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Overview

This evaluation of the World Bank’s Group’s contributions toward client countries’ capital market
development comes at a strategic juncture when Bank Group commitment to help mobilize long-term finance
for development has grown increasingly prominent. Motivated by the recognition that long-term finance is
limited, attention in the development community has turned toward market-based solutions. Well-functioning
capital markets help channel capital toward areas that are essential for development and poverty reduction.

Capital markets, for the buying and selling of long-term security instruments, enable issuers (supply side) and
investors (demand side) to trade such instruments within a certain market infrastructure. Bank Group support
encompassed interventions that spanned virtually all these areas of capital market development.

On the issuance side, early emphasis on local currency government bond markets reflected the Bank Group’s
strategy as well as global concerns following the Asian crisis. The bank Group’s response was innovative,
albeit only partially successful. Attempts to develop markets through Treasury bond issues could have had
more sustained impact if linked to operational support. The International Finance Corporation (IFC)’s move
away from support for the development of public stock markets toward private equity partly reflected
diminishing equitization. Its frontier role in private equity helped support local fund managers, though initial
public offering (IPO) exits were rare and financial returns were mixed. More can be done with equity financing
models for small business that involve new market technologies. The Bank Group’s role in the development
of instruments such as asset-backed and mortgage-backed securities has been necessarily limited by the level of
development of client countries’ markets; its interventions were sometimes ahead of their time. Bank Group
use of capital markets instruments or project bonds for infrastructure financing in its own transactional
support was small; within this small universe guarantees were an important instrument.

On the investor side, most operational interventions in the areas of insurance and pensions had little focus on
asset management or capital market investment, although this could have aided their own sustainability. There
were missed opportunities in terms of linkages between issuers of securities and institutional investors.

In regard to market infrastructure, objectives in developing regulations were largely achieved within countries,
although bottom-up program selection may not have optimized the Bank Group’s global impact. In the
payments and securities settlement area, the Bank Group’s advice was recognized to be valuable and influential
in global fora; however, synergies between country, global, and regional levels were difficult to realize. While
some activities had little discernible impact, this reflected in part the slow and difficult process of building
markets and institutions.

While Bank Group support encompassed virtually all capital market segments, coherence across areas of
engagement was weak in bringing together the demand, supply, and infrastructure sides of market
development. Such fragmented interventions partially reflected prevailing Bank Group strategy, though a more
comprehensive strategic approach is emerging. Significant reliance on a variety of external or unusual
financing sources likely also contributed to fragmented program design, both within and across countries.
Although recent adjustments in funding structures have partially strengthened opportunities to adopt more
programmatic or comprehensive approaches within countries, issues of how choices are made across countries
and program areas remain: avoiding duplication of learning, ensuring prioritization of countries that are most
likely to benefit, and maintaining the role of cross-country or global programs.

Ultimately, the credibility and impact of this largely knowledge-based practice atea rests on developing,
maintaining, and disseminating information. The role of the Global Practice is fundamental to helping the
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Bank Group transcend the typical country-driven model and move toward developing and maintaining cross-
country and global knowledge that could enable the Bank Group to develop the capacity to contribute as an
innovator and not only as a replicator. At a day-to-day level, there is also clear scope for improvement in
knowledge management. This requires a multi-pronged approach, beginning with better document
maintenance, better indicators in finance and markets databases, and closer program tracking.

MOTIVATION, SCOPE, AND APPROACH

The year 2015 marked a milestone in global
discussions on “financing for development,”
acknowledging the implications of the Sustainable
Development Goals for mobilizing huge
additional resource flows for development, as well
as the need for countries to develop their own
institutions and policies to mobilize resource flows
that would complement concessional finance. As
noted by the heads of international financial
institutions (IFIs), “financing from private
sources, including capital markets, institutional
investors and businesses, will become particularly
important.” The Addis Ababa Action Agenda
confirmed the commitment of the international
community to “work towards developing
domestic capital markets, particularly long-term
bond and insurance markets” and “to strengthen
supervision, clearing, settlement and risk
management”. It recognized “that regional
markets are an effective way to achieve scale and
depth not attainable when individual markets are
small,” and encouraged further growth in lending
in domestic currencies by multilateral
development banks.

Well-functioning capital markets help ensure the
financial system’s efficiency, stability, and risk
management, preventing costly crises and helping
channel savings toward capital that is essential for
economic development and poverty reduction.
Capital markets provide competition to bank
finance, encouraging banks to increase their
efficiency, and allowing households and firms to
better manage risks associated with long-term
investments. The World Bank Group and other
IFIs have been well positioned to help countries
develop enabling environments to strengthen
domestic capital markets and institutions.

Capital markets comprise both public sector and
private corporate issuers, who issue a range of
securities nstruments: bonds, or fixed-income
securities; stocks or equities which are risk-sharing
with variable returns and bundles of claims such

as asset-backed or mortgage-backed securities
(discussed in chapters 2, 3, and 4). They are long-
term, with maturities of more than a year, and they
are held by investors such as insurance and
pension funds (discussed in chapter 5) that need
to match their long-dated liabilities. Well-
functioning markets require sound market
Infrastructure—both “soft” aspects such as laws,
regulations, and corporate governance and “hard”
aspects such as systems for trading, clearance, and
settlement (discussed in chapter 6). Specific capital
markets instruments finance the real sector,
including infrastructure and the environment
(discussed in chapter 7). The Bank Group has had
interventions in all these areas (Figure 1).

Figure 0.1 Scope of Evaluation: Areas of World
Bank Group Support

Capital Market
Infrastructure

(Chapter 6)
+ REGULATION

/Retu ns

Y

Instruments/Issuers Investors
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» BONDS:
-Sovereign/Treasury « INSURANCE
(government) w5 COMPANIES
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(Companies) 8 3
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(Firms/Businesses) £ B funds
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Financing the Real Sector through Capital Market
Instruments (Chapter 7)

\

Source: 1EG.



In terms of strategic underpinning, elements of
capital market development have long been
acknowledged in the Bank Group agenda. The
2007 World Bank strategy clearly recognizes key
elements, although interlinkages are less explicit.
Since 2011, emerging IFC strategy toward capital
market development reflects a recognition of the
interlinkages, and proposes unified supply and
demand approaches. The purpose of this
evaluation is to assess Bank Group support to
client countries for development of their capital
markets across the full spectrum of associated
activities.

EVALUATION QUESTIONS AND METHODOLOGY

The overarching evaluation question is:

e Has the Bank Group been relevant, effective
and efficient in supporting the development
of its client countries” domestic capital
markets to deepen their financial systems,
realize real sector development, and to support
the achievement of itstwin goals of poverty
alleviation and shared prosperity?

Given the heterogeneity of interventions, the
evaluation constructs metrics to assess
effectiveness in each of the main areas of focus:
(i) capital market instruments or issuers; (i) capital
market infrastructure; and (iif) capital market
investors (insurance and pension funds). The
report also reviews (iv) the extent to which
support for the use of capital market instruments
is reflected in select areas of its own portfolio of
real sector financing: infrastructure and the
environment.

The Independent Evaluation Group (IEG) has
used well-accepted qualitative and quantitative
methods: structured portfolio analysis, category
building and scoring benchmarked against
international standards; structured interviews
including with other IFIs, standard-setting bodies
and market experts, external data from the Bank
of International Settlements (BIS), Bloomberg,
and other sources, triangulated with findings from
five field visits.
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PORTFOLIO: PROJECTS AND COUNTRIES

The evaluation focuses on Bank Group
operational interventions in areas relevant to
capital markets during FY04—14, using a
succession of filters for identification and
selection. The portfolio thus identified included
1,071 interventions; each is assigned to a primary
thematic area of capital market development.
Interventions showed a mild increase in average
numbers over time. All observations were
reviewed in the majority of market segments, and
principal clusters were reviewed in a few
segments, spanning at least 64 countries. Case
study countries had additional purposive elements:
no more than one country per continent, inclusion
of countries at all income levels, and a high level
of representation in the IEG portfolio. The
countries thus selected were Colombia, India,
Kenya, Morocco, and Vietnam.

FROM DIAGNOSTICS TO COUNTRY STRATEGIES

Although Financial Sector Assessment Programs
(FSAPs) —the Bank Group’s primary diagnostic
tools for financial and capital markets--provided
considerable diagnostic information on capital
markets at the country level, in many countries
there was limited follow up of critical findings.

IEG’s review of 39 FSAPs in 20 countries finds
that coverage of most areas relevant to capital
market development was high, though coverage
diminished over time. While focused most
frequently on the regulatory framework or
supervisory capacity, there was significant
substantive discussion of themes televant to
capital market development. Despite these rich
diagnostics, follow up interventions in FSAP
countries only referred to FSAPs a quarter of the
time on average. FSAPs themselves tended not to
connect recommendations in individual areas to
make overall blueprints for capital market
development.

Country Assistance or Partnership Strategies
(CASs or CPSs), in the same countries, frequently
alluded in some capacity to FSAPs, but only a few
offered clear, connective references between the
FSAPs and the work program. CAS or CPS
reports consistently expressed overall support for
the financial sector, though support for capital
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market development was lower and more variable,
with some decline over time. Country case studies
attest to the variability of the extent to which
FSAPs were used to underpin countries’ capital
market development programs, from close
congruence in Morocco and Colombia and
consistency in Kenya, to negligible attention in
India. Vietnam’s capital market related work was
directed largely by country demand; it did not
have an FSAP report until 2014.

INSTRUMENTS
Bond Market Development

Bond market development formed the backbone
of the Bank Group’s capital market interventions.
Early programs reflected innovation and risk
taking, but achieved only partial success. More
recent focus has moved toward corporate bonds,
emphasizing the integrated development of
markets and transactions in selected countries.
There is a need to nevertheless safeguard
successful multicountry government bond market
development programs.

Both IBRD and IFC Treasury departments
undertook local currency bond issues; in IFC an
explicit objective was local bond market
development. Both made innovative and
pioneering issues, but market impact beyond
demonstration effects is evident in only some
cases. Achievement of scale and containment of
risk and cost could limit IFC’s operations.
Integration with advisory interventions in bond
market development, as done by other IFIs, could
valuably be increased.

Bond market development, especially government
bond markets, constituted the core of the Bank
Group’s focus on capital market development.
The Bank Group adopted major innovative and
large-scale programs for bond market
development. Two clusters of work, under the
Global Emerging Markets Local Currency bond
(GEMLOC) and Efficient Securities Matkets
Institutional Development (ESMID) programs
accounted for over half the number of projects
and three-fourths of the total value of bond
market advisory work.
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The three-pronged flagship GEMLOC program
for emerging government bond markets was
successful at strengthening government bond
markets, notably through the low cost and
effective advisory support of its web-based Peer
Group dialogues, together with other targeted as
well as comprehensive interventions. GEMLOC's
highly original second and third pillars, the
GEMX index and the PIMCO-managed fund for
emerging market sovereign bonds, sought to
increase the attractiveness of the local currency
sovereign bond asset class by tracking and
investing in them. PIMCO transferred a part of its
earnings back to the Bank Group for the financing
of advisory services under the first pillar of
GEMLOC. These were admittedly less successful.
The GEMX index, while still in use, was not
widely adopted, and the PIMCO fund did not
succeed in attracting hoped-for large volumes of
funds; it closed in 2015.

ESMID, entirely donor financed, aimed to
complement GEMLOC through its focus on
corporate and project bonds in selected markets,
offering integrated solutions from addressing
market barriers to bringing transactions to market.
Its legal and regulatory agenda has been the most
successful, and some success is emerging in
increasing market activity. Market players report
that they value the Bank Group’s’s “honest
broker” role and its undertaking prior reforms to
create a conducive environment that could
facilitate transactions.

ESMID undertook useful groundwork toward
regional capital market integration in Africa—a
difficult agenda. It had less presence in the Latin
American Mercado Integrado Latinoamericano (MILA)
initiative ). Meanwhile, the next phase of bond
market development in selected countries is
beginning with the Bank’s “Deep Dive” program,
too eatly to evaluate, which proposes, a fortiori,
integrated solutions across all market segments
from issuers to investors and including legal
infrastructure, aimed at the eventual achievement
of actual transactions.

Beyond these programs, other bond market
support is illustrated at the country level, where
the Bank Group’s interventions were often
reinforced by project preparation through the
FIRST (Financial Sector Reform and



Strengthening Initiative) Trust Fund in addition to
GEMLOC, and through programmatic lending.
Typically though not invariably, programs were
underpinned by FSAP guidance on design. Close
links to the FSAP are present in Morocco and, to
a significant degree, in Colombia and Kenya,
although in India, in the absence of
comprehensive dialogue and sustained
engagement some core areas received limited
attention. In Vietnam, there was no FSAP until
2014, yet there was successful bond market
engagement emanating largely from country-
driven demand. Most countries with the Bank
Group’s bond market interventions show progress
in their bond market development to which the
contribution of the Bank Group has been
significant although difficult to quantify precisely.

IBRD/IFC Treasuries’ Local Currency Bond Issues

Both IFC and IBRD Ttreasuties issued local
currency bonds, mostly offshore, largely for
funding purposes, but also, in the case of IFC,
with the development of local bond markets as
one objective. IFC’s issuance of onshore bonds
has necessarily been more active, because it is
linked to its business needs (local private
investment), its very careful management of
currency risk, and its mandate, since 2013, of local
capital market support.

Both Treasuries have undertaken several
innovative transactions. Programmatic issuance is
valuable and can help establish local AAA
benchmarks and build a yield curve, as IFC’s
effective issuance of offshore Rupee “Masala”
bonds has demonstrated. Demonstration effects
have been positive but impact in domestic markets
also depends on relative scale.

Experience in other multilateral development
banks (MDBs) shows impact can be increased not
only through programmatic engagement but also,
as in EBRD and ADB, through more systematic
integration of an issuance program with advisory
work. Bond issuance by MDBs, of itself, cannot
create a viable local capital market unless a
country is fully committed to a broad range of
reforms. When these conditions are in place,
together with investor confidence, the need for
local currency bond issues by MDBs diminishes,
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and the role of IFI bond issues will be genuinely
catalytic.

Public and Private Equity

The Bank Group extended limited support to the
development of public equities markets over the
evaluation period, partly reflecting diminished
“equitization.” IFC’s support to intermediaries
and infrastructure for public stock markets also
declined; the latter is more debatable. World Bank
support, mostly legal or regulatory in nature, was
often a part of an FSAP follow-up. By contrast.
IFC's role in private equity accelerated in the
2000s, following the setting-up of its dedicated
funds management department.

Although IFC committed a significant volume of
investment to its emerging private equity funds, as
the largest emerging market “fund of funds,”
IFC’s role has been small in terms of global
investment volume. During 2004—14, IFC
represented 1 percent of total capital raised
globally (8—10 percent of the funds in which IFC
participated) for investment in emerging market
private equity funds, though given that IFC’s
average share in these funds was around

12 percent, the total value of these funds, in which
IFC was a significant minority investor, was 8.5
times higher. IFC played a countercyclical and
frontier market role. Its share of global
commitments increased to 2 percent in 2009-10
in the wake of the crisis, later dropping back to 1
percent. The financial performance of IFC’s
private equity investments has been mixed, which
constrains them from attracting new investment.
Forty four percent of the funds originated during
2004—-09 had negative returns.

As the private equity industry has matured in
client countries, IFC’s role as a fund provider has
diminished, though it continues to play a catalytic
role supporting first-time fund managers and,
especially, in setting high environmental, social,
and governance standards. Yet its direct impact on
the development of public securities markets is
negligible, and most of the time, was not an
objective. IPO exits are not a feasible strategy in
most client countries and are consequently rare.
PE development can at best have an indirect and
long term impact on capital market development.
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Mortgage-backed Securities for Housing Finance

Both IFC and the World Bank had significant
interventions in the area of housing finance,
focused primarily on banks. In a subset of
countries, such as Egypt, Ghana, Nigeria, and
Tanzania, the Bank Group supported the use of
mortgage liquidity facilities, which issue their own
bonds to provide financing to banks, and in
Brazil, India, and Morocco is supporting the
introduction of covered bonds—effectively, a
precursor of the mortgage-backed security. In a
few countries, the Bank Group also supported the
development of secondary-market mortgage
instruments.

IFC was pivotal in the development of mortgage-
backed securities in Colombia and Russia, where
its interventions were well-designed, mutually
reinforcing, progressive, and sustained. Its
contributions in India have been innovative and
noteworthy in a difficult environment, but there
has been limited engagement on core underlying
obstacles. IFC’s investments to support
securitization in Brazil made limited headway. IFC
also had positive contributions toward the
development of mortgage-backed securities in
Mexico, though the institutions proved
unsustainable when faced with the global crisis.

Securitization, or secondary-market instruments,
are not the first choice in many Bank Group client
countries. In principle, liquidity facilities and
products such as covered bonds may be more
viable options; however, these, too, need to be
carefully screened for market readiness: the
macroeconomic environment and the financial
sector and institutional setting. In several Bank
Group client countries (for example Egypt,
Ghana, Peru, Tanzania,) markets were not ready
for these instruments, either because of a weak
environment or a premature model of
intervention, where existing market infrastructure
could not support such instruments, or because of
lack of government or sponsor commitment. Yet,
the Bank Group was able to make significant
upstream contributions by supporting the
development of appropriate legal and regulatory
frameworks for such instruments and providing
advisory work on design which could ultimately be
useful.

INVESTORS
Insurance and Pension Funds

Institutional investors can be a powerful vehicle
for capital markets development, and the Bank
Group’s strategies on insurance and pensions
affirm support for this role. Although the World
Bank has made significant intellectual
contributions in this direction, capital market
support via institutional investors has not been a
strong element of World Bank operations. Most
interventions in insurance have a product or risk-
management focus. Pension interventions focus,
understandably, on issues of coverage and fiscal
sustainability, possibly reflecting the dominance of
public pensions in many client countries and many
client countries’ nascent multi-pillar pension
systems.

IFC advisory services were product development
focused, usually for specific micro insurance
products, highlighting expansion of access. IFC
investments in insurance companies provided
upstream support for capital markets through
leveraged fund accumulation. Strengthened
regulation and development in insurance and
pensions have provided indirect upstream support
for capital markets development.

Downstream attention to fund management or
asset allocation has received negligible attention,
although this is necessary for their sound
management, even apart from capital market
development considerations. There was little focus
on asset management; thus, opportunities were
missed to link the Bank Group’s interventions in
the areas of insurance and pensions with capital
market development.

Evidence from IEG field visits suggests that in
many, though not all countries, much valuable
diagnostic work on insurance and pensions that
was undertaken through the FSAP program was
rarely operationalized—though exceptions exist.
Country strategies in these countries also made
little reference to contractual savings in the
context of capital market development, although
Colombia is a clear exception, and the Morocco
program has also made efforts to reflect this issue.
There is a new impetus in a few countries,
especially in the wake of the ESMID program, to



refocus on the accumulation and investment
aspects of contractual savings, for infrastructure
finance. So far, results suggest that there has been
little change (as Kenya’s experience illustrates).

The World Bank Pension Reform evaluation IEG
2006¢), similarly showed that diversification of
pension funds’ investments was not achieved.

Findings serve to illustrate that links between
institutional investors and capital market
development may be taken for granted, and that
there has been negligible direct effort at the Bank
Group to ensure that such links actually operate,
by looking at asset management. The analysis also
suggests divergence between the “public”
incentive for capital market development, and
“private” concerns about liquidity, returns, and
risk aversion, which need to be recognized
explicitly. Moreover, in a risk-based capital
framework, greater attention to the nature of the
portfolio of assets held would be a part of overall
review of soundness. If capital market
development is an institutional objective, greater
thought could be given to harnessing the
insurance and pensions agenda to support this
objective.

INFRASTRUCTURE FOR CAPITAL MARKETS
Regulation and Development

The heterogeneous projects focusing on legal,
regulatory, or development issues regarding capital
markets generally appear relevant in a country
context, often reflecting FSAP findings. There
remain questions as to whether the country-driven
model on its own is adequate, for strategic global
prioritization—for example, building stand-alone
national securities markets in relatively small
countries. The majority of output was of good
quality, and some was certainly adopted.
Outcomes are more difficult to assess, and
allowances must be made for long lags in terms of
final results in the legal and regulatory area. In
many cases drafted laws or regulations were
completed but not acted upon for years, or not at
all. Better World Bank monitoring of long-term
change is also desirable because completion
reports are usually done too soon after the
interventions. It is difficult to see how much
market practice has really changed as a result. In
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this respect the periodic FSAPs might provide a
vehicle for considering and assessing longer-term
outcomes.

Project design in many cases reflected traditional
best practice in advanced countries e.g. with
regard to supervision, and was not well adapted to
specific country circumstances. The challenges of
trying to impose sophisticated international best
practices on a market in its infancy were cleatly
illustrated in the case of one project in the West
Bank and Gaza. Similarly, efforts to develop
sophisticated securities products, such as asset-
backed securities in Sri Lanka, may have been
relatively complex for the country.

Corporate governance

Corporate governance is an integral part of policy
for capital market development. Good corporate
governance is essential for the effective
functioning and growth of equities markets, to
protect investors, and to ensure that savings are
effectively channeled to corporations that need
capital for innovation, job creation, and growth.

Most client countries made progress in their
corporate governance environments. Some did so
with limited support from the Bank Group
beyond diagnostics. Deteriorations in corporate
governance in some prominent Bank Group
clients was the effect of known external factors. In
most countries, the World Bank’s Corporate
Governance Reports on Observance of Standards
and Codes (CG ROSC) assessments, like FSAPs,
were able to provide information for designing the
Bank Group’s corporate governance
interventions, though in over a third of countries
both the World Bank and IFC programs for
corporate governance were likely unrelated to
these assessments.

Progress has been uneven across corporate
governance areas. Success was attained in
accounting and auditing, and independence of
external auditors. Gains are noticeably fewer in
difficult areas such as ‘disproportionate control
disclosure’ or ‘shareholders’ rights to participate in
fundamental decisions,” as well as with respect to
enforcement. Structural factors limited the extent
to which change could be realized in some
countries, (for example, owing to dominance of
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some industrial groups, poor internal
collaboration, stalled decision making, or political
factors).

Payments and Securities Clearance, Settlement,
and Depositories

The World Bank has played a pioneering role in
promoting the modernization of payment systems,
highlighting the need to integrate securities
settlement within the overall payments framework,
and contributing to the formulation,
implementation, and dissemination of global
standards on financial infrastructure. The World
Bank played a unique role in reflecting emerging-
market perspectives to standards setters, thus
enabling the standards to be globally applicable,
and in undertaking assessments against these
standards through the FSAP process.

In successive regions (starting with the Western
Hemisphere Initiative, followed by the Arab
Payments Initiative, and others) the World Bank
supported the building of regional knowledge
forums as institutions that brought together
regional regulators in the payments area and
created momentum for peer learning and the
cross-fertilization of ideas. Regional forums led to
country-level diagnostics and were followed by
projects for systems enhancement.

Interventions at the level of individual countries
usually focused on sound and efficient payment
systems overall that reduced systemic risk and
increased efficiency, especially through projects on
the legal framework for payments, oversight, and
“real-time gross settlement” (RTGS) systems. To
the extent that securities clearance and settlement
were a focus, the emphasis was generally on
government and public securities, because of their
use as collateral in intraday liquidity facilities, and
not primarily for capital market development per
se. Such designs often reflected the limited overall
capital market development of many client
countries.

Most such projects appear to have been well
designed, reflecting preceding diagnostic work,
often through FIRST or FSAP recommendations.
The World Bank was able to adjust the relevance
of its designs over time and across countties to
maintain its relevance in different country
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contexts. Long-term engagement helped.
Documents provide limited evidence on outputs
or outcomes; most, but not all, appear anecdotally
to have achieved desired outputs. It is difficult to
capture outcomes such as risk reduction or
efficiency increases. Delivery of technical
assistance and legal and regulatory advice was
reputedly of high caliber, though the degree of its
uptake was sometimes unclear.

FINANCING THE REAL SECTOR
Infrastructure Finance

While the Bank Group provided advisory support
for the use of capital markets instruments in
infrastructure financing, its direct support to
capital markets transactions in its own operations
has been more limited in the move toward more
holistic public-private partnership (PPP)
frameworks.

Specific operational support to infrastructure
finance through project bonds or bond guarantees
has been limited. The noticeable decline in the
offer of World Bank bond guarantees for
infrastructure may reflect difficulties with project
finance in the wake of the global financial crisis.

Supportt for the development of capital markets—
based infrastructure finance have been most
evident in the broad-based bond market advisory
services of the Bank Group, notably the ESMID
and more recently, the “Deep Dive”
programmatic initiatives. These programs have
tried to bring together the multiple elements of
bond market development, institutional investor
involvement, and the creation of PPP frameworks,
to support project finance with capital market
involvement, with some recent success.

The Environment and Other Priorities: Green
Bonds and Theme Bonds

Bank Group Treasuries have directly supported
other priority sectors of activity through the issue
of dedicated “thematic” bonds. Such bond issues
“ring-fenced” suitable ongoing and new
investments, and helped to showcase and win
support for the substantial portfolio of Bank
Group work in this area. However, they do not
lead to incremental funding, because these issues



are integrated with overall Bank Group funding
arrangements with no noticeable difference in
funding costs or terms. However, these programs
attracted new investor classes and diversified the
Bank Group funding base.

The Bank Group was not the first IFI to issue
green bonds, and has not been the largest. In fact,
it now accounts for only a tenth or so of the
global green bond market. Although the Bank
Group has rapidly come to account for only a
modest share in global green bond issues, it has
played an important catalytic role, especially
through its assistance in the development of the
Green Bond principles, where it once again
leveraged its convening power to define a new
global asset class. In IFC’s other theme bonds, the
Banking on Women bonds and the Inclusive
Business bonds, the “ring-fencing” structuring
was identical to that of the Green bonds.

IBRD also made innovative contributions through
its catastrophic risk bond; a creative structure for
insurance against natural disaster, as well as
through its Treasury management services for the

Vaccine Alliance, GAVTI’s “vaccine bonds,”
including the innovative sukuk.

PROGRAM FUNDING AND SUSTAINABILITY
World Bank Funds and Trust Funds

The future sustainability of capital markets work
requires stable funding. Although the finance and
private sector development program maintained
or even increased its share of overall funding
within the World Bank’s budgetary environment,
this reflected a disproportionately high and
growing reliance on trust funds. The capital
markets segment of work was more reliant on
external funding than the finance and private
sector development network as a whole.

Besides World Bank-executed Trust funds,
however, the finance and private sector
development network and, especially, the capital
markets practice, made use of funding from
additional unconventional sources normally
classified as World Bank budget: externally
financed outputs and reimbursable advisory
services. In addition, the capital markets practice
(and especially the bond market segment) enjoyed
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funding from GEMLOC which has now come to
an end. The FIRST trust fund has been a
prominent funding source, together with a limited
number of large donors, who have financed the
ESMID program and will fund the next wave of
bond market work.

While the high level of external funding suggests
commendable donor and partner support for the
significance and quality of the work undertaken, it
has consequences for the coherence and quality of
the work program. The country-led and
fragmented model of submission of demand for
support to programs such as FIRST, which have
been a major funding source for advisory work,
led to an opportunistic pattern of engagement.

Knowledge Management

A key characteristic of the capital markets
program is its knowledge intensity. Although
conventional assessment was hampered by limited
evaluative evidence, failure to maintain and file
core documentation has also been a factor. This
failure also limits knowledge sharing and learning,
both internally and vis-a-vis clients. Just 40
percent of World Bank AAA, on average, has all
the required core documentation, though results
for IFC are better. If knowledge sharing and
learning are core institutional goals, this is a first
area to be remedied.

Related to these issues is the only partial
availability, in the Bank Group’s databases, of
financial market information. IEG’s comparison
of FinDebt and Bloomberg suggested that the
former do not adequately capture the information
needed to track World Bank programs.

Quality and Coordination

Finally, available evidence suggests better than
average overall program quality, measured against
the Bank Group’s averages, according to many, if
not all, measures. This is largely corroborated by
IEG’s country case studies. Strategic engagement
with the client was good in most countries, and
clients were largely appreciative of work quality,
though process sometimes remains an issue.
Internal coordination varied considerably across
different parts of the portfolio, from best practice
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to mixed, and scope for improvement remains in
the latter.

CONCLUSIONS AND RECOMMENDATIONS: WHAT
WORKED, WHAT DIDN'T, AND WHAT’S NEXT?

Making Strategic Choices

Both IFC and the World Bank took the right
strategic choices with regard to many broad
directions over the past decades. One critical
question was whether or not to “sequence”
market-based finance after banking. Both IFC and
the World Bank decided to support capital market
development in tandem with overall financial
reform, a decision later supported by empirical
research, which did not favor either a bank-led or
market-led model.

The World Bank’s attention to local currency
government bond market development began in
the aftermath of the Asian crisis as recognition of
the importance of local currency government
borrowing grew, and its GEMLOC program
responded. IFC’s early support for emerging
market asset classes proved pioneering, as was its
contribution toward the building of investability
indices in these assets. As markets matured and
private players emerged, the Bank Group
emphasized areas of a public good nature or
where catalytic frontier market support was
needed. Thus IFC moved attention away from
public stock markets as “equitization” receded and
toward private equity for small businesses, and the
development of local fund managers. Today as
low-income countries graduate from IDA, new
emphasis on local bond market development is
needed for their domestic resource mobilization.

These eatly decisions were in line with the Bank
Group’s aims of development support, especially
for public sector management and also for smaller
enterprises. The costs of the traditional model of
being a “public, listed company,” are inherently
too high for most small businesses.

Thus the Bank Group followed broadly correct
strategic directions at critical points. And several
aspects of its program of interventions have been
innovative: (ranging from several first-time and
unusually structured local currency issues of both
IFC and IBRD Ttreasuries, its three-pronged self-
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financing GEMLOC program for building
government bond markets, some of IFC’s
securitization programs, its insurance-related
‘CAT’ or catastrophic risk bonds), displaying
global leadership and convening power (as in the
Green Bond principles and contributions to
standards-setting for financial infrastructure). Yet
today, at a more detailed level, there is room for
improvement in certain areas, and for a more
coherent program for capital market support
across its elements.

Coordinating Across Program Areas

Driven in part by its funding model, and possibly
reflecting the Bank Group’s partial strategic
underpinning for capital market development for
most of the review period, capital market
development at the country level has sometimes
been a patchwork of interventions. Even at a
broader level, links across key related segments of
interventions have surprisingly failed to develop.
Thus while the Capital Markets group at the
Finance and Markets anchor has had a strong
program for developing client countries’ bond
markets, the local currency bond market
development program undertaken by IFC’s
Treasury department focused, independently, on a
quite different set of countries. Treasury programs
could be more effective if undertaken in tandem
with deeper system reforms for local bond market
development. Such an integrated approach was
adopted by the ADB and the Association of
Southeast Asian Nations Plus Three (ASEAN+3)
initiative, and there are also elements of greater
integration today at EBRD; for example, through
its diagnostic work, or its construction of
benchmark money-market indices in markets
which they aimed to support through bond
issuance (for example, Russia, Romania). Such
upstream integration between money market
development and bond market development has
been rare, although not unknown (for example,
Colombia, Morocco), at the Bank Group.

Another area that would have benefitted from
greater program integration has been the linkage
between insurance and pensions projects so that
their potential role as institutional investors
contributing toward capital market development
could be better captured. Although at an analytic
level the knowledge of these linkages and how



they could be captured has been well known to
the Bank Group’s staff, in practice, this knowledge
usually did not transfer to most operations in
these areas. One exception has been the initiative
in Colombia to invest in infrastructure bonds. In
this context, some countries’ experiences with
suitable investment vehicles, such as the Mexican
certificates of capital development (CCDs), largely
held by Mexican pension funds, and Peruvian
infrastructure debt trust funds, are of interest.
More broad-based menus of investment, that help
to optimize returns but nevertheless safeguard the
funds of investors, are needed.

Sequencing and Clustering of Reforms

In most countries, the Bank Group engaged in
dialogue on a broad front in capital market areas
and the sequencing of interventions was not a
major issue. But in some cases, where engagement
was demand driven and highly specific, it was not
possible to achieve effectiveness, because the
program did not span important linked areas. One
example was the corporate bond market work in
India, in which Bank outputs, though thorough
and cognizant of the interrelation between
government and corporate bond market
development, could have had greater overall
impact had the dialogue also spanned the
government securities market.

Issues concerning the interrelationship between
government and corporate bond markets are of
importance to the Bank Group, and seemingly,
early emphasis on the former, through vehicles
such as the GEMLOC program, is now ceding to
greater emphasis on corporate bonds, for example
through the Deep Dive initiative, and eventually,
to transactions support, for example in the area of
infrastructure project bonds, as in Colombia.
Countries point out that the Bank Group’s
“honest broker” role in addressing issues in the
enabling environment, and not the transactional
support, per se, has been its most important
contribution. Although recognition of and support
to project bonds is very important, care may be
needed to maintain, as necessary, an arms-length
relationship between the policy and advisory
support on the one hand, and transaction support
on the other, benefitting from IFC’s capabilities of
translating policy into practice.
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Adapting Advice to Country and Global Needs

International best-practices methods are an
important benchmark but may not be optimal for
every country. In some instances, projects
proposed the adoption or adaptation of developed
capital market solutions to smaller, less developed
capital markets, which were not ready for such
solutions. Risk-based supervision procedures are
currently viewed as international best practices, yet
the stage of market development in the West Bank
and Gaza was far too preliminary to warrant the
use of this technique. Other examples were the
introduction of mortgage liquidity facilities in
countries where macroeconomic and financial
market conditions may not have had the depth or
stability to ensure their success, or projects to
develop equities-based capital markets in countries
where there would be difficulty in finding a
sufficient “critical mass” of private companies to
issue and list equities. Such Bank Group projects
were “ahead of their time.” Conversely, there may
a need to alert the most sophisticated clients to
issues associated with products such as credit
derivatives, or trading processes associated with
new technologies (for example, high-frequency
trading) that can lead to increased risk.

However, there were also instances of thoughtful
adaptation and tailoring of solutions to country
circumstances. In the Europe and Central Asia
region, payments systems interventions ranged
from the installation of basic RTGS systems in
countries such as Turkmenistan and Tajikistan, to
others, where the World Bank supported the
replacement of such basic systems with newer
generation systems with the additional features of
the queuing of transfer orders and intraday
liquidity facilities, resulting in more efficient use of
liquidity for real-time settlement.

Recommendation 1

Integrate capital market development within
the Bank Group across different areas of
support.

Based on the preceding observations, to

strengthen the loose-knit Bark Group strategy
toward capital market development, sometimes
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fragmented country-level interventions, and
missed opportunities for integration, IEG
recommends that the Bank Group: (i) prepate an
underlying strategic framework for capital market
development that spans all relevant elements of
market development, from issuers to investors
and including market infrastructure, for the Bank
Group as a whole, and recognizes interlinkages
and sets priorities; (i) prepare guidelines for the
Bank Group insurance and pensions programs
that review, at the design stage, issues related to
accumulation and asset management—for their
own benefit as much as for the benefit of capital
market development; (iii) identify a set of
countries where programs for IFC’s local currency
Treasury bond issuance can be paralleled with
support from the Capital Markets department to
measures for deepening and strengthening the
selected countries’ local currency bond markets;
and (iv) encourage consideration of
enhancements, through the guarantees program,
of infrastructure bond issuance in PPP
approaches.

Using FSAP Diagnostics

A first issue in this regard is the need to improve
use of FSAP findings. For a start, the
incorporation of FSAP findings into the work
program has been highly reliant on the FIRST
trust fund, and translation into CASs has been a
pale reflection of the underlying available
knowledge. Even FIRST funded projects did not
optimize the use of the FSAP; for example only a
handful referred specifically to underlying
International Organization of Securities
Commissions (IOSCO) assessments and the
extent to which recommended priorities were
observed. The FSAP process could be used not
only for the project planning and preparation
process, but also to track long-term project
outcomes, especially because project completion
reportts, prepared soon after project closure, are
rarely in a position to capture final outcomes.
Such linkages have been attempted in some rare
cases, as in Colombia (2014), on the strengthening
of Colombia’s self-regulatory organization
framework.

Recommendation 2

XVi

Enhance the use of the FSAP instrument to
underpin the design of capital markets
interventions.

Given the availability of high-quality diagnostics
that could be better used to strengthen the
diagnostic underpinnings of capital market
development, following any FSAP, the Global
Practice, if possible together with the relevant
country department, should: (i) incorporate FSAP
recommendations in the preparation of Systematic
Country Diagnostics and consider these findings,
as appropriate, in Country Partnership
Frameworks; (ii) establish Bankwide criteria to
assess prioritization of FIRSTor FSAP follow-up
work and identify funding for FSAP follow-ups
from sources additional to FIRST; and (iii) when
successive FSAPs are undertaken, make use of
them to track long-term project outcomes.

Generating, Sharing, and Using Knowledge

The Bank Group could further emphasize the
development of cutting edge ‘knowledge work to
underpin future programs in the capital markets
area. One example here is in the use of new
technology for funding options for small
businesses. There is need for continued
innovation in this area, even as new digital
financing models such as FinTech gain
ascendance. IFC correctly moved away from the
public listed company model, unviable for small
enterprises. However, private equity or venture
capital business does notrepresent an alternative
small company listing model, because such firms
rarely exit with an IPO. Today, local over-the
counter trading platforms, crowdfunding, B2B
trading platforms, or startup nurseries that focus
on private equity or venture capital investors, may
better serve small business needs. This is just one
example of an area to explore; others must be
explored if the Bank Group is to maintain a

reputation as an innovator and not just a replicator
in this field.

For the Bank Group to be able to provide cutting-
edge knowledge, and to continue to innovate and
maintain relevance, it needs to strengthen its
learning culture and practices. There are basic
concerns relating to the systematic maintenance of
documentation, and the setting of better standards
for self-evaluation in advisory services. The



absence of documents—especially downstream
documents—hampers the extent to which lessons
can be drawn or shared. As IEG illustrates,
procurement documents proliferate in project files
where final reports are missing or only available in
local languages. Downstream documents are less
commonly available than concept notes, for which
upstream clearances are required.

Data issues also affect the capital market program.
Although significant steps have been taken to
compile and standardize information available, in
databases such as FinDebrt, it still falls short of
what is needed to monitor core program areas, for
example, local currency bond market
development. IEG’s comparison of FinDebt
information with that available from external
vendors and country data sources suggested
shortfalls in core areas.

The Global Practice could make better use of its
knowledge repository to enable access to
information on areas of common interest, through
routine best-practice notes. For example, projects
on covered bonds have been undertaken in Brazil,
India, Morocco, and Turkey, with few exchanges
of information (though in India, IFC staff
introduced clients to the Turkish and European
models). Demutualization has been another topic
of widespread interest in Costa Rica, India, Kenya,
Morocco, Nigeria, and Sti Lanka. A synthesis of
experience would be of value. In the same vein,
dissemination is important, not only through
written notes but also through convening events
that bring together clients across countries—as in
the GEMLOC Peer Group Dialogues. Systematic
maintenance and publication of findings of such
proceedings are also suggested.

Recommendation 3

Strengthen knowledge management within
the capital markets area and develop a frontier
global knowledge program.

(i) Implement and monitor service standards for
maintenance of document repositories, data
collection, and program monitoring and
evaluation, including databases for capital market
monitoring; (i) Ensure the write-up and cross-
country dissemination of findings on priority
topics, identified by the Global Practice Groups

OVERVIEW

(for example, on GEMLOC peer group dialogues,
ot on frequently recurring themes such as
demutualization); (iii) Deepen the knowledge base
both at a country and at a global level, to ensure
that Bank Group knowledge is at the cutting edge
and provides intellectual leadership.

Tailoring Funding to Program Sustainability

Future program sustainability at present rests
precariously upon the adequate and consistent
availability of an array of trust funds and other
sources, such as reimbursable advisory services.
Should funding cease, not necessarily because of
weak performance but as a result of changes in
donors’ priorities, program sustainability becomes
a concern, as the funding of GEMLOC has
demonstrated. Such funding models may have
contributed to the opportunistic and sometimes
incoherent pattern of interventions across
countries, as well as, in some cases, within
counttries.

To some degree this vulnerability has been
addressed by new features of the FIRST program
for programmatic funding, allowing a longer time
horizon within a country. However the new
features do not address questions of completeness
of coverage, or choices across countries, or
limiting assistance to countries that do not meet
preconditions for sustainability. GEMLOC
country-level technical assistance was also
fragmented. Although new programs such as
ESMID and the Deep Dive take a holistic view of
capital markets segments in a given country,
questions on country selection criteria remain.
Clear criteria to ensure fairness and transparency
across countries are merited.

Finally, care must be taken, within such funding
models, to safeguard the attention to global
programs, global engagement, and research, if the
Bank Group is to provide knowledge leadership
and move toward the role of being an innovator
rather than replicator of country-level programs.

Vulnerability of global programs under country-
driven models is an issue.

Recommendation 4
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Review funding sources available for capital
market development and their impact upon
program design.

(i) Provide stable sources of funding for core
global and country capital markets programs that
balance internal and external sources and allow the
Bank Group to respond to its priorities. (if) Apply
transparent and uniform criteria for country and
program selection for new and continuing trust
fund programs.

BEYOND THE PRESENT REPORT: EXTENDING THE
ANALYSIS

Finally it must be recognized that the present
report does not attempt to holistically cover all

Xviii

potential sources of long-term development
finance, and has limited itself to capital markets
finance only. Although the report has alluded, in
some places, to the impact of the banking system
upon capital market development, a more
complete treatment would require the
development of a comprehensive perspective on
different sources of long-term finance — and the
role of the Bank Group’s interventions, for
example, vis-a-vis development finance banks.
These areas are still to be evaluated.
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IEG Findings and Conclusions

IEG Recommendations

Acceptance by
Management

Management Response

1.Strategic Integration

Driven in part by its funding model, and
...reflecting the WBG's partial strategic
underpinning for capital market development
for most of the review period, capital market
development at the country level has sometimes
been a patchwork of interventions. Even at a
broader level links across key related segments
of interventions have surprisingly failed to
develop...Loose-knit Bank Group strategy
toward capital market development, sometimes
fragmented country-level interventions, and
missed opportunities for integration.

An ... area that would have benefitted from
greater program integration has been the
linkage between insurance and pensions
projects so that their potential role as
institutional investors contributing toward
capital market development could be better
captured. Although, at an analytic level, the

Recommendation 1:

Integrate capital market
development within the Bank
Group across different areas of
support.

(i) Prepare an underlying strategic
framework for capital market
development that spans all relevant
elements of market development,
from issuers to investors and
including market infrastructure, for
the Bank Group as a whole that
recognizes interlinkages and sets
priorities.

(ii) Prepare guidelines for the Bank
Group insurance and pensions
programs that review at the design
stage issues related to accumulation
and asset management - for their
own benefit as much as for the

Xix
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IEG Findings and Conclusions

IEG Recommendations

Acceptance by
Management

Management Response

knowledge of these linkages and how they
could be captured have been well known to
Bank Group staff, in practice, this knowledge
usually did not transfer to most operations in
these areas.

Thus while the Capital Markets group at the
Finance and Markets anchor has had a strong
program for developing client countries” bond
markets, the local currency bond market
development program undertaken by IFC's
Treasury department focused, independently,
on a quite different set of countries. Treasury
programs could be more effective if undertaken
in tandem with deeper systems reforms for local
bond market development that countries
themselves undertake. Such an integrated
approach was adopted by both the Asian
Development Bank and the ASEAN+3 initiative,
and there are also elements of greater
integration today at the European Bank for
Reconstruction and Development, for example,
through its diagnostic work, or its construction
of benchmark money-market indices in markets
which they aimed to support through bond
issuance (for example, Romania, Russia). Such
upstream integration between money market
development and bond market development has
been rare, although not unknown (for example,
Colombia, Morocco), at the Bank Group.

It is puzzling that there has been such a
noticeable decline in the offer of bond
guarantees over the last decade, from the World

benefit of capital market
development.

(iii) Identify a set of countries where
programs for IFC’s local currency
Treasury bond issuance can be
paralleled with support from the
Capital Markets department in
terms of measures for deepening
and strengthening the selected
countries’ local currency bond
markets.
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IEG Findings and Conclusions

IEG Recommendations

Acceptance by
Management

Management Response

Bank in particular. This may be a reflection of
the prevailing difficulties with project finance in
the wake of the crisis, and it may also reflect the
move toward a more holistic PPP based
approach to infrastructure finance. The
emphasis on use of Public Private Partnership
and limited recourse financing to create new
infrastructure assets has enabled the
mobilization of private equity primarily as these
structures (generally through a contractual
framework and credit enhancements) insulate
the project’s revenue stream from risks which
the private sector is unable to bear or mitigate.
These structures have enabled the funding of
even greenfield projects as construction risk is
managed within the contractual frame work and
commercial banks and equity do not need the
project to achieve a threshold rating.

(iv) Encourage consideration of
enhancements through the
guarantees program, of
infrastructure bond issuance in
public-private partnership
approaches.

2. Diagnostics: Need for stronger linkages to

Recommendation 2:

ESAPs

A first issue in this regard is the need to
improve use of FSAP findings. For a start, the
incorporation of FSAP findings into the work
program has been highly reliant on the FIRST
trust fund, and translation into CASs has been a
pale reflection of the underlying available
knowledge. Even FIRST funded projects did not
optimize the use of the FSAP - for example only
a handful referred specifically to underlying
IOSCO assessments and the extent to which
recommended priorities were observed.

Enhance the use of the FSAP
instrument to underpin the design
of capital markets interventions.

Given the availability of high-
quality diagnostics that could be
better used to strengthen the
diagnostic underpinnings of capital
market development, following any
FSAP, the Global Practice, if
possible together with the relevant
country department, should:

XXi



MANAGEMENT ACTION RECORD

IEG Findings and Conclusions

IEG Recommendations

Acceptance by
Management
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The FSAP process could be used not only for the
project planning and preparation process, but
also to track long term project outcomes,
especially since project completion reports,
prepared soon after project closure, are rarely in
a position to capture final outcomes. Such
linkages have been attempted in some rare
cases, as in Colombia (2014), on the
strengthening of Colombia’s SRO Framework.

(i) Incorporate FSAP
recommendations in the
preparation of Systematic Country
Diagnostics and consider these
findings, as appropriate, in Country
Partnership Frameworks.

(ii) Establish Bankwide criteria to
assess prioritization of FIRST and
FSAP follow-up work and identify
funding for FSAP follow-ups from
sources additional to FIRST.

(iif) When successive FSAPs are
undertaken, make use of them to
track long-term project outcomes.

3. Knowledge Management

For the Bank Group to be able to provide cutting
edge knowledge, and continue to innovate and
maintain relevance, it needs to strengthen its
learning culture and practices. There are basic
concerns relating to the systematic maintenance
of documentation, and the setting of better
standards for self-evaluation in advisory
services. The absence of documents especially

Recommendation 3:

Strengthen knowledge
management within the capital
market area and develop a frontier
global knowledge program.

(i) Implement and monitor service
standards for maintenance of
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downstream documents hampers the extent to
which lessons can be drawn or shared. As IEG
illustrates, procurement documents proliferate
in project files where final reports are missing or
only available in local languages. Downstream
documents are less commonly available than
concept notes, for which 'upstream' clearances
are required.

Data issues also impact the capital market
program. Although significant steps have been
taken to compile and standardize information
available, in databases such as FinDebt, it still
falls short of what is needed to monitor core
program areas, for example, local currency bond
market development. IEG's comparison of
FinDebt information with that available from
external vendors and country data sources
suggested shortfalls in core areas.

The Global Practice could make better use of its
knowledge repository to enable access to
information on areas of common interest,
through routine best practice notes. For
example, projects on covered bonds have been
undertaken in Brazil, Turkey, Morocco and
India, with few exchanges of information
(although in India, IFC staff introduced clients
to the Turkish and European models).
Demutualization has been another topic of
widespread interest in Kenya, Morocco, Nigeria,
Costa Rica, Sri Lanka and India. A synthesis of
experience would be of value. In the same vein,
dissemination is important, not only through

document repositories, data
collection, and program monitoring
and evaluation, including databases
for capital market monitoring.

(if) Ensure the write-up and cross-
country dissemination of findings
on priority topics, identified by
relevant units (for example, on
GEMLOC peer group dialogues, or
on frequently recurring themes
such as demutualization);
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written notes but also through convening events
that bring together clients across countries - as
in the GEMLOC Peer Group Dialogues.
Systematic maintenance and publication of
findings of such proceeding are also suggested.

The Bank Group could build a program of
cutting edge 'knowledge' work to underpin
future programs in the capital markets area. One
example here is with regard to the use of new
technology for funding options for small
businesses. There is need for continued
innovation in this area even as new digital
financing models such as 'FinTech' gain
ascendance. This is just one example of an area
to explore, others must be explored if the Bank
Group is to maintain a reputation as an
innovator and not just a replicator in this field.

(iii) Deepen the knowledge base
both at a country and at a global
level, to ensure that Bank Group
knowledge is at the cutting edge
and provides intellectual
leadership.

4. Tailoring Funding to Program Sustainability

Recommendation 4:

Future program sustainability at present rests
precariously upon the adequate and consistent
availability of an array of trust funds and other
sources, such as RAS. Should funding cease, not
necessarily because of weak performance but as
a result of changes in donors' priorities program
sustainability becomes a concern, as the funding
of GEMLOC has demonstrated. Such funding
models may have contributed to the sometimes
opportunistic and fragmented pattern of
interventions across and within countries.

Review funding sources available
for capital market development
and their impact upon program
design and sustainability:

(i) Provide stable sources of funding
for core global and country capital
market programs, that balance
internal and external sources and
allow the Bank Group to respond to
its priorities.
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Management

To some degree this has been addressed by new
features of the FIRST program for programmatic
funding, allowing a longer time horizon within
a country. However it does not address
questions of completeness of coverage, or
choices across countries, or limiting assistance to
countries that do not meet preconditions for
sustainability. GEMLOC country level technical
assistance was not programmatic, although the
program attempted to leverage funding from
parallel sources. While new programs such as
ESMID and the Deep Dive take a holistic view of
capital markets segments in a given country,
questions on country selection criteria remain.

Clear criteria to ensure fairness and
transparency across countries are merited.
Finally, care must be taken, within such funding
models, to safeguard the attention to global
programs, global engagement and research, if (ii) Apply transparent and uniform
the Bank Group is to provide knowledge criteria for country and program
leadership and move toward the role of being an | selection for new and continuing
innovator rather than replicator of country level | trust fund programs.

programs. Vulnerability of global programs
under country driven models is an issue.
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1. Context, Scope, and Approach

Highlights
+» |EG’s evaluation comes at a juncture when long-term finance is at the core of the development agenda.
+«+ Financial sector deepening and capital market development spur growth and poverty alleviation.

+» Financial sector strategies at the World Bank Group alluded to the importance of capital markets though
only recently, at IFC, acknowledging the interrelation between market segments.

+«+ The central question is the relevance, effectiveness, and efficiency of the Bank Group’s support to clients’
capital markets for financial and real sector development and the reduction of poverty and inequality.

+«»+ The evaluation portfolio covers all segments of capital market development and includes at least 1,071
interventions across 64 countries.

+«»+  While FSAPs provided a fairly rich basis of diagnostic work for such interventions, albeit with a decline
over time in some areas, FSAPs were reflected in, at best, half of the follow-up interventions.

¢+ Country program reflection of support for FSAP related guidance to capital market development was
variable, with strong support in certain countries, and almost no reflection of FSAP findings in others.

Capital Markets and the Current Development Agenda

This evaluation of the World Bank Group’s contributions toward capital market development in
client countries comes at a strategic juncture when the Bank Group’s commitments to
mobilizing long-term financial resources to meet development needs have grown increasingly
prominent in the ‘finance for development’ dialogue, as witnessed by the Bank Group’s
umbrella report to the G20 on Long-Term Investment Financing for Growth and Development
(2013); statements of the G20 Investing in Infrastructure working group (2014) and the 2015
Addis Ababa Action Agenda. Donor support, as well as long-term bank finance, are both
limited. Capital markets complement bank finance, helping households and firms to better
manage risks associated with long-term investments. The development of corporate and project
bonds is itself predicated upon the development of government securities markets that provide
benchmarks for private sector bond issues. As recognized after the Asian crisis, and reaffirmed
today, as low-income countries graduate from IDA, deep and liquid domestic government debt
markets enable governments to finance their fiscal deficits without exposure to currency risks
associated with foreign borrowing, and at lower cost, thereby helping finance development.
Well-functioning capital markets, properly managed, cushion poverty-inducing crises. As an
integral part of the financial framework, capital markets help finance growth and thereby
alleviate poverty.
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MAJOR ELEMENTS OF CAPITAL MARKETS AND THE SCOPE OF THE PRESENT EVALUATION

Capital markets comprise both public sector and private corporate issuers, who issue a range of
securities instruments: bonds, or fixed-income securities; stocks or equities, and bundles of
claims such as mortgage-backed securities. They have maturities of more than a year, and are
largely held by investors such as insurance and pension funds that need such assets to match
their long-term liabilities. Well-functioning markets require sound market infrastructure —both
‘soft” aspects such as laws, regulations and corporate governance and “hard” aspects such as
systems for trading, clearance, and settlement.

The Bank Group has activities in all these segments of capital market development. In terms of
issuers and instruments, programs for public bond market support, initiated with the
International Monetary Fund (IMF) and the Organisation for Economic Co-Operation and
Development (OECD), were gradually extended to encompass the corporate bond market, an
area of focus today. The Bank Group has also undertaken local currency bond issues through its
Treasury departments. Attention to stock market development, though not central to capital
markets work at the Bank Group during the past decade, has been supported largely through
interventions on market regulation. IFC also has numerous private equity investments, which
support the financing of small firms and could arguably exit through the stock market. Support
for the development of markets in asset-backed securities, at the Bank Group, has been
undertaken mainly through parts of its housing finance portfolio.

As regards investors, as well as capital markets infrastructure, the Bank Group collectively has a
substantial portfolio in the area of insurance and pensions. IFC directly supported insurance
companies while the World Bank focused on new product development and risk management.
In terms of capital market infrastructure, the Bank Group’s support encompassed both ‘soft’
aspects, such as the development of sound regulatory frameworks and good corporate
governance, and ‘hard” aspects: payment systems networks, and clearance and settlement

arrangements.

Finally, both the World Bank and IFC have made use of capital markets instruments, indirectly
or directly, to finance their own real sector investments, through bond issues and guarantees.
IFC projects across a variety of sectors have introduced structured financing arrangements that
encourage the use of capital market instruments, and both the World Bank and IFC have
supported bond issues for project financing though credit enhancements and guarantees, in
addition to advisory work. Recent Treasury programs provide support for the financing of
environment programs and other areas of social impact investment. IEG has included all of the
above in its review, in an effort to provide a comprehensive picture. 1
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Bank Group Strategy toward Capital Market Development

IFC and World Bank strategies recognized the importance of developing capital markets
(Appendix 1.1). Throughout this review period, IFC made consistent if limited reference to
capital market development, in the context of the importance of local currency financing and
the need to support frontier markets. Its overall strategy, from FY04-07 to its most recent
strategy of FY15-17 echoed these themes. In 2011, for the first time in this period, IFC prepared
a detailed and integrated roadmap that recognized that capital market development requires a
full spectrum of agents to connect low issuance of securities instruments on the supply side
with low institutional investment on the demand side, in the context of supporting institutions
and infrastructure.? It also referred to the role of capital markets for real sector financing.

1.1 At the World Bank, there have been few formal articulations of financial sector strategy
but its most recent, of March 2007, named capital market development as one of two areas that
would receive special attention. It gave prominence to government bond market instruments,
then a major area of focus, and also recognized the importance of the supply of capital market
instruments for institutional investors, in the context of a joint IFC-World Bank unit. One
noteworthy feature in terms of the articulation of the strategy into the Bank Group’s
organizational structure, however, was the separation of the Capital Markets Development and
Corporate Governance service line (mostly involved with the developing instruments and some
elements of infrastructure), and the Non-Bank Financial Institutions service line (which focused
mostly on developing insurance, housing finance, and pension fund markets). In 2015 these
service lines were integrated under a single Global Lead. And today, in 2016, the World Bank is
in the process of formulating an updated financial sector strategy.

Capital Markets, Economic Growth, and Poverty Alleviation

A large body of research illustrates a link between financial depth and economic growth.
Empirically, with increasing economic development, countries tend to increase their demand
for services provided by securities markets relative to those provided by banks. Bank-based
structures tend to dominate in the early stages of growth, but the relative importance of banks
decreases as economies develop. Sound financial development can avert instability and
incidents of crisis and can disproportionately benefit the incomes of the poorest. Incidents of
economic crisis can have severe effects on poverty(Otker-Robe and Podpiera 2013). Safe
financial systems thus indirectly support the twin goals of the Bank Group: reducing poverty
and improving the lives of the poorest (Appendix 1.2). Well-functioning capital markets are an
integral part of such financial systems.
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Box 1.1 What Are Capital Markets and What Is the Scope of the IEG Evaluation?

Capital markets are financial markets for the buying and selling of long-term securities instruments. Capital markets provide an
interface for allocating capital according to market-based pricing of risk and returns. They channel savings toward long-term
productive investments, helping issuers—companies or governments—to raise long term capital, and long-term investors, such
as insurance and pension funds, to hold long-term assets and earn returns. Key securities instruments are:

»  Bonds or debt instruments that earn investors a regular “coupon,” allowing them to become creditors to the issuer;

*  Equity instruments or stocks and shares that permit investors to acquire ownership of companies and thereby share risk;
and

»  Bundles of claims, such as asset-backed securities—mortgage-backed securities are an example.

Capital market development needs the right infrastructure to develop, including “soft” aspects such as: a solid legal and

institutional environment; good corporate governance that protects investor rights, especially those of minority shareholders;

and *hard” aspects of sound financial infrastructure—including the physical underpinnings of trading systems and securities

clearance and settlement arrangements. Bank Group interventions have supported the development of all these areas: the

development of securities instruments, long-term investors, and capital market infrastructure. They are all included in the IEG

evaluation. IEG also reviews the Bank Group’s support for the use of capital markets instruments in key sectors of its own

operations.
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Capital market instruments are generally deemed to have maturities of at least a year; instruments of shorter maturity, known
as money market instruments, provide the liquidity to support secondary market development, also supported by repos and
derivatives. On primary markets, issuers of new stocks or bonds sell them to investors via an underwriting process. In
secondary markets, existing securities are sold and bought among investors or traders, on an exchange, or on over-the-
counter markets, sometimes intermediated by brokers or primary dealers. Liquid secondary markets increase investors’
willingness to buy. Stable macroeconomic conditions (low inflation; stable interest rates) are critical for capital market
development.

Source: IEG
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The development and expansion of capital markets, like that of all financial markets, has risks
but also brings benefits. Instability, exaggerated by present high levels of leverage, may limit
the impact of financial development on poverty alleviation. Certain technological shifts, new
financial contracts, and the rise of shadow banks bear their own risks. Yet, technology may also
bring benefits —such as the recent rise of new trading platforms for capital for small firms.
Capital market development, while desirable, must be harnessed for safety.3

IEG’s Evaluation of Capital Markets: Objectives, Audience, and Evaluation Questions

The core purpose of the evaluation is to assess how well the Bank Group supported its client
countries in the development of their capital markets, across the full spectrum of activities that
contribute to the development of such markets. Its audience is the World Bank Group’s Boards
of Directors, followed by Bank Group management and technical staff, and finally, other
international financial institutions (IFIs) and the donor community. Its overarching question is:

¢ Has the Bank Group been relevant, effective and efficient in supporting the
development of its client countries” domestic capital markets to deepen their financial
systems, realize real sector development, and support the achievement of the Bank
Group’s twin goals of poverty alleviation and shared prosperity?

The evaluation examines the relevance of both objectives and design, effectiveness in terms of
outcomes and impact, and program efficiency. Relevarnce of objectives refers to the extent to which
the Bank Group’s capital market interventions reflected prevailing financial sector knowledge
and diagnostics. Relevance of design looks at the extent to which intervention focused on the right
issues in the country and sector context. IEG evaluates effectiveness in terms of the extent to
which the Bank Group’s interventions achieved their objectives, primary or secondary, relevant
to capital market development, in terms of both immediate outputs and outcomes, for domestic
capital market development or real sector support —and whether these results were sustained
over time. Finally, IEG also examines efficienicy, in terms of program funding and sustainability,
program monitoring, tracking, and results measurement, internal and external coordination,
and quality control. Given the heterogeneity of interventions, the evaluation constructs metrics
with supplementary questions for each portfolio area (Table 1.1).
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Table 1.1 Examples of Supplementary Evaluative Questions Specific to Individual Areas of World Bank
Group Support

Supplementary Evaluation Questions for Areas Supported by WBG

Issuers and Instruments: Bonds, Equities, Asset-backed/Mortgage-backed securities

o Did the Bank Group support the development of robust government bond markets that (i) funded public borrowing? (i)
reduced funding costs and increased their predictability; (iii) improved liquidity and (iii) built yield curve benchmarks?

o Did the Bank Group help corporate stock and bond markets to meet private sector funding needs?

e Did the Bank Group support securitization, for asset-backed and mortgage-backed securities and other capital market
housing finance instruments through mortgage liquidity facilities?

e Did the Bank Group’s programs of Treasury bond issuance of local currency bonds and theme bonds (i) help develop
clients’ capital markets; (i) provide additionality in funding?

Investors: Insurance Funds, Pension Funds

o Did the Bank Group support the development of insurance and pension systems that would accumulate funds for
investment in capital markets, and manage their assets to undertake such investments? Did the Bank Group support the
development of investment rules for these funds that would encourage the development of a diversified capital market?
Did the Bank Group help to develop funded pension systems, with rules conducive to capital market investments?

Market Infrastructure: Legal and Regulatory Frameworks, Corporate Governance, Payments Systems

o Did the Bank Group help contribute to the preparation or modification of a sound legal and regulatory framework for
securities?

¢ Did the Bank Group effectively support the improvement of corporate governance for listed companies in terms of
protecting the rights of minority shareholders, and more transparent appointments of boards of directors?

o Did the Bank Group effectively support the development of sound systems for securities clearance and settlement,
shortening elapsed time to settlement, achieving delivery versus payment and reducing counterparty risk?

Capital Markets and Real Sector Financing in the Bank Group Agenda: Infrastructure and the Environment

o Did the Bank Group support long-term finance of infrastructure projects, environment finance, or other areas of the real
sector through capital markets instruments?

The results chain underpinning this evaluation, linking the full spectrum of the Bank Group’s
interventions with outputs and intended outcomes, is illustrated in Figure 1.1. The underlying
theory of change is that all interrelated areas of capital markets and their surrounding

environment together achieve the final output of market strengthening, more robust financial
systems, supporting growth, and the reduction of poverty and inequality.

Evaluation questions were answered largely through a combination of well-accepted
methodologies including: desk reviews of policy and strategy documents; theme- focused
portfolio reviews based on customized questionnaires, and five field visits. Contents were
organized using both qualitative and quantitative methods, organized by cluster and
benchmarked, where possible, against international standards. The evaluation also incorporated
external evidence from other IFIs or multilateral development banks (MDBs) and data on
market evolution from the Bank for International Settlements, Bloomberg, Datastream, EMPEA
and other sources, relying on traditional processes of triangulation.
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Figure 1.1 Results Chain—Bank Group Support to Capital Markets: Activities, Outputs, and Outcomes

Assumptions: Macroeconomic Stability, Competition, Political Commitment, Other External Factors

Inputs/Activities
Bank Group interventions that
support capital markets

Helping the development of
capital markets instruments
(Bonds: Government Treasuries,
Corporate bonds; Stocks /
Equity; Asset-Backed
Securities/Mortgage-backed
Securities); enabling issuers to
use capital markets instruments
to meet long-term financing
needs.

Enable capital markets
investors: insurance funds,
pension funds, to earn better
returns on their assets and match

Outputs
Achievement of results
with regard to the identified activities

Liquid government debt markets, extended yield

curve, lower funding costs; more benchmark issues;

Eased corporate bond issuance and more liquid
corporate bond markets;

More firm-level access to private equity, entry of
new domestic investors in private equity;

More corporate public listing , greater liquidity and

trading, reduced risk,

Better market for asset-backed/mortgage-backed
securities, especially for housing finance

Greater access to capital market finance for
brownfield and greenfield projects

Increased and eased local currency bond issuance,

following IFls, more investors, longer maturities

Outcomes
Capital market
strengthening

* More long-term
funding availability
for governments,
corporations, and
projects needing
long-term finance

Better resource
allocation, price
discovery, and
efficiency in financial
intermediation.
Deeper and more
liquid financial

their long-term liabilities against
assets held in capital market
instruments

Strengthened regulatory environment for insurance markets.
and better long-term funding, diversified investment;

Multi-pillar funded pension systems that invest in D

Safer and better--
regulated financial
systems, reduced
instability.

domestic capital markets

Building better capital markets
infrastructure: legal and
regulatory frameworks, better
corporate governance for listed
companies and exchanges,
sound payments and securities
clearance and settlement
systems

Sound legal and regulatory infrastructure for capital
markets

Reduced risk and shortened time in securities
clearance and settlement, reduced counterparty risk
Improved minority shareholder protection D

Impacts

Deeper and more Robust Financial Systems, Economic growth, Reduction of poverty

Source: IEG.

Challenges were faced: about half to three-fourths of interventions were advisory services and
for many interventions, capital market development was of secondary or indirect relevance.
Netting out the 295 IFC private equity funds, three-quarters of the remainder consisted of
advisory services. Just a quarter had IEG evaluation notes, with no IEG micro-evaluative
coverage of the 476 WB AAA (Appendix 1.3). Even on the investments and lending side, there
was limited evaluative material.# An additional challenge was that activities such as insurance,
pensions or housing provided indirect, or secondary, support to capital market development.
IFC investments (e.g., private equity funds) had capital market development as, at best, a
secondary objective. IEG consulted the Bank Group’s sector staff to screen out the least relevant
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interventions and then undertook its own project screening, to identify the most relevant for
capital market development.

PORTFOLIO IDENTIFICATION AND COUNTRY SELECTIONS

The evaluation covers Bank Group operational interventions that have supported the
development of key segments of capital markets over the eleven year period (FY04-14) -i.e.,
before, during and after the financial crisis. In some areas, the evaluation went further back.
These especially include Country Assistance Strategies (CASs) and Country Partnership
Strategies (CPSs) and FSAPs that were initiated before the evaluative period, but were relevant
to the years of the evaluation. Project selection was based on a succession of filters, beginning
with World Bank and IFC system codes for sectors and themes, supplemented by word
searches, screening of project objective statements, and, finally, consultations with the Bank
Group’s staff in relevant thematic areas. The identified portfolio thus included 1,071
interventions, amounting to 3.7 percent of World Bank analytic and advisory (AAA) activities,
1.4 percent of World Bank lending, and averaging 2.9 percent of all World Bank interventions.
The reviewed portfolio includes the Bank Group’s interventions across at least 64 countries
(Appendix Tables A1.1 and A1.2).

In many market segments (corporate governance, housing, insurance, pensions, payments,
private equity) all observations were reviewed. In select segments (bond markets, capital
market regulation), principal clusters of observations were reviewed —50 out of 100 projects in
bond markets; 10 countries with at least three interventions each for capital market regulation
and development, and 20 countries with at least two interventions for FSAPs and CASs. About
two-thirds of country-focused projects reviewed were in just 25 countries.® Only nine of these
are included in the G20 and belong to the Financial Stability Board. Case study countries had
additional purposive elements: no more than one country per continent, inclusion of countries
at all income levels, and a high level of representation in the IEG portfolio. The countries
selected were Colombia, India, Kenya, Morocco, and Vietnam. In terms of evolution over time,
there was a mild trend increase, with some 90 projects per year in the first half of the period,
and about 100 per year in the latter half. As in global markets, the Bank Group’s intervention in
areas such as bond markets and private equity rose, while housing, corporate governance, and
public stock markets showed some, though not significant, decline.

Analytic Underpinning in FSAPs:A Diagnostic Approach

As a prelude to the examination of the Bank Group’s capital markets portfolio, the present
chapter reviews the extent to which there was an adequate and in-depth diagnostic foundation
for such interventions. These were undertaken mainly through the joint IMF/World Bank
FSAPs. The chapter also reviews the extent to which FSAPs underpinned the Bank Group’s
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actual interventions, as reflected in country strategies, and whether they were reflected in work
programs.

IEG’s review of 39 FSAPs in 20 countries finds that coverage of most areas relevant to capital
market development received reasonable even if diminishing coverage.” The FSAP review
included specific capital-markets’ relevant annexes, that accounted for 75 out of 192 annexes
written on such topics.8

Specialized FSAP annexes on topics relevant to capital markets declined in frequency in the
second half of the review period, from 49 to 28, and also relative to all annexes. Declines were
especially noticeable in the areas of insurance and pensions. Overall capital market annexes and
annexes on public debt altered little. All FSAPs provided significant commentary on
macroeconomic stability and the financial environment. Most countries with several Bank
Group capital markets interventions had relatively stable macro environments. One country
(Morocco) had a significant improvement in its macroeconomic outlook —and an accelerated
Bank Group intervention in capital markets. In Colombia, where the World Bank had a
significant series of interventions, the FSAP had pronounced that the macroeconomic
environment was appropriately prudent, favorable, and improving. However, in Kenya, which
also had significant interventions, and initial macroeconomic conditions appeared favorable,
the outlook deteriorated after the crisis but there was little discussion in the 2011 FSAP of the
impact of this factor on the program. A few Bank Group interventions occurred in countries
with a less conducive macro environment. For all 20 countries reviewed, IEG scored countries
according to the quality of the macroeconomic environment as well as changes over time, on a
10-point scale. Some, such as Bangladesh and Nigeria, were in the lowest range, with a score of
3.3, in the earlier period, and Azerbaijan, Ghana, and Kazakhstan remained at 5.0 or below.

In terms of the overall financial environment, market determination of interest rates was only
discussed explicitly in 10 of the 39 sampled FSAPs. FSAP assessments of financial sector
soundness in the 20 countries sampled broadly improved during the review period under
review. Of the 16 countries that had more than one FSAP during the period, 13 saw
improvement in the assessments over time while only one, Pakistan, saw deterioration.

Many areas covered in this evaluation received near-universal coverage in FSAPs, especially
from a regulatory perspective (public bond market development, securities regulation and
supervision, payments systems). As many as 22 FSAPs recommended a change in investment
policies for pension funds; eight in broad terms (suggesting more diversification or
liberalization of investment guidelines) and another eight specifically in terms of increased
investments in nongovernment, corporate securities. In insurance, aside from industry
structure, regulatory frameworks, or supervisor capacity, there were significant discussions of
issues relating to the solvency of firms and risk management. Seven FSAPs explicitly suggested
more diversification and greater flexibility in investments.?
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Table 1.2 FSAP Follow-up in IEG’s Capital Markets Portfolio: Advisory and Lending Services

WB AAA FIRST TA or Advisory WB Lending
Countries Ref Follow Total Refto Follow Total Refto  Follow Total Lending
to FSAP AAA in FSAP FSAP FIRST in FSAP FSAP in in County
FSAP in5 Country within5  Country 5 years
years years
Total 20 12 92 142 13 27 40 19 36 46

countries

Source: IEG; Appendix Table A2.1
Note: WB = World Bank; TA= technical assistance; AAA = analytic and advisory servies; FSAP = Financial Sector Assessment
Program.

Despite rich diagnostics, follow-up interventions only referred to FSAPs a quarter of the
time, on average . However, the ratio increases to around half for follow-up lending and for
technical assistance under the FIRST program. For the 20 countries for which FSAPs and CASs
were reviewed, IEG examined post-FSAP follow-up interventions in the five years after the date
of the FSAP, and examined each follow-up, to see whether a reference was made to the
preceding FSAP ( Table 1.2 F). Of the total of 155 interventions that occurred within five years
of an FSAP, only 44 referred to the preceding FSAP. The majority of AAA, however, appeared
unrelated to the FSAP (13 percent reference rate). These results are unsurprising, and they
illustrate the dependence of the FSAP follow-up on the FIRST trust fund, sometimes as a
stepping stone contributing to the design phase of an eventual lending project. Results varied
considerably across countries. In two out of 20 countries, there was no identifiable follow up,
and in another eight countries, only one. Yet in five out of 20 countries, there were between four
and six follow-up interventions.

Reflection of Capital Markets Issues in Country Strategies and Country Programs

IEG’s analysis of 46 country assistance and partnership strategies (CAS/CPS) in the same
countries found a high rate of allusion to FSAPs, though not necessarily linked to the work
program (Table 1.3). Although almost 80 percent of CAS/CPS documents referenced FSAPs,
these references could be in the context of the past, current, or future work program. Only a
few, like Brazil and Kenya, offered clear connective references.l® Whereas overall support to the
financial sector was consistently expressed, support was lower and more variable for capital
market development (Appendix Tables A1.4 and A1.5). For the financial sector as a whole, more
than half the reports (34 out of 46) received high scores. By contrast only 15 out of 46 documents
received a high score for areas related to capital markets development. Over time, scores for
both overall financial sector support as well as specific support for capital markets-related
themes declined, with a greater drop in the latter category. Bond market development, together
with all forms of capital market infrastructure, received the highest and most sustained scores
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(market regulation and development, as well as corporate governance and payments systems).
Stock market development received the lowest score (Appendix Table A1.5).

Table 1.3 FSAP References in CAS Documents: Timeframe of Delivery and Nature of Reference

Country Name Timeframe of FSAP Del. Description FSAP Reference Total
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Total 20 countries 64

Source: Appendix Table A1.5, IEG.

IEG’s country case studies corroborate the variation in use of FSAPs and their incorporation
in country work programs. In Morocco, there was a high degree of congruence between FSAPs
and the financial sector work program. The 2008 FSAP documented the need to develop a
benchmark yield curve, with recommendations for the capital markets and insurance
regulators.!! These issues were reflected in the 2010 Sustainable Access to Finance development
policy loan and supported by the Global Emerging Markets Local Currency Bond Program
(GEMLOC) and FIRST advisory interventions. Morocco’s FY10-13 CPS, underpinning this
operation, made explicit reference to strengthening the role of capital markets: improved
liquidity of the benchmark yield curve was a program outcome. In Kenya, too, there was
consistency between the FSAP analyses and the actual country program in the financial sector.
In Colombia, the FSAP was influential for most of the period reviewed.

By contrast, although India’s two FSAPs of 2001 and 2013 had a significant focus on capital
markets development, this was only slightly reflected in its CAS and CPS documents, and
congruence fell over time. World Bank support for capital markets declined in importance
during the evaluation period. References to the financial sector moved away from the FSAPs
and toward the challenges of financial inclusion. World Bank interventions in the capital market
area grew piecemeal, with fragmentary technical contributions in selective niches.

Vietnam had little opportunity to reflect its FSAP in its early capital markets program because
its first FSAP was undertaken in 2012/2013. Vietnam's early CAS documents also made no
reference to work in this area. The 2002 CAS referred to a division of responsibilities with the
ADB, under which the ADB would support the nonbank financial sector, and the World Bank
would focus on the banking system. It also referred to a Financial Sector Assessment, to be
completed jointly with ADB in FY03. The 2007 CPS stated that an FSAP was planned for the
period between 2007 and 2011. However, neither took place and the subsequent CPSs do not
state why.

11
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FSAPs and Country Strategies: A Summary of Findings

FSAPs provided a rich source of guidance for the Bank Group’s capital markets interventions
in virtually all areas, despite some decline over time. There were, however, some minor gaps:
Kenya’s 2011 FSAP did not discuss its crisis-affected macro environment or how it could affect
financial markets. A number of FSAPs were silent on the interest rate environment, critical for
capital markets. And money market discussions, and links thereof to bond market
development, were variable. Bank Group interventions did not necessarily heed the FSAP; for
example, it had programs of capital market work even in less favorable macroeconomic
environments.

FSAPs were referred to in follow-up interventions in the capital markets areas about half the
time in lending operations and FIRST-financed advisory work. A large spectrum of AAA was
unrelated to FSAP findings. There was striking variation across countries, with four to six
follow-on interventions in a quarter of the countries, but none or only one in about half. In the
46 country strategy documents related to the 20 countries examined, over the relevant period,
there were 64 mentions of FSAPs, but only 14 referred to capital market-related areas. And only
15 out of 46 CASs and CPSs received a high IEG score for mentions of capital market-related

areas.

IEG’s country-level review of linkages between FSAPs, country strategies, and the work
program reinforce the finding of highly variable linkage. In Morocco there was considerable
congruence between the FSAP and the work program; and in Kenya, there was conscientious
follow-up. In Colombia the FSAPs had provided a rich overall context for its securities markets
for most of the review period, though recent references are more selective. By contrast, FSAPs in
India had little, and diminishing, influence on dialogue in this area. In Vietnam, the seeds of the
Bank Group capital market development program were sown even in the absence of an FSAP,
largely at the behest of the country government and seemingly unbeknownst to the Vietnam
country strategy. However, closer parallels are now emerging.

12
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Highlights

¢ The Bank Group has adopted major innovative and large-scale programs for bond market development,
jointly housed under the World Bank and IFC, and highly leveraged by unconventional funding and donor
support.

«» lts flagship Global Emerging Market Local Currency Bond Program (GEMLOC) for government bonds
was successful at strengthening government bond markets, notably through the low-cost and effective
advisory support of its Peer Group dialogues.

+«+ GEMLOC's highly original second and third pillars, the GEMX index and the PIMCO-managed fund for
emerging market sovereign bonds, sought to increase the attractiveness of this asset class. Though less
successful, they still served useful purposes.

+«+ The Efficient Securities Markets Institutional Development program (ESMID) aimed to complement
GEMLOC through its focus on corporate and project bonds, offering integrated solutions, from
addressing market barriers to bringing transactions to market. Its legal and regulatory agenda has been
the most successful, with partial success in terms of transactions.

++ Although the ESMID program was unusually broad in a number of respects, it is a question whether a
final purposive focus on individual transactions could distract from broader initiatives and prior reforms
required for the market as a whole. Arguably, a conducive environment would itself facilitate transactions.

«+ Additional Bank Group support is evident at the country level, often reinforced by programmatic lending
and typically, though not invariably, underpinned, where available, by FSAP guidance on design. In some
countries, lack of comprehensive dialogue and sustained engagement limited effectiveness.

¢+ Meanwhile, both IFC and IBRD Treasuries issued local currency bonds, mostly offshore, largely for
funding purposes, but also, in the case of IFC, linked to its business needs (local private investment),
within its tight constraints for currency exposure, and in accordance with its mandate, since 2013, of local
capital market support.

+«»+ Both Treasuries have undertaken some innovative transactions. Programmatic issuance is valuable and
can help build a yield curve and establish an AAA-rated benchmark. Its impact in domestic markets
depends on relative scale. However, positive demonstration effects have been claimed in some
countries.

++ Experience in other MDBs shows that impact can be increased not only through programmatic
engagement but also, as in EBRD and ADB, though more systematic integration of an issuance program
with advisory work.

Building Bond Markets: Core Clusters of Operational Interventions

Bond instruments, for fixed-income securities, are the core component of capital market
development, and support to bond markets lies at the heart of the Bank Group’s work for
capital market support. Deep and liquid domestic government debt markets support sound
budget management, strengthen monetary management, and build yield curves that support
diversified funding, especially longer-term funding, for the financial and real sectors.!2 Apart
from advisory and technical assistance support by the Bank’s Finance and Markets anchor
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(Appendix 2.1), the Treasury’s debt management group, and regional units, IFC has also
invested in bonds issued by clients, and the Treasury departments of both IBRD and IFC have
undertaken local currency bond issues with the potential of support to client countries” financial
markets.1? The present review focuses on 100 interventions that were primarily focused on bond
market development (Figure 2.1), acknowledging that components of projects relevant to bond
market development may also be embedded in combination with other areas of capital market
work.14

Almost half the interventions were associated with programs under the GEMLOC and Efficient
Securities Markets Institutional Development (ESMID) clusters, and almost half took place at a
global or regional level.’5 A third cluster comprised the advisory work on debt market
development ancillary to support for debt management, under the Banking and Debt
management group, FABDM. GEMLOC and ESMID relied on unusual financing (discussed in
greater detail in Chapter 8) and as a result, more than half the program of some $20 million
during 2004-14 has been financed by just two external donors, the Swiss State Secretariat for
Economic Affairs (SECO) and the Swedish International Development Cooperation Agency
(SIDA).16 SIDA has been the principal supporter of the East Africa programs, while SECO has so
far supported the regional Latin America programs, in Colombia and Peru. In addition,
GEMLOC contributed about 20 percent, with another 10 percent from other donors, and about 2
percent from reimbursable advisory services. Partly as a reflection of the large-scale ESMID
regional programs, projects are skewed in size, with seven projects of more than $1 million, but
an average size of the remaining 93 projects of $116,000 (Appendix Table A2.1 to A2.4).

Figure 2.1 Bank Group Bond Market Interventions (FY04-14)—Basic Characteristics
Total bond market interventions reviewed 100 16
WB lending projects 14
Technical assistance / Inv. loans 4 14
Policy Based loans 10 D)
Advisory Services (WB/IFC) 86 2
WB AAA 77 g 10
IFC Advisory services 9 g 8
Programs - ESMID 14 5
Principal projects 5 g 6
Supporting projects 9 E
Programs - GEMLOC 30 z 4
Country level, initial entry 9 2
Country level, follow ups 6 I
Global, initial entry 7 0 S o oA e o o
Global, follow-up 8 BN RS I I SN GR N
Program - Debt Management 9
Source: |EG analysis.
Note: WB=World Bank; AAA=analytic and advisory activities.

Many projects funded under ESMID and GEMLOC were largely conducted by the Capital
Markets group, now a part of the Finance and Markets Global Practice, a joint IFC/World Bank
unit.’” The relatively large share of projects in the latter half of the evaluated period partly
reflects the onset of these programs, and the consolidation of the joint World Bank/IFC group

14



CHAPTER 2
INSTRUMENTS: BUILDING BOND MARKETS

after 2006. Geographically, low-income countries —Kenya, Mozambique, Nigeria, and
Tanzania — were the biggest program recipients by value.!8

Given that the large clusters of programs, GEMLOC and ESMID, account for more than half of
total projects in terms of numbers and almost three-fourths of the total value of bond market
advisory work, the following desk-based review first focuses primarily on these two clusters of
projects. There is no previous evaluation of the GEMLOC program; however, major external
evaluations have been undertaken of the ESMID program, which IEG draws upon.1?

GEMLOC - GLOBAL EMERGING MARKETS LOCAL CURRENCY BOND MARKET PROGRAM

GEMLOC, a joint World Bank/IFC program launched in 2008, was a multipronged initiative
that targeted both improved issuance, increased investment, and improved ‘investability.” 20 Its
three complementary pillars comprised: i) a private sector-led index (GEMX) that tracked a set
of emerging market local currency sovereign bonds; ii) an investment fund committed to
investing in such bonds in GEMLOC program countries; and iii) advisory services provided by
the Bank Group to strengthen local currency government bond markets in these countries,
primarily through three vehicles: peer group dialogues across countries, country-specific
programs, and applied research on relevant topics (Box 2.1).

The 30 GEMLOC projects reviewed were a heterogeneous group. Some were used to finance
program initiation and design.?! They enabled the hiring of the GEMLOC investment fund
manager, develop the investability indicators for the GEMX index, and survey relevant policy
makers for priority topics.22 The startup projects provided the roadmap, and identified topics
that were eventually the basis of handbooks prepared by the GEMLOC team.

Box 2.1 The Three Prongs of the GEMLOC Program

GEMX; the private sector-led global index tracked emerging market local currency sovereign government bonds satisfying
specified market size and scored against a set of investability criteria. The benchmark was maintained by the Markit Group
Inc., a private sector index provider. Twenty countries were initially eligible for inclusion in the program and the benchmark,
based on criteria that included measures of capital controls, market access, taxation, liquidity, investor base, regulatory
quality, and market infrastructure. A portion of the revenues Markit obtained by selling data about the index were to be shared
with the World Bank Group, once Markit had received a specified minimum amount of revenues to compensate it for running
the index.

PIMCO, a private investment manager, won the tender to create and offer the new investment fund to invest in local currency
government bonds of GEMLOC program countries, the second arm of GEMLOC. It was established as an open-end fund,
incorporated in Luxembourg. A portion of the fees, set at 30 basis points of the funds under management, were passed to the
Bank Group to finance its advisory services to included countries. At its formation in 2007, expectations were high that the
new investment fund managed by PIMCO would gather several billion dollars in assets—up to $5 billion was discussed in the
press.! This never happened, because revenues from GEMLOC reportedly amounted at most to up to $1m per year.
However, these were sufficient to finance the GEMLOC advisory services for its years of operation, leveraged by funding from
other sources. In the fall of 2015, PIMCO closed the fund because its largest investor decided to pull out. Further financing for
the Bank Group’s GEMLOC advisory services from PIMCO fees thus stopped, though some remains unspent and available
for continued Bank Group bond market advisory services.

Advisory Services for GEMX countries were provided through country-specific programs, peer group dialogues, and applied
research on relevant topics (knowledge products), as well as conferences and “South-South” collaborations. Topics included
market policies, regulation, trading, clearing, settlement, and the investor base.

Sources: GEMLOC website, IEG discussions; http://www.reuters.com/article/2008/02/20/us-worldbank-fund-
idUSN1929333720080220 and http://www.institutionalinvestor.com/article.aspx?articlelD=1916281#.Vc8St3mFPIU.
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GEMLOC's Peer Group Dialog discussions provided policy makers with a virtual forum for
sharing expertise on issues related to government bond markets. Topics were innovative and
technical, including, for example, the links between efficient government cash management,
target cash buffers, and bond issuance; issuance practices in domestic public debt, including the
use of syndication; the roles of primary dealers; retail government debt programs; electronic
trading platforms; exchange traded bond funds; as well as topics such as securities lending
facilities, repo markets, and liability management. In the postcrisis period topics also included
lessons from the global crisis and challenges in sterilizing capital inflows. Specialized topics
such as sukuk instruments were also discussed. Client participation was strong. These web-
based virtual dialogues promoted decentralized learning, enabled the World Bank to extend its
geographic reach in a cost-effective manner, and helped it stay continuously abreast of
challenges faced by client countries. Peer Group dialogues were accompanied by background
materials and surveys that were later compiled for reference. Bilateral “South-South”
collaboration among some participants also emerged, as between Brazil and Turkey.
Nonetheless, more broad-based attempts to launch online groups through eCollaborate, to
allow more dynamic discussion on Peer Group dialogue topics, with limited involvement of the
World Bank, did not gain traction. The team’s completion note commented that “one of the
challenges of starting and maintaining an online forum (even with an established set of
participants) is that it requires dedicating some resources to populate content when activity is
low and to moderate discussions. We have not been able to do this successfully so far.”2

GEMLOC's innovations included the design of a new type of Issuer-Driven Bond exchange-
traded fund (I-D ETF), although implementation is yet to occur. The I-D ETF Program’s key
innovation was the active involvement of the issuer to alleviate the main bottlenecks of
traditional exchange-traded funds (ETFs), such as liquidity constraints. It was hoped that the
involvement of the issuer would facilitate efficient tracking, rebalancing, and alignment with
development goals. The Completion Summary pointed out that the team benefitted from the
active network of debt managers of more than 16 countries, as well as leading private sector
institutions. The overall development objective was deemed largely achieved, in terms of the
design of a new product.2* A follow-up project in FY15 seeks to implement the pilot I-D ETF
program in Brazil. Its peer reviewers stressed the importance of capturing lessons to identify
future likely candidates.

The remaining 13 GEMLOC projects for specific countries largely delivered their outputs
successfully, though some acknowledged difficulties owing to country readiness or political
issues. Successful projects included support for the Debt Management Office in Nigeria, and the
Treasury Mobile Direct project for retail bonds in Kenya. However, two projects in Uruguay
grappled with the need for better coordination of monetary and fiscal policies to standardize
government securities issuance.?> In Kazakhstan, a GEMLOC project on the primary dealership
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system withdrew support “due to the lack of buy-in for reform implementation...”2¢ Finally,
relatively little information is available on some projects.

Contrary to initial expectations, the second major component of the GEMLOC work program,
its GEMX index, was not widely adopted.27 Created in 2008, it was intended to be widely used
as a benchmark by a range of market participants. Although the index management company,
Markit, has clients who purchase its GEMX index data (mainly asset management companies
and a handful of banks), there are no publicly listed funds benchmarked against it. Its limited
adoption is partly ascribed to competition from the better established JP Morgan emerging
markets local currency government bond indices, and some features related to the construction
of the index itself. Its component markets reflected the remit of GEMLOC rather than common
investor perceptions. It excluded better established non-Bank Group client markets (Israel, the
Republic of Korea), still considered a part of the emerging markets class, while including
smaller, frontier markets such as Egypt, Nigeria or Peru. Eventually it became an uneasy
combination and did not succeed in delivering an index for either segment. Concerns were also
raised about the “theoretical” nature of some elements, for example the bid/ask spread, in
illiquid markets. The indicators have now been strengthened and made more transparent. With
the Bank Group’s permission, and no financial compensation, its methodology is now used by
Markit in other indices.28,29 Today its continued publication is likely, despite its narrow
clientele.

GEMLOC - IEG Evaluation

It is reasonable to conclude that the GEMLOC project’s objectives both at a broad level, and
regarding its advisory services in particular countries, were relevant. At the broadest level, the
development of a local currency government bond market in any country is arguably the most
fundamental element of any country’s capital markets, and interventions were demand-driven.
The design of its three-pronged structure was also relevant, as well as efficient and productive.
Country selection criteria were transparent and suitable, in terms of minimum market size,
regulation, and infrastructure. Valuable implicit principles underpinned its design: the
usefulness of an experimental approach; the need for a range of actions on both the issuer and
the investor fronts; the importance of stakeholder buy-in, including both public and private
sector actors; and the value of cross-country learning. The Bank Group clearly played an
“honest broker” role between the public and private sectors in projects such as Treasury Mobile
Direct and ID-ETF.

In terms of effectiveness, GEMLOC’s programs of Peer Group Dialogues and bond market
research were effective at facilitating the exchange of ideas and experience. Countries frequently
requested participation, bringing their entire technical group to the conversation. Virtually all
PGD sessions were well attended by core technical persons in client countries; more than half

17



CHAPTER 2
INSTRUMENTS: BUILDING BOND MARKETS

the participants filled in the country-level surveys requested in advance; the choice of topics
was in-depth and sophisticated and went beyond the early compilations of guides to bond
market development undertaken hitherto by the Bank Group;® (iv) the method of delivery was
self-evidently low-cost and convenient, allowing access to a much broader audience; (v) Peer
Group dialogues offered a quick vehicle for sharing and building up peer group networks
across countries; and also (vi) allowed the World Bank Group to maintain an up-to-date
knowledge of countries” issues in the area of debt market development, useful for guiding
subsequent technical assistance.

As regards the GEMLOC advisory services projects, outputs of the country programs were
largely achieved, though in some cases it is still too early to know final outcomes (as in the
Brazil ID-ETF), or, the need for in-country agreement among different parties makes it difficult
to make progress with the recommendations of the program (= Kazakhstan). External peer
review comments were complimentary with regard to topic selection and audience
participation.3! Background notes prepared for each Peer Group dialogue were typically of high
quality. Yet the team could go beyond raw compilations of countries” answers, drawing
conclusions, and providing accessible online publications. Dialogue with other areas of the
Bank Group could be increased. There was limited communication between the GEMLOC
work, for example, on cash management and target cash buffers, and the Banks” macro and
budget management teams.

There were areas of the Bank Group GEMLOC program that were admittedly less successful.
eCollaborate was not a success, and the GEMX index was not widely adopted. Yet, it is argued
that these are the consequences of a high-risk and experimental approach toward program
design. The GEMX index could have geared itself better to market needs; its limited adoption
suggests low impact on investments in emerging market local sovereigns. Nevertheless its
continued survival, and the recent adoption of elements of its current methodology for other
indexes such as the Asian Bond Fund 2, may be regarded as a success and an incentive to
contributing countries to improve their performance parameters. Finally, the PIMCO fund did
not succeed in attracting hoped-for large volumes of funds, and closed in 2015. The fund has
therefore not been effective when judged against the criterion of sustainably increasing
investments in this asset class. Yet for the period that it operated, it had positive development
benefits by providing resources to fund GEMLOC advisory services.

Although the delivery of GEMLOC programs was efficient, its management of knowledge was
less so, and program sustainability is vulnerable because core funding has ceased. The amount
and diversity of GEMLOC activities were rich, and delivery was cost effective. Yet program
documentation was frequently incomplete, limiting the Bank Group’s systematic use of such
documentation to build an institutional memory and access lessons learned. The drying-up of
PIMCO funding raises issues for sustainability. Although SECO may be a new source, the
multicountry aspect must be safeguarded. Pooling of resources with the Debt Management
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Fund is also possible, possibly aided by a future rebranding of the program toward the broader-
based name of the Government Bond Market program. These issues are taken up in greater
depth in Chapter 7.

ESMID - EFFICIENT SECURITIES MARKETS INSTITUTIONAL DEVELOPMENT PROGRAM

ESMID, which began shortly after GEMLOC, also developed as a joint IFC and World Bank
program, intended to complement GEMLOC, through a focus on nongovernment bond markets
to finance priority sectors such as infrastructure, housing, and microfinance.3? Initially funded
solely by SIDA, it began operations in Africa in 2007 with a pilot program in East Africa
(covering Kenya, Rwanda, Tanzania, and Uganda). ESMID/SIDA expanded operations to
Nigeria in 2009. Subsequently, ESMID obtained funding from SECO for expansion to Latin
America, where it focused on Colombia, Peru, and other countries participating in the
Integrated Latin American Market (MILA). ( Unlike GEMLOC, which had no previous
comprehensive evaluation, there are three large scale external evaluations of ESMID; two in
East Africa and one in Latin America.?® Additionally, limited IEG evaluative material also exists
on select ESMID projects. IEG’s review builds upon these evaluations.

ESMID has dominated bond market development work at the Bank Group during the past five
years because of the volume of its funding, large-scale projects, and integrated approach,
linking capital market development to real sector funding needs.3* ESMID’s five core modules
included: (i) legal and regulatory assistance to ease issuance for corporate bonds, develop
market structure, and support securitization; (ii) deepening secondary markets through better
bond market infrastructure, transparency of trading information, and improved efficiency of
clearing and settlement; (iii) building capacity and providing training for all market
participants, including licensing and certification programs; (iv) promoting the regionalization
of capital markets and facilitating cross-border issuance and investments; and finally, (v)
providing transactions support for bond issuance, especially in the context of infrastructure,
housing, and priority sectors. Seven of the 14 ESMID projects reviewed by IEG were with the
East African Community (Kenya, Rwanda, Tanzania, and Uganda), together with one project
focused on Nigeria.?> ESMID in Nigeria (2008, Project 562707, $1.13m) was managed under the
ESMID East Africa program umbrella, with a similar design. The projects comprise a
combination of IFC and World Bank codes and their separation into component projects
appears to be for administrative reasons. They are therefore reviewed collectively here.

The concept for regional integration of the bond markets of the East African Community (EAC)
countries appropriately built upon current political will to enhance regional harmonization and
also made sense for market development, and therefore had a high degree of relevance, as
pointed out by the external review of the first phase of the ESMID East Africa program (the
Carana Corporation midterm evaluation of 2009).3¢ Hitherto, each country maintained different
requirements and systems for bond issuances, making it difficult to access larger regional pools
of capital. The extreme number of processes raised the time to issue a bond, and the cost of
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issuance was high. Only a handful of corporate bonds existed (between one and eight in the
EAC countries). The joint Bank Group was uniquely situated to help at this juncture, combining
the policy expertise of the World Bank with the transactional experience of IFC. ESMID East
Africa initiated diagnostics of regional barriers, later also discussed in a World Bank/IMF East
Africa Regional FSAP.

Several program outputs were reported, largely in terms of numbers, workshops, or
stakeholders, but also with indications of specific reports and program action in some areas.
The Carana report mentions specific outputs for each component, notably diagnostic reports
and roadmaps for legislative reform and market strengthening, and a strategy for regional
integration, and several capacity-building events, reported to have been delivered at lower cost
than hitherto, and to more people. The report also pointed toward the transactional support for
issuance that was being extended to at least six potential issuers, with an immediate pipeline of
over $100 m in issuance. And in terms of outcomes, the report indicated positive impact in
Kenya: a reduction in the number of days to process a bond issuance, and in the costs of
issuance.?” A similar action path was followed in Nigeria, where market-strengthening activities
included the implementation of market-clearing and settlement infrastructure for operating
over-the-counter trading information and systems, as well as post-trade transparency through
daily publishing of settlement information.

The Carana evaluation was cautiously positive about program outcomes, concluding that ”the
most significant input of the ESMID program, at this stage, was the bringing together of
hitherto ‘silo-ed and independently operating organizations” to work on common strategies for
addressing the issues of fragmentation of bond markets.” Overall, the Carana evaluation
reports highly satisfactory results for both the legal and regulatory areas as well as for capacity
building. However, lower ratings were reported for regional integration and for strengthening
the marketplace. Successful transaction support had the lowest ratings, with doubts about the
sustainability of these efforts. These fears were eventually realized; none of the six identified
transactions had come to the market by 2015.3

At the conclusion of the ESMID program in East Africa and Nigeria in 2013, a more definitive
end-of-program evaluation was conducted, which had a very positive overall message (Bourse/
Genesis 2013), with however some cautions on sustainability. It noted the positive impact of the
Bank Group in acting as an independent coordinator, and reports agreement on a single
framework for regional bond issuance, together with new guidelines governing market making,
book building, securitization, asset-backed securities and over-the-counter bond trading, as well
as the training of more than 2,000 market participants, and the reduction in time taken to issue
nongovernment bonds, and the reduced issuance cost. Moreover by this time, it reports that
ESMID collaborated with issuers and intermediaries to identify, structure, process, and bring
US$101 million of demonstration transactions to market in East Africa, and US$362 million in
Nigeria. It cautioned, however, that positive outcomes were skewed in favor of the countries
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where ESMID had a resident team, that buy-in among regional regulators was difficult, and
finally, that demonstration transactions had been frustrated by structural macroeconomic
factors and demand-side issues. It also pointed out that more needed to be done in capacity
building, as well as further time and cost reduction for bond issuance.

The Bank Group’s completion reports on ESMID East Africa broadly accepted the conclusions
of the Bourse Consult/Genesis Analytics report, claiming excellent output achievement and
satisfactory overall outcomes and impact. The Bank Group produced separate completion
reports on the ESMID East Africa program and on the ESMID Nigeria program in March 2014.
Both reports pointed toward achievements that included an indirect contribution to the tenfold
increase in cumulative nongovernment bond issuance between 2007 and 2013 in the EAC.
Similar outcomes were achieved in Nigeria. The reports cautioned as to the need for
stakeholder buy-in and difficulties in achieving regionalization when domestic interests are at
stake. Finally, IEG also produced an evaluation note, but only on the smaller Nigeria program
(562707), which cautiously rates the project’s Development Effectiveness as mostly successful,
pointing, in Nigeria, to shortcomings related to achievement of expected nongovernment bond
market growth, lower than expected pension investment in nongovernment bond assets, and
the need for further capacity building. The present evaluation, however, adds evidence from the
Nigerian government documenting impressive recent achievements in domestic capital market
development, explicitly acknowledging the contributions of IFC’s ESMID program.3°

ESMID in Latin America

The five projects in the ESMID program for Latin America, officially launched in 2012, covered
both Colombia and Peru (ESMID LAC), adopted similar program goals to ESMID East Africa,
and are also discussed collectively here.# There was a single external end-of-program
evaluation (AFI September 2014) and a single internal IFC “Advisory Services Completion”
document. Program goals paralleled those of ESMID East Africa, with specific program targets
in terms of market ready transactions, increased bond issuance, new regulations, and training.

The external program evaluator, AFI, concluded that core program objectives had been
accomplished but challenges were noted and echoed by the Bank Group’s team. AFI maintained
that ESMID in Latin America had provided assistance on the demand, supply, and regulatory
fronts, increased political buy-in, and helped with capacity building and dissemination —as
affirmed by market participants. Additionally, reforms resulted in greater investability by
institutional investors, improved financing conditions (that is, access, price, and terms) and
reduced issuance time. Yet absorption capacity and consensus building remained a challenge,
together with continued competition from banks and long lead times for transactions to come to
market. There were difficulties related to technical complexities and timing. Thus, an overall
roadmap was prepared in Colombia but implementation regulations in some areas, such as
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mutual fund investors, were not. Progress was slow and painstaking. A transaction was
achieved for a relatively straightforward bond issue — Credifamilia —but the infrastructure bond
issues remained pending. 41 In terms of regionalization and capacity building, internal events
were organized by cross-country events, and coordination with MILA proved more difficult.
The internal IFC evaluation assessed that the impact of the project at a broad level had not been
achieved. The external evaluators and Bank Group staff concluded that such further challenges
could perhaps be tackled by the successor Bank Group Deep Dive initiative, discussed further
below.

IEG'’s present evaluation concurs that program objectives were relevant in both regions.
Program design was ambitious, with its emphasis on going “from regulations to transactions.”
ESMID also foresaw the benefits of regional integration, moving away from market
fragmentation and toward deeper markets —a shortcoming of more ad hoc and country-focused
initiatives such as those under the FIRST programs.42 However, it also revealed the difficulties
inherent in such an approach:long lead times for legislative change, project finance, effecting
behavior change, and building multi-country consensus.

Private sector agents in these countries point out that the value added of the World Bank was in
its “honest broker” role and ability to bring together other needed areas of prior reforms
required for the market as a whole. Although it may be questioned whether a focus on
corporate bonds and individual transactions could distract from a focus on a conducive
environment, such bottom-up support could help to facilitate initial transactions. GEMLOC
work had a greater focus on government fiscal management and stability considerations,
whereas ESMID has been driven by a financing for development agenda. Nevertheless,
attention to the broader environment, for example, between the bond market and the banking
sector, cannot be ignored, as Colombia, with its close bank-corporate connections, suggests, and
continued attention to structural issues is important.

Overall, both ESMID Africa and ESMID Latin America delivered a large number of outputs in
each of their components; yet these do not necessarily add up to impact, in part because of the
long-term nature of change in these areas. Numerous regulations and laws were drafted, many
training events were held, a number of reports and roadmaps were delivered, and a number of
transactions were facilitated. Yet these are not the best metrics of program impact, especially in
such areas as consensus on a regional common strategy, or expanded overall finance for
developmental goals. In East Africa, however, Bourse/Genesis (2013) were “optimistic that
ESMID interventions have successfully created an enabling environment such that when
markets targeted by the Program do grow, some of the most important constraints to accessing,
investing, and trading in securities markets have already been identified and addressed. In
other words, the Program has laid a foundation for future development and growth of
securities markets.”
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OTHER BANK GROUP INTERVENTIONS

IEG also notes bond market development work undertaken by other areas of the Bank Group,
notably a cluster of interventions undertaken by the Bank Group Macroeconomics anchor and
by the World BankTreasury.#* The focus is on establishing an asset-liability management
framework to help governments balance their financing, cost, and risk objectives. As part of this
role, components are sometimes included to deepen domestic public debt markets; — in
primary markets, for example, auctions, issuance policies (including benchmarks, liability
management operations), transparency and predictability of issuance, and secondary market
liquidity. IEG’s bond market portfolio identified eight FABDM projects which included some
government bond market development components, across a spectrum of countries.

Available documentation is mixed and often scanty, but based on limited evidence, outputs
and outcomes seem largely positive. In principle, projects” objectives and designs should be
relevant because they are based on a Needs Assessment, provided that subsequent reform plans
were well structured. It is not possible to assess this however, as the Needs Assessments or
Reform Plans are not available among project documents. Although full evaluations of the
FABDM program have not been undertaken, an independent external evaluation of the World
Bank’s Debt Management Facility (DMF) was recently undertaken, which recommended even
closer links between the DMF and the Capital Markets group programs.# IEG observes that
since this report, the Capital Markets group has discussed the possibility of active funding
support from the DMF. Overall, the DMF/FABDM cluster of work illustrates evidence of close
and productive collaboration across different areas of the World Bank in the area of public debt
market development, and IEG suggests that even closer links with public debt management
may be useful; for example, cash flow forecasting and the development of a debt issuance
calendar.

Finally, the preceding sections do not include the large array of World Bank work undertaken
through freestanding, typically country-specific projects. Such country work has been
undertaken in the form of World Bank-financed AAA, sometimes with support from donors
(Japan, Ireland, the FIRST program), through reimbursable advisory services (China, Egypt,
Kazakhstan), and sometimes supported by lending. Some countries supported by GEMLOC or
ESMID also received World Bank support though policy-based or technical support loans
(Kenya, Colombia and Morocco are examples). Others independently undertook work in the
areas of government (Albania, S. Africa) or corporate (India, Turkey and Azerbaijan) bond
market development. Some of these are illustrated in the country case studies discussed below.
In addition to the joint IFC/World Bank Capital Markets department, IFC has also offered
transactional support for bond market development, both through the purchase of bonds issued
by banks and corporations in client countries and by credit enhancements offered to bond
issuers, to improve their ratings for other investors. Such transactions have been few, though
there has been a recent acceleration (Appendix 2.2).
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Looking Ahead: The Deep Dive Approach®

The Deep Dive approach seeks to leverage resources across the sectoral areas of the Bank Group
to improve the Bank Group’s ability to help countries develop local capital markets to finance
large-scale strategic development needs, including infrastructure, housing and small and
medium entperprises (SMEs). In the eyes of the Capital Markets Department, the Deep Dive is
the next step forward after programs such as ESMID, which, while far-reaching, were not cross-
sectoral. At present, however, given that the adoption of the Deep Dive approach is relatively
recent, it is too early to assess its effectiveness. The Deep Dive approach may be illustrated by
considering its implementation in Colombia, where it is assisting Colombia build its bond
markets to finance a $25 billion toll road program. It is believed that these infrastructure
financing demands are too large to be met by the Colombian government and local banks.4¢
Local bond markets are needed to mobilize long-term financing from institutional investors,
especially Colombia’s large pension funds and foreign institutional investors. The project
leverages Bank Group advisory, investment, and Treasury resources from nine Bank Group
units and, in addition to advisory services to strengthen the PPP framework, includes an IFC
investment in the domestic infrastructure development bank, and possibly a local debt fund,
pension fund capacity building to invest in infrastructure bonds, and transaction support for
the 4G toll road highway financing.

Bond Market Development: Links to Country Strategies and Sequencing over Time

IEG next examined three additional questions which could not be addressed by project-level
reviews, and required a perspective of overall country programs with regard to bond market
development: relevance and significance in the country program, interactions between lending
and advisory support, and links between the Bank Group’s interventions and country
outcomes. Although it is not possible to attribute changes in bond market behavior to World
Bank interventions, associations may be traced through a combination of knowledge of
interventions and market movement. Details are provided in Appendix 2.3.

Bond market development was not prominent in many country strategies, and the level of
influence of FSAPs was variable. In Morocco, the FSAP, as well as programs under FIRST and
GEMLOC, were influential in designing a work program, and enthusiastic FSAP and CAS
support was observed in Colombia; the latter escalated with the ESMID program. In Kenya too,
recognition of bond market development in CASs/CPSs increased in the later part of the review
period, explicitly in both the 2010-13 and 2014-18 CPSs, reflecting the ESMID interventions. Its
two country-specific FSAPs provided good guidance on overall program design. By contrast,
since Vietnam's first FSAP was concluded in 2014, it was only able to inform the latest project in
the series, which it partially did. Vietnam’s CASs, in the early years, did not mention World
Bank work in this area. And in India, the FSAPs of 2001 and 2013 both raised issues relevant to
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bond market functioning, which did not feed closely into program design, or into Bank Group
Country Strategies.

Program designs were relevant to country objectives in most but not all cases. The Bank Group
used a variety of instruments to underpin its programs, and they typically provided valuable
mutual reinforcement. Kenya, Morocco, and Colombia had combinations of interventions
including, in each, a series of World Bank loans (especially development policy loans in
Colombia and Morocco); large-scale support from ESMID (Colombia and Kenya), as well as
advisory assistance under GEMLOC (Morocco), FIRST (Colombia, Morocco, and Vietnam), and
the Debt Management Department (Colombia). Such serial intervention, even if not strictly
programmatic by design (and in the case of Kenya, scattered across several projects and
themes), enabled sustained and incremental engagement. Two countries, India and Vietnam,
had no bond market development programs at all under GEMLOC or ESMID. Yet, Vietnam's
BB and FIRST-supported interventions helped to build sustained dialogue. In India, in contrast
to the other countries, interventions were narrow in focus with no reinforcement from lending.
The World Bank’s early high-quality technical inputs covered only a narrow spectrum of issues
confronting the Indian bond market, raising questions about the relevance of program design.

All five case study countries showed significant bond market development over the review
period. Though much of this progress was independent, there are some positive outcomes that
can be associated with Bank Group interventions in four out of five countries. Morocco’s
program had a clear positive effect on the government bond market’s structure. The World
Bank’s interventions in Kenya have shown some success in both the government and corporate
bond markets, as well as some support to transactions. Colombia already had a well-
functioning government securities market but challenges remain with corporate bonds, and
with the goals of transactional support set by ESMID. Outcomes appear promising but are not
definitive yet.#” The Bank Group’s interventions in Vietnam had valuable outcomes in terms of
the basic institutional framework, successfully setting the stage for the deeper engagement that
is now ongoing. However, in India, despite early promise and high-quality Bank Group inputs,
over time, the dialogue has been difficult to sustain.

Country case studies underscore the importance of client commitment as key to successful
outcomes. Vietnam and India provide interesting contrasts. Even the absence of a Vietnam
FSAP before 2014 was not an obstacle to a sustained and well-adapted Bank Group program,
owing to strong client buy-in. In India, the Bank Group team, though undertaking high-quality
work and keen to respond to government needs, was limited in the scope of its engagement,
and thus unable to engage in critical themes relating to the government bond market, or to
address core underlying factors affecting corporate bonds in the medium term.
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Box 2.2 Local Bond Market Development and the Bank Group: Vietnam

Relevance of Program Objectives and Design

The Bank Group has had a continuous series of interventions to support bond market development since FY08, beginning with
a Bond Market Development Roadmap in FY08, followed by a flagship bond markets project (FY09-14) that focused on both
government and corporate bond markets at varying phases. The third, follow-on project, still under way today, is the FIRST-
funded Vietnam Bond Markets Development project (2014), which focuses on current government bond market challenges.
The focus is now more on the government bond market. Country client commitment was high though the 2004/ 2007 Country
Partnership Strategu andProgress Reports do not mention bond market development or the interventions. And since Vietnam's
first FSAP was concluded only in 2014, it was only able to inform the last project in this series. Engagement emerged as a
pragmatic response to pressures in the equity markets, to absorb the high level of savings and help avoid a valuation bubble.
Accordingly the program of work undertaken was also pragmatic, beginning with the creation of core institutions and setting of
standardized market practices. Following the Roadmap, work began with support for the creation of an institutional platform, a
Code of Conduct, and a Market Conventions handbook, now reflected in a government regulation on issuance of government
bonds, methods of calculation of interest rates, etc. This was followed by the so-called Back Office Manual (BOM) which
actually covers back, middle, and some front office functions. Beginning in 2012, the project also helped the Vietnam Bond
Market Association establish a treasury securities yield curve by creating a mandatory bidding process. The successor Vietnam
Bond Markets Development project drew upon the 2014 FSAP and built programmatically upon the two preceding projects.

Effectiveness: Program Outcomes

IEG finds an increase in the volume of mid- to long-term corporate bond issuance that could be associated with, if not
attributed to Bank Group interventions. Bonds with 5-9 year maturities rose from almost zero and peaked at $2.7 billion at April
2011, stabilizing at $1.4 billion at December 2013. Bonds with maturities of 1014 years rose throughout, to a maximum of $1.6
billion as of December 2013. Yet the overall corporate bond market segment remains small.

Although Vietnam's government securities became more effective over the period reviewed, the areas of improvement, while
needing attention, were not defined in the scope of the Bank Group intervention. Initially, there were a very large number of
offerings per calendar quarter, but the average offering size was small. There were also a large number of tenors of debt on
issue. Over the period reviewed, starting from 2007, Vietnam began to address pressing areas of needed improvement: public
debt management and the distribution of tenors (consolidating its fragmented issuance pattern and evening out the range of
maturities) and increasing the use of auction methods rather than direct placement at banks. However, although World Bank

staff may have been engaged in dialogue with government authorities on these questions these areas were not included in the
scope of the ongoing Bank Group flagship project.

Vietnam - Domestic Corporate and Government Bond Markets (2005-13)
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There are valuable lessons that can be learned across countries” experience, and the Bank Group
should harness such opportunities. It is interesting that today, Kenya and India face similar
’second-generation” challenges with setting up a corporate debt market: the large and liquid
banking sector and its close links to domestic blue chips; the high rates on government debt that
can crowd out nongovernment issuers, the preference for private placement, and the poor
corporate governance at some potential issuers. Colombia’s early success with Treasury bonds
could be a useful example to other countries. There is considerable scope for the Bank Group,
even beyond the Peer Group dialogues, to juxtapose and share these experiences for the benefit
of all its clients.

Finally, Bank Group information on countries” domestic bond markets is insufficient for
monitoring market development. At present, coverage in FinDebt appears focused on

offshore/ dollar-denominated issues, which limits its use as a monitoring tool. IEG’s country
case studies revealed that Bank Group information, available in its FinDebt database and drawn
largely from Dealogic and Datastream, grossly underreported local bond issues in its case study
countries, compared with information available from the countries themselves (Vietnam), and
from Bloomberg. Appendix 2.4 provides a comparison of data for select countries, over the past
15 years. In India, for example, FinDebt reports between one and three issues over the past five
years compared to between 111 and 165 in Bloomberg. Bloomberg too appears to have some
gaps, and information from local sources would be ideal. Deeper exploration of this issue is
desirable.

Building Bond Markets Through World Bank and IFC Treasury Operations

IBRD and IFC, and other multilateral development banks, have been active in the area of
issuing bonds in “non-core” currencies, including currencies of their client countries, to meet
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their funding requirements. Although the bulk of such local currency issues have been offshore,
and have been swapped back to U.S. dollars, a few have been onshore issues in domestic debt
markets.*8 Local currency issues, even offshore, can support client countries’ financing
requirements, matching the currency of liabilities and assets.** Undertaking such bond issuance
also supports local financial market development through their signaling and demonstration
effects; helping to smooth the steps required for such issuance. They strengthen confidence in
the stability and safety of the countries” domestic bond markets, attracting foreign issuers and
investors, aiding the development of new asset classes. They can reduce funding costs and
diversify the funding base. Highly-rated bonds issued by IFIs can encourage foreign investors
to enter local markets, with the initial decoupling of credit risk and currency risk.

Box 2.3 IBRD and IFC Risk Management Tools for Clients: Deepening Domestic Capital Markets

Both IBRD and IFC Treasuries offer their clients a range of hedging products and derivatives solutions, integral to IBRD
sovereign loans as well as to IFC investments. IBRD also offers interest rate and currency swaps in relation to eligible
borrowers’ non-IBRD debt, and IFC offers transaction support for clients’ derivatives-related business which does not directly
involve an IFC investment project. Although these activities lie outside the scope of the present evaluation, IEG notes the
importance of these risk management and mitigation tools that help to identify “gaps” in emerging markets for hedging risk;
notably interest rate risk, currency risk, and risk due to commodity price fluctuations. Beyond specific transactions, borrowers
benefit from IBRD and IFC’s transaction execution experience and knowledge of derivative pricing methods. Clients build their
knowledge and institutional capacity for using derivative instruments, and increase their familiarity with standard international
documentation. Better market capacity to mitigate the relevant risks helps lenders and borrowers to better distribute risk across
domestic banking and capital market sectors and enhances the liquidity of and depth of domestic capital markets.

Sources: IBRD and IFC Treasury departments, IEG.

IFIs’ local currency domestic bond issues offer additional potential contributions to local
financial market development. In addition to the extension of maturities, and potentially, a
better defined yield curve, reduced risk of maturity mismatches, and a diversified investor base,
especially for early issues, IFIs can help remove policy and regulatory impediments to such
issues and help create a conducive market infrastructure. Other challenges include the investor
base, clearance and settlement arrangements and, often, an inadequately developed currency
and interest rate swap market (Hoschka 2005b). MDB onshore bond issues also seek exemption
from domestic taxes and ratings, and require quasi sovereign risk weightings for capital
adequacy, as well as reserve eligibility, for domestic banks. MDBs also face carrying cost by
issuing bonds in domestic market because of mismatch in cash flow requirements of underlying
projects and returns that can be obtained from interim investments in domestic financial
instruments such as treasury bills. Thus their ability to issue bonds in these markets on a
consistent basis is constrained. Given these tradeoffs. IEG examines the extent to which IFC and
IBRD local currency bonds have contributed to capital market development in client countries.

28




CHAPTER 2
INSTRUMENTS: BUILDING BOND MARKETS

Figure 2 Bank Group Bond Issuance - Total and Non-Core Currencies
(Year and Currency)

a. WBG Total Bond Issuance (FY05-FY14) b. WBG Non-Core Currency Bond

USS billion Issuance (FY04-14) (USS$ billion)
60,000 14,000.0
12,000.0
10,000.0

50,000

40,000

8,000.0
30,000 6,000.0
20,000 4,000.0 I
2,000.0 I l
10,000
11l |- =
0 ZAR

BRL TRY MXN RUB INR CNY Others
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

WIBRD ®IFC W IBRD [1IFC

Sources: IBRD, IFC.

The primary objective of IBRD and IFC treasury operations is to mobilize resources on the best
available terms in the marketplace. Additionally, since 2013, IFC has explicitly adopted the
strategy of helping its member countries develop local capital markets through a specially
created department within its investment and treasury operations.5

During 2004-15, the Bank Group raised US$43.9 billion through non-core currency bonds in 29
currencies (Figure 2 and Figure 3). Five currencies accounted for 80 percent of non-core issues
for both IBRD and IFC. These are countries with open capital accounts and large debt markets
that facilitate issuance in international markets through Eurobonds (offshore bonds), where the
proceeds can be swapped back to U.S. dollars.51 Arguably, local fiscal deficits in some of these
countries contribute to high nominal interest rates, so that Bank Group bonds denominated in
their currencies are attractive to investors, who want currency exposure but not the credit risk
associated with below-investment-grade debt instruments. As a result, the borrowing cost for
the Bank Group in these currencies can sometimes be lower than issuance in core currency
countries, or countries with better macroeconomic conditions and more developed domestic
financial markets. Market demand for these exotic currencies was very high precrisis as the
theory of decoupling was widely discussed, but IBRD and IFC experienced some decline in
demand following the crisis. There was some revival as quantitative easing (QE) in the United
States and other countries during 200812 depressed their interest rates. Demand for these
currencies also varies according to the economic and political conditions in these countries.
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Figure 3 Bank Group Bond Issuance - Total Issuance and Non-Core Currencies
(Percent total issuance)

a. IBRD Non-Core Currency Bond Issuance Program b. IFC Non-Core Currency Bond Issuance
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IBRD lends only to governments and has limited pricing options because there is no lending
rate differentiation among IBRD members, and it does not take interest rate or currency risks.
Its clients rarely have local currency needs because sovereigns can always raise funds locally.
IBRD non-core currency bond issuance during FY2005-14 ranged from a high of 23 percent in
2009 to just 4 percent in 2014. Its borrowing program is anchored in a few benchmark issues in
core currencies and a large number of smaller transactions (around 300 per year).

IBRD’s Treasury Department also shares the objective of helping develop local capital markets
in its member countries; it has been creative and introduced several notable innovations in
emerging market countries through its medium-term note program, as illustrated in Box 2.4,
despite the constraint that, because its main client is the sovereign, it has limited ability to
borrow competitively in local markets. These included first-time issues on domestic markets, in
local currencies (for example, in Colombia, Romania, and Uruguay), as well as other
innovations including long-dated local currency offshore bonds (Turkish Lira), Sharia-
compliant bonds (in Malaysian Ringgit), and bond funds in emerging market currencies.
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Box 2.4 IBRD Treasury Bond Issues and Local Capital Market Development

Colombian Peso - March 2004. The World Bank’s first 535.6 billion Colombian Peso bonds had a 6.5-year maturity. The
coupon offered a spread of 4.40 percent over the Colombian consumer price index (CPI). This bond issue was a milestone for
the World Bank because it was placed exclusively in a domestic market in Latin America, and listed on a Latin American stock
exchange - the Bolsa de Valores de Colombia.

Malaysian Ringgit - April 2005. The World Bank launched the first Islamic debt issue of MYR 760 million (US$200 million
equivalent), the largest Ringgit issuance by a supranational organization at the time of issuance. The bonds were structured
under Sharia principles, priced at a profit rate per annum of 3.58 percent. The issue was oversubscribed by a diverse group of
domestic and international investors. Proceeds from the bond issuance were swapped back into U.S. dollars.

Romanian Lei — August 2006. The 3-year, 6.5 percent World Bank issue was the first supranational issue in Romania,
issued under local law and domestic clearing systems.

Emerging Market Bond fund: the "World Supporter” fund - June 2007. The professionally managed fund allowed its
Japanese investors to purchase units comprising World Bank bonds in a variety of emerging market currencies, such as
Brazilian real, Botswana pula, Chilean peso, Chinese renminbi, Colombian peso, Egyptian pound, the Euro, Ghanaian cedi,
Hungarian forint, Indian rupee, Korean won, Malaysian ringgit, Mexican peso, Nigerian naira, Polish zloty, Romanian leu,
Russian ruble, South African rand, Turkish lira, U.S. dollar, and Zambia kwacha. It provided the opportunity to participate in a
diversified emerging market investment portfolio. The fund managers donate a portion of the fees from investors to IDA.

Uruguay Peso - May 2008. IBRD became the first foreign issuer to issue a public bond in Uruguayan Pesos. The proceeds
were passed on to the Uruguayan Government. This was the first time the World Bank provided local currency financing to the
government of a member country—because this transaction was issued for the purpose of a back-to-back disbursement of a
specific loan, in this case the First Programmatic Reform Implementation Development Policy Loan (PRIDPL 1), approved in
May 2007.

Turkish Lira 10-year Global Bond Issue - January 2007. IFR' named the World Bank's Turkish Lira 500m 13.625 percent
global bond issue the best Non-Core Currency Bond of the year. This bond was the first-ever global benchmark transaction in
Turkish Lira, with a maturity five years longer than the longest Turkish government domestic bond. It attracted more than 30
North American and European institutional investors and was five times larger than the average amount raised at launch in
any previous Turkish Lira euro bond.

World Bank Emerging Markets Bond fund - June 2012. The fund received the "Most Innovative Product" award and was
presented with the Best of the Best Country Awards in 2012 by Asia Asset Management. The fund is the first global emerging
market currency bond fund in Hong Kong SAR, China with a China theme. At least 85 percent of its assets are invested in
World Bank debt securities denominated in the currencies of China's trading partners in emerging markets and commodity-
rich countries.

Source: IBRD Treasury.
' International Financing Review, Thomson-Reuters (core global source for capital markets intelligence).

IFC has more use for local currency raised through onshore bond issues for its project financing.
It can take limited currency risk, on its balance sheet, within clearly defined prudential limits.
Moreover, it has more flexibility in pricing its loans and more risk-taking capacity, given its
mandate of financing the private sector. However, given the limited demand for these non-core
currencies, among offshore investors and for IFC’s own project financing needs in the context of
onshore issues, it is generally difficult to achieve economy of scale. Most of these transactions
are necessarily small compared to benchmark issues, and illiquid. Much of the purchase of
IFC’s bonds was in the offshore market by buy-to-hold institutions or retail investors (for
example, the Uridashi in Japan), in search of higher yields combined with AAA ratings.
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Box 2.5 IFC Treasury Bond Issues and Local Capital Market Development

Nigeria — February 2013. In February 2013, IFC issued the first local currency bond by a nonresident issuer in Nigeria raising
NGN 12 billion (US$76.3 million). Out of this amount, US$25 million was invested in government bonds and the rest was
swapped into U.S. dollars. IFC worked with the Securities and Exchange Commission of Nigeria to launch this long-term local
currency bond program in the country, under IFC’s Pan-African Medium-Term Note Program that allowed IFC to issue a
series of local currency bonds totaling up to US$1 billion, to raise long-term local currency funding for the private sector in the
region and deepen domestic capital markets.

Dominican Republic - December 2012. IFC issued a DOP390 million bond (about US$10 million) to support the
development of capital markets in the Dominican Republic and increase the availability of local currency financing for the
private sector. The bond carried a coupon of 10.5%, with a five year maturity and bullet repayment. IFC’s bond, known as the
Taino bond, was the first internationally rated AAA bond that was offered to investors in the Dominican Republic. It was also
the first IFC bond in Latin America and the Caribbean whose proceeds are directly linked to private sector investments in the
country. Major investors in the bond issue were domestic pension funds and other institutional investors. Proceeds from the
bond were used to make long-term local currency loans to domestic financial institutions (Fondesa and La Nacional) and to
support micro enterprises and low-cost housing. It took IFC almost three years to complete the transaction.

Russia — November 2012. In 2012 IFC received approval from the Russian Federal Service for Financial Markets to raise up
to US$730 million equivalent in the domestic market. As a part of this program, IFC launched its first Volga bond in November
2012, raising RUB 13 billion (about $410 million) for private sector development. The bond had a maturity of five years, and
IFC claimed it was the first inflation-linked corporate bond issued in Russia. The bond offered AAA credit for institutional
investors such as pension funds, and aims to encourage greater investor participation in the markets. Out of US$410 million
raised from the bond issue, US$310 million was swapped into U.S. dollars and about a quarter, or US$100 million, was placed
in a pre-fund pool that could be disbursed for Russian projects in the future. The interpretation of the inflation index has,
however, been problematic and greater investor participation has not been encouraged.

Source: IFC Treasury.

The pattern of IFC’s non-core currency bond issuance during 2005-14 was similar to IBRD
(Figure 2, Figure 3 and Appendix Figure A2.1). During FY 2005-14, IFC raised US$12.1 billion
through non-core currency bonds, peaking at 43 percent of total issuance in 2007 and
contracting sharply to 4.6 percent in 2012 for reasons discussed earlier. Similar to IBRD, IFC
swaps its offshore borrowings into U.S. dollars. However, IFC has more flexibility than IBRD
because of its mandate of exposure to private sector credit risk through investment operations
in client countries, which can also involve local currency risk. In 2013, an explicit decision was
made by IFC management to increase IFC’s role in the capital markets of its member countries,
especially through its local currency bond issuance program, local currency derivatives, and
structured products, to reduce clients’ reliance on cross-border funding (IFC Road Map FY13-
15). A new IFC unit was created for this purpose. Examples of IFC’s recent bond issuance
activities and their contribution to capital market development are discussed in Box 2.5 and
Appendix Figure A2.1. As the examples illustrate, a considerable part of the proceeds were
swapped back to U.S. dollars-About two-thirds (in Nigeria) to three-quarters (in Russia), while
the rest were put into Treasury bonds awaiting project-level disbursement. The bonds offered
AAA investments for local investors, and proceeds from the sale were sometimes used to make
local currency loans to domestic financial institutions (for example, the Dominican Republic).
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In India, IFC made offshore and onshore issues. In October 2013, it reached an agreement with
the Government of India (GOI) to issue rupee bonds off-shore up to US$1.0 billion (Phase 1).
Under this program, IFC issued six offshore “Masala bonds” totaling US$1.0 billion with
maturities of 3, 5, and 7 years, that successfully attracted a broad range of investors globally.
Following the success of Phase I, IFC began a second Phase of offshore Masala bond issuance,
announcing a US$2 billion program. In November 2014, IFC issued a 10-year, INR10 billion
bond (equivalent to US$163 million) in offshore markets to support infrastructure development.
By end-April 2016, IFC had issued INR 110 billion offshore (approx. $1. 7 billion) in 7 tranches
with tenors ranging from 3 to 15 years, thus establishing the first “AAA” offshore rupee yield
curve.52 These “Masala bonds” were listed on the London Stock Exchange and were the
longest-dated bonds in the offshore rupee markets.53 Most investors in this bond issue were
fund managers looking for exposure in Indian rupees without the credit risks. Proceeds were
swapped back into U.S. dollars, and funds became available to support private sector projects in
India, including infrastructure bonds. IFC invested INR 65 billion of Masala Bond proceeds in
Indian corporate bonds and was able to borrow at about 200 basis points below comparable
government of India bonds.>*

Under Phase II, IFC also received approval to issue onshore rupee bonds —Maharaja Bonds.>
In September 2014, IFC launched its onshore rupee program of INR 6 billion (US$100 million) in
four different tranches. The first two transactions were two domestic bond issues of INR 1.5
billion each (5- and 10-year) and were listed on the National Stock Exchange. These were
targeted at overseas investors and IFC was able to price below the comparable government of
India benchmark by about 50 basis points. The remaining two tranches, with longer maturities
of 13 and 20 years, were structured as Separately Tradable Redeemable Principal Parts (STRPP)
to avoid carrying cost. IFC paid 20-30 basis points over comparable government of India
benchmarks. The proceeds of the Maharaja Bond program are intended for IFC’s infrastructure
projects in India and are hence structured to match the nature of loans to such projects

EVALUATIVE COMMENTS: CONTRIBUTIONS OF BANK GROUP TREASURY OPERATIONS TO CLIENT CAPITAL MARKET
DEVELOPMENT

In terms of the relevance of the objective of local currency capital market development for the
respective Treasury departments of IBRD and IFC, it must be recognized first of all that the
primary objective of both Treasury Departments is to raise funds for their respective institutions
on the most cost-effective basis. Treasury operations policies are conservative and, in principle,
neither institution takes exchange risks. Beyond this, IBRD lends only to governments, who
have no need to borrow money in local currencies because they already have ready access to
such funding. Thus IBRD’s objectives are not directly relevant to local currency capital market
development in terms of its local currency bond issues. In contrast, IFC’s Treasury Department
objectives are directly relevant to local currency capital market development, and it has a distinct
business model, different from IBRD. With the modification in its mandate since 2013, IFC is

expected to play a more active role in assisting member countries in developing local currency
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bond markets, through its client solutions department.*Its operations involve taking risks, and
therefore, assisting clients to mitigate foreign currency borrowing risks is clearly associated
with its business model.

In terms of the relevance of design, IBRD’s Treasury Department instruments are generally
market driven. Its funding policies are based on conventional practice in global financial
markets, especially developed countries, where it sources most of its funds. IBRD has been
contributing to its primary objective through the issuance of non-core currency bonds when
favorable in terms of least-cost risk-adjusted resource mobilization. It has also brought
innovation: for example, introducing new instruments (as in the Malaysian ringgit Sharia-
compliant bond); extending maturities (as in Turkish lira); or paving the way for supranationals
and offshore entities to issue debt onshore (as in Colombia and Romania).5”

IFC, because of the difference in its mandate as well as its local private investments, has the
ability, and a business reason, to play a more active role in helping member countries in
developing their local capital markets. IFC also has the ability to adopt differential pricing
policies and can bear some carrying cost of borrowing in domestic markets, within prudent
limits. For both IBRD and IFC, however, it is difficult to issue bonds in local currencies that are
significantly below sovereign, except in some exceptional cases. The ability of IFC to actually
contribute in this area is generally constrained by country conditions, funding needs for private
sector projects, the cost of funding in such countries and their charge on its balance sheet.>

Effectiveness

Because IBRD’s Treasury Department did not have a mandate to help member countries to
develop their capital markets, its effectiveness cannot be evaluated against this yardstick, per se.
It is, however, clear that IBRD has been a pioneer in introducing new and innovative
instruments for member countries (Box 2.4). Yet, it would be difficult to claim that they helped
member countries grow their-local currency bond markets, made a major contribution in
developing market infrastructures, or created a yield curve. Almost all such bonds issued by
IBRD are registered offshore and swapped into U.S. dollars or euros. The absolute volume of
bonds issued by IBRD and other MDBs combined is small in comparison to the size of major
emerging markets. IBRD’s offshore issues have, however, been valuable in sensitizing a broad
range of investors to the potential of investing in these currencies and markets.

IFC's Indian Rupee program, especially its offshore “‘Masala” bonds, can be considered a success
because it has been able to scale up to US$1.7 billion. IFC’s successful issuance also influenced
the Reserve Bank of India’s decision to permit domestic Indian entities to access the offshore
Masala market. The impact of the onshore Maharaja Bonds is small, however, given its total size
of INRG6 billion (US$100 million) (Box 2.5). The ability of IFC to penetrate India’s domestic bond
market is challenged by cost because it has to pay a spread over sovereign. Mismatch of cash
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flows between funding requirements of actual projects and IFC borrowing creates a carrying
cost. In other countries, IFC’s local currency bond activities will also be constrained by
prevailing macro and market conditions, issue cost, balance sheet charges and the need for
transparency to local players. Nigeria is an example of likely macroeconomic constraints. The
size of the bond issued in the Dominican Republic (the Taino Bond) was only US$10 million and
it appears to have been costly and time-consuming; however, its proceeds were used to finance
a loan to IFC projects. IFC’s bond issue in Russia introduced a potentially novel product, an
inflation-linked bond, but its novelty made it difficult for the market to understand and it
remains controversial.®

Among other IEG case-study countries, IFC issued a single local currency bond, onshore, in
Morocco in 2005, with a face value of MAD1 billion. IFC and IBRD both made local currency
issues in Colombia.®® As in Nigeria, proceeds in Morocco were swapped back to U.S. dollars.
According to market participants, the Morocco issue had a limited impact on maturity,
regulatory infrastructure, or pricing of subsequent bond issues. IFC also issued locally in
Colombian pesos (COP) in 2002 (and IBRD followed with a local issue in 2004) but neither
followed with repeat issues.®? Colombia’s yield curve does not seem to have benefited
perceptibly from the issuance of Bank Group Treasury bonds because it already issued its own
bonds with long maturities. Currently, IFC is planning to issue up to $500 million worth of local
currency bonds through a streamlined issuance framework for qualified institutional investors
(the so-called Segundo Mercado). This could potentially attract other new issuers.
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Box 2.6 IFC Treasury Bond Issues in Indian Rupees: Impact on Capital Market Development

IFC's $3 hillion offshore “masala” bond issuance program leveraged its expertise and reputation to attract foreign investors to
Indian rupee—denominated bond issues, allowing investors balancing their exposure to currency risk with the AAA rating of IFC’s
credit risk. The issue signaled confidence in the Indian economy and brought in a new and diverse range of investors as well as
additional and cheaper funding for development projects, at rates that were lower than domestic borrowing by up to 100-200 bps.
Its series of bonds of different maturities helped create an AAA rupee yield curve in the international offshore markets. A major
benefit has been the demonstration effect that prompted India’s central bank (RBI) to recently issue guidelines permitting other
Indian entities to issue offshore bonds. In November 2015, the Indian Railway Finance Corporation (IRFC), was preparing an
offshore rupee-denominated bond issue, aimed at raising $200-300 million, also to be listed on the London stock exchange—and
avoiding currency mismatch. The proceeds of IFC’s bond issues were kept in local currency to fund IFC's local currency
investments in banks and infrastructure projects, including a US$100 million equivalent infrastructure bond issued by Axis Bank
and a US$50 million Green Bond issued by YES Bank, mainly for the renewable energy sector. IFC’s contributions to rupee
supranational bond issues has been of a significant scale during 2013 to 2015, compared to other supranational issuers.

200

IFC’s onshore “maharaja” bond Supranational Bond Issuance in Indian issues were smaller in size,
raising  approximately  $100 Rupees, billions million. Their main influence
has been to introduce new °° product types, given their
innovative structure ranging from {f‘ 5- and 10-year bullet bonds
to 13- and 20- year separately 1 7 \ tradable redeemable
principal parts (STRPPs), to :_f % attract different investors to
India's capital markets. Again, ' ' proceeds of bonds issued
under this structure will be used ~ °° for infrastructure investments
in India." The impact on the yield curve, however,  was
marginal. The proceeds of the 0 i ‘ offshore and onshore bond
issues represent nearly the PP P E OO DN D S entire IFC annual
commitment for India, but are SR S M M very small in scale compared
to large Indian corporate bond  ®IBRD =IFC ~ EBRD ®EIB =IADB  Nordic Investment Bank “ ADB jssuers. The bond issue
gives IFC an opportunity to tap the demand for quality local

currency issues, but from a capital market development perspective, the amounts are small compared to the regular issuers in the
corporate bond market in India.

India’s Largest Corporate Bond Issuers: 2011-15 (Rupees billion)

201 2012 2013 2014 2015YTD
Power Finance Corp Lid 292 226 88 321 313
Rural Electrification Corp Ltd 163 161 227 k) ] 166
Housing Development Finance Corp Lid 229 257 279 253 182
LIC Housing Finance Lid 115 115 166 225 103
Export-Import Bank of India 124 107 108 119 18
IBRD 2 2 2 21 22
IFC - : 30 58 21
Top ten total 3,384 1,999 1,619 1,875 1,401

All corporate Rupee bond issues 4 634 4151 3,260 4497 3,087
e

Note: Data for 2015 are as of Aug 18, 2015
Sources: IFC Treasury, I[EG, Bloomberg.
1 Infrastructure is widely defined by regulators in India and covers a spectrum of sectors including e.g.. low-income housing.
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Offshore issues, when undertaken on a repeat basis and across a range of maturities, help in
developing a yield curve in the currency concerned, diversifying the investor base, and bringing
newcomers into the market by separating currency risk from credit risk. In India, regular
offshore issues, in a range of maturities, by IFC, provided a signal of confidence in the country
and established a AAA rated benchmark. Onshore issues, especially initially, have had a
demonstration effect, in ironing out regulatory environment needs for future issuers,
identifying necessary documentation and infrastructure in clearance and settlement
arrangements. They can also “jumpstart” the domestic market in terms of tolerance for longer-
dated issues, or crowd in other corporate issuers and institutional investors. However, unless
issues are of a sufficient size and frequency, lasting impact on the domestic market or domestic
yield curve is difficult to achieve. Such size and frequency is constrained by the size and nature
of IFC’s operations in the country concerned and its own risk parameters and capital charges.
Such onshore issuance can be expensive and time-consuming, and this must be weighed against
potential market-specific benefits. Holding local currency debt instruments in emerging market
countries also poses interest rate risks owing to mismatch of duration. It may be more cost-
effective for IFC to focus its efforts in few countries so that more tangible results could be
achieved on a cost-effective basis. Yet such programs, too, must be careful about rating
agencies’ measures of IFC capital utilization, in the event of concentration.t2

IEG’s review of the experience of the other MDBs that are active in terms of local currency
issues, primarily EBRD and ADB, suggests that more systematic programs (as opposed to one-
off issues) and better integration of such programs within a broader mantle of both operational
and advisory work, could be more effective at developing local markets (Appendix 2.5). EBRD
has focused on local currency bond issues to support a broader program of local currency
lending and support for the development of market indices. Since 2010 it has more formally
tried to link such local capital and financial markets activities to its linked diagnostic and
advisory work. Six countries were targeted in the latter, after commitments to broad-based
financial reform. At ADB, in addition to supporting policy and advisory work underpinned by
its role as the secretariat for the ASEAN+3 group, it also established a targeted local currency
issue program for five regional currencies.

Finally, as underscored by the experience of ADB, it should also be recognized that issuance of
bonds by MDBs by themselves do not help create a viable local capital market unless a country
is fully committed to a broad range of reforms including security market regulations, taxation,
exchange controls, market infrastructure, investor base, and market intermediaries. This
function is better performed by the joint efforts of the Bank Group through policy advice and
development policy operations. When most of these conditions are in place, together with
investor confidence, local currency bonds by MDBs are no longer required. Meanwhile,
selective interventions by Bank Group Treasury Departments can, however, add value
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Bond Markets - A Summary of Findings

The Bank Group has adopted major innovative and large-scale programs for bond market
development, jointly housed under the World Bank and IFC, and highly leveraged by
unconventional funding and donor support. Its flagship GEMLOC program for government
bonds was successful at strengthening government bond markets, notably through the low-cost
and effective advisory support of its Peer Group dialogues. GEMLOC's highly original second
and third pillars, the GEMX index and the PIMCO-managed fund for emerging market
sovereign bonds, sought to increase the attractiveness of this asset class. Though less successful,
they still served useful purposes. ESMID aimed to complement GEMLOC through its focus on
corporate and project bonds, offering integrated solutions from addressing market barriers to
bringing transactions to market. Its legal and regulatory agenda has been the most successful,
with partial success in terms of transactions. Although the ESMID program was unusually
broad in a number of regards, it is a question whether a final purposive focus on individual
transactions could distract from broader initiatives and prior reforms required for the market as
a whole. Arguably, a conducive environment would itself facilitate transactions. Additional
Bank Group support is evident at the country level, often reinforced by programmatic lending
and typically, though not invariably, underpinned where available, by FSAP guidance on
design. In some countries, lack of comprehensive dialogue and sustained engagement limited
effectiveness.

Both IFC and IBRD Treasuries issued local currency bonds, mostly offshore, largely for funding
purposes, but also, in the case of IFC, with the development of local bond markets as one
objective. IFC’s issuance of onshore bonds was linked to its business needs (local private
investment), its capacity for currency risk, and its mandate, since 2013, of local capital market
support. Both Treasuries have undertaken some innovative transactions. Programmatic
issuance is valuable and can help build a yield curve and establish an AAA-rated benchmark
within countries. Its impact in domestic markets depends on relative scale. However, positive
demonstration effects have been claimed in some countries. Experience in other MDBs shows
impact can be increased not only through programmatic engagement but also, as in EBRD and
ADB, though more systematic integration of an issuance program with advisory work.
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3. Instruments: Public and Private Equity

Highlights

«»+ The Bank Group extended limited support to the development of public equities markets over the
evaluation period. IFC’s support to intermediaries and infrastructure has declined. World Bank support,
mostly legal or regulatory in nature, was largely in the context of FSAP follow-up or demand-driven and
ad hoc.

+«+ By contrast. IFC’s role in private equity accelerated in the 2000s, following the setting up of its dedicated
funds management department, and over time it moved toward more frontier markets.

¢ As the private equity industry has matured in client countries, IFC'’s role as a fund provider has
diminished, though it continues to play a catalytic role supporting first-time fund managers and,
especially, in setting high environmental, social, and governance standards.

+«» Yet direct impact on the development of public securities markets is negligible and, most of the time, was
not an objective. IPO exits are not a preferred strategy and are rare. Private equity development can at
best have an indirect and long-term impact on capital market development.

Equities, or stocks and shares, which are claims on companies, constitute the second most
important category of securities instruments. Although limited explicit attention has been paid
to the development of public stock markets at the Bank Group of late, there are World Bank
research efforts in this area, and the World Bank has provided assistance on regulation and
market development in some of its interventions.®® The Bank Group paid early attention to
building equities markets, which gained importance in the context of the “equitization” of state
enterprises from the former Soviet Union (Appendix 3.1). Although this agenda has receded,
there is new interest in market finance for small firms. Bank Group interventions on equities
markets today focus especially on regulation and development, in accordance with its public
sector mandate (Chapter 6). Interventions are selective and demand-driven, and only
sometimes in the context of a broader vision of market development. IEG’s findings suggest
that contributions, where made, appear to have been of good quality as witnessed by their
usefulness to clients, even if narrow (India, Kenya). There are common themes that appear in
several countries: for example, demutualization in three of the five countries. Some
interventions are in progress (Morocco) despite political difficulties, and in others, the World
Bank appears to have been a relatively minor player (Colombia).

More surprising, IFC’s early investments in infrastructure for public stock markets also
declined, with diminishing support for equitization, even as its interest in private equity
increased (Appendix Tables A3.1 and A3.2). Since its beginning, IFC invested in 102 projects
related to capital markets intermediaries and market infrastructure (Appendix Table A3.1). All
but five precede the evaluation period. IEG’s review below therefore focuses on IFC
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contributions toward the development of private equity (PE), prominent in the evaluation
period, and with some potential for exits to the public market.

Box 3.1 World Bank Engagement in Stock Market Development — Select Countries

Kenya and Vietnam both had technical assistance that included elements of support to public stock markets. Although
support for the development of the public stock market was not a primary focus of the Bank Group in Kenya, there were quite
a few elements in larger financial sector operations that had objectives related to the development of the public equity market.
Kenya like Colombia (an ESMID country) had regional integration as an objective, together with consolidation of regional
market infrastructure, such as the securities settlement and depositories. Kenya's financial sector Technical Assistance
project engaged with the Capital Markets Authority (CMA) to support various relevant initiatives including risk-based
supervision and demutualization of the national stock exchange. The successor World Bank analytic and advisory activities
(AAA), which started in 2014—Strengthening and Deepening of Capital Markets (P151870)—had a frontal focus on capital
markets, with the objective of developing a robust regulatory framework and institutional arrangements, enhancing market
liquidity, strengthening investor protection, and deepening market products and services. The primary counterpart is the CMA.
Proposals for adding market liquidity, for example, are detailed and include such areas as securities borrowing and lending,
increased free float, market-maker roles, etc. Some positive outcomes are observed: the final announcement of
demutualization of the Nairobi Stock Exchange in July 2014 and the implementation of risk-based supervision, which will have
sustainable benefits.

The Bank Group did not engage in interventions in Vietnam during the period under review that directly aimed at developing
the public stock market. Yet the general advisory project VN-Accelerating Capital Markets (088804) delivered several
documents relating to stock markets, including a report on listing processes, suggestions for cross-listing, efforts to link
equitization and state-owned enterprise privatization to listings, together with manuals on surveillance and a report on
clearance, settlement, and depository arrangements. Many appear to be linked to the process of converting state-owned
enterprises to publicly owned ones.

Morocco's Development policy loans of 2005, 2010, and 2014 each picked up a varying number of elements on securities
market regulation and structure; the first of these to enhance the supervisory powers of the regulator, the second to support
demutualization of the Casablanca stock exchange (not implemented due to broker resistance); and DPL 2014, which
includes provisions for a new, independent market. It remains to be seen whether the political reality of vested interests will
enable their achievement. .

The Bank Group had limited but useful contributions for equity market development in India, in the early years of the period
under evaluation. Following the FSAP in 2001, the World Bank advised on issues of integrity in the securities market,
including demutualization of the securities exchanges. The World Bank also worked on brokers’ capitalization prudential
norms, in the wake of a scam, and offered some advice on commodities trading, clearance and settlement, and derivatives.
With regard to the work on demutualization, the government had already received findings from its internal committees, yet
the World Bank’s role was significant: it helped validate the government's thinking and helped in the selection of the right
model for India. The decade since the reforms were put in place (in 2007) show that the results were sustainable. There has
been little dialogue on stock market-related issues since.

Following the recent ESMID emphasis on regional capital market integration, the World Bank included support to the
Integrated Latin American Market (MILA) initiative in its agenda in Colombia. This initiative, intended to integrate the capital
markets of Chile, Colombia, Mexico, and Peru, predated the ESMID Latin America and the Caribbean program, and the Bank
Group has not been an active participant. The Inter-American Development Bank and the Development Bank for Latin
America (CAF) have been more involved in promoting and supporting the MILA initiative through support to the regulators of
the four countries.

Source: |EG.
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Encouraging Private Equity - IFC

IFC gradually shifted its focus from public stock markets to private equity funds, as investors’
comfort with emerging market investments increased, thus remaining at the “frontier.”¢* Private
equity, often for young and small enterprises, accounted for near 90 percent of new IFC funds
during 2004-14.95 Fund managers provide valuable mentoring to investee companies; who, if
successful, can make initial public offerings on the public stock market.

PE FUNDS IN IFC — AN OVERVIEW

Although IFC committed a significant volume of investment to its emerging private equity
funds, as the largest emerging market “fund of funds,” IFC’s role has been small in terms of
global volume. During 2004-14, IFC represented 1 percent of global capital for emerging
market private equity fund investments. Yet, given that IFC’s average share in these funds was
about 12 percent, the total value of these funds, in which IFC was a significant minority
investor, was 8.5 times higher. IFC helped first-time managers demonstrate performance and
build experience, and helped to shape the fund industry as a convenor, creating the first
performance benchmark for emerging market private equity. IFC also launched the Emerging
Markets Private Equity Association (EMPEA), the leading industry organization.®® IFC may also
have played a countercyclical and frontier role; its share of global commitments increased to 2
percent in 2009-10 in the wake of the crisis, later dropping back to 1 percent.

Box 3.2 IFC’s Investments in Private Equity: An Overview

IFC investments in funds began in the 1970s, and grew significantly during the 1980s, with a total of $236 million committed
in 34 funds (and fund management companies), of which $206 million was in public equity funds, which provided a means
for foreign investors to buy publicly listed equities in IFC client countries. Fund investment activity surged during the 1990s
when a total of 157 new funds (and fund management companies) were committed and the focus switched to private equity
funds, which accounted for 90 of the new funds, and for $1.0 billion in investment, compared to $200 million for portfolio
funds. Also notable was the large number of investments in fund management companies (38), which are the legal entities
representing the general partners. IFC set up a funds department in 2001 and activity surged. A total of 153 funds were
committed during 200010, of which 127 were private equity funds, reflecting the focus of the new department. The amounts
invested also increased, totaling $3.4 billion, of which $2.9 billion was committed in private equity funds. However the growth
of new investments slowed during 201014, reflecting in part the volatile global economic environment, but activity remained
high, with a total of 121 new funds committed during the per