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PAPER 1

DEVELOPING BOND MARKETS IN APEC
Moving Forward through Public-Private Sector Partnership
CONFERENCE REPORT
EXECUTIVE SUMMARY
During their dialogue with ABAC and the PECC Finance Forum in Phuket, Thailand on September 5, 2003, the APEC Finance Ministers expressed the need for in-depth business sector inputs into their ongoing work on bond market development within the region. In response, ABAC and PECC jointly held a conference with experts and practitioners from a wide range of firms and institutions that are actively involved in the region’s bond markets. This conference was held on May 10-11, 2004 in Taipei.

Expert presentations and discussions provided insights into the development of markets and policy measures being pursued in the region. These focused on fundamental operational aspects of bond markets, the legal infrastructure, the role of credit rating agencies and accounting standards that are necessary to support markets. The conference highlighted capacity-building initiatives that would assist in the development of these markets.

Participants acknowledged that the development of domestic bond markets in many developing economies is still at an early stage, and that in others the market may be too small for effective bond issuance. It was also acknowledged that a commercially driven regional bond market within APEC is a long way off and dependent ultimately on open capital accounts and flexible exchange rate arrangements. Regional initiatives to develop bond market infrastructure and to improve access to long-term funding in smaller economies will, however, greatly contribute to the realization of this longer-term goal, and should be vigorously pursued. Broader participation within APEC in these initiatives, including the Asian Bond Fund and the Asian Bond Market Initiative, should be welcomed.
There is a very keen interest on the part of the private sector in the development of domestic and regional bond markets in APEC, and in working together with the public sector to more quickly and effectively achieve this goal. Bond market development, however, is a complex issue, involving a broad range of policy areas and sectors and a large number of institutions and market players. Properly sequenced concomitant reforms and capacity-building measures, undertaken in partnership with the private sector, are therefore needed in these areas.

Following are the key recommendations from this conference:

I. Key ingredients for domestic and regional bond market development

A. Focus on the following elements to ensure the success of efforts to develop and strengthen domestic bond markets:

· effective coordination among government agencies and close public-private sector partnership;

· simultaneous development of market width (the variety of product types), depth (the robustness of the investor base), and market infrastructure;
· enhanced transparency and market integrity;
· competition among market participants and openness to many players;

· conducive tax regimes for the holding and trading of bonds; and

· special measures to support long-term financing, where markets do not have the scale needed to provide liquidity and depth; (measures should be commercially based to avoid pricing distortions and inappropriate risk assessment)
B. Concentrate efforts to develop a regional bond market on:

· moving toward open capital accounts and flexible exchange rate arrangements; 
· strengthening regional policy coordination and cooperation; and

· developing domestic and regional credit enhancement facilities reflecting the market price of capital.

II. Capacity-building in key areas

To accelerate the development of domestic bond markets and the emergence of a regional bond market, governments need to intensify regional capacity-building efforts in partnership with the private sector. Four particular areas where APEC regional cooperation could play a significant role are the following:

A. Expanding the region’s institutional investor base. APEC should undertake policy dialogue and cooperation involving the private sector to encourage broader cross-border investment by institutional investors in domestic bond markets. These efforts should focus on helping economies provide an enabling environment with respect to:

· government bond issuance program to support the yield curve;
· tax regimes;.

· documentation and practices in markets;

· the environment for assessing risk and return in traded instruments; and

· regulations governing markets and settlement systems.

B. Developing a strong regional credit rating industry. APEC should strengthen the credit rating industry in the region and lay the groundwork for the commercial and technical viability of regional ratings. Efforts should focus on:
· analytical skills and best international practices in domestic credit rating agencies;

· key areas crucial to the performance of rating agencies (corporate governance, accounting standards, disclosure, regulation and open markets);
· harmonization of rating practices in the region to make ratings more comparable and understandable to cross-border investors;
· cooperation among domestic rating agencies to develop regional default studies; cross-border rating exercises and regional ratings; and
· deepening the understanding of credit culture and the role of credit ratings in capital markets within the region.

C. Promoting effective domestic and region-wide insolvency and creditor rights systems. Much has been done to identify measures and develop principles for improving insolvency and creditor rights systems within the region. APEC should focus on promoting the timely adoption of these measures and principles, particularly with respect to:

· cross-border recognition of insolvency administrations;
· balance and consistency between the secured transactions and insolvency law regimes;
· the environment for informal workouts; and
· capacity-building projects involving education and training, access to information, best practice guidelines, public-private sector partnership, and voluntary efforts by individual economies to undertake reforms.

D. Promoting region-wide convergence toward robust global accounting standards. APEC should address issues related to the development and adoption of global accounting standards and to accelerating convergence with these standards within the region. These efforts should include:

· promoting a regional forum of domestic accounting standard-setting bodies within APEC to help expand regional inputs into the further development of global accounting standards;
· a common policy statement on convergence; and
· a policy initiative to help document domestic convergence plans, develop a regional convergence plan, identify capacity-building resources, and provide technical and financial support for region-wide convergence
The private sector welcomes the efforts of APEC economies, and particularly the APEC Finance Ministers, to promote public-private sector partnership at the regional level in addressing issues related to financial market development. Participants expressed their desire to work with APEC toward deepening and broadening this partnership, which is seen as crucial for the success of ongoing efforts. An informal APEC Bond Market Network, with the PECC Finance Forum providing institutional support and working closely with ABAC, is to be developed toward this end.
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*This report was prepared on behalf of the APEC Business Advisory Council and the PECC Finance Forum and under the authority of the Conference Chairman, Dr. Jeffrey L.S. Koo, by Dr. Julius Caesar Parreñas (d10261@tier.org.tw) and Mr. Kenneth Waller (wallerk@cba.com.au). It reflects the views expressed by participants at the conference, and not necessarily those of ABAC and PECC unless properly endorsed by them. All conference papers, as well as other related information are available at the conference website (http://www.tier.org.tw/pecc/conference/bondmarket2004.htm).
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