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1.

Introduction
Lack of adequate long-term financing has become an important and challenging issue in

many developing economies, particularly since the global financial crisis of 2008-09. Having
access to long-term funds is critical because it can allow governments and firms to finance large
long-term investments as well as to reduce rollover risks and the potential for runs. Moreover,
there is vast evidence that short-termism has contributed to several well-known financial crises in
both developing and high-income economies (Eichengreen and Hausmann, 1999; Rodrik and
Velasco, 2000; Tirole, 2003; Borensztein et al., 2005; Jeanne, 2009; Brunnermeier, 2009; Raddatz,
2010; Beltratti and Stulz, 2012; Broner, Lorenzoni, and Schmukler, 2013).
As a consequence, several reports and studies have emphasized the need for long-term
finance. The World Bank Global Financial Development Report 2015 examines evidence of the
use and economic impact of long term-finance with the goal of identifying those policies that help
to promote it and those that do not (World Bank, 2015). Likewise, the OECD issued a set of
principles to facilitate and promote long-term investment by institutional investors (OECD,
2013a). Also, the Financial Stability Board (FSB) highlights the impact that recent regulatory
reforms (including, Basel III and derivatives markets reforms, among others) could have on the
provision of long-term finance (FSB, 2013). Furthermore, the Restarting European Long Term
Investment Finance Program (RELTIF) has argued that SMEs in Europe have a shortage of longterm finance and puts forward key policy questions to address this issue (Giovannini et al., 2015).1

In this paper we do not adopt any particular definition of long-term finance, as the concept is not precisely defined in
the literature. One common definition, used in the national accounts, considers long-term finance to be any source of
funding with maturity exceeding one year. In contrast, the Group of 20 uses a maturity of five years (G-20, 2013). Longterm finance includes many instruments and intermediaries such as bank loans and bond markets as well as equity (public
or private), since it is a financial instrument with no final repayment date.
1
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But long-term financing is not necessarily desirable in all situations. In fact, this type of
financing can be best understood as arising from a trade-off between creditors and debtors in the
allocation of risk. Long-term finance shifts risk to the providers of funds because they have to bear
the fluctuations in the probability of default and the loss in the event of default, along with other
changing conditions in financial markets, such as interest rate volatility. In contrast, short-term
finance shifts risk to the users of credit because it forces them to refinance their debt repeatedly.
Therefore, long-term debt might be optimal only in some situations.
Users of credit (households, firms, or the government) would prefer long-term debt if they
aim to reduce rollover and interest rate risks. The former is the risk that credit lines are cancelled
or modified at short notice, while the latter is the risk that interest rates and loan terms are changed
at short notice. Both risks generate economic costs because the mismatch between short-term
financing and long-term investment projects can force their premature liquidation, which can be
socially inefficient and generate losses for the economy as a whole. In some cases, this mismatch
can discourage profitable investments with a longer time horizon from being undertaken in the
first place.
Households might prefer long-term finance because it can raise their welfare by allowing
them to smooth their consumption over time and by facilitating lumpy investments such as
housing. Moreover, long-term funds might allow households to insure against the challenges of
retirement, education needs, health shocks, premature death, or longevity risks. Long-term
financing can be important for firms too, because it enables them to undertake lumpy and large
investments that might be critical for their growth. In the absence of long-term financing, firms
might have to rely on short-term debt, and their inability to roll over short-term debt might cause
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a firm to exit or to curtail profitable long-term investments with consequences for their growth
potential (Almeida et al., 2011).
But in some other instances users might prefer short-term finance. Firms tend to match the
maturity of their assets and liabilities; hence the faster the returns to investment are realized, the
shorter the optimal payment structure will be (Hart and Moore, 1995). Thus, long-term loans are
usually used to acquire fixed assets, equipment, and the like while short-term loans, on the other
hand, are preferred for working capital, such as payroll, inventory, and seasonal imbalances. In
addition, a firm or a household that anticipates improvements in its financial situation might prefer
short-term financing rather than being locked in a longer contract that might not reflect the medium
or long-term prospects. For example, firms with high credit ratings might prefer short-term debt
because it allows them to refinance the terms of their debt when good news arrives (Diamond,
1991). Households and firms might also prefer short-term contracts if the payoffs from available
investment projects have a similarly short-term horizon or if the cost of long-term finance is too
high.
The benefits of long-term finance can accrue not only to borrowers but also to providers of
funds (savers in the economy) and financial intermediaries (banks and institutional investors).
Lenders might be willing to engage in long-term financial contracts because returns are higher
than short-term contracts and because the maturity of these contracts might match their long-term
saving needs. For the economy as a whole, long-term finance might contribute to higher growth
and lower macroeconomic volatility (Aghion, Howitt, and Mayer, 2005). In addition, long-term
finance is critical for infrastructure projects, which by nature take many years to complete and
require lumpy investments.
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Short-term debt might prove useful in other situations. Lenders might at times prefer to
provide short-term financing to guard against moral hazard and agency problems in lending.
Financing contracts with a short maturity improve the lender’s ability to monitor borrowers
through the implicit threat of restricted access to credit in the future, if debtors are not taking
actions that maximize the repayment probability of the financing obtained (Rajan, 1992; Rey and
Stiglitz, 1993; Diamond and Rajan, 2001). Equity might mitigate some of this monitoring issues
that lead to short-term financing, because shareholders and, in particular, private equity investors
can control the management of an investee firm more directly than a financial institution can.
Even in situations when users and providers of finance would ideally prefer long-term
finance, market failures and policy distortions could lead to lower-than-desired equilibrium longterm finance for the different parties involved. First, because extending long-term finance implies
large risks for providers, information asymmetries could prevent creditors from knowing the true
repayment capacity and willingness to pay of borrowers, making creditors reluctant to agree to the
amount of long-term finance requested (Stiglitz and Weiss, 1981). Second, coordination problems
can shorten debt maturity. When the seniority of claims is not well enforced and lenders cannot
coordinate their actions, they will protect themselves against dilution by simultaneously shortening
the maturity of their claims (Bolton and Jeanne, 2009; Brunnermeier and Oehmke, 2013). This
situation may trigger a “maturity rat race” in which lenders shorten the maturity of contracts to
protect their claims and shorten the average maturity of debt contracts available in equilibrium.
Third, incentive problems of the financial intermediaries may lead to an undersupply of long-term
financing, even in economies with a well-developed financial sector. Short-term investment can
be driven, not by supply side factors or a lack of availability of long-term instruments, but rather
by the practice of evaluating fund managers against short-term performance targets (Bebchuk and
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Stole, 1993; Campbell and Viceira, 2002; Opazo, Raddatz, and Schmukler, 2015). A similar
problem has emerged in the corporate sector, where companies are evaluated on the short-term by
shareholders, limiting their ability to pursue long-term goals (Davies et al., 2014; The Economist,
2015a, 2015b).
This short paper reviews the recent literature and discusses the degree to which the use of
long-term finance is prevalent in developing economies (relative to advanced ones) by focusing
on the role of the most important providers of long-term finance: banks, capital markets, and
institutional investors. The paper argues that the use of long-term finance in developing economies
is more limited than in advanced ones. Banks, the most important source of long-term financing,
lend at significantly shorter maturities in developing economies relative to advanced ones.
Moreover, capital markets in developing economies are less developed and are accessible only to
a small proportion of total firms. Domestic institutional investors not only have a small
participation in developing economies, but also the incentives they face can lead them to invest
short-term. However, access to international mutual funds can help developing economies to
obtain not only more funds, but also more long-term financing, as these investors hold longer
maturities compared to domestic mutual funds. The paper ends with a set of policy
recommendations that might help governments to address some of the shortcomings in the
provision of long-term finance in developing economies.
The rest of the paper is organized as follows. Section 2 summarizes the evidence on banks,
focusing on domestic credit. Sector 3 discusses the evidence of issuance activity in capital markets.
Section 4 presents some evidence on institutional investors, first using the case of Chile to illustrate
the asset maturity structure of insurance companies, mutual funds, and pension funds, and second
comparing domestic and foreign mutual funds investments in developing economies. Section 5
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discusses the possible role of the government in extending the maturity structure in different parts
of the financial sector.

2.

Banks
Banks are the main source of finance for firms and households, and thus are essential to

understand the debt maturity structure across economies. By pooling savings and transforming
short-term deposits into long-term loans, banks take on liquidity risks (arising from the maturity
mismatch between their assets and liabilities) and can provide financing for illiquid long-term
projects (Diamond and Dybvig 1983).
Bank-level data from Bankscope across economies suggest that the maturity of bank loans
in advanced economies is significantly longer than in developing ones. For example, whereas close
to a third of bank loans in high-income economies have a maturity that exceeds five years, for
developing economies the share of loans with maturity larger than 5 years averages 18 percent
(Figure 1). In contrast, while half of bank loans are short-term (less than 1 year) in developing
economies, the share of short-term loans in advanced economies averages 40 percent. There are
smaller differences between advanced and developing economies in the share of loans with
maturity between 2 and 5 years: for advanced economies this share averages 28 percent and it
averages 32 percent for developing economies.
Syndicated loans, typically provided by large international banks to large firms, show a
different picture. For these, the maturity of loans is lower in advanced economies compared to
developing economies. The median and average maturity of syndicated loans in high income
economies is close to six years, while in middle and low-income economies these statistics are
closer to seven years. However, these disparities are driven by differences in loan types as in
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developing economies most syndicated loans are for project finance or infrastructure loans, which
tend to have longer maturities, while in advanced economies the majority of syndicated loans are
general purpose corporate loans with shorter maturities (Cortina-Lorente, Didier, and Schmukler,
2017). Moreover, differences in the types of firms obtaining financing in different economies also
explain these patterns (Cortina-Lorente, Didier, and Schmukler, 2016).
Specific country characteristics seem important to understand bank loan maturity.
Evidence shows that macroeconomic factors such as low inflation (Demirgüç-Kunt and
Maksimovic, 1999; Kpodar and Gbenyo, 2010; Tasić and Valev, 2008, 2010), country risk (Qian
and Strahan, 2007; Bae and Goyal, 2009), and strong institutions (Fan, Titman, and Twite, 2012)
help to lengthen bank maturity. Moreover, other country characteristics, such as the degree of
development of the financial sector, the ability to effectively enforce financial contracts, the
collateral framework, and the credit information environment, among others, have been found to
be positively correlated with bank loan maturity (Djankov, McLiesh, and Shleifer, 2007; Qian and
Strahan, 2007; Tasić and Valev, 2008, 2010; Bae and Goyal, 2009; Love, Martinez Pería, and
Singh, 2016).
Moreover, bank characteristics also affect the maturity of bank loan portfolios (Tasic and
Valey, 2010; Chernykh and Theodossiou, 2011; Constant and Ngomsi 2012). Larger banks are
expected to exhibit higher shares of long-term to total loans relative to other banks because they
tend to be more diversified, have greater access to funding, and have more resources to develop
credit risk management and evaluation systems to monitor their loans. Likewise, better capitalized
banks are more likely to issue long-term loans because they are more capable of dealing with the
associated risks and absorbing potential losses. Bank ownership also seems to influence bank loan
maturity. Contrary to the conventional wisdom, a wider presence of state-owned banks reduces
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maturity whereas foreign banks are more likely to be involved in long-term lending. Furthermore,
the type of funding is important, as banks with a higher share of long-term liabilities exhibit higher
shares of long-term loans.
Bank regulations can impact long-term finance as well. Policies such as deposit insurance
can lower the risk of bank runs and, thus, reduce banks’ need to hedge this risk by issuing shorterterm loans (Fan, Titman, and Twite, 2012). Furthermore, regulations that affect bank size,
capitalization, and funding are likely to affect long-term finance, as these bank characteristics are
correlated with the maturity structure of bank loans (G20, 2013). For example, the proposed
reforms on capital requirements and new minimum liquidity set in Basel III can indirectly affect
long-term finance by increasing the amount of regulatory capital for such transactions, dampening
the scale of maturity transformation risks. The impact on developing economies could be more
severe because these economies have less developed markets and fewer nonbank financial
intermediaries and, therefore, would suffer more if banks cut back on long-term finance as a result
of these regulatory changes.

3.

Capital markets
Capital markets, mostly comprising bond and stock markets, are another potential source

of long-term financing for firms. Bond markets tend to be large and can provide funding at fairly
long terms relative to banks. Equity can per se be considered long term as companies can determine
when and how much dividends to return to shareholders, thus assuming no short-term risk.
Capital markets are significantly larger in advanced economies than in developing ones.
For example, from 2000 to 2011, the total capitalization of these markets (including public debt)
averaged approximately 203 percent of GDP in high-income economies, almost 98 percent in
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upper-middle-income economies, and 62 percent in lower income economies (Figure 2). Median
values are lower (in particular among high-income economies), showing the influence of outliers
within each income category, but the main pattern remains the same and capital market
capitalization is positively correlated with income.
In advanced economies, stock markets tend to dominate, followed by private bond markets.
On average, the two markets account for 157 percent of GDP: stock market capitalization is almost
81 percent of GDP and private bond market capitalization accounts for close to 76 percent. In
contrast, in developing economies, stock markets are also important, but public instead of private
debt markets come second in place. On average, in upper-middle-income economies stock market
capitalization is almost 43 percent of GDP and public bond market capitalization accounts for 38
percent. Private bond markets account for 17 percent of market capitalization on average. In the
two lower-income groups, private debt markets are very small at 3 percent of GDP.
The maturity of corporate bond issues is not clearly tied to country income. The average
maturity of corporate bond issues in upper-middle-income economies is the highest (7.6 years)
followed by high-income economies (6.7 years) and lower-middle- and low-income economies
(6.3 years). One reason driving lower maturities for high-income economies is that a larger
percentage of bond issues are by financial firms, and these issues tend to have a shorter maturity
(Cortina-Lorente, Didier, and Schmukler, 2016, 2017).
But only a few large firms use these financial markets, and only the largest and oldest ones
issue at the long end of the maturity spectrum (Claessens and Schmukler, 2007). For the set of
firms that do use long-term markets, those in developing economies do not issue at shorter
maturities than those in high-income economies. However, in developing economies firms tend to
be smaller in size so, as a result, a smaller proportion of firms are able to access equity, bond, and
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syndicated loan markets. This problem is exacerbated by an overreliance of developing economies
on international capital markets to raise funds at the long end of the maturity spectrum. Firms that
issue in international markets have to overcome an apparently even larger minimum size
requirement than those firms that use domestic markets to obtain longer-term funds, and might
also get exposed to currency risk (Gozzi et al., 2015).
As a result, developing-economies firms would benefit from further development of their
domestic capital markets. More developed domestic markets would reduce the reliance on
international markets for those firms from developing economies that are able to issue debt and
would imply a more inclusive, broader use of long-term finance in these economies. Domestic
markets might need to complement, and not substitute, international markets as the latter also have
their benefits. International markets allow firms to access a wider and more diverse set of investors.
This could be a way to extend the maturity profile of corporate debt for firms from developing
economies. Also, foreign investors might be willing to take on more risk when investing in
developing economies, especially when the returns of investing in high-income economies are
compressed.
To foster the development of the domestic capital markets, a main challenge is to broaden
access to long-term capital markets beyond a very select group of large firms. For instance,
reducing the transaction costs associated with the issuance process could enlarge the number of
firms that are able to access capital markets, with positive spillover effects on the secondary
markets and the overall economic growth of countries. Another way to allow smaller and lowerrated firms to access capital markets would be to develop innovative instruments, such as
minibonds, and through loan securitization (Borensztein et al., 2008; Giovannini et al., 2015).
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A complementary challenge is to increase the investor base and expand the scope of
investors’ portfolios. In principle, countries with small market sizes and investor bases would gain
from promoting foreign investor participation in domestic markets or achieving greater access to
foreign markets. For example, in high-income economies with the most developed capital markets,
relatively smaller firms are able to issue capital (Didier, Levine, and Schmukler, 2015). This
suggests that, as financial markets develop, the extensive margin of firms using these markets
might expand, so that smaller firms could participate more in these markets. In addition, the
introduction of new financial instruments for investors such as explicit seniority or GDP-linked
sovereign debt instruments could also help to lengthen debt maturity (Borensztein et al., 2005).

4.

Institutional investors
Over the past two decades, many countries have tried to foster long-term finance through

the promotion of nonbank domestic institutional investors. The belief is that these investors have
long investment horizons, which allow them to take advantage of long-term risk and illiquidity
premiums to generate higher returns on their assets. Moreover, they are expected to behave in a
patient, countercyclical manner, making the most of cyclically low valuations to seek attractive
long-run investment opportunities and, thus, help to deepen long-term financial markets. This view
has been expressed in several studies and articles (Caprio and Demirgüç-Kunt 1998; Davis 1998;
Davis and Steil 2001; Corbo and Schmidt-Hebbel 2003; Impavido, Musalem, and Tressel 2003;
BIS 2007; Borensztein et al. 2008; Impavido, Lasagabaster, and Garcia-Huitron 2010; Della
Croce, Stewart, and Yermo 2011; OECD 2013b,c, 2014; The Economist 2013, 2014; Financial
Times 2015).
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During 2000-2011, the participation of institutional investors in developing economies was
still relatively small (Figure 3). The cumulative assets of institutional investors - pension funds,
mutual funds, and insurance companies - averaged 99 percent of GDP in high-income economies,
with broadly similar shares for the three sets of institutional investors. In contrast, the assets of
these institutions averaged only 25 percent of GDP in upper-middle-income economies, where
pension funds predominated. In lower-income economies, the share of institutional investor’s
assets to GDP was even lower, averaging close to 12 percent, with pension funds accounting for
half of the total.
Little evidence exists on whether these investors actually invest in long-term securities and
how they structure their asset holdings. Different types of institutions with different objectives
are likely to provide funding for financial markets in distinct ways. For example, some
institutional investors might need to match the maturity of their assets to their liabilities, while
others might have only fiduciary responsibilities for managing their assets, without specific
directives to invest short or long term. Also, the way regulations are set up can affect the
incentives that asset managers have to avoid excessive risk and, thus, the maturity profile of the
portfolios they choose.
The remaining of this section explores the behavior of institutional investors in developing
economies, by (a) analyzing the case of insurance companies, mutual funds, and pension funds in
Chile (drawing on Opazo, Raddatz, and Schmukler, 2015) and (b) comparing the behavior of
domestic and foreign mutual funds when investing in developing and advanced economies.

4.1.

Portfolio Maturity of Domestic Institutional Investors: The Case of Chile
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Analyzing the differences in the maturity structure of nonbank institutional investors in
Chile and the factors that lie behind them is relevant because it challenges the expectation that
institutional investors across the board would always help to lengthen the maturity structure. This
situation is not Chile-specific, as the kind of regulations in place in this country have been also
adopted by other developing economies in Latin America and Central Europe.
The evidence shows that Chilean asset-management institutions (mutual and pension
funds) hold a large amount of short-term instruments and overall invest shorter term relative to
insurance companies (Figure 4). Both mutual funds and pension funds invest more than half of
their portfolios in maturities of three years or less, whereas insurance companies invest a little
more than one-third of their portfolios in these shorter-term maturities. As a result, the average
maturity for insurance companies (9.77 years) is more than double that of mutual funds (3.97
years) and pension funds (4.36 years).
The observed short-termism of pension funds is not constrained by the supply side of
instruments as Chilean asset managers choose short-term instruments even when assets for longterm investments are widely available and when other investors hold them. In turn, the incentives
faced by these investors seem to drive the difference in debt maturity structures between pension
and insurance funds. In Chile, managers of open-end funds, such as pension funds, are monitored
in the short-run by investors, the regulator, and the asset-management companies. This short-run
monitoring combined with the risk profile of the available instruments generates incentives for
managers to be averse to investments that are profitable at long horizons (such as longer-term
bonds) but that can have poor short-term performance. In contrast, insurance companies are not
open-end asset managers, receive assets that cannot be withdrawn in the short run, and have longterm liabilities because investors acquire a defined benefit plan when purchasing a policy. Thus,
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insurance companies are not subject to the same kind of short-run monitoring and hence tend to
hold long-term assets in their portfolios.
Overall, Chile’s experience shows that the development of large and sophisticated
institutional investors with deep pockets does not guarantee an increased demand for long-term
assets. Merely establishing asset management institutions and assuming that managers will invest
long term does not appear to yield the expected outcome, especially if they would be subject to a
similar type of market and regulatory short-term monitoring as that in Chile.

4.2.

International Evidence on Mutual Funds

In recent years, the importance of international mutual funds has been growing. This
growth is attributable mainly to investors in advanced economies who have increasingly sought to
diversify their portfolios by investing in other economies including developing ones, often through
dedicated emerging markets funds or through increased emerging market participation by globally
active funds (Gelos 2011).
U.S. and U.K. mutual funds invest longer term when investing in developing economies
than domestic ones when investing in the same domestic debt instruments. Namely, these funds
tend to invest longer term in corporate bonds than the average maturities of the domestic funds in
the economies in which they invest (Figure 5). Hence, mutual funds from international financial
centers seem to play some role in extending the maturity structure of corporate bonds in developing
economies.
One potential reason for this behavior is that international mutual funds might be willing
to take the higher risk of investing more long-term given their larger size and their ability to
diversify this risk by investing in different economies around the world. In addition, domestic
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funds in developing economies might be subject to larger outflows related to performance, and so
they might have incentives to hold a higher proportion of short-term instruments.

5.

Role of the government
The role of the government in the provision of long-term finance by financial sector

participants is not obvious. It would depend on what the obstacles are and whether the government
can pull any policy levers. To the extent that long-term finance is limited by market failures and
economic and institutional weaknesses, government policies could play a role.
For example, measures that promote information sharing mechanisms, such as the creation
of credit bureaus, could be useful (Tasić and Valev, 2008; Martinez Peria and Singh, 2014).
Likewise, high political risk or an unstable macroeconomic environment undermines the ability of
economic agents to predict risks and returns and, hence, short-term finance will be the most
prevalent form of external financing (Caprio and Demirgüç-Kunt 1998). At the same time,
prospective borrowers will be reluctant to invest in their future, and the demand for long-term
finance will be low. Thus, reducing aggregate uncertainty can help. One example is the negative
effect of inflation on long-term debt (Demirgüç-Kunt and Maksimovic, 1999; Jeanne and Guscina,
2006; Kpodar and Gbenyo, 2010).
A strong legal and institutional framework can also help with the supply of long-term debt.
When a country’s contracting institutions have only very weak protections for creditors, lenders
tend to rely on short-term lending agreements, which make it easier for them to discipline
borrowers through the threat of withholding future financing in case of non repayment (Qian and
Strahan, 2007; Warnock and Warnock, 2008; Fan, Titman, and Twite 2012). A sound legal and
regulatory framework might include a strong capability to enforce contracts, adequate collateral
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framework, provisions that ensure the existence of competitive and contestable markets for
financing, and appropriate corporate governance and accounting standards (Bae and Goyal, 2009;
De Haas, Ferreira, and Taci, 2010; Fan, Titman, and Twite 2012; Love, Martinez Peria, and Singh,
2016).
Considering the relatively small size of domestic capital markets in developing economies,
governments in developing economies could try to facilitate the development of efficient capital
markets. Some interventions, such as stock market liberalization, enforcement of insider trading
laws, the introduction of electronic trading systems, privatization programs, and institutional
reforms, tend to be associated with significant increases in domestic stock market capitalization
and trading volumes. However, how that trickles down to the overall economy in terms of longterm funds is still not well known.
As the Chilean evidence shows, governments can also promote long-term financing
through policies that set the right incentives and remove unnecessary restrictions that discourage
institutional investors to invest long-term. To reduce the focus on short-term performance,
governments need to ensure that compensation and benchmarking practices followed by
institutional investors have a long-run horizon (Rudolph et al., 2010; Berstein, Fuentes, and
Villatoro 2013; Stewart, 2014). But this is easier said than done.
The evidence on international mutual funds indicates that promoting the entry of foreign
investors might be an avenue for extending corporate debt maturities in developing economies.
However, promoting foreign institutional investors entails an important trade-off because
economies become more susceptible to foreign shocks, as it became clear during the financial
crisis of 2008-09. Some of these institutional investors might exhibit the same type of procyclical
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risk taking that banks are known for and may not conform to the textbook picture of long-term
investors, but instead have much in common with banks in amplifying shocks (Shin, 2013).
Public-private partnerships (PPP) might be an example of how public institutions can
support the provision of long-term finance without distorting market incentives. Long-term finance
through PPPs is an attractive alternative to direct public financing because it reduces crowding out
of private investment, reduces cyclicality of public spending by contractually distributing costs
over a long time horizon, and aligns institutional incentives in large investment projects more
closely with those of the private sector. In addition, governments can generate incentives to
facilitate long-term investments by alternative institutional investors, such as sovereign wealth
funds (SWFs). Because of their long time horizon and the lack of redemption risk, SWFs are better
able to invest in illiquid assets with longer maturities (Gelb et al., 2014). Nonetheless, while their
long investment horizon makes SWFs natural providers of long-term finance, they are not immune
to political capture and incentive misalignment. Government-owned banks can be used as tools to
promote long-term financing. However, public sector interventions should be limited only to cases
where a market failure is apparent and where no private sector solution is feasible. To ensure that
the involvement of government-owned financial institutions serves as a remedy rather than a
source of market distortions, the purpose, scope, and time horizon of the involvement need to be
clearly defined (Scott, 2007; Rudolph, 2009; de la Torre, Gozzi, and Schmukler, 2017).
One of the major obstacles to study the role of financial intermediaries in the provision of
long-term finance is the shortage of international and domestic data on portfolios and institutional
ownership of debt securities and bank loans. Although most national authorities collect this
information, a joint effort is needed to consolidate it and make it comparable across countries.
Such efforts should highlight further steps to foster long-term financing via financial institutions.
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Figure 1. Average Share of Bank Loans in Advanced and Developing Economies
by Maturity, 2005–12
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Figure 2. Capital Market Size and Composition by Country Income Group, 2000–11
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Figure 3. Institutional Investor Assets by Country Income Group, 2000–11
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Figure 4. Average Maturity Structures of Chilean Institutional Investors, 2002-2008
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Figure 5. Comparison of Average Maturity of Corporate Bonds
Held by U.S. and U.K. Mutual Funds and Domestic Mutual Funds, 2013
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