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In the context of global economic integration, there is a growing demand for overseas
high-quality investments in high-net-worth individuals, and cross-border asset allocation has
become an increasingly popular investment practice. This article focuses on analyzing risk
management and investment strategies for cross-border asset allocation in high-net-worth in-
dividuals. It examines major investment risks, such as the market, tax, political, and legal risks,
for this group and underscores the roles of financial derivatives, professional tax planning, and
legal advisory services in tackling these risks. It also proposed specific strategies for
cross-border asset allocation, including investment diversification, financial initiative imple-
mentation, and dynamic portfolio adjustment. The article concludes with pinpointing the new
trends in cross-border asset allocation, including investing in the emerging markets and lev-
eraging advances in fintech to optimize investment decision-making.
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Introduction

SSET allocation is a major strategy in investment

management, concerning distributing investment funds

across different asset classes to balance returns and
risks and optimize the outcomes of investment portfolios (Lu,
2024). Cross-border asset allocation is an investment activity
in which investors, based on their understanding of risks and
expected returns, invest funds in various assets across different
countries or territories in well-crafted proportions to achieve
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optimal risk-adjusted returns (Liu & Ye, 2024). For nations or
territories, cross-border asset allocation is beneficial for miti-
gating the negative impacts of foreign exchange reserve growth
and accelerating the internationalization of their currencies.
Furthermore, it can assist financial institutions and businesses in
enhancing their market valuation and individuals in diversifying
investment for asset preservation and appreciation.

Against the backdrop of financial market integration, the
needs for internationalized wealth management among
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high-net-worth individuals (HNWIs) are growing, underscoring
the importance of cross-border asset allocation. With the in-
creasingly complex market landscape, particularly the trend of
interest rates cut by central banks worldwide, proceeds from
traditional fixed-income products have become less ideal than
expected. As a result, HNWIs turn to cross-border asset alloca-
tion as an option to diversify risks, capture more investment
opportunities, and seek capital appreciation. They are actively
seeking high-quality overseas assets, such as foreign real estate,
stocks, and alternative investments (e.g., private equity, hedge
funds) to secure stable wealth growth. At the same time, this
demand is driving financial institutions to enhance their global
financial service capabilities to provide HNWIs with more di-
versified and personalized solutions to cross-border asset alloca-
tion. This article focuses on analyzing the risks involved with
HNWTIs’ cross-border asset allocation and summarizing common
investment strategies in this regard to provide valuable insights
for investors.

Risk Management in Cross-Border Asset Al-
location

Risks and returns coexist in all investment activities. The com-
plicated global investment environments further intensify in-
vestment risks in cross-border asset allocation. It is imperative
to develop a thorough understanding of potential risks before
implementing this practice.

Market Risk

Currency Exchange Rates

For cross-border asset allocation, exchange rate fluctuations are
a significant risk factor. The value of non-USD-denominated
assets may fluctuate in correspondence to exchange rate move-
ments. For instance, when a nation’s currency appreciates, the
value of its HNWIs’ overseas assets denominated in USD may
decline relatively. Exchange rate changes not only affect
short-term investment returns but also long-term asset allocation
strategy. Investors can employ financial tools, such as deriva-
tives, to manage exchange rate risk. The foreign exchange for-
ward contract is a common instrument that investors use to
hedge against uncertainty associated with exchange rate fluctua-
tions by signing a forward contract with the financial institution.
For example, if an investor expects the USD to appreciate in the
near future, they can enter into a forward contract to fix the ex-
change rate at a favorable level for future conversion to avoid
potential asset devaluation induced by adverse exchange rate
movements. In addition to the forward contract, the currency

option is another useful tool for managing the exchange rate risk.

It gives investors the right but not the obligation to buy or sell a
specified amount of foreign currency at a pre-agreed exchange
rate on or before a certain date. Investors can secure this right by
paying a premium to protect themselves from potential ex-
change rate volatility. For instance, if an investor buys the put
option and the exchange rate falls, they can exercise the option
to sell the foreign currency at the higher agreed-upon rate,
thereby limiting their losses. Conversely, if the exchange rate
rises, the investor can choose not to exercise the option, losing
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the premium but still benefiting from the appreciation of their
assets.

Interest Rates

Changes in interest rate policy in different countries can also
affect the outcomes of cross-border asset allocation. For exam-
ple, when the U.S. Federal Reserve raises interest rates, the flow
of global capital into the U.S. market will increase, leading to
lowered asset prices in other countries. Investors can adopt in-
terest rate hedging strategies to address interest rate risk. A
common approach is the use of interest rate swap (IRS) con-
tracts. An IRS is a financial derivative that allows two counter-
parties to exchange payments benchmarked against an interest
rate index. The most common IRS is a fixed-for-floating swap,
whereby one party will make payments to the other based on an
initially agreed-upon fixed rate of interest and receive back
payments based on a floating interest rate index. For instance, if
an investor holds fixed-rate bonds but expects the interest rate to
rise in the future, they can enter into an IRS contract with a fi-
nancial institution to convert fixed-rate payments into float-
ing-rate payments. In this way, when the interest rate increases,
the investor can benefit from the floating-rate-based payments,
thereby hedging against the risk of bond price decline.

Tax Risk

Tax Residency Status

The determination of tax residency status is a critical issue in
HNWIs’ cross-border investment. The definition of tax residen-
cy varies in different countries, which may lead to misclassifica-
tion of investor identities. For instance, some countries use the
duration of residence as the determining factor, while others
may consider factors such as the source of income. If an investor
is incorrectly classified as a tax resident of a particular country,
they may face the risk of double taxation or tax compliance
issues. To avoid being misclassified in tax residency status de-
termination, investors need to have a thorough understanding of
tax residency rules of relevant countries and make informed
judgements based on their individual circumstances. Before
engaging in cross-border investment, it is advisable for investors
to consult professional tax advisors to evaluate their tax resi-
dency status. Tax advisors can provide specialist guidance based
on investor information, including their place of residence, work
location, and asset distribution, helping them circumvent unnec-
essary tax burdens as a result of misclassification of tax resi-
dency.

Coordinated Enforcement of CRS and FATCA

Coordinated enforcement of the Common Reporting Standard
(CRS) and the Foreign Account Tax Compliance Act (FATCA)
has substantially heightened international exchanges of taxpayer
information, posing a significant impact on cross-border asset
allocation. CRS requires financial institutions to report
non-resident accounts to their local tax authorities, and FATCA
mandates that financial institutions disclose information on
overseas financial accounts of U.S. taxpayers to the Internal
Revenue Service (IRS). With information-sharing mechanisms
like this, the tax compliance of cross-border assets has been
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subjected to stricter scrutiny. To ensure tax compliance of their
overseas assets and avoid penalties resulting from insufficient
information disclosure, it is important for HNWIs to follow
financial institutions’ requirements on accurately reporting their
tax status and asset information; to keep a close eye on the
changes in tax policies across jurisdictions and adjust their asset
allocation strategies in a timely manner; and to leverage legiti-
mate tax avoidance strategies to reduce tax burdens of
cross-border assets (for example, to take advantage of tax incen-
tives in different countries or to establish an investment entity in
tax-friendly regions).

Political and Legal Risks

The uncertainties of political factors may pose negative impacts
on HNWIs’ cross-border asset allocation. Political risk involves
governmental changes, policy shifts, and geopolitical conflicts
(Wang, 2024). For example, geopolitical conflicts (such as in-
ternational tensions, regional disputes, or trade frictions) may
dampen cross-border capital flows due to their impacts on inter-
est rates, exchange rates, asset prices, and other aspects (Chen &
Long, 2024). Before engaging in cross-border investment, in-
vestors should thoroughly examine the political environment,
policies, regulations, and geopolitical circumstances of the target
country. They should also closely monitor the dynamics of in-
ternational relations and adjust their investment strategies ac-
cordingly.

Legal risk of cross-border asset allocation stems from dif-
ferences in laws and regulations between countries and territo-
ries regarding the protection of the ownership of assets and their
transfers, as well as other aspects, such as inheritance, tax, and
financial regulation. Some countries may impose strict legal
restrictions on the cross-border transfer of certain classes of
assets, while others may levy high taxes on inherited property.
To ensure the smooth progress of cross-border asset allocation
within the legal framework, investors should develop a clear
understanding of the associated risks with the assistance of pro-
fessional legal advisors.

Cross-Border Asset Allocation Strategies

Investment Diversification

The interconnectedness of returns and risks is a basic component
of modern financial theory. Rational investors not only pay at-
tention to expected returns but also try to identify and assess
investment risks. Investment diversification, as a risk control
strategy, is aimed at reducing investment uncertainty while sim-
ultaneously keeping the expected return on investment unaltered
(Lekovi¢, 2018). Diversification of investments involves allo-
cating investments across various asset classes, such as stocks,
bonds, real estate, and cash equivalents. It can also be extended
for distributing assets across different countries and territories to
further enhance the resilience of the investment portfolio.

The significance of investment diversification lies in its
role in risk control. First off, it can decouple returns from the
performance of a single sector or business to reduce the suscep-
tibility of investment to industrial decline or financial distress of
a certain company. Furthermore, it helps maintain the security
and stability of an investment portfolio, considering the exist-
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ence of systematic risks, such as economic cycles, policy
changes, and unforeseeable events like natural disasters. Differ-
ent asset classes often react to these risks in different ways, and
some assets within a portfolio may even show negative correla-
tions. When one asset underperforms, another may perform well,
thereby creating a hedging effect. Additionally, investment di-
versification helps hedge against inflation by including assets
with value-preserving properties, such as gold or real estate, to
preserve the real purchasing power of investments. Regarding
returns, investors may not be able to gain the highest return on
every individual investment; yet somehow, diversification can
guarantee a more stable and predictable stream of returns over
the long term by balancing risks and returns. The core tenet of
this strategy is “not to put all your eggs in one basket,” under-
lining the necessity of sacrificing certain potential high returns
in exchange for the resilience of the portfolio as a whole. Com-
mon approaches to investment diversification include:

. Diversifying Asset Classes: Different asset classes bear
varied investment objectives; for example, stocks for cap-
ital appreciation, bonds for regular interest income and
capital preservation, real estate for rental income and asset
value growth, and cash equivalents for liquidity and safety.
It is noteworthy that different asset classes in various
countries and territories may perform differently during an
economic cycle. For instance, stock markets in some
countries may be more volatile, and bond markets in oth-
ers can be stable. Investors should carefully select suitable
asset classes based on their risk tolerance and investment
targets.

. Diversifying Sectors of Investment: By investing in various
sectors, such as technology, healthcare, consumer goods,
and financial services, investors can manage portfolio risk
by avoiding potential risk from a certain industry and cap-
italize on growth opportunities across diverse sectors. For
investment in international markets, it is essential to con-
duct in-depth research on the industrial structure of the
target country or territory, as well as the market size,
growth potential, and competitive landscape of the chosen
sectors. Understanding the development status and pro-
spects of an industry in a foreign country is crucial. For
example, the European markets, in both EU and non-EU
countries, offer promising investment opportunities in in-
dustries like automotive, pharmaceuticals, and renewable
energy. Meanwhile, Japan provides investors with access
to businesses concerning innovative technologies, con-
sumer electronics, and more.

. Diversifying Investment Horizons: Investors can select
investment instruments with different horizons based on
their fund availability and risk tolerance. Short-term in-
vestment tools, such as money market funds and
short-term bonds, offer higher liquidity and involve lower
risk. On the other hand, long-term investment instruments,
such as stocks, long-term bonds, and real estate, may have
greater potential for appreciation, targeting long-term in-
vestment goals. The combination of short-term and
long-term investments enables both the liquidity of assets
and better portfolio performance.
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Financial Initiative Engagement

Engaging in major financial initiatives is also a practice worth
trying in cross-border asset allocation. To facilitate Chinese
HNWISs’ access to overseas investment opportunities and propel
the opening-up of domestic financial markets, the Chinese gov-
ernment has introduced a variety of overseas financial invest-
ment initiatives, such as the Qualified Domestic Institutional
Investor (QDII), Qualified Domestic Limited Partner (QDLP),
and Cross-boundary Wealth Management Connect (WMC).

QDII, established in 2006, is a financial vehicle that ena-
bles Chinese investors to invest in overseas capital markets via
Chinese financial institutions approved by the Chinese govern-
ment. It serves as an institutional arrangement allowing interna-
tional investment in Chinese investors in the context that the
capital and financial account markets in China have yet to be
fully opened up (Mao & Tang, 2023; Ding, 2024). To engage in
QDII operations, a Chinese financial entity needs to apply to
regulatory authorities (e.g., the China Banking and Insurance
Regulatory Commission [CBIRC] or the China Securities Reg-
ulatory Commission [CSRC]) for approval; obtain QDII invest-
ment quotas from the State Administration of Foreign Exchange
(SAFE), with the total quota subject to annual approval by the
State Council; and launch QDII products to pool funds from
domestic investors for overseas investments (Mao & Tang, 2023;
Ding, 2024; Huang, 2018). QDII products are confined to in-
vestment in foreign securities such as stocks and bonds. Among
them, fund-based QDII products, mostly from publicly offered
funds, are the primary channel for overseas investment by Chi-
nese individual investors.

QDLP was first launched as an experimental overseas in-
vestment program in Shanghai in 2012 and subsequently ex-
panded to 10 pilot regions. Although it has a smaller market size
and is less mature than QDII, the program is open to a broader
spectrum of financial institutions, including foreign ones, and
allows a broader investment scope (spanning offshore non-listed
equities, securities, commaodities, etc.), making it a more versa-
tile investment channel. Additionally, QDLP is more suitable for
Chinese HNWIs as it can raise funds from qualified investors
through private placements, which means it has higher invest-
ment thresholds and involves investors with relatively greater
financial power and risk tolerance (Wang, 2018). Furthermore, it
is noteworthy that policies vary across QDLP pilot regions in
terms of investment quotas, investment categories, capital in-
flow and outflow management, investor qualification criteria,
etc. Hence, in selecting QDLP products, investors need to con-
duct thorough comparisons of regulations in different pilot re-
gions to ensure compliance with local legal requirements.

In addition, the Hong Kong financial market has attracted
increased attention from investors from mainland China. The
WMC provides investment opportunities for residents in the
Guangdong-Hong Kong-Macao Greater Bay Area. The initiative
concerns an investment mechanism that allows investors in the
Greater Bay Area to purchase financial products sold by banks
across the three jurisdictions through the regional banking sys-
tems. The WMC consists of the Northbound Connect (enabling
Hong Kong and Macao investors to buy financial products from
mainland China) and Southbound Connect (facilitating purchas-
es of Hong Kong’s and Macao’s financial products by mainland
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China investors) (Qian, 2021; Guo, 2023). To further promote
financial integration within the Greater Bay Area, the Chinese
government has worked to optimize the WMC framework, low-
ering entry thresholds for individual investors, increasing max-
imum investment quotas, and expanding the range of investment
products (Qin, 2024). Compared to QDII and QDLP, the WMC
is a more direct and easy-to-access approach to cross-border
investment. Investors can purchase financial products from
Hong Kong and Macao through online banking platforms or
brick-and-mortar branches of banks. Despite the limited reach of
the WMC, it still serves as a low-threshold, low-risk outbound
investment channel for Chinese investors.

Dynamic Adjustment of Investment

Dynamic adjustment is a crucial strategy in cross-border asset
allocation. In the ever-changing financial markets, the prices of
assets are in constant fluctuation, being subject to the impact of
macroeconomic climate, policy changes, industrial develop-
ments, and incidental events. That is why investors may risk
missing opportunities of higher returns or even suffering asset
depreciation if they stick to a fixed pattern of asset allocation.
Maintaining flexibility in asset allocation enables investors to
better respond to market uncertainties and optimize the
risk-return profile of their asset portfolios. For instance, during
market downturns when equity assets like stocks are underval-
ued, increasing the proportion of equity investments can poten-
tially reap high returns when the market recovers. Conversely,
when the market becomes overheated with overvalued equity
prices, appropriately reducing exposure to the equity market
while increasing the share of more stable assets like bonds and
cash can effectively mitigate portfolio risk, avoiding significant
capital losses from potential market declines. Additionally, in-
vestors can adjust asset allocation across different industries and
regions in response to the evolution of market trends to capture
emerging market opportunities and investment focuses.

It is important for the investors to bear in mind the fol-
lowing caveats in adjusting investment allocation: (1) Avoid the
crowd mentality and overly frequent transactions. Popular mar-
ket sentiments and short-term market fluctuations may induce
irrational decision-making. Investors should ground their as-
sessment of market trends and asset value in thorough research.
(2) Consider their own investment goals and risk tolerance to
ensure that the risk of adjustment is acceptable. (3) Pay attention
to the costs of transactions. Balancing transaction costs and
expected returns is needed in the adjustment of the asset portfo-
lio. (4) Respect the market cycles. Developing a full under-
standing of the complexities and cyclical patterns of the market
is crucial for navigating its fluctuations (Ma, 2025).

In summary, the three strategies for cross-border asset al-
location are interconnected and mutually complementary. In-
vestment diversification lays the foundation for risk diversifica-
tion; practicing emerging financial initiatives creates new path-
ways to the diversification of investments; and dynamic adjust-
ment of investment, grounded in the above two strategies, en-
sures ongoing adaptation of the investment portfolio to market
changes. Together, they form a comprehensive and flexible
cross-border asset allocation strategy framework that enables
investors to balance risks and returns in complex and volatile
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financial markets. With the rise of fintech, there are growing
experiments with intelligent asset allocation. Many emerging
technologies have been leveraged to optimize investment ap-
proaches. For instance, artificial intelligence (Al) technology
can learn and extract multi-level abstract features from raw fi-
nancial data, enabling data-driven predictions of target variables
such as the return rate and volatility rate. Furthermore, Al
showcases great potential to process unstructured financial data,
which can empower HNWIs to thoroughly analyze diverse in-
formation and optimize decision-making (Wen, 2024).

Conclusion

In the context of complex and changeable international financial
markets, HNWIs, in implementing cross-border asset allocation,
may encounter various risks, such as market, tax, and political
and legal risks. To tackle these risks, investors can adopt finan-
cial derivatives, tax planning, legal advisory services, and other
means for improving the robustness of their asset portfolios
within the global financial horizon. Regarding investment strat-
egies, HNWIs can improve their asset allocation and
risk-resistance ability by diversifying asset classes, sectors of
investments, and investment horizons; implementing new finan-
cial initiatives to broaden investment channels; and dynamically
adjusting asset portfolios to adapt to financial market fluctua-

tions and bolster the risk-and-return profile of their portfolios.

Currently, new trends in cross-border asset allocation are
emerging. Emerging economies (such as India and Vietnam) will
become important investment destinations for HNWIs. Eco-
nomic growth, technological innovation, and infrastructure up-
grading in emerging countries offer investors opportunities for
high returns. Yet, these opportunities are often accompanied by
substantial political and economic uncertainties, requiring in-
vestors to carefully assess and manage associated risks. Moreo-
ver, the accelerated advancement of fintech is posing significant
impacts on cross-border asset allocation. The application of
technologies, such as Al, big data, and blockchain, will marked-
ly improve the efficiency and precision of investment decision
making. For instance, big data analytics can process massive
amounts of financial data, producing more accurate market
forecasts and investment recommendations; blockchain tech-
nology can be used to reduce cross-border transaction costs and
to enhance the transparency of assets and security of transac-
tions. The popularization of fintech will lead to smarter imple-
mentation of cross-border asset allocation, allowing HNWIs to
experience more efficient and streamlined investment processes.
To sum up, foreseeable are bright prospects for cross-border
asset allocation with the rise of emerging markets and advances
in fintech.m
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