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Abstract

This comparative study of the Thai fixed income market versus other pertinent foreign
fixed income markets starts out by discussing the development of the Thai fixed income
market; obstacles encountered and possible solutions that would jead to further development
of the market. In the attempt to determine such potential solutions, it was necessary {0 assess
the common factors that led fo the successiul development of the fixed income markets in

both industriai countries and Asia.

Initially, the study uncovered that when the economies expand rapidly, capital
required by both the governmental and the private sectors pecome increasingly immense. The
channel of funding has been quite limited, fixed income instruments then become a means 10
mobilise funds from abroad and also raise funds from the local public sector and large

institutions instead of borrowing directly from financial institutions.

Generally, there aré two main types of issuers: (1) the government and (2)
corporations. in most of the countries, the government is issuer of most bonds in the market
rather than corporations €.9. the Treasury Securities on the NASDAQ of USA; the Japanese
Government Bond(JGB) on JASDAQ of Japan, and the Gilts on Gilt-edged Market of UK. The
popularity of investing in government bonds stemmed from the diverse investment objectives
of investors coupled with the nature of low risk or nearly risk-free of government bonds.
Corporate bonds usually give higher returns for investors put they gained substantially less

attention from investors, especially corporate bonds from countries that have just developed

this market including Asian countries.

Taking the guantitative approach in comparing the Thai market with others; results

show that countries in Asia that have the highest trading turnover for government bonds(in




1995) are Singapore, Malaysia, Philippines, and Thai with trading value recorded at
US$43.7bn, US$29.1bn, US$25.2bn and US$1.7bn accordingly. On the other hand, countries
with highest turnover for corporate ponds are: Malaysia, Thailand, Singapore and the
Philippines with trading value ranking from US$8.8bn, US$5.3bn, US$2.6bn, and US$0.4bn
respectively. In sum, countries with highest trading turnover in the fixed income market per
GDP are: Singapore, Malaysia, Philippines, and Thaitand which accounted for 54.4%, 48.6%,
36.4% and 10.1% of GDP accordingly.

Tracking the development of foreign bond markets, the common factors that

contributed to the development in such markets are characterised as follows:

(1) For industrial countries, government bonds are issued regularly. The frequency
and regularity of issuance support deeper markeis and broaden interest of

investors,

(2) Government bonds are found to be the main dominance of the market in most

countries instead of corporate bonds;

(3) institutional investors are the main investor base, and the placement of bonds are

generally direct toward their needs;

{(4) As bond markets are growing; a well functioning secondary market trading system
is needed. In this regard, the efficiency of dealers, well capitalized market
makers, efficient clearing and settiement systems, centre of information, and
credit rating agencies; will enable the trading system to become more efficient

while mandate and regulate the secondary market players;

The study of the foreign bond markets can thus be adopted and used as guidelines for

the development of the Thai bond market. Such guidelines are as follows:
(1) Eliminate restrictions that inhibit bond issuance.
(2) Eliminate requirements which lead to a reduction in free flow of supply.

(3) Eliminate restrictions, disincentives or distortions that prevent potential investors

from holding bonds.




In short, these measures are aimed to eliminate any restrictions that impede the flow

of supply and demand.

(4) Support the invention of new products and basis for further innovation in the

industry.

{5) Stimuiate the growth in investor base.

(6) Increase the level and quality of information in the market.

(7) Facilitate trading.

(8) Enhance liquidity in the market.

However, creating the regulatory framework for the bond market is not a one-time
task. Further development, both in terms of new initiatives and fine-tuning, is necessary to
keep pace with the ever changing economic environment and industry needs. Regulators

must be prepared to face this challenge to ensure that their bond market will remain a

meaningful finance and investment opportunity in the years to come.



