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MarketIntervention: Does It Last?

Ever since Soros and his Quantum Fund famously “broke the Bank of England” in
1992, market intervention has been viewed with a jaundiced eye. For this reason,
the two most consequential interventions in August 2026 — the US Treasury’s
expansion of long-end bond buybacks and the coordinated US-Japan yen defense —
have suffered the same reaction: a sharp, immediate impact followed by a rapid partial
reversal as the underlying structural forces remain unresolved. Secretary of the
Treasury Bessent has deployed interventionist tools on both rates and FX.

One target of these efforts, yen appreciation, has come to pass in September, not
from intervention but instead due to a fundamental shift in BOJ rate expectations.
This shift took place at the same time as the unwinding of the carry trade. In short,
market forces, not Treasury actions, are doing the work that billions in intervention
could not sustain.

Part I. The Treasury Twist

On August 19, 2026, the Treasury announced it would at least double its long-end buyback operations — covering
10- to 30-year securities — to at least $4 billion per operation. Bessent framed the action as a “Treasury Twist,” ref-
erencing the Fed’s 1960s curve-flattening program. Through increased bill issuance, the Treasury is repurchasing
illiquid long-dated bonds, effectively shortening the weighted average maturity of outstanding federal debt. This
is not quantitative easing; even at doubled sizes, each operation remains smaller than a regular 2-year Treasury

auction.
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The announcement produced an immediate but short-lived rally: the 30-year yield fell approximately 10 basis points
and the 2Y-30Y spread narrowed by over 10 basis points, but the unsustainable trajectory of US government debt
continues to drive market demand for a higher term premium, limiting the durability of any yield decline. Much of
the initial decline reversed by the following session, as investors questioned the size of the operations. As the chart
shows, both yields have been in a persistent uptrend since their February lows. As of September 8, the 10-year yields
approximately 4.80% and the 30-year yields approximately 5.25%.

The most durable effect of the Treasury intervention may be its signaling value. The prospect of larger buybacks
sets an informal ceiling of approximately 5% on the 10-year Treasury, with active resistance expected on any move
above that level. Treasury activism opens the door to a number of ills, including the potential for increasing interest
rate and rollover risks given the absence of a credible fiscal consolidation plan.

Part Il. The Yen Defense

Chronology and Scale

Japan deployed approximately $169 billion across three rounds of intervention in 2026, with the US joining for
the first time since 1998 in a coordinated operation on July 31-August 3. The scale was historic, yet the effect on
USD/JPY was consistently short-lived — the pair retraced sharply after each episode, mirroring the pattern of
prior operations.

Date Action Est. Size USD/JPY Before USD/JPY After

April 30, 2026 Japan unilateral ~$34.5B ~160.7 ~155.5

May 2026 Japan follow-up ~$30B+ ~56-158 Temporary
support

Japan unilateral (record

July 30, 2026 single-day)

~$52.8B ~162.8 ~158

~$34B (Japan) + ~$5-

Aug 1-3, 2026 US-Japan coordinated 10B (US ESF)

~163 ~155.2

Jul 30—Aug 26  Record monthly

total intervention $96.4B (¥15.4T) - —

Mechanics: ESF, FIMA, and Currencies Used

The US executed its $5-10 billion contribution through the Exchange Stabilization Fund (ESF), with the Federal Re-
serve Bank of New York selling euros — not dollars — to buy yen on the Treasury’s behalf. This approach served a
dual purpose: it preserved the optics of the longstanding strong-dollar policy, and it avoided the risk of the US itself
selling Treasury securities into the market. The ESF’s liquid foreign-currency assets were modest — approximately
$13 billion in euros and $11.6 billion in yen-denominated holdings as of June 30 — underscoring the limited scale of
the US contribution relative to Japan’s.

The Federal Reserve’s FIMA Repo Facility — publicly championed by Bessent as a mechanism to allow Japan to
access dollars by pledging Treasuries as collateral, rather than selling them outright — went entirely unused. Fed
data confirmed zero FIMA balances for eight or more consecutive weeks through August 12. Japan instead financed
its operations primarily by liquidating short-dated Treasury securities (T-bills, typically maturing in one year or less)
and other maturing coupon securities. Tokyo’s holdings of foreign securities reportedly fell by a record $87.8 billion
at the end of August — broadly consistent with the total scale of intervention deployed.
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Facility / Entity

Est. Contribution

Mechanism

Actual Usage

Liquidation of T-bills and

Confirmed via BOJ account

Japan MoF ~$169B in 2026 ) o .
maturing coupon securities analysis

~$5-10B (although one Sale of euro-denominated Confirmed via Bessent
US ESF estimate is for significantly ESF assets to buy yen notepad; Q3 official

less) (FRBNY executed) accounting pending
FIMA Repo Would allow Japan to Zero balance for 8+
Facilit P $0 (unused) pledge Treasuries for USD consecutive weeks through

y without outright sales Aug 12

Fed FX Swap Minimal USD liquidity to foreign BOJ had no swaps
Lines central banks outstanding as of June 30

Rationale for US Participation

The evidence points to a broader set of motivations:

Containing the JGB-Treasury feedback loop: A weaker yen risked reigniting Japanese inflation, pushing JGB
yields higher, and spilling over into US Treasury yields. Both Japan and the US aimed to rein in their own govern-
ment bond yields, forming a pragmatic alliance through yen-buying intervention.

Geopolitical leverage and trade: President Trump described the intervention as “a signal of friendship,” though
most observers doubted it was so simple. “We know what the profile of Mr. Trump is — there are no free lunches,”
said one senior economist at the Institute of International Finance. The intervention is expected to boost US
pressure on Japan on trade and rates.

Preventing competitive devaluations: Bessent flagged the risk of broader Asian currency depreciation. “A sta-
ble yen is not only important for the US but very important for the region,” he reportedly said.

Pressuring the BOJ toward normalization: Bessent reportedly suggested that a monetary policy response from
the Bank of Japan may be necessary, increasing market expectations of a September rate hike.

In short, the US was not trying to prevent Japan from selling Treasuries. Instead, the US was trying to prevent a dis-
orderly, panic-driven liquidation that could spike yields abruptly. That Japan ultimately sold Treasuries in an orderly
fashion — through short-dated maturities, spread over weeks — is arguably consistent with the intervention having
achieved its narrower goal, even if the broader Treasury-protection narrative was overstated.

The September Rally: Fundamentals, Not Intervention

The yen’s move in early September represents a qualitative break from the intervention-driven episodes that pre-
ceded it. By September 8, USD/JPY had strengthened to 152.89 — its strongest since February — with the yen up
approximately 4% in September and the best performer among G10 currencies.
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USD/JPY Exchange Rate YTD 2026
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The pace and character of the move distinguish it clearly from prior intervention episodes: the appreciation has
been more consistent and gradual than observed during past interventions, and it is unlikely that a new round of FX
intervention has been conducted. The rally reflects a convergence of fundamental catalysts:

- BOJ rate hike expectations: Markets have fully priced in a 25 basis point rate hike at the BOJ’s September 18
meeting, lifting the policy rate to 1.25%. Hawkish BOJ board member comments suggesting the possibility of
outsized 50bp moves or back-to-back hikes have catalyzed the sharp yen rally.

« Carry trade unwind and technical cascade: Residual short positioning left the market vulnerable to sudden ca-
pitulation. The break below 155 triggered stop-loss orders, forcing options dealers to sell dollars and amplifying
the move.

«  Supportive macro data: Japan’s Q2 GDP was reportedly revised up to 1.4% annualized and wages reportedly
jumped the most in nearly three decades in July, reinforcing the case for BOJ normalization.

The medium-term case for a lower USD/JPY rests on monetary policy divergence: further BOJ hikes, a Fed pause
in H2 2026, and Fed cuts in 2027 are expected to compress rate differentials and erode carry trade
attractiveness over time. For the yen to strengthen further, the BOJ would likely need to signal a higher terminal
rate or encourage repatriation of overseas holdings. The US Federal Reserve’s September 17 rate decision adds
further uncertainty given the high probability of a hike.
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Conclusion

Dimension

Treasury Buyback
(“Twist”)

Yen Intervention

Sep 2026 Yen Rally

Primary Driver

Official action

Official action

Market fundamentals

Immediate Impact

5-10bp yield decline;
reversed 1-2 days

3-5% appreciation; reversed
2-4 weeks

~4% MTD; still in progress

Structural Support

Low — fiscal/inflation
drivers persist

Low — carry trade/BOJ pace
persist

Higher — BOJ hike cycle
underway

Signaling Value

High — informal 5%
ceiling on 10Y

Moderate — credibility
eroded

High — BOJ commitment
being tested

Key Risk

Fiscal dominance;
rollover risk

FX reserve depletion; IMF
limits

All bullish news priced in;
Fed hike risk

US Motivation (Yen)

Multi-layered: JGB stability,
competitive devaluation risk,
political leverage, domestic
politics

Vindication of BOJ
normalization channel

The $170 billion deployed across 2026 — overwhelmingly by Japan, financed largely through T-bill liquidation,
with a modest $5-10 billion US ESF contribution and zero FIMA usage — did not prevent Treasury selling; it man-
aged its pace and orderliness. The US motivation for joining was broader than Treasury market protection alone,
encompassing geopolitical signaling, JGB stability, competitive devaluation risk, and a deliberate effort to pressure
the BOJ toward normalization. That last channel has now delivered: the BOJ’s accelerating rate hike cycle is doing
the structural work that intervention could not. Interventions are expected to fail in the long term unless underlying
fundamentals change. The September rally suggests those fundamentals may, at last, be shifting.

Were the interventions successful? Perhaps in terms of signaling value. Fundamentals, just as in the case of the
Bank of England episode, generally trump policymaker interventions. Who generally profits? Those who profit are
generally those who bet against the interveners.
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