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•	 In South Korea, the KOSPI has risen 103% since January 
2025, while the won has depreciated by 5.5% against the 
greenback over the same period. 

•	 The historical relationship between equity performance and 
the won has weakened materially. Several factors are driving 
this divergence.

•	 Retail investors are increasingly allocating capital offshore—
often on an unhedged basis—driven by expectations of 
currency weakness and concerns around concentration risk 
in the domestic equity market.

•	 At the same time, corporates across Korea and Taiwan 
are holding higher USD balances, delaying conversion in 
anticipation of further currency weakness. 

•	 Taiwan’s large exposure to the tech sector means its equity 
market is highly sensitive to the Nasdaq. However, like 
Korea, recent strength in global tech has not translated into 
gains for the TWD.

•	 While part of this reflects higher oil prices tied to Middle 
East tensions, unlike high‑beta peers such as the KRW, the 
TWD has remained range‑bound and less responsive to 
both equity moves and oil‑driven shocks.

•	 This partly reflects the TWD operating as a softly managed 
float, with policy smoothing limiting sharp moves and 
dampening short‑term volatility.

•	 More importantly, exporters hedge USD revenues via 
forwards, pre‑committing FX transactions and reducing the 
sensitivity of spot FX to market developments, weakening 
the usual equity–FX relationship.

•	 India’s export base has become increasingly services-driven. 
Telecommunications and broader IT-enabled services remain 
key strengths; a ₹5.3trn surplus in services partially offsets 
the ₹8.4trn goods deficit.

•	 In the near term, AI adoption is likely to automate some 
offshored activities, posing a headwind to services exports.

•	 Over a longer horizon, however, the same technological shift 
could expand the scope for remote work and digital service 
delivery, supporting India’s comparative advantage.

•	 Companies such as Microsoft and Anthropic are expanding 
their presence in the region.

•	 India remains well placed to meet global demand for such 
services given its young and adaptable population—its 
median age is 29, compared with 39 in Australia.
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•	 However, tailwinds in India’s growth story can also act as a 
headwind for the rupee.

•	 India imports the majority of its energy -- around 20% of 
imports are oil -- and relies heavily on foreign capital goods 
for investment.

•	 As a result, periods of strong growth tend to lift imports, 
widening the current account deficit and placing downward 
pressure on the currency.

•	 India’s reliance on imported energy is structural, and it is 
unlikely to replicate Northeast Asia’s scale in high‑tech 
manufacturing.

•	 As such, persistent external pressures are likely to limit any 
sustained recovery in the rupee, even in a weaker US dollar 
environment. 

•	 In Japan, persistent outbound reinvestment of profits 
continues to exert structural downward pressure on the yen.

•	 One area of support has been the services sector, with 
strong tourism inflows boosting activity and contributing to 
an improved services balance since COVID.

•	 However, there are clear constraints on expansion. 

•	 Japan’s ageing population limits labour supply, which is 
particularly binding for the labour-intensive services sector 
is one such constraint.

•	 Policy reluctance towards large-scale immigration also 
constrains the potential for further growth, limiting the 
degree of support the services sector can provide to the yen.

•	 Across Asia, domestic policy is likely to weigh on gold demand 
in the near term.

•	 India and Malaysia have introduced import restrictions to curb 
gold inflows, partly to support external balances and fiscal 
positions amid rising fuel subsidies.

•	 Asia’s share of global gold holdings has declined (now around 
35%, down from roughly 50% in 2025).

•	 That said, underlying demand remains firm, with some 
economies -- particularly China -- taking advantage of price 
dips to increase holdings.

•	 Over the medium term, this structural affinity for gold is 
likely to remain supportive of prices despite short-term policy 
headwinds.

... in charts

https://www.westpaciq.com.au/economics/2024/08/yen-weak-13-august-2024
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