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Global Public Investors – central banks, 
sovereign funds and public pensions funds 
– are widening their radius ever further. The 
policies of 750 institutions with worldwide 
investable assets of $37.8tn have a profound 
effect on global markets. They are crucially 
important for growth prospects, the 
investment climate and capital markets. In 
monetary, financial, trade and regulatory 
policies, they are deeply bound up with 
the international economic currents of co-
operation and conˌict. The 2��� annual 
edition, the sixth, surveys GPIs’ performance 
and practices across a wide range of 
investments as well as their activities in the 
digital economy, sustainable investment and 
Islamic finance.

GPI_2019_FinalBook.indb   3 22/05/2019   12:24



Published by OMFIF Ltd

Offi  cial Monetary and 
Financial Institutions Forum
30 Crown Place
London EC2A 4EB
United Kingdom
T: +44 (0)20 3008 5262
F: +44 (0)20 7965 4489
omfif.org

Company Number: 7032533

ISBN: 978-0-9955636-8-1

Acknowledgments
OMFIF thanks offi  cials from 
the co-operating countries 
and cities for this publication, 
which will be joining us in 
launch partnerships around 
the world. We are grateful to 
many other associates and 
colleagues for their assistance 
and guidance.

Illustrations: 
Michał Bednarski 
@bednarski_illustration

Stock images: Unsplash.com

Printed by: Pensord Press

Paper: Denmaur Media. The 
paper within this publication is 
carbon balanced and sourced 
within chain-of-custody 
certifi cation to minimise 
environmental impact.

© OMFIF Ltd 2019. The entire contents of this publication are protected by copyright. All rights reserved. 

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, without the prior permission of the 
publisher. The views and opinions expressed by the authors and contributors to this publication are provided in the writers’ personal and professional capacities 
and represent their responsibility. The publication does not imply that their contributions represent the views or opinions of OMFIF and must neither be regarded 
as constituting advice on any matter, nor be interpreted as such. The reproduction of advertisements in this publication does not in any way imply endorsement by 
OMFIF of products or services referred to therein.

While every care is taken to provide accurate information, the publisher cannot accept liability for any errors or omissions. No responsibility will be accepted for 
any loss occurred by any individual due to acting or not acting as a result of any content in this publication. On any specific matter reference should be made to an 
appropriate adviser.

|  omfif.org4

CBP000602

With a presence in 
London, Singapore, 
Washington and 
New York, OMFIF is an 
independent forum for 
central banking, economic 
policy and public investment 
— a neutral platform for best 
practice in worldwide public-
private sector exchanges. For more 
information visit omfi f.org or email
enquiries@omfi f.org

Masthead

Register at omfif.org to receive the OMFIF Update 
and a one month trial of the OMFIF membership 
dashboard.







PUBLISHER
David Marsh, Chairman

EDITOR
Danae Kyriakopoulou, 
Chief Economist & 
Director, Research

ECONOMISTS
Kat Usita, Deputy Head 
of Research
Bhavin Patel, Senior Economist 
& Head of Fintech Research
Pierre Ortlieb, Economist

PRODUCTION
Simon Hadley
Director, Production
Julian Frazer, Senior Editor
William Coningsby-Brown, 
Assistant Production Editor
Julie Levy-Abegnoli, Subeditor

MARKETING
James Fitzgerald, 
Marketing Manager
Stefan Berci, 
Communications Manager

COMMERCIAL
Sofi a Melis, Head of Client 
Relationships
Mingiyan Shalkhakov, 
Relationship Manager

STRATEGY
Adam Cotter, Director 
& Head of Asia
Edward Longhurst-Pierce, 
Director, Offi  cial Institutions 
& External Relations
Sarah Holmes, Director, 
Business Operations
Pooma Kimis,
Managing Director

GPI _2019_004-005_masthead_welcome.indd   4 23/05/2019   13:41



Global Public Investor 2019

  omfif.org  | 5

Welcome

Unsettling forces of  
revitalisation

Global Public Investors are navigating, 
and helping to shape, some blustery 

times. Some of the side-effects are 
disturbing, others reassuring. Investors 
are coming to terms with climate change, 
and joining in efforts (hitherto far from 
decisive) to combat it. They are tackling 
the invigorating and unsettling march of 
digital technology, the semi-revolutionary 
presidency of Donald Trump, renewed 
protectionist tendencies, the rise of China 
and the gradual move (back) to Asia of 
the world’s centre of economic gravity. 
Symptoms of Europe’s slow retreat from 
centre stage are the single currency travails 
of Germany, France and Italy, Britain’s 
painful, frequently chaotic withdrawal from 
the European Union, and the trials between 
Russia and the West.

The world economy has been growing at 
above 3% per year for 30 years, with the sole 
exception of 2009. In the 10-year recovery 
phase, advanced countries have struggled 
to reach 2%, while developing economies 
have been expanding consistently above 4%. 
The advanced economies show large cyclical 
divergences and imbalances, while emerging 
markets are being buffeted in different ways 
by global forces.

The central banks that make up one-
third of our $37.8tn in surveyed assets have 
never been so powerful – nor so vulnerable. 
They are bolstering and countering the 
disruptive influences on the world economy 
by maintaining interest rates far lower 
than during past recoveries. The US Federal 
Reserve has relented in its three-year march 
towards higher interest rates. The much-
heralded world recession is nowhere in sight, 
but history teaches that it may be just over 
the horizon.

The dollar remains the pivot of the world 
monetary system. Its strength since 2011 
– with some fragility only in Trump’s first 
year-and-a half – displays some strong 
similarities to the 1990s. Trump’s trade and 
economic policies may end up making the 
dollar uncomfortably strong, endangering 
the livelihoods of the export-dependent 
workers whose jobs he wishes to protect.

Reserve currency patterns, as always, are 
pervasively intertwined with geopolitical 
shifts. The US has gained favour from the 
dollar’s No.1 status – providing international 
leverage, lower funding costs and political 
insurance against setbacks, whether 
caused by itself or others. The US may use 
its geopolitical standing and the dollar’s 
supremacy to finance internal revitalisation 
and find its way back to international co-
operation.

That would be benign for the world. It is 
neither too early nor too late to hope this 
will be the outcome.  

David Marsh 
Chairman, OMFIF
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Reinvigorating the G20
As multilateralism wavers, co-operation on crucial issues 
such as international taxation is essential.

Masatsugu 
Asakawa
.apan Ministry 
of *inance

Critical success factor

0oh &oon 
'h]e
Singapore 
E\change

With major economic centres 
gravitating eastward, Asia is 

poised to play an increasingly pivotal 
role in global fi nance. 6ingaporeȢs 
role as a fi nancial hub in the heart of 

A decade after the 2��� fi nancial 
crisis, the international community 

is at a crossroads. Trade tensions 
are intensifying and confi dence in 
multilateralism is wavering. Concerns 
are growing over widening inequality, 
sapping the foundations of democracy in 
several countries.

The G20, which represents 85% of 
global GDP, bears an important mission: 
ensuring ‘strong, sustainable, balanced 
and inclusive growth’. The financial 
crisis is behind us, though risks to 
financial stability remain. The group 
must now tackle longer-term structural 
issues, namely aging, global imbalances 
and international taxation. 

People are living longer, which could 
have a significant impact on growth. 

Partnerships and collective action are essential to 
achieving the connection between fi nancial technology 
and sustainability.

common future. 
Sustainability has become a critical 

success factor for companies to ensure 
long-term value creation. There has 
been growing demand among investors 
for enhanced disclosure on listed 
companies’ environmental, social 
and governance practices. Singapore 
Exchange (SGX) will continue to play 
its part in advancing the sustainability 
agenda, by connecting companies and 
investors in its marketplace.

New technologies such as 
distributed ledger, cloud computing 
and artificial intelligence have the 
potential to make a positive impact on 
sustainable development, by changing 
the way institutions deploy capital and 

A shrinking labour force would exert 
downward pressure on output and 
reduce investment opportunities. Rising 
age-related costs in public pension and 
health systems could deteriorate the 
fiscal balance. Countries with aging 
populations need to save today to 
prepare for the future.

This is not an issue confined to 
advanced economies; it is also affecting 
many emerging economies. Some 
of their populations are aging even 
more rapidly than those in developed 
economies. Expanding social security 
systems while safeguarding growth and 
fiscal sustainability will be challenging. 
Sharing best practices across the G20 
community would be useful for both 
advanced and emerging economies.

Global imbalances have recently come 
to the fore of the global agenda. Heated 
debate between deficit and surplus 
economies is nothing new. But trade 
tensions are rising, with tariff increases 
and non-tariff measures materialising in 

many jurisdictions. The G20, under the 
Japanese presidency since 1 December 
2018, will take a fresh look at this issue 
and explore policy options.

Countries’ current accounts have 
evolved. Trade in goods, traditionally 
the main factor behind the current 
account, has given way to earnings on 
foreign investment and trade in services. 
In 2017, Japan ran a current account 
surplus (4% of GDP), driven mainly by 
earnings on foreign investments (3.6% of 
GDP). The UK, while running a current 
account deficit (4.1% of GDP), had a 
sizable surplus in trade in services (5.3% 
of GDP).

A country’s current account balance, 
particularly the savings-investment 
balance, reflects the state of its economy. 
Global imbalances imply underlying 
domestic imbalances. Excessive 
corporate savings, resulting from 
subdued investment and declining labour 
share, weigh on growth. A social safety 
net with poor coverage (lack of universal 
health coverage, for example) could 
induce excessive precautionary savings 
by households. Overheating asset 
markets could generate an unsustainably 
high current account deficit, as observed 
in the run-up to the financial crisis. 

Asia places it in an ideal position to 
help shape international policies and 
developments. Boosted by domestic 
and foreign fi nancial institutions as 
well as global investors, Singapore’s 
deep and liquid capital markets 
provide a springboard for the fostering 
of emerging fi nancial sectors and 
activities, such as sustainable fi nance 
and fi nancial technology. %oth of 
these are key drivers in securing our 
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Investors must prize 
humility

0im 'how 
/iat
GIC

As they tread a path full of uncertainty, investors must 
re-examine their historical assumptions in the light of 
rapid changes in technology and business models.

The outlook for risk assets is one 
of low returns, with a path full of 

uncertainty. GIC’s strategy has been to 
build a resilient portfolio and be prepared 
for change.

The low expected returns stem largely 
from low asset yields. Starting with 
10-year Treasury inflation-protected 
securities, which currently offer a real 
yield of 50 basis points, one can estimate 
the prospective risk-free, dollar real 
return. In 10 years, when we look back, 
it will probably be 50 basis points per 
annum. This expected return anchors that 
of other asset classes as investors trade 
higher risks for higher returns. In the 
last decade, amid low bond yields, more 
money has been moving into riskier asset 
classes such as equities, real estate and 
private equities. Their valuations have 
risen, curbing prospective returns.

In the 1920s, US economist Frank 
Knight drew the distinction between 
risk and uncertainty. He defined risk as 
applying to situations where, while the 
outcome is unknown, the likelihood of 
possible outcomes can be quantified 
through standard statistical computations 
such as averages, standard deviation and 
correlations. Uncertainty, Knight said, is 
drastically different, applying to cases 
where the outcomes were unknowable 
and their probabilities incomputable. 
The distinction between risk and 

uncertainty is particularly germane for 
investors today. Markets in recent years 
have featured abundant liquidity and 
low yields. While this has suppressed 
volatility, it has also obscured growing 
uncertainty stemming from many 
spheres, including political, geopolitical, 
social and economic issues. New forces 
are emerging, fuelled by technological 
changes and the need for domestic policy 
reform in many countries. Their impact 
reaches areas of fundamental importance 
to investors, such as the construct of 
global trade and financial markets, and 
the sharing of value in the economy.

In this environment, investors 
must develop ways to re-examine 
and replace historical assumptions. 
Similarly, they must adjust their mindsets 
and investment assumptions when 
underwriting businesses in the light 
of rapid changes to technology and 
business models. Investors should prize 
humility. Amid the uncertainty, bouts of 
heightened market volatility may also 
occur and offer attractive opportunities. 
As a long-term investor, GIC stands 
ready to take advantage of such potential 
dislocations. At GIC, we emphasise one of 
our key investment principles – ‘Prepare, 
don’t predict.’

We investors must ‘know ourselves’ 
in terms of our investment goals, risk 
tolerance, preferences, strengths and 
weaknesses. Only then can we move 
forward with confidence, and respond 
appropriately when the unexpected 
happens.  
0im 'how /iat is 'hief )xecutive 
3fficer of +-'.

invest. They will be able to increasingly 
access more information at lower cost 
and with greater efficiency, while 
investing across borders in a wider 
range of assets and products. 

Partnerships and collective 
action are essential to achieving 
the connection between financial 
technology and sustainability. With 
growing global recognition of these 
important developments, we at SGX 
are delighted to give our support to 
OMFIF’s Global Public Investor 2019 and 
to help the financial sector advance 
this agenda in Singapore and the 
region. ✦
0oh &oon 'h]e is 'hief )xecutive 
3fficer of Singapore )xchange.

International taxation is an example 
of successful multilateralism, facilitated 
by the G20, but more needs to be 
done. The Japanese presidency aims 
to make further progress, building on 
recent achievements. This includes the 
formulation and implementation of the 
base erosion and profit-shifting package 
established with the Organisation 
for Economic Co-operation and 
Development. We will also work on the 
automatic exchange of tax information 
and capacity-building in developing 
countries. 

Our focus this year is on addressing 
the impact of digitalisation on the 
international tax system. Some countries 
have started to act unilaterally, reducing 
tax certainty. There is an urgent need 
for the G20 to lend its political support. 
Japan aims to help set out policy 
directions and concrete steps for a 
consensus-based solution.

Ahead of the G20 Osaka summit 
meeting at the end of June, I look 
forward to fostering closer international 
co-operation to help build a stable and 
prosperous world.  
Masatsugu Asakawa is .apanƅs 
:ice-Minister of Finance for 
-nternational Affairs.

Global Public Investor 2019
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Executive summary

Rethinking 
risk strategies

The Global Public Investor, now in its sixth year, contains a comprehensive 
ranking of assets under management for official institutions. Our 
research covers 750 institutions that collectively hold assets worth 

$37.8tn, equivalent to 43% of the world economy. 
These institutions represent 183 countries across five continents, 

comprising 491 public pension funds, 173 central banks and 86 sovereign 
funds. Assets are concentrated heavily in Asia Pacific, which holds $14.3tn 
or 37.9% of the total. It is host to 116 GPI institutions, including some of the 
world’s biggest asset owners, such as the People’s Bank of China and Japan’s 
Government Pension Investment Fund. Europe and North America are also 
important hubs for GPIs, jointly hosting 467 institutions and 45.3% of total 
assets. Of the remaining assets, 10.9% are held by Middle Eastern institutions, 
3.8% by Latin American ones, and 2.1% in Africa.

2017 saw a record 7.6% growth in the value of assets held by GPIs. In 2018, 
this slowed considerably to 3.7%, or $1.4tn. Sovereign funds’ assets posted the 
strongest growth, helped by higher oil prices, at 7.9%, compared with 4.8% for 
pension funds and 0.1% for central banks. Latin American sovereign funds were 
the exception to this trend, as challenging political conditions led to some funds 
being drawn down to support macroeconomic stabilisation. 

This year’s slowdown in GPI asset growth was driven partly by weakness 

Public investors are increasingly diversifying their portfolios to make 
up for low returns on traditional assets.



in equity markets, which experienced one of the worst years since the 2008 
financial crisis. GPIs invested in the asset class, such as the Swiss National 
Bank and GPIF, saw a drop in assets for the first time since our series began 
in 2014. Despite a return to dovishness among the world’s major central banks 
over the year, public investors are concerned about a potential global downturn 
and its impact on their portfolios. On balance, GPIs plan to continue increasing 
investments in more risky asset classes. Of those surveyed,  23.5% intend to 
expand their equity investments and 14.7% are likely to increase allocations 
to corporate bonds, infrastructure and real estate. However, some are 
beginning to reconsider these strategies. This is in response to the low returns 
on traditional assets caused by years of unconventional monetary policy. 
‘We believe we are in a later stage of the business cycle. For that reason we 
reduced our equity allocation,’ said one pension fund participating in the 2019 
OMFIF GPI Survey.

This year’s survey is the most comprehensive to date. It contains responses 
from central banks, sovereign funds and public pension funds to 87 questions 
related to reserves and asset management. These range from the decision-
making process and format, to views on the safety of assets from climate, 
cyber and political risks. In-depth interviews of reserves management 
departments and analysis of publicly available annual reports complement 
our research. The result is a far-reaching appraisal of allocation decisions by 
currency, region and asset type among GPIs representing 44 jurisdictions 
across five continents. Collectively, they manage $17.9tn worth of assets, 
equivalent roughly to the size of the US economy and 47.4% of the global GPI 
portfolio.

Overall, the survey highlights that public investors face increasing challenges 
in considering the trade-off between risk and return in their allocation 
decisions. While there is a clear trend towards diversifying into new asset 
classes, this remains gradual and constrained by various obstacles including 
cost, board conservatism and lack of expertise. These themes, as well as GPIs’ 
attitudes to technological, environmental and policy shifts, are further explored 
and analysed by the decision-makers behind these assets throughout Global 
Public Investor 2019.  

Public investors 
face increasing 
challenges in 
considering 
the trade-off 
between risk 
and return in 
their allocation 
decisions. While 
there is a clear 
trend towards 
diversifying 
into new 
asset classes, 
this remains 
constrained 
by cost, board 
conservatism 
and lack of 
expertise.

Global Public Investor 2019
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GPI assets 
stand at their 
highest level 
since OMFIF 
began compiling 
records in 2014. 
In their search 
for yield, public 
investors have 
increasingly 
embraced risky 
assets, boosting 
valuations in 
recent years.

Sovereign funds  
drive asset growth
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The Global Public Investor, now in its sixth year, contains a comprehensive ranking of assets under 
management for official institutions. This year it covers 750 institutions from 183 countries across 
five continents, comprising 491 public pension funds, 173 central banks and 86 sovereign funds. 
AUM across the 750 institutions grew by $1.4tn in 2018 to $37.8tn. While above average by historical 
standards, at 3.7% it was still a slowdown from last year’s increase of $2.6tn (7.6%). This reflects the 
more challenging investment and macroeconomic landscape facing global public investors. Still, GPI 
assets stand at their highest level since OMFIF began compiling records in 2013-14. In their search for 
yield, public investors have increasingly embraced risky assets, boosting valuations in recent years.

For the second year in a row, assets grew on aggregate in all three GPI institution types. However, 
there was more variation in 2018 compared with the previous year’s broad-based growth. Sovereign 
funds saw the largest relative increases, with AUM up $632bn. At 7.9%, this was significantly greater 
than the percentage growth of public pension fund assets (4.8%), while central bank reserves grew by 
just 0.1% (compared with around 8% in 2017).

The overall figures mark important regional differences. Sovereign funds experienced the 
strongest growth in AUM, but nearly all of that was accounted for by Asia and the Middle East. 
European, North American and African sovereign funds also saw modest growth, while Latin 
American sovereign fund assets declined by almost 16%. Having performed most strongly last year, 
Europe was the only region where assets grew across all three institution types, albeit modestly at 
3% in aggregate terms. 

Middle Eastern and North American GPIs experienced the most pronounced increase in assets, 
propelled by sovereign funds and public pension funds. This helped these regions increase their share 
of the global total, at the expense of Asia. Still, Asia retains the greatest concentration of GPIs, with 
116 institutions (of 750 worldwide) owning almost 38% of all GPI assets. 

1
Top 10 findings
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With half of 
its investment 
assets allocated 
to equities, 
Japan’s 
Government 
Pension 
Investment Fund 
suffered from 
2018’s global 
equity decline.

Asset growth concentrated  
in North America and Asia

GPIs in North America and Asia post significant gains
Assets under management by region, $tn

Source: OMFIF analysis
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Together, North America, the Middle East and Asia Pacific account for 83% of the total $1.4tn 
increase in assets across all 750 global public investors. 

North American pension funds grew by $522.7bn, with 12 funds posting double-digit percentage-
point expansion. While 80.2% of this growth is concentrated in US funds, this growth would still not 
be enough to cover the country’s unfunded public pension liabilities, estimated to be around $1.4tn. 
Of 190 US funds, 22 registered a decline in assets. In contrast, all Canadian pension funds showed 
growth despite last year’s stock market decline.

In the Asia Pacific region, net asset growth was $270.9bn. Sovereign fund assets increased 
by $286.7bn, offsetting a decline in the region’s central bank reserves of $32.1bn. Around 57% 
of sovereign fund growth was attributable to Chinese assets alone, while 28% came from from 
Singaporean holdings. Pension funds in the region performed more modestly, pulled down by a 6% 
slide in Japan’s Government Pension Investment Fund. With half of its investment assets allocated to 
equities,  the world’s largest pension fund suffered from 2018’s global equity decline.

The Middle East’s assets grew by 8.4%, the largest percentage increase in any region, exceeding 
their end-2014 levels for the first time. The change was driven by growth in sovereign fund holdings, 
up to $2.9tn from $2.6tn in 2017, indicating gains from oil price recovery. The biggest riser was 
Mubadala Investment Company, although its portfolio expansion of $99.8bn is due primarily to its 
absorption of the Abu Dhabi Investment Council’s assets in 2018. The consolidation of assets is part 
of the country’s efforts to streamline its funds, coming not long after Mubadala’s merger with the 
International Petroleum Investment Corporation in the previous year.

Middle Eastern central banks contributed significantly to growth in the region. Qatar Central 
Bank’s reserves doubled to $30.4bn, marking a return to normal after dropping to $15bn in 2017 as 
a consequence of strained diplomatic relations with other Arab states. The Central Bank of Iraq’s 
holdings increased to $64.6bn from $48.9bn in 2017. 
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Higher oil prices 
and increasing 
allocations 
towards real 
assets in the 
light of 2018’s 
low interest rate 
environment 
bolstered 
institutional 
asset growth.

Four funds responsible for 
28% of increase all GPI assets
Of the $1.4tn rise in GPI assets in 2018, around half ($686.8bn) can be attributed to just 10 institutions. 
Four – China Investment Corporation, Mubadala Investment Company, the US Military Retirement 
Fund and the Kuwait Investment Authority – were responsible for 28% of the increase ($379.9bn). 
Higher oil prices and increasing allocations towards real assets in the light of 2018’s low interest rate 
environment bolstered institutional asset growth.

Among the top four absolute risers, MIC posted the greatest percentage increase (79%) owing to 
the merger of assets under management in mid-2018 with the Abu Dhabi Investment Council. China 
Investment Corporation’s total assets increased by 16%, thanks to significant returns on state-owned 
capital and Belt and Road-dominated overseas investments.

The Military Retirement Fund’s assets grew 12%. US Treasury inflation-protected securities 
comprise 75% of the fund’s portfolio, with the remainder in Treasury bills, overnight investment 
certificates, notes and bonds. A combination of increased pension contributions and a reversal of 
the bear-market run on US treasuries in the last quarter of 2018 added $84bn to the fund’s value. The 
Kuwait Investment Authority recorded an increase of $68bn (13%). The recovery in the oil price in 2018 
and the state’s fiscal consolidation efforts during periods of lower liquidity have boosted KIA’s assets. 

The 10 largest funds account for 31.1% of GPI assets, slightly lower than last year’s 31.5%. All 
others in the Top 10 rankings showed increases in assets, excluding Japan’s Government Pension 
Investment Fund and the Swiss National Bank.

The Japanese GPIF’s asset decline ($87bn) was a consequence of a policy shift made in 2014, 
when the fund increased investments in riskier assets, such as stocks, in hopes of making better 
returns. The Nikkei, Japan’s domestic equities benchmark, fell 17% in the last quarter of 2018, 
reflecting investors’ apprehension over the escalating China-US trade conflict. 
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A quarter of 
central bank 
respondents 
plan to increase 
their allocation 
to equities in 
the next 12-24 
months.

Central banks move into 
equities and corporate bonds



Central banks increased their investment allocation to corporate bonds and equities while maintaining 
a large share of government bonds, the OMFIF asset allocation analysis 2019 suggests. Central banks 
have expanded their equity allocation to 10%, a surprising move in the light of recent market volatility. 
The share of investment in corporate bonds increased to 7% amid rising concerns about credit quality 
in US and European markets. The trend is most visible among Asian central banks, where corporate 
bond and equity allocations stand at 8% and almost 10%, respectively.

This indicates a shift towards flexible, diversified allocation strategies among central banks and is 
likely to continue over the medium term. A quarter of central bank respondents plan to increase their 
allocation to equities in the next 12-24 months, while 15% would be prepared to do the same with 
corporate bonds. This move was most pronounced among European central banks, and least visible 
among Latin American monetary authorities.

While sovereign and pension funds have significant allocations to private equity, central bank 
portfolios covered in the OMFIF asset allocation analysis 2019 have only a combined 0.1% in real 
assets, private equity and high-yielding bonds. As much as central banks might be searching for 
yield in the current environment, the reluctance to invest in high-risk, illiquid, but high-return assets 
will probably remain unchanged. Only one central bank respondent to the OMFIF GPI Survey 2019 
indicated any plans to increase its allocation to real estate or infrastructure. 

Still, real assets remain popular among public investors. This is due in part to the low returns 
available on fixed income products, but also because real assets simply tend to perform extremely 
well. Three-quarters of survey respondents indicated real assets had performed ‘significantly better’ 
than other investments. As a result, 92% do not expect to exit their real-asset investment if and when 
monetary policy normalises. 
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Central banks plan to raise bond and equity holdings
In the next 12-24 months do you plan to increase, reduce or maintain your 
allocation?, % of central bank responses

Source: OMFIF GPI Survey 2019, Institutions’ annual reports, OMFIF analysis
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Dollar dominates, but 
renminbi exposure growing
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Despite doubts over the dollar’s global reserve currency status, the possibility of a meaningful 
challenger emerging over the medium term is seen as remote by this year’s survey respondents. 
Based on the OMFIF GPI Survey 2019, conducted between January-April, any changes in public 
investors’ currency allocation will occur only gradually and over the long term.

The dollar remains dominant in global cross-asset currency allocation, representing around 70% 
of our central bank sample's currency exposure, followed by the euro (14.1%), pound (2.9%) and 
yen (1.5%). The renminbi’s share remained low at 0.7% of cross-institutional currency exposure. 
Respondents' holdings of the renminbi remain low at 1.1%. Non-traditional developed market 
currencies, such as the Danish and Norwegian krone, were also popular among central banks 
surveyed this year, especially in Asia and Europe.

Few respondents indicated they had plans to alter their currency exposures over the next two 
years. Most respondents intend to keep their present allocations to the pound, yen and Swiss franc 
unchanged, with more than 80% signalling they would be keeping their euro and renminbi allocations 
stable. The dollar is expected to face the greatest degree of change, with 14% of respondents 
suggesting they would increase their allocation and another 11% saying they would reduce it. Overall, 
this change is likely to appear insignificant.

However, one-fifth of respondents indicated they were likely to increase their exposure to the 
renminbi over a longer time horizon. Nearly all institutions surveyed expect the renminbi’s relevance 
as a reserve currency to grow in the long run, and 59% plan to increase their exposure to it over this 
period. Although institutional investors are looking at the renminbi closely, current allocations indicate 
that any increases will happen slowly. 

5

Dollar dominance unabated among central banks
What % of your active (unhedged) currency exposure is allocated to the 
following currencies?, weighted average for central bank reserves portfolios

Source: OMFIF GPI Survey 2019, Institutions’ annual reports, OMFIF analysis
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Policy-makers 
are eager to 
break the 
sovereign bond 
‘doom loop’ that 
exacerbated the 
euro area debt 
crisis.

Large-scale appetite for  
euro area safe asset 



The debate over the future of European integration has continued unabated. Policy-makers and 
financial professionals are eager to break the sovereign bond ‘doom loop’ that exacerbated this 
decade’s debt crisis. One answer would be to introduce a euro area ‘safe asset’. The results of the 
OMFIF GPI Survey 2019 indicate interest remains high, with more than 80% of investors suggesting 
the idea should be explored further. When asked what the defining features of a supranationally-issued 
euro area safe asset should be, investors identified ‘high credit quality’, ‘high liquidity’ and ‘very high 
credit rating’ as the three most important properties. At the same time, GPIs did not seem especially 
concerned about the simplicity or transparency of any such construct, nor about its collateral value, all 
of which were ranked as among the least important factors.

This is driven in part by dynamics in the euro area’s fragmented national sovereign debt markets. 
Global public investors are attracted to European sovereigns mainly owing to their low credit risk (46% 
identified this as ‘very important’) and their high liquidity (42%).

Investors’ allocation to European sovereign debt sheds light on the rationale behind safe asset 
discussions. Around 45% of GPIs noted that their current allocation to euro area government securities 
was ‘below’ the weight of the euro area economy, and a further 45% noted theirs was above. The 
former is driven by supply-side factors as well as information costs: several respondents suggested 
information costs for smaller countries prevented them from increasing their allocation to euro area 
securities. The latter indicates a continuing and persistent demand for more stable, safe assets from 
the euro area.

Some respondents expressed concern that these assets could reduce the size and liquidity of 
national markets. Several investors suggested a safe asset, without further fiscal integration, would 
leave all parties wanting more. A safe asset would work ‘only when the debt represents liability of 
fiscal union and such a union is at least double-A-plus,’ as one European national central bank put it. 
Nevertheless, a sizeable number of respondents – 41% – suggested there would be no drawbacks to 
increasing the supply of high-quality supranational assets in the euro area. 

6

Credit quality and liquidity the most desired safe asset features
What should be the main properties of a European supranational safe asset?, % 
who selected an option as ‘important’ or ‘very important’

Source: OMFIF GPI Survey 2019
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Among central 
banks globally, 
gold’s role as an 
inflation hedge 
is declining in 
importance: only 
10% identified 
this issue as 
important or 
very important.

Central banks' gold purchase 
rise to 50-year high
Last year saw the largest gross gold purchase figure among central banks in more than half a century. 
Official institutions added 651.5 tonnes of gold to their reserves in 2018, up 74% from 2017. Central 
banks opened 2019 with a similar flurry of purchases, buying 163.3 tonnes in the first quarter. The 
identity of major buyers has remained largely the same: Russia, Turkey and Kazakhstan continue to 
make the bulk of purchases, as they did in 2018 and 2017. After pausing purchases in 2017, China has 
bolstered its gold holding over the course of 2018-19, adding 10 tonnes last year and 33 to date this 
year.

While Russia, Kazakhstan and Turkey made up 94% of total gold purchases in 2017, their share 
of global central bank demand has fallen to 58%. This points to a greater desire among other official 
institutions to diversify their reserve holdings. Hungary, for example, increased its reserves 10-fold 
over the course of 2018. As of May 2019, world central bank gold reserves stand at just under 34,000 
tonnes. This resulted in total gold demand rising 4% last year from 2017’s figure, despite fluctuations 
in the gold price in several major currencies and outflows from exchange-traded funds and other 
investment vehicles.

The OMFIF GPI Survey 2019 suggests the underlying rationale for central bank gold demand may 
be shifting. Gold’s historical position is typically most important for former gold standard economies, 
yet it is a growing factor in Asian public investors’ asset allocation. Almost half of respondents from 
the Asia Pacific region identified ‘historical position’ as an important or very important influence in 
their gold allocation. This is almost the same level as among European institutions (64%). Among 
central banks globally, gold’s role as an inflation hedge is declining in importance: only 10% identified 
this issue as important or very important. Rather, safe haven and diversification properties are 
prominent influences. Headline risk is the dominant obstacle to gold demand among respondents, 
with 29% identifying it as ‘very important’. 



-50

0

50

100

150

200

250

300

Russia Turkey China Kazakhstan Ecuador Qatar India

2018 January-May 2019

7

Russia, Turkey lead bullion buying
Central bank gold purchases 2018-19, tonnes

Source: World Gold Council, OMFIF analysis
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external 
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Lagging climate focus in
reserves management



Motivated by the potential risks of climate change to financial stability, central banks have displayed 
great momentum over the past year on the sustainability agenda. Between March 2018-April 2019, 
more than 20 central bankers delivered speeches on climate change. Meanwhile, in just over a year 
the Network for Greening the Financial System has grown from eight founding members to 36 central 
banks and supervisors. The NGFS, recognising climate change as a source of financial risk, has been 
proactive in issuing recommendations regarding developing data, taxonomies and disclosures, and 
integrating climate risks in supervision and portfolio management. 

However, when it comes to reserves management, the OMFIF GPI Survey 2019 shows that 
central banks are lagging behind other types of public investors. Less than half of the central banks 
in our sample said they were actively investing part of their reserves in green or sustainable assets, 
compared with almost all pension and sovereign funds. Several central banks cited the inability 
of such sustainable assets to meet their liquidity thresholds, as well as wider issues regarding 
sustainability criteria and lack of data. Some central banks hold green assets as part of their monetary 
policy operations. The European Central Bank holds around a quarter of all eligible publicly-issued 
green bonds and nearly one-fifth of private sector green bonds in its asset purchasing programme.

Pension and sovereign funds tend to consider environmental, social and governance criteria as 
‘important’ or ‘very important’ when it comes to the guidelines given to their external managers, 
compared with just a quarter of central banks. This can take the form of divestments as well as active 
investments in green assets. For example, the world’s largest sovereign fund (and fourth-largest GPI), 
Norway’s $1tn Norges Bank Investment Management, this year decided to sell some of its holdings in 
energy companies that explore for and produce oil and gas. 

Central banks lag behind other GPIs in sustainable investment
Do you invest in green or sustainable assets?, % of ‘Yes’ responses and 
Do you require your external managers to consider environmental and 
sustainable issues in their investments?, % who selected option ‘somewhat 
important’ or ‘very important’

Source: OMFIF analysis  
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The overall 
widening of 
debtors’ NIIP 
was driven 
mainly by the 
US, Mexico and 
UK. 

Global investment imbalances 
widen to new record
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The global gap between creditors’ and debtors’ net international investment positions stretched in 
2018 to $33.8tn. Imbalances have been widening every year since 2000. This reflects primarily the 
increase in debtors’ net liabilities, which rose collectively by 7.8%. Meanwhile, creditors’ net assets rose 
by 4.4%. 

The overall widening of debtors’ NIIP was driven mainly by the US, Mexico and UK. If those three 
countries were excluded from the calculations, the rest of the debtors would improve collectively their 
NIIP by 8.9%. The US saw the biggest increase at $1.9tn, or 25%. This reversed the 2017 reduction in 
net liabilities, setting a new record for the world’s largest debtor of $9.6tn (the previous record was 
$8.2tn in 2016). This was impelled largely by the strength of the dollar in the latter part of 2018, which 
led to a decline in the value of foreign assets while liabilities shifted only marginally. In contrast, the 
UK’s NIIP widened due to a large increase in liabilities, especially financial derivatives. These shifts 
were counteracted to an extent by a narrowing of other debtors’ positions, notably France (by 38%), 
Brazil (by 22%) and Turkey (by 23%). 

The widening of NIIPs among creditors was more broad-based. Among the 10 largest, only China, 
Hong Kong and Norway narrowed their positions. Japan, Germany and many others saw an increase 
in net foreign assets. In the case of China, foreign direct investment reached a new record of $1.9tn, 
surpassing FDI in Canada, Ireland, Japan, Switzerland and France. However, the sustainability of this 
trend is questionable. Western economies are tightening their rules for Chinese investment, especially 
in technology and strategic assets. In August 2018, the US Congress passed the Foreign Investment 
Risk Review Modernisation Act, which empowers the until-now largely inactive committee on 
foreign investment to examine a wide range of deals. Since its creation in 1975 and until 2011, CFIUS 
blocked just one deal. Recently though, it has become more active in issuing warnings and stopping 
transactions. 

9

Creditors and debtors widen global investment imbalances
Net international investment positions, $tn

Source: International Monetary Fund Balance of Payments, OMFIF analysis
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Around 40% of 
central banks 
responded that 
they were taking 
more risks, a 
figure higher 
than the average 
across all public 
investment 
institutions.

Low-yield environment still 
challenging public investors



As of 1 May 2019, more than 20 top-graded government bonds were yielding negative returns, 
including reserves management staples such as Japan’s 10-year issue. This environment presents 
great challenges for public institutions. Central banks tend to focus on safety and liquidity as 
investment objectives; 68% of central banks identified capital preservation as their most important 
goal in the OMFIF GPI Survey 2019. Yet return remains important to reserves managers, especially 
where operations are particularly exposed to the public spotlight.

Around 40% of central banks responded that they were taking more risks given the interest rate 
environment, a figure higher than the average across all public investment institutions. This share 
was highest among European central banks (just above 50%) and lowest among African monetary 
authorities (0%). 

Public investors were clearly divided on this issue. Asked how they had responded to the low-yield 
environment, 43% said they had sought to increase their risk budget and diversify into higher-yielding 
assets. A similar share, 37%, indicated they had simply accepted a lower return.

Low yields have inspired diversification into riskier, non-traditional asset classes. Of the central 
banks surveyed, 54% invest in corporate bonds, and 36% invest in equities. Asked why they had sought 
out new reserve assets, 62% of total respondents indicated ‘increasing risk-adjusted returns’ as a 
main motivation, followed by risk and volatility reduction (49%). While return has always been relatively 
low-ranking in terms of reserve management objectives, 88% of central bank respondents suggested 
that returns were either ‘vital’ or ‘important’ to their central bank in monetary terms, underscoring the 
challenge posed by the low-yield environment in traditional reserve assets.

However, respondents did not anticipate that low yields and a dearth in returns would remain 
among the most significant long-term challenges for reserve managers. Only 23% of respondents 
selected ‘national developments, such as exchange rate policy or needs for returns’ as their top 
concern for the future. International political and economic developments, such as geopolitical risk or 
the rise of the renminbi’s reserve status, were identified as far more important. 

10

Almost half of central banks have increased risk budget
How has the extremely low level of yields of traditional reserves assets in 
recent years affected your decision-making?, % of responses

Source: OMFIF GPI Survey 2019
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Predicting the next global recession

The world 
economy is 
experiencing a 
late cycle, not 
yet the end of 
the cycle.

.ohn �-annis 
Mourmouras
Bank of Greece

Global growth slowed signifi cantly in 2��� 
compared to 2017. The major driver behind 

this was the lagged impact of tightening fi nancial 
conditions, particularly in China, as well as the 
effect of trade tensions on business sentiment 
and investment. Overall, 2018 was one of the 
most diffi cult years in several decades for global 
fi nancial markets, in terms of the number of 
asset classes that recorded negative annual 
performances. It remains to be seen now whether 
the world is moving on from a diffi cult period, or 
about to enter an even more precarious one. 

The global economy faces several major risks. 
An intensification of trade restrictions could 
come at a high cost to global investment, jobs and 
living standards. Chinese growth may experience 
a sharper slowdown than expected. And, there is 
persistent uncertainty over when the UK will leave 
the European Union, and the nature of the future 
trading relationship between the two blocs in the 
short- and medium-term.

Warning signs
An usually prolonged period of economic 
expansion followed the 2008 financial crisis. Given 
that this has been one of the longest post-war 
economic recoveries on record, market analysts 
fear another recession is looming.

There is evidence of a slowdown – but not 
a recession – in the US, euro area and other 
advanced economies. The US growth rate is 
expected to decelerate to 2.3% in 2019, from 2.9% 
last year. Real GDP growth in the euro area was 
surprisingly sluggish in the second half of 2018, 
showing increased divergence among the largest 
euro area countries. Euro area growth is projected 
to drop to 1.1% in 2019 from 1.8% last year.

In any case, the question is whether the world is 
better equipped than it was a decade ago to tackle 
a global economic recession.

Last year, advanced economies had divergent 
growth rates and therefore adopted different 
stances on monetary policy. This trend seems to 
be reversing, as monetary authorities shift towards 
a more dovish bias in response to weakening 
economic momentum. 

The US Federal Reserve surprised markets 
with its highly accommodative message and 

announcements during its March meeting. Most 
Federal Open Market Committee members forecast 
that the central bank’s interest rate will remain at 
2.5% throughout 2019, despite their projection in 
December 2018 for two 25 basis-point hikes this 
year.

In March, the European Central Bank’s 
governing council also took a more accommodative 
stance than investors anticipated. It maintained 
its key rates, deposit rate and refinancing rate, at 
minus 0.4% and 0% respectively. The ECB extended 
its forward guidance on its key rates, indicating 
that it now expects them ‘to remain at their 
present levels at least through the end of 2019, and 
in any case for as long as necessary’ (previously it 
had indicated ‘through the summer of 2019’). 

Preparing for the future
In a highly integrated world economy, policy 
coordination is even more essential to mitigate the 
adverse effects of global shocks. 

The last financial crisis demonstrated clearly 
the importance of fiscal space. A well-designed 
package of mutually-supporting fiscal and 
structural measures, coupled with persistently low 
interest rates, can reinforce the benefits of each 
policy and mitigate the short-term side-effects of 
other measures. 

This time may be different. The US economy 
has been expanding for an unusually long period 
of time. There is limited room for manoeuvre in 
terms of monetary policy. The macroeconomy is 
complicated by cross-currents between tariffs and 
trade wars on one side, and fiscal stimulus and tax 
cuts on the other.

It is impossible to predict the future, but it 
is possible to prepare for it through informed 
choices and decisions. The world is clearly better 
prepared to face a recession than it was in 2008. As 
for when this might happen, the world economy 
is experiencing a late cycle, not yet the end of the 
cycle. 
.ohn �-annis Mourmouras is Senior (eput] 
+overnor of the &ank of +reece.
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Many signs point to an impending worldwide economic slowdown, and although it is impossible to pinpoint 
when it will occur, policy-makers can prepare for it through informed choices and decisions.
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Overcoming the ‘secular stagnation’ trap

Monetary 
policy-making 
is no longer 
focusing on 
counter-
balancing the 
business and 
credit cycle.

Torbjörn 
Hamnmark
Tredje AP-fonden

Interest rates are the subject of much debate 
among policy-makers. There is disagreement 

over what the neutral rate of interest is and why 
it has declined in the last few decades. Some are 
questioning whether negative interest rates and 
other unorthodox policy measures are needed in 
times of recession. These topics will be discussed 
for years to come. This will result in a new monetary 
policy paradigm.

Developments in policy-making will have an 
impact on investment returns and are therefore key 
considerations for long-term investors. It is difficult 
to predict the direction policy-making will take, but 
there are a few projections, as well as lessons to be 
drawn from the past.

The world’s population is expected to grow by 
50% before the end of this century. This entails 
significant economic opportunities and challenges, 
particularly as our planet’s resources become 
scarcer. The world’s growth rate is expected to reach 
close to zero in the same time frame. In the past, 
economic growth has been correlated highly with 
population growth. Population growth peaked in the 
late 1960s, which coincides with the historical peak 
of global economic growth. In 1966, the five-year 
average world GDP growth was 5.8%. The latest 
data-point is closer to 2.5%. Since the 1960s, the 
world population growth rate has fallen at a slower 
pace, to 1% from 2%. 

In advanced economies such as the US, Germany, 
Japan and Sweden, productivity growth has 
slowed in a fairly synchronised way, to below 1% 
from around 3% over a 50-year period. The ‘tiger 
economies’ of the 1980s and 1990s (South Korea, 
Taiwan, Hong Kong, and Singapore) are following a 
similar pattern. Productivity growth rates in China 
and India are still high as these countries grow into 
modern economies. However, this will not continue 
in the long-term.

Productivity trends
In the decade leading up to the 2008 financial crisis, 
inflation was low and the world growth rate was 
rising. Some called it a ‘goldilocks economy’. This 
happened despite a dip in the global population 
growth rate. Productivity growth did not decline 
however, as China invested heavily to enter the 
world economy. The strong global credit build-up 

preceding the crisis is likely to have helped. These 
factors have faded over the past decade and global 
productivity growth risks falling back into the 
historical pattern observed for the G10 economies.  

Financial markets have aligned themselves 
gradually with lower economic growth. Long-term 
interest rates have been falling steadily. Long-
term real rates are now close to zero in developed 
markets. This is only influenced partly by monetary 
policy since the crisis. Equity risk premia can still 
be estimated to be around 4-5%. Still, lower growth 
means lower investment returns. There is little room 
for mistakes by investors and pension funds.

Lower global growth has strong policy 
implications. It presents a challenge for underfunded 
welfare systems and infrastructure investment 
needs. Policy-making today seems to be guided 
by a notion of returning growth ‘back to normal’. 
This is misguided and could lead to a further fall in 
productivity growth and possibly inflation. Monetary 
policy-making is no longer focusing on counter-
balancing the business and credit cycle. It has fallen 
instead into the ‘secular stagnation’ trap, as growth 
remains negligible. This will need to change for 
the world economy to get back on track, with lower 
growth but more stable financial conditions.
Torbjörn Hamnmark is Head of Strategic 
Asset Allocation at Tredje AP-fonden – 
Third Swedish National Pension Fund. The 
opinions expressed are personal and not the 
offi  cial view of Tredje AP-fonden.

Investors are adapting gradually to low global growth rates, but policy-makers must move away from the 
misguided notion of returning growth ‘back to normal’.
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Major central 
banks are 
reluctant to 
normalise 
monetary 
policy sooner 
rather than 
later, for fear 
of derailing 
already feeble 
economic 
growth.

Valentin 
Lazea
National Bank of 
Romania

After years of unorthodox monetary policy 
in advanced economies, there are calls to 

return to positive interest rates. The fi rst reason 
is pragmatic: the need to build up ammunition to 
be used in a future crisis. The second is economic: 
a world of negative real interest rates penalises 
savers and promotes ineffi cient investments.

But major central banks are reluctant to 
normalise monetary policy sooner rather than 
later, for fear of derailing already feeble economic 
growth. Another concern is growing public debt, 
perceived as a major vulnerability.

Country analysis
To assess whether these fears are well-grounded, 
we analysed 10 economies: the US, Japan, Germany, 
France, Italy, Greece, the Czech Republic, Hungary, 
Poland and Romania. Three of these central banks 
(the US Federal Reserve, Czech National Bank 
and National Bank of Romania) have taken steps 
towards normalisation. The US had led the way. 
The results are encouraging: in all three countries, 
by end-2018 economic growth was around 3% or 
higher. Clearly, monetary policy normalisation does 
not lead necessarily to an economic slowdown.

These three countries’ public debt has 
decreased. Between 2016-18, it fell marginally 
in the US to 106.1% of GDP from 106.8% and in 
Romania to 37.2% from 38.8% of GDP. The Czech 
Republic saw a more signifi cant drop, to 33.2% from 
36.8%. It follows that policy rate normalisation can 
co-exist with a reduction of government debt. 

Protecting growth
The fundamental question to be asked, then, 
is how to normalise monetary policy without 
harming growth or incurring more debt. One way 
is to relax fi scal policy. It is true that two of the 
three countries’ government primary balance (net 
borrowing excluding interest paid on public debt) 
has worsened. In the US, the primary balance is 
minus 2.9% of GDP, compared to minus 2.3% in 
2016. Romania’s primary balance is minus 2.3%, 
down from minus 1.3%. However, the Czech 
Republic’s primary balance has improved, rising 
to 2.2% of GDP from 1.5%. Attributing higher 
growth exclusively to monetary or fi scal policy 
is oversimplistic. This reasoning overlooks an 

additional factor – structural reforms.
Many of the countries we sampled have no 

room for fi scal relaxation. Either their debt-to-GDP 
ratios are too high (as is the case in Japan, Greece 
and Italy), or their government primary balance is 
negative (as in France).

For all the countries in the sample, the 
important conclusion is that, in the absence of 
monetary and fi scal stimuli, economic growth is 
best promoted by structural reforms. This can be 
illustrated by the examples of Germany and Greece; 
in the last years they have built large positive 
government primary balances.

A rise in interest rates, or positive rates, tends 
to accompany an increase in public debt. But this 
is not the only factor that comes into play. Public 
debt is correlated positively with the primary defi cit 
(hence the need to reduce or eliminate it, like many 
of the countries in our sample did). It is correlated 
negatively with seigniorage (the difference between 
the value of money and the cost to produce it) and 
with the rate of economic growth. 

Essentially, challenges from central bank policy 
normalisation can be overcome even by countries 
with little or no fi scal space. It is futile to postpone 
the process indefi nitely. 
:alentin 0a^ea is 'hief )conomist at the 
National &ank of 6omania. The views expressed 
are the authorƅs and the] do not necessaril] 
impl] the offi  cial position of the N&6.
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Country
GDP*
(% change)

Gov’t 
primary* 
balance       
(% of GDP)

Monetary 
policy rate 
(%)

Real 
interest  
rate (%)

Gov’t debt 
(% of GDP)

USA 2.9 -2.8 2.3 0.7 106.1

Japan 1.1 -3.3 -0.1 -1.5 238.2

Euro area:

Germany 1.9 2.2 0 -2.1 59.8

France 1.6 -0.9 0 -1.9 96.7

Italy 1.2 1.8 0 -2.2 130.3

Greece 2.1 3.5 0 -1.2 188.1

Other EU:

Czech R 3.1 2.2 1.8 -0.6 33.2

Hungary 4 0.1 0.9 -3 71.3

Poland 4.4 0.1 1.5 -1 49

Romania 4 -2.3 2.5 -0.5 37.2

Sources: IMF, World Economic Outlook, National Banks 
* = estimated, **= 3 months Libor, Euribor, Pribor, etc.

US reaches positive interest rates
Main macroeconomic indicators, December 2018
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US reaches positive interest rates
Main macroeconomic indicators, December 2018

Why central banks can get back to normal
Structural reforms are the key to showing central bank policy normalisation can be overcome even by 
countries with little or no fi scal space.
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Decreasing yields as households build wealth

In mature 
societies 
the market 
for loans is 
crowded and 
banks are 
struggling 
increasingly to 
find borrowers.

+en^o 
/imura
Government 
Pension 
Investment *und, 
.apan

Japanese Prime 0inister 6hin]ý $be will set 
a new record in November, when he marks 

2,��� days in offi ce. +e will become the longest-
standing Japanese leader in history since Tokugawa 
Shogunate’s rule ended in 1868. In May this year, 
the Heisei era came to a close as Emperor Akihito 
abdicated and his son, Prince Naruhito, ascended 
the throne. This is a historic time for Japan. The 
question is whether it will be transformative, in a 
country known for its stability. Economist Simon 
Kuznets described Japan as an exceptional nation, 
after it developed rapidly following the second 
world war. The country’s growth was miraculous, 
but it is unrealistic to expect it to continue in this 
manner. It is more reasonable to expect trend 
growth to remain around 1%, for two reasons. First, 
Japanese manufacturers are investing increasingly 
abroad. Second, population dynamics stabilised the 
in  ̩ation outlook at nearly �%, resulting in ultra-
low interest rates as part of TokyoȢs in  ̩ation target 
strategy.

The median age in Japan is 47, the oldest in the 
world. Italy and Germany are the second and third 
oldest, both with a median age of 46 years old. This 
longevity has led naturally to an accumulation of 
wealth as people prepare for life after retirement. 
The Government Pension Investment Fund of 
Japan is part of this wealth accumulation, as we are 
the buffer fund for the national pension payment 
system. 

In 2017, the pension system received JPY29tn as 
a levy from employers and employees. They each 
contributed 9.15% of employees’ wages. At the 
same time, JPY23tn was paid out to retired workers. 
The remaining amount was deposited to the 
GPIF, which holds more than JPY150tn in assets. 
According to the Bank of Japan’s flow of funds data, 
households’ assets were around JPY1,800tn in 2018, 
80% more than in 1990.

Money overflow
This suggests that as households increase their 
assets, financial institutions are able to purchase 
more bonds, and yields decrease in accordance 
with households’ wealth accumulation. This is 
particularly the case in Japan, where people tend 
to put their assets into bank deposits and life 
insurance, and banks and insurance companies 

invest significantly in bond markets. Since 1990, 
10-year yields have dropped consistently, falling 
below 1% in 2010. Negative yields are becoming 
more common in Europe and Japan. In mature 
societies the market for loans is crowded and banks 
are struggling increasingly to find borrowers. Many 
of them have seen their profits slashed due to 
negative interest rates and enhanced liquidity.

Global investors should expect disappearing 
returns in aging societies where people favour 
bank savings over equity investments. This is 
not because of unconventional monetary policy, 
but because the aggregate volume of money has 
expanded, and few are willing to borrow money if 
interest rates are higher than inflation. In short, 
money deficiency will disappear in matured 
societies. Ultra-low yields are here to stay.

  The average age in Japan will peak in this 
forthcoming era. This will be a demographic 
turning point. After that, interest rates will be 
restored to positive.
+en^o /imura is )conomist at the 
+overnment Pension -nvestment Fund� 
.apan.

Global investors should expect disappearing returns in aging societies where people favour bank savings 
over equity investments.
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The ghosts of public debt past

The Italian 
economy is in 
a vicious cycle. 
Low growth 
is associated 
closely with 
high public 
debt.

'laudio 
&runo and 
)doardo 
Reviglio
Cassa Depositi e 
Prestiti

Italy has the world’s third largest public debt. 
With the exception of the 1970s and 1980s, its 

public debt to GDP ratio increased mostly due 
to the difference between nominal growth and 
the average cost of debt, (the so-called ‘snowball 
effectȢ� rather than a lack of fi scal responsibility.

Italy has been among the euro area’s most 
fiscally virtuous countries, recording primary 
surpluses in the last 26 years (1992-2018), except 
in 2009. During the 1970s and 1980s, the country’s 
public debt increased significantly, mostly because 
public finances were managed badly. Since then, 
the national debt has risen due to low nominal 
growth and high interest rates. The larger the debt, 
the more powerful the negative contribution of the 
snowball effect. 

The Italian economy is in a vicious cycle. Low 
growth is associated closely with high public 
debt. In a fiscally responsible country,  debt can 
be reduced by higher nominal growth rates. 
However, 26 years of tight fiscal policy did little 
to foster growth. Nevertheless, the Eurosystem’s 
conventional and non-conventional measures 
to lower substantially public debt interest rates 
helped tremendously. It was a great example of 
fiscal policy by monetary means.  

Only by going back to 1960 may one understand 
why the ghost of public debt has been haunting 
Italy’s economy and still hampers its potential. 
Back then, the country was experiencing an 
economic boom, with 5% annual growth despite 
a rather neutral fiscal policy stance. Inflation was 
moderately low and the debt to GDP ratio remained 
below 40% throughout decade, below the European 
Union average.

In 1971, economic growth began to slow, and in 
1973 the oil crisis raised inflation dramatically. It 
soared to 19% in 1974 from 5.2% in 1972. Taking 
their cue from the US, and despite high inflation, 
Italian governments pursued expansionary 
fiscal and monetary policies. They increased 
public spending and kept real interest rates 
negative. Facing high deficits and new financing 
requirements, the Banca d’Italia committed to 
monetise government bonds not placed on the 
market, leading to a massive devaluation of the lira. 
Interest rates remained much lower than nominal 
growth, pumped up fictitiously by soaring inflation 

levels. By the 1980s, this method of financing 
public deficit became unfeasible, after the US 
changed its approach to lowering inflation.  

Record deficit
The Banca d’Italia stopped monetising public debt. 
As a result, interest paid on the Italian debt rose 
to 9.1% of GDP in 1989, from 4.5% of GDP in 1980. 
The debt to GDP ratio increased by 35 percentage 
points, reaching 89% in 1989. Under a five-party 
coalition government led by Bettino Craxi (1984-88), 
Italy racked up an annual deficit of 10%. During that 
period, Germany and France increased taxes by 10%. 
In the absence of EU fiscal rules, Italian politicians 
increased expenditures, partly by displaying ‘rent-
seeking behaviour’ and partly due to the long tail of 
the social reforms enacted in the 1970s. 

During the 1992 European monetary system 
crisis, interest paid on public debt peaked at 
12.6% of GDP. The debt to GDP ratio increased 
by another 22 percentage points to 117% in 1994 
from 95% in 1991. Latterly, Italy pursued massive 
fiscal consolidation policies, recording primary 
surpluses of 5% of GDP in the period 1995-99. As 
Italy looked likely to join the European monetary 
union, interest rates began to converge downwards. 
By the time the single currency was introduced, 
Italy’s debt to GDP ratio was down to 102% and 
stabilised in the following years, dropping below 
the psychological threshold of 100% in 2007. A 
major contribution to this result was privatisation. 

The 2008 financial crisis threatened to destroy 
the previous decade’s legacy. Despite primary 
surpluses, average growth was not enough to put 
public debt back on track. Following a wave of 
speculative attacks in 2011, Italy witnessed a sharp 
rise of interests paid on debt. Its debt to GDP ratio 
jumped to above 130% in 2014, to then stabilise at 
those levels in the following years. 

To summarise, the Italian public debt to GDP 
ratio depends strongly on the difference between 
nominal GDP growth and interests paid on debt, 
despite a virtuous fiscal policy stance. Therefore, 
Italy is vulnerable to factors that are only partially 
within its control.
'laudio &runo is Senior )conomist and 
)doardo 6eviglio is 'hief )conomist at 
'assa (epositi e Prestiti.
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Italy’s troubles can be traced to excessive growth in public spending in the 1970s and 1980s. From the 1990s, the 
growth of public debt can be explained by the so-called ȡsnowball effectȢ, rather than poor fi scal responsibility.
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&ross-border fi nance to overcome crises

Increasing the 
use of regional 
currencies 
will mitigate 
exchange rate 
risks against 
the dollar, and 
help reduce 
the amount of 
foreign reserves 
needed as a 
liquidity buffer.

=asuto 
;atanabe
Asean�� 
Macroeconomic 
6esearch Office

Many parts of the world are covered by regional 
fi nancing arrangements. These can mobilise 

resources for countries facing temporary liquidity 
problems. One such arrangement is the Chiang 
Mai Initiative Multilateralisation, which evolved 
from a system of currency swaps among Asian 
economies after the regionȢs ����-�� fi nancial 
crisis. The Association of Southeast Asian Nations+3 
0acroeconomic Research 2ffi ce serves as its 
surveillance arm. 6uch fi nancing arrangements are 
a key component of the global fi nancial safety net, 
along with foreign reserves, bilateral swap lines and 
the International Monetary Fund.

Over the past three years, Amro has assisted 
the CMIM in carrying out tests with the IMF in the 
Asean+3 region. These tests are intended to improve 
the operational readiness of CMIM facilities. In 2018, 
Amro helped Asean+3 to conduct the first CMIM 
periodic review. This was a milestone in reinforcing 
the CMIM’s role as a regional financing arrangement 
and a pillar of Asia’s financial safety net.

Deepening regional integration
The ratio of intraregional trade and financial 
transactions in the Asean+3 region is increasing 
and relations between member economies are 
deepening. Intraregional trade among Asean+3 
countries accounts for around half (47%) of their 
total trade. Despite a downturn in global investment, 
intraregional foreign direct investment among these 
economies quadrupled to $202bn in 2016 (55% of 
their total FDI) from around $50bn in 2002. Demand 
for cross-border financing is rising, with total cross-
border assets held by Asean+3 countries having 
grown more than 10-fold since 2001.

As global economic trends change rapidly, 
the bloc must redouble efforts for economic 
integration and enhance the role of regional 
financing arrangements. With growing protectionist 
tendencies in major economies, there is a need to 
strengthen intraregional connectivity to improve the 
area’s resilience against external shocks.

Bilateral swap arrangements have developed 
rapidly between Asean+3 countries. They amount 
to around $320bn, larger than the CMIM ($240bn). 
Member states’ foreign currency reserves have 
increased since the Asian financial crisis to more 
than $6tn. These function as the first line of 

defence against crisis. However, this substantial 
accumulation of dollar-denominated foreign 
reserves could cause volatility in international 
capital movements by creating excessive global 
dollar liquidity.

Authorities in the region have worked on 
promoting the use of local currencies in trade 
and investment. Regional trade and investment 
rely heavily on the dollar, although intraregional 
transactions have grown significantly. Increasing 
the use of regional currencies will mitigate exchange 
rate risks against the dollar. It will also help reduce 
the amount of foreign reserves needed as a liquidity 
buffer. Last year, Amro collaborated with experts 
from the region to explore the possibility and 
modality of using local currency in the CMIM for 
liquidity support.

Since 2016, policy-makers behind these regional 
financing arrangements have held regular high-level 
dialogues and seminars on strengthening the global 
financial safety net. Amro signed memorandums 
of understanding with the European Stability 
Mechanism and the Fondo Latinoamericano de 
Reservas in 2017 and 2018, respectively. Bilateral 
discussions with the Eurasian Fund for Stabilisation 
and Development are underway.

Each arrangement has its own function and 
characteristics, and can learn from others. For 
example, the Eurasian Fund for Stabilisation and 
Development is moving towards enhancing its 
institutional arrangement. Policy-makers are 
carrying out reforms to the ESM that encompass 
extended surveillance, crisis management, and 
a broader scope of financing in times of need. In 
December 2018 the Asean+3 members began a 
discussion on the future direction of the CMIM. 
It may be worthwhile for the regional economies 
to consider introducing ESM-type functions and 
initiatives, such as stabilisation mechanisms.

In an interconnected global economy, financial 
crises are bound to recur, although it is impossible 
to predict when and where. Nevertheless, the 
world must be equipped to deal with a changing 
global financial environment. That is why regional 
financing arrangements must learn from peers that 
have confronted and overcome crises.
=asuto ;atanabe is (eput] (irector of the 
Asean�� Macroeconomic 6esearch 3ffi  ce.

Regional fi nancing arrangements are a key component of the global fi nancial safety net, along with foreign 
reserves, bilateral swap lines and the International Monetary Fund.
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Managing foreign exchange reserves

The People’s 
Bank of China 
has the largest 
reserves, at 
more than 
$3tn, followed 
by Japan.

.onathan 
+rosvenor
Asian 
Development 
Bank

Global foreign exchange reserves reached 
$11.48tn in the second quarter of 2018, 

according to the International Monetary Fund. 
The dollar continues to be the dominant currency, 
accounting for 62.3% of central bank holdings, 
while the euro represents 20.3%. Holdings of yen 
and of sterling stand at around 5%, while the 
Canadian dollar, renminbi and Australian dollar 
represent less than 2% each. Gold is excluded from 
the IMF data, although precious metals in some 
cases represent a signifi cant part of reserve assets. 

Close to $7.5tn of the world’s reserves are 
held by emerging and developing economies. The 
People’s Bank of China has the largest reserves, at 
more than $3tn, followed by Japan. Much of the 
growth in Asian foreign reserves has occurred since 
the $sian fi nancial crisis of ����-��, when the 
region suffered severe economic dislocation and 
currency value  ̩uctuations. Today, the �� largest 
central banks in Asia account for more than 57% of 
global foreign reserves. 

Tranched reserves
Central banks often hold foreign exchange reserves 
in different tranches so that policy objectives can 
evolve as reserve accumulation grows.

A liquidity tranche is dedicated to meeting on-
demand requirements, usually by holding the most 
risk-averse instruments, with liquidity being prized 
above returns. Conventional thresholds for reserve 
adequacy encompass measures of import cover, 
short-term debt service and broad money supply. 
This often involves enough funds to cover foreign 
currency debt up to 12 months. The liquidity 
tranche portfolio typically holds short-duration, 
ultra-conservative government bonds. 

Reserves held in excess of the liquidity tranche 
but still within the reserve adequacy threshold may 
be dedicated to an investment tranche. This second 
tranche provides an additional precautionary 
buffer, and although it is less likely to be drawn 
immediately, liquidity and safety will still prevail 
in determining risk appetite. Longer duration 
government bonds are often preferred. 

The high level of foreign exchange reserves in 
some jurisdictions leads typically to the adoption 
of a long-term tranche. With low expectations of 
drawdown, alternative investment strategies may 

be pursued, and external fund managers may be 
hired to generate higher returns. 

Excess reserves have in some cases resulted in 
the establishment of sovereign funds. With diverse 
investment strategies, often including a focus on 
illiquid assets such as real estate, commodities, 
private equity or infrastructure, sovereign funds 
display a variety of governance models, but tend 
to differ from central banks in their mission 
and purpose. While excess reserves dedicated 
to sovereign funds are intended for long-term 
investment, experience has shown that countries 
claw back regularly from these savings pools to 
solve short-term imbalances. 

The loose monetary policies and quantitative 
easing of central banks in high-income countries 
has driven down returns from the more 
conservative foreign reserve investment assets. 
The European Central Bank’s asset purchase 
programme expanded beyond government bonds 
to include corporate bonds, asset-backed securities 
and covered bonds. By 31 October 2018, the ECB 
held €176.3bn in corporate securities, of which 44% 
were rated triple-B-plus or below. This has had 
an impact on pricing and liquidity in primary and 
secondary corporate bond markets. 

Even those central banks without QE 
programmes face a shrinking eligible asset universe 
combined with low or even negative returns. 
This has been one of the drivers of central bank 
diversifi cation strategies into eTuities and other 
alternative asset categories. Central banks have 
increasingly bolstered returns by branching out 
into emerging market external and local currency 
debt, commodities, high yield debt, private equity, 
derivatives and real estate. If market conditions 
remain benign, these diversifi cation strategies tend 
to pay off, but when the tide goes out and interest 
rates rise, such asset categories suffer more than 
orthodox investments, such as liquid, short-term 
government bonds. 

Many central banks suggest that there will be no 
reversal of such strategies now that interest rates 
are rising, but time will tell – especially if equities 
and other asset returns continue to come under 
fi re. 
.onathan +rosvenor is Head of Treasur] 'lient 
Solutions at the Asian (evelopment &ank.
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Central banks often hold foreign exchange reserves in different tranches so that policy objectives can evolve 
as reserve accumulation grows.
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China’s decision to promote city clusters 
of previously unimaginable size may be 
the most significant story in urbanisation 
today. Estimates suggest the 19 clusters will 
comprise 800m people by 2030, and by then 
account for 80% of China’s GDP.

��
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'hina and urbanisation
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Ô China and urbanisation

‘City clusters’ propel 
Chinese growth

The 
contribution 
of service 
industries to 
the GDP of 
Beijing more 
than doubled 
between 1978-
2003, while the 
contribution 
from 
manufacturing 
fell by half. 
This rotation 
to services 
helped make 
cities more 
productive.

Gary Smith
Member, Barings 
Investment 
Institute China’s decision to promote city clusters of 

previously unimaginable size may be the most 
signifi cant story in urbanisation today. Cities have 
long been recognised for their role in boosting 
productivity, but interaction among clusters of 
cities can enhance these benefi ts. China has 
embraced city clusters as a key element in its 
efforts to manage a slowing economy.

The most striking of these efforts is the 
‘Greater Bay Area’, encompassing Guangzhou, 
Shenzhen, Hong Kong and Macau and containing a 
larger population than the UK. Even with President 
Xi Jinping championing the model, however, 
its prospects for success will depend on the 
government’s ability to integrate more fully the 
factors of production. This will involve ensuring 
labour and capital can move across the different 
jurisdictions to make the most of what each city 
offers.

There will be winners and losers amid these 
new urban dynamics, but investors should remain 
watchful of the consequences of the massive 
infrastructure plans on real estate prices, as well 
as expanded services that an integrated workforce 
will demand.

China’s new urban strategy
As cities grow – and grow closer together – 
economists and urban planners have been 
exploring how they can interact with one another 
for the better. Chinese planners are harnessing 
this growth through new infrastructure, especially 
transport systems, both within and among cities. 
China is challenging the defi nition of a city’s 
optimal size, envisioning clusters around Beijing 
and Shanghai as large as 130m and 152m people, 
respectively.

In 1978, following decades of centrally planned 
policies that championed peasant life, Deng 
Xiaoping, then China’s paramount leader, signalled 
a change of direction. He launched what he called 

‘socialism with Chinese characteristics’, allowing 
some limited market forces to propel growth. 
Since then, around 600m people have moved to 
cities from the countryside. One measure of this 
new approach to urbanisation is that China has 
risen from nowhere to today having eight of the 
world’s 20 largest buildings, and 12 cities with 
populations greater than 7m.

As China dismantled its Maoist economic 
model, it underwent an accelerated evolution 
towards an economy dominated by the service 
sector, a process that had taken hundreds of years 
in the West. China’s urbanisation rate jumped to 
58% in 2017 from 18% in 1978. The contribution 
of service industries to the GDP of Beijing more 
than doubled between 1978-2003, while the 
contribution from manufacturing correspondingly 
fell by half. This rotation to services helped make 
cities more productive, and signalled a transition 
to higher value-added economic activity.

Clustering was already underway when Xi 
presided over the announcement of China’s formal 
decision to embrace cluster cities as part of the 
‘National New Urbanisation Plan’ in March 2014. 
The leading three are Beijing-Tianjin-Hebei, the 
Yangtze River Delta cluster around Shanghai, and 
the Greater Bay Area. Some estimates suggest the 
19 clusters will comprise 800m people by 2030, 
and by then account for 80% of China’s GDP.

The Greater Bay Area represents a massive 
urban agglomeration that would on its own be one 
of the largest 20 nations in the world. It has been 
lavished with political attention from the top, and 
was cited as a national priority in Xi’s 2019 new 
year’s message.

Chinese policy-makers are setting trends 
with important consequences for economic 
productivity, urban planning and social welfare. 
The Chinese city cluster plan, and the Greater Bay 
Area in particular, will test where the benefi cial 
limits to agglomeration might be. As China’s 

34
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economic growth rate slows during the transition 
from low to middle income status, any productivity 
benefi t will become even more valuable.

Cities foster growth, and bigger cities foster 
faster growth. By current estimates, the 50% of 
the world’s population that lives in urban areas 
produces around 80% of total output. Economists 
have long recognised the advantages of grouping 
economic activity more closely together. Pools of 
specialised workers raise the levels of their own 
skills, while innovations are shared more easily 
and diffused more Uuickly. An estimate from the 
Organisation for Economic Co-operation and 
Development suggests that a doubling of a city’s 
population should boost productivity by 2%-5%.

That being said, even economists who 

recognise the benefi ts of urban clusters caution 
against using public investment to try and create 
momentum where ‘natural aƾ  nities do not e\ist’. 
They call the Chengdu-ChongUing cluster ‘forced’, 
with two largely independent cities separated by 
�00km of largely unoccupied and hilly land.

A major responsibility for planners is the 
provision of appropriate transportation links. 
Many cities grew on rivers, or coasts, when a key 
need was the transportation of natural resources 
or the access to water for industrial production 
or goods transportation. Over time new forms 
of transportation such as rail and road have 
reshaped the urban landscape. A key to unlocking 
eƾ  ciencies in the labour market is that employers 
will have access to a wider array of workers and 
skillsets, meaning that transport options must 
cater for long and short journeys, as well as 
changing travel patterns.

Challenges for the Greater Bay Area
*or Chinese authorities, the main challenges in 
making the most of this urban cluster involve 
infrastructure, administration and people.

In September 2018, Hong Kong joined China’s 
high-speed rail network. The following month the 
55km bridge and tunnel joining Hong Kong to 
Macau and on to >huhai opened. The key projects 
for the Greater Bay Area will feature two additional 
bridges across the Pearl 6iver delta, including one 
linking Shen^hen to >hongshan, and a third runway 
at Hong Kong airport. *urther plans are in place for 
5� rail and metro stations, as part of a proposal 
to e\tend the regional network by 40% by 2022. 
The Greater Bay Area is also home to fi ve major 
airports, and three of the world’s largest seaports.

Economists e\pect the area to play a major 
role as a launching point for the Belt and 6oad 
initiative, China’s effort to e\pand its economic 
inƽ uence and engagement westward to the Middle 
East, Africa and Europe. Ambitious plans for 
upgrading the ports in Guang^hou and Shen^hen 
will help consolidate the country’s inƽ uence over 
key maritime routes.

The region’s cities are at markedly different 
stages of development, with Macau’s GDP 
per capita around 10 times larger than that of 
>haoUing and .iangmen. Closer economic ties 
may help close these gaps. Ô

With

Source� China Center for 
International )conomic )\changes

Area

56,000

km

Population

67m

km²

Expected GDP by 2030:

 

$4.6tn

Combined GDP in 2017:

 

$1.5tn

9.0+
Population by region (m)

6.0-8.9

3.0-5.9

0-2.9

Hong Kong

Macau

Zhaoqing

Jiangmen

Foshan Dongguan

Huizhou
Guangzhou

Shenzhen

Zhuhai

Zhongshan

GPI_2019_FinalBook.indb   35 22/05/2019   12:25



3MF-F Special report

|  omfif.org

The journey 
from Hong 
Kong begins 
with vehicles 
travelling 
on the left, 
switching to 
the right-hand 
side of the 
road when 
driving over (or 
under) water 
designated as 
belonging to 
the People’s 
Republic, and 
then back to 
the left when 
reaching Macau.

6egional oƾ  cials face administrative obstacles 
to the free movement of people and capital across 
distinct legal systems and currencies. Hong Kong, 
as a special administrative region, is not due to be 
incorporated into the People’s 6epublic of China 
until 2047, with Macau joining two years later. 
In this respect, there is no similarity to the other 
Chinese clusters Ɓ and no global precedent.

The bridge to Macau and >huhai embodies 
these challenges. The journey from Hong Kong 
begins with vehicles travelling on the left, 
switching to the right-hand side of the road 
when driving over �or under water designated as 
belonging to the People’s 6epublic, and then back 
to the left when reaching Macau. Today a driver 
reUuires three separate insurance documents, 
and three driving licences or permits to complete 
the journey from Hong Kong to Macau and on to 
>huhai. Mercifully, the tolls are in one currency, the 

mainland’s renminbi. :ehicle usage numbers for 
the bridge to date have been modest.

Beyond infrastructure and administration, the 
Greater Bay Area must also create incentives to 
encourage greater movement of its massive labour 
force. Different standards of living and cultural 
preferences, as well as different regulations, mean 
easy ƽ ows of labour are neither immediate nor 
automatic. Hong Kong residents, for e\ample, 
should welcome the opportunities to fi nd work 
where living costs are not e\orbitant. At the same 
time, however, they enjoy much lower income 
ta\es �15% than their counterparts on the 
mainland �an average of �5%.

Although some labour market mobility 
measures are being implemented, employment 
policies and visa reUuirements across the 
Greater Bay Area differ. There are differences in 
professional licensing, and many professional 

��

1 Guangzhou-Shenzhen-  
Hong Kong Express Rail Link

6 Guangzhou-Qingyuan Intercity Railway

3 Guangzhou-Foshan Subway 8 Humen Pearl River Bridge

5 Hong Kong-Shenzhen Airport Rail Link

2 Hong Kong-Macau-Zhuhai Bridge 7 Shenzhen-Zhongshan Bridge

4 Guangzhou-Zhuhai Intercity Railway Humen Second Bridge9
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the Greater Bay Area

Source� ,S&C research

Ô 'hina and urbanisation
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Uualifi cations are not recognised, including for 
architects, structural engineers, lawyers and 
doctors. This will slow workforce integration.

Plans have been ƽ oated for market 
liberalisation in sectors such as legal, logistics and 
fi nance, as have plans for the mutual recognition 
of professional Uualifi cations. The concept of ‘one 
e\amination, three certifi cations’ needs to become 
reality sooner rather than later. *urthermore, 
border crossing procedures must be simplifi ed if 
these markets are to ma\imise the labour mobility 
dividend.

Embracing urbanisation
Any urban project on such a massive scale 
will have multiple implications for investors. 
Even if Chinese authorities are slow to solve 
administrative and legal differences, the e\pansion 
of infrastructure will inject new dynamism across 
the region. Beyond roads and bridges, there will be 
upgrades in electricity, telecommunications and 
other urban infrastructure.

Hong Kong property is prohibitively e\pensive 
owing to stringent planning controls, low interest 
rates and restricted land supply. Since 2008, house 
prices have doubled while incomes have �in real 
terms remained stable. It is unsurprising that 
older people from Hong Kong are looking at lower 
prices in >huhai as a retirement opportunity.

If the market mechanism operates without 
hindrance, it will encourage differentiated land-
use. Dongguan and *oshan �with higher e\posure 
to traditional manufacturing industry have 
cheaper rents than Guangdong and Shen^hen. Of 
course, not all prices will rise at the same rate, and 
some may even adjust downwards in the face of 
competition that is more easily accessible via a 
new bridge or tunnel.

There will be opportunities for new services to 
encourage and support a more integrated labour 
force. Hong Kong residents, in particular, will 
be looking for familiar levels of healthcare and 
education if they resettle on the mainland. More 
aƿ  uent workers from across the region will be 
looking for e\panded choices around fi nancial 
services, leisure and entertainment.

After decades of resisting migration from 
the countryside to cities, China has embraced 
the economic benefi ts of urbanisation while 
addressing its challenges on an unprecedented 
scale. Economists have focused on the 
importance of building the right transport 
infrastructure and integrating labour markets. In 
the Greater Bay Area, Chinese authorities face 

the additional challenge of generating e\panded 
economic activity across distinct legal and 
administrative borders.

At the macroeconomic level, investors will be 
watching closely to see if the city cluster plan 
generates enough productivity gains to overcome 
the slowing in the economy’s potential rate of 
output. At the sectoral level, they will monitor the 
impetus that the plan gives to the rebalancing of 
the economy towards consumption, and how this 
translates into opportunities around infrastructure, 
real estate and services.

The political need for success is high, and 
sponsorship from Beijing means there will be 
e\pansive resources to make the cluster cities 
work. Beyond waiting for the broader numbers on 
growth and productivity, however, signs of success 
may be as simple as watching rising traƾ  c levels 
on the Hong Kong-Macau->huhai bridge. 
Gary Smith is Member of the Barings Investment 
Institute.
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Integrating countries into wider economy

The rise of 
the digital 
economy could, 
however, open 
a range of new 
opportunities 
for small firms 
to play a more 
active role in 
global value 
chains.

Robert 
Koopman
World Trade 
Organisation

The growth of global value chains has slowed 
since the 2��� fi nancial crisis, but it has not 

stopped. Between 2000-07, GVCs, especially ones 
where goods, parts or components crossed borders 
multiple times, expanded at a faster rate than GDP. 
During the fi nancial crisis, there was naturally some 
retrenchment of GVCs, followed by quick recovery 
(2010-11). Most recent data for 2017 show that 
complex GVCs grew faster than GDP.

Value chains remain largely regional, but they 
are not static. Between 2000-17, intra-regional 
GVC trade increased in Asia, reflecting in part 
upgrading by China and other Asian economies. In 
contrast, intra-regional GVC trade in Europe and 
North America decreased slightly relative to inter-
regional GVC trade. This reflects stronger linkages 
with Asia. China has emerged as an important hub 
in traditional domestically produced final goods 
trade and simple GVC networks. Meanwhile, the US 
and Germany remain the most important hubs in 
complex GVC networks.

Accounting for global value chains shows 
that trade has not been a significant contributor 
to declines in manufacturing jobs in advanced 
economies. Employment gains in services have 
offset losses in manufacturing. However, the effects 
of trade can vary considerably across regions and 
individuals with different skill levels, compounding 
regional disparities and labour market polarisation 
driven by other factors such as automation. 

The emergence of GVCs has offered developing 
countries opportunities to integrate in the global 
economy with important impacts on jobs and 
income. Integration can have additional benefits 
for the wider economy, as most jobs are generated 
through upstream domestic supply chains. 

Across the developing world, demand for skilled 
labour is rising. GVCs reinforce this trend by 
supporting more complex industrial organisation 
and by relying on complementary skill-intensive 
services inputs. The impacts of technological change 
and increased productivity on employment linked 
to GVCs have been offset by growing consumer 
demand.

Policies for helping domestically-owned firms 
become technologically independent do not deliver 
necessarily upgrading. Some might refer to this 
as ‘techno-nationalism’, the idea that a stronger 

national identity and sense of pride can be derived 
from homegrown innovation. Instead, policy-makers 
should encourage firms to be full partners in global 
technology sectors and to pursue open source 
innovation solutions.

Automation might threaten developing country 
employment in the long-term if consumption does 
not increase fast enough to generate sufficient 
additional labour demand to offset technology’s 
labour-saving impact. In the near-term however, 
automation is not going to reduce dramatically 
the attractiveness of low-wage destinations, 
especially for labour-intensive tasks that require 
human dexterity, such as in the apparel industry. 
While automation does not pose immediate risks, 
governments need to develop a comprehensive 
digital strategy to maximise the gains from GVCs.

Although small and medium-sized enterprises 
represent the vast majority of firms worldwide, their 
participation in international trade remains limited 
relative to their share of overall economic activity 
and employment. The rise of the digital economy 
could, however, open a range of new opportunities 
for small firms to play a more active role in global 
value chains.

New research finds that whether a firm 
has a website facilitates the participation of 
manufacturing SMEs in GVCs and trade. In 
particular, such SMEs are more likely to use foreign 
inputs for production and export their output. 
Further, information and communication technology 
connectivity is found to be more important for small 
firms than for large ones in whether or not a firm 
participates in trade.  

However, SMEs continue to face important 
challenges integrating into GVCs. There is a need 
to combine investment in ICT infrastructure and 
human capital with trade policy measures. Moreover, 
it is necessary to enhance the business environment 
and facilitate access to finance and logistics. And, 
innovation and research and development must be 
promoted. Improving the availability of data would 
also help to better understand and integrate SMEs 
in GVCs. 
6obert /oopman is 'hief )conomist and 
(irector of the )conomic 6esearch and 
Statistics (ivision at the ;orld Trade 
3rganisation.
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Global value chains present opportunities for developing countries, but automation may threaten jobs if 
demand does not offset technology’s labour-saving impact.
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Growth beyond trade

In the pursuit 
of balanced, 
sustainable 
and inclusive 
growth, policy-
makers need 
to look to 
other avenues 
in addition 
to trade, such 
as domestic 
consumption 
and services.

6ebecca Sta 
Maria
Asia-Pacific 
Economic 
Co-operation 
Secretariat

It is important to recognise that tensions in US-
China trade did not arise simply from surpluses 

and defi cits. They are also about structural issues, 
driven by questions on how countries will adapt to 
the data- and technology-driven economy of the 
future.

The Asia-Pacific Economic Co-operation forum 
is made up of 21 economies located around the 
Pacific. Its membership includes both developing 
and advanced economies; the forum’s diversity 
offers many perspectives in solving different 
problems. Apec is associated primarily with trade 
and is known for its goal to achieve free and 
open trade and investment among its member 
economies. However,  since the 2008 financial 
crisis, the emphasis has shifted towards achieving 
balanced, sustainable and inclusive growth. 
Through mechanisms like Apec, Asia-Pacific 
economies have achieved unprecedented growth in 
the last 30 years. During this period, trade among 
members grew seven-fold thanks to lowered trade 
costs and average tariffs, which have been reduced 
to less than 6% from 17%. This has contributed to 
significant poverty reduction and the expansion of 
the middle class.

But the world is changing. Unlike in past 
decades, barriers to trade are no longer the main 
strategic impediments to economic integration, in 
part because of past successes in toppling them. 
Globalisation as we know it is slowing down, and 
trade is less reliable as a driver of growth. It has 
been replaced by domestic consumption as the 
stronger and more stable source of growth among 
Apec and some other Asian economies. Trade 
growth lagged behind GDP growth between 2012-
16. Since Apec was established in 1989, there have 
only been two other years during which regional 
trade growth was lower than GDP growth: in 
2001, after the ‘dot-com bubble’ burst, and in 2009 
following the financial crisis. 

Future drivers of growth
In the pursuit of balanced, sustainable and 
inclusive growth, policy-makers need to look 
to other avenues in addition to trade, such as 
domestic consumption and services. They must 
harness future drivers of regional growth, like green 
technology and the digital economy. It is important 

to invest in people – through education and health, 
for example – so they can benefit from the new 
opportunities that these future growth areas offer. 

Apec is a voluntary forum; it does not host 
negotiations or enforce any rules. Instead it serves 
as a safe place where members can identify and 
address common problems. Because its outcomes 
are non-binding, there is more willingness to 
propose bold, new ideas. Members take up the best 
ideas unilaterally, across the board or as part of 
binding agreements. 

Structural reforms
A recent example is the Cross-Border Privacy 
Rules system. It consists of guidelines endorsed by 
Apec members to ensure protection and privacy 
for consumer and business data. More than a 
third of the forum’s members have adopted and 
implemented these rules unilaterally. The system 
was written into the US-Mexico-Canada agreement, 
which was signed by the three countries last year. 

Increasingly, discussions in Apec are focusing 
on much-needed structural reforms. These include 
policies to promote more equitable distribution of 
economic gains, ease industries into environmental 
sustainability, and help governments and other 
institutions adapt to the disruptive nature of digital 
technology. 

These initiatives can spread and benefit more 
people. They demonstrate the work that needs to 
be done at the regional and multilateral levels. This 
work should anticipate the world’s most pressing 
needs and offer solutions vetted through many 
perspectives and grounded in thoughtful co-
operation.
6ebecca Sta Maria is )xecutive (irector of 
the Asia-PaciƼ c )conomic 'o-operation 
Secretariat.

Barriers to trade are no longer the main strategic impediments to economic integration, and more sustainable 
avenues to growth have emerged. $sia Pacifi c is leading the way in promoting structural reforms.

GPI_2019_FinalBook.indb   39 22/05/2019   12:25



Market environment

|  omfif.org

+lobal fl ows

Transforming Africa

US and 
European 
government 
securities 
accounted for 
more than 90% 
of public AUM 
in Africa in 
2018. Nations 
elsewhere in 
the world have 
opted for a 
more globally 
inclusive 
approach 
to asset 
allocation.

Hippol]te 
Fofack
African E\port-
Import Bank

With many global institutional investors loath 
to distribute signifi cant portions of their 

portfolios towards $frica, resource  ̩ows into the 
region have not been commensurate with the scale 
of its development challenges and has led to a 
dearth of capital to fi nance infrastructure and trade.

Africa’s history of economic marginalisation 
is long, but may be at a turning point. The African 
Continental Free Trade Agreement (AfCFTA), which 
entered into force this year, will establish one of the 
world’s largest free trade areas. It has the potential 
to raise the competitiveness of African economies, 
accelerate their structural transformation and 
diversify their sources of growth and trade. It will 
improve the overall external balances of African 
countries, strengthen the financial wherewithal 
of regional institutional investors, and ultimately 
attract a higher share of global assets under 
management to the Africa.

Foreign investors largely shun Africa. The region 
received $40bn in foreign direct investment in 
2018, less than 3.4% of global FDI flows. By way of 
comparison, more than 42% ($502bn) was invested 
in developing Asia, while North America received 
22% ($263bn). More than 12% ($149bn) flowed to 
Latin America and the Caribbean.

Africa has been marginal on the asset side as well. 
Even in the recent favourable economic environment 
of synchronised global expansion – when rallying 
equities supported the growth of sovereign assets 
to $37.8tn in 2018 from $36.2tn in 2017 – less than 
3% ($795bn) originated from African institutional 
investors. An even smaller share of growth associated 
with strong equity asset valuations accrued to African 
sovereign and corporate entities. Most opted to 
sustain high rates of investment in fixed income, even 
as yields in sovereign bonds decreased significantly in 
a zero-lower-bound interest-rate environment.

The structure of African economies and 
fragmentation of small markets and exchanges have 
shaped the uneven distribution of global capital 
flows and assets. A sizeable share of AUM by African 
institutional investors are the reserves of central 
banks, comprising around 57% of total public AUM 
in the region in 2018. African public pension and 
sovereign funds accounted for the rest, at 31% and 
12%, respectively. Despite the slight recovery from 
the end of the commodity super-cycle, African 

central bank reserves are still below pre-crisis levels. 
The reserves stood at a regional average of $466.5bn 
at end-2018, down from their $553.6bn peak in 
2013.

The allocation of international public AUM has 
been highly uneven, with few global institutional 
investors and reserve managers investing in 
Africa or financing growth opportunities in the 
region’s real sector. According to the OMFIF GPI 
Survey 2019, respondents allocated less than 1% 
of their portfolios to African assets in 2018. The 
bias against African economies in the allocation 
of assets is driven not only by the narrowness of 
mandatory limits on foreign assets imposed on 
institutional investors, or the concerns of foreign 
investors with the persistent uncertainties to 
returns across the region. African public investors 
have largely favoured foreign assets in their 
portfolio allocation strategies as well.

African central banks favour investing outside 
of the continent. US and European government 
securities accounted for more than 90% of public 
AUM in Africa in 2018, according to the OMFIF 
survey. Nations elsewhere in the world have opted 
for a more globally inclusive approach to asset 
allocation, investing a significant share of their 
central bank reserves in asset classes from both 
developed and developing economies. But African 
central banks have followed the opposite strategy, 
positioning the region as an outlier in the global 
distribution of asset allocation.

Even during the zero-lower-bound quantitative-
easing era of falling yields on top-rated fixed 
income assets in advanced economies, the same 
outsourcing strategy informed most African 
institutional investors’ asset allocations. On 
average, these institutions allocated less than 1.5% 
of combined AUM to infrastructure financing, even 
though Africa’s infrastructure is consistently singled 
out as one of the greatest constraints to growth and 
economic development. In contrast, global public 
investors took a more aggressive stance in the 
sectoral and geographical diversification of their 
portfolios in other regions, significantly increasing 
investment in less liquid alternatives to achieve 
higher inflation-adjusted returns on long-term 
infrastructure investments offering stable returns 
over longer periods.

��

The African Continental Free Trade Agreement and advances in capital market integration have the 
potential to accelerate the process of structural transformation and shift the global distribution of assets.
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Integrating exchanges
Institutions are promoting initiatives to halt the 
fragmentation of African capital markets and 
transform them into effective instruments in the 
global competition for capital. These include 
establishing a pan-African stock exchange through 
the African Securities Exchanges Association. The 
African Exchanges Linkage Project, as it will be 
called, aims to harmonise trading rules as well as 
settlement cycles and listing fees across Africa’s 
leading exchanges. The Committee of Southern 
African Development Stock Exchanges is fostering 
the integration of capital markets among South 
African Development Community member countries 
by promoting the harmonisation of trading, 
clearance and settlement procedures.

Though not as comprehensive as Africa’s 
development challenges and the highly competitive 
global environment require, the integration of 
national exchanges is making a difference. The 
SADC exchanges have harmonised their listing 
requirements, and cross-border trade is on the rise. 
In addition to reducing the cost of trading across 
the continent and raising liquidity to boost investor 
confidence, Africa’s capital market integration 
could address the perennial challenge of scale 
inefficiencies and offer investors more diverse 
products and services.

The diversification of financial ownership 
associated with greater market integration brings 
other benefits, most notably economic growth 
and risk-sharing, also referred to as ‘development 
finance’ and ‘diversification finance’, respectively. 
These are closely related, especially in the early 
stages of economic development where competing 
priorities rhyme with resource constraints. Besides 
attracting more public investors, the risk-sharing 
associated with increasing economies of scale has 
the potential to pool more domestic and global 
resources for long-term investment in support of 
economic integration and structural transformation.

But liquidity risk and the highly-inflated risk 
perception that have clouded investment decisions 
and deterred investors are also a reflection of 
the current structure of African economies. 
These countries still depend heavily on primary 
commodities and raw materials for growth, fiscal 
revenue and foreign exchange earnings. On average, 

commodities account for more than 70% of exports 
for more than three-quarters of African nations. 
For most, the accumulation of wealth has been 
undermined by the long-term deterioration of 
commodity terms of trade, especially where growth 
has been highly correlated with commodity cycles.

The correlation between economic growth and 
commodity cycles has exposed Africa to recurrent 
risks of adverse terms of trade shocks and global 
volatility. The end of the commodity super-cycle 
in 2014 induced significant costs in terms of 
growth, macroeconomic management and wealth 
accumulation. The depletion of foreign reserves 
in the face of rising twin deficits and sustained 
capital outflows exacerbated the shortage of foreign 
exchange liquidity, especially in heavily natural 
resource-dependent economies.

The deepening financial integration of African 
economies is unlikely to mitigate the problem 
of highly-inflated perception of risk, despite the 
potential of such integration to mitigate liquidity 
risks through resource pooling and risk-sharing. 
That overall risk perception has its source in the 
real sector. It is associated with the stickiness of 
colonial development models of resource extraction 
sustaining the high correlation between growth and 
global commodity cycles.

The AfCFTA, which gives governments a platform 
to establish institutional arrangements for effective 
public-private partnerships, has the potential to 
accelerate the process of structural transformation 
and boost intra-African trade in a region where 
cross-border trade of higher-value manufactured 
goods dwarfs that of primary commodities. The 
transformation the agreement promises could 
fundamentally shift risk perception in Africa and 
change the dynamics of wealth accumulation and 
asset allocation. The free trade area will establish a 
market of 1.2bn people with a GDP of $2.5tn and a 
consumer and business spending base of $4tn.

In addition to increasing market efficiency 
and raising competitiveness by offering greater 
opportunities for economies of scale, the AfCFTA 
will ease and shift the composition of trade and 
investment flows into Africa. While FDI flows into 
fragmented African markets were once directed 
primarily towards extractive industries, the shift 
to a more integrated model will create inherent →
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economies of scale. Preliminary estimates suggest 
the AfCFTA will significantly expand industrial 
production and trade, with cross-border trade 
growing more than 52% in the agreement’s first 
20 years. By expanding intra-African trade and 
industrial production, the agreement would act 
to absorb negative global shocks. Multinational 
businesses are already responding, with Volkswagen 
and Peugeot announcing their intention to build 
manufacturing and assembly plants in Kenya and 
Rwanda.

In addition to diversifying the sources of 
growth and exports to build resilience against 
global headwinds, increasing the trade of higher 
manufacturing goods has other benefits for public 
investors. Manufactured goods are less vulnerable 
to fluctuating global prices than extractive goods, 
and the expected shift in the composition of trade 
is likely to improve the external balance of African 
nations. This will reduce the perennial risk of the 
shortage of foreign exchange liquidity crippling  
exchanges and deterring investors. The sustained 
accumulation of foreign reserves associated with 
the diversification of sources of growth and trade 
will likewise strengthen the financial wherewithal of 
African central banks and sovereign funds.

The process of structural transformation and 
industrialisation triggered by the AfCFTA could shift 
the global distribution of AUM, specifically through 
the changing dynamics in the world of pension 
funds and the rate of growth of AUM by African 
institutional investors. Two factors will be at play. 
The first is the expected growth of per capita income, 
fuelled by increasing labour-intensive employment 
opportunities in the production of manufactured 
goods, which are less vulnerable to fluctuating prices 
and commodity cycles. The second is the projected 
growth of Africa’s population, expected to double to 
2.5bn by 2050. That would put more than 26% of the 
world’s working-age population in Africa and sustain 
the growth of pension funds and public AUM.

These shifts will set the region on a path to a 
more sustainable tax base and per capita income 
growth. This is possible because manufactured goods 
are largely produced by small and medium-sized 
enterprises, which are responsible for more than 80% 
of Africa’s employment and 50% of GDP. Though 
these businesses have struggled to integrate global 
values chains and raise their share of the highly 
competitive global market, the AfCFTA provides 
the framework for SMEs to tap into regional export 
markets to grow their balance sheets, enhance their 
competitiveness and eventually draw on robust 
regional value chains to integrate global ones.

The improvement of external balances enjoyed 

by the first generation of industrialised economies 
in Europe and North America highlighted the 
benefits of structural transformation for per capita 
income growth and wealth accumulation. Asia’s 
rise is the result of the successful implementation 
of export diversification models. If these trends 
hold true in Africa, the rise of labour-intensive 
manufacturing will accelerate the migration 
from informal towards more formal sectors of 
employment, propelling the growth of domestic 
savings and pension funds.

Between 2005-19, the aggregate public pension 
funds of countries in the Asia Pacific region 
increased significantly, achieving growth of 130%, 
to $3.9tn from $1.7tn. Countries in that region 
account for more than 25% of AUM in world pension 
funds. African pension funds account for only 
$90bn, less than 0.6% of world pension AUM. In an 
era of deepening economic and financial integration 
in Africa, however, Asia provides a model for 
bolstering African pension funds’ robustness.

Strict enforcement
Successful economic transformation and 
competition for global savings will depend on 
the capacity of emerging African industries to 
strengthen their competitiveness to take full 
advantage of new opportunities. Prioritising the 
reduction of tariffs on intermediate goods used 
in the production of final goods will be key to the 
growth of these corporations. Their expansion 
will call for strict enforcement of antidumping, 
countervailing and safeguard measures, as well as 
remedial actions against imports causing material 
injury to nascent industries.

These policies will boost incentives for 
businesses to source inputs from within 
the continent and support the expansion of 
manufacturing. But adopting a legal framework for 
common investment rules to facilitate cross-border 
investment and drive industrialisation during 
the second phase of the AfCFTA will be another 
important step towards addressing supply-side 
constraints and boosting intra-African trade. 
Capitalising on Africa’s young working population 
to raise per capita income sustainably will be 
critical, and contingent upon rising employment 
opportunities in the formal sector. This will 
require more investment in human capital to raise 
productivity and create a virtuous development 
circle, in which countries’ economic structures 
are invariably endogenous with their endowment 
structures. 
Hippolyte Fofack is the Chief Economist of 
the African Export-Import Bank.
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 Global flows

Crackdown on foreign investment

Transactions 
like the bid by 
China’s Midea 
Group for 
German robot-
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AG prompted 
Europe to 
rethink 
its foreign 
investment 
strategy.

Efraim  
Chalamish
Duff & Phelps

Many western economies have reformed 
their foreign investment review rules. The 

new regulations will increase mandatory filing of 
proposed acquisitions, cover more transactions 
covered, and present a strict approach to the 
investment process. This move is designed to 
address global concerns on investments in ‘strategic 
assets’ and national security threats, especially 
driven by US-China trade and investment tensions. 
This could come at a cost to sovereign financial 
entities. 

The European Parliament approved recently a 
co-operation mechanism among European Union 
countries to better screen foreign investments in 
‘critical infrastructure’ (including finance) and 
‘critical technologies’. Transactions like the bid 
by China’s Midea Group for German robot-maker 
Kula AG, and the blocked acquisition of German 
machine-tool manufacturer Leifeld Metal Spinning 
AG by a Chinese buyer, prompted Europe to rethink 
its foreign investment strategy.

For several years, sovereign investors took 
advantage of regulatory loopholes in Europe to 
circumvent regulatory issues they faced in the US. 
Washington and Europe share strategic concerns, 
particularly in the light of the security transatlantic 
partnership. Therefore, this regulatory arbitrage 
contradicted joint national interests.

The EU’s new approach does not include a 
comprehensive review, screening, or a blocking 
mechanism of foreign investment. Rather, it 
consists of a coordination system where member 
states collect data and share information. The 
investment approval process will remain in the 
hands of national governments. 

The US has followed a more rigid path. It was 
the first country to adopt a comprehensive national 
security approach to governmental review of foreign 
investment. Following the 2008 financial crisis 
and several attempts by foreign nations to acquire 
strategic assets, many others, such as Germany, the 
UK and Australia, followed the US model. 

The Committee on Foreign Investment in 
the US has changed dramatically its foreign 
investment review mechanism. President Trump’s 
new economic policies have expanded this work 
significantly. Consequently, Chinese investments 
in the US declined by 90% last year, a combination 

of negative signalling in the US and restrictions 
on capital flows in China. As Washington plans 
to review all foreign investments in strategic 
industries, the government has been collecting 
industry feedback to make sure the new rules are 
applied properly. The regulatory reforms and the 
changing macroeconomic environment have already 
affected the way sovereign investors structure their 
foreign direct investments. 

Technology investments
Many sovereign funds have increased their 
technology investments in recent years. This 
is part of their strategy to increase alternative 
investments and other non-correlated assets, and 
help transform their own economies by investing in 
disruptive technologies. From ‘foodtech’ to artificial 
intelligence, start-ups and mature tech companies 
are turning to sovereign financial vehicles to raise 
seed money or larger follow-up rounds.

However, this strategy depends on the basic 
proposition that markets are open and tech exports 
can flow freely, allowing disruptive innovation to 
grow and flourish. The recent trend of declining 
tech exports and rising trade barriers is alarming. 
Many sovereign tech holdings, as a result, may not 
grow as fast as expected, questioning valuation, 
financial modelling and expected returns. 

The rising standards of foreign investment 
reviews by sovereign entities and the impact of 
national security on their cross-border transactions 
are just some of the factors that make sovereign FDI 
growth more challenging. Structural reforms and 
restrictions on capital flows have reduced the liquid 
funds available to sovereign institutions for global 
investments. For example, the China Investment 
Corporation has reduced dramatically its foreign 
investments after the Chinese government 
pressured it to invest locally instead.

As they become the largest institutional 
investors globally, providing liquidity to markets 
and closing the infrastructure financing gap, 
sovereign institutions are likely to make an 
important contribution to the policy-making debate 
on the limits of foreign investment in infrastructure 
and other strategic assets.  
Efraim Chalamish is Senior Adviser at Duff & 
Phelps and Professor at New York University.

Many countries are beginning to rethink their foreign investment strategies, and are adopting new  
approaches to their review processes.
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China’s surprising trade weapon

The US-South 
America soy 
spread became 
the most visible 
indicator of 
the state of the 
trade war.

&rad Setser
Council on 
*oreign 6elations

China’s tariffs on US soyabeans have emerged – 
surprisingly – as the most prominent source of 

Chinese trade leverage. Leverage comes usually from 
targeting fi nal, not intermediate goods. 6oyabeans are 
ultimately an input into the production of pork and 
poultry.

In general, tariffs on commodities are ineffective. 
A Brazilian bean is a near-perfect substitute for a 
US bean. China’s tariffs on US oil, for example, had a 
limited impact; other countries were willing to step 
in and buy. There is a reason why products like scotch 
�and $merican whiskey� tend to end up as the fi rst 
casualties of any trade skirmish. They are high value 
fi nal goods, and discretionary consumer purchases 
at that. But China needed to target a large US 
export after President Donald Trump reasoned that 
Washington had leverage because China imported 
little from the US, and therefore couldn’t match its 
tariffs dollar for dollar. Imposing tariffs on US aircraft 
was not an option. That would raise the price Chinese 
airlines had to pay on planes that would be imported 
from either the US or Europe. 

China’s tariffs on soyabeans proved effective in 
the short term. 86 beans started to sell at a signifi cant 
discount to those of Brazil and the US-South America 
soya spread became the visible indicator of the trade 
war. American farmers stored much of their harvest 
rather than selling at a discount. China drew down 
its stocks in addition to buying from Brazil and 
Argentina. Trade in beans fell. 

Short-term market power
China had market power – at least in the short run. 
China accounts for around two-thirds of global 
soyabean imports. The US accounts for close to one-
third of global exports. Brazil now accounts for nearly 
50%. Chinese demand exceeds the total exports of 
either Brazil and the US. The US and Brazil tend to 
split the Chinese market.

China’s decision to impose a 25% tariff on US 
soyabeans could have had a minimal effect – tariffs 
would raise domestic Chinese prices, but have only 
a modest impact on the global market. The other 
one-third of the global market would buy all of the 
US harvest, and the two-thirds of global supply that 
isn’t the US would supply the Chinese market. That is 
what might have happened in the long run, together 
with more complex substitutions —pigs can be fed 

on corn rather than soymeal, farmers can substitute 
other crops for soya, and European rapeseed could 
be exported to China while Europe imported more 
US soya. In the months after China’s soya tariff, 
Argentina emerged suddenly as a large export 
destination for US soya. It is the world’s third largest 
soya exporter, with a particularly large business 
exporting processed soyabeans. China prefers to do 
its own processing. But the Argentines were happy to 
sell their raw beans to China and import US beans for 
re-export. US soya exports to Europe have doubled.

To incentivise the rest of the world to buy US 
beans that normally would have gone to China, the 
US offered them at a discount. That discount has 
since essentially disappeared in the medium term. 
Part of the reason is China’s state soyabean importers 
have started buying 86 beans. %ut it also re  ̩ects 
the absence of spare supply in Brazil: large Chinese 
purchases had depleted inventories, and, even with 
higher imports from Brazil, China’s total imports were 
down.

China’s consumers bore some of the cost of their 
country’s tariffs. All else equal, the price of Brazilian 
beans was probably pushed up a bit. But this impact 
was modest. The obvious impact of the tariffs was a 
fall in US prices, not a rise in Brazilian prices. Most 
of the cost was borne by the exporter. Brazil emerged 
victorious, with higher export volumes. Argentina did 
as well, though its capacity to export more of its own 
beans was limited by its poor harvest. The biggest 
winners, though, were probably the world’s other 
soyabean importers, who could now get US beans at a 
discount to the global market price. Commodities are 
still commodities – one bean is as good as another, 
no matter its origin– even if in this case, the presence 
of a big, almost monopoly, purchaser had substantial 
market power in the short run.

In the longer term, China is likely to be interested 
in a more diversifi ed supply base. This should 
expand opportunities for other northern hemisphere 
producers. Russia and Ukraine stand out. And the US, 
which historically has exported 60% of its soya crop to 
China, has an incentive to diversify its export markets. 
The way China gained short-term leverage over the 
US may prove instructive for future trade disputes. 
&rad Setser is Steven A. Tananbaum Senior 
Fellow for -nternational )conomics at the 
'ouncil on Foreign 6elations.
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The way in which Beijing, through its manipulation of the global soyabean market, has gained short-term 
leverage over its major economic rival, the US, may prove instructive for future trade disputes.
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Amid trade tensions between the US, China and Europe, world 
investment flows are falling victim to the tide of protectionism. As 
global investment imbalances have widened to a new record, western 
economies are introducing new rules for investment screening.
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In 2018 the 
global gap 
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and debtors’ 
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reached a 
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$33.8tn.
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A weak macroeconomic backdrop, rising trade 
tensions and protectionism, and shifts in global 

value chains all weighed on global investment fl ows 
in 2�1�. +lobal foreign direct investment fl ows 
fell by 2�% over the year to �1.1tn, according to 
the 3rganisation for )conomic Co-operation and 
(evelopment. This e\tended a decline of 16% in 2�1�. 
As a share of +(4, F(I infl ows in 2�1� stood at their 
lowest level since 1��� �see Figure 1. This was driven 
largely by corporate income ta\ reform in the US, 
which created an incentive for US parent companies 
to repatriate earnings held with foreign aƾ  liates. 
China also recorded a decline in F(I outfl ows, for 
the second year in a row, stemming from increasing 
restrictions on its outbound investment operations as 
well as a slowdown in domestic growth. 

Among recipients, )urope was hit particularly 
hard. According to 3)C( data, fl ows into )uropean 
Union countries declined by 2�%. This was driven by 
disinvestments in Ireland and Swit^erland probably 
linked to the US ta\ changes. Another factor was 
a drop in investment into the UK, owing to the 
uncertainty over the country’s e\it from the )U. 

Separate data from the United 2ations Conference 
on Trade and (evelopment for the wider )uropean 

region show F(I infl ows declining in 2�1� by ��% to 
�1��bn Ɓ their lowest level since the 1���s. Spain 
and the 2etherlands were e\ceptions, seeing F(I 
infl ows increase over the year. According to the 
3)C(, the 2etherlands now ranks third in terms of 
F(I recipients worldwide, overtaking the UK and 
behind only the US and China. Meanwhile, U2CTA( 
data show growth in F(I infl ows into Spain especially 
strong at 26�%, bringing Spain into the top 1� F(I 
host economies for 2�1�. (eveloping countries also 
saw an increase in F(I, particularly Indonesia and 
Thailand in emerging Asia, and South Africa and 
)gypt in Africa, according to U2CTA(.

Analysing net fi nancial fl ows �such as F(I 
together with fl uctuations in e\change rates and 
asset valuations provides the full picture of global 
investment positions. In 2�1� the global gap between 
creditors’ and debtors’ international investment 
positions reached a new record of ���.�tn, in line with 
the trend of imbalances widening every year since 
2��� �see Figures 2 and �. This shift was fuelled 
by a combination of a strong dollar, weak equity 
markets, political uncertainty in the UK and )urope, 
and weakening macroeconomic prospects, especially 
in China.

��

Source� 3)C(, 3MFIF analysis  
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US, UK and Mexico widen debtor positions
This year’s move in international investment 
positions was propelled by an increase in debtors’ 
net liabilities, particularly the US, UK and Mexico. 
Overall debtors’ net liabilities rose by 7.8%, but had 
these three economies been excluded, debtors’ net 
liabilities would have fallen by 8.9%. 

Among debtors, the US saw the biggest increase 
at $1.9tn, or 25%. This reversed last year’s reduction 
in net liabilities and set a new record for the world’s 
largest debtor of $9.6tn (the previous record was 
$8.2tn in 2016). This was largely driven by the 
strength of the dollar in 2018, which led to a decline 
in the value of foreign assets. The ICE US Dollar 
Index, a measure of the currency against a basket 
of six others, was up 4.5% over the year, making up 
partly for last year’s 10% drop. Overall the value of 
foreign assets held by the US decreased by $2.4tn. 
Liabilities fell moderately in comparison, by $408bn. 

Global stock markets performed poorly, amid 
concerns over the macroeconomic environment and 
tightening monetary policy, reducing foreign holdings 
of US equity. The Dow Jones fell 5.5%, the S&P 500 
was down 6.2% and the Nasdaq declined 4%, making 
2018 the worst year for stocks since 2008. 

As a central feature of the underlying trends, both 
direct and portfolio investment assets recorded 
large drops. Lending assets grew marginally while 
reserve assets stood broadly steady. Overall, the 
US maintains its position as the key hub for global 
capital flows and an important centre for global 
public investors. Close to 27% of GPIs examined in 
this report are located in the US, managing more 
than one fifth of all GPI assets (see Figure 4). That 

makes the US the largest single country by level of 
assets (at $7.6tn), well ahead of the second largest 
GPI hub (China, with $4.6tn) and third largest 
(Japan, with $3.1tn). It is also home to the world’s 
second and third largest pension funds, the Military 
Retirement Fund (with AUM at $813.9bn) and the 
Federal Employees Retirement System (with AUM 
at $687.5bn). Only Japan’s Government Pension 
Investment Fund is larger in the global ranking of 
public pension funds.

In contrast, the UK’s NIIP widened because of a 
significant increase in liabilities, especially financial 
derivatives. The current account deficit increased 
over 2018. Meanwhile, the brief boost in exports 
and earnings on British investments abroad from 
sterling’s depreciation in 2017 did not carry through 
to the following year. The country's economy 
had a difficult year in 2018, with slowing growth, 
rising interest rates (to their highest level since 
the 2008 financial crisis) and continued political 
uncertainty. A further drop in the pound in future 
would risk additional capital flight. With the value 
of UK investments owned by foreigners exceeding 
significantly the value of UK-owned overseas 
investment, this could have a considerable impact. 

The rate of return on such investments also 
matters. Even with a negative NIIP, a country can 
still enjoy an investment income surplus if the rate 
of return on capital owned overseas exceeds the 
rate earned by foreign investors on domestic assets. 
However, as a result of Brexit uncertainties, FDI has 
been declining. This suggests a worrying shift not 
only in the level of the NIIP but also its composition. 
The source of external financing is moving 

Figure 4: Most debtors narrow positions, US 
notable exception
NIIPs, % of GDP, top six creditor economies

Source: International Monetary Fund Balance of Payments, OMFIF analysis

Figure 3: Prime US role in global imbalances
Global NIIPs, % of global GDP, by region

Source: International Monetary Fund Balance of Payments, OMFIF analysis
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US -9,627 -7,725 -47% -40% 7,622 20.2% 199

Spain -1,117 -1,173 -78% -90% 85 0.2% 2

Australia -689 -756 -49% -54% 820 2.2% 17

Mexico -620 -560 -51% -49% 361 1.0% 4

Brazil -503 -642 -27% -31% 589 1.6% 4

Ireland -490 -527 -132% -162% 30 0.1% 3
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away from the more stable and long-term types 
of investment, into shorter-term loans and bank 
deposits that are helping fi nance consumption and 
domestic investment.

In Me\ico, broad-based liabilities decreased 
by �1�bn, while assets fell by �1�bn. ;ith an 11% 
increase in net liabilities, it is now the world’s fourth-
largest debtor after the US, Spain and Australia, 
overtaking Ireland, &ra^il, France and India. These 
shifts in the US, UK and Me\ico were counteracted 
to an e\tent by a narrowing of other debtors’ 
positions, notably France �by ��%, &ra^il �by 22% 
and Turkey �by 2�% �see Figure �. In terms of 2II4 
as a share of +(4, only the US and Me\ico saw this 
ratio increase, by 1�% and �% respectively, while in 
France it decreased by �2%.

China reduces liabilities
Creditors’ net assets rose by �.�%. This refl ected a 
general rise of net foreign assets, including for the 
world’s two largest creditors, .apan and +ermany, 
whose 2II4 increased by around �1��bn each �see 
Figure 6. +ermany maintained a positive albeit 
narrowing net debt security holdings balance for the 
second year in a row. This indicates that +erman 
holdings of foreign bonds still e\ceed foreign 
investors’ holdings of +erman bunds. 

Canada, the 2etherlands and Singapore also 
saw big 2II4 increases at ���bn, ���bn and ��2bn 
respectively. The boost in Singapore’s net foreign 
assets, driven by F(I, helped propel into the list of 
the world’s top-fi ve creditor nations, taking over 
the spot previously occupied by Swit^erland. As 
a share of +(4 only .apan saw an increase in its 
2II4 among the top 1� creditors. +ermany, Taiwan, 
Swit^erland and the 2etherlands saw marginal 
declines, while for Saudi Arabia, 2orway, ,ong Kong 
and China, 2II4 as a share of +(4 narrowed by 
double-digit levels. +ermany is now by a relatively 
wide margin the world�s 2o.2 foreign creditor, the 
only )uropean nation in the top fi ve.

China’s 2II4 declined in absolute terms. The 
value of China’s net foreign assets declined for 
the second year in a row as liabilities rose more 
than assets. Following a �% decline, China’s net 
foreign assets stand at �1.�tn. Chinese F(I assets 
reached a new record of �1.�tn, surpassing this year 
those of Canada, Ireland, .apan, Swit^erland and 
France. ,owever, there are question marks over the 
sustainability of this trend as western economies 
tighten their rules on Chinese investment, especially 

Foreign investors move towards 'hina
Although the MSCI China All Shares index fell 18.8%, foreign infl ows maintained momentum 
throughout the second half of 2018 as China A-shares gained partial inclusion in the 
benchmark MSCI emerging market index. With expectations of an enduring trade confl ict built 
in, low valuations helped spur foreign investors to channel a record $9bn into Chinese equities.

Since the country’s investment quota programmes began, China’s State Administration of 
Foreign Exchange has awarded $101.1bn in qualifi ed foreign institutional investor quotas to 
287 licence holders. The scheme operates in tandem with its renminbi equivalent (RQFII) and 
the more recent ‘stock connect’ programmes that facilitate two-way investment with other 
markets.

Safe has lifted the QFII threshold to $300bn from $150bn after three years of reforms to the 
scheme. Also in 2019, China issued additional outbound quotas to fi ve domestic fi rms after 
nearly a year of non-issuance. The QFII system serves as one of the major channels for foreign 
investors to make investment in China’s domestic fi nancial market.

Figure 5: Brazil and Ireland narrow net foreign 
debt ratio
NIIP, % of GDP, top si\ debtor economies

Figure 5: Brazil and Ireland narrow net foreign 
debt ratio
NIIP, % of GDP, top si\ debtor economies

Source� International Monetary Fund &alance of 4ayments, 3MFIF analysis
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in technology and strategic assets. Aside from 
F(I and loans, other Chinese foreign assets saw 
a drop, including portfolio investment. 3verall 
the value of Chinese foreign assets increased by 
around �1��bn, but this was more than offset by an 
increase in liabilities, particularly in loans and debt 
and securities portfolio investment. Among other 
creditors, only ,ong Kong and 2orway e\perienced 
a similar trend as China, with their positions 
narrowing by around �% each. 

Chinese leverage, international tensions
As the shifts in the last year, especially in the F(I 
and portfolio investment fi elds, show, China’s 
importance as an investment hub and a source of 
capital for the rest of the world is growing in line 
with its steady ascent as the world’s 2o.2 economy. 
In no more than a decade or so the Middle Kingdom 
will, on present trends, incontrovertibly surpass the 
US in terms of +(4. &ehind China�s �1.�tn 2II4 lie 
a multitude of intriguing developments. ,ow China 
and the rest of the world deal with what could be 
three potent factors of dominance Ɓ economic 
si^e, volume of creditor holdings, and technological 
leadership in key spheres Ɓ is heading to be a maNor 
geopolitical theme.

3ver the past decade, Chinese fl ows of capital 
abroad have changed pace and direction in clear 
fashion, throwing up a string of economic, political 
and industrial challenges for the ;est. (uring a 
period of ma\imum current account surpluses 
running at up to 1�% of +(4, &eiNing had little choice 
but to buy semi-passively massive quantities of 
US Treasury bonds, shoring up the US’s Ƅe\orbitant 
privilege’ of running the world’s principal reserve 
currency. After foreign e\change reserves passed 
�1tn in 2��6, and especially following the 2��� 
fi nancial crisis, Chinese decision-makers moved 

increasingly to switch away from policies of 
indirectly subsidising the US ta\payer. Coinciding 
with shrinkage of China’s current account surpluses, 
the country shifted to a much more strategic 
deployment of its foreign assets.

Advancing beyond earlier efforts to secure and 
safeguard supplies of raw materials and oil, China 
has been moving progressively its foreign surpluses 
into value-creating equity holdings in infrastructure 
ventures and technology companies abroad. These 
investments include placements within the &elt and 
Road initiative, which embodies outright strategic 
characteristics. The aims include e\tending 
throughout )urasia China’s apparatus for fi nancial 
supervision and regulation Ɓ a vital prerequisite for 
policing China’s foreign holdings, and building up the 
renminbi’s position in international payments and 
investments. 

China’s shift has been in marked contrast to the 
outcome in a country with outwardly similar net 
foreign assets, +ermany, where much of the build-
up of foreign assets in the past 1� years has been in 
non-interest-bearing central bank credits of dubious 
longer-term credit quality within )uropean economic 
and monetary union.

+aining e\tra leverage and value from foreign 
investments, including portfolio acquisitions and 
direct investment, has been part of a bid to emulate 
the successes of the US and other Anglo-Sa\on 
countries in borrowing from abroad at relatively 
low rates of interest and investing e\ternally at 
signifi cantly higher rates of return. Unsurprisingly, 
the changes have led to tensions, seen not Nust in 
the brittle relationship with the US, but also in the 
unease in large parts of )urope, Africa and Asia 
over China’s foreign assets build-up. ;orries over 
&eiNing’s access to sensitive technologies and 
critical infrastructure have been a cause for disquiet. 
China’s &elt and Road accord with Italy in April 2�1� 
kindled discord with other )U members, as well as 
the US, accelerating calls for a common policy to 
prevent Chinese control of strategic assets. &ritain’s 
highly visible policy to court Chinese investment 
in areas like nuclear power and infrastructure has 
already led to concern within and outside the UK. 
(ivergence between the US and )urope over the 
Chinese telecommunications company ,uawei has 
been Nust one of the consequences.

West tightens rules for foreign investment screening
These changes in China’s capital fl ows framework 
have been taking place against a tense geopolitical 
backdrop. In 2�1�, 4resident Trump imposed three 
rounds of tariffs on China. The third and biggest Ô
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Figure 6: Japan, Germany and Singapore 
increase net assets
NIIPs, % of GDP, top si\ creditor economies 

Figure 6: Japan, Germany and Singapore 
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Source� International Monetary Fund &alance of 4ayments, 3MFIF analysis
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.apan ��,102 �2,909 �2% �0% �,1�4 8.�% 8

Germany �2,�18 �2,124 58% 58% �21 0.8% �

China �1,�9� �1,814 1�% 15% 4,�29 12.2% �

Hong Kong �1,�02 �1,421 �59% 425% 4�4 1.2% �

Taiwan �1,181 �1,181 200% 207% �40 1.7% 4

Singapore �8�� �804 2�2% 2��% 1,�19 �.5% 4
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'hina investing heavil] worldwide
Combined Chinese foreign investment and construction activity 2005-18, �bn 

tranche on �2��bn worth of Chinese goods came 
into effect in September. &eiNing has retaliated with 
�11�bn worth of tariffs on US goods produced 
mainly in Trump-supporting districts, including 
cars and agricultural produce such as soya beans 
�see article on p.��. ,owever, it has proven more 
diƾ  cult for China to respond on an equal scale, 
given that its annual imports from the US total only 
around �1��bn �compared with more than ����bn 
of e\ports to the US.

In .anuary 2�1�, in the absence of a new trade 
deal Trump threatened to raise tariffs to 2�% from 
1�%. Talks between ;ashington and &eiNing later 
resumed, and over March and April an agreement 
appeared likely to emerge. &ut by early May, Trump 
reiterated his threat, and also warned he would 

Largest recipients of 
Chinese investment
2005-18, �bn 

Countries with largest 
Chinese construction activity
2005-18, �bn 
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e\tend the 2�% tariff to a further ��2�bn worth of 
goods, thus subNecting all Chinese imports to US 
tariffs. So far, the tariffs have covered industries 
ranging from aerospace goods, automobiles, 
communications technology and robotics, in a bid 
to hinder &eiNing’s ƄMade in China 2�2�’ initiative to 
boost its manufacturing and technology base. 

The US and others in the ;est are realising 
that protectionism need not be confi ned to trade. 
Countries possess several broader investment 
policy instruments with which to address scepticism 
over Chinese technological and strategic advances.

0ast year, both the US and )urope moved to 
tighten rules on screening foreign investment, 
especially in technology and strategic assets. 
Though it was not stated e\plicitly,  this was 
targeted at Chinese foreign investment. The 
most important policy change in the US came in 
August 2�1�, when the US Congress passed the 
Foreign Investment Risk Review Modernisation Act, 
empowering the Committee on Foreign Investment 
to e\amine a wide range of deals. CFIUS was 
created in 1��� by 4resident +erald Ford’s 
e\ecutive order to simply study foreign investment. 
Its remit was e\panded in 1���, when Congress 
empowered it to scrutinise mergers and acquisition 
deals with foreign buyers, a move motivated by 
fears over .apanese investment. It remained a 
largely obscure government agency throughout 
most of its history. It entered the spotlight in 2��6, 
when it approved (ubai 4orts ;orld’s acquisition of 
si\ US ports, a deal that was blocked subsequently 
by Congress. The scope of CFIUS�s authority was 
further strengthened of the Foreign Investment 
Security Act in 2���. Its activity picked up further 
under the 3bama administration. More recently, 
CFIUS raised national security concerns over the 
�121bn acquisition of 5ualcomm by Singapore-
based &roadcom, given 5ualcomm’s role in 
developing �+. 

Firrma’s purpose is Ƅto address growing national 
security concerns over foreign e\ploitation of 
certain investment structures which traditionally 
have fallen outside of CFIUS Nurisdiction’. Its 
mandate includes reviewing non-controlling 
investments and foreigners serving on boards 
with access to non-public technical information. 
It applies to any deal that Ƅcould pose a threat to 
US technological superiority or national security’, 
particularly from Ƅcountries of special concern’.

The )U is also scaling up its F(I screening, in 
response to increased levels of foreign investment 
into sensitive sectors. Chinese F(I into the )U 
reached a record high in 2�16, prompting the 
+erman, French and Italian governments to write to 

the )uropean Commission in February 2�1�, asking 
it to redraw the rules on foreign investment. Two 
years later, in March 2�1� the )uropean 4arliament 
published a new framework for screening F(I. 
This came into force the following month and will 
be applicable to all member states from 3ctober 
2�2�. It is the fi rst )U measure to screen F(I on the 
grounds of security and public order, in line with the 
US and .apan, as well as China itself. 

;hile F(I approval still lies with )U member 
states, the new framework is a clear indication of 
the direction &russels is taking. It is also beginning 
to infl uence individual countries’ stances. Among 
the 2� members, 1� already have their own F(I 
screening mechanisms �see Figure �, and others, 
including the UK, are considering strengthening 
theirs. 

2o specifi c sectors are defi ned in the framework, 
but the grounds of security and public order are 
most likely to affect the areas of infrastructure 
�particularly energy and transport, communications 
and information technology, food security and 
technology �especially robotics, artifi cial intelligence 
and biotechnology. The impact will be si^eable. 
According to calculations by the Mercator Institute 
for China Studies, if the screening framework had 
been in place in 2�1�, as much as ��% of Chinese 
investments worth more than Ɲ1m could have been 
investigated under the regime. Ô

Source� )uropean 
Commission

Figure 7: Mixed picture for FDI screening 
mechanisms in the EU
As of *ebruary 2019 

EU member states with FDI 
screening mechanisms
EU member states without FDI 
screening mechanisms

Source� )uropean 

Figure 7: Mixed picture for FDI screening 
mechanisms in the EU
As of *ebruary 2019 

EU member states with FDI 
screening mechanisms
EU member states without FDI 
screening mechanisms

screening mechanisms

Austria

Latvia

Lithuania

Estonia

FinlandSweden

United 
Kingdom

Ireland

France

Spain

Malta Cyprus

Greece

Bulgaria

Romania

Poland

Czech Rep.
Slovakia

Hungary

Croatia
Slovenia

Denmark

Germany
Netherlands

Portugal

Belgium

Italy

Luxembourg

GPI_2019_FinalBook.indb   51 22/05/2019   12:25



3MF-F Special report

|  omfif.org

China’s 
dissatisfaction 
with the dollar-
orientated 
international 
monetary 
system has been 
accompanied 
by a clear 
programme 
for reinforcing 
usage of its 
currency 
beyond its 
borders.

��

Separating public sector from corporate interests
These changes have been sparked by an increasing 
number of high-profi le Chinese corporate 
acquisitions. )ven though China’s international 
holdings have become increasingly Ƅprivatised’ 
because of a rise in non-oƾ  cial investments 
abroad and fall in the currency reserves, the 
,uawei e\ample shows the sensitivity over the 
demarcation line between Chinese public sector and 
corporate interests. The &eiNing authorities retain 
strong sway over foreign e\change outfl ows, with 
currency controls used as a direct instrument for 
fi ne-tuning investment fl ows. These efforts have 
included sporadic crackdowns on employment of 
overseas assets in fi elds such as entertainment 
companies, sports clubs, real estate and hotels 
as the authorities have sought to counter volatility 
in foreign e\change outfl ows and potentially 
destabilising declines in reserve holdings. 3verall, 
the investment policy has reinforced the country’s 
desire to gain access to high value-added sectors. 
This is an intrinsic part of a long-term Chinese 
progression away from an investment- and e\port-
led economy towards greater focus on consumption 
to satisfy the demands of a growing cohort of 
middle class Chinese. This shift is generally 
welcome for the equilibrium of the world economy Ɓ 
but perturbations along the way are inevitable.

Challenging the dollar
The evolving pattern of foreign investment 
has been closely tied up with long-term 
internationalisation of the renminbi, an issue that 
goes to the heart of the power relationship with 
the US. China’s dissatisfaction with the dollar-
orientated international monetary system has been 
accompanied by a clear programme for reinforcing 
usage of its currency beyond its borders. Facilitating 
the renminbi’s progression to become, over time, 
the 2o.2 reserve and market currency after the 
dollar brings responsibilities, and some residual 
risks. This has run in parallel to efforts towards 
strengthening China’s own fi nancial markets and 
banking infrastructure to allow foreign investors 
steadily increasing access to onshore investments. 
Risk review and mitigation are essential Ɓ &eiNing 
is well aware that loss of monetary control was 
one of the reasons for the progressive weakening 
of the former 2ationalist regime that led to the 
Communist takeover in 1���. &ut enhancing the 
renminbi’s e\ternal role has economic and political 
benefi ts, not least in allowing e\cess savings to be 
channelled abroad into value-creating investments 
that can be drawn down as China’s demographic 
aging and its economic transition continues.

)nabling Chinese market participants to diversify 
risk, fi nance investment more eƾ  ciently and benefi t 
from deeper markets abroad brings China clear 
advantages. Shifting into longer-term investment 
deployment not only backs the rebalancing of the 
economy but also offsets the volatility of portfolio 
fl ows often associated with capital fl ight. )ven as 
greater political and regulatory scrutiny led to a 
drop in 2�1� investments in the US and )urope, the 
&elt and Road has opened a wider and ever more 
international Chinese platform. 

Chinese investors and fi nanciers are set to 
become an ever-bigger force globally. 0enders such 
as the China (evelopment &ank will be fl e\ing their 
muscles on the international stage. The rise of the 
Asian Infrastructure Investment &ank, with strong 
participation by western countries �with the notable 
e\ception of the US, sets down a clear signal 
of China’s willingness to challenge the hitherto 
western-dominated consensus on development 
fi nance. As the AII&’s clout e\pands, there will be 
further interactions of both positive and negative 
kinds with established development and fi nancing 
bodies.

Fresh evidence of China’s e\panding cross-
border infl uence in banking and fi nance will emerge 
in coming years. 2ecessary consolidation of the 
)uropean banking sector is already attracting 
signifi cant attention from China. ;ith post-crisis 
restructuring of the banking industry leading to 
a rise in the global dominance of US investment 
banks, it may be only a question of time before 
Chinese banks consider taking stakes in or even 
trying to assume control over some pivotal 
institutions in )urope. The quickly abandoned 
merger talks between the 2o.1 and 2o.2 +erman 
lenders, (eutsche &ank and Commer^bank, will 
accelerate speculation of cross-border mergers, in 
which Chinese entities may play a central role. The 
widespread controversy over &elt and Road proNects 
may foreshadow more political wrangles.

The infl uence of China’s foreign investment 
motivations on the ;est’s strategic, security 
and foreign policy interests will gain ever greater 
attention. 4ositive outcomes are certainly possible. 
&ut to achieve that, greater clarity about the genuine 
intentions and interests of China and the ;est will 
be needed, as well as considerable international 
statesmanship Ɓ a commodity that has been, in 
recent years, in short supply. ✦
(anae /]riakopoulou is 'hief )conomist and 
(irector of 6esearch� and Adam 'otter is (irector 
and Head of Asia at 3MF-F. 6esearch assistance 
was provided b] &havin Patel� Senior )conomist 
and Head of Fintech 6esearch at 3MF-F.
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Source: International Monetary Fund Balance of Payments, OMFIF analysis

Assets 0iabilities Total 
foreign 
assets 

and 
liabilities 

�% of 
GDP

Total 
foreign 
assets 
($tn)

Total 
foreign 

liabilities 
($tn)

FDI Portfolio 
-Equity

Portfolio 
-Debt 

Securities

Loans & 
other 

Foreign 
reserves FDI Portfolio 

-Equity

Portfolio 
-Debt 

Securities

Loans & 
other 

US  25.4  �5.1  7,528  7,82�  �,455  �,140  449  8,518  7,454  11,284  7,859 295 

Luxembourg  12.9  12.8  �,�01  2,294  2,42�  1,8��  1  5,512  4,�24  1,�12  1,�84 �7,�55 

Netherlands  9.7  9.1  �,12�  905  97�  1,��9  �8  5,009  89�  1,�29  1,570 2,0�1 

Germany  9.8  7.5  2,�8�  1,14�  2,15�  �,922  198  1,�91  �94  1,989  �,08� 4�1 

UK  14.2  14.5  2,129  2,109  1,�0�  8,52�  155  2,221  1,9�9  2,507  7,848 1,017 

Hong Kong  5.5  4.2  2,102  1,002  594  1,�57  424  2,229  451  91  1,415 2,��� 

China  7.�  5.2  1,899  270  228  1,759  �,1�8  2,7�2  �84  412  1,��5 9� 

France  7.8  8.1  1,887  79�  1,914  �,045  1�7  1,280  �8�  2,��5  �,518 574 

Switzerland  4.9  4.0  1,751  �88  �54  977  789  1,551  95�  1�1  1,�2� 1,25� 

Japan  9.2  �.1  1,��7  1,�55  2,427  2,208  1,2�5  282  1,�1�  1,555  2,��8 �09 

Ireland  �.2  �.8  1,��8  1,254  1,90�  1,44�  5  1,��5  �,095  48�  1,550 �,491 

Canada  �.�  �.2  1,�99  1,171  ���  �15  84  9�8  482  1,12�  �74 402 

Singapore  �.8  �.0  1,021  �0�  �18  1,�07  287  1,481  1��  5�  1,�24 1,900 

Belgium  2.2  2.0  9�0  ��1  �84  51�  27  904  190  44�  479 800 

Spain  2.2  �.�  740  �27  �98  709  71  8��  �21  91�  1,2�9 �90 

Italy  �.1  �.2  ��8  95�  �24  �89  15�  550  2�2  1,0�7  1,�17 �02 

Australia  1.8  2.5  5��  50�  291  450  57  725  �87  909  502 �07 

Sweden  1.5  1.5  485  421  1��  �99  �0  4�7  247  42�  �54 5�8 

Russia  1.�  1.0  4��  �  ��  �70  4�8  497  154  54  2�4 142 

Brazil  0.9  1.5  400  ��  7  88  �75  7�2  �05  190  2�7 128 

South Korea  1.5  1.1  �88  2�2  194  27�  404  2�1  4�7  2�1  208 1�2 

Austria  1.0  1.0  �29  127  204  299  2�  �08  �4  �41  25� 42� 

Denmark  1.1  0.9  28�  289  189  24�  71  182  184  251  242 551 

Norway  1.�  0.8  2�1  7�1  420  199  ��  179  101  2�7  28� 570 

Mexico  0.�  1.1  211  �7  17  129  17�  544  1�5  �48  109 140 

+lobal capital fl ows in ����� top �� economies
b] sum of assets and liabilities� �bn
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Guardians of stability in digital economy

An important 
message for 
financial 
education 
efforts by 
central banks 
is for the public 
to beware 
of techno-
deterministic 
fairy tales. 

)wald 
Nowotn]
Oesterreichische 
Nationalbank

Digitalisation can strongly affect the supply 
structure of the fi nancial sector, but also 

consumer needs and the structure of demand. 
$dvances in fi nancial technology put the value 
chain in banking in the spotlight. In this turbulent 
context, central banks as guardians of stability 
have three main roles.

First, central banks provide orientation as 
neutral economic advisers. They help people 
understand the potential, limits and risks of 
technologies in the financial context. Technology 
can support, but cannot replace currencies or 
financial institutions.

The business of banks and other financial 
players is to absorb financial risks for their 
customers by providing financial guarantees. 
Purely technical platforms without owners 
underpinning them with strong balance sheets 
may complement or use such guarantees by 
intermediaries, but they will not replace them.

An important message for financial education 
efforts by central banks is for the public to beware 
of techno-deterministic fairy tales. Opportunities 
from technological innovation must be grasped 
while keeping in mind their risks. The most 
spectacular innovations are not always the most 
promising, and innovation must be associated with 
sound economics to become useful.

Second, central banks, in their capacity as 
providers of market infrastructure, continuously 
adapt to new developments in the payment sector. 
In most European Union countries, cash remains 
popular, but the variety of available non-cash 
payment services is rising. Payment services have 
been a focus of recent fintech activity, contributing 
to an unbundling of services associated with 
payments.

We should expect a decisive shift regarding user 
requirements. Digitalisation increases demand 
for payments in real time. European authorities 
promote innovation in this area through two 
initiatives. Through the updated EU Payment 
Services Directive, European regulators facilitate 
access for new entrants in the payment market, 
such as by enabling customers to give non-bank 
payment service providers access to their bank 
accounts under appropriate circumstances. In 
addition, the Eurosystem has developed a new 

infrastructure through which payment service 
providers can develop instant payment solutions 
for customers. The new Target Instant Payment 
Settlement service went live at the end of 2018.

The euro is the first major currency offering 
instant payments in central bank money, 
underpinning the first-class status of the euro area 
financial market.

With respect to blockchain, market participants 
are experimenting with applications intended to 
streamline processes in post-trade infrastructure. 
From the perspective of central banks as 
infrastructure providers, blockchain technology 
does not meet security and efficiency standards 
required for central bank systems at the current 
stage of development.

Third, central banks as guardians of financial 
stability provide regulatory and supervisory 
frameworks for beneficial innovation.

Borderless business
Several emerging fintech business models do not 
fit existing regulatory frameworks. This creates 
legal uncertainty, room for regulatory arbitrage 
and financial stability risks. Not least because 
of the borderless nature of digital business, it is 
important to have international coordination on 
these issues.

The progress of digitalisation will bring many 
changes to the financial sector. A key challenge 
is to stick to realistic expectations: cryptographic 
machines will not replace currencies; strong 
balance sheets will not become irrelevant in 
financial intermediation. Innovation is successful 
when it develops new solutions that create 
economic value by meeting or creating effective 
demand, or by cutting costs. A supportive 
environment for innovators combines vision with 
economic realism to avoid unwarranted waves of 
financial euphoria that end unhappily.

Central banks must be aware of how best to use 
latest technological developments in the financial 
sector. Where central banks differ from most tech-
orientated stakeholders is their strong focus on 
the ‘fin’ aspect of the ‘fintech’ phenomenon. That 
focus should remain paramount.
)wald Nowotn] is +overnor of 
3esterreichische Nationalbank.
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:e must stick to realistic expectations about fi ntech� cryptographic machines will not replace currencies� 
strong balance sheets will not become irrelevant in fi nancial intermediation.
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Accelerating central banks’ digital growth

Blockchain 
technology 
can enable the 
various actors 
in the financial 
system to 
interact more 
quickly and 
easily with 
each other and 
with the central 
bank. 

Thierr] 
&edoin
BanUue de *rance

Innovation can help regulators achieve their 
ultimate objective of financial stability. 

Fulfilling new needs will lead to higher 
consumer satisfaction, which in turn will 
increase confidence in the financial sector, 
benefiting financial stability.

That is why in the Banque de France and French 
Prudential Supervision and Resolution Authority 
(ACPR) develops initiatives to encourage agile 
interaction with innovative players in the financial 
sector.

The ACPR Fintech-Innovation hub was 
established in June 2016. This small, agile and 
tech-friendly team, open to all, enables informal 
and direct contact between financial technology 
specialists and the supervisor. More than 400 
fintech entrepreneurs have met with the hub since 
its inception. Making further progress on issues 
as diverse as artificial intelligence, anti-money 
laundering technologies, analysis of internal risk 
models and compliance of commercial practices 
will benefit the financial industry and foster 
innovation.

Last year the Banque de France opened the new 
premises of Le Lab. As an open space for meetings 
and collaborative work, this innovation centre 
brings together representatives from the central 
bank, start-ups, fintech companies, institutional 
players and academics to experiment with new 
concepts and technologies.

The aim of Le Lab is to assist the Banque de 
France with its digital transformation, and to test 
and develop solutions that draw on innovative 
technologies, such as AI and blockchain. In less 
than two years, Le Lab has already conducted more 
than 25 experiments.

Asserting leadership
Blockchain technology can enable the various 
actors in the financial system to interact more 
quickly and easily with each other and with the 
central bank. The Banque de France is evaluating 
the potential applications of this technology.

The central bank has already implemented a 
simple use case, consisting in sharing with banks 
the Single Euro Payments Area creditor credentials 
register. In the euro area a company wanting to 
perform a direct debit on their customers’ bank 

accounts needs a SEPA creditor identification 
number, and gets it through its bank. The 
Banque de France delivers and securely records 
this identifier within the blockchain. That way, 
credentials are issued in minutes rather than days. 
This solution was first experimented with in Le 
Lab with the help of a start-up. We then developed 
the application by coding the role of the Banque 
de France in the form of smart contracts in the 
blockchain. It went live in December 2017.

Digitisation is also opening our data to the 
outside world. The Banque de France through its 
Open Data Room (with bureaus in both Paris and 
New York) provides researchers with more than 
700m anonymised economic series. Remote access 
will be proposed soon. The Banque also gives 
access to its economic statistics in open data mode 
through the Web-Stat website and has contributed, 
in liaison with the French Centre for Economic 
Research and Its Applications and General 
Commissariat for Strategy and Foresight, to the 
opening of the DBnomics public database of data.

We strongly believe that the only way forward 
for any institution is to enter the digital era 
resolutely, and to adapt whatever necessary 
internally and change its relationships with its 
environment to reap all the potential benefits. 
Central banks must assert their leadership in the 
digital sphere to foster innovation and financial 
stability.
Thierr] &edoin is 'hief (igital 3ffi  cer at the 
&anUue de France.

0aking progress on diverse technology issues at central banks, in collaboration with fi ntech specialists, will 
benefi t the fi nancial industry and foster innovation.
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Spreading the role of data science

Analytical 
and technical 
expertise 
in machine 
learning 
and network 
analysis 
algorithms 
are fruitless 
without a clear 
understanding 
of the issues on 
the ground.

(avid 6oi 
Hardoon
Monetary 
Authority of 
Singapore

Alan Turing, the father of theoretical 
computer science and artifi cial intelligence, 

introduced in 1950 the concept of the ‘Turing 
test’ to determine whether machines can think 
intelligently like humans. Turing wrote, ‘We can 
only see a short distance ahead, but we can see 
plenty there that needs to be done.’ Fast forward to 
today, and we are still grappling with this concept. 

Data science is the business of algorithmically 
deriving insight from data. This is not the same 
as AI, where the insights and data themselves are 
inherently not ‘intelligent’. Data scientists work 
to obtain data-driven insights in a smarter, more 
systematic way.

This requires four essential components, 
which are the building blocks for any successful 
data science venture. First is getting the data in 
order. This involves not only an understanding 
of the data, but also the necessary processes 
surrounding them. Second is deploying the 
appropriate tools or technological capabilities. 
This includes machine learning, natural language 
processing and network analysis algorithms, to fi nd 
out what the data are saying about patterns and 
behaviour. The third element is putting in place the 
necessary infrastructure to facilitate the fi rst two 
components. Finally, and by far the most important, 
is training people with the relevant skillsets. It is 
not enough to use the right algorithms on the right 
datasets with the right infrastructure. There needs 
to be an understanding of what the algorithms 
are doing and what the results mean for human 
decision-making. This goes beyond the science of 
data cleaning and understanding the maths behind 
the algorithms. It is the art of contextualising the 
output of these algorithms to improve predictions 
of consumer behaviour. 

Key lessons
These four components are interconnected. A 
decision made on one component will impact 
all the others. They are foundational, and must 
form part of a structure that weaves each of them 
with the organisation’s needs and expectations. 
While the objectives of data science differ between 
organisations, there are key lessons that are 
consistent regardless of industry. Institutions often 
wonder whether they need a dedicated analytics 

unit, or if individuals trained in data science should 
be embedded within existing teams and functions. 
The reality is there is no right or wrong answer.

Analytical and technical expertise in machine 
learning, natural language processing and network 
analysis algorithms are fruitless without a clear 
understanding of the issues on the ground. 
Conversely, staff trained in data science and 
embedded in teams across the organisation without 
suffi cient coordination are likely to duplicate 
work of a similar nature. Therefore, regardless of 
the operating model, it is important to establish 
effi cient ways of performing tasks. $t the 0onetary 
Authority of Singapore, we term this a ‘hub-and-
spoke’ strategy. We have a dedicated analytics group 
supporting and supported by all departments. 

In 2017, when MAS established the Data 
Analytics Group, now part of the newly-created 
Technology Group, we emphasised from the start 
that data science is not the domain of any single 
department or group. Instead, it should be part of all 
operations, notwithstanding that some techniques 
would require deep expertise that only a few in the 
organisation possess. The requirements of data 
science will vary from task to task, person to person, 
team to team and organisation to organisation – it is 
not a one-si]e-fi ts-all approach. 

Any organisation that seeks to sharpen its 
analytical capabilities must accept and embrace 
change. When the typewriter was invented in 
the 1860s and started to be sold for business 
correspondence, typing was a rare, specialised skill. 
Now, it is considered a basic requirement of many 
jobs. Technological advancement will happen no 
matter what. Change must be embraced. Technology 
will no doubt change the nature of current jobs, 
but it will not eradicate them. There will be an 
abundance of jobs – some of which have yet to be 
invented.

People will continue to play an important role 
in contextualising data science. They will still need 
to look at the output of complex machine learning 
algorithms, interpret the results and analyse what 
implications there are for decision- and policy-
making. Data provide the path to insights. But, 
ultimately, people make the decisions. 
(avid 6oi Hardoon is 'hief (ata 3ffi  cer at 
the Monetar] Authorit] of Singapore.

��

It is not enough to use the right algorithms on the right datasets with the right infrastructure. There needs 
to be an understanding of what the results mean for human decision-making.
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Social media has become a pillar of central banks’ communications 
strategies. These institutions employ a broad array of tools, from music 
videos to Twitter polls, to engage with audiences.

��

Ô
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'entral banks take 
on social media(anae 

/]riakopoulou
Chief Economist 

 Director of 
6esearch, OM*I* The profi le of and public interest in central banks 

have grown signifi cantly over the past few years. 
They have been described as Ƅthe only game in town’ 
and Ƅmasters of the universe’. Their toolkits have 
grown to enable them to respond more effectively 
to fi nancial crises. &ut increased public attention 
brings more scrutiny, and calls for greater legitimacy 
and accountability. Some pundits have suggested 
curtailing �or even ending altogether central bank 
independence.

Trust is central bankers’ most valuable resource. 
In today’s environment, safeguarding and building 
trust has become one of the most pressing issues 
facing central banks. Their communications 
practices offer one avenue for doing so. This includes 
use of innovative instruments. As a result, central 
banks are increasingly using social media to reach 
the public directly. In (ecember 2�1�, a study by the 
4ew Research Centre showed that social media sites 
for the fi rst time surpassed newspapers as sources 
of news for people in the US Ɓ one-in-fi ve adults 
consume news on social media, compared with 16% 
for newspapers.

Television remains the most popular at ��%. 
Social media is the primary news source for young 
people, being the preferred medium for �6% of those 
aged 1�-2�. Central banks are taking note. Ƅ4ublic 
language has become shorter, sharper and shriller, 
with higher impact and wider reach, aided and 
abetted by new media,’ remarked Andy ,aldane, the 
&ank of )ngland’s chief economist in an 11,���-word-
long speech on the evolution of central bank 
communications� ƄTwitter, as a media medium, ticks 
every one of these bo\es� personalised, socialised, 
distributed, short, sharp and shrill.’

'entral banks take on Twitter 
ƄStatement Regarding .une � Meeting on 3ver-the-
Counter (erivatives’, read the fi rst ever central bank 
tweet. It came from the Federal Reserve &ank of 2ew 
=ork on 1� .une 2���, the bank having Noined Twitter 

that day, Nust a few months before the collapse of 
0ehman &rothers. The 2ew =ork Fed was in fact 
the second central bank to Noin Twitter� the &ank 
of Canada Noined a week earlier on 2 .une but did 
not publish its fi rst tweet until 1� .une. The &ank 
of 2igeria and Federal Reserve &ank of Richmond 
Noined shortly after, in September of that year, with 
the &anco de +uatemala’s Noining in (ecember 
bringing the total number of central banks active 
on Twitter at the end of 2��� to fi ve. Since then, a 
further 1�� central banks have Noined Twitter, with the 
central banks of .amaica, >ambia and Spain being 
the latest additions in 3ctober 2�1� �see Figure 1.

Collectively, central banks on Twitter represent 
1�2 Nurisdictions and 61% of all monetary institutions, 

and have close to �m followers. For comparison, 
4resident Trump has 6�m individual followers, while 
former 4resident &arack 3bama has 1�6m individual 
followers. C22 &reaking 2ews has more than ��m 
followers.

The list includes the world’s largest and most 
important central banks for fi nancial markets such 
as the US Federal Reserve and its 12 regional Feds, 

��

Pierre 3rtlieb
Economist,
OMFIF

Figure 1: Number of central banks on Twitter 
grows by factor of 23 in past decade
Central banks with active Twitter handles 

Figure 1: Number of central banks on Twitter 
grows by factor of 23 in past decade
Central banks with active Twitter handles 

Source� Twitter, 3MFIF analysis
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The most recent 
chapter in 
central banks’ 
evolutionary 
history has 
been increased 
openness and 
transparency 
about their 
actions, 
monetary, 
macro- and 
micro-
prudential.

Andy Haldane, 
Chief Economist 
and Member of the 
Monetary Policy 
Committee, Bank of 
England
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the )uropean Central &ank and all but two euro area 
national central banks �+reece and 0u\embourg 
being the two e\ceptions, the &ank of )ngland, &ank 
of .apan, Reserve &ank of India and Swiss 2ational 
&ank. The 4eople’s &ank of China is a notable 
absentee. Among these si\ maNor central banks, 
the &o), Fed and )C& were fi rst to Noin in 2���, but 
the R&I has been the most active with an average 
of si\ tweets per day, followed by the )C& with �.�, 
compared with around two for central banks on 
average. Trump by comparison tweets around 1� 
times per day �see Figure �.

Twitter appears to be the most popular social 
media platform for central banks, with 11� active on 
the platform compared with around 2� on Instagram. 
Many central banks engage with the public through 
=ouTube videos, with &ank 2egara Malaysia, the San 
Francisco Fed, (allas Fed and &ank of Uganda the 
most active with more than ��� videos each.

&ank Indonesia is Twitter’s most followed central 
bank, with more than 66�,��� followers. Since Noining 
in .une 2�1�, its has posted around 1�,��� tweets, 
almost all in Indonesian. &anco de Mʣ\ico comes 
second with around 6��,��� followers, and has 
posted close to 2�,��� tweets �almost all in Spanish 
since Noining in 3ctober 2���. The US Fed, )C& and 
R&I complete the top fi ve �see Figure �. In per capita 
terms, the central banks with most followers are 
those of the Maldives and &ermuda, with around 

�� followers per 1,��� citi^ens, perhaps indicating 
a high e\ternal level of interest in their operations. 
The Maldives Monetary Authority has published 6� 
videos on =ouTube on subNects ranging from the 
history of its currency to identifying counterfeit notes, 
and from central bankers’ speeches to e\plainers on 
prices, Nobs and monetary dynamics. Some of these 
have also appeared on the country’s T: channels. 
Meanwhile, the central banks of Me\ico, Saudi Arabia, 
Malaysia, 4eru, Colombia and :ene^uela appear in 

Top tweets by Fed and CBN deal with 
fi nes and misconduct

Ô

The Federal 6eserve S]stem on Twitter
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In the Federal Reserve System, the 2ew =ork Fed 
controls the Twitter handle with the most followers, 
at 1��,���. This is still less than half that of the Fed 
��12,��� but well above that of the second highest 
regional Fed �St. 0ouis, at �1,��� and the overall 
average for the remaining regional Feds ��2,���. This 
can be partly e\plained by its fi rst-mover advantage, 
since the 2ew =ork Fed was the second central bank 
to Noin Twitter, as well as the relatively large population 
and fi nancial and digital literacy levels in the parts of 
the country for which it is responsible. The popularity 
of the St. 0ouis Fed, in spite of its being one of the 
last to Noin Twitter from the Federal Reserve System, 
probably refl ects its high rate of activity. ;ith close 
to nine tweets per day, it is the world’s most active 
monetary authority on Twitter �see Figure 6.

There are 
few Federal 
Reserve blogs. 
The Atlanta 
Fed has one. 
The New York 
Fed has one 
and we have 
Twitter. We 
have Facebook. 
So, we’re still a 
little bit old-
fashioned, but 
I think social 
media does 
provide a really 
convenient way 
to communicate 
quickly to a 
group of people.

Ben Bernanke, 
former Chairman, 
Federal Reserve 
Board of Governors

Figure 2: St. Louis Fed leads on engagement, NY Fed 
attracts most followers
*ed system on Twitter, by thousands of followers �0HS 
and tweets per day �6HS 
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the Twitter top-1� in terms of both absolute numbers 
of followers and followers per capita.

0evels of engagement vary greatly. (espite being 
the third most followed central bank on Twitter, the 
Fed’s top-retweeted tweet only got ��2 retweets. In 
comparison, the Central &ank of 2igeria’s top tweet 
was retweeted 2,2�� times, even though it has half 
the number of followers of the Fed.

)urope and the Americas are the regions with 
most central banks on Twitter, with �� out of �6 
central banks in )urope active on the platform, and 
2� out of �2 in the Americas. Meanwhile, fewer than 
half of central banks in Asia �1� out of ��, Africa �1� 
out of �1 and the Middle )ast �� out of 1� are active 
on Twitter.

3verall, emerging market central banks, and 
particularly those from 0atin America, appear to be 
the most active on Twitter, with the central banks of 
)l Salvador, Me\ico, )cuador, Argentina and Costa 
Rica all in the top 1� in terms of frequency of tweets.

)conomic data� polls and music videos
Central banks differ widely in how they use their 
Twitter presence. Some, such as the &ank of .apan, 
tend to share simple links to data-heavy economic 
releases, while others, such as the )uropean Central 
&ank, engage with their audience more actively by 
participating in 5
As.

3ur analysis of the words most frequently used 
by central banks on Twitter illustrates this variety 
�see Figure �. The &ank of )ngland, for instance, 
most commonly uses active, inclusive terms� its 
most frequently used word since 2�1� is Ƅsee’, with 
Ƅfi nd’ in seventh place, Ƅread’ in 21st, and Ƅwatch’ 
2�th. 3ther central banks tend to use words most 
associated with a policy goal or comparative 
advantage� Ƅfi ntech’ appears as the 1�th-most used 
word by the Monetary Authority of Singapore, while 
emerging market central banks most concerned with 
reserves management tend to tweet about currency 
developments or e\change rates. As a result, the 

terms Ƅ+&4’, ƄUS(’ and Ƅeuro’ all appear in the top 
eight words most referenced by the Central &ank of 
Sri 0anka and Central &ank of Kenya. 

Few central banks tweet frequently about infl ation 
or prices. In our sample of )nglish-language central 
bank accounts, Ƅinfl ation’ appears in the top-1� most 
used words only once, as the South African Reserve 
&ank’s most used term. =et almost all central banks 
tweet about their banknotes enthusiastically. The 
&ank of )ngland has used hashtags celebrating its 
new issues liberally, including Ƅthenewfi ver’ �� times 
and Ƅnewtenpoundnote’ 6� times. A tweet presenting 
the new Chf1,��� note is the Swiss 2ational &ank’s 
most retweeted post ever.

&ased on the most liked and most retweeted 
posts of maNor central banks, social media audiences 
seem to be developing an interest in une\pected 
fi nancial areas. The most retweeted tweets of the 
Fed and Central &ank of 2igeria, among others, refer 
to legal measures and fi nes enacted against maNor 
fi nancial institutions Ɓ (eutsche &ank and Stanbic 
respectively �see Ƅtop tweets’ on previous page.

Twitter users are most responsive to tweets 
dealing with credit and money creation in modern 
economies. The )C&’s most liked and retweeted post 
deals with the question of how central banks Ƅcreate’ 
money to pay for quantitative easing programmes. 
Similarly, the S2&’s second most popular tweet is a 
link to a speech entitled Ƅ,ow money is created by 
the central bank and the banking system’. The &ank 
of )ngland’s most-liked is a survey asking followers 
what the future of money might look like, with almost 
1�,��� responses.

There is a thematic pattern on display in user 
engagement. Central banks may use the popularity 
of these tweets to inform their understanding 
of the issues that most interest and affect their 
constituents. Twitter’s Ƅpoll’ feature, such as the 
one employed by the &o), or live Ƅ5uestion and 
Answer’ sessions can be used to drive direct public 
engagement. The )C& frequently invites the public 

��
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used words only once, as the South African Reserve 
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new issues liberally, including Ƅthenewfi ver’ �� times 
and Ƅnewtenpoundnote’ 6� times. A tweet presenting 
the new Chf1,��� note is the Swiss 2ational &ank’s 
most retweeted post ever.
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posts of maNor central banks, social media audiences 
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fi nancial areas. The most retweeted tweets of the 
Fed and Central &ank of 2igeria, among others, refer 
to legal measures and fi nes enacted against maNor 
fi nancial institutions Ɓ (eutsche &ank and Stanbic 
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Twitter users are most responsive to tweets 
dealing with credit and money creation in modern 
economies. The )C&’s most liked and retweeted post 
deals with the question of how central banks Ƅcreate’ 
money to pay for quantitative easing programmes. 
Similarly, the S2&’s second most popular tweet is a 
link to a speech entitled Ƅ,ow money is created by 
the central bank and the banking system’. The &ank 
of )ngland’s most-liked is a survey asking followers 
what the future of money might look like, with almost 
1�,��� responses.

There is a thematic pattern on display in user 
engagement. Central banks may use the popularity 
of these tweets to inform their understanding 
of the issues that most interest and affect their 
constituents. Twitter’s Ƅpoll’ feature, such as the 
one employed by the &o), or live Ƅ5uestion and 
Answer’ sessions can be used to drive direct public 
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Ô'entral bank communications

We need to break 
through the 
noise and filters 
by trying and 
testing various 
approaches, 
mediums and 
channels in order 
to arrive at the 
best possible 
solution to 
inform the public 
as widely as 
possible.’

Sharon Donnery, 
Deputy Governor, 
Central Bank of 
Ireland

In Jamaica, 
whether you’re 
communicating 
about a glass 
of juice, or 
beer, or you are 
communicating 
complex 
monetary 
policy, music 
helps the 
communication 
effort.

Nigel Clarke, 
Finance Minister, 
Jamaica
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to submit questions to members of its e\ecutive 
board by using the �Askthe)C& hashtag. Users are 
invited to submit questions at a specifi c time, with 
the central banker available for a period of around 
�� minutes to answer questions as they appear live. 
5uestions have ranged from issues regarding 5) to 
the choice of colour for )C& 4resident Mario (raghi’s 
tie.

The &ank of .amaica, having Noined Twitter 
only in 3ctober 2�1�, has attracted attention for 
its innovative use of social media. In September 
2�1�, as part of .amaica’s economic reform 
programme, a new medium-term infl ation-targeting Ô

Figure 4: Key stats for major central banks 
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monetary framework was set for the central bank. 
In response, the &ank of .amaica has created a 
series of videos featuring reggae music to e\plain 
the new framework. Some central banks are also 
using Twitter to attract new staff, with the &ank of 
Canada having a separate Twitter handle dedicated 
to recruitment $&oCC.obs.

Central banks, including the )C& and &ank of 
.amaica, have from time to time engaged in more 
Ƅlight-hearted’ tweets, such as wishing their followers 
a ,appy :alentine’s (ay declaring that Ƅthe marginal 
returns of spending time with you will never diminish’ 
and that ƄI love you like the )C& loves stable prices’.

-nstitutional and individual use of social 
media
Current central bank governors are scarce on social 
media. )\ceptions include 3lli Rehn, governor of the 
&ank of Finland and contender to succeed (raghi 
at the )C&. Rehn maintains a well-cultivated feed 
covering everything from the implications of Finnish 
+(4 growth to the music of .eff &eck.

Increasingly, however, retired central bank 

governors and senior staff have taken to social 
media to share their views. :ʧtor Constʜncio, former 
)C& vice-president, has taken to social media to 
offer commentary on developments in the euro 
area and global economy. )rikki 0iikannen, former 
head of the &ank of Finland, has engaged in similar 
activity, alongside sharing pictures of scenic Finnish 
landscapes.

Social media activity has become a pillar of 
central banks’ communications strategies. They 
employ a broad array of tools, from music videos to 
Twitter polls, to engage with audiences. The trust 
this seeks to create underpins the independence 
and legitimacy of modern central banks. From the 
perspective of fi nancial markets, these practices 
provide further insight into the thinking and priorities 
of central banks. As (raghi noted in 2�1�, central 
bank communications Ƅare actually a monetary policy 
tool in itself’. This is not limited to forward guidance 
or technical speeches, but includes day-to-day 
interactions with constituents.

Social media can open much-needed two-way 
communication avenues for central banks. The use 
of social media increasingly informs policy-making 
itself. In 2�1�, then-Fed Chair .anet =ellen instituted 
a research programme e\amining the degree to 
which non-traditional statistics Ɓ such as +oogle 
search trends and the frequency of certain terms 
or hashtags on Twitter Ɓ could be used to gauge 
economic sentiment and inform forecasts. Central 
banks’ use of social media is multidimensional and 
intensifying rapidly. 
(anae /]riakopoulou is 'hief )conomist and 
(irector of 6esearch� and Pierre 3rtlieb is 
)conomist at 3MF-F. The authors thank Stefan 
&erci� 'ommunications Manager at 3MF-F� for his 
assistance with this report. 
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The )uros]stem on Twitter
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The )uropean Central &ank is one of the 
world’s most followed central banks with more 
than ���,��� followers, almost four times 
as many as all those of all the national euro 
area central banks combined. The &anque de 
France is the most active )urosystem central 
bank and one of the most active worldwide, 
with more than fi ve tweets per day on average 
�compared with less than four for the &anca 
d’Italia and )C&. It is also the most popular 
central bank in the currency area with more 
than 2�,��� followers, closely followed by the 
&undesbank with 2�,��� followers.

Ô'entral bank communications

Are ]ou on 
Twitter# 
-nterested in 
central banking#

You can subscribe 
to OMFIF’s public 
list of all active 
central banks 
to see what’s 
happening in the 
central banking 
world here: 
https://twitter.
com/OMFIF/lists/
central-banks.

You can follow the 
OMFIF Twitter 
account on 
@OMFIF and the 
authors of this 
report:
@DKyriakopoulou 
@Pierreppo

Figure 7: France and Germany the euro area’s most followed
Eurosystem central banks on Twitter, by thousands of followers 
�0HS and Tweets per day �6HS
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‘Rules of the game’ for digital currencies

An electronic 
store of value, 
backed by a 
central bank 
and largely risk 
free, appears 
great in theory. 
Whether it 
can be put 
successfully 
into practice 
is the key 
question.

Arif -smail
South African 
6eserve Bank

The frenzy around cryptocurrencies has, for the 
time being, died down; the potential behind 

some of the underlying cryptographic techniques 
and technology has not. One topic that has 
drawn much attention from policy-makers is the 
application of a new form of money – central bank 
digital currencies.

A CBDC is different from cash, in that it is 
electronic. It is different from money currently held 
in central bank accounts, as the public may be able 
to access it. A CBDC, then, may combine primary 
features: it is a liability on the central bank balance 
sheet, is digital, is universally accessible, and may 
be an electronic token-based bearer instrument. 
Such an electronic store of value, backed by a central 
bank and largely risk free, appears great in theory. 
Whether it can be put successfully into practice is 
the key question, given the competing commercial 
electronic payment systems already in play.

To build successful payment systems, the 
construct of ‘schemes’ is important. These 
are broader than centralised infrastructure 
common to modern payment systems that enable 
interoperability. Schemes encompass the legal, 
governance, marketing and commercial ‘bridge’, 
and provide the strategic motive, underlying value 
proposition, brand and ‘rules of the game’. Examples 
of such schemes include UnionPay, SEPA Direct 
Credits, Swish, iDEAL, Visa, Mastercard and many 
more. These are vital to cement in users’ minds the 
utility of the payment service being consumed.

A CBDC then cannot simply be a contrasting 
store of value from commercial bank deposits. It 
will require payment instruments and channels to 
access the store of value and a scheme to connect 
consumers to the service. The greater the variety 
of the offered transaction sets, and the more 
integrated and seamless the user experience, the 
more probable the growth of the scheme. AliPay, 
the Chinese payment scheme, is an example of 
such growth, shaping these practicalities into the 
scheme proposition.

Nuanced perspectives
If CBDCs are to advance, central banks that aim 
to trial them will have to answer a great many 
practical questions. These institutions will need to 
employ enough suitably skilled digital expertise to 

shape scheme-related matters. They would have 
to codify the ‘rules of the game’ – whether the 
central bank would only offer peer-to-peer services, 
or peer-to-business as well – and decide who will 
design and operate the CBDC scheme, as well as 
how best to incentive these developers and ensure 
the scheme can compete with other electronic 
payment initiatives. Likewise, the intermediaries 
involved, including banks, non-bank retailers 
and mobile network operators, must decide 
whether they prefer CBDCs as a store of value 
over other electronic options. The central bank 
must also consider whether it could suffer marked 
reputational risk if the CBDC scheme fails.

There are numerous diffi cult policy points 
that must be answered to advance the issuance 
of CBDCs. At its core lies the key question: why 
issue a CBDC at all, and what policy problem is 
being addressed? Intertwined with this are myriad 
practical questions. If these are largely unanswered 
or left in the hands of commercial entities, the 
idea of a CBDC may be terminated before it begins. 
The matter is beyond technological choices or 
the issue of centralised or decentralised technical 
architecture.

Diffi cult Tuestions are at stake regarding value 
propositions, commercialisation and consumer 
choice. For CBDCs to progress, central banks 
will have to make considerable efforts to answer 
these questions in ways that pay attention to the 
nuanced complexity of the subject matter. They 
may have an advantage in an asset that is backed by 
the central bank, offers potential of  ̩ine, real-time 
transactions and brings e-currency to any citizen 
demanding the instrument. Thoughtful yet creative 
construction of the scheme, aligned with a central 
bank’s mandate, may see CBDC move beyond 
theory and into practice. 
Arif -smail is Head of Fintech at the South 
African 6eserve &ank. The views expressed 
in this article are his own and do not 
necessaril] refl ect those of the central 
bank.

Numerous precursor policy points must be answered to advance the issuance of central bank digital 
currencies. At the core of this issue lies the key question: why issue a CBDC at all?
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Many of the 
problems 
normally 
associated with 
cross-border 
payments, 
such as delays 
and a lack of 
traceability, 
are not 
technology-
related.

0aetitia 
Moncar^
Swift

The introduction of Swift ‘global payments 
innovation’ has not only resulted in the 

digitisation of cross-borders payments; it has given 
customers the ability to speed up these payments 
and track them end-to-end.

While many initiatives fail due to a lack of active 
participants, the success of cross-border payment 
initiative is determined by the scale and depth of 
its reach. Easy to implement, Swift gpi is gaining 
traction with both international and local banks. 
Other players in the payments sector, such as 
market infrastructures, corporates and technology 
companies, have also adopted Swift gpi.

Many of the problems normally associated 
with cross-border payments, such as delays and 
a lack of traceability, are not technology-related. 
Business process frictions, including compliance, 
liquidity needs and reporting requirements, are 
usually responsible. Swift gpi is designed to address 
these issues. More than $300bn is now sent daily 
via gpi, with 50% of Swift gpi payments delivered 
within 30 minutes and 40% credited within five 
minutes, many in just seconds. This creates marked 
advantages for firms focused on global trade.

Strong support and endorsement from Swift 
gpi banks in competitive markets like China have 
resulted in an increased visibility of the service. 

China’s cross-border interbank payment system, 
supported by the People’s Bank of China, facilitates 
the use of the renminbi for international payments. 
It acts as a bridge between China and the rest of 
the world. The system is gpi-enabled, extending the 
service’s end-to-end tracking and speed to cross-
border payments into and out of China. The system 
has contributed to increased opportunities for 
product innovation in the global renminbi market.

Real-time payments the new norm
Real-time payment infrastructures are defined by 
their immediate (or close to immediate) interbank 
clearing following a transaction. In Australia, the 
round-the-clock availability of its New Payment 
Platform will allow banks and corporates to send 
payments in Australian dollars even after the daily 
cut-off time (which has traditionally been influenced 
by the closing time of real-time gross settlement 
in the country). In most cases, the implementation 
of real-time infrastructures is driven by central 

banks. One of the benefits, on top of improved user 
experience, is the decreased use of cash and cheques. 

 The world is moving to real-time for domestic 
payments. In Asia Pacific, a number of real-time 
payments systems are already in place, including 
Promptpay in Thailand, Fast and Secure Transfers 
in Singapore and Hong Kong’s Faster Payment 
System. Malaysia has implemented its own real-
time platform, RPP.

While real-time payment infrastructures exist 
mainly to support domestic transactions, initiatives 
such as ‘Swift gpi instant’ combine the speed of gpi 
cross-border payment flows with the key benefits 
of real-time systems. By linking gpi to a domestic 
instant payment system, financial institutions are 
not bound by rigid settlement cut-off times. This is 
particularly useful for cross-border payments which 
typically involve different time zones.

Following a successful trial last year in Australia 
with its New Payment Platform and with banks 
from Singapore, China, Australia and Thailand, the 
gpi instant service is being tested in other markets 
such as Singapore with the real-time Fast and 
Secure Transfers platform.

Rise of multi-sided platforms
The introduction of multi-sided platforms is likely 
to continue as they become the preferred business 
model for financial institutions. With the launch 
of application programming interfaces, overlay 
services by third parties will become more easily 
available to different users such as corporates, 
payment service providers and asset managers. End 
users will enjoy greater access to multi-networks. A 
new proof-of-concept to trial ‘gpi Link’, a gateway 
to connect ecommerce and trading platforms 
with Swift gpi, was announced in January 2019. It 
will connect gpi members to multiple ecommerce 
platforms and introduce the benefits of gpi – 
payment initiation, end-to-end payment tracking, 
payer authentication and credit confirmation. The 
gateway will allow continuous monitoring and 
better control of payment flows and the subsequent 
movement of goods by these platforms, towards 
global integration and interoperability.
0aetitia Moncar^ is the (irector of 
Pa]ments Markets� Southeast Asia 6egion 
at Swift.
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1ew, easy-to-implement technology is enabling more reliable real-time payments that benefi t both 
fi nancial institutions and their customers.

Innovation in cross-border payments
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Digital solutions for fi nancial inclusion

Trust is a 
powerful driver 
of customer 
behaviour. New 
digital financial 
products and 
services should 
therefore 
be designed 
with data 
protection and 
cybersecurity 
integrated from 
the outset.

0otte 
Schou->ibell
Asian 
Development 
Bank

In $sia and the Pacifi c, ��% of poor households 
have no access to fi nancial services. %anks and 

other fi nancial institutions consider them to be 
high-risk and low-profi t customers. $s a result, 
millions of people  cannot access the credit needed 
to buy a home or build assets, or buy insurance 
to protect them from catastrophic loss, or even 
maintain a simple savings account. Despite this, 
most poor, disadvantaged and unbanked people are 
fi nancially active. +owever, this engagement is often 
limited to risky and expensive ‘recycling’ of money 
from one informal source to another.

If Asia and the Pacific – home to more than half 
of the world’s 1.7bn unbanked adults – are to unlock 
their full economic potential and improve the lives 
of the poorest and most vulnerable, it is crucial to 
connect these marginalised populations with the 
broader economy.

New technologies like artificial intelligence, big 
data and blockchain, as well as the rapid expansion 
of mobile-phone banking, are helping deliver 
financial services to unbanked communities. But 
around 1bn people globally still have no legal 
form of identification. Millions more have forms 
of identification that cannot be reliably verified or 
authenticated, leaving them financially and socially 
excluded. Most of these people live in Africa and 
Asia, and more than one-third are under 18.

Many of the financially and socially excluded 
live in remote and rural areas. Without access to 
affordable and reliable internet and electricity, 
financial services won’t reach them. An interim 
solution is to provide systems that will still work 
when offline and can update later when connected 
to the internet.

Trust and innovation
Interoperability enables people to make payments 
to anyone else in a convenient, affordable, 
fast, seamless and secure way through a single 
transaction account and using any device. This 
means a customer need only maintain one account 
– whether a bank or an e-money account – to be able 
to transact with anyone conveniently and affordably.

Inclusivity demands that all qualified financial 
service providers be able to participate effectively 
in the system. This fosters greater competition and 
spurs innovation. 

Interoperability requires co-operation among 
authorities to promote safe and efficient financial 
market infrastructure and international standards. 
It requires collaboration and implementation at the 
industry level. Complex arrangements and business 
rules are required to implement interoperable 
payment solutions.

Trust is a powerful driver of customer behaviour. 
New digital financial products and services 
should therefore be designed with data protection 
and cybersecurity integrated from the outset. 
Authorities must establish clear legal and regulatory 
standards and guidelines to ensure consumers are 
adequately protected.

Lack of financial and technical literacy is a 
major reason for lack of access to finance in rural 
communities and among women. Policies to 
enhance financial inclusion, especially through 
technology, should involve more active financial 
literacy and education programmes.

Financial services and products are good only 
if they are being used. Yet many providers still 
struggle with high account dormancy, customer 
dropouts and otherwise limited service usage. 
Services and products must meet the real needs of 
individual users. 

They should be intuitive to activate and use, 
deliver promised features and be affordable. Given 
the expanding access to mobile devices, mobile 
banking should be a key tool to closing gender gaps, 
particularly on financial access.

Discussion often stops with access to credit or 
opening a bank account. We need to talk more about 
microsavings, remittances, pensions and insurance. 
Financial inclusion constitutes access, use and 
quality of a range of financial products and services 
from multiple providers.

In all these issues, the integration of behavioural 
economics can fine-tune existing services and 
provisions to help improve the effectiveness of 
financial education, ensure customer centricity and 
deliver financial products and services that resonate 
with people, and thus make a difference in bringing 
together supply and demand.
0otte Schou->ibell is 'hief of the Finance 
Sector +roup� Sustainable (evelopment and 
'limate 'hange (epartment at the Asian 
(evelopment &ank.

In $sia and the Pacifi c, new technologies such as big data and artifi cial intelligence and the rapid expansion 
of mobile banking are helping deliver fi nancial services to economically marginalised communities.
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Financing the internet of things

If new 
technologies 
help improve 
transparency, 
cut costs 
and predict 
problems 
of large and 
complex 
physical 
operations, 
then there 
should be a 
measurable 
shift in the 
assessment of 
financial risk 
and return as 
well.

'hristopher 
Smart
Barings 
Investment 
Institute

At its heart, fi nance is the balance of risk against 
potential return.  People with money take the 

measure of people who need money and decide 
whether the potential payoff is worth the effort. 
Since the appearances of calculating machines, 
lenders and investors have developed new ways 
to crunch numbers and draw inferences based on 
fi nancial results. Today, new technologies allow 
complex physical operations to be monitored 
in real time and with unprecedented precision. 
Most impressive, algorithms now use repetitive 
operational analysis of past correlations to make 
more reliable predictions.  

The internet of things is often associated with 
consumer gimmicks like a toothbrush that tracks 
dental hygiene or a refrigerator that warns of 
soured milk. But this transformative technology, 
sometimes dubbed the ‘fourth industrial revolution’ 
or ‘industry 4.0’, is already deeply embedded in 
large industrial operations. It is being used to 
reduce costs, improve safety and extend asset lives. 
Operational breakdowns can be foreseen, accidents 
avoided, and maintenance streamlined. What has 
yet to occur on a signifi cant scale, however, is the 
sharing of these operational benefi ts with those 
who provide the loans, leases, insurance or equity 
investment.  

Fundamental adjustments to existing models
Widespread adoption of many of these technologies 
may still be years away. Nevertheless, now is 
the time for investors to explore how a more 
sophisticated and systematic integration of 
‘internet of things’ technology can optimise 
fi nancial decisions. Investors should determine 
how, if a wide range of physical operations can 
be monitored and analysed in real time, it can 
improve the returns on loans, insurance or other 
investments. They should look into the new pools 
of capital it could open and that would otherwise 
be more risk averse. And, they should also assess if 
this technology will allow more reliable monitoring 
of the environmental and social consequences of 
investments. 

Sensible investing requires calibrating properly 
the risk involved in the outlay of money to the size 
of the potential return. Traditionally, calculations 
and probabilities have measured mainly risk and 

potential return based on inputs from markets 
and historical fi nancial statements. Increasingly, 
combinations of technologies permit granular and 
simultaneous monitoring of the physical world. 
Affordable sensors, mobile telecommunications 
and cloud storage are broadly available. They have 
made the remote gathering, transmission and 
storage of vast amounts of data about complex 
operations unremarkable and inexpensive. Data 
algorithms, or ‘machine learning’, turn these 
data streams about the past and present into 
increasingly powerful predictions about complex 
operations.  

General Electric monitors the operation of its 
jet engines globally and in real time, amassing 
millions of data  ̩ows on performance through 
different routes and weather conditions in a single 
day. When sensors signal impending problems, an 
airline can arrange to have the right part in the 
right city at the right time, ready for replacement. 
This can cut unscheduled disruptions by as much 
as 25%, eliminating unexpected downtime and 
reducing fuel consumption by 10%-15%. Royal 
Dutch Shell deploys similar technology in Nigeria 
to monitor pipeline pressure, temperature and 
 ̩ow. The company reported that it nearly doubled 

its return on investment through reductions in 
downtime. Caterpillar embeds connected sensors 
in everything from forklifts to engines. Mining 
customers can optimise their routing, undertake 
more tasks remotely and extend operations through 
the night. The result reduces fuel consumption, 
improves safety and saves money. 

There are still obstacles to the broad adoption 
of these technologies. Many require fundamental 
adjustments to existing business models. Others 
are delayed by uncertainty around data protection 
rules. 6till, the benefi ts from these technologies are 
already astonishing and the potential remains even 
more tantalising.    

)or the fi nancial world, the transformation 
is in its early stages, but the basic proposition 
is simple. If new technologies help improve 
transparency, cut costs and predict problems of 
large and complex physical operations, then there 
should be a measurable shift in the assessment of 
fi nancial risk and return. If the status and condition 
of collateral can be tracked, then it becomes 

��

New technologies will shape fresh opportunities for capital markets. Their adoption may be years away, but 
investors must explore now how these can optimise fi nancial decisions.
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For the 
‘industrial 
internet’ – 
essentially, 
the internet 
of things for 
manufacturers 
–  the most 
probable 
winners 
may be the 
data science 
specialists.

easier to expect lower losses on a loan or a lease 
contract. If the physical shipments of goods can 
be followed through their global supply chains, 
then payments can be released more quickly and 
tie up less working capital. If the operation and 
maintenance of a distant factory or power plant can 
be monitored, then it becomes possible to hold less 
in reserves and improve cash ˌow.  

With concerns mounting around the 
environmental, social and governance dimensions 
of investment and finance, the ability to monitor 
physical conditions or operations at a distance 
brings additional benefits. Investors who had relied 
almost entirely on financial reports to assess the 
status of their projected returns can tap into new 
data feeds to monitor and predict results along 
some of these other dimensions.

The ‘industrial internet’
The ability to monitor energy savings reliably and 
immediately, as well as trends in carbon emissions 
when gauging the environmental risks around 
an investment, will be especially powerful. More 
automation and remote operation can dramatically 
improve worker safety, too.  For investors whose 
mandates include economic development, some 
early business models employ this technology in 
remote developing countries, reducing risk and 
tapping into new sources of finance. 

The benefits from these technologies are 
not unalloyed; the path to progress is never 
smooth. Many obstacles will slow and complicate 
their adoption and integration into improving 
operations. Even more hurdles will delay their 
adoption and dilute any potential benefits for the 
financial world.  If data is the key to capturing these 
benefits, there remain great uncertainties around 
the data itself. This includes who has the rights to 
it. In addition, it remains to be seen how the data 
will be secured to protect personal privacy, as well 
as the security of critical national infrastructure or 
major industrial operations. Another unknown is 
how easily data will ˌow across borders. 

For the ‘industrial internet’ – essentially, 
the internet of things for manufacturers –  the 
most probable winners may be the data science 
specialists. They are the technological equivalent of 
the makers of picks and shovels that built the early 

US railways and ultimately fared better than the 
train operators themselves. 

Industrial manufacturers may, over time, deliver 
more efficient and safer operations with these new 
data gathering and analysis techniques. But these 
advantages may soon become standard features 
that all competitors will be expected to provide. 
The durable advantages, therefore, may accrue 
to those who can offer the best analytics across a 
range of equipment or operations.  

2n the financing side, the benefits are accruing 
where large numbers of transactions or operations 
can be monitored, tracked and compared. This is 
why technology is already changing the economics 
of trade finance, car insurance and eTuipment 
leasing. These profits are likely to grow as those 
who provide the finance become more versed in the 
predictive algorithms and risks. If they can protect 
pricing power, they will capture the profit. If they 
pass savings to customers, they may grow market 
share.  

Like so many structural changes in technology, 
these will evolve slowly at first and then very 
rapidly.  Eventually, the first adopters may lose 
their edge, but the late adopters may be left behind 
altogether.  
'hristopher Smart is Head of the &arings 
-nvestment -nstitute.
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Lessons from China’s digital growth

Beijing’s 
wish to forge 
‘smart’ and 
‘wireless’ cities 
has propelled 
China’s soaring 
internet 
penetration 
rate and the 
increased 
prevalence of 
mobile internet 
in the country.

&en Shenglin
>hejiang 
University

Over the past decade, China has grown into a 
world leader in many digital industries. It has 

emerged as one of the world’s largest investors 
in and adopters of digital technologies, and is 
a foremost contributor to global e-commerce, 
accounting for more than 40% of global 
transactions.

A confluence of factors has contributed to 
this, including China’s large and young market. 
This enables rapid commercialisation of digital 
business models and the growth of a rich digital 
system expanding beyond a few technology giants. 
Equally important is China’s fast-growing digital 
infrastructure.

A 2018 study by Ali Research and KPMG 
identified five key components of digital 
infrastructure: internet penetration rate; number of 
mobile phone users; average internet speed; mobile 
phone affordability; and mobile data affordability. 
The study identified digital infrastructure as one of 
the five core determinants of digital development. 
This is probably the factor that central and regional 
government in China most actively support.

China’s digital infrastructure has improved 
significantly over recent years, and now is 
broadly in line with that of advanced economies. 
A 2016 report from the China Internet Network 
Information Centre, under the auspices of Beijing’s 
ministry of industry and information technology, 
reported there are more than 800m internet users 
in China, with an internet penetration rate of 
57.7%. China’s growing infrastructure reflects 
continued government support as an investor, 
developer and advocate.

Infrastructure investment
The government’s wish to forge ‘smart’ and 
‘wireless’ cities has propelled China’s soaring 
internet penetration rate and the increased 
prevalence of mobile internet in the country. 
Its 13th Five-Year Programme outlines a series 
of plans, from building a new generation of 
information infrastructure and upgrading 
traditional industries, to using advanced digital 
technologies to promote mass entrepreneurship.

Additionally, the government’s ‘Three-Year 
Guidance for Internet Plus Artificial Intelligence 
Plan’ announced in 2016 stipulates that various 

government institutions can provide funding for 
specific projects from budgets controlled by central 
and regional governments. These funds can be 
used to build an AI application market valued at 
more than Rmb100bn ($15bn) by developing nine 
major areas connected to AI, including smart-home 
appliances, intelligent cars, wearable devices and 
smart terminals.

Measures such as tax deductions and 
state-endorsed start-up funds have also been 
implemented since 2014 to facilitate citizen 
engagement in mass entrepreneurship and 
innovation. The government has approved the 
registration application of many technology 
incubators and set up others offering generous 
funding to encourage innovation. It has also 
embraced new digital technologies, such as the 
integration of ‘Internet Plus’ (whereby information 
technologies are applied to more traditional 
industries), in government services. State-owned 
enterprises including China Mobile, China Unicom 
and China Telecom plan to spend up to $180bn over 
seven years on infrastructure for what will be the 
world’s largest 5G mobile network, further enabling 
the commercialisation of new technologies.

The development of China’s digital 
infrastructure can be attributed to many forces, 
particularly government-empowered initiatives 
including centralised national strategies, continued 
investment in innovative technologies, provision of 
tax deductions and state-endorsed start-up funds, 
and SOEs’ contribution to the commercialisation 
of new technologies. While at the early stages of 
development the government adopted a light-
handed approach to regulation, so as not to 
stifle innovation unwittingly, it has and should 
become more proactive about shaping healthier 
digital development through supervision and 
enforcement. 
&en Shenglin is Professor and (ean of the 
-nternational &usiness School and Academ] 
of -nternet Finance at >hejiang 9niversit]. 
0uo Man� a Ph( student at the universit]� 
contributed to this article.
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&hinaȢs digital infrastructure has improved signifi cantly, and now broadly matches that of advanced 
economies, re  ̩ecting continued support from the central government.
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The needs of central banks and financial markets are constantly 
evolving. There is significant potential for central bank digital 
currencies to play a powerful role in upgrading incumbent centralised 
payment and settlement systems.

��

Ô
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Central banks speed 
up digital trials

A 2018 OMFIF-
IBM report 
on digital 
currencies 
noted that 38% 
of institutions 
questioned 
sought to use 
a wholesale 
CBDC as part 
of coming 
upgrades to 
their RTGS 
platform.

Bhavin Patel 
Senior Economist 
and Head of 
Fintech Research, 
OMFIF

Pierre Ortlieb
Economist,
OMFIF

The use of cryptocurrencies in the retail domain 
is underpinned by participants’ desire to 

decentralise the monetary system. Much of the 
motivation behind non-sovereign currencies stems 
from the 2��� fi nancial crisis, when the perceived 
failure of central banks and regulators to protect 
consumers spurred considerable distrust in the 
fi nancial system.

From a central bank perspective, privately issued 
cryptocurrencies are not currencies. The usability 
of these crypto-assets diminishes as they become 
speculative vehicles with volatile purchasing power. 
Central bank digital currencies, denominated in 
an established fi at currency, could overcome this 
fundamental barrier.

In the retail sector, a digital version of 
a sovereign fi at currency could bring great 
eƾ  ciency gains and policy benefi ts. Such an 
innovation could employ all the technical benefi ts 
of a cryptocurrency, while also inheriting all the 
underlying trust of a sovereign currency. But many 
questions must be answered before any signifi cant 
progress can be made.

In the wholesale domain, the prospects for 
digital payments or electronic tokens seem capable 
of delivering signifi cant benefi ts to interbank 
processes. Implementation is certain in the near 
future, with central bank trials delivering improving 
results. Still, numerous practical and regulatory 
issues must be addressed.

Motivations for wholesale CBDCs
Wholesale CBDCs are limited to a select group of 
fi nancial market participants and aim to enhance 
the eƾ  ciency and reliability of payment settlement 
systems. Existing systems apply a range of 
mechanisms to ensure settlement and fi nality� 
correspondent banking networks implement 
cross-border transactions, deferred net settlement 
systems sustain liquidity netting and setting, and 

real-time gross settlement frameworks remove 
counterparty risk and ensure fi nality.

=et the needs of central banks and fi nancial 
markets are constantly evolving. A 2018 OMFIF-
IBM report on digital currencies noted that 69% of 
central banks surveyed found signifi cant problems 
with cross-border payment systems, while ��% of 
institutions questioned sought to use a wholesale 
C&(C as part of coming upgrades to their RT+S 
platform. A 2019 study by the Bank for International 
Settlements found that payments safety and 
eƾ  ciency were the two most important issues 
that central banks considered in their motivations 
for issuing wholesale C&(C. There is signifi cant 
potential for C&(Cs to play a powerful role in 
upgrading incumbent centralised payment and 
settlement systems.

While all central bank respondents to the 2019 
&IS survey replied that they were researching 
wholesale C&(Cs, few have actively designed a 
token or launched a pilot programme. Some central 
banks have undertaken technological testing as 
part of their research; the Bank of Japan-European 
Central &ank Ƅ4roNect Stella’, which entered its 
second phase in 2�1�, conceptualised and 
examined the delivery of securities settlement in a 
distributed ledger technology environment.

Several other proNects have taken greater strides. 
The &ank of Thailand’s Ƅ4roNect Inthanon’, described 
by the central bank as a Ƅnew way of conducting 
interbank settlement’, was initiated in late 2�1� 
with the aim of developing a proof-of-concept 
and completing a full launch in 2019. The BoT is 
working with Thai commercial banks to develop 
a wholesale C&(C for domestic transfers using 
R�’s Corda platform as a foundation. 4articipants 
suggested in February 2�1� that, in early trials, 
(0T had engendered substantial eƾ  ciency 
gains. Subsequent phases to be conducted over 
the course of 2019 include testing for coupon 

70
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payments, interbank trading and bond redemptions, 
as well as a phase e\amining interoperability with 
legacy platforms, with a view to a full launch later in 
the year.

In similar vein, the South African Reserve 
&ank’s trials in Ƅ4roNect Khoka’ have resulted in the 
forthcoming launch of a full, private, permissioned, 
cloud-based distributed ledger platform for foreign 
e\change payment and settlement. Initial phases 
testing the capacity of a potential (0T-based 
network were a success� Khoka was able to process 
a day’s volume of trades in under two hours with full 
privacy and fi nality achieved. 3ther central banks 
testing or trialling digital currency proNects include 
the Monetary Authority of Singapore �Ƅ4roNect Ubin’ 

and &ank of Canada �Ƅ4roNect .asper’.
(espite the enthusiasm for and success 

of some central bank proNects, there remain 
signifi cant regulatory and legal uncertainties 
around wholesale C&(Cs. For one, in many cases 
it is unclear who will have authority and oversight 
on a permissioned ledger. In 3MFIF’s 2�1� report, 
survey respondents suggested that regulators 
should have to have a node on the network, 
and that strict privacy rules would have to be in 
place. Similarly, legal interoperability with e\isting 
principles for fi nancial market infrastructures, 
outlined by the &IS, is far from certain. Finally, if 
central banks rela\ permissions so that nodes 
outside a country’s Nurisdiction can participate in a 
wholesale (0T platform, concerns may arise over 
whether the network could be used to circumvent 
capital controls and other restrictions. These and 
other issues must be addressed thoroughly by 
central banks planning on issuing a wholesale 
C&(C.

Context for retail CBDCs
A retail C&(C can be defi ned as a digital bearer 
asset issued by a central bank for the purpose of 
retail payment and settlement. Under this construct, 
the central bank would essentially give the public 
direct access to its balance sheet.

)ach central bank may have differing 
motivations to issue a retail C&(C. Much will 
depend on their national and operational conte\t, 
including their mandates and the characteristics of 
the economies in which they operate. The specifi c 
use case would be unique for each country, but the 
categories can be grouped broadly into advanced 
economies, emerging markets and small island 
economies.

In advanced economies, the declining use of 
physical cash in retail payments is compelling 
central banks to consider the societal costs of a 
cash-free future. Additionally, a retail C&(C can 
potentially offer retail depositors safer savings 
through holding an account with the central bank. 
The risk of default or loss of funds would be lower 
in those circumstances than storing savings in 
domestic commercial bank accounts.

Sweden’s e-krona proNect seeks to provide a 
digital alternative in a society where cash makes up 
only 2% of +(4 �the ratio is 1�% in the euro area. 

There is the 
risk of financial 
exclusion in 
cases where 
populations 
who do not 
adopt CBDCs 
are left entirely 
unintegrated 
and are further 
marginalised 
from the digital 
payments 
system.
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Figure 1: Cash transactions fall as electronic 
and digital payments favoured in Sweden
Which means of payment have you used in the 
past month#, % of responses

Source� Riksbank, 3MFIF analysis, 2ote� Respondents can 
choose more than one option.�Swish payments, introduced in 
2�1�, is a mobile payments platform
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Central bank digital currency projects  

Euro area and Japan
Project Stella
Bank of Japan and 
European Central Bank 
launched a joint research 
project, Project Stella, 
which studies the possible 
use of distributed ledger 
technology for fi nancial 
market infrastructures. 

Venezuela
The Petro was 
introduced 
in December 
of 2017, as a 
supplement 
to the 
Venezuelan 
bolivar and to 
overcome the 
US sanctions.

Bahamas
The Central Bank of the Bahamas is 
launching a pilot cryptocurrency.

Sweden
Sweden’s Riksbank is considering issuing the e-Krona 
a state-backed digital currency. The Riksbank is 
researching the effects of a cashless society.

Senegal
The eCFA, a 
digital version 
of the national 
fi at currency, 
the CFA Franc, 
was issued in 
December 2016.

Peru
PeruCoin, a 
state-backed 
cryptocurrency 
based on the 
Ethereum 
blockchain, was 
introduced to 
promote the 
trading of digital 
currencies and 
to increase to 
the adoption of 
cryptocurrencies 
among the 
population.

Uruguay
Started a six-
month long trial, 
in 2017, in testing 
a digital version 
of the Uruguayan 
Peso.

UAE and Saudi 
Arabia
United Arab Emirates 
Central Bank and 
the Saudi Arabian 
Monetary Authority 
announced a 
collaboration in 
launching the digital 
currency project 
‘Aber’.

Thailand
Project Inthanon 
Bank of Thailand is 
developing and trialling 
a wholesale central 
bank digital currency 
to enable faster and 
cheaper settlements 
between domestic 
banks.

Singapore
Project Ubin
Looking into the 
prospect of central 
banks issuing 
their own digital 
currency and 
seeks to improve 
the Southeast 
Asian country’s 
position in global 
fi nancial markets.

Canada
Project Jasper
Initiative 
intended to help 
understand 
how distributed 
ledger technology 
could transform 
the future of 
payments in 
Canada.  

South Africa
Project Khokha
South African Reserve 
Bank launched Project 
Khokha (Zulu for ‘pay’), 
a trial of the possible 
use of distributed ledger 
technology for interbank 
wholesale settlement. 

Cash is becoming a less popular means of payment in Sweden, 
with debit card and mobile payments gaining popularity (see 
Figure 1). Similarly, the UK’s ‘Access to cash’ report, produced 
with Bank of England support, predicts that cash will fall to 16% 
of payments by 2027 from 34% today.

So far, cash-free payments have been facilitated by fi nancial 
technology solutions provided by private sector actors. If 
central banks are unable to fulfi l satisfactorily their obligation as 

sovereign guarantor during the transition to a cashless society, 
commercial banks providing cashless solutions could wield 
greater control over the money supply.

For emerging markets, offering a retail CBDC may offer 
means to meet fi nancial inclusion targets. In theory it should 
incentivise greater participation in the banking sector. But 
there is the risk, too, of greater fi nancial e\clusion in cases 
where populations who do not adopt CBDCs become further 

Wholesale 
CBDC projects

Retail CBDC 
projects

Source: OMFIF analysis
Note: List is not exhaustive

ÔDigital currencies
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Monetary policy 
implementation 
could become 
more effective 
with the help 
of CBDCs. By 
making retail 
CBDCs interest 
bearing, 
central banks 
can overcome 
the monetary 
lag in the 
transmission 
mechanism. 

��

marginalised. Remittance payments are another 
important use case. ,igh costs, averaging �.2% 
for a �2�� transaction, force many migrant 
workers to seek informal channels of money 
transfer, increasing their pay-out risk. A C&(C can 
potentially reduce the average transaction costs 
for remittances �down to less than 1% for a �2�� 
transaction, reduce risk and allow for real-time 
settlement. Aside from facilitating faster and 
cheaper domestic and cross-border payments, 
retail C&(Cs also offer improved anti-money 
laundering and know-your-customer functionalities, 
deterring ta\ evasion and corruption.

Small island economies that are dollarised 
or otherwise dependent on e\ternal currencies 
can fi nd opportunities in a retail C&(C system. 
These countries incur relatively high maintenance 
costs, as they lack economies of scale in the 
distribution and printing of their currencies. &y 
employing C&(Cs, they can potentially reduce the 
frictions and costs associated with physical cash 
storage, transport and management in the banking 
system. These island countries can promote their 
economies as they gain greater control of their 
monetary system, allowing them to dictate their 
own monetary policy, independent of any anchor or 
adopted foreign currencies.

In March 2�1� the Central &ank of The &ahamas 
and I&M ;orld ;ire announced Ƅ4roNect Sand (ollar’, 
a pilot programme for a blockchain-based C&(C. The 
purpose of proNect is to modernise and streamline 
the country’s fi nancial system, reduce service 
delivery costs, increase transactional eƾ  ciency 
and improve the overall level of fi nancial inclusion 
in communities throughout the archipelago. The 
)astern Caribbean Central &ank announced a similar 
proNect a few days after the &ahamas.

Central bank policy
Monetary policy implementation could become 
more effective with the help of C&(Cs. &y making 
retail C&(Cs interest bearing, central banks can 
overcome the monetary lag in the transmission 
mechanism. Monetary easing could become 
more effective, as central banks could potentially 
escape the ^ero-lower bound, a key benefi t the 
&ank of Canada has highlighted in its C&(C trials. 
,owever, the prospect of a central bank applying 
a negative interest rate directly to people’s cash 
seems improbable, given the social and moral 
implications. Ƅ,elicopter money drops’ Ɓ the 
name given to central bank steps to inNect money 
directly into the economy Ɓ can also become more 
effective, as C&(Cs can be sent directly to users.

Financial stability, however, is a concern. 

Commercial banks could become disintermediated 
unless they provide a deposit rate above that of 
the risk-free rate offered by the C&(C. This raises 
the risk of a run on bank in times of crisis or when 
deposits carry default risk. ,owever, it can be 
argued that fi nancial stability would be improved for 
holders of C&(C accounts, as these would seem to 
be a risk-free alternative to the private sector.

Considerations for the future
For a retail C&(C, blockchain technology may not 
hold the same potential as it does in a wholesale 
setting. For high-volume, small-value payments that 
dominate retail transactions, e\isting blockchain 
technology is not scalable or eƾ  cient enough to 
meet requirements. The consensus mechanism 
in a decentralised blockchain, which includes 
proof-of-work or proof-of-stake, requires signifi cant 
energy. (ifferent blockchain technologies are 
being created that require less energy and could 
be scalable, but so far these have not met the 
necessary conditions in central bank trials.

&lockchain may not be necessary altogether. 
In principle, trust underpins central bank money, 
yet blockchain is most useful when parties in a 
system do not trust each another. A variety of 
non-blockchain based systems are running trials 
to fi nd a retail C&(C solution. 3ne such e\ample is 
eCurrency Ɓ a (ublin-based C&(C provider Ɓ which 
works off central banks’ e\isting infrastructure to 
run digital currencies.

There is no shortage of practical and regulatory 
issues. 3ne concerns the degree of privacy that 
consumers will have in transacting, given that 
central banks can potentially see every transaction. 
Another relates to whether there will be an 
impact on fractional reserve banking and credit 
production, and whether this could mean lower 
liquidity requirements for retail banks. 3thers 
issues include decisions on transaction limits to 
mitigate anti-money laundering, the circumvention 
of capital controls if retail C&(Cs can move across 
borders, the interaction between different cross-
border retail C&(C systems, changing regulations, 
and developing new processes to mitigate any 
unforeseen risks from a new system.

Central banks are beginning to take retail 
C&(Cs more seriously, and their research, trials 
and e\periments are accelerating. ,owever, 
many questions remain to be answered before we 
witness full implementation of C&(Cs in any maNor 
economy. ✦
&havin Patel is Senior )conomist and Head of 
Fintech 6esearch� and Pierre 3rtlieb is )conomist 
at 3MF-F.
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+P-s cautiousl] 
embrace new trends 
in asset management

���� Asset allocation surve]
A snapshot of latest trends in asset allocation and decision-making processes

Public investors’ appetite for rising allocations in 
real assets and sustainable investments appears 

to be continuing. ,owever, faced with an increasingly 
uncertain macroeconomic and policy environment, 
some are considering a return to safety and are 
planning to increase investments in more traditional 
and highly liquid assets.

This year’s 3MFIF +4I survey is the most 
comprehensive to date. It collects responses to 
�� questions from representatives of reserves 
management and investment management 
departments at central banks, sovereign funds 
and public pension funds from �� Nurisdictions 
collectively managing �1�.�tn. The questions relate 

to issues ranging from the processes and formats in 
which decisions are made, to transparency and the 
communication of decisions related to such activities 
and issues around reserves adequacy. It e\amines 
+4Is’ attitudes towards specifi c asset classes, the 
development of a euro area safe asset, as well as 
gold and currency investments. Finally, the survey 
covers +4Is’ views on the shifting balance between 
risk and return, as well as their assessment of future 
challenges for reserves managers, including shifts in 
technology, cybersecurity threats and the safety of 
assets from climate risks and policy uncertainty.

The results presented in this report are a 
combination of analysis of the 3MFIF +4I Survey 
2�1�, complemented by in-depth interviews with 
reserves management departments and analysis of 
institutions’ annual reports. They refl ect the allocation 
decisions of public investment institutions with total 
assets under management of �1�.�tn, representing 
��% of the total ���.�tn AUM of all global public 
investors �see Figure 1.

0iUuidit]� safet] and return
4ublic investors’ reserves management practices 
follow a variety of guiding principles differing by 
Nurisdiction and institution type. In sovereign funds 
and public pension funds, asset allocation decisions 
are guided primarily by a target return in percentage 
terms, with ��% of public pension funds and 6�% 
of sovereign funds surveyed by 3MFIF declaring 
this as their dominant investment obNective �see 
Figure 2. This refl ects these institutions’ investment 

$9.4tn (69% of total 
central bank assets)

$5.0tn (32% of
total pension fund 
assets)

$3.6tn (42% 
of total sovereign
fund assets) 

Central banks

Pension funds

Sovereign funds

Ô

Figure 1: Allocation analysis details
Breakdown of institution types e\amined in asset allocation analysis,
AUM �tn and % of total, by institution type

Source� 3MFIF +4I Survey 2�1�

Global public investor portfolios reflect these institutions’ relatively conservative 
attitudes and preference for highly liquid and safe instruments. However, challenged 
by low yields on traditional assets, central banks, sovereign funds and public pension 
funds are continuing to revise their investment strategies and mandates, enabling 
them to embrace alternative asset classes, albeit cautiously. These include allocations 
to emerging market currencies, real assets and sustainable investments.

Total AUM 
analysed: $17.9tn

Total AUM of 
GPIs: $37.8tn
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philosophies and strategies. A public pension fund 
representative remarked, Ƅ3ur investment philosophy 
is best described as a high real return target to add 
value to the pension system over time. Returns are 
achieved through investments e\posed to risk and 
risk premia.’

A reference portfolio and the rate of infl ation are 
important considerations for public pension funds, 
with 2�% of such institutions surveyed choosing 
these options, compared with 1�% for sovereign 
funds. 4ublic pension funds are increasingly 
concerned with making a societal impact with their 
investments, with one respondent saying, ƄFinancial 
return goes hand in hand with societal return. ;here 
possible, we would like to make an impact.’ For some 
public pension funds, this is e\plicitly defi ned and 
linked to specifi c obNectives, with one respondent 
stating, Ƅ;e would like to make an impact in four 
areas� water, climate change, food security and 
access to healthcare.’

Sovereign funds in many cases also have an 
e\plicit mission to invest in their Nurisdiction’s 
development. 3ne respondent said, Ƅ;e invest in 
proNects of public and general economic interest for 
the country. ;e play an institutional role, fostering 
long-term promotional activities and preserving 
households’ savings to support the economy. ;e 
also support the economic system to make up for 
limitations of the market by applying investment logic 
that combines strong fi nancial discipline, based on 
the economic sustainability of the initiatives, with the 
ability to promote proNects that serve the country well. 
In that sense, we operate with a long-term perspective 
and in a complementary manner to the fi nancial 
system.’ 

The need for capital preservation is another 
popular investment obNective among sovereign funds, 
with ��% of institutions selecting it as such. This is 
also the dominant choice for central banks� 6�% of 
those in our sample declared Ƅcapital preservation’ as 
their main investment obNective, though motivations 
differ. For some, it is strongly linked to the e\change 
rate arrangement, with one respondent saying that 
Ƅbeing a central bank that functions under a currency 
board arrangement, safety is top priority.’ In other 
cases, the choice of priorities can be more nuanced, 
with another central bank respondent stating, 
ƄReserves are primarily held for precautionary motives 
Ɓ to be available for use when needed. This means 
that the balance among capital preservation, liquidity 
and return is a function of reserve adequacy.’

3nly �% of central banks said they are guided by 
the principle of a target return, the same proportion as 

said they are guided by a nominal target. In virtually 
all cases, profi tability and returns will be considered 
as factors by central banks only once security and 
liquidity are covered. According to one central bank, 
Ƅ;e manage our foreign e\change reserves to ensure 
safety and liquidity. ,aving satisfi ed these obNectives, 
yield enhancement is considered.’ This is refl ected 
in central banks’ investment strategies, with one 
respondent saying, ƄIn order to preserve the value of 
its invested assets, the bank places tight restrictions 
on investing in assets with high credit risk. ;e 
maintain a high level of liquidity by investing in assets 
that can be promptly liquidated in the global fi nancial 
markets.’

,owever, several central banks in our sample 
remarked that the balance between these obNectives 
has shifted as the si^e of reserves has grown. ƄAt the 
moment, part of the philosophy is derived from the 
si^e of the reserve portfolio. As there are perhaps 
more reserves than would be needed, some of 
our investments are seeking return on the cost of 
liquidity,’ said one central bank from )urope. A central 
bank in the Middle )ast stated, ƄAs the si^e of our 
reserves has increased, the balance has shifted in the 
direction of a greater emphasis on return.’ Meanwhile, 
some central banks e\plicitly divide their portfolio in 
tranches. According to one respondent, ƄThe gross 
reserves are separated into two tranches, the liquidity 
and investment tranches. The liquidity tranche is the 
portion of reserves set aside for any e\ternal fi nancial 
shocks that may require their immediate use. The 
investment tranche is guided by the need to mitigate 
the cost of holding reserves and its composition is 
determined on a risk-return basis in order to generate 
returns.’ Another central bank follows a similar 

0 10 20 30 40 50 60 70 80

Target return in %

Capital preservation

Inflation + x bps

Nominal target

Reference portfolio

Pension funds Central banks Sovereign funds

Figure 2: How GPIs map out investment policies
What is your investment objective#, % of total responses

Source� 3MFIF +4I Survey 2�1�

We assume 
capital markets 
are fairly 
efficient most 
of the time, 
but that our 
characteristics 
(long time 
horizon, high 
risk bearing 
capacity) 
provide us with 
an opportunity 
to harvest risk 
factors and 
delivers returns 
relative to our 
benchmark.

Sovereign fund

Ô
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practice, saying, Ƅ;e defi ne liquidity tranches and 
portfolio benchmarks within our investment universe. 
Reserve portfolio benchmarks refl ect the ma\imum 
e\pected return subNect to strict risk criteria set by 
the reserves committee. This benchmark serves 
as a framework of reference for the management 
of each one of the portfolios, and subsequently we 
assign passive and active mandates to improve the 
eƾ  ciency and diversifi cation of the portfolio.’

Several respondents said they assume markets to 
be close to being perfectly eƾ  cient, and that they do 
not attempt to time the market or engage in security 
selections. In that conte\t, one central bank said, 
Ƅ;e prefer the use of market-cap weightings in most 
cases’ and another that, Ƅ;e follow a ƈno viewƉ or 
ƈmarket-neutralƉ approach during estimations. There 
are no personal views, e\pectations, or any other 
input from individuals taken into consideration during 
the numerical optimisation process.’ Still, investment 

committees and board direction remain important 
guiding principles for central banks. Ƅ5ualitative 
criteria and preferences of the decision-makers are 
used when choosing investable assets and deciding 
among portfolios with similar or practically identical 
quantitative characteristics,’ said one central bank.

Transparenc] and reserves adeUuac]
It has taken time for public investors to come fully into 
the public eye. Sovereign funds are a recent evolution 
in investment practice, for instance, and central banks 
began engaging meaningfully with their constituent 
publics only in the 1���s. 3ur 2�1� survey suggests 
+4Is are now well aware of how important they are 
to their national political and economic landscapes, 
and how much their reserves management can 
impact the way voters and decision-makers perceive 
them. As one respondent noted, ƄAs an independent 
central bank managing monetary policy through an 
infl ation-targeting regime, for which credibility is of 
critical importance, we are highly sensitive to the need 
to insure that investment returns on the reserves 
portfolio enhance ?ourA reputation.’

3f the central banks surveyed, 16% suggested 
that their reserves management is Ƅcentral’ to the 
way they are perceived by the public, with another 
�2% adding that it is Ƅregularly mentioned in public 
reports’ �see Figure �. This underscores the growing 
importance of reserves management in national 
political discourses.

;hen asked about the importance of their 
operations in non-monetary terms, ��% of institutions 
replied that reserves management is Ƅcentral’ to 
their Ƅstrategic obNectives and public reputation’. As 
highlighted in the communications special report on 
page ��, central banks have been reaƾ  rming their 
commitment to transparency.

In monetary terms, central banks underlines 
that reserves management is continuing to grow in 
importance. Almost ��% of central banks indicated 
returns from reserves management are Ƅcrucial’ or 
Ƅimportant’ to them. Signifi cantly, ��% of respondents 
added they are convinced by the continued case for 
reserve accumulation. In the words of one central 
bank respondent, Ƅ+iven volatility of the value of 
the adequacy indicators, gradual foreign e\change 
reserves accumulation seems to be reasonable.’ This 
suggests the importance of reserves management 
will continue to grow, both in volume and in public 
prominence. Fittingly, central banks are keeping 
a closer eye on the status and dynamics of their 
own reserves, employing new tools and in-house 
indicators to monitor internal developments. Almost 
half of central banks indicate they have developed 
their own instruments to measure reserves adequacy, 

Central feature of our 
report to parliament and 
the population

52%

32%

16%
8%

Regularly mentioned in
public reports of our 
performance

Of passing interest to the 
public and media from 
time to time

No general public interest / 
Unlikely to be commented on 
in the public media unless there 
is a serious error or issue of 
competence

42%

46%

13%
Standard measures from
literature
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with only 1�% of respondents saying they do not 
formally assess their reserves �see Figure �.

'hoice architecture
Responsibility for the day-to-day management 
of reserves in global public invesetors lies in 
most cases �6�% with the head of the reserves 
department. For some larger institutions, unit 
leaders in middle management look after the day-
to-day management of reserves, as is the case for 
around ��% of institutions in our survey. In only 
around �% of institutions are reserves managed 
by a board member, including in some sovereign 
funds and central banks. In most cases, investment 
committees support boards.

3n average, these committees comprise eight 
individuals, but the range varies greatly. There can be 
as few as three committee members, as is the case 
in one central bank surveyed, to as many as 2� in 
another. The seniority of the investment committee 
can also vary, in some cases including Ƅseveral board 
of governors members and other related heads of 
departments’, according to one central bank, and 
in others involving members from the Treasury 
department or government �for e\ample, where 
reserves are managed Nointly by the central banks 
and Treasury, as occurs in some Nurisdictions. In 
several cases the central bank governor appoints 
members directly, while in others appointments 
are made by a broader group, usually involving 
the central bank board or governor’s e\ecutive 
committee.

;hen asked about the process of selecting 
committee members, institutions highlighted 
that they aim to attract members from different 
departments to encourage diversity of e\perience 
and opinion. According to one respondent, ƄMembers 
are selected from different units of the central bank 
in order to have a diverse cognitive representation.’ 

Several central banks and other public institutions 
stated they have policies in place to ensure 
confl icts of interest do not arise, while some require 
investment committee members to sign letters of 
loyalty each year. 3thers said while they do not have 
such e\plicit policies, they have not encountered 
these situations and that if they did they would 
assume Ƅthe member in question would refrain from 
voting on a particular subNect’.

(ecisions tend to be taken collectively Ɓ Nust 
under two-thirds of respondents said that formal 
committee decisions are undertaken by a maNority 
vote, with under one-third following a unanimous 
vote format. The remaining few institutions use 
other methods to make decisions, with most in 
that group reporting that the committee acts in 

an advisory capacity, with the committee head or 
president making the fi nal decision.

Members’ tenures tend to vary greatly. In some 
cases appointments are for long multiyear periods 
�the highest in our sample being eight years, but 
the average tenure is between two and three years. 
Usually no incentives are offered for being part 
of the committee, while members tend to be held 
accountable in various ways. Some institutions said 
committee members’ performance is measured 
against strategic or tactical benchmarks, while 
others reported that committee performance is 
evaluated as part of annual review processes. 3n 
average the committees meet Nust over once a 
month, though in some Nurisdictions they meet as 
rarely as three times a year and in others as often as 
weekly.

The reserves management departments of 
most public investors ���% tend to be fairly small, 
involving up to 2� individuals. A further �2% of 
such departments have 26-�� employees, with the 
remaining �% being even larger. 4art of reserves are 
managed e\ternally, but this is a small proportion 
on average. For most +4Is �66%, only up to 1�% of 
reserves are managed e\ternally, while one in four 
have up to ��% of reserves managed e\ternally. 3nly 
12% of respondents said more than ��% of reserves 
are managed e\ternally �see Figure �.

Safet] guides priorities
3ƾ  cial institutions remain fairly conservative 
investors. .ust over half ���% of assets managed 
by central banks, sovereign funds and public pension 
funds e\amined in this year’s asset allocation analysis 
are in government bonds, mostly in developed 
markets. )quities are the second-most popular 
asset class �22%, followed by corporate bonds ��%, 

66%19%

6%

3% 9%

0-10%

10-20%

20-30%

30-40%

More than 40%

Figure 5: Little reliance on external managers among GPIs
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again mainly concentrated in developed markets. 
Alternatives such as real estate, infrastructure and 
private equity account for around �%, while less than 
2% of total +4I reserves are in gold and a further �% 
in cash. The rest is in Ƅother categories’, including high-
yield bonds �see Figure 6.

,owever, the overall shares mask important 
differences across institution types. In our sample, 
central banks are the most conservative. ;hen asked 
whether they invest in non-traditional assets classes, 
�2% of central banks responded they do not invest in 
them at all, while each public pension and sovereign 
fund surveyed does invest in non-traditional assets.

Some central banks are legally prohibited from 
investing in anything but highly liquid asset classes. 
Conservative attitudes among central bankers can 
be a hurdle for reserves management departments 
that wish to move towards non-traditional asset 
classes Ɓ ��% of central banks surveyed cited 
Ƅgaining board approval’ as an important obstacle to 
introducing new asset classes �see Figure �. 3ne 
reserves management department reported that 
while it was making a case to invest in equities and 
the legal counsel of the central bank approved such 
a prospect, the decision was blocked by the board, 
which disagreed with the counsel’s assessment. 

This compares with ��% for sovereign funds and 
��% for public pension funds that invest in non-
traditional assets. The percentages are not easily 
comparable, as public pension and sovereign funds 
are already invested in most non-traditional asset 
classes, and so the obstacles faced would in most 
cases involve asset classes that central banks are 
very far away from considering.

Insuƾ  cient knowledge of an asset class was 
the second-most popular obstacle when e\panding 
to new asset classes, with �6% of +4Is choosing 
this option. Challenges with incorporating the asset 
class were often cited as obstacles, both in terms of 
administration and governance set-up costs ���% 
of +4Is as well as from a portfolio construction 
perspective �26%. 4ricing and fi nding the right 
e\ternal manager did not feature high up +4Is’ lists as 
obstacles to introducing new asset classes.

'autious embrace of risk continues
;hen asked about the frequency with which they 
revise their investment obNectives, the dominant 
response among our sample �6�% was that these 
tend to be fairly stable, reviewed on a less-frequent-
than-annual basis. A further 26% reported that they 
review these obNectives annually, with the remaining 
1�% reviewing them every si\ months or quarterly. 
3ther institutions said that, while they do not follow 
a regular review process, recent volatility has meant 
Ƅthere has never been a two-year period in which we 
would not review the strategy’.

There are signs that +4Is’ relatively conservative 
approach is changing, especially among central 
banks. ;hen asked about their thinking on return 
v. risk, ��% of central bank respondents said they 
are taking on more risk to pursue greater returns. 
The low-yield environment connected to traditional 
assets is motivating this shift into more risky assets. 
;hen asked how low yields on traditional reserves 
assets have affected decision-making, ��% of central 
banks said they had increased their risk budget 
and diversifi ed into higher yielding assets. A further 
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��% stated they had accepted lower returns, while 
1�% said it had not affected their decision-making. 
Meanwhile, when asked the reasons for diversifying 
reserves, ��% of central banks said this was driven 
by increasing risk and adNusted returns, with ��% 
citing risk and volatility reduction. Capital preservation 
was another popular e\planation, with ��% of central 
banks citing it as a reason for diversifying reserves 
�see Figure �.

;hen asked e\plicitly about amendments to 
risk frameworks resulting from the current market 
environment, only 22% of central banks said theirs 
had been changed. 3ne central bank reserves 
manager e\plained their risk management framework 
had been strengthened Ƅby introducing three lines of 
defence� a business unit, a risk unit, and an internal 
audit.’ Another respondent said, Ƅ2ew asset classes 
have been included and reporting has been improved’, 
that Ƅ2ew methodologies have been adopted’, 
and ƄAsset and liability management-type analysis 
has been started’. Another central bank reserves 
management department said it has improved its 
risk management methods on an individual risk-
factor basis in response to the 2��� fi nancial crisis 
by Ƅstrengthening the analysis of market indicators, 
and of the credit of individual issuers, as well as 
concentration risk management.’ It stated it has 
further Ƅimproved its market risk assessment models 
so as to strengthen its tail risk management, and the 
method for liquidity risk measurement.’

Among non-traditional asset classes, corporate 
bonds, equities and emerging market currencies 
are the most common among central banks, with 
��%, �6% and 2�% of central banks having some 
positive allocation to each respectively. &ut the shares 
allocated are still small.

Central banks’ highest allocation is to government 
bonds, at around 6�% of their total portfolio, 
compared with 2�% for sovereign funds and �1% for 
public pension funds. 3nly around �% of the reserves 
of central banks surveyed by 3MFIF are allocated 
to corporate bonds, compared with �% and �% for 
sovereign and public pension funds, respectively.

Sovereign funds lead all institutions in allocation 
to alternatives �real assets and private equity, with 
16% of assets in the asset class compared with 6% 
for public pension funds and �% for central banks 
surveyed. Central banks are the most enthusiastic 
when it comes to gold, allocating �% of their portfolio 
to the precious metal, compared with minimal 
allocations for sovereign and public pension funds.

The divide is starkest in respect of equities� only 
1�% of central bank reserves among those surveyed 
are in equities, compared with around �1% for 
sovereign funds and 2�% for public pension funds. 
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Figure 9: Equity investments on the rise
In the ne\t 12-24 months do you plan to increase, reduce or maintain your 
allocation to the following asset classes#, % of total responses

Source� 3MFIF +4I Survey 2�1�

As is publically reported, the Swiss 2ational &ank 
and &ank of Israel are notable e\ceptions, investing 
heavily in equities. ;orries about a potential stock 
market correction, however, are creating problems. 
)quities overall performed poorly in 2�1�, refl ecting 
macroeconomic concerns and tightening monetary 
policy.

(espite this, 2�% of public investors plan to 
e\pand their equity investments �see Figure �. The 
trend was particularly strong among central banks 
and public pension funds, with more than a quarter of 
these institutions surveyed planning to increase their 
allocation to equities over the ne\t 12-2� months.

+overnment bonds and cash were less popular 
asset classes, with 26% and 1�% of +4Is planning 
to reduce or signifi cantly reduce their portfolio 
allocations respectively. In the case of government 
bonds this was partly offset by the �% of +4Is who 
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said they plan to increase their allocation. The outlook 
for corporate bonds appears neutral, with 1�% of 
respondents intending to increase their allocation 
�including 1�% of central bank respondents and 
1�% planning to reduce or signifi cantly reduce 
investments.

(eveloping a euro area safe asset
This year’s +4I survey seeks to uncover the reasons 
why investors hold euro area government securities, 
as well as the properties and benefi ts they would 
want to see in a supranational euro Ƅsafe asset’.

+4Is indicated their primary reason for investing 
in euro area sovereign debt was its high credit quality 
and liquidity. ;hile investors were not put off by the 
potential returns from these assets Ɓ an unsurprising 
conclusion, given the unprecedentedly low yield levels 
in the )uropean sovereign debt market Ɓ they also did 
not seem especially concerned with currency, asset 

class or geographical diversifi cation. 3nly around 2�% 
of respondents identifi ed each of these features as 
Ƅimportant’ or Ƅvery important’.

A large disparity emerged between the minimum 
required and most frequently held ratings on 
sovereign bonds held by +4Is. &y identifying the 
minimum required rating on euro area sovereign 
debt securities public investors hold, we sought to 
identify the minimum credit rating any hypothetical 
supranational safe asset would have to have. 
Similarly, investigating the most frequently held credit 
rating provides an additional layer of insight into why 
+4Is hold these securities. In the case of the former, 
�6% of central banks and ��% of +4Is generally can 
hold at least lower medium-grade securities, Nust a 
notch above non-investment grade or ƄNunk’ bonds. 
3nly around �% of respondents suggested they were 
required to hold Ƅprime’ securities, with a further 2�% 
required to hold high-grade bonds by virtue of their 
mandate or legal framework.

As for the most frequently held credit rating on 
euro area sovereign debt, +4Is indicated they most 
frequently held high-grade debt ���%, with a further 
��% most frequently holding prime quality securities. 
The implications are clear� liquidity and credit quality 
are signifi cantly more important than any potential 
returns or investment Nustifi cations for holding this 
debt. This was refl ected in the obstacles to further 
investment in the euro area that +4Is identifi ed. 
Almost ��% of respondents suggested that Ƅlow 
returns’ were the most important or a very important 
barrier to further investments in )uropean sovereign 
debt, far outweighing any other choice �see Figure 
1�.

(rawing distinctions between liquidity and 
credit quality proved more diƾ  cult. ;hen asked to 
distinguish between the two variables in the conte\t 
of Ƅrisk free assets’ generally, +4Is suggested credit 
quality was slightly more important than liquidity �1�% 
suggested the former outweighs the latter, �% vice 
versa, whereas ��% of respondents said both were 
equally important �see Figure 11. 

To translate these concerns into policy 
considerations, we asked respondents to share their 
views on the benefi ts, drawbacks and properties of 
a potential supranationally-issued euro area safe 
asset. The most important benefi ts identifi ed were 
the creation of a highly liquid market and an increase 
in the supply of top-rated bonds, refl ecting current 
tensions and dynamics in )uropean sovereign 
bond markets. &ut investors also suggested the 
issuance of a new supranational asset may reduce 
the liquidity and si^e of national markets. That being 
said, a signifi cant number said there would be no 
drawbacks to the issuance of a supranational euro 
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area safe asset, and �1% e\pressed support for 
further e\ploration of this proNect. =et, in the words 
of one respondent, this safe asset would remain 
plagued by a Ƅlack of credibility’ unless accompanied 
by signifi cant reform and further integration of the 
economic and monetary union architecture.

North America and )urope attract most investments
In terms of their broader regional distribution, +4Is 
allocate around �2% of their assets to developed 
markets �see Figure 12. This is in line with the 
inherently conservative aims of most public investors, 
and may also refl ect the emerging market volatility 
e\perienced in 2�1�.

The bulk of this allocation is in 2orth America and 
)urope, which account for around �6% of +4I assets 
in our sample. )merging markets in Africa and 0atin 
America are underrepresented, making up Nust �.2% 
of central bank holdings and only around �.�% of 
total +4I portfolios e\amined. This distribution is not 
e\pected to change signifi cantly in the medium term.

Investors are most enthusiastic about 2orth 
America and Asia, each being identifi ed by around 
2�% of respondents as locations in which they would 
Ƅincrease’ or Ƅsignifi cantly increase’ their allocation. 
Conversely, investors suggested they are likely to 
reduce or signifi cantly reduce their allocation to 
)uropean markets, with around 12% claiming they 
were likely to do so in the ne\t 12-2� months. =et 
most +4Is suggested they would keep their regional 
allocations unchanged �see Figure 1�.

The same holds true for currency allocations, 
which are poised to remain roughly unchanged for 
the coming years. (espite geopolitical and trade 
uncertainty, central banks remain overwhelmingly 
committed to the dollar. 3ur survey results suggest 
this is unlikely to change.

Central banks display the most conservative 
approach, with ��% saying they are overwhelmingly 
likely to keep their allocation constant to all 
currencies. Sovereign funds suggested they are 
most likely to move away from traditional reserve 
currencies �such as the dollar and euro and into 
more adventurous territory in the medium term, 
underscoring their different investment obNectives. 
The dollar is e\pected to face the greatest degree of 
change overall, with 1�% saying they would increase 
their allocation and another 11% suggesting they 
would reduce theirs. Similarly, while a net share of 
respondents suggested they would increase their 
allocation to the renminbi, a small portion indicated 
they would reduce their holdings over the 12-2� 
month hori^on �see Figure 1�. This stands in contrast 
to previous years, in which respondents usually only 
indicated they would increase their allocation.

0 10 20 30 40 50 60 70 80 90 100

All institutons

Pension funds

Central banks

Sovereign funds

Developed markets Emerging markets

0 10 20 30 40 50 60 70 80 90 100

Africa

Asia

Europe

Lat-Am-Caribbean

Middle East

North America

Significantly increase
Increase

Stay the same
Reduce

Significantly reduce

Figure 12: Vast gap between developed and emerging market allocation 
Share of investment portfolio by market type, weighted average % of total 
portfolio

Source� 3MFIF +4I Survey 2�1�

Figure 13: Geographical distribution likely to remain broadly unchanged
In the ne\t 12 24 months do you plan to increase, reduce or maintain your 
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6eal estate and infrastructure maintain popularit]
Real assets remain popular with +4Is. More than 
two-thirds of respondents who can invest in real 
assets claimed to have increased or signifi cantly 
increased their allocation to the asset class over the 
past three years.

Infrastructure is more popular overall, with around 
1�% of eligible +4I portfolios allocated to the asset 
class, compared with �% for real estate. This mostly 
refl ects the views of sovereign funds and public 
pension funds. Among central banks, only �% of 
those surveyed invest in the asset class. 3ften this 
refl ects regulations out of the control of reserves 
managers, as many central banks are prohibited 
from investing in relatively illiquid assets.

In our sample, �6% of central banks responded 
that they are not allowed to invest in real assets at 
all because of mandate constraints, with a further 
12% not allowed to invest because of laws and 
regulations. 3nly �% of central banks surveyed can 
invest in real assets without restrictions, with the 
remaining �% allowed to invest but restricted in the 
amount and type of assets in which they can invest. 
0ooking ahead, only �% of these central banks said 
they plan to increase allocation to real estate, and 
none plan to increase their infrastructure allocation.

3f those +4Is not currently allowed to invest in 
real assets, ��% said that they do not e\pect rules 
governing such investments to change in their 
Nurisdiction or specifi cally for their fund, while ��% 
said that if laws and regulations were changed to 
enable them to invest in real assets, they would still 
not consider doing so.

3thers are responding to changes to their 
mandates, with one sovereign fund reporting, Ƅ;e 
have increased allocation to real assets as they 
are key to the development of the country.’ 4ublic 

investors are also going deeper into the asset class 
as they gain more e\pertise. 3ne central bank 
investing in the asset class said Ƅwe started with 
unlisted fund structures, and have moved onto 
e\change-traded funds as well on a small scale.’ 
3verall, the most popular ways for +4Is to access 
real assets are private markets and private equity, 
with �1% and ��% of investors accessing the asset 
class in these respective means. 4ublicly listed 
assets were moderately popular, preferred by �6% 
of investors. Unlisted assets tend to dominate in the 
case of infrastructure, with 62% of +4Is investing in 
them, compared with ��% who invest in both listed 
and unlisted assets. The opposite is true for real 
estate� ��% invest in unlisted only, with 62% investing 
in both listed and unlisted.

&etween 2�%-2�% of investors said they 
access real assets through mutual funds and real 
estate investment trusts. Most of these holdings 
are concentrated in )urope, followed by 2orth 
America. This refl ects mainly the views of )uropean 
public investors that hold assets domestically. A 
respondent stated that the public pension fund 
they represented had increased their allocation 
and is adding international real estate to its 
portfolio. ,owever, most real assets �6�% remain 
domestically held.

The main motivation for +4Is to invest in this 
asset class is diversifi cation, closely followed by 
Ƅgood income prospects’. Most survey respondents 
���% said real assets had performed Ƅsignifi cantly 
better’ relative to cash over the past year, with a 
further 1�% saying they had performed Ƅslightly 
better’, and the fi nal �% stating they performed 
equally well. :ariables such as Ƅhigher yield’ and 
Ƅhedging’ were less relevant.

There is still a long way to go� one public 
pension fund said, while they started investing 
in infrastructure several years ago, they have not 
reached their target strategic weight. 0ooking ahead, 
1�% of respondents plan to increase their allocation 
to real estate and infrastructure. ;ithin the smaller 
sample of +4Is already investing in the asset class, 
��% plan to increase investments in real assets.

This trend is here to stay. ;hen asked whether 
they e\pect to e\it some of their real asset 
investments as monetary policy normalises and 
yields on traditional asset classes rise, �2% of 
+4Is gave a negative response. ,owever, there are 
obstacles for further momentum to take hold.

The greatest reported challenge faced by public 
investors in accessing real assets is the availability of 
good-quality investment opportunities, both in terms 
of proNects suitable to their own risk�return obNectives 
as well as the availability of a pipeline more broadly. 
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Some investors referred to the lack of secondary 
market liquidity as another obstacle when investing 
in real assets, as well as the broader illiquidity of the 
asset class �see Figure 1�.

3n the regulatory side, one sovereign fund 
stated that Ƅ&asel and Solvency regulations 
discourage banks and insurers to hold infrastructure 
assets’, hindering the asset class’s development. 
They recommended recalibrating the Capital 
Requirements (irective I: and Solvency II directive, 
favouring more long-term investments. The 
impermanence and inconsistency of regulations 
were also cited as obstacles, as were changes 
in tariffs and ta\es. The same is true of policy 
uncertainty around trade and immigration, which 
has had an impact on construction costs in certain 
Nurisdictions, with the effects being felt across real 
assets. The comple\ity of administrative regulation 
of real assets was also cited. 4ublic investors were 
less worried about issues with costs or the shortage 
of either data or knowledge to assess the asset 
class.

-ncorporating )S+ criteria 
As with real assets, the desire of +4Is to integrate 
environmental, social and governance criteria in 
their investment decisions is a trend that has carried 
through this year. All sovereign funds and ��% of 
public pension funds surveyed said they invest in 
green or sustainable assets.

The story is different for central banks. (espite 
these institutions’ growing interest in the climate 
agenda, evidenced by the establishment of the 
2etwork for +reening the Financial System, central 
banks’ rhetoric is not being matched with action. 
Fewer than half of central banks surveyed invest part 
of their reserves in green or sustainable assets �see 
Figure 16. This partly refl ects constraints on the 
types of asset classes central banks can purchase. 
Among central banks in our sample who do not 
currently invest in green or sustainable assets, one-
third are prevented by their mandate from doing so. 
,owever, some reported they are looking to revise 
their mandates to enable them to allocate greater 
shares of their portfolios to such assets. )ven so, this 
may not always be possible. The lack of supply for 
suitable proNects and the relatively underdeveloped 
nature of the asset class was cited as a barrier to 
investment, as green assets often fail to meet public 
investors’ liquidity and maturity thresholds.

)S+ criteria are becoming more important 
in respect of outsourcing portfolios to e\ternal 
managers. Most public pension and sovereign funds 
consider )S+ criteria Ƅimportant’ or Ƅvery important’ 
with regards to guidelines for e\ternal managers, 

compared with Nust one-quarter for central banks. 
This can take the form of divestments as well as 
active investments in green assets. +reen bonds 
dominate, with ��% of institutions surveyed who 
invest in green assets choosing this instrument. 
+reen equities were the second-most popular 
asset, chosen by ��% of respondents. ,owever, 
the understanding of sustainability among public 
investors may differ, as allocations reported in the 
survey do not always match the data on climate-
aligned or certifi ed investments.

Respondents reported challenges with investing 
in sustainable assets. Among those who do not 
currently invest, the most popular reason for doing 
so was that it does not fi t with the current fund 
strategy, while insuƾ  cient data also cited by several 
respondents �see Figure 1�. 3thers said they are 
Ƅstill thinking about it’ and that Ƅthis will be part of 
future discussions’.

4357

Yes
No

All institutions

Central banks

Pension funds

Sovereign funds

Figure 16: Uneven commitment to sustainability
Do you invest in green or sustainable assets#, % of responses

Source� 3MFIF +4I Survey 2�1�
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Figure 17: Strategy and knowledge among main obstacles to ESG investment
Why do you not invest in green�sustainable assets#, % of total responses

Source� 3MFIF +4I Survey 2�1�

Key challenges 
include the 
absence of (i) 
a harmonized 
definition, (ii) 
a classification 
system and (iii) 
transparency 
and 
accountability 
in company 
data.

Central bank, on 
obstacles to the 
adoption of ESG 
assets
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Most of the investors in our survey directly invest 
in physical gold ��2%, with �% each in the three 
asset categories of mining, futures and mutual 
funds. The popularity of physical gold goes together 
with the metal’s legacy status and its inability to 
generate consistent yields. )uropean institutions 
tend to hold the most gold Ɓ with one-third of 
institutions from the region allocating more than 
16% of their portfolio to it Ɓ while 2orth American 
and Middle )astern institutions, the Federal Reserve 
notwithstanding, tend to hold the least gold.

Respondents shared their views on the forces 
impeding their access to the gold market. They were 
most concerned with the headline risks associated 
with investing in gold, as well as the market’s 
volatility. &oth options were identifi ed as important 
by around ��%-��% of investors.

)xternal risks worr] +P-s
;e asked global public investors to identify 
the key themes impacting asset allocation and 
reserves management over their longer-term 
hori^on. Respondents were asked to rank different 
dimensions of strategic change Ɓ e\ternal and 
internal developments, political and economic 
concerns Ɓ according to their order of priority

+4Is feel most vulnerable to e\ternal changes, 
with more than ��% selecting e\ternal economic 
developments, such as changes in the world 
economy or in the reserve status of various 
currencies, as the most important variable likely 
to affect their decision-making �see Figure 1�. 
In parallel, a roughly equivalent share selected 
e\ternal political developments Ɓ continuing trade 
confl ict, for e\ample, or geopolitical shifts Ɓ as their 
second-most pressing concern. Meanwhile, technical 
developments, such as cyber attacks or other forms 
of technological change, were not regarded as 
signifi cant, with Nust 6% selecting it as their third-
most important worry. The same holds true for 
internal developments, such as staƾ  ng constraints 
or outdated IT infrastructures.

To scrutinise more closely the e\ternal economic 
developments at the heart of investor disquiet, we 
asked respondents to identify their stance towards 
the future role of the renminbi, both on a global level 
and with respect to their own reserves management 
practices. A revealing disparity emerged� while 
almost all +4Is suggested the role of the Chinese 
currency would increase ���%, only �1% indicated 
they would increase their allocation towards it over a 
long hori^on, with another ��% indicating they would 
seek greater involvement �see Figure 2�.

This suggests some hesitation over the openness 
of the Chinese economy, with one respondent noting 
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Figure 19: External vulnerabilities worry GPIs
What do you think are the top three considerations on the way your reserves 
are managed in the future# 6ank them 1, 2, and �, % of total responses

Source� 3MFIF +4I Survey 2�1�
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Figure 18: Threat of infl ation declining in importance; diversifi cation key
What are the main factors inƽ uencing your gold allocation#, % who selected 
option as ‘important’ or ‘very important’

Source� 3MFIF +4I Survey 2�1�

Around ��% of +4Is surveyed said they plan 
to Ƅincrease’ or Ƅsignifi cantly increase’ their green 
investments, with green bonds being the most 
popular option.

Historical legac] underpins gold allocation
This year’s survey shows that the rationale behind 
gold purchases is steadily changing. Infl ation is 
declining in importance among public investors in 
the conte\t of gold, and surprisingly among central 
banks in particular. 3nly 12% of survey respondents 
indicated they used gold as an infl ation hedge. 
Meanwhile, 6�% indicated that gold’s safe haven 
status and historical position were particularly 
important reasons for investment �see Figure 1�. 
Most developed market central banks tend to hold 
gold for historical reasons as well, a priority not 
shared by public investors from Africa or 0atin 
America.

More liquid 
asset classes 
such as fixed-
income and 
money market 
securities are 
preferred. Gold 
price volatility 
in the short-
term is another 
factor which 
makes this 
asset class less 
attractive.

Central bank on 
gold allocation 

GPI_2019_FinalBook.indb   86 22/05/2019   12:26



Global Public Investor 2019

  omfif.org  | ��

that Ƅto increase e\posure, ?weA need capital markets 
to be more open and ?have aA better legal framework 
Ɓ it is cumbersome to get the contracts.’

The survey results suggest that public investors, 
and central banks in particular, have been slow to 
adapt to new technological developments. (espite 
the rising frequency of cyber attacks worldwide, 
almost ��% of central banks have yet to implement 
changes to their cybersecurity framework, and a 
further 1�% do not consider cybercrime a signifi cant 
threat to their reserves management operations 
�see Figure 21. 2onetheless, most institutions 
have adopted new measures Ɓ one central bank 
respondent noted they had made Ƅlarge investments 
in resilience’, both for cybersecurity and business 
recovery capabilities. 

The picture is more unsettling when it comes 
to the application of big data analytics and 
artifi cial intelligence to investment and reserves 
management. 3f the institutions surveyed, ��% 
have yet to consider or apply AI to their reserves 
management systems, compared to the mere �% 
who use these technologies in their operations 
�see Figure 22. 2one of the central banks surveyed 
indicated they currently use any of these tools in their 
reserves management, though several indicated they 
are weighing various approaches and options. 3ne 
institution said they were Ƅworking on an agenda to 
study the best uses of those techniques in reserves 
management, ?andA e\pect to implement some 
related proNects in the coming years.’ Forthcoming 
changes have the potential radically to alter the 
nature of reserves management.

The survey shows that the public investment 
sector is growing and changing at a slow, steady 
pace. +4Is are embracing more risk in their asset 
and currency and allocations, but obstacles including 
cost and board approval hinder the speed of these 
shifts. Central banks are waking up to the pending 
threat of climate change, but diversifying into green 
and sustainable assets only sluggishly. Technological 
advancement remains a key macroeconomic 
and geopolitical variable for +4Is, but adoption 
of updated defences and innovative investment 
management techniques has been gradual. If global 
economic uncertainty rises further, +4Is will have to 
react quickly and draw on the e\perience of the past 
decade to produce intelligent, considered responses.✦
The authors are (anae /]riakopoulou� 'hief )conomist 
and (irector of 6esearch� and Pierre 3rtlieb� )conomist 
at 3MF-F. ;e are grateful to the following individuals 
for their views and advice in preparing the surve] 
Uuestions� .ohn Nugʣe� +ar] Smith and )lliot Hentov 
from the 3MF-F Advisers Network� and Markus 
Schuller from Panthera Solutions.
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Figure 20: Investors cautious over involvement in renminbi
How do you see the role of the renminbi as a reserve currency developing 
and how will you respond#, % of total responses

Source� 3MFIF +4I Survey 2�1�

Figure 21: Cyber defence build up underway
How have you responded to the threat of cyber crime#, % of responses

Source� 3MFIF +4I Survey 2�1�

Figure 22: Global public investors lagging behind in the AI deployment 
What approach does your institution employ in applying big data, artifi cial 
intelligence and machine learning to investment management#, % of total responses

Source� 3MFIF +4I Survey 2�1�
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Shifting business models

With developed 
markets’ 
sovereign 
yields 
entrenched 
near zero, it 
has become 
increasingly 
difficult to 
generate 
enough returns 
on foreign 
exchange 
reserves to 
offset the cost 
of monetary 
policy 
operations.

=andraduth 
+oogool]e
Bank of Mauritius 

Reserves management is one of the core 
functions of the Bank of Mauritius. We 

determine the composition of the offi cial foreign 
reserves and work to ensure returns, security and 
liquidity.

Following the 2008 financial crisis, the BoM 
embarked on a process of reserve accumulation. It 
now has reserves of around $6.5bn. With developed 
markets’ sovereign yields entrenched near zero 
or even in negative territory, it has become 
increasingly difficult to generate enough returns 
on foreign reserves to offset the cost of monetary 
policy operations.

Therefore, starting 2015, we began modernising 
our reserves management. With assistance from the 
World Bank and Bank for International Settlements, 
the BoM initiated its first strategic asset allocation 
exercise. This comprised setting risk and return 
targets for the entire reserves portfolio as well as 
dividing it into tranches with different risk and 
return profiles.  The strategic asset allocation is 
reviewed annually. 

To ensure the availability of reserves in case 
of shocks, and as part of setting appropriate 
investment priorities, an assessment of what 
constitutes an adequate level of reserves is 
performed each year. The reserves portfolio is split 
into three tranches: working capital, liquidity and 
investment. The working capital tranche handles 
any potential daily cash flow needs and usually 
has a one-month investment horizon or less. The 
liquidity tranche’s main objective is to replenish 
the working capital tranche when it is drawn 
down and is made up of liquid assets that can be 
disposed of at short notice. Its investment horizon 
is typically set at 12 months. Any excess reserves 
beyond those in the working capital and liquidity 
tranches are allocated to the investment tranche, 
which has a longer investment horizon and aims to 
generate higher returns while remaining liquid.

Capacity building
In order to meet our objectives and given the 
market outlook, we decided in 2015 to appoint 
external managers to oversee part of our reserves.

Along with an improved investment 
management process, the BoM has focused on 
establishing a sound governance structure and 

improving oversight of our investment and risk 
management framework. The board of directors 
sets the risk tolerance and investment horizon 
and approves all eligible asset classes, as well as 
the overall risk budget under the strategic asset 
allocation strategy. An investment committee has 
been set up and meets regularly to manage reserves 
effectively, monitor risks and review the latest 
market developments. There is a clear separation of 
duties between the front, middle and back offices. 
An independent risk management team has been 
created to work closely with portfolio managers 
to ensure risk limits are not breached. It plays an 
active role in the portfolio construction process.  

To support reserves and risk management, there 
are continuous efforts to develop infrastructure 
and support systems. The BoM brought in a global 
custodian and invested in multi-asset order and 
execution management systems as well as financial 
workstations. This will allow us to connect to global 
capital markets. It will create more efficient work 
flows between the portfolio and risk management 
teams, as well as the payments and settlements 
systems and accounting groups. The bank has 
invested in a post-trade connectivity solution 
to ensure the smooth transition of trade flows 
from the order management system settlement 
platforms. This is expected to enhance portfolio 
and risk management, optimise work flows, 
enhance compliance procedures and contain 
overall operational risks.

In restructuring and enhancing reserves 
management, the BoM places strong emphasis on 
continuous capacity building for staff in reserves 
management, global macro trading and research, 
and risk management.
=andraduth +oogool]e is +overnor of the 
&ank of Mauritius.

��

Splitting portfolio to meet central bank needs
The %ank of 0auritius has overhauled its reserves management operations to ensure they are modern, fi t for 
purpose and resistant to potential risks.
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Shifting business models

Room for private equity

Investors need 
to remain 
focused on the 
bigger picture, 
rather than 
being swept 
along by the 
noisier short-
term market 
movements 
and debate on 
when, and if, a 
recession will 
hit.

/atrina /ing
5IC

The signals are unmistakable. All major 
indicators over the past 12 months point to 

the late phase of a prolonged economic cycle, 
with the risk of a recession decidedly on the rise. 
During this uncertain time, investors need to 
remain focused on the bigger picture, rather than 
being swept along by the noisier short-term market 
movements and debate on when, and if, a recession 
will hit. Now is when managers should consider 
the defensiveness of portfolios to minimise risks 
in the event of a recession. However, adopting 
a completely defensive stance with a 100% cash 
allocation may be a premature and costly mis-step, 
as a late cycle can be extended. This perspective 
has gained traction since the start of 2019 as 
central bankers have taken a dovish stance, giving 
the economy room to continue its expansion.

Portfolio diversification, through the addition 
of bonds, commodities or gold, is another well-
trodden defensive path, but it may offer a false 
sense of security as equity correlation assumptions 
may not always hold true. If there’s one rule the 
Queensland Investment Corporation advocates 
when investing in this late cycle environment, it is 
that the usual rules don’t apply. 

We recently examined the impact on a portfolio 
on an equity downturn under three scenarios: 
do nothing, sell to buy bonds, or hedge via 
equity options. The last was the clear winner, 
effective under a range of debt/equity correlation 
assumptions.

Aim for quality
The quality of portfolios is another vital element 
to successfully weathering this late cycle phase. 
In this cycle, investment-grade credit has an 
important place, especially if the goal is to increase 
fixed-income allocations. While well-researched 
credit names are more likely to make it through 
a recession intact, market-to-market risk can be 
mitigated by balancing towards non-cyclical names.

Further, in this post-financial crisis and post-
quantitative easing world, standard government 
bond benchmarks warrant reconsideration. 
Benchmarks with heavy weights to negative 
yielding bonds may not offer the anticipated 
protection in risk-off scenarios. Tailored 
benchmarks or sub-indices may be more 

appropriate. Those investors who hold their nerve, 
set high standards and do not rush to rebalance 
real assets are likely to benefit. For instance, when 
consumer sentiment lags, retailers and other 
tenants focus on high-quality locations which 
act as a commercial or community hub, ensuring 
significant foot traffic. Real assets, such as real 
estate, and retail-led and mixed-use town centres, 
could be a beneficial addition to portfolios. 

Active management
Combining this long-term investment mindset with 
active management can bear fruit in infrastructure 
investments, especially in strategic core assets such 
as gateway airports and ports, which can weather 
turbulent times. Historically, this active approach 
has delivered robust returns through the cycle. The 
defensive characteristics of these infrastructure 
assets produce highly predictable cash flows that 
are protected by regulation or long-term inflation-
linked contracts. 

This element of active management plays a role 
in quality, private equity opportunities. PE not only 
out-performs public equity markets on average, 
but improves the performance of a business 
beyond the market’s daily gyrations. Moreover, 
this outperformance is cyclical. QIC found PE 
returns tend to lag during expanding markets but 
outperform listed equities more than average in 
late-cycle environments, offering attractive return 
diversification. By focusing on the quality of the 
assets and experience of the manager, PE assets can 
continue to perform regardless of what’s happening 
in the market.  

When investing in this late cycle phase, it is 
important to monitor developments closely. Rather 
than bunkering down, investors should reposition 
portfolios so they strike a balance between liquid 
assets and exposure to quality real assets. This will 
provide an element of protection while granting 
opportunities from stable cashflows which can 
weather changes in the economic cycle. After all, 
no one knows how long this cycle will continue and 
when the slowdown will occur. 
/atrina /ing is +eneral Manager – 6esearch 
and Product -nnovation at 5-'.

Investing during a late-cycle phase requires a balancing act between defensive positioning and agile 
portfolio management. In this environment, the usual investment rules do not apply.
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Avoiding the pitfalls of behavioural bias

A manager who 
consistently 
outperforms 
when markets 
are good but 
underperforms 
when they 
are weak may 
be under the 
influence 
of an overly 
optimistic 
behavioural 
bias.

Josh 
Lohmeier
Aviva Investors

Many factors can explain return attribution 
differences in credit portfolio returns – 

duration, interest rate positioning and, most 
importantly, sector allocation and security selection.

Solid fundamental credit research is a 
cornerstone of any successful corporate bond 
management strategy. Most managers generate most 
of their excess returns through sector allocation and 
security selection. However, many of them do not 
place enough weight on the importance of portfolio 
construction. 

A manager who consistently outperforms when 
markets are good but underperforms when they 
are weak may be under the influence of an overly 
optimistic behavioural bias. Many corporate credit 
managers fall into this trap mostly because their 
portfolios are over-weighted toward lower quality (or 
lower-rated credit risk) issues. As a result, the excess 
returns generated by most corporate bond managers 
are correlated highly to the direction of credit 
spreads. Credit portfolio managers should be able to 
establish relative value between lower- and higher-
risk bonds. This should help them decipher if the 
potential returns of risky bonds match the additional 
investment risk assumed within a portfolio. 

Credit managers tend to rely heavily on tracking 
error as a means of assessing portfolio risk. This 
results in an anchoring bias to an inefficient 
benchmark. While it is important to be aware of 
portfolio tracking error, investors should bear 
in mind its limitations as a tool in portfolio 
construction. 

All too often it is used as a tether by portfolio 
managers. If benchmark indices are inefficient, then 
deviations from the benchmark should be beneficial 
by reducing risk or improving portfolio returns. 
However, deviating from a benchmark is often 
viewed as ‘taking risk’ rather than reducing it or 
improving risk-adjusted returns. 

Looking beyond benchmarks
Frequently, portfolio managers end up owning a 
security they do not particularly like, in a sector with 
an unfavourable outlook, simply because the issue 
is a large contributor to the benchmark. Therefore, 
adding tracking error can sometimes be beneficial. 
If a portfolio manager holds an unfavourable view 
of a security or sector, they should feel confident 

in avoiding that part of the market. Instead, they 
should look for other areas with similar levels of risk, 
volatility and macro drivers in which to invest in 
order to offset the underweight.  

All investment-grade fixed income managers 
face behavioural biases and misconceptions in risk 
analysis. If not recognised and properly accounted 
for, these obstacles can hamper a manager’s ability 
to outperform consistently over an investment 
cycle. However, by approaching these challenges 
proactively and creating systems and solutions to fix 
them, credit managers can take advantage of these 
limitations and increase returns.  

One of the most effective yet misunderstood ways 
to address these pitfalls is through the establishment 
of a careful and deliberate portfolio construction 
process. An effective process allows credit managers 
to look beyond the effects of behavioural bias and 
reduce the negative impacts of certain inhibiting 
risk metrics. A process that does not account for 
these characteristics will leave credit managers and 
investors vulnerable to downside risk. 

There is value in looking at metrics like tracking 
error. However, these metrics should not be the sole 
or primary focus, given the constraints they place on 
a portfolio manager. 

An effective portfolio construction process 
allows a credit manager to take advantage of the 
structural inefficiencies in the credit markets, 
while still benefiting from a strong bottom-up and 
fundamentally-based credit idea generation process. 

Managers who implement a process which is free 
from the constraints of a traditional benchmark-
linked approach are likely to offer returns that 
outperform through every stage of an investment 
cycle, and as a result are highly likely to be 
uncorrelated to the many peers who do follow such 
an approach. w
Josh Lohmeier is AIA Investment Officer 
and Head of North American Investment 
Grade Credit at Aviva Investors. Follow the 
link below to read an Aviva Investors report 
on corporate bond portfolio construction. 
https://thinktank.omfif.org/avivainvestors
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Credit managers tend to rely heavily on tracking error as a means of assessing portfolio risk, an issue that 
could be avoided through the establishment of a careful and deliberate portfolio construction process.
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Shifting business models

Leveraging long-term equity

Our focus 
has shifted to 
sustainable 
long-term 
revenue 
growth, 
operational 
improvement 
and 
governance.

Stʣphane 
)tro]
Caisse de dʣpʭt 
et placement du 
5uʣbec

I nterest rates have remained low for the better part 
of the past decade in most advanced economies. 

For public institutional investors, this has provided 
both opportunities and challenges. &heap fi nancing 
facilitates investment in costly infrastructures. 
These are needed around the globe because of 
demographic and economic growth or due to years 
of neglect and underfunding by local governments. 
But low interest rates are an issue for pension fund 
administrators that traditionally relied heavily 
on fi xed income portfolios, whose performance 
is aligned closely with offi cial benchmark rates.  
The Caisse de dépôt et placement du Québec  
manages funds primarily for public and parapublic 
pension and insurance plans in Quebec. It is one of 
Canada’s leading institutional fund managers and 
invests in maMor fi nancial markets, private eTuity, 
infrastructure, real estate and private debt. Our 
home market is a mature economy with a limited 
investment market compared to global markets. 
The US and Europe offer scale and opportunities 
to invest in leading companies. Their sophisticated 
fi nancial markets generate intense competition 
for investment opportunities. Our globalisation 
strategy also targets a limited number of emerging 
markets into which capital is deployed gradually and 
patiently alongside our local partners.

Long-term strategy for long-term objectives
We have no material reason to focus on yearly 
returns; our actuarial obligations are predictable 
and therefore require a return on investment over 
decades, not years. This long-term outlook enables 
CDPQ to hold steady through industry cycles and 
adapt properly to new technologies.

The development of a new product, service, 
process, software or brand is often slow and tedious. 
For entrepreneurs, frequent changes in private 
equity owners are distracting to the management 
team and costly in terms of transaction costs.

A long-term investment strategy helps to 
conclude successfully transactions with companies 
that require substantial investment, but whose 
growth strategy is planned over many years. There 
is considerable value to be found in innovation, 
research and development. Most businesses have 
not integrated all the existing technologies that 
could benefit them substantially. This process often 

disturbs long-established practices and falls into 
regulatory grey zones. It is a long-term endeavour.

This approach requires a different way of 
thinking. CDPQ’s international private equity 
division is more akin to an industrial investor 
than a financial one. Our focus is not ‘multiple 
arbitrage’ (increasing returns through playing the 
difference between entry and exit valuation earnings 
multiples). Nor is financial engineering (using debt 
leverage to increase equity returns) at the centre of 
our portfolio management strategy. The impact of 
the two over a 10-year holding period is marginal. 
Our focus is more sustainable long-term revenue 
growth, operational improvement and governance. 

As an active minority investor, CDPQ negotiates 
governance in line with our level of ownership. 
The intent is not to manage the company, but to 
influence positively the management team and 
co-investors. Consequently, our operating partners 
are key members of the international private equity 
team. They manage the portfolio, interact with 
chief executives and boards, leverage CDPQ’s global 
network and steer value creation initiatives.

This heightened level of commitment toward 
invested companies and the sustained involvement 
it requires brought CDPQ to develop a business-
owner mindset.

This approach cannot be applied to all types 
of businesses. A successful globalisation strategy 
depends on choosing wisely which locations to 
focus on for deployment. Similarly, a successful 
private equity strategy depends on choosing wisely 
in which sector and industry to invest. Considering 
that CDPQ’s depositors need stable, steady returns 
on their funds, the international private equity 
team focuses on business driven by macro trends in 
health, technologies, financial services and clean 
industry. 

In a competitive market, an investor must 
differentiate itself. Capital is a commodity. At CDPQ, 
differentiating ourselves means providing sustained 
support to business founders, entrepreneurs, 
management teams and equity partners over the 
long-term. This is how our international private 
equity team intends to thrive and create value 
during the next decade.
Stʣphane )tro] is Head of Private )Uuit] at 
'aisse de dʣpʭt et placement du 5uʣbec.

A long-term investment strategy helps to hold steady through industry cycles and adapt properly to new, 
benefi cial technologies.
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Shifting business models

The end of Libor

Much more 
needs to 
be done to 
make sure 
that market 
participants 
plan for a 
transition move 
away from 
Libor. There is a 
huge role here 
for the public 
sector. 

)dwin 0atter
*inancial Conduct 
Authority

The London interbank offered rate (Libor) 
has been a cornerstone of global fi nancial 

markets. Five years ago, the future of Libor was 
not up for discussion. The Financial Stability 
%oardȢs 2ffi cial 6ector 6teering Group published 
its fi rst report in -uly 2���, and offi cial sector 
authorities made recommendations to strengthen 
Libor (and other interbank rates) together with the 
development of new risk-free rates.

Three years later, in July 2017, Andrew Bailey, 
chief executive offi cer of the )inancial &onduct 
Authority, made clear that the future of Libor was 
not guaranteed. The rate’s long-term survival 
was in doubt due to the thinness of underlying 
market activity and submitter banks’ discomfort in 
continuing to submit based on expert judgement. 
He announced that the authorities were discussing 
with the Libor panel banks an agreement to 
sustain the rate voluntarily until the end of 2021. 
This built on the good work that was already 
being done by the administrator, ICE Benchmark 
Administration, and the panel banks to meet new 
regulatory requirements in place since 2013. Libor 
was, temporarily, stabilised.

Work on alternative risk-free rates is 
proceeding at full speed. More than 10 private 
sector working groups focused on interest rate 
benchmark reforms have been convened by central 
banks around the world. For Libor, each currency 
now has at least one alternative rate that can be 
used when Libor disappears. The risk-free rates 
are based on either the unsecured or secured 
wholesale overnight lending market, overnight 
being the maturity at which transactions in these 
markets are concentrated. Recent data show how 
the secured overnight fi nancing rate �the 86 risk-
free rate of choice) and sterling overnight index 
average (Sonia, the UK rate) are based on hundreds 
of daily market transactions averaging around 
$750bn and £45bn, respectively. By comparison, 
transactions feeding into the calculations of 
three- and six-month sterling Libor average only 
£187m and £87m per day, respectively.

These factors matter a great deal because, 
put simply, Libor is one of the most important 
numbers in the world. Estimates of its use vary, 
but they are all in the hundreds of trillions of 
dollars. It is not only the raw value of contracts 

referencing the rate which is worrying, but 
the breadth of its use. Libor has found its way 
not only into loans or derivatives, but into tax 
calculations, credit cards and even into regulatory 
requirements.

Given this importance, one would expect 
transition to be high on the industry’s agenda. 
This is the case for many large fi rms. %ut some 
have not yet addressed this task with the priority 
it requires. While awareness of the exposure of 
individual fi rms has grown substantially, this was 
from a near zero base and remains patchy. Much 
more must be done to ensure that more market 
participants plan for a move away from Libor. 

There is a role here for the public sector to help 
with outreach in local markets. Many central 
banks are already providing support to industry 
working groups, administering risk-free rates 
and engaging in international forums. Securities 
regulators are working together internationally 
through the International Organisation of 
Securities Commissions.

However, some jurisdictions are only 
just starting to consider the consequences 
of transition. While markets are global and 
interconnected, they also have their own 
peculiarities. $longside fi nancial regulators, 
central banks are best placed to make assessments 
and ask their supervised fi rms to do their 
homework.

��

The /ondon interbank offered rate has been a cornerstone of global fi nancial markets, but work on 
alternative risk-free rates is proceeding at full speed.

Source� IS(A, 3MFIF analysis

Libor remains benchmark rate for international lending
Key interest rate benchmarks, 2018 notional traded value, �tn
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Risk-free rate demand growing
Central banks should engage with market 
participants to test their awareness of the fragility 
of Libor. They are in a strong position to use their 
network of connections to distribute information 
and gather feedback and intelligence. It is possible 
to draw on the experience of other jurisdictions 
to expedite the drafting of a clear road map and 
deliverables. Progress can be tracked through 
regular supervision activities and by requesting 
relevant firmsȢ detailed plans. This is a step 
that the UK authorities took in September 2018 
through a ‘Dear CEO Libor letter’ sent to CEOs 
of major banks and insurers. Results should be 
available in the coming months. The Hong Kong 
Monetary Authority issued a similar letter at the 
beginning of March 2019.

The good news is the move has started. 
Demand for risk-free rate products is growing. 
Since June 2018 there has been more than £14bn 
of new ˌoating rate note issuance linked to the 
UK’s Sonia benchmark and $46bn linked to the 
US’s Sofr. But the buy side, including public-
sector investment vehicles, needs to be on board 
as well. All have an important role to play as key 
adopters of risk-free rate-linked products. Supply 
will follow demand, and investors can lead the 
way. Sovereign funds, pension funds and banks’ 
treasuries can catalyse a virtuous circle.

The transition will not be easy. Overnight rates 
are very different from Libor, which sets interest 
payments in advance, most commonly over three 
or six months. This appears to be particularly 
important for some corporates that need to know 
– or at least are accustomed to the practice – their 
cash ˌow in advance. /ast summer the )inancial 
Stability Board published a statement identifying 
some role for term rates set in advance, should they 
be available, recognising that an overnight risk-free 
rate may not be optimal in all cases. However, to 
support financial stability, the )inancial 6tability 
Board noted that their use should in general 
be limited to only some cash products. The 
authorities’ expectation is that most contracts, and 
in particular derivatives, will embrace the risk-free 
rates based on overnight transactions.

In many ways, new transactions will be 
the easy part. Markets must also deal with the 

large numbers of contracts which may still 
be outstanding when Libor ends. Derivatives 
contracts, which are by far the largest share 
of the notional outstanding, should be dealt 
with by signing the new International Swaps 
and Derivatives Association protocol providing 
robust arrangements for contracts to ‘fall back’ to 
alternative rates.

Many other contracts, including bilateral 
agreements, bonds and securitisations, will need 
more active interventions from counterparties. 
Trade associations have highlighted this problem 
to the relevant working groups and authorities. 
0any are working with their members to find 
solutions. In the UK, the Loan Market Association 
has been heavily involved in the drafting of ‘New 
and legacy loan transactions referencing sterling 
Libor’, a paper which seeks to establish market 
conventions for loan market participants who 
continue to reference Libor in new and legacy loan 
transactions.

Libor’s days are numbered and transition to 
alternative rates is necessary. While parts of the 
market are already on board, the rest must follow. 
Central banks and sovereign funds have a key role 
to play in making sure that the discontinuation of 
one of the most important numbers in the world 
does not create unacceptable consequences, at 
home and abroad.  
)dwin 0atter is (irector of Markets and 
;holesale Polic] at the 9/ Financial 
'onduct Authorit].

Demand for 
risk-free rate 
products is 
growing. Since 
June 2018 there 
has been more 
than £14bn of 
new floating 
rate note 
issuance linked 
to the sterling 
overnight 
index average 
and $46bn 
linked to the 
US’s secured 
overnight 
financing rate. 
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The investment influencers
1: )rnest Addison
Governor, Bank of Ghana
)rnest Addison is governor of the &ank of +hana. 
,e was previously the central bank’s director of 
research. ,e left that role  2�11 to Noin the African 
(evelopment &ank, where he worked until his 
appointment in March 2�1�. Since then, +hana 
has e\perienced a signifi cant improvement in its 
balance of payments position, and infl ation has 
reached and remained at record lows, despite an 
early 2�1� uptick.

2: Hajia Aisha (ahir-9mar
Director General, Nigeria National 
Pension Commission
,aiNa Aisha (ahir-Umar took over as acting 
director-general of the 2igeria 2ational 4ension 
Commission in 2�16. Since she took oƾ  ce, 
enrolment rates in the contributory pension 
scheme have risen, and she has introduced a 
slew of new measures aimed at retirees Ɓ such 
as workshops on pension fund administration 
and other activities to facilitate the transition to 
retirement. 

3: =ngve Sl]ngstad
Chief Executive Offi  cer, Norges 
Bank Investment Management
=ngve Slngstad has been chief e\ecutive oƾ  cer 
of 2orges &ank Investment Management since 
2���. (espite a diƾ  cult global macroeconomic 
environment over the course of 2�1� the bank 
caught the investment community’s attention 
with two critical asset allocation decisions. 
First, it announced it would raise the share of 
equities in its portfolio to around ��% to improve 
performance in the low-rate environment. Second, 
it declared it would begin divesting from certain oil 
and petroleum shares, which make up 1.2% of its 
portfolio.   

4: /ristian Fok
Chief Investment Offi  cer, 
CBUS Super
C&US Super is Australia’s ���.6bn pension fund 
for the construction and building industry. As 
chief investment oƾ  cer, Kristian Fok has sought 
to strike a delicate balance between fi nancial 
return and sustainable development. Assets under 
management have doubled over the past fi ve 
years, resulting in the decision last year to move a 
raft of assets into in-house management. Similarly, 
C&US is collaborating on a host of green proNects 
with the Australian green investment bank, such 
as its fl agship clean energy mi\ed-use real estate 
development in central Melbourne.   

5: Philip 0ane
Executive Board Member, 
European Central Bank
4hilip 0ane served as governor of the Central 
&ank of Ireland between 2�1�-1�. ,e oversaw 
a period of muted infl ation and solid growth in 
the Irish economy, and is widely regarded as one 
of the more dovish members of the )uropean 
Central &ank’s +overning Council. ,e has led the 
)uropean Systemic Risk &oard’s safe asset task 
force since 2�16. 3n 1 .une 2�1�, succeeded 
4eter 4raet as the )C&’s chief economist.  

6: .anice (unn 0ee
Acting Chief Executive Offi  cer, 
United Nations Joint Staff 
Pension Fund
Appointed to the United 2ations .oint Staff 4ension 
Fund board in .anuary 2�1�, .anice (unn 0ee 
previously served in a range of roles across the  U2 
and the 3rganisation for )conomic Co-operation 
and (evelopment. Under (unn 0ee’s tenure so far, 
the U2.S4F has taken strides towards socially 
responsible investment, including increases in its 
green bond portfolio. This has been complemented 
by the development of new data analytics 
approaches to better evaluate its portfolios’ social 
and environmental risk characteristics.  

1
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3

4
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6

People behind the assets
The men and women who oversee investment trendsÔ
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7: 6achel )lwell
Chief Executive Offi  cer, Border 
to Coast Pensions Partnership
Rachel )lwell Noined &order-to-Coast 4ensions 
4artnership in (ecember 2�1�, tasked with 
managing its organisational and investment 
strategies. The multi-billion-dollar pension pool 
is the product of the consolidation of UK pension 
schemes. This move has led to administrative 
and fi nancial challenges, such as the e\igencies 
of property pooling processes. &order to Coast 
recently announced a renewed e���m focus 
on private equity, targeting e\posure across 
developed and emerging markets. 

8: .uan .osʣ )chavarria
Governor, Banco de la República, 
Colombia
.uan .osʣ )chavarria has been governor of the 
&anco de la Repʱblica I Colombia since .anuary 
2�1�. This follows a long career in academia 
and in the Colombian government. )chavarria’s 
tenure has seen a spike in investment in Colombia, 
driven by a favourable fi scal and monetary stance. 
Meanwhile, the country remained relatively 
unscathed by the market turbulence that affected 
other emerging markets in 2�1�. Infl ation has 
remained stable despite some lingering pressures. 
Annual infl ation has slowed to around �.1%, close 
to the central bank’s �% target.

9: Anastasia Titarchuk
Interim Chief Investment Offi  cer, 
New York State Common 
Retirement Fund
Anastasia Titarchuk was named Chief Investment 
3ƾ  cer of the 2ew =ork State Common Retirement 
Fund in .uly 2�1�. She Noined the 2=SCRF in 2�11 
and previously served as director of absolute 
return strategies. Titarchuk was praised widely for 
the success she achieved in this role, including a 
�.�% return in the 2�1�-1� fi scal year, �2� basis 
points above its benchmark.   

10: Alia Al-Tameemi
Executive Director, Kuwait 
Investment Authority
Aliah Al-Tameemi Noined the Kuwait Investment 
Authority in 2�1� to run its private equity 
department. The most senior woman at the fund, 
she has been described as the Ƅiron lady of private 
equity’. KIA has traditionally preferred to invest 
through private equity �and�or venture capital 
rather than through direct investment, making her 
role particularly important. The fi rm’s alternative 
investments make up around 2�% of its total 
assets under management of ���2bn.

11: 0iu ;ei
Chairman, National Social 
Security Fund of China
0iu ;ei took charge of China’s 2ational Social 
Security Fund in April 2�1�, having previously 
served as vice-minister of fi nance since early 2�1�. 
The ��-year-old takes over at a time of uncertainty. 
A signifi cant funding gap has emerged in the 
Chinese pension system, estimated at Rmb�6.6tn 
���.�tn by the China International Capital 
Corporation. There is mounting pressure for 
the fund to raise its investment returns as the 
country’s population ages. &etween 2���-1�, the 
national fund averaged a return of �.�%.

12: Nestor )spenilla 
�����-����
Former Governor, Bangko 
Sentral ng Pilipinas
2estor )spenilla, the late governor of the &angko 
Sentral ng 4ilipinas, passed away earlier this year 
at the age of 6�. )spenilla, who Noined the &S4 in 
1��1 as a debt analyst, was praised widely for his 
stringent approach to banking supervision, as well 
as for his efforts to improve fi nancial inclusion 
by digitalising payment systems, including the 
establishment of the national retail payment 
system. 
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6egulations refined
'hina continues to 
liberalise bond market
Despite China’s 1�% share of global +(4, the 
renminbi accounts for a mere 1.�% of global 
reserve holdings. Chinese oƾcials have sought to 
increase the renminbi’s role in the global currency 
system, most notably by opening their domestic 
bond market to foreign buyers. Foreign investors 
hold only 6% of the total Chinese government bond 
market.

3ver the course of the past year, China took 
several steps to e\pand its role in global reserves. 
The Ƅ&ond Connect’ programme implemented in 
2�1� reduced restrictions on foreign investors 
in China. ;hile its success has been damped by 
defaults and technical issues around payment 
delivery, foreign holdings of Chinese bonds grew 
by 62.�% between .uly 2�1�-May 2�1�. This 
coincided with China’s inclusion in the &loomberg 
+lobal Aggregate &ond Inde\ in early 2�1�, 
another critical development that caused foreign 
holdings to surge. This complements previous 
steps, such as the 5ualified Foreign Institutional 
Investor designations of 2��2 and 2�11, which 
granted foreign investors quotas for bonds issued 
in dollars and renminbi respectively.

6&N> implements 
structural change
3ver 2�1� the Reserve &ank of 2ew >ealand 
approved and implemented two crucial 
organisational changes. First, a Ƅ4olicy Targets 
Agreement’ that went into effect in March 2�1� 
added employment ma\imisation to the R&2> 
mandate, in addition to the e\isting task of keeping 
future annual consumer price inde\ inflation 
between 1%-�% over the medium term. ;hile 
the R&2> was among the first central banks to 
secure independence and codify its price stability 
obNective, it now Noins a rising swell of institutions 
adopting dual mandates.

R&2> +overnor Adrian 3rr announced the 
formation of a new monetary policy committee, a 

result of the first phase of 2ew >ealand’s formal 
review of the Reserve &ank Act. Its new M4C 
will consist of between five and seven members, 
comprising mostly internal staff alongside some 
select e\ternal candidates.

N&-M begins fossil fuel 
divestment
2orway’s �1tn sovereign fund Ɓ the world’s 
largest Ɓ was initially created to invest 2orth 
Sea oil and gas profits. =et in early March 2�1�, 
2orges &ank Investment Management announced 
it would divest from oil and gas e\ploration, 
while maintaining shares in companies that have 
renewable energy divisions. 2&IM maintains 
stakes of 2.�% in Shell and 2.�% in &4 respectively. 
3verall, relevant oil and gas assets make up 
around 1.2% of its equity holdings.

The move came of advice delivered to the 
2orwegian government by 2orges &ank in 2�1�, 
which suggested that volatility in commodity 
markets made divestment financially prudent. 
2&IM had previously divested from coal 
companies in 2�1�. In .anuary 2�1�, Ireland 
became the first country to pass a national fossil 
fuel divestment bill. 

/ha^anah splits into two 
strategic branches
Malaysia’s Kha^anah announced a maNor 
restructuring in late 2�1�, splitting the fund up 
into two distinct commercial and strategic arms. 
Kha^anah has traditionally been a more strategic 
investor, holding key domestic assets such as 
Malaysian Airlines, Telekom Malaysia and Malaysia 
Airports. The shift towards a more commercial 
strategy is driven in large part by the country’s 
broader fiscal stance. The government’s fiscal 
deficit, as well as the debts accrued as a result of 
the 1M(& controversy, have forced Kha^anah to 
devote renewed focus to providing real returns for 
the government. 

Kha^anah will aim to provide returns of three 

New regulations
Rules and reformsÔ
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percentage points above inflation over a rolling 
five-year period through its new commercial arm. 
The sale of the fund’s 16% stake in I,, ,ealthcare 
in late 2�1� underlines the government’s desire 
to monetise e\isting assets and diversify national 
revenue sources. This will be part of a broader 
commercial portfolio restructuring which will 
enhance e\posure to a wider array of geographies 
and asset classes.

9/ pension fund 
consolidation continues
In late 2�1� the UK government announced a 
consultation on the consolidation of defined 
benefit pension schemes. The &ritish defined 
benefit market is highly fragmented. According 
to the 4ension 4rotection Fund’s 4urple &ook, 
there are �,��� such schemes in the UK, with �6% 
having fewer than 1�� members and a further ��% 
with fewer than 1,���. Similarly, more than 1,��� 
of UK funds have less than e�m in assets under 
management.

The (epartment for ;ork and 4ensions has 
argued that encouraging a well-managed UK 
Ƅsuperfund’ industry would provide significant 
eƾciency gains. First, it would allow pooled 
schemes to staff properly their own internal 
investment oƾcers and trim costs. Second, funds 
would provide greater security to savers, both 
by increasing capital buffers and reducing risks 
coming from potential employer insolvencies.

9A) changes enhance 
central bank power
In late 2�1�, the United Arab )mirates updated 
its decade-old central banking framework with 
legislation ushering in wide-ranging changes. 
The law includes new banking oversight powers 
applicable to domestic financial bodies. These 
will be subNect to more detailed classification 
and closer scrutiny. It grants the UA) central 

bank new prudential supervision authority, 
including substantial discretionary powers. This is 
complemented by measures to improve consumer 
protection, including new confidentiality standards, 
as well as penalties to non-compliant local 
financial institutions.

The new law significantly increased the central 
bank’s paid-up capital, by ��.�bn. In addition, the 
central bank received permission to establish a 
general reserve fund up to four times the si^e of 
this capital, a measure designed to aid currency 
stability. The legislation also allows the central 
bank to standardise and harmonise Islamic 
finance activities, building on the e\isting ,igher 
Sharia &oard established in 1���.

Antitrust and 
competition discourse 
flares up
Transatlantic pressure to tackle firm consolidation 
and the dangers of monopolistic power has risen 
over the past year. The )uropean Union blocked 
a potential merger of Siemens and Alstom, 
citing concerns about a loss of competition in 
the signalling and high-speed train markets. In 
the US, a new federal task force will investigate 
potentially anticompetitive conduct by technology 
companies including Facebook and Ama^on. In 
the telecommunications industry, US law-makers 
have vocally opposed a potential merger between 
T-Mobile and Sprint.

The implications for global public investors 
are vast. For one, the growing prominence of 
hori^ontal shareholding may come under fire as 
an anticompetitive practice. Regulatory action 
may come into conflict with shareholder rights. In 
addition, the increasingly popular practice of public 
investor co-investment may become subNect 
to greater scrutiny. The possibility of collusion 
between public and private investors engaging in 
private equity to reduce purchase prices is one 
form this may take. 3verall, legal and regulatory 
approaches to market competition are becoming 
more stringent, a trend which +4Is should heed. →
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&ulgaria guarantees 
central bank 
independence
As part of the )U Accession Treaty, adoption of the 
euro is a long-term obligation for &ulgaria. In 2�1�, 
the government introduced a series of changes 
to its central banking and regulatory frameworks 
designed to meet standards required for entry 
into the )uropean e\change rate mechanism and 
eventual entry into the euro area.

The &ulgarian legislation overhauls the 
structure of banking supervision, including the 
appointment of a new deputy governor as banking 
supervisor, stronger oversight of non-bank 
financial institutions, and more authority for the 
)uropean Central &ank in &ulgarian financial 
policy. This includes the precondition that the 
&ulgarian 2ational &ank Ƅbe obliged to adopt any 
measure in relation to credit institutions requested 
by the )C&’, as well as entry into the single 
supervisory mechanism and the single resolution 
mechanism.

Netherlands pension 
funds Ƅfuture-proofƅ 
national s]stem
The new (utch financial assessment framework 
�FTK, introduced in 2�1� and implemented over 
the past four years, showed contrasting signs 
of strain and success over the past 12 months. 
Several (utch pension funds reported inflation-
linked benefit increases for the first time in years, 
as new rules introduced as part of the FTK 
mandate that funds only pay out inde\ation-related 
rises if their coverage ratio is at least 11�%.

0acking coverage ratios have become a 
more widespread phenomenon because of an 
e\tension of the permitted pension fund recovery 
period introduced as part of the FTK, with the 
effects only being felt over the past two years. 
The legislation e\tended the recovery period 
to five years, allowing many funds with funding 
shortfalls to postpone recovery measures. Funds 
with a coverage ratio between ��%-11�% were not 
obliged to implement discounts. At the same time, 
however, they are not allowed to grant inflation-
linked increases. 0aw-makers will review the return 
and coverage assumptions over the ne\t two 
years.

New &asel framework
The &asel Committee on &anking Supervision 
announced the final pieces of the new Ƅ&asel I:’ 
framework in late 2�1� and early 2�1�. The new 
rules will establish more stringent conditions 
for internal risk models, probably yielding higher 
capital requirements for most stress-tested 
institutions. This will have a notable effect on 
)uropean banks, as these are more likely to use 
internal models to calculate e\posure compared to 
their Asian or US counterparts. 

3ther measures announced include a 
more comprehensive set of 4illar � disclosure 
requirements. (espite applying mostly to US 
firms with more than �2��bn in assets, these new 
requirements cover a wide range of regulatory 
issues including credit risk, leverage ratios and 
capital distribution constraints. This rulebook 
will have significant implications for global credit 
quality, capital management and portfolio strategy 
for +4Is.

Federal 6eserve begins 
polic] review
In 2ovember 2�1�, with the US economy 
performing well and inflation close to target, 
the Federal Reserve announced it would 
begin a review of the mechanisms, tools and 
communication strategies it uses. ;hile the Fed’s 
mandate and its 2% price stability target are to 
be taken as given, the review will consider all 
practices used to meet said target. It will involve 
engagement with and outreach to stakeholders 
across the US, including town hall-style 
gatherings with relevant representatives of critical 
constituencies.

The timing of the review is striking. The Fed is 
under increasing pressure from political forces 
to alter its monetary policy stance and mandate. 
Rising uncertainty about the value and influence 
of key monetary policy variables, as highlighted by 
Fed Chair .erome 4owell at the 2�1� .ackson ,ole 
conference, has contributed to the urgency of this 
strategic review. Furthermore, greater awareness 
of the Fed’s pivotal role in the world economy 
since the 2��� financial crisis has stoked tensions 
in some markets where reliance on the dollar is 
increasingly regarded as a constraint on growth 
or stability. The Fed will present its findings in the 
first half of 2�2�. 
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Policy and regulation

Poland to stand strong in face of slowdown

High economic 
growth has 
been driven 
by robust 
consumption, 
buoyed by 
favourable 
labour market 
conditions, 
and, more 
recently, an 
increase in 
investment, 
boosted by EU 
funds.

Adam 
+lapi˲ski
Narodowy Bank 
Polski

Global economic conditions appeared to 
weaken in the months leading up to 2019, 

sending worrying signals on economic prospects 
worldwide. There were numerous potential 
triggers of a global downturn, including a 
slowdown in China and unexpectedly weaker 
growth in the euro area.

These concerns may eventually prove 
overblown. Regardless, policy-makers would 
do well to examine carefully their economies’ 
vulnerabilities to external shocks. In Poland, this 
led to encouraging conclusions, mainly thanks to 
the domestic economy’s strong foundations.

Outstanding growth
Poland has enjoyed outstanding growth for many 
years. Its GDP growth was 5.1% in 2018, the third 
fastest in the European Union. Last year was the 
27th in a row of economic expansion. It concluded 
a decade of exceptionally strong cumulative 
growth. At 37%, it was almost three times faster 
than in the euro area. Poland’s GDP per capita 
in terms of purchasing power parity in 2018 
was around 60% that of its German equivalent, 
up from 40% when Poland joined the European 
Union in 2004. 

Importantly, economic growth in Poland is 
increasingly inclusive. Almost all Polish regions 
are among the fastest to catch up with the EU 
average GDP per capita. The country saw the 
most significant decrease in poverty and social 
exclusion rates over the past decade than any 
other country in the bloc.

High economic growth has been driven by 
robust consumption, buoyed by favourable 
labour market conditions, and, more recently, 
an increase in investment, boosted by EU funds. 
In spite of a slowdown in global trade, exports 
proved supportive, helped by the competitiveness 
of Polish products, and geographical and 
commodity diversification of our overseas sales. 
Over the coming years, GDP growth is expected 
to slow, but is likely to stay relatively robust. 
According to the Narodowy Bank Polski’s most 
recent projections, the economy will grow by 
3.5%-4% between 2019-21.

Strong economic growth does not entail 
rising economic imbalances or inflation. On 

the contrary, inflation in Poland is one of the 
lowest in central and eastern Europe. According 
to the European Commission’s ‘Alert Mechanism 
Report 2019’, Poland is one of the most stable 
economies in the EU. Along with favourable 
labour market conditions, Poland has achieved 
remarkable progress on its external balance and 
internal indicators. The trade balance has been 
positive for several years and has helped reduce 
Poland’s external debt. Likewise, the negative net 
international investment position – the legacy of 
earlier capital inflows –  has been narrowing. Bank 
lending has been growing in line with nominal 
GDP, and growth in house prices in 2018 was close 
to the EU average.

Room for manoeuvre
It is important to bear in mind that global 
conditions may worsen in the coming years. 
However, given Poland’s largely conservative 
monetary and fiscal policies, it has room to 
accommodate large external shocks.

On fiscal policy, the government deficit 
reached a record low in 2018. Public debt, running 
below 50% of GDP, is expected to continue 
declining over the coming years. This is due 
mainly to robust economic conditions and reduced 
tax avoidance. This provides space to support the 
economy in case of a recession. The government 
has already announced fiscal measures to provide 
a cushion against the forecasted slowdown.

In recent years, the NBP has kept short-term 
market interest rates significantly above zero, 
contrary to the other EU member states. This 
has proved effective for securing financial and 
macroeconomic stability without hindering 
growth. Therefore, unlike in many other countries, 
the central bank has room for manoeuvre in the 
face of unexpected shocks. Given that Poland is 
not in the euro area, a floating exchange rate may 
also be of help.

The Polish economy’s strong foundations are 
likely to shield it from adverse developments 
abroad. And even if the global slowdown becomes 
more severe, there is space to accommodate as 
necessary and protect national growth. 
Adam +lapi˲ski is President of Narodow] 
&ank Polski.

Economic growth in Poland is increasingly inclusive. Almost all Polish regions are among the fastest to 
catch up with the EU average GDP per capita.
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Working through differences

The 
Responsible 
Investment 
Cross Pool 
Group has 
representatives 
from all 
eight pools 
and serves 
as a forum 
for sharing 
and enabling 
leadership.

(awn Turner
Brunel Pension 
Partnership

In 2015, the 89 English and Welsh administering 
authorities of the UK’s Local Government 

Pension Scheme were instructed to pool investment 
management. The aim was to gain value from 
economic scale in terms of cost savings, while 
maintaining performance, improving governance 
and increasing the capability and capacity for 
investment in infrastructure. 

There are now eight pools. Each has developed 
its own way forward as a reflection of the shared 
vision and desire of the underlying partner funds. 
The London Pension Collective Investment 
Vehicle and the Local Pensions Partnership were 
the first pool companies to become authorised by 
the Financial Conduct Authority, in October 2015 
and April 2016, respectively. They represent the 
diversity and spectrum of arrangements in place. 
London CIV provides investment opportunities for 
32 LGPS London local authorities funds. LPP has 
three LGPS investor funds and provides pensions 
administration services to more than 580,000 
members across LGPS, police and firefighters’ 
pension schemes. 

Brunel created a pool company with an 
outsourcing investment operating model. It 
gained FCA authorisation in March 2018. We 
have 10 partner funds (Avon, Buckinghamshire, 
Cornwall, Devon, Dorset, Environment Agency, 
Gloucestershire, Oxfordshire, Somerset and 
Wiltshire) with £30bn in assets under management.

It was important from the start for Brunel clients 
to understand what they would get from pooling. 
The UK Treasury ‘Green Book’ lays out how to 
evaluate a high risk, strictly timetabled, high value 
project within the public sector. Brunel followed 
this guidance and formed a comprehensive business 
case. This proposed that benefits of £550m could 
be achieved over a 20-year period, with breakeven 
coming through, on average, in 2023. Most assets 
would transition to Brunel by 2021, with some 
illiquid assets remaining as legacy until fruition of 
the investment. 

We worked with our 10 funds to design the 
investment portfolios that would meet their 
diversified investment strategies, while achieving 
economic scale and create opportunities for 
improved performance. In the process, 12 
investment principles were agreed that laid the 

clear foundation of how Brunel should approach 
investing and management of assets.

Varied portfolios
The 25 portfolios and services have made it easier 
for Brunel to focus from the start on what our LGPS 
shareholder clients want. This covers both private 
and listed markets. The company was officially 
formed by the 10 shareholders in July 2018. At that 
time, the Brunel team consisted solely of our eight 
board members. We submitted our application to 
the FCA in September 2017 and procured strategic 
operational partners such as State Street for 
administration and custodian services. We have 
implemented our passive equity portfolios, UK 
and low volatility active equity portfolios in listed 
markets. We have also begun our first round of 
private market investments and management in 
infrastructure, secured income, private equity and 
property. 

A review against the business case in autumn 
2018 identified projected savings above expectation 
of around £200m to 2036 and allowed for 
recruitment of additional staff to further strengthen 
the Brunel team. We are now about one-third of 
the way through transitioning the management of 
the £30bn in assets under management. We have 
achieved good economies of scale regarding fee 
savings. It is too early to talk about performance.

Our journey has been aided through maintaining 
strong collaborative relationships with other 
pools as well as the individual LGPS funds within 
the pools. The pools have supported each other 
and continue to do so; we benefit from our joint 
knowledge, experience and strengths. One example 
is the Responsible Investment Cross Pool Group 
– this has representatives from all eight pools and 
serves as a forum for sharing, learning, challenging, 
consulting and enabling leadership.

Pooling requires participants to have a heart 
for collaboration, clear common goals and a 
willingness to work hard for rewarding results that 
will take time to realise fully.
(awn Turner is 'hief )xecutive 3ffi  cer of 
&runel Pension Partnership.
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Since 2015, local government pension schemes for England and Wales have been required to pool 
investment management, enabling them to share knowledge and experience.
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This is a time 
to reflect on 
what actions 
are needed to 
improve public 
understanding 
of the role 
of central 
banks and the 
importance 
of their 
independence.

Javier 
Guzmán 
Calafell
Banco de México 

The broad turn towards central bank independence 
can be traced back to the 1970s and 1980s. Many 

countries were experiencing high in  ̩ation. Therefore, 
attention focused on overcoming ȡtime inconsistencyȢ, 
a problem inherent to monetary policy. This is the risk 
that policy-makers, for political reasons, will aim for 
short-term gains through expansionary policies, since 
their costs will not be visible immediately. Proposals 
to enhance central bank independence emerged as a 
viable device to face these challenges.

The case for independence has strong 
underpinnings, but there has been growing doubt 
over its merits. This was initially a consequence of 
the monetary policy response to the 2008 financial 
crisis, particularly in the largest advanced economies. 
)irst, amid low inflation, some argued central bank 
independence was no longer Mustified. 6econd, as 
major central banks implemented quantitative easing 
measures, there were concerns these institutions 
would end up shaping fiscal policy, which is beyond 
their remit. Third, greater central bank involvement in 
financial stability raised doubts about entrusting them 
with too many endeavors, and on the consistency of 
these tasks with independence. )ourth, detractors of 
independence identified it as an obstacle to coordinate 
monetary and fiscal policies, while also worrying about 
the distributional implications of quantitative easing. 

The case for independence
These arguments are paradoxical. In the absence of an 
adequate and timely reaction by fiscal and structural 
policies in the aftermath of the financial crisis, 
monetary policy became the only tool to bolster the 
world economy. There are also strong indications that, 
without independence, central banks would probably 
not have been able to undertake the measures needed 
to face the crisis.  

Central bank independence is still needed in 
a low-inflation environment. Inflation declined 
partly as the result of the recessionary effect of the 
financial crisis. There are other factors helping to 
contain inflation, but their future potential impact 
is uncertain. Trade-offs with financial stability goals 
have always existed, as well as incentives to consider 
them. Consistency of public finances with central 
banks’ goals is the key issue for proper coordination 
between fiscal and monetary policies. This does not 
imply, though, that central banks should be stripped of 

their independence. 2ver the long run, the distribution 
of resources owes mostly to fiscal, structural and 
institutional factors.

Fresh criticisms against central bank independence 
have come to the fore recently. These are politically 
motivated and their dissemination across both 
advanced and emerging market economies is alarming. 
They are again the result of developments following 
the financial crisis and have found widespread support 
among those disenchanted with globalisation. This 
is particularly worrying in emerging markets, since 
their institutional frameworks are more vulnerable to 
tensions. 

Failing to protect central bank independence 
would cost the economy dearly, especially in emerging 
markets. Their central banks’ primary mandate – price 
stability – would be jeopardised. This could entail a 
return to time-inconsistent monetary policies, with 
potentially severe macroeconomic and financial 
implications.  

Many arguments support central bank 
independence. To deal effectively with price pressures, 
institutions need a long-term perspective, insulated 
from political considerations. They should be able 
to respond Tuickly to changing conditions, and have 
the technical competence and credibility to do so. 
Central bank independence has been key to stabilising 
long-term inflation expectations and overcoming 
episodes of distress in many countries. Destroying 
the institutional framework that has made these 
achievements possible would be irrational. 

Granted, central bank independence must be 
accompanied by checks and balances. Clear and 
transparent goals must be in place, and central banks 
must be held accountable. Existing concerns cannot 
be ignored. This is a time to reflect on what actions 
are needed to improve public understanding of the 
role of these institutions and the importance of their 
independence. Elected officials usually define central 
banks’ mandates and the mechanisms to ensure 
accountability. +owever, central banks should ensure 
that policies implemented are fully consistent with 
their mandates, and continuously evaluate means to 
enhance their transparency and accountability.
Javier Guzmán Calafell is Deputy Governor at 
the Banco de México. The views and opinions 
expressed in this document are the sole 
responsibility of the author.

The fresh wave of criticism against central bank independence is particularly worrying in emerging markets 
whose institutions are more vulnerable to tensions.

Safeguarding central bank independence
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Government intervention set to linger

While ‘shock 
and awe’ 
interventions 
often bring 
markets to 
their senses 
and restore 
price discovery, 
gradual and 
predictable 
interventions 
may actually 
undermine it 
by introducing 
a price-
insensitive 
buyer.

Alexander 
Petrov
State Street 
Global Advisors

Analysts expected 2019 to be the year of balance 
sheet normalisation, but recent developments 

have made such central bank exits from markets less 
probable. As of 2018, the top four developed market 
central banks own around 25% of government debt 
issued by their governments; they are unlikely to 
shed this asset pool soon. Besides the maxim that 
‘entering is easier than exiting’, several other lessons 
can be drawn from such government programmes 
over the past 20 years, of which quantitative easing 
is only a recent version.

There are four different motivations which 
determine the speed and size of governments’ 
purchases of financial assets, as well as the length 
of time the assets are held. First, governments may 
pursue higher public ownership in certain industries, 
typically to advance nationalisation. New Zealand’s 
railway nationalisation in 2008 is a rare example.

Second, governments may receive assets as a by-
product of bailing-out distressed companies during 
a crisis. The 2008 financial crisis contained several 
cases: the US government’s Troubled Asset Relief 
Programme targeted many industries, including 
banks and automakers. The government often ends 
up both with shares of the entity itself and with 
separate holdings of some of those entities’ former 
assets. The Federal Reserve set up two different 
vehicles to hold the financial assets of AIG, a major 
insurer that ultimately was nationalised. Such assets 
are normally disposed of as soon as is practicable, 
subject to the government making no nominal losses 
and typically over a three to five year horizon.

Third, governments may pursue ‘shock and awe’ 
interventions by purchasing a notable share of a 
specific domestic asset class to restore financial 
stability. The Fed’s purchases of commercial paper 
in 2009 and the Hong Kong Monetary Authority’s 
intervention into its equity market in 1998 are good 
examples. The disposals are usually hindered by vast 
amounts of assets held but helped by the fact that 
the purchases happen at ultra-low valuations.

Fourth, interventions may constitute monetary 
policy, where central banks purchase assets to 
expand the monetary base. Those happen gradually, 
and their unwinding is also aligned with monetary 
policy objectives. The predictable nature of the 
purchases allows the issuers to adjust to the new 
demand pattern, and the effects on price discovery 

can be significant. The Bank of Japan is conducting 
purchases of government debt, corporate bonds 
and equities. The holding horizon of such assets 
can extend beyond a decade and, unlike Treasuries, 
central banks can be subject to mark-to-market 
losses on their portfolios, complicating both their 
management an eventual disposal.

Stretching into decades
While ‘shock and awe’ interventions often bring 
markets to their senses and restore price discovery, 
gradual and predictable interventions may actually 
undermine it by introducing a price-insensitive 
buyer. That can be partly mitigated by the use of 
broad-based vehicles. For instance, while the BoJ’s 
corporate bond purchases may induce investors to 
second-guess the BoJ, the use of exchange-traded 
funds for equity purchases keeps the central bank at 
arm’s length from security selection.

For all the distortion, interventions may provide 
unique opportunities for innovative financial market 
reform. Hong Kong’s intervention paved the way 
for the creation of Asia’s first ETF and transformed 
retail participation in the equity market.

While emergency interventions can be unwound 
under careful management over two or three years, 
monetary purchases can stretch into decades. Key 
elements of TARP were unwound by early 2014, 
while the unwinding of QE has barely begun in the 
US and is nowhere in sight in Japan or Europe.

Portfolios obtained during interventions need to 
be managed while held, even if the overall amount 
stays the same. The HKMA adjusted the mix of its 
holdings to match changes in the index, while the US 
Treasury actively managed its Agency MBS portfolio.

Policy innovations cannot be uninvented. The 
special-purpose vehicles the Fed created to conduct 
the interventions are active; mortgage-backed 
securities, untouched by the Fed before 2008, will 
remain a balance sheet tool for the near future, and 
the HKMA kept one-third of acquired equities within 
its exchange fund permanently. Governments’ 
market presence has stopped being an extraordinary 
circumstance, and we are likely to see much more 
during the next downturn.
Alexander Petrov is Senior Strategist in the 
+lobal Macro Polic] 6esearch +roup at State 
Street +lobal Advisors.
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The presence of governments in markets has stopped being an extraordinary circumstance, and we are likely 
to see much more during the next downturn.

GPI_2019_FinalBook.indb   102 22/05/2019   12:26



Global Public Investor 2019

  omfif.org  | 103

Policy and regulation

Cleaning up India’s banking system

There are plans 
to merge some 
of the country’s 
largest banks, 
bringing 
together five 
or six at a time, 
rather than 
maintaining 
a system with 
29 separate 
entities.

Meghnad 
Desai
OMFIF

Following a period of fragility, the Indian rupee 
has become one of the more resilient emerging 

market currencies. In 2013, then-US Federal 
Reserve Chairman Ben Bernanke announced the 
central bank would phase out purchasing bonds. 
This sparked the so-called taper tantrum, as 
investors, in a panic, rushed to sell their bonds. 
As a result, the rupee fell sharply against the 
dollar, reaching an all-time low. At the time, India 
was relatively new to handling dollar debt for its 
corporations and inexperienced in receiving foreign 
investment.

In the five years since, India has experienced a 
surge in capital flows, both as foreign institutional 
investment and foreign direct investment. Thanks 
to the ‘automatic route’ introduced by Prime 
Minister Narendra Modi, FDI does not require 
approval by the government or the Reserve Bank 
of India. 

At the same time, the Modi government is 
cleaning up the domestic banking system. The 
state-owned banking sector is burdened with 
significant amounts of non-performing assets. 
There are plans to merge some of the country’s 
largest banks, bringing together five or six at a 
time, rather than maintaining a system with 29 
separate entities. India’s banks will be among the 
world’s biggest. 

Twin reforms
Creditors have struggled to attach assets, a legal 
process by which property owned by the debtor 
must be transferred to the creditor or sold for the 
benefit of the latter. The Indian judicial system 
is known for its extensive delays. In response, 
the Insolvency and Bankruptcy Code and the 
National Company Law Tribunal were introduced 
in 2016. The twin reforms strengthen the position 
of creditors vis-à-vis debtors and reduce delays 
engineered by the debtors. One consequence was 
the insolvent Essar group being instructed to sell 
its steel plant to Arcelor Mittal. 

As a result of these initiatives, the cost of capital 
is expected to fall, while credit conditions will 
improve. This will ensure a steady annual growth 
rate of around 7%-8%. Inflation is already under 
control.

However, the rupee is not yet fully convertible. 

Restrictions remain on transferring money in and 
out of the country. India is conservative on that 
front and will relax the rules only slowly. It does 
not aim to make the rupee a leading currency. The 

economy remains vulnerable to oil prices, but this 
is not causing any serious problems. New Delhi 
holds around $400bn in reserves and the rupee is 
stable. India’s strategy is not to peg its currency 
against the dollar and defend it, but to smooth the 
fluctuations according to the market. One can rely 
on this policy to continue. 
Lord (Meghnad) Desai, a Labour peer, is 
Emeritus Professor of Economics at the 
London School of Economics and Political 
Science, and Chair of the OMFIF Advisers 
Council.

Prime Minister Narendra Modi’s government has introduced reforms to clean up India’s banking system, 
burdened with non-performing assets.

Sources: Thomson Reuters Datastream, OMFIF analysis

Resilient rupee recovers from fl uctuations
Indian rupee to $ exchange rate

Sources: Thomson Reuters Datastream, OMFIF analysis
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Traditional assets
Multicurrency investment
Infrastructure and real estate
Gold
Sustainable investment
Islamic finance
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Index-inclusion risk for emerging markets

Flows driven 
by emerging 
market 
benchmarks 
are around 
three to five 
times more 
sensitive to 
global risk 
factors than 
the balance 
of payments 
measures of 
portfolio flows.

6ohit +oel� 
6obin /oepke� 
Fabio 
Natalucci� 
)van
Papageorgiou 
and .eff
;illiams
International 
Monetary *und

The past decade has seen a signifi cant rise in 
the importance of asset managers for portfolio 

 ̩ows to emerging markets and a commensurate 
increase in the prominence of emerging market 
benchmark indices. Funds benchmarked to the most 
widely-followed emerging market bond indices 
have quadrupled in the past 10 years to $800bn. 
Moreover, the number of countries in JPMorgan’s 
emerging market bond index has doubled to more 
than 70 since 2007, with the inclusion of many 
countries that have issued in international bond 
markets for the fi rst time.

As a result, the behaviour of benchmark-driven 
investors has increasingly influenced portfolio 
flows to emerging markets. An investment fund 
is ‘benchmark driven’ if the allocation of its 
portfolio across countries is guided by the country 
weights in a benchmark index, as discussed in the 
International Monetary Fund’s April 2019 Global 
Financial Stability Report and supporting annex. 
According to recent estimates, benchmark indices 
account for around 70% of country allocations of 
investment funds. 

The evidence suggests active funds have been 
behaving more like passive funds in recent years, 
with a decline in the average tracking error of active 
emerging market bond funds.

Destabilising effects
Inclusion in major benchmark indices provides 
countries with access to a larger and more diverse 
pool of external financing. But benchmark-driven 
investors can be more sensitive to changes in global 
financial conditions than others. As a result, a larger 
share of benchmark-driven investments in total 
portfolio flows could increase the risk of excessive 
inflows or outflows unrelated to countries’ 
economic fundamentals. This could, in some cases, 
have destabilising effects.

Analysis in the GFSR shows that flows driven 
by emerging market benchmarks are around 
three to five times more sensitive to global risk 
factors than the balance of payments measures 
of portfolio flows. For example, a one standard 
deviation increase in the Chicago Board Options 
Exchange volatility index (which corresponds to 
a 3.5 percentage point increase) reduces invested 
assets of benchmark-driven emerging market 

bond investors by 2% on average, compared with 
0.5% for total portfolio bond flows. A combination 
of heightened sensitivity to external factors and 
growing assets under management means that 
outflows from benchmark-driven funds in response 
to a given shock can be much greater now than was 
the case only a few years ago. Estimated outflows in 
response to a one standard deviation interest rate 
shock using 2013 data are around $2bn, whereas 
this figure is close to $11.5bn using the latest 
estimated sensitivity and assets under management.

As the amount of passive and benchmark-
driven investment rises, the benefits of index 
membership may be tempered by financial stability 
risks for some countries. Enhanced transparency 
by index providers, such as on eligibility criteria 
for index inclusion and advance communication 
of forthcoming index changes, can help promote 
greater consistency and reduce flow volatility. 
Issuers should strive for index inclusion where 
prudent and avoid introducing fragmentation 
and concentration risks by premature or partial 
inclusion of debt instruments in international bond 
indices.
6ohit +oel is Financial Sector )xpert� 6obin 
/oepke is )conomist� Fabio Natalucci is 
(eput] (irector� )van Papageorgiou is 
(eput] (ivision 'hief� and .eff ;illiams 
is Senior Financial Sector )xpert in the 
Monetar] and 'apital Markets (epartment 
of the -nternational Monetar] Fund.
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%enchmark-driven investors can be more sensitive to changes in global fi nancial conditions than other in-
vestors. For emerging markets, this could contribute to destabilising economic effects.

Source� IMF staff estimates

Outfl ows in response to shocks greater than in 2013
Outƽ ows from one standard deviation shock, �bn

Source� IMF staff estimates

Outfl ows in response to shocks greater than in 2013
Outƽ ows from one standard deviation shock, �bn
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Turning uncertainty into opportunity

Investments 
should not 
be limited 
to a single 
asset class 
or region – it 
is important 
to diversify, 
because the 
legal, tax and 
regulatory 
framework 
can change 
unexpectedly.

'lara 'han
Hong Kong 
Monetary 
Authority

The best thing investors can do in the face of 
uncertainty is accept there are things they 

cannot predict. They must pay attention to trends, 
as well as gauge risks and decide how best to 
manage them.

A sound investment strategy requires planning. 
This is determined by investment objectives, such 
as capital preservation or growth, fulfilment of 
statutory duties, or long-term liabilities. Additional 
complications may come into play when investors 
have other considerations in mind, such as market 
development and impact investing. While these are 
valid priorities, they are generally highly dynamic 
and difficult to quantify. As such, it is wise to set 
objectives early on, and ensure they are outlined 
clearly.

Discipline is required, along with an array of 
parameters including pricing, return and capital 
structure. Investors must not compromise their 
information rights, and must preserve their veto 
power, which can serve as a safety net. There 
is a need to ensure the interests of all partners 
are aligned. Moreover, investments should not 
be limited to a single asset class or region – it is 
important to diversify, because the legal, tax and 
regulatory framework can change unexpectedly.

Collaborative setup
Due diligence is crucial. At the Hong Kong 
Monetary Authority, we always run our own 
underwriting. This allows us to prepare for all 
eventualities. Through our collaborative setup, 
the portfolio and risk management teams assess 
investment opportunities jointly. They identify 
threshold issues and potential pressure points. 
Then, the two teams compile separate reports 
to ensure impartiality and due process. When 
appropriate, we generate new ideas and discuss 
them confidentially with our industry network. 
This way, we can share new ideas and pioneer 
investment structures, while keeping an open mind 
and staying open to suggestions.

Creative risk management
The HKMA manages downside risks by shaping 
its deals creatively. This enables us to select the 
ideal capital structure and include appropriate 
protection, such as put and call options. This was 

particularly useful when the UK defied market 
expectations by voting to leave the European Union 
in June 2016. Following the referendum, we were 
able to renegotiate certain deals to our benefit.

Private market investing is an intense 
and dynamic game. It is essential that honest 
discussion, human wisdom and insight feed into 
decision-making and monitoring processes.

As 2019 unfolds, investors must err on the side 
of caution, keeping an eye on market volatilities 
and risks. But they should also remain attentive 
to the potential investment opportunities these 
uncertainties may bring.
'lara 'han is 'hief -nvestment 3ffi  cer 
�Private Markets at the Hong /ong 
Monetar] Authorit].

The best thing investors can do in the face of uncertainty is accept there are things they cannot predict. We 
always run our own underwriting, which allows us to prepare for all eventualities.
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Dynamics of dollar liquidity

If the euro 
and renminbi 
become more 
prominent, 
this could lead 
to a safer and 
more stable 
international 
monetary 
system that 
alleviates the 
safe asset 
shortage and 
dependence on 
the dollar.

.oseph 
Hoefer
Barings 
Investment 
Institute

The ‘mighty dollar’ is both a blessing and a 
curse. Ample liquidity is a prerequisite for the 

effi cient functioning of global fi nancial markets, 
and the dollar is an integral component of the 
global fi nancial architecture and its stability. In 
the aftermath of the 2��� fi nancial crisis, however, 
integrated markets and massive central bank 
intervention have created new risks for investors 
that may require policy-makers to consider a fresh 
co-operative approach. Closer coordination could 
lessen fi nancing shocks, boost growth and provide 
greater capital mobility in ways that facilitate a 
more effi cient allocation of capital and improved 
systemic risk sharing.

Global liquidity conditions – and dollar 
liquidity in particular – reflect the ease of securing 
financing throughout the global financial system. 
Consequently, the demand for and availability of 
dollars has a direct impact on the cost of funding in 
other currencies. Central bank intervention played 
a significant role in  addressing the 2008 financial 
crisis. As a result, international bank lending flows 
became increasingly sensitive to US monetary 
policy. This happened even as the composition of 
international capital flows shifted to foreign debt 
securities and away from bank lending.

Of the loans that were being made, international 
lending moved toward better capitalised banking 
systems to alleviate default worries that escalated 
during the crisis. This heightened the sensitivity 
of other economies to US monetary policy. In this 
dollar-centric system, there has been insatiable 
global demand for safe financial assets. The 
limited availability of safe assets has helped push 
interest rates to historically low levels and increase 
macroeconomic instability.

Excesses in global liquidity can contribute to 
the build-up of unsustainable asset valuations and 
leverage, while liquidity shortages can undermine 
stability and growth. These cycles tend to vary with 
changes in risk, valuation and leverage. Imbalances 
are often hard to detect and, due to the high level 
of financial integration, minor disruptions can 
ripple throughout the entire liquidity system.

International policy-makers face a delicate task 
as they balance domestic policy objectives and 
global financial stability. Investors should consider 
three broad scenarios.

First, there is the existing ‘muddle through’ 
approach, which may result in long-term protracted 
shifts. This feels a lot like the current ‘lost decade’, 
where the global economy has become dependent 
on central bank balance sheets while growth, 
inflation and returns remain low. Shifts in growth 
and liquidity have created cycles within the broader 
cycle as the post-crisis recovery has been stymied 
by the euro area crisis, China’s devaluation, the 
oil price collapse and, most recently, the Federal 
Reserve’s attempt to tighten policy and reduce its 
balance sheet.

The second scenario is another crisis that forces 
a rapid response and immediate retrenchment. 
Some may view this as the reset that should have 
happened in 2008, but a sharp adjustment at the 
whims of market forces seems both politically and 
socially unpalatable. 

Third, we could hope for a more co-operative 
framework, similar to the postwar Bretton Woods 
understanding, which may lead to the rise of 
multiple global reserve currencies. It seems 
unavoidable that the euro and renminbi will, 
eventually, play a more prominent role in the 
global financial system. This is probably a long way 
off, but such an evolution could lead to a safer and 
more stable international monetary system that 
alleviates the safe-asset shortage and dependence 
on the dollar.

In some respects, the global economy has 
outgrown its antiquated international monetary 
system. Global imbalances contribute to increasing 
financial pressures, asset liability mismatches and 
suboptimal liquidity conditions. Policy-makers 
could do much more to address risks that lead to 
rising correlations among asset prices, but for now 
investors will have to live with them. 
.oseph Hoefer is Member of the &arings 
-nvestment -nstitute.

���

In the dollar-centric global fi nancial system, there has been insatiable international demand for safe fi nan-
cial assets, but their limited availability has exacerbated instability.
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Asset allocation
in global reserves

Capital 
preservation 
and liquidity 
are of major 
importance, 
while return 
is solely a 
soft target – 
Respondent 
2019 OMFIF 
GPI survey

While public interest in central banks over 
the past decade has centred on their 

unconventional monetary policy, important shifts 
have been taking place with regard to their role as 
investors and  reserves managers.

+lobal central bank reserves grew quickly at 
the start of the millennium, rising to around ��tn in 
2��� from Nust over �2tn in 2���. They continued 
to rise steadily after the 2��� fi nancial crisis to 
reach a peak of close to �1�tn in 2�1� �see Figure 
1. This was followed by a slight and short-lived 
dip driven by the drawing down of reserves by the 
4eople’s &ank of China, and a subsequent recovery 
beginning in 2�16. According to the latest data 
in this year’s Global Public Investor, central bank 
reserves stand at �1�.�tn as of 2�1�, making 
them one of the largest public investor groups. For 

comparison, sovereign funds manage ��.�tn while 
public pension funds �almost three times as many 
institutions as central banks manage �1�.�tn.

The composition of central bank reserves 
tends to be relatively opaque. A recent study by 
3MFIF and State Street +lobal Advisors, Ƅ,ow 
do central banks invest#’, attempted to bridge 
e\isting data gaps by conducting a bottom-up 
estimate of the global reserve portfolio as of 2�1�. 
Using a mi\ of public and private information, this 
study focused on the balance sheets of �� large 
reserves holders. Together, they manage �1�.�tn in 
reserve assets, or more than ��% of global central 
bank reserves. &ased on the composition of their 
collective portfolio and some further data from the 
International Monetary Fund and the ;orld +old 
Council, qualitative adNustments were made for the 
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Figure 1: Global central bank reserves stabilise at around $13.5tn
Estimated total global oƾ  cial reserves, �tn
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Figure 1: Global central bank reserves stabilise at around $13.5tn
Estimated total global oƾ  cial reserves, �tn

Sources� IMF C3F)R database, ;orld +old Council, Central &ank of the Republic of China �Taiwan, State Street +lobal Advisors and 3MFIF analysis
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In response to 
the low yield 
environment 
and increasing 
foreign 
exchange 
reserves as a 
result of QE, we 
have diversified 
our asset 
allocation as a 
way to enhance 
return and 
spread out risk 
in our portfolio 
– Respondent, 
2019 OMFIF 
GPI survey

���

profi le of the remaining central banks to estimate 
the total tally. 

This special report complements these 
fi ndings with additional data from the 2�1� 3MFIF 
+4I survey, conducted with public investment 
managers. It provides a parallel understanding of 
central bank asset allocation, while looking at the 
more qualitative considerations affecting decision-
making. 

Central banks as asset owners
&oth the si^e of oƾ  cial reserves and their 
composition have changed considerably since 2���, 
particularly in recent years. 

In the past, central banks have had narrow 
reserves mangement obNectives. These can be 
summarised as e\change rate management 
and backing domestic currency �if applicable� 
maintaining e\ternal liquidity and promoting market 
confi dence� supporting the government in e\ternal 
debt management� and maintaining emergency 
reserves. This informs the traditional approach to 
reserves management, governed by the obNectives 
of safety, liquidity and return, in order of priority. 

Safety and liquidity remain the clear priorities, 
with �1.6% of assets held primarily in so-called 
liquidity instruments to address the fi rst two 
obNectives �deposits, high-grade bonds and, by some 
defi nitions, gold. ,owever, as the si^e of reserves 
has grown, the focus on return has increased. This 
has contributed to the diversifi cation of central bank 
reserves portfolios, with 1�.�% allocated towards 
investment instruments �equities and return-
enhancing bonds, which are held predominantly to 
satisfy the return obNective.

A further 2.6% are IMF allocations which 
represent the countries’ relationships with 
the institution. The remaining �.�% are mainly 
derivatives.

Liquidity instruments: Safety remains a priority
In line with the liquidity and safety obNectives, high-
grade sovereign bonds issued in reserve currencies, 
gold and deposits have historically been popular 
reserve instruments. They still constitute the bulk of 
the global reserves portfolio �almost �2%, see Figure 
2. Among the �� largest holders of securities, 
16 invested nearly e\clusively in these liquidity 
instruments, according to the 3MFIF-State Street 

+lobal Advisors study. This is corroborated by the 
3MFIF +4I survey, which covers a broader group of 
central bank securities holdings, representing 6�% 
of total central bank reserves. It shows that 6�% of 
reserves are held in developed country government 
bonds, �% in cash and 1�% in gold. Collectively, they 
account for ��% of central bank holdings. 

Deposits
The most liquid instruments are deposits, which 
stood at �1.6tn in 2�1�, making up 12.2% of the 
global reserves portfolio. This share has fl uctuated 
in the past two decades but never e\ceeded 2�%, 
according to IMF data. More than 6�% of deposits 
are held with other central banks and the &ank 
for International Settlements, a form of cash 
unavailable to other public investors. Some of 
these constitute arguably indirect sovereign bond 
e\posure, as the ultimate deposit-taking central 
bank must have a corresponding asset, usually 
a treasury bond. That leaves around �6��bn in 
commercial bank deposits, used by central banks 
seeking higher deposit rates, using their deposits for 
custody and trading purposes, or without access to 
the full range of oƾ  cial deposits. 

High-grade sovereign fi xed income
,igh-grade sovereign and quasi-sovereign bonds 
are the key tool to meet safety and liquidity 
obNectives. They carry the lowest credit risk and are 
one of the most liquid markets. Moreover, they are 
available in all potentially desirable currencies. Ô

With
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Source� 2ational central banks, IMF, 
State Street +lobal Advisors and 3MFIF analysis

Figure 2: Sovereign bonds make up bulk of assets
Asset class, % of �1�tn total, end-2017
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Gold price 
volatility in 
the short-term 
makes it a less 
attractive asset 
class for central 
banks. The 
main reserve 
currencies do 
not face a risk 
big enough to 
motivate us to 
invest in gold. 
– Respondent, 
2019 OMFIF 
GPI survey

They made up ��.�% of the total portfolio in 2�1� 
�or 6�.1% of reserves e\cluding gold and IMF 
allocations. In nominal terms, this amounts to 
��.�tn �see Figure �, underscoring the signifi cant 
role central bank ownership of sovereign bonds 
plays in global fi nance. 

;hile these assets carry generally the 
lowest credit risk, the average credit rating has 
deteriorated over the past decade. This investment 
category includes highly-rated �usually AA and 
AAA, occasionally lower government debt. It 
also includes the debt of government agencies 
�government-owned institutions issuing debt under 
a government guarantee, such as Kf;, the +erman 
state-owned development bank and supranational 
institutions �such as the )uropean Investment &ank 
or the International &ank for Reconstruction and 
(evelopment.

Supranational bonds are popular with central 
banks, which are estimated to have held as much 
as a third of all supranational issuance in 2�1�. 
This compares with around 1�% of pure sovereign 
bonds. That year, central banks �mostly in emerging 
markets held �6.�tn of these assets in their 
reserve portfolios. ,igh-grade sovereign bonds 
also accounted for more than ��tn on domestic 
monetary balance sheets �mostly in developed 
markets through quantitative easing. As such, 
central banks on aggregate held almost ��% of all 
high-grade sovereign bonds. Accounting for the 
holdings of other public investors, around half of all 

high-grade sovereign debt is recycled on a sovereign 
balance sheet elsewhere.

3n top of increased credit risk, the ultra-low or 
negative yields on vast swaths of the sovereign 
market have proved a maNor challenge. Many 
emerging market central banks set domestic policy 
rates at levels which e\ceed high-grade bond yields, 
creating negative Ƅcarry’. The traditional approach to 
reserves is to manage the high-grade bond portfolio 
to an internal benchmark, with a fi \ed duration 
achieved through diversifi ed holdings across the 
relevant segment of the yield curve. Some central 
banks manage duration more actively and deviate 
from the target more frequently. The main source 
of volatility is usually the currency risk, which they 
take on by managing the currency composition of 
their portfolios. 3ften, however, neither currency nor 
duration management proves suƾ  cient to offset the 
cost of negative Ƅcarry’.

Gold: Importance of history
To a lesser e\tent, gold is also liquid and safe. The 
e\tent of their gold holdings distinguishes central 
banks from both public and private asset owners. 
+old is a commodity with a volatile price and no 
associated income stream. Usually, such assets are 
popular with investors with higher-risk budgets and 
more diversifi ed portfolios. 

These investors normally favour commodities 
as forming a sliver of the alternatives portfolio. For 
e\ample, at year-end 2�16 public pension funds had 

���

Source� 2ational central banks, IMF, State Street +lobal Advisors and 3MFIF analysis

Asset classes Holdings� 
�bn 	 of total

Total offi  cial reserves 1�,261 100.0%
IMF reserve positions + special drawing rights 347 2.6%
Gold 1,26� 9.5%
Securities, deposits and other investments 11,6�� 87.8%

(eposits 1,61� 12.2%
Securities �,�1� ��.�%
High-grade government and similar �,��� 59.9%

+overnment 6,��� �1.�%
Supranational 364 2.�%
Agency�guaranteed 704 �.�%

Return-enhancing bonds 1,1�2 8.7%
Asset-backed 459 �.�%
Investment grade corp bonds 670 �.�%
,igh-yield bonds - �.�%
)merging market debt 24 �.2%

Equities 819 6.2%
(eveloped market equities 781 �.�%
)merging market equities 38 �.�%

Other 117 �.�%

Figure 3: Central banks favour government bonds 
Asset classes, �bn and % of total �2017
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To enhance 
our yield, we 
invest in credit 
products, 
which in our 
case mean 
covered bonds 
in the euro area 
and agency 
mortgage-
backed 
securities 
in the US. – 
Respondent, 
2019 OMFIF 
GPI survey
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�.�% of their assets in commodities, including gold. 
In contrast for central banks, �.�% of oƾ  cial reserves 
were held in gold �on market prices by year-end 
2�1�. ;ithin the sample studied in the 2�1� 3MFIF 
+4I survey, ��% of central banks hold gold in their 
reserves, to a widely varying e\tent. Most hold less 
than �% of reserves in gold, with 16% allocating a 
6%-1�% share to gold, and a further 16% allocating 
a greater share. Most central banks Ɓ �2% Ɓ access 
this asset by investing directly in physical gold. The 
;orld +old Council estimates that oƾ  cial holders are 
in possession of over 1�% of all gold ever mined. 

There are historical reasons behind gold 
allocation, with many countries having adopted 
a gold standard before the second world war. 
After 1���, the yellow metal continued to play an 
important role in the &retton ;oods international 
monetary system. After &retton ;oods came 
to an end in 1��1, gold lost the last of its formal 
monetary features and became, in some ways, a pure 
commodity.

The countries that previously held gold as a form 
of oƾ  cial monetary instrument have retained most 
of it. Specifi cally, developed economies with now-
fl oating e\change rates constitute ��% of the global 
economy, but hold only 1�% of global reserves. Their 
share in oƾ  cial gold, however, is 6�% �see Figure �. 
)\cluding these central banks from estimations, the 
share of gold in global reserves drops to �.�%, which 
is much more in line with a conventional multi-asset 
portfolio. According to a respondent to the 2�1� 
3MFIF +4I survey, Ƅ+old is illiquid and has no use. It 
is very sensitive to buy and sell gold, the public pays 
much more attention than with any other asset class. 
&ut if there is a problem with use of currencies, then 
it is unclear what the role of gold will be.’

+old’s legacy status is further confi rmed by the 
fact that most of these countries have not touched 
their gold holdings in years. 3n a tonnage basis, �� 
out of 1�� oƾ  cial institutions surveyed by the ;+C 
have not changed their gold allocation by a single 
ounce in the past 1� years Ɓ including the US, Italy, 
Swit^erland, .apan and the 2etherlands, which 
together hold ��% of all oƾ  cial gold.

Central banks continue to buy net new amounts 
of gold. The total holdings of gold in tonnage are 
at their highest level since the 1���s, with some 
central banks continuing to buy it. The present trend 
took off after the 2��� fi nancial crisis, as central 
banks increased their gold holdings by 1�%. +iven 
appreciation in the gold dollar value, this amounted 
to a 6�% increase in dollar terms. As a result, the 
share of gold in global reserves at around 1�% has 
stabilised since 2���.

The net purchases are dominated by a few key 
players. Collectively, central banks bought �,�12 
tonnes of gold and sold ��� tonnes in 2���-1�. 
Russia and China together accounted for more 
than two-thirds of purchases on a gross basis and 
more than three-quarters on a net basis �see Figure 
�. This pattern, supported in part by geopolitical 
factors, supports gold’s reserve asset status, 
showing its role e\ceeds that of a pure commodity.

Investment instruments: Increased focus on return
The 1��� Asian fi nancial crisis led many emerging 
markets to accumulate intentionally oƾ  cial reserves 
to guard against potential balance of payments 
crises. This resulted in e\cess reserves. Among 
�� emerging market economies for which the 
IMF conducts its reserve adequacy analysis, �� 
had e\cess reserves at year-end 2�1�, by ��% on 
average. 

The Ƅadequate’ reserves are considered to 
be suƾ  cient to meet the worst-case scenario 
requirement for reserves in a balance of payments 
crisis. For e\cess reserves, central banks can Ô
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Figure 4: Developed economies hold most gold
Central bank gold holdings, by country and 
country groups, % of global total, end-2017

Figure 5: China and Russia lead gold purchases
Central bank net purchases of gold, 2008-17, tonnes
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In response 
to extremely 
low yields (on 
traditional 
reserves assets), 
we are investing 
increasingly 
in euro-
denominated 
securities 
from emerging 
market 
countries such 
as China. – 
Respondent, 
2019 OMFIF 
GPI survey

refocus on return Ɓ the third reserve management 
obNective. According to the representative of a 
central bank’s reserves management department, 
Ƅ4art of our investment philosophy is derived from 
the si^e of the reserve portfolio. ;ith more reserves 
than needed, some of our investments are seeking 
a return on the cost of liquidity.’ ;hile different 
central banks have different risk tolerance, this 
portion can be managed on a risk-return basis, 
rather than Nust complying with safety and liquidity 
requirements. This has led to a fairly widespread 
embrace of riskier asset classes.

This Ƅe\cess reserves’ investment tranche 
formed around 1�% of reserve portfolios in 2�1�. 
In an earlier study by State Street +lobal Advisors 
for year-end 2�16, it was estimated that central 
bank Ƅinvestment tranches’ Ɓ the space available 
for investment instruments Ɓ was around 1�%. As 
central banks do not utilise their risk budgets in full, 
one can infer that the available space has grown, 
perhaps closer to 2�%. The 2�1� 3MFIF +4I survey 
suggests up to ��% of central banks have taken on 
more risk as a result of the low-yield environment. 

Restricted options
)ven so, in 2�1�, only si\ central banks, comprising 
��% of global reserves, held ��% of total investment 
instruments. The breadth of adoption, however, has 
increased signifi cantly. Among the �� large reserve 
holders sampled in the 3MFIF-State Street +lobal 
Advisors study, 1� held return-enhancing bonds 
and 11 invested in equities. In other words, central 
banks, as investors, have responded to the policy 
signals of other central banks and have sought 
out higher-yielding assets in the era of quantitative 
easing. 

)ven if pure considerations of reserve adequacy 
allow for more fl e\ibility, many central banks are 
subNect to a restricted choice of reserve instruments 
for legacy or governance reasons. For instance, the 
1��� Reserve &ank of India Act stipulates that the 
R&I may invest in debt instruments representing 
sovereign�sovereign-guaranteed liabilities, but 
prohibits investment in riskier assets such as 
equities. Thus, investment into new asset classes 
often requires governance changes at the central 
bank level, particularly if an e\ternal manager is 
needed.

(espite all these limitations, the balance 
between the three classic reserve management 
obNectives has shifted decisively, and many central 
banks have diversifi ed into new asset classes. ;hile 
the data provide only a snapshot of global reserves 
at one point in time, they represent signifi cant, rapid 

changes among reserves managers.
Investment instruments are tilted towards 

bonds, with return-enhancing bonds constituting 
�.�% and equities 6.2% of investment instruments 
in 2�1� �see Figure �. 3ur results for 2�1� 
suggested that the bulk of the risky fi \ed income 
allocation was in investment-grade corporate debt 
��% of total or asset-backed securities ��.�%. 
Similarly, the equity portion was nearly entirely 
in developed markets ��.�% of total, with only 
a residual in emerging markets stocks ��.�% of 
total. According to the 2�1� 3MFIF +4I survey, 
the regional breakdown of this allocation is equally 
conservative� �6% of the corporate bond allocation 
is located in developed markets.

3ur study with State Street +lobal Advisors 
found no evidence of any central bank investing 
in high-yield debt, and only a marginal fi gure for 
emerging market debt. 

According to the survey, holdings of emerging 
market debt make up only �% of the total portfolio. 
Most of them comprise central bank stakes in the 
4an Asia &ond Inde\ Fund, which invests in local 
currency government and quasi-government bonds 
in eight Asian markets. The rest are a mi\ of hard-
currency and local-currency emerging market debt, 
which are negligible in global terms.

This near-e\clusive focus on developed markets 
clearly matches the desired currency composition 
of the foreign reserves portfolio. According to IMF 
Currency Composition of 3ƾ  cial Foreign )\change 
Reserves data, nearly all foreign reserves are in 
developed market currencies. )ven e\cluding the 
4eople’s &ank of China Ɓ the world’s largest reserve 
holder and an institution unable to hold renminbi 
assets in foreign reserves Ɓ the total share of 
developing market currencies in remaining central 
bank reserve portfolios is close to ��%. The 3MFIF 
+4I Survey 2�1� confi rms the overwhelming 
allocation to the dollar and euro, in spite of the 
interest in renminbi reserve assets, which is likely to 
rise in coming years.

Turning to asset-backed securities, central banks 
are estimated to hold around ��6�bn in total. This is 
a wide asset sector and few central banks disclose 
their holdings in full. The estimated share of 
dollar-denominated bonds is fairly high, in line with 
currency composition of reserves. It is probable 
that a substantial share of those are US agency 
mortgage-backed securities. These are similar to 
treasuries in credit risk but have a different duration 
risk due to their comple\ cash-fl ow profi le. 

Further, the estimated share of central banks 
holding investment-grade corporate debt is around 

���

Ô6isk in reserves

GPI_2019_FinalBook.indb   114 22/05/2019   12:26



  omfif.org  |

We have 
used external 
managers to 
access more 
complex asset 
classes. – 
Respondent, 
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the same as for asset-backed securities, at around 
�6��bn, or Nust over �% of the global market. Some 
of the most diversifi ed central banks hold them 
alongside other asset classes in a full multi-asset 
portfolio. In other cases, central banks which are 
prohibited from, or have decided against, equity 
investments use investment-grade credit to gain 
private sector e\posure. 0ike equities, however, there 
are governance and reputational risks involved in 
those investments. A single default, even if negligible 
in balance sheet terms, may set back the public case 
for diversifi cation of reserves.

Taking on equity risks
;hile central banks’ share of total equity holdings 
was and remains small and constitutes a far smaller 
presence in global markets �under 2% in 2�1�, 2.�% 
in 2�1�, its signifi cance cannot be overstated. 
)quities e\pose central banks to the risk of higher 
capital losses than other asset classes. Further, 
equities require an active decision on e\it as they 
cannot be ran off passively. Finally, they set up more 
comple\ governance issues than bonds, as central 
banks become shareholders with voting power. 
;hether they use it or not is a different matter. 
The previous State Street +lobal Advisors study 
estimated that, as of 2�16, ��% of central bank 
equities were inde\ed. This number is unlikely to 
have changed materially as the inde\ed approach 
to holdings is one way to mitigate governance risks. 
3n the other hand, the ability of passive investment 
to meet )S+ standards fairly easily through 
customised strategies, combined with the growing, 
increasingly refi ned supply of these products, mean 
that their prominence in central bank holdings may 
rise in the future.

Illiquid private market assets will probably remain 
a rarity in central bank portfolios. +overnments 
wishing to build e\posure to such asset classes 
normally do so through sovereign funds, and we 

e\pect central banks to stick to liquid assets in their 
oƾ  cial reserves, even as the appetite for higher-risk 
instruments continues to increase. 

3verall, the diversifi cation of reserve assets is 
fully underway and the oƾ  cial reserves portfolio is 
becoming increasingly comple\. The embrace of 
risk assets, particularly equities, stands in contrast 
to the usual timidity of classic reserve management. 
The past decade has been favourable to risk assets, 
so this strategic shift has not been tested in periods 
of prolonged equity drawdowns or multiple defaults 
in bond markets. =et this report also highlights 
how central banks have become signifi cant capital 
markets participants in their own right, holding 
around ��% of all high-grade sovereign paper as of 
(ecember 2�1�. This raises important questions 
over bond market liquidity, fi scal fi nancing capacity, 
and future research.
)lliot Hentov is Head of Polic] 6esearch� and 
Alexander Petrov is Senior Strategist in the +lobal 
Macro Polic] 6esearch +roup at State Street 
+lobal Advisors. (anae /]riakopoulou is 'hief 
)conomist and (irector of 6esearch� and Pierre 
3rtlieb is )conomist at 3MF-F. -n this special 
report� we complement the Ƽ ndings of an earlier 
3MF-F- State Street +lobal Advisors stud] on ƄHow 
do 'entral &anks -nvest#ƅ with additional data 
from the 3MF-F +P- Surve] ����� conducted with 
public investment managers. -t provides a parallel 
understanding of central bank asset allocation� 
while looking at some of the more Uualitative 
considerations affecting decision-making. The 
Uuantitative measures of asset allocation ma] 
differ slightl] from the results of the 3MF-F ���� 
+P- surve]� as the original 3MF-F-State Street 
+lobal Advisors stud] covered a different time 
period �using data from end-���� and emplo]ed 
a different methodolog]� using bottom-up 
estimation as opposed to a broad-based surve].
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Currency 
diversification 
provides 
protection 
against the 
value of the 
reserves 
being unduly 
affected by any 
one currency 
changing in 
value sharply, 
as well as 
investment 
opportunities.

.ohn Nugʣe
OMFIF

For central banks, the question of which 
currencies to hold in the reserves is a 

critical one. And like so much else in reserves 
management, the choice of which currencies the 
reserves should be invested depends, ultimately, 
on the reserves’ purpose.

For countries with a specific use for the 
reserves, for example to back a fixed currency 
regime or to service foreign currency borrowing, 
the issue is usually well-determined. Thus a 
central bank whose currency is pegged to currency 
X will find it sensible to hold a high proportion 
of X in its reserves, while the central bank of a 
country which has borrowed in currency Y will 
aim to hold Y in its reserves. This can lead to 
central banks holding almost exclusively one 
currency in their reserves, and will be the case 
even if currency X or Y are not usually considered 
reserve currencies by the wider central banking 
community. Thus the various smaller countries of 
the common monetary area in southern Africa will 
tend to hold quantities of South African rand in 
their reserves, reflecting their currencies’ pegs to 
the rand, whereas Nepal and Bhutan will tend to 
hold Indian rupees.

For central banks where the main impetus for 
the investment of the reserves is more wealth-
orientated, for example the preservation of the 
real value of the reserves or the achievement of 
a target rate of return, such a one-dimensional 
strategy is seldom optimal. Most central banks 
prefer a more diverse approach, with a range of 
currencies represented in their reserves.

There will always be a need for one or perhaps 
two dominant reserve currencies, to provide a 
stable store of value, liquid markets and a safe 
payment system. 

Currently this role is played by the dollar in 
most of the world, with the euro used instead by 
those countries close to but not in the euro area. 
Both meet all three of the demands of a currency, 
namely as a store of value, unit of account and 
transaction medium.

But there is value in holding other currencies 
to provide diversification, protection against 
the value of the reserves being unduly affected 
by any one currency changing in value sharply, 
and investment opportunities as the reserves 

managers can fine tune the allocation between 
currencies. And if enough central banks hold a 
currency for these purposes, and the currency 
offers liquid markets and sufficient variety of 
financial instruments to invest in, then the 
currency is accorded minor reserve status.

Case for diversifaction
There are four currencies that can be said to have 
this ‘minor reserve’ status: the yen, renminbi, 
Swiss franc and sterling. All have a place as a 
diversifier in a reserves portfolio, even though at 
the moment not one can rival the dollar or euro as 
a major reserve currency.

Moreover, the case for diversification in reserves 
may be growing. The global financial outlook is 
becoming more complex as different parts of the 
world economy are growing at different rates, and, 
after a period when central banks acted largely in 
unison, there is growing divergence in monetary 
policy. Both of these are likely to lead to greater 
movement in exchange rates, even between the 
major currencies of the world.

However, it is not only economics that is driving 
exchange rate volatility and changing the relative 
attractiveness of currencies. Financial markets also 
respond to the political backdrop, and investors 
must increasingly factor into their calculations an 
element of political uncertainty. None of the major 
currencies is totally without political overtones.

For some countries, the possibility of US 
financial sanctions may lead them to be wary of 
overreliance on dollars as their chosen transaction 
medium. For any country that, whether for 
justified reasons or otherwise, fears that it might 
incur US displeasure, it would be suboptimal to be 
wholly reliant on dollar payment systems for its 
international transactions.

For other countries, there may be concerns that 
the euro has still not wholly been able to shake off 
doubts over its long-term future. The political and 
economic situation in a number of member states, 
Italy in particular, is a potential cause for concern. 
Elections (both nationally and in the European 
Parliament) will continue to offer interesting 
contests between traditional pro-European 
Union parties and a new nationalist and populist 
sentiment.

���

The case for reserves diversifi cation may be growing. The fi nancial outlook is becoming more complex and 
there is growing monetary policy divergence.

Swings in world reserve currencies
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Investors must 
increasingly 
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calculations 
an element 
of political 
uncertainty. 
None of 
the major 
currencies is 
totally without 
political 
overtones.

China’s ambitions
Of the minor reserve currencies, the one most 
investors expect to grow in status over time is the 
renminbi. The size of China’s economy, its growing 
international presence and, not least, the large 
number of countries wishing to be seen to respect 
Beijing’s stated ambitions of becoming a major 
regional financial power are combining to increase 
the share of renminbi in international reserves. 
It is shortly expected to become the third most 
widely held reserve currency after the dollar and 
euro.

But some have expressed reservations. 
The renminbi is still not wholly free of either 
capital controls or official oversight, and 
Chinese President Xi Jinping has shown that 
he is not afraid to take his country into a more 
confrontational stance with others, for example 
over trade issues as well as international security. 
That the renminbi will become a major reserve 
currency in due course is widely agreed; that it 
will not do so in the immediate future also seems 
probable.

For sterling, the UK’s departure from the EU – 
whenever and however it takes place – may lead to 
considerable volatility in the currency’s value over 
the next couple of years.

It is a commonplace that ‘a year ago the 
investment challenge was easier, and a year from 
now it will be obvious what one should have done, 
but right now, markets are uniquely difficult 
to predict.’ It was ever thus. But for reserves 
managers, the current political and economic 

conjunction, and the potentially greater volatility 
in exchange rates between the major currencies, 
offers great opportunities. The pursuit of 
diversification from the two major currencies, the 
dollar and euro, into the lesser reserve currencies 
such the renminbi, pound, Swiss franc and yen will 
become even more important.

We are already seeing this reflected in a 
growing move of central bank reserves into 
renminbi, and many expect sterling also to 
attract renewed interest from reserves managers. 
Whatever the current UK and European 
uncertainties, sterling’s status as a reserve 
currency is likely to continue.
.ohn Nugʣe� a former 'hief Manager of 
6eserves at the &ank of )ngland� is Senior 
Adviser to 3MF-F.

Source� International Monetary Fund, 3MFIF analysis

Central banks continue to increase their reserves
Total allocated foreign e\change reserves, �tn

Source� International Monetary Fund, 3MFIF analysis
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A common asset to anchor EU markets

A common safe 
asset would 
reduce risk in 
the banking 
system while 
supporting 
diversification.

Gabriele 
Giudice
European 
Commission

A truly European safe asset would underpin a 
more stable and prosperous euro area.

A higher supply of a homogeneous, high-quality 
supranational asset would make up for the structural 
scarcity of safe assets in the euro area. It would 
overcome the fragmentation of their supply along 
national jurisdictions, which plays a destabilising 
role during periods of market tensions. This asset 
would provide a common yield curve that would 
better re  ̩ect expectations and fi nancing conditions, 
and could be shaped more easily by monetary policy 
operations. It would ease the conduct of open 
market operations and allow the European Central 
Bank to use its policy toolkit more effectively.

A European safe asset would facilitate the 
completion of the banking union. Negotiations 
on a common deposit insurance are blocked by 
disagreements on how to mitigate the links between 
banks and their governments (known as the 
ȡsovereign bank nexusȢ�. There are calls for a reform 
of the regulatory treatment of sovereign exposures. 
This could encourage investors to diversify into 
foreign government securities rather than investing 
mainly domestically. %ut it could lead to fi nancial 
instability in the transition phase and higher risk 
in banksȢ balance sheets. The introduction of a 
common safe asset would mitigate such risks while 
supporting diversifi cation, as banksȢ portfolios would 
naturally shift towards the European asset. 

The common safe asset would be an anchor for 
capital markets in Europe. It would provide a single 
term structure for risk-free interest rates that could 
serve as pricing benchmark for asset valuations. This 
would contribute to the creation of an integrated 
and liquid European market for corporate funding. 
Widespread holdings of the common safe asset and 
a shift of higher-return national bonds into long-
term investorsȢ portfolios, such as of pension funds 
and insurers, would reduce the impact of investors 
selling off risky assets to purchase safer ones in 
times of market stress.

Simple safe asset for Europe
To be viable legally and politically, the construction 
of the safe asset should avoid any mutualisation of 
debt or the transfer of risk from one member state 
to another. Each country should be fully responsible 
for its own debt and the conseTuences of its fi scal 

policies. It should reduce the risk of moral hazard. 
Depending on its design, the introduction of a 
common safe asset could increase the incentives for 
responsible fi scal and economic policies by making 
any additional debt issued by sovereigns subject to 
higher funding costs, while possibly reducing the 
average costs.

Even supporters of a European safe asset are 
sceptical that it could be introduced in the near- to 
medium-term. Many observers point to the legal and 
political limitations that apply to models involving 
mutualisation �such as a fully-  ̩edged eurobonds 
or blue bonds�, as they reTuire a European 8nion 
Treaty change. On the opposite end, constructions 
involving fi nancial engineering, such as sovereign 
bond-backed securities, are criticised on technical 
grounds, based on their behaviour in periods of 
distress. 

/esser-known constructions should be explored, 
including ȡe-bondsȢ. These involve a European 
common issuer �such as an existing supranational 
institution� raising funds and providing bilateral 
senior loans to the member states, which would 
take priority over other debt. This is consistent 
with the ȡno-bail-outȢ Treaty reTuirement. 0ember 
states would use these funds only to re-fi nance the 
rollover of their existing debt, improving liTuidity 
management. Recent analysis suggests that without 
affecting the outstanding stock, nor changing the 
volume of debt in the euro area, this approach 
could deliver a European supranational safe asset 
of similar if not higher safety than the Bund. This 
would fi ll an important liTuidity gap on short-term 
maturities without hurting the %undȢs $$$ status, 
nor the capacity of vulnerable member states to fund 
themselves regularly and conveniently. Whether 
such a construction may be able to fulfi l all the 
necessary technical, legal and political conditions 
remains to be seen. Should it reach that high bar, a 
European safe asset would no longer be a chimera. 
Gabriele Giudice is Head of the Unit for 
Economic and Monetary Union Deepening 
and Macroeconomy of the Euro Area at the 
European Commission’s Directorate General 
for Economic and Financial Affairs. The 
views expressed are the author’s alone and 
do not necessarily correspond to those of the 
institution of affi  liation.
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The adoption in the euro area of a high-quality supranational asset would make up for the 
structural scarcity of safe assets in the monetary union. 
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 -nfrastructure and real estate

Attracting institutional funds to Asia

Active capital 
markets 
will give 
infrastructure 
project 
developers 
more financing 
choices in 
Asian markets 
and make 
stakeholders 
more 
comfortable 
with looking 
at mini-perm 
financing 
structures.

6ajeev 
/annan and 
6ohit (hir
Sumitomo 
Mitsui Banking 
Corporation

Commercial banks, export credit agencies and 
multilateral agencies have traditionally been 

the mainstay of infrastructure fi nancing in $sia. 2f 
the ����bn of $sia Pacifi c infrastructure fi nancing 
in 2���, less than ��% was fi nanced by bonds, with 
most of those being corporate bonds, according to 
data from analysts IJGlobal. But circumstances are 
changing.

In recent years, three large independent 
power producers from Indonesia have tapped 
into the Rule 144a/Regulation S markets for 
significant amounts of non-recourse project bonds, 
establishing these bonds as an important source 
of long-term debt in Asia. Regulation S refers 
to the SEC’s legal standard for issuing offshore, 
equivalent to Rule 144a. Rule 144a is a Securities 
and Exchange Commission rule issued in 1990 that 
modified a two-year holding period requirement on 
privately placed securities by permitting qualified 
institutional buyers to trade these positions among 
themselves.

Investment grade ratings and stable payment 
track records of sovereign-owned offtakers in 
countries like Indonesia have influenced the 
market. With a long-enough operating history, 
an established debt service track record and 
investors’ hunger for yield, these projects can 
attract significant attention from a diverse 
pool of investors and geographies. Long-tenor 
infrastructure financing allows institutional 
investors to match better their liability profile, 
diversifying portfolios away from traditional 
sectors and borrowers while offering attractive 
credit characteristics.

Another recent milestone was a $458m 
collateralised loan obligation Regulation S-type 
transaction by Singapore’s Clifford Capital, backed 
by cashflows from a portfolio of 37 project finance 
loans from across Asia and the Middle East. This 
was one of Asia’s first CLO issuances to be backed 
by cashflows from project finance loans. Its 
execution has helped to establish this as an ‘on-tap’ 
platform for attracting institutional funds into Asia 
infrastructure financing, and also as an outlet for 
banks to recycle capital.

Active local and offshore markets
These issuances have raised awareness of Asian 

project finance as an attractive asset class in the 
global investing community. Issuers and project 
developers in Asia have benefited from the longer 
tenor, more flexible and competitive structure and 
terms afforded by capital markets.

However, capital market issuance has 
generally been limited to operating projects and 
mostly entailed take-out of existing financing 
arrangements with part recapitalisation. This is 
understandable, as investors have generally been 
reluctant to take on construction risk.

To provide a viable source of primary financing 
for greenfield projects and to supplement banks 
and export credit agencies’ financing would still 
require getting investors comfortable with certain 
critical issues. Most importantly, there must be an 
understanding and acceptance of construction risk 
for projects both by investors and rating agencies, 
which can have impact a project’s credit rating. 
Credit enhancement from mandated lead arrangers 
and export credit agencies could help mitigate 
some of these issues, as has been done in other 
regions.

It is also necessary to resolve negative carry and 
intercreditor issues. Staggered bond issuance is one 
option to mitigate the negative carry. While this is 
not especially common, it has been used in other 
countries. Another aspect that could help is the 
deepening of local currency bond markets in key 
markets like Indonesia and Vietnam. Markets like 
Malaysia, Thailand and India already have active 
local currency capital markets.

Ultimately, it is active capital markets, both 
local and offshore, that will give infrastructure 
project developers more financing choices in Asian 
markets and make stakeholders more comfortable 
with looking at mini-perm financing structures 
with multiple take-out and refinancing options, 
as are commonly seen in mature markets. It 
would also enable banks to incur lower funding 
and capital charges, leading to the availability of 
additional financing capacity to an infrastructure 
sector that needs significant amounts of capital. 
6ajeev /annan is )xecutive 3ffi  cer and 
Head� and 6ohit (hir is (eput] +eneral 
Manager of the -nvestment &anking 
(epartment� Asia at the Sumitomo Mitsui 
&anking 'orporation.

2f the ����bn of $sia Pacifi c infrastructure fi nancing in 2���, less than ��% was fi nanced by bonds. %ut 
circumstances are beginning to change.
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Infrastructure fi nancingȢs missing link

CGIF focuses 
on developing 
local currency 
bond markets 
to mobilise 
savings 
towards 
corporates and 
proMects.

Boo Hock 
Khoo
Credit Guarantee 
and Investment 
Facility

The Tuestion of why the trillions of private 
savings in developed economies are not 

fi nancing infrastructure in developing countries is 
often met with the same stale answer ȟ there are 
not enough good proMects.

There are plenty of good proMects.  %ut most 
earn local currency revenues that do not match 
the currency of the savings accumulated in more 
mature economies. :ithout a way to hedge this 
mismatch, no proMect in this predicament can really 
be any good. 

The &redit Guarantee and Investment )acility 
acts as a regional guarantor. It focuses on 
developing local currency bond markets to mobilise 
savings towards corporates and proMects. This 
makes things easier for indigenous investors, but 
due to debilitating foreign exchange risks, foreign 
savers are reluctant to invest in local currency 
bonds. $ new approach for the use of guarantees to 
help bridge private savings in developed economies 
and infrastructure development is needed.

Riding on &GI)Ȣs experience, a new guarantee 
platform is under development for infrastructure 
fi nancing. The Infrastructure Investors Partnership 
is one of the key new proMects of the $sian %ond 
0arkets Initiative medium-term road map 2���-22. 
$%0I, launched in December 2��2 by $sean�3 
��� $sean member states and their three partner 
countries, &hina, -apan and .orea�, has been a 
driving force in developing local currency bond 
markets in the region and promoting regional 
fi nancial co-operation and integration.  

This innovation comes from a new form of 
public-private partnership to mobilise savings in 
developed economies and pool capital to take on 
proMect fi nancing risks in emerging economies. 
The capital contributed by the governments in 
developed economies serves to absorb losses ahead 
of private savings in the platformȢs guarantee 
portfolio.

:ith this cushion of fi rst-loss eTuity support 
from public funds, the platform will issue 
ȡme]]anine bondsȢ �debt which ranks after other 
loans� to long-term savers �such as pension 
funds and insurance companies� in these mature 
economies, in their home currencies. This will 
create a deeper pool of capital to back up local 
currency guarantees issued by the platform to 

infrastructure proMects in developing countries.
The platformȢs guarantees will fund proMects 

in developing countries through domestic pools 
of savings, either directly via local bond markets 
or indirectly via banks. This way, countries can 
boost their local fi nancial marketsȢ capacity to 
absorb risk from infrastructure proMects, crucial for 
many emerging economies falling behind on their 
infrastructure plans.  

Institutional investors in mature economies 
will have valuable opportunities to be involved in 
infrastructure fi nancing in emerging economies 
without taking foreign exchange risks. The bonds 
issued by the platform are expected to achieve 
suffi ciently high credit ratings with conservative 
leverage and strong risk management of the 
platform. $s such, they will offer an attractive risk 
and return proposition to cautious investors in 
their own home currencies.

This solution is possible because the use of 
guarantees separates ȡfundingȢ and ȡrisk-takingȢ.  

120

$ new platform hopes to act as the missing link between savings in developed economies and the 
infrastructure needs of developing countries. 
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This new 
platformȢs 
innovation 
comes from a 
new form of 
public-private 
partnership 
to mobilise 
savings in 
developed 
economies and 
pool capital to 
take on proMect 
financing risks 
in emerging 
economies.

8nlike direct debt funding, foreign exchange risks 
dissipate with the use of guarantees ȟ a contingent 
liability which crystalises only upon a claim or loss 
event at the platform. 

6o, if the proMects it guarantees are well-
developed and fi nanced with the matching 
currencies and adeTuate long-term debt, preferably 
at fi xed rates, their risk profi les change dramatically 
to more acceptable levels. $ 0oodyȢs study on 
unrated proMect fi nance loans reveals a ��-year 
cumulative default rate of �.�% and an average 
recovery rate of ��.�%, with almost two-thirds of 
the cases recovering ���%.

:ithout lending directly to the proMects, 
concerns on low sovereign ratings and high 
transferability and convertibility risks are muted. 
The proMects will essentially be tapping indigenous 
savings in matching currencies when raising debt.

The protection offered will allow domestic 
savers in developing economies to undertake more 
long-term debt fi nancing. $s observed by &GI), the 

risk absorption capacity for proMects in developing 
fi nancial systems will need time to mature even 
where the local markets are well-developed. /ocal 
banks do not have enough capital to intermediate 
such large sums of savings for long-term 
reTuirements. In many emerging economies, it will 
take time to build up large pools of local savings.

$sians are prolifi c savers but their savings 
are often invested in developed economies, even 
if some of them are recycled to fund regional 
investments in dollars. The platform will be a key 
step for developing economies to be free from the 
stranglehold of borrowing in dollars, paying high 
risk premiums, and foreign exchange risks.   

:ith this platform, we hope to invigorate 
policy-makers to start building the missing link 
that is so crucial to addressing the regionȢs massive 
and growing infrastructure gap. 
Boo Hock Khoo is Vice-President, 
Operations at the Credit Guarantee and 
Investment Facility.
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Infrastructure defi cit must be addressed

There are 
still around 
350m people 
without access 
to electricity, 
300m people 
with no access 
to safe drinking 
water and 
more than 
1bn people 
without basic 
sanitation.

Shixin 'hen
Asian 
Development Bank

Meeting the burgeoning demand for 
infrastructure in the $sia Pacifi c region is 

essential to achieve many of the United Nations’ 
sustainable development goals. In the past few 
decades, the region has taken great strides in 
developing its power, transport, water and sanitation 
and telecommunication infrastructure. However, 
there are still around 350m people without access 
to electricity, 300m people with no access to safe 
drinking water and more than 1bn people without 
basic sanitation. This signifi cant infrastructure defi cit 
poses a serious threat to attaining the UN 2030 
agenda for sustainable development. The world’s 
growing and ageing population, rapid urbanisation 
and technological advances, along with air pollution 
and climate vulnerability, will only increase demand 
for quality infrastructure. It must be inclusive, green 
and climate-resilient. 

Based on UN estimates, achieving the SDGs by 
2030 requires $3.9tn to be invested annually in 
developing countries alone. Currently, around $1.4tn 
is being invested each year. The public sector accounts 
for close to 70% of infrastructure investment in Asia 
Pacifi c. There is potential for much larger private 
investments, but weak bankability and a perceived 
mismatch between risk and return impede growth. 

The public sector is expected to remain a major 
source of fi nancing for infrastructure and services. It 
can increase domestic sources by reducing subsidies 
and increasing and improving tax collection. It can 
make its expenditure more effi cient through improved 
governance and by taking full advantage of modern 
information technology. Attracting larger private 
investments will require more up-front public support 
to strengthen the regulatory environment and boost 
the number of bankable projects ready for investment. 

New institutions, such as the Asian Infrastructure 
Investment Bank and the New Development Bank, 
will invest in infrastructure alongside traditional 
multilateral development agencies such as the Asian 
Development Bank and the World Bank. However, 
given their modest size, they are unlikely to make a 
big difference. By leveraging their deep knowledge 
in infrastructure fi nancing and higher risk appetite, 
they can help attract private investment, especially in 
frontier markets. They can also work closely with the 
private sector to identify areas in which to replicate 
past success. This includes renewable energy, where 

last year the private sector invested $270bn (or more 
than 90% of total investments).

The public sector is forming new alliances and 
partnerships with non-traditional investors who 
can help it access capital. These investors, including 
pension funds, sovereign funds and philanthropic 
organisations, have portfolios that surpass their 
investment needs. They have displayed recently a 
burgeoning interest in projects generating social 
and environmental benefi ts, such as gender eTuality, 
alongside fi nancial returns. 

Building stronger partnerships with these diverse 
players and linking investments to an individual 
investorȢs specifi c return, risk and impact profi le 
can help unlock this much needed investment pool. 
There are encouraging signs and progress across a few 
sectors, especially health and education, which can be 
expanded and replicated in other areas.

Given the si]e of the $sia Pacifi cȢs population and 
its share in the world economy, the global outcome 
of the SDGs depends in large part on the region’s 
success. The current infrastructure defi cit threads 
through many of these goals. As the region with the 
fastest growing greenhouse gas emissions, it will also 
shape global efforts to address climate change. 

Progress on achieving the SDGs has so far been 
subdued, but $sia Pacifi c has reasons to remain 
optimistic. The region’s total investment needs are 
a small percentage of its economies’ savings. It has 
embraced the UN goals and all key players – public, 
private, traditional and non-traditional – are focused 
on fi nding new and innovative ways to achieve them.  

The Asian Development Bank’s ‘Strategy 2030’ 
embraces the ideals of the SDGs. Accelerating the 
development of green infrastructure is central to 
overcoming $sia Pacifi cȢs current defi cit. The $D% 
will add value by sharing knowledge, leveraging and 
catalysing new and established sources of fi nancing, 
and forming partnerships with non-traditional 
players to bring in new sources of fi nancing. :e 
are committed to expanding our private sector 
operations, particularly in frontier markets in low-
income countries. 
Shixin 'hen is :ice-President� responsible 
for operations in the South Asia and 'entral 
and ;est Asia (epartments at the Asian 
(evelopment &ank.

���

$sia Pacifi cȢs signifi cant infrastructure defi cit poses a serious threat to attaining the 8nited 1ations 2�3� 
agenda for sustainable development. It is essential for countries to leverage private investment. 
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As the global demand for infrastructure continues to grow, 
public investors are struggling to meet funding needs. But 
before the private sector can close the gaps, the investment 
environment must mature. 
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Filling global 
infrastructure gaps

Efforts to 
measure and 
quantify these 
infrastructure 
needs in a robust, 
comprehensive 
way coincided 
with the decline 
in interest rates 
following the 
2008 financial 
crisis.

/at 9sita
Deputy Head of 
6esearch, 
OMFIF

As the global demand for infrastructure will only 
continue to grow, the investment environment 

around it must mature for the private sector to close 
funding gaps. 

4rivate sector participation in infrastructure is 
not new, but the need for it is greater and much 
more apparent now than before. The ;orld &ank 
maintains a database of nearly �,��� proNects in low- 
and middle-income countries that were funded either 
completely or partly by private investment over the 
last three decades. From 1���-2�16, these proNects 
amounted to �1.6tn of investments. ;hile this 
does not include private investment in high-income 
countries, it is a miniscule amount compared to the 
���tn needed to fi ll the world’s infrastructure needs 
by 2��� based on the +lobal Infrastructure ,ub’s 
estimates.

The attention to infrastructure demand grew 
signifi cantly in the last decade. Rising populations 
and rapid urbanisation across the globe put focus 
on the inadequacy of built assets to support such 
growth. Meanwhile, in more developed countries, 
aging infrastructure networks highlighted the 
importance of continuously maintaining and 
upgrading built assets. +overnments have 
historically controlled infrastructure development, 
but are now more vocal about needing the private 
sector not Nust to build physical assets, but to 
fi nance them as well. 

)fforts to measure and quantify these 
infrastructure needs in a robust, comprehensive 
way coincided with the decline in interest rates 
following the 2��� fi nancial crisis. This generated 
more awareness of infrastructure and interest in its 
potential as an alternative source of yield that could 
help diversify portfolios. Institutional investors and 
their long-term liabilities seem ideally matched to 
infrastructure’s longer investment hori^on. ,owever, 
some sovereign and pension funds still struggle to 
invest in this sector. Investors remain unable Ɓ or 

unwilling, if able Ɓ to include infrastructure in their 
portfolios �see Figure �. 

In the 3MFIF +4I Survey 2�1�, respondents from 
central banks, sovereign funds and public pension 
funds were asked whether they were allowed to 
invest in real assets, which includes infrastructure. 3f 
these, 6�% indicated that they were not permitted to, 
either because of prevailing laws and regulations or 
because their fund mandate did not allow it. Among 
those currently barred from investing in real assets, 
��% said that they would not consider it even if the 
relevant rules changed positively. 3n the other hand, 
those that invest in real assets allocate 2�% to this 
asset class on average, of which ��% is invested 
specifi cally in infrastructure.

Some regulations on infrastructure investments 
are changing. 2orway’s fi nance ministry announced 
in April that it is allowing the country’s +overnment 
4ension Fund +lobal to be invested in unlisted 
renewable energy infrastructure. 2orges &ank, which 
manages the world’s largest sovereign fund through 
2orges &ank Investment Management, plans to start 
with low-risk investments in developed markets. The 
cap on the fund’s environment-related investments 
was raised to 2ok12�bn from 2ok6�bn, equivalent to 
about 1.�% of its 2ok�.6tn assets.

The announcement makes clear that 2orway’s 
new policy is not part of a broader climate strategy. 
It is a diversifi cation push rather than a fulfi lment of 
environmental, social and governance mandates. 
&ecause of the +4F+’s si^e, 2&IM’s investment 
choices could infl uence other institutional 
investors who are considering a foray into unlisted 
infrastructure. 

6isk] business� real returns
Infrastructure contracts have long durations, 
refl ecting both the lengthy periods of construction 
and the number of decades during which the facility 
is e\pected to operate. As a result, the payment for 

���
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Even for 
institutional 
investors with 
enough assets 
for direct 
investments, 
evaluating 
the financial 
viability of 
infrastructure 
projects can be 
difficult.’
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the service it produces Ɓ which in most cases either 
falls wholly on the consumer, or is subsidised by the 
government Ɓ is pegged to infl ation. This protects the 
facility’s revenue stream from fl uctuating price levels 
and ensures a predictable cash fl ow. For e\ample, 
toll roads may charge user fees that are linked to 
the consumer price inde\ or a similar metric. In 
some cases, the peg is less e\plicit, such as when 
regulators adNust electricity rates in infl ationary 
conditions.

Infl ation protection compensates for risks 
inherent to infrastructure. Apart from having long life 
cycles, built assets are immoveable, making them 
susceptible to a range of geographic and political 
risks that can affect price levels. Infrastructure 
proNects also have e\tremely high upfront costs 
compared to other investment opportunities. 
In certain cases, such as when operation and 
maintenance is part of the infrastructure deal, capital 
inNections are required over the facility’s lifespan. 

Still, infrastructure manages to bring solid returns 
because of its monopolistic quality and inelastic 
demand. Transport infrastructure, for e\ample, 
serves specifi c routes and locations that make it 
either physically impossible or simply unprofi table for 
potential rivals to replicate. Social infrastructure, such 
as hospitals and schools, tends to have a monopoly 
over specifi c communities. Users of these facilities 
are unlikely to signifi cantly change their behaviour 
even during infl ationary periods or other changes in 
economic conditions. 

;hen asked if real assets perform better than 
other investments, ��% of respondents to the 3MFIF 

+4I Survey 2�1� agreed, saying they performed 
signifi cantly better. An additional 1�% said real assets 
perform slightly better than other investments �see 
Figure 2.

In an ideal world, direct private investment would 
be the quickest way to fi ll unmet infrastructure needs. 
3ne way is through public-private partnerships, which 
have emerged as a popular model for governments 
to grant concessions to private entities to fi nance 
and construct infrastructure facilities. ,owever, 
this requires high levels of capital that very few 
institutional investors can allocate by themselves. 
It would also typically entail partnering with a 
construction fi rm or other similar corporate to deliver 
the actual physical asset.

)ven for institutional investors with enough 
assets for direct investments, evaluating the fi nancial 
viability of infrastructure proNects can be diƾ  cult. 
Conducting due diligence is challenging and costly, 
as every infrastructure and subsector comes with its 
unique set of risks. Risks associated with an airport 
on an island would differ from a railway in a busy 
metropolis, and even more so from a powerplant. 
3ften, investors lack in-house e\pertise to assess 
these and end up having to rely on the evaluations of 
e\ternal advisers.

For smaller institutional investors with little or 
no e\perience in infrastructure, asset pooling would 
make more sense to increase investing capability. 
The UK’s 4ensions Infrastructure 4latform was 
set up in 2�11 to help pension schemes channel 
investments into UK infrastructure assets through 
infrastructure funds. Aside from consolidating Ô

Figure 1: Infrastructure deals dip despite 
persistent funding gap
Deals announced globally, 2009-18
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Figure 2: Real assets show real returns
How have your real assets performed relative to 
other investments#, % of total responses
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The complex 
and bespoke 
qualities of 
infrastructure 
can mean vastly 
different risks 
and returns 
based on 
size, industry 
or sector, 
geographic 
location, stage 
of development, 
and other 
aspects.

investment power, this method allows pension 
schemes to benefi t from the infrastructure e\pertise 
and e\perience of 4I4’s investment managers. 
&y investing in infrastructure funds, institutional 
investors can access unlisted infrastructure even if 
they lack the internal e\pertise or resources to assess 
proNects unilaterally.  

A more common but even less direct manner of 
investing is through listed infrastructure. &ecoming 
a shareholder of a publicly listed infrastructure 
company allows investors to gain e\posure to 
the sector, while enNoying relative liquidity and 
committing a relatively minimal level of investment. 
Investors also have the option of buying corporate or 
proNect bonds issued by these companies. &ecause 
they are traded on e\changes, more transparency 
can be e\pected when it comes to background 
information and pricing.

A weakness of listed infrastructure products is 
that they tend to perform similarly to other asset 
classes, especially equities, as they are e\posed 
to stock market volatility. Some companies or 
their corporate bonds may also be tagged as 
infrastructure even if their infrastructure-related 
activities form only a small part of the business or 
proNect. For these reasons, investing e\clusively in 
listed infrastructure might not reap the e\pected 
diversifi cation benefi ts. 

4ension funds in Australia and Canada have been 
investing in infrastructure since the 1���s, and are 
often considered solid e\amples of how institutional 
investors could approach the sector. Canadian funds 

are known for having pioneered direct investing in 
infrastructure proNects. Australian funds started 
investing in infrastructure through listed companies 
and funds, as well as through 444s. Investing in 
unlisted infrastructure has also become popular for 
pension funds in both countries. 

Building benchmarks
A long-running issue that hinders institutional 
investment from infrastructure is the lack of adequate 
benchmarks. 4erformance benchmarks act as a 
point of reference, allowing investors to compare 
investment performance with the market. Compared 
to other asset classes, it has been diƾ  cult to 
benchmark infrastructure investments because of the 
dearth of comparable data. The comple\ and bespoke 
qualities of infrastructure can mean vastly different 
risks and returns based on si^e, industry or sector, 
geographic location, stage of development, and other 
aspects. This complicates any attempt to build a 
robust, reliable inde\ for infrastructure investments 
that can be used in benchmark construction.

Indices for listed infrastructure are more readily 
available, as they are Nust a subset of a wider e\isting 
inde\. The FTS), MSCI, S
4 and (ow .ones, among 
others, all offer their versions of infrastructure 
indices. There are fewer such indices available for 
unlisted infrastructure, and those available focus 
usually on a specifi c region or industry. 

Access to robust and reliable comprehensive 
global indices for infrastructure, especially in the 
unlisted space, can address concerns regarding 
performance measurement Ɓ a critical task in asset 
allocation. ;ith the gap between infrastructure 
demand and available funding persistently wide, the 
need to channel institutional assets into this sector 
is as urgent as ever. 
Kat Usita is Deputy Head of Research at OMFIF.
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Source� 4reqin, 3MFIF analysis

Asset Location Investor Deal size 
($bn)

Innogy Germany E.ON SE 24.1

Direct Energie France Total 16.5

SCANA Corpo-
ration

US Dominion 15.0

WestConnex 
Motorway

Australia Abu Dhabi Investment 
Authority, AustralianSuper, 
Transurban Group

6.9

TDC Group Denmark ATP, Macquarie Infrastruc-
ture and Real Assets, PFA 
Pension, PKA AIP

6.4

Hornsea 
Project One

UK Global Infrastructure 
Partners

6.0

Techem Germany Caisse de dépôt et place-
ment du Québec, Ontario 
Teachers' Pension Plan, Part-
ners Group

5.4

Naturgy Energy 
Group S.A.

Spain CVC Capital Partners 4.7

DuUm 6efi nery 
Project

Oman Kuwait Petroleum Corpora-
tion, Oman Oil Company

4.6

Uniper Germany Fortum 4.5

Source� 3MFIF +4I Survey 2�1�

Figure 4: GPIs still unable to invest in real assets
Are you allowed to invest in real assets? (LHS) 
and Would you consider investing in real assets 
if laws and regulations allowed you to? (RHS), % 
of responses
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Institution Description Size ($m) Date

Ontario Municipal Employees 
Retirement System

Canadian pension fund OMERS purchases a 10% 
interest in toll road concessionaire 407 International 

Inc from SNC-Lavalin Group.
2,430 April 2019

Kuwait Investment Authority
KIA reportedly agrees to buy out the UK’s North Sea 
Midstream Partners, an oil and gas fi rm, through its 

London-based infrastructure arm Wren House.
1,700 July 2018

Canada Pension Plan 
Investment Board

CPPIB purchases an undisclosed stake in Aqua 
America, a US water company.

750 March 2019

California Public Employees’ 
Retirement System

CalPERS commits to the Golden Reef Infrastructure 
Trust managed by Australia’s QIC.  

600 October 2018

Universities Superannuation 
Scheme 

UK pension fund USS announces plan to acquire 
KCOM, an IT and communications company.

504 April 2019

Virginia Retirement System

The US pension fund invests in two major 
infrastructure and real estate funds, Blackstone Real 
Estate Partners IX and Global Infrastructure Partners 

Fund IV, at $200mn each.

400 January 2019

Stichting Pensioenfonds ABP
Dutch fund ABP invests in the Smart City 

Infrastructure Fund managed by Whitehelm Capital.
280 November 2018

Teachers’ Retirement System 
of the State of Illinois

TRS Illinois invests in Macquarie European 
Infrastructure Fund 6, which will target utilities, 
transportation, communications and renewable 

energy assets.

224 March 2019

GIC

Singapore’s sovereign fund GIC and investment fi rm 
KKR acquire a 42% stake in infrastructure investment 
trust India Grid Trust. The fund also acquires a 10% 

stake in port operator Terminal Investment Limited for 
an undisclosed amount.

142 May 2019

Caisse de dépôt et placement 
du Québec

CDPQ agrees to buy a 30% stake in the main operating 
subsidiary of Vertical Bridge Holdings, LLC, the largest 

private owner and operator of communications 
infrastructure in the US.

Undisclosed April 2019

Key infrastructure deals involving Global Public Investors, 2018-19
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Catalysing investment strategies for infrastructure that take into account environmental, social and 
governance issues in emerging markets presents several diffi culties.

Filling Asia’s ESG investment gap

Courtney 
Lowrance
Asian 
Infrastructure 
Investment Bank

The Asian Infrastructure Investment Bank is 
prioritising the mobilisation of private sector 

capital required to meet the world’s infrastructure 
demand. Investments must be directed towards 
quality infrastructure that will achieve the United 
Nations’ sustainable development goals and honour 
the 2��� Paris climate accord. Two challenges 
must be addressed. )irst, more private capital 
should be mobilised for infrastructure investment. 
Second, there is a need to establish meaningful 
environmental, social and governance benchmarks 
for infrastructure investors.

A core part of our strategy is to identify ways to 
make investing in emerging market infrastructure 
more attractive to the private sector. $s a first step, 
we are mandating an asset manager to construct the 
AIIB Asia ESG enhanced credit managed portfolio, 
where we will invest $500m in infrastructure-related 
corporate bonds, including quasi-sovereign bonds 
and green bonds.

Catalysing ESG investing strategies for 
infrastructure in emerging markets in Asia presents 
several difficulties. E6G investing is well-established 
in Europe and North America, but is largely absent 
in Asia, and analyst coverage of corporate bonds in 
emerging markets is in its infancy. 2f the �22.�tn 
total assets under management that are defined as 
socially responsible investments, only 2% are from 
$sia.

Investors of corporate bonds, in contrast to 
equities, focus on the credit worthiness of the 
issuer and its ability to repay debt. 0ore attention 
must be paid to event risks (often ESG-related) 
that can dominate an issuer’s credit-worthiness 
and exposure to credit rating downgrades. Issuers 
in emerging markets are potentially more exposed 
to ESG risks, and Asian issuers are more likely to 
have unconventional governance structures that are 
misaligned with ESG frameworks from Europe and 
1orth $merica.

Engagement strategies vary between fixed 
income and eTuities asset classes. %ondholder rights 
differ from shareholder rights, and engagement 
opportunities for bondholders can be more limited 
than shareholders who can exercise voting rights 
or attend the annual general meeting of an issuer. 
In practice, investors typically have engagement 
teams working across asset classes and interact 

with companies where they have debt and equity 
holdings.

Markets initiative
AIIB aims to address these issues through the ESG 
markets initiative, in partnership with our portfolio’s 
asset manager. This initiative can be organised into 
four key pillars. )irst, our obMective is to develop a 
proof of concept and demonstrate to other like-
minded investors the potential of ESG investing in 
emerging market infrastructure. 2nce we establish 
a track record with the portfolio over the next 12-18 
months, we hope to open the fund to other investors. 
In parallel, we are talking to index providers with the 
aim of developing an ESG enhanced infrastructure 
index for $sia emerging markets.

Second, to catalyse the development of ESG 
strategies for fixed income, AIIB will work with 
research partners to share insights on emerging 
issues and key trends that drive ESG investing in 
infrastructure in $sia.

Third, expanding ESG ratings coverage of issuers 
in Asia is an important step in the creation of a 
dedicated Asia emerging markets ESG enhanced 
infrastructure index. $ key component of the E6G 
markets initiative will be working with partners to 
enhance transparency and disclosure in the market.

Fourth, deepening the debt capital markets 
in emerging markets in Asia and improving the 
understanding of ESG will require capacity-building 
of all market participants. Through the E6G markets 
initiative, AIIB will work with implementation 
partners to build capacity in selected local markets 
through workshops and other industry events.

Addressing Asia’s enormous infrastructure 
needs, poverty issues and environmental and social 
challenges will require new types of financing 
models and instruments. +opefully the $II% 
ESG markets initiative can make a significant 
contribution to this effort. 
Courtney Lowrance is Principal Environment 
Specialist at the Asian Infrastructure 
Investment Bank.
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in emerging 
markets.
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Private sector a partner in development

In public-
private 
partnerships, 
risks 
concerning any 
infrastructure 
project should 
be allocated 
to the party 
most able to 
deal with each 
particular risk.

Harold 
Tjiptadjaja
PT Indonesia 
Infrastructure 
*inance

For the period up to 2030, the Asian 
Development Bank estimates that emerging 

Asian countries will need $26tn in infrastructure 
fi nancing to maintain their growth momentum, 
eradicate poverty and respond to climate change. 
Around 56% is allocated to power and 32% to 
transportation. The remainder is allocated to 
telecommunications (9%) and water and sanitation 
(3%). The ADB assumes that only 40% will be 
fi nanced and funded from state budget, with the 
private sector expected to fi ll the remaining ��%.

Indonesia’s ‘National Medium Term 
Development Plan 2015-2019’ states that the 
total financing requirement for infrastructure 
development is around $338bn. Of this, less than 
$141bn will be financed through national and 
regional state budgets, with the rest expected 
to come from state-owned enterprises and the 
private sector. The government must find ways 
to attract private sector companies as partners in 
development.

Efficiency and innovation
Some projects undertaken by the private sector 
require government support. This can take the 
form of guarantees, viability gap funding or an 
availability payments mechanism. Viability gap 
funding involves a cash contribution from the 
government that reduces the private sector’s 
investment cost, hence increasing the profitability 
of the underlying project. The availability payments 
mechanism concerns fixed payments from the 
government as remuneration for the provision by 
the private company of the infrastructure, which 
removes market risk from the project. Any other 
support can also be provided by the government to 
reduce the project risk and/or to enhance return on 
investment.

The cost of funding for government debt is 
lower than that for the private sector, as the 
government’s default risk is significantly lower 
than the private sector’s. This higher funding 
cost for the private sector, all things being equal, 
should increase the cost of the provision of the 
infrastructure. This should then be compensated 
for by the efficiency and innovation that 
characterises private sector practices. Shorter 
and simpler decision-making processes might 

strengthen the arguments to encourage greater 
private sector involvement in infrastructure 
projects.

The private sector must take into account at 
least two key factors when considering becoming 
involved in projects. The first relates to risks and 
risk allocation, and the second to the requisite 
return that must be generated to accept those risks. 
In public-private partnerships, risks concerning 
any infrastructure project should be allocated to 
the party most able to deal with each particular 
risk. For example, for land acquisition risk, one of 
the biggest for infrastructure projects, especially in 
emerging countries, the private sector prefers that 
the government assumes this risk, as it involves 
regulation and land reform. A similar risk pertains 
to permits and licenses, which are best procured by 
the state through government contracting agencies.

Public-private collaboration
Bringing the private sector into infrastructure 
projects raises several challenges. First, these 
projects usually involve a huge amount of 
investment, long payback periods, government 
procurement process and relatively lower 
(though stable) yields. Second, they involve many 
stakeholders from the government acting as a 
regulator and, in some cases, as offtaker. Private 
companies may determine whether other sectors 
besides infrastructure offer a better balance of risk 
against reward.

One option for private companies that do 
wish to participate in infrastructure financing is 
asset recycling programmes, whereby operating 
infrastructure projects are tendered to the private 
sector, either through concession mechanisms or 
asset sales. Through these programmes, for the 
government, capital will be recycled and used for 
the development of new, greenfield infrastructure 
projects.

Ultimately, building infrastructure is not solely 
the responsibility of the government and requires 
close collaboration and strong support from 
the private sector to expedite development and 
enhance national economic competitiveness.
Harold Tjiptadjaja is Managing (irector and 
'hief -nvestment 3ffi  cer at PT -ndonesia 
-nfrastructure Finance.

/ess than ����bn of IndonesiaȢs �33�bn infrastructure fi nancing reTuirement will come from state budgets. 
The rest is expected to come from state-owned enterprises and the private sector.
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Reaping rewards by recycling assets

Large 
international 
institutional 
investors are 
keen to invest 
in Indian 
infrastructure, 
and these 
assets are well-
aligned to their 
interests.

Sujoy Bose
National 
Investment and 
Infrastructure 
Fund of India

India is one of the fastest growing major economies. 
A rising and briskly urbanising population, coupled 

with improved living standards, have resulted in 
rapidly growing demand for infrastructure. The 
ministry of fi nance estimates that the country 
must invest $200bn in infrastructure development 
annually. At the present pace of actual investments, 
there is an annual investment defi cit of around ���bn.

Over the past decade, the private sector has 
contributed to just over a third of the overall 
infrastructure investments in India. It has 
contributed to the majority of investments in 
telecommunications, electricity generation, 
ports and airports. Private participation has been 
prominent in the roads sector. India’s national 
highways development programme has attracted 
commercial capital through public-private 
partnerships and hybrid structures.

PPP schemes are the prevalent approach to bring 
in private capital to develop public infrastructure. 
Another way to attract commercial investments 
is by monetising brownfield public infrastructure 
assets. Under this scenario, a private investor buys 
temporarily the rights to a revenue-generating 
public infrastructure asset. They are responsible for 
maintenance and operations of the asset and can 
earn revenues from it. These are typically long-term 
arrangements, lasting between 30-100 years. In most 
cases, governments receive payment upfront.

Assess monetisation success in many countries
Several countries have undertaken successful public 
infrastructure monetisation programmes. In the US 
in the mid-2000s, tolled expressways were leased 
to private investors for around $1.8bn and $3.8bn 
in Illinois and Indiana, respectively. In 2014, the 
Australian federal government initiated an asset-
recycling initiative as part of a broader national 
infrastructure growth package. Between 2014-18, 
more than 10 such transactions were carried out over 
five Australian states, yielding close to Aud52bn. The 
country’s electricity networks generated the most 
revenue� three assets were leased for ��-year periods 
for a total of Aud34bn.

In early 2018, the National Highways Authority 
of India offered rights to operate and collect 
revenues from road assets under a ‘toll-operate-
transfer’ model. The project covered nine sections of 

national highways, extending over 648 kilometres, 
for 30 years. This effort drew enthusiasm from 
large international investors, thanks in part to 
how the project was structured. The highway 
sections on offer served as key transport links, 
with an established operating and tolling history. 
They provided diversification across two states 
in India. The contract provided for two planned 
adjustments to the concession term, shielding 
investors from uncertainties in traffic build-up. 
Following competitive bidding, the combined project 
was awarded for an upfront consideration of close 
to $1.5bn, the country’s single largest highway 
infrastructure transaction.

Interest in India
Asset monetisation is relevant for India for several 
reasons. First, it has a large and growing stock of 
revenue-generating public infrastructure assets. It 
is estimated that more than 6,500km of road length 
are under the management of the NHAI and close 
to 5,000km of new highway projects are awarded 
for development each year. Second, while the 
traditional PPP model for infrastructure investments 
has contributed substantially to infrastructure 
development, private sector appetite for such 
projects has dwindled in recent years. Government 
agencies are therefore looking to infrastructure 
recycling to boost resources for new development. 
Large international institutional investors are keen 
to invest in Indian infrastructure, and these assets 
are well-aligned to their interests.

India’s infrastructure assets monetisation 
programme is set to create important opportunities 
for global institutional investors. The bidding process 
was recently undertaken to award 50-year contracts 
to operate six airports. The government is making 
efforts to identify additional sectors that would be 
ripe for monetisation. These are likely to include 
power transmission lines, gas and oil products 
pipelines, telecom towers, port terminals and public 
warehousing facilities. The deciding factors are 
consistent and long-term revenue streams, the 
possibility for investors to enhance substantially 
commercial returns, and improved asset utilisation.
Sujo] &ose is 'hief )xecutive 3ffi  cer 
and Managing Director of the National 
Investment and Infrastructure Fund of India.
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After it successfully leased large portions of its highways, India is looking to expand its programme for 
monetising public infrastructure through transactions with private sector investors.
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 -nfrastructure and real estate

A one-hour 
reduction in 
travel times 
between two 
provincial 
centres 
increases their 
bilateral trade 
by around 6%.

Sergei +uriev 
and Nathaniel 
=oung
European 
Bank for 
6econstruction 
and Development

The European Bank for Reconstruction and 
Development helps its countries of operation 

transition to sustainable market economies. To 
achieve this, private sector investment is essential. 
Therefore, we work mostly with private fi rms and 
banks rather than with governments and state-
owned enterprises. However, we also invest in 
cross-border, national and municipal infrastructure. 
Companies are more likely to invest in well-
connected and integrated markets, as lower costs 
of accessing larger markets will increase returns on 
investment.

We evaluate systematically the impact of 
infrastructure investments. In our ‘Transition 
Report 2017-18’, we examined the impact of 
major upgrades to Turkey’s road network on 
domestic trade and regional economic outcomes. 
Segments of single-carriage roads were divided 
into multi-lane motorways. As of 2015, these dual 
carriageways accounted for 35% of Turkey’s roads, 
up from 10% in 2002. The upgrades improved safety 
and increased road capacity, allowing motorists to 
travel more reliably at higher speeds. 

We estimate that owing to the upgrades, the 
average travel time between Turkey’s 81 provincial 
cities fell to five hours in 2015, down from six and a 
half hours in 2005. Those cities located the farthest 
apart benefited from the largest reductions in 
travel times, with some cities separated by a road 
distance of 1,500 kilometres or more achieving 
savings of five hours.  

To estimate the impact of the upgrades on 
trade, we estimated a gravity model of trade that 
relates changes in bilateral trade to changes in the 
time-costs of those bilateral trades, accounting for 
the trading partners’ economic size. We found that 
a one-hour reduction in travel times between two 
provincial centres increases their bilateral trade by 
around 6%. That translates to an increase of $4.6m 
per year in trade flows for an average pair of cities. 
Roughly every dollar invested in roads generates an 
additional 20 cents in annual domestic trade. 

Turkey is one of the few large countries in 
the EBRD region. The median EBRD country has 
a population of 6m and a median nominal GDP 
$45bn. For member states, the most important 
infrastructure investments should promote cross-
border – rather than cross-regional – connectivity. 

In our ‘Transition Report 2018-19’, we focused 
on the role that geography, population density 
and trade across short and long distances play in 
determining economic growth and well-being. We 
assessed the impact on the Western Balkans of 
€7.6bn of investments (40% of which came from the 
EBRD) in roads and railways. 

The real GDP per capita of countries receiving 
direct investments is expected to increase by 
around 2%-2.5% by 2040. Economic modelling 
predicts that the upgraded routes help retain local 
populations, boosting productivity and attracting 
further trade. The benefits of higher incomes and 
greater consumption increase well-being by around 
1%-1.4%. To maintain these economic gains, it is 
important to improve environmental standards and 
solve local transit issues. 

The most ambitious infrastructure investment 
project is the Belt and Road Initiative. There is 
substantial uncertainty over its scale and scope, 
and over the standards investors will have to follow. 
Similar to our findings in the Western Balkans, 
we estimate the greatest gains will benefit those 
communities close to the rail and road upgrades. 
By 2040, Uzbekistan, Kazakhstan and Mongolia 
could see additional increases to their GDPs of 6%, 
4.5% and 4% respectively under the most extensive 
potential investment scenarios. These gains reflect 
improved access to international markets in these 
landlocked economies. The GDPs of Hungary, 
Russia, Slovakia and Turkey are expected to 
increase by around 3% under the same investment 
scenario.

Overall, our analysis implies that modern 
infrastructure investment – at least in the EBRD 
regions – can deliver both economic growth and 
enhanced quality of life. 
Sergei +uriev is 'hief )conomist and 
Nathaniel =oung is Principal )conomist at 
the )uropean &ank for 6econstruction and 
(evelopment.

Improving roads helps cut down travel time between cities, boosting their population’s well-being and 
resulting in GDP gains and increases in bilateral trade.

Impact of upgrading infrastructure
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A new fund for Europe

More than 
90% of social 
infrastructure 
is funded 
through public 
budgets.

Romano 
Prodi and 
Edoardo 
Reviglio
High-Level 
Task Force on 
Investing in Social 
Infrastructure in 
Europe

Since 2007, investments in the European Union 
– both public and private – have fallen by 

20%. As much as 75% of the reduction in public 
investments is due to the collapse of works carried 
out by local administrations. These represent on 
average around two-thirds of total European public 
investment.

A decline in investment of such magnitude 
creates inevitably disaffection among citizens 
towards governments and the EU. It weakens 
social cohesion and does little to combat poverty. 
It means fewer work opportunities for artisans 
and local businesses. This trend must be reversed 
immediately to prevent the relationship between 
politics and citizens from deteriorating further.

The so-called ‘Prodi report’, authored by 
the high-level task force on investing in social 
infrastructure in Europe (of which we were 
members), estimates that in the EU-28, around 
€170bn is spent each year on social infrastructure 
in the health, education and social housing sectors. 
The minimum infrastructure gap is around €100bn-
€150bn per year, which represents a total gap of 
€1.5tn in the period 2018-2030.

The report proposes innovative solutions to 
finance health, education and social housing at a 
sustainable cost for European public finances. More 
than 90% of social infrastructure is funded through 
public budgets. Most of the time, direct contracts 
are financed by long-term loans. Thanks to 
quantitative easing, the spreads between member 
states have been reduced significantly. But this will 
not last forever, and local authorities’ debt offers 
little room for manoeuvre.

Two issues therefore arise. The first concerns 
the possibility of investments that do not weigh 
on public debt. The second is to ensure that the 
weakest countries and those most in need of social 
infrastructure can finance it at a lower cost.

Suppose a municipality or region needs to invest 
in social infrastructure but has no fiscal space. It 
can decide to implement it through innovative 
forms of institutional public-private partnerships. 
If the construction risk is transferred to the private 
individual it will not weigh on public debt. The 
local administration will pay for the work through 
an ‘availability fee’ which will affect expenditures 
year after year, but not its debt. Costs can be kept 

down by a national or European grant, public 
guarantees or tax incentives. Fiscal space can 
be provided through a ‘special clause for social 
investments’. Contributions in kind can be made 
using local public heritage assets (land or buildings, 
for example). An institutional ‘technical assistance’ 
system can ensure that risks and profits are well 
distributed between the public and the private 
sectors. This solution, known as ‘blending’, helps 
contain debt. 

Some EU countries are desperately in need of 
infrastructure and growth, but are penalised by 
their credit rating. The creation of a European 
Fund for Social Infrastructure would address this. 
It would issue European social bonds to all member 
states. The bonds would have a high rating and 
mitigate the risks associated with certain projects. 
This would solve largely the problem of sovereign 
spreads.

The Fund would have a technical assistance 
network to assist administrations in building 
‘European’ quality economic and financial plans. 
Long-term investors would contribute to its capital 
through shares and European social bonds. This 
would help meet these investors’ demand for 
infrastructural finance instruments.

In 1993, then-European Commission President 
Jacques Delors introduced Eurobonds. There are 
two main differences between these and the Euro 
social bonds we propose. First, the Fund does 
not require a guarantee from member states. It 
manages uncertainty by ‘tranching’ securities 
according to their riskiness. Second, the Fund 
would limit itself to social infrastructure and 
specialise in sectors with specific characteristics. 
The markets, along with the European Investment 
Bank and national development banks, would 
remain in charge of economic infrastructure. 
Romano Prodi and Edoardo Reviglio were 
Chair and Member, respectively, of the 
European Commission’s High-Level Task 
Force on Investing in Social Infrastructure 
in Europe.
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The creation of a new European social bond would help EU member states meet their infrastructure needs 
without exacerbating public debt.

GPI _2019_132_(3)_Prodi and Reviglio.indd   132 22/05/2019   15:00



Global Public Investor 2019

  omfif.org  | ���

+old

Reserves managers favour gold post-crisis

When tensions 
are running 
high, more 
and more 
central banks 
are looking 
for ways to 
prepare for 
the economic 
downturn. Gold 
can be exactly 
that safe haven 
asset central 
banks are 
searching for.

+]örg] 
Matolcs]
Magyar 
Nem^eti Bank

Central bank gold accumulation has reached 
new highs since the 2��� fi nancial crisis. 2ne 

of the strong sources of this demand comes from 
international reserve trends. Global offi cial reserves 
have risen considerably to $11.4tn from $7.4tn 
during the past decade. This, combined with the 
low-yield environment of recent years, paved the 
way for gold purchases.

The second source of demand arises from 
the wish of some central bankers to diversify 
their offi cial reserve assets. $s the assets under 
management of central banks rose sharply, so did 
the need for more diversifi ed and sophisticated 
reserves management. The correlation of gold to 
other assets in portfolios is low, or even negative 
in some cases, holding the yellow metal in offi cial 
reserves greatly benefi ts diversifi cation.

The third source of demand is rooted in 
geopolitics. Dominance of the dollar in reserves 
management has a long history and the exorbitant 
privilege it provides the US has been criticised 
by many countries, although being the prime 
reserve currency can have its drawbacks as well. 
Recent gold accumulation by China and Russia 
can be Mustifi ed by economic policy reasons. These 
countries have been trying to reshape the global 
political landscape for a long time and to create a 
more balanced, multipolar world order. Substituting 
dollar assets in reserve portfolios with gold can be 
seen as an attempt to achieve this goal.

Increased uncertainty in fi nancial markets and 
the real economy might have led to additional 
gold investments. After years of high economic 
growth, soaring asset prices, abundant liquidity 
and depressed market volatility, bonds and equities 
have started to show erratic price movements. 
These developments are driven by the fears of 
overvalued fi nancial markets, decreased liTuidity 
due to contractionary monetary policies and 
worsening economic outlooks. Nowadays, most 
economists are concerned about possible looming 
recessions. When tensions are running high, more 
and more central banks are looking for ways to 
prepare for the economic downturn. Gold can be 
exactly that safe haven asset central banks are 
searching for.

Central banks favoured gold investments in the 
last decade and are expected to do so in the near 

future. In Hungary’s case, most of the international 
trends are relevant to the Magyar Nemzeti Bank. 
The MNB reviewed and overhauled its gold reserve 
strategy in a multistage process. As a result, the 
central bank decided to repatriate its existing 
gold reserves from London in March 2018 and 
then increased it 10-fold to 31.5 tonnes during 
the autumn of that year. The fi nal si]e of the gold 
reserve was in  ̩uenced by two factors� the historical 
gold reserve levels of Hungary, and a peer-group 
review among other central and eastern European 
countries.

The Hungarian economy’s external vulnerability 
fell signifi cantly in the past couple of years, while 
reserve adequacy was ensured by a comfortable 
margin. This created the opportunity to diversify 
further the reserves by purchasing gold.

The fi rst steps towards diversifi cation at the 
MNB were taken more than a decade ago. Before 
the 2��� fi nancial crisis, the central bank managed 
its foreign reserves in two currencies, the euro 
and the dollar, mostly invested in high-quality 
government bonds. Today, the MNB denominates 
its reserves in six currencies – adding the yen, 
pound, Australian dollar and renminbi to the 
group ȟ with a diversifi ed asset allocation. Gold 
perfectly complements the investment strategy 
of the foreign exchange reserve. Prior to last 
year’s purchase, the MNB had 0.4% of its reserves 
allocated to gold. Today the share of gold makes 
up 4.5%, in line with other non-euro area CEE 
countries.

Hungary is highly integrated into the world 
economy, hence it cannot be safeguarded 
completely from global shocks. The MNB must 
prepare for an adverse international economic 
environment through its reserves management 
decisions. Gold, given its unique attributes, is an 
apt candidate for additional investments in this 
period of uncertainty. As for Hungary, purchasing 
gold and transferring it to a domestic location 
conveys the message of increasing public trust, 
both domestically and internationally, and 
providing stability to the economy. 
+]örg] Matolcs] is the +overnor of Mag]ar 
Nem^eti &ank.

In the light of lingering economic and geopolitical uncertainty, central bank gold accumulation has reached 
new highs over the last 10 years.
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Central banks 
made net 
purchases of 
651.5 tonnes 
of gold in 2018, 
dwarfing the 
374.8 tonnes 
purchased 
during the 
previous year.

Shaokai Fan
World Gold 
Council

In 2018, central bank gold buying reached its 
highest level since the end of the Bretton Woods 

system in the early 1970s. Central banks made net 
purchases of ���.� tonnes of gold in 2���, dwarfi ng 
the 374.8 tonnes purchased during the previous 
year. Central banks have been net purchasers of 
gold since the 2��� fi nancial crisis. %ut last yearȢs 
record purchases stood out not just because of 
their scale, but because of the diversity of buyers.

Historically, countries such as Russia, 
Kazakhstan and Turkey were among the most 
consistent buyers, making regular monthly 
purchases. Central bank gold demand had been 
concentrated largely among these countries for 
several years. By 2018 however, it had become 
significantly more diverse. Poland and Hungary 
became the first European central banks to make 
substantial gold purchases in decades. They were 
joined by India, the Philippines and Thailand, 
which re-entered the gold market after several 
years of inactivity. 

The People’s Bank of China began to report 
gold purchases again after a two-year absence. The 
change in central banks’ gold buying behaviour, 
both in terms of the quantity purchased and the 
diversity of active banks, may signal an important 
shift in their attitudes towards gold, as well their 
perception of the broader strategic environment. 

Precautionary reserves
The build-up of foreign exchange reserves overall 
and the need to rebalance reserve asset portfolios 
may be a key factor behind the increase in gold 
activity. Central bank foreign exchange reserves 
reached a peak of $13tn in 2013, up from $2tn in 
2000. This reflects a desire to hold higher levels of 
precautionary reserves to protect against crises. It 
is also a side-effect of managed currency regimes. 
As the gold price remained fairly flat in recent 
years, gold’s share in total reserves has fallen and 
some central banks may be rebalancing to return 
to their preferred strategic level. 

The pick-up in central bank gold buying may 
also be rooted in strategic reasons. In 2018, Russia 
purchased 274.3 tonnes of gold, the highest level 
of annual net purchases on record and the fourth 
consecutive year of purchases greater than 200 
tonnes. This enormous accumulation of gold 

is in direct response to pressure from financial 
sanctions imposed by the West.

Gold has become a strategically important 
asset. As Dmitry Tulin, first deputy governor of 
the Central Bank of the Russian Federation, said 
last year, gold is a ‘100% guarantee from legal and 
political risks.’ The substantial increase in Russian 
gold holdings has been accompanied by an equally 
substantial decrease in the country’s holdings of 
US Treasuries, reflecting the Bank of Russia’s long-
standing policy of de-dollarisation.

Furthermore, the heightened level of 
geopolitical and economic risks in both emerging 
market and advanced economies may be 
underpinning demand for gold as a strategic asset. 
The Cboe volatility index, often described as the 
market’s fear gauge, jumped to its highest level 
since mid-2015 in 2018, highlighting investor 
disquiet.

The world economy is changing, with 
China now the world’s largest economy on a 
purchasing-power parity basis. China has been 
internationalising the renminbi since 2009. It 
seems inevitable that its use in international trade 
will grow once certain conditions are fulfilled, 
most notably the continued opening of China’s 
capital account. The real question concerns timing. 
The shift to a new international monetary system 
could be destabilising and dollar-negative due 
to hot money flows. Some central banks may be 
buying gold now as a hedge against both. Magyar 
Nemzeti Bank, the Hungarian central bank, cited 
the fact that gold ‘may play a stabilising role 
and act as a major line of defence under extreme 
market conditions or in times of structural 
changes in the international financial system’ as 
a motivation behind its recent 10-fold increase in 
gold reserves. 

Gold has always been a mainstay in central 
bank reserve portfolios. But it is possible the 
growing levels of uncertainty and complexity in 
the world are prompting central banks to increase 
gold holdings in record amounts, whether as an 
automatic reaction to rebalance their portfolios 
or as a strategic decision to guard against an 
increasingly unpredictable future. 
Shaokai Fan is (irector� 'entral &anks and 
Public Polic] at ;orld +old 'ouncil.
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Gold is an increasingly attractive asset for central banks in both market and emerging economies, owing to 
strategic shifts growing geopolitical uncertainties.

Demand at post-Bretton Woods high
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Gold has become an increasingly important strategic asset, not only 
for currency protection or reserves diversification, but as a tool in 
geopolitical calculus. Central banks have become active purchasers of 
the precious metal.
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Gold purchases align 
with China’s rise

In Russia, 
heightened 
tensions with 
the West 
over the 2014 
annexation of 
Crimea have 
sparked a 
desire to reduce 
dependence 
on the dollar 
and limit its 
exposure to 
US currency 
risk and 
Washington’s 
sanctions. 
Russia’s central 
bank has cut 
significantly its 
holdings of US 
Treasury bonds 
and increased 
its demand for 
gold and other 
assets.

Pierre Ortlieb 
Economist, 
OMFIF

The extent of central bank gold holdings 
distinguishes them from other public investors, 

such as public pension and sovereign funds. The 
World Gold Council states that official institutions 
hold around 17% of gold. As part of OMFIF’s study 
with State Street Global Advisors (see p.109) on 
trends in global reserves management, we estimate 
that, while public pension funds hold only around 
0.5% of their assets in commodities in general, 9.5% 
of global official reserves were allocated to gold as 
of end-2017. As of year-end 2018, gold made up 
10.5% of global central bank reserves, down slightly 
from 10.6% in the fourth quarter of 2017.

The most significant holders of gold are those 
economies that used to hold it for policy reasons. 
Developed economies with now-floating exchange 
rates make up 53% of the global economy and hold 
68% of the global official gold share. Most of these 
economies have kept their share stable over the 
past decade – the US, Italy and Switzerland, for 
instance, have not changed their tonnage holdings 
of gold. However, some central banks have been 
active gold purchasers. The trend started around 
the time of the 2008 financial crisis and grants key 
insight into the strategic importance of gold as a 
reserve asset and foreign policy tool.

Shifting centre of the global economy
Since the 2008 financial crisis, the centre of global 
economic gravity has continued to shift eastwards. 
China has been responsible for around one-third of 
global GDP growth since 2014 – the last time the 
US accounted for a similar share of global growth 
over a multiyear period was in the early 1980s. 
China provided around 70% of global investment 
growth in 2016.

The shift of economic weight towards Asia (see 
Figure 2) will probably continue, strengthening the 
rationale for holding larger amounts of renminbi in 
central bank reserves. The internationalisation of 

the renminbi need not affect gold a priori. However, 
in the course of a general move towards diversifying 
international reserve holdings, there is likely to be a 
clear role for gold. One reason is that China has no 
wish to be unduly dependent on either the dollar or 
the euro.

This comes in addition to strategic policy changes 
gradually implemented in China to grant foreign 
investors greater access to the domestic bond 
market. These moves began in 2002, as the ‘qualified 
foreign institutional investor’ programme allowed 
investors to gain access to mainland Chinese 
bond markets. This was initially capped using an 
allocation on dollar-denominated bonds, which was 
revised upwards and updated to include renminbi-
denominated securities in 2011. The introduction 
of the China interbank bond market in 2016 and the 
bond connect system in 2017 furthered this gradual 
opening, providing foreign investors direct access 
to the onshore bond market. Quota limits were lifted 
and entry procedures were significantly streamlined. 
From April 2019, Chinese government bonds have 
been included in the Bloomberg Barclays Global 
Aggregate Index, an indicator which serves as one of 
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Source: World Gold Council, OMFIF analysis

Figure 1: Belt and gold initiative
Central bank gold purchases, January 2014-May 2019, tonnes
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The top five 
non-Chinese 
central banks 
that have 
added to their 
gold reserves 
since mid-
2014 (Russia, 
Kazakhstan, 
Turkey, Qatar 
and Tajikistan), 
all have 
substantial and 
strengthening 
economic ties 
with Beijing.
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the main measures of global investment grade debt. 
Earlier, from June 2018, China A-shares were added 
to the leading MSCI emerging markets index, which 
‘captures large- and mid-cap representation across 
24 emerging markets countries’. These moves have 
accompanied the pull of economic and financial 
gravity from West to East and enhanced uncertainty 
about the status of reserve assets

The dollar- and euro-negative effects of the 
broader regionalisation of reserve assets implies 
a greater reliance on gold. This will take time to 
materialise: while China accounts for almost 20% 
of global GDP and more than 10% of global trade, 
the renminbi makes up only 1.8% of central bank 
reserves. To a large extent this reflects the renminbi’s 
limited convertibility, China’s relatively closed capital 
account and its history of running large current 
account surpluses. Each of these limits the extent 
to which a currency is likely to become a reserve 
asset. Yet China has already undertaken significant 
reforms to its capital account, suggesting that 
foreign holdings of Chinese bonds, and assets 
more generally, will grow. This in turn has positive 
ramifications for gold.

Gold will probably play a greater role during a 
potential transition period between different reserve 

currency constellations. This is likely to be a period 
of substantial fluctuation in currency values as 
markets seek a new equilibrium. The attraction of 
gold, an asset which is nobody’s liability, should 
stand out: investing would denote no political bias 
and should minimise foreign exchange fluctuations. 
For central banks, concerned with preserving value 
and naturally politically cautious, gold is likely to 
prove a haven from currency storms.

Gold along the Belt and Road
2018’s largest gold purchasers are shown in Figure 
1: Russia, Turkey, and Kazakhstan, as well as 
several other countries in the list, are participants in 
China’s Belt and Road initiative, and have built up or 
maintained close ties with Beijing. Among the top five 
non-Chinese central banks that have added to their 
gold reserves since mid-2014 (Russia, Kazakhstan, 
Turkey, Qatar and Tajikistan), all have substantial and 
strengthening economic ties with Beijing.

These countries have multifaceted motivations 
for increasing their gold holdings: hedging against 
political risks and sanctions (Russia and Qatar), 
trends in oil and gas markets (all except Turkey), 
currency stabilisation (Turkey), and holding gold as 
a strategic asset (Kazakhstan and Tajikistan). 

Source: McKinsey Global Institute
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Both Hungary and Poland recently boosted their 
gold holdings significantly following rapprochement 
with China. In addition to the Belt and Road, they 
were among the first participants in renminbi-
denominated debt issuance (since 2015). Both are 
embroiled in controversy with the European Union 
over domestic political and social developments and 
are keen to demonstrate that they have alternatives 
to closer relations with Brussels.

Gold as a foreign policy asset
Hungary and Poland are not alone in their use of gold 
as a tool in balancing relations with China and the 
West. In Russia, heightened tensions with the West 
over the 2014 annexation of Crimea have sparked a 
desire to reduce dependence on the dollar and limit 
its exposure to US currency risk and Washington’s 
sanctions. Russia’s central bank has cut significantly 
its holdings of US Treasury bonds and increased 
its demand for gold and other assets. As well as 
rebalancing its reserves portfolio out of dollar assets, 
this strategy involves reducing Russia’s dependence 
on European markets for its exports and seeking 
alternatives to western-led institutions for financial 
assistance. China has been the focus of its attention, 
providing further motivation for Russia to hold non-
dollar assets, including gold, with which to transact 
with Beijing.

For China itself, gold has taken on an increasingly 
important strategic role. It has been the world’s 
largest producer of gold for more than a decade and 
has been among the top five buyers of the yellow 
metal for a similar span. There is some uncertainty 
over the exact extent of China’s gold holdings. While 
the WGC indicates that China holds 1,852.5 tonnes of 
gold in its reserves (2.4% of its total foreign exchange 
holdings), this figure is only updated every few years 
by authorities at the People’s Bank of China. In 2018, 
China purchased 10 tonnes of gold, and it has already 

added 33 more to its reserves in 2019. This makes 
China the third-largest buyer after Russia and Turkey 
so far this year. There are indications that the real 
volume is significantly higher than reported – for 
instance, domestically mined gold is likely to have 
been placed into official accounts but not have been 
labelled as such yet.

Recent macroeconomic and trade pressures 
suggest an additional geopolitical dimension to 
China’s use of gold: the renminbi-dollar exchange 
rate closely followed the price of gold over the course 
of 2018.

The gold price in renminbi terms has been quite 
stable, moving in a quite narrow range of Rmb8,200-
Rmb8,400 per ounce and decreasing only by 1.4% 
from April 2018 to mid-August 2018, the dollar price 
of gold dropped by 9.9% over the same period. At the 
same time, facing US tariffs imposed on Chinese 
products, the renminbi declined around 9% against 
the dollar (the dollar-renminbi exchange rate has 
risen 9.2%) in four months since its lowest level on 11 
April 2018.

Similar patterns were visible in other commodities 
markets, such as platinum or copper. There was a 
much stronger relationship between commodities 
price movements in dollar terms and the renminbi-
dollar exchange rate in 2018 than in previous years. 
Whereas platinum and copper prices in renminbi 
terms between April and mid-August 2018 declined 
by 3.2% and 2.4%, respectively, the dollar price of 
these commodities declined by 11.8% and 10.9%, 
following a 9% drop of the renminbi against the dollar.

This renminbi depreciation undermined the 
effect of US tariffs by lowering the prices of Chinese 
products in dollar terms, allowing China to maintain 
relatively stable export levels. In addition, tracking the 
gold price in dollar terms through the renminbi limits 
the effect of foreign exchange risk on gold portfolios. 
Given that Chinese consumers are significant 
holders of gold, maintaining stable gold prices would 
prevent wealth erosion and thereby limit the impact 
of the trade war on China. The possible use of gold 
as a foreign economic policy tool visible in these 
exchange rate moves highlights the layered strategic 
importance of gold.

Geopolitical calculus
Gold has become an increasingly important strategic 
asset, not only for currency protection or reserves 
diversification, but as a tool in trade conflict and 
geopolitical calculus. Given these patterns and any 
uncertainty in the macroeconomic environment, 
gold’s status is likely to rise, and demand for the 
yellow metal will continue increasing. 
Pierre Ortlieb is Economist at OMFIF.

For China 
itself, gold has 
taken on an 
increasingly 
important 
strategic role. 
It has been the 
world’s largest 
producer of 
gold for more 
than a decade 
and has been 
among the top 
five buyers 
of the yellow 
metal for a 
similar span. 

Figure 3: Connection between gold price and renminbi
Gold price per troy ounce ($, LHS), and Rmb 
exchange rate ($, RHS)

Source: Bloomberg, OMFIF analysis
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Green fi nance integral to central banks

Financial 
institutions 
would suffer 
significant 
losses if there 
was a sudden 
shift in climate 
policy.

Frank 
)lderson
De Nederlandsche 
Bank

Greening the fi nancial system is integral to 
central banksȢ mandate. The 2��� fi nancial 

crisis made this clear. The prosperity experienced 
prior to the crisis was untenable, and the current 
economic model is still not suffi ciently sustainable. 
It is impossible to achieve lasting growth while 
disregarding the well-being of future generations.

Central bankers are responsible for sustainable 
financial stability – a pillar of growth and a 
key defence against financial crises. They must 
therefore pay close attention to issues around 
climate change. Climate and environmental 
risks threaten the financial sector at both 
the macroeconomic (financial stability) and 
microeconomic levels (in terms of the financial 
soundness of banks and households).

Adopting climate-friendly policies
Central banks have a role to play in greening the 
financial system and the economy. They could act 
at the national level by better understanding and 
identifying the channels through which climate 
and environmental risks could impact the stability 
of the domestic financial sector. Some central 
banks have conducted thematic reviews on climate 
risks affecting their countries’ financial sector. De 
Nederlandsche Bank has published three studies: 
‘Time for Transition’, ‘Sustainable investment in 
the Dutch pension sector’ and ‘Waterproof?’.

A DNB stress test showed that financial 
institutions would suffer significant losses if there 
was a sudden shift in climate policy. This justifies 
preventative action by central banks; greening 
the economy also means mitigating the risks of 
an unsustainable and natural resource-intensive 
‘brown economy’. Central banks and supervisory 
authorities could provide guidance to the financial 
sector to ensure climate risks are embedded in a 
sound risk management framework.

Besides their supervisory role, central banks 
could adopt a climate-friendly approach to asset 
management. This includes setting sustainable 
rules for investment decisions, such as the 
integration of environmental, social and corporate 
governance factors in the counterparty framework 
and in risk limits, and banning ‘brown’ investments. 
On 20 March 2019, DNB became the first central 
bank to sign the principles for responsible 

investment. In so doing, the bank commits itself 
to integrating six environmental, social and 
governance principles in its investment practices. 

Finance is globalised and climate change is a 
worldwide threat, therefore central banks should 
act together. The Network of Central Banks and 
Supervisors for Greening the Financial System, 
which I am proud to chair, was established in 
December 2017. It supports co-operation and 
oversees the allocation of capital towards greener 
economic activities.

The NGFS published its first progress report in 
October 2018. This summarises the preliminary 
findings of a stock-taking exercise of national 
and international initiatives. On 17 April 2019, 
it presented its first comprehensive report, 
‘A call for action’, containing six non-binding 
recommendations to reach the goals set in the 
2015 Paris climate agreement. Four concern central 
banks and supervisors, calling for the integration 
of ESG principles in own-reserves management 
and for climate risks to be embedded in supervisory 
work. This includes filling data gaps and building 
in-house capacity and knowledge. The remaining 
two recommendations, intended for policy-makers, 
call for a clear taxonomy and disclosure practices. 

The growing number of NGFS members – 36 
at the time of writing – is evidence of central 
banks’ global awareness of their role in greening 
the economy. It is therefore no longer an issue of 
legitimacy regarding public financial institutions’ 
mandate, but rather a reflection on how this 
mandate could be reinforced to accelerate the 
response to this global, demanding and urgent 
challenge.
Frank )lderson is )xecutive (irector of 
Supervision at (e Nederlandsche &ank 
and 'hair of the Network of 'entral &anks 
and Supervisors for +reening the Financial 
S]stem.

Central bankers must work together across borders to encourage sustainable growth around the world, such 
as through the Network of Central Banks and Supervisors for Greening the Financial System.
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A new climate risk policy framework

The shift 
towards a 
low-carbon 
economy 
will entail 
significant 
macrofinancial 
risks that need 
to be managed 
carefully.  

(iwa 
+uinigundo
Bangko Sentral ng 
Pilipinas

Central banks are in a strategic position to 
mobilise mainstream fi nance to tackle climate 

change. Their policies can facilitate the shift to a 
more sustainable low-carbon economy, driven by 
the con  ̩uence of technological innovation, market 
reaction and climate policy.

Private investors are starting to take a closer 
look at how environmental risks might impinge on 
their portfolios. The transition phase to limit the 
global temperature rise to 2°C above pre-industrial 
levels has profound fi nancial implications. )irms 
have a duty to protect the value of their investment 
by addressing proactively climate-related risks and 
opportunities. Similarly, regulators must ensure 
they are able to mitigate the systemic ramifi cations 
of climate-related risks on the fi nancial sector 
and on the economy’s stability and long-term 
prospects. 

But there is one big challenge. The magnitude of 
asset revaluation requires a coordinated response 
across the investment value chain. Climate change 
could result in signifi cant value creation, as well as 
considerable losses. Studies estimate that without 
mitigation efforts, the value of global fi nancial 
assets could drop by $2.5tn-$24.2tn. 

The trend toward low-carbon technologies will 
‘strand’ a large part of fossil fuel assets, meaning 
they will lose their value prematurely. Losses 
could range from $1tn-$4tn. The magnitude 
of fi nancial risk differs across low-carbon and 
pollution-intensive carbon activities. The shift 
towards a low-carbon economy will entail 
signifi cant macrofi nancial risks that need to be 
managed carefully. Therefore, minimising abrupt, 
disruptive changes in economic activities requires 
a  ̩exible and prudent policy framework. /inking 
scientifi c data to analytical models for prudential 
risk assessment is crucial. However, there are no 
standard classifi cations to guide this undertaking.

There is a need to establish a prudential 
framework for assessing and quantifying the 
macrofi nancial impact of climate change and of the 
transition to a low-carbon economy. This requires 
an integrated approach to modelling the dynamic 
interactions between the global economy, climate 
change and environmental policies. However, the 
tools and methodologies that embed the behaviour 
of the fi nancial system in environmental models 

are still in their infancy. 
The issue of climate change as prudential risk 

is palpable in the Philippines. The United Nations 
2ffi ce for Disaster Risk Reduction ranks the 
country fourth in the world in terms of occurrences 
of natural disasters. Between 1995-2005, there 
were 274 recorded disasters. The cost of replacing 
physical assets and income lost to extreme weather 
events has material consequences on the economy. 

The Bangko Sentral ng Pilipinas recognises 
that ecological sustainability is an important 
pillar of inclusive growth. 6ustainable fi nance is a 
potent instrument to bridge the economic divide. 
BSP policies and regulations promote shared 
value through fi nancial inclusion. +owever, to 
develop a regulatory framework for sustainable 
fi nance, fi nancial institutions must incorporate 
environmental, social, and governance standards, as 
well as environmental and social risk management, 
in all their operations. 

In 2013, the central bank joined the Sustainable 
Banking Network. Organised under the auspices of 
the International Finance Corporation, it is aimed 
at advancing good practices on sustainable fi nance, 
including the issuance of green and sustainability-
themed bonds. Through our partnership with the 
IFC, we completed a scoping study on the extent of 
industry experience and interest in adopting ESRM. 
Results indicated that local bankers had moderate 
awareness, very limited experience, and mixed 
perceptions about the business case of adopting 
ESRM. Nonetheless, many believed in the merits 
of practicing sustainable fi nance as good corporate 
citizens and for institutional reputation. In May 
2017, BSP signed a memorandum of understanding 
with the IFC on improving risk assessment tools 
and conducting awareness and peer-learning 
activities.

Prudential risk arising from climate change 
can be unpredictable. Therefore, the regulatory 
framework must be  ̩exible. )inancial institutions 
must work together to develop suffi cient capacity 
to assess data on the risks and opportunities 
presented by climate change. This should lead 
to more decisive action as part of an overall risk 
management framework. 
(iwa +uinigundo is (eput] +overnor of the 
&angko Sentral ng Pilipinas.

���

There is a need to establish appropriate risk policy framework for managing and examining the 
macrofi nancial impact of the transition to a sustainable low-carbon economy.
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A climate Minsky moment

Average global 
incomes could 
be reduced 
by as much 
as a quarter 
by the end of 
the century if 
limited or no 
action is taken.

Sarah 
Breeden 
and Andrew 
Hauser
Bank of England

If climate change is not addressed, its effects 
could be catastrophic, bringing serious 

costs to the economy and risks to the financial 
system.

Physical risks arise from damage to property, 
land and infrastructure from weather-related 
events such as heatwaves, droughts,  ̩oods and 
rising sea levels. These are not just risks for the 
future. In  ̩ation-adMusted insurance losses from 
such events have increased fi vefold in recent 
decades.

Transition risks arise from changes in climate 
policy, technology and market sentiment as we 
adjust to a lower-carbon economy. The timing and 
form of transition is inherently uncertain. But here, 
too, risks are already materialising. Tightening 
energy effi ciency standards are impacting property 
markets. Credit risks associated with the low-
carbon transition are emerging in the automotive 
and energy sectors.

The Bank of England, alongside other central 
banks and supervisors through the Network for 
Greening the Financial System, has been working to 
deepen its understanding of the risks that climate 
change poses to the fi nancial system.

These risks are far-reaching, foreseeable 
and, most importantly, require action now. The 
carbon released today is creating the physical 
and transition risks of tomorrow. Climate change 
therefore represents the tragedy of the horizon: by 
the time it is clear that climate change is creating 
risks and costs that we want to reduce, it may 
already be too late to act.

Measuring the risks that climate change poses 
to the economy and to the fi nancial system is a 
complex task. Myriad possible climate pathways 
– with different physical and transition effects 
– need to be translated into economic outcomes 
and fi nancial risks. %ut to minimise those future 
fi nancial risks we need to take different decisions 
today.

Sizing risk
The %ank, which chairs the 1G)6 macrofi nancial 
workstream, is working with industry and other 
regulatory authorities to source data, build 
intellectual capacity, develop new toolkits and 
identify best practice.

Studies show that average global incomes could 
be signifi cantly reduced, perhaps by as much as 
one-quarter by the end of the century, if limited 
or no action is taken. Most estimates are probably 
conservative – particularly since the models are 
partial, heavily dependent on assumptions, and do 
not capture well the non-linearities that are a key 
feature of the most recent climate analysis.

Other studies have focused on the impact from 
the transition on the fi nancial system through 
‘stranded assets’, those that will be worth less as 
the world transitions to a low-carbon economy. 
The estimated losses are large – $1tn-$4tn when 
considering fossil fuels alone, or up to $20tn when 
looking at a broader range of sectors.

Even at the bottom ends of these ranges, losses 
represent a material share of global fi nancial assets. 
A climate Minsky moment, where asset prices 
adjust quickly with negative feedback loops to 
growth, seems possible.

The Bank is taking these risks into account. 
First, in our role as a supervisor, we have published 
expectations for how banks and insurance 
companies should enhance their approach to 
managing the fi nancial risks from climate change. 
Second, the Financial Policy Committee will assess 
risks to the fi nancial system from climate change, 
including whether climate-related factors should be 
included in a future biennial exploratory scenario. 
Finally, we are considering the implications of 
climate change for the Bank’s own operations. This 
work will need to ensure the purpose of our core 
operations as a central bank is preserved, while 
taking account of the fi nancial risks from climate 
change.

These risks could be signifi cant and we cannot 
allow the tragedy of the horizon to create paralysis. 
The case for action is clear and the window for an 
early and orderly transition is fi nite and closing. It 
is for all of us to act now or risk the unaffordable, a 
climate Minksy moment. 
Sarah Breeden is Executive Director for 
International Banks Supervision, and 
Andrew Hauser is Executive Director for 
Markets at the Bank of England.

Central banks must contend with the tragedy of the horizon: by the time it is clear that climate change is 
creating risks and costs that we want to reduce, it may be too late to act.
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Climate change as prudential risk

Since 2017 
the PBoC has 
incorporated 
green finance 
into its 
macroprudential 
assessment 
system,  
including 
incentives for 
commercial 
banks to 
increase their 
stock of green 
credit and green 
deposits. 

A^i^ (urrani
South East Asian 
Central Banks 
6esearch and 
Training Centre

Climate change has two direct impacts on 
the fi nancial system, and should therefore 

be deemed a prudential risk. First, people 
experience the physical effects of pollution from 
carbon-intensive industries and forest burning. 
The associated increase in global temperatures 
contributes to shifting weather patterns and a 
higher frequency of extreme weather events. 
These cause destruction, displacement and death, 
and disrupt manufacturing capabilities, trade 
 ̩ows and supply chains. This affects growth and 

fi nancial stability. Institutions that have insured 
or lent to individuals and corporations affected by 
such occurrences will see higher levels of claims 
and losses in those portfolios. Central banks and 
regulators therefore need to consider the impact 
that the physical effects of climate change will 
have on institutions they regulate and the wider 
fi nancial system.

Second, society is experiencing transition 
effects as it moves towards low-carbon alternatives. 
Industries that rely heavily on fossil fuels are facing 
greater public scrutiny and regulatory burdens.  
Credit ratings and share prices for coal companies 
have fallen dramatically. A similar situation could 
occur to oil, gas and car companies that fail to 
adapt. This would affect the network of companies 
and individuals that support such industries. 
Institutions that are lending against and insuring 
affected organisations may see higher levels of 
claims, as well as lower collateral values and higher 
non-performing loans and losses. They will need 
to update their lending policies and systems to 
account for these risks, or suffer financial losses 
and reputational damage.

Central banks take action
In December 2016 the Financial Stability Board’s 
task force on climate-related financial disclosures 
called for businesses to disclose climate impacts 
and opportunities. The task force also asked for 
evidence of governance on climate risk at the 
levels of board and management, and of processes 
in place to manage these issues. A few central 
banks and regulators have been building on this. 
Several low- and medium-income countries are 
implementing regulatory instruments to facilitate 
the move to a low-carbon economy. China, India, 

Pakistan, Bangladesh, Vietnam and Indonesia have 
introduced mandatory prudential instruments to 
channel credit away from high-carbon industries 
and towards low-carbon sectors.

In 2012, Beijing approved a policy goal for 
establishing an ‘ecological civilisation’. A key part 
of this was the expansion of green finance, where 
China is now a leading global player. The People’s 
Bank of China has taken steps to promote green 
financial development through a combination of 
macroprudential and monetary policy. Since 2017 
the PBoC has incorporated green finance into its 
macroprudential assessment system, including 
incentives for commercial banks to increase their 
stock of green credit and green deposits. The 
PBoC has been a strong proponent of the rapidly 
expanding domestic green bond market.

The Bank of England was another early adapter. 
It reviewed the UK insurance sector’s exposure to 
climate-related risks in 2015, and later did the same 
for the UK banking sector. It concluded that climate 
change presented financial hazards through 
increased credit, market and operational risks. The 
Bank’s financial policy committee will now consider 
the macroprudential implications of financial risks 
from climate change. Its stress-testing programme 
may in future include climate-related scenarios.

The Australian Prudential Regulation Authority 
announced in February 2017 that climate risk 
is a foreseeable and material threat to financial 
institutions and an ‘important and explicit’ part of 
the agency’s considerations. Directors who fail to 
consider and disclose climate-related risks could 
be held liable for breaching their statutory duty of 
care and diligence under the Corporations Act. Apra 
is increasing the emphasis on stress-testing for 
organisational and systemic resilience in the face of 
adverse shocks. It expects to see more sophisticated 
scenario-based analysis of climate risks at the firm 
level and is incorporating this into its system-wide 
stress-testing.

De Nederlandsche Bank has undertaken studies 
of the Dutch financial system. These showed 
that there were wider systemic risks emanating 
from carbon-intensive sectors, some of which 
were already crystallising. The DNB is embedding 
climate-related risks into its supervisory approach 
and further developing climate-related stress tests.

���

Once policy-makers accept climate change as a prudential risk, several options are open to them, from 
climate-related stress testing to promoting low-carbon fi nancing.
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Modelling 
scenarios 
that address 
a variety of 
transition 
paths to a 
low-carbon 
economy 
can help to 
determine 
climate 
change’s 
potential 
impact on 
individual 
firms and 
the financial 
system.

Taking account of risks
Monetary and regulatory institutions are starting 
to take account of climate change-related risks, 
but they could go much further in adapting their 
regulations accordingly. For example, under the 
Basel III regulatory framework, low-carbon lending 
is categorised generally as higher risk. Such loan 
facilities typically have longer tenors, and exhibit 
higher refinancing risks and lower liquidity. In 
addition, they are vulnerable to sudden policy 
changes.

Conversely, the higher risks of lending to 
carbon-intensive businesses are not accounted for 
explicitly under the Basel framework, granting them 
an implicit advantage. The concepts of ‘brown-
penalising’ and ‘green-supporting’ factors have 
been suggested to bridge this gap. These could 
be applied to capital requirement calculations to 
account better for climate-related financial risks 
inherent in carbon-intensive lending. Such factors 
could result in higher capital requirements for 
carbon-intensive assets, which would redirect 
lending to low-carbon financing. 

China has already implemented such a 
framework, and banks are required to hold less 
capital for green loans than for other types of 
lending. Nevertheless, implementing such factors 
carries risk, since reducing capital requirements 
for bank loans to low-carbon industries may lead 
to increased risk-taking, and potentially arbitrage. 
Banks may approve riskier low-carbon loans with 
higher returns to benefit from the reduced capital 
cost compared with loans with the same risk 
characteristics to more carbon-intensive industries, 
which would carry higher risk weights.

A supplement to this could be to introduce a 
carbon-based capital buffer that would apply to 
carbon-intensive loans or sectors that banks have 
lent to. This would remove some of the inherent 
biases in the system towards lending to carbon-
intensive industries, while facilitating a move to 
low-carbon lending.

Another avenue that regulators are exploring is 
climate-related stress-testing. Modelling scenarios 
that address a variety of transition paths to a low-
carbon economy can help to determine climate 
change’s potential impact on individual firms 
and the financial system. A climate stress test, 

however, presents severe difficulties over modelling 
climate-related scenarios, as well as assessing 
the impact of second-order effects. Central banks 
struggle to model the dynamic interactions between 
individuals, firms, the economy and the financial 
system, domestically and globally. Trying to add in 
global climate change factors and environmental 
policies on top of these will be difficult.

However, we should not give up thinking about 
and running such scenarios. Once regulatory 
bodies and firms place such stress scenarios on 
the agenda and take them seriously, there will be 
a corresponding rise in the necessary expertise 
to handle these challenges. As such, financial 
institutions, central banks and regulatory 
authorities will need to start fostering more 
robust modelling approaches, along with greater 
sophistication in data collection, extraction and 
analysis. In any event, the process of outlining such 
scenarios will mean firms and their regulators will 
have to think more explicitly about the implications 
of climate change.

An additional policy tool would be to widen 
further and promote green and low-carbon 
financing options. The green bond market is 
already worth in excess of $250bn and is growing 
rapidly. Banks can provide capital market access 
for green bond issuers or can invest in the green 
bond market themselves. Several banks have started 
issuing green bonds, with the proceeds used for 
developments with environmental benefits. This 
will encourage further investment in low-carbon 
industries and projects.

Once climate change is accepted as a prudential 
risk, there are several options open to monetary 
policy-makers. Much debate will be needed on 
actions to take to encourage low-carbon financing. 
The choice lies with each individual nation. It is 
evident, however, that doing nothing is not a viable 
option.  
A^i^ (urrani is Senior Financial Sector 
Specialist� Financial Stabilit] and 
Supervision at the South )ast Asian 'entral 
&anks 6esearch and Training 'entre.
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Understanding credit risk

The analysis 
of ESG risks 
is evolving 
rapidly with 
the increasing 
availability 
of data and 
growing 
expertise, but 
often with 
substantial 
uncertainty 
and complexity.

Mervyn Tang
Fitch Ratings

Public investors, like many of their private 
counterparts, are placing greater emphasis 

on incorporating environmental, social and 
governance principles into their strategies. 
However, ‘ESG investing’ encompasses several 
distinct objectives. Some may look to have a 
positive social impact by investing in businesses 
that contribute to a more sustainable world 
economy. Others may look to improve long-term 
risk-return outcomes. Often, investors want to do 
both.

These objectives can be aligned when the 
factors making an issuer more sustainable also 
support its credit profile. For example, a utility 
company with a less carbon-intensive business 
model, all else being equal, could be less exposed 
to tightening regulations restricting carbon dioxide 
emissions. However, the relationship is far from 
straightforward in the world of credit. Guarantees 
and other support structures can divorce the credit 
risk of a particular issuer from the consequences 
of their less sustainable practices. ESG factors 
also need to be considered in the context of other 
credit-relevant determinants, such as an issuer’s 
financial resilience, to understand the impact on 
the overall credit profile. 

Fitch has introduced an integrated scoring 
system that shows which ESG factors are relevant 
to individual credit rating decisions. It currently 
assesses corporates, financial institutions and 
sovereigns, with other asset classes to follow. The 
scores do not make value judgements on whether 
an entity engages in good or bad ESG practices. 
Rather, they draw out the ‘E’, ‘S’, and ‘G’ risk 
elements that influence the credit rating decision. 
Fitch’s credit-focused approach differs from ESG 
score or rating providers that assess issuers based 
on broader concepts of sustainability. 

Analysis of the ESG relevance scores has 
provided credit-relevant ESG insights across sectors 
and geographies. For example, analysis of scores 
for corporates found that board independence, 
concentrated ownership and transparency were 
the most common governance issues in emerging 
markets. Operational failures and complex group 
structures were more relevant in developed 
markets. The scores also identified ESG trends 
affecting credit ratings, such as heightened 

regulatory scrutiny over conduct and money 
laundering for financial institutions. 

Evolving risks
Aside from recent trends, the scores highlighted 
where ESG elements are a well-established part 
of Fitch’s ratings methodologies. Governance has 
long been integral to Fitch’s sovereign analysis. The 
composite of the World Bank’s governance indicators 
hold the largest weight of any variable in our 
Sovereign Rating Model. As scores are updated, they 
offer a picture of how ESG risks evolve over time. 

For investors, a clearer understanding of the 
credit implications of ESG factors helps to determine 
whether their risk-return objectives are aligned 
with their sustainability goals. The distinction 
may also help policy-makers better target their 
policy decisions. Credit risk could be a particularly 
important factor when considering options to 
manage the consequences on macroeconomic and 
financial stability from climate-related risks. 

The analysis of ESG risks is evolving rapidly 
with the increasing availability of data and growing 
expertise, but often with substantial uncertainty 
and complexity. How a transition to a lower-carbon 
economy may affect the credit risk of an issuer 
depends not just on its own business model and 
carbon footprint. The nature and time horizon of 
associated policies and technological change, as 
well as the broader macroeconomic consequences, 
are also crucial elements. Investors’ views may 
vary considerably for many of these factors. 
Fitch’s approach is designed to offer investors the 
opportunity to examine, discuss and challenge 
opinions about how ESG considerations affect rating 
decisions. 

Fitch’s primary mandate is to provide insightful 
and timely credit opinions for investors that are 
transparent and capable of being both challenged 
and defended. The introduction of ESG relevance 
scores is a substantial step forward in enhancing 
transparency for investors, and for the broader 
discussion around ESG and credit.  
Mervyn Tang is Head of ESG Research, 
Sustainable Finance at Fitch Ratings. Follow 
the link below to find out more about how 
Fitch Ratings measures ESG relevance scores. 
https://www.fitchratings.com/site/esg
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For investors, a clearer understanding of the credit implications of environmental, social and governance 
factors helps to determine whether their risk-return objectives are aligned with their sustainability goals.
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The global central banking community spent the last decade repairing 
the financial system after the international banking crisis. Now, it 
is turning its attention increasingly to the longer-term challenge of 
improving the climate resilience of the financial system and the wider 
economy.
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Addressing climate 
risks to economies(anae 

/]riakopoulou
Chief Economist 

 Director of 
6esearch, OM*I* The past year has seen unprecedented levels of 

public interest in the effects of climate change 
on our economies and societies. This was evidenced 
by the birth of the )\tinction Rebellion movement 
and the rise of 16-year old activist +reta Thunberg. 
In 3ctober, ;illiam 2ordhaus won the 2obel pri^e in 
economics for his work on the economic modelling 
of climate change. That same month, the United 
2ations Intergovernmental 4anel on Climate 
Change issued alarming warnings. And for the third 
consecutive year, the ;orld )conomic Forum’s 
annual report, presented in (avos in .anuary 2�1�, 
counted three environmental risks Ɓ all associated 
with climate change Ɓ among the top fi ve global 
risks in terms of both likelihood and impact. In April 
2�1�, not-for-profi t organisation 4ositive Money 
launched a petition calling on the &ank of )ngland 
to step up its efforts to address climate change. 
Titled Ƅ�+reenthe&o)’, it gathered more than �,��� 
signatures in a matter of  hours.

New frontier for central banks
As these events indicate, climate change is a 
matter that e\tends beyond activists, governments, 
and private companies. Central banks, banks and 
insurance companies are realising increasingly the 
need to take climate change into account in their 
decision-making and the reasons go beyond mere 
window-dressing. In (ecember 2�1� during the 3ne 
4lanet summit and at the initiative of the &anque de 
France, eight institutions from four continents set 
up the Central &anks and Supervisors 2etwork for 
+reening the Financial System. Chaired by Frank 
)lderson, e\ecutive director for supervision at (e 
2ederlandsche &ank, the group has since grown 
to �6 members from 2� Nurisdictions. Collectively, 
they cover around �1% of the world population and 
almost half of global +(4 and global greenhouse 
emissions �see Figure 1. They supervise two 
thirds of the world’s global systemically important 

banks and insurers. The network also includes 
observer and stakeholder members such as the 
&ank for International Settlements, the ;orld &ank, 
the 3rganisation for )conomic Co-operation and 
(evelopment, and 3MFIF.

Central bankers’ deepening interest in the subNect 
is refl ected in the growing number of speeches 
on issues related to climate change. These range 
from its impact on the economy, fi nancial stability 
and monetary policy, to the development of green 
fi nance instruments and ratings. &etween April 
2�1�-March 2�1�, there were 21 central bank 
speeches on these subNects �see Figure 2. 3f these, 
all but two were made by members of the 2+FS, 
with the maNority of speeches coming from the 
)urosystem �1�, including three from the )uropean 
Central &ank, and the remaining coming from Asia 
�three, the UK �four, and Africa �one. &anque de 
France +overnor Franʡois :illeroy de +alhau went 
as far as calling climate risks Ƅthe new frontier for 
central banks, comparable to the fi nancing of growth 
and maNor infrastructures in the 1�th century or the 
management of great fi nancial crises in the last 1�� 
years’.

The motivation for central banks is manifold, 
stemming from the need to understand and e\plain 
the potential impact of climate change on the 
macroeconomy and more specifi cally, on fi nancial 
stability and monetary policy. Central bankers 
must also assess the effects of climate change on 
the fi nancial sector, as the industry mi\ changes 
to facilitate the transition to a climate-resilient 
economy. 

)ntire industries, households and businesses 
are likely to be affected as countries transition 
to low-carbon models. )conomies will have to 
bear the cost of adaptation to a warmer climate, 
including increasing spending on equipment such 
as air conditioning and resilient infrastructure such 
as seawalls, which would divert resources from 

���
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productive capital accumulation. This suggests that 
climate-related risks will be a source of fi nancial risk. 
These therefore fall within the mandates of central 
banks and supervisors to ensure the fi nancial system 
remains resilient. As &ank of +reece +overnor =annis 

Stournaras remarked, ƄFinancial stability without a 
sustainable growth model is simply inconceivable.’

Refl ecting these concerns, the 2+FS is structured 
around three workstreams. The fi rst, chaired by the 
4eople’s &ank of China, centres on microprudential 

Ô

  

  

�Speeches between March 2�1�-April 2�1�  �� Applies to position at the time the speech was given, may not necessarily be current position

Source� &anque de France 2+FS Secretariat, +lobal Carbon Atlas, 3MFIF analysis
�These Nurisdictions are represented on the 2+FS by both the central bank and the supervisory authority
��These Nurisdictions are represented on the 2+FS by the supervisory authority only
���Three cross-border )uropean institutions are members of the 2+FS� the )uropean Central &ank, the )uropean &anking Authority, and the 
)uropean Insurance and 3ccupational 4ensions Authority

Figure 2: Central bankers’ speeches on sustainability in 2018-19*

Figure 1: NGFS members’ jurisdiction jointly responsible for nearly half of global carbon emissions
Members of the Central Banks’ and Supervisors’ Network for Greening the *inancial System �as of April 
2019, by central bank jurisdiction, % of global carbon emissions

Name Position** Institution NGFS member? Date

Sabine Lautenschläger Member of the )\ecutive &oard European Central Bank =es 1�����2�1�

Frank Elderson )\ecutive (irector of Supervision De Nederlandsche Bank =es 1�����2�1�

Sarah Breeden )\ecutive (irector of International &anks Supervision Bank of England =es 1�����2�1�

Yannis Stournaras +overnor Bank of Greece =es ������2�1�

Guy Debelle (eputy +overnor Reserve Bank of Australia =es 12����2�1�

Margarita Delgado (eputy +overnor Banco de España =es 12����2�1�

Patrick Njoroge +overnor Central Bank of Kenya No 2���2�2�1�

Philip Lane +overnor Central Bank of Ireland =es ����2�2�1�

François Villeroy de Galhau +overnor Banque de France =es 2��11�2�1�

Yves Mersch Member of the )\ecutive &oard European Central Bank =es 2��11�2�1�

Mark Carney +overnor Bank of England =es 21�11�2�1�

Benoît Cœuré Member of the )\ecutive &oard European Central Bank =es ���11�2�1�

Yannis Stournaras +overnor Bank of Greece =es �1�1��2�1�

Frank Elderson )\ecutive (irector of Supervision De Nederlandsche Bank =es ������2�1�

Veerathai Santiprabhob +overnor Bank of Thailand =es 2�����2�1�

Norman Chan Chief )\ecutive Hong Kong Monetary Authority No 1���6�2�1�

Olli Rehn (eputy +overnor Bank of Finland =es 1���6�2�1�

Klaas Knot 4resident De Nederlandsche Bank =es �6����2�1�

François Villeroy de Galhau +overnor Banque de France =es �6����2�1�

Mark Carney +overnor Bank of England =es �6����2�1�

Sarah Breeden )\ecutive (irector of International &anks Supervision Bank of England =es 1�����2�1�

N+FS membersƅ 
jurisdictions 
cover�

31%
of the global population
Source� United 2ations, 2�1�

45%
of global greenhouse 
gas emissions
Source� +lobal Carbon &udget, 
2017

2/3
Supervision of the
global systemically 
important banks and 
insurers
Source� Financial Stability &oard, 
2018
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Source� ;orld &ank, 2�1�
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supervision. It aims to identify best practice 
in analysing climate-related risks to individual 
institutions, including the disclosure of such risks. 
The second, chaired by the &ank of )ngland �see 
Sarah &reeden and Andrew ,auser’s contribution on 
p.�1, focuses on quantifying climate-related risks 
at a macroeconomic level, including macro stress 
tests and scenario analyses. The third workstream, 
chaired by +ermany’s &undesbank, addresses the 
role of central banks in scaling up green fi nance, 
including integrating environmental, social and 
governance criteria in their operational activities and 
management of oƾ  cial reserves.

;hile central banks have certainly shown the 
greatest momentum, they are not the only fi nancial 
system players pursuing initiatives linked to climate 
change. The Financial Stability &oard, 3)C(, U2, 
;orld &ank and )uropean Union are also leading the 
charge with initiatives focused on disclosures, the 
development of green ta\onomies, and principles for 
responsible investment �see Figure �.

Climate risks to the economy
Climate-related risks translate to fi nancial risks in at 

least three ways. First, through the manifestation of 
Ƅphysical risks’, such as the increased frequency of 
e\treme weather events that may damage property 
and infrastructure and disrupt trade and economic 
activity. +radual temperature changes could 
affect the value of assets. For the banking sector, 
these may be felt directly through the e\posure of 
mortgage books to fl ood risk, or for globally active 
banks, through the impact of natural disasters on 
sovereign bond ratings and country risk. 

Such costs are becoming visible as the frequency 
of natural disasters has increased dramatically. 
Around ��� natural loss events occurred in 2�1� 
including fl oods, tropical cyclones, wildfi res and 
earthquakes in the US, .apan and elsewhere, 
incurring a total cost of �16�bn, according to 
MunichR)’s 2atCatService. 

Second, there are liability risks for parties that 
have suffered losses from the effects of climate 
change and seek compensation from those they hold 
responsible. ;eather-related insurance losses have 
increased almost fi ve-fold to an average of around 
���bn per annum so far this decade from an average 
of around �1�bn per annum in the 1���s �see Figure 
�. Meanwhile, the global insurance protection gap 
remains si^eable. The uncertainty associated with 
climate scenario analysis complicates the challenge 
of modelling implications for insurers’ liabilities. 

,ouseholds and businesses will be affected 
too, as they could face more e\pensive or more 
curtailed insurance policies. In 2�16, the insurance 
industry launched the Sustainable Insurance 
Forum, a network of 2� insurance regulators 
sharing knowledge and best practice on how to 
consider climate risk in insurance supervision. (e 
2ederlandsche &ank hosted in April 2�1� the fi rst 
ever International Climate Risk Conference for 
supervisors.

Third, there are transition risks as households, 
businesses and industry sectors face costs, 
valuation losses and disruptions from the 
adNustment to a low-carbon economy. These risks 
are longer-term and less visible, and have yet to 
materialise. As such, they may not carry a strong 
sense of urgency.

,owever, inaction will come at a high price. 
The more sudden and disorderly the transition, the 
greater the costs. Signatories to the 4aris climate 
agreement have committed to reduce carbon 
emissions by ��% from 2�1� levels over the ne\t 
decade to reach net ^ero by 2���. Meanwhile, the 
)U has committed to a ��% reduction in emissions 
by 2��� compared with 1��� levels and to attaining 
carbon neutrality by 2���.   

+overnments are already taking action, by 

If we are to 
fulfil our 
mission of 
safeguarding 
monetary 
and financial 
stability, it 
is a strategic 
priority for 
us to address 
the challenges 
posed by 
climate change 
for the financial 
system.

Philip Lane, 
Governor of the 
Central Bank of 
Ireland

Figure 3: Selected initiatives by international 
fi nancial agencies linked to climate change

Source� :arious sources

Actor -nitiative

G20 Sustainable *inance Working Groups

United Nations Principles for 6esponsible Investment

*inancial Stability 
Board

Task *orce on Climate-6elated *inancial 
Disclosures

OECD Green *inance and Investment Centre

World Bank Sustainable Banking Network

EU Action Plan on Sustainable *inance

Central Banks� 
Supervisors

Network for Greening the *inancial 
System

Supervisors�
6egulators Sustainable Insurance *orum

Source� 2+FS

Figure 4: NGFS recommendations, April 2019

6ecommendation 1
Integrating climate-related risks into 
fi nancial stability monitoring and 
micro-supervision

6ecommendation 2 Integrating sustainability factors into 
own-portfolio management

6ecommendation � Bridging data gaps

6ecommendation 4
Building awareness and intellectual 
capacity and encouraging technical 
assistance and knowledge-sharing

6ecommendation 5
Achieving robust and internationally 
consistent climate and environment-
related disclosure

6ecommendation � Supporting the development of a 
ta\onomy of economic activities
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introducing carbon ta\es and emissions trading 
schemes to help Ƅinternalise the e\ternality’ of 
e\cessive carbon emissions. Carbon ta\es are 
highest in Sweden, at close to �1�� per tonne, with 
2orway and Finland also pricing carbon high at 
above ��� per tonne. This compares with ta\es 
below �2� per tonne for non-)uropean Nurisdictions 
that have implemented carbon ta\es or emissions 
trading schemes �see Figure 6.

As such initiatives take hold, their impact is not 
only felt in the atmosphere but also on fi nancial 
markets. For e\ample, the combined market 
capitalisation of the top four US coal producers has 
fallen by ��% since the end of 2�1�. A similar change 
has occurred in +erman utility fi rms hit by changes 
in domestic energy policies, including the phasing 
out of nuclear energy and the move to renewables. 

Meeting the 4aris targets will require a substantial 

Source� MunichRe 2atCatS)R:IC) database, 3MFIF analysis

Source� ;orld &ank Carbon 4ricing (ashboard, 3MFIF analysis

We invest in 
green because 
we see it as a 
driver of long-
term value, 
in addition to 
wanting to do 
the right thing.

Norman Chan, Chief 
Executive, Hong 
Kong Monetary 
Authority

Figure 5: Global weather-related losses show worrying upward trend
Overall and insured losses for natural loss events worldwide, �bn, annual and 10-year moving averages
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Figure 6: Carbon taxes highest in Nordics
Carbon price per tonne in jurisdictions with carbon ta\es or emission trading schemes, �
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reallocation of capital. Some of the transition will 
happen in e\isting fi rms and industries, and the rest 
through new fi rms and new industries unburdened 
by legacy assets and technologies. As remarked by 
Central &ank of Ireland +overnor 4hilip 0ane, ƄThe 
balance between these two forces will be crucial in 
determining the balance between debt and equity 
in fi nancing the transition, since start-ups naturally 
require more equity fi nance than incumbent fi rms’.

Irrespective of the level of public subsidies 
directed at supporting new sectors and products, 
households will have to bear at least some of the 
costs of the transition, such as retrofi tting homes 
to reduce energy consumption, or higher spending 
on transportation as the balance shifts from private 
cars to other types of transport. 

;hile their individual impacts will be signifi cant, 
the three types of risk �physical, liability and 
transition are linked. A smoother and more 
predictable transition path would help minimise 
transition risks to fi nancial stability. &ut a slower 
transition could increase the likelihood of physical 
and liability costs. Conversely, too rapid a transition, 
while necessary to limit the likelihood of physical and 
liability risk, may not be desirable either. As &ank of 
)ngland +overnor Mark Carney remarked, Ƅsuccess 
is failure’ in that scenario, as too rapid a movement 
towards a low-carbon economy could risk creating 
a Ƅclimate Minsky moment’ and materially damage 
fi nancial stability. The analytical work to develop an 
understanding of the trade-offs and the desirable 
path forward is crucial.

Supervising climate risk 
To address these risks, central banks and 
supervisors are recognising the need for micro- and 
macroprudential instruments. The )C& this year 
identifi ed formally climate-related risks as one of 
the key threats facing the banking sector. &ank of 
Finland +overnor 3lli Rehn recognised that, ƄCorrect 
pricing and supervision of fi nancial risks stemming 
from climate change and other environmental 
ha^ards are needed, both for sustainable economic 
development and a well-functioning fi nancial 
system’.

The fi rst step in supervising such risks is to 
understand their si^e and likelihood. Regulators 
recognise the need for identifi cation and disclosure 
of e\posures in the fi nancial sector, what can 
be considered a Ƅsnapshot’ of risks. So far, 
2�� companies representing �6.�tn in market 
capitalisation and fi nancial institutions �banks, 
insurers, asset managers and responsible for 
���tn of assets have committed to apply the 
recommendations on disclosures by the Task Force 

for Climate-Related Financial (isclosures.
At the same time, dynamic, forward-looking 

carbon stress tests, so-called Ƅvideos of risks’, are 
needed to ascertain the si^e of probable losses of 
fi nancial institutions’ portfolios, with fi rms setting out 
the resilience of their strategy in different climate-
related scenarios.

&ut while there is broad agreement among 
regulators on the need to develop ta\onomies, 
enable disclosures, and monitor risks through 
rigorous scenario analysis and stress testing, there 
is less harmony when it comes to views on how 
to address these through microprudential and 
macroprudential regulation. 

The need for macroprudential regulation follows 
the recognition that losses from certain climate-
related scenarios could lead to declines in the 
capital and solvency ratios tracked by prudential 
regulators. These stem from market risks and credit 
risks, as well as structural changes and uncertainty 
associated with climate change. The optimal 
allocation and risk management strategies in the 
design of equity and bond portfolios may have to be 
reassessed.

3ne way of correcting the misalignment between 
current regulation and the need to transition to 
a low-carbon economy would be to enhance 
governance frameworks such as &asel III to ensure 
they refl ect climate-related fi nancial risk concerns. 
This would involve strengthening capital and liquidity 
requirements such as the liquidity coverage ratio, 
the net stable funding ratio, the leverage ratio, 
and capital and countercyclical capital buffers. In 
addition, it would require bolstering the supervisory 
elements of &asel III by adding climate-related stress 
tests, and reinforcing risk disclosure and market 
discipline.

Reviewing macroprudential tools in more detail, 
these can be categorised in those relating to capital, 
lending limits, liquidity and reserves. The fi rst could 
take the form of countercyclical capital buffers, 
sectoral leverage ratios, or capital adequacy ratios 
with Ƅgreen supporting factor’ or Ƅbrown penalising 
factor’. The 4eople’s &ank of China already deploys 
a +SF, used to incentivise the presence of green 
loans in banks’ portfolios. ,owever, )uropean 
central bankers are sceptical, highlighting that 
Ƅgreen does not mean risk-free,’ �Franʡois :illeroy de 
+alhau and that Ƅsuch risks cannot be disregarded 
without Neopardising fi nancial stability’ �3lli Rehn. 
Substantial further evidence is needed to create a 
strong enough rationale for such policies. 

0ending limits can take the form of ma\imum 
credit ceilings or minimum credit fl oors. In the case 
of liquidity, instruments range from liquidity coverage 

We should not 
be obliged to 
promote green 
finance by 
granting banks 
preferential 
capital 
treatment if this 
is not justified 
by the specific 
risks linked to 
green finance.

Sabine 
Lautenschläger, 
member of the ECB 
executive board
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ratios to net stable funding ratios. Finally, there can 
be differentiated reserve requirements.

There is a great variety of green prudential 
instruments, but a clear divide between emerging 
and advanced economies. 0ending limits are the 
most popular instrument, and are mandatory in 
&angladesh, India, 2igeria, &ra^il, 0aos, :ietnam and 
Korea. They are and under discussion in (enmark, 
)cuador, .apan and Kenya. Climate-related stress 
tests are obligatory only in China, and under 
consideration in France and the 2etherlands. Risk 
disclosure and risk assessment are under discussion 
in Colombia, Indonesia, 4akistan, 4eru, South Africa, 
Swit^erland and Turkey �see Figure �.

Climate change and monetary policy
;hile their mandates tend to focus on the medium-
term infl ation outlook, central banks consider 
routinely the policy implications of long-term 
events such as demographic and technological 
shifts and their effects on labour force participation 
and the broader macroeconomy. Climate 
change poses similar challenges in terms of the 
uncertainty associated with its repercussions on 
monetary policy, but it displays a distinctive set of 
characteristics that sets it apart from other types of 
shifts.

First, it is far-reaching in breadth and scope, 
affecting all agents across different geographies 
and sections of the economy. Second, climate risks 
are foreseeable. ;hile there is a high degree of 

uncertainty regarding their nature, this is no e\cuse 
for inaction. It is clear that some combination 
of physical and transition risk will materialise 
eventually. As )C& )\ecutive &oard Member 
Sabine 0autenschlʞger remarked, ƄClimate change 
will not adapt to our research schedules’. Third, 
climate change is effectively irreversible� there is 
no technology available to undo the concentration 
of greenhouse gas emissions in the atmosphere. 
And, fi nally, shifts related to climate change are 
distinctive in that they are endogenous. Their future 
magnitude and likelihood depend on the actions 
of today. As :illeroy de +alhau remarked in April 
2�1�, ƄIt is delusional to think that when risks 
become perceptible, everyone will be able to cut 
their e\posures at the same time and in an orderly 
fashion.’

;ith regard to monetary policy, the impact of 
climate change will be felt most directly through the 
physical risk channel. The increase in the frequency 
and severity of weather shocks is likely to raise the 
volatility of infl ation, sectoral relative price levels, and 
output. 

;hen met with such negative supply-side shocks, 
central banks will generally face a trade-off forcing 
them to prioritise stable prices over output. 0eft 
unchecked, climate change can complicate further 
the identifi cation of shocks relevant for the medium-
term infl ation outlook and make the occurrence of 
such trade-offs more frequent. Moreover, climate 
change will probably spark structural shifts that will 

Figure 7: Emerging/
Developed market divide in 
supervising climate risks
Status of green 
macroprudential 
reUuirements, by jurisdiction

Source� (’3ra^io and 4opoyan �2�1�, 
3MFIF analysis

While the 
effects and 
risks of climate 
change are 
relevant factors 
for the Federal 
Reserve to 
consider, it 
is not in a 
position to 
use monetary 
policy actively 
to foster a 
transition to 
a low-carbon 
economy. 

Glenn Rudebusch, 
executive vice-
president of the 
economic research 
department at the 
Federal Reserve 
Bank of San 
Francisco

Under discussion Mandatory:oluntary
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impact the underlying path of potential output Ɓ a crucial 
variable for monetary policy-making. 

Through the transition risk channel, the economic 
transformation required to address the climate change 
challenge will involve a shift in relative prices, especially in 
energy prices. This could risk destabilising medium-term 
infl ation e\pectations. Such changes should not only be 
considered as part of the long-term hori^on framework. 
4rices, equities and long-term fi nancial asset valuations 
will also depend on e\pected future conditions, so even 
climate risks decades away can have near-term fi nancial 
consequences.

Central banks have been reluctant to acknowledge 
the link between climate change and monetary policy. 
The April 2�1� 2+FS comprehensive report only went as 
far as stating that the 2etwork Ƅconsiders e\ploring the 
interaction between climate change and central banks’ 
mandates �beyond fi nancial stability and the effects of 
climate-related risks on the monetary policy frameworks, 
paying due regard to their respective legal mandates.’  
Among 2+FS members, only one central bank, the 
4eople’s &ank of China, has a dedicated policy to promote 
green fi nance via monetary policy. Franʡois :illeroy de 
+alhau, one of the central bankers leading this agenda, 
remarked that ƄMonetary policy has to remain neutral 
to ensure proper functioning through its transmission 
channels� it cannot be targeted towards achieving specifi c 
social or sectoral impacts’. 

At a time when central bank independence is under 
attack over unconventional monetary policies, this 
scepticism may refl ect unwillingness to take on an agenda 
that may be interpreted as political. In a speech on climate 
change and central banking in 2ovember 2�1�, =ves 
Mersch, e\ecutive board member at the )C&, warned 
that ƄThe bigger threat to price stability over the long run 
does not lie in relative price changes, but rather in a loss 
of independence by central banks following a situation in 
which they have ventured far into a political agenda with 
distributional consequences.’

Financing the climate transition
Tasked with safeguarding fi nancial and price stability, 
central bankers tend to focus on the risks that 
climate change poses. &ut when it comes to reserves 
management, climate change presents investment 
opportunities for central banks and other global public 
investors. 

According to the 3)C(, a ���tn investment is needed 
by 2��� to fi nance the green transition. This is to promote 
the development of technologies such as carbon capture 
and storage, and electricity generation from renewable 
sources. A separate study by the I4CC from 3ctober 2�1� 
estimates that the world needs to spend ����bn annually 
until 2��� on energy-related mitigation investments 
to limit global warming to 1.� degrees. The )uropean 

The asset 
purchasing 
programme 
is a tool for 
macroeconomic 
stabilisation, not 
microeconomic 
reallocation. 

Yves Mersch, 
Member of the ECB 
Executive Board

+reen Uuantitative easing
Central bankers are hesitant to integrate climate 
considerations into their unconventional monetary 
operations. Their growing interest in the climate change 
agenda has encouraged calls for Ƅgreen quantitative 
easing’. This would involve suspending asset purchases 
in high-carbon sectors and instead favouring bonds 
which fund green proNects. &ut central bankers have 
e\pressed concern over how such a practice could 
undermine the instruments’ effectiveness. 

At the same time, the 2+FS acknowledged in its 
fi rst progress report in 3ctober 2�1� that Ƅclimate- or 
environmental-related criteria are not yet suƾ  ciently 

accounted for in internal credit 
assessments or in the models 
of credit agencies’ which 
many central banks rely on 
for their operations. 3lli Rehn, 
then-deputy governor of the 
&ank of Finland, remarked in 
.une 2�1� that ƄSustainability 
considerations should be 
better refl ected in the key 
tools for decision-making by 
market actors and policy-
makers, such as benchmarks 
and credit ratings.’ This 
reveals an uncomfortable 
contradiction for central 

banks like the )C& which, as a member of the 2+FS, is 
seen as admitting that risk is accounted for improperly in 
the current ratings system while at the same time using 
that system to decide which assets to buy in its asset 
purchase programme.

Still, while there is no e\plicit environmental target in 
the )C&’s A44, the bank has purchased green bonds both 
under the corporate sector and public sector purchase 
programmes. It holds around a quarter of eligible 
publicly-issued green bonds and around a fi fth of private 
sector green bonds, in line with the share of holdings 
across the totality of its programme-eligible bonds. 

3ther central banks may be simply prohibited from 
even considering green 5) as an option. According 
to +lenn Rudebusch, e\ecutive vice-president at the 
economic research department of the Federal Reserve 
&ank of San Francisco, Ƅ+reen quantitative easing is an 
option for some central banks but not for the Fed, which 
by law can only purchase government or government 
agency debt’. ;hile sovereign green bonds have been 
issued, these represent a very small asset category.
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Commission estimates that Ɲ1��bn are required 
over 2�21-��. Should these fi gures not be met, the 
so-called Ƅclimate debt’, as referred to by Rehn, will 
accumulate. 4ublic investment can address such 
needs. For e\ample, the )uropean Fund for Strategic 
Investments has a mandate to invest ��% of its 
Ɲ���bn capacity in green investments. Most of the 
adNustment costs, however, will fall on the private 
sector.

The green fi nance market has grown rapidly in the 
past decade. The )uropean Investment &ank issued 
the world’s fi rst green bond in 2���. Since then, the 
global climate-aligned bonds market has swelled 
to �1.��tn in 2�1�, according to the Climate &onds 
Initiative. 0ast year, around �16�bn worth of green 
bonds were issued, compared with �162bn in 2�1�. 

This market also includes sovereign green and 
blue bonds. 4oland issued the fi rst sovereign green 
bond in 2�16, followed by France, FiNi and 2igeria 
in 2�1�. &elgium, Indonesia, 0ithuania and Ireland 
followed in 2�1�. That year, the Seychelles launched 
the world’s fi rst sovereign blue bond, a pioneering 
fi nancial instrument designed to support sustainable 
marine and fi sheries proNects.

,owever, green bonds represent a miniscule 
share of the overall fi \ed income market, accounting 
for less than 2% of global debt issuance. This 
suggests that green bonds need to be scaled 
by a factor of at least 1� to provide the required 
investment in renewable energy, energy eƾ  ciency 
and low-emission vehicles. Moreover, sources of 
fi nance must be e\tended beyond green bonds to 
products such as green loans, securitisation, covered 
bonds, derivatives, crowdfunding platforms and 
private equity. The success of the climate transition 
depends on it.

Investors, including +4Is, are moving to 
sustainable e\change-traded funds and e\change-
traded products. These are reaching record levels 

having grown si\-fold to 21� in 2�1� from Nust �� in 
2���. Assets invested in these funds and platforms 
have reached a record level of �2�bn from around 
��bn in 2��� �see Figure �.

,owever, policy-makers and the fi nancial sector 
are also becoming aware increasingly of the trade-
offs between the rapid e\pansion in the sector, and 
the need to maintain rigorous standards and avoid 
so-called Ƅgreenwashing’. 4atrick 2Noroge, governor 
of the Central &ank of Kenya, speaking on the role of 
the 2airobi Stock )\change as a green fi nance hub, 
warned, Ƅ;e cannot accept, or afford, to give cover to 
those who only wish to burnish their greenwashing 
credentials’.

Greening reserve portfolios
Central banks are attempting to act on their climate 
rhetoric by integrating sustainability criteria into their 
operations and portfolio management, with the euro 
area leading the charge. For e\ample, the Central 
&ank of Ireland designed its new headquarters to be 
energy eƾ  cient. The bank’s governor, 4hilip 0ane, has 
called on the central banking community to make 
greater use of communications technologies to cut 
down on travel to international meetings. 

Meanwhile, the &anque de France in March 
2�1� adopted a responsible investment charter to 
Ƅimprove the contribution of own funds and pensions 
portfolios to the environmental transition.’ In April 
2�1�, it announced to plans to disclose the climate-
risk e\posures of its funds and pension portfolios, 
the fi rst central bank to do so. The )C& has worked 
to foster sustainable investment in its non-monetary 
policy portfolios including its pension fund, which 
has delegated pro\y voting for equity investment to 
managers that have signed up to the principles for 
responsible investment.

In addition to pension portfolios, as long-term 
investors, central banks have an important role to 
play in the development of green fi nance through 
their investment portfolios and reserve allocation. 
2orman Chan, chief e\ecutive of the ,ong Kong 
Monetary Authority, speaking at the 2�1� green 
and social bond principles annual conference, 
said, ƄAs a long-term investor, ,KMA considers risk 
and return over a long hori^on. ;e believe looking 
at an investment proposal through the )S+ lens 
would complement our normal risk-return analysis, 
and help unveil the long-term value and risk of an 
investment’. 

The Central &ank of Ireland also takes )S+ 
criteria into account when managing its portfolio. 
The equities component of its portfolio is managed 
in line with the 4RI as well as with the ;orld 
,ealth 3rganisation’s framework convention 

Figure 8: Assets invested in ESG ETFs and ETPs 
at record high
ESG ET*s and ETPs �6HS and assets, �bn �0HS

Figure 8: Assets invested in ESG ETFs and ETPs 
at record high
ESG ET*s and ETPs �6HS and assets, �bn �0HS

Source� )TF+I, 3MFIF analysis

The transition 
path poses 
challenges, 
but also 
opportunities. 
Particular 
industries and 
communities 
are exposed 
to the costs of 
changes in the 
climate while 
others may 
benefit from 
that transition. 
But it may not 
be possible for 
the winners to 
compensate the 
losers in a way 
that leaves no 
one worse off. 

Guy Debelle, Deputy 
Governor of the 
Reserve Bank of 
Australia
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on tobacco control. It is preparing an )S+ policy 
for its bond portfolio, which already includes 1� 
green bonds valued at Ɲ221m. In .anuary 2�1�, 
(e 2ederlandsche &ank signed the U2 4RI and 
adopted a responsible investment charter. Suomen 
4ankki - Finlands &ank has also applied responsible 
investment standards to its portfolio management. 

,owever, not all central bank reserves 
management practices match the climate agenda’s 
strong momentum. 0ess than half of central banks 
responding to the 2�1� 3MFIF +4I survey reported 
they were investing part of their reserves in green or 
sustainable assets. This compares with almost all 
pension funds and sovereign funds we surveyed. 

3ften, central banks are more constrained than 
other types of +4Is in terms of what asset classes 
they are eligible to purchase. Several central banks 
also cited lack of supply, remarking that Ƅin our 
investment universe there is a limited supply of green 
bonds.’ 3thers referred to the inability of sustainable 
assets to meet their liquidity and maturity thresholds. 
3ne central bank stated that Ƅvery long durations of 
green bonds are problematic when our bond duration 
is very short.’ 

Conservatism and diƾ  culty convincing internal 
stakeholders were also mentioned as barriers to 
investing in sustainable assets. 2evertheless, one 
central bank remarked that Ƅcurrent mandates 
and available assets in which to invest restrict 
opportunitiesƏ but we are seeking to change our 
mandates to open up the green investment universe.’ 

Among central banks in our sample which do 
not currently invest in green or sustainable assets, 
a third are prevented by their mandate from doing 
so. A further third highlighted wider issues with 
sustainability criteria and lack of data, and with the 
transparency and accountability of company data. 

)S+ criteria are gaining importance when 
it comes to outsourcing portfolios to e\ternal 
managers. Most pension and sovereign funds 
consider )S+ criteria as Ƅimportant’ or Ƅvery 
important’ with regards to guidelines to e\ternal 
managers, compared with Nust a quarter for central 
banks. This can take the form of divestments as well 
as active investments in green assets, as e\plored in 
the special report on sustainable investment in last 
year’s +lobal 4ublic Investor. 

The world’s largest sovereign fund �and fourth-
largest +4I in our ranking, 2orway’s �1tn 2orges 
&ank Investment Management, this year decided to 
sell some of its holdings in energy companies that 
e\plore for and produce oil and gas. This entailed the 
e\clusion of 1�� oil and gas e\ploration companies, 
worth Ɲ�.�bn. ,owever, the fund opted to retain 
stakes in fossil fuel companies involved in renewable 

energy, such as Shell and &4. This highlights 
the nuances behind the simplistic green�brown 
distinction. Investments in the brown sector may be 
more effective in facilitating the transition due to the 
scope of the benefi ts of switching.

;hen investing in green assets, green bonds are 
the dominant instrument for +4Is. They were chosen 
by ��% of those surveyed who invested in green 
assets. ;ithin the same sample, 11% purchased 
climate-aligned bonds and �2% invested in green 
equities. Still, these allocations represent a small 
share of +4Is’ overall portfolios, with green equities 
representing around ��% of all equity investments 
and green bonds representing around 16% of all 
bonds. 

0ooking ahead, around 6�% of +4Is surveyed 
by 3MFIF stated that they plan to Ƅincrease’ or 
Ƅsignifi cantly increase’ their green investments. +reen 
bonds were the most popular option, with ��% of 
respondents planning to Ƅincrease’ or Ƅsignifi cantly 
increase’ their e\posure to the asset class, compared 
with 1�% for climate-aligned bonds and 2�% for 
green and sustainable equities �see Figure �.

Limits of central banks
Central banks are serious about climate change. 
They are making commendable strides to adapt 
regulation and supervision practices to guard against 
risks and facilitate the transition to a low-carbon 
economy. &ut these initiatives are not enough, nor 
can they be a substitute for an ambitious climate 
agenda led by governments, businesses and 
individuals. Many players acting together will be 
essential for the future. 
(anae /]riakopoulou is 'hief )conomist and 
(irector of 6esearch at 3MF-F. 

The systematic 
oversubscription 
of green bonds at 
issuance shows 
there is a lack of 
green financial 
products.

François Villeroy de 
Galhau, Governor, 
Banque de France

Figure 9: Green bonds continue to dominate 
sustainable asset market
How do you plan to change your allocation to the 
following assets in the ne\t 12-24 months# % of 
responses by asset type

Figure 9: Green bonds continue to dominate 
sustainable asset market
How do you plan to change your allocation to the 
following assets in the ne\t 12-24 months# % of 
responses by asset type

Source� 3MFIF +4I Survey 2�1�
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Institution Description Date

Network of Central Banks and 
Supervisors for Greening the 
Financial System 

The NGFS, which was set up in December 2017 by the Banque de France with 
eight members, published its fi rst comprehensive report in April 2019, building on 
its fi rst progress report from October.  As of April it has 36 members.

April 2019

Norges Bank Investment 
Management

Norway’s sovereign fund excluded 150 oil and gas exploration and production 
companies, worth €7.5bn, from its $1.1tn portfolio. However, the Fund  said it 
would retain stakes in fossil fuel companies involved in renewable energy.

March 2019

Dutch National Bank
The DNB became the fi rst central bank to sign the United Nations’ principles 
for responsible investment. It launched a responsible investment charter, and 
committed to incorporating six ESG criteria in its investment practices.

March 2019

Första AP-fonden Swedish pension fund AP1 divested from nuclear weapons, tobacco, coal and oil 
sands industries following the introduction of new investment guidelines. 

January 
2019

ABP
Europe’s largest pension fund, Dutch ABP, completed its divestment of €4bn 
in nuclear arms manufacturers and tobacco producers in 2018, making a 20% 
(€700m) profi t.

January 
2019

European Bank for Reconstruction 
and Development

The EBRD approved plans for a €250m direct investment framework for green 
and sustainability bonds targeted at fi nancial institutions.

December 
2018

Republic of Seychelles Seychelles launched the world’s fi rst sovereign blue bond, a pioneering fi nancial 
instrument designed to support sustainable marine and fi sheries projects.

October 
2018

National Treasure Management 
Agency

Ireland’s NTMA issued the country’s fi rst sovereign green bond, a 
12-year bond raising €3bn.

October 
2018

UK pension funds

The UK Department for Work and Pensions introduced new regulations for 
pension funds, to come into effect in October 2019. These require trustees to 
disclose how much they take into account ESG factors when making investment 
decisions. 

September 
2018

World Bank Group, European 
Investment Bank, Amundi 
and others

The Global Green Bond Partnership was set up to support efforts by sub-national 
entities such as cities, regions, private companies and fi nancial institutions to 
accelerate the issuance of green bonds.

September 
2018

United Nations
The UN Environment Programme Finance Initiative set up the tobacco-free 
fi nance pledge to encourage divestments from tobacco. Those who have signed 
up to the pledge include Sweden’s AP4 and the Ontario Teachers’ Pension Plan.

September 
2018

European Investment Bank
The EIB raised €500m from a 7.5-year sustainability awareness bond whose 
proceeds will be used to fi nance investments in clean water supply, sanitation 
and fl ood protection.

September 
2018

Government Pension 
Investment Fund

Japan’s $1.4tn pension fund – the world’s largest – selected two of its carbon-
friendly indices as the benchmark for its ESG strategy: the S&P Global Ex-Japan 
LargeMidCap Carbon Effi  cient Index and the S&P/JPX Carbon Effi  cient Index.

September 
2018

California pension funds The US senate passed Bill No.964 requiring Calpers and Calstrs to report publicly 
on the climate-related fi nancial risk of their public market portfolio from 2020.

August 
2018

European Commission
The technical expert group on sustainable fi nance started developing a green 
taxonomy, EU green bond standards and benchmarks for low-carbon investment 
strategies.

July 2018

Republic of Lithuania
Lithuania became the seventh country to issue a sovereign green bond, raising 
€68m with a 10-year deal. Proceeds are aimed at improving energy effi  ciency in 
residential properties. 

June 2018

Key sustainable investment developments involving public institutions in 2018-19

GPI _2019_145-155_SpecialReports_ESG.indd   155 23/05/2019   12:03



Asset classes

|  omfif.org

 )S+ investment

Advancing ESG standards in China

Although 
China has 
not enacted 
any specific 
legislation on 
responsible 
investment, 
a consensus 
around the 
benefits of such 
investment 
has gradually 
arisen in the 
finance sector.

;allace =u
China Investment 
Corporation

In China, incorporating environmental, social 
and governance standards in investment 

decisions is reaching new heights.
Both domestic and international capital 

markets will continue to play an essential role in 
fi nancing &hinaȢs green transition and growth. To 
achieve the goals of its �3th fi ve-year plan, &hina 
will need at least Rmb3tn-Rmb4tn (more than 4% 
of GDP) of green investment per annum between 
2015-20. Of these funds, at least 85% will come 
from the private sector.

China’s asset management industry is 
proliferating. Asset owners, especially large 
institutional investors, will be critical to the 
sustainable development of the countryȢs fi nancial 
sector.

Asset owners’ investment practices can signal 
to the broader industry the value of green and 
sustainable capital development. Persuading such 
large investors to incorporate ESG criteria in their 
investment decisions will have a positive impact 
on the asset management industry as a whole.

$lthough &hina has not enacted any specifi c 
legislation on responsible investment, a consensus 
around the benefi ts of such investment has 
gradually arisen in the fi nance sector. 6everal 
studies examining the correlation between ESG 
considerations and fi nancial performance confi rm 
this. The Shanghai and Shenzhen stock markets 
have established a new benchmark, dubbed the 
‘CSI 300 Green Leading Stock Index’. Promoting 
the inclusion of ESG standards in investment 
decisions in China is both a top-down guiding and 
regulatory process, as well as a bottom-up one 
that can demonstrate the economic benefi ts of 
sustainable development.

Policy recommendations 
There are several ways in which the uptake of ESG 
standards by Chinese investors can be encouraged 
more broadly and deeply. Guiding principles can 
be issued to explain to institutional investors and 
their investment managers how best to implement 
a green fi nancial system. Industry associations, 
such as the Asset Management Association 
of China and Insurance Asset Management 
Association of China could issue sustainable 
investment standards to steer member institutions 

to contribute to the development of Chinese green 
fi nance.

A unique ESG steward code for pension 
funds can be established to encourage invested 
companies to abide by and to disclose their ESG 
practices and performance. Pensions represent 
the long-term interests of the people as well as the 
long-term interests of many large institutional 
investors. Relevant government regulators 
and agencies issue rules requiring pension 
and investment managers to incorporate ESG 
standards systematically and explicitly in their 
decision-making and communication methods.

Regulators can ensure and monitor the 
effectiveness of companies’ mandatory 
environmental disclosure frameworks, with an aim 
to align these with international ESG standards. 
The stock market supervisor, for example, can 
continuously enhance their requirements to 
promote information disclosure on ESG issues, 
such as by incorporating ESG factors into the 
framework of companies’ annual reports and 
proposing a unifi ed fi nancial evaluation system.

The supply of green and sustainable 
investment products must expand so as to 
meet market demand. With the help of the 
China’s aforementioned asset management and 
insurance asset management associations, capital 
market participants should develop more green 
investment product options for institutional 
investors, with a focus on long-term sustainable 
goals.

Supporting investor education and ESG 
research is essential to promote sustainable 
investment and operational capabilities. The two 
associations mentioned above can help investor 
training and provide support for the industry 
in developing vocational education, analytical 
tools and training. Implementing these types of 
proposals will greatly benefi t &hinaȢs fi nancial 
sector, as well as set a worthy example for other 
large economies the world over.
;allace =u is Portfolio Manager at 'hina 
-nvestment 'orporation� 'ommittee Member 
of &eijing =outh Federation� 'ommittee 
Member of Hong /ong Financial Services 
(evelopment 'ouncil� and Asia+lobal Fellow 
at the 9niversit] of Hong /ong.

���

China’s asset management industry is proliferating, and institutional investors will be critical to the sustainable 
development of the countryȢs fi nancial sector and the uptake of environmental, social and governance standards.
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Climate issue requires more risk-taking

Between 
2013-16, 
institutional 
and private 
equity 
investors 
contributed 
less than 1% 
each to global 
renewable 
energy 
investment.

Paul 'urnow
Baker McKen^ie

The share of renewables in primary energy 
supply must increase to 65% in 2050 from 15% 

in 2015 in order to limit the rise in global mean 
temperature to below two degrees Celsius, in line 
with the Paris climate agreement. This transition 
to clean energy will require investment of $25tn in 
renewables, which necessitates tripling the current 
annual investment in these energy sources.

Institutional investors are already scaling up 
their investments in renewables to diversify their 
portfolios from volatile fi nancial markets. Doing 
so also fulfi ls sustainability and corporate social 
responsibility goals in response to pressure from 
end-investors. A survey conducted by the Octopus 
group, a fast-growing UK fund management 
business, found that investors are predominantly 
satisfi ed with the performance of their renewable 
energy investments, and allocations to renewable 
energy are likely to almost double over the next fi ve 
years to 7.1% from 4.4%, representing $210bn.

Not surprisingly, mergers and acquisitions 
and initial public offerings in the renewables 
sector are expected to increase. José Morán, chair 
of Baker McKenzie’s global energy, mining and 
infrastructure group, explains, ‘As the world’s 
energy mix transitions to electricity, electric 
vehicles and batteries proliferate, and sustainability 
becomes an increasingly critical focus, more energy 
companies will invest in renewables.’ Despite these 
trends, institutional and private equity investors 
contributed less than 1% each to global renewable 
energy investment between 2013-16. It peaked in 
2015 at $3bn for institutional investors and $2bn 
for private equity investors.

Barriers to investment
While certain innovations are making renewable 
energy more affordable than many traditional 
energy sources, more needs to be done to improve 
the risk profi le for institutional investors.

A key barrier to investment is uncertainty in 
energy prices. Government subsidies often boost 
revenue for investors. However, these may not be 
locked in for the life of the asset. There is a policy 
risk that subsidies and other incentive programmes 
may be phased out as the price of renewable 
energy generation falls. A further risk to stable 
revenue  ̩ows is the potential for limitations in 

transmission infrastructure or in grids’ capacity for 
renewable energy. 

8nless proMects are of suffi cient scale, investors 
may consider transaction costs too high to justify 
parting with their capital. These barriers to 
investment are often compounded by a lack of in-
house resources and experience in the renewable 
energy sector. Renewable energy projects may also 
be subject to more general problems including 
liTuidity issues, risks in securing refi nancing and 
volatile foreign exchange rates where fi nancing and 
revenue originates in different currencies.

But the market is starting to respond with 
innovative solutions to improve the risk profi le of 
investing in renewable energy. To meet investor 
demands for long-term contracts that provide 
some guarantee as to stable revenue, mechanisms 
such as green bonds and corporate power purchase 
agreements are being used to bridge the revenue 
gap. Corporate PPAs, between a generator and 
the end corporate customer, can be viewed as an 
electricity pricing ‘control tool’ or ‘green hedge’. 
These offer the opportunity to manage long-term 
pricing risk by securing a longer-term supply or 
hedge arrangement.

Public climate fi nance from multilateral and 
bilateral sources is starting to step in to mitigate 
the early-stage project development risk and bridge 
the pricing gap to attract private sector investment. 
Governments, and public money more generally, 
have a key role to play in introducing innovative 
risk mitigation instruments – across sovereign, 
currency, pricing and project risks – that can help 
scale-up private sector investment. However, the 
extent of the climate challenge requires much 
faster-paced innovation. Public investors should 
take more risk in testing new mechanisms that can 
encourage more institutional investors to fi nance 
clean energy. 
Paul 'urnow is Partner and 'o-Head of the 
+lobal 6enewable )nerg] -ndustr] +roup at 
&aker Mc/en^ie.

Private investors tend to lack the expertise and risk appetite to invest in renewable energy, but governments 
have a key role to play in introducing innovative risk mitigation instruments that can help address this 
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Green bonds in emerging economies

The trend 
towards ESG 
analysis in 
emerging 
market debt is 
supported by a 
rapid increase 
in the quantity 
and quality of 
information 
available.

Rafael del 
Villar
Banco de México

To keep climate risks in check, mitigating 
global greenhouse gas emissions is essential. 

There is an urgent need for change in the energy, 
transport and agriculture sectors, as mitigation 
in other sectors is more diffi cult and likely to take 
more time. Advances in electricity generation 
have enhanced the competitiveness of renewable 
energy technologies, even compared to the 
cheapest traditional technologies. 

In the last 10 years, the cost of electricity 
generated by photovoltaic cells has decreased by 
around 90%, and continues to drop. Producing 
renewable electricity makes economic sense in 
many countries. The cost of storing electricity 
has also fallen dramatically. In a few years, 
this could transform urban transportation and 
improve signifi cantly citiesȢ air Tuality and 
overall quality of life. In agriculture, silvopastoral 
farming – which combines agriculture and 
grazing with wood production – is being 
recognised increasingly as benefi cial for both the 
environment and farmers. Implementing these 
changes requires large investments, but the 
underlying fundamentals are in place.  

Financial institutions must account adequately 
for the transition risks in different economic 
activities and ensure that fi nancial products are 
tailored to different projects. In this regard, it 
is helpful to establish frameworks that facilitate 
coordination among authorities and stakeholders. 
Several countries, such as China, the Netherlands 
and the UK, already have dedicated task forces. 
In emerging countries, such task forces could be 
made more effi cient through the participation of 
multilaterals.

Some projects are short-term and require loans 
over just one to six years. This demand can be met 
by commercial banks. But many projects, such as 
clean energy, wastewater treatment or solid waste 
management, are long-term. Repayment is spread 
out generally over 20 years. In emerging countries 
like Mexico, development banks need to step in 
and provide loans. They can draw attention to 
debtorsȢ capacities in the environmental, social 
and governance sector, in order for a market to 
develop for green bonds issued by municipalities 
or local governments.

158

Development banks must help fund and draw attention to countriesȢ efforts on environmental, social and 
governance projects.

ESG in emerging markets
Innovations by institutional investors, banks 
and multilaterals have the potential to redirect 
the allocation of capital towards green projects. 
There is growing recognition of international 
initiatives that are promoting actively the 
disclosure of ESG- and climate-related 
information. These include the 8nited 1ationsȢ 
principles for responsible investment, the Task 
Force on Climate-Related Financial Disclosures, 
and Climate Action 100+. 

JP Morgan asserts that 98% of the issuers of 
bond indices in emerging markets have ESG data. 
However, they are incomplete and sometimes 
not comparable. The trend towards ESG analysis 
in emerging market debt is supported by a 
rapid increase in the quantity and quality of 
information available. Advances in big data and 
artifi cial intelligence can facilitate both the 
collection and analysis of this information.

Indices that reward strong E6G fi xed-income 
performers (such as Blackrock) or low carbon 
emitters (such as Amundi) are powerful tools 
to promote effi cient green and sustainable 
projects. Individual investors will not support 
environmentally friendly activities if this means 
sacrifi cing returns. The cost of being left out of an 
increasingly important ESG index is thus borne 
entirely by emerging market investors – a robust 
incentive to improve their ESG rating. 
Rafael del Villar is Chief Adviser to the 
Governor at the Banco de México.
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+ong .ong as a green fi nance hub

A major 
initiative in our 
multi-pronged 
approach is the 
establishment 
of a 
government 
green bond 
programme 
with a 
borrowing 
ceiling of 
Hkd100bn.

.ames 0au
Government 
of the Hong 
Kong Special 
Administrative 
6egion

As an international fi nancial centre, +ong 
Kong may be better known for its top ranking 

globally for funds raised through initial public 
offerings for six of the past 10 years. It is also the 
largest offshore renminbi centre and the premier 
asset and wealth management centre in Asia. 
Among the top 100 banks in the world, nearly 80 
operate in Hong Kong. Thirteen of the world’s top 
20 insurers are present in the territory. As China 
champions sustainable development, Hong Kong is 
building on its traditional strengths and fast gaining 
momentum as a hub for green fi nance.In 2���, 
China was the biggest investor in renewable energy 
globally, representing more than 45% of total 
investments. The country accounts for around 60% 
of global solar cell production, and is number one 
in the world in terms of both the growth rate and 
existing stock of electric vehicles.

China has also emerged as a leader in green 
fi nance. 8nder its G2� presidency in 2���, it 
launched the G2� green fi nance study group, co-
chaired by the People’s Bank of China and the Bank 
of England. The G20 leaders’ meeting in Hangzhou 
in 6eptember 2��� recognised for the fi rst time the 
importance of green fi nance. This played a critical 
role in bringing this concept into the mainstream. 

Chinese banks have developed more than 50 
green credit products, fi nancing energy effi ciency, 
emission reductions and new energy projects. 
Thirty provinces have initiated pilot programmes 
for mandatory pollution liability insurance. The 
goal is to address environmental degradation by 
internalising the cost of pollution and climate-
related risks.

China is a popular destination for investments 
in the manufacturing, innovation and deployment 
of renewable energy technologies. Hong Kong is a 
centre for private investments in these projects and 
has also played host to the initial public offerings of 
Chinese companies in the sector. 

Green bonds spell opportunity
The development of green bonds in particular holds 
much promise in China and spells opportunity 
for Hong Kong. In 2017, China’s green bond 
issuance that aligned with international green 
bond defi nitions totalled around �23.�bn. The 
corresponding fi gure for 2��� was �3�.2bn, around 

18% of the global market and second only to the 
US. The Hong Kong government envisions a new 
role for Hong Kong as a regional hub for green 
fi nance. $ maMor initiative in our multipronged 
approach is the establishment of a government 
green bond programme with a borrowing ceiling of 
+kd���bn ���2.�bn�. It will fi nance proMects with 
environmental benefi ts under +ong .ongȢs public 
works programme. This will encourage more issuers 
to arrange fi nancing for their green proMects and 
grow the local green investor base.

The Hong Kong Quality Assurance Agency has 
launched a green fi nance certifi cation scheme for 
bonds in line with global best practices. On top of 
this, the government has launched a green bond 
grant scheme and pilot bond grant scheme that 
provide subsidies to attract more bond issuance in 
Hong Kong.

In 2018, around $11bn worth of green bonds 
was issued in Hong Kong. Issuers included entities 
from Hong Kong (17%), mainland China (64%) and 
abroad, as well as multilateral development banks 
(15%), such as the World Bank, Asian Development 
Bank and European Investment Bank. According 
to the Climate Bonds Initiative, the Hong Kong 
Exchanges and &learing /imited was ranked fi rst in 
Asia in the green bond trading venue league table in 
2���. This attests to the strengths of our fi nancial 
platform and the growing prominence of Hong Kong 
as a centre for green fi nance, not only for &hina but 
also for the rest of Asia and the world.

Concerted policy initiatives to move towards 
a sustainable economy will remain a global trend. 
As China embraces the green economy as a pillar 
of its development strategy, Hong Kong is going 
from strength to strength in promoting its capital 
markets as a green fi nance hub for sustainable 
development. :e are confi dent that this momentum 
will continue and multiply, helping to  make our 
world greener. 
.ames 0au is Secretar] for Financial 
Services and the Treasur] of the Hong /ong 
Special Administrative 6egion +overnment.

As China embraces the green economy as a pillar of its development strategy, Hong Kong is going from 
strength to strength in promoting its capital markets as a green fi nance hub for sustainable development.
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The global fixed income market has significant potential for facilitating the transition to a sustainable 
future, with the green bond market expected to grow at least 2�% by end-2���.

Green bonds setting investment records

Frank  
Scheidig
DZ BANK

The global fixed income market plays a key role 
in the sustainable development of the world 

economy and society at large. :ith an estimated 
volume of more than ����tn, this market bears 
significant potential for facilitating the transition 
to a sustainable future. Green bonds are one of the 
most promising investment vehicles to support 
this, and could help to close the sustainable 
financing gap.

In 2���, the European Investment %ank opened 
a new market with its climate awareness bond. 
6ince then, the green bond market has grown 
considerably. In 1ovember 2���, the new issuance 
volume surpassed ����bn for the first time. In 
2���, green bond volumes broke through the 
����bn mark two months earlier than the previous 
year, reaching ����.3bn by end-December. D= 
%$1.Ȣs head of sustainable bonds and finance 
predicts the market will grow by at least 2�% by 
the end of 2���, exceeding �2��bn in value.

The young global green bond market bears 
significant potential for innovation. 2ne example 
is the eppf �standing for ȡeuropean primary 
placement facilityȢ�, a fintech industry platform for 
bond issuance. It reduces complexity and costs in a 
novel way. )ixed income is the last bastion of slow 
and manual processes, and a patchwork of partial 
solutions. &osts are multiplied and efficiency 
eroded. &ompanies, banks and investors rent most 
of their eTuipment, from cars to cloud platforms. 
:ith eppf, they can also rent the full value chain 
for fixed income capital markets services.

Green bonds are not yet considered a separate 
asset class� there is no legislation pertaining 
specifically to  them or the use of their proceeds. 
This legal vacuum has been filled by a series of 
principles from non-governmental organisations 
and industry groups. +owever, these are not legally 
binding. $pplying the bond proceeds towards 
green proMects is not a contractual obligation, and 
neither is reporting commitments. 8nderwriters, 
generally, do not carry out ȡgreenȢ due diligence, 
and therefore risk being liable for mis-selling. 
Investors cannot prevent the bond from being 
greenwashed or becoming ȡbrownȢ after issuance. 
:hen issuing green bonds through eppf, it is a 
contractual obligation for proceeds to be spent on 
climate proMects.

Green compliance
The eppf innovation represents an independent 
platform, and as such provides independent 
verification. Transparency is mandatory and a legal 
covenant. Green covenants are entered into only 
between eppf and the borrower. The platform has 
a duty to monitor these covenants and will carry 
out green compliance tasks. %orrowers will need 
to comply fully with green covenants, and eppf has 
the power to default the bond if they are not met. 
%orrowers and underwriters are therefore not at 
risk of mis-selling. %orrowers are better protected 
from greenwashing accusations.

The eppf platform provides access to a 
centralised data hub. $s a neutral party, it will 
review communications to investors and make 
regular external reviews compulsory. The use of 
proceeds is ring-fenced automatically in a separate 
compartment. Tracking and review mechanisms 
are reTuirements. eppf works with recognised 
green and social metric providers and auditors. 
Transparency is the cornerstone of the marketȢs 
development, particularly as it becomes more 
diverse and hence more complex.

:e believe the current trend is ȡgreen 
goes rainbowȢ, as issuers go beyond the pure 
environmental perspective. 9arieties of social and 
governance bonds are gaining popularity.

$ccording to the &limate %onds Initiative, 
there was a significant rise in the issuance of 
sustainability, 6DG and social bonds in 2���, 
underscoring increasing label diversification. 
Preliminary statistics from the &%I show the 
overall sustainable bond market grew by �3% 
between 2���-��, to �22�.�bn from ����.3bn.

2ur head of sustainable bonds and finance 
expects global issuance of sustainable bonds to 
grow by around one-third, exceeding �3��bn in 
2���. Representing a share of around two-thirds 
of issuance, the green bond market is likely to 
continue setting records.  
Frank Scheidig is Global Head of Senior 
Executive Banking at DZ BANK.
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Green bonds 
are one of the 
most promising 
investment 
vehicles to 
support the 
transition to 
a sustainable 
future, and 
could help 
to close the 
sustainable 
financing gap.
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Blue bonds next investment frontier

Blue bonds 
may hold 
the key for 
improving 
ocean health 
by accelerating 
investments 
and facilitating 
vital 
partnerships 
between 
governments, 
businesses 
and maritime 
ecosystems.

-ngrid van 
;ees
Asian 
Development 
Bank

Blue bonds may hold the key for improving 
ocean health by accelerating investments 

and facilitating vital partnerships between 
governments, businesses and maritime ecosystems.

Oceans account for 80% of the planet’s 
biodiversity, generate 70% of the world’s oxygen, 
and are the planet’s largest carbon sink. They 
absorb more than 20% of carbon produced and up 
to 93% of excess heat from global warming. Clouds 
from the oceans’ evaporation supply fresh water to 
our flora and fauna. There is no green without blue.

Analysts increasingly recognise how 
indispensable healthy marine ecosystems are for 
the food security and livelihoods of billions. In the 
coming decade, sustainable marine energy, marine 
biotechnology, coastal tourism, transport and food 
production could offer unprecedented development 
and investment opportunities.

Increasing pollution from human activity, as 
well as ocean warming and acidification as a result 
of climate change, threaten oceans’ ability to 
provide precious resources and ecosystem services. 
In the past 50 years we have lost half our coral 
reefs and mangrove forests, almost halved the size 
of marine populations, and quadrupled the size of 
ocean dead zones. By 2050, we could lose 90% of 
coral reefs and have more plastic in the ocean than 
fish.

The Asian Development Bank estimates that 
$1.7tn is needed each year for infrastructure 
development and climate change mitigation in the 
Asia Pacific region. In addition, the Convention on 
Biological Diversity suggests that actions to sustain 
the oceans require a one-time investment of $32bn 
and further annual investment of $21bn. However, 
such large investments cannot be met by increased 
government and donor budgets alone. Private 
sector finance must be unlocked, supported and 
leveraged through various financial products.

Raising awareness
Blue bonds are the new frontier. With green bonds 
entering the economic mainstream, the blue bond 
market is next in line to finance ocean health-
related investments. Thematic bonds allow issuers 
to broaden their investor base and reach the retail 
segment, as well as raise awareness and serve as a 
communication tool between issuers and investors, 

corporate issuers and consumers to show their 
responsibility for their products’ complete value 
chain.

Significant differences between green and 
blue investments call for innovative finance 
mechanisms to support blue bond issues. Economic 
returns from reducing marine plastic-pollution, 
marine ecosystems rehabilitation and sustainable 
fisheries tend to be lower than, for instance, 
renewable energy, and positive impacts on fish 
stock and marine life regeneration will take time 
to materialise. Some returns may mainly benefit 
future generations, while others benefit the global 
community and cannot be captured exclusively by 
current investors. Like some green investments, the 
extent might not yet be fully understood, given the 
complexity of marine ecosystems.

Given these particular investment 
characteristics, a plain-vanilla bond structure 
would not be suitable. The development of an 
appropriate bond structure depends on the revenue 
structure and repayment source of the bond. The 
activities to be financed, as well as the risk sharing 
arrangement and risk premium, depend largely on 
the institutional arrangements. Public and private 
sector investments in marine reserves, sustainable 
fishing practices, and reducing plastics and other 
types of ocean pollution could be financed through 
‘avoided cost’ or a ‘tax-backed’ models. The risk 
profile of the bond can be improved by the means 
of first-loss tranches and guarantees.

Multilateral development banks and other 
international financial institutions must work 
together with their partners from governments, 
commercial banks and institutional investors for 
developing the blue bond market. They can also 
issue such bonds to finance investments in ocean 
health matched with blue private investments, or 
provide technical assistance.

Systemic change is required to maintain and 
grow ocean-related economies and livelihoods, 
while restoring and protecting the marine 
environment. By scaling up action and accelerating 
blue investments, we can continue to co-exist and 
benefit from our oceans for years to come.
-ngrid van ;ees is :ice-President for 
Finance and 6isk Management at the Asian 
(evelopment &ank.

Increasing pollution, warming and acidifi cation threaten oceansȢ ability to provide precious resources and 
ecosystem services. Systemic change is required to maintain ocean-related livelihoods.
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Thinking beyond economic growth

The developing 
Asia-Pacific 
region needs 
to invest, on 
average, an 
additional 
$1.5tn per year 
during the 
period 2016-30 
to achieve the 
United Nations’ 
sustainable 
development 
goals by 2030.

Hamza Ali 
Malik
United Nations 
Economic 
and Social 
Commission 
for Asia and the 
Pacific

When assessing the strengths and prospects 
of an economy, policy-makers and private 

investors alike look almost exclusively at GDP 
growth. The unprecedented pace of growth in 
GDP, since the mid-20th century, has facilitated 
considerable economic and social progress. But 
it has come at a steep cost. GDP growth-centric 
progress has exerted enormous pressure on the 
social fabric of societies and deepened inequalities. 
It has also brought about dramatic changes in 
the climate and biosphere. These challenges are 
undermining countries’ future economic and social 
progress and threatening mankind.

Policy-makers must stop equating growth in 
GDP with improvements in the living conditions 
of ordinary people, and acknowledge that it is a 
poor proxy for broader human well-being. The 
preoccupation with increasing GDP is rooted 
in three beliefs. First, that maximisation of 
consumption or income is a principle goal of 
individual human activity and source of utility 
or satisfaction. Second, that society’s welfare 
can be evaluated by considering the sum total of 
utilities of all individuals. And third, that there is 
agreement in society on such a welfare criterion. 

Transformative agenda
The adoption of the transformative 2030 
Agenda for Sustainable Development in 2015 by 
governments across the globe is perhaps the most 
ambitious attempt to pursue multi-dimensional 
well-being, social inclusiveness and environmental 
sustainability thus far. Its 17 sustainable 
development goals form a shared vision of 
humanity – people, planet, prosperity, peace and 
partnership. This development paradigm is more 
focused on the quality of development rather than 
just the quantity.

Recent research by the United Nations 
Economic and Social Commission for Asia and 
the Pacific indicates that at the current rate 
of progress, the Asia-Pacific region is unlikely 
to reach any of the UN goals. To establish a 
framework for investments across all SDGs, 
ESCAP’s ‘Economic and Social Survey for Asia and 
the Pacific 2019’ proposes five major investment 
areas. First, investments are needed to achieve 
basic human rights through no poverty and hunger. 

The second area we identified is developing 
human capacities through health, education and 
gender. Third, investment is required to increase 
the provision of enabling infrastructure, covering 
transport, information and communications 
technology, and water and sanitation. We must 
secure our future through clean energy and climate 
action. Lastly, we should live in harmony through 
sustainable consumption and production and 
conservation of nature.

The approach defines investment more broadly 
to include expenditures that deliver future returns, 
such as investment in human capacities and 
environmental quality. It links goals, required 
interventions, and investment needs. The analysis 
goes beyond ‘price tag’ estimates and serves as a 
useful tool for policy-makers in operationalising 
the goals according to their national priorities. 
The results show that the developing Asia-Pacific 
region needs to invest, on average, an additional 
$1.5tn per year during the period 2016-30 to 
achieve the SDGs by 2030. 

This is equivalent to approximately 5% of the 
region’s GDP in 2018. People- and planet-related 
interventions would account for most of the 
additional investment, with $669bn needed to 
support basic human rights and develop human 
capacities, and $590bn to secure humanity’s future 
and live in harmony with nature. The remaining 
$196bn would be for enabling infrastructure. 
Total required investments may decline if 
countries harness synergies and address trade-offs 
through integrated planning and coordinating 
interventions across all goals. Similarly, enhancing 
investment efficiencies, including through 
institutional and policy reforms, and making good 
use of new technologies will also help bring costs 
down.

GDP growth is just a contingent means to an 
end, not an end in itself. The end should be the 
implementation of a more holistic and multi-
dimensional notion of human well-being that is 
consistent with planetary health. 
Hamza Ali Malik is Director of the 
Macroeconomic Policy and Financing for 
Development Division at the United Nations 
Economic and Social Commission for Asia 
and the PaciƼ c.
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Using GDP growth to measure progress is misguided and has come at a steep cost to the planet; a new, 
multi-dimensional approach to assess well-being is needed.
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Greening the world’s cities

Cities account 
for around 
70% of energy 
use and three-
quarters of 
greenhouse gas 
emissions.

Nandita 
Parshad
European 
Bank for 
6econstruction 
and Development

At the European Bank for Reconstruction 
and Development, we strive to promote the 

creation of sustainable market economies. Part of 
our green economy transition initiative focuses 
on the urban sector, to help countries grow and 
manage their cities in a sustainable way through 
the ‘Green Cities’ programme. Owing to a legacy 
of high carbon intensity in their economies, most 
countries in the EBRD region lag behind other 
economies in transitioning to a green economy.

Cities represent one of the greatest 
opportunities to address meaningfully climate 
change, air pollution and environmental 
degradation. Globally, they account for around 70% 
of energy use and three-quarters of greenhouse gas 
emissions� these fi gures are set to rise. &ities host 
most of the infrastructure vulnerable to climate 
change. This is particularly true for EBRD cities, 
where deteriorating or obsolete urban infrastructure 
is degrading citizens’ quality of life, increasing 
greenhouse gas emissions and preventing 
communities from adapting to climate change. 

Trigger investment
In 2��� we launched E%RD Green &ities to fi nance 
environmental and climate-related infrastructure 
investments. The programme is centred on a 
ȡtrigger investmentȢ as the fi rst green proMect 
undertaken by a city. This runs in parallel to a green 
city action plan, which comprises 35 indicators to 
identify the environment challenges faced by a city 
and prioritises the type of investments required to 
address their mitigation. Beyond the investments, 
the action plan defi nes meaningful and targeted 
policy recommendations and, where appropriate, 
assists with capacity building at the city-owned 
utility level.

The proMect has a  ̩exible fi nancing structure. 
The most common lending structure is direct to 
governments, municipalities or municipal-owned 
utility companies. The framework does also 
accommodate, however, private sector lending, 
with public-private partnerships and lending to 
energy companies being the most commonplace 
structure. 

Exceeding expectations
EBRD Green Cities has exceeded expectations, 

with €350m committed across 16 projects (16 cities 
across 12 countries) to date. The Banja Luka district 
heating project in Bosnia and Herzegovina is a 
perfect example of how the initiative works. The 
loan was direct to the city and paid for its equity 
contribution for a new district heating company, 
Eko Toplane %anMa /uka. This was used to fi nance 
two biomass boilers. This project served as the 
‘trigger investment’ under EBRD Green Cities. 
There will probably be further investments in 
district heating, with a focus on the distribution 
network. 

EBRD Green Cities has expanded to a €1bn 
facility, which will allow repeat investments and 
expansion across the countries of operation. Our 
ambition is to scale this up to 100 EBRD green 
cities to be supported over the next fi ve years.

Our shareholders see the project as key to 
transitioning to decarbonised economies. It will 
help us to deliver on our commitment to scale up 
green fi nance to achieve ȳ�bn per year by 2�2�, 
or 40% of annual business. Other institutions are 
gradually coming on board, with many government 
and donor organisations supporting the green 
city action plans, while others are providing 
grants and concessional loans, as co-fi nancing, for 
investments identifi ed as part of this process.

Ambitions remain high for EBRD Green Cities. 
:e are confi dent that we can continue to deliver 
on these plans, through innovation, an increased 
focus on localised renewables and remaining at 
the cutting edge of climate fi nance. This effort is 
backed by a large team of highly Tualifi ed bankers, 
technical specialists and policy experts, whose 
skillset and dedication to the task ensure EBRD 
Green &ities will fulfi l expectations. 
Nandita Parshad is Managing (irector of 
the Sustainable -nfrastructure +roup at 
the )uropean &ank for 6econstruction and 
(evelopment.

Deteriorating urban infrastructure degrades citizens’ quality of life, increases greenhouse gas emissions and 
prevents communities from adapting to climate change.
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Islamic fi nance keeps up with global trends

There are 
several socially 
responsible 
investing 
sukuk, 
including a 
green sukuk 
launched by 
the Indonesian 
government. 

)tsuaki 
=oshida
.apan Bank for 
International 
Co-operation

Over the last decade, Islamic fi nance has 
developed a global presence and is no longer 

limited to Muslim-majority countries. The UK, 
Singapore, Luxembourg, Hong Kong and South 
Africa have all issued Islamic sovereign bonds. A 
key feature of Islamic fi nance is that it prohibits 
lenders from collecting interest.

Islamic bonds, known as ‘sukuk’, are a popular 
fund-raising instrument for governments and 
corporates in Muslim-majority countries. Many of 
these countries export oil and gas in the Middle 
East, and the sharp fall of commodity prices in 
2��� prompted governments to issue sukuk to fi ll 
the fi scal gaps.

Sukuk transactions often list a ‘special purpose 
companyȢ as the superfi cial issuer of a debt 
security. This allows investors to generate a cash 
 ̩ow and replaces the coupon of conventional 

bonds. Governments are rarely listed on sukuk 
they have issued. Occasionally, a sovereign wealth 
fund issues sukuk on behalf of the government. 
This is a way to exclude deals from a country’s 
national budget and debt profi le. 0umtalakat, the 
sovereign wealth fund of the Kingdom of Bahrain, 
issued sukuk recently, in a deal market participants 
believe was intended for government fi nancing. 
+owever, the issuer is offi cially the ȡ0umtalakat 
Sukuk Holding Company’, which to the untrained 
eye can be misleading.

Promoting Islamic values 
Financial technology is set to have a considerable 
impact on Islamic fi nance and is growing rapidly 
in retail fi nancial services. There are already a 
number of fi ntech-based fi nancial services, such 
as Bank Negara Malaysia’s recently launched 
Investment Account Platform. It is an Islamic 
crowdfunding platform for small and medium-
sized enterprises involving local Islamic banks. 
There are also Islamic cryptocurrencies, such as 
OneGram and GOLDX.  

Improved network capabilities made possible 
by fi ntech will facilitate ȡwaTfȢ, a practice involving 
charitable donations of cash and tangible assets – 
typically a building or a plot of land – to Muslim 
organisations. Moreover, blockchain can enhance 
transparency, which is one of the core values of 
Islam. Therefore, technology will contribute to 

the development a more Islam-friendly economic 
system, with a stronger emphasis on religious 
values in fi nancial transactions.   

There are several socially responsible investing 
sukuk, including a green sukuk launched by the 
Indonesian government and sustainable bonds 
issued by Khazanah Nasional, the Malaysian 
sovereign fund. These are not intended solely to 
promote Islamic values; they are part of the wider, 
global social fi nance trend. ETuality and poverty 
alleviation are important in Islam, and there are 
many Islamic microfi nancing institutions. The 
World Bank’s International Finance Facility for 
Immunisation has used sukuk to raise funds for its 
programmes. Islamic fi nance is keeping pace with 
the global social fi nance trend. 
)tsuaki =oshida is (irector and Senior 
)conomist for the 'ountr] 'redit 
(epartment at the .apan &ank for 
-nternational 'o-operation. The views 
expressed herein are those of the author 
alone and do not necessaril] refl ect those 
of .apan &ank for -nternational 'o-
operation.
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$s it keeps pace with global trends such as fi ntech and socially responsible investing, the Islamic fi nance 
sector is developing a more Islam-friendly economic system.
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Mobilising sukuk for development

The International 
Finance Facility 
for Immunisation 
issued the 
first socially 
responsible 
sukuk in 2014, 
raising $500m 
for children’s 
immunisation 
in the world’s 
poorest countries.

Mohamad 
Akram 0aldin
International Sharia 
6esearch Academy

Islamic finance is, in theory, centred on 
ethical practices. However, this has been 

hindered by a conventional, profit-driven 
mindset among stakeholders and lack of 
expertise. Furthermore, the sector is still in its 
infancy.

6ome criticise Islamic fi nance for overlooking 
the philosophical foundation of Islamic 
economics, which emphasises social justice, 
ethical fi nance and well-being. There have been 
efforts to address this, including in Islamic 
capital market products and particularly in sukuk 
issuance.

$fter the 2��� fi nancial crisis, Islamic fi nance 
emerged as an alternative to conventional 
fi nance. 6ukuk is the fastest growing instrument 
in this area; by 2016 sharia-compliant bonds had 
reached $74.8bn in value. It is especially popular 
in Malaysia, which accounts for 46% of the 
world’s total sukuk issuance.

Socially responsible investing is a growing 
trend in sukuk issuance. The proceeds of such 
bonds are used to fi nance environmentally 
friendly projects. SRI strategies aim to avoid 
controversial industries such as tobacco, 
gambling, alcohol and arms companies, instead 
seeking out companies engaging in social justice, 
environmental sustainability and green energy.

This development is in line with Islamic 
fi nanceȢs increasing convergence with various 
streams of ethical fi nance such as environmental, 
social and corporate governance investing, 
the United Nations principles for responsible 
investment and value-based intermediation 
initiated by the Bank Negara Malaysia.

The International Finance Facility for 
Immunisation issued the fi rst socially responsible 
sukuk in 2014, raising $500m for children’s 
immunisation in the world’s poorest countries 
through Gavi, the Vaccine Alliance. This 
landmark transaction is aligned directly with 
the UN’s sustainable development goals, one of 
which aims to end preventable deaths of new-
borns and children under fi ve years old by 2�3�.

In 2015, the Malaysian government’s 
sovereign wealth fund, Khazanah Nasional 
%erhad, issued its fi rst socially responsible sukuk, 
dubbed ‘sukuk Ihsan’. It targeted exclusively 

institutional investors. Proceeds were channelled 
to <ayasan $0IR, a not-for-profi t organisation 
which works to improve the accessibility of 
quality education in Malaysian government 
schools. It has reached over 65,000 students and 
83 trust schools across 10 states in Malaysia. 
This shows that Islamic fi nance products such as 
sukuk Ihsan can be used positively as a means to 
provide funding for people’s well-being.

Another Malaysian SRI sukuk, valued at 
R02��m, was issued to partly fi nance the 
construction of a large-scale solar plant in Kudat, 
Sabah. Later, Quantum Solar Park launched the 
world’s largest green sukuk, valued at RM1bn to 
fund the construction of Southeast Asia’s largest 
solar photovoltaic plant project in three regions: 
Kedah, Melaka and Terengganu.

There have been remarkable developments 
in the SRI sukuk market in other countries. Last 
year, Indonesia issued $1.25bn worth of green 
sukuk. The uptake in green sukuk to fi nance 
renewable energy projects is due to several 
factors, including an increase in such projects 
(particularly on solar energy), low capital costs 
and the fact that they are sharia-compliant.

SRI sukuk can play a major role in addressing 
threats to the environment and society. They can 
help to mobilise resources to realise the SDGs. 
The purpose of sharia is, after all, to ensure the 
general public’s well-being and protect them 
from harm. 
Mohamad Akram 0aldin is Professor and 
)xecutive (irector at the -nternational 
Sharia 6esearch Academ] for -slamic 
Finance.

Socially responsible sukuk can play a major role in addressing threats to the environment and society and 
mobilising capital to meet global sustainable development goals.
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Steps to broaden Islamic capital markets

A more 
inclusive 
approach 
for standard 
setting is 
required. The 
process would 
bring together 
issuers, 
investors, 
regulators 
and sharia 
scholars to 
help shape the 
market’s future 
direction.

Mohamed 
(amak
The Gulf Bond and 
Sukuk Association

S&P Global Ratings anticipates total sukuk 
issuance of $105bn-$115bn this year compared 

with $114.8bn in 2018 and $120.6bn in 2017. We 
attribute the drop in the volume of issuance to 
several factors, including lower global liquidity 
levels, high geopolitical risk, and the more 
complex process for sukuk issuance compared with 
conventional bonds.

We expect oil prices to average $60 per barrel 
in 2019 and anticipate higher financing needs 
for core Islamic finance countries. However, they 
will probably continue to prefer conventional 
international bond issuance over sukuk.

Three initiatives could restore the attractiveness 
of the sukuk market to issuers in core Islamic 
finance countries and beyond. First, the 
standardisation of sharia interpretation and legal 
documentation. Second, the development of local 
sukuk markets. And three, the use of technology to 
support this agenda.

The standardisation of sharia interpretation is 
progressing, albeit slowly. The broader adoption 
of the Accounting and Auditing Organisation for 
Islamic Financial Institutions standards is helping, 
although some proposals can open the door to 
unforeseen risks. A more inclusive approach for 
standard setting is required. The process would 
bring together issuers, investors, regulators and 
sharia scholars to help shape the market’s future 
direction.

Path to success
The absence of broad and deep local sukuk markets 
in most core Islamic finance countries (except 
Malaysia) is a weakness. It makes these countries 
rely almost exclusively on their (limited and 
occasionally volatile) banking systems to finance 
their economies. Complementing them with broad, 
deep and local capital markets is a priority for 
several core Islamic finance countries.

The path to success consists of pushing both 
sukuk offer and demand. For the former, standard 
legal documents and incentives (such as tax relief) 
for taking the sukuk route are essential. In the 
absence of corporate income tax in some core 
Islamic finance countries, the authorities could 
develop other types of incentives, such as requiring 
Islamic financing for specific government projects 

or waiving other government levies if the financing 
instrument is sukuk. Countries could require 
some of the top public sector investors to hold a 
minimum of Islamic instruments in their asset mix.

Sharia scholars and investors have often 
criticised the opacity of the sukuk issuance 
and returns process, as well as the difficulty 
in tracking the underlying assets or cash flows 
generated without regular external financial 
disclosure and post-issuance sharia audits. This 
is where blockchain and smart-contract protocols 
could make a difference. For example, in an ijara 
transaction (similar to a lease), cash collection is 
relatively straightforward and depends on a single 
economic agent, the sponsor, acting in its capacity 
as servicing agent.

However, in complex transactions, such as 
when external parties lease the underlying assets, 
tracking cash flow movements may be more 
difficult. As a result, some stakeholders might 
question the sharia compliance of such transactions 
if, for example, the sponsor goes beyond its 
contractual obligations and injects additional 
liquidity to avoid acceleration of repayment or 
default. Blockchain can facilitate the traceability 
of the assets and recording of cash flows in a 
transparent and easily reconcilable way that shows 
any alterations. Overall, this means assets and cash 
flows would be easier to trace, enabling prompt 
corrective action if needed.

A real-time register of sukuk holders would 
mean information can circulate more smoothly. 
Moreover, the technology could enable the 
automatic execution of certain clauses in sukuk 
documentation, such as the triggering of early 
dissolution if a certain percentage of investors 
agree. This would ultimately help accelerate the 
resolution of sukuk and, in some cases, prevent 
lengthy and uncertain legal proceedings since the 
parties’ original understanding and intent will be 
documented in smart contracts.
Mohamed (amak is 'hair of the -slamic 
Finance Practice +roup at the +ulf &ond 
and Sukuk Association and +lobal Head of 
-slamic Finance at S
P +lobal 6atings.

���

Developing deep local capital markets, and complementing these with new technologies, is a priority for 
core Islamic fi nance countries.
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While corporate sukuk continue to make up the largest share 
of the market, the total value of outstanding sovereign sukuk 
increased by 42% between 2017-18; the previous year’s 
increase was 13%.

���

Ô

3MF-F Special report

-slamic finance
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Sukuk concentrated� 
but climbing

Malaysia still 
propels the 
international 
sukuk market, 
accounting for 
more than half 
of total sukuk 
outstanding. 
Saudi Arabia, 
the US and 
Indonesia 
follow, making 
up 37% of the 
market.

In 2�1� sukuk issuance increased by 2�%, bringing 
the total outstanding of these sharia-compliant 

bonds to ��6�bn �see Figure 1. ;hile corporate 
sukuk continue to make up the largest share of the 
market ���%, sovereign issues are accelerating. 
The total value of outstanding sovereign sukuk 
increased by �2% between 2�1�-1�� the previous 
year’s increase was 1�%. ,owever, while the market 
has e\perienced a sevenfold increase over the last 
decade, it remains a tiny fraction ��.�% of the global 
fi \ed income market, underlining the potential for 
growth. Malaysia still propels the international 
sukuk market, accounting for more than half of 
total sukuk outstanding. Saudi Arabia, the US and 
Indonesia follow, making up ��% of the market �see 
Figure 2.

Islamic fi nance-related assets comprise ��% 
of total Malaysian bank assets and takaful �Islamic 
insurance products make up 1�% of the country’s 
insurance market. &ank 2egara Malaysia and the 
government supported the industry’s e\pansion 
through product and infrastructure development, 
institution-building and by establishing a robust 
regulatory framework. Additionally, Malaysia’s  

sharia-compliant fi nancing scheme has facilitated 
greater funding to support the growth of small 
and medium-si^ed businesses. The scheme has 
lowered fi nancing rates for SM)s by two percentage 
points compared to traditional methods.

Sukuk issuers benefi t from Malaysia’s three-
year e\tension of the double ta\ deduction for 
additional e\penditure incurred for sukuk issued 
under iNarah �rent and acquisition and wakalah 
�agency and operator agreement principles. 3ther 
cost savings for sukuk issuers include reduction in 
professional fees relating to due diligence, drafting 
and preparation of prospectus, as well as various 
fees charged by Securities Commission Malaysia 
and &ursa Malaysia.

The US  has not implemented any similar 
policies to spur Islamic fi nance domestically, 
but is the third-largest sukuk issuer. Although no 
domestic proNects were funded by sukuk in 2�1�, 
the US has been a gateway for many Middle )astern 
and Asian issuers to reach investors in the world’s 
largest economy. Seven corporate and agency 
sukuk, totalling ��bn, were issued in the US last 
year. Saudi Arabian and Indonesian companies 
accounted for �2.�bn of the sukuk and all proceeds 
were remitted back to fi nance proNects in each 
country’s respective Nurisdiction.

+ulf Co-operation Council countries still make 
up the largest sukuk market, accounting for 6�% 
of all sukuk outstanding in 2�1�. Sovereign issues 
in the region dominate and sukuk continued to 
be favoured over conventional bonds for state 
fi nancing, a trend that started in 2�1�.

Arab countries fi lling funding gaps
The short-term liquidity problems faced by +CC 
countries and other economies in the Middle )ast 
and 2orth Africa since the collapse of the oil price 
in 2�1� have seen these countries turn to sukuk 
markets to fi ll their funding gaps. That being said, 

���

Figure 1: Sovereign sukuk issuance accelerates 
in 2018
Amount outstanding of sukuks by sector, �bn

Figure 1: Sovereign sukuk issuance accelerates 
in 2018
Amount outstanding of sukuks by sector, �bn

Source� Thomson Reuters, 3MFIF analysis

&havin Patel 
Senior Economist 
and Head of 
*intech 6esearch, 
OMFIF
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The short-
term liquidity 
problems 
faced by GCC 
countries 
and other 
economies in 
the Middle 
East and North 
Africa since 
the collapse of 
the oil price in 
2014 have seen 
these countries 
turn to sukuk 
markets to fill 
their funding 
gaps.

���

a recovery in the oil price and more effective fi scal 
consolidation measures signifi cantly reduced their 
funding needs last year. This e\plains the slowing 
of M)2A’s sovereign issues, which fell ��% in 
2�1�.

3ver 2�1�, debt refi nancing and an anticipated 
fall in oil prices, which analysts e\pect to occur in the 
second half of the year, will boost sukuk issuance by 
2�% in the region, according to Standard and 4oor’s. It 
estimates that ��% of all new issues will go towards 
refi nancing maturing-long term debt, a strategy that 
the +CC has deployed since fi scal pressures rose in 
2�1�.

Accessing international debt markets has been 
important for +CC countries to meet their funding 
needs, diversify funding sources and reduce 
liquidity pressures in their banking systems. 5atar, 
&ahrain and 3man have mostly focused on debt 
issuance rather than asset drawdowns. Saudi 
Arabia has seen a more equal split between issuing 
debt and liquidating part of their assets, while the 
United Arab )mirates and Kuwait have mostly 
drawn down assets.

This strategy of avoiding drawing down 
reserves to plug fi scal defi cits, coupled with the 
recent increase in oil prices, e\plains the strong 
performance of Middle )astern sovereign funds 
in 2�1�. The assets under management of these 
institutions rose by 11.�% last year.

Setting standards
A long-standing problem constraining the 
e\pansion of Islamic fi nance is the lack of 

standardisation of its rules. In product structure, 
documentation, fi nancial reporting and the 
interpretation of sharia principles, the lack of 
standardisation adds time and comple\ity to 
processes.

The codifi cation of Islamic fi nance rules for 
international actors would help mitigate confusion 
among investors and limit the number of cases 
where sharia-compliance is questioned. )specially 
as new segments of Islamic fi nance emerge, 
such as green sukuk and fi nancial technology 
applications, it is essential that innovation not be 
impeded by a lack of robust regulation.

International bodies are supporting initiatives 
to improve standardisation. In 2�1�, Malaysia’s 
Islamic Financial Services &oard and the &ahrain-
based Accounting and Auditing 3rganisation for 
Islamic Financial Institutions agreed to co-operate 
on establishing prudential, sharia, accounting 
and governance standards. +CC countries’ desire 
to develop their domestic capital markets has 
incentivised regulatory developments in the region, 
and this process looks set to accelerate throughout 
2�1�. The +CC aims to encourage the private sector 
to fund capital investment proNects, reducing the 
reliance on government fi nancing.

Multilateral co-operation is needed to overcome 
regulatory dissonance across borders. 4olicy-
makers around the world must collaborate to create 
uniform standards, defi nitions and interpretations of 
Islamic fi nance principles. ✦
&havin Patel is Senior )conomist and Head of 
Fintech 6esearch at 3MF-F. Ô

Source� Thomson Reuters, 3MFIF analysis

Source� 
Thomson 
Reuters, 
OMFIF 
analysis

� Malaysia 5�%
� Saudi Arabia 14%
� United States 12%
� Indonesia 10%
� 5atar �%
� All other 
countries 8%countries 8%

Figure 2: Malaysia dominates sukuk markets
Amount outstanding of sukuks by country of issue, �bn

Figure 3: Malaysia accounts for
half of the global sukuk market
Country share of total 
sukuk outstanding, 2018
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$1.3bn 
Amount raised by 

Indonesia with world’s 
fi rst sovereign green 

Islamic bond1,162
Shariah scholars, 

representing fi nancial 
institutions in 52 

countries

Shariah scholars, 
representing fi nancial 

60%
GCC’s share of sukuk 
outstanding globally 

in 2018

42%
Increase in sovereign 

sukuk outstanding 
in 2018

$3.5tn
Total amount Islamic 
fi nance is expected to 

grow to by 2021
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Increase in sovereign 

Total amount Islamic 
fi nance is expected to 

The principles of -slamic Ƽ nance
Islamic sharia law, meaning a Ƅclear path to be followed and 
observed’, does not dictate general principles, but aims to 
deal with specifi c cases of transactions and sets out rules to 
govern them.
   
Prohibitions
The prohibition of riba is the essential principle governing 
Islamic fi nance. Riba represents the unearned e\cess or profi t 
gained in relation to a transaction derived from the passage of 
time, and e\tends to all forms of interest.

3ther tenets include the prohibition of gharar, which 
translates broadly to deceit, risk, fraud and uncertainty. Under 
this principle, all parties to a contract must have all knowledge 
of its subNect matter and fi nancial outcome. Maysir and qimar, 
which are forms of gambling, are also prohibited.

0astly, sharia-compliant fi nancial transactions cannot 
include haram, or Ƅforbidden’, products.

Sharia-compliant techniUues
4rofi t and loss sharing is the foundation of Islamic fi nancing 
and aims to promote equitable income distribution. Under 
the rules of riba, lenders do not charge a premium for their 
investment, but instead act as a partner to the debtor. 

Musharakah involves a partnership where two or more 
parties provide capital to fi nance a proNect or own real estate 
or a movable asset. The share of profi ts are pre-agreed, and 
losses are shared according to the ratio of capital contributed. 

Mudarabah differs as there is only one investor who 
supplies the capital to an agent or manager. The share of 
profi ts is mutually agreed before the investment, but losses fall 
solely on the fi nancier.

Murabaha is an asset purchase transaction where a party 
purchases an asset from a third party at the request of a client, 
and then resells the asset to the client while deferring payment 
to a pre-agreed date. The sale price includes the original 
acquisition price and a mark-up.

INarah relates to the leasing of an asset. The contract 
involves the sale of the right to use an asset for a period of 
time. The leaser remains the owner of the asset and can 
therefore repossess it in case of non-payment.

Salam is an agreement where delivery occurs at a future 
date in e\change for spot payment. A vital condition is for the 
payment to be made in full at the time of initiating the contract. 

Istisna is a newer concept, where a commodity can 
be transacted before it comes into e\istence. 2othing is 
e\changed at the time of contracting, though the parties agree 
to future obligations. 
  
Sukuk 
Sukuk are bonds that comply with sharia principles. They are 
structured so that premiums are based on the performance 
of the underlying asset, meaning they do not infringe riba. The 
issuer of the sukuk pays the holder an agreed amount of the 
revenue created from the asset. ✦
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Institution Description Transaction 
size ($bn) Date (2018)

Republic of Indonesia

Indonesia issued the world’s fi rst-ever green sukuk. The 
wakalah transaction is the fi rst under the country’s ‘Green 
Bond and Green Sukuk *ramework’. The proceeds will be 
used for budget allocation, subsidies or project funding 
of eligible green projects across a broad range of sectors 
that promote the transition to a low-emission economy and 
climate resilient growth, including mitigation, adaption and 
biodiversity.

1.� March 

Kingdom of Saudi Arabia

Saudi Arabia issued sovereign bonds to fi nance its budget 
defi cit in the light of low oil prices and to cover its currency 
funding needs. Ten separate sukuk were issued, mainly 
denominated in the riyal, with maturities ranging between 
fi ve- to 10- years. The .anuary and April 2018 issuances 
were the largest recorded over the year.

1� .anuary - 
October 

Government of Qatar

5atar issued si\ ijarah-based sukuk, with maturities 
between three to si\ years. This amounted to less than half 
the issuance in the corresponding period of the previous 
year.

2.4 March - 
November 

Government of Turkey

Turkey issued sovereign bonds to support capital inƽ ows 
over 2018. It made nine separate issuances of ijarah sukuk, 
si\ denominated in euros and three in lira, with maturities of 
one and two years. 

1.8 *ebruary - 
December 

Government of Nigeria

The Nigerian government will issue sovereign bonds to 
fi nance infrastructure and tge construction of roads across 
the country’s si\ geopolitical ^ones. The ijarah sukuk is 
denominated in naira and has a maturity of seven-years.

0.� December 

Government of Malaysia

Malaysia issued four sukuk, the proceeds of which will be 
used by the central bank to purchase commodities, which 
it will then sell at a mark-up under a murabaha agreement. 
It also issued four ‘treasury’ sukuk to establish an Islamic 
benchmark yield curve.

11.8 .anuary - 
September 

The Islamic Corporation for the 
Insurance of Investment and 
Export Credit and the Republic 
of Turkey

Public-private partnership on the ʆanakkale 1915 
suspension bridge. The Islamic structuring was comple\ 
given the nature of the project and of the government 
support arrangements, all of which were subject to Turkish 
law.

0.2 .une 

Bank Indonesia

The central bank issued 24 sukuk to support secondary 
market liUuidity. These were relatively small, with tenors 
ranging from one week to one year. Despite previous issues, 
many investors retained their sukuk until maturity. The 
central bank e\plained that further issuance was therefore 
needed to improve liUuidity in the interbank market.

1 .anuary - 
December 

/e] transactions in -slamic Ƽ nance involving public institutions in ����

GPI_2019_FinalBook.indb   171 22/05/2019   12:27



GPI_2019_FinalBook.indb   172 22/05/2019   12:27



Global distribution map of GPI assets
Top 10 ranking by region
Top 10 ranking changes
Distribution of GPI assets
Top 750 Ranking
Methodology
Index of authors
Index

4 Databank

GPI_2019_FinalBook.indb   173 22/05/2019   12:27



|  omfif.org���

(atabank

 Latin America (3.8%).
+P-s A9M 'hange from ����
�0 central banks     �912.9bn ▲ ��.�bn  �0.7%
21 pension funds   �4�9bn ▲ �1.9bn  �0.4%
9 sovereign funds   �100bn  -�19bn  �-15.9%

�� +P-s ��.��tn  -���.�bn  �-�.�	

 North America (24.6%).
+P-s A9M 'hange from ����
2 central banks    �5��.1bn  -��.4bn �-0.�%
209 pension funds  �8.5tn ▲ �522.7bn  ��.5%
9 sovereign funds �258.2bn ▲ �7.9bn ��.2%

��� +P-s       ��.��tn ▲ ����.� bn ��.�	

GLOBAL DISTRIBUTION OF GPI ASSETS

Total  Total A9M Total change
+P-s  ���� ��tn            from ����
173 Central banks       �1�.55tn   ��5.8%             �7.5bn  �0.1%
491 Pension funds        �15.�9tn   �41.5%            �714bn  �4.8%
86 Sovereign funds     �8.58tn  �22.7%             ���1.5bn  �7.9%

��� +P-s                      ���.��tn ����	            ��.��tn  ��.�	
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 $sia 3acifi c �������.
+P-s A9M               'hange from ����
�9 central banks     �7.54tn  ��2.1bn �-0.4%
50 pension funds   ��.89tn ▲ �1�.�bn �0.4%
27 sovereign funds   �2.89tn ▲ �28�.7bn �11.0%

��� +P-s ���.��tn           ▲ ����.�bn ��.�	

 Europe (20.7%).
+P-s      A9M 'hange from ����
4� central banks      ��.04tn ▲ ��.2bn  �0.1%
190 pension funds      �2.5�tn ▲ �172.�bn  �7.2%
11 sovereign funds      �2.22tn ▲ �49.4bn  �2.�%

��� +P-s      ��.��tn ▲ ����.�bn  ��.�	

 Africa (2.1%).
+P-s A9M  'hange from ����  
41 central banks     �450.7bn ▲ ��.9bn  �0.9%
17 pension funds   �9�bn ▲ ��.5bn  ��.9%
1� sovereign funds   �251bn ▲ �12.2bn  �5.1%

�� +P-s ����.�bn ▲ ���.�bn  ��.�	

GLOBAL DISTRIBUTION OF GPI ASSETS

Total  Total A9M Total change
+P-s  ���� ��tn            from ����

 Middle East (10.9%).
+P-s A9M               'hange from ����
15 central banks     �1.07tn             ▲ �29.�bn �2.8%
4 pension funds   �200.�bn          -�2.9bn  �-1.4%
14 sovereign funds   �2.85tn             ▲ �294.�bn  �11.5%

�� +P-s ��.��tn ▲ ����.�bn ��.�	
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TOP 10 RANKING BY REGION

1111
Public Investment Corporation

South Africa
+4I rank� �2

Type� SF
Assets� �1��.1bn

2
Banque d'Algérie
Algeria
+4I rank� ��
Type� C&
Assets� ���.6bn

3
Central Bank of Libya
Libya
+4I rank� ��
Type� C&
Assets� ���.�bn

4
Libyan Investment AuthorityLibyan Investment AuthorityLibyan Investment Authority
Libya
+4I rank� 1�6+4I rank� 1�6+4I rank� 1�6
Type� SFType� SFType� SFType� SFType� SFType� SF
Assets� �6�bnAssets� �6�bnAssets� �6�bnAssets� �6�bnAssets� �6�bnAssets� �6�bn

66
South African Reserve Bank
South Africa
+4I rank� 1��
Type� C&
Assets� ��1.6bn

55
Central Bank of Egypt 
Egypt
+4I rank� 1��
Type� C&
Assets� ��2.�bn

7
Central Bank 

of Nigeria
Nigeria

+4I rank� 1��
Type� C&

Assets� ��2.�bn

10
Bank Al-Maghrib
Morocco
+4I rank� 2��
Type� C&
Assets� �2�.� bn 

9
National Pension 

Commission
Nigeria

+4I rank� 2��
Type� 4F

Assets� �2�.�bn

8
Caisse de Dépôt et Caisse de Dépôt et 
de Gestion
Morocco
+4I rank� 2��
Type� 4F
Assets� �2�bn

A
fr

ic
a

Total assets 
held by Top 1�� 
����.�bn
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Asia Pacific Asia Pacific Asia Pacific Total assets held by Top 1�� ��.��tn

1
People’s Bank 

of China
ChinaChina

+4I rank� 1
Type� C&

Assets� ��.��tn

2
Government Pension Government Pension 

Investment Fund
Japan

+4I rank� 2
Type� 4F

Assets� �1.�6tnAssets� �1.�6tnAssets� �1.�6tn

3
Bank of Japan

Japan
+4I rank� �

Type� C&
Assets� �1.�2tn

4
China Investment 
Corporation
ChinaChina
+4I rank� �
Type� SF
Assets� ���1.�bnAssets� ���1.�bnAssets� ���1.�bn

5
National Pension National Pension National Pension 

ServiceServiceServiceService
South Korea
+4I rank� 11

Type� 4F
Assets� ����.2bn

888
Bank of 
Korea 
South Korea
+4I rank� 21+4I rank� 21+4I rank� 21
Type� C&Type� C&Type� C&
Assets� ����.�bnAssets� ����.�bnAssets� ����.�bn

9
GIC Private
Singapore
+4I rank� 22
Type� SF
Assets� ����bn

666
Central Bank of the Central Bank of the Central Bank of the 
Republic of ChinaRepublic of ChinaRepublic of China
TaiwanTaiwanTaiwan
+4I rank� 16+4I rank� 16+4I rank� 16
Type� C&
Assets� ����.2bn

7
Hong Kong Hong Kong Hong Kong 

Monetary AuthorityMonetary AuthorityMonetary AuthorityMonetary AuthorityMonetary Authority
Hong Kong

+4I rank� 1�
Type� C&

Assets� ���2.1bn

101010
Reserve Bank of India  Reserve Bank of India  Reserve Bank of India  Reserve Bank of India  
India
+4I rank� 2�
Type� C&
Assets� ����.�bnAssets� ����.�bnAssets� ����.�bn
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1
Norges Bank Investment 
Management
Norway
+4I rank� �+4I rank� �+4I rank� �
Type� SFType� SFType� SFType� SFType� SF
Assets� �1.16tnAssets� �1.16tnAssets� �1.16tnAssets� �1.16tnAssets� �1.16tn

2222
Swiss National Bank  Swiss National Bank  Swiss National Bank  Swiss National Bank  Swiss National Bank  Swiss National Bank  Swiss National Bank  Swiss National Bank  
SwitzerlandSwitzerlandSwitzerlandSwitzerlandSwitzerlandSwitzerlandSwitzerland
+4I rank� �+4I rank� �+4I rank� �+4I rank� �+4I rank� �
Type� C&Type� C&Type� C&Type� C&Type� C&Type� C&Type� C&Type� C&Type� C&
Assets� ����.6bnAssets� ����.6bnAssets� ����.6bnAssets� ����.6bnAssets� ����.6bnAssets� ����.6bnAssets� ����.6bnAssets� ����.6bnAssets� ����.6bn

333
Caisse des Dépôts Caisse des Dépôts Caisse des Dépôts 

et Consignations et Consignations et Consignations 
FranceFranceFrance

+4I rank� 1�+4I rank� 1�+4I rank� 1�
Type� SF

Assets� ����.�bn

4
Stichting 

Pensioenfonds ABP
Netherlands
+4I rank� 1�

Type� 4F
Assets� ����.�bn

5
Central Bank of RussiaCentral Bank of RussiaCentral Bank of RussiaCentral Bank of RussiaCentral Bank of Russia

Russia
+4I rank� 1�

Type� C&
Assets� ��6�.�bnAssets� ��6�.�bnAssets� ��6�.�bnAssets� ��6�.�bn

8888
Deutsche Bundesbank  Deutsche Bundesbank  Deutsche Bundesbank  Deutsche Bundesbank  Deutsche Bundesbank  Deutsche Bundesbank  Deutsche Bundesbank  
Germany
+4I rank� ��
Type� C&
Assets� �2��.1bnAssets� �2��.1bnAssets� �2��.1bnAssets� �2��.1bnAssets� �2��.1bn

9
Bank of EnglandBank of EnglandBank of EnglandBank of EnglandBank of EnglandBank of EnglandBank of England
UKUKUKUK
+4I rank� �6+4I rank� �6+4I rank� �6
Type� C&Type� C&Type� C&
Assets� �1��.�bnAssets� �1��.�bnAssets� �1��.�bnAssets� �1��.�bnAssets� �1��.�bnAssets� �1��.�bn

666666
Cassa Depositi e Prestiti 
Italy
+4I rank� 2�+4I rank� 2�
Type� SF
Assets� ����bn

7
Pensioenfonds 
Zorg en Welzijn 

Netherlands
+4I rank� �6

Type� 4F
Assets� �2��bn

Eu
ro

pe
 

Total assets held 
by Top 1�� ��.��tn

101010
Banque de FranceBanque de FranceBanque de France
France
+4I rank� ��
Type� C&
Assets� �1��.�bn
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1
Banco Central do Brasil  
Brazil
+4I rank� 2�
Type� C&
Assets� ����.�bn

2
Banco de México  
Mexico
+4I rank� ��
Type� C&
Assets� �1�6.�bnAssets� �1�6.�bnAssets� �1�6.�bn

333
Comisión Nacional del Comisión Nacional del Comisión Nacional del 
Sistema de Ahorro para 
el Retiro  
Mexico
+4I rank� �1
Type� 4F
Assets� �1��bn

4
Fundo de Garantia por 
Tempo de Serviço    
Brazil
+4I rank� �6
Type� 4F
Assets� �1��.�bnAssets� �1��.�bnAssets� �1��.�bn

888
Sustainability 
Guarantee Fund 
Argentina
+4I rank� 12�
Type� SF
Assets� ���.6bn

9
Banco de la Republica Banco de la Republica 
Colombia
Colombia
+4I rank� 12�
Type� C&
Assets� ���.�bn

101010
Caixa de Previdencia Caixa de Previdencia Caixa de Previdencia 
dos Funcionários do 
Banco do Brasil 
Brazil
+4I rank� 1�6
Type� 4F
Assets� ��1.�bn

6
Banco Central de Chile  
Chile
+4I rank� 1��
Type� C&
Assets� �6�.�bn

7
Banco Central de 
Reserva del Perú 
Peru
+4I rank� 11�
Type� C&
Assets� ���.�bn

5
Banco Central de la 
República Argentina
Argentina
+4I rank� 1��+4I rank� 1��
Type� C&
Assets� �6�.�bn

Latin ALatin ALatin mericamericamericamericamerica
CaribbeanCaribbeanCaribbean
Total assets held by Top 1�� ��.��tn
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1
Abu Dhabi Investment Abu Dhabi Investment Abu Dhabi Investment 
AuthorityAuthorityAuthority
United Arab Emirates
+4I rank� 6
Type� SF
Assets� ��2�bn

6
Investment Corporation 
of Dubai
United Arab EmiratesUnited Arab Emirates
+4I rank� ��
Type� SF
Assets� �2��.�bn

2
Kuwait Investment 
Authority
Kuwait
+4I rank� 1�
Type� SF
Assets� ���2bn

3333
Saudi Arabian Monetary 
Authority
Saudi Arabia
+4I rank� 1�
Type� C&Type� C&Type� C&
Assets� ���6.6bnAssets� ���6.6bnAssets� ���6.6bn

10
Bank of IsraelBank of IsraelBank of Israel
IsraelIsraelIsrael
+4I rank� 66+4I rank� 66+4I rank� 66
Type� C&Type� C&Type� C&Type� C&Type� C&
Assets� �11�.�bnAssets� �11�.�bnAssets� �11�.�bnAssets� �11�.�bnAssets� �11�.�bn

4
Qatar Investment Authority 
Qatar
+4I rank� 2�
Type� SF
Assets� ��2�bn

5
Public Investment Fund Public Investment Fund Public Investment Fund 
Saudi Arabia
+4I rank� ��
Type� SF
Assets� �2��bn

777
Mubadala Investment 
Company 
United Arab EmiratesUnited Arab Emirates
+4I rank� ��
Type� SF
Assets� �226.�bn

8
Dubai World  
United Arab United Arab United Arab 
EmiratesEmirates
+4I rank� ��
Type� SF
Assets� �1��.�bn

Middle East Total assets held by Top 1�� Total assets held by Top 1�� ��.�tn

9
Central Bank of Iran
Iran
+4I rank� 62
Type� C&
Assets� �12�.�bn
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North North North North North 
AmericaAmericaAmericaAmericaAmericaAmerica
Total assets held by Top 1�� ��.��tn

1
Military Retirement 
Fund
US
+4I rank� �
Type� 4F
Assets� ��1�.�bn

2
Federal Employees 
Retirement System 
US
+4I rank� �
Type� 4F
Assets� �6��.�bn

3
Thrift Savings 
Fund   
US
+4I rank� 12
Type� 4F
Assets� ��6�.�bn

4
US Monetary 
Authorities 
US
+4I rank� 1�
Type� C&
Assets� ����.2bn

5
California Public Employees’ 
Retirement System
US
+4I rank� 2�
Type� 4F
Assets� ����.2bn

8
California State Teachers’ 
Retirement System
US
+4I rank� ��
Type� 4F
Assets� �2��.�bn

10
New York State Common 
Retirement Fund
US
+4I rank� ��
Type� 4F
Assets� �21�.6bn

6
Canada Pension Plan 

Investment Board
Canada

+4I rank� 2�
Type� 4F

Assets� ����.�bn

9
Civil Service Retirement 
System 
US
+4I rank� ��
Type� 4F
Assets� �2��.1bn

7
Caisse de Dépôt et Placement 
du Québec
Canada
+4I rank� �2
Type� 4F
Assets� �2��bn
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Figure �� 9S� 9/ have greatest number of +P-s
Distribution of GPIs by country, % of total

Figure �� 9S� 'hina maintain asset volume lead
Distribution of assets by country, �tn, % of total

UA) � �1%
UA) �1.6
��%

Australia 1� �2%

Singapore  �1.�
��%

South Korea
 � �1%

Saudi Arabia 
��.� �2%

.apan � �1% .apan ��.1
��% 

UK 109
�1�%

Sweden 
� �1%China ��.6tn

�12%

2orway �1.2
��%

South 
Korea �1.2
��%

Swit^erland ��
�6%

Swit^erland �1.1 
��%

US 1��
�2�%

US ��.6
�2�%

Canada 21 
��%

Canada �1.� 
��%

TOP 10 RANKING CHANGES

DISTRIBUTION OF GPI ASSETS

Highest climbers
Top fi ve GPIs by rise in level of assets on previous year �e\cludes GPIs in top ten ranking

6ank +P-
6ank

'hange
on 

����
-nstitution 'ountr] 6egion T]pe Assets

�bn
	change
on ����

�bn change
on ����

1 38  24 Mubadala Investment Company UAE ME SF 226.� ��%  ��.� 

2 10  1 Kuwait Investment Authority Kuwait ME SF ��2.� 1�%  6�.� 

3 30  5 4ublic Investment Fund Saudi Arabia ME SF 2��.� 2�%  66.� 

4 12  0 Thrift Savings Fund US NA PF �6�.� 12%  62.2 

5 26  0 Temasek Singapore AP SF �6�.2 12%  ��.1 

&iggest fallers
Top fi ve GPIs by fall in level of assets on previous year

6ank +P-
6ank

'hange
on 

����
-nstitution 'ountr] 6egion T]pe Assets

�bn
	change
on ����

�bn change
on ����

1 2  -4 +overnment 4ension Investment Fund .apan AP PF 1�6�.� -6% -�6.� 

2 1   0 4eople�s &ank of China China AP CB ���1.� -2% -6�.� 

3 35  -4 Civil Service Retirement System US NA PF 2��.1 -�% -2�.� 

4 8  -1 Swiss 2ational &ank Swit^erland EU CB ���.6 -�% -2�.� 

5 45  -9 0ocal +overnment 3ƾ  cials .apan AP PF 1��.� -�% -1�.� 
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1  0 People�s Bank of China 1 China AP CB ��51.92 -2% 1948

2  0 Government Pension Investment *und .apan AP P* 1���.75 -�% 200�

�  0 Bank of .apan 2 .apan AP CB 1�22.04 4% 1882

4  0 Norges Bank Investment Management � Norway EU SF 10�0.98 0% 1990

5  1 China Investment Corporation 4 China AP SF 941.42 1�% 2007

�  -1 Abu Dhabi Investment Authority UAE ME SF 828.00 0% 197�

7  1 Military 6etirement *und US NA P* 81�.90 12% 1984

8  -1 Swiss National Bank Swit^erland EU CB 787.5� -�% 1907

9  0 *ederal Employees 6etirement System US NA P* �87.47 7% 1987

10  1 Kuwait Investment Authority Kuwait ME SF 592.00 1�% 195�

11  -1 National Pension Service South Korea AP P* 579.24 4% 1987

12  0 Thrift Savings *und  US NA P* 5�7.81 12% 198�

1�  1 Caisse des Dʣpʭts et Consignations *rance EU SF 499.92 �% 181�

14  -1 Saudi Arabian Monetary Authority Saudi Arabia ME CB 49�.59 0% 1952

15  1 Stichting Pensioenfonds ABP Netherlands EU P* 494.84 7% 1922

1�  -1 Central Bank of the 6epublic of China �Taiwan Taiwan AP CB 479.20 2% 1924

17  2 Central Bank of the 6ussian *ederation 6ussia EU CB 4�8.50 8% 1990

18  -1 Hong Kong Monetary Authority Hong Kong AP CB 452.09 -2% 199�

19  -1 US Monetary Authorities 5 US NA CB 449.21 0% 191�

20  0 Cassa Depositi e Prestiti Italy EU SF 4�2.98 5% 1850

21  1 Bank of Korea South Korea AP CB 40�.�9 4% 1950

22  2 GIC Private � Singapore AP SF �98.00 11% 1981

2�  -2 6eserve Bank of India India AP CB �97.79 -�% 19�5

24  1 California Public Employees� 6etirement System US NA P* �79.17 11% 1995

25  -2 Banco Central do Brasil Bra^il 0A CB �74.71 0% 19�4

2�  0 Temasek 7 Singapore AP SF ��4.19 12% 1974

27  1 Canada Pension Plan Investment Board Canada NA P* �55.75 11% 1997

28  1 National Social Security *und China AP SF ��5.8� 12% 1997

29  -2 5atar Investment Authority 5atar ME SF �20.00 0% 2005

�0  5 Public Investment *und Saudi Arabia ME SF 290.00 29% 1971

�1  -1 Monetary Authority of Singapore Singapore AP CB 287.�7 �% 1971

�2  0 Caisse de Dʣpʭt et Placement du 5uʣbec Canada NA P* 270.00 4% 19�5

��  0 Central Provident *und Singapore AP P* 2�9.11 12% 1955

�4  0 California State Teachers� 6etirement System US NA P* 254.�5 8% 191�

�5  -4 Civil Service 6etirement System US NA P* 249.14 -9% 1920

��  2 Pensioenfonds >org en Wel^ijn Netherlands EU P* 2�5.02 10% 19�9

�7  0 Investment Corporation of Dubai UAE ME SF 2��.84 9% 200�

�8  24 Mubadala Investment Company 8 UAE ME SF 22�.49 79% 2002

�9  2 New =ork State Common 6etirement *und US NA P* 218.55 7% 178�

40  � Ontario Teachers� Pension Plan Canada NA P* 210.1� 4% 1990

41  1 Bank of Thailand Thailand AP CB 205.�9 2% 1942

42  � Employees� Provident *und Malaysia AP P* 201.48 7% 1991

6ank and 
change 
on ����

-nstitution 'ountr] 6egion T]pe Assets 
�bn

Assets 
	 

change

=ear 
est.

THE TOP 750 GPIs RANKED
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6ank and 
change 
on ����

-nstitution 'ountr] 6egion T]pe Assets 
�bn

Assets 
	 

change

=ear 
est.

4�  1 State Board of Administration of *lorida US NA P* 201.10 5% 194�

44  -4 Deutsche Bundesbank Germany EU CB 200.12 -4% 1957

45  -9 0ocal Government Oƾ  cials .apan AP P* 197.9� -9% 19�2

4�  0 Bank of England 9 UK EU CB 197.�� 7% 1�94

47  4 Teacher 6etirement System of Te\as US NA P* 17�.94 7% 19�7

48  0 Bank of Me\ico Me\ico 0A CB 17�.42 1% 1925

49  0 Dubai World UAE ME SF 175.�0 0% 200�

50  -� BanUue de *rance *rance EU CB 174.85 -1% 1800

51  -1 Comisiʬn Nacional del Sistema de Ahorro para el 6etiro Me\ico 0A P* 172.9� 4% 1994

52  4 Public Investment Corporation 10 South Africa A* SF 157.10 9% 1911

5�  1 Commonwealth Superannuation Corporation Australia AP P* 155.24 4% 1911

54  -1 Banca d�Italia Italy EU CB 15�.81 1% 189�

55  2 Arbejdsmarkedets Till�gspension Denmark EU P* 14�.87 �% 19�4

5�  -4 *undo de Garantia por Tempo de Serviʡo  Bra^il 0A P* 14�.�5 -�% 19��

57  -2 ˂eskʛ nʛrodnʧ banka C^ech 6epublic EU CB 142.91 -4% 199�

58  2 Bureau of 0abor *unds 11 Taiwan AP P* 141.4� 10% 2014

59  5 Public Sector Pension Investment Board Canada NA P* 1�8.19 1�% 1999

�0  9 Korea Investment Corporation South Korea AP SF 1�4.10 21% 2005

�1  0 Washington State Investment Board US NA P* 1�0.00 1% 1981

�2  -4 Central Bank of Iran Iran ME CB 124.9� -�% 19�0

��  2 New =ork State Teachers� 6etirement System US NA P* 121.71 4% 1921

�4  -5 Bank Indonesia Indonesia AP CB 120.�5 -7% 195�

�5  2 Narodowy Bank Polski Poland EU CB 117.87 �% 1945

��  2 Bank of Israel Israel ME CB 115.�� 2% 1954

�7  � British Columbia Investment Management Corporation Canada NA P* 112.�2 8% 1999

�8  -2 General Organisation for Social Insurance Saudi Arabia ME P* 111.7� -4% 19�2

�9  11 State of Wisconsin Investment Board US NA P* 111.10 20% 1951

70  � Ohio Public Employees� 6etirement System US NA P* 110.17 11% 19�5

71  4 *uture *und Australia AP SF 109.04 5% 200�

72  0 Pension *und Association .apan AP P* 107.71 �% 19�7

7�  1 Bank Negara Malaysia Malaysia AP CB 101.50 -�% 1959

74  5 Central Bank of the UAE UAE ME CB 99.50 4% 1980

75  � North Carolina Treasurer 12 US NA P* 98.18 0% 1941

7�  29 Sjunde AP-fonden Sweden EU P* 94.70 ��% 2001

77  0 Employees� Provident *und Organisation India AP P* 94.25 -5% 1951

78  -7 Bank of Algeria Algeria A* CB 9�.57 -11% 19�2

79  -9 Central Bank of the 6epublic of Turkey Turkey EU CB 9�.0� -14% 19�1

80  5 Universities Superannuation UK UK EU P* 91.�� 12% 1974

81  2� National Development *und of Iran Iran ME SF 91.00 �4% 2011

82  4 Bayerische :ersorgungskammer Germany EU P* 90.94 12% 1995

8�  -2 Minnesota State Board US NA P* 90.17 1% 1980

84  4 Teachers� 6etirement System of the City of New =ork US NA P* 88.�� 9% 1917

85  -1 Oregon Public Employees 6etirement System US NA P* 8�.45 5% 194�

8�  1 Ontario Municipal Employees� 6etirement System Canada NA P* 8�.29 �% 19�2

87  � Central Bank of 0ibya 0ibya A* CB 84.90 7% 195�

88  -� Bank of Canada Canada NA CB 8�.9� -�% 19�5
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-nstitution 'ountr] 6egion T]pe Assets 
�bn

Assets 
	 

change

=ear 
est.

89  4 :ictorian *unds Management Commission Australia AP SF 8�.22 9% 1994

90  -1 State Teachers 6etirement System of Ohio US NA P* 82.�9 �% 1919

91  -8 Bangko Sentral ng Pilipinas Philippines AP CB 80.88 -�% 199�

92  5 Alberta Investment Management Corporation 1� Canada NA SF 80.00 9% 2008

9�  -2 European Central Bank Euro System EU CB 79.70 1% 1998

94  5 5super Australia AP P* 77.59 �% 191�

95  8 Massachusetts Pension 6eserves Investment Management US NA P* 77.24 7% 198�

9�  4 Michigan 6etirement US NA P* 7�.9� �% 194�

97  -5 :irginia 6etirement System US NA P* 75.80 -�% 1942

98  � Teachers� 6etirement System of Georgia US NA P* 75.�0 �% 194�

99  7 New =ork City Employee 6etirement System US NA P* 75.�0 7% 1920

100  -2 Banco de Espaʪa Spain EU CB 75.12 �% 1782

101  -7 New .ersey Division of Investment US NA P* 72.11 -5% 19�2

102  -� Samruk-Ka^yna .SC Ka^akhstan AP SF 71.�5 -4% 2008

10�  11 Permodalan Nasional Berhad Malaysia AP SF 71.�4 10% 1978

104  -9 Danmarks Nationalbank Denmark EU CB 70.8� -�% 1818

105  -� National Public Service Personnel Mutual Aid .apan AP P* �8.01 -5% 1947

10�  2 0ibyan Investment Authority 0ibya A* SF �7.00 0% 200�

107  21 Central Bank of Argentina Argentina 0A CB �5.79 19% 19�5

108  8 United Nations .oint Staff US NA P* �5.�0 2% 1949

109  2 Banco Central de Chile Chile 0A CB �5.52 -2% 1925

110  � Public Institute for Social Security Kuwait ME P* �5.05 -1% 197�

111  28 Central Bank of IraU IraU ME CB �4.5� �2% 1947

112  � 5ueensland Investment Corporation Australia AP SF �4.�9 2% 1991

11�  2 Alaska Permanent *und Corporation US NA SF ��.94 -1% 197�

114  -2 Norges Bank Norway EU CB ��.24 -5% 181�

115  14 BanUue PubliUue d�Investissement *rance EU SF �1.90 1�% 2012

11�  9 Pennsylvania Public School Employees� 6etirement System US NA P* �1.1� 7% 1917

117  4 Sveriges 6iksbank Sweden EU CB �0.51 -�% 1��8

118  1 Illinois Teachers 6etirement System US NA P* �0.29 -4% 19�9

119  -2 Central Bank of Peru Peru 0A CB 59.�� -5% 1922

120  -19 Sustainability Guarantee *und Argentina 0A SF 59.�0 -18% 2008

121  � Hydro-5uebec Pension *und Canada NA P* 59.�9 2% 1944

122  1 Kuntien elʞkevakuutus *inland EU P* 59.20 1% 1988

12�  -14 National Welfare *und 6ussia EU SF 58.10 -1�% 2008

124  -2 Ka^akhstan National *und Ka^akhstan AP SF 57.72 -�% 2000

125  1� State Bank of :ietnam :ietnam AP CB 57.1� 15% 1951

12�  0 0os Angeles County Employees 6etirement Association US NA P* 5�.�0 1% 19�8

127  � Tennessee Consolidated 6etirement System US NA P* 55.2� �% 1972

128  12 6ʣgie des rentes du 5uʣbec Canada NA P* 54.�4 12% 19�5

129  1 Banco de la 6epublica Colombia Colombia 0A CB 54.�1 1% 192�

1�0  -20 6eserve Bank of Australia Australia AP CB 5�.�1 -20% 1959

1�1  10 UniSuper Australia AP P* 5�.54 11% 2000

1�2  4 *irst State Super Australia AP P* 5�.25 5% 1992

1��  -1 6ʣgime de retraite des employʣs du gouv. 14 Canada NA P* 52.84 0% 197�

1�4  8 Central Bank of Egypt Egypt A* CB 52.52 10% 19�1
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1�5  -8 BanUue du 0iban 0ebanon ME CB 52.�� -5% 19�4

1��  -5 Cai\a de Previdencia dos *uncionʛrios do Banco do Brasil Bra^il 0A P* 51.9� -2% 1904

1�7  -� Maryland State 6etirement and Pension System US NA P* 51.80 0% 1941

1�8  -1 South African 6eserve Bank South Africa A* CB 51.�4 2% 1921

1�9  -4 1Malaysia Development Berhad Malaysia AP SF 51.40 0% 2008

140  4 Colorado Public Employees� 6etirement Association US NA P* 50.59 1�% 19�1

141  8 Connecticut 6etirement Plans 
 Trust *unds US NA P* 4�.8� 9% 1999

142  � Te\as Permanent School *und US NA SF 4�.52 5% 1854

14�  4 New =ork City Metropolitan Transportation Authority US NA P* 45.14 2% 195�

144  27 Emirates Investment Authority UAE ME SF 45.00 �2% 2007

145  � Public School 6etirement Systems of Missouri US NA P* 4�.80 �% 1945

14�  9 Indiana Public 6etirement System US NA P* 4�.5� 7% 2011

147  19 Central Bank of Nigeria Nigeria A* CB 42.84 18% 1958

148  -5 .apan Mutual Aid Association of Public School Teachers .apan AP P* 42.47 -8% 1971

149  -� Banca Nȃionalʹ a 6omʜniei 6omania EU CB 42.14 -5% 1880

150  9 Nevada Public Employees 6etirement Systems US NA P* 41.99 7% 1947

151  -� Tredje AP-fonden Sweden EU P* 41.27 -4% 2001

152  10 Ari^ona State 6etirement System US NA P* 40.79 �% 1912

15�  11 Pensionskasse des Bundes PUB0ICA Swit^erland EU P* 40.�� 10% 1921

154  7 6etirement Systems� of Alabama US NA P* 40.�5 4% 19�9

155  -5 *jʞrde AP-fonden Sweden EU P* 40.52 -5% 2001

15�  1� Utah State 6etirement System US NA P* 40.28 14% 1910

157  0 Turkiye Wealth *und Turkey EU SF 40.00 0% 201�

158  -2 De Nederlandsche Bank Netherlands EU CB �9.95 -2% 1814

159  9 British Columbia Municipal Pension Plan Canada NA P* �9.8� 11% 2000

1�0  -2 Brunei Investment Agency Brunei AP SF �9.�0 0% 198�

1�1  � State Oil *und of the 6epublic of A^erbaijan A^erbaijan AP SF �8.99 9% 1999

1�2  -8 Andra AP-fonden Sweden EU P* �8.�8 -5% 2001

1��  -11 *onds de 6ʣserve pour les 6etraites *rance EU P* �8.5� -�% 2001

1�4  -11 Illinois Municipal 6etirement *und US NA P* �8.44 -�% 19�9

1�5  7 British Transport Police Superannuation *und UK EU P* �7.�9 11% 1970

1��  -� Compenswiss - *onds de compensation A:S Swit^erland EU P* �7.52 0% 1948

1�7  -7 *ʯrsta AP-fonden Sweden EU P* �7.49 -4% 2001

1�8  5 Central Bank of Kuwait Kuwait ME CB �7.1� 10% 19�9

1�9  1 PensionDanmark Denmark EU P* ��.90 4% 199�

170  10 Health Employees Superannuation Trust Australia Australia AP P* �5.89 1�% 1987

171  1� Kumpulan Wang Persaraan Malaysia AP P* �4.88 20% 2007

172  25 National Pension System Trust India AP P* �4.29 28% 2008

17�  � 0ocal Authorities Pension Plan Canada NA P* �4.18 4% 19�2

174  � Iowa Public Employees 6etirement System US NA P* �4.04 4% 1985

175  -10 Kha^anah Nasional Berhad Malaysia AP SF ��.�9 -8% 199�

17�  -2 B:K Personalvorsorge des Kantons >ʳrich Swit^erland EU P* �2.74 -2% 192�

177  4 South Carolina Public Employee Benefi t Authority US NA P* �2.�4 �% 1945

178  5 Mississippi Public Employees� 6etirement System US NA P* �2.59 7% 1944

179  -1 State Super Australia AP P* �2.1� 0% 199�

180  -5 Bangladesh Bank Bangladesh AP CB �2.02 -4% 1971
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181  4 *olketrygdfondet Norway EU P* �1.92 10% 19�7

182  8 Magyar Nem^eti Bank Hungary EU CB �1.25 11% 1924

18�  -1 National Bank of the 6epublic of Ka^akhstan 15 Ka^akhstan AP CB �0.9� 1% 199�

184  -5 The Private School Mutual Aid System .apan AP P* �0.�8 -�% 1998

185  91 5atar Central Bank 5atar ME CB �0.�5 102% 197�

18�  10 :ersorgungsanstalt des Bundes und der 0ʞnder Germany EU P* 29.90 11% 1929

187  11 Government Pension *und Norway Norway EU SF 29.�5 10% 19�7

188  � Greater Manchester Pension *und UK EU P* 29.�4 8% 1891

189  � Pennsylvania State Employees� 6etirement System US NA P* 29.29 8% 192�

190  9 Te\as County and District 6etirement System US NA P* 29.1� 11% 19�7

191  -5 Bulgarian National Bank Bulgaria EU CB 28.8� 1% 1879

192  15 E6A*P *rance EU P* 27.99 14% 200�

19�  10 Strathclyde Pension *und UK EU P* 27.78 9% 1974

194  -5 Employees� 6etirement System of Te\as US NA P* 27.75 -2% 1947

195  -7 Te\as Municipal 6etirement System US NA P* 27.59 -�% 1947

19�  5 Nationale BanUue de BelgiUue Belgium EU CB 27.�0 5% 1850

197  9 Government Pension *und Thailand AP P* 27.29 10% 1997

198  12 Teachers 6etirement System of 0ouisiana US NA P* 27.25 12% 19��

199  -8 Central Bank of U^bekistan U^bekistan AP CB 27.08 -4% 1991

200  12 Uniform Pension Savings *und Ka^akhstan AP P* 2�.44 11% 201�

201  -1 Massachusetts State 6etirement Board US NA P* 2�.25 1% 199�

202  2 New >ealand Superannuation *und New >ealand AP SF 25.91 �% 2001

20�  -11 National 6ailroad 6etirement Investment Trust US NA P* 25.70 -7% 2001

204  -11 Banco de Portugal Portugal EU CB 25.59 -7% 184�

205  � Caisse de Dʣpʭt et de Gestion Morocco A* P* 24.99 �% 1959

20�  -1 Central Bank of Turkmenistan Turkmenistan AP CB 24.91 -1% 1991

207  2 National Pension Commission Nigeria A* P* 24.80 2% 2014

208  9 San *rancisco Employees’ 6etirement System US NA P* 24.5� 10% 1922

209  -7 Bank Al-Maghrib Morocco A* CB 24.47 -5% 1959

210  � British Columbia Public Service Canada NA P* 24.�8 8% 2000

211  4 Oesterreichische Nationalbank Austria EU CB 24.28 �% 181�

212  � *unds SA 19 Australia AP SF 24.1� 8% 1995

21�  � Ireland Strategic Investment *und 1� Ireland EU SF 24.1� 8% 2001

214  0 Government Employees Superannuation Board Australia AP P* 2�.99 4% 19�9

215  -7 New Me\ico State Investment Council 17 US NA SF 2�.97 -2% 1957

21�  � New =ork State Deferred Compensation Plan US NA P* 2�.52 12% 1974

217  � Illinois State Universities 6etirement System US NA P* 2�.27 5% 1941

218  12 .amsostek Indonesia AP P* 22.95 14% 1977

219  4 Emergency Services and State Super Australia AP P* 22.51 7% 198�

220  7 British Broadcasting Corporation Pension Trust UK EU P* 22.00 8% 1957

221  7 World Bank Staff 6etirement Plan US NA P* 21.8� 8% 1975

222  -1 Te\as Permanent University *und US NA SF 21.52 2% 187�

22�  12 *onds de Compensation de la Sʣcuritʣ Sociale 0u\embourg EU P* 21.�7 11% 2004

224  2 Government Service Insurance System Philippines AP P* 21.�� 4% 19��

225  -1 0os Angeles *ire and Police Pensions US NA P* 21.�� 2% 1899

22�  5 Kentucky Teachers� 6etirement System US NA P* 21.2� 7% 19�8

GPI_2019_FinalBook.indb   187 22/05/2019   12:27



|  omfif.org���

(atabank

6ank and 
change 
on ����

-nstitution 'ountr] 6egion T]pe Assets 
�bn

Assets 
	 

change

=ear 
est.

227  5 MP Pension Denmark EU P* 21.05 �% 2008

228  11 National Bank of Ukraine Ukraine EU CB 20.88 11% 18�9

229  15 West Midlands Pension *und UK EU P* 20.59 12% 1974

2�0  � Pensionskassen *or Sygeplejersker Denmark EU P* 20.55 7% 1899

2�1  9 Ontario Pension Board Canada NA P* 20.4� 8% 1920

2�2  22 New =ork City Deferred Compensation Plan US NA P* 20.�4 1�% 2004

2��  -4 Autoridade Monetʛria de Macau Macau AP CB 20.28 0% 1999

2�4  8 Super SA Australia AP P* 20.12 7% 1927

2�5  -1 Ontario Public Service Employees Union Canada NA P* 20.04 �% 1911

2��  12 State General 6eserve *und Oman ME SF 20.00 11% 1980

2�7  4 Hrvatske narodne banke Croatia EU CB 20.00 �% 1990

2�8  -1 Public Service Pension *und Taiwan AP P* 19.70 4% 194�

2�9  � Ordu =ard�mlảma Kurumu Turkey EU P* 19.�0 7% 19�1

240  -2 Kansas 6etirement System for Public Employees US NA P* 19.50 �% 19�2

241  11 Oklahoma Teachers 6etirement System US NA P* 18.87 7% 194�

242  5 Nebraska Public Employees 6etirement Systems 18 US NA P* 18.81 4% 1945

24�  22 *undo de Estabili^aʡʝo da Seguranʡa Social Portugal EU P* 18.�2 1�% 1989

244  5 Alaska 6etirement Management Board US NA P* 18.�1 5% 19�1

245  5 Montana Board of Investments US NA P* 18.�0 5% 199�

24�  9 Illinois State Board of Investment US NA P* 18.�0 7% 19�9

247  -14 *undaʡʝo dos Economiʛrios *ederais Bra^il 0A P* 18.58 -5% 1977

248  5 West =orkshire Pension *und UK EU P* 18.55 �% 1974

249  2 Employee 6etirement System of Georgia US NA P* 18.�7 4% 1950

250  � :altion Elʞkerahasto *inland EU P* 18.19 5% 1990

251  7 Connecticut Teachers� 6etirement Board US NA P* 17.95 5% 1955

252  -27 6eserve Bank of New >ealand New >ealand AP CB 17.81 -14% 19�4

25�  10 Pensionskasse Stadt >ʳrich Swit^erland EU P* 17.�9 9% 191�

254  8 State Employees� 6etirement System of Illinois US NA P* 17.�5 �% 1944

255  19 Korea Teachers Pension South Korea AP P* 17.44 1�% 1974

25�  1 Central Bank of Oman Oman ME CB 17.�9 2% 1974

257  10 Public Employee 6etirement System of Idaho US NA P* 1�.99 7% 19��

258  1� 0os Angeles City Employees’ 6etirement System US NA P* 1�.90 8% 19�7

259  10 State of Hawaii Employees’ 6etirement System US NA P* 1�.85 7% 192�

2�0  15 Arkansas Teachers� 6etirement System US NA P* 1�.79 10% 19�7

2�1  5 Public Employees� 6etirement Association of New Me\ico US NA P* 1�.�� 4% 1985

2�2  -1 Petroleum *und of Timor-0este Timor-0este AP SF 1�.51 -2% 2005

2��  10 West :irginia Consolidated Public 6etirement Board US NA P* 1�.�9 �% 19�1

2�4  1� Taspen Indonesia AP P* 1�.18 9% 19�0

2�5  -19 Banco Nacional de Angola Angola A* CB 1�.15 -11% 192�

2��  2 Orange County Employees 6etirement System US NA P* 15.77 -1% 1944

2�7  -� Banco Central del Uruguay Uruguay 0A CB 15.�5 -�% 19�7

2�8  4� Mumtalakat Holding Company Bahrain ME SF 15.40 45% 200�

2�9  12 0�rernes Pension Denmark EU P* 15.�5 9% 201�

270  12 Maine Public Employees 6etirement System US NA P* 15.24 8% 1945

271  8 School Employees 6etirement System of Ohio US NA P* 15.02 5% 19�7

272  12 Central Bank of West African States West African System A* CB 14.94 1�% 1959

GPI_2019_FinalBook.indb   188 22/05/2019   12:27



Global Public Investor 2019

  omfif.org  | ���

6ank and 
change 
on ����

-nstitution 'ountr] 6egion T]pe Assets 
�bn

Assets 
	 

change

=ear 
est.

27�  7 South Dakota Investment Council US NA P* 14.85 5% 1971

274  -4 Central Bank of .ordan .ordan ME CB 14.75 -�% 19�4

275  � *ondo de Estabili^aciʬn Econʬmica y Social Chile 0A SF 14.74 0% 2007

27�  22 National Bank of Cambodia Cambodia AP CB 14.�� 20% 1954

277  -5 Ohio Police and *ire Pension *und US NA P* 14.�0 -�% 19�5

278  9 Employees Provident *und Sri 0anka AP P* 14.1� 8% 1958

279  7 0ouisiana State Employees� 6etirement System US NA P* 1�.9� �% 1947

280  8 Transport for 0ondon Pension *und UK EU P* 1�.80 9% 1942

281  12 North Dakota 6etirement and Investment Oƾ  ce US NA P* 1�.70 10% 1989

282  20 Social Security Corporation .ordan ME P* 1�.47 15% 1977

28�  0 Bernische Pensionskasse Swit^erland EU P* 1�.�5 -2% 1905

284  8 Kentucky 6etirement Systems US NA P* 1�.21 �% 1958

285  12 Pensionskasse Basel-Stadt Swit^erland EU P* 1�.05 7% 2000

28�  14 National Bank of Serbia Serbia EU CB 12.87 8% 1884

287  -2 CPEG Caisse de prʣvoyance de l�Etat de Genʢve Swit^erland EU P* 12.8� -2% 2014

288  � National Managing Holding Baiterek Ka^akhstan AP SF 12.8� 2% 201�

289  17 Alberta Teachers� 6etirement *und Board Canada NA P* 12.81 12% 19�9

290  0 San Diego County Employees 6etirement Association US NA P* 12.75 1% 19�9

291  10 Banco de Guatemala Guatemala 0A CB 12.75 8% 1945

292  2 British Coal Staff Superannuation Scheme UK EU P* 12.72 �% 1947

29�  -4 New Me\ico Educational 6etirement Board US NA P* 12.�0 0% 198�

294  1 International Monetary *und Staff 6etirement Plan US NA P* 12.59 2% 1944

295  8 Caisse de Pension de l’Etat de :aud Swit^erland EU P* 12.57 9% 1952

29�  � Public School Teachers� Pension 
 6etirement *und of Chicago US NA P* 12.28 �% 1895

297  8 Missouri State Employees� 6etirement System US NA P* 12.22 �% 1957

298  9 Water and Power Employees� 6etirement Plan US NA P* 12.01 7% 19�8

299  15 Cook County Annuity 
 Benefi t *und US NA P* 11.7� 1�% 192�

�00  -57 State Bank of Pakistan Pakistan AP CB 11.71 -�7% 1947

�01  7 Subsidsed Schools Provident *und Hong Kong AP P* 11.45 �% 2000

�02  10 Merseyside Pension *und UK EU P* 11.4� 8% 1972

�0�  -7 Central Bank of Cuba Cuba 0A CB 11.�5 -8% 1948

�04  22 Instituto Me\icano del Seguro Social Me\ico 0A P* 11.20 17% 194�

�05  12 Aargauische Pensionskasse Swit^erland EU P* 11.07 9% 1908

�0�  10 Tyne and Wear Pensions *und UK EU P* 11.0� 8% 1974

�07  18 Ircantec *rance EU P* 11.0� 15% 1971

�08  -4 Suomen Pankki *inland EU CB 10.77 -7% 1811

�09  29 Public Service Pension Plan Canada NA P* 10.77 17% 1947

�10  �� South =orkshire Pension *und UK EU P* 10.72 25% 1974

�11  2 Oklahoma Public Employees 6etirement System US NA P* 10.�8 2% 19�4

�12  -2 Public Oƾ  cials Benefi t Association South Korea AP SF 10.�8 0% 1952

�1�  1� San Bernardino County Employees� 6etirement Association US NA P* 10.2� 8% 1945

�14  -5 Coal Mines Provident *und India AP P* 10.21 -5% 1948

�15  18 0ancashire County Pension *und UK EU P* 10.18 10% 198�

�1�  11 Delaware Public Employees� 6etirement System US NA P* 10.15 7% 1970

�17  19 Nilgosc UK EU P* 10.08 10% 1950

�18  14 Kʟpan Pensioner Sweden EU P* 10.04 8% 1992
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�19  4 General Organisation for Social Insurance Bahrain Bahrain ME P* 10.04 4% 197�

�20  27 Instituto Guatemalteco de Seguridad Social Guatemala 0A P* 10.02 22% 1985

�21  -� *ondo de 6eserva de Pensiones Chile 0A SF 10.01 0% 200�

�22  -� 6ussian Direct Investment *und 6ussia EU SF 10.00 0% 2011

�2�  11 Sacramento County Employees� 6etirement System US NA P* 9.8� �% 19�7

�24  -� I*C Asset Management Company US NA SF 9.80 0% 2009

�25  � The National Insurance Board of Trinidad and Tobago E. Caribbean System 0A P* 9.78 4% 1971

�2�  28 Social Security *und Panama 0A P* 9.78 2�% 1941

�27  15 Arkansas Public Employees 6etirement System US NA P* 9.�7 10% 1957

�28  2 Social Security System Philippines AP P* 9.58 1% 1957

�29  -9 Basellandschaftliche Pensionskasse Swit^erland EU P* 9.58 -�% 1921

��0  -70 *ondo de 6eserva Seguridad Social Spain EU P* 9.5� -44% 1990

��1  4 Military Mutual Aid Association South Korea AP P* 9.44 �% 1984

��2  9 Employees� 6etirement System of 6hode Island 19 US NA P* 9.25 5% 19��

���  � 0a Caisse Marocaine des 6etraites Morocco A* P* 9.1� 2% 19�0

��4  11 St.Galler Pensionskasse Swit^erland EU P* 9.12 9% 2014

��5  -20 Banco Central de Bolivia Bolivia 0A CB 8.95 -1�% 1928

���  10 New Hampshire 6etirement System US NA P* 8.91 7% 19�7

��7  12 Contra Costa County Employees� 6etirement Association US NA P* 8.91 10% 1945

��8  � 0othian Pension *und UK EU P* 8.85 5% 1994

��9  -17 Banco Central de :ene^uela :ene^uela 0A CB 8.8� -9% 19�9

�40  �8 *undo de Seguranʡa Social de Macau Macau AP P* 8.75 �0% 2011

�41  9 San Diego City Employees� 6etirement System US NA P* 8.7� 8% 1927

�42  1� Esse\ Pension *und UK EU P* 8.70 12% 1974

�4�  9 0ocal Government Super Australia AP P* 8.�2 7% 1997

�44  11 Hampshire Pension *und UK EU P* 8.�0 9% 1974

�45  -17 Wyoming 6etirement System US NA P* 8.51 -10% 195�

�4�  -9 Nepal 6astra Bank Nepal AP CB 8.2� -10% 195�

�47  19 Missouri 0ocal Government Employees 6etirement System US NA P* 8.22 11% 19�7

�48  11 District of Columbia 6etirement Board US NA P* 8.21 �% 1998

�49  7 Central Bank of Kenya Kenya A* CB 8.20 4% 19��

�50  1 Da Afghanistan Bank Afghanistan ME CB 8.19 1% 19�9

�51  -11 Central Bank of Trinidad 
 Tobago Trinidad and Tobago 0A CB 8.11 -9% 19�4

�52  15 Alameda County Employees� 6etirement Association US NA P* 8.10 10% 1985

�5�  15 Bank of Botswana Pension *und Botswana A* P* 8.08 11% 1998

�54  41 Government Employees Pension Service South Korea AP P* 8.01 �9% 19�0

�55  -7 Bank of Greece Greece EU CB 8.00 -2% 1927

�5�  � National Bank of the 6epublic of Belarus Belarus EU CB 7.81 2% 1990

�57  � Permanent Wyoming Mineral Trust *und US NA SF 7.81 2% 1945

�58  12 Kent County Council Superannuation *und UK EU P* 7.78 8% 1974

�59  -2 Banco Central del Paraguay Paraguay 0A CB 7.74 -2% 1952

��0  4 0u^erner Pensionskasse Swit^erland EU P* 7.�5 1% 2000

��1  1� Banco Central de la 6epʱblica Dominicana Dominican 6epublic 0A CB 7.�� 12% 1947

��2  12 Pension *und for Nurses and State Employees Iceland EU P* 7.58 9% 199�

���  � *airfa\ County 6etirement Systems 20 US NA P* 7.5� 4% 1955

��4  9 Montana Public Employee 6etirement Administration US NA P* 7.5� 7% 1975
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��5  -5 Bernische 0ehrerversicherungskasse Swit^erland EU P* 7.5� -�% 1818

���  5 Banco Central de Costa 6ica Costa 6ica 0A CB 7.50 5% 1950

��7  9 0ondon Pensions *und Authority UK EU P* 7.48 9% 1989

��8  4 Government Institutions Pension *und Namibia A* P* 7.1� 0% 1989

��9  21 Cheshire Pension *und UK EU P* 7.1� 20% 1974

�70  15 Boston City 6etirement System US NA P* �.99 15% 192�

�71  25 Demographic 6eserve *und Poland EU P* �.9� 20% 2002

�72  12 Nottinghamshire 0ocal Government Pension Scheme UK EU P* �.91 9% 1888

�7�  -20 Central Bank of Sri 0anka Sri 0anka AP CB �.8� -14% 1950

�74  8 Centralna Banka Bosne i Hercegovine Bosnia and Her̂ egovina EU CB �.81 5% 1997

�75  4 6evenue 6egulation *und Algeria A* SF �.70 0% 2000

�7�  4 Central Bank of A^erbaijan 6epublic A^erbaijan AP CB �.�7 0% 1992

�77  -12 Bank of Botswana Botswana A* CB �.�� -11% 1975

�78  �1 0ietuvos Bankas 0ithuania EU CB �.5� 29% 1990

�79  20 Bank of Central African States Cntrl African System A* CB �.47 15% 1972

�80  1� East 6iding Pension *und UK EU P* �.40 9% 19��

�81  8 Bank of Mauritius Mauritius A* CB �.�5 �% 19�7

�82  -1 Se�labanki ʌslands Iceland EU CB �.�� -4% 19�1

�8�  -8 Bank of Ghana Ghana A* CB �.19 -11% 1957

�84  1� Derbyshire County Council Pension *und UK EU P* �.17 7% 1974

�85  1� Avon Pension *und UK EU P* �.15 10% 1974

�8�  �4 Staffordshire Pension *und UK EU P* �.1� 27% 1974

�87  18 0os Angeles City Deferred Compensation Plan US NA P* �.0� 15% 198�

�88  12 Hertfordshire County Council Pension *und UK EU P* �.01 10% 1974

�89  -2 Oman Investment *und Oman ME SF �.00 0% 200�

�90  2 Heritage and Stabilisation *und Trinidad and Tobago 0A SF 5.97 2% 2000

�91  � East Bay Municipal Utility District Pension *und US NA P* 5.9� 1% 198�

�92  -9 *ondo de Estabili^aciʬnɸ*iscal Peru 0A SF 5.77 -10% 1999

�9�  29 Bank of England Pension Scheme UK EU P* 5.7� 20% 1�94

�94  50 Nʛrodnʛ banka Slovenska Slovakia EU CB 5.�� 4�% 199�

�95  12 Central Bank of Myanmar Myanmar AP CB 5.�4 8% 1990

�9�  �4 Houston Police Oƾ  cers� Pension System US NA P* 5.�0 25% 1947

�97  -11 BanUue Centrale de Tunisie Tunisia A* CB 5.55 -8% 1958

�98  1� Previs Personalvorsorgestiftung Service Public Swit^erland EU P* 5.5� 10% 1958

�99  5 Pula *und Botswana A* SF 5.52 5% 1994

400  17 North East Scotland Pension *und UK EU P* 5.51 12% 1999

401  11 :entura County Employees� 6etirement Association US NA P* 5.50 9% 194�

402  8 Devon County Council Pension *und UK EU P* 5.4� 8% 1974

40�  10 0eicestershire County Council Pension *und UK EU P* 5.45 9% 1974

404  -� Botswana Public Oƾ  cers Pension *und Botswana A* P* 5.42 2% 2001

405  1� West Susse\ Pension *und UK EU P* 5.42 12% 1974

40�  8 Surrey Pension *und UK EU P* 5.42 9% 1974

407  12 Philadelphia Public Employees 6etirement System US NA P* 5.40 12% 195�

408  -5 City of Milwaukee Employees� 6etirement System US NA P* 5.40 2% 19�7

409  -7 Sanabil Investments Saudi Arabia ME SF 5.�0 0% 2009

410  22 Central Bank of Ireland Ireland EU CB 5.22 18% 194�
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411  4 Teesside Pension *und UK EU P* 5.20 5% 1922

412  4 Montgomery County Employees� 6etirement System US NA P* 5.19 5% 19�5

41�  -22 Benki Kuu ya Tan^ania Tan^ania A* CB 5.04 -15% 19��

414  10 Istituto di previden^a del Cantone Ticino ɸ Swit^erland EU P* 5.04 �% 2009

415  -9 Kantonale Pensionskasse Solothurn Swit^erland EU P* 5.04 -�% 1957

41�  17 Colorado *ire 
 Police Pension Association US NA P* 5.02 14% 1980

417  8 *undo Soberano de Angola Angola A* SF 5.01 �% 2012

418  11 Tayside Pension *und UK EU P* 4.95 9% 1994

419  9 Environment Agency Pension *unds UK EU P* 4.9� 8% 1974

420  2� Caisse de Prʣvoyance du Personnel de l�Etat de *ribourg Swit^erland EU P* 4.88 25% 19�0

421  0 Municipal Employees� Annuity 
 Benefi t *und of Chicago US NA P* 4.84 0% 1921

422  5 Alberta Pension Services Corporation Canada NA P* 4.8� �% 1995

42�  0 Central Bank of =emen =emen ME CB 4.81 0% 1971

424  -1� Ai^kraukles Banka 0atvija 0atvia EU CB 4.79 -7% 199�

425  9 Norfolk Pension *und UK EU P* 4.78 9% 1974

42�  0 Banco Central de Honduras Honduras 0A CB 4.77 1% 1950

427  4 *resno County Employees� 6etirement Association US NA P* 4.7� 7% 1945

428  10 CAP Prʣvoyance Swit^erland EU P* 4.�7 11% 2009

429  � Kern County Employees� 6etirement Association US NA P* 4.�� �% 1945

4�0  � East Susse\ Pension *und UK EU P* 4.52 5% 1974

4�1  1� North =orkshire Pension *und UK EU P* 4.48 15% 1974

4�2  8 San Mateo County Employees� 6etirement Association US NA P* 4.40 9% 1944

4��  1� .acksonville City 6etirement System US NA P* 4.�9 14% 19�7

4�4  5 Dallas Employees� 6etirement *und US NA P* 4.�8 8% 194�

4�5  � CP :A0, PK WA0 Swit^erland EU P* 4.�8 9% 2010

4��  17 CDP EUuity 21 Italy EU SF 4.�7 1�% 2011

4�7  5 Caisse de pensions de la fonction publiUue du Canton de Neuchʜtel Swit^erland EU P* 4.29 8% 1950

4�8  10 6hondda Cynon Taf Pension *und UK EU P* 4.28 11% 1974

4�9  -2 Houston *irefi ghters� 6elief 
 6etirement *und US NA P* 4.2� 0% 19�7

440  � Montana Teachers� 6etirement System US NA P* 4.18 5% 19�7

441  2� 0ouisiana Parochial Employees� 6etirement System US NA P* 4.15 25% 195�

442  12 Sjʞtte AP-fonden Sweden EU P* 4.02 8% 2001

44�  �5 National Bank of Ethiopia Ethiopia A* CB �.99 �1% 190�

444  1 >uger Pensionskasse Swit^erland EU P* �.98 0% 1858

445  1� Maryland Supplemental 6etirement Agency US NA P* �.97 12% 1974

44�  10 Bankʥs sʥ ShUipʥrisʥ Albania EU CB �.89 8% 1992

447  8 Cambridgeshire 0ocal Government Pension Scheme UK EU P* �.89 7% 1974

448  11 Dorset County Pension *und UK EU P* �.81 8% 1974

449  15 Nashville 
 Davidson County Met, Government 6et. System US NA P* �.77 10% 19��

450  1� Buckinghamshire Pension *und UK EU P* �.7� 9% 1974

451  1 Pensionskasse Thurgau Swit^erland EU P* �.74 -1% 200�

452  10 Durham County Council Pension *und UK EU P* �.74 8% 1974

45�  8 Greater Gwent Pension *und UK EU P* �.72 7% 1974

454  11 Suffolk Pension *und UK EU P* �.�9 8% 1974

455  14 National Provident *und *iji AP P* �.�2 11% 19��

45�  1� Worcestershire Pension *und UK EU P* �.�1 1�% 194�
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457  0 Banco Central de 6eserva de El Salvador El Salvador 0A CB �.57 0% 19�1

458  -7 Bank of .amaica .amaica 0A CB �.55 -7% 19�1

459  22 Bank of Mongolia Mongolia AP CB �.55 18% 1991

4�0  8 San .ose City Police 
 *ire Department 6etirement Plan US NA P* �.50 �% 19�1

4�1  18 AH:-I:-*AK 0iechtenstein EU P* �.49 15% 1958

4�2  8 Chicago Policemen�s Annuity 
 Benefi t *und US NA P* �.49 8% 1922

4��  11 Cumbria 0ocal Government Pension Scheme UK EU P* �.42 10% 1974

4�4  -4 Autoriti Monetari Brunei Darussalam Brunei AP CB �.41 -2% 2011

4�5  10 Solomon Islands National Provident *und Solomon Islands AP P* �.41 9% 1988

4��  10 Bank of Uganda Uganda A* CB �.�� 8% 19��

4�7  10 Caisse Intercommunale de Pensions Swit^erland EU P* �.�5 10% 1924

4�8  12 National Bank of Georgia Georgia EU CB �.29 8% 1919

4�9  15 San Antonio *ire 
 Police Pension *und US NA P* �.29 1�% 1919

470  25 Narodna Banka na 6epublika Makedonija Macedonia EU CB �.28 17% 1991

471  11 Dyfed Pension *und UK EU P* �.25 8% 1974

472  1 Alabama Trust *und US NA SF �.24 �% 1985

47�  1� *ife Pension *und UK EU P* �.2� 11% 1994

474  -� Detroit Policemen 
 *iremen 6etirement System US NA P* �.20 0% 19�8

475  17 Wiltshire Pension *und UK EU P* �.20 14% 1950

47�  2� Asabri Indonesia AP P* �.15 15% 1971

477  10 O\fordshire Pension *und UK EU P* �.15 8% 1974

478  -12 Banco de MoʡambiUue Mo^ambiUue A* CB �.10 -8% 1975

479  9 Northamptonshire 0ocal Government Pension Scheme UK EU P* �.10 7% 1974

480  5 Kentucky Public Employees� Deferred Compensation Authority US NA P* �.10 �% 199�

481  21 PKH Norway EU P* �.0� 1�% 201�

482  2� Houston Municipal Employees Pension System US NA P* �.0� 15% 194�

48�  � *alkirk Pension *und UK EU P* �.0� 7% 1994

484  9 Wandsworth Pension *und UK EU P* �.01 7% 1974

485  -2 Santa Barbara County Employees� 6etirement System US NA P* �.01 �% 19�7

48�  8 Banca Nȃionalʹ a Moldovei Moldova EU CB �.00 7% 1991

487  18 Gloucestershire 0ocal Government Pension *und UK EU P* 2.99 11% 1974

488  15 San .oaUuin County Employees� 6etirement Association US NA P* 2.9� 9% 194�

489  2� Manhattan 
 Bron\ Surface Transit Operating Authority US NA P* 2.9� 14% 19�2

490  10 0incolnshire County Council 0ocal Government Pension Scheme UK EU P* 2.92 7% 1974

491  1� Bedfordshire Pension *und UK EU P* 2.90 9% 1974

492  12 Kantonale Pensionskasse Graubʳnden Swit^erland EU P* 2.90 8% 2008

49�  48 Public Employees Contributory 6etirement Scheme UK EU P* 2.88 28% 19�7

494  �� Employees Provident *und Nepal AP P* 2.85 21% 1959

495  2 Baltimore County Employees� 6etirement System US NA P* 2.84 �% 1945

49�  2 *ort Worth City Employees� 6etirement *und US NA P* 2.84 �% 1945

497  22 TAP Brunei Brunei AP P* 2.8� 12% 1992

498  15 Oklahoma *irefi ghters Pension 
 6etirement System US NA P* 2.8� 9% 1908

499  -9 Kantonale Pensionskasse Schaffhausen Swit^erland EU P* 2.80 -2% 200�

500  1� Berkshire Pension *und UK EU P* 2.78 9% 1974

501  1� Cardiff and :ale of Glamorgan Pension *und UK EU P* 2.7� 8% 1974

502  49 Banco Central del Ecuador Ecuador 0A CB 2.74 2�% 1927
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50�  9 Baltimore City *ire 
 Police Employees� 6etirement US NA P* 2.74 4% 19�2

504  14 Somerset County Council Pension *und UK EU P* 2.7� 8% 1974

505  17 Warwickshire Pension *und UK EU P* 2.71 11% 1974

50�  -15 Seattle City Employees� 6etirement System US NA P* 2.71 -5% 1929

507  4 Phoeni\ City Employees� 6etirement System US NA P* 2.70 �% 1991

508  -7 Partnership *und Georgia EU SF 2.�9 -1% 2011

509  �9 National Social Security *und Uganda A* P* 2.�7 22% 1985

510  -4 State Capital Investment Corporation :ietnam AP SF 2.�5 -1% 2005

511  -2 Austin City Employees� 6etirement System US NA P* 2.�4 0% 1941

512  12 Gwynedd Pension *und UK EU P* 2.59 7% 1974

51�  7 *airfa\ County Educational Empl. Supplementary 6et. System US NA P* 2.59 4% 197�

514  11 Oklahoma Police Pension 
 6etirement System US NA P* 2.57 7% 1907

515  � Iowa Municipal *ire 
 Police 6etirement System US NA P* 2.57 4% 1992

51�  12 Marin County Employees� 6etirement Association US NA P* 2.5� 9% 19�7

517  10 Swansea Pension *und UK EU P* 2.5� 7% 1974

518  19 Highland Council Pension *und UK EU P* 2.51 10% 1994

519  17 Shropshire County Pension *und UK EU P* 2.45 7% 1974

520  18 Denver Employees 6etirement Plan US NA P* 2.4� 8% 19��

521  14 Caisse des Dʣpʭts et Consignations Tunisia A* SF 2.4� 5% 181�

522  24 Cornwall Pension *und UK EU P* 2.40 9% 1974

52�  42 Costa 6ican Social Security *und Costa 6ica 0A P* 2.�9 22% 1941

524  2� Clwyd Pension *und UK EU P* 2.�8 9% 1974

525  19 0embaga Tabung Angkatan Tentera Malaysia AP P* 2.�8 7% 1984

52�  -� Bank of Haiti Haiti 0A CB 2.�7 -2% 1979

527  2� Personalvorsorgekasse der Stadt Bern Swit^erland EU P* 2.�� 10% 1910

528  � National Insurance *und Barbados 0A P* 2.�4 0% 19�7

529  29 Special *orces Pension Plan Canada NA P* 2.�2 11% 2001

5�0  12 Missouri Dept. of Transport. and Highway Patrol Employees� 6et. Syst. US NA P* 2.�1 �% 1955

5�1  1� Caisse de pensions du personnel communal Swit^erland EU P* 2.�1 5% 1895

5�2  17 Arlington County Employees� 6etirement System US NA P* 2.�1 �% 1981

5��  19 Pennsylvania Municipal 6etirement System US NA P* 2.�0 �% 194�

5�4  20 Pensionskasse des Kantons Schwy^ Swit^erland EU P* 2.29 8% 201�

5�5  -�9 Banco Central de Nicaragua Nicaragua 0A CB 2.2� -18% 19�1

5��  9 Cincinnati 6etirement System US NA P* 2.2� 1% 1984

5�7  � Stanislaus County Employees� 6etirement Association US NA P* 2.2� 1% 1948

5�8  -5 Central Bank of Armenia Armenia EU CB 2.25 -�% 199�

5�9  242 NSW Generations *und Australia AP SF 2.24 N�A 2018

540  4� Bank of Papua New Guinea Papua New Guinea AP CB 2.21 28% 197�

541  -1 Newham Pension *und UK EU P* 2.21 -2% 1972

542  1� 0ouisiana Municipal Police Employees 6etirement System US NA P* 2.19 5% 197�

54�  48 0embaga Pengelola Dana Pendidikan Indonesia AP SF 2.19 ��% 1945

544  1� Tampa Police 
 *irefi ghters� Pension *und US NA P* 2.17 �% 1948

545  10 National Bank of the Kyrgy^ 6epublic Kyrgy^stan AP CB 2.1� �% 1991

54�  -20 Bank of Namibia Namibia A* CB 2.15 -10% 1990

547  -�7 Central Bank of Bahrain Bahrain ME CB 2.15 -18% 200�

548  -19 Dallas Police 
 *ire Pension System US NA P* 2.11 -10% 1989
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549  17 0ondon Borough of Camden Pension *und UK EU P* 2.11 8% 1974

550  28 Arkansas 0ocal Police 
 *ire 6etirement System US NA P* 2.08 17% 198�

551  12 San .ose City *ederated City Employees 6etirement System US NA P* 2.08 4% 1941

552  9 0ouisiana School Employees� 6etirement System US NA P* 2.07 2% 19�7

55�  22 Prince George�s County 6etirement System US NA P* 2.0� 11% 199�

554  8 Centrale Bank van Curaʡao en Sint Maarten Curaʡao 0A CB 2.05 2% 1828

555  4 Detroit General 6etirement System US NA P* 2.04 -1% 19�8

55�  11 Southwark Council Pension *und UK EU P* 2.0� �% 1974

557  11 Pensionskasse der Stadt Winterthur Swit^erland EU P* 2.01 5% 2014

558  12 .acksonville Police 
 *ire Pension *und US NA P* 2.00 �% 19�7

559  10 Chicago Transit Authority Employees 6etirement Plan US NA P* 2.00 5% 1949

5�0  21 Anne Arundel County 6etirement 
 Pension System US NA P* 1.98 1�% 199�

5�1  19 0ondon Borough of Tower Hamlets Pension *und UK EU P* 1.98 12% 1974

5�2  14 0ondon Borough of Hackney Pension *und UK EU P* 1.97 9% 19��

5��  9 Caisse Nationale d�Assurance Pension 0u\embourg EU P* 1.9� 5% 1951

5�4  -25 Employees� Old Age Benefi ts Institution Pakistan AP P* 1.94 -14% 1987

5�5  22 National Social Security *und Kenya A* P* 1.94 15% 19�5

5��  1� Baltimore City Employees� 6etirement System US NA P* 1.92 9% 192�

5�7  10 :ermont State Employees� 6etirement System US NA P* 1.88 5% 1944

5�8  � Miami City *ire 
 Police 6etirement Trust US NA P* 1.87 0% 1985

5�9  1� 0ambeth Pension *und UK EU P* 1.84 �% 1974

570  18 Haringey Council Pension *und UK EU P* 1.81 7% 19�5

571  25 Tacoma Employees� 6etirement System US NA P* 1.81 11% 1941

572  17 Northumberland Pension *und UK EU P* 1.79 7% 1974

57�  -9 Social Security and National Insurance Trust Ghana A* P* 1.79 -10% 1972

574  21 0ondon Borough of Islington Pension *und UK EU P* 1.79 10% 1974

575  19 City of Westminster Superannuation *und UK EU P* 1.78 9% 1972

57�  10 Government of Guam 6etirement *und US NA P* 1.77 5% 1951

577  1� Caisse de Prʣvoyance des *onctionnaires de Police et de la Prison Swit^erland EU P* 1.75 7% 19�0

578  � Eastern Caribbean Central Bank E. Caribbean System 0A CB 1.75 2% 198�

579  1� 0ondon Borough of 0ewisham Pension *und UK EU P* 1.74 �% 1974

580  �7 Nigeria Sovereign Investment Authority Nigeria A* SF 1.74 2�% 2011

581  1� BanUue Centrale de Madagascar Madagascar A* CB 1.74 9% 197�

582  27 Superannuation *und Guernsey EU P* 1.74 17% 1948

58�  -10 Tallahassee Pension Plan US NA P* 1.7� -7% 2004

584  1 CPS Energy Employees� Pension Trust US NA P* 1.71 0% 198�

585  1� Pensionskasse St. Galler Gemeinden Swit^erland EU P* 1.71 10% 2012

58�  1� 0ouisiana *irefi ghters� 6etirement System US NA P* 1.71 7% 2008

587  1� 6oyal Borough of Greenwich Pension *und UK EU P* 1.70 8% 1974

588  10 Orlando Employee 6etirement *unds US NA P* 1.70 �% 1998

589  �1 Tulare County Employees� 6etirement Association US NA P* 1.�9 2�% 1945

590  1� Metropolitan Water 6eclamation District 6etirement *und US NA P* 1.�7 10% 19�1

591  12 Massachusetts Bay Transportation Authority 6etirement *und US NA P* 1.�7 8% 1948

592  -78 BanUue Centrale du 0u\embourg 0u\embourg EU CB 1.�5 -��% 1998

59�  -� .apan Pension Service .apan AP P* 1.�2 -�% 2010

594  1� 0ondon Borough of Ealing Pension *und UK EU P* 1.�1 9% 1974
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595  -�� Sistema de 6etiro de los Empleados de Puerto 6ico US NA P* 1.57 -��% 19�4

59�  -�9 Bank of >ambia >ambia A* CB 1.57 -25% 19�4

597  21 El Paso *iremen 
 Policemen Pension *und US NA P* 1.55 12% 1920

598  � Public Service Pensions *und Swa^iland A* P* 1.55 0% 199�

599  � Memphis 0ight Gas 
 Water Division Pension Plan US NA P* 1.55 0% 1948

�00  7 :orsorgeeinrichtung der SU:A Swit^erland EU P* 1.5� 1% 1918

�01  4 Pensionskasse Stadt 0u^ern Swit^erland EU P* 1.52 -1% 2012

�02  � The National Board of the Commonwealth of the Bahamas Bahamas 0A P* 1.52 0% 1972

�0�  19 Pensionskasse Stadt St. Gallen Swit^erland EU P* 1.51 11% 1922

�04  7 Croydon Pension Scheme UK EU P* 1.49 5% 1974

�05  14 Arkansas State Highway Employees� 6etirement System US NA P* 1.47 7% 1949

�0�  10 0ondon Borough of Enfi eld Pension *und UK EU P* 1.47 �% 1974

�07  1� Barnet Pension *und UK EU P* 1.4� 8% 1974

�08  19 Southeastern Pennsylvania Transportation Authority US NA P* 1.45 10% 2007

�09  15 6oyal Borough of Kensington and Chelsea Pension *und UK EU P* 1.44 7% 1998

�10  5 *resno City 6etirement Systems US NA P* 1.44 �% 19�9

�11  18 Prʣvoyance Santʣ :alais Swit^erland EU P* 1.44 11% 1984

�12  0 0ouisiana Education 5uality Trust *und US NA SF 1.42 0% 198�

�1�  1 *onds de Stabilisation Des 6ecettes Budgʣtaires D6 Congo A* SF 1.41 0% 1999

�14  11 Omaha School Employees� 6etirement System US NA P* 1.40 4% 2010

�15  � *ondo de Ahorro de Panamʛ Panama 0A SF 1.40 2% 2012

�1�  21 *ulton County Employees� Pension *und US NA P* 1.�9 14% 1991

�17  17 San 0uis Obispo County Pension Trust US NA P* 1.�7 9% 1958

�18  18 Hillingdon Pension *und UK EU P* 1.�5 10% 1974

�19  9 0ondon Borough of Hammersmith and *ulham Pension *und UK EU P* 1.�5 4% 1974

�20  20 *undus^ Gwarantowanych ̄wiadc^e˲ Pracownic^ych Poland EU P* 1.�5 11% 1994

�21  5 Puerto 6ico Electric Power Authority Employees US NA P* 1.�2 0% 1945

�22  1� City of 0ondon Corporation Pension *und UK EU P* 1.�1 5% 1974

�2�  21 Caisse de pensions de la 6ʣpubliUue et du Canton du .ura Swit^erland EU P* 1.�0 9% 1979

�24  -5� Georgia Municipal Association US NA P* 1.�0 -�0% 19��

�25  1� Bromley Pension *und UK EU P* 1.�0 �% 1974

�2�  19 Barking and Dagenham Pension *und UK EU P* 1.29 9% 1974

�27  -14 Central Bank of the Bahamas Bahamas 0A CB 1.28 -9% 1974

�28  � Atlanta General Employees� Pension *und US NA P* 1.28 0% 19�2

�29  1 National Bank of Tajikistan Tajikistan AP CB 1.28 -1% 1991

��0  2 Wichita Employees� 6etirement System US NA P* 1.28 0% 195�

��1  8 Hounslow Pension *und UK EU P* 1.28 5% 1974

��2  18 Centralna Banka Crne Gore Montenegro EU CB 1.2� 17% 2001

���  1� Chicago 0aborers� Annuity 
 Benefi t *und US NA P* 1.24 8% 1982

��4  �4 Central Bank of the 6epublic of Guinea Guinea A* CB 1.22 �0% 19�0

��5  7 *ondo para la 6evoluciʬn Industrial Productiva Bolivia 0A SF 1.20 0% 201�

���  12 Shelby County 6etirement System US NA P* 1.15 �% 1978

��7  12 Dumfries and Galloway Council Pension *und UK EU P* 1.14 �% 1994

��8  14 Banco de Previsiʬn Social Uruguay 0A P* 1.12 5% 1970

��9  18 Bank ˀentrali ta� Malta Malta EU CB 1.12 10% 19�8

�40  1� 0ondon Borough of Be\ley Pension *und UK EU P* 1.11 9% 1974
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�41  2� Bundespensionskasse Austria EU P* 1.11 18% 2000

�42  1� Brent Pension *und UK EU P* 1.11 7% 1974

�4�  1� 0ondon Borough of Harrow Pension *und UK EU P* 1.08 8% 1974

�44  14 6oyal Borough of Kingston upon Thames Pension *und UK EU P* 1.08 7% 1974

�45  21 Waltham *orest Pension *und UK EU P* 1.08 14% 1974

�4�  1� Pensionskasse Uri Swit^erland EU P* 1.07 10% 19�8

�47  4 Pensionskasse Appen^ell Ausserrhoden Swit^erland EU P* 1.0� -1% 2000

�48  � South African 0ocal Authorities Pension *und South Africa A* P* 1.05 0% 1985

�49  70 Central Bank of Barbados Barbados 0A CB 1.05 122% 1972

�50  � PP* Pensions *und Tan^ania A* P* 1.04 -2% 2002

�51  �9 Public Service Pensions *und Tan^ania A* P* 1.04 41% 1999

�52  1� 0ondon Borough of 6edbridge Pension *und UK EU P* 1.0� 8% 1974

�5�  -12 6oyal Monetary Authority of Bhutan Bhutan AP CB 1.0� -15% 1982

�54  � *onds Gabonais d�Investissements StratʣgiUues Gabon A* SF 1.00 0% 2011

�55  5 *onds Souverain d�Investissements StrategiUues Senegal A* SF 1.00 0% 2012

�5�  1� Centrale Bank van Aruba Aruba 0A CB 0.99 �% 198�

�57  22 Palestine Investment *und Palestine ME SF 0.99 1�% 200�

�58  5 Banka Slovenije Slovenia EU CB 0.98 2% 1991

�59  18 Western Australian *uture *und Australia AP SF 0.9� 12% 200�

��0  �� Social Insurance *und Ireland EU P* 0.9� �7% 2005

��1  1� Pensionskasse der Stadt Biel Swit^erland EU P* 0.9� 9% 192�

��2  9 Central Bank of Cyprus Cyprus EU CB 0.9� 5% 19��

���  -1� 6eserve Bank of *iji *iji AP CB 0.95 -15% 1984

��4  -�1 Bank of the 0ao PD6 0ao PD6 AP CB 0.95 -25% 19�8

��5  11 Havering Pension *und UK EU P* 0.94 9% 1974

���  12 BanUue Centrale de Mauritanie Mauritania A* CB 0.9� 8% 197�

��7  � Puerto 6ico System of Annuities and Pensions for Teachers US NA P* 0.92 0% 2004

��8  5 Wayne County Employees� 6etirement System US NA P* 0.92 4% 1944

��9  11 Scottish Borders Council Pension *und UK EU P* 0.91 8% 199�

�70  2 National Bank of 6wanda Rwanda A* CB 0.91 2% 19�4

�71  -7 Government Employees� 6etirement System of the :irgin Islands US NA P* 0.90 -�% 1959

�72  9 0ondon Borough of Merton Pension *und UK EU P* 0.88 5% 1974

�7�  9 Banka 5endrore e 6epublikʥs sʥ Kosovʥs Kosovo EU CB 0.88 8% 200�

�74  2� Ghana Petroleum *unds Ghana A* SF 0.87 29% 2011

�75  9 Pensionskasse des Kantons Nidwalden Swit^erland EU P* 0.8� 10% 194�

�7�  22 National Social Security and Welfare Corporation 0iberia A* P* 0.85 27% 1975

�77  10 Pensionskasse des Kantons Glarus Swit^erland EU P* 0.85 12% 2011

�78  18 Cayman Islands Public Service Pensions Board UK EU P* 0.84 24% 1999

�79  9 National Insurance *und .amaica .amaica 0A P* 0.8� 1�% 19�5

�80  5 Powys Pension *und UK EU P* 0.8� 7% 1974

�81  21 0ondon Borough of Sutton Pension *und UK EU P* 0.81 28% 1974

�82  1 *ondo para la Estabili^aciʬn Macroeconʬmica :ene^uela 0A SF 0.80 0% 1998

�8�  21 Maldives Monetary Authority Maldives AP CB 0.77 29% 1981

�84  7 Isle of Wight Council Pension *und UK EU P* 0.7� 4% 1974

�85  1 6eserve Bank of Malawi Malawi A* CB 0.7� -1% 19�4

�8�  9 Personalversicherungskasse Obwalden Swit^erland EU P* 0.7� 10% 2011
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�87  4� Eesti Pank Estonia EU CB 0.7� 119% 1919

�88  4 6evenue EUualisation 6eserve *und Kiribati AP SF 0.75 5% 195�

�89  10 Central Bank of 0esotho 0esotho A* CB 0.7� 11% 1980

�90  10 National Insurance Corporation of St. 0ucia E. Caribbean System 0A P* 0.71 9% 1970

�91  19 .ersey Teachers Superannuation *und UK EU P* 0.71 29% 2010

�92  -� Instituto Nicaragʳense de Seguridad Social Nicaragua 0A P* 0.70 -5% 195�

�9�  12 National Savings *und Mauritius A* P* 0.�8 14% 1995

�94  18 Banco Central de Timor-0este Timor-0este AP CB 0.�7 24% 2011

�95  -1 BanUue Centrale du Congo D6 Congo A* CB 0.�7 -4% 1997

�9�  5 National Social Security *und Tan^ania A* P* 0.�� -2% 1997

�97  -1�� E\cess Crude Account Nigeria A* SF 0.�� -7�% 2004

�98  10 Central Bank of Solomon Islands Solomon Islands AP CB 0.�2 10% 1985

�99  4 Banco de Cabo :erde Cape :erde A* CB 0.�1 -2% 1975

700  2� Centrale Bank van Suriname Suriname 0A CB 0.58 �7% 1957

701  10 Central Bank of Seychelles Seychelles A* CB 0.55 1% 1978

702  -�15 *ondo de Estabili^aciʬn de los Ingresos Petroleros Me\ico 0A SF 0.54 -91% 2000

70�  19 Palestine Monetary Authority Palestine ME CB 0.54 20% 1994

704  2 Bank of Guyana Guyana 0A CB 0.5� -10% 19�5

705  9 Saint Christopher and Nevis Social Security Board E. Caribbean System 0A P* 0.52 0% 1977

70�  7 Bank of Sierra 0eone Sierra 0eone A* CB 0.51 -5% 19�4

707  14 Grant Schools Provident *und Hong Kong AP P* 0.49 4% 2000

708  10 Central Bank of 0iberia 0iberia A* CB 0.48 1% 1999

709  11 Punjab Pension *und Pakistan AP P* 0.4� -2% 2008

710  -1 Central Bank of Djibouti Djibouti A* CB 0.45 -18% 1977

711  -4 Central Bank of Swa^iland Swa^iland A* CB 0.44 -24% 1974

712  1� 6eserve Bank of :anuatu :anuatu AP CB 0.42 �% 1981

71�  2 Central Bank of Syria Syria ME CB 0.41 -19% 195�

714  12 Saskatchewan Pension Plan Canada NA P* 0.41 10% 198�

715  14 Algemeen Pensioenfonds Sint Maarten Netherlands EU P* 0.�8 11% 2010

71�  15 0u^erner Gemeindepersonalkasse Swit^erland EU P* 0.�� 10% 19�5

717  11 Banca Centrale della 6epubblica di San Marino San Marino EU CB 0.�4 -�% 2005

718  14 National Insurance Scheme Grenada E. Caribbean System 0A P* 0.�4 5% 198�

719  18 South =orkshire Passenger Transport Pension *und UK EU P* 0.�2 1�% 1974

720  18 Hampshire County 6etirement System US NA P* 0.�2 1�% 1911

721  15 Kantonale :ersicherungskasse Appen^ell Innerrhoden Swit^erland EU P* 0.�2 10% 19�0

722  17 Pensionskasse des Personals der Einwohnergemeinde Kʯni^ Swit^erland EU P* 0.�0 9% 1942

72�  11 *iscal Stability *und Mongolia AP SF 0.�0 0% 2011

724  9 Central Bank of Beli^e Beli^e 0A CB 0.29 -�% 1982

725  2 Banko di Seguro Sosial Curaʡao 0A P* 0.29 -19% 19�0

72�  55 Misr *und Egypt A* SF 0.28 N�A 2019

727  1� Seamen�s Provident *und Organisation India AP P* 0.25 �% 19�4

728  1� Korea Workers� Compensation 
 Welfare Service South Korea AP P* 0.24 �% 197�

729  12 Pensionskasse der Gemeinde Kʳsnacht Swit^erland EU P* 0.24 -�% 2010

7�0  10 Social Security Board Beli^e Beli^e 0A P* 0.24 -8% 1981

7�1  14 Central Bank of Eritrea Eritrea A* CB 0.24 8% 1914

7�2  10 Antigua-Barbuda Social Security *und E. Caribbean System 0A P* 0.24 0% 197�
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�bn
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change

=ear 
est.

7��  17 National 6eserve Bank of Tonga Tonga AP CB 0.2� 14% 1972

7�4  12 Seychelles Pension *und Seychelles A* P* 0.22 8% 1971

7�5  1� Universities Provident *und Sri 0anka AP P* 0.21 5% 1978

7��  12 Turks and Caicos Islands National Insurance Board UK EU P* 0.21 0% 1991

7�7  10 Central Bank of Comoros Comoros A* CB 0.20 -4% 1981

7�8  11 Bank of Sudan Sudan A* CB 0.20 -1% 19�0

7�9  15 Cayman Islands Monetary Authority Cayman Islands 0A CB 0.19 1�% 1997

740  1� Central Bank of Gambia Gambia A* CB 0.19 1�% 1971

741  15 Colpensiones Colombia 0A P* 0.18 14% 2005

742  19 *aletupe Tutotonu o Samoa Samoa AP CB 0.17 29% 1984

74�  10 *onds de 6ʣserves pour Gʣnʣrations *utures EUuatorial Guinea A* SF 0.17 0% 2002

744  -20 6eserve Bank of >imbabwe >imbabwe A* CB 0.09 -70% 195�

745  7 Central Bank of Burundi Burundi A* CB 0.07 -�0% 19�4

74�  1� Agaciro Development *und Rwanda A* SF 0.0� 4% 2012

747  12 *onds National des 6evenus des Hydrocarbures Mauritania A* SF 0.0� 0% 200�

748  8 Banco Nacional de Sʝo Tomʣ e Prʧncipe Sao Tome and Principe A* CB 0.04 -2�% 1975

749  12 Bank of South Sudan South Sudan A* CB 0.0� 0% 2011

750  12 National Stabilisation *und Taiwan AP SF 0.00 2�% 197�
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NOTES ON DATA SOURCES AND TOP 750 ENTRIES

(ata for assets under management are largely sourced from +lobal 4ublic Investors’ oƾ  cial websites, usually based on annual 

reports and fi nancial statements. ;hen no such oƾ  cial data are available, 3MFIF uses reliable sources from the fi nancial 

industry and research community.

Most data are taken as of (ecember 2�1�. In cases where this is not possible, the latest available data are taken. ;here 

fi gures are not recorded in dollars, an average conversion rate between the reporting currency and dollars of the year in which 

the report was published is used.

Total assets are used where possible, however in a small minority of cases net assets, fair value or market value are used.

� Includes reserves managed by China’s State Administration of Foreign )\change

� Includes assets held by the .apanese Ministry of Finance

� Manages the +overnment 4ension Fund +lobal

� Also owns Central ,uiNin Investment, which owns government stakes in maNor Chinese banks. This is estimated to be  

 over ����bn in total assets

� Includes assets held by the Federal Reserve, )\change Stabilisation Fund and Treasury

� +IC manages government reserves

� Temasek manages commercial assets previously owned by +IC and classifi es itself as an investment company

� Fund created through the 2�1� merger of Mubadala (evelopment Company and the Abu (habi Investment Council

� Includes assets held by the ,M Treasury

�� The 4IC is also responsible for investing the assets of the +overnment )mployees 4ension Fund

�� Includes assets of the 0abor 4ension Fund, 0abor Retirement Fund, 0abor Insurance Fund, )mployment Insurance  

 Fund, 3ccupation Incidents 4rotection Fund, Arrear ;age 4ayment Fund, and the 2ational 4ension Insurance Fund

�� Includes all pension funds under the 2orth Carolina State Treasurer 

�� Includes Alberta’s ,eritage Savings Trust Fund

�� Rʣgime de retraite des employʣs du government et des organismes publics 

�� Includes the 2ational Investment Corporation of Ka^akhstan and Unifi ed State 4ension Fund of Ka^akhstan

�� Replaces the 2ational 4ensions Reserves Fund

�� Includes 0and +rant and Severance Ta\ 4ermanent Funds 

�� Includes .udges’ School, State 4atrol, State Cash and County Cash 4lans

�� Includes )RS, TS&, M)RS, S4R&T, .R&T, RI.RFT, and RI (efi ned Contribution 4lan

�� Includes )mployees System, 4olice System and Uniformed System

�� 4reviously named Fondo Strategico Italiano
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NOTE ON METHODOLOGY

The ranking table includes ��� +lobal 4ublic Investors.

All fi gures are in dollars. Throughout the publication Ƅdollar’ refers to the US currency. Figures for the percentage change in assets 
are calculated using year-on-year fi gures where possible, generally between (ecember 2�1�-(ecember 2�1�.

3MFIF adopts a regional classifi cation� Africa �AF, Asia 4acifi c �A4, )urope �)U, 0atin America Caribbean �0A, Middle )ast �M) 
and 2orth America �2A.

Three broad fund classifi cations Ɓ central banks �C&, public pension funds �4F and sovereign funds �SF Ɓ integrate different 
categories of asset managers in an easy-to-assess manner.

3MFIF recognises that not all states are universally recognised as enNoying full political independence or sovereignty. Seven 
central banks, such as South Korea and Israel, from countries not recognised by at least one U2 member, are included. A small 
number of central banks from countries that are recognised are e\cluded as no reliable information is available. 

2ine independent states do not have a fully-functioning central bank that holds their reserves. 2orth Korea’s foreign e\change 
reserves are held by the Foreign Trade &ank.

3f the �� inhabited overseas territories, dependencies or other non self-governing territories, si\ have central banks and monetary 
authorities, fi ve of which are included in the +4I ranking �&ermuda is not included due to lack of data.

Institutions such as pension funds are deemed public if they fulfi l at least one of the following characteristics� they are owned or 
fi nanced by the state� they serve public employees� or they are constituted as public institutions under public law.

Sovereign funds are institutions owned or controlled by the government and are mandated to manage assets transferred by the 
government. These assets are derived from balance of payments surpluses, oƾ  cial foreign currency operations, the proceeds of 
privatisations, fi scal surpluses and receipts resulting from commodity e\ports. Sovereign wealth funds, a smaller grouping within 
this category, are contained in the sovereign fund defi nition.

Sovereign funds generally operate without e\plicit short-term liabilities and a signifi cant share of their investments are in 
international assets. They typically fulfi l some combination of the following roles� stabilisation fund to insulate the budget 
and national economy from Ƅ(utch disease’ and volatile commodity prices� savings fund to share wealth across generations� 
development fund to provide resources for socioeconomic proNects� and reserve investment fund to invest e\cess reserves in 
assets with higher returns.

Some institutions are grouped to reduce double-counting and eliminate doubts about sectoral overlaps. The most notable 
e\amples are� the US, where the term US Monetary Authorities has been used� China, where the holdings of the 4eople’s &ank 
of China include those of the State Administration of Foreign )\change and other associated institutions� .apan, where the 
foreign reserves are owned by both the &ank of .apan and the Ministry of Finance� and the UK, where the Treasury’s )\change 
)qualisation Account owns the &ank of )ngland’s reserves.

ƄUS Monetary Authorities’ represents a combination of US institutions. The Federal Reserve holds some foreign reserves, while the 
)\change Stabili^ation Fund holds the rest along with US stocks of special drawing rights. The general account of the Treasury 
holds the US gold reserves and the International Monetary Fund position. The Federal Reserve &ank of 2ew =ork operates for 
both the Treasury and the Federal 3pen Market Committee and holds the Federal Reserve System’s foreign e\change.

Central bank reserves include foreign e\change, gold, International Monetary Fund position and special drawing right holdings. 
+old valuations are given by the IMF. This does not always match central banks� own valuation of their gold holdings.

Figures for previous years and percentages changes may not correspond directly to those published in earlier editions of Global 
Public Investor. This refl ects revisions to and comparisons between 2�1� data and past years� fi gures, as well as changes to the 
composition of the ��� institutions from year to year because of fl uctuations in asset values.

IMPORTANT NOTE
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INDEX
Institution �+P- Top ��� ranking page number

123
1Malaysia Development Berhad ���� 18�

A
Aargauische Pensionskasse ���� 189
Abu Dhabi Investment Authority �� 18�
Agaciro Development *und ���� 199
AH:-I:-*AK ���� 19�
Ai^kraukles Banka 0atvija ���� 192
Alabama Trust *und ���� 19�
Alameda County Employees’ 6etirement Association ���� 190
Alaska Permanent *und Corporation ���� 185
Alaska 6etirement Management Board ���� 188
Alberta Investment Management Corporation ��� 185
Alberta Pension Services Corporation ���� 192
Alberta Teachers’ 6etirement *und Board ���� 189
Algemeen Pensioenfonds Sint Maarten ���� 198
Andra AP-fonden ���� 18�
Anne Arundel County 6etirement 
 Pension System ���� 195
Antigua-Barbuda Social Security *und ���� 198
Arbejdsmarkedets Till�gspension ��� 184
Ari^ona State 6etirement System ���� 18�
Arkansas 0ocal Police 
 *ire 6etirement System ���� 195
Arkansas Public Employees 6etirement System ���� 190
Arkansas State Highway Employees’ 6etirement System ���� 19�
Arkansas Teachers’ 6etirement System ���� 188
Arlington County Employees’ 6etirement System ���� 194
Asabri ���� 19�
Atlanta General Employees’ Pension *und ���� 19�
Austin City Employees’ 6etirement System ���� 194
Autoridade Monetʛria de Macau ���� 188
Autoriti Monetari Brunei Darussalam ���� 19�
Avon Pension *und ���� 191

B
Baltimore City Employees’ 6etirement System ���� 195
Baltimore City *ire 
 Police Employees’ 6etirement ���� 194
Baltimore County Employees’ 6etirement System ���� 19�
Banca Centrale della 6epubblica di San Marino ���� 198
Banca d’Italia ��� 184
Banca Nȃionalʹ a Moldovei ���� 19�
Banca Nȃionalʹ a 6omʜniei ���� 18�
Banco Central de Bolivia ���� 190
Banco Central de Chile ���� 185
Banco Central de Costa 6ica ���� 191
Banco Central de Honduras ���� 192
Banco Central de la 6epʱblica Dominicana ���� 190
Banco Central de Nicaragua ���� 194
Banco Central de 6eserva de El Salvador ���� 19�
Banco Central de Timor-0este ���� 198
Banco Central de :ene^uela ���� 190
Banco Central del Ecuador ���� 19�

Banco Central del Paraguay ���� 190
Banco Central del Uruguay ���� 188
Banco Central do Brasil ��� 18�
Banco de Cabo :erde ���� 198
Banco de Espaʪa ���� 185
Banco de Guatemala ���� 189
Banco de la 6epublica Colombia ���� 185
Banco de MoʡambiUue ���� 19�
Banco de Portugal ���� 187
Banco de Previsiʬn Social ���� 19�
Banco Nacional de Angola ���� 188
Banco Nacional de Sʝo Tomʣ e Prʧncipe ���� 199
Bangko Sentral ng Pilipinas ��� 185
Bangladesh Bank ���� 18�
Bank Al-Maghrib ���� 187
Bank ˀentrali ta’ Malta ���� 19�
Bank Indonesia ��� 184
Bank Negara Malaysia ��� 184
Bank of Algeria ��� 184
Bank of Botswana ���� 191
Bank of Botswana Pension *und ���� 190
Bank of Canada ��� 184
Bank of Central African States ���� 191
Bank of England ��� 141, 184
Bank of England Pension Scheme ���� 191
Bank of Ghana ���� 191
Bank of Greece ���� 190
Bank of Guyana ���� 198
Bank of Haiti ���� 194
Bank of Israel ��� 184
Bank of .amaica ���� 19�
Bank of .apan �� 18�
Bank of Korea ��� 18�
Bank of Mauritius ���� 191
Bank of Me\ico ��� 184
Bank of Mongolia ���� 19�
Bank of Namibia ���� 194
Bank of Papua New Guinea ���� 194
Bank of Sierra 0eone ���� 198
Bank of South Sudan ���� 199
Bank of Sudan ���� 199
Bank of Thailand ��� 18�
Bank of the 0ao PD6 ���� 197
Bank of Uganda ���� 19�
Bank of >ambia ���� 19�
Banka 5endrore e 6epublikʥs sʥ Kosovʥs ���� 197
Banka Slovenije ���� 197
Bankʥs sʥ ShUipʥrisʥ ���� 192
Banko di Seguro Sosial ���� 198
BanUue Centrale de Madagascar ���� 195
BanUue Centrale de Mauritanie ���� 197
BanUue Centrale de Tunisie ���� 191
BanUue Centrale du Congo ���� 198
BanUue Centrale du 0u\embourg ���� 195
BanUue de *rance ��� 184
BanUue du 0iban ���� 18�
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Bayerische :ersorgungskammer ��� 184
Bedfordshire Pension *und ���� 19�
Bedoin, Thierry 55
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British Columbia Municipal Pension Plan ���� 18�
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Bromley Pension *und ���� 19�
Brunei Investment Agency ���� 18�
Bruno, Claudio �0
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Caisse de pensions du personnel communal ���� 194
Caisse de Prʣvoyance des *onctionnaires de Police et de la 
Prison ���� 195
Caisse de Prʣvoyance du Personnel de l’Etat de *ribourg ���� 192
Caisse des Dʣpʭts et Consignations �France ��� 18�
Caisse des Dʣpʭts et Consignations �Tunisia ���� 194
Caisse Intercommunale de Pensions ���� 19�
Caisse Nationale d’Assurance Pension ���� 195
Cai\a de Previdencia dos *uncionʛrios do Banco do Brasil ���� 18�
Calafell, .avier Gu^mʛn 101
California Public Employees’ 6etirement System ��� 18�
California State Teachers’ 6etirement System ��� 18�
Cambridgeshire 0ocal Government Pension Scheme ���� 192
Canada Pension Plan Investment Board ��� 18�
CAP Prʣvoyance ���� 192
Cardiff and :ale of Glamorgan Pension *und ���� 19�
Cassa Depositi e Prestiti ��� 18�
Cayman Islands Monetary Authority ���� 199

Cayman Islands Public Service Pensions Board ���� 197
CDP EUuity ���� 192
Central Bank of Argentina ���� 185
Central Bank of Armenia ���� 194
Central Bank of A^erbaijan 6epublic ���� 191
Central Bank of Bahrain ���� 194
Central Bank of Barbados ���� 197
Central Bank of Beli^e ���� 198
Central Bank of Burundi ���� 199
Central Bank of Comoros ���� 199
Central Bank of Cuba ���� 189
Central Bank of Cyprus ���� 197
Central Bank of Djibouti ���� 198
Central Bank of Egypt ���� 185
Central Bank of Eritrea ���� 198
Central Bank of Gambia ���� 199
Central Bank of Iran ��� 184
Central Bank of IraU ���� 185
Central Bank of Ireland ���� 191
Central Bank of .ordan ���� 189
Central Bank of Kenya ���� 190
Central Bank of Kuwait ���� 18�
Central Bank of 0esotho ���� 198
Central Bank of 0iberia ���� 198
Central Bank of 0ibya ��� 184
Central Bank of Myanmar ���� 191
Central Bank of Nigeria ���� 18�
Central Bank of Oman ���� 188
Central Bank of Peru ���� 185
Central Bank of Seychelles ���� 198
Central Bank of Solomon Islands ���� 198
Central Bank of Sri 0anka ���� 191
Central Bank of Swa^iland ���� 198
Central Bank of Syria ���� 198
Central Bank of the Bahamas ���� 19�
Central Bank of the 6epublic of China �Taiwan ��� 18�
Central Bank of the 6epublic of Guinea ���� 19�
Central Bank of the 6epublic of Turkey ��� 184
Central Bank of the 6ussian *ederation ��� 18�
Central Bank of the UAE ��� 184
Central Bank of Trinidad 
 Tobago ���� 190
Central Bank of Turkmenistan ���� 187
Central Bank of U^bekistan ���� 187
Central Bank of West African States ���� 188
Central Bank of =emen ���� 192
Central Provident *und ��� 18�
Centrale Bank van Aruba ���� 197
Centrale Bank van Curaʡao en Sint Maarten ���� 195
Centrale Bank van Suriname ���� 198
Centralna Banka Bosne i Hercegovine ���� 191
Centralna Banka Crne Gore ���� 19�
˂eskʛ nʛrodnʧ banka ��� 184
Chalamish, Efraim 4�
Chan, Clara 107
Chen, Shi\in 122
Cheshire Pension *und ���� 191
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Chicago 0aborers’ Annuity 
 Benefit *und ���� 19�
Chicago Policemen’s Annuity 
 Benefit *und ���� 19�
Chicago Transit Authority Employees 6etirement Plan ���� 195
China Investment Corporation �� 15�, 18�
Cincinnati 6etirement System ���� 194
City of 0ondon Corporation Pension *und ���� 19�
City of Milwaukee Employees’ 6etirement System ���� 191
City of Westminster Superannuation *und ���� 195
Civil Service 6etirement System ��� 18�
Clwyd Pension *und ���� 194
Coal Mines Provident *und ���� 189
Colorado *ire 
 Police Pension Association ���� 192
Colorado Public Employees’ 6etirement Association ���� 18�
Colpensiones ���� 199
Comisiʬn Nacional del Sistema de Ahorro para el 6etiro ��� 184
Commonwealth Superannuation Corporation ��� 184
Compenswiss - *onds de compensation A:S ���� 18�
Connecticut 6etirement Plans 
 Trust *unds ���� 18�
Connecticut Teachers’ 6etirement Board ���� 188
Contra Costa County Employees’ 6etirement Association ���� 190
Cook County Annuity 
 Benefit *und ���� 189
Cornwall Pension *und ���� 194
Costa 6ican Social Security *und ���� 194
CP :A0, PK WA0 ���� 192
CPEG Caisse de prʣvoyance de l’Etat de Genʢve ���� 189
CPS Energy Employees’ Pension Trust ���� 195
Croydon Pension Scheme ���� 19�
Cumbria 0ocal Government Pension Scheme ���� 19�
Curnow, Paul 157

D
Da Afghanistan Bank ���� 190
Dallas Employees’ 6etirement *und ���� 192
Dallas Police 
 *ire Pension System ���� 194
Damak, Mohamed 1��
Danmarks Nationalbank ���� 185
De Nederlandsche Bank ���� 18�
Delaware Public Employees’ 6etirement System ���� 189
Demographic 6eserve *und ���� 191
Denver Employees 6etirement Plan ���� 194
Derbyshire County Council Pension *und ���� 191
Desai, Meghnad 10�
Detroit General 6etirement System ���� 195
Detroit Policemen 
 *iremen 6etirement System ���� 19�
Deutsche Bundesbank �44 184
Devon County Council Pension *und ���� 191
District of Columbia 6etirement Board ���� 190
Dorset County Pension *und ���� 192
Dubai World ��� 184
Dumfries and Galloway Council Pension *und ���� 19�
Durham County Council Pension *und ���� 192
Durrani, A^i^ 142
Dyfed Pension *und ���� 19�

E
East Bay Municipal Utility District Pension *und ���� 191

East 6iding Pension *und ���� 191
East Susse\ Pension *und ���� 192
Eastern Caribbean Central Bank ���� 195
Eesti Pank ���� 198
El Paso *iremen 
 Policemen Pension *und ���� 19�
Elderson, *rank 1�9
Emergency Services and State Super ���� 187
Emirates Investment Authority ���� 18�
Employee 6etirement System of Georgia ���� 188
Employees’ Old Age Benefits Institution ���� 195
Employees’ Provident *und ��� 18�
Employees Provident *und �Nepal ���� 19�
Employees Provident *und �Sri 0anka ���� 189
Employees’ Provident *und Organisation ��� 184
Employees’ 6etirement System of 6hode Island ���� 190
Employees’ 6etirement System of Te\as ���� 187
Environment Agency Pension *unds ���� 192
E6A*P ���� 187
Esse\ Pension *und ���� 190
Etroy, Stʣphane 91
European Central Bank ��� 185
E\cess Crude Account ���� 198

F
*airfa\ County Educational Empl. Supplementary 6etirement 
System ���� 194
*airfa\ County 6etirement Systems ���� 190
*aletupe Tutotonu o Samoa ���� 199
*alkirk Pension *und ���� 19�
*an, Shaokai 1�4
*ederal Employees 6etirement System �� 18�
*ife Pension *und ���� 19�
*irst State Super ���� 185
*iscal Stability *und ���� 198
*jʞrde AP-fonden ���� 18�
*ofack, Hippolyte 40
*olketrygdfondet ���� 187
*ondo de Ahorro de Panamʛ ���� 19�
*ondo de Estabili^aciʬn de los Ingresos Petroleros ���� 198
*ondo de Estabili^aciʬn Econʬmica y Social ���� 189
*ondo de Estabili^aciʬnɸ*iscal ���� 191
*ondo de 6eserva de Pensiones ���� 190
*ondo de 6eserva Seguridad Social ���� 190
*ondo para la Estabili^aciʬn Macroeconʬmica ���� 197
*ondo para la 6evoluciʬn Industrial Productiva ���� 19�
*onds de Compensation de la Sʣcuritʣ Sociale ���� 187
*onds de 6ʣserve pour les 6etraites ���� 18�
*onds de 6ʣserves pour Gʣnʣrations *utures ���� 199
*onds de Stabilisation Des 6ecettes Budgʣtaires ���� 19�
*onds Gabonais d’Investissements StratʣgiUues ���� 197
*onds National des 6evenus des Hydrocarbures ���� 199
*onds Souverain d’Investissements StrategiUues ���� 197
*ʯrsta AP-fonden ���� 18�
*ort Worth City Employees’ 6etirement *und ���� 19�
*resno City 6etirement Systems ���� 19�
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