
Opinion | 19 March 2023 1

THINK economic and financial analysis

Opinion | 19 March 2023 United States

Dollar funding solutions get beefed up
Another weekend, another set of announcements from the Federal
Reserve, and other key central banks. Last weekend the Fed took
measures to protect deposits, and by implication solvency. They also
beefed up access to liquidity for US banks. This weekend, it's about
ensuring access to dollars outside of the US. Another safety net in
place
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Federal Reserve

The Federal Reserve has taken steps to ensure quick access to
dollar liquidity, just in case
The Fed has announced late Sunday that “to improve the swap lines' effectiveness in providing U.S.
dollar funding, the central banks currently offering U.S. dollar operations have agreed to increase
the frequency of 7-day maturity operations from weekly to daily”. So the key thing here is this is
an existing facility, but it will now be accessible daily, starting on Monday (so straight away).

What does this facility achieve? Here’s the explanation from the Fed – “These swap facilities are
designed to improve liquidity conditions in global money markets and to minimize the risk that
strains abroad could spread to U.S. markets, by providing foreign central banks with the capacity
to deliver U.S. dollar funding to institutions in their jurisdictions”. So bottom line, this allows central
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banks to access US$ from the Federal Reserve to help satisfy dollar liquidity needs outside of the
US. The Fed does this to prevent negative externalities from infecting the US.

This comes in the wake of the weekend deal for UBS to buy the troubled Credit Suisse, which saves
deposit holders, but not Tier 1 security holders. But the real object here is to save the system, or at
a very minimum to help foster financial stability. The same central banks that are party to the
Federal Reserves’ US$ swap line have all come out with positive statements on the solution agreed
for Swiss banking (Swiss National Bank, Bank of England, Bank of Japan, Bank of Canada, and the
European Central Bank).
 

It's a precautionary blanket measure, but does not solve all
problems for individual banks
We view this increase in frequency of access to the US$ swap line as precautionary. Last week
there was no material evidence of outsized demand for US$. Currently there is US$470m drawn,
practically all by the ECB. That’s up from US$390m a month ago, and it was in the US$200m area
for more of 2022. So, it’s use is up, but not significantly. Nothing compared to the usage in excess
of US$400bn seen when the pandemic broke, or over US$500bn a decade-and-a-half ago during
the Great Financial Crisis.

There is no indication that use of this facility will necessarily
explode from here

There is no indication that use of this facility will necessarily explode from here. We’d often look to
the basis on cross currency swaps as a guide for dollar funding stresses, as typically this would
show through an increase in the US$ premium. In fact, the deployment of this facility for the first
time in 2007 was as a solution to dollar funding needs at that time, and it helped to reduce the
dramatic premium attached to getting access to dollar liquidity back then. There had been some
evidence of a larger US$ basis premium last week, but it was quite mild.

Here, the Fed is getting in ahead of any problem with respect to US$ access. It’s purely being done
to protect the plumbing of the system, just in case things take a turn for the worse in the days and
weeks ahead. The move to daily central bank access to dollar liquidity will continue through to the
end of April, so the Fed sees it as a temporary measure. It ensures that on any day where there is
a dollar liquidity need, it will be met quickly. View this as a means to calming things, preventing the
market from worrying on this front.

It does not solve banking problems though

It does not solve banking problems though. And the Fed’s balance sheet is now being re-deployed
again to help some banks – it rose by some US$140bn last week (within which new bank measures
increased it by US$250bn). Some US$150bn of liquidity was taken from the Fed’s Discount window
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through the week ended 15 March. This was the highest on record; even higher than the highs
seen during the financial crisis. This is a means to ensuring access to dollar liquidity for domestic
US banks.
 

The Fed will expect that these facilities (plus the new Bank Term Funding Program) will cater
for all dollar liquidity needs, domestic and international. That’s good. Last weekend the Fed
made an effort to protect the solvency of the system by protecting the deposits of failed
banks, and that protection then impliedly extended to all deposits following subsequent
statements from various top officials, including the president. There are a lot of safety nets
out there at this point.

The burning question is how weak are the weakest links, and how are they dealt with if they
break. Silicon Valley Bank and Credit Suisse provide from some templates, and they have
stories behind them, and rationales to suggest this is more idiosyncratic than systemic.
That said, the solutions offered are clearly aimed to protect the system, just in case.
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