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Market Insight

Sports
What Is Japan Really Saying About the Yen?: David DeRosa
RESOURCES:
Bloomberg TV March 17 (Bloomberg) -- Japan is sending confusing messages about the yen, and greatly contributing to the

. volatility in foreign exchange markets.
Bloomberg Radio

Markets Finance Minister Sadakazu Tanigaki fired the latest salvo yesterday before his country's upper house of
Parliament. The part of his speech that grabbed headlines in the foreign exchange markets was when Tanigaki
said of his country's yen sales: ~~We don't plan to continue this forever out of habit." Japan sells yen ~ ~when
needed and refrains from it when it's not necessary," he said.

That caused the dollar to immediately drop more than one yen in frenzied selling. The dollar snapped back when
the market realized Tanigaki wasn't really saying that Japan's yen sales would cease immediately.

Or you could say the market started to buy back dollars after it took its measure of Tanigaki and realized nothing
he says about the currency market ever really matters. That is except for short-term volatility that the Japanese
government itself induces.

On the same day Tanigaki made his remarks, Japan was believed to have spent about $1 billion selling yen and
buying dollars, according to traders and strategists.

~“No Change'

After shaking up the markets, Tanigaki spoke again, this time at a press conference, to reassure everyone:
~“There is no change in our policy. We will firmly maintain our policy of taking appropriate action if there are
rapid moves in foreign exchange rates."

And what policy is that, Mr. Minister? Please tell us, because we would really like to know what you are trying to
do.

Japan has the world's most aggressive stance on foreign exchange rates. The amount its government is willing
to spend on direct intervention into the currency markets is breathtaking: a record 20.5 trillion yen ($188 billion)
last year and another 10.5 trillion yen in just the two months through Feb. 25.

Yet it's not clear what Japan is trying to accomplish. The rest of the world has a stake in this, too, so Japan
should come clean on exactly what it hopes to achieve with this meddling in the currency markets.

Helping Exports

The simplest explanation is that Japan is taking the side of its export industries, and trying to prevent the yen
from becoming so strong that Japanese goods are priced out of world markets.

This decidedly protectionist explanation is one that Japan's government can never directly admit. Manipulating
markets for trade objectives is contrary to the most basic philosophy of free trade, a doctrine to which Japan
nominally subscribes. Moreover, Japan is a member of the World Trade Organization, an institution devoted to
fostering unencumbered free trade.

So if it can't say it's supporting exports, what can Japan say in defense of its currency policy?

According to Tanigaki, Japan ~ “sells yen when there are speculative moves or overshooting occurs. When it's
done it is done out of necessity."

In that case, the foreign exchange market must be one big den of speculation, with Japan having to be there 24
hours a day because the market is so rife with speculators.
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Odd and Strange

Isn't it odd that no other government feels the same way about the currency market? And isn't it more than a
little strange that the world's two most important central banks, the U.S. Federal Reserve and the European
Central Bank, don't share Tanigaki's feelings about the necessity to stand guard against speculation in the dollar,
the euro or the yen?

And what about Japan never buying yen, only selling it?

To believe what Tanigaki said is to accept the implicit assertion that all of his so-called speculative moves and
overshooting are in one direction, meaning the yen is being made to artificially strengthen.

What he says doesn't make sense, and the rest of the world should call him on it.
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