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Abstract

The share of foreign investors in the spot market for Korean government bonds
has expanded significantly from just 1.6% in 2006 to nearly 20% in the second quar-
ter of 2023. In particular, the share of foreign investors' trading in 3-year and 10-year
government bond futures accounted for 44% and 53% as of 2022, making them
major players in the government bond market. The influence of foreign investors
in the government bond market is expected to expand further as the fiscal deficit is
expected to continue for a significant period of time, and major domestic institution-
al investors such as national pension funds have announced plans to increase the
proportion of overseas investments. Accordingly, analyzing the behavior of foreign
investors in government bonds will become increasingly important for stable fiscal

management and financial stability.

With this in mind, this paper examines whether the steep increase in the share of
foreign investors in sovereign debt markets can be explained using empirical panel
models for emerging economies. In addition, to understand the investment behavior
of foreign investors in terms of financial stability, we analyze the impact of foreign
trading on government bond yields and yield volatility by separating government

bond spot and futures markets.

Using an econometric model that explains the share of foreign investment in lo-
cal currency government bond markets in emerging economies, we find that the in-
crease in the share of foreign investors in the spot market of Korea is consistent with
the model, given the expansion of global liquidity and Korea's high sovereign credit

rating. We also find that the trading behavior of foreigners in the spot market has not
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affected government bond yields or volatility so far.

On the other hand, in the futures market, where the share of foreigners is much
larger than in the spot market, we find that foreigners' net purchases of government
bond futures have a significant impact on the decline of government bond yields.
In particular, the impact of foreigners' net purchases in the 10-year Treasury futures
market is significant, and estimation by splitting the sample period confirms that
the impact of foreigners in Treasury futures is even larger in the recent sample. On
the other hand, despite the increase in foreign participation, we do not observe a
significant wag-the-dog effect, where the price and volume of government bonds
fluctuate rapidly on the expiration date, which may be due to the fact that the final
settlement price in the government bond futures market, unlike the final settlement
price of stock index futures and options, uses the average price calculation method

on the expiration date.

Given the influence of foreigners in the government bond futures market, it is
necessary to have a system that can detect and respond to abnormal trading be-
havior of foreign investors in the government bond futures market. It is necessary to
expand the investor base by encouraging the participation of domestic institutional
investors such as pension funds, insurance companies, and market makers in the
government bond futures market to prepare for the possibility of clustering behavior
by foreign investors in the event of an emergency. On the other hand, it is necessary
to be cautious about increasing the share of retail investors in the government bond
futures market, as a significant number of retail investors, unlike foreigners, have
been analyzed to lose money in the market. With the listing of 30-year government
bond futures on the horizon, it is necessary to strengthen retail investor education
on the risks of investing in ultra-long-term government bond futures and consider

improving the system to protect retail investors.
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<E 221> 3 AZHollA 2|20l Fkzo) 23t VAR 2 3t (1)
e R A R n = 1 B I
w04 4018 R e S - S el
FOR_SPT D_KTB3 D_KTB3V D_US10 KRWUSD
FOR_SPT 0.1193*** | -0.0007 0.0000 i 0.0001 0.0001
(1) (3.003) (-0.9122) (0.1118) (1.4230) (0.3084)
FOR_SPT 0.1094*** 0.0014 0.0001 i 0.0000 0.0000
“2) (2.7715) (1.8004) (0.2397) (-0.0737) (0.0048)
D_KTB3 -0.7272 -0.1275%%* | 0.0927*** 0.0016 -0.0163
(1) (-0.3700) | (-3.1289) (3.3462) (0.2508) | (-0.7344)
D_KTB3 2.7312 -0.0305 0.0067 i 0.0030 -0.0526**
2 (1.4152) (-0.7627) (0.2475) (0.4728) (-2.4055)
D_KTB3V -0.3457 -0.0055 0.0953** 0.0012 -0.0274
(1) (-0.1194) (-0.0922) (2.3345) (0.1254) | (-0.8369)
D_KTB3V 5.5240* -0.0008 0.0945%* -0.0122 -0.0146
2) (1.9557) (-0.0139) (2.3720) (-1.2842) (-0.4584)
D_US(1) -75.4523 18.9208*** | -1.8513 -0.0400 0.4851 1.1934
- (-0.5445) (5.9160) (-0.9439) (-1.0030) (1.0374) (0.7586)
D_US(2) -172.2018 9.0514%** 0.2532 0.0925%* 0.2999 2.6205*
- (-1.2319) (2.8139) (0.1280) (2.3323) (0.6358) (1.6514)
KRWUSD 11.7085 0.3210 0.5193*** 0.0275 0.2406*
(1) (0.9517) (1.2585) | (2.9925) (0.6635) (1.7262)
KRWUSD -4.1162 0.0782 -0.0672 -0.0189 0.1943
2) (-0.3300) (0.3025) | (-0.3823) (-0.4507) (1.3750)
FXSWAP -8.9223** -0.0096 -0.0263 -0.0046 -0.0803**
(-1) (-2.4739) (-0.1295) (-0.5174) (-0.3841) (-1.9652)
FXSWAP -2.3371 -0.0841 -0.0132 0.01107 -0.0800
2) (-0.6420) (-1.1149) (-0.2573) (0.9017) (-1.9394)
C 1.2621%** | -0.0022 0.0008 0.0000 0.0001 -0.0023
(8.0904) (0.6216) (0.3686) (0.2549) (0.2963) (-1.3407)

1) R =104 500 9 1096914 BAIH O 2 525 ojn]
2) VAR 23o]] AL&El ¥4 FOR_SPT, D_KTB3, D_KTB3V, D_US10, KRWUSD,FXSWAP <Ajo]c}.
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o=l 10d =21 | 10 = Dl_% 10 %;%Ei Aol E
wule | 4elE | WS | BAgels | we | o
FOR_SPT | D_KTB10 | D_KTBIOV | D_US10 | KRWUSD
FOR_SPT | 0.1195%**| -0.0015* | -0.0001 ] 0.0001 0.0001
(1) (3.0017) | (1.8871) | (-0.0611) (1.4597) (0.4033)
FOR_SPT | 0.1072%**| 0.0012 0.0024 ] 0.0000 0.0000
(2) (2.7006) (1.5066) (1.2068) (0.1175) | (-0.0498)
D_KTB3 | -04063 -0.1715%*%|  0.2620%** -0.0026 -0.0310
(1) (-0.2129) | (-4.2554) (2.6805) ((04117) | (1.4371)
D_KTB3 2.0134 -0.0206 -0.0198 ] 0.0004 -0.0392*
2) (1.0854) | (-0.5262) | (-0.2090) (0.0755) (-1.8679)
D_KTB3V | 0.0899 -0.0305* 0.1121%** ) 0.0025 -0.0002
(1) (0.1142) | (1.8342) (2.7811) (0.9801) | (-0.0191)
D_KTB3V | 1.2065 0.0174 0.0701* -0.0042 -0.0062
(2) (1.5477) (1.0571) (1.7552) (1.6327) | (-0.7060)
D Us() | 525688 21.4665°%% | -17.8834** | -0.0400 0.6326 1.8696
- (-0.5522) (5.8530) | (2.3287) (1.0030) | (1.2584) (1.1018)
D Us) | 169878 6.8650% | -2.5127 0.0925%* | 0.4713 27877
- (-1.1265) (1.8633) | (-0.3244) (2.3323) | (0.9295) (1.6289)
KRWUSD | 11.0294 0.5429%* | 1.0765* ) 0.0308 0.2418*
(1) (0.8925) (2.0791) (1.7004) (0.7427) (1.7269)
KRWUSD | -3.3683 0.2749 -0.0765 ) -0.0192 0.1811
(2) (-0.2696) (1.0412) | (-0.1195) (-0.4575) (1.2791)
FXSWAP | -9.1157%* | -0.0366 0.0887 -0.0038 -0.0818**
(1) (2.5217) | (-0.4795) (0.4794) (0.3154) | (-1.9975)
FXSWAP | -2.0755 0.0008 0.0547 0.0103 -0.0821%*
2) (-0.5687) (0.0109) (0.2927) (0.8469) (-1.9865)
c 1.2742%%% | -0.0017 -0.0031 0.0000 0.0001 -0.0025
(8.1579) | (-04427) | (-0.3889) (0.2549) | (0.2533) (-1.4318)

1) 2 1%, 5% B 10%01A EAIR S E {olh2 ofn|
2) VAR 2ol Ab&-¥ H4= FOR_SPT, D_KTB10, D_KTB10V, D_US10, KRWUSD, FXSWAP <=Afo]c},
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<H 223> IAMSAIROA /20l Pskziol 25t VAR B 2t (1)
BdE R AR | A | oii0d | oA | oo
el | solg | wsy | els | @e | R
FOR_FUT3| D_KTB3 | D_KTB3V | D_USI0 | KRWUSD
FOR_FUT3 |  0.1965** -0.0002 0.0000 ] 0.0001 0.0006*
(1) (47718) | (-04219) | (-0.0768) (0.9941) (1.8902)
FOR_FUT3 | 0.0573 -0.0009 -0.0001 ] 0.0000 0.0000
2) (1.4065) | (1.4181) | (-0.2738) (0.3540) (0.1360)
D_KTB3 | -2.8497 -0.1367%%%|  0.0916%** 0.0036 -0.0043
(1) (1.0554) | (-3.2320) (3.1884) (0.5288) | (-0.1900)
D_KTB3 37281 -0.0489 0.0041 ] 0.0044 -0.0460%*
2) (1.3965) | (-1.1694) (0.1454) (065200 | (-2.0217)
D_KTB3V | 2.8958 -0.0001 0.0955%* ] -0.0003 -0.0342
(1) (0.7519) | (-0.0022) (2.3284) (-0.0395) | (-1.0412)
D_KTB3V | 47251 0.0028 0.0953** -0.0127 -0.0177
2) (1.2587) (0.0492) (2.3855) (1.3291) | (-0.5555)
b us) | 22907 18.7511%% | -1.8488 -0.0400 0.5581 1.5313
- (1.5793) (5.8341) | (-09371) | (-1.0030) (1.1856) (0.9704)
b Use) | 1314320 8.7817%%*|  0.2058 0.0925%* |  0.3258 2.7436*
- (0.6887) (2.7198) (0.1035) (2.3323) (0.6872) (1.7262)
KRWUSD | -1.0867 0.3779 0.5251 0.0246 0.2322*
(1) (-0.0666) (1.4796) (3.0250) (0.5931) (1.6705)
KRWUSD | -28.0577% 0.0711 -0.0657 -0.0170 0.1918
2) (-1.6997) (0.2750) | (-0.3736) (-0.4061) (1.3628)
FXSWAP | -1.1598 0.0056 -0.0243 ] -0.0048 -0.0805*
(1) (-0.2418) (0.0755) | (-0.4760) (-0.3944) | (-1.9694)
FXSWAP | -9.6757%* | -0.0722 -0.0131 ] 0.0093 -0.0812%*
2) (2.0170) | (09615 | (-0.2583) (0.7682) | (-1.9858)
c 0.1632 -0.0007 0.0011 0.0000 0.0004 -0.0022
(0.9088) | (-0.2459) (0.6311) (0.2549) (0.9535) | (-1.5494)

1) TR 1%, 5% 2 10%0lA] BAIR L = f-o]ehE ol
2) VAR 2&of AF-&H H4= FOR_FUT3, D_KTB3, D_KTB3V, D_US10, KRWUSD, FXSWAP £=A{o|tc}.
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<E 55-4> IMUSAFIM 221 Feof| 2ot VAR 2 21t (2)

1042 21391 1043 | 093 | wiR0d | Qe |
gl | solg | wsy | WAels | @e | R
FOR_FUT10| D_KTB10 | D_KTBIOV | D_USI0 | KRWUSD

FOR_FUTIO|  0.0906** | -0.0015% 0.0023 0.0000 0.0015%**

(1) (2.2226) | (-1.8677) (1.1357) (-0.0742) | (3.4117)
FOR_FUTI0| 0.0363 -0.0002 0.0005 ) 0.0000 -0.003

2) (0.8976) | (-0.3476) (0.2701) (-0.2996) | (-0.7692)
D_KTB3 | -09120 | -0.1903*** | 0.2733%** -0.0027 -0.0205
(1) (-04652) | (-4.6576) (2.7631) (-04155) | (-0.9469)
D_KTB3 0.5642 -0.0257 -0.0067 -0.0002 -0.0386*
2) (0.2930) | (-0.6406) | (-0.0692) (-0.0336) | (1.8145)
D_KTB3V | 0.8715 -0.0270 0.1090%** ) 0.0025 -0.0015
(1) (1.0875) | (1.6200) | (2.6963) (0.9526) | (-0.1788)
D_KTB3V | -0.6955 0.0170 0.0663 ) -0.0043 -0.0066
(2) (-0.8783) (1.0309) (1.6587) (1.5749) | (-0.7548)
D_USE) -544.2162%*% | 20.3305%** | -16.1269%* | -0.0400 0.6483 2.9818*
- (:34114) (5.4739) (2.0654) | (-1.0030) (1.2660) | (1.7445)
buse) | 207 6.1858* | -0.8026 0.0925%* | 04364 3.3393*
- (0.1637) (16598) | (-0.1021) | (2.3323) (0.8465) | (1.9404)
KRWUSD | 11.5009 0.6180%* |  1.0646* ) 0.0301 0.2051
(1) (0.9160) (2.3614) (1.6799) (0.7247) (1.4768)
KRWUSD | -4.7704 0.2737 -0.1210 -0.0156 0.1726
2) (-0.3756) (1.0342) | (-0.1888) ((0.3726) | (1.2294)
FXSWAP | 1.5822 -0.0213 0.0806 -0.0031 -0.0864%
(1) (04274) | (-0.2762) (0.4317) (-0.2555) | (-2.1109)
FXSWAP | -0.3270 0.0227 0.0544 0.0089 -0.0849*
2) (-0.0885) (0.2950) (0.2920) (0.7340) | (2.0773)

c 0.1708 -0.0018 0.0001 0.0000 0.0004 -0.0025*
(1.2167) | (-0.5456) (0.0193) | (0.2549) (0.9872) | (-1.7003)

Fr 1) R K= 1%, 5% B 10%0lM FAIRC 2 feolghE o]
2) VAR Z2.&o]] A& ¥ #4+= FOR_FUTI10, D_KTB10, D_KTB10V, D_US10, KRWUSD, FXSWAP <=A{o]c},
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