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                    Abstract
We study the impact of Japanese foreign exchange intervention on the volatility of the yen/dollar exchange rate since the early 1990’s in a GARCH framework with interventions as exogenous variables. Using daily intervention data provided by the Japanese Ministry of Finance, we show that the effect of interventions varies over time. From 1991 up to the late 1990’s, Japanese foreign exchange intervention is associated with an increase in volatility of the yen/dollar exchange rate. After the year 1997, Japanese foreign exchange intervention correlates with reductions in exchange rate volatility. This can be explained by the fact that Japanese foreign exchange intervention remained quasi unsterilized in the liquidity trap.
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                    Notes
	According to the Foreign Exchange and Foreign Trade Law (article 7, paragraph 3), the Ministry of Finance is in charge of Japanese foreign exchange intervention. The central bank acts solely as an agent (article 36 and article 40; paragraph 2, Bank of Japan Law) and buys or sells foreign currency on the government’s account.


	In practice, the Japanese Ministry of Finance raised the amount of yen that was required to buy dollars by issuing financing bills thereby ensuring “automatic” sterilization.


	The exact intervention time, the number of interventions within a day, the intervention market (Tokyo, London, New York), and the exchange rate at the time of intervention remain undisclosed.


	The US interventions that have taken place since the introduction of the euro are negligible.


	Given that most of the trade of Japan is with the United States and dollarized areas such as East Asia and raw material exporting countries, the focus on the dollar exchange rate is not surprising.


	A dummy for coordinated intervention remains insignificant on all sub-periods considered.


	Foreign exchange intervention might signal a change in fundamentals (monetary policy). The failure to trace the impact of announced interest rate changes on the exchange rate might be due to the fact that markets gradually anticipate interest rate changes.


	We assume that dollar sales and dollar purchases affect volatility in the same way.


	This interpretation follows the idea that intervention intends to stabilize the exchange rate. In a different environment foreign exchange intervention may intend to increase exchange rate volatility to discourage speculation (Hung 1997).


	See Hillebrand and Schnabl (2006) for more detailed results.


	The rolling window scheme does not allow for a statistically rigorous interpretation of the time series of t-statistics.
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