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This issue of Nomura Journal of Asian Capital Markets features articles from experts on a
wide range of themes involving financial and capital markets in Asia.

Eiichi Sekine, Managing Director in the Beijing Representative Office of Nomura
Institute of Capital Markets Research (NICMR), discusses the current status of RMB in-
ternationalization. RMB-denominated trade settlements increased sharply in 2022 to a
record high, with policy support and deregulation as key factors. Initiatives such as the
expansion of RMB-denominated transactions between mainland China and Hong Kong
are also promoting the internationalization of the RMB.

Dr. Marjan Muhammad, Senior Research Fellow at INCEIF University, presents Is-
lamic fintech as a means to accelerate financial inclusion in Malaysia. The government
and financial authorities have put in place various frameworks to promote fintech and
digitalization that are the key enablers for an inclusive financial system. Backed by such
initiatives, individuals’ and micro-, small and medium-sized enterprises’ access to finan-
cial services through digital channels is improving.

Dr. Woo Jun Jie, Senior Research Fellow at the Institute of Policy Studies, discusses
the digital assets space in Singapore, focusing on regulatory trends. Against a backdrop of
negative events surrounding cryptocurrencies, the financial regulator has become more
cautious about retail investors’ cryptocurrency investments, while aiming to make Singa-
pore a hub for digital assets under an appropriate regulatory approach.

Yohei Kitano, Senior Analyst at NICMR in Singapore, writes about carbon credit
trading in Singapore. Singapore, having already established itself as a hub for commodity
trading in Asia, is now aiming to be a regional hub for carbon services. In 2021, Climate
Impact X was established under public-private cooperation as the new international car-
bon credit exchange, bringing carbon credit trading in Singapore into greater focus.

This issue of the journal also includes a summary report on the Asian Capital Mar-
kets Roundtable held by the Nomura Foundation in February 2023. Financial and capital
market experts from Indonesia, Malaysia, the Philippines, Singapore, Thailand, and Japan
participated in panel discussions on The Role of Infrastructure Financing and ESG Ac-
tivities by Capital Markets to Promote Sustainable Growth, The Potential of Fintech and
Financial Innovation in Capital Markets for Asian Economies and Society, and The Impor-
tance of Pension Systems and Asset Management in Preparing for Population Aging in the
Region.
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RMB-Denominated Trade Settlements
Increased Sharply in 2022

—Current Status of RMB Internationalization—

Record High Cross-
Border Payments
Denominated in RMB

he People’s Bank of China (PBOC)
released its China Monetary Poli-
cy Report Q4 2022 on February 24,
2023. The report provides the latest evi-
dence that RMB’s internationalization is
progressing, with cross-border RMB set-
tlements increasing to RMB42.1 trillion in
2022, the highest level since China lifted its
ban on RMB trade settlements in July 2009
(Table 1). In addition, RMB-denominated
settlements accounted for 49% of China’s
total annual cross-border settlements de-
nominated in both RMB and foreign cur-
rencies, the highest ratio on record.
RMB-denominated settlements un-
der China’s current account, which in-
cludes settlements for trade in goods and
services as well as income and current
transfers increased 32.0% year-on-year in
2022 to a record high of RMB10.5 trillion.
Cross-border settlements under the capi-
tal account, which includes direct invest-
ments, securities investments, and other
investments, also reached a new high in
2022, totaling RMB31.6 trillion, although
a detailed breakdown was not available

Table 1: RMB-Denominated Cross-Border Settlement Amounts

unit: RMB trillion

T e e

197 284 366 421

Total for RMB settlements — 121 15.9

(Year-on-year growth rate) -

(Share of total cross-border settlements) | 23.
Current account transactions 66 72 52 44 51 60 68 80 105

(Year-on-year growth rate)

Goods 64 41 33 37 42 48 58 79
Services 06 08 10 09 11
07 08 1.1 2.6
Income & current transfers 05 07 08 10 10
Capital account transactions 10.8 136 216 287 316

pe—— uwmmmmmmm
(Share of all capital account transactions) - 47.9% | 56.8% | 66.0% 96.5% --

6%

Direct investments 1.0 25 16 27 5.8 —
Securities investments — 03 02 19 64 95 165 212 —
Other investments — — — 13 1.7 13 13 1.6 —

Notes: 1. Growth rates and percentages are as reported in the PBOC statistics or calculated by the author if not includ-
ed in PBOC statistics.
2. RMB share of all capital transactions is calculated by the author.
3. RMB share of current account settlements in 2014-2016 is for trade in goods only.
4. Securities investments in 2015 and 2016 refer to Stock Connect transactions only.
Source: Nomura Institute of Capital Markets Research, based on the PBOC's annual “RMB Internationalization Report”
and its China Monetary Policy Report Q4 2022
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at the time of this writing. This article dis-
cusses the progress of RMB international-
ization in 2022, based on information ob-
tained from published materials available
as of May 2023.

Trends in RMB-
Denominated Trade
Settlements in 2022

RMB-denominated settlements account-
ing for larger share of China’s trade

As noted above, China lifted its ban

on RMB-denominated trade settlements in
July 2009. After totaling RMB3.58 billion in
2019, RMB-denominated trade settlements
rose steadily to an initial peak of RMB7.23
trillion in 2015, when the RMB was first
included in the basket of currencies that
determines the value of the International
Monetary Fund’s (IMF) Special Drawing
Rights (SDRs). RMB-denominated settle-
ments accounted for 25.0% of China’s total
trade in 2015.

Fast-forwarding to 2022, RMB-de-
nominated trade settlements on a quar-
terly basis totaled RMB2.07 trillion in Jan-
uary-March (21.9% of China’s trade during
the quarter), RMB2.51 trillion in April-June
(24.3%), RMB2.92 trillion in July-Septem-
ber (25.9%), and RMB3.01 trillion in Octo-
ber-December (27.3%). As this data shows,
RMB-denominated settlement is on the
rise in terms of both absolute value and

share of China’s total trade (Figure 1).

Turning to the global foreign ex-
change market turnover statistics released
by the Society for Worldwide Interbank
Financial Telecommunication (SWIFT),
RMB’s share has been rising recently, from
1.78% in February 2022 to 4.72% in April
2023 (Figure 2). That 4.72% figure ranks
RMB as third among major currencies
used in trade finance, with the USD first at
83.95% and the EUR second at 6.54%. The
JPY is fourth at 1.41%.

Factors behind the increase in RMB-de-
nominated trade settlements

* RMB internationalization as an eco-
nomic stimulus

No detailed analyses of the increase

in RMB-denominated trade settlements in

2022 are yet available in the Chinese-lan-

guage literature, partly due to statistical

Figure 1: RMB-Denominated Trade Settlement Amount and Share of China’s Total Trade (Flow)
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Figure 2: RMB’s Share as Global Currency in Trade Finance Market
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Source: Nomura Institute of Capital Markets Research, based on SWIFT data

constraints. However, several possible fac-
tors for the increase are worth examining.
One is support from government policy,
as indicated in notifications and guidance
given to enterprises and banks.

Among finance-related economic
measures implemented by the Chinese
government in 2022, the PBOC and the
State Administration of Foreign Exchange
(SAFE) issued the Notice on Strengthening
Financial Services for COVID-19 Contain-
ment and Socio-Economic Development,
on April 18, 2022.! This notice consists of
23 articles, including the following two
articles indicating support for companies’
exports and foreign exchange risk hedging
that also contribute to RMB international-
ization.

(Article 16) Step up facilitation for trade:

*  We will expand the policy for fa-
cilitating trade-related foreign ex-
change payments and receipts of
quality enterprises nationwide,
steadily carry out the pilot programs
for a higher-level facilitation of RMB
settlement for trade and investment,
and encourage banks to incorpo-
rate more quality small and medi-
um-sized enterprises (SMEs) into the
coverage of the facilitation policies.

(Article 18) Improve exchange-rate risk
management service for enterprises:
* Financial institutions should
promptly meet the needs of foreign
trade enterprises and other market

entities for hedging exchange-rate
risks, support enterprises to expand
cross-border RMB settlement, im-
prove management of and services
for foreign exchange derivatives,
and reduce enterprises’ costs for
hedging risks.

In a follow up to the 23-article no-
tification, the PBOC issued the Notice of
the People’s Bank of China on Supporting
Cross-Border RMB Settlement for New Busi-
ness Forms of Foreign Trade on June 20,
2022. This notice instructs domestic com-
mercial banks to accept and recommend
RMB-denominated trade settlements not
only from commercial banks but also from
non-banking payment institutions that
have obtained internet payment business
permits and from other qualified clearing
institutions in order to promote trade by
individuals and micro-enterprises.

* RMB internationalization under the
framework of an economic partner-
ship agreement

The Regional Comprehensive Eco-
nomic Partnership (RCEP) Agreement is

a large-scale free trade agreement signed

by 15 Asia-Pacific nations, including Japan
and China, that account for about 30% of
the world’s population, global Gross Do-
mestic Product (GDP), and global trade.
With the RCEP Agreement scheduled to
come into effect for the first 10 ratifying
countries on January 1, 2022, the Stand-
ing Committee of the State Council of the
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People’s Republic of China (executive cab-
inet of China’s government) decided on a
policy at its December 23, 2021, meeting
for steadily implementing the RCEP Agree-
ment to promote the development of Chi-
na’s trade and investment and the upgrad-
ing of domestic industry.

On January 24, 2022, China’s Min-
istry of Commerce and five other gov-
ernment ministries, including the PBOC,
announced the Guiding Opinions on the
High-Quality Implementation of the RCEP.?
The Guiding Opinions’ key tasks in the area
of financial support include “Improve the
role of RMB settlement in supporting the
development of trade and investment.”
The PBOC is tasked with overseeing the
following specific measures to realize that
goal.

* Promote the use of RMB settlements
in trade and investment activities in
the RCEP region, help market play-
ersreduce exchange costs, and avoid
exchange rate fluctuation risks.

* Continue to optimize policy arrange-
ments and infrastructure construc-
tion to provide a good institutional
environment for the cross-border
use of RMB.

* Guide financial institutions to im-
prove their financial services, sup-
port financial institutions in inno-
vating RMB trading, investment,
and hedging products, and provide



market players with convenient and
efficient cross-border RMB financial
products and services.

* Deregulation initiatives

On April 28, 2022, the Shanghai Se-
curities News introduced Shenzhen City
efforts related to the pilot test to enhance
the convenience of cross-border RMB pay-
ments. In June 2020, under the Guangdong
Pilot Free Trade Zone (FTZ), the geograph-
ical scope of the test was expanded from
the Qianhai-Shekou area to the entire city
of Shenzhen, and transaction screening
was shifted from pre-screening of each
payment to inspections of sample post-pay-
ments by designated blue-chip companies.
Under the pre-screening system, external
payments required the submission of a
large number of materials, such as remit-
tance application forms, contracts and
receipts, customs declaration forms, etc.,
and the contents of major transactions
were examined one by one. The shift to in-
spections of post-payment samples greatly
simplified business processes and reduced
average processing time for the applicant
company to one-third the time required
under the pre-screening system.

e Impact from trade structure
The above policy support for and
deregulation of RMB-denominated trade

settlements may have promoted changes
in China’s trade structure in 2022.

According to data released by Gen-
eral Administration of Customs China
(GACO) on January 13, 2023, China’s total
trade value in 2022 increased 4.4% year-
on-year to USD6,309.6 billion, with exports
expanding 7.0% to USD3,593.6 billion and
imports rising 1.1% to USD2,716.0 billion,
record highs for both exports and imports.
A GACC spokesperson stated that China’s
share of exports in the global market in
2022 was 14.7%, maintaining China’s po-
sition as the world’s largest exporter for
the 14th consecutive year. The total value
of China’s trade in RMB terms increased
7.7% year-on-year, with the export value
up 10.5% and import value up 4.3%.

As for RMB-denominated trade, it
may have become easier for Chinese im-
porters to win acceptance of RMB-denom-
inated transactions and settlements in the
resource sector, where domestic demand
conditions increased Chinese importers’
bargaining power with trade partner
countries seeking to expand exports to
China. According to statistics released by
China’s National Bureau of Statistics on
February 28, 2023, soaring global com-
modity prices pushed up the import val-
ues for such items as soybeans, crude oil,
natural gas, and coal, despite decreased
import volumes. For example, the value

of crude oil imports in 2022 amounted to
RMB243.5 billion, up 45.9% year-on-year.
Looking at major trade trends by country
and region, strengthened China-Russia
relations, which have come into greater
focus owing to the current international
situation, contributed to China’s exports
to Russia expanding 17.5% year-on-year to
RMB512.3 hillion, accounting for 2.1% of
China’s total exports, while imports from
Russia increased 48.6% to RMB763.8 bil-
lion, 4.2% of China’s total imports.

Developments Related
to Promotion of RMB
Internationalization
since 2022

Measures to expand RMB-denominated
transactions between mainland China
and Hong Kong

* Hong Kong as the main hub for RMB-
denominated cross-border settle-
ments

RMB-denominated cross-border set-
tlements in 2022 totaled RMB42.1 trillion,

RMB-Denominated Trade Settlements Increased Sharply in 2022 -Current Status of RMB Internationalization- | 7
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of which current account transactions ac-
counted for RMB10.5 trillion, or 24.9% of
the total, and capital account transactions
accounted for RMB31.6 trillion, 75.1% of
the total.

At the time of this writing, RMB-de-
nominated settlements’ share of all
cross-border current account transactions
and capital account transactions has not
been disclosed. However, the data for 2021
(Table 1 above) included in the PBOC’s
2022 RMB Internationalization Report
show that RMB-denominated cross-bor-
der settlements totaled RMB36.6 trillion,
of which current account transactions ac-
counted for RMBS trillion, 17.3% of all Chi-
na cross-border transactions on its current
account, while RMB-denominated capital
account transactions of RMB28.7 trillion
accounted for 91.6% all cross-border trans-
actions on China’s capital account. The
geographical distribution of cross-border
RMB settlements with mainland China re-
veal that Hong Kong accounted for 48.6%
of all RMB-denominated cross-border set-
tlements in 2021, followed by Singapore
(11.3%), the United Kingdom (5.4%), and
Macau (3.9%). Other than current account
transactions, securities investment in
mainland China via Hong Kong (qualified
investors, Stock Connect, and Bond Con-
nect) contributed significantly to the in-
crease in RMB-denominated settlements.

* Two new Connect channels

The promotion of RMB interna-
tionalization via Hong Kong has included
several key developments since 2022. For
starters, two new Connect channels were
established in 2022, the 25" anniversary
of Hong Kong’s return to mainland China
(July 1, 2022).

The first new channel is ex-
change-traded fund (ETF) Connect, a mu-
tual market access program for trading
ETFs in mainland China and Hong Kong.
ETF Connect allows Hong Kong qualified
investors and brokers to buy and sell 83
ETFs listed in mainland China and main-
land investors to buy and sell four Hong
Kong-listed ETFs. Trading via the ETF Con-
nect began on July 4, 2022.

The second new channel, an-
nounced on July 4, 2022, is Swap Connect,
a mutual market access program for trad-
ing derivatives. In its initial stage, Swap
Connect will enable trading of interest rate
swaps in mainland China from the Hong
Kong side in the so-called “Northbound”
route. Regulations governing trading on
Swap Connect were announced on May
5, 2023, by the PBOC, the Hong Kong Se-
curities and Futures Commission, and the

Hong Kong Monetary Authority. Trading
began on May 15, 2023.

e Strengthening the RMB-denominated
securities trading platforms

During 2022, several new measures
to strengthen platforms for RMB-denom-
inated securities trading via Hong Kong
were announced. On September 2, 2022,
the China Securities Regulatory Commis-
sion (CSRC) announced the following three
measures aimed at deepening mutual
stock market access between mainland
China and Hong Kong and further promot-
ing RMB internationalization: (1) expan-
sion of the range of stocks eligible under
the Stock Connect channels for trading
between mainland China and Hong Kong
by including foreign companies prima-
ry-listed in Hong Kong and a wider range
of companies listed on the Shanghai and
Shenzhen markets (implemented from
March 13, 2023); (2) establishment of an
RMB-denominated stock trading platform
in Hong Kong to support RMB internation-
alization; and (3) the introduction of cen-
tral government bond futures trading in
Hong Kong to accelerate the opening of the
government bond futures market to both
domestic and overseas investors.

Revision of currency weights in IMF’s
SDR currency basket

* RMB’s weight raised from 10.92% to
12.28%

On May 14, 2022, the IMF announced
the result of its latest quinquennial review
of weightings in the basket of currencies
that make up its SDRs.

On November 30, 2015, the IMF Ex-
ecutive Board decided to include the RMB
as a constituent of its SDR currency basket
and set new weightings for currencies in
the basket as follows: USD 41.73%, EUR
30.93%, RMB 10.92%, JPY 8.33%, and GBP
8.09%, making the RMB the third largest
currency in the basket (Figure 3).® The tim-
ing of the IMF’s next quinquennial review
was delayed by the COVID-19 pandemic,
but on May 14, 2022, the IMF Executive
Board announced the results of its review
of SDR basket weightings as follows: USD
43.38%, EUR 29.31%, RMB 12.28%, JPY
7.59%, and GBP 7.44%. The updated bas-
ket weightings went into effect on August
1,2022.4

* PBOC statement

On May 15, the day after the IMF’s
announcement, the PBOC issued a press
release reporting the results of the IMF’s
review of SDR currency weightings and
indicated its intention to continue work-
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ing together with other financial supervi-
sory and regulatory authorities to “push
forward the opening-up of the Chinese
financial market.” Specific opening-up
measures mentioned in the PBOC release
included (1) simplifying the procedures
for foreign investors to invest in the Chi-
nese market, (2) enlarging the universe of
investable assets, (3) extending the inter-
bank foreign exchange market’s trading
hours, and (4) improving data disclosures.

These measures indicate that the
PBOC was conscious of the statement in
the IMF release that “Directors broadly ac-
knowledged the progress made on finan-
cial market reforms in China, while calling
for additional efforts to further open and
deepen the onshore RMB market, with
some Directors also stressing the need to
further enhance data transparency.” Ac-
cordingly, later that same month on May
27, the PBOC, the CSRC, and SATE, released
a joint announcement outlining matters
related to facilitating investment in Chi-
na’s bond market by overseas institutional
investors.

Changed wording in reference to RMB
internationalization

* New policy approach revealed in Re-
port to the 20th National Congress of
the Communist Party of China

Not long after the IMF revised its
SDR currency weightings and China eased
restrictions on RMB-denominated trans-
actions in May 2022, the PBOC released
its China Monetary Policy Report for Q2
2022 on August 10, 2022. In this report, the
PBOC stated that it would (1) “continue to
advance RMB internationalization stably
and prudently” and (2) “steadily move
ahead with the convertibility of the RMB
under the capital account.”

However, in President Xi Jinping’s
Report to the 20th National Congress of the
Communist Party of China held in October
2022, the reference to RMB international-
ization was “promote the internationaliza-
tion of the RMB in an orderly way,” chang-
ing the previous wording from “stably” to
“orderly.” Some researchers have inter-
preted this change in wording to mean
that the Chinese government intends to
accelerate its efforts to realize RMB inter-
nationalization by strengthening indepen-
dent and systematic efforts (Tu Yonghong,
Deputy Director at the International Mon-
etary Institute at Renmin University of
China).

* Foreign exchange trading hours ex-
tended
In line with this new RMB interna-



Figure 3: SDR Currency Basket Composition

[2010]

[2015]

RMB,
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Source: Nomura Institute of Capital Markets Research, based on IMF materials

tionalization policy approach, trading
hours at the Shanghai Foreign Exchange
Market have been extended from 9:30
a.m. to 11:30 p.m. local time to 3 a.m. the
next day, since January 3, 2023. As this ex-
tension aims to increase the convenience
of transactions with investors in different
time zones in Europe and the United States
and enhance the attractiveness of invest-
ing in RMB-denominated assets, it may
be said to be a response to the aforemen-
tioned IMF advice.

Looking Ahead

According to SAFE, RMB-denominated
settlements accounted for 48.6% of all
cross-border settlements by non-banking
sectors (companies, individuals, and non-
banks) in March 2023, exceeding the share
of USD-denominated settlements (46.7%)
for the first time. Looking forward, the fol-
lowing recent developments may be con-
sidered factors that will further increase
cross-border RMB settlements.

First, China and Brazil agreed on
March 30, 2022, to abandon the USD as

an intermediary currency and settle all
bilateral trade and financial transactions
using the RMB and Brazil’s real. Earlier, in
February 2023, the two countries’ central
banks agreed to establish an RMB clearing
bank in Brazil. In addition, during his visit
to the New Development Bank® in Shang-
hai on April 13, 2023, Brazilian President
Luiz Inacio Lula da Silva urged the BRICS
nations to make international payments in
their own currencies.

Second, Argentina announced on
April 26, 2023, that it would shift payments
on its imports from China from the USD
to the RMB. As a result, Argentina is now
making payments in RMB equivalent to
USD1.04 billion in April and about USD790
million a month from May. The Argentine
government’s decision is a response to the
depreciation of the Argentine peso and
capital outflows.

Third, on March 28, 2023, China Na-
tional Offshore Oil Corporation (CNOOC)
and French oil giant TotalEnergies SE
completed the first RMB-denominated
settlement of a purchase of liquefied nat-
ural gas (LNG) through the Shanghai Pe-
troleum and Natural Gas Exchange (SHP-
GX, established in March 2015). CNOOC
purchased about 65,000 tons of LNG pro-
duced in the United Arab Emirates. The
CNOOC-TotalEnergies transaction was the
first concrete result following President Xi
Jinping’s advocacy at the first China-Gulf
Cooperation Council (GCC) Summit held
Riyadh, Saudi Arabia on December 9, 2022,

[2022]

RMB,

usD,
12.28%

43.38%

EUR,
29.31%

for making full use of the functions of the
SHPGX to promote RMB-denominated set-
tlements for oil and natural gas trades. In
the future, SHPGX plans to cooperate with
China’s Cross-Border Interbank Payments
System (CIPS), Chinese and foreign finan-
cial institutions, and other interested par-
ties to establish a safe, stable, and highly
efficient cross-border RMB-denominated
settlement system for oil and other prod-
ucts.

There are two types of RMB interna-
tionalization that perhaps should be con-
sidered separately. The first is RMB inter-
nationalization related to increasing the
ratio of RMB settlements in China’s trans-
actions with external entities. The second
is the promotion of the RMB as an inter-
national currency widely used in trans-
actions involving third-country entities.
Under the new RMB internationalization
policy approach implemented since Chi-
na’s 20th National Congress, deregulation
and promotional measures to increase the
use of the RMB in China’s transactions with
other countries are steadily advancing.
Under the PBOC’s RMB-denominated bilat-
eral currency swap agreements with other
countries’ central banks, the outstanding
balance of RMB withdrawn by other coun-
tries’ central banks totaled RMB109.085
billion as of the end of March 2023, up
RMB20.0 billion from the end of 2022 and
the second largest quarterly increase on
record. The PBOC does not disclose RMB
amounts used by other countries, but it

RMB-Denominated Trade Settlements Increased Sharply in 2022 -Current Status of RMB Internationalization- | 9
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has suggested that central banks in other
countries have increased their use of RMB
withdrawals to settle trade and investment
transactions with China. As for the second
type of RMB internationalization, the in-
ternational situation that has emerged
since February 2022 has led some coun-
tries, especially emerging economies, to
begin reducing their dependence on the
USD in foreign exchange transactions. This
so-called “de-dollarization” trend is focus-
ing greater attention on what role China’s
RMB might play in international financial
markets in the future.

Notes

1 PBOC, Notice on Strengthening Financial
Services for COVID-19 Containment and So-
cio-Economic Development, April 18, 2022.

2 China Ministry of Commerce, PBOC, et al,
Guidance from 6 departments including the
Ministry of Commerce on high-quality im-
plementation of the Regional Comprehensive
Economic Partnership Agreement (RCEP),
January 24, 2022.

3 Responding to the global financial crisis
that started in September 2008, then-PBOC
Governor Zhou Xiaochuan pointed out the
inadequacies of the international monetary
system that used a specific national curren-
cy as a global reserve currency (key curren-
cy) with the U.S. dollar in mind, in a paper
titled “Reform the International Monetary
System” published on March 23, 2009. In this
paper, Zhou proposed the creation of a so-
called “super-sovereign reserve currency”
as “an international reserve currency that
is disconnected from individual nations”
and suggested that the IMF’s SDR should be
assigned a greater role as a reserve curren-
cy. This proposal became the driving force
behind the IMF’s inclusion of the RMB as an
SDR basket currency and propelled the in-
ternationalization of the RMB to promote its
inclusion in the basket.

4 IMF, “IMF Executive Board Concludes Quin-
quennial SDR Valuation Review and Deter-
mines New Currency Weights for SDR Valua-
tion Basket,” May 14, 2022.

5 PBOC, “IMF Executive Board concludes SDR
valuation review,” May 15, 2022.

6 The New Development Bank is an interna-
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tional development financial institution es-
tablished in July 2015 by the five BRICS na-
tions—Brazil, Russia, India, China and South
Africa.
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Islamic Fintech: Accelerating the Financial
Inclusion Agenda in Malaysia

Introduction

inancial technology (fintech) re-
fers to the application of technol-

ogy—software, algorithms and
even hardware—to traditional financial
services to save time, optimise cost, and
enhance efficiency and user experience.
Fintech applications, which include dig-
ital payment, internet and mobile bank-
ing, peer-to-peer (P2P) financing, equity
crowdfunding (ECF), robo-advisory, digital
asset exchanges, insuretech, and e-ser-
vices have provided innovative solutions
to various stakeholders, either the sur-
plus units (i.e., investors who have excess
funds) or deficit units (i.e., parties who
need funds). Islamic fintech, on the other
hand, refers to the use of technology to de-
liver financial services and solutions that
comply with the Shariah principles and
requirements, promote the well-being of
mankind, and integrate ethical elements
to attain fairness and justice. Figure 1 pres-
ents a comprehensive picture of the Islam-
ic fintech framework.

According to the Global Islamic Fin-
tech Report 2022, Islamic fintech transac-

tions in the Organisation of Islamic Coop-
eration’s (OIC) member countries stood at
about USD79 billion in 2021, representing
0.8% of global fintech transaction volume.
The five largest markets in terms of trans-
actions are Saudi Arabia, Iran, the United
Arab Emirates, Malaysia, and Indonesia.
The Islamic fintech market is forecasted to
grow at a cumulative average growth rate
(CAGR) of 17.9% to reach USD179 hillion
by 2026.

Malaysia is a global hub of Islamic
finance with Islamic financing assets of
RM974.1 bhillion (USD216.5 billion) and Is-
lamic deposits and investment accounts
of RM1,058.6 billion (USD235.2 billion)
that accounted for 44.5% and 41.6%, re-
spectively, of the market share in 2022—as
reported by Bank Negara Malaysia (BNM,
2023a). As such, the country capitalises on
fintech to accelerate and democratise the
accessibility of Islamic financial products
and services to less fortunate segments of
society. The Global Islamic Fintech (GIFT)
Index 2022 ranked Malaysia at the top of
the five countries with the most conducive
Islamic fintech ecosystems worldwide for
two consecutive years (2020 and 2021). Ac-
cordingly, this article showcases how the
Islamic fintech market in Malaysia has pro-
gressed to accelerate the national agenda
of financial inclusivity and sustainability.

Government Policy
and Blueprint on
Digitalisation and
Financial Inclusion

Malaysia has launched several policies,
strategic plans, and frameworks to en-
hance financial inclusion and digitalisa-
tion efforts in the country, at both the
government and regulatory levels, as cap-
tured in Figure 2.

In line with the Financial Sector
Blueprint (2011-2020), Bank Negara Ma-
laysia (BNM) formulated the first Financial
Inclusion Framework (2011-2020), which
outlined four broad strategies (i.e., inno-
vative channels, innovative products and
services, effective financial institutions
and infrastructure, and well informed
and responsible consumers) along with
four corresponding desired outcomes (i.e.,
convenient accessibility, high take-up, re-
sponsible usage, and high satisfaction), to
achieve an inclusive financial system that
serves all members of society including
the underserved. In 2017, BNM revisited
the strategies of the framework and hence
introduced six game changers, focusing
on establishing greater collaboration and
consumer empowerment to accelerate the
progress of financial inclusion.

Islamic Fintech: Accelerating the Financial Inclusion Agenda in Malaysia | 11



Figure 1: The Islamic Fintech Framework
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Figure 2: Malaysia’s Key Policies, Strategic Plans, and Frameworks on Financial Inclusion and Digitalisation

Policies and Strategic Plans Frameworks and Guidelines
(Government and Regulators) (Regulators)

1. New Economic Model and Economic Transformation 1. Financial Inclusion Framework
Programme (2010) (2011-2022; 2023-2026)
2. Shared Prosperity Vision 2030 2. Guidelines on Recognized Markets
3. 12" Malaysia Plan (2021-2025) (2015, Revised 2023)
4. Malaysia Digital Economy Blueprint (MyDigital) (2021) 3. Digital Investment Management Frame-
5. Public Sector Digitalization Strategic Plan (2022-2025) work (2017)
4. Guidelines on Digital Assets
(2020, Revised 2022)

5. Licensing Framework for Digital Banks
(2020)

6. Licensing Framework for Digital Insurers
and Takaful Operators (2022)-Draft

6. Financial Technology Regulatory Sand-
box Framework (2023)-Draft

Government

1. Financial Sector Blueprint (2011-2020)
Regulators 2. Financial Sector Blueprint (2022-2026)
3. Capital Market Masterplan 3 (2021-2025)

Source: Compiled by the author based on various sources
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After the release of the Financial
Sector Blueprint (2022-2026), BNM issued
the second Financial Inclusion Frame-
work (2023-2026) which provided a more
holistic approach to transition from focus-
ing on accessibility and usage to attaining
broader development outcomes, financial
resilience, and well-being. The revised
framework considers the new reality of
economic conditions, financial capabili-
ties, and lives of vulnerable, unserved, and
underserved groups—households from
the bottom 40% (B40) of income earners
as well as micro-, small and medium-sized
enterprises (MSMEs)—after the devastat-
ing impact of the COVID-19 pandemic. Fig-
ure 3 provides a snapshot of the revised
framework.

It is apparent from the seven policy
objectives and strategies envisaged in the
revised framework that fintech and digi-
talisation are the key enablers in achieving
an inclusive financial system. Nonetheless,
more efforts are required to elevate digital
financial literacy, especially among the un-
served and the underserved segments, so
that they can use digital financial services
effectively, responsibly, and confidently.

This revised framework perfectly
aligns with the Malaysia Digital Economy
Blueprint 2021 (MyDigital), launched by
the government of Malaysia in its contin-
uous efforts ‘to successfully transform Ma-
laysia into a digitally driven, high income
nation, and a regional leader in digital
economy’ (Economic Planning Unit, 2021,
p. 10). The blueprint is intended to acceler-
ate Malaysia’s vision to achieve sustainable
growth along with fair and equitable dis-

=

1
I
e

tribution across income groups, regions,
ethnicities, and supply chains, aspired by
the 12th Malaysia Plan (2021-2025) and
Shared Prosperity Vision (SPV) 2030.

To proliferate the country’s Islamic
digital economy as part of the Key Eco-
nomic Growth Activities underscored by
the SPV 2030, the government has man-
dated the Malaysia Digital Economy Cor-
poration (MDEC), a digital investment
promotion industry under the Ministry of
Communications and Digital, to spearhead
the agenda. MDEC’s focus areas for driving
the Islamic digital economy include three
main sectors:

* Islamic finance: Islamic fintech, so-
cial finance, and value-based inter-
mediation

* Halal economy: food, pharmaceuti-
cal, and healthcare

» Lifestyle: travel, fashion, media and
recreation, and cosmetics

MDEC has facilitated proactive en-
gagements among fintech incubators
and accelerators, investors, innovation
enablers, Islamic finance practitioners,
Shariah advisers, and legal firms to uplift
the Islamic fintech sector to the next level.
This effort is discussed further next.

|

e

Islamic Fintech
Landscape in Malaysia

Of the many disruptive fintech innovations
introduced since the 1990s, digital payment
gateways have had a significant imprint
on the economic development of coun-
tries. In the case of Malaysia, e-payment
transaction volume per capita stood at
291 units in 2022 (BNM, n.d.), having more
than doubled within 5 years (2018: 124.6
units). Despite the COVID-19 pandemic’s
devastating impact to the socio-economic
conditions, it has further accelerated dig-
italisation in Malaysia. E-payment trans-
action value per capita expanded by 28%
from RM668,785.3 during the pre-pandem-
ic year 2019 to RM928,146.9 in 2022. There
was a significant jump of internet bank-
ing and mobile banking usage compared
to the traditional ATM cash withdrawals
post-pandemic. While the volume of in-
ternet banking increased 44% between
the pre- and post-pandemic periods (2019:
1,173.5 and 2022: 2,089.8), the volume of
mobile banking grew exponentially by
71% between the same periods (2019:
489.8 and 2022: 1,666.6) (BNM, n.d.).

The Malaysian Revised Budget 2023
comprises several initiatives that can en-
hance Malaysian fintech businesses and

Islamic Fintech: Accelerating the Financial Inclusion Agenda in Malaysia | 13



MALAYSIA

Figure 3: BNM’s Renewed Financial Inclusion Framework (2023-2026)
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Source: BNM (2023b, p. 9)

sustainability efforts, including boosting
digital adoption among MSMEs across in-
dustries, supporting fintech startups, pro-
viding oversight for Buy Now Pay Later
business with the Consumer Credit Act,
cracking down on fraud, and promoting
sustainable finance.

The Malaysian Islamic fintech land-
scape is fairly distributed among most of
the categories as shown in Figure 4. None-
theless, there are more opportunities to be
explored and developed, particularly in
the deposits and lending and Islamic mar-
kets categories.

Alternative
Finance

Deposits &
Lending

Islamic
Markets

Islamic Fintech
Initiatives for Financial
Inclusion

Payments

Raising Funds

Social Fi
Both regulators and industry players have ot FIances

leveraged Islamic fintech to accelerate
financial inclusion to unserved and un-
derserved segments. Notable initiatives
at the regulatory level, by both BNM and
Securities Commission Malaysia (SC), as
well as the industry level are summarised
in Table 1.

Wealth

Management
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Figure 4: Malaysia's Islamic Fintech Industry Map (as at 2021)
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Table 1: Islamic Fintech Initiatives to Promote Financial Inclusion in Malaysia

Year

2017

SC released the Guidelines on Regulation of
Markets in February, specifying the require-
ments for the registration of ECF platforms
and obligations of their operators, followed
by the approval of first six licences in June.

SC introduced the regulatory framework for
P2P platforms via the Revised Guidelines on
Recognized Markets in May.

SC launched Digital Investment Manage-
ment (DIM) Framework.

BNM, in collaboration with United Nations
Capital Development Fund (UNCDF) and
MDEC, launched the Digital Finance Innova-
tion Hub and Inclusive Fintech Accelerator
Programme.

« SC issued Guidelines on Digital Assets in
January.

« The Shariah Advisory Council of SC issued
a resolution allowing trading and invest-
ment of digital assets in May.

SC approved e-services platforms.

BNM issued the Licencing Framework for
Digital Banks in December.

SC, together with the UNCDF, initiated an
Islamic Fintech Accelerator Programme
(FIKRA) in May.

BNM issued the Exposure Draft of Licencing
Framework for Digital Insurers and Takaful
Operators (DITO) in November.

BNM released the Exposure Draft on Finan-
cial Technology Regulatory Sandbox Frame-
work in March.

To facilitate the growth of Malaysia's
crowdfunding industry that caters mainly
to the needs of MSMEs

To enhance investors' digital experience, to
provide a more affordable and accessible
channel to grow wealth, and to improve
the industry’s operational efficiency

To enable service providers (i.e., financial
institutions and fintech startups) using
technology in their product offerings that
meet the needs of unserved and under-
served, hence promoting inclusive finance

To provide alternative fundraising avenues
for early-stage entrepreneurs

To provide additional investment chan-
nels for retail investors via the partnership
formed between e-payment, e-wallet,
e-commerce providers and Capital Mar-
kets Services License holders to distribute
capital market products

To enable digital banks offering banking
products and services to unserved and
underserved markets primarily via digital
channels

To identify and scale up innovative fintech
solutions for Malaysia’s Islamic capital
market

To facilitate the entry of DITO to offer insur-
ance and takaful services to the unserved
and underserved market via digital means

To simplify the eligibility criteria and pro-
vide a fast track for applicants with strong
risk management, governance and compli-
ance capabilities

« Ethis Ventures was approved as the first Shariah-compliant
ECFin 2019.
« Other Shariah-compliant ECF is pitchIN.

+ Nusa Kapital was approved as the first Shariah-compliant
P2P in 2016.

* As of June 2023, there are seven Shariah-compliant P2P
firms (apart from Nusa Kapital), namely, Funding Societies,
MicroLEAP, CapBay, MoneySave, CapSphere and CoFunds.

Wahid Invest was licenced as the first Shariah-compliant
DIM in 2019.

DIM attracts and serves the digitally savwy younger genera-
tion. Over 70% of DIM investors in Malaysia younger than
35.

 Malaysian Takaful Association signed an Memorandum of
Understanding (MOU) with the IT service provider Infomi-
na to enhance its capacity and strengthen its role as a com-
missioning body over the existing 18 takaful companies.

Takaful Malaysia teamed up with the tech giant Fusionex to
develop its operational system and explore online market-
ing to tap into consumers who are not eligible for a takaful
coverage. This has resulted in garnering over 40 million
new subscribers within just three months from its launch.

As of June 2023, there are four Digital Assets Exchange (DAX)
operators and two Initial Exchange Offering (IEO) operators.
Meanwhile, there are 11 digital assets that are traded on the
regulated exchanges in Malaysia including Bitcoin, Ethere-
um, Avalanche, Polygon, Bitcoin Cash, Ripple, Litecoin, Sola-
na, Chainlink, Uniswap, and Cardano.

As of June 2023, there are two registered e-services provid-

ers:

+ TNG Digital: launched GO+ Fund in partnership with Prin-
cipal Asset Management, and AIA's insurance and takaful
products via the Touch ‘n Go e-wallet platform.

* Versa Asia: introduced Versa Gold, a Shariah-compliant
fund that tracks the performance of gold prices using Affin
Hwang Shariah Gold tracker fund as the underlying.

« In April 2022, BNM announced five successful applicants,
of which two were Islamic digital banks: (i) a consortium of
AEON Financial Service, AEON Credit Service and Money-
Lion; and (ii) a consortium led by KAF Investment Bank.

+ Traditional Islamic banks started offering Islamic digital
banking services using their existing license: Bank Islam
launched ‘Be U’ and Al Rajhi Bank introduced ‘Rize’.

7 participants from various background received structured
support, regulatory guidance, and engagement opportunity
with potential investors.

BNM is expected to issue five DITO licences by end-2023.

More applicants from Islamic fintech startups to be onboard.

Note: Takaful (Islamic insurance) is an arrangement in which members or participants jointly contribute a sum of money into a common pool to assist each other against loss or damage.
Source: Compiled by the author based on various sources
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Table 1 indicates that the concerted
efforts undertaken by different stakehold-
ers have one common goal, i.e., extending
seamless access of financial products and
services beyond the traditional market to
include the unserved and underserved
segment. This can be achieved by offer-
ing differentiated solutions via digital
platforms including e-wallet, e-payment,
e-commerce, internet banking, and mo-
bile banking. Islamic fintech also seeks
to provide alternative sources of funding
to startups and MSMEs from diversified
investors including retail. These devel-
opments demonstrate how Malaysia has
capitalised on Islamic finance and Islamic
fintech to mobilise capital more efficiently
to different segments of the economy. Fig-
ure 5 illustrates the key statistics of the ECF
and P2P industry, the main fintech-based
fundraising platforms in Malaysia as of
end-2022.

Apart from commercial proposi-
tions, Islamic fintech has also empow-
ered the mushrooming of charitable digi-
tal-based fundraising platforms. Examples
include charity crowdfunding platforms

established by Islamic banks such as Bank
Islam’s Sadaqah House, Bank Muamalat’s
Jariah Fund and Alliance Islamic’s Socio-
Biz as well as zakat authorities like Lemba-
ga Zakat Negeri Kedah’s Asnaf Care. These
platforms successfully provided financial
assistance for community empowerment
during the pandemic.

Issues and Challenges
In Islamic Fintech
Adoption

While the financial inclusion agenda in
Malaysia is progressing on the right track
with the help of digitalisation, it is not free
from road bumps. In fact, the COVID-19
pandemic exposed major regulatory and
cybersecurity inadequacies within the
country’s fintech operations. Mardhiah

Figure 5: ECF and P2P Financing Performance Indicators (2022)

(2023) highlights that fraud, malware and
intrusion were the top three cyber issues
in Malaysia in the first half of 2022. Data
misuse by agents is considered another
pertinent obstacle impeding the penetra-
tion rate of digital financial services, par-
ticularly amongst the underserved. It is
worth noting that the prevalence of cyber-
crimes in Malaysia is not due to the lack of
adoption of fintech solutions; rather, it is
a consequence of the relatively low levels
of financial literacy, particularly amongst
members of marginalised groups.
According to Dawood et al. (2022),
inadequate funding to meet the needs of
Islamic fintech startups has forced entre-
preneurs to relocate to other jurisdictions
where capital is abundant, hence exiting
from Malaysia. This is mainly due to the
immature venture capital industry in Ma-
laysia coupled with economic and political
uncertainties facing the country in recent
years. In addition, competition from con-
ventional counterparts poses some chal-
lenges to Islamic fintech players. They
have to exert more efforts to persuade
consumers to switch to digital solutions
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that offer value creation and Shariah com-
pliance.

The Way Forward

Moving forward, key stakeholders of the
Islamic fintech industry in Malaysia need
to collaborate to promote inclusive fi-
nance. Greater synergies between Islamic
fintech players and government entities
and regulators are pivotal in establishing
the necessary infrastructure, developing
the much-needed regulatory framework,
innovating new business models, and
increasing consumer literacy. Capacity
building is also key in molding a better fu-
ture of the Islamic fintech industry in this
country.
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Unicorns and Dragons: Risk and Opportunity
in Singapore’s Digital Assets Space

Introduction

ty of Singapore (MAS) granted its first

‘in-principle’ approval for a cryptocur-
rency firm - the Australian cryptocurrency
exchange Independent Reserve — to offer
digital payment token services.! Indepen-
dent Reserve would subsequently obtain
a formal license to offer digital payment
token services two months later, alongside
DBS Vickers and following Singaporean
FinTech FOMO Pay.

These license approvals reflect Sin-
gapore’s strong interest in becoming a lead-
ing digital assets hub, part of the city-state’s
ambition of becoming a top FinTech hub,
a strategic intent that was first articulated
in 2017% and which by some measures has
already been achieved. In 2022, FinTech
investments in Singapore reached a three-
year high of USD4.1 billion.? These efforts
also rode on a global wave of interest in
digital assets that began with the popular-
ization of cryptocurrencies such as BitCoin
in the 2010s.

In order to achieve its ambition of
becoming a top FinTech and digital assets

I n August 2021, the Monetary Authori-

hub, Singapore had to establish new mech-
anisms through which it could govern and
regulate these emerging sectors. On 7 July
2015, the MAS set up its FinTech and Inno-
vation Group (FTIG) to guide regulatory
policies and developmental strategies for
the use of technology and innovation in
the financial sector. Led by MAS’s Chief
FinTech Officer Sopnendu Mohanty, the
FTIG comprises a Payments and Technolo-
gy Solutions Office, Technology Infrastruc-
ture Office and Technology Innovation
Lab.

While Singapore has yet to formulate
a comprehensive regulatory framework
for cryptocurrencies and other digital as-
sets, there are several pieces of legislation
that regulate the use of digital assets for
payments and other financial transactions.
These regulations have also been adapted
over time in response to changes in the dig-
ital assets space.

Payment Services Act

Passed in 2019 and having taken effect in
January 2020, the Payment Services Act
replaced the Money-Changing and Remit-
tance Businesses Act and Payment Systems
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(Oversight) Act to provide the MAS with
wider ranging oversight of payment ser-
vices in Singapore. The Act includes a Des-
ignation Framework that allows the MAS
to designate significant payment systems
and regulate payment systems providers
accordingly as well as a Licensing Frame-
work that requires providers to obtain a li-
cense for the type of payment services that
they intend to provide.

Under the Payment Services Act,
there are seven regulated payment ser-
vices. These include:

*  Account Issuance Service

* Domestic Money Transfer Service

* Cross-Border Money Transfer Ser-
vice

*  Merchant Acquisition Service

* E-Money Issuance Service

» Digital Payment Token Service

*  Money Changing Service

In order to address the risks associ-
ated with the emerging digital payment to-
kens space, the Payment Services Amend-
ment Act was passed on 4 January 2021,
imposing additional measures on Digital
Payments Token (DPT) service providers to
mitigate money laundering and terrorism
financing risks. This act requires providers
to conduct regular account reviews as well
as to monitor and report any suspicious
transactions.*

More significantly, the new act
broadened the scope of cross-border mon-
ey transaction services to include transfers
of money between persons in different



jurisdictions, even when money is not ac-
cepted or received by the service provider
in Singapore. This brought service provid-
ers outside Singapore under the regulato-
ry ambit of MAS. Given that digital token
transactions tend to take place across in-
ternational borders, this new provision
provides the MAS with greater regulatory
powers over digital asset transactions, re-
gardless of where the recipients of digital
assets and payments are located.

Financial Services and
Markets Bill

Passed in April 2022, the Financial Services
and Markets Bill provides the MAS with
greater regulatory powers and superviso-
ry oversight of virtual asset service provid-
ers (VASPs) for anti-money laundering and
countering of financing of terrorism (AML/
CFT) activities. This bill was passed in re-
sponse to the increasingly digitalised na-
ture of financial services by consolidating
the MAS’s regulatory powers into a single
bill. This includes consolidating the MAS’s
various technology risk management re-
quirements, enhancing the MAS’s ability to
mandate adequate technology risk control
measures in a financial institution.

Amendments to the Financial Ser-
vices and Markets bill would subsequent-
ly be introduced in April 2023, provid-
ing the groundwork for Singapore’s first
centralised digital platform for financial
institutions to request and share targeted
information on individuals and companies
confidentially. Known as COSMIC, or Col-
laborative Sharing of Money Laundering/
Terrorism Financing Information and Cas-
es, this platform aims to help flag, detect
and prevent money laundering, terrorism
financing and proliferation financing.’

Taken together, the Financial Ser-
vices and Markets Bill aims to address the
AML/CFT risks that tend to pervade the
cryptocurrency and digital assets space by
providing the MAS with greater regulatory
powers as well as establishing the neces-
sary platforms and infrastructure for bet-
ter information sharing and reporting.

‘Digital Assets. Not
Cryptocurrency’

However, such efforts to clarify and stan-
dardize Singapore’s cryptocurrency reg-
ulations overlapped with the occurrence
of market failure both in the Singaporean
and global cryptocurrency markets. Glob-
ally, a rapid decline in cryptocurrency
value and the failure of major stablecoins
such as TerraUSD and Luna as well as the
cryptocurrency platform FTX would give
rise to what has come to be known as the
‘crypto winter’. In Singapore, the collapse
of Singapore-based crypto hedge fund
Three Arrows Capital further highlighted
the risks involved in cryptocurrency trade.
This was exacerbated by revelations that
Singapore’s sovereign wealth fund Te-
masek Holdings had invested SGD372 mil-
lion (USD275 million) in FTX, all of which
were written off with the collapse of FTX.®

As a consequence of these events,
there was a shift in both public senti-
ment and regulatory approach towards
cryptocurrency. On 29 August 2022, MAS
managing director Ravi Menon described
cryptocurrencies as “highly hazardous” for
retail investors during a speech that was
entitled “Yes to Digital Asset Innovation,
No to Cryptocurrency Speculation”.” At the
same time, Menon emphasized Singapore’s
ambitions to develop a strong digital asset
ecosystem as well as explore the use of
distributed ledger technology in financial
services.

These sentiments had already been
made tangible in guidelines that were
published by the MAS in January 2022,
prohibiting cryptocurrency trading service
providers from taking up public advertise-
ments, engaging third parties like social
media influencers and operating physical
automated teller machines (ATMs) in pub-
lic areas.® While these moves were seen by
some observers as a sethback to Singapore’s
crypto ambitions,’ in reality they reflected
a shift in Singapore’s approach to the digi-
tal assets space towards more stable forms
of digital assets and tokens. 1

Purpose Bound Money

On 21 June 2023, the MAS launched a
White Paper that proposed standards for
the use of digital assets that include central
bank digital currencies (CBDCs), tokenized
bank deposits and some stablecoins.* The
White Paper defines these assets as ‘pur-
pose bound money’ (PBM), digital curren-
cies that are limited in how they can be
used and which are pegged to a real-world
currency, commodity or financial institu-
tion. Unlike cryptocurrencies, PBMs are
considered more stable and hence suitable
as a medium of exchange. Importantly, the
White Paper specifies the processes that
users and institutions must follow, as well
as the lifecycle of PBMs.

According to the MAS, the standard-
isation of processes and regulations per-
taining to the use of PBMs can help unlock
economic value and facilitate efficient and
inclusive digital transactions while at the
same time ensure protection for consum-
ers.' This suggests that certain digital as-
sets such as PMBs will play a growing role
in both the financial sector and the real
economy by serving as a medium of ex-
change and creating new sources of eco-
nomic value.

Cautious Optimism

Despite the MAS’s efforts to clarify its reg-
ulatory framework as well as its public
messaging on retail cryptocurrency invest-
ments, the future trajectory of Singapore’s
cryptocurrency and digital assets space
remains far from clear. On the one hand,
the tightening of regulations has no doubt
caused some level of shrinkage in Singa-
pore’s cryptocurrency market. On the oth-
er hand, both the Singapore government
and general public maintain strong inter-
est in the digital assets space.
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A good indication of this is a 2023 poll
by Independent Reserve Cryptocurrency
Index, which found that while public confi-
dence in cryptocurrencies had fallen from
61% in 2022 to 55% in 2023, more than 4
in 10 respondents who were polled con-
tinued to invest in cryptocurrencies.'® This
suggests that public interest in cryptocur-
rencies has not declined, reflecting strong
investor interest in cryptocurrencies and
digital assets. This corresponds with a
KPMG survey, which found that more than
90% of family offices and high net worth
individuals in Hong Kong and Singapore
are interested in digital assets, with 58%
already investing in digital assets. '

An additional indication of Singa-
pore’s cautious optimism towards crypto-
currency is the MAS’s issuance of licenses
to specific DPT providers. For instance,
Crypto.com was recently granted a major
payment institution license, allowing it
to provide DPT services such as e-money
issuance and account issuance as well as
cross-border and domestic money trans-
fers to customers in Singapore.’® This
brings the total number of cryptocurren-
cy-related firms that have been issued ei-
ther a major payment institution license or
standard payment institution license to 13.

Conclusion

Hence, while Singapore has sought to curb,
or at least minimize, retail trade of crypto-
currencies, it nonetheless retains its ambi-
tion to be a leading hub for digital assets.
Digital assets of interest include PBMs and
other stable digital assets with use cases
that could potentially benefit Singapore’s
real economy and financial services sector.
It is therefore likely for PMBs, in particu-
lar CBDCs and stablecoins, to grow in the
short- and medium-term future.

It is also important to note that Singa-
pore has not ruled out all crypto activity. As
MAS Managing Director Ravi Menon artic-
ulated during his speech at the Singapore
FinTech Festival 2022, “(i)f it is about token-
ising real and financial assets to increase
efficiency and reduce risks in financial
transactions, yes we want to be a crypto
hub. But if it is about trading and speculat-
ing in cryptocurrencies, that is not the kind

of crypto hub we want to be”. 1

In short, Singapore will become
a digital assets hub but only on its own
terms. These terms include a robust, adap-
tive and transparent regulatory approach
that facilitates financial innovation but
minimizes risk to the public.
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Singapore to Promote Carbon Credit Trading
as Part of Sustainability Initiatives

Singapore’s Aim to
Be a Hub for Carbon
Services

ingapore, one of Asia’s leading in-
S ternational financial centers, has

recently been putting more impor-
tance on carbon credit trading as part of
its sustainability initiatives. Carbon credits
are certificates awarded for the reduction
or removal of a certain quantity of emis-
sions of carbon dioxide (CO2) or other
greenhouse gases (GHG) generated by
GHG reduction and absorption projects.
Singapore, having already established
itself as a hub for commodity trading in
Asia, is now aiming to become a regional
hub for carbon services by 2030 through
implementation of the Singapore Green
Plan 2030, a comprehensive environmen-
tal action plan announced in February
2021.

Carbon credit trading is a type of
carbon pricing that assigns a value to GHG
emissions with the objective of transform-
ing the behavior of GHG emitters. There
are two types of carbon credit trading:
compliance markets operated by the Unit-
ed Nations and certain national and re-
gional governments, and voluntary mar-

kets operated by private sector entities.! In
Singapore, AirCarbon Exchange (ACX) was
established as the country’s first interna-
tional carbon credit exchange in 2019. ACX
is operating a voluntary carbon market. In
2021, Climate Impact X (CIX) was estab-
lished under the cooperation between the
public and private sectors as the new in-
ternational carbon credit exchange, bring-
ing carbon credit trading in Singapore into
greater focus.

This article introduces Singapore’s
two international carbon credit exchang-
es—ACX and CIX—starting with overviews
of the background to and reasons for their
establishment, their key features, and
business activities to date and concluding
with a presentation of key points for the
future advancement of carbon trading in
Singapore.

ACX—Singapore’s
First International

Carbon Credit
Exchange

ACX establishment background and
business overview

ACX was established as Singapore’s
first international carbon credit exchange
in 2019, with support from Enterprise

Singapore, a government agency that
promotes the growth of domestic compa-
nies, and the Singapore Sustainable En-
ergy Association, a non-government and
non-profit business association in the sus-
tainable energy sector.

ACX began operations by offering
trading opportunities focused on carbon
credits established by the Carbon Offset-
ting and Reduction Scheme for Interna-
tional Aviation (CORSIA). CORSIA was
established by a resolution at the general
assembly of the International Civil Avia-
tion Organization in 2016 as a mechanism
to promote carbon-neutral growth in the
aviation industry by reducing GHG emis-
sions and purchasing carbon credits. ACX
initially provided carbon credit trading
for airlines, but its clients now include fi-
nancial institutions and companies in a
wide range of industries. Buyers of carbon
credits include companies that have a real
demand for carbon credits as well as those
that buy and sell carbon credits as a trad-
ing activity. Carbon credits traded on ACX
have been issued in accordance with inter-
national certification standards.

ACX key features and recent business
development

One of ACX’s key features is its use of
blockchain to make transactions more effi-
cient. ACX trades tokenized carbon credits
(hereinafter referred to as carbon credit
tokens) on the Ethereum? blockchain. To-
kenization refers to the transformation
of physical assets into digital units that
can be easily bought and sold. Using auto-
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mated smart contracts on the blockchain
streamlines transactions and enables T+0
settlements, with transaction fees as low
as USD3 for the equivalent of 1,000 CO2
tonnes (hereinafter, t-CO2e). Conducting
trades on blockchain prevents double
counting, where a single carbon credit is
associated with multiple emission activi-
ties. One carbon credit token, like general
non-tokenized carbon credits, is equiva-
lent to 1t-CO2e.

Carbon credit tokens traded on ACX
include the CORSIA Eligible Token, two
types of nature-based project tokens, the
Renewable Energy Token, Sustainable
Development Goal (SDG) Token, and the
Household Offset Token (Table 1). All of
these carbon credit tokens have a mini-
mum trading unit of 1,000 t-COZ2e.

The nature-based projectrelated
Global Nature Token and Global Nature+
Token have rather wide price ranges, with
older-dated carbon credits at the low end
of the range and newer carbon credits at
the higher end. In addition, Global Nature+
Token prices are generally higher than
those for Global Nature Tokens, mainly
because Global Nature+ Tokens are gen-
erated by projects that meet the Climate,
Community and Biodiversity (CCB) Stan-
dards for having additional benefits other
than GHG reduction, such as contributing
to the local community and biodiversity

conservation.

In March 2022, ACX entered into a
partnership with Carbon X, an Indonesian
carbon project developer, with the aim of
developing the Indonesian carbon credit
market. ACX also formed a partnership
with Deutsche Borse, the parent company
of European Energy Exchange AG, an op-
erator of energy and commodity exchang-
es. Through this tie-up, which includes
a capital investment in ACX by Deutsche
Borse, the two companies are collaborat-
ing on the development of a global volun-
tary carbon market. ACX currently offers
only spot trading, but it is now preparing
to offer futures trading, with assistance
from Deutsche Borse. In April 2023, ACX
signed a Memorandum of Understanding
(MOU) with the Natural Capital Credit Con-
sortium, which seeks to realize a decar-
bonized society by revitalizing the carbon
credit market in Japan. Based on the MOU,
the two parties plan to accelerate Japanese
companies’ decarbonization strategies
and expand the carbon ecosystem in Ja-
pan. As these examples show, ACX is pro-
actively internationalizing its operations.

Table 1: Carbon Credit Tokens Traded on ACX

CORSIA Eligible
Token (CET)

Global Nature

Token (GNT) jects

Global Nature+
Token (GNT+)
Standards

Renewable

Energy Token (RET) EaAsJ(o][asS

Sustainable
Development
Goal Token (SDGT)

ment Goals (SDGs)

Household Offset
ez three SDGs

Note: As of June 6, 2023.
Source: ACX

Carbon credits eligible under CORSIA

Carbon credits generated by renewable ener-

USD0.88

Carbon credits generated by nature-based
projects, such as agriculture and forestry pro-

USDO0.70~8.50

Carbon credits generated by nature-based
projects that have obtained certification under
the Climate, Community & Biodiversity (CCB)

USD2.00~15.00

USD1.75

Carbon credits generated by projects certified
as contributing to the Sustainable Develop-

usD11.00

Carbon credits generated by improved cook-
ing solution projects certified as having at least

USD4.50
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CIX—International
Carbon Credit
Exchange Established
under Public-Private
Cooperation

Background of CIX establishment

CIX was established under pub-
lic-private cooperation with the goal of
re-energizing the Singapore economy,
which stagnated during the COVID-19 pan-
demic. In May 2020, Singapore launched
the Emerging Stronger Taskforce, with
members from the public and private sec-
tors, under the Future Economy Council,
which is tasked with driving the future
growth and transformation of Singapore’s
economy. The taskforce launched nine ac-
tion alliances in response to the pandemic.
One of them is the Alliance for Action on
Sustainability.® Representative members
of this alliance include DBS Group Hold-
ings, Singapore’s largest bank; Olam Inter-
national, an agricultural commodities trad-
ing company; Singapore Exchange (SGX);
Temasek, a Singaporean state-owned in-
vestment company; and the Monetary Au-
thority of Singapore.

Aiming to make Singapore a hub for
carbon services and trading, the Alliance
for Action on Sustainability recommend-
ed (1) establishing an exchange offering
high-quality carbon credits, and (2) intro-
ducing a green standard and a one-stop
solution for companies to measure, mit-
igate, and offset their carbon footprint.
The proposal to establish a carbon credit
exchange took into consideration the pros-
pects for the growth of the voluntary car-
bon market. According to a report by the
Taskforce on Scaling Voluntary Carbon
Markets (TSVCM), efforts to achieve the
goals of the Paris Agreement will boost the
demand for carbon credits in the voluntary
market, with demand projected to be 15
times greater in 2030 than the 151.6 million
t-CO2e per year recorded in 2020 and con-
tinuing to expand up to 100 times the 2020
figure by 2050.*

When considering establishing a
carbon credit exchange, the Alliance for
Action on Sustainability held talks with
more than 70 organizations about issues
with existing voluntary carbon markets.
These discussions highlighted the insuffi-



cient credibility of carbon credits as one
of the major challenges facing existing
voluntary carbon markets.> In voluntary
carbon markets, carbon credits that meet
certification standards set by non-profit
and/or non-governmental organizations
are traded. Major certification standards
include US-based Verra’s Verified Carbon
Standard and Gold Standard. However, it
has been pointed out that the wide variety
of certification standards and certification
processes has created wide divergences
in carbon credit quality. For this reason,
particular emphasis was placed on carbon
credit quality when establishing CIX.

CIX’s emphasis on carbon credit quality
and price transparency

DBS Bank, SGX, Standard Chartered,
and Temasek announced their joint estab-
lishment of CIX in May 2021. DBS Bank,
SGX, and Temasek are members of the pre-
viously mentioned Alliance for Action on
Sustainability. CIX initially is focusing on
carbon credits generated from Natural Cli-
mate Solutions (NCS)-related projects. NCS
refers to the protection, management, and
restoration of natural ecosystems, such as
forests, wetlands, and mangroves. NCS-re-
lated projects have the potential to reduce
GHG emissions by about 11 billion t-CO2e
per year, which is estimated to amount to
more than one-third of the reduction in
GHG emissions needed to achieve the goals
set by the Paris Agreement for 2050.6 In ad-
dition to being cost-effective, NCS-related
projects can generate such additional ben-
efits as the preservation of biodiversity and
contributions to the local community.

CIX emphasizes the quality of its
carbon credits and price transparency.
Toward that end, CIX utilizes such technol-
ogies as satellite monitoring of NCS proj-
ects and machine learning. The process
for selecting carbon credits to be traded
on CIX is as follows. First, eligible carbon
credits must meet internationally recog-
nized certification standards. Second, a
scoring assessment is then conducted that
examines the related project’s carbon cred-
it attributes, its impact on biodiversity and
local society, and project risk management.
Third, third-party analysis and ratings are
then used to evaluate and monitor the
carbon credit-generating projects. Fourth,
projects that are difficult to evaluate will
be judged on the basis of advice from an
international advisory council comprising
experts from research institutes, non-gov-
ernmental organizations, and internation-
al certification bodies.

For third-party ratings, CIX has part-
nered with Sylvera, a UK-based carbon

credit rating agency. Sylvera is one of the
companies selected by the Alliance for
Action on Sustainability for its accelerator
program launched in December 2020 in
collaboration with Google, the World Bank,
and others. Sylvera ratings are based on
analysis using machine learning and sat-
ellite data. Evaluated carbon credits are
assigned one of four ratings, ranging from
AAA (highest) to D (lowest) based on their
scores for four indicators: 1) a carbon score
that evaluates the adequacy of the project’s
reporting on GHG emission reductions
and removals, 2) the project’s “additional-
ity” characteristic, which indicates that it
contributed to the reduction or removal of
GHG emissions that would not have been
achieved without the revenue generated
by carbon credits, 3) the permanence of
the project’s GHG emission reduction and
removal, and 4) the realization of co-bene-
fits, such as biodiversity preservation.

In addition, to ensure that the quali-
ty of its carbon credits meets international
standards, CIX is collaborating with such
environmental organizations as Conser-
vation International, which makes poli-
cy recommendations on climate change
and biodiversity, and the Natural Climate
Solutions Alliance, which promotes knowl-
edge-sharing of nature-related projects.

CIX’s three carbon credit trading plat-
forms

CIX has established three carbon
credit trading platforms: CIX Auctions, CIX
Project Marketplace, and CIX Exchange.
Following is a brief introduction of each
platform.

* CIX Auctions

The Auction platform efficiently pro-
vides users with carbon credit supply
and demand data that enables them
to discover appropriate pricing. In
November 2021, CIX announced
that it had completed a pilot auction
of high-quality carbon credits. The
tendered carbon credits were from
eight registered NCS projects in Asia,
Africa and Latin America. A total of
170,000 t-CO2e carbon credits were
successfully cleared at a price of
USD8 per 1t-CO2e. The auction was
said to be the world’s first ever auc-
tion of a portfolio of carbon credits
in a voluntary market. A total of 19
companies, including global energy
and commodity trading companies,
participated in the auction.

A second large-scale auction was
held in November 2022. The auction
successfully sold 250,000 t-CO2e of

vintage 2021 credits from a man-
grove restoration project in Pakistan
at a price of USD27.80 per 1t-CO2e.
That price represents a premium of
about 40% on the average spot price
for nature-based solutions of the
same credit vintage.

CIX Project Marketplace

Launched in March 2022, the Project
Marketplace is a platform for trad-
ing carbon credits generated from
specific projects. An example is the
carbon credits generated from a
biodiversity preservation project in
Peru. In addition to reducing GHG
emissions, the project will protect
natural forests that are home to 30
endangered species.

Project Marketplace participation is
open to businesses of all sizes. For
example, early participants range
from such Singapore-based small
and medium-sized enterprises as in-
formation technology (IT) solutions
company Rentalworks and shipping
company Singfar International to
corporations active on the global
stage, such as resources major BHP,
South Korea-based Mirae Asset Se-
curities, and Singapore Technologies
Telemedia, a company that invests
in the communications, media, and
technology sectors.

CIX Exchange

Launched in June 2023, the CIX Ex-
change platform specializes in car-
bon credits traded under standard-
ized contracts, primarily targeting
multinational companies and insti-
tutional investors. The platform’s
first standardized contract, CIX Na-
ture X, comprises 11 large, globally
accepted carbon credit projects that
support reducing emissions from
deforestation and forest degradation
(REDD), the conservation of tropical
forests, and biodiversity reserves in
such developing countries as Brazil,
Cambodia, Congo, Guatemala, Indo-
nesia, Kenya, and Peru.

Transactions on the CIX Exchange
will be settled by Carbonplace’, a
carbon credit settlement platform
established by global financial insti-
tutions.

By providing multiple platforms as
described above, CIX is responding
to the diverse needs of its partici-
pants.
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Key Points for the
Future of Carbon Credit
Trading in Singapore

The following three factors are considered
key points for the future of carbon credit
trading in Singapore: (1) the use of carbon
credits to offset Singapore’s carbon tax, (2)
expansion of the carbon credit ecosystem,
and (3) the possibility of competition with
Hong Kong's carbon credit market.

Use of carbon credits to offset carbon
tax partially

GHG emissions in Singapore have

been on an upward trend for some time.
Hoping to curb this trend, in January 2019
the Singapore government introduced a
carbon tax, a type of carbon pricing and
the first such tax in the ASEAN region.
Industrial facilities that emit more than
25,000 t-CO2e of GHGs per year are sub-
ject to the carbon tax. About 50 industrial
facilities responsible for about 80% of Sin-
gapore’s GHG emissions currently are sub-
ject to the carbon tax, which is set at SGD5
per 1t-CO2e until 2023, well below the car-
bon taxes of Western countries (Figure 1).

In February 2022, the Singapore gov-
ernment announced plans to significantly
increase the carbon tax from the cur-
rent level, starting in 2024. Specifically, it
plans to raise the carbon tax to SGD25 per
1t-CO2e in 2024 and 2025, to SGD45 in 2026
and 2027, and to SGD 50-80 by 2030.

The Singapore government also an-
nounced a policy that will allow GHG emit-

Figure 1: International Comparison of Carbon Tax (per 1t-CO2e)
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Figure 2: EVA Programme Schematic Diagram

EVA partners

EV fleet operators

Companies operating EV
charging stations

GHG emission reduction realized through use
(charging) of EVs is calculated and used to gen-
erate carbon credits based on international
standards (Verra's Verified Carbon Standard)

ters to use high-quality international car-
bon credits to partially offset their carbon
tax payments from 2024 onwards. Initial-
ly, carbon credits could replace up to 5% of
GHG emissions subject to carbon tax. De-
tails are expected to be released in 2023.
The Singapore government hopes that this
measure will reduce the burden on com-
panies that can cost-effectively purchase
high-quality carbon credits and contribute
to the development of Singapore’s carbon
credit market by increasing demand for
carbon credits.

Expansion of the carbon credit ecosys-
tem

Expansion of the carbon credit eco-
system will be crucial to increasing carbon
credit trading in Singapore. One significant
development related to this theme is an ini-
tiative to create carbon credits through the
use of electric vehicles (EVs).

CRX CarbonBank, a carbon services
company based in Singapore, launched
its Electric Vehicle Accelerator (EVA)
Programme in April 2022. The EVA Pro-
gramme is designed to generate carbon
credits through EV charging. It targets com-
panies that own EV fleets and operators of
EV charging stations in Singapore. Carbon
credits are issued based on international
certification standards, and a portion of
the sale proceeds is paid to companies reg-
istered in the EVA Programme (Figure 2).
Gojek, the provider of a leading ride-hail-
ing app based in Indonesia and also oper-
ating in Singapore, is the first company to
register for the EVA Programme.

Although the penetration rate of EVs
is still low in Singapore, the government
plans to promote the spread of EVs and in-
crease the number of EV charging stations
in the country to 60,000 by 2030. The EVA

The generated carbon credits

are then sold on carbon credit
exchanges (ACX, CIX, etc.)

Source: NICMR, based on CRX CarbonBank materials

Revenues will be shared with EVA partners
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Programme has the potential to contribute
not only to the expansion of the carbon
credit ecosystem but also to the promotion
of EVs in Singapore.

Possibility of competition with Hong
Kong's carbon credit market

Several initiatives to create volun-
tary carbon credit markets in Asia have
emerged in recent years. Of these, the ini-
tiative launched in Hong Kong, Asia’s other
leading international financial center, is
perhaps the most relevant for a compar-
ison with Singapore. In October 2022, the
Hong Kong Exchange (HKEX) established
an international carbon credit market
called Core Climate. The carbon credit
markets in Singapore and Hong Kong have
several similarities, such as the trading of
carbon credits based on international cer-
tification standards managed by Verra and
Gold Standard, and an emphasis on trans-
action efficiency and price transparency. It
may therefore be said that the carbon cred-
it markets of Singapore and Hong Kong
are, to some extent, competitors.

On the other hand, a key difference
between these two carbon credit markets
is their market participants. As a region-
al hub for commodity trading, Singapore
aims to expand its carbon credit market
by attracting multinational companies,
including energy and commodity trading
companies, from around the world. In con-
trast, participants in Hong Kong’s carbon
credit market are mainly Chinese compa-
nies and HKEX-listed companies. HKEX
intends to develop its carbon credit market
in the Greater Bay Area (an economic zone
comprising Guangdong Province and Ma-
cau, as well as Hong Kong) by strengthen-
ing ties with mainland China. Considering
this difference in market participants, the
carbon credit markets of Singapore and
Hong Kong may develop in different paths.

It is worthwhile monitoring closely
Singapore’s efforts to establish itself as a
major hub for carbon services and trading
in Asia and to contribute to the reduction
of GHG emissions in the region over the
medium to long-term.

Notes

1 Other major types of carbon pricing include
1) carbon taxes, which essentially set a price
for greenhouse gases by taxing the use of
fuel and electricity in proportion to the
amount of GHG emitted, and 2) domestic
emissions trading, a carbon pricing scheme
that sets upper limits on company emissions
and then promotes emissions allowance

trading between companies whose emis-
sions exceed their upper limit and compa-
nies whose emissions are below the limit.

Ethereum refers to a platform for creating
decentralized applications and automated
smart contracts.

Other alliances, such as AgriTech, EdTech,
and MedTech, promote initiatives in their
respective domains.

Taskforce on Scaling Voluntary Carbon Mar-
kets (2021). “Final Report.”

Global Financial Markets Association and
Boston Consulting Group (2021). “Unlocking
the Potential of Carbon Markets to Achieve
Global Net Zero.”

Conservation International, DBS Bank, Na-
tional University of Singapore, and Temasek
(2020). “The Business Case for Climate Solu-
tions: Insights and Opportunities for South-
east Asia.”

Carbonplace was established in 2021 by
BNP Paribas, CIBC, Itau Unibanco, National
Australia Bank, NatWest Group, Standard
Chartered and UBS.
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2023 Asian Capital Markets Roundtable
(ACMR) Event Summary

On February 2, 2023, Nomura Foun-
dation, in conjunction with Nomura Insti-
tute of Capital Markets Research, convened
the Asian Capital Markets Roundtable
(ACMR) on the theme of Capital Market
Development for Sustainable and Inclu-
sive Growth in Asia. Together with its
publication of the Nomura Journal of Asian
Capital Markets the Roundtable was part
of Nomura Foundation’s effort to support
intellectual interactions among experts at
think tanks, universities and government
agencies in Asia.

The event, held at The Okura Pres-
tige Tower in Tokyo, brought together
experts from, Indonesia, Japan, Malaysia,
the Philippines, Singapore, and Thailand
to address the common challenges and
policies for capital market development

in Asia as well as to share their knowledge
and perspectives on the unique aspects of
each country. The program consisted of
opening remarks by Koji Nagai, President
of Nomura Foundation, a keynote address,
and three sessions in which panelists
made presentations followed by general
discussion.

This article summarizes the presen-
tations and discussions based on the un-
derstanding of participants from Nomura
Institute of Capital Markets Research. It
covers the points that impressed Japanese
researchers but is not necessarily a thor-
ough or accurate summary of the event.
The complete documents from the round-
table are posted on Nomura Foundation’s
website, https://www.nomurafoundation.
or.jp/en/capital/acmr20230202.html.

Keynote Speech:
Infrastructure Finance,
Green Portfolio
Allocation and Digital
Data Analysis in Asia

Naoyuki Yoshino, Professor Emeritus, Keio
University and Former Dean and CEO,
Asian Development Bank Institute

Professor Yoshino’s speech ad-
dressed four issues related to financing in-
frastructure development as summarized
below.

Spillover Effects of Infrastructure In-
vestment and Sustainable Growth in
Asia

An enormous amount of funds
will be needed to develop infrastructure
in Asia. It is currently financed mainly
through fiscal spending by each govern-
ment, but this is insufficient, and mobiliz-

ing private-sector money is indispensable.
Private investor participation is limited,
however, due to the gap between reve-
nues from users of infrastructure and the
return that investors seek.

This, then, brings the focus to the
spillover effects of infrastructure. When
infrastructure is developed, it will lead to
new business opportunities or job creation
and boost tax revenues. Governments can
distribute part of the increased tax reve-
nue to private investors.

The Way to Induce Private Financing into
Green Investments and Green Bonds

Green energy projects are classified
into large-scale ones such as hydro power
and community level ones. The former
raises funds from insurance companies
and pension funds. The latter can lure
investors through Hometown Investment
Trust Funds.

Investors in environmental, social
and governance (ESG) projects take into
consideration ESG scores not just risk and
return. Evaluation methods and criteria
for determining ESG scores vary by insti-
tution. If greenhouse gasses were taxed,
investors could just focus on after-tax re-
turn and risk to build an optimal portfolio.

SME Credit Data Analysis

Small and medium-sized enterpris-
es (SMEs) account for a high proportion
of employment in Asian nations and play
an important role in each economy. SMEs
generally have difficulty raising mon-
ey from capital markets through issuing
shares or corporate bonds. Also borrow-
ing from financial institutions presents
them with such hurdles as providing col-
lateral, paying high interest on loans and a
long assessment process.

There is asymmetry between the in-
formation on creditworthiness available
on financial institutions and on SMEs.
Credit guarantee institutions can collect
data and construct credit risk databases
for SMEs, which would allow them to bor-
row from financial institutions.
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Financial Sustainability after Covid-
19: Rethinking of Domar Condition

Covid-19 has raised the significance
of fiscal sustainability in Asia. Japan’s gov-
ernment debt-to-GDP ratio is above that of
Greece and is the highest in the world, but
fiscal sustainability is maintained. What
makes Japan different from Greece?

The Domar condition points to sta-
bilization of national debt if the economic
growth rate exceeds sovereign yields and
to rising government debt if the growth
rate is below the yield on government
bonds. However, the Domar condition fo-
cuses on the supply-side of government
bonds and does not take into account the
demand side. It is important to consider
the demand factor of who owns govern-
ment bonds when evaluating fiscal sus-
tainability.

Panel Discussion
Session 1: The Role
of Infrastructure
Financing and ESG
Activities by Capital
Markets to Promote
Sustainable Growth

Moderated by Kahlil Rowter, Senior Ad-
visor, Finance Thematic Area, PROSPERA
(Indonesia)
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De-Risking Infrastructure Projects:
Challenges for Attracting Global Finan-
cial Resources, Learning from Indone-
sia Toll Road Development

Danang Parikesit, Head, Indonesia Toll
Road Authority, Ministry of Public Works
and Housing & Professor of Transporta-
tion, Universitas Gadjah Mada (Indonesia)

Indonesia’s toll road development
has been underway since the late 1970s.
Measures to reduce risk in order to at-
tract private capital are key to toll road
development projects. Indonesia Toll Road
Authority, Ministry of Public Works and
Housing, is a model case for other Public
Private Partnership (PPP) projects.

Infrastructure is a resilient sector.
The pandemic wasn’t necessarily the
cause for declining demand for toll roads
and revenues. The main reason was gov-
ernment policies restricting activities.

Innovation is important to make toll
roads sustainable. The pandemic helped
accelerate innovation in terms of finan-
cial, technological, value creation and gov-
ernance perspectives.

Financing Sustainable Infrastructure
through Private Participation and the
Capital Market —-Malaysia’s 40-year Jour-
ney

Hee Kong Yong, Senior Advisor, ASEAN Ad-

visory (Malaysia)

Malaysia has promoted infrastruc-
ture development since the early 1980s,
building high-quality and sustainable in-
frastructure across the country. Toll roads
in Malaysia cover some 2,000km.

Utilizing private capital is key to
infrastructure development. Malaysia
implemented measures to utilize PPPs in
its five-year plans for economic develop-
ment.

For domestic PPP projects, funds are
raised through equity, loans, project bonds
and other means while domestic capital
markets are being developed.

Sharpening and Fine Tuning Our Fis-
cal Tools for Sustainable and Resil-
ient Growth

Zeno Ronald R. Abenoja, Undersecretary,
Department of Finance (The Philippines)

In the Philippines, infrastructure in-
vestment is continuing while restraining
government debt. The country’s fiscal defi-
cit expanded in 2022 as revenues shrank
due mainly to the impact of Covid-19.

The government is supporting the
development of infrastructure to build
back better from the pandemic. For that,
it is vital to strengthen innovative funding
tools such as sustainable finance.

The government is constructing a

framework to issue green, social, and sus-
tainability bonds and plans to take rele-
vant measures in the future.

Sustainability Issues in Japan and Pros-
pects for Sustainable Finance

Akane Enatsu, Head, Nomura Research
Center of Sustainability, Nomura Institute
of Capital Markets Research (Japan)

Financial markets play an import-
ant role in realizing sustainable society.
For instance, ESG investment is expand-
ing around the world and in Japan. Sus-
tainability-related financial products are
also growing such as green bonds, social
bonds, sustainability bonds, green loans,
sustainability linked loans/bonds and tran-
sition bonds/loans.

Issues related to sustainable finance
that need to be addressed by Japan include
the environment, gender equality, reducing
inequality, and responsibility in production
and consumption. It is important for all
stakeholders from governments, corpora-
tions, investors, and financial institutions
to citizens to face sustainability challenges
as their own issues and address them.

Discussion Points

This session revealed that challeng-
es each country faces in infrastructure
development vary according to domestic
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financial and capital markets as well as lo-
cal fiscal conditions.

In Indonesia, the significance of
reconciling interests among stakeholders
such as users of infrastructure and domes-
tic and foreign investors was raised as key
for fund procurement.

In Malaysia, the panelist expressed
the view that development of capital mar-
kets denominated in the domestic curren-
cy to avoid the risk of currency mismatch
is vital for fund-raising for infrastructure
development.

In the Philippines, use of sustainable
finance to raise money was introduced to
manage both fiscal sustainability and in-
frastructure investment.

While the need for infrastructure
development remains in Indonesia, Ma-
laysia and the Philippines, Japan, which
had developed many infrastructure proj-
ects during its high growth period, is now
focusing mainly on addressing renewing
or optimizing existing infrastructure. PPP
is sometimes used for these efforts, such
as in the successful case of Shiwacho in
Iwate Prefecture. However, as the panel-
ist pointed out, public-private cooperation
doesn’t guarantee a positive result de-
pending on the business content.

Panel Discussion
Session 2: The Potential
of Fintech and Financial
Innovation in Capital
Markets for Asian
Economies and Society

Moderated by Tetsuya Kamiyama, Se-
nior Analyst, Nomura Institute of Cap-
ital Markets Research (Japan)

Fintech Development in Indonesia’s
Capital Market

Fithri Hadi, Former Director, Indonesia
Stock Exchange and Former Director, Dig-
ital Finance Innovation Group, Indonesia
Financial Services Authority (IFSA) (Indo-
nesia)

Digital technology innovation has
brought many benefits to capital market
participants. For instance, the introduc-

tion of equity crowdfunding (ECF), which
connects equity issuers and investors via
an internet platform, has enabled SMEs to
raise capital more flexibly than through
traditional means.

The introduction of fund supermar-
kets, which offer a wide range of mutual
funds from different asset management
companies, has provided one-stop service
for digital-savvy investors.

Other digitalization efforts include
online account opening (electronic Know
Your Customer or e-KYC) and electronic
initial public offering (e-IPO) systems that
digitalize the IPO process for companies.

Digital Agenda for the Capital Market in
Malaysia

Chin Wei Min, Former Executive Director,
Securities Commission (Malaysia)

Securities Commission Malaysia set
four objectives to promote digitalization
for the capital market: 1) enhance access
to financing; 2) increase investor partici-
pation; 3) augment institutional market;
and 4) develop synergistic ecosystems.

To enhance access to financing, regu-
latory frameworks related to ECF, peer-to-
peer (P2P) financing and Initial Exchange
Offering (IEO) have been launched since
2015. To increase investor participation, a
framework to allow services by robo-advi-
sors, Digital Investment Management, was
launched.

A degree of achievement has been
observed in each area. However, there are
still some issues, such as who will be ac-
countable when problems arise from the
use of artificial intelligence (AI).

conduct e-payments or stock trading. The
PSE is also developing a platform for retail
investors to enable them to access compre-
hensive information about the domestic
stock market as well as an IPO subscrip-
tion application for local small investors.

Digitalization initiatives are also be-
ing undertaken in the fixed income mar-
ket. For example, digital bonds utilizing
blockchain technology were issued, and
the government is aiming to offer govern-
ment bonds to retail investors more effi-
ciently through a blockchain-based mobile
application.

Financial Service Innovations and Ini-
tiatives in Thai Capital Market

Pakorn Peetathawatchai, President, Stock
Exchange of Thailand (Thailand)

The Stock Exchange of Thailand
(SET) provides not only traditional assets
but also digital assets that utilize block-
chain technology. Diversification and de-
centralization are benefits of digital assets,
while concerns such as high volatility, reg-
ulatory uncertainty and cyber risk remain.

The SET is engaged in promoting
sustainability, such as by collecting ESG
data and offering ESG index in order to
promote ESG investment. It is also build-
ing infrastructure for carbon credit trad-
ing.

The SET is aiming to introduce a
one-stop online trading platform connect-
ing investors and listed companies. The
platform is expected to provide investors
access to comprehensive services from
issuing traditional and digital assets, trad-
ing, settling, and depositing.

Financial Innovation in the Philippine
Capital Market

Ramon S. Monzon, President and CEO, The
Philippine Stock Exchange, Inc. (The Phil-
ippines)

The popularity of Fintech is growing
in the Philippines. Electronic payment ser-
vice is a leading sector. As Bangko Sentral
ng Pilipinas (BSP) lays out regulations to
support digital banks, electronic money
(e-money) issuers and virtual asset service
providers (VASPs), the number of Fintech
companies registered at the BSP is rising.

The Philippine Stock Exchange (PSE)
has created a platform, in cooperation
with leading electronic payment service
providers and securities companies, to of-
fer a one-stop service for retail investors to

Discussion Points

Japan and the four countries repre-
sented in the panel all seek to use Fintech
and financial innovation to promote par-
ticipation in capital markets and enhance
convenience for consumers. From the per-
spective of financial inclusion, Indonesia,
Malaysia, The Philippines, and Thailand
differ from Japan as they see Fintech
and financial innovation as an important
means to provide financial services to the
underserved citizens.

Digital assets are still in their infan-
cy in each country as is also the case in
Japan. Issues remain in subjecting digital
assets to regulation and inspection. On the
business front, while there are some cases
of financing for micro entities, it remains
a challenge to increase such cases and de-
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velop micro-financing as a market.

On whether Fintech is a disrupter or
can co-exist and prosper together with tra-
ditional finance, every country sees it as
supplementary to traditional finance that
adds value for consumers through sound
competition. At the same time, some par-
ticipants noted the need for appropriate
regulatory oversight for risk.

Panel Discussion
Session J: The
Importance of

Pension Systems and
Asset Management

In Preparing for
Population Aging in the
Region

Moderated by Joseph Cherian, Practice Pro-
fessor of Finance, Asia School of Business
and Cornell University (Visiting) (Malaysia)

The Implications of Rapid Population
Ageing on the Economic and Financial
Sustainability of Singapore’s Pension
System

Christopher Gee, Senior Research Fellow,

Institute of Policy Study, National Univer-
sity of Singapore (Singapore)

Singapore is facing a rapidly age-
ing population with those aged over 65
years expected to account for more than
25% of the population in 10 years. Singa-
pore’s Central Provident Fund (CPF) is the
top-ranked pension system in Asia. But it
cannot be compared simply with pension
systems in other countries.

CPF works on the Escalating Plan
whereby pension benefit payouts increase
as CPF members age. While this plan can
hedge pension benefits against inflation,
it does not offer full protection. Longevity
protection is also a challenge. There may
be room for improvement here.

CPF generally is working well for
Singaporean nationals. CPF members
can use their CPF savings not only for re-
tirement but also for home purchase or
healthcare. However, it may be difficult
for the self-employed or freelance workers
to secure sufficient savings to meet retire-
ment or other needs just from CPF.

Capital Markets and the Asset Manage-
ment Industry in Malaysia: An Under-
standing of Structural and Individual
Barriers to Long-term Savings

Azleen Osman Rani, Director, Institute for
Capital Market Research Malaysia (Malay-
sia)

Labor market problems such as low
wages and high youth underemployment
and gaps in social protection such as low

social insurance coverage are cited as fac-
tors affecting individuals’ long-term sav-
ings. Capital markets play an important
role in structurally upgrading the econo-
my and augmenting the retirement sav-
ings system.

Malaysia offers Employees Provi-
dent Fund (EPF) for workers. The majori-
ty of EPF members aged over 40 have not
achieved the savings target needed to se-
cure funds after retirement. The shortfall
could be aggravated as the pandemic led
to early withdrawals from EPF.

According to a survey on individual
investment behavior by the Institute for
Capital Market Research, gender, house-
hold income levels and source of income
affect people’s attitude toward invest-
ments and the actions they take.

Philippine Social Security System: Sol-
vent, Stable and Dynamic

Edwin Shea Pineda, Former Senior Econ-
omist, School of Economics, University of
Asia and the Pacific (The Philippines)

The Philippines has pension
schemes for private-sector workers and
for government employees. The former is
managed by Social Security System (SSS)
and the latter by Government Service In-
surance System (GSIS).

The Social Security Fund posted a
net loss in 2021. One reason for the rise in
expenditure was an increase in death ben-
efits as Covid-19 related deaths exceeded
forecast.

It is worrying that the country’s total
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fertility rate is falling. The rate fell from 4.1
in 2013 to 1.9 in 2022, below the global av-
erage. If this trend continues, the current
pension system may not be sustainable.

Progress and Key Challenges in Thai-
land Pension System: What Can Be Done
to Create Sustainable and Adequate
Pension Provisions for All

Roongkiat  Ratanabanchuen, Assistant
Professor, Department of Banking and
Finance, Chulalongkorn Business School
(Thailand)

Thailand’s pension system could
be one of the most complex in the world.
Workers are classified into formal and in-
formal sectors. In the formal sector, there
are pension schemes for government em-
ployees while the majority of private-sec-
tor employees are members of the Social
Security Fund (SSF). The coverage rate of
the voluntary Provident Fund is rising but
is still at a low level.

The public pension coverage rate is
low among workers in the informal sec-
tor. A National Savings Fund (NSF) has
been introduced but there still are many
workers who do not participate in either
SSF or NSF.

Asset allocation by Thailand’s pen-
sion schemes is still largely concentrated

in relatively low-risk, low-return govern-
ment bonds. Investment in foreign assets,
however, is expanding.

Japanese Pension System: Current Sta-
tus and Need for Further Reform

Akiko Nomura, Managing Director, Nomu-
ra Institute of Capital Markets Research
(Japan)

In Japan, enhancing sustainability of
the pay-as-you-go public pension system
has become a priority amid the country’s
ageing population. Private pension plans
will play a larger role in enhancing pen-
sion adequacy and supplementing the
public pension system.

Private pension plans are voluntary,
and coverage has not grown sufficiently
over the past two decades. Boosting their
coverage is a challenge.

The prevalence of defined-contri-
bution (DC) plans is increasing in private
pension schemes. Participants direct in-
vestment of their DC account assets. By
doing so they may gain experience in di-
versifying investment over the long term
and improve their financial literacy.

Discussion Points

In the context of population ageing,
a major theme of this session, it was strik-

ing to learn that the total fertility rate has
already fallen below 2 in the Philippines,
whose general image is of a young coun-
try in Asia with a high birth rate. The lesson
from Japan which faces the highest ratio of
aged population is to introduce measures
as early as possible to support building as-
sets and deal with longevity risk. Boosting
financial literacy for individuals should
also be addressed along the way.

A participant from the floor pointed
out that raising the retirement age could
be a way to ease the impact of a declining
birth rate and ageing population. The re-
tirement age in Singapore is being raised
and Thailand is also considering an in-
crease. Japan is pursuing a gradual in-
crease toward age 65. Each country is ad-
dressing this issue based on its social and
economic circumstances.

Various challenges each country fac-
es were shared. Even in Singapore which
has the top-ranked pension system in Asia,
measures for filling the gap are needed
as the system cannot provide sufficient
pension benefits for everybody. Malay-
sia’s EPF is faced with the issue of early
withdrawals and strengthening efforts to
improve public understanding. Thailand’s
important task is to enhance pension cov-
erage, and several proposals such as a
mandatory occupational pension fund are
on the table.
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Introducing Nomura Foundation

Nomura Foundation (the Founda-
tion) is a public interest incorporated
foundation formed in 2010 from the
combined resources of three existing
foundations established by Nomura
Group, a financial services group com-
prising Nomura Holdings and its sub-
sidiaries in Japan and overseas. The
Foundation aims to support a dynamic
and sustainable economy and society by
promoting the social science disciplines,
enhancing international understanding,
and fostering young academic and ar-
tistic talent. It focuses on four program
areas: Social Sciences, Foreign Student
Scholarships, Arts and Culture, and the
World Economy.

The World Economy program sup-
ports research, conferences, and publi-
cations related to the macro economy
and capital markets.

In the macro economy area, the
Foundation has organized conferences
together with experts from the Brook-
ings Institution (US), Chatham House
(UK), the Development Research Center
of the State Council (China), and Bruegel
(Belgium) as well as Nomura Securities
and Nomura Institute of Capital Mar-
kets Research to share research on such
topics as monetary and financial institu-
tions, fiscal stability, and demographic
change and sustainability.

Panel Discussion at the 2015 Forum
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In the area of capital markets, the
Foundation has organized conferences
and roundtable discussions in conjunc-
tion with the Brookings Institution, the
Wharton School, the Development Re-
search Center of the State Council (Chi-
na), China’s Center for International
Knowledge on Development and Nomu-
ra Institute of Capital Markets Research.
It has also provided financial backing
for several conference volumes pub-
lished by the Brookings Institution, Cap-
ital Markets in India published by Sage,
Inc.,, and the quarterly Japanese-lan-
guage journal Chinese Capital Markets
Research.

Research papers and presenta-

tions prepared for conferences and the
content of print publications are avail-
able on the Foundation’s website http://
nomurafoundation.or.jp/en.

With the expanding importance
of Asia in the 21% century global econo-
my, the Foundation has been increasing
its support of intellectual interactions
among experts at think tanks, univer-
sities and government agencies in the
region. As part of this effort and recog-
nizing the importance of capital market
development in promoting economic
growth and prosperity in Asian coun-
tries, the Foundation started publishing
Nomura Journal of Asian Capital Markets
in 2016.

Lord Mervyn King at the 2015 Forum
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Introducing Nomura Institute of

Capital Markets Research

NOAURA

Cover of Nomura Capital Markets Quarterly

NOMURA

Cover of Nomura Sustainability Quarterly

Nomura Institute of Capital Markets Re-
search (NICMR) was established in April
2004 as a subsidiary of Nomura Holdings
to build on a tradition begun in 1965 of
studying financial and capital markets as
well as financial systems, structure, and
trends. NICMR develops original research
and policy proposals by specialists based
upon knowledge of actual business prac-
tice.

NICMR publishes some of its re-
search output in Japanese in Nomura Cap-
ital Markets Quarterly as well as Nomura
Sustainability Quarterly, and posts some
items in Japanese, English, and Chinese
on its website.

NICMR’s core mission is to contrib-
ute to reform of Japan’s financial system
and securities market in order to foster
establishment of a market-structured fi-
nancial system. Structural changes, par-
ticularly population aging, are having a
major impact on Japan’s economy and
society. Addressing the challenges created
by these changes calls for reforming social
security, tax, and public finance systems.
One of Japan’s most valuable resources
is the JPY2,000 trillion in financial assets
held by households. Establishing a mar-
ket mechanism-driven money-flow that
makes efficient, effective use of these as-
sets is critical to the country’s future.

NICMR’s research focus extends
well beyond Japan to encompass cur-
rent issues in capital markets around the
world. In addition to research offices in
New York, London and Beijing, NICMR
established a research office in Singapore
in 2015 to strengthen its Asian research
platform.

The continued growth of Asian
economies including China is generating
huge funding needs for infrastructure
and creating an urgent need for indirect
financing systems and robust capital mar-

kets in the region. Promoting the devel-
opment of Asian capital markets is a key
for the future of Asian financial systems
and economies. Moreover, it is important
that Asian perspectives and regional dif-
ferences are recognized in the post-glob-
al financial crisis environment of closer
cooperation among financial regulators
making rules and global standards.

NICMR’s recommendations for de-
veloping financial and capital markets
in Asia are based on analyses of past ex-
perience in developed economies. In
particular, Japan offers useful lessons on
the importance of direct finance for sup-
porting new businesses and of investment
services to cater to the needs of a growing
middle class.

NICMR has also been working to
strengthen its sustainability initiatives.
To this end, it established the Nomura Re-
search Center of Sustainability in Decem-
ber 2019. This research center focuses
on objective and practical research into
areas of sustainability closely related to
the financial and capital markets in major
regions including Asia.

As a member of the Nomura Group,
a global financial group based in Asia,
NICMR strives to contribute to the devel-
opment of financial and capital markets
in Japan and the rest of Asia through fun-
damental research and experience-based
policy recommendations.
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