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TUE ASIALl DOLLAR UATIET

Robert F, Emezy*

I. The Establishment and Promotion of the Asian Dnllar llarlet

. Since CGetober 1968, the foreign aﬁd indigenous banl:'s in
Singapore have developed a market in Euro-dollars. Although referred
to as the Asian dollar maricet, it is really an-Asian-ba;ed marlket in
Euro-dollars, thére being no basic difference == otiier than tue
geographical aspect == betwueen Euro-dollars.and Asian dollars, Ilever-
theless, because the term "Asian dollar marlet (ADM) is now widely
used and is also helpful in denoting the zeographicallcontext of the
market, it will be emnicyed throughbut this paper rather than such
terms as "Asian currency market, " or "'Asian-based Zuro-dollars."

Euro-dollars ave dollér-denominated denosit liabilities of
bani:s outside the United States, The phrase is somewhat unfortunate
in that the banls maintaiﬁing deposits of this type are not confined
geogranhically to the Zuropean continent, but also operate elseunere,
»such as in Lebanon, Tanada and the 8ahamas -- to mentiun only three )
non-Curopean countries, Thus, the term Euro-dollars should be understood
as including a wider frame of referenﬁe than ''estern Fuzope, even though
this afca accounts for the bulli of tne LFuro-dollar operaticns,

There is also a marliet in Euro-liaris, Euro-Francs and other
fEutopeau cnrrcpcies which is similar to tae one for Ruro-dollars,

This broader marlet encomnassing bLoth Euro-dollars and European

¥ The vicuws expressced aerein ave solely those of the author and do not
necessarily renresent tue views of the Federal Deserve Systen,
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currencies, is generally referred to as the Curo-currency marlket, and

a similar marlet exists in Singapore, since

not confined to dollar-canominated deposiés

the Singapore market is

. Towever, the phrase

"pgian dollars" will nevertheless be used in this paper to refer to

Singapore-based, Euro-currencies,
Before discussing the specific cha

dollar marlet, it is useful to indicate the

rasteristics of the Asian

various factors waich played

a role in the establishument of the marl-et in Singapore, These are

discussed in the Iour sections which follow,

" They are explained in

considerable detail since many nersons do not understand why Singapore

is particularly suited to be & financial center and also to indicate

what specific practical measures a ccuntry can take to develop as an
p .

{nternational financial center,

A, Local Factors taat Favored Singapore as a gite for the ADH

In mid-1968 there were present in

Singapore a configuration

of factors that made the city-state one of the best candidates in the

Asian area for tic establishment of an Asian dollar mathet.

rlell-develcoped financial system, == Cne of tihe mcre important

factors was that in mid-1968 Singapore DOSSC

and financial system capable of providing a

vcsed a well-developed banl:ing

wvide variety of financial

gervices, At the time there were 35 commercial banls including 25

foreign branch banls., Although the domestic money and canital marlets

were modest and relatively underdeveloped, Singapore by this time had

elearly developed the canacity to undertalie

and financia' activities.

a wide range of commercial

e e a————— —rat—— —— " s
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! Absence of innibiting controls, == Another favorable factor,

steming from the Government's predilection for the maintainance of free
marl-ets, was the necar absence of inhibiting controls on domestic and
i{nternational transactions, This meant that funds were basically free
to move in and out of the country with a minimum of exchange control.
Beginning about August 1968 and in the following years, measﬁres vere
taken to liberalize or eliminate certain regulations that might inhibit

the-growth'of the marl:et, These actions are detailed in Appendii A,

Stable government and social system, == Although still relatively

' 1
youngz as an inderendent country,:/ Singapore =-- by mid-1968 =-- had

a

' demonstrated that it nossessed both a stable covernment and a stable
. . :

D social system, It had achieved an impressive record of rapid economic
» S, growth and good economic management, aided by its declared policy of
pronmoting foreign investment and a free anc¢ open economy.

Favorable geogfrapuic location and time overlan. == Singapore

i{s also blessed with a favorable geograpai=z location in Asia, being near
the center of non-Commpnist Asia ia the wlde arc extendiné from Pal:istan,
dovn.through Southeast Asia, anc u: to Janan, Thus, Singanore is
relatively close to such Asian financial centers as llanila, llong Kong,

%uala Lumpuz, and Bangl:ol:. In addition, Sincapore -- unlilie ilong Yong,

* and Toyo -- has an important time overlap in its business hours with

European financial centers. then the Lendon marlet opens at 9:00 a.nm.,

1/ Singapore becaue an inderendent country on August 9, 1965.
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4t 1is 4:30 p.m, in Singanore, and tuils allous the dealers in Singapore

to contact their counterparts in London, Zurich and other Luropean
financial centers. They are taus able to obtain firm Curo-dollar rates
and -consurmate transactions without having to wait for an overnight
escecution of an order, Uith exchange rates somevhat more volatiie in
recent years as a result of the widespread system of floating rates,
the same-day consurmation of transactions constitutes an additional
advantage>in doing business in Singapore,

Excellent cormunication facilities. -- Singapore also has the

. advantage of having an excellent communications networl: via telex and

telephone wita the world's major financial céﬁters. These facilities have
been strengthened by the completion of a satellite earth station on
Sentosa Island (Located a half mile south of Singapore) for an even bettef
system of global communications. |

B, Repional Factors Favorine the Develonment of an ADH

In addition to the favorable factors cited above whicn the
Singapore economy possessed in mid- 1968 there were also several regional
factors present in the 1960's that were conducive to the development
in the reglon of an Asian dollar marlet. Cne of these was the ranid
rate of economic growth that nad been achieved by a number of ccuntries
in the region, Uith new aud dynamic industries being established, this
created attractlve lending opportunities for the benlis that eventual ly

began to operate in the Asian dollar mariet,

1}/ Singaporc became an independent country om August 9; 1965.

-
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v In addition, the de facto dissolution of the Stérling Arca

in ‘the late 1960's tended to reduce the ready availability of funds

for those Asian countries with sterling area ties, Thus, there was a

néedAfor additional sources of finamce =-- & need which could be met, in

part, by Asian dollar credits; | }
Another favorable factor was that financiél institutions

locgted in the region would have an advantage over non-regional institutions

in developing local deposit sources and identifying anpronriate borrovers,

In addition, the local financial institutions would usually be in a more

favorable position for assessing the economic and political trends in

the area than the institutions outside the region.

C, Vhy the Promoters Felt an ADII Would be Viable
In addition to the factors cited above, there were other
factors influencing the vpromoters of the ADH in the late 1960's which

led them to believe that such a marlket would-be viable, Cne of tuese

- was the belief that there were fairly large sums of convertible currencies

jn the hands of Asians and non-Asians domiciled in Asia that could be
fapped as a source of funds for the market. It was also thought that
since there were many small firms in need of funds that could not obtain
them very readily from sources outside the region, these firms would
orovide attractive lending onportunities for the banks operating in the
Asian dollar marl.et. |

iastly, the nromoters felt :hht in view of the Euro-currency
banlks' tendency to favor falrly large transactions, Asfan lenders with

‘.

.
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small sums could find attractive investment opportunities in the A

dollar market. Under present arrangements, Asian dollar deposits in

amounts as small as $5, 000 are currently accented by banlks overating in

the marlet, in contrast to the congiderably Highet minimums recuired Sy
- most Euro-currency banlis in Europe. -

the Government of Singapore to Promote the ADI

D, lieasures Tzlen by

Desnite all of tnese favorable factors, it is nrobably no

exaggeration to 53y that Singapore's Asian dollar marliet would not have

_been viable unless the Singapore Governmentl/ nad deliberately taken

certain measures to nromote the market, An absoiutely essential step was

the elimination of the withholding tax on interest naid on Asian doilar

denosits. Since funds placed with the Euro-currency markets outside

" Asia have not been subject to withhelding taxes since the inception of

the merlet, this step was essential in order to male Asian dollar deposits

fully compnetitive with those nlaced in the Zuro~currency marlet,

ilany other measures, of course, have also been talen by the

Government of Singapore to promote and develon the mariet, Liost of these

are detailed in Anpendix A in chronological order. A'lthough no attempt

has been made to indicate the relative jmportance of each measure; there

{s little doubt that ali of these actions tal:en togethex helped considerably

“to promoté the growth of the market,

1/ 1Including the Monetary Autnority of Singapore, 8 central banli-tyne
| at the beginning of 1971, '

institution, which vas establishe
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Some of the more important measures, besldes the elimination
of the withholding tax on interest paid on Asian dollar dcposits,
{ncluded: (1) an authorization by the Government for the Asian dollar
banks to issue certificates of deposit denominated in U;S; dollars;
(2) removal of the minimum liquidity ratio requirement against foreign

currency deposit liabilities that the banks had to observe; (3) author-

jzation for the Asian dollar banks to make foreign-currency loans to

locally incorporated firms against export orders or letters of credit;

and (4) authorization for Singapore residents to hold foreign-currency

‘denominated déposits with the Asian dollar banks up to a certain maximum

amount,

Since the late 1960's, new foreign banks have been allowed entry

into Singapore -- including the Asian dollar market, but on an increasingly

‘mbre restrictive basis, This has been accomplished through increasingly

restrictive bank licensing proccdures, so that at present there exist

four types of banlking licenses. These are: (1) a complete banking
license; (2) a restricted license; (3) a 1icense for offshore operations;

and (4) a license to carry out a merchant banlking operation. Comglete

banking licenses are held by those foreign banks that had establighed
branches in Singapore by February 1964, 1In gencral, no new licenses were
granted to foreign banks duting 1965-69. During 1970-72 and early 1973,

restricted licenses were granted to foreign banks, and, beginning'in

March 1973, licenscs were granted to foreign banks to engage in offshore
operations, (See Appendix A, “March 1973" entry, for dctails on the

’y

particular restrictions.) Roughly' two-thirds of the banks that have

L e et T et
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been granted merchant banking iicenses have also obtained permission

to accept foreign-cﬁrrency denominated deposits,

. It is readily evident from the rathef lengthy list of govern-
ment actions detailed in Appendix A that the Singapore,authoritiés have
teken fairly frequent, and often substantial, measures to promote the
development of the Asian dollar marl:et, As will be indicated in the
following section, the number of foreign and local banls participating

in the market has grown significantly since the market's inception.

II. Asian Dollar Banl's, ACU Accounts and Interest Rates

A, COrigin and Grcuth of the Asian Dollﬁr Banks

The banl: which first initiated the moves in the spring of 1968
that led to the estéblishment of the Asian dollar market was the Singapore

branch of the Bank of America. Convinced that favorable opportunities

existed for the establishment of such a market =- in line with the

encouraging factors discussed in the previous section == the Bank of
America pronosed to tiue Singapaxe Government that it be allowed to
establish a new and separate department, This denartment would be
licensed to accept nonfresident foreign currency deposits, to nool the
funds thus obtained, and to lend these funds to npn-rgsident corporate
and individual borrowers.

Tﬁe Singapore Covernment welcomed the nronosal,.and after

taking the necessary administrative actions, licensed the Bank of America
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to establish an Asian Currency Unit (ACU)l/ within the bank to carry

. out the proposed operations. The Government stipulated that all ACU

transactions should be recorded in the bnnk;s special ACU accounts and
thaé they should be kept separate from the banl:'s other transactions. In
addition, the head office of any ACU bank is reﬁuired to provide the
Monetary Authority of Singapore.with a commitment that it will make up
for ény shortfall in liquidity suffered by the ACU bank, After receiving
government approval, the Bank of America began its ACU operations in

October 1968,2/ quietly and without fanfare, Later, in April 1969, the

. First National City Bank of New Yorlk announced that it was also interested

4n establishing an Asian Currency Unit, By October 1969, the Singapore
Government had licensed the Singapore branch of the Chartered Bank to
establish an ACU operation and this was followed shortly thereafter by

the licensing of three more banks, viz., the Singapore branches of the

;First National City Banl, the Hongkong and Shanghai Banking Corporation,

" and the Bank of Tolyo,

During the 1970's the number of authorized ACU banks increased
substantially; Some ideé of the year-to-year rate of growth in the ACU

banks 1is provided by the following data which indicate the number of

- 1/ An "Asian Currency Unit" (or ACU) is the formal neme used by the

Singaporc authoritics for the convertible foreign currency deposit
accounts maintained by the Asian dollar banks, Banks maintaining these
accounts will be referred to as ACU banks.

2/ S.Y. Lee, "The Asian Dollar Narket in-Singapore, ' The llalayan

_Economic Review, Singapore, April 1971, p. L6,

i e e et i e aont b e w amaw s——
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authorized ACU banks at the end of the year: 11 (1969); 16 (1970);
21 (1971); 24 (2972); 46 (1973), and 56 (1974), By July 1975 there were

a total of 61 authorized ACU banks, These consisted of 6 local banls,

13 forecign branch banl:'s witii complete licenses, 12 foreign banks with

restricted licenses, 17 offshore banks and 13 merchant banks.l/ :
A complete list of Singapore's banking institutions as of
December 31, 1974, is provided in Appendix B with a brealiddown of ACU

banlis and non-ACU banlis. In addition, a further breakdovm is provided

banks with restrizted licensés, offshore banl:s and merchant bankﬁ.

Uith more than 80 banking institutions now operating in
Singapore, theré vould anpear fb be‘little doubf that the number of | o
new ban!: licenses issued by the authorities will tend to decelerate .
in the years ahead, it is doubtful that the authorities will inaugurate

a fourth, even more restictive, type of license, than the {'complete",

‘Mrestricted, " and "offchore" licenses which have been issued so far,

B. Types of Denosits and Conditions

Cn Cztober. !, 1968, the marlet in Asian dollars was initiated
in Singapore when the first ACU ban!: began to accept foreign currency
deposits.g/ In order tc encourage the development of the marliet, the

first ACU banl:s to onerate in the marliet waived the collection of any

l/ Singapore's merchant banl's onerate in a manner similar to those in
London, offering such snecialized services as corporate finance, under-
wiiting and portfolio management,

g/ Baning Structures and Sources of Finance in the Far East, Research

Unit of the Lanler, London, 1974, p. 96.

et e e n s g S - JRe—— PR ——— e . g~ ——
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éommiasion, handling or scrvice chargcs:l/ Initially, depoéits were
accepted only from entities other than Singapore residents, and the

'ACU .banl's were not required to report such deposit transactioms to the
authorities, Although Singapore's Banling Act of i970 permits banlis --
at their option -- to accept secret numbered accounts siﬁilar to those
maintained by Swiss banl's, this provision of the Act has never been
implemented, apparently because of estate tax oroblems, In Switzerland,

. the estate tax problems can be overcome by the nower-of-attorney device,
but the Singapore laws (wich were inherited from the British) require
the disclosure by the banl's of the deceased depositor's identity to the
tax authoriﬁies.g/ | ’

-The ACU banks are authbrizéd to accent 14 specified foreign

currencies as deposits and to trade in these currencies.zj These are

listed below,

1; Austrian Schilling 8; Japanese Yen

2; DBelgian Franc 9; Netherland's Guilder’

3: Canadian Dollar 10, 1iloruvegian Krcner

4, Danish lroner 11; Portuguese Esccudo
5. Deutsche liarl '12; Svedish Kroner

6; Trench Franc 13. Swiss Franc

7. 1italian Lire 14, United States Dollar

“

1/ The Asian Doilar ilacliet, First llational City Baak, Singapnore, liay

1971, p. 3. - ~
2/ Asia 1973 Yearbool; Far Eastern Iconomic Teview, liong Kong, 1972, »n. 67.
3/ Iu addition, the ACU banls are authcrized to accept Scheduled

Territory currencies, including the Dritish pound sterling, Irom

External Accounts. For additional details, see ‘[venty-Si::th Annual

Report on Exchance Nestrictions, International ilonctary Fund, Yashington,

L.C,, 1975, on, 4146,
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Roughly 90 per cent of tﬁe foreign curwvenzy deposits reportedly consist
of U,5. dollnrs,l/ with the remainder being mainly in Sviss and French
francs, the Deutsche mark, yen and guilders, This U. S; dollar proportion
is higher than in therzuro-currcncy market in Europe where the share has
been fluztuating around 75 mer cent in recent years, Among the banks
operating in the Asian dollar market, the American banks tend to dominaté
because of their natural U,5, dollar base, |

As indizated earlier, the:e are restrictions oﬁ the types of
déposits that certain banlis in Singanore can accept, These.restrictions
depend on tihe tynme of license that a bank has received from the aughorities.

Tnose ban!'s with a comnlete license are allowed to carry out.

a full range of bani:ing activities, including the accentance of all types
of deposits as defined iﬁ the Banl:ing Act of 1§70 excent for one restriction,
This-is that the cetting upbof any new branch offices_reduires specific
approval from the lionetary Authority of Sinéa?ore. |

Foreign banlis having a restricted banl:ing license are permitted

to accept fixed deposits (time deposits) only in amounts exceeding

8, $25Q,OOO per depositor, and they are not allowed to operate savings

accounts, Though they are permitted to conduct current account operations
(1.e., to accent demand deposits), this privilege is not to be regarded

as an authorization to ascept denosits of amounts under S. $250, 000,

Y/ '"Asian Doilar iiarlet,' International Currency Revieu, London,
liay-June 1973, p, 21,
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Excent for these restrictions, the banks may onerate normal banling
facilities., llost of the banlis with restricted license are wholesale-
rather than retail-oriented, They operate in the Asian dollar marlet for

the-funding of their loan portfolios in gipggpdre dollars,

Those banks with an offshore banl:in~ license are prohibited
from operating both current and fixed-teim Singapore dollar accounts.
They fund themselves from the Singapore iutefbank money market and are
alloved to extend only medium-term loans of over S. $! million per borrower,
Thesé banl:s are expected to concentraté on external business for the
benefit of the reﬁion and the Asian dollar marﬁet in Singapore, and to
avoid domestic business in order to forestall excessive competition in
the very adequately-banl:ed domestic sector of the Singapore economy,

As indicated carlier, about two-thirds of the banls with merchant

banl:ing licenses have been authorized to establish ACU accounts an& to
operate in the Asian dollar-marlet,

Turning next to the specific types of denosits offered by tie
ACU banks, these range froy call deposits to five-year time deposits,
The minimum amount for deposits, and the infervals at which interest is
calculated, vary from ban!: to banlk and from party to party. To provide
some idea of the types of deposit maturities, however, the types and

maturities offered by one of the ACU banksl/ are listed below,

l]' Singapore Intcrnational Nerciant Banlers Limited,

Cr v © ————— % 2 n e [, e 30 wans St e o e e s e e e
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Call Denosits
2 Day's llotice =-- repayable on two days' notice from either party
after a minimunm of four days duration fiom deposit,
7 Day's llotice -- repayable on scven days' notice from cither party
after a mininum of seven days duration from deposit,
rixed Deposits == 7 days, 14 days;
1,2,3,4,5,6,9 and 12 months;
2 3,4 and 5 years,
Rates can also be quoted for intermediate periods, adjusted to suit the
depositor's re quirements. Interest is pnaid monthly and on maturity,

The two- to seven-day notice deposits are designed for banls
and large commercial firms that have’excess funds for a very snort time,
the minimun deposit usually being $100,000, Tor smaller non-bank firms
and individuals, the minimum period is for seven days., For time-deposits
, .

<i}‘¢ of one month or more, some banl:is will accept a minimum deposit of $s, 000,

The most common maturities tend to range from one to three

months, Thae averase denosit maturities in Singapore are reportedly
.1
-shorter than in the European LFuro-currency mar'et.-/

In August 1970, one of the ACU ban!'s introduced negotiable
certificates of deposit (ﬂcns) for investors in the Asian dollar marlet
and promoted the development of an interbanl marlket in HC Ds.-/ The
lHonetary Authority of Singapore also fur;hered the expansion of the

HCD marliet by abolishing (in liarch 1972) the stamp duty on certificates

of deposit and encouraging the establishment of three discount houses

: 1/ "rhe Singapore Asian Dollar Imr' et, " lorld Tinancial ilarkets, liorgan
Guaranty Trust Co,, ilew Yorl, tiarch 1973, p. 11,

: 2/ fthc_Asian Dollax liaclet, First ilutional City Danl;, Singapore, 1971,
Pe Je ‘
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in November 1972, with the latter being authorized to deal in NCDs.

The 1'ICCs in Singanore are issued in bearer form and have the

"advantage, of course, that they can be sold Ly the bearer at any time

before the maturity date, The secller of the MCD does run the risk of a
posscible capital losg, however, if interest rates have Increased since

the time of purchase, Tie minimum denomination for the iICDs is reportedly
$5,000, The demand for the certificates has been relativély iimited, and
no active secondary market in them has yet developed, mainly because
the ACU ban!is ha?e not imposéd penaities on customers making early
withdrawals of standard time deposits.,
C-v Asian Dollar intercst Lates

The interest ratss paid on ACU deposits are not subject to
any legal ceilings, but fluctuate freely. In practice, the rates paid
in Singapore are determined by the'rates naid on Zurodollars in London
and Europe, with these rates reflecting the free interplay of Qarket
forces, The onening quotations in the Singapofe market are the previous
day's closing rates for Eurodollars in London and Europe.l/ During the
day there are only minor fluctué;ions in the rates until late in the
afternoon when trading betwecen Singapore and Londgn/Europe commcﬁces,

Then ary difference in the rates between the two marliets quickly disapnears

and the rates ecualize at whatever level the Eurodollar marlet dictates,

1/ Dburing the second haif of 1074, however, some ACU banks began to quote
deposit rates indenendently and ‘to tal:e positions basecd on their owm

asgessment of marlet conditions, “lc¢ presence of nine international money
brolers in Singanorc has contributed to tiis change. ‘See Faxr LEastern

Econoniz Neview, llong Vong, Septesber 26, 1975, p. 38. ’

L4
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Most quotations on deposit rates consist of the bid end offer
interbanl: rate, Although the rates in the Asian dollar market closely
parallel those in Curope and Ldndon, the rates paid on deposits by the

ACU banks are not necessarily uniform, Deposit rates are réportedly

‘calculated on a 360-days-a-year basis.l/ The table below indicates the

rate structure that nrevailed on Cctober 13, 1975,

ZQZELEL_JEQREULBéEEiL.EEBEEREE%E@iéBJ%ﬂJ&E_D¥¥EEEHEJ¥EE££

Offer ' - Bid
Overnight - 5-3/4 5-5/8
Two to turce days 5-3/4 5-5/8
Taree to four days2/ 17 16-7/8
Seven days, {ixed 5-7/8 5-3/4
One month 6-1/4 6-1/8
Two months o 6-1/2 . 6-3/8
Taree montns ' 7-5/16 7-3/16
Four months . 7-1/2 - 7-3/8
Tive months 7-3/% 7-5/8
Six montas . 7-7/8~ _ 7-3/’-&
lline months - 8-3/4 : 8-1/4

Twelve months , 8-5/8 - g-1/2

liost depositors tend to place their funds for periods of one month or

‘more because of the higher rates received on those deposits., As might

be expected, the rates on six- to twelve-month deposits are less
volatile and fluctuater in a narrover range than the rates for shorter-

term deposits,

1/ s Asian Bollar Harket, First latienal City Bank, May 1971, p. 5.

2/ The significantly higner rates quoted reflects the fact that in
this case the borrouing ACU bank can utilize the funds for tarce to
four days, plug the perlod over the uee'.end, before settlement,
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The trend in the thiree-month bid rate for ACU dollar deposits
since January 1969 is presented in Chart 1 along with the three-month
rate for Euro-dollars in London, It is evident from the chart that the
rate” for Asian dollar denosits parallels quite c’.osely that for Euro-
dollars in London, As indicated carlier, the Singapoce rate is basically
determined by the nrevailing rate in'London; |

Several other points merit comment, Cne ié that the rates can,

and ds, change substantially from month to month. 1In 1973, for example,

‘the rate jumped from 8-7/8 per cent at the end of June to 11-1/4 per

cent at tae end of July, Another point is that the rate trends roughly
anproximate the various stages of the economic cycle in the United States.,-
Taus the 1970 recession in the United States is mirrored by a decline in
the rate, thle the economic upswing in 1973 finds its counterpart in a
rise.in the rate during the first three quarters of that year,

| - Turning next to the interest rates on Asian dollar loans, a
distinctioﬁ can be drawn between the interbénk rates and those for non-
ban!: borrowers. The rate of intefgst on inEerbanh loans is known as the
SIBC rate, or Singanore Interbanl: Cifer rate.. Corporate forrowers pay

a premium over the SIBG rate commensurate with the lending banl's
assessnent of the credit risil: involved, For'first-class corporate
borrowers, the nremium way be as low as 0.75.percentage points, while

for higher-risk borrouers, it may be as high as 3.0 percentage points.

According to one source, a fairly common premium is one that 13 1.5 to
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2.0 percentage points higher than the rate on deposits.l/ However, the

spreads betueen the SIBO rate and the loan raée do fluctuate substantially

.over time,

. One interesting aspect relating to the'impact of the level of

loan rates on the geographical distribution of Asian dollar loans is the

" chenge that occurred during the first half of 1971, During the early

years of the market, vhen the Asian dollar loan rates were generally higher

than the domestic interest rates in many Asian countries, the volume of
loans to the Asian region was relatively low, with a substantial portion

of the funds being reinvested in the Euro-currency market. However, as the

" Asian dollar deposit rates dropped to about 5 to 5 5 per cent in early 1971

there was a significant increase in the proportion of Asian dollar deposits
being lent to borrowers in the Asian region.zl The market thus began to
achieve one of the basic objectives of its promoters, viz,, to finance
economic activity within, rather than outside, the Asian region,

I11. Sources of Tunds and the Rate of Grouth .of the Market

A, Sources of Funds

The suppliers of funds to the Asian dollar market can be grouped

into four categories: commercial banks; central banks; non-bank companies;

1/ S.A. Pandit, "The Asian Dollar and Free Gold Markets in Singapore,"

- Finance and Dcvclooment International Monetary Fund and World Bank,

Washington, D.C., June 1971, p. 34.
2/ 1Ibid,, p. 34.
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p

and individuals residing outside of Singaporé.l The commercial banks are
those located outside of Singaporc including the head offices and other
branches of the foreign branch banks 1in Singéporg. These are located
primarily in the Pacific region, Europe ahd the United St;tes. The

volume of funds supplied by foreign central banks (as well as some
governmental statutory bodies) is thought to be relatively small.zl The
more important suppliers of funds among the non-bank cocpanies are the
large multinationalé and regional corporations in the Pécific area that
often have a substanticl amount of funds thacAcan be invested for a short

period of time, Among the more important non-resident individuals with

offshore funds in the Asian region are reportedly the overseas Chinese,

It'has been reported that about 30 per cent of the Asian dollar
funds are oStained from the last tﬁo categories of non-bank lenders,
especially the multinational and regional corporations.é/ The remaining
70 per cent is supplied by interbank deposits, both from other banks in
Singapore and from banks outside of Singapore, fhe share of interbanlk
depocits in the total increased in the early 1970's, particularly during
;971473, partly because regional loan demand grew faster than the rise

in nonbank deposit sources,

1/ Far Eastern Ecohomic Review, llong Kong, Septemver 17, 1973, p. 41,

2/ "The Jingapore Asian Dollar lHarket," World Financial Markets, op, cit,,
p. 11,

3/ In the past, funds were also supplied to the market Ly large American
multinational companies under so-called "swapping arrangements," The head
office oI the multinational arrances to deposit a specific sum in an ACU

bank, with this amount, in turn, being borrowed by the Singapore office of the

multinational., This procedure was mainly utilized duving the carly 1970's
when U.S, controls on Joreisgn capital invesiment were in force., Since the

removal oI these conirols in late January 1974, the utilization of "swappina
pping

arrangements' has decreaced greatly,
4/ Inid,, p, 11,
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During the early years of the Asinn dollar market a high pro-
portion of the funds supplied to the market tended to come Erom outside tie
Asian areon, ﬁowever, éomc funds were obtained.from Hong Kong, the
Phillipbines, Indonesia and Taiwan.l/ These were.mainly funds that would |
have begn placed in the Euro-dollar market had there been no Asian dollar
market, &Around the middle of 1972, Singapore also began to recelve funds
from Australia, Latin America and occasionally irom Europe.A By the end of
1972, about half of the market's funds were being obtained from the Asian
area (incluﬂing Japan and Thailand) and the other half from elsevhere.
During 1973 the proportion of funds obtained from Asia and Australia
incréased further.v

The maturity structure of ACU bank liabilities {ndicates that it
i{s mainly a short-term market. Abéut 80 per cent of the 1iabilities fall
in the 8-day to one;year rangé, with‘less than 15 per cent of the liabilities
having a maturity of more Ehan one year, | |

B. The Rate of Grouth of the Market,

" Measured in te:mé of the total assets of the ACU banks, the
Asian dollar market has groﬁn at a very rap}d -- but decelerating -- rate
since its establishment, Starting from a low base at the end of 1968,
assets rose about 300 per cent {in 1969 and about 215 per cent in 1970. By
1973 the annual rate of growth had declined to about 110 per cent and ig

fell further in 1974 to a»out 65 ber cent,

1/ Vlong Nang Jang, "The Growth of the Asian Dollar Market,' Singzapore Survey,
Euromoncy, London, September 1972, p. 15, '

..
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2, .

Despite the deceleration, the rate of growth in the market has

deen impressive, with totel assets/liabilities increasing from approximately

$400 million at the end of 1970 to about $10 billion at the end of 1974,

Statements made by bankers in the early 1970's about the future growth of

the market underestimated the actual rate of growth in the market, Data on

the total assets/liabilities outstanding of the Asian- Currency Units are

provided in Table 2,

Table 2, Total Assets/Lisbilities of Asian Currency Units
. (In millions of U,S. dollars)

End of Period

1958
1969
1970
1971
Mar, 1972
June 1972
- Sept, 1972
Dac, 1972
Mar, 1973
Junz 1973
Sept, 1973
Dec. 1973
Mar., 1974
June 1974
Septe, 1974
Dec. 1974
Mar, 1975
June 1975

31

123

390
1,063
1,284
1,619
2,260
2,976
3,539

3.827

4,913
6,277
7,192
8,112
9,297
10,357
10,930
11,0156

Note: Total liabilitics include "Deposits of MNon-bank
end & relatively small amount of "Other Liadilities”,

1]
A |

"Interbank Funds,"

Source: Quartarlr Julletin, Monetary Authority of Singapore, 4th Quarter,

1974, Singapore, p. 31 and Far Eastern Economic ieview, Hong Kong, Scptamber 26

1975, p. 38.
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These data tend to exaggerate somewhat the actual size of the

mérket. One reason.for this is that as new bank branches are established

in Singapore, some of the Asian loans that had been made earlier are

transferved from the accounts of the head office or European branch to the

new Singapore branch. Such loans do not represent "new" business, Another

e D
SN

aépect is that the data include interbank transactions which probably involve

some double counting of actual market transactions.™ Although various

estimates have been made of the actual size of the market,” it would be

. quite difficult to measure this precisely.

An interesting question is: how repidly will the market grow in
the future? So far the arouth path has been one of deceleration, as is

(3;) probably the case vith any financial.market growing from a small size.

More specific figures are provided in Table 3 below, indicating the senerally

decreasing rate of grouth since 19469,

Table 3. Per cent Increase in pesets/Liabilities of Asian Currency Units
(End of period, as compared with a year earlier)

1959 1970 1971 1972 1973 1974 1975(June)
303 217 173 - 180 111 65 35

‘Source: Same as in Tavle 2.

‘ Data for 1975 indicate that the arouth of the market has slovwed

sharply, as compared with previous years, and that there is, at present, a

1/ Dick Uilson, "Bankiog and urrencics: Aslan Dollars and Others,"™ Asia 1973

Yearbook, Fac Ezstern E.onomic leview, tony Kong, 1972, p. 67, . .

2/ Dick Uilson, in the article ciced in the previous footnote, indicates that
(:3} the aggrezate data mey overstate the actual size of the market by a quarter to

a third, 1Ibid., p. 07. . .
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tgndency for the market to consolidate its gains, The slouing in the rate

of g}owth partly reflects the world-wide recessionary conditions prevailing
in 1975, as well as the increased caution that the Asian dollar banks are now
exer;iéing in graﬁtiﬁg credits.l/ Only moderate rates of growth are now anti-
cipated for the balance of 1975 and early 1976.21 The past growth trend

of the market is shown in Chart 2, |

IV, Uses of Funds and Related lMatters

A, Borrouers, Terrs and the Interbank Market .

-

The bulk of the borrowers from the Asian dollar market are located
in the geographical area stretching from Japan arcﬁnd the perimeter of
East Asia to the Indian subcontinent, It is estimated that approximately
two-thirds of the credits provided by the market are now extended to ‘
customers in the Asian area, These mainly include borrowers in Japan, ;
Hong Kong, Indonesia, the Philippines ana Australia, |

A high proportiﬁn of the demand for Asian dollars is from banks,
international corporations, major national companies, and, to some extent;
small enterprises, Asian dollar lending is largely a function of prime
names, vhere first class ;redic standing Is requ{red. Asian dollar loans
are most likely to be extended to multinational firms vith a parent

company willing to guarantee such loans, to borrouers engaged in export and

1/ Lee lilchael Uong Pakshong, “The Asian Dollar Market Now," Euromoney,
London, June 1975, p. 102. o : -
2/ Sce "Asia Dollar tarket: Short-term Outlook 1is Consolidation," Far
Eastcern Econemic Review, Hong Kong, Septcmber 26, 1976, p. 38,
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other transactions that provide them with guaranteed access to foreign
exchange, to borrowers that are domiciled in countries where felacively
free convertibility and movement of funds is permitted, and to firms which

have obtained special approval from their exchange control authorities to

purcﬁase enough foreign exchange to meet their loan repayment obligations.

The loans and investments made by ACU banks are éubject to certain

restrictions., For example, forelign currency loans extehded by ACU banks
to local banks in Singapore are limited to those bznks authorized to deal
in foreign exchange and to other ACU banks, In the case of investmeht or

loans in local currency extended through a local bank to residents of

Singapore with the approval of the monetary authorities, such credits can

be extended only for a term of not less than one year, or for industrial

financing or investment only, i.e., mainly for financing the import of
machinery or other capital goods.™
_With regard to the lending operations of the ACU banks, it has

been reported that the multinational U.S. banks have an edge over the other

ACU banks because of their extensive branch network in Asia, With a large

clientele of multinational corporations that maintain relations with the
banks' head officeg, these U,S. banks have been able to build up a sub-

stantial loan base that is helpful in expanding their activities in the

Asian area.g

1/ Roberto Y, Garcia, "The Asian Dollar Market," Central Bank Mews Digest,

- Central Bank of the Philippines, Manila, July 20, 1971, p. 4,
2/ viong Nang Jan, "The Growth of the Asian Dollar ilarket,' op. cit., P. 16.
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As indicated by Table 4 below, direct loans by the ACU banks to

non-banks €ofstituce only abolt onu-Jousth of‘the banks' toﬁal assets,

However, the proportion of direct and indirect loans to non-bank borrowers

in the Asian dollar market is undoubtedly considgrably.highef since a f
substantial portion of the funds obtained through interbank transactions ‘
are eventually channeled té such borrowers, Some of the large American

banks in Singapore, for example, use their Asian dollaf funds to extend

loans to companies and individuals through their branches in the Asian region,

¢ ‘ Table 4, Singapore: Total Assets of the ACU Banks
(In millions of U,S, dollars)

Interbank Funds
End of Loans to In Outside Other Total

) Period Non-banks Total Singapore Singapore— Assets Assets
| 1958 b 29 . n.a. n.a, - 30
l‘ 19459 1 120 ' ‘ n.a, n.a, 2 123
; 1970 14 370 ‘13 357 3 390
! 1971 18 851 39 812 23 1,033
i 1972 : 601 2,331 99 2,232 44 2,976
i 1973 . 1,214 4,962 262 . 4,700 101 6,277
i 1974 2,629 7,528 223 7,305 200 10,357

June 1975 3,246 7,586 - 251 7,335 - 184 11,016

1/ Including inter-ACU transactions,

Source: Quarterly Julletin, ilonetary Authority of Singapove, Singapore,
-.2nd Quarter, 1975 p, 31, Totals may not cqual sum of components due to

rounding,

} Uith regard to credit terms, the Asian dollar market is primarly

a short-term market. The assets of the ACU banks with a maturity of more than

© b e . [ e . o . . - e o s sy o 4 (S PRI . "7“”,‘"!{?
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one yé;r constituted ohly 7 per cent of the banks' total assets at the end
of 1974, (See Table 5 below,) On the other hand, assets with maturities of
eight days to three manths accounted for 37 per cent of total assets at
the end of 1974, while those with maturities of over three months up to
12 months cooprised 45 per cent. By mid-1975, however, the proportion of
assets with a maturity of more than one year had increased substantially
to nearly 13 per cent,

Table 5. Assets of Asian Currénqy Units.. by Original Maturities
(In millions of U.S. dollars)

.t End of ‘ 1/ - Up to Over 7 Days Over 3 to More Than
'  Period Total~ 7 Dave to 3 Months 12 Months One Year
' 1970 384 197 ' 77 . 106 4
1971 1,040 165 361 416 98
' 1972 2,932 . 374 1,072 1,234 251
: 1973 6,176 562 T 2,120 3,096 298
© 1974 10,157 1,032 3,795 4,595 735
i June 1975 10,833 727 3,722 4,924 1,400

Note: Data may not total due to rounding,

. 1/ Total assects include only balances and fixed deposits with banks, and

+  loans and advances to banks and non-banks, ioreign notes and coins, treasury
bills, public securities and other securities, fixed assets and all other
assets held by ACU banks are excluded, ’
Source: Quarterly Bulletin, Monetary Authority of Singapore, Singapore 2nd
Quarter, 1975, p, 32, ' '

Various reports indicate that more medium-term credits are likely
to be extended as the Asian doliar market dcvelops further, especially to
the petroleum and public utility 1ndustrie§. With thclentry into the Asian
dollar mnrket~in recent years of the Qerchant banks, more medium- and long-term

credits are likely to materiulize since these banks specialize in such o

credits,
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A comparison of the maturity structure in the Asian dollar
market with that for a major component of the Euro-currency markeé
indicates that there are substantial differences at the short- and longer-
'end of the market, or example, data on the claims of banks and certain
other institutions in the United Kingdom in foreign currencies as of
November 29, 1974,1/ indicate that claims with a matu?ity of less than
8 days were 17 per cent of total claims as compared with 10 per cent for the

claims with the same maturity for the ACU banks in Singapore., For the next

maturity range of 8 days to 3 months, the proportions were roughly similar

at 41 and 37 per cent, respectively, But for 3 months to a year, the
proportion for the United Kingdom was 21 per cent and 45 per cent for
Singapore, while for maturities of a yéar of more; the proportiéns were
21 and 7 per cent, respecgivgly.

A fairly wide variety of loan facilities are érovided by the ACU
banks, ~These include: (1) short-term credits; (2) straight fixed loans
of predetermined length for up to one year; and (3) lines of credif where
a meximum amount can be advanced against notes within an agreed period
(normally for 90 to 180 days), but renewavle within the ceiling after
repayment, with a commitment fee being charged for the unused portion of the
facility. Roll-over loans are also provided wherein the maturity is fixed
(usually for two to five years), but the interest rate is édjusted every
three to six months at an agrced margin over SIBO, This "floating" rate
technique for roll-over loans was reportedly patierned after a similar
method used in London and was introduccd Ey onc of the major ACU banks

operating in the Asian dollar mérket.

. . . °r
1/ See Quartorl dulletin, Bauk of Enyland, London, September 1975, Table 22,
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As indicated earlier, corporate borrowers in the Asian dollar

mark t are charged interest rates ranging from 0,75 to as much as 3,0

\

percentage points over the SIBO rate, depending on the bank's assessment of

the credit risk involved, Although this range narrowed somewhat in 1974,

it subsequently returned in 1975 to approximately the zange indicated.

A relatively high proportion of the funds borrowed in the Asian
dollar market are used directly for investment (including ship construction),
for financing the importation of capital goods, and for working capital

1/

requirements,~ Of much less importance is the direct financing of trade,

‘particularly for noncapital goods, This is in contrast with the Euro-

dollar market where a substantial portioh of export and imporf bills are
financed with Euro-dollar funds,
A very important part of the Asian dollar system is an active

interbank market in Asian dollars, This market was reportedly inaugurated

in July 1970 by one of the leading ACU banks.gl The market is attended”by

brokers who serve as a kind of’clearing house, They match borrowers with

lenders, but take no part in the deals as principals, At present, all

"ACU banks operate in the interbank market, As indicated by the data in

Table 1, the brokers' commission is normally one-eight per cent -- the same

as in Lordon,

B, Syndicated Loans and Bond Issues

Altnough speciflic reports are lacking, syndicatedloans have

reportedly become in recent years a more important feature of the Asian

1/ S. Venu, "A Note on the fsian Dollar Market," Bankers' llagazine, London
Septemver 1973, p, 117,

2/ Tor a liat of the Jloreign banks participating in the interbank market,
sce Uong l'en; Jang, op. cit., p. 15. . 5!

A
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dbllaF market.l/ With the various maturities on these loans ranging from
3 to 10 years, syndicated loan operations have helped to extend somewhat
the short-term géture of the market into the ﬁedium- and long-term range.
However, as indicated earlier, the market is still primarily a market in
short-term funds,

" The first Asian-dollar syndicated loan by banks operating in
Asia was extended to the Private Investment yorporation of Asia (PICA) in
Decembet 1971, The loan‘uas for $10 million, with a four-year maturity, a;

an interest rate three-fourths of a percentage point over the six-month

Singapore interoank offered rate, but on a three-to-six-month Toll-over basis

To allay any concern on the part of the borrower that the 1nterest rate in the

Asian dollar market might not be compétitive, the rate for the PICA loan

was based on the rates of six reference banks -- three in London and three

- 4n Singapore. The rates were determined by averaging the interbank rates

of the three Singapore banks, except vhen the average rate quoted by the

three London reference banks was more than one-fourth percentage point below

‘the Singapore interbank offered rate, In genefal, however, the Asian dollar

rates have remained very close to the turo-dollar rates in London.”
_ The loan syndicate included 15 banks and was headed by thz Bank
of America, Three Singapore banks participa;gd(Development Bank of Singapore,
the Oversea-Chinese Danking Corporation and the United Overseas Bank) and
they provided 15‘per cent of the c;cdit. The funds were used By PICA for

short- and medium-term financing of businesses in the Asian area. Since

1/ Dick Wilson, "Southcast rsia's Bauking Boom," The Banker London, March
1975, p. 255.

2/ "Ihc Singapore Asian Dollar Markee," Yorld ‘1nnnLiul llarkets, op, € t.,
p. 12,

o e e J—
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its establishment, PICA has financed investments in at least seven Asian

Q e ) o

‘ éountries in such industries as textileé, glass, steel, chemicals, hotels,'
food processing and construction. The PICA loan was something of a milestone
' in that it marked the fist time a private As;an-orientcd investment
organization had obtained a medium-term investment credit from a syndicate
of financial institutions operafing.in Asian caéital markets,
Other publicly-announced syndicated bank credits have included
loans to enterprises in Brunei and Indonesia, 1In iay 1972, a $27;5 million;
seven-year synaicated loan was extended to Brunei LNG, a joiﬁt venture or-
ganized for the expoloration and production of natural’gas in Brunei by the-
' ﬁruﬁei Goverqﬁént,'éhe"koyal Dutch Shell group #nd Japan's llitsubishi Corpora-
tion, The floating interest rate on the loan was:set 1 petcentage point above

‘the six-month Euro-dollar deposit rate.. In.1972 2 syndicated bank loan for 40

million was also extended to an Indonesian oil eﬁterprise for a term of five

years, the interest rate being based on the six-month Asian dollar deposit

rate and revised‘every six months, » _ ' o " - !
| In contrast sith the éyndicated loan operationg, which appear to |
be taking hold fairly weli,l/ the Asian dollﬁr'bond market 'has been dis-
.appointingly slow in dcvcl_obing.So ‘far there have been five ’publicly-

announced issues since the Asian dollar market began to operate, but the
- secondary market in these bond is still relatively undeveloped.,
The first Asian dollar bond was issﬁed by the Development Bank of

Singapore in Decembex 1971; Guaranteced by the Government of Singapore

(which ouwns about 49 per cent of the Bank's shares), the $10 million, 10-

year bond was issucd at par with a coupon rate of 8-1/2 pét cent, The

<;2;/ 1/ Precise measurcment is difficult since, unlike public bond issues, not
all syndicated loans are pubicly announced, .
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issue was undervritten by financial institutions located in Asia, Europe
and /merica, and Daiwa Securities of Japan served as the lead manager,
Although the issue is quoted on the Singapore stock exchange, an active

1/

secondary macket in the issue has not developed.,~— The proceeds of the
issue have been used by the Bank for financing medium- and long-term capital
expenditures in fingapore,

The second Asian dollar bond issue was floéted in October 1972,

when the Government of Singapore issued a 7-3/4 per cent, l5-year bond, in

the amount of $20 million, The managing syndicate included the Daiwa € Suel™

Securities Company of Japan, the Development Bank of Singapore, and four
others, Early in 1973 a third bond issue took place when the United Overseas
Bank of Singapore issued a $30 @illion convertible bond. The fourth bond

was issued in December 1973 when Orient Leasing (Caribbean) N.V, issued at par
an 8-3/4 per cent, 9 year and éne-month, $10 million bond, This issue,_
however, was a private placement and was sponsored by a syndicate of Japanese
securities firms and banks, led oy Daiwa éecutiﬁies. The fifth bond was
issued in July 1975 by Keppel Shipysrd Ltd., ; povernment-financed shipbuilder

in Singapore., The $12 million, 7-year issue carried a coupon rate of 9.5

per cent and was guaranteced by the Government of Singapore. The underuyziting -

syndicate, headed by Daiwa Securities Company of Japan, offered the bonds

for public subscription mainly to Arad and Asian investors.

1/ Euromoney, London, ilarch 1972, p. 55.
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C. The Shift fway from Net Lender to Europe

During the Asian dollar market's carly years from 1969 to about
mid-i971, the market was basically a net lender of funds to Europe. This
occurred because the supply of funds to the market excecaed attractive and
benksdble outlets for these funds in the Asicn Area, with the result that
most of the surplus was invested in Europe, Much of this rechanneling of
funds was out of sheer necessity in order to.earn an immediate return on
the funds deposited,

Beginning around mid-1971, however, the market.shifted awvay from
being a net lender to Europe and became instead a channel for loanable funds
from Europe and other areas to the Asién rggion;L/ Several factors contributed
to this shift, One of these was that many qf the banks active in the Asian

dollar during its early years had not had much experience with potential

borrowers in the Asian region, As time passed,however; these banks became

more familiar with the region and the various lending opportunities. In
addition, possible Asian borrowers from the market became more aware of the
market's potentialities, Also, during 1959-70 ghe interest rates in the
Asian dollar market were relatively high, often ekceeding the domestic
commercial rates in many of the AsianAcount;ieé, but in 1971 the rates
declined substantially to levels that frequently made the Lsian dollar market
8 cheaper source of funds,

With the increase in the volume of lending to ﬁ;ian borrowvers, iche
4sian dollar market since the latter half of 1971 has generally becen a

net Lorrower from outside the Asian region, rather than a net lender.

1/ Vorld Financial ilarkets, Morgan Guaranty Trust _Company, New ‘fork, llarch
1973, P. 1l1; and Euromoney, London, llovember 1971, p. 52, ]

A4

.

B T T e




Q

O

V. Some Concludine Observations

;'. Any asscssment of the Asian dollar market's strengths and contri-
butioﬁs, would have to conclude that the continued growth of the market --
averaging nearly 150 per cent per year during 1970-74 -- is strong testimony
to the market's viability., In the early 1970's virtually all prognosticators

of the market tended to underestimate the growth of the market, Uhile still

relatively small compared with the European-based Eurb-currency marke;,

. there 1s lititle doubt that its rate of growth has been impressive, Despife

the general deceleration in the rate of growth of the market in the 1970's,
it appears likely that by the end of tbeAdecade, the market will have reached
a substantial size, The market has made a significant contribution to the
economic prosperity of Singapore and to various parts of the Asian region,
Most important have been the benefits to the area from a new and e#panding
source of development finance, In addition, the market has helped to generzate
new cocmercial and financial'actiaities in Singaporel/las well as to create
new jobs and improve the expertise in the bankiné and financial sector, The
market may a1§o have induced some trading and investment institutions to
establish their regional headquarters in Sinéapore.

The perform&nce of the market since its estavblishment has fulfilled, to
a8 very considerable degree, the expectations of its ortﬁiual érombters. The
mérket continues to have all of the strengths or advantages cited in the

first section of this paper, as well as those provided by the various actions

1/ One repoct indicates that the presence of the Asian dollar market provided
the impetus for the establishment of tvo investment banks in Singapore, Sce
Kees van Dongen, "The Asian Dollar lHarlket," Central Bank Hews Dicest, Central
Bank of the Philippines, llanila, August 31, 1971, pp. 2-4,
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of the Singapore Government, The market is now well on its way tovard becoming
a permanent feature of the area, as evidenced by the major commitment in
funds, facilities and personnel that a large number of leading international
bangg have made to the market,

This is not to say, however, that the‘market doeé not have any

weaknesses or deficlencies, These do exist and some of the more important

_ might be cited, One is that the Asian dollar capital market still remains

relatively underdeveloped., A substantial portion of the Asian dollar debt
iséues have been subscfibed from outside Singapore, with only limited 'interest
being shown by Singépore-based irs titutions., This‘situation has its parallel
;n the domestic economy of Singapore where the market for fixed-interest
debt issues is also relatively underdeveloped. Considering Singapore's
stage of development, however, one could not realisticaily expect a high
proportion of £he Asian dollar debt issues to be purchased by Singapore-
based institutions,

. Another deficiency is that Singapore's foreign exchange.market is

also relatively underdeveloped. Over 60 per cent of the exchange trans-

.actions in Singapore do not involve the Singapore dollar, and London more

or less disregards Singapore as far as éxchange quotations are concerned.
Although the Australian banks use Singapore heavily for balancing their foreigﬁ
exchange positions, the volume is not large, ahd the importance attached to the
Australian operations is an indirect indication of how small the Singapore

1/

market is,~

1/ Andrew Cartwright, “Singapore 1974 Focus: Financial Center, A Future Based
on Regionalism, “Far Eastecn Ecownomle Review, llong Kong, August 9, 1974,
P. 14, '
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Another weakness -- at least in the short-run ---1is that so many
new financial institutions have set up operations in Singapore in recent
years, th#t the city-state is now considered by many to be overbanked., One
result of this has been rate cutting to the point where many spreads between
deposit and lending rates in 1973 and early 1974 were quite unrealistié.l/

Two other deficiencies of.Singapore, at least as compared with

~ Hong Kong, relate té taxes and exchénge controls, Singapore continues to
impose a 10 per cent tax on the profits derived by‘the ACU banks from their
offshore lendiﬁg to non-bank clients_outside Singapore (or to those approved

- pon-bank borrowers residing in Singapore), whereas Hong RKong does not tax
;he income generated outside the colony by i;s resident companies upon
remittance to the Colony.gl In addition, Singapore.still retains the use
of the sterling area l1ist of “scheduled territories" for exchange control
purposes, while the United Kingdom since June 23, 1972, has not included
Hong Kong in its list of "scheduled territories'". This means that many

_ transactions which the Singapore authoritieg limit through exchange control
can be carried out if "washed" through Hong Kong, which is part of Singapore's
tgcheduled territories," since there is complete freedom of movement between
Singapore and Hong Kong,.

. This partiai list of thé market's weakness and déficiencies is not

meant toAdetract from the senerally promising outlook for the market in the

_ future. One can reasonably expect by the late 1970's that the Asian dollar

1/ Andrew Carturight, Ihid, :

2/ Harlk Borsuk, 'he futurce Development of Offshore Capital Markets in Asia,”
Columbia Journal of liorld Dusinccc, Columbia University, New Yorlk, Spring
1974, p. 51, :
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market will constitute a not insignificanic part of the total Eurocurrency
market, While Singapore may not yet be in the first league‘of international
finance, there can be little doubt that Singapore is now an important banking
and international financial center,

It should be noted, however, that the foreipn banks in Sinsapore

constitute the major dynamic element in the banking'gtructure. The future
grouwth of Singapore‘as a fiﬁéncial‘centér will depend critically on how
successful these institutions will be in achieving their basic goals, Many
of these new institutions may be disappointed if they plan to rely on the
. hslan dollar market as ﬁheir main bread and butter operation, but few are
probably suffering from this illusion., Thz main justification for the influx
of new foreign banks is re#lly the business that they hope to generate in the
future.»

In vieﬁ of the developments to datg, Singapore's future role as
an important regional financial center csecems assuréd. The main foreseeable
threat to this position would be 1f Japan and/or llong Kong were to make major
changes in their fina#cial systems -- creating an international money market
more attractive than that in Singaéore. But, at present, this seems unlikely
in view of the past public statements of the governmenial authorities in
Japan and Hong Kong, ECven if this were to occur, however, it is likely that
because of the past substantial rate of growih in tﬁc Singapore market, that
Singapore will continue to cetain a significant sharc of the available Asian

dollar business in the region,
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Appendix A; leasures Taken by Singapore to Promote the ADM

August 1968, The Singapore Government revised its local income

tax low ond climinated the 10 per cent withholding tax on interest income

.-

" from deposits held by non-residents. Hong Kong, which has continued to

retain its 15 per cent vithholding tax on such deposits, has not been able
to develop 1its oun syStem of Asian dollar accounts, but has, instead,
re-channeled Asian-dollar-type funds to the Singapore,market.

1969. 1In a move to further improve the freedom of operations in

the Asian dollar market, the Singapore Government exempted such transactions

from “"reference to the exchange control authority."l/ This relieved the

Asian dollar banks in Singapore of the requirement to obtain approval from,
or file reports with; the Singapore exchange control éuthorities. However,
while the Asian dollar banks are allowed to lend to companies or individuals
outside the scheduled teritories without prior approvﬁl from the authorities,

the banks are required to obtain the approval of the exchange control

" guthorities in the country concerned for loans to borrowers residing in the

scheduled territories}gj
April 1970, The Goverhment authorized the Asian dollar banks to

{ssue certificates of deposit denominated in U.S. dollars and to deal in

such certificates among themselves,

1/ The Asian Dollar, Sinjapore International Merchant Bankers Limited,
Singapore, Jonuary 1973, p. 8.

2/ Tor a more detailed descripilon of Singapore's exchange controls over
Specified Curvencies and Scheduled Territory Currencies, see The fsian
Dollar larket, First National City Banl, Singapore, January 1975, pp. 8-11.
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May 1971, Prior to May 1971, Asian dollar loans could not be
ma'e to Singapore residents, but beginning in May 1971 the Government eased
\
this restriction by allowing Asian dollar loans to be made to export-

1/

oriented, hard-currency-earning corporations in Singapore.=

January 1972, In a move to make tﬁe Asian dollar banks more
coméetiti;e in thelir operationsAvis-é-vis the Euro-currencyvbanks in Europe_'
and to increase their capacity to'éxpand credit, the Singapore Government
abolished the 20 per cent minimum liquidity ratio that the banks had to
maintain against their foreign currency deposit liabilities. (Singapore
banks, however, were still required to maintain a reserve in liquid assets
of not less than 20 per cent against their domestic currency deposit SN Lane
liabilities,) In oddition, fqreign branch banks were required to maintain
; 9 per cen; reserve égainst their.net foreign liabilities in the interbank
market;g/ however; this requirement was subsequently reducad and abolished
altogether in March 1974, .-. - . | A '

March 1972, The Government eliminated the stamp'duty of 1/10 of

-one per cent of the face value of negotiable certificates of deposit and bills

of exchange, A few banks had been issuing NCD's and this move was prompted - ..
maiﬁly by thé desire to stimulate further the growth of a secondary market
in deposit instruments,

dpril 1972; There‘was a further relaxation of the separation of

Singépore's domestic financial market from the Asian dollar market when

1/ The date of May 1971 is an approximation, The rclaxation may have occurred
earlicr., Scec the Asian Dollax llarket, First National City Bank, Singapore,
May 1971, p. 3.

2/ “Asian Dollar larket," Internaiional Currency leview, London, May/June
1973, p. 20,

i
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the Government authorized the Asian dollar banks to make foreign-currency
loans to locally incorporated firms -- whether ouned by residents or non-
residents -- against export orders or letters of credit,

Hay 1972; The Government informed the Asian dollar banks that it
would apprové, on a case-by-case basis, applications by resident companies
(mostly approvéd multinational companies) to hold deposits in Asian Currency
Unitsl, and to borrow from the Asian dollar banks fof purposes other than
export financing, under certain speciiied conditioﬁs. In geﬁeral, the
conditions were that the funds to be deposited must arise from earnings
repatriated from abroad or in amounés equal to export earnings fhat they
had received, Previously, foreign exchange earnings had to be converted
immediateiy into Singapore dollars,

June 1972; The separation of the domestic financial market from
the Asian dollar market wﬁs further relaxed when the Government auth§rized
local insurance companies and certain government-approved provident and
pension funds to invest up ;o'lo per cent of their funds in the Asian doilar
market or in Asian dollar bonds. |

August 1972, 1In ghe late summer of 1972 the Asian dollar market was
further strengthened by the entry into the Singapore market of two interna-

2/

tional money brokers from London,= These brokers maintain direct telex and

1/ As indicated in Section II. A of this paper, an "Asian Currency Unit" (or

- ACU) is the formal name used by the Singapore authorities for the convertible

foreign currency deposit acc~unts maintained by the Asian dollar banks, Banks
maintaining these accounts will be reierred to as ACU banks. The foreign
currency deposits maintained in these accounts are cenerally denoted by the
currency in question, such as Swiss francs or yen, rather tham -- for example
== fsian yen, ' .

2/ These were i\, Marshall and Co.,and P, Murray-Joncs, Sce Lee I,
Niedringhaus III, "How the Asian Currency Unit System Uorks," LEuromoncy,
London, ilay 1973, page 75, A third moncy broker, Charles Fulton and Company,
also besan operations in Singapore in tawch 1973, By late 1975, Singapore
reportedly had a total of nine international moncy brokers, five of which were
affiliated with foreion firms, See Uorld vinancial Markecs, Morgan Guaranty
Trust Company, New York, Ceptember 1975, p. 7.
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telephone communication with London duriné those working hours when the two
markets overlap each other, They assist the Cingapore banks in their foreign
exchange and international deposit operatxons, and make it possible for a
Sinpgapore bank to et current quotations from London without having to make
its own telephone or telex contact, .
March 1973; The number of participgfigg baﬁks in the Asian dollar

market was expanded when the authorities granted licenses to six new foreign

' banks to establish branch operations in Singapore.A However, these licenses to

conduct a bankiﬁg business were more restrictive than in the past., Toreign
banks that had established branches in Singapore by February 1964 have been
accorded full equaliﬁy with local banks to engage in whatever business they
saw fit, During 1965-69 there was a hiatus, as the authorities generally
decllned to license the establishment of new foreign branch banks, but during
1970-72 there was a ‘'second wave" of foréign bank entry into the Singapore
market., Although the authorities granted to these. banks #restricted licenses')

the main restrictions were that these banks were precluded from accepting

" Singapore dollar time deposits from tte publﬂc in amounts less than S$.$250,000

and from offering saving account facilities - restrictions that did not
interfere with the banks' ACU business,

Early in 1973, however, the authorities adopted a somewhat novell
approach to allow in a new "third wave'" of foreigﬁ banks, but at the same
time to providp cerfain safejuards for the domestic retail market which was
considered by many to be overbanked, The new banks, which are usualiy referred
to as "offshore banks," were informed by the authorities that they should con-
fine their activitics almost entirely to operations in the Asian dollar market

with one exception, This was that tihey could -extend Singapore dollar,loans
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(and thus maintain the related current account facilities), provided these
loans filled a gap in the existing system of credits and services to local
15dustry. In general, such loans could be made if they were funded from the
iﬁchbank market, were for at least S,.$1 Aillion, and carried a medium- to
loné-term maturity, The new banks, howevér, would not be allowed to open
additional branches in Singapore. This move-to allow in a "third wave" of
banks had the effect of giving the Asian dollar market a much wider scope
and depth of operation. . R )
- July 1973, Three actions were taken by the authorities which had
the effect of increasing the potential supply of funds to the.Asian dollar
market from Singapore residents, Individual Singapore residents were allowed
to hold up to $,.$100,000 equivalent, in ACU deposits, while corporationé were
allowed to hold up to S.$3 million equivalent, both withoﬁt prior approval from
the authorities, In addition, approved unit trusts, mutual funds and inve;t-
ment trusts vere allpwed to hola up to S,$5 million in ACU deposits'so long
as the amount held is nof in éxcesé of 15 per cent of the insciCution's funds,
August 1973, Nonresiﬁents were exempted from the‘requirement to pay
a ta# on the interest réceived from Asian doilar bondsl/ issued in Singapore;
In addition, the Government reduced from 40 per cent to 10 per cent ﬁhe
corporate income tax.at ACU bank interest receipts arising from foreign-currency

loans to non-bank offshore customers,

September 1973, To improve further the attractiveness of Asian dollar

bonds, the Government waived until further notice the stamp duty cn Asian

dollar bond certificates.

1/ tsian dollar bonds have,to date,been desominated in U,S. dollars,
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Appendix B, Sinrzapore Bankine Institutions
(As of December 31, 1974)

A. ACU Banks

'l, Local Banks 1/
' Lee Wah Bank, Ltd, (1920)~ :

Oversca~- thncsc Banling Corporation, Ltd (1932)
- United Overseas Dank, Ltd, (1935)

Overseas Union Banlk, Ltd. (1947)

Development Bank of Singapore (1968)

2, ‘Foreion Branch Banks with Complete License
Charterced Bank (1859) :
Hongkong and Shanghail Banking Corp. (1877)
Alegemene Bank Nederland, N.V. (1883)
First National City Bank (1902)

Banque de 1'Indochine (1905)

Bank of East Asia (1953)

Bank of Canton (1953)

Bank of America (1955).

Bank of Tokyo, Ltd. (1957)

Bangkok Bank, Ltd, (1957)

Mitsui Bank, Ltd. (1963)

Chase Manhattan Bank (1984)

First National Bank of Chicago (1970)

3. Foreion Banks with RQestricted License
Moscow Narodny Zank (1971)
Banca Commerciale Italiana (1971)
Asien Pazifik Bank' (1971)-
Rabib Bank (1971)
Dresdner Bank (1971)
European Asian Bank (1972)
American Express International Banking Corp. (1972)
Credit Suisse (1973)
Sumitomo Bank (1973)
Korea Exchange Bank (1973)
Mitsubishi Bank (1973)

4, Offshore Banks
Bankers Trust Company
Barclays Bank International
Continental Illinois National Bank and Trust
‘Company of Chicago

1/ The year that is listed after each bank indicates when it began to operate
in Singapore,

. ‘ri

e e . {1 5w ¢ B e TS 4% % A A, e\ T R o e s



PR

- 43 -

First National Bank in Dallas
Marine Midland Bank

Toronto Dominion Banle

National Westminister Bank
Republic National Bank of Dallas
Fuji Bank limited

Lloyds Bank International Ltd,
Bank of lontreal :

Merchant Banks

Asia Pacific Capital quboration

Asian and Euro-American Merchant Bank

iDBS-Daiwa Securities International Ltd.

Dresdner (SEA) Ltd,

" First Chicago(S) Mérchant Bank Pte, Ytd.

Haw Par Merchant Bankers

Morgan Guaranty and Partners

PICA (Private) Limited

fme e v g ——— o3 e

Shareholders

First Natipal City
“Bank (70%)

Fuji Bank (30%)

Bank of America (30%)

Overseas Union Bank (15%)

Banque de Paris et des
Pays Bas (11%)

Dai-Ichi Kangyo Bank (11%)

Dresdner Bank (11%)
Kleinwort, Benson (11%)
Union Bank of Switzer-
~land (11%)

Development Bank of
(Singapore (50%)

Doiwa Securities (40%)

Sumi tomo .Bank (10%)

Dresdner Bank (100%)

- ason o
. ‘e .

Haw Par Brothers
International (100%)

Morgan Guaranty _
International Finance
Corp (407%)

Development Bank of
Singapore (35%)

Morgan Grenfell (57)

Australian United Corp,
(5%)

 Bank ilees and Hope (5%)

Industrial Bank of Japan
(107%)

.. .r,'



Singapore-Japan Merchant Bank

Singapore International ierchant Bankers

William Braacdt's Liimited '
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Oversea-Chinese Banking
Corp. (28%)

Singapore International

Bankers Limited (247%)

Bank of Tokyo (247)
Yamaichi Securities (24%)

Oversea-Chinese Banking
Corp (42.1%)

Continental Illinois

National Bank of
of Chicago (23.7%)

Crown Agents (23,7%)
Yong Pung How (5.3%)
Alexander Discounts

Singapore Nomura Merchant Beuking Ltd. Development Bank of

Singap re (35%)

Normura Securities (30%)

Sanwa Bank (20%)
J. Ballas (15%)

United Chase Merchant Bankers Ltd. Chase Manhattan Bank

(42.5%)

‘United Overseas Bank

(42.5%)

" Nikko Securities (15%)

B. Non-Zcu Banks

41.~ Local Banks

Four Seas Communications Bank, Ltd, (1906)
Chung Khiaw Bank, Ltd, (1947)

Industrial and Commercial Bank, Ltd, (1953) .

Bank of Singapore, Ltd. (1954%)
Far Eastern Bank, Ltd. (1958)
Asia Commercial Banking Corp., Ltd. (1959)

2. Foreipn Branch Banks with Complete License

Mercantile Bank, Ltd, (1850)
Kwong Lee Banl, Ltd, (1934)

Ban Nin Lee Bank, Ltd, (1935)
Bank of China (1936) -

Indian Overseas Bank, Ltd, (1937)

‘William Brandt's (100%)

. 'r"
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Kwangtung Provincial Bank (1939)

Indian Bank, Ltd. (1941)

United Commercial Bank, Ltd. (1948)

Bank of India, Ltd, (1951)

Bank Negarc.Indonasia (1955-63, 1950)
United Malayan Banking Corp., Ltd. (1959)
Malayan Banking, Ltd, (1960)

Tat Lee Bank Ltd, (1974)

3. Merchant Banks

Associated Merchant Bank Cycle and Carriage
(517.)
"Assoclated Securities
(40%)
Royal Bank of Scotland
(9%)
Chartered Merchant Bankers , Chartered Bank (51%)

Arbuthnot Latham (357%)
. Sime Darby Investment

(10%)
Citicorp Financial Limited First National City
: ' Bank. (100%)
Jardine Fleming (SEA) o ~ Jardine Fleming (1007)
Lewis and Peat Merchant 3ankers , Guiness Mahon (70%)

. Shing Kwan (307%)

‘New Court Merchant Bankers Sime Darby (40%)
Co " N.M. Rothschild and Soas

(40%)

Rothschild Intercontinen-
tal Bank (15%)

Pierson, Heldring &
-Pierson (5%)

.Temenggong Merchant Bankers Temenggong Securities
(100%)
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