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METHODOLOGY
The Lifting-The-Barriers Inititive (LTBI) is divided into
four phases.
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PHASE I
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Makers
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Players

PRELIMINARY RESEARCH
Core research and compilation of qualitative and
quantitative input from targeted sectors.
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ABC FORUM
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Academia

+
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PHASE III
Research objectives:
The CIMB ASEAN Research Institute (CARI) in collaboration
with the ASEAN Business Club (ABC) launched the LiftingThe-Barriers Initiative (LTBI) in 2013 as an integrated year
long research platform involving core research as well as
stakeholder engagement.
The objective was to adopt a vertical approach by means of
identifying bottlenecks and barriers hindering free trade of
prioritised sectors in the context of the ASEAN Economic
Community (AEC).
The LTB Initiative 2015 targets six identified sectors which have
pressing relevance to the business landscape in ASEAN and will
play a major role in the successful formation of the AEC. The six
sectors were Retail, Healthcare, Infrastructure, Air Transportation,
Financial Services & Capital Markets and Tourism.

Two leading ASEAN corporations were selected to champion
each sector, providing the direction and experiential insight
into their industry. The input from these champions, or chair
organisations, were key to understanding the issues faced by
industry stakeholders and to develop the recommendations
as part of the discourse.
CARI’s Research Working Committee and its Strategic
Advisors also worked closely with each of the six nominated
Research Partners in producing these reports.
The Research Partners were either top management
consulting firms or academic institutions who provided the
technical knowledge and quantitative analysis required.

LTB REPORTS
The final outcome, a set of white papers, for ASEAN
policy makers and community to effect real changes in
the region.

PHASE IV

FINDINGS SOCIALISATION
The findings from the LTB reports will be prioritised
and presented to various stakeholders including
policymakers.
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Title of Study: Lifting the Barriers Report: Infrastructure
By: Economic Research Institute for ASEAN and East Asia (ERIA) Published by: CARI, May 2015

BACKGROUND
Research objective:
To explore the challenges and barriers of the ASEAN infrastructure sector, with a
focus on domestic connectivity.
LANDSCAPE OF INFRASTRUCTURE IN ASEAN
Infrastructure is important for welfare and economic development to:
➢ provide basic needs (electricity, clean water, transportation, etc.),
➢ facilitate the access, network, and mobility for people and products,
➢ support and improve productivity.
Infrastructure is also the key for connectivity - connecting people, goods, and
services, through various means.
Connectivity is vital to support productivity and trade.
➢ Logistics cost determines the cost of production and thus influences the
		
competitiveness level of location or country.
➢
Out of the World Bank’s 2014 top 20 countries on the Logistic Performance
Index (LPI) only four countries represented Asia:
Rank

Country

5

Singapore

10

Japan

15

Hong Kong

19

Taiwan

In developing economies it is usual that public spending for infrastructure is
lower than the actual need.
Bhattacharyay (2010) estimated the demand for infrastructure in
		
majority of ASEAN state members (AMS) as shown in the table below.
Infrastructure Investment Needs As % Of GDP (Est.), 2010-2020
Country

Transport

Electricity

ICT

Water and
Sanitation

Cambodia

4.43

Indonesia

3.88

Lao PDR

10.62

0

Malaysia

1.94

4.42

Myanmar

2.7

0

Total

0.95

2.97

0.36

8.71

0.98

0.97

0.35

6.18

2.4

0.6

13.61

0.27

0.04

6.68

1.46

1.88

6.04

Philippines

2.3

1.87

1.22

0.65

6.04

Thailand

0.58

3.69

0.45

0.19

4.91

Viet Nam

2.07

3.12

2.38

0.54

8.12

Source: Bhattacharyay (2010)

Current level of ASEAN infrastructure spending is at 3-4% of GDP.
However, World Economic Forum reported that in terms of overall quality of
infrastructure, ASEAN faces high diversity.
For example: Singapore score is higher than Japan, US, South Korea, or
		
Australia; while Myanmar is among the lowest scores in the world.
Overall quality of infrastructure in ASEAN Member States (AMS)
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With expanding population and economy, the demand for quality infrastructure
also increases. However, infrastructure is typically expensive, public funds are
limited and public programs are competing for these funds.

4.2

4

Si
ng

The logistics sector contributes significantly to GDP, which also indicates the
importance of infrastructure.
In 2013, the logistics cost contributed to GDPs of Indonesia, Malaysia,
		
Philippines, Thailand, and Vietnam as much as 10.7%, while in Singapore
		
it is 8.5% of GDP, according to estimations by Armstrong & Associates.

Source: World Economic Forum Report 2014-2015
DISCLAIMER: The interpretation of the findings of selected academic papers are extracted from journals and sources in the public domain. As such, CIMB ASEAN Research Institute (CARI) does not make any guarantee, representation or warranty, express or implied,
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any information be doubtful, readers are advised to make their own independent evaluation of such information.
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The main issues of regional infrastructure development can be categorised
into two groups:
Domestic connectivity
Sufficiency of infrastructure in each
country - not an issue for Singapore,
Malaysia and Brunei anymore but is
for the rest of the AMS

Regional connectivity
Connectivity and sufficiency of
infrastructure at regional level
Physical ASEAN integration

Infrastructure need estimates (KPMG 2014)
Country

Infrastructure need

Timeline

Indonesia

US$500 billion

2015-2019

Myanmar

US$320 billion

2014-2030

Vietnam

US$170 billion

2013-2020

Philippines

US$110 billion

2013-2022

Thailand

US$105 billion

2013-2020

Malaysia

US$100 billion

2013-2020

Cambodia

US$ 12-16 billion

2013-2022
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The project list is not exhaustive, due to dynamism of human behaviour.
Migration, urbanization, natural challenges, technology changes, etc. will
		
influence the quantity, types, and quality of infrastructure in demand.
FINANCING
The demand for quality infrastructure is huge in the ASEAN region where
economic growth has been robust.
The ADB projected that ASEAN economies need to invest over US$60
		
billion a year in infrastructure until 2020 to support and maintain the
		
region’s high economic growth.
However, infrastructure supply in ASEAN economies remains relatively low,
except for Singapore.
Infrastructure investment has mainly been funded by sovereign resources with
some variations of mix financing such as subsidised semi private facilities,
backed up by user fees, or supplemented by foreign aid.
After the severe Asian crisis in 1998 and later in times of global crisis in 2008,
many governments’ fiscal space has narrowed due to expansionary stimulus
packages to offset the impact of the crisis.
Types of Financial Sources
Grants

Overall quality of infrastructure in ASEAN Member States (AMSs)
Infrastructure

Countries

Remarks

Power, Roads,
Railway, Telecom,
Water and
Sanitation

All

Lack of supply in Cambodia, Indonesia, Laos,
Philippines, Myanmar, Vietnam
Reponse to Growth in Brunei, Malaysia,
Singapore and Thailand
Cross-border projects: SKRL, APG, AHN, TAGP

Urban
Transportation

All

Seaport

High demand in
archipelagic & maritimehub countries; Indonesia,
Philippines, Thailand,
Malaysia, Vietnam

Airport

Types of facilities.projects and size depend
on development stage of the urban areas

ODA
( Official
Development AID )

Concessional Loan

Public
External
Sources

Technical Assistance

Loan

OOF
(Other Official
Flows)

Equity

Bank Loan
Private
Funding
Sources

Foreign Direct Investment
Portfolio Investment

Potential demand from Myanmar (esp Dawei
Port)

Tax Revenue
Public
Government Bonds
Internal
Sources

All except Singapore
(on-going The Jewel
project) and Brunei (just
completed)

Bank Loan
Private

Direct Investment
Portfolio Investment

Source: World Economic Forum Report 2014-2015

Source: Isono and Sugiyama (ERIA, 2013)

DISCLAIMER: The interpretation of the findings of selected academic papers are extracted from journals and sources in the public domain. As such, CIMB ASEAN Research Institute (CARI) does not make any guarantee, representation or warranty, express or implied,
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any information be doubtful, readers are advised to make their own independent evaluation of such information.
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In addition, Official Development Assistance (ODA) will likely decline for many
ASEAN countries that have achieved medium income status.
Infrastructure projects are also competing for donor’s funds with social
		
sectors and projects with direct poverty alleviation impact.
As a consequence of the limited infrastructure funds coupled with the rapidly
rising demand, the infrastructure deficit is expected to widen in most AMS, except
Singapore and Malaysia.
With inadequate financial sources from government and ODA, the governments
try to find new financing ways by inviting the private sector to participate.
Private participation is expected to increase through Public Private Partnership
(PPP) scheme, equity participation, and privatisation.
PPP and privatisation essentially do not only deal with lack of financial
		
sources but enhances efficiency and improves the quality of infrastructure.
However, since the majority of infrastructure projects falls into the category of
non-commercial business, they attract limited private financing.

ASEAN
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In 1997, private participation in infrastructure in the East Asia and Pacific
Region was US$36 billion and fell to about US$10 billion in 1998.
Although it recovered to US$20 billion by 2000, the amount has since
		been fluctuating between US$10-20 billion. A large part of this are 		
investments in China and Thailand.
		

Regional Sources of Financing
In light of enhancing regional cooperation, several initiatives related to financial
supply and channelling have emerged:
1. Asia Bond Fund (ABF)
2. Asian Bond Market Initiative (ABMI)
3. ASEAN Infrastructure Fund (AIF)
4. Asia Infrastructure Investment Bank (AIIB)

Private Participation Investment in East Asia and Pacific (US$ million)
25,000

1. Asia Bond Fund (ABF)
The ABF was created in 2003 as an initiative of the Bank for International
Settlements (BIS) to foster regional cooperation, promote intra-regional
investment and capital market development.

20,000

15,000

It has achieved its early objectives of withholding tax reforms, the liberalisation of
foreign exchange rules and reduction in cross-border settlement risk.

10,000

Challenges remain including improvement in both debt and liquidity with the
development of repo markets, the adoption of derivatives trading and opening
the market to non-resident investors.

5,000

2. Asian Bond Market Initiative (ABMI)
The ABMI was introduced in 2005 by ASEAN+3 with the support of the ADB.

0

2002
Energy

2004
Telecom

2006
Telecom

2008

2010

Water and Sewerage

2012

2014

Total Investment

Source: PPIAF and The World Bank PPP

The rate of PPP implementation remains slow in Asia and, in particular, in ASEAN
countries.
The dollar amount of PPP infrastructure projects that came to financial close
declined significantly after the Asian crisis and has not recovered.

The ABMI was established to reduce the risks of dual mismatch in the term
structure and currency in financing activities through harmonisation and
integration in Asia Bond Market, aiming at strengthening regional capital market
and channelling savings into East Asia.
The ABMI in its early years adopted a supply side perspective with the objective
of improving depth and diversification of offers.
The market doubled in size between 2007 and 2013.
The future strategy of the ABMI market is to increase the volume of infrastructure
with better diversification of project risk and investor liquidity.

DISCLAIMER: The interpretation of the findings of selected academic papers are extracted from journals and sources in the public domain. As such, CIMB ASEAN Research Institute (CARI) does not make any guarantee, representation or warranty, express or implied,
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any information be doubtful, readers are advised to make their own independent evaluation of such information.
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To maintain annual economic growth at 5%, the current annual infrastructure
investment will need to double over the next 10 years.

3. ASEAN Infrastructure Fund (AIF)
The AIF was established by contribution from ASEAN member countries and the
Asian Development Bank (ADB) in 2011 agreement and became fully operational
in 2013. The fund focuses on financing infrastructure projects and is administered
by the ADB.

The Bank estimates a ‘gap’ of roughly US$1 trillion/year each year until 2020 that
cannot be met by government budgets or by the MDBs.
At the same time, there are massive supplies of surplus capital -global savings
currently amount to US$17 trillion -with investors looking for long-term stable
returns. This is the ‘infrastructure paradox’.

The initial fund size was about US$500 million.
Of which the ADB contributed US$150 million.

Thus the main question should also be how to channel idle money to investments
in real projects.

It is expected that the total lending from the fund will amount to US$4 billion by
2020 and coupled with ADB co-financing, the scheme could generate funding of
up to US$13 billion.

Channelling

4. Asia Infrastructure Investment Bank (AIIB)
The China-led Asian Infrastructure Investment Bank (AIIB) is a financial institution
that is expected to significantly increase the financial supply for infrastructure
investment in the region.



Complexities in capital markets pose high risks that are typically avoided by
bureaucrats, thus operating a capital market requires both knowledge and
wisdom in markets and regulations.

It was led by China’s initiative in 2013 and 57 member states committed to be
founding members of the bank.

A responsive regulator is important to fix the problems and bring the policy
development to the next level of maturity.

The AIIB started operations in December 2015 with a capital of US$100 billion.

KEY FINDINGS

Attracting Investment
The potential of success or failure of a PPP project is determined at the very
beginning of the process, during the investment planning stage.
Before the government decides that a project would be offered as PPP 		
project, objectives and expectation of the project should be very clear.

BARRIERS
The gap between infrastructure demand and supply is usually attributed to
the lack of financing but data of global savings show there is a larger potential
supply than the estimated demand for infrastructure investment.
There are problems of finding good projects in the pipeline, the channelling
barriers, as well as refinancing the project’s subsequent terms or expansion.
The first thing to match is the need for long-term investment portfolio vis-à-vis
the attractive projects offered.






Infrastructure Financing Paradox
The World Bank estimates that about US$800 billion is invested annually in
infrastructure in developing countries, of which 40% in East Asia and Pacific.
US$ 600 billion
from governments

+

US$ 40 billion from
US$ 160 billion from
+
MDBs
private sector

Channelling financial supply is determined by the market and regulation.
Markets work as an intermediary between lenders and borrowers.
A well-functioning market exists only if it is based on good regulatory 		
framework and run by credible regulators.

=

US$800
billion




Governments should know what is the impact of the project on the economy.
This examination should include:
Analysis of current situation
Future forecast of relevant socio economic indicators
Expectation and targets
Contradictive scenario, i.e. what if the project is not developed -this rationale
will lead to the level of project’s significance.
The next step in investment planning is doing some exercises on different project
schemes -they could be financed by public funds, fully private resources, private
sector participation, or PPP scheme.
These scenarios will provide the policy makers with the economic cost and
benefit analyses to see how the schemes have different impact.
The decision to choose PPP –if PPP is the best scheme -after going through
this step will enhance the project’s attractiveness and eliminate unnecessary
criticisms from the public.

DISCLAIMER: The interpretation of the findings of selected academic papers are extracted from journals and sources in the public domain. As such, CIMB ASEAN Research Institute (CARI) does not make any guarantee, representation or warranty, express or implied,
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any information be doubtful, readers are advised to make their own independent evaluation of such information.
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Among the identified barriers, the following three issues are also typically found
in emerging economies:

Type of barrier
Regulatory

Market

Operational

Barriers
Poor regulatory system causes lack of private confidence,
inefficiencies, delayed project implementation, weak
government support, and public challenges.
Common problems in regulatory issues are: conflicting
regulations, poor investment planning, unclear investment
procedures, changing tax regime, barriers for foreign
investors, repatriation issues, barriers for foreign workers,
irrelevant objectives in investment regulation, and
expensive dispute settlement.
Issues related to the market for PPP include
underdeveloped capital market, lack of viable attractive
projects, costly transaction, lack of market instruments to
manage portfolio risk, and barriers for entry and exit of
funding flows.
Some of these issues are shaped by regulation but good
regulation is not sufficient. Implementing good regulation
by credible and capable regulators is much more
important.

Some countries may need to implement some reforms and enforce a new way to
provide conducive environment to implement PPP.
In some cases new regulation is needed, in other cases countries are better
of by deregulating as the existing regulations are a burden on the investment
landscape.
The government should understand the nature of the private sector, i.e.
profitoriented institutions.
Governments need to find the balance between public and private interests.
PPP Challenges: Causal Nexus
Shopping List
BAD Precedence

Project
Prioritization

Failures
Project
Implementation

Poor Project
Preparation
Project
Preparation

Poor risk
estimation

Market bias

Awarded

Tender

Selection
Selection bias of fail

Operational issues include inadequate local partners,
unarranged flows of deal, lack of capability, high cost of
logistic, labour, and input, the absence of arbitration
facility, and weak contract enforcement.

In short, the crucial issues in PPP implementation are very much related with the
host country’s regulatory framework and the capacity of the government to
manage and lead the project execution.
ERIA’s studies in ASEAN implementation of PPP have confirmed the following key
points:
a) Sufficient and coherent regulatory to provide investors with adequate
confidence level and proper access to respond accordingly. Low risk
perception will bring lower costs offered by private entities, thus will benefit
the host country.
b) A strong and capable public sector, to lead the whole process and ensure fair
risks sharing and competition.
c) A sufficient mechanism to provide inexpensive ways to channel the funds,
access to financial sources, dispute settlements, and refinance the project.

Research
Digest

Source: Zen (Thailand PPP, 2012)

List of important
project
GOOD Example

Project
Prioritization

Succesful Execution

PDF

Project
Implementation

Project
Preparation

Clear and Adequate
Fiscal Support

Transparent &
Sound Promotion

Awarded

Tender

Selection
Clear Criteria,
Transparent, Fair

Note: PDF: Project Development Facility
Source: Compiled from Zen and Regan (Financing ASEAN Connectivity, 2014)
DISCLAIMER: The interpretation of the findings of selected academic papers are extracted from journals and sources in the public domain. As such, CIMB ASEAN Research Institute (CARI) does not make any guarantee, representation or warranty, express or implied,
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any information be doubtful, readers are advised to make their own independent evaluation of such information.
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CONCLUSION
Recommendations for the public sector:

Capacity
Building

Increase Allocated
Fund for Project
Development

Have well
prepared
projects that
are ready
to offer
Improve
capacity of
people who
decide, design
and run public
procurement

Decrease
premium risks
perceived by
potential
investors
Run the
procedures
smoothly
and unbiased

Improve Regulatory
System

Recommendations for the private sector:

Develop Market

Increase
Investors’
Confidence

Cooperate with
foreign market
if needed

Show
credibility and
willingness to
reach mutually
beneficial
agreements

Participate in capacity
building and technology/
innovation transfer

Nurture the market

Adopt environmental
friendly technology

Understand local
regulatory framework

Especially for
local experts/
partners

In the long term
growing market
will benefit
private sector

To sustain the
development and
gain local
appreciation

Give constructive
inputs and
feedbacks to
government to
improve the system

Enforce existing
regulations
Focus on
enhancing
efficiency,
streamlining
the process and
having rationale
objectives

Consider
deregulation
if needed

Further, some efforts could be devoted to address the following issues:
The market for long-term credit should be expanded. Governments should
check the regulatory framework within which the capital market is regulated.
Some regulations may need to be revised, adjusted, created, or deregulated
to facilitate funds channelling from the financial institutions into infrastructure
projects.
− 		
- For example: a typical barrier is regulations that treat insurance funds
similar as bank savings, which in nature are very different.




Access for cross border financial flows should be widened, especially 		
for infrastructure financing. The infrastructure projects are safer in terms of
vulnerability and uncertain capital mobility than many governments fear.



A dedicated unit should be established,, especially for the case of PPP, that
functions to speed up and streamline the process, communicate with 		
potential investors professionally, and address the underlying problems 		
such as how to offer good projects. To be well functioned, the unit should be
equipped with competent experts and authorised officers, sufficient access
and power to make appropriate decisions, and legal framework to secure
and allow progressive movement.

In other words, the private sector has to actively participate in nurturing the
market and supporting the public sector accordingly.

Among crucial things are maintaining good communication with the
		
host country’s government, willingness to involve local partners (even
		
though there is no obligation), recruiting and transferring knowledge
		
to local experts, and valuing the environment (with or without regulation).

In the long run, if the local market is well developed, there will be
		
higher opportunities and costs reduction to do the business in the host
		country.

DISCLAIMER: The interpretation of the findings of selected academic papers are extracted from journals and sources in the public domain. As such, CIMB ASEAN Research Institute (CARI) does not make any guarantee, representation or warranty, express or implied,
as to the adequacy, accuracy, completeness, reliability or fairness of any such information and opinion contained in this report. Should any information be doubtful, readers are advised to make their own independent evaluation of such information.

7

CONNECT WITH US

www.facebook.com/cariasean

twitter.com/Cariasean

www.cariasean.org

