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20209 2¢ HRE] A2 U97) mls3 PO R wEdA FAEUA IAF5EA
Aol BE4algo] ol a eBdAE A5 (flight to quality) 71 738}s] 7] Al2Fsh
AUt 39 Zolle A HAARR] vl 2] Al = BE d/do] B
a1, ol& AZIE IJAFEAIFAA FE2 Q) G R854 S92 (dash for cash) 7} &
At SldAE 39 2FE d/2e S50l 7utEA dsdtar sAaAl el
Ae gd #8548 =5 4] Uehdth (Figure 1, 2)). oldl tl-g-st] d=23)

< 20209 3¢ 199 W] AFH ek AlkS AAsIon 495 E B3k A

g5 e & FFE 9% BA9 3 1
Salagte AW 229 3997 9 AL SRsdon Be ANFE FAS
ulstel JeiHos Aze Aleh? w3 T ANARY Aol Fag

D Pl dEe feivdele] Falagh AlAldd g 39 159 v 5 923 ,
BOE, BOJ, ECB, SNB)#}e] 2444 Faixage] F2l& W3u 371Y W] &S =439
on, 39 1994 et ooz 8/ Z7F(dnla, =2do], Ad, &3 FAuU

B, WA=, 7R S92 U Bekag AlekE AFYh

23 7t Batage 196295 1 GAE AREI oY 221 F8907] oAl E 1
FEAA (HHEF2 A28 fx]9 22 BF oz ggEo] Ao Falagdvls 2ol
S gt AA E3tage st A AA AAFAEL FIAA S} FAFEFA
HASHA AHEE a2 U= 1 W vl= 389 vl= BV TS nEd=SE AR}
oEl n] AFe] Bl e d FAEIFEAAY TF2H BeES Hashe AR 2A

3k Bslagoe] o|HHE 22 HFUEA 9T Y2 3 Aoz ASH A

2 F597] "yt AL AHgelgtn & 4 Jdvh(eFd), 2021).
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(Figure 1) KRW/USD exchange rate during the first half of 2020
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Source: Bank of Korea.

(Figure 2) Covered interest rate parity deviation during the first half of 2020
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Notes: For KRW-USD pair. The unit is a percentage point. A positive figure means that it is
profitable to borrow in USD and lend in KRW. Author’s calculation based on the data
from Bank of Korea. Three months tenor rates are used.

gy g3t AAe 39S Adehe A 1 8% Eekar v

& Lot} Y=z B9 S35kt Aokl AAH 39 199 o]F gheo] T
29 3k /A Bobe} sk an (Figure 1), A9 fsialg o484
=5 Yel= AARRR (B F98 oA HE o|E, covered interest rate
parity deviation) & 3¥ WHEE A dlEsle] Awe] 23EE Aoz Holth
(Figure 2). Z22iu} ol& F3h~ge] AHAA], oW Fa=9 252 34
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N

2
A A FEAF AMYstd oAy TR AHKHS vl YSkal(asset purchase
program), &= AEAI717] fl8l A5 = A9 (funding for lending program)
2= ZA] (whatever it takes) 2351t} n] Ao Saya
i °M 2 o 1370 =S7heke Eﬁ% At ARsAY At £d, B
= =g

AREe Bres wza 151519 <) GDPS] 5 A3 M1 EE ¥

M A A FRE ANEITh olXF W AAIH R Fxskd eslA
3 AR tgo] FATEAE BehE A= H 2 98 e
it} (Figure 3)< IAlwgA1go] Q1A sk gl x4l A& VIX (¥
4 A5 & HolFa vk VIXE ow (Figure 1)3} (Figure 2yl Yehd $-2]

e} ghgolut Aol AR fele]l B s 39 23 Wl Aellti)

39 FoeEE A 6}%}—8}—; B5E Holw otk Wb 39 sl Azt

Selte} 2aa el gat 39 199 ARE Bokag HEIA, oplw VIXd]
= UehRe] FAFEAY Beto] 2148 HEelA saalA g,

(Figure 3) VIX during the first half of 2020
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Source: Federal Reserve Bank of St. Louis.

Wb ofjz} SR Bkt ol2) ofe] 44 Aase]l Bt oA
A A #AHo] 9= Aozl sy el AEE XA 3er}t FE o,



fo
g
Y
2
oX
-z
i
i
o
o _{%
N
ne,
>
iy
|o
fru
a2
b
L
bas
o
A
to,
o
|
X,
=
o
=
—_>'4-',
>
e
o

ATt QFEFl S FolA Al FHF % SFATE 3 o]x /] BIS=gk A7)
A FEE 2259 JEF st FEvetet vls 2ol AAE Fslag
TIRES 6] Tt A GA ¥ dolth
B A E FAEGH (local projection) & ©]83ke] o] =2 (differences-in-
differences) ¥4 FomA Fotagte] A3E AHsigich W=t & 49 b
olElE &8¢ FTANGEA LR T agS oY T tE A oRTE ARk
A o FHEsta St gd B o[ ETL WG A S Akl AR

o] §A491S PASATH AR . Ea, 1) AEe] Falag EYT %
1o

A e T FH olilo} 1, Fahag WES ) THUAAT B o]
WES] YAzl $elsh 9gid 1459 Seuee skt Heke HsrolF

A BlagrozA fejuetele] Fakag G3E A8 Aot

= A7e GEY AANRAS Sl FRfgo] DA Pl MR
& F7reIeh Al dEske 7S Al e SEolzbd 938t
AaAeld e 2gEo|Eolth. A AN 2 el gt LgEelES A}
A Ao, IWFEAATE 43kE 226to] AN F = BRI EA
o Aeg Aker fe|2ag dAlel] SeiEe w82 W e Eles U
BT 1) o] Eeflgo] mrhd B2 H& (Zejn}d) & A2k 27
&5t} sh= 78] Brhe SolH, S]hA|A =
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Al QJStEFA o AR 2he el BTt A ASITh whebA], Al A
3ol avte AA dsiats 23RS AAFTIETGE ARAR] onlE
zte d 23S Aozt H7KekIth Rose and Spiegel (2012) & Z2Y F897
G m AEe] F3tags B3 dstdiEe] v=H 7Y, S5 WA

=}
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_—

o

Uzt
A = 17HE2] CDS Zn|dS o 3A A1 H& g1 nl=3
ARz RS Al J=FE v g {80 Ui o0t AR Eﬂi
4 A= FH AlY 33A 23U 9 += Zolth. Bahaj and Reis (2020a) &

shgol tigh o] 24 ATt F5917] 73S T ASEA S F9 %ﬁri%ﬂ
AR o Al TR E ARSI &, E8keg dstiEe] AAlH e 71kt §
oF ] Aol AeHA (ceiling) = AR sk, 232 AYH| &S FolH, Ag4
= o BT E Agaodw Ao R o] £AE @A skek= A7) vk Aol

F219 971 Al Bslag Bl @3t AF2= Bahaj and Reis (2020D),
Aizenman, Ito and Pasricha (2021) 5-°] 2th Bahaj and Reis (2020b) & 202013
39 T 2= AAR A dHoleE 7&?404 Bahaj and Reis (2020a) 7} A| A1 g
o|A dF, &, Etafel O AES 8T sl AldHE 7Rt E<tl
T A A YRR s A= Z‘:% THA] ghi Zlksith Aizenman,
Ito and Pasricha (2021) = 50997l =7} AR S Rolx] Z2UH9 97]A] 1] ¢d3o]
AAg Estage] 8IS BASIITE 2 AFolA et o] AT H
BRI, 1 A3 S5ty BR7F A A dd 571k g, CDS =%
ng, AeeE WEre At doka sl B dsES B

o)
Age] FHE FARE APA)E Tt Y A4S BT W Fas

B A} o] fejvete] B3t &8 Aldlell FEste] g A3
UTh. WA, Eguren-Martin (2020) & T4 Fslage] HERA d5a9E
gelsl] Yol E3H=L A (currency mismatch) ¥A417F & FAIQAIA 28-S +
ol Felvete] 229 9171 AE Al HolBlE E8ste RS At
Atk Eguren-Martin (2020) ©] 28 vt 4 2219 &8 F40] &
skagto]l gl 7% GDPE 0.5% #AaAE F e A= $4%0 Aoz A%
sted, 27t vk Eslay Abw S E 6009 D] BFE oSl T

6

[e) =
AP 1 FAE 20% B FY F AUE AR B
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o] A4AY AT FotagAbE 60022 S BT Twalsle el A AH#<l
o] 120bpTHg Ao|7t v A& B0, AAldNE axn A 2L FAg FHIn
= A AR<le] 150bp 717to] dHEtslong REgoA wdak] Rl 53t
2ol NEEI (e 27 53 7L 27] B EUA] w2ohn AF8lgleh Yun (2021)

< FEuE AR E] Bz REY Ay (BAMAY) = B8] 2020 3
4 7 A W= T HY F3hago] A8 =AA Ho)ZH (spillover
effect) & oAt FAsCh 1] AFe] Bolag A4 o|F, F3agS AA

T JeAHEC] T 77t F4l A HHT By o 2R\
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1. Hllol&

A7) B4 71k 20209 295E 5979 afERte R gl 2R
U9 bl mE A58 BQte] et 249 sketE ARk A3 s §3)
2% A=l QsliEo] 59 6ol nRRHe R o] Folxl W5 7Akst Aotk U4
tolHE o] &3tol oA FL& =2 7o ® A0, = Fd= <
g AZA= Hk(interpolate) 3FATh.

A AREE T8 tlolH o] 7|2 EAl= (Table Dol AAsIth S5 5 2
w8 telHe E8W 19 2 o2 5 H Folqith 2 AFolA S 1882
=7t &3t 71 7H = Aot (whehr] Adgol sl stete] A, de] b
HEH%?J—E— k28 AxE uAo] AlZfE OTC Al 2G| EE 0] 835
13t 0] g3t A AR RS Bto] 247} 1 217%, 0.75%p
o gatoq jé*c}/\]l‘i‘ﬂr 7433 =ol Ao Bl Aol es BT ol
i =71el YA 177059] 2pe) A f2le 3%51101]’\1 Ihe 28zt
welot AHE && volHE Foto] AH ALteisith. 9 2209 GIA; §

EA+= World Health Organization (WHO) 9|4 F-8191 2w, WHOOA] AEE A

TR &= tivkyl 339 23+ Worldometers YAFO] E (http://worldometers.
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(Table 1) Descriptive statistics

Variable obs. mean St Dev. 25p median 75p
(Korea)
exchange rate (KRW,/USD) 81 1,217.4 21,1 1,198.7 1,220.5 1,230.3
CIP deviation (%p) 81 0.750  0.593  0.320  0.590  0.950

(All 18 countries)
exchange rate depreciation (%) 1,467 0. 047 0.909  -0.337  0.004 0. 370

CIP deviation change (%p) 1,440 0.002 0.186  -0.041 -0.002  0.042
new cases of COVID-19 1,530 134.2 256. 5 0.6 11.0 128.3
policy rate change (%p) 1,396 -0.009  0.075 0. 000 0. 000 0. 000

Notes: Three months tenor rates are used for the CIP deviation calculation. The exchange rate
measures the value of one USD in terms of the other currency (hence, a rise is a
depreciation). The COVID-19 cases are per 10 million population, and they are
moving-averages over a week. The data is from Bank of Korea, Bloomberg, and
author’s calculation.
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info/coronavirus) o4 TalAth 2= QIGAle] S 7ebshr] ¢JalA 20193 7=
AFE E83llA A7 Hrkgd 2 A7 Hx| 2 AlLkste] 81t

s
S
Y
lo

2. O|ZAI2= (differences-in-differences)

v gide] @ H7iE F 17 5718 AFsieith Selvet olejd] n] dAEd)
ot AAS 130 F7ke BF 2deI%la, 1 QdE ool FHIE Fo
et 2 A R2l deoleE 78 & e w7 V1E 8T 1A

n] AF FotagS A @2 It (elE nAAT) 2 F, WY, 37,
Zgo|Alols AT o5 FUlAE Bolag W o[WES} 3 gl
w 2ol S-elvetel A Al vuE shrld Agsith. Sare] #8372 A A<l
< CNY i3l AHEfrE¢do] Ao s o Af=e 23 Ul $19ksHCNH) & 7]
o2 ek &, v Az 3 Beags AAS A9 (o8 AT <
F2E, MU, 2992, 95, dido] R A FAAATE BT A
Ao 2 Al enigt 98 HolE S 7] 4% vtk Felag dE 9 <jg)
UE A Gt feiuEtet E5i7] widel] Selvetel vlasEe o g8 4
]

_|

Sic. vhste R SeueiE ) AFs 9N BEHARS AAE T ele 94
WA 2E 249, W, w2del, 57, w_a HVE, BN, Bekd
o ATl Ak olF FkAAE FIAY

Fohag UEY H3E ZPT del APH vl PO ] oYk o)
% ol F SlglEe Seters the o] AAlsle] Wn B Ao} $4E
k. 59, FAAE, epd, A9 A9t Baaas Adsns olgh
S A AASA Gr] el Selvtetelne skl EE BHE ol
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uctuation by country
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Notes: The exchange rate measures the value of one USD in terms of the other currency. It is

normalized to make the average during January 2020 equal 100. The unit is a percentage

point in the CIP deviation graphs. The data

is from Bank of Korea, Bloomberg, and

author’s calculation. Two-letters abbreviations are used for country names (Korea, KR;
Eurozone, EU; Japan, JP; U.K., GB; Switzerland, CH; Canada, CA: Australia, AU;
New Zealand, NZ; Sweden, SE; Denmark, DK; Norway, NO; Singapore, SG; Mexico,

MX; Brazil, BR; China, CN; Hong Kong,

HK; Taiwan, TW; Malaysia, MY).
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(Figure 4= Felvtetet 37 vla iy 57159 g3 A A—R<l= AA
BA 717k tisle] oA AWl A 2502 o] HoFa gl 32 2020
19 F9] Hitgke] 1000] = =5 iFslelith. A3A F52 Aol felves

S AT DA, BEE BAN 19004 W] Az 2 ke Aol
HeEth B £999) £Fo] Tk 2 2] whRe] e Eewt Hop
£ Baiage) At AQEA PRI} oldTh A AU E B sh,

sePte] AN FAL AR B ADTIE FlAe B Hol, v
A@T7Nel vlsh wre Holgrh, B3] The AAR Ve vlmea 497 595
o £ 57 fANw, MAARIS) vl ma LS 197K 4T F
& 572 R AYAYRIE T ZeY HopE Falagte] wNs) o
ol lEA] Rsat olgnh mebd AREA S Bol ofel 71 the eqs
& BAST SUe e Uds Aolel BAMew fol@ fael Aol7)
SRR IERE FREEEE

1:1
-/

~

3. aFAH(local projection)

Eotage] B3E U oMESEFE FEsla FHHoR FA] fe) 1l
=7 Ee A HolHE o]t SaFIW (Jorda, 2005) & AHEISITE =, ¢
guitel Felr Fotag Ly S egize] W G 19] de e

ol Bl A D olF $a3t AANR £Heo] The et The

=

=2

O 37 %)}=] [e 3R =] <= =)
e XA W] SANSEA S a5t

%!

o

HIS29k Al7Tel] @A goll dake v 5 glewid BE 1ﬂ 7P*°ﬂ# oHD“’]
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(Table 2) Major policy interventions during the COVID-19 crisis in Korea

Policy Detail Date
Monetary policy rate change 1.25% — 0.75% Mar. 16
Bank FX derivative position ceiling change |ceiling raised by 25% Mar. 18
Announcement of swap arrangement 60 billion USD limit Mar. 19
Repo purchases from securities companies |1.0 trillion KRW Mar. 19
Repo purchases from securities companies |2.5 trillion KRW Mar. 24
Macroprudential levy temporary lift during April-June Mar. 26
Unlimited liquidity support facility (KRW) |Repo purchases without limit Mar. 26
FX liquidity coverage ratio adjustment 80% — 70% Mar. 26
FX liquidity auction using swap dollar 87(.31), 44(4, 7)’ .20.<4' 14),’ 21(4.21), | (auction

13(4.27), 13(5.6) billion USD date)

Source: Bank of Korea.

W 39 1620 71232)7] 50bp AL, o] 7175 HE s A= o
2 9xd) e Fre $R9AEeE ey, 1ne 12ae e o
e AIHARAGAN T2 Uel HolElA Besie] BANSE EFAoR
W ksl E5iagd A UE o1 A9 39 18Yel =
A Peg dojels 2471 2EEAT. ol 32 199 ol e 93k )
o= Fahstel Folnl opel HEE TAN A= dale] vk IR A
9 Ao, B AT BH B 01% A e 6&7417} Sk, 19

3}

rr
rlo
0::
rx
e
it
{
&

A3lx2= A 3¢ 1.79, 49€ 8.09, 5¢ 12.19

, Al FAA gE 31
() B FHE AR FYH7] I wehd B Qs BAse 55

2 AlfAld R Bl A8 A = 93te] ave 7 xFH 3

7) 3, 4, 59% /I 23] A =t A @l ofd = (Fuled 40%, <2AA
200%) & 233 LES g Ao kel zbz) 1,79, 8.09, 12.19<gelelt}h. &7}
g AESE TAM o] BE 25t 9] ARIgE Jske agA gl FFdhe Tl wA A

olgtn 7PYsH, ode] FHS A gz s 4l FFE Qgte] HuRgn =Y &
Sk ] 7%]21 A AL A7IA A AT AETE 34 a3 89l
9] 755 WA vl 9 ¥} e AeE Hrism gl
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(Figure 6) CIP deviation decomposition

i CIP deviation (R)
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—— Interest rate differential (L)
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Notes: The unit is a percentage point. The data is from Bank of Korea.
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(Figure 7) Responses to the currency swap events - CIP deviation

announcement effect on CIP deviation liquidity auction effect on CIP deviation
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(Figure 8) CIP deviation ceiling

3.0

——CIP deviation ----ceilingl ----ceiling2

2.0

1.0

0.0
33 310 317 324 331 47 414 422 429 511 518 525

Notes: The grey line is the CIP deviation against USD (3 months tenor). The blue dotted line
is the CIP deviation ceiling suggested by Bahaj and Reis(2020a). The red dotted line
below is the calculation of the ceiling when the banks buy 3 months public bonds instead

of depositing in a central bank account.
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(Figure A.1) Responses to the currency swap events - exchange rate

announcement effect on exchange rate liquidity auction effect on exchange rate
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Notes: Above are the IRFs based on Equation (1), but with five sample countries: China, Hong
Kong, Taiwan, Malaysia, and Korea. The unit is a percentage. The shaded area shows
90% confidence intervals.
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(Figure A.2) Responses to the currency swap events - CIP deviation

announcement effect on CIP deviation liquidity auction effect on CIP deviation

Notes: Above are the IRFs based on Equation (1), but with five sample countries: China, Hong
Kong, Taiwan, Malaysia, and Korea. The unit is a percentage point. The shaded area
shows 90% confidence intervals.
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Effects of the Central Bank Liquidity Swap on
Korean FX Markets - The Case during the
COVID-19 Crisis*

Youngjin Yun™*

Abstract

This paper estimates the effects of the central bank liquidity swap, arranged
during the COVID-19 crisis, on the Korean FX market. I analyze the daily
fluctuation of the exchange rate and the covered interest rate parity deviation
between February and May 2020. I estimate the liquidity swap effect using the
local projection method deployed in a differences-in-differences setup. 1
compare the differences in FX market conditions in Korea and in 17 other
countries after the liquidity swap events. Both the announcement effects and the
liquidity auction effects are estimated. The results indicate that the central bank
liquidity swap played a crucial role in stabilizing the Korean FX market during
the COVID-19 crisis. The Korean won gained as much as 3.3% on the day
of the currency swap announcement, and remained elevated throughout the
subsequent two weeks period, rising at an average rate of 2.1%. The won also
appreciated by 0.5% for each of the six liquidity auctions. The swap line effect
on the covered interest rate parity deviation was not clear. However, I find that
the deviation was kept below the theoretical ceiling after the swap arrangement.
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