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FX Focus 
The Yen Turning Point? 

24th September 2026 

• The current yen appreciation episode differs from recent corrections because 

the common drivers of structural yen weakness shifted. 

 

• Our quant analysis framework flags traditional carry dynamics have 

deteriorated meaningfully. The US-Japan yield differential has narrowed 

significantly from peak carry-trade levels, while JGBs have risen to their 

highest levels in decades. 

• The combination of weaker carry support, softer capital outflows, ongoing BoJ 

tightening, and an emerging political dimension suggests the current 

appreciation phase may prove more persistent than recent historical 

precedents. 

Overview 

The yen has experienced seven major macro appreciation episodes since 2004, yet 

history demonstrates that not all JPY rallies are created equal. Some prove temporary, 

driven by positioning or temporary changes in risk sentiment while others evolve into 

regime defining appreciation cycles. The key question facing market participants today 

is whether the ongoing 2026 correction is likely to be short-lived or longer lasting 

representing the early stages of a broader structural realignment. 

To address this question, we construct a framework of macroeconomic, policy and 

market-based indicators and evaluate the conditions present immediately before 

each major USD/JPY peak. The objective is to understand what conditions existed 

before the turning point occurred and whether those conditions offer clues about the 

persistence of subsequent JPY appreciation. 

USD/JPY SINCE 2004: MAJOR JPY APPRECIATION EPISODES 

 

Source: Bloomberg, Macrobond & MUFG GMR 
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Episode Peak 
Date 

Trough 
Date 

JPY Change 
(%) 

Duration (Months) 

GFC Carry Unwind Jun-2007 Oct-2011 38.8 52.3 (Long) 

Post China market 
turmoil 

Jun-2015 Aug-2016 20.5 14.5 (Long) 

COVID Risk-Off Feb-2020 Mar-2020 8.7 0.6 (Short) 

BoJ YCC Tweak Oct-2022 Jan-2023 14.8 2.8 (Short) 

2024 Carry Unwind Jul-2024 Sep-2024 13.0 2.5 (Short) 

BoJ norm cont. Jan-2025 Apr-2025 11.0 3.4 (Short) 

2026 Current 
Correction* 

Jul-2026 Present 3.4 1.6 (Un-classified) 

*Ongoing episode. 

The completed appreciation episodes divide into two groups. The first comprises of 

short-lived corrections, including COVID and the BoJ's YCC adjustment. Each 

generated a sharp appreciation in the yen, but none altered the broader USD/JPY 

trend. Once volatility subsided, positioning normalised, market participants resumed 

seeking carry trades thereby lifting USD/JPY back higher. 

The second comprises longer-lasting appreciation cycles. The GFC episode persisted 

for more than four years, while the post-China market turmoil episode extended for 

over fourteen months. These episodes reflected fundamental shifts in the 

macroeconomic backdrop and required a broader change in monetary policy and then 

capital-flow dynamics before USD/JPY could establish a sustained recovery. 

 

Methodology 

To identify the conditions associated with major USD/JPY turning points, we analyse 

a series of macroeconomic, policy and market-based indicators immediately preceding 

each significant USD/JPY peak since 2004. Each variable is transformed into a rolling 

three-year z-score, 

𝑍𝑡 =
𝑋𝑡 − 𝜇3𝑌,𝑡
𝜎3𝑌,𝑡

 

 

where 𝑋𝑡 is the observed value, 𝜇3𝑌,𝑡 is the rolling three-year mean and 𝜎3𝑌,𝑡 is the 

rolling three-year standard deviation. All variables are directionally aligned such that 

positive values indicate conditions supportive of USD/JPY and negative values indicate 

conditions supportive of JPY appreciation. The indicators are grouped into five pillars:  

• Structural Vulnerability which measures the degree of support provided by 

traditional carry dynamics and Japanese overseas capital allocation. 

• Structural Regime Change which captures evidence of changing monetary 

conditions through yield levels, yield repricing, changes in cross-market yield 

differentials and changes in capital allocation. 

• Market Stretch which assesses the strength of the prevailing USD/JPY trend 

using momentum measures. 

• Tactical Positioning which evaluates crowding through futures positioning, 

carry returns, implied volatility and option risk reversals. 

•  and Tactical Catalysts which capture shocks capable of accelerating 

reversals, including volatility spikes, equity-market weakness, yield shocks 

and carry instability.  

Together, these indicators provide a comprehensive framework for distinguishing 

episodes driven primarily by temporary market dynamics from those associated with 

broader macroeconomic regime change. 
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How does the ongoing 2026 episode compare against historical episodes? 

The traditional explanation for cyclical USD/JPY strength revolves around yield 

differentials, policy divergence and carry attractiveness. Our framework analyses these 

factors alongside Japanese overseas capital allocation as a proxy for Structural 

Vulnerability. The current 2026-episode flags weakness across all sub-categories. 

CARRY SUPPORT HAS DETERIORATED MORE BROADLY IN 2026 THAN PRIOR 

 

Source: Bloomberg, Macrobond & MUFG GMR 

This contrast is most notable when compared with the 2024 carry-trade unwind, which 

generated a 13% appreciation in the yen over two and a half months. Ahead of the 

2024 peak, the broader macro backdrop remained supportive of USD/JPY. Yield 

differentials continued to favour the dollar, policy-rate divergence remained wide, 

global equity markets were resilient, and Japanese investors continued to allocate 

capital overseas. The MoF’s intervention in July 2024, aided by a softer-than-expected 

US CPI release and more hawkish Fed rhetoric, resulted in JPY strength but the 

underlying drivers supporting USD/JPY remained largely intact.  

JAPANESE BOND ALLOCATION HAS BECOME MATERIALLY LESS SUPPORTIVE 

 

Source: Bloomberg, Macrobond & MUFG GMR 
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We also note the current episode began after annual foreign-bond purchases had 

already fallen below normal levels and were continuing to weaken. This does not imply 

aggressive repatriation. However, it does suggest that one of the key fundamentals 

supporting USD/JPY has become considerably less supportive. The deterioration in 

bond allocation represents one of the clearest differences between the current episode 

and prior short-lived episodes. 

 

5-Pillar Framework 

One of the clearest conclusions from the framework is that no single indicator reliably 

predicts duration. However, the current 2026 correction stands out because the 

deterioration is concentrated in factors most closely linked to the long-term trend. 

Referencing our 5-pillar framework, the current correction is not characterised by 

unusually extreme market stretch, positioning or volatility conditions. Instead, it is 

distinguished by simultaneous deterioration in both Structural Vulnerability and 

Structural Regime Change factors. This contrasts with the 2024 carry unwind, where 

underlying carry, policy divergence and capital-export dynamics remained broadly 

supportive of USD/JPY despite the correction. The current episode therefore appears 

less consistent with a temporary positioning-driven setback and more consistent with 

a gradual erosion of the macro and capital-flow foundations. 

CARRY SUPPORT HAS DETERIORATED 

 

Source: Bloomberg, Macrobond & MUFG GMR 

 

 

 

 

 

 

 

 

 

 

 



 

 
5 

 

Conclusion 

The current 2026 episode appears distinct because deterioration has been 

concentrated in structural features that have historically been required for USD/JPY 

appreciation.  

- First, traditional carry support has weakened materially. The US-Japan 10-

year nominal yield differential is now significantly narrower (~209bps) than 

during the peak years of the carry trade in 2022 to 2023 (~399bps), while 

JGBs have climbed to levels not seen in more than three decades. As 

domestic yields become increasingly competitive, increasing the risk of 

repatriation flows.  

 

- Second, overseas investment flows have become less supportive for 

USD/JPY. Our rolling 52-week measure of Japanese net foreign asset 

purchases has fallen to new lows, suggesting a reduced appetite from market 

participant to allocate capital into overseas markets.  

 

- At the same time, measures of relative monetary policy and macroeconomic 

conditions have become less favourable than before previous short-lived yen 

appreciation episodes. The Bank of Japan's decision to raise rates to 1.25% 

in September 2026, the highest policy rate since 1995, reinforced the view 

that the tightening cycle is both genuine and ongoing. Unlike earlier periods 

of yield differential compression, when BoJ policy remained constrained by 

YCC or near-zero rates, the July 2026 peak occurred against the backdrop of 

a credible and continuing normalisation cycle. 

 

- There is also a political narrative shift. Recent US-Japan discussions have 

introduced a bilateral political dimension to USD/JPY management that was 

largely absent during previous episodes. As a result, carry traders face a 

more complex risk environment, with concerns extending beyond BoJ rate 

hikes to the possibility of further coordinated intervention. 

 

That said, the framework does not provide definitive evidence that the current move 

will evolve into a prolonged, multi-year appreciation cycle. A sustained yen rally would 

likely require a combination of further BoJ tightening further and a meaningful reversal 

of current market pricing of active Fed monetary tightening. Market participants should 

therefore remain open to the possibility that the current appreciation phase proves 

more persistent than the short-lived episodes that were ultimately resolved through 

positioning adjustment alone. While it remains too early to declare the beginning of a 

new structural regime, the evidence argues against dismissing the move as simply 

another short-lived carry-trade unwind. 
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Appendix 
 

FIGURE 1. HISTORICAL TURNING-POINT REGIME COMPARISON 

This chart compares the current USD/JPY appreciation episode against previous appreciation episodes. Grey lines represent 
the range observed across completed episodes, grey circles indicate the historical median, and the red diamond denotes the 
current ongoing episode. The framework is designed to identify which characteristics of the current appreciation episode are 
historically unusual or consistent with past turning points. 

 

Source: Bloomberg, Macrobond & MUFG GMR 
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FIGURE 2. MEASURING JAPANESE OVERSEAS INVESTMENT REGIME CHANGE 

This chart tracks changes in Japanese overseas investment behaviour through time. The series measure the 26-week change in 
trailing annual purchases of foreign bonds and foreign equities by Japanese investors. Positive values indicate that the pace of 
overseas investment is increasing, while negative values indicate that overseas asset purchases are slowing. Periods of persistent 
weakness in these measures suggest Japanese investor retrenchment and a reduction in capital outflows from Japan, conditions 
that have historically been associated with stronger JPY performance and weaker USD/JPY. 

 

Source: Bloomberg, Macrobond & MUFG GMR 
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FX Quant Toolkit 
 

Cross-Sectional FX Short-term Valuation Monitor 

This framework identifies FX trading rich or cheap relative to model-implied fair value. Using weekly data from January 2015 
onwards, the model estimates short-term fair value through rolling 104-week regressions, with variables standardised over a 52-
weeks. The analysis combines a small set of influential macro-financial variables that have historically explained FX performance. 
Core drivers include relative interest-rate differentials, global equity market performance (S&P 500), risk sentiment (VIX) and oil 
prices (Brent crude). Together, these factors capture differences in growth expectations, monetary policy, investor risk appetite 
and commodity dynamics that drive currency movements over time. 

The latest observation is based on data as of 24th September 2026. The framework is intended as a valuation tool rather than a 
directional forecast, helping investors assess relative richness and cheapness across global FX markets. 

 

G10 basket - fair-value mis-valuation, % 

 

USD/JPY VS. FAIR VALUE 

- August intervention has artificially brought USD/JPY down 

towards fair value, this has since been in retraced and the 

pair remains modestly rich. 

FAIR VALUE GAP, % 

- Fair value gap has narrowed to “slightly overvalued”, but by 

no means at risk of a mean reversion. 

 

Source: Bloomberg, Macrobond & MUFG GMR 

 

AUD/USD VS. FAIR VALUE 

- The overvaluation is driven by energy prices and carry, 

sitting on top of deteriorating structural fundamentals.  

FAIR VALUE GAP, % 

- The over valuation sits above our 2% threshold, however in 

recent periods has started to correct as AUD/USD becomes 

driven by fundamentals. 

 

Source: Bloomberg, Macrobond & MUFG GMR 
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Emerging Macro-economic risk Monitor 

This framework provides a visual assessment of macroeconomic risk by tracking how risk scores evolve across key economic 
themes. Using a standardised scoring methodology, underlying economic and market indicators are grouped into distinct risk 
blocks, assessing not only the level of risk but also the breadth and persistence across the economy. 

A key advantage of the heatmap approach is its ability to distinguish between temporary disruptions and more persistent 
deterioration. Isolated pockets of stress may signal idiosyncratic issues, whereas simultaneous deterioration across multiple risk 
blocks can indicate a broader shift in the macro backdrop. The framework therefore serves as an early-warning tool, helping 
market participants identify emerging vulnerabilities and monitor risk transmission across broad macro themes. 

 

US ECONOMIC RISK HEATMAP 

 
Source: Bloomberg, Macrobond & MUFG GMR 

JAPAN ECONOMIC RISK HEATMAP 

 

Source: Bloomberg, Macrobond & MUFG GMR 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

US macro risks remain concentrated rather 
than broad-based. Inflation (64) is the 
dominant vulnerability — headline CPI eased 
to 3.40% YoY in August but re-accelerated 
from July, PCE runs near 3.7%, and the Fed 
hiked to 4.00% in September. Housing (52) 
and Credit (51) reflect restrictive policy 
transmission, with mortgage rates at 7.12% — 
a 2.5-year high — and HY OAS widening to 
266bps even as IG holds at 75bps. 
Employment remains stable at 4.1% 
unemployment. The spring's broad-based 
stress has narrowed, but within concentrated 
pockets — inflation, housing, and sub-
investment grade credit — conditions are 
deepening rather than stabilising. 

Japan's macro risk profile has improved since 
early 2026. Financial Conditions (49) remain 
the primary vulnerability — the BOJ hiked to 
1.25% on September 18, the highest since 
1995, with markets pricing a 72% probability of 
a further December hike to 1.45%. JGB yields 
have repriced sharply, with the 30Y at 4.08%. 
Credit (51) and Housing (44) reflect lagged 
policy transmission, with household spending 
contracting since December 2025 and 
business spending falling 1.2% QoQ in Q2. 
Employment (39) is structurally tight at 2.4% 
unemployment, though real wage gains 
remain modest. Inflation (1.9% YoY) risks 
building. 
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Columbia, Manitoba, Ontario and Québec. MUSA operates under an International Dealer Exemption from registration with the securities regulators in all Canadian 
Provinces and Territories. When distributed by MUSE or MUSA, this report is only intended for a “permitted client” as that term is defined under the National Instrument 
31-103 in Canada and is not intended for re-distribution to any other person. When distributed by MUS(CAN), this report is only intended for an “institutional client” as 
that term in defined under the CIRO dealer member rules and is not intended for re-distribution to any other person. The information contained herein is not, and under 
no circumstances is to be construed as, a prospectus, an advertisement, a public offering, an offer to sell securities described herein, or solicitation of an offer to buy 
securities described herein, in Canada or any province or territory thereof. Under no circumstance is the information contained herein to be construed as investment 
advice in any province or territory of Canada and is not tailored to the needs of the recipient. 

 

Asia-Pacific (APAC): 

 

• Hong Kong: Reports produced by MUFG Securities are only intended for distribution to a “professional investor” as that term is defined in the Securities and Futures 
Ordinance and should not be passed onto any other person. All enquiries from recipients of this report in Hong Kong must be directed to your usual sales contact in 
Hong Kong. 

 

• Singapore: This report is only intended for distribution to an "institutional investor", "accredited investor" or "expert investor" as those terms are defined under 
regulation 2 of the Financial Advisers Regulation. It is solely for the use of such investors and shall not be distributed, forwarded, passed on or disseminated to any 
other person. Investors should note that, as a result of exemptions that apply when this report is distributed to "accredited investors" and "expert investors", MUBK’s 
Singapore branch and MUS(ASIA) Singapore is exempt from complying with certain requirements under the Financial Advisers Act, including section 34 of the Financial 
Advisers Act (which requires a financial adviser to disclose all material information on certain investment products), section 36 (which requires a financial adviser to 
have a reasonable basis for making recommendations on investments) and section 45 (which requires a financial adviser to disclose any interests that it holds in 
securities that it recommends). Please contact your respective financial advisor in Singapore in relation to any matters arising from this report. 

 

• India: (i) MUS(INDIA) does not provide any advice/ recommendation to the prospective investors; (ii) the issuer is solely responsible for the completeness and 
accuracy of all information in the memorandum or otherwise provided to investors in connection with the debentures issued; (iii) MUS(INDIA) does not make any 
representations or warranties on the creditworthiness of the issuer of the securities, the information provided in the memorandum, or on the adequacy/ sufficiency and 
legal validity of the legal documentation or structure; (iv) investors must obtain independent advice in connection with the investment; and (v) MUS(INDIA) does not 
owe any duty of care to investors and expressly disclaims all liability. 

 

• Japan: This Note, when distributed by MUFG Securities affiliates located outside of Japan, is intended for distribution in accordance with Article 58-2 of the Financial 
Instruments Exchange Act 1948 (“FIEA”) i) to a “Financial Instruments Business Operator” engaged in “Securities-Related Business” as defined in the FIEA or ii) to 
the government, the Bank of Japan, a qualified financial institution defined in Article 209 of the Cabinet Office Ordinance Concerning Financial Instruments Business, 
Etc., or an Investment Manager. 

When distributed by Mitsubishi UFJ Morgan Stanley Securities Co., Ltd. (“MUMSS”), this Note is intended for distribution to a “Professional Investor (tokutei-toushika)” 
as defined in the FIEA. 

 

• Australia: This Note is only intended for distribution to persons in Australia who are sophisticated or professional investors for the purposes of section 708 of the 
Corporations Act 2001 and are wholesale clients for the purposes of section 761G of the Corporations Act 2001. This Note is not intended to be distributed or passed 
on, directly or indirectly, to any other class of persons in Australia. This Note is for informational purposes only, it does not make any recommendations and should not 
be relied upon for any investment purposes. For information on how we collect, use, store and secure personal information, please review our Privacy Policy. MUBK 
and MUFG Securities have established policies and procedures to identify and manage conflicts of interest to uphold the values of integrity, responsibility, accountability 
and trust, and to treat clients fairly. MUBK and MUFG Securities have put in place the following arrangements to prevent conflicts of interest: information barriers to 
prevent the unnecessary exchange or misuse of confidential information; segregated deal teams to manage competing interests in a transaction; defined procedures 
for dealing with conflicts of interest, including procedures on crossing information barriers; reasonable steps by Compliance to ensure that information barrier 
arrangements remain effective and are effectively monitored. 

 

https://www.mufgemea.com/governance/legal-and-regulatory/
https://www.bk.mufg.jp/global/globalnetwork/asiaoceania/pdf/australian_privacy_policy.pdf
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• New Zealand: This Note is only intended for distribution to persons in New Zealand who are wholesale clients as defined in clause 4 of Schedule 5 of the Financial 
Markets Conduct Act 2013, or are wholesale investors as defined in clauses 3(2) and 3, and clauses 36(b) of Schedule 1 of the Financial Markets Conduct Act 2013. 
This Note is not intended to be distributed or passed on, directly or indirectly, to any other class of persons in New Zealand. For information on how we collect, use, 
store and secure personal information, please review our Privacy Policy. 

 

• Thailand: In Thailand, MUSE has a derivatives dealer registration with the Securities and Exchange Commission, Thailand 

 

 

https://www.bk.mufg.jp/global/globalnetwork/asiaoceania/pdf/nz_privacy_policy.pdf

