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MidoriMUNECHIKA 

AssocmreE'りたSSO〃FbcldノリＱ/ｆｌｂＪｍａ"i"esa"uSbcmJSbだ"CBS,jMiど助jPejRsiYy

TheEuroyenmarkethasbccnatopicofincreasingconcernmrecentyeaTs,particu】arlysinccthcreleaseofthc

reportｏｆｔｈｅＹｅｎ－Ｄｏ１１ａｒＣｏｍｍｉｔｔｅｅｉｎＭａｙｌ９８４１ｔｉｓ,however，ａｓｏｆｙｃｔａｒａｔｈｅｒｎｃｗａｒｅａｔｏｏｂｓｅｒｖｅrsin 

Japan，ｅｘｃｅｐｔｆｂｒａｌｉｍｉｔｅｄｎｕｍｂｅｒｏｆｓｐｃｃｉaIistsinintemationalfinancc・Ｔｏｆｉｌｌｔｈｉｓｇap,thispaperprovidesa
surveyoftluedevelopmentoftheEuroycnmarket・

First，ｉｎｓｅｃｔｉｏｎｓＺａｎｄ３，thispaperwil］dcscribewhat``Euroycn，､isanditsmechanics,andsomcoftheiEatures 

ofEuroyentransactioHs・Ncxt，ｉｎｓｅｃｔｉｏｎ４，IexamincthcfRctorsbehindthcexpansionofthcmarketandits

functiomsinconnectionwiththeevolutionofthcinternationaInnanciaImarket・Ｉｎｓｃｃｔｉｏｎ５，Iconsiderthe

conscquencesofthefinanciaI1iberalizationofdomcsticinterestratcsthroughananalysisoftheintcrestarbitragc 

relationshipbetwecntheEuroycnanddomesticmarkcts・Finally，insectiｏｎ６，IsketcboutthestcpstakenintIIc
processoftherelaxationofrestrictionsonEuroyentransactionsintheaftermathoftheYen-DollarCommittee． 

llntroduction 

ＳｍｃｅＭａｙｌ９８４，ａｆｔｅｒｔｈｅｒｅｌｅａｓｅｏｆｔｈｅｒｅｐｏｒｔｂｙｔｈeYen-DollarCommittee， 

theEuroyenmarkethasbeenatopicofincreasingconcernButitis，ａｓｏｆｙｅｔ，ａ 
ｒａｔｈｅｒｎｅｗａｒｅａｔｏｕｓｅｘｃｅｐｔｆｂｒａｌｉmitednumberofspeciaUstsininternational 

finance、Recentlyitsmarketgrowthhasbeenstriking,althoughtheabsolutevolume

stillaccountsfbronlyasmallpartofthetotalEurocurrencymarket・Theprogress
oftheJapanesefinancialliberalizationhereaftershouldnotbeconsideredseparately 
homthedevelopmentoftheEuroyenmarket・

Atfirst，ｉｎｓｅｃｔｉｏｎｓ２ａｎｄ３，thispaperdescribeswhat“Euroyen，，ｉｓａndits 
mechanics，andsomefeaturesofEuroyentransactions・Next,insection4,Iexamine
thefactorsbehmdtheexpansionofthemarketanditsfunctionsinconnectionwith 

theevolutionoftheinternationalfinancialmarket・Ｉｎｓｅｃｔｉｏｎ５，Iconsiderthe

consequencesofthefinancialUberalizationofdomesticinterestratesthroughan 
analysisoftheinterestarbitragerelationshipsbetweentheEuroyenanddomestic 
markets・Fmally，msection6，Ｉｓｋｅｔｃｈｏｕｔｔｈｅｓｔｅｐｓｔａｋｅｎｉｎｔｈｅｐｒocessofthe
relaxationofrestrictionsonEuroyentransactionsintheaftermathoftheYen-Dollar 
Committee． 

2．GrowthoftheEuroyenMarketandtheMechanicsofEuroyenTransactions 

ＡEurocurrency 

wheretheculTency 

US・Donar，ｂｕｔｉｔ

ｉｓａｆｂｒｅｉｇｎｃｕｒｒｅｎｃｙｄｅｐｏｓｉｔｅｄｉｎａbankoutsidethecountry 
isissuedaslegaltender・ＡＤｏｌｌａｒｄｅｐｏｓｉｔｅｄｉｎＮｅｗＹｏｒｋｉｓａ

ｂｅcomesaEurodollarwhendepositediｎａｂａｎｋｏｕｔｓｉｄｅｔｈｅ 

－４５－ 
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UnitedStates、Similarly，JapaneseYenbecomesEuroyenwhendepositedinabank

outsideJapan，fOrinstanceinLondonTherearemanyotherEurocurrencies，such 

astheEuromark，Eurosterling，etc・ObviouslytheEurodollaristhemostimportant
EurocurrencyandhasthelargestshareintheEurocurrencymarket､Ｔｈｅｓｉｚｅｏｆｔｈｅ 

ＥｕｒｏｙｅｎｍａｒｋｅｔｉｓｍｅａsuredbythegrosstotalofoutstandingYen-denominated 

depositliabilitiesinbankslocatedoutsideJapａｎ・

AccordingtoestimatesbytheBankfbrlnternationalSettlements（BIS)，the 
grosssizeoftheEurocurrencymarketamountedto＄1,693ｂｉｌｈｏｎａｓｏｆｔｈｅｅｎｄｏｆ 

Ｓｅｐｔｅｍｂｅｒｌ９８６，andtheEurodollarmarketamountedｔｏ＄1,075.3billion，which 

accountedfOrabout63､ＳｐｅｒｃｅｎｔｏｆｔｈｅｇｒｏｓｓｓｉｚｅｏｆｔｈｅＥｕrocurrencymarket 

(Tableｌ)．ThesizeoftheEuroyenmarketamounｔｅｄｔｏ＄８１．５billion,whichonly 
accountedfbr48percentｏｆｔｈｅｔｏｔａｌｍａｒｋｅｔ・ButtheEuroyenmarkethasbeen

growingmarkedlyfOrthepasttenyears,itsrankingamongEurocurrenciesjｕｍｐｅｄ 
ｆｒｏｍｓｅｖｅｎｔｈｐｌａｃｅｉｎｌ９７７ｔｏｆｏｕｒｔｈｉｎｌ９８６、ltmaybeinstructivetoillustrate

thegrowthofthemarketbytracingthroughthestepsin（１）thecreationofa 

Euroyendeposit,（２）ofinterbankdepositsbetweenEurobanks,ａｎｄ（３）aEuroyen 
lendingtoafinalbolToweLThemechanicsofEuroyentransactionsareessentially 
similartothoseofEurodollartransactions． 

TabIeLSizeoftheEurocurrencyMarket 

［BmionsofUSdoUars．（）％］ 

ofwhich 

o1h･[FiiiWiiiiFl雨§志ilH5Ti7iHWiT51;可忘
Ｅｎｄ 

ｏｆ 

ｙｅａｌ 

Total Deutsche 

mark 

Swiss 

franc 

French 

franc 
ｙｅｎ Sterling GuUder 

1９７７ 438.3 ５．１ 

(1.2） 

７．４ 

(1.3） 

1９７８ 565.9 

745.0 1９７９ 

１２８．７ 

(14.1） 

1９８０ ２６５８ 

(29.1） 

９１３．７ 

１２１．５ 

(11.6） 

1０４６．７ 1９８１ ２７７９ 

(26.6） 

1０７４．９ 1９８２ 

1９８３ 

}雲++;差1９８４ １０．１ 

(0.9） 

１６．０ 

(1.4） 

1９８５ ９０．５ 

(6.4） 

1４０３．８ ４７．５ 

(3.4） 

１９８６ 

(Sep.） 

1６９３．０ 

●Priortol983ECU1i2biIitieswereincludedm“other''１iabUities・

Source8BIS,〃rGmarね"αﾉBt2"ｋｍｇＤｅＩ）elOPl'1e"fs,Aprill985,Januaryl987．

－４６－ 
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Supposethattheorigmaldepositor（Ａ）holdsademanddepositfor￥lbillion 

inaJapanesebank・WishingtokeepitsdepositsinYen，butencouragedbythe
prospectofanhigherinterestratereturn，depositoｒ（Ａ）transfersthisdepositto 
Eurobank(1).FortheJapanesebank,thetotaldepositliabiUtieshaveremainedun‐ 

changed-thedemanddepositofEurobank（１）hassimplyreplacedthedemand 
depositpreviouslyheldbydepositor（Ａ).However,boththeUabilitiesandassetsof 

Eurobank（１）havebeenincreasedbytheamountofthedepositThethree-month 

timedepositduetodepositor（Ａ）isaEuroyendeposit・Thesechangesareshown
inFigurel． 

FigureLMechanicsofEuroyenTransaction 

(1)CreationofEuroyenDeposit 

＜Abroad＞ 
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＜Domestic＞ 

Eurobank(1) JapaneseＢａｎｋ 

＋聖lbillion

OapaneseBank） 

＋茎lbillion

（A） 

－￥lbiUion 

（A） 
＋￥１billion 

（１） 

(2)InterbankDeposit 

Eurobank(1) JapaneseＢａｎｋ 

－里１billion

(JapaneseBank） 
＋聖１ｂｍｉｏｎ

ｑｌ） 

＋茎１billion

（A） 

－Y1billion 

（１） 
＋￥lbiUion 

ql） 

Eurobank(IＤ 

－茎lbnlion

(JapaneseBank） 

＋警lbillion

（１） 

(3)Euroyenlβndin8 

Eurobank(IＤ JapaneseＢａｎｋ 

－聖１billion

(JapaneseBank） 
＋￥１bUlion 

（B） 

＋聖１billion

（１） 

－xlbillion 

（Ⅱ） 
＋聖１billion

（B） 

4７ 
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SinceEurobank（１）doesnotwishtoleaveidlefundsinaJapanesebank,itwill 

searchforaprofitableusefbrthesefunds・AssumethatEurobank(1)findslending
intheinterbankmarketprofItableltwilldepositthefundsinEurobank(11).（Ｉｔ 

ｍａｙｋｅｅｐｓｏｍｅｐｏｒｔｉｏｎｏｆｔｈｅ￥１billioninaJapanesebankasaworkingbalance， 

butforthesakeofsimpncity,itcanbeneglectedhereJ 

Next，fUrtherassumethatEurobank（Ⅱ）usesthefundstomakealoantothe 

finalbonPower(B)． 

ThemostimportantpointisthateachEuroyentransactionissettledbytrans‐ 

ferringownershipofthedemanddepositintheJapanesebankingsystem､Therefbre， 

asEuroyentansactionsbecomeactive，Yen-denominateddepositliabilitiesof 

EurobanksincreaseoutsideJapan，ａｎｄａｔｈｏｍｅ，ｗｈｉｌｅｔｈｅｔotaldemanddeposit 

liabiUtiesofJapanesebanksremainunchanged,therateofturnoverincreases． 

3．DevelopmentoftheEuroyenMarketbefOretheYen-DoUarCommittee 

Ａｓｉｓｅｖｉｄｅｎｔｆｉ･ｏｍＴａｂｌｅｌ，theEuroyenmarkethasgrownincreasinglylarge 

sincethemid-197０，s・TherelaxationofJapaneseexchangecontrolshasalsomade

progressstepbystepinparaUelwiththemarket，sdevelopment､ButEuroyentransP 

actionshavebeenthemostrestrictedareainexternalcapitaltransactionsinJapan 

untilthereleaseofthereportbytheYen-DollarCommitteeinMayl984Direct 

capiｔａｌｆｌｏｗｓｂｅｔｗｅｅｎｔｈｅｄｏｍｅｓｔｉｃａｎｄＥuroyenmarketshadbeenisolatedby 
variousofHcialrestrictions・

EuroyendepositsbyJapanesenonbankresidentshadbeenrestrictedseverely・

EuroyenlendinghadbeenprohibitedextensivelyundertheoldForeignExchange 
ControlLaw・EvenafterexternalcapitaltransactionsbecameessentiaUyfreeof

restrictionsinDecemberl980，ｗｉｔｈｔｈｅａｍｅｎｄｍｅｎｔｏｆｔｈｅＦｏｒｅｉｇｎＥｘchangeCon-

trolLaw，ｉｔｈａｓｂｅｅｎｒｅｓｔｒｉｃｔｅｄｉｎｔｈｅｆｂｒｍｏｆadministrativeguidance、Toputit

concretely，mediumandlongtermEuroyenlendinghadbeenprohibitedandshort‐ 
termlendinghadbeenpermittedonlyinthecaseoftransactionsdirectlyinvolved 
intrade，suchasexport-importfInancingBecausetheserestrictivemeasurescame 

intoefYectonJapanesebanksunderthesupervisionoftheMinistryofFinance， 

EuroyenlendinginLondonhadbeenmainlyconductedbyfbreignbanks・
Table2showstheexternalYenpositionsofBISreportingbanks,brokendown 

intodifferentsectors・Itrevealsthehugesharethatinterbanktradingcomprisesin

theEuroyenmarket・InterbanktransactionsintheEurodollarmarketaccountedfbr
S9percent，andinotherEurocurrenciesinterbanktransactionsaccountedforabout 
70percentonanaverage,ａｓｏｆｔｈｅｅｎｄｏｆＤｅｃｅｍｂｅｒｌ９８０１）Interbanktransactions 
intheEuroyenmarketarebiggerthanthatinotherEurocurrencymarkets・Most
oftheEuroyenareconvertedfromEurodollars2)，therefbreitisthoughtthat 

EuroyentransactionsarecloselyrelatedtofOreignexchangetransactions・
Withrespecttoofficialtransactionsbymonetaryauthorities，ofTicialnabiUties 

decreasedfrom＄４２ｂｉｌｌｉｏｎｉｎｌ９７９ｔｏ＄２．２ｂｉｌｌｉｏｎｉｎｌ９８０、Foreignmonetary

authoritieshavebeenholdingYenreservesbesidesDollarsasapartofofficialreserve 

diversincationThesefiguresshowtheirinvestｍｅｎｔconditionsintheEuroyenmar-

ket・ＩｎＭａｒｃｈｌ９８０，theJapanesegovernmentfi･eedinterestratespaidtofbreign

－４８－ 
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officialbodies（fbreigngovernments，centralbanksandinternationalinstitutions)． 
Asaresult，thesefbreign，officialbodiesshiftedtheirfimdｓｆｒｏｍｔｈｅＥｕｒｏｙｅｎ 
ｍａｒｋｅｔｔｏｔｈｅｄｏｍｅsticmarket・Itcanbeconsideredthatthedecreaseinofficial

Uabilitiesinl980reflectedtherelaxationofJapanesegovernmentrestriction 

Asmentionedabove，ｔｈｅｍostimportantfeatureoftheEuroyenmarketisthe 

vastamountofinterbanktransactionsandmostoftheEuroyendepositsarecon‐ 

vertedfromEurodollars・ItshouldbenotedthattheenlargementoftheEuroyen
marketiscloselyinvolvedwithYentransactionsinthefbreignexchangemarket． 

Table２．BISReportingBanks，ExternalYenPositions 

［BmionsofUSdoUars］ 

Assets LiabUities 
Ｅｎｄ 

ｏｆ 

ｙｅａｒ 

Ofriciznl 

monetaIy 
institutionｓ 

ofHcial 

monetary 
institutions 

￣￣ 

’９５ 
０．９１３３．３ 
￣－－Ｔ￣￣￣￣ 

当竺旦
４．２１４０．８ 
－－ 

２．２１１９．７ 
－－ 

２.２１１３．７ 
－￣￣Ｔ－－－￣ 

１．４１８．３ 
￣＝ 

2.4111.0 
---￣Ｔ－－－￣ 

２．９１１３．４ 
￣￣ 

５．５１１１．６ 

６．４１７．８ 

Total Ｂａｎｋ Non-bank 

１９６ 
１．４１８２．４ 

１％ 
0．３１１７．６ 

％ 

１９７７ 

１９７８ 

１９７９ 

１９８０ 

１９８１ 

１９８２ 

１９８３ 

１９８４ 

１９８５ 

１９８６ 

(Sep.） 

1.7 

４．６’8 

０．９８．７ 

１０．６ ８．４１７９．２ ７．９１７０．５ １．１９．８ 

Ｚ､２７５．８ 

１１．７ １１．２ 

１５３１８９．０ １．９１１．０ １６．９７７．９ ２．４１１．１ 

１９１．４ １６．４７５．６ 2．４１１１．０ 

４６．１８９．７ ５０１９．７ 

Source:BIS〃に｢"ｍｉｏ'、Ｉ比"kmgDeIﾉeloPme"rsAprill985,Januaryl987

4．FactorsbehindtheExpansionoftheEuroyenMarket 

lnspiteofsevereofficialrestrictionsontheEuroyenmarket,ｗｈｙｈａｓｔｈｅＥｕｒｏ‐ 
ｙｅｎｍａｒｋｅｔｇｒｏｗｎａｓｍｕｃｈｓｉｎｃｅｔｈｅｌａｔｔｅｒｈａｌｆｏｆｔｈｅｌ９７0,s？Inthissection，rll 
trytolookintothisquestioninconnectionwiththeevolutionofmternational 

fInancialmarketsduringthesameperiod 

Theindustrializedworldswitchedtoasystemoffloatiｎｇｅｘｃｈａｎｇｅｒａｔｅｓｉｎ 
ｌ９７３・Animportantchangeafterthatininternationalfinancialmarketswasanex-

plosiveincreaseoffbreignexchangetradingvolumes、Table3showsthetrading
volumesintheNewYorkForeignExchangeMarketbrokendownmtoeachculz 

rency・Ｔｈetotalvolumemcreasedfrom＄106.4ｂｉｌＵｏｎａｓｏｆｔｈｅｅｎｄｏｆＭａｒｃｈｌ９７７，
ｔｏ＄７０２．５ｂｉｌｌｉｏｎａｓｏｆｔｈｅｅｎｄｏｆＡｐｒｉｌ，１９８３．Thisincreasingpacewasfarfaster 
thanthatofworldtradeorcapitalinvestmentduringthesameperiodThevolume 
ofJapanesetradeandthetradingvolumeintheTokyoForeignExchangeMarket 

－４９－ 



ＭｉｄｏｒｉＭＵＮＥＣＨＩＫＡ 

Tnble3・TumoveroftheUnitedStatesForeignExchangeMarketbyCurrency

lBUlionsofUSdollals･％］ 

1９７７．３ 1９８０．３ 1983.4 

Currency 
ｑＢ 

０
７
１
６
４
７
０
２
ｂ
Ｊ
ｌ
４
 

９
５
８
４
０
６
６
１
１
３
｜
Ⅸ
 

２
１
１
２
 

２７．３ 

５．４ 

１７．０ 

１３．７ 

１９．２ 

６．３ 

５．６ 

Ｌ１ 

Ｌ５ 

２．９ 

１０００ 

Germanmark 

Japaneseyen 

Poundsterling 

Swissfiranc 

Can2diHmdoUaェ

Frenchfmnc 

NetherlandsguUder 

ltali3nlira 

Belgianfranc 

Other 

Total 

Ｎｕｍｂｅｒｏｆｂａｎｋｓ 

〃
２
８
１
３
８
９
９
０
２
－
，

１
０
２
０
２
６
１
０
１
２
－
ｍ
 

３
１
２
１
１
 

５３７．６ 

878.9 

619.3 

340.4 

296.6 

５０１．５ 

１５５．０ 

350.0 

３１８．８ 

３４８．４ 

４６１．７ 

５３７．６ 

878.9 

619.3 

340.4 

296.6 

５０１．５ 

１５５．０ 

350.0 

３１８．８ 

３４８．４ 

４６１．７ 

１５５．９ 

５０．１ 

１１２．１ 

４９．７ 

６０．５ 

３３．６ 

９．３ 

４．２ 

５．１ 

１０．８ 

４９１．３ 

５
０
７
２
５
４
６
８
４
１
’
０
 

２
２
６
２
弧
４
１
０
０
２
－
ｍ

３
２
１
１
 

’
１
 

６
７
０
０
７
８
２
６
８
６
－
５
 

８
４
札
ｄ
２
０
Ｌ
ａ
２
４
ｌ
７
－

２
５
１
８
５
３
１
 

１
’
０
 

２
１
１
 

－
７
 

146.6 

308.8 

104.4 

173.0 

８７．１ 

91.7 

120.4 

133.3 

54.9 

135.2 

143.0 

４４ 9０ 1１９ 

Source8MmistryofFmance(1984)」""malRePo〃Ｑﾉﾉ)lrem2rm"ｐｌＦＹ"α"ceBHre”ｐ､113．
(Originaldata）FederalReserveBankofNewYork，sFore垣nExchangeTurnoverSuIvey

increasedatapproximate]ｙｔｈｅｓａｍｅｓｐｅｅｄｕｎｔｉｌｌ９７７，ｂｕｔｓｉｎｃｅｌ９７７ｔｒｅｎｄｓｆｏｒ 

ｅａｃｈｏｎｅｂｅgantoseparaterapidly，especiallyaftertheimplementationofthenew 

ForeignExchangeControlLawinDecemberl980(Figure2〕

PatriciaA・Reveypointsoutthattherearebasicallythreemajorreasonsfbr

thismarkedincreaseofforeignexchangetransactionvolumesinNewYork3） 

TheHrstistheactiveprofit-center，fbreignexchangetradingconductedby 
banksOverthepasttenyears，ａｇｒｏｗｉｎｇｎｕｍｂｅｒｏｆｂａｎｋｓｈａｖｅｂｅｃｏｍewillingto 

positionheavilyinfbreignexchangeonthebasisofexpectedchangesinexchange 
ratesandmterestratedifferentials，althoughsuchpositionsareincreasinglyheldfor 
onlylimitedtimeintervals・

Second，ｔｈｅｅｎｔｒｙｏｆａｌａｒｇｅｎｕｍｂｅｒｏｆｆｂｒｅｉｇnbanksmtoNewYorkhas 

sharpenedcompetitiveconditions，reinfbrcingthechangealreadyunderwaytoward 

moreactiveposition-taking、

Third，exchangeratefluctuationshavebecomemorevolatilethanbefore・Table

４showstheaveragestandarddeviatiｏｎｏｆｄａｉｌｙ，weekly，andmonthlypercentage 

changesintheDollarspotratevis-a-visseveralmajorcurrenciesThelongertheterm 
oftheexchangeratechangetake、，thelargerthestandarddeviationbecomesinall

currencies，andthesetendencieshavestrengthenｅｄｏｖｅｒｔｉｍｅＪｔｃａｎｂｅｆＯｕｎｄｔｈａｔ， 

especiallyconcernmgYen，thistendencyisespeciallydistinguishedandthestandard 
deviationislargerthanfbrotherma]orcurrenciesThestandarddeviationistakenas 

agoodmeasureofrisk,becauseunpredictabilityisassociatedwithvariabihty､Higher 

levelsofriskareassociatedwithlongertermexchangeratechanges，ｓｏposition‐ 

takingmtheinterbankexchangemarkethasbecomeevenriskierinrecentyears， 

particularlyfollowingtheOctobeｒｌ９７９ｃｈａｎｇｅｉｎｍｏｎｅｔａｒｙｐｏｌｉｃｙｂｙｔheFederal 

Reserve・ThishigherriskemvironmenthasinspiredbankstoshrinkbackevenfUrther

fromoperationsbasedonlongerrunexchangerateexpectations・Asaresult，ｔｈｅ
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Figure2、TumoveroftheTokyoForeignExchangeMarketand
ExpOrt-importValues 

SbiUion 
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1９７３７４７５７６７７７８７９８０８１８２Ｙｅａｒ 

Source：KinyuZaiseiJjjoKenkyukaiedl983,ｐ､１１． 
(OriginalData）MinistryofFinanceA""“/RePo"Q/ｍだ"､"o"αノ

ＦＹｍｚ"ｃｅＢⅨreUm,variousissues 

ｔｉｍｅｂｅｔｗｅｅｎｔｈｅｔａｋｉｎｇｏｎａｎｄｔｈｅｕｎwindingofpositionshasbecomeveryshort， 
amountingtominutesandhoursratherthandaysandweeksTheserapid‘`inand 
out，，transactionshaveledtoanexplosiveriseinspotturnover､４） 

Exchangeratevolatilityislikelytoincreasetheriskinessofuncoverｅｄｆbreign 
currencytransactionsandmayraisethecostofobtainmgforwardcoverJntheshort 
run，whenexchangeratesarerelativelyvariable，thedifferencesbetweenforward 

exchangeratesandfuturespotratestendtobeamphfIedlnotherwords，the 
forwardexchangeratefbraparticulardatebecomeslessaccurateasapredictorof 
theactualspotrateonthatdate 

Differencesbetweenfbrwardexchangeratesandthesubsequentlyobservedspot 
ratefbrcorrespondingdatesareimportantbecausetheyindicatethedegreeofrisk 
presentintheexchangemarket・Higherriskleadsparticipantsininternationaltrade
tomcreasetheproportionoftheirtradecontractsthatiｓｔｏｂｅｈｅｄｇｅｄ,andincreases 

thecostofhedgingaglvencontractinthefbrwardexchangemarket､５）Figure3 
showsthedevelopmentsintｈｅｃｏｓｔｏｆｈｅｄｇｉｎｇｉｎｔｈｅＮｅｗＹｏｒｋｍａｒketasmeasured 
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TabIe4SpotExchangeRateVariability 

Standarddeviationofpercentagechanges＊ 

Marchl973 

through 
Octoberl979 

Novemberl978 

through 
Octoberl979 

octoberlg79 

through 
Augustl981 Currency 

DaiIychanges： 

Ｇｅｒｍａｎｍａｒｋ．．．．．．．．．．．．．．、

Swissfranc．．．．．．．．．．．．．．．、

Japaneseｙｅｎ．．．．．．．．．．．．．．、

Can2dizmdoUar．．．．．．．．．．．．、

Sterli､９．．．．．．．．．．．．．．．．．．． 

Weeklychanges： 

Ｇｅｒｍａｎｍａｒｋ．．．．．．．．．．．．．．、

Swissfranc．．．．．．．．．．．．．．．、

Japaneseｙｅｎ．．．．．．．．．．．．．．、

CanadiandoUar．．．．．．．．．．．．、

Sterl、９．．．．．．．．．．．．．．．．．．．

Monthlychanges： 

Ｇｅｒｍａｎｍａｒｋ．．．．．．．．．．．．．．、

Swissfranc．．．．．．．．．．．．．．．、

Japaneseｙｅｎ．．．．．．．．．．．．．．、

CanadiandoUar．．．．．．．．．．．．、

Sterli､９．．．．．．．．．．．．．．．．．．． 

0.573 

0.738 

0.488 

0.195 

0.462 

0.427 

0.596 

0.590 

０．２１１ 

０．５１２ 

0.706 

0.790 

0.736 

0.250 

0.647 

1.290 

1.630 

1128 

0.469 

1.069 

0977 

1.471 

１．３１６ 

０．５１１ 

1.263 

1.556 

1.777 

1640 

0.578 

1465 

3.046 

3.430 

2.601 

1.158 

2.450 

2.117 

2.886 

2.150 

1.309 

2.830 

３．５１４ 

3.791 

3.789 

1.231 

3388 

*Thestandarddeviationsofweeklyandmontmychangesrepresentmeansofstandarddeviations 

offiveseriesoffive-daypercentagechangesandtwenty-oneseriesoftwenty-one-daypercentage 
changes、Thus，fbrexample，weeklypercentagechangesweremeasuredMondaytoMonday，
TuesdaytoTuesday,andsoontoobtainnvenonoverlappingseries・Similadytwenty-onenoL
ovedappingseriesofmontmyintervalswereconstructed,approximatingpercentagechangesｆｒｏｍ 
ｔｈｅｆｉｒｓｔｄａｙｏｆａｇｉｖｅｎｍｏｎｔｈｔｏthefIrstdayofthenextmonth,successivelyfbraUsubsequent 
businessdays 

Source：FederalReserveBankofNewYork,Ｑ“`ｗｅ心Reyiew,Autumn1981,ｐ､３７．

bythebid-ofTeredspreadsfｂｒｔｈｅ３－ｍｏｎｔｈａｎｄｌ２－ｍｏｎｔｈｆｂｒｗａｒｄexchangeratesof 

sevenmajorindustrialcountriesagainsttheUS・Dollarfbrtheperiodfromthe

beginｎｉｎｇｏｆｌ９７４ｔｏｔｈｅｅｎｄｏｆｌ９８１Ｂｉｄ－ｏｆfbredspreadsofJapaneseYendeclｉｎｅｄ 

ｆｒｏｍｔｈｅｈｉｇｈｌｅｖｅｌｉｎｌ９７４ｔｏａｌｏｗｐｏｉｎｔｉｎｌ９７６,butthereafterrosesharply,ａｎｄ 

ｆｏｒｌ９８１ｉｔｗａｓａｇａｉｎａｓｈｉｇｈａｓｉｎ1974,likeothercurrencies､Thissuggeststhatthe 
costofundertakinghedgingtransactionsinthefbrwardmarket，whichdeclinedin 

themid-1970s,hasagainrisensharplysincel979， 

Whennonbankcustomers（suchastraders）conductfbrwardexchangetrans‐ 

actionwithbanksfbrthepurposeofavoidingtheirfbreignexchangerisk,thebank 

canrespondtothecustomer，ssupplyofforwardexchangebythreealternative 

－５２－ 
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methods：（１）matchingitwithanequalandoppositecustomersupply，(2)theswap 
method，ａｎｄ(3)theEurocurrencymarketmechanism・

Ifthebankrespondstothecustomer，ssupplyoffbrwardexchangebymatching 
itwithanequalandoppositecustomersupply,thebankcanquicklyfindoffSetting 
positionsatverysmallspreads・Evenifanoff5ettingpositioncannotbefound,the
bankcanobtainanoffsettingtransactionwithinashortperiodoftimebymakinga 

slightadjustmenttothequotation6） 
Intheabsenceofmatchingfbrwardtransactions，twoaltemativemethodsof 

offeringfbrwardfacilitiestocostomerswithoutfbrcingbanksintoopenspeculative 
positionsareavailable，ｔｈａｔｉｓｔｈｅｓｗａｐｍｅｔｈｏｄａｎｄｔｈｅＥｕｒｏｃurrencymarket 
mechanism・Acurrencyswapinvolvesaninterbanktransactionwhereabanksellsa

currencyspottoanotherbankandsimultaneouslybuysthecurrencybackforward、
7） 

TheEurocurrencymarketmechanismallowsthｅｂａｎｋｔｏｏｆｆｅｒｔｏｂｕｙｏｒｓｅｌｌ 
ｆｂｒｗａｒｄcontractswithoutriskthroughamovementoffundsontheEurocurrency 

marketsUnderthismethod,ｔｈｅbank:（１）borrowsintheEurocurrencymarketthe 

currencybeingsoldfOrwardbyitscustomers；（２）sellsthecurrencyspotfbrthe 
currencybeingboughtbythecustomer,ａｎｄ(3)investstheproceedsofthespotsale 
intheappropriateEurocunPencymarket､８） 

Ｉｍａｇｍｅｔｈａｔａｃｕｓｔｏｍｅｒｗａｎｔｓｔｏｐｕｒｃhase90-dayfOrwardJapaneseYen・The
bankcantaketheoppositesideofthecontract(sellJapaneseYenfOrward)without 

incurringexchangerisk，byborrowingDollarsintheEurodollarmarketandconvert‐ 

ｉｎｇｔｈｅｍｔｏＪａｐａｎｅｓｅＹｅｎｏｎｔｈｅｓｐｏｔｆbreignexchangemarket，buyinga90-day 
Yen-denominatedassetinEuroyenmarket，andsellingtheYenfbrward・Whenthe

assetmatures，ｔｈｅｐｒｏｃｅｅｄｓｗｉｌｌｂｅｕｓｅｄｔｏｈonourhisfbrwardsale・Thebankis

merelyengagingincoveredinterestarbitrage・Thisarbitragetransactionincludesthe
spotfbreignexchangetransactionandEurocurrencytransactionsAscoveredarbi-
tragetransactionsbecomeactive，Eurocurrencyandfbreignexchangetransactions 
alsoincreaseThustheexpansionoftheEuroyenmarketiscloselyrelatedtotherise 

offbreignexchangetransactionsinYen 

ThevolatilityofexchangeratesandtherapidincreaseinthevolumeofYen 

tradinginthefbreignexchangemarketleadtoaraiseofdemandfbrhedgingtrans‐ 

actionsmJapaneseYenOnthｅｏｔｈｅｒｈａｎｄ，asthebid-offeredspreadfbrfbrward 

JapaneseYenislargerthanthosefbrothercurrencies，thehedgmgtransactioncost 
inthefbrwardexchangemarketbecomeshigher（Figure3）Asaresult，interest 

arbitragetransactionsthroughtheEurocurrencymarketshavebecomelargerln 

otherwords，ｉｔｃａｎｂｅｓａｉｄｔｈａｔｔｈｅＥｕｒｏｙｅｎｍａｒｋｅthasgrownasasubstitutefbr 

thefbrwardexchangemarket 

W.Ｄ・ＭｃＣ１ａｍｐｏｍｔｓｏｕｔｔｈａｔｔｈｒｅｒａｒｅｆｂｕｒcredit-substitutionfunctionsiｎｔｈｅ

ＥｕrocunPencymarketfbrthetraditionalfinancialmarket9）ＴｈｅｆｉｒｓｔｉｓＥｕｒｏ‐ 

culTencycreditsasasubstitutefbrdomesticcredittononbanks・Substitutioneffbcts

ofthiskmdnormallyoccurunderconditionsofrelativelytightdomesticmonetary 

policy、WhentightmonetarypoUcyispursueｄａｎｄｎｏｎbankresidentsarefacedwith

thedifficultyoffUndraismg,theyareabletoshifttheirdemandfbrcreditfromthe 

domesticmarkettotheEurocunFencymarket・

ThesecondisEurocurrencycreditsasasubstitutefbrdomestic“monetarybase,, 
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Figure3・SprCadsBetweenBuyingandSellingRatesinForwardExchangeMarketsｍＮｅｗＹｏｒｋ，
１９７４－８１１ 

(Inpercent） 
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Source；ＬＭＦ.』""“/RePorr(1982),p､46.
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Creation、Ｆｒｏｍｔｈｅｐｏｉｎｔｏｆｖｉｅｗｏｆｄｏｍｅｓｔｉｃｂａｎｋｓ，fbreignfundsborrowingisa

sourceｏｆ“high-powered，，reservemoneyequivalenttothatofcentralbankcredit． 
Ｄomesticbanksmayprovidethecredittodomesticnonbankborrowersbyrecourse 

totheEurocurrencymarket・

ThethirdistheEurocurrencymarketasasubstitutefbrforeignmoneymarkets 

DuringtheearlystageoftheEurocurrencymarket，ｔｈｅｍａｉｎｆａｃｔｏｒｏｆｔｈｅｇｒｏｗｔｈ 
ｗａｓｔｈｅintroductionofvariousrestraintmeasuresfornonresidentborrowersinthe 

traditionalintemationalfinancialmarkets,ｓｕｃｈａｓＮｅｗＹｏｒｋａｎｄＬｏｎｄｏｎ 

ＴｈｅｆｏｕｒｔｈｉｓtheEuroculTencymarketasasubstitutefbrforwardexchange 
markets 

TowhatextentdidtheEuroyenmarketcarryoutthesecredit-substitution 
functions？ 

AsEuroyenborrowingbynonbankresidentsandEuroyenlendingtoresidents 
byJapanesebankshasbee、prohibited，itwouldbeconsideredthattheEuroyen
markethasnotcarriedoutthefirstandsecondcredit-substitutionfunctionsbefbre 

theYen-DollarCommittee・

Concerningthecredit-substitutiｏｎfunctionfbrfbreignmoneymarkets,towhat 
extenthasYen-denominatedexternallending，sofarcarriedout，becomeanim-

portantproblem？BlanketpermissionofYen-denominatedexternallendingwas 
beguninl９７２，andYen-denominatedsyndicatedloａｎｓｗｅｒｅｏｐｅｎｅｄｉｎＭａｒｃｈｌ９７２・
AlthoughYen-denominatedsyndicatedloansaretheareawithmoststriｋｉｎｇｉｎｃｒｅａｓｅ 
ｉｎｔｈｅｕｓｅｏｆｔｈｅＹｅｎｉｎinternationaltransactions，ｔｈｅｙｏｎｌｙａｃｃｏｕｎｔｆｏｒasmall 

partoftotalexternallendingintheworldMoreovertheproportionofEuroyen 
lendingtototalEurocurrencylendinghadbeennegligiblebefbretheYen-Dollar 
Committee（Table５）ThusitwouldbealsoconsideredthattheEuroyenmarkethas 
notcarriedoutthethirdcredit-substitutionfunction． 

Table５．MarketShareofEurocurrencyLemdingbyCurrency 
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Concerningthefburthcredit-substitutionfUnction，thefbrwardexchangesub‐ 
stitutefimction,itmaybedescribedasfbllows・AsthedemandfOrhedgmgagainst
thefbreignexchangeriskofYen（whichresultedhomthevolatilityofexchange 
ratesandtherapidincreaseofthetradingvolumesoffbreig、exchange）increases，
themterestarbitrageoperationsbybanksbecameactive・ThatmeanstheEuroyen
marketprovidesamethodofofferingfOrwardfncnitiesassubstitutesfbrfbrward 
exchangemarket・

Asmentionedabove，theEuroyenmarketcouldn，tcarryoutthefirst，second， 
andthirdcredit-substitutionfUnctionsasaresultofJapaneseoffIcialrestrictions， 
onlythefburthonecouldbecarriedout・Asaresult，theproportionofEuroyen
interbanktransactionsislargerthanintheotherEurocurrencymarkets，andthe 
enlargementoftheEuroyenmarkethasrunparalleltotheincreaseoffbreignex‐ 
changetransactionsusingYen． 

5．Inter巳stArbitrageRelationshipsbetweentheEuroyenandDomesticFinancial
MuTkets 

UntiltheannouncementofliberalizationmeasuresoftheEuroyenmarketby 
thereportoftheYen-DollarCommitteeinMayl984directcapitalflowbetween 
thedomesticandEuroyenmarketshadbeenrestrictedTheempiricalarbitrage 
relationshipsbetweentheexternalanddomesticmarketsareanalyzｅｄｉｎｔｈｉｓｓｅｃ‐ 
tion 

Therearefburbroadarbitragechannels，whichmaybeidentifiedbetween： 

(1)twodomesticmarketsindifTerentcountries;(2)thedomesticandEurocurrency 
marketinthesamecurrency;（３）EurocunPencymarketsindifferentcurrencies;and 
(4)theEuroculTencymarketinonecurrencyandadomesticmarketinanother． 
(Figure4） 

Figure4・InternatiomalArbitrageChannels

② 

Domestic型 Domestic＄ 
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Theinterest-parityconditionhasinvariablybeenmaintainedwithinEurocurren-

cymarketseveninperiodsofexchangecontroLThusfbrwardpremia/discounts 

invariablyequaluncoveredinterestdifferentialsbetweentheEuroyenandEuro‐ 
dollar、

Figure5displaysthecoveredinterestdifYerentialbetweenDollarandYenThe 

filllUneshowsthecovereddifTerentialbetweentheEurodollarandEuroyenthree 

monthdepositrates，andthedottedlineshowsthecovereddifferentialbetweenthe 

EurodollaranddomesticYen（short-termrepurchase“Gensaki，，）rates・Theorigin
isthelevelofinterestrateparity． 

Figure5・CoveredlnterestRateDifferentiaIsbetweentheDoUarandtheYen(three-month）
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（１）FiguresfbrEurodoUar,Euroyen,andGensakiratesareattheendofmonth． 

（２）Mayl979Nonresidents，participationintheGensakimarketallowed． 
（３）Junel984AbolitionofYen-swaplimitsfbrbanks、

Source：MorganGuarantytrust，１１/bl”ＦＹ)、"cjnﾉﾉMmkers,variousissuesBankofJapan．

ThecoveredmterestdiffbrentialbetweentheEurodollarandEuroyenhasbeen 

approximatelyzero，ｅｘｃｅｐｔｉｎＤｅｃｅｍｂｅｒｌ９７６ａｎｄｉｎＮｏｖｅｍｂｅｒｌ９７７・Ｏｎｔｈｅ

ｏｔｈｅｒｈａｎｄ，inthecaseofthecovereddifferentialbetweenEurodollardepositsand 

Gensakirates,befbreearlyl979，aconsiderabledifferentialinfavorofYeninvest-

menthadbeensustainedlnthisperiodtheJapanesegovernmentusedexchange 

controlstoinhibitcapitalmflowsintoJapanlnFebruaryl979，thisregulation 

wasremovedandinMａｙ，nonresidentparticipationintheGensakimarketwas 
allowed・ＴｈｅcoveredinterestdifTerentialnarrowedthereafter・SinceDecember

l980，aftertheimplementationofthenewForeignExchangeControlLaw，both 

Uneshaveremainedapproximatelyzero；especiaUyaftertheabolitionofYeｎ－ｓｗａｐ 
ｌｉｍｉｔｓｆＯｒｂａｎｋｓｉｎＪｕｎｅｌ９８４ 

Asmentionedabove，whiletheinterest-parityconditioninvariablyhasbeen 

maintainedwithinEurocurrencymarketseveninperiodsofexchangecontrol，a 

coveredinterestdifTerentialinfavorofthedomesticcuITency（JapaneseYen）can 
besustainedasaresultofcontrolsoncapitalinflows・

Next，wewillexammetheinterestarbitragerelationshipsbetweentheEuroyen 

anddomesticmarketsfiromthepｏｍｔｏｆｖｉｅｗｏｆｔｈｅｄｅｍａｎｄｆｂｒａｎｄｓｕｐｐｌｙｏｆｆｉｍｄｓ 
ｉｎＹｅｎ． 
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Fromtheviewpomtofshort-terminvestmentinYen-denominatedassets， 
Figure6showstherelationshipamongthreemonthEuroyen，CertificatesofDe-

posit，ａｎｄＧｅｎｓａｋｉｒａｔｅｓＪｎＭａｙｌ９７９，theCDmarketopenedandnonresident 

participationwasallowedintheGensakimarket、Ｏｎｔｈｅｏｔｈｅｒｈａｎｄ，Euroyenｄｅ‐
positbynonbankresidentsisseverelyrestricted 

AccordmgtoFigure6，discrepanciesbetweenEuroyenandGensakirateswere 

substantialbefＯｒｅＭａｙｌ９７９、ParticularlyovertheperiodhomNovemberl977

throughFebruaryl979，whenseverecontrolsoncapitalinHowswerelmposed,disP 
crepanciesweremarkedAftertheremovalofthecontrolsinFebruaryl979andthe 
permissionfornonresidentparticipａｔｉｏｎｉｎｔｈｅＧｅｎｓａｋｉｍａｒｋｅｔｉｎＭａｙｌ９７９，the 
differentialbetweenthetworatesnarrowed． 

Figure6、InterestRatesonYendenominatedAssets(three-month）
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Ｍａｙｌ９７９,theCDmarketopened 

Source：ＳａｍｅａｓＦｉｇｕｒｅ５． 

ＴｈｅＵ・SandEurodoUarmarketsarelinkedbyarbitrageactivitiesofnonbank

depositors，nonbankborrowers，andlargemultinationalbanks・Amongthese,Euro-
dollararbitragebyU､ＳｂａｎｋｓｉｓｔｈｅｐｒｉｍａｒｙｃｈａｎｎｅｌｌｉｎｋｉｎｇｔｈｅＥｕｒｏｄｏｌｌａｒｍａｒｋｅｔ 

ａｎｄｔｈｅｄｏｍesticbankingsector・ＬａｒｇｅＵ・Sbanksoperate，dailyandinvolume,in

bothmarketsandusuallyrespondpromptlytoanyprofItableinterestratediscrep-

ancies・ＬａｒｇｅＵＳ、banksbalancecompetingcreditdemandsinthedomesticand

externalmarketsprimarilythroughtransactionswiththeirbranchesabroad・Conse-

quently，theirarbitrageactivitiescanalsobeclassifiedasoutｗａｒｄ（raismgfunds 

domesticallyandplacingthosefundsintheEurodollarmarket）ｏｒｉｎｗａｒｄ（raising 

fundsintheEurodollarmarketandlendingthosefundsdomestically）arbitrage 
dependingonthedirectiｏｎｔｈａｔｆｕｎｄｓｆｌｏｗｉｎｒｅｓｐｏｎｓｅｔｏｉｎｔerestrateincentives・

１０） 
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InJapanitwasdifficulttoconductthesearbitrageactivitiesbetweeｎｔｈｅＥｕｒｏ‐ 
yenanddomesticmarkets，becausetherewereanumberofrestrictionssuchasYen‐ 

swaplimitsfbrbanksandtheprohibitiononEuroyenlendingbyJapanesebanks、
Butrecentcircumstancehavebeenchangedbytherelaxationoftheserestraints， 
thatｉｓ，theabohtionofYen-swaplimitsfbrbanksandtheliberahzationofshort‐ 

termEuroyenborrowingbyresidentｓｉｎＪｕｎｅｌ９８４ 

１，ｔｈｅcasewherethereisnoobstaclestocapitalflowsbetweentheEurocurre､‐ 

cyandthedomesticmarkets,therelationshipbetweenthedomesticandcorrespond-
ingEurocurrencyinterestratesisdeterminedbythepercentagereserverequirements 
ondomesticandexternalliabilitiesTheequilibriumcondition，whichmeansthat 
therearenomcentivestoshiftfimdsbetweenthetwomarkets,isthattheeffective 

costofinternalandexternalfundingisequaLThiＳｃonditionisillustratedasfbllows． 

(前'ﾄ(TL百ﾄﾞル
ｗｈｅｒｅＲｄａｎｄＲｆａｒｅｔｈｅｐｅｒｃｅｎｔａｇｅｒｅserverequirementsondomesticandexternal 

liabilitiesandldandlearethedomesticandcorrespondingEurocurrencyinterest 
rates,１１） 

Therefore，atleastsinceshort-termdirectcapitalflowsbetweentheEuroyen 
anddomesticmarketswereliberalizedmJunel９８４，domesticinterestratesmustbe 

equａｌｔｏｔｈｅＥｕｒｏｙｅｎｒａｔｅＦｉｇｕｒｅ７ｓｈｏｗｓtherelationshipamongtheEuroyen， 
CertificatesofDeposit，billsdiscountandshort-termbanklendingrates、TheEuro‐
yenandCDratesareadjustedfbrJapanesereserverequirementsondomesticand 

externalliabilities､Discrepanciesamongtheserateshavebeennarrowingstepbystep 

Figure7・Yen-denominatedFundRaisinglnterestRates(three-month）
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withtheliberalizationmeasuresiｎＭａｙｌ９７９ａｎｄｉｎＤｅｃｅｍｂｅｒｌ９８０,ａｎｄｔｈｅＥｕｒｏ‐ 

ｙｅｎｒａｔｅｈａｓｍｏｖｅｄｉｎｔｏｈｎｅｗｉｔｈｔｈｅｂillsdiscountratesmceJunel984 

Fromthefactsdescribedabove，wemayconcludethat，althoughdirectcapital 

flowbetweentheEuroyenanddomesticmarketshadbeenrestrictedbeforeJune 

１９８４，whentheliberalizationmeasuresfbrEuroyentransactionsweretaken，the 

correlationbetweenthetwomarketinterestrateshasmadeconsiderableprogress 

sincetheendofthel９７０，s・Therehavebeennotableturningpointsintherelaxation

ofexchangecontrolinthatperiod・ＯｎｅｗａｓｉｎＦｅｂruaryl979，whencontrolon
capitalmflowswasremovedAnotherwasinMayl979,whennonresidentparticipa-

tionintheGensakimarketwasallowedanｄｔｈｅＣＤｍａｒｋｅｔ，whichalsoallowed 

nonresidentparticipation，ｏｐｅｎｅｄＡｔｈｉｒｄｗａｓｉｎＤｅｃｅｍｂｅｒｌ９８０，whenthenew 

ForeignExchangeControlLawwasimplemented 
lntheperiodofsevereexchangecontro］ｍJapan，freecapitalmovements 

werepossibleonlymchannel（１）inFigure4Asaresult,theinterest-paritycondi-

tionwasrealizedonlywithintheEurocurrencymarket・Afterthat,astheliberauza‐

tionmeasuresprogressedml979and１９８０，andasEurodollartransactionsinthe 

domesticmarketsuchasfOreigncurrencydeposits，Dollarcall，impactloans,ｅｔc､， 

havebeenincreasing,arbitragetransactionsinchannelｏｆ(2)havebecomeactiveand 

theinterest-parityconditionwasalmostrealizedbetweentheEurodollaranddomes-

ticmarkets，ａｓｓｈｏｗｎｉｎＦｉｇｕｒｅ５・Thattheinterest-parityconditionisachievedby

activearbitragetransactionsthroughchannels（１）ａｎｄ（２）indicatesthatJapanese 

mterestratesaremovingintolinewithEuroyeｎｒａｔｅｓａｓｓｈｏｗｎｉｎＦｉｇｕｒｅ６ａｎｄ７ 

ｉｎｓｐiteoftheabsenceofcapitalnowsthroughchannel(3)． 

６．ProgressintheLiberaUzationofEuroyenTransactionsincetheYen-DoUar 
Committee 

TheenfOrcementofthenewForeignExchangeControlLawinDecemberl９８０ 

changedJapaneseofficialattitudesonextemalcapitaltransactions,theyweretobe 
freeofrestrictioninprinciple・However，eventhereaftertheMinistryofFinance

continuedtotakeaprudentattitudeontheliberalizationoftheEuroyenmarketin 
relationtotheinternationalizationofYen，variousrestrictionsinthefbrmof 

administrativeguidanceremained 

ＡｎｅｗｐｈａｓｅｂｅｇａｎｉｎＭａｙｌ９８４ｗｉｔｈｔｈｅｒｅｌｅａｓｅｏｆｔｈｅｒｅｐｏｒｔｂｙｔｈｅｗｏｒｋｍｇ 

ｇroupoftheJointJapan-U・ＳＡｄＨｏｃＧｒｏｕｐｏｎｔｈｅＹｅｎ/DoUarExchangeRate，
FinancialandCapitalMarketlssues（theso-caUedYen-DollarCommittee）ａｎｄｔｈｅ 

ｒｅｐｏｒｔｂｙｔｈｅＭｉｎｉｓｔｒｙｏｆＦｉｎanceentitled“CurrentStatusandFutureProspectsfbr 
theLiberanzationofFmancialandCapitalMarketsandthelnternationaUzationof 
theYen,,、TheUnitedStatesbelievedthattheinternationanzationoftheYenwould

increasedemandfbrit，therebystrengtheningitandmoderａｔｉｎｇｔｈｅＵＳ・trade

deficitwithJapan、ＳｏｔｈｅＵＳ・Treasuryclaimedthat‘`theestablishmentofacom-

pletelyfiPeeEuroyenmarketisthecornerstoneofprogresstowardtheinternationaU-
zationOftheyen,andthereforethatJapanshouldapproachtheyen,sinternationali‐ 
zationfromtheEuroyenmarket''12)inthereportofYen-DollarCommittee・

Ｏｎｔｈｅｏｔｈｅｒｈａｎｄ，Japan,sMinistryofFinanceclaimedthat“atoorapidestab‐ 

－６０－ 
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lishmentofafreeEuroyenmarketmayhaveadverseeffectsonJapanesefiscaland 

monetrarypoUcies，exchangerates,ａｎｄJapan,sdomesticfinancialsystems;andalso 

thatthereisnoconsensusonwhethertheEuromarketshouldplaythemajorrole 

inmternationalizmｇｏｎｅ，scurTency・''１３）

Ａｓｃｉｔｅｄａｂｏve，ｔｈｅｒｅｗｅｒｅｓｏｍｅｄｉｆ化ｒｅｎｃｅｓｏｆｖｉｅｗｓｂｅｔｗｅｅｎｔｈｅｔｗｏｃｏｕｎtries

ontheroleoftheEuroyenmarketininternationahzingtheYen・Therefbre,itmay
bethoughtthat,ｔｏｓｏｍｅｅｘｔｅｎｔ,externalpressureshavehadamajorimpactonthe 

deregulationprocessoftheEuroyenmarket、

TheUberalizationmeasuresincludedmthereportoftheYen-DollarCommittee 

containsthreebroadareas；（１）capitalmarketnberaUzation，（２）accessoffbreign 
financialinstitutionstoJapanesemoneyandcapitalmarkets,ａｎｄ(3)deregulationof 

theEuroyenmarket・ThederegulationofEuroyentransactionshasmadeprogressin

U］theEuroyenbondmarket,［2］EuroyennegotiablecertifIcatesofdeposit(CDS） 
market,ａｎｄ［3］Euroyenlending． 

[1］DeregulationofEuroyenbond 

IntroductionoftheliberaUzationmeasuresinthｅｆｌｅｌｄｏｆＥｕｒｏｙｅｎｂｏｎｄｓｈａｓ 
ｈａｄｔｈｅｗidestandthemostfruitfUleffect、Issuesamountedto￥Ｚ７７ｂｉｌｌｉｏｎｉｎ

ｌ９８４ａｎｄ￥1,445.7ｂｉｌＵｏｎｉｎｌ９８５・IssuesinthesinglemonthofDecembｅｒｌ９８４，

whentheregulationswererelaxed，ａｍｏｕｎｔｅｄｔｏ￥l52bilUon，comparedwith￥７０ 

billionｉｎ1983.14)Thegrowthofissuesbynonresidentshasbeenparticularlyrapid． 

(Table６） 

TnbIeGEuroyenBondandYen-denomimatedForeignBondlssuesOVumber･醤bmion）

Yen-denominated 

ForeignBond 

JJ7ili1 
Nonresident Resident 

Ｎｕｍ Ｖａｌｕ Ｎｕｍ Value Ｎｕｍ 

７
８
９
０
１
２
３
４
５
６
 

７
７
７
８
８
８
８
８
８
８
 

９
 

１
 

２
１
２
４
５
６
４
３
６
１
 

１
６
４
 

１
 

３０．０ 

１５．０ 

２５０ 

５５．０ 

８０．０ 

９５０ 

７０．０ 

227.0 

1445.7 

２５５１．５ 

８
０
２
４
０
７
３
１
９
２
 

１
４
２
１
４
６
７
７
５
４
 

２
１
２
 

100 

10.0 

30.0 

７ 

２１ 

1４０．０ 

４１７０ 

Source：MmistryofFmance,Ａ""Mz/RePo〃q/〃remarjO"ﾛﾉFY"α"ｃｅＢｍｍ皿
variousissues． 

ＢｕｔｉｔｉｓｎｏｔｎｅｃｅｓｓａｒｙｔｈａｔｔｈｅａｐｐａrentsharpmcreaseinissuesofEuroyen 
bondsberenectedinthestrongintemationaldemandfbrYenFormanyissuesare 
subsequentlyswitchedtoothercurrenciesbymeansofswaps・AsaresultoffInan‐
cialinnovationintheinternationalfinancialmarket，especiallyinswaptechniques， 
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itisnotnecessaryfbrborrowerstohavedirectaccesstothemarket,whosecurrency 

theyultimatelywanｔｔｏｔａｋｅＴｈｅｒｅａｒｅｉｎｄｅｅｄｍａｎｙｃａｓｅｓwhereissuesofEuroyen 

bondsarechｏｓｅｎａｓｔｈｅｌｏｗｅｓｔｃｏｓｔｍｅａｎｓｏｆｆｉｍｄraisingindoUars，aftertaking 

accountofinterestratesinthevariouscurrencies,exchangerateabondquotations， 

andswapmarketconditionsManyissuersaresubsequentlyswitchingtoother 

currenciesbymeansofswaps・Asaresult，aconsiderableproportionofEuroyｅｎ

ｂｏｎｄｓａｒｅｆｌｏｗｉｎｇｂａｃｋｉｎｔｏＪａｐａｎtobeheldbyJapaneseinvestors・Diversification

ofthetypesofEuroyenbondsfbrissuebynonresidentswaspermitteｄｉｎＪｕｎｅ 
ｌ９８５． 

[2］EuroyenCD 

EuroyenCDisaYen-denominatedcertificateofdepositissuedbybanksinthe 

Euroyenmarket・Short-termEuroyenCDissueswereapprovedinDecemberl984

ontheconditionsthatthematuritywaswithiｎ６ｍｏｎｔｈｓａｎｄｓａｌｅｉｎＪａｐａｎｐｒｏ‐ 

hibitedAtthebegmningJapanesebanksactivelyissuedEuroyenCDsandthe 

amountoutstandiｎｇｗａｓ￥ｌ５５３ｂｉｌＵｏｎａｔｔｈｅｅｎｄｏｆｌ９８４Ｂｕｔｉｓｓuesinthismarket 

felltoonly￥40.3ｂｉｌｌｉｏｎｉｎｌ９８５，becausetherearefewadvantagesfbreitherin-

vestorsorbanksduetoalackofwell-establishedsecondarymarkets，anddueto 

compncatedissuingprocedureslnAprill98６，themaximumissuingperiodwas 

extendedtooneyear・ThemostimportantpointfOrthegroｗｔｈｏｆｔｈｅＥｕｒｏｙｅｎＣＤ

ｍａｒｋｅｔｉｓｔｈｅｐｒeparationofawell-establishedsecondarymarket． 

Table７．OutstandmgEuroyenCDsandEuroyenLoans 

(聖billion）

EuroyenLoans 

Resident Nonresident Ｅｕｒｏｙｅｎ 
ＣＤｓ 

Medium＆ 

Lon8-term 

Short‐ 

ｔｅｒｍ 
Total 

1９８１ 

８２ 

８３ 

８４ 

８５ 

８６ 

11 

４ 

１９２ 

４６８ 

１１２２ 

１５６７ 

11 

４ 

］９２ 

468 

1399 

2385 

８４ 

１３３ 

１０７２ 

1５５ 

４０ 

４４ 

277 

８１８ 

Source：MinistryofFinanceA""“/RcPo〃ｑノルｊｅ"１２"。"αjFYmz"ceBHだ“
のＰ

ｖａｒｌｏｕｓ１ｓｓｕｅｓ． 

[3］TherelaxationofEuroyemlending 
RestrictionsonEuroyenlendinghavebeenprogressivelyrelaxedforseveralyears 

asibllows・ＩｎＪｕｎｅｌ９８３，short-termEuroyenlendingtononresidentswasnberal‐

izedlnJunel984short-termEuroyenlendingtoJapaneseresidents,ａｎｄｉｎＡｐｒｉｌ 

ｌ９８５ｍｅｄｉｕｍ－ａｎｄlong-termEuroyenlendmgtonomesidents，wereliberalized・As

theseliberalizationmeasuressubsequentlymadeprogress，lendingoutstandmghas 
increased． 
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Table８．LiberalizationMeasuresoftheEuroyenMarket 

１９８４－ＡｐｒＵ 
－Ｊｕｎｅ 

－Ｄｅｃｅｍｂｅｒ 

Euroyenbondissuesbyresidentsliberalized 

Short-termEuroyenimpactloansliberalized 

Short-termEuroyenCDissuesapproved(maturitywithin6 
months;saleintoJapanprohibited） 

Euroyenbondissuesapprovedfbrfbreignprivatecompanies,state 
andregionalgovemments,andgovemmentagencies 
Withholdingtaxabolishedoninterestpaidtononresidentson 
Euroyenbondsissuedbyresidents 

Medium-andlon8-termEuroyenloanstononresidentsliberalized 

IssumgcriteriarelaxedfbrEuroyenbondsissuedbynonresidents 
TypesofEuroyenbondsfbrissuebynonresidentsdiversified 

WaitmgperiodfbrresaleofEuroyenbondstoJapan，smarket 
shortened(froml80daysto90days） 
TypesofEuroyenbondsfOrissuebyresidentsdiversified 

MaximumissuingperiodfbrEuroyenCDsextendedtolyear 
Numberofbond-ratmginstitutionsmcreasedfbrEuroyenbonds 
issuedbynonresidents 

RatingcriteriashiHedtoissumgstandards、

IssueofEuroyenbondsbyfbreignbanksapproved 

HandlingofEuroyencommercialpaperapprovedfbrfbreign 
securitiescompaniesaffiliatedwithJapanesebanks 

HandlmgofEuroyenCPapprovedfbroverseasbranchesofJapa・
nesebanks 

IssuingcriteriarelaxeｄｆｂｒＥｕroyenbondsissuesbyresidents 
EuroyenCPissuesbynomesidentsapproved 

●
●
●
 

● 

l９８５－ＡｐｒＵ ● 

●
●
●
●
 

一Ｊｕｌｙ

ｌ９８６－Ａｐｒｎ 

●
●
●
 

●
●
●
 

June 

October 

l987-February● 

● 

November● 

Source：Sakai,Ｎ,(1987),ｐ､７． 

LiberanzationofEuroyenlendingbyJapanesebankstoresidentsisequivalent 
tothecredit-substitutefunctionofdomestic“monetarybase，，Creation（McClam，s 
secondcredit-substitutefUnction)andEuroyenlendingtononresidentsisequivalent 
tothecredit-substitutefunctionofextemallendinginfbreignmoneymarkets 
(McClam,sthirdcredit-substitutefunctio､).Thatistosay,theEuroyenmarketex-
tendsitsfUnctionsfromonlythefbrwardexchangesubstitutionfunctionbefbrethe 

Yen-DollarCommitteetothesecondandthirdcredit-substitutefimctions､InFigure 
4,route（３）ofthearbitragechannelswasliberａｌｉｚｅｄ 

ｌｎＡｐｒｉｌｌ９８５，morethanhalfoftheoutstandingvalueoftheEuroyenmarket 
wastheplacementoffimdsbyJapanesebanksandmorethan60percentoftotal 
borroＷｉｎｇwasalsosharedbyJapanesebanksl5）Thatisacircularflowoffunds・
Short-termEuroyenimpactloanswerenberalizedinJuneｌ９８４Ｓｉｎｃｅｌ９８６ｓｈｏｒｔ‐ 

termEuroyenlendingtoresidentshasbeenrapidlyincreasmg、Theserecenttrends
revealthatthespreadlendingbyJapanesebankshasincreasedinthedomestic 

marketandtheEuroyenmarketactsmainlyasasegmentofthedomesticfinancial 
market、

7．ConcludingRemarks 

ThispapersurveyedthedevelopmenｔｏｆｔｈｅＥｕｒｏｙｅｎｍａｒｋｅｔａｎｄｉｔｓｉｍｐｌｉcａ－ 
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tions，AlthoughtheepochmakingeventconcerningthegrowthoftheEuroyen 
maｒｋｅｔｗａｓｎｏｄｏｕｂｔｔｈｅｒｅｌｅａｓｅｏｆｔｈｅｒeportoftheYen-DollarCommittee,Iwould 

liketoemphasizethat，ｅｖｅｎbefbretheYen-DollarCommittee，ｔｈｅｇｒｏｗｔｈｏｆｔｈｅ 

ＥｕｒｏｙｅｎｍａｒｋｅｔｈａｄbeenstrikingascomparedwithotherEurocurrencymarkets・
Ｔｈｅｒｅａｒｅｔｗｏｍａｉｎｐｕｒｐｏｓｅｓｏｆｔｈｉｓｐaper・Ｏｎｅｏｆｔｈｅｍｈａｓｂｅｅｎｔｏｅｘａｍｉｎｅ

ｔｈｅｃａｕｓｅｓｏｆｔｈｅｇｒｏｗｔｈｏｆｔｈｅＥｕｒｏｙｅｎmarket，especiallybefbretheYen-DoUar 

CoｍｍｉｔｔｅａＳｉｎｃｅｔｈｅｓｈｉｆｔｔｏａｓｙｓｔｅｍｏffloatingexchangeratesinl973，ａｎｉｍ‐ 
portantchangeintheintemationalfinancialmarkethasbeenthedramaticmcrease 

offbreignexchangetradingvolumes・Ithasoccurredessentiallyinresponsetothe

increaslngvolatilityofexchangerates・Particularlysincetheexchangeratef1uctia‐

tionsabouttheYenwerequitevolatｉｌｅａｎｄｔｈｅｇｒｏｗｔｈｒａｔｅｏｆｔｈｅＹｅｎ，sturnoveron 

theUnitedStatesfbreignexchangemarketswasremarkablewhencomparedwith 

othermajorcurrencies 

Exchangeratevolatilityincreasestheriskinessofuncoveredfbreigncurrency 

transactions､Thishigherriskleadsparticipantsininternationaltradetoincreasethe 

proportionoftheirtradecontrａｃｔｓｔｈａｔｉｓｔｏｂｅｈｅｄｇｅｄ，andincreasesthecostof 

hedgingagivencontractinthefbrwardexchangemarket・Asactivehedgingbehavior

becamestronger，ｂａｎｋｓｈａｖｅｔａｋｅｎｔｏｃｏｖｅｒｍｇｔｈｅｉｒｏｗnpositionsbycoveredinter岩

estarbitragetransactionsthroughEurocurrencymarketsratherthanthefbrward 

exchangemarket・

ＩｔｃａｎｂｅｓａｉｄｔｈａｔｔｈｅｇｒｏｗｔｈｏｆｔｈｅＥuroyenmarkethasoccurredmainlyin 
responsetothemcreasingcoveredinterestarbitragetransactions，andhaschieHy 
playedthesubstitutionhlnctionfbrfbrwardexchangemarket・TherefOre，factors

behindtheexpansionoftheEuroyenMarketwereessentiallythehigherrisken‐ 
vironmentcausedbytheincreasingvolatilityofexchangerates，andtherelaxation 

measuresofcapiｔａｌｃｏｎｔｒｏｌｓｉｎｌ９７９－８０ｉｎＪａｐａｎｗｈｉchfaciuatedactivecovered 

interestarbitrage，especiallyfollowingtheimplementationofthenewForeignEx‐ 
changeControlLawinDecembｅｒｌ９８０・

Anotherpurposeofthispaperhasbeentoanalyzetheinterestarbitragerelation-

shipsbetweentheEuroyenanddomesticmarkets・Therearefburbroadarbitrage
channelsasshowninFigure4 

FromthepointofviewofJapanesecapitalcontrols,directcapitalflowsbetween 

theEuroyenanddomesticmarketshadbeenrestrictedbefOretheliberanzationof 

EuroyentransactionsinJunel984butthecorrelationbetweenthetwomarket 

rateshadbecomｅｓｔｒｏｎｇｓｉｎｃｅｔｈｅｅｎｄｏｆｔｈｅｌ９７０，s、

IntheperiodofsevereJapanesecapitalcontrol（beforeinFebruaryl979),it 
waspossibletohavefreecapitalmovementsonlyinthechannel(1),interestrate 

paritywasreaUzedonlywithintheEurocurrency（EuroyenandEurodoUar)mar-

kets・Aftertherelaxationofexchangecontrolsintheperiodl979-8qthearbitrage
transactionsinchannel（２）havebeenactiveandthecorrelationbetweentheEuro‐ 

yenanddomesticmarketinterestrateshavebecamemuchstrongerthanbefbre 

Therefbre,evenwhenthearbitragechannel（３）ｗａｓclosed,theinterestratesofthe 

twomarketshavefbllowedcloselytogetherthroughchannels（１）and(2)． 

ThehberalizationoftheEuroyenmarketbythereportoftheYen-DollarCom-

mitteemeanstheopeningofchannel(3).ThegrowthoftheEuroyenmarkethas 

beenacceleratedsincetheYen-DollarCommittee，andthecircularflowoffunds， 

fIowsfromJapanintotheEuroyenmarket,andbackintoJapan,hasbeenincreasing 
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recently、Ｔｍｓｔｙｐｅｏｆｆｌｏｗｏｆｆｕｎｄｓｉｓ，inessence，notinternationalcapitalflows：
theexternalmarketactssimplyasasegmentofthedomesticfInancialmarket・The

liberaUzationoftheEuroyenmarkethasbroughtmanychangesintothedomestic 

market，suchastheincreaseofspreadlendingbybanks，amereshellofJapanese 
interestratestructurewhichcentersontheshortandlong-termprimelendingrates， 
etc． 

Notes 

１）SeeEUisO981)ｐ356. 
2)SeeMinistryofFmance(1983)ｐ190. 
3）SeeRevey(1981)． 

４)SpottumoverintheUnitedStatesForeignExchangeMarketincreasedfrom＄58.7bmion， 
whichaccountedfbr552percentoftotaltumover,asofApril,１９７７(４４banksbase)to 
S49L3biUion,whichaccountedfbr64､Zpercent,asofMarch,１９８０(g0banksbase).See 
ibid.,ｐ３４． 

５）SeelＭ．Ｐ.(1982)p４２． 
６）SeeHilly(1981)p９４． 

７)ForfUrtherdetailsthereadershouldreflertoLlewellyn(1980)p56～５７． 
８）Seeibid.,ｐ５７． 
９）SeeMcClam(1972)． 

１０）ForexplanationoftheinterestarbitragetransactionsbetweentheEurodollaranddomestic 
DoUarmarketsinmoredetailseeKreicher(1982)． 

11）SeeLlewellyn(1980)ｐ84. 

12)SeeRepor1bytheYenDollarCommittee(1984)p47. 
13）Seeibid,p47. 

14)SeeSakaiO987)p4 

15）SeeﾉWho"ＫｅｊｚａｉＳ７ｉｍｂｕ"(1985)25/ApriL 
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