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currency liquidity via the Fed swap arrangements with other central banks in order to offset 
the shortage of US dollars arising from capital outflows. For example, the Fed and the Bank 
of Korea announced the implementation of a US$30 billion swap agreement on 29 October 
2008. This appears to have been effective in easing the shortage of dollar funds in the 
Korean market. Figure 14 shows that the spread between the Korean one-year interbank 
rate and the one-year Treasury bill rate spiked upward from mid-2008 at the same time that 
foreign securities holdings (presumably mainly US Treasuries) of the Bank of Korea dropped 
sharply. However, once the holdings of foreign securities began to rise again in December, 
presumably as a result of the loan by the Fed, the spread shrank rapidly again. It appears 
that the Bank of Korea (BoK) made full use of the Fed’s swap line, since total foreign 
securities holdings rose by W40.8 trillion (roughly US$29 billion) during that period. The 
Bank of Korea also significantly expanded its won-yen swap agreement with the Bank of 
Japan from US$3 billion equivalent to US$20 billion equivalent, and established a won-yuan 
swap with the People’s Bank of China of up to CNY180 billion, although it seems not to have 
made use of these. 

Figure 14: Korean Money Market Spreads and BoK Foreign Reserve Holdings 

 
BoK = Bank of Korea; LHS = left-hand side; RHS = right-hand side. 

Source: CEIC Data Co. Ltd. database. 

The Bank of Korea has taken a number of other unconventional actions, including 
broadening the list of eligible counterparties and collateral for repurchase operations, 
providing funding support to those financial institutions contributing to the Bond Market 
Stabilization Fund, and providing funding support to the Bank Recapitalization Fund in order 
to facilitate banks' expansion of their equity capital (Bank of Korea 2009a). It also contributed 
funds to the Korea Credit Guarantee Fund to enable it to offer payment guarantees for the 
principal and interest of the loans (up to 10 trillion won) provided to the Fund through the 
Korea Development Bank, expanded the range of firms qualified for foreign currency loans 
secured by export bills from small and medium enterprises to all enterprises in order to 
encourage foreign domestic banks in the Republic of Korea to finance export trade (Bank of 
Korea 2009b). 

The MAS was the only other central bank in the region aside from the Bank of Japan, the 
Bank of Korea, and the Reserve Bank of Australia to establish such a swap line with the 
Fed. The MAS’s holdings of foreign securities rose by about US$7 billion in November of 
2008, suggesting that it made some use of the Fed swap line, but this is not conclusive. 
However, interest rate spreads were much lower than in the Republic of Korea, so the 
impact of the increase in reserves on spreads is not obvious. 

The RBI adopted a number of unconventional measures aimed at increasing the availability 
of both rupee and foreign currency liquidity. Unconventional measures aimed at expanding 
rupee liquidity included a special repo window under the liquidity adjustment facility for banks 
for lending to mutual funds, non-bank financial companies, and housing finance companies, 


