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Highlights
Econom ic Out look

Recent  indicators in the United States (US)  for •	
em ploym ent  and housing have been m odest ly 

hopeful.  The rally  of the US stock m arket  

since the beginning of the year has been 

another posit ive developm ent ,  although it s 

sustainabilit y  is unclear given the unresolved 

budget  deadlock. Financial condit ions in 

Europe have im proved and in recent  m onths 

the euro has rallied against  the US dollar. 

Nevertheless,	 financial	 conditions	 in	 Europe	
rem ain fragile am id polit ical uncertainty in 

I taly.

I n cont rast ,  em erging East  Asia’s out look •	
is br ightening with the People’s Republic of 

China’s (PRC)  growth picking up toward the 

end of last  year.1 Meanwhile,  the Southeast  

Asian econom ies cont inue to sustain robust  

growth supported by st rong dom est ic 

dem and.

LCY Bond Market  Grow th 
in Em erging East  Asia

The quarter-on-quarter  (q-o-q)  growth •	
rate for  em erging East  Asia’s local currency 

(LCY)  bond m arket  in 4Q12 was 3.0% , down 

slight ly  from  3.7%  in 3Q12, as the region’s 

LCY bond m arket  reached US$6.5 t r illion in 

size. The slight  decline in the growth rate 

reflected	 a	 drop	 in	 the	 quarterly	 growth	
of governm ent  bonds from  3.5%  in 3Q12 

to 1.4%  in 4Q12. However,  m uch of the 

downturn in the governm ent  sector  was 

offset  by an increase in the corporate sector ’s 

growth rate from  4.2%  in 3Q12 to 6.2%   

in 4Q12. 

1 Em erging East  Asia com prises the People’s Republic of China;  

Hong Kong, China;  I ndonesia;  the Republic of Korea;  Malaysia;  the 

Philippines;  Singapore;  Thailand;  and Viet  Nam .

The region’s two m ost  rapidly growing •	
corporate bond m arkets in 4Q12 were those 

of I ndonesia and the PRC, which grew 9.4%  

and 9.3% , respect ively.  The next  three m ost  

rapidly growing corporate bond m arkets on a 

q-o-q basis were those of Thailand (6.7% ) , 

the Republic of Korea (4.1% ) , and Malaysia 

(3.9% ) .

The slowdown of the region’s growth rate in •	
4Q12	reflected	mainly	sluggish	growth	of	only	
0.9%  in the PRC’s governm ent  bond m arket , 

which accounted for  66%  of the region’s total 

governm ent  bond m arket  at  end-Decem ber, 

as well as slower growth in the governm ent  

bond m arkets of Singapore (1.2% ) ;  the 

Republic of Korea (0.9% ) ;  and Hong Kong, 

China (0.5% ) .

One factor  responsible for  the slow growth of •	
t he governm ent  bond sector  in the PRC and 

several other m arkets has been a m oderat ion 

of cent ral bank bill issuance in recent  quarters 

as ster ilizat ion act iv it ies have been reduced. 

Monetary Author it y  of Singapore (MAS)  bills 

rose 12.6%  q-o-q in 4Q12, however,  as MAS 

has rapidly increased it s bill issuance over the 

last  year to expand the range of m onetary 

policy tools at  it s disposal.

LCY Bond Market  St ructural 
Developm ents in Em erging  
East  Asia

The	 maturity	 profiles	 of	 the	 region’s	•	
governm ent  bond m arkets generally 

lengthened in 2012, as evidenced by a 

m odest  expansion of m atur it ies of 10 years or 

more,	while	the	maturity	profiles	of	corporate	
bond m arkets rem ained m uch m ore short -

dated. I n the Philippines and I ndonesia, for 

exam ple, around 45%  of governm ent  bonds 

outstanding had rem aining m atur it ies of m ore 

than 10 years. 
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Foreign holdings of em erging East  Asian •	
LCY governm ent  bonds cont inued to r ise in 

2012 in m ost  m arkets. I n I ndonesia, the 

share of foreign holdings as a port ion of total 

governm ent  bonds outstanding recovered 

from	 its	downturn	 in	mid-2012	 to	finish	 the	
year at  33% .

Most  government bond yield curves have shifted •	
downward since the end of 3Q12 on the back 

of	 moderating	 inflation	 and	 reduced	 central	
bank policy rates. The PRC’s curve, however, 

has cont inued to shift  upward since the end of 

3Q12, due to the lack of any m onetary policy 

easing m easures, while the perform ance of the 

economy has rem ained robust .

Risks to the Out look

Risks to the region’s LCY bond m arkets are •	
biased toward the downside, including ( i)  the 

budget  deadlock threatening the US recovery, 

( ii)  st ronger growth potent ially  leading to 

higher	interest	rates	and	inflation,	and	(iii)	a	
surge	of	destabilizing	capital	inflows	into	the	
region.

LCY Bond Market  Developm ents 
in I ndia

I ndia’s LCY bond m arket  expanded 24.3%  •	
in 2012, on the back of buoyant  growth in 

both the governm ent  secur it ies and corporate 

bond m arkets, to reach the equivalent  of 

US$1 t r illion.

I ndia’s infrast ructure needs are huge and they •	
will	be	financed	 through	both	public–private	
partnership (PPP)  projects and the LCY bond 

m arket .

Special Sect ion:  
Managing Capital Flow s  
in LCY Bond Markets

Growth in the use of LCY bonds has helped •	
facilitate m anagem ent  of the region’s dom est ic 

economies	and	increased	financial	stability.	It	
has also helped reduce y ields and im prove 

liquidity	and	efficiency	in	bond	markets.

Higher y ields, appreciat ing currencies, •	
im proved credit  rat ings, and lower exchange 

rate volat ilit y  are all cont r ibut ing to increased 

foreign part icipat ion in em erging East  

Asia’s LCY bond m arkets. Lower global r isk 

percept ions and m ore developed dom est ic 

financial	 markets	 are	 also	 contributing	
posit ively.

Large	inflows	of	foreign	funds	into	the	region’s	•	
dom est ic econom ies can com plicate policy 

m anagem ent  and m ay require balancing 

the needs of different  policy object ives. 

I n response, author it ies in the region have 

implemented	measures	to	manage	the	inflows	
of funds, including capital cont rol m easures 

to	limit	potentially	destabilizing	inflows.


