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Glossary 

ADB: Asian Development Bank 

AE: Advanced Economy 

AI: Artificial Intelligence 

AMRO: ASEAN+3 Macroeconomic Research Office 

API: Application Programming Interface 

AREAER: Annual Report on Exchange Arrangements and Exchange Restrictions 

ASEAN: Association of Southeast Asian Nations 

ASEAN+3: ASEAN plus China, Japan, and Korea 

BIS: Bank for International Settlements 

CDIS: Coordinated Direct Investment Survey 

CFM: Capital Flow Management (Measures) 

CPIS: Coordinated Portfolio Investment Survey 

DOTS: Direction of Trade Statistics 

EFI: Economic Freedom Index 

EM: Emerging Market Economy 

EU: European Union 

FDI: Foreign Direct Investment 

FPI: Foreign Portfolio Investment 

FSB: Financial Stability Board 

GDP: Gross Domestic Product 

G‑SIBs: Global Systemically Important Banks 

IFC: International Financial Center 

IMF: International Monetary Fund 

IPF: Integrated Policy Framework 

IPO: Initial Public Offering 

IV: Institutional View (on Capital Flows) 

ROW: Rest of the World 

SAR: Special Administrative Region 

WEO: World Economic Outlook 
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Introduction 

Asia-Pacific has undergone a profound transformation over the past few decades, increasing its share in global 

trade and GDP.1 This paper assesses to what extent Asia-Pacific’s role in global finance has expanded 

commensurately and whether it has become more integrated by systematically analyzing cross-border financial 

data. We combine descriptive analyses of past trends in financial positions with network analysis to understand 

how inter- and intra- regional financial linkages have evolved for economies in the region. We employ a gravity 

model to examine the interaction between trade and financial integration and identify the role of 

macroeconomic and policy variables in driving recent trends.  

We find that Asia-Pacific’s role in global finance still significantly lags its role in global trade. Importantly, while 

the region’s overall financial integration is low—as measured by external assets and liabilities relative to GDP, 

this paper’s primary measure of financial integration—there is considerably heterogeneity within the region. 

Advanced economies (AEs) in the region are well integrated into global financial markets, whereas most 

emerging markets (EMs) exhibit more limited integration.  

Financial integration within the region is also low but diverges significantly by instrument. This points to 

significant potential for further intra-regional integration which could confer possible benefits from enlarged and 

more competitive markets for financial services and more regional diversification and external risk sharing 

(ADB, 2025). Intra-regional financial integration and linkages—in this paper measured through intra-regionally 

held cross-border assets and liabilities relative to regional GDP and network centrality scores—is advancing in 

foreign direct investment (FDI) and cross-border banking (the latter from low levels), but has remained limited 

in foreign portfolio investment (FPI).  A few AEs act as primary recipients and sources of intra-regional FPI, with 

other economies playing a very minor role. In contrast, for FDI and cross border banking, intra-regional 

interlinkages are richer, with more economies engaged in intra-regional flows and multiple economies– 

including international financial centers – emerging as intra-regional intermediaries (henceforth referred to as 

‘regional hubs’).   

Trade and direct investment integration appear to reinforce each other. Gravity model analysis indicates a 

significant association between trade and FDI, but not between trade and FPI or cross-border banking 

liabilities. Thus, stronger regional trade integration would likely yield greater cross-border flows of direct 

investment but not necessarily of other flows such as FPI.  

We conclude with policy considerations to promote resilient financial integration in Asia-Pacific as outlined in 

Alonso and others (forthcoming). As economies reach higher income levels and achieve domestic financial 

market deepening, cross-border financial integration typically deepens. Stronger financial integration can 

deliver benefits by reducing the cost of capital, improving risk management, enhancing efficiency in capital 

markets and other tradeable services, and harnessing economies of scale in regional financial hubs. Increasing 

FDI linkages would also raise prospects for improving productivity through technology transfer and knowledge 

diffusion. However, stronger financial integration can also raise risks by increasing the exposure to global 

shocks and the global financial cycle. Countries could aim to take advantage of the benefits of more financial 

integration in the region while mitigating the risks. 

The remainder of the paper is organized as follows. Section II documents how Asia-Pacific’s financial 

integration compares to its role in global trade and GDP, highlighting key cross‑country and income‑group 

1 “Asia-Pacific” includes 37 IMF member economies in this region. The classification of advanced and emerging economies follows 

that of the IMF’s WEO Groups. 

https://www.imf.org/en/countries/resrep/oap-home/our-region
https://www.imf.org/en/publications/weo/weo-database/2023/april/groups-and-aggregates
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heterogeneity. Section III outlines the data and methodology, including the use of network analysis to 

characterize regional and global financial linkages. Sections IV–VI examine cross‑border integration by 

instrument—foreign direct investment, portfolio investment, and cross‑border banking—combining descriptive 

evidence with network‑based measures to assess the depth and structure of inter‑ and intra‑regional 

connections. Section VII uses a gravity framework to explore the relationship between trade and financial 

positions, and to identify macroeconomic and institutional drivers of cross‑border finance. Section VIII 

concludes. 
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Asia-Pacific is not to Global Finance what it is to 

Global Trade 

While Asia-Pacific’s share in global GDP and trade has risen from less than a quarter in 2001 to a third by 2023, 

the pace of increase in financial integration has been slower, resulting in more limited financial integration 

overall.2 Asia-Pacific’s holdings of external assets and liabilities—based on IMF International Investment Position 

data—were only 21 and 16 percent of the global total in 2023, respectively, both up only modestly from 2001 

(Table 1). Asia-Pacific’s share in global FDI positions has gradually increased from 12 percent in 2009 to 20 

percent in 2023, still below the region’s share in global trade. Asia-Pacific’s share in global FPI positions remained 

flat at around 14 percent since 2010. Asia-Pacific’s share in cross-border banking claims has doubled over the 

past 15 years to a fifth in 2023, though remains well below its share in global GDP and trade. Compared to other 

regions, we show that Asia-Pacific’s overall integration in global finance is relatively low; a finding documented 

in past work (Garcia-Herrero and others, 2008; Borensztein and Loungani, 2011; Ananchotikul and others, 2015, 

Llovet Montanes and Schmukler, 2018).3 Unlike in those analyses, this paper also excludes positions between 

Hong Kong SAR and the Chinese mainland where possible. This approach makes the findings of low financial 

integration even more pronounced, particularly in FDI, where intra-China positions account for 30 percent of Asia-

Pacific’s FDI claims and 24 percent of its FDI liabilities.4  

Table 1. Asia-Pacific's Share in Global Total of Selected Indicators (Percent) 

2001 2009 2019 2023 

Trade 24 29 34 33 

GDP 24 26 34 33 

External Assets and Liabilities 

Liabilities 13 11 16 16 

Assets 17 15 21 21 

By Instrument 

Foreign Direct Investment na 12 16 20 
Foreign Portfolio 

Investment 12 12 14 14 

Cross-Border Bank Lending 17 11 21 19  
Sources: IMF World Economic Outlook, CDIS, CPIS, Bank for International Settlements, and IMF staff calculations. 
Note: Asia-Pacific’s share of global trade and cross-border financial positions are measured in terms of aggregates of 
imports and exports and assets and liabilities, respectively. External assets and liabilities exclude FX reserves. FDI, FPI 
and bank lending exclude positions between the Chinese mainland and Hong Kong SAR. 

2 This chapter is primarily concerned with cross-border financial positions and flows. See also IMF (2025c), for a complementary 

analysis of domestic financial structures in the region and their role in increased capital misallocation and declining investment 

returns. 

3 Kim and Lee (2008) also find that financial integration lagged real integration, using not only quantity-based measures of 

integration (positions and flows) but also price-based measures such as correlation of stock returns and interest rate differentials. 

Using price‑based indicators, Liu (2016) shows that East Asian government bond markets display slow beta-convergence and 

persistently large yield differentials, while Fung, Tam and Yu (2008) find that equity and bond price comovement within Asia-Pacific 

remains weak relative to advanced regions, together indicating low and incomplete financial integration in Asia-Pacific when 

assessed through prices. 

4 Given that these positions are large relative to other positions within the region, removing these linkages also provides a more 

accurate picture of financial integration within the region. These positions are used for the purpose of network analysis but would not 

significantly alter bottom-line results. 
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Figure 1. Asia-Pacific’s Share of Selected Global Indicators: By Income Status 
(Percent of global total) 

Sources: IMF World Economic Outlook, CDIS, CPIS, Bank for International Settlements, and IMF staff calculations. 
Note: Asia-Pacific’s share of global trade and instrument-level positions are measured in terms of aggregates of imports 
and exports and assets and liabilities, respectively. External assets and liabilities exclude FX reserves. FDI, FPI and bank 
lending exclude positions between the Chinese mainland and Hong Kong SAR. 

The evolution of Asia-Pacific’s financial integration varies within the region and specifically across income 

groups, with Advanced Asia-Pacific increasingly well 

integrated and Emerging Asia-Pacific much less so. 

Advanced Asia-Pacific’s share of global GDP and 

trade has decreased since the early 2000s, while its 

share of FDI, FPI, and cross-border banking claims 

has either stayed stable or grown, maintaining levels 

similar to those observed in GDP and trade (left panel 

of Figure 1). By contrast, Emerging Asia-Pacific's 

share of global finance has not matched its rapid 

growth in global GDP and trade (right panel of Figure 

1).5

Advanced Asia-Pacific’s high degree of financial 

integration relative to Emerging Asia-Pacific is also 

reflected in the flows of cross-border assets and 

liabilities. While the stock perspective provides a more 

comprehensive view of financial integration, recent 

flow dynamics confirm that stock measures are not 

distorted by advanced economies’ longer period of 

financial openness. Advanced Asia-Pacific’s average 

annual increase in gross cross-border financial claims 

in the decade up to 2023 (summing up cross-border asset and liabilities for FDI, FPI, and other investment) 

was higher than advanced economies in any other region over the same period, at 22.5 percent of GDP (Figure 

2). EM Asia-Pacific’s average annual increase in financial claims was the lowest of emerging markets in any 

5 Capelle and Pellegrino (2025) also find substantial heterogeneity in the pace and direction of financial opening across the world by 

income level with wealthier countries having become relatively more open to foreign capital inflows, while poorer countries having 

become relatively more open to capital outflows. 
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region over the same period, at 6 percent of GDP, and only slightly higher when the Chinese mainland is 

excluded from the country grouping. Advanced Asia-Pacific is also disproportionately responsible for the 

region’s status as a major net exporter of capital. As measured by region-wide growth in FDI, FPI, and other 

investment claims less liabilities, Asia-Pacific’s net capital exports roughly matched Europe’s in dollar terms in 

the decade ending in 2023, and were about four times the size of its net accumulation of foreign exchange 

reserves. Advanced Asia-Pacific accounted for two-thirds of the region’s net capital exports by this measure.6   

Asia-Pacific economies’ capital has been geographically concentrated and largely flowed to elsewhere in Asia-

Pacific and the Americas. As of 2023, 42 percent of Asia-Pacific economies’ FDI claims were on other Asia-

Pacific economies, while another 40 percent was roughly split between the Americas (mostly the US) and 

offshore financial centers in the Caribbean. Asia-Pacific economies’ cross-border foreign portfolio holdings are 

vis-a-vis the Americas (45 percent), offshore financial centers (18 percent), and other Asia-Pacific economies 

(17 percent). Europe and other EMs have absorbed a relatively smaller share.   

  

Methodological Considerations and a Primer in 

Network Analysis 

Before proceeding in the next sections to unpack the patterns of Asia-Pacific’s financial integration in more 

detail by type of instrument, we briefly discuss here a few methodological choices and provide background on 

network analysis, with an application to trade. 

This paper studies the evolution of financial integration in Asia-Pacific using a number of different data sources: 

(i) Balance of Payments and International Investment Position: Cross-border stocks and flows data aggregated 

by country; (ii) CDIS (Coordinated Direct Investment Survey): Bilateral data on foreign direct investment (FDI) 

positions, available since 2009; (iii) CPIS (Coordinated Portfolio Investment Survey): Bilateral data on foreign 

portfolio investment (FPI) positions, available since 2001, with some gaps in early 2000s (the Chinese 

mainland and India); (iv) DOTS (Direction of Trade Statistics): Bilateral data on imports and exports; (v) BIS 

Locational Banking Statistics: Bilateral data on cross-border banking exposures for select country pairs since 

2005; and (vii) World Economic Outlook: Macroeconomic variables. Cross-border bank lending includes “all 

instruments” as defined in the BIS classification, which is dominated by loans and deposits but also includes 

debt securities and other instruments, some of which may overlap with FPI positions. 

Network analysis offers a powerful lens to examine how economies are structurally connected through global 

trade and finance, and, unlike other approaches, captures both direct and indirect linkages, revealing a broader 

web of interdependencies. The measure of ‘centrality’, captures the importance of an individual economy 

(“node”) in the network of trade or financial flows, not only reflecting the strength and number of direct linkages 

but the extent of connectivity with other key players in the network.7 This captures influence and systemic 

relevance of economies more effectively, making it particularly useful in financial networks where indirect 

    

6 Data in this paragraph is based on balance of payment figures which do not allow for the exclusion of flows between the Chinese 

mainland and Hong Kong SAR. Advanced Asia’s net capital exports however remain strong even if Hong Kong SAR is excluded, as 

the latter accounts for just 15 percent of Advanced Asia’s by this measure of net capital exports for 2014-2023. 

7 The centrality measure used is weighted eigenvector centrality. See Online Annex 2.2 of the IMF 2025 External Sector Report for 

mathematical details.  
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exposures and contagion channels matter.8 For example, a financial center with fewer direct links may still be 

highly central if it connects other major hubs, indicating its potential role in amplifying or absorbing shocks. 

Separate from the centrality score of each individual node in the network, it is also possible to compute a 

‘centralization’ score for the whole network. The centralization of the network captures the extent to which 

transactions in goods or financial instruments are primarily routed through a few key hubs (high centralization) 

or are more evenly spread among economies (low centralization).9  

 

Figure 3. Trade Network in Asia-Pacific 

2001  2023 

 

 

 

Sources: DOTS and IMF staff estimates. 

 

We apply this framework to the trade network, as a comparator for financial networks in the next sections. We 

find strong linkages within the region, but with changing roles for key players (Figure 4). Most notably, the Chinese 

mainland’s centrality in the network expanded sharply in the late 1990s and 2000s consistent with its rapid 

integration into the global economy. The Chinese mainland’s rise is mirrored by a reduction in Japan’s centrality, 

which has become a distant second in relevance in the intra-regional trade network. India and ASEAN countries 

are generally well-integrated, with Vietnam’s centrality rising especially in the 2010s. Hong Kong SAR and 

Singapore are much smaller players in this network than in the financial networks covered next. The trade 

network is not reliant on key hubs, with most economies bilaterally connected with regional counterparts, and 

centralization is low.  

    

8 See Glasserman and Young (2016) for a literature review around applications of network analysis to the modern financial system 

and the links to systemic fragility 

9 The relationship between network structure and financial stability is complex, although generally, while more centralized networks 

can benefit from increased liquidity and economies of scale in large hubs, high reliance on a small number of hubs can increase 

exposure to systemic shocks (see, for example, Allen and Gale, 2000; Nier and others, 2007; Elliott and others, 2014). 
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Figure 4. Eigenvector Centrality in the Trade Network

 

     Sources: DOTS and IMF staff estimates 

 

FDI: Overall FDI Remains Low, However Intra-

Regional Linkages are Growing 

Table 2. Foreign Direct Investment and Foreign Portfolio Investment: Selected 

Measures 

 

 

Source: CDIS, CPIS, WEO, and IMF staff calculations 
Note: Heat map colors indicate percentile value within a given column, with red equivalent to lower percentiles and green 
equivalent to higher percentiles. Asia-Pacific excludes FDI and FPI positions between the Chinese mainland and Hong 
Kong SAR. Growth rates are calculated based on US dollar values. Country groupings are based on IMF area 
department coverage. 
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Aggregate FDI in Asia-Pacific—summing up each country’s inbound and outbound positions—remains 

comparatively low relative to regional GDP. Asia-Pacific’s aggregate FDI positions were just 45 percent of GDP, 

compared to over 100 percent of GDP for Africa, Europe, and the Middle East and North Africa (Table 2, left 

panel).  

Aggregate FDI in Asia-Pacific has nonetheless grown faster than in most regions in the decade ending in 2023 

(Table 2). Notably, while there was a broad slowdown in global FDI post-COVID, Asia-Pacific remained less 

affected (United Nations, 2024). As such, Asia-Pacific’s share in global FDI positions has expanded (Table 1). 

The resiliency of Asia-Pacific’s FDI reflects the rapid growth of the region’s economy, as well as its increasing 

participation in global trade, which is closely associated to FDI as is shown later in this working paper. 

FDI positions between countries in the region are likewise smaller in Asia-Pacific than elsewhere, but are 

expanding. Intra-regional FDI stock amounted to about 8 percent of regional GDP in 2023 (Table 2). While this 

is far below Europe, which is unsurprisingly highly integrated by this intra-regional FDI measure, it is still slightly 

less than that in Africa, the Americas, and slightly above that in the Middle East and Central Asia. Nonetheless, 

intra-regional FDI has continued to grow in Asia-Pacific even as it has contracted relative to GDP in the rest of 

the world. In dollar terms, growth in intra-regional FDI in Asia-Pacific over the last decade has been faster than 

other regions except Africa. 

Figure 5. Country Centrality in the FDI Network 

 

           Sources: CDIS and IMF staff estimates. 

While FDI exposures are not large compared to other regions, network analysis reveals that FDI interconnections 

between regional economies are widespread, without reliance on a single central hub (much like with trade 

connections). This is consistent with findings of stronger links between trade and FDI than between trade and 

other financial instruments, as assessed in our empirical analysis below. While some economies serve the role 

of regional hubs for FDI (e.g., Singapore), other economies are also developing significant intra-regional positions 
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(e.g., India and ASEAN countries).10 Moreover, many smaller economies are bilaterally connected with a large 

number of regional counterparts, and not only with the regional hubs. As a result, centralization in the FDI network 

and trade networks is fairly low relative to that in other financial instruments. Within this decentralized FDI 

network, the Chinese mainland remains the most central node, in part reflecting its rapid growth in investments 

throughout the region.11 Its importance as a source or destination in the Asia-Pacific FDI inter-regional network 

has nevertheless declined slightly over the past 15 years, a decrease likely attributable to a reduction in FDI into 

the Chinese mainland.12   

Figure 6. FDI Network in Asia-Pacific 

2010 

 

 2023 

 

Sources: CDIS and IMF staff estimates. 

 

FPI: Limited Cross-Border Integration 

Asia-Pacific stands out globally for its relatively small stock of foreign portfolio investment relative to GDP. Gross 

FPI claims in Asia-Pacific —summing up each country’s inbound and outbound positions—were 59 percent of 

regional GDP in 2023 while other regions range from 80 to 280 percent of GDP (Table 2).13 Low FPI integration 

is driven in large part by Emerging Asia-Pacific, where many countries have capital controls, macroprudential 

    

10 Singapore and other non-IFC Asian AEs have been the dominant source of intra-regional FDI growth, contributing 22 and 42 

percent, respectively, of the increase between 2014-2023. 

11 For more on China’s outbound FDI into the region, see “China’s Foreign Direct Investment: Inward and Outward” in the 2024 

Selected Issues Paper for China (IMF 2024b). 

12 Regional investment into the Chinese Mainland and Hong Kong SAR dropped sharply between 2014 and 2023, as did the share 

of investment into Asian AEs. 

13 The limited scope of FPI integration in the region has coincided with dynamic growth in markets for capital raising. Equity initial 

public offering (IPO) activity in the region has been booming, with total IPO values reaching nearly 400 billion during 2021-2023, 

accounting for more than 40 percent of global IPO proceeds over the same period, up from only 14 percent in 1990s. Given the 

region’s limited FPI integration, most of those issuances are likely to have been absorbed by domestic investors. 
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regulations, or other measures that aim to limit excessive private external borrowing, in part reflecting the region’s 

adverse experiences with past global market volatility.14 

Equity investment is more prevalent than debt among portfolio positions, both as assets and liabilities for the 

region. Over time, on the asset side, Asia-Pacific’s portfolio investments both globally and within Asia-Pacific, 

experienced a larger increase in equity investments than debt investments, especially after the Global Financial 

Crisis when the total holding of equity investments surpassed debt investments.15 On the liability side, global 

investors seem to hold more Asia-Pacific equities than Asia-Pacific debt securities historically (Shirai and 

Sugandi, 2018). By 2023, the total global holding of Asia-Pacific equity investments is almost twice the total 

holding of Asia-Pacific debt investments. Similarly, the share of non-residents participating in domestic debt 

markets in the region has been declining. While part of this trend is likely explained by narrower interest rate 

differentials in recent years, the persistently low level of portfolio integration suggests that structural factors are 

also at play.  

The FPI that has come to the region is largely from advanced economies and financial centers and has not been 

evenly distributed. Advanced Asia-Pacific economies remain the main destinations of portfolio investments from 

outside Asia-Pacific, even though their share has declined from about 80 percent to 60 percent in the past 20 

years. India and the Chinese mainland became a significant destination of portfolio investments over the past 

decades, but the Chinese mainland’s share has shrunk slightly since the pandemic. ASEAN countries other than 

Singapore saw their share of this FPI increase until the early 2010s, reaching its highest point in 2012, and has 

decreased subsequently. 

Asia-Pacific's intra-regional portfolio positions remain modest at just 5 percent of regional GDP in 2023 and have 

exhibited limited growth (Llovet Montanes and Schmukler, 2018). By comparison, the proportion is sixfold higher 

in the Americas and more than sixteen times higher in Europe, and in both cases has risen rapidly since the 

2000s.  

Figure 7. Eigenvector Centrality in the CPIS Network 

 

                  Sources: CPIS and IMF staff estimates. 

    

14 See AMRO (2022) for measures in ASEAN+3 countries. 

15 As an example of Asia’s declining outbound debt security investment, Asia’s share in the foreign holding of the US treasury 

securities decreased from the peak of above 60 percent in 2005 to below 40 percent in 2024. 
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Network analysis reveals that FPI intra-regional linkages are very limited. Portfolio investment exposures within 

the region are firmly dominated by select AEs, and thus the network is highly centralized (Figure 7 and Figure 8). 

Japan remains by far the largest recipient and source in the network, even though its centrality has declined 

slightly over the past two decades as other regional players emerged. Australia is the second most significant 

economy in terms in intra-regional exposures and its role has been expanding gradually. The exposures of the 

Chinese mainland and India have grown but remain small, and the role of the former appears to have stagnated 

since 2019.  

Figure 8. FPI Network in Asia-Pacific 

2001H2  2023H2 

 

 

 

 

 

Sources: CPIS and IMF staff estimates. 

 

From a low base, Asia-Pacific’s bond markets are showing slightly more intra-regional integration. Asia-Pacific 

countries’ portfolio debt claims are still mostly on countries outside the region, but the share of claims on other 

Asia-Pacific countries has grown from 13 percent in 2012 to 20 percent in 2023. This reflected a notable 

slowing in Asia-Pacific countries’ accumulation of portfolio debt claims on non-Asia-Pacific countries, 

particularly after 2018, led by a drawdown in European bond positions. Likewise, non-regional investors’ share 

of Asia-Pacific’s cross-border debt liabilities dropped slightly from 2013 to 2023, most notably in AEs and 

IFCs.16   

 

  

    

16 These numbers may underestimate the shift, as claims from Western hemisphere IFCs (e.g., Caymans) are often Asian-owned 

shell companies, and their share of total portfolio holdings of Asian debt grew by 7 percentage points. Asian IFCs also saw the 

fastest overall growth in portfolio debt liabilities in the region, rising to 25 percent of the regional total. 
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Box 1. Asia-Pacific’s Financial Centers and Challenges for Capital Flow 

Surveillance 

Hong Kong SAR and Singapore, Asia’s International 

Financial Centers (IFCs), play an increasingly 

important role in the region’s financial integration of 

the region, particularly in FDI. Asia-Pacific’s IFCs 

have accounted for more than half of total growth in 

inbound and outbound FDI positions from 2013-

2023. Their share of FPI position growth over the 

same period was around 20 percent. 

As noted in Coppola and others (2021) and 

Daamgard (2019), IFCs can pose complications for 

capital flow surveillance and assessments of 

financial integration. Specifically, IFCs’ financial 

intermediation function can obscure the true source 

and destination of capital flows in standard data, 

overstate linkages to real economic activity (in the 

case of FDI into shell companies), and in some 

cases, the nature of the financial claim (e.g. when an 

international company issues bonds in an IFC but 

repatriates the funds through an FDI transaction). 

While this paper uncovers evidence of the salience 

of these data issues for Asia-Pacific’s case, it leaves 

deeper exploration to future analysis. 

The increasing prevalence of the IFCs in the 

region—and the ubiquity of holding companies and funds in that network—points to growing potential for data 

gaps that complicate assessments of financial integration and links between financial and real activity. The 

majority of FDI investments into IFCs represent financial investments into holding companies or funds, which 

may not be directly linked to real economic activity in that region (e.g. if it redirects Malaysian capital to Europe 

via a private equity structure) or at all (e.g. if it establishes ownership links between networks of special 

purpose entities) (Daamgard, 2019). In Hong Kong SAR, over two-thirds of outbound and inbound FDI 

positions are investment and holding companies. In Singapore, investment and holding companies make up 

50 and 62 percent of outbound and inbound FDI positions, respectively, but have grown rapidly, with most of 

its net growth in FDI from 2020 to 2023 into investment and holding companies. 

Box Figure: Increase in Asia-Pacific’s FDI and FPI 
stock by selected investment pairs, for 2013-2018 
and 2018-2023 (In billions of US dollars) 

Source: CDIS, CPIS, and IMF staff calculations. 

Note: Data shown captures five-year change in aggregated 

inbound and outbound investment positions of Asia-Pacific 

countries. Data for Hong Kong SAR and Singapore show 

aggregated inbound and outbound positions for each 

economy. Positions between Hong Kong SAR and Singapore 

are apportioned evenly to the two economies. Positions 

between the Chinese mainland and Hong Kong SAR are 

excluded from the data. 
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Cross-Border Banking: Strong Global Links for 

AEs, Growing Regional Integration for EMs 

In this section, we explore changes in cross-border banking using BIS Locational Banking Statistics. We find that 

certain Asia-Pacific advanced economies are now prominent hubs for international banking, significantly 

influencing activities both within Asia-Pacific and globally. Meanwhile, in Asia-Pacific emerging markets, domestic 

banks still drive economic growth through lending, with cross-border lending playing a less significant role. While 

overall integration may be limited, there are several large Asia-Pacific banks with global presence. In particular, 

eight of the 29 Global Systemically Important Banks in 2024 are headquartered in Asia-Pacific, including five in 

China and three in Japan (BIS, 2024). 

Asia-Pacific AEs have deepened their global cross-border banking integration over the last 20 years. Cross-

border bank lending (stocks) to AEs in Asia-Pacific from outside the region has risen steadily from under 15 

percent of borrower GDP in 2005 to over 30 percent by 2024, strongly outpacing economic growth; in nominal 

terms, amounts have nearly tripled over the same period (left panel of Figure 9). Asia-Pacific AEs have also 

become major sources of cross-border bank lending to other regions, with inter-regional claims increasing from 

under 2.3 percent of outside borrowers’ GDP in 2005 to nearly 3.5 percent by 2024 (left panel of Figure 10). As 

of 2024, Asia-Pacific AEs had lent 2.6 trillion dollars to other regions. During the last two decades, lending from 

Asia-Pacific AEs to the United States grew the most, followed by lending to other advanced economies outside 

the region, while lending to the European Union and the United Kingdom increased moderately. Although lending 

from Asia-Pacific AEs to emerging markets outside the region recorded a higher growth rate than lending to 

advanced economies outside the region, the level remains very low relative to other regions. Among Asia-Pacific 

AEs, Japan and Hong Kong SAR are the largest hubs for inter-regional cross-border bank claims. 

Figure 9. Bank Lending to Asia-Pacific from Outside Asia-Pacific 

Sources: BIS Banking Locational Statistics and IMF staff calculations. 
Note: Bars denote the nominal value of claims received by each category in millions of U.S. dollars (left-hand y-axis); Lines 
denote the total claims on each group as a percentage of borrowers’ GDP.  
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Figure 10. Banking Lending to Outside Asia-Pacific from Asia-Pacific 

Sources: BIS Banking Locational Statistics and IMF staff calculations. 
Note: Bars denote the nominal value of claims received by each category in millions of U.S. dollars (left-hand y-axis); Lines 
denote the total claims from each group as a percentage of borrowers’ GDP.  

EMs in Asia-Pacific are much less integrated into global cross-border banking networks. Cross-border bank 

lending to Asia-Pacific EMs from outside the region is much lower than that for Asia-Pacific AEs in percent of 

borrower GDP (right panel of Figure 9). It has not kept up with the region’s rapid GDP growth, declining to just 

under 3 percent by 2024, a tenth of the level for AEs. In nominal terms, lending to Asia-Pacific EMs has risen 

from 0.2 trillion dollars in 2005 to 0.6 trillion in 2024. Among EMs, the Chinese mainland is the largest recipient 

of inter-regional cross-border lending, while the UK and Europe remain key sources of funding. Over the past 

two decades, Asia-Pacific EMs’ lending to outside the region recorded a higher growth rate than that of Asia-

Pacific AEs, though from a much lower base; it increased from approximate 0.3 percent of outside borrowers’ 

GDP in 2005 to nearly 0.7 percent by 2024 (right panel of Figure 10). Lending to the United States and to other 

AEs outside the region experienced higher growth, followed by those to the UK and the European Union. 

Compared with the other country groups, EMs from outside the region received very little lending from Asia-

Pacific EMs.  

Intra-regional cross-border bank lending is becoming increasingly important for AEs, especially as borrowers. 

For Asia-Pacific AEs, borrowing from within the region nearly tripled as a percent of borrower GDP between 2005 

to 2024, reaching 24 percent of GDP in 2024, although it remains lower than borrowing from outside the region 

(left panel of Figure 11).  However, in terms of the percentage of borrowers’ GDP, lending from Asia-Pacific AEs 

to Asia-Pacific economies plateaued (left panel of Figure 12). Lending from Asia-Pacific AEs to the Chinese 

mainland, Hong Kong SAR and ASEAN (excluding Singapore) grew rapidly between 2010 and 2015, but growth 

markedly slowed thereafter.  

Intra-regional cross-border bank lending is also becoming increasingly important for EMs, especially as lenders, 

albeit from a low base. For Asia-Pacific EMs, intra-regional borrowing has also grown substantially in nominal 

terms over the same period, broadly keeping pace with borrower GDP growth (right panel of Figure 11). However, 
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intra-regional cross border borrowing by EMs remains low overall. It has fluctuated around 2 percent of borrower 

GDP. In contrast to the plateaued lending from Asia-Pacific AEs to Asia-Pacific economies, lending from Asia-

Pacific EMs to the region has been growing rapidly, with claims increasing from approximate 0.4 percent of 

borrowers’ GDP in 2005 to more than 2.1 percent by 2024 (right panel of Figure 12). Notably, significant increase 

occurred between 2015 and 2020, mostly driven by lending to other advanced economies in the region, while 

lending to Japan and ASEAN also rose significantly. 

Figure 11. Bank Lending to Asia-Pacific from within Asia-Pacific (Borrowers’ 

Perspective) 

Sources: BIS Banking Locational Statistics and IMF staff calculations. 
Note: Bars denote the nominal value of claims received by each category in millions of U.S. dollars (left-hand y-axis); Lines 
denote the percentage of claims in borrowers’ GDP. The claim nexus between the Chinese mainland and Hong Kong SAR 
has been excluded.  



IMF WORKING PAPERS The Changing Landscape of Financial Integration in Asia-Pacific 

INTERNATIONAL MONETARY FUND 19 

Figure 12. Bank Lending to Asia-Pacific from within Asia-Pacific (Lenders’ 

Perspective) 

Sources: BIS Banking Locational Statistics and IMF staff calculations. 
Note: Bars denote the nominal value of claims in millions of U.S. dollars (left-hand y-axis); Lines denote the percentage of 

claims in borrowers’ GDP. The claim nexus between the Chinese mainland and Hong Kong SAR has been excluded.  

The intra-regional cross-border banking network is becoming less centralized. While cross-border banking within 

Asia-Pacific used to be dominated by a few economies, it has been marked by the emergence and growth of 

additional regional hubs in the last two decades, which have chipped away at the role of the most dominant 

economies (Figure 13). Hong Kong SAR has overtaken Japan and Singapore in relative importance as the 

primary regional hub. Japan remains a key source of cross-border bank lending, and maintains strong global 

connections, but its relative regional relevance has declined as other centers emerged. Singapore has remained 

steady as another key banking hub in the region, while Australia’s growing importance in the network partly 

reflects connections with Pacific economies. The Chinese mainland’s presence within the regional banking 

network has also grown in significance. The banking network has become less centralized over time as more 

regional hubs have grown in significance, although does not exhibit the same level of integration as trade and 

FDI networks, which also see many more substantive bilateral connections between smaller players (Figure 14). 



IMF WORKING PAPERS The Changing Landscape of Financial Integration in Asia-Pacific 

INTERNATIONAL MONETARY FUND 20 

Figure 13. Eigenvector Centrality in the Bank Lending Network 

    Sources: BIS Banking Locational Statistics and IMF staff estimates. 

Figure 14. Cross-Border Bank Lending Network in Asia-Pacific 

2005 2024 

  Sources: BIS Banking Locational Statistics and IMF staff estimates. 
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Box 2. Trade and Financial Networks: Properties Compared 

This box delves deeper into two additional network properties. Centralization is a network-level measure of 

how unevenly centrality is distributed across nodes; high centralization means the network is organized 

around one or a few hubs (star-like), while low centralization means centrality is more evenly spread. 

Assortativity describes whether nodes tend to connect to similar nodes; high assortativity means that high 

centrality nodes (hubs) have the strongest connections with other high centrality nodes (and likewise for low 

centrality (peripheral) nodes) while low assortativity means that the strongest connections are between high 

and low centrality nodes.  

Despite the long timeframes, overall changes in the assortativity and centralization of the four networks we 

study in this paper have been small. Dispersion can be observed primarily along the centralization 

dimension, with the portfolio network the most and FDI and trade the least centralized, confirming results 

from visual inspection earlier in the paper. In terms of dynamics, the bank lending network stands out as 

having become somewhat less centralized over time while the degree of centralization in the other networks 

has changed little. In the assortativity dimension, one observation is that all four networks have increased in 

assortativity over time, suggesting that connections between hubs and periphery countries have become 

weaker relative to hub-hub and periphery-periphery connections. However, keeping in mind that assortativity 

ranges from -1 to 1, the overall movements are still small in magnitude. 

Box Figure: Asia-Pacific Trade and Financial Network Properties 

Sources: CDIS, CPIS, DOTS, BIS Banking Locational Statistics and IMF staff estimates. 
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Understanding Financial Positions: A Gravity 

Model 
In this section, we investigate the relationship between trade and financial linkages using a gravity model. 

Beyond trade, we also look at the role of other drivers for cross-border financial positions. The goal of this 

analysis is to gain a better understanding of what determines the financial linkages between countries that have 

been fleshed out in the other sections of this paper. Looking ahead, given the ongoing restructuring of global 

trade and supply chains, a relevant question in this regard is whether changes in trade patterns could portend 

changes in asset allocation. 

 

Empirical Methodology 

We construct a cross-country bilateral financial positions and trade database using the CDIS, CPIS, BIS 

Locational Banking Statistics, and DOTS and proceed in two steps. First, we build a gravity model for financial 

positions with trade flows as explanatory variable while controlling for other static and time-varying factors 

through multiple types of fixed effects. Second, we regress the fixed effects obtained in the first stage on 

various macroeconomic and policy variables to explore how economic and institutional factors correlate with 

cross-border financial positions.17 

 

Gravity models are considered workhorse tools for examining bilateral economic interactions such as trade, 

investment, migration, and cross-border financial linkages (Yotov et al., 2016). The underlying logic is 

analogous to Newton’s law of gravitation: the intensity of interaction between two countries tends to rise with 

their economic size (GDP) and tends to decline with greater geographic or economic separation. Although the 

model was initially conceived to explain trade flows, the literature has shown that it is equally effective in 

accounting for cross-border financial transactions (Portes and Rey, 2005; Okawa and van Wincoop, 2012).  

 

Recent research has applied the model to analyze how geoeconomic fragmentation shape global trade and 

finance, including contributions by Gopinath et al. (2024) and Catalan et al. (2024). In this same spirit, and in 

contrast to the canonical trade-gravity model which models trade as the dependent variable, we include trade 

flows as an explanatory variable for financial positions in the following specification: 

𝑋𝑖𝑗,𝑡 = 𝑒𝑥𝑝 [∑𝛽𝑘𝑙𝑜𝑔(𝑇𝑟𝑎𝑑𝑒𝑖𝑗,𝑡−𝑘)

2

𝑘=0

+ 𝜇𝑖,𝑡 + 𝛿𝑗,𝑡 + 𝜑𝑖,𝑗] + 𝜀𝑖𝑗,𝑡 (1) 

where, 𝑋𝑖𝑗,𝑡 are the levels of different bilateral financial positions of origin country 𝑖 on destination country 𝑗, 

including outward FDI, portfolio assets (debt, equity, and total) and outward bank lending.18 

∑ 𝑙𝑜𝑔(𝑇𝑟𝑎𝑑𝑒)𝑖𝑗,𝑡−𝑘 
2
𝑘=0  denotes the contemporaneous, one-period lagged, and two-period lagged log trade, 

where trade is measured as the sum of imports and exports between countries 𝑖 and 𝑗. Therefore ∑ 𝛽𝑘
2
𝑘=0  

measures the correlation between trade flows and financial positions. As recommended by Yotov et al. (2016), 

    

17 A version of the results in this section was published in IMF (2025a). 

18 As a robustness exercise, we also estimate the more traditional, reverse, specification with trade as the dependent and financial 

positions as the independent variables. Standard factors such as distance, contiguity, common language, and colonial ties show 

signs and magnitudes consistent with typical values found in the literature (Yotov et al., 2016), validating the dataset and estimator. 

The key result of this part of the paper, the robust link between trade and FDI but not between trade and other financial positions, 

also emerges in this reverse specification. 
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we include country-time fixed effects of both origin country 𝑖 and destination country 𝑗 (𝜇𝑖,𝑡 and 𝛿𝑗,𝑡) to absorb all 

the domestic factors specific to each country at each point in time and common across its counterparts, such 

as economic growth, interest rates, policy mix, and country risk. We also include asymmetric country–pair fixed 

effects (𝜑𝑖,𝑗) to capture all time-invariant bilateral factors between the two countries, such as distance, 

contiguity, common language, and colonial ties, while allowing for asymmetries in how these factors affect 

financial positions. Thus, our “fully saturated” specification captures the effect of trade on financial positions 

after accounting for a very rich set of other factors. We estimate (1) using the Poison Pseudo-Maximum 

Likelihood estimator for unbalanced panels and cluster standard errors at the country-pair level (Correia et al., 

2020).  

In the second step, we regress the fixed effects estimated in (1) on macroeconomic and policy variables to 

understand the role of other factors on financial positions. In particular, we regress the country-time fixed 

effects of origin country (𝜇𝑖,𝑡) and destination country (𝛿𝑗,𝑡) on their domestic macroeconomic conditions and 

institutional metrics:     

𝜇𝑖,𝑡 = Β𝑜𝑀𝑎𝑐𝑟𝑜_𝑜𝑟𝑖𝑖,𝑡 + Γ𝑜𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙_𝑜𝑟𝑖𝑖,𝑡 + 𝜁𝑖 + 𝜅𝑡 + 𝜐𝑖,𝑡 (2) 

𝛿𝑗,𝑡 = Β𝑑𝑀𝑎𝑐𝑟𝑜_𝑑𝑒𝑠𝑗,𝑡 + Γ𝑑𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙_𝑑𝑒𝑠𝑗,𝑡 + 𝜂𝑗 + 𝜅𝑡 + 𝜏𝑗,𝑡 (3) 

In equation (2), 𝑀𝑎𝑐𝑟𝑜_𝑜𝑟𝑖𝑖,𝑡 represents a series of domestic macroeconomic variables in the origin country, 

including log real GDP, real short-term interest rate, fiscal balance measured as percentage of GDP, and current 

account balance measured as percentage of GDP, and Β𝑜 represents their coefficient vector. 𝐼𝑛𝑠𝑡𝑖𝑡𝑢𝑡𝑖𝑜𝑛𝑎𝑙_𝑜𝑟𝑖𝑖,𝑡 

denotes a series of institutional variables in the origin country, including financial development as measured by 

the Global Financial Development Database of the World Bank (Sahay et al., 2015), capital flow controls as 

measured by category “XI. Capital Transactions” in the IMF’s AREAER database (IMF, 2024), and economic 

freedom in government and money as measured by the Fraser Institute’s Economic Freedom Index (Gwartney 

et al., 2023). Γ𝑜 represents their coefficient vector. In addition, 𝜁𝑖 includes country fixed effects to capture static 

country characteristics and 𝜅𝑡 controls for global time trends through year fixed effects. Equation (3) is the mirror 

of equation (2), examining the domestic factors influencing the financial positions in the destination country.  

We set a high standard for significance of these drivers by clustering at the country-of-origin and country-of-

destination, respectively. This modeling choice allows for arbitrary correlation of shocks across counterparts and 

over time. We prefer this conservative approach, even when it comes at the expense of larger standard errors 

and lower statistical power and significance.19  

First-Stage Results: The Link Between Trade and Financial Positions 

We document a strong link between trade and FDI, but not with other financial instruments. Figure 15 presents 

the results obtained by estimating (1), where the bars show the sum of the coefficients of the contemporaneous, 

one-period lag and two-period lag trade for different financial instruments. The lines indicate 95 percent 

confidence intervals. Trade flows are significantly positively correlated with the outward FDI position. A one 

percent increase in trade flows between the origin and destination country is associated with an increase in the 

stock of outward FDI of 0.14 percent. Meanwhile, the results also show that trade flows are not significantly 

associated with all other financial positions. A one percent increase in trade is associated with higher cross-

19 For reference, if we had chosen to estimate robust standard errors, rather than clustering at the country-of-origin/country-of-

destination level, almost all the coefficients would have been significant. 
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border bank lending by 0.05 percent, but the result is not statistically significant. The coefficients are smaller and 

not statistically significant for portfolio investments. Thus, while stronger trade and FDI links are mutually 

reinforcing, there is no clear relationship between trade and portfolio investments or bank lending.20 Trade 

integration may facilitate direct investment (or vice versa), but this does not necessarily translate into broader 

financial integration.21 

Figure 15. Effects of Trade on Financial Positions 

 Sources: CDIS, CPIS, DOTS, BIS Banking Locational Statistics and IMF staff estimates. 
 Note: Bars represent the estimated coefficients, and lines represent the 95% confidence interval based on 
standard errors clustered at the country-pair level. 

Second-stage Results: Domestic Drivers of Financial Positions 

We then examine the relationship between financial positions and other factors absorbed in the gravity model 

using a second-stage regression. Table 3 and Table 4 report the results of estimating equations (2) and (3), 

respectively. In both tables, the first four rows capture the correlations between financial positions and domestic 

macroeconomic factors, while the following rows capture the correlation with institutional factors, including 

financial development, capital controls, and economic freedom in two areas. The dependent variables in both 

cases are the financial positions of the origin country in the destination country.  

20 In results not shown, we estimated the gravity equation including bilateral investment treaties (BITs) as captured by the 

Geopolitical Distance database from Pellegrino and others (2025). We still estimated a strong link between FDI and trade and a 

smaller and insignificant link with other financial instruments. However, the sample size declined substantially. So, we decided 

against including BITs as a control in our baseline specification. 

21 We do not claim a particular direction of causality between trade and FDI from our results. FDI may cause trade if a foreign firm 

sets up its own retail and servicing operations in a destination country ahead of scaling up its exports. Trade may alternatively cause 

FDI if growing exports to a destination market warrant shifting some part of the production process there. Either way, FDI and trade 

appear strongly and positively interlinked. 

https://www.geopoliticaldistance.org/links
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Economic size strongly correlates with financial positions. The log real GDP in both the origin and destination 

countries are significantly and positively associated with bilateral financial positions except bank lending for the 

origin country. That is consistent with the intuition that more developed economies tend to be more financially 

integrated with other economies, accumulating stronger cross-border positions. This is consistent with Corbacho 

and Peiris (2018).  

Real short-term rates are positively correlated with cross-border financial positions both in the origin and 

destination economies, although some of the relationships are not statistically significant. In the destination 

economy, it is intuitive that higher domestic real interest rates enhance the expected returns on their financial 

assets, and so leads to higher cross-border inflows. The result is less intuitive for the origin economy. However, 

it may reflect that higher domestic real interest rates raise the incentive for saving in the origin economy, leading 

to higher accumulation of assets both domestically and internationally. 

We do not find strong statistical significance for current account balances, but the signs are intuitive. Greater 

past current account surpluses typically correlate with larger financial positions in source countries and smaller 

financial positions in recipient countries, which is consistent with their balancing role wherein changes in the 

current account reflect changes in net foreign assets. However, the statistical significance is weak for most 

categories, except for FDI and equity. Thus, the results suggest that past current account deficits are associated 

with accumulated foreign liabilities, particularly significant FDI inward positions. 

Fiscal deficits predict the stock of inward liabilities in portfolio debt. Higher fiscal surplus in the destination country 

is significantly associated with smaller inward bank lending, reflecting stronger public finances reducing the need 

for foreign financing of government borrowing. For the origin country, higher fiscal surplus is associated with 

lower financial positions overseas, although the relationship is not statistically significant. Given that we are 

already controlling for the current account balance, a higher fiscal surplus would imply lower private savings net 

of investment, and so, less resources to invest financially abroad.  

Financial development affects FPI and cross-border banking positions, but not so much FDI. Stronger financial 

development in the origin country is associated with larger outward cross-border financial positions across all 

asset classes, particularly significant for FPI in portfolio equity and bank lending. In contrast, stronger financial 

development in the destination country is only significantly associated with larger inward bank lending position, 

but not for inward FDI and FPI in equity, which appear driven more by real-economy fundamentals and 

investment regimes than by domestic financial development. 

Capital flow management remains relatively tight in the Asia-Pacific region with mixed effects in financial positions. 

The composite index of capital flows management measures (CFMs) (IMF, 2024) shows that while the region 

has eased CFMs since 2000, it remains one of the most restrictive regions (second only to sub-Saharan Africa). 

Significant controls remain on liquidation of direct investment, real estate transactions, and personal capital 

transactions. Capital flow freedom, defined as fewer controls, in both the origin and destination countries is 

positively associated with bilateral cross-border financial positions except for bilateral FDI, although all the 

relationships are not statistically significant at 10 percent, except for FPI and equity FPI in the origin country. This 

pattern is consistent with the intuition that fewer restrictions on cross-border transactions tend to be associated 

with larger FPI positions. The relationship between capital flow freedom and bilateral FDI is negative, likely 

because FDI is more strongly driven by other long-horizon fundamentals. 

Other institutional factors also play a key role in determining financial positions. We consider economic freedom 

in government and money as measured by the Fraser Institute’s Economic Freedom Index. For both indices, 

greater values indicate the economy is more economically free in the corresponding sphere.  
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A smaller government in the destination country is positively associated with all the inward financial positions but 

equity, reflecting the attractiveness for foreign investors of an institutional environment with a smaller state 

footprint, although the relationships are not statistically significant at 10 percent confidence. A smaller 

government in the origin country is also associated with larger outward portfolio and equity positions, suggesting 

that a more liberal institutional environment facilitating cross-border financial allocation, but again the correlation 

is not significant.  

Sounder money in the origin country is significantly associated with greater outward FPI in portfolio, reflecting 

greater domestic price stability and fewer restrictions on holding and transacting in foreign currency, which 

facilitate overseas portfolio diversification.22 In the destination country, the relationships between soundness of 

money and inward positions are mixed and insignificant. 

Table 3. Origin-Country Domestic Factors Influencing Financial Positions 

Independent 

Variables 

(1) 

FDI 

from origin 

to 

destination 

(2) 

Assets: Portfolio 

from origin to 

destination 

(3) 

Assets: Debt 

from origin to 

destination 

(4) 

Assets: Equity 

from origin to 

destination 

(5) 

Bank Lending 

from origin to 

destination 

Ln Real GDP 
0.580** 1.208*** 0.862** 1.622*** 0.117 

(0.284) (0.397) (0.379) (0.383) (0.189) 

Real Short-term 

Interest Rate 

0.001 0.008*** 0.008*** 0.006** 0.003*** 

(0.001) (0.002) (0.002) (0.003) (0.001) 

Current Account 

(% GDP) 

0.004 0.008 0.003 0.007 0.003 

(0.004) (0.006) (0.006) (0.008) (0.004) 

Fiscal Budget  

(% GDP) 

-0.005 -0.002 -0.004 -0.001 -0.007

(0.005) (0.007) (0.008) (0.008) (0.006) 

Financial 

Development 

Index 

0.212 1.623*** 0.721 2.332** 1.420** 

(0.503) (0.585) (0.597) (0.880) (0.623) 

Capital Flow 

Freedom  

-0.098 0.295* 0.157 0.597* 0.122 

(0.181) (0.168) (0.149) (0.323) (0.222) 

EFI: Size of 

Government 

0.027 0.083 -0.019 0.105 -0.078**

(0.058) (0.110) (0.120) (0.100) (0.034)

EFI: Soundness of 

Money 

0.008 0.099** 0.089 0.128* 0.022

(0.037) (0.048) (0.060) (0.072) (0.024)

Country fixed 

effect 

Y Y Y Y Y 

Year fixed effect Y Y Y Y Y 

R2 0.983 0.977 0.968 0.972 0.973 
Observations 78,033 103,574 88,699 78,728 96,244 

22 Sound money refers to the extent to which a country’s monetary system preserves the purchasing power of money and provides a 

stable unit of account for economic transactions. In the Fraser Institute’s Economic Freedom of the World index, the Sound 

Money component aims to capture the degree to which inflation and monetary instability undermine property rights and 

individuals’ ability to plan for the future. It is constructed from four indicators: (i) money growth, (ii) the standard deviation of 

inflation, (iii) the inflation rate in the most recent year, and (iv) the freedom to hold foreign-currency bank accounts domestically 

and abroad. Higher scores indicate lower and more stable inflation, disciplined monetary expansion, and fewer restrictions on 

currency substitution. 
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Note: Standard errors clustered by origin country are shown in parentheses. * p<0.10, ** p<0.05, *** p<0.01. 

 
 

 
 

Table 4. Destination-Country Domestic Factors Influencing Financial Positions 

Independent 

Variables 

(1) 

FDI 

from origin 

to 

destination 

(2) 

Assets: Portfolio 

from origin to 

destination 

(3) 

Assets: Debt 

from origin to 

destination 

(4) 

Assets: Equity 

from origin to 

destination 

(5) 

Bank Lending 

from origin to 

destination 

Ln Real GDP 
0.965*** 1.879*** 2.379*** 1.212*** 0.684*** 

(0.283) (0.339) (0.420) (0.296) (0.202) 

Real Short-term 

Interest Rate 

0.004 0.007** 0.012* 0.003 0.002 

(0.003) (0.004) (0.006) (0.003) (0.002) 

Current Account 

(% GDP) 

-0.005** -0.011 -0.008 -0.012* -0.005 

(0.003) (0.007) (0.009) (0.007) (0.004) 

Fiscal Budget  

(% GDP) 

0.003 -0.010 -0.015 0.003 -0.011* 

(0.004) (0.009) (0.013) (0.008) (0.006) 

Financial 

Development 

Index 

-0.402 0.440 1.428 -0.255 1.666*** 

(0.543) (0.691) (0.886) (0.570) (0.580) 

Capital Flow 

Freedom  

-0.082 0.174 0.013 0.332 0.159 

(0.127) (0.195) (0.315) (0.204) (0.159) 

EFI: Size of 

Government 

0.039 0.121 0.183 -0.014 0.024 

(0.045) (0.089) (0.125) (0.083) (0.044) 

EFI: Soundness of 

Money 

-0.008 -0.001 -0.044 0.025 0.009 

(0.027) (0.051) (0.059) (0.039) (0.029) 

Country fixed 

effect 

Y Y Y Y Y 

Year fixed effect Y Y Y Y Y 

R2 0.966 0.946 0.916 0.944 0.969 
Observations 71,258 80,441 71,073 65,924 99,366 

 
Note: Standard errors clustered by destination country are shown in parentheses. * p<0.10, ** p<0.05, *** p<0.01.  
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Conclusions 

Asia-Pacific does not hold the same position in global finance as it does in international trade. Although the 

region's share of global financial flows and foreign direct investment is growing—particularly intra-regionally—

its participation in portfolio investments and cross-border bank lending remains comparatively limited. While 

AEs in Asia-Pacific are strongly integrated with global financial markets, Asia-Pacific EMs continue to lag peers 

in other regions. While our analysis does not directly assess the factors behind this trend, we do find evidence 

that Asia-Pacific’s trade-oriented growth models appear more conducive to FDI integration, rather than 

integration of portfolio investment or bank flows. As Asia-Pacific continues to grow and its financial markets 

continue to develop, we expect to see stronger cross-border financial position accumulate, as has already been 

the case for the region’s AEs.   

Indeed, stronger financial integration can benefit economies in the region, especially EMs, but progress needs 

to be balanced with mitigation of the associated vulnerabilities. The policy considerations outlined below are 

consistent with themes emphasized in recent IMF work on financial integration and resilience in Asia and the 

Pacific (Alonso and others, forthcoming). 

Financial integration can deliver substantial economic gains. It expands access to financing and lowers the cost 

of capital, which can stimulate growth and job creation (Obstfeld, 1994). For emerging markets, it can support a 

transition from export-led growth to a model centered on domestic investment and consumption. Integration 

can also encourage the development of domestic financial markets, reducing overreliance on banks (Levine, 

1997), enhancing both macro and financial resilience (BIS, 2024; IMF, 2025), and strengthening capital 

markets discipline and governance (Rajan and Zingales, 2003; Kose et al., 2009). From a risk management 

perspective, it enables investors to diversify portfolios and helps local borrowers preserve access to financing 

during localized economic shocks (Colacito and Croce, 2010). The evolution of regional financial hubs can help 

augment access to liquidity and generate economies of scale. FDI may facilitate the diffusion of knowledge, 

including technological or managerial know-how and on-the-job training (Borensztein and others, 1998; 

Berthelemy and Demurger, 2000).  

However, deeper financial integration also brings vulnerabilities. It increases exposure of the domestic 

economy and financial system to regional and global shocks, as well as shifts in global investor sentiment. The 

resilience of financial networks becomes critical as integration increases (Gai and Kapadia, 2010); in this 

context, the presence of multiple hubs (such as the roles played by financial centers Singapore and Hong Kong 

SAR in the region), instead of a single hub, can help reduce exposure to localized shocks in a systemic 

economy. Policymakers must also navigate complex cross-country regulatory differences, which can hinder 

coordination and oversight. Moreover, effective risk analysis is often constrained by data gaps and the opaque 

routing of financial flows through multiple financial centers. 

Rising protectionism and geoeconomic fragmentation across the world threaten Asia-Pacific’s cross-border 

financial integration. Barriers to trade and FDI can dampen cross-border flows of capital. Geopolitical tensions 

have been found to affect portfolio investment allocations (Catalan and others, 2024; Gopinath and others, 

2025). Fostering integration within the region can help navigate complex global dynamics. 

To harness the benefits of financial integration while mitigating its risks, policymakers could consider a 

balanced and forward-looking strategy. This could include maintaining up-to-date financial sector regulations, 

implementing well-calibrated macroprudential policies, and strengthening supervisory frameworks to ensure 

systemic stability. Effective risk monitoring requires addressing data gaps—particularly around non-bank 

financial institutions and the ultimate source and destination of investments. Gradual liberalization of capital 
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transactions could be pursued in tandem with continued progress in cross-border payment infrastructure to 

facilitate smoother financial flows. Important preconditions for gradual capital account liberalization, include 

domestic financial market deepening, strong macroprudential frameworks, exchange rate flexibility, and 

adequate reserve buffers, with such reforms being especially important for EMs. Real-time cross-border 

payments, open banking and API-based ecosystems, and the use of AI and blockchain in trade finance could 

materially reshape regional financial integration. Regional cooperation can be enhanced by expanding intra-

regional swap lines to bolster the financial safety net and by aligning regulatory standards in areas such as 

investor protection, dispute resolution, and bankruptcy procedures. Finally, the IMF’s Integrated Policy 

Framework (IPF) and Institutional View (IV) on capital flows offers guidance on how capital flow management 

measures could be used judiciously to mitigate volatility. 
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