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Rising Sun, Rising Yen: The World Intervenes to Help Japan

Edwin M. Truman analyzes why the world’s financial powers have undertaken the first major currency intervention
in 12 years to keep the yen from rising.
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Steve Weisman:  For the first time in more than a decade, the major economic powers in the world are
engaging in currency intervention to keep the yen from rising rapidly in the wake of
the Japanese tsunami and nuclear disaster. Ted Truman of the Peterson Institute for
International Economics is here to discuss how that came about and will it work and why

did they have to act. Thank you, Ted.

Ted Truman: My pleasure.

Steve Weisman: ~ What exactly did these major countries, which included the United States, decide to do and
what have they done?

Ted Truman: They they had a conference call yesterday evening, Thursday, the 17th of March, and they
immediately issued a press release, which said that they were going to intervene today,
which was a little unusual. Normally they wouldn't announce in advance that they were
going to do this. So that was unusual in itself. I have a theory about what could happen.

Then they followed up by intervening first in Japan and then in Europe, the British and the
euro area, the ECB [European Central Bank], and the British intervened. And then when
the North American markets opened, the Federal Reserve Bank in New York intervened on
behalf of the Treasury and the Federal Reserve.

Steve Weisman:  They intervened how?

Ted Truman: They sell yen out of their holdings of yen and they buy dollars. We don’t know yet how much
the intervention was. Most of the movement seems to have been on the announcement that
we're going to operate. And the yen had recovered, meaning weakened, against the dollar. The
dollar had recovered in anticipation of this.

Steve Weisman:  What were they worried about?

Ted Truman: Well I think there were several factors going on. The G7 [leading economies of the world]
saw this as an opportunity to show support for the Japanese under these very difficult
circumstances.

Steve Weisman:  Because if the yen rises, why is that bad for Japan?

Ted Truman: That’s the point. Why was Japan concerned? Because they were very careful in their

announcement, saying this was done at the request of the Japanese. It was a Japanese
initiative. I think the Japanese are concerned principally that the rise in the yen would
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further weaken the Japanese economy and adversely affect economic activity.

I think they’re also concerned that the strength of the yen would have feedback effects on
the financial markets in Japan, which tend to read the strengthening yen as a negative sign,
which in turn could have adverse effects on the confidence in Japan as well as destroy paper
wealth. The Japanese stock market, even with its recovery today, is down approximately ten
percent this week, which is a pretty big chunk.

It was a way to contribute through exchange market intervention to stabilizing financial
and therefore economic conditions in Japan.

Just to be clear to our readers and listeners, do a little Economics 101. The rise of the yen
adversely affects Japan’s trade balance.

Right. Japanese car exporters, or chemical exporters, or chip exporters, are going to have
perceived less earnings on their exports or have fewer exports. And that would in turn
adversely affect the real economic activity and jobs and the Japanese economy. And it’s
important to think of about Japan has been running a trade and current account surplus.

That trade and current account surplus has been shrinking. And the yen itself has risen even
before this, quite substantially against the dollar and other currencies on the order of ten
percent over the last six or nine months.

So the yen had already risen a lot. That had triggered Japanese intervention last September.
Since that point the Japanese yen had traded against the dollar around 80 to 85, in that range.
And it broke out of that range into the mid 70’s on Thursday, Wednesday or Thursday.

Now this kind of intervention is very unusual. The last time it happened was when?

Last time there was concerted G7 international intervention was in September of 2000, when
the combined authorities intervened to support weakness in the euro, after the first phase of
the euro’s creation. And then the previous time was in June of 1998, when the authorities
jointly intervened to support the weakness, at that point, of the Japanese yen, which was at
one fifty eight at that time rather than the 80%. So, twice as high as it is or low as it is now.
And before that, there had been no concerted intervention since the summer of 1995.

Why is it so rare? Why do treasury secretaries and finance ministers resist doing this?

That’s a very good question. I think there two reasons. One reason is that the view has
been increasingly, over the decades starting in the early in the 1980’s and through the 90,
that intervention by the authorities was either ineffective on the one hand or that -- if it’s
a philosophical view -- their trying to do so creates a distortion in the market, and [they]
should let markets work.

So there was a combination of “let market forces work” and a view that even if you didn’t
like where the market was moving, at least on the scale the that the authorities were

prepared to do it, it would not be very effective.

In the fall for example, the Japanese sold against $26 billion or bought $26 billion. That
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was a huge operation by those standards. And temporarily it did stabilize the yen. It didnt
continue to go up. So in that sense it was successful. But there is some skepticism whether
one can stand before market forces in this way and whether you should do that. And if you
aren’t effective, then you look feckless.

What about his intervention, is it holding?

Most intervention even in this case, when it’s a surprise, and in this case it certainly was a
surprise in some sense, even though it was anticipated and pre-announced. ..

A surprise even though it was anticipated.
Well it was a surprise relative to a week ago.
OK.n: Anyway.. .

Even though in the wake of the earthquake, people said, “Well maybe there will be some in-
tervention, it takes a bit to get there. And there were more rumors as you came into the week.
And when the yen moved slightly, it was announced that it would just be just a conference call.

Is it going to work?

I think it should work in the short run. I would be surprised if the yen moved substantially
out of where it has been. Whether it would continue to weaken a bit more from the 80
yen per dollar rate towards the 85 yen per dollar rate, or itll go down, it will rise again. My
guess that if it rises again in any substantial degree, there could well be another operation.

When the technicians get involved in this, there are two schools of thought: defend
important numbers like 80 and the other school of thought is you're making yourself look
silly defending a number like 80, because what’s the difference between 80 and 79.99?

And if you draw too much of a line in the sand then you're setting yourself up for a [failure]
so you want to be a bit more nimble.

Here’s a dumb question, which sometimes can be a good question. Normally we associate
an appreciating a currency with strength of an economy. But Japan’s economy is in danger
of a downturn because of these various disasters. So why is the currency appreciating?

Explaining the exchange market movements is almost as bad as trying to explain day-to-day
stock market movements, it seems to me.

The major explanation has been that the last time there was a major earthquake in Japan in
1995, the Kobe earthquake, the yen strengthened. And this associated story is that Japanese
matures and companies need to bring money from abroad to cover their losses and to
reconstruct the economy.

There may be some of that. More likely what you have is the Japanese have a lot of current
account surpluses so they have a lot of money abroad. And foreigners have money in Japan.
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And the notion that they are risk-averse and so they want to bring their money home,
whether it’s a bank or an insurance company or a corporation or whatever it is. They say, to
bring the circle of wagons in some sense, which is probably a broader way of interpreting
the movements to [the exchange] rate. And the rumors themselves about where it would
move, create their own momentum.

Going back to 1995, which was the previous period when the yen peaked against the dollar
in nominal terms, that period was really a period of general dollar weakness, both against
the yen and against the Deutschmark, the prior principal European currency before the
euro. And we meet in the United States along with the German and G7 authorities, and
the Japanese intervened a number of times in both currencies right into the summer, in the
winter and spring and summer, right up until August the 15 1995.

But that was mostly about the weakness of the dollar and concerns in the aftermath of

the Mexican crisis and what was going on in the economic situation here. There was some
overtone relative to the yen about sort of some protectionism in the United States. And that
we, being the United States welcomed the strength of the yen. But that was the period in
which the United States Treasury adopted its “strong dollar in the national interest” rhetoric
mantra, which is still the mantra of ....

Still the mantra ...

Still the mantra of the treasury secretary.

More in rhetoric sometimes.

Well that’s a topic for another conversation.

OK. On that note Ted, thanks.




