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Lesson #4: “Are foreign-exchange interventions by central banks efficient”
The ECB and the Fed very rarely use foreign-exchange intervention to curb their exchange rates. In contrast, the Bank of Japan experienced episodes of heavy interventions in the recent history. The People’s Bank of Chine routinely intervenes to prevent any appreciation of the renminbi. More generally, emerging countries make frequent use of foreign-exchange intervention to stabilize their currencies in the face of rather erratic capital inflows and outflows.

In this presentation, you are suggested to try to answer some or all of the following questions:
· What are the motivations of official interventions on foreign-exchange markets, and how do the different central banks differ in terms of doctrine? 
· What are the channels of foreign-exchange intervention? How effective are they?
· What are the conditions for a foreign-exchange intervention to be effective?
· How can ‘oral’ intervention supplement direct interventions? 

Indicative references (the most recommended readings are denoted by a star)

Motivations for interventions

*Neely, C. (2001), “The practice of central bank intervention: looking under the hood”, Federal Reserve Bank of St Louis Review, May-June, pp. 1-10.
Baillie, R. et W. Osterberg (1997), « When do central banks intervene ? », Journal of international Money and Finance, 16, pp. 909-919.
Lecourt, C. et H. Raymond (2006), « Central bank interventions in industrialized countries: a characterization based on survey results », International Journal of Finance and Economics, 11 (2), 123-138.

Effectiveness of interventions

*Bonser-Neal, C. and G. Tanner (1996), “Central bank intervention and the volatility of foreign exchange rates: evidence from the option market”, Journal of International Money and Finance, 15 (6), pp. 853-878.
*Dominguez K. (2002), “Foreign exchange interventions: did they work in the 1990s?”, in Bergsten, F. et J. Williamson eds, Dollar Overvaluation and the World Economy, Washington DC: Institute for international Economics, Special Report 16, pp. 217-245.
*Fatum R. et M. Hutchinson (2003), “Is sterilized intervention effective after all? An event study approach”, Economic Journal, 113, pp. 390-411.
*Ito T. (2002), “Is foreign exchange intervention effective? The Japanese experiences in the 1990s”, NBER working paper n°8914.
*Sarno L. et M. Taylor (2001), “Official intervention in the foreign exchange market: is it effective and if so, how does it work?” Journal of Economic Literature vol. 39, pp. 839-868.
Beine M., Laurent, S. et C. Lecourt (2003), « Official central bank interventions and exchange rate volatility: evidence from a regime switching analysis, European Economic Review 47, pp. 891-911.
Dominguez K. (2003), “When do central bank interventions influence intra-daily and longer-term exchange rate movements?”, NBER working paper n°9875.
Dominguez K. et J. Frankel (1993), « Does foreign exchange intervention work? », Institute for international Economics.
Frenkel M., Pierdzioch C. et G. Stadtmann (2003), “The effects of Japanese foreign exchange market interventions on the yen/dollar exchange rate volatility“, Kiel Working Paper, n°1165.
Galati G. Melick, W. et M. Micu (2002), « Foreign exchange market interventions and expectations : an empirical study of the dollar/yen exchange rate », BIS Economic Paper n°10.

Oral interventions

*Fratzscher, M. (2008), “Communication and Exchange-Rate Policy”, Journal of Macroeconomics, 30 (4), 1651-1672.
Jansen, D.-J., et J. de Haan (2002), “Statements of ECB officials and their effect on the level and volatility of the euro-dollar exchange rate”, CESifo Working Paper, No. 927.
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