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Supportive market conditions, yet growing vulnerabilities amid inflation, indebtedness and a new 

wave of the pandemic 

This report examines global financial market conditions with a focus on Asian markets. It assesses the 

implications for financial market conditions of rising inflation and prospects of exit from highly 

accommodative monetary policies. It also discusses important downside risks and vulnerabilities in the 

financial system amid strained conditions in certain Asian market segments, by focusing alternatively on 

non-investment grade corporates, the real estate finance sector, the banking sector, the sovereign sector 

in emerging Asian economies and the rising importance of alternative finance markets, such as crypto-

assets and sustainable finance, including to assess risk implications. 

This report has been prepared by Caroline Roulet under the supervision of Robert Patalano from the 

Financial Markets Division of the OECD Directorate for Financial and Enterprise Affairs. The report has 

benefited from comments and suggestions by participants to the 21st Tokyo Roundtable, where it was 

presented during the first session about “Recent trends and prospects in the Asian markets: Challenges 

in an uncertain global macroeconomic environment”. 

The author gratefully acknowledges constructive feedback provided by the Japanese and Australian 

Delegations. The author is also very grateful for substantive contribution and constructive feedback 

provided by OECD experts including Gulgun Arikan, Fatos Koc, Etienne Lepers, Catriona Marshall, Iota 

Nassr, Ana Sasi-Brodesky and Masao Yahara. Axelle Julin and Pamela Duffin provided editorial and 

communication support.  

Jointly organised by the Asian Development Bank Institute (ADBI) and the OECD, in co-operation with the 

Government of Japan, the 21st Tokyo Roundtable was a virtual two days meeting event on December 7th-

8th 2021. The meeting focused on recent developments in the Asian capital markets and new financial 

technologies and innovation in reshaping the capital markets.  

Initiated in 1999 in the aftermath of the Asian financial crisis, the Roundtable offers a forum for regulators, 

policy makers, experts, scholars, private sector and international organisations to discuss topics of main 

interest for capital market reform in Asia. 

Introduction 
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Global Market Conditions 

The macroeconomic projections in the last two OECD Economic Outlooks point to a substantial increase in 

inflation pressures in recent months in both advanced and emerging economies that has led major central 

banks to reassess their monetary policy outlook. In turn, investors’ expectations of higher inflation have 

prompted a repricing of sovereign bonds in major markets and a substantial rise in sovereign bond yields. 

Several central banks, mainly in emerging economies and to a lesser extent in some advanced economies, 

have already raised their policy rates in line with their mandates and emerging expectations of inflation.  

Overall, global financial market conditions remain resilient while potential exuberance may be detected in 

certain segments and some modest valuation corrections have temporary occurred for certain asset 

classes amid uncertain pandemic dynamics with the emergence of the Omicron variant. 

Equity markets have recovered globally from the COVID-19 crisis, to above pre-crisis peaks in many 

markets in 2021, supported by accommodative policies and strong corporate earnings. Nevertheless, 

equity valuations are elevated, particularly in the United States compared to other regions. Also, Asian 

equity markets exhibit heterogeneous performance across jurisdictions. Since the first quarter of 2021, 

equity valuations have been prone to a moderate correction globally amid rising concerns about possibly 

higher inflation regimes that would likely be accompanied by monetary policy tightening. 

Corporate bond spreads for low-rated issuers have narrowed steadily across regions, suggesting that 

credit market conditions for low quality issuers continue to be very favourable. Nevertheless, rising 

uncertainty following the emergence of the Omicron variant at the end of November has prompted a 

temporary slight widening of spreads globally. In September 2021, the financial distress of Chinese largest 

property developer Evergrande Group has triggered a widening of corporate bond spreads of highly 

indebted Chinese real estate developers amid rising investors’ concerns over their credit quality. 

Sovereign credit default swap spreads have increased since September 2021 in emerging Asian 

economies amid strained conditions in the Chinese real estate development sector and renewed 

lockdowns in some Asian countries that reflect rising debt sustainability concerns. 

Alternative finance markets exhibit heightened activities and valuations, due in part to investors’ 

persistently strong risk appetite to boost portfolio return. Key examples include the rebound in crypto-asset 

market capitalisation in excess of USD 2 trillion, and all-time record issuance of sustainable bonds and 

loans throughout the first semester of 2021. 

Executive summary 



8    

FINANCIAL MARKET DEVELOPMENTS AND CONDITIONS IN ASIA © OECD 2022 
  

Risks 

Elevated valuations across asset classes are diverging from deteriorating underlying fundamentals. 

Vulnerabilities could be exacerbated following tightening monetary conditions, rising yields and credit risk 

premia with negative implications for financial sector resilience. Risks are rising in particular market 

segments, including: 

 The exuberance in corporate bond markets amid rising leverage and deteriorating credit quality of 

issuers raises concerns about corporate debt sustainability in a rising rate and slower growth 

environment; 

 Deteriorating credit quality of leveraged corporate issuers and froth in some housing markets could 

make Asian mortgage backed-securities (MBS) markets prone to price corrections; 

 Potential spillovers may affect markets and intermediaries amid rising refinancing risk for 

leveraged Chinese real estate developers, that mainly rely on capital markets to raise funding; 

 Exuberance in certain real estate markets combined with debt accumulation of households and 

corporates raises asset quality concerns for banks in the Asia-Pacific region as they become 

increasingly exposed to property-related risks; 

 High levels of foreign currency sovereign debt in some Asian emerging markets could raise 

concerns about debt affordability and refinancing risk amid interest rate normalisation and 

substantial currency depreciation; 

 High and rising crypto-asset prices fuelled by investors’ search for yield could face sharp market 

correction if investors’ risk tolerance for crypto-assets were to rapidly decline, due to rate policy or 

technology-specific factors. Heightened leverage from decentralised finance (DeFi) could amplify 

this market correction and result in spillovers to traditional financial markets. 

Very low interest rates and accommodative fiscal policies continue to support strong investor risk appetite 

that contributes to much faster debt accumulation and leverage. Strong corporate debt issuance combined 

with already high leverage and relatively narrow speculative-grade corporate bond spreads are raising 

concerns about debt sustainability. The shortened debt-maturity profile of speculative-rated corporate debt 

issuers will contribute to increasing short-term debt obligations and liquidity risks. As the Asia-Pacific region 

continues to experience fresh outbreaks despite improving vaccine coverage, the ‘zero-COVID approach’ 

in certain countries and supply-chain disruptions may cause cost inflation and structural changes to 

production with negative implications for corporate earnings, leverage and credit outlooks in the most 

vulnerable sectors. In addition, Chinese corporates are vulnerable to regulatory risks as the communication 

about the implementation of the ‘common prosperity’ initiative could drive market volatility that could in turn 

raise corporate funding costs, aggravate liquidity risks, and unexpectedly restrict capital market access. 

Also, geopolitical risks remain elevated, and the escalation of trade and technology tensions, notably 

between the United States and China, could weigh on investment and productivity growth. Lastly, the 

growing threat of climate physical and transition risks continues to weigh on corporate credit risks, 

especially in emerging Asian economies. 

Froth in some housing markets combined with elevated indebtedness of households and deteriorating 

credit quality of leveraged corporate issuers makes RMBS and CMBS markets prone to rating downgrades 

and rising defaults in the post COVID-19 environment. Notably, strength in the residential property market 

is coupled with buoyant mortgage lending particularly in New Zealand and Korea. The build-up of such 

medium-term vulnerabilities warrants close monitoring and potentially further policy considerations. In 

addition, conditions in commercial real estate markets have deteriorated following the COVID-19 crisis, 

which may erode the credit quality of underlying mortgage collateral of CMBS. For instance, vacancy rates 

of retail tenancies and offices have risen substantially since 2020 in the two major Asian real estate finance 

markets, including Japan and Australia. Although previously low interest rates have alleviated debt-
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servicing burdens, should a large enough decline in earnings occur some may find it difficult to service 

their debt, in particular in the event that monetary policy conditions are tightened. Ultimately, the 

deterioration of the credit quality of CMBS collateral may trigger possible rating downgrades and 

subsequent losses for financial intermediaries and investors exposed to these products. 

Deteriorating credit quality and high debt redemption profile expose leveraged Chinese real estate 

developers to rising refinancing risk. For example, 80% of maturing bonds and syndicated loans will 

become due by end-2025 and 70% of maturing debt of large Chinese real estate developers is 

denominated in foreign currency. Therefore, strained conditions for Chinese real estate developers and 

possible defaults are likely to spill over mainly to Asian international bond markets. International banks and 

foreign investors with effective exposures to these loans or markets are likely to record substantial losses. 

Given this relatively modest direct exposure, however, spillovers from strained conditions in the Chinese 

real estate development sector are unlikely to affect a substantial share of cross-border positions of 

international banks and foreign investors. Nonetheless, if financial distress of Chinese real estate 

developers affects the Chinese economy more broadly, this will likely affect demand for Chinese goods in 

advanced markets, which would likely have a direct impact on global equity valuations. 

Exuberance in certain real estate markets combined with debt accumulation of households and corporates 

raises asset quality concerns for banks in the Asia-Pacific region as they become increasingly exposed to 

property-related risks. While Asian banks benefit from relatively deep financial soundness, asset-quality risks 

have been masked so far by forbearance and stimulus measures following the COVID-19 crisis that have 

delayed impaired-loan recognition. In addition, rising residential property prices have further contributed to 

temporarily eased asset-quality impairment risks from rising household debt. Downside risks are rising for 

Asian banks amid renewed lockdowns in some Asian countries following the emergence of the Delta variant 

and strained conditions in the Chinese property sector with subsequent mixed economic prospects. In 

particular, the Chinese banking sector is increasingly vulnerable to rising non-performing loans amid elevated 

levels of indebtedness in the corporate sector and the increasing share of loss-making firms. 

Sovereign debt accumulation in emerging economies combined with substantial near-term debt maturities 

will expose them to higher refinancing risk in a rising rate environment. Notably, 30% of outstanding debt 

will be due over the next three years in several Asian emerging markets. High level of foreign currency 

sovereign debt combined with elevated interest expense on outstanding government debt, particularly for 

sovereigns in middle and low-income Asian economies, raises concerns about cost affordability and 

refinancing risk amid interest rate normalisation, substantial currency depreciation and portfolio 

reallocation of international investors. 

The crypto-asset market is a rapidly growing alternative market, with evidence of potential 

interconnectedness to traditional markets. In fact, market capitalisation of crypto-assets has reached more 

than USD 2 trillion and the value of assets locked into decentralised finance has peaked at 100 billion USD 

in October 2021. While the crypto-asset market has been dominated by retail investors, market sources 

are reporting growing interest from banks and institutional investors, particularly in Asia. Also, the rapid 

growth of crypto-asset markets has been attributed by at least some market participants to a search for 

yield and inflation hedging. It appears that the search for yield in a low interest rate environment has been 

the main force attracting institutional investor participation in crypto-assets. While exposures of banks and 

institutional investors to crypto-assets are currently limited, the continued growth and innovation in crypto-

assets and related services, coupled with the heightened interest of some financial intermediaries, could 

increase risks to the financial system in the absence of a specified prudential treatment. There is also 

uncertainty over the extent to which rising interest rates could cause these investors to unwind their 

positions on these markets. 

This note provides an update on global financial markets conditions with a focus on Asian markets amid 

rising inflation and a reassessment of monetary policy outlook of major central banks, against a backdrop 

of elevated prices of a range of assets as well as debt dynamics and downside risks in both advanced and 
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emerging market economies. Section 1 focuses on the implications for financial market conditions of rising 

inflation and monetary policy exit strategies. It also discusses whether a substantial rise in energy prices 

may contribute to spurring inflation more broadly and for a prolonged period of time that would necessitate 

a more abrupt tightening of monetary policy in advanced and emerging economies. Section 2 examines 

global financial market developments amid deteriorating conditions in certain Asian market segments 

considering equity, corporate bond, sovereign bond and crypto-assets markets. Section 3 provides an 

assessment of market dynamics by focusing alternatively on non-investment grade corporates, the real 

estate finance sector, the banking sector, the sovereign sector in emerging Asian economies and the rising 

importance of alternative finance markets, such as crypto-assets and sustainable finance, including to 

assess risk implications. 
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According to the latest OECD Economic Outlooks (OECD 2021e and 2021g), “the global recovery 

continues to progress, but has lost momentum and is becoming increasingly imbalanced. Parts of the 

global economy are rebounding quickly but others are at risk of being left behind, particularly lower-income 

countries where vaccination rates are low, and firms and employees in contact-intensive sectors where 

demand has yet to recover fully. Momentum from the strong rebound after reopening is now easing in 

many countries amidst persisting supply bottlenecks, rising input costs and the continued effects of the 

pandemic.” In addition, stronger and longer-lasting inflation pressures have emerged in all economies amid 

a rapid recovery in global demand over the past year. Key commodity prices (including food, energy, oil, 

metals) “have risen sharply (Figure 1), with the strongest impacts on low-income households, as well as 

prices in durable goods sectors where supply bottlenecks are most concentrated. These factors make the 

outlook more uncertain and raise considerable policy challenges.” According to the latest IMF Regional 

Economic Outlook: Asia and Pacific (IMF, 2021c), “although Asia Pacific remains the fastest growing 

region in the world, the divergence between Asian advanced economies and emerging market and 

developing economies is deepening, reflecting vaccination coverage and policy support, and medium-term 

output levels in emerging market and developing economies are expected to remain below pre-pandemic 

trends”. In particular, concerns about inflation persistence and export resilience are amplified by rising 

commodity prices and continued disruption of global value chains (GVCs). Downside risks are rising mainly 

because of uncertain pandemic dynamics with the emergence of new variants (such as Delta and 

Omicron), vaccine efficacy against virus variants, supply chain disruptions, and potential global financial 

spillovers from monetary policy normalisation in the presence of domestic financial vulnerabilities. 

1 The implications for financial market 

conditions of rising inflation and 

monetary policy exit strategies 
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Figure 1. Surging energy and commodity prices during the COVID-19 crisis recovery 

A sustained economic recovery has prompted a rapid increase in demand, with tensions along supply chains, resulting 

in substantial increases in key commodity prices and shipping costs 

 

Note: The top left chart shows Brent crude oil and Western Texas Intermediate (WTI) oil prices. The top left chart shows coal and gas prices in 

selected regions. The bottom chart shows the price index of selected commodities and freight costs. 

Source: Refinitiv, OECD calculations. 

Subsequent inflation pressures over recent months in both advanced and emerging economies have 

increased expectations of the reduction of accommodative monetary policy support. In particular, major 

central banks announced in late summer 2021 that they would adopt an incremental approach to tighten 

their monetary conditions in 2021 and beyond.1 Several central banks, mainly in emerging economies and 

                                                
1 The Monetary Policy Committee (MPC) of the Bank of England announced in its Monetary Policy Report released in 

August, 5th 2021 its intention to start rising its policy rate and reduce the stock of purchased assets. Notably, the Bank 

of England will begin reducing its stock of purchased assets when the policy rate would have reached 0.5%, if 

appropriate given the economic circumstances, by ceasing reinvestments of maturing UK government bonds. The 

MPC will also consider beginning to sell actively some of the stock of purchased assets only once the policy rate would 
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to a lesser extent in some advanced economies, have already raised their policy rates in line with their 

mandates and the emerging expectations of inflation,2 growth outlook, and financial conditions (Table 1). 

As of November 2021, several central banks in the Asia-Pacific region have increased their policy rates. 

For example, policy rates have increased by 25 basis points in Kazakhstan in July, by 50 basis points in 

Sri Lanka and 25 basis points in Korea in August, respectively (Asian Development Bank, 2021b). Korea 

has also been the first major advanced economy to raise interest rates since the pandemic. The Reserve 

Bank of New Zealand raised its official cash rate by 25 basis points both in October and November 

(Reserve Bank of New Zealand, 2021). These rate hikes in Korea and New Zealand have been 

implemented to help mitigate rapid household debt growth and soaring housing prices (Figure 2). Such 

monetary policy decisions are a first step of a gradual normalisation. However, the governor of the Bank 

of Korea underlined that it will take a long time for financial imbalances to be resolved even with this hike 

(Bank of Korea, 2021). Real estate price acceleration has also triggered policy measures to cool the market 

in some other Asian countries such as Mainland China and New Zealand.3 Overall, central banks in the 

Asia-Pacific region continue to maintain an accommodative monetary policy stance as reflected by the 

large number of policy rate cuts since March 2020 and few rate hikes in 2021. 

 

 

 

 

 

 

 

 

                                                
have risen to at least 1%. The MPC will continue to monitor the factors affecting these judgements and will revisit them 

if necessary. 

In a press release on September 9th, the Governing Council of the ECB announced a moderately lower pace of net 

asset purchases under the Pandemic emergency purchase programme (PEPP) based on a joint assessment of 

financing conditions and the inflation outlook. On October 28th, the Governing Council of the ECB announced that it 

continues to judge that favourable financing conditions can be maintained with a moderately lower pace of net asset 

purchases under the PEPP than in the second and third quarters of 2021. 

In a press release on November 3rd, the Federal Open Market Committee announced that “the Committee decided to 

begin reducing the monthly pace of its net asset purchases by USD 10 billion for Treasury securities and USD 5 billion 

for agency mortgage-backed securities”. 

2 Emerging economies are facing significant inflation pressures amid shortages and the rise in global food prices 

combined with currency depreciation that contributes to lift prices of imported goods, further adding to overall inflation. 

3 Chinese authorities have implemented measures to cool China’s overheating property market in 2021, including caps 

on banks' lending to the sector, upper limits on developers' debt ratios and restrictions on purchases (Reuters, 2021a). 

In New Zealand, a new law has been passed to make property speculation less appealing and improve housing 

affordability. In particular, the law limits property investors from deducting mortgage interest from their taxable incomes 

and is applicable since October 2021 (Reuters, 2021b). 
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Table 1. Increase in central bank policy rates in 2021 

Several central banks, mainly in emerging economies and to a lesser extent in some advanced economies, have 

already raised their policy rates to address higher inflation 

  Q1 2021 Q2 2021 November 2021 

Brazil 2.75 4.25 7.75 

Russia 4.5 5.5 7.5 

Mexico 4 4.25 5 

South Africa 3.5 3.5 3.75 

Chile 0.5 0.5 2.75 

Czech Republic 0.25 0.5 2.75 

Colombia 1.75 1.75 2.5 

Hungary 0.6 0.9 2.1 

Iceland 0.75 1 2 

Peru 0.25 0.25 2 

Romania 1.25 1.25 1.75 

Poland 0.1 0.1 1.25 

Korea 0.5 0.5 1 

New Zealand 0.25 0.25 0.75 

Norway 0 0 0.25 

Note: Advanced economies are in italics consistently with the IMF classification. The table only includes data for economies included in the BIS 

database where policy rates have increased in November 2021 from levels recorded during the first two quarters of 2021. 

Source: BIS Policy Rate database. 

Figure 2. Substantial rise in real estate prices and the frequency of policy rate cuts and increases 
in selected Asian economies 

Real house prices have increased substantially over 

the past year in most Asian advanced economies                

Asian central banks have cut rates repeatedly in 2020 

and most of them have kept rates on hold in 2021

 

Note: The right chart show the annual percent change of real estate prices in October 2021. Property price data are not available for Viet Nam 

in the BIS Property Prices database. The left chart shows the number of policy rates cuts and increases by central banks in the Asia-Pacific 

region since January 2020. 

Source: BIS Policy Rate and Property Prices databases, Asian Development Bank. 
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Investors’ expectations of higher inflation has prompted a repricing of sovereign bonds in major markets 

and a substantial rise in sovereign bond yields, including in most Asian markets (Figure 3). While sovereign 

bond yields are low relative to their historical ranges, an increase in yields if not accompanied by a 

commensurate strengthening of the economic outlook, could put downward pressure on valuations in a 

variety of markets globally (Federal Reserve, 2021). 

Figure 3. Rising inflation expectations and 10-year sovereign bond yields in selected markets 

Investors already expect medium-term inflation to increase in major advanced markets, notably at levels above the 

2% threshold over the long-run in the United States and the Euro Area 

 
Inflationary pressures have increased expectations that highly accommodative monetary policies will tighten, which 

have contributed to a repricing of sovereign bonds and a substantial rise in yields in most Asian markets 

 

Note: The top chart shows the 5-year breakeven inflation rate in the United States and 5-year inflation linked swap rates in the Euro Area and 

the United Kingdom. The bottom chart shows 10-year sovereign bond yield in selected Asian and advanced economies. 

Source: Refinitiv. 
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and the associated consequences for the resilience of the financial sector. For instance, the surge in the 

price of some energy commodities in 2021 may contribute to spur inflation more broadly and for a 

prolonged period of time that would necessitate a more abrupt tightening of monetary policy in advanced 

and emerging economies (Financial Times, 2021a). Notably, fossil fuel supply has been falling for years 

due to lower investment in extractive industries due to decarbonisation and investments in renewable 

energy production. These trends are reflected by the decline in capital expenditures, both in absolute terms 

and as a proportion of sales or assets, by energy companies in the Refinitiv global energy equity 

benchmark (Figure 4). For example, such a lack of investments has led to a dramatic fall in active energy 

infrastructures in the United States. If not properly maintained in the near future, supply shortages of fossil 

fuels would aggravate bottlenecks, until enough supply of renewable energy sources would be available, 

with substantial upward pressures on energy prices and inflation. While the potential for elevated fossil fuel 

energy prices could contribute to increase production costs and subsequent inflation pressures, the use of 

technology may mitigate to some extent the impact of energy prices on overall price levels by fostering a 

further decrease in energy consumption and make industries less energy intensive. Some additional 

factors, including demographics and globalisation, are likely to spur greater inflationary pressures over the 

next decades (Deutsche Bank, 2021). Also, there are many signs that the post COVID-19 pandemic will 

see a return to less globalisation, as both countries and corporates look to localise their supply chains in 

order to make them more resilient.4 In turn, a retreat from globalisation and firms facing less competition 

imply higher prices that may further contribute to spur inflation. 

Figure 4. Declining capital expenditures of large energy companies and number of active rigs in 
North America 

Fuel supply shortages could aggravate bottlenecks, 

without sufficient supply of renewable energy creating 

substantial upward pressures on energy prices and 

inflation 

 

Lower investment in extraction due to decarbonisation 

and investments in renewable energy production, 

which may also be contributing to higher near-term 

energy prices 

 

Note: The left chart shows capital expenditures for a global sample of 85 energy companies listed in the Refinitiv World energy equity benchmark. 

The right chart shows the number of oil and gas rigs in North America. 

Source: Baker Hughes, Refinitiv, OECD calculations. 

                                                
4 Also, geopolitical risks remain elevated, and the escalation of trade and technology tensions, notably between the 

United States and China, could lead to a more bipolar world and a retreat from globalisation (IMF, 2021c; Deutsche 

Bank, 2021). 
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The uncertain outlook for inflation creates a trade-off for monetary policy decision-makers with implications 

for the economic recovery and market conditions. While high inflation is likely to dissipate over the medium-

term, it now appears that inflation will take longer to dissipate than initially expected. Inflation that remains 

elevated for longer, even if it is attributed to temporary factors, increases the risk that longer-term inflation 

expectations increase further and would eventually become unanchored (PIMCO, 2021). Market 

participants suggest that forcefully monetary policy responses to the impact of several disruptive factors 

(i.e., such as supply-chain disruptions, demographics, globalisation) that central banks cannot mitigate 

could undermine the recovery and push inflation below target, since the shock will eventually be temporary 

and monetary policy operates with a lag. In contrast, too gradual monetary policy responses could fail to 

curb inflation and could risk inflation expectations becoming unanchored (Deutsche Bank, 2021). As 

communicated by major central banks, the close monitoring of economic and monetary developments 

would be crucial to adjust the stance of monetary policy as appropriate if risks emerge that would help to 

avoid renewed increases in market volatility. 
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This section examines global financial market developments with a focus on Asian markets’ equity, 

corporate bond, sovereign bond and crypto-asset markets. 

Prices of equity stocks generally rose further and valuations are high relative to 

historical levels despite heterogeneity across Asian markets 

Global equity markets have continued on a general revaluation trajectory in 2021, to above pre-crisis peaks 

in most markets, supported by accommodative policies and strong corporate earnings. Nevertheless, the 

pace of growth has weakened globally since the beginning of September 2021 following rising concerns 

about weakening global economic prospects and possibly higher inflation regimes (Figure 5). Notably, the 

economic restart has gained momentum in many jurisdictions that is different from a typical business cycle 

recovery. Therefore, an expectation of slower economic growth combined with a tightening in monetary 

conditions to address higher inflation would negatively impact equity valuations. The modest valuation 

corrections that occurred following the emergence of the Omicron variant at end-November reflect 

investors’ concerns over uncertain global economic outlook and implications for hedging strategies against 

downside risks from the prolonged effects of the COVID pandemic. 

While Asian equity markets have experienced a significant recovery since the COVID-19 crisis, 

performance is heterogeneous across jurisdictions. Notably, Vietnamese and Indian equity markets have 

recorded the best performance in 2021 followed by Australia, Japan, Singapore and Thailand. 

Nevertheless, equity prices in Chinese and Hong Kongese markets have experienced the deepest declines 

(i.e., of 30% and 18% respectively) following the implementation of stricter regulation by Chinese 

authorities in several industries including technology, finance to gaming, entertainment and private 

education since December 2020 (also referred as the ‘Chinese regulatory crackdown’) and the strained 

conditions for real estate Chinese developers with the recent concerns around the largest Chinese 

developer Evergrande Group. 

 

 

 

 

 

 

2 Financial market developments 

amid deteriorating conditions in 

certain Asian market segments 
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Figure 5. Equity market performance varies across jurisdictions 

Market prices have rallied over the past year and are 

now above pre-crisis levels, with US stock prices the 

most elevated, and more tepid emerging markets                                        

Asian equity markets recovery since the COVID-19 

crisis varies across jurisdictions

 

Note: These charts show the performance of selected Refinitiv equity benchmarks. 

Source: Refinitiv, OECD calculations. 

The uneven recovery is reflected by the differences in equity valuations that are elevated particularly in the 

United States compared to other regions (Figure 6). Focusing on Asian markets, New Zealand and Indian 

equity markets, and to a lesser extent Australian and Thai markets, are more richly valued compared to 

historical levels than other Asian equity markets. Since the first quarter of 2021, equity valuations have 

been prone to a moderate correction globally amid rising concerns about possibly higher inflation regimes 

that would likely be accompanied by monetary policy tightening. Given elevated leverage of households 

and corporates in many jurisdictions combined with elevated prices of a range of assets (including real 

estate) following a decade of very low interest rates, equity markets may be prone to substantial price 

corrections in a higher interest rate environment that could boost refinancing risk for a range of 

stakeholders and trigger downgrades and defaults with potential spillovers to markets and financial 

intermediaries. 
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Figure 6. Differences in equity valuations amid an uneven recovery across jurisdictions 

Elevated equity valuations particularly in the United 

States reflect the uneven recovery across regions      

Actual equity valuations stand near historical       

Actual equity valuations stand near historical 

averages in most Asian markets, except in New 

Zealand and India 

 

Note: These charts show 12-month forward price-to-earnings ratio of selected Refinitiv equity benchmarks calculated using I/B/E/S 12-month 

forward earnings-per-share estimates for the underlying index constituents. 

Source: Refinitiv, OECD calculations. 

Several risks have emerged in the post-COVID-19 environment could increase volatility in financial 

markets, including idiosyncratic risks from the recent ‘Chinese regulatory crackdown’ and liquidity 

shortages of several large Chinese real estate developers. These issues have raised investors’ concerns 

of contagion to global markets. Notably, Chinese technology and real estate equity offshore markets have 

experienced substantial declines in 2021 while on-shore markets have been less impacted (Figure 7). 

Interestingly, the on-shore technology equity market index has even over-performed compared to the off-

shore Chinese technology equity benchmark in 2021. Both global and emerging equity markets have 

experienced a continuous recovery following the COVID-19 crisis and have not been significantly impacted 

by such idiosyncratic Chinese factors. Divergent returns between Chinese and global equity markets likely 

reflect the domestic orientation of the ‘Chinese regulatory crackdown’ and the idiosyncratic shocks in the 

domestic real estate development sector. In comparison, the US-China trade tensions in 2018 or the 

decision by the People’s Bank of China to devaluate the Renminbi in 2015 were arguably more global in 

nature and have been more contagious to global markets (Lazard, 2021). 
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Figure 7. Idiosyncratic risks from the recent ‘Chinese regulatory crackdown’ and stress in the real 
estate development sector not contagious to global equity markets so far 

Chinese technology and real estate equity markets have experienced substantial declines in 2021 while onshore 

markets have been less impacted and global equity markets have remained resilient 

 
 

 

Note: These chart shows the evolution of equity prices of selected Chinese and global Refinitiv equity benchmarks. Chinese equity benchmark 

followed by ‘A’ indicates that all stocks included in the benchmark are listed on a Chinese stock exchange. For other Chinese equity benchmarks, 

all stocks included in the benchmark are listed in Hong Kong, China. 

Source: Refinitv, OECD calculations. 
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Corporate bond spreads for low-rated issuers have narrowed steadily across regions suggesting that credit 
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property developer Evergrande Group has triggered a surge in Chinese and Asian speculative-grade 

corporate bond spreads amid rising concerns over the credit quality of highly indebted Chinese real estate 

developers.5 While no significant spillovers to major advanced corporate bond markets have been 

identified so far, credit spreads of large Asian corporate bond markets, such as India and Indonesia, have 

oscillated and the credit spread of emerging market speculative-grade corporate bonds has moderately 

increased. Therefore, benchmark portfolio managers are likely to become more sensitive to rising risk 

premium in some market segments in emerging markets. Shift in sentiment amid deteriorating market 

conditions in some Asian markets combined with more attractive assets in advanced markets following 

monetary policy normalisation may lead benchmark portfolio managers to become more reluctant to invest 

in these markets. In the worst-case scenario, these developments may lead benchmark portfolio managers 

to reduce their positions in Asian markets, which would lead to capital outflows. 

Figure 8. Diverging speculative-grade corporate bond markets in China versus other major markets 

Stressed liquidity conditions for large Chinese real 

estate developers triggered a surge in Chinese 

spreads, affecting regional benchmark                            

Narrow corporate bond spreads of low-rated US 

issuers have diverged from underlying fundamentals

 

Note: The left chart shows option-adjusted spreads derived from selected ICE BofAML bond indices. The right chart shows option-adjusted 

spread (OAS) derived from ICE BofAML US high-yield bond index and 5-year US corporate credit default swap index from Refinitiv. 

Source: Refinitiv, OECD calculations. 

Credit market conditions for low-rated corporate issuers are diverging from deteriorating underlying 

fundamentals in major markets, with the exception of the Chinese market. For instance, US speculative-

grade corporate bond spread currently stands at historically low levels despite a rising corporate bond 

credit default swap spread that indicates investors are hedging against future credit losses (Figure 8).6 

These diverging trends may also suggest that investors hold their investment positions amid the very low 

levels of interest rates and the reach for yield, but credit default swaps help reduce downside risks. In 

addition, inflationary pressures have contributed to increasing expected volatility in the Treasury bond 

                                                
5 In China, speculative-rated corporate bond spreads are driven upward by the financial distress of large Chinese real 

estate developers but market funding conditions remain accommodative for corporates in other sectors. According to 

S&P (2021e), Evergrande is the largest issuer in the Asian US dollar speculative-rated corporate bond index and its 

imminent risk of default on its Chinese Renminbi and USD denominated debt is causing spread to rise for the overall 

index. 

6 According to S&P estimates (2021a), trailing the twelve-month speculative grade default rate has already 

experienced the highest increase in 2020. This is the highest level recorded since the Global Financial Crisis (GFC). 
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market since September 2021, as reflected by the rise of the MOVE index, while the expected volatility in 

the US equity market has remained subdued until the emergence of the Omicron variant that has triggered 

a temporary increase at end-November (Figure 9). These trends suggest that equity markets appreciate 

potential downside risks from weakening global growth and uncertain economic prospects in 2022 that 

may contribute to boost market volatility. For instance, the term structure of the VIX in 2022 stands at 

significantly higher levels than the long-term average. Considering a model for the US speculative-grade 

corporate bond spread, swapping the VIX for the MOVE index7 to assess if the speculative-grade corporate 

bond spread is better aligned with that implied by the VIX or the MOVE index, results indicate that the 

speculative-grade corporate bond spread is noticeably tighter than that implied by the VIX, while it is more 

closely aligned with that implied by the MOVE index in 2020-2021 (Moody’s, 2021d). This results suggest 

that volatility on sovereign bond market is expected to rise amid interest rate normalisation and weakening 

economic conditions, which could eventually impact speculative-grade corporate bond markets.8  

Figure 9. Rising sovereign bond volatility, yet speculative-grade corporate bond remains 

compressed 

Rising MOVE index amid more range bound VIX 

index suggests greater uncertainty over rate 

movements                                                          

Significantly higher VIX term structure than long-term 

Significantly higher VIX term structure than long-term 

average reflects rising investors’ concerns about 

uncertain economic prospects and downside risks 

that may contribute to boost market volatility in 2022

 
 
 
 
 
 
 

                                                
7 This model consists of an OLS regression using US speculative-grade corporate bond spread as the dependent 

variable. The VIX and the MOVE indices are introduced alternately as the explanatory variable. Regressions are 

performed using monthly data from January 2000 to November 2021. 

8 Implied results with the VIX reflect the complacency of market investors for risks as extraordinary monetary and fiscal 

policy continues to support the reach for yield. Also, implied results with the MOVE suggest that the implications for 

the corporate bond market from the recent increase in sovereign bond market volatility following the announcement of 

tightening monetary conditions by major central banks is minimal so far. 
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Volatility on sovereign bond market is expected to rise which could eventually impact speculative-grade corporate 
bond markets 

 

Note: In the top left chart, the Merrill Lynch Option Volatility Estimate (MOVE) index is a yield curve weighted index of the normalized implied 

volatility on 3-month Treasury options which are weighted on the 2, 5, 10, and 30 year contracts. The CBOE Volatility Index (VIX) measures 

market expectation of near term volatility conveyed by US stock index option prices. The top right chart shows the term structure of the VIX 

index as of January 5th, 2022. The bottom chart shows actual and implied US speculative-grade corporate bond option-adjusted spread derived 

from ICE BofAML US high-yield bond index. Implied spreads have been calculated using an OLS regression. The dependent variable is the US 

speculative-grade corporate bond spread. The VIX and the MOVE indices are introduced alternately as the explanatory variable. Regressions 

are performed using monthly data from January 2000 to December 2021. 

Source: Refinitiv, OECD calculations. 

Rising Asian sovereign credit default swap spreads reflect investors’ debt 

sustainability concerns amid currency depreciation 

Sovereign credit default swap spreads in major emerging Asian economies have increased since mid-

September 2021 (Figure 10). While sovereign credit default swap spreads are declining from peaks 

reached during the third quarter of 2021, spreads are currently standing at higher levels than in September 

2021 particularly in the Philippines, China, Indonesia and Malaysia. These trends suggest that strained 

conditions in the Chinese real estate development sector have not only raised investors’ concerns about 

potential implications for Chinese sovereign but also for other sovereigns in the region. Also, renewed 

lockdowns in some Asian countries following the emergence of new variants contributes to increased 

investors’ concerns about negative implications for sovereign debt sustainability of additional financing 

needs to support affected economic sectors. Besides, most currencies in Asian emerging economies have 

weakened versus the USD in 2021 amid softening growth prospects (Asian Development Bank, 2021b). 

Therefore, exchange rate depreciation could affect debt sustainability and refinancing risk for sovereigns 

with substantial outstanding amounts of foreign denominated debt, net of the improved terms of trade and 

economic benefits. 
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Figure 10. Asian sovereign credit default swap spreads and depreciating regional currencies

Sovereign CDS spreads have increase during the 

third quarter of 2021 in selected Asian economies 

amid strained conditions in the Chinese real estate 

development sector and renewed lockdowns                                                                 

Most regional currencies have weakened versus the 

USD in 2021 amid softening regional growth 

prospects 

 

Note: The left chart shows sovereign 5-year credit default swap (CDS) spread including selected emerging Asian economies for which data are 

available in Refinitiv. In the right chart, a rise of the foreign exchange index is an appreciation of the domestic currency against the US dollar. 

Source: Refinitiv, OECD calculations. 

Rapidly growing crypto-asset market, yet dominant Chinese Bitcoin mining 

activities halted since the ‘Chinese regulatory crackdown’ 

The COVID-19 crisis has contributed to fuel digitalisation as reflected by a surge in crypto-asset prices 

(Figure 11). Also, the total value locked in DeFi applications peaked in October 2021 at USD 105 billion up 

under 1 billion on January 1st 2020 that is boosting investors’ demand and thus lifting prices of crypto-

assets. For instance, the market capitalisation of Bitcoin and Ethereum, i.e. the two major crypto-assets, 

is 10 times higher in December 2021 than in January 2020. Therefore, the rapid surge in prices that have 

proved to be volatile in the past is raising concerns of an abrupt market correction and spillovers from 

forced selling and unwinding of leveraged positions. 

According to the Cambridge Bitcoin Electricity Consumption Index, Bitcoin mining activity was dominated 

in 2019 by Asian countries followed by the United States and Russia (Figure 12). Notably, 80% of the 

Bitcoin mining activity has been performed in three Asian countries, including China, Malaysia and 

Kazakhstan. Nevertheless since end-2020, Bitcoin mining activity has shrunk in China following the 

implementation of the ‘Chinese regulatory crackdown’.9 Subsequently, the epicentre of Bitcoin mining 

activity has moved to the United States. Interestingly, the ban for crypto-asset mining in China has 

prompted an exodus of about 2 million of machines out of China by the fourteen largest crypto-mining 

companies in the world (Financial Times, 2021b), mainly to Russia, Kazakhstan, United States and 

Canada (Figure 13). These trends suggest that mining activities of crypto-assets are highly sensitive to the 

stringency of the regulatory environment. 

                                                
9 On 23rd November 2021, the Government of India announced that it would reintroduce a bill to ban private 

cryptocurrencies and establish a central bank digital currency issued by the Reserve Bank of India. If passed, the bill 

would make India the second major emerging economy to ban cryptocurrency transactions, after China’s declaration 

in September (Financial Times, 2021c). 
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Figure 11. Surging market capitalisation of crypto-assets and total value locked in decentralised 
finance 

The rapid rise in crypto-asset prices that have proved 

to be volatile in the past, is raising concerns of a 

market correction                                                      

The surge in decentralised finance contributes to the 

rise in crypto-asset valuations

 

Note: In the left chart, the market capitalisation of crypto-assets includes stablecoins and tokens. In the right chart, total value locked in DeFi is 

calculated by taking these balances and multiplying them by their price in USD. In the two charts January 2022 data are as of January 5th. 

Source: Coinmarketcap, Defipulse.com, OECD calculations. 

Figure 12. Evolution of the Bitcoin mining activity 

Bitcoin mining activity was dominated by Asian 

countries in 2019 and to a lesser extent in 2020     

The US is leading Bitcoin mining position after 

‘Chinese regulatory crackdown’ since end 2020

 

 

Note: These chart shows the geographical distribution of Bitcoin hashrate. Bitcoin hasrate is the number of times per second that computers on 

the Bitcoin network are hashing data to verify transactions and keep the Bitcoin network secure. According to the Cambridge Center for 

Alternative Finance, there is little evidence of large mining operations in Germany or Ireland that would justify these figures. Their share is likely 

significantly inflated due to redirected IP addresses via the use of VPN or proxy services. 

Source: Cambridge Center for Alternative Finance. 
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Figure 13. The exodus of crypto-asset mining machines from China in 2021 

2 million of machines moved out of China following the ban for crypto-asset mining, mainly to Russia, Kazakhstan, 

United States and Canada 

 

Note: This chart shows the number of machines that have been moved out from China by the fourteen largest crypto-assets mining companies 

in the world following the ban on crypto-asset mining since end 2020.  

Source: Financial Times Research. 
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This section provides an assessment of global market dynamics with a focus on Asian markets’ non-

investment grade corporates, real estate finance, banking, sovereign sectors as well as alternative finance 

markets, such as crypto-assets and sustainable finance. 

Rising corporate debt and leverage raises debt sustainability concerns 

Very low interest rates and accommodative fiscal policies continue to support strong investor risk appetite 

that contributes to much faster debt accumulation and leverage (Figure 14). Non-financial corporate sector 

debt increased substantially in 2020 to over 100% of GDP in advanced and emerging market economies, 

including in some Asian economies such as Hong Kong, China, followed by China, Singapore, Japan and 

Korea. The combined strong corporate debt issuance with already high level of indebtedness and 

remaining narrow speculative-grade rated corporate bond spreads (except for Chinese real estate 

developers since September 2021) are raising concerns about exuberance in corporate bond markets. 

According to Refinitiv and Ernst and Young,10 ample liquidity in financial systems, continuing government 

stimulus policies, accelerated technology adoption and pandemic-propelled new economy companies 

have supported the strongest opening nine-month period for global speculative-rated corporate bond 

issuance on record and for global equity capital market activity since records began in 1980. Speculative 

and opportunistic transactions and soaring equity markets have also fuelled IPO (i.e., including SPAC IPO) 

and private equity issuance. 

 

 

 

 

 

 

 

 

                                                
10 Ernst and Young (2021); Refinitiv quarterly global debt capital markets review, global equity capital markets review, 

US and European private equity buyout and venture capital review. 

3 Assessment of market dynamics 

and risk implications in global and 

Asian markets 
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Figure 14. Intensive issuance of non-financial corporate bonds and rising corporate indebtedness 

Much faster debt accumulation that contributes to 

rising leverage  Non-financial corporate sector debt 

increased substantially in 2020 to over 100% of GDP 

in                                          Non-financial corporate -

Non-financial corporate sector debt increased 

substantially in 2020 to over 100% of GDP in 

advanced and emerging economies, including in 

several Asian economies

 

Note: The left chart shows total issuance of equity and debt securities expressed in billions of US dollar. The right chart shows the ratio of total 

credit to the non-financial corporate sector (including bond and loans) as a share of GDP. 

Source: ICMA DCM outstandings and volumes of new issues from Dealogic, BIS credit to the non-financial sector database, Refinitiv, OECD 

calculations. 

Rising corporate leverage combined with deteriorating credit quality of issuers raises concerns about 

corporate debt sustainability in the post-COVID-19 environment. In fact, corporate leverage has risen 

substantially in many advanced and emerging economies following the COVID-19 crisis (Figure 15). 

Focusing on the Asia region, leverage of firms in Thailand, the Philippines, Japan, Australia and Malaysia 

has increased substantially in 2021 compared to pre-pandemic levels. Also, leverage is elevated in the 

Philippines, Thailand and Malaysia compared to the leverage of firms located in other Asian and emerging 

economies. Although some firms have used borrowing to build up sizeable cash buffers since the onset of 

the pandemic, a major risk is that high leverage could moderate new investment which could have negative 

implications for productivity growth and the economic recovery (OECD, 2021a; Institute of International 

Finance, 2021). In addition, the credit quality of corporate borrowers has deteriorated substantially since 

the onset of the pandemic in many parts of the world, including in the Asia-Pacific region, as reflected by 

the higher number of rating downgrades and the higher amount of debt affected by rating downgrades 

compared to number of rating upgrades or amount of debt subject to rating upgrades. According to S&P 

Global Ratings (2021h), while some improvements have been evident during the second and third quarters 

of 2021, characterised by a continuing positive rating stabilisation trend, there is still a long way to go until 

ratings recover to their pre-pandemic levels. The Asia-Pacific region continues to experience mobility 

restrictions in countries maintaining a zero tolerance COVID-19 policy (i.e., in China; Hong Kong, China 

and New Zealand) and Asian emerging economies where vaccination rates remain low are still more 

exposed. These developments combined with supply-chain disruptions, that may cause structural changes 

to production (including delivery and storage capacity), may cause adverse implications for corporate 

earnings, leverage and the credit outlook in the most vulnerable sectors (S&P Global Ratings, 2021d). In 

particular, current supply-chain disruptions are making it difficult for businesses to manage their 

inventories. Therefore, some businesses may be caught with excess inventories in the coming years, after 

they have over-ordered today to compensate for the delays. This has caused recessions in the past and 

is a symptom of a boom-bust cycle (Moody’s, 2021e). 
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Figure 15. Rising corporate leverage 

Despite accommodative credit market conditions, rising leverage and defaults of lower-rated issuers raise concerns 

about corporate debt sustainability 

 

Note: The chart shows the ratio of net debt to EBITDA calculated using country or regional non-financial corporate equity benchmarks from 

Refinitiv. Net debt is defined as total debt minus cash. 

Source: Refinitiv, OECD calculations. 

Also, cost inflation due to increasing input and labour costs could further erode corporate earnings. 

Deteriorating profitability amid elevated leverage may threaten corporate debt sustainability and trigger 

further rating downgrades and defaults (Figure 16) with potential spillovers to a wide range of markets and 

intermediaries exposed to the corporate sector (S&P Global Ratings, 2021g). In the longer term, the pricing 

power, i.e. the ability of companies to pass on higher production costs through consumer prices, will play 

a key role. Furthermore, regulatory risks may exacerbate vulnerabilities for Chinese corporates (S&P 

Global Ratings, 2021c). In fact, Chinese policymakers are emphasising ‘common prosperity’ in an effort to 

reduce inequality. Nevertheless, implementation and communication drive market volatility. This could in 

turn raise corporate funding costs, aggravate liquidity risks, and unexpectedly restrict capital market 

access. Also, geopolitical risks remain elevated, and the escalation of trade and technology tensions, 

notably between the United States and China, could weigh on investment and productivity growth. Lastly, 

the growing threat of physical and transition climate-related risks continue to weigh on corporate credit 

risk, especially in emerging Asian countries (IMF, 2021c; Asian Development Bank, 2021b). 
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Figure 16. Deteriorating corporate credit quality 

Slowing economic growth or an early withdrawal of supportive government measures could trigger additional debt 
delinquencies or defaults, with adverse pressures on a range of intermediaries 

 

Note: In these two charts, rating changes exclude corporates with no rated debt. Data are as of September 30th, 2021. EEMEA stands for 

Eastern Europe, Middle East and Africa. 

Source: S&P Global Ratings, OECD calculations. 

Deteriorating credit quality of leveraged corporate issuers and tighter financing conditions following interest 

rate normalisation would elevate potential vulnerabilities to market disruptions. Notably, regulatory 

forbearance during the COVID-19 crisis have mitigated the risk of rising financial distress. Nevertheless, 

as balance sheet deterioration is recognised, highly leveraged firms may face greater refinancing costs 

than expected. In addition, the shortened debt-maturity profile of speculative-rated or unrated corporate 

debt issuers (Figure 17) will contribute to increase short-term debt obligations and liquidity risks (OECD, 

2021d). Between 2008 and 2020, the share of debt maturing in less than 5 years in total outstanding debt 

has risen significantly in China, the Philippines, Viet Nam and Indonesia. These countries are also facing 

the highest short-term debt maturity ratios compared to other Asian countries in 2020. Therefore, higher 

interest rates could amplify the divergence caused by the COVID-19 shock in Asia. In particular, the firms 

with higher debt-servicing risks, concentrated in sectors that were affected disproportionally by the COVID-

19 shock, could experience particularly strained conditions. An IMF study (2021c) documents that Asian 

firms which depend more on external finance or with weaker balance sheets could face financing 

constraints when US interest rates increase. Also, exchange rate fluctuations associated with US monetary 

policy shocks could affect firms with higher exposure to foreign currency denominated debt, and firms that 

rely more on exports could be affected through changes in foreign demand and exchange rate movements. 

The smaller firms and the firms located in emerging Asian economies would be the most vulnerable. These 

findings suggest that a firm’s balance sheet strength is an important driver of spillovers,11 and countries 

with stretched corporate sector balance sheets following the COVID-19 shock may experience a heavier 

drag on investment (Bauer et al., 2021). 

 

 

                                                
11 According to S&P (2021g), construction-and-engineering and real estate sectors have the largest amount of debt 

and represent 45% of the corporate sample debt. Given the linkages of these two sectors, it is not surprising that 

investors are concerned about the financial distress of large real estate developers, the wider property and construction 

sector, and its economic spillover to the economy. 
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Figure 17. Shortened debt-maturity profile of corporate issuers 

Shortened debt-maturities of lower-rated issuers 

increases their refinancing risk in a rising rate 

environment                                                               

The share of debt maturing in less than 5 years has 

risen significantly and is elevated in several Asia 

countries

 

Note: In the left chart, maturity is the average of the original maturity equally weighted proceeds. The right chart shows the share of outstanding 

corporate debt (including both public and private companies) with remaining maturities less than 5 years in total outstanding debt. 

Source: OECD Capital Market Series dataset, AsianBondsOnline, Refinitiv, OECD calculations. 

In the context of the post-COVID-19 recovery, policymakers face two crucial objectives: mitigating 

downside risks to economic growth from the pandemic, while containing the build-up of sector-specific 

leverage. Notably, an early withdrawal of supportive government measures could trigger additional debt 

delinquencies or defaults, with adverse pressures on a range of intermediaries (such as banks, pension 

funds, insurance companies and investment funds) from losses and non-performing loans. On the contrary, 

sustained reliance on supportive government measures coupled with very low interest rates could well 

encourage still more debt accumulation by the weakest and most indebted corporates. Other international 

organisations are raising similar concerns about developments and risks in the corporate sector and the 

need to maintain policy measures aimed at supporting the flow of credit to viable corporates to stimulate 

aggregate demand and facilitate a recovery of the sector and strengthen financial resilience (IMF, 2021a). 

Possible approaches could include converting some pandemic-related public loans into grants, with 

repayment conditional on performance and regular assessments of viability that would allow companies to 

repay their debt at a lesser burden. Also, providing incentives for private sector equity financing and co-

participation in public support schemes would help strengthening corporate solvency (OECD, 2020). In 

addition, other international organisations emphasize the need of greater consideration of the use of 

macroprudential tools12, to address related risks to high levels of indebtedness combined with rising 

leverage, while limiting regulatory arbitrage into non-bank financial institutions (IMF, 2021c; ECB, 2021b; 

Financial Stability Board, 2020). 

                                                
12 Macroprudential measures aimed at weakening build-ups in leverage may consist in tightening eligibility criteria of 

borrowers or through liquidity-related limits on banks. Also, measures aimed at curbing foreign currency exposures of 

banks could be effective at reining in build-ups of corporate leverage in emerging market economies. 
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Deteriorating credit quality of leveraged corporate issuers and froth in some 

housing markets could make Asian MBS markets prone to price corrections 

US residential MBS markets have recovered from the GFC while issuance has remained subdued in other 

major markets (Figure 18). Excluding US agency MBS markets, while US non-agency MBS markets 

dominate, Europe and China are the two other largest residential and commercial mortgage-backed 

securities (RMBS and CMBS) markets followed by Japan and Australia. While the size of Chinese MBS 

markets remain small in nominal terms, both RMBS and CMBS issuance have recorded the highest growth 

rates over the recent years compared to other major markets. 

Figure 18. RMBS and CMBS issuance in major real estate finance markets 

US real estate MBS markets have well recovered 

from the GFC while issuance has remained subdued 

in other major markets                                               

In 2020, US non-agency MBS markets dominate, 

followed by European and Chinese markets

 

Note: The left chart show issuance of RMBS and CMBS in major real estate finance markets. US agency issuance includes both agency and 

residential and multifamily securitisations from Fannie Mae, Freddie Mac, or Ginnie Mae excluding risk transfer deals. All other government 

agency or GSE securitisations or guarantees and GSE risk transfer deals are part of non-agency ABS or MBS. The right chart shows the 

geographical distribution at end-2020 of RMBS and CMBS issuance in selected major real estate finance markets. 

Source: SIFMA, AFME, JSDA, Australian Securitisation Forum, CNABS, OECD calculations. 

Froth in some housing markets combined with elevated household debt makes RMBS market vulnerable 

to rating downgrades and rising defaults in the post COVID-19 environment. In some advanced markets, 

particularly in the United States, United Kingdom and Euro Area, the substantial rise in residential property 

prices is coupled with elevated household indebtedness (Figure 19). Richly valued residential properties 

may be prone to price corrections that raises household debt sustainability concerns and could imply higher 

risk of losses for banks and other financial intermediaries with substantial exposures to household real 

estate loans and RMBS (ECB, 2021c). In the Asia-Pacific region, strength in the residential real estate 

market is coupled elevated with household debt-to-GDP ratios and buoyant mortgage lending particularly 

in New Zealand and Korea. In a boom, a feedback loop of rising prices and rising credit growth can result 

in a later correction of richly valued residential real estate prices affecting the economy and financial system 

through several channels. Therefore, the build-up of medium-term vulnerabilities warrants close monitoring 

and potentially further policy considerations. 
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Figure 19. Rising vulnerabilities in some real estate markets amid buoyant lending and real estate 
prices 

Strength in the residential real estate market is coupled with buoyant mortgage lending particularly in New Zealand 

and Korea 

 

Note: This chart shows household debt-to-GDP ratio in 2020, the annual percent change from 2019 to 2020 of residential property prices and 

the 5-year average of the annual percent change of loans to households for selected Asian and advanced economies. 

Source: BIS credit to the non-financial sector database, BIS Property Prices database, OECD calculations. 

Conditions in commercial real estate markets have deteriorated following the COVID-19 crisis globally, 

which may erode the credit quality of underlying mortgage collateral of CMBS. For instance, the decline in 

demand for retail tenancies in Australia in 2020 has resulted in higher retail vacancy rates that are likely to 

increase further as some department stores and large retailers are announcing plans to further reduce the 

size of their floor space over the next couple of years.13 In Japan, vacancy rates for office buildings have 

continued to rise, mainly due to the increase in remote work, while inventories of rental housing in Tokyo 

have been at a high level, reflecting a decline in population inflows to central wards of Tokyo (Bank of 

Japan, 2021). Although lower interest rates alleviate debt-servicing burdens, in the event of interest rate 

normalisation and a large decline in earnings, some may find it difficult to service their debt. This raises 

the potential for fire sales of retail properties, further depressing prices. Such large price falls would leave 

a wider range of leveraged investors in a position where they breach loan covenants, requiring a review of 

their situation with their lenders and possible further property sales, or even default under the worst 

scenario. Ultimately, these developments may have negative implications for the credit quality of CMBS 

collateral that may trigger possible rating downgrades and losses for investors exposed to this market. In 

addition to possible pandemic-induced structural changes, CMBS markets are also exposed to medium-

term challenges related to climate transition risks that are likely to erode further the credit quality of some 

non-financial corporates (Moody’s, 2021a). 

                                                
13 This is expected to place further downward pressure on rents and valuations, which have declined by 6 and 15% in 

2020 compared to levels reached in early 2019 respectively (Reserve Bank of Australia, 2021a). 
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Limited negative effects of Chinese property developers’ financial distress have 

been observed on financial sector resilience 

One notable structural shift in mortgage lending in the post GFC era has been the rise of housing 

mortgages originated by non-bank mortgage lenders mainly in the United States and China. The share of 

real estate mortgage lending by non-bank financial intermediaries (such as insurance companies, pension 

funds, investment funds) have remained moderate over the last decade in major other real estate finance, 

including Asian markets (OECD, 2021h). Focusing on China, a major concern is the deteriorating financial 

soundness of leveraged Chinese real estate developers in 2021 that mainly rely on non-bank funding 

sources. Notably, the stock price of the largest Chinese real estate developers has declined sharply in 

2021 (Figure 20). Also, the leverage of large Chinese real estate developers has continuously increased 

over the last decade and is three times higher than the leverage of Chinese non-financial corporates in 

2021. Self-raised financing, that include equity IPOs, corporate bond issuance and loans from trust 

companies, represented 70% of total sources of funding for real estate developers in 2020 (BIS, 2019). 

Nevertheless, the COVID-19 crisis has accelerated the decline in trust loans that already started since 

end-2017 (Figure 21). Therefore, Chinese real estate developers are increasingly relying on capital 

markets to raise funding.  

Figure 20. Strained conditions for Chinese real estate developers 

The stock price of most large Chinese real estate 

developers has declined sharply since January 2021                

The leverage of large Chinese real estate developers 

The leverage of large Chinese real estate developers 

has continuously risen and stands at elevated levels 

compared to non-financial corporates

 

Note: The left chart shows stock price changes of large Chinese real estate developers listed in Refinitiv in January, 5th 2022 compared to 

January, 1st 2021. Firm names followed by ‘A’ indicates that the firms are listed on a Chinese stock exchange while the other firms are listed in 

Hong Kong, China. The right chart show the ratio of net debt to EBITDA calculated using real estate developers and non-financial corporate 

Chinese equity benchmarks from Refinitiv. Net debt is defined as total debt minus cash. 

Source: Refinitiv, OECD calculations. 
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Figure 21. Sources of funding of Chinese real estate developers and trust loans 

Chinese real estate developers mainly rely on non-

bank funding sources                                      

Declining trust loans render Chinese real estate 

Declining trust loans render Chinese real estate 

developers increasingly dependent from capital 

markets to raise funding

 

Note: The left chart shows the breakdown of funding sources of Chinese real estate developers. Non-bank funding includes self-raised funds 

and financing from foreign investors. The right shows the notional amount of trust loans in trillion Reminbi and as a share of GDP. 

Source: The Peoples’ Bank of China, Refinitiv, OECD calculations. 

Looking ahead, large Chinese real estate developers are likely to face greater refinancing risk amid 

deteriorating credit quality and high debt redemption profiles over the coming years. Notably, 25% of 

maturing bonds and syndicated loans will become due by end-2022, 45% by end 2023 and 80% by end 

2025 (Figure 22). Considering the four Chinese real estate developers with the highest debt redemption 

profiles, 10% of maturing bonds and syndicated loans will become due by end-2022, 15% by end 2023 

and 32% by end 2025. In addition, 70% of total due debt of large Chinese real estate developers is 

denominated in foreign currency (i.e., 36% of due debt denominated in foreign currency relates to the four 

large Chinese real estate developers). Therefore, strained conditions for Chinese real estate developers 

and possible defaults are likely to spillover mainly to Asian international bond markets and banks exposed 

to syndicated loans.  

Some market participants suggest that Evergrande Group is unlikely to become China's version of the 

2008 Lehman Brothers crash and strained conditions in the Chinese real estate development sector is 

unlikely to trigger a new Subprime crisis, for several reasons (Bloomberg, 2021a and 2021b). First, Chinese 

authorities have tools that could help address financial stability risks. Nevertheless, financial distress of 

several large Chinese real estate developers has contributed to the deterioration of credit market 

conditions of other property developers and leveraged corporates. For instance, spillovers through Chinese 

speculative-rated corporate bond markets have resulted in weakened funding access to developers, and 

intensified credit polarization amid rising investors’ concerns about the impact of tight regulatory conditions 

on funding and large real estate developers’ distress (Moody’s, 2021b). In contrast, only some financial 

institutions, such as small regional banks and trust companies, are expected to suffer losses from exposure 

to Chinese real estate developers. The direct exposure of China’s big four state-owned asset management 

companies, large banks and rated Chinese insurers is not significant.14 Also, the impact on China’s RMBS 

is expected be limited given stringent mortgage policies and the highly diversified securitized pools of most 

Chinese residential mortgage transactions. While direct exposures to Chinese assets in the international 

                                                
14 According to S&P (2021g), real estate and construction loans of the top 15 Chinese banks represent 11% and 4% 

of total corporate loan exposures, respectively at end-2020. 
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financial system have risen over the last decade following the gradual liberalisation of capital flows,15 the 

size of these links remains modest, at around 2% of international portfolios and 4% of international banks’ 

cross-border loans (Figure 23). Therefore, strained conditions for Chinese real estate developers and 

possible defaults are likely to spillover mainly to Asian international bond markets. International banks and 

foreign investors with exposures to these loans or markets are likely to record losses following rating 

downgrades or defaults of some Chinese real estate developers. Given this relatively modest direct 

exposure, however, spillovers from strained conditions in the Chinese real estate development sector are 

unlikely to affect a substantial share of cross-border positions of international banks and foreign investors. 

In the longer-term, financial distress of Chinese real estate developers is likely to trim economic growth in 

China as the real estate sector may not recover as strongly as in previous cycles (Moody’s, 2021c). The 

prolonged slowdown in the property market would be more concerning for many regional and local 

governments that would face substantial declines in revenues following drops in land sales. Tightening 

budget conditions for regional and local governments would curb infrastructure financing and undermine 

growth. Nonetheless, given the size of China’s economy and financial system as well as its extensive trade 

linkages with the rest of the world, weakening Chinese demand for goods in advanced markets could 

negatively affect investor risk sentiment on global financial markets, and have a direct impact on global 

equity valuations, especially if global economic growth starts to stall (Federal Reserve, 2021). 

Figure 22. High debt redemption profile of Chinese real estate developers 

80% of debt of large Chinese real estate developers 

will mature by 2025, and 70% of total due debt is 

denominated in foreign currency                              

32% of debt of the four Chinese real estate 

developers with the highest debt redemption will 

mature by 2025

 

Note: The left chart shows annual redemptions of large Chinese real estate developers listed in Refinitiv expressed as a share of total due debt. 

The right chart shows annual redemptions of the four Chinese real estate developers listed in Refinitiv with the highest debt redemption profiles. 

Figures are calculated based on current RMB amounts outstanding using the debt comparable application data.  

Source: Refinitiv OECD calculations. 

                                                
15 In nominal terms, investment portfolio flows to China and cross border loans from international banks to Chinese 

residents have almost quadrupled and doubled over the last decade. 
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Figure 23. China’s direct links to the global financial system 

Direct exposures of international banks and foreign investors to Chinese assets remain modest 

 

Note: This chart shows cross border loans of international banks to Chinese residents and portfolio investment flows to China. Data are 

expressed in USD billion and as a share of total cross border exposures or total cross border portfolio flows. 

Source: BIS International Banking database, IMF Coordinated Direct Investment Survey database, OECD calculations. 

Uneven performance in major banking systems and Asian banks are vulnerable 

to conditions in the real estate and corporate sectors 

Vigorous growth of the underwriting and loan syndication business are supporting rising equity valuation 

of US banks (Figure 24). Nevertheless, equity valuations have remained lower and subdued in other major 

banking markets. Notably, record high levels of equity and debt issuance in 2021 has boosted the rise in 

global investment banking fees that total almost USD 160 billion at end-December 2021, posting a 22% 

increase compared to full year 2020 and the strongest annual period for global investment banking fees 

since records began in 2000. The Americas contributed 53% of all fees generated globally with USD 84.7 

billion, a 26% increase compared to 2020 levels and the highest percentage since 2013. Powered by a 

10% increase in North Asia, total investment banking fees in the Asia-Pacific region and Japan total USD 

39.3 billion with a 12% uptick compared to 2020. 
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Figure 24. Rising equity valuations of US banks supported by record high investment banking fees 

Rising equity valuations of US banks, yet valuations 

remain lower and subdued in other major banking 

markets                                                                   

The record high levels of equity and debt issuance in 

2021 has boosted the rise in global investment 

banking fees

 

Note: The left chart shows price-to-book value ratios of banks by region calculated using Refinitiv bank equity regional benchmarks. The right 

chart shows global investment banking fees that are reported in the quarterly global investment banking review by Refinitiv. 

Source: Refinitiv, OECD calculations. 

Banks in the Asia-Pacific region are increasingly exposed to property-related risks (Fitch Ratings, 2021b), 

yet Asian banks benefit from relatively deep financial soundness (S&P Global Ratings, 2021f). The 

Australian and Japanese banks have the greatest exposure to property markets as real estate loans 

account for more than 35% to their total balance sheets (Figure 25). Also, real estate loans represent more 

than 25% of bank assets in Singapore and Korea. 

Figure 25. Asian banks property-related loans 

Banks’ exposure to the real estate sector is substantial in several Asian economies 

  

Note: The chart shows the share of real estate loans in total bank assets as of end 2020 in selected Asian banking markets including global 

comparisons to advanced and emerging markets. Figures have been calculated using a sample of 505 banks (i.e., 192 in advanced markets 

and 313 in emerging markets) listed in Refinitiv advanced and emerging bank equity benchmarks. Real estate loans includes residential and 

commercial loans. 

Source: Refinitiv, OECD calculations. 
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Asset-quality risks have been masked so far by forbearance and stimulus measures following the COVID-

19 crisis that have delayed impaired-loan recognition as reflected by relatively low non-performing loan 

ratios in most Asian banking markets (Figure 26). Exceptions are India (i.e., bank NPL ratio is the highest 

in the Asia-Pacific region and exceeds averages in advanced and emerging economies), Indonesia and 

the Philippines (i.e., NPL ratios have sharply increased in 2020 and 2021 in these jurisdictions). Asian 

banks also benefit from substantial loss-absorption buffers as regulatory capital ratios exceed the 8% Basel 

regulatory threshold and capital ratios have increased following the COVID-19 crisis in all major Asian 

banking markets. In addition, rising residential property prices have contributed to temporarily eased asset-

quality impairment risks from rising household debt. Risks from higher prices in New Zealand, Korea, and 

Singapore have been mitigated by macroprudential measures and property loan-to-value (LTV) ratios 

(Fitch Ratings, 2021b). Nevertheless, elevated indebtedness of households (including Australia; Korea; 

New Zealand; Hong Kong, China; Thailand and Malaysia) and non-financial corporates (including Hong 

Kong, China; China; Singapore; Korea; New Zealand and Malaysia) in several Asian banking markets 

make banks vulnerable to a steep or prolonged downturn from rising property exposure and prices (Figure 

27). In fact, rising household debt increases risks for banks as borrowers' debt-servicing capacity becomes 

more sensitive to economic factors, and a high reliance on property to collateralise loans exposes banks 

in a property market downturn. Also, elevated corporate leverage combined with substantial credit quality 

deterioration of corporate issuers in the Asia-Pacific region raises concerns when the rate transition would 

occur as leveraged borrowers may face substantial refinancing risk that could eventually trigger defaults. 

Banks are likely to experience much higher losses on speculative-rated corporate credit. In particular, 

downside risks are rising for Asian banks amid zero tolerance COVID policy implemented in several Asian 

advanced economies, low vaccination rates in Asian emerging economies that render them still more 

exposed and strained conditions in the Chinese property development sector with subsequent mixed 

economic prospects. 

Figure 26. Moderate levels of non-performing loans and substantial capital buffers in most major 
Asian banking systems 

Asian banks face relatively low levels of non-

performing loans as forbearance and stimulus 

measures have delayed impaired-loan recognition 

Asian banks also benefit from substantial loss-

absorption buffers

 

Note: These chart show non-performing loan ratios and total risk-weighted capital ratios in selected Asian banking markets including global 

comparisons to advanced and emerging markets. Figures have been calculated using a sample of 505 banks (i.e., 192 in advanced markets 

and 313 in emerging markets) listed in Refinitiv advanced and emerging bank equity benchmarks. 

Source: Refinitiv, OECD calculations. 
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Figure 27. Indebtedness of households and corporates in selected Asian and non-Asian advanced 
economies 

Elevated indebtedness of households renders 

borrowers' debt-servicing capacity more sensitive to 

economic factors                                                      

High corporate leverage combined with deteriorating 

credit quality makes banks vulnerable to losses

 

Note: These chart show total credit to households and corporates (including corporate bonds) in selected Asian and non-Asian advanced 

economies. Data are as of end first quarter of 2021. 

Source: BIS credit to the non-financial sector database, OECD calculations. 

The Chinese banking sector is increasingly vulnerable to rising non-performing loans amid elevated levels 

of indebtedness in the corporate sector and deepening erosion of firms’ profitability following the COVID-

19 crisis. In the years following the GFC, Chinese policymakers have supported a period of rapid economic 

growth that resulted in strong credit growth and was accompanied by a rise in financial vulnerabilities 

(Reserve Bank of Australia, 2021b). The stock of credit to the private sector has risen substantially over 

the last decade and has reached historically high levels in 2020 by exceeding 220% of GDP. If off-balance 

sheet lending were to be included, the total would be substantially higher. Nevertheless, Chinese monetary 

and regulatory authorities have taken a series of policy actions to address rising risks from the shadow 

banking sector over the recent years that has led to a substantial decline of the shadow financing stock 

since 2018 (Roulet, 2020). Against this backdrop, major concerns remain for Chinese banks because debt 

accumulation in the private non-financial sector, mainly driven by rising credit to corporates, has been 

concentrated in state-owned enterprises that were burdened by over-capacity (Fathom Consulting, 2017). 

Downside risks are rising given the strained conditions for several large Chinese real estate developers 

and more broadly due to the increasing share of loss-making firms in China that has reached an average 

peak of 25% at end-September 2021 (Figure 28). Looking ahead, while the significant recovery since the 

COVID-19 crisis has alleviated some risks, Chinese banks remain exposed to several types of shocks in 

an uncertain economic environment that could give rise to non-performing loans. Results from stress tests 

performed by the People’s Bank of China in December 2020 indicate that some medium and large banks 

could fall short of minimum capital requirements even under ‘mild scenarios’ (People’s Bank of China, 

2020). 
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Figure 28. Elevated levels of indebtedness in the Chinese private non-financial sector and the 
rising share of loss-making firms 

Credit to the private sector peaked in 2020 at 220% 

of GDP and could be substantially higher by including 

off-balance sheet lending                                         

The increasing share of loss-making firms in China 

could give rise to non-performing loans that may 

erode bank resilience

 

Note: The left chart shows total credit to households and corporates (including corporate bonds) and total shadow finacing in China expressed 

as a share of GDP. The shadow banking social financing index in Refinitiv tracks shadow banking activity in China that includes trusted loans, 

trust loans, and undiscounted bank acceptances. The right chart shows the average share across 28 Chinese provinces of firms that are reporting 

negative earnings in the total number of firms. 2021 data are as of end-September. 

Source: BIS credit to the non-financial sector database, Refinitiv, OECD calculations. 

Emerging Asian economies vulnerable to adverse spillover effects following 

monetary policy normalisation 

Most recent data on portfolio and other inflows from the OECD Monthly Capital Flow Dataset16 highlight a 

substantial deceleration of portfolio net inflows to emerging markets globally since the important rebound 

during fourth quarter of 2020 and until end-January 2021 (Figure 29). Nevertheless, portfolio net inflows in 

Asian emerging markets, including in China, have stagnated at slightly positive levels. Such weakening of 

capital inflows reflect investors’ concerns about the implications for emerging markets of tightening 

monetary conditions in major advanced markets and the possible reallocation of investment portfolios as 

a range for assets will become attractive in advanced markets. In the Asia region, portfolio flows show co-

movement in their exposure to common global shocks related to global monetary stances and COVID-19 

renewed containment measures in certain countries following the emergence of the Delta variant (Asian 

Development Bank, 2021b). 

                                                
16 Latest update available here: https://www.oecd.org/daf/inv/investment-policy/OECD-monthly-capital-flow-

dataset.xlsx  
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Figure 29. Deceleration in monthly capital net inflows in emerging markets as sentiment sours 

Deceleration of portfolio net inflows in Asian emerging markets amid expected monetary policy normalisation and 

COVID-19 renewed containment measures in certain countries 

 

Note: This chart shows monthly net portfolio (including debt and equity) and other capital (including bank loans deposits) inflows in emerging 

markets. The sample includes a maximum of 16 emerging economies for equity inflows and 19 emerging economies for debt inflows. 

Source: OECD Monthly Capital Flow dataset. 

As concerns resurfaced about a possible rerun of the 2013 “taper tantrum”, three main aspects have and 

will continue to prove crucial to mitigate heightened volatility. First, major central banks are communicating 

on their monetary policy decisions to ensure that market expectations are broadly aligned with the policy 

normalisation timeline. Second, sovereign bond yields have moderately risen in advanced economies from 

historically low levels and real sovereign bond yields remain negatively anchored in major advanced 

markets. Third, while sovereign debt levels have increased over the last decade in Asian emerging 

markets, in line with a global upward trend, sovereign debt-to-GDP ratios in emerging Asian markets in 

2020 are lower than the average ratio of advanced economies (Figure 30). Interestingly, sovereign debt-

to-GDP ratios in the Philippines, Thailand, Viet Nam, Bangladesh, Indonesia and Cambodia are lower than 

the global average of emerging economies. Nevertheless, fiscal deficits are deteriorating in most emerging 

Asian economies in part due to the important borrowing since the COVID-19 crisis, particularly in China, 

India, Thailand and the Philippines. In addition, fiscal policy is set to remain accommodative in 2021 and 

2022 in many regional economies, particularly in Viet Nam, Bangladesh, the Philippines, Cambodia and 

Laos, with tightening expected in 2022 and beyond. In many emerging Asian economies, budget balances 

are forecast to further decline or increase only slightly in 2021, thereby avoiding a substantial withdrawal 

of fiscal support given uncertain economic prospects. Against a backdrop of expected rising public 

spending and debt for some years, realistic projections of debt trajectories are crucial (Estefania Flores et 

al., 2021). Several episodes in history have proven that abrupt upticks in rollover costs may occur following 

a shift of market expectations (Chamon and Ostry, 2021), which emphasise the importance of building 

credible fiscal anchors and carefully consider levels of perceived debt distress. 
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Figure 30. Relatively low sovereign debt levels, yet deteriorating fiscal deficits in Asian emerging 
economies 

Lower sovereign debt-to-GDP ratios in major Asian 

emerging markets than averages in advanced and 

emerging economies                                      

Deteriorating fiscal deficits amid important borrowing 

since the COVID-19 crisis in major Asian emerging 

markets

 
Fiscal deficits expected to persist in 2021-2022 in major Asian emerging markets 

 

Note: The top left and right charts show sovereign debt-to-GDP ratios and sovereign debt issuance in billions of USD in selected Asian emerging 

economies respectively. The bottom chart shows sovereign fiscal deficit as a share of GDP. 

Source: OECD Sovereign Borrowing database, IMF World Economic Outlook database, Refinitiv, OECD calculations. 

Sovereign debt accumulation and gross financing needs will expose emerging Asian economies to abrupt 

changes in the risk appetite of investors. In fact, continued large borrowing needs combined with 

weakening global growth17 and logistical hurdles in procuring and distributing vaccines in some emerging 

Asian economies as well as the possible emergence of new variants may result in rising rollover ratios and 

refinancing risk for many sovereign in emerging economies (OECD, 2021c). These risks are compounded 

by the fact that 30% of the debt will be due over the next three years in several Asian emerging markets, 

including Pakistan, China, Mongolia, Bangladesh, the Philippines, Sri Lanka, Indonesia and Thailand 

                                                
17 Weakening economic conditions are also reflected by the decline in oil prices, flattening commodity prices and the 

decline in the US interest rate term premium during summer 2021. 
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(Figure 31). In addition, the credit quality of several sovereigns including Laos, Malaysia, Maldives, 

Seychelles and Sri Lanka has deteriorated substantially in 2020 following several waves of rating 

downgrades.18 Also, debt accumulation is increasing refinancing needs in nominal terms and subsequent 

high average auction sizes in emerging markets elevate potential vulnerability to market disruptions and 

other event risks. Amid persistent uncertainty, sovereigns facing relatively high levels of indebtedness, 

deteriorating fiscal balance, high redemption profile and/or relatively limited access to deep financial 

markets due to deteriorating issuer credit quality, are particularly vulnerable (i.e., China, the Philippines, 

Sri Lanka, India, Pakistan, Laos, Thailand, Bangladesh). Furthermore, interest expense on outstanding 

government debt have risen substantially over the last decade and stands at elevated levels particularly 

for sovereigns in middle and low income Asian economies. Therefore, increasing refinancing needs at 

higher cost with interest rates starting to rise are likely to raise concerns about already elevated debt 

servicing levels and implications for debt sustainability. Lastly, substantial outstanding amounts of 

sovereign debt denominated in foreign currency, mainly in Laos, Sri Lanka, Cambodia, Malaysia, Pakistan, 

Indonesia, Viet Nam and Thailand, may also raise concerns about debt cost affordability and refinancing 

risk following substantial currency depreciation and portfolio reallocation of international investors. 

Therefore, it would be prudent for public debt managers to prepare for higher interest rates by extending 

debt maturities where possible, especially for those with large foreign currency borrowing, and to prevent 

further accumulation of balance sheet mismatches. 

 

 

 

 

 

 

 

 

                                                
18 Information on sovereign rating downgrade in major emerging Asian economies has been sourced from Refinitiv 

considering Fitch long-term default issuer rating.  
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Figure 31. Redemption, interest expense and foreign currency denominated sovereign debt in 
emerging Asian economies 

More than 30% of current outstanding sovereign debt will be due over the next three years in many Asian emerging 

economies 

 
Elevated interest payment on outstanding 
government debt for sovereigns in middle and low 
income Asian economies                                

Elevated amounts of foreign currency sovereign debt 
raise refinancing risk and debt sustainability concerns 
following substantial currency depreciation

 

 

Note: The top chart shows redemptions of central government marketable debt in selected Asian emerging economies versus in advanced and 

emerging economies. Figures are calculated based on current USD amounts outstanding using the debt comparable application data. The 

bottom left chart shows the share of interest payment on sovereign debt in total repayment expense. The bottom right chart shows external debt 

as a share of GDP in 2020. 

Source: OECD Sovereign Borrowing database, World Bank, Refinitiv, OECD calculations. 

Crypto-asset valuations fuelled by investors’ search for yield, while poor 

evidence of inflation hedging 

The crypto-asset market is a rapidly growing alternative market, with evidence of potential 
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for digital assets and many financial institutions are setting up digital asset desks to service these client 

needs (OECD, forthcoming). Based on qualitative surveys of institutional investors, current ownership of 

digital assets has been growing on a year-to-year basis and is still largely dominated by the two leading 

crypto-assets, Bitcoin and Ethereum. In terms of geographic distribution, Asia records the fastest growing 

interest and/or adoption of digital assets by institutional investors. Investors surveyed who have an 

allocation to digital assets increased annually in all regions, with Asia reporting the highest adoption rate, 

with 71% of investors surveyed currently invested in digital assets (Figure 32). This is in line with the 

greater and earlier adoption of digitalisation in finance experienced in the Asian region (i.e., in China, 

32.7% of point-of-sale payments are made via mobile, double the United Kingdom at 15.3% and the United 

States at 15.0%). 

Figure 32. The rapid adoption of digital assets in Asia 

Asia records the fastest growing interest and/or 

adoption of digital assets by institutional investors 

Institutional investors ownership of digital assets 

dominated by Bitcoin and Ethereum

 

Note: Figures reported on these charts are based on a survey of 1,100 respondents. 

Source: Fidelity, OECD (forthcoming). 

The rapid growth of the crypto-asset markets has been attributed by at least some market participants to 

search for yield and inflation hedging. It appears that the search for yield in a low interest rate environment 

has been the main force attracting institutional investor participation in crypto-assets, similar to private 

investors, as a vehicle for speculation and for fear of missing out (OECD, forthcoming). Empirical evidence 

suggest that Bitcoin, and to a lesser extent Ethereum, do not portray the properties of an effective market 

hedging tool; the evolution of returns of both major crypto-assets have during the past six years been 

positively correlated with equity market trends (Figure 33). As for the effectivity of crypto-assets as inflation 

hedging tools, it is harder to make a definitive judgement, especially given the short time perspective we 

are examining and which was characterized by rather stable inflation expectations until recently (OECD, 

forthcoming). Yearly returns on crypto-assets demonstrated close to zero or weakly positive correlation 

with expectations of future price changes throughout this period (Figure 34). 
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Figure 33. Market capitalisation of crypto-assets, US equity market performance and inflation 
expectations 

The rapid growth of the crypto-asset markets has been attributed to a search for yield and inflation hedging, by some 

market participants 

 

Source: Refinitiv, OECD calculations, (OECD, forthcoming). 

Figure 34. Correlation between year-on-year returns of selected crypto-assets and financial asset 
as well as inflation expectations 

Bitcoin, and to a lesser extent Ethereum, do not portray the properties of an effective market hedging tool 

 

Note: This figure illustrates the correlation between the two major crypto currencies – Bitcoin and Ethereum and prominent market indicators. 

The colour of the circle represents the sign of the correlation and the size of the circle represents the magnitude of the correlation. Correlation 

coefficients with p value greater than 0.05 were left blank. Bitcoin and Ethereum are the year-on-year change of the exchange rates of the 

Bitcoin and Ethereum against the USD respectively; MSCI is the year-on-year change of the MSCI equity index for advanced and emerging 

economies; MSCI AC is the year-on-year change of the equity index for advanced economies; Inf Exp is the year-on-year change of the 5 years 

inflation expectation derived from the market price of interest rate swaps on USD; Gold is the year-on-year change of the Gold Fixing Price 3:00 

P.M. (London time) in London Bullion Market, based in U.S. Dollars, U.S. Dollars per Troy Ounce. Inf Exp level is the 5 years inflation expectation 

derived from the market price of interest rate swaps on USD sampled on end-of-month frequency. 

Source: OECD (forthcoming). 
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While banks' exposures to crypto-assets are currently limited, the continued growth and innovation in 

crypto-assets and related services, coupled with the heightened interest of some banks, could increase 

risks to the banking system in the absence of a specified prudential treatment. Investments in crypto-asset 

products by financial intermediaries and credit institutions should be subject to a strict prudential treatment 

that is aligned on the treatment of the holding of crypto-assets (OECD, 2022). In this context, the Basel 

Committee on Banking Supervision (BCBS) has published a consultation on the prudential treatment of 

banks’ exposures to crypto-assets (BCBS, 2021). Notably, exposure to a crypto-asset that provides 

equivalent economic functions and poses the same risks compared with a “traditional asset” would be 

subject to the same capital, liquidity and other requirements as the exposure to a traditional asset. In 

addition, the prudential treatment would account for any additional risks arising from crypto-asset 

exposures relative to traditional assets. This will eventually lead to a set of minimum standards that national 

regulators will need to implement for banks in their regulatory frameworks. In turn, banks would be subject 

to higher capital requirements for their exposures to crypto-assets that may reduce banks’ incentivises to 

invest in crypto-assets. 

Climate transition risks are challenging for corporate credit and market 

resilience, particularly in emerging markets 

Capital markets are gaining importance to help green the recovery by providing sources of funding to 

combat climate change and achieve broader social and sustainability-related goals. Global sustainable 

debt issuance during the first semester 2021 reached an all-time first half record and exceeds total 

issuance in 2020 (Figure 35). Focusing on sustainable bond markets in ASEAN+3, green bonds dominate 

in terms of issuance followed by social and sustainability bonds issuance. By geographies, China accounts 

for the majority share of outstanding green bonds in the ASEAN+3 (Figure 36). By type of issuers, 

corporates are the dominant issuers in the ASEAN+3 sustainable bond markets. 

Figure 35. The substantial expansion of sustainable debt finance in 2021 

Global sustainable debt issuance during the first 

semester 2021 has reach all-time first half record 

Green bonds dominate issuance followed by social 

and sustainability bonds issuance in the ASEAN+3

 

Note: The left chart shows issuance of sustainable bonds globally. The right charts shows issuance of sustainable bonds in the ASEAN+3. 

These charts only shows data reported during the first semester of 2021. 

Source: Refinitiv, AsianBondsOnline, OECD calculations. 
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Figure 36. Asian sustainable bond markets are dominated by Chinese and corporate issuers 

China accounts for the majority share of outstanding 

green bonds in the ASEAN+3                            

Corporates are the dominant issuers in the ASEAN+3 

sustainable bond markets

 

Note: The left chart shows the geographical breakdown of outstanding green bonds in the ASEAN+3 as of end-September 2021. The right chart 

shows the sectoral breakdown of outstanding sustainable bonds by type in the ASEAN+3 as of end-September 2021. 

Source: AsianBondsOnline, OECD calculations. 

The COVID-19 pandemic has exacerbated the notably financing gap especially in the developing world as 

funds are needed to help economies, communities, and people weather impacts of the COVID-19 crisis 

and as they look to build back better (Asian Development Bank, 2021a). This has created an opportunity 

for sustainable bonds to bridge the financing gap and address underlying social and environmental issues 

to promote more inclusive and sustainable economic development. According to BlackRock (2021), 

emerging economies account for 35% of global carbon emissions excluding China (and emerging Asian 

economies excluding China represent 12% of global CO2 emissions and 35% of CO2 emissions by 

emerging economies)19 but they lack of capital to fund it. Estimates from BlackRock suggest that the net-

zero transition by 2050 will require an average annual investment globally of nearly USD 4 trillion between 

2026 and 2030, and at least USD 1 trillion in emerging economies. Considering actual investments in the 

renewable energy sector, only USD 1 trillion has been invested globally between 2016 and 2020, and more 

than six times current investments would be needed in emerging economies. To avert the catastrophic 

effects of climate change, policies for country-level climate and decarbonisation strategies and dedicated 

financial instruments are needed to support funding allocation toward greener and more inclusive sectors 

(IMF, 2021c). In addition to carbon pricing, a variety of different instruments could be used to achieve a 

significant reduction in global CO2 emissions (Dabla-Norris et al., 2021). These would include regulations, 

feebates,20 and sector-specific instruments (such as a coal tax) to help internalise political economy 

                                                
19 Figures are based on the BP Statistical Review of World Energy database (2020). Data of CO2 emissions in million 

tonnes are available for the following emerging Asian economies: Bangladesh, India, Indonesia, Malaysia, Pakistan, 

the Philippines, Sri Lanka, Thailand and Viet Nam. 

20 A feebate is an incentive policy that encourages the continuous improvement to automobile fuel economy and 

greenhouse gas emissions by providing incentives for manufacturers to build more efficient vehicles and rewarding 

consumers who purchase more efficient vehicles. 
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imperatives (Furceri, et al., 2021). While sustainable bond markets could help to mobilise private capital 

and promote risk-sharing and portfolio diversification, there are concerns that the lack of consistency and 

comparability of existing sustainability-labelled and ESG products, as well as the data and information that 

feeds into such products, could distort asset prices and available financing resources (Boffo et al., 2020; 

ESMA, 2021; OECD, 2021b and 2021f). In attributing characteristics such as “green”, “social” or “climate 

transition” to debt instruments, these labels not only provide a signal to investors but can also act as a 

catalyst to attract more financial resources.21 More transparency and interoperability of such products and 

related methodologies would help ensure that these investments fully correspond to investor preferences, 

and expectations in terms of impact or exclusions. 

Recent extreme physical climate events globally have shown how climate change is impacting the natural 

environment and how it may create risks for corporates, financial intermediaries and economic growth 

prospects. In particular, levels of physical and transition risks can vary dramatically between firms 

depending on their geographical location and economic sector (ECB, 2021a). According to Moody’s 

(2021a), firms with facilities in South East Asia, the Middle East, and the Caribbean, areas with high 

exposures to warming-related climate and weather events, will have relatively high physical risk. Firms in 

industrial sectors such as coal, oil and gas, and electricity generation, which are highly exposed to carbon 

transition, will have relatively high transition risk. Therefore, firms are likely to suffer from direct damages 

to their physical assets or disruption to their business models due to weather and climate events. 

Therefore, concerns are rising about the credit quality deterioration of leveraged corporates which are likely 

to be impacted by climate physical and transition risks (S&P Global Market Intelligence, 2020). 

Deteriorating financial soundness may trigger rating downgrades that could lead to a repricing of debt risk 

premia and a subsequent rise in borrowing costs and refinancing risk. In addition, the value of collateral, 

including corporate loans and commercial real estate backing CLOs or CMBS, is likely to depreciate due 

to significant damages following extreme climate events. Therefore, financial intermediaries, including 

banks, institutional investors and other private investors, with exposure to these firms would need to better 

understand and carefully measure climate-related risks during loan origination, monitoring, asset 

allocation, stress-testing, and disclosure, to strengthen their loss absorption capacities and resilience. 

                                                
21 According to Fitch Ratings (2021a), the categorisation of money market funds (MMFs) under the European Union’s 

Sustainable Finance Disclosure Regulation (SFDR) may affect flows for all types of MMFs depending on investors’ 

investment preferences for ESG assets and their willingness to allocate or reallocate part of their portfolios to ESG 

focused funds. 
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