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< Abstract >

Analysis of the cause of persistent deviation of interest
rate parity condition in the Korean swap market and its

effect on the won-dollar foreign exchange market

The global financial crisis of 2008 caused persistent deviation
of the covered interest rate parity condition in the major
currency swap markets. The deviation was far worse in the
Korean foreign currency money market with widening of swap
basis to a historical level, reflecting the rapid depletion of
liquidity in the market. The won-dollar foreign exchange
market was also affected with precipitous depreciation of the
Korean won accompanied by significant volatility increase. The
spread between the LIBOR and the Overnight Index Swap, and
the Korean CDS premium significantly affected the disparity in
the market, reflecting the role played by the heightened
liquidity and credit risk conditions both in and out of the

Korean domestic market.

From a microstructural point of view, a significant drop in
the volume of transaction in the foreign exchange market can
cause market distortion in terms of certain concentration of
information and influence among the broker-dealers and also
vis-a-vis the end-users causing information asymmetry which
may result in overshooting of both the level and volatility of
the currency. A GARCH(1,1) was used to test this hypothesis
and revealed the significance of the market pressure and
information asymmetry in explaining the rate of changes of the

won-dollar exchange rate.
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Jp Morgan Citi Goldman | Lehman
Morgan Stanley Sachs Brothers
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¥ OI-2> Z7tYH 92 A4k &3 F0|
(29l o =)
= Q= Ao} e E=
o= Asset| Liab ]1;1:‘:) Asset| Liab ]lj;; Asset| Liab ]i\ilj‘:) Asset | Liab ]EI;:)
2005 4Q|1,008 | 482 | -526 | 336 | 131 [-205| 253 | 296 | 43 |1,066|1,385| 320
2006 4Q|1,552 | 585 | -967 | 388 | 124 |-264 | 266 | 359 | 921,278 |1,526| 248
2007 1Q|1,704 | 658 |-1,046 | 393 | 124 [-269 | 279 | 363 | 84 |1,461|1,435| -26
2007 2Q|1,813 | 606 |-1,207 | 415 | 132 [-283 | 262 | 389 | 128 | 1,644 (1,449 | -195
2007 3Q|1,865 | 532 |-1,332 | 453 | 128 |-325 | 232 | 356| 125|1,784 (2,090 | 306
2007 4Q|2,319 | 830 |-1,489 | 469 | 128 (-341 | 268 | 390 | 122|1,892|2,819 | 927
2008 1Q|2,474 | 778 |-1,696 | 494 | 125 [-369 | 263 | 346 | 822,197|2,505| 308
2008 2Q|2,388 | 636 |-1,752 | 502 | 125 (-377 | 245| 303 | 58 |2,357|1,929 | -428
2008 3Q|2,402 | 614 |-1,788 | 492 | 110 (-383 | 228 | 264 | 36 |2,077|2,403 | 326
2008 4Q|1,863 | 578 |-1,285 | 582 | 135 |-446 | 228 | 240 | 13|1,536(2,317| 781
o] Ao} Eadast 2] Ao} Bepd

o Asset| Liab LI;LGI;[ Asset| Liab ]Ij;t) Asset| Liab S;t) Asset | Liab S;t)
2005 4Q| 332 | 189 | -143| 556 | 342 [-215| 914 (1,533 | 618 | 851 | 492 | -359
2006 4Q| 381 | 282 | -98| 727 | 390 |-336 {1,097 |2,205 |1,108 | 1,051 | 559 | -491
2007 1Q| 415|357 | -58| 784 | 411 |-374 (1,253 {2,670 |1,418 | 1,255 | 586 | -669
2007 2Q| 454 | 406 | -48| 856 | 400 |-456 1,491 |2,576 |1,086 | 1,414 | 720 | -693
2007 3Q| 440 | 447 7| 958 | 421 [-536 (1,783 2,834 |1,051 | 1,484 | 676 | -808
2007 4Q| 484 | 464 | -20|1090 | 459 |-631 (1,848 2,322 | 474 | 1,573 | 670| -903
2008 1Q| 595 | 405 | -190 | 1315 | 592 |-723 |1,969 |2,244 | 275 | 1,674 | 616 |-1,059
2008 2Q| 597 | 368 | -228 | 1396 | 599 |-797 |2,081 |2,234 | 153 | 1,885 | 697 |-1,188
2008 3Q| 470 | 291 | -179 | 1287 | 478 |-809 (2,103 {2,634 | 532 | 1,762 | 651 |-1,112
2008 4Q| 368 | 194 | -175|1157 | 223 [-935 (1,809 |1,309 | -500 | 1,554 | 636 | -918

Z : BIS Locational International Banking Statistics®ll th&] =4/ R SAE Al
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AFIHER] S E=AE 71 L LAY A FHE H%‘Ei% FA4397] o
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20083 T 7|Eo 2 mIA 230l obd o= 23y 5ol Hfstal Sl
A Agte] AR BE2 v YoM @dE AAgEE §F
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i

A g23E o AFA ol A ol AAE AAe AlzdE g
a7 AYPFAY.

2007 8¥oll= BNP ALHe8AME & FAE AAsida, 71 %
v et @ IAFAEY] AN FYedE e UR T
stagtolgts 848 3w 2AE B4 Ak 2007d 12€ v= AWE
H 9139t FEsdedy 9 292 42 el 2409 2] T3
2gho]l AAIE AT, 2008 8€7HA T3 A EIE 6709 2 7HA|

AFstant. vl=S A ABAG WolA 4E -"4&1‘—;7} =2 FEA
<PEo AR dalAe A7 e eyl WEd FHITYSH
e FAY 28 5329S AASAE Aotk

2007 129 F3t2ghd HEER PdES vm 23S FEA F
=& | 4str] $EA 4008 2 9] Term Auction Facility(TAF)E Al
Atk AEHoE AEHT 1A (discount window)E FF ©7]
Aba FA7F AT Aol mE Yl & F(stigma effect) ol 41
71@e] Aol &Aool gt guAe] BAHE AA dF
TAFE g3tld Zlojn.

D71 = A AAe LIBOR w89 &sd 798 58 T2
A24E 3 9= Overnight Index Swap(OIS)#e] ~ZH = F2 A
#3d 4 Utk OISE o|A& 2= dFCeE WHETE7} overnight
index(1¥ &) 22lE9 H#o2Z ZAAFI 7] Al OIS FE9F 24
AAH = Aoty dgugho l AL LY Ao BE {38 vt
28 gl7] wji&ol| LIBORE T 2 75 93T
2 593 582 AAH ok ®E¥e LIBOR =38
o]7] W&ol LIBOR =& 4t& 233 & 119 543 A& el met
Ad ZEu o] 7Rk F Aok <Oy V-1>2 200749 F
=8 Y B FA] ARE ASFE FU1e7] AlAEE LIBOR-OIS 23
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ZFo]9}, 2008 ZHF Lehman Brothers® IH4to =z 213t F§AAY
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<318 IV-1> LIBOR—O0IS 2Zg = Fo0|

Libor - QIS AZyC
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09

Z}5: Bloomberg
4. CDS ZEr|de| F7t

2008 =897 A& Al T AE BPE] g CDS Zm]| Yol
FEBATE <FE N-1>ellA 9} o] AFAA 57459 F8 g3 2l
A g dr1ex 2 % &AF, 283 qyedEe] A=

S4Z0] Hﬂxlii A== 5o A9 Hluthd F7HEed ]

< & F Utk = AFIE D5t d3kx
A AR FYeYe daFgoz s gl YlE ez FF

g geEA AdF olE wEom @ CDst AR W AR 2
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Pya

<E IV-1> ti2] A|F0{y & 2 AMMe IIIH v
&

D)/ 98 | EdlAE/ | &/
B nE GDP H|Z /e o= Hl&

= 14 0.7 11.3 0.8

= 33 8.9 18.2 0.8

QIZY| Al o} 73 75 15.1 0.8

= 93 -18.9 6.3 1.2

g o] Ao} 23 83 5.2 0.9

7] g 28 24 13.5 0.7
Z2eH 39 22 - -

B = 34 1.3 2.6 1.0

H Ey 8 74 26.4 1.1

A5 IMF(2009)

= CDs ZHu|de] w5 @4l tid = shubel AW Hojax
(contagion effect)o]th. =W &3AFo] F2 Zvjg-F(wholesale
finance)oll &JEstth By, FEFUd A2AHE EXloA FF54 ¢

A7t WS IR f1ge] dold B LAETh TA AFAR
—'1 of e OY LT FEAP] I N FssHs e,
A% uaow I Y LYl G TS we G

n9L' 2

o Fu 45AY Aolth MM =
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FE V2>oll A8 o] d=o] A=
d Ao} E}" o= —Lﬁﬂl et Aoz H7EY. o 59 HSBC
LSRN sL;L AR B= 7PeAE 59%2 AAdA Hrsta A,

AL 55%2 AA B 47%ET ¥

ve o 7 ATk 2gAECAM 28 fEAe] T %JX}%C’L o=

<E V-2> 2X Mgedise 25 Mo| %8

HSBC | StCha | Citi | DB | BNP | DBS | JPM | %+

k= 0.59 059 | 040 | 055 | 0.62 | 0.71 | 040 0.55
dylo] Aok | 0.42 044 | 031 | 045 | 050 | 055 | 0.31 0.43
B = 0.41 041 028 | 037 | 044 | 048 | 0.28 0.38
T 0.41 037 | 027 | 036 | 041 | 0.38 | 0.30 0.36

244 0.47 0.51 036 | 049 | 053 | 055 | 0.33 0.46
I=uAoF | 0.68 069 | 052 | 0.63 | 069 | 0.83 | 051 0.65
g 0.50 050 | 036 | 048 | 053 | 0.58 | 0.36 0.47

20099 2¢¥ 119 71+#4. DBE Deutsche Bank, JPM< JP Morgan Chase,
StCha+= Standard Chartered Bank, DBS+= Development Bank of Singapore
Z}5: Segoviano and Goodhart(2009), IMF World Economics and Financial

Surveys(2009)
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A g AFel7] wWiEel CDS Al dnkel #E4, FAAES] 9

Y A9 1en 9 HE
A

eha AgzAe BA CDS Zejelgel @ ARl WA oY)
CDS Zevlginth WA dehbrls st oled dde FEe ¥

jﬁ
=g BHAA B W de] ¥ HA ¥ PEOEF CDS Zejng)

2 olalsy] ANAE Agel SHS 2 Aol s BRE ok

2. I AR R Aol

T 29e sbsetA @tk wEkd = A
4o AASE B2 AVS AT 2P G A

|
&2 o2’k ool EF &3d HFAAANA detd 5 Qi CIP

Qe AR B4 :L°7lﬂr594 A% HzEol WE A7)

A A S E (counterparty risk), 573 & (liquidity risk)ell sk
gz vy 7]' LEte] A Fe EEde 22U & AUTh
2gAAo A BEE A&Ade] EH dE 19095 dRLHYS

ANA FAH AL 5\—-14 Y& zFu|Y(Japan premium)o|th. P& ZH A 9
HE 53 o] FAAL VIR oHeS AW & 238 50] e =
FARAA g 22 A AEoF P AP ZEu|golth o= <13
A 717F dygy 2gA A CPERE Y] g Aol A&H ATt 7}
A FH o= 2007~2008 2/ 28 2GAFNME A7 F87]HES
Ao de SUHE 2/98 CAPERE Y 7t A &FH AT
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asATAAe] BEE FUE 95 A WEe] A&H 45 o
malr] wEe] Fu fgAge] el FFL AAAIE aclo Ag
A ol /98 Bgol A&H ge dPow gy Wy
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o
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%

294 BEYe B M AR O BN 48 5 Atk 3
Ues 3 2gA UiA 282287 A4 S8A% 2 EREH &
v #Holth F S1+i)/F-(1+4) BASE B3 =AHs) 2 F Aok
= e s S FHAgAeld FAEE sguo]A s Fol
5 FolAolth 2ol SlAdEE et CRS w9k Aol=
9=l W AoAde AE AEsEol W Faxste] A8 14
=8l 3lF3= CRS wElv =l 2871#=9 39 A7 =2 A A
ol 99 zuge BgHow wgan,

rL -

FU e AFARe] agHoE FTHFH U 2gARe] ¥
293 A AY oz Qs wrHoz A" Aot 2y At
FANA GEzgn| 8ol =A SN BAEHEE 2 AFAR
o] 29 H|ERT £OW ol AAHE L=
g gl o ol 237t gEE AF =W AR EdE
i B A MRSt Z]qsiAl dh webA By g A&
S A el AE) sjasA ZEE onske Aol
Ax A gl S vA d/2Y &8 F59 Ul "ok

l

2007'd o]F oAy JFA] o|fFE zgwlolA 27t griEo] F3UTh
2007 = 9 Fyltole= 92AH ©@r] QFA]] AAE AT Qs
o AA Fx 2F, geAHY B Aol g HHkjIATE &
2, 93 HF 8% A4 A 52 29 Toz Aol ~v) Fd

6) Baba and Packer(2008)
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: swbl, swb32 Z+Zb 1 wHr] 2go]Alx, 3@ T agwo] Al 20]a
msbers1S 1d 97 E<¢hxfe} CRS &8 AZ#H E, ktbers3S 34 "] =)
¢ CRS =g 2zH=

Z}5: Bloomberg, H=23)
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THLHE T 2gAAT QY A AT ALY] FEd FFE
MANA HHoz 2 QsAZFAFNE A

nAEY =28 3+ T3 A
o

5. 9Ly 2guAe B BA

St} mldEL 2008 10€ 30Y 3009 € d=e] I
Y AZe TR 24P H aHEs B4 Hriste
QQstAF A 917] A3 I Al AT S e Y] ¢
Zbetedl o ARE AT Fr

s
Ay
Ho
i
o,

B d
She ﬂ 25‘2—1 3‘101 *Veloﬂ oW F&Fe 7IHREA Lot 9%t - T3

SalagA e B4 WgE 1d v B3A o5 5slag
A3} 1A FE CRS FEl9ko] 2to](MSB—CRS), 18] 3y wh7] I
T g CRS |9t Ao|(KTB—CRS)Q!I 2gHlo]A~2 Al
DCIP, & 7|3},

A Wage A4 @71 AFAEY BN A=F UEh= LIBOR =
g9} OIS FE|ote] 22, dE A8 235 dxzsts ABA 9
g CDS ZE v Y& A&tk LIBORSF OISe] ~Z# == LOSPRD,
2 ®7]%tal CDS ZEH| A CDS,E 7|3
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7o Boag WE L FY YBE FF AR
LA FI Y WEES Gy WEE AS] AR
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)
=
ANAT AR JF AA ARES Geibs ED,E E7|%0

Mean Equation

DCIP, = ay + b, LOSPRD, +b,CDS, + b, ED, + ¢,, ¢, ~ (0,57) @)
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