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Driven by entrenched policy and yield differentials, USD/JPY’s drop to the low 160s 
marks a four-decade low with Yen trading at its weakest level since December 1986.

Source: (1) Bloomberg. Data as of July 1, 2026. Appreciation & depreciation data is JPY vs. USD. Graph shows USD vs. JPY, inverted.  
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Yen Drops to Lowest Level Since 1986

Among numerous drivers of Yen’s weakness, rate differentials are a core structural 
problem.  Wide interest rate and yield gaps between Japan and the US continue to fuel 
carry trades – borrow cheaply in Yen, invest in higher-yielding assets elsewhere – that 
have driven persistent outflows.  Despite large Ministry of Finance interventions in April-
May, and a BOJ tightening in June that moved rates to the highest level since the mid-
1990s, Yen weakness remains a core global macro theme going into the 2H 2026.

Source: (1) Bloomberg. Data as of July 1, 2026. 

UST & JGB curves

Wide & Persistent UST-JGB Rate Differentials

Implications of Yen Weakness for Global Markets

Lowest level since Dec 1986 USD / JPY:
162.6
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Super-charges an over-crowded global carry trade (G10 & 
EMFX, higher beta equities such as tech, EM & HY credit, 
structured & leveraged risk assets)

Heightened MoF / BoJ policy & intervention risk, disorderly 
carry unwind & forced deleveraging across global risk assets

Reinforces US Dollar strength, tightening financial conditions 
for dollar-exposed economies

Higher FX-hedging costs can adversely impact demand for 
US Treasuries

Increased volatility & correlation shifts in G10 FX; 
Asian currency contagion

Stronger Japanese export earnings driving repatriation flows 
into Japanese equities (at expense of DM equities)

Nudges EM central banks in more hawkish policy direction

BOJ policy credibility, domestic inflation pressure, 
disorderly moves in critically important JGB market
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Japan is the largest non-US holder of US Treasury securities, with a position of $1.2 
trillion that plays a structurally core role in funding the UST curve.  The combination of 
Yen weakness, yield differentials and regulatory treatment make Japan’s holdings a key 
macro lever:  large enough that shifts in Japanese demand or policy can matter at the 
margin for US long-end rates.

Source: (1) US Department of the Treasury. Data is latest available – April 2026. Reuters “China slips away from Treasuries but sticks with dollar bonds”. 

Foreign holders of US Treasury securities , USD bn

Japan is #1 Overseas Buyer of US Treasuries 
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Holders #6-10 avg:
$374 bn Holders #11-15 avg:

$246 bn Holders #16-20 avg:
$130 bn

2019: Japan surpasses China as #1 overseas buyer of USTs
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