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LIQUIDITY OF THE ASEAN INFRASTRUCTURE FUND’S BONDS 

 
A. Introduction 

1. This document provides details on how the US dollar denominated debt of the proposed 
ASEAN Infrastructure Fund (AIF) could be structured to meet the liquidity requirements of an 
international reserve asset in line with International Monetary Fund (IMF) guidelines. The first 
part of the document describes the role of liquidity in the IMF’s guidelines for purposes of 
determining whether certain assets qualify as international reserves, and the standards that 
would normally be used in assessing liquidity. The second part discusses some strategies for 
enhancing liquidity should such enhancement be viewed as necessary. Based on the 
discussions in this document, the AIF's dollar-denominated debt is targeted to qualify as high 
investment grade in line with the strict investment guidelines of central banks in the region. 
 
B. IMF Reserve Guidelines 

2. According to the IMF guidelines,1 a country's international reserves refers to “those 
external assets that are readily available to and controlled by monetary authorities for direct 
financing of payments imbalances, for indirectly regulating the magnitudes of such imbalances 
through intervention in exchange markets to affect the currency exchange rate, and/or for  other 
purposes.‖ (BPM5, Para. 424). As a result of this broad definition, national authorities have 
considerable discretion in determining which external assets should qualify as international 
reserves, based, inter alia, on their assessment of whether an external asset is ―readily 
available and is controlled by‖ the monetary authorities. A BIS survey result of investable assets 
by some central banks and monetary authorities is included in Table 1.   
 
 

Table-1: Investable asset classes and instruments 
Percentage of responding central banks 

Asset class or instrument 2002 2004 2005 2007 
(1)

  2007 
(2)

 

Supranational bonds * 86 * 96 * 

Treasury bills * 89 * 100 * 

Bank deposits * 94 * 96 * 

Government bonds * 80 * 100 * 

Government bonds below AA * 57 57 33 * 

Agency paper 81 65 67 93 88 

Mortgage-backed securities 
37 

28 25 59 
42 

Asset-backed securities 29 25 48 

Corporate bonds (investment grade) 
23 

17 21 41 35 

Corporate bonds below BBB 2 4 7 2 

                                                
1
  IMF. 2001. International Reserves and Foreign Currency Liquidity-Guidelines For A Data Template. Washington, 

D.C.: IMF. 



 

 

Index-linked bonds * * 25 56 37 

Equities 12 6 8 19 9 

Hedge Funds 2 2 0 4 2 

Other 93 15 8 52 12 
(3)

 

Derivatives 52 * * 89 80 

Gold * 57 8 81 * 

Memo: number of respondents 43 65 48 27 43 

* Indicates that this option was not available           
(1) Responses to a survey completed for the BIS meeting on "Challenges in FX reserve management" held on 1-

2 March 2007 and revised and updated in mid-2007. Responses were recorded from 28 central banks and 
monetary authorities, including 10 from industrialized economies and eight from Asia, representing in total 
about 80% of global foreign exchange reserves at end-2006. 

(2) JP Morgan.  
(3) Emerging market bonds 

            

Sources: BIS survey, JPMorgan; Pringle and Carver (2003, 2005, 2006).       

 
3. The IMF has provided guidance on how national authorities might apply the reserve 
guidelines to the determination of whether particular assets should be scored as international 
reserves. The IMF has clarified that the requirement for reserve assets to be external means 
that they should be claims on nonresidents rather than residents; that to be ―readily available‖ 
the assets should be denominated in a convertible or freely usable foreign currency and should 
also be highly liquid. The IMF has also suggested that it is desirable that reserve assets be of 
―high‖ credit quality (investment grade and above).  

 
4. The IMF has indicated that a wide range of external assets, including corporate debt and 
equity—whether publicly or privately traded—could, in principle, be eligible as reserves provided 
they are liquid or marketable assets.  According to IMF guidelines, "marketable assets refer to 
those that can be bought, sold, and liquidated with minimum cost and time and for which there 
are ready and willing sellers and buyers. ―Readily available‖ assets are assets that are available 
with few constraints." Neither of these factors are absolutes, however, and it is generally 
understood that the liquidity of an asset is one of degree, and that different assets possess 
different degrees of liquidity (IMF 2004 and 2009). 
 
5. The IMF guidelines also provide the principles for the market valuation of outstanding 
reserve assets on the reference date (that is, at the end of the appropriate reporting period). For 
each reporting period, at a minimum, the value of foreign currency instruments should be 
adjusted using the market exchange rates applicable on the reference date to arrive at an 
approximate market value of the assets. The IMF guidelines states, "For debt securities, the 
market price is the traded price on the reference date and includes accrued interest. If that value 
is not available, other methods of approximation include yield to maturity, discounted present 
value, face value less (plus) written value of discount (premium), and issue price plus 
amortization of discount (premium)." 

 
6. Based on the above discussion, it is apparent that the IMF seeks to provide broad 
principles on "usability" and "readily available," and thereby liquidity. The specific determinations 
on the degree of liquidity across different asset classes in view of policy objectives to maximize 
returns and preserve capital (safety) are left to countries themselves, drawing on their own 



 

 

practices, and in conformity with IMF guidelines. Indeed, many central banks invest across 
diversified instruments including government securities, supranational bonds, quasi-sovereign 
securities, corporate debt as well as exchange traded funds.  
 
7. An IMF paper2 concludes that while the basic traditional objectives of reserve 
management, namely, those of security, liquidity, and then return, are apparent, increasingly the 
focus is on managing reserves more efficiently in order to maximize returns (or reduce costs) 
while preserving capital and liquidity. In many cases, this shift in focus is due to an increase in 
the size of reserves and a change in the approach to intervention which give reserve 
management entities greater latitude in structuring the liquidity and duration of the portfolio. 
 
8. The next few sections discuss the characteristics of liquid securities, provide a sense of 
the degrees of liquidity across various investable assets and suggest strategies to enhance 
liquidity of the AIF issued securities. 
 
C. Characteristics of a Liquid Bond in Secondary Market 

9. The secondary market liquidity is usually high for a bond with the following 
characteristics:   
 

Characteristics of a Liquid Bond in Secondary Market 

 Ratings Issues with higher and multiple credit ratings usually have higher liquidity as 
the investor base broaden with higher rating. 

 Issuer Secondary market activity is high for issuer that accesses the market 
regularly; Well-understood credit also increases market activities. 

 Size Benchmark bond issuance with size >$500 million. 

Such bonds, if included in credit indexes also sees demand from various 
index funds and thus ensures a higher market liquidity. 

 Tenor and 
Yield Curve 

Secondary liquidity is high for tenor such as 5, 7 and 10 years; A well-
developed yield curve and issuance across the maturity spectrum ensure 
higher secondary market activity. 

 Investor 
Base 

Quality investor base such as insurance funds, pension funds, real money 
accounts ensure high liquidity. 

 Dealer 
Support  

Primary dealers help secondary market liquidity through market making. 

 
Source: ADB Staff. 

 
D. Strategies to Enhance Liquidity of the AIF Bonds in Secondary Market 

10. A key objective in setting up the AIF is that its US dollar debt possesses the liquidity 
required to qualify as a reserve asset. Accordingly, in consultation with various stakeholders, 
staff of the Asian Development Bank (ADB) has ensured that the AIF debt would have the 
requisite liquidity and has considered a number of strategies for enhancing liquidity in the event 
that the debt does not possess the required degree of liquidity at least in the initial few years of 
debt issuance.  
 

                                                
2
 Monetary and Exchange Affairs Department. 2003. Guidelines for Foreign Exchange Reserve Management: 

Accompanying Document. Washington, D.C.: IMF. 



 

 

(i) Optimal allocation to broaden investor base. Optimal allocation of the AIF issues 
to traditional investors (central banks, regional commercial banks, pension fund, 
retirement fund, mutual funds and insurance companies) and to alternate investors 
(hedge funds, commodity futures, and private equity) will ensure good diversity within 
the investor base. The differences in the investment styles of these participants (and, 
in particular, that the market is not dominated by buy and hold investors), and 
different appetites and capacities to absorb risk on the part of market participants 
(that encourage regular trading) will enhance liquidity. 
 

(ii) Dealer support to facilitate market-making. Appoint 2–3 arrangers for the medium 
term note (MTN) program along with 4–5 dealers for facilitating market-making 
trades (including repo) in the secondary market. These dealers would provide 
liquidity by quoting continuous two-way prices under any trading condition. If needed, 
the AIF could back up the process through its own bid-offers for which the AIF will 
need a small pool of liquidity.  

 
(iii) Regular Issuance. The AIF would consider accessing the market frequently to 

ensure liquidity––issuance programs such as MTN will help in maintaining the 
market interest and awareness. The listing (Luxembourg) and clearing (Euroclear, 
Clear stream) will be ensured through the MTN program. 

 
(iv) Multiple tranches. The AIF will likely be accessing the market on an annual basis; in 

order to maximize the size. The AIF may not have the flexibility to issue across the 
curve. However, issues with multiple tranches should ensure yield realization across 
the tenor and hence will increase investor participation. Given the proposed size of 
the fund and capital structure, the debt issued by the AIF will, over time, have 
reasonable size, marketability, and liquidity. The AIF will begin issuing long-term debt 
from 2016 with a moving 5-year average funding plan of about $275 million to be 
raised to an average of $450 to 500 million from 2021. 

 
(v) Rarity value. The AIF bonds will likely be one of the highest rated (high investment 

grade rating from major international rating agencies) quasi-sovereign papers 
available in the Asian markets in the infrastructure sector. This will provide a unique 
opportunity to investors looking for diversification of region and sector. The rarity 
value combined with optimal allocation should ensure continuous demand. 

 
(vi) Investor relationship. Apart from issuance related road-shows and book-building 

exercise, regular investor update will keep the market informed on the AIF credit and 
will result in higher liquidity. ADB's long history of funding experience and 
understanding of the market participants will be fully utilized in the process.  

 
E. Conclusion 

11. Based on the discussions above, the issued securities of the AIF should achieve levels 
of liquidity over time that would allow it to be eventually eligible as an international reserve asset 
in line with IMF guidelines. 




