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Although economic growth in most Asian countries turned negative in 2020 due to the
COVID-19 pandemic that started to spread globally early in the year, economic growth in
Asia is forecasted by the Asian Development Bank to be back at 7.2% for 2021. However,
public debt outstanding in Asia has been increasing as a result of the governments’ active
fiscal stimulus measures, and stricter fiscal management will be needed to address this
situation. Moreover, the financial behavior of firms and households has been impacted
amid the prolonged COVID-19 pandemic.

The COVID-19 pandemic has had significant impacts on the business environment
for micro, small and medium-sized enterprises (MSMEs) across various sectors. While gov-
ernments have introduced various support measures for MSMEs, they could not provide
them with sufficient financial support due to fiscal constraints. MSMEs, which generally
have lower creditworthiness than large enterprises, often have difficulty in borrowing
money from traditional financial institutions such as banks. Under these circumstances,
alternative financing options such as peer-to-peer (P2P) lending and equity crowdfunding
are attracting more attention.

The impact of the COVID-19 pandemic on the financial behavior of households can
be characterized in two ways. The first is an increase in online financial transactions due
to people spending more time at home under government lockdown policies and social
distancing measures. The number and volume of transactions via internet banking and
mobile banking have been increasing. In addition, more and more individual investors
are starting online equity investing against the backdrop of continued low interest rates
and good performance in equity markets. While increased participation of individual in-
vestors in equity markets is expected to improve market liquidity, it also highlights the ne-
cessity of promoting financial literacy and strengthening investor protection. The second
impact of COVID-19 on household financial behavior is the withdrawal of savings due to
increased unemployment and decreased income arising from worsened corporate per-
formance. There is concern that the deterioration in the financial condition of households
will make retirement planning more difficult in the medium to long term.

This issue of Nomura Journal of Asian Capital Markets features articles related to the
effects of the COVID-19 pandemic in the region, including the financial support measures
governments have taken and the changing financial behavior of firms and households in
major ASEAN countries.
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Japan’s Corporate Bond Market: Developments

before & during the COV

Introduction

he spread of the COVID-19 pandem-
ic dealt a shock to Japan’s financial

markets while also seriously affect-
ing the nation’s real economy. However,
swift and proactive responses by the Jap-
anese government and the Bank of Ja-
pan (BOJ) based on lessons learned from
past financial crises and other disruptive
events helped the markets regain stability
rather quickly. For example, corporations
have been able to stably secure funding
in the corporate bond market, with cor-
porate bond issuance in 2020 reaching an
all-time high of nearly JPY16 trillion (Fig-
ure 1).

This smooth functioning of the cor-
porate bond market can also be attribut-
ed to efforts since the 1980s to liberalize
bond issuance in Japan and promote
market activity. Since developing a more
liberal system for bond issuance in the
1980s and 1990s, Japan has continued to
promote initiatives to stimulate its pri-
mary and secondary bond markets in the
2000s.

In recent years, we have seen the

bond market expanded by the increase in
issuance of green bonds, social bonds, sus-
tainability bonds and other bonds collec-
tively referred to as Sustainable Develop-
ment Goals (SDG) bonds,* which are used
to fund projects that contribute to realizing
the SDGs being promoted by the United
Nations.

This article summarizes the efforts to
vitalize Japan’s corporate bond market in
the 2000s, presents the key characteristics
of the market during the COVID-19 pan-
demic, and concludes with a brief outlook
on the future expansion of Japan’s corpo-
rate bond market.

-19 Pandemic

Development of Japan’'s
Corporate Bond Market

During the 1980s and 1990s, Japan imple-
mented measures that liberalized issuance
in its corporate bond market. In the 2000s,
initiatives in the corporate bond market

Figure 1: Issuance of Publicly Offered Bonds in Japan
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focused on increasing transaction safety
and convenience, leading to the launch of
a bond transfer system that introduced a
completely paperless settlement system for
transferring bond ownership rights. The
Lehman Shock in September 2008 and the
following Global Financial Crisis triggered
a greater awareness of the need to diver-
sify corporate financing methods, expand
investors' investment options, and create a
more liquid market in order to vitalize the
corporate bond market.

With that goal in mind, in July 2009
the Japan Securities Dealers Association
(JSDA) established the “Study Group to Vi-
talize the Corporate Bond Market” (here-
inafter, the “Study Group”) to deliberate
on issues facing the corporate bond mar-
ket and consider potential initiatives. The
Study Group prepared and published its
initial recommendations in June 2010 in
a report entitled “Toward Vitalization of
the Corporate Bond Market”. The report
outlined four key topics to be given greater
consideration by newly established sub-
committees: (1) a review of underwriting
examinations conducted by securities
companies, (2) the granting of covenants?
and information disclosures, (3) corporate
bond management, and (4) the develop-
ment of infrastructure for disseminating
corporate bond price information. The
subcommittees’ recommendations were
summarized in the Study Group’s July 2012
report entitled “Measures for Vitalization
of the Corporate Bond Market” (hereinaf-
ter “the Study Group’s report”).

Review of underwriting examinations
conducted by securities companies

The process used by securities com-
panies when conducting corporate bond
underwriting examinations was reviewed
from the perspective of securing flexible is-
suance of corporate bonds while strength-
ening the examination contents to ensure
investor protection. For example, regard-
ing the contents of the basic underwriting
examination, the Study Group’s report stat-
ed that, assuming the issuer and its auditor
have submitted sound and accurate finan-
cial statements and other documents, the
examination should focus on the issuer’s
principal and interest payment capacity
and risk factor disclosure, which are con-
sidered to be the key factors influencing
investors' decisions to invest in corporate
bonds.

As for the continuous disclosure ex-
amination of corporate bonds, the report
said that the typical common examination
questions should be changed to “common
questions” (reference model) based on the

actual situation at each issuing company
and reviewed as necessary in the future.
The Study Group’s report also pointed out
thatunderwriting examinations conducted
at the time securities reports and quarter-
ly reports are filed have sought responses
to the common questions from the issuing
company and its auditor. However, to en-
sure more flexible issuance of corporate
bonds, the Study Group’s report recom-
mended that securities companies conduct
internal reviews of the issuing company’s
disclosed quarterly reports, press releases,
credit rating information, and other pub-
licly available information. Based on these
considerations, JSDA compiled the “Guide-
lines for Corporate Bond Underwriting Ex-
aminations Under the Securities Company
Issuance Registration System.”

Along with this review, the Study
Group considered and presented its view
of how underwriting securities companies
should examine issuers’ financial state-
ments and other documents. Specifically,
the Study Group pointed out that, under
Article 21-1 (iv) of the Financial Instru-
ments and Exchange Act (hereinafter,
“FIEA”), the underwriting financial insti-
tution as well as the issuer and the audi-
tor may be liable for damages incurred
by investors if the financial statements or
other documents submitted when issuing
securities contain false statements or lack
statements on important matters or mate-
rial facts. Similarly, Article 17 of the FIEA
states that a person who sells securities
using a prospectus containing false state-
ments or insufficient information also may
be liable for damages. Based on the views
presented in the Study Group’s report, the
JSDA compiled its “Guidelines for Under-
writing Examinations of Financial State-
ments, etc.”

conditions for corporate bonds. The report
pointed out that the main type of covenant
attached to corporate bonds at the time
was the negative pledge clause (a clause
prohibiting the issuer creating any securi-
ty interest over certain property specified
in the provision). The report also noted
that these collateral provision restriction
clauses were usually effective only among
corporate bonds. Considering that banks
providing corporate loans generally had
access to a relatively large amount of in-
formation about corporate bond issuers,
the Study Group pointed out that this sit-
uation essentially made corporate bond
obligations subordinate to bank loans. Un-
der such conditions, investors must have
access to information about the covenants
and status of a bond issuer’s bank loans as
well as its corporate bonds.

The report also pointed out that
corporate bond investors often were not
provided with disclosure information suf-
ficient for making sound investment deci-
sions. In response, the Study Group indicat-
ed that it would prepare a reference model
of standard covenants for corporate bond
issues as a reference for issuing companies,
investors, and securities companies. Based
on the Study Group’s recommendations,
the JSDA announced “Disclosure Criteria
on the Status of Covenants and Examples
(Examples of Disclosure of Covenants)”
in September 2016. This list of examples
introduced disclosures made by previous
bond issuers as well as a reference guide
to criteria for judging disclosure and the
contents of disclosure to support voluntary
disclosures by issuing companies related
to typical entries in the disclosure system,
such as “Notes on Additional Informa-
tion” and “Notes on Important Subsequent
Events.”

Granting of covenants and information
disclosures

The Study Group’s report also point-
ed out that vitalization of the corporate
bond market should include expanding
the primary corporate bond market, which
was focused on bonds issued by companies
with relatively low credit risk, to provide
more opportunities for companies with
relatively high credit risks to issue bonds.
To achieve this expansion of the prima-
ry bond market, the Study Group’s report
stated that it was necessary to develop an
environment that enabled the granting of
covenants that more flexibly and appro-
priately reflected the capital and financial
policies of issuers while also meeting in-
vestor needs. It added that these covenants
should be fully reflected in the issuance

Corporate bond management

The Study Group pointed out that
corporate bond issues require, in princi-
ple, the appointment of a corporate bond
administrator, with the exception of cases
where the issuance amount is JPY100 mil-
lion or higher. However, it also noted that
that at that time about 80% of bonds issued
in the domestic primary bond market, did
not have an appointed administrator.® The
report noted that it was necessary to con-
sider establishing a corporate bond man-
agement system that would help vitalize
Japan’s corporate bond market by improv-
ing the environment for corporate bond
issuance by companies with relatively high
credit risks while also responding to chang-
es in investors' understanding of corporate
finance.

Japan's Corporate Bond Market: Developments before & during the COVID-19 Pandemic | 5
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The corporate bond management
company system was introduced when
Japan’s Commercial Code was revised in
1993. The Study Group’s report pointed
out that a company’s main bank usually
served as the bond administrator. Howev-
er, it also noted that, in the case of bonds
issued by companies with relatively high
credit risk, the main bank could hesitate to
serve as administrator even when asked to
do so by investors, owing to concern that
it would not be able to balance its duties
as bond administrator with its position as
a creditor involved in loan preservation
and collection activities. This situation may
have led to cases where there was no ap-
propriate party to serve as the corporate
bond administrator.

The Study Group therefore indicat-
ed that further consideration needed to be
given to designing a corporate bond man-
agement system that would secure admin-
istrators capable of providing appropriate
corporate bond management. Specifically,
drawing on the trustee system in the Unit-
ed States, the Study Group considered es-
tablishing a system of “Corporate bond
trustees (provisional name)” that would, in
principle, serve as the agents of bond cred-
itors with tasks limited to the preservation
and recovery of debts after corporate bond
defaults.

In February 2013, the JSDA and the
Corporate Bond Market Study Group fol-
lowed up by establishing the Working
Group on Market Infrastructure for Cor-
porate Bonds (hereinafter, “Market Infra-
structure WG”) to consider measures to
enhance the protection of corporate bond-
holders. The Market Infrastructure WG
released a report in March 2015 entitled
“Protecting Corporate Bondholders.” This
report proposed establishing a Bond Ad-
ministrator System (provisional name) as
a practical measure to protect to corporate
bondholders and recommended further
discussions about the contents of bond
guidelines and outsourcing contracts as
steps to promote the acceptance and use of
this system.

Accordingly, the Market Infrastruc-
ture WG continued to study matters relat-
ed to this system and the content of specific
provisions, and in August 2016 it presented
its findings in a report entitled “An Outline
of Bond Issuance and Outsourcing Con-
tracts with Respect to the Bondholder Sup-
porting Agent System.” The system’s name
was changed from the provisional “Bond
Administrator System” to “Bondholder
Supporting Agent System” based on the
study conducted by the Market Infrastruc-
ture WG.

Development of infrastructure for
disseminating corporate bond price
information

Chapter 4 in the Study Group’s July
2012 report entitled “Measures for Vital-
ization of the Corporate Bond Market” be-
gins with the statement that vitalization of
the secondary market for corporate bonds
will require increasing the transparency
and reliability of corporate bond price in-
formation. Corporate bond transactions
are mainly conducted between the seller
and the buyer, and third parties do know
the purchase price and other transaction
details. To shed some light on bond prices,
the JSDA has established a system that pro-
vides statistical data on Over-the-Counter
(OTC) bond transactions.

The system was launched in March
1966 as a system for disseminating quota-
tions on OTC bond transactions. In August
2002, the system was revised and renamed
as the system for dissemination of refer-
ence statistical prices (yields) for OTC Bond
Transactions to clarify that it is meant to
be a reference for transactions and to im-
prove the accuracy of the statistics provid-
ed. However, it later was pointed out that
there were large differences between the
reference statistical prices and the actual
prices (contract price, bid offer, etc.) of cor-
porate bond issues with low liquidity and
from issuers perceived to have increased
credit risk due to the occurrence of certain
events.

The JSDA looked into these and other
issues, and the Study Group’s July 2012 re-
port included two suggestions for enhanc-
ing the transparency and reliability of cor-
porate bond price information: (1) publish
reports about corporate bond transaction
information, and (2) improve the reliabil-
ity of the reference statistical prices of OTC
bond transactions.

Responding to those recommenda-
tions, the JSDA established the Working
Group on Development of Infrastructure
for Disseminating Corporate Bond Price
Information (hereinafter “Corporate Bond
Price Information WG) in August 2012. In
September 2013, this working group pub-
lished a report on measures to improve
the system for dissemination of reference
statistical prices (yields) for OTC Bond
Transactions in order to vitalize the corpo-
rate bond market. The report shows that
the Corporate Bond Price Information WG
studied the following issues: (1) designated
criteria for designated corporate bond re-
porting association members (stricter cri-
teria for Designated-Reporting Members,
mandatory reporting of market prices by
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the lead securities company); (2) enhance-
ment and strengthening of guidance and
management of JSDA’s system for dissem-
inating reference statistical transaction
prices, and (3) a method for calculating
reference statistical prices for corporate
bond transactions (revision of the method
for calculating reference statistical prices
and of the minimum number of reporting
companies), (4) introducing a time limit for
reporting reference statistical prices for
corporate bond transactions and delaying
the release of those statistics, and (5) pro-
moting better understanding of the refer-
ence statistical prices.

After soliciting opinions on the pro-
posed revisions, in December 2013 the
JSDA announced partial amendments to
the relevant regulations and guidelines
proposed in the Corporate Bond Price In-
formation WG’s report.

The Corporate Bond Price Informa-
tion WG continued its studies of measures
to improve the reliability of transaction
reference statistics and regulations for re-
porting and announcing corporate bond
trading information. As a result, in March
2014 the JSDA revised its regulations for
reporting corporate bond trading informa-
tion and launched a new public announce-
ment system. The newly established sys-
tem in principle requires that all corporate
bond transactions be reported. However,
reporting is optional for trades with a
transaction volume of less than JPY10 mil-
lion (Figure 2).

Announced corporate bond trans-
actions are those that meet the following
criteria as of the 15th day of the month
previous to the announcement month: the
bond has an issue amount of JPY50 billion
or more (excluding those with subordi-
nated provisions and 20 or more years to
maturity) and (1) has a rating equivalent to
AA or higher and (2) was issued by a com-
pany with an A rating (A- rated issuers are
excluded).? Transactions on bonds that will
be redeemed by the end of the announce-
ment month will not be announced. In
addition, the announcement of transac-
tion information for bonds that have had
a sharp rise in yields will be suspended.
Announced bond transactions are transac-
tions that have a traded amount face value
of JPY100 million or more on bonds subject
to the announcement requirements.

The information on corporate bond
transactions announced by the JSDA con-
sists of the following nine items: (1) con-
tract date, (2) issue code, (3) issue name,
(4) redemption date, (5) coupon rate, (6)
trading volume (on a face-value basis), (7)
contract price, (8) buy/sell indicator, and



Figure 2: Japan’s Corporate Bond Transaction Information Announcement

Framework
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million can be reported on a monthly basis. Trans-
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*Transaction information for bonds that have had
a sharp rise in yields will not be disseminated.
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Transactions with trade value of JPY100 million or ‘
more on bonds that meet the dissemination criteria.

Note: As of June 28, 2021.
Source: NICMR, excerpted from JSDA materials

(9) reference statistical price (average price
of unit prices).’ As a general rule, the infor-
mation is disseminated on the JSDA web-
site by 9:00 a.m. on the business day after
receiving the transaction report.

The new public bond OTC transac-
tion reference statistical system and the
reporting and public announcement sys-
tem for corporate bond transaction infor-
mation were launched on November 2,
2015.

Japan’s Corporate
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fected the real economy and has caused
turmoil in Japan’s financial markets. Some
industries have experienced large declines
in income that have affected their funding
needs, and financial markets were tempo-
rarily disrupted.

However, financial markets stabi-
lized rather quickly thanks to the swift
and proactive responses by the Japanese
government and the BOJ that were based
on past lessons learned during the Global
Financial Crisis triggered by the Lehman
Shock as well as other past crises. The past
development of institutional infrastruc-
ture in the primary and secondary corpo-
rate bond markets has also contributed to
relatively smooth financing and market
transactions.

This chapter outlines (1) the general-
ly stable funding environment supported
by the BOJ’s strong monetary easing mea-
sures, (2) the increased use of corporate
bonds as a source of long-term debt, and
(3) the expanding issuance of SDG bonds.

Stable funding environment supported
by the BOJ’s strong monetary easing
measures

Spreads on Japanese corporate
bonds rose along with the spread of
COVID-19 infections, but the rise was held
in check at a rather moderate level by the
swift and proactive responses by the Japa-
nese government and the BOJ, which were
able to rely on past lessons learned during
the Global Financial Crisis triggered by the
Lehman Shock as well as other past crises.

Japan’s corporate bond market was
generally firm before the COVID-19 infec-
tions began to sweep across world, which
pushed up yields from February to March
2020. In response, the BOJ announced a
strengthening of its monetary easing poli-
cy on April 27, 2020, and the rise in bond
yields was halted (Figure 3). Specifically,
as part of its measures to ensure smooth
funding for financial institutions and com-
panies, the BOJ increased its upper limits
for purchases of commercial paper (CP)
and corporate bonds from about JPY5 tril-
lion to about JPY20 trillion. In addition,
the central bank raised the limits on the
amounts it would purchase from a single
issuer and extended the remaining ma-
turity of corporate bonds eligible for pur-
chase.

An examination of corporate bond is-
suance in 2020 by years to maturity reveals
that the issuance of medium-term bonds
has increased as the market environment
has been stabilized by continuation of the
low interestrate environment and the
BOJ’'s monetary easing measures (Figure
4). Issuance of ultra-long-term bonds also
remained rather buoyant.

Increased use of corporate bonds as
long-term debt

Japanese companies, particularly
large corporations, have been increasing
their corporate bond issuance. The ratio
of corporate bonds to total corporate long-
term debt has risen in recent years, and the
trend continued in 2020 (Figure 5).

More specifically, the share of out-
standing corporate bonds’ (i.e., the corpo-
rate bond ratio) to total long-term corporate
debt (bank borrowings + bond issuance) at
large corporations with capital of at least
JPY1 billion has been on an uptrend since
2016. In 2020, corporate bond issuance
rebounded after the market environment
stabilized in April, and the increase in is-
suance from June to July onwards drove
the corporate bond ratio above its previous
year level.

The two main reasons for corporate

Japan’s Corporate Bond Market: Developments before & during the COVID-19 Pandemic | 7
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Figure 3: 5-year Corporate Bonds Yield Spread Against Benchmark Japanese bond issuance are (1) to procure funds
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Figure 4: Issuance of Publicly Offered Bonds by Years to Maturity (excluding

Financial Industry)
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JPY430 billion (JPY30 billion in January,
JPY125 billion in April, JPY85 billion in
July, JPY100 billion in October, and JPY90
billion in December). Proceeds from these
bonds were used mainly to secure cash on
hand and redeem other interest-bearing
debt.

At its April 2020 financial results
briefing, JR East announced that it would
respond to the financial challenges pre-
sented by the COVID-19 pandemic by “se-
curing a certain amount of cash on hand
through ‘early, abundant, long-term’ fund-
ing.”

West Japan Railway Company (JR
West) was the second largest issuer in the
land transportation sector in 2020, raising a
total of about JPY330 hillion through three
issues (JPY190 billion in May, JPY110 billion
in August, and JPY30 billion in December).
JR West mainly used these funds to repay
debts and cover capital expenditures.

At its financial results briefing in July
2020, JR West indicated it would be raising
large amounts of funds at an early stage,
fundamentally using long-term funds.

In the JR West Group Medium-Term
Management Plan 2022 announced in May
2018, the company indicated that it its fi-
nancing strategy would prioritize safety

46 and growth investment while also enhanc-
44 ing shareholder returns and not reducing
42 debt. However, considering the changes
40 in the external environment caused by
38 COVID-19, the company announced revi-
36 sions to its plan in November 2020, repri-
34 oritizing its use of medium- to long-term
32 funds. Investment in safety is now its high-
30 est priority, followed by debt reduction,
§§§§§§§§§§§§§§§§§§§§§§§§§§§§§5§§’;’iﬁggiﬁggiﬁg capex for growth, and then shareholder
5335|52355828522853385338|5238|5338|522852285838 returns. As for safety investments, JR West
2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 indicated that the total amount would be

Note: Data is for corporations with capital of at least JPY1 billion. The corporate bond ratio is the ratio of outstanding

corporate bonds to total long-term corporate debt (bank borrowings + bond issuance).
Source: NICMR, based on Financial Statements Statistics of Corporations
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limited to some extent but that it would
steadily advance investments necessary to
enhance safety.



Figure 6: Bond Issuance by Industry (excluding Financial Industry)
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Figure 7: SDG Bond Issuance in Japan’s Publicly Offered Corporate Bond Market
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Expanding issuance of SDG bonds

The issuance of SDG bonds in Japan’s
publicly offered corporate bond market
hasbeen increasing in recent years. Nomu-
ra Research Institute made the first offer-
ing of a green bond in September 2016.
ASICS followed with the first sustainability
bond issue in March 2019, and ANA Hold-
ings issued the first social bond in May
2019 (Figure 7).

Green bonds account for the larg-
est share of SDG bonds issued in Japan’s
publicly offered corporate bond market,
accounting for 48% of all such issues in
2020. The issuance of green bonds has
been promoted by Japan’s Ministry of the
Environment (MoE), which launched a
green bond support program in 2017 and
then in 2018 established its Financial Sup-
port Programme for Green Bond Issuance,
which offers subsidies to help cover the
expense of green bond issuance. To date,
investment corporations, the real estate
industry, and electrical machinery mak-
ers are among the largest issuers of green
bonds. Looking ahead, electricity and gas
utilities, which are regular issuers of cor-
porate bonds, could issue a relatively large
amount of green bonds. In recent years,
we have also witnessed increasing inter-
est in transition bonds, which are used to
finance society’s transition to low-carbon
and eventually carbon-free economies.
Transition bonds are attracting attention
in the Japanese corporate bond market.

Conclusion & Future
Outlook

COVID-19 dealt an initial shock to Japan’s
financial markets and has continued to
seriously affect the nation’s real economy.
The financial markets, however, regained
stability rather quickly, thanks to the Jap-
anese government and the BOJ’s swift and
proactive responses, which drew on les-
sons learned during past financial crises
and other disruptive events.

Japan’s corporate bond market has
evolved over the years. The 1980s and
1990s saw a number of measures to lib-
eralize the issuance of corporate bonds,
and then in the 2000s efforts were made
to vitalize the market. These past efforts
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JAPAN

to develop and vitalize Japan’s corporate
bond market have contributed to the mar-
ket’s relatively smooth functioning as a
source of much needed funding during the
COVID-19 pandemic.

Amid this pandemic, companies
have continued to use the corporate bond
market to raise funds, issuing bonds with
a more diverse range of maturities as well
as SDG bonds.

Looking ahead, initiatives to fur-
ther stimulate activity in the primary and
secondary corporate bond markets com-
panies will continue as companies also
continue to use the market to raise funds
to overcome challenges presented by
COVID-19. These trends will likely contrib-
ute to the sustainable expansion of Japan’s
corporate bond market.

Note

1 For convenience, this article refers to these
bonds as green bonds, social bonds, and sus-
tainability bonds.

2 Certain pledges made by debtors to secure
their ability to fulfill debt obligations under
bond guidelines or loan agreements when
raising funds through corporate bonds or
loans. Typical covenants include collateral
provision restriction clauses, net asset val-
ue maintenance clauses, dividend restric-
tion clauses, profit maintenance clauses,
etc.

3 Japan Securities Industry Association,
Study Group to Vitalize the Corporate Bond
Market, "Initiatives Toward Vitalization of
the Corporate Bond Market", July 30, 2012,
Pp-23. [Japanese only]

4 As of end-June 2021. The criteria for an-
nounced transactions have been revised
from the initial criteria when the system was
first implemented.
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As of the end of June 2021.

The BOJ, “Enhancement of Monetary Eas-
ing”, April 27, 2020.

Ordinary bonds, convertible bonds, etc.
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Rise of Digital Channels and Retail Investors:

A Tale of the Indonesian Financial Sector
during the 2020 Pandemic

Recent Developments

he COVID-19 pandemic hit the glob-
al economy in the first quarter of

2020. The Indonesian economy
started to weaken at the end of that quar-
ter and then declined deeply in the second
quarter. Later quarters still saw negative
growth but with less severity. The 2020
full year record was negative 2% y-o0-y.
Growth was still negative in the first quar-
ter of 2021, but recovery should take place
in subsequent quarters (Figure 1). Still, for
the gross domestic product (GDP) level to
return to pre-pandemic levels may take
longer. Policy choices taken to mitigate
the recession will have consequences, as
returning fiscal and monetary policies to
normal will take some time. The banking
sector and financial markets will also need
time to go back to normal behaviour.

When the COVID-19 pandemic hit,
the Jakarta Composite Index dropped a
lot. At first, the decline was in tandem with
global indices late in 2019 and at the begin-
ning of 2020, but then local transmission
of the virus took place and investors be-
gan selling off. The big decline took place

when only essential activities remained
open. By late March 2020, the index had
declined around 60%. Since then, the index

Figure 1: Indonesian GDP Growth
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has started to recover and by March 2021
it had returned to its pre-pandemic levels
(Figure 2). Trading volume has also recov-
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ered and even surpassed 2020 levels in the
first four months of 2021.!

In the government bond market, the
10-year benchmark yield rose 128 basis
points in March 2020 (Figure 3). The main
sellers were foreign investors who reduced
their ownership by around IDR100 trillion
in the first four months of 2020. Mean-
while commercial banks and the central
bank continue to accumulate government
bonds. For banks the rationale was clear,
lending was stagnant while liquidity re-
mained ample. Liquidity in fact rose as the
central bank relaxed capital standards and
the Ministry of Finance deposited funds
into the banking sector. This was a measure
to support the economic recovery program.

Besides, when the sell-off started
the central bank stepped in to stabilize the
market. This added to the supply of IDR
in the market. Bank Indonesia also inter-
vened in the currency market to stabilize
the currency. This was necessary as foreign
investors sold their IDR positions for USD
to transfer home.

By August 2020, the 10-year govern-
ment bond yield had returned to pre-pan-
demic levels (Figure 3). Throughout the
year 2020 and into 2021 daily trading
volume remained stable. The recovery of
the government bond yield is remarkable
considering several developments. First,
Bank Indonesia cut policy rates by 150
basis points from January 2020 to April
2021. Second, the fiscal deficit rose to over
6% (from below 3%) as spending rose and
revenues dropped. And third, foreign in-
vestment in government bonds has not
recovered.

It was fortunate that in 2020, very
few corporates went into financial distress.
Those that did were already under finan-
cial pressure before the pandemic. For

example, the state-owned airline Garuda
Indonesia and construction firm Waskita
Karya were already under financial pres-
sure before 2020. Also, no systemic finan-
cial institutions came under severe pres-
sure during the pandemic.

Structural Changes in
the Financial Markets

Despite recovering market indicators, sev-
eral structural changes will have longer
term consequences. Ownership changes in
the stock market are one example. In 2020
foreign investors sold down their positions.
There was a slight inflow in January 2021,
but outflow restarted in March and April
2021. The result is that foreign ownership
in the stock market declined from around
45% in 2019 to around 40% in April 2021.2

In the government bond market,
large ownership changes also took place
in 2020. First, was the decline in foreign
ownership. From a position of 39% early in
2020, it dropped to 25% by the end of the
year. At the same time commercial banks
raised their ownership from 23% to 37%.
And Bank Indonesia also increased its
ownership from 11% to 26% of the total
outstanding.

When the government bond mar-
ket came under pressure Bank Indonesia
started stabilization moves, especially in
March and April 2020. The central bank
and the Ministry of Finance then agreed

Figure 3: 10-year Indonesian Government Bond Yield
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on a sweeping policy change that consisted
of two components. The first was a large
one-off Bank Indonesia participation in
the primary market and the second was
participation in further auctions. The one-
off transaction was IDR400 trillion and the
second part amounted to IDR70 trillion.® By
March 2021, the central bank had bought
an additional IDR65 trillion.*

Another significant development
was the record increase in retail investors.
In 2020 there was a 67% rise the number
of accounts. The increases were 53%, 79%
and 46% in the equity, mutual funds, and
retail government bond accounts (Table
1). This was the largest annual increase for
any of the accounts on record.

This increase in retail investors
occurred in a recession, with a drop in
consumption and rise in unemployment.
One explanation is that there were many
first-time individual investors with ample
savings who were pulled into the capital
market by low returns in the real sector
and low bank deposit rates. Meanwhile,
low stock indices and bond prices prom-
ised attractive valuations. It also means
that there is confidence that the financial
markets will remain resilient.

It is too early to tell if the rise in retail
investors means stability of financial flows
in the future. On one hand, the rise in the
small investor segment means a more bal-
anced spread of ownership. But retail in-
vestors usually have a shorter investment
horizon. Once deposit rates and real sector
investments recover, we will see to what
extent these investors remain.

Aside from individual accounts,
there was also a sharp rise in fintech ac-
counts. This was particularly true for the
peer-to-peer lending segment. In 2020
the number of lenders, borrowers, and

Table 1: Number of Investor Accounts in
the Indonesian Capital Market

Thousand Persons

Equity 852 1,105 1,695

Mutual Funds M 1,774 13,175

Government
Bond Accounts 195 316 460

Source: Indonesia Central Securities Depository
(KSEI)



Table 2: Indonesian Fintech Key Lending Statistics

Lender Accounts (000) 682 717
Borrower Accounts (000) 18,569 24,158 25,768 29,217 43,561
Assets (IDR Trillion) 3 3.7 3.2 3.3 3.7
Average Disbursed Loans (IDR Million) 99.7 122.5 135.7 142.5 113.8
Outstanding Loans (IDR Trillion) 13.2 14.8 11.8 12.7 15.3
NPL (Over 90 Days Due) 3.7% 4.2% 6.1% 8.3% 4.8%

Source: Mandiri Sekuritas

amount of outstanding loans rose 18%,
135% and 16% respectively (Table 2). Ease
of borrowing and the increased need to
borrow may account for this rise.

The number of borrowers rose fast-
er than the number of lenders and the
amount of outstanding loans, which result-
ed in a decline in the average size of loans.
This could mean than these loans were for
consumption instead of investment. Note
that the flat non-performing loan (NPL)
levels suggest fintech lenders could select
high quality borrowers.

The number of borrowers spiked
in the fourth quarter of 2020, which was
when economic activity was recovering
and restrictions on peoples’ movement
were relaxed. At the same time govern-
ment social handouts were still taking
place. Hence, the increase in borrowers
may point to a higher number of workers
losing their jobs. They were likely also to
run out of cash while not being eligible for
government handouts.

Rise in Digital Channels

A rise in digital channels also took place in
banking, the payment system and e-com-
merce. For example, in 2020 Bank Mandiri,
the largest bank in Indonesia and a state-
owned firm saw a 40% increase in the
number of online users and a 43% increase
in transaction values. Online transactions
overtook ATMs in transaction values from
the first quarter of 2020. Meanwhile the
two channels remained at par in frequen-
cy until the end of the year. Going forward,

online transactions will likely dominate
ATM transactions.

Another example is Bank Negara In-
donesia (BNI), which is the fourth largest
bank in Indonesia and state-owned. It saw
a 60% rise in the number of mobile users,
and close to a 50% rise in both online trans-
actions value and frequency. But still, mo-
bile and ATM channels remained almost
equal in frequency and transaction value
until the end of 2020. This may be because
BNI has more ATMs in smaller towns.

Bank Rakyat Indonesia (BRI) is an
interesting example of the rise in digital
channels. It is state-owned and it has the
most extensive network in Indonesia. De-
spite a 132% rise in the frequency of inter-
net banking in 2020, the number of ATM
transactions remained 37% higher. It ap-
pears that transactions in remote regions
were still ATM-based.

Besides the general relative decline
in ATM transactions, use of bank branch-
es also fell. Bank Mandiri reported that
branch use dropped 1% during 2020.
Branches still serve small businesses
which rely on cash for payments, but go-
ing forward they will likely move to digital
payment means.

Before the pandemic the banking
community expected that digital channels
would dominate by the year 2023. As it
turns out, the pandemic accelerated this by
three years.

Another growing digital channel
segment is e-commerce. In 2020 the gross
market value (GMV) of e-commerce was
USD32 bhillion, a 54% increase from 2019.
E-commerce should grow by around 21%
compound annual growth rate (CAGR) to
reach USD83 billion in 2025. At the same
time the digital economy should double
from 4% of GDP in 2020 to 8.1% in 2025.°
Yet e-commerce remains a tiny part of the
consumer goods market at around 5%.5

Tokopedia and Gojek, Bukalapak
and Shopee are the main drivers of e-com-

merce growth. There has also been a re-
cent development in online fresh produce
delivery, which became popular during the
movement restrictions in 2020 when these
firms grew 5 to 10 times. Some of them
have linked-up with major e-commerce
players. Post-lockdown, fresh produce de-
livery appears to remain higher than be-
fore the pandemic. This phenomenon also
occurred in most other ASEAN countries.
Going forward, online sales will rise and
displace sales at brick and mortars stores.
A few supermarket chains in Indonesia
were early victims, for example Giant,
while other chains are reducing the num-
ber of their stores.

Regulatory Responses

The Ministry of Finance, Bank Indonesia
and the Financial Services Authority (OJK)
are the main financial sector regulators.
They each issued policies to contain the
effect of the pandemic on the financial
system, but more regulatory power was
needed. Hence, the government issued an
emergency regulation, which became law
number 2 / 2020, giving expanded powers
to these authorities. The overarching goal
was to preserve confidence in the system.

One important policy action was
to expand the fiscal deficit, but only on a
temporary basis until 2023, in order to al-
low the government to increase spending
while tax revenues were declining. The
2020 budget deficit was thus raised from
1.7% of GDP to 6.34% in 2020. This new
budget supported an economic revival
plan with a focus on health, social assis-
tance, and corporate support.’

Financing for the economic revival
plan partly came from Bank Indonesia.
Agreement between Bank Indonesia and
the Ministry of Finance paved the way for
this. The central bank supported the defi-
cit to the tune of IDR400 trillion at first.
It also participated in government bond
auctions as a standby buyer. Absent this,
market-based deficit financing would be
disruptive.

OJK relaxed lending standards for
banking and finance companies, making
loan restructuring easier. These measures
are effective until March 2022. Other mea-
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sures include extension of reporting date-
lines and online meetings for regulatory
compliance. Similar relaxations were also
issued for insurance and pension funds.

For capital markets, new regulations
focus on maintaining operational integrity
and market stability. They include first, per-
mitting online shareholder meetings; sec-
ond, permitting several corporate actions
for companies undergoing restructuring;
third, reducing disclosure requirements
for financial firms undergoing restructur-
ing; and fourth allowing public firms to
buy-back their shares without shareholder
approval. These exclusions need regulato-
ry consent.

The impact of these regulations was
positive. First, financial panic was averted
despite the large market correction. Sec-
ond, no systemic financial firm went un-
der. And third, the stock and bond markets
rebounded within a few months.

In 2020, several firms defaulted on
their debt instruments, and some under-
went restructuring, but they were already
in financial difficulties before the pandem-
ic. One major company that got hit was
Garuda Indonesia. Flight cancellations
during the pandemic added to its finan-
cial woes. In 2020 Garuda Indonesia got a
3-year extension on its USD500 million glob-
al bond. Other troubled companies were
the state-owned construction company
Waskita Karya, which lost IDR7.4 in 2020,
and the state-owned railroad company
which booked a IDR1.6 trillion loss in 2020.

Challenges Ahead

Going forward Indonesia’s financial sector
faces old as well as new challenges. Old is-
sues include trust, governance and the gap
between financial literacy and inclusion.
Trust and governance relate to weak con-
sumer protection. New challenges stem
from the impact of recent policy choices.
These include the enlarged fiscal deficit
and large bank ownership of government
bonds. Also, there are challenges surround-
ing the upcoming listing of tech unicorns.
Trust in the financial system was
dented with the discovery of fraud at sev-
eral large state-owned insurance compa-
nies. One was Asuransi Jiwasraya, one of

the largest insurers in the country, which
reportedly had been investing in ques-
tionable stocks that then lost value. Key
personnel and a few other market partic-
ipants were convicted by the corruption
court. The losses amounted to IDR37 tril-
lion. In response, the government created
an insurance holding company to absorb
Asuransi Jiwasraya and next, the state will
inject fresh funds to partly compensate pol-
icy holders.

Another problem company is Asa-
bri, insurer of armed forces personnel.
Similar to Asuransi Jiwasraya its manage-
ment also invested in dubious stocks. The
resulting loss was about IDR23 trillion. A
few key Asabri personnel are now accused
in a criminal proceeding, but recovery and
bailout are not clear.

In addition to issues of trust and gov-
ernance, a second continuing challenge
for the financial system is the gap between
financial literacy and inclusion. The gap is
quite large, with financial literacy record-
ed at 38% while financial inclusion was
at 78%. Financial literacy means to what
extent an individual has knowledge about
basic financial products, while financial in-
clusion means that an individual has access
to basic financial products such as a bank
account.® This gap is becoming critical on
account of two factors. First, a large part of
the population has access to smartphones
and is digitally savvy. Second there have
been aggressive campaigns by several il-
legal fintech lending firms. This highlights
the need for consumer education and pro-
tection. Towards this end the government
has pushed for digital literacy campaigns.
The latest campaign was in April 2021 by
the Ministry of Communications,” while on
consumer protection OJK is strengthening
the dispute settlement framework. A re-
cent initiative is to combine several alter-
native settlement bodies. 1

Among the new challenges is reduc-
ing the deficit back to the 3% ceiling start-
ing in 2023. With the slow economic recov-
ery in 2021 tax revenues will remain weak.
This slow recovery owes to several factors.
First is the slow response to the pandem-
ic last year. Second is the large informal
sector where economic actors have little
financial buffers. And third is the tenuous
linkage with the global economy. On the
positive side Indonesia has been quick to
roll-out a vaccination program which was
first focused on healthcare and essential
workers and the elderly.

Another upcoming challenge is the
need for the central bank to taper its large
ownership of government bonds, at least
in the medium term. As of May 2021, Bank
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Indonesia’s holdings of government bonds
amounted to IDR980 trillion. As a result
of the central bank’s fiscal support, broad
money grew 12.4% in 2020 compared with
GDP growth of -5.3%. This means in the
medium term the central bank will need to
reign in money growth. In the short term
this runs against the need to maintain low
interest rates to boost economic growth.

In the banking sector, there are two
main challenges ahead. First is how to
manage the rise in NPLs once the relax-
ation policy is over and second is how to
sell down the sector’s large ownership of
government bonds. As of February 2021,
around 18% of bank loans are being re-
structured, affecting close to 8 million
borrowers, around 40% of which are
small-to-medium scale enterprises. How
these restructuring exercises fare would
depend on resumption of commercial vi-
ability. Some sectors may not recover at
all. These include transport and the hotel
sectors. Now the prospects remain grim,
especially in tourist destinations like Bali.
State-owned banks are looking to write off
loans that have no recovery prospects.

On the second issue, around 17% of
banking sector assets now consists of gov-
ernment bonds. Loan growth in the future
would entail reducing this amount. But a
large sell down of government bonds can
put severe pressure on the market. Besides
there is also the capital adequacy consider-
ation. Government bonds are safe assets
and have zero weight in capital adequacy
calculations, which is why the banking sec-
tor is under no pressure to raise equity. But
replacing government bonds with corpo-
rate loans will pressure banks’ equity.

In the equity market there is a sig-
nificant new development: the coming list-
ing of tech unicorns like Go-To (Gojek and
Tokopedia) and others. These firms might
conduct dual listing in Jakarta and another
exchange. This would attract foreign (and
domestic) investors into the Indonesian
capital market and it will raise the weight
of the Indonesian market in MSCI indices.

There are three key concerns regard-
ing these prospective listings. First is the
issue of different shareholders having dif-
ferent voting power. This is a common fea-
ture among tech firms that went through
several funding rounds, and yet it is not
recognized in the Indonesian regulatory
structure. Second, there is no dual listing
regulation in the Indonesia stock exchange.
And third is the profitability rule. Most of
these unicorns have not been profitable re-
cently. Still, the Indonesian stock market is
reviewing the regulations to accommodate
these listings.



Conclusions

The Indonesian capital market showed
remarkable resilience during the pandem-
ic. The stock index and government bond
prices have returned to pre-pandemic lev-
els. And yet, significant structural changes
took place. And these will affect how the
capital market evolves in the near and
medium term. Policies taken in 2020 will
impact monetary and fiscal policies going
ahead.

First is the large size of central bank
purchases of government bonds as a result
of the early intervention in 2020 and later
central bank support to finance the fiscal
deficit. At some point the central bank
needs to reduce its holding of government
bonds. This will be in tandem with reduc-
ing money supply growth, which saw a
large uptick during 2020. But the timing
will be tricky as interest rates need to re-
main low to speed up economic recovery.

Next is the relaxation of lending stan-
dards issued by OJK. Once the relaxation
expires, only loans of firms that weathered
the storm can remain current. The rest will
end up on banks’ books as NPLs. Also, the
restructuring done during the relaxation
could depress earnings for a while. Anoth-
er issue for banks is how to sell down their
large ownership of government bonds.

The outcome of these regulatory
changes was successful maintenance of
confidence. Those firms that came under
pressure were already in stress before the
pandemic. One example was Garuda Indo-
nesia, the state-owned flag carrier. It was
already teetering before the pandemic,
but travel restrictions made things worse.
The company is now going into a major re-
structuring.

On the fiscal side, the government
needs to return to a deficit of 3% in 2023
from the current level around 6%. A weak
economy complicates this effort in ad-
dition to the need to continue spending
heavily on health and social and corporate
support.

For the stock exchange the challenge
ahead is to handle listing of several tech
unicorns. The authorities are also working
to overcome long-standing issues including
improving trust, increasing financial litera-

after covid-19

cy and improving consumer protection. In
the insurance sector, the government has
formed a new insurance holding company
and it plans to inject fresh capital to partly
compensate Asuransi Jiwasraya policyhold-
ers. On literacy the government has vari-
ous initiatives to raise digital literacy. For
consumer protection, OJK is enhancing the
alternative dispute settlement institutions.
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Introduction

he recent COVID-19 pandemic has
T caused a multidimensional global
crisis. It has adversely affected eco-
nomic growth and caused a sudden halt of
business operations due to closure of ex-
ternal borders by many countries. Howev-
er, the most visible effect of the pandemic
outbreak has been to the self-employed,
casual and gig-workers, and small-scale
entrepreneurs and businesses, which can
be commonly described as those people
and enterprises in the informal econo-
my. In the developing world, the informal
sector is a pervasive phenomenon, with
more than 2 billion people, representing
60% of workers and 80% of enterprises.!
The term informal economy has
no generally accepted definition. While
the official definition of the Internation-
al Labour Organization (ILO) states that
the informal economy is “all economic
activities by workers and economic units
that are — in law or in practice — not
covered or insufficiently covered by for-
mal arrangements”, globally, many terms
have been used to illustrate the informal

economy, such as “underground”, “shad-
ow”, or “parallel” economy. Yet, whatever
images come to mind, the informal econ-
omy typically encompasses a broad range
of unregulated and unreported income
from the production of legal goods and
services, either from monetary or barter
transactions.

For instance, an airline crew mem-
ber with a second job retailing craftwork
on the web, a social media influencer (also
known as a Key Opinion Leader [KOL]) un-
dertaking a livestream marketing job for a
renowned brand, or an individual engag-
ing in livestream e-commerce who does
not declare his earnings to the national
inland revenue board are all examples
of the informal economy. These activities
add up to billions of dollars that take place
off the books and out of the gaze of tax col-
lectors and government statisticians.

Informal economic activities have
long been a fact of life—and are ever in-
creasing around the world. According to
Friedrich and Christopher (2003),> the
Asia Pacific region’s informal economies
have grown considerably since 1989-90,
and may potentially threaten the verac-
ity of the fundamental information sys-
tem that monitors economic activity and
forms the basis of both business and gov-
ernmental policymaking. While there is
no single accurate methodology for esti-
mating the size of the informal economy,
since much of the action takes place out
of sight, the presence of a vast informal
economy may distort measures of growth,
unemployment, inflation, savings, and
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productivity, as well as accurate measures
of income inequality.

For Malaysia, discussions around
the informal economy are crucial. The
existence of a massive informal economy
is both a driver of its economic growth as
well as a hindrance. According to an In-
ternational Monetary Fund (IMF) study,®
while the informal economy in Malaysia
has been trending lower from an estimat-
ed 33% of gross domestic product (GDP) in
1995 to 26% in 2015, the average share for
the period 1995-2015 was 31.5% (Figure 1).
The working paper published in January
2018, analysed the results of the informal
economy for 158 countries for the period
1991-2015 and found that Malaysia’s in-
formal economy is particularly significant
compared to other Southeast Asian coun-
tries such as Singapore (11.9%), Vietnam
(18.7%), and Indonesia (24.1%), and even
more acute compared to members of the
Organisation for Economic Cooperation
and Development (OECD) — where it av-
erages around 13-15% of GDP. According
to the latest estimates by the Malaysian
government, the country’s informal econ-
omy accounts for 21% of GDP, or around
an estimated RM300 billion,* and makes
up 8.3% (or over 1.2 million workers) of
the labour market. 3

While this large informal sector
has undeniably created jobs, it also came
at a cost for both the government as well
as the business sector in general. First, it
deters the development of inclusive eco-
nomic development as it deprives poten-
tial tax revenues to finance socio-econom-



Figure 1: Malaysia Shadow Economy as a Percentage of GDP
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ic development projects for the public.
Second, it is exceedingly challenging for
the informal businesses to access any in-
centives provided by the government as
well as formal financing facilities as they
continue to operate under the business
registry radar and outside government
purview.

The current pandemic outbreak
has clearly demonstrated the severity of
this conundrum. For the government,
the fiscal response and debt incurred on
COVID-19 relief has added to the consider-
able red ink already on its ledger follow-
ing the pandemic-driven global restraint
order and border closures. However, with
an estimated shadow economy of RM300
billion, for example, a 1% increase in tax
collection can translate into RM3 billion
in additional revenue for the government
to support its development expenditure
and obligated operating expenses. For the
informal businesses, its implications are
straight-forward. Absence from formal
business registry and poor transparency
will significantly impair the sector’s ca-
pacity to enter into legally binding con-
tractual obligations and access to capital
markets, if needed, for further growth.
And that is not all. Rapid globalisation,
fast evolving business ecosystems shaped
by the acceleration in technology develop-
ment and adoption, as well as the rise of
the gig or sharing economy have further
complicated matters for the policymakers
to track, measure and provide necessary
support for the informal economy. Poli-
cymakers’ ability to improve engagement
with the informal sector is therefore inte-
gral to enhancing overall financial inclu-
sion which supports the 2030 Sustainable
Development Goals (SDGs) in terms of sus-

tainable development, poverty reduction,
decent work and more inclusive societies.

It should be emphasized that what
is relevant to policymakers is not just the
size of this sector, but also to come up with
models that allow the informal economy
to coexist alongside the formal econo-
my. Whether it is a street trader, a social
marketeer, or a white-collar professional
taking on side-line entrepreneurial jobs,
these people really do contribute to the
economy and to their country. The ques-
tion is how do we make space for them?
And how do we help the informal sector to
become more productive, more efficient,
and more effective?

A New Deal for
Financing the Informal
Economy

The economic consequences of the recent
spread of coronavirus are severe and are
still unfolding. Nonetheless the crisis has
brought the future forward by driving
increased demand for digital transfor-
mation in both the business and finan-
cial services sectors. It has led to many
crucial innovations in the way businesses
and financial services operate and has
undeniably accelerated the digital trans-
formation agenda on all accounts. It has
spawned new consumer behaviours that
in turn spur new ways of working.

Take the recent example of a KOL

for instance. A regular girl in Taiwan
named Hung Chien-shu, better known by
her YouTube handle Chien’s Eating, rap-
idly became a popular influencer and en-
trepreneur. Chein’s Eating does not dance
or sing. She has made her name — and a
fortune — posting videos of herself tast-
ing and promoting different types of food
around her neighbourhood. Through her
postings, she has managed to garner hun-
dreds of thousands of followers. Difficult
as it may be to believe that online viewers
throng to watch strangers eating, Chien’s
Eating has surged in popularity and
her videos have attracted over 700,000
views — roughly the same number as her
800,000 subscribers at the time.® Amongst
her videos, there is one in which Chien
laughs and goofs around while eating a
dozen packs of ginger paste black sesame
oil noodles — a noodle that she manufac-
tured herself. The noodles were later mar-
keted to the public as Sui Ooh Noodles. In
the months after the video was released,
Sui Ooh Noodles were mass produced and
quickly offered on many retailers’ shelves
across Taiwan, Korea’ and Singapore.?
Behind Chien’s success is not just
her creativity and a conducive business
environment accelerated by technolo-
gy advancement, but also the presence
of PressPlay — one of Taiwan’s big You-
Tube management companies. The name
PressPlay probably means little to some
people, but to the online community, it
represents content creation and sharing.
The platform focuses on helping influen-
tial YouTubers forge their own brands by
helping them to create original and valu-
able content, employing the foremost cre-
ative minds in development, production,
post-production, and quality improve-
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ment. PressPlay handles not just content
management and operations, but also at-
tempts to unearth and develop any poten-
tial young stars (YouTubers).

Chien’s example illustrates that the
social variant of a KOL is open to everyday
people who gain significant social influ-
ence. Many others hope to one day make
a living through online activities based on
their “social capital” as well. Such activity
has become part of the informal economy
and is likely to stay in the years ahead.

To move forward in an increasingly
challenging environment brought about
by the recent pandemic outbreak, busi-
nesses and markets within the informal
economy must reinvent themselves. The
sector needs to create structures in which
participants can pool their resources and
extend their reach and power. Finance
needs to be redefined as well to create
solutions that enable better outcomes
for the informal economy. Policymakers
can consider the following initiatives and
strategies to support as well as broaden
the financing options for the informal
economy.

Formalising the informal — co-opera-
tives to promote inclusive development

The traditional cooperative busi-
ness has long been in existence as a form
of organisation in which members vol-
untarily come together to satisfy their
common needs with due regard to indi-
vidual capacity, autonomy, and equality.
Now, with advancements in technological
platforms it is even more possible for this
business model to provide a simple yet ef-
fective solution to formalise the informal
economy and for cooperatives to operate
in new ways with greater opportunities to
scale. As more and more people manage
their work and resources through digital
platforms, cooperatives can offer far more
benefits than any individual business unit
could ever achieve on its own. A report by
Nesta and Co-operatives UK® highlights a
typology of the different platform co-op
types which are emerging in the UK as
well as the way forward in terms of a new
funding model for platform co-operatives.

In all cases, the goal of cooperatives
has been to enable members of an un-
der-served community to improve their
economic condition by working together
in ways that are more productive. These
are businesses where ownership rests
with their cooperative members, and not
with distant investors as in the case of
corporations. Thus, the overriding aim
of cooperatives goes beyond maximis-
ing financial returns. It prioritises other

aims such as member involvement in de-
cision-making, long-term planning, and
more equitable pay.

Globally, cooperatives are effective-
ly being adapted to lift people out of pov-
erty and carry out the transition of small-
er businesses to the formal economy.
Whether they are providing financing for
informal sellers and traders on the street
in Nairobi to upgrade their activities,*
improving income of homeless shoe-shin-
ers in Uganda,!! or empowering artisan
women to become self-reliant in Canada,!?
cooperatives have proven to provide peo-
ple effectively and efficiently with a voice,
representation and empowerment, while
also generating an array of instruments
for entrepreneurial development.

According to the 2019 World Co-
operative Monitor, the top 300 global co-
operatives collectively reported a total
turnover of over USD2 trillion.!* As such,
cooperatives should be seen not only as
a constellation of small enterprises that
provide limited jobs, but also as a con-
siderable potential force for local and re-
gional development. For instance, Japan’s
Consumer Cooperative Union — compris-
ing over 320 consumer cooperatives with
29 million members — not only manages
its members’ product development and
supply, it also carries out various activities
and educational programs for members
such as planning and promoting cam-
paigns jointly held by member co-ops na-
tionwide as well as publishing education-
al materials.

In today’s economic uncertainty,
where individuals or small businesses
may feel powerless to change their live-
lihood, cooperatives represent a strong,
vibrant, and viable economic alternative.
Similarly, the cooperative movement
model is not something new to Malaysia.
It has been able to elevate its position as a
powerful economic model as some exam-
ples in the agricultural, brewery purchas-
es and financial services industries show.
Today, Bank Kerjasama Rakyat Malaysia
has become one of the top 300 coopera-
tives in the world and the biggest Islamic
cooperative bank in Malaysia with turn-
over in 2017 totalling USD1.63 billion. This
illustrates how cooperative models can be
utilised to raise the social and economic
status of rural communities, as well as
promote equitable distribution of wealth
and opportunities — a jurisprudence that
is aligned with the country’s Islamic fi-
nance principles.

The proposed recommendation
concerning the transition from the in-
formal to the formal economy can be an
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important opportunity to recognise and
promote the contribution of cooperatives
in this respect. Appropriate regulation of
cooperatives makes it possible to orga-
nise their constituents, i.e., the informal
economy, and subsequently have them,
both individuals and entrepreneurs, take
decisive steps towards onboarding the
formal economy. Policymakers could en-
courage the formation of cooperatives
by providing incentives for members to
move downstream in the value chain to
gain access to new markets and consumer
information. Policymakers could then im-
pose more meaningful tax obligations on
cooperatives instead of taxing individuals
and entrepreneurs within the informal
economy.

Dig deep into the data

Imagine a scenario where a self-em-
ployed YouTuber like Chien was in a fix
and had applied for a loan but her appli-
cation was rejected as her credit score did
not generate enough data to establish her
creditworthiness. Like Chien, many hope-
ful loan applicants are facing difficulties
due to lack of credit history. And this hap-
pens to be a vicious cycle. In the case of
a low or non-existent credit score, they
are unable to get loans, and hence can-
not further improve their credit profiles.
The World Bank Global Findex Database
reports that almost two billion adults do
not have a bank account, let alone a FICO
or other scoring methodology assessing
their creditworthiness.! In the absence or
scarcity of data, is it possible to accurate-
ly determine someone’s creditworthiness
and if not, what are the options available
to overcome this challenge?

One can look at alternative credit
scoring to improve his or her chances of
successful loan application and subse-
quent disbursement. Underwriting of
the risk in borrowing has traditionally
focused on the applicant’s capacity to re-
pay. Even with absent or low credit scores,
the alternative credit score can be utilised
to bolster chances of procuring loans
from banks and financial institutions.
The model shifts towards a “propensi-
ty-to-pay” approach that incorporates
broader non-financial characteristics and
behaviour of an applicant, rather than
the typical parameters such as collateral,
repayment history etc., employed in the
traditional credit rating framework. Al-
ternative credit scoring utilises a broader
set of data on the loan applicant such as
utilities payment history, banking activi-
ties, e-commerce shopping experience, fi-
nancial literacy, and spending patterns to



indicate a person’s understanding of debt
and responsible borrowing. It involves
substantial application of technology and
digital footprints like social media and
mobile and internet usage to determine
if the prospective applicant meets repay-
ment requirements.

The benefits of alternative credit
scoring are two-fold. By extending access
to credit, applicants who are new to the
credit and loan ecosystem can still avail
themselves to loans irrespective of suffi-
ciency of credit scoring data in traditional
channels. Lenders too can employ alter-
native credit scoring to increase their pen-
etration in previously uncharted territory
like semi-urban areas or green field sec-
tors while keeping fraud and default risk
at bay with more meaningful data.

With the advent of big data and the
ever evolving domain of information and
communication technology (ICT), the way
people view lending, credit, and financ-
ing has undergone a sea change over the
last few years. Be it payday loans, invoice
financing, or business-to-business (B2B)
financing, the way businesses access cred-
it today is far different from what it was
almost a decade ago. Traditional scoring
frameworks have not been able to keep
up with this radical shift in the way of as-
sessing the creditworthiness of a potential
loan applicant. This lag may potentially
widen the gap between demand and sup-
ply of financing for smaller businesses or
micro, small and medium-sized enterpris-
es (SMEs). Smaller businesses’ loans out-
standing at Malaysia-based financial insti-
tutions witnessed trivial increments over
the last few years, from a total of RM243.6
billion in 2014 to RM305.1 billion in 2020
(Figure 2). Between 2014 and 2020, SME
loans outstanding at commercial banks
and development financial institutions re-
corded minor increases in annual growth
of 1.7% and 1.3% respectively. Compara-
tively, SME loans outstanding for Islam-
ic banks and merchant banks recorded
higher annual growth rates of 12.4% and
15.7% respectively over the same period.
Although financial institutions today are
better capitalised and have sufficient li-
quidity to manage mortgage delinquencies
compared to during the 1997 Asian Finan-
cial Crisis, many FIs have exercised pru-
dent judgement in underwriting risks for
smaller business loans, particularly in a
low interest rate environment — when in-
vestment income is likely to be impacted.

Additionally, alternative fundrais-
ing avenues such as equity crowdfunding
(ECF) and peer-to-peer (P2P) financing
were introduced to help meet the needs

Figure 2: 2014-2020 SME Loans/Financing Outstanding
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of smaller businesses to finance work-
ing capital or fund business expansion.
To date, there are a wide variety of small
businesses issuers, ranging from manu-
facturing to retail trading, that have suc-
cessfully raised financing through ECF
and P2P financing platforms. Since the
frameworks’ debut in 2016, ECF and P2P
fundraising activities have grown rapidly,
from RM70 million in 2017 to RM1,334.9
million'® collectively in 2020 (Figure 3).
Over this period, the ECF and P2P markets
marked cumulative annual growth rates
of 82.4% and 212.5% respectively.

Despite the positive progress made
to broaden financing avenues in Malaysia,
these developments have only scratched
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the surface when it comes to addressing
the SME funding gap, let alone the funding
gaps in the informal economy. The regu-
latory requirements spelled out under
the ECF and P2P frameworks only allow
public incorporated companies to raise
capital and exclude smaller proprietary
businesses or individuals like Chien in
the informal economy from participation.
The reason is obvious and understand-
able — to ringfence assets and protect
investors. However, more work needs to
be done if the country intends to make the
system more inclusive moving forward.
There is a whole host of data not be-
ing captured by traditional credit scoring
methodology, which is inherently back-

Figure 3: Total Amount Raised Successfully
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ward looking. It does not assess behaviour
metrics or a person’s future potential. The
various interactions that a person like
Chien has with her psychometrics and
social capital, can help paint a picture of
how likely she is to repay a loan. When
you turn to big data for solutions to con-
struct financial identities for individuals
who have little or no traditional credit
history, different answers can be derived.
Capital providers could vacuum up every
item of data they can legally use—blocked
only by the limits of technology and, in
some cases, by laws like the Personal Data
Protection Act (PDPA) 2010 that govern
sensitive information and disclosure of
client data—to provide a better assess-
ment of applicants in the informal econ-
omy. Instead of sniffing out only credit
blacklists, alternative credit scoring offers
a glimpse into positive financial behavior
that was previously not captured by tradi-
tional credit scoring methodology.

Good data analysis and widening
the information parameters that could
help establish a financial identity for par-
ticipants in the informal economy are
critical steps towards financial inclusion.
With the rise of big data and innovation in
credit scoring methodologies, the “all data
is credit data” approach could become a
reality that is just around the corner. The
enrichment of applicable credit data—by
considering wider behavioral factors and
digital footprints—would certainly in-
crease the informal economy’s visibility
and access to capital market products.

Catalysing investments through a
strategic fund

Since the commencement of the
national emergency lockdown in March
2020, the Malaysian government has pro-
actively introduced various measures
under the PRIHATIN Economic Stimulus
Packages and the National Economic Re-
covery Plan (PENJANA) to cushion the
impact of COVID-19 on businesses and re-
invigorate the country’s economic growth.
Focus has been given to encouraging do-
mestic investments, support smaller busi-
nesses as well as enhancing the provision
of credit through Bank Negara Malaysia’s
RM4 billion Targeted Relief and Recovery
Facility, RM200 million Disaster Relief
Fund, RM1 billion collateral-free High-
Tech Facility,"” etc. Additional measures
include granting of stamp duty exemp-
tion on instruments relating to approved
mergers and acquisitions'® among SMEs
to help strengthen the capacity of local
companies and prevent the hollowing out
of companies caused by the recent pan-

demic outbreak.

To assist with the smooth function-
ing of Malaysian capital markets such that
they remain a viable fundraising avenue
for businesses, the capital market regula-
tor has provided temporary relief from its
listing requirements, allowing for waivers
on listing-related fees for initial public
offerings (IPOs) and annual listing fees,
liberalisation of the obligations set forth
under listing rules for companies seek-
ing regularisation plan, as well as lower-
ing the requirements on public securities
holding spread from 25% on a case-to-case
basis to encourage fundraising and listing
on Bursa Malaysia.

To encourage greater investment
and diversification into the alternative
investment industry such as ECF and P2P,
the country’s Budget 2021 has allocated
RM80 million to match private sector in-
vestments in these two channels. In addi-
tion, investors under any registered ECF
platform will be given a 50% tax break,
with a cap of RM50,000, for their invest-
ments. The crisis financing provided
under the country’s pandemic stimulus
packages no doubt provided some relief
to small businesses. However, it has not
reached deep enough to benefit every
fabric of society, particularly the informal
economy.

In searching for alternatives to
mainstream finance, some attention is in-
creasingly being paid to the private mar-
kets funds for meeting private sector cred-
it demand. In the US for example, middle
market deals have steadily accelerated
in both number and value over the last
decade, from 1,315 deals in 2010 to more
than 3,100 deals in 2019, and from USD193
billion to USD531 billion in enterprise
value in 2019. And with global private
equity dry powder amounting to USD1.9
trillion as at December 2020,2° the private
funds industry has not only proven its
versatility in stepping up investment ac-
tivities in diverse industry verticals, but
also provided abundant liquidity directed
to support small business activities affect-
ed by the recent COVID-19 pandemic out-
break.?!

However, it requires distinctive
instruments, project pipelines, and mea-
surement ability to be able to channel
private capital to more sustainable and
equitable financing solutions. Public au-
thorities could focus on catalysing and
directing private investment opportuni-
ties towards the informal economy by
creating a strategic investment fund. To
encourage participation from a broader
range of investors, the strategic fund could
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be structured with initial commitment by
the government that co-invests alongside
private investors. The fund could pool
funding through issuance of communi-
ty shares,?? for example, to encourage
like-minded investors or communities to
“buy-in” to a certain project.

In addition, the fund could be struc-
tured in various phases and sectors to
address the different needs and priorities
of economic growth. Together with the
enhancement in risk-reward due to the
first-loss protection, this could encourage
private investors—such as institutional
funds, corporates, and family offices—to
invest and finance business activities in
the informal economy, where growth
is constrained by a lack of access to fol-
low-on financing.

Conclusion

The devastating effect of COVID-19 has not
only affected how businesses—ranging
from big conglomerates, through small-
er establishments to the informal econo-
my—pursue their fundraising and capital
deployment activities, it has also high-
lighted the constraints on public spending
in countering the consequences brought
about by the pandemic outbreak. While
some would argue that a growing infor-
mal economy represents a sign of insta-
bility and unpredictability, nevertheless
it is undeniable that an economically effi-
cient and democratically organised infor-
mal economy can bring about the much
needed radical changes required for a
country’s development to go forward.
Alternative evaluation and a new way to
attract financial resources to develop the
informal economy are needed, especially
in times like these.
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due to an Extended Draconian Lockdown

Contemporary
Background

hile many economies are slow-
ly transitioning back to normal
from the COVID-19 pandemic

with economic recovery in sight, the Phil-
ippines now has one of the world’s longest

and strictest lockdowns (See, 2021) with no
change in sight.

From the very beginning, the Philip-
pines has been slow and vague in imposing
necessary measures to mitigate the alarm-
ing COVID-19 outbreak. It was in December
2019 when the World Health Organization
(WHO, 2020) announced the developing
case of severe and “viral pneumonia” in
Wubhan, China. It was only on March 15,
2020 when the Philippines was first placed
under a month-long lockdown following
the declaration of COVID-19 as a pandemic
by WHO, but this was already too late.

The situation in the Philippines was
already getting out of control—hospitals
were overwhelmed, intensive care unit

Figure 1: COVID-19 Cases and Total Deaths, from January 2021
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(ICU) beds were running out, supply of crit-
ical medical equipment was depleting, and
testing kits were limited. Yet, the only in-
tervention was to put the National Capital
Region (NCR) through a series of extended
lockdowns with varying degrees of com-
munity quarantine according to the magni-
tude of the outbreak per region: Enhanced
(ECQ), Modified Enhanced (MECQ), General
(GCQ), and Modified General (MGCQ) Quar-
antine. As of writing, it has been 460 days
since the first lockdown, but the health cri-
sis remains critical. Since January 2021, the
Philippines recorded a 15,298 high of new-
ly recorded cases with a 7-day average high
of 10,531 active cases, and a total of 23,538
deaths (Figure 1).
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A year of community quarantine has
not only failed to save peoples’ lives, for the
rise in active cases is complemented by a
sinking economy. The economic trajectory
of the Philippines broke its growth streak
in Q2 2020 at the peak of the toughest
lockdowns, plunging 16.9% due to shocks
in both demand and supply (Figure 2).
On one hand, the reduction in household
consumption and investment negatively
affected the productivity of businesses,
leaving industries with two options: mas-
sively laying off employees or permanent-

ly leaving the market. On the other hand,
intermittent localized lockdowns restrict-
ed economic mobility, which heavily dis-
rupted supply chains in the long-run, and
diminished the aggregate capacity of the
economy to cost-effectively produce goods
and services. Posting a full-year drop of
9.6% in 2020, the Philippine economy is
at its lowest post-war level and is South-
east Asia’s worst-performing economy ac-
cording to Asian Development Bank (ADB)
(BusinessWorld, 2020).

The Philippine government resorted

Figure 2: Quarterly Change in GDP by Expenditure and Industry (2019-2021)
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to external resources to support the econ-
omy and meet the demand of the health
crisis. Financing economic stimulus pack-
ages under the Bayanihan to Heal as One
Act (Bayanihan 1) and Bayanihan to Re-
cover as One Act (Bayanihan 2) !, the coun-
try’s outstanding debt ballooned by 29% at
PHP10.13 trillion (USD210 bhillion) by Q3
2020, yielding a 54.5% high debt-to-gross
domestic product (GDP) ratio, which was
the highest marginal increase among ASE-
AN countries at 37.6% YoY (Figure 3).
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March 23, 2021, then acting National Eco-
nomic and Development Authority (NEDA)
Chief Karl Chua presented a cost-benefit
analysis of imposing another two-week
MECQ on the economy (Figure 4). Ac-
cording to Chua, a lockdown preventing
266,194 new COVID-19 cases and 4,738
deaths would come at a hefty cost of an ad-
ditional 58,000 Filipinos in hunger, 128,500
more unemployed Filipinos, and a daily
income loss of PHP2.1 billion in NCR alone
and in nearby regions (Galvez, 2021). With
the third stimulus Bayanihan 3 intended
to fill the wide gap with cash aid and wage
subsidies awaiting passage, Chua deemed
it unnecessary and rather called for letting
the theoretical “reopening” of the econo-
my “cost-effectively” drive up consumer
spending (Laforga, 2021).

The current Duterte administration’s
continuous reliance on prolonged com-
munity quarantines without immediate
health interventions will just become an-
other example of its declining effective-
ness in managing both the economy and
the ongoing crisis. This rigid fixation on the
merits of a draconian lockdown strategy
hinges on the 1) implicit tradeoff between
health and the economy and 2) the explicit
conviction that the country can spend its
way out of the depression by way of in-
frastructure binges. Both tendencies are
implied through the misaligned budget of
the whopping PHP4.506 trillion in the 2021
General Appropriation Act (GAA).

According to the Department of Bud-
get and Management (DBM, 2021) the 2021
GAA is the “heftiest stimulus package,”
amounting to 21.8% of GDP. It is designed

Figure 4: Cost-benefit Analysis of MECQ

to avert economic misery by addressing
the pandemic, reviving infrastructure, and
adapting to the new normal through three
banner programs. By sector, the budget al-
locates the largest share, 37%, to social ser-
vices; 29.4% to the economic sector primar-
ily to fund the Build, Build, Build program;
16.6% to general public services; 12.4% to
the debt burden; and 4.6% to defense.
While the 2021 GAA is 10% greater
than the 2020 GAA, and social services re-
ceives the greatest share of government
spending, surprisingly, spending on safety
nets for the healthcare system, social se-
curity, and employment and enterprises
decreased. Figure 5, taken from analyses
by JC Punongbayan, et al. (2021a, 2021b),
shows the difference between the bud-
get allocations for 2021 and 2020 (which
includes Bayanihan 1 and 2). The upper
portion of the figure documents the ad-
ministration’s strategy of stimulating the
economy through infrastructure activi-
ties, with a 58% increase in public works
spending from the previous year. On the
other hand, the lower portion of the figure
reveals massive cuts to sectors essential
to the ongoing health crisis and that have
distributional effects on the productive
capacity of a pandemic economy such as
direct cash transfers, health, agriculture,
transportation, labor, trade, and indus-
try. With respect to addressing the health
crisis, the budget for the Department of
Health (DOH) is substantially cut by 23%
from the previous year.? Furthermore, de-
spite the high—but risky—expectations for
vaccines to bring economic recovery, of the
PHP82.5 billion allocated for procurement,

A careful and calibrated approach is needed to care for both
COVID-19 cases and the far majority facing hunger and other diseases.

Cost-benefit analysis of 2
weeks of MECQ or its equivalent

COVID statistics

COVID cases: prevent
up to 266,194 new cases

COVID deaths:
prevent up to 4,738 new
deaths (1.8% of new cases)

Severe/critical cases:
prevent 11,626 new cases
(4.4% of total new cases).

Source: FASSTER and NEDA

Note: Slideshow presentation by NEDA Chief Karl Chua.

NCR hunger, poverty, and
deaths from other diseases
Hungry people: 3.2 million +

58,000 more

Unemployed people:
506,000 + 128,500 more

Income loss:
2.1 billion in NCR and adjacent
area for each day of MECQ

Non-COVID deaths in 2019:
78,599

Forgone treatment for high
burden diseases: 75,000

Source: National Economic and Development Authority (NEDA)
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only PHP2.5 billion is sourced from 2021
GAA, with PHP10 billion to come from
Bayanihan 2 and the remainder yet to be
sourced from loans and unprogrammed
appropriations (Department of Finance,
2021).

In terms of financial aid during the
pandemic, the Department of Social Wel-
fare and Development (DSWD) recorded
the largest reduction by 54%. Moreover,
no budget is allocated for another wave of
the Social Amelioration Program (SAP) and
cash transfers are limited. Wage subsidies
for displaced workers in the Philippines
and abroad were also cut, as reflected in
the meager budget of the Department of
Labor and Employment (DOLE). Support
for micro-small-medium enterprises and
exporters under the Department of Trade
and Industry (DTI) was marginally de-
creased, and the budget for the Small Busi-
ness Corporation (SB Corp.) was cut 86%.

Clearly, the 2021 budget shows the
government’s attempts to save the falter-
ing pandemic economy first through in-
frastructure activities, and only then by
mitigating the health crisis. As Finance
Secretary Carlos Dominguez III described
it, with infrastructure activities generat-
ing the “best multiplier effects in terms of
employment and shared prosperity,” the
government expects 1.1 million direct and
indirect jobs to stimulate economic activi-
ties in the country (Suzara, 2020). Howev-
er, bleak and slow historical progress cre-
ates reasonable doubts that the multiplier
effects of infrastructure investments will
come to fruition, especially at a time of a
raging health crisis.

Indeed, while the pandemic caused
an unexpected disruption to all economies,
it is evident that the Duterte administra-
tion’s lack of urgency on public health in-
terventions and social safety net supports
will cause greater socio-economic ills.
Without directing its investments to ad-
dress the pandemic, the Philippines will
continue in a succession of province-wide
and city-wide lockdowns. Along with many
other groups around the world we agree
with the statement of the U.S Heritage
Foundation (Dayaratna et al., 2020): “[s]
weeping lockdown orders did not result in
better outcomes,” and we strongly advo-
cate a focused protection approach of mass
(and scientifically correct) testing?, contact
tracing, treating, and isolating (emphasis in
parenthesis is ours).

In the following sections the authors
test the economic viability and robustness
of the government’s infrastructure-spend-
ing-as-a-way-out strategy by means of an
econometric analysis.



Figure 5: Summary of Changes in the 2021 Budget from the 2020 Budget
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Econometric
Methodology

Econometric model estimation

To determine the impact on the Phil-
ippine economy from the stringent lock-
down measures taken in response to the
COVID-19 pandemic, this research adapts
the econometric models on fiscal balance
presented by Bangko Sentral ng Pilipinas
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(BSP) Governor Benjamin Diokno (2007).
To further investigate the causes of the
Philippines’ swelling debt, this research
follows the regression model of Knapkova
et al. (2019) in determining the macroeco-
nomic indicators of public debt.

These methodologies were adapt-
ed to the obtained data, specifically to
avoid yielding spurious regression of
non-stationary variables, by applying the

Augmented Dickey-Fuller (ADF) and the
Phillips Perron (PP) time-series stationary
tests to observe the unit roots (i.e.,, non
stationary variables) of the variables of
interest.

After testing for unit roots, the
Johansen’s cointegration test was per-
formed to observe possible co-integrating
vectors between two or several variables
in the model that seeks to identify their
long-run effects to the Philippine econ-
omy. If a cointegration relationship of at
least one among the variables is observed,
the model incorporates a certain number
of lags for the next estimation procedure
which is the Vector Error Correction Mod-
el (VECM) to better describe the dynamic
relationship between the variables.

Lastly, the Granger causality test
was conducted and was simultaneously
applied to the VECM estimates to validate
certain causality between the target vari-
ables and the relevant macroeconomic
indicators.

Data description and sources

The empirical investigation uses
secondary time-series on annual macro-
economic data for the Philippines over the
period 1986-2020. The basic linear regres-
sion model is:

Y, = ay + PoXn + &
(eq. 1)

where Y; refers to the dependent variables
regressed on the vector of regressors fn
Xn, and ay, & are the constant and error
terms respectively.

Incorporating the variables used by
Diokno and Knapkova yields three models.
First, following Diokno’s analysis of the fis-
cal balance, the dependent variable is mea-
sured by the national government account
balance (NGAB) in Model 1 and by the con-
solidated public sector fiscal position (CPS-
FP) in Model 2. Both models regress the
measure of fiscal balance on the real GDP
growth rate (GDP), inflation (INF), domes-
tic liquidity (M3GDP), the real effective ex-
change rate (REER), debt interest payments
(INTGDP), gross capital formation (GCF),
and tax effort (TAXEF). The corrected mod-
els on VECM are:

Model 1:

k k k k
NGAB, = ay + ajtce,; + z B/GDP,_; + z BoINF,_; + Z B;M3GDP,_; + Z B.REER,_,
i=1 i=] i=1 i=1

k k k
+ Z BsINTGDP,_, + Z B4GCF,_, + Z B,TAXEF,_, + ¢
i=1 i=1 i=1
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Model 2:

k k k k
CPSFP, = ap + ajtces; + Z B/GDP,_; + Z BoINF,_, + z B;M3GDP,_; + Z B.REER,_,
i=1] i=] i=/ i=1

k
+ Z BSINTGDP,_; + z BsGCFo_; + Z B,TAXEF,_, + ¢
i=1 i=1 i=1

Model 3:

k k k k
ADEBT, = a, + a,tce,_, + Z B,GDP,_, + z BINF,_, + z B,UNEM,_, + z B.TRADE,_,
i=1 i=1 i=1 =1

k k
- Z BsGCF_; + Z BsRLABOR,_,
i=I i=1

For Model 3, which follows Knapko-
va et al. in examining government debt, the
dependent variable is public debt (DEBT)
regressed on the real GDP growth rate
(GDP), inflation (INF), the unemployment
rate (UNEM), trade openness (TRADE),
gross capital formation (GCF), and labor
productivity (RLABOR), and the corrected
VECM model is:

Theoretical perspectives

¢ Inflation

Diokno theorized a positive rela-
tionship between inflation and debt in the
sense that, when inflation is high, real tax
revenues decrease and the government
incurs budget deficits. At the same time,
inflation reduces the real value of debt
repayments and amortizations, favoring
borrowers. So, when the government is
the single biggest borrower in the econo-
my, inflation has a beneficial effect on the
fiscal balance due to the implicit inflation
tax on creditors. Marin and Romero (2017)
proposes a perspective consistent with the
latter and proves that countries with con-
tinuously high levels of indebtedness are
bound to experience increases in inflation.
Thus, inflation has an ambiguous effect (ei-
ther positive or negative) on government
fiscal balances and/or debt.

* Real Effective Exchange Rate

Kouladoum (2018) points out that
there is a positive relationship between
external debt and the real exchange rate,
but the ensuing debt servicing process neg-
atively and significantly affects the real ex-
change rate. More relevantly, Carrera and
Vergara (2012) states that a devaluation of
the local currency, because of shocks and
changes in the real exchange rate, can sig-
nificantly alter the country’s fiscal position

negatively, affecting not only external or
foreign-currency-denominated public debt
but also the country’s overall economic
performance. Thus, the research here hy-
pothesizes that in the Philippine setting,
the real effective exchange rate has a neg-
ative relationship with the dependent vari-
ables under study, NGAB and CPSFP.

¢ Tax Effort

Generally speaking, the govern-
ment’s revenue sources depend on the
economy’s growth and specifically on
how economic growth generates tax rev-
enue. With economic growth, a “natural
increase” in tax revenues happens because
of certain taxation policies set in place by
the government. Ishi (1990) reinforced the
above ideas on economic growth and tax
effort, mentioning that “rapid growth of
nominal income tended to generate large-
scale natural tax increases for new reve-
nue sources in constructing annual bud-
gets.” This, in turn, provided the country
with a budget that did not rely on “massive
floatings of public debt” (Ishi, 1990). Thus,
the present research holds the hypothesis
that tax efforts have a positive relationship
with the dependent variables NGAB and
CPSFP.

* Unemployment Rate

As the national population and the
size of the labor force increase, more peo-
ple need public goods and services, such as
pensions under the Social Security System.
This increases a country’s need to spend
but does not guarantee an increase in in-
come tax revenues (Subires et al., 2019).
Fedeli and Forte (2012) concluded with a
positive relationship between unemploy-
ment and fiscal deficits, such that as the
unemployment rate increases, the fiscal
deficit also rises and vice versa as ampli-
fied by high levels of government spending
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and taxation. Based on these results, this
research hypothesizes a positive relation-
ship between the unemployment rate and
public debt, with an increasing number of
unemployed contributing to further de-
clines in economic and labor output and in
income revenue streams, ultimately lead-
ing to increased public debt.

* Real GDP Growth

Casares (2015) empirically studies
the relationship between public debt and
economic growth and concludes that there
exists an inverted U-shaped relationship
between the two, showing that “at low
levels of indebtedness, an increase in the
external debt-to-GDP ratio could promote
growth; however, with high levels of in-
debtedness, an increase in the external
debt-to-GDP ratio could hurt economic
growth.” Thao (2018) posits a similar con-
clusion and adds that the positive relation-
ship between economic growth and pub-
lic debt is only achieved within a certain
threshold. Based on these results, we hy-
pothesize a positive relationship between
economic growth and public debt for coun-
tries with low levels of indebtedness, and
a negative relationship between economic
growth and public debt for countries with
high levels of indebtedness.

* General Government Spending and
Gross Capital Formation

A significant part of the govern-
ment’s responsibility is to continuously
provide for needed commodities, services,
and infrastructure, such as health insur-
ance programs, new highways, and public
schools. Mourougane, Botev, et al., (2016)
states that government spending and pub-
lic investment boost growth through in-
vestment-led strategies-significant growth
that would allow governments to improve
their fiscal position in the long-run. Thus,
this research hypothesizes that general
government spending for capital forma-
tion (such as infrastructure) has a positive
relationship with public fiscal position,
wherein these expenses point to invest-
ment-led economic growth and also has a
positive relationship with public debt as
the investment is funded by borrowing.

* Liquid Liabilities of the Financial
System (M3) to GDP

Guinigundo (2012) states that chang-
es in a country’s domestic liquidity enable
fiscal authorities to spend more, and vice
versa. Furthermore, he states that high li-
quidity allows for national governments to
access domestic financial markets through
foreign currency-denominated debt to res-



idents and to exchange the proceeds of this
debt with the BSP to meet the government’s
foreign currency needs. With this, the cur-
rent research hypothesizes a positive rela-
tionship of M3 with NGAB and CPSFP.

* Trade Openness

Auboin (2004) mentions trade liber-
alization or openness as a means to gen-
erate economic growth by promoting ef-
ficient resource allocation at the domestic
and global levels (which we can identify
as the tendency of countries to specialize
on specific products for trade) and by in-
creasing access to foreign exchange and
inflows of foreign direct investment (FDI).
The relationship between trade openness
and economic growth implies a negative
relationship of openness with public debt,
as the outcome of economic growth should
finance debt in the long-run, and a positive
relationship with the fiscal balance wheth-
er measured by NGAB or CPSFP.

* National Government Debt Service
Payments

Diokno lists high debt service as one
of the three major factors that negatively
impact the public finances of the Philip-
pines, along with lower revenues because
oflower net taxable income and slowdown
in economic activity. In the same publica-
tion, however, he cites Woo’s study using
panel data that finds variations in results
especially depending on the particular
time-series data involved. Thus, Diokno
specifically mentions that time-series data
for the Philippines may yield varying re-
sults. Nonetheless, this research hypothe-
sizes a negative relationship of debt service
interest payments with NGAB and CPSFP,
wherein higher debt service would result
in weaker public finance.

Econometric Results
and Discussion

The ADF and the PP results confirm that all
variables in the three models, except for
RLABOR and TAXEF, are stationary in the
first difference and hence, these two vari-
ables are excluded from succeeding estima-
tion procedures. The Vector Autoregression
Lag Order Selection Criteria test result in-
dicates that the appropriate lag length is 2

for Model 1, 1 for Model 2, and 1 for Model
3. The Johansen Cointegration test specifies
that there are 4 cointegrating equations in
Model 1, 3 for Model 2, and 4 for Model 3.
The result of the Error Correction Model
below proves the existence of a long-run re-
lationship between the dependent variable
and independent variables in all three mod-
els. The results for all three models summa-
rized in Table 1 are discussed below.

For Model 1, with NGAB as the de-
pendent variable, three independent vari-
ables found to have a significant long-run
relationship are REER, INTGDP, and GCF.
As shown in Table 1, a one-unit increase
in the real effective exchange rate causes
the Philippine NGAB as a percentage of
GDP to decrease by 0.105 units. Consistent
with the theoretical discussion, the re-
sults show that government expenditures
funded by foreign debt will change due
to shocks to REER from Philippine or for-
eign currency. A weaker peso would lead
to a higher value on previously incurred
external debt, worsening the NGAB. The
estimated coefficient on INTGDP suggests
that a one-unit increase in debt interest
payments results in a 0.43-unit reduction
in the Philippine national government
account as a percent of GDP. This result
is consistent with Diokno’s stating that
the expected sign is negative, meaning an
increase in debt servicing would point to
a worsening fiscal balance (expenditures
are much higher than revenues). Finally,
the estimated coefficient on GCF indicates

Table 1: Long-Run Results

that a one-unit increase in gross capital
formation as a percent of GDP causes the
Philippine NGAB as a percent of GDP to
decrease by 0.294 units. This is contrary
to the theoretical discussion that gross
capital formation has a positive relation-
ship with the country’s fiscal position.
Thus, this result may imply that the in-
vestment-led economic strategy that the
Philippines has been adopting generally
throughout the period of this study will
resultin a negative fiscal balance in the fu-
ture, opening-up to potentially more debt.

In Model 2 the dependent variable,
CPSFP, is a broader measure of the fiscal bal-
ance which includes the balances of other
government corporations as well as of the
NGAB as explained in the appendix. Under
this model, three independent variables
that show a long-run and statistically sig-
nificant relationship are M3GDP, REER, and
INTGDP. Consistent with the hypothesis of
this research, the results suggest that a one-
unit increase in domestic liquid liabilities as
apercent of GDP signals an improvement in
the country’s fiscal position by 1.099 units.
The results for Model 2 also show that a one-
unit increase in the real effective exchange
rate causes the country’s fiscal position to
increase by 1.489 units. This result contrasts
with the negative relationship with REER
observed in Model 1. This difference may
be explained by the broader measure of fis-
cal balance in Model 2 from Model 1. Lastly,
from Model 2 a one-unit increase in the debt
interest payments as a percent of GDP caus-

MODEL 1: NGAB

REER(-1) -0.10485
INTGDP(-1) -0.43021
GCF(-1) -0.29365

0.03200 -3.27612
0.19045 -2.25894
0.08390 -3.49988

MODEL 2: CPSFP

M3GDP(-1) 1.099054
REER(-1) 1.488749
INTGDP(-1) 17.53309

0.17652 6.22624
0.21482 6.93018
2.52479 6.94438

MODEL 3: DEBT

GCF(-1) 7.464656

1.14868 6.49845

Note: The (-1) indicates lagged periods. It shows that the value of each variable is expressed as a linear function of
past, or lagged, values of that variable and all other variables included in the model. Since the Johansen Cointe-
gration test identified the existence of cointegrating relationships among the variables, the model includes re-
siduals from the cointegrating vectors (lagged one period for all regressors) in the VECM system.
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es the CPSFP of the country to increase by
17.533 units. While the theoretical discus-
sion hypothesized a negative relationship
between this variable and CPSFP, the VECM
results revealed a positive relationship. Dio-
kno states that the estimated relationship
between the two variables may differ specif-
ically for time-series data for the Philippines
depending on the number of observations
in the period under study. Furthermore,
a positive relationship could be due to the
inclusion in CPSFP of various government
institutions that are net creditors, that is,
institutions whose fiscal surpluses improve
the national account balance.

The results for Model 3, which plac-
es public debt as the dependent variable,
show only one independent variable with
a longrun statistical significance: GCF.
It is commonly believed that in the long-
run, gross capital formation is positively
related to the Philippines’ public debt. The
econometric result indicates that a one-
unit increase in gross capital formation as
a percent of GDP increases public debt as a
percentage of GDP by 7.465 units. This sup-
ports the theoretical hypothesis discussed
previously, as the investments and capital
outlays of the Philippines may probably be
funded by borrowing.

In sum, the estimation of the three
models identified four macroeconomic
variables that have a significant long-run
effect on the Philippines’ fiscal balance or
public debt: REER, INTGDP, GCF, and M3G-
DP. Since the analysis covered the period
of the onset of the COVID-19 pandemic in
the Philippines, we can conclude that—to
the extent that the pandemic-related lock-
downs affected these economic variables—
the impact will carry over long after the
pandemic subsides. Moreover, the results
suggest that the administration’s strategy
embodied in the 2021 GAA to prioritize
infrastructure spending over spending on
health care, social services and other sec-
tors will be accompanied by higher public
debt and or a smaller fiscal balance and
deficits in the long-run.

Final
Recommendations &
Conclusions

Based on our analysis, we believe it is time
for the Philippine government to abandon

the imposition of draconian and extend-
ed lockdowns as soon as possible and to
initiate a strategy of focused protection of
the population through localized testing,
tracing, treatment, and quarantine. The
strategy of focused protection in contrast
to sweeping lockdowns first appeared
in October 2020 in The Great Barrington
Declaration (gbdeclaration.org), a public
document signed by over 850,403 physi-
cian-specialists, scientists, public health
experts and citizens. Since then, it has been
restated and widely supported by other sci-
entists, groups, studies, and confederations
in many countries across the globe (see
bibliography for a partial list).

Adopting a strategy of focused pro-
tection that would require a realignment
of the 2021 GAA national budget is strongly
recommended for the Philippines, in the
first place, in order to bolster the health
care sector. Specifically, the budget should
be readjusted to provide sufficient funds
to expand the capacity of hospitals and
testing hubs, ensure sufficient medical
equipment and pharmaceutical supplies,
and provide adequate compensation to the
frontline workers.

Furthermore, the authors contend
that eradicating virus in the Philippines
depends not only on acquiring imported
vaccines (by way of more debt), but also
on ensuring the full access, legalization,
domestic manufacture or cost-effective im-
portation of affordable, alternative antivi-
ral repurposed drugs that have been prov-
en efficacious in multiple meta-analyzed
medical trials in many countries. In fact,
the Philippine health authorities (DOH-
Food and Drug Administration (FDA))
have been slow to act on these repurposed
antiviral drugs and have bureaucrati-
cally dragged their feet facing the strong
censure of civil society, business groups,

legislators, and netizens calling for more
randomized trials (which seems to be just
a rationalization). The authors strongly
advocate a thorough reorganization of the
Philippines’ health institutions, namely,
DOH, FDA, and the Health Insurance Cor-
poration, before any additional funds are
reallocated to the health sector. This is to
prosecute corrupt officials and remove in-
competent ones.

Lastly, the 2021 GAA must also pro-
vide greater financial assistance to individ-
ual Filipinos. As the risk of contracting the
virus keeps people at home and causes loss
of livelihoods, the pandemic has tightened
or reduced people’s disposable income.
Indeed, the majority of Filipinos could not
afford to “work-from-home” let alone to
remain sheltered and fed. Putting mon-
ey back into the pockets of the consumer
economy would bring back purchasing
power and consumer spending, even of
those in the informal sector. It is generally
known that time for budgetary reform is
running out because national elections are
scheduled for May 2022. Either the present
administration realigns the budget this
year or a new administration does it for
them next year.
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Appendix

Econometric Variable Definitions

NGAB
National Government Account
Balance (% of GDP)

CPSFP
Consolidated Public Sector Fis-
cal Position (% of GDP)

DEBT
Public Debt (% of GDP)

GDP
Real GDP Growth (Annual %)

GCF

Gross Capital Formation (% of
GDP)

M3GDP

Domestic Liquid Liabilities (%
of GDP)

INTGDP

Debt Interest Payments (% of
GDP)

TAXEF

Tax Effort (% of GDP)

INF
Inflation (Annual %)

REER
Real Effective Exchange Rate of
the Peso (Adjusted for Inflation)

RLABOR
Labor Productivity at Constant
2000 Prices (Annual % Growth)

UNEM
Unemployment Rate (%)

TRADE
Trade Openness
(% of GDP)

Total government revenues less total expenses for the Philip-
pine national government

Source: Department of Finance (DoF), Bureau of the Treasury (BTr)
This variable represents the narrowest coverage of the gov-
ernment's fiscal position.

NGAB plus other public sectors i.e., combined surplus (deficit)
of the national government, major non-financial government
corporations (GOCC), government financial institutions (GFI),
local government units (LGU), social security institutions, the
Oil Price Stabilization fund & BSP

Source: BSP, BTr;

This variable represents the broadest coverage of the govern-
ment’s fiscal position.

Debt incurred to finance the activities of the public sector ei-
ther through the revenue streams generated from taxation,
or through borrowing in the financial market Source: BTr

Annual percentage growth rate of GDP at constant 2018 prices
Source: Philippine Statistics Authority (PSA)

Investments put in place and measured by the total value of
fixed assets/capital formation.
Source: PSA

The ratio of liquid liabilities of the financial system to GDP.
Source: BSP

National government debt service interest payments as a per-
cent of GDP.
Source: BTr

Annual tax revenues as a percent of GDP
Source: BTr

Inflation as measured by the annual growth rate of the GDP
implicit deflator shows the rate of price change in the econ-
omy as a whole

Source: World Development Indicators (WDI), PSA

Weighted average of bilateral exchange rate indices adjusted
for relative price differentials between the home country and
foreign countries

Source: BSP

Total volume of output (measured in terms of GDP)
produced per unit of labour (measured in terms of the number
of employed persons) during a given time reference period
Source: WDI, International Labour Organization (ILO)

Unemployed persons include all persons who are 15 years
old and over and are reported as: (1) without work, (2) cur-
rently available for work, and (3) seeking work, or (4) not
seeking work

Source: PSA

Sum of exports and imports for goods and services measured
as a share of GDP
Source: PSA

Notes

1 Collectively known as the Bayanihan Act,
these are immediate enactment of stimulus
packages and measures intended to protect
the socio-economic welfare of the Filipino
people against COVID-19.

2 While operational expenses of hospitals did
increase marginally, investments in medical
labs and funds for the frontlines were re-
duced.

3 The Cycle threshold (Ct) value in an RT-PCR
test is the number of amplifications it takes
the test machine/procedure to detect the
virus genetic material in a test subject. The
lower the number of cycles, the more accu-
rate the test becomes. The higher the num-
ber of cycles, the less accurate. Credible sci-
entific papers hold that Ct cycles in the range
of 25 and below should be the basis of mass
public testing rather than the reported 38
and above which leads to many “false posi-
tives.”
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Introduction

ny systemic crisis—manmade or
A otherwise—places undue strain on

the economic and financial system
and its participants, including ordinary cit-
izens. We know this from two events in re-
cent memory—the Global Financial Crisis
0f2008-2009 and the more recent spread of
COVID-19. Other less extensive crises, such
as the European Debt Crisis, the U.S. trade
war with the rest of the world, and the
tragic wildfires in California and Australia
should also serve as life lessons. Economic
agents must be better prepared to respond
in the next unfortunate calamity.

In such extreme cases, which usual-
ly result from the market being unable to
bear unpriced (tail) risks, the state has an
important role to play as the insurer of last
resort. A case in point is the risks and costs
for individuals, businesses, and the econo-
my associated with the current pandemic.

This essay will focus on the lessons
learned from the COVID-19 pandemic re-
garding how economic agents and policy-
makers can use financial markets, innova-
tion, government policies, and investment

science to improve and build more resilient
ecosystems. Examining three areas in which
governments are equipped to intervene—
retirement finance, small and medium-sized
enterprise (SME) financing, and infrastruc-
ture finance—the discussion will cover the
role of both the capital markets and the state
in difficult times. While the current essay
can apply anywhere in the world, our illus-
trations and examples will focus on Asia,
with a particular emphasis on Singapore.

Retirement Finance:
Fighting Inadequacy
and Standardized
Solutions

Among its many other consequences, the
pandemic has resulted in sub-optimal
behavior by certain governments and re-
tirement plan providers. Facing undue
hardship from loss of income, jobs, health
or bereavement, members of retirement
plans, especially state-managed ones, were
allowed to dip into their hard-saved retire-
ment pots to help alleviate the pandem-
ic-induced financial burden. Cases in point
include: the Australian government permit-
ting individuals to access up to AUD20,000
(USD15,445) of their superannuation funds
by the middle of 2021; India allowing its
Employees Provident Fund (EPF) members
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to withdraw the lower amount of either
75% of retirement savings or three months
of salary equivalent; and Malaysia’s EPF
announcing in March 2020 that the statuto-
ry contribution rate for employees would
be cut from 11% to 7% of their salaries, and
that members could withdraw a total of
RM6,000 (USD1,465) over the following 12
months. Furthermore, the Malaysian gov-
ernment in November 2020 announced
a second withdrawal scheme of up to
RM60,000—a—tenfold increase—to “help
EPF members reeling from the economic
fallout of the COVID-19 crisis”. Fortunately;,
national retirement schemes in Singapore
and Hong Kong wisely resisted this tempta-
tion. Rather, Singapore simply deferred by
a year a scheduled increase in the contri-
bution rates for older workers.

Such extreme responses are sure-
fire ways to destabilize the retirement
plan’s long-term mission of safeguarding
everyone’s financial future, especially in
retirement. In a May 2020 essay, I demon-
strated that the difference in retirement
account values over a 30-year period
(1990-2019) due to a reduced contribution
rate (10% instead of 11%) or a raid on capi-
tal (USD39,000 withdrawn in 1993) against
the unrestricted, fully invested case can
be quite substantial. In fact, the difference
could be up to 18% over the planning hori-
zon (Figure 1). To illustrate this shortfall,
a hypothetical 60/40 retirement portfolio
invested in the S&P500 and Barclays U.S.
Aggregate Bond Index, respectively, was
constructed and then subjected to each val-
ue-reducing scenario.!



Figure 1: Difference in Cumulated Values against Full Contribution of 11% and No Capital Invasion
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Source: Bloomberg; “Ring-fencing pensions,” Joseph Cherian and Emma Yan, Asia Asset Management, May 2020, Vol. 25, No. 5.

My recommendation then was that
these plans should be ringfenced by legis-
lation to avoid the national temptation of
many households digging into their retire-
ment nest eggs which tend to be the largest
pool of available assets (apart from home-
owner’s equity). And if households indeed
face extenuating financial circumstances
due to a healthcare pandemic, it is the
state’s responsibility to step in and address
the hardship. It can do so via targeted cash
transfers, by preserving or enhancing job
opportunities, deferring interest and prin-
cipal payments via forbearance programs,
etc., just as the governments of Singapore
and the U.S. did in the current crisis. If that
is not enough, the government could subsi-
dize the monthly contributions that mem-
bers make to their retirement accounts, at
least until the exigency is over.

The second issue is that of conjoining
the accumulated knowledge in investment
science—in other words, modern portfolio
theory—and the disruptive power of tech-
nology to provide cost-efficient bespoke
retirement solutions that go back to the
basics. Just as defined benefit plans once
provided sufficient pension income to
reasonably sustain a person’s lifestyle in
retirement, a defined contribution scheme
should also take this approach over the
member’s entire life cycle. That is, it should
first develop a target income goal in retire-
ment based on the member’s individual
circumstances; then it should ensure that

financial engineers and technology devise
an investment plan that allows for updat-
ing the target income as the individual’s life
circumstances change due to promotions,
marriage, children, the consumption of
leisure, and so on, so that the end goal is
achieved with maximum likelihood upon
retirement.

This is not a new concept. Nobel lau-
reate Robert Merton has authored two arti-
cles that illustrate how to achieve this. The
first was a seminal piece involving “glide-
path strategies,” where Merton and his
co-authors demonstrated that the tradeoff
between labor and consumption, along
with the ability to choose the retirement
date, can lead to a lifecycle investment
choice up to and including retirement that
is specific to the individual. The linkage
among labor wage income, financial mar-
kets, and one’s ability to vary labor supply,
consumption spending, savings versus
dis-savings periods, etc., can result in cer-
tain individuals being able to take on great-
er investment risk during different parts
of their life cycle as compared to others.?
Merton later articulated his ideas behind
life cycle finance in the Financial Analysts
Journal article, “Thoughts on the Future:
Theory and Practice in Investment Man-
agement”, which was published in 2003.

My co-author and I demonstrated
that an individualized glidepath invest-
ment plan can be developed to maximize
monthly (future) target income at the point

of the individual’s retirement. This plan
must consider the human capital labor in-
come stream’s correlation with the invest-
ment assets in place and other factors such
as financial markets, current retirement
savings and invested assets, desired in-
come in retirement, spending profile, and
risk aversion. These are combined with a
mathematical optimization method called
stochastic dynamic programming.?

The blue area in Figure 2 below illus-
trates the potential range of deferred annu-
ity income values at retirement (at age 65)
from one’s retirement assets in place. The
red area illustrates the retirement portfo-
lio’s range of mathematically determined
optimal allocations between the ‘risky’
portfolio of global equities and ‘safe’ port-
folio of Treasury inflation-protected securi-
ties, an extension of the standard 60/40 re-
tirement portfolio. The red area is similar
to the glidepath strategy depicted in many
target date funds offered by asset manag-
ers. Our proposal is that asset managers
target the individual and not the date.

Technology, Big Data, machine learn-
ing and artificial intelligence in financial
systems, or ‘fintech’, have made immense
strides to date, as have investment and be-
havioral science. It is imperative that the
asset management industry utilizes these
tools to move away from the one-size-fits-
all model portfolio approach to life cycle
investing. While some progress in this di-
rection has been made on the robo-advi-
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Figure 2: Annuity Income Values at Retirement from Retirement Assets in Place
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sory front, the industry as a whole should
be moving towards the bespoke, dynamic
programming approach to finding sound
and cost-efficient solutions for the inves-
tor.

SME Financing: The
Need for Qut-of-the-
Box Thinking for the
Next Systemic Crisis

History has taught us that any pandemic
has prodigious human, health, and eco-
nomic consequences. Even with all the
modern advances in health and emergen-
cy medical care, the COVID-19 pandemic
has taken an extraordinary toll in human
lives. As of 1 May 2021, there have been
151 million cases and 3.17 million deaths
recorded worldwide. Singapore has at
least avoided the worst of the disease’s
impact; the city-state has witnessed only
61,121 COVID-19 cases and 30 deaths as of
1 May 2021. On the vaccination side, more
than 4% of the population has received a
second dose of the vaccine.

According to the Ministry of Trade
and Industry in Singapore, the country’s
gross domestic product (GDP) nonetheless

suffered an overall y-0-y contraction of
-5.4% in 2020, with most of the contraction
understandably happening in the second
quarter of 2020 (-13.3%). Despite estimates
that the construction industry will con-

tract by 20.2% in the first quarter of 2021
(-65.6% in 2Q2020), the overall Singapore
economy is expected to expand by 0.2%
on a y-0-y basis in the first quarter of 2021
(Figure 3).4

Figure 3: Singapore’s GDP in Chained (2015) Dollars
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Source: Ministry of Trade and Industry (Singapore)
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The impact on businesses in Sin-
gapore, including SMEs and particularly
those in the hospitality, travel, tourism,
and entertainment sectors, has been more
severe. Singapore, like many other respon-
sible governments around the world, came
up with massive financial support pack-
ages in 2020 and 2021 to help preserve
local SMEs, workforce, households, pub-
lic health and well-being, and the overall
economy. Despite the Singapore govern-
ment’s massive COVID-19 financial sup-
port, on the order of SGD100 billion (USD75
billion) in 2020 (close to 20% of GDP) and
another planned SGD107 billion in Bud-
get 2021, SGD53.7 billion (USD40.4 billion)
of which will be drawn from its reserves,
most government support to business is
in the form of loans and debt channeled
through the private sector at concessional
rates, which eventually have to be repaid.

In response to COVID-19, the Singa-
pore government helped over 15,300 SMEs
improve their productivity, innovation,
and internationalization efforts in 2020;
this was 54% more enterprises than the

government assisted in 2019. About SGD18
billion in loans at concessionary rates were
disbursed. According to the Department of
Statistics of Singapore, SMEs are a key pil-
lar of the island-nation’s economy. In 2020
(with 2019 data in parenthesis), SMEs con-
tributed 45% of value-add to Singapore’s
GDP of SGD480.2 billion (SGD507.6 billion),
provided over 70% of the 3.35 million (3.52
million) in total jobs, and constituted 99.5%
(99.5%) of all its enterprises, comprising
279,700 (273,100) firms. As mentioned,
many SMEs in Singapore do not have ac-
cess to the local capital markets. Instead,
they must rely on government support and
grants (which are not ample), and bank
financing, or are simply owner-financed.
Enterprise Singapore’s Year-in-Review
2020 provides an overview of the support
provided by the government and the busi-
ness challenges faced by enterprises (Fig-
ure 4).

As the infographic shows, the need
for a long-term solution for all enterpris-
es in Singapore, especially hard-hit SMEs,
cannot be overemphasized. Indeed, it is a

problem faced the world over. While sub-
sidized or concessionary loans may tempo-
rarily help ease firms’ short-term burdens,
they may end up dragging down business-
es in the long run, especially if they are
SMEs.5

For that reason, I recommend that
governments explore the possibility of tak-
ing on a partial equity stake in SMEs as part
of the overall solution to the “going con-
cern” (or the lack thereof) problem of such
firms, both large and small. This approach,
only applicable during a large-scale, sys-
temic crisis, should be exercised in the
case of SMEs and those firms with limit-
ed access to bank loans or capital market
fundraising mechanisms. For convenience,
I refer to the state’s direct equity stake in
the business as “quasi-equity” (as opposed
to preferred equity or convertible equity).
How would a quasi-equity program work,
taking Singapore’s experience as an exam-
ple?

Firstly, the government has to recog-
nize the need to provide support to SMEs
during a systemic crisis such as a health

Figure 4: Enterprise Singapore’s Year-in-Review 2020
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SINGAPORE

pandemic, to keep the economy humming
while mitigating negative economic con-
sequences, to save organizational capital,
especially organization-specific human
capital, and to mitigate negative social con-
sequences.

Secondly, the Singapore govern-
ment’s COVID-19 subsidized term loan
scheme, administered by the Monetary
Authority of Singapore (MAS) and/or En-
terprise Singapore via banks, has greatly
helped micro and small enterprises. Very
broadly, the MAS-Enterprise Singapore
Enhanced Enterprise Financing Scheme -
SME Working Capital Loan is capped at
SGD1 million, with a 0.1% lending rate
from MAS to the banks for a 2-year peri-
od. The government shares up to 90% of
risk on the SME loan, with the bank’s final
interest rate charged to SMEs determined
by the cost of funds, the SME’s risk pro-
file, and so on.® It also allows for a 1-year
deferral of principal repayment, subject
to the bank’s risk assessment. The Min-
istry of Trade and Industry reported that
the interest rates ranged between 2% and
4.5% p.a., between 1 March and 30 April
2020, with banks disbursing 2,500 loans
worth SGD1.9 billion, for an average of
SGD760,000 per loan.

Thirdly, the government is aware
that direct handouts of cash can be costly
for the following reasons:

* Handing out money to those who do
not need it nor deserve it is costly.

e Fair and justified selective hand-
outs may have high administrative
costs, e.g., overcoming firm-specif-
ic information asymmetry, moral
hazard, etc.

The Singapore government’s vari-
ous enhanced credit channel schemes for
SMEs appear to be working well. What is
missing? Despite the change in adminis-
tration in the U.S,, the trend away from
globalization toward regionalism pressed
by inward looking policies will continue.
Consistent with the (pandemic-related)
Declaration on Trade in Essential Goods,
and past agreements such as the Closer
Economic Partnership (CEP), Strategic
Economic Partnership (SEP), and the Free
Trade Agreement (FTA), the government
announced that SMEs need to “emerge
stronger, aspire to be one of the first to re-
cover, seize new business opportunities”
post-pandemic.

Regrettably, the world is in transi-
tion, with more nationalism and regional-
ism in evidence. That said, ASEAN nations,
particularly Singapore, are seeing more
foreign investment coming in to cater to
the demands of China, Japan, and the rest
of Asia. SMEs in Singapore can be key play-
ers in this new phase as the pandemic sub-
sides. However, SMEs with the potential
to seize such opportunities in the region
and beyond will certainly face financial
constraints. Additionally, SMEs will need
to redesign, retrain, hire, innovate, upskill,
tech-up and transform. To do this, they will
need even more financing which is the na-
ture of entrepreneurial financing. Banks
and traditional financial institutions may
be “trapped” with extant SME loans, de-
ferral and forbearance programs, non-per-
forming or bad loans, etc., so that SMEs are
likely to remain cash-constrained even af-
ter the pandemic fades.

This is where a hybrid entrepreneur-
ial financing solution option, i.e., credit
combined with quasi-equity, will be help-
ful. A quasi-equity overlay example specif-

MAS-ESG Enhanced Enterprise Financing Scheme - SME Working Capital Loan
The SME needs SGD5 million in financing. Provide 2 options:

Option 1: The SME borrows SGD5 million over 2 years at 4% under extant MAS-En-
terprise Singapore Enhanced Enterprise Financing & Temporary Bridging Loan
Programme (TBLP) Schemes with 10% risk-share by the bank (=SGD500,000) and
90% risk share by the government (=SGD4.5 million)

Option 2 (proposed): The SME borrows SGD2.5 million over 2 years at (4%-x bps)
under MAS-Enterprise Singapore Enhanced Enterprise Financing/TBLP Schemes
with 10% risk-share by the FI (=SGD250,000) and 90% risk share by the govern-
ment (=SGD2.25 million) + SGD2.5 million in state-led pseudo-equity financing.
Very much like a public-private partnership program (PPP)
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ic to Singapore would be instructive. The
textbox below depicts the government’s
original concessionary lending scheme
offered via the banks around March 2020
(Option 1) overlayed with state-funded
quasi-equity. For convenience, the govern-
ment Special Purpose Vehicle (g-SPV) ref-
erenced below could potentially be set up
under the new Singapore Variable Capital
Companies Act (2020).”

How does state-led quasi-equity
financing work? First determine which
SMEs qualify for the quasi-equity pro-
gram via certain quantitative filters—say;,
the past 3 years’ Profits after Tax (PAT),
long-term viability/prospects, and the
bank’s credit loan officers’ evaluation, as
in Option 1 of the textbox. Then provide
an arms-length, quasi-equity “term financ-
ing” via the g-SPV. Say for example, y% of
2017-2019 average annual revenues is in
equity financing, which is combined with
[100-y]% via the MAS-Enterprise Singapore
SME term loan. Like preferred equity, the
g-SPV holding the quasi-equity shares has
no voting rights but has priority over own-
ers’ equity; i.e., the SME pays “dividends”
in the form of, say, higher corporate taxes.
The SME can buy the quasi-equity back
from the g-SPV at an appropriate buy-back
or forward price post a fixed holding peri-
od or duration. The oversight of the SME as
a result of the quasi-equity will involve a
Board of Overseers.

Conjoining state-led quasi-equity
with the SME enhanced loan scheme pro-
vides a first-loss protection mechanism for
the lenders. It also has other tangible ben-
efits. On the business front, the SME faces
lower interest rates (a reduction of x basis
points) and hence lower monthly loan pay-
ments. On the lender’s front, it fully utilizes
the bank’s ability to assess loans and low-
ersrisk, given the government’s equity par-
ticipation, ceteris paribus. Additionally, it
frees up capital on the bank’s balance sheet
for other more productive lending. On the
government front, it encourages entrepre-
neurial risk-taking without overclaiming
the fruits of the SMEs’ efforts (the forward
sell-back price is the SMES’ put option). A
simple financial economic model is provid-
ed in the Appendix to justify the program
economically.

The state-owned g-SPV of the qua-
si-equity certainly must worry about stan-
dard risk management issues, like adverse
selection and moral hazard. For example,
due to adverse selection, the SME would
know more about its true health, con-
dition, and commitment than the g-SPV
does, ex ante. The solution is appreciation
for long-term reputational effects, particu-



larly in the case of Singapore, which is a
small island-nation. If necessary, the g-SPV
can apply an adverse selection “haircut”
to the loan/equity financing amount. An-
other example would be moral hazard,
which arises when the SME recipient of
quasi-equity financing, ex post, siphons off
the funds for unauthorized purposes, be
they unnecessary risk-taking or consump-
tion of perquisites. The government, how-
ever, has punitive authority: any fraud or
egregious wrongdoing can be prosecuted,
or the SME could be “blacklisted” by the
government.

In a well-managed country like Sin-
gapore, where tax compliance is good and
long-term reputation is paramount, these
effects would be smaller than in many
other jurisdictions. Apart from the govern-
ment agencies and regulatory authorities,
reputable local business associations can
be incorporated into the Board of Over-
seers in Public Private Partnership (PPP)
format to monitor the state-led quasi-equi-
ty financing program.

Infrastructure
Financing

Without oversimplifying, the appeal of
infrastructure assets is the steady, predict-
able, and long-term nature of their cash
flows. These features adequately meet
the asset and liability needs of sovereign
funds, insurance companies and pension
plans which are constantly looking for
alternative sources of risk premia (and
hence returns) in this low-yield interest
rate environment. Over the last five to ten
years, the FTSE Global Core Infrastruc-
ture Index of infrastructure-related listed
securities worldwide returned 6.5% and
6.1% per annum, while the EDHECinfra’s
most representative index of unlisted in-
frastructure equity, the infra300 Index,
returned 5.03% and 13.5% per annum,
respectively. U.S. President Joe Biden has
been the latest leader to jump on the infra-
structure bandwagon, with a USD2.3 tril-
lion spending plan, around 50% of which
is estimated to go towards physical infra-
structure, such as rebuilding roads and
bridges.®

Singapore, too, has been at the fore-
front of infrastructure financing and de-

velopment through Infrastructure Asia, a
government agency which partners with
various stakeholders for this purpose in
Southeast and South Asia. Additionally,
Singapore boasts some of the region’s lead-
ers in infrastructure development, particu-
larly in urban planning, design, and build.
These include Surbana Jurong and Semb-
corp.

I would like to explore three areas
as new ways to think about investing in
infrastructure. They are: the use of real op-
tions analysis (ROA) for project feasibility
and due diligence studies; the innovative
financing opportunities available in ur-
ban infrastructure in this region from the
“value-chain solution provider’s” point of
view, especially focusing on green and sus-
tainability financing initiatives in urban
infrastructure; and the potential of digital
security token issuance to enable broader
participation of non-accredited investors
in the real economy. In other words, giving
smaller investors the opportunity to invest
in infrastructure.

First, ROA, which, unlike tradition-
al capital budgeting using the ubiquitous
discounted cash flow (DCF) model, takes
uncertainty and flexibility into consider-
ation when evaluating whether projects
add value. ROA incorporates the impact
of risk and uncertainty in irreversible in-
vestment projects, while explicitly valuing
the inherent flexibilities in project man-
agement along the way, including project
deferment, abandonment, or expansion.
In a Surbana Jurong Capital test case study
conducted in 2020 involving a wind farm
within this region, students at the Nation-
al University of Singapore (NUS) Business
School divided the project into the follow-
ing three irreversible stages (financial
stages in parenthesis): feasibility studies
(due diligence), project structuring and
engineering (deal structuring) and con-
struction (actual financing starts). A critical
result from the study is that the difference
in net present value of the project using the
DCF versus ROA method increases mono-
tonically in ROA’s favor as the volatility of
the future cash flows to the project increas-
es. The intuition behind this result is that
in the ROA approach, the model considers
the project manager’s ability, or flexibility,
to abandon, defer, expand or re-contract.
As financial option pricing theory predicts,
the higher the volatility (or uncertainty) of
the underlying project’s future cash flows,
the greater is this project’s “flexibility” pre-
mium.’

Second is a new way of thinking
about urban infrastructure financing that
offers the opportunity to promote green

and sustainable goals. In November 2020,
the MAS launched the world’s first Green
and Sustainability-Linked Loan Grant
Scheme for corporates. The financing
scheme is such that independent service
providers can be engaged by corporates,
particularly SMEs, to validate that loan
proceeds are used for green and sustain-
able purposes. So why don’t the industry
and policymakers allow for green, sus-
tainability and social-linked home mort-
gage schemes too, especially in the case
of affordable housing? Any housing proj-
ect—and its residents—that supports the
Sustainable Development Goals (SDGs),
Environment, Social, and Governance
(ESG), circular economy, renewable en-
ergy and energy efficient activities, bio-
logical diversity, or which minimizes the
social and environmental footprint as
well as promotes sustainable food/farming
practices, would qualify for this Green and
Social-linked Home Mortgage Scheme. Or,
the developer could offer a green-linked
rent-to-own scheme, which combines a
standard lease agreement with an option
to buy before the lease terminates.

Finally, on the digital front, tremen-
dous strides have been taken in Singapore
to allow the issuance of digital securities,
both traditional bonds and private equi-
ty-backed bonds, and digital token securi-
ties for the trading and settlement of the
same in smaller denominations.

In the former case, HSBC Singapore
and Marketnode (a joint Singapore Ex-
change (SGX) and Temasek digital asset is-
suance, depository, and servicing platform)
have recently completed a digital bond is-
suance process in conjunction with a tra-
ditional bond issue from Singtel. According
to HSBC Singapore, digital bond issuance is
achieved by creating a “distributed ledger
technology electronic platform that con-
nects various parties in bond issuances
and uses self-executing smart contracts to
automate processes such as issuance flows
and coupon payments.” In other words, a
blockchain system.

In the latter case, a Temasek portfolio
company, Azalea Investment Management,
has been issuing listed bonds on a diversi-
fied portfolio of private equity funds held
by Temasek, commencing in 2016 with As-
trea III. The latest in the series of such PE-
backed bonds, Astrea VI, is now witnessing
local digital asset exchange, iSTOX, issuing
tokens on Astrea VI. The tokenized offering
of such bonds, down to a minimum size
of USD20,000, allows for “fractionalized
ownership” of Temasek’s PE funds, giving
greater access to a broader range of inves-
tors, as well as better after-market liquidity
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for those who need it.

A similar strong case can also be
made for digital issuance and tokenization
of infrastructure finance securities, so that
a broader swath of investors can partic-
ipate and benefit from the growth in the
real economy through infrastructure in-
vestment.

Conclusion

In this essay, I have tried to lay out how
business owners, investors, and policy-
makers can use financial markets, prod-
ucts, policies, technology, and science to
build more resilient ecosystems to counter
extreme systemic crises.

In retirement finance, adequacy
and customization are paramount to
individual lifecycle planning. Indeed,
there are various tools and applications
already available to do that in a cost-effi-
cient and seamless manner. Additionally,
governments should enact legislation to
ringfence retirement assets from capital
invasion.

In SME financing, state-run qua-
si-equity funding with unique features can
help provide the necessary liquidity to an
otherwise healthy firm during exigencies.
Quasi-equity financing is meant to tide the
SME over a difficult (yet short) liquidity
“squeeze period” in exchange for equity to
help the firm survive, recover, and poten-
tially thrive in the long run.

I have also shown that the ROA ap-
proach in infrastructure finance adds
value over and above traditional capital
budgeting using DCFs. ROA provides for
the necessary tradeoff and opportunity
cost analysis that stems from the ability of
the decision maker to adapt to changing
scenarios in real time, be they economic,
environmental, regulatory, social, or po-
litical. And what kind of stewards are we
if our decision-making in this space is not
green and sustainable? Furthermore, in-
novations in home mortgage financing and
leasing can promote green and sustainable
goals while innovations in digital securities
issuance can promote access to a broader
range of participants. Rethinking the roles
of financial markets, innovation, and gov-
ernment policy in retirement finance, SME

financing and infrastructure financing in
the ways described here will strengthen
resilience in the face of future systemic
crises, in Singapore and around the world.

Appendix

The Mathematics of SME Financing

A simple economic model to illus-
trate the economic benefit of state-led qua-
si-equity is instructive.'

* There are 2 states of nature:® ¢ {h,1}
(h or high = good state w.p. « ; or low
= bad state w.p. (1- 7))

¢ One SME which can borrow D ¢ {D,,
Dy} at r = 0 (i.e., assume borrowing
rate = 0%); and D; < Dy

* SME needs Dy ($) in total financing,
and is risk averse with Von-Neu-
mann Morgenstern utility such that
uw(-) > 0and u”(-) <0, where u(-) is the
SME’s twice continuously differen-
tiable “utility function”

*  One good risky investment returning
R(in $) w.p. r and 0 w.p. (1- )

e One riskless investment with certain
return S (in USD)

* SME can allocate a ¢ [0,1] to “good”
risky investment and (1- @) to riskless
investment

- Scenario 1: All investment fi-
nanced by debt =>D =Dy

- Scenario 2: Investment fi-
nanced by combo of debt (D;)
+ quasi-equity (E) for x% give-
up S.t. DL +E= DH

+ If® =h(good state)
- Income y from ME’s invest-
ment in risky & riskless assets:
y*(a,D) = {aR + (1- @) S}*Dy

o IfO =1(bad state)

- Income y from ME’s invest-
ment in risky & riskless assets:
¥ (a,D) = {(1- a)S}*Dy (assume
<Dy
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* The Bank collects: P £ Min {D,y} =
Min {D,y'} (.e., it collects full face
value in good state w.p. 7, and takes
over the firm otherwise)

* The Government (x%) collects: xy =
xy" w.p. 7 (0 otherwise) (i.e., the gov-
ernment receives dividends per its
Y%equity stake w.p. 7)

* SME (1-x%) retains: (1-x) y*-Pw.p. 7
(0 otherwise) (i.e., the SME receives
residual value after first paying the
government and bank its dues w.p.
)

The Scenarios:

* Scenario 1: x = 0%, D = Dy (Pandem-
ic borrowing situation in Singapore
where SMEs are financed by low-in-
terest loans)

ME maximizes u (z*{aR + (1 - @) S}
*DH - DH) =>u (R*DH*{GR + (1 - a) S- 1})

e Scenario 2: x = X%, D = D, where
D, + E = Dy (Proposed hybrid solu-
tion for Singapore where SMEs are
financed by low-interest loans and
state-led quasi-equity)

ME maximizes u (z*{aR + (1 - a) S) *
(1-%)*Dg-D.}) => u (@*Dy*{aR + (1 -
a)S)*(1-x)- 1*(D./ D)}

Scenario 1: Recall, SME maximizes
u(@*Dg*{aR + (1 - a)S - 1}), and
Scenario 2: SME maximizes u(z*Dg*{(aR
+(1-0)S)* (1-%)-1% (D / Dy}

<1 <1

* By inspection, since w'(-) > 0 => @max
(Scenario 2) > ama.x (Scenario 1).

* Due to concavity (u”(-) < 0), a in both
cases are indeed interior maxima

* Hence the SME will optimally invest
more in the “good” risky investment
in Scenario 2

e From the bank’s point of view, the
risk of default in Scenario 2 is lower
since:

D. (Scenario 2) < Dy (Scenario 1)

 From the government’s point of
view:

» Scenario 2 implies more risk tak-
ing by SME and, hence, greater
economic activity

» The government collects a
dividend of: xy* w.p. = => x*
{aR+(1-a) S} *Dyw.p.7 QED []
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Editor’s note: The latest GDP growth estimates
provided by the Ministry of Trade and Indus-
try (Singapore) on 14 July 2021 report that Sin-
gapore’s economy grew by 14.3% on a y-0-y
basis in the second quarter of 2021, while first
quarter growth registered 1.3% growth.

According to Enterprise Singapore, small en-
terprises are companies with revenues be-
tween USD1-10 million, while medium-sized
enterprises are companies with revenues
between USD10-100 million. Other qualifica-
tion conditions are listed on the Enterprise
Singapore website.

The Enterprise Singapore’s SME TBLP pro-
vides 5-year working capital loans up to SGD5
million with interest rates capped at 5% p.a.
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al-assistance/loans-and-insurance/loans-
and-insurance/temporary-bridging-loan-
programme/overview

See MAS Report (10 September 2018).
URL:https://www.mas.gov.sg/-/media/MAS/
News-and-Publications/Consultation-
Papers/Response-to-Feedback-on-Proposed-
VCC-Framework_10-Sep.pdf

Editor’s note: Since the writing of this article,
the U.S. Senate has introduced a less ambi-
tious USD1 trillion bipartisan infrastructure
investment bill.

JOSEPH CHERIAN

10

a better returns representation of the project
given it reflects the added optionality and
risk premium, the corresponding challenge is
the accuracy of both the underlying assump-
tions and ascertainment of the parameters
associated with the ROA methodology.

The financial economic model used in this
SME Financing section is adapted from “Con-
tract Structure, Risk Sharing, and Invest-
ment Choice”, Greg Fisher, Econometrica, 81,

no. 3 (2013): 883-939.
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The Digital Economy:
Growth of MSMEs in T

after the COV

Introduction

Thailand was experiencing growth
of real gross domestic product (GDP)
per capita at around 5% per annum during
the years 1985 to 1999. Then the growth rate
dropped to only around 3.4% after 2000.
The start of the high economic growth peri-
od in Thailand resulted from a government
project during the 1980s and 1990s known
as the Eastern Seaboard Development Plan
which attracted a significant amount of for-
eign direct investment from Japan, the Unit-
ed States, Hong Kong, and many European
countries. The main growth engine during
that time was the industrialization of la-
bor-intensive sectors such as automotive,
petrochemicals and agricultural products.
Over the past decades, Thailand was
promoted by many names such as the
“Detroit of Asia”, “the land of smiles” and
“kitchen of the world”. Even though these
campaigns helped the Thai economy to
grow, most of the economic growth still de-
pends on seasonal farming and the manu-
facture of low value-added products.
As economies around the world

B ased on the World Bank database,

ROONGKIAT RATANABANCHUEN
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-19 Pandemic

have been embracing new digital technol-
ogy, Thailand’s competitiveness has sharp-
ly dropped because most of its enterprises
still concentrate in conventional ways of
doing business. In order to maintain the
same rate of growth as seen in the past,
the Thai economy needs to restructure and
transform itself to become “the land of the
digital economy”.

This paper will discuss the current
state of Thailand’s digitalization in order
to understand the pace of digital transfor-
mation over the past 6 years. It will also
focus on the recent developments during
the COVID-19 pandemic as this pandemic
is one of the critical factors that is forcing
many enterprises to digitize their value
chain. It will then be followed by an anal-
ysis of Thai government policies to support
the growth of the digital economy. The pa-
per will end with final thoughts about the
need to increase the digital literacy of Thai
households which can be an important
component of successful digitalization.

Current State of
Thailand's Digitalization

The latest data compiled by the National
Statistical Office (NSO) on the penetra-
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he New Frontier for
hailand during and

tion rates of computers, the internet, and
mobile phones of the Thai population
are shown in Figure 1. The average pen-
etration rate of computers is only around
25%, which is quite low compared to some
Asian countries such as Singapore at 88%
and Malaysia at 67%, not to mention oth-
er high-income countries where the rate
is mostly around 82% (TCdata360 World
Bank database).

In addition, only in Bangkok and the
surrounding metropolitan region is the
computer penetration rate relatively high
at 43% of the population. There is also a
wide variation in computer penetration
across different provinces with the lowest
in Nong Bua Lamphu at 12% and the high-
est (outside Bangkok area) in Nonthaburi
at 39%.

The average internet penetration
rate is better at around 66%. Even though
it seems high, this level of internet pene-
tration is not impressive when compared
with the average rates of 78% in Europe
and Central Asia, 89% in North Ameri-
ca and 67% in Asia-Pacific. According to
Statista, the average amount of time Thai
households spent online is estimated to be
around 8.44 hours per day.

The only impressive figure is in the
mobile phone penetration rate which is
above 70% in all provinces of Thailand.
However, this number may not be a cor-
rect estimate of the extent of digitalization
as it includes standard phones without 3G
or 4G connections.

Regarding the digitalization of Thai
enterprises, data from NSO show that the



computer penetration rate at Thai en-
terprises is only around 28%. The rate of
growth has been quite low over the past
6 years, even though during this time the
digital technology has become a common
device at most enterprises around the
world. This low level of computer penetra-
tion in Thai enterprises largely stemmed

from the low usage by micro-enterprises*
especially those in the Northeastern region
of Thailand.

When looking at the type of software
used in most enterprises, only around 2-3%
of micro, small and medium-sized enter-
prises? (MSMES) use software as a service
(SaaS) technology as shown in Figure 2.

This is surprising as the cloud computing
technology is regarded as one of the main
technologies that can allow MSMEs to use
advanced software at reasonable price
plans. If the MSMEs that use SaaS are as-
sumed to be digital entrepreneurs or tech
startups, the proportion of these entrepre-
neurs is significantly low in Thailand.

Figure 1: The Usage of Computers, Mobile Phones and the Internet as a Proportion of the Population Aged 6 Years Old and above

Computers

Internet

Mobile Phones

Note: 2019 for computers and Internet data and 2018 for mobile phone data.

Source: National Statistical Office

Figure 2: Proportion of Enterprises Using Different Types of Software (2019)
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Most enterprises in Thailand connect
to the internet by broadband, followed by
xDSL technology and 3G networks. The
data also shows that compared to larger
firms, micro enterprises largely use wire-
less technology to connect to the internet.
This suggests that the main devices that
micro enterprises use in doing business
are smartphones and tablets.

One of the main indicators of how
Thai enterprises participate in the digital
economy is the proportion of enterprises
having a website and having the ability to
buy or sell products and services online.
Figure 3 shows that the share of enterprises
having a website increased gradually from
only around 6.7% in 2014 to around 10.5%
in 2019. However, the proportion of enter-
prises having the ability to buy or sell prod-
ucts online is still low at only 6-8%. Only a
small percentage of MSMEs have an online
presence compared to medium and large
enterprises.

Moreover, most enterprises with
websites state that the main purpose is
for advertising and communication with
customers (around 70-80%). In 2019 only
30% had started accepting orders online
and 13.7% could accept digital payment.
Because of this low capability of Thai en-
terprises to conduct business online e-com-
merce accounts for only 2% of the value
of all retail sales in Thailand. This share is
quite low compared to the US at 13%, Chi-

Figure 3: Proportion of Enterprises Having a Website and Buying or Selling Online

= Having website

na at 20% and Singapore at 5% (Bain and
Company, 2018).

Because smartphones appear to be
the main device for most Thai households
and MSMEs, their main activities while us-
ing the internet appear to be concentrated
in online social networking, using mes-
saging apps and consuming digital media.
Only 25-30% of households use the internet
to sell or buy products and services or for
internet/mobile banking.

Enterprises also use the internet for
basic tasks such as e-mail and searching
for information (ranging from 60% for
micro enterprises to 90% for large enter-
prises). Only around 30-40% of enterpris-
es use the internet for buying and selling
products and services, for internet/mobile
banking, or for online meetings.

Understanding the
Thai Digital Economy
through Payment Data
during the COVID-19
Pandemic

The results discussed previously were
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% of enterprises

based on the latest data for 2019, but some
may argue that the state of digitalization
in Thailand may have altered after the
COVID-19 pandemic. As the data from the
2020 survey from the NSO is not available
yet, the only available data that can be
used to reflect how households and enter-
prises in Thailand participate in the digital
economy is the payment data collected by
the Bank of Thailand (BOT).

According to these BOT data (Figure
4) e-payment transactions increased sig-
nificantly over the past 10 years. Among
e-payment transactions, online retail fund
transfers (ORFT) and e-money grew the
fastest over this period and among these,
electronic transactions via the internet and
mobile banking across banks increased by
more than 180 times their value in 2010.

The tremendous increase in inter-
net/mobile banking is a result of the imple-
mentation of PromptPay which is a new
payment infrastructure that links together
a national ID, a mobile phone number and
a bank account. This platform greatly facil-
itates use of mobile banking by households
and enterprises. Because of the introduc-
tion of this new technology, the use of ATM
transfers and electronic transfers through
bank branches dropped sharply after 2016.

Monthly data on transactions during
the COVID-19 pandemic (Figure 5) show a
sharp drop in card and electronic transac-
tions at bank branches in April 2020 which

% Having a website, 2019

Micro  Small Medium Large



Figure 4: Growth of E-payment and its Components
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Figure 5: E-Payment Behavior during the COVID-19 Pandemic
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was the first whole month of full lockdown.
During the full lockdown period between
April and June 2020 many households used
internet and mobile banking. The value of
payments through this channel increased
sharply and it even continued to increase
further after the end of the lockdown. This
suggests that Thai households and enter-
prises have become accustomed to the new
way of transacting business.

The year 2020 was also the time that
the value of mobile banking transactions
surpassed the value of internet banking
as shown in Figure 6. The total value of
mobile banking in 2020 alone increased
from around THB2,200 billion per month
before the COVID-19 pandemic to around
THB3,000 billion per month after the pan-
demic. The number of mobile banking ac-
counts (68 million) is now close to the total
population (69.8 million) of Thailand.

The widespread use of internet and
mobile banking has also led to a drop
in the value per transaction from above
THB100,000 to around THB40,000 for in-
ternet banking. The value per transaction
for mobile banking is even lower at only

THB3,600 per transaction. These statistics
suggest that mobile banking has already
become common in daily life.

Because mobile and internet bank-
ing allows households the convenience
of spending directly from their bank ac-
counts, the value of these transactions has
grown faster than e-money. It is clear that
commercial banks in Thailand dominate
retail e-payments. The total value of trans-
actions per each e-money account is low, at
only THB3,000 per year.

Government Policies to
Bolster the Thai Digital
Economy

The Thai government launched the cam-
paign “Thailand 4.0” in 2018. This cam-
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paign is part of the 20-year master plan
which largely includes the development of
the digital ecosystem. The plan is organized
in four phases: building digital manpower
in phase 1; digitalizing Thai enterprises in
phase 2; digitalizing communities in phase
3; and building Thailand to become a glob-
al digital leader in phase 4.

The overall goals of the four phases
of the 20-year master plan are to trans-
form the main products of Thailand from
commodity into innovation, to replace con-
ventional manufacturing processes with
technology and automation, and to focus
more on the service economy rather than
the manufactured goods economy.

In order to help MSME:s to utilize dig-
ital technologies in a creative and produc-
tive way, the Thai government has created
many agencies to support the development
of innovation and business. The Nation-
al Science and Technology Development
Agency (NSTDA) was first set up in 1991
to focus on supporting research in science
and technology. Then, the Geo-Informatics
and Space Technology Development Agen-
cy (GITSDA) was established in 1999 to sup-



Figure 6: Internet and Mobile Banking: Number of Accounts and Transaction Value
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port satellite and space technology. The Na-
tional Innovation Agency (NIA) was set up
in 2003 to focus on applied innovations in
business. In addition, in conjunction with
the 20-year master plan, the Digital Econo-
my Promotion Agency (DEPA) was created
in 2017 to build the foundation to support
the digital economy.

Even though all these agencies work
separately and have different agendas, un-
der the campaign “Thailand 4.0” they now
have a common goal. MSMEs can seek fi-
nancial support, research funds or digital
expertise support from many agencies.

Because the main barriers to tech-
nology adoption for MSMEs often include
the lack of funding and knowledge to im-
plement digital technology, NIA initiated a
project called “Innovation Coupon”. Inno-
vation Coupon is a funding project that re-
quires three parties, namely an enterprise,
a technology provider and the supporting
agency. An enterprise which needs funding
can browse and select a technology from a
pool of certified technology providers. If
the proposed business project using the
selected technology is considered feasible,
the agency will provide funding at a max-
imum of 75% of the total required capital
for the project.

The success of this NIA project has
led many other government agencies to
provide this type of innovation coupon
as summarized in Table 1. Each agency’s
funding project may have a slightly differ-
ent focus. For example, the innovation cou-
pon from NIA is currently geared toward
projects in bioeconomy, manufacturing
and circular economy, and service and
sharing economy while the startup vouch-
er from NSTDA focuses on projects with
highly intensive use of science and technol-
ogy. DEPA’s vouchers have many purposes
ranging from a small fund to purchase soft-
ware to a fund for IP applications.

Apart from this innovation coupon,
government agencies such as NIA, NST-
DA and DEPA also set up funds or venture
capital (VC) funds to finance tech startups.
DEPA’s digital transformation fund is for
any organization (including universities,
private sector, and public organizations)
that needs funding in certain areas rang-
ing from digital skill development (up to
THB300,000 per project) to digital infra-
structure (up to THB200 million per proj-
ect). The Ministry of Higher Education, Sci-
ence, Research and Innovation also set up
the Technology and innovation-based En-
terprise Development (TED) Fund aimed
at projects proposed by undergraduate
and graduate students. The Department of
Industry Promotion partners with the pri-

vate sector each year to provide an angel
fund for startups in certain areas.

Rather than just providing financ-
ing support, government agencies also at-
tempt to build infrastructure that supports
investment in the digital economy. DEPA’s
main infrastructure is the “Thailand Digital
Valley” in the Eastern Economic Corridor
(EEC) area to support the investment in IoT,
data science, 5-G applications, smart devic-
es, high value-added software, robotics,
and cloud and digital services. The creation
of digital and innovation parks in the city is
the responsibility of NIA, while NSTDA fo-
cuses on the science park with infrastruc-
ture in food and feed technology, software
development and bioresource research.

During the COVID-19 pandemic,
DEPA and NIA played a crucial role in pro-
viding liquidity to some startups. In 2020,
DEPA provided bridge financing for 38
startups. NIA is also considering providing
matching funds.

The other important initiative imple-
mented by the government is the “Startup
Visa,” sometimes known as the “Smart
Visa” aimed at attracting foreign talent,
investors, executives, and startup entre-
preneurs who wish to work or invest in the
government- designated target industries .
The holders of a smart visa will be exempt
from work permit requirements and can
stay in Thailand up to four years.

NSTDA also created an e-commerce
platform for digital technology called
“Thailand Tech Show” where enterprises
can browse and shop for digital technol-
ogy. NSTDA sets the price and prepares
contracts between enterprises and intellec-
tual property owners. NSTDA also provides
lending facilities for startups with interest
rates as low as half the rate on 12-month

time deposits plus 1.125%.

NSTDA is also the main agency that
certifies research and development proj-
ects for enterprises and investors to re-
ceive tax benefits. Currently the govern-
ment provides a capital gain tax exemption
for 10 years to VC funds that invest in start-
ups working in the government’s 10 target
industries. Startups in those industries are
also exempt from corporate income tax for
five accounting years. Local angel inves-
tors can also get a maximum of THB100,000
personal income tax deduction.

Regarding the VC environment in
Thailand, data compiled by Techsauce
show that the VCs and local angel investors
now number more than 100 and 50 respec-
tively. In normal times, angel investors
play an important role in funding startups
at the seed stage. Most VCs in Thailand in-
vest in Series A or Series B rounds. Even
though the COVID-19 pandemic has made
it difficult for VCs to do due diligence, the
total value of disclosed deals in 2020 was
around USD364 million which is the high-
est amount observed by Techsauce so far
(Techsauce, 2021).

In 2020, the Stock Exchange Commis-
sion (SEC) also resolved the bottleneck in
startup funding by allowing startups and
SMES to issue shares or convertible deben-
tures (CD) for private placement without
having to file with the SEC. Small and me-
dium-sized enterprises (SMEs) only need to
prepare factsheets, register with the Office
of Small and Medium Enterprises Promo-
tion (OSMEP) and report the result of the
offering within 15 days. In 2020, three
startups successfully issued CDs with a to-
tal value of THB168 million. The SEC stated
that there are around 69 enterprises in the
process of issuing CDs in 2021 (RYT9, 2020).

Table 1: Innovation Coupon in Thailand (as of 2021)

Innovation coupon

MIND Credit

DEPA

NSTDA Startup voucher

Source: Government agency websites
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- 1%t Phase (2010-2012)
- 2"Phase (2014-2016)
- 3" Phase (until now)

Mini transformation voucher
Standardization voucher

Intellectual property voucher
Internationalization voucher

Government . .
Campaign Name Funding Amount

Up to THB400,000 per project
Up to THB1.5 million per project
Up to THB1.5 million per project
Up to THB1 million per project

Up to THB10,000 per project

Up to THB100,000 per project
Up to THB100,000 per project
Up to THB150,000 per project

Up to THB800,000 per project



The BOT is also working to allow
peer-to-peer (P2P) lending platforms to be
widely commercialized soon. This will be
a new funding platform for small enter-
prises to access commercial loans with a
maximum amount of THB50 million and
maximum interest rate of 15%. In 2019,
the SEC also allowed equity crowdfunding
platforms. Currently, there are five autho-
rized funding portals. However, the SEC
only allows enterprises to raise funds from
retail investors with a maximum of THB20
million in the first 12-month period.

Regarding funding via cryptocurren-
cy technologies, the legalization of crypto-
currency exchanges, brokers and dealers
came into effect in 2018. The SEC has now
approved eight exchanges, six digital asset
brokers, one digital asset dealer and four
initial coin offering (ICO) portals. In May
2021, one company announced to raise
THB2,400 million via an ICO offering. If
this offering is successful, financing via
ICO may become popular and small enter-
prises would then have a new channel for
funding.

Final Thoughts: The
Need for Digital
Literacy for All Thai
Households and MSMEs

Despite all these funding projects and
well-developed infrastructure supporting
the ecosystem of tech startups, the goal
of transforming the Thai economy into
a successful digital economy may not be
achieved if households and small enter-
prises do not have the capability to use dig-
ital technology in productive ways. There
may be few creative and promising ideas
for the government agencies or VCs to sup-
port the financing. As a consequence, one
of the key components that links digital
technology and the growth of the econ-
omy is the level of digital literacy of Thai
MSMEs.

Based on the data shown in this pa-
per, itis clear that most MSMEs in Thailand
still run their business in traditional ways.
Only a handful use the internet and com-
puters in their daily routines. Moreover,
those that use computers or the internet
mainly use them only for basic activities.
Digital transformation cannot happen if
these entrepreneurs do not know how to
use digital technology and do not realize

the benefits that digital technology could
offer to their business.

Ratanabanchuen (2020) proposes a
framework to measure the digital literacy
of Thai households. His model includes
four aspects, namely: 1) the level of digital
access; 2) the level of digital skills; 3) the
level of digital knowledge; and 4) the level
of risk and information awareness. Based
on his survey which covered households
living in Bangkok and its metropolitan
area, around 18.7% of the population is re-
garded as digitally illiterate. Most of these
households work in labor-intensive sectors
or are employed. In contrast, those con-
sidered to be digitally fluent are working
in high-ranking professional occupations
with an annual income of more than THB1
million a year.

This finding suggests that digital lit-
eracy has already created challenges in
Thailand and it may be one of the main
obstacles for MSMEs to grow in the digital
economy. Without proper policies, wealth
inequality between large enterprises and
MSMEs may widen even more in the next
decades.

Digital literacy and digital infra-
structure should be considered the main
foundation of the digital economy which
supports three pillars, namely 1) innova-
tive business models, 2) digital tools, and 3)
digital financial services. With this frame-
work, Thai MSMEs can become the main
backbone of Thai economic growth in the
next decades.
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Notes

1 The term micro-enterprises in this paper is
defined as those firms with fewer than 10
workers, which comprise 90% of all Thai en-
terprises.

2 The term small enterprises in this paper is
defined as those firms with 10 — 50 workers,
which comprise 9% of all Thai enterprises.

3 The 10 target industries include: 1) next-gen-
eration automotive; 2) smart electronics; 3)
agriculture and biotechnology; 4) affluent
medical and wellness tourism; 5) food for
the future; 6) automation and robotics; 7)
aviation and logistics; 8) medical and health-
care; 9) biofuels and bio-chemicals; and 10)
digital.
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Roongkiat Ratanabanchuen, Ph.D. is current-
ly Assistant Professor at Chulalongkorn Busi-
ness School. Before joining Chulalongkorn
University, he worked at the Bank of Thailand
in the Department of Risk Management. He
holds a doctorate in pension fund manage-
ment from the London School of Economics
and Political Science.

Dr. Roongkiat has expertise in personal fi-
nance, capital markets, fund management
and bank management. He has earned a
number of awards and scholarships includ-
ing the 2017 CFA Institute Best Paper Award
for research about market microstructure
and the 2018 SEC Best Paper Award for re-
search on fund management. He was also
invited to present a research paper on the
topic “Understanding the dynamic of digi-
tal economy in the context of digital literacy
of Thai households” at the Bank of Thailand
Symposium 2020.
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Introducing Nomura Foundation

Nomura Foundation (the Founda-
tion) is a public interest incorporated
foundation formed in 2010 from the
combined resources of three existing
foundations established by Nomura
Group, a financial services group com-
prising Nomura Holdings and its sub-
sidiaries in Japan and overseas. The
Foundation aims to support a dynamic
and sustainable economy and society by
promoting the social science disciplines,
enhancing international understanding,
and fostering young academic and ar-
tistic talent. It focuses on four program
areas: Social Sciences, Foreign Student
Scholarships, Arts and Culture, and the
World Economy.

The World Economy program sup-
ports research, conferences, and publi-
cations related to the macro economy
and capital markets.

In the macro economy area, the
Foundation has organized conferences
together with experts from the Brook-
ings Institution (US), Chatham House
(UK), the Development Research Center
of the State Council (China), and Bruegel
(Belgium) as well as Nomura Securities
and Nomura Institute of Capital Mar-
kets Research to share research on such
topics as monetary and financial institu-
tions, fiscal stability, and demographic
change and sustainability.

Panel Discussion at the 2015 Forum
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In the area of capital markets, the
Foundation has organized conferences
and roundtable discussions in conjunc-
tion with the Brookings Institution, the
Wharton School, the Development Re-
search Center of the State Council (Chi-
na), China’s Center for International
Knowledge on Development and Nomu-
ra Institute of Capital Markets Research.
It has also provided financial backing
for several conference volumes pub-
lished by the Brookings Institution, Cap-
ital Markets in India published by Sage,
Inc.,, and the quarterly Japanese-lan-
guage journal Chinese Capital Markets
Research.

Research papers and presenta-

tions prepared for conferences and the
content of print publications are avail-
able on the Foundation’s website http://
nomurafoundation.or.jp/en.

With the expanding importance
of Asia in the 21% century global econo-
my, the Foundation has been increasing
its support of intellectual interactions
among experts at think tanks, univer-
sities and government agencies in the
region. As part of this effort and recog-
nizing the importance of capital market
development in promoting economic
growth and prosperity in Asian coun-
tries, the Foundation started publishing
Nomura Journal of Asian Capital Markets
in 2016.

Lord Mervyn King at the 2015 Forum

Chinese Capital Markets Research
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Introducing Nomura Institute of

Capital Markets Research
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Cover of Nomura Capital Markets Quarterly
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Cover of Nomura Sustainability Quarterly

Nomura Institute of Capital Markets Re-
search (NICMR) was established in April
2004 as a subsidiary of Nomura Holdings
to build on a tradition begun in 1965 of
studying financial and capital markets as
well as financial systems, structure, and
trends. NICMR develops original research
and policy proposals by specialists based
upon knowledge of actual business prac-
tice.

NICMR publishes some of its re-
search output in Japanese in Nomura Cap-
ital Markets Quarterly as well as Nomura
Sustainability Quarterly, and posts some
items in Japanese, English, and Chinese
on its website.

NICMR’s core mission is to contrib-
ute to reform of Japan’s financial system
and securities market in order to foster
establishment of a market-structured fi-
nancial system. Structural changes, par-
ticularly population aging, are having a
major impact on Japan’s economy and
society. Addressing the challenges created
by these changes calls for reforming social
security, tax, and public finance systems.
One of Japan’s most valuable resources
is the JPY1,900 trillion in financial assets
held by households. Establishing a mar-
ket mechanism-driven money-flow that
makes efficient, effective use of these as-
sets is critical to the country’s future.

NICMR’s research focus extends
well beyond Japan to encompass cur-
rent issues in capital markets around the
world. In addition to research offices in
New York, London and Beijing, NICMR
established a research office in Singapore
in 2015 to strengthen its Asian research
platform.

The continued growth of Asian
economies including China is generating
huge funding needs for infrastructure
and creating an urgent need for indirect
financing systems and robust capital mar-

kets in the region. Promoting the devel-
opment of Asian capital markets is a key
for the future of Asian financial systems
and economies. Moreover, it is important
that Asian perspectives and regional dif-
ferences are recognized in the post-glob-
al financial crisis environment of closer
cooperation among financial regulators
making rules and global standards.

NICMR’s recommendations for de-
veloping financial and capital markets
in Asia are based on analyses of past ex-
perience in developed economies. In
particular, Japan offers useful lessons on
the importance of direct finance for sup-
porting new businesses and of investment
services to cater to the needs of a growing
middle class.

NICMR has also been working to
strengthen its sustainability initiatives.
To this end, it established the Nomura Re-
search Center of Sustainability in Decem-
ber 2019. This research center focuses
on objective and practical research into
areas of sustainability closely related to
the financial and capital markets in major
regions including Asia.

As a member of the Nomura Group,
a global financial group based in Asia,
NICMR strives to contribute to the devel-
opment of financial and capital markets
in Japan and the rest of Asia through fun-
damental research and experience-based
policy recommendations.
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