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Abstract

Using a new approach relying on news wire reports, we estimate the proportion of secret in-
terventions (i.e., unreported official interventions) in the foreign exchange markets that have been
conducted by the three major central banks since 1985. We therefore revisit the estimation of condi-
tional probabilities of secret operations and compute them by both central bank and operation type.
The proportion of secret interventions is found to be lower for concerted operations and to display a
great deal of variability over time as well as across the three major central banks. Our analysis reveals
that the Bank of Japan has recently adopted an intervention policy more based on secret operations.
00 2004 Elsevier Inc. All rights reserved.
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1. Introduction

Direct purchases or sales of foreign currency are one of the stabilization tools in
the hands of central banks. Some of the major central banks have used this instru-
ment recently, for example, the European Central Bank (ECB) on several occasions in
2000, and especially the Bank of Japan (BoJ) in 2000, 2002, and 2003. This is de-
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spite the fact that such operations have been shown to be ineffective, as documented
in the empirical literaturgDominguez, 1998; Beine et al., 2002jhe main body of
the literature reveals that these operations do not move the exchange rate very suc-
cessfully in the desired direction except in the very short (ominguez, 2003a;
Payne and Vitale, 2003)-urthermore, such interventions generally increase foreign ex-
change volatilityBeine et al., 2003)

The empirical literature has shown that ttype of operation conducted in the for-
eign exchange (FX) market is important. Several operation types have been put forward.
One category differentiates unilateral interventions—those conducted by a single central
bank—from coordinated interventions that are conducted jointly by the two central banks
toward the same objectiv€atte et al. (1994%how that coordinated interventions have
a larger impact, a result confirmed by subsequent studies. Another category assesses the
prevailing state of the market at the time the operations are condBgatk et al. (2003)
show that coordinated interventions, depending on the prevailing level of volatility, may in-
crease or lower market uncertainbominguez (2003hbijnds that interventions have larger
price effects when the flow of macroeconomic news is relatively strong. Finally, another
crucial category separates secret interventions, i.e., official interventions that are unknown
to market participants, from “public” interventions reported in the press. This paper revisits
the last category.

Most recent operations conducted by the majentral banks are reported (by the cen-
tral bank themselves) to have been sterilized. This rules out any monetary channel as the
main channel of influence. Sterilized exchamgt interventions are said to exert differ-
ent impacts depending whether they are unknown or known to the market. Referring to
the well-known signalling channel for these interventidrismight be difficult to justify
the use of secret rather than “public” intentions. This has led to the so-called secret
intervention puzzlg¢Sarno and Taylor, 2008)Quite recently, however, relying on the mi-
crostructure approach to exchange rates, some authoEvées and Lyons (200fpund
a certain amount of support for an effective portfolio channel in the presence of asym-
metric information. Significantly, their anadis assumes that the central bank trades are
anonymous, i.e., that traders are not able to identify the origin of the order flow involved
by the operatiorf. The distinction between secret angboeted interventions is therefore
of overwhelming importance to measure the price impacts of these interventions and to
identify the operative transmission channel.

This paper re-examines the procedure used to isolate secret interventions from the re-
ported ones. We employ a new identification scheme that overcomes most of the limitations
that result from using financial newspapers. Our analysis is conducted over the longest pe-

1 The signaling channel basically states that centrakbaonvey some information to market participants
when they intervene.

2 This puzzle is also clearly identified ieely (2001)in his survey of practices of central bank intervention.
In this respect, the disagreement among central banks on the perceived impact of secret interventions is signifi-
cant: some authorities mention to rely on secret intetfeas to maximise the market impact while other clearly
think that these practices tend to minimise the market impact.

3 Another rationale of the secret interventions has beepgsed in the theoretical literature. For example, see
Vitale (1999)
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