Currency war drums beat louder in hunt for growth
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LONDON: The 'currency wars' long deplored by Brazilian Finance Minister Guido Mantega have involved little more than shouting matches so far, but the risk of an outbreak of outright hostilities in 2013 is growing.
Thursday's decision by the Bank of Japan to quicken the pace of money-printing for the third time in four months is merely the latest attempt by rich countries' central banks to revive growth by resorting to unconventional policies.
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The concern for developing countries is that they will pay the price for this monetary activism.
As newly minted cash pours into their economies in search of higher yields, either their exchange rates will rise, making exports less competitive, or they will have to cut interest rates and/or intervene to hold down their currencies.
That could fuel credit and asset price booms that sow the seeds of inflation.
"There's some element of truth that we're now in a currency devaluation competition," said a source from a member country of the Group of Seven industrial nations.
Speaking before the BOJ's decision, the source added: "Everyone wants to export their way out of an economic slump, but if everyone tries to devalue their currencies the end result for the global economy won't be good."
The Federal Reserve, the Bank of England and the European Central Bank have all cut interest rates close to zero and flooded their banking systems with cash to try to restore confidence and encourage investors to buy riskier assets.
FINGER-POINTING Chilean Finance Minister Felipe Larrain said last week's decision by the Fed to ease monetary policy even more aggressively was a source of worry for all emerging markets with healthy growth and floating exchange rates.
At a meeting last week of senior officials from the Group of 20 leading economies, currently chaired by Russia, a source with direct knowledge of the talks said there had been some slight 'finger-pointing' on the spillover of exchange rates.
Still, Russian Deputy Finance Minister Sergei Storchak said G20 ministers had not addressed competitive devaluation as such in the past two years.
"Ministers and central bankers do not believe that any of the G20 members consciously manipulate exchange rates in order to stimulate national exports," Storchak said on Dec. 13.
Indeed, Simon Evenett, a professor of international trade and economic development at St Gallen University in Switzerland, said only five countries had devalued since November 2008 with the declared intent of improving their firms' competitiveness.
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