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1. Recent Developments in Asia’s Bond Markets 

-   Basel III compliant hybrid securities are expected to grow  

2. New Challenges Amid Increasing Global Market  

Volatility   

-  A decline  in investor sentiment could lead to refinancing 
risk for issuers with low-ratings 

3. Structural Issues to be Addressed 

- Institutional framework in some countries trail global 
standard  

- Need to improve  liquidity and depth of market  

Agenda : 

2 



Private Debt Issuances Increased Amid 
Low Interest Rate Environment  

Source: IMF  

Domestic credit private sector and nonfinancial 

public entities as a percentage of  GDP.  For 

Malaysia and Indonesia, credit of private sector 

includes  household and corporate debt  

Source: National statistics  

•  Rising  household and corporate leverage has 

increased credit risks in some countries 



Basel III Imposes Stricter Capital 
Requirements on Asia-Pacific Banks 
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 Global Market Volatility May Adversely 
Impact Regional Financial Markets 
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Asia-Pacific Baking Sectors’ Economic 
and Industry Risk Scores are Dispersed 

Cambodia 

Hong Kong 

Australia 

Singapore 

Japan 

Korea 

New Zealand 

Malaysia 

Taiwan 

India 

China 

Philippines 

Vietnam 

Indonesia 

Papua New  

Guinea,  
Mongolia 

Sri Lanka 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

1 2 3 4 5 6 7 8 9 10 

Industry Risk 

Economic Risk 

Thailand 

Source: ‘Banking Industry Country Risk Assessment Update: February  2016’ 

Brunei 



S&P’s Bank Rating Methodology  
Economic and industry scores are used to  
determine an anchor 

Anchor is a  starting point for determining  
stand-alone credit profile( SACP)  

 

Institutional framework 

- A sub factor of industry risk score 

- Incorporates  rule of law, effectiveness 
of regulation, corporate governance and 
transparency ( e.g. quality and timeliness 

of financial reporting)   

 

Industry Risk Scores in Some 
Countries Trail  International Standards 

Country Industry Risk  Institutional Framework 

Korea 3 Intermediate 

Japan 3 Intermediate 

China 5 High Risk 

Malaysia 3 Intermediate 

Indonesia 7 Very High risk 

Thailand 4 Intermediate 

Philippines 6 Very High risk 

Brazil 5 Intermediate 

South Africa 4 Intermediate 

Turkey 6 Intermediate 

Source: S&P BICRA Score, 1 to 

10, from lowest to highest risk  



 Ratings Per Issuance: APAC Trails 
Other Regions   
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• In Japan’s domestic corporate bond market, 46 % of issues 

have only one rating during 2005-2014.  

• The regression of risk premium  shows multiple ratings have 

yielded positive effects and  reduced  funding costs. 



China’s Financial System: Bank Heavy; 
Growing  Bond  Market   
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• It will take time for a fully-fledged risk culture to emerge as state-

owned enterprises dominate the market and state intervention has  

hindered  risk assessment    



Japanese Private Debt Market: 
Skewed Toward High Ratings  

• SME can not tap into the 

market  

•  Banks have dominant shares 

and financing conditions are  

susceptible to soundness and 

risk appetite of banking 

sector    

S&P Ratings as of 

Dec 2015 
Source: Flow of Funds(2014) 



Moderate Liquidity and Transparency  
Have Hampered Market Development     

• Large number of investors  
buy and hold  

• Policy to encourage shift 
of funds  from deposits to 
other financial assets 
such as pension and 
mutual fund could    be 
considered 
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Source: Asia Bonds Outline, 2014 

  Government Bond  Corporate Bond 

HK 0.95 0.12 

Korea 0.72 0.13 

Thailand  0.62 0.06 

Malaysia 0.47 0.06 

Singapore 0.47 NA 

Indonesia 0.34 0.12 

China 0.31 0.2 

Japan  1.31 0.08 

Turnover Ratio of Fixed Income  
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