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Priorities for the Promotion of Intra-Regional 
Cross-Border Bond Transactions in East Asia

Summary

1. It is difficult to build bond markets in countries that are less developed economi-
cally, and some argue that it would be more productive to focus on the development 
of an international bond market at the regional level. The creation of such a market 
would require harmonization of diverse market infrastructure. Another major issue 
would be the choice of a currency for bond issues. For the time being, efforts should 
be focused on the development of bond markets within individual countries, with the 
aim of expanding cross-border transactions, specifically bond investment and bond 
issues by non-residents in each domestic bond market. This could be expected to lead 
synergistically to the development of bond markets and the reinforcement of financial 
integration. 

2. An analysis of securities investment trends within the region shows that East 
Asian investors account for only a small share of investment in regional bond mar-
kets. A key reason for this is the fact that Japanese institutional investors, which are 
by far the biggest in the region, have not been major investors in East Asia. In con-
trast, asset management companies in Hong Kong and Singapore have been increas-
ing their share of bond investment within the region. This reflects strategies targeted 
toward the development of international financial centers and does not necessarily 
indicate that regional savings are being utilized effectively. 

3. There have been bond issues by non-residents in the markets of Hong Kong, Sin-
gapore and Japan. In Hong Kong especially, where formalities have been simplified 
to speed up the issuing process, there has been a conspicuous increase in the percent-
age of bond issues by non-residents. Over the past few years, Japan has also eased 
the regulations governing its samurai bond market, which is now catching up with the 
Euro-yen market in terms of issue amounts. 

4. To encourage cross-border transactions in the region, it is necessary to improve 
the liquidity of secondary markets by expanding the size of issuers and improving 
their creditworthiness through the development of domestic bond markets. It will 
also be necessary to ease restrictions on capital transactions, improve withholding tax 
regimes and other tax systems, improve the transparency of regulations for overseas 
investors, and simplify procedures for issues by non-residents. The development of 
institutional investors within the region will also be extremely important. This will re-
quire initiatives based on regional cooperation forums, such as the Asian Bond Mar-
kets Initiative (ABMI). Another priority is to increase bond investment in East Asia 
by Japanese investors. 

5. It will also be necessary to deal with the credit risk and currency risk associated 
with cross-border transactions. One concept that is currently under consideration is 
the establishment of a regional credit guarantee agency, and there will be keen inter-
est in the outcome of debate on this issue. Securitization is also expected to be used 
increasingly in the region as a credit enhancement tool. With regard to currency risk, 
several governments have adopted currency non-internationalization policies, which 
has seriously limited the access of non-residents to currency hedging tools. Currency 
internationalization is essential to the development of intra-regional cross-border 
bond transactions on a significant scale. Another question relates to the issuance of 
currency basket bonds. This will need to be approached in conjunction with the de-
bate on regional foreign exchange policy coordination. 
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Introduction

 While government bond markets in Asia have 
grown significantly, many problems still remain 
regarding corporate bond markets. In this context, 
some people say that it is difficult for countries 
that are less developed economically to develop 
their domestic bond markets through their own ef-
forts. One view is that it would be better to work 
toward the creation of an international bond mar-
ket in the region (along the lines of the Euro-bond 
market, in which issuers and investors from many 
countries participate) that can be used by issuers 
in the countries concerned. It has also been argued 
that the development of such a market would al-
low the utilization of the region’s substantial sav-
ings while also providing economies of scale and 
reducing issuing costs. 

The development of domestic bond markets is 
also essential to the improvement of financial sys-
tems of each country. A regionally based interna-
tional bond market should be seen as something 
that would complement rather than replace domes-
tic bond markets. In view of the many obstacles 
that would need to be overcome in order to create 
a regional international bond market, the preferred 
approach at present should be the facilitation of 
cross-border bond transactions among countries 
within the region. Cross-border bond transactions 
are defined here as (1) investment by non-resi-
dents in a domestic bond market, (2) investment in 
a foreign bond market by a domestic investor, (3) 
the issuance of bonds in a domestic bond market 
by a non-resident, and (4) the issuance of bonds in 
a foreign bond market by a domestic issuer. 

This article discusses the facilitation of intrare-
gional cross-border bond transactions from vari-
ous perspectives. It is structured as follows. Part 
I examines the significance of facilitating intra-
regional cross-border bond transactions in com-
parison with the concept of establishing a regional 
international bond market. Part II analyzes cross-
border bond investment and the situation of in-
vestors in individual countries, as well as trends 
in bond issues by non-residents in the region’s 
domestic markets. Part III looks at the measures 
needed to expand cross-border bond transac-

tions, including the development of market infra-
structure, credit enhancement based on the use of 
credit guarantees and securitization, and solutions 
to the problem of currency risk. The article con-
cludes with a general summary. 

I. The Significance of Facilitat-
ing Intraregional Cross-Border 
Bond Transactions

1. Facilitation Initiatives

Outlined below are specific moves toward the 
facilitation of intraregional cross-border bond 
transactions and the development of a regional 
international bond market under the Asian Bond 
Markets Initiative (ABMI) and Asian Bond Fund 
(ABF). 

First, international organizations and other enti-
ties are implementing bond issues in Asian cur-
rencies (Table 1). This has been a key factor in 
the diversification of issuers in domestic markets 
and the improvement of market liquidity. Issues 
by non-residents other than international organi-
zations are expected to increase as a result, and 
indeed there are already signs of increased issuing 
activity by non-residents following moves by vari-

Table 1  Bond Issues in Asian 
Currencies by International 
Organizations, etc.

Issuer Issue Date Amount Term, etc.
Malaysia ADB November 2004 400m ringgit 5 years

IFC December 2004 500m ringgit 3 years, Islamic bonds
World Bank May 2005 760m ringgit 5 years, Islamic bonds
ADB April 2006 500m ringgit 5 years, MTN

Thailand ADB May 2005 4,000m baht 5 years
JBIC September 2005 3,000m baht 5 years

ADB September 2006 6,500m baht

5 years (5,500 
million bahts, 
10 years 
(1,000m bahts)

Philippines ADB October 2005 2,500m peso 5 years and 1 day
China ADB October 2005 1,000m yuan 10 years

IFC October 2005 1,130m yuan 10 years
India ADB February 2004 5,000m rupee 10 years

Notes: The ADB also implemented issues of Hong 
Kong$1,000m and S$200m (both for three years) in 
June 2004.

Source: Various
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ous countries to ease their regulations. 
In September 2006, the Asian Development 

Bank announced that it would implement a bond 
issuing program worth the equivalent of $1 billion 
in the markets of Singapore, Hong Kong, Malay-
sia and Thailand. This is the first multi-currency 
bond issuing program in East Asia. Bonds will 
be issued in each of the countries/regions under 
a common framework based on British law. This 
will allow the bonds to issued simultaneously in 
multiple markets at the same time. The initiative is 
likely to encourage the harmonization of domestic 
bond market regulations. 

Second, as will be discussed in greater detail 
later in this article, a ￥7.7 billion cross-border is-
sue of CBOs (three years, floating rate) backed by 
a pool of yen-denominated bonds newly issued by 
46 South Korea SMEs was implemented in De-
cember 2004. This scheme involved two phases of 
securitization in South Korea and Singapore. The 
senior bond, the issuer for which was a special-
purpose company in Singapore, had characteris-
tics similar to those of Euro-bonds, including the 
fact that they were issued under British law, and 
the fact that they were rated by international rat-
ing organizations.

Third, it was agreed that the ABMI would con-
sider new themes, including bond issues denomi-
nated in an Asian currency basket, and the es-
tablishment of Asian Bond Standards, starting in 
May 2005. The aim of the Asian Bond Standards 
is to explore the feasibility of measures leading to 
the establishment of an international bond market 
in East Asia, including the adoption of an interna-
tional standard for bond issuing procedures, and 
the development of market infrastructure. 

Fourth, the establishment of Asian Bond Fund 
(ABF) can also be seen as a useful initiative that 
is helping to reduce impediments to cross-border 
transactions. 

As indicated by these developments, the facili-
tation of intraregional cross-border transactions 
and the creation of an international bond market 
have emerged as key topics for discussion in re-
gional cooperation forums. 

2.  Two Views on the Creation of a 
Regional Bond Market

The term “regional bond market” is frequently 
used in reference to the concept of a regional in-
ternational bond market. While there is no precise 
definition of this term, there appear to be two ba-
sic schools of thought on the creation of a regional 
bond market. 

The first view is that the expansion of cross-
border transactions in domestic bond markets in 
the region would lead to the creation of a regional 
bond market. According to this scenario, one of 
the domestic bond markets would eventually be-
come the region’s core bond market (regional 
bond market) as a result of expanding cross-bor-
der transactions within the region. Another sce-
nario is that multiple core markets would emerge 
and eventually become linked together. 

According to the second view, East Asia should 
move toward the formation of a global bond mar-
ket (international bond market) that could rank 
alongside the Euro-bond market. This scenario is 
sometimes referred to as “the regional bond mar-
ket” concept. To avoid confusion, a market based 
on the first view will be referred to in this article 
as a “regional bond market,” and one based on the 
second view as an “international bond market.” 

The Asian Bond Standards proposal drafted 
under the ABMI reads as follows: “East Asian is-
suers will be able to issue bonds in (1) domestic 
markets, (2) other Asian bond markets (that allow 
issues by non-residents), and (3) the Euro-bond 
market. The ideal way to create a regional bond 
market is to ensure that domestic bond markets 
are properly developed and open to overseas issu-
ers and investors, so that national regulations can 
be harmonized. However, this approach would 
take time because of variation in the development 
levels of individual countries/regions. Accord-
ingly, a bottom-up approach based on market de-
velopment in individual countries/regions should 
be combined with efforts to create a new interna-
tional bond market in the region.”

This proposal is based on the view that many 
Asian countries would be unable to form their 
own fully mature bond markets because of the 
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small scale of their economies. The new interna-
tional bond market would take the place of do-
mestic bond markets. This view appears to place 
little importance on the role of domestic bond 
markets. 

The aims of bond market development in East 
Asia are likely to include (1) the formation of 
domestic financial systems based on a balance 
between banking and capital markets, (2) the al-
leviation of double mismatching, (3) the recycling 
of domestic savings within the region, and (4) the 
promotion of regional financial integration. All 
of these goals could be achieved to a greater or 
lesser degree by developing domestic bond mar-
kets. However, the first goal could not be achieved 
through the creation of an international bond mar-
ket to take the place of domestic markets. If issu-
ers were unable to issue bonds in their own cur-
rencies in the international bond market, the sec-
ond goal would also be unattainable. As discussed 
later in this article, it is difficult for Asian issuers 
to issue bonds denominated in their own curren-
cies in overseas markets. 

For these reasons, it is somewhat unrealistic to 
think of an international bond market as a substi-
tute for domestic bond markets. Basically, every 
country/region needs to develop its own domestic 
bond market, and efforts on this level are perhaps 
a prerequisite for the creation of an international 
bond market. There is a close correlation between 
the scale of a bond market and its liquidity. Any 
increase in issues in an international bond market 
could have a negative impact on the liquidity of 
domestic markets. When we think about the cre-
ation of an international bond market, we also 
need to consider ways to achieve synergy benefits 
leading to the growth of domestic markets.

Given the underdeveloped state of domestic 
bond markets, priority should be given to domes-
tic market development, and an international bond 
market should be positioned in a complementing 
role. Moreover, the creation of an international 
bond market would involve some extremely dif-
ficult issues, including market infrastructure har-
monization and the choice of an issuing currency. 
In view of these considerations, priority should 
be given at this stage to the expansion of cross-

border transactions among the region’s domestic 
markets, rather than the creation of a new market. 

A variety of efforts are being made under the 
ABMI to develop bond market infrastructure. This 
work will help to build domestic bond markets 
while also laying the foundations for the creation 
of an international bond market. The writer does 
not deny the value of these initiatives, but moves 
to harmonize market infrastructure, including rat-
ing and settlement systems, and create an inter-
national bond market should be accompanied by 
proper debate on the objectives of this process. 

3. The Significance of Facilitating 
Cross-Border Transactions

The facilitation of cross-border transactions will 
help to strengthen regional financial integration. 
Financial integration opens up domestic markets 
to outside participation, provides equal access to 
all market participants, and strengthens links with 
overseas markets. This process should probably 
proceed in step with changes that reflect the for-
mation of closer relationships at the real economic 
level, such as rising intraregional trade ratios and 
an increasing linkage among macroeconomic in-
dicators. However, this cannot occur without the 
reinforcement of the region’s domestic financial 
markets and financial institutions. 

Regional financial integration, especially the 
expansion of cross-border bond transactions, will 
provide a number of benefits. First, increased cap-
ital flows will bring improvement in the efficiency 
of the distribution of funds within the region. The 
facilitation of cross-border bond transactions is 
seen as providing economies of scale resulting 
from the utilization of the region’s vast savings, as 
well as lower issuing costs. Reasons for these ben-
efits include increased market participation, which 
would accelerate market expansion and raise the 
profile of markets, and the improved ability of 
markets to respond to the diverse needs of inves-
tors. The real meaning of the utilization of the 
region’s vast savings would be the alleviation of a 
persistent trend of a savings surplus in East Asia 
since the currency crisis. 

Second, individuals and businesses in the re-
gion will enjoy improved access to financial ser-
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vices. The expansion of investment from overseas 
increases the amount of funds available to domes-
tic borrowers, and in some cases the cost of funds 
is reduced. This can lead to a higher investment 
ratio and economic growth rate, provided that the 
resulting inflows of funds are allocated appropri-
ately. 

For investors, the advantages include the ability 
to diversify portfolios and reduce investment risks 
through the international distribution of invest-
ments. Domestic investors also benefit from diver-
sified investment opportunities resulting from the 
expansion of issues by non-residents. 

Third, transactions with non-residents lead to 
domestic financial reforms and the improvement 
of financial systems. By welcoming investors with 
diverse investment styles, it is possible to diversify 
the investor pool and improve liquidity in the sec-
ondary market. Other anticipated benefits include 
the introduction of new financial products, risk 
management tools, and overseas standards relating 
to corporate disclosure and governance, leading 
to improvements in the maturity and reliability of 
markets. 

The expansion of cross-border bond transac-
tions can therefore be expected to bring synergis-
tic progress toward the development of bond mar-
kets and the reinforcement of financial integration. 
If there is also an easing of restrictions on capital 
transactions, the cost of managing of restrictions 
will also be reduced. Further progress toward re-
gional financial integration might also strengthen 
the influence of Asian countries in international 
financial forums. 

Because of the many potential benefits of in-
creased cross-border transactions, the facilitation 
of this process is an extremely important prior-
ity. Of course, we also need to be fully aware of 
the risk that financial markets will be destabilized 
without appropriate macroeconomic policy man-
agement and financial system development.  

II. Current Trends in Intraregional 
Cross-Border Bond Transac-
tions

1. Intraregional Cross-Border Bond In-
vestment

(1) Current Trends in Cross-Border Bond In-
vestment 

In this section we will examine current trends 
in intraregional cross-border bond investment and 
bond issues by non-residents in domestic markets. 
The behavior of regional investors in relation to 
cross-border transactions is extremely important. 
Current trends in the activities of investors in 
Asian countries, including Japan, are examined in 
detail in the following analysis. 

There is also a widespread view that East Asia 
has made more progress toward financial integra-
tion with the advanced economies than regional 
financial integration. According to ADB [2005], 
while the results of an analysis of correlations 
among rates of return on financial assets in the re-
gion were indicative of progress toward regional 
financial integration, the level of integration was 
still low. The report points to the liberalization 
of capital transactions and the expansion of bond 
markets as effective ways to accelerate this prog-
ress. Ghosh ed. [2006] also refers to the low level 
of integration, based on the linkage of stock prices 
within the region. 

We will next examine trends in intraregional se-
curities investment using data from the IMF’s Co-
ordinated Portfolio Investment Survey (CPIS) at 
the end of 2005 (Table 2)(1). The balance of cross-
border securities investment (total for bonds and 
shares) by investors in eight East Asian countries/
regions (Hong Kong, Indonesia, Japan, South Ko-
rea, Malaysia, the Philippines, Singapore, Thai-
land) accounts for 11.3% of the world investment 
balance. A strong preference for safe investment 
is apparent from the fact that investment in bonds 
accounts for 73.2% of the total for East Asia, 
compared with 56.2% for the world total.

However, investment within the East Asian re-
gion makes up just 2.6% of bond investment by 
investors in these eight countries/regions. This is 
extremely low compared with intraregional invest-
ment ratios of 22.4% for NAFTA and 67.5% for 
the 15 EU members. The fact that investment in 
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East Asia accounts for 2.5% of the world balance 
of bond investment suggests that East Asian inves-
tors are not placing a high priority on intraregional 
investment. 

Furthermore, there has been a gradual down-
ward trend in the intraregional investment ratio 
for East Asia, which fell from 3.2% at the end of 
2001 to 2.7% at the end of 2003. Asian bond mar-
kets expanded rapidly during this period, but the 
contribution from cross-border investment was 
clearly minimal. In fact, the percentages of for-
eign investment in Asian government bond mar-
kets are generally low. Even in Japan, where the 
level of foreign investment is comparatively high, 
the ratio as of September 2004 was just 4.0% of 
the balance of issues. 

Table 3 shows balances of cross-border invest-
ment in long-term bonds in East Asian countries/
regions. Hong Kong leads in terms of levels of 
investment in both shares and bonds, followed by 
Singapore, Japan and South Korea. These four 
markets together account for 98.6% overall.

Japan’s intraregional investment ratios are 
extremely low at 0.7% for bonds and 4.1% for 
shares. Furthermore, Japan’s profile as a recipient 
of investment from within the region is not high, 

given the size of its market. This situation indi-
cates that Japan is a factor in reducing intraregion-
al investment ratios in East Asia. In Table 2, the 
intraregional investment ratios for East Asia other 
than Japan add up to 13.5% for bonds and 28.7% 
for shares. While these ratios are lower than the 
figures for the EU15, they are substantially higher 
than those for NAFTA regarding shares.

(2) Regional Bias of East Asian Investors in 
the Euro-bond Market 

Several studies have indicated there is a high 
ratio of intraregional investment by Asian inves-
tors in the Euro-bond market. In ADB [2005], es-
timates based on data from EuroWeek and Finan-
ceAsia indicate that East Asian investors bought 
46.8% (in value terms) of the 178 dollar-denom-
inated or euro-denominated bonds issued by East 
Asian issuers in the Euro-bond market between 
August 2002 and August 2005. Investor nation-
alities could be determined for 73 of these issues, 
and 60.1% of the bonds were bought by investors 
whose nationalities differed from those of the is-
suers. The ADB sees these figures as indicating a 
strong regional bias (or so called “Asian bid”)

 
on 

Table 2 World Balance of Cross-Border Securities Investment (End of 2005)
Long-term bonds ($billions, %)

Source of Investment 
NAFTA EU15 East Asia Other Total

Recipient Amount Share Amount Share Amount Share Amount Share Amount Share
NAFTA 244 22.4 1,100 14.8 669 33.9 1,432 48.9 3,444 25.7
EU15 441 40.4 5,008 67.5 717 36.4 1,041 35.5 7,207 53.7
East Asia 58 5.3 151 2.0 51 2.6 73 2.5 332 2.5
Other 348 31.9 1,157 15.6 536 27.2 386 13.2 2,427 18.1
Total 1,091 100.0 7,415 100.0 1,972 100.0 2,931 100.0 13,409 100.0

Shares
Source of Investment 

NAFTA EU15 East Asia Other Total
Recipient Amount Share Amount Share Amount Share Amount Share Amount Share

NAFTA 499 13.5 1,027 21.0 226 31.3 284 25.1 2,036 19.5
EU15 1,449 39.3 2,584 52.7 197 27.3 464 41.0 4,694 45.0
East Asia 769 20.9 510 10.4 106 14.7 73 6.4 1,458 14.0
Other 967 26.2 780 15.9 193 26.8 311 27.4 2,250 21.6
Total 3,684 100.0 4,901 100.0 721 100.0 1,133 100.0 10,439 100.0

Notes: East Asia consists of China, Hong Kong, Indonesia, Japan, South Korea, Malaysia, the Philippines, Singapore, Thailand 
and Vietnam. However, there are no data concerning China and Vietnam as sources of investment, so eight East Asian 
countries/regions are classed as sources of investment.

Source: Compiled by JRI using IMF, Coordinated Portfolio Investment Survey, 2005
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the part of East Asian investors. 
A different view is presented in Park and Park 

[2003]. The authors point out that the data may 
not necessarily reflect the behavior of final inves-
tors, since financial institutions based in Hong 
Kong or Singapore may be purchasing bonds for 
resale to investors in Europe or North America. 
This observation certainly deserves to be taken 
into account. However, a certain amount of re-
gional bias also emerges from the aforementioned 
analysis of trends in East Asia other than Japan 
based on CPIS data. A strong regional bias does 
not seem especially unnatural, given that bonds in 
the Euro-market are denominated in a major cur-
rency and generally have high ratings, resulting 
in a relatively low investment risk. If East Asian 
investors are really behaving in this way, this pref-
erence can be seen as an indication that there is 

considerable potential for the expansion of intrare-
gional cross-border investment if the impediments 
can be reduced. 

2. The Behavior of Japanese Investors

(1) Current Trends in Cross-Border Bond In-
vestment by Japanese Investors

The balance of cross-border investment in long-
term bonds by Japanese investors increased from 
$712.2 billion in 1997 to $1,681.1 billion in 2005 
(Table 4). NAFTA and the EU15 account for over 
70% of this total as a destination, and East Asia’s 
share amounts to only about 1%. A breakdown by 
currency shows that bonds denominated in dol-
lars, yen and euro make up 90.3% of the total.

The balance of world long-term bond invest-

Table 3 Balances of Cross-Border Securities Investment in East Asia (End of 2005)

Long-Term Bonds ($millions)
Recipient Source of Investment 

Hong Kong Indonesia Japan South Korea Malaysia Philippines Singapore Thailand Total
China 2,535 102 425 86 5 - 786 - 3,938
Hong Kong -  - 727 437 26 53 2,680 36 3,958
Indonesia 140 - 355 6 17 - 1,197 - 1,715
Japan 2,917 16 - 584 30 18 1,684 16 5,265
South Korea 7,603 1 5,321 - 39 - 3,806 84 16,854
Malaysia 3,490 - 1,065 179 - - 3,359 10 8,103
Philippines 617 5 1,339 20 4 - 590 - 2,574
Singapore 3,875 4 1,985 258 77 17 - 54 6,269
Thailand 734 - 200 31 58 17 1,003 - 2,042
Vietnam - - 12 - - - - - 12
Total 21,910 127 11,429 1,599 256 106 15,104 199 50,730

Share of intraregional 
investment (%)

12.5 25.0 0.7 5.4 11.9 4.0 18.9 16.7 2.6

Shares
Recipient Source of Investment 

Hong Kong Indonesia Japan South Korea Malaysia Philippines Singapore Thailand Total
China 34,788 -  3,650 15 9 -  2,357 1 40,819
Hong Kong - - 8,166 582 170 -  10,954 109 19,981
Indonesia 239 - 187 1 8 - 1,279 157 1,871
Japan 9,129 - - 878 21 - 4,546 74 14,647
South Korea 2,723 - 2,065 - 31 - 4,476 13 9,309
Malaysia 517 - 197 99 - - 8,013 9 8,835
Philippines 155 -  43 2 6 - 327 4 537
Singapore 2,269 61 1,902 59 640 4 - 126 5,060
Thailand 1,374 -  528 9 18 2 3,223 - 5,154
Vietnam 4 - - - - - - 37 41
Total 51,198 61 16,738 1,644 903 6 35,175 530 106,255

Share of intraregional 
investment (%)

22.5 65.5 4.1 11.8 58.3 3.3 52.0 43.5 14.7

Source: Compiled by JRI using IMF, Coordinated Portfolio Investment Survey, 2005



8 RIM   Pacific Business and Industries Vol. VII, 2007 No. 24 9RIM   Pacific Business and Industries Vol. VII, 2007 No. 24

ment in Japan increased from $169.3 billion in 
2001 to $218.9 billion in 2005. The rate of in-
crease over this period was lower than that for the 
balance of outward investment from Japan. The 
percentage of investment from East Asia fell from 
5.1% in 2001 to 2.4% in 2005. 

A breakdown of the balance of investment in 
long-term bonds by Japanese investors at the end 
of 2005 by investor type shows that banks, insur-
ance companies, mutual funds and other financial 
institutions account for approximately 83%, and 
that banks are the biggest investors (Table 5).

Investment from Japan accounts for a relatively 
large share of inward cross-border investment in 
long-term bonds in many markets (Fig. 1). Japan 
appears to be a major presence in Asian markets, 
and an increase in Japanese investment has the po-
tential to have a certain impact on recipient mar-
kets. 

(2) The Significance of Increased Bond In-
vestment in East Asia 

According to METI ed. [2006], the surplus in 
Japan’s income account has been rising as a per-
centage of GDP in recent years. However, returns 
on external assets are low compared with the 
United States and the United Kingdom for several 
reasons. First, securities investment accounts for a 

large share of external assets. Second, investments 
in advanced economies account for a large share 
of securities investment. Third, rates of return on 

Table 4 Balance of Cross-Border Investment in Long-Term Bonds by Japanese Investors

($millions, %)

Recipient
1997 2001 2002 2003 2004 2005

Amount Share Amount Share Amount Share Amount Share Amount Share Amount Share
NAFTA 261,310 36.7 368,874 36.7 397,203 35.0 491,350 34.9 534,312 33.2 578,268 34.4
EU15 292,043 41.0 401,876 40.0 454,009 40.0 550,062 39.1 634,646 39.4 628,778 37.4
East Asia 20,497 2.9 12,925 1.3 11,586 1.0 10,759 0.8 10,815 0.7 11,429 0.7
  China 4,157 880 578 422 529 425
  Hong Kong 2,261 1,254 1,137 1,574 547 727
  Indonesia 262 106 49 50 74 355
  South Korea 8,073 5,435 5,348 4,555 5,234 5,321
  Malaysia 3,207 2,197 1,823 1,409 1,140 1,065
  Philippines 504 1,347 1,389 1,156 1,237 1,339
  Singapore 659 928 680 969 1,320 1,985
  Thailand 1,371 748 550 591 693 200
  Vietnam 4 30 32 32 41 12
Other 138,311 19.4 221,202 22.0 272,721 24.0 355,003 25.2 430,244 26.7 462,638 27.5
Total 712,161 100.0 1,004,878 100.0 1,135,519 100.0 1,407,173 100.0 1,610,016 100.0 1,681,112 100.0

Source: Compiled by JRI using IMF, Coordinated Portfolio Investment Survey, 2005

Table 5 Breakdown of Japanese 
Cross-Border Securities 
Investment by Investor Type

Shares ($millions)

2002 2003 2004 2005
Banks 4,509 5,149 5,846 6,856
Insurance 
companies 

27,436 25,352 27,164 29,482

Mutual funds 11,178 18,784 43,550 66,694
Other financial 
institutions

149,106 196,127 253,518 269,169

Governments 0 29 2 2
Companies, 
individuals

18,588 29,016 34,618 36,372

Total 210,817 274,457 364,690 408,575

Long-Term Bonds

2002 2003 2004 2005
Banks 341,861 422,951 491,316 565,254
Insurance 
companies 

228,212 331,881 362,699 345,990

Mutual funds 55,316 92,354 123,506 179,903
Other financial 
institutions

217,790 246,118 285,062 298,680

Governments 46,925 17,980 16,072 7,361
Companies, 
individuals

245,420 295,890 331,367 283,925

Total 1,135,519 1,407,173 1,610,016 1,681,112

Source: Compiled by JRI using IMF, Coordinated Portfolio 
Investment Survey
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has been strong, and the correlation between them 
has weakened further with the depreciation of the 
yen. For these reasons, investment in Asian bonds 
may be useful for Japanese investors from a risk 
diversification perspective. However, this idea fo-
cuses solely on price fluctuation risk, and we also 
need to consider how investors would cope with 
credit risk, liquidity risk, political risk and finan-
cial regulation risk when investing in Asian bonds. 

(3) Outlook 

Banks have recorded the biggest increase in 
cross-border investment in long-term bonds, fol-
lowed by mutual funds and insurance companies 
(Table 5). Mutual funds have the highest rate of 
increase, and their level of investment more than 
tripled between 2002 and 2005. Mutual funds also 
registered the biggest increase in investment in 
East Asian bonds, followed by other financial in-
stitutions and insurance companies (Fig. 2). 

One of the factors behind this growth was the 
opening up of the Asian Bond Fund (ABF) to pri-
vate sector investors. The fund in question was 
ABF2, which is based on investment in bonds de-

direct investment are low. One way to improve 
this situation would be to increase securities in-
vestment in East Asia.  

Bond investment in East Asian markets would 
accelerate the development of local bond markets, 
while investors would benefit by spreading their 
risks and earning extra income. International port-
folio diversification is seen as an effective way 
to reduce systematic risks (market-specific risks 
that do not recede even when there is an increase 
in the number of investment issues in a particular 
market). Bond investment in East Asia could be a 
useful risk spreading tool for globally active bond 
investors.

 According to an analysis of rates of return on 
Asian government bonds (by HSBC’s index of re-
turns on Asian bonds, dollar-based, no hedging) in 
McCauley and Jiang [2004], there is little correla-
tion in terms of rates of return between Japanese 
and Asian bonds and U.S. bonds, in contrast with 
the strong reciprocal correlations that exist among 
rates of return on U.S., European and Australian 
bonds. This pattern also applies in general to the 
performance of yen-based investment. Looking at 
rates of return (yen-based) on Japanese and Asian 
bonds, we find that while Japan’s long-term inter-
est rates have tended to rise in recent years, the 
local currency-based performance of Asian bonds 
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their presence (Table 6). The increase in the bal-
ances of mutual funds has been especially rapid. 
In several markets, including Hong Kong, Singa-
pore, Malaysia and South Korea, the asset balanc-
es of institutional investors represent significant 
percentages of GDP, and there is a close linkage 
between bond market development and the expan-
sion of institutional investors. In China, the total 
assets of institutional investors are expanding rap-
idly. When Table 6 and Table 3 are compared, it 
becomes apparent that intraregional investment 
ratios are high in Hong Kong and Singapore. 

(2) Pension Funds

The governments of Malaysia and Singapore 
have both established mandatory savings schemes 
known as “provident funds.” These funds are 
equivalent to around 60% of GDP (Table 7). In 
Hong Kong, financial reforms implemented in 
2000 resulted in the establishment of Mandatory 
Provident Funds, which exist alongside earlier 
schemes. There has been rapid growth in the as-
sets of South Korea’s National Pension Scheme, a 
government pension scheme established in 1986 
for employees in private sector businesses and 
self-employed people. Separate schemes have also 
been established for government employees, mili-
tary personnel and teachers. 

However, the region’s overall pension assets are 
not large. South Korea, the Philippines and Thai-
land have government-run defined-benefit pension 
schemes, but these are still immature, and the de-
mand for investment in securities is limited. 

With the exception of Hong Kong, where share 
investment accounts for a large percentage of fund 
assets, these funds are managed conservatively, 
and most of their assets are in government bonds 
and bank deposits. In this sense, the funds have 
not played a significant role to the development of 
bond markets (Table 8), and they have contributed 
little to the expansion of intraregional securities 
investment. Conservative management of pension 
assets is a common characteristic in developing 
economies, in contrast with advanced economies, 
where large percentages of assets are invested in 
shares or foreign assets. 

nominated in local currencies. Foreign-affiliated 
securities companies have led an expansionary 
trend in the establishment and sales of mutual 
funds with portfolios that include Asian bonds. 
Some institutional investors have also commis-
sioned foreign-affiliated asset management com-
panies to invest in emerging bonds on their behalf. 
With interest rates still low, individual investors 
are increasingly motivated toward investments de-
nominated in foreign currencies. The rapid growth 
of foreign currency-denominated mutual funds is 
a reflection of this situation. Foreign currency-de-
nominated assets make up just over 2% of house-
hold assets, and there is a strong possibility that 
this level will rise. 

Growth in demand for foreign currency-denom-
inated mutual funds has been accompanied by the 
diversification of the products offered. The most 
important requirement for an emerging bond be-
ing considered for inclusion in a product is a high 
coupon. When the balance between risks and re-
turns is taken into account, there is a strong likeli-
hood that investment in East Asian bonds will ex-
pand further. 

3. Trends in the Behavior of Asian 
Investors (2)

(1) Overview

Banks are major investors in Asian bond mar-
kets, but institutional investors are also expanding 

Table 6  Scale of Institutional 
Investors in Asian Markets 
(End of 2004)

($billions, %)

Pension 
Funds

Life 
Insurance 

Mutual 
Funds

Total % of GDP

China 28.0 136.0 27.0 191.0 11.1
Hong Kong 38.0 9.0 465.6 512.6 308.6
Indonesia 5.4 10.5 11.1 27.0 10.9
South Korea 161.0 133.0 186.0 480.0 63.8
Malaysia 70.0 21.0 23.0 114.0 96.4
Philippines 7.9 2.7 1.4 12.0 14.0
Singapore 68.0 33.0 28.0 129.0 116.0
Thailand 20.0 17.0 19.0 56.0 33.6
Total 398.2 362.2 761.2 1,521.7 45.2
Japan 2,981.0 3,452.0 524.0 6,957.0 151.7

Source: Dalla [2006]
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Apart from Hong Kong, pension fund man-
agement is subject to extremely stringent regula-
tion, and in many cases a certain percentage of 
assets must be invested in government bonds. In 
Thailand, for example, at least 60% of assets in 
the Government Pension Fund (GPF, a pension 
scheme established in 1997 for government em-
ployees) must be invested in extremely safe se-
curities (excluding shares and unrated corporate 
bonds etc.), and no more than 10% of assets can 
be invested in shares or overseas assets. The GPF 
has formulated its own rules for the allocation of 
assets under these restrictions.

The easing of investment restrictions and the 
improvement of management technology are ex-
pected to result in the diversification of pension 
fund asset allocations in the future. However, this 
will require the establishment of governance sys-

tems and risk management systems. Although 
credit risk relating to investment is managed 
comparatively well, systems to manage interest 
rate risk and currency risk still appear to be inad-
equate, and improvements in these areas will be 
especially important for the expansion of overseas 
investment. 

(3) Insurance Sector

There has been steady growth in the assets 
of insurance companies in all of the countries/
regions. Countries/regions in which the ratio of 
insurance premiums per annum to GDP is high 
include Hong Kong, South Korea and Singapore 
(Table 9). The level of assets is generally low, and 
further expansion is expected as national income 
levels rise. The scope for expansion is especially 

Table 7  Pension Schemes in Asia 

($billions, %)

Total Pension Assets Most Important Scheme

Amount % of GDP Scheme Assets
Establishment 

Date
Contribution 

Rate

Hong Kong 38.0 23.3
Mandatory Provident 
Funds 

15.5 2000 10.0 

Indonesia 11.5 4.6 Jamsostek 3.8 1995 5.7 
South Korea 161.0 21.4 National Pension Scheme 128.6 1986 9.0 

Malaysia 70.0 59.4
Employees Provident 
Fund

63.3 1951 23.0 

Philippines 10.0 10.2 Social Security System 3.5 1948 9.4 
Singapore 68.0 63.7 Central Provident Fund 68.0 1955 33.0 
Thailand 20.0 12.2 Social Security Fund 6.7 1990 6.0 

Notes: Contribution rates are totals for employees and employers.
Source: Ghosh ed. [2006]

Table 8 Pension Fund Asset Allocations

(%)

Claims on 
Public Sector

Claims on 
Financial 

Institutions

Corporate 
Bonds

Shares
Overseas 

Assets
Others

Hong Kong n.a. 20.0 0.0 54.0 0.0 26.0 
Indonesia 13.5 49.4 23.0 5.2 0.0 8.9 
South Korea 43.5 0.9 11.1 3.2 2.8 38.5
Malaysia 38.5 8.8 31.0 19.7 n.a. 2.0 
Philippines 15.0 0.0 0.0 33.0 0.0 3.8
Singapore 96.2 n.a. n.a. n.a. n.a. 3.8
Thailand 39.9 29.0 14.2 11.3 2.8 2.8

Notes: "Others" includes only bonds. The figures for Hong Kong, Malaysia and the Philippines refer only to 
the "most important scheme" listed in Table 7.

Source: Ghosh ed. [2006]
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large in China, Indonesia, the Philippines and 
Thailand. 

In some countries/regions, such as Hong Kong, 
there are almost no restrictions on the invest-
ment of funds by insurance companies. Gener-
ally, however, there is a strong emphasis on safety, 
and companies are required to establish reserves. 
There are also quantitative limits on investment 
in particular products and companies. In Malay-
sia, for example, insurance companies must invest 
at least 25% of their assets in government bonds. 
With the exception of companies in Hong Kong 
and Singapore, insurance companies invest most 
of their assets in domestic bonds, while shares, 
real estate and foreign currency assets make up 
only small percentages of assets. In Hong Kong 
there are many U.S. dollar-denominated life insur-
ance products, and insurance companies invest in 
U.S. dollar-denominated bonds. Insurance compa-
nies in Singapore are diversifying their asset allo-
cations, and they are allowed to invest up to 20% 
of their total assets offshore. 

As with the pension funds, the insurance sector 
is oriented toward long-term funds, and insurance 
companies are major investors in long-term bonds. 
However, they are not active traders, in part be-
cause their assets are marked to market only infre-
quently. Another reason is the fact that insurance 
companies rarely use market indexes for invest-
ment benchmark. 

If restrictions on investment by insurance com-
panies are eased in response to improvements in 
risk management technology and other factors, 

investment in risk assets can be expected to in-
crease.

 
(4) Mutual Funds

Fostering mutual funds is a key policy goal in 
East Asia(3). In many Asian markets, the balances 
of mutual funds have risen rapidly, and by the end 
of 2004 the region accounted for around 10% of 
the world balance (Table 10). In advanced econo-
mies, the market is dominated by equity funds, 
but in most developing countries bond funds form 
the mainstream. 

Table 9 Development of Insurance Sector

(%, dollars)

1997 2000 2004
Penetration Density Penetration Density Penetration Density

China 1.4 10.8 1.8 15.2 3.3 40.2
Hong Kong 3.5 945.5 4.8 1,162.0 9.3 2,217.2
Indonesia 1.3 13.1 1.2 8.6 1.3 15.6
South Korea 15.4 1,232.3 13.1 1,234.1 9.6 1,419.3
Malaysia 4.4 198.8 3.7 151.0 5.4 256.6
Philippines 1.5 17.1 1.4 13.5 1.5 15.5
Singapore 5.1 1,327.3 4.2 966.3 7.5 1,849.4
Thailand 2.4 52.5 2.5 49.3 3.5 92.2

Notes: "Penetration" is the ratio of insurance premiums per annum to GDP. "Density" is premiums per 
annum per capita. 

Source: Ghosh ed. [2006]

Table 10 Net Assets of Mutual Funds

($billions)
2000 2002 2004

Australia 342.0 356.3 635.1
Hong Kong 195.9 164.3 343.6
India 13.5 20.4 32.8
Japan 432.0 303.2 399.5
South Korea 110.6 149.5 177.4
New Zealand 7.8 7.5 11.2
Philippines 0.1 0.5 1.0
Taiwan 32.1 62.2 77.3
Total (Asia-Pacific) 1,134.0 1,063.9 1,677.9
Americas (North, Central, South) 7,424.1 6,776.3 8,792.4
Europe 3,296.0 3,463.0 5,628.2
South Africa 16.9 21.0 54.0
Grand total 11,871.1 11,324.1 16,152.4

2000 2002 Jun. 2003
Malaysia 11.4 14.1 18.6
Singapore 95.9 105.7 n.a.
Thailand 3.2 5.0 7.0

Source: Park et al. [2006] (IMF [2004] for the three countries 
in the lower part of the table)
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Mutual funds in Hong Kong, South Korea and 
Singapore have large balances and are advanced 
in terms of the development of their product rang-
es. The establishment of regional centers for as-
set management industry is a policy in all three 
countries/regions, and in both Hong Kong and 
Singapore over one-half of mutual fund buyers 
are foreign investors (approximately 60% in Hong 
Kong and 70% in Singapore in 2004). Several 
countries/regions, including Hong Kong, Singa-
pore, Taiwan and Thailand, provide tax incentives 
for mutual funds. Mutual funds are major inves-
tors in the Thai bond market. 

 The total assets of Hong Kong’s asset manage-
ment industry, including pension funds, mutual 
funds, investment advisors and private banking 
services, have expanded from HK$1.6 trillion at 
the end of 2002 to HK$4.5 trillion at the end of 
2005(4). Equity funds make up a larger percentage 
of mutual funds in Hong Kong than in any other 
Asian market (Fig. 3). The asset management in-
dustry in Hong Kong consists mainly of foreign 
asset management companies, and local compa-
nies play only a limited role. Only 53.2% of total 
entrusted funds were invested through domestic 
offices in 2005. 

In 2005, 79.3% of mutual fund assets managed 
within Hong Kong were invested in Asia, includ-
ing the home markets. Of the assets managed by 
the asset management industry as a whole, 22.2% 
were invested within Hong Kong and the remain-
der overseas. 

In Singapore, the government has supported the 
development of the asset management industry 
since 1998. Related measures include the con-
tracting of fund management for the Monetary 
Authority of Singapore and the Central Provident 
Fund, and the provision of tax concessions to for-
eign asset management companies. Since April 
2001, foreign asset management companies have 
been able to manage funds directly in Singapore. 
The industry has grown from S$343.8 billion at 
the end of 2002 to S$720.4 billion at the end of 
2005(5). The assets of local asset management 
companies (companies in which residents own at 
least 50% of shares) account for S$129.5 billion 
of this total. 

Shares make up a high percentage of the in-
dustry’s asset mix, albeit to a lesser extent than in 
Hong Kong (Fig. 4). Regionally, the Asia-Pacific 
region accounts for 53%. Domestic investment 
is estimated to make up around 20% of the total. 

Fig. 3 Breakdown of Net Assets of 
Hong Kong Mutual Funds (End 
of 2005, %)

Notes: Total net assets are HK$667,590 million.
Source: Compiled by JRI using website of Hong Kong In-

vestment Funds Association
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As in Hong Kong, the percentage of investment 
within the region appears to be high. The invest-
ment behavior of the asset management industries 
of Hong Kong and Singapore has become a key 
factor driving the expansion of intraregional secu-
rities investment. 

The growth of mutual fund assets and the di-
versification of products in Asian countries and 
regions is expected to continue. In addition to in-
creased use of market valuations of managed as-
sets and the training of fund managers, the healthy 
development of mutual funds will also require 
efforts to improve the product knowledge of in-
dividual investors, and the establishment of regu-
latory and supervisory frameworks to ensure the 
transparency of products. It is also essential to en-
sure that individual investors are properly informed 
about the risks associated with securities invest-
ment when mutual funds are marketed. 

4. Bond Issues by Non-Residents in 
Regional Markets

(1) Bond Issues by Non-Residents and the 
Role of International Organizations

The scale of an economy and the stage of de-
velopment are key factors determining the size of 
domestic bond markets. Markets can be expanded 
by increasing issues by non-residents. Of course, 
market development is an essential prerequisite, 
since non-residents do not issue bonds in imma-
ture markets. Hong Kong and Singapore account 
for large percentages of issues by non-residents in 
Asian markets (Fig. 5). 

As noted in Part 1, issues by international or-
ganizations play an important role(6). Benefits 
from this activity include the introduction of so-
phisticated financial technology and rules based 
on international standards into bond markets, the 
establishment of new benchmarks, the extension 
of yield curves through the issuance of long-term 
bonds, and the provision of new investment tar-
gets for investors. Since foreign investors can be 
expected to invest in bonds issued by international 
organizations, this activity is also likely to encour-
age cross-border investment, inform foreign inves-
tors about the existence of domestic bond markets, 

and facilitate issues by local issuers. 
For example, since issuing its first samurai 

bonds in the early 1970s, the Asian Development 
Bank has since implemented issues in many bond 
markets, including Australia, Hong Kong and In-
dia. Through their role as issuers, international 
organizations are likely to remain key contributors 
to bond market development.

(2) The Hong Kong Market 

Hong Kong has highly developed banking and 
equity markets. Because of its currency board sys-
tem, Hong Kong is heavily reliant on U.S. dollar-
denominated bonds(7), a factor that has slowed 
the development of the domestic bond market. 
However, the Hong Kong Monetary Authority 
(HKMA) has gradually lengthened the maturities 
for its Exchange Fund Bills and Exchange Fund 
Notes(8), which were first issued in 1990, in order 
to provide solid benchmarks. Market development 
initiatives such as this have been reflected in the 
expansion of the bond market since the currency 
crisis. There have also been issues by internation-
al organizations, including one by the Asian De-
velopment Bank in 1992. There are no approval 
formalities for bond issues by any type of issuer. 

Fig. 5 Percentage of Bond Issues by 
Non-Residents to Outstanding 
Corporate Bonds

Notes: 0% for China and India
Source: Gyntelberg et al. [2005]
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Hong Kong is also extremely advanced in terms of 
the transparency of its regulatory framework and 
the development of market infrastructure. Resi-
dents and non-residents are treated equally.

In January 1994, the HKMA launched the Cen-
tral Moneymarkets Unit (CMU), the centralized 
settlement system for Hong Kong dollar bond is-
sues by private sector issuers. In December 1994, 
this system was linked to Euroclear and Cedel (as 
it was then known) to enhance the convenience of 
the Hong Kong market for foreign issuers and in-
vestors. Today settlements can be made in Hong 
Kong dollars, U.S. dollars and euros. There are 
no restrictions whatsoever on trading on the Hong 
Kong foreign exchange market or investment in 
the bond market by foreign investors. 

The main investors in the bond market are 
banks, which hold approximately 85% of Ex-
change Fund Bills and Notes. The presence of in-
stitutional investors is expanding, in part because 
of the introduction of Mandatory Provident Funds. 

In 1998 bonds issued by non-residents, includ-
ing international organizations, accounted for 
21.1% of the balance. By 2005 this had risen to 
41.8% (Fig. 6). The main non-resident issuers 
other than international organizations are foreign 

banks. Nationalities of issuers include European 
countries, Australia, China and South Korea (in-
cluding the Korea Development Bank and the Ko-
rea Export-Import Bank)(9). Bonds issued in Hong 
Kong tend to be for small amounts and short ma-
turities(10), but issuing conditions can be more fa-
vorable than in other markets, including the cost 
of swapping to U.S. dollars. When issuing bonds 
for large amounts with long maturities, the same 
issuers use other markets, such as the Euro-bond 
market. 

This increase in bond issues in Hong Kong by 
non-residents has obviously resulted from the es-
tablishment of an international financial center 
with no restrictions on capital transactions. Bond 
investment from China into Hong Kong is also ex-
pected to increase following the easing of China’s 
regulations on overseas investment. (The QDII 
system has been fully implemented since April 
2006.) 

(3) The Singapore Market 

The Singapore bond market rivals the Hong 
Kong market for efficiency and transparency. 
Although Singapore, like Hong Kong, has main-
tained a fiscal surplus, the Monetary Authority of 
Singapore (MAS) continually issues government 
bonds as a way of fostering the market. Maturities 
are growing longer, and in March 2007 a 20-year 
bond was issued. This is expected to become the 
benchmark for bond issues, especially for infra-
structure projects. 

The balance of bond issues has risen from 
24.8% of GDP at the end of 1997 to 73.9% at the 
end of June 2006 (Fig. 7). Most of both govern-
ment and corporate bonds have maturities of less 
than five years. Major domestic banks and the 
Central Provident Fund (CPF) are the main inves-
tors in government bonds, but the level of trading 
activity is not high. The expansion of the asset 
management industry, including mutual funds, in 
recent years is expected to contribute to the im-
provement of liquidity in the government bond 
market. 

Currency value stability is a priority under 
Singapore’s non-internationalization policy, and 
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there are restrictions on transactions in Singapore 
dollars (borrowing and trading) by non-residents. 
However, these restrictions have gradually been 
eased since the currency crisis. In August 1998, 
the MAS issued Notice 757, which allowed non-
residents other than banks to procure funds in Sin-
gapore dollars. The system has since been modi-
fied several times, and there is still a regulation 
stating that when non-resident financial institu-
tions issue Singapore dollar bonds and intend to 
use the proceeds overseas, they must first swap the 
Singapore dollars into a foreign currency before 
remitting the funds overseas(11). However, there is 
no restriction whatsoever on the issuance of Sin-
gapore dollar bonds by non-residents. The Singa-
pore bond market is open to investment by non-
residents, and non-residents are able to borrow 
funds from financial institutions in Singapore for 
this purpose. The main foreign investors are hedge 
funds and asset management companies.

Bonds are issued by (1) statutory boards, (2) 
special purpose vehicles (SPVs), (3) business cor-
porations, (4) real estate companies, (5) financial 
institutions, and (6) non-residents (Fig. 8). The per-
centage of non-residents averages almost 20%. 
Around 20% of bond issues by non-residents are 
by issuers in East Asia, especially Hong Kong and 
South Korea. The first issue by an international or-

ganization was implemented by the IFC in 1998. 
There is also lively foreign currency denominat-

ed corporate bond issuing activity in Singapore’s 
offshore market (Fig. 9). This is basically a U.S. 
dollar bond market, and in 2004, 84.9% of issues 
were denominated in U.S. dollars. In 2002, 22% 
of issuers were from Japan, 20% from Europe, 
12% from Singapore, 11% from the United States, 
and 4% from Asian countries/regions, while the 
nationalities of 31% were unknown.

The MAS has identified several priorities for 

Fig. 7 Balance of Bond Issues in 
Singapore

Notes: The 2006 figure for corporate bonds is as at June 30. 
Corporate bond totals include only bonds denomi-
nated in Singapore dollars.

Source: Dalla [2003], MAS, Asian Bonds Online for corpo-
rate bonds from 2005 onwards
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Fig. 8 Breakdown of Corporate Bond 
Issues in Singapore

Notes: Figures for 2004 onwards are estimates because of 
a change in the way the data are presented.

Source: MAS, Survey of the Singapore Corporate Debt 
Market, various issues

Fig. 9 Corporate Bond Issues in 
Singapore by Currency 
Denomination

Source: MAS, Survey of the Singapore Corporate Debt 
Market, 2005
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the future development of the bond market. These 
include the facilitation of access to bond market 
for SMEs through the use of securitization and 
other methods, and an increase in activities by 
cross-border investors and issuers. 

(4) The Samurai Bond Market 

Samurai bonds are yen-denominated bonds 
(publicly offered yen-denominated foreign bonds) 
issued by non-residents in Japan’s domestic bond 
market. The Asian Development Bank implement-
ed the first samurai bond issue in 1970. Initially 
stringent issuing qualifications were imposed, and 
most issues were by governments and govern-
ment institutions. East Asian issuers, including the 
government of Singapore and the Korea Develop-
ment Bank, began to use the samurai bond market 
(Fig. 10). The issuing standards were gradually 
relaxed and were eventually based on the lowest 
rating limit. The standards were totally abolished 
in 1996, but the value of issues has stagnated at 
around ￥1 trillion per year (Fig. 11). 

The first Euro-yen bond issue was implemented 
by the European Investment Bank (EIB) in 1977. 
The issuing procedures were simplified in the 

1980s, and investors were attracted from through-
out the world. These and other factors led to an 
increase in issues, and by 1987 Euro-yen bonds 
accounted for 17% of the total value of issues in 
the Euro market. The weight of Euro-yen bonds in 
the Euro market subsequently declined, but issues 
remained substantially larger than samurai bond 
issues. 

Fig. 10 Samurai Bond Issuing Activity 
(Cumulative Totals Since 
Establishment of Market)

Source: Nishi and Vergus [2006]
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Fig. 11 Value of Issues of Samurai Bonds, etc.

Notes: 2006 up to November
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There are several reasons for the stagnation of 
samurai bond issues, including (1) the small num-
ber of non-resident investors, (2) the high cost of 
legal fees and bank commissions because of is-
suing procedures that include a requirement to 
prepare documents in Japanese, and (3) the time 
required for issuing procedures, which reduces 
maneuverability and prevents issuers from setting 
terms flexibly.

In recent years, issuers with credit ratings above 
a specific level have been allowed to use the shelf 
registration system. There has also been progress 
toward the easing of regulations, including the ab-
olition of the requirement for listing on a domes-
tic stock exchange. As a result, the gap between 
samurai bond issues and Euro-yen bond issues is 
tending to shrink. Though samurai bonds are in-
ferior to Euro-yen bonds in terms of the scale of 
issuance and liquidity, they are attracting renewed 
interest because of their capacity to raise substan-
tial amounts of money in the domestic market. 

East Asian issuers account for a significant 
percentage of this activity (Fig. 12). South Ko-
rea leads, but there are also issuers from other 
countries/regions, including China, Malaysia, 
Thailand, the Philippines and Hong Kong(12). The 
samurai bond market is generally seen as having 
the following characteristics(13). First, business 

corporations, governments and government in-
stitutions, financial institutions and international 
organizations account for similar percentages of 
issues. Second, almost 90% of issues have ratings 
of BBB or higher. Third, around 80% of issues are 
straight bonds, while structured bonds make up 
about 20%. 

In 2006 (January-November), the value of sam-
urai bond issues fell by 72% compared with the 
same period in the previous year to ￥536.4 bil-
lion. This reflects the abolition of bond certificates 
following the introduction of the new corporate 
bond transfer system, the possibility that the 30% 
withholding tax exemption that has historically 
been applied in the United States will no longer 
be available, and the fact that U.S. corporations 
have delayed issues. Though the withholding tax 
exemption will remain for the time being, this 
situation illustrates the difficulty of coping with 
regulatory requirements in cross-border transac-
tions. 

III. Impediments to Cross-Border 
Bond Transactions; Solutions

This section examines impediments to intrare-
gional cross-border bond transactions, and mea-
sures to alleviate these problems. First, factors 
that can impede bond investment by non-residents 
include the following. (1) If the issuing market 
is immature and the scale of the bond market is 
small, foreign investors will have no incentive to 
invest because of problems that include credit risk 
relating to issuers or the low credit status of the 
government concerned. (2) If the secondary mar-
ket is immature, problems will include low market 
liquidity and inadequate infrastructure. (3) If the 
authorities impose restrictions on capital transac-
tions or tax-related impediments, these may hin-
der cross-border investment. (4) Investors may be 
affected by currency risk. Because of the variety 
of factors that can impede investment in the bond 
markets of developing countries, long-term initia-
tives are needed to facilitate investment. Similar 
problems affect bond issues by non-residents. 

Growth in cross-border transactions cannot be 
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Fig. 12 Regional Distribution of 
Samurai Bond Issuers (%)

Notes: Based on issues between 1999 and mid-2003
Source: Kigoshi [2003]
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achieved solely by alleviating impediments to in-
vestment. Significant expansion is unlikely with-
out economic incentives such as low issuing costs 
and the attractiveness of investment in terms of 
the risk-return perspective. Government authori-
ties need to establish a clear policy on the facilita-
tion of transactions. 

Table 11 lists the factors that contribute to the 
development of domestic corporate bond mar-
kets. This information is likely to be useful when 
considering ways to facilitate cross-border bond 
transactions.

1. Development of Market Infrastructure

(1) Market Infrastructure as an Impediment 
to Cross-Border Bond Transactions 

Primary bond markets in Asia have expanded 
significantly, but secondary market liquidity re-
mains low. This is a serious obstacle to the expan-
sion of cross-border bond transactions. The low 
level of liquidity is attributable not only to market 
infrastructure problems, but also to the small size 
of markets and bond issues, and the fact that there 
has not been sufficient diversification of investor 
pools. 

ADB [2006] analyzes the results of a question-
naire survey of 45 market makers in East Asian 
bond markets in September 2006. Investor diver-
sification was seen as the most important means 
of improving market liquidity. Survey participants 
also emphasized the need to ensure the transpar-
ency of market prices and develop hedging tools 
among market infrastructure (Table 12). 

Takeuchi [2005] provides the results of a ques-
tionnaire survey of market participants under the 
auspices of the ABMI. The survey looked at im-
pediments to investment in domestic markets by 
non-residents, overseas investment by residents, 
and issues in domestic markets by non-residents. 

First, areas in which impediments to investment 
in domestic markets by non-residents were seen to 
exist included (1) the regulation of capital transac-
tions, (2) taxation systems, (3) regulatory trans-
parency, (4) access to hedging tools, (5) clearing 
and settlement systems, (6) the transparency of 
market prices, and (7) investor protection and dis-
closure. 

The regulation of capital transactions (1) was 
generally tightened after the currency crisis. 
Though restrictions have gradually been eased 
since then, some still remain (Table 13). There 
are few regulations that create extremely complex 
problems relating to investment in domestic mar-
kets by non-residents. However, while domestic 
market investment is allowed under China’s QFII 
(qualified foreign institutional investor) system, it 
is limited to listed bonds. This is a problem, since 
it precludes participation in the interbank bond 
market (an OTC market for institutional inves-
tors), which offers the best liquidity. On the other 
hand, apart from the restrictions imposed in Chi-
na, there are no major obstacles to the recovery of 
invested funds. 

Table 11  Factors Determining 
Corporate Bond Market 
Development 

1. Economic conditions required for market development
(1) Achievement of certain level of economic development, 

maintenance of certain level of economic growth
(2) Macroeconomic stability, completion of interest rate 

liberalization 
2.State of development in other areas of financial sector   

(banking, stock market)
3.Presence of market participants (issuers, investors, 

intermediaries, regulatory authorities)
(1) Accessibility to market
(2) Adequate incentives for participation

Measures to expand the issuer base
・Improvement of creditworthiness through self-help 

efforts by businesses
・ Development of related infrastructure (e.g simplication 

of issuance regulations, improvment of disclosure, 
development of bankruptcy law)

・Expansion of issues by non-residents (international 
organizations, multinationals, etc.)

・Use of securitization and credit guarantees
・Expansion of investment targets available to investors

4. Direct Infrastructure 
(1) Government bond market, short-term money market 
(2) Trading platforms
(3) Market information infrastructure 
(4) Hedging tools (derivatives, repos)
(5) Bond trading and settlement systems 
(6) Foreign exchange market

5.Indirector infrastructure 
(1) Development of laws and regulations (securities law, 

company law, bankruptcy law, capital transaction 
regulations)

(2) Corporate disclosure (including ratings)
(3) Economic entities as infrastructure (accountants, 

securities analysts, rating agencies, courts)
(4) Tax systems 

Source: Various data
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Table 12 Development of Derivatives Markets 

Australia Japan 
Hong 
Kong 

Singapore 
South 
Korea 

Malaysia Thailand Philippines Indonesia China Vietnam 

(Listed)
Government bond 

futures
○ ○ ○ △ ○ ○ × × × × ×

Interest rate futures ○ ○ ○ ○ ○ ○ × × × △ ×
Intereset rate/bond options ○ ○ × △ ○ × × × × × ×

(OTC)
Interest rate swaps ○ ○ ○ ○ ○ ○ ○ △ ○ ○ △

Interest rate cap/collar ○ ○ × ○ ○ △ △ × × × ×
FRA ○ ○ ○ ○ ○ ○ ○ △ △ × ×
CDS ○ △ ○ ○ △ × × × × × ×

Notes: FRA = Forward Rate Agreements, CDS= Credit Default Swaps ;○ = active, △ = limited, × = not available
Souce:Summary from ADB[2005]

Table 13 Restrictions on Bond-Related Capital Transactions 

Inward investment by 
non-residents

Overseas issues by 
residents

Domestic issues by 
non-residents

External investment by 
residents

Recovery of funds by 
non-residents

China 

Under the QFII 
(qualified foreign 
institutional investor) 
system, investment in 
listed bonds is possible 
within fund allocation.

Permission required 
(domestic recovery 
required for foreign 
currency procured)

Prohibited

Permission required 
(investment by banks 
limited to purchases 
using on-hand foreign 
currency)

Permission required 
(no recovery of 
funds for three years 
with closed end 
investments, one year 
with other investments)

South 
Korea

Free (but registration 
required) Notification required Notification required Free Free

Hong Kong Free Free Free
Free (limits on amounts 
invested by institutional 
investors)

Free

Singapore Free Free

Free (swapping into 
foreign currencies 
required when using 
funds overseas)

Free Free (swap into foreign 
currencies required)

Malaysia Free Permission required Permission required

Limited (restictions on 
amount converted from 
ringgits and amount 
invested by institutional 
investors, prior 
registration required in 
principle)

Free

Thailand Free Permission required Permission required Permission required Prior reporting required

Philippines 

Free (but registration 
required when 
recovering funds 
through foreign 
exchange transactions 
with local banks)

Permission required Permission required

Permission required 
if in excess of $6m 
per year. Registration 
required for conversion 
from pesos.

Free if registration 
documents at time of 
investment are shown 
(permission required 
when recovering 
funds through foreign 
exchange transactions 
with local banks)

Indonesia Permission required, 
limited approval

Permission required 
(banks only) Free

Limited (some activities 
prohibited, e.g. 
overseas investment by 
insurance/reinsurance 
companies, purchase by 
banks of rupiah-denominated 
bonds issued by 
non-residents)

Free (reporting 
required)

Source: ADB [2005], Takeuchi [2005]
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Restrictions on foreign exchange transactions 
include the non-internationalization policies ad-
opted in Singapore, Malaysia, Thailand, Indonesia 
and South Korea. The purpose of a non-interna-
tionalization policy is to limit the circulation of 
the domestic currency in overseas markets. This is 
achieved by restricting local currency lending to 
non-residents and foreign exchange transactions 
with non-residents(14). While these restrictions do 
not preclude investment in domestic markets by 
non-residents, they can hinder significant expan-
sion. 

Aspects of taxation systems (2) that can cause 
problems for foreign investors include withhold-
ing taxes on interest income and capital gains 
taxes. These taxes were abolished in Malaysia in 
2004, and in Thailand in 2005, and they are not 
applied to non-residents in Hong Kong or Sin-
gapore. However, withholding taxes and capital 
gains taxes are still levied in China, Indonesia, 
South Korea and the Philippines. 

Regulatory transparency (3) is reflected in the 
costs incurred by non-residents when gathering 
the information needed for investment. Govern-
ments need to clarify their regulations and provide 
the necessary information in English. They should 
also integrate systems for responding to inquiries 
from investors. While Asian Bonds Online pro-
vides information about bond purchasing methods 
in various countries/regions, there is a need for 
further efforts to improve information systems at 
the regional level. 

Second, areas in which impediments to over-
seas investment by residents may exist include (1) 
the regulation of capital transactions, (2) taxation 
systems, (3) regulatory transparency, and (4) ac-
cess to hedging tools. Many governments regulate 
capital transactions relating to overseas invest-
ment. There are no major problems relating to 
taxation systems, but residents investing overseas 
face the same problems as non-residents invest-
ing in domestic markets in the area of regulatory 
transparency and access to hedging tools. 

Third, only China and Thailand prohibit is-
sues in domestic markets by non-residents. How-
ever, research indicates that such issues are in fact 
rare(15). This reflects high issuing costs because of 

factors that include the need to obtain ratings and 
listings in the market concerned and prepare docu-
mentation in the local language. These costs have 
been reduced in Hong Kong and Singapore, where 
the number of issues by non-residents is high. 
Hong Kong in particular has simplified its issuing 
procedures to allow rapid implementation. Issuers 
can use proceeds from issues within Hong Kong 
or remit the funds overseas. They also have access 
to hedging tools. There are no listing and rating 
requirements, and no taxation.

This analysis points to three conclusions. First, 
the expansion of cross-border bond investment in 
Asian countries/regions will require (1) the im-
provement of domestic markets, with particular 
emphasis on the transparency of market prices, 
the disclosure of detailed information, and the 
availability of hedging tools, (2) reforms targeting 
the regulation of capital transactions and taxation 
systems, and (3) the improvement of regulatory 
transparency(16). Second, governments should also 
work to expand overseas investment by residents 
by easing regulations, though this will also require 
other improvements, including the development 
of domestic institutional investors. Third, the ex-
pansion of issues in domestic markets by non-
residents will require positive support by govern-
ments.

(2) Results of Asian Bond Fund (ABF) Initia-
tives

We will next examine the ABF initiatives from 
the perspective of reducing impediments to in-
vestment. The Executives’ Meeting of East Asia - 
Pacific Central Banks (EMEAP) has established 
two of these funds - ABF1 and ABF2. The ABF2 
caters for investment in local-currency bonds in 
eight countries/regions (China, Hong Kong, In-
donesia, South Korea, Malaysia, the Philippines, 
Singapore and Thailand). It consists of the dollar-
denominated Pan-Asia Bond Index Fund (PAIF) 
for cross-border investment in bonds of the eight 
countries/regions, which was worth approximate-
ly $1 billion at the time of its establishment, and 
single-market funds with a combined value of 
approximately $1 billion at the time of establish-
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ment. Unlike the ABF1, the ABF2  was open to 
participation by private sector managers, bench-
mark index providers and investors. 

The ABF2 was designed as a passively man-
aged open-ended listed fund(17). Reasons for this 
included low fund management costs, the abil-
ity to market the fund to a wide range of investors, 
and high fund liquidity. The PAIF was established 
in Singapore, which has signed taxation treaties 
with the countries/regions concerned. It was de-
cided to list the fund in Hong Kong because of the 
high liquidity of the Hong Kong bond market. 

When the ABF2 was actually started up, the 
benefits included the identification and allevia-
tion of impediments to bond transactions. Im-
pediments to cross-border transactions were a par-
ticular problem for the PAIF because of its cross-
border characteristics. Decisions on the weighting 
of individual markets in the Pan-Asia Index used 
for the PAIF take into account (1) the balance of 
bond issues, (2) trading turnover ratios, (3) ratings 
of local-currency sovereign bonds, and (4) market 
access (assessed on the basis of laws, regulations, 
market infrastructure and other criteria). This sys-
tem gives governments an incentive to implement 
market reforms to increase their market weight-
ings. 

The ABF2 has produced several benefits. First, 
there has been an easing of restrictions on capi-
tal transactions. In China, the PAIF was the first 
foreign investor allowed to participate in the in-
terbank market. Malaysia has also eased its regu-
lations, including the liberalization of hedging 
transactions by non-residents. Changes in Thai-
land include the easing of restrictions on overseas 
investment by institutional investors(18). Second, 
withholding taxes on domestic market investment 
by non-residents have been abolished in Malay-
sia and Thailand. Third, guidelines for exchange-
traded funds (ETFs) were adopted in Malaysia 
and Thailand, where this type of fund had not pre-
viously existed. The EMEAP also made proposals 
to governments concerning other matters, includ-
ing the protection of fund investors. These ideas 
are expected to bring progress toward regulatory 
harmonization. Fourth, because PAIF contract 
documents are based on international standards, 

governments have been encouraged to introduce 
international standards into their domestic mar-
kets. Fifth, the introduction of the ABF2 has led to 
the strengthening of securities settlement systems 
and networks in the countries/regions concerned. 
The fact that the funds are structured as ETFs has 
also contributed to the improvement of market 
price transparency. 

Future targets for the ABF initiatives are likely 
to include the expansion of the scope of invest-
ment, and the inclusion of corporate bonds from 
participating countries/regions. 

(3)  Potential for Market Infrastructure Har-
monization; Reform of Rating Agencies 
and Securities Settlement Systems

According to Dalla [2003], the creation of a 
regional international bond market will require 
harmonization of (1) legal and regulatory frame-
works, (2) rating systems, (3) trading platforms 
and practices, (4) clearing and settlement proce-
dures, (5) accounting and auditing standards, (6) 
taxation systems, including those relating to inter-
est income and capital gains, and (7) foreign ex-
change regulations. Harmonization in these areas 
will not be easy, however. It may be possible to 
harmonize physical infrastructure, such as trad-
ing platforms and settlement systems, provided 
that agreement can be reached on the creation of 
a market, but harmonization of laws, regulations 
and taxation systems would be extremely difficult. 
The position taken in this article is that the expan-
sion of cross-border transactions should be given 
priority over the creation of an international bond 
market. From this perspective, emphasis should 
be placed on the reduction of impediments rather 
than harmonization. 

The following analysis focuses on rating sys-
tems and securities settlement systems, which 
have been identified as key areas of study for the 
ABMI. The development of local rating agencies 
is essential to the expansion of cross-border bond 
investment. The standardization of rating methods 
is also desirable(19). 

Progress toward the development of rating 
agencies varies in Asian countries/regions. In gen-
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eral, agencies have not earned the confidence of 
investors. The standardization of rating methods 
will not be easy, due to the variation in the level 
of development of domestic bond markets, institu-
tional infrastructure such as accounting standards, 
and the capabilities of rating agencies. One idea 
that is being considered is the establishment of a 
regional credit rating agency. However, this would 
need to be seen as a longer-term concept, in part 
because of the danger that such an agency would 
take business away from existing agencies. 

Another possibility would be to increase the 
use of the international rating agencies. However, 
while international rating agencies use “global 
scale” for companies throughout the world, Asian 
rating agencies use “national scale” only for com-
panies in their own countries/regions. Uncertainty 
about the relationship between these two types of 
scales would be a problem. Ratings prepared on 
“global scale” take sovereign risk into account, 
and the rating of an issuer in a developing coun-
try with a low sovereign rating would therefore be 
lower than one prepared on “national scale.”

The standardization of rating methods should 
ideally begin with the establishment of “regional 
scale” to take the place of “national scale.” The 
development of reciprocal confidence in the capa-
bilities of rating agencies in the region would be a 
minimal prerequisite for the facilitation of cross-
border bond transactions. 

We next come to the question of securities set-
tlement systems(20). The settlement methods used 
for cross-border bond transactions can be broadly 
divided into (1) settlement through local agents in 
each country, (2) settlement through international 
commercial banks (known as “global custodians”) 
and their local agents, (3) settlement through in-
ternational central securities depositories (IC-
SDs), such as Euroclear and Clearstream, and (4) 
the networking of national central securities de-
positories (NCSDs) based in individual countries/
regions and the creation of a regional settlement 
intermediary that might be called “Asiaclear.” 

The second of these methods is normally used 
for bond transactions in East Asia. Global cus-
todians are very convenient for investors, since 
they can provide settlement services for bond 

transactions spanning multiple countries. The first 
method is not practical because of the complexi-
ties involved. The third is limited to a few Asian 
countries/regions because of impediments caused 
by various local restrictions on transactions. Even 
in countries/regions where ICSDs can be used, 
transactions are sometimes not completed until the 
following day because of time zone differences. 
The implementation of the fourth method would 
be useful, but at present links among NCSDs are 
almost non-existent. The linkage of settlement 
systems at different levels of development would 
be technically difficult and would also require har-
monization of local laws and regulations. 

At present settlement systems do not appear to 
be causing serious problems for cross-border bond 
transactions. Further debate, including compari-
sons of costs and benefits, is needed concerning 
the linkage of settlement systems within the re-
gion. 

2. Credit Enhancement Based on Credit 
Guarantees and Securitization

(1) Credit Guarantees

Another question that needs to be considered 
is the problem of issuer credit risk. Two methods 
that can be used to reduce credit risk are credit 
guarantees and securitization(21). Another option 
for investors is the use of credit derivatives. How-
ever, the level of development in East Asia is gen-
erally inadequate. Obviously, the improvement of 
the transparency of credit risk by ratings and other 
systems is also important. 

The importance of credit risk reduction is also 
apparent from strong investor interest in bonds is-
sued in local currencies by international organiza-
tions. This indicates that there are investors who 
would accept exchange rate risks if credit risks 
could be reduced. The use of credit guarantees as 
a short-term tool for closing the credit quality gap 
between the creditworthiness of issuers and the 
expectations of investors would therefore make 
a major contribution to the development of bond 
markets and the expansion of cross-border bond 
transactions. 

Entities that might provide credit guarantees 
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include private companies, government agencies 
and international organizations. Until the currency 
crisis, commercial banks generally provided guar-
antees for bonds in South Korea and Malaysia. 
However, the financial positions of banks deterio-
rated as a result of crisis, and this practice has al-
most disappeared. 

In the United States there are companies called 
“monoline insurance companies” that specialize 
in bond guarantees. The development of this type 
of business in Asia would be difficult because of 
the small scale of markets, the limited creditwor-
thiness of companies, and the inadequacy of accu-
mulated bankruptcy data. 

Another possibility would be guarantees pro-
vided by government-affiliated credit guarantee 
companies in each country/region. However, even 
government-affiliated agencies need advanced 
risk management capabilities. If the guarantees 
were provided as a kind of subsidy, there would 
be a significant moral hazard for issuers. There are 
agencies that provide credit guarantees for SMEs 
in Asian  countries/regions, but many of these in-
cur losses that are replenished from government 
funds and other sources. The lessons to be learned 
from this include the need for organizations pro-
viding guarantees to SMEs to secure adequate 
shareholders’ equity, maintain prudent manage-
ment policies, and let SMEs “graduate” from 
credit guarantees by developing rating systems, 
accounting standards and other infrastructure(22). 

The establishment of a regional credit guaran-
tee agency is being examined under the auspices 
of the ABMI, but similar problems exist. In 1995, 
Asian Securitization and Infrastructure Assurance 
(ASIA) Ltd. was established by several govern-
ments as a credit guarantee company. However, 
because guarantees were provided mostly for 
companies in the Asian region, this organization 
was dealt a fatal blow by the wave of credit dete-
rioration that followed the currency crisis(23). If a 
new organization is established, the structure of 
its activities will need to be considered prudently 
in light of past experience. 

In October 2005, the ABMI Working Group 
on Credit Guarantee and Investment Mechanisms 
(co-chaired by South Korea and China) produced 

a report calling for the establishment of a regional 
credit guarantee agency. Opinions stated in this re-
port included (1) that the establishment of a guar-
antee agency would be an effective way to expand 
investment-grade bonds, (2) that various organiza-
tional structures would be possible, including an 
independent international organization or an ADB 
affiliate, (3) that initially the organization should 
provide various services, including investment in 
financial infrastructure and technical support, in 
addition to the provision of credit guarantees. 

The Working Group continue to work toward 
the establishment of a new agency. It plans to 
conduct further studies, including a more detailed 
demand forecast, a cost-benefit analysis, and 
clarification of legal issues. Based on the results 
of this work, it will then select an organizational 
structure and develop a business model. The new 
organization would be expected to have an AAA 
rating, and in addition to guarantees for bond 
principal and interest payments, it would also be 
likely to provide a diverse range of services relat-
ing to the development of the bond market, in-
cluding bridging finance for the initial phase of 
bond issuance, and investment in rating agencies 
and settlement agencies. Far from taking busi-
ness away from existing credit guarantee agencies 
in the region’s countries/regions, the new agency 
would be expected to provide guarantee services 
in collaboration with them, thereby contributing to 
the establishment of credit risk transactions within 
the region. 

(2) Credit Enhancement Based on Securitiza-
tion 

There are various securitization mechanisms. 
The one that is seen as especially important for 
Asia is the collateralized bond obligation (CBO), 
which has bonds as its underlying assets. This 
mechanism allows bond issues by companies that 
would be unable to implement issues alone. In 
several countries/regions, including Japan, South 
Korea and Singapore, government-affiliated credit 
guarantee agencies are forming CLOs and CBOs 
as a way of helping SMEs to access funds. 

South Korea, Malaysia, Hong Kong and Singa-
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pore have led the development of securitization, 
but other countries/regions, including Thailand 
and China, are now following their lead (Table 14). 
In Thailand and elsewhere, securitization is seen 
as a promising tool for raising infrastructure de-
velopment funds. In some countries/regions, es-
pecially South Korea, Hong Kong and Singapore, 
there have also been overseas ABS issues (cross-
border securitization transactions). 

The efficient processing of securitization trans-
actions will require improvements in a number of 
areas, including laws, regulations, taxation sys-
tems, accounting standards, and the transparency 
of credit information provided by rating agencies 
and others. Other important prerequisites for the 
expansion of securitization include the establish-
ment of markets for underlying assets, and the 
presence of investors to buy high-risk tranches(24).

In addition to policy-based efforts by individual 
countries/regions to promote ABS issues, there is 
also a need for regional initiatives to drive devel-
opment in the countries/regions concerned. Secu-
ritization in individual markets is being promoted 
by the ABMI working group established to study 

the creation of new securitized debt instruments 
(chaired by Thailand). These efforts should be 
expanded and maintained. Dalla [2006] presents 
several proposals, including the establishment of 
a regional advisory group on ABS, the expansion 
of technical support, and the creation of regionally 
based mutual funds to invest in ABS. 

(3) Proposals and Examples Concerning the 
Use of Securitization

① Cross-border CBOs and CLOs Backed by 
Regional Government Bonds and Corpo-
rate Bonds

Oh et al. [2003] emphasizes the need for indi-
vidual countries/regions to expand securitization 
transactions and calls for the issuance of cross-
border CBOs or CLOs with underlying assets that 
include government bonds issued by governments 
in the region, corporate bonds issued by SMEs, 
and SME debt. Oh and Park [2003] proposes two-
stage transactions, in which the underlying assets, 
namely the bonds and debt of regional SMEs, 
would be securitized in individual countries/
regions, followed by cross-border securitization of 
just the senior tranche. To implement this concept, 
it would be necessary to allow cross-border asset 
sales and capital movements. A more important 
problem is the immaturity of cross-currency swap 
markets. If markets in individual countries/regions 
are not sufficiently mature, CBOs and other secu-
rities would need to be backed by dollar-denomi-
nated assets and issued in dollars. Only after mar-
kets had matured sufficiently would it be possible 
to issue CBOs and other securities backed by lo-
cal currency assets and denominated in any cur-
rency. The currency problem could be overcome 
to some extent if the risk could be carried by an 
official agency, such as the regional credit guaran-
tee agency discussed above. However, this would 
be a temporary solution. 

A cross-border CBO was implemented through 
the efforts of the ABMI in December 2004. The 
underlying assets for this ￥7.7 billion yen-denom-
inated CBO (3-year floating rate bond, 0.25% at 
the time of issue, AAA) were yen-denominated 
bonds issued by 46 South Korean SMEs. The is-

Table 14 Amount of Bonds Issued 
Using Securitization

($millions)
2000 2001 2002 2003 2004

China 

Domestic 
issues

0 0 1,087 0 0

Overseas 
issues

0 0 0 0 0

Hong 
Kong 

Domestic 
issues

0 0 256 387 432

Overseas 
issues

142 0 0 43 594

South 
Korea 

Domestic 
issues

31,078 28,417 23,291 25,776 17,598

Overseas 
issues

713 1,813 3,492 580 1,649

Malaysia 

Domestic 
issues

969 1,412 151 266 350

Overseas 
issues

0 0 600 0 0

Singapore 

Domestic 
issues

n.a. n.a. n.a. n.a. n.a.

Overseas 
issues

125 0 290 128 1,002

Thailand 

Domestic 
issues

31 0 141 20 38

Overseas 
issues

0 0 0 0 0

Source: IMF [2005b], Dalla [2006]
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sue was divided into senior (80% overall) and 
subordinated portions. Yen-denominated bonds 
based on the senior portion, which was guaranteed 
by the Industrial Bank of Korea (IBK), were again 
issued in Singapore, with a principal guarantee 
provided by the JBIC. This issue was listed on 
the Singapore Exchange and sold to institutional 
investors in Japan and other Asian countries. The 
junior portion was underwritten by South Korea’s 
Small Business Corporation (SBC). While the un-
derlying assets in this case were limited to South 
Korea, it is possible that once there have been a 
significant number of issues based on this type of 
scheme, there will also be issues backed by assets 
from multiple countries/regions, as suggested in 
Oh and Park [2003]. 

② Currency Basket Bonds
One of the methods that are being studied for 

the issuance of bonds denominated in Asian cur-
rencies is the issuance of basket currency bonds. 
For example, Ito [2004] proposes the establish-
ment of an official agency called the “Asian Bond 
Corporation” in an offshore market, such as To-
kyo, Hong Kong or Singapore. This agency would 
purchase bonds, including government bonds, 
government agency bonds and corporate bonds, 
denominated in Asian currencies and use these as 
underlying assets for issues of Asian basket cur-
rency (ABC) bonds. The exchange rate risk, inter-
est rate risk, credit risk and other risks on these 
issues would basically be the weighted averages 
of the risks on the underlying assets. In essence, 
this idea can be seen as the securitization of bonds 
denominated in local currencies. The feasibility of 
basket currency bond issues will be examined in 
greater detail later in this article.

③ Securitization Relating to Overseas Re-
mittances 

Another scheme that has recently started to be 
discussed within the ABMI and other forums in-
volves securitization with collateral consisting of 
the cash flows (future remittance receivables) of 
banks in developing countries, in the form of hard 
currency remittances that these banks expect to 
receive in the future from expatriate workers and 

other sources(25). Banks that receive remitted funds 
establish SPVs in offshore markets and issue for-
eign currency-denominated bonds. Issuers in Bra-
zil, Mexico, Turkey and elsewhere have already 
implemented substantial issues (approximately 
$2.8 billion in 2003). A key feature of this scheme 
is the fact that the banks establish special accounts 
in offshore markets, through which funds are re-
ceived and applied directly to payments of bond 
principal and interest. This means that the sover-
eign risk of the country receiving the remittances 
can be avoided to a significant degree. As a result, 
the bonds issued can obtain higher ratings than the 
sovereign rating of the recipient country. 

There are some uncertainties about this type of 
securitization, including the reliability of the cash 
flows and their legal status as collateral. The issu-
ance of bonds would depend on the existence of 
investors willing to accept these risks. Obviously 
there must also be a financial need on the part 
of the issuer, and it is still uncertain whether or 
not this type of transaction can be realized in the 
short-term future. However, the scale of overseas 
remittances is expanding in East Asia, and the 
use of these funds to expand bond issues could be 
meaningful. 

④ Conclusions 
The proposals described above have various 

objectives, including (1) the expansion of securiti-
zation transactions in Asian countries/regions, (2) 
the expansion of cross-border securitization trans-
actions, and (3) the issuance of currency basket 
bonds. It would not be practical to implement all 
of these ideas at the same time, and it is likely that 
the second and third proposals will be explored 
while securitization markets are being developed 
in individual countries/regions. 

3. Dealing with Exchange Rate Risk

(1) Expanding Cross-Border Transactions 
and Internationalizing Currencies

It is difficult for issuers in developing countries 
to implement issues in their own currencies in for-
eign markets. The balance of international bond 
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issues consists mainly of bonds denominated in 
major currencies (Table 15). 

The balance of bonds issued in Asian curren-
cies is low because Asian currencies have not 
been internationalized, and because the volume of 
foreign exchange transactions is small. According 
to McCauley and Park [2006], while there is sig-
nificant investor demand for bonds denominated 
in the currencies of countries/regions with rela-
tively high interest rates, such as South Korea, the 
Philippines and Indonesia, monetary authorities 
in these countries/regions have not allowed issues 
denominated in their own currencies. 

Yet the results of a BIS survey show that for-
eign exchange transactions in Asian currencies 
increased more rapidly than transactions in the 
currencies of advanced economies between 2001 
and 2004(26). In addition to cyclical factors, includ-
ing increased flows of funds into Asia, this also 
resulted from a structural factor in the form of the 
expansion of financial markets in step with eco-
nomic development in Asian countries/regions. 
China in particular is achieving rapid economic 
development and making progress with currency 
system and financial system reforms, and the yuan 
is expected to become the driving force for future 
growth in transactions.

For currency internationalization to occur, a 
currency must be freely exchangeable with other 

currencies. Internationalization means that the 
currency concerned is used extensively in trade 
and financial transactions (including overseas 
bank lending and bond issues). As noted earlier 
in this article, many Asian governments have ad-
opted currency non-internationalization policies. 
Some, however, including South Korea and India, 
are considering timetables for the internationaliza-
tion of their currencies(27). 

Cross-border transactions in domestic bond 
markets, specifically domestic investment and 
bond issues by non-residents, are significantly im-
peded when a currency is not internationalized, 
but they are not impossible. However, currency 
internationalization is essential for the issuance of 
Asian currency-denominated bonds by residents 
or non-residents in offshore markets. 

The rapid internationalization of the Australian 
dollar in the 1980s, as described in McCauley 
[2006], is an example of how currency interna-
tionalization can occur over a short period under 
certain conditions. The internationalization of 
Australian dollar-denominated bond transactions 
is now extremely advanced (Table 16). In the do-
mestic bond market, non-residents hold almost 
50% of government bonds. Reasons for the inter-
nationalization of transactions in Australian dol-
lar-denominated bonds included (1) the existence 
of a well-developed domestic bond market, (2) 
the presence of numerous issuers with high credit 
ratings, (3) the development of the cross-currency 
swap market, and (4) high long-term interest rates. 
As illustrated by this example, the development 
of domestic financial and capital markets and the 
foreign exchange market is a prerequisite for cur-

Table 15  Balances of International 
Bonds by Currency

($billions)
Euro 7,584
US dollar 6,043
UK pound 1,310
Japanese yen 477
Swiss franc 239
Canadian dollar 175
Australian dollar 172
Hong Kong dollar 60
New Zealand dollar 39
Singapore dollar 18
Thai baht 2
Taiwan dollar 2
Others 146
Total 16,267

Notes: As at the end of September 2006
Source: BIS

Table 16 Issue Balance of Australian 
Dollar-Denominated Bonds 
(End of 2005)

(US$billions)

Issuer
Location of Issue

Total
Domestic Offshore

Residents 210 29 239
Non-residents 39 78 117

Total 249 107 356

Source:McCauley  [2006]
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rency internationalization. 

(2) Development of Foreign Exchange Deriva-
tives Market

The development of currency hedging tools is 
vital to the expansion of cross-border transactions, 
and the situation in East Asia is not satisfactory 
from this perspective. With some exceptions, such 
as the Philippines, Indonesia and China, there are 
domestic foreign exchange futures and swap mar-
kets with a certain level of liquidity. Though these 
markets can accommodate transactions for periods 
of up to one year without problems (Table 17),
they are not open to participation by non-resi-
dents. There are no restrictions on transactions 
by non-residents in Hong Kong, but in other 
countries/regions, the size and type of transactions 
are subject to varying levels of restriction, in part 
because of currency non-internationalization poli-
cies(28).

In Hong Kong, Singapore and South Korea, 
non-residents can also participate in the cross-cur-
rency swap market. In Thailand, market participa-
tion is limited to certain types of entities, such as 
government corporations. In other countries, the 
level of activity is not high, and there is almost no 
trading by non-residents. The need for swaps into 
local currencies is especially strong when non-res-
idents procure funds through cross-border transac-
tions, and the development of cross-currency swap 
markets is therefore extremely important. 

In general, the development of markets for un-

derlying assets is an obvious prerequisite for the 
expansion of derivatives markets. The develop-
ment of currency derivatives markets is linked to 
the development of foreign exchange markets and 
bond markets and progress toward deregulation. 

One of the reasons for trading in non-deliver-
able forwards (NDFs) of Asian currencies in off-
shore markets, especially Singapore, is the restric-
tion of non-residents’ access to domestic foreign 
exchange futures and swap markets(29). NDFs are 
an important hedging tool when overseas inves-
tors invest in bonds, stocks and other securities. 
Residents also use NDF markets because of inad-
equate liquidity in domestic foreign exchange fu-
tures  and swap markets. 

NDFs are not perfect hedging tools for sev-
eral reasons, including their inability to support 
full arbitrage with domestic markets, the fact that 
settlements are made in U.S. dollars, and a lack 
of adjustability in response to changes in foreign 
exchange regimes and other factors. However, the 
market is expanding, and the level of arbitrage 
with domestic markets is rising. 

Though the NDF market is used mainly by non-
residents, the fact that the level of technology em-
ployed by market participants is rising steadily 
suggests that in addition to providing a hedging 
tool, this market will also help to promote the lib-
eralization of foreign exchange transactions. Gov-
ernments should encourage the expansion of the 
NDF market while also remaining alert to the ex-
pansion of speculative transactions. 

Table 17 State of Foreign Exchange Derivatives Markets

(US$millions)
Hong Kong Singapore South Korea Malaysia Thailand Philippines Indonesia China

Foreign exchange 
futures/swaps
Liquidity ○ ○ ○ ○ ○ △ △ △
Transactions per day 3,000-5,000 6,000 1,000 100-200 300-600 75 200 n.a.
NDFs
Liquidity × × ○ △ × △ △ ○
Transactions per day 
(between dealers)

- - 2,000 450 - 250 250 700

Currency swaps
State of transactions Active Active Active Limited Somewhat active Limited Limited Limited

Notes: NDF : Non Deliverable Forwards ; ○ = good, △ = average, × = Market non-existent
Source: Hohensee and Lee [2006]  Debelle [2006] ADB [2005]
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(3) Currency Basket Bonds

One of the concepts currently being studied is 
the issuance of currency basket bonds. However, 
there are numerous impediments. 

First, currency basket bond issues require the 
issuance of bonds denominated in Asian curren-
cies in offshore markets. The fact that currencies 
have not been internationalized will be an obstacle 
to this. 

Second, there are problems with the charac-
teristics of underlying assets. According to the 
concept proposed in Ito [2004] (op.cit.), the un-
derlying assets would be government bonds, gov-
ernment agency bonds, corporate bonds and other 
assets in Asian countries/regions. However, there 
have also been proposals calling for the use of 
other assets, such as loans of financial institutions 
within the region and ABS. These underlying as-
sets would be included in currency basket bonds 
according to the composition of the currency bas-
ket. Ideally this process should be based on com-
mon infrastructure, including legal systems and 
credit screening criteria for underlying assets(30). 
If the underlying assets are corporate bonds, there 
is the possibility of a default, and the existence 
of diverse bankruptcy laws in different countries/
regions is not desirable. 

The development and harmonization of market 
infrastructure in the countries/regions that supply 
the underlying assets would therefore be a prereq-
uisite for the formation of currency basket bonds. 
It would also be necessary to ensure the transpar-
ency of the prices of the underlying assets. The 
difficulty of these impediments would increase in 
proportion to the complexity of the underlying as-
sets. 

Third, there is the question of investor needs. 
Are there investors who would be attracted by 
combinations of weighted averages of risks and 
rates of returns? Individual investors may be at-
tracted to currency basket bonds as sets of bonds 
denominated in multiple currencies(31). While in-
stitutional investors may see advantages in terms 
of risk diversification, they are more likely to 
set their own ratios for investment in the bonds 
of individual countries/regions. The increased 

complexity of risk management compared with 
investment in bonds denominated in a single cur-
rency could also be an impediment. If individuals 
would be the main investors, it would be difficult 
to improve the liquidity of currency basket bonds, 
and the prospects for significant demand growth 
would probably be limited.  

Fourth, the biggest problem relates to the cred-
ibility of currency basket. When the European 
Monetary System (EMS) was first introduced in 
1979, a basket currency known as the “European 
Currency Unit” (ECU) was created(32). “Official 
ECUs” were used in monetary system manage-
ment, but “private ECUs” emerged spontaneously 
and almost at the same time in transactions among 
financial institutions, and these gradually gained 
the status of units for financial transactions. This 
was reflected in increased use of ECU loans and 
ECU-denominated bond issues. 

When studying the concept of currency bas-
ket bond issues, it is useful to refer to the history 
of ECU bonds. ECU transactions were based on 
strong foundations. Initially there was the stabil-
ity of exchange rates between local currencies and 
the ECU under the EMS, and from the second half 
of the 1980s onwards, there was growing confi-
dence in the attainability of currency union. The 
expansion of ECU transactions was also driven 
by high interest rates, which enhanced the ECU’s 
attractiveness as a financial product, and by the 
improvement of market infrastructure, including 
settlement systems. By 1991 10% of international 
bond issues were denominated in ECUs. 

This contrasts with the situation in East Asia, 
where investors are unlikely to have confidence in 
any form of currency basket because of the lack 
of progress in the debate over foreign exchange 
policy coordination. This means that the currency 
basket bond market cannot be expected to match 
the expansion of the ECU bond market in the 
foreseeable future. Because individual issuers are 
unlikely to issue currency basket bonds in these 
circumstances, the issuance of bonds by govern-
ments or international institutions could be seen 
as another approach to market development. 

There are also problems concerning the meth-
ods used to select currencies for inclusion in cur-
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rency baskets and determine the percentages of 
each currency. One practical way to speed up 
the issuance of currency basket bonds would be 
to issue bonds composed of the currencies of 
countries/regions that have relatively well-devel-
oped financial markets. However, initiatives that 
are not backed by currency regimes are unlikely to 
lead to significant market growth. 

There are many obstacles. However, the Euro-
pean experience of the emergence of the private 
ECU backed by the official ECU suggests that it 
may be useful to approach the debate on foreign 
exchange policy coordination in East Asia and the 
issuance of currency basket bonds in parallel. 

In Conclusion - Strategies to Facilitate 
Intraregional Cross-Border Bond Trans-
actions

This concluding summary lists strategies for the 
facilitation of cross-border transactions and some 
of the issues that need to be taken into account. 

First, countries/regions will need to develop 
their bond markets. The presence of bigger issuers 
with enhanced creditworthiness in domestic bond 
markets and the improvement of secondary market 
liquidity will help to expand cross-border transac-
tions. These changes can bring a range of benefits, 
including the evolution of markets that cannot be 
ignored by foreign investors, and the improvement 
of liquidity, leading to reductions in investment 
risks and transaction costs(33). Increases in market 
size are particularly important, since they lead to 
the inclusion of markets in the benchmark indices 
of institutional investors(34). The development of 
domestic bond markets and foreign exchange mar-
kets is also essential for other strategies, including 
the use of securitization, the development of for-
eign exchange derivatives markets, and currency 
internationalization. 

Second, institutional changes are needed to 
facilitate cross-border transactions. Specific ex-
amples include the easing of restrictions on capi-
tal transactions, changes to withholding taxes 
and other taxation systems, the improvement of 
regulatory transparency for foreign investors, and 
the simplification of issuance procedures for non-

residents. 
To implement these policies, governments will 

need to make a clear commitment to opening 
up their markets. The expansion of cross-border 
transactions will increase the potential for specu-
lation by foreign investors, and domestic financial 
and capital markets will need to be strengthened 
at the same time to cope with this(35). 

Third, it will be necessary to foster institutional 
investors in the region. This will help to improve 
liquidity in the secondary markets of individual 
countries/regions and contribute to the expansion 
of cross-border transactions. At present intrare-
gional cross-border transactions are implemented 
mainly by asset management companies in Hong 
Kong and Singapore. This is a reflection of gov-
ernment strategies targeting the development of 
international financial centers. 

In addition to these activities, the development 
of a diverse range of institutional investors in in-
dividual countries/regions will also be essential 
in terms of utilizing the region’s savings. Under 
the ABMI, efforts have been made to foster insti-
tutional investors in the context of technical sup-
port. Consideration should also be given to com-
prehensive initiatives. This is an area in which 
Japan could play a major role, given the advanced 
management technology of Japanese institutional 
investors. 

Japanese investment in East Asian bonds is ex-
tremely small, compared with the scale of Japa-
nese institutional investors. While it is difficult to 
change investment behavior, the Japanese finan-
cial authorities should help to foster East Asian 
bond markets by monitoring trends in the activi-
ties of institutional investors, and by exploring 
ways to increase investment in East Asia. Some 
investors, such as mutual funds, are increasing 
their bond investment balances in East Asia, and it 
is hoped that this trend will continue. 

Fourth, consideration should be given to the 
expansion of credit enhancement for bond issues. 
Investment in Asian bonds involves substantial 
credit risk and exchange rate risk. The reduction 
of credit risk would make a major contribution to 
the facilitation of investment. The establishment 
of a regional credit guarantee organization is cur-
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rently being studied under the ABMI, and it is 
hoped that there will be progress in this debate. 
However, care will be needed to ensure that such 
an organization can be managed prudently, and to 
avoid moral hazards for issuers. 

Increased use of securitization is also desirable 
as a way of providing credit enhancement. To ex-
pand cross-border securitization transactions, it 
will first be necessary to facilitate securitization in 
domestic markets. 

Fifth, the internationalization of local curren-
cies is essential to give bond issuers a free choice 
of markets and currencies. Of course, this will be 
a long-term goal because of issues relating to the 
foreign exchange policies of individual countries/
regions. Basically, foreign exchange policies are 
an essential aspect of any discussion of the expan-
sion of intraregional cross-border bond transac-
tions. Another goal is the issuance of currency 
basket bonds. This will also need to be considered 
in conjunction with the debate on regional foreign 
exchange policy coordination. 

For the time being the goal will be the expan-
sion of investment and bond issues in domestic 
markets by non-residents. Given the conspicuous 
preference of Asian investors in the Euro-bond 
market for intraregional investment, and the sta-
bility of regional exchange rates compared with 
rates against major currencies, it seems possible 
that the facilitation of cross-border transactions 
will lead to a rise in intraregional investment ra-
tios. 

Japan should work through the ABMI and other 
forums to support institutional reforms designed 
to alleviate impediments to cross-border transac-
tions. There should also be an emphasis on re-
gional financial integration, as the basis for efforts 
to expand bond investment in East Asia and en-
hance the attractiveness of domestic bond markets 
to foreign investors and issuers. Measures to raise 
Japan’s profile as an international financial center 
are currently being discussed in policy forums. 
We also need to remain aware of the fact that this 
is an issue relating to question of Japan’s role in 
Asia. 

End Notes

1. The following comments are based on the analysis in 
ADB [2005],  updated with 2005 data.

2. The author referred to Ghosh ed. [2006], Chapter 6 
(Strengthening the Investor Base) when writing this 
section.

3. There have been increasing efforts to attract individual 
investors into bond markets. In Thailand, the Philip-
pines, China, Hong Kong, Singapore and elsewhere, 
governments or government-affiliated institutions are 
issuing bonds for individuals.

4. For a description of Hong Kong’s asset management 
industry, the author mainly referred to Hong Kong Se-
curities and Futures Commission [2006].

5. The author mainly referred to Monetary Authority of 
Singapore [2006] for a description of Singapore’s asset 
management industry.

6. The following discussion is based on Hoschka [2005].

7. According to Asian Bonds Online, bonds denominated 
in foreign currencies accounted for 36.1% of the bal-
ance of bond issues in the Hong Kong market as of 
the end of March 2006. The only Asian market with a 
higher ratio is the Philippines (42.7%).

8. Currently bonds are issued with maturities of up to 10 
years.

9. According to Schmidt [2004]

10. While the average maturity for bonds issued in Hong 
Kong (excluding Exchange Fund Bills and Notes) is 
still short, it has increased gradually, from 2.2 years in 
1999 to 4.2 years in 2005.

11. In May 2004 non-residents other than financial institu-
tions were exempted from this requirement, since the 
value of their issues was low. Bank loans to non-resi-
dent financial institutions are still limited to S$5 mil-
lion per entity.

12. Based on Nishi and Vergus [2006], etc.

13. Based on Kigoshi [2003]
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14. South Korea previously limited procurement of won by 
non-residents to 1 billion won. However, this restric-
tion was abolished in January 2006. Thailand imposes 
a ceiling of 50 million baht on the procurement of baht 
by non-residents (other than for real demand). In ad-
dition, banks are required to report baht-denominated 
spot transactions with non-residents to the central 
bank. Restrictions imposed in Indonesia include (1) a 
ceiling on foreign exchange swap transactions between 
banks and non-residents, (2) a prohibition on overseas 
remittances of rupiah by banks, and (3) a limit on fund 
transfers from rupiah accounts held by non-residents. 
Malaysia banned ringgit-denominated lending to for-
eigners when it introduced its fixed exchange rate sys-
tem in September 1998. This restriction has gradually 
been eased since then, but such transactions are still not 
allowed in principle.

15. According to the ABMI WG1 progress report (Novem-
ber 2006), Thailand allowed a baht-denominated bond 
issue by specified non-resident issuers in 2006. This 
type of issue is expected to increase in the future.

16. Relating to this point, there is the “impediments index” 
calculated by The Hong Kong and Shanghai Banking 
Corporation (HSBC) (see HSBC, Asian Local Bond 
Index Factsheet, 9 August 2004), which measures the 
ease of foreign investment in bond markets. The most 
accessible market is Hong Kong with a score of 100, 
followed by Singapore (97), Indonesia (68), Thailand 
(66), Malaysia (65), the Philippines (54), South Korea 
(45), Taiwan (38), India (30) and China (12).

17. The single-market funds are exchange-traded funds 
(ETFs) in the case of China, Hong Kong, Malaysia, 
Singapore and Thailand, and unlisted open-ended funds 
in the case of Indonesia, South Korea and the Philip-
pines. The ETF format was basically seen as more de-
sirable for several reasons, including the fact that price 
arbitrage can occur between the market and within the 
fund, and the fact that market liquidity is increased.

18. See EMEAP [2006] for an analysis of progress toward 
the reduction of impediments.

19. Sources used for this analysis include Imai [2006].

20. References for the following analysis include Park and 
Rhee [2006].

21. Ideally it should be possible to issue bonds backed 
solely by the creditworthiness of the issuer. We should 
not disregard the need to improve issuer creditworthi-
ness as well as credit enhancement.

22. Based on Shim [2006]

23. This is based on Oh et al. [2003]. ASIA became unable 
to provide new guarantees after January 1998, when 
Standard & Poors lowered its rating to “BB,” down 
from “A” at the time of its establishment.

24. The expansion of SME debt securitization in the region 
was a core topic for discussion by the Study Group for 
Asian Bond Markets, which was convened by the Japa-
nese Ministry of Finance between 2003 and 2005. This 
work led to the identification of the following priori-
ties for the achievement of this goal: (1) the expansion 
of markets for underlying assets, (2) the standardiza-
tion of documentation, (3) the development of com-
mon screening criteria for SMEs, (4) the improvement 
of pricing transparency for ABS transactions, (5) the 
provision of external credit enhancement in the initial 
stages, and (6) the clarification of government commit-
ments, such as the designation of ABS as bonds eligi-
ble for use as collateral in the transactions with central 
banks.

25. The following analysis is based on World Bank [2006].

26. See Ho et al. [2005].

27. In May 2006, the South Korean Ministry of Finance 
and Economy announced a plan to bring forward the 
deadline for full liberalization of foreign exchange and 
capital transactions from 2011 to 2009. In India, a task 
force established by the central bank to study the lib-
eralization of capital transactions advocated a phased 
liberalization process to be largely completed by 2011.

28. For example, in Malaysia and Thailand, transactions 
are limited to hedging, while in the Philippines and In-
donesia it is difficult for non-residents to procure funds.

29. NDF is a foreign exchange derivative traded over-the-
counter in offshore markets. The amount paid, which is 
the difference between the transaction price and the re-
alized price, is normally settled in U.S. dollars. One of 
the reasons for the expansion of NDF transactions was 
the tightening of restrictions on capital transactions 
in some countries/regions after the currency crisis. At 
present transactions are conducted in Chinese renmin-
bi, Indian rupees, Indonesian rupiahs, South Korean 
won, Malaysian ringgits, Philippine pesos and Taiwan-
ese dollars.

30. This aspect is fully taken into account in the concept of 
“cross-border asset-backed securities (ABS),” as pro-
posed in Yamagami [2006].
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31. ECU bonds began as small issues targeted toward indi-
vidual investors, especially in the Benelux countries.

32. References providing analyses of the European experi-
ence include Murase [2004] and Dammers and McCau-
ley [2006].

33. The use of the U.S. dollar as a vehicle currency in for-
eign exchange transactions increases transaction costs. 
However, investors are likely to tolerate this cost if 
there are incentives, such as the expectation of high 
rates of return through investment in securities.

34. Singapore government bonds are already included in 
major indices, and Malaysian government bonds are 
expected to added in the near future. There is a strong 
possibility that institutional investors, which use index-
based investment, will invest in these bonds.

35. Sometimes it is necessary to implement defensive regu-
lations to prevent speculation. Typical of this approach 
is the restrictions imposed on capital transactions in 
Thailand in December 2006.  
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