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30-year JGB yield surges 
Super-long JGB yields once again rose sharply, this time on 7 July. At the close of that day, the 
30-year JGB yield was up 8.2bp (compound basis) from the previous day at 2.941% and the 20-
year JGB yield was up 5.5bp at 2.431%. Looking back on the super-long JGB market this year, 
conditions have remained unstable since the 2 April tariff shock. Then, the 20-year JGB auction 
on 20 May produced a historically poor result, causing a sharp rise for super-long JGB yields. 
Indeed, the 30-year JGB yield exceeded 3.0% (compound basis), the highest level since the initial 
issuance in 1999. However, on 9 June it was reported that MOF was considering reducing its 
issuance of super-long JGBs in FY25, which triggered repurchases of super-long JGBs. Also, the 
quarterly plans for JGB purchases (“Quarterly Schedule of Outright Purchases of Japanese 
Government Bonds”), announced after the BOJ’s 18 June Monetary Policy Meeting, did not have 
any changes for purchasing amounts for JGBs with residual maturities of more than 10 years, 
despite the Bank’s ongoing quantitative tightening (QT). Then, MOF’s Meeting of JGB Market 
Special Participants on 20 June showed a plan for a greater reduction in the issuance of 20-year 
JGBs, from the initially reported Y100bn per month to Y200bn1. These price actions occurred 
amid a growing sense of confidence among buyers. 
 
When we look at the factors impacting super-long JGB yields, dividing them into short-term 
factors such as supply/demand and long-term factors such as potential growth rate and fiscal risk, 
it seems that fiscal factors have been influencing yields after the BOJ and MOF took policy 
measures to address supply/demand factors, such as QT and reducing issuance, in June. In 
particular, as for the Upper House election, which will be held on 20 July, various media outlets 
noted over the weekend that the ruling Liberal Democratic Party (LDP) is facing an uphill battle. 
 
Chart 1: 30yr JGB Yield (compound basis), Range of Change (d/d) 

 
Source: Bloomberg; compiled by Daiwa. 
 
 

 
1 Refer to Daiwa’s View: Unexpected plan to reduce issuance of 20-year JGBs (23 Jun 2025) by Kazuya Sato. 
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Upper House election and fiscal implications of each political party 
The ruling LDP/Komeito coalition currently holds 75 uncontested seats in the upcoming election. 
As such, if it can secure 50 of the 125 contested seats, it will be able to maintain a majority in the 
Upper House. Initially, the prevailing belief was that the ruling coalition would maintain its majority, 
but according to reports over the weekend, the outcome is now uncertain due to many single-seat 
constituencies, which tend to determine the overall outcome in close races. 
 
We confirmed those election promises that are seen as likely having significant fiscal impacts, 
such as measures to address high prices. The ruling LDP will only offer cash handouts of 
Y20,000 per person (Y40,000 for children and tax-exempt households), while the Constitutional 
Democratic Party of Japan (CDP) has pledged to reduce the consumption tax on food to 0%, 
abolish the provisional gasoline tax, and provide cash handouts of Y20,000 per person. The 
Japan Innovation Party has also promised to reduce the consumption tax on food to 0% and 
abolish the provisional gasoline tax. The election pledges of the Democratic Party for the People 
include abolishing the provisional gasoline tax, lowering the consumption tax to 5%, raising the 
level for which no income taxes are required (income tax threshold), and issuing Y5.0tn in 
education bonds each year. We will leave accurate estimates to financial analysts and 
economists. Still, we should recognize the risk that Japan’s fiscal deficit could swell to more than 
Y10tn if the political landscape changes after the election and the policies of opposition parties 
are implemented. 
 
Impact of fiscal deficits on long-term JGB yields 
As we introduced in previous reports2, Rachel and Summers (2019) estimated the impact of fiscal 
balances and government debt balances on long-term government bond yields in advanced 
economies, mainly the US. According to their estimates, a 1% deterioration in the fiscal deficit-to-
GDP ratio results in an average government bond yield increase of 38bp. 
 
Chart 2: Impact of Fiscal Deficit and Government Debt on Long-term Interest Rate 

 
Source: Rachel and Summers (2019); compiled by Daiwa. 
 
Relationship between fiscal deficits and long-term JGB yields 
Kameda (2014)3 prepared a paper that analyzes the fiscal impact of the JGB market. Regression 
analysis explaining long-term JGB yields shows that a 1% deterioration in the fiscal deficit-to-GDP 
ratio results in upward pressure of 26-27bp on JGB yields. Meanwhile, in terms of the stock 
aspect, the effect of the deterioration of the 1% government debt-to-GDP ratio is estimated to be 
limited to around 1.2bp even in the model that has the greatest impact. The latest nominal GDP 
announced by the Cabinet Office is Y625tn, so a fiscal deficit of approximately Y6.0tn would result 
in a roughly 30bp JGB yield rise. 
 
This paper was published in 2014 and the data covers the period from 1981 to 2008, so it is 
somewhat outdated. As such, it is possible that the market structure has changed. However, if the 
sensitivity of long-term JGB yields to fiscal deterioration has declined due to large-scale monetary 
easing since 2013, the market reaction function for a 26bp yield rise with a deficit of Y6.0tn in the 

 
2 Rachel and Summers. 2019. “On Secular Stagnation in Industrialized World.” NBER. 
3 Kameda, Keigo. 2014. “Budget deficits, government debt, and long-term interest rates in Japan.” The Journal of Japanese and International 
Economies 32 105-124. 

Study Country/region

Gale and Orszag (2002) US 50-100 bps -
Laubach (2009) US 20-30 bps 3-4 bps
Engen and Hubbard (2004) US 18 bps 3 bps
FRB/US model US 40-50 bps -
Faini (2006) Euro  Area 40 bps -
Brook (2003) Advanced  economies 20-40 bps 1-6 bps
Kinoshita (2006) 19  OECD  economies - 4-5 bps

Average 38 bps 3.5 bps
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current QT phase cannot be considered excessive. Also, the above analysis is based on the 10-
year (long-term) JGB yield, but given that the stock effect is likely to remain for the 
intermediate/long-term, the impact on the super-long zone, which is thought to reflect the term 
premium (fiscal premium) more strongly, could be even greater. 
 
Chart 3: Impact of Fiscal Deficit and Government Debt on 10yr JGB Yield 

 
Source: Reprinted from Kameda (2014). 
Note: Red squares added by Daiwa. 
 
Politics-focused July 
On 7 July, US President Donald Trump announced that he would impose a 25% tariff on imports 
from Japan. The effective date of the tariffs has been set for 1 August. This is just 12 days after 
the 20 July Upper House election, at which time prompt actions will be required. A 30-year JGB 
with yield exceeding 3% is seen as an attractive long-term investment4. As a “bond vigilante,” it 
looks like July will be a hot month for the market, with all eyes fixed on politics. 
 

Chart 4: Fiscal Balance 

 
Source: Cabinet Office’s Economic and Fiscal Projections for Medium to Long Term Analysis; 

compiled by Daiwa. 

 Chart 5: Government Debt  

 
Source: Cabinet Office’s Economic and Fiscal Projections for Medium to Long Term Analysis; 

compiled by Daiwa. 
 

 

 
4 Daiwa Memorandum: Factor analysis for the 30-year JGB yield (26 May 2025) by Shun Otani, Daiwa’s View: Skeptical of view that super-
long JGB yield can reach 4% (26 May 2025) by Eiichiro Tani, and Daiwa’s View: European firm ranked top at 30-year JGB auction, clearly 
showing dependence on overseas players (6 Jun 2025) by Ryoma Kawahara. 
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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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