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The contrarian case for the yen, the won and the 
Taiwan dollar

A paradox to exploit

The Japanese yen, the South Korean won and the new Taiwan dollar appear fragile in the short 
term, but their weakness masks solid fundamentals. These three economies generate substantial 
external surpluses, benefit directly from the global artificial-intelligence investment cycle, and 
keep depressed currencies largely because of capital flows, interest-rate differentials and the 
persistent strength of the U.S. dollar. For a patient investor, the gap between valuation and 
fundamentals can create a contrarian opportunity.

Current-account surpluses at highs

The starting point is the strength of current-account balances. Japan, South Korea and Taiwan 
benefit from robust exports, particularly in semiconductors, equipment and AI-related materials. 
While the technology sector is cyclical, these surpluses are not solely driven by cyclical factors; 
they may also reflect structural advantages associated with their position in the global 
technology value chain.  

The AI-infrastructure demand shock and the tax base

Global demand for AI infrastructure continues to directly support Korea and Taiwan through 
their semiconductor champions and indirectly supports Japan through its makers of specialized 
equipment and materials. High profits in these sectors also strengthen tax revenues, improving 
the fiscal trajectory of countries facing an aging population.

Why Has the Appreciation Yet to Materialize?

While surpluses should normally support the currencies, three frictions delay the adjustment: 
the recycling of dollar income into U.S. assets, interest-rate differentials still favourable to carry 
trades, and the energy dependence of these economies, which increases dollar demand during 
episodes of geopolitical tension.
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The China option: the catalyst hidden in plain sight

An appreciation of the yuan — whether triggered by European trade pressure, international 
coordination or a Chinese monetary-policy decision — would likely pull the won, the Taiwan 
dollar and the yen higher. Historically, surplus Asian currencies are closely tied to yuan 
movements, which could support this scenario.

The USD leg: portfolio flows and curve re-steepening

The dollar leg is just as important. Portfolio flows often dominate trade flows in the short 
term; a decline in U.S. inflation, a reduced risk of Fed tightening and a re-steepening of the 
yield curve could weaken the dollar and turning a valuation argument into a supportive factor 
for the currencies concerned.

The investment thesis

The investment thesis therefore rests on a favourable asymmetry : currencies trading at 
relatively low levels, high external surpluses, a supportive AI cycle and several possible 
catalysts, including a yuan appreciation, a retreat of the U.S. dollar or an unwinding of carry 
trades. Risks remain tied to persistently high U.S. rates, a lasting rise in energy prices or a 
severe technology correction. However, if the fundamentals eventually feed through into 
prices, the yen, the won and the Taiwan dollar could offer gradual but significant appreciation 
potential.
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