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YenDrain: The price of Japan's capital
outflows

More of Japan’s capital is being put to work abroad, with lasting consequences for the yen

IN A NUTSHELL

— The yen remains near historic lows in real terms, but its weakness is about more
than just low interest rates.
— Over several decades Japan has evolved from a traditional export-driven economy
into one of the world's largest exporters of capital.
Vincenzo Vedda Interventions by Japan and th_e United S_tates may help_stabilise th_e )_/en. A lasting
Chief Investment turnaround, however, would likely require more attractive domestic investment
Officer opportunities that encourage a greater share of capital to remain at home.

Why the yen story is about more than interest rates

At the end of July, Japan and the United States intervened in foreign exchange markets after the yen fell to its weakest level
in nearly four decades. The move highlighted growing concern about the currency's weakness, but it also raised a broader
question: why has the yen remained under such persistent pressure despite Japan's strong external position and repeated
policy efforts to support the currency?

The answer lies in a profound shift in Japan's economic model. Over recent decades, the country has evolved from a
traditional export powerhouse into one of the world's largest exporters of capital. As corporations, institutional investors and
households increasingly invested abroad, a growing share of Japanese wealth became tied to overseas assets and earnings
rather than domestic opportunities.

Viewed through this lens, interest-rate differentials and foreign-exchange interventions remain important, but they are only
part of the story. Japan's emergence as a capital-export nation has reshaped the long-term drivers of the yen. What conditions
would be required for a more lasting reversal of the trend?

1/ Japan's long transition to a capital-exporting econ-
omy

Few developments in global currency markets have been as striking as the yen's long-term decline. Japan is one of the
world's wealthiest economies, with substantial household and institutional savings, and has ranked among the world's
largest creditor nations for decades. Yet, as shown in the following Chart, the yen's real effective exchange rate has fallen by
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roughly two-thirds since the mid-1990s. The currency of one of the world's most advanced industrial economies is therefore
weaker in real terms than it has been in decades.!

The most common explanation is monetary policy, which has undoubtedly played an important role in the yen's downward
trajectory. Yet this alone does not fully explain why the real exchange rate has continued to weaken over a period of three
decades. To understand the forces behind the longer-term decline, however, we need to look beyond the Bank of Japan (BoJ)
and towards the country's capital flows.

The real effective yen exchange rate in a long-term downtrend
(Bank for International Settlement’s Real Effective Yen Exchange Rate)
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1.1 The turning point: Japan's lost decades

The roots of the yen’s weakness can be traced back to the early 1990s. Following the collapse of Japan's stock-market and
real-estate bubble, the economy entered a prolonged period of weak growth, low inflation and limited domestic investment
opportunities. For companies that had previously benefited from Japan's economic boom and industrial strength, the
environment changed fundamentally. Many shifted production and investment overseas, making international operations an
integral part of their business models.

This also altered the role of the yen. In earlier decades, Japan's external strength was closely tied to exports produced in the
country, which generated demand for yen. As Japanese companies expanded internationally, the link between economic
success and demand for the yen gradually weakened. That process continues, with Japan’s companies continuing to build
facilities outside the country today. Their outward foreign direct investment reached around 5% of nominal GDP in spring
2026, the highest level since Bloomberg's data series began.?

1.2 Japan looks abroad for returns

At the same time, Japanese investors changed the way they allocate investment capital. Insurers, pension funds, banks and
other institutional investors faced a common challenge: worthwhile returns on relatively safe investments were increasingly
difficult to find at home, making it hard to fulfill long-term obligations to an aging population. Investing abroad therefore

L All financial data - unless otherwise stated - from Bloomberg Finance L.P. as of 8/14/26
2 Trailing-12-month Japanese outward-FDI flow, starting 1996; Bloomberg Finance L.P. as of 8/17/26
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became not just more attractive but, in many cases, essential to these institutions’ business models. Japanese savings were
increasingly deployed in global markets.

Today, Japan is one of the world’s largest net creditor nations. This underpins the country's finances but means a growing
share of income is now generated by overseas foreign currency investments rather than by traditional exports.

1.3 What this means for the yen

This transformation has important implications for the yen. Income generated from overseas investments is often reinvested
locally rather than automatically repatriated to Japan. As a result, external economic strength no longer necessarily translates
into a stronger currency.

At the same time, the internationalization of Japanese savings has broadened. In addition to corporations and institutional
investors, households have also increased their exposure to foreign assets, supported by reforms that have made access to
international funds and equity markets easier.

The yen's long-term weakness in real terms reflects this structural shift. Japan exports not only goods and technology but
also capital on a large scale. If the weakness of the currency is primarily a consequence of these capital flows, interest-rate
moves by the Bank of Japan or foreign-exchange interventions can influence the trend only temporarily. A more durable
recovery would likely require Japan to offer better investment prospects at home and give savers stronger reasons to keep
more of their capital in the country.

2.1 Japan as a monetary-policy pioneer

Japan’s long experiment with ultra-accommodative monetary policy did not create the country’s shift towards capital exports,
but it shaped the environment in which that shift unfolded. Faced with weak growth, low inflation and recurring deflationary
pressures after the asset-price bubble burst in the 1990s, the Bank of Japan became one of the first major central banks to
adopt unconventional policy tools.

This made Japan a monetary-policy pioneer. Zero interest rates, large-scale bond purchases (quantitative easing), negative
rates and later yield-curve control helped keep Japanese interest rates well below those in most other developed markets for
long periods. What began as an extraordinary response to economic weakness gradually became a defining feature of Japan's
monetary-policy landscape. Over time, the combination of very low rates and limited domestic return opportunities reinforced
the incentive to allocate capital abroad.

2.2 The yen as a funding currency

The consequences extended far beyond Japan. Low funding costs made the yen one of the world's leading funding
currencies. Investors could borrow cheaply in yen, convert the proceeds into foreign currencies and invest in assets offering
higher expected returns, including bonds, equities and other assets abroad. The carry trade became an established feature
of global financial markets, adding to the downward pressure on the Japanese currency.

This dynamic became particularly visible during the so-called Abenomics era after 2013. Under Prime Minister Shinzo Abe
and BoJ Governor Haruhiko Kuroda, monetary easing was intensified significantly. Large-scale BoJ asset purchases, negative
interest rates and yield-curve control were designed to break deflationary expectations and revive economic momentum.
The policy mix reinforced expectations that Japanese rates would remain exceptionally low for an extended period. That
strengthened the yen's role as a funding currency and encouraged investors to seek higher returns abroad. During this period,
the decline of the yen in real terms accelerated noticeably.
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A second episode of pronounced weakness followed the Covid pandemic. While the Federal Reserve and many other central
banks raised interest rates aggressively, the Bank of Japan initially maintained its ultra-accommodative stance. Interest-rate
differentials reached their widest levels in decades, further increasing the incentive for Japanese investors to allocate capital
abroad. These episodes show how monetary divergence can intensify capital outflows and exchange-rate pressure when
structural incentives to invest abroad are already in place. .

2.3 Monetary policy: amplifier rather than root cause

This distinction is crucial when assessing the long-term trajectory of the yen. Monetary policy helps explain many of the
larger swings in the exchange rate. It does not, however, explain why the yen was, in real terms, already on a structural
downward trajectory long before Abenomics, the adoption of negative interest rates or the most recent tightening cycle in
the U.S. The foundations of that trend had already been laid in the years following the collapse of Japan's asset-price bubble.
Japanese companies shifted production overseas, institutional investors built global portfolios and the economy increasingly
evolved into a net exporter of capital.

Monetary policy and capital flows should not be viewed as competing explanations of yen weakness. Rather, they reinforce
one another. "The most pronounced periods of yen depreciation frequently coincided with episodes of significant monetary
policy divergence. However, the long-term trend began much earlier. For much of this period, monetary policy acted as an
amplifier of an already established model of capital exports," says Xueming Song, Currency Strategist at DWS. The following
charts show that yield differentials and interventions can affect the timing and magnitude of yen movements, but they do
not fully explain the longer-term trend.

Interest-rate differentials and interventions shape the yen (JPY)

Yield differential 10y UST/10y JGB (bps) USD/JPY and important market interventions
(green: yen selling / red: yen buying)
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Developments this summer offer a particularly clear illustration of this relationship. Although the Bank of Japan has begun
normalizing policy and has raised its policy rate to 1.0%, it left rates unchanged immediately following the latest market
interventions. The subsequent partial recovery of the yen demonstrated how sensitive the currency remains to interest-rate
expectations, at least in the short term. Even after the intervention, the yield differential relative to the U.S. remained
substantial. The underlying monetary and structural pressures on the yen therefore remain in place.

2.4 Interventions: a strong signal but limited structural impact
The coordinated interventions at the end of July 2026 altered the short-term backdrop but did little to change the broader
picture. Japan first entered the market on July 30, using dollars to make large-scale yen purchases. The following day, the
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United States joined the effort in a coordinated operation. Washington's participation was particularly noteworthy. It marked
the first joint yen-buying intervention by the two countries since 1998. The U.S. sold euros from its Exchange Stabilization
Fund, while Japan, as is typically the case, relied on its dollar reserves to finance its purchases. Both governments also
signaled their willingness to intervene again should what they called “disorderly” market conditions re-emerge.

The market reaction was initially significant. The yen appreciated from nearly 164 per U.S. dollar to around 155 at its strongest
point. Less than a week later, however, it had already weakened back to roughly 158. The episode shows that coordinated
intervention can force investors to unwind one-sided positions and interrupt a rapid decline. It does not automatically create
a lasting reversal of the trend.

For that to happen, the underlying fundamentals would need to change. Despite a temporary narrowing, the yield gap
between U.S. Treasuries (USTs) and Japanese government bonds (JGBs) remains substantial. At the same time, elevated
levels of outward foreign direct investment and the international allocation of Japanese savings continue to exert structural
pressure on the currency. Recent policy measures once again underscore the importance of distinguishing between short-
term market stabilization and a durable shift in long-term trends.

A further rate increase in September, and potentially a faster pace of tightening thereafter if economic conditions warrant it,
could provide additional support for the yen by narrowing interest-rate differentials. As Governor Kazuo Ueda has indicated,
however, the path of policy will depend on incoming data. Monetary tightening may help ease short-term pressure on the
currency, but a more lasting recovery would likely require a broader improvement in Japan’s domestic investment prospects.

The coordinated intervention by Japan and the United States at the end of July after the currency fell to its weakest level in
nearly four decades showed that persistent yen weakness is no longer merely a foreign-exchange-market concern. For Japan,
much more is at stake than short-term exchange-rate movements. A weak yen supports exporters and raises the yen value
of foreign earnings, but it also makes imports more expensive and erodes household purchasing power. The strain on
consumers has turned the currency's weakness into a domestic political issue, pushing measures to support household
finances up the policy agenda. The planned reduction in the consumption tax on food from 8% to 1% for two years from next
April can be understood in this context. This also helps explain recent efforts by policymakers to encourage institutional
investors to commit more capital at home.

Political encouragement alone, however, is unlikely to reverse the trend. Investors ultimately base long-term decisions on
expected returns, diversification benefits and the broader regulatory environment. As long as more attractive investment
opportunities can be found outside Japan, a large share of capital is likely to continue to be directed towards international
markets.

The debate about the yen is therefore about more than exchange rates or monetary policy. Higher interest rates and
occasional interventions may support the currency and curb excessive market moves. But a more durable recovery would
likely require Japan to become attractive enough again for investors to retain a larger share of capital domestically. Unless
that happens, the structural forces that have shaped the yen for decades are likely to remain in place.
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Glossary

Abenomics refers to the set of economic policies implemented by Japan under Shinzd Abe, combining monetary easing,
fiscal stimulus, and structural reforms to stimulate economic growth.

The Bank of Japan (BoJ) is the central bank of Japan.

Carry (of an asset) refers to the net return or cost of holding an asset over time, typically derived from income such as in-
terest or dividends minus any associated financing or holding costs. A carry trade is an investment strategy that seeks to
capture this carry by exploiting differences in yields or interest rates between assets, typically by funding at a lower rate
and investing in assets with higher returns.

Deflation is a sustained decrease in the general price level of goods and services.

Diversification refers to the dispersal of investments across asset types, geographies and so on with the aim of reducing
risk or boosting risk-adjusted returns.

The exchange rate is the rate at which two currencies are traded.

Foreign direct investment (FDI) aims at establishing or having control of an enterprise in a foreign country, unlike indirect
investment in a sector through financial instruments.

FX or foreign exchange is the currency — literally foreign money — used in the settlement of international trade between
countries.

A funding currency is a currency in which investors borrow (often because of low interest rates) to finance investments in
other currencies thought to offer higher carry.

The gross domestic product (GDP) is the monetary value of all the finished goods and services produced within a coun-
try's borders in a specific time period.

Monetary policy focuses on controlling the supply of money with the ulterior motive of price stability, reducing unemploy-
ment, boosting growth, etc. (depending on the central bank's mandate).

Quantitative easing (QE) is an unconventional monetary-policy tool, in which a central bank conducts broad-based asset
purchases.

The U.S. Federal Reserve, often referred to as "the Fed," is the central bank of the United States.

USD/JPY is the abbreviation used in forex trading to denote the currency exchange rate for the U.S. dollar and Japanese
yen.

Yield curve shows yields on comparable fixed-income securities across different maturities.

Yield curve control (YCC) is a monetary policy tool in which the central bank controls short- and long-term interest rates
through market operations.
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Important information — EMEA, APAC, LATAM & MENA

DWS is the brand name of DWS Group GmbH & Co. KGaA and its subsidiaries under which they do business. The DWS legal entities offering
products or services are specified in the relevant documentation. DWS, through DWS Group GmbH & Co. KGaA, its affiliated companies and
its officers and employees (collectively “DWS") are communicating this document in good faith and on the following basis.

This document is for information/discussion purposes only and does not constitute an offer, recommendation or solicitation to conclude a
transaction and should not be treated as investment advice.

This document is intended to be a marketing communication, not a financial analysis. Accordingly, it may not comply with legal obligations
requiring the impartiality of financial analysis or prohibiting trading prior to the publication of a financial analysis.

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opinions, models and hypothetical performance analysis. No representation or warranty is made by DWS as to the reasonable-
ness or completeness of such forward looking statements. Past performance is no guarantee of future results.

The information contained in this document is obtained from sources believed to be reliable. DWS does not guarantee the accuracy, com-
pleteness or fairness of such information. All third party data is copyrighted by and proprietary to the provider. DWS has no obligation to
update, modify or amend this document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion,
projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

Investments are subject to various risks. Detailed information on risks is contained in the relevant offering documents.

No liability for any error or omission is accepted by DWS. Opinions and estimates may be changed without notice and involve a number of
assumptions which may not prove valid.
DWS does not give taxation or legal advice.

This document may not be reproduced or circulated without DWS's written authority.

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in
any locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would
be contrary to law or regulation or which would subject DWS to any registration or licensing requirement within such jurisdiction not cur-
rently met within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to
observe, such restrictions.

© 2026 DWS Investment GmbH

Issued in the UK by DWS Investments UK Limited which is authorised and regulated in the UK by the Financial Conduct Authority.
© 2026 DWS Investments UK Limited

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited. The content of this document has not been reviewed by
the Securities and Futures Commission.
© 2026 DWS Investments Hong Kong Limited

In Singapore, this document is issued by DWS Investments Singapore Limited. The content of this document has not been reviewed by the
Monetary Authority of Singapore.
© 2026 DWS Investments Singapore Limited

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640). The content of this
document has not been reviewed by the Australian Securities and Investments Commission.
© 2026 DWS Investments Australia Limited

For institutional / professional investors in Taiwan:

This document is distributed to professional investors only and not others. Investing involves risk. The value of an investment and the income
from it will fluctuate and investors may not get back the principal invested. Past performance is not indicative of future performance. This is
a marketing communication. It is for informational purposes only. This document does not constitute investment advice or a recommenda-
tion to buy, sell or hold any security and shall not be deemed an offer to sell or a solicitation of an offer to buy any security. The views and
opinions expressed herein, which are subject to change without notice, are those of the issuer or its affiliated companies at the time of
publication. Certain data used are derived from various sources believed to be reliable, but the accuracy or completeness of the data is not
guaranteed and no liability is assumed for any direct or consequential losses arising from their use. The duplication, publication, extraction
or transmission of the contents, irrespective of the form, is not permitted.

as of 8/11/26; 103315_25 (08/2026)
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Important information — North America

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers investment
products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services.

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor.
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and
financial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to con-
stitute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or
other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and
should not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting
advice. This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law,
of the transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for
the purposes of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax
advisor regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless
specified. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy,
completeness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our
judgment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid.

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally
invested at any point in time. Further-more, substantial fluctuations of the value of the investment are possible even over short periods of
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic
relations, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets.
Additionally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have
an adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you should
rely on the final documentation relating to the investment and not the summary contained in this document.

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates,
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s
judgment as of the date of this mate-rial. Forward looking statements involve significant elements of subjective judgments and analyses and
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore,
actual results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the
reasonableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no
responsibility to advise the recipients of this document with regard to changes in our views.

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives
will be achieved. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of DWS.
This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this docu-
ment may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use by,
any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United States,
where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any registration
or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this document
may come are required to inform themselves of, and to observe, such restrictions.

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future
performance. Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyrighted
by and proprietary to the provider.

For Investors in Canada: No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or
the merits of the securities described herein and any representation to the contrary is an offence. This document is intended for discussion
purposes only and does not create any legally binding obligations on the part of DWS Group. Without limitation, this document does not
constitute an offer, an invitation to offer or a recommendation to enter into any transaction. When making an investment decision, you
should rely solely on the final documentation relating to the transaction you are considering, and not the information contained herein. DWS
Group is not acting as your financial adviser or in any other fiduciary capacity with respect to any transaction presented to you. Any trans-
action(s) or products(s) mentioned herein may not be appropriate for all investors and before entering into any transaction you should take
steps to ensure that you fully understand such transaction(s) and have made an independent assessment of the appropriateness of the
transaction(s) in the light of your own objectives and circumstances, including the possible risks and benefits of entering into such transac-
tion. You should also consider seeking advice from your own advisers in making this assessment. If you decide to enter into a transaction
with DWS Group you do so in reliance on your own judgment. The information contained in this document is based on material we believe
to be reliable; however, we do not represent that it is accurate, current, complete, or error free. Assumptions, estimates and opinions con-
tained in this document constitute our judgment as of the date of the document and are subject to change without notice. Any projections
are based on a number of assumptions as to market conditions and there can be no guarantee that any projected results will be achieved.
Past performance is not a guarantee of future results. The distribution of this document and availability of these products and services in
certain jurisdictions may be restricted by law. You may not distribute this document, in whole or in part, without our express written permis-
sion.

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermuda.
Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless such
persons are permitted to do so under applicable Bermuda legislation.

\8



CIO Special August 24, 2026

© 2026 DWS Investment GmbH, Mainzer Landstral’e 11-17, 60329 Frankfurt am Main, Germany.
All rights reserved.

as of 8/11/26; 111362_1 (08/2026)

\9



