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Two Questions
1.1. How much are Asian bond How much are Asian bond 

market activities integrated market activities integrated 
with global market with global market 
activities?activities?

2.2. Why do we need a regional Why do we need a regional 
bond market?bond market?
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Reality Check of Regional 
Bond Market Activities (I)

Fact 1:  Fact 1:  Active Participation of Asian Active Participation of Asian 
Investors in Asian Bond Investors in Asian Bond 
Issues Issues 

71 bonds (US$41.2 billion) issued by Asian 71 bonds (US$41.2 billion) issued by Asian 
borrowers in April 1999borrowers in April 1999--August 2002August 2002
44%44%--46% of these bonds were purchased by 46% of these bonds were purchased by 
Asian investorsAsian investors’’ in the primary market in the primary market 
offeringoffering

Source:  BIS Study (2002)Source:  BIS Study (2002)
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Reality Check of Regional 
Bond Market Activities (II)

Fact 2:  Fact 2:  Active Participation of Asian Active Participation of Asian 
Borrowers/Investors in Borrowers/Investors in 
Singapore Bond Markets Singapore Bond Markets 

S$3.22 Billion and US$11 billion in S$3.22 Billion and US$11 billion in S$S$--bond bond 
andand nonnon--S$ bond markets issued S$ bond markets issued in 2002  in 2002  
27% of Issuers in 27% of Issuers in S$ bond marketS$ bond market and at and at 
least 40% of borrowers in least 40% of borrowers in nonnon--S$ bond S$ bond 
marketsmarkets are from Asiaare from Asia

Source: MASSource: MAS
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Reality Check of Regional 
Bond Market Activities (III)

Fact 3:  Fact 3:  Active Participation of Asian Active Participation of Asian 
Investment Banks in Investment Banks in 
International Bond Issues  International Bond Issues  

US$53 billion bond issuance by Asian US$53 billion bond issuance by Asian 
borrowers, 1991borrowers, 1991--20012001
1/3 of these issues: Asian Investment Banks1/3 of these issues: Asian Investment Banks

Source:  Park & Source:  Park & BaeBae (2002)(2002)
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Reality Check (IV): Gaisai Bonds    
Unit:  Unit:  ¥¥ trilliontrillion

Number of       Samurai     Number of     ShogunNumber of       Samurai     Number of     Shogun
YearYear IssuesIssues BondsBonds IssuesIssues BondsBonds

19911991 2727 0.710.71 11 0.410.41
19921992 3737 1.571.57 00 00
19931993 49                  1.2349                  1.23 11 0.590.59
19941994 6060 1.261.26 00 00
19951995 8585 2.112.11 00 00
19961996 154                 3.79154                 3.79 00 00
19971997 6666 1.581.58 00 00
19981998 1010 0.150.15 00 00
19991999 2424 0.870.87 00 00
2000 2000 6363 2.382.38 00 00
2001                 47                  1.55             2001                 47                  1.55             0                 00                 0
2002                 29                  0.64             2002                 29                  0.64             0                 00                 0

Source: Japan Securities Dealers AssociationSource: Japan Securities Dealers Association
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Reality Check: Foreign Holdings 
of US Treasury Securities (VI)                                                                 

                                                
 
                 Unit: US $ b illion 

 

Econom y March 
2003 

Decem ber
2002 

Decem ber
2001 

Japan 386.6 364.7 317.9 

China 117.7 102.9 78.6 

Hong Kong SAR 49.8 48.1 47.7 

Korea 41.8 43.1 32.8 

Taipei,China 34.5 34.5 35.3 

Singapore 18.5 17.8 20.0 

T hailand 13.3 16.3 15.7 

Total (Asia) 662.2 627.6 521.3 

Total (Foreign) 1,242.5 1,204.5 1,040.1 
 
 
Source: Departm ent of the T reasury/Federal Reserve Board 
              H ttp ://w ww .ustreas.gov/tic/m fh.txt  
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Reality Check of Regional Bond 
Market Activities: Conclusions

1.1. Regional and global bond market activities Regional and global bond market activities 
are more integrated than normally perceivedare more integrated than normally perceived

2.2. Asian borrowers rely on US and European Asian borrowers rely on US and European 
investment banks to tap international investment banks to tap international 
financial markets financial markets 

3.3. At least 40% of these bonds end up in Asian At least 40% of these bonds end up in Asian 
Portfolios Portfolios 

Why Do We Need a Regional Bond Market?Why Do We Need a Regional Bond Market?
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Asian

Currency

Figure 1
Regional Bond Market
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Investor
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Do We Really Need 
an “Asia Only” Market? 
Two Major ConcernsTwo Major Concerns
1.1. Strong Sense of RegionalismStrong Sense of Regionalism

Bonds rated by Asian rating agenciesBonds rated by Asian rating agencies
Bonds issued by Asian borrowers and purchased Bonds issued by Asian borrowers and purchased 
by Asian investorsby Asian investors
Bonds traded, cleared, and settled in AsiaBonds traded, cleared, and settled in Asia

2.2. Strong Emphasis on the Public SectorStrong Emphasis on the Public Sector’’s s 
RoleRole



FIMA Research Center, 
University of Hawai'i 11

As long as Asian borrowers
Issue bonds Issue bonds at a minimum costat a minimum cost and the majority and the majority 
of these bonds are purchased by Asian of these bonds are purchased by Asian 
investors, does it matter?investors, does it matter?

1.1. Where these bonds are issued Where these bonds are issued 
2.2. Who rates these bondsWho rates these bonds
3.3. Who serves as lead managersWho serves as lead managers
4.4. Where these bonds are tradedWhere these bonds are traded
5.5. Where they are cleared and settledWhere they are cleared and settled

Extreme Regionalism can be costly and Extreme Regionalism can be costly and 
counterproductivecounterproductive
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Does It Make Sense?
For the Public Sector to Spearhead:For the Public Sector to Spearhead:

1.1. Creation of a regional bond rating Creation of a regional bond rating 
agency agency 

2.2. Creation of a regional clearing and Creation of a regional clearing and 
settlement systemsettlement system

3.3. Creation of a regional trading Creation of a regional trading 
systemsystem

How Do We Coordinate Roles of Public How Do We Coordinate Roles of Public 
and Private Sectors?and Private Sectors?
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Regional Bond Markets Are 
Justified for Two Reasons

1.1. Asian Common CurrencyAsian Common Currency

2.2. Credit Enhancements for RegionCredit Enhancements for Region’’s s 
BorrowersBorrowers
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Asian Common Currency
Lessons from EU:  Major Benefit of the Lessons from EU:  Major Benefit of the 
Euro for EuropeEuro for Europe’’s Bond Markets s Bond Markets 
i.i. Elimination of Exchange RiskElimination of Exchange Risk
ii.ii. Harmonization of Market PracticesHarmonization of Market Practices
iii.iii. ReRe--denomination of European Government Bonds in denomination of European Government Bonds in 

EuroEuro……. . A bigger, deeper, more liquid, and more A bigger, deeper, more liquid, and more 
homogeneous European bond market homogeneous European bond market 

Full or Partial Currency Unification in the Full or Partial Currency Unification in the 
RegionRegion

Coordinated Monetary and Fiscal Policies?Coordinated Monetary and Fiscal Policies?
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Sovereign Credit Rating
( J u n e  2 0 0 3 )

E c o n o m y L o c a l  C u r r e n c y F o r e i g n  C u r r e n c y

C h i n a - - - B B B
H o n g  K o n g  S A R A A - A +

I n d i a B B + B B B
I n d o n e s i a B B + B -

K o r e a A + A -
M a l a y s i a A + B B B +
M o n g o l i a B B

P h i l i p p i n e s B B B B B
S i n g a p o r e A A A A A A

T a i p e i ,  C h i n a A A - A A -
T h a i l a n d A - B B B
V i e t n a m B B B B

   S o u r c e :  S t a n d a r d  &  P o o r ’ s
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Credit Enhancements: 
Asian Bond Bank (I)

Modeled After the Municipal Bond Modeled After the Municipal Bond 
Banks in Canada and the United Banks in Canada and the United 
StatesStates

Successful Examples:Successful Examples:
a.a. Bond Bank of AlaskaBond Bank of Alaska
b.b. Municipal Finance Authority of Municipal Finance Authority of 

British ColumbiaBritish Columbia
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Credit Enhancements: 
Asian Bond Bank (II)

Major Benefits of ABBMajor Benefits of ABB
1.1. ““Credit rating arbitrageCredit rating arbitrage””:: ABB reABB re--

lends funds raised at its higher credit lends funds raised at its higher credit 
rating to participating Asian borrowersrating to participating Asian borrowers

2.2. Economies of Scale in borrowing costEconomies of Scale in borrowing cost
3.3. Greater liquidity with larger size bond Greater liquidity with larger size bond 

issuesissues
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Credit Enhancements: 
Asian Bond Bank (III)

A.A. Internal EnhancementsInternal Enhancements
a.a. Cash ReservesCash Reserves
b.b. Structured Bond Issue:Structured Bond Issue:

Collateralized Bond ObligationsCollateralized Bond Obligations
c.c. Sinking FundsSinking Funds
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Credit Enhancements: 
Asian Bond Bank (IV)
B.B. External EnhancementExternal Enhancement

i.i. ThirdThird--party Guarantees: party Guarantees: 
Multilateral Financial InstitutionsMultilateral Financial Institutions

ii.ii. Letters of Credit: Letters of Credit: 
Commercial Banks Commercial Banks 

iii. iii. Bond InsuranceBond Insurance: : 
MonolineMonoline Municipal Bond InsurersMunicipal Bond Insurers
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What has been done so 
far?
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Recent Developments (I):
Asian Bond Fund

11 Members of the Executives11 Members of the Executives’’ Meeting of Meeting of 
East Asia and Pacific Central Banks East Asia and Pacific Central Banks 
(EMEAP) (EMEAP) 
a.a. ABF with an initial size of US$1 ABF with an initial size of US$1 

billionbillion
b.b. Invest in Invest in US dollarUS dollar--denominated denominated 

bonds issued by Asian sovereign bonds issued by Asian sovereign 
and quasiand quasi-- sovereign issuers sovereign issuers 

c.c. BIS: ManagerBIS: Manager
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Recent Developments (II):
Asian Basket Currency Bonds 
1.1. ABC Bond Corporation: ABC Bond Corporation: 

A Depository for local currency government A Depository for local currency government 
bonds (corporate bonds later) pledged by bonds (corporate bonds later) pledged by 
participating countriesparticipating countries

2.2. ABC Bonds Issued in Units of Asian ABC Bonds Issued in Units of Asian 
Basket CurrencyBasket Currency

3.3. Supported by Japan and ThailandSupported by Japan and Thailand
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Recent Developments (III):
Asian Currency Bond Issues 
by Japanese Corporations 
1.1. Guarantee Structure to Facilitate Guarantee Structure to Facilitate 

Japanese CorporationsJapanese Corporations’’ Issue of Issue of 
Bonds in Asian CurrenciesBonds in Asian Currencies
a.a. Japanese Corporations Operating in Japanese Corporations Operating in 

ASEAN (China to be included later)ASEAN (China to be included later)
b.b. As early as September 2003As early as September 2003
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Recent Developments (III):
Asian Currency Bond Issues 
by Japanese Corporations 

c.c. Guarantees Provided Japanese Guarantees Provided Japanese 
Financial InstitutionsFinancial Institutions

d.d. Participating Financial Institutions Participating Financial Institutions 
Pay Premiums to Nippon Export and Pay Premiums to Nippon Export and 
Investment Insurance, an Investment Insurance, an 
Independent Administrative Independent Administrative 
AgencyAgency

2.2. Proposed by JapanProposed by Japan’’s Ministry of s Ministry of 
Economy, Trade and IndustryEconomy, Trade and Industry



Thank You!


