Yen Rises Against Dollar and Euro on Greece, Rates Speculation 
The yen advanced versus the dollar and the euro as concern over Greece’s fiscal future and the pace of the Federal Reserve’s stimulus withdrawal raised demand for Japan’s currency as a refuge. 

The greenback rose against the euro after the European Union denied there is a plan to bail out Greece. The yen rose against the dollar as Fed Bank of San Francisco President Janet Yellen said the U.S. economy still needs low interest rates to gain strength. 

“No one wants to buy the euro until they have greater clarity on Greece,” said Alan Ruskin, chief of currency strategy at Royal Bank of Scotland Group in Stamford, Connecticut. “There’s a limited amount of willingness to take dollar-yen higher until we have stronger signals on Fed policy.” 

The yen rose 0.4 percent to 91.13 JPY/USD at 4:03 p.m. in New York, from 91.52 JPY/USD on Feb. 19. Japan’s currency advanced 0.5 percent to 124.93 JPY/EUR, from 124.58 JPY/EUR at the end of last week. The dollar was at USD 1.3599 USD/EUR, from 1.3613 USD/EUR. 

Amadeu Altafaj, a spokesman for the European Union, told reporters in Brussels today there was no plan to bail out Greece. A rescue package is “a speculative scenario at this point in time,” he said. 
‘Backstop Plan’ 
Germany’s Finance Ministry on Feb. 20 denied a report in Der Spiegel magazine that Germany is considering asking euro- area governments to help provide Greece with loans and guarantees worth EUR 20 billion (USD 27 billion) to EUR 25 billion, conditional on steps by the government to cut the deficit. 

“Greece still doesn’t have a backstop plan and there’s a lack of concrete details coming from Germany and France,” said Amelia Bourdeau, a currency strategist at UBS AG in Stamford Connecticut. “Sovereign risk concerns are what are driving the currency market this week.” 

Derivatives traders are signaling that the euro’s slump, which drove it last week to a nine-month low against the dollar, will continue even if EU leaders bail out Greece. 

Short-term rates for borrowing in euros in the forwards market are the cheapest relative to loans in dollars since September. The 50 percent collapse in that spread this month signals investors are betting the European Central Bank will keep its benchmark at a record low, sacrificing euro strength to prevent deficit-cutting by debt-laden economies in the region from stymieing growth. 
Below Potential 

The dollar fell against the yen as Yellen said the U.S. economy will operate below potential this year and next. 

“When the day comes to start raising rates again, we have tools at the ready,” Yellen said in the text of a speech today in San Diego. “For the time being, the economy still needs the support of extraordinarily low rates.” 

Fed Chairman Ben S. Bernanke may tell Congress on Feb. 24 that last week’s increase in the discount rate isn’t intended to drive up borrowing costs. 

“There’s a limited amount of willingness to take dollar- yen higher until we have stronger signals on Fed policy,” said Alan Ruskin, chief of currency strategy at Royal Bank of Scotland Group in Stamford, Connecticut. 

Fed officials last month forecast growth of 2.8 percent to 3.5 percent this year, and minutes of their January meeting showed they are seeking more evidence the recovery is sustainable. 

The Dollar Index, which tracks the currency against those of six major U.S. trading partners including the euro, yen and pound, dropped for the first time in four days, falling as much as 0.4 percent. 

Dollar Retracement 

The dollar failed on Feb. 19 to break the 200-day moving average of 92.25 JPY/USD, according to Niall O’Connor, a technical analyst at JPMorgan Chase & Co. in New York. The dollar is seeing a retracement against the yen after its fall from a high on Jan. 8 of 93.77 JPY/USD. 

“Dollar-yen’s had a decent run, but the market’s disappointed it didn’t fall through Friday’s reversal,” O’Connor said. “There were some moves to get out of the trade.” 

Japanese investment trusts that allow retail investors to put money into foreign assets are expected to start this week. The so-called “Toshin” funds will raise the most money since July 2008. Barclays Plc estimated up to JPY 3.4 trillion (USD 36.7 billion) in mutual funds could be sold this week. 

“One would have expected the yen would trade lower based on the launch of the investment trusts,” said Richard Franulovich, a senior currency strategist at Westpac Banking Corp. in New York. “It’s a mix of equities being down and Yellen’s dovish comments that’s weighing on dollar versus yen.” 

Last Updated: February 22, 2010 16:04 EST 
