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Implementation of the CGFS

working group's findings

The CGFS working group on financial stability and local
currency bond markets and a related subgroup have made
significant contributions to identifying data needs, particularly
in terms of better coverage of data with regard to the market
structure. These recommendations comprise improvements of
BIS securities statistics by better breakdown of currency
issue, sector of issue, maturity, instrument, measures of
issuance at residual etc. f i e incorporation of this agenda is
part of the work programme of the working group on securities
databases.
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changing bond market structures and financial innovations
and resulting data needs.
With this in mind, the proposal to set up a future financial
crises working group within the IMF to analyse countries'
susceptibility to potential financial crises in greater detail is to
be welcomed. We believe that there is a need for intensified
international collaboration in this area, focusing on the data
requirements arising fiom crises and financial innovations.
The BIS and the central banks should specifically be involved
in this project. Central banks, in particular, should participate
in these discussions because, if a liquidity crisis were to arise,
then they would form the main "line of defence" and play a
key role in data collection.
Giving greater consideration to central financial stability
issues when identifying data gaps

An array of core issues which are left unanswered owing to a
lack of data come to light in stability reviews and other reports
of international institutions. It is therefore likely that studies
which, for example, focus in many different ways on the
implications of a greater integration of emerging market
economies in the financial globalisation process will become
more important. Consequently, important aspects:
The international integration of markets is leading to changes
not only in the transmission channels through which contagion
effects are routed but also in the width of these transmission
channels. The consequences of the subprime crisis in particular
have demonstrated the extent to which tension in one
international financial market segment can spill over to
financial markets in other global regions.
Financial markets are exerting a growing influence on a
country's fundamentals even though their development is
itself not always geared to these fundamentals. The associated
implications are becoming more critical for the assessment of
financial stability. This means, for example, that the portfolio
strategies of internationally active funds are having an
increasing impact on financial globalisation.
Data for analysing the investment behaviour of international
investors becoming more significant
Potential contagions resulting fiom the investment behaviour
of global players are becoming an increasingly significant
issue. The first empirical studies conducted on the basis of
microdata available to, for example, major custodians
underline the importance of analyses of the investment
behaviour of various groups of institutional investors for the
development of share and bond markets in emerging market
economies. The studies also show that the reactions of major
institutional investors to exogenous shocks are a key
determinant of the development and spread of financial crises.
Ln contrast to the growing importance of these studies for
analysing financial stability, many data can only be obtained
through surveys, as with the information on institutional
investors obtained through the CGFS study. Deepening the
database and improving the quality of existing data are two
top priorities in this field.
Frank Warnock et al. underlined that we know very little about
foreign investor participation in local bond markets. The data
quality of the Coordinated Portfolio Investment Survey of the
IMF has to be improved. "CPIS data provides no information
on currency denomination, which is vital for bonds." Despite
the increasing importance of portfolio flows to local bond
markets, "other than anecdotes, we know little about portfolio
behaviour" (Wamock). This is all the more important since
institutional investors are key drivers for a more efficient

allocation of credit and capital. They also contribute to
creating new channels for financial spillovers. "These are
unavoidable, but we need to understand them better."
(Marianne Schulze-Ghattas) Therefore, collecting data on
bond holders and enhancing the qudlity of cross-border
positions and related flows to emerging market economies
and developing countries are two top priorities.
Creation of a harmonised international data platform - is the
Globalised Securities Database (GSDB) a realistic option?
Some of the above-mentioned challenges can be met by
setting up securities databases. Whether the Centralised
Securities Database (CSDB), currently being developed by
the European Central Bank in close cooperation with the
national central banks, can form a nucleus for a Globalised
Securities Database remains to be seen. As Werner Bier and
Stefan Brunken illustrated, the CSDB will offer participating
countries a broad pool of data, which can be flexibly used for
different analytical purposes.
The principal advantages of the CSDB, as highlighted by
Werner Bier and Stefan Brunken, include the fact that the
CSDB "allows the compilation of very detailed statistics for a
high number of security and issuer features, user needs can be
met on a flexible basis ..., there is a short 'time-to-market';
and security and issuer classifications are now under the
control of statistical experts".
The database can be flexibly adapted to suit developments on
the financial markets. Comparatively little outlay is therefore
required to perform various statistical analyses based on the
database. Further discussions will show the extent to which
this also applies to financial stability issues arising in this
connection.
Whether or not a Globalised Securities Database is a realistic
option for covering data needs also depends on the amount of
time and costs required to develop such a system and get it up
and running.
Further extension of balance sheet approaches
Extensive databases have been set up by various bodies as
part of their current research activities on local bond markets
in emerging market economies. Many of these are devoted to
balance sheet approaches.
Economies' susceptibilityto exogenous disruptionsemanating
fiom the financial markets can only be estimated using
aggregated macroeconomic indicators. This problem is
compounded by the fact that new crises in recent years have
originated more and more in individual sectors. Balance sheet
approaches are especially helpful in revealing intersectoral
linkages and thus the transmission channels of disruptions. In
particular, they facilitate a better assessment of risks and the
extent to which financial market crises will impact on the real
economy.
In the context of balance sheet analysis, Alfiedo Leone's
research highlighted two points. First, the available data are
distributed very unevenly across the individual sectors on an
international average. Data in the financial sector are far more
reliable. Second, amuch greater degree of coverage is required
regarding balance sheet data of enterprises and households to
be able to analyse the balance sheet effects and data needs
mentioned. However, such data are in short supply in the
industrialised countries and as good as non-existent in
emerging market economies.
Developing local currency bond markets are beneficial for
reducing currency mismatches. "But we need better data to
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analyze which vulnerabilities remain, or are perhaps increasing
-especially for the private sector." (Marianne Schulze-Ghattas)
Some multilateral development banks have worked closely
with economic research institutions and invested a great deal
of time and effort in setting up databases to analyse
vulnerabilities in precisely this area. In doing so, they have
concentrated on evaluating a large number of corporate
balance sheets. In many cases, however, these were only
prepared for the purpose of specific evaluations and have not
been updated. This therefore raises the question of the extent
to which these data can be integrated in the work of the
International Monetary Fund and whether internationally
comparable databases can be set up in this field.

The discussion has shown that there is still a substantial need
for comparable data in this area. These data are especially
important given that currency and maturity mismatches seem
to be developing in the corporate sector in particular, yet data
on this are considerably harder to come by there. There would
therefore appear to be scope to coordinate the initiatives of the
International Monetary Fund, 'World Bank and multilateral
development banks in this field.
In conclusion, as well as weaker data coverage of local bond
markets in emerging market economies and developing
countries, there are also data gaps in those fields in which
deeper analysis of financial stability issues is necessary.

