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As expectations grow that the yen may soon reach a trough,
investors in yen-carry trades should be wary of forcign-
exchange losses.

Should the yen start (o recover, holders of these trades are
likely to quickly unwind their positions, accelerating any yen
gains, just as happened in previous upward moves in the
Japanese currency.

Siill. a continuing wide differential between low interest
rates in Japan and higher interest rates almost everywhere else
means that investors wouldn’t abandon yen-carry trades for
ood. analysts said.

In these trades. investors borrow yen at very low interest
rates and then exchange the Japanes currency for another cur-
rency in which they can make much higher returns.

So far this year, yen-carry trades have delivered solid
returns. in part becatise of the yen’s weakness. The dollar, for
example, has risen 9% and the euro has gained 6% versus the
ven over the past half year.
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But some analysts warn the yen may not weaken much fur-
ther.

Attempts so far to push the dollar above Y120 have failed.
At 0740 GMT. the dollar was quoted at Y 118.90,

“There’s a limit to yen weakness.” said Yasunari Ueno.
chief market economist at Mizuho Securities. “Caution is set-
ting in about a possible additional interest rate increase by the
Bank of Japan.™

The central bank’s governor. Toshihiko Fukui. last week
wouldn’t rule out such a possibility. His comments. combined
with prospects of continued U.S. cconomic slowdown and
eventual interest-rate cuts in the U.S.. have put some traders on
alert for a possible yen rebound.





