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CLICK HERE for a short video on the state of the markets and yen carry trade.

Weak employment data, the simmering Middle East, election jitters, and many other factors are
taking the blame for rattling the markets. Those are important issues, but the infamous yen carry
trade is the culprit. How do we know? Some of the assets most popular with short-term speculators
are getting hit the hardest. Furthermore, the sharp declines in those popular assets align with
surges in the yen.

The following example of the yen carry trade is from our article, Japanese Inflation - Liquidity Crisis
In The Making. The article is from 2022.

For example, you go to a Japanese bank and put down $100,000 in assets to borrow
1,000,000 yen for one year at 0%. You convert the yen to dollars and buy a one-year
U.S. Treasury note at 3%. Assuming the yen?s value doesn?t change versus the dollar,
the return will be 30% (3% * 10x leverage). If the yen appreciates by 1% over the year,
and you did not hedge the currency risk, the return falls to 20%. A 5% appreciation of
the yen results in a 20% loss.

The article's example was a conservative version of the yen carry trade using a low-volatility
Treasury note and comparatively minor yen moves. Now, consider that yen carry traders have
been leveraging much more volatile assets like crypto, mega-cap US stocks, and Japanese stocks.
Moreover, the yen has appreciated 15% in the last few weeks, as shown below. As the yen
appreciates, the Japanese banks demand more collateral to support the loans. The investor then
must put up more collateral or reverse the yen carry trade. Reversing, or forced liquidation, pushes
the yen higher and said assets lower.

For now, the carry trade victims appear limited. We presume the Bank of Japan and the Fed have
been on the phone constantly and will intervene in the currency markets before the problem
spreads to a broader array of assets.
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What To Watch Today

Earnings


https://www.youtube.com/watch?v=39X9M-rm93g&list=PLVT8LcWPeAug2RC69jzUXs0gWz2P5wBE5&index=1
https://realinvestmentadvice.com/japanese-inflation-part-2-liquidity-crisis-in-the-making
https://realinvestmentadvice.com/japanese-inflation-part-2-liquidity-crisis-in-the-making
https://realinvestmentadvice.com/wp-content/uploads/2024/08/yen.png

Fiscal Quarter  Consensus EPS* Last Year's Last Year's
Time Symbal Compary Name Market Cap Endi F #0f Ests R t Dat EPS®
) AMGHN Amgen Inc. £178,980,932 206 Jun/2024 483 12 B/03/2023 55
[ 3 CAT Caterpillar, Inc. $162.203,756,438 Jun/2024 $5.53 12 BIOV2023 $5.55
(o] UBER Uber Technologies, Inc. $127502,535.296 Juni2024 $0.31 4 B/OVZ023 0.8
)} ABNB Airbnb, Inc. S87003878 968 Jun/2024 3092 n B/03/2023 $0.98
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e DEQ Diageo plc $68.239.517.300 Juni2024 3 MNi& LIE)
Marathon Petroleum
[o3 MPC p ation £61,0M6,582872 Jun/2024 £383 -] 810172023 $532
* Itau Unibancs Banco
J IMUE Hoiding SA £57041,043981  Jun/2024 $019 3 BIO7F2023 0.8
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o CEG c ation £55,976,252,314  Jun/2024 §143 2 B/03/2023 $2.56
[} SRE Sempra 851,564, 271038 Jun/2024 3088 3 B/03/2023 50.94
i SU Suncor Ei Inc. $45,520,591,687 Jun/2024 $0.76 3 BA4/2023 0N
& nergy
] FTHNT Fartinet, inc, $43,697,254,057 Juni2024 $0.33 12 B/03/2023 $0.31
£ 3 BAPLX MPLY LP £43 260,612,693 Jun/2024 f088 5 BJO/2023 0.9
Fidelity Mational information
[ 3 FIS Services, Inc. $41768 921155  Jun/2024 $1.23 10 B/02/2023 $1.55
o L4 IDEXX Laboratories, nc.  $35 463528811 Jun/2024 $287 & BiO01/2023 $267
o) SMc1 Super Micro Computer, Inc. $38,364 038,710  Jun/2024 763 i B/0B2023 £3.43
[+] YUM ‘Yum! Brands, inc. S37ATH 532504 Juni2024 $1.32 ] B/02/2023 141
] CPNG Coupang, Inc. $36,868, 308,807 Jun/2024 $0.04 2 B/OB/2023 s0.08
O VMC Vulcan Materials Company $35,857556,067 Jun/2024 $2.49 8 8/03/2023 $2.29
[} KVUE Kenvue Inc. S35672925120 Jun/2024 5028 5 TI20/2023 $0.32
&) OVN Devon Energy Comporation  $28,477.920,000  Jun/2024 .28 ] annrzo23 5118
o CHT Ehunghwa Telecom €3 £3,438.700,052 Jun(2024 MiA 8/08/2023 $0.42
o GFS GlobalFoundries Inc. $28,506,919.565 Jun/2024 0. 7 B/OB/2023 $0.45
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@ BR Sokutions, Inc. £25402893531 Jun/2024 $348 4 8082023 3.
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&) ANOM Axon Enterprise, Inc. £22612,2431268  Jun/2024 $0.55 g B/0B/2023 $0.80
:‘J ILMN Nlumina, Inc. £19,450,355000 Jun/2024 $0.23 7 BI082023 $0.32
' BLDR Buiders FirstSource, Inc. S19468116,455 Jun/2024 L=h[] ] 8022023 £3.89
o WLK Westlake Corporation $18.506.381193 Jun/2024 $1.90 7] BI03/2023 2.3
. BAX Baxter iMamational nc. £18,349,982,641  Jun/2024 $0.66 a8 TI27/2023 $0.55
[o3 4 Jacobs Solutions inc. $18125809415 Jun/2024 5195 & 8/08/2023 $1.82
. TRG TRG Inc. £17964,793,563 Jun/2024 $0.44 -] 8082023 $0.26
Expediors Intemational of
= EXFD Washingtan, Inc. $17,865,584078  Jun/2024 $1.24 g 8/08/2023 $1.30
FOMA Faou ation £17628,435799  Jun/2024 $0.83 -] 8082023 s0.88
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FO, Fox Corporation $16,428.936,728 Jun/2024 §0487 2 BIOB/2023 $0.88
]
] oc DOwiens Comang Inc $15,842,549,739 Jun/2024 $4.37 3 TI26/2023 $4.22
£ RIVMH Rivian Automotive, inc. $15168,680,335 Jun/2024 (£1.38) 3 8/08/2023 {$1.08)
@ BLD TopBuild Corp. £14 420422072 Jun/2024 568 7 B/03/2023 $5.25
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]
Bentley Systems,
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* TOST Toast, Inc. $14.073,750,000  Juni2024 ($0002) -] B/0B/2023 1%018)
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TUESDAY, AUGUST 6

12:30 ®EUSD Goods and Services Trade Balance (Jun)

12:30 ®EUSD Goods Trade Balance (Jun)
12:55 MEUSD Redbook Index (YoY) (Aug 2)

14:00 ®EUSD RealClearMarkets/TIPP Economic Optimism (MoM) (Aug)
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Market Trading Update

As discussed yesterday, the market selloff caused by the®yen carry trade" eertainly surprised
traders. However, while stocks sold off, bonds rallied as the "risk off" trade continued recent
momentum. From a trading perspective, bonds are now extremely overbought, and we will likely
see a pullback in the next few days as potential profit-taking sets in. The ISM Services report was
stronger than expected on Monday and was back in expansion territory. Given that services
comprise nearly 80% of the economy, such suggests a near-term recession is unlikely.

The good news is that Treasury bonds have cleared all previous resistance levels, confirming the
recent breakout. However, given the extremely overbought conditions, a retracement of the recent
gains should be expected. Key support is the cluster of moving averages that coincides with the
downtrend from the end of 2023.

We have previously warned that bond movements would be rapid. This is because Treasury bonds
are the "risk-off" trade and become "in demand" when an event occurs. If you want to add bonds to
your portfolio, remain patient and wait for a reversal of some of the more extreme overbought
conditions. If you are long bonds, this isn't a bad place to take some profits and rebalance holdings
to target weights.
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The BLS Is the Unlikely Driver Of The Yen Carry Dump

A few days ago, as shown below, the Bank of Japan raised interest rates to 0.25%, a 15-year high,
and released a detailed plan to slow its bond-buying program. Higher interest rates and more
prudent monetary policy are positive for a currency. Conversely, Friday's weak BLS employment
report and other poor economic data make Fed rate cuts more likely. Moreover, the Fed may slow
down QT. Simply, the BOJ and Fed are moving in opposite directions. The result is a strengthening
yen versus the dollar.


https://realinvestmentadvice.com/are-the-credit-markets-cracking/
https://tinyurl.com/BBR-2023

As the yen strengthens against the dollar, the yen carry trade becomes less rewarding. Therefore,
if the BOJ continues to raise rates and reduce QE and if the Fed embarks on a rate-cutting policy,
the yen will appreciate further. If it can do so relatively calmly, the risk to asset markets should be
minimal. However, if the currencies move abruptly, so will the markets. Ergo, if there is central bank
intervention, it will likely involve the currency and not emergency Fed rate cuts.
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Bond Yields Tumble

The bond market sent a clear warning last week. As shown below, last week's 40bps decline in ten-
year yields was the largest since the financial crisis. To be fair, yields fell by slightly less than
40bps during the start of the pandemic. Such a sharp drop in yields so suddenly is what the market
calls a flight to safety. Typically, investors sell risky assets in times of turmoil and flock to safer
ones.

The second graph shows the 30-year futures price of treasury bonds. Over the last week, bond
prices broke out of a wedge pattern and briefly surpassed the December 2023 high. Furthermore,
its price is closing in on a longer-term resistance line dating back to mid-2020 when yields were at
record lows. We suspect that will hold as resistance until evidence of a recession becomes more
significant. However, further yen carry volatility may push it higher temporarily. When the markets
calm down, we suspect the price will fall back to prior resistance, between 120-123. From that
point, a more sustainable rally will be possible.

Bond Market Flashes A Warning
Ten-year yields tumble most since 2008 this week
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https://realinvestmentadvice.com/wp-content/uploads/2024/08/japan-interest-rates.png
https://realinvestmentadvice.com/wp-content/uploads/2024/08/bond-yields-tumble.jpg

30 Year Bond  as s mizses vz

\

CI2572  VOLSS2O1K +0.66 (0.52%)
130.00

\Imw-v., .
K
Tweet of the Day
g Michael Lebowitz, CFA € @michaellebowitz - 1s ses
Junk bonds- 8 months of gains vs UST wiped out in one week!
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?Want to achieve better long-term success in managing your portfolio? Here are our 15-trading
rules for managing market risks.?

Please subscribe to the daily commentary to receive these updates every morning before
the opening bell.

If you found this blog useful, please send it to someone else, share it on social media,
or contact us to set up a meeting.


https://realinvestmentadvice.com/wp-content/uploads/2024/08/bond-future.png
https://realinvestmentadvice.com/wp-content/uploads/2024/08/junk-bonds.png
https://realinvestmentadvice.com/riapro-15-investing-rules-to-win-the-long-game/
https://realinvestmentadvice.com/riapro-15-investing-rules-to-win-the-long-game/
https://email.realinvestmentadvice.com/h/r/A7CA8344DBDF34FD2540EF23F30FEDED

