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For nearly three decades, Japan operated as the primary engine of cheap global liquidity. By anchoring domestic
interest rates at near-zero levels, the Bank of Japan (BOJ) incentivized institutional and retail investors to engage in
the Yen Carry Trade—borrowing low-yield Japanese Yen to fund high-yielding investments abroad.

However, mounting inflationary pressures, historic currency depreciation, and rising domestic debt costs have
forced a paradigm shift. As Japan moves toward monetary normalization and capital repatriation, global markets
face a structural liquidity fightening. While equities and high-beta assets experience heightened volatility during this
unwinding, global commodity markets—ranging from industrial metals and energy to safe-haven precious

metals—are undergoing distinct asset-class recalibrations.
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The End of Ultra-Cheap Yen Capital

1. The Anatomy of the Yen Carry Trade
The Yen Carry Trade served as a fundamental driver of
cross-border financial flows. Global macro hedge funds,
commercial banks, and domestic institutional players (such
as Japan's Government Pension Investment Fund)
systematically executed a three-step trade:
1. Borrow Yen at near-zero interest rates from
Japanese lenders.
2. Convert Yen into US Dollars, Euros, or emerging
market currencies.
3. Allocate Capital into vyield-generating assefts,
including US Treasuries, mega-cap technology
equities, corporate bonds, and commodifies.

This mechanism generated steady spread income while
simultaneously exporting low domestic interest rates to
international capital markets. Over time, Japan became
the world's largest net creditor country and the single
largest foreign holder of US sovereign debt.
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2. High Sovereign Debt and the Deflationary
Framework

Japan’s debt-to-GDP ratio stands above 235%, a figure
that typically ftriggers sovereign debt contagion in
conventional macro environments. However, Japan
managed this burden without financial instability due to
two structural elements:

° Domestic Ownership: Over 80% of Japanese
Government Bonds (JGBs) are held domestically
by the BOJ, domestic commercial banks, and
insurance funds, insulating the market from
foreign capital flight.

° Near-Zero Debt Servicing Costs: Zero and
negatfive rate policies kept government
debt-servicing outlays manageable despite the
vast principal balance.

Japan General Government Gross Debt to GDP (percent of GDP)
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THE CARRY TRADE UNWINDING CYCLE

BOJ Rate Hikes /
Intervention

Bank of Japan raises
rates or intervenes
in FX markets.
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Forced Deleveraging /
Margin Calls

Investors face margin calls
and are forced to close
carry trade positions.
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Yen Appreciates
Relative to Global Forex

Stronger yen reduces
the attractivences of
carry trades.

Unwinding Cost
Exceeds Yield Spread

Rising funding costs
outweigh returns,
triggering unwind.
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Global Liquidity Tightening

Lé.rm Repatrlation Liquidation of

@ Foreign Assets

Capital flows return home, foreign assets are
Cycle Impact:
Yen Strength — Position Unwinds — Asset Liquidation — Liquidity Tightens - @ ') @ 9 | I Il " '} &

sold, tightening global liquidity.
Further Pressure on Risk Assets.
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3. Post-2020 Pressures and Policy Dilemmas
Post-2020 global monetary tightening widened the yield differential between the Federal Reserve and the BOJ,
pushing the Yen to multi-decade lows against the US Dollar. Imported commodity costs surged, accelerating
domestic headline inflation and driving real wage growth demands.
The Japanese central bank faced a binary policy constraint:
° Protect the Bond Market: Keep rates near zero, risking severe currency devaluation, capital flight, and
runaway import inflation.
e  Protect the Currency: Raise interest rates, which increases debt-servicing costs, alters JGB yields, and triggers
the liquidation of global carry-tfrade positions.
Choosing rate normalization alongside targeted currency support initiated the systematic unwinding of cross-border
carry trades.

Impact on Commodity Markets
The unwinding of Japanese leverage impacts key commodity categories through distinct mechanisms:

Commodity Sector Primary Impact Vector Market Price Direction &

Dynamics
Bullish ~ Structural Outlook:  As
sovereign debt servicing risks rise
globally and central bank
balance sheets face friction,
Precious Metals Sovereign Risk Hedging & capital rotates into non-yielding
(Gold & Silver) Monetary Friction physical reserves. While

short-term liquidity shocks cause
brief forced selling, gold and
silver attract long-term
safe-haven inflows.

Strategic Takeaway for Global Investors

The unwinding of the Japanese Yen Carry Trade signifies a transition away from the ulira-cheap capital regime that
supported financial market liquidity for decades. As institutional capital returns to Japan to absorb domestic debt
yields, international financial assets must adjust to higher baseline borrowing costs, shifting market valuations toward
fundamental cash-flow performance rather than leverage-driven expansion.
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This Report is prepared and distributed by Kedia Stocks & Commodities Research Pvt Ltd. for
information purposes only. The recommendations, if any, made herein are expressions of views
and/or opinions and should not be deemed or construed to be neither advice for the purpose of
purchase or sale through KSCRPL nor any solicitation or offering of any investment /trading
opportunity. These information/opinions/ views are not meant to serve as a professional investment
guide for the readers. No action is solicited based upon the information provided herein. Recipients
of this Report should rely on information/data arising out of their own investigations. Readers are
advised to seek independent professional advice and arrive at an informed trading/investment
decision before executing any trades or making any investments. This Report has been prepared on
the basis of publicly available information, internally developed data and other sources believed by
KSCRPL to be reliable. KSCRPL or its directors, employees, affiliates or representatives do not assume
any responsibility for or warrant the accuracy, completeness, adequacy and reliability of such
information/opinions/ views. While due care has been taken to ensure that the disclosures and
opinions given are fair and reasonable, none of the directors, employees, aoffiliates or
representatives of KSCRPL shall be liable for any direct, indirect, special, incidental, consequential,
punitive or exemplary damages, including lost profits arising in any way whatsoever from the
information/opinions/views contained in this Report. The possession, circulation and/or distribution of
this Report may be restricted or regulated in certain jurisdictions by appropriate laws. No action has
been or will be taken by KSCRPL in any jurisdiction (other than India), where any action for such
purpose (s) is required. Accordingly, this Report shall not be possessed, circulated and/ or distributed
in any such country or jurisdiction unless such action is in compliance with all applicable laws and
regulations of such country or jurisdiction. KSCRPL requires such a recipient to inform himself about
and to observe any restrictions at his own expense, without any liability to KSCRPL. Any dispute
arising out of this Report shall be subject to the exclusive jurisdiction of the Courts in India.

:v i}’»
EXinl> Jo)X £



