ASIA COOPERATION DIALOGUE

Thailand’s Concept Paper on Asian (Regional) Bond Market Development

Background

1. Under the Asia Cooperation Dialogue (ACD), launched in Cha-am, Petchaburi Province, Thailand on June 18-19, 2002, there was substantial attention given to the development process of Asian Bond Markets. Thailand as a prime mover on the issue has coordinated with other interested economies to push forward the Asian Bond Market Development initiative.

2. This paper serves as a basis for developing the initiative further while taking into consideration the progress of relevant works in other for a that have been implemented.
Cooperation on Asian Bond Market Development in ACD
3. Lacking sufficiently developed bond markets in the region has been constantly mentioned as one of the major causes leading to the outburst of the 1997 crisis. From the past experience in the region, immature debt and capital markets, to a certain extent, forced investors/borrowers to rely upon tapping funds from external sources, short-term borrowing in particular.

4. Short-term borrowing could be destabilizing since it could lead to capital account reversals that would leave fund receiving economies vulnerable thanks to heavily fluctuating capital flows. Therefore, developing efficient bond markets in the region is seen to be not only a necessary but also a sufficient condition to promote sound and stable macroeconomic environment.
5. In addition, Asian economies have accumulated substantial amount of wealth in terms of collective international reserves that a large portion of those reserves would normally be invested elsewhere outside the continent. Establishing sound and efficient Asian bond markets could provide alternatives for investment of Asian economies.
6. Therefore, development of deep and liquid bond markets should be viewed as not only an enhancement to the financial development process within the continent but also a stepfurther to promote more integrated financial cooperation among Asian economies.
First steps

7. Asian or regional bond market deveopment has been in progress in various for a including APEC Finance Ministers Process, Executives’ Meeting of East Asia and Pacific Central Banks (EMEAP), as well as ASEAN+3 Finance Ministers Process. In this regard, coordination among operators of various fora should be maintained to avoid duplicatio of works and, at the same time, synchronize works to ascertain that the best possible outcome would be reached. Notwithstanding bond market development and related initiatives being implemented in different fora, there exists one important shared feature of these initiatives that they would target a small group of Asian economies at their initial stage to ensure that the initiative would proceed accordingly and successfully as planned.
8. As a prime mover on ACD cooperation in Asian Bond Market Development, Thailand plans to initiate closer cooperation within the boundaries of ACD economies. Through coordination with relevant projects having been implemented in other fora as well as cooperation with interested ACD economies, Thailand would pursue working on the initiative with an aim to promote more profound financial cooperation as well as to carry further the strong momentum of solid building blocks of the bond market development initiative in other fora.
9. To this regard, issues including infrastructures conducive to the process of bond development, possibilities of introducing innovative products such as joint securitized bonds, as well as necessities to develop additional product enhancements, e.g., regional credit guarantee markets, regional credit rating agencies etc. would be carefully considered. Subsequently, a proposal on Asian Bond Market Development could be proposed.
