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Covid-19: Stress in the offshore US dollar funding market
By Sebastian Vismara, economist at BNY Mellon Investment Management, and Shamik Dhar, chief economist
at BNY Mellon Investment Management, of the Global Economics and Investment Analysis team.

As a result of the increased risk aversion due to the Covid-19 shock, the offshore US dollar
funding market is showing signs of stress.
This is reflected in the increase in cost of borrowing US dollars against local currency in the FX
swap and cross currency markets - as measured by a more negative (wider) cross currency
basis.
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This is important. First, USD funding backs FX hedged investment into USD assets, thus foreign
financial institutions facing shortage of USD may become net sellers of USD assets,
exacerbating moves in financial markets. Second, USD funding backs USD lending
internationally, so the widening in the cross currency basis could indicate looming financial
stress in economies that receive cross-border credit flows, e.g. Turkey, South Africa.
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Source for chart 1: Citibank, accessed March 19, 2020; Source for chart 2: Citibank, accessed March 19, 2020
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The Fed has already activated arrangements to ease pressures for offshore US dollar liquidity in
the form of central bank swap lines with the Bank of China (BoC), Bank of England (BoE), Bank
of Japan (BoJ), European Central Bank (ECB) and Swiss National Bank (SNB). The Fed also
introduced new swap lines with 9 central banks around the world (i.e. central banks of Australia,
Brazil, Denmark, Korea, Mexico, Norway, New Zealand, Singapore, and Sweden). However it is
still to be seen if this will be enough.
First, continued stress in the cross currency basis of economies with existing swap lines with the
Fed suggests that current measures may need to be expanded, for example by conducting daily
operations rather than weekly. Second, many central banks of economies with significant USD
funding needs, most notably in Asia (e.g. Taiwan, China), are still not covered by swap lines.
“This is an important subject, arguably the most important factor at play in the markets at the
moment,” says BNY Mellon Investment Management chief economist Shamik Dhar. “Look past
the sell-offs in equity and bond markets, and behind it all is a huge spike in the demand for
dollar cash.”
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Source for chart 3: US Department of the Treasury, accessed March 19; Source for chart 4: IMF and
World Bank, accessed March 19
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This material should not be considered as investment advice or a recommendation of any investment
manager or account arrangement. Any statements and opinions expressed are as at the date of
publication, are subject to change as economic and market conditions dictate, and do not necessarily
represent the views of BNY Mellon or any of its affiliates. The information has been provided as a general
market commentary only and does not constitute legal, tax, accounting, other professional counsel or
investment advice, is not predictive of future performance, and should not be construed as an offer to sell
or a solicitation to buy any security or make an offer where otherwise unlawful. The information has been
provided without taking into account the investment objective, financial situation or needs of any particular
person. BNY Mellon and its affiliates are not responsible for any subsequent investment advice given
based on the information supplied. This is not investment research or a research recommendation for
regulatory purposes as it does not constitute substantive research or analysis. To the extent that these
materials contain statements about future performance, such statements are forward looking and are
subject to a number of risks and uncertainties. Information and opinions presented have been obtained or
derived from sources which BNY Mellon believed to be reliable, but BNY Mellon makes no representation
to its accuracy and completeness. BNY Mellon accepts no liability for loss arising from use of this
material.
All investments involve risk including loss of principal.
Not for distribution to, or use by, any person or entity in any jurisdiction or country in which such
distribution or use would be contrary to local law or regulation. This information may not be distributed or
used for the purpose of offers or solicitations in any jurisdiction or in any circumstances in which such
offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such
distribution, new or additional registration requirements. Persons into whose possession this information
comes are required to inform themselves about and to observe any restrictions that apply to the
distribution of this information in their jurisdiction.
Issuing entities
This material is only for distribution in those countries and to those recipients listed, subject to
the noted conditions and limitations:
•United States: by BNY Mellon Securities Corporation (BNYMSC), 240 Greenwich Street, New York, NY
10286. BNYMSC, a registered broker-dealer and FINRA member, and subsidiary of BNY Mellon, has
entered into agreements to offer securities in the U.S. on behalf of certain BNY Mellon Investment
Management firms. • Europe (excluding Switzerland): BNY Mellon Fund Management (Luxembourg) S.A.,
2-4 Rue EugèneRuppertL-2453 Luxembourg. UK, Africa and Latin America (ex-Brazil): BNY Mellon
Investment Management EMEA Limited, BNY Mellon Centre, 160 Queen Victoria Street, London EC4V
4LA. Registered in England No. 1118580. Authorised and regulated by the Financial Conduct Authority. •
Switzerland: BNY Mellon Investments Switzerland GmbH, Talacker29, CH-8001 Zürich, Switzerland.
Authorised and regulated by the FINMA. •Middle East: Dubai branch of The Bank of New York Mellon.
Regulated by the Dubai Financial Services Authority. • Singapore: BNY Mellon Investment Management
Singapore Pte. Limited Co. Reg. 201230427E. Regulated by the Monetary Authority of Singapore. • Hong
Kong: BNY Mellon Investment Management Hong Kong Limited. Regulated by the Hong Kong Securities
and Futures Commission. • Japan: BNY Mellon Asset Management Japan Limited. BNY Mellon Asset
Management Japan Limited is a Financial Instruments Business Operator with license no 406 (Kinsho) at
the Commissioner of Kanto Local Finance Bureau and is a Member of the Investment Trusts Association,
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Japan and Japan Investment Advisers Association and Type II Financial Instruments Firms Association. •
Australia: BNY Mellon Investment Management Australia Ltd (ABN 56 102 482 815, AFS License No.
227865). Authorized and regulated by the Australian Securities & Investments Commission. • Brazil: ARX
Investimentos Ltda., Av. Borges de Medeiros, 633, 4th floor, Rio de Janeiro, RJ, Brazil, CEP 22430-041.
Authorized and regulated by the Brazilian Securities and Exchange Commission (CVM). • Canada: BNY
Mellon Asset Management Canada Ltd. is registered in all provinces and territories of Canada as a
Portfolio Manager and Exempt Market Dealer, and as a Commodity Trading Manager and Investment
Fund Manager in Ontario.
BNY MELLON COMPANY INFORMATION
BNY Mellon Investment Management is an investment management organization and wealth manager,
encompassing BNY Mellon’s affiliated investment management firms, wealth management organization
and global distribution companies. BNY Mellon is the corporate brand of The Bank of New York Mellon
Corporation and may also be used as a generic term to reference the Corporation as a whole or its
various subsidiaries generally.• Mellon Investments Corporation(Mellon) is a registered investment
adviser and a subsidiary of BNY Mellon.• Insight Investments-Investment advisory services in North
America are provided through two different investment advisers registered with the Securities and
Exchange Commission (SEC) using the brand Insight Investment: Insight North America LLC (INA) and
Insight Investment International Limited (IIIL). The North American investment advisers are associated
with other global investment managers that also (individually and collectively) use the corporate brand
Insight. Insight is a subsidiary of BNY Mellon. • Newton Investment Management-Newton and/or the
Newton Investment Management brand refers to the following group of affiliated companies: Newton
Investment Management Limited, Newton Investment Management (North America) Limited (NIMNA Ltd)
and Newton Investment Management (North America) LLC (NIMNA LLC). NIMNA LLC personnel are
supervised persons of NIMNA Ltd and NIMNA LLC does not provide investment advice, all of which is
conducted by NIMNA Ltd. NIMNA LLC and NIMNA Ltd are the only Newton companies authorized to offer
services in the U.S. In the UK, NIMNA Ltd is authorized and regulated by the Financial Conduct Authority
in the conduct of investment business and is a wholly owned subsidiary of BNY Mellon. • Alcentra- BNY
Mellon holds 100% of the parent holding company of BNY Alcentra Group Holdings Inc., which is
comprised of the following affiliated companies: Alcentra Ltd. and Alcentra NY, LLC. • ARX is the brand
used to describe the Brazilian investment capabilities of BNY Mellon ARX Investimentos Ltda. ARX is a
subsidiary of BNY Mellon. • Dreyfus Cash Investment Strategies (Dreyfus CIS) is a division of BNY
Mellon Investment Adviser, Inc., a subsidiary of BNY Mellon. • Walter Scott & Partners Limited(Walter
Scott) is an investment management firm authorized and regulated by the Financial Conduct Authority,
and a subsidiary of BNY Mellon.• Siguler Guff-BNY Mellon owns a 20% interest in Siguler Guff &
Company, LP and certain related entities (including Siguler Guff Advisers LLC).
No part of this material may be reproduced in any form, or referred to in any other publication, without
express written permission. All information contained herein is proprietary and is protected under
copyright law.
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