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I ntroduction

This report presents data and analyses regarding foreign portfolio holdings of U.S. long-term
securities.! The data are drawn primarily from the latest comprehensive benchmark survey of
foreign holdings of U.S. long-term securities as of March 31, 2000. The survey was ajoint
undertaking of the U.S. Department of the Treasury, the Federal Reserve Bank of New Y ork, and
the Board of Governors of the Federal Reserve System.

Such surveys have been conducted at approximately five-year intervals since 1974, with the
previous survey collecting data as of December 31, 1994.2 Smaller surveys, collecting data from
only the largest reporters, are planned to be conducted annually, beginning in late June 2002.
The survey was mandated by the International Investment and Trade in Services Survey Act (22
U.S.C. 3101 et seq.), which includes significant penalties for failure to report. Datawere
collected from all major identified sources of information and were collected at the individual
security level, enabling detailed editing and analysis. For more information on the survey’s
methodology, see chapter 2, Survey Methodology and Accuracy.

The surveys are only part of the U.S. system designed to measure foreign holdings of U.S.
securities. Data on foreign purchases and sales of U.S. securities are collected monthly as part of
the Treasury International Capital (T1C) reporting system, which is also ajoint undertaking of
the U.S. Department of the Treasury, the Federal Reserve Bank of New Y ork, and the Board of
Governors of the Federal Reserve System. The monthly data provide timely information on
cross-border transactions in securities, while the surveys provide detailed information on
holdings of securities. Data from transactions and holdings, as well as other types of cross-
border financial activity, can be found on the Department of the Treasury’ s website at
http://www.ustreas.gov/tic. Detailed information pertaining to the methods employed by both
the monthly transactions system and the benchmark surveys, as well as advice on how to
combine data from the two systems to compute estimated positions for non-survey dates, can be
found in an article posted on the same website titled The U.S. System for Measuring
Cross-Border Investment in Securities: A Primer with a Discussion of Recent Devel opments.®

1 Portfolio investment is defined as ownership or control, by one investor or an affiliated group, of less
than 10 percent of the voting equity of abusiness enterprise. Aninvestment in which more than 10 percent of
voting equity is controlled by a singleindividual or an affiliated group is defined as direct investment and is
measured by the Commerce Department’ s Bureau of Economic Analysis. Long-term securities are defined as those
without a stated maturity date (such as equities) or with an original term-to-maturity in excess of one year.

2 Before the advent of the modern survey system, surveys were conducted in 1853, 1869, and 1941 by the
Department of the Treasury and in 1934 and 1937 by the Department of Commerce.

3 Griever, W., G. Lee, and F. Warnock, 2001. “The U.S, system for measuring cross-border investment in
securities: a primer with a discussion of recent developments.” Federal Reserve Bulletin, 87(10), 633-650.
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Chapter 1. Findingsfrom the March 31, 2000, Survey

The datain this chapter are drawn from the most recent survey of foreign portfolio holdings of
U.S. long-term securities, as well as from the previous five surveys.

Foreign Holdings Over Time by Type of Security

The survey measured foreign holdings of U.S. long-term securities of $3,558 hillion as of March
31, 2000, up dramatically from the $1,244 billion measured as of year-end 1994, the date of the
preceding survey (table 1). Theincrease in holdings reflects both substantial net purchases of
U.S. securities by foreigners and sizable gainsin the value of U.S. equities over the period. (For
a breakdown of net purchases and estimated valuation changes during the period, see table 10.)

1. Foreign holdings of U.S. long-term securities, by type of security, as of survey dates

Billions of dollars

Type of security 1974 1978 1984 1989 1994 2000
Equities 25 48 105 275 398 1,709
Long-term debt 42 51 163 572 846 1,849
U.S. Treasury 24 39 118 333 464 884
U.S. agency n.a 5 13 438 107 261
Corporate and municipal n.a 7 32 191 276 703
Total 67 99 268 847 1,244 3,558

Note: On this and subsequent tables, components may not sum to totals because of rounding, and all dates are as
of December 31of the indicated year except 2000, which is as of March 31.
n.a Not available.

The substantial gainsin U.S. equity prices between the past two survey dates helped to shift the
composition of foreign holdings toward equities. At year-end 1994, equities accounted for less
than athird of foreign holdings, whereas by March 2000 the figure was closer to one-half. The
composition of foreign debt holdings has also shifted, with the latest survey representing the first
time that holdings of Treasury debt have comprised less than half of total foreign debt holdings.



Percentage of All U.S. Securities Foreign Held

To give perspective to these foreign holdings, table 2 presents these holdings as a percentage of
the total U.S. securities markets by type of security and over time.

2. Value of foreign holdings of U.S. long-term securities, by asset class, as of survey dates

Billions of dollars except as noted

Type of security 1974 1978 1984 1989 1994 2000

Corporate equity and mutual fund

shares
Total outstanding 663 1,012 1,899 4,212 7,183 23,038
Foreign owned 25 48 105 275 398 1,709
Percent foreign owned 38 4.7 55 6.5 55 7.4

Corporate and municipal debt

Total outstanding 458 680 1,149 2,400 3,342 5,404
Foreign owned n.a 7 32 191 276 703
Percent foreign owned na 1.0 28 8.0 8.3 13.0

Marketable U.S Treasury securities

Total outstanding 163 326 873 1,599 2,392 2,508
Foreign owned 24 39 118 333 464 884
Percent foreign owned 14.7 12.0 135 20.8 194 35.2

U.S government corporations and
federally sponsored agency securities

Total outstanding 106 188 529 1,267 2,199 3,968
Foreign owned na 5 13 48 107 261
Percent foreign owned n.a 2.7 25 38 49 6.6

Total U.S long-term securities

Total outstanding 1,390 2,206 4,450 9,478 15,116 34,918
Foreign owned 67 99 268 847 1,244 3,558
Percent foreign owned 4.8 45 6.0 8.9 8.2 10.2

n.a Not available.

Sources. Data on amount outstanding for all categories except marketable Treasury securities are from Federal
Reserve Statistical Release Z.1, Flow of Funds Accounts of the United Sates. Amount outstanding of marketable
U.S. Treasury securities, which excludes Treasury hills, is from the Bureau of the Public Debt, Monthly Statement
of the Public Debt of the United States.



Between 1994 and 2000, the proportion of U.S. securities held by foreign ownersincreased for
every asset class. Theincrease was greatest for Treasury securities, largely because of the very
small increase in the value of long-term Treasury securities outstanding: Whereas the market
value of outstanding equities more than tripled over the period and the value of outstanding
corporate and government agency debt roughly doubled, the value of Treasury securities
outstanding barely increased. Thus, athough the value of foreign holdings of Treasuries
increased less than did the other classes of assets, the proportion of Treasury securities held by
foreignersincreased markedly. Overall, the percentage of total U.S. long-term securities held by
foreigners has more than doubled between the dates of the first and last surveys, increasing from
4.8 percent to 10.2 percent.

Of the $703 billion in the “ Corporate and municipal debt” category, only $8 billion represents

foreign holdings of municipal debt, as the tax advantages of these securities do not accrue to
foreign residents.

U.S. Holdings of Foreign Long-Term Securities
Another useful perspective concerning foreign holdings of U.S. securities can be obtained by
comparing these holdings with the estimated level of U.S. holdings of foreign securities, asis

doneintable 3.

3. U.S. holdings of foreign securities and foreign holdings of U.S. securities, as of
December 31, 1984, 1989, and 1994, and M ar ch 31, 2000

Billions of dollars except as noted

Year U.S. holdings of foreign | Annual percentage Foreign holdings of Annual
securities (estimates) increase U.S. securities percentage
increase
1984 89 n.a 268 n.a
1989 314 29 847 26
1994 890 23 1,244 8
2000 2,000 17 3,558 22

Note: Inthe absence of surveys of U.S. holdings of foreign securities concurrent with the surveys of foreign
holdings of U.S. securities, the levels of such holdings are estimated by adding price- and exchange-rate adjusted
transactions data to the amounts measured by the last such survey.

Astable 3 shows, both U.S. holdings of foreign securities and foreign holdings of U.S. securities
have increased rapidly. Foreign holdings have consistently been larger but, in percentage terms,
the gap has been narrowing: In 1984, the ratio of foreign holdings of U.S. securitiesto U.S.
holdings of foreign securities was almost exactly three-to-one, but by 2000 it was well under
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two-to-one. Of noteis the differing composition of U.S. and foreign holdings: U.S. cross-border
investors hold primarily equity securities, while foreign investors have tended to hold more U.S.
debt than equity. For additional information on U.S. holdings of foreign long-term securities,
see U.S Holdings of Foreign Long-Term Securities at end-1997 and end-1999 on the
Department of the Treasury’ s website.

Foreign Holdings by Country

Before examining the country attribution of foreign holders of U.S. securities, it should be noted
that this attribution is far from perfect. There are two primary problems.

The first problem is caused by instances in which the foreign owner of a U.S. security entrusts
the safekeeping of the security to an institution that is neither in the United States nor in the
foreign owner’s country of residence. For example, aresident of Germany may buy aU.S.
security and place this security in the custody of a Swiss bank. The Swiss bank will then
normally employ a U.S.-resident custodian bank to act asits foreign subcustodian for this
security to facilitate settlement and custody operations. When portfolio surveys are conducted,
information is collected only from U.S.-resident entities. Thus, the U.S.-resident bank, acting as
the subcustodian of the Swiss bank, will report this security on the survey. Since this U.S. bank
will typically only know that it is holding this security on behalf of a Swiss bank, it will report
this security as Swiss held. Among the countries listed in table 4, the United Kingdom,
Switzerland, the Cayman Islands, Bermuda, and Luxembourg are all financial centers where
securities owned by residents of other countries are held in custody. Perhaps the greatest
distortion in country attribution is reflected in the level of holdings attributed to L uxembourg,
where a country with a gross domestic product of $19 billion in 2000 is credited with holdings of
$107 billion.

The second problem is caused by the existence of bearer, or unregistered, securities. The owners
of such securities do not have to make themselves known, and typically little or no information
is available on the owners of these securities. Bearer securities cannot be issued in the United
States, but U.S. firms can and do issue such securities abroad. The vast majority of the $282
billion in debt securities attributed to “ Country unknown” in table 4 are bearer securities.

Given these caveats, the data show that residents of the United Kingdom and Japan were the
largest portfolio investorsin U.S. long-term securities by awide margin (table 4). These two
countries have been recorded as the top two countries holding U.S. securities in each of the past
three surveys, with Japan having been credited with the largest holdingsin 1989 and 1994. The
investment patterns of these two countries were quite different, however, with U.K. residents
primarily owning equities, while Japanese residents showed a marked preference for U.S. debt
securities. Of the countriesin table 4, the European countries and Canada held more equity than
debt, while the Asian countries and the offshore centers in the Caymans and Bermuda held more
debt than equity.



4, Value of foreign holdings of U.S. long-term securities, by major investing country,
as of December 31, 1994, and March 31, 2000

Billions of dollars

2000 1994
Country Total Equity Debt Total Equity Debt
United Kingdom 534 321 212 168 90 78
Japan 431 144 286 230 34 196
Canada 209 174 36 58 47 12
Germany 207 109 98 68 15 53
Switzerland 187 148 40 57 39 18
Netherlands 140 106 33 32 22 10
Cayman Islands 127 45 82 37 13 25
Bermuda 109 47 62 27 11 16
L uxembourg 107 69 38 5 2 2
China, People's 92 1 91 18 * 18
Republic of
Country unknown 320 39 282 161 5 156
Rest of world 1,095 505 585 382 119 262
Total 3,558 1,709 1,849 1,244 398 846
* Greater than zero but less than 0.5.

The composition of foreign holdings has shifted significantly between the past two survey dates.
At year-end 1994, foreign residents debt holdings were more than double their equity holdings,
while by the date of the most recent survey the composition was amost equal. This change has
occurred in large measure because of the dramatic increase in U.S. equity pricesin the period
between the two surveys.



Typesof SecuritiesHeld by Major Investing Countries

Table 5 shows the types of securities held by residents of countries with the highest amounts of
portfolio investment in the United States.

5. Value of foreign holdings of U.S. long-term securities, by major investing country
and type of security, as of March 31, 2000

Billions of dollars

Country Total Common Other equity u.s. u.s. Corporate
stock Treasury gov't and

debt agency municipal
debt debt
United Kingdom 534 288 34 73 30 109
Japan 431 128 16 221 43 22
Canada 209 151 22 14 9 13
Germany 207 94 15 55 8 35
Switzerland 187 131 17 18 5 17
Netherlands 140 95 11 13 10 11
Cayman Islands 127 38 7 6 8 67
Bermuda 109 37 10 17 12 33
Luxembourg 107 58 11 14 4 21
China, People's 92 1 * 71 20 *

Republic of
Country unknown 320 30 9 5 2 275
Rest of world 1,095 423 83 377 110 101
Total 3,558 1,474 235 884 261 703
* Greater than zero but less than 0.5.

Investment patternsin U.S. debt securities varied widely by country. The vast majority of debt
investment from Japan, China, and “Rest of world” (those countries not listed separately in the
table above) was in the form of Treasury or government agency debt, while Cayman Islands
residents held primarily corporate debt securities.



I nvestment by Region

Investment attributed to Europe far outpaced investment attributed to other regionsin the past
survey (table 6a), almost doubling the next closest region (Asia). Europe has always held the
preeminent position by region on the surveys, but on the 1989 and 1994 surveys the Asian
countries approached the European total.

6a. Foreign holdings of U.S. long-term securities, by region, as of survey dates

Billions of dollars

Region 1974 1978 1984 1989 1994 2000
Europe 45 47 125 301 455 1,612
Euro currency countries® n.a n.a n.a n.a 211 764
Asia 8 34 85 283 418 893
Americas 11 12 36 114 173 633
Africa * 1 * 2 3 18
Australia/Oceania * 1 1 11 13 34
International organizations 2 5 14 13 21 48
Unallocated * * 7 122 161 320
Tota 67 99 268 847 1,244 3,558
na Notavalable
* Greater than zero but less than 0.5.

The figures for the Americas include all North, Central and South American countries, aswell as
the Caribbean islands and Bermuda. Of these American region countries, Anguilla, the
Bahamas, Bermuda, the British Virgin Islands, the Cayman Islands, Montserrat, Netherlands
Antilles, Panama, and the Turks and Caicos serve as financia centers through which investments
of residents from other countries are channeled. Asagroup, these financial center countries
accounted for $352 hillion (56 percent) of al investment attributed to the American region, split
equally between equity and debit.

4 Comprised of those countries that have adopted the euro as their currency. These countries are Austria, Belgium,

Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, and Spain.
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6b.  Foreign holdings of U.S. equities, by region, as of survey dates

Billions of dollars

Region 1974 1978 1984 1989 1994 2000
Europe 18 30 65 143 212 994

Euro currency countries' n.a n.a n.a n.a 73 454
Asia 1 8 14 57 73 260
Americas 5 10 24 65 91 370
Africa * * * 1 1 11
Australia/lOceania * * 1 5 8 22
International organizations * * 2 3 9 13
Unallocated * * * * 5 39
Total 25 48 105 275 398 1,709

6C. Foreign holdings of U.S. long-term debt securities, by region, as of survey dates

Billions of dollars

Region 1974 1978 1984 1989 1994 2000
Europe 28 17 60 158 244 618

Euro currency countries® n.a n.a n.a n.a 138 310
Asia 7 26 72 226 345 633
Americas 6 2 12 49 83 263
Africa * 1 * 1 2 7
Australia/lOceania * * * 6 5 12
International organizations 2 5 13 10 12 35
Unallocated * * 7 122 156 281
Total 42 51 163 572 846 1,849

n.a Not available

* Greater than zero but less than 0.5.

4 Comprised of those countries that have adopted the euro as their currency. These countries are Austria, Belgium,

Finland, France, Germany, Greece, Ireland, Italy, Luxembourg, Netherlands, Portugal, and Spain.



The Asian countries again collectively held more U.S. debt securities than any other region
(table 6¢), while the European countries collectively held more U.S. equities than all other
foreign areas combined (table 6b). The marked preference for U.S. debt securities by the Asian
countries has been a consistent pattern since the first survey in 1974.

Foreign Holdings by Industry

Table 7 presents foreign holdings divided into broad economic sectors. The sectors attracting
the greatest levels of foreign investment have remained relatively constant over the years. Inthe
period between the most recent surveys, the “ Services’” and “ Transportation, communications,
and public utilities” sectors had the greatest percentage increasesin foreign holdings.

Additional detail on foreign holdings by economic sector is available in the Statistical Appendix.
Table 18 shows total foreign holdings with expanded economic sector detail, while tables 19 and
20 show separately foreign equity and debt holdings with the same level of expanded detail. As
table 19 shows, the growth in foreign portfolio equity investment in particular industry
categories was dramatic. For instance, from 1994 to 2000 foreign equity holdingsincreased
from $25 to $225 hillion in “Electrical and electronic equipment, except computer equipment,”
from $18 to $174 billion in “Communications,” and from $12 to $227 billion in “ Business
services.”

7. Foreign holdings of U.S. long-ter m securities, by economic sector, as of survey dates

Billions of dollars

Sector 1974 1978 1984 1989 1994 2000
Agriculture * * * * * 1
Mining 5 2 8 12 24 25
Construction * 1 1 1 3 2
Manufacturing 23 35 73 210 233 880
Transportation, communications 5 7 15 47 43 249
and public utilities

Wholesale and retail trade 2 3 10 31 39 116
Finance, insurance, and 6 6 36 171 250 780

real estate
Services * 1 5 29 48 286
Government 26 44 119 335 576 1,154
Unclassified * * 1 12 26 62
Tota 67 99 268 847 1,244 3,558
* Greater than zero but less than 0.5.
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Holdings of Foreign Official I nstitutions

The survey collected information on holdings of U.S. securities by foreign official institutions
separately from holdings of other, primarily private, investors. This distinction is made because
typically the motivations behind holdings of U.S. securities by foreign official institutions differ
from those of other investors. Foreign official institutions consist primarily of central banks and
other foreign government bodies dealing with monetary policy, such as finance ministries, as
well as all international organizations.

8. Value of long-term securities held by foreign official institutions, by type of security,
as of survey dates

Billions of dollars

Type of Security 1974 1978 1984 1989 1994 2000

Total 27 51 107 224 309 691
Percentage of total 41% 52% 40% 26% 25% 19%

Equity 1 6 9 27 33 96
Percentage of total 4% 13% 9% 10% 8% 6%

Long-term debt

U.S. Treasury 26 42 72 188 276 492
Percentage of total 96% 96% 61% 56% 59% 56%
U.S. Agency n.a. n.a. n.a. 7 11 91
Percentage of total n.a n.a n.a 15% 10% 35%
Corporate and n.a. n.a. n.a. 2 5 12
municipal
Percentage of total n.a n.a n.a 1% 2% 2%

n.a Not available.

The percentage of foreign portfolio investment in the United States held by foreign official
ingtitutions has decreased significantly over time, falling from a high of 52 percent in 1978 to 19
percent on the most recent survey (table 8). This drop has occurred because the increase in
foreign official holdings has been easily outpaced by the increase in foreign private holdings.

Foreign official institutions have tended to invest primarily in Treasury securities, but have
increasingly invested in agency securitiesin recent years as the supply of Treasury securities has
decreased. Inthetwo surveysin the 1970s, foreign official institutions dominated foreign
investment in Treasury securities, owning 96 percent of total foreign holdings on both surveys.
Foreign official institutions have continued to be the primary foreign holders of Treasury
securities, accounting for over half of foreign ownership of Treasuries on each survey.
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The datafor foreign official holdings of corporate securities are probably distorted downward
because of the existence of bearer securities. Since thereis very little ownership information
available on these securities, foreign official institutions could own these securities in excess of
the amounts recorded by the survey.

Total Foreign Portfolio Investment in the United States

Table 9 presents data on total foreign portfolio investment in the United States. I1n addition to
the foreign holdings of long-term securities measured by the surveys, these investments consist
primarily of foreign holdings of short-term securities, commercial borrowings from foreign
banks, and bank liabilities to foreign residents, such as demand and time deposits.

0. Total foreign portfolio investment in the United States as of December 31, 1984,
1989, and 1994, and Mar ch 31, 2000

Billions of dollars

Type investment 1984 1989 1994 2000
Securities
Marketable long-term 268 847 1,244 3,558
Non-marketable long-term 6 1 6 6
Short-term 76 91 163 195

Non-securities

Banks own ligbilities 315 645 808 1,041
Bank custody liabilities 24 68 133 215
Nonbank liabilities 29 39 54 53
Other U.S. Government obligations 14 15 24 14
Total securities 350 939 1,413 3,759
Total non-securities 382 767 1,019 1,323

Sources. Data on Marketable long-term securities are from the surveys; data on Other U.S. Government
obligations are from Bureau of Economic Analysis, Survey of Current Business; al other data are from Department
of the Treasury, Treasury Bulletin.

Tables 9 shows the growing importance of securities in cross-border financial flowsinto the
United States. At year-end 1984, foreign holdings of U.S. securities comprised less than half of
total foreign portfolio investment in the United States, whereas by end-March 2000 they were
almost three times as large as other forms of portfolio investment. In particular, foreign holdings
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of marketable U.S. long-term securities have increasingly become the dominant form of foreign
portfolio investment in the United States.
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Chapter 2. Survey Methodology and Accuracy

The survey collected information on foreign portfolio investment in U.S. long-term securities as
of March 31, 2000. Long-term securities were defined as all debt securities with an original
term-to-maturity of more than one year and all equity securities.

The Federal Reserve Bank of New Y ork (FRBNY) mailed survey bookletsto alist of U.S. firms
that were believed to meet the reporting requirements of the survey. Datafor the survey were
collected from two types of respondents: issuers of securities and U.S. custodians that manage the
safekeeping of U.S. securities for foreign resident entities. Data could not be collected solely
from those institutions that issue securities because issuers typically do not have information on
the beneficial owners of their securities. Instead, their ownership records usualy list the names of
U.S. custodians that are holding securities on behalf of beneficial owners or other intermediaries,
making it necessary to collect information from U.S. custodians as well asissuers. Infact, issuers
reported $478 billion in foreign ownership on the survey while custodians reported $3,080 billion.
Custody holdings were highly concentrated, with 55 percent of total foreign holdings reported by
the six largest custodians.

U.S. issuers of securities were required to submit survey data if the total market value of their
securities owned directly by foreignerswas at least $20 million. Issuers were instructed to
assume that all bearer bonds were foreign held. Similarly, U.S. custodians were required to
submit survey dataif they held at least $20 million in U.S. securities for foreign residents. In
some cases, U.S. custodians were also required to file as issuers because they met issuer reporting
requirements. Overall, 290 issuers and 207 custodians reported data on the survey.

Survey respondents reported on a security-by-security basis, thus enabling both detailed
verification and detailed analyses of survey data. For each security, the following items were
required: the security identification number (e.g., CUSIP), the country of foreign holder, the type
of foreign holder (foreign official institution or non-foreign official institution), the amount
foreign held, the price as of the survey date, the issuer of the security, an issue description, and
whether the security was aregistered or bearer issue. A complete set of survey forms and
instructions can be found in appendix B.

Survey Accuracy

Extensive data analysis was performed on the survey data. Each record was compared with a
commercia database of approximately one million U.S. securitiesto help verify the accuracy of
data items such as price, security type, and amounts reported. In addition, reports were generated
on each respondent to analyze their data with respect to the distribution of holdings by country,
security type, economic sector, currency, and type of holder. Unusual distribution patternsin the
dataled to further research.
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Datawere analyzed to determine if they met the survey reporting requirements. Some records
submitted by reporters were eventually excluded from the survey because they pertained to
instruments other than U.S. long-term securities, such as short-term securities, loans, derivatives,
or foreign securities. Conversely, many issuers of bearer bonds failed to report these securities on
the survey, and research efforts by the FRBNY staff resulted in significant additionsto the
corporate debt data.

Despite these efforts, however, the final results of this survey cannot be assumed to be completely
accurate. The analyses performed could only ensure that the final data received from each
reporter were reasonable.

Also, since not all U.S. firms and individuals were surveyed, some undercounting exists.
However, the degree of undercounting is believed to be quite modest, since most U.S. securities
arein the possession of U.S. custodians for safekeeping, and al significant U.S. custodians were
included in the survey. In addition, FRBNY attempted to adjust the undercount by sampling
small issuers and adjusting the survey results to account for the unreported issues. The amount of
the adjustment was $5 hillion in equities and $1 billion in long-term debt.

Comparison of Survey Resultswith Estimated Holdings

Estimates of the level of foreign investment in U.S. securities can be developed by price-adjusting
data from the preceding survey, adding price-adjusted transactions data, and making adjustments
for stock swaps and transactions costs.®> Such estimates are inherently inaccurate, asit is not
possible to know what securities foreigners buy or sell or the exact timing of those transactions.
Thisis especialy true over long intervals of time, such as the five year three month period
between the two most recent surveys. Nonetheless, it is worth creating such estimates to obtain
an understanding of how well survey results compare with these estimated positions.

® For adetailed discussion on the creation of estimated levels by combining survey data with monthly
transactions data, see F. Warnock and C. Cleaver, “ Financial Centers and the Geography of Capital Flows,”
International Finance Discussion Papers 722 (Board of Governors of the Federal Reserve System, 2002).
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10. Measur ed and estimated value of foreign holdings of U.S. long-term securities, by
type of security, as of March 31, 2000

Billions of dollars

December January 1995 - March 2000 March 2000
1994

Type of Net Transaction  Stock Vauation Estimated Estimated -
security | Measured | purchases costs swaps adjustments (D+(2)- M easured measured

1) ) ©) 4 ©) (3)+(4)+(5) (6) ()
Debt 846 1,444 16 o 5 2,279 1,849 430
Equity 398 314 14 66 1,132 1,895 1,709 186
Total 1,244 1,758 30 66 1,137 4,174 3,558 616

Not applicable.

Source. Estimates are from Warnock and Cleaver (2001); see text for details.

Table 10 shows a measured level of foreign holdings approximately 14 percent below the
estimated level. The greatest degree of variation occurs for foreign holdings of debt securities.
This could be considered surprising, as the degree of price variation over time is much greater for
equities than for debt securities, thus the error caused by the inability to accurately estimate price
changes should affect equities more than debt. However, there are other factors that affect debt
securities that do not affect equities. For instance, many debt securities are asset-backed
securities; that is, they are backed by pools of assets, such as home mortgage loans, that are
placed in trust and the cash flow from these assets is used to repay the holders of the security.
Unlike most other debt securities, these securities repay both principal and interest on aregular
basis (usually monthly), and are subject to prepayment. These principal repayments are not
believed to be accurately reflected in the monthly transactions data. In addition, thereisahigh
level of repurchase agreement (repo) activity involving debt securities, and even a small
percentage error in these transactions could result in significant inaccuracies in either the
transaction or survey data.®

It is noteworthy that, while the value of foreign holdings of U.S. equities increased from $398
billion to $1,709 billion between the survey dates, only $314 billion of this $1,311 billion
increase (or 24 percent) resulted from net purchases of U.S. equities, while valuation gains
accounted for the major portion of the increase.

6 Repurchase agreements are arrangements in which securities are sold with a commitment to repurchase
the same or similar securities at afuture date or under agreed upon conditions. Under balance of payments
reporting conventions, these agreements are categorized as collateralized loans, not securities transactions. Thus,
repos should not be reported as securities purchases or salesin the monthly transactions data. On the surveys,
securities “sold” under repurchase agreements are to be reported as still owned by the seller and should not be
reported by the “buyer.”
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Chapter 3.  Foreign Portfolio Investment in the United States as of December 31, 2001

In this chapter data from the March 31, 2000, benchmark survey are combined with monthly
transactions data to present estimated foreign holdings of U.S. long-term securities as of year-end
2001.

Datain this chapter are presented only in total and by type of security held. Although the
monthly transactions data are also collected by country, there is no country presentation here
because, as mentioned previously in the section titled “ Foreign Holdings by Country,” the country
attributions in the monthly transactions data are heavily skewed toward financial transaction
centers.

11. Foreign holdings of U.S. long-term securities, by type of security,
selected dates, 1974-2001

Billions of dollars

Type of security 1974 1978 1984 1989 1994 2000 2001

Equities 25 48 105 275 398 1,709 1,466

Long-term debt 42 51 163 573 846 1,849 2,604
U.S. Treasury 24 39 118 333 464 884 887
U.S. agency n.a 5 13 48 107 261 608
Corporate and n.a. 7 32 191 276 703 1,109
municipal

Total 67 99 268 848 1,244 3,558 4,070

n.a Not available

Source. Estimates for year-end 2001 are computed using the methodology in Warnock and Cleaver (2001).
Note.  All dates are as of December 31 of the indicated year except 2000, which is as of March 31.

Overall, foreign portfolio investment in the United States increased at a modest pace over the
March 2000 to December 2001 period. There were dramatic increasesin foreign holdings of U.S.
agency securities, as agencies were purchased instead of Treasury securities as the supply of
outstanding Treasuries decreased over the period. Foreign holdings of equities decreased,
reversing the trend of rapid increases that occurred during the period between the past two
surveys.
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The decline in foreign holdings of equities occurred despite $229 billion in foreign net purchases
of e