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Editor's Note

On 31 July the United States Treasury bought yen alongside the Japanese

Ministry of Finance, the first coordinated intervention between the two in

fifteen years. The yen had reached levels last seen in 1986, and Tokyo had

already spent tens of billions of dollars through the year defending it alone.

I went looking this week for what separates that from the other currencies

described as managed, because the word covers three different policies.

China, Taiwan and Korea lean against their own currency rising to protect a

manufacturing base. Switzerland leans against the same direction for the

opposite reason, to hold the price level against safe-haven inflows. Japan

spent most of the period doing neither, and its currency fell out of the carry

trade.

The distinction decides what would reverse each of them, and it decides

which of the five can sustain a defence. Four can create their own currency

without limit. Japan sells reserves it already holds.

Macro Snapshot, as of August 5, 2026

HY OAS at 2.73 percent, eight basis points tighter on the week

The high-yield risk premium reads 2.73 percent against 2.81 a week ago, so

credit has priced the yen intervention and the Treasury sell-off as rate events

with no bearing on corporate solvency. The stress regime stays low stress. A

currency defence funded by Treasury sales would show up here first if the

market expected one, and it has yet to.



S&P 500 at 770, up 4.2 percent on the week

US large caps sit at 769.79 on the S&P 500 ETF against 739.09 a week ago.

The move came alongside a 30-year Treasury yield at its highest level since

2007, which is an unusual pairing and the reason the Japanese holdings

discussed below matter beyond Tokyo.

LEI z-score 1.30, momentum unchanged

The leading-indicator z-score holds at 1.30 with a three-month rate of change

of plus 0.296, both identical to last week and consistent with the May

framework. The tension in this issue concerns the currency channel, and the

cycle data supports neither alarm nor comfort about it.

Source: NWCA macro signals API /v1/current, version 1.0.2. Data as of

August 5, 2026.

The yen and the Japanese equity market are one position

The carry reaches Japanese equities directly, because the same weakness that

pays a foreign lender also lifts the yen earnings of every Japanese exporter.

Plotting the two together makes the point, provided the currency axis is

inverted so that a weaker yen and a stronger index run in the same visual

direction.

TOPIX proxy and USD/JPY, daily closes from January 2024 to August

2026, 627 common sessions. THE RIGHT AXIS IS INVERTED. The equity



series is used because the index itself returned no data under either Yahoo

symbol; an ETF tracks its index with a fee drag and a dividend treatment of

its own, so read the shape and not the level. Source: NWCA engine on Yahoo

Finance daily closes, as of August 6, 2026.

Across those 627 sessions the daily changes correlate at plus 0.27, and the

levels moved together through 2026: the index rose from 249 to 421 while the

yen went from 143 to 158 against the dollar. A correlation of that size means

the currency explains part of the equity move and leaves most of it to earnings

and to the AI capital cycle (read more in Issue 14).

The consequence for an allocator is that a Japanese equity position taken

unhedged is partly a short yen position, and the intervention discussed above

is therefore a position in that book too. Hedging the currency removes the

exposure and also removes the 263 basis points of carry, which is the same

trade seen from the other end.

Three ways to manage a currency

The frame that separates the three regimes asks what each authority defends.

Export-led intervention protects manufacturing competitiveness. The

authority buys incoming foreign currency, issues domestic currency against it,

and holds the proceeds as reserves. China, Taiwan and Korea are the standard

examples.

Rate-differential weakness follows from the carry trade. Where domestic

rates sit far below foreign rates, an investor borrows in the cheap currency,

sells it, and holds the dearer one for the difference in yield. Japanese savers

buying foreign assets and foreign borrowers funding themselves in yen push

the same way, and the selling comes from the rate gap alone.

Defensive intervention protects the price level. Switzerland receives safe-

haven inflows that arrive on conditions outside the country, and a sharp

appreciation lowers imported prices and then the general price level.

The first and third produce the same observable pattern, since each buys

foreign currency, accumulates reserves and leans against appreciation. They

separate on motive, which becomes visible when the pressure reverses: an



export-led authority is content with a weak currency, and a defensive one

treats a weak currency as the resolution of its problem.

Direction of the most recent intervention by each authority, 2026. Japan

and the United States acted together on 31 July 2026. Source: NWCA engine

on Japanese Ministry of Finance and US Treasury statements, as of August

6, 2026.

Direction decides how long a defence can last. Four of these five authorities

create domestic currency to buy foreign currency, which has no ceiling. Japan

sells reserves it already holds, and those reserves are finite.

SETUP

Absolute reserves place China first at USD 3,410.5 billion at the end of April

2026, then Japan at USD 1,382.99 billion, Switzerland at USD 880 billion,

Taiwan at USD 602.49 billion and Korea at USD 427.88 billion. That ordering

tracks the size of each economy, which makes it a poor guide to the weight of

the intervention behind it.

Four of the five figures come from the issuing authority. China's is SAFE's

own release of 7 May, which puts reserves at USD 3,410.5 billion and up 2.05

percent on the month. Japan's is the Ministry of Finance release of 12 May, at

USD 1,382.99 billion. Taiwan's is the Central Bank of the Republic of China

on 6 May and Korea's is the Bank of Korea on 7 May.

The Swiss figure is bracketed by two SNB readings instead of dated to April.

The SNB monthly series reads CHF 710 billion at February 2026 and CHF



710.9 billion at May 2026, so the April value sits between the two and this

issue uses CHF 710 billion. A figure of CHF 716 billion circulating in compiled

data for April exceeds both SNB observations either side of it, and it is left out

on that basis.

At 30 April 2026 from each issuing authority: China, State Administration

of Foreign Exchange, published 7 May 2026; Japan, Ministry of Finance

International Reserves release, 12 May 2026; Taiwan, Central Bank of the

Republic of China, 6 May 2026; Korea, Bank of Korea, 7 May 2026.

Switzerland is the Swiss National Bank monthly series, which reads CHF

710 billion at February 2026 and CHF 710.9 billion at May 2026, so April

lies between them; CHF 710 billion converted at USD/CHF 0.8064 of 2

August 2026. GDP: IMF World Economic Outlook, 2025 nominal, Japan

2026 projection. Source: NWCA engine, as of August 6, 2026.

WHAT THE DATA ALREADY SHOWS

Scaled to the economy the order reverses completely. Switzerland holds

reserves worth 85% of annual output and Taiwan 68%. Japan sits at 32%,

Korea at 23%, and China at 18%. The economy most often named as the

archetypal export-led intervener runs the lightest position in this group

relative to its size.

Two qualifications belong with that chart. China's visible reserve number

understates the management, because the daily fix and the state-owned banks

can carry a position the central bank never books. And the vintages differ,

which is disclosed in the source line.



Taiwan complicates the label further. Its reported net purchases of USD 7.7

billion, about 0.8% of GDP, went to slowing the appreciation of the Taiwan

dollar driven by the AI export boom. Leaning against appreciation fits the

export-led regime. Managing a disorderly inflow places it beside Switzerland.

THE CARRY TRADE

The Bank of Japan raised its policy rate by 25 basis points to 1.00% on 16

June 2026, on a seven to one vote, taking it to the highest level since 1995. It

held there on 31 July, warning that core inflation could exceed the 2% target.

The yen weakened further, because the Federal Reserve held its target range

at 3.50 to 3.75% on 17 June, unanimously and for a fourth consecutive

meeting. A rise that narrows the gap from 350 basis points to 263 leaves 263,

and 263 basis points still pays an investor to borrow yen and hold dollars.

Federal Reserve target range 3.50 to 3.75 percent, midpoint shown; FOMC

statement of 17 June 2026, held 12-0 for a fourth consecutive meeting. Bank

of Japan 1.00 percent from 16 June 2026, raised seven to one and held on 31

July. Swiss National Bank 0.00 percent. Source: NWCA engine on central

bank publications, as of August 6, 2026.

That is why the carry decides the level and the Japanese policy rate on its own

says little. A position in the yen is a position on two central banks, and dissent

inside the Fed pushing towards a hike widens the gap again with the Bank of

Japan standing still. It also explains the speed of the unwind when the gap



does close, because the same trade reverses in both legs at once: the borrowed

yen has to be bought back and the foreign asset has to be sold.

COUNTER-VIEW

Two developments have moved Japan away from the pure carry story, and

both argue that the rate gap is now the smaller part of the explanation. The

first is fiscal. Gross debt runs at more than twice GDP, the largest burden

among major advanced economies, and a government committed to cost-of-

living support is adding to it. Where a currency falls on fiscal concern, rate

rises work against themselves by raising the service cost on that debt.

The second is that Japan now defends a level, which places it in the defensive

regime, leaning against depreciation. The assets available to fund that defence

are US Treasuries, and selling them raises the US yield that determines the

gap producing the weakness, so a sustained defence widens the differential it

was intended to narrow. The US participation removes the need for those

sales, which is the form the support takes. Japan holds close to USD 3 trillion

of American assets, including more than USD 1.1 trillion of Treasuries, and

the 30-year yield had already reached its highest level since 2007.

A PRECEDENT WORTH TESTING

The franc moved from CHF 1.67 per euro in November 2007 to CHF 1.10 by

September 2011. In September 2011 the Swiss National Bank set a minimum

rate of CHF 1.20, said it would tolerate nothing below that level, and

committed to buying foreign currency in unlimited quantities. In December

2014 it added negative interest on sight deposits above an exemption

threshold, at −0.25%. On 15 January 2015 it removed the floor without notice,

and the franc rose roughly 15% against the euro in a single session.



A lower line means a stronger franc. The January 2015 level is indicative of

a move of roughly 15 percent in one session. Source: NWCA engine on Swiss

National Bank communications of September 2011 and 15 January 2015, as

of August 6, 2026.

Three findings transfer to the present case. A commitment of this kind holds

for as long as the central bank maintains it, and its credibility while in force

says little about its duration. The adjustment the floor prevented accumulated

across those three and a half years and was delivered in a single session on

removal. An investor positioned for the floor therefore held a position in a

discontinuity, and the carry earned while the floor held was compensation for

that exposure.

FORWARD IMPLICATION

The yen turns when the carry turns, which requires a move by the Federal

Reserve. A view on the yen is therefore a view on US policy, and the Japanese

policy rate is the smaller of the two inputs. Intervention slows the movement

for as long as the reserves committed to it last. Both authorities described the

conditions under which they would act again and left the level unstated, so

the intervention establishes a rate of change and no particular rate.

Reserve-backed currencies are best compared per unit of GDP. On that basis

the Swiss franc and the Taiwan dollar carry the heaviest official positions in

this group, and both authorities lean against strength. Where an authority

suppresses a level, the adjustment accumulates for as long as the suppression

lasts and is delivered when it ends.



What each authority actually defends

China. manufacturing competitiveness, through reserve accumulation,

the daily fix and the

state-owned banks. Reserves of USD 3.41 trillion rank first absolutely and last

in this group per unit of GDP at 18%. The US Treasury's standing criticism

concerns transparency, and names the fix and the state banks, so the visible

number understates the management.

Taiwan and Korea. the same regime by description, and Taiwan's most

recent action ran the

other way, slowing appreciation driven by the AI export boom. Taiwan's

reserves are 68% of GDP, the second heaviest position here.

Japan. the price stability of a monetary stance set for domestic reasons,

until 31 July,

when it began defending a level. It is the only authority in the group leaning

against depreciation, which is the side with a finite instrument.

Switzerland. the price level. Swiss deflation stayed live enough into

2025 for the policy

rate to reach 0% and for negative rates to return to the discussion, which is

the opposite problem to an exporter's and the reason the Swiss case reads

differently from the Chinese one on identical data.

What's Moving This Week

Washington joined a currency intervention for the first time in

fifteen years. The Treasury bought yen alongside the Japanese Ministry of

Finance on 31 July, and both finance ministers said they would act again on

the same conditions. Neither named a level. The relevant question for an

allocator concerns duration, since the direction is already set, and the answer

depends on how much of Japan's USD 1.38 trillion of reserves the authorities

will commit before the Federal Reserve moves.



Credit tightened in the same week. The high-yield risk premium came in

eight basis points to 2.73 percent while the 30-year Treasury yield reached its

highest level since 2007. Credit read the episode as a rate event with no

bearing on corporate solvency, which is consistent with the low stress regime

and worth revisiting if Japan does begin funding a defence through Treasury

sales.

Taiwan reported growth of nearly 13 percent in the second

quarter, driven by AI exports and US demand, and its central bank has been

slowing the appreciation that follows. That combination places the archetypal

export-led intervener in the defensive position described in this issue, and the

Treasury's own report puts its net purchases at USD 7.7 billion, about 0.8

percent of GDP.

The renminbi holds its position as the only Asian currency

stronger against the dollar this year. The Chinese fix reached its firmest

level since February 2023 during July, at a time when the dollar index itself

was rising. A managed currency appreciating against a rising dollar is the

opposite of the export-led behaviour the label predicts, and it belongs beside

the Taiwan reading and the two readings belong together.

Calendar

mid August, Japan. second-quarter GDP, first estimate. Tests the

growth forecast the Bank of

Japan raised on 31 July, and feeds directly into whether the next rate rise

arrives this year.

mid August, China. July credit and aggregate financing, the most

important release of the

month for the domestic demand question behind the currency.

early August, China. July trade data, the cleanest read on the export

channel that funds the

reserve position discussed above.



mid August, Indonesia. Bank Indonesia board meeting. Three rises

since May have yet to

reverse the portfolio outflows, which is the counter-case to intervention

working.

through August, regional. second-quarter results across Japanese,

Korean and Taiwanese

semiconductor and hardware names, where the export earnings that drive the

appreciation pressure become visible.

rolling, United States. Federal Reserve commentary. The carry closes

from the American side

or it stays open, and the Bank of Japan is the smaller of the two inputs.

House View Context

The prevailing framework remains the May House View, with the low stress

regime intact: HY OAS at 2.73 percent, LEI z-score at 1.30 and a three-month

rate of change of plus 0.296, all inside the range that framework assumes.

Nothing in this issue argues with the allocation stance.

The currency channel sits alongside that framework and agrees with it. A

franc-based or euro-based allocator holding US assets earns the same

differential this issue describes from the other side, and the hedge cost is the

differential. Where the base leg pays zero, as it does in Switzerland at a 0.00

percent policy rate, the entire return is the spread and the hedge, and the

question of who is defending which level stops being a foreign story.

Reading List

NWCA Insights Issue 14, 2026-W31, The build-out is not one trade, for

the capital cycle behind

the earnings referred to above.

Bank of Japan monetary policy decisions of 16 June 2026 (raised 25 basis

points to 1.00 percent,



seven to one, the highest since 1995) and 31 July 2026 (held, with a warning

that core inflation could exceed the 2 percent target).

Federal Open Market Committee statement of 17 June 2026, holding the

target range at 3.50 to

3.75 percent by 12 votes to none, a fourth consecutive hold.

Eshe Nelson, Why the U.S. Is Helping Prop Up Japan's Weak Currency,

New York Times,

3 August 2026.

US Treasury, Macroeconomic and Foreign Exchange Policies of Major

Trading Partners, July 2026.

The Monitoring List covers China, Japan, Korea, Taiwan, Thailand,

Singapore, Vietnam, Germany, Ireland and Switzerland, and the Treasury

found that every major trading partner stayed inside the criteria.

Swiss National Bank communications, September 2011 and 15 January

2015, and the SNB monthly

foreign exchange reserves series, February and May 2026 readings.

Reserve releases, each from the issuing authority: State Administration of

Foreign Exchange,

7 May 2026; Japan Ministry of Finance, 12 May 2026; Central Bank of the

Republic of China, 6 May 2026; Bank of Korea, 7 May 2026.

IMF World Economic Outlook, for nominal GDP: China USD 19,399bn,

Japan USD 4,379bn (2026

projection), Korea USD 1,870bn, Switzerland USD 1,040bn, Taiwan USD

884.39bn.

Yahoo Finance daily closes for the TOPIX proxy and USD/JPY, retrieved 6

August 2026.

Closing



This edition is for illustration purposes — to help readers understand the

basic construction of NWCA's commentary/publication engine. Every section

can be tailored to a high level of customisation: your house view, your

investment strategy, and your editorial voice are delivered with full

transparency and an auditable decision trail. The visual identity is yours too

— we integrate your logo, your layout, your brand colours, your typography,

and your signature, so the newsletter reaches your subscribers entirely under

your name.

NWCA turns your investment process into structured, auditable data — and

translates it into editorial that sounds like you, not us.

Reach out if you'd like to see what a tailored edition looks like for your firm.
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