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Pooling resources:  
Can Asia develop a regional capital market?
Written by the Economist Intelligence Unit 

• Majority of businesses in Asia are reliant on bank loan funding 

• Regional capital markets integration has trailed closer trade and investment ties  
 between Asian economies

• China will likely be the main agent of capital market integration via the renminbi

For a region known for its massive savings, Asia has been 
borrowing a lot. For example, the value of outstanding 

local currency-denominated corporate bonds in emerging 
East Asia has tripled since 2007 to more than US$3trn, 
according to the Asian Development Bank. However, the 
region’s capital markets remain relatively underdeveloped, 
at least compared to those in Europe and the US. 

Whereas in the US the ratio of capital market funding 
to traditional bank lending as a proportion of corporate 
financing is around 90% or more, in many parts of Asia 
it’s the complete reverse, notes Mark Austen, CEO of the 

In an EIU survey of 525 
business leaders in Asia, 

70% of respondents 
said they would rely 
on US dollar or euro-

denominated bank loans in 
the next five years.

Asia Securities Industry and Financial Markets Association 
(ASIFMA). This is partially because of the region’s 
development policies, in which governments ensured banks 
channelled low-cost lending to select national industry 
champions. 

“Risk in bank lending in Asia is not priced accordingly,” 
Mr Austen says. “If you’re a corporate, why go to the 
capital market and pay more and have to deal with all the 
transparency, prospectuses, et cetera when you can go to 
your national bank and get a cheap loan? That’s proved very 
effective for economic development in many countries, so to 
shift people off that model is difficult.” 

Indeed, in March 2015 when the Economist Intelligence 
Unit surveyed 525 business leaders in Asia about their 
sources of funding in the next five years, 70% of respondents 
said US dollar or euro-denominated bank loans and 58% said 
local currency bank loans. 

Separate, and not equal
In 2003, the ASEAN countries and China, Japan and South 
Korea established the Asian Bond Market Initiative (ABMI), 
which has been devoted to the harmonisation of market 
infrastructure among other things, though progress has 
so far been limited. ASEAN trade integration will likely 
encourage closer cooperation between capital markets, 
creating increasingly regional champions that will need 
to secure funding in multiple currencies and from multiple 
sources. 

How Asia’s economic ties are changing  
the regional business landscape
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“I think these are stepping stones … an Asian bond 
market has been discussed quite a bit since the (1997) 
financial crisis (and) a lot of policymakers think it’s a great 
idea, because reliance on foreign currency was deemed to 
be one of the reasons for the last crisis,” says Brian Tang, 
managing director at the Asia Capital Markets Institute 
(ACMI) in Hong Kong. 

Capital markets integration is unfortunately trailing 
closer trade and investment ties throughout the region.  
From an investor’s point of view, the benefits of market 
integration include better liquidity and price transparency. 
However, even in a sub-region such as South-east Asia, 
financial institutions appear to have varied and not 
necessarily complementary goals. While Singapore remains 
the traditional capital-raising destination for South-east 
Asian companies, Malaysia is focused more on the Sharia 
market and Thailand is emerging as a nexus for the Mekong 
area, Mr Tang says. 

Another obstacle to market integration in Asia is the 
desire of multiple countries to establish bond trading 
and settlement hubs. The problem is this potentially 
creates a Babel-like environment of different proprietary 
trading platforms with various systems and procedures. 
This exacerbates the problem of a lack of standardisation 
across Asia. For example, investors have few reliable ways 
to assess the quality of debt across borders, particularly 
for local currency issuances, which are generally not rated 
by international agencies. “There needs to be some kind of 

Capital markets 
integration is trailing 

closer trade and 
investment ties 

throughout Asia.

standardisation across Asia on ratings,” says ASIFMA’s Mr 
Austen. 

The benefits of being a hub may also be misconstrued. 
According to ASIFMA, building a base of clearing and 
settlement activity does not necessarily translate into 
significant job creation or elevation of financial centre 
status. Instead, it complicates matters for investors and 
thereby may end up preventing market development.     

The main agent of capital markets integration is likely 
to be Asia’s largest economy, mainly because of China’s 
size and relative success so far creating and promoting the 
offshore renminbi market. “The single biggest driver to 
(bond market) integration is going to be the development of 
the renminbi,” Mr Austen says. 

China is encouraging more Chinese and non-Chinese 
companies to issue renminbi-denominated debt, and many 
are lining up to do just that, whether to finance operations 
in the mainland, diversify funding sources or invest surplus 
cash. Issuance of so-called dim sum bonds, securities 
denominated in offshore renminbi, hit a record of around 
US$70bn in 2014, according to Fitch Ratings. 

Necessary alliances 
Other developments that show promise for deeper market 
integration include the fund passport scheme that allows 
asset managers in Singapore, Malaysia and Thailand to sell 
fund products across the three nations’ borders. Success of 
this scheme may even encourage Japan and South Korea to 
throw increased diplomatic weight behind initiatives like the 
ABMI. 

Regardless of the efforts at the policymaker level, 
the investment community will need to support the 
development of a regional bond market for it to take shape. 
The stakes are high, since the development of a more 
regional, local currency-oriented capital market is seen as 
having far-reaching economic consequences. 

“This is a region that is growing fast and that has an 
enormous amount of savings, but most of those savings are 
recycled into the US and Europe,” Mr Austen says. “If they 
could create a much more integrated, deeper, more liquid 
bond market, a lot of that money would be recycled in Asia to 
support Asian growth.”
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