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1. Domestic bond markets have developed very rapidly during the 

last few years in the whole emerging world but particularly in 

Asia

2. The current financial crisis has served as a test of how helpful

domestic bond markets can be to reduce vulnerabilities in 

emerging countries.

3. The answer would be “quite helpful but not perfect”

Main ThesesMain Theses
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1. Domestic bond market development over the years1. Domestic bond market development over the years

Domestic bond issuances – when defined in a very broad sense 
(including CB sterilization bills etc) have grown substantially in Asia

Asia
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1. Domestic bond market development over the years1. Domestic bond market development over the years

In Latin America international bond issuance has become less important 
over time. If anything the crisis has accelerated that process. Domestic 
bond issuance is still relatively lower than in Asia

Latin America

0%

20%

40%

60%

1
9

9
5

1
9

9
6

1
9

9
7

1
9

9
8

1
9

9
9

2
0

0
0

2
0

0
1

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

Source: BIS

Bond issuance (as % of GDP)



5Economic Research DepartmentEconomic Research Department 5Has Domestic Bond  Market Development Fostered Financial Stability?

1. Domestic bond market development over the years1. Domestic bond market development over the years

The case of Eastern Europe shows a much more stable pattern  both in 
international and domestic bond issuance. In fact, most of the lending 
through cross-border bank lending

Central Europe
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1. Domestic bond market development over the years1. Domestic bond market development over the years

The main issuer of domestic bonds continues to be the government
without a clear descending trend as in Asia

Developing Markets
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Bond issuances halved right after Lehman but recover very 
quickly to even higher level than prior to the crisis

2. The current crisis as a test
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Indonesia could not issue at all in Q4  but recovered very 
quickly in Q1 2009. First only the public sector, then even the 
private sector 

2. The current crisis as a test
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The impact of the crisis on Philippines’ domestic bond issuance  
has been much milder even for the private sector

2. The current crisis as a test
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The same can be said about Russia notwithstanding the 
severe problems the economy has been facing

2. The current crisis as a test
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The crisis took longer to reach Brazil but the impact was acute 
on Q4 with a slower recovery than in Asia (or even Russia) 

2. The current crisis as a test
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Interestingly, the impact of Lehman on Mexico’s issuances has 
been more muted and the recovery of issuances faster

-
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2. The current crisis as a test
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•A big part of the improvement in debt developments in emerging countries 
comes from fundamentals (better fiscal) 

•Switch to domestic debt has generally reduced the cost of financing but 

not always:  Exchange rate developments relevant:

2. The current crisis as a test

2. The current crisis as a test
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Still the impact of exchange rate developments on debt dynamics has 
been estimated to be smaller than changes in debt composition

3. Impact on financial stability
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Domestic debt composition has improved in emerging countries but still 
worse than in the developed world

3. Impact on financial stability
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One risks is that banks concentrate an excessive share of domestic bonds

3. Impact on financial stability
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The share of non-resident investors in domestic bond markets 
has increased rapidly, which could bring more volatility

3. Impact on financial stability
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The other one is the two short maturity of paper compared to 
developed world 

3. Impact on financial stability
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Furthermore, there has been an additional increase in the share 
of short term domestic debt over time
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All in all clear improvement as shown in stress test below 
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In sum

1. Domestic bond market development continues 
unabated in the emerging world.

2. Asia is clealy a front runner with ad hoc policies (ABF 
I, II, etc) but not only

3. Such movement from foreign currency to domestic 
currency bond financing is a clear plus in terms of 
financial stability although some issues remain:

• Concentration of holders (domesctic banks, 
growing role of foreign investors)

• Two shorts-term oriented



24Economic Research DepartmentEconomic Research Department 24Has Domestic Bond  Market Development Fostered Financial Stability?

THANK YOU

COMMENTS WELCOME

October 2009     

Economic Research Department


