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Abstract

This paper examines the developments of cross-border portfolio assets and liabilities in the
Asia and Pacific region over the periods of 2001-2017. Rapid increases in both portfolio
foreign assets and liabilities have taken place particularly after the 2008-2009 global
financial crisis. These cross-border portfolio investments have the following characteristics.
First, equity has been a dominant source of foreign liabilities notwithstanding efforts to
develop bond markets in the region. One exception is Australia, where foreign liabilities have
been largely in the form of debt securities. Limited capital inflows to debt securities issued
by emerging Asia may be attributable to the early stages of bond market development.
Second, in contrast, debt securities have remained dominant as foreign assets held by
the region. This mostly reflects Japan’s preference toward debt securities. Other Asia and
Pacific economies have invested more heavily in foreign equity. Third, the region’s assets
and liabilities linkages have remained overwhelmingly strengthened against the United
States and Europe. Nonetheless, the post-crisis period has witnessed greater financial
integration within the region. The intra-regional linkages have been deepest between
Hong Kong, China and the People’s Republic of China (PRC), where the former has become
a major financier of equity issued by the latter. Singapore increasingly plays a role as an
equity investor toward the PRC, Japan, ROK, and other ASEAN economies. Albeit from the
low level, the intra-ASEAN integration has been noticeable. Fourth, Japan with largest
abundant domestic capital has remained predominantly exposed to the United States and
Europe. Within the region, debt securities issued by Australia have increasingly attracted
Japan’s capital. To conclude, intra-regional financial integration has risen at the center of the
PRC with growing linkages with Hong Kong, China and Singapore.
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JEL Classification: F36, G15
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1. INTRODUCTION

The Asia and Pacific region have deepened economic integration through trade and
foreign direct investment since the early 1990s. The momentum has emerged since the
early 2000s thanks to the participation of the People’s Republic of China (PRC) in the
World Trade Organization. The ratio of intra-regional trade has risen from about 55% in
2000 to 65% in 2016, with the latter ratio having become comparable to that of the
European Union (EU). Intra-regional FDI has also grown fast from about 10% to 20%
over the same period (ADB 2017).

In contrast, the degree of intra-regional financial market integration within the Asia and
Pacific region has remained small. Among Asia and Pacific economies, Hong Kong,
China has been a maijor financier of cross-border capital to the securities issued by the
region, followed by Japan, and Singapore. Among these economies, Hong Kong,
China has acted as a major equity financier to the PRC. Singapore has been an active
equity investor to the PRC, Japan, Republic of Korea (ROK), and other economies in
the ASEAN (Association of Southeast Asian Nations). Meanwhile, Japan’s exposure to
the region has remained largely in the form of debt securities issued by Australia.
Limited capital inflows to debt securities issued by emerging Asia may reflect the early
stages of bond market developments (such as lack of liquidity, wide range of maturity,
and depth). Japan, Hong Kong, China, and Singapore have major international
financial centers. Among them, portfolio-based financial integration has been rapidly
growing at the center of the PRC with closer linkages with Hong Kong, China and
Singapore.

The global financial crisis of 2008—-2009 and the subsequent unconventional monetary
easing adopted by advanced economies in the United States, Europe, and Japan have
affected the movements of cross-border portfolio capital flows in the Asia and Pacific
region. In the initial phase of the crisis, the region faced an outflow of portfolio
investment. In the later phase of the crisis (when advanced economies have eased
monetary policies) and in the post-crisis period, the region has witnessed a new wave
of cross-border portfolio inflows from investors in the United States and Europe in
search of higher yields in the region.

This paper explores the characteristics of the movements of cross-board portfolio
assets and liabilities in the Asia and Pacific region over the period of 2001-2016—by
dividing into the three periods: 2001-2007 (before the global financial crisis),
2008-2009 (during the crisis), and 2010-2016 (after the crisis). In this paper, Asia and
Pacific region includes ten economies: Japan; Hong Kong, China; the PRC; the ROK;
Indonesia; Malaysia; the Philippines; Singapore; Thailand; and Australia. Of these,
ASEAN-5 covers Indonesia, Malaysia, the Philippines, Singapore, and Thailand. This
paper also pays attention to Japan; the PRC; Hong Kong, China; Singapore; and
Australia due to the presence of large international financial centers. According to the
Global Financial Center Index published by Z/Yen (2018) released in March 2018,
Hong Kong, China and Singapore are the third and fourth ranked financial centers in
the world (following London and New York). Tokyo is ranked the fifth, while the three
financial centers in the PRC are ranked as follows: Shanghai (sixth), Beijing (eleventh),
and Shenzhen (eighteenth). Australia’'s Sydney and Melbourne are ranked ninth
and twelfth.
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The analysis is mainly based on cross-border portfolio assets and liabilities data from
the Coordinated Portfolio Investment Survey (CPIS) compiled by the International
Monetary Fund (IMF). The data excludes portfolio assets managed under foreign
reserves. The CPIS data are obtained from the holdings of portfolio investment
classified by the investor (creditor) country/economy so that the IMF provides derived
liabilities data for all countries/economies from the investor information. Caution is
necessary as investor country/economy does not necessarily indicate the residency of
the investors; rather, it may indicate the country/region of foreign custodians or other
intermediaries. Another caution is that data reflect both the effects of price changes
(including exchange rates) and investment shifts.

The paper is organized into five sections. Section 2 offers an overview of the initiatives
to develop capital markets in the region launched since the Asian economic crisis of
1997-1998, followed by the current performance of the capital markets. Section 3 first
highlights the overall features of cross-border portfolio assets and liabilities in the Asia
and Pacific region in the post-crisis period, before discussing the changes of portfolio
assets and liabilities prior to, during, and post the crisis. Section 4 discusses features
of cross-border portfolio investment assets and liabilities in Asia and the Pacific by
differentiating them based on the type instrument. Section 5 concludes.

2. DEVELOPING CAPITAL MARKETS SINCE
THE ASIAN ECONOMIC CRISIS OF 1997-1998

The Asian economic crisis was attributable to domestic firms’ high dependence on
domestic bank loans that borrowed heavily from abroad, as well as the absence of
proper supervisory and prudential regulations on domestic commercial banks amid
crony relations among banks, firms, and governments. Having learned from the crisis,
economic authorities in the region improved the soundness of their banking sector
through better supervision and prudential regulations, and simultaneously found it
necessary to diversify the sources of financing for their domestic firms. Particularly, the
following five consensus views emerged in Asia.

2.1 Rationales for Developing Capital Markets

First, the Asia and Pacific region should develop domestic bond markets to reduce
firms’ excessive dependence on the banking system (Yoshitomi and Shirai 2001).
Developing local currency-denominated corporate bond markets would be essential to
minimize “double mismatches” borne by commercial banks. Prior to the 1997-1998
crisis, banking systems in many of the Asia and Pacific countries were exposed to the
double mismatches risks without being adequately recognized by the authorities.
Double mismatches here refer to the currency mismatch and maturity mismatch. A
currency mismatch arose from commercial banks borrowing in foreign currencies from
abroad and lending into the private sector in local currencies. A maturity mismatch was
associated with commercial banks’ borrowing in short-term from foreign banks and
lending into the private sector in longer-term loans.

Developing corporate bond markets enables the economies to minimize double
mismatches since firms would issue local currency-denominated longer-term bonds.
Achieving this goal requires the presence of more efficient, liquid, deep government
bond markets that could provide benchmark for pricing corporate bonds.
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Maturity transformation from short-term liabilities to long-term assets is one of banks’
essential roles. However, there are some limitations because banks’ liabilities are
short-term and mostly in the form of liquid deposits, which can be drawn on demand.
Banks also bear credit risk that cannot be transferred to depositors. In addition,
information on borrowers is highly idiosyncratic, adding complications for banks in
measuring the credit risk. This stands in sharp contrast to the case of bond finance,
where investment risks can be spread among many investors and corporate bond
issues enable firms to finance long-term risky projects.

In practice, commercial banks manage to make a de-facto maturity transformation
to some extent through rolling-over short-term loans based on interim monitoring
about their borrowing firms and reducing loan risks by obtaining more credible
information through repeated relational transactions. However, banks in Asia did not
function properly due to the following factors: (1) governments’ heavy intervention in
directing bank credit to the government-selected finance projects and industries;
(2) governments’ policy of bailing out distressed financial institutions regardless of their
viability; (3) inadequate prudential regulations and supervision and their ineffective
enforcement mechanisms; (4) heavy dependence on collateral-based financing; and
(5) concentrated lending by banks owned by family businesses.

Second, a well-developed government bond market would enable central banks to
conduct a more modernized, effective monetary policy — by shifting from the practice of
heavy intervention in the foreign exchange markets to the practice of open market
operations using government bonds and other bonds as collateral. Well-developed
government and private bond markets would contribute to developing the repurchase
agreement (Repo) markets and diverse asset backed securities (ABS) markets,
thereby contributing to the interbank markets and economic activities. Developing
longer-term debt securities markets is also essential for fostering the pension funds
and insurance industries to match their long-term liabilities.

Third, the authorities in the region should make efforts to develop viable domestic
bond markets through collective efforts, since it would take time to develop such
markets independently. The bond markets are still underdeveloped in emerging
economies as there are only a small number of large, reputable private firms that would
enable the issuing of a large amount of corporate bonds regularly. Demand for longer-
term bonds is also relatively limited due to the early stage of financial asset
accumulation from pension funds and insurance industries. Supervisory, legal
infrastructures, and corporate governance codes are also still underdeveloped.
Therefore, simultaneous development in the corporate bond markets in the region
could attract more sustainable capital inflows from various types of investors from
abroad.

Fourth, equity markets should be developed further to promote more diversified capital
inflows to the region. The number of listed firms are still limited in emerging Asia.
Liquidity in equity markets is also limited due to the concentrated ownership of shares,
and lack of adequate transparency and investor protection. Concentrated ownership is
associated with risks, primarily through the possible extraction of undue private benefits
for the controlling owner (OECD 2017). Firms wishing to lower leverage by reducing
short-term and foreign debt would benefit from equity market development. Household
and institutional investors (such as pension funds and insurance firms) would also
diversify financial risk and raise returns.
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Fifth, the region should utilize their accumulated large savings more efficiently to
realize sustainable economic growth, for example by increasing infrastructure and
productive business investment — rather than strengthening capital flow relationships
from advanced economies/regions such as the United States and the European
Union. As for advanced Asian economies with relatively developed capital and financial
markets, abundant domestic savings should be invested more heavily in the Asia
and Pacific region to promote intra-regional financial integration. While trade and
foreign direct investment (FDI) linkages within the Asia and Pacific region have
developed rapidly, it was clear that financial linkages fell behind intra-regional trade
and FDI linkages.

2.2 |Initiatives to Develop Capital Markets in the Asia
and Pacific Region

In line with the afore-mentioned consensus views, the authorities in the Asia and
Pacific region have made deliberate efforts to increase the issues of government bonds
with a wide range of maturity, aiming to establish effective benchmark yield curves
essential for pricing corporate bonds. Some economies — such as Hong Kong, China
and Singapore, whose fiscal balances have been positive most of the time — also made
efforts to issue government bonds. For example, the ROK standardized the coupon
rates and maturities of government bonds under the Fungible Issue System in 2000.
The system aimed at raising liquidity in the government bond market and stabilizing the
reference interest rate (BlackRock 2017). This initiative was followed by a conversion
offer system where off-the-run government bonds were exchanged for on-the-run
bonds. Meanwhile, Singapore has attempted to establish the yield curve up to 30-year
maturity by issuing longer-term government bonds, and introduced a calendar issuing
system with the scheduled size of each issue announced prior to the issuance.

In addition to these country-level initiatives, the governments and central banks
in the Asia and Pacific region have also made joint efforts to develop their capital
markets. The governments in the ASEAN plus three (PRC, Japan, and ROK)
introduced the Asian Bond Market Initiative (ABMI) in 2002 to investigate concrete
measures to promote domestic bond markets. Issuing local currency bonds by
multilateral developing agencies was promoted under this framework.

Meanwhile, the Executives’ Meeting of East Asian Pacific Central Banks (EMEAP),
which comprises eleven central banks in the Asia and Pacific economies, launched
the Asian Bond Fund (ABF1) to develop US dollar-denominated sovereign and
quasi-sovereign bond markets under the management of the Bank for International
Settlements (BIS) in 2003, as a first step. The eleven economies in the EMEAP are:
Australia; Hong Kong, China; PRC; Indonesia; Japan; ROK; Malaysia; New Zealand;
the Philippines; Singapore; and Thailand. The EMEAP then introduced ABF2 to
develop local currency-denominated bond markets — through Pan-Asian Bond Index
and tight single-market funds — managed by private sector fund managers and
administered by the BIS in 2004. Both the ABF1 and the ABF2 exclude bonds issued
in Japan, Australia, and New Zealand. As local currency-denominated bonds were
developed, the EMEAP decided to close the ABF1 and transferred the funds registered
in ABF1 to ABF2 in 2016.
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2.3 Performance of Capital Market Developments
in the Asia and Pacific Region

Reflecting these initiatives, the local currency-denominated bond markets have grown
in the Asia and Pacific region over time (Table 1). The 2008-2009 global financial
crisis encouraged the authorities in the region to implement fiscal stimulus measures to
cope with recession, thereby increasing government bond issues. While Japan has
the largest government bond market in the region, the pace of growth in other
bond markets has been greater than that of Japan. Between end-December 2007 and
end-December 2017, for example, the government bond market grew by 745% in
Hong Kong, China, 313% in the PRC (313%), 144% in Singapore — as compared with
Japan with the growth rate of only 39%.

Table 1: Size of Local Currency Bond Market in Asia and Pacific Economies
(Unit: USS$ Billions, %)

December 2007 December 2017 % Change
Government Corporate Government Corporate Government Corporate

Japan 6,874 773 9,523 692 39 -10
People’s Republic 1,532 157 6,327 2,413 313 1,441
of China

Hong Kong, China 18 80 148 96 745 19
Republic of Korea 498 529 827 1,193 66 125
Indonesia 77 8 156 29 102 244
Malaysia 95 70 166 152 75 118
Philippines 55 3 89 20 63 473
Singapore 68 54 166 106 144 98
Thailand 111 28 252 95 126 243

Source: Asian Bond Monitor March 2018, ADB.

In addition, some economies have lengthened the maturity of government bonds
between 2007 and 2017, suggesting that a wide range of government bonds have
been issued and thus the longer-end of the yield curve has been formed. For example,
the share of government bonds with maturity more than 10 years has increased in
Thailand, Singapore, the Philippines, Malaysia, the ROK and Japan (Figure 1). These
economies excluding Japan have reduced the share of government bonds with
maturity of 1-3 years over the same period.

The financial crises triggered in the United States and Europe reduced cross-border
banking capital inflows from banks in these economies to the region. Consequently,
some banks in the region became more cautious in extending loans domestically.
Some large firms in the region, therefore, increased the issuance of securities, which
invited capital inflows from advanced economies to the region in search for higher
yields in the low-interest rate environment. This contributed to the rapid growth in the
corporate bond market in the region. For example, the corporate bond market grew by
1,441% in the PRC, 473% in the Philippines, about 244% in Indonesia and Thailand
(Table 1).
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Figure 1: Maturity Profile of Government Bonds
(Unit: % of Total)

(1) December 2007
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(2) December 2017
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Note: Data on the Philippines refer to September 2017.
Source: Asian Bonds Online, ADB.

The investor base for government bonds has widened in some economies. Table 2
shows that the share of contractual savings institutions (including pension funds and
life insurance firms) has risen in Indonesia, the Philippines, and Thailand over the past
ten years. In the case of the PRC, banks’ share has remained dominant, accounting for
more than 60% throughout the same period. The rising share of contractual savings
institutions reflects an improvement in per capita income and progress made on wealth
accumulation managed by insurance companies and pension funds. Households are
increasingly able to diversify their assets away from liquid and short-term bank deposits
to wider options of investment instruments, as pension funds and insurance firms
continue to develop.
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Table 2: Investor Profile of Government Bonds in Asia and Pacific Economies
(Unit: % of Total)

Contractual
Central Savings
Bank Government Banks Institutions Others
Japan December 2007 9 12 37 20 21
December 2010 9 11 41 21 18
December 2017 41 5 17 22 16
People’s Republic  December 2007 0 0 63 7 30
of China December 2010 0 0 72 9 20
December 2017 0 0 66 3 30
Republic of Korea  December 2007 3 26 22 24 24
December 2010 3 26 19 27 25
December 2017 2 20 16 36 26
Indonesia December 2007 3 - 56 14 26
December 2010 3 - 34 18 45
December 2017 7 - 23 17 53
Malaysia December 2007 - - - - -
December 2010 1 0 34 40 24
December 2017 1 0 32 38 29
Thailand December 2007 5 3 17 39 36
December 2010 2 2 23 43 30
June 2017 4 1 15 54 25

Source: Asian Bonds Online, ADB.

Most of the government and corporate bonds issued by the Asia and Pacific economies
are denominated in local currencies. According to the ADB Bonds Online data, the
PRC had the largest amount outstanding of government and corporate bonds issued
denominated in foreign currencies (about US$659 billion), but the amount accounted
for only 7% of the total amount outstanding issued denominated in both local and
foreign currencies in 2017 (Table 3). Similarly, Japan had the second largest amount
outstanding denominated in foreign currencies (US$403 billion), but the amount
accounted for only 4% of the total in 2017. In contrast, Hong Kong more actively issued
bonds denominated in foreign currencies (US$167 billion), accounting for about 40% of
the total. The issuance of bonds denominated in foreign currencies were predominantly
conducted by firms in the PRC, Japan, and Hong Kong, China. These foreign-currency
denominated bonds are largely issued in US dollars; small amounts are issued in euro
and Japanese yen. The PRC has been the largest issuer of foreign currency-
denominated bonds.

Foreign investors have become major investors in the securities issued by the Asia
and Pacific region economies. According to the ADB Bonds Online data, foreign
investors hold about 40% of outstanding government bonds issued in Indonesia, 29%
in Malaysia, and 16% in Thailand as of December 2017. Government bonds issued
by Indonesia, Malaysia, ROK, the Philippines, and Thailand are included in various
emerging market local currency sovereign bond indices — such as the Bloomberg
Emerging Market Local Currency Sovereign Bond Index. Indonesian and Malaysian
bonds are preferred among foreign investors due to attractive yields. While steadily
growing, foreign ownership of government bonds issued by the PRC accounts for only
slightly above 3.5% due to capital controls.
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Table 3: The Size of Local and Foreign Currency Bond Market
in Asia and Pacific Economies
(Unit: USS$ Billions, % of Foreign Currency Bonds in Total)

Local Currency Foreign Currency % of
Foreign
Government  Corporate Government  Corporate Currency

Bonds Bonds Total Bonds Bonds Total Bonds
Japan 9,623 692 10,215 62 341 403 4
People’s 5,928 2,293 8,221 58 601 659 7
Republic of
China
Hong Kong, 143 98 241 0 167 167 41
China
Republic of 827 1,193 2,020 31 122 153 7
Korea
Indonesia 156 29 184 66 35 101 35
Malaysia 166 152 318 10 31 41 11
Philippines 83 20 102 29 11 40 28
Singapore 166 106 272 66 0 66 19
Thailand 252 95 346 2 14 16 4

Note: Data on the People’s Republic of China; Hong Kong, China; and the Philippines refer to September 2017; the
remaining refer to December 2017.

Source: Asian Bonds Online, ADB.

Government bonds have remained dominant in most of the Asia and Pacific
economies. The exception is the ROK, where the size of corporate bond market
exceeds the size of the government bond market. This is attributable to the ROK
government’s various initiatives to develop the corporate bond market since the
early 1970s, including: (i) introduction of the system of bond guarantee in 1972;
(i) elimination of restrictions on investment in domestic bonds by foreign investors
after the Asian Economic Crisis; (iii) introduction of asset-backed securities in 1998;
(iv) provision of support on the corporate bond market in the early 2000s (when
Daewoo Group collapsed in 2000 and accounting scandals involving SK Group erupted
in 2003) with the adoption of the Korea Development Bank Prompt Underwriting
Scheme; and (v) introduction of high-yield bond funds and qualified institutional buyers’
market (BlackRock 2017). In Asia, most corporate bonds are high-rated (very few junk
bonds) and shorter term than government bonds.

Although the bond markets have been growing in the Asia and Pacific economies,
liquidity problems have remained due to relatively low trading volumes in both the
government and corporate bond markets. Meanwhile, the region’s equity markets have
grown more rapidly than bond markets. Table 4 exhibits the rapid growth in the market
capitalization of domestic stock exchanges in the region.
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Table 4: Domestic Market Capitalization in Asia and Pacific Economies
(Unit: US$ Million, %)

2003 2017 % Change

Japan Japan Exchange Group Inc. 2,953,098 6,222,825 111
PRC Shanghai Stock Exchange 360,106 5,089,631 1,313

Shenzhen Stock Exchange 152,872 3,621,636 2,269
Hong Kong, China Hong Kong Exchanges and Clearing 714,597 4,350,515 509
ROK Korea Exchange 298,248 1,771,796 494
Indonesia Indonesia Stock Exchange 54,659 520,687 853
Malaysia Bursa Malaysia 160,814 455,772 183
Philippines Philippine Stock Exchange 23,176 290,401 1,153
Singapore Singapore Exchange 148,503 787,255 430
Thailand The Stock Exchange of Thailand 119,017 548,795 361
Australia Australian Securities Exchange 585,530 1,508,463 158

Source: World Federation of Exchange.

3. CROSS-BORDER PORTFOLIO ASSETS AND
LIABILITIES IN THE ASIA AND PACIFIC REGION

This section focuses on the recent features of cross-border portfolio assets and
liabilities in the Asia and Pacific region by focusing on the period of 2010-16. Given
the region’s strong linkages with the United States and the EU, the analysis also
pays attention to the region’s holdings of foreign portfolio assets issued by the two
advanced economies as well as the region’s portfolio liabilities financed by these
advanced economies.

3.1 Cross-Border Portfolio Investment Assets and Liabilities
After the Global Financial Crisis

Recent cross-border portfolio assets and liabilities in the region are exhibited in
Table 5. It shows the average amount of those assets and liabilities. Some data are not
available, as described in detail in the footnotes of the tables. Table 4(1) shows foreign
assets classified by creditor economies on the vertical side and foreign liabilities
classified by debtor economies on the horizontal side.

For example, Japan’s cross-border portfolio assets vis-a-vis the world amounted to
US$3.5 trillion, while Japan’s cross-border portfolio liabilities against the world recorded
the total amount of US$1.7 trillion. Table 4(3) shows each economy’s foreign portfolio
assets issued by other economies as a percentage of the respective economy’s
total foreign portfolio assets issued by the world. For instance, in the case of Japan,
the United States and the EU accounted for 36% and 30% of Japan’s total foreign
portfolio assets issued by the world (US$3.5 trillion), respectively. Table 4(3) shows
each economy’s portfolio liabilities against other economies as a percentage of
the respective economy’s total cross-border portfolio liabilities against the world. For
example, in the case of Japan, the United States and the EU accounted for 39% and
34% of Japan’s total foreign liabilities (US$1.7 trillion), respectively.
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The following features can be observed from Tables 5(1), 5(2), and 5(3):

Relations between Foreign Liabilities and Assets

Japan’s cross-border portfolio assets (US$3.5 trillion) were about twice that of
Japan’s portfolio liabilities (about US$1.7). Thus, Japan is a large net cross-border
portfolio investor (creditor). Similarly, Hong Kong, China is a net cross-border
portfolio investor. Its cross-border portfolio assets (US$1.1 trillion) exceeded its
liabilities (US$390 billion).

By contrast, ROK’s cross-border portfolio liabilities (US$449 billion) were 2.5 times
their assets (US$181 billion). Australia’s total cross-border portfolio investment
liabilities was 1.7 times of its portfolio assets. Australia’s cross-border portfolio
liabilities recorded US$966 billion while its assets amounted to US$572 billion.
Moreover, the PRC remains a net cross-border portfolio debtor as its cross-border
portfolio liabilities (US$710 billion) was 2.2 times greater than its portfolio assets
(US$320 billion). Higher amount of cross-border portfolio liabilities than portfolio
assets reflects the country’s capital account regulations, which encourage more
capital inflows than outflows.

Foreign Assets Classified by Creditor Economies

Regarding total cross-border portfolio assets, Japan’s total assets (US$3.5 trillion)
were largest in the region, followed by Hong Kong, China (US$1.1 trillion);
ASEAN-5 (US$946 billion); and Australia (US$572 billion). The United States and
the EU were the two largest investors in securities issued by the region, but the
region’s dependence on these two advanced economies was much smaller than
the case of cross-border portfolio liabilities for some economies. The United States
and the EU together accounted for over 60% of total cross-border portfolio assets
in the case of Japan, ROK, and Australia.

In contrast, the shares of the United States and the EU were much smaller in
the case of Hong Kong, China (24%); ASEAN-5 (37%); and PRC (50%). About
28% of ASEAN-5’s total cross-border portfolio assets were placed within the Asia
and Pacific region, 27% in the United States, and 10% in the EU. Among the
ASEAN-5 economies, Singapore was the biggest portfolio investor to the securities
issued by the United States and the EU. Investment by other ASEAN economies
remained small.

Within the Asia and Pacific region, Hong Kong, China was the largest investor
on securities issued by the region with the amount recording US$404 billion,
followed by Japan (US$235 billion) and Singapore (US$218 billion). The PRC’s
cross-border portfolio assets were small (US$103 billion), suggesting that its large
cross-border assets were largely in the form of foreign reserves (which remains
largest in the world and amounted to about US$3.1 trillion in March 2018 despite
falling from its peak of almost US$4 trillion throughout 2014).

Relative to the amount of foreign assets issued in the United States and/or the EU,
Hong Kong, China; the PRC; and Singapore held larger amounts of foreign
portfolio assets issued in the region. For example, cross-border portfolio assets
held by Hong Kong, China vis-a-vis the region amounted to US$404 billion
— greater than those against the EU (US$165 billion) and the United States
(US$99). The PRC’s cross-border portfolio assets vis-a-vis the region recorded
US$103 billion, which was slightly below that vis-a-vis the United States
(US$118 billion) but larger than that vis-a-vis the EU (US$42 billion).
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Singapore’s cross-border portfolio assets vis-a-vis the United States indicated
US$231 billion — roughly equivalent to that vis-a-vis the region (US$218 billion) and
much greater than that vis-a-vis the EU (US$85 billion). Singapore also plays a
role as major financiers to other ASEAN economies — especially to Indonesia
and Malaysia.

In contrast, Japan’s total cross-border portfolio assets vis-a-vis the region
amounted to only US$235 billion (as compared with US$1.3 trillion in the United
States and US$1 trillion in the EU). Within the region, Japan’s portfolio assets were
largest to Australian securities (US$142 billion), but it accounted for only 4% of
Japan’s total foreign portfolio assets. Japan’s cross-border portfolio investment is
heavily weighted towards advanced economies (the United States, the EU, and
Australia), reflecting Japanese investors’ strong preference to safe, liquid fixed
income assets.

Like Japan, Australia’s foreign assets were concentrated on the securities issued
by the United States and the EU, accounting for 42% and 26%, respectively.

Foreign Liabilities Classified by Debtor Economies

Regarding total cross-border portfolio liabilities, Japan’s total liabilities
(US$1.7 trillion) were largest in the Asia and Pacific region; followed by Australia
(US$966 billion); the PRC (US$710 billion); ASEAN-5 (US$656 billion); the ROK
(US$449 billion); and Hong Kong, China (US$390 billion). Most of Japan’s
cross-border portfolio liabilities were financed by the United States and the EU,
together accounting for 73% of Japan’s total cross-border portfolio liabilities
according to Table 4 (3).

With an exception of the PRC, other Asia and Pacific economies also showed
a similar tendency like Japan. Their dependence on the United States and the
EU as financiers of securities was large, accounting for over 60% of their total
cross-border portfolio liabilities. ROK’s cross-border portfolio liabilities were
mostly against the United States (38% of total portfolio liabilities) and the EU
(29%). In addition, Australia’s portfolio liabilities against the United States and the
EU accounted for 33% and 29% of total foreign portfolio liabilities. Australia’s
foreign liabilities against Japan was the third largest, accounting for 15% of total
portfolio liabilities.

Most of ASEAN-5’s total cross-border portfolio liabilities were vis-a-vis the United
States (33% of total foreign portfolio liabilities) and the EU (31%). Singapore was
also the largest recipient of global portfolio capital. Having the most developed
financial market in the Southeast Asia region, Singapore attracts substantial
portfolio capital from the United States and the EU.

Hong Kong, China’s portfolio liabilities against the United States and the EU
remained the largest, together accounting for 66% of total foreign portfolio
liabilities. The PRC was the third largest portfolio investor in Hong Kong, China,
whose share was about 19%.

The PRC'’s portfolio liabilities were mainly financed by Hong Kong, China (42% of
total cross-border portfolio liabilities). The shares of the United States and the EU
were only 15% and 18% of the total. Singapore held the fourth largest securities
issued by the PRC (10% of total cross-border liabilities). Hong Kong, China
strengthened its role in providing portfolio capital to the PRC as the main gateway
from the world to the PRC. Nonetheless, other Asia and Pacific economies such as
ASEAN-5 (especially Singapore) increased direct exposure to the PRC rather than
indirectly exposing to the PRC through Hong Kong, China.
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Cross-border portfolio investment patterns between the PRC and Hong Kong, China
are different from those of other Asia and Pacific economies, due to a growing and high
degree of mutual dependence between the two economies. The PRC has undertaken
various liberalization measures over time, which appear to have contributed to
active portfolio investment flows from Hong Kong, China. The measures include the
following: (i) Qualified Foreign Institutional Investor (QFIl) Scheme in 2002; (ii) the
Qualified Domestic Institutional Investor (QDIl) Scheme in 2006; (iii) the RMB Qualified
Foreign Institutional Investor (RQFII) Scheme in 2011; (iv) the Shanghai-Hong Kong
Stock Connect in 2014; (v) the Shenzhen-Hong Kong Stock Connect in 2016;
(vi) the China Interbank Bond Market (CIBM) Direct Access Scheme in 2016; and
(vii) the Bond Connect that enables investment from Hong Kong, China to the CIBM in
the PRC in 2017. The RQFII Scheme in Hong Kong, China allows investment in PRC’s
securities market by using RMB funds raised in Hong Kong by fund management
companies, securities companies, commercial banks, and insurance companies
operating in Hong Kong, China whose headquarters located in the PRC (Hong Kong,
China subsidiaries and branches) as well as foreign financial institutions registered in
Hong Kong, China.

The PRC’s dependence on Hong Kong, China as a source of external financing is
much greater than the situation vice versa, since various capital account and foreign
exchange restrictions remain in the PRC. Hong Kong, China also obtains some funds
from the PRC, and presumably intermediates some of those funds from the PRC to the
rest of the world. This suggests that Hong Kong, China continues to play an essential
role as a gateway to the PRC — intermediating funds between the PRC and the rest of
the world.

3.2 Cross-Border Portfolio Investment Assets and Liabilities
Prior to, During, and Post the Global Financial Crisis

This section examines whether there are significant differences between features of
cross-border portfolio investment in the Asia and Pacific region prior to, during, and
after the global financial crisis. The average number of cross-border portfolio positions
prior to the crisis (2001-2007) are exhibited in Appendix Table 1, for the crisis
period (2008-2009) in Appendix Table 2, and for the post-crisis period (2010-2016)
in Table 5.

12



Shirai and Sugandi

ADBI Working Paper 841

EL5ER°
8Egx &2
EEDTLLE
- B0¥'¥E8'02 205'291'0L $66'9£8'F ¥6'596 260059 09516 695952 2689 12v'8zh 169'EL 115'8kr 915'60L 88'68¢ 820'294') aToMm S_EM,ME.H
CW'SEY0Z - BHOLPO'E 1624 655'942 969'70E LGH'EE 5000 6656} a8y 606'Y WLLEH LL9VE EHLEE vZ09G uojun ueadoing
0vL'8LY' BIEBSZE - CE9'06G " 026'2¢ 104512 195'1€ 1E'R 'z 1698 BL'HY H0/'89) POE'L0} 696'7EL 16'Gv9 SAlEIS pajun
625099 L08°0¥6% C66'4607 H0LEI2 28'19; 26} 12166 ez'os CI06E £i6¢e CeLl6 62408 620°0r+ ci008 WIed EISY
09115 £l 'ehl 6/8'0v2 b2 - 1042 o'l (183 £1r's Bl 596 £0L'L 00¢'s GE6') 85072 ElENSNY
150976 01896 [ 064692 P66 0E £19%6 £096+ 96£% 02r'ag 89812 ity £20°44 0904 99t C-NVISY
HTIE cz8t Gacy 192%) LE'L €96 - LE6 85 092 L Thb'y 6692 k4 LB pueleyL
fi/'858 £ey'se £95'0E2 £1P042 6£8'92 08C'ce L00'6 - 056'S 26612 9ea'sl 8L '6E BrEEL 7L - alodeuig lolpad
60L'L 906 718 (4 333 z9ct i1 8 - &9 azE't 092 B9¢ GlE I ssulddiiygsuL | fqpayisse)
09'%5 1297 119l ve0'6e 796'} 11902 602 9821 91e - 061} 888’} B8 16ZE £6¢ Blsfefey| | sjpssy ublaiod
5914 G20t £er'l 122 i 298 Gl EL 2k I - [ 061 213 £ EISBUOpUl
1pL'0gl BILBZY 20E'LL £rOvE 05y 96 84 608l 782 g2l 85 - 448 2851 015 BAI0Y 40 2Nanday
. ! . p \ p " . . _ ! . EUD J0
SYZ 0z LZ6 1 alp L L9450 0299 699 915 Pa0Y 8.2 892 ZiLl GL6E 05E56L E6T 1L anday safdcag
9G'P60') 00879} 719'86 P82 P08 SZ0'0E 1692 €712 029, bab'k GGl A5 9L 4b $06'762 - 689'7¢ EUILD ‘B0 BuoH
PBY'Z6Y'E BLOEHO'L PBE'L0Z') ZELvER 690Zh} Ll 18y cheal 27 00£'e 0z0'L PEC'EZ pLLEL 86081 - Ueder
EUIYD J0 d1anday BUIYD
aTHoMm uolun ueadomng | ssjeIS AN Y1084 BISY BIBNSNY G-\F3SY pUE|IRY] alodefuig sauiddyiyd syl eisfelep EISsUOpY|  |ealoyjodygndsy|  sgdosd ‘Buoy Guoy Uedep
51355y UBIaI04 [Bj0]. 10103 g pawssel) sanyiger] ublaiod

(uolin $SN :un) Junowry (1)

abelany 9102-0102
‘a1j10ed 9y} puUk BISY Ul Saljljiqel] pue S}aSSY Jusawi}saAu] 01|0j}iod 19plog-ssol) |ejo] :G d|qe]

13



Shirai and Sugandi

ADBI Working Paper 841

0ol - B l b ' 0 0 0 0 0 b b b Uoluf Uezdoing
0ot i3 - 64 4 £ 0 b 0 0 b Z b 14 SalEIS pajun
004 £ [y £ £ 0 } 0 ' ' ' g Z e BisY
0ot (14 44 0 - 2 0 b b 0 0 b b b BIR)SY
004 0 Ii4 174 £ ' @ ' % 2 G g £ SNYISY
0ot G I o 14 r - £ 0 b 0 £ 6 b pueliey]
oot 0 1z 5 £ L b - b £ 4 § § £ - alodefuig Injipai)
oot it 1€ (43 14 0 b b - b I £ g 14 sauddid syl | g pauisser)
oot 8 8z 15 £ 9% b 43 b - £ £ b 9 Blsffel| | sjossy ubialog
oot 74 2 64 b L 0 9 0 b - b L £ EISau0pu|
oot 4 B¢ 64 £ Z 0 b 0 0 0 - 9 14 BaI0 0 J(gndzy
BUIYD 0
oot £ 1£ 143 14 g 0 b 0 0 b b - 24 ajandey sejdoeg
oot G 6 I3 £ g 0 b 0 b 0 Z 1z - BUILY ‘Guay GuoH
oot 0e 9t ! 4 ' 0 0 0 0 0 b 0 b - UEder
BUIYD Jo 2nanday BUIYY
aT4om uon ueadoang | salelg papun JiIed BISY EllENSNY G-\Y3SY pUE[IEY | alodebuig sauddiiyg ayL elskefey BISauopy]  [ealoyjodngndsy|  sajdoad ‘Buoy Buoy ueder
(5001)

sjassy ubiaod [EjoL

10jaa0) fq pawssel) sanger] ubiaiod

S]9SSY JUSWJISOAU| 01|00 J9piog-SSol) |ejo] 4o % (2)

panunuos g ajqer

14



d Sugand

irai an

Sh

ADBI Working Paper 841

41 (SIdD) ABAINS 1UBWISBAU| OI|0jLI0d POJEUIPIO0Y :82IN0S

"S1eak SNOLIBA 10} SBLJUNOD /Z-NTF BWOS (10T ‘Z10Z) PuelieyL pue (910z)
sauiddijiyd au ‘(110g) eisAejey 01 Juswisanul seleqsny ((9L02—010z) ueder 0} Juswisaaul s,alodebuls (y102—01L0Z) SOMIUNOI ||B 0} JuBWISaAUl S,Buly) Jo dlignday s,8/doad ayl

‘s|qe|leABUN 818 S8LUN0D BUIMO||0) Y} WO} JUBWISAAUI Oljoj1iod 18pI0g-SSOID [BJ0) UO Bje( :8J0N

00k

00k

0oL

[

0oL

0oL

00k

00k

00k

[

oM

sanigen
ubiaso 4 [e10]

9€

4

LE

12

0e

[

62

8l

uoiun) veadoiny

9k

EE

%€

EE

8z

33

g€

Sk

6E

SBIBIS pajiun

44

174

§¢

4

14

14

5

e ] esy

BI[ENSTY

L

o

£

9

0

113

SNY3ISY

puE(EYy|

0t

i

b

0k

alodebuig

sauiddiyg sy

eisfe[Ep

BISaU0pU|

£810% J0 Jgnday

13

ey jo
gndey sadoad

euy?) ‘Buoy Buoy

4!

Gl

uedep

Joypain
fq payssepy

sjessy ufilaiog

Liojun ueadoind

SBIEIS PRl

dided Eisy

EI|ENISNY

S-NY3ISY

puejiey)

aiodebuig

seuiddijiyg

8yl

eisfejepy

BISBLOpU|

Ea10y
40 Jgnday

EUID
Jo 21anday
sajdoag

BUWD
‘Buoy Buoy

uedep

Joigaq fq paysser) sanqer] ubiaing

sapi|iqel JUSWISIAU] O1|0f}I0d JOPIOg-SSOID [BJ0] JO % (€)

panunuoo g ajqeL

15



ADBI Working Paper 841 Shirai and Sugandi

Figure 2: Cross-border Portfolio Investment Assets and Liabilities
in Asia and the Pacific by Country/Economy
(US$ Billion)
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Source: Coordinated Portfolio Investment Survey (CPIS), IMF.

To see the actual amounts of cross-border portfolio investment assets and liabilities of
Asia and Pacific economies, this paper prepares diagrams (Figures 3 to 7) that show
the average amount of outstanding cross-border portfolio investment asset and
liabilities during the pre-crisis, the crisis, and the post-crisis periods. The diagrams are
drawn on the five economies with major global financial centers: (1) Japan; (2) PRC;
(3) Hong Kong, China; (4) Singapore; and (5) Australia. PRC’s time-series analysis is
limited due to the lack of data on its cross-borders assets for the pre-crisis and the
crisis periods.
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Figure 3: Japan: Cross-Border Portfolio Investment Assets and Liabilities
(Unit: US$ Million)
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Note: Data on Japan’s portfolio investment liabilities from the following countries are unavailable: People’s Republic
of China (2001-2014); Singapore (2009-2017); Indonesia (2006); Bulgaria, Latvia, Lithuania, Romania, Slovenia

(EU-27 member countries) for various years.
Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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Figure 4: Australia: Cross-Border Portfolio Investment Assets and Liabilities

(Unit: US$ Million)
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Note: Data on Australia’s portfolio investment liabilities from the following countries are unavailable: PRC (2001-2014);
Bulgaria, Latvia, Lithuania, Romania, Slovenia (EU-27 member countries) for various years.

Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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Figure 5: Singapore: Cross-Border Portfolio Investment Assets and Liabilities

(Unit: US$ Million)
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Note: Data on Singapore’s portfolio investment liabilities from the following countries are unavailable: PRC (2001-2014);
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Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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Figure 6: Hong Kong, China: Cross-Border Portfolio Investment
Assets and Liabilities
(Unit: US$ Million)
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Note: Data on Hong Kong, China’s portfolio investment liabilities from the following countries are unavailable: PRC
(2001-2014); Bulgaria, Latvia, Lithuania, Romania, Portugal, Slovenia (EU-27 member countries) for various years.

Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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Figure 7: PRC: Cross-Border Portfolio Investment Assets and Liabilities
(Unit: US$ Million)
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Note: Data on PRC’s cross-border portfolio liabilities from the following countries are unavailable: the Philippines (2001);
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countries) for various years.

Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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The following features were observed:

Case of Japan (Figure 3):

Among the Asia and Pacific economies, Japan had been the largest portfolio
investor to the world as well as the largest recipient of global money before, during,
and after the global financial crisis. Japan’s cross-border portfolio assets (liabilities)
to the world rose by 82% (69%) during the crisis and the post-crisis periods.
Japan’s cross-border portfolio assets and liabilities remained heavily biased
toward the United States and the EU prior to, during, and after the crisis. Japan’s
cross-border portfolio liabilities (assets) from the United States and the EU in the
post-crisis period were 1.5 times (1.9 times) of the pre-crisis level.

While the United States and the EU remained as Japan’s portfolio investment
top partners, their collective share in Japan’s total cross-border portfolio assets
dropped from 72% in the pre-crisis period to 66% in the post-crisis period. Their
share in Japan’s cross-border foreign portfolio liabilities also fell from 80% to
73% over the same time span. These trends suggest that Japan diversified its
investment destinations and sources of financing over time. Namely, Japan’s
foreign assets issued by the Asia and Pacific region has rapidly expanded over
time. Australia has been Japan’s preferred investment destination (Figure 8).
Comparing the pre-crisis and post-crisis periods, Japan’s cross-border portfolio
assets grew toward ASEAN-5 (by 271%), Australia (by 255%), ROK (by 207%),
the PRC (by 140%), and Hong Kong (by 91%). Similarly, Japan’s portfolio
investment liabilities against the Asia and Pacific region grew at impressive rates:
410% against the ROK, 156% against Hong Kong, China, and 85% against
Australia. Singapore did not release data on foreign portfolio assets vis-a-vis Japan
during 2010-2016; data on Japan’s liabilities against the PRC during 2001-2007
was not available. Japan’s rapid growth of foreign portfolio assets and liabilities
vis-a-vis the Asia and Pacific economies confirm its rising exposure to the region.

As foreign assets always exceeded foreign liabilities, Japan remained a net
international creditor of cross-border portfolio investment over the period. This is
true not only against the United States and the EU, but also against almost all of
the Asia and Pacific economies except for Hong Kong, China — where Japan’s
cross-border portfolio liabilities exceeded its assets. Overall, Japan has functioned
as an “investor nation” to the world — namely as a provider of capital to the world.

In the pre-crisis period, Japan’s net cross-border portfolio creditor position
was biggest against the EU (US$313 billion), followed by the United States
(US$274 billion). In contrast, Japan’s net assets in the post-crisis period were
largest vis-a-vis the United States, with net assets of US$621 billion, or 2.3 times
of the pre-crisis level. It was then followed by the EU (US$483 billion), which was
1.5 times of the pre-crisis level. A switch of Japan’s positions between the EU and
the United States between the pre-crisis and the post-crisis period reflects slower
economic recovery in the EU than in the United States as well as the long-lasting
impact of the global financial crisis and the European Sovereign Debt Crisis of
2010-2012.

Vis-a-vis the Asia and Pacific region, Japan’s net portfolio assets remained
relatively small over the same time span. Australia remained as Japan’s biggest
investment destination economy throughout 2001-2016. Japan’'s net assets
vis-a-vis Australia in the post-crisis period reached US$118 billion, or 4.4 times
of the pre-crisis level. Meanwhile, Japan’s net assets vis-a-vis the ROK during
2010-2016 reached US$15 billion, or 2.5 times the pre-crisis level. Albeit from a
low level, Japan’s net portfolio assets of portfolio investment vis-a-vis the ASEAN
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economies (Indonesia, Malaysia, the Philippines, and Thailand) rose by 280%
— from US$5 billion during 2001-2007 to US$19 billion during 2010-2016.
The significant increases in net assets from Japan to the ASEAN economies are
attributable to: (i) Japan’s low interest rate environment driven by a series of
monetary easing since 1999 (Shirai 2017); (ii) increased attractiveness of portfolio
securities issued by the ASEAN due to higher yields and reasonable stock prices
based on price earning (P/E) ratios; and (iii) deliberate efforts by central banks and
governments of these economies to attract capital inflows for boosting foreign
reserves and deepening their financial markets.

Figure 8: Japan’s Total Cross-Border Portfolio Investment Assets
by Major Destinations
(Unit: US$ Million)

1,800,000 180,000
1,600,000 160,000
1,400,000 140,000
1,200,000 120,000
1,000,000 100,000
800,000 80,000
600,000 60,000
400,000 40,000
200,000 20,000
0 0
- N O T WD O N O DO — N M < W0 ©
O O O O O O O 0O 0O «v“ v v v v« ™ ™
o o o O o o O O o
N N A AJdAATNNNNJAA
e Jnited States European Union  —e=— Australia (Right)

Source: Coordinated Portfolio Investment Survey (CPIS), IMF.

Case of Australia (Figure 4):

As foreign liabilities persistently exceeded foreign assets, Australia has been a net
debtor of cross-border portfolio investment to the world. Australia’s foreign asset
expanded by about 200% from the pre-crisis period to the post-crisis period. Its
foreign liabilities rose by about 150% over the same time span.

Australia maintained large exposure to the United States and EU with regards to
foreign portfolio assets, together accounting for over 70% before and after the
global financial crisis. As for foreign liabilities, Australia’s dependence on the
United States rose from 31% in the pre-crisis period to 33% in the post-crisis
period, but its dependence on the EU dropped significantly from 36% to 29% over
the same period. However, the relative importance of Asia and the Pacific in terms
of Australia’s foreign assets and liabilities did not rise throughout the period.
Namely, the share of Asia and the Pacific remained 10% on foreign assets and
about 22% on foreign liabilities.

Australia remained a net debtor of portfolio investment against the EU, the United
States, and many of the Asia and Pacific economies before, during, and after the
global financial crisis. ROK was one among the exceptions, where Australia
remained a net creditor of portfolio investment throughout the three periods.
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Case of Singapore (Figure 5):

Singapore remained a net investor of international portfolio before, during, and
after the global financial crisis. Singapore’s foreign assets grew by 208% from the
pre-crisis period to the post-crisis period. Its foreign liabilities rose by 175% over
the same time span.

As for foreign assets, Singapore increased the share of foreign assets vis-a-vis the
United States from 23% before the global financial crisis to 27% after the crisis. In
contrast, the share of foreign asset vis-a-vis the EU dropped significantly from 30%
to 10% over the same time span. After the crisis, the United States took over the
EU as Singapore’s top destination for portfolio investment. The share of the foreign
assets vis-a-vis the PRC increased from 2% before the crisis to 9% after the crisis.
Singapore’s role as a financier in the Asia and Pacific region has also grown not
only within the ASEAN, but also with the PRC, Hong Kong, China, and Japan.
Especially, Singapore’s growing direct exposure to securities issued by the PRC
is noticeable.

Regarding foreign liabilities, the United States and the EU remained as major
financiers of Singapore’s securities. Nonetheless, Singapore’s portfolio liabilities
against the Asia and Pacific region grew at an impressive pace between the
crisis and post-crisis periods: 476% against Indonesia; 275% against Thailand;
232% against the ROK; 232% against Japan; 164% against Australia; and 138%
against Hong Kong, China. Albeit from a small level, Singapore’s liabilities vis-a-vis
Malaysia have grown rapidly over time. The share of Malaysia's assets in
securities issued by Singapore to its total cross-border portfolio assets rose from
19% in the pre-crisis period to 32% in the post crisis period.

As foreign assets constantly exceeded foreign liabilities, Singapore remained a net
investor nation against the United States, the EU, and the Asia and Pacific region.
However, its net portfolio assets vis-a-vis the United States and the EU fell
between the pre-crisis period and the post-crisis period — from US$236 billion to
US$145 billion in the case of the United States and from US$54 billion to
US$22 billion in the case of the EU.

Singapore had net portfolio assets of US$68 billion vis-a-vis the PRC during
20102016 (the pre-crisis foreign liabilities data on the PRC is not available). Over
the same period, the PRC was Singapore’s third largest destination of portfolio
investment (after the United States and the EU), while Singapore’s portfolio
liabilities against the PRC were relatively small. Singapore’s portfolio assets in the
securities issued by the PRC in the post-crisis period were 11 times those of the
pre-crisis period. Singapore’s net cross-border portfolio assets rose steadily
against the Asia and Pacific economies during the crisis and the post-crisis
periods. Singapore’s net assets between the pre-crisis and the crisis periods were:
4.0 times against Indonesia; 3.1 times against the ROK; 2.2 times against
Thailand; 1.5 times against Hong Kong, China; and 1.6 times against Australia.
Singapore appears to play an increasingly important role in Asia and the Pacific as
a major investor in the region

Case of Hong Kong, China (Figure 6):

Among the Asia and Pacific economies, Hong Kong, China is the second largest
portfolio investor to the world after Japan. Cross-border portfolio assets (liabilities)
of Hong Kong, China to the world grew by 157% (142%) between the crisis and the
post-crisis periods. The rapid growth performance of foreign portfolio assets and
liabilities of Hong Kong, China has been comparable to that of Singapore; both

24



ADBI Working Paper 841 Shirai and Sugandi

economies’ assets and liabilities growth rates exceeded those of Japan. This
suggests that international financial centers in Singapore and Hong Kong, China
are rapidly growing over time.

Hong Kong, China has a strong financial relationship with the PRC. During
2010-2016, Hong Kong, China’s portfolio assets in the securities issued by the
PRC reached US$295 billion, exceeding those issued by the EU (US$165 billion)
and the United States (US$99 billion). Hong Kong, China’s assets in the securities
issued by the PRC rose from US$53 billion in the pre-crisis period, to
US$128 billion during the crisis, and further to US$295 billion in the post-crisis
period, indicating relations between the two economies have forged solid footing
over time.

Hong Kong, China was a net creditor of cross-border portfolio investment vis-a-vis
the EU prior to, during, and after the crisis. The EU was the most important
investment destination for Hong Kong, China in the pre-crisis period and during the
crisis period. Hong Kong, China’s strong attachment to the EU was attributable to
the economy’s history as a British colony during 1841-1997. After the crisis, Hong
Kong, China’s biggest cross-border portfolio investment destination shifted from
the EU to the PRC.

Hong Kong, China was a net debtor of cross-border portfolio investment against
the United States prior to and after the crisis but was a net creditor during the crisis
due to capital reversal from the economy to the United States. Hong Kong, China’s
portfolio assets in the United States were never as large as its assets in the EU.

The ASEAN-5 economies, particularly Singapore, have been a relatively large
investor of securities issued by Hong Kong, China. ASEAN-5’s assets in the
securities issued by Hong Kong, China grew from US$13 billion before the crisis to
US$16 billion during the crisis, and further to US$31 billion in the post-crisis period.
ASEAN-5’s assets in the securities issued by Hong Kong, China have been greater
than those securities held by Japan, the ROK, and Australia. This may be
associated with the interest of the ASEAN-5 economies through deep trade and
FDI relationships with the PRC and Hong Kong, China as well as presence of
overseas Chinese in the Southeast Asia region.

It is worth noting that out of the ASEAN-5’s portfolio assets in the securities issued
by Hong Kong, China, Singapore’s share has gradually fallen from 94% in the pre-
crisis period, to 85% during the crisis period, and further to 78% in the post-crisis
period. This decline was mainly due to the rapid increase of Malaysia's and
Thailand’s portfolio assets in the securities issued by Hong Kong, China.

Hong Kong, China appears to be playing a role as a regional financial center. It
serves not only as a gateway of portfolio investment from the advanced economies
to the PRC, but also for investment from the ASEAN-5 and investment to the PRC.

Case of the People’s Republic of China (Figure 7):

The PRC has been a net debtor of cross-border portfolio investment to the world.
The PRC'’s cross-border portfolio assets recorded US$320 billion while its liabilities
amounted to US$710 billion in the post-crisis period. The PRC’s cross-border
portfolio liabilities to the world grew by 394% between the crisis and the post-crisis
periods. The impressive growth rate indicates not only that the securities markets
grew rapidly but also that the capital account liberalization had progressed
over time.

25



ADBI Working Paper 841 Shirai and Sugandi

e« There are strong interests by other Asia and Pacific economies to invest in
securities issued by the PRC. Foreign portfolio liabilities of the PRC vis-a-vis
Hong Kong, China rose substantially by 457%, from US$53 billion in the pre-crisis
period to US$295 billion in the post-crisis period. Albeit from the low level, the
PRC’s foreign portfolio liabilities against Australia grew by 1,880% over the same
period (from US$271 million to more than US$5 billion), while its liabilities against
the ASEAN-5 grew by 1,073% (from almost US$7 billion to US$77 billion).

e The PRC’s foreign portfolio liabilities against the EU and the United States also
grew substantially between the pre-crisis and the post-crisis periods: by 262% and
219%, respectively. This indicates the rising interest by the EU and the United
States with regards to investing in securities issued by the PRC.

4. CROSS-BORDER PORTFOLIO ASSETS AND
LIABILITIES CLASSIFIED BY TYPES OF
INSTRUMENTS IN THE ASIA AND PACIFIC REGION

This section decomposes data on cross-border portfolio investment asset liabilities
data classified by types of investment instrument: equity; long-term debt securities;
and short-term debt securities. Tables 5 to 9 provide information on the amount of
cross-border portfolio assets and liabilities in the Asia and Pacific region over the
period of 2001-2016. The composition of cross-border portfolio investment in Asia and
the Pacific is shown in terms of period average in Table 6 and on annual basis in
Appendix Chart 1 3. The following features are observed.

Table 6: Average Cross-Border Portfolio Investment Assets and Liabilities
in Asia and Pacific Economies by Instrument
(Unit: US$ Million)

Assets
Long-term Debt Short-term Debt  Total Portfolio
Equity Securities Securities Investment
2001-2007 880,135 1,882,461 110,034 2,872,632
2008-2009 1,356,317 2,665,775 152,884 4,174,976
2010-2016 2,769,654 3,523,966 312,128 6,605,749
Liabilities
Long-term Short-term Total
Debt Debt Statistical Portfolio
Equity Securities Securities Discrepancy Investment
2001-2007 1,421,451 530,855 140,926 —-7,540 2,085,692
2008-2009 1,754,025 841,765 317,700 33,983 2,947,472
2010-2016 2,880,510 1,452,655 552,895 —49,065 4,836,995

Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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4.1 Overall Features of Cross-Border Portfolio Assets
and Liabilities in the Region

First, cross-border portfolio assets held by the Asia and Pacific region to the world
have remained dominated by debt securities. The amount of both equity and debt
securities assets have increased over the period of 2001-2016, but equity securities
assets have grown faster than debt securities assets. During and after the crisis, debt
securities investors from Asia and the Pacific’'s advanced economies (such as Japan)
have continued to invest heavily in the United States and the EU, as well as have
sought for higher yields in the Asia and Pacific region. On the other hand, equity
investors in the region have become more aggressive investing in emerging markets
that underwent major corrections during the crisis. As a result, the share of debt
securities to total foreign portfolio assets held by the Asia and Pacific region has
gradually declined from 69% in the pre-crisis period to 58% in the post-crisis period.
Instead, the share of equity to total portfolio assets held by the Asia and Pacific region
rose from 31% in the pre-crisis period to 42% in the post-crisis period.

Second, portfolio investment liabilities of the Asia and Pacific region toward the world
have been dominated by equity. This may reflect that the early stages of bond market
development in many emerging Asian economies. Nonetheless, it is noticeable that the
amount of debt securities investment liabilities has grown faster than the amount of
equity investment liabilities over the period of 2001-2016. Namely, the shares of equity
in portfolio investment liabilities have dropped from 68% in the pre-crisis period to 59%
in the post-crisis period; and the shares of debt securities rose from 32% to 41% over
the same period. This is a result opposite to the case of portfolio investment assets. A
relative shift of the portfolio investment liabilities from equity to debt securities may
reflect that equity prices in the Asia and Pacific region have become more expensive or
overvalued in many economies (as shown by the rising price to earnings (P/E) ratios in
Table 10) while debt securities yields have become more attractive (as shown by the
rising real yields of government bonds in Table 11).

In general, global fund managers that invest heavily in debt securities issued by the
Asia and Pacific region are different from those fund managers that predominantly
invest in equity issued by the region. Namely, the degree of substitutability between
debt securities and equity investment is rather low in the Asia and Pacific region since
these foreign investors in each segment of capital markets focus only on their own
niche rather than actively making cross-market trading. Hence a gradual increase in
the share of debt securities to total cross-border portfolio liabilities in the Asia and
Pacific region implies that debt securities-oriented global investors have found more
attractive to invest in those debt securities issued by the region and thus have
increased the amount of investment as compared with equity-oriented global investors.
It does not indicate that the same foreign portfolio investors have switched their
investment portfolio from equity to debt securities. A further increase in investing in
debt securities issued by the region may attract greater foreign capital if the progress is
made on the development of bond markets in emerging Asia.
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Table 12: Debt Securities Outstanding in Asia and the Pacific,
United States, and the European Union as of Q3-2017
(Unit: US$ Billion)

Non-
Financial Financial General Statistical

Corporation  Corporation Government Discrepancy Total
Japan 2,440 723 9,433 0 12,596
People’s Republic of China 4,273 2,755 4,130 0 11,158
Hong Kong, China 249 67 145 0
Republic of Korea n.a. n.a. n.a. n.a.
Indonesia n.a. n.a. n.a. n.a.
Malaysia 40 146 163 0
Philippines 5 40 85 0
Singapore 183 128 86 1
Thailand 135 88 132 0
Australia 1,105 205 650 0
United States 15,351 6,088 17,252 215 38,906
EU-27 12,707 2,113 12,830 30 27,680

Note 1: Regarding Japan’s data, Fiscal Investment and Loan Program (FILP) bonds, which constitute part of Japanese

Government Bonds, are included in the category “financial.”
Note 2: Data include both domestically and internationally issued.
Source: Bank for International Settlements.

4.2 Cross-Border Portfolio Assets and Liabilities Classified
by Asian and the Pacific Economies

The following features are observed from Tables 7, 8, and 9, as well as Appendix
Chart 1 with regards to Japan, Australia, Singapore (and other ASEAN economies),
and the PRC and Hong Kong, China.

Case of Japan:

Japan has been a net portfolio creditor against the world, having more
cross-border portfolio assets than liabilities. Japan has persistently preferred
holding a greater amount of cross-border portfolio assets in the form of long-
term debt securities, while having its liabilities dominated by equity. In other
words, Japan has remained a net international creditor in terms of cross-border
debt securities as foreign debt securities investment assets have exceeded
foreign debt securities investment liabilities. In contrast, Japan has remained a
net international debtor in terms of cross-border equity as foreign equity
liabilities have exceeded foreign equity assets.

Japan has actively invested in sovereign bonds and other semi-government
bonds (such as agency bonds and agency mortgage-based securities
[MBS]) issued by the United States, the EU, and Australia. Meanwhile, the
United States and the EU have been the biggest investors in Japan’s equity
assets. This means that investors from Japan tend to be more risk-averse than
investors from the United States and the EU.

Regarding Japan’s foreign assets, Japanese debt securities investors have been
heavily skewed toward advanced economies that have large, deep, mature debt
securities markets. Japan’s debt securities assets in the United States and the
EU have been disproportionately large as compared to its assets in the Asia
and Pacific region in the post-crisis period; as depicted in Table 8(1) for long-term
debt securities and Table 9(1) for short-term debt securities. Beside these two
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investment destinations, Australia has become Japan’s preferred investment
destination in terms of long-term debt securities over the same period. In general,
Japanese investors prefer high-rated bonds. Table 13 shows that credit ratings of
long-term bonds in the United States, the EU (credit ratings of Germany, France,
and the United Kingdom), and Australia have been very high.

¢ Having large pension and life insurance industries in Japan, these institutional
investors have been major investors investing in other economies and generally
prefer well-developed bond markets. The United States has large, liquid,
and safe treasury securities and agency securities markets. Agency securities
in the United States include the agency debt securities and the agency
MBS issued by congressionally-chartered government-sponsored enterprises
(GSEs). Agency MBS have higher coupons than Treasury securities because of
embedded borrower prepayment options that make the timing of cash flows
uncertain (Cavallo et al. 2018). MBS issued by the GSEs have benefited
from strong investor perceptions of an implied federal guarantee of the debt
obligations, owing to various charter provisions and past government actions.
The EU has diverse sovereign bond markets whose creditworthiness varies
depending on member countries’ profiles. Other debt securities markets
— including covered bonds, financial bonds, corporate bonds, and asset-backed
securities — are relatively developed in some EU member countries. Germany,
France, and the United Kingdom have larger and more liquid bond markets than
the other EU members.

e Although Japan’s cross-border portfolio assets are mainly in the form of debt
securities, its equity assets have grown faster than its debt securities assets.
Japan’s equity holdings have rapidly increased since 2014. To some extent,
these rapid growths were attributable to change in Japanese investors’ behavior,
which has become more aggressive in searching for higher yields. It was also
due to the Japanese Government’s pension fund reform — namely, changing the
basic portfolio of public pension reserve assets (about ¥145 trillion) managed by
the Government Pension Investment Fund (GPIF) in October 2014. The target
allocation of domestic bonds (mainly comprising Japanese government bonds)
dropped from 60% previously to 35% (with a permissible range of +10%).
Instead, the target allocations for domestic equity and foreign equity were
increased: from 12% to 25% and from 12% to 25%, respectively. The target
allocations for foreign bonds was raised from 11% to 15%.

e As for Japan’s foreign liabilities, Japanese equity investment liabilities toward
the United States have remained large, rising from 50% of Japan’s cross-border
equity investment liabilities in the pre-crisis period to 52% in the post-crisis
period. United States’ investment in Japan’s equity assets has grown by
55% throughout 2001-2016. Rising demand for Japanese equity was reflected
in a rapid increase of Japanese stock prices after the launch of Abenomics
from late 2012 and the subsequent unconventional monetary easing adopted by
the Bank of Japan since April 2013 — including massive purchase of the
Japanese Government Bonds and ETF purchases (largely indexed to Nikkei
225 and TOPIX).

e In anticipation of the Abenomics massive monetary easing and stimulus
economic package, the exchange rate of the yen vis-a-vis the US dollar and the
yen’s nominal effective exchange rates began to depreciate sharply from late
2012. These exchange rate movements were initiated by short-term oriented
foreign investors that took a short position in the yen against the US dollar and
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a long position in Japanese stocks (Shirai 2017). Given that major listed firms
are Japanese multinational corporations, the yen’s depreciation has helped to
raise their overseas profits and hence domestic equity prices. According to the
Survey Report on Overseas Business Operations by Japanese Manufacturing
Companies compiled by the Japan Bank for International Cooperation (JBIC),
the ratio of foreign production, sales, and profits of Japanese manufacturers
has risen steadily since 2001 and has currently accounted for about 40% each
(JBIC, 2017). The automobile sector is more dependent on foreign markets
than other sectors, with these ratios accounting for about a half.

Table 13: Sovereign Rating of Long-Term Local Currency-Denominated
Government Bonds in Asia and the Pacific and Advanced Economies

Government Bond Latest Rating Change
Country Rating Agency Sovereign Rating Date
Japan Fitch A 27 April 2017
Moody’s A1 6 December 2017
S&P A+ 16 September 2015
People’s Republic of China Fitch A+ 13 July 2017
Moody’s A1 24 May 2017
S&P A+ 21 September 2017
Hong Kong, China Fitch AA+ 3 September 2017
Moody’s Aa2 24 May 2017
S&P AA+ 21 September 2017
Republic of Korea Fitch AA- 11 October 2017
Moody’s Aa2 18 December 2015
S&P AA 7 August 2016
Indonesia Fitch BBB 20 December 2017
Moody’s Baa2 13 April 2018
S&P BBB- 19 May 2017
Malaysia Fitch A- 17 August 2017
Moody’s A3 7 December 2017
S&P A 27 July 2011
Philippines Fitch BBB 10 December 2017
Moody’s Baa2 27 June 2017
S&P BBB 8 May 2014
Singapore Fitch AAA 19 September 2017
Moody’s Aaa 8 December 2016
S&P AAA 6 March 1995
Thailand Fitch BBB+ 14 June 2017
Moody’s Baa1 18 July 2017
S&P A- 14 April 2009
Australia Fitch AAA 12 May 2017
Moody’s Aaa 17 August 2016
S&P AAA 27 July 1992
United States Fitch AAA 11 April 2017
Moody’s Aaa 18 July 2013
S&P AA+ 5 August 2011
France Fitch AA 26 January 2018
Moody’s Aa2 18 September 2015
S&P AA 8 November 2013
Germany Fitch AAA 9 February 2018
Moody’s Aaa 24 February 2017
S&P AAA 27 July 1992
United Kingdom Fitch AA 27 October 2017
Moody’s Aa2 22 September 2017
S&P AA 27 June 2016

Source: countryeconomy.com
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Case of Australia:

As depicted in Appendix Chart 2, Australia’s foreign portfolio assets are
dominated by equity, although the ratio of equity to total foreign portfolio assets
dropped from 69% in the pre-crisis period to 63% in the post-crisis period. In
contrast, Australia’s foreign portfolio investment liabilities are largely in the form
of debt securities, rising from 51% of total foreign portfolio liabilities in the
pre-crisis period to 59% in the post-crisis period.

Between the pre-crisis and the post-crisis periods, Australia’s cross-border debt
securities assets rose by 265% (from US$59 billion to US$214 billion), while its
equity assets grew by 170% (from US$132 billion to US$357 billion). Over the
same time span, Australia’s cross-border debt securities liabilities rose by 173%
(from US$246 billion to US$670 billion), while its equity liabilities grew by 111%
(from US$152 billion to US$322 billion).

Australian investors take more risks than Japanese investors, as evidenced by
their tendency to invest more actively in equities than in debt securities. This may
reflect that major Australian investors are superannuation funds (mostly based on
defined contribution schemes) sand other funds However, the global financial
crisis substantially reduced Australia’s appetite for investing in riskier assets.

Australia has been a net debtor of cross-border debt securities investment
vis-a-vis the world throughout the period of 2001-2016. The size of Australia’s
net debt of cross-border debt securities investment reached US$456 billion
in post-crisis period, compared to US$187 billion in the pre-crisis period.
Meanwhile, Australia was a net debtor of cross-border equity investment before
the crisis (with net debt of US$20 billion) and during the crisis period (with net
debt of US$17 billion) but has become a net creditor of US$36 billion after
the crisis.

Case of Singapore and Other ASEAN Economies:

The ASEAN-5 has received significant inflows of cross-border portfolio
investment from the United States, the EU, and Japan during and after the
global financial crisis. As depicted in Table 14, portfolio investment regulations
in the ASEAN-5 economies in general are friendly to foreign portfolio investors.
For example, there are few or no restrictions for foreign investors with regards
to purchasing debt securities and equity. Low investment tax rate is applied to
foreign investors, particularly for investors from foreign countries with tax treaty
agreements. No capital controls on foreign exchange movements are imposed.
Except for Singapore, which already has well-advanced capital markets, other
ASEAN economies are liberalizing their capital markets to attract foreign
portfolio investment in order to deepen and broaden their markets.

In addition to the growing role of Singapore in the Asia and Pacific region, it
should be mentioned that other ASEAN economies have also increased their
linkages with other Asia and Pacific economies over time. For example, the
Philippines has increased its portfolio investment in Indonesia, where
Indonesia’s share of the Filipino total portfolio assets rose from about 0% in the
pre-crisis period to 17% in the post-crisis period. Meanwhile, Thailand has
increased its portfolio assets to the ROK from 3% of Thai total foreign portfolio
assets in the pre-crisis period to 13% in the post-crisis period.
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Singapore was a net creditor of portfolio investment against the world before,
during, and after the global financial crisis. Singapore’s cross-border portfolio
investment assets are largely equally divided into equity and long-term debt
securities (where Singapore remains a net creditor in both types of assets).
Singapore’s net equity assets rose by around 382%, from US$57 billion in the
pre-crisis period to US$275 billion in the post-crisis period. Over the same time
span, Singapore’s net debt securities assets increased by 152% from almost
US$130 billion to almost US$327 billion. Singapore’s interest in equity issued
by the PRC grew by almost ten times, from almost US$6 billion in the pre-crisis
period to almost US$58 billion in the post-crisis period. The share of the PRC
in Singapore’s cross-border equity investment to the world grew from 5% in the
pre-crisis period to 14% in the post-crisis period. Nevertheless, Singapore’s
holding of equity assets in the United States was larger, at US$111 billion
during 2010-2016.

Indonesia is a net international debtor of both equity and debt securities
investment as its foreign portfolio investment assets are much smaller than its
liabilities. Indonesia’s net liabilities on equity against the world rose by 265%,
from US$18 billion in the pre-crisis period to US$66 billion in the post-crisis
period. Over the same period, Indonesia’s net liabilities on debt securities
against the world soared by 665% from around US$7 billion to around
US$55 billion perhaps due to attractive yields. Most of Indonesia’s debt
securities are issued by the government. Bank Indonesia (central bank) and
firms also issue debt securities, but the sizes of issuance have been much
smaller than that of the government securities. Bank Indonesia has issued
short-term certificates to conduct open market operations since 1983 — before
the (new) government debt securities and a bond market was formally
introduced in 2002. Bank Indonesia has started to reduce the amount of
issuance and the frequency of auctions since 2010 in line with the long-run goal
to use solely government securities for open market operations.

Foreign holdings of Indonesian bonds accounted for about 40% of outstanding
tradable government bonds during 2010-2016. In addition to attractive yields,
this is attributable to (1) portfolio investment regulations that are relatively
friendly to foreign investors; (2) efforts by the Government is actively promoting
government bonds to foreign investors (including through roadshows in the
United States, the EU, Hong Kong, and Japan; and (3) stable macroeconomic
performance and prudent budget deficit management (with a maximum cap on
budget deficit at 3% of nominal GDP). Holdings of Indonesian sovereign bonds
by Japan and the ROK have risen following the upgrade in credit rating from
S&P Global in May 2017.

Malaysia has been a net international debtor of both equity and debt securities
investment. Malaysia's net liabilities on equity against the world fell from
US$22 billion during 2001-2007 to US$18 billion during 2010-2016, as
Malaysia aggressively increased its equity investment abroad. Malaysia’s net
debt on debt securities investment against the world rose from US$20 billion to
US$52 billion. Debt securities dominated Malaysia’s total cross-border portfolio
liabilities in the post-crisis period with a share of 56%, versus 47% in the
pre-crisis period. On annual basis, the share of debt securities to Malaysia’s
total foreign portfolio liabilities rose from 48% in 2010 to 59% in 2016.
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The Philippines is a net international debtor of both equity and debt securities
investment. Its net liabilities on equity against the world rose four times, from
US$7 billion in the pre-crisis period to US$28 billion in the post-crisis period.
Meanwhile, the Filipino net liabilities on debt securities investment against the
world grew 2.6 times from almost US$10 billion to almost US$25 billion over the
same time span. Debt securities dominated Filipino total cross-border portfolio
liabilities in the post-crisis period with a share of 57%. This share fell from 60%
in 2010 to 46% in 2016, while the share of equity rose from 40% to 54%.

Thailand is a net international debtor of both equity and debt securities
investment. Its net foreign liabilities on equity vis-a-vis the world increased
by 155%, from US$23 billion in the pre-crisis period to US$59 billion in the
post-crisis period. Equity constituted 75% of Thailand’s total foreign portfolio
liabilities in the post-crisis period. The share of equity liabilities to Thai total
cross-border portfolio liabilities gradually declined from 81% in 2010 to 73% in
2016, while the share of debt securities liabilities rose from 19% to 27%.

Case of the People’s Republic of China and Hong Kong, China:

Hong Kong, China has been a net international creditor. Its cross-border assets
and liabilities are mainly in the form of equity. In the post-crisis period, equity
constituted 62% of Hong Kong, China’s portfolio assets vis-a-vis the world. This
suggests that Hong Kong, China is more of a risk taker than Singapore.

The relationship between the PRC and Hong Kong, China has strengthened
over the period of 2001-2016. Hong Kong, China has remained the largest
investor in equity issued by the PRC. Its foreign assets in equity issued by
the PRC swelled by 3.7 times from US$47 billion in the pre-crisis period to
US$174 billion in the post-crisis period. While Hong Kong, China has been the
largest investor in equity issued by the PRC, the United States, and the EU
have been the largest investors in equity issued by Hong Kong, China (although
data on the PRC are available only for 2015-2016). This suggests that
Hong Kong, China’s relationship with the PRC is rather one-sided. Meanwhile,
the PRC has relatively heavily invested in short-term debt securities issued by
Hong Kong, China.

The PRC has the largest debt securities market in emerging Asia. PRC’s
long-term sovereign rating has deteriorated due to rating agencies’ growing
concerns over the country’s rising debt levels (including firms and households).
The PRC’s rating was downgraded from Aa3 to A1 by Moody’s in May 2017,
and from AA- to A+ S&P Global Ratings in September 2017 (Table 13). Given
its sheer size, a further capital account liberalization is likely to attract greater
investment from abroad. The inclusion of the PRC’s yuan-denominated Chinese
stocks (the so-called ‘A’ shares) by the MSCI into its key Emerging Markets and
World from June 2018 is expected to boost equity investment to the country.
Global fund managers have issued various MSCIl-based fund indexes by
selecting prospective stocks in the PRC.
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5. CONCLUSION

This paper has examined cross-border portfolio investment assets and liabilities in the
Asia and Pacific region before, during, and after the global financial crisis. There were
significant flows of cross-border portfolio investment to and from the region over time.
Both equity and debt securities investment from the world to the region have increased
throughout 2001-2016, and so have equity and debt securities investment from the
region to the world.

The region’s cross-border portfolio liabilities have been largely in the form of equity.
Major investors in equity issued by the region have been from the United States
and the EU. One exception is the PRC, where major equity investors have been from
Hong Kong, China. Foreign investors’ preference of equity over debt securities may
reflect early stages of bond market development and attractive P/E ratios of equity
securities. With regards to the regions’ cross-border asset instruments, debt securities
have exceeded equity. This mostly reflects Japan’s strong bias toward debt securities
issued by the United States, the EU, and Australia. Excluding Japan, many economies
in the region invested more heavily in cross-border equity than debt securities.

Albeit from a low level, the intra-regional financial integration has been growing at the
center of the PRC, which has attracted equity investment from Hong Kong, China and
Singapore. Indonesia has increased its investment in equity issued by the PRC.
Meanwhile, the PRC has relatively heavily invested in short-term debt securities issued
by Hong Kong, China. Within the AEAN-5, Malaysia has increased equity investment
to Singapore; Singapore has increased equity investment in Indonesia, Malaysia, and
Thailand; while Malaysia has increased investment in Singaporean equity. Singapore
has also increasingly invested in debt securities issued by Indonesia and Malaysia.
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Appendix Chart 1: Cross-Border Portfolio Investment Assets and Liabilitiesin
Asia and Pacific Economies by Type of Instruments

(US$ Billion)
Total Foreign Portfolio Investment Assets
10,000 -
8,000 -
6,000 -
4,000
2,000 +
O,
- N O ¥ 1V ©W N~ ©®© ® O - N ® < O ©
o o o o o o o o o ~ ~— ~— ~— ~— ~ ~
o o o o o o o o o o o o o o o o
N d d §§ d & § d & N |
m Equity m Long-term Debt Securities Short-term Debt Securities

Total Foreign Portfolio Investment Liabilities

- N O ¥ O © N~ O ® O - N ® < WO ©
o o o o o o o o o ~— ~— ~ ~ ~— ~— ~—
-1000-© © ©6 © © &6 © &6 &6 o o ©o O o o o
N d & N N N d N N N N N

m Equity m Long-term Debt Securities

Short-term Debt Securities m Statistical Discrepancy

Source: Coordinated Portfolio Investment Survey (CPIS), IMF.
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Appendix Chart 2: Cross-Border Portfolio Investment Assets and Liabilities
in Asia and the Pacific by Country/Economy and Type of Instrument

(US$ Billion)
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continued on next page
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Appendix Chart 2 continued
Hong Kong, China
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continued on next page
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Appendix Chart 2 continued
People’s Republic of China
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continued on next page
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Appendix Chart 2 continued

Republic of Korea
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continued on next page
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Appendix Chart 2 continued

Indonesia
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continued on next page
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Appendix Chart 2 continued

Malaysia
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continued on next page
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Appendix Chart 2 continued

Philippines
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continued on next page
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Appendix Chart 2 continued

Singapore
Total Foreign Portfolio Investment Assets
1,500 +
1,000 -
500 -
O i
- N O ¥ O © N~ ©O© O O — N ® ¥ O ©
o o o o o o o o o -~ ~— ~— ~— ~ ~ ~—
o o o o o o o o o o o o o o o o
N d d & & ] 8§ & d & § & Q|
m Equity ® Long-term Debt Securities Short-term Debt Securities
Total Foreign Portfolio Investment Liabilities
400 -
300 -
200 -
100 - o _
- N O ¥ B © ~ © ® O — N ™ T O ©
o o o o o o o o o -~ -~ — — ~— ~ ~
o o o o o o o o o o o o o o o o
qoo /¥ 8 & &8 & § & & § & & & & & « &
m Equity ® Long-term Debt Securities
Short-term Debt Securities m Statistical Discrepancy

continued on next page

65



ADBI Working Paper 841 Shirai and Sugandi

Appendix Chart 2 continued
Thailand
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Appendix Chart 2 continued

Australia
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