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Mind on the Market

Chart of the Week

JGB 30 year yield at highest level since 1999 initial issuance
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Source: Bloomberg, State Street Investment Management. Data as of October 30, 2025.

As global bond markets recalibrate in response to shifting monetary policies and inflation dynamics,
Japanese Government Bonds (JGBs) have emerged as a compelling opportunity for both domestic
and international investors. Once viewed as a low-yield, defensive asset class, JGBs are now
offering competitive returns, particularly in the long end of the curve (chart above), while maintaining
structural resilience that sets them apart from their G4 peers.
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Weekly Highlights

30-year JGB Yield YTD High US HY Ba/B OAS  Est. 3m30y and 5y30y spreads

3.3% 209 bps 200 bps

Source: Bloomberg, State Street
Investment Management. As of October
30, 2025.

Yield Curve Steepening: Japan’s New Normal

The Japanese Government Bond (JGB) yield curve has steepened notably in 2025, following the Bank of
Japan’s (BoJ) exit from Yield Curve Control (YCC) in March 2024 and emerging supply-demand
imbalances. As of October 2025, the 30-year JGB yield has climbed to 3.3%, while the 10-year yield has
reached 1.7%—a 17-year high. This steepening reflects a combination of improving fundamentals,
including stronger potential growth and inflation expectations, as well as a repricing of the fiscal term
premium. Technical factors also play a role, with reduced bond purchases from both the BoJ and
Japanese life insurers contributing to the shift.

Currently, Japan’s 3-month—30-year and 5-year-30-year spreads hover around 200 basis points—by far
the steepest among G4 economies, where comparable spreads are roughly half that level. In fact,
Japan’s curve is wider even when compared to Ba/B-rated high-yield option-adjusted spreads (OAS),
offering a compelling cross-asset valuation contrast.


https://www.ssga.com/us/en/institutional/insights/japanese-superlong-bond-weakness
https://www.ssga.com/us/en/institutional/insights/japanese-superlong-bond-weakness
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JGB steepest among peers on term spreads
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Source: Bloomberg, State Street Investment Management. Data as of October 30, 2025.

This positions Japan as a standout in terms of curve steepness, offering attractive duration plays for
investors seeking long-term yield pickup.

Hedged Yield Advantage: USD, EUR, GBP, AUD Perspectives

For foreign investors, the appeal of JGBs is amplified when returns are hedged back into their home
currencies. This enhanced appeal, often 140~200bps above local sovereign alternatives, stems from
favorable FX forward dynamics—driven by interest rate differentials between Japan and its peers—and
favorable cross-currency basis swaps.
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Hedged JGB yields (dotted columns) offer pick-up from FX hedging premiums
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Source: Bloomberg, State Street Investment Management. Data as of October 30, 2025. Hedge costs are calculated using
cross-JPY FX forwards on a 3-month rolling basis. Past performance does not guarantee future results.

These hedged returns make JGBs particularly attractive for pension funds, insurers, and long-term
allocators seeking yield enhancement without taking on excessive credit or currency risk.

Structural Strengths: Why JGBs Are Different

Japan’s resilient fundamentals and stable sovereign debt profile stand out among developed markets,
even amid recent political turbulence:

*  Over 90% of JGBs are held domestically, primarily by banks, pension funds, and the BOJ itself.
This reduces exposure to foreign capital flight and cushions against market shocks.

« Japan remains the world’s largest net creditor, with over $3.7 trillion in external assets, providing
a strong buffer against external financing risks.

* The household financial asset base is nearly double the national debt, reinforcing the country’s
ability to self-finance and maintain investor confidence.

These factors insulate Japan from the kind of bond market volatility seen in countries like the UK during
the “Truss moment,” where fiscal shocks triggered rapid sell-offs.


https://www.ssga.com/us/en/institutional/insights/separating-fact-from-fear-in-japanese-investing
https://www.ssga.com/us/en/institutional/insights/sanae-taikichi-and-japan-new-direction
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Investor Positioning: Long-Term Opportunity vs Risks

The steep JGB curve offers multiple entry points:

* Long-duration strategies can lock in elevated yields at the 30-year point, with elevated 5s30s
spreads.

*  Curve flattening trades may emerge in 2026 as the BOJ approaches its terminal rate and the
Ministry of Finance adjusts issuance to address supply-demand imbalances.

»  Foreign investors increasingly drawn to JGBs for their hedged yield premiums.

While the outlook is constructive, investors should monitor:

¢ Fiscal policy shifts, especially given the LDP’s lack of majority in both chambers of the Diet,
which could introduce volatility. Specifically, Takaichi has floated a 13.9 (T) yen stimulus
package aimed at inflation relief through income tax exemptions and tax credits. However, the
fragmentation in government could dilute these promises and dampen exuberance. Although
fiscal measures could be stimulative for selective equity sectors Takaichi’s policies fuel Japan’s
market rally | State Street, it also places further downward pressure on the Yen in the near term.
Investors may consider FX hedging strategies to mitigate currency risk.

e Global policy rate direction, notably the Fed, which could impact FX hedging costs and
Hedged JGBSs'’ relative appeal. The US Federal Reserve cut interest rates this week to
3.75~4.00% and the market is pricing in an additional 25 bps cut in December. SSIM projects an
additional 50-75 bps in cuts through 2026, contingent on inflation moderation, labor market
softness, and sub-trend growth. This trajectory is likely to reduce FX hedging costs, which would
make Hedged JGBs relatively less attractive given lower hedge premium. This is however offset
by duration gains from underlying domestic yields. A dovish Fed in general offers a cautiously
supportive backdrop for fixed income as a whole including JGBs, though the outlook remains
clouded by macro uncertainties

Conclusion: A New Era for JGBs

JGBs have evolved from traditional low yielding safe havens into strategic assets offering competitive
yields, structural resilience, and attractive hedged returns. In an environment of elevated global rates and
shifting capital flows, JGBs stand out as high-quality, long-duration instruments with global relevance.


https://www.ssga.com/us/en/institutional/insights/japanese-superlong-bond-weakness
https://www.ssga.com/us/en/institutional/insights/mind-on-the-market-17-october-2025
https://www.ssga.com/us/en/institutional/insights/mind-on-the-market-17-october-2025
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Their higher absolute and hedged yields provide meaningful diversification benefits, and the opportunity
cost of excluding JGBs from global portfolios is rising. Looking forward, 2026 and beyond presents a
compelling setup: potential curve flattening and outright long opportunities in the belly of the curve, as
Japanese banks begin deploying their 400 trillion yen in cash reserves amid the BOJ nearing its terminal
rate especially if policy rate rises above the physiologically important 1~%.

About State Street Investment Management

At State Street Investment Management, we have been helping to deliver better outcomes to institutions,
financial intermediaries, and investors for nearly half a century. Starting with our early innovations in
indexing and ETFs, our rigorous approach continues to be driven by market-tested expertise and a
relentless commitment to those we serve. With over $5 trillion in assets managed*, clients in over 60
countries, and a global network of strategic partners, we use our scale to create a comprehensive and
cost-effective suite of investment solutions that help investors get wherever they want to go.

* This figure is presented as of September 30, 2025 and includes ETF AUM of $1,848.02 billion USD of which approximately
$144.95 billion USD in gold assets with respect to SPDR products for which State Street Global Advisors Funds Distributors, LLC
(SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Investment Management are affiliated. Please note all
AUM is unaudited.

Important Risk Information

ssga.com
Marketing Communication

Important Risk Discussion

State Street Global Advisors (SSGA) is now State Street Investment Management. Please go to
statestreet.com/investment-management for more information.

The information provided does not constitute investment advice and it should not be relied on as such. It should not be considered
a solicitation to buy or an offer to sell a security. It does not take into account any investor's particular investment objectives,
strategies, tax status or investment horizon. You should consult your tax and financial advisor.

The information contained in this communication is not a research recommendation or ‘investment research’ and is
classified as a ‘Marketing Communication’ in accordance with the applicable regional regulation. This means that this
marketing communication (a) has not been prepared in accordance with legal requirements designed to promote the
independence of investment research (b) is not subject to any prohibition on dealing ahead of the dissemination of
investment research.

This communication is directed at professional clients (this includes eligible counterparties as defined by the “appropriate EU
regulator”) who are deemed both knowledgeable and experienced in matters relating to investments. The products and services to
which this communication relates are only available to such persons and persons of any other description (including retail clients)
should not rely on this communication.

The views expressed in this material are the views of Masahiko Loo and Dane Smith through the period ended October 30, 2025
and are subject to change based on market and other conditions. This document contains certain statements that may be deemed
forward-looking statements. Please note that any such statements are not guarantees of any future performance and actual results
or developments may differ materially from those projected. Investing involves risk including the risk of loss of principal.
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The whole or any part of this work may not be reproduced, copied or transmitted or any of its contents disclosed to third parties
without State Street Investment Managements express written consent.

All information is from State Street Investment Managements unless otherwise noted and has been obtained from sources believed
to be reliable, but its accuracy is not guaranteed. There is no representation or warranty as to the current accuracy, reliability or
completeness of, nor liability for, decisions based on such information and it should not be relied on as such.

Equity securities may fluctuate in value and can decline significantly in response to the activities of individual companies and
general market and economic conditions.

Bonds generally present less short-term risk and volatility than stocks, but contain interest rate risk (as interest rates raise, bond
prices usually fall); issuer default risk; issuer credit risk; liquidity risk; and inflation risk. These effects are usually pronounced for
longer-term securities. Any fixed income security sold or redeemed prior to maturity may be subject to a substantial gain or loss.

Currency Risk is a form of risk that arises from the change in price of one currency against another. Whenever investors or
companies have assets or business operations across national borders, they face currency risk if their positions are not hedged.

Generally, among asset classes, stocks are more volatile than bonds or short-term instruments. Government bonds and corporate
bonds generally have more moderate short-term price

fluctuations than stocks, but provide lower potential long-term returns. U.S. Treasury Bills maintain a stable value if held to maturity,
but returns are generally only slightly above the inflation rate.
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