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S = 1. JICA: Who is it?
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e Accumulated assistance to Sri Lanka (as at mid 2014):
— Technical Cooperation: JPY 72 billion
— Concessional Loan: JPY 924 billion
— Grant assistance: JPY 155 billion
— Japanese Volunteers: 928 persons
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e Impact of funding in Sri Lanka (as at mid 2014):
— Power & Energy: 21% of generation capacity
— Water Supply: 24% of pipe-borne water

— - 0 .
Transport: 48% of operational expressways —
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ODA is the assistance to developing countries undertaken by the government sector of the donor countries.
Assistance to developing countries is undertaken by various organizations, including multilateral institutions, governments of industrialized countries and private-sector organizations. ODA, as defined by the Development Assistance Committee (DAC) of the Organization of Economic Cooperation and Development (OECD), must meet the following three requirements:
It should be undertaken by governments or government agencies.
The main objective is the promotion of economic development and welfare in developing countries.
It has concessional terms, having a grant element of at least 25%.

Note: The grant element measures the concessionality, or “softness” of financial terms, of a loan. The lower the interest rate and the longer the maturity period, the higher the grant element, which means it is more beneficial to the borrower. The grant element for a grant is 100%.



2. Concessional Loan: What is 1t?

 Low Interest Rate, and Long-term Repayment Period
<example> JICA's Concessional Loan

Terms Interest Rate Repayment Period Grace Period
General 1.4% 25 years 7 years
Preferential 0.3% 40 years 10 years
STEP 0.1% 40 years 10 years

* Increasing Borrowing
Costs
— Maximum Use of
Concessional Loan

e Losing Access to

Concessional Loan
beyond Upper Middle
Income Country

140

120

100

g0

&0

20

0

1994

Government External Debt

B Intemational Sovereign Bonds

B Monconcessional loans ex sovereign bonds
B Concessional Loans

— Effective interest rate (rhs)

1995 1998 2000 2002 2004 2006 2008 2010 2012
source: “Selected Issues Paper”, 2014, IMF
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The average interest rate of ODA loans committed during FY2014 was 0.37%. Average maturity was very long, at 35 years 11 months, including 9 years and 4 months as an average grace period, during which no repayment is made on the principal. Average Grant Element during FY2014 was 81.43%.
In order to meet the diversified needs of developing countries, the preferential terms were additionally introduced to support global environmental problems and issues, health and medical services, disaster reduction, and human resource development. 
Special Terms for Economic Partnership (STEP) were set in 2002, to transfer Japanese technology and know-how to developing countries.
ODA executing agencies such as JICA are essentially non-profit agencies, and therefore able to offer terms that private entities cannot. But to maintain a level playing field, we generally do not finance commercially viable projects.
Most of JICA’s infrastructure projects in Sri Lanka are based on Special Terms of Economic Partnership (STEP), such as BIA expansion, Outer Circular Highway, new Kelani bridge, etc. �STEP applies only to projects which benefit from specific Japanese technology. Eligible bidders are Japanese or Japan-Sri Lanka J/V.
As the international sovereign bonds, and the non-concessional loans are increasing, the average interest rate has been increasing. Sri Lanka is approaching toward the threshold of Upper Middle Income Country, above which access to concessional finance will drastically diminish. In order to reduce borrowing costs, concessional finance needs to be fully utilized, especially before crossing the threshold of Upper Middle Income Country.
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s, 3. Challenges: Securing Growth Basis

JICR
+ Declining Capital o prestorcor T ERBME O e
Investment 5 .
— Reinvigorating Capital 55
Investment for . .
Infrastructure to Secure = §
Economic Growth Basis ¢ 10
‘Source: "Selected Issues Paper’, 2014, IVF
Export Performance
» Deteriorating Export v -
Performance 5
— Improving Investment . ros
Climate to Promote FDI  * /.~
for Enhancing Export L 1%
Industries 004
# :gﬂﬂﬂifﬁﬂfﬂsﬂ (% of GDP) 002
==-Goods (% of World Exports) (RHS)
15 - - Goods and Services (% of World Exports) (RHS) 0.00

wr D P 0D

5382388388 5852282288¢:z2¢8¢

HHHHHHHHHHHHHHHHHHHH

source: “Article IV Consultation”, 2014, IMF


Presenter
Presentation Notes
<Background>
Export performance has been deteriorating.
Average fiscal deficit remained broadly unchanged, even with declining revenues, mostly by reducing capital investment.

<Way Forward>
Investment climate needs to be improved, in order to support FDI, which will enhance export performance. 
Capital investment for infrastructure needs to be reinvigorated to secure economic growth basis. 
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4. Role of Concessional Loan

(1) Large-scale Infrastructure Finance

e High Capital Cost / Risks
— Discouraging Private Investment
— Supporting Economically Viable Public Investment

<example> India: Delhi Metro Rail Project

Concessiona

I
Loan Repayment
(5 billion USD

i » 2.6 million daily passengers
Equity 7 558 km network (330km by 2016)
e 216 trains
* O&M cost covered through fare, property
business, etc.

 PPP: Silver Bullet?
- Delhi Airport Express Line — Concessionaire Exit from Business
- Chennai Monorail — No Bid Succeeded after Several Tender Calls
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1 Delhi Airport Express Line�Reliance Infra >> DMRC�22.7km, 6 stations Inaugurated in Feb 2011. Original Concessionaire (Reliance Infra) sold the ownership to DMRC (Govt Agency) after 2 years of operation. The daily ridership is only at around 14,000 passengers, less than 1/10 of the expected level that Reliance Infra was forced to exit from the business. There was also serious technical problems owing to DMRC's insufficient engineering capability. 

2 Gurgaon Rapid Metro (Private fund)
Rapid Metro Rail Gurgaon Limited�5.1km, 6 stations Inaugurated in Nov 2013. Originally owned by DLF (Real Estate developer) and IL&FS. Later DLF sold its stake to IL&FS because of financial difficulties. Daily ridership is only at 20,000 passengers. IL&FS is requesting State Govt for financial support. 

3 Mumbai Metro Line 1�Reliance Infra�11.4km, 12 stations Inaugurated in June 2014. After more than 2 years of delay, Reliance Infra strongly requested fare hike to avoid making loss however, State Govt of Maharashtra does not allow such change. This argument is still on-going. 

4 Mumbai Metro Line 2�Reliance Infra�32km, 27 stations The concession agreement was signed in January 2010. Land acquisition, right of way and various clearances could not be provided by the state Govt which forced the concessionaire to be in a difficult position. In November 2014, Reliance Infra terminated the agreement.  

5 Chennai Monorail�111km / 4 corridors Proposed in 2006, the first tender call was in 2011. The tender has been floated three times but none of them could attract a prospect bidder with sufficient financial and technological capacity to take up the role and responsibility of the project. The project is still in an uncertain status after 4 years since the first tender call. As the market is becoming more sensitive against the risks of PPP scheme, the number of participants in this project at the PQ stage has decreased from 5 to 2 over the 4 years. 

6 Hyderabad Metro Phase 1�L&T IDPL (Investment body)�Approx. 72km, 66 stations In July 2010, L&T, one of the largest infrastructure companies in India became the lowest bidder for the project. The metro corridor is expected to be partially operational by Dec 2015. Because of the size of the project, the financial cost of the project is arising as a huge cost overrun which has also been a heavy burden for the entire L&T's business. L&T asked State Govt to take of the project which was refused. L&T is trying to recover the loss by creating commercial area at stations and depots with additional investment. 


o 4. Role of Concessional Loan
’ (2) Catalytic Role

e Bearing Cost & Sharing Risk through Public Investment
with Concessional Loan at Initial Stage
— Providing Commercially Viable Foundation
for Subsequent Private Investment

<example> Colombo Port

« UCT/JCT/QEQ
developed by JICA Loans
— SAGT

South
Harbour

« South Harbour developed
by ADB Loans
— CICT




4. Role of Concessional Loan

jica/
(3) Sub-Sovereign Finance

o Standard Case: JICA — Government (Borrower)

* Exceptional Case: JICA — Public Entity (Borrower)
with Sovereign Guarantee

<example> Bandaranaike International Airport Development Project

Concessional Loan

Repayment

Guarantee

 Implications for Future Projects
- Financially Sound Public Entity?
- Sovereign Guarantee?
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o 4. Role of Concessional Loan
’ (4) Leveling Playing Field

* Providing Broad Based
Economic Growth and Social
Development

<example> Southern Expressway
« Parallel Finance by JICA and ADB

e Common Environmental & Social
Safeguard System

« Openedin 2011

o Traffic Volume (average per day)
~8,000 (2011)— ~24,000 (2015)

e GDP Share of Southern Province
8.9% (2004)— 11.0% (2013)

e Poor Household Percentage
11.0% (2006/07) — 6.3% (2012/13)



Presenter
Presentation Notes
Specially, Section-I, Section-II and Section-III (from Kottawa to Pinnaduwa) were opened for traffic on 26 November 2011, and the Section-IV15 was opened on 15 March 2014. 


i 4. Role of Concessional Loan
(5) Counter Cyclical Role

» \olatile Private Financial Flow
— post-Tsunami in 2004
— Lehman Shock in 2008

e Concessional Loan — Stable and Counter Cyclical

USD. Financial Flow to Sri Lanka (recent 10 years)
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