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The yen carry trade has been a focal point in financial media over the past week, as it contributed to significant market turbulence,
not only in Japan on Sunday night but also in U.S. markets at the start of the week. Japan's stock market experienced a sharp 12%
sell-off during overnight trading heading into Monday, and futures for the S&P 500 and Nasdaq were down by over 4% heading
into the U.S. market open. Many investors were anticipating a Monday rebound, especially after Friday’s pullback following a weak
Nonfarm Payroll report, a sentiment widely echoed on Twitter (which often suggests the opposite will occur). The yen carry trade
was a substantial factor in Monday’s sell-off, but it wasn’t the only one. A confluence of other elements played a role in the market's
downward movement. Markets are inherently complex, and no single data point can fully explain such significant fluctuations. The

tollowing list highlights some of the additional factors that, along with the yen carry trade, contributed to the market turmoil:

e Investors were short volatility, VIX spiked into the 60’s

e Profit taking from big tech has continued

e Investors began to panic which created sellers

e Algorithms begin to sell when the broader index hits technical levels

e Growth stocks have been priced for perfection

e Fear of recession has grown

An event like the yen carry trade unwinding can initiate a wave of selling, but multiple factors contribute to the continuation of
that selling. On Monday, the ISM Services PMI was released, showing positive results that helped markets find a bottom as
growth fears subsided for the day. However, what didn’t help was CNBC’s early Monday morning interview with Professor
Jeremy Siegel from Wharton, who called for an emergency 75 basis point rate cut by the Fed. Such a move would likely have only
tueled further panic, exacerbating the very issue that sparked the initial selloff. To provide context, Japan announced a rate hike
ot 0.25% on July 31st, adjusting their policy rate from 0.00%-1.00% to 0.25%-1.00%. This led to a strengthening of the yen.
Investors often engage in carry trades, where they borrow in low-yielding currencies and invest in markets with higher interest
rates. The profits from these trades are then used to cover the borrowing costs, with the difference being their gain. The yen has
been a popular funding currency for these trades for decades. However, the success of such trades depends on interest rate
differentials remaining stable or widening, or the borrowed currency (yen) not appreciating against the currency of the invested
assets (U.S. dollar). The 25 basis point hike caused the yen to appreciate against the dollar, impacting many investors who had
used borrowed yen to purchase U.S. stocks. As these investors closed their positions, a feedback loop was created where the yen
strengthened further, leading to more investors needing to exit their trades. This dynamic resulted in heightened volatility and
swift selloffs in assets. Understanding the mechanics of the carry trade makes it clear why Jeremy Siegel’s call for a 75 basis point
cut was ill-advised. Such a cut would reduce the interest rate differential between the U.S. and Japan, weakening the dollar and
forcing more investors to cover their yen shorts, thereby worsening the situation. From the point when the Bank of Japan

announced their rate hike to Sunday night, when the Japanese stock market sold off by 12%, the yen had appreciated by 7%.
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The relationship between the Nasdaq and the yen becomes evident when charting the two together, revealing that the Nasdaq was
one of the assets being financed through borrowing in Japan. This connection helps explain why, in the futures market heading into

the open, the Nasdaq was the hardest hit, down 6%.
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The Nikkei 225 Index, Japan’s benchmark stock market index, has since bottomed and rebounded by 11%, but the peak-to-trough
drawdown was a substantial 26%. The index reached an RSI of 18, indicating it was massively oversold. The stabilization of the

Nikkei and the potential for another leg lower will largely depend on the movement of the yen.
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Japan generates over 20% of its GDP through exports, making the strengthening of the yen particularly impactful on its economy,
especially over such a short time frame. A rapidly strengthening yen significantly increases the prices of Japanese goods for foreign
importers, which could lead to a sharp decline in exports and a subsequent drop in the earnings of Japanese companies. In response
to the volatility, the Bank of Japan (BOYJ) acted swiftly on Wednesday, with Governor Shinichi Uchida making it clear that there
would be no additional tightening measures as long as markets remain unstable. Japan finds itself in a challenging position; they
cannot afford to raise rates further due to their substantial debt levels and the adverse effects a stronger yen has on U.S. markets.
This issue is not confined to the BOJ alone; it has also become a critical concern for the Federal Reserve. Cutting rates in the U.S.
would weaken the dollar against the yen, potentially reigniting the unwinding of the carry trade—a process that is not yet fully
complete. Conversely, a stronger dollar places continued stress on the global economy, as many countries are short dollars. This

could force international sellers to offload U.S. assets to raise dollars, creating upward pressure on the dollar in a potentially self-

reinforcing spiral.

APEX MACRO



The S&P 500 found a bottom on Monday just above 5,100. It didn’t quite reach correction territory like the Nasdaq, which
experienced a 10% drawdown, but the index was down 9.49% from its peak. Since then, it has rallied by about 4%, ending Friday at

5,320.
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The selloff on Monday coincided with yields falling across the curve as investors sought the safety of bonds. Interestingly, the U.S.
dollar also declined along with yields, signaling that this was not a liquidity event, which could have escalated the pullback into
something much more severe. In true crisis events, like the Global Financial Crisis (GFC), when a selloff occurs, the dollar typically
strengthens as yields fall because investors scramble to secure more dollars as liquidity dries up. The fact that we didn't see this

pattern on Monday was a key indicator that the situation, while serious, would likely not turn into something larger.
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What was unusual about Monday’s selloff was the behavior of the VIX relative to the broader market. The VIX spiked to levels in
the 60s, approaching record highs. The only time we've seen it higher was during March 2020, when it reached the 80s. Typically,
such spikes in the VIX coincide with much larger market drawdowns, far beyond just a few percentage points. However, upon
examining the data, we discovered that the VIX experienced its largest intraday pullback on record. This indicated a surge in panic as
investors rushed to hedge, but the widespread selling that usually accompanies a VIX spike of that magnitude did not materialize.

This divergence suggested that while there was significant concern, it wasn’t the beginning of a market crash.
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VIX Index Daily Close - Daily High
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S&P 500 Forward 100-Day Returns vs VIX High
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Real-time Sahm Rule Recession Indicator
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We Appreciate Your Feedback!

We highly value your feedback and earnestly invite you to contribute your insights regarding potential
enhancements and suggestions for future content. We welcome all forms of constructive feedback and suggestions,
as they are crucial in guiding our efforts to refine and develop our offerings. Please share your professional insights

and recommendations through the link provided below. Your input is instrumental in shaping our direction and

ensuring our services align with your expectations. We anticipate your contributions with great interest.

The information provided by Apex Macro LLC ("we," "us," or "out") on any platform, including but not limited to websites, reports, emails, newsletters, and presentations, is for general informational and
educational purposes only. All information is provided in good faith, however, we make no representation or warranty of any kind, express or implied, regarding the accuracy, adequacy, validity, reliability,
availability, or completeness of any information.

None of the content offered by Apex Macro LLC constitutes financial advice, legal advice, or any other type of advice meant for your specific reliance for any purpose. Any use or reliance on our content is
solely at your own risk and discretion. You should conduct your own research, review, analysis, and verification of our content before relying on them. Trading and investment in securities involves high risk
and the possibility of losing some or all of the principal investment. It is crucial to seek advice from an independent financial advisor who is licensed to provide investment advice.

Our content is intended to be used and must be used for informational purposes only. It is very important to do your own analysis before making any investment based on your own personal circumstances.
You should take independent financial advice from a professional in connection with, or independently research and verify, any information that you find on our platform and wish to rely upon, whether for
the purpose of making an investment decision or otherwise.

This disclaimer has been created to expressly convey that Apex Macro LLC and its content creators are not providing financial advice through the dissemination of the information contained herein and are
merely providing information and insights as a public service. Apex Macro LLC, its directors, employees, and agents will not be liable for any loss or damage of any nature arising in any way from the use of,
or reliance on, the information provided or for any decision made on the basis of such information, including (without limitation) any loss of profit, business, contracts, revenues, or anticipated savings.

Terms of Use: This document is the property of Apex Macro LLC and is intended solely for the use of the recipient. It contains confidential and proprietary information and may not be
reproduced, redistributed, or disclosed in whole or in part to any third party without the prior written consent of Apex Macro LLC. By accessing this document, you acknowledge that you have read and
understood these terms and agree to be bound by them.
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