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Global foreign exchange reserves growth has been extraordinary
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More recently, after a setback during 2015-2016, accumulation has
resumed but at a slower pace

12-month accumulated flows USD bn
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Foreign reserve concentration measures % Largest holders in 2018 USD bn
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Currency composition of foreign exchange reserves
% of total allocated reserves at constant end-2010 exchange rates
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Foreign Central Bank holdings of EME sovereign debt
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Chinese financial sector: build-up of leverage

Credit to the private nonfinancial sector (% of GDP)
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ESG Ratings process

Rankings are based on a numerical scoring system

Bestinclassina
given
pre-set score-to-letter rating matrix
if
Each Pillar is organized into underlying themes; Pillar and Theme scores dedvefmm the weighted average of underlying issue scores
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Practical Considerations in Implementing ESG investing.
Three step approach for pension funds and own funds.

+ Add to existing investment policy

+ Set clear and measureable objectives that
are achievable within fixed timeframe

1. Establish an ESG
Investment Policy

«+ PRI Signatory

« ESG Integration

» ESG Due Diligence
+ Reporting

2. Insist on ESG
standards for external
fund managers

: « Negative Screening
3. Determine the next

steps in ESG Investing * Positive Screening

« Green Bonds
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Implementing an ESG policy at the SAA level.
Three possible approaches for reserve managers.

1. Adjust - Adjusting country weights based on ESG rankings
country - Countries with lower ESG rankings get lower exposure
weights - Lack of standards for country ranking makes this approach impractical

- Map ESG indices to standard market-cap indices by regressions
- High correlation between market-cap and ESG indices, no significant alpha

2. Use ESG

benchmarks S . .
- Approach provides limited information to draw strong SAA conclusions

- Using green bonds as a distinct asset class both in asset return calculations and
3. Green in asset class optimization
Bonds - Green bond market is sufficiently large to allow consideration as a separate
class in the SAA
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ESG trends among various institutions.
Results of an informal BIS survey.

Central Banks Intern.atiolnal Asset
Organizations Managers

ESG Investment Policy 73% 33% 88%
Negative Screening 55% 33% 13%
ESG Integration 64% 50% 75%
Shareholder Engagement 36% 33% 50%
PRI Signatory 0% 33% 88%
Green Bonds 91% 67% 0%
Carbon Footprint Measurement 0% 33% 25%
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Green bond investments in current FX reserve portfolios.
Results from BIS survey on reserve management practices.

Considering investment
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