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Executive Summary

1

This paper reviews capitd market devdopment in the Ada Padific region following
the Adan currexcy crids that began in July 1997. It identifies and discusses the
issues petinent to capitd market development as a means of financing for economic
flow. Our objectives are to provide a generd view on the functions that capitd
markets played 1997 trough the firg haf of 2000, and to point out the strengths and
wesknesses of cgpital market sectorsin thisregion.

The mgorty of AdaPedfic economies have seen Sgnificant recovery in 1999.  In
gened, the rebound in locd dock markets is condstent with overdl economic
recovery. However, there is compeling evidence that the drong stock market
performance is focused on a handful of large corpordtions tha mantan srong
profitability and hedthy bdance sheets. At the same time, however, liged companies
with smdl capitdization Hill suffer from dringent condraints in ther ability to rase
funds

The limited scope of economic recovery is perhgps atributable to the region's poor
finendd infresructure, lack of information trangoarency, and week corporate
governance for liged companies While generd economic conditions improve, many
gndler companies ae not enjoying an upturn in thar budness and profitability
because of limitationsin thair financing ahility.

The heavy rdiace in extend (foreign exchenge) funding in some countries &s a
principd means of financing has aso resulted in dampened economic development.
Investor confidence from internationa investors remains week.  Furthermore, the lack
of locd cepitd makess with suffident maket depth means tha  dgnificant
movements of cgpitd into or out of certain countries will leed to digortions in the
cogt of capitd, thiswill affect long-term economic devel opment.

In generd, market operations and regulatory sysems in the region are fragmented.  In
order to build a conagent legd and regulatory framework that will improve investor
protection, encourage adequate disclosure of information, and foster best practices of
liged companies and finandid intermediaries, there is a strong need to cdl for more
cooperation among the respective regulatory bodies.

It is ds0 degrable to further develop the trading and settlement mechanisms in terms
of efficency and effectiveness s0 that the sysematic risk of securities transactions is
minimized. Other recommended messures indude the reduction in the settlement
process by the demateridization of stock certificates (or scripless stock transactions),
and continuing investor education.

Traditiondly, companies rdy on bank financing as an important source of funding,
and bond markets are poorly developed in the region. Such circumstances lead to a
“cause-and-effect” problem in the promotion of active bond markets liquidity is low
(and hence transaction codts is high) through lack of investor interest, and investors
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ae not interested because liquidity is low. Ancther contributing factor to the poor
bond market devdopment is that governments exet dgnificant intervention in the
funding process (such as housing) through the provison of subddies  Such activities
lead to a digtorted picture in the risk and return baance of debt securities, making the
yields of bonds unattractive to investors.

The fird gep in the devedopment process should be the promotion of a market
infredructure that effective bond pricing and enhances information disclosure of
issuing firm's encourages.  Such messures indude edablishing a benchmark  yidd
curve, encouraging high-qudity issuers to issue bonds locdly, and the establishment
of credible credit agencies.

Derivative securities markets suffered a satback following the outbresk of the
currency crigs. With the exception of a few actively traded products, the liquidity of
derivative securities has dedined gSgnificantly. Also, a dgificat portion of the
derivaive indruments is traded over-the-counter. The lack of a wdl-accepted
benchmark, and inditutiond dructure in the settlement system, creste obstadles for
developing such financid products

Severd countries in the region introduced NASDAQ-gyle sock markets within their
nationd sock exchanges that dlow young firms to be liged and raise equity funding.
Ove the period sudies, companies liged were mainly engaged in technology sectors
that indude computer hardware and software, tdecommunications, and the Internet.
Up to the fird quater of 2000, these markets had shown drong growth, and
companies were enthusiadic to goply for a lising podtion. However, performance in
these makets has weskened dgnificantly folowing the dedine in the NASDAQ
market.



A. Domestic sock markets. experience and future prospects

A.1 General economic development

1. Macroeconomic indicators in the Ada-Pacific region suggest that ASan economies
have recorded impressve economic growth since 1999. As a 2000, al economies in
the region have returned to pogtive economic growth. Based on GDP growth figures,
1998 was the wors year in teems of GDP growth, with Indonesa and Thailand
auffering the mogt intense contractions in ther economies (-13.7% and -8.0%,
regpectively). As a 2000, Indonesa and Thaland report +2.0% and +2.5% GDP
growth, repectively. Other Asa-Pacific economies show more pogtive growth rates.,

2. The gock markets in these economies show performance that is conggdent with the
generd economic development. Tables 1 and 2 provide some perspective of the
growth of equity markets in the region. Table 1 provide some datidics of the Sze of
the respective sdock markets, and Table 2 shows the levd of stock marke trading
activities in thee makets In gengd, dmog dl of the makets in the region,
induding those tha were most severdy dffected by the Adan currency ciss
recovered to levelsthat exceed respective levelsin 1990.

3. Despite this generd tend, the Tables show that the relative Szes of the sock markets
(as a percentage of GDP) in Jgpan and Korea actudly fel over the period 1990
through 1999. In the case of Jgpan, 1990 was the year that asset prices reeched a
pesk, and was genedly dexribed as the Jgpanee sock market bubble.  The
Japanese sock market remained farly wesk since the decline that began in 1990. In
the case of Korea, sdock market recovery was very dgnificant. However, snce 1997,
the volatlity of the dock market has been high as Korean corporate environment
undergoes a phase of consolidation and restructuring.

4. In addition, Table 2 shows that sock market trading activities declined in Jgpan and
Indonesa.  As illudrated by the turnover ratio (i.e, the raio of vaue of stocks trades
vasus the totd capitdization of dl gocks outdanding), dock trading in Jgpan
declined dightly from 43.8% in 1990 to 40.7% in 1999. The turnover ratio for



Indonesia, on the other hand, dropped sgnificantly from 75.8% in 1990 to 47.0% in
1999. Such a shap dedine is probably due to the withdrawd of internationd
invesment funds from Indonesa subsequent to the outbresk of the Adan currency
cigs  As of 1999, politicad uncertainty in Indonesa remains high, and foregn funds
have not returned to the country.

It is generdly expected that economic recovery will continue in 2000. For example,
Hong Kong (which has exhibited a rdaively dow recovery) reported a growth rate of
14.3% in the fird quarter of 2000 on a yea-to- year bads This impressive growth
rate patly reflects a “comparison effect” in the economic recovery process. In
paticular, Hong Kong suffered from a dggnificant contrection in loca aggregete
demand that was aggravated by steep deflation.  In 1998 Horg Kong GDP growth
was —5.1%, contributing to a low comparison base. The recovery in Hong Kong is
adso enhanced by an improvement in externd trade that showed an increase in excess
of 20% in 1999. Given tha demand from Wesern economies, especidly from the
United States, remans srong, recovery in the Ada-Pacific region can be expected to
udan.

A.2 Extent of economic recovery

6.

7.

Despite the recovery in the generd economy, many corporations cannot enjoy its
benefits  In particular, most Adan corporations have difficulties ragng funds. This is
derived from three factors (1) banks and other financid inditutions have become
more reuctant to goprove new loans and/or rolling over exiding credit lines (2)
dtendive means of financdng (eg. dructured financing and syndicated loans) have
become dmogt unavaldble and (3) the week peaformaence of individudly listed
companies making it difficult for them to raise funds through the capitd market.

The difficulty in the finandng process gopears to be a manifedaion of information
asymmelry in Adan corporations.  As a result of the Adan currency crigs, there is a
gened decline in the credit danding of borrowers  Given the lack of credible
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informetion, lenders and investors tend to focus on @rporations with a higher levd of
credit. The Corpordions that are unable to prove ther creditworthiness suffer from
deterioration in funding sources.  The more sioudy affected firms are liged
companies with smdl cepitdization (which suffer from a lack of investor interest),
and gmdl and medium enterprisss (which suffer from rductance from banks to
providefinancing).

An example is blue chip companies that enjoy sSgnificantly better performance than
the broader market index in Hong Kong. The Hang Seng Index (HS) of Hong Kong
comprisess 33 blue chip docks, whereas the All Ordinary Index (AQI) is an
aggregation of dl lised companies (gpproximately 700 as a 1999) in Hong Kong. In
tems of make cepitdization, the 33 HS condituent companies represent
approximately 70% of the totd market Sze. For the period January 1997 through
June 2000, the HSl hasincreased by 52% while the AQI hasrisen by merely 22%.

Among the HS condituent stocks, China Mohile (previoudy China Teecom) and
Hutchison Whampoa are among the largest companies. From 1997 through June
2000, stock prices of these two companies have increased by 500% and 200%,
repectivdy. It should be noted that the operations of China Moabile is primarily
caried out in China rather han in Hong Kong.  Smilarly, Hutchison Whampoa hes a
Ubgtantid amount of investments in tdecom and port fadlities that are not in Hong
Kong.

The discrepancy in dock price paformance illugraes the fact tha only a handful of
“good-name’ companies are regarded by investors as the drivers of the recovery. The
remanders of the corporations, however, are dill condrained in ther ability to raise
fundsto invest in profitable projects.



A.3 Finandial infrasructure

11.

12.

13.

14.

15.

Fnancid infragructure refers to the environment in which finendd transactions are
caried out. It involves legd and regulatory framework, financid inditutions, and
trading mechanisms.

An important component of the finandd dructure is it's trading, dearing, and
stlement  systems The ggnificance of an dfident and effective trading
environment is that the sysem will enhance investor paticipaion and reduce
sysemdtic risk such as the inability to complete a trade.  These benefits will trandae
into higher liquidity levds and reduced capitd cods for liged companies.
Improvements in locd sock markets will dso dimulate loca investors to hold stocks,

thereby reducing the dependence on foreign capitd.

An example is the introduction of a continuous net settlemert (CNS) procedure.  Such
a sydem dlowing the dearing house to continudly monitor the pogtions of its
clearing members. In the case of Hong Kong, three separate dearing houses had been
operding (one for the cash sock market and two for the derivative markets in futures
contracts and options, respectively) up to March 2000. In 2000 efforts were made to
form aunified dearing and sattlement sysem by merging the three dearing houses

In time, the combining of the dearing houses in now segmented securities markets
will improve operaions and market efficdency. Examples of the bendfits indude the
provison of consolidated margin requirements for the cash market and its derivative
products (which would reduce hedging costs and promote better risk maregement of
traders), the implementation of net money settlement procedures, and the provison
for uniformity in technica trading reguirements such as collaterd accepted and
underlying legd documents.

Some invesors in Ada follow a traditionad practice of withdrawing share certificates
and deposting them in thar sofes This has severd drawbacks, indluding printing,
dorage and processing codt, as wel as risk of loss or theft. A solution to this problem
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is the “demaeridization” of the securities catificates (or keeping the certificates in a
sripless form). Demateridizetion refers to the procedure in which the ownership
interest is recorded in an eectronic format and no physca certificates are issued.

While demaeridization offers operationd advantages and saves codts, it dso rases
other concerns. Investors are unable to obtain their certificates subsequent to their
purchase. To receive corporate communications or digributions, exercise voting
rights, or prove ther ownership interests in such shares, shareholders mugt rely on
ther finandd intermediaries or have access to a centrdized securities regidration
system based on demateridization.

Advancements in information technologies have provided a host of solutions to
improving the securities trading process.  An example of such improvements is a
draight through computerized trading sysem. Under such a system, investors can
input thelr buy or sal orders from an access point (computer, mobile phone, or other
devices). The orders are entered directly to the trading sysem of the stock exchange
via the securities broker's trading sysem. In this way the time needed for the
completion of the transaction and the subsequent settlement is ignificantly shortened.

A red-time sdtlement sysem can dso hdp reduce the risk of participants. For
example, the ock exchange can monitor the datus of its cdearing members, and each
clearing member can impose an in house risk management sysem to reduce the risk
to the company.

A4 Convertiblebond markets

19.

Ancther condderation is to complement equity financing by devdoping viadle
convertible bond (CB) makets in Ada  Convetible bonds provide investors an
option to exchange ther bonds for newly issued equity of the CB issuing company.
The generd bdief is tha this converson option dlows the issuing firm to borrow a a
rate that is bdow the market interest rate. In exchange for the lower interest income,



20.

21.

22.

23.

CB invegors enjoy the upsde potentid if the issuing company peforms wdl and its
stock rises above the conversion price.

Finance theory suggests that CBs are suitable for high growth companies because
they offer a solution to the information asymmetry problem between bondholders and
shareholders.  In essence, CB issuance dlows the issuing firm to take risk and invest
in profitable investments (thus resolving the agency problem to shareholders) and a
the same time provide adequate compensation for the bondholders (in the form of
updde potentids in the CB investment). From this standpoint, a CB market appears
to be aitable for the Adan economies in which thee ae auffident growth

opportunities.

The development of Asan CB markets can be traced to Japanese warrant bonds in the
1980's and Korean CBs in the early 1990's. In generd, these indruments dlowed
foreign investors to hold equity-like securities when the respective locd markets
imposed redrictions on foragn stock holdings However, when the Asan equity
markets began to open up to foreign investors, the atrectiveness of the CB-like
ingtruments was weskened.

In generd, CBs are not popular among retal investors in Ada On the one hand,
investors can hold equity directly. On the other hand, the liquidity in the CB market
is often low and invedors ae usudly subject to a ggnificant minimum  transaction
gze. Furthermore, CBs are often traded over-the-counter and retall investors may
find it difficult to accessto pricing information.

The typicd features of a CB can be illugrated by the following hypothetical example.
Company A hes its share liged on the Stock Exchange of Hong Kong with a current
market price of $10 per share. A newly issued CB caries a totd issue sze of $50
million and a coupon rate of 4%, payable semi-annualy. Each bond hes a face vadue
of $1,000 and a maurity of 5 years. The conversion price of the bond is $13.  If the
investor in a bond holds the bond until maturity, Company A will repay the face vdue
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26.

of $1,000 per bond in five years. Over this period, Company A will dso pay
bondholders a tota of $40 per bond (i.e, 4% of face vaue) each year in two equd
payments of $20 every sx months. Bondholders can choose to convert their bonds
into common shares of Company A a the (fixed) converson price of $13 per share.
That is the totd number of shares that each bond can convert into (cdled the
converson ratio) is $1,000 , $13 = 7692 shares. Thus bondholders will gain if the
gtock price of Company A rises above $13 because they can convert into the common
shares a the lower converson price.  Conversdy, bondholders will be pad a farly
Seady coupon payment of 4% of face vadue should the stock price fals to rise above
the converson price over this period.

This example shows that the CB sarves as an indirect means of holding the common
gock of Company A. The updgde of the CB invesment lies in the fact that if the
share prices of Company A rises above the converson price, the vaue of the bond,
with the right to convert into common shares will be worth more. On the other hand,
the CB ds0 provides a "downdde protection”, snce bondholders receive a steedy
interest income absent conversion.

However, bondholders may not like to hold the CB should they prefer to hold the
common gock directly. Under normd make conditions the trading of common
shares are dgnificantly more active than that of the CB. Because the common stock
hes higher liquidity, investors will find it esder and less codly to redize profits or
limit losses by holding the common shares rather than the CB.

After the currency crigs even inditutiond trading of CBs were reduced. The key
issue is the lack of credit assessment in the region. Therefore, it is difficult to have a
fare price for the insrument.

A.5 Rightsissues

27.

Rights issues refer to the sdling of new dhares on a pro-rata baess to exising
shareholders.  Prior to the currency crigs rights issues contributed to a mgor source

10
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29.

30.

of seasoned equity financing in Ada It should be noted, however, tha rights issues
virtudly dissppeared in the United States, beginning in the 1980's

Rights issues ae usudly initiged following podtive peaformance of the dock.
However, the generd impact of a rights issue announcement is that the stock price
will dedine dgnificantly. Studies in finance come to the condusion thet information
problems between the mgor shareholder and the minority shareholders plays a
ggnificant role in the price dedine following a rights issue.  For example, the mgor
shareholder (usudly a corporate indder as well) knows when the stock price is
ovevdued. He or she will be more likdy to initiste a rights issue if he or she
believes tha the stock price is higher. In this case, minority shareholders face a
dilemma if they subsribe the new shares trey will likdy purchese overvdued
shares if they do not subscribe, their holdings in the common sock will be diluted,
especidly if the subscription price indudes a dgnificant discount from the current
market sock price. Thus, a rights issue is often interpreted by minority shareholders
asan indicator that the stock priceis overvaued.

Compounding the information effect of rights issues is the fact that normdly the
actud usage of funds does not maich the intended use clamed by the company. In
generd, the issuing firm has the flexibility to dter the actud usage subsequent to the
issuance. The lack of proper monitoring in the use of funds adds to the information
problem associaed with rights issues.  This issue goplies to mog types of equity
financng. As rights issues ae a common type of rasng new eguity in Ada this

issue carries dgnificance in this context.

Subsequent to the outbresk of the currency crigs, rights issues have practicaly
dissppeared. In severd cases the information effect of a rights issue was so negative
that the sock suffered a dramdic decline following the announcement. Such an
effect ggnificantly increases the risk borne by the undewriter of the issue As a
result, companies tend to refran from rights issues Even if a firm tries to initigte a

rightsissue, it is difficult to arrange a suitable underwriter.

11
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When the Asan markets began to recover in 1999, firms that possessed good stock
price performance adopted dternaive means of raisng capitd. For example, a firm
may choose to place new shares to a group of inditutiond investors.  Alternady, a
firm can use a public offer to directly sl the new shares to generd invesdors. These
measures appear to have lessr information problems, and are, in generd, better
accepted by investors.  As inditutiond investors are usudly better equipped a
asessing the risk and return profile of the issuing firm, the subscription by this group
of informed investors provides a catification that the issuing firmis of high qudity.

We note that a mgor contributing factor of the difficulty in rasng capitd is the
information problem between the isuing company and the investors.  This problem
can be dleviaed, a lees in pat, by improved information and good corporate
governance. It would be beneficid to the Adan capitd market to promote best
practice in shareholder communication and corporate governance.

B. Domestic debt markets. experience and future prospects
B.1 General background

33.

34.

Adsan countries are characterized by under-developed debt markets.  Traditiondly,
corporaions rely on bank loans to finance their busness activities When the capitd
markets began to devedop in the 1980's and the 1990's, devdopment in the equity
markets (through Intid Public Offerings and secondary market trading on loca stock
exchanges) became the principd type of cgpitd market activity for locd invedors
Table 3 provides summay datidics of outdanding amounts of bank loans
government bonds, corporate bonds, and equity market capitaization as a December
1997. The Table shows that with the exception of Koreg, the debt markets in the
region are smdl as compared with the bank 1oan market and the equity market.

However, the heavy rdiance on bank financing leads to a sgnificant mismatch in the
maturity dructure of corporation assats and ligbility.  Since a ggnificant number of
corporations in the region require funding for long-term invesments (such as



35.

36.

37.

38.

infrastructure  projects), the dependence on short-teem bank loan meke many
corporations, and regional economies as awhole, susceptible to economic swings.

Prior to the Asan currency crids finandd inditutions in the region ectivey raised
foreign exchange debts and swapped into the locd currency. Such activities provided
a rdativdy lowcost source of funding for locd financid inditutions However, the
avalability of extend funding was dradicdly reduced, if not curtaled, when
investor confidence in the region weekened during the currency criss  The shortage
of funding caused a chanreaction effect tha ultimatdy brought hardship on locd
economies and hindered economic development.

The lack of a high-qudity investment market (such as a bond market) in many Asan
countries means that local economies are prone to sudden and short-term changes in
investor confidence.  When confidence in a particular country disspates investors
(locd and foreign) do not possess a more secure and dtable invesment dternative to
hold on to. Hight for qudity leaeds to the withdrawa of funds from a given country,
or the region etirdy. The effect of cgpitd flight is espeddly dgnificant in Adan
economies because of the heavy rdiance of financid inditutions and corporations
(such as infragtructure developers) on short-term foreign exchange debts.  When
foreign funds are withdrawn from a particular economy, banks and corporations are
faced with red risks of insolvency even if thar assst qudity is hedthy in the long
run.

Thus, the presence of a high-quaity bond market with suffident market depth would
likdy enhance longterm economic devdopment and Sgnificantly reduce the
probability of future currency crises.

However, the current datus of capitd market development is 4ill not favorable for
the devdopment of debt markets. Factors leading to the dow development include
poor financid infresructure, the lack of benchmak bonds fragmented capitd
markets, and the lack of competitive credit marketsin many countries.

13



B.2 Overview of debt market development

39.

40.

Table 4 provides summary information of the market vaue of liged bonds in nine
Adan countries  The Table shows that Jgpan has the mogt active bond market with a
gze that accounts for some 85% of the entire Asan bond market. Korea is the second
largest market, with a Sze of goproximatdy 6% that of Jgpan. Singapore is the only
other Asan mgor debt market, and dl other markets in publicly liged bonds are
ardl.

It should be noted, however, tha in many economies bonds are not publicly traded
but rether traded over-the-counter among investors that ae comprised amilaly of
banks and finencid inditutions. Because of this fadt, it is difficult to obtan rdigble
information on the actud Sze of the bond market.

B.3 Effortsto promote Asan bond markets

41.

42.

There exig recent efforts by Adan countries and economies to promote the
development of a locd debt market. Following the IMF bailout of Korea in 1997, a
series of deps was taken to reform the capitd markets in Kareaw  Such steps included
the promotion of a more wdl-developed secondary market for bonds, including
reform of the bond issuing procedure, introduction of new debt market products (such
as repurchase agreements), and reorganization of the secondary bond market.

There were dso efforts to promote participation from retall investors.  In September
1999 the Hong Kong Monetary Authority (the de facto centrd bank of Hong Kong)
and the Stock Exchange of Hong Kong arranged to lis Exchange Fund Notes (Smilar
to Treasury notes issued by the U.S. Treasury) on the Stock Exchange of Hong Kong.
Unde this arangement, the board lot Sze was reduced to a face vdue of HKD
50,000 (USD 6,410), to promote retail investor participation.

. The case of the Philippine Treesury securities is another example of the promotion of

a locd high-quaity bond market with sufficent market depth. Starting in 1995, the

14
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Philippine Bureau of the Tressury began to introduce improvements in market
infragtructure for a bond market with a view to promote the remote market for
Treasury securities. Measures induded the launch of an dectronic auction system in
1995 and the introduction of scripless government securities in 1997, These
improvements paved the way for an efident and trangoarent trading sysem for

Treasury securities.

.In 1998 the Philippine Tressury introduced the Smdl Invesor Program (SIP) to

encourage Philippine dtizens to hold (and trade) locd government securities.  In
November 1998, the denomination of the Treasury hills (short-teerm  government
securities with maturities within one year) was reduced. As a result, the badc trade
dze of these securities was reduced from Peso 10 million to Peso 25,000 to Peso
100,000. In June 1999 this program was extended to Treasury bonds (maturities from
two yearsto 20 years).

The trading sysem of the SIP indudes a settlement bank (Landmark Bank of the
Philippines) as a centrd point of trading activities. In essence, investors depost
funds in ther accounts a the settlement bank. When they buy (sdl) a paticular issue
of securities, the funds are deducted (added) from (to) their depodts accounts and the
respective securities are added (removed) to (from) their Treasury securities accounts.
Thus investors can trade Treasury securities in amdl sums in an dfident (dectronic
trading) and low cost (stripless to dreamline the settlement procedures).  This year,
Philippine Treasury plans to arange the Tressury issues to be liged on a newly
established Bond Exchange to futher promote the SIP.

B.4 Recent market developments
46. As a direct result of the Adan currency criss bond issuance and bond trading

declined dgnificantly in the second haf of 1997 and 1998. Table 5 summarizes liged
bond turnover in the region. The avalable data suggests that the entire region
(induding Jgpan) suffered from a shap decline in bond turnover.  Secondary market
activities picked up in 1999. In some countries, most notably Korea, Singgpore and

15
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48.

Tawan, bond turnover aopears to have recovered to pre-currency criss leves
However, bond markets in other less-developed bond markets remain wesk.

Bond issuance dso dedined sharply in 1998 and began to pick up in 1999. In many
markets, however, bond issuance has till not recovered to pre-currency crissleves.

An obvious trend is tha the bonds issued in 1997 and 1998 ae of ggnificantly
ghorter maturity.  In other words, Asan bond markets are Hill unable to provide a
dable source of long-term funds to corporations.  The literature atributes this trend to
svad factors, incduding the generd dedine in credit danding of Adan corporaions,
the lack of petinent financd information of borrowers and the inadeguecy of

investor protection in saverd Asan countries.

B.5 Measuresto enhancelong-term bond market development

49.

50.

Demand is week for long term fixed income securities among locd investors This
phenomenon is probably associated with under-developed sysems of retirement
benefits.  In many Adan countries, there is no naiond retirement sysem that foster
regular contribution of funds from employers and employees The provison of
retirement benefits is voluntary from the employer’'s perspective). Lack of investor
demand leads to illiquid markets and high transaction cods.  This in turn weekens
incentives for issuers to sl bonds  In the case of Hong Kong, highrqudity private
issuers typicaly raised debt financing in Luxembourg, where inditutional demand for
fixed incomeis higher and liquidity higher.

One possble mesasure to enhance bond market development is to adopt a nationwide
retirement benefit sysem. For example, Hong Kong will launch a mandeatory penson
fund (MPF) scheme for dl employees Under this defined benefit scheme, employees
need to contribute 5% d ther monthly income (subject to a certain celing), while the
employer contributes ancther 5%. The funds will be inveted in qudified MPF
progranmes provided by gpproved MPF providers. There are invesment guiddines
for MPF providers, induding the portion that is to be invested locdly, and the

16
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portions that should be invesed in fixed income securities.  In the long run, funds
from MPF programs will likdy incresse the demand for bonds and promote bond
market development. However, the MPF scheme is unlikdy to show immediate
results snceit will take time for MPF contribution to grow.

It is edimaed that anua penson fund contributions will amount to more than HK$
10 billion (US$ 1.3 hillion), or around 1% of GDP in the initid year of operation,
growing to around HK$ 60 hillion (US$ 7.74 hillion) when the scheme matures. Part
of the fund will be invested in the equity market.

The Adan currency criss led to a dry up of liquidity for Adan bonds In paticular,
issuers gppeared to show a polar devdopment in terms of credit ganding.  Investors
typicdly hold high credit anding bonds and refran from invesing in low credit
ganding bonds. In ether case, the secondary market is significantly reduced.

B.6 Impedimentsto bond market developments

53.

4.

In site of the obvious bendfits there are numerous impediments to viable bond
market in Ada. As discussed previoudy, there exigts a “cause and-effect” problem in
the process of market devdopment. Outlined beow are issues that are pertinent to
the basc framework in which hedthy bond markets need to drive. In generd, these
factors are dso gpplicable to equity market developments.

Fragmented markets. Unlike the United States, ASan economies are comprised of
svad economies with thar own language culture, customs, and legd framework.
Hence, the accounting information in one country cannot automaticaly be trandated
into that of a second country. This factor contributes to fragmented cepitd markets,
meking regiond invesment difficulty and sometimes risky.  As none of the
economies (except Jgpan and Ching) are Szable enough to provide economies of
sde in informetion processing, bond market devdopment will be difficult. As such,
it seems more raiond to improve a common st of backgrounds and standards so that
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55.

56.

S7.

58.

regiond deveopment can go hand in hand, and each economy will benefit from this
mode of development.

Lack of disclosure. Apart from the difference in the accounting standard, the quantity
and qudity of information disclosed to investors are limited. The conseguence is that
invedors inherently assume that the invesment is risky and requires a segp risk
premium. It would be bendficd if auffident and rdevant informaion is made
accessbleto investors, ether through amandatory or avoluntary process.

Govanment intervertion.  Traditiondly, governments in Ada have a tendency to
offer subgdies to activities that fit policy consderaions. An example is the provison
of lon-cogt home financdng arangements.  In this manner the return on the rdevant
indrument (eg., mortgage products in the case of housng) is disorted and can
ubgtantidly deviate from the market rate of return. If such indruments are suitable
for developing a viable capitd market (such as securization of home mortgages), the
digortion in the rate of return prohibits the development of such a market. The
reduction and ultimatdy the diminaion of government intervention will contribute to
the more smooth development of viable capitd markets.

Absence of benchmark securities.  Typicdly, fixed-income securities are short term
in nature.  Therefore, it is impossble to condruct a good benchmark yield curve from
which efficient bond pricing can be done. It would be desirable if high qudity bonds
with longer maturities were made available.

Stating September 1999, The Bank of Thaland (BOT) began taking steps to
introduce a benchmark yidd curve which is indrumentd to the deveopment of the
Tha bond market. The BOT auctions baht-denominated Treesury bills so that the
yiddsfor lower maturities can be determined.

18



B.7 Credit agencies

59.

60.

61.

62.

63.

64.

A solution to the informeation asymmetry problem is to have issuers andyzed and
rated by a credible credit agency. The role of the credit agency is to provide an
objective andyss of the borrowing firm. Potentid lenders can then derive vdudble
pricing information and asess the risk of holding the bonds issued or meking loans to
the borrowing firm.

Table 6 provides a summary of the locd credit agendes in the Ada-Padific region.
Snce the early 1980s, many countries have established nationd credit inditutions.  In
some countries, it is required by law that debt issuers be rated by desgnated credit

agencies.

However, the exiding arangement does not seem to provide aufficient informetion
for lenders and effectively promote the bond market. This phenomenon may be due
to a number of reasons. For example, mogt credit agencies are either government
depatments or are dfilisted to government. When date-owned enterprises issue
bonds, the credit agency may be rductant to rate the borrowing firm negatively.

In addition, the quantity and qudity of finanda and nonfinendd information may
be inadequate for the credit agency to provide a comprehensve and timdy andyss of

the borrower’ s Stuation.

In some countries, borrowers tend to get around the credit rating procedure by issuing
dternative types of debt. For example the mgority of bonds issued in Korea are
guaranteed bonds backed by holding companies. In this way, issuing (subgdiary)
companies need not obtain a credit rating, and hence is not required to disclosure the
rlevant pricing information.

To sum up, sparate nationd credit agencies do not gopear to provide credible

ifformation on borrower qudity for internaiond investors. In the more deveoped
cgpita markets of Hong Kong and Singapore, there are no locd credit agencies, and
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65.

66.

issuing firms tend to use the sarvice of internationd credit agencies such as Moody's
and Standard and Poor.

Internetiond  credit agencies play a dgnificant role in the capitd makets of Asa
Pecific economies as their andyses are often taken by internationd investors as an
authoritaetive and objective measure of a particular locd market. For example, the
downgrade of a paticular country's economic outlook is often interpreted as a
sgnificant piece of negdtive information.

Internationd credit agencies provide andyses on the risk profiles of given countries,
indudries, and spedific firms.  They employ both quantitetive (induding a st of
comparaive daidics of key economic vaiadles) and quditaive measures (including
openness of government policies and other nonquantitative areas) to help them arive
a afind decison on therisk prafile.

C. The“new economy” and capital marketsfor emerging firms
C.1Background

67.

68.

Snce 1995, there has been accderated devdopment in the areas of technology,
media, and tdecom (TMT) in the United States. Such economic activities, which ae
generdly described as information technology (IT) reated activities, contribute to a
dgnificant portion of economic growth in the US ad have dimulaed the
development of Smilar activitiesin other economies

A notable trend is that many technology companies obtain thar lising postions from
the NASDAQ maket. A characterigtic of the NASDAQ is that a lising firm does not
necessaxrily need to report operating profits when applying for a liding postion. Over
the lag five years the NASDAQ has repeatedly demondrated to be a principle
platform from which successful IT companies obtain their financing. Encouraged by
this devdopment, efforts are dso made in Ada to devdop NASDAQ-like stock
markets.



C.2 Recent developments

69. Korea was the fird economy to launch a market for emerging companies. In July

70.

71.

72.

73.

1996 KOSDAQ, modded after the US's NASDAQ was founded. Companies listed
on KOSDAQ have shown dazzding peaformance dnce its introduction.  The
KOSDAQ index has risen by about 300% since the end of 1998, outperforming the
main board of the Korea Stock Exchange by a sgnificant margin. At the same time,
totd market capitdization increasad by amog tenfold.

The average daly trading vaue has grown from KRW 5.5 hillion & the end of 1998
to nore than KRW 5 trillion in the first quarter of 2000. There are more than 480
regisered companies on the KOSDAQ with a totd market value exceeding KRW100

trillion.

The Korea Securities Deders Association reported that another 300 new firms would
be listed on KOSDAQ in 2000. Despite the argument that share prices of KOSDAQ
gdocks are overvaued, the KOSDAQ is expected to become even more active and
record further growth. In particular, KOSDAQ is expected to be one of the man
beneficiaries from the long-term development of South Kored s technology indudtry.

Severd other countries joined Korea to introduce smilar NASDAQ-like sock
markets. These markets are generdly known as the “second board” markets or the
Growth Enterprise makets (GEMs).  Singgpore, Mdaysa, and Hong Kong have
successful launched their own verson of the GEM. In addition, Jgpan dso launched
the MOTHERS market dong amilar sructurd lines.

The Hong Kong GEM was established in November 1999. In the fird three months
of trading, 18 companies were liged on GEM. By March 2000, market capitdization
had increased 15 times to HKD 86.7 hillion. Such a rapid growth was made possble
by the generd bullish environment for technology stocks in Hong Kong, and the
successful IPOs of two lage GEM companies TOM.com and SUnEVison ae
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74.

soinoffs from the two leading property developers Cheung Kong (and its subsdiary
Hutchison Whampoa) and Sun Hung Ka Properties, respectively.

For the 9x companies tha were liged on GEM in the firg two months of 2000, five
were oversubscribed with subscription ratios ranging from 15 times (Far Eagtern
Polychem Indudries Ltd.) to 669 times (TOM.com). The Stock Exchange of Hong
Kong predicts thet the totd market capitdization of GEM will reech HKD 100 hillion
by November 2000. In redity, thistarget was achieved within 4 months of its launch.

C.3Risk factors

75.

76.

77.

78.

It should be noted, however, that GEM markets are intringcdly much more voldile
than the respective mgor board markets. Since the listed companies usudly do not
have a tractable operating record and lack earnings, they are susceptible to swings in
the performance of the NASDAQ inthe U.S.

There is a lack of generdly accepted means of vauation in technology stocks, snce
most of these stocks do not have earnings records.  Since vauations are based upon
expectations and expectations that may change subdantidly, investments in GEM
docks are generdly of ahigh leve of risk.

As mogt of the GEM-liged companies are rdaed to the recently emerged Internet
market, it is plausble that a number of companies lack the managerid capabilities to
run a rapidly growing company. In addition, it is dso plausble that some of the firms
do not have a well-developed business plan and lack a solid revenue base to support
operations.

The ggnificant dedine in the NASDAQ in the second quarter of 2000 has led to a
shap dedine in the dock market paformance and the financing activities of GEM.
Compounded with this negative factor, the winding up of some mgor Internet
companies in the U.S. and in Europe made investors very cautious in holding GEM



79.

docks. The rapid retreat of the GEM maket means that firms that rdy on further
eguity financing may be prone to failure due to the inability to raise additiona funds.

Bascdly, the devdopment of GEM markets is associated with a generd bullish
sentiment on the Internet market. It is concelvable that some companies are trying to
take advantage of the high vauation of Internet stocks and ise funds to do other
busness. In other words, the future development of these markets may be affected by
the fact that some firms do not target for long-term development in their operaions,
but are opportunists out to capture gainsin inflated stock prices.

D. Recommendations

D.1 General comments

80.

81.

82.

83.

The Asan finandd crids has cdled for devdopments in finandd infragructure in
the AsaPadfic region. During the crids many economies in the region suffered
from a rgpid outflow of cgpitd, which led to chain reections in capitd markets. These
are detrimenta to economic growth.

We identify that a potentid reason for the damages of the currency crigs is the heavy
riance on extend financing in many economies. Basad on this conjecture, we
uggest that an effective means of promoting long-term economic development and
preventing future crises is to develop locd capitd markets as a source of financing for
economic development.

Despite the numerous difficulties we have discussed in this report, we hold the belief
tha egadlihing capitd makets with suffident depth is achievable due to severd
reesons.  Firg, the saving rate in ASa has been high, a about 30 percent. The high
savings rate should provides auffident funding sources to spport meature capitd
market markets.

Second, it is concavable that economic growth will continue to be sgnificant in the
region. The lag two years have seen many AdaPacific economies demondrating
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remarkable recoveries from previous setbacks. As regiond economies continue to
grow a a high rae successul firms will likdy emerge and assat qudity in generd
will improve.

84. Lagt but not leadt, many governments in the region have paid serious dtention to the
dgnificance of the capitd maket in the economic development process. Such
improved awareness provides a solid foundation in which governments can cooperate
and work towads identifying and implementing means to enhance cepitd market

deve opments.

D.2 Legal and regulatory framework

85. A goad regulatory framework needs to be edtablished, in order to provide equity and
debt market development. The generd framework should am a setting relevant laws
and ordinences making requirements for rdevant financid inditutions, and
deve oping enforaement measures to implement these laws.

86.In generd, a good regulatory framework should promote sdf-regulaion and <df-
monitoring of finandd  inditutions The regulaory framework should leave
aufficent room for the market participants to act in a flexible manner. At the same
time, the system should include measures to that encourage good practice.

87. The undelying principles indude increased trangparency of disclosure, enhancement
of corporae governance, and recognition of the accountability of regulators.  The
effect of good regulation is a market infrastructure that promotes investor (epecidly
creditor) protection, has an dfective judidd sysgem, and fadlitates high-qudity
economic informetion.  Table 7 provides a summary of the three areas of good market
infrastructure and how theindividua countriesrate in these aress.

D.3 Information transparency

88. With the exception of Hong Kong, Mdaysa and Singgpore that use British
accounting standards, standards vary from country to country. It wodd be a postive

24



dep to use these regiond accounting and regulatory bodies agree on a common et of
disclosure sandards.

89. Efforts should dso be made to ensure that dl investors have access to the same st of
sengtive infformation a the same time As information technologies continue to
improve, regulatory bodies should condantly review disclosure guiddines  This
would ensure that corporate managers utilize the mogt efficent and effective means
of communication to investors

D.4 Market Infrastructure

90. Within each individud economy, government and regulatory bodies should review
and enhance the effectiveness of the trading and settlement sysem. This would
reduce transaction costs and trading risks.

91. On a regiond scde, it may be meaningful to explore the posshility of establishing a
common trading platform. For example, loca exchanges can join forces to devedop a
trading and dearing sysem that dlows invedors to trade securities on a regiond
basis.

92. Another possihility is to develop a non-domestic currency trading sysem to minimize
the impact of capitd inflow and outflow. For example, Hong Kong is developing a
trading sysem usng the U.S. dollar as the dearing currency. This sstup would
encourage the trading of non-domedtic currency debt securities lised on the domegtic
market. It would dso reduce the impact of inflow capitd on the exchange rae
sysem. Given the experience of the U.S. ddllar settlement system developed in Hong
Kong, regionad economies may condder setting smilar trading systems o that, in the
end, acommon trading sysem will be avallable.

D.5 Corpor ate governance

93. Corporate  governance has been wesk among many Adan liged companies
Treditiondly, many firms ae dosdy hdd by family membes who ae typicdly
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94.

95.

96.

97.

reluctant to disclose information on operdions. There is a need to devdop and
promote the practice of good corporate governancein Asa

The promotion of corporate governance in Asa mugt overcome bariers in a culture
that sees investors reman passve. We recommend thet the fird step is adequate
education for corporate managers.  The regulatory body should draft the principles of
best practice and gquiddines to dedrable conduct.  Smilaly, there should be
suggestions and guiddines to investors concerning ther role and rights  The relevant
documentation should be digtributed or made accessble to corporae managers and
invesors

Guiddines chould dso be made to encourage communication between corporate
ingders and shareholders.  In addition, the regulatory body should see that price
sengtive information is disseminated in the proper manner.  Efforts should be made
to ensure that no indder dedling is carry out so asto protect minority shareholders.

At present, regulatory requirements vary widdy among the economies in the region.
It is dedrable that more close cooperation among regiond regulators is made to
edablish a common underdanding on regulatory requirements.  Such cooperative
efforts will dso enhance enforcement by filling the information gep, especidly for
cross-border transactions.

Ancther measure to promote corporate governance is to organize an award for good
corporate governance. The basc idea is to sdect an Adan corporaion that
demondtrates best practice in corporate governance. A regiond award will be given
to a company recognize ther achievements in this aea In this way regiond
regulaors can st up solid examples of good practice and encourage other
corporations to follow this path. In the long run, such efforts can enhance regiond
cooperation and attract interest from the internationd investment community.
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D.6 Credit agencies
98. As discussed previoudy, separate ndtiond  credit agencies suffer from a lack of

99.

conformity, and are week in providing assurance b foreign investors. Therefore, it is
desrable to edablish a regiond credit agency that can sst up common credit
assessments  sandards  pertinent to the region standards, and perform  unbiased
andysisand disclosure.

In generd, it is more desrable to have credit agencies that are independent from
nationa governments to avoid the conflict of interest. These agencies should operate
according to professondian and  should be finenddly independet  from
governments or groups of companies It may be dedrable to invite internationa
credit agencies as founding members 0 tha they can paticipate in the process of
Setting up criteriaand assessment standards.

D.7 Investor education
100. Satdics show that the percentage of investors holding equity is low in the Asa

101

Padific region. The percentage of investors holding other types of securities is even
lower. Based on this fact, investor education is criticad for the increase of generd
investor base and the empowerment of investors who want to perform the andyss of
risk and return in the invesment process. Investor educaion is epecidly important
concerning the bond market, Ince Adan investors have a generd rductance to hold
fixed-income securities.

Investor education should am a building postive atitudes of invesing as an
integral component of managing one's finances and an important tool for planning for
retirement and other major consumption.

D.8 Cooperation and alliance of stock exchanges
102. There is plenty of room for cooperation between stock exchanges, both among the

Ada-Padfic region and with those of devdoped makes Forming dliances with
exchanges in the U.S. and the Europe will form a marketplace for 24-hour trading.
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Further, the dliance will promote technologicad innovaion for exchanges in the
region that take advantage of latest IT deveopments.

103. As this year, saven NASDAQ-ligted stocks were listed and traded on the Stock
Exchange of Hong Kong (SEHK). The liging of these stocks formed a pilot program
that may develop into the linkage of the SEHK with the NASDAQ and other mgor
international stock exchanges.

104. Another noteble joint venture is the dliance between Singapore Internaiond
Monetary Exchange Limited (SMEX), Chicago Mercanttile Exchange (CME), and
the Mache a Teme Intendiond de France (MATIF). This dliance dlows the
deveopment of joint trading and dearing sysems.

105. Prior to thee recent efforts the linkage among exchanges in the region has
dways been week. This may be due to the difference in culturd background. A
possble reeson for the lack of linkege is that individud sock exchanges usudly
condder the other exchanges as competitors. A notable example is of the dispute
between the Futures Exchange of Hong Kong and the SIMEX, on the launch of
futures contracts on the Hong Kong Stock index in Singapore at the end of 1998.

106. Another possble source of cooperaion among exchanges in the region is the
condruction of a regiond (Adan) sock market index. Each economy can develop its
country index (with a group of representative companies). Based on this
classfication, an index fund can be developed to represent each country. Combining
the country indices (and hence country index funds) contributes to the Adan index
(and index fund). The Adan index fund can be liged on al exchanges in the region
amultaneoudy. In addition, futures contracts on the Adan index can be deveoped
and traded on derivative markets in the region. This benchmark index will serve as an
important indicator for that internationd fund community that invests in the region.
The derivative products on the benchmark index will serve as a hedging toal for fund
managers. The index will be mutudly owned by dl paticipating exchanges. Investors
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should be adle to buy the products in dl participating exchanges. The trading rule and
regulatory framework should be exactly the same to avoid regulatory arbitrage.

107. The avaldbility of the Adan fund will encourage investor paticpetion in the
regiond sock market as a whole.  The fund wil provide a low-codt diversfication
opportunity for investors.  Furthermore, it will dso serve as long-term funding to
economiesin the region.

108. It is ds0 dedrable to dlow crossliging of Adan docks in the region. This
devdopment would probably be a long-term god, as most Adan corporaions ae
relaively less known to investors outdde of ther home countries. Also, investors
have to face disclosure and regulatory standards across countries.

109. In the long run, it is possble to develop a Pan-Ada Electronic Trading Network
on which al mgor Asan socks will be traded. To achieve this god, there mugt be a
common trading plaform and dearing sysem. This dliance among exchanges will
further lower IT deveopment cods This will dso enhance the depth and bresth of
our markets. Table 8 provides a summary of the main points of the PantAda stock
market index.

D.9 TheInternet and online securitiestrading

110. As a find note, recent devdopments in Internet sock trading offer opportunities
for devdopment and cooperation among Adan sock markets.  In the United States,
Internet trading hes been edablished as an efident and reidble means of securities
trading. The emergence of Internet brokerage companies brings Sgnificant pressure
on the commissons charged by securities brokers.  The reault is that more investors

have accesshility to trading, and can trade a alower codt.

111. Table 9 shows a prafile of online trading in Ada  In generd, persond computer
ownership and Intenet penetration ae 4dill a& the devdopmet sage It is
concaveble thet in saverd Adan economies the growth in Internet usage will be



subgtantid in the next few years. Such rgpid growth provides solid support for the
development of Internet stock trading in these economies.

112. Korea is the mogt active Internet stock trading market with approximatey 30-40%
of sock transactions completed over the Internet. Internet trading is dso active in
Tawan, with about 15% Internet trading. It is plausble tha Hong Kong and
Singapore will dso pick up the trend of Internet trading in the next two or three years.

113. Ovedl, we e tha the increase in Internet trading will put pressure on the
commission rae charged by brokers. Such a pressure will be epecidly intense for
markets with regulated commisson raes such as Hong Kong. It is expected thet
commisson rates will ultimady be deregulated in mog of these marketls Such a
change, with increesing trading esse using the Internet, will probably be associaed
with more investor participation.

114. It should adso be noted that the Internet provides a dedrable bass on which
regiond sock exchanges can cooperdte.  Investors can access pricing information in
other markets conveniently.  When a common trading plaform across different
markets is avalable, it can be expected thet integration of investor activities will
Speed up.



Table 1. Stock Market capitalization

Listed companies $millions % of GDP
Country 1990 1999 1990 1999 1990 1999
Bangladesh 134 211 321 865 11 2.4
China 14 950 2,028 330,703 0.5 24.1
Hong Kong 284 658 83,397 343,394 1115 206.3
India 2,435 5,863 38,567 184,605 119 245
Indonesia 125 277 8,081 64,087 7.1 235
Iran 97 242 34,282 14,874 0.0 131
Japan 2,071 2416 2,917,679 2,495,757 98.2 66.0
Kazakhstan 0 18 - 37 0.0 0.2
Korea 669 725 110,594 308,534 438 35.7
Mdaysa 282 757 48,611 145,445 113.6 136.0
Mongdia 0 430 - 40 0.0 3.8
Nepal 0 104 - 267 0.0 5.6
New Zedand 171 135 8,835 89,373 205 169.1
Pakistan 487 765 2,850 6,965 7.1 8.5
Philippines 153 226 5,927 48,105 134 54.2
Russan Federation 13 207 244 72,205 0.0 7.4
Singgpore 150 321 34,308 94,469 93.6 112.0
Si Lanka 175 239 917 1584 114 10.9
Thaland 214 392 23,896 58,365 28.0 314
Turkey 110 285 19,065 112,716 126 16.9

Source: 2000 World Development Indicators, Internationa Finance Corporation, World Bank
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Table2. Sock Market Trading Volume

Vdue Traded (% of GDP) Turnover reic*
Country 1990 1999 1990 1999
Bangladesh 0.0 1.9 15 2.6
China 0.2 29.7 158.9 134.2
Hong Kong 46.3 123.7 431 544
India 6.8 150 65.9 844
Indonesa 35 10.3 75.8 47.0
Iran 0.0 12 304 9.3
Japan 54.0 25.1 438 40.3
Kazakhstan 0.0 0.0 0.0 0.0
Korea 30.1 430 61.3 355.8
Mdaysa 254 39.8 24.6 39.8
Mongalia 0.0 1.6 0.0 0.0
Nepal 0.0 0.1 0.0 1.7
New Zedand 45 95.6 17.3 56.2
Pakistan 0.6 144 8.7 345.2
Philippines 2.7 153 136 46.5
Russian Federation 0.0 2.5 0.0 59
Singgpore 554 60.1 0.0 50.5
Si Lanka 0.5 1.8 5.8 129
Thailand 26.8 186 92.6 90.6
Turkey 39 345 425 102.8

* Turnover rdio isvaue of sharestraded as percentage of capitdization
Source: 2000 World Development Indicators, Internationa Finance Corporation, World Bank
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Table3. Outganding bank loans, bonds, and equity marketsin South East Aga,

December 1997 (USD billion)

Country / Economy Bankloans  Government Corporate  Equity market
bonds bonds

Indonesa 60.20 2.16 150 21.68

Korea 47.60 31.57 20.40 16.86

Mdaysa 165.80 26.64 16.90 132.30

Philippines 72.30 10.72 12.50 51.73

Thalland 125.50 741 3.80 23.04

Source: Reside, Rhee, and Shimomoto, “ The feashility of creating mortgage-backed
securities marketsin Asian countries’, p.7, Asan Development Bank, 1999



Table4. Market Value of liged Bondsat Year End (USD million)

1994 1995 199 1997 1998 1999
Hong Kong NA NA NA NA 110438 98,910
Indonesia 444, 405 339 109 50 21
Japan 3530282 3886535 3,821,540 3,600,201 4,472,648 5263913
Korea 129,090 162,421 208,167 132,222 277,788 321,697
Mdaysa 3,865 3497 3444 1,788 1,310 1,753
Philippines - - 6 4 0 0
Singapore 153232 150539 161239 171,626 182946 198,939
Tawan 30320 31,813 36750 32910 36578 44,284
Theiland 2,681 1,945 927 351 352 155

Source: Internationa federation of Stock Exchanges, web ste www . fibv.com

NA : Not Available

- - Not Applicable



Table5. Listed Bond Turnover in Asan Exchanges (USD million)

1994  199%  199% 1997 1998 1999
Hong Kong 0 47 M 23 14 18
Indonesia - - - - - -
Japan 167,759 260,841 206,668 155623 72,638 53,875
Korea 1458 185 1,710 4103 11,383 247,177
Maaysia 879 375 278 908 139 1,032
Philippines - - - - - -
Singapore 7003 3977 2840 3833 876 3,909
Taiwan 303 70 365 683 1227 1,683
Thailand 22 4 0 0 0 0

Source: Internationa federation of Stock Exchanges, web ste www.fibv.com
NA : Not Available - : Not Applicable



Table6. Summary information of local credit rating bureausin Southeast Asa

Country / Economy Credit rating agency established
Hong Kong NA NA
Indonesia Pefindo Credit Reting Agency 1995
Korea Korea Management Consulting and Credit 1983
Rating Corporation (KMCRC)
Korea Investors Service 1985
Nationd Informetion and Credit Evaluation 1986
Corporation (NICE)
Mdayda Rating Agency MdaysaBerhed 1990
Madaysan Rating Corporation Berhad (MARC) 1995
Philippines Credit Information Bureau Inc. 1982
Singgpore NA NA
Thallad Tha Rating and Information Services (TRIS) 1993

Source: collected from various chapters, Reside, Rhee, and Shimomoto, “ The feasihility of
cregting mortgege- backed securities markets in Adan countries’,
Asan Development Bank, 1999

NA : Not Applicable



Table7. Indicatorsof good financial infrastructure

Country Creditor rights* Judicial system Quality of
effectiveness** information***

Hong Kong HIGH HIGH HIGH

Indonesa LOW LOW LOW

Korea MEDIUM MEDIUM MEDIUM
Malaysia MEDIUM MEDIUM MEDIUM
Philippines LOW LOW MEDIUM
Singapore HIGH HIGH MEDIUM
Tawan LOW MEDIUM MEDIUM
Thailand MEDIUM LOW MEDIUM

Source: Raw data from Herring and Chatuscripitak, “ The case of the missng market: The
bond market and why it mattersfor financiad development”, pp. 15-17, Adan
Deveopment Bank Ingtitute Working Paper # 11, July 2000. The origind paper provides
alig of indicators for each of the three criteriafor good finendid infrastructure. This

table amplifiesthe entries as high (al or most of indicators are above average); medium
(mixed scores of above and below average); and low (al or most scores are below

average).

* Indicatorsfor creditor rightsinclude: contract enforceghility, automatic stay on
secures assets, secured creditors paid firdt, restrictions on autonomous reorganization,
management does not Say in reorganization, creditor rights, and lega reserved
required to continue operations

** Indicators for effectiveness of judicid sysem indude efficiency of judicd system,
rule of law, corruption, bureaucratic qudity, risk of expropriation, and risk of contract

repudiation

*** |ndicators for qudity of information include: accounting sandards, and index of
redtriction on the Press
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Table 8. Proposal for congruction of Pan-Asian stock market index

Objectives

1

To provide an efficient benchmark of the
level of equity marketsin the Asa-Pacific
region

tofacilitate the formation of indexinked
investment toolsto invest in high-quality
Asan equity markets

General Architecture

Asan stock market index asweighted

aver age of respective individual market
indices

Each market congtructs a home market
index with guidelines agreeableto all other
member markets

Compogtion of Asan market index includes
list of high-quality stocksand their
respective weights according to the
congtruction of the index

Condruction and
Ownership of index

All member markets agree on the weights
and/or formulasat theregional leve

Each country formsits own home market
formula

jantly managed and owned by all markets

Alliancesand 1. Form organizational setup to facilitate
cooper ation alliances and cooper ation among individual
markets
2. promote crossigting of stocks within the
region
Index funds 1. Each country to develop a benchmark index

fund to allow inter national and local
investorsto invest in well diver sifies, high
quality socks

create PanrAsian funds comprised of fixed
weights of each individual country index
funds




Table 9. Online stock broking, end of 1999

Internet Number of

Internet users  Penetrdtion Internet Commisson

(million) %) Brokers Rates

Hong Kong 2.0 29.1 8 Regulated
Japan 14.0 11.0 33 Deregulaed
Korea 6.7 14.3 21 Deregulaed
Mdaysa 0.8 3.7 NA Regulated
Philippines 0.6 0.8 NA Deregulaed
Singgpore 11 284 6 Partid
Tawan 4.1 183 42 Deregulated
Thailand 0.8 12 NA Regulated
U.SA. 58.0 21.0 100 Deregulated

NA: Not Applicable

Source: Lehman Brothers, October 1999



Figure 1. Equity market capitalization - East and North
East Asia 1990-1999
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Figure 2. Equity market capitalization - South East Asia
1990-1999
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Figure 3. Equity market trading value - East and North

East Asa 1990-1999
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Figure 4. Equity market trading value - South East Asia
1990-1999
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Figure5. Relative Performance of leading stocks vs. broader market indicesin Hong Kong

Hutchison Whampoa and China Mobile
(Base Date: Oct 31, 1997)
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