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WHY IS THE YEN NO LONGER A GOOD
HEDGE?

Russell Clark’s
Market Views

“If Japan is seen as a safe
place to travel, then we may
well see Yen strengthen.”

For most of the last twenty years, Japanese Yen has acted as a good hedge against rising market volatility. Perhaps the
clearest manifestation of this relationship has been the Yen/Korean Won exchange rate, which has tended to see the Yen
appreciate and the Won weaken when volatility spikes. The Covid-19 spike in volatility has not led to any conspicuous
Yen strength.

Market commentators have numerous reasons for why this could be, ranging from FX swap lines set up by the Federal
Reserve, to large unhedged purchase of US assets made by various Japanese financial institutions. However, if we look at
Japanese trade data and current account data, it has changed in recent years. Japan traditionally runs a surplus in the trade
of goods, but a deficit in terms of services. Japan now runs a services surplus.
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The change in the services trade balance has been almost exclusively driven by a huge change in the trade balance of
travel.

A large part of this change in the travel trade balance is driven by the large increase in tourism to Japan, with the number
of tourists visiting Japan overtaking outbound tourists in 2015. With Covid-19, both inbound and outbound travel and
tourism has collapsed.
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As can be seen from above, travel to and from Japan has been relatively stable, and much more stable than its trade
balance in goods, which had tended to fluctuate wildly with the movement in the Yen, oil and economic cycles.

If the trade balance in services, and in travel is now much more important to Japan than previously, then the sudden stop
in tourism to Japan is likely to be a currency weakening event. While Chinese travel to Japan has boomed in recent
years, one distinctive feature of Japanese tourism is that it has largely catered to Chinese and Korean visitors, with a
combined share of over 50% in recent years.
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This leads to the unusual conclusion that the drop off in tourism from China is a currency weakening event for Japan.
The observation then would be if that Chinese tourism recovers, and Japan is seen as a safe place to travel, then we may
well see Yen strengthen if and when Covid-19 comes under control.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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