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Key Takeaways

1. A "dovish hike." On September 18 the Bank of Japan voted 7-2 to raise its policy rate by 25bp to
1.25%, the highest since 1995. Two dissents and Governor Ueda's restrained tone sent the yen
lower rather than higher—to the 158-per-dollar area at one point—while the Nikkei 225 rose
about 1.5%.

2. The significance lies beyond the 25bp. Japan is shifting from exporting cheap funding and long-
term savings to the world to competing with overseas markets for its own savings—just as the

U.S., euro-area and Japanese central banks are all tightening at once.

3. Carry trade: from acute stampede risk to chronic shrinkage. The U.S.-Japan policy-rate gap is
still 2.625pp and the 2-year spread about 2.9pp, so carry still pays. The tail risk now comes from
official intervention and from a two-sided squeeze in which the Fed pivots to cuts while the BOJ

keeps hiking.

4. Treasuries: Japan's marginal bid is fading. After FX hedging, Treasuries now yield less than same-
tenor JGBs (about 0.6pp less at 10 years and 1.3pp less at 30 years); unhedged holders face yen
appreciation that both governments are openly encouraging. That adds upward pressure on
long-end U.S. yields independent of the Fed.

5. A policy tug-of-war inside Japan. The 3% long-term rate assumed in the debt-service budget has
been reached and government debt is around 248% of GDP. With prime-ministerial appointees
dissenting against hikes and Washington pressing for them, every BOJ meeting can become a

global risk event.
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1. The Decision

On September 18 the Bank of Japan concluded its two-day meeting by raising the target for the
uncollateralized overnight call rate from 1.00% to 1.25%, the highest level since 1995. The vote was 7-
2; the two dissenters, Toichiro Asada and Ayano Sato, are seen as reflationists and were both appointed

by Prime Minister Sanae Takaichi earlier this year.

Table 1 Decision highlights

Item Detail

Policy rate 1.00% — 1.25% (highest since 1995)

Vote 7-2 (Asada and Sato favored no change)

Pace Three months after the previous hike (June 2026), versus a six-month gap before
Cycle Sixth increase since the exit from negative rates in March 2024

Inflation backdrop August core CPI 1.7% y/y (1.8% in July)

Next meeting October 29-30 (with Outlook Report)

Sources: Bank of Japan; CNBC; Japan Times; Trading Economics

Governor Ueda's message was restrained. He said the next step depends on how prices evolve and that
nothing is ruled out; that large or consecutive hikes would require much greater inflation risks or a clear
overshoot of the target; and that because underlying inflation has not yet exceeded 2%, the bank wants
to act pre-emptively to keep it there. He also flagged the Middle East, Al-related demand and currency
volatility as risks to the economy and prices.

Hiking while core inflation was actually slowing indicates the move was aimed mainly at stabilizing the
currency and heading off imported inflation. Economists polled by Reuters expect the policy rate to
reach 1.5% by the end of March 2027 and 1.75% in the second quarter of 2027.

2. Market Reaction: A "Dovish Hike"

The hike was fully priced—all 52 economists in a Bloomberg survey expected it, and money markets had
fully discounted it—so markets traded the pace rather than the direction. The two dissents lowered
expectations of faster follow-up hikes, and markets moved against the usual playbook:

Page 20f 8



The Anchor Slips | The BOJ's September 2026 Hike and Global Markets

Table 2 Market reaction on September 18

Asset Reaction Interpretation
Rose to the 158 area (yen weakest in about two Dissents lowered expectations for the
USD/JPY .
weeks) pace of hikes
Y ined than 1 , back to the 156 . .. . .
USD/JPY (late) e SAINECMOre Ean = yen, BAacklo the Signal of official readiness to intervene
area, after a reported rate check
2-year JGB Fell to about 1.82% Near-term hike expectations cooled
10-year JGB 2.99% (slightly lower) Tracked the decline in global yields
Weaker yen lifted exporters and
Nikkei 225 +1.4% to +1.5%, around 65,000 eryen fited exp
Al/chip stocks
No si f -trad inding in risk
Bitcoin About $81,000, +5.8% in 24 hours & B il Eee i s

assets

Sources: Bloomberg; CNBC; Nikkei Asia; Trading Economics; BigGo Finance; CryptoTicker

3. Context: Synchronized Tightening and a Long-End Repricing

Table 3 Major central bank decisions this month

Central bank Date Decision Policy rate

+25bp (second hike since the Iran war

ECB Sep 10 Deposit rate 2.50%

began)
Federal Reserve Sep 16 +25bp (first hike since July 2023) 3.75%-4.00%
Bank of England Sep 17 Hold (6-3; three votes for a hike) 3.75%
Bank of Japan Sep 18 +25bp (7-2) 1.25%

Sources: central bank announcements; Bloomberg; CNBC

The common driver is the energy shock from the Middle East conflict: WTI crude was still around $101 a
barrel on September 18. Long-end yields have repriced globally, with several markets at multi-decade
highs:

Table 4 Recent highs in long-end government bond yields

Market Level Significance

Germany 10-year About 3.38% (Sep 2) Highest since 2011

UK 10-year 5.25% (early Sep) Highest since 2008

UK 30-year 5.89% (Sep 1) Highest since May 1998

Japan 10-year 3.00%-3.02% (Sep 1-2) Above 3% for the first time since 1996
Japan 30-year 4.19% (Sep 1) Highest since the bond's 1999 launch
U.S. 10-year 5.01% (Sep 18) Near the highest since 2007

Sources: CNBC; Bloomberg; Wolf Street; U.S. Treasury

For three decades JGBs sat at the bottom of the global rate structure and served as the anchor for
global fixed income. When that anchor moves, long-duration assets everywhere must be repriced—the
starting point for understanding the far-reaching effects of this hike.
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4. Impact I: The Carry Trade—from Acute Stampede to Chronic
Shrinkage

4.1 Size and precedent

Bank for International Settlements estimates cited by the Atlantic Council put the yen carry trade at
about $261 billion in direct cross-border bank borrowing alone, and about $1 trillion once off-balance-
sheet derivatives and forwards are included. In August 2024 a BOJ hike combined with weak U.S. jobs
data sent the Nikkei 225 down more than 12% in a single session and the S&P 500 down about 3%.

4.2 Why it did not repeat this time

e Fully priced, dovishly delivered: the hike was fully discounted, and the two dissents lowered
expectations for the pace of follow-up moves.

e Some unwinding happened early: on September 3 hawkish remarks by Governor Ueda and board

member Takata triggered a round of carry unwinding; the yen rose more than 2% in a day, touching
155.28.

e Capital need not leave Japan: with JGB yields at multi-decade highs, money can earn a return at
home, which may make any unwind more orderly.

4.3 Carry still pays, but the structure is changing

After the Fed and the BOJ each hiked 25bp in the same week, the U.S.-Japan policy-rate gap is still
2.625pp (3.875% - 1.25%); the 2-year Treasury at 4.76% versus about 1.82% on the 2-year JGB leaves a
spread of about 2.9pp. Long-end spreads, however, have compressed—to about 2.0pp at 10 years and
about 1.3pp at 30 years (estimated). This "wide front end, narrow long end" structure means the
income from shorting the yen remains, but the appeal of sending Japan's long-term money abroad is
fading.

Figure 1 U.S.-Japan spreads: still wide at the front end, compressed at the long end
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Sources: U.S. Treasury; Trading Economics; author's calculations (30-year JGB yield estimated at about 4%)
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4.4 The tail risk now comes from official intervention
Table 5 Yen and intervention timeline

Date Event

Late July Yen falls to 163.73 per dollar, its weakest in about four decades

Joint U.S.-Japan intervention: the U.S. sells euro reserves to buy yen, its first move to

July 31 support the yen since 1998

July 30-Aug 26 Japan's intervention totals ¥15.4 trillion (about $98 billion), a monthly record
September 3 Carry unwinding; the yen rises more than 2% in a day, touching 155.28

September 18 Yen weakens to the 158 area after the hike; a late rate check lifts it by more than 1 yen

Sources: Yahoo Finance/Euronews; Council on Foreign Relations (CFR); Japan Ministry of Finance data via BigGo Finance; CNBC

Direct participation by the U.S. Treasury effectively puts an "official floor" under the yen around 158-
160. The risk-reward of shorting the yen has become asymmetric: limited carry income against a large

jump risk from intervention.

4.5 The combination to watch

The scenario most likely to trigger a disorderly unwind is a U.S. growth scare that forces the Fed to cut
while the BOJ keeps hiking—compressing the spread from both ends, the recipe of August 2024. With
the Fed still in a hiking cycle that combination is not in place today, but it remains the biggest tail risk

for the carry trade.

5. Impact II: Treasuries and the Global Term Premium

5.1 Japan is the largest foreign holder of Treasuries

As of December 2025 Japan held about $1.2 trillion of U.S. Treasuries, roughly 12.8% of foreign holdings
and the largest single foreign position. Whether Japanese institutions keep adding depends on relative

returns after FX hedging.

5.2 After hedging, Treasuries now yield less than JGBs

Table 6 Hedged-return comparison (September 18, 2026)

UST yield FX-hedged (est.) Same-tenor JGB JGB advantage
10-Year 5.01% =2.39% 2.99% =+0.6pp
30-Year 5.34% =2.72% =4.0% (est.) =+1.3pp

Note: Hedging cost approximated by the 2.625pp U.S.-Japan policy-rate gap, excluding the cross-currency basis and tenor effects; the 30-year
JGB is conservatively estimated at about 4% (record 4.19% on Sep 1). Sources: U.S. Treasury; Trading Economics; author's calculations
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Figure 2 Treasury yields (unhedged and FX-hedged) vs. same-tenor JGB yields
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Going unhedged is no better. The 10-year Treasury yields about 2pp more than the JGB, but the yen's
move from 163.73 in late July to around 157 now implies a currency loss of about 4.1% in yen terms—
roughly two years of yield pickup. With both governments openly pushing for a stronger yen, the

currency risk is skewed the wrong way.

5.3 Early signs
e Life insurers coming home: a March 2026 BIS report found Japanese life insurers raising hedge
ratios while the absolute size of their foreign assets began to decline.
¢ Foreign holdings slipping: foreign holdings of Treasuries fell to $9.25 trillion in July, a nine-month
low.

e Officials avoiding Treasury sales: Japan's Ministry of Finance plans to use the Fed's FIMA repo
facility, exchanging Treasuries for short-term dollars rather than selling them outright during
intervention.

e Concern at the policy level: analysts see the joint intervention as a sign of both governments'

resolve to keep a yen and JGB sell-off from spilling over into already rising Treasury yields.

5.4 What it means for the U.S. yield curve

The U.S. curve is increasingly priced in layers. The front end is driven by the Fed—in the week of the
hike 2510s narrowed from 33bp to 25bp, a classic bear flattening—while the long end has gained an
upward force independent of the Fed. One strategist described the 10-year JGB's break above 3% as a
regime change: JGBs used to anchor global fixed income, and that has now flipped. Even if the Fed stops

hiking, the 30-year Treasury yield need not fall much.

6. Impact I1I: Asset Prices and Asian Currencies

e A lower valuation ceiling for long-duration assets: with the 10-year Treasury near 5%, the discount

rate applied to growth and Al-related assets moves higher.
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e Japanese equities are highly yen-sensitive: the Nikkei's climb above 65,000 owes much to the

weak yen and the Al/semiconductor rally; if intervention or faster hikes strengthen the yen,

exporters would be hit first.

e The yen anchors Asian currencies: Treasury Secretary Bessent has warned that further yen

weakness could drag down other Asian currencies and spark competitive devaluations, and South

Korea has intervened to buy won. A stable yen is broadly positive for Asian FX.

e Gold's role is rising: spot gold rebounded to about $4,350 on September 18. As fiscal and inflation

risks erode the safe-haven status of sovereign bonds, gold's role as a hedge is growing.

7. Impact IV: Japan's Fiscal Sustainability and a Policy Tug-of-

War

Japan's Ministry of Finance assumed a 3% long-term rate when estimating debt-service costs for fiscal
2026, and the 10-year JGB has now reached that level. Government debt is around 248% of GDP, and
the Takaichi government is pursuing substantial spending and tax cuts.

Monetary policy sits between two forces: board members appointed by the prime minister voted

against the hike, while Treasury Secretary Bessent urged Governor Ueda at the G20 to take decisive

market and monetary steps. This tug-of-war is itself a source of yen and JGB volatility, and it means

every BOJ meeting can become a global risk event.

8. Scenarios

Table 7 Three scenarios

Scenario Trigger

The BOJ hikes roughly once a quarter (to
about 1.75% by mid-2027); the Fed hikes
once more this year

Base case: orderly
repricing

A renewed yen slide or an inflation
surprise forces consecutive BOJ hikes
(Nomura has flagged an extreme case of
hikes at three straight meetings from
September to December)

Risk: faster Japanese
tightening

Tail: two-sided
spread squeeze

A U.S. growth scare pushes the Fed to cut
while the BOJ keeps hiking

9. What to Watch

Table 8 Key dates
Date Event Focus
Oct 16 U.S. TIC data (August)
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Market implications

Global term premium drifts higher; the yen
trades in a wide range under official defense;
long-duration valuations stay under pressure

Rapid yen appreciation and faster carry
unwinding; pressure on Japanese exporters;
faster repatriation weighs on the U.S. long end

An August-2024-style carry stampede; sharp
falls in risk assets; a large yen rally; a volatility
spike

Changes in Japan's Treasury holdings
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Price signals

e USD/JPY 158-160: the official intervention zone.

e Whether the 30-year JGB holds above 4%: a gauge of the strength of Japanese repatriation.

¢ Auction demand with the 30-year Treasury near 5.3%: the indirect-bidder share is a proxy for

foreign demand.

Sources
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CNBC: coverage of the BOJ hike and market reaction (Sep 18, 2026); the U.S.-Japan joint intervention (Aug 3-4, 2026);
global bond markets (Sep 2-3, 2026).

Bloomberg: BOJ split vote and the yen (Sep 18, 2026); carry-trade unwinding (Sep 4, 2026); foreign Treasury holdings (Sep
16, 2026).

Reuters via Investing.com: excerpts from Governor Ueda's press conference (Sep 18, 2026); Reuters poll of economists.
Japan Times; Nikkei Asia; News On Japan; Babypips: the BOJ decision and market reaction (Sep 18, 2026).

Trading Economics: commentary on the 10-year JGB yield and the yen (September 2026).

Council on Foreign Relations, Brad Setser: why the U.S. intervened to support the yen (Aug 4, 2026).

Al Jazeera; Axios: the U.S.-Japan joint intervention (Aug 3, 2026).

BigGo Finance: the rate check and intervention totals (Sep 19, 2026).

Wolf Street; Seeking Alpha: JGB yields and Japan's public finances (Sep 2-3, 2026).

10. The Market Cap (Substack): BIS figures on the size of the yen carry trade and life-insurer repatriation (Aug 2026).

11. Congressional Research Service: Foreign Holdings of Federal Debt (2026); U.S. Treasury TIC data.

12. ECB and Bank of England policy announcements and related coverage (Sep 10 and 17, 2026).

13. U.S. Department of the Treasury: Daily Treasury Par Yield Curve Rates (Sep 18, 2026).

Disclaimer

This report is based on public data and the author's calculations and is provided for research and discussion purposes only. It does not
constitute investment advice. Hedged-return and similar figures are rough estimates based on public data; market data may be revised,
and past performance is not indicative of future results.
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