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GLOBAL MONETARY ALERT                         Apr 03, 2020 
 
Yen’s upward potential against the Euro: 
A close in the EUR/JPY fx rate below 116.50 will likely lead to a sharp 
drop to the next support at 112.50, and if broken, pave the way for 
collapse to 95.00 by year end.  
   
     In fiat moneys’ race to the bottom amidst enhanced money printing 
programs (QE) and zero or negative rates the yen will likely lag far behind the 
euro (meaning yen/euro rate continues to trend down from its present level 
around 117).  
 

      The euro is deeply troubled by the long-run issue of how Northern Europe, 
especially Germany, will eventually extricate itself from massive potential tax 
burdens stemming from the ECB’s printing of money to pour into Southern 
Europe – Italy and Spain – and maybe into France.   
   

        And if that weren’t enough the global credit crisis which will likely emerge 
under the impact of continuing debt degradation caused by pandemic is set to 
have its epicentre in the weak European banking system.   
  

        The Japanese banking system of course will also be hugely challenged by 
credit deterioration – both domestically and in its global lending.  Directly and 
indirectly Japanese banks were high-pressure participants in the global credit 
bubble in all its dimensions.  But huge dollar lines of credit for the Bank of 
Japan with the Fed, massive foreign exchange reserves, and the power of the 
Japanese money printing press will likely prevent a collapse of the system. 
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The bearish interpretation for Euro-Yen arises out of a pattern of rotational symmetry of returns around the 
origin shown in the graph at X. Corresponding points extrapolating away from that origin are labelled 
consecutively in pairs as 0, 1, 2 & 3. The similarity of the shape of returns in each phase between points is 
illustrated by the coloured transformations in purple, red and orange. It is presumed that we are currently 
in the orange phase, with a sharp drop in Euro-Yen due imminently to complete the ideal picture.

ource  Casisan Capital 
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         So far, the Bank of Japan in its monetary response is at the relatively tame 
end of the spectrum (focusing its expanded QE on purchases of Tokyo 
equities), whilst expansion of the public debt is also slower albeit from a record 
high level (relative to GDP). 
    

        Moreover if past behaviour is any guide, the shock of pandemic and global 
asset deflation will bring a further rise in Japan’s huge private sector savings 
surplus (households and companies combined), meaning no crowding out 
pressures as capital spending re-bounds into the next expansion (after the 
pandemic is over) and related only low risk of early inflation. 
  

         Yes, there are significant political risks in Japan’s largely one-party 
democracy.  Pandemic (and there is no state of emergency yet in Japan) has 
taken a severe toll on PM Abe’s popularity whose preparedness and initial 
response to the medical emergency is widely seen as inadequate, coming on 
top of a deepening corruption scandal.  If as some fear Japan now faces an 
intensification of the pandemic’s impact, it is not a remote possibility only that 
the right-wing populists (the No Party) under a former Tokyo governor will win 
next year’s General Election.  But this has no clear monetary implication.   
Abe’s long-running super-soft money policies are difficult to beat.  
  

        Europe’s political economic skies by contrast are dark and threatening.  It 
is not fanciful to imagine that a year from now Germany’s loans via Target 2 
into Spain and Italy will have doubled to around 1600bn euros (around 45 per 
cent of German GDP).  Essentially as the ECB lends into Italy and Spain 
(whether by purchasing government bonds or these countries or to the 
respective banking systems) the money printed finds a home in the strongest 
EMU member Germany (meaning surplus funds in the German banking system 
continue to rise).  And there is no way out from massive expansion of the ECB’s 
monetary base.   
 

        The ECB is filling up its balance sheet with very weak and ultimately 
unmarketable paper – not marketable domestic government bonds and 
equities as in Japan.  The BOJ, like the Fed, could in principle wind down its QE 
operations in the future.  There is no path to normalization in Europe. 
 
 

 
          

EUR/JPY (2015  - present)

Source: Cassian Capital LLP

The short-term bearish interpretation for Euro-Yen with near-term target of 112.50-113.00 arises out of a pattern of rotational 
symmetry of returns around the origin shown in the graph at X. Corresponding points extrapolating away from that origin are 
labelled consecutively in pairs as 0, 1, 2 & 3. The similarity of the shape of returns in each phase between points is illustrated 
by the coloured transformation in red. It is presumed that we are currently in the final phase of a shorter term bear, with a 
sharp drop in Euro-Yen due imminently to 112.50 - 113.00. Key support sits at 116.50, to be followed by 112.50.
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And the ECB could not normalize money rates into a strong economic 
expansion as then a huge gap would open up between the bill to pay on 
deposits with the ECB and still zero rates on the portfolio of weak loans (raising 
rates would not be possible on this). 
 

There is a way out for North European taxpayers – but this involves 
two possible routes of euro destruction.  The first is high inflation for all in the 
euro-zone, which at least mean that Southern Europeans together with 
Norther foot the bill of inflation tax.  The second is Germany (and some small 
neighbors) make an exit from EMU, only re-denominating into resurrected 
Deutsche marks euro deposits and German bonds held by domestic residents 
(not non-residents). 
 

        Finally, a few shorter-term perspectives in favour of the yen versus the 
euro:  first, China, South Korea, Singapore, and Taiwan are recovering already 
with apparently the worst of the medical emergency well behind.  (Risks of a 
second wave of pandemic in these countries remain elevated).  This should 
benefit Japanese economic prospects relative to Europe.  Yes, we can expect 
after the pandemic that China and the US will enter effectively a Cold War, for 
which the original sin will be Beijing’s blatantly misleading the world about the 
extent of the new illness in its early weeks.  Tokyo would be adept at 
navigating a special economic relationship with China whilst sustaining its vital 
alliance with the US.  
 

        By contrast the likelihood is that Europe will seek to maintain its Chinese 
economic relationships but in the process frictions with the US will grow 
materially – casting a pall over European investments and the euro. 
 

         Optimists on the euro could point to speculation that Germany will be the 
first major economic power in the West to exit lockdown thanks to its lead 
status in testing and supplies of medical equipment.  But any such difference in 
exiting lockdown is unlikely to extend beyond a few weeks. 
 

          Finally, we should expect Japanese investor appetite for carry trade 
investment (in search for higher yield) to remain shriveled.  That is in sharp 
contrast to the huge demand for high-yield foreign assets, much on a 
unhedged basis, in recent years during the Great Asset Inflation.  Long-time 
favourites for Japanese investors – high coupon emerging market currencies, 
high-yield corporate debt in US, US Treasury bonds, high-yield European 
sovereign debts – will remain under large black clouds from the perspectives of 
Japanese investors.  Indeed, in any euro crisis, expect the yen to be at the 
opposite end of the pole to the eur, with the dollar in between, as Japanese 
investors belatedly dump their European assets.      
  
 
 
 
 


