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Figure 3: Returns of Local Currency Bonds and US Treasury Bonds 
 

Correlation between January 2001 and March 2004a 
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Note:  IN denotes India, AU Australia, XM, the euro area, JP, Japan; see Figures 1 
and 2 for other isocodes. 
a  Based on  weekly changes in  US  dollar and  local  currency  returns at Thursday 
closing  for  Asia  and  Wednesday  closing  for  US  Treasuries.  The  period  is  from 
January 2001 to March 2004. 
Sources: Bloomberg; McCauley and Jiang (2004). 

 
 
One way of looking at these very different degrees of integration into global bond markets is 
that the markets in East Asia are at different points along the path taken by the Australian 
bond  market  (Figure  4,  updating  Kortian  and  O’Regan,  1996).  This  market  went  from 
insularity maintained by capital controls in the early 1980s, through low but highly variable 
correlation as non-residents began to invest in the domestic market and offshore issues, to 
the high integration of the late 1990s (McCauley, 2006b). These days most of the movement 
of bond yields happens between the close of Sydney and its opening the next day; the US 
employment report is the piece of  news that moves the  market most (Kearns, 2006). For 
years the close linkage could be ascribed to business cycle similarity, but this broke down in 
the early years of this century, while the linkage of the markets remained. 

 

 
Figure 4: Correlation of yields on Australia and US 10-year bonds 

 
Correlation based on weekly changes in government bond yields, rolling window of one year. 
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Source: McCauley (2006b). 
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