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Yielding Returns: How
Rising JGB Yields Are
Shaping Borrowing Trends.

The Japanese government bond market is seeing a surge in
borrowing activity as JGB yields near all-time highs.
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The Japanese government bond (JGB) market, valued at approximately $7.8 trillion, is experiencing a
significant increase in borrowing activity, reaching its highest value on loan since 2020. This surge is
primarily driven by a rapid shift in yields, particularly in longer-maturity bonds, where 30-year yields are
nearing record highs.

Recent increases in yields reflect a broader market shift as investors respond to changing economic
conditions and monetary policy. A critical factor in this trend has been the BoJ's decision to scale back
its bond purchases. By reducing its presence in the market, the central bank has inadvertently allowed
yields to rise as bond prices fall. This inverse relationship between price and yield has created an
environment where market speculators are closely monitoring pricing dynamics for potential short-
selling opportunities, anticipating further declines in bond prices as yields continue to rise.

The steepening yield curve indicates a changing landscape in Japan's monetary and fiscal
environment. As yields rise, the government faces higher servicing costs on its substantial debt load,
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which currently exceeds 250% of GDP. This situation poses significant challenges, as increased
servicing costs can strain public finances, limiting the government's ability to invest in growth-
promoting initiatives. Additionally, the risk of a trade war complicates matters further, as it can hinder
economic growth and exacerbate Japan's debt burden. The combination of rising yields and economic
uncertainties may lead to a decline in investor sentiment.

In contrast to the rise in securities lending
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The implications of this borrowing surge in the securities lending market extend beyond the bond
market itself. As yields rise, the cost of financing for the government escalates, potentially leading to
significant changes in fiscal policy. Higher borrowing costs may compel the government to reassess its
spending priorities, particularly in an uncertain economic climate. Furthermore, the BoJ may need to
reevaluate its monetary policy framework to address the challenges posed by rising yields and the
evolving dynamics of the JGB market. The increase in securities lending balances reflects a strategic
shift among investors, as they seek to capitalize on the changing landscape.

In this context, investors are increasingly exploring various securities lending strategies to optimize
their positions in the JGB market. Borrowing JGBs to sell them short allows investors to capitalize on
anticipated declines in bond prices as yields continue to rise. Additionally, collateralized lending
arrangements enable investors to lend their JGB holdings to other market participants in exchange for
cash or securities, providing liquidity while allowing borrowers to take advantage of higher yields.

The increase in borrowing of Japanese government bonds marks a significant shift in the market
landscape, driven by rising yields and changing investor behaviour. As the BoJ reduces its bond
purchases and local investors withdraw from the market, the dynamics of the JGB market are evolving,
prompting market participants to watch pricing closely for new opportunities.

For more information on how to access this data set, please contact the sales team at:
h-ihsm-global-equitysalesspecialists@spglobal.com
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