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Reforms in Japan - Risks for the Rest of the World

Japan's government is currently working on a fundamental reform within the country’s
investment industry. Japanese investors, whose funds have been flowing abroad on a
large scale over the past decades, are now to be encouraged to allocate more of their
money at home. While Japanese equity and bond markets, as well as the yen, are likely
to benefit from a higher domestic investor demand, this shift poses challenges a signif-
icant for the bond markets of the rest of the world.

This is because, after years of extensive capital exports, Japan has become one of the
most important international creditors to industrialized nations. Although the speed and
scale of the Takaichi government's repatriation plans are only likely to take concrete
shape over the coming months, a withdrawal of Japanese funds has — at least on paper
— the potential to increase the risk premiums of global government bonds.

A fundamental shift within Japans investment industry

Amid renewed turmoil in the Gulf, a sharp factor rotation within equity markets and re-
surfacing hawkish central bank worries, a potentially fundamental development has so
far flown largely under the radar. In Japan, the administration under Prime Minister
Sanae Takaichi is pushing for a structural regime shift within the domestic financial in-
dustry: the country’s institutional investors are to be incentivized to allocate more capital
at home, reversing decades of relentless flows in (bond) markets overseas.

The enormous exodus of Japanese capital into global fixed income markets accelerated
significantly during the so-called "Abenomics era". Under Shinzo Abe, Japan deployed
ultra-loose monetary policy, including large scale quantitative easing programmes, to
break the country’s deflationary spiral. The resulting compression of domestic yields
drove Japanese investors out of the domestic market. They eventually found more at-
tractive yield levels, steeper curves, and deeper credit markets abroad. Consequently,
over the past decades, a staggering cumulative total of nearly USD 1.6 trillion has flowed
from Japanese banks, livers and investment trusts into global bond markets (see Fig. 1).

The Takaichi government aims to stop this capital flight. To strengthen domestic mar-
kets and support the Yen, the administration plans to not only curb outflows from Japan,
but also to facilitate the repatriation — or at least partial return — of foreign-accumulated
assets back into Japanese financial markets.

Fig. 1: For years, Japan's financial sector has increasingly invested abroad
Cumulative net japanese purchases of international bonds (in USD Billions)
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The Takaichi administration ap-
pears to be seeking to put an end
to the capital flight from Japan.

For decades, there was little incen-
tive for Japanese investors to in-
vest in their own country.
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Japan’s pension giant could have a pivotal role in Japan's investment turnaround

The Japanese government is highly likely to initiate its repatriation agenda by targeting  Sanae Takaichi [Bloomberg, 17 Juli
the asset allocation of the state-owned pension giant, the GPIF (see quotation on the  2026]: ,We believe it is important to
right). The rationale is straightforward: unlike Japan's private financial institutions, the = pursue measures that encourage
GPIF operates as a national public pension fund under the direct purview of the Japanese  households and pension funds, in-
Ministry of Labour. Consequently, the government can exert significant influence over  cluding the GPIF, to further increase
the fund's strategic asset allocation — for instance, through the appointment of key their investment in Japanese finan-

members to its investment committee. Furthermore, Japan’s (smaller) pension funds
align their own strategic benchmarks with the industry leader. It is therefore hardly sur-
prising that the pension giant occupies a central role in the repatriation efforts.

cial assets, so that the public can
share in the fruits of Japan’s eco-
nomic growth.”

Currently managing approximately $1.8 trillion in assets, the GPIF stands as one of the
largest pension funds in the world. The giant maintains a highly symmetrical portfolio,
split roughly equally among international equities, international bonds, domestic equi-
ties, and domestic bonds (see Fig. 2). Yet, this was not always the case. Well into the
2010s, the GPIF maintained a heavy home bias, anchoring the vast majority of its assets
in domestic sovereign debt — specifically Japanese Government Bonds (see Fig. 3).

This conservative strategy came to an abrupt end under the administration of Shinzo In contrast to Shinzo Abe’s policies,

Abe. As a core pillar of his aggressive economic stimulus program, widely known as "Abe- the portfolio weight of domestic
nomics," the GPIF's allocation to domestic bonds was sharply scaled back, while its ex- assets within the GPIF’s allocation
posure to equities and foreign assets was significantly increased. The strategic objec- is now set to be increased.

tives of this overhaul were to boost pension returns, provide structural support to the
domestic equity market, and deliberately depreciate the Yen, which was trading at a
highly restrictive level of under 80 Yen per US Dollar at the time. Together, these
measures were designed to break the cycle of stagnation and lift the Japanese economy
out of the prolonged growth and deflationary doldrums of the 1990s and 2000s.

Now, the Takaichi administration is seeking to adjust the GPIF's allocation quotas once
again, ostensibly for the benefit of the Japanese economy. Yet, in a stark reversal of the
Abenomics strategy, the policy focus has now shifted toward increasing the portfolio
weight of domestic Japanese assets. From an operational standpoint, major revisions to
the GPIF's strategic asset allocation are typically executed on a strict five-year cycle.
Although the next regular portfolio review is not scheduled until 2030, the Japanese
Prime Minister recently signaled that these reviews can be conducted ahead of schedule
if necessary — a clear indication of the high political priority assigned to this initiative.

Fig. 2: Japan'’s GPIF target allocation is split evenly between

domestic and international bonds and equities
GPIF target and actual portfolio allocation as of 31 March 2026
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Fig. 3: But that wasn't always the case: Abe’s historic re-
forms triggered a massive shift away from domestic bonds.

GPIFs bond allocation over the past 13 years
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Equities, Bonds, and FX: Winners and Losers of Japan’s repatriation efforts

The primary beneficiaries of the Takaichi administration’s repatriation plans will un- The Yen and JGBs Stand Out as the
doubtedly be Japanese government bonds, which are poised to receive substantial sup- Primary Beneficiaries of Japan's
port from strengthened domestic investor demand. Additionally, the Yen is highly likely Repatriation Initiative.

to emerge as another major medium-term winner of this structural reallocation. Revers-

ing decades of capital outflows — which heavily fueled the Yen'’s persistent depreciation

in recent years (see Fig. 4) — promises to provide the currency with a structural tailwind.

Whether and to what extent Japanese equities will benefit from Takaichi's reallocation It remains highly uncertain if, and
plans remains highly uncertain. While domestic stock markets, like their fixed-income  to what degree, Japanese equities
counterparts, should enjoy stronger investor demand, this tailwind faces a formidable  will profit from the Takaichi admin-
headwind in the form of a potentially appreciating Yen. For Japan's highly export-ori- istration’s investment shift.

ented corporate sector, a rapid surge in the currency would be particularly damaging

("poison"). It would erode foreign-currency earnings when translated back into Yen,

thereby undermining the competitiveness of Japanese exporters. However, should the

Yen appreciate more gradually over an extended period, this negative impact, while no-

ticeable, would likely remain contained — especially since other growth-oriented policies

from the Takaichi administration could partially offset the drag of a stronger currency.

Ceteris paribus, international equity markets are likely to suffer from the potential cap-
ital outflows. Any reallocation by the GPIF would primarily affect US equities, which cur-
rently comprise roughly 65% of the fund'’s foreign stock portfolio. However, it remains
highly questionable whether the Japanese government would significantly reduce its
global equity allocation in a strategic portfolio overhaul. From both a return-generation
and, more importantly, a diversification perspective, international equities remain highly
attractive for the GPIF (and other sovereign pension funds).

The bond markets in the rest of the world are likely to face the bigger challenge. After  Sovereign Bond Markets Outside
decades of massive capital exports, Japanese investors have become some of the most Japan Face the Brunt of Tokyo's
critical creditors to major industrialized nations. Today, they hold nearly 4% of the entire Policy Pivot.

US Treasury market (see Fig. 5). European sovereign debt has also been highly popular

among Japanese institutional buyers; the GPIF alone holds slightly over 1% of the entire

German Bund market. Consequently, a significant reduction in Japanese holdings across

global bond markets has the potential — at least on paper — to structurally drive-up

global sovereign term premiums. The ultimate magnitude of this interest rate effect will

depend heavily on the actual volume of the repatriation flows.

Fig. 4: Years of domestic capital flight have structurally Fig. 5: After massive accumulation over the past decade, Ja-
weakened the Japanese Yen pan remains the largest foreign holder of US sovereign debt
Cumulative inflows from Japan into foreign bond markets (in USD Billions) Foreign holdings of US Treasuries as a percentage of the Treasury Market
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How much will Japan's potential investment turnaround cost global bond investors?

The ramifications of Japan's investment shift are unlikely to remain confined to the do-  GPIF Reallocation Likely to Coin-
mestic bond market. Should the Takaichi administration push to lower the foreign bond  cide with a Rise in Global Yields.
allocation back to levels seen prior to Shinzo Abe's reforms, it would force the pension

giant to divest approximately $280 billion in foreign fixed-income holdings. The lion's

share of this divestment — nearly $140 billion — would likely target US Treasuries, which

currently constitute roughly 50% of the GPIF's international bond portfolio. However,

European sovereign debt markets would also face substantial selling pressure. Under

this scenario, the GPIF would have to liquidate nearly $18 billion in German Bunds — a

highly significant sum for the German debt market.

If these outflows from international fixed-income markets are not absorbed by other  Japan's Policy Pivot Threatens to
investor groups, the net effect will be to drive yields structurally higher on a global scale. ~ Push Global Yields Over 50 Bps
A meta-study by the Kansas City Fed' aggregating various prior research papers sug-  Higher.

gests that foreign treasury sales of this magnitude would push US Treasury yields up by

45 to 65 basis points. Crucially, the headwind for global bond markets stems not only

from these direct rebalancing sales but also from the structural loss of ongoing Japanese

bid support and the absence of coupon reinvestments.

The extent to which the direct and indirect effects of Japan’s investment shift will drive
up domestic yields depends on several variables and will only unfold over time. Minor or
gradual adjustments? to the GPIF's asset allocation — such as halting the reinvestment
of maturing bond proceeds or reducing the international bond quota to the currently
permitted minimum of 20% — would likely exert only marginal pressure on fixed-income
markets (see Fig. 6). However, at least on paper, a structural realignment of the Japanese
pension giant has the potential to act as a significant drag on bond performance, rein-
forcing existing global headwinds like rising sovereign debt and mounting inflation risks.

Fig. 6: GPIF quota realignment threatens major disruption Fig. 7: Global rate markets set to feel the heat of interna-
for global fixed income tional selling pressure, estimates show
Estimated GPIF net divestment by sovereign bond market following for- Sizing a potential yield shock: The impact of a potential $140bn
eign quota reduction US Treasury divestment by international investors
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' Dilts Stedman, Karlye. 2025. "The Changing Investor Composition of U.S. Treasuries, Part 1: Foreign Treasury Sales
Could Raise U.S. Yields." Federal Reserve Bank of Kansas City, Economic Bulletin, July 9.
2 The GPIF's allocation adjustments following Shinzo Abe’s strategic reforms were anything but gradual. According to

the GPIF's annual reports, the pension fund liquidated 15 trillion Yen in Japanese government bonds in the very first year
following the strategic reallocation — representing a sharp quota reduction of nearly 10%.
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Japan’'s investment shift offers domestic opportunities but also global risks

A fundamental regime shift is looming over the global investment landscape, driven by
the latest policy blueprints of the Takaichi administration. For decades, Japanese inves-
tors have channelled vast funds into foreign bond markets. Now, Japan’s government is
aiming to incentivize these investors to repatriate their capital and redirect it back into
the domestic financial markets.

In the short term, this potential investment turnaround, coupled with a rapid apprecia- A swift appreciation of the Yen
tion of the Yen, could trigger severe market volatility — reminiscent of the events in  could unleash a volatility shock
Summer 2024. During that episode, a rate hike by the Bank of Japan coinciding with a  qcross markets, reminiscent of
weak US labor market report sparked a violent rally in the Japanese currency. This swiftly  symmer 2024.

unwound the highly popular “Yen-Carry-Trade", where investors borrow cheaply in low-

yield jurisdictions like Japan to invest in high-yield assets abroad, running structural

Short-Yen positions in the process. The resulting losses forced widespread, cross-asset

deleveraging to manage overall portfolio risk, culminating in a systemic volatility shock

across the entire multi-asset spectrum. Given today's historically stretched bearish po-

sitioning on the Yen, a sudden currency rally remains a potent risk factor for global mar-

kets (see Fig. 8).

Over the medium term, the Yen and Japanese government bonds stand out as the clear
beneficiaries of this repatriation drive. Conversely, global bond markets — which have
historically enjoyed a significant tailwind from Japanese bid support — face a structural
risk. Indeed, the sheer scale of potential rebalancing flows from Japan’s GPIF has the
capacity, at least on paper, to drive global bond term premiums structurally higher.

The ultimate speed and scale of these repatriation plans will only crystallize over the  Alongside structural factors, this
coming months. To date, Japanese institutional investors have kept their foreign bond  acts as another major drag on
allocations largely intact. Nonetheless, this looming pivot adds to existing structural  global bonds.

pressures on global fixed income, including mounting sovereign debt burdens® and ele-

vated inflation (volatility).* Against this fragile backdrop, we continue to see very limited

upside for global government bonds. In contrast, Japanese assets — particularly on an

unhedged currency basis — are set to become increasingly attractive for investors as

the Takaichi administration's repatriation agenda gathers momentum.

Fig. 8: Speculative net positioning on the Yen approaching extreme territories
Speculative net futures positioning on the Japanese Yen
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3 See Berenberg Markets Focus ,,Unstoppable government debt — consequences for investors”, August 01, 2025

4 See Berenberg Markets Focus ,What comes after the inflation hump? Implications for investors”, November 03, 2022
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Important Information

This information is a marketing communication. This information and
references to issuers, financial instruments or financial products do not
constitute an investment strategy recommendation pursuant to Article
3 (1) No. 34 Regulation (EU) No 596/2014 on market abuse (market
abuse regulation) nor an investment recommendations pursuant to Arti-
cle 3 (1) No. 35 Regulation (EU) No 596/2014, both provisions in connec-
tion with section 85 (1) of the German Securities Trading Act (WpHG). As
a marketing communication this document does not meet all legal re-
quirements to warrant the objectivity of investment recommendations
and investment strategy recommendations and is not subject to the ban
on trading prior to the publication of investment recommendations and
investment strategy recommendations. This document is intended to
give you an opportunity to form your own view of an investment. How-
ever, it does not replace a legal, tax or individual financial advice. Your
investment objectives and your personal and financial circumstances
were not taken into account. We therefore expressly point out that this
information does not constitute individual investment advice. Any prod-
ucts or securities described may not be available for purchase in all
countries or only in certain investor categories. This information may
only be distributed within the framework of applicable law and in partic-
ular not to citizens of the USA or persons resident in the USA. The state-
ments made herein have not been audited by any external party, partic-
ularly not by an independent auditing firm. Any future returns on fund
investments may be subject to taxation, which depends on the personal
situation of the investor and may change in the future. Returns on in-
vestments in foreign currencies may increase or decrease due to cur-
rency fluctuations. The purchase, holding, conversion or sale of a finan-
cial instrument, as well as the use or termination of an investment ser-
vice, may give rise to costs that affect the expected income. In the case
of investment funds, you should always make an investment decision on
the basis of the sales documents (key information document, presenta-
tion of past performance, sales prospectus, current annual, if applica-
ble, semi- annual report), which contain detailed information on the op-
portunities and risks of the relevant fund. An investment decision should
be based on all characteristics of the fund and not just on the sustaina-
bility-related aspects. Sustainability related disclosures can be found at
www.berenberg.de/en/esg-investments. In the case of securities for
which a securities prospectus is available, investment decisions should
always be made on the basis of the securities prospectus, which con-
tains detailed information on the opportunities and risks of this financial
instrument, otherwise at least on the basis of the product information
document. The fund is subject to increased volatility as a result of its
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composition/the techniques used by Fund management; therefore, unit
prices may increase or decrease significantly within short periods of
time. All the aforementioned documents can be obtained from Joh. Ber-
enberg, Gossler & Co. KG (Berenberg), Uberseering 28, 22297 Hamburg,
Germany, free of charge. The fund sales documents and the product in-
formation sheets for other securities are available via a download portal
at the Internet address https://productdocumentsuite.beren-
berg.de/en. The sales documents of the funds can also be requested
from the respective investment management company. We will be
pleased to provide you with the specific address details upon request. A
summary of your investor rights in English can be found at Investor -
rights (https://www.universal-investment.com/en/Corporate/Compli-
ance/investor-rights/), (https://www.universal-investment.com/en/Cor-
porate/Compliance/investor-rights-Ull/). In addition, we would like to
point out that Universal-Investment may, in the case of funds for which
it has made arrangements as management company for the distribution
of fund units in other EU member states, decide to cancel these ar-
rangements in accordance with Article 93a of Directive 2009/65/EC
and Article 32a of Directive 2011/61/EU, i.e. in particular by making a
blanket offer to repurchase or redeem all corresponding units held by
investors in the relevant member state. A fund investment involves the
purchase of shares in an investment fund, but not a specific underlying
asset (e.g. shares in a company) held by that fund. The statements con-
tained in this document are based either on own company sources or
on publicly accessible third-party sources, and reflect the status of in-
formation as of the date of preparation of the presentation stated be-
low. Subsequent changes cannot be taken into account in this docu-
ment. The information given can become incorrect due to the passage
of time and/or as a result of legal, political, economic or other changes.
We do not assume responsibility to indicate such changes and/or to
publish an updated document. For important disclosures and infor-
mation on index- and market data, see https://www.beren-
berg.de/en/legal-notice/license-notice/. Past performance, simulations
and forecasts are not a reliable indicator of future performance and
custody fees may occur which can reduce overall performance. Please
refer to the online glossary at https://www.berenberg.de/en/glossary
for definitions of the technical terms used in this document. The images
used in this document are for illustrative purposes only. They do not re-
fer to specific products, services, persons or actual situations and
should not be used as a basis for decisions or actions.
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