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Figure 9: Non-Bank Foreign Holdings of
Sertifikat Bank Indonesia
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Net foreign investment in the Republic of Korea’s
LCY bond market stood at KRW1.8 trillion
in February—led by large investments
from Luxembourg and the US—amid sound
economic fundamentals and expectations of
currency appreciation (Figure 10). This was
an improvement over the previous month’s net
bond inflows totaling KRW1.6 trillion, following
significant net bond outflows of KRW2.6 trillion
in 4Q11 on the back of massive redemptions
in December.

Figure 10: Net Foreign Investment by Country in
LCY Bonds in the Republic of Korea, January 2011 -
February 2012

KRW billion
3,000

2,000 r

1,000

| Hi;'s_'-s'\]@'\‘sﬂé
|

-3,000

—4,000

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb
-11 -1 -11 -11 -11 11 411 -11 11 11 11 -1l 11 -2

m \\/Orld
e PRC

e France
e |_uxembourg

== Thailand
== Jnited Kingdom
United States

LCY = local currency, PRC = People’s Republic of China.
Source: Financial Supervisory Service (FSS).

24

Maturity Profiles

The maturity profiles of the region’s
government bond markets generally
improved between mid-year and the
end of 2011, while maturity profiles
for most corporate bond markets
remained largely unchanged.

Government bond maturities remained more
concentrated at the short-end of the curve at the
end of 2011 in the markets of Hong Kong, China; the
Republic of Korea; Thailand; and Viet Nam. These
four markets each had 15% or less of their long-
term bonds in maturities of more than 10 years,
and 40% or more of their bonds outstanding in
maturities of 1-3 years (Figure 11a). Countries
with a greater concentration of maturities at
the short-end of the curve are more vulnerable
to potential concerns about market liquidity.
However, there are few such liquidity concerns at
the present time.

The four markets with 20% or more of their
government bonds outstanding in maturities of
10 years or more were Indonesia (42%), the
Philippines (39%), Singapore (23%), and the PRC
(20%). These four markets—plus Malaysia—each

Figure 11a: Government Bonds Maturity Profiles
(individual maturities as % of total)
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had 25% or more of their bonds outstanding in
maturities of 5-10 years, resulting in a maturity
structure in which 50% or more of all bonds (49%
in the case of Malaysia) were carried in maturities
of 5 years or more.

A consistent comment from the most recent
AsianBondsOnline Bond Market Liquidity Survey
was that in most markets investors are seeking
a wider range of investable government bonds
(See Asia Bond Monitor, November 2011).
Furthermore, market participants acknowledged
that most governments in the region have made
good progress over the last year in extending the
maturity structures of their bond stocks, resulting
in an increasingly large share of new bonds being
issued in maturities greater than 10 years, as
discussed below.

Some of the most noticeable improvements in
government bond maturity structures have been
the following:

(i) Thailand’s recent issue of THB5 billion of
50-year bonds in early March encouraged
investors seeking additional longer-dated
issues in the future.

(ii) Singapore issued its maiden 30-year bond for
SGD1.2 billion at the end of March.

(iii) In a series of bond exchanges starting in
December 2010, the Philippines increased
the percentage of its bonds with maturities of
more than 10 years to 39% at the end of 4Q11
from less than 10% at the end of 4Q09.

(iv) TheRepublic of Koreaincreased the portion of
its bonds in maturities greater than 10 years
from 9.0% at the end of 4Q10 to 13.6% at
the end of 4Q11. The government converted
settlement of Korean Treasury Bond (KTB)
futures contracts from a physical to a cash
basis last year to make them more attractive
to investors. This contributed to an increase
in 10-year KTB futures contracts’ share of
total contracts traded from only 1% in 1Q11
to 17% in 4Q11. During the first 3 months

of 2012, the percentage of 10-year KTB
futures contracts traded as a share of the
total increased to 23%.

(v) The proportion of Indonesian government
bonds with maturities greater than 10 years
rose from 37% at the end of 4Q10 to
42% at the end of 4Q11, while the share
of government bonds with maturities of
1-3 years shrunk from 20% of the total in
4Q10 to 16% in 4Q11.

(vi) The share of Malaysian government bonds
with maturities greater than 10 years
increased slightly in 2011 from 6% at the
beginning of the year to 9% at the end of
4Q11. Malaysian government bonds with
maturities of 5-10 years also increased from
35% of the total at the end of 4Q10 to 40% at
the end of 4Q11. Yet, Malaysian government
bond issuance with maturities of more than
10 years remains constrained by the fact that
Government Investment Issues (GII)—an
Islamic security—stood at MYR110 billion
at the end of 2011, or approximately one-
third of total Malaysian government bonds
outstanding, and are issued only in maturities
of 1-10 years.

(vii) VietNamreduced the portion ofits government
bonds in maturities of 1-3 years from nearly
60% of the total at the end of 2Q10 to
50% at the end of 4Q11, while increasing
the proportion of bonds in maturities of
3-10 years from 35% to 47% over the
same period.

Maturity Profiles
for Corporate Bonds

The maturity profiles of the corporate bond
markets of emerging East Asia vary in structure
(Figure 11b):

(i) Among the region’s corporate bond markets,
Indonesia, the Republic of Korea, the
Philippines, Thailand, and Viet Nam'’s corporate
bond markets have a much larger share
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Figure 11b: Corporate Bonds Maturity Profiles
(individual maturities as % of total)
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of their maturities in the 1-3 year range.
Furthermore, the proportion of corporate
bonds in these four markets with maturities
greater than 10 years is small.

(i) The shares of Hong Kong, China; Malaysia;
PRC; and Singapore corporate bonds
with maturities of 1-3 years are much
smaller than the respective shares for
government bonds. Malaysia, however, has
an extraordinarily large amount of its bonds
(28%) issued in maturities greater than
10 years. The shares of Singapore; the PRC;
and Hong Kong, China corporate bonds with
maturities greater than 10 years are broadly
comparable to the respective shares of
government bonds.

(iii) The maturity structure of the Viet Nam
corporate bond market is unique in the
region. At the end of 4Q11, almost 70%
of Viet Nam’s corporate bonds outstanding
carried maturities of 1-3 years, while there
were no Viet Nam corporate bonds with
maturities greater than 10 years. However,
this structure is a distinct improvement over
the one that existed at the end of 2010,
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when 92% of Viet Nam’s corporate bonds
outstanding had maturities of 1-3 years.
There also were no Vietnamese corporate
bonds with maturities greater than 5 years
at the end of 2010, while at the end of
2011, 23% of Viet Nam’s corporate bonds
outstanding had maturities of 5-10 years.

Government Bond Yield Curves

Government bond yield curves in
emerging East Asia flattened in
most markets in 2011 on the back
of moderating inflation and growth
rates, and improving sovereign
rating prospects.

The region’s quarterly GDP growth rates generally
moderated in 2011, while still remaining robust.
In some cases, growth trended upwards even as
the recent announcement of Premier Wen Jia Bao
that the PRC government’s GDP growth forecast
for 2012 of 7.5% drew global attention and
dampened commodity prices. This moderating
trend has contributed to reduced inflationary
pressures (Figure 12), which had been considered
the major risk to the region’s economic outlook at
mid-year 2011, and a flattening of emerging East
Asian government bond yield curves.

Figure 12: Headline Inflation Rates, January 2008-
February 2012
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