substantial 

Modest/ 
Substantial 

Modest/ 
Substantial 

Modest Modest/ 
Substantial 

Modest 

ADB 
contributions to    
institutional    

 Modest/ 
Substantial 

Modest Substantial Substantial Modest Modest 



Appendix 1       49 

 

development  
Resource 
transfer for 
sector 
development 

 Substantial Substantial Substantial Substantial Substantial Substantial 

ADB Value 
Addition 

 Modest/ 
Substantial 

Modest/ 
Substantial 

Substantial Substantial Modest/ 
Substantial

Modest 

Source: Operations evaluation team. 
 

Table A1.3: ADB Performance 
 

 Indonesia Mongolia Pakistan Philippines Sri Lanka Viet Nam 
Staff 
Capacity 

Satisfactory 
 

Partly 
satisfactory 
 

Satisfactory 
 

Satisfactory 
(low) 
 

Satisfactory 
 
 

Satisfactory 
 
 

Consultant 
Performance 

Satisfactory 
 
 

Partly 
satisfactory 
(high) 

Satisfactory 
 

Satisfactory 
 

Satisfactory 
 

Satisfactory 
 

Quality of 
ESW 

Satisfactory 
(low) 

Partly 
satisfactory 
(high) 

Satisfactory 
(low) 
 

Satisfactory 
 

Satisfactory 
(low) 

Satisfactory 
 

  ESW = economic and sector work. 
  Source: Operations evaluation team. 

 
Table A1.4: Summary Performance Ratings of Country Studies 

 
 Indonesia Mongolia Pakistan Philippines Sri 

Lanka
Viet 
Nam 

   

 Rating (0-
3)∗  

Rating (0-
3)∗  

Rating 
(0-3)∗  

Rating (0-
3)∗  

Rating 
(0-3)∗  

Rating 
(0-3)∗  

Average 
Rating 

Weight Total 
Score 

Bottom-Up 
(Program) 
Rating 

      1.6 0.5 0.81 

Relevance 1.7 1.5 2.0 2.0 1.8 2.0 1.8 0.15 0.27 
Effectiveness 1.4 1.4 1.6 1.7 1.6 1.7 1.6 0.2 0.31 
Efficiency 1.6 1.1 1.7 1.7 1.4 1.7 1.5 0.05 0.08 
Sustainability 1.6 1.0 1.0 2.0 1.4 2.0 1.5 0.1 0.25 
 Rating (0-

3) a 
Rating (0-
3) a 

Rating 
(0-3) a 

Rating (0-3) 
a 

Rating 
(0-3) a 

Rating 
(0-3) a 

   

Top-Down 
(Institutional) 
Rating 

      1.5 0.5 0.74 

Strategic 
positioning 

1.6 1.2 1.7 1.5 1.4 1.7 1.5 0.2 0.30 

Impact 1.7 0.7 1.7 1.7 1.1 1.1 1.3 0.2 0.26 
ADB 
performance 

1.8 1.3 1.9 1.8 1.9 1.9 1.8 1.0 0.18 

Total 1.6 1.2 1.7 1.8 1.5 1.7   1.6 
∗Bottom-Up Ratings range from 3 to 0 comprising relevance: >2.7=highly relevant, >1.6<2.7=relevant, partly 

relevant, <0.8=not relevant; effectiveness: >2.7=highly effective, >1.6<2.7=effective, >0.8<1.6=less effective, 
<0.8=not effective=0; efficiency: >2.7=highly efficient, >1.6<2.7=efficient, >0.8<1.6= less efficient, <0.8=not 
efficient; sustainability: >2.7=highly likely >1.6<2.7=likely, >0.8<1.6= less likely, <0.8=not likely. 

a Top-Down Ratings range from 3 to 0: >2.7=High, >1.6<2.7=substantial, >0.8<1.6= modest, <0.8=negligible. 
 Total ratings: >2.7=highly successful, >1.6<2.7=successful, >0.8<1.6=partly successful, <0.8=unsuccessful. 
Source: Operations evaluation team. 
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DATA ON CAPITAL MARKET DEVELOPMENT PROJECTS 
 

Table A2.1: Loans with Capital Market Components (1986-2006) 
 

Loan No. Project/Program Title DMC Year 
Approved 

Amount 
($ million) 

PCR 
Rating 

PPER 
Rating 

OEM 
Rating 

1 0896 Second Development Finance SRI 1988 40.0 S ---  
2 0938/

0939 
Financial Sector Program INO 1988 200.0 S --- * PS 

3 1051 Financial Sector Program SRI 1990 80.0 ---* PS S 
4 1090 Third Development Finance SRI 1991 50.0 GS ---  
5 1160 Second Financial Sector Program INO 1992 250.0 GS --- S 
6 1208 Financial Sector Program IND 1992 300.0 S S  
7 1223 Second Development Finance INO 1993 200.0 U PS  
8 1363 Capital Market Development 

Program 
PHI 1995 150.0 PS PS PS 

9 1371 Financial Sector Intermediation 
Loan  

PAK 1995 100.0 PS US S 

10 1408 Capital Market Development 
Program 

IND 1995 250.0 GS S  

11 1485
(SF) 

Financial Sector Program VIE 1996 90.0 S S S 

12 1576/
1577 

Capital Market Development 
Program-with Capacity Building of 
the Securities Market 

PAK 1997 255.0 S S/PS S/PS 

13 1580
(SF) 

Capital Market Development 
Program 

BAN 1997 80.0 PS PS  

14 1589 Pension Reform Program KAZ 1997 100.0 PS S  
15 1600 Financial Markets Reform Program THA 1997 300.0 S ⎯  
16 1601 Financial Sector Program  KOR 1997 4,000.0 HS HS  
17 1608 Financial Sector Program SAM 1998 7.5 S   
18 1618 Financial Governance Reforms: 

SDPL 
INO 1998 1,400.0 S ⎯ S 

19 1620 Financial Governance Reforms: 
Capacity Building for Financial 
Governance 

INO 1998 50.0 S ⎯ PS 

20 1723
(SF) 

Financial Intermediation and 
Resource Mobilization Program 

KGZ 1999 35.0 S ⎯  

21 1743
(SF) 

Second Financial Sector Program MON 2000 15.0 S S  

22 1800 Private Sector Development 
Program 

SRI 2000 85.0 S ⎯ S 

23 1858 Nonbank Financial Governance 
Program 

PHI 2001 75.0 S ⎯ S 

24 1859
(SF) 

Financial Sector Program CAM 2001 10.0 ⎯ ⎯  

25 1932
(SF) 

Second Financial Sector Program VIE 2000 50.0 ⎯ ⎯ S 

26 1955 Financial (Nonbanks) Markets and 
Governance Program 

PAK 2002 260.0 ⎯ ⎯ PS 

27 1957
(SF) 

Strengthening Regulation, 
Enforcement, and Governance of 
Nonbank Financial Markets 

PAK 2002 3.0 ⎯ ⎯ S 

28 1965 Financial Governance and Social 
Security Reform Program 

INO 2002 250.0 S ⎯ PS 
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29 2003 Second Nonbank Financial 
Governance Program 

PHI 2003 150.0 S ⎯ S 

30 2118 Second Financial Sector Program VIE 2004 35.0 --- --- S 
31 2138 Financial Markets Program for 

Private Sector Development 
SRI 2004 60.0 --- ---  

32 2218 Financial Regulation and 
Governance Program 

MON 2005 10.0 --- ---  

33 2224 Banking Sector and  Capital Market 
Development 

KGZ 2005 15.5 --- ---  

34 2232 Improvement of Capital Market and 
Insurance Governance Project 

BAN 2006 3.0 --- ---  

35 2278 Financial Market Regulation and 
Intermediation Program 

PHI 2006 200.0 --- ---  

36 2279/
2280 

Financial Sector Development 
Program  

BHU 2006 13.0 --- ---  

     9,172.0    
NOTE: OEM ratings in bold apply to the entire project. Other OEM Ratings only cover capital market-related project 
components.  

⎯ = not available, DMC = developing member country, GS = generally successful, HS = highly successful, OEM= operations evaluation 
mission, PCR = project/program completion report, PPAR = project/program performance audit report, PS = partly successful, S = successful, 
SDPL = sector development program loan, SF = Special Funds resources. No overall rating assigned; no sufficient information due to timing of 
evaluation. 
Source: Asian Development Bank database, operations evaluation mission. 
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Table A2.2: Technical Assistance for Domestic Capital Market Development (1986-2006) 
 

TA No. Technical Assistance Name DMC Year 
Approved 

Approved
Amount 
($ ‘000) 

TCR 
Rating 

TPER 
Rating 

OEM 
Rating 

1 0778 Study of Development of 
Capital Market 

FIJ 1986 71.0 NR —  

2 0856 Financial Sector Review INO 1987 90.0 NR —  
3 0860 Study of Thai Agri-Business 

Venture Capital Company 
THA 1987 40.0 NR —  

4 0875 Pakistan Venture Capital 
Limited 

PAK 1987 60.0 NR —  

5 0878 Feasibility Study for 
Establishing a Mutual Fund 

PHI 1987 75.0 NR —  

6 0958 Study of the Venture Capital  
Industry 

PHI 1987 75.0 NR —  

7 0977 Study on Establishment of 
Indonesian Venture Capital 
Company and Detailed 
Evaluation of PT Bahana 

INO 1988 75.0 NR —  

8 1023 Establishment of a Domestic 
Unit Trust 

SRI 1988 230.0 S — PS 

9 1024 Institution-Building for Capital 
Development and Investment 
Co. Ltd 

SRI 1988 100.0 PS —  

10 1025 Establishment of an Investors’ 
Compensation Fund and 
Workshop Training in 
Securities 

SRI 1988 170.0 S — S 

11 1090 Study Relating to Securities 
Market Development 

INO 1989 500.0 S S S 

12 1096 Study on Development of a 
Secondary Market for Fixed-
Income Securities 

PAK 1989 176.0 PS — PS 

13 1108 Feasibility Study of 
Establishing a Venture Capital 
Company 

SRI 1989 75.0 NR —  

14 1184 Establishment of a Rating 
Agency 

MAL 1989 100.0 NR —  

15 1236 Institutional Building of the 
Corporate Law Authority and 
Study of the Mutual Fund 
Industry 

PAK 1989 310.0 __* —  

16 1319 Development of the Venture 
Capital Industry 

INO 1990 92.0 NR —  

17 1324 Assistance in the Regulation of 
Securities Market 

THA 1990 265.0 — —  

18 1351 Capital Market Development BAN 1990 100.0 NR —  
19 1364 Training in Stock Market 

Automation 
THA 1990 100.0 NR —  

20 1419 Study of the Regulatory 
Framework of the Securities 
Market 

SRI 1990 292.0 __* PS PS 

21 1516 Development of Securities 
Market 

PRC 1991 600.0 — —  
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TA No. Technical Assistance Name DMC Year 
Approved 

Approved
Amount 
($ ‘000) 

TCR 
Rating 

TPER 
Rating 

OEM 
Rating 

22 1531 Securities Market 
Development-Phase II 

INO 1991 592.0  — PS 

23 1536 Adviser to Mongolian Stock 
Exchange 

MON 1991 100.0 NR —  

24 1542 Training for the Mongolian 
Stock Exchange 

MON 1991 95.0 NR —  

25 1563 Development of the Mutual 
Fund Industry 

IND 1991 350.0 — — S 

26 1638 Development of a Corporate 
Bond Market 

PHI 1991 100.0 
 

NR —  

27 1640 Stock Market Development PHI 1992 585.0 — — HS 
28 1641 Institutional Strengthening of 

the Securities Exchange 
PHI 1992 589.0 — — S 

29 1689 Capital Market Development NEP 1992 186.7 GS —  
30 1699 Capital Market and Stock 

Exchange Center 
Development 

BHU 1992 224.2 GS   

31 1748 Establishment of a National 
Securities Trading System 

PRC 1992 100.0 NR —  

32 1815 Capital Market Development MAL 1992 250.0 — —  
33 1843 Mechanism for Tendering 

Government Paper 
LAO 1993 85.0 NR —  

34 1855 Institutional Strengthening of 
the Financial Sector 

MON 1993 595.0  — PS 

35 1883 Credit Rating Seminar PRC 1993 99.0 NR —  
36 1887 Regulation and Supervision of 

Securities Markets 
PRC 1993 600.0 GS —  

37 1943 Institutional Strengthening of 
the Securities and Exchange 
Company 

BAN 1993 588.5 GS —  

38 2033 Study in the Insurance Industry 
and Pension and Provident 
Fund Operations in 
Bangladesh 

BAN 1993 577.0 PS —  

39 2045 Audit, Valuation and Study of 
Restructuring Options for the 
Investment Corporation of 
Bangladesh 

BAN 1993 479.0 PS —  

40 2046 Development of the Capital 
Market 

FIJ 1993 450.0 GS —  

41 2063 Financial Markets 
Development 

VIE 1994 600.0 PS PS S 

42 2355 Establishment of a Credit 
Rating Agency 

SRI 1995 261.0 GS — S 

43 2357 Institutional Strengthening of 
the National Stock Exchange  

IND 1995 99.9 NR —  

45 2393 Capital Market Development PAK 1995 865.0 GS GS S 
46 2420 Financial Sector Advisory 

Services 
KAZ 1995 600.0 S —  

47 2443 Strengthening the Regulatory 
Framework for the Trust and 
Investment Industry 

PRC 1995 90.0 NR   

48 2512 Integration of Securities 
Markets 

PRC 1995 600.0 GS —  
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TA No. Technical Assistance Name DMC Year 
Approved 

Approved
Amount 
($ ‘000) 

TCR 
Rating 

TPER 
Rating 

OEM 
Rating 

49 2680 Capital Market Development 
Authority 

FIJ 1996 600.0 S —  

50 2825 Capital Market and Insurance 
Law Reform 

PAK 1997 100.0 NR   

51 2830 Establishment of an 
Automated Central Depository 
System 

BAN 1997 100.0 S —  

52 2834 Capital Market Development II NEP 1997 596.0 — —  
53 2865 Restructuring of Public Sector 

Mutual Funds 
PAK 1997 800.0 S — S 

54 2867 Reform of Pension and 
Provident Funds 

PAK 1997 600.0 PS  PS 

55 2902 Capacity Upgrading of 
Financial Sector Infrastructure 
and Entrepreneurial Dev’t 

BHU 1997 500.0 S —  

56 2913 Capacity Building of Securities 
and Exchange Commission 
and Stock Exchanges 

BAN 1997 1,100.0 PS —  

57 2956 Strengthening Information 
Disclosure and Compliance 

THA 1997 440.0 PS —  

58 2957 Asset Securitization THA 1997 410.0 PS —  
59 3032 Legislation Drafting Support for 

PRC Securities Law 
PRC 1998 150.0 NR   

60 3116 Reform of Pension and 
Provident Funds 

INO 1998 870.0 S   

61 3119 Regulatory Reforms in the 
Insurance Industry  

INO 1998 800.0 S   

62 3134 Pension Reform UZB 1998 850.0 S   
63 3135 Financial Sector Regulation 

and Governance 
NEP 1998 150.0 NR —  

64 3147 Financial Markets 
Development Program 

VIE 1998 980.0 NR —  

65 3148 Pension Reform PRC 1998 2,400.0 S   
66 3157 Formulation of a Financial 

Sector Reform Strategy 
MAL 1999 2,250.0 — —  

67 3239 Institutional Strengthening of 
the Financial Sector 

KGZ 1999 600.0 HS —  

68 3245 Nonbank Financial Sector 
Development 

PHI 1999 2,000.0 S — S 

69 3304 Capacity Building of the 
Capital Markets’ Regulatory 
System 

PRC 1999 1,000.0 S —  

70 3367 Reform of the Private Pension 
and Provident Funds System 
Reform and the Employee’s 
Provident Fund Organization 

IND 1999 1,000.0 S   

71 3459 Strengthening Financial Sector 
Development 

MON 2000 600.0 PS — PS 

72 3460 Policy and Operational 
Support and Capacity Building 
for the Insurance Regulatory 
and Development Authority 

IND 2000 800.0 S   

73 3467 Financial Sector Development 
Program 

CAM 2000 800.0 NR —  



Appendix 2      55 

 

TA No. Technical Assistance Name DMC Year 
Approved 

Approved
Amount 
($ ‘000) 

TCR 
Rating 

TPER 
Rating 

OEM 
Rating 

74 3473 Development of Secondary 
Debt Market 

IND 2000 600.0 S —  

75 3484 Corporate Governance Reform INO 2000 300.0 S —  
76 3533 Capacity Building of the 

Securities and Exchange 
Commission and Selected 
Capital Market Institutions 

BAN 2000 850.0 PS —  

77 3559 Enhancing Capital Market 
Depth for Preparing Capital 
Market Development Program 
II 

PAK 2000 150.0 NR —  

 3567 Governance and Institutional 
Support for Private Sector 
Development 

SRI 2000  PS  PS 

78 3562 Corporate Governance Reform 
Program 

UZB 2000 700.0 PS —  

79 3590 Pension and Insurance Sector 
Project 

BAN 2000 600.0    

80 3620 Development of a Financial 
Services Supervisory 
Institution 

INO 2001 1,700.0 S — PS 

81 3687 Financial Sector Review BHU 2001 300.0 S —  
82 3696 Capacity Building for Capital 

market Development and 
Corporate Governance  

PAK 2001 600.0 S — S 

83 3773 Strengthening Regulatory and 
Market Governance 

PHI 2001 1,000.0 HS — S 

84 3787 Central Depository Capacity 
Building 

BAN 2002 150.0 NR —  

85 3847 Strengthening the Anti-Money 
Laundering   

PHI 2002 1,000.0 S —  

86 3849 Development of an Anti-Money 
Laundering Regime 

INO 2002 1,500.0 S —  

87 3850 Establishment of a Financial 
Services Authority 

INO 2002 1,500.0 ---- — S 

88 3905 Strengthening the Capacity of 
the Royal Monetary 
Authority/Royal Securities 
Exchange of Bhutan 

BHU 2002 334.0 S —  

89 3987 Strengthening Corporate and 
Financial Governance  

TAJ 2002 580.0 PS —  

90 4010 Reform of the Mutual Funds 
Industry 

IND 2002 800.0 S —  

91 4035 Capacity Building for Non-
Bank Financial Institutions 

VIE 2002 1,000 S — S 

92 4069 Financial Sector Program II KGZ 2003 600.0 — —  
93 4146 Development of the Capital 

Market 
UZB 2003 200.0 S —  

94 4168 Support for Nonbank Financial 
Governance 

PHI 2003 500.0 — — S 

95 4202 Demutualization and 
Consolidation of Indian Stock 
Exchanges 

IND 2003 150.0 NR —  
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TA No. Technical Assistance Name DMC Year 
Approved 

Approved
Amount 
($ ‘000) 

TCR 
Rating 

TPER 
Rating 

OEM 
Rating 

96 4203 Regulation and Supervision of 
Derivative Instruments  

IND 2003 150.0 NR —  

97 4226 Pension Reforms for the 
Unorganized Sector 

IND 2003 1,500.0    

98 4236 Preparing the Third Financial 
Sector Program 

MON 2003 500.0 — — S 

99 4246 Financial Markets Governance 
Program 

KGZ 2003 550.0 — —  

100 4290 Capacity Building for the 
Financial Sector and Capital 
Markets 

VIE 2003 250.0 — — S 

101 4321 Strengthening Governance of 
Securities Trading Markets 

PHI 2004 250.0 — — S 

102 4421 Implementing Products and 
Services for the Domestic Debt 
Market 

SRI 2004 1,700.0 — —  

103 4615 Financial Sector and Non-
Bank Financial Institutions 
Reform Program 

BHU 2005 500.0 — —  

104 4618 Development of Asset-Backed 
Securities Market and 
Restructuring of Asset 
Management 

PRC 2005 1,000.0 — —  

105 4732 Financial Sector Development 
Program III 

VIE 2005 900.0 — —  

106 4737 Capacity Building for Financial 
Sector Reform 

MON 2005 900.0 — —  

107 4747 Supporting Banking Sector 
and Capital Market 
Development Program 

KGZ 2005 600.0 — —  

108 4826 Supporting the Implementation 
of the Capital Market 
Development Master Plan 

THA 2006 750.0 — —  

109 4884 Strengthening Regulation and 
Governance 

PHI 2006 800.0 — —  

       59,917.0    
NOTE: OEM ratings in bold apply to the entire project. Other OEM Ratings only cover capital market-related project components.   
— = No overall rating assigned; no sufficient information due to timing of evaluation 
ADB = Asian Development Bank, DMC = developing member country, GS = generally successful, HS = highly successful, NR= not required, OEM= 
operations evaluation mission. PS = partly successful, S = successful, TA = technical assistance, TCR= technical assistance completion report, 
TPER = technical assistance performance evaluation report. 
Source: Asian Development Bank database, Operations evaluation mission. 
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Table A2.3:  Non-Fund Capital Market-Related Investments 
 

Project No./Project Title 
 

Date Approved Amount  
($ million) 

Status 

1. 7016-IND: Industrial Credit and Investment 
Corporation of India Ltd. (investment in Credit 
Rating Information Services of India Limited 
(CRISIL) and under line of equity to ICICI) 

29 October 1987 0.387 
(for 

CRISIL) 

Closed 

2. 7044-INO: PT Asian Development Securities Co. 19 December 1989 1.2  Closed 
3. 7094-THA: Thai Rating and Information Services 

Co. Ltd 
9 November 1993 0.2 Active 

4. 7110-REG: Asian Securitization and Infrastructure 
Assurance Ltd. 

5 September 1995 20.0 Closed 

5. 7121-IND: SBICAP Securities Ltd. 19 December 1995 4.3 Cancelled 
6. 7122-IND: SBI Gilts Ltd. 19 December 1995 4.5 Active- 

ongoing 
negotiation 
with State 
Bank of 
India on 
pending 
sale of 
ADB 

shares 
7. 7147-REG: Asian Securitization and Infrastructure 

Assurance (Pte.) Ltd. 
18 June 1998 20.0 Cancelled 

8. 7148-INO: Secondary Mortgage Facility 25 June 1998 3.0 Cancelled 
9. 7177-BAN: Central Depository Bangladesh Limited 15 August 2002 0.5 Active- 

divestment 
targeted in 
Sept 2009 

10. 7180-IND: Mortgage Credit Guarantee Co. 26 November 2002 10.0 Active 
11. 7206/2155-PHI: National Home Mortgage Finance 

Corporation NPL Disposition 
17 December 2004 34.0 Active 

12. 7239-INO: Acquisition and Securitization of Motor 
Loan Portfolios by Deutsche Bank 

26 July 2006 10.0 Active 
 ADB= Asian Development Bank.    
 Source: Asian Development Bank database. 
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Table A2.4:  Economic and Sector Work Related to Domestic  
Capital Market Development 

 
Books, Studies and Reports Date 

approved/published 
1. Mortgaged-Backed Securities Markets in Asia  1999 
1. Rising to the Challenge in Asia: A Study of Financial Markets: Volume 1 (An 

Overview); Volume 2 (Special Issues); Volume 3 (Sound Practices); Volume 
4 (PRC); Volume 5 (India); Volume 6 (Indonesia); Volume 7 (Republic of 
Korea); Volume 8: (Malaysia); Volume 9 (Pakistan); Volume 10 (Philippines); 
Volume 11 (Thailand); Volume 12 (Viet Nam)   

June 1999 

2. Corporate Governance and Finance in East Asia: A Study of Indonesia, 
Republic of Korea, Malaysia, Philippines and Thailand: Volume 1 
(Consolidated Report); Volume 2 (Country Studies)   

2000 

3. Financial Sector Development in the Pacific DMCs-    Volume 1 (Regional 
Report); Volume 2 (Country Studies)    

September 2001 

4. Development of the Secondary Debt Market in India  December 2001 
5. Cambodia: Financial Sector Blueprint for 2001-2010  December 2001 
6. Demutualization of Stock Exchanges: Problems, Solutions and Case Studies 2002 
7. Local Government Finance and Bond Markets 2003 
8. Manual on Countering Money Laundering and the Financing of Terrorism March 2003 
9. Viet Nam Capital Market Roadmap: Challenges and Policy Options  September 2003 
10. Harmonization of Bond Market Rules and Regulations in Selected APEC 

Economies 
November 2003 

11. Developing the Market for Local Currency Bonds by Foreign Issuer: Lessons 
from Asia  

February 2005 

12. Sri Lanka: Financial Sector Assessment  October 2005 
13. Financial Sector Development Study in Cambodia 2006-2015 September 2006 
Working Papers  
14. Bond Market Development in East Asia: Issues and Challenges, ERD 

Working Paper #35  
January 2003 

15. Banks and Corporate Debt Market Development, ERD Working Paper #67 April 2005 
APEC = Asia-Pacific Economic Cooperation, DMC = developing member countries, ERD = Economics and Research Department. 
Source: Asian Development Bank database. 
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Figure A2.1: ADB Lending for Capital Market Development 
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ADB ASSISTANCE BY CAPITAL MARKET COMPONENT 

 
Table A3.1: Capital Market-related Policy Instruments/Measures used by ADB in Study Countries 

 
Factors affecting demand 

for securities 
Factors affecting supply Policy instrument/other measures 

(DMCs for which ADB provided related assistance) 

Overall economic growth prospects  Overall economic growth prospects 
 

Macroeconomic/monetary policies 
Creation of a conducive business and investment environment (MON,SRI,VIE) 

croeconomic stability Macroeconomic stability Macroeconomic/monetary policies 

Growth prospects of specific 
industries  

Growth prospects of specific 
industries  

Policies at sector/industry level  

Attractiveness of individual 
stocks/bond issues  

Company funding needs and 
prospects 

 

Low risk of unforeseen events 
disrupting growth (e.g., political 
instability, policy reversals) 

Low risk of unforeseen events 
disrupting growth (e.g., political 
instability, policy reversals) 

 

Country credit rating Country credit rating  See above 

Valuations vs. developed markets   

Interest rates Interest rates Monetary policies 

Attractiveness 
of underlying 
fundamentals 

 Fiscal needs and debt 
management  

Fiscal management, public debt management frameworks (INO,SRI, VIE) 

Quality of regulation and enforcement 
 

 Securities law and regulations and capacity of regulator in line with IOSCO 
principles (INO, MON, PAK, PHI, SRI,VIE) 

Protection of minority shareholders  
 

Adequate powers for majority 
shareholders 

Equitable treatment of shareholder and appropriate takeover provisions in 
securities law and regulations 
Adequate corporate governance standards and practices and company law 
provisions with appropriate anti-directors rights (INO, PAK, VIE) 

  Reliability of available financial  and 
other      relevant  corporate 
information 

Costs associated with financial 
disclosure and reporting 
requirements 

Financial accounting and audit requirements and practices in line with 
international standards for listed companies (INO, MON, PHI,VIE) 
Adequate disclosure requirements 
Establishment of credit rating services and policies encouraging their use (INO,SRI

Quality of overall legal environment 
(e.g., fair and effective arbitration, 
adequate property rights, creditors’ 
rights,  and enforcement) 

 Legal/judicial reforms in relevant areas (INO, MON) 

Level of access for foreign players  Removal of restrictions on foreign ownership in and management of companies 
and financial institutions 
Removal of tax distortions (PAK, SRI) 

Regulatory 
environment  

Development of institutional investors  Introduction of private pensions ( MON, SRI) 
Management of private pensions by insurance companies (INO) 
Appropriate investment regulations for pension funds and insurance industry 
(INO, MON, PAK, PHI, SRI) 
Regulatory framework for collective investment schemes (INO,MON, PAK,PHI, 
SRI, VIE) 
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Market size 
 

Market size  Improvements in investment climate 
Tax incentives for listed companies (MON, PAK) 
Divestment of SOEs (INO, MON, PAK, SRI)  
Bond issues by public utilities, SOEs, financial institutions (INO, SRI) 
Introduction of legal/regulatory framework for securitization (SRI) 

Market liquidity 
 

Market liquidity Increase in public float through changes in minimum requirements/other 
incentives  (INO) 
Adequate liquidity mechanisms (short-selling, repurchase arrangements) (PAK) 
Availability of hedging mechanisms and instruments (PAK, SRI) 
Development of primary dealer system (INO, PAK, SRI) 

Net return on alternative savings 
vehicles 
 

Pricing and availability of 
alternative funding sources 

Removal of tax  and interest rate distortions between securities and alternative 
savings vehicles (IND, INO, PAK, PHI, SRI)  
Appropriate prudential limits for connected lending (INO, MON) 
Removal of tax distortions between government and corporate bonds (INO) and 
between bonds and other investment instruments (PAK, PHI) 

 Availability of pricing comparators Development of a benchmark yield curve (INO, PAK, PHI, SRI, VIE) 
Reliability of pricing information  Adequate trading infrastructure (INO, MON, PAK, VIE) 

Regulation of OTC market (PAK, VIE),  
Pricing disclosure mechanisms and requirements (IND, INO, PAK) 
Appropriate auction mechanisms for government securities  

 Issuance costs Removal/reduction of stamp duties (PHI) 
Reduction of unnecessary regulatory costs through appropriate listing rules and 
processes including shelf-registration (PHI) 

 Compliance costs Similar financial disclosure and regulatory requirements for listed and large 
unlisted public companies (SRI, VIE) 

Low costs of trading (commissions, 
stamp duties, clearing costs, etc.) 
 

 Removal/reduction of turnover taxes/stamp duties (PHI) 
Removal of unnecessary regulatory impediments to competition among market 
intermediaries 
Efficient market infrastructure ((INO, MON, PAK, VIE)) 

Reliability of settlement (e.g. low risk of
default or delays) 

 Adequate market infrastructure in line with international standards (INO, PAK, 
SRI, VIE) 
Adequate prudential norms for market intermediaries 

Transaction 
costs 
 

Cost of repatriating investment 
returns for foreign investors 

 Removal of capital controls 
Conducive foreign exchange rate management and existence of a functioning  
market to hedge foreign exchange risk 

Capacity of 
market 
participants 

Financial and institutional capacity of 
institutional investors  
 

 Encouragement of contractual savings and mutual funds through tax benefits 
Professional management of pension funds (INO) 
Strengthening of asset base of insurance industry and pension funds through 
pension and insurance industry reforms (INO, PAK, VIE) 

 Adequate distribution channels Adequate distribution channels Removal of unnecessary regulatory impediments 
 Availability of investment products Underwriting and structuring skills Training and accreditation of market intermediaries  (INO) 

Foreign investment in securities industry  
 Market understanding of retail 

investors  
 Investor education programs (INO) 

ADB = Asian Development Bank, DMC = developing member country, INO= Indonesia; IOSCO= International Organization of Securities Commissions; MON=Mongolia; PAK= Pakistan; PHI=Philippines; 
SOE= state-owned enterprise, SRI=Sri Lanka; VIE=Viet Nam. 
Source: Operations Evaluation Mission. 
Note: The table denotes factors and policy instruments that are relevant for both equity and bond market development.  Items that pertain only to bond market development are shown in Italics. 
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Table A3.2: ADB Assistance for Securities Legal and Regulatory Framework 
 

Country ADB Assistance Provided Quality of 
Securities 

Regulation at the 
Start of ADB 
Assistance 

Current Quality of Securities Regulation 

Indonesia TA for drafting securities legislation; 
capacity development of regulator; 
policy dialogue on establishment of 
integrated, well resourced regulator and 
regulations pertaining to mutual funds, 
issuers, market intermediaries. 

Inadequate 
securities law and 
regulatory 
framework 
 
Regulator  under 
Ministry of Finance 
managing stock 
exchange 

Substantial improvements were made during the past two decades and declared its intent to move 
towards compliance with IOSCO Principles of Effective Securities Regulation. IOSCO undertook 
an informal independent assessment of Indonesia's overall level of compliance with IOSCO 
principles. The assessment and subsequent ADB TA identified the following areas in need of 
strengthening: 
 
• Operational and budgetary independence of Bapepam; 
• legal protection for Bapepam staff;  
• investigative, enforcement, and sanctioning authority over third parties for Bapepam;  
• enforcement of beneficial ownership requirements;  
• disclosure requirements;  
• lack of a legal structure for mutual funds and enforcement of valuation and disclosure rules 

for mutual funds;   
• capital requirements for market intermediaries do not reflect risk; 
• inspection of broker dealers;  
• publication of Bapepam interpretations and guidance.  
 
An integrated regulator for the nonbank financial sector (Bapepam LK), which will have greater 
financial autonomy, has been set up under the Ministry of Finance. Legislation to address 
Bapepam legal protection, investigative and enforcement powers, and regulation of collective 
investment schemes has been drafted. 
 

Mongolia TA for drafting securities legislation; 
capacity development of regulator; 
policy dialogue on establishment of 
integrated, well-resourced regulator. 

No regulatory 
framework for 
securities 

No assessment available. Mongolia has been an IOSCO member since 2002 and has declared its 
intent to move towards compliance with IOSCO Principles of Effective Securities Regulation. A 
basic legal and regulatory framework has been developed over the years, which culminated in the 
establishment of an independent consolidated regulatory body for nonbank financial institutions. 
The new regulator has improved capacity for regulation and enforcement.  
 

Pakistan TA for drafting securities legislation and 
capacity development of regulator. 
Policy dialogue on establishment of an 
independent, well-resourced regulator; 
regulations pertaining to mutual funds, 
issuers, and disclosure and corporate 
governance requirements for listed 
companies and nonbank financial 
institutions; self-regulatory mechanisms 
for key market participants; stock 
exchange governance reforms and 
demutualization; and upgrading of the 
central depository and national clearing  

Underresourced 
Corporate Law 
Authority under 
Ministry of Finance 
acts as regulator.  
Inadequate legal 
framework 

A review undertaken by IMF and World Bank in conjunction with the financial sector assessment 
during 2004 concluded that Pakistan had achieved a high degree of compliance with the IOSCO 
Principles.  The following issues were identified: 
 
• lack of transparent appointment processes for securities commissioners and policy board 

members;  
• lack of clear and consistent regulatory processes and lack of formal plans for monitoring, 

surveillance, and investigation activities of securities commission and self-regulatory 
organizations;  

• unclear statutory authority of the National Clearing Company;  
• lack of statutory authority on part of the securities commission to assist foreign counterparties 

in their inquiries;  
• outdated financial reporting standards;  
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 system infrastructure and related legal 
changes. 

 • lack of legal basis for the appointment of trustees for debt security holders; 
• inadequate disclosure requirements for shareholdings in listed companies; 
• lack of takeover rules;  
• inadequate valuation of assets and pricing and redemption of interests in  
       collective investment schemes;  
• inadequate procedures for dealing with the failure of nonbank financial institutions;  
• inadequate insider trading rules; 
• lack of appropriate rules for the segregation and protection of client money. 

 
Since then, disclosure requirements, and regulatory processes have been strengthened and the 
statutory authority of NCC has been clarified with ADB assistance.   
The independent regulator generally has good capacity for supervising securities markets, but 
there have been enforcement issues.  

Philippines Policy dialogue on securities legislation; 
regulations pertaining to mutual funds, 
issuers, and disclosure and corporate 
governance requirements for listed 
companies; strengthening market 
oversight, compliance, and 
enforcement; self-regulatory and 
governance mechanisms for the stock 
exchange; stock exchange 
consolidation; legal and regulatory 
changes related to demutualization;  
financial reporting standards for listed 
companies; strengthening the 
protection of minority shareholders. TA 
for development of supervisory and 
surveillance capacity of regulator, 
drafting of securities regulations, and 
for stock exchange consolidation, 
governance reforms and 
demutualization. 
 

Inadequate legal 
basis for market 
regulation 
Under-resourced 
securities 
commission with 
too many non-
related functions 
Inadequate 
enforcement 
Absence of self-
regulation 

An assessment undertaken by the World Bank in conjunction with the FSAP during 2002 
concluded that the Philippines scored well against the IOSCO Principles.  The following issues 
were identified: 
 
• lack of legal protection for securities commission staff;  
• lack of an adequate appropriate legal basis for the regulation of collective investments  

schemes; 
• limited stock exchange capacity for market surveillance and net capital reporting;  
• limited enforcement capacity of the securities commission in terms of skills, resources, and 

systems;  
• the need to further develop the self-regulatory system to accommodate PSE’s  
       demutualization and the establishment of the fixed income and commodities futures 
       exchanges. 
 
Since 2002, significant improvements have been made to the securities regulator’s enforcement 
capacity, and stock exchange governance structures. The stock exchange has been 
demutualized, but member shares have not been divested to the envisaged degree. 

Sri Lanka TA for drafting securities legislation.  
Policy dialogue on expanding regulatory 
and enforcement powers. 

Market largely 
self-regulated 
Inadequate legal 
framework 

No assessment available. Sri Lanka is an IOSCO member and has declared its intent to move 
towards compliance with IOSCO Principles of Effective Securities Regulation. A self-assessment 
undertaken with the assistance of ISOCO determined partial compliance with the Principles. A 
securities commission was established, but there are deficiencies with regard to its independence, 
its capacity and resources for enforcement, and lack of effective self-regulation by the Colombo 
Stock Exchange (e.g., there is no automated market surveillance system). 
The SEC law was revised in 2003, enhancing its coverage and investigative powers.   

Viet Nam TA for drafting securities legislation; 
policy dialogue on establishment of 
securities regulator and self-regulatory 
organizations, establishment of a 
market surveillance system, 
enhancement of market disclosure, 

No regulatory 
framework for 
securities 

No assessment available. A new securities law became effective in 2007, which appears to 
provide a good basis for future capital market development, although it only covers domestic 
issues denominated in local currency and lacks clarity with regard to insider trading provisions, the 
rights of foreign portfolio investors, and the number of years a shareholding company converted 
from a limited liability company would need to have operated as such before it can list.  However, 
the new Securities Law did not enhance the autonomy of the State Securities Commission, which 
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 strengthening of financial reporting 
standards for listed companies .  

 continues to be under the Ministry of Finance rather than be an independent regulatory body with 
governance, autonomy, accountability, and self-funding in line with international trends and 
practices for securities regulators. Regulatory capacity is being upgraded to meet the 
requirements of a rapidly growing market.    
Self-regulatory status for the Securities Industry Association was not implemented. 

ADB = Asian Development Bank, FSAP = Financial Sector Assessment Program, IMF = International Monetary Fund, NCC = National Clearing Company, IOSCO = International Organization of 
Securities Commissions, PSE = Philippine Stock Exchange, SEC = Securities and Exchange Commission. 
Source: Operations evaluation team.
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Table A3.3: ADB Assistance for Market Infrastructure and Liquidity Instruments 
 

Country ADB Assistance Provided Quality of Capital Market 
Infrastructure/Liquidity 

Mechanisms at the Start of ADB 
Assistancea 

Current Quality of Market Infrastructure/Liquidity 
Mechanismsa 

Indonesia Policy dialogue on the establishment of 
competing private exchange to state-run JSE, 
the implementation of a screen-based remote 
trading system, stock exchange merger; and the 
establishment of centralized automated clearing 
and settlement and depository systems. 

Government-run stock exchange 
 
High trading costs 
 
Unreliable settlement and 
depository systems 

JSE privatized in 1992. Merged with the country’s other 
stock exchange in 2008.  
Reduction in trading costs from 101 basis points in 1997 to 
68 basis points in 2004  
Implementation of screen-based remote trading system. 
Reduction in settlement time to T+3; 
Central depository risk rating of “A+” 
 

Mongolia TA to finance advisory services and software for 
the stock exchange trading function 
Policy dialogue on the privatization of MSE and 
its clearing/settlement and depository functions 

No market infrastructure Functioning trading system established  
 
Privatization of market infrastructure on hold due to limited 
investor interest 
 

Pakistan Policy dialogue on a consolidation of stock 
exchanges, adoption of compatible 
computerized trading systems, establishment of 
a secondary SME board, and establishment of 
centralized depository and clearing systems 
 
 
 
 
Policy dialogue on replacing badla system with a 
regulated margin trading systems 

Fragmented trading structures with 
reliance on outcry trading systems 
 
 
 
Substantial delays in the clearing, 
settlement, and transfer of 
securities 
 
High-risk carry-forward trades with 
settlement failures 
 

Consolidation of exchanges slow moving, but market share 
of fully automated Karachi Stock Exchange increased from 
70% in 1999 to 84% in 2006; 
Little commercial interest in SME board 
 
Reduction in settlement time to T+2, Capital market 
infrastructure risk rating of “A-” 
 
 
Badla system still in place 

Philippines TA and policy dialogue on merger of stock 
exchanges. 
 
Policy dialogue on the establishment of a 
centralized depository system, and the 
establishment of a fixed-income exchange on an 
interdealer basis with an order-driven trading 
system, and dematerialization. 
 

Dual listings on competing 
exchanges with inherent pricing 
inefficiencies 
 
OTC trading of fixed-income 
instruments with nontransparent 
pricing  

Exchanges merged in 1992. 
 
Central depository risk rating of “A” 
 
Fixed income exchange established as centralized, efficient 
infrastructure for trading securities that ensures price 
discovery, transparency, and investor protection. 

Sri Lanka Policy dialogue on the establishment of a 
centralized depository system and 
implementation of T+3 settlement 
 

 
Settlement time: T+6 

Central depository  risk rating of “BBB”; 
Settlement time: T+3 toT+4 

Viet Nam TA and policy dialogue on the establishment of 
initial trading infrastructure and the introduction 
of circuit breakers to control market volatility 
Policy dialogue on the establishment of an SME 

No market infrastructure Basic trading infrastructure in place with risk rating of “BBB”; 
Central depository risk rating of “BBB” 
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 exchange and the establishment of a 
centralized, independent depository system; 
consolidation of depository, clearing, and 
settlement 

  
SME board established in 2005 with 139 listings as of May 
2008. 

 JSE = Jakarta Stock Exchange, MSE = Mongolia Stock Exchange, SME = small-medium enterprise. 
aAll central depository and capital market infrastructure risk ratings were obtained from the Thomas Murray Group website (tmurray.co.uk) as of 30 November 2007; all settlement times were 
obtained from the World Federation of Stock Exchanges database. Source: Operations evaluation team. 
Source: Operations evaluation team.
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Table A3.4: ADB Assistance for Bond Market Development 
 

Country ADB Assistance Provided Bond Market at the 
Start of ADB 
Assistance 

Current Status of Bond Market Development 

Indonesia TA for establishment of credit rating agency; and bond 
market development (market infrastructure, settlement 
process, and regulatory oversight) 
 
Policy dialogue on trading infrastructure, issuance of 
bonds by SOEs, establishment of a secondary 
mortgage facility, adoption of a legal framework for 
mortgage-backed securities, recent policy dialogue on 
the issuance of 12-months T-bills and retail bonds; 
accounting for repo transactions, development of a 
benchmark yield curve, revisions in rules for short-
selling and margin trading, establishment of a primary 
dealer system. 

No government bond 
market 
 
Infant corporate bond 
market; issues privately 
placed and held to 
maturity 
No credit rating 
agency, no legal basis 
for securitization 

Government bond market has been developing since financial 
crisis 
Corporate bond market thin at 1.6% of GDP, liquidity has 
increased  
Adequate bond rating mechanisms in place 
Market infrastructure is being upgraded to ensure price 
transparency 
Mortgage-backed securitization did not take off due to issues with 
enforceability of mortgages; securitization of auto loans and other 
receivables taking off 
Unaddressed constraints: High issuance costs for corporate 
bonds, deficiencies in judicial environment for debt recovery, 
weaknesses in financial reporting standards and disclosure 
practices; lack of institutional investor base 
 

Mongolia None No bond market Nascent government and  corporate 
bond markets 
 

Pakistan Policy dialogue on removal of interest rate distortions 
between government bonds and other government 
savings instruments, improvements in market 
infrastructure, establishment of a benchmark yield curve 
for government securities, development of a primary 
dealer system, development of the repo market for 
corporate bonds, establishment of credit rating 
agencies, and increases in institutional investment 
ceilings for corporate bonds, removal of listing 
requirement for corporate bonds 

Underdeveloped 
government securities 
market not fully market-
based 
 
Infant corporate bond 
market 

Growth of the government bond market has been affected by the 
existence of alternative high-interest government savings 
scheme. No reliable yield curve yet.  
Corporate bond market remains underdeveloped with little 
liquidity. 
Unaddressed constraints: High issuance costs for corporate 
bonds, as issuers of long-term corporate bonds would have to 
offer significantly higher yields to compete with NSS instruments; 
deficiencies in judicial environment for debt recovery; 
weaknesses in financial reporting standards and disclosure 
practices; lack of institutional investment  
 

Philippines TA on establishment of a benchmark yield curve for 
government securities  
 
Policy dialogue on removal of some tax distortions 
between bonds and other investment instruments, 
establishment of fixed-income exchange, and increases 
in institutional investment ceilings for corporate bonds, 
streamlining of registration process for public offerings 
of corporate debt, establishment of delivery versus  

Only short-term 
government securities 
market, no yield curve 
 
Infant corporate bond 
market (few issues 
privately placed), tax 
distortions 

Government bond market market-based with lengthened 
maturity profiles, yet no reliable yield curve yet. 
 
Corporate bond market remains underdeveloped with demand 
continuing to be affected by tax distortions. Supply is subdued 
because of easy access to bank financing.  
Unaddressed constraints: High issuance costs for corporate 
bonds, deficiencies in judicial environment for debt recovery; 
lack of institutional investment in corporate bonds 
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Country ADB Assistance Provided Bond Market at the 
Start of ADB 
Assistance 

Current Status of Bond Market Development 

 payment and real-time gross settlement system, 
securities borrowing and lending and short-selling. 
 

  

Sri Lanka Policy dialogue on establishment of a primary dealer 
system, establishment of an independent public debt 
management office, issuance of bonds by SOEs, 
establishment of a benchmark yield curve  for 
government securities, securitization legislation. 
 
TA and policy dialogue on establishment of derivatives 
markets and the creation of a credit rating agency 
 

Government bond 
market not market-
based; issues placed 
with captive investors 
 
No corporate bond 
market 

Government backtracked on establishment of independent debt 
management office. Government securities issuance process is 
more market-driven, but market is still dominated by captive 
investors. There is still no benchmark yield curve. 
Lack of liquidity in underlying cash markets is affecting the 
potential for derivative market development. Credit rating agency 
was established and is operating successfully. 

Viet Nam Recent TA and policy dialogue on developing a strategy 
and capacity for public debt management, issuance of 
treasury bills and the development of a benchmark yield 
curve for government securities, open market 
operations for T-bills. 

No bond market Underdeveloped government bond market with low liquidity; 
ineffective issuance framework and weak market infrastructure. 
Underdeveloped but growing corporate bond market, which is 
affected by lack of adequate financial reporting and disclosure. 

GDP = gross domestic product, NSS = national saving scheme, SOE = state-owned enterprise. 
Source: Operations evaluation team. 
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Table A3.5: ADB Assistance on Development of Institutional Investors 
 

Country ADB Assistance Provided Institutional Investor 
Base at the Start of ADB 

Assistance 

Current Status of Institutional Investor Development 

Indonesia TA and policy dialogue on the regulation of mutual funds, the market 
position of a state-owned fund management company, the 
promotion of private open-ended funds and eliminating double 
taxation on mutual funds. Policy dialogue on the adoption of pension 
fund and insurance legislation, management of private pension 
funds by insurance companies, restructuring of state pension 
schemes, certification of pension fund managers, diversification of 
investment portfolios of insurance companies and pension funds 

Mutual fund industry small 
and dominated by state 
fund. 
 
State-dominated pension 
funds with limited asset 
management skills 

Rapid growth of open-end private mutual funds (fixed-income 
funds) was set back when adverse economic conditions and 
new valuation rules triggered mass redemptions. Industry is 
now on a sounder footing, but some regulatory issues remain. 
Limited progress with restructuring of pension funds and 
management of private pensions by insurance companies. 
Pension and insurance assets as share of GDP have 
stagnated. Remaining issues also include lack of professional 
management, tax incentives. 

Mongolia TA and policy dialogue on legislation on voluntary pensions and 
investment guidelines for the insurance industry 

No institutional investment 
by state pension fund and 
insurance company 
 

Draft legislation on private pensions not yet approved. 

Pakistan Policy dialogue on the restructuring and divestment of state-owned 
mutual funds, eliminating double taxation on mutual funds, 
strengthening the legal basis for closed-end funds 
Policy dialogue on reduction of mandatory investment requirements 
of insurance companies and increasing the cap to investments by 
provident funds in corporate fixed-income instruments, development 
of a legal, regulatory, and tax framework for private pension plans 

Industry small and 
dominated by state funds. 

Mutual fund industry remains small due to lack of investment 
opportunities and scope. Many retail clients prefer to participate 
directly in the stock market, where financing is readily available.  
State fund privatization has been delayed.  
Limited progress on regulatory framework for pensions and 
restructuring of state insurance companies. Nevertheless 
institutional investment in capital market has increased. 
 

Philippines Policy dialogue on the establishment of a new legal basis for 
investment fund operations. 
Policy dialogue on liberalization of investment guidelines for 
insurance companies. 

Insignificant mutual fund 
industry. 
Decreasing capital market 
activity by insurance 
companies. 

Although institutional investor base is comparatively large, only 
half of the assets are invested in the capital market. The mutual 
fund industry is dormant due to lack of legal and regulatory 
framework. 
Revised investment guidelines still pending. 
 

Sri Lanka Policy dialogue on foreign investor access to domestic mutual funds 
Policy  dialogue on investment guidelines for provident funds and 
insurance companies, foreign ownership of insurance companies, 
insurance investment in securitized bonds 

State-dominated pension 
funds with limited asset 
management skills 

Dominant state pension funds with large asset base, but almost 
all of it invested in government securities despite more liberal 
investment guidelines. Growth of private provident funds. 
Insurance companies invest increasingly in nongovernment 
securities. Mutual fund industry stagnating. 
 

Viet Nam Policy dialogue on establishment of legal basis for mutual funds, 
simplification in regulatory requirements for insurance company 
operations 

No institutional investment 
by state pension fund and 
insurance companies 

 

  GDP = gross domestic product. 
  Source: Operations evaluation team. 
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DATA ON CAPITAL MARKET DEVELOPMENT 
 

Table A4.1: Quality of Market Infrastructure 
 

Market Settlement Time Central Securities 
Depository Ratinga 

Capital Market 
Infrastructure Risk 

Ratinga 
Bangladesh T+3 BBB BB 
India T+2 (NSE) A A 
Indonesia T+3 A+ A 
Pakistan T+2 A (SBP) A- 
Philippines T+3 A A 
People’s Republic of 
China      

T+3 (for B shares) 
T+1 (for A shares) 

A- A- 

Sri Lanka T+3 to 4 BBB BBB 
Viet Nam  BBB BBB 
    
Republic of Korea, 
Malaysia, Thailand 

T+2 (Republic of Korea); 
T+3 (Malaysia, Thailand) 

A+ A+ 

Singapore T+3  AA- 
 Note: Items in bold indicate areas of ADB assistance.  

a Thomas Murray Group ratings displayed on its website (tmurray.co.uk) as of 30 November 2007; World Federation of Stock 
Exchanges. Using the standard AAA through C notation, Thomas Murray’s Capital Market Infrastructure Risk Ratings are an 
opinion of the post trade risk exposures to which an asset owner is exposed when buying or selling securities in local capital 
markets.  A+, A, and A-, indicate low risks and BBB acceptable risks. 

 
 

Table A4.2: Assets of Institutional Investors as % of GDP in 1997 and 2006 
 

 Pension Funds 
Insurance 

Companies 
Investment 

Funds Total 
Country  % of GDP   % of GDP   % of GDP   % of GDP  
   1997   2006  1997  2006  1997  2006   1997   2006 
Indonesia 2.6% 2.3% 4.7% 2.9% 0.8% 1.5% 8.1% 6.7%
Pakistan 1.1% 1.5% - 3.2% 1.3% 2.3% 2.4% 7.0%
Philippines 10.9% 10.6% 5.8% 6.8% 3.3% 4.1% 19.9% 21.5%
Sri Lanka 20.1% 23.7% 3.0% 4.2%       -    0.2% 23.1% 28.1%
Note: Asset sizes of provident and pension funds may be understated due to lack of available data.  
GDP = gross domestic product. 

 Sources: Indonesia - Bank of Indonesia; Pakistan - State Bank of Pakistan, Employees Old-Age Benefits Institution, Mutual 
Fund Association of Pakistan, Securities and Exchange Commission of Pakistan; Philippines - Government Service 
Insurance System, Social Security System, Bangko Sentral ng Pilipinas, Investment Company Association of the 
Philippines, Insurance Commission; Sri Lanka - Central Bank of Sri Lanka, Insurance Board of Sri Lanka, Securities 
and Exchange Commission, Employees Provident Fund. 
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Table A4.3: Percentage of Institutional Investor Assets Invested in Equities and Bonds 
 

Percentage of Year-end 2006 Assets Invested in Equities and Bonds 
Equities  Bonds 

Country 
Pension 
Funds 

Insurance 
Companies 

Investment 
Funds 

 Pension 
Funds 

Insurance 
Companies 

Investment 
Funds 

Indonesia  9.7% — —  47.6% — — 
Pakistan  4.6% 12.8% 80.8%  91.5% 67.2% 2.9% 
Philippines  21.1% 8.9% 7.5%  22.9% 41.0% 39.6% 
Sri Lanka  0.5% 2.5% 69.1%  61.6% 13.0% 17.9% 
Sources: Indonesia - Bank Indonesia; Pakistan - State Bank of Pakistan, Employees Old-Age Benefits Institution, Mutual Fund 

Association of Pakistan, Securities and Exchange Commission of Pakistan; Philippines - Social Security System, 
Government Service Insurance System, Bangko Sentral ng Pilipinas, Investment Company Association of the 
Philippines, Insurance Commission; Sri Lanka - Central Bank of Sri Lanka, Insurance Board of Sri Lanka, Securities 
and Exchange Commission, Employees Provident Fund. 

 
Table A4.4: Participation of Foreign Investors in the Stock Markets of Selected Countries 

 
Share of Foreign Investors   Net Purchases of Foreign   

 in Trading   Investors      
Holdings by Foreign Investors  

 (% of total Trading value)   (in year-end 2006 US$ million)   (as % of market capitalization) 

Country 1996 2001 2006   1996 2001 2006   1996 2001 2006 
Indonesia  60.0% 10.2% 29.6%  474 498 1,915  — — — 
Pakistan — — 0.1% (2004)  — — -27 (2004)  — 15% (1999)a — 
Philippines  — 44.9% 55.0%  — 92 1,394  — — — 
Sri Lanka  54.7% 18.9% 32.8%   3 -10 50   15.4% 9.9% 14.5% 
a Market estimates for holdings by foreigners as quoted in ADB. 1999. Rising to the Challenge in Asia: A Study of Financial Markets: Volume 9 – 
Pakistan. Manila 
Sources: Colombo Stock Exchange, CEIC Database, Jakarta Stock Exchange, Karachi Stock Exchange, Philippine Stock Exchange. 

 
Table A4.5: Number of Listed Companies 

 
Country 1986 1996 2006 
Indonesia  24  253  344 
Mongolia  -  449  387 
Pakistan  360  782  651 
Philippines  130  216  240 
Sri Lanka  173  235  237 
Vietnam  -  -  193 
Sources: Bank of Mongolia, Colombo Stock Exchange, CEIC Database, IFC Emerging Stock Markets Factbook, Jakarta Stock 

Exchange, Karachi Stock Exchange, Philippine Stock Exchange.  
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Table A4.6: Stock Market Capitalization, Domestic Debt Securities Outstanding, and Bank 
Assets as % of GDP 

 

Stock Market 
Capitalization   

Domestic Debt 
Securities Outstanding   Bank Assets 

  as % of GDP  as % of GDP   as % of GDP 
Country 1986 1996 2006  1986 1996 2006  1986 1996 2006 
Indonesia  0.1% 40.4% 37.4% - 1.1% 20.7% 39.0% 68.0% 48.8%
Mongolia  - 2.7% 4.1% - - N.A.  N.A. 21.5% 66.2%
Pakistan  5.7% 20.1% 36.4% - 28.1% 17.4% 45.1% 48.4% 47.1%
Philippines  6.8% 97.7% 118.9% 14.7% 34.8% 35.9% 37.3% 80.3% 65.2%
Sri Lanka  7.0% 13.6% 29.5% 15.2% 16.3% 40.4% 34.3% 47.0% 70.7%
Vietnam  - - 22.7%  - - 8.1%  N.A. 17.0% 97.9%

Sources: BAPEPAM, Bank Indonesia, Jakarta Stock Exchange, Surabaya Stock Exchange, Bank of Mongolia, Karachi Stock Exchange,  
State Bank of Pakistan, Philippine Stock Exchange, Philippine Bureau of Treasury, Colombo Stock Exchange, Central Bank of 
Sri Lanka, ARIC Asia Bond Monitor, IFC Emerging Stock  Markets Factbook, CEIC Database, International Financial Statistics 
(for bank assets). 

 
Table A4.7: Assessment of Regulatory Capacity 

 
 Indonesia Mongolia Pakistan Philippines Sri Lanka Viet Nam 
SEC capacity       
Independence       
Investigative/enforcement 
powers 

      

Legal protection of staff       

Financial 
autonomy/adequate 
resources 

      

Market-based remuneration        

Skill-level of market 
participants 
 

Medium Low Medium Medium/High Medium Low 

SEC market surveillance 
software  

      

SRO capacity      Not 
applicable 

Independent board 
 

      

SRO market surveillance 
software 

      

Full computerization of 
trading function 

      

Overall governance 
environment 

      

Financial governance of 
listed companies 
 

Medium Low Medium Medium/High Medium Low 

Corporate governance of 
listed companies 
 

Medium/Low Low Medium Medium/Low Medium/Low Low 

Adequate public float 
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 Source: Operations evaluation team  
 
 Substantially implemented 
            
 Not implemented 
 
O Under implementation 
 
 No ADB support 
 
 Ongoing ADB support  
 
 Past ADB support 

 
 
 

Figure A4.1     Figure A4.2 
Mutual Fund Net Assets in Year-end 2006 

(US$ billions)

-

20.0

40.0

60.0

80.0

100.0

120.0

China  -    1.3  7.4  10.8  10.4  15.2  21.8  41.5  60.1  109.7 

India  19.4  22.0  15.4  25.5  20.5  22.7  24.7  31.6  33.8  52.4 

Indonesia  0.5  0.3  0.6  0.6  0.9  5.2  7.7  11.5  3.3  5.7 

M alaysia  9.5  11.0  12.2  12.3  13.4  15.2  19.8  24.7  27.9  34.5 

Pakistan  0.5  0.3  0.3  0.4  0.3  0.4  0.8  1.8  2.0  2.9 

Philippines  0.0  0.1  0.1  0.1  0.2  0.5  0.9  1.1  1.6  1.5 

Sri Lanka  -    -    0.0  0.0  0.0  0.0  0.0  0.0  0.0  0.0 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Mutual Fund Net Assets as % of GDP

0%

5%

10%

15%

20%

25%

China 0.0% 0.1% 0.6% 0.9% 0.7% 1.0% 1.3% 2.0% 2.6% 4.1%

India 5.6% 5.6% 3.5% 5.4% 4.0% 4.1% 4.0% 4.5% 4.2% 5.6%

Indonesia 0.8% 0.3% 0.5% 0.4% 0.5% 2.6% 3.4% 4.5% 1.1% 1.5%

M alaysia 11.9% 13.7% 14.4% 12.1% 13.4% 14.0% 16.7% 18.4% 19.0% 21.3%

Pakistan 1.3% 0.6% 0.6% 0.6% 0.5% 0.6% 1.0% 2.0% 1.9% 2.3%

Philippines 0.1% 0.1% 0.2% 0.2% 0.3% 0.7% 1.0% 1.1% 1.4% 1.3%

Sri Lanka 0.0% 0.0% 0.2% 0.2% 0.3% 0.3% 0.2% 0.2% 0.2% 0.2%

Thailand 2.1% 2.8% 7.4% 7.5% 7.7% 8.6% 12.3% 10.5% 13.6% 15.6%

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

 
 

Figure  A4.3                                      Figure A4.4 
Number of Mutual Funds

0
100
200
300
400
500
600
700
800
900

China 0 5 22 34 51 71 110 154 218 307

India 312 344 393 417 382 403 451 592

Indonesia 77 81 81 94 108 131 186 246 328 403

M alaysia 80 89 101 119 149 175 217 281 332 392

Pakistan 38 39 38 37 37 37 37 33 34 50

Philippines 9 15 16 19 20 22 21 24 32 38

Sri Lanka 12 12 12 12 12 13 12 13 13 13

Thailand 175 172 198 245 286 370 432 524 681 807

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Number of Accountholders

-

50,000

100,000

150,000

200,000

250,000

300,000

350,000

Indonesia  20,234  15,482  24,127  39,487  51,723  125,820  171,712  299,063  254,660  202,991 

Pakistan  206,000  199,000  199,000  199,000  192,000  186,000  179,000  171,000 

Philippines  19,407  26,610  31,105  38,570  51,440  67,911  93,679  114,675 

Sri Lanka  27,536  26,863  26,093  25,252  24,066  23,650  23,654  23,417 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

 
Sources: China Securities Regulatory Commission; Association of Mutual Funds in India; Reserve Bank of India; Badan 

Pelaksana Pasar Modal; Asset Management Association of Korea; Korea Exchange; Federation of Malaysian Unit 
Trust Managers; Mutual Funds Association of Pakistan ; Securities and Exchange Commission of Pakistan; 
Investment Company Association of the Philippines; Central Bank of Sri Lanka; Thailand Securities and Exchange 
Commission. 
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                               Figure A4.5                                                   Figure A4.6 

-

50

100

150

200

250

Structure and Asset Sizes of Institutional Investors 
in Indonesia (Rp trillion)

Investment Funds  5  3  5  6  8  47  69  104  29  52 
Insurance Companies  30  24  28  31  37  42  50  65  76  95 
Pension and Provident Funds  16  22  27  30  31  41  50 58 63 77 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

 

-

100

200

300

400

500

600

Structure and Asset Sizes of Institutional Investors 
in Pakistan (PRs billion)

Mutual Funds  32  16  18  23  21  25  50  112  124  175 
Insurance Companies  113  130  151  175  202  233 
Pension and Provident Funds 26 30 36 42  48  59  70  81 96 110 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

 
 
                            

 
 

                                   Figure A4.7                                                           Figure A4.8 

-

200

400

600

800

1,000

1,200

1,400

Structure and Asset Sizes of Institutional Investors 
in the Philippines (P billion)

Mutual Funds  2  3  6  6  11  26  44  54  77  76 
Common Trust Funds  78  96  94  87  116  204  250  297  280  171 
Insurance Companies  140  158  183  212  218  235  278  311  350  412 
Pension & Retirement Funds  264  292  341  363  369  421  470 488 567 640 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 -

100

200

300

400

500

600

700

800

Structure and Asset Sizes of Institutional Investors 
in Sri Lanka (SLRs billion)

Unit Trusts  1  1  3  2  4  4  4  4  4  5 
Insurance Companies  27  30  36  42  51  55  60  94  105  118 
Pension and Provident Funds  179  206  234  267  304  426  480  536  589  672 

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

 
 

 
   
 
 

                             Figure A4.9                                                             Figure A4.10    

 
Note: Figures for certain years may be understated due to unavailability of data for some institutional investors. 
Sources: State Bank of Pakistan, Employees Old-Age Benefit Institution, Mutual Fund Association of Pakistan, Securities and 

Exchange Commission of Pakistan, Bangko Sentral ng Pilipinas, Insurance Commission, Government Service 
Insurance System, Social Security System, Investment Company Association of the Philippines, Central Bank of Sri 
Lanka, Insurance Board of Sri Lanka, Securities and Exchange Commission, Employees Provident Fund, Colombo 
Stock Exchange. 

 
 

Share of Domestic Institutional Investment in
   Stock Market Capitalization
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Source: Bank Indonesia. Source: State Bank of Pakistan, Employees Old-Age Benefit 
Institution, Mutual Fund Association of Pakistan, 
Securities and Exchange Commission of Pakistan.

Sources: Bangko Sentral ng Pilipinas, Insurance 
Commission, Government Service Insurance 
System, Social Security System, Investment 
Company Association of the Philippines. 

Sources: Central Bank of Sri Lanka, Insurance     Board of 
Sri Lanka, Securities and Exchange Commission, 
Employees Provident Fund. 
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Figure A4.11:  Stock Market Capitalization as % of GDP
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Figure A4.11:  Stock Market Capitalization as % of GDP
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Source: Operations evaluation team on the basis of ADB database and stock exchange annual reports. 
                             
 

Figure A4.12     Figure A4.13 
Stock Market Capitalization of 

Crisis Countries (in US$ billion)
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    Source: Operations evaluation team on the basis of ADB database and stock exchange annual reports. 
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Figure A4.14: Nominal GDP and Stock Market Capitalization Ratios in Selected Asian  
Countries (2006) 
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BAN = Bangladesh, FIJ = Fiji, IND = India, INO = Indonesia, KOR = Korea, KGZ = Kyrgyz Republic, MAL = 
Malaysia, MON = Mongolia, NEP = Nepal, PAK = Pakistan, PHI = Philippines, SRI = Sri Lanka, THA = 
Thailand, VIE = Viet Nam. 
Source: Operations evaluation team on the basis of ADB database for GDP-related data and market  
             capitalization data from stock market annual reports. 

    
 Figure A4.15: Per Capita GDP and Stock Market Capitalization Ratios in   
      Selected Asian Countries (2006) 
 
 
 
 
 
 
 
 
 
 
 
 
   
 
 
 
                 

BAN = Bangladesh, FIJ = Fiji, IND = India, INO = Indonesia, KOR = Korea, KGZ = Kyrgyz Republic, MAL = 
Malaysia, MON = Mongolia, NEP = Nepal, PAK = Pakistan, PHI = Philippines, SRI = Sri Lanka, THA = 
Thailand, VIE = Viet Nam. 
Source: Operations evaluation team on the basis of ADB database for GDP-related data and market  
              capitalization data from stock market annual reports.  
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    Figure A4.16                                                    Figure A4.17 
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Source: Operations evaluation team on the basis of ADB database and stock exchange annual reports. 
 
  
                          Figure A4.18                                                      Figure A4.19 

Stock Market Capitalization of 
Transition Economies (in US$ billion)
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Source: Operations evaluation team on the basis of ADB database and stock exchange annual reports. 

 
Figure A4.20                                                  Figure A4.21 

 

Stock Market Capitalization of 
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    Source: Operations evaluation team on the basis of ADB database and stock exchange annual reports. 
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Figure A4.22 

 

Changes in Stock Market Indexes 
vs. Changes in Emerging Markets Index
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Sources: CEIC Database, Colombo Stock Exchange, Jakarta Stock Exchange, Karachi 

Stock Exchange, Philippine Stock Exchange, MSCI Barra. 
 

Figure A4.23                                                          Figure A4.24 
Stock Market Turnover Values as % of GDP
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 Source: Operations evaluation team on the basis of ADB database and stock exchange annual reports. 

 
                         Figure A4.25                     Figure A4.26 
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Sources: Bank Indonesia; Surabaya Stock Exchange; State 

Bank of Pakistan; Philippine Bureau of Treasury; 
Investment Houses Association of the Philippines; 
Philippine Rating Services Corporation; Central 
Bank of Sri Lanka; Colombo Stock Exchange; Asia 
Bond Monitor. 

Sources: Surabaya Stock Exchange; State Bank of Pakistan; 
Investment Houses Association of the Philippines; 
Philippine Rating Services Corporation; Colombo 
Stock Exchange; Asia Bond Monitor. 
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Figure A4.27 
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  Source: BAPEPAM, CEIC Database, Colombo Stock Exchange, Karachi Stock Exchange, Philippine Stock 

Exchange, World Federation of Exchanges, World Development Indictors. 
 

Figure A4.28 
 

Funds Raised from Bond Market (Corporate) as % of GDP
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Sources: BAPEPAM; Japan Securities Dealers Association; Securities and Exchange Commission of Pakistan; 

Philippine Rating Services Corporation; Colombo Stock Exchange; Securities Industry and Financial 
Markets Association; World Development Indicators; World Federation of Exchanges. 
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                            Figure A4.29                                                      Figure A4.30 
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MANAGEMENT RESPONSE TO THE SPECIAL EVALUATION STUDY  
ON THE SPECIAL EVALUATION STUDY ON ADB ASSISTANCE FOR DOMESTIC 

CAPITAL MARKET DEVELOPMENT 
 
 
 

On 2 October 2008, the Director General, Operations Evaluation Department, received 
the following response from the Managing Director General on behalf of Management: 
 
 

I. General Comments 
 
1. We welcome the Special Evaluation Study (SES) on ADB Assistance for 
Domestic Capital Market Development. The SES provides an overview of ADB 
assistance for domestic capital market development and contains a number of 
useful suggestions for our consideration. 
 
2. We would like to highlight a few general points relating to SES for your 
consideration. First, capital market development is a long-term process and 
requires a great deal of time and resources for a developing member country 
(DMC) to address a range of complex factors, many times beyond the scope of 
the reform programs, to successfully develop a capital market. Such factors 
could include the level of national savings in the economy, the strength of the 
country’s economic fundamentals, the business climate, and its growth potential. 
As such, SES should evaluate ADB assistance for domestic capital market 
development taking into account these factors.   
 
3. Second, SES suggests that the use of ADB resources might have been 
less-efficient  based on its observation that (i) resource transfers under the 
program lending modality generally exceeded actual adjustment and investment 
cost associated with the supported reform programs, and (ii) sector impact is not 
closely related to the level of resources transferred. We disagree with these 
observations. Firstly, we believe that the real adjustment costs of a reform 
program are underestimated as they only take into account the direct costs, 
rather than the indirect costs of adopting the reform program. The indirect costs 
could include those costs arising from the Government’s efforts in building 
consensus among policy makers and stakeholders to support the reforms. 
Secondly, the quantification of the impact is generally underestimated especially 
considering the significant opportunity costs of not developing or delaying the 
support for the capital market development.     
 
4. Third, SES states that ADB provided little assistance for enhancing skill 
levels of market participants. We would like to stress that market participants are 
from the private sector whose business can generate significant revenues. For 
this reason, we believe that our limited capacity development technical 
assistance (TA) resource would be best used by targeting capacity building of 
DMC officials, rather than market participants. DMC officials tend to have little 
resource to build capacity required to undertake their responsibilities. 
 
5. Fourth, we believe that the discussion with all mission leaders for the 
programs/projects under evaluation is essential to help SES gain a better 
understanding of issues confronted by the processing teams and how they 
formulated the reform programs to address selected issues. However, it is our 



understanding that SES held discussion with selected mission leaders as SES 
viewed appropriate. Unless SES has complete information on program/project 
formulation, it would be difficult to appreciate the context on how the reform 
programs were put together and fully assess them.  
 
II. Specific Comments on the Recommendations 
 
6. Improve the Strategic Focus of ADB Sector Operations. In general, 
we agree with the recommendations under 1.i and 1.ii of this section, and have 
already taken steps to implement most of these recommendations.  ADB has 
already undertaken the financial sector review. As a step forward, we will begin 
our work on a financial sector strategy in 2009.  A results framework and a set of 
monitorable indicators have long been developed for ADB assistance to support 
capital market development. SES recommendation that a similar results 
framework for the financial sector strategy will be considered as appropriate.  
 
7. As recommended by SES, we will review whether ADB should participate 
in the preparation of reports on the observance of International Organization of 
Securities Commissions’ core principles for securities regulation in sector focus 
countries (under the Financial Sector Assessment Program) with the IMF and the 
World Bank. Nevertheless, our participation will be subject to invitation by the two 
institutions. We would like to stress that we strongly coordinate with these 
institutions and other relevant stakeholders in developing reform programs to 
support the development of the capital market.  Furthermore, in most countries in 
Asia, ADB takes the lead in capital market development.  
 
8. We also note that Management has already taken steps to ensure that 
PSOD has significantly increased its involvement in the preparation of sector 
assistance strategies in focus countries.    
 
9. To strengthen delivery of ADB assistance.  We also generally agree 
with recommendations under 2.i to 2.iii and have implemented most of these 
recommendations. With respect to recommendation 2.i on adherence to 
international standards and principles as indicators in design and monitoring 
frameworks pertaining to assistance for securities market regulation and 
infrastructure, ADB has long promoted the adoption of international standards 
and principles by its member countries, not only with its policy-based loans but 
also with its TA projects for its DMCs. Where there are shortcomings, 
Management will continue to work with regional departments to address them.   
 
10. Lastly, we have already adopted the recommendations that (i) the costs 
and benefits of capital market development measures be carefully considered, 
and (ii) relevant private and public stakeholders be involved in the formulation of 
the reform programs and any capital market reforms involving changes affecting 
market participants be discussed in public hearings or workshops.  
Recommendations that ADB develop and promote cost-efficient approaches to 
capital market development, for small DMCs, will be reviewed and considered as 
appropriate.  
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DEVELOPMENT EFFECTIVENESS COMMITTEE 
 

Chair’s Summary of the Committee Discussion on 8 October 2008 
 

Special Evaluation Study - ADB Assistance for Domestic Capital Market Development 

1. The study found ADB’s assistance in capital markets development generally successful and 
cited areas for improvement in terms of enhancing efficiency and sustainability, strategic positioning 
and achieving development impact.  
 
2. While agreeing with most of the major recommendations, Management expressed 
reservations as regards the study’s findings that (i) resource transfers under program lending 
generally exceeded actual adjustment and investment cost associated with the supported reform 
programs; and (ii) sector impact was not closely related to the level of resources transferred. 
Management explained that the study did not consider the indirect costs (e.g. political constraints) 
related to adopting reform programs. Management also emphasized that quantification of the 
development impact was underestimated as the study did not take into account the opportunity cost 
of not undertaking the reform programs. 
 
3. OED noted that adjustment and investment costs associated with capital market programs 
were comparatively low, and mainly related to transaction-based tax measures. Even if indirect costs 
were considered, these were unlikely to be significant given the nature of capital markets reforms. 
OED further noted that the economic impact of sector assistance has been rather modest, as 
reforms have yet to lead to significant capital market development, especially in small countries. 
Most reforms supported the development of regulatory and legal frameworks for securities markets, 
which can facilitate market growth only in the presence of conducive economic, policy, institutional, 
and judicial conditions.  
 
4. DEC acknowledged the timeliness of the SES in providing inputs for the preparation of a 
Financial Sector Strategy paper by Management. DEC agreed on the need for an internal 
mechanism to better coordinate capital market development issues among regional departments, 
PSOD and OREI. One DEC member suggested an incentive-based approach to the mechanism.  
 
5. In a broad context, DEC emphasized ADB’s role in spearheading a regional policy dialogue 
platform that could encourage coordination and regional integration. Such an approach may also 
improve the relevance and effectiveness of economic and sector work for capital markets 
development.  DEC highlighted the potential for ADB to leverage on regional financial knowledge. 
One DEC member called for more efforts by ADB to strengthen the regulatory framework of the 
financial sector and monitoring capacity on capital flow in the developing member countries (DMCs). 
 
6. Resource issues were discussed in the context of finding the right balance between in-house 
expertise and external consultancy requirements. Management explained that the current approach 
(keeping a small number of in-house experts and hiring consultants) has been proven to be cost-
effective. OED recommended that resource issues may be addressed in the ADB-wide financial 
sector strategy. 
 
7.  DEC Chair sought clarification on ADB’s assistance to small economies; and why the 
International Organization of Securities Commissions (IOSCO) principle was not being followed or 
used systematically by ADB. DEC Chair also suggested that a table on estimates of adjustment 
costs for reform programs should have been provided either in the SES or in Management’s 
response. One DEC member recommended designing an appropriate risk management approach 
for the sector. 
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8. Management explained that the ADB’s role is to assist small economies in improving the 
governance of their existing equity markets to ensure investor protection, not in establishing new 
equity markets, and the policy recommendations for such programs are quite modest.   
 
Conclusions 
 
9. DEC noted ADB’s satisfactory performance in providing assistance for domestic capital 
market development.  
 
10. Given that financial market development is a core operation priority in Strategy 2020 and the 
lessons drawn from the current global financial crisis, DEC welcomed the SES and fully endorsed 
the need for ADB to have a corporate level strategy that would guide its financial sector assistance, 
including its assistance for capital market development. 
 
11. DEC noted that Management has agreed to the recommendations of the SES. DEC 
emphasized the need for a results framework with monitorable indicators to facilitate monitoring and 
evaluation of the strategy. DEC also underlined the need to develop cost-efficient approaches to the 
development of capital markets for small DMCs, in consideration of the low economies of scale in 
such markets. 
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