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WASHINGTON -(Dow Jones)- The Group of Seven's coordinated efforts Friday to
weaken the value of the Japanese yen are likely designed more to temper panicked
markets than targeting a specific currency level, economists say.
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That should help markets to determine how much--or little--further intervention should be
coming in the days and weeks ahead.
Sponsored by

"This is a short-term measure that has more the goal of stabilization and averting a shortrun panic than taking a view about how global imbalances might evolve and what the
right value of the yen is against other currencies," said Ralph Bryant, a former director of
the Federal Reserve's international finance division, now a fellow at the Brookings
Institute.
The G-7 overnight sold yen under an agreed so-called coordinated intervention, saying,
"excess volatility and disorderly movements in exchange rates have adverse implications
for economic and financial stability," and that they will monitor exchange markets closely.
The yen late Wednesday popped against the dollar to the strongest historical level,
battering an economy already devastated by a catastrophe. A devastating 9.0 magnitude
earthquake and ensuing tsunami ruined cities and villages in northern Japan last Friday.
Japanese authorities raised the death toll Thursday to 5,457, with an additional 9,508
missing, though the numbers are expected to climb.
The strong yen's immediate impact--with the Nikkei plummeting--and the long-term
potential to disrupt the country's return to health, as well as the currency volatility's ability
to disrupt global trade, spurred officials to move decisively Thursday at the request of
Tokyo.
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"This kind of concerted intervention...has signaled pretty clearly that the Bank of Japan is
wide awake and it not only is committed to but has the support of its G-7 partners to do
whatever it takes to prevent the yen from moving in the wrong direction," said Barry
Eichengreen, a University of California, Berkeley, economist.
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The G-7's surprise joint intervention is unlike previous G-7 operations, say Nomura
Securities forex analysts. "Typically in the past, when the G-7 has intervened in a
coordinated fashion, it has been because the exchange rate in question was dramatically
misaligned," Jens Nordvig, Global Head of G10 FX Strategy said in a client call. In 2000,
the group's goal was not only to stabilize the euro, but to reverse the weakened
currency's longer-term trend. That was also the case in 1995, when the goal was to
strengthen the dollar. "If you look at where the yen is in real effective terms, it is not
dramatically away from historical averages," he said.
And if the goal was to indicate to the market that the G-7 was prepared to battle against
any strengthening beyond pre-quake levels, then it may be that the G-7 communique is
as powerful as the actual yen selling.
"If the message is believed then you don't have to actually see the action...The
symbolism of the coordinated action is what is most important right now," said Cornell
University economist Eswar Prasad. "But they could hit it a lot harder…that's what gives
them the confidence to make the strong statement that they did."
Bryant said that if there isn't much more disruptive behavior in the financial markets and
the yen market in particular, "I wouldn't be surprised if they don't do very much
more...Maybe some of the desired effects have been accomplished already through the
signalling," he said.
Nomura Securites' Nordvig said that while G-7 countries are likely to be comfortable with
a range near prequake levels around 83 yen against the dollar, beyond that, members
may disagree over the appropriate level of strength. Markets are estimating the
Japanese have sold around 2 trillion yen Friday, about the same amount of intervention
they did to limited success unilaterally in September. The Fed confirmed it also sold yen
Friday, but the U.S. has limited abilities: its yen reserves total around 2 trillion yen.
James Pearson, global head of Nomura's FX trading desk in London said, regardless of
what amounts the U.S. Fed or the European Central Bank contribute, he thinks there's
"considerable amount" more to expect from the Japanese next week. "This is a once-ina-decade event, it's a rare opportunity for the Ministry of Finance to galvanize and garner
support of the international community," he said, adding, "If they can stabilize and
reverse the yen...you could see the yen moving into JPY80 to JPY85 range."
Friday afternoon, the yen traded round 80.65 yen to the dollar. That's compared to the
record JPY76-level Wednesday night.
But, Bryant cautions, "who knows what the hell the next news is going to be about the
nuclear reactors." If the radiation situation deteriorates further, it could cause further
panic in the markets, putting pressure on the yen again. "That would be the kind of
circumstance where they would be ready to cooperate again with more intervention," he
said.
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(END) Dow Jones Newswires
03-18-11 1843ET

Like

76 people like this. Be the first of your friends.

Breaking News: GTSO Stock
GTSO JV Looks to Ship New Rare Earths out of Mongolia Next Month!
www.RareEarthExporters.com
Obama Urges Refinancing
If you owe under $729k you probably qualify for Obama's Refi Programs.
www.SeeRefinanceRates.com
Penny stocks soaring 900%
Come experience penny stock gains with our free & accurate newsletter
www.PennyStocksUniverse.com
$437/Day Work From Home
Can You Type? Make Over $437/Day From Home. Read This Shocking Report!
LA-Sentinel.com

SmartMoney Mobile | Customer Service | Magazine Customer Service | Subscribe to SmartMoney Magazine | Your Profile | Careers | Contact Us | Reprints | About Our

http://www.smartmoney.com/news/on/?story=on-20110318-000552

3/22/2011

G-7 Intervention Is Symbolic Tempering Of Markets, Not Targeting Of Yen Level-Econo... Page 3 of 3

Follow SmartMoney on Facebook

Tweet this article

Comments

Print This Article

Email

and Twitter

Email News Alerts

Advertisements

Compare current broker offers
Join TD Ameritrade + start trading today

SMARTMONEY ®, smSmallBiz ™, SmartMoney.com ™, and smSmallBiz.com ™ are trademarks and service marks of Dow Jones & Company, Inc. The layout and "look and feel" of the
smartmoney.com and smSmallbiz.com web sites are copyrighted materials of Dow Jones & Company, Inc. © 2011 Dow Jones & Company, Inc. All Rights Reserved. By accessing and using this page,
you agree to our Privacy Policy and Terms of Use. All quotes delayed by 15 minutes. Delayed quotes provided by Interactive Data Real-Time Services, Inc.. Historical prices and fundamental data
provided by Morningstar, Inc. Mutual fund data provided by Lipper. Mutual Fund NAVs are as of previous day's close. Earnings estimates provided by Zacks Investment Research. Insider trading data
provided by Thomson Reuters. Upgrades and downgrades provided by Briefing.com. **Russell 2000 is delayed 15 minutes.
You Are Viewing: SmartMoney.com — Investing, Saving and Personal Finance.

http://www.smartmoney.com/news/on/?story=on-20110318-000552

3/22/2011

