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In this paper, I would like to explain about the development of the Asian markets, 
and, in particular, about how we can best enhance the clearing and settlement 
infrastructure in Asia to support and encourage further development.  

Asian Development Outlook  

Asia is one of the fastest growing economic regions in the world.  Growth in 
developing Asia is predicted to reach 8.3% for 2007 – up from an earlier prediction of 
7.6%.  The revised figure stems from the exceptionally strong performance of the 
People's Republic of China (PRC) and India.  In the first half of 2007, China grew at 
11.5%, faster than at any time since 1994 while India registered growth at 9.3% in the 
first quarter of 2007.  Together China and India account for 55.3% of total GDP in 
developing Asia and thus exert a powerful influence on regional trends.  

In addition to the robust growth of these two countries, a more general pattern of 
fast, and in some areas, accelerating growth, is also evident. The Philippines enjoyed its 
fastest growth in almost twenty years in the first half of 2007 and Indonesia's growth 
trend is steadily going up.  Malaysia, Korea, Mongolia, and Taipei, China are all 
expected to grow faster than earlier predicted.  Thailand, even if recent political 
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uncertainties had somehow dampened private investment confidence, is expected to 
grow at 4% for 2007. GDP growth in Vietnam is expected to outpace the other ASEAN 
countries at 8.3% for 2007.  Central Asia continues to expand at double-digit pace and 
South Asia continues to build on the progress of recent years.  
 
Asian Financial Sector  

Asia is far better prepared to withstand financial shocks now than in 1997. So far 
the turbulence in the subprime credit markets has had minimal effect on the financial 
markets of developing Asia. Although it is not yet quite clear if the storm has blown 
over, developing Asia's defenses against external shocks appears to be more solid this 
time.   

The region has learned well from the previous 1997 Asian crisis and since then the 
region's financial systems have strengthened.  A number of Asian economies now have 
large foreign reserves, stronger current account positions and more flexible exchange 
rate regimes. Strong growth and generally sound macroeconomic fundamentals are 
helping the region restore calm to financial markets with relative ease.  Asian shares are 
already bouncing back after skidding for a while, limiting losses from the market 
sell-off. 

However, it is still early days and events in the credit markets and the wider 
economy have become more difficult to predict.  It would certainly be rash to assume 
that growth in developing Asia will remain unaffected by these unfolding 
processes.  We therefore need to continue to closely monitor events in the global 
market in the next few months.  

The environment for external funding remains positive and Asian markets attracted 
heavy capital inflows. Last year, net private inflows reached an all-time high of $255 
billion. However, the US subprime turmoil could narrow external funding opportunities 
for Asian borrowers. But with ample current account surpluses and large foreign 
reserves, they have less need for external funding.  

Robust growth, along with continued capital flows, has lifted foreign reserves 
holdings of Asia's central banks. In the first half of 2007, reserve accumulation 
amounted to $360 billion or almost 40% of world total. Led by the People's Republic of 
China, all major Asian central banks have reserve holdings that cover their country's 
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short-term external obligations, even under the most stringent standards for reserve 
adequacy.  Although the risk of repercussions from the subprime and credit turbulence 
seriously affecting growth cannot be ruled out, developing Asia's reduced external 
funding requirements and improved economic fundamentals are expected to buffer 
impacts. Price adjustments in these markets have been in line with ongoing corrections 
globally and have broadly tracked those in both mature and emerging markets.  This 
resilience reflects robust growth, low inflation and sound fiscal and external positions.  

I therefore expect the financial markets of Asia to continue to grow as investors 
seek better yields for their investments.  
 
Clearing, Settlement and Custody  

The relatively invisible engine that supports the dynamics of the financial market 
system is the clearing, settlement and custody processes.  As we all know, a 
well-functioning market infrastructure is a fundamental requisite upon which 
confidence in the securities market depends.  Investors, both foreign and local, demand 
for efficient and, more importantly, safe and risk-free transactions. The lack of a 
well-functioning and secure clearing, settlement and custody system can significantly 
affect investors' confidence, and this in turn can hold back the development of domestic 
and regional financial markets.  

Market globalization, the increasingly complex technical and regulatory 
environment of financial markets and the need to remain competitive have triggered 
efforts to transform clearing, settlement and custody systems all over the world.  The 
US has a relatively homogenous clearing and settlement infrastructure mainly due to a 
single currency and harmonized tax and regulatory environment.   Last year, the 
Depository Trust and Clearing Corp. (DTCC) became fully owned by DTCC 
participants who bought out the common shares of NYSE, NASDAQ and the American 
Stock Exchange. In 2006, DTCC settled more than $1.5 quadrillion in securities 
transaction and due to such volume, its transactions fees are among the lowest 
worldwide. 

In Europe, the lack of interoperability of the various processes in the clearing and 
settlement chain has prevented the creation of a European DTCC.  The rapid 
integration of the euro area finally provided momentum to rationalize the Euro payment 
systems, securities clearing and settlement structures and collateral management 
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systems.  A number of significant studies have been launched by the governments and 
the industry groups including the Giovannini Group, the "Committee of Wise Men" and 
the European Securities Forum to determine the right path towards providing a market 
infrastructure most appropriate to the needs of European marketplaces. 

The European Central Bank launched last March the enhanced Correspondent 
Central Banking Model 2 (CCBM2) which now provides a single set of procedures for 
all eligible collateral used for both domestic and cross-border basis.  The ECB will be 
launching Target 2 (T2) on 19 November 2007 which in turn will provide a harmonized 
set of settlement services in central bank money for all kinds of ancillary system, money 
market systems, clearing houses and securities settlement systems.  In conjunction, the 
Target 2 Securities (T2S) is now being planned which will be an integrated solution for 
the processing of securities and cash settlements on a single platform.  These 
developments are welcome steps towards the realization of an integrated European 
market infrastructure. 

The clearing, settlement and custody story in Asia is much more colorful.  Asia 
does not have a single currency unlike the US and Europe. Capital markets in the region 
are not unified and are at various stages of development and their clearing, settlement 
and custody systems follow suit. Clearing and settlement systems are national, that is, 
each country has its own clearing and settlement arrangements for different types of 
instruments and participation in these systems is generally limited to locally regulated 
participants. Government bonds, which are the dominant debt instruments in the region, 
are usually traded over-the-counter through active inter-bank markets and settled 
through central bank operated settlement systems.  The systems, very often do not 
provide guarantees i.e. they are not linked to a clearing company or a central 
counterparty but they do have a link for payment into real-time-gross-settlement system 
where they exist.  Securities listed and traded on the national stock exchange are settled 
through the central clearing and depository associated with that exchange. 

National central securities depositories (NCSDs) are often linked with international 
CSDs. This is more to enable international market participants to trade and settle local 
government bonds rather than to facilitate local market participants trading and settling 
international bonds.  

Hong Kong is an exception. Hong Kong has adopted multi-currency, 
multi-dimensional approach to infrastructure development. Way back in 2000, the HK 
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Monetary Authority developed the US dollar clearing system that provided PvP 
settlement for HK dollar and US dollar foreign exchange transactions as well as 
delivery versus payment for US dollar denominated debt securities.  There are currently 
about 67 direct participants in this clearing system which includes foreign banks with 
operations in Hong Kong and 162 indirect participants of which 116 are banks outside 
of Hong Kong.  More recently, HKMA established a PvP link between its US dollar 
clearing system and Bank Negara Malaysia's ringgit system which eliminates the time 
lag between settlement of US dollar leg of a foreign exchange transaction and the 
Malaysian ringgit leg. HKMA hopes to establish similar links with other central banks 
in the region.  

The pressure is on for other Asian markets to adopt the latest standards and 
technologies that would upgrade their clearing and settlement systems to allow for more 
efficient transactions processing.    

･ The Monetary Authority of Singapore has upgraded its electronic payment system to 
MEPS Plus (MEPS+) that has automated liquidity and flexible queue management 
features allowing banks to better manage their liquidity.  
･ Likewise the Philippines upgraded its MIPS payment system to an RTGS in 2006 
enabling more securities transactions to be settled on a gross DvP basis. The Philippine 
system also allows PvP settlement for Philippine peso and US dollar foreign exchange 
transactions.    
・ The Central Bank of Sri Lanka has also implemented an RTGS payment system, a 
scripless securities settlement system and a securities depository system.  
・ The China Securities Depository, Trust and Clearing Corporation linked its Bulk 
Electronic Payment Systems (BEPS) into the Central Bond Integrated System for more 
efficient collateral management and also introduced securities lending last year.  
・ Indonesia introduced a scripless securities settlement systems in 2004 to allow for 
straight through processing.  
・ Last year the Thailand Securities Depository expanded its services to act as the 
clearinghouse for the derivatives market in Thailand through its subsidiary, Thailand 
Clearing House Co. Ltd. (TCH). The system allows the TCH as direct central 
counterparty, to guarantee payment on any derivatives contracts traded, immediately 
after matching. The TCH, total turnover in 2006 was 198,737 contracts, having a total 
value of THB 97.9 billion. The TCH is developing services to support new products in 
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2007, such as SET50 Index Options, in addition to currently supportingSET50 Index 
Futures.  

A Regional Securities Intermediary (RSI)  

Over the past 10 years, most countries in the region have improved their clearing 
and settlement infrastructure. In general, national settlement systems now comply with 
accepted international standards. However, these are essentially domestic systems, 
serving domestic issuers and investors. Relatively little infrastructure has been put in 
place in the region to serve cross-border activity.  

I believe that this is the opportune time to discuss regional cooperative efforts to 
address cross-borer settlement issues.  Past efforts to establish an Asia-wide clearing 
and settlement system had not flourished mainly due to the fact that there was no 
business case to do so at that time. The volume of cross-border transactions then was so 
low.  But with the growing volume of debt securities issuances and the increased 
intra-Asian cross-border transactions, the idea of establishing a regional securities 
intermediary is again being seriously considered.  

The market consultation results of an ADB coordinated study done under the 
auspices of the ASEAN+3 Asian Bond Market Initiative revealed that over 75% of 
market participants were agreeable to setting up a regional securities intermediary.  The 
study was undertaken to identify various options available for a regional settlement 
infrastructure to reduce foreign exchange settlement risks in cross-border bond 
transactions.  The report also highlights a particular problem for investors in the 
ASEAN+3 region, called the 'third time zone problem'. This problem arises from the 
settlement of securities and cash in different time zones. It increases the cost and risk of 
cross-border investment for investors in the region.  

To address these problems, the report proposes an RSI in the ASEAN+3 region. It 
is suggested that this might take the form of an Asian central securities depository 
(ACSD), which would clear and settle bonds denominated in ASEAN+3 currencies for 
cross-border investors in the region. This Asian CSD would also be a gateway, via links 
to the existing ICSDs Clearstream Luxembourg and Euroclear Bank., for investors in 
the ASEAN+3 region who invest in Eurobonds and other major currency bonds. It 
would link to local settlement facilities in each participating ASEAN+3 market, either 
directly or via local custodian banks.  
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A further option is an Asian Payments Bank, which would focus on reducing FX 
settlement risk. This would provide similar functionality to the existing CLS Bank, but 
for trades involving local currencies in the ASEAN+3 region. It would need a special 
link to CLS Bank to enable counterparties in both systems to settle with each other. It 
would provide final assured settlement of USD and Euro payments in the ASEAN+3 
time zones. Such a local settlement facility could thereby remove the 'third time zone' 
problem that currently increases cost and risk for investors in the ASEAN+3 region.  

An RSI is not a pre-requisite for developing bond markets in the region. However, 
we believe there may be a number of benefits:  

・ By allowing security settlement to be carried out in the same time zone as the cash 
settlement, and on an assured payment versus payment basis, FX settlement risks for 
investors in the region could be reduced.  
・  An RSI could reduce the costs and risks of securities settlement by internalizing 
transactions. This is the main benefit of an ICSD, whereby transactions between 
participants are settled by book entry.  
·   An RSI could contribute to the development of regional repo and derivatives markets 
by consolidating securities holdings, thus making cross-border collateralization easier.  

Finally, I believe that an Asian RSI could be a catalyst for change. As such, it could 
play a role in helping to harmonize standards in the different national markets. 

 
An RSI could be a conduit to international markets for issuers and investors in the 

less-developed parts of the region. 

The current low cross-border transaction volumes of bonds denominated in 
ASEAN+3 currencies does not necessarily imply that an RSI would not be financially 
viable. The ASEAN+3 bond markets have high growth potential. The settlement of 
securities denominated in major currencies could also be a part of the business of an 
RSI when they are traded among investors in the region. The RSI could also build 
bridge settlement systems with existing ICSDs and thereby settle the transactions of 
investors in ASEAN+3 time zones, irrespective of currency denomination.  

ASEAN+3 governments might use this opportunity to promote and foster private 
sector participation in expediting the establishment of an RSI given the interests of 
market participants in the idea of establishing one. With ASEAN+3 government 
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incentives and political support, especially in the area of eliminating regulatory hurdles 
in setting up an RSI and allowing links with member countries, an RSI could be 
established by private participants without direct financial investment from the 
governments.  

I would like to emphasize that infrastructure for Asia is infrastructure for the whole 
world. When we talk about infrastructure, we mean systems and links that not only 
connect the Asian markets with one another, but also connect them to the rest of the 
world. It is like a highway to make our world a truly global village.  

Conclusion and Next Steps  

At the first Bond Clearing and Settlement Conference held here in Singapore last 
16 April, organized by ADB, wherein 20 speakers and 140 participants from 83 
institutions attended, there was general agreement on a number of pressing issues 
relevant to the future of clearing and settlement systems in Asia:  
·  There is need for developing region-wide payment versus payment services, that can 
service all foreign exchange (FX) settlements, not just FX settlement arising from bond 
transactions.  
・ Further study is needed to assess the business feasibility of establishing a regional 
settlement intermediary (RSI) and to define the major functions of such RSI.    
・ The convening of a Group of Experts who would provide guidance and direction for 
the next steps to take in exploring further the possibility of establishing the RSI will be 
highly beneficial.  
・ Even though the establishment of an RSI should be market-driven, it is important 
that the public sector take the lead in the discussions, neutralizing the conflicts of 
interests among private sector participants.  Any resulting regional infrastructure 
should be a utility and not a profit oriented entity.  

The challenges and issues that confront regulators and market participants in 
building an efficient and well-functioning market infrastructure for the Asian region are 
many and complex.  The fragmented nature of the clearing, settlement and custody 
systems in the region presents very challenging tasks ahead of all of us.  A comforting 
sign is the apparent speed of reforms being introduced and adopted by the countries and 
their enthusiasm in setting-up the frameworks to hasten the convergence of the Asian 
financial sector. 
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I hope that this article provides a conducive venue to continue with the discussions 
on the trends and future of clearing settlement and custody systems in Asia and I hope 
that market participants will all enthusiastically participate in trying to shape an efficient 
market infrastructure most suited for the needs of the region.  
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