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Executive Summary
Asia and its bond markets are different from the rest of the world.
This diversity of large-scale economies influences the structure of the
regional financial system and the uptake of electronic trading. Local
economies are relatively large, and each has a relatively sophisticated
financial system with large banks, insurers, corporate treasuries, asset
management firms, as well as large state banks and funds, which play
less of a role in the West.
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analyst on the Market
Structure and Technology
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electronic trading,
regulation and fixedincome markets.

These firms have local knowledge, and recent banking reforms have
further strengthened them against global competitors. The lack of
regional integration or adherence to global best practices makes it
difficult to scale beyond their home markets, however. These factors, in
turn, influence the speed of adoption of electronic trading, which has
been halting until the past few years.
E-trading may well be a tool that regional firms can leverage to gain
scale and to unite the region’s capital markets. As the global e-trading
platforms expand in the region, they bring with them a uniformity that
aligns with global best practice and helps to interconnect the region as
well as connect it with markets around the globe.

ME T H O D O LO GY
Between May and July 2018, Greenwich Associates conducted 785 interviews
with fixed-income investment professionals at domestic and foreign
banks, private banks, investment managers, insurance companies, hedge
funds, corporations, central banks, and other institutions throughout Asia
(ex-Japan). Countries and regions where interviews were conducted include
Australia, China, Hong Kong/Macau, India, Indonesia, Malaysia, New Zealand,
the Philippines, Singapore, South Korea, Sri Lanka, Taiwan, and Thailand.
Interview topics included electronic trading activity, trading practices and
market trend analysis.
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Introduction
Electronic trading plays a key and rapidly growing role in Asian bond
markets. This is due to the nature of Asian bond markets and the
increasingly important part local banks play within them. E-trading
brings all its usual benefits to the region, but regional players are
adapting it to local conditions as well. Regional banks use it as a
low-cost way to scale in their home countries, leveraging the networks
to overcome regional barriers and expand globally. They do this from a
base in a region whose economy and recent economic history is distinct
from the rest of the world. To understand the finer points of fixedincome market structure, it is helpful first to zoom out and examine the
environment in which it evolves.

Asian Economies and
Markets: Large and Diverse
The Asian economy is characterized by diversity operating at scale.
It has three of the four largest economies in the world: China, Japan
and India. Even the moderately sized Asian countries have significant
economies; on a purchasing power parity (PPP) basis, Indonesia would
fall between France and Germany. Even in nominal terms, it is larger than
the Netherlands or about the size of Florida, the fourth largest U.S. state
economy. In PPP terms, South Korea would fall between Italy and Spain.
The economies of Singapore and Switzerland are also roughly the same
size. This economic heft is visible in finance as well. The region is home
to four of the world’s top six financial centers outside of New York and
London: Hong Kong, Singapore, Shanghai, and Tokyo.¹
Even beyond the financial centers, however, the Asian financial system is
substantial. Many countries have large banking sectors. The Chinese state
banks, for instance, are the largest in the world. But even the banks from
midsize countries, like South Korea, Singapore and Malaysia, would rank
very highly among the top 15 U.S. banks. This is partially because Asian
corporates have historically financed themselves through bank loans
rather than the capital markets. But this is changing, and the presence of
a large and aggressive regional banking sector is part of that shift.

¹ Z-yen survey
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Regional banks use
e-trading as a lowcost way to scale in
their home countries,
leveraging the
networks to overcome
regional barriers and
expand globally.

WHERE ASIAN BANKS RANK VS. TOP 15 U.S. BANKS
By Assets (USD billions)
Bank

Assets

ICBC
China Construction Bank
Agricultural Bank of China
Bank of China
JPMorgan Chase
Bank of America
Wells Fargo
Citibank NA
U.S. Bank NA/U.S. Bancorp
DBS (Singapore)
PNC Bank
KB Financial (Korea)
Shinhan Financial (Korea)
OCBC (Singapore)
NongHyup Group (Korea)
Capital One NA
OUB (Singapore)
Bank of NY Mellon
State Street
BB&T Corp
Suntrust Bank
Goldman Sachs Group
Maybank (Malaysia)
Ally Bank/Ally Financial
Citizens Bank
Fifth Third Bank

$4,027
$3,376
$3,287
$3,092
$2,292
$1,775
$1,667
$1,430
$467
$404
$380
$356
$349
$343
$322
$306
$284
$271
$225
$219
$214
$195
$195
$162
$161
$147

Asian banks

U.S. banks

Source: U.S. Federal Reserve Bank and relbanks.com

Asian Bond Markets
When people think of fixed-income market structure, the year zero is
2008. For Asia, however, the year zero is 1997, when a speculative attack
on the Thai bhat forced a devaluation and sparked a deep recession.
The crisis spread rapidly from Thailand all across the region, provoking
devaluations, insolvencies, and government and IMF interventions. The
crisis highlighted two important weaknesses of the Asian financial
system: large external debts denominated in G3 currencies and the
relatively large role played by bank loans. In response to this, ASEAN+3
(Southeast Asian Nations plus The People’s Republic of China, Japan and
South Korea) launched the Asian Bond Market Initiative (ABMI) in 2002.
The ABMI established four task forces: the first two to stimulate the
supply and demand for local currency bonds, the second two to
strengthen the regulatory framework and trading infrastructure of the
region. ASEAN+3 has no enforcement power, and the painful memories
of capital inflows being followed by rapid outflows are still fresh, so
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many operational and regulatory barriers remain in place. But if the
issuance of local currency bonds is any indication, the first two groups
have been quite successful. Local currency bond markets have seen
significant growth across the region, with barely a blip during the
2008 crisis. In 2017, local currency issuance in Asia was $1.5 trillion vs.
G3-denominated issuance of $412 billion. The demand side is largely
local, although according to recent Greenwich Associates data, international investors allocate 41% of their Asian sovereign bond allocations to
local currency bonds.²

SIZE OF LOCAL CURRENCY BOND MARKETS IN EMERGING EAST ASIA
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Source: “Good practices for developing a local currency bond market: Lessons from the ASEAN+3 Asian Bond Markets Initiative.” Asian Development Bank,
May 2019

² Greenwich Associates, “Asian Fixed Income on the Rise” Q2, 2019
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While the 1997 crisis shifted the structure of the Asian financial system,
the global fallout of the 2008 crisis has also affected the region.
Persistently low rates and the reach for yield have driven investors
toward Asia. Our data shows that among asset managers who currently
have an allocation to Asian fixed income assets, 41% intend to increase
this allocation while 5% intend to reduce it. Among investors with no
allocation to Asian fixed income, 25% intend to add one.

REASONS FOR INCREASING EXPOSURE TO ASIAN FIXED INCOME
Higher yields compared to other fixedincome assets

72%
46%

Favorable macro view on Asian fixed income

41%

Inclusion of Asian fixed income in global indices
Growing market size and expanded
product choices

37%

Improving market liquidity

24%

Currency appreciation potential
Relaxation of investment restriction in
your institution

24%
13%

Note: Based on 54 respondents.
Source: Greenwich Associates 2019 Role of Asian Fixed-Income Investing Study

The search for yield is the primary but not the only reason firms are
increasing their allocations to Asia. Investors hold a positive macro view
of Asia, which has been the growth engine of the world since the end of
the financial crisis. Additionally, Asian markets are increasingly included
in global fixed-income benchmarks, driven by the fact that these markets
are gaining in both breadth and depth.
The potential for currency appreciation also makes the list—more
evidence of the success of the shift to local currency issuance. Working
in combination, these factors add up to a virtuous cycle for Asian fixed
income, drawing international investors, deepening markets and spurring
index inclusion, which in turn draws in international investors.
Banking regulation is another consequence of the 2008 crisis that has
affected Asia. Basel III lowered bank leverage ratios and made the dealers
more mindful about how they extend their balance sheets and reduced
their holdings of fixed-income assets. The shift from principal to agency
trading among the dealers and the rise of e-trading—specifically all-to-all
e-trading—are adaptations driven by this balance sheet rationalization.
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Investors hold a
positive macro view
of Asia, which has
been the growth
engine of the world
since the end of the
financial crisis.

Rise of the Regional Dealers
These shifts can be seen in the rise of the regional dealers in Asian
bond markets. While it is true that global dealers continue to dominate
in G3-denominated assets, local banks have tripled their market share
in both corporates and sovereigns, from just over 3% in 2013 to more
than 10% in 2018. In domestic currencies, however, regional banks have
overtaken the global dealers and now have over 50% share in both
markets. Across Asia, regional dealer share rose from 60% to 82% in local
currency corporates, from 42% to 60% in sovereigns and overall from
47% to 66%. These trends can vary significantly in individual countries,
but across the region the trend is clear: Regional dealers are a powerful
force in local markets.
This should not be a surprise. Regional banks in Asia are very large in
their own right, and often quite large relative to the size of their national
economies. They have the large balance sheets necessary for maintaining
bond inventories, and they have very useful local knowledge and
relationships. Additionally, the liquidity coverage requirements and the
definitions of the high-quality liquid assets banks need to hold to meet
them give regional banks an advantage over their global competitors.
For example, Malaysian sovereign bonds have one capital weighting for
a Malaysian bank but another, heavier capital weighting for a U.S. bank.
The relationship between the regional banks and the global dealers is,
at once, both competitive and symbiotic. Greenwich Associates data
reflects this: Regional banks are both customers of the global banks—
using them, perhaps, to warehouse local bonds—and providers, serving
regional clients and other regional banks alongside them.

SHIFTS IN ASIAN BOND FLOW FROM FOREIGN DEALERS TO LOCAL DEALERS
Domestic Currency Asian Bonds
Corporate Bonds

G3-Dominated Asian Bonds

Sovereign Bonds

Corporate Bonds
97%
90%

82%
60%
40%

60%

58%
40%

42%
2013

18%

2018
3%

Foreign

Local

Foreign

Local

Note: Based on 899 respondents in 2013 and 789 in 2018.
Source: Greenwich Associates 2018 Asian Fixed-Income Investors Study
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Foreign

10%

Local

3%
Foreign

10%

Local

Electronification, with Asian
Characteristics
The importance of regional dealers is influencing and even driving
adoption of e-trading across the region. Reflecting the diversity of
the region, e-trading adoption varies significantly from country to
country. Some have exchange trading of bonds and others have their
own e-marketplaces. Additionally, global e-trading platforms compete
actively across the region, bringing with them globally uniform protocols
and best practices.
Bloomberg, Tradeweb and MarketAxess all compete in Asia. Bloomberg
has a wide reach and, along with Tradeweb, has connections to Chinese
markets through BondConnect. MarketAxess has significant penetration
into local Asian markets, and its Open Trading™ offering, which allows
all-to-all trading, is growing rapidly. This has helped propel e-trading
levels across Asian markets. Including activity from regional banks,
investment managers, pension funds, and insurance companies, across
all fixed income asset classes, Greenwich Associates data shows a clear
acceleration of e-trading in the past three years.

PERCENT OF NOTIONAL VOLUME TRADED ELECTRONICALLY—
ASIAN FIXED INCOME
30%
23%

22%

23%

18%
14%

2013

2014

2015

2016

2017

2018

Note: Based on responses from 811 in 2013, 800 in 2014, 802 in 2015, 731 in 2016,
748 in 2017, and 764 in 2018.
Source: Greenwich Associates 2018 Asian Fixed-Income Investors Study

What sets Asian e-trading apart is the way in which regional dealers
have been leveraging it to expand. Asian banks are generally very
focused on and successful within their home countries. But regulatory
and operational barriers in the region make it difficult for them to grow
beyond their own borders. Increasingly, therefore, they are looking to
electronic platforms to help them build regional scale. Bringing all market
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Increasingly, Asian
banks are looking to
electronic platforms
to help them build
regional scale.

participants onto a single platform, whether they have prior relationships
or not, has been displacing the role played by voice-driven interdealer
brokers (IDBs) in Europe and the United States.
There are no uniform reporting requirements in Asia, but data from
MarketAxess illuminates both the local strength of the regional dealers
and their use of e-trading platforms to broaden their reach. On a global
basis, regional dealers execute 66% of their volumes inside their home
country. In Asia, regional dealers execute 72% of their volume inside their
home markets.
Our data also shows that Asia’s regional dealers are have been more
aggressive in levering e-trading platforms relative to their peers in
other regions. Using the number of global dealers’ counterparties as
a benchmark, regional dealers worldwide have 18% of the number
of trading counterparties, while regional dealers in Asia have 31% as
many. A strong local focus and aggressive use of e-trading are part of
the reason that local dealers have overtaken the global banks in local
currency markets.
In addition to using e-trading platforms generally, Asian regional
dealers are specifically leveraging an all-to-all protocol to expand their
reach. Global dealers provide liquidity to their clients over the bilateral,
disclosed dealer-to-client protocols. They are more likely to use all-to-all
platforms in parallel with their bilateral trading to manage risk they pick
up from trading with their disclosed clients. By contrast, over a third
of Asian regional dealers who are clients of MarketAxess Open Trading
are only clients of Open Trading—not the bilateral protocols—and
use it to provide liquidity to firms with whom they do not have direct
relationships.
These Asian regional dealers that are Open Trading-only users account
for 33% of the platform’s volume in Asia, a figure that is growing. As such,
all-to-all trading is playing a unique role in Asia. In addition to permitting
buy-side firms to trade with one another as it does in other regions, it is
becoming a distribution channel for regional dealers as they gain market
share and seek to stand shoulder to shoulder with the global dealers.

10

|

GREENWICH ASSOCIATES

In addition to using
e-trading platforms
generally, Asian
regional dealers are
specifically leveraging
an all-to-all protocol
to expand their reach.

Conclusion
The global fixed-income trends that emerged in the wake of the 2008
crisis have had their effects in Asia, drawing global investors to the
region in search of growth and yield. Regional dealers, which have been
on the rise on their own, are playing an expanding role in regional bond
markets. E-trading is playing a crucial part in this expansion, helping
regional dealers to achieve scale locally and connect with counterparties
across the region and around the world.
Asian banks have been using all-to-all protocols aggressively and in ways
that are uniquely adapted to how the region does business. This quick
adaptation and the growth of the bond markets themselves are making
Asia an important and dynamic center for fixed-income e-trading, with
effects that will be felt around the world.
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