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Thoughtful Paper (as expected)

e Balanced view of financial developments
since the Asian crisis: banks versus debt
finance

£ Uses indicators of financial development and
Cross country evidence: Asia has come a long
way In terms of bond market development
(with some caveats)

£t Role of financial openness in speeding up
financial development

E A note of caution on excessfinancialization

e Policy prescriptions:
oquantityo
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Increased resilience (so far) : This time is different for Asia?

No large current account adjustment in Asia. Different from
1997-1998

Current Account Adjustment
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This time is different for Asia?

Red means banking crises,
very red systemic crises
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What has changed?

Paperos focus I s not on mi
of reserves but on structure of financial markets:
development of bond markets

There are interesting complementarities between
macroeconomic policies and bond market development
(see paper by Rose and Spiegel at th&BFER on links
between inflation and bond market dlong maturities)

Would have been interesting to have data on maturity
structure. Liquidity of bond markets also depends on
existence of benchmark yield curve.

Would have been interesting to have data on currency
composition



Indicators of Financial Development

E oOQuantityo based: out st
bonds, bond market cap to GDP ratios

Figure 1. Local Bond Market in Asia (ex. Japan)
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Asi ads Fi nabecivatwves nakketd or

are growing rapidly (from a low base)

Daily Turnover of OTC Interest Derivatives
(In billion U.S. dollars)
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Schizophrenia

Debt as % of GDP , measure of financial
development but may be also of financial stability
risk, of debt overhang.

Exampl e: Chinaos | ocjprity g c
of iIssuance in East Asia ex Japan is China

Could say: focus on development of private debt
markets but correlation with credit booms?

And as we know private versus public debt is not
a reliable dichotomy (especially if debt is issue dby
financial corporations)




Schizophrenia bis

£ As the paper points out, rapid development of
bond markets can also come with problems:

-hot money flows and their reversals
1 ack of monitoring and @

-2008 crisis losses across countriepositively
correlated with measures of financial innovation,
deregulation

e We have to try to disentangle cyclical and
excessivedebt borrowing from sustainable
form of financing -



Bond Funds
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