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STATEMENT FROM THE
CROSS-BORDER SETTLEMENT

INFRASTRUCTURE FORUM CHAIR

Wider use of local-currency-denominated bonds for cross-border collateral transactions would serve as

a key enabler for the development of regional bond markets by alleviating the collateral costs of financial
institutions and expanding market liquidity. Therefore, without collective efforts to ensure that collateral is
actively used across the region, the development of cross-border financial transactions will continue to be
limited. This report, Local Currency Collateral for Cross-Border Financial Transactions, proposes seven policy
recommendations with a view to achieving this ambitious goal in the Association of Southeast Asian Nations
plus the People’s Republic of China, Japan, and the Republic of Korea (ASEAN+3) region.

As the acting chair and vice-chair of the Cross-Border Settlement Infrastructure Forum (CSIF), | would like
to express my gratitude to the CSIF members and observers for their contributions to the completion of this
report. | also look forward to the ongoing support from CSIF members and observers for this project since
itis presently in the first stage of implementing the objectives of the Asian Bond Markets Initiative, which

is promoting the use of local currency bonds for cross-border collateral transactions. The acting chair also
wishes to thank the Asian Development Bank Secretariat and consultants for providing valuable input for
the report.

SEUNG-KWON LEE

Acting Chair, CSIF

Vice-Chair, CSIF

Director, Clearing and Settlement Department
Korea Securities Depository
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EXECUTIVE SUMMARY

Financial integration and interconnectedness is making significant progress not only in global financial
markets but also in the Association of Southeast Asian Nations plus the People’s Republic of China,
Japan, and the Republic of Korea (ASEAN+3) region. In parallel, global regulatory initiatives have led to
environmental changes in capital markets in the domain of collateral transactions. Securing and utilizing
eligible collateral in cross-border financial transactions is also considered an important competence in
financial stability. Consequently, the role of bonds as collateral is on a growth trend and the significance of
high-quality liquid bonds in financial transactions is increasing.

Bond markets serve as the basis for supporting the financial market overall where the immunity of bonds
to credit risk is one of the key enablers for the smooth functioning of financial intermediation. In addition,
well-established market infrastructure in one economy can be linked with market infrastructures across
economies, thereby efficiently supporting cross-border bond transactions.

In the ASEAN+3 region, the issuance of local currency (LCY) bonds has been steadily increasing, driven
mainly by the economic growth and the policy actions of each member economy. However, the trading
volume of bonds has not shown a notable increase in the secondary market. Furthermore, while domestic
market infrastructures are being put in place, the cases of infrastructure linkages for cross-border clearing
and settlement of bonds are limited. As a result, the region’s collateral markets are still in the development
phase and do not play a major role in cross-border financial transactions.

If cross-border collateral transactions were to notably increase in the region, the LCY bond market’s
development, market participants’ more effective risk management through a wider range of hedging tools,
and their financial cost reduction might all be possible. Moreover, the vitalization of collateral transactions
across the region might expand market liquidity, diversify financial instruments, and contribute to regional
financial stability.

Cross-border collateral arrangements (CBCAs) could, in particular, increase the cross-border use of
high-quality bonds such as government bonds that are denominated in domestic currencies. It additionally
could contribute to increasing liquidity in the bond market. For this reason, in the euro area, national central
banks are extensively using CBCAs with various models. However, in the ASEAN+3 region, the CBCAs that
have been adopted by some regional central banks are rarely used, suggesting some structural challenges in
scaling up the arrangements.

The development of cross-border collateral markets in ASEAN+3 has been affected by a number of factors.
To identify the issues in the region, this study conducted a survey targeting Cross-Border Settlement
Infrastructure Forum (CSIF) member institutions. The survey responses and additional information from the
public and industry experts show that there exists a series of constraints in the region to the circulation of
high-quality bonds as collateral. These include the lack of a domestic bond market basis, insufficient public
disclosure of relevant laws and regulations, foreign exchange-related restrictions and constraints, insufficient
market infrastructures for cross-border transactions, and limited disclosure of relevant market information.

Xi
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Executive Summary

Whether the use of LCY bonds can have overall benefits depends on a number of factors such as the
regulatory frameworks, the environment of the domestic financial market, and cross-border market
infrastructures. Furthermore, to facilitate cross-border collateral transactions, a number of other factors
need to be taken into account. These range from systemic risks, regulatory frameworks, capacities of central
bank business and market infrastructures, and market interdependency.

In addition, active use of LCY bonds for cross-border collateral transactions could help the development of
the regional bond market by reducing the credit costs of financial institutions and expanding market liquidity.

Against this backdrop, this report proposes seven policy recommendations for promoting the cross-border
use of LCY bonds as collateral in the ASEAN+3 region:

1

Further development of local currency bond markets. A well-functioning domestic bond market

is one of the key stepping-stones for supporting efficient cross-border collateral transactions.

Thus, the region’s LCY bond markets need to be further developed as the first step. In particular, it is
necessary to first seek ways to develop domestic interbank bond markets across economies in the
region. This is because the interbank bond market—in which financial institutions, banks in particular,
participate—could lead to the development of the cross-border collateral market as well as a whole new
bond market.

Disclosure enhancement of regulatory frameworks and market information. The disclosure of key
market information, including the transaction and settlement status of bond transactions, would be
a critical enabler for the active use of cross-border collateral upon LCY bonds. Both the ASEAN+3
Bond Market Guides and AsianBondsOnline are good channels for foreign investors to collect relevant
information about the region. It would, however, also be desirable for each economy to disclose
pertinent information in a more comprehensive and transparent manner, particularly with regard to
regulatory frameworks and market information, through their own respective platforms.

Enhancement of market infrastructures. Cross-border collateral transactions are heavily dependent
upon an efficient and flexible collateral management scheme supported by stable operations of financial
market infrastructures. They include well-functioning central securities depositories and securities
settlement systems, delivery-versus-payment arrangements being in place, and the wider introduction
of international technical standards. Therefore, it is imperative to enhance domestic market
infrastructures.

Wider linkages between regional market infrastructures. To promote the use of LCY bonds for
cross-border collateral transactions in ASEAN+3, linkages among the region’s market infrastructures
might need to be expanded. The wider linkage network would support swift mobilization of LCY bonds
across individual markets, alleviate transaction costs, strengthen interoperability, and better manage
operational risk via straight-through-processing.

Expansion of central banks’ role in cross-border collateral management. The impact of central bank
collateral frameworks on cross-border transactions—including collateral availability, bond prices, and
market practices—is of critical significance. In particular, central bank policy measures that assess

and decide on asset eligibility, haircut ratios, and accessibility to counterparties can have a decisive
impact on collateral management practices. Thus, the role of central banks for promoting cross-border
collateral transactions needs to be expanded.
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6. Expansion of cross-border collateral arrangements. CBCAs suggest there is potential for increasing
market liquidity in bond markets, promoting the use of LCY bonds for cross-border collateral
transactions, and contributing to the strengthening of financial stability. Therefore, ASEAN+3 member
economies need to develop measures to facilitate CBCAs. Critical issues such as central bank’s risk
management burden, legal uncertainties, and higher funding costs should be addressed carefully when
CBCAs are under consideration.

7. Facilitation of Qualified ASEAN Banks. Given the nature of Qualified ASEAN Banks (QABs), they can
have a positive effect on the increased incidence of cross-border collateral transactions, while the
reverse might also be true in that those transactions might be a catalyst for more active use of QABs
in the region. If, in particular, QABs are put in place in conjunction with CBCAs, the adoption of
cross-border collateral transactions involving LCY bonds might be further accelerated. Thus, greater
market access and improved operational flexibility for QABs need to be further considered.

In parallel, this study proposes follow-up actions to be taken to further develop the regional cross-border
collateral market. These next steps include (i) additional in-depth studies on the subject of cross-border
collateral financing, repurchase agreements, and other derivatives transactions, as well as the comparative
analysis of central bank’s repo operations; (ii) support for market participants’ activities; (iii) establishment
of ASEAN+3 regional market and legal practices; (iv) close cooperation between authorities and related
agencies for the expansion of regional cross-border financing and financial stability; and (v) establishment of
working groups for constructing a road map.






INTRODUCTION

Financial integration and interconnectedness is making significant progress not only in global financial
markets but also in the Association of Southeast Asian Nations plus the People’s Republic of China,

Japan, and the Republic of Korea (ASEAN+3) region. In parallel, global regulatory initiatives have

led to environmental changes in capital markets, particularly in the domain of collateral transactions.
Consequently, the role of bonds as collateral suggests a growth trend is in place and the significance

of high-quality liquid bonds, government bonds in particular, in financial transactions is on the rise.

The region’s bond markets are well developed overall, particularly their sizable primary markets, but the
markets of some member economies are still considered to be in their infancy. Most bond issuances remain
in the domestic currency, and the role of local currency (LCY) bonds as collateral for cross-border financial
transactions is still confined within the region’s boundaries.

As the financial system in the region has long relied on a bank-oriented indirect financing, the regional
capital market as a direct financing channel is relatively less developed considering the overall size of funding
operations. The total foreign exchange reserves of ASEAN+3 economies accounted for 49% of the global
total at the end of 2020. Also, according to the investment portfolio statistics of the International Monetary
Fund (IMF) (Table 1), among ASEAN+3’s total overseas investments, those in the United States (US)

and European markets comprised 64.1% of the region’s total overseas investments at the end of 2020.

On the contrary, only 11.4% of the region’s foreign investment was made by regional economies.

Although this proportion shows a significant increase from only 3.7% in 2005, it remains very low in the
absolute context.

Table 1: ASEAN+3 Investment Portfolio
(USD billion)

Advanced Economy ASEAN+3
660 789 78 37

2005 1,449 68.5 2,119
2010 1,017 1,124 2,141 63.4 209 6.2 3,378
2020 1,821 1,125 2,946 64.1 523 114 4,595

ASEAN+3 = Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the Republic of Korea; US = United States;
USD = United States dollar.

Source: International Monetary Fund. Coordinated Portfolio Investment Survey. https://data.imf.org/.

1 Foreign exchange reserves of the world and ASEAN+3 was USD12,701 billion and USD6,250 billion, respectively, at the end
of 2020 per the ASEAN+3 Regional Economic Outlook 2021 and the IMF’s Currency Composition of Official Foreign Exchange
Reserves 2020.
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As such, regional funds are being invested mainly in the markets of the US and Europe, and these funds are
being reinvested back into the region, which disguises the true picture of regional investments. The excessive
reliance on assets denominated in foreign currency (FCY) further poses a risk of exposure to changes in
external economic turbulence. Therefore, to promote regional investments and support further growth of
the local capital markets, bond market development based on high-quality assets is of critical importance.

Since the global financial crisis, financial regulations have been strengthened worldwide, making the risk of
unsecured financial transactions more recognizable. Securing and utilizing eligible collateral in cross-border
financial transactions, in particular, is considered an important competence in financial stability.

Meanwhile, the clearing and settlement infrastructures for supporting cross-border collateral transactions
are still insufficient and therefore most asset investment and risk management depends on global market
infrastructures, which seems one of the main factors explaining the repetition of shocks to the regional
financial system transmitted from economies beyond the regional borders.

One of the most typical financial transactions involving securities collateral is the repurchase agreement
(repo). While the region’s central banks’ repo transactions for monetary policy implementation are large in
size, market-based repo transactions and cross-border repo transactions are understood to be negligible in
regional markets. Furthermore, the eligible cross-border collateral pool normally comprises bonds issued
by major countries like the US and European countries, and most of bonds issued by ASEAN+3 member
economies are rarely traded and are not accepted as eligible collateral in the global market.

There have been policy and technical dialogues around the four task forces under the Asian Bond Markets
Initiatives, with the aim of invigorating regional bond market development. However, the activation

of cross-border collateral transactions should be supported by the development of pertinent markets
such as repo transactions. In particular, these transactions are expected to increase available collateral,
thereby supporting the liquidity of individual markets while reducing the risk of systemic impacts.
Government bonds from a practical standpoint play a crucial role in the smooth operations of the capital
market based on the general market perception of their immunity against credit risk.

Since this study is aimed at activating the use of LCY bonds for cross-border financial transactions, one of
the measures to facilitate the regional bond market, which focuses only on bonds as collateral, was analyzed.
Bonds, especially government bonds, are recognized as safe assets due to their high credit ratings and large
trading volumes, making them suitable for collateral transactions. In addition, most central banks include
high-quality liquid bonds as eligible assets when providing liquidity to banks.

This report first seeks to identify constraints associated with cross-border collateral transactions in the
view that the increase in the use of LCY bonds could be a means of mitigating risk by expanding market
liquidity. To this end, this study conducted a survey of member institutions of the Cross-Border Settlement
Infrastructure Forum (CSIF) (see Appendix 2 for questionnaires).

Based on the survey results and information from the public and industry experts, the report presents policy
recommendations to promote cross-border collateral transactions, as well as LCY-denominated bond
markets in general, by making active use of high-quality bonds. Lastly, the report proposes follow-up actions
to be taken in the future to further develop regional collateral markets.



OVERVIEW OF THE
COLLATERAL MARKET
ENVIRONMENT IN THE REGION

A. Bond Issuances and Transactions

1. Primary Market

In general, the level of development of the bond market, as compared to the bank-oriented indirect
financial market, is considered to be an indicator measuring the degree of financial market development.
The bond market requires well-functioning financial market infrastructure in relation to clearing and
settlement, along with investor diversity.

The amount of LCY bond issuances in the ASEAN+3 region has been steadily increasing, driven mainly
by the economic growth and policy efforts of each member economy. In particular, regional issuance has
shown a more notable increase since 2015, demonstrating a sixfold surge from USD5.4 trillion in 2001

to USD32.2 trillion in 2020, when the region’s total issuance increased by 19.2% compared to 2019.

This growing trend of issuances was bolstered mainly by government bonds, accounting for 71.8% of the
total issuances at USD23.1 trillion, which is a significantly higher proportion than that of corporate bonds,
including commercial bank bonds, which made up 26.5% of the total (Figure 1).2

However, in terms of volume, bond issuance in ASEAN+3 in 2020 was driven largely by only a few regional
economies, with issuance volumes in other economies remaining marginal (Figure 2). That said, the relative
size of bond issuances against gross domestic product shows a slightly different picture, as some member
economies with low absolute volumes of issuance have relatively higher proportions as a share of gross
domestic product. Thus, the absolute size of the bond market in some member economies is small, but it is
larger when accounting for the economy’s overall size (Figure 3).

The LCY bond market of emerging economies has been continuously developing in recent years.

For instance, some Association of Southeast Asian Nations (ASEAN) countries initiated the development
of a sustainable bond market intended for green, social, and sustainability bonds. This initiative provides
investors an opportunity to support sustainable regional growth and demand for green investments.

2 Issuance data are for 10 economies among the ASEAN+3 grouping: the People’s Republic of China; Hong Kong, China;
Indonesia; Japan; the Republic of Korea; Malaysia; the Philippines; Singapore; Thailand; and Viet Nam.
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Figure 1: Local Currency Bond Issuances in ASEAN+3
(USD billion)
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ASEAN+3 = Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the Republic of Korea;
USD = United States dollar.

Source: ADB. AsianBondsOnline Data Portal. https://asianbondsonline.adb.org/data-portal /.

Figure 2: Local Currency Bond Issuance Volume in Selected Markets, 2020
(USD billion)

18,000
16,000
14,000
12,000
10,000
8,000 -
6,000 -
4,000 -

2,000 -

0 - 1 — 1 — 1 1 I 1 - ., | mem 1 . 1 ]
CN HK ID JP KR MY PH SG TH VN

CN = People’s Republic of China; HK = Hong Kong, China; ID = Indonesia; JP = Japan; KR = Republic of Korea; MY = Malaysia; PH = Philippines;
SG = Singapore; TH = Thailand; USD = United States dollar; VN = Viet Nam.

Source: ADB. AsianBondsOnline Data Portal. https://asianbondsonline.adb.org/data-portal/.
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Figure 3: Local Currency Bonds Outstanding as a Share of Gross Domestic Product, 2020
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CN = People’s Republic of China; HK = Hong Kong, China; ID = Indonesia; JP = Japan; KR = Republic of Korea; MY = Malaysia;
PH = Philippines; SG = Singapore; TH = Thailand; VN = Viet Nam.

Source: ADB. AsianBondsOnline Data Portal. https://asianbondsonline.adb.org/data-portal/.

2. Secondary Market

According to the trend of secondary market transactions in the region, fairly notable fluctuations have been
witnessed in terms of financial market developments. Transactions surged during the process of responding
to the global financial crisis, reaching their highest level in 2011, which was followed by a subsequent
decreasing trend until 2017 before rebounding in 2018. The total trading volume of bonds increased 14.1%
year-on-year to USD25.6 trillion in 2018, and 35.3% year-on-year to USD34.6 trillion in 2019. The increase
in transaction volume since 2017 is largely attributable to the increase in bond issuances (Figure 4).

The bond turnover ratio, which can be calculated by dividing the total turnover of bonds by the stock of
bonds outstanding, consequently indicates the utilization of bonds reached a record-high of 2.98 in 2011,
decreased to 0.95in 2017, and then rebounded to 1.28 in 2019. This shows that although the primary
bond market in the region is fairly large in size, the secondary market is not yet sufficient. In particular, the
amount of bond issuances has increased significantly since 2017, but the trading volume of bonds has not
increased that much during the same period, suggesting low turnover ratios in the secondary market.

The total size of bond transactions as measured by AsianBondsOnline (ABO) includes only outright bond transactions in most
regional markets, but not collateral transactions such as repo and derivatives transactions. Consequently, in member economies
where repo transactions account for a significant portion of bond transactions, the total volume of collateral transactions is
much larger than the amount of general bond transactions provided by ABO.
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Figure 4: Bond Trading Volumes and Turnover Ratios
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Source: ADB. AsianBondsOnline Data Portal. https://asianbondsonline.adb.org/data-portal/.

B. Collateral Transactions

The expansion of secured financial transactions can improve market participants’ liquidity and reduce their
financing costs. Furthermore, it contributes to the promotion of market infrastructure development and the
provision of hedging instruments, thereby facilitating the development of LCY bond markets.

In this study, collateral transactions are defined as financial transactions involving bonds as collateral.*

They include repos, swaps, securities loans, and other over-the-counter derivatives transactions, among
which the most actively traded products are repos. Collateral in financial transactions plays an important
role in managing counterparty risks, thereby reducing relevant funding costs; for borrowers, for instance,
risk-free bonds provided to counterparties can enable them to raise funds at a lower cost. For investors, it
can enable them to liquidate bonds held at a minimum loss in the event of a counterparty default, along with
the re-hypothecation options.

The region’s collateral markets are still in the development phase. Though repo and standing facility, in
which government bonds are utilized as collateral, are commonly used in the central banks’ monetary
operations, government bonds are not traded actively in the secondary market. The use of LCY government
bonds for cross-border collateral transactions is still very limited; there may be a few exceptional cases

of using Japanese and Chinese government bonds. In recent years, however, collateral transactions have
shown a steady increase in the domestic market for some member economies.

Since this study is aimed at activating the use of LCY bonds for cross-border collateral transactions, only bond collateral
was analyzed.
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According to collateral transaction data provided by member economies through the survey, the volume

of total collateral transactions demonstrates a continuous increase.> On a year-on-year basis, it surged
12.3%in 2019 and 22.9% in 2020. Although confined to the case of some member economies,® the ratio of
collateral transactions to total trading volume of bonds consistently exceeded 80% during the 2018-2020
period.” This suggests that collateral transactions of LCY bonds have become more active in the domestic
market. Meanwhile, according to the data on the types of collateral transactions, repos explained more than
97% of the total transactions, with other collateral transactions—such as swap, securities lending, and other
derivatives—constituting only 2.1%.8

However, the picture contains some limitations in the sense that the trading volume of repo transactions in
several member economies has not been reported clearly and data for other financial transactions involving
collateral—such as swap, securities lending, and other derivatives—have been submitted without clear
aggregation in most member economies. Moreover, in the case of cross-border collateral transactions,
almost no member economies provided relevant data, which was another dimension of challenge in
understanding the volume of transactions. All in all, there were limitations in identifying the complete
picture of collateral transactions in the region.

Figure 5: Trading Volume of Collateral Transaction in ASEAN+3
(USD trillion, %)
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ASEAN+3 = Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the Republic of Korea;
USD = United States dollar.

Note: The total volume of collateral transactions is based on eight economies and the share of collateral transactions is based on five economies.

Source: Cross-Border Settlement Infrastructure Forum Survey (2021).

Based on eight member economies (the People’s Republic of China; Hong Kong, China; the Republic of Korea; Indonesia;
Malaysia; the Philippines; Thailand; and Viet Nam) that provided relevant data.

Based on five member economies (the People’s Republic of China; Hong Kong, China; the Republic of Korea; Malaysia; and
Thailand) that provided relevant data.

Bond transaction data from ABO and collateral transaction data from each member economy participating in the survey could
not be directly compared because the criteria for the compilation of the two statistics differed across economies.

Based on the three member economies (the People’s Republic of China; the Republic of Korea; and Thailand) that provided
relevant data.
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Table 2: Trading Volume of Collateral Transactions by Economy

(USD billion)
e s, e,
Hong Kong, China 2,478.0 3,593.3 3,238.4
Indonesia 14.9 20.1 9.1
Malaysia 26.9 52.6 92.3
People’s Republic of China 108,616,6 120,979.0 151,169.1
Philippines 19 2.0 0.1
Republic of Korea 29,878.2 34,956.1 41,007.1
Thailand 7,589.7 7,319.4 9,602.5
Viet Nam 0.0 0.0 0.0
Total Collateral Transactions® 148,606.3 166,922.5 205,118.5
% of Total Domestic Bond Transactions® 83.1 81.8 82.2

USD = United States dollar.
* Based on eight economies that provided relevant data.
® Based on five economies that provided relevant data.

Source: Cross-Border Settlement Infrastructure Forum Survey (2021).

C. Collateral Eligibility Criteria

1. Collateral Used by Central Banks for Market Operations

The collateral eligibility of central banks is an important indicator in determining the accessibility of financial
institutions to central bank liquidity. In general, the eligible collateral of a central bank is based on legal
stability, credit requirements, market neutrality, and risk-free assets with large issuances and transactions.

Before the global financial crisis, central banks tended to operate their collateral pools with a narrow

scope and with a view to minimizing the possibility of credit loss and achieving market neutrality, thereby
immunizing their collateral baskets from price fluctuations and distortions. However, in the process of
overcoming the impact of the global financial crisis, central banks expanded the eligibility criteria as a means
of stabilizing the market by easing financial institutions’ credit and liquidity strains. This decision was to
some extent supported by the analytical judgment that the risk of loss could be managed by measures such
as the haircut adjustments of individual bonds.

When it comes to the G7 central banks’ collateral criteria, the US Federal Reserve had previously operated

a relatively narrow range of assets and recognized risk-free assets with active market transactions in order to
not affect asset prices. However, in the event of the global financial crisis, the eligibility was greatly expanded
to improve the liquidity conditions of financial institutions. In the case of the European Central Bank (ECB),
the scope of eligible collateral is relatively wide considering the financial structure of the Eurosystem.
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The Bank of England recognizes high-quality bonds such as government bonds and central bank bills as
eligible collateral in order to minimize credit and liquidity risks, but also expanded the target collateral to
credit securities after the global financial crisis. The Bank of Japan (BOJ) operates relatively wide collateral
schemes, recognizing commercial paper and asset-backed commercial paper, along with government bonds.

The survey results showed that central banks in the ASEAN+3 region commonly accept government
bonds, central bank bills, and government-guaranteed bonds as eligible collateral. However, in the case of
government-guaranteed bonds, requirements of a certain credit rating or higher must be met.

Meanwhile, the number of economies that recognize foreign currency (FCY) assets as eligible collateral

is on the rise. Among the member economies, several central banks—including the BOJ, Bank Negara
Malaysia (BNM), Bank of Thailand (BOT), Hong Kong Monetary Authority, and Monetary Authority of
Singapore (MAS)—acknowledge FCY bonds as collateral. In particular, the parties to cross-border collateral
arrangements (CBCAs) accept government bonds and central bank bills of the other parties. However,
other member economies still do not recognize FCY bonds as eligible collateral.

Based on the survey results, the following was noted:

(i) Advanced economies broadly accept securities, including commercial paper, with a certain level of
credit rating as collateral. Meanwhile, the eligible collateral in the region is mainly limited to government
bonds, central bank bills, and government-guaranteed bonds.

(i) Some central banks’ collateral includes FCY government bonds and central bank bills, but this is the
case only in a few economies in the region.

(iii) Despite the high quality of government bonds, they are rarely accepted as collateral in global financial
markets with the exception of key (or hard) currency bonds such as Japanese Government Bonds.

2. Collateral Used by Market Participants

In the case of general financial market transactions, the eligible collateral pool includes normally all bonds
traded in the market without specific restrictions (Table 3). This is because collateral is determined by
mutual agreement between the counterparties. However, government bonds and government-guaranteed
bonds, which have little credit risk and are also highly liquid, appear to be preferred as collateral.

3. Risk Management

Regional central banks and market participants are applying haircuts and margining arrangements to
safeguard them from market and counterparty risks. In other words, only a certain percentage of the
mark-to-market value at the time of transaction is recognized as collateral value in view of responding to the
fluctuations of the bonds’ market prices. An additional haircut is normally applied in the case of FCY bonds
to further manage foreign exchange risk when the bonds are accepted as collateral (Table 4).
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Table 3: Eligible Collateral Criteria in ASEAN+3

Central Bank’s Repo OTC Market-Based Repo

Brunei Darussalam - Government bonds NA
- Central bank bills

People’s Republic of China - Government bonds - All types of bonds
- Central bank bills, policy bank bonds
- High-quality bonds and loans including SMEs, green, and
agricultural financial bonds rated AA and above
- Corporate credit bonds rated AA and above
- Bank-issued perpetual bonds

Hong Kong, China (LCY) - Exchange-fund paper - All types of bonds
- Government bonds
(FCY) - High-quality liquid securities denominated in USD, EUR,
RMB, JPY, or GBP, issued by governments or supranationals

Indonesia - Government bonds (including USD-denominated) - Government bonds
- Central bank bills - Central bank bills
- Bonds by other government whose CBs have an agreement with Bl - Corporate bonds
Japan (LCY) - Government bonds - Japanese Government Bonds
(FCY) - Government bonds issued by the US, the UK, Germany, - Bonds guaranteed by the government
or France - Foreign government bonds

- Municipal bonds
- Corporate bonds (AA or above)

Republic of Korea - Government bonds - All types of bonds
- Central bank bills
- Government-guaranteed bonds

Malaysia (LCY) - Government bonds - All types of bonds
- Central bank bills
- Government guaranteed bonds
- EMEAP-member governments bonds
- Other bonds with AAA-rating
(FCY) - US Treasury bonds, UK gilts
- EMEAP-member governments bonds
- Government and/or central bank bonds under CBCA

- Other bonds
Philippines - Government issued debt securities - Government issued debt securities
Singapore (LCY) - Singapore government securities - All types of bonds

- MAS bills

- Floating-rate notes
- Securities issued by any Singapore Statutory Board
- Other bonds with AAA- or AA-rating
(FCY) - Government and/or central bank bonds under CBCA

Thailand (LCY) - Government bonds and bills - All types of bonds
- Central bank bonds and bills
- SOE bonds guaranteed by government or with AAA-rating
(FCY) - Government and/or central bank bonds under CBCA

Viet Nam - Government bonds - Not specified
- Central bank bills
- Government-backed bonds
- Local government bonds

ASEAN+3 = Association of Southeast Asian Nations plus the People’s Republic of China, Japan, and the Republic of Korea; Bl = Bank Indonesia;
CB = central bank; CBCA = cross-border collateral arrangement; EMEAP = Executives’ Meeting of East Asia-Pacific Central Banks; EUR = euro;
FCY = foreign currency; GBP = pound sterling; JPY = Japanese yen; LCY = local currency; MAS = Monetary Authority of Singapore; NA = not
applicable; OTC = over-the-counter; RMB = Chinese renminbi; SMEs = small and medium-sized enterprises; SOE = state-owned enterprise;
UK = United Kingdom; US = United States; USD = United States dollar.

Sources: Cross-Border Settlement Infrastructure Forum Survey (2021); ADB. ASEAN+3 Bond Market Guides.
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Table 4: Risk Management

Central Bank’s Repo OTC Market-Based Repo

Brunei Darussalam - Haircut NA
Hong Kong, China - Discounted market value NA
Indonesia - Haircut - Haircut

- Margin call, mark-to-market

Japan NA - Haircut, Margin Call (Substitution)
Malaysia - Haircut - No prescribed method
- Margin call, mark-to-market
People’s Republic of China - Haircut - Haircut
Philippines - Haircut - Haircut

- Margin call, mark-to-market

Republic of Korea - Margin rate - Haircut
- Margin call, mark-to-market

Singapore - Haircut NA
- Margin call, mark-to-market
Thailand - Haircut - Haircut
- Margin call, mark-to-market - Margin call, mark-to-market
Viet Nam - No haircut or margin call (SBV could claim to - Haircut
counterparty) - Margin call, mark-to-market

NA = not applicable, OTC = over-the-counter, SBV = State Bank of Viet Nam.
Sources: Cross-Border Settlement Infrastructure Forum Survey (2021); ADB. ASEAN+3 Bond Market Guides.

D. Financial Market Infrastructures

1. Domestic Market Infrastructures

From the survey results, in most regional economies, central securities depositories (CSDs) and real-time
gross settlement (RTGS) systems are well in place. In the case of CSDs, central banks operate them directly
in several economies. In addition, some economies establish multiple CSDs and operate them separately
according to the type of bonds.

Participation of domestic market infrastructures is mostly limited to domestic financial institutions and
financial market infrastructures (FMIs). However, some CSDs also allow direct participation of international
CSDs (ICSDs).? In member economies that do not allow nonresidents to participate directly, foreign investors
appoint local custodians or agencies and use local settlement and custody services for LCY bond transactions.

A well-established domestic market infrastructure could be used to link with market infrastructures across
the region, thereby efficiently supporting cross-border bond transactions. In this respect, most of the
domestic market infrastructures of regional member economies are well equipped (Table 5).

° AnICSDisa CSD that settles trades in international securities such as Eurobonds, although many also settle trades in various
domestic securities, usually through direct or indirect (through local agents) links to local CSDs. Examples of ICSDs include
Clearstream, Euroclear, and SIX SIS.


https://www.adb.org/publications/series/bond-market-