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In justa few days, the global markets® most popular carry
trades have gone from being “hot” to being a “hot potato.”

For investors involved in carry trades - borrowing money in
low interest-rate currencies, switching into high-rate currencics,
and pocketing the rate difference - the past few days have been
nothing short of a rout due to currency movements.

1t's been particularly bad because the yen, the mother of all
borrowing currencies due to near-zero interest rates and high
liquidity, has staged such a massive rally. That creates losses
for those who have borrowed yen and switched to other curren-
cies, because they then need more of the other currencies to
switch back to yen and pay back their loans.

Evidence of the unwinding of carry trades has been scen
not just with the rally in the yen and other low-rate currencies
such as the Swiss franc, but also by concurrent selloffs in high-
er-yielding currencies such as the New Zealand and Australian
dollars, the Brazilian real, and even the U.S. dollar.

“The market has given up almost 10 months of carry in
three days,” said analysts at HSBC in an email Thursday. “The
fact that other high-yield carry plays, including the Australian
and New Zealand dollars, have come under pressure too,
means that this shift is mostly indicative of a drawdown in
carry trading.”

There’s evidence that investors aren’t necessarily ready to
jump back into the carry trade even if the currency markets set-
tle down, say analysts.
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[image: image2.png]With recent shifts in global interest rate dynamics among
central banks such as the Federal Reserve, the Swedish
Riksbank, the Swiss National Bank, the European Central
Bank, the Bank of Japan, and many others - trades based on
relative interest rates may have simply become too risky for
now.

Whether the liquidation of carry trades in recent days was
the cause or effect with respect to the yen rally, the trade has
been brutal. The yen has been among the most pressured cur-
rencies in recent months, with short positions against it at
extremes by most measures, suggesting that the Japanese cur-
rency was ripe for a snapback.

The spark for the yen-buying snapback didn’t necessarily
come with any change of Japan fundamentals, but with shifiing
U.S. fundamentals.
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