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[Research background] Korea’s net foreign asset position has massively increased in recent years. As
this phenomenon is accompanied by a rising demand for foreign investment, there has been growing
interest in whether this upward trend will be sustained. Changes in a country’s net foreign asset position
are determined by flow (current account balance) and valuation (exchange rates, asset prices) effects,
while, in the long run, they are closely correlated with fundamental factors such as demographic and
fiscal factors. In this study, drawing on the existing body of research, we attempt to empirically assess
the likelihood of stabilization in Korea’s net foreign assets by examining flow and valuation effects, as
well as by exploring fundamental factors.

[Increase in net foreign assets and background] Korea’s net foreign asset position turned positive
(+) from the third quarter of 2014, as its foreign financial assets grew faster than its foreign financial
liabilities. During the fourth quarter of 2024, Korea’s net foreign asset balance rose above USD 1
trillion for the first time to 55% of the GDP as of June 2025. This rapid expansion in net foreign
assets was driven primarily by flow effects, as the widening current account surplus caused foreign investment
and foreign exchange reserves to rise. Valuation effects have mostly worked to reduce the net foreign
asset position. However, from the early 2020s onwards, negative (-) valuation effects have been significantly
reduced amid an increase in foreign equity investment and the strength of the U.S. stock market.

[Assessment of the outlook for stabilization of net foreign assets] The national panel data of Korea
and major countries were analyzed to determine whether there is a stabilizing trend in net foreign
assets. 1) While the current account balance was found to have no statistically significant relationship
with changes in net foreign assets, asset prices appeared to have stabilizing effects. The results showed
that when a country’s net foreign asset position increased, this caused the prices of its domestic
assets to rise faster than the prices of foreign assets, which, in turn, lowered the net foreign asset
position back to a stable level. However, the stabilizing effects of asset prices have been generally
muted in recent years due to the continuous upward momentum in U.S. stock prices. 2) The analysis also
revealed a strong correlation between a country’s net foreign asset position and its fundamental indicators,
such as national income and demographic structure. Moreover, the steady-state net foreign asset levels,
estimated based on these indicators, tended to rise gradually, particularly among creditor countries.

[Overall assessment and implications] Although a higher net foreign asset position can have beneficial
effects on a country’s external soundness, it can also entail negative implications, such as reduced
investment in domestic capital markets, sustained downward pressure on the domestic currency,
and increased exposure to global risks. Therefore, policy efforts are needed to make investing in
domestic markets more attractive (enhancement of the valuation of listed domestic companies —
stimulation of the domestic stock market — reduction of the concentration of investment in foreign
assets — slower increase in net external assets).
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I. Research Background

1. Recently, Korea has witnessed a significant rise in its net foreign assets* (hereafter, “NFA”),
driven by the accumulated current account surplus and a surge in foreign portfolio investment
by residents. As a result, there has been growing interest in whether this upward trend will be
sustained. While a large NFA position can favorably affect a country’s income account and external
soundness, it can also have adverse consequences for the supply and demand balance in the domestic
foreign exchange market by causing a continuous outflow of investment capital.

2. When assessing NFA trends, it is important to consider both factors driving changes in a
country’s NFA position (current account balance, valuation)? and its relationship with
fundamental variables that are specific to this country.® Changes in NFA are influenced by flows of
transactions stemming from current account flows (hereafter, “flows”) and valuation changes resulting
from movements in exchange rates and asset prices (hereafter, “valuation”). Meanwhile, NFA levels
are closely correlated with the fundamental indicators of each country insofar as they are a reflection of
a country’s net savings. In this study, we examine trends in Korea’s NFA position and the circumstances
surrounding its recent rise by looking at flow and valuation changes, as well as by exploring its
relationship with fundamental variables, and assess the likelihood of its stabilization through an
empirical analysis that draws on the existing literature.

Figure 1. NFA and KRW/USD exchange rate Figure 2. Net savings-to-GDP ratio and NFA in
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! Defined as net foreign financial assets, calculated by subtracting total foreign financial liabilities from total foreign financial
assets as reported on the international investment position (hereafter, the “IIP”).

2 Adler & Garcia-Macia (2018).

3 Lane & Gian (2001).
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II. Recent Rise in NFA and Background

3. Korea’s NFA position turned positive from the third quarter of 2014 as the increase in its
foreign financial assets outstripped the growth of its foreign financial liabilities starting in 2010.
During the fourth quarter of 2024, its NFA balance surged past USD 1 trillion for the first time
to 55% of the GDP as of June 2025. While Korea’s foreign financial assets jumped over seven-fold
in the last 20 years (2006-2025) to surpass USD 2.7 trillion (June 2025), its foreign financial liabilities
only tripled during the same period to currently stand at USD 1.6 trillion. This has resulted in the rapid
growth of Korea’s NFA position in a positive (+) direction.

Figure 3. Foreign financial assets and liabilities Figure 4. NFA/GDP ratio
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4. Changes in NFA can be broken down into flow effects from changes in the current account
balance and valuation effects* from changes in asset prices and exchange rates. The recent
increase in Korea’s NFA position was driven mainly by inward flows (current account surplus).
Most of the current account surplus accumulated since the 2000s, amounting to USD 1.1539 trillion,
has flowed out of Korea in the form of net foreign investment,® thus increasing its NFA position.®
Residents’ outward foreign portfolio investment has resulted in a sharp rise in Korea’s NFA balance,
especially as inward foreign portfolio investment in domestic assets has remained comparatively
sluggish during this period.

5. Valuation effects have mostly worked to reduce Korea’s NFA position, but the magnitude of
negative (-) effects has been reduced recently. Negative (-) effects of valuation change on Korea’s
NFA position are explained by the fact that, in the past, its foreign financial assets consisted primarily
of reserve assets and bonds, while stocks accounted for a large proportion of its foreign financial
liabilities. Because of this, the increase in foreign liabilities from rising stock prices tended to greatly
exceed the increase in foreign assets. As a matter of fact, during the 2010s, stocks represented only
13.8% of Korea’s IIP (international investment position) assets, whereas they made up as much as
38.7% of its IIP liabilities. After the 2020s, as the portion of Korea’s foreign financial assets that is
accounted for by stocks jumped to 25.6% and foreign (U.S.) stock prices climbed faster than domestic

4 Changes in NFA caused by adjustments in the valuation of foreign assets held by residents and domestic assets held by
foreigners, resulting from movements in asset prices and exchange rates.

5 Cumulative total of Korean residents’ net investment in foreign assets, including FDI, securities, derivatives, and other assets,
in January 2000 to June 2025: USD 741.1 billion.
Increase in foreign exchange reserves during the same period: USD 306.7 billion.

6 According to the balance of payments (BOP) identity, a country’s current account (CA) surplus, in the long run, coincides in
value with the sum of changes in net financial investment by residents and foreigners (financial account) and reserve assets
(foreign exchange reserves).
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stock prices,’ this reduced the negative (-) valuati
even small positive (+) effects observed recently.

on effects of asset prices on its NFA position, with

Figure 5. Contribution of NFA growth to GDP growth
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Note: 1) Calculated by subtracting the current account balance-
to-GDP ratio from the NFA-to-GDP ratio.
Sources: ECOS, Bank of Korea.

Figure 6. Composition of 1P assets and liabilities
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l NFA Trends in Major Countries

6. The examination of NFA trends in major countries revealed significant divergence (upward
trend) among net creditor nations. In Korea and other export-driven manufacturing economies
(Japan, Taiwan, Germany, etc.), amid a continuous buildup of NFA, the trend has steadily remained
upward. Meanwhile, the NFA position of the U.S., running large current account deficits at the same
time as experiencing a huge jump in inward foreign investment, showed a downward trajectory.

Figure 7. NFA/GDP ratios among net creditor countries  Figure 8. NFA/GDP ratios among net debtor countries
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7 Stock price appreciation in January 2020-August 2025: S&P 500 (+101%), KOSPI (+44%).
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7. By component, the increase in Japan’s NFA was led primarily by foreign direct investment
(FDI), while the expansion in Taiwan’s NFA was fueled by foreign portfolio investment. Up until
2010, similarly to Korea, foreign portfolio investment was the main driver of NFA growth in Japan.
However, later when Japan’s shrinking domestic market pushed its companies to increasingly expand
globally, FDI became the main component of its foreign financial assets.

Figure 9. NFA/GDP ratio in Japan Figurel0. NFA/GDP ratio in Taiwan
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8. As for the U.S., while the divergence of its NFA into a negative (-) direction appeared to be
caused mainly by inward foreign portfolio investment, driving up its foreign financial liabilities,
net investment income (NI, interest and dividend income plus valuation changes) effects also
seem to be contributing to this trend. The U.S. has long enjoyed the “exorbitant privilege” of the
dollar’s status as the world’s reserve currency. As this status allowed it to borrow at 1ow rates and invest
in high-yield foreign financial assets, the U.S. was able to continuously run a NI1 surplus (+). However,
in recent years, despite the stabilization of the current account balance, NIl effects turned negative (-)
due to rising interest rates, a strong dollar, and the sharp appreciation of stock prices, which pushed its
NFA position further into negative territory.
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Figure 11. NFA/GDP ratio in the U.S.
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Sources: IMF, Bloomberg.

Figure 12. Contribution of NFA growth to GDP
growth in the U.S.
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II1. Assessment of the Qutlook for NFA Stabilization

9. Rather than increasing infinitely, a country’s NFA position can stabilize to a steady state
through the activation of stabilizing channels, among others. We therefore examined NFA-
stabilizing channels at the level of factors driving changes in NFA, as well as in relation to its
fundamental determinants.

10. (Factors driving changes in NFA) An increase in a country’s NFA position can cause shifts
in factors driving its changes (flows, valuation) by influencing market indicators, such as
exchange rates, interest rates, and stock prices, in such a way that it will return to a stable level.
When a country experiences an increase in its NFA position due to the accumulated current account
surplus, this leads to the strengthening of its currency and the strength of its currency, in turn, lowers
its current account surplus (flow channel). Moreover, the appreciation of its currency, together with
rising domestic asset prices, decreases the valuation of its foreign assets at the same time as increasing
the valuation of domestic assets held by foreigners (valuation path), resulting in the reduction in its
overall NFA balance.

11.(Relationship with fundamental variables) A country’s NFA level is ultimately correlated with
its demographic structure, fiscal conditions, and savings and investment structures. Because of
this, its NFA position can converge, in the long run, to an equilibrium level that reflects the
fundamental factors that are specific to it. A high elderly population share and a low level of
government debt are generally associated with a high level of NFA, while a low elderly population
share and a high level of government debt are associated with a low level of NFA. Using the national
panel data of Korea and other major countries, we analyzed the likelihood of NFA stabilization® by
considering both the primary drivers of changes in NFA and its fundamental determinants.

Table 1. Existing research on the stabilization of NFA

Adler & Garcia-Macia (2018) Lane & Gian (2001)
1990-2015, I1P, currency composition, valuation

Data IIP in 1970-1990s, macro-variables
losses
Dependent ANFA/GDP NFA/GDP
variable

Explanatory Balance of trade (flow component), asset prices Macro-variables including growth, population,
variables and exchange rates (valuation components) fiscal balance, and openness

Estimation of a long-run equilibrium level of
NFA as share of GDP that can be explained by
fundamental variables

National differences in fundamental
determinants

Equilibrium | Calculation of the mean reversion coefficient and
level a country-specific steady-state NFA position

Cross-country

heterogeneity Global factors (B) and country-specific factors

l Analysis of Stabilizing Mechanisms Based on Drivers of NFA Changes

12.When NFA dynamics were analyzed by focusing on the primary drivers of NFA changes, the
results pointed to the existence of a stabilizing trend. However, this stabilizing trend appeared to
have weakened in recent years. In order to determine whether or not the levels of NFA have stabilized

8 For the analysis of NFA-stabilizing channels based on factors driving changes in NFA positions, we drew on the methodology
proposed by Adler & Garcia-Macia (2018) and for the analysis of the long-run equilibrium relationship between NFA and
fundamental variables, we employed the methodology of Lane & Gian (2001).
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over time, we conducted a panel regression analysis (Anfa;: = a; + pnfa;.—1 + €;), where the
change in the NFA-to-GDP ratio (Anfa; ) is the dependent variable and the NFA-to-GDP ratio of the
previous period (nfa;._) is the independent variable.® The results of the panel regression analysis
revealed that, although B was within a range that is indicative of a stabilizing trend (-1<f<0), this trend
tapered off recently as the absolute value of  decreased progressively.

Table 2. Change in the B value
1990-2007 1990-2015 1990-2023

-0.132%** -0.091%** -0.059***

Note: *, **, and *** denote significance at a 10%, 5%, and 1% level, respectively.
Source: Bank of Korea.

13. The analysis of stabilizing channels®® found no significant relationship between a country’s
current account balance (flow effects) and changes in its NFA position. On the other hand, the
results confirmed the stabilization effects of asset prices, in which an increase in NFA causes the
prices of domestic assets to rise faster than the prices of foreign assets (increase in liabilities >
increase in assets), which, in turn, decreases their level. This is because the buildup of NFA occurs
most often in countries with an export-driven economic structure and the expansion of NFA, which is
a reflection of export growth and the improving performance of export firms, tends to be accompanied
by an appreciation of domestic assets, particularly of stocks. Meanwhile, the valuation effects of
exchange rates appeared to have promoted the divergence (+) of NFA. This implies that, in the countries
analyzed, a current account surplus (accumulation of NFA) and the weakening of the domestic currency
occurred simultaneously and that, because of this, the flow channel (current account surplus —
strengthening of domestic currency— reduction of current account surplus) was not activated.

Table 3. g values by stabilization channel

Channel (dependent
variable) 1990-2007 1990-2015 1990-2023
Flows (current account
balance) 0.026 0007 0.003
Valuation -0.161*** -0.084*** -0.063***
(exchange rates) 0.048 0.079%** 0.033***
(asset prices) -0.210%** -0.164*** -0.096***

Note: *, ** and *** denote significance at a 10%, 5%, and 1% level, respectively.
Source: Bank of Korea.

9 For detailed results of this analysis, see <Box 1> “Results of Estimating a Steady-state NFA Based on Factors Driving
Changes in NFA.”

10 A regression analysis was performed between CA (current account balance), Val FX (valuation effects of exchange rates),
Val AP (valuation effects of asset prices), and changes in NFA to determine the channels in which the  value is within the
stabilizing range (-1<p<0).

CAijr = a; + Beanfage—1 + €t
Val"FA(FX)ir = a; + Brxnfaie—s + €
Val"F4(AP)s = a; + Papnfaie1 + €

(a; = a +1;, 7; = country fixed effects)
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14. The absolute values of steady-state NFA positions* of countries, calculated using the
regression equation, exhibited a rising trend over a long term. This appears to be mainly due to the
fact that, amid a continuous surge in asset prices in the U.S., a net debtor country, the appreciation of
creditor countries’ foreign assets has largely offset valuation effects (-) from the rising prices of their
domestic assets. During the latter half of the analysis period (2015-2023), the U.S. stock market
(S&P500) returned 11% per annum on average, significantly higher than the average annual return of
8% in the first half (1990-2014). This has blunted the NFA stabilizing effects of valuation gains on the
domestic assets of net creditor countries with a positive (+) NFA balance.

Figure 13. Average annual stock returns in global ~ Figure 14. Distribution of steady-state NFA/GDP
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15. Korea’s steady-state NFA level also showed an upward trend, but its actual NFA position
consistently exceeded the steady-state position by a significant margin. This has likely to do with
country fixed effects. When steady-state NFA positions are calculated using the results of an empirical
analysis, country fixed effects are reflected based on their historical averages in the analysis period.
However, since changes in fundamental indicators, including population aging, occurred extremely
rapidly in Korea, it is conceivable that their effects on factors driving NFA changes were not sufficiently
accounted for.

11 A stationary NFA level that remains constant in the absence of external shocks (Anfa = 0). For this calculation, Anfa=0 was
substituted into the regression equation to simplify it with respect to NFA.
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Table 4. Steady-state and actual NFA/GDP ratios by country

Country Type Actual NFA/GDP ratio Steady-state NFA/GDP ratio
2007 2015 2023 2007 2015 2023
Korea Creditor -16% 14% 47% -22% -4% 26%
Japan Creditor 46% 61% 79% 40% 54% 70%
Germany Creditor 12% 34% 71% 10% 22% 61%
UK Debtor -13% -16% -24% -14% -19% -26%
u.s. Debtor -9% -42% -73% -17% -38% -719%

Source: Bank of Korea.

Based on Long-run Relationship with

Analysis of Steady-state NFA Levels
Fundamental Variables

16. The analysis of the long-run relationship with fundamental variables revealed that a

country’s NFA position was closely correlated with indicators such as its national income and

NFA

demographic structure. Using national panel data, a regression analysis ((m) =C+
it

Ye—1B8Xkir + €)' was performed to estimate the relationship between NFA as share of GDP and
fundamental indicators (GDP growth, demographic structure, government spending, etc.). The results
suggested that the higher the GDP per capita growth and old-age dependency ratio® of a country, the
higher its level of foreign savings, hence also the higher its NFA-to-GDP ratio. Meanwhile, a high
government spending-to-GDP ratio appeared to lower the NFA-to-GDP ratio by widening fiscal deficits
(decrease in government savings) and worsening current account deficits. But, when the time horizon
was extended to more recent years (until 2023), the relationship between government spending and the
NFA/GDP ratio was less significant. However, this result appears to be an outlier caused by factors
such as the recent increase in public pension expenditure’* and the global low interest rate environment
created by quantitative easing, as well as a massive rise in government spending in countries around the
world, in response to the COVID-19 crisis.®> When 2020 was excluded from the analysis, the influence
of government spending on NFA was once again statistically significant.

Table 5. Relationship between NFA/GDP ratio (B value in the panel regression) and fundamental
variables by period

1990-2007 1990-2015 1990-2023 1990'22()22%159“'“*"9
GDP per capita growth 0.16™ 017" 0.22" 0.23"
Old-age dependency ratio 0.74 0.33™ 2.59™ 2,52
Government spending-to- ) wox ) sork ) ) .
GDP ratio 0.57 0.11 0.22 0.49

Notes: 1) Excluding pandemic-induced outliers.
2) *, ** and *** denote significance at a 10%, 5%, and 1% level, respectively.
Source: Bank of Korea.

17. When steady-state NFA positions (equilibrium NFA-to-GDP ratios) were calculated based
on the long-run relationship between NFA and the explanatory variables derived from the
empirical analysis, the results showed a pattern of gradual increase in their levels, particularly

12 Xi+= GDP per capita growth, old-age dependency ratio, government spending-to-GDP ratio, trade facilitation indicators
(export volume change + import volume change), and risk variables (volatility in GDP per capita growth and trade
facilitation indicators). For further details, see <Box 2> “Results of Estimating a Steady-state NFA Based on Long-run
Relationship with Fundamental Determinants.”

13 (population aged 65 and older)/(population aged 15-64) x 100.

14 As public pension expenditure is close in nature to income transfer, its influence on NFA is limited when compared to other
expenditure categories that are considered pure fiscal expenditure.

15 1n 2020, government spending in 49 countries increased by 5.1% on average, far surpassing the corresponding average of
0.03% in 1995-2023.
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among creditor countries. Fundamental indicators in major countries exhibited a strengthening trend
in a single direction and the sensitivity of NFA (B) to key explanatory variables appeared to intensify,
progressively raising the steady-state levels, especially in creditor countries. This could be a reflection
of growing trade imbalances between the U.S. and major exporting countries, resulting in an accelerated
pace of NFA build-up. Korea’s steady-state NFA level rose sharply from -3% in 2015 to 30% of GDP
in 2023. During the same period, its actual NFA positions were significantly above the steady-state
levels, which could be explained in part by an excessive propensity for foreign savings, caused by
diminishing investment returns from domestic assets.

% Causes of large gaps between actual and steady-state NFA-to-GDP ratios in some countries

In export-driven economies with a massive current account surplus, such as Norway and Taiwan, the

actual NFA-to-GDP ratio significantly exceeded the steady-state level estimated based on fundamental
indicators.

[Norway] Norway is one of the very few advanced European countries that are also a natural resource exporter.
Norway runs large current account surpluses (17.1% of the GDP as of June 2025) and has amassed, over the
decades, considerable foreign investment assets through its sovereign wealth fund, consisting mainly of stocks.
The accumulated valuation gains from foreign investments have lifted Norway’s actual NFA position far above
the level predicted by its demographic structure and other fundamental indicators.

[Taiwan] Due to sizeable current surpluses from the semiconductor supercycle (14.8% of the GDP as of June
2025) and the accumulated gains on its foreign investment assets, Taiwan has built up a substantial NFA
position well above the steady-state level.

Figure 15. Contribution of fundamental factorsto  Figure 16. Distribution of steady-state NFA/GDP
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Table 6. Actual NFA/GDP ratio and steady-state NFA/GDP ratio estimated based on the long-run
equilibrium relationship with fundamental variables

Countr Tvoe Actual NFA/GDP ratio Steady-state NFA/GDP ratio

Y yp 2007 2015 2023 2007 2015 2023
Norway Creditor 52% 197% 297% 40% 64% 132%
Taiwan Creditor 113% 211% 227% 92% 134% 180%
Japan Creditor 46% 61% 79% 28% 51% 84%
Germany Creditor 12% 34% 71% 16% 19% 40%
China Creditor 26% 16% 17% 19% 15% 30%
Canada Creditor -12% 22% 49% -22% -14% 13%
Korea Creditor -16% 14% 47% -9% -3% 30%
France Debtor -8% -19% -28% 0% -1% 2%
UK Debtor -13% -16% -24% -4% -4% 0%
u.s. Debtor -9% -42% -73% -17% -19% -23%
Australia Debtor -57% -60% -31% -47% -53% -38%

Source: Bank of Korea.

J Discussion of Empirical Results

18. Under the both methods, steady-state or equilibrium NFA positions of countries were found
to diverge (further into positive (+) territory for creditor countries, further into negative (-)
territory for debtor countries). This polarization is driven by both global factors () and country-
specific factors. Among the global factors, global imbalances stemming from overspending and
undersaving in the U.S. appear to be the single-most important contributor. The widening current
account deficit of the U.S., combined with the increase in surplus countries’ investments in its assets,
has driven up both the values of the dollar and U.S. assets. This situation has weakened the NFA-
stabilizing channels; namely, the flow channel (adjustment of the current account balance from changing
exchange rates) and the valuation channel (buildup of negative NFA leading to a decline in asset prices).
Concerning country-specific factors, fundamental indicators are exhibiting greater directional clarity. In Korea,
falling rates of investment return on domestic assets, coupled with massive investments by the National Pension
Service in foreign assets, have caused its NFA position to climb above the steady-state level.

19. In the Korean foreign exchange market, the weakening of the asset price valuation channel
is generating excess demand for foreign currency by perpetuating the situation where returns on
residents’ investments in foreign assets are continuously higher than returns on foreigners’
investments in domestic assets. As the current return gap is caused by the diminished effects of the
increase in the NFA position on valuation gains on domestic assets, short-term solutions are unlikely.

Fgure17.US investmentbycountryandUS aunentacoountlsbnes? —— Figurre 18. Change in population aging rate by country®
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IV. Overall Assessment and Implications

20. As long as global imbalances and other fundamental causes of NFA divergence persist, the
NFA positions of Korea and other current account surplus countries will likely expand further,
with outward foreign investment continuing unabated. Despite the tariff and reindustrialization
policies of the Trump administration, there is little certainty that the U.S. trade balance can be
meaningfully improved. Even if these policies are successful, it will take some time to see results. It is
also the opinion of the OECD that reshoring or relocating an entire supply chain is not practically
feasible, as well as highly risky.®

21. Domestic factors driving the increase in NFA, such as continuously high investment in
foreign assets by the National Pension Service and dwindling investment returns on domestic
assets, are unlikely to subside in the near term. In Japan, the expansion of NFA began much earlier
than in Korea, although under similar circumstances. The upward trend in Japan’s NFA has persisted
even after 2009 when its NFA-to-GDP ratio hit Korea’s current level (55%), which, by the end of 2024,
climbed to 83.3%.

Figure 19. NFA-to-GDP ratios in Japan and Korea Figure 20. U.S. trade balance
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22. Although a rise in NFA can positively impact a country’s income account and external
soundness, it can also have adverse consequences such as magnifying capital outflows and thereby
reducing the availability of funds in domestic capital markets, putting sustained downward
pressure on the domestic currency, widening exposure to global risks, and worsening pressure
from trade imbalances. From a foreign exchange perspective, it is worth noting that the accumulation
of NFA in Korea has been increasingly driven by foreign portfolio investment by the private sector and
that this has commensurately reduced the importance of reserve assets and the banking sector in the
composition of NFA. Since 2019, when the private sector’s net foreign investment (outward foreign
portfolio investment by residents - inward foreign portfolio investment by foreigners) turned positive
(+) for the first time, the portion of total NFA that is accounted for by the banking sector and the public
sector (other assets + reserve assets) has continuously decreased. What this means is that, in recent

16 OECD Supply Chain Resilience Review 2025.
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years, outward foreign portfolio investment by the private sector has resulted in a capital outflow whose
size is nearly equal to, or exceeding, the inflow of foreign currency generated from the current account
surplus and that the demand for foreign currency associated with outward foreign portfolio investment
has been met by commercial banks and the central bank (by selling foreign currency). This is also the
reason why the foreign currency assets of commercial banks and the central bank have been mostly flat
during the same period. It should be noted that one of the main purposes of the NFA of the banking and
public sectors is to provide a buffer against volatile changes in the demand and supply of foreign exchange.

23. Efforts are therefore needed to reduce the concentration of private-sector investment in
foreign assets through measures to make domestic assets more attractive, including enhancing
the risk-adjusted returns of domestic stocks. The investment environment in the domestic stock
market must be improved and the National Pension Service must be encouraged to invest more in
domestic assets. In Japan, a government-led corporate value-up program, aimed at improving the
valuation of listed companies, began earlier than in Korea. Following the launch of this program in
February 2023, Japan’s stock market hit a 35-year high. This has resulted in large inflows of foreign
investment capital, slowing down the rise in its NFA position.” This is an example of a virtuous cycle
between corporate valuation and NFA (improving corporate valuation — stimulating the domestic stock
market — reducing the concentration of investment in foreign assets — slowing NFA expansion) has
important implications for Korea. The improvement of corporate valuation must be combined with
efforts towards the advancement of the overall financial sector, including seeking inclusion in MSCI’s
development market index, so as to attract more foreign investment in domestic capital markets.®

Figure 21. Composition and breakdown of NFAY Figure 22. PBRY in Japan and Korea
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17 Change in NFA/GDP ratio (%p) after the corporate value-up program (January 2023-June 2025): Japan (+5.6), Korea (+11.3).
3-year change (%p) before the corporate value-up program (December 2019-December 2022): Japan (+14.7), Korea (+14.8).

18 Although the advancement of the overall financial sector tends to cause foreign assets and liabilities to expand at the same
time by promoting both inward and outward foreign portfolio investment, it is nevertheless shown to lower the NFA position
by making it significantly easier to borrow from abroad (Vermeulen & de Haan, 2014).
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<Box 1>

Results of Estimating a Steady-State NFA Based on Factors Driving Changes in NFA

(Summary of analysis) (1) To determine whether there exists a trend towards stabilization, the dynamics of
NFA were analyzed by looking at how a country’s NFA position changes when it rises or falls above or below
a specific level. (2) Next, NFA-stabilizing channels were examined by focusing on the movement of factors
driving change in NFA (flows: current account balance, valuation: exchange rate effects and asset price
effects). (3) Finally, a steady-state NFA was calculated for each country and the results were compared.

1 [NFA stabilization] Using the panel data of 53 countries, NFA dynamics were analyzed to test the
existence of a stabilizing trend. The results suggest that a sudden, large increase in a country’s NFA
position (NFA increase shocks) triggers negative changes (Anfa), leading to its stabilization (when the
value of B is between -1 and 0, the impact of NFA increase shocks diminishes gradually, causing the NFA
position to return to a steady state).

Panel regression equation: Anfa;, = a; + fnfa;; 1+ €, —1< <0

* Where change in NFA/GDP ratio (Anfa;,) is the dependent variable and the NFA/GDP ratio in the previous period (nfa;,_,) is the
independent variable.

2 [NFA stabilizing channels] The examination of stabilizing channels, exploring how an increase in a
country’s NFA position affects factors driving its changes, found that stabilizing effects occurred through
asset price changes. However, the stabilizing effects of asset prices appeared to have steadily weakened
as the time horizon extended.

CAir = a; + Peanfageq + €
ValNFA(FX)i‘L_ = a;+ Brxnfa;i—1 + €ir
ValNFA(AP)i_t = a; + IBAPnfai‘t_l + €Eit

* Where CA, Val(FX), and Val(AP) denote current account balance, exchange rate valuation, and asset price valuation, respectively.
a; = a + 1, T; is the country fixed effects.

3 [Steady-state NFA] An implied steady-state NFA was calculated* for each country. In most countries,
the absolute value of the steady-state NFA level displayed a tendency to progressively increase when the
time horizon was extended (2007—2015—2023), following an upward trajectory that is similar to the
trajectory of the actual NFA position. This was also the case for Korea, whose steady-state NFA was found
to have risen in recent years, closely mirroring the movement of its actual NFA position. However, across
the entire analysis period, Korea’s actual NFA position significantly exceeded its steady-state NFA level.

)

—a+5+9Z

Steady-state NFA formula: nfa; =

=)

*Here, T, is country fixed effects and Z is the control variable (net creditor country or net debtor country). The steady-state NFA being
a stationary level that remains constant in the absence of external shocks, Anfa=0 was substituted into the NFA dynamics equation
to simplify it with respect to NFA.
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<Box 2>

Results of Estimating a Steady-state NFA Based on Long-run Relationship with Fundamental
Determinants

(Summary of analysis) By employing the model proposed by Lane & Gian (2001), the panel data of 44
countries were analyzed to (1) explore the relationship between the NFA/GDP ratio and fundamental variables
(GDP growth, demographic structure, public expenditure, etc.) and (2) estimate a steady-state NFA position
for each country, as predicted by their fundamental indicators.

NFA
(E)i,t = C+ X=1B Xpie + €

*Xit = GDP per capita growth, old-age dependency ratio, government spending-to-GDP ratio, trade facilitation indicators (export
volume change + import volume change), risk variable (volatility of GDP per capita growth and trade facilitation indicators). C is
a constant.

1 [Relationship between NFA and fundamental factors] The results of the empirical analysis
demonstrated that a country’s national income and demographic structure were strongly correlated with its
NFA position. Concretely, the higher a country’s GDP per capita growth, the higher its NFA position, a
finding that corroborates the notion that GDP growth in export-driven economies is closely connected to
the accumulation of NFA. A high old-age dependency ratio was also associated with higher levels of NFA,
suggesting that, as a country’s population ages, consumption decreases and savings increase.

Old-age dependency ratio by country Old-age dependency ratio and NFA/GDP ratio
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Meanwhile, a high government spending-to-GDP ratio appeared to lower the NFA/GDP ratio by widening
fiscal deficits (reduction in government savings) and worsening the current account balance. Finally,
countries that have a high level of trade activity (trade facilitation indicators: export volume change +
import volume change) tended to have a large NFA position. However, the statistical significance of this
relationship has decreased due, among others, to the realignment of supply chains after the global financial
crisis, which has increased exporting countries’ import reliance for intermediate goods.
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2 [Estimating steady-state NFA levels] Based on the long-run relationship between NFA and the
explanatory variables derived from the empirical analysis, a steady-state NFA position was estimated for
each country.

nfa; = a; + $1GDP PCR;y + B,0DR;; + B3Gov SP/GDP;, + B,Trade;; + BsRiskl;; + BeRisk2;; + ¢,

* GDP PCR = GDP per capita growth rate, ODR = old-age dependency ratio, Gov SP/GDP = government spending-to-GDP ratio, trade
facilitation indicators (trade = export volume change + import volume change), Riskl = standard deviation in the government
spending-to-GDP ratio, Risk2 = standard deviation in trade facilitation indicators. The steady-state NFA position was calculated by
applying the values of B and a, obtained from the regression analysis, to the fundamental indicators at year-end.

Fundamental indicators by country

Year GDP per*capita depegéghi%/eratio Go_vernment T_rad_e facilitation
growth®(%o) (%) spending/GDP (%) indicators (%0)

2007 10.2 13.7 18.8 24.5
Korea 2015 2.3 17.7 18.8 1.9
2023 2.1 25.9 23.2 7.1
2007 -0.3 33.4 33.1 11.0
Japan 2015 -0.3 447 37.3 3.7
2023 -0.4 50.3 39.1 1.5
2007 5.7 30.3 43.5 15.2
Germany | 2015 -0.3 32.0 445 9.2
2023 3.1 36.0 48.4 -0.1
) 2007 3.2 14.1 19.0 15.8
Taiwan 2015 3.1 16.9 17.4 1.7
2023 4.4 26.3 19.0 -9.6
2007 4.1 18.2 34.6 11.3
us. 2015 2.2 215 35.0 55
2023 4.6 26.8 37.1 1.6
2007 7.0 24.1 38.7 -3.0
UK 2015 -1.4 27.6 40.4 8.7
2023 1.1 30.4 44.8 -1.6
) 2007 9.1 19.4 34.3 16.3
Australia 2015 1.6 22.5 37.3 8.5
2023 2.9 26.9 37.2 13.7

* Annual average rate of growth in 2000-2007, 2008-2015, and 2016-2023.
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