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Reserves and GDP
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Reserves adequacy: Reserves / GDP
Source: IMF, Bloomberg. Calculations and visualisation performed using the BIS Asset Management Asset Allocation Module (BAAM).
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Outline

® Market environment: holding costs vs. currency returns

® BIS Survey on reserves management practices: emerging vs.
advanced economies

® Currency Numeraire: Reserve currency vs. local currency
perspective
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Holding costs
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Notes: Sovereign curve spreads at 3 months maturity of the US and averages across 16 emerging economies (BR, CL, CN, CO, CZ, ID, IN, MX, MY, PH,
PL, RU, TH, TR, TW, ZA) and 13 advanced economies (euro area (AAA) GB, JP,AU,CA,CH, DK, HK, IL, KR, NO, SE, SG). Sources: Bloomberg, BAAM.
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Currency returns
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Notes: Overlapping annual returns are calculated as simple averages across 16 emerging economies (BRL, CLP, CNY, COP, CZK, IDR, INR, MXN, MYR,
PHP, PLN, RUB, THB, TRY, TWD, ZAR) and 13 advanced economies (EUR, GBP, JPY,AUD,CAD,CHF, DKK, HKD, ILS, KRW, NOK, SEK, SGD). Sources:
Bloomberg, BAAM.
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BIS Survey: Investment objectives

Emerging Economies
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Source: BIS Central Bank Survey 2016 which includes responses from 120 central banks to questionnaires sent out in April 2016. For the purpose of
this presentation, 88 central banks were classified as of emerging economies and 32 as of advanced economies.

BANK FOR
INTERNATIONAL
SETTLEMENTS

Restricted




BIS Survey: Numeraire Assumption

Choice of currency numeraire
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Source: BIS Central Bank Survey 2016.
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BIS Survey: SAA Process and Framework

The SAA is performed taking into account:
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None of the above

Source: BIS Central Bank Survey 2016.
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BIS Survey: Tranching

Does your institution tranche its foreign currency reserves?
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Source: BIS Central Bank Survey 2016.
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BIS Survey: Asset allocation
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securities (TIPS) in major reserve in local
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Source: BIS Central Bank Survey 2016.
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BIS Survey: Currency distribution
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Source: BIS Central Bank Survey 2016.
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SAA Framework
and
Currency Numeraire
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SAA Framework and currency numeraire

Reserve currency Local Asset and
perspective currency liability

perspective perspective

Optimization of individual portfolios in Joint Optimization of all currency et CLAEITE ] T B I
: the balance sheet
reserve currency portfolios

Efficient fro.ntier

Efficient fro.ntier

) .y . I
o Volatility of excess return in LCY

Expected return in LCY

Volatility in LCY

Expected excess return in LCY

Minimum return Minimum excess return
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Minimum Risk Allocations

Reserve Currency Perspective
Average

usD EUR GBP JPY m US Treasuries } : . Core s 7%
. ore sovereigns ore Sov. ()
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Notes: Minimum volatility portfolios based on 5-year return projections and Bayesian optimization. Calculations are performed using the BIS Asset Management Asset

Allocation Module (BAAM). N
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Reserve currency vs. local currency perspective

Reserve Currency Local Currency
Currency risk is of special nature and Treated as one risk factor alongside
Currency Risks dealt with differently from other risk other market and credit risks.
factors Diversification effects are recognized.
: Different approaches ranging from Integral part of the analysis as holding
Holding Costs ) : )
ignored to firm target returns costs enter currency return expectations

Specification based on assessment of
the capacity and willingness to accept
financial risks

Capital preservation is a popular risk

Risk-tolerance e
tolerance specification

Low duration; concentration on core

Minimum Risk Allocations
governments

Higher duration; broader diversification

Focus Policy functions Balance sheet considerations
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Summary

While the absolute levels of reserves are very different, EMs
show fairly homogenous reserves adequacy.

EMs continue to face significant holding costs.

® The BIS survey shows for EMs’ a somewhat greater emphasis

on return and different numeraire assumptions (USD
dominating for EMs vs. local currency perspective for AEs)

Despite greater return emphasis, the EMs’ asset allocations
are not very different. In fact EMs hold less equities and
corporate bonds.

Numeraire assumption is a crucial parameter for asset
allocation: Local currency perspective points to higher
exposures to non-traditional assets and higher duration.
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BIS Survey: SAA Process and Framework

The SAA is performed:
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Source: BIS Central Bank Survey 2016.

BANK FOR
INTERNATIONAL
SETTLEMENTS




BIS Survey: SAA Process and Framework

The currency composition is determined:
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Source: BIS Central Bank Survey 2016.
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BIS Survey: External fund management

Proportion of assets outsourced
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Source: BIS Central Bank Survey 2016.
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BIS Survey: Gold

What is the share of gold holdings in your foreign reserves?
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Source: BIS Central Bank Survey 2016.

BANK FOR
INTERNATIONAL
SETTLEMENTS

Restricted




Disclaimer

Copyright © 2017 Bank for International Settlements, Basel, Switzerland

This document is confidential and may not be distributed outside the recipient’s
organisation without express permission of the BIS. It does not constitute a
recommendation or offer by the BIS with respect to any product or service and
recipients should form their own independent judgment with respect to the
information herein.

This document is provided without warranty or liability of any kind. It includes
information that has been obtained from information providers that the BIS believes
to be reliable, but has not independently verified, and that may be subject to change.
Information providers may have copyright or other intellectual property rights in
respect to information they provide. This document may also contain estimates
derived from expected return models, which apply statistical methods and
assumptions, which have limitations. Historical returns are not an indication of future
returns and any stated values are not necessarily indicative of prices at which a
customer may trade. Any examples given are for illustrative purposes only.

Products and services offered by the BIS may change at any time without notice;
please contact the BIS Banking Department for current information.
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