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IRDs

FA Y R 52l(108= 7|F)= 2016-2017HF
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o 4

o012t 2 32((2018.3E O|F) F4: A=RE P UF

0] 22|xK(EH=-0|=: overnight, 3'd, 10H2)

T T T T T T
01jan1995 01jan2000 01jan2005d g 201jan2010 01jan2015 01jan20z
ate.

m— overnight rates

3-year rates

10-year rates

Source: The Bank of Korea, St. Louis Fed
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i)
E2

Q| QEAZFAE: credit risk ZTHOI|A
RS2 A28 SO A= risk-freeTt & THA 7H'E
=22t 714

7|23 (buy and hold) vs 4=4 & (trading)

HHEALQ| £~Ql(TR: total return)& coupon O|Z}H(C)2t OHORR}(K:
capital gain)2| &

Valuation risk:

TR=C+K



o 4

2000m1 2005m1 2010m1 2015m1 2020m1

Larger UST yield Volatility
3-year US Treasury yield
3-year KTB yield




o 4

2000m1 2005m1 2010m1 2015m1 2020m1

Larger UST yield Volatility
10-year US Treasury yield
10-year KTB yield




EZ1.} 2|A

|2iCiH| £~2|-&(Sharpe ratios)

o
o 30| 22 22|17} ECH510] 2H20] 0SBt H7| Off
o valuation risks S0| ZAICIR F2|7} R2I5HS St S E Y|
4012 MBI BT Lo E217t 0|20 THsA

e portfolio O|2(Markowitz, 1952): the efficient frontier

>

A

=
E Best Possible CAL Efficient Frontier
2 Tangen.cy . %

5 |Portfolio 2 !

L 1

= 1

= 1

ST e

Individual Portfolios

v

Standard Deviation



E2j9} 2|A

o U R 017t HE 7). 29| mean-variance portfolios@} AFZ A
efficient frontiers (Asia-ex. Japan, GEM, Global)
e Sharpe ratios ~ 10

40 a0 40
30 HE 30
H 20 20 . .

. 10 10
0 0

-10 -10 .

-20 20 ! -20 |
0 2 4 6 0 5 10 15 0 2 4 6 8



E2j9} 2|lA3

& o F o

o]

0
|
Compensational yield

Volatility differences,

-2
I
T
-2

~ 4 Y
01jan2000 01jan2005 01jan2010 01jan2015 01jan2020
ear
3-yr SD(UST)-SD(KTB) 10-yr SD(UST)-SD(KTB)
——-—- 3-yr compensation yield —:—:—- 10-yr compensation yield

Note: 1-month standard deviations
Source: The Bank of Korea, St. Louis Fed 8
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| 22(ring-fencing)
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zagel

H(bail-in)

o 2e[A3ge| 7IEe &

o EZPALZ0)| Ch
o SALOf| CH

)

I.

10



g6 18

aa, 3SA29 St(F=c, 2018)
100 09
3129 22172628293:2932
o i 5116 8 & 0 52 48
o P 57 54 22 ag 2 2
40 724
i : IIIIII
T - 0
= Bl S8 gl 88°:'2”‘S£*‘°
R 8 RRAEAR &R R KRR S 2
Private >3years u>1year &< 3yearsm< 1year
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QSN sualjiig) s8uizsal €30

2018m1

2012m1 2014m1 2016m1
month

2010m1

2008m1

Capital balance of central bank*

Total of reserves

Mote: capital balance of foreign central banks in 100 millions USD

Source: Bank of Korea, IMF
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o ZZ&8%(monthly): ERLZ
el
o

1
I (FYeH, LW

& 2t (capital balances)
SoT o = 2

)2 7Rt (2, HE)
o =T H(monthly)

e StO| Z2|&H(1-month, 1-year, 10-year)

o VIX

e CDS (orthogonalized to VIX)

e |P differences between Korea and the US

e Foreign currency reserves (major 13 countries + the euro area)
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o I(1)2 A|HY: ECM 2Ho2 23
(Pesaran and Shin, 1998)

e omitted variable bias
e non-arbitrary lag orders
e normalization during re-parameterization

e valid for I(1) and I(0) mixture

15



239o| F1M: Normalization

e Ahmed and Zlate (2014)= IHE EAMO0|| A 2t=2] GDPZ normalizing
o U HFAIY EXZHLEE 242 Y 727} (j2O2
EXZA|EH 2IOHO 2 normalization
CFJ t CBJ t — CBJ fe=]l,

CF., = hie _ S5 1 by — cbjri = Ach;
Jo8 CBj7t_1 CBj,t—l C st c )t c )t
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29| 51/4: ARDL (Auto-regressive Distributed Lag model)

e The approach suggested by Pesaran and Shin (1998) and Dave Giles
(2015)

p q r
chj=c+ Y ichiii+ Yy ailRDZ;+ Y Bivixe;
i=1 i=0 i=0
s u \4
+ Z’y;rest,; + Z O;dxy:_j + ZSI/P:(R, us
i=0 i=0 i=0

+ Z nicds—; + €t
i=0
where the dependent variable is the capital balances (cb) and
explanatory variables are the IRDs (/IRD™, m = 1-month, 1- and
10-year), the VIX index (vix), foreign currency reserves in major
central banks (res), trade weighted dollar index (dxy), IP differences
between Korea and the US (ipKR=Y%), and CDS (cds).
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P3| ;1M: ECM transformation

e With a re-parameterization trick

ﬁj,t =c+ /)(ij,t—l = 9Xt_1)

+ i ¢iﬁj,t—i + i Ot,'AIRDtm_’- alx i ﬂ,‘AVI'Xt_,'

i=1 i=0 i=0

+Zwest ,+Za Adxy:— ,+Z§,A:pKR v

+ Z niAcds,_; + €
i=0

where lowercases are log transformed, and

Xt—1 = IRD;_1 + vixg_1 + resy_1 + dxyy 1 + /pKR 95 1 cds:_;
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Table 1: The empirical results with 1-month IRD

Sectoral capital flows

Total SWF cB Funds Banks
Adj.coeff.(p) 019 0.04 0.03 0,06 017
(0.00) (0.11) (0.23) (0.04) (0.00)
LAy - - - - 039"
(0.00)
AIRDI™ -0.00 0.05 0.01 0.04 0.05"
(0.77) (0.15) (0.65) (0.15) (0.08)
LAIRDIM - o - 0.04 .
(0.11)
) xk . hx -
Avix 013 -0.30 -0.09 011 0.1
(0.00) (0.68) (0.00) (0.00) (0.04)
LAvix 20.07"** - - - -
(0.00)
Dres 149" 027 152" 142" 214"
(0.00) (0.28) (0.00) (0.01) (0.01)
Adxy 032" 0.47 0.06 0.05 024
(001 (0.25) (0.70) (0.79) (0.58)
AipKR-US 0.20 0.14 0.25 0.19 0.07
(0.00) (051) (0.20) (0.18) (0.71)
Acds 0.07""" 0.07 0.00 0.01 0.01
(0.00) (0.12) (0.80) (0.76) (0.90)
Const. -1.39 -6.21 1.07 276" 879"
(0.18) (0.13) (0.62) (0.00) (0.00)
RZ 057 0.05 0.40 038 032

Note: *, ** *** denote statistical significance at 10%, 5%, 1%, respectively
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Table 2: The empirical results with 1-year IRD

Sectoral capital flows

Total SWF cB Funds Banks
Adj.coeff.(p) 019 0.03 0.02 0.04 018
(0.00) (0.24) (0.47) (0.25) (0.00)
LAy - - - - 0.41"*
(0.00)
AIRDYY -0.01 0.04 0.01 -0.06 0.07""
(057) (0.37) (053) (0.15) (0.03)
LAIRDYY" - - - 0.04 -
(0.29)
) - . A .
Avix 0.12 013 0.05 0.07 0.12
(0.00) (0.10) (0.04) (0.03) (0.02)
LAvix 20.07* - - - -
(0.00)
e - - -
Ares 1.49 0.36 1.57 1.74 212
(0.00) (0.15) (0.00) (0.00) (0.01)
Adxy 035" 022 0.11 044" -0.09
(0.01) (0.61) (0.45) (0.03) (0.83)
AipKR-US 0.20"* 0.14 0.20"" 0.06 0.02
(0.00) (0.49) (0.05) (0.66) (0.90)
Acds 20.07"" 0.05 0.02 0.01 0.01
(0.00) (0.29) (0.27) (0.70) (0.75)
Const. -1.07 -6.63 231 611" 7.0
(0.38) (0.12) (0.27) (0.00) (0.01)
RZ 057 0.08 037 036 033

Note: *, ** *¥* denote statistical significance at 10%,

5%, 1%, respectively
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FZ4Z43}: 10-year IRDE &

Table 3: The empirical results with 10-year IRD

Sectoral capital flows

Total SWF cB Funds Banks
Adj.coeff.(p) 02 0.04 0.03 0.05" 019
(0.00) (0.16) (0.22) (0.06) (0.00)
LAy - - - - 0.39"**
(0.00)
AIRDIOYT -0.00 0.04 -0.04 0.01 0.03
(0.81) (0.58) (0.14) (0.61) (0.44)
Avix 0.13"** 0.16" 0.06" 011" -0.08
6o, om e e o
Ares 1.47 059 156 134 2.04
(0.00) (0.03) (0.00) (0.00) (0.02)
Adxy 031 0.40 0.20 -0.04 0.72
(0.00) (0.16) (0.64) (0.77) (0.02)
AipKR-US 0.22"* 0.10 0.23"" 0.14 -0.01
(0.00) (0.64) (0.02) (0.27) (0.96)
Acds -0.06 -0.04 0.03 0.01 -0.02
(0.00) (054) (0.22) (0.78) (072)
Const. -1.07 1078 258 439 8.99
(0.34) (0.02) (0.21) (0.00) (0.00)
R? 053 011 0.41 034 0.30

Note: *, **, *** denote statistical significance at 10%, 5%, 1%, respectively
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2-yr swap basis ——— 3-yr swap basis
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o H2|8H(offshore issue)2| A2

o 15 $2479% — 16 $2892] — 174 $324% — 18 $356Y

A
T

H

—Zna
L

L B
[

= g9

9
o

|

‘18

126

140 (8

111

120

83

10.0

66

67

7.7

76 7.6

8.0

60

46 45

5.0

6.0

w

22 23 23

16

28
25 22

2. NIXN

T2 X

e & ho,
2.tz lo
AT
8y S S
2R3BE
i2ES
s friEle

8z friEfs
222y
ETTAIS
wivEhE
2.®3led
z.Rlengl
EVE
€2.REHN

e aiviER s
RERNE
£2.%|oxs
2N esk
€05 s
T EREN
€2 NIX

T2 X
€Ay 2Bl
sy @iRiei
2.2

e 2lRRs
8. RIRIY
€2.R3BE
€2 NI
€2.80)
T280)
w2kih
ezRBmhebie
€z.4joan

sz Rath
2 folofaeie

S| — TR

a0

20

0.0

108

98

78

3]

43

23

o

Zt&: KCTF

25



A|AFA
I

=

capital gain)
191 L= L3t (0f: bund)
fins e s

26



S} (market segmentation)
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