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1.What is the 1nternationalization of the yen?

What is the internationalization of the yen? FODEE{EE(T?
- Unit of account or invoicing currency stHE{iI& LT
- Means of payment or vehicle currency X3AFExE L T
- Store of value or investment currency {H{EDFREFEE L T

Presence of Euro, US$ and Yen as International Currency (%)
(EU15  Euro US$ Yen

h
Invoicing currency in trade (1992) (3 1}.0) 27.8 47.6 4.8
Vehicle currency in foreign exchange market (01)  (25.5) 19.0 45.0 11.5
International bank lending balance (Sep 2000) 31.3) 26.9 41.3 8.7
International bond balance (end 2000) (37.8)  30.0 48.7 8.6
Foreign reserve (end 2001) (17.0)  13.0 68.3 4.9

(Source) Handout of Mr. Y. Masuda (Fuji Research Institute) at the panel “International
Currencies in the 215t Century” held at the Japan Society of Monetary Economics on 26" May
2001. Forex market (BIS), Foreign reserve (IMF annual report) 2



(1)  Unit of account or invoicing currency in trade B 5 DiE
(ERGNET
The use of yen 1n Japan’s trade has remained unchanged recently.
Raw material and fuels are invoiced in dollars entirely.

Share of Home-Currency Invoiced Transactions

Exports i Trades of Major Industrialized Countries  (Unit: %)
1980 1988 1995 2002(h.1)
Japan 29.4 34.3 36.0 34.9
United States 97.0 96.0 ca.92 -
United Kingdom 76.0 57.0  ca.52 9 -
Germany 82.3 81.5 74.8 -
France 62.5 58.5 49.2 o7 -

ltaly 36.0 38.0 (97 -

(continues to next page)
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Imports

United Kingdom

Japan

United States

Germany

France

ltaly

1980

24

85.0

38.0

43.0

33.1

18.0

1988

13.3

85.0

40.0

52.6

48.9

1995

227

ca.80

ca.40 (99)

51.5

46.6 (97

38.1 97

(Unit : %)

2002(h.1)

24.2

(Note) For German exports and Italian exports and imports in 1988, data in 1987

are provided.(Sources) For Year 1980 and 1988: George S. Tavlas and Yuzuru
Ozeki (1992), “The Internationalization of Currencies: An Appraisal of the
Japanese Yen”, IMF Occasional Paper No.90 For Year 1995 and 1997: Central

banks® data(As for Japan, data provided by Ministry of International Trade and ,

Industry) F D [E B LHEENTFE

H.1449 A 12 H %48 Bl A & R



(2) Means of payment or vehicle currency in forex market

ABTIEOEMNMBE

* The share of Tokyo market is the 3™, and the share of yen in the foreign
exchange turnover is also the 3™ in the world, but the relative weights have
declined.

Foreign Exchange Daily Turnover in Major Markets

[
S 700
=
‘5§ 600 |
o 1989
500 | ® 1992
0D 1995
400 01998
—I B 2001
300
200
i} ] = B
O | | | | 1

Tokyo London New York Singapore Hong Kong

(source : BIS)



Currency distribution of traditional forex market activity
(average daily turnover %)

Currency 1989 1992 1995 1998 2001
US dollar 90 82 83 87 90
Deutschemark 27 40 37 30| -----
Yen 27 23 24 21 23
Pound sterling 15 14 10 11 13
ECU and other EMS currencies 4 12 15 17 38
Euro in 2001

Others 37 29 31 34 36
Total 200 200 200 200 200

(source : BIS)




(3) Store of value or investment currency¥x BB H

* The yen assets became less attractive due to (a) stagnant Japanese

economy, (b) instability of financial sector and © low investment
yields.

International Bond Issues by Currency

US$ billion

1995 1996 1997 1998 2000 2002

(source : BIS)



Currency Composition of Foreign Reserves (%)
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(source : IMF annual reports)



2. Why is the internationalization of the yen important?

MAOERLIT/ZEEEN?

(1) International background

 The birth of the euro: the unavoidable reshuffle of the
international monetary system from the dollar unipolar
system to the dollar-euro bipolar system. E[EBEA
D 2 #E{t — The monetary system becomes unstable.

- Lessons of the Asian monetary crisis: the importance
of regional cooperation in the monetary field (the
Chiang Mai Initiative). 7 7 B EB# D2
—The necessity of establishing a regional monetary
zone (a common basket peg system) in East Asia

Mg SE O W%




(2) International perspective ERHIMRENS
- Establishment of a more stable international monetary
system by the yen bearing responsibilities that

correspond to the relative weight of the Japanese
economy in the world (nominal GDP 17%, trade 7.5%,

2000 wm : msamommteenzs). HAFEFDOLEEEICHEG U
WEE54E

* Contribution through diversification of international
assets to reduce risks. BED ZHLICE#K

* Contribution to the stable growth of East Asian
economy by the yen playing a pivotal role as an anchor
currency 1n future regional monetary arrangements.

FRO72o7REEICE TS EEBE DIXE
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(3) Japan’s domestic perspective HZADMREAN S

* Reduction of foreign exchange risks of Japanese
companies 1n trade and investment (the problem of
possible shift of risks to trade partners may arise.)

BALEOBEY X EE

- Revitalization of the Tokyo market as mother
market of the yen and international financial center
through expansion of business of financial
institutions. RIREMTISZDH I

- Seigniorage (BEFITH) is likely to be
negligibly small.
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3. Factors hindering the internationalization of the yen
& promotional measures to take
(1) Hindrance PEZE Z [X|to the internationalization of the yen

(1) Lack of international confidence in the Japanese
economy and its financial sector [ERRI{EEED R AN

Credit rating of JGB (domestic bond) HZAE{ED{EH&FT T

AAA AA+ AA AA- A+ A
Moody’s Nov98— | Sep 00— | Dec 01— May 02
— —
S & P Feb 01— | NovO1— | Apr 02
%
US, UK, G,)F | Belgium | Italy Taiwan Hungary | Greece

Bad assets of Japanese banks (the highest rating of city banks A, local banks

AA- as of July 2002)

(EEFR)

IR DA RIGIERIRE 12



Share of government bonds held by non-

residents

— Japan’s share is considerably lower than other
major countries.

Japan USA UK | Germany
(JGB) (TB) (Gilts) | (bonds)

5.9 20.5 18.9 27.1

Japan, US and Germany as of end 2001, UK end 2000

AT HOEBEEEMKRS H.145F11H12H
B3 A &
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The problem of Japan premium and financial instability

(%)
1.2

0.81

-0.2

GE) Pv/N> - TUZ7 A=BE&TT7BSE 3 » B KJLLibor-BBA(British Bankers Association) 3 s B4 KJLLibor

(PR : R =ZERITHREDR) 14



(1 ) Problems with the Tokyo market
REASMMEORESR

« Doubt about 1ts proper functioning of market
mechanism (JGB not capable of playing the benchmark
role of yen bonds) (Refer to the next figure) H AEEHIHE
FIIEEREDOERE ZzR/IET

* Non-transparency due to the over-presence of public

finance such as the postal saving system (postal savings
balance \233 trillion as of March 2003, cf. Mizuho

Bank \72 trillion) AEXRAE U 7= 2RI E&Rt 0D EE
(Refer to figure 4.)

 Poor securities settlement system (not centrally
computerized), far behind the top international level

RiFHIEDEN
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Yield spread between euro-bond and government bond (JGB and US
TB) 1—AER 7L v FOBHKLE

F:A-ORMERT Ly K a—ARJIUE (R : 96F8A21H) —K10FMERE (R7A 158 F17)
J1-0fEXZ7Ly K 2—-0OfE (R 945128208 %17) —1 7 4E{E (R9A20HH17)

(&#l) Bloomberg dataZ® & [CHRR=ZERITHAETZRIER
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Figure 4 Holders of Government Bo

Government Central Bank Financial Institution

(Source) Ministry of Finance, as of end 1!
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(iii) Unstable yen exchange rate ~%Z € 72 I THY

The yen rate 1s far more volatile than other major currencies.

Real Effective Exchange Rates of Yen, Dollar and DM
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(iv) Lack of economic/commercial needs to
internationalize the yen5§(\ THDEIE{L] ZkHSHF

* The US dollar 1s at present the major vehicle
/Invoicing currency in Asia.

* Prior to the Asian crisis when most of currencies
were de facto pegged to the dollar, there were little
needs to use and hold the yen among East Asian
economies. Despite the shift to a floating rate
system after the crisis, the so-called “inertia”

effect of the dollar ( RJLODIEMEZNR) as akey
international currency remains strong.

e Private companies do not see strong incentives to
use the yen 1n trade settlement.

19



(2) Promotional measures to take for the
internationalization of the yen F®DEE{L{EESR

( 1) Restoration of international confidence in the
Japanese economy and 1ts financial sector 1s most

important of all. B AEF EEMANDFFEREE
(a) Return to stable economic growth, overcoming
deflationary pressure

(b) Solution of the public debt problem of more
:[éh)an \800 trillion or 150% of GDP  (tm: mms. w5

(c) Solution of NPL problem (6.96% among 11
major ﬁnanCiaI QrOUpS, Sep 2003, source:FSA)

(d) Promotion of structural reform of industries to
meet challenges of structural change of
Japanese economy and society 2



(1) To make the Tokyo market internationally

competitive RRMZD#F N5#E1L

(a) technical and 1institutional improvements (e.g.
DvP settlement system, tax reform, diversification
of JGB maturities/issue format etc.)

(b)political decision to reduce the role of the
public finance, especially postal reform, in Japan

(m) The international cooperation in East Asia to
stabilize the yen exchange rate and to create more
demand (needs) for international use and holding

of the yen.7 7 [CH T 5 &R
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4. Yen and a regional monetary zone in
East Asia

(1) Are there needs for stability of East Asian currencies?
Yes! R7 7 ICBIF5BELREDVEM
* Prevention of currency crisis = Chiang Mai Initiative

e High trade dependency ratio: 52% among 9 EA
economies (the euro area 23%, US 19%, Japan 17%)

e Rising intra-regional trade ratio: 35% (26% excluding
re-exports of HK and Singapore) (the euro area 50%)

 Movement to establish FTA (Free Trade Area) among
ASEAN+3 — negotiation between ASEAN and China,
discussion between ASEAN and Japan

22



(2) Stabilization of yen rate and a reglonal monetary
zone MEZDORTE LitzhBEE

 Stabilization of yen rate is important both for
Japan and East Asia (lesson from the Asian crisis)

* Yen 1s a solo currency without any currency zone
(euro with Europe and Africa, US dollar with the
Americas) — establishment of a monetary zone in
East Asia with a common currency basket system
(basket consisting of US dollar, yen and euro) —
closer relationship of yen with regional currencies

e The closer the interdependence of regional
economies, the stronger the needs for currency
stabilization 1n East Asia
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