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Foreign Exchange Market

The Foreign Exchange Market supplies the substantial and organizational structure from where the currency of a nation is traded among a different nation. The Foreign Exchange Market is the system where affiliates shift purchasing authority amongst nations, attain or provide credit due to worldwide trade, and reduce spotlight to exchange rate threat. Shifting the purchasing authority is important, especially for the reason that international trade and investment business ideally engage with participants in nations who have contrasting exchange even though both contributors desire to do business with their specific currency (Jadallah, 2003). The channel of the foreign exchange structure facilitates the flow of money amid China and Japan, also between other countries that wish to trade along with China and Japan.
The Role of the Foreign Exchange Market

The interchange of commodities amongst any country can undertake time; all inventories in transport need to be insured.  The Foreign Exchange Market assists in providing the source of credit by the means of specific methods, for example, letters of credit. The Foreign Exchange Market also offers fabrication amenities that aids in the transfer of foreign exchange threat to experienced individuals or companies that are prepared to take on the peril. The role of the foreign exchange market offers many advantages when it comes to facilitating the global trading positions amongst China and Japan. These advantages include automatic balance of payments, free internal policy, and flexibility (Bank of Biz, 2009).

The Automatic Balance of Payments mends the exchange rates by modifying the rates between China and Japan. An example of this is if China carries the balance of payments discrepancy followed by the exchange depreciating. 

The reason being is imports that are more than exports indicate that the amount of the foreign exchange increase while importers present notes in order to compensate in favor of the imports; due to this the value of the notes go down. The turn out from the reduction makes the exports less expensive and the price of imports to rise, consequently developing the order of goods overseas and lowering the demand of international products within a home nation, consequently commencing through the balance of payments (Bank of Biz, 2009).

Correspondingly, the freeing internal policy is used when a floating exchange rate is in effect; the balance of payments process is corrected by means of changing the marginal value of the country’s exchange. On the other hand, having a fixed value, counteracting a shortage involves a common depreciation policy that could result with unlikable actions involving an entire downward spiral within the market resulting in unemployment. The floating rate permits governments the liberty to practice private internal procedures that can carry intentions of expansion and complete employment with no peripheral limitations. Flexibility allows the floating rate to abide a country by regulating added supplely to external blows. With these advantages the foreign exchange market plays a vital role in enhancing the bilateral trade between countries including China and Japan by providing opportunities to global corporations to trade freely and smoothly among the countries (Bank of Biz, 2009).
Strengths and Weaknesses of Yen and Yuan

Since June 2005 the Chinese Yuan has appreciated in value by 6.2% (2007 figures) against the US dollar whereas it has climbed 18% against the Japanese Yen.  International economists believe that the Yen depreciated against the Yuan.  Overall between 2005 and 2007 the Chinese Yuan has appreciated by 5.5% against a basket of currency used in East Asian Counties (Economist, 2009).
In 2007 the Yuan was RMB7.45 whereas in 2008 it climbed to RMB 6.846. The rate of Chinese Yuan has been affected by China’s balance of trade and inflation. 

On the other hand, the percentile of the difference between net speculative positioning and net commercial positioning measured over a specific number of weeks commonly known as the COT index is 0 for Japanese yen for six weeks until now. This means that an extreme bearish sentiment exists. During the recent years the Japanese yen has been badly hit by rising energy costs. The value of the Japanese Yen has declined.  If the value of Japanese yen rises, its manufacturing industry is hurt because it costs more for importers to buy Japanese goods. 
Currently, 10 Chinese Yuan can be exchanged for 15 Japanese Yen.  The Japanese monetary authorities have a strong penchant for depressing the price of yen when compared to other currencies to protect domestic business.  However, this places exporters to Japan at a disadvantage.  The policy of the Japanese Monetary agency has worked reasonably well and international trade (mainly exports) has expanded by 60% between 2001 and 2006 (Economy Watch, n.d.).  Since November 2008, the Japanese economy is officially in a recession which explains to an extent the continuing bearish sentiment for the Japanese yen. 

Now consider the situation in which an exporter in China exports goods to Japan. Usually a time gap exists between the sending of the quotation of prices and the time when the payment for the goods is received. Currently, for 15 Japanese Yen the exporter gets 1 Chinese yen. Based on this exchange rate he sends in a quotation and exports the goods to Japan. However, after six months when he gets the payment for his goods in Japanese yen, the exchange rate is for 15 Japanese yen one gets only 0.8 Chinese Yuan. The exporter from China suffers because he gets less local currency for his exports.  The assumption is that if the present trend continues, in other words, the Japanese yen remains bearish and the Chinese Yuan remains bullish. 

Essentially, the Japanese yen is a weakness of the importing country Japan relative to the exporting country China; the currency makes it difficult for the Japanese to import from China. The Chinese exporter has to hedge his foreign exchange risk and the extra cost of hedging is factored into the quotation he gives to the Japanese importer.

Conclusion

The trade of goods and services is important to the growth of every type of economy whether developed or developing.  International trade leads to the allocation of resources consistent with comparative advantage which results in specialization, and in turn productivity (Joshi, 2007).  As discussed here, the decentralization framework of the foreign exchange market plays an important role in facilitating this global trade by allowing traders to choose from a number of options to make trades, including spot and future trades and comparisons of prices.  These options provide an environment in which governments like Japan and China can complete international transactions with large or central banks and corporations or other governments, among different institutions such that they can achieve desired growth while also making a profit.  
As also discussed here, while globalization and the foreign exchange market provide companies and countries with the opportunity to increase growth and profit, the trade-off of consumers benefiting from lower prices for goods and services can come at the cost of displaced workers in higher cost countries.  This is one area where the rate of currencies involved in the trades can come into play as buyers and sellers and importers and exporters try to find price equilibrium between currency pairs such as the yen and yuan.  
The relationship between different economies, such as Japan and China, gives investors an opportunity to hedge financial transactions relative to the currency of each, also where foreign direct investments are concerned.  
Observations of the strengths and weaknesses of the Chinese yen and Japanese yuan also demonstrate how one country’s exports and another’s imports can cause trade deficits and disequilibria, which also shows how closely financial integration and financial globalization are related.  However, despite the negative impact that export advantages on behalf of once country may affect another, globalization of financial markets through mechanisms such as the foreign exchange market has broadened opportunities for countries to access capital funds and investments to grow economies around the world. 
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