
 

A joint intervention by the U.S. and Japan to strengthen the yen directly attacks one of the key 
assumptions behind the yen carry trade, making the trade less attractive and potentially triggering 
rapid unwinding. 

I asked ChatGPT how it works. 

The yen carry trade. 

The classic carry trade involves: 

1. Borrowing in Japanese yen at very low interest rates.  
2. Converting the yen into a higher-yielding currency (such as U.S. dollars, Australian dollars, or 

emerging market currencies).  
3. Investing in higher-yielding assets (Treasuries, corporate bonds, equities, etc.).  
4. Hoping that:  

o the interest-rate differential exceeds borrowing costs, and  
o the yen does not appreciate significantly.  

For example: 

• Borrow ¥100 million at 0.5%.  
• Convert to dollars.  
• Buy a U.S. asset yielding 5%.  
• Earn roughly the interest spread (ignoring hedging costs and exchange-rate changes).  

 

What happens if the U.S. and Japan intervene to strengthen the yen? 

Suppose the yen rises from: 

• ¥164/USD → ¥156/USD (actual levels on 7/8/2026 and 8/02/2026) 

Now the investor must buy back a more expensive yen to repay the loan. 

Example: 

• Borrow ¥100 million on 7/08/2026. 
• Exchange at ¥164/USD  
• Receive ~$610,000.  

Later: 

If the exchange rate is ¥156/USD, 
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The $610,000 is now worth only: 

• ¥95.12 million  

The investor owes: 

• ¥100 million  

That's a foreign exchange loss of about ¥4.88 million or about $31,270, which, if the yen continues to 
strengthen, can easily wipe out years of earned interest. 

 

Effects on the carry trade 

1. Existing carry trades lose money 

A stronger yen means every investor who borrowed yen suffers currency losses. 

These losses often exceed the interest earned. 

 

2. Investors unwind positions 

To reduce losses, they: 

• sell foreign assets.  
• convert dollars (or other currencies) back into yen.  
• repay yen loans.  

This buying of yen pushes the currency even higher. 

 

3. Positive feedback loop 

The process becomes self-reinforcing: 

• yen rises.  
• carry traders lose money.  
• more positions are closed.  
• more yen is bought.  
• yen rises further.  

This is known as a carry trade unwind. 

 

4. Global asset prices may fall 



Carry trades finance enormous investments worldwide. 

When they're unwound: 

• stocks may decline.  
• high-yield bonds may weaken.  
• emerging-market currencies often fall.  
• commodity prices can come under pressure.  

Liquidity tightens because leveraged investors are selling assets to repay funding. 

 

Why U.S. participation matters 

If Japan intervenes alone, markets sometimes question whether it has enough firepower or whether 
the move will last. 

If the U.S. joins Japan, it signals: 

• stronger political commitment,  
• greater market credibility,  
• increased likelihood that yen appreciation will persist.  

That raises the perceived risk of borrowing in yen, making the carry trade less appealing even beyond 
the immediate intervention. 

 

Short-term vs. long-term effects 

• Short term: Intervention can trigger a sharp unwinding of carry trades, causing rapid yen 
appreciation and market volatility.  

• Long term: Intervention alone rarely changes the economics of the carry trade unless it is 
accompanied by broader policy changes. If Japanese interest rates remain much lower than 
U.S. rates, the incentive to borrow yen may eventually return once the exchange rate 
stabilizes.  

 

Bottom line 

A coordinated U.S.–Japan effort to strengthen the yen generally: 

• makes existing yen carry trades less profitable or outright unprofitable,  
• forces leveraged investors to unwind positions,  
• creates additional demand for yen that can amplify its appreciation,  
• and can spill over into declines in global risk assets as investors reduce leverage.  

The larger and more leveraged the outstanding carry trade, the more dramatic the market reaction to 
a sustained appreciation of the yen. 



How big is the yen carry trade? 

The honest answer is that no one knows exactly. The yen carry trade is not a single market with a 
published size—it's a strategy spread across hedge funds, banks, asset managers, corporations, and 
retail investors. Estimates therefore vary widely depending on what's included. 

Here's a useful way to think about it: 

Measure Approximate Size 
Easily identifiable leveraged yen carry trades Hundreds of billions of dollars 
Broader yen-funded investments Around $1–2+ trillion 
Japan's net foreign investment position (not all carry trade) More than $3 trillion 

Why do estimates differ? 

The carry trade isn't reported directly. Instead, analysts infer it from: 

• Foreign exchange borrowing in yen.  
• Leveraged fund positions.  
• Cross-currency swap markets  
• Japanese investors buying foreign assets.  
• Bank lending in yen to overseas borrowers.  

Many positions are also hedged or embedded in more complex trades. 

A reasonable estimate 

Many macro investors estimate that the actively leveraged global yen carry trade is on the order of 
$500 billion to over $1 trillion, though estimates can be substantially higher when broader forms of 
yen-funded investing are included. 

Why it matters. 

Because the trade is highly leveraged, relatively small currency moves can force large portfolio 
adjustments. 

For example: 

• A 5% appreciation of the yen against the dollar creates a 5% foreign exchange loss for an 
unhedged borrower.  

• If that investor is leveraged 5:1, the loss is about 25% of their equity.  
• That can trigger margin calls and forced selling of other assets.  

This is why sharp yen rallies are often associated with: 

• declines in global equities,  
• widening credit spreads,  
• weakness in emerging-market assets,  
• and increased market volatility.  



Historical perspective 

Episodes such as: 

• the 1998 Asian financial crisis,  
• the 2008 global financial crisis,  
• the 2024-yen rally, when the yen strengthened sharply after changes in expectations around 

Japanese monetary policy,  

all saw significant unwinding of yen-funded positions, contributing to broader market 
volatility. 

So, while the precise size is unknown, most market participants agree on two points: 

1. It is one of the largest funding trades in global finance. 
2. Even if only a fraction of the estimated hundreds of billions to over $1 trillion in leveraged 

positions unwinds quickly, it can have an outsized impact on currencies and asset prices 
because of leverage and the speed at which positions may need to be closed. 

 

Jay Kellett 
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