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How far will superlong JGB yields fall? 

➢ MOF's cut to superlong issuance could drive down 30-year yield to 
2.5-2.7%. 

➢ Review of issuance midway through fiscal year unusual; likely 
game-changer for superlong JGB market 
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Unusual action by MOF 
On 26 May, Japan's Ministry of Finance (MOF) sent a questionnaire to investors indicating that it 
is considering revising the composition of maturities in its FY25 JGB issuance plan. The 
questionnaire is unusual in that it went out to a broad group of institutional investors, not just the 
members of MOF’s Meeting of JGB Market Special Participants (primary dealers meeting) and 
Meeting of JGB Investors. The broad scope of the questions—from the appropriate volume of 
issuance for each maturity to current market conditions—also illustrates MOF's strong sense of 
urgency. 
 
An official primary dealers meeting is scheduled for 20 June, which we expect to feature a full-
scale debate on rising superlong JGB yields. MOF is considering reducing issuance of superlong 
JGBs based on the outcome of this meeting. However, it intends to maintain total issuance at 
Y172.3tn and adjust for any reductions by increasing issuance for other maturities. 
 
Structural changes in superlong JGB market 
MOF's actions reflect the drastic worsening of superlong JGB market supply/demand. The 20 
May 20-year JGB auction featured the largest tail since 1987, and 40-year and 30-year yields 
reached record highs. Receding demand from life insurers—among the biggest buyers thus far—
has resulted in a lack of buyers in the market. 
 
     
 
 
 
   
 
 

30yr JGB Yield Trend 

 
Source: Bloomberg; compiled by Daiwa. 
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There are no signs that supply/demand has improved since the April start of the new fiscal year, 
despite the fact that the initial issuance plan MOF drew up in December 2024 already reduced 
scheduled 40-year and 30-year JGB issuance. This implies structural changes in the superlong 
JGB market rather than transitory issues with the supply-demand balance. The balance has 
worsened sharply since the BOJ scrapped its yield-curve control (YCC) policy and embarked on 
quantitative tightening (QT), which coincided with the decline in demand from life insurers. 
 
Potential further decline in yields and its drivers 
We would expect superlong JGB yields to fall sharply if MOF reduces issuance. We see 2004-
2012, prior to the BOJ’s introduction of qualitative and quantitative easing (QQE), as a reference 
in quantifying the impact. The main buyers during this period were life insurers and other buy-
and-hold investors, making it a useful reference in gauging the market outlook after a potential cut 
in issuance. 
 
The 30-year yield in 2004-2012 was around 2.5%. This is broadly consistent with the 2% upper 
bound for the "understanding of medium- to long-term price stability" the BOJ unveiled in 2006, 
plus Japan's potential GDP growth rate of 0.4-0.5%. Applying the same approach to current 
conditions, Japan's potential growth rate of 0.5-0.6% combined with the BOJ's 2% inflation target 
implies a fair value of 2.5-2.6%. 
 
Our analysis of superlong JGB yields results in a similar conclusion. Assuming that 2004-2012 
superlong forward yields of around 3% still represent fair value, our simulation suggests a 30-year 
yield of around 2.5% based on the current 10-year yield of around 1.5%. 
 
However, the US-Japan yield spread implies a somewhat higher level. The 20-year-forward 10-
year (20yr10yr) yield spread between Japan and the US was previously around 2ppt, reflecting 
the gap between the two countries' potential growth rates. Assuming that potential growth rates 
are now 2% in the US and 0.5% in Japan, the spread between the two has narrowed to around 
1.5%. The US 20yr10yr yield is currently 5%, and subtracting the 1.5% spread between the US 
and Japan’s potential growth rates implies a value of around 3.5% for Japan’s 20yr10yr yield. 
Adding this to the current 20-year yield of around 2.3% implies a 30-year yield of around 2.7%. 
 
 

Trends of Superlong Forward Yields 

 
Source: Bloomberg; compiled by Daiwa. 

 
20yr-forward 10yr Yield Trends in Japan and US 

 
Source: Bloomberg; compiled by Daiwa. 

 

Significance of policy shift 
To sum up, the above analysis suggests that the 30-year yield could fall to around 2.5% if 
investors focus on domestic factors or around 2.7% if they consider the impact of the US fiscal 
risk premium. This implies downside of 10-30bp from current levels of around 2.8%. 
 
Actual yields will depend on how far MOF reduces issuance, trends in the US fiscal risk premium, 
Japan's fiscal policy after the July Upper House elections, and the pace of the BOJ’s QT. It is 
nevertheless highly significant that MOF is embarking in earnest on managing the maturity 
composition as part of its government debt management policy. 
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We think MOF’s move to directly address the glut of issuance that is the root cause of rising yields 
should dispel supply-demand concerns. The sharp drop in superlong yields on 27 May suggests 
that the market welcomed its action. The unusual move to review planned issuance midway 
through the fiscal year signals MOF’s commitment, and we think superlong yields have likely 
already peaked. This policy shift could act as a true game-changer for the superlong JGB market. 
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IMPORTANT 
 
This report is provided as a reference for making investment decisions and is not intended to be a solicitation for investment. Investment decisions should be 
made at your own discretion and risk. Content herein is based on information available at the time the report was prepared and may be amended or otherwise 
changed in the future without notice. We make no representations as to the accuracy or completeness. Daiwa Securities Co. Ltd. retains all rights related to the 
content of this report, which may not be redistributed or otherwise transmitted without prior consent.  
 
Ratings 
Issues are rated 1, 2, 3, 4, or 5 as follows: 
1: Outperform TOPIX/benchmark index by more than 15% over the next 12 months. 
2: Outperform TOPIX/benchmark index by 5-15% over the next 12 months. 
3: Out/underperform TOPIX/benchmark index by less than 5% over the next 12 months. 
4: Underperform TOPIX/benchmark index by 5-15% over the next 12 months. 
5: Underperform TOPIX/benchmark index by more than 15% over the next 12 months. 
 
Benchmark index: TOPIX for Japan, S&P 500 for US, STOXX Europe 600 for Europe, HSI for Hong Kong, STI for Singapore, KOSPI for Korea, TWII for 
Taiwan, and S&P/ASX 200 for Australia. 
 
Target Prices 
Daiwa Securities Co. Ltd. sets target prices based on its analysts’ earnings estimates for subject companies. Risks to target prices include, but are not limited 
to, unexpected significant changes in subject companies’ earnings trends and the macroeconomic environment. 
 
Disclosures related to Daiwa Securities 
Please refer to https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/e_disclaimer.pdf for information on conflicts of interest for Daiwa Securities, securities 
held by Daiwa Securities, companies for which Daiwa Securities or foreign affiliates of Daiwa Securities Group have acted as a lead underwriter, and other 
disclosures concerning individual companies. If you need more information on this matter, please contact the Research Production Department of Daiwa 
Securities. 
 
Explanatory Document of Unregistered Credit Ratings 
This report may use credit ratings assigned by rating agencies that are not registered with Japan’s Financial Services Agency pursuant to Article 66, Paragraph 
27 of the Financial Instruments and Exchange Act. Please review the relevant disclaimer regarding credit ratings issued by such agencies at:  
https://drp.daiwa.co.jp/rp-daiwa/direct/reportDisclaimer/credit_ratings.pdf. If you need more information on this matter, please contact the Research 
Production Department of Daiwa Securities. 
 
 
Notification items pursuant to Article 37 of the Financial Instruments and Exchange Law 
(This Notification is only applicable to where report is distributed by Daiwa Securities Co. Ltd.)    
If you decide to enter into a business arrangement with our company based on the information described in this report, we ask you to pay close attention to the 
following items.  
 
 In addition to the purchase price of a financial instrument, our company will collect a trading commission* for each transaction as agreed beforehand with 

you. Since commissions may be included in the purchase price or may not be charged for certain transactions, we recommend that you confirm the 
commission for each transaction. In some cases, our company also may charge a maximum of ¥2 million per year as a standing proxy fee for our deposit of 
your securities, if you are a non-resident.  
 For derivative and margin transactions etc., our company may require collateral or margin requirements in accordance with an agreement made beforehand 

with you. Ordinarily in such cases, the amount of the transaction will be in excess of the required collateral or margin requirements**.  
 There is a risk that you will incur losses on your transactions due to changes in the market price of financial instruments based on fluctuations in interest 

rates, exchange rates, stock prices, real estate prices, commodity prices, and others. In addition, depending on the content of the transaction, the loss could 
exceed the amount of the collateral or margin requirements.  
 There may be a difference between bid price etc. and ask price etc. of OTC derivatives handled by our company.  
 Before engaging in any trading, please thoroughly confirm accounting and tax treatments regarding your trading in financial instruments with such experts as 

certified public accountants.  
 
* The amount of the trading commission cannot be stated here in advance because it will be determined between our company and you based on current 
market conditions and the content of each transaction etc. 
** The ratio of margin requirements etc. to the amount of the transaction cannot be stated here in advance because it will be determined between our company 
and you based on current market conditions and the content of each transaction etc.  
 
When making an actual transaction, please be sure to carefully read the materials presented to you prior to the execution of agreement, and to take 
responsibility for your own decisions regarding the signing of the agreement with our company. 
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